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Ottawa, Friday, duly 5, 1996
Review No.: RR-95-001

IN THE MATTER OF areview, under subsection 76(2) of the Special Import Measures
Act, of the order made by the Canadian Internationa Trade Tribuna on June 10, 1991, in
Review No. RR-90-005, continuing, with amendment, the review finding made by the
Canadian Import Tribuna on November 6, 1986, in Review No. R-7-86, continuing, with
amendment, the finding made by the Canadian Import Tribuna on April 17, 1986, in
Inquiry No. CIT-15-85, concerning:

CERTAIN OIL AND GAS WELL CASING MADE OF CARBON STEEL
ORIGINATING IN OR EXPORTED FROM THE REPUBLIC OF KOREA
AND THE UNITED STATES OF AMERICA

ORDER

The Canadian Internationa Trade Tribuna, under the provisions of subsection 76(2) of the Special
Import Measures Act, has conducted a review of its order made on June 10, 1991, in Review
No. RR-90-005, continuing, with amendment, the review finding made by the Canadian Import Tribuna
on November 6, 1986, in Review No. R-7-86, continuing, with amendment, the finding made by the
Canadian Import Tribuna on April 17, 1986, in Inquiry No. CIT-15-85.

Pursuant to subsection 76(4) of the Special Import Measures Act, the Canadian Internationd Trade
Tribund hereby continuesits order made on June 10, 1991, in Review No. RR-90-005, without amendment.
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IN THE MATTER OF areview, under subsection 76(2) of the Special Import Measures
Act, of the order made by the Canadian Internationa Trade Tribuna on June 10, 1991, in
Review No. RR-90-005, continuing, with amendment, the review finding made by the
Canadian Import Tribuna on November 6, 1986, in Review No. R-7-86, continuing, with
amendment, the finding made by the Canadian Import Tribuna on April 17, 1986, in
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AND THE UNITED STATES OF AMERICA

TRIBUNAL: ROBERT C. COATES, Q.C., Presding Member
ANTHONY T. EYTON, Member
DESMOND HALLISSEY, Member

STATEMENT OF REASONS

BACKGROUND

Thisis areview, under subsection 76(2) of the Special Import Measures Act' (SIMA) of the order
made by the Canadian International Trade Tribund (the Tribund) on June 10, 1991, in Review
No. RR-90-005, continuing, with amendment, the review finding made by the Canadian Import Tribuna
(the CIT) on November 6, 1986, in Review No. R-7-86, continuing, with amendment, the finding made by
the CIT on April 17, 1986, in Inquiry No. CIT-15-85, concerning certain oil and gas well casng made of
carbon ged originating in or exported from the Republic of Korea (Korea) and the United States of
America

Pursuant to subsection 76(2) of SIMA, the Tribuna initiated a review of the order and issued a
notice of review” on December 18, 1995, and a notice of change of date of public hearing on
February 8, 1996.% These notices were forwarded to al known interested parties

As part of thisreview, the Tribunal sent questionnaires to the domestic manufacturers of oil and gas
well casing and to selected importers and purchasers of these goods. From the replies to these questionnaires
and other sources, the Tribund’s research staff prepared public and protected pre-hearing staff reports. As
part of its research activities, the Tribuna’s staff met with the domestic manufacturers and an importer in
order to answer any questions pertaining to the questionnaires.

1. R.S.C. 1985, c. S15, asamended by S.C. 1994, c. 47.
2. Canada Gazette Part 1, Vol. 129, No. 52, December 30, 1995, at 4383.
3. lbid., Vol. 130, No. 7, February 17, 1996, at 534.
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Therecord of thisreview consgsts of dl relevant documents, including the finding, the review finding
in Review No. R-7-86, the order in Review No. RR-90-005, the natice of review, the notice of change of
date of public hearing, the public and protected portions of replies to the questionnaires for the 1995 review,
and the public and protected pre-hearing staff reports for the 1990 and 1995 reviews. All public exhibits
were made available to interested parties, while protected exhibits were provided only to independent
counsdl who had filed a declaration and confidentidity undertaking with the Tribundl.

Public and in camera sessons were held in Ottawa, Ontario, on April 22 and 23, 1996.
PRODUCT

The product under consideration is oil and gas wel casing (casing) made of carbon sted, having an
outside diameter ranging from 114.3 mm to 273.0 mm (4.50 in. to 10.75 in.) inclusive, seamless or welded,
plan end or threaded and coupled, supplied to meet American Petroleum Ingtitute specification 5A,
gradesH40, JB55 and K55, or proprietary grades manufactured as subgtitutes for these specifications,
originating in or exported from Koreaand the United States.

Cadng fals in a category of products commonly referred to as oil country tubular goods (OCTG),
which include drill pipe, casing and tubing. These goods are used to drill wells and to convey the oil and gas
products to the surface. Casing is used to protect the walls of the bored hole from collgpsing, both during
drilling and after the well has been completed. Casing must be able to withstand outsde pressure and
internd yield pressures within the well. Also, it must have sufficient joint strength to hold its own weight and
must be equipped with threads sufficiently tight to contain the well pressure where lengths are joined.
Various factors limit the total amount of open hole that can be drilled a any one time, and it is necessary to
set more than one string of casing concentricaly for certain portions of the wdl| depth.

Casing may be ether dectric resstance welded (ERW) or seamless. IPSCO Inc. (IPSCO) and
Prudential Sted Ltd. (Prudential) manufacture ERW casng, and Algoma Sted Inc. (Algoma) produces
seamless casing. ERW casing is manufactured by passing flat-rolled sted (skelp) through a series of rolls
that form it into acylindrica shape. The skelp edges are hesated to a high temperature by eectrical resstance
and pressed together to form a closed tube. The weld is then heet-treated to creaste a molecular structure that
isidenticd to that of the parent metal. Seamless casing is produced by first forming a centrd cavity in asolid
sted billet. Subsequent rolling or extrusion operations shape and size the billet into a tubular product with the
desired diameter and wall thickness. Seamless and ERW casing may then be threaded, a one end, and have
athread protector ingtaled. A coupling is placed on the other end. Throughout the production process, the
casing is subjected to qudity control teststo ensure that it meets the desired specifications.

