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PROCEEDINGS
(9:34 a.m.)
MS. DeFILIPPO: Good morning and welcome to
the United States International Trade Commission's
conference in connection with the preliminary phase of
countervailing duty investigation No. 701-TA-476 and

antidumping duty investigation No. 731-TA-1179

concerning imports of Multilayered Wood Flooring From

China.

My name is Catherine DeFilippo. I am the
Commission's Director of Investigations, and I will
preside at this conference today. Among those present
from the Commission staff are, from my far right, Jim
McClure, the supervisory investigator; Keysha
Martinez, the investigator; Fred Ruggles, the
investigator; to my left, David Fishberg, the
attorney/advisor; James Fetzer, the economist; Mary
Klir, the auditor; and Alberto Goetzl, the industry
analyst.

I understand that parties are aware of the
time allocations. I would remind speakers not to
refer in your remarks to business proprietary
information and to speak directly into the microphone.
We also ask that you state your name and affiliation
for the record before beginning your presentation.
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In addition, I would appreciate it if you
could silence your cell phones so as not to disrupt
the speakers. Are there any gquestions?

(No response.)

MS. DeFILIPPO: If not, welcome, Mr. Levin.
Please proceed with your opening statement.

MR. LEVIN: Good morning. My name is Jeff
Levin, and I'm the executive vice president and chief
legal officer for Mondial Trade Compliance. I have
the privilege of representing the Petitioners in these
investigations, the Coalition for American Hardwood
Parity, and its member companies.

The members of the Coalition, situated in
states throughout the country, including Alabama,
Georgia, New Jersey, North Carolina, South Carolina,
Wisconsin and Virginia, represent approximately 45
percent of domestic production of multilayered wood
flooring, and this petition has the support of
manufacturers that together account for a substantial
majority of domestic product. In fact, we are not
aware of any U.S. producer of multilayered wood
flooring as U.S. producers of multilayered wood
flooring are defined which is opposed to this
petition.

I am honored to be joined today by a panel
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of witnesses whose experience and participation in and
contributions to this industry exceed pretty much
anyone else in this country. The Commission has a
difficult job in preliminary investigations because of
the tight investigation schedule and because it is
often dealing with an incomplete record.

These investigations may be particularly
complicated because while there is a finite universe
of domestic producers there is a vast pool of foreign
producers in China, estimated to be in the
neighborhood of about a thousand companies, and a wide
range of U.S. importers and distributors, some of whom
finish unfinished imported product in the country,
some of whom serve small markets, some of whom are
truly independent players and some of whom are among
the largest retailers in the United States.

The Commission's job is further complicated
by the manner in which imports of the product are
classified under the harmonized tariff schedule. 1In
our petition and supplemental submissions, we have
tried hard to identify and clarify these issues to as
focused a degree as possible.

Today you will likely hear from those
parties opposed to this petition many arguments that
the struggles of the industry are due to the economy

Heritage Reporting Corporation
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and the challenges within the housing market, that
there are other products that can serve the same
purposes as multilayered wood flooring, that the
domestic producers are themselves aligned somehow with
Chinese supply, or that the industry is actually on an
upswing.

That's fine. It is certainly in the
self-interest of the petition opponents to present
arguments, though the expectation must be that they
are valid to the issues presented and supported by
evidence. We look forward to addressing their
propositions as these investigations continue.

But these propositions cannot detract from
elemental facts; that the volume of subject imports is
significant, that subject imports have had and
continue to have a pronounced adverse impact on U.S.
prices of the product and that the injuries suffered
by this industry is to a significant degree
attributable to the tide of cheaply priced, directly
competitive and, we submit, dumped and subsidized
imports from China.

This petition has been brought with the hope
that parity will again be restored to this
manufacturing sector. We very much appreciate the
Commission's seriousness of purpose and the work of
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10
this investigation team.

On behalf of the Petitioners, we
respectfully submit that the evidence of record will
demonstrate that there is indeed more than a
reasonable indication that this domestic industry is
suffering material injury and threatened with material
injury by reason of subject imports. Thank you.

MS. DeFILIPPO: Thank you very much, Mr.
Levin.

We will now have an opening statement by the
Respondents. I'm not sure. I don't have it here who
is going to make the statement. Mr. Ludwikowski?
Welcome, and please proceed when you are ready.

MR. LUDWIKOWSKI: Thank you and good
morning, Ms. DeFilippo and Commission staff. I am
Mark Ludwikowski with Sandler, Travis & Rosenberg.
With me here today is my colleague, Kristen Smith, and
Tom Rogers from Capital Trade.

We represent Lumber Liquidators, Home Legend
and US Floors in this matter. These companies oppose
the petition, but each see the industry from a
different perspective. Also appearing before you
today are representatives and counsel for other U.S.
Respondents and the China National Forest Products
Industry Association.
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From those domestic producers who chose to
support this petition, you will hear that all
multilayered wood flooring is commercially
interchangeable. It is used for the same purposes and
applications, sold the same way, and the only
determining factor in customer purchase decisions is
price.

Petitioners will attempt to attribute
financial difficulties arising from the economic
downturn to imports from China. However, the
situation has been quite different. The suppliers of
engineered wood flooring, the people in this room who
develop this product by evaluating it and marketing it
to meet their customer needs, will contradict
Petitioners' claims.

I want to begin our presentation today by
emphasizing three key aspects of this case that I
think the staff should take a particularly hard look
at. First, you will hear testimony about how the
availability of engineered wood flooring from China,
combined with an innovative variety of products,
including unique species, has created overall demand,
particularly in the residential remodeling and
replacement sector.

Respondents have been central in stimulating
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12
consumer interest in this area over the past decade by
expanding the offerings of engineered wood products,
including the introduction of bamboo flooring, cork,
rustic looks and unique designs aimed at the
residential remodeling and replacement sector. To
meet the needs of this segment, Respondents have
adapted to a more direct and efficient retail
distribution channel.

Petitioning companies have been slow to
embrace this shift due to a different business model
and primary focus on the builder segment. As such,
the data confirm our position that a significant
component of any import growth from China into the
United States with threat to growth and demand for
multilayered wood flooring is not a displacement of
U.S. production.

Respondents are not the first to explain
this development. In its Section 332 investigation
report two years ago, the Commission found that the
introduction of engineered wood flooring expanded the
overall U.S. market as it can be used in applications
not suitable for solid products.

Second, the drop in U.S. sales by domestic
manufacturers parallels the downturn in the U.S.
housing market, particularly traditional construction.
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This cycle has been particularly important to domestic
manufacturers which rely heavily on the builder
market.

Third, despite the economic downturn both
Shaw and Mohawk have been aggressively expanding and
have changed the landscape of the U.S. wood flooring
market through major acquisitions. They are now major
competitors to both Chinese mills and other U.S.
producers. Indeed, to the extent that smaller U.S.
producers have lost business, it is more likely that
those losses have been to U.S. mills competing for the
same customer base.

Finally, the wood flooring market appears to
be turning the corner. U.S. housing demand saw a
double digit increase in the first half of 2010, which
means a gradual recovery for the builder segment and
wood flooring sales overall. 1In addition, the market
has also been helped by the promotion of wood flooring
as a sustainable and environmentally friendly product,
particularly the popularity of fast growing species.

The statements of these importers and
retailers provide the most credible evidence of the
state of the market and the nature of the competition.
Accordingly, their testimony and written responses
will show that there is no reasonable indication of
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material injury or threat of material injury to the
multilayered wood flooring industry.

We have several industry representatives
here who will provide some information that we believe
is helpful to the Commission to making a
determination. Thank you.

MS. DeFILIPPO: Thank you very much. We
will now turn to direct testimony for those in support
of the imposition of countervailing and antidumping
duties.

Mr. Levin, if you and your panel would like
to come up and get seated? Please feel free to start
as soon as you're ready. Thank you.

(Pause.)

MR. LEVIN: Thank you, Madam Chair. Thank
you, investigation team. It's my pleasure to present
Petitioners' witness panel. We'll begin with Mr.
Holm.

MR. HOLM: Thank you. Good morning. My
name is Kim Holm, and I'm the president of Residential
Business for Mannington Mills, Inc. I have been with
Mannington since 1994. We have been manufacturing in
the United States for almost a hundred years, since
first being established by John Boston Campbell in
1915 in Salem, New Jersey.

Heritage Reporting Corporation
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Mannington Mills is still headquartered in
Salem and through four generations is still owned by
the Campbell family. In addition to our manufacturing
facility in New Jersey, we also operate plants in
Alabama, Georgia, North Carolina, Texas, Florida and
California. Overall we employ about 2,000 people.

We are very proud that we have successfully
manufactured in the United States for so long. We are
also proud of the products we make, and we are very
proud of the way that we support and serve our many
communities. Like most of the major domestic
manufacturers of multilayered wood flooring or
engineered wood flooring as it is most commonly known,
we are a full-line floor covering manufacturer.

In addition to multilayered wood flooring,
we also produce carpet, vinyl and laminate floor
coverings. These other products are produced in
separate manufacturing facilities and serve the
various floor covering options desired by today's
consumers. Although the economy continues to
challenge these other products, they are all
performing better financially than multilayered wood
flooring.

Our multilayered wood flooring products are
manufactured in Epps, Alabama, and High Point, North

Heritage Reporting Corporation
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Carolina, and those facilities are solely dedicated to
wood flooring. In our Epps facility, we glue the
several layers of plywood veneer, usually five
veneers, that serve as the principal raw material for
the product.

Once glued together into a panel with a face
ply of a specific species such as oak or hickory,
these semi-finished products are then shipped to our
finishing operations in High Point. There the panels
are cut to proper width, typically three inches or
five inches. A tongue and groove isg applied to
facilitate the installation. The product is stained
and coated with a high durability finish to protect
the flooring from wear and tear, and the final product
is packaged and shipped.

This is a sample of one of our multilayered
wood flooring products. Not this one, but the one I'm
going to get you here in a minute. Don, if you could
pass that up here, please? It is made of five plys of
veneer with innerplys, including the core of gum or
poplar and a face or wear ply of ocak. The back
component is just a core to hold the sample together.

In this engineered construction, several
thin sheets of hardwood are stacked, glued and hot
pressed together. Each layer is applied in an

Heritage Reporting Corporation
(202) 628-4888



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

17
alternating direction to the one under it in order to
reinforce both strength and stability.

As a result, multilayered wood flooring is
less susceptible to expansion, contraction and
warping. It is considered the most dimensionally
stable wood flooring product and can be installed in
locations that are not suitable for wood, other wood
flooring products, specifically solid wood flooring.

Unlike solid wood flooring, multilayered
wood flooring can be installed below grade, on
concrete and in other locations susceptible to
temperature or humidity fluctuations. Multilayered
wood flooring is also environmentally friendly because
it is a more efficient use of timber.

For example, where only about 20 to 30
percent of a log will end up in a finished segment of
solid wood flooring, approximately 70 to 80 percent of
the log will end up in a finished multilayered wood
product. For these reasons, the use of multilayered
wood flooring has grown rapidly in the past decade.

It now represents about half or more of the wood
flooring products sold in the United States.

But we are not unique here in the United
States. The production and use of multilayered wood
flooring has grown tremendously in China as well. By

Heritage Reporting Corporation
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18
our estimates, there are now more than a thousand
multilayered wood flooring producers in China of
varying sizes. Some are small, what we would call mom
and pop shops, while others are among the largest and
most well equipped producers in the world.

As the industry in China has grown, so has
the volume of imports from that country and the share
of the total U.S. market that has been captured by
these imports. 1In recent years and up to the present
time, this fact has fundamentally altered the domestic
market for the products and has posed and continues to
pose a very basic threat to the continuing competitive
viability of the domestic manufacturing industry.

In just the past three years, Mannington has
experienced a substantial reduction in our production,
in our commercial shipments, in our revenue and in our
bottom line financial position. We have had to lay
off more than one-half of our workforce and have shut
down entire production lines. Our capacity
utilization rate sits at below 50 percent. To a very
significant degree, this is directly attributable to
the unfair competitive pressures of imports from
China.

Through the course of Mannington's history,
we have seen the flooring market in both good times

Heritage Reporting Corporation
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and bad. We've survived through two world wars, the
Great Depression and many recessions, but the playing
field has now changed and a very real concern on our
part, on the part of our workers and on the part of
the communities that we live is that the tide of
cheaply priced and we believe unfairly traded imports
from China will do what two world wars, the Great
Depression and numerous recessions have not.

Imports from China are literally forcing
this industry towards a race to the bottom. If this
continues at the pace set over the last few years at
some point soon we will no longer be able to compete
and will need to exit the industry.

Since wood flooring is primarily a
residential building product, we have always been
closely tied to such indicators as housing starts,
mortgage rates and disposal income levels. When Tom
Davis, our company's president and chief executive
officer, appeared before the Commission in the fact
finding investigation of competitive conditions in the
industry back in 2007 he noted that we were at the
front end of another very difficult time, and he
stated that the bad time -- through lasting damage to
this industry because it is so largely driven by
something that wasn't present in the market even as

Heritage Reporting Corporation
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recently as five years ago -- imports from China.

Unfortunately, Tom was a very good predictor
of what was around the corner. No doubt, the severe
troubles in the housing market over the past two years
and this prolonged economic crisis have been a black
cloud over this manufacturing industry, like so many
other manufacturing industries. However, were it just
a more pronounced market slide, much like what we have
experienced in a number of past recessions, we could
ride the dip in anticipation of a market upswing.
That, after all, is the nature of manufacturing.

But, the substantial increase in imports
from China and the severe and continuing price erosion
caused by these imports has introduced a new reality,
and this new reality -- a flood of cheaply priced,
unfairly traded imports from China -- presents a
fundamental, if not unsurmountable, obstacle to the
domestic industry's ability to recover its competitive
footing even when underlying economic conditions in
this country turn more favorable.

U.S. manufacturers have the production
capacity, engineering skills, design ingenuity and
service base to remain extremely competitive with any
producer in the world. We are not looking to knock
competition out of the market. We are asking only for
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parity, for a level playing field and for trade on
fair conditions.

On behalf of Mannington Mills and all of our
dedicated employees, I appreciate the opportunity to
present this testimony and I look forward to any
guestions you might have. Thank you.

MR. LEVIN: Thank you, Kim. Our next
witness will be Dan Natkin. Dan?

MR. NATKIN: Thank you and good morning. My
name is Dan Natkin. I am the director of the Wood
Business for Mannington. I've been with Mannington
since 2006, and in my position I'm responsible for the
marketing and sales of multilayered wood flooring.

I have direct daily personal contact with
major customers in the U.S. market. Mannington's
marketing personnel responsible for these products
report directly to me, and I personally review sales
reports, market pricing data, customer call reports,
emails and other correspondence from our sales force
concerning activity and price at our customer accounts
and reports of prices offered in the U.S. market by
Mannington's foreign and domestic competitors.

Before joining Mannington I worked for
Armstrong World Industries in a series of managerial
positions, including Global Wood Sourcing Manager with
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responsibilities for global wood sourcing from China,
from Europe, South America and Indonesia, and Product
Manager for Wood Flooring.

I'm very familiar with all of the domestic
manufacturers of multilayered wood flooring and many,
if not most, of the foreign manufacturers as well,
including those in China. I guess you can say that in
my eight plus years in wood flooring I've accumulated
a tremendous amount of frequent flier miles.

When I first started in this business, China
was a bit player for multilayered wood flooring. We
saw very little Chinese product in the U.S., and what
we did see was very basic, rather low quality
flooring. By the time I joined Mannington in 2006,
China had grown to become the dominant exporting
country.

Now China is the dominant player in the U.S.
market, largely at the expense of domestic
manufacturers, with a greater market share than any
single domestic manufacturer. For the most part, the
quality of the product that we see from China is very
good.

When Jeff first sent us a draft of the
petition for our review, Kim, myself and our CEO, Tom
Davis, all focused in on the 34.7 percent market share
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that he recorded for the first half of 2010. And
although that number by itself represents a doubling
of the market share than what was noted for 2007 of
17.7 percent, we all instantly had the same reaction.
This smells low.

While I understand why Jeff felt compelled
to put in a conservative calculation based on
particular data sources and I realize it smells low
doesn't quite rise to the level of a quantitative
analysis, there's a strong consensus among domestic
manufacturers and distributors with whom I deal that
imports from China now account for something in the
general neighborhood of one out of every two square
feet of product sold in the U.S. market.

I just returned from China last week. One
manufacturer there joked with me that our estimates of
Chinese imports were exceedingly low. You heard Kim
refer to the volume of imports from China in such
terms as tide and flood, and from what I see and hear
on the ground and in the markets, speaking with my
sales people and our customers, those are completely
apt descriptions. 1It's bad, and it continues to get
worse.

Regularly over the course of the past
several months I've seen new lows in pricing for
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imports from China. Every time we think the bottom
has been found in pricing, a new low emerges. The
phrase I've heard myself saying just too many times
this year is this is ridiculous.

Just this week I received an email from a
major retailer quoting a China sourced three-eighths
inch red oak faced product very similar to the one
that would be sitting in front of you right now. This
is the bread and butter product for a domestic
producer such as ourselves and a basic large volume
product from China.

It's also the first product for which the
Commission requested quarterly pricing data in its
guestionnaires. The gquote was for $1.47 per square
foot from a warehouse in the U.S., so that was landed
in the U.S. They asked if we can match it, and we
can't. This is a customer that we do a tremendous
volume with every year.

If you look at our questionnaire response
you'll see the price disparity very clearly. I can't
even begin to understand how they can ship the face
materials halfway around the world, convert it into a
finished product, ship it back, pay a duty, if they're
paying the duty, and sell it at a price so far below
the cost.
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While we will on occasion meet an
outlandishly low price on Chinese product with our own
domestically produced product, this is primarily in
order to keep our production lines running at some
sort of reasonable level and to maintain our customer
base. We're reaching the point where this is no
longer economically feasible.

And, yes, we do import product from China in
order to maintain our customer base, which can easily
get the product from another source. It's an economic
imperative. We would certainly prefer to make the
products in our own plants in North Carolina and
Alabama.

While visual was historically the driver
with the end consumer, price has now become the driver
in the market. While a product meets the visually
pleasing and at least good enough as a home center
recently stated to me regarding quality, there's no
doubt that price drives the market. China drives the
price.

Our petition details several reasons which
conspire to enable Chinese multilayered wood flooring
manufacturers to sell the product so cheaply at such
injurious prices in the U.S. Let me put aside for
these purposes the extremely low wage rates for
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Chinese workers.

First, we detail in the petition imports of
multilayered wood flooring from China are sold in the
U.S. at dumped prices. The dumping margin in the
petition is quite high, well over 100 percent.

Second, as we also detail in the petition,
manufacturers and exporters in China gain an unfair
competitive advantage through the receipt of subsidies
at both the national and provincial levels.

Aside from those specific subsidies
discussed in Volume 3 of the petition, the Foreign
Agricultural Service in Beijing in a July 2010 report
reviewed a series of programs that are specifically
aimed at stimulating the expansion of China's forestry
sector, the base material for its wood processing
industries.

It also notes that the Government of China
recently increased the export tax rebate to 9 percent
for products classified under Heading 4412 of the
Harmonized Tariff Code, which includes multilayered
wood flooring. The FAS noted that this increase was
"to encourage exports in 2010."

Third, regardless of whether the Commerce
Department determines a currency manipulation as a
countervailable subsidy, it is certainly a marketplace
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reality. It's awfully hard to compete on a level
playing field when the exchange rate is held at 10,
20, maybe 40 percent lower than what it should be
under market exchange principles.

Fourth, we have a state-of-the-art
manufacturing facility here in the U.S. that we've
invested millions of dollars in to produce the highest
quality multilayered wood flooring products at the
least cost. We believe at our core that we can
compete globally in multilayered wood flooring on a
level playing field.

The Chinese market represents a tremendous
market for growth with a growing consumer base that
desires wood, but we can't penetrate their market.
Not because of price. The foreign manufacturers
actually sell the same products they export to the
U.S. for more money in the Chinese domestic market.

However, we have to contend with a 40
percent import duty on wood flooring coming from the
U.S. to China while the Chinese have an 8 percent or
less coming into the U.S. Many of the Chinese
manufacturers manipulate the HTS codes or the
construction of the product to enjoy a duty-free
status into our market.

Fifth, domestic manufacturers and

Heritage Reporting Corporation
(202) 628-4888



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

28

distributors that handle both domestically
manufactured and Chinese products strongly believe
that Chinese manufacturers are well practiced at
cloning U.S. products. Major manufacturers in China
have simply cannibalized design aesthetic innovations
first formulated by domestic producers at significant
expense over years of painstaking trial and error.

As our CEO, Tom Davis, testified back in
2007, we pay the price of failure for all the trials
out there that don't make it. They're scooping up all
of the winners. It's no less true today than it was a
few years back. In fact, we include as an exhibit to
our petition an article from a trade publication,
Floor Covering Weekly, in which a U.S. distributor
just comes right out and says that this is in essence
his company's business strategy.

We cannot attend a single trade show without
Chinese manufacturers photographing our new products
and launching clones within months of our
introduction. This was recently exhibited with a
unique product we spent time developing for more than
three years. Within two months of its introduction at
a major trade show, clones were being exhibited by
more than one major Chinese manufacturer.

