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PROCEEDINGS
(9:30 a.m.)

CHAIRMAN KOPLAN: Good morning. On behalf
of the United States International Trade Commission I
welcome you to this hearing on Investigation No.
731-TA-1091 (Final) involving Artists' Canvas From
China.

The purpose of this investigation is to
determine whether an industry in the United States is
materially injured or threatened with material injury
or the establishment of an industry in the United
States is materially retarded by reason of less than
fair value imports of subject merchandise.

Schedules setting forth the presentation of
this hearing, notice of investigation and transcript
order forms are available at the Secretary's desk.

All prepared testimony should be given to the
Secretary. Do not place testimony directly on the
public distribution table.

As all written material will be entered in
full into the record it need not be read to us at this
time. All witnesses must be sworn in by the Secretary
before presenting testimony. I understand the parties
are aware of the time allocations. Any gquestions

regarding the time allocations should be directed to
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the Secretary.

Finally, if you will be submitting documents
that contain information you wish classified as
business confidential your requests should comply with
Commission Rule 201.6.

Mr. Secretary, are there any preliminary
matters?

MR. BISHOP: No, Mr. Chairman.

CHAIRMAN KOPLAN: Very well. Let us proceed
with the opening remarks.

MR. BISHOP: Opening remarks on behalf of
Petitioner will be by George Thompson, Neville
Peterson.

CHAIRMAN KOPLAN: Good morning, Mr.
Thompson.

MR. THOMPSON: Good morning, Mr. Chairman
and members of the Commission. I'm George Thompson
from the law firm Neville Peterson, LLP, appearing on
behalf of Petitioner, Tara Materials, Inc.

As you know, the antidumping statute directs
the Commission to evaluate a number of factors in
determining whether subject imports are a cause of
material injury to a domestic industry. These factors
include import volume and increases in that volume,

the market share held by imports and whether that

Heritage Reporting Corporation
(202) 628-4888



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

share has increased at the expense of the domestic
industry's share, whether imports undersell the
domestic like product and other price effects and
whether imports have had an adverse effect on the
domestic industry's financial condition.

Tara believes that the facts of record
demonstrate that each of these statutory factors has
been met and that the evidence is overwhelmingly in
support of finding that the domestic artists' canvas
industry is materially injured by reason of the
subject imports from China.

First, import volume has increased more than
ninefold over the period of investigation from 2002
through 2005. The increase in import value was even
greater.

Second, imports' share of the domestic
market expanded multiple times in the past four years.
Although the percentage increase is business
proprietary information, suffice it to say that
imports' presence in the United States market started
from next to nothing to the point where they have
taken significant market share.

This trend occurred across the entire
industry, but was particularly acute in the finished

artists' canvas sector where subject imports now
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dominate. That increase came at the expense of the
domestic industry, which lost market share in almost
identical proportion to the imports' increase.

Next, imports have an extreme price
advantage, which has been the reason for their vast
increase in volume and market share. The Commission's
price data demonstrate that there has been massive,
consistent underselling of the domestic like product
by the subject imports. This underselling is found in
all channels of distribution that the Commission has
examined.

The purchasers' questionnaire responses
similarly attest to the imports' price advantage.
These data confirm what Tara has reported anecdotally;
that imports have a huge price advantage which has
resulted in lost sales and lost customers and lost
production to the domestic industry.

Additionally, the imports' price advantage
effectively prevents companies like Tara from
increasing prices to cover their own raw material cost
increases. This cost/price squeeze is illustrated in
the Commission's cost of goods sold data.

Tara faces the impossible situation of
either selling at a price that does not allow it to

recover its costs, much less make a profit, or raising
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10
prices and losing market share.

The imports' price advantage and growth in
market share has had the predictable consequence. The
domestic industry's financial performance has suffered
greatly in the past four years. Moreover, Tara moved
a substantial portion of its production facilities to
Mexico in an attempt to lower its costs and thereby
narrow the imports' price advantage.

Faced with these compelling trends pointing
towards an affirmative determination, Respondents have
opted for a series of alternative causation theories.
They have made claims about Tara's motivation in
moving production capacity to Mexico, about Tara's
guality and about Tara's responsiveness to customers.

Tara's witnesses will address each of these
claims and demonstrate that they are mere smokescreens
to hide the price-based rationale for buying imported
Chinese canvas. In addition, we will hear from Mr.
Kurt Rathslag, co-president of Duro, another domestic
producer, who will confirm the injurious effects of
subject imports on his company. We also will hear
from Mr. Bill Cicherski, an independent retailer, who
will discuss both Tara's quality and responsiveness.

This testimony will buttress what is already

apparent from the administrative record in the case
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thus far that subject imports are materially injuring
the U.S. artists' canvas industry.

Thank you.

CHATRMAN KOPLAN: Thank you.

Mr. Secretary?

MR. BISHOP: Opening remarks on behalf of
Respondents will be by Philip Gallas, Sonnenschein
Nath & Rosenthal.

CHAIRMAN KOPLAN: Good morning. Your
microphone? Now it's on.

MR. GALLAS: Thank you.

CHAIRMAN KOPLAN: Sure.

MR. GALLAS: Good morning, Chairman Koplan
and members of the Commission. I am Phil Gallas, a
partner with Sonnenschein Nath & Rosenthal. I am here
today representing 10 of the largest importers and
retailers of artists' canvas in the United States and
two Chinese producers, all of whom oppose the
imposition of antidumping duties.

In order to master the challenges and
opportunities of the marketplace, retail merchants are
schooled in the four Ps -- product, price, promotion
and presentation. When you view the distributed
chart, the parties' respective views of the four Ps

sharply differ.
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Tara's view of the market shaped their
strategic decisions and the way in which they
interacted with their customers, which include my
clients who can speak to how their views differ.

As for product, Tara views artists' canvas
as a commodity. It is a static view of the market.
Respondents' view of the product is as a lifestyle
consumable to spark creativity in customers.

As for price, Tara sees price as a zero sum
competition, while Respondents recognize the
importance of offering value, pricing accordingly
given the features and benefits of the product.

As for promotion, Tara relies on repetitive
seasonal allowances, which are strictly price
discounts, while Respondents create themed events to
generate interest and grow the market.

As for presentation, Tara views that as
irrelevant. They focus primarily on moving their
output to customers rather than generating sales.
Respondents, on the other hand, know that their
innovative presentation drives growth and inspires the
impulse buyer.

Please keep in mind this chart as you listen
to testimony of Petitioner and Respondents. I think

you will find that Respondents' view of the market is
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13
the most accurate.

This case is also about Tara shifting its
U.S. production to Mexico. The timing of the shift
and the economics of producing in the United States or
Mexico should make the Commission look closely at
Tara's assertion that import competition from China
was the only reason for this shift.

Finally, this case is about the three Ws
relating to producers of artists' canvas other than
stretch canvas, in particular digital canvas -- who,
where and what.

Who are they? An identification of U.S.
producers that comprise the U.S. industry is normally
contained in the petition. However, in this
investigation this was not done, and Respondents had
to identify through our review of public information
other potential U.S. producers.

Where is the data? There remains
significant gaps in your record with regard to data
from U.S. producers. Your staff has had to scramble
to obtain information from a large number of U.S.
producers omitted from the petition.

What are the implications? These data gaps
affect the reliability of the data you have collected

from U.S. producers as representative of the condition
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14
of the industry as a whole.

Tara's defense is an unsubstantiated
assertion that producers of digital print canvas are
not part of the U.S. industry, but your record
demonstrates otherwise.

Thank you.

CHAIRMAN KOPLAN: Thank you.

Mr. Secretary?

MR. BISHOP: Would those in support of the
imposition of antidumping duties please come forward
and be seated?

Mr. Chairman, all witnesses have been sworn.

(Witnesses sworn.)

CHATIRMAN KOPLAN: Thank you.

(Pause.)

CHATRMAN KOPLAN: You may proceed, Mr.
Thompson.

MR. THOMPSON: Thank you, Mr. Chairman. I
am going to ask Tara's witnesses to begin their
presentation starting with Mr. Pete Delin.

MR. DELIN: Good morning and thank you for
the opportunity to present our case to you. We
appreciate it.

My name is Pete Delin. I am the vice

president of marketing for Tara Materials. I have
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been with Tara for 10 years. I have been in the
industry for over 20 years.

Last April, when I first appeared before the
ITC, I mentioned that it seemed like every day there
was another news report about job losses to China, so
it was no surprise that on Friday before this meeting
the headline in the business section of The Atlanta
Constitution read "Georgia To Lose 1,300 Textile
Jobs."

This referred to a factory just north of
Tara. The reason was of course China, and the theme
of the article was the devastation that this plant
closing would cause to the community, to the economy
and the families. I kind of know how that feels, and
I think that it is realistic to believe that a similar
headline could someday refer to Tara if dumping of
artists' canvas is allowed to continue.

The Fredrix brand made by Tara Materials has
been in existence since 1868. It was a true power
brand, perhaps the world's number one brand of
artists' canvas and carried by virtually every dealer
in America. We are known most for quality, for
innovation, for the breadth of our product line and
for servicing the needs of the artist all the way from

the beginning to the professional.
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Things began to change in 2001 when one big
box retailer decided to drop the Fredrix line to go to
China for its artists' canvas. This national chain
clearly stated at that time that it was about price.

The large wholesaler which distributed
Fredrix artists' canvas to this retailer at the time
followed suit and also began purchasing artists'
canvas in China. Then another and another and another
retailer joined that frenzy.

There was only one reason, and that reason
was price. It wasn't about quality. It wasn't about
service. It wasn't about the breadth of our line. It
was about one thing. Price. Gaining a competitive
edge through price. That price was the issue was
clearly stated by importers to Tara time and time
again. Sometimes it was documented in writing. The
floodgates were open, and now Tara is in a fight for
its survival.

The Respondents may lead you to believe that
the U.S. market was stagnant prior to the entry of
Chinese-made canvas and/or that Tara said that. That
is not the case. In fact, between 1990 and 2000 our
sales increased by over 60 percent, and the years
directly leading up to the entry of Chinese canvas

were some of the best growth and profit years in our
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history.

At first importers focused on the best
selling sizes of prestretched canvas such as 1620s and
1824s. The quality of Chinese canvas was questionable
in the beginning, but retailers were initially
targeting the low end of the market so a compromise on
quality was acceptable. 1In addition, the price was
right and quality we knew would eventually begin to
improve.

The importation of cheap canvas from China
began to accelerate at alarming rates, and by 2003
every significant arts and crafts mega retailer and
distributor in the U.S. had a Chinese import program
for artists' canvas.

The China price, one of the scariest words
any U.S. manufacturer will ever hear, was music to the
ears of the retailer. Lower costs from China meant
substantially higher margins for them, and all it took
was an order for as little as $25,000, just one
container full. Even if the price wasn't right, the
Chinese manufacturers seemed anxious to adjust the
price downward until it was.