Within the product range, the H40 and J55 grades of casing are normdly made usng the
ERW process, and the K55 grade of casing, which has a higher tendle strength than the J55 grade, is
generaly seamless, dthough IPSCO offers a welded product to compete with this specification. These
threegrades of casing are generdly used in shdlow wells measuring less than 1,600 m in depth.
Domedticdly, these wells are most often found in Western Canada.

In these wells, surface casing, usualy ERW grade H40, is used in the upper 10 percent of the depth.
At lower depths, grades J65 and K55, ERW or seamless, are usualy used. In “sweet” environments (where
there are reatively low percentages of sulfur), ERW grade J55 is generdly used, whereas in “sour”
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environments (where corrosive conditions exist because of higher sulfur content), the stronger seamless
grade K55 isgenerally used.

Cadng is s0ld primarily through didtributors of ailfield supplies, dthough some is sold directly to
end users. Most mgjor digtributors of ailfield supplies also supply other products rdating to the drilling trade,
such astubing, pump jacks, drill pipe and pumping equipment.

DOMESTIC INDUSTRY

There are three producers of casing in Canada: Algoma, IPSCO and Prudentid. Algoma was
incorporated on June 1, 1992, under the Ontario Business Corporations Act.” It acquired al of the assets and
some of the liabilities of The Algoma Sted Corporation, Limited. Algoma is 32 percent employee-owned,
with the remaining shares held by other investors.

Algomaisaverticdly integrated primary iron and sted producer with a capacity to manufacture and
process gpproximately 2.3 million tons of raw sted annudly. In terms of finished goods, this amounts to
about 2.0 million tons. Algoma operates a mgjor sted works in Sault Ste. Marie, Ontario, and an iron ore
mine and axiliary facility in Wawa, Ontario. Through asubsdiary, Algoma has an equity interest in an iron
oremine and pdlletizing facility in the United States.

Algoma manufactures awide range of sted productsthat are primarily destined for the congtruction,
transportation and energy industries. These products include flat-rolled sheet and plate, structura shapes,
seamless tubular products and various semi-finished products.

Algoma’s tube divison commenced operations in 1971 with the lease/purchase of the facility from
Mannesmann Pipe. Together, Mannesmann Pipe and Algoma developed expertise in the manufacture of
casing, especidly in high-strength materias.

IPSCO was incorporated in 1956 as Prairie Pipe Manufacturing Co. Ltd. and commenced
operations in Regina, Saskatchewan, in 1957, with the completion of congtruction of an ERW pipe mill.
IN1959, IPSCO acquired the assats of Interprovincial Sted Corp. Ltd. and, in 1960, it commenced
production of its own flat-rolled sted. Since then, it has expanded its tubular manufacturing capabilities
through acquisition and congtruction in both Canada and the United States. IPSCO is currently constructing a
flat-rolled steel manufacturing facility in the United States.

IPSCO is made up of three operating divisons, the Fabricated Products Division, the Sted Division
and the Tubular Products Divison, the last being responsible for the manufacture and sde of casing.
IPSCO's products include hot-rolled sheet and plate, hollow structural sections, line pipe, standard pipe,
piling pipe, OCTG tubing, water well casng and OCTG casing, which includes oil and gaswell casing.

IPSCO began producing casng at its Regina plant in the early 1960s, but the mgority of its
production of casing is now carried out in Cagary, Alberta. It has other facilities capable of producing casing
in Edmonton, Red Deer and Cagary, Alberta

4. R.S.0O. 1990, c. B.16.
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Prudential was incorporated in 1966 in the province of Alberta. In 1973, it was sold to Dofasco Inc.
of Hamilton, Ontario. In 1975, it constructed a mill to produce OCTG. In 1979, it built threading facilities to
thread casing and tubing and upsetting facilities where tubing is hested and expanded prior to threading.
These facilities were replaced in 1985. In 1994, Dofasco Inc. sold its holdings in Prudential. In 1995,
Prudential completed the construction of its no. 3 mill and upgraded itsno. 2 mill.

SUMMARY OF THE INQUIRY AND REVIEWS

Inquiry No. CIT-15-85

On April 17, 1986, the CIT found that the dumping of casng from Argentina, the Federal Republic
of Germany, Korea and the United States had not caused, was not causing, but was likely to cause materia
injury to the production in Canada of like goods. In its reasons for this decison, the CIT noted that oil prices
had reached higtorically high levels in the early 1980s and were expected to continue to rise. At about the
same time, extengive drilling activity in the United States and Canada, combined with increased demand for
other pipe and tube products, led to near-capacity levels of production. This production was supplemented
by some imports, the mgjority of which were from Japan.

Overdl, the size of the market for casing increased during that period. Volumes declined somewnhat
in 1982, but rose thereafter, pesking in 1985 at aleve some 65 percent higher than that reached in 1981. At
about that time, world oil prices began to soften, and price competition intensfied. The CIT was persuaded
that this price competition was largdly the result of intrarindustry competition rather than competition with
low-priced imports.

The CIT found that the industry’s excess capacity, in conjunction with collgpsing world oil prices,
the phasing out of exploration incentives and faling demand, created abnorma economic conditions.
Exacerbating these conditions, U.S. restrictions on imports of casng suggested to the CIT that casng
excluded from the United States might be diverted to the Canadian market. Given these facts, the CIT found
that the dumping was likely to cause materia injury to the domestic production of like goods.

Review No. R-7-86

On November 6, 1986, pursuant to a request from the domestic industry, the CIT excluded from the
injury finding casing manufactured in Canada and subsequently exported to the United States for threading
and/or coupling before being imported by the manufacturer.

Review No. RR-90-005

On June 10, 1991, the Tribuna concluded that, should the finding be rescinded, the dumping of
casing from the United States and Korea was likdly to resume and that the dumping was likely to materidly
injure the domegtic production of casing. With respect to casing imported from Argentina and the Federd
Republic of Germany, the Tribuna rescinded the finding.

The evidence obtained in the review indicated that, in a disorderly U.S. market for casing, prices
were as much as 20 percent lower than the average domestic sdlling prices for casng in Canada, after
adjusting for exchange, duty, transportation and handling costs. In some instances, these prices were found to
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be too low for mgor U.S. producers to even cover their cods. Given these facts, the Tribund was of the
opinion that, if the finding were rescinded, U.S. exporters would likely dump their excess inventories in
Canada, which would materialy injure domestic production.