In closing, I want to circle back to a point
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that Kim touched on a few minutes ago. The greatest
and the very real danger is that no matter which way
the economy turns in the coming months, this industry
will struggle mightily to retain a viable, competitive
future.

Should the housing industry begin to show
signs of recovery, it's more than likely that any
market expansion will be dominated by cheaply priced
imports of multilayered wood flooring from China. On
the other hand, should the economy remain stagnant or
deflated domestic manufacturers will continue to lose
market share to cheaply priced imports from China.
Either way, it's a losing proposition for U.S. based
manufacturers such as ourselves unless something is
done to address the issues outlined in the petition.

I thank you for your time and attention this
morning, and I look forward to answering any questions
you may have.

MR. LEVIN: Thank you very much, Dan. Our
next witness will be Don Finkell. Don?

MR. FINKELL: Good morning, investigation
staff. My name is Don Finkell, and I am CEO of Shaw
Hardwood and its independent subsidiary, Anderson
Hardwood Floors.

I am also immediate past chairman of the

Heritage Reporting Corporation
(202) 628-4888



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

30
National Wood Flooring Association and, along with my
colleague, Kim Holm, whom you heard from a few minutes
ago, a current member of that association's board of
directors.

I'm also on the board of the Hardwood
Federation, an umbrella organization representing the
majority of trade associations engaged in the
manufacturing, wholesaling or distribution of North
American hardwood lumber, veneer, plywood, flooring
and related products, although I do not speak for them
today, only for Anderson and Shaw Industries.

I was closely involved in the development of
the Lacey Act Amendments that were approved by
Congress in 2008, and for better or worse I am
considered in some quarters to be the public face of
this incredibly important legislation with the wood
flooring industry because it seeks to stop importation
of illegally harvested wood. 1In sum, I have been in
the industry longer than most anyone here, longer than
I sometimes care to think about. In such a real
sense, I have sawdust in my blood.

Anderson Hardwood Floors was started in 1946
by my wife's grandfather, L.W. Anderson. It
progressed from a seller of cut-to-size hardwood

plywood to a vertically integrated manufacturer of
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branded, prefinished wood flooring over the next three
generations and 62 years. Company management worked
for years to build a sound product and a respected
name in the marketplace.

Starting in 1960, the Anderson family worked
in conjunction with competitors to develop voluntary
guidelines for the manufacture of product to ensure a
minimum quality standard for safety and performance of
the product. Voluntary standards worked because of
the integrity of the industry.

In later years, Anderson introduced
significant product advancement that reached worldwide
acceptance. A particular point of pride for me
personally was the creation of a hand scraped design
where the face layer of the wood is literally scraped
by hand with a draw knife to give it an historic look.
We do this using paid inmate labor.

The last time I appeared before the
Commission was to testify at the hearing held during
the course of the fact finding investigation regarding
competitive conditions in the industry. I noted in my
testimony that just three weeks before the hearing,
after nearly 62 years in business, the Anderson
family, upon my recommendation, sold out to a larger

competitor, Shaw Industries.
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I am very proud now to be a member of the
Shaw team, and I have tried as hard as I can to carry
on the Anderson family tradition of hard work and
ingenuity in this new setting. A large part of my
decision to sell the family business to Shaw was the
competitive environment that began to emerge at the
time. I felt we needed the support of a larger
partner in order to survive.

Although the residential housing industry,
which is such an important determinant of this
industry, was going through an incredible boom, a
powerful move forth in the form of Chinese imports
emerged almost overnight on the scene. And, as the
Commission noted in its report in that investigation,
Chinese industries emerged as the largest foreign
supplier of engineered wood flooring to the U.S.
market and the most significant competitors in the
U.S. industry in this market.

Much has changed since that hearing in
October 2007. The U.S. economy was soon to enter one
of its most difficult periods, triggered in large part
by troubles in the housing industry. The other big
change was the explosion of Chinese imports since the
ITC last looked at the wood flooring industries in

2007.
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I think our petition lays out the numbers as
cleanly as possible, and Kim and Dan have outlined
some of the reasons why Chinese imports can enter the
U.S. at such cheap prices underselling domestically
manufactured products, taking sales and customers and
capturing an increasing portion of the U.S. market.

But there is one aspect that Dan touched on
a bit that I would like to go into a little further
because I think it so well illustrates what U.S.
manufacturers are up against. The successful
marketing of the multilayered wood flooring brand
takes a great amount of time, energy, creativity and,
of course, money. Sometimes these investments pay
off. Just as often they don't.

Just this year our company dropped 30
percent of its product line because sales did not
materialize as forecast when the products were
introduced. That's the nature of the beast in this
business, because what we are talking about in the end
is a product that has to look good in someone's home.

I'm going to use as an example one of our
leading collections, Casido Blanco. It is a
three-eighths inch thick, five inch wide wood floor
with a Spanish hickory face. That's our trade name

for copaiba lansdorfi. It is a beautiful Anderson
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product.

Our marketing of this collection involves
brochures, websites, trade shows and displays, among
many other elements, and after all this time and
effort a Chinese company comes along with a camera,
takes a photograph of the product and its specs and
simply clones the product.

They make one $15 hand board of their cloned
product and set it up in front of our $3,000 display,
but with a much cheaper selling price. Just to
demonstrate, here is a sample of the product and of
the Chinese clone, as well as our brochure and a photo
of the display.

MR. LEVIN: With the Chair's permission, may
we approach the staff to circulate it?

MS. DeFILIPPO: Yes, please. Thank you.

MR. FINKELL: You'll notice that they even
have the exact same color names on these products, and
of course it has the same warranty.

Were it only that easy for us. This
"business practice" may not be dumping as I understand
what dumping is, and it may not be a countervailable
subsidiary as I understand what those are, but it is a
fact of competition in this market and one that makes

it very hard for us to compete fairly.
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My concern is not just what has happened in
the past, but what is likely to happen in the near
future. For example, Shaw has had some success in the
past year with a new product containing an HDF core,
high density fiberboard. It has been a bright spot
for us in an otherwise dismal environment, but I know
that our window is short. Soon this product also will
be cloned and sold here at much cheaper prices.

I would like to make one last point. We did
not file this petition to kick China out of the U.S.
market. Our trade with China and our relations with
China are important both to our company and to my
company .

It's no secret that we have a relationship
with one of the larger manufacturers in China, Power
de Core. We don't presently import from them. In
fact, we no longer import product from China, but we
do have a licensing and distribution agreement with
Power de Core for the sale of product with our brand
in the Chinese domestic market. That is a huge and
important potential market for us and for U.S.
manufacturers.

Dan earlier made the point that because of
the Chinese duty and other fees like the wvalue added

tax it is extremely difficult to get U.S. products
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into that country. That's one of the reasons why we
entered into this agreement with Power de Core to at
least establish some presence and name recognition
there.

But the disparity between the very high
barriers to entry into that market and the low
barriers for their entry into our market should not
become even more exaggerated by unfair trade
practices. Injecting at least that much fundamental
fairness into the equation is what we hope will come
out of these investigations.

I want to thank the Commission for
instituting this investigation. I think the facts and
figures that will be developed will speak for
themselves, and I look forward to answering your
guestions. Thank you.

MR. LEVIN: Thank you very much, Don. I
truly hope that the investigation team was able to
distinguish a moment ago between the lawyer and the
piece of wood. It could be a close call sometimes.

Our next witness will be James Dougan of
Economic Consulting Services. James, you're good to
go.

MR. DOUGAN: If I could have one moment? I

have to take a slight pause here to resolve a computer
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issue. Pardon me.

(Pause.)

MS. DeFILIPPO: Mr. Levin, while we're
taking a break to fix the computer issue, would you
like this to be added to the transcript as an exhibit?

MR. LEVIN: Yes, Madam Chair, and may I also
add the investigation team -- Don, let me know if this
is correct -- is welcome to keep the samples that we
have circulated as evidence on the record.

MS. DeFILIPPO: Great. Thank you very much.
We will note the ECS document will be Exhibit 1.

MR. LEVIN: And by holding onto the wood
samples, you're going to help Don out going through
security on his way home tonight.

MR. FINKELL: Thank you very much.

MR. DOUGAN: Thank you for patience in
resolving my computer going to sleep.

Good morning. I'm Jim Dougan from Economic
Consulting Services appearing on behalf of the
Coalition for American Hardwood Parity. I will
summarize the relevant economic data the Commission
and staff should consider in making their
determinations on current material injury and threat
of material injury.

In short, I believe that the available
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record evidence provides a more than reasonable
indication that the U.S. multilayered wood flooring
industry is suffering current material injury by
reason of subject imports from China. The evidence
likewise provides a more than reasonable indication
that the domestic industry is threatened with further
material injury by reason of subject imports from
China.

The Commission is already familiar with the
multilayered wood flooring product and industry from
the Section 332 investigation that was completed in
2008. While the questionnaire record in the present
investigation remains incomplete, data available from
public sources demonstrates that the adverse trends
described in the 332 case continued throughout the
period of investigation and have become even more
injurious to the domestic industry.

Please note while we are still compiling the
guestionnaire data, so far we have identified a number
of issues with the manner in which certain parties
have completed the questionnaire, specifically
regarding consistency in units of reporting volume and
value. Staff are no doubt aware of these issues
themselves, but we respectfully ask that best efforts

be employed to resolve these issues such that there is
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a reliable basis for the Commission's preliminary
determination. We stand ready to assist with these
efforts as needed.

With respect to conditions of competition,
the primary demand driver for multilayered wood
flooring has traditionally been housing starts.
Demand for the subject product has closely tracked
this indicator with a roughly six month lag. As noted
in the 332 report, multilayered wood flooring was the
fastest growing segment of the wood floor industry
from 2002 to 2006, benefitting from the housing boom
to grow by over 100 percent.

Imports of multilayered wood flooring
benefitted even more, increasing by 350 percent over
that same period with the primary import source being
China. As Exhibit 1 shows, however, due to the
bursting of the housing bubble by the subprime
mortgage crisis housing starts have fallen
precipitously since 2006 through the beginning of the
period of investigation in 2007 and through to the
present day.

While there was a temporary improvement in
late 2009 and the first half of 2010, this was
attributable to the federal home buyer tax credit,

which has since expired, and not the early stages of a
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longer term recovery in the market. As you can see,
since the middle part of this year housing starts have
declined yet again.

The second key macro economic indicator,
spending on remodeling activity, also declined
substantially over the POI. See Exhibit 2. Another
key demand indicator is disposable income. Real per
capita disposal income has been effectively stagnant
in real terms since the beginning of the POI. See
Exhibit 3.

The home ownership rate has also declined
over the POI. See Exhibit 4. This is significant
since installation of new flooring is likely to be
done by homeowners, not by renters. Now, while all of
the key demand drivers and macro economic indicators
would seem to point to a decline or at best weak
growth in the multilayered wood flooring market,
subject imports from China have continued to grow
strongly.

Two other key conditions of competition have
contributed to this growth in Chinese imports. First,
due to the reverse engineering and project cloning
discussed by our industry witnesses just a few moments
ago, U.S. produced multilayered wood flooring and the

subject imports are interchangeable when made to the
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same specifications.

Second, as noted in the 332 report, the
increased market power of large domestic retailers
such as the home centers and their logistical ability
to source product overseas has contributed to import
penetration and weakened the ability of U.S. producers
to negotiate price.

The consequences of these conditions of
competition can be seen in the injurious volume effect
of Chinese imports. As shown in the petition and at
Exhibit 5, subject import volume is undeniably
significant. It increased from 40.4 million square
feet in 2007 to 71.2 million square feet in 2009, an
increase of 76 percent.

It increased again to 42.9 million square
feet in the first half of 2010, which on an annualized
basis equates to 85.8 million square feet or an
additional one year increase of 20.5 percent and a 112
percent increase from the beginning of the POI in
2007.

The increase in subject imports came in a
market that grew in total by only 2.7 percent from
2007 to 2009. Accordingly, subject import market
share nearly doubled over the POI, from 17.7 percent

in 2007 to 34.7 percent in the first half of 2010, an
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increase of 17 percentage points. See Exhibit 6.

Over the same period, U.S. producers' market
share declined from 65.9 percent to 50.3 percent or a
decline of 15.6 percentage points. In other words,
the vast majority of subject imports' significant
gains in market share came directly at the expense of
the domestic industry. If the market share estimates
here are indeed low, as U.S. producers and apparently
at least one Chinese producer believe, this volume
injury would be even greater than shown in Exhibit 6.

How did imports from China achieve these
massive gains in market share? The answer is simple.
Price. Petitioners submit that Chinese imports are
dumped, subsidized and benefit from the Chinese
Government's manipulation of exchange rates, and for
these reasons -- not more efficient production and not
because of lower wage rates -- can be sold at prices
far below those achievable by U.S. producers.

Furthermore, as discussed earlier,
multilayered wood flooring from China is
interchangeable with domestic merchandise when made to
the same specification and has often been cloned from
domestic industry design.

In the U.S. market, subject imports compete

head-to-head for the same customers and in the same
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channels of distribution as the domestically produced
merchandise, or at least they did. Increasingly, U.S.
producers have lost the opportunity to even bid for
business with certain customers who are already aware
that fully interchangeable Chinese imports are
available at a much lower price.

The price competition from subject imports
began early in this decade and has only intensified
since. The 332 report noted that despite the housing
boom from 2002 to 2006, pricing for U.S. flooring
producers, including multilayered wood flooring
producers, did not keep up with the increase in prices
received by producers of other materials and
components used in residential housing construction.

The Commission also identified a decline in
U.S. producer prices relative to the price of hardwood
lumber, which is the chief raw material input for
multilayered wood flooring, indicating increased cost
pressures that prevented U.S. producers from passing
through increased raw material prices to consumers.

It attributed the low growth in producer prices even
during the housing boom to increased competition from
imports.

This adverse situation has only worsened

since the housing bust and over the POI. While the
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questionnaire pricing data record remains incomplete
and much of the pricing data in the petition are
confidential, publicly available data tell the story
just as effectively. See Exhibit 7.

The average unit value of subject imports
from China decreased from $1.81 per square foot in
2007 to $1.44 per square foot in the first six months
of 2010, a decline of approximately 20 percent.
Between these same two periods, hardwood lumber prices
declined by less than 5 percent.

In short, if the domestic industry was
facing price pressure during the housing boom, such
pressure became even greater during the POI and now
amounts to significant injurious underselling and
price suppression. The combination of injurious
volume effects and price effects by reason of subject
imports from China has exacerbated the unfavorable
effect of the economic downturn and housing bust and
has resulted in adverse impact on the domestic
industry.

Petitioners note that any improvements in
the market observed in the first half of 2010 were
attributable to the federal home buyer tax credit and
are not evidence of a long-term recovery. The fact is

the available evidence provides more than a reasonable
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indication that domestic producers are suffering
current material injury by reason of subject imports.

Moreover, the statutory criteria weigh in
favor of an affirmative determination of threat of
material injury as well. First, there has been a
significant increase in the volume and market
penetration of subject imports, and this trend has not
abated even as the market softened. 1In fact, subject
import market share reached its highest level, 34.7
percent, during the first half of 2010.

Second, recent pricing trends such as the
fact that Chinese import average unit value reached
its lowest level during the first half of 2010 and the
market power of the major U.S. retailers suggests that
subject imports will continue to enter the market at
undersold and injurious prices.

Third, Chinese manufactures have substantial
excess capacity with which to export to the U.S.
market as shown at Exhibit 8. The capacity for the 10
producers in this exhibit alone is more than double
the peak U.S. apparent consumption achieved during the
POI in 2008 and yet, as noted in the footnotes to the
relevant pages in the petition, we believe these
estimates to be conservative.

Alternative markets are unlikely to be able
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to absorb these exports as the near term macro
economic trends in the major industrialized countries
appear no more favorable than those in the United
States.

Finally, the practice of product cloning by
Chinese manufacturers has compounded the negative
effect on the U.S. industry and will lead to continued
injury in the future. By playing a key part in the
adverse impact on the domestic industry's revenues and
operating profits during the POI, it has diminished
the funds available for future product development
efforts.

What's more, this practice has created a
disincentive to use whatever funds are available for
such investments as new products are copied as soon as
they arrive in the market and undersold before they
are able to generate returns for the companies who
spent the money to develop them.

In sum, the Commission should make an
affirmative determination with respect to current
material injury and with respect to threat of material
injury. Thank you.

MR. LEVIN: Thank you, Jim. Our last
witness will be me.

Good morning. I first want to thank the

Heritage Reporting Corporation
(202) 628-4888



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

47

investigation team for their work on these
investigations, and I want to thank Kim and Don and
Dan and the UCS team and John Cacaro for all their
assistance. It has been a great professional and
personal privilege to work with them over the past few
months.

I want to wrap up our witness panel by just
touching on a few of the legal issues presented in
this proceeding. First, subject merchandise and
domestic like product. We have a pretty detailed
description in the petition, and working with Commerce
over the past few weeks the scope language has been
modified somewhat to specifically exclude solid wood
flooring and bamboo and cork flooring and laminate.
That was the intention from the get go, but we just
wanted to throw in the specific exclusions.

We don't believe that these products should
be included on the domestic side either and not within
the definition of domestic industry. While we have
walked through the six factor analysis in the petition
and supplemental submissions regarding solid wood
flooring and laminate, and not knowing whether these
issues will be raised by any other party today or
later in these investigations, we would be happy to

provide further detail in our brief.
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For present purposes, I will say that while
there are no clear dividing lines between multilayered
wood flooring products, there are clear dividing lines
between multilayered wood flooring and other products
I just mentioned, such as in physical characteristics,
interchangeability, producer and customer perceptions,
common manufacturing facilities and production
processes.

When the Commission had the occasion to
investigate the wood flooring industries a few years
back in the Section 332 investigation, it was clear
that solid wood flooring was handled distinctly from
engineered wood flooring, and it was clear that the
other products, such as bamboo and cork and laminate,
were not even considered within the purview of the
investigation. As I noted a few moments ago, we would
be happy to review these matters in greater detail in
our brief.

The second issue and one that is
particularly nettlesome is how to accurately gauge the
volume of subject imports. The classification of
multilayered wood flooring, indeed wood flooring as a
whole, is a morass under chapter 44 of the HTS. Among
the many difficulties is the fact that many of the

eight and 10 digit subheadings, particularly within
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subheadings 4412.31 and 4412.32, encompass both
plywood and multilayered wood flooring.

There are two new statistical subheadings
that seem to apply solely to this product, and that
has been helpful, but those new classifications were
only implemented in 2009, making an apples to apples
comparison from the beginning of the period of
investigation tricky.

Moreover, the numbers recorded under those
new classifications especially during the first half
or so of 2009 were so low and yielded such
unrealistically low average unit values even for
Chinese imports that it's really difficult to use
those early numbers as a reliable database.

And I say that knowing that the numbers on
their face would demonstrate an incredible surge in
the volume of imports between the first eight months
of 2009 and 2010, from about seven million square feet
to about 35 million square feet. 1I'd love to argue
those numbers.

The other problem is that those two
subheadings don't cover all multilayered wood
flooring. Just to take one example, multilayered wood
flooring with a birch face falls under a different

classification, 4412.32.05, and that's a high volume
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product.

Also, because it's a duty-free
classification we have strong reason to believe, as
does Customg, that there have been significant
instances of misclassification under that subheading
in order to avoid the 8 percent duty on the other
subheadings I just mentioned.

For the petition, we used published data
from a well-established market consultant. Now, I
can't swear that those numbers are 100 percent
accurate either, but they appear right and realistic
on the basis of what we see in the market. We submit
now, as we did in the petition, that the Catalina
report numbers represent as of now the most reliable
and accurate data, at least for the 2007 through 2009
period.

Now, I'm sure there will be some discussion
and some questions as the day goes on about how to
measure imports, and I know that the investigation
team has put together a detailed rundown of the data
for all the subheadings that may encompass subject
imports.

With the staff's permission, we look forward
to providing a full response to the best of our

abilities on that rundown and on the import data as a
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whole, but one thing I think is clear and if I may say
unassailable. The volume of subject imports is
significant both in absolute terms and relative to
production and consumption in the U.S., and as we
detailed in the petition the share of the market held
by imports from China has increased significantly over
the period of investigation.

As Dan noted earlier, the 34 percent market
share figure put down in the petition doesn't smell
right to the people that are actually in the market
and see on a daily basis what's going on there. Let
me tell you. When I sent the draft out to the clients
and they come back and say Jeff, this just doesn't
smell right to us, that makes me very nervous because
I'm like really working through the data here. And
I'm guessing they're right. The petition number is
likely a conservative number, but even a conservative
number shows a doubling of market share over the
period of investigation.

One last point regarding factors other than
subject imports. There are two factors that
potentially come into play here: Nonsubject imports
and other economic factors. On the nonsubject import
issue side, China so dominates the import share that

we assert it is not plausible that the injury suffered
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by this industry can be attributed to nonsubject
sources.

The other issue is whether the struggles of
this industry can properly be attributed in whole to
general economic conditions, not subject imports. No
doubt, the collapse of the housing market, the plunge
in home prices, the continuing slide in consumer
confidence all impact this industry.

However, two facts remain. First, in a
declining market China has taken significant market
share from domestic manufacturers, as the slides from
Jim so well demonstrated. That is due to the very low
prices at which such imports are sold in this market,
which in turn is due in significant degree to unfair
trade practices.

