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SUMMARY
The Department of Commerce (“the Department”) has prepared these results of

redetermination pursuant to the remand order of the Court of Internationa Trade (“the Court”) in Ta

Chen Stainless Stedl Pipe Co., Ltd v. United States of Americaand Alloy Piping ProductsInc.,

Howline Divison, Markovitz Enterprises, Inc., Gerlin, Inc., and Taylor Forge Stainless, Inc. v. United

States Slip Op. 04-46 (CIT May 4, 2004) (“Remand”). In accordance with the Court’ s ingtructions,

the Department has re-examined the remanded issues of the Department’ s Find Determinatior. See

Find Reaults of Antidumping Adminigrative Review: Certain Sainless Sted Butt-Weld Pipe Fittings

From Taiwar, 65 FR 81827 (December 27, 2000) (“Eind Determinatior™) and the accompanying

|ssues and Decison Memorandum for the Sixth Administrative Review of Catain Stainless Sted Buitt-

Weld Pipe Fittings from Taiwan: June 1, 1998, through May 31, 1999 (December 15, 2000)

(“Decison Memo”). Pursuant to the Court’ s ingtructions, the Department has. (1) provided an




explanation of why, in this case, recognized expenses are an adequate proxy for imputed expenses, and
has demondtrated that the Department’ s methodology in caculating CEP profit is not distortive; and (2)
recongdered its bass for its determination concerning reimbursement in light of additiond factud
information submitted by Ta Chen Stainless Sted Pipe Co., Ltd., and found that the reimbursement
agreement did not apply to the June 1, 1998, through May 31, 1999 period.

On August 5, 2004, the Department released the Draft Results Pursuant to Remand (“Draft
Realts”) to interested parties for public comment. On August 9, 2004, we received comments on the
Dreft Results from Alloy Piping Products Inc., Howline Divison, Markovitz Enterprises, Inc., Gerlin,
Inc., and Taylor Forge Stainless, Inc. v. United States (collectively “Petitioners’) and from Ta Chen

Stainless Sted Pipe Co., Ltd. (“Ta Chen” or the “Respondent”)

BACKGROUND

On December 27, 2000, the Department published its Find Determinatior, covering the period

of review (“POR”) June 1, 1998, through May 31, 1999. Ta Chen and Petitioners each contested

various aspects of the Fina Determinatior.

On May 4, 2004, the Court issued its opinion and remanded to the Department the following

two aspects of its Find Determinatior for reconsderation:
(2) With respect to the Department’ s methodology for caculating CEP profit, the Court
ordered the Department to explain why, in this case, recognized expenses included in the “ Total

Expenses’ denominator and in the “Totd Actud Profit” multiplier are an adequate proxy for the



imputed expensesincluded in the“Totd U.S. Expenses’ numerator, or to recaculate Ta Chen's CEP
profit to properly reflect its U.S. imputed expenses, and

(2) With respect to the Department’ s reimbursement determination, the Court ordered the
Department to recongder the bases for its determination concerning the alleged reimbursement
agreement, in light of any relevant factua evidence, aswell as the agency’s own findings, conclusions,
and determinations in other matters (including its determination—in the adminigrative review following
the review at bar— that the reimbursement agreement on which it relies was limited to the 1992-1994

periods of review), and the gpplicable law.

CEP PROFIT

The CEP profit equation alocates an amount of “Totd Actua Profit” for al production and
sling activities of subject merchandise to the respondents U.S. CEP sdlling and further-manufacturing
activitiesonly. CEP prdfit is calculated according to the following equation:
Tota CEP profit

dlocated to U.S. = Totd Actud Profit X Totd U.S. Expenses
expenses Totd Expenses

Inits remand indructions, the Court instructed the Department to explain how the recognized
expenses used to caculae the “ Total Expenses’ denominator and the “ Tota Actua Profit” multiplier
adequatdly reflect the imputed expenses that are included in the “ Total US Expenses’ numerator.

In addressing the Court’ s concerns on remand, the Department first provides a more detailed



explanation of how financia expenses are taken into account, and further demonstrates that such
expenses are adequatdly reflected in dl parts of the Department’ s standard CEP profit calculation.
Second, the Department explains that when it applies its sandard CEP methodology to Ta Chen, no
digtortion is created. Findly, the Department addresses the Court’ s concern with respect to the test
program it ran during the review.

A. The CEP Profit Calculation and Imputed Expenses

Inits remand to the Department, the Court questioned whether excluding imputed financia
expenses from the “ Tota Expenses’ denominator and “Tota Actud Profit” multiplier portions of the
CEP profit caculation, while including the same expensesin the “Totd U.S. Expenses’ numerator,
would lead to a distorted result. Below, the Department explains that these two parts of the calculation
(“Totd Actud Profit” and “Tota Expenses’) include recognized financid expenses which adequatdy
reflect the imputed financid expensesincluded in the “Totd U.S. Expenses’ numerator.