The evidence pertaining to exports of Korean casing demongtrated that the average prices for this
casing exported to the United States were as much as 24 percent lower than the average prices for casing
exported to Canada. The Tribunal was persuaded that the finding had created this price differential and that,
athough imports of Korean casing had, in fact, decreased, they would have likely increased if the finding had
been rescinded. The Tribunal realized that the export market was the only outlet for Korean casing, insofar as
Korea had considerable production capacity but little or no demand. On these grounds, the Tribunal was of
the opinion that Korean casing would return to the Canadian market at the first opportunity, likely at dumped
prices. The Tribuna believed that such dumping would disrupt the domestic market and cause materia
injury to the domestic industry.

POSITION OF PARTIES

Domestic Industry

The industry’ s position is that, in the absence of anti-dumping duties, U.S. and Korean exporters of
casing to Canada will resume dumping and that domegtic production is vulnerable to such resumed
dumping. In their opening comments, counsd for the domestic producers submitted that, in coming to a
conclusion on the industry’ s vulnerability to a resumption of dumping, it is not necessary for the Tribund to
find that all domestic producers are uniformly vulnerable. Counsd pointed out that, in Stuations where there
are saverd producers, it isunlikely that dumping will affect them al in a uniform fashion and thet, even if the
Tribunal found only one of severa producers to be vulnerable to dumping, this would be sufficient to find
that the industry, as awhole, was vulnerable,

With reference to their aid to argument, counsd for the domestic producers submitted thet, in their
view, the numbers demongtrated considerable price competition between domestic casing and casing
imported from the United States at normal vaues. In the absence of norma vaues, they argued, prices
would fall below thefloor price set by norma vauesinto unfair competition.

Counsd for the domestic producers d o referred to the issue of competition between ERW casing
and seamless casing, submitting that, because casing purchases are usudly application-based, seamless
casing does not normally compete with ERW casing. To the extent that there may be some competition
between the two products, counsel submitted that this additional layer of competition would contribute to the
likelihood of resumed dumping and the vulnerability of the domestic producers to such resumed dumping.

Turning to the propostion that faling skelp prices in the United States may lower the cogt of
producing casng in the United States, which, in turn, may mean that U.S. producers may no longer be found
to be dumping casing in Canada, counsd for the domestic producers submitted that any speculation on the
effect of faling skelp pricesin the United States and on the effect of the falling skelp prices on the question of
dumping in Canadais not relevant to the issues at hand and is not within the Tribuna’ s mandate to review.



Likelihood of Resumed Dumping

In the industry’s view, exporters in the United States and Korea would resume dumping, if the
finding were rescinded. Counsdl for the domestic producers pointed out that a dowdown in well drilling
activity in the United States had aready contributed to an increase in exports to Canada from those producers
with norma vaues. Counsd added that, even if the U.S. producers were supplying al U.S. demand,
10 percent of the unused capacity would gill be enough to supply the entire Canadian market. Counsdl
submitted that, if the finding were rescinded, record tonnages of U.S. imports would enter Canada, as more
U.S. producerswould seek an outlet for their casing.

In addition to the potentid for huge amounts of casing emanating from unutilized capacity in the
United States, a witness for the industry noted that OCTG inventory levels in the United States reached
1.7 million tons in November 1995° a volume which exceeded projected U.S. consumption in 1995 and
which is more than five times the size of the entire Canadian market for casing.

In this context of sgnificant production, substantia excess capacity and burgeoning inventories in
the United States, counsel for the domestic producers spoke of the declining prices for the subject goods and,
at best, alevel demand for casing in the United States. Counsel added that, of the many U.S. producers that
supply the U.S. market for casing, many are only marginaly profitable or are operating at aloss. According
to the testimony of a number of witnesses, the combination of these factors has led to volatile market
conditions which, the industry expects, would be exported to Canada, if the finding were rescinded.

Counsd for the domestic producers aso pointed out thet there is evidence that U.S. sted producers
have dumped other steel products in Canada and have injured the domestic production of those products.”
Counsd aso aleged that U.S. producers of casing have dumped non-subject high-strength casing and
non-subject line pipe, which has permitted U.S. exporters to engage in aform of *package pricing” whereby
they have combined sdes of low-priced, high-strength casing and/or line pipe with sdes of the subject
low-strength casing priced a normal values. The net effect of such salesisthat the average price for the total
“package’ islow.?

Counsd for the domestic producers added that strategic aliances, or other commercia arrangements
between some of the players in the market for casng, are beginning, for reasons of geographic or
commercia convenience, to control the price and supply of casng. Counsd submitted that such aliances
inevitably have an impact on price. At the same time, they added that the finding is the only safeguard against
the use of unfair pricing asacommercid tool in negotiating and establishing such supplier-user aliances.

As for Korea, counsd for the domestic producers referred to the evidence of overcapacity of
production of casing in that country,” adding that the United States International Trade Commission (USITC)
recently found that dumped imports of OCTG from Argenting, Italy, Japan, Korea and Mexico were

Manufacturer’ s Exhibit C-2, Attachment 2, Administrative Record, Vol. 9.
Manufacturer’ s Ehxibit A-2 a 5, Administrative Record, Val. 9.
Manufacturer’ s Exhibit A-1 a 11, Administrative Record, VVol. 9.
Manufacturer’ s Exhibit C-2 a 7, Administrative Record, Vol. 9.
Manufacturer’ s Exhibit A-2 a 10, Administrative Record, VVol. 9.
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materialy injuring, or threatening to materialy injure producers of casing and tubing in the United States.™
According to counsd, the USITC's finding provides evidence of the propensity of Korean producers to
dump casing in other countries. Moreover, the finding limits the Size of the world market available to Korean
casing and provides an additiona reason for Korean exportersto dump in Canada if the finding is rescinded.

Counsd for the domestic producers submitted that Korean exporters have a higory of unfairly
trading sted products and, with respect to this particular case, have not cooperated with the Department of
National Revenue (Revenue Canada) in obtaining norma vaues for casing. They added that Korean
exporters have a so attempted to circumvent findings relating to imports of standard pipe in both Canada and
the United States. Counsdl interpreted this as another indication of the likelihood that Korean exporters
would resume the dumping of casing in Canadaiif the finding were rescinded.