Second, as the Commission has noted, the
statutory scheme clearly contemplates that an industry
may be facing difficulties from a variety of sources,
including nonsubject imports and other factors, but
the existence of injury caused by other factors does
not compel a negative determination if the subject
imports themselves are making more than an incidental,
tangential or trivial contribution to material injury,
and that is most certainly the case here. Subject

imports have certainly made more than an incidental,
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tangential or trivial contribution.

To circle back to what Kim noted at the
beginning of this panel, if what was experienced over
the past several years was just a more pronounced
slide than what was experienced in any number of past
recessions, this industry, like many other
manufacturing industries, could ride the dip in
anticipation of a market upswing. That, after all, as
Kim noted, is the nature of manufacturing, but the
substantial increase in imports from China and the
severe and continuing price erosion caused by these
imports has introduced a new reality, and this new
reality, a flood of cheaply priced, unfairly traded
imports from China, presents a fundamental, if not
insurmountable, obstacle to the domestic industry's
ability to recover its competitive footing, even when
the underlying economic conditions in this country
begin to turn more favorable. On behalf of the
Petitioners' panel, we respectfully submit that the
facts and evidence presented in these preliminary
investigations strongly support an affirmative
determination. With my thanks to my colleagues on the
panel, and with our thanks to Madam Chair and the
investigation team, that concludes Petitioners'

witness panel.
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MS. DEFILIPPO: Thank you very much, Mr.
Levin, and I'd like to take this opportunity to thank
the industry witnesses for coming today. It's always
very helpful to have people able to come and tell us
about their business. I know it's a lot to take away
a day from your business, but we do appreciate it, so
thank you very much. We will now turn to staff
guestions and we will start first with Mr. Ruggles.

MR. RUGGLES: Good morning. Thank you very
much. This is Fred Ruggles, Office of Investigation.
A couple quick notes. Award Hardwood and Baker's
Creek, we going to give them any?

MR. LEVIN: I surely hope so. I have been
in contact with them. I have strongly encouraged
them. They are very small. I know they were even
overwhelmed getting the affidavit of support. I will
continue to push.

MR. RUGGLES: If anything, have them contact
me and I can walk them through a couple of shortcuts
then.

MR. LEVIN: Absolutely.

MR. RUGGLES: All right. Thanks. Okay.
Let's get to imports then right away. A lot is going
to hinge on this. So if we use the Catalina, and I'm

going to ask the Respondents the same thing, we use
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the Catalina, what are we going to do for the first
three quarters of this year and the first three
quarters of 20097

MR. LEVIN: Well, obviously you'll have
responses to the importers' questionnaire. You'll
also have the exports on the foreign producers side.
Kudos. The China Association seemed to submit a
pretty complete set of foreign producers'
guestionnaires. That will serve, obviously, as one
statistical base for the Commission. The other
statistical base, as we suggest in the petition,
because it is what we believe to be the best
information available at this point, is to prorate the
Catalina numbers for the first three quarters of 2009.
It's tough to use the HTS numbers for 2009. Believe
me, you know, we'd be looking at, you know, maybe 10
million square feet of imports from China for the
first three quarters of 2009, compared to 40 million
square feet.

I'd love to argue that, especially when it
comes with a 50 cents per square foot average unit
value, but, I mean, we all know that's not realistic.
So our suggestion as the best available information is
to prorate the Catalina numbers for the first three

quarters of 2009, and then to adjust the HTS data for
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the two multilayered wood flooring classifications for
2010. I know September just came out yesterday or the
day before. 1In one of the supplemental set of
guestions that Commerce posed to us, they asked us to
adjust the market share tables using the HTS
classifications on their face instead of adjusting
them, and they also asked us to put in some other
classifications, some that fell under 4418, and I
couldn't leave out, if we're going to go down that
route, I couldn't leave out the Birch classification,
so as just a rough ballpark, I took 25 percent of the
classification that was under the Birch classification
and put that in.

You can adjust the HTS classifications any
one of a number of ways. As I said, I think, you
know, taking the two multilayered wood flooring
classifications, working under the best operating
assumption that they account for half of the
multilayered wood flooring imports, adding in the 4418
classifications and a portion of the Birch
classification and assuming that they account for
maybe 75 percent of the total imports, any of those
would present at least a usable basis of data in the
absence of something that is more definitive, and I'm

not sure that we're going to get something more
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definitive.

We'll go back to Catalina and see if we can
get updated numbers. I don't think we're going to be
able to. Catalina issues quarterly reports. The
quarterly reports don't give numbers specific to
engineered wood flooring. The wood flooring report
that's in the petition from Catalina is an annual
issue that comes out I think in October, or November,
or so. So I'm not sure that there's going to be a
more recent report, but we'll check. If they have it,
we'll be happy to pass it on. I just have to thrown
in as the answer, any way the Commission decides to go
about this, we submit it's going to show that imports
from China are significant.

MR. RUGGLES: All right. Then, if you
would, please, when you put in your postconference
brief, just put in a table, what you think the import
table should look like, okay?

MR. LEVIN: Absolutely.

MR. RUGGLES: All right. When you get to
the Chinese product, this is more along so I
understand, all right, they're taking and cloning your
products. This could be any of the three of the
industry guys. If they're cloning it, are they using

U.S.-produced facial wood or are you taking something
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from, say, Russia, from Indonesia, whatever, and
making it look like U.S. product?

MR. NATKIN: In many cases they're actually
sourcing the face material here in the U.S., and I'll
use Hickory as an example species, where they'll buy
Hickory from the same sources, we frequently compete
with them from our sources of Hickory, ship the
Hickory face material overseas, include it in the
lamination, in the construction of the product, and
then ship it back again. In some cases they do use
domestic species or they'll source out of Russia, but
in many, many cases they're using our own face
material.

MR. RUGGLES: So basically you're getting
pressure for your resources from the Chinese.

MR. NATKIN: Absolutely.

MR. RUGGLES: Would I assume the Canadians,
Brazilians, Indonesians are doing the same thing, or
are they?

MR. NATKIN: I can answer them individually.
The Brazilians tend to use their own species, so no,
there's no real pressure there. The Canadians, yes,
use similar species to us, but they're facing the same
struggles that we are where we run into supply issues

because they're being consumed by the Asians.
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MR. RUGGLES: Okay. Thank you. And last, I
guess more than anything else, do you, I don't know
how to put this. Is the sale of your product, is it
cyclical yearly? 1In other words, in the beginning of
the year do you sell more than you do at the end of
the year? Do you sell more in the middle of the year?

MALE VOICE: Seasonal.

MR. RUGGLES: Well, but I hate to use
seasonal because depending on where you are, you know,
it could be -- that's why. I mean, is there like a
certain time period? A certain monthly period? 1Is
there a certain quarterly period? Is there something
in there that's different?

MR. FINKELL: This is Don Finkell. We used
to see a pick up in the spring, and then a little bit
of a drop off in the summer and a bigger pick up in
the fall, and then, of course, you know, the winter
months, you know, December, January, February, were
probably the lowest, but it was not dramatically up
and down, it was, you know, more of a shallow curve.
Maybe the busiest period is 25 percent busier than the
least period.

MR. RUGGLES: All right. So when we're
looking at the first three quarters -- that's why I

was pushing so hard to go three quarters, so we don't
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have something. We can look at that as being fairly
indicative of the year and of the period.

MR. FINKELL: Yes. I mean, I would believe
that would be true.

MR. RUGGLES: All right. Thank you.

MS. DEFILIPPO: Thank you, Mr. Ruggles. I
will now turn to Mr. Fetzer, our Economist.

MR. FETZER: Thanks. Jim Fetzer, Office of
Economics. I'd like to thank everyone for coming
today, and just have a few guestions that your
testimony motivated. One thing is, and actually, this
is more motivated from the Respondents' opening
statement, they made a statement, I believe,
indicating that the domestic industry depends more on
the builder market, so I'm wondering, what's the role
of the builder market and the replacement market for
U.S. demand? 1Is it different for imports, or is it
basically about the same? I did note in your exhibits
you focused on housing starts which seemed to me to
focus on the building side, but I'd just like to, if
we could have further elaboration on that.

MR. HOLM: You know, wood flooring, all wood
flooring goes into both new construction and
replacement market. The imports, the Chinese imports

play directly in both of those channels, just as we do
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from our domestic capabilities, if that answers your
guestion.

MR. FINKELL: This is Don Finkell. 1If I
could add to what Kim said. I think the answer is
somewhat company-specific. Some companies tend to be
more focused on the builder market, some companies
tend to be more focused on the remodel market, but all
of us fell to both of those markets. So historically
when you saw a decline in the builder market, you
would see an increase in the remodel market because
people couldn't move, you know, to a new home, so
they'd fix up the home they were in. We've seen kind
of a double whammy with this recession because with
the subprime mortgage issues, remodeling is funded a
lot by second mortgages and people have not been able
to get that now with declining home prices. So what
we've seen is really both markets being depressed.
You know, fortunately we have products that go to
both, both ways, but unfortunately, both of them are
depressed.

MR. FETZER: Can you estimate what share of
the market is for replacement versus new building?

MR. NATKIN: I think that's constantly in a
state of flux. Historically, it's probably been in

the 50/50 range between remodel and new construction.
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At the building peak boom it was probably 60 percent
new construction, 40 percent retail, and now it's sort
of inversed. 1It's about 60 percent remodel and 40
percent new construction, 35 percent new construction.

MR. FINKELL: And I would support those
numbers.

MR. FETZER: Thank you. Is there any kind
of data that we could look at so much as the housing
starts, for the building market, for the replacement
market, that we could, you know, that's out there, or
is it -- how do you usually figure out how well the
replacement market is doing?

MR. LEVIN: Let me just, if I may, Jim,
understand. Are you asking for data on housing starts
versus resales or are you asking for data on sales of
the product to each?

MR. FETZER: I'm just wondering what data
series we should focus -- so obviously, and in your
presentation, you said housing starts are important to
look at in terms of demand.

MR. LEVIN: Yes.

MR. FETZER: But that's mainly looking at
the building side. So is there other data out there,
public data, that we could look at, whether it be

provided by you or we could just find ourselves, that
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we could look at how the replacement market is doing
or has done in the past during the POI?

MR. DOUGAN: Jim, this is Jim Dougan from
ECS. The Exhibit 2 information that I provided with
regard to U.S. remodeling activity is based on U.S.
Census Bureau data. Series C-30, which is the wvalue
of private residential construction spending put in
place. This is the data series that is widely used,
particularly by the Joint Center for Housing Studies
at Harvard University, which is used to estimate
remodeling activity in the marketplace. That's how we
went about estimating this. That may be a place to
start.

MR. FETZER: Okay. No, I appreciate that.
Thanks. What else. Mr. Finkell, I believe you
testified regarding hand scraping that you use paid
inmate labor for hand scraping of your product? Did I
get that right?

MR. FINKELL: Yes, that's true.

MR. FETZER: 1Is that typical in the U.S.
industry? That it's manual labor versus a machine?
Because I, you know, on the record I think there's
some evidence that it might be automated to a certain
extent.

MR. FINKELL: Well, it started off, you
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know, we brought that product to market several years
ago and we did it all by hand, and we still do our
higher end products by hand. In fact, at this point,
all of our products that are on the market today are
done by hand. In the last, you know, little bit there
have been some machines that have come out that do
some of that, you know, mechanically. It doesn't look
exactly the same, it's a different look, but it still
gives not a smooth surface.

MR. FETZER: Okay.

MR. HOLM: Yes. We also utilize, although
we don't have the direct relationship with the prison,
but we use prison labor for hand scraping our
domestically produced products. We're also in process
of producing automated machine scraped products as
well that we've recently introduced to the market.

MR. FETZER: Okay. And is there any idea,
Mr. Levin, of the other companies in the industry? Is
it similar?

MR. LEVIN: I am not aware offhand. 1I'd be
happy to check.

MR. FETZER: Okay. That would be great.

MR. HOLM: We think the majority of them
would be utilizing hand scraped.

MR. FETZER: Hand scraped?

Heritage Reporting Corporation
(202) 628-4888



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

65

MR. HOLM: Yes.

MR. FETZER: I mean hand labor hand
scraping?

MR. HOLM: Yes.

MR. FETZER: Yes.

MR. HOLM: Yes.

MR. NATKIN: That's just in that particular
visual category where, using labor to specifically
distress the surface of the product. For the most
part, the rest of our operations are highly automated,
and that's part of the investment that we've made in
the U.S., to automate the operations rather than using
hand labor to transfer materials from one place to
another. So I'm not sure if that's getting to your
qguestion further.

MR. FETZER: I was focusing on hand
scraping, but that's good to know. Thanks. Following
up on Fred's question of the cloning issue, it seems
like this is kind of a new thing in the industry. Is
it because suddenly cell phones have really good
cameras that can take good pictures, and is there a
reason why the Chinese can do it better let's say than
U.S. producers cloning each other's products?

MR. LEVIN: I'm going to let the industry

guys talk to it, but I just want to make one statement
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at the beginning. I don't know how new it is, but
certainly when the Commission held the hearing in the
332 investigation, Mannington spoke to that issue,
Anderson spoke to that issue, Armstrong spoke to that
issue, and the other member of that panel who was not
part of our group, Master Craft, Master Craft, spoke
to that issue also, and so at least dating back at,
when was that, 2007, October 2007, that had been going
on in a pretty well-established manner at that point.
I just wanted to say that.

MR. HOLM: You know, here, domestically,
we're capable to copy our competitors as well, but we
aren't capable of copying and then bringing it in at a
reduced price, a dramatically reduced price.

MR. NATKIN: I think the other factor that
you face is as the market began slowing in 2006 and
2007 when there was a success, like Don's Casita
Blanca product, people jumped on it and said, hey,
there's something that's selling, I'm going to sell it
for cheaper. So that was definitely a major factor.
Anytime that there's a lot of attention given to a
particular product, particularly at a trade show, if
something's causing excitement, you know, whether it's
cell phone cameras or digital SLRs, they're coming in

and just hitting us hard.
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MR. DOUGAN: Jim, this is Jim Dougan from
ECS. If I may add something. The issue of cloning
with respect to how we're presenting it, at least on
the economic side, goes to interchangeability of
product, so if the U.S. producers have activities
where they attempt to copy each other's products or
provide competitive products in the marketplace, that
would mean that the U.S. producers' products are, you
know, similar enough to be considered, you know, like
product, but not use the word like product in the
statutory sense, but by the cloning of the Chinese
producers means that what they're bringing in is
interchangeable, and therefore, the price comparisons
that would be done with the gquestionnaire data would
provide a reasonable indication of what the price
effects of the imports would be. You're not looking
at different products or qualitative differences.

MR. FETZER: Although it's possible, and I
can't remember exactly how you, I think Fred brought
this up to a certain extent, it's possible that
they're not exactly identical, that they may be using
a different species of wood or something, but is it
that they may appear identical to retail consumers?

MR. FINKELL: I would say that you have

both. You have both U.S. species going over there in
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the form of face material and then coming back as a
finished product that are identical, at least looking
down on it, and then you have other species, say, in
Russia, and there's also a species called Chinese Elm
and there's a Chinese and Russian Maple that, it's not
exactly like our product, but it's close enough that
if you put colors and stains on it, that it's fairly
indistinguishable to the consumer. Also, to answer, I
want to add to the gquestion that you asked just a
minute ago. A few years ago most of the Chinese
competition was in I would say the simpler products,
the things that represented the most base grade, but
in the last few years you've seen as they've gotten
better at making products cloning the higher value
products that typically go into the remodel market.
So, you know, if you look at the average price of what
was cloned before, it was definitely cheaper, and then
what has been cloned in the last, say, you know, 24
months or 36 months is a higher average price product.

MR. LEVIN: If I also may refer the staff to
Exhibit CX of the original petition, which is the
article from Floor Covering Weekly that spoke directly
to this issue.

MR. FETZER: So if somebody, if a domestic

producer, let's say, comes out with a very successful
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product, will other producers tend to clone it or
maybe just make something that's similar to? Is there
a question of timing? Is there a question of the
Chinese being able to respond very quickly in this
cloning and maybe versus -- I mean, obviously if

you're copying things over time, you know, it may not

have as much of an impact. So I'm wondering -- I
guess that's two questions. Sorry for mixing them up
together.

MR. HOLM: I think we do both. Generally, a
domestic producer won't clone, truly clone, you know,
knock it off and sell it, because the only way you can
compete in that fashion is with price. So we rarely,
if never, do a true, what we would define as cloning.
If there's a successful new look, something
aesthetically that somebody's brought out, then yes,
we're going to try and as a competitor make sure that
we offer our customer base an alternative. Maybe a
twist to it, though, that improves upon it or our own
styling twist that would also jump on the category, if
you will, of the new look, but not identical and not
trying to compete on price.

MR. FETZER: Okay. Thanks. Mr. Levin?

MR. LEVIN: Yes. I'd just add one thing.

Jim, I know you're familiar with the Surfaces Trade
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Show in Las Vegas and the anecdote about persons
walking around the exhibition halls with I-Phones and
snapping pictures of displays, and then that exact
product showing up on the market from China very
shortly thereafter. I think that really captures
what's going on here. Yes, my understanding is it's
not a lead time between when the I-Phone takes its
picture and when that Chinese product hits the U.S.
market.

MR. FETZER: Thanks. Mr. Finkell, did you
want to say something?

MR. FINKELL: I was going to tell a story
and I don't know if --

MR. FETZER: Go.

MR. FINKELL: We display product at an
annual trade show in Las Vegas, and this is a few
years ago, and we have an area that we restrict just
to our own customers, and we have concept products
that we display there and we have ballots where people
come through and we get their opinion as part of our
market research program. So I went to China about 30
days after we had had that show and I visited a plant
that I had not been to before and they took me into a
room and they laid out several of those products that

had been on our concept wall and said how do you like
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them, would you like to buy them? I mean, they were
very, very close to what we had just showed 30 days
before that nobody had ever seen before. So it's very
quick.

MR. FETZER: I appreciate that. Mr.
Finkell, I think you said, I just want to make sure I
got this right, you were talking about the Chinese
being able to clone higher value products, and did you
say that that generally goes to the replacement
market, or did I mishear?

MR. FINKELL: Well, typically the builder
market 1s more price sensitive than the remodel
market, so the higher value products you're dealing
with, a consumer, typically a female, that's buying a
product for her personal house, and so the look there
tends to be more important than if you're selling to a
builder that's going to be building house, after
house, after house, and they're looking for something
that's going to, you know, have a good opening price
point, you know, and have a limited warranty, you
know? It's a more price sensitive sale.

MR. FETZER: Is there typically different
types of products that are used in, I mean, is it
maybe there's more basic patterns? I guess the

problem might be that in new housing, you never know
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who's going to buy it, so you may go with something,
is it generally more generic versus something maybe
that's specifically tailored to somebody's taste?

MR. FINKELL: Generally, in the builder
market, yes, it's at least a multilayered engineered
wood flooring. The general base grade product for
builders would be a three inch wide, three-eighths
inch thick Oak surface layer. What we've seen in the
last few years, though, is that a hands grate builder
product, you know, is very prevalent and it's not the
base grade yet, but it's certainly there, whereas
three or four years ago you wouldn't have seen those
products in builder markets unless you're in a very
high value subdivision.

MR. FETZER: So are you saying that the
builder market's kind of maybe coming up in quality
more like the replacement market is?

MR. FINKELL: I think the trends in the
builder market tend to lag the remodel market and they
want to make sure that it's something that a broad
range of people are going to like just for what you
said. You know, you used to have all almond bathroom
fixtures because nobody wanted to venture out and
choose another color if you were a builder. You know,

if they don't love it, it's not a problem, but if they
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hate it, it's a problem.

MR. FETZER: Thanks. 1It's interesting. 1In
terms of demand I think, I took a quick look at the
questionnaires, what we have at the moment, and most
of the producers have said demand is down. The
importers, it was a bit of a mix. Some said demand
was down, and some said demand was up, particularly
because of I guess substitution towards this product,
away from other products, such as laminate, and also
the environmental friendliness of it. I think we've
heard some of that in the Respondents' opening
statement this morning. I'm just wondering, I mean,
what, in terms of the substitutes out there, solid
wood flooring, laminate, I assume, are the big two.
Has this market been growing at least in terms of the
share during the POI? Have markets for the other
products gone down even more than for multilayer wood
flooring?

MR. HOLM: We'd prefer to respond to that in
our brief on Tuesday.

MR. FETZER: Okay. Okay. Are there any
general differences, I mean, are there particular
variances to multilayer wood flooring versus solid
wood flooring? I mean, I guess my mind thinks of EG

solid as the real thing, so that's the way to go, and
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I understand from the petition that, you know, there's
I guess more stability in this product and that you
can use it on concrete because you can glue it instead
of having to nail it, but, I mean, in your opinion, is
it actually a better product than the solid, or is it
just positioned, does it depend, really, on the
application?

MR. NATKIN: TI'll speak to that, and I'm
sure Don will want to speak to that as well. Yes, we
think it's a superior product to solids, not just
because you can go direct on concrete, you can go
below grade, which have been two major areas,
particularly on the remodel side, as people were
remodeling basements, as an example, and wanted a wood
floor in their basement. You can't do it with a
solid. 1It's much more dimensionally stable
ultimately, and as the visual trend has gone wider
with the consumer, engineered will perform a lot
better than a solid wood floor will. Wood, which is
called hygroscopic, it expands and contracts with
moisture, and so the wider you go, the more it's going
to expand and contract and be subject to gapping and
cupping, and engineered doesn't have that problem. So
we would argue that, yes, it's a superior product.