Importers started importing in a limited
range of products, but they began to expand quickly

into more sizes and styles, including panels and pads
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and then rolls. The agenda was clear. The pace of
the penetration was staggering, and there was no end
in sight. The China price was often below Tara's cost
for materials alone.

Fortunately for Tara, our innovative
printable canvas, a category that we pioneered,
remained relatively unscathed through 2004, but it
would have been dangerously naive for us to think that
it would not become a target as well, and we knew that
that would happen sooner than later.

In 2005, we have documented evidence that
the process had in fact begun. We estimate that over
$300,000 to $500,000 of printable canvas sales were
lost to Chinese products. That may not sound like
much, but it's a lot for a small, family-owned
company, and that's what some said about the finished
canvas category when that first big box retailer
referred to previously took that first bold step in
2001 to cut out Fredrix and source from China.

That was the first step that led to annual
sales losses of $14 million to $16 million at Tara
alone. That's a lot of business for any small
company, and our profits have plummeted as a result.

But, that's not even the scariest part.

Through smart management and innovation we could
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restructure, we could re-engineer and we could
eventually replace that business and have replaced a
lot of it, but the China price was so low that it
became clear that the loss of business to date was
only the beginning.

There has been other fallout as well. There
were the erosive effects of downward pricing pressure.
Tara had to deal with cost increases in raw materials
and labor and face the choice of either increasing
prices and losing more customers or selling at prices
that would not cover our cost, so in spite of cost
reduction programs, our margins have also plummeted.

With a loss of business we were forced to
spread overhead over lower sales, and our profit
problems were compounded. We have now lost over 100
jobs in Lawrenceville, Georgia. We shut down our
stretcher strip plant in California, 40 more jobs
lost. We laid off an additional 15 workers just two
weeks ago with more to come in the near future. Our
canvas panel department, which is nearly fully
automated, stands over 50 percent idle.

We have made substantial investments in
automation, knowing full well that without duties to
offset the Chinese dumping even automation won't be

enough to get us near the China price.
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Salaries are stagnant. Bonuses have been
slashed. It is becoming more and more difficult to
attract good people. Our bank rating has been
lowered, and Tara has to bear the brunt of the legal
fees on behalf of the domestic industry while those
opposing us have sales in the billions of dollars and
have the luxury of splitting that cost.

In spite of Tara's passionate desire to
survive and to flourish, in spite of our efforts to
reduce cost, to innovate, to consolidate and in spite
of the power of the Fredrix brand, our survival is now
in doubt. The survival of the industry is in doubt as
well because without antidumping duties to offset the
Chinese exporters' pricing the U.S. artists' canvas
industry may not survive.

Addressing these and other issues in more
detail is Ron Freeman.

MR. FREEMAN: Good morning, ladies and
gentlemen. My name is Ron Freeman. I'm vice
president of manufacturing for Tara Materials. I've
been employed by Tara since August of 2000.

The last three years at Tara have been a
time of significant change. The most crucial of these
changes was our first and then subsequent reduction in

workforce. This reduction in workforce occurred due
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to the influx of low-priced Chinese canvas into the
U.S. market.

It's my intention to address the gquestion of
why and when Tara moved stretched canvas product to
Mexico. Some history. On September 6, 1990, Tara
purchased Hy-Jo Picture Frames with a manufacturing
facility in Tiajuana, Mexico, and a small warehouse
and office facility in San Diego, California, with the
intention of integrating their ready-made wooden
picture frames into our product offering and
establishing a west coast distribution center.

At that time, canvas production represented
five percent of the Mexican factory, so production was
not the object of our acquisition. In an effort to
effectively compete with a west coast canvas
manufacturer, we began making Creative Edge artists'
canvas in our Mexican facility in 1997. This product
line was never made in the U.S. and was always labeled
and reported as Mexican production.

Creative Edge 1is an artists' canvas attached
to a wood frame utilizing a vinyl spline. Following
the developing of Creative Edge, we were approached by
Aaron Brothers and The Arts Store for private label
spline canvas.

Considering that Aaron Brothers'
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distribution center was located in southern California
and that we did not produce spline canvas in Georgia,
production of these two product lines was always
labeled and reported as made in Mexico. These product
lines continued to grow until the loss of the Aaron
Brothers business to low-cost Chinese product in 2003.

In March of 2003, after several of our large
private label accounts began to purchase low-cost
product from China, I made a presentation to Tara's
senior management team outlining our difficulty
competing with low-priced Chinese product in the area
of assembled canvas products in the U.S.

We had explored multiple possibilities of
greater automation and cost reduction, but were still
unable to reduce costs to compete with the cheap
Chinese product. It was obvious that labor costs in
China are substantially lower than those in the
domestic industry.

Tara's labor costs range from eight to 34
percent of the total cost of artists' canvas products.
If you completely remove all labor costs you will
still find it possible to purchase a cheaper finished
product in China.

My opinion was that our only viable option

was to move a significant volume of our stretched
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canvas operation in Georgia to our Mexico facility to
reduce labor costs as much as possible. This decision
was made with much trepidation and anxiety due to the
impact it was going to have on a significant number of
our associates and their families.

I am amazed that the Respondents have
characterized our decision to move the production
operations to Mexico as being unrelated to Chinese
competition because we made the decision before the
full onslaught of the imports hit or that we would
have made the move anyway for cost reasons.

I can tell you, because I was there, that
the decision to move was precisely because of China.
Even in 2003, the Chinese canvas was so cheap and so
many of our customers moved to buy it so quickly that
we knew we had to cut our costs as quickly as possible
to have any chance of competing. In late April 2003,
we began the process of moving 75 jobs from our
stretched canvas department from Georgia to Mexico.
This was completed in September 2003.

In November 2003 we made a determination
that we needed to close our Cottonwood, California,
stretcher strip facility due to continued growth of
low-cost Chinese product. The facility was closed

April 2004. All 40 associates lost their jobs. The
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majority of the production was moved to Mexico with
the remainder being consolidated into the Georgia
operation.

The loss of assembled canvas products
continued through 2005 and into 2006. Due to the loss
of over 50 percent of our panel business in the second
half of 2005, we reduced 30 more associates over a 120
day period.

If this trend continues it will be necessary
to reduce another 20 associates over the next few
months. This may not seem to be earth-shattering
numbers from a global view, but it is devastating to
the loyal associates that are affected. Although I
believe we have dedicated, loyal employees, each of
these reductions has impacted morale.

Tara has invested over $5 million in new
machinery, equipment and technology over the past
three years in an effort to improve productivity and
delivery. Even with this level of investment, we find
many times the comparable Chinese product is being
sold at or below our material cost.

Unless antidumping duties are imposed I am
convinced the loss of business will continue at an
escalated pace. All we ask is the opportunity to

compete fairly without the price handicap that huge
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dumping margins give the Chinese.

Thank you.

MR. THOMPSON: Paul Straquadine?

MR. STRAQUADINE: Good morning. My name is
Paul Straquadine. TI've been employed with Tara
Materials for five years. I am the vice president of
sales, the sales guy.

My previous experience includes seven years
of art materials retailing on the west coast. I paint
occasionally as a hobby. My wife paints
professionally.

My goal is to share some information with
you about lost business, pricing and pricing issues
and the scope of this petition.

A year ago I started my testimony by saying
hello to some of my biggest customers that were seated
behind me in this very room. I say that again. Of
the 12 Respondents, two being Chinese manufacturers,
of the 10 remaining eight of them are members or
former members of Tara's elite top 10 customer list.

The amazing thing about this coalition
opposing this petition is that they are normally
staunch competitors. They fight tooth and nail for
customers, for sales and for market share, and that's

on a day-in and day-out basis.
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They come together in this case to try and
suppress the domestic artists' canvas industry because
they got used to getting something for nearly nothing.
It's pretty simple when you come down to it
mathematically. Let's say a piece of canvas was
purchased by a U.S. distributor for $4 a piece. They
then resold it for $5, maybe $6, and the retailer sold
it for $9, maybe $10 to the consumer.

Well, suddenly that same piece of canvas is
available for $1. That's then resold for $2 to the
retailer, in essence doubling the distributor's gross
profit margin. The retailer then sells it for $6, in
essence doubling their gross profit margin, and it
looks like everybody is making a lot more money.

Who cares if it took unfair trade to get
these prices, and so what if it costs a few hundred
U.S. jobs? Well, we care.

You add to that that some importers then
employ an innovative, advanced and strategic marketing
program where they take the Chinese product, the
Chinese canvas, and they mark the retail suggested
price, the suggested retail price, 10 to 25 percent
higher than U.S. domestic artists' canvas. They can
then offer tremendous discounts to the retailer,

offers of 70 percent or more off of suggested list

Heritage Reporting Corporation
(202) 628-4888



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

27

price.

The retailer, with this higher inflated
suggested list, can then offer discounts of 40 or 50
percent off every day. Every day Chinese canvas is in
sale in stores. That is the marketing strategy.

Everyone will report that they're selling
canvas at better profit margins, and their
shareholders are happy about that. How do they make
more money? It's simple. The canvas is inexpensive.
They can afford to promote it more often. They can
offer every day sale pricing.

Instead of stores carrying 100 or 200 pieces
of canvas, they can suddenly stack it high and watch
it fly. Large stacks throughout the store and always
sale pricing, sale pricing that helps motivate sales.

The Commerce Department announced just last
week that dumping margins ranged from 77 percent to
264 percent. When you can buy product from China for
less than half of what it costs a domestic or U.S.
producer to manufacture it, something is wrong.

We're really just in it to survive. We
don't wish ill on anyone, certainly not Chinese people
or Chinese manufacturers or our top 10 customers.
We're only asking for an opportunity to compete, win

or lose, without unfair trade practices.
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As we have argued, we believe that all
artists' canvas constitutes one like product under the
Commission's criteria. That does not mean that
artists' canvas is a commodity. It means that it all
falls under one like product.

Scope. Artists' canvas is really a unique
product. Blank canvas represents unknown and untapped
creativity. Regardless of how it gets finished, it's
the absolute building block to graphic expression.

Physically artists' canvas has a rather
narrow definition and application spectrum. In
essence, it i1s a woven fabric primed or gessoed to
accept paints and/or inks. You can't bake a cake with
it, and you can't build a house with it. It gets
painted or printed on and transformed from artists'
canvas into simply art.

While originally artists' canvas was mostly
woven linen, today it can range from cotton to
polyesters to muslins to jute. The unique
modification to these fabrics lies in the artists'
coating or the gesso. Once the gesso is applied, that
fabric will now find its final home in some capacity
as artists' canvas.

No matter what you put on it, it turns into

art. You can apply oil paints, acrylic paints, alcid
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paints, tempera paints, watercolor paints, collage,
scrapbooking or inks and pigments that are used in
graphic reproduction. The common thread to each of
these, and they are all quite different disciplines,
is the substrate, the artists' canvas in various
styles, forms, fabrics and formats.