Likelihood of Materia Injury Should Dumping Resume

Counsd for the domegtic producers submitted that the domegtic industry remains vulnerable to a
resumption of dumping of casing from the United States or Korea. Counsel referred to the Tribuna’ s order
concerning carbon sted pipe from Korea,™ wherein it concluded that IPSCO was vulnerable to renewed
dumping. Counsdl observed that the same factors present in the carbon stedl pipe case are present in the
current case. Consequently, they submitted, the finding should be continued until market conditions and the
benefits of the decision in Review No. RR-94-004 |ead to increased financia performance for IPSCO.

Counsd for the domestic producers listed severa other factors which support the conclusion thet the
industry is vulnerable to resumed dumping. Counsel noted the drop in the domestic demand for casing
in 1995 and the industry’ s poorer financia performancein 1995 and the first quarter of 1996. They explained
that, snce the cost of producing casing is highly senstive to changes in production volume, the industry
requires a high utilization of capacity to maintain, or lower, its costsin the face of increased input costs and to
enhanceitsfinancia pogtion.

Counsd for the domestic producers added that the domestic capacity to produce casing is sufficient
to supply the entire market, but is currently significantly underutilized. In an effort to increase their ability to
competein today’ s market, the domestic producers have made investments to lower their costs and to reduce
their overcapacity. To this end, counsd submitted that the domestic industry has demonstrated a willingness
to be price-compstitive and to supply domestic demand.

With respect to the Size of the market available to the domestic producers of casing, counse for the
domestic producers submitted that the industry’ s export opportunities for casing are limited. The finding by
the USITC againgt imports of Canadian casing has effectively closed the U.S. market, while competition in
overseas marketsis limited due to the distances involved and the significant degree of offshore competition.

10. Manufacturer’ s Exhibit A-1 at 10, Administrative Record, VVal. 9.

11. Carbon Steel Welded Pipe in the Nominal Size Range 12.7 mm to 406.4 mm (1/2 in. to 16 in.)
Inclusive, in Various Forms and Finishes, Usually Supplied to Meet ASTM A53, ASTM A120, ASTM A252,
ASTM A589 or AWWA C200-80 or Equivalent Specifications, Including Water Well Casing, Piling Pipe,
Sprinkler Pipe and Fencing Pipe, But Excluding Oil and Gas Line Pipe Made to API Specifications
Exclusively, Originating in or Exported from the Republic of Korea, Review No. RR-94-004, Order and
Statement of Reasons, June 5, 1995.




Importers

Two importers, Fedmet Tubulars, A Divison of Russd Metds Inc. (Fedmet) and Alberta Tubular
Products Ltd. (Alberta Tubular), with their U.S. suppliers, Maverick Tube Corporation (Maverick) and
Paragon Industries, Inc. (Paragon) respectively, were represented at the hearing. These firms al submitted
that the finding should be continued.

Fedmet (Maverick)

In requesting that the finding be continued, counsdl for Fedmet specificaly noted that, in doing so,
the firm is not supporting the domestic producers of casing. According to counsd, Fedmet's god is to
support a system that ensures fair competition, with no dumping in the marketplace. Counsel submitted that
only without dumping can there be true competition.

According to counsd for Fedmet, thereisavery red likdihood of resumed dumping if thefinding is
rescinded, given the overcapacity in the United States, coupled with huge inventories and declining, or flat,
consumption. Further, over one hdf of the casng inventory in the United States is controlled by brokers,
digtributors and traders, with 20 percent of the resdua being held by oil companies, and these inventory
holders are not concerned with norma vaues or dumping, but instead are concerned only with converting
excess inventory into cash. When consumption is flat, or in decline, and prices for ail, gas and ded are
declining, the need for these partiesto sl off inventory becomes more intense.

It is Fedmet's pogition that the U.S. market is, thus, more volatile than the Canadian market. Should
the finding be rescinded, Fedmet submitted, these volatile market conditions in the United States will be
imported into Canada.

Finally, counsdl for Fedmet addressed the requests for exclusion from the finding made by Paragon
and Alberta Tubular. Counsel submitted that the requests were not adequately demonstrated, nor were they
exceptiond. Counsdl indicated that the mere fact that a party wishes to avoid the costs associated with
Revenue Canadd's annua normal vaue reviews cannot itself form a reason for an excluson. If it did,
counsdl submitted, then all importers should be excluded from norma vaue reviews.

Alberta Tubular (Paragon)

Counsd for Alberta Tubular and Paragon submitted that both firms are seeking an exclusion from
the finding to iminate the burden of complying with Revenue Canada s annua review process. Counsdl
submitted that Paragon has not dumped the subject goods, nor is Alberta Tubular interested in pushing down
the market price for the casing that it sells. For these reasons, counsd submitted that Alberta Tubular and
Paragon should be excluded from the finding.

Exporters

U.S. Sted, aUnit of USX Corporation

U.S. Stedl, aUnit of USX Corporation (U.S. Stedl), an exporter of casing in the United States, made
a submission through its counsel. The submission stated that the finding should be rescinded. Although the
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finding has been in place for 10 years, U.S. casing remains an important factor in the Canadian market.
Moreover, because prices for ERW casing are much lower in the U.S. market than in the Canadian market, it
isunlikely that ERW casing will be dumped in Canadaiif the finding is rescinded.

The submission maintained that price competition in the market for casing is driven by producers of
ERW casing which have benefited from the expanded production of low-cost/low-priced skelp, supplies of
which are expected to increase. According to the submission, the demand for seamless casng is not large
enough for Algoma, the sole domestic producer of seamless casing, to operate as an efficient economic unit.
Moreover, seamless casing cannot redigticaly compete with ERW casing in the market. Findly, the
submisson argued that, sSnce prices are st by ERW casng and there is substantial competition in
ERW casing from Canadian mills, thereis no risk of injury to domestic production from imports of seamless
casing.