MR. FETZER: Mr. Finkell?
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MR. FINKELL: You're not going to get any of
us to say it's not a superior product. We actually
make both types of products. You have geographic
differences, and it has to do primarily with is it
slab construction or is it pier and beam construction?
So you tend to have markets, like Florida, Texas,
California, that are flat where it's mostly being
built on a slab, which is a little less expensive, to
build a house on a slab, those are engineered markets.
Your hillier places, you know, this area going north
in the midwest where you have more undulating land,
you have pier and beam construction, and there you
tend to have more solids even though, you know, there
is some multilayered I guess encroachment into those
areas.

The first part of your gquestion is, you
know, is it growing? I think over the past 25 years
multilayered has grown at the expense of solids, and
now it's kind of, it's about 50/50 and I guess it's
been that way for a while. So some of that, though,
is because you've had growth in those areas of the
country that are predominantly slab construction and
the rust belt has kind of stagnated. The other
difference is the thickness of the product. You know,

solids are three-quarters of an inch thick and you
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have to allow for that in the construction of the
house when you build the subfloor.

The pier and beam situation, you have to
allow at least a quarter inch drop, some places, you
know, a half inch drop, so that the surface of the
floor when finished is going to match up to the rest
of the floor coverings in the house. You don't have
that issue with engineered. Engineered is either
three-eighths of an inch or half inch, and it will
fall into the same profile as carpet, or sheet vinyl,
or tile so that in a remodel situation, engineered is
actually easier to deal with because you don't have
this trip hazard when you put in a solid floor in an
existing house without dropping the subfloor.

MR. LEVIN: I'm just going to add one other
thing, and I really should go back and look at the
source on this, but there's information out there,
particularly in the Foreign Agricultural Service
reports that we referenced and included in the
petition, where even on the Chinese side there is now
much more heavily, there is a much more heavily
favoring of the multilayered industry than the solid
industry in terms of: A) the growth in manufacturing
in that country; and B) the benefits that are provided

to encourage exports. That is likely to do in large
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part because of the growth relative to solid in this
market as well as probably the growth in the China
home market as well.

MR. FETZER: Thanks. Mr. Finkell, you
brought up the issue of regional differences for
demand between multilayered wood flooring and other
products. Are there regional differences in terms of
the type of multilayered wood flooring that would be
in demand in different parts of the country?

MR. FINKELL: I would say in general -- and
we used to fight that. You know, you made the
expression real wood. That was something that we
fought for our whole career because the consumer
perception is that, you know, solids are real wood and
engineered is something like plywood or something
worse. So what you have is in the more traditional
areas, I would say you tend to have an engineered
floor that has a fawn face on the surface as opposed
to a veneer face, a rotary peel veneer face, in the
areas that are more traditionally solid flooring, like
the northeast and the midwest, and certainly in
Canada.

MR. FETZER: Are there any differences in
terms of environmental conditions in different parts

of the country where demand might be different?
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MR. FINKELL: Well, I think engineered, you
know, each one has its own advantages. Engineered
does not expand and contract so you don't get gaps
between the boards, but it does have a tendency to do
a little face checking sometimes because of the method
in which it's cut, so if you put it over radiant heat,
that's a potential problem for engineered floors.
Solid wood floors you really can't put over radiant
heat very well because you can't float it. Floating
means you don't attach it to the subfloor. So there
are climatic issues involved, you know, with both. If
you're going to be a national distributor of solid
wood floors, you tend to have a problem because some
areas, like Denver, which are very dry, you really
need to dry that lumber more than say in an area like
Florida or Texas where it's very humid. So there are
climatic considerations. I'm not sure if that was
your question.

MR. FETZER: Actually, I was, I mean, I
appreciate your answer. That's very helpful. I was
more focused on are there differences in demand for
different types of multilayered wood flooring, like
different species of wood? So not necessarily the
difference between that and hardwood, or solid -- I

keep on calling it hardwood -- solid wood flooring,
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but does demand vary by region due to environmental
conditions?

MR. FINKELL: Well, there are certainly
cultural things that people bring to, you know, to the
marketplace. I mean, so you see that a species, like
Maple and Birch, Walnut, Cherry, tend to be stronger
species the further north you go. As you go in
Florida, you know, they like exotics down there. They
like, you know, floors that are white. In Texas they
tend to really like Hickory because it's a more
rustic, you know, I guess maybe a western. So there
are cultural influences that cause different species
or colors to be preferred in one area or another. We
used to see our trends come from California and then
move to the rest of the country, florida also was a
trend developer, but that's not so much anymore. I
mean, it's more people, it's a more homogenized kind
of approach.

MR. FETZER: Do the U.S. producers tend to
focus on any particular regions? I mean, I think
everybody sells nationally, but is there any focus to
some extent? Maybe do some companies focus in some
areas rather than others? Do you pretty much compete
in all areas pretty equally?

MR. FINKELL: I think, you know, the people
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at this table compete nationally, but smaller
manufacturers maybe are more regional. You know, like
the people that I talked about that had a fawn face.
Like Owen Flooring and Award tend to be maybe in more
traditional solid markets.

MR. FETZER: Thanks. 1In one of the exhibits
in your presentation you looked at, I think you used
the producer price index, Mr. Dougan, of lumber.

MR. DOUGAN: That's correct. Hardwood
lumber. Yeah.

MR. FETZER: In terms of looking at raw
material costs, is that what we should be focusing on
in terms of looking at trends, or are there other
series out there? Maybe particular lumber prices that
might be helpful.

MR. DOUGAN: I'm not sure about individual
species of lumber and I think that has to do with the
overall mix of how the engineered floor is produced,
but the hardwood floor index was the guideline that I
used because it is the chief raw material input and it
was the series that was used in the 332 study, and I
believe it's, you guys can speak to the proportion of
your raw material costs that hardwood lumber is, but
it's, I say, by far the most significant.

MR. NATKIN: It is the principal product
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input in multilayer wood flooring, so I think it's a
reasonable statistic to use. I mean, when you look at
whether it's a piece of engineered or a piece of
solid, you look at it, it's all wood. All the rest of
the inputs are incidental, whether it's the glue or
the finish. Those are very, very minor percentages
compared to the total percentage of inputs into the
product.

MR. FETZER: Okay.

MR. FINKELL: I would say that, you know,
the basic ingredient for our product is a log, a
veneer log. A hardwood, there's not any kind of index
that talks about what the price of a log is because we
all hold it very secret. Nobody's going to report it
to anybody. The lumber index, which is not what we
make our flooring out of, it goes up and down maybe
more quickly than logs. They tend to be more stable
because there's not a market report you can go to and
see what they're worth. The only thing I would say is
that we have not really seen a decline in the price of
logs because you have a lot of veneer logs being
exported to China, and they pay a very good price for
those. In some cases, two and three times what we pay
for similar logs. So I would say that it's the best

indication that's out there.
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MR. FETZER: Do your customers typically --
do you know if your customers typically rely on
multiple suppliers or insist on having multiple
suppliers, or do they tend to focus on maybe getting
one supplier in the marketplace? Sometimes we find
that, you know, customers like to have multiple
suppliers just in case there is a supply
interpretation, to diversify their supply. So I was
wondering if that's prevalent in this industry.

MR. NATKIN: I would say that it's
prevalent. Most of our customers have multiple
suppliers, although they may prefer one or two or
three, but they have multiple. If you walk into the
average retail store, maybe six or seven years ago you
may have seen just hardwood brands, three or four,
including ours. Now you walk in, and you're
inundated, particularly with imported hardwood, where
you'll find 30 brands or 20 brands.

MR. FETZER: Mr. Finkell.

MR. FINKELL: I agree with that. I mean, 20
years ago, it was more likely that you had a customer
that only carried your brand, or only carried your,
like, engineered wood floor, like Anderson made
exclusively engineered flooring. And then somebody

like Robbins would make exclusively a solid wood
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floor. And then we would see that as being
complementary, and they would, you know, carry both of
those products. As companies got bigger, and some of
the smaller players went out, and companies get into
all kinds of flooring, you would think it would be the
opposite, that you would have one brand with a
distributor because they didn't need the others. But
we were actually seeing the opposite. They have also
gotten bigger, so you can't basically tell them what
to do, like maybe in the past you had more influence.

MR. FETZER: Okay. Is service important in
this industry in terms of when you sell products, do
customers -- I mean, is there a lot of follow-up? Is
that something you compete on, too?

MR. FINKELL: Well, I think certainly in the
builder business, service is a critical issue because
if you cause a house closing to not happen, you know,
you're the one that delayed it. You're not going to
get too many chances to do that. So in the builder
business, service 1is critical. In the remodel
business, people know, you know, weeks and months
ahead of time what they're going to do, and so it's
not as critical, I would say, in the remodel business
because people typically are planning further ahead,

and they're dealing with an individual client.
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MR. HOLM: I agree with Don. Service with a
builder, because they generally have a very short lead
time to install the flooring once all the other
suppliers have been in the home -- we're generally
last to get in the home. So there is a short time
period. But with the consumer and the replacement
market, which is a bigger side of the market today,
price is the market. And by the way, when we talk
about service, we really mean the availability of
products in the store. Once the floor is installed,
there is very little after-service required by our
sort of retailer. It's all about the flooring today.
It's all about the price. They'll wait for the right
price.

MR. FETZER: What is the typical service
that you give?

MR. HOLM: Service through the retailer?
Whoever -- yeah, whoever -- I mean, yeah.

MR. FETZER: The distributor, I guess,
specifically.

MR. HOLM: Yeah. We sell through an
independent distributor, wholesaler. 1In our case, we
carry fairly heavy inventories of our products, and we
try to support that if they place an order today, 90

percent of it will be available to them to pick up in
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the morning. So we carry fairly heavy inventories,
and support them in a very strong way.

MR. FINKELL: Anderson -- we have an
Anderson brand and a Shaw brand. Anderson sells for
distribution, and the distributor carries the
inventory so that they -- I'm not -- I don't know what
their service level is. Shaw sells directly to
retailers, and their service level is above 98 percent
on -- you know, when you order it, it's there.

MR. FETZER: Okay, thanks. I think I know
the answer to this question, but I just sort of want
to run this by you and get it on the record. One
thing we look at is cost shares, and we tend to -- at
least that we word it in our questionnaire, we tend
not to get good answers, probably because our question
isn't that good. But let me try this, and it's
probably not -- you're not purchasers, so you may not
know this as well as your purchasers might. But just
to get some sense of the cost share -- I think I
understand it. We look at the cost share of
multilayered wood flooring in terms of, let's say, a
remodeling job to remodel a floor.

I imagine it's going to be a very high
percentage. I mean, you know, there is going to be

some labor and moldings or other things, meaning, I
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don't know, maybe greater than 90 percent or
something. And then if you look at it, let's say, in
terms of the percent of a new house, I would expect it
to be on the small side.

So could you give me some sense of maybe
just rough percentages of that? Is that
characterization right? I mean, in terms of the share
of the cost of a house, is it less than 1 percent? Is
it really small, or is it maybe more significant?
That's what my instincts tell me, but I just want to
get a sense of that.

MR. HOLM: Yeah. That's very tough. The
average installation is maybe 300 square feet in a
remodel. And so an average installation between the
flooring and the installer's cost and the like, it's
going to be maybe $10 or $12, so $3,600 for the
consumer. It would be a little less expensive in a
new home. But let's $3,000 in a new home in a
$300,000, that's 1 percent. But in a $200,000, that's
1-1/2.

MR. FETZER: Thanks.

MR. HOLM: I mean, I think that's as a good
a number as you're going to get.

MR. FETZER: Okay. I appreciate that.

We're just trying to get ballpark figures, just to get
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a sense of that.

MR. LEVIN: But overall --

MR. FETZER: Your microphone, Mr. Levin.

MR. LEVIN: But, Don and Kim, the overall
sense that Jim was describing is correct, that for the
remodeling, it's going to be a very, very percentage,
and for a new home, it's going to be a relatively low
percentage, 1 and 2 percent or so.

MR. FETZER: So a small percentage of the
value of a house, but it maybe a large percentage of
the remodeling job itself, assuming we're just talking
about a floor and not redoing all kinds of other
things.

MR. LEVIN: Right.

MR. FETZER: Okay. I appreciate that. I
think that's all I can think of at the moment. I will
-- I really appreciate your answers. If I think of
something else, I think I have one more --

MS. DeFILIPPO: No, no.

MR. FETZER: But I appreciate your coming
out and answering our questions. It's a new industry
for us, so it's really important for us to just learn
the basics, and this is very helpful. Thanks.

MS. DeFILIPPO: Thank you, Mr. Fetzer. 1I'll

now turn to see if Ms. Klir has any gquestions.
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MS. KLIR: Yes, I have a few questions.

This is Mary Klir with the Office of Investigations,
and I'd also just like to thank this panel, to start
off. I only have a few. My first question -- I'll
throw it out there, but you may prefer to answer at
post-conference. Overall, the financial data shows
some improvement in the domestic industry's financial
performance in the first nine months of 2010 as
compared to the first nine months of 2009. What are
the primary reasons behind that improvement?

MR. FINKELL: Well, we -- do you want me to
stop?

MR. LEVIN: No, no.

MS. KLIR: Yes. Anyone can answer. I kind
of targeted counsel.

MR. LEVIN: I don't coach witnesses. I just
encourage them one way or another. I just want to
make sure it doesn't go into confidential data.

MR. FINKELL: Okay. Well, I think in
general people in the flooring business, not just wood
floors, saw a pick-up in business in the first half of
the year because there was a stimulus for new houses
of $8,000 per house, and so it encouraged a lot of
construction and activity that maybe would not have

been there before. But, I mean, we haven't seen that
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persist in the second half of the year.

MS. KLIR: Okay. So it sort of lends to
your exhibits, Mr. Dougan?

MR. DOUGAN: That's right. I mean, I think
we have attributed it to the tax credit, and I believe
when I was discussing it with the industry folks
yesterday, they said something along the lines of when
the tax credit expired, it was like someone turned off
a faucet, and the business went away very quickly
after that. So the improvement that you're seeing in
the first nine months, I think we would argue is
largely attributable to the first six months, and
that, you know, the data aren't available on a quarter
basis in the questionnaire, but I think most of the
improvement that you're seeing in the full three-
quarter part-year period really happened in the first
six months. Would you guys agree with that?

MR. HOLM: Yes. 1In fact, for us, the first
five months of the year, driven by the government.

The opportunity was great -- not great, but it was our
first two quarters out of the last 14 that we had
shown growth, overall growth, in the business. The
third -- the summer was flat, and the third gquarter is
returning to distressed levels again.

MR. LEVIN: Yes. Just by a little bit of
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background, When I first started working with these
guys, I asked them, okay, can you tell me a couple of
the web sites and blogs and whatnot that I should be
keeping track of. One is floordaily.net, a really
interesting web site. Everybody write it down. It's
www.floordaily.net. And they do a cool thing. There
is this guy, Ken Pa, who does audio interviews with
different people in the industry, and they're on mp3
files, so you can just go and listen to an audio
interview. They are usually 10 or 12 minutes. And a
few days ago, he interviewed a person by the name of
John --

MR. HOLM: John Baugh, B-A-U-G-H.

MR. LEVIN: Who is a stock analyst for
people in the industry. And he was talking
specifically about Mohawk and Armstrong, which may be
helpful since they are non-petitioning companies. Of
course, they just released their SEC reports for the
third quarter. And he made the point very much like
Jim and Don were just making. They were doing much
better while the home buyer tax credit was in place.
And then as soon as that ended, their third quarter
really just hit a wall and went down, for both of
those companies.

And, yeah, so -- yeah. I mean, I know the
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numbers that at least we have, and, yeah, there is
some improvement in the first half of 2010. And I was
looking at this. I didn't even catch on at first
about the home buyer tax credit. I went back to my
guys and said, you know, what is going on. Well, it's
the tax credit just. Once the tax credit was removed,
yeah, we're back to what was the new norm that was
established over the past year or two.

MR. FINKELL: TIf you'll permit me another
story, in August, because we had had some improvement
in the wood group at Shaw after some long period of,
you know, difficult business, you know, my boss, the
chairman of Shaw, sent out an e-mail to all of the
managers of the hardwood group congratulating them.
And then, of course, when the numbers came out for
August, he told me he's never going to give us a
compliment again.

MS. KLIR: Okay. Thank you very much for
that answer, those answers. My next two I'll request
for the post-conference, from Mr. Dougan and
Mr. Levin. Several petitioners have reported
relatively weaker financial performance as compared to
other reporting firms. And I'm primarily looking at
the operating modules when I ask this question.

Please discuss the key factors behind the variation in

Heritage Reporting Corporation
(202) 628-4888



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

92

U.S. producers' financial performance during the
period of investigation.

MR. DOUGAN: Will do.

MS. KLIR: Okay. And lastly, for each
petitioner, please describe the purchases, upgrades,
et cetera that are reflected in the capital
expenditure data that was report to the Commission in
table 3-13 of the U.S. producers' questionnaire.

MR. LEVIN: Absolutely.

MS. KLIR: Okay. Thank you very much.
That's all I have.

MS. DeFILIPPO: Thank you, Ms. Klir. Mr.
Goetzl, do you have any questions for this panel?

MR. GOETZL: I have a few. Thank you very
much. First, let me also express my gratitude for all
of you to be here. I appreciate all your testimony
this morning thus far. I'm going to start by
following up a little bit on Fred Ruggles' questions
regarding imports and some of the data issues. I
guess to begin with, as I understand it, the scope
that we're talking about here does not include bamboo,
laminates, and certainly not solid wood. 1Is that
right?

MR. LEVIN: That's correct.

MR. GOETZL: Yes. In the trade data, is
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there a way to distinguish bamboo imports from other
types of multilayer wood flooring imports?

MR. LEVIN: Let me if I may go back to the
HTS. I'm pretty sure that there were new bamboo-
specific classifications that were implemented in
either 2008 or 2009 that would isolate just that
product. I need to go back and check 4412. But I'm
pretty sure that's the case. And I think it slots in
right before the birch-based subheading. But I'll be
happy to double check that.

MR. GOETZL: Okay. Now, as I understand it,
some multilayer wood flooring is actually manufactured
using materials other than veneer, for example, medium
density fiberboard or high density fiberboard. And I
assume that is still covered within the scope of the
imports we're talking about here.

MR. LEVIN: Are we talking for the core?

MR. GOETZL: For the core, vyes.

MR. LEVIN: Yes.

MR. GOETZL: There is a HTS provision that I
characterize as -- or is used for certain types of
flooring made from -- I believe it's block board,
Laminboard, and batt board is the description of the
code. But I don't think that's one of the codes that

you've listed in the petition as being covered. Is
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any multilayer wood flooring that is covered by the
petition included in that HTS provision? Or is there
a particular reason that you've excluded it? I can
give you that number if you need it.

MR. LEVIN: No, no, no. I think I know what
it is.

MR. GOETZL: 44129431.

MR. LEVIN: Yeah. As far as I can tell --
and I'll go back and double check the HTS. But as far
as I can tell, and as far as I know, there is no
multilayered wood flooring that would be under those
provisions. But let me verify that, if I may.

MR. GOETZL: Since you're using the Catalina
data, Catalina's data, for much of the information
that you've presented this morning and in the
petition, do you know how Catalina derives its
numbers? Do they do it by using some assumptions for
the trade in the publicly available, commercial,
common Census trade data? Or are they surveying
companies directly?

MR. LEVIN: I do not know. I know what is
the source on the table, which indicates U.S.
Department of Commerce. And I'm not sure if there is
another indication. 1I'd have to look at it. What we

would like to do is to go back to Catalina and see if
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we can find out from them how some of the numbers are
derived. But we are not sure how they are derived.
What we do know is that to the best of my knowledge,
and to the best of anybody on this panel's knowledge,
there is no other source of data that isolates what is
called engineered wood flooring.

There are other market consultants, the U.S.
Floor Report, for example. They don't do that, for
the various reasons the HTS doesn't do that. You can
do it by industry code, you know, the Department of
Commerce industry code. This is the only place that
we have seen -- and I think that's correct -- data
that is isolated just for engineered wood flooring.
And like I was indicating, I'm not going to swear that
those numbers are 100 percent. But based on reality
checks, they seem accurate, both on the volume, on the
trends, and on the average unit value.

They, unlike some of the HTS numbers, smell
right.

MR. GOETZL: Okay. Thank you. For birch-
based multilayer wood flooring, you make the
assumption that about 25 percent of what is coming in
is under the birch hardwood plywood category. The
basket of goods might be that product. And I

understand that probably an assumption that is sort of
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based on what you know about the industry and about
imports and so forth and so on. About what percent of
the U.S. production -- you can offer an estimate --
might be birch-based multi-layer wood flooring?

MR. NATKIN: I can take a stab at this, yes.
There is one thing that complicates that. Birch in
individual terms is very similar to maple. So while
maple is not really prevalent in Asia, birch is much
more prevalent. So a lot of times it is used as a
substitute product for maple. Maple represents about
10 percent of flooring sold in the U.S., birch
probably 2 or 3 percent. So additively, they are
somewhere in the 14 to 15 percent range of the total
market.

MR. FINKELL: I would say in our own
production, birch is probably 3 percent.

MR. GOETZL: Okay. Thank you. Anybody
else?