Bulk artists' canvas can be converted into
multiple shapes, styles and physical applications.
They are:

Stretched applications. This represents
artists' coated fabric wrapped over wooden stretcher
bars. It is by far and away the most common and best
selling category.

Canvas panels. This is artists' canvas that
is adhered to a chipboard or recycled cardboard panel,
and it's most commonly considered a student grade.

Archival boards. This is artists' canvas
that's adhered to non-warping archival hardboard, more
of a professional grade.

Canvas pads. These are sheets of artists'
canvas bound into a tablet similar to writing pads,
and again it's commonly used by students.

Canvas rolls. These are sold in a multiple
of styles, widths and lengths, and it can be later

stretched by the artist onto stretcher bars or mounted
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onto hardboards.

And finally, print canvas. This is artists'
canvas that is intended for art reproduction. It's
critical to recognize that in order to manufacture
print canvas the exact same fabric, gesso and
manufacturing process is employed.

Artists or publishers who wish to reproduce
their art in the most authentic facsimile want to use
print canvas because it looks the most authentic.
While some print canvas receives an inkjet receptive
topcoat, this final addition falls squarely on top of
a traditionally manufactured artists' canvas.

Print canvas is really the final frontier in
artists' canvas. While Chinese imports are only
starting to filter into this market, the signs are
abundantly clear that this too will suffer the
onslaught. More and more OEM accounts and national
distributors are testing and purchasing the dumped
product. Price will devour this arena in less than 18
months.

Tara replaced major losses of stretched
artists' canvas with our print canvas over the past
seven years. We pioneered a new growth market and now
stand to lose it all at the hands of the world's best

copy-catters. We have invested and worked hard to
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grow this business. Without it we probably wouldn't
have made it this far. We would have been another
casualty industry at the expense of unfair trade
activity.

The threat of dumping in this industry is
abundantly real and is happening as we speak. The
Respondents have accused us of failing to report
manufacturers of artists' canvas from this fast-
growing category, companies who simply repackage or
apply a clear inkjet coating to previously
manufactured artists' canvas.

We believe they do not qualify as artists'
canvas manufacturers. This would clearly be double
counting the same square meter of artists' canvas.
Some of these mere finishers simply resell the canvas
under their own name with little or no value added.

The Respondents in their public brief
repeatedly refer to Tara and the domestic industry's
inability to provide product at the price/value
combination that allows them to execute their retail
strategies. What they mean by price/value combination
is product, artists' canvas, at cheaper prices.

Tara's inability is not the result of
unwillingness to provide product at these prices, but

it's our recognition of the economic impossibility of
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doing so. This petition was initiated by this
realization that it is not possible for a company,
regardless of the prevailing wage rate in their
economy, to produce product at these prices. It's
dumping.

At the preliminary conference our primary
quality detractor was Utrecht Art stores. They claim
that their 25-year business venture with Tara was rife
with quality issues. Utrecht was visited five times
by Tara employees over the final six months of the
sales process. This included our quality improvement
manager, several trips by our director of national
accounts, our president and CEO and myself. Efforts
were sincerely made to save this longstanding
relationship.

The majority of their complaints were
isolated primarily to stretched linen. When Utrecht
ended their supply relationship with Tara, they went
from 95 percent domestic artists' canvas supply to
less than 30 percent domestic. Prior to losing the
business several price reductions and credits were
extended to Utrecht.

What they didn't mention is that Tara
replaced or refunded every piece of canvas that

Utrecht ever questioned. There's no doubt that
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Utrecht's quality standards seemed to have increased
unreasonably.

Conversely, Utrecht was not willing to
sacrifice quality with nearly empty shelves while they
waited several months for their Chinese supplier to
complete their orders. Quality and delivery were not
major factors until something new came into play, and
that was price. The primary reason that a 25-year
long business relationship ended was pricing.

Some of the Respondents will also say that
Tara is not innovative. Tara continues to push the
market with new products and innovations. Fredrix's
watercolor canvas received the Product of the Year
award from CNA magazine last year. Fredrix's
watercolor canvas is so innovative that it has a
patent pending.

Fredrix's archival canvas boards are the
first archival canvas board offering available to
artists in cotton, acrylic primed Belgian linen and
0oil primed Belgian linen.

Fredrix was the first U.S. manufacturer to
offer a wide wvariety of textures on the market.
Fredrix was the first U.S. manufacturer to offer a
tongue-and-groove stretcher bar. Fredrix was the

first canvas manufacturer to combine polyester and

Heritage Reporting Corporation
(202) 628-4888



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

34
cotton fibers in our poly-flax artists' canvas.

Fredrix is the first canvas manufacturer to
offer a brand new product soon to be available called
So-Paintable. It's the arts and crafts industry's
first indoor/outdoor, sewable, paintable, printable
fabric. Sorry. I'm a sales guy.

Where are the innovations from China? They
offer a few sizes of stretched canvas that we do not.
A few additional sizes is far from markedly
innovative. They have copied our labels. They have
copied our product offering.

I submit a sample of the Fredrix canvas pad
known to the industry for over 20 years and a
competitive similar, similar label. Knock-offs were
just the beginning. They have also copied our product
offering, our marketing and our quality.

Tara had an integral position in the
development of print canvas and maintained a dominant
role in supply and advancement in this area. Tara has
been around since 1966, and Fredrix's artists' canvas
has been manufactured since 1868. You don't make it
that long by not being innovative and good business
people. You survive by making excellent products and
maintaining good business relationships.

So what could shake up an industry like
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ours? One thing. Price. Obscene prices. Prices
that can end 30-year relationships. It's not just a
nickel and it's not just a quarter. It's prices of 20

to 70 percent lower.

In the purchasers' questionnaire, 17 of 20
Respondents said that lower prices were available from
China, and 22 out of 27 said that price was very
important in their purchasing decision.

Consider this for a moment. Nearly every
member of the Respondents used to purchase their own
canvas from Tara. Nine out of 10 of the domestic
companies -- Michael's Arts & Crafts, Hobby Lobby,
A.C. Moore, Sbars, Windsor & Newton, Aaron Brothers,
Jerry's Artarama, Utrecht and Dick Blick. Every one
of these accounts purchased private label their house
brand artists' canvas from Tara prior to Chinese
dumping.

What changed? Was it quality? Was it terms
of sale? Was it service? No. In every case when
we've lost business to Chinese canvas it's been based
on one thing, and that's price. With each loss of
business, Tara has quoted lower prices in hopes of
saving the business, offers of substantially lower
prices up to 20 percent that in every case were

described as not enough. The difference was just too
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dramatic.

On August 27, 2003, Tara met face-to-face
with Aaron Brothers' Vice President of Purchasing,
Catherine Henkins. Tara had been asked to requote
their private label due to their recent quotes and
samples from China. In fact, Catherine asked Tara to
test the Chinese canvas to compare it to what she had
been purchasing.

Although we demonstrated a better quality
was offered by her existing supplier and offered lower
prices, we were told that that price roll-back was not
enough. The price difference was too dramatic. She
explained that that pricing from China was still much
lower than U.S. supplies.

I have been told by buyer after buyer that
prices from China were just too attractive. One buyer
claimed that he was able to promote and sell his brand
from China at a retail price that was 15 percent lower
than he had paid for it previously from a domestic
supplier, so he was now retailing it cheaper than he
had ever paid for it previously.

When I asked him the question how did he do
this, he said simple, dude. 1It's called dumping.

I've submitted samples in my preliminary hearing

brief, and this continues to take place and can be
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supported as requested.

Think about it. Raw materials -- canvas,
wood, chemicals and package -- cost more than what the
finished product can be purchased for from China. Raw
materials alone cost more than what it's being sold
for. This does nothing to take into account labor,
overhead or a fair profit.

Who could blame the Respondents for buying
product at these levels? In an extremely competitive
industry, all it takes is one big supplier, one big
box or one big supplier, to offer prices that are far
below anyone else to upset the markets.

This is a sale that took place last month in
Dick Blick stores offering 70 percent off retail
prices to consumers for artists' canvas when they
purchased a mere 20 pieces or more. For 10 pieces or
more they can get 60 percent off retail.

These are discounts that are available to
the public. Any one of these buyers would have a lot
of explaining to do to their bosses, shareholders and
customers i1f they don't have a way to combat pricing
like that. One customer walks in with a competitor's
ad and says how can they sell it this cheap, and
suddenly people are slashing prices, so it is

understandable to some extent.
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Domestic manufacturers all pay taxes. We
abide by workers' compensation laws. We provide
benefits and maintain OSHA approved safe work
environments. We receive no free raw materials or
unfair trade incentives. While we would never try to
impose these things on foreign producers, we can force
them to comply with fair trade laws and not dump
product in our nation.

The consequence of this behavior is that the
domestic industry producing artists' canvas has been
materially injured by the Chinese imports and is
threatened with such injury in the future.

Thank you. I'd like to introduce Michael
Benator, the president and CEO of our company.

MR. THOMPSON: Actually, the next witness is
Mr. Kurt Rathslag from Duro Industries.

MR. RATHSLAG: Good morning. My name is
Kurt Rathslag. I am the co-president of Duro Art
Industries. We are manufacturers of the Lions brand
of artists' canvas. We manufacture in our production
facilities in the Chicago area.

I come before you this morning to lend
support --

CHAIRMAN KOPLAN: Could you just move that

microphone closer to you?
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MR. RATHSLAG: I come before you this
morning to lend support to the petition filed on
behalf of the U.S. canvas manufacturing industry.

The last three years, my company has faced
incredible price competition from Chinese
manufacturers. We have lost customers, both large and
small, to the Chinese suppliers. These customers were
happy with the quality, delivery and variety of our
products, but they switched to the Chinese imports
because costs were significantly lower than ours. It
was nearly impossible to compete. Our canvas business
was being eaten away with every customer that I lost.

The Chinese imports have frozen our ability
to compete in the canvas market. As a result, we
stopped developing new products and concentrated only
on survival. Duro Art is a very lean manufacturing
company, but no amount of cost cutting could lower my
costs to the levels of what the Chinese manufacturers
were willing to sell my customers.

If the Chinese dumping is allowed to
continue, the negative effects to my company and my
employees would be significant. I ask that you rule
in favor of the petition.

Thank you very much for your kind attention.

I turn it over to Bill Cicherski now.
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MR. CICHERSKI: Good morning. As a matter
of record, one of the first things I'd like to do is
to identify Asel Art is spelled A-S-E-L and not
A-Z-E-L.

I represent a company that's been in
business for 55 years. I have owned the business
since 1973, and we currently have 10 stores in the
Texas area. Nine of those stores as strictly art
materials stores, and one is a university book store.

The employees of our company are also the
shareholders of our company through an ESOP plan that
we've had established for over 20 years.
Consequently, our management has been with us for
guite a while. Currently of our 16 active managers,
they have an employment history at Asel that averages
24 years so we have a dedicated group of core
employees in our business.