In argument, counsd for U.S. Stedl submitted that the industry’ s performance pesked in 1994, when
well drilling activity was a a record high. Counsd went on to indicate that, dthough there has been a
margina downturninwdl drilling in Canada, it remains at levelsthat are dtill better than average.

Counsd for U.S. Stedl submitted that, of the three domestic manufacturers, only Algoma remains
vulnerable to resumed dumping, since its costs of producing seamless casing are high, relative to the prices
a which casng is sold, and these prices are set by the less expensve ERW casing. Counsd expect
U.S. pricesto continue to decline in tandem with falling demand in the United States. As demand and prices
fdl in the United States, norma vaues will adso decline, thus reducing the likelihood that casing will be

dumped.

Counsd for U.S. Stedl added that the price for skelp, the basic raw materia used in producing
casing, isamaor factor influencing the cost of producing casing. Referring to the evidence, counsd added
that the price for skelp in the North American market is expected to drop, and, hence, the cost of producing
casing will also drop.

Findly, counsd for U.S. Stedl argued that, if the Tribuna finds that there is alikelihood of resumed
dumping on the grounds of an inventory overhang held by digtributors in the United States, the Tribunal
should exclude, from the finding, casng manufactured and exported to Canada by U.S. Sted and
USS Kobe.

Korea

No Korean exporters participated in this review; however, the Embassy of the Republic of Korea
did make awritten submission to the Tribuna in which it pointed out that, Snce 1992, exports of casing from
Korea to Canada have been negligible. The submisson noted that the domestic producers which were
injured by imports of casing from Korea have had 10 years to recover. If, after this time, it was submitted,
the industry continues to suffer, it may be due to factors other than dumped imports.**

12. Public submisson by the Embassy of the Republic of Korea, Tribund Exhibit RR-95-001-25.1,
Adminigtrative Record, Vol. 1 at 229-30.
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ECONOMIC INDICATORS

The demand for casing and, hence, the genera performance of the market for casng are closdy
related to the number of oil and gas welsthat are drilled. In the past decade, an average of dightly more than
8,000 wells were drilled each year. Pesk activity occurred in 1985 and again in 1994 and 1995, with over
11,000 wdls drilled in each of those years. For 1996, the Canadian Association of Oilwdl Drilling
Contractors forecast that 11,276 wells would be drilled. The domestic industry forecast that about
10,500 wells would be drilled in 1996.** The lowest level of drilling activity occurred in 1992, when less
than 5,000 wellswere drilled.

Table 1

WELL DRILLING ACTIVITY
(1985 to 1995)

1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995

11,720 6275 6808 8775 5639 5675 6388 4771 939% 11,871 11,062

Source: Canadian Association of Oilwell Drilling Contractors.
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13. Canadian Associdion of Oilwell Drilling Contractors, Revised Forecast — 1996, March 15, 1996,
Tribunal Exhibit RR-95-001-39, Adminigtrative Record, Vol. 1A at 56-59.
14. Transcript of Public Hearing, Val. 1, April 22, 1996, &t 26.
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Following the trend set by wdll drilling activity, both the volume and the value of the market rose to
record highs in 1994, receding marginaly in 1995. During this period, unit sdes vaues peaked in 1991
and 1995.

Overdl, the industry accounted for the mgjority of the market throughout the review period. During
the five years from 1991 to 1995, the industry’s share of the market varied only dightly, peaking in 1992,
when the vaue of the market reached itslowest level in the past decade, and fdling to its lowest point in the
period, in 1994, when the volume of the market pesked at over 311,000 tonnes.

Asreflected in the drop in well drilling activity in 1992, that year was a particularly dow year in the
market for casing. The volumes of both imports and domestic production reached their lowest levelsin 1992,
before returning to record highsin 1994 and 1995.™ The industry’s utilization rates aso rose significantly in
those record years, in conjunction with mgor increases in production and reductions to the industry’s

capacity.

During this period, the average unit sales value of domesticaly produced casing tended to be lower
than the average unit sdes value of casing imported from the United States at, or above, norma values™®
This fact was supported by evidence entered by counsd for the domestic producers.’” In an aid to argument,
counsd demongtrated that, for three specific grades and sizes of casing, the prices for U.S. casing imported
into Canada a normd values currently either gpproach or surpass the prices for smilar grades and sizes of
casing sold in Canada by the domestic manufacturers.

15. In the pre-hearing staff report, 1994 was the last full year for which data were available. Data for 1995
were congructed by adjusting full-year 1994 data by the percentage increase or decrease found in 10-month 1995
datawhen compared to 10-month 1994 data.

16. Tribuna Exhibit RR-95-001-6C (protected), Adminigtrative Record, Vol. 2 a 150.

17. Manufacturers Exhibits A-6, B-6 and C-4 (protected), Administrative Record, Val. 10.
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Table 2

SUMMARY OF STATISTICAL DATA

1991 1992 1993 1994 1995
(Projected)

Apparent Market

Volume (tonnes) 101,645 119,621 257,332 311,545 268,029

Vdue ($000) 98,476 98,059 221,101 289,570 265,541

Index Values
(1991 =100)

Apparent Market

Volume (tonnes) 100 118 253 307 264

Vdue ($000) 100 100 225 294 270
Total Production (tonnes) 100 82 201 216 225
Apparent Imports

Volume (tonnes) - subject 100 83 265 441 288

Volume (tonnes) - non-subject 100 0 0 104 343
Market Share - Volume

Sdesfrom Domestic Production 100 104 101 96 98

Sadesfrom Imports 100 70 92 129 114
Gross Margin

(Asapercentage of net sdles) 100 31 88 88 100
Net Income Before Taxes

(Asapercentage of net sdles) 100 (63) 98 109 102
Production Capacity (tonnes) 100 100 97 A 98
Capacity Utilization (tonnes) 100 82 201 216 225
Employment

Person-Hours (000) 100 81 159 186 178

Source; Public Pre-Hearing Staff Report, March 13, 1996, Tribunal Exhibit RR-95-001-5, Administrative
Record, VVol. 1 at 128.
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REASONS FOR DECISION

Section 76 of SIMA provides that, on completion of areview, the Tribuna shdl rescind or continue
an order or finding, with or without amendment. In making its decison in this matter, the Tribunal must dedl
with two fundamenta questions. It must first determine whether there isalikelihood of resumed dumping of
casing from the United States and Koreg, if the order is rescinded. If the Tribund finds that there is a
likelihood of resumed dumping of casng from these two countries, it must then determine whether such
dumping islikely to cause materia injury to the domestic casing industry.