MR. NATKIN: I would say that of the Chinese
imports, it represents a higher percentage that is
reflected in the market, partially because it comesg in
duty-free, and partially because it is a readily
available species over there.

MR. GOETZL: Okay. Do you have any

estimates as to kind of what is the prevailing species
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-- we'll ask the same gquestion to the Respondents.
What are the most common or the majority of space in
your species used by the -- or found in the Chinese
imports? Would it be birch, oak, hickory?

MR. NATKIN: Birch -- I would say would be
probably the big three, exclusive of bamboo, but oak,
birch, and hickory.

MR. GOETZL: Which is reflective of the U.S.
market?

MR. NATKIN: The U.S. market is very heavily
still weighed towards oak and hickory. It's more than
60 percent of the market.

MR. FINKELL: I'm not aware of -- I mean, I
don't run into birch very often at all from China. I
mean, most of it, I see oak and hickory.

MR. GOETZL: So you see oak and hickory
primarily?

MR. FINKELL: Yes.

MR. GOETZL: So would you say that oak and
hickory are the predominant species reflected in the
imports from China generally?

MR. FINKELL: That's what I see, vyes.

MR. NATKIN: We would agree with that.

MR. GOETZL: And what percent, if you can

estimate, kind of in a general kind of way, would -- I
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guess bamboo is becoming increasingly popular, from
what I understand. You certainly see it a lot more in
the big box stores. Has that captured a significant
share of the flooring market in general, and the
multilayered wood flooring specifically, even though
you're not including that necessarily in your scope?

MR. NATKIN: I would say yes, it has
captured some share. I think it gets more attention
than is actually sold because there is an easily told
story around bamboo. But it's probably not more than
4 or 5 percent of the total market, would be my
estimate.

MR. GOETZL: Anybody else?

MR. FINKELL: I would support that. I mean,
it's a nice story. It's rapidly renewable, and people
repeat it often. But as far as actually how much is
being sold in the market, I don't believe it's that
much.

MR. GOETZL: Thank you. I'd like to turn
for a few moments to the manufacturing process, if I
could, and getting some clarification and further
information about how multilayered wood flooring is
manufactured here, as compared to maybe in China, to
the extent that you're familiar with their

manufacturing processes.
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Now, as I understand it, there are some
companies that peel logs directly, produce the
veneers, glue them up, put face veneer on it, shape
it, and sell it. Other companies purchase the veneers
from outside sources, and other companies might
purchase the core plywood and adhere the veneer. Is
that a fair kind of characterization of the way
different companies operate here in the U.S.?

MR. NATKIN: Yes, I would say that's a fair
characterization of both sides, actually.

MR. GOETZL: Okay. And in the 332 report a
few years ago, I think we may have asked that question
on questionnaires, and I think the results came back
at about three-quarters or 78 percent of U.S.
production was manufactured by companies that had
manufactured veneers, if I remember correctly, and 14
percent I think purchased -- I forget what it is now,
whether they purchased the -- I think they purchased
the platform.

To the best of your knowledge, the
percentages roughly that were reported in that 332
report, do they still hold? Are most companies
actually peeling logs and manufacturing the veneers?

MR. FINKELL: Well, I know that the

companies at this table peel their own veneer. The

Heritage Reporting Corporation
(202) 628-4888



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

100

companies that -- and at Shaw, we purchase a core
board and we put veneer on it. We purchase that
veneer outside, and we purchase the core board
outside. And then I would say the companies that do
the sawn face product that we talked about before,
like a board, typically will purchase a plywood core
and then create a face, a sawn face, and then glue it
to the core in a different process.

MR. GOETZL: Might the plywood cores that
are being purchased be an imported product as well?

MR. FINKELL: Yes, it could be. I mean,
birch or -- usually birch, Russian birch.

MR. GOETZL: While I'm thinking about it,
I'm going to sort of get back to an issue related to
the measuring of the imports because it's sort of
related to the manufacturing gquestion as well, or at
least how you report your production. In the
petition, you talk about a conversion factor between
the cubic meters and square feet. Now, some of the
import statistics that you know are reporting cubic
meters, other statistics report square meters, and of
course here in the U.S. we're using square feet for
production purposes. The conversion between cubic
meters and surface area, square feet, is largely a

function of how thin or thick the material is. 1In
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your estimation, what would be the appropriate basis
for which to convert the imported product?

Now, you talked a little bit about that in
your petition, and I also think in your responses to
the Department of Commerce with some follow-up
qguestions. As I recall, there are several ways of, I
guess -- or several assumptions you can use as far as
what the thickness is -- the thicknesses of the
material could be in order to derive a reasonably good
conversion factor to square feet from cubic meters.

There is, I guess, under one metric -- it
was 1,146 square feet per cubic meter. On another
one, it's 1,130, and yet a third one, it was 590
square feet. Can you just sort of elaborate on the
differences of those assumptions and what you might
suggest the Commission staff use for converting the
cubic meters in the import data to like square foot
equivalent? And also, what is the prevalent practice
for reporting the U.S. production, on what square foot
basis? Is it three-eighths inch or something
different?

MR. LEVIN: Absolutely. 1I'll refer to our
November 2nd supplemental submission to the Commerce
Department questions, pages 5 through -- 5 and 6. And

I believe that was all public. At the Commerce
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Department's request, we -- they had asked us to walk
through the calculations embodied in the conversions
set forth in the petition, and we did a step-by-step
walk-through. Absolutely, you have to build in an
assumption on thickness in order to be able to convert
cubic meters to square feet. And the assumption that
was built in here was we'll take three-eighths thick
and one-half inch thick, and then we'll do a simple
average of those two, those being -- the three-eighths
and the half inch being predominantly, if not almost
exclusively, the two thicknesses of multilayered wood
flooring that you would see on the market.

Again, it's necessary to build in some
assumption in order to do that conversion. There is
no other way that I know of, unless there is some sort
of, you know, applied quantitative, algebraic thing
that can be done. But that's what we thought was a
perfectly reasonable operating presumption. And in
the calculation, we walked through step by step how
the math performed.

Am I getting the question?

MR. GOETZL: I think so. If I remember
correctly, what I read in that response is that you're
suggesting, if I remember correctly again, 1,130

square feet per cubic meter is probably the
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appropriate general conversion factor to use for the
import data. Is that right?

MR. LEVIN: Let me see what we came up with.
It was 990 square feet per cubic meter.

MR. GOETZL: So that's the average you were
suggesting we should use?

MR. LEVIN: That's the average we're
suggesting you should use, correct.

MR. GOETZL: Going back to the manufacturing
process again, if you don't mind, when the veneers are
glued up together -- oh, first off, as I understand
it, here in the U.S., typically the number of plies
are between five and nine. Is that right?

MR. NATKIN: No.

MS. DeFILIPPO: Okay. What is the typical
number of plies that are --

MR. NATKIN: Most commonly in the U.S. it
would be three to five plies, although we do produce
some seven-ply products. But the majority is three to
five plies, the bulk of it being five.

MR. GOETZL: And the seven-ply product might
be half inch or greater? Or might you also make the
thinner three-eighths inch with seven-ply?

MR. NATKIN: Not in the U.S. do we make the

thinner three-eighths with seven plies. We make it

Heritage Reporting Corporation
(202) 628-4888



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

104

five-ply or three-ply in the U.S.

MR. GOETZL: And is the Chinese
manufacturing similar? Do they use the same of plies?

MR. NATKIN: No. Typically, they're using
more layers of thinner ply, for a number of reasons,
one of which being the source of the core material
itself comes from smaller logs that require thinner
peeling because they go through a slightly different
-- they go through a cold -- Don can speak to this,
too, but a cold-peeling process versus what we call a
hot-peeling process.

So that's a piece of it. You tend to see
more seven- and nine-ply coming out Asia, although
that could be in flux as they look to take cost out,
too.

MR. FINKELL: We make primarily five-ply.

We make a little bit of three-ply. We don't make any
seven-ply. At least we haven't in probably 10 years.
What dan is referring to, you know, in China and also
in places like South America, in tropical countries,
you tend to have thinner peeled veneer, and in the
U.S., thinner veneer is done on more northern species,
and it is actually more expensive, the thinner veneer.
And in the plywood construction, you know, it tends to

be more expensive because you've got more ply to
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handle and lay up, and you've got a longer time in the
press because you have to penetrate all the way from
the face down to the inner plies of the material
through the glue. And you've got the glue cost.

So, you know, Armstrong typically makes a
three-ply product. We and Mannington make more of a
five-ply product. That is generally how the industry
stacks up.

MR. GOETZL: But in China, they're using
more plies and therefore more glue. So why would they
do that? Because the raw material is different? Are
they getting a higher utilization out of the raw
material by using thinner plies, even though they're
having to use more glue because there are more plies?

MR. FINKELL: I think it's because of the
species that they're peeling over there for core,
primarily eucalyptus. If you see eucalyptus up to
where it's hot enough that you can get a good peel,
you have to heat the wood to a plastic state usually,
is what we say, if you're going to cut a thicker
veneer. And if you heat eucalyptus up like that, it
will split up into quarters, and you will just get a
terrible yield. We have some experience in doing that
from products that we make.

So if you're going to cut it colder, or just
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maybe lukewarm, if you cut it thinner, you're forcing
less through the opening between the knife and the
nose bar, and so it doesn't fracture the veneer as
badly. So if you're dealing with those kinds of
species, you tend to cut them thinner.

MR. GOETZL: What are the predominant
species used for the core material here in the U.S.,
and can you speak to what the predominant species are
in China?

MR. LEVIN: If I can, and that's certainly
an industry question. But just to make sure there is
no confusion on the terminology here, Don was just
using the term "core." Core, as we're using it in the
scope, 1is, you know, that central layer.

MR. GOETZL: Right.

MR. LEVIN: But it is also used sometimes --
and I know this threw me off -- as a term that refers
to the several layers between the face and the back
ply. So when we're talking -- when Don was just using
the term "core veneers," I don't think you were
necessarily referring to the central core. You were
talking about the several layers that are used.

MR. FINKELL: Yeah. I was talking about the
non-face construction.

MR. LEVIN: Right.
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MR. FINKELL: Whether that's, you know, two-
ply below a face in a three-ply product, or whether
it's, you know, 11 plies or something underneath a
sawn face. What is core to me is whatever that
construction is, or it could be HDF, which is not made
that way. It's not made out of that same technology.

MR. NATKIN: To answer your question
regarding what is used in below-the-face ply in the
U.S., predominantly we're using hickory, poplar, gum,
and oak in the construction. Overseas, the
predominance now in the veneer construction would be
eucalyptus, and they also have a cottonwood-poplar
hybrid that they use.

MR. GOETZL: Mr. Finkell, just getting back
to your explanation, and Mr. Levin, are the veneers
that are used in the mill of the core then different
than the veneers that might be used outside the middle
of the core? And if so, why?

MR. FINKELL: Well, if you look at -- you
know, the HPVA has a standard for manufacturing of
engineered wood flooring. And there are different
grading standards. If you are looking at the layer of
veneer that is directly underneath the face,
especially if it's a thin face, it has to be sound so

that a high yield doesn't punch through. So that has
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a grading standard which is basically to create sound.

The next layer in can have a little more --
a few more openings in it. And if you have a product
on the back that is a long way from the face, it can
be very low grade. So each layer does have a
different grading standard. So in some cases, you
know, people use different species for those different
layers.

MR. GOETZL: Is the Chinese product similar
in that regard? Are they adhering to those same
standards?

MR. FINKELL: I mean, the ones that I'wve
seen, they're made different ways. Sometimes they
purchase a plywood that has already been made, either
in their own plant, or purchased from somebody else.
And then you do a lot of filling on the face to try to
make it smooth, and then you glue another layer on to
it. In some cases, they'll use one species like
eucalyptus for the inner plies of the core, and then
they'll put a birch veneer onto the face and back of
that. And then they'll have a face veneer that will
go on top. So you end up with a face veneer that is
the apparent, you know, species, and you have a birch
on the back. That's generally how I've seen it done.

MR. GOETZL: Thank you. In the
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manufacturing process, what size are the panels that
are made? Are they standard four-by-eight sized
panels that are then cut to the desired width of the
market? Or is it done differently than that? What is
pretty typical?

MR. NATKIN: I mean, I think there is a
little bit difference between here and Asia. I mean,
our panels are about 53 by 45, which is then ripped
down and cut to profile. Mostly what you'll see over
there for the manufacturers is they're buying first
core is that it's a standard four by four panel that
has been ripped down.

MR. FINKELL: At Anderson, we make a 44-inch
by 44-inch panel, and at Shaw, we make a 60 by 96 inch
panel.

MR. GOETZL: Is most of the multilayered
wood flooring sold in four-foot lengths, or is some of
it sold in longer lengths?

MR. FINKELL: Everybody has their own
length. Well, the longest would be similar to wood
product that is probably, you know, 7-1/2 feet, just
short enough to go sideways in a trailer. But that's
not -- that's a small part of the higher end. I'm
going to say most of it is in the 42-inch to 58-inch

range. Most of the stuff going to home centers, you
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have to have it under 48 inches to fit into a bay, you
know, in a store with a racking system. So it tends
to be -- I'm not sure what it is, 47 inches or 46,
something like that. We don't sell home centers, so I
dont know. I just know from when we did sell home
home centers. It wasn't a problem for us because our
product was short enough to fit under.

MR. GOETZL: Thank you.

MR. NATKIN: And we would agree with that,
that the bulk of it is in that 42- to 58-inch maximum
length.

MR. GOETZL: Mr. Holm, in your testimony,
you referred to a separate finishing plant in North
Carolina, I think, for your products. Is that right?
Is that typical, that the finishing is done in a
separate facility? And is that facility co-located
typically, or is it at a different location than the
manufacturing plant itself?

MR. HOLM: 1I'll answer, and then let Don
respond as well. But, yeah, generally the veneer
operations are near the logs, and the finish
operations tend to be somewhere else. So I don't
think our scene is very uncommon. I don't know, Don,
if you've got any veneer operations with your coring

operations.
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MR. FINKELL: No, we do not anymore. We
used to, but that was 40 years ago. We have veneer
operations that are remote, and then -- because the
products are much lighter and easier and less
expensive to transport when it's dry. And then we
ship to plants that press it and, you know, saw it,
mill it, and finish it, all in one place. And I'm not
sure. The other domestic suppliers, the only plant
that I know of that actually did the whole thing all
the way through was the Armstrong center Texas plant,
which I think they have the core with -- but I'm not
positive about it.

MR. NATKIN: That's correct. That was the
last of Armstrong's plants that did the full
integrated process, all the way from peeling all the
way through. The bulk of the plants do from the
pressing stage for when the products are pressed
together, and then forward from that.

MR. GOETZL: Thank you. Are the glues that
are used here in the U.S. any different than the glues
that are used in the Chinese product, to your
knowledge?

MR. NATKIN: That's actually something that
has changed in the last couple of years, particularly

driven by some laws in California, the California Air
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Resource Board law that required a much lower level of
formaldehyde emissions. It has driven some change.
We at Mannington for 15 years have been using a
formaldehyde-free glue, so our glue really hasn't
changed. But it has driven the rest of the industry
to go to much more lower emitting glues.

If you'd asked the question three years ago,
the fundamental answer would be yes. There would be a
lot more urea formaldehyde or melamine enhanced urea
formaldehyde glues in Asia versus what was over here.

MR. GOETZL: Thank you. Mr. Finkell, do you
have anything to add to that?

MR. FINKELL: Yeah, I concur with that. I
mean, the reason that you use the higher formaldehyde
emitting glues is they're less expensive. So the ones
that don't emit are more expensive. So with CARB, you
know, in California, we don't have two inventories.

We have one common inventory for the country. So
everything has gone to the higher standard. So what
we have seen is glue costs go up over the last -- you
know, especially since CARB has been in effect, which
has been about three years.

MR. GOETZL: And those same regulatory
standards, I assume, are driving the Chinese producers

as well to comply, to conform, and to change --
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MR. FINKELL: I mean, the law doesn't
distinguish between ours and theirs. So it
theoretically should be.

MR. GOETZL: Thank you. In the Respondent's
opening testimony, Mister -- I apologize if I get the
name wrong -- Ludwikowski talked about the Chinese
imports having contributed to an expansion in the
market, particularly in terms of the wvariability and
choice available to consumers. Might any of you care
to comment about that? Have Chinese imports
specifically contributed to the choice in the
marketplace?

MR. NATKIN: I would say the choice that
they have contributed to is a much lower price.

Beyond that, no, I don't think they've expanded
anything. If anything, what we see are cloned
products that come in at a significantly lower price.
The only thing that maybe the Chinese have contributed
as a product innovation in the last 10 years would be
bamboo. That's not a product that 10 years ago really
existed at all as a flooring choice. So kudos to the
Chinese side for that. But other than that, no,
absolutely not.

MR. GOETZL: Anybody else care to comment?

MR. FINKELL: I think if you look at the
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share of wood flooring as a total amount of flooring
sold, you know, carpet, vinyl, ceramic tile, laminate,
solid wood flooring, and engineered wood flooring, I
think wood flooring in the last three years is
probably a smaller share than it was. So I don't
think -- I disagree with that, that it's increased the
size of the market for wood. I think it's actually
smaller.

MR. GOETZL: How about the role of the big
box stores, the Lowes, the Home Depots, the Lumber
Liquidators, et cetera? Has their growth affected the
market for multilayer wood flooring? Have they had
some effect on prices? Are they pushing prices down
because of their big volumes? Anybody care to comment
on that aspect?

MR. HOLM: We prefer to handle that through
the brief.

MR. GOETZL: Okay. I look forward to that
answer. In responses from Mr. Fetzer's questions, you
noted that there is opportunity to use multilayer wood
flooring on concrete, in basements, and so forth and
so on. And my understanding is that what is becoming
increasingly popular is the use of a floating floor,
glueless floor. Do you have any sense for what

percentage of the sales or market in the U.S. are
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accounted for by the glueless -- I guess it's called
click-and-lock or something floor?

MR. NATKIN: It's anybody's guess. Our
current estimates would have it at about 10 percent of
totaled engineered hardwood flooring sales, although
it has grown rapidly. It went through kind of a rapid
expansion for awhile, and then it sort of died off.

In the last I'll say year and a half, it's come back
pretty strongly again.

MR. FINKELL: What we see is that it is very
prevalent in the big box stores, where do-it-yourself
is important, and not as much in the remodel, very
little, and almost none in builders.

MR. GOETZL: 1I'd like to ask a little bit
about the cloning issue that you brought up earlier
and pursued to some extent. I just have one question
on that. Are any of these designs patentable? And if
so, have you pursued patents on some of these things,
and have they been violated, to your knowledge?

MR. NATKIN: Typically, from what we
understand, designs are not patentable. You can
patent processes. You can patent other things. We
have taken copyright protection in some cases, to the
extent that we can, and where we'wve found

infringement, if it is a truly, truly unique visual,
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we have addressed it. But it's very difficult to do
because you're talking about a very natural species,
whether it's oak, hickory, maple, regardless, you're
talking about a natural product with natural character
variation, and you're adding a color and maybe a
little bit of distressing to it. So patent
enforcement is almost impossible. Copyright is
difficult.

MR. GOETZL: I assume that some of the face
veneers that are used for multilayer wood flooring are
tropical or exotic species not available here in the
U.S. Do any of you manufacture your multilayer wood
flooring using species that you're importing the
veneers for?

MR. LEVIN: Just to make sure we don't go
into confidential information, we'll address it in the
brief, if we may.

MR. GOETZL: Okay. And a general response
will be fine. I guess what I'm trying to get at is
obviously the cost of importing veneer tropical
species are going to be higher than using domestic
species. So I'm just trying to get a handle on what
percentage of the market is accounted for by that.

MR. LEVIN: TUnderstood.

MR. GOETZL: With that, I don't have any

Heritage Reporting Corporation
(202) 628-4888



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

117
other questions. I again want to express my
appreciation for all of you coming out this morning.
This is extraordinarily helpful. I look forward to
your responses to some of our questions in your post-
conference briefs. Thank you very much.

MS. DeFILIPPO: Thank you. We will now turn
to our attorney, Mr. Fishberg.

MR. FISHBERG: Yes. I was going to say good
morning, but now I have to say good afternoon,
panelists, just about. For the record, my name is
David Fishberg. I'm from the Office of General
Counsel. My questions for this panel -- actually,
first I'd like to thank the panel for coming. My
questions for this panel -- Respondents, you should
also answer any of these guestions in your post-
conference briefs and vice versa.

So at the outset, I'd just like to take
Mr. Levin on your offer to address any like product
issues in a post-conference brief. I know you did
some of that already in the petition. But I guess
we'll see later this afternoon if there are other more
specific issues that you might have to address in the
brief.

MR. LEVIN: Uh-oh. I really didn't expect

you to take me up on the offer.
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(Laughter)

MR. FISHBERG: You always have to be careful
once you offer up something here, that we just might
take you up on it.

MR. LEVIN: I'll be happy to.

MR. FISHBERG: Great. The other issue would
be on related parties, some of the information that
came out today. Again, if you could -- and again, I
know you did some of it in the petition. But if you
could address it a little further in your post-
conference brief, that would be helpful as well.

MR. LEVIN: Absolutely.