These 55 years that we have been in business
we also have been buying from Tara/Fredrix, a very
good resource and continues to be our principal
resource in the canvas area.

Why do we do business with Tara? It's a
long-established company with a good history. Asel,
being 55 years old, has been doing business with Tara

as a means of maintaining a strong relationship with

Heritage Reporting Corporation
(202) 628-4888



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

41
all of our vendors. It has the most complete line
available in the canvas area. Its experience
translates to new ideas, new products.

We constantly feel that their knowledge of
the industry lends to this ability to create and not
have me too and knock-off products. They have a
timeliness in their delivery. Yes, we've had
experiences with quality control and delivery, but I
would suggest that any company that's been in business
for any period of time always will have some issues to
distort their delivery or distort their quality of
whatever their product might be.

In any event, what we have found is that
Tara responds to what the issues might be, whether it
be quality or whether it be delivery or whatever the
issue is. We know who the management of Tara is. We
can pick up the phone and talk to them and get the
matter resolved usually satisfactory to our own
requirements.

Tara also offers us promotions that we are
able to expect each year so that we can pass on
whatever savings that we gather from Tara to our
consumer.

What we feel is that the canvas meets the

various demands for the general public. We too buy
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some imported canvas, but that usually is because the
teacher prescribes that particular product, and,
wanting to satisfy all of our customers, we buy what
products are necessary to satisfy our customers, as
well as certain school bids may require products by a
brand identification, which we try to go ahead and
promote and bid on those particular products, so yes,
we do buy a small amount of imported canvas.

Why do we not buy canvas from China? We
find that it's usually not a complete line. The
representatives that come into our store to sell that
particular product line usually dwell on one area, and
that's price. They don't address the area of quality.
They don't address the area of timeliness. They don't
address the area of the completeness of the line.

They don't address the area of the poor
coding on the canvas or the poor wood stretcher strips
on the canvas or even the stapling, the manner that
the canvas is adhered to the wood. They don't address
the timeliness of their deliveries.

There are no promotions that we can have
that we would be able to pass onto our customers, plus
we don't know who the manufacturers area. We're
dealing with domestic representatives who don't have

control of production, who don't have control of any
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of these other ideas that we have just talked about.

Asel Art Supply in the Dallas area alone has
66 competitors, mainly those represented by the people
today in the Respondents' area. They're good
competitors. We feel that they offer various products
in the craft and hobby and art industry, but we feel
that our own particular business fits a different
niche, and that niche would be artists.

We always subscribe to the fact that we want
Asel, who is a good company, we want Asel to be a
better company, and we don't feel that we can be a
better company by selling an inferior product.

That pretty well concludes my comments on
the whole area. I just simply wanted to identify one
lasting memory. We want a company to survive here.

We don't want to see this company pass away like a lot
of domestic companies have because of competition.

We don't want to see a company that only
provides us with me toos and knock-offs. We want to
see a company that will continue to present to the
industry a good quality product that most people in
the arts area want.

Thank you very much.

MR. I. BENATOR: Good morning. My name is

Michael Benator, and I am CEO and co-owner of Tara
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Materials. Thank you for this opportunity to hear our
final remarks regarding our antidumping petition.

I too would like to thank the entire
International Trade Commission staff in researching
and pursuing all of the complex matters that apply to
this petition.

The U.S. artists' canvas industry is not a
large industry. Tara Materials is the market leader.
Our sales of artists' canvas to U.S. customers at its
highest point was less than $50 million, but, as with
many other dumping Petitioners, this issue is very
important to all U.S. manufacturers and to all of our
valued U.S. employees.

Despite the small size of our industry, we
greatly appreciate the attention and effort that each
of your investigators, auditors and legal experts has
spent to fully understand this antidumping petition.

Many of the Respondents will argue today
that the artists' canvas imports from the People's
Republic of China have filled a void in the U.S.
artists' canvas industry due to capacity limitations,
quality problems and lack of product innovation; that
the U.S. artists' canvas manufacturers are as strong
and healthy as they were since China began their

sizeable exports into the United States in 2002. This
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is far from the truth.

The amount of U.S. artists' canvas being
sold in 2005 by major retailers and distributors has
been drastically reduced versus 2002. I believe this
should be firmly supported by the U.S. producer
guestionnaires submitted to you.

In 2001, I believe there were eight U.S.
manufacturers of assembled artists' canvas. Today, I
estimate that there are only five and that all of us
are struggling with reduced margins and reduced bottom
line profits.

As to the producers of bulk artists' canvas,
I am aware of only five, the same number since 2001,
and, yes, some are stronger today than in 2001 due to
the growth of the print canvas digital reproduction
market, but if this petition is not awarded they too
will be seriously injured.

I can only verify that in visiting many
retail art stores and major internet mail order
businesses the amount of shelf space for U.S. artists'
canvas products has been drastically replaced with
Chinese artists' canvas. There is no mention of
superior quality or new product innovation. The only
lure is the stacks of artists' canvas and the heavy

advertising of low, low prices.
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As to the argument that the U.S. artists'
canvas manufacturers do not have the capacity to meet
the needs of the growing U.S. market, I believe that
these eight U.S. manufacturers were fully servicing
the industry prior to the entry of Chinese canvas, and
I believe most of these manufacturers were producing
artists' canvas on only one daytime shift.

If there were significant increased demand,
most of us would gladly expand to a second shift. In
fact, Tara Materials had begun a full second shift in
our stretching department and our woodworking
department in 2002, only to have to shut these
departments down in April 2003 due to the loss of
business to China.

On-time delivery has been a key strategic
goal for Tara for many years. Although our service
rates have not always been ideal, like many
manufacturers it was due to unexpected demand and a
narrow time period that takes additional time for any
manufacturer to gear up and respond.

We have charts and records that can support
exactly why service levels dropped and how quickly it
took us to correct the situation. In addition, at no
time did it take us more than 30 days to respond,

which is less than half the normal turnaround time for
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artists' canvas orders from China.

Today, artists' canvas orders at Tara are
shipping in less than five business days at an on-time
shipping rate of 97 percent or better where at Tara an
on-time order means that each and every item on the
order must ship complete and within the customer's
expected shipping date. Even if an order has 200
items, all 200 items must ship complete and by its due
date to be counted as an on-time order.

As to the argument that the quality of U.S.
artists' canvas has declined and forced U.S. customers
to search elsewhere for better quality, we have
addressed all of these issues, responsibly corrected
the manufacturing processes and issued credits for any
and all claims. The quality issue is merely a red
herring raised by the Respondents, but let me describe
our quality assurance process to you.

With any complaint we investigate we issue
credit, we fully replace defective merchandise, we
involve our technical director with customers or the
artists directly. We send our sales representative or
guality manager to personally inspect defective
products, and we do whatever it takes to resolve the
problem.

Nearly every retailer I visit has had issues
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with a bad canvas or two. It is Chinese brand just as
frequently as U.S. domestic brand. Here is what I can
categorically state: That the Respondents' claims are
rhetoric and not reality. Since 2004, as it had been
for many years, the total credits issued to customers
for defective products total less than one-quarter of
one percent.

This is all a smokescreen to divert the
attention away from the real reason most importers
have switched, the unfair low prices. 1If their prices
were close to U.S. prices, none of these reasons would
be valid, and we would not be here today.

As reported at the preliminary conference in
April 2005, the U.S. import data clearly demonstrated
that the import volume of artists' canvas from the
People's Republic of China has increased two and a
half times from 2002 to 2003 and then triple this to
over seven and a half times from 2002 to 2004. Today,
the import volume for 2005 has increased further to
almost two million square meters of volume, over nine
and a half times greater than 2002.

We are aware that some of the increased
volume in 2005 was due to importers loading up on the
Chinese artists' canvas to avoid the expected tariff

decision this past November. Tara could have filed a
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critical circumstance request to roll back the tariff
for 90 days, but this would have further alienated
several of our key customers and disrupted the U.S.
artists' canvas market.

As we have always stated, we are in the
business for the long term, and we are willing to
suffer additional short-term injury in anticipation of
the long-term favorable petition decision and
hopefully the understanding and support of these key
customers.

As to the specific impact of Tara, imports
of artists' canvas from China began to affect Tara in
2002 with the most significant losses in 2003 and
2004. Assembled canvas losses continued in 2005 while
bulk canvas grew in 2005, thankfully, due to a
favorable increase of business both in the United
States and internationally for our digital print
canvas products.

However, this business is also being
seriously threatened by artists' canvas imports from
China, and, like the established fine artist canvas
business, it will not take much time for the Chinese
to continue to enter this market.

The activity and the signs that we are

seeing in late 2005 and early 2006 for our print
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canvas products looks very similar to the initial
activity and signs that we experienced in our fine
artists' canvas business in 2002. This is a very real
and imminent threat to the bulk print canvas business
for U.S. artists' canvas manufacturers.

Since 2002, Tara has suffered greatly, like
I believe other U.S. artists' canvas producers have.
In addition to significant sales volume losses, we
have experienced significant reductions in our gross
profit margins. We have had to shut down our
precision woodworking operation in northern
California.

In 2004, Tara Materials lost money for the
first time in Tara's 40 year history. The most
difficult result for Tara was our first layoffs ever
in Tara's history in 2003, and we have had to continue
to downsize in 2004, 2005 and most recently two weeks
ago.

In 2002, Tara had its highest U.S.
employment level of 470 employees. Today at Tara we
are down to 292 employees, a total downsizing of
approximately 40 percent of our U.S. workforce.

The Fredrix artists' canvas company started
in 1868 as the first American canvas producer in the

United States. We are trying to protect an American
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artists' canvas industry that is over 138 years old, a
company that famous American artists such as Norman
Rockwell, Peter Max, Wieland and Thomas Kinkade have
painted on, and we are trying to protect the entire
U.S. artists' canvas industry where we have all
suffered.

We are confident that the data and
information that we have submitted and that you have
verified through inspections at our facilities in
Lawrenceville, Georgia; San Diego, California; and
Tiajuana, Mexico, will clearly demonstrate that Tara
Materials manufactures its products to the highest
standards, to the gquality standards that meets or
exceeds the needs of the marketplace;

That artists' canvas imports from China have
caused significant injury to the U.S. artists' canvas
industry; that the unfair pricing of artists' canvas
into the United States has already caused significant
loss of jobs, reduced our sales, reduced shelf space,
reduced profit margins and financial losses never
before experienced.

We do not believe it will be in the best
interest of the U.S. art materials industry, not just
the artists' canvas industry, nor to all of our

experienced, hardworking associates and our families
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to allow this to occur.

We believe the facts clearly demonstrate
that U.S. imports of artists' canvas from China have
grown dramatically in the last three years mainly
because of their unfair, low, low prices, not their
service, not their quality and not their product
innovations.

Thank you again for your time and interest.

MR. THOMPSON: Mr. Chairman, that concludes
our opening remarks. We would like to reserve our
remaining time.