In addressing these questions, the Tribuna was mindful of the fact that a finding or order has now
been in place for 10 years and that continuing the order would, absent an interim review, extend
anti-dumping protection to the industry until the year 2001. The Tribuna recognizes that the evidence must
be particularly compelling to warrant a continuation of the order.

United States

The Tribund notes that, in reviews of orders or findings under the provisions of SIMA, the industry
and the importers and exporters generdly hold opposing views with respect to the basic issues. In this
review, however, two U.S. exporters, Maverick and Paragon, and the two Canadian companies to which
they supply their casing, Fedmet and Alberta Tubular respectively, supported the industry’ s podition that the
order should be continued with respect to imports from the United States.

One importer emphasized, however, that, in supporting a continuation of the order, it was not
supporting the industry, but rather a system that prevents dumping.™® The only party to make a submission
supporting a rescission of the order was U.S. Sted. Should the order be continued, both Paragon and
U.S. Stedl requested that they be excluded from the order. These requests will be discussed later.

The witnesses for the industry, officers of Fedmet and of Alberta Tubular, representatives of
Maverick and of Paragon and the Tribund’s witness from PanCanadian Petroleum Limited all described,
more or less, the same Situdtion in the U.S. market for casing. They characterized it as being a market in
which demand has been declining for many years and which is now stable, at best. In fact, the evidence
pertaining to drilling activity in the United States™ clearly shows that the number of wells drilled each year
has dropped steadily and significantly from a pesk reached in 1981. The rate of declinein drilling during this
period was S0 steep, in fact, that, by 1995, the number of oil and gas wells drilled in the United States had
falen to about 46 percent of the number of wellsdrilled in 1986.

The evidence suggests that the U.S. industry reacted to the declining demand for casing in the
United States by reducing its capacity. There are currently 11 plants™ in the United States that manufacture
casing. These plants currently have a total capacity to produce about 4.7 million tons of OCTG,?* which

18. Transcript of Public Hearing, Vol. 2, April 23, 1996, at 153.

19. Tribuna Exhibit RR-95-001-37, Adminigrative Record, Vol. 1A at 52-55.

20. Manufacturer’ s Exhibit A-2, Attachment 2, Administrative Record, Vol. 9.

21. OCTG includes arange of products that is broader than oil and gas well casing. The Tribuna consders
that trends in OCTG production are indicative of trends in the capacity to manufacture oil and gas well
casing.
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represents a drop of 36 percent from a capacity level of about 7.4 million tons in 1986.%% In addition to
significantly lowering the absolute capacity to produce casing in the United States, there was some indication
that some U.S. producers of casing are absorbing some of the residua unutilized capacity by making other
products on the same equipment.®

The evidence suggests that the reduction in capacity for producing casing in the United States has
not kept pace with the declining demand, and the remaining capacity levels will represent the status quo for
the next five or six years®* At thislevel, the OCTG market in the United Stateswill call upon about one third
of U.S. capacity to produce this product, leaving about 3 million tons of unutilized capacity.?

The Tribund notesthat, to alarge extent, production levelsin the United States are directly related to
the necessity for producers of casing to optimize their respective mill loadings to achieve maximum coverage
of overhead.?® The Tribunal heard evidence that, even if there was no imported casing in the U.S. market, the
considerable volume of production of casing necessary to meet the requirements for optimal mill loading
would necessarily encourage exports.*"?®

It is also clear to the Tribunal thet the substantial volume of unsold casing in the U.S. market™ wiill
exacerbate the potentia for dumping caused by the condderable amount of unused capecity in the
United States. The Executive Vice-President of Paragon, the exclusive exporter of casing to Alberta Tubular,
estimated that the volume of the inventory overhang is currently about twice as large asit should be® In the
United States, the greater part of this excess casng inventory is held by distributors, brokers, traders and
supply houses ™

The Tribuna heard thet, at the digtributor level, when inventories become surplus to an end-user’s
requirements due to the cancellation of a drilling program, inventory holders normaly sdl off casing at the
best price, in order to liquidate their holdings, even if such liquidation includes dumping.®” In the Tribund’s
opinion, such liquidation islikdly to include dumping.

In the U.S. market for casing, the forces of excess capacity combined with a Sgnificant volume of
inventory held mogtly at the digtributor level have put considerable pressure on the price structure.
Onewitness for the industry suggested that U.S. manufacturers of casing no longer have an interest in
profitability on their sdesin the U.S. market™ and, in some cases, are sdlling at aloss. He suggested that this

22. Importer’ s Exhibit D-1 at 3, Administrative Record, Vol. 11.
23. Transcript of Public Hearing, Vol. 2, April 23, 1996, at 171-72.
24. Transcript of Public Hearing, Vol. 2, April 23, 1996, at 171.

25. Transcript of Public Hearing, Vol. 2, April 23, 1996, at 9.

26. Manufacturer’ s Exhibit C-2 at 5, Administrative Record, VVal. 9.
27. Transcript of Public Hearing, Vol. 1, April 22, 1996, at 9.

28. Transcript of Public Hearing, Vol. 1, April 22, 1996, at 90.

29. Manufecturer’s Exhibit C-2 at 4-5, Adminigrative Record, Vol. 9; and Transcript of Public Hearing,
Voal. 2, April 23, 1996, at 157.

30. Transcript of Public Hearing, Vol. 2, April 23, 1996, at 178.

31. Transcript of Public Hearing, Vol. 2, April 23, 1996, at 154.

32. Ibid.

33. Transcript of Public Hearing, Vol. 2, April 23, 1996, at 26-27.
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“chaotic” dtuation would be exported to Canada if the order were rescinded. The Executive Vice-President
of Paragon echoed these comments, suggesting that some U.S. producers are even sdlling their casing below
the cost of production.

During the hearing, the industry entered three exhibits showing Algomas, IPSCO's and
Prudentia’s actua selling prices, to their distributors, for severd grades and sizes of casng.® In a
confidential aid to argument, counsd for the domestic producers compared these prices with the prices for
the same grades and sizes of casing imported into Canada from the United States at normal vaues.