MR. FISHBERG: Thank you. One other thing
in terms of the Catalina report. I know we're trying
to get the best data sources we possibly can, and in
this industry it appears it's going to be difficult to
get a perfect data set. But I know that you mentioned
that you would be going back to Catalina and trying to
get some more information out of them. You know, one
of the things you could do is sort of with the report
that they issued and sort of lining it up with the
scope of this proceeding, and potentially in your
post-conference brief, if you could sort of
specifically -- if you get responses back from them,

specifically tell us how this data is over-inclusive
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or under-inclusive. You might think that would be
helpful if you could point out any specifics in terms
of how the Catalina report, I guess, lines up with the
specific scope of this proceeding.

MR. LEVIN: To the extent possible, we'd be
happy to.

MR. FISHBERG: Thank you. One guestion to
the panel in general -- I know you discussed some
conditions of competition in the market dealing with
demand, supply, substitutability. Are there any other
conditions that are specific to this industry that we
should know about when we decide this case?

MR. LEVIN: If we may, especially because
the industry folks may not be all that familiar with
the factors that the Commission typically looks at --
if we could go back and address that in the brief.

MR. FISHBERG: That would be fine. If there
is anything else that we should know about that will
affect our analysis of volume pricing impact, if there
any other conditions that are specific to this
industry, feel free to put that in your post-
conference brief.

MR. LEVIN: Absolutely.

MR. FISHBERG: Great. Mr. Levin, I know you

discussed a bit the role of non-subject, that they are
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not -- or they would not allow us not to make a
finding of causation in this one. Could you describe
sort of the trends for non-subject? Are they sort of
just going along the lines of demand trends as well as
pricing for non-subjects? Where do they fall in your
experience? Are they higher than the subject imports,
but still lower than domestic prices? Are they higher
than both? What has been your experience in terms of
non-subject imports?

MR. LEVIN: Again, let me work off the
numbers instead of just working off of memory. That
being said, I do note, as we did in the petition, that
the imports from China are the lowest of the principal
non-subject import sources. Furthermore, it is my
understanding from conversations with these gentlemen
and others that there may be suppliers in third
countries that are also adversely affected by imports
from China because there is some competition between,
for example, an Indonesian product and a Chinese
product. And the Chinese product is also driving the
price of the Indonesian product down. But we'll look
at it more closely.

MR. FISHBERG: Okay. And, I mean, in terms
of just sort of the industry witnesses, their

experience in the market, I assume it has been your

Heritage Reporting Corporation
(202) 628-4888



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

121

experience that you have been attempting to match
Chinese prices for the most part, and not other
countries' prices. Is that the case?

MR. NATKIN: As I said in my testimony,
China drives price. 1It's not that we're running up
against the Brazilians or the Indonesians or the
Malaysians or the Europeans, and they're the causal
price factor. It's the Chinese almost every single
time.

MR. DOUGAN: This is Jim Dougan from ECS,
Mr. Fishberg. If I can just respond using the public
data that are in the petition from the Catalina
report. In 2009, China represented 71 million of the
98 million square feet in imports. They're average
unit value was $1.68 per square foot. The next, say,
three or four -- Canada was the next largest at 4
million square feet, average unit value of $4.61.
Sweden was next at about 3.9 million square feet,
average unit value of $2.40. Brazil next largest at
$3.39. And then Indonesia at $1.82, going down to
Thailand, $2.89.

So again, not only does China dominate,
absolutely dominate, import volume, they are by far
the lowest price.

MR. FINKELL: I would say, you know, if we
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have a product that is a Brazilian cherry face, we're
not going to match that price because we don't make
that product. But if you're talking about a product
that is almost indistinguishable from our product,
then, yes, we're going to have to be more aggressive
to try to save that business where it pops up.

MR. FISHBERG: Are there any product mix
issues in terms of subject imports and domestically
produced product? I know you mentioned that there
might be some with non-subject merchandise. But I
think it's your stance that there are no real product
mix issues that would affect our ability to rely on an
AUV analysis for prices?

MR. LEVIN: There are no product mix issues.
There is nothing that comes from China that domestic
producers would not be more than happy to use the huge
percentage of underutilized production capacity to
manufacture.

MR. FISHBERG: Okay. Can you describe a
little bit the contracting process for this product?

How transparent is the market? How long are the

contracts? I know one of the -- you customarily today
I think mentioned that -- I'm using your words --
China -- the surge into the market has been a

relatively recently phenomenon. Is there something
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about this market in particular that would allow that
to happen? Do purchasers switch suppliers often? Are
the contracts short-term? Is there a lot of
transparency in the market that would allow that? If
anyone could comment on that, that would be helpful.

MR. NATKIN: From our perspective, there is
not a lot of contract filling in the market. It's
very much a spot buy kind of market. We may enter
into a 6-month or 12-month pricing agreement with a
big builder or something like that. But that's a much
smaller percentage of our business. A lot of it is
just transaction to transaction. So that's where in
particular things like cloned products came into play.
I've got this product that cost X. I've got this
product that cost Y. Look, they look the same. 1I'll
take the one that costs Y.

MR. FINKELL: We have overall agreements
with distributors that talk about how we're going to
handle, you know, business transactions, and then we
publish a price list, and then we sell off the price
list. And then as we get competition, usually it's
with a specific large user of their customer, not our
customer, and they'll come back and say, you know,
they've got a product that looks, you know, good

enough, or looks the same. And they're getting a
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better price. And so we will respond to that
situation with a file back, usually just specifically
covering what to sell to that one. And then you have
another one over here and another one over here, and
then pretty soon you've got, you know, just a --
you've got an assault on your price list. You know,
it's hard to maintain the prices.

So, you know, I guess to the issue of
contracts, we sort of have a maximum price, but when
somebody comes out with a better price, you know,
we're kind of forced down to meet it.

MR. FISHBERG: One thing I also noticed, I
think in terms of capacity over the period of
investigation, it has remained relatively flat. 1Is
there something about this industry that doesn't allow
sort of capacity reductions or increases on a
relatively short-term basis? Is it capital intensive?
Do you have to keep on producing and sacrifice
pricing? Or if anyone could discuss that.

MALE VOICE: Well, we tend to -- you know,
if you're going to try to reduce capacity, you tend to
do it in shifts, you know. So you have an increment
where, you know, you can -- people have to -- you
know, they have to get a full week pretty much or

they're going to, you know, go look for another job.

Heritage Reporting Corporation
(202) 628-4888



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

125

So you tend to reduce not the physical capacity of a
plant, but the number of shifts that you run. So we
certainly have done both. We've reduced shifts, and
we've closed plants. We closed two plants, and we're
looking at a third.

MALE VOICE: In our case, the way we looked
at -- or we look at capacity is we made an investment
about six years ago in our manufacturing operations to
increase the capacity. And it's really based on the
equipment capabilities. Very much like Don just said,
what we've reduced are people. The capacity remains
there, but we've reduced people and cut shifts so that
our -- to match our physical production requirements.

MR. FISHBERG: And this capacity and shifts,
are they specific to the multilayered wood flooring?
Or are they working on -- do they work on other
products that you produce? These reductions are
specific to this specific product?

MALE VOICE: Specific to multilayered wood
flooring. That's the only thing that we produce in
our two manufacturing plants.

MALE VOICE: It's common with all or most
domestic manufacturers.

MALE VOICE: We have multilayered wood

flooring plants. We have three main ones, and then we
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have solid wood flooring plants. But they're distinct
from each other.

MR. FISHBERG: Thank you. Is there any sort
of price premium that the domestic industry gets
because it's a domestically produced product over
China? 1Is there any -- again, I don't know if it's
branding or perception that the domestic product --
again, there is some sort of price premium over
subject imports? You know, do your distributors
prefer the domestic product over the Chinese product?
Or is it just substitutable? 1It's all just price,
price, price?

MALE VOICE: You can hold the business if
you, you know, match the price or within pennies of
the price. But the industry and the categories have
gotten so price conscience that you don't -- you're
not worth a premium or brand name or quality or
reputation. The fact that we're a domestic supplier
doesn't qualify for a premium of any consequence.

MR. FISHBERG: Okay.

MALE VOICE: I would support that. I mean,
you can -- certainly, i1f you can afford to create a
consumer brand, you know, a recognized consumer brand
-- that's not the case in most flooring. Most

flooring is the recommendation of a salesperson in the
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store. If the consumer comes in, you know, and asks
about this type of product, they're going to -- if the
salesperson establish credibility with the consumer,
which is usually what they're good at doing, they can
steer them to whatever product they want.

So they -- in a lot of ways, they can
overcome brand. So we see that being less and less of
a factor, the wvalue of brand.

MR. FISHBERG: Well, maybe distributors will
know the difference. I mean, do purchasers even know
in the end if what they're getting is a domestically
produced product or subject or even non-subject
product?

MALE VOICE: I would say frequently they
don't. And in some of the imported products, they are
named in a brand manner or in a product name manner to
intentionally disguise the source of origin.

MR. FISHBERG: Are there any industry
certifications for this product that -- again, are
there any industry certifications that I guess -- like
standards that the subject imports have not been able
to meet, or anything? Or is it -- are you aware of
any sort of again industry-wide standards that again
the domestic industry has been able to meet, but

subject imports have not been able to meet?
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MALE VOICE: I mean, there is an ANSI HPRA
standard for engineered wood floors. But I would
think that most of these imports would meet it, if
they joined HPBA, or if they requested a testing. I
don't think there is any barrier to them coming in
based on a standard.

MALE VOICE: The HPBA standard is a
voluntary standard.

MR. FISHBERG: Are you aware of any -- this
is sort of basically for Mr. Levin. Are you aware of
any other antidumping or investigations on this
specific product?

MR. LEVIN: No, we are not.

MR. FISHBERG: And I guess the only other
thing I have -- and I know you did it again in your
petition, and in some of your testimony today. But,
Mr. Dougan, if you could just address the factors the
Commission evaluates in making its threat of injury
determination in your post-conference brief, that
would be helpful.

MR. DOUGAN: Will do.

MR. FISHBERG: That's all the questions I
have, and once again, thank you very much for your
testimony today.

MS. DeFILIPPO: Thank you, Mr. Fishberg.
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Ms. Martinez, do you have any questions for this
panel?
MS. MARTINEZ: Keysha Martinez, Office of
Investigations. Thank you all for being here. My

colleagues have asked all the questions I had. Thank

you.
MS. DeFILIPPO: Thank you. Mr. McClure?
MR. McCLURE: Jim McClure, Office of

Investigations. First of all, I want to thank all of

you for being here. My normal practice is to come out
and shake your hands afterwards. But if I did, you
would not only have filled out a Commission
questionnaire, you'd be living with the flu. So I
don't think the government wants me giving you the
flu.

I just want to reemphasize the point that
Fred and Alberto made and everybody about the
importance of the data, giving us your best shot as to
what import numbers we should use. Fred and I and
Alberto, we're veterans of the softwood lumber wars
for more years than any of us care to count. And I
had forgotten how much it is to try to come up with
import numbers in wood products investigations.

That said, again thank you for your

testimony, and don't get near my microphone.
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MALE VOICE: Thank you, and thank you for
the warning.

MS. DeFILIPPO: Thank you. I usually write
down gquestions as we go along and cross them out as
staff asks them, and as usual staff has done a very
good job. I think I have a couple of things that I
just want to ask before I release you from this panel.
I believe earlier this morning someone indicated that
you guys do import from China. Are the products
you're importing similar to what you're producing, or
are you producing to supplement a product line?

MALE VOICE: 1In our case, it's a little bit
of both. We do import some price sensitive products
at prices that we can hit to meet a market need, and
then in some cases some products that we don't choose
to manufacture, although we could, could we remain
cost competitive.

MALE VOICE: I don't believe we import any
of the products that are included in the petition. We
do import some bamboo-type products. But to my -- I'm
sure that's all there is.

MALE VOICE: I just want to make sure that
I'm clear. It's not because we can't produce it. We
can produce anything we want. But it's mostly because

of causal factors like price.
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MS. DeFILIPPO: Okay. Thank you for that.
Mr. Finkell, earlier I believe you made a statement
that you dropped 30 percent of the products you were
producing. Is that correct? Did I hear correctly?

MR. FINKELL: Yes. We went through, and we
did what we call an SKU rationalization. It's a
strategic stock keeping unit, SKU, and it's how many
individual, you know, products you're making, either
different -- you know, you have one, you know,
platform, and three different colors, or something
like that. And so, you know, we do this. We go
through, and if we're not making enough of that to
justify the marketing and sales effort -- and also,
you know, it flows down the production run if you have
to change over colors and things and make a different
product.

So, you know, you have a -- you always have
this push and pull between having selection for the
consumer and having, you know, fewer numbers of
products to run so that you can lower your cost. So,
yes, we dropped 30 percent of them, and then we've
added back maybe, you know, 5 percent of new products,
or 10 percent or so.

MS. DeFILIPPO: So it's fair to say that

decision was made based on basically demand or
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production levels, not necessarily -- you weren't
dropping them because of competition with imports in
those products.

MR. FINKELL: Well, I would say most of
those products enjoyed sales in the past, and a number
of them, you know, don't have enough sales now to
justify maintaining them. So, you know, it's hard for
me to say that it was all due to competition, but
certainly competition was a factor in that decision.

MS. DeFILIPPO: Thank you. That's helpful.
Mr. Holm, earlier you made a statement that you
indicated you carry pretty heavy inventory. Have
inventory levels been fairly constant over the POI, or
have there been any changes as the economy has changed
or competition has changed where you get more or less?

MR. HOLM: Or inventories have come down as
the rate of sales has come down, so proportionately,
but not exactly because it's hard to -- just as Don
was talking about, the number of SKUs has not come
down proportionately with the size of the business.

So our inventories are down from where they were, but
inventory turns are probably lower.

MS. DeFILIPPO: Okay. Thank you. That's
helpful. Do any of you guys export the multilayered

wood flooring products that are in the scope of this
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investigation?

MALE VOICE: Just to Canada and to Mexico
only.

MS. DeFILIPPO: Okay.

MALE VOICE: We import --

MS. DeFILIPPO: No. Export, sorry.

MALE VOICE: Excuse me.

MS. DeFILIPPO: Okay.

MALE VOICE: Into Canada, and we do -- we
have exported a little bit into China, and through our
relationship with Pardi Corp. And we also sell, you
know, from time to time in other countries, but we
don't have any long-term, you know, consistent
customers in other countries.

MS. DeFILIPPO: Okay. Are demand conditions
in those countries then similar in terms of being
difficult due to the recession?

MALE VOICE: I think that the short answer
to that is yes. The Canadian economy and the Mexican
economy has closely followed ours.

MALE VOICE: Yeah. The Canadian -- I think
the Canadians missed most of the housing bubble,
though, so they seem to be a little bit brighter than
what we are.

MS. DeFILIPPO: We've talked today about new
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construction and remodeling. Is this product used at
all in institutional applications, like gym flooring
or nursing homes or hospitals or those kind of things?
Or is it primarily just in homes.

MALE VOICE: 1I'll say from our perspective
the majority is used in residential construction and
remodeling. We do do some -- well, we phrase it
commercial. So that would be you walk into the local
Abercrombie & Fitch, or Carrebas, and we do enjoy some
in there. Gym floors tend to be a solid wood floor of
very special construction.

MALE VOICE: I would say our commercial
sales are maybe 4 to 5 percent. So it's over 95
percent that goes residentially.

MS. DeFILIPPO: Okay. I believe Mr. Fetzer
earlier had asked about some of the substitute

products, solid wood flooring or carpeting, and then

we've talked about the residential versus -- I mean
new construction versus remodeling. In terms of
competition with other products, do you see -- does it

differ in terms of what you're looking at in terms of

new homes versus remodeling? Do you compete more with

carpet in new homes than you would in the remodeling?
MALE VOICE: I think that the remodeling

sector tends to be a little higher end, so you
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probably have a better shot there. The builder market
tends to be more mass production, and price is an
issue. But there are builder tracts that are high end
like gated communities, which are not as prevalent as
they used to be. The McMansions they used to call
them.

So I would say remodeling tends to be more
higher end.

MS. DeFILIPPO: Okay. Thank you. One last
guestion. In Respondent's opening statement, they
talked about three key aspects in the market, one of
which they talked about was -- and we may hear more of
it this afternoon. So to the extent that I'm not
making this clear, and they do, and you want to touch
on it in your brief, that would be fine. It was a
statement that was sort of they've been more effective
or more efficient in distribution. And I just didn't
know if you had any comments on whether you see any
difference in the distribution abilities of the U.S.
producers. I wasn't quite sure, and I hopefully will
hear more on that this afternoon on what they meant by
that.

But do you feel there is any difference in
ability to get to the market or efficiency in

distributing your product that they may have or you
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may have?

MALE VOICE: No. And I would be guessing as
to where they're going with that. I think it's more
downstream capabilities through some of the retailers.
But I think we would like to learn more.

MS. DeFILIPPO: Okay. Thank you. I'm
sorry. I did have one last question that was on the
back of this page. Mr. Ruggles talked earlier about
competing for resources in terms of China sometimes
buying the input material and shipping it over there.
And you talked about that in terms of saying, yes, we
do compete. But just to clarify, did you ever during
the period we're looking at have any difficulty
obtaining your inputs in terms of not being able to
get it because of competition with other --

MALE VOICE: No.

MS. DeFILIPPO: And did that affect any of
your production?

MALE VOICE: No.

MALE VOICE: No. From our perspective, no.

MS. DeFILIPPO: Okay. And during the
period, did any of you ever have any difficulty
supplying your customers in terms of not being able to
get them either in the time they wanted or in the

qgquantities they wanted any products? And if so,
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you're more than welcome to present that in a brief.

MALE VOICE: No.

MALE VOICE: Well, like I said, Shaw has an
over 98 percent, you know, fulfillment rate. So, I
mean, that's pretty good. Anderson, through its
distributors, I would say is probably similar.

MS. DeFILIPPO: Okay.

MALE VOICE: So I think that's not an issue
really. We have a lot of capacity that is not being
used, so it hasn't been that big a factor.

MS. DeFILIPPO: Okay. Those are all the
questions that I have. 1I'll look up and down the
table to make sure nobody has any additional. With
that, we are finished. Again, I would like to say
thank you to the panel, not only for your testimony,
but for being very patient with our guestions. It is
always difficult learning new industries, and so
you've been very helpful in our understanding of that.
So we very much appreciate that.

MALE VOICE: Madame Chair and members of the
investigation team, thank you.

MS. DeFILIPPO: For those of you that aren't
familiar with our procedures, generally we tend to try
and power through the day. But we will take maybe a

15-minute break just to stretch our legs, use the
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restroom, et cetera. So my watch says 12:25, which is
different than the clock. So we're going to go by
that. So 12:25, and we'll come back about 12:40.

(Whereupon, a brief recess was taken.)

MS. DEFILIPPO: Welcome back, everyone.

We will now get started with our second
group, those in opposition to the imposition of
countervailing and antidumping duties. We have a nice
big panel with us. It's not to see to have some
Respondents with us today, so I appreciate you all
being here, and it's my understanding that you all
have worked out a split, and so we will give a sign,
so Mr. Neely will have some time at the end.

So we will start, I guess, Mr. Ludwikowski,
will you be the first one?

MR. LUDWIKOWSKI: Yes. We will introduce
our panel. The first -- actually, just to begin there
are three individuals who will be present from our
side here from Home Legend, Lumber Liquidators and
U.S. Floors, all can talk to the issue of remodeling.
They are all in that business.

MS. DEFILIPPO: Okay.

MR. LUDWIKOWSKI: So I think with that I
will pass it on to Mr. Hubbard.

MS. DEFILIPPO: Perfect. Thank you.
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Welcome, Mr. Hubbard.

MR. HUBBARD: Thank you. Good morning, Ms.
DeFilippo and Commission staff.

My name is Clint Hubbard and I am the Chief
Executive Officer of Home Legend. I believe that the
petition does not accurately describe the condition in
the U.S. for the multilayered wood flooring industry.

Home Legend, a U.S. company, was founded in
1997 and offers durable, high-quality, eco-friendly
engineered wood, bamboo cork, and laminate flooring,
as well as area rugs. My family has been in the
flooring business for two generations, and I have
worked in flooring since 1986.

Home Legend services over 2,000 retail
stores, both big box and independent retailers. Our
company is committed to its mission of providing
innovative products, great customer service, and
values to the U.S. consumer. We believe our products
are both highly desirable and cutting edge.

Home Legend has been able to weather the
economic downturn mainly because the company has
offered innovative products to service the residential
remodeling and replacement sector. In particular,
Home Legend has focused on a click-lock floating

floor, a product line which targets the do-it-yourself
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consumer. This product line allows for easy, no-cost
installation by the consumer or low-cost installations
by professional installer because the flooring does
not need to be nailed or glued down.

By concentrating on products that are
appealing to the value-minded consumer, Home Legend
has been able to sustain sales growth and create U.S.
jobs. U.S. manufacturers have been slow to adopt
these technologies which have taken market share from
traditional products that require more extensive
installation.

In contrast to those U.S. companies like
Home Legend that have focused on remodeling, many U.S.
manufacturers are heavily dependent on home and
commercial construction. These sectors have been
severely affected by the general downturn in the U.S.
housing market. In addition, at least one leading
Petitioner chooses not to do business with primary big
box customers that focus on this DIY sector.