CHATRMAN KOPLAN: Thank you. I want to
thank all of the witnesses for their direct
presentation. It's very helpful.

Let me say to you before we begin the
qguestioning, because you're sitting at two tables,
that each time you respond to a question, if you could
reidentify yourself for the record, it would be
helpful for the reporter. With that, we'll begin the
guestioning with Commissioner Aranoff.

COMMISSIONER ARANOFF: Thank you, Mr.
Chairman. I want to welcome all of the witnesses, and
thank you very much for taking the time to come and be
with us today to answer our questions about your

industry.
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I'll start with some fairly basic questions,
and I'm not sure exactly --

CHAIRMAN KOPLAN: Excuse me. I hate to
interrupt. Mr. Freeman, if you could move your
nameplate in back of the light so that I can keep
track of time. Thank you.

COMMISSIONER ARANOFF: I'll start with a
basic question, and I'm not quite sure which of you
wants to address it, but can you describe to me, in
terms of the retail customer base for artists' canvas,
about how much of the market do you think is
professional artists, and how much do you think is
hobbyists?

MR. STRAQUADINE: Paul Straquadine. That is
a hotly debated question within our management team.

I think we would agree to 25 percent being
professional. We would define that as people who
acqguire 50 percent or more of their income from
selling their artwork, and the other 75 percent as
serious artists or craft or hobbyists.

COMMISSIONER ARANOFF: Okay. Thanks.

That's very helpful.

Do you think that those two groups have

different requirements that they are looking for when

they purchase an artists' canvas?
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MR. DELIN: Pete Delin. Yes. I think
absolutely. At the very high professional level, as
Paul noted, at the professional level, there is
anything from a Normal Rockwell type of fine artist
down to the individuals that are selling some of their
art or not selling any of their art, but they are
proud of it, and they are professional artists, or
they are fine artists.

I don't think, at that upper level, any of
them would ever buy a Chinese canvas, but as you go
down the spectrum, a certain amount of them will buy
more Chinese canvas, and the lower level, in the arts
and crafts area, yes, it does become less and less
important. The quality of the canvas becomes less and
less important. But to may consumers, quality remains
important in everything they buy.

COMMISSIONER ARANOFF: Okay. Mr.
Straquadine?

MR. STRAQUADINE: Paul Straquadine. I'll
also bring to your attention there is a common term in
the industry of a starving artist, which is an almost
romantic feeling that even professional artists
embrace, and quite often in my retailing experience,
some of the artists that sold their work for the most

often shop for very inexpensive things or deals. We
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have an art advisory board that consults with us
guarterly, and artists that sell in excess of a
quarter million dollars' worth of artwork a year refer
to themselves comically as dumpster divers, that they
will find art in trash cans, pull it out, salvage it,
refresh it, or rework a piece of canvas.

Although high-end, professional artists tend
to be more true to their art form and buy the more
expensive supplies, there is also a cross-pollination
that takes place where even people selling for high
margins will buy inexpensive product as well.

COMMISSIONER ARANOFF: Okay. Mr. Benator?

MR. I. BENATOR: Michael Benator. I would
like to also comment that all artists, one of the
things they wvalue is their uniqueness or their
difference in their technique over somebody else's, so
they are always challenging and testing the materials
and testing the different techniques that they have,
too. They have been known to experiment with the
poorest quality to the highest quality pretty much to
stimulate them and also to meet the needs of what the
story or the artwork -- and I know artists who have
used toilet paper as a collage as part of their
painting, and what Paul said as far as dumpster
diving.
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It's hard to define a true artist, and it's
hard to define the professional artist versus the
hobbyist, and the retailers also struggle with that,
too, as far as who is the target customer for the
marketplace because it is changing, and it's very
independent and unique.

COMMISSIONER ARANOFF: Let me just follow up
because the issue of quality has been central to the
arguments that have been made, so I want to ask two
guestions. The first is to get you to define what do
you mean by quality? What makes a canvas of higher
quality? And then the second is, in much of your
direct testimony, you referred to Chinese canvases
being of lower quality, and I guess my question is, is
that all Chinese canvas, or do you see a range of
quality amongst the Chinese product?

MR. DELIN: Pete Delin. Frederick's
manufactures products all the way from the very, very,
very top end. We have a heavy duty, for example,
which is a 12-ounce canvas with a very heavy duty
stretcher strip. We also sell in rolls a broad range
of different qualities, different weights, different
textures, different coatings, different materials, and
that is truly at the higher, higher end of our line,

and that would be the highest quality. Right now,
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China is not competing at that level.

As you go down the spectrum, we also have
our basic flagship product, our Red Label and our
Creative Edge. That's also a pretty good quality
product. It's a high-quality product used by artists,
including the professional artists.

On the Chinese side, they have an economy,
standard, and a gallery style. The economy is
basically a low-end, rather thin canvas with, we
believe, an unacceptable coating. The standard and
their gallery, a little bit better coating, a little
bit heavier weight most of the time with a stretcher
strip which is made of a lighter-weight wood.

COMMISSIONER ARANOFF: How many of the
manufacturers in China do you feel like you've seen
their products? Do you feel like you've seen the full
range of what's available out there? Are there
variations depending on manufacturer? You're sort of
referring to the Chinese as monolithic, and I know
we've identified at least several producers there.

MR. I. BENATOR: Michael Benator. In the
beginning, we probably identified seven different
manufacturers coming from China. In the past, as the
markets developed, there are two primary manufacturers

that have imported the most into the United States.
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We also see other Chinese manufacturers who have not
imported into the United States that do sell globally,
that sell internationally. With our international
products, we've seen it there, too. And what was the
rest of the question? That answered it?

And I did want to respond as far as the
quality. The quality from China in the beginning was
very poor. It was a very light-weight canvas. It was
all bleached cotton, and the coating was very light
weight. Like any product in any market, it's
continued to improve, and we've seen it getting better
and better, and the quality, in my opinion, includes
all parts of the construction of a canvas.

The biggest market or the biggest product
category is the stretched artists' canvas in which
you've got the stretcher bar, and the canvas is
stretched over the wooden frame with staples or with a
vinyl spline, and the quality includes the quality of
the canvas and the texture, the coating and how well
the coating absorbs the paint, and also how well it
holds the paint from penetrating to the back, called
the "strike through." The stretcher bar, the
construction of the stretcher bar, the sturdiness and
the quality of the stretcher bar is very important to

the artist.
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We did consumer research studies, and in the
beginning we thought that the artists just looked at
the face of the canvas, at the actual coating, but we
found that every one of the consumers out there turns
the canvas over, looks at the back, looks at the
staples, looks at the quality of the wood, looks at
the durability of the construction because a lot of
times today the finished artwork does not need a
frame. It will just hang on the wall without a frame,
so they look at the sturdiness of the stretched canvas
and make sure that it is of quality construction.
COMMISSIONER ARANOFF: Thank you very much.
I see my yellow light on, so I'll stop right there.
CHAIRMAN KOPLAN: Thank you, Commissioner.
First, this is for Mr. Benator or Mr.
Straquadine and also Mr. Rathslag to domestic
producers. Respondents' prehearing brief argues, at
page 24 and elsewhere, and this is a follow-up to the
line of questioning that Commissioner Aranoff just
had, that sales of subject imports have expanded
demand for artists' canvas to a new category of
purchasers with limited budget, such as mothers of
school-age children and young professionals decorating
their first apartment. If the subject imports were

not available, this category of consumers would not
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purchase artists' canvas at all.

My question is in three parts. First, do
you agree that sales of nonbranded, low-price-point,
entry-level, Chinese products have resulted in
increased demand for artists' canvas, and if not, why
not?

MR. I. BENATOR: This is Michael Benator.
Yes, we do agree that the sale of nonbranded, low-
priced, artists' canvas has increased the industry and
has increased the sales. Two things: If you look at
anything, or you're buying it on a regular basis,
especially if you're an artist, and you want to paint,
and you see a price that's half of what you were
paying for it, you load up. When you have it in your
studio, you paint more of it. So we do believe that
it has increased the market and allowed retailers to
promote it more and to bring customers into the store,
which we all do strive for.

The other thing I would like to add, though,
is the canvas panel business used to be the
inexpensive. It's with the recycled cardboard and a
less-expensive canvas that we glue to the board, the
cost of stretched canvas prices have come down so
much, that people can buy stretched canvas at these

lower prices and replace some of the canvas board
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sales that we'wve had.

CHATIRMAN KOPLAN: Thank you. Mr. Rathslag,
do you agree with?

MR. RATHSLAG: Yes. I would agree with
that. Usually when something is inexpensive, you can
sell more of it in general, so if there is something
inexpensive, people will maybe use it quicker or less
carelessly or less carefully.

I would also like to say Tara and I both
have products across the whole spectrum: less-
expensive canvas boards, promotional stretched
canvases, all kinds of products to meet both the low
end and the high end of the product category.

CHAIRMAN KOPLAN: I appreciate that. That
leads me into the second part of the question, and
that is, do domestic producers offer low-price-point
or entry-level artists' canvas, and if so, what share
of total domestic production is accounted for by the
entry-level products?

MR. STRAQUADINE: That's a tough question.
Paul Straquadine. I would say that we can follow up
with an answer to that question, but from the hip, I
would say at least 40 percent of the market is for the
inexpensive canvas. I also would add that there is a

substantial amount of trading down that takes place
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when a product is promoted at 70 percent off. Artists
that would normally have considered purchasing a
Belgian linen or a heavy duty, stretched canvas may
trade down to something that's in a twin pack or less
expensive at times, and that encroaches upon the
premium product sales and starts the downward pricing
pressure.

CHAIRMAN KOPLAN: I appreciate that. If you
could expand on that for purposes of the post-hearing,
I would appreciate that as well. In doing so, if you
could identify which, if any, of the products for
which staff collected pricing data you consider to be
entry-level products. Okay?

This, you'll probably want to get into in
the post-hearing as well, but anything you can give me
now, I'll take, and that is what share of the subject
imports are accounted for by entry-level products?

MR. I. BENATOR: Michael Benator. We'll
have to respond back. We can't speculate. We'll have
to research that.

CHATRMAN KOPLAN: As best you can.

MR. I. BENATOR: I would like to add that
one of the first areas that got hit for us was the
real low-priced -- we call it our Brush Strokes, which

is with a thinner stretcher bar stapled -- that was a
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Tara Materials Brush Stroke label plus also some
large, key retailers had their own private label that
had this very similar construction, very similar
product, and that's what went offshore.

CHAIRMAN KOPLAN: Thank you. Thank you.

Mr. Rathslag, is there anything you wanted
to add?

MR. RATHSLAG: No. Pretty much, I think I
answered before that we have a broad range of
products.

CHAIRMAN KOPLAN: Okay. Thank you.