This evidence demongtrates to the Tribund that the current delivered price for fairly traded casing
purchased in the United States can be as high as, or higher than, the prices for equivaent types of casing sold
in Canada by the domestic manufacturers. The inference that the Tribuna drew from this exercise was that,
in order for imports to compete with domestic casing, casing exported from the United States would, in dl
likelihood, have to be dumped.

Having heard evidence on overcapecity in the U.S. market, the need to have efficient production
levels, the subgtantial volume of unsold casing in the U.S. market, sdes below codt, liquidation prices and the
price for fairly traded U.S. casing in the Canadian market, the Tribuna concludes that, in the absence of
anti-dumping duties, exportersin the United States are likely to resume the dumping of casing in Canada.

Since 1990, in the absence of price compstition in the marketplace from dumped casing, the
industry, on average, has managed to maintain reasonable margins. There has been some variability in
profitability within the industry, with Algoma being, on average, less profitable, while IPSCO and Prudentia
have been more profitable. However, reasonable financid performance today does not, in and of itsdf,
preclude the industry from being injured in the face of dumped imports. The Tribund is persuaded, in fact,
that, when 10 percent of the underutilized capacity in the United States would be more than enough to supply
the entire Canadian market, competition from dumped imports would put extreme pressure on the industry’s
profitability.

The Tribuna believes that the industry would likely react to dumped prices in one of two ways. It
could ether lower its prices to maintain its share of the market or reduce or iminate the production of thet
casing whereit is not price-competitive. Both dternatives have their costs.

Should the industry choose to compete, its unit sales prices will drop, as market forces drive
Canadian pricesdown to levels of the U.S. competition, which, the evidence suggests, will be at prices which
are dumped and possibly below the cost of production. In coming to this conclusion, the Tribunal takes note
of evidence pertaining to prices a which fairly traded U.S. casing could land in Canada. The Tribund isaso
guided by evidence that certain U.S. producers are sdlling casing in the U.S. market at prices below cost,*
aswell as by evidence of the practice of U.S. distributors liquidating inventories at low prices®” Should the

34. Transcript of Public Hearing, Val. 2, April 23, 1996, at 178-79; and Transcript of In Camera Session,
Voal. 2, April 23,1996, a 168-69.

35. Manufecturers' Exhibits A-6, B-6 and C-4 (protected), Adminigtrative Record, Val. 10.

36. Transcript of Public Hearing, Vol. 1, April 22, 1996, at 26-27.

37. Transcript of Public Hearing, Vol. 2, April 23, 1996, at 154.
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industry choose to compete on the basis of price, the likely price declines, in the face of resumed dumping,
and the net effect on the industry’ sfinancid performance will clearly be significant.

The Tribund is of the view that the other option open to the industry, of cutting back on production
in the face of dumped price competition, will have a Sgnificant long-lasting negative impact on the industry.
The fixed costs in a casng mill are high, and only by maximizing its utilization of capacity can the industry
expect to keep unit costs under reasonable control to ensure profitability. In fact, the Tribuna heard
consderable evidence to the effect that, even in these times of congderable demand, manufacturers of casing
in Canada™ are considering the viahility of producing productsin addition to casing in their mills, in attempts
to boost the utilization of the mills. It is clear to the Tribund that a reduction in the utilization of the dready
underutilized domestic casing mills, in reaction to dumped imports, will have a sgnificant negetive effect on
the industry’ s profitability.

On these grounds, the Tribund is of the opinion that, should the order be rescinded, exportersin the
United States are likely to resume the dumping of casing in Canadaand that the dumped imports arelikdly to
materidly injure the domegtic industry.

Korea

The firms producing OCTG in Korea have an estimated production capacity of 2.1 million tons,*
about 15 percent of which would be more than sufficient to satisfy adl Canadian demand for casing. Unlike
Canada or the United States, Korea has few exploratory or developmenta oil or gas wells™ and it must
export virtualy dl of its OCTG. However, despite this excessive capacity to produce casing, essentidly al of
which must be destined for the export market, no Korean casing has been exported to Canada since 1989.

In contrast, Since 1989, Korean casing has had a growing presence in the U.S. market. In fact, the
volume of casing imported from Korea grew significantly in the United States until 1995, the year in which
the USITC found that dumped imports of OCTG from Korea, and other countries, were injurious to the
OCTG industry in the United States™

The Tribund redlizes that the economics of casing production demand that Korean manufacturers of
casing keep their mills loaded. However, given the effective loss of the United States, amgjor customer base,
the Tribunal is persuaded thet, if the order is rescinded, this pressure to keep their mills loaded makes it
inevitable that Korean producerswill look to Canadato absorb at least a portion of their production of casing.

The propengity of the Korean exporters to dump is supported by the U.S. finding on the injurious
dumping of casing from Korea and other countries. Further evidence on the propendty to dump is given in
the Tribund’s decison in Review No. RR-94-004, which continued an order on the injurious dumping in
Canada of standard pipe from Korea® Evidence in that review indicated that Korean exporters and
Canadian importers of standard pipe have attempted to circumvent the order relating to standard pipe by

38. Manufacturer’ s Exhibit C-3 (protected) at 13, Administrative Record, Val. 10.
39. Manufacturer’s Exhibit A-2, Attachment 3, Administrative Record, Vol. 9.
40. Manufacturer’s Exhibit A-1 at 11, Administrative Record, Vol. 9.

41. Manufacturer’s Exhibit A-5, Administrative Record, Vol. 9.

42. Supra note 11.
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describing standard pipe imports as line pipe at the time of entry into Canada. The evidence aso showed that,
on a least two occasions, Revenue Canada has advised importers that dl line pipe that is being used in
standard pipe applications and which originatesin Koreaiis subject to anti-dumping duties.”®

Furthermore, the Tribunal consders that it is reasonable to infer from Korean activities in the
United States and Canada that the order had the effect of keeping Korean casng out of the Canadian
marketplace over the last five years. If Korean producers were not so condrained, they would likely lower
their prices to undersdll their competition in Canada, just as they did in the United States. In the Tribund’s
view, such price reductions could only be achieved by dumping.