Home Legend expects to see increased growth
in multilayered flooring in 2011 and beyond for
imports and domestic products. There are several
reasons for t his anticipated growth. Remodeling is a
hot trend and multilayered wood is an attractive

option for remodeling. The new generation of flooring
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that is available looks elegant, yet is durable and
easy to care for. Flooring is also seen as a lasting
investment in one's home.

As consumers face an uncertain and difficult
housing market many are choosing to stay in their
current homes and improve and update rather than move.
Further fueling this interest, especially do-it-
yourself remodeling, gets media attention from shows
like Designing Spaces and This 0ld House. Major
retail advertising that encourages the consumers to
tackle these type of projects has also helped to
promote this trend. We expect to see growth in
multilayered wood flooring as home building resumes.

Bob Murray with McGraw-Hill recently
projected that construction spending for single family
housing will increase 27 percent in 2011. Wood
flooring will be an attractive option in new
construction for many of the same reasons that it is
an attractive option for remodeling.

The engineered wood flooring market has
undergone a product evolution in the last few years.
Among the new flooring options are bamboo products,
cork products, as well as many exotic species of hard
woods which are not available domestically. Imports

have helped diversify and provide otherwise
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unavailable product mix for the consumer.

And example of certain types of flooring
that has yet to be fully embraced by domestic produces
is engineered wood products made with high-density
fiberboard, or HDF core, much of which is made from
post-industrial recycled content. These products have
been attractive sellers because they are
environmentally friendly and easy to install due to
their click-lock joint technology. Only a few
domestic producers manufacture this type of product,
but it has been available as a high-quality import.

This product has been mentioned earlier by
the Petitioners. I have samples here of the
domestically manufactured product and one of my
products, and can demonstrate the older technologies
employed by the domestic producers.

In a recent line review at a major retailer,
no domestic producer was able to offer these products
with these technological advancements. The award of
this business had nothing to do with price.

In summary, the Petitioners attribute their
declining sales to imports. The problem with this
argument is that sales for flooring in all categories
have declined along with the economy in general, and

much of that growth of imports is in products not
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produced domestically.

Thank you for the opportunity to express my
views to the Commission, and I welcome any questions

MR. LUDWIKOWSKI: Thank you, Clint.

Our next speaker will be John Jakob from
Lumber Liguidators.

MR. JAKOB: Good afternoon, Ms. DeFilippo
and Commission staff. My name is John Jakob and I am
the director of merchandising for Lumber Liquidators.

Lumber Ligquidators opposes the petition
because it does not accurately identify the cause of
the alleged injuries to the domestic engineered
flooring market. Specifically, the petition ignores
the failure of certain domestic producers to recognize
opportunities in the flooring market, including the
growing do-it-yourself and buy-it-yourselves market.
Further, the petition glosses over key customer demand
issues that have necessitated the important of certain
products from China to meet customer demand.

To give the Commission a bit of background
about Lumber Liquidators, the company was founded in
1994 by Tom Sullivan from the back of a warehouse in
Boston. Tom believed that traditional home
improvement for flooring retailers have underserved

the home owner in terms of selection, quality, price,
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and product availability. He believed that by
establishing relationships directly with vendors and
mills he could provide customers with broad, high-
quality assortments of products at attractive prices
and provide advice on do-it-yourself.

Tom opened his first store in 1996, and
Lumber Ligquidators has grown into the largest
specialty hardwood flooring retailer in the U.S. with
216 stores in 46 states. We have a lean management
structure and cost-out control is a key component to
our company culture. We currently employ more than a
thousand employees throughout the country.

Early in the company's history Tom contacted
numerous suppliers, both foreign and domestic, in an
effort to secure high-quality products that could be
sold directly to consumers. Many of these suppliers
did not appreciate Tom's business model and refused to
provide the products and service that Tom requested.
Many of these suppliers were focused on serving the
new home construction industry to the exclusion of the
do-it-yours or buy-it-yourself segments.

Other suppliers embraced Tom's vision. With
regard to multilayered wood flooring, we work with
manufacturers in the U.S. China, Canada, and Brazil.

After a lengthy and stringent qualification process,
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we have utilized these producers to manufacture our
high-quality proprietary brands in accordance with our
specifications. Product quality and supplier
reliability are crucial factors to our purchase
decisions.

Consistent with this criteria, we have
developed relationships with certain Chinese
manufacturers that are committed to meeting our needs
and our requirements. Specifically with regard to
qguality, our customer complaints on engineered
products from our suppliers in China are extremely
low. When issues to arise our suppliers have been
proactive in responding. We believe that with this
responsiveness and the heightened service level that
we receive it is a direct result of a distinctive
relationship with these mills that have developed over
time.

Furthermore, our Chinese manufacturers
supply species unavailable to the U.S., specifically
Asian birch and decatia. It so happens that these are
our most popular brands, our most popular products,
and they provide specific visuals that are achieved by
the natural aspect of the species.

Based on our experience several trends are

clear:
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First, there is a strong demand for
engineering wood flooring as it provides a quality
flooring option that in several respects is superior
to solid wood, and that it can be installed in a wide
variety of applications and locations.

Secondly, we are also increasing our sales
of laminates. These are competing products that are
gaining shares as customers seek a value in a
depressed economy.

Third, while the new housing market has been
extremely depressed, the remodeling and replacement
markets have performed better, and we have benefitted
from the relatively strong growth of the do-it-
yourself and the buy-it-yourself markets. This gives
us an advantage as compared to some U.S. mills that
concentrate on the sales to builders of new homes.

Finally, our position in the market as the
leading retailer gives us a unique perspective on
demand conditions and our customers' requirements.
Tom's vision which is proven to be correct, and he was
able to grow our business despite the difficult macro
economic environment.

This petition stems from the domestic
producers realization that they failed to identify and

adapt to the changing market trends. If they truly
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have been injured, such injury is likely self-induced
due to their inability or unwillingness to identify
the consumer demands and adjust their production and
marketing efforts accordingly.

For these reasons, Lumber Liguidators
opposes the petition. Thank you.

MR. LUDWIKOWSKI: Thank you, John.

And next we would like to introduce Mr. Pete
Dossche from U.S. Floors, and he is the illusive U.S.
producer that opposes the petition.

MR. DOSSCHE: Good afternoon, Ms. DeFilippo
and Commission staff. Thank you for the opportunity,
first of all, to address the Commission here this
afternoon. My name is Pete Dossche. I am the CEO of
U.S. Floors, and I oppose the petition as I do not
believe these imports are causing any injury to the
U.S. flooring industry nor do I expect them to cause
any injury in the future.

U.S. Floors is a manufacturer and importer
of wood flooring based in Dalton, Georgia, focusing
only on unique and sustainable flooring products such
as bamboo, cork and sustainable wood floors. I have
been working in the flooring industry for the last 20
years, first in Europe and then since 1990, in the

United States.
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I started U.S. Floors in 2001 from my guest
bedroom with a cell phone and a fax, and the drive to
build the business and create the American dream, a
dream which brought me to this country in the first
place. Today, U.S. Floors employs over 100 people,
and is a leader in sustainable flooring in the U.S.

With the employment in Dalton peaking at 14
percent in early 2009, this investment and job
creation by U.S. Floors was a welcome spark of good
news in a very depressed labor market.

In 2008, U.S. Floors invested over $10
million in a state-of-the-art manufacturing facility
in Georgia, processing and finishing imports
unfinished flooring from countries all over the world,
including China. For my business to survive, it is
vital that I have access to unfinished flooring
materials. In my view, unfinished flooring products
should not play a role in your injury analysis as they
need further manufacturing and finishing in the United
States before they can be sold.

First of all, the coalition states they have
the support of the domestic multilayered wood flooring
engineers. That is not correct. Before addressing
injury, it is important that you understand that U.S.

Floors is a domestic company and has not been
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contacted at all by the coalition to voice its opinion
pro or against this petition.

The coalition clearly knows that U.S. Floors
is a manufacturer of multilayered wood flooring since
one of the Petitioners was hired by U.S. Floors in
2008 to be the consultant on the equipment and layers
of our plant. In addition, we have been noticed in
numerous trade magazines. This is an example in the
"Floor Cover Weekly".

Therefore, I do not believe that Petitioners
represent the majority opinion of the domestic
multilayered wood flooring manufacturers.

The claim that Chinese imports have injured
the entire domestic hardwood flooring industry is
simply wrong. Imports from China are not the cause of
any alleged injury to Petitioners. No domestic
multilayered wood flooring manufacturer has gone out
of business in the last couple of years. All wood
flooring, including engineered wood flooring, enjoyed
an unprecedented boom during the housing bubble which
ended in 2006. When the market collapsed and new
construction came to a halt, U.S. demand for solid
flooring, a main state product of the Petitioners,
dropped dramatically.

Demand for engineering flooring, on the
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other hand, began to grow as Americans started
remodeling their existing homes and looked for
flooring solutions that they could more easily install
themself.

With American consumer demand rising, U.S.
Floors responded by developing and sourcing a wider
selection of engineered flooring from manufacturers
with the capability of producing these innovative
products at a quality level my customers demanded.
These Chinese products fill a void as Chinese
companies were proactive and responses to my company
while U.S. companies were much slower to adapt.

Realizing the demand for this sought after
eco friendly product was here to stay, we adapted our
business and significantly invested in a new U.S.
manufacturing plant which primarily produces
engineered wood flooring. We also continue to source
and important prefinished engineered wood flooring
from China and other countries around the world. In
this way U.S. Floors was able to become more
successful than some other U.S. companies which did
not adapt to the changing economic environment and
consumer taste.

This created a more unique product line that

U.S. customers wanted and unlike some other U.S.
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companies, which simply didn't have the vision or
business model to adapt as the industry and the
economy changed and stayed stuck in a high-energy and
two-step distribution model. This is the real issue
before you today. The petitioning companies made
mistakes and failed to adequately respond to changes
in market trends.

It appears however that several Petitioners
are doing quite well. For example, Sum deforest, a
member of the coalition, has been successful during
2010 who signed up several top-quality distributors
for its products. 1In the last six months, they signed
up six new distributors. This is hardly the sign of a
company in distress. So where is the injury?

And Stahl Industries, who is the largest
manufacturer to form part of this coalition, published
an ad in one of the trade magazines where it claims to
be manufacturing the fastest growing hardwood products
today, and in order to meet its growing demand, it is
having to add people in their manufacturing plants in
South Pittsburg, Tennessee, where they manufactured
this epi collection, which is at the heart of this
dispute, and it proves that when U.S. manufacturers
invest in the right technologies and right innovations

they can be successful. So where again is the injury
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from Chinese imports?

In closing, I would like to reconfirm my
position of opposing this petition. Chinese imports
do not represent the threat of injury to domestic
producers as demonstrated by the Petitioners own
statement and ads. They are adding capacity,
providing evidence that the overall market of
engineered wood flooring is successfully competing
with imports.

Thank you, and I welcome any questions.

MR. LUDWIKOWSKI: Our next speaker will be
Tom Rogers with Capital Trade.

MR. ROGERS: Good afternoon. My name's Tom
Rogers of Capital Trade, and I'm joined by my
colleague Andrew Szamosszegi. We're here today on
behalf of Lumber Ligquidators, Home Legend, and U.S.
Floors. Now before discussing the question of
causation I want to highlight several key conditions
of competition in the U.S. wood flooring market.
First, the overall market for multilayer or engineered
wood flooring has evolved dramatically over the past
decade. And as you've heard, consumption has
increased sharply, rising from 215 million square feet
in 2002 to nearly 600 million square feet in 2006.

Since then as the housing market began to
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collapse consumption of all floor covering products
fell and generally declined over the period. Wood
flooring, however, performed relatively well and
managed to capture an increasing share of the total
U.S. floor covering market. Now the Commission has
looked at this industry a couple years ago in its 332
investigation. The Commission found that engineered
products had both expanded the overall wood flooring
market and captured share from solid wood products.
Imports contributed to this expansion
spurring additional demand for multilayered wood
flooring. As described by the witnesses these
products generated new demand and it cannot simply be
assumed that increases in subject imports came at the
expense of U.S. products. Now a second important
condition of competition is that the wood flooring
market has two distinct segments, the builder market
and the residential remodeling and replacement market.
The builder market as you've heard consists
of sales to large regional or national home building
companies such as Pulte and Lennar. Major U.S. wood
flooring producers have multiproduct relationships
with large U.S. builders and dominate this market. A
producer such as Shaw for example will supply a range

of products to a builder to address the entire floor
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covering requirements for a major project. Demand in
this sector is directly correlated with new
residential construction. Subject imports do not have
a major presence in this market segment.

Now in contrast wood flooring for the
remodeling and replacement market is sold through
retail channels. These can include big box retailers
like Lowes and Home Depot or specialty retailers
ranging from Lumber Liquidators all the way down to
local shops. Imports are more focused on the retail
market and the leading retail chains have adapted
quickly to the increased importance of the remodeling
and replacement market.

So what does all this segmentation mean for
the Commission's analysis? Well first the data show
the two segments have experienced different demand
trends. One study for example notes that the builder
market has declined from 37 percent to the end use
market in 2002 to an estimated 24 percent in 2010.

The builder market has declined primarily because of
the dramatic drop in new construction that's reflected
in housing starts.

Annual housing starts plunged by 69 percent,
69 percent from 1.8 million units in 2006 to little

more than half a million units in 2009. In addition
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there has also been a decline in average house sizes
which is therefore reducing the usage of flooring in
each house. Now the difference between the builder
and the remodeling replacement segments can also be
seen by comparing trends within the category of
overall residential construction.

We've handed out a chart which shows that
while total spending for residential construction fell
by 50 percent from 2007 to 2009, spending related to
residential improvements declined by far less, only 19
percent. So what happened here? Due to the
relatively stronger performance of the replacement
market these demand conditions have favored companies
that participate in that market, particularly
importers. Domestic producers who have higher
concentrations of their sales going to the new home
market suffered because of the extraordinary weakness
in the builder market that they dominate.

A third key condition of competition is the
increasing volume of materials that compete with
subject products. You've heard specifically about
bamboo flooring and laminates. Due to pricing and/or
product differentiation sales of both categories of
substitute products have increased and impacted sales

of multilayer flooring. I know Petitioners this
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morning suggested that bamboo might be only 4 percent
of the market. For Lumber Liquidators, however, the
percentage is much more important and it may be as
much as 10 or more percent of their sales.

Laminates are also a growing market as we've
heard, and having an impact. In fact in its 332
report the Commission specifically identified the
increasing share of laminates as putting pricing
pressure on wood flooring. Fourth, the Commission has
already found that nonprice factors are significant.
In fact the 332 report shows that U.S. manufacturers
identified price as one of the least influential
factors with respect to wood flooring sales.
Petitioners may now claim that they are losing sales
due to price, but they certainly did not tell the same
story the last time they were before the Commission.

Price is not as important as now being
claimed by Petitioners because demand is driven by
choices made by the ultimate consumer, and Lumber
Liquidators's sales show that consumers are buying
based on quality and visual appearance. For example,
Lumber's sales of Chinese acacia and birch greatly
exceed its sales of American oak even though the oak
is lower priced.

We're not saying that price is not a factor,

Heritage Reporting Corporation
(202) 628-4888



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

157
obviously it always is when people are making purchase
decisions. But the Commission has already found that
price in this case or in this industry is outweighed
by nonprice factors such as quality, craftsmanship,
product consistency, and service. And those are the
findings from the 332 report. Now turning to the
issue of causation, we heard today about housing
starts and I think it's pretty clear that
macroeconomic trends, not imports, are the source of
the injury, any injury.

In the 332 report, for example, the
Commission concluded that the demand for residential
construction and renovation is the primary driver of
demand for wood flooring, and we have already seen
that the housing market collapsed during this period.
Now the direct linkage between industry performance
and housing is also confirmed by domestic producers.
For example in its 2009 annual report Berkshire
Hathaway, the parent of Shaw Industries, one of the
Petitioners, noted that Shaw's sales volumes and
earnings during the last two years have been
negatively impacted by the depressed residential
housing market and economic recession in the U.S.

Given this sharp more than 50 percent

decline in the housing market, it is clear that
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domestic producers were injured directly to the drop
in demand for wood flooring. In the face of this
massive demand hit the role played by imports is
negligible. Finally, we believe that questionnaire
data also will show that imports are not causing
injury. I believe this was pointed out by one of the
questions this morning.

For example, in 2010 U.S. producers'
operating margins increased despite a significant rise
in subject imports. These trends again suggest that
domestic performance is not linked to imports. And
one final point following up on Petitioner's comments
regarding the performance in 2010 this morning, I
found it quite interesting that they link their
results this year to the impact of the home buying
credits. This confirms what we've been saying, is
that domestic results are driven by the housing market
and that the builder market is key for them. Thank
you.

MR. LUDWIKOWSKI: Thank you, Tom. That
concludes our portion of the panel. And I'll turn my
time over to Mr. Neeley and the rest of the
Respondents.

MS. DEFILIPPO: Thank you. Welcome, Mr.

Perry.
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MR. PERRY: Thank you. My name is William
Perry from the law firm of Dorsey & Whitney. I am
here representing a number of the importers in the
case. I just want to thank the prior group because
they took a lot of the points I was trying to make.
But the key point was I think the domestic producers
missed the market. They missed an idea. Their
problem isn't China, it's an idea. The idea is that
instead of going to market which the domestic
Petitioners do, they bring out a set of products and
say, take it or leave it.

And that's not what's happening. What's
happening at the big box retailers will be people talk
to the buyers, the buyers in turn are being influenced
by the architects, the designers, and eventually the
consumers. And that's why we have multiple choices
now in the U.S. market and that's what's causing their
problem. It's also kind of chutzpah to talk about
knock-offs when the Petitioners themselves have copied
products that have come from the importers and others,
of course it's just following a trend for them.

At this point in time I'd like to ask Clyde
Elbrecht -- oh, before I do that I'd just mention I
have three more witnesses, John Himes, of Brandywine

International, they will take questions, he used to
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work at Mannington mill, Chris Phillips of DuChateau
BM Noble, they sell to the high end hospitality
market, Hilton and Ritz Carlton, I can tell you they
do no knock-offs, they have their own architects and
designers, and also Andy Holcomb of Intech Sourcing.
And now I'd like to ask Clyde Elbrecht of Real Wood
Floorings to speak.

MR. ELBRECHT: My name is Clyde Elbrecht. I
live in West Plains, Missouri, I have worked in the
flooring and the hardwood lumber industry for over 30
years. I am the owner and president of several
companies, Real Wood Floors, the Masters Craft
Corporation, the Tecton Corporation, and Missouri
Hardwood Flooring. My companies ship American
hardwood to China to be manufactured and shipped back
to the U.S., distribute hardwood flooring throughout
the Midwest, export lumber to China, and manufacture
hardwood flooring in the United States.

Our manufacturing model for engineered
flooring involves buying hardwood from over 30 to 40
family owned and operated mills in Missouri. Then
about 50 of our U.S. employees kill, dry, and prepare
the lumber to ship to China to make a thick saw-cut
veneer which is laminated to 9 ply Baltic birch

plywood and then machined into 1-foot to 7-foot
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engineering flooring which is brought back to the
United States. Our product therefore has the
advantages of both solid and engineered floors.

This product is then distributed throughout
the U.S. through our own distribution outlets and
those of others. By the time the floor is installed
in an American home or commercial building more than
80 percent of the installed price remains in the
United States. For instance the installed cost of our
engineered hardwood floor is at least $10 a square
foot. Of this $10 at least $8 goes into the U.S.
economy, to the landowner, to the logger, to the saw
mill worker, to the truck driver, to the sales people
and others in the distribution chain, not to mention
state, local, and Federal taxes. Less than $2 remains
in China.

My colleagues from Mannington will be
pleased to know that beginning in 2009 my partners and
I invested more than $5 million to buy and retool a
mill that was also built 100 years ago and which is
just 30 miles from where his grandfather built his
first mill. And his grandfather will be pleased to
know that as we speak we are hiring people and
bringing jobs back to the Ozarks. Because of quality

we often sell our engineered flooring at a price that
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is higher than some of our U.S. competitors who may

have cloned our product.

In addition our cost of manufacturing this

product is more than our cost of manufacturing our

solid wood flooring in Missouri. Several months ago I

received the largest order I have ever taken for Red

Oak to be made into flooring for the Chinese domestic

market, which is growing as the Chinese middle class

grows, because American hardwoods are the preferred

species of the growing middle class in China. My

vision for the future is to eventually move the

manufacturing of the saw-cut veneer layer back to my

plant in Missouri,

thus increasing capacity and

creating more jobs in an impoverished area in which

the mill is the community economic lifeline.

If my product is not viewed as a unique

product, I believe the imposition of tariffs and the

likely reprisal by the Chinese will jeopardize my

business and the American hardwood industry. On

Monday I am going to Vietnam. I do not want to go to

Vietnam, I do not want to have to go through the

process of teaching someone else how to make my

product, but I have an obligation to my U.S.

employees.

MR. PERRY: Kevin Bowen of Custom Surface.

Heritage Reporting Corporation

(202)

628-4888



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

163

MR. BOWEN: My name is Kevin Bowen, I'm
President of BR Custom Surface out of Louisiana.

We've been in the flooring business for nine years
primarily servicing the do-it-yourself or the buy-it-
yourself markets. These are typically cash and carry
or the bigger big box retailers. We provide a wide
array of hard surface flooring products. Our products
include laminates, ceramic, engineered hardwoods, and
solid hardwoods.