Mr. Straquadine, if I can come back to you,
the Respondents assert at page 6 of their prehearing
brief that, and I'm quoting, "Tara is a producer of
digital-print canvas." They actually have a
characterization in there that's BPI, so I can't refer
to their characterization, but your counsel is aware
of it. And then they go on to say, "As a participant
in this market, it is unclear why Tara failed to
identify in the petition other U.S. producers of
digital-print canvas that Respondents were able to
identify through a review of publicly available
information," and I've heard this argument again this
morning.

I'm calling on you because I believe that

Heritage Reporting Corporation
(202) 628-4888



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

64
you stated in your direct testimony that application
of a top coat only is not enough to make a firm a
domestic producer, and I see you're nodding your head
there. I got that right. Is it your understanding
that all of the firms Respondents claim are additional
producers of digital canvas actually apply a top coat
to already finished canvas?

MR. THOMPSON: Mr. Chairman, George
Thompson. Mr. Straquadine does not know the names of
the parties that have been identified by Respondents.
They have claimed confidential treatment for all of
those, so those have not been distributed to Tara.

CHATRMAN KOPLAN: Can you get back to me on
that post-hearing?

MR. THOMPSON: Yes, indeed.

CHATRMAN KOPLAN: Okay. Thank you.

Mr. Benator, were you aware of the existence
of other domestic producers of digital-print canvas at
the time of the filing of the petition but failed to
include those details in your petition? I've been
hearing that argument on the other side.

MR. I. BENATOR: Michael Benator. I would
like to respond. There was one company who we did --
I believe we represented, and then they were acquired

by a much larger textile mill, and that was submitted
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back in April of '05. The allegations as far as other
producers are the ones where there is a final top coat
that's put on it primarily for the ink jet market, an
ink jet-receptive top coat, and that's why we will
provide the information separately.

CHATIRMAN KOPLAN: Thank you very much.

Mr. Thompson, let me come back to you. This
is a follow-up to what I was asking before.

Respondents are arguing at page 11 of their
brief that because the Commission was not made aware
of the existence of significant domestic producers or
converters of artists' canvas that, and I quote, "the
Commission should be prepared to apply adverse facts
available, and Respondents will make recommendations
in its post-hearing brief based on producers that have
not responded by that time."

Exhibit 2 to Respondents' brief contains a
list of firms that Respondents believe may produce
artists' canvas. I've heard your clients' answer
regarding producers that weren't identified in the
petition. I've heard what you've said as well. I
would like you to take that exhibit into account in
your post-hearing response and, at the same time,
comment on their argument that we should apply adverse

facts available if we find that their argument has a
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basis.

MR. THOMPSON: Yes, I will, Mr. Chairman.
What I would ask, though, is that -- I'm at a bit of a
handicap because that information, even though those
companies are not part of the Respondents' coalition,
business-proprietary treatment has been claimed for
their identities. If you look in the accompanying
materials in Attachment 2 to their brief, you'll see
that there is information from public Web sites that
has been claimed for confidential treatment, and our
view is that information identifying the names of
companies and the products that they offer should not
be designated as business proprietary. I think that's
a great stretch of the Commission's rules, and I
certainly can't go back to my clients and show them
Exhibit 2 and ask them, what about this company? Do
they do a top coat that they buy from you, or are they
just a reseller?

So I would ask the Commission to resolve
that issue as quickly as possible so that I can give a
fully informed response with my client's input.

CHAIRMAN KOPLAN: I appreciate what you're
saying. I would ask that you get together with our
staff, with Ms. Mazur, subsequent to the hearing and

see if you can work through that. Opposing counsel
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can also be involved in that discussion.

MR. THOMPSON: Will do.

CHAIRMAN KOPLAN: Will you do that? Thank
you very much. I see my time has expired, and I'll
turn to Vice Chairman Okun.

VICE CHAIRMAN OKUN: Thank you, Mr.
Chairman, and I would like to welcome the panel here
this morning. I very much approach you taking the
time to be with us. I'm wondering if there is going
to be a coup back at Tara. You seem to have all of
your top management here. Hopefully, you will return
soon.

I do have a few questions just again on
trying to understand the product and the domestic
industry here. It's always interesting to hear about
something that we haven't heard about before, and this
is a product that I haven't had the chance to look
into. I can't say I'm an artist. I guess I'm the mom
of school-age children who like to paint, so I'm
curious about some of the responses to the chairman.

I may go back to that.

But let me start, if I could, Mr. Thompson,
just to follow up a little bit of what the chairman
was saying because, again, in defining domestic

industry and who is part of it, without looking at the
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confidential names, I guess I'm just trying to have a
better understanding of which converters you would say
should be included in the domestic industry because
it's my understanding that the position taken in the
prehearing was, yes, there are converters, and, yes,
they are part of the domestic industry, but that there
are now distinctions being made between a company who
takes a bulk roll, stretches it, versus one who takes
it and puts a final coating.

So anything that you could just help me out
here, and I understand the responses to the chairman,
some of that may involve confidential information, but
I'm really just trying to struggle with who really is
a converter and who is not based on what these
witnesses know about the industry in general and what
the end products are that are being sold. If you can
help me out on that.

MR. THOMPSON: Well, I certainly hope so,
and then I'll turn it over to the Tara witnesses.

What we consider a converter is a company
like Masterpiece, for example, which will take coated
canvas that it purchases, usually in bulk form, and
stretch it and put it on a stretcher bar, for example,
or typically make what the Commission has termed

"finished canvas." So those are the companies, and
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that is the process that we would consider converters
and conversion.

VICE CHAIRMAN OKUN: Just so I'm clear, it
has to be stretched. So, in your view, you have to
take what's been a coated, bulk product and stretch it
to do something with it to become what we're defining
as finished. Mr. Benator?

MR. I. BENATOR: For the simple artists'
canvas, that's what we would argue because it also
involves the wooden stretcher bar and quite a bit of
added value to complete that process. For the digital
canvas side, it's mainly with the ink jet where there
is an additional final finishing top coat layer that
we are already considering that in our production
values and in our sales wvalues into the U.S., and then
when they put that finishing top coat, it's more of
kind of a final coat. If those totals were included
as producers, we would consider that to be double
counting and overstating the size of the U.S.
industry. Does that help?

VICE CHAIRMAN OKUN: Yes. I guess what I
think we're lacking is just trying to make sure that
we understand the actual value added in the digital
coating and what those companies who do that are

actually adding because, again, that's something that
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seems a little unclear on the record at this point.

MR. FREEMAN: Ron Freeman, if I may add to
that. In many cases, we sell a product, what we call
pre-jet, and they may put another coat on it, and they
may not put another coat on it. We also sell a
product that is printed on without adding anything to
it. So our position is that is minimal value added to
this product.

VICE CHAIRMAN OKUN: When you said that's a
pre-jet, does that mean when you're coating, what you
do, what Tara does, is add something in addition to
what they would add onto something that just goes to
be a stretched canvas.

MR. FREEMAN: No. It can be utilized for
either one. It depends on whether it's a large, bulk
roll, or we decide to cut it up and stretch it or put
it on a panel. It can be used in either case. The
only issue is that we have customers who put their own
ink jet-receptive coat on it, or they may print on it
as it is. It just depends upon what their desire is
and what they think is the best receptive coat.

VICE CHAIRMAN OKUN: Okay. All right. Then
I will look forward to the responses post-hearing to
better understand the value added and what the

distinctions are between those two, the bulk sales to
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the digital print market versus some of the other
categories because, again, Mr. Straquadine, when you
were going through your list of the types of products
that are out there, and if the Commission continues to
consider one like product, you talked about stretched,
you talked about panels, archival pads, rolls, and
print. So of those, the ones that would be further
converted are the stretched, or where you think the
converters would be included in the domestic industry
would include stretched?

MR. STRAQUADINE: I think that would entail
both rolls either sold to people who stretch canvas or
people who convert it to ink jet canvas.

VICE CHAIRMAN OKUN: Okay. I'm probably not
being very clear in my question. Again, for purposes
of the domestic industry requirement, the legal
requirement, who is in the domestic industry, in
addition to the producer of the bulk rolls, as I
understood the position, it was for those who stretch
canvas and finish it and add something to it, those
converters would be part of the domestic industry.

So when you're referring to these products -
- the stretched, the panels, the archival, the pads,
the rolls, the print -- would everything besides print

and rolls be ones where another company may be doing
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something that amounts to conversion for purposes of
the domestic industry like the archival boards?

MR. STRAQUADINE: Paul Straquadine. Yes, it
is possible, although archival boards may be the one
exception that you do raise or a very minor part of
the industry. Stretched canvas, canvas panels, rolls
are converted within the artists' canvas industry. A
domestic artists' canvas that is intended for painters
is a very closed community. It is an industry where
everyone knows everyone as opposed to print canvas,
which is kind of like the wild west. It's the new
frontier. People are getting into it new and fresh
every day.

Many large printer manufacturers purchase
their own brand and will either purchase it finished
or have an ink jet-receptive coating applied to it.

So it's almost like an apples-and-oranges analogy when
you compare the two industries, one being more
traditional and the other being a new expansion
market.

VICE CHAIRMAN OKUN: We were talking about
the digital-print market. When you were responding to
the questions about quality earlier, does it matter in
terms of when you talked about the higher quality

being the weight of the canvas, does a digital print
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require a higher quality, or if the Chinese were
selling the bulk in the United States, could they sell
directly to a digital printer as well with the quality
as you've described it as being thinner?

MR. STRAQUADINE: Yes, they are, and they
have.

VICE CHAIRMAN OKUN: Okay. So it doesn't
matter on that. Mr. Benator?

MR. I. BENATOR: Michael Benator. The
digital-print market; we've broken it out between two
markets there, too. There is the graphic art market
in which they do higher-volume art reproductions, and
there the quality is not as demanding or as high
qguality as the fine art reproduction. They will sell
one, two, maybe 100 at most, and the artist signs them
and adds embellishments to it. So there is that range
of product, too, for the digital market.

VICE CHAIRMAN OKUN: Okay. And then a
follow up for post-hearing for you, Mr. Thompson.
Exhibit 7 of Respondents' brief, which looks at
shipments into the different categories -- it's one of
the exhibits they use for their argument on attenuated
competition and breaking down where the U.S. producers
are shipping versus where the subject imports are

coming in in their different categories, if you could
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comment on that exhibit in the post-hearing, I would
appreciate that as well.

MR. THOMPSON: Certainly.

VICE CHAIRMAN OKUN: Thank you. Mr.
Chairman, I see my light is about to change.

CHAIRMAN KOPLAN: Thank you. Commissioner
Hillman?

COMMISSIONER HILLMAN: Thank you, and I,
too, would join my colleagues in welcoming you all
here today. We very much appreciate your time and all
of the answers to our questions.

If I could follow up just a little bit on
the questions that Vice Chairman Okun was just asking
to make sure I understand the digital-print market
because I want to follow up, Mr. Benator, on the
comment you made in terms of this diversion in where
this digital product goes.