In the Department’ s CEP profit caculation, the“Total Actud Profit” multiplier under section
1677a(f)(2)(D) is caculated by (1) adding the subject merchandise revenue for both the U.S. and the
home market; (2) deducting from that amount the cost of merchandise for both markets; and (3)
deducting the sdlling, distribution, and packing expenses for both markets. The “Tota Expenses’
denominator is calculated by adding (1) the cost of merchandise for both markets and (2) the selling,
digtribution, and packing expenses for both markets. In both the “Tota Expenses’ denominator and the

“Totd Actud Profit” multiplier, recognized financia expenses areincluded in the cost of U.S. and home



market merchandise.!

When cdculating both the “ Total Actud Profit” multiplier and the “ Total Expenses’
denominator, net financia expenses are calculated from the respondent’ s constructed vaue (“CV”)
database in determining the cost of U.S. merchandise, and from the respondent’ s cost of production
(“COP”) database in determining the cost of home market merchandise. See 19 USC § 1677b(e) and
1677b(b)(3). Generaly, net financia expenses are caculated by offsetting the tota financid expenses
incurred with any financia income earned during the period. Because net financid expenses are
included in both the “Total Actud Profit” multiplier and the “ Total Expenses’ denominator as a cost
item, and because the statute indicates that these two numbers are to be actud (i.e. recognized)
amounts, the Department does not include imputed financid expenses as an expense item in the profit

cdculation. CEP Prdfit Bulletin at n. 5.

By contrast, the numerator of the CEP profit equation, “ Tota U.S. Expenses,” includesimputed
credit and inventory carrying cogts as an gpproximation of the borrowing costs associated with the
respondent’s U.S. sdling activities. Theinclusion of the imputed financid expensesinthe“Totd U.S.
Expenses’ numerator is congstent with 19 USC 8 1677&(f)(2)(B), which defines the term “Totd U.S.
Expenses’ as described under 19 USC 8§ 1677a(d)(1) and (2). Inthis case, to avoid double-counting,

we did not include any amount of recognized financia expensesin the“Totd U.S. Expenses’

1See Policy Bulletin 97/1, dated September 4, 1997, Calculation of Profit for Constructed
Export Price Transactions (“CEP Profit Policy Bulletin”); see dso Statement of Adminigrative Action,
dated September 29, 1998 (“SAA”) (dating that “{t} he totd profit is caculated on the same basis as
thetotd expenses.” SAA at 825).




numerator, as the imputed expenses account for al such expenses.

The Court cited SNR Roulementsv. United States, 24 CIT 1130, 118 F. Supp. 2d 1333

(2000), which supports the proposition that any expensesin the “Total U.S. Expenses’ numerator must
logicaly dso beincluded in the “Tota Expenses’ denominator. However, it is the Department’s
position that it is proper to exclude the imputed expenses from the “ Total Expenses’ denominator and
the “Totd Actud Profit” multiplier because the totd recognized financia expenses of a company
aready account for the cogts of carrying merchandise in inventory and extending credit. Similarly,
because we included imputed expensesin the “Totd U.S. Expenses’ numerator per 19 USC §
1677a(d)(1), we excluded dl recognized financid expenses from the numerator in this case, asthey

were accounted for by the imputed expenses.

Generdly, companies may finance their operations by collecting cash through various sources,
including debt financing, equity financing, and through working capitdl. Because money isfungible, it is
difficult to ascertain exactly which portion of arespondent’s financia expenses arises as aresult of
certain specific operations of the company, such as U.S. sdling activities. However, to the extent that a
respondent company borrows funds through debt-financing, some portion of the financial expenses
incurred on those funds may reasonably be attributable to the company’s U.S. sdlling activities. The
U.S. imputed expenses are an estimate of that amount. To caculate the imputed expenses, we apply
the respondent’ s actual daily short-term interest rate to the number of daysitsinventory remains unsold

and its saes revenue remains uncollected. It is the Department’ s position that the respondent’ s short-



term interest rate is the most appropriate rate available to estimate the interest expenses the company

incurs as aresult of its U.S. sdling activities.

The imputed financia expenses related to sdling activities Smply represent the opportunity cost
of having the merchandise St in inventory prior to sale, and of extending credit after the sde. To the
extent that a company incurs alonger waiting period between production and payment, it will not have
recourse to such funds and will generaly incur grester financia expenses relative to receiving payment
immediately upon production. The net interest expense incurred by a company, which is reported as an
element of COP/CV, and included in the Department’s cdculation of the “Total Actud Profit” multiplier

and the “Total Expenses’ denominator, will account for this opportunity cost. CEP Policy Bulletin &t n.

5. If wewereto include both the imputed expenses and the recognized financial expensesin the“Totd
Expenses’ denominator, the denominator would then include both the recognized financia expense and
an esimate of the amount of financid expenses dueto U.S. sdlling activities, and thus, would result in
double-counting that amount. As noted, we have avoided such double-counting by excluding

recognized financial expenses from the “Total U.S. Expenses’ numerator.

Thus, it isthe Department’ s position that a relation exists between recognized financid expenses
and imputed expenses, such that the recognized net expenses account for the extent to which the
company incurs inventory carrying cost and credit costs related to the collection of accounts receivable,
among other financid or economic costs. Therefore, the concern raised by the court in SNR

Roulements that expensesin the “Tota U.S. Expenses’ numerator be included in the “ Total Expenses’



denominator is satisfied because the Department’ s methodology ensures that inventory carrying costs

and imputed credit costs are reflected in both.