All of these products have features,
benefits, and prices that overlap. Accordingly
there's no simple answer to your question in the
guestionnaire regarding pricing. For example we offer
solid hardwoods, which are typically the most
expensive product within the category, at prices less
than some laminate floors. We also offer some
laminate products that are more expensive than some
engineered floors. There's just no one-size-fits-all
price for any of these products.

The consumer always dictates product price
which drives product specification. Thus the retail
buyers have to constantly be working to innovate and
develop new products for their shelves that are at
competitive pricings in order to stay in business.

Traditionally our customers were at the mercy of a
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small number of large domestic manufacturers that
controlled the U.S. market. However, these mass
producers were typically inflexible with product
selection and their prices.

They offered the same stagnant products at
rigid prices to retailers across the country
regardless of their specific needs of their individual
retailers. This inflexibility of the mass producers
actually has driven the larger retail buyers to seek
more control over the products they put on their
shelves as taste and market trends change.
Accordingly these retailers began sourcing products
through independent channels for production and new
product development.

These independent channels have allowed
retailers to develop new products to quickly react to
changing market conditions. They have more control
over their product offerings and their price points.
This has become vital for large retailers should they
want to stay in business. For example prior to the
recent market shift from the new housing construction
to a remodeling or a replacement market, we were able
to closely work with our clients to help develop new
products to meet the projected change in market

trends, thus giving them a competitive advantage when
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the market actually shifted.

Contrary to what the Petitioners would like
you to believe, Chinese production costs have steadily
risen over the years. This increase in cost is
predicated on traditional economic market drivers.

The strengthening of the Chinese currency is
undisputed. The domestic flooring market in China is
exploding, nobody disputes that. The labor rates in
China have gone up, everybody agrees. Raw material
price in China have increased.

Sourcing adhesives and finishes out of
Germany the prices have gone up. Raw material coming
out of the United States, the wood that Clyde ships
over there has gone up in price, Americans are
charging more for their products. Ocean freight's
gone up. None of this is disputed. The prices in
China have gone up and they will continue to go up for
the foreseeable future. I don't think anybody
disputes that, they're not going down, things aren't
getting cheaper in Asia.

The shift in options available to retail
buyers the last ten years have driven innovative
product design and reduced the overall retail pricing.
Today retail buyers have many options when it comes to

purchasing flooring for themselves. Further, our
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clients are not limited to domestic producers. In
addition to exotic woods not available in the U.S. the
quality of production in other countries such as China
have matched or exceeded the quality of production in
the U.S.

Given the new global paradigm our clients
now dictate products they offer and the price points
at which they sell their products to consumers.
Whether the Commission finds injury to the domestic
industry and imposed duties on Chinese imports or not,
the price points and the products demanded by our
clients and the U.S. consumers are not going to
change. The price points with respect to my clients
are fixed for the foreseeable future, at least until
the economic condition in our country improves. And
our clients will continue to seek products not offered
by the domestic producers.

Accordingly, we would find alternate sources
for our products such as Indonesia and Malaysia,
Vietnam, Brazil, et cetera, that would still meet the
price points and product demands of our clients and
the U.S. consumers. 1In fact as a direct result of
this petition my team and I intend on being on a plane
the day after Thanksgiving this year going to

Indonesia to begin sourcing.
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You know, this morning we heard a lot about
cloning. Shaw testified that they've introduced a new
HDF core product this year that's done very well for
them. They also testified that they feel they must
hurry up because their window of opportunity to make
money is very small because the Chinese importers are
going to begin knocking off our product. 1I'd like the
Commission to know that last year, last year we began
marketing and selling an HDF core product. And we do
agree with Shaw, it's done very well for us.

And since Shaw and our company have been
successful with an HDF core product, if Mannington
comes out in January of 2011 with an HDF core product,
is Mannington knocking us off or are they simply
providing a competitive product for their customer
base that's demanding a new product? I appreciate
your time and patience today and certainly look
forward to answering any of your questions.

MR. TRAIN: My name is Jonathan Train, and I
am Vice President of Swift Train Company, a flooring
distributor based out of Texas. We are a family
business of over 70 years and sell both domestic and
imported hardwood flooring products, as well as a full
range of other flooring categories. Our customers are

over 2,000 small to medium sized independent floor
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stores.

We entered the hardwood business in the
early '90s, but we started buying from the Chinese
because our existing U.S. suppliers had issues.
Through consolidation they eliminated dedicated sales
and marketing personnel for the brands we represented,
they closed factories, we could not get consistent
supply. They started to sell our exact same product
under a new brand to our competitors. One supplier
even breached our contract with them and pulled the
line from us without notice.

So contrary to what this coalition wants you
to believe, the reason we sought out imports was
everything but price. The key to any business success
is to be different and hopefully better than the
competitors. We differentiated ourselves by giving
the small retailer and their consumer more choice in
fashion, style, product design, and function.
Consumers want items in their home that add value and
are truly unique. Our mix of products help provide
what the small retailer needs to survive.

To prove this case, ten years ago we needed
6 series to reach $10 million in sales. Today we need
22. Ten years ago we sold less than 100 items in

wood, now we have over 400. These new products are
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not your grandmother's oak floor. They can be hand
stained, exotic species, hefty top veneers, or hand
crafted. But whatever the consumer chooses it meets
their individual needs.

Besides choice we offer flexibility and
consistency to the independent flooring retailer. For
samples instead of making a one-size-fits-all approach
like the large domestic manufacturer does, we can
customize marketing tools quickly and easily. It
allows the dealer to pick and choose the product that
makes sense for their particular showroom. It also
allows us to change out the product mix based on
market trends and factory capabilities.

This brings us to substitutes. The
Petitioners would have you believe that engineered
wood flooring is a separate market and this industry
is just limited to the producers of engineered wood
flooring. In fact this industry is much wider because
numerous products compete directly with wood flooring.
Engineered wood flooring is the middle segment between
solid hardwood flooring on the high side and laminate
and luxury vinyl on the low side. But there are no
clear dividing lines based on price, characteristics,
and uses.

In fact consumers look at these products as
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one category that gives them a natural wood decor in
their homes. Moreover the prices are overlapping.
The gap between wood flooring and substitute products
was huge ten years ago. Today the gap is much
smaller. Laminate flooring, luxury vinyl, ceramic
have developed technology that provides tremendous
realism. Not to mention they offer product features
and benefits wood flooring does not.

Mannington is very proud of their wood
design in laminate and luxury vinyl. Here's an
example. And we have an example for you all to look
at too. And it says on the back of this, it says
"Which wood product would you choose? With today's
technology your customers have more choice than ever
before." The look and feel of real wood is now
available in Mannington hardwood, Revolution's
laminate plank, and Adura luxury vinyl plank floors.
You tell me which is which.

The average consumer is trying to find a
wood look, and is not always concerned about that it
is actually made of wood. The average consumer
looking at this sample would not know the difference
between the types of floors. They would need to touch
and feel the sample to realize the difference. Shaw

is one of the biggest suppliers of laminate flooring
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as well. They also just announced that they are
entering into the LBP business just a month or two
ago, maybe more, I can't remember.

If you ask anyone in the industry laminate
and luxury vinyl are areas of great opportunity. It
appears that one of the biggest competitors to this
coalition's hardwood business is their own laminate
and luxury vinyl products as well as the other
substitute products. Substitute products are huge.
The Petitioners think the only stuff a consumer wants
is their design. That is far from the truth. Why
else would they be importing so many items themselves?
It is not just low price items either. Mannington
introduced Earthly Elements, according to their
website a revolutionary type of floor, made in China.
Thank you very much for your time.

MR. HAMAR: My name is Jeff Hamar. I am
President of the Gallagher Corporation, the largest
wood flooring distributor in California, Arizona, and
Nevada. Like the Petitioners we too have been injured
in the housing crisis which overwhelmed our industry.
In 2004 our company sold $35 million worth of
prefinished wood flooring. In 2009 our sales dropped
to $12 million, a 65 percent decline.

From the early 1990s until the mid 2000s we
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were Mannington's largest wood flooring distributor.
During this period we warned Mannington that to be
competitive they had to adjust to new market realities
such as focusing more on overall value and products
consumers want rather than investing in brands,
expensive marketing, and unique styling that won
awards but didn't create market demand. Mannington
missed the shift in products and changes in consumer
buying desires.

For instance Gallagher had a customer with a
flooring showroom and a robust Internet site. In 2006
they purchased nearly $1 million in Mannington
products, and we were told to stop selling to that
customer because they did not fit into Mannington's
model of doing business. Fifteen years ago a few U.S.
flooring manufacturers sold to a limited number of
distributors on an exclusive or dual distribution
arrangement, who then sold to over 15,000 independent
flooring retailers.

The emergence of Home Depot, Lowes, Lumber
Liquidators, the Internet, and retailers like Flooring
Decor opened new channels for consumers. The
Petitioners refused to sell to these new entities in
an effort to protect an old model. At the same time

consumers began to demand looks and species that were
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not produced in the United States. They also rejected
the lower quality standards and the excessive prices
of U.S. producers.

To respond to these new competitors many
better independent flooring retailers joined retail
buying groups who over time actively decreased the
role and visibility of U.S. suppliers and sought to
eliminate manufacturer brands completely from their
stores and to create their store and buying group as
the brand the consumer recognized. As in many
industries brands became less important in buying
decisions. Consumers began to consider the entire
value proposition, product quality, style and color,
warranty, and finally price.

Wood flooring like virtually all installed
building parts is easily comparable to similar
products from other manufacturers, and as a result the
importance of the manufacturer and their brand has
become almost inconsequential. As the globalization
of the flooring business became evident in the early
part of this decade when more than 15 countries began
shipping flooring to North America, U.S. manufacturers
responded in a variety of inconsistent and ineffective
ways.

The surging new home construction market
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between 2002 and 2006 when permits peaked at 2.1
million allowed U.S. suppliers to postpone important
decisions. American manufacturers tended to emphasize
residential replacement business particularly when the
demand was from do-it-yourself or buy-it-yourself
customers. With new home starts below 500,000 the
market today is largely replacement and the
Petitioners don't have significant market share in
that segment.

Many domestic flooring manufacturers were
very slow to respond to consumer demand for new looks
in wood flooring. Fifteen years ago there were only a
couple of wood species available in the United States.
Today more than 20 species from around the world are
used in flooring, yet U.S. manufacturers produce only
a few of those species in the U.S. As American
species like walnut, cherry, and hickory became
popular, U.S. manufacturers responded slowly and
priced these products at the very high end of their
product range.

My company introduced the first prefinished
hand scraped flooring on an engineered multi-ply base
15 years ago. We talked to management about the need
to introduce this product, and the eventual response

was a product that they bought from another
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manufacturer from a factory in Mexico. Anderson
cloned our products and our idea, our looks, our
styles, and our colors, and did the scraping using
prison labor in South Carolina. These products have
grown significantly in recent years.

We continued to make the product profitably
until 2007 when our new company, our temporary OWNEers
ended production. Provisional flooring models has
also changed when a decade ago when Shaw and Mohawk,
the two largest carpet manufacturers, entered the
wood, ceramic tile, and laminate flooring segments.
Their much more efficient business model put
additional pressures on traditional partnerships
between standalone manufacturers and independent
distributors selling to a very fragmented retail floor
cutting industry.

Shaw, Mohawk, and then Armstrong drove much
of the wood flooring manufacturing consolidation in
recent years. The role of the independent
manufacturers limited distributor options and forced a
reevaluation of many relationships. The impact was
reduced network within the supply chains and reduced
sales by consolidating suppliers. The demand for wood
flooring was not diminished by the consolidations

while alternative channels and suppliers filled the
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void. The financial crisis and housing crash
prevented new capacity from being established in North
America in recent years.

Some other points on Anderson and
Mannington. In 2007 Anderson was purchased by Shaw.
This was well after the new home sales began to
decline significantly and the globalization of
hardwood flooring was a reality. Anderson's strong
distribution network was not universally interested in
helping this new entity because Shaw was a major
competitor to most of Anderson's customers and
distributors. Mannington likewise has had challenges
in distributor disruption and capabilities, impacted
results in concern among many distributors about
Mannington's long term strategy drove many to diminish
emphasis on Mannington products as well.

In conclusion the losses affecting the
Petitioners are driven by the precipitous decline in
new home construction where these companies were
heavily focused, the rise in consumer demand to
purchase flooring from a channel designed to support
DIY activity, major shifts away from U.S. species to
wood species from around the globe which U.S.
manufacturers would not produce, distribution networks

that weakened in recent years, changes in the wvalue
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properties of consumers, and diminished brand
importance and business decisions made over a number
of years that have proven to be incorrect and short
sighted. Thank you very much.

MS. DEFILIPPO: Thank you, Mr. Perry. And,
Mr. Neeley, you're up.

MR. NEELEY: Okay, thanks. 1I'm Jeff Neeley
from the law firm of Barnes, Richardson, & Coleburn.
I'm here today with my colleague Steve Brophy. We're
here today on behalf of the China National Forest
Products Industry Association, and I want to at the
outset apologize that I didn't get anybody here from
the Association for this conference. The staff may
recall that the Association made really extraordinary
efforts to participate in the section 332 case, came
here, testified, which I think may be the first time
this ever happened with a Chinese company or
association. Unfortunately the visa issues of getting
the visa this quickly were a problem for them to get
here in time today so I will have to do the best that
I can.

There's a couple things I want to talk about
today. The first thing is really incomplete data. I
think everybody has kind of struggled with that today

including some acknowledgments by the domestic
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industry about that. First of all I think Mr. Levin
graciously, you know, acknowledged that we at the
Association and the Chinese industry have actually
done a really good job in getting the pretty complete
data at this point. We filed a bunch of
guestionnaires, you've seen them. I think it accounts
for the overwhelming majority of Chinese exports to
the United States.

You know, what it doesn't probably account
for, and I'll talk about this in a few minutes, is
there are other Chinese producers out there that
primarily concentrate on the home market, largely for
quality problems, they can't really sell any place
abroad. I'll get back to that in a moment. But the
reality is I think what you've got is a pretty good
representation of at least the exporters to the United
States, which is not something you always have in a
preliminary.

Incomplete data, on the other hand, really
is falling on a couple of, well primarily place, which
is the U.S. industry. We've got really poor showing
from what we've seen to date from what the U.S.
industry has put into the Commission. Really major
companies, major segments of the industry have not put

in data. I think that's telling, I mean I think it
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tells us even if they do chuck in the data at the last
minute that these folks aren't terribly interested in
this case, and they're not terribly interested in or
think that there is injury to the U.S. industry.

I think that this is important for the
Commission to take into account. I think there is a
lot, whether there's standing or not technically there
seems to be a lack of concern by a large segment of
the U.S. industry as to the supposed injury from
China. Secondly, I'd like to go back, I've
distributed to the staff and also sent around some
copies around the table for others to look at, our own
volume calculations.

And I want to emphasize the purpose of this,
I'm not trying to indicate that our numbers are the
ones that the Commission should use for the purpose of
assessing injury in this case. On the contrary I
think our numbers are, you know, pretty overstated in
terms of the amount of imports that are coming in, so
I'm not suggesting that. But what we tried to do is
something different, what we did is we took sort of
the approach that the domestic industry took in the
petition using the Catalina report and then we put it
against what the Commission, we tried to replicate

what the Commission did in the 332 report, and kind of
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put the two side by side.

And what we see is, neither of which I think
are right by the way, but what we see is the
Commission's approach gives you totally different
trends. And I think that's important because it shows
something about the quality of the Catalina report. I
think the Commission in the section 332 went to great
lengths to try to come up with good figures for that
section 332 report, and now we see this Catalina
report coming in, we see Mr. Levin admitting that he
doesn't really have a clue as to how they came up with
their methodology, nobody seems to have a clue as to
how they came up with their methodology.

And I want to go through this really briefly
because it seems to me that what it proves
fundamentally is we ought not to be using the Catalina
report, it's not worth a whole lot to us. I mean we
don't know what they did and it seems to fly in the
face of what the Commission itself did in the section
332 report. If you go to the first page after the
sort of introductory page of our slide show, and I
apologize again we kind of messed up here in terms of
we were going to put it on the slide show but it
didn't quite work.

But what we talk about i1s classification of
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wood flooring. Wood flooring historically as we all
know was classified as hardwood plywood, and then we
had new subheadings being added over time in 2007,
2008, 2009. What we need to avoid, and I think the
Catalina report failed in this regard, is to use time
series data that only uses the newly created
subheadings and not hardwood plywood subheadings, and
so we skew the earlier years. And we think that's
what's been going on here with the Catalina report.

The ITC staff, you know, in the 332 faced
this same problem. And so what we tried to do is to
go back to what the staff did originally and sort of
recreate it. We tried to replicate it, and this is on
the page called "Replication of ITC import data" for
hardwood, plywood, and wood flooring, based on the
subheading information that the Commission provided in
Table 3.3 of the section 332 report.

We excluded several of the plywood
subheadings that seemed clearly didn't apply to this
case including the coniferous wood and bamboo, as well
as the subheading for siding, moldings, et cetera,
none of which would have been used for the
classification of flooring. Then we show on the next
page of our report what we call U.S. imports of

hardwood, plywood, and wood flooring from China, and
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we do a side by side of our own sort of updated
methodologies and what we thought was what the
Commission did against, you know, what we did.

And we come pretty close. I mean we don't
hit it exactly but we come pretty close. So we think
we've come pretty close to replicating what the
Commission tried to do back in the days of the 332
report.

MR. NEELEY: And what's interesting here to
us is, you know, what happens with the trend. When we
expand the data through 2010 and try to use that
approach what we see is what we show on what we call
"U.S. Imports of Hardwood, Plywood, and Wood Flooring
from China". We show the data trends here combined,
and what we show is a drop then of volumes of 51
percent between 2006 and 2009 and a 43 percent drop
between 2007 and 2009, using that approach that the
Commission used.

Now in reality that may not be I will admit
exactly right. But what we think we do see and what
we will see is not this huge increase from 2007 to
2009 that seems to be indicated by the Catalina
report. We think there's no reason to think that that
was what was happening based on importer data, based

on questionnaire data from our clients, and based on
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any other sources. So what we see instead is that the
Chinese we believe went down in the market in 2009 as
the market declined, went down to levels that were
significantly below 2008.

But what's most important, and I think
everybody agrees on this, and I'll kind of turn to the
side, I mean I'll let you take a look at this at your
leisure because in some ways I don't want to focus too
much on it but I do think it's useful to sort of try
to replicate your earlier approach, but what we all
agree on, and I think this is the most significant
conclusion we come to, is that in the period we ought
to be looking at which is in 2010, which is present
injury in January through September of 2010, I think
we all sort of agree that there's been an upsurge of
Chinese imports from the same period in 2009.

But what's fascinating and what I think the
domestic industry realizes and has tried to avoid like
the plague is that there is no consequent showing of
causation to the injury to the U.S. industry. In fact
what we think will be shown and what seems to be shown
so far is that profitability is up, that they're doing
better in almost every way in 2010 compared to 2009.
So where's the causation? What, you know, if China is

the problem and we had a big impact you should see
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some sort of causation, you should see some sort of
effect, and we're not seeing it.

And why aren't we seeing it? It's because
of what all these guys told you today, because they're
in different segments of the market. I mean we think
that is the explanation as to why you've seen what
doesn't really as they say smell right. There's
something wrong with this picture, okay, and we think
that the Commission ought to focus heavily on that
lack of causation because we see it, we see this story
just not holding up, and frankly the tax credits story
doesn't help them.

The tax credits story in fact, I don't
understand why they keep telling this story because it
seems to me it goes in the opposite direction. The
tax credits story seems to be saying that, yeah it's
all about new housing starts. Yeah, we agree. You
know, that may be the reason for the uptick but it
doesn't really solve their causation problem at all,
in fact we think it makes their causation problem much
worse. I want to address a couple other questions.
I've got one minute? All right, well I'll do it real
fast then and hope that you ask me about the Chinese
industry and the Chinese home market because that's

what, because those are things I got prepared, all
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right.

I'd just say one other thing, that cloning,
it's a red herring, I think we all know it's a red
herring, there's no IP violations. It really doesn't
go to the issue of interchangeability at all. I'll
address that in detail if you'd like. But if they're
going into different market niches the fact that
people are copying styles just like they do in the
automobile industry, just like they do in the, you
know, the fashion industry or any other industry,
really doesn't go anywhere except as a way to sort of
pound on the table by the U.S. industry. Thanks, I
probably used my minute.

MS. DEFILIPPO: Thank you, Mr. Neeley. Do
you have anything to add in those four seconds? Thank
you to all of you for being here. And we will start
with some staff questions and I will start with Mr.
Ruggles.

MR. RUGGLES: Thank you, gentlemen. Yeah,
actually, Jeff, I'm going to probably hit you pretty
hard on this first and let everybody else go to the
others. First, let's talk about imports, okay?

MR. NEELEY: Yeah.

MR. RUGGLES: You don't like the Catalina.

Can you come up with something a little better for the
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same period? If so could you submit it?

MR. NEELEY: Well at the moment, I mean
we're going to look at what is on the record obviously
at the time we file our brief. But at the moment I
think you do have questionnaire data, I mean at the
moment I don't see anything better. We'll certainly
continue to look for it. But, you know, I think
guestionnaire data, no matter what the use frankly
it's going to, they're going to have a causation
problem, but gquestionnaire data