Just so I understand it, we've seen this
list of your top 10 customers. We see who is
appearing here today, but is this digital product
changing that in the sense of is the digital product
something that one would go to a Staples or more of an
office products market? Is that where this product is
largely being sold, and is that changing your customer

base and how products get priced and thought about, at
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least for this little end of the product niche?

MR. STRAQUADINE: Paul Straquadine. Yes and
no. While office supply do sell digital-print canvas,
it is a very small market, a market that my wife might
pick up a pack and print my grandson's picture on.

The art reproduction really is a market that printers
or publishers will publish the canvas and then have
large runs or even small runs printed. It seldom goes
directly to a retail store. It goes from the printer
directly to a gallery or to a retail store in the
finished artwork where you walk into a discount
retailer perhaps and by a 1620 framed print of a
Florida sunset that's already been printed on canvas,
sealed and framed, and you buy it at that point.
There is very little resale retail of print canvas as
compared to the overall market.

COMMISSIONER HILLMAN: Again, I'm trying to
understand it because obviously you're talking about a
different thing that's getting printed on it, meaning
a photograph, but it may be of more appeal to those in
the photography business rather than, per se, art in
terms of hand-painted art. Is that fair to say that
there is now this distinction where for the first time
people that are doing what I would describe as

photography are now purchasing canvas in a way that
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they might not have in the past?

MR. STRAQUADINE: That is entirely true, and
that is often the office supply pack resale.

COMMISSIONER HILLMAN: But in the total
scheme of the canvas product that is the subject of
this investigation, you're saying that is very small.
Do you have a sense of the total portion of the
product being sold goes into what I'll describe as the
photography end of it as opposed to the pure art end?

MR. STRAQUADINE: Less than 10 percent would
be for the photography market or for the home
photographer. The professional photographer who is
reprinting actual photographs or reprinting digital
photos of original artwork is what typically gets
reproduced in runs of 500 to 5,000 sheets at a time.
More common, it is artwork that's being reproduced as
opposed to photos.

COMMISSIONER HILLMAN: All right. Mr.
Benator?

MR. I. BENATOR: I would like to add that
with the digital market, because computers and
technology is moving so fast, we are seeing a lot of
professional artists today -- when they sell
reproductions, it used to all be limited editions on

paper because the price of the materials -- the
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printers, they have got these wide-format printers
that can print up to 12 colors on a machine that's
probably less than $3,000, we're seeing more and more
artists taking control of their reproductions and
buying printers or co-opting together and then buying
these rolls of ink jet canvas and controlling and
printing their own reproductions. So we're seeing
that develop at a rapid pace.

COMMISSIONER HILLMAN: Okay. Well,
obviously, I would join my colleagues in saying
anything that you can help us understand in terms of
the production process and value added by those that
are doing the ink jet coating, that's, I think, where
we really need some help in terms of how difficult,
expensive, how much value added is there in going from
the bulk canvas to the ink jet-ready product. We
really do need to make sure we understand from your
perspective all of that.

If I can then go to the issue of pricing,
the Commission selected, I'm sure with your counsel's
help, eight products to price so that we could
understand what's going on in terms of domestic
industry prices versus Chinese prices. Unfortunately,
because the actual pricing data itself is

confidential, this is a little bit tricky for me, but
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I was very struck in looking at them.

I've heard your testimony about the Chinese
prices and how low they are and how it's driving
prices down, but I have to say when I look at
particularly the stretched canvas products that we
priced -- we priced an eight-by-ten, a 16-by-20, a 16-
by-20, and a different 16-by-20, stapled on the back,
side stapled, with spline, et cetera, four different
products.

The first one, the eight-by-ten, stretched
canvas, side stapled, we clearly saw a big price
decline in our prices. The other three, however, did
not show price declines. If anything, they may have
shown some price increases. I'm trying to understand
why. I've heard your testimony that it makes it sound
like all prices generally were going down over this
period, and there was all of this competition going
on, so why, when I look at the pricing data that we
have before us, do I see declines in one product and,
in essence, no declines and/or increases in these
other products? The specific products themselves,
their descriptions are not confidential; it's only the
actual data. Help me understand what's going on, that
we do not see price declines in a significant number

of the products that we priced?
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MR. THOMPSON: Commissioner Hillman, if I
could just clarify for the witness, Products 1 and 2
showed price decreases. Products 3 and 4 showed price
increases.

MR. STRAQUADINE: Not being privy to the
pricing information that you have, Products 3 and 4, I
think, start to capture the higher end part of the
market. I think Products 1 and 2 are more of the
entry-level products that were chosen, and with the
pricing policy of having a higher retail, larger
discount, everyday sale, it's great to attract them
with the economy product and then, where possible,
sell at a higher retail and increase margins for the
retailer and the distributor or the importer of
record.

COMMISSIONER HILLMAN: So you're saying, to
the extent that some of these products reflect, again,
this higher-end product that presumably is purchased
by, as you described it, these professional artists as
opposed to the hobby person, they are not switching,
is what you're saying. They are not necessarily
demanding a lower price for a lower-quality product.

MR. I. BENATOR: We're saying that 75
percent of the serious artists that are hobbyists are

switching, and of the 25 percent that are professional
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artists, and this is conjecture as far as what the
percentages are because there is no valid data, even
some of those are switching for the allure of prices
and some of the techniques that they are willing to
try, and the quality is not as important.

I did want to say that we do not have any
information as far as who responded and how they
responded. I believe that they are responding based
upon their standard retail, and we sell wholesale
only. We sell to the distributor, who then resells it
to the independent, and we also have prices that we
have wholesale that we sell to the large retailer.
What they sell it to the consumer --

COMMISSIONER HILLMAN: We would not be
looking at retail prices. We're looking at the first
arm's-length sales. We're looking at your prices to a
wholesaler. We're looking at an import price. This
is not about retail.

What I'm trying to understand is, again, I
hear everything you've said; it just, to me, does not
square with the data that we have on the record, and
that's what I'm trying to understand.

Last question because the light is on. How
big a role are brands? You've discussed your

Frederick's brand and these other things. How
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important is brand name, and has that changed over
this period of investigation?

MR. DELIN: Pete Delin. Brand is always
very, very important. Consumers, when they are happy
and have a good experience with a brand, they like to
go back to that brand, and we have been the recognized
brand for years.

Another important factor is presence. If
you have presence in the store, it's more likely that
the consumer that comes into that store is going to
buy your brand because it's there, and that's the most
important facet of branding. It's extremely
important, but you have less and less ability to
compete, even with a powerful brand, as the price goes
down. As the price goes down, the 40 percent less
than your brand, more and more consumers are going to
be attracted to the lower price as opposed to the
brand.

COMMISSIONER HILLMAN: Okay. I appreciate
those answers. Thank you.

CHAIRMAN KOPLAN: Thank you. Commissioner
Lane?

COMMISSIONER LANE: Good morning. Mr.
Thompson, I would like to start with you and start

with the definition of domestic like product.
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MR. THOMPSON: Yes, ma'am.

COMMISSIONER LANE: In looking at this case
and looking at the data on bulk versus finished, I am
struck by a lot of variations, and I'm just sort of
curious as to why the Petitioners are advocating one
like product rather than two like products, and so I
would like to hear your argument, the strongest
argument you have, as to why bulk and finished should
be treated as one like product.

MR. THOMPSON: Well, Commissioner, our view
is that the traditional six-factor analysis, which we
analyzed in the brief, really pointed to that
conclusion, that if you were to apply the Commission's
traditional analysis, that the production processes,
the actual physical capabilities of the product,
pointed to a single like product. Then if you were to
apply the finished-semifinished analysis, for the most
part, those factors pointed toward a single like
product as well.

So it is our view that in defining the
domestic industry, the Commission would look,
especially in view of some recent cases like Tissue

Paper and Orange Juice, although those hadn't been

decided before the petition was filed, they

corroborated our view that really the dividing lines
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could not be found.

Keep in mind that a large portion of what we
call bulk canvas really can be used as a finished
product. In fact, Tara, from what they have explained
to me, sees bulks as, in a sense, a finished product,
the sense being that you can actually paint on it.
Now, you may have to cut it. You may have to hang it
or stretch it, but it is a product that can be painted
on.

So I would question whether it even would be
considered a semifinished product under the
Commissions' traditional analysis there. I think you
could argue both ways, but certainly the fact that all
artists' canvas can be painted on, whether it's in
bulk or finished form, to my mind, weighed in favor of
finding one like product.

COMMISSIONER LANE: Okay. Thank you.

Why have imports of bulk canvas from China
been limited during the period of investigation, and
do you expect that this trend will continue, and if
not, why do you believe imports of this product from
China will increase?

MR. DELIN: Pete Delin. I believe that
there is a very clear and precise continuum here in

terms of the whole process. As I said in my
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presentation, they started out with 1620s and 1824s,
which are the big-volume sellers in the marketplace
and at the lower end, and over time they have added
more products and more sizes and different qualities,
even some different configurations, and then panels
and pads and some rolls are beginning to come in. We
see this as a very obvious continuum in that process.
As their production, their infrastructure is built up,
they will continue to take on newer and more and more
products as the process goes on.

On the side of the bulk canvas, the print
canvas, again, in the process of this continuum, when
they identify that as a market that they want to take
on and participate in, we see a very significant
increase in volume in that area.

MR. STRAQUADINE: I would also add that it
is natural to go after the cherry first. The
commodity items, the items that sell the most of in a
market like the U.S. at retail going after the big box
craft and hobby and art store chains is the place you
would want to go first, especially with a product that
is going to require a good amount of conversion or
labor to take it from a bulk to a stretched canvas or
to a canvas panel. You would want to exploit the

inexpensive labor rates in the Chinese economy as

Heritage Reporting Corporation
(202) 628-4888



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

85

opposed to bringing it to the United States,
assembling it here, and having to pay higher rates and
thus having a higher cost. It would almost level the
playing field.

MR. I. BENATOR: Michael Benator. I would
like to add that with the digital-print canvas
business, it's grown double digit the last two years.
We expect it to grow again double digit this year, and
so it's very ripe for a Chinese market to go after.
As far as specific information, we know of one large,
private- label OEM who puts their name on a product,
and the same canvas that we use for an assembled
artists' canvas is sold in bulk, ink jet coating is
put on top of it, and then that is sold into the
United States on the digital canvas side. That same
product that we sold as a pre-jet is being quoted in
very large volumes by China as we speak. It's the
same exact product that we put on assembled artists'
canvas, and we also sell it in rolls, too, to the
retail arts store.

COMMISSIONER LANE: Okay. Thank you.

I would like for you to talk about the
grades and different types of artists' canvases that
are available from certain sources, either from the

domestic industry or the imports, how the products are
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graded and how you come to those different gradations
and exactly how you do that or what they mean.