In Thai Pineapple Canning Industry Corp., Ltd. v. United States 24 CIT 107, Ct. Int’'| Trade,

Lexis 17, Slip Op. 00-17 (CIT February 10, 2000) (“Tha Pinegpple 11”), the Court agreed that,
absent ademondtration of any great discrepancy between the imputed expenses and the recognized
financiad expenses, the CEP profit caculation comports with the purpose of the statute, and concurred
with the Department’ s position, recognizing that “the total expenses denominator would reflect the
interest expenses captured in the U.S. sales expenses numerator specifiedin 19 U.S.C 8§
1677a(f)(2)(B), aswdll as*‘home market interest expenses, because the total expenses denominator is
derived from a net unit figure based on al company interest expenses without regard to saes

dedtination.” See Tha Pinegpplell at 21.

In Tha Pinegpple |1, the Court found that the issue of whether the imputed expensesin the

numerator were comparable with the recognized expenses in the denominator was therefore whether
the specific facts of that case warranted a departure from the Department’ s standard methodology. In
that case, the Court found that the respondent had not established that any greet discrepancy between
the imputed expenses and the recognized financia expenses existed. Thus, the Court sustained the

Department’ s calculation of CEP profit. See Thal Pinegpple |l at 22.

On August 10, 2004, subsequent to the date the Department issued its Draft Results, the Court

of Internationa Trade uphed the Department’ s standard CEP methodology by finding that (1) the



dtatute does not require symmetry in the calculation, and (2) even if symmetry were required, imputed

expenses and recognized financial expenses are reasonable surrogates for each other. SNR Roulements

v. United States, Court No. 01-00686, Slim.Op. 04-100, 7-9 (CIT August 10, 2004). In that case,
the Court, following Tha Pinegpples, indicated that the Department’ s standard methodology may be
chalenged if acompany demondrates that either a distortion is caused by different expenses over time
or that the incluson of imputed expenses in the denominator and multiplier will not result in double-

counting.

B. Analysisof the Record in This Case

In this case, Ta Chen has attempted to establish that a Sgnificant discrepancy between the
imputed expenses and the recognized financid expenses exigts. Ta Chen asserted that the Department
“essentidly ‘ignore{ d} enormous.... inventory carrying and credit costs,” making U.S. sales gppear

overly profitable in comparison to home market sdes” See Remand at 17.

Inits decison, this Court sated that the Department’ s standard CEP profit caculation may
have digtorted the adlocation of profit by over-alocating profit to Ta Chen’s U.S. CEP sdles. The result
of such distortion would have the effect of generating a greater deduction from CEP than is gppropriete,
thereby creating an unduly increased dumping margin.

In order to address this concern, the Court ingtructed the Department to “explain why, in this

case, recognized expenses are an adequate proxy for imputed expenses, or —if necessary —to



recalculate Ta Chen’s CEP profit to properly reflect TCI’simputed expenses’ in the “Tota Actua

Profit” multiplier and the “ Total Expenses’ denominator. See Remand at 22.

We emphasize that the size of arespondent’s U.S. imputed interest expenses has no bearing on
whether the respondent actudly incurred financid expenses to borrow cash. Whether the respondent’s
cash requirements are large or smdll, the interest expensesincurred on amounts borrowed are reflected
in the respondent’ s recognized financiad expenses. It isthe Department’ s position that regardless of the
gze of arespondent’simputed interest expenses, its recognized financia expenses will account for the

extent of that respondent’ s net borrowing requirements related to its sdling activities.

Importantly, Ta Chen argues that adistortion exists in part because the U.S. inventory carrying
cost in the numerator is so large that it exceeds the recognized financia expensesincluded in the
denominator. See Remand at 21. We note that there is no theoretical or logica requirement that the
imputed U.S. inventory carrying cost and imputed U.S. credit expense should somehow be limited to or

less than the total amount of recognized net financid expenses which isincluded in the “Total Expenses’

denominator.
D. Test Recalculation of Ta Chen’s CEP Profit
As noted in the Court’ s Remand, the Department ran atest program in which it added imputed

credit and inventory carrying costs to the total expenses used in the calculation of the totd profit ratio.

See Decison Memo at 29. The Department found the resulting change in the CEP profit ratio to be

inggnificant. However, the Court noted that “the agency failed to include any documentation of its test

10



program in the administrative record filed here, effectively precluding independent andlysis and judicia
review.” The Court further found that “the very fact of that test program casts doubt on the
government’ s claim that accepted accounting principles prohibit the inclusion of imputed expensesin
determining profit. See Remand at 22.

Firgt, the Department only ran thistest in light of the argument made in this case. It does not
represent a methodology that the Department usesin lieu of its stlandard gpproach. Thistest was
designed merdly to examine the argument by Ta Chen that a distortion was generated in the calculation.
By running this test, we found that a distortion wasin fact not crested, thus reinforcing the Department’s

position that its methodology is not digtortive.

We haveincluded al documentation related to that test program in the record of this
redetermination. In the test program, the Department added Ta Chen'simputed U.S. sdlling expenses
to the “Total Expenses’ denominator and the “Total Actud Profit” multiplier. Asis gpparent through an
examination of the attached documentation, the resulting change in Ta Chen’s cd culated dumping
marginisinggnificant. TaChen's CEP ratio (Total Actua Profit/Total Expenses) has changed from [ *

**to[ * * * ]. TaChen'sweighted-average margin changes from 6.42%to [ * * * ]%?
Most important, however, athough the Department tested Ta Chen' s proposed methodol ogy,

the Department continues to maintain that the methodology for cdculaing CEP profit set forth in the

attached documentsis flawed. According to the Department’ s methodol ogy, the imputed interest

2The numerica results presented are based on Ta Chen' s revised margin program according to
the results of the “Reimbursement” section below.
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expenses are aready reflected in the recognized financia expenses, which isincluded in the cost of
merchandise in the denominator and the multiplier of the CEP profit equation. By adding the imputed
interest expenses to the denominator and the multiplier, these amounts are then double-counted in the
denominator and in the multiplier, such that the denominator and the multiplier would have both the
recognized amount and the imputed measurement of the respondent’ sinterest expenses. Furthermore,
the CEP profit equation gpplied in the attached documentsis not accurate or symmetrical. By adding
only the U.S. imputed interest expenses, but ignoring the home market imputed interest expenses and
any imputed expenses related to production, purchasing, financing, or adminidrative activities, this

version places undue emphasis on Ta Chen’simputed U.S. sdlling expenses.

Finaly, if the Court concludes that no double-counting occurred because the imputed interest
expenses are excluded from the recognized net financid expenses, then the verson of the CEP profit
equation in the attached documents is further inaccurate or asymmetrica because the gppropriate
portion of those net interest expenses in the denominator are excluded from the “U.S. Expenses’
numerator. Hypothetically, it would be necessary to estimate an amount of the recognized financia
expenses which is attributable to U.S. sdlling activities, and add that amount to the“Tota U.S.

Expenses’ numerator.
E. Conclusions

We have not changed our standard cal culation methodology for CEP profit in thiscase. The

Department maintains that the CEP profit equation is symmetric with regard to the imputed interest

12



expenses such that the imputed interest expensesin the “Total U.S. Expenses’ numerator are in fact
reflected in recognized financia expensessin the “ Total Expenses’ denominator and the “Totd Actud
Profit” multiplier. It isthe Department’ s position that the imputed expenses represent an gpproximation
of the recognized financia expensess atributable to U.S. sdlling functions. Accordingly, if we add the
imputed expensesto the “Tota Expenses’ denominator, the denominator would then include both the
recognized financid expense and an estimate of interest expenses, and thus, would entail double-

counting.

We are not aware of any reason specific to this case that the Department should not continue to
apply its sandard methodology. Due to the fact that Ta Chen chooses to maintain large inventory
levels of subject merchandise in the United States, and thus has reported significant U.S. inventory
carrying costs, we expect that the amount of CEP profit dlocated to Ta Chen's U.S. sdling activities
should be sgnificant, asitis. Also, thefact that Ta Chen’s U.S. inventory carrying costs are large does
not imply that those amounts would not be reflected in the respondent’ s recognized financia expenses.
Findly, the imputed expensesin the numerator are gross expenses, while the recognized financia
expensess in the denominator are net of interest income, which itsef may not be dlocableto U.S. sdling
activities. Thus, the imputed expenses may reasonably exceed the amount of recognized financid

expensess in the denominator without the existence of adistortion.

COMMENTS: CEP PROFIT

13



Comment 1

Ta Chen dtated that the draft results repest the Department’ s prior decision, which was aready

rejected by the reviewing court as not in accordance with law.

Petitioners agree with the Department’ s explanation and analyss in the Draft Results, as Ta
Chen’ s recognized net financia expenses dready consder the costs of carrying inventory and of

extending credit to customers.

Department’s Position

We disagree that the Draft Results Smply repeat previous arguments and analyses. On the
contrary, the Draft Results contains Sgnificant additiona analyses which were not addressed in prior
briefsto the Court. The Court ingtructed usto explain why, in this case, imputed financid expenses are
an adequate proxy for recognized financid expenses, or, aternatively, to recadculate CEP profit by
including both imputed financia expenses and recognized financia expensesin the denominator and
multiplier of the CEP profit equation.

Pursuant to these ingtructions, the Draft Results provided a more detailed explanation of our
standard methodology for caculating CEP profit. We provided a more detailed description of how the
imputed financia expenses estimate the portion of the recognized financid expenses which may be
attributable to Ta Chen’s U.S. sdling activities. The Draft Results so explains why a departure from

our standard methodology of calculating CEP prafit is not warranted in this case, as the standard

14



methodology is the most accurate methodology. Finaly, the Draft Results tested the dternative
methodology as ingtructed by the Court, and found that the stlandard methodology is not distortive in

thisingance.

Comment 2

Ta Chen notes that the Department’ s position recognizes that higher imputed codts trandate into
higher recognized borrowing costs. The Department’ s position further acknowledges that Ta Chen has
particularly high imputed codts for subject merchandise in this case. Ta Chen arguesthat “the
Department incondstently and inexplicably clamsthat such cogs asto fittings in particular may be
ignored on the claim that TCI’ s overal imputed costs (that cover dl TCI products, asmal percent of

which isfittings) equa TCI’soveral actud cods”

Ta Chen asserts that “the objectiveis{to} determine the cost and profit of the subject
merchandise fittings in particular, which this Department dlaim actudly admits is not done as to imputed
credit and inventory carrying costsin the profit calculation.”

Petitioners agree with the Department’ s explanation and andysis in the Draft Results, as Ta

Chen’s recognized financia expenses dready consder the costs of carrying inventory and of extending

credit to customers.

Department’ s Position

15



We must qudify the Department’ s position on Ta Chen’s comment as ated above in that we
are unable to comprehend, with certainty, the purpose of Ta Chen’s argument. We presumetha Ta
Chen’s comment is that the following two positions, which Ta Chen asserts are the positions of the
Department, are incongstent: 1) higher imputed financid costs lead to higher recognized financid
expenses, and 2) the imputed financia cogts equa the recognized financid expenses, and thus may be
ignored in the denominator and the multiplier of the CEP profit equation. Ta Chen’s comment seemsto
argue that, by not including the imputed financid expenses in the denominator and the mulltiplier, the
CEP profit equation miscalculates the tota expenses and total profit of subject merchandise. We base

the following position on this interpretation of Ta Chen’s comment:

Ta Chen misunderstands the Department’ s positions. It isindeed the Department’ s position
that higher imputed cogts trandate into higher recognized borrowing costs, as explained in the Draft
Reaultsat 6. However, we do not ignore imputed costs or any other costsin thisinstance. Rather, we
attempt to avoid double-counting financia costs which are dready included in the denominator and the

multiplier of CEP profit.

We include the imputed costsin the “Totd U.S. Expenses’ numerator. We do not add the
imputed amounts to the “Total Expenses’ denominator and the “Total Actud Profit” multiplier, asthe
recognized, net financia expenses included in the denominator and the multiplier dready reflect those
imputed amounts. Adding the imputed amounts to the denominator and the multiplier thus would result

in double-counting.
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Further, despite Ta Chen's clams to the contrary, it is not the Department’ s position that the
imputed expensesin the numerator and the recognized net financia expenses in the denominator and the
multiplier are equa. Theimputed expenses are an estimate of the amount of gross financia cods
associated with the respondent’s U.S. sdlling activities. The recognized financial expenses are net
amounts of financia expenses associated with al production and sdlling activities, both in the United
States and the home market. Therefore, they are not the same or equal, and we do not claim that they
are, as TaChen argues. The Department notes that the CIT has upheld this position in its recent
decision, finding that imputed expenses and actua expenses are not equd, but, rather are “reasonable

surrogates’ for one another. SNR Roulements v. United States, Slip. Op. 04-100, Consol Court No.

01-00686, p. 8 (August 10, 2004), diting Timken 240 F. Supp.2d at 1247.

Ta Chen's comment seemsto imply that TCI's (not Ta Chen's) recognized financia expenses
would be an appropriate substitute for the imputed interest expenses in the CEP profit caculation, or
perhaps that TCI’ s recognized financid expenses may be a substitute for Ta Chen's recognized
financial expenses. Neither the Department nor the Court have contemplated substituting TCI's

recognized financia expenses for Ta Chen's imputed expenses or for Ta Chen' s recognized expenses.

TCI is not a separate and independent company, but rather is awholly-owned subsdiary of the
respondent, Ta Chen. We cannot rely on the individua financid statements of asingle subsdiary to
reflect the full financia results and position of the consolidated respondent. For this reason, we

caculae the recognized net financid expenses usng the fully consolidated financia statements of the

17



respondent, Ta Chen. We rgect Ta Chen’simplication that the subsidiary’ s financia statements, asa
part of the whole, somehow more closdly reflect the recognized financia expenses that may be
attributable to the respondent’ s subject merchandise sdlling activities in the United States. Because
money isfungible, it is difficult to isolae exactly which portion of arespondent’s financid expenses
aises asaresult of certain specific operations of the company, such as U.S. sdlling activities for subject
merchandise. In this case, the subsidiary sellsafull range of products which are outside the scope of
this order, and has significant related-party transactions with other Ta Chen companies. We therefore
cannot conclude that TCI’ sfinancid statements, as a part of the whole, effectively isolate the proper
portion of Ta Chen's recognized financia expenses that may be atributable to U.S. sdlling activities of

subject merchandise.

Comment 3

Ta Chen contests the Department’ s statement that because interest revenue is consdered in the
dumping margin caculations on a subject merchandise basis, such condderation is not dso needed for
imputed credit costs associated with delayed customer payment on a subject merchandise basis. Ta
Chen assarts that this position taken by the Department makes no sense. Ta Chen dso argues that the

Department’ s clam referenced above ignores imputed inventory carrying coss.

Petitioners agree with the Department’ s explanation and andlysis in the Draft Results, as Ta

Chen’s recognized financia expenses dready consder the costs of carrying inventory and of extending
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credit to customers.

Department’s Position

Ta Chen misstates the Department’ s argument. While we did not make the claim Ta Chen
refersto in its comments, our position with respect to Ta Chen’'s comment isthat al appropriate interest
revenues reated to Ta Chen’'s U.S. sdlling activities are included in the “Interest Revenue® datafield in
the margin caculation program. We do not attempt to match those interest revenuesto Ta Chen's

imputed expenses.®

Comment 4

Ta Chen argues that the Department’ s test recal culation of CEP Profit did not reduce CEP
profit itsaf for imputed credit and inventory carrying codts of subject fittings. Rather, the test

recalculation merely adjusted the expense ratio gpplied to the calculated CEP Profit. Thus, Ta Chen

3 We note that we deleted some language from page 10 of our Draft Results asit caused some
misunderstandings from interested parties. Specificdly, we ddeted the following language from page
10: “The recognized financia expensesin the denominator reflects al types of financid expenses, net of
financid income, while the U.S. inventory carrying costs and U.S. credit expenses are gross imputed
expenses. We have aready included the proper amount of interest income that Ta Chen accrues due
toitsU.S. sdlling activities as an addition to gross price, in the “Interest Revenue’ datafield, per the
Department’s standard practice. Thus, the“U.S. Expenses’ numerator separates the relevant interest
income into aunique datafied, while the “ Total Expenses’ denominator nets interest income againg the
interest expenses.” See Draft Results at 10.

19



argues, the Department did not reca culate the dumping margin to determine the impact of adjusting the
amount of profit used in the CEP profit caculation downward to reflect imputed credit and inventory
carrying cods.

Petitioners argue that the Department put to rest Ta Chen's claim that the Department’s
consderation of Ta Chen'srecognized expensesin lieu of Ta Chen’simputed expenses has distorted
the CEP profit cdculation in thiscase. Petitioners state that the Department mathematicaly
demongrated that Ta Chen’s methodology results in an inggnificant change in Ta Chen’s dumping

margin.

Department’s Position

We disagree with Ta Chen that the Department’ s test program did not recal culate the CEP
adjustment pursuant to the Court’ s ingructions. The actua test recaculation of CEP Profit from the log

of the test program was included as an attachment to the Draft Results, See Draft Results at 10, and is

included as an attachment to our Fina Redetermination. See Attachment A. As evidenced by the
equations set forth in the test program, the Department added the imputed expenses to the “ Total
Expenses’ denominator, thus increasing “ Total Expenses’ by the amount of the imputed expenses. We
aso deducted this recadculated “ Total Expenses,” which now includes the imputed expenses, from Ta
Chen's“Totd Revenue’ to recaculate the “Totd Actua Profit” multiplier. See CEP Test Program Log

at lines 3293-3391. Thus, wedid in fact increase the “Total Expenses’ denominator by the amount of
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the imputed expenses, and we dso did in fact decrease “ Totd Actud Profit” multiplier by including the
same imputed expenses as a deduction from “Tota Revenue’.  We have replicated the equations
which evidence our inclusion of both the imputed expenses and the recognized financia expensesin the
denominator and the multiplier with additiond narrative explanation in an attachment to the Find

Redetermination. See Attachment A.

We note that athough the test program departed from our methodology of using recognized
financid expensesto cdculate CEP profit in the denominator and multiplier, the standard comments
which accompany the CEP profit caculation as narrative in the CEP test program remain. Specifically
those standard narrative comments state that we “caculate vaues for usein CEP profit caculation using
recognized expenses, not imputed expenses,” specificaly referring to our caculation of the “ Tota
Actud Profit” multiplier and the “Tota Expenses’ denominator. Those standard narrative comments
are present in our test program because they reflect the Department’ s standard methodology. These
comments are notes to the origina program, but are not the computer programming language and do
not reflect the actud calculation of the test program run in thisinstance. As evidenced from the actud
cdculationsin the CEP test program and the test program computer language, the test program did in
fact include the U.S. imputed financid expensesin the “Tota Actud Profit” multiplier and the “ Tota

Expenses’ denominator, despite Ta Chen's clams to the contrary.

As daed in our Draft Results at 11, the methodology for caculating CEP profit set forth in the

above eguationsiis flawed and is a departure from our standard methodology. We have only detailed
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this test procedure because the standard approach to caculating CEP profit is being scrutinized in this
case. Thetest isnot part of our norma practice, but nevertheless has some limited vaue in thiscase, in
that it shows the standard approach is correct and that our CEP profit calculation has not been
distorted. The dternative methodology proposed by Ta Chen does not produce significantly different
results from the Department’ s standard methodology. Because the departure from the Department’s
standard methodology is not warranted in this instance, we have not gpplied Ta Chen’s dternative

methodol ogy.

Comment 5

Ta Chen argues that the Department stated in the Draft Results that imputed and recognized
financid codts are the same, and thus the test program is unnecessary. Ta Chen argues that the
Department is referring to total TCI cogtsin this instance, rather than the cost of subject merchandise.
Ta Chen clamsthat the totd TCI costs represent costs for dl productsthat TCI sdls, in addition to
subject merchandise, and that no figure exists for the actud cogts of subject merchandise in particular.
Ta Chen states that the costs related to subject merchandise are necessarily determined from imputed
financid cogts, which the Department indicates is equd to recognized financid cogs. Findly, Ta Chen

reports that the only figure for subject merchandise in particular is the imputed costs.

Petitioners agree with the Department’ s explanation and andysis in the Draft Resullts.
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Department Postion:

We dtated in our Draft Results that the imputed financia expenses are reflected in the
recognized financid expenses. See Draft Results at 11. In addition, throughout the Draft Reaults, the
Department set forth various reasons why the recognized and the imputed amounts are not equal. The
imputed expenses are an estimate of the amount of financia costs associated with the respondent’s
U.S. sdling activities. The recognized expenses are net financia costs associated with al production
and sling activities, both in the United States and the home market. Therefore, they are not the same

or equd, and we do not make the claim that they are.

Further, we note that we have made no referencesto total TCl costsin our Draft Results. We
refer to Ta Chen's costs, but not TCI's. As noted at Comment 2, TCI is awholly-owned subsidiary of
the respondent, Ta Chen. We cdculated Ta Chen’ s recognized net financia expenses based on Ta
Chen'’ s consolidated financid statements, not TCI's unconsolidated financid statements. Given that
TCI has substantia related party transactions with other Ta Chen companies and that TCI sdlsawide
range of non-subject merchandise, we cannot conclude that TCI’ sfinancial statements, as a part of the
whole, somehow effectively isolate Ta Chen'sfinancia expenses reated to subject merchandise or Ta
Chen'sfinancia expensesrelated to Ta Chen's U.S. sdlling activities of subject merchandise.  Neither
the Department nor the Court has contemplated usng TCI’ s recognized financid expensesasa
subdtitute for Ta Chen's recognized financid expenses or as a subgtitute for Ta Chen's imputed financid

EXPenses.

23



TaChen argued inits brief to this Court in support of its motion that Ta Chen had large imputed
financid expensesfor U.S. sdling activities, yet that TCl had very little recognized interest expense
during the POR. See Plaintiff Ta Chen Stainless Sted Pipe Co., Ltd: Memorandum of Law In Support
of Motion For Judgment on the Agency Record, September 4, 2001, p.25. This suggests that any
recognized financing expenses related to imputed credit or inventory carrying costs are not being borne
by TCl, but rather by the parent company or other Ta Chen companies. Such amounts are not
reported in TCI's separate financia statements, but would be reflected in Ta Chen's consolidated

satements.

Findly, the Department calculated Ta Chen's recognized net financid expenses related to the
production, distribution, and salling activities of subject merchandise in the home market and the United
States based on Ta Chen'sfinancid statements. This amount isincluded in the cost of manufacturing in
the “Totad Actud Profit” multiplier and the “ Total Expenses’ denominator. As Ta Chen's comment
implies, itsfinancia statements report financid expenses related to al products, not just subject
merchandise. The Department’ s standard calculation of the cost of manufacturing, which was applied
in this case, assgns a portion of the total net financia expenses recognized in Ta Chen's consolidated
financia statementsto subject merchandise. Thus, the recognized net financid expensesin the‘ Totdl
Actud Profit” multiplier and the “ Total Expenses’ denominator in the Department’ s standard CEP
profit calculation in fact represent afigure for subject merchandise only, excluding the appropriate

amounts for any non-subject products.
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The imputed costs represent an estimate of the amount of total gross financia expensesthat are
due only to U.S. sdlling and further manufacturing activities of subject merchandise, not production

activities, financing activities, or any other activities related to subject merchandise.

Comment 6

Ta Chen argues that the Department referred to additiond adjustments that should be made in
the CEP profit calculation if the dumping margin isto be caculated accurately. Ta Chen argues that
such adjustments should be made in order to caculate the most accurate dumping margin. However,
TaChen qudified its gatement by arguing thet, to the extent that any additiona adjusmentsinvolve
caculating overdl TCI credit costs for dl products, then the recognized amounts would be an adequate

subgtitute for those adjustments.

Petitioners agree with the Department’ s explanation and analysis in the Draft Results.

Department’s Position

To support our reasoning that the aternative methodology proposed by Ta Chen isinaccurate,
we noted the following additiona adjustments that should be consdered to improve the dternative
methodology: 1) The denominator and the multiplier are intended to capture al actua costs to produce
and sl subject merchandise in the United States and the home market. Thus, if we add imputed
financia expensesfor U.S. sdlling activities to the numerator and denominator, as proposed by Ta
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Chen, we should aso consder adding imputed financid expenses for home market sdlling activities and
al other activities related to subject merchandise, such as production activitiesin order not to place
undue emphasis on the respondent’s U.S. sdlling activities. 2) If one concludes that the imputed
amounts are not an appropriate surrogate for the recognized amounts, and thus should be added to the
denominator and the multiplier, as proposed by Ta Chen and as tested in the Draft Results, then the
logica inference is that some portion of the recognized amounts should aso be added to the numerator
to make the numerator and the denominator comparable. No aternative methodology for estimating

this amount has been proposed, other than the standard imputed expenses. See Draft Results at 11.

The Department does not consider that these potentid adjustments to the aternative
methodology merit further discussion because the slandard CEP profit methodology applied in this case
represents the most accurate methodology. We do not claim that these additiond adjustments would
make the dternative methodology more accurate than the standard methodology. We have only noted
that additiona adjustments should be consdered in a theoretical sense to show that the dternative
methodology leaves much room for improvement. However, in apractical sense, we do not have the
means or the information necessary to make such adjustments. These adjustments have not been made
in prior cases, and any attempt to make them now would be ad hoc, unique, and unrefined through
experiencein other stuations. Finally, we do not normally collect data necessary to caculate such
adjusments (e.g. datato impute financia expenses related to production activities), and the record of

this review does not contain such data.
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[l. Rambur sement

In accordance with the Court’ s instructions, the Department has reconsidered its decision
concerning the reimbursement agreement. The Department has determined that the reimbursement
agreement, in light of the new information submitted by Ta Chen on May 18, 2004, indicates that the
reimbursement agreement did not apply for the June 1, 1998, through May 31, 1999, period, but was

limited to the 1992-1994 period.

A. Background

As noted above, on May 4, 2004, the Court issued its opinion and remanded to the

Department the reimbursement aspect of its Find Determination for reconsideration. On May 14,

2004, the Department requested that Ta Chen provide additional documentation related to the 1992-
1994 reimbursement agreement considered by the Department in 1998-99 adminigtrative review. On
May 18, 2004, Ta Chen provided the additional documentation as requested by the Department on
May 14, 2004. However, Ta Chen neglected to provide the complete set of documentsit had
submitted in the 98-99 administrative review, and as requested in our May 14, 2004, |etter.
Specificaly, Ta Chen did not submit Attachment E of its November 20, 2000, submission regarding
reimbursement in the 98-99 adminigtrative review. On June 3, 2004, the Department requested that Ta

Chen submit Attachment E. On June 7, 2004, Ta Chen submitted Attachment E.

B. Analysis of Record Evidence
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In the Find Determination and Decison Memo, the Department determined that [ * * * ], on

behdf of Ta Chen, had agreed to reimburse Ta Chen International CA Corp. (“TCI”), for any
antidumping duties on pipe fittings for the 1992-1994 period of review (“POR”). In addition, the

Department stated in the Decison Memo that “this agreement to reimburse as to an earlier segment of

the proceeding raises a rebuttable presumption that the agreement is dill in effect during this current

POR. That presumption has not been overcome in this segment.” See Decison Memo at 9.

In the 98-99 adminigtrative review, the Department rgjected Ta Chen’s November 20, 2000,
submission which contained documentation to support Ta Chen' s statements that the agreement to
reimburse TCI for any antidumping duties for pipe fittings was limited to the 1992-1994 POR. In our
brief to the Court, the Department stated that “we recognize the necessity of time limitsto permit
Commerce to complete investigations and review in an orderly fashion. However, given the facts of this
casg, it is gpparent that Ta Chen should be given an opportunity to rebut Commerce' s presumption of
reimbursement by the submission of factud information. Thus, the Court should remand this matter to
Commerce s0 that the agency may reconsder its reimbursement finding in light of the November 20,

2000, factud information proffered by Ta Chen.” See Defendant’'s Memorandum in Partial Opposition

to the Motions for Judgement Upon the Agency Record (“Government Brief”) at 34.

As noted above, the Department requested from Ta Chen the information contained in its
November 20, 2000, submission regarding reimbursement on May 13, 2004, and June 3, 2004. On

May 18, 1004, and June 7, 2004, Ta Chen submitted information regarding reimbursement including a
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copy of an agreement which indicates that:
[ * % % ]

This agreement clearly indicates that Ta Chen’s commitment to reimburse, [ * * * |, waslimitedto [ * *
* ]. Because this agreement to reimburse expresdy mentions only the 1992-1994 period, upon
reconsideration, we conclude there is no basis to presume the agreement was in effect for any
subsequent period.

The Court a0 raised the question of whether the impodtion of distribution of duties in excess
of the actud dumping margin effectively converts the remedia antidumping regime into a punitive
scheme. However, because the Department has determined that reimbursement of antidumping duties

did not exigt for the POR, we are not addressing the legality of reimbursement because our finding

renders this issue moot.
C. Conclusion

Given the above, we conclude that an agreement to reimburse antidumping duties with respect
to butt-weld pipe fittings between Ta Chen and TCI was not in effect during the 98-99 adminidtrative
review period’. Consequently, we will no longer double Ta Chen’s margin. Therefore, TaChen's

margin is now 6.42 percent.

“June 1, 1998, through May 31, 1999.
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COMMENTS: REIMBURSEMENT

Comment 7

Petitioners concur that the record evidence as augmented on remand by Ta Chen, indicates that
the reimbursement agreement was limited. Petitioners request that the Department be instructed to
provide copies of the agreement to the U.S. Customs and Border Protection (“CBP’) as supporting
documentation for Ta Chen's assertion that no reimbursement isinvolved. Petitioners assart that this
gep iswarranted under the circumstances and, more particularly, is appropriate to assist in monitoring

that Ta Chen’'s commitment to reimburse truly is limited as presented by Ta Chen.

Ta Chen did not comment on the Reimbursement section of the Draft Results.

Department’ s Position

We agree with Petitioners that the record evidence as augmented on remand by Ta Chen
indicates that the reimbursement agreement was limited. Petitioners request that we ingtruct Ta Chen to
provide copies of the agreement to CBP as supporting documentation for Ta Chen's assertion that no
reimbursement isinvolved. Documentation of a reimbursement agreement for a prior time period
provides no evidence about the existence or non-existence of reimbursement during the ingtant