For these reasons, the Tribund is convinced that there is a likelihood that Korean exporters will
resume the dumping of casing in Canada should the order be rescinded.

The Tribuna is dso convinced that a resumption of dumping by Korea will likely lead to materia
injury to the domestic industry. In this regard, the Tribunal notes that Korean exporters have the capacity to
ship casing to Canada in consderable volumes. To reestablish themselves in the Canadian market, the
Tribund is of the view that the Korean exporters would have to offer the subject goods at prices which are
below the prevailing prices of domestic producers. In the commodity market for casing,™ even modest price
undercutting can have a significant impact on revenues and profits. Further, the Tribund is of the view that, if
the order were rescinded, the domestic industry would likely be faced with the same dilemma with respect to
dumped Korean imports as it would with dumped U.S. imports; it could reduce its prices to retain market
share, or it could reduce or iminate production in those segments of the market where it could not compete.
For the reasons stated above, the Tribund is of the view that there is a likelihood of materid injury in either
scendio.

Two other themes addressed during the hearing dedlt with the effect that faling skelp prices might
have on the price for domestic and imported casing and the impact that competition between ERW and
seamless casing might have on the market for casing. The Tribunal redlizes that these factors may well have
an effect on the market for casing, but, in the Tribunal’ s view, they will not, in and of themselves, contribute
to ether the likelihood that casing will be dumped in Canada should the order be rescinded or the likelihood
that such dumping will materidly injure the domestic industry.

Thefirg issue involvesthe impact of different skelp prices. The Tribund is aware that mgor shiftsin
the price for skelp can have a considerable impact on the cost of producing casing. However, the evidence
pertaining to skelp prices, particularly as it affects casng, suggests that the price for skelp produced in
different mills, or in different countries for that matter, tendsto movein similar directions.®

On this badis, the Tribuna considers that the price for skelp in Canada, and elsewhere in the world,
will, in the long run, exhibit smilar trends. Consequently, the Tribuna does not consider it likely that any
changesin the price for skelp in the United States or Korea vis-a-vis the price for skelp in Canada will create
such circumstances that will increase, or decrease, the likdihood that the dumping of casing by either of
these countries will resume.

43. Ibid.
44. Transcript of Public Hearing, Vol. 2, April 23, 1996, at 107.
45, Transcript of Public Hearing, VVol. 1, April 22, 1996, at 62.
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The second issue, and one which was dealt with at length during the hearing, involves the degree of
red or potentid competition in the market between ERW and seamless casing. During this review, the
Tribuna heard evidence that the price for K grade seamless casing is now virtually the same as the price for
Jgrade ERW casing.*® Aswell, the Tribunal saw evidence of some growth in the seamless segment of the
market for casing, rdative to the Sze of the ERW segment. It has also heard that certain purchasers of casing
have chosen to switch from usng seamless cadng, in certan types of well environment, to using
ERW casing.”’

In the Tribuna’s opinion, this evidence supports the conclusion that there is competition between
ERW and seamless casing. However, this competition in no way diminishes, and may incresse, the injury
that would be caused should dumping resume.

REQUESTS FOR EXCLUSION

Alberta Tubular, an importer, and Paragon, the U.S. exporter from which Alberta Tubular imports
its casing, supported a continuation of the order, but requested an excluson from it. In support of the
excluson, counsd for Alberta Tubular and Paragon argued that Paragon has not exported casing to Alberta
Tubular &t dumped prices and that Revenue Canadd s annud reviews of the order has placed an unnecessary
adminigtrative burden on the two firms.

Counsd for U.S. Sted submitted that the order should be rescinded. However, counsel argued that,
if the order were continued for reasons of the inventory overhang of casing held by digtributors in the
United States, the Tribund should exclude, from the order, the subject goods manufactured and exported to
Canadaby U.S. Sted and USS Kobe.

The Tribunal’ s discretion to grant exclusions has been recognized by the courts®® The Tribunal has
congstently maintained that exclusions will only be granted on an exceptiond basis. In this case, the Tribuna
sees no exceptiond circumstances rating to the firms casing or its export to and import into Canada that
might differentiate it from any other casing that is subject to anti-dumping duties. The Tribunal notes that dl
of the requedts rdated to goods which the domestic industry currently produces and which compete with,
and are directly subgtitutable for, domegticaly produced goods. In the Tribuna’s view, it is not surprisng
that, Since the order was made, Paragon has not exported the subject goods to Canada at dumped prices. If it
were to export dumped goods to Canada, before those goods could be “released,” among other things,
anti-dumping duties equa to the margin of dumping would have to be paid. In other words, the landed cost
of the goods would, in effect, be adjusted upwards to reflect the difference between the import price and the
gpplicable normd vaue. The Tribund, aso, does not find Paragon’s “administrative burden” argument to be
compdling. The Tribund notes that al persons exporting the subject goods to Canada face a smilar
adminigrative burden. Moreover, the Tribunal notes that its decision on the likelihood of resumed dumping
was made on factors additional to the fact of the inventory overhang held by the digributors in the
United States. Accordingly, the Tribuna is not prepared to accept the requests for excluson made in this
case.

46. Transcript of In Camera Session, Vol. 1, April 22, 1996, at 42.

47. Tribuna Exhibits RR-95-001-24.6 and 24.10 (protected), Adminigtrative Record, Vol. 6.2 at 59 and 93.
48. Hitachi Limited v. The Anti-dumping Tribunal, [1979] 1 SC.R. 93; and Sacilor Aciéries v. The
Anti-dumping Tribunal (1985), 9 C.E.R. 210 (F.C.A.), Court File No. A-1806-83, June 27, 1985.
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CONCLUSION

For the foregoing reasons, the Tribunal concludes that, if the order were rescinded with respect to
exports of casing from the United States, it is likdy that dumping would resume and that such dumping
would likely materidly injure the producers of casing in Canada.

The Tribuna aso concludes that, if the order were rescinded with respect to exports of casing from
Koreg, it is likdy that dumping would resume and that such dumping would likely materidly injure the
producers of casing in Canada.

Accordingly, the Tribuna continues its order made on June 10, 1991, in Review No. RR-90-005,
without amendment.

The Tribund aso concludes that the requests for exclusion are not warranted.
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