MR. STRAQUADINE: Well, artists' canvas
comes in a multiple of styles, the fabric itself.
Traditionally, in the art industry, we follow the
textile industry weights and measures classifications
where we take fabric and weigh it per how many ounces
of fabric per square yard that goes into a specific
grade of canvas, whether it be cotton, linen, muslin,
jute, polyester. We weigh it quite carefully, and
that's how it gets purchased before it gets coated.
Oftentimes, people new to the artist industry will
weigh their canvas after they have put the chemical or
the jesso on top and give the false impression that
it's an eight-, a nine-, or a 1l2-ounce canvas when
they started out with a three- or a four-ounce base
material.

By far, the best-selling canvas weight in
the artists' canvas industry is a seven-ounce,
unbleached, cotton fabric. That is your largest
seller. Premium products go into cotton-polyester
blends, or the most premium of product is a linen. We
choose to purchase all of our linen, both grown and
woven, in Belgium where we believe the flax plant that

that comes from is of the highest quality, and the
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weavers have the most control over the quality of that
fabric.

Once we acquire our fabric, then we apply
our jesso coating in often a machine-primed setting.
We have now four coating lines where we coat our
canvas mechanically to a very specific grade, applying
two, three, or even four coats of the artist coating
that the paint or the print media will sit on top of.
We manufacture literally hundreds of styles, hundreds
of different formulas on each specific fabric, but,
again, to classify the best selling, it would be our
seven-ounce cotton, unbleached cotton.

COMMISSIONER LANE: Now, a follow-up. I
would like to know what sizes you sell the bulk in,
like lengths. 1Is it sold 1like fabric?

MR. STRAQUADINE: It typically gets sold in
prepackaged allotments. The rolls get sold in
anywhere from a 36-inch width up to 144 inches wide
and can be sold in three-yard, six-yard, 30-yard
rolls, 100-yard rolls, or 1,000-yard rolls. We would
consider bulk being 100-yard or 1,000-yard rolls.

COMMISSIONER LANE: Okay. Thank you.

Mr. Chairman, I see my red light is about to
come on, so I will wait until my next round. Thank

you.
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CHAIRMAN KOPLAN: Thank you, Commissioner.

Commissioner Pearson, I think you're batting
cleanup here.

COMMISSIONER PEARSON: Thank you, Mr.
Chairman. Fortunately, you've saved some guestions
for me, so I'll see what I can do. Permit me to
extend my welcome also to all of you. I appreciate
that you've made the trip to Washington to be here,
and I'm learning a lot.

What I would like to start with is the whole
issue of apparent consumption for this product, which,
as I read the staff report, there has really been
quite robust growth in consumption, which is a
wonderful thing, obviously. What's a little
surprising to me is that it appears that apparent
consumption has risen faster than have imports from
China, and along with that, U.S. shipments by the
domestic industry also have risen.

So should we conclude from this that there
is ample room in the U.S. market for both domestic
production and imports from China?

MR. THOMPSON: Commissioner Pearson, if I
could make some prefatory remarks and then turn it
over to the witnesses.

COMMISSIONER PEARSON: Please, Mr. Thompson,
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yes.

MR. THOMPSON: Apparent consumption masks
the move from what we have been terming finished
canvas, traditional stretched canvas, in the United
States from U.S. suppliers to China, and, rather, what
has been happening is that the U.S. producers, in an
effort to maintain their capacity utilization and
maintain some kind of market share, have moved
primarily, from what I can tell, into the printer
market. So we have an expansion of consumption -- you
heard Mr. Benator say before that it's grown double
digit for them. That has been growing as the
traditional stretched canvas, finished canvas has been
declining from a U.S. shipment perspective.

The second is apparent consumption is a
little bit tricky in the case because from what I can
tell, when a company like Tara, for example, sells to
what we consider to be a true converter, somebody who
takes the canvas and stretches it and mounts it on
stretcher bars, et cetera, that square yard or square
meter of canvas is being counted twice. You're
counting it as bulk, and you're counting it as U.S.
production of the finished product.

So if I understand the presentation in the

status report correctly, the growth is a little bit
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illusional because you are double counting at least a
portion of the bulk canvas when you count finished
canvas as well.

With those remarks, I would like to turn it
over to the Tara witnesses.

MR. FREEMAN: Ron Freeman. I would like to
just add a little bit to that. Mr. Thompson said that
the bulk canvas could be converted into what we call
or what's been split up in the questionnaire as
assembled canvas. Also, this bulk canvas that is sent
to further finishers who put this final coat can be
double counted. That's showing up again. We're
selling it to someone who may or may not add another
coat or may put a different packaging on it and sell
it into the market which has been double counted.

So I would question whether there is really
truly increased growth from a square meter to square
meter, which has been kind of difficult to convert all
of this so, but I do believe, in both cases, it's
being double counted.

COMMISSIONER PEARSON: Mr. Straquadine?

MR. STRAQUADINE: I also would point out
that the sale of a finished, stretched artists' canvas
or canvas panel can sometimes net a much higher value

per square meter than bulk rolls, so while production
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may have increased in order to satisfy a new, dynamic,
growing market, the net dollars have not followed the
same formula as they have traditionally.

COMMISSIONER PEARSON: Well, given this
possibility of double counting, would we do well to
focus on bulk canvas as we try to understand what
might be happening to overall consumption in the U.S.
market?

MR. I. BENATOR: That would be fine. This
is Michael Benator. That would be fine except for we
need to look at Duro and Tara Materials, who also
coats and then assembles it. So when we bulk, and it
goes into assembled, we put those quantities into the
assembled artists' canvas grouping, and when we sell
it as a bulk roll or a bulk print canvas, we put it
into that bulk category. We took a lot of effort in
trying not to double count there. The only place we
did adjust our numbers was the bulk canvas that we
coated and then sent to Mexico, and then that came in
as assembled product. We then added that as

additional assembled volume. We showed it as a

transfer.

COMMISSIONER PEARSON: Mr. Freeman?

MR. FREEMAN: I would like to add, our
canvas starts off as bulk canvas. Everything we do
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starts off as bulk canvas. So it 1is cut, rolled --
you know, some of the processor has packaged, but it
all starts as bulk canvas, just as a point of clarity.

COMMISSIONER PEARSON: Mr. Benator?

MR. I. BENATOR: I would just like to add,
if you looked at the total volume, square meters and
dollars, you would see that from even the bulk artists
and some fine artists' canvas side, the volumes had to
be going down. I cannot understand or cannot believe
that the U.S. production would show an increase in
that. TIf you can pull out, and we would be happy to
work on that, and pull out the digital-print canvas
side and show that as a separate total, you would see
that number is going up, but the bulk artists' canvas
and the assembled business, both in dollars and units,
for U.S. producers has to be going down.

COMMISSIONER PEARSON: Mr. Thompson, you can
understand why I'm wrestling with understanding what
witnesses are saying versus what I'm seeing in the
staff report, and perhaps someone understands this
thoroughly, but I'm sure that I do not yet.

If the order goes into effect, would we
expect to see apparent consumption fall as we're
measuring it in our data? Is that going to have an

effect of raising domestic prices, at least for lower-
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end artists' canvas and thus reducing consumption?

MR. STRAQUADINE: If there is a reduction,
we do not believe it will be dramatic. If, in fact,
soccer moms and other new markets have been expanded,
then there is no reason for them to stop their
purchase, and a great deal of the home decor markets
that are alluded to by people not purchasing canvas to
paint fine art on but to do home dec. Our television
programs that are seen every day on how to fix up your
house inexpensively by taking a couple of canvases and
a quart of house paint and doing some graphic stripes
and that sort of thing.

So, no, I don't believe that that market
will be affected tremendously. Will prices go up.
Yes, they probably will. We've also been told, quite
plainly by members of the Respondents and other
people, that all people will do is automatically go to
Vietnam or to India to try and purchase inexpensive
canvas. We've competed quite fairly with India,
Vietnam, and other countries, but the nonmarket
economy of China has made it an impossibility.

So in answer to your question, yes, there
could be a minor adjustment to the number of canvases
sold. However, we believe the market will benefit

because the product mix will no longer be a traded-
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down product mix, but retailers will, instead of
selling 10 canvases at $6, they will sell maybe nine
canvases at $10.

COMMISSIONER PEARSON: Someone in the direct
testimony mentioned that there has been a strategy of
some retailers to stack it high and watch it fly for
the low-priced stuff, and it was that quote that made
me think that if you no longer have attractive
pricing, then will anyone stack it high, and will it
fly, or will that market just kind of shrink?

MR. STRAQUADINE: I believe that was my
statement from my retail experience. No, I do not
believe that that market will shrink because there is
no reason not to purchase domestically produced,
stack-it-high, let-it-fly canvas. Whether it be Duro
or Tara or Masterpiece or any domestic manufacturer,
we all make economy products that are available either
in bulk packs of stretched canvas or large quantities
of canvas panels that can certainly f£ill that niche,
but the key has been the inflated retail. the dramatic
discount, that has kind of flooded the market.

MR. I. BENATOR: Michael Benator. I believe
that they stack it high just because they have to
order in full container loads, so they need a place to

put it. The prices have already started to go up
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because of the tariffs that went into effect in
November, and, yes, quantity sales have gone down,
and, yes, dollar sales have slightly gone down, but I
believe if you ask the Respondents, a lot of their
sales are still, from a growth standpoint, still
holding up pretty well. I don't think it will harm
the industry significantly.

COMMISSIONER PEARSON: Mr. Chairman, my time
has expired, but I'll either come back to this in the
next round or ask for some clarification post-hearing.
Thank you.

CHAIRMAN KOPLAN: Thank you, Commissioner.
Commissioner Aranoff?

COMMISSIONER ARANOFF: Thank you, Mr.
Chairman.

In the testimony this morning, you indicated
that in 2006, I guess, or 2005 for the first time you
had seen the digital product being imported into the
U.S. from China. One of the main arguments that the
Respondents make in their brief is that a lot of
domestic production is insulated with competition from
China because a number of products that are made in
the U.S. are not made in China or at least are not
being exported from China to the United States even if

they are made there.
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So I wanted to go through the various kinds
of artists' canvas products with you one by one and
have you tell me, to your knowledge, is this product
made in China, and has it been exported from China to
the United States? 1I'll maybe start with the bulk
product and then go through each of the further
processed products, i1f you could, and tell me what you
know. Who wants to start?

MR. STRAQUADINE: Bulk product; we've seen
very little, penetration of very little nonconverted
canvas brought into the market.

COMMISSIONER ARANOFF: Okay. Why do you
think that is?

MR. STRAQUADINE: I believe it's, as I
mentioned earlier, the conversion of the canvas
creates a lot of labor and a lot of waste and a lot of
conversion costs in stretching it or mounting it to a
panel. The idea of bringing it in in bulk into the
U.S. and then converting it is, for either a Chinese
manufacturer or an importer of Chinese product, it's
not attractive to incur those costs.

Domestic suppliers, with very, very few

exceptions -- in fact, at the time of our petition, we
believe there were no exceptions -- domestic suppliers
had not done any importing of bulk rolls. It was a
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choice that each company was faced with and is still
faced with. Should Tara by Chinese canvas and convert
it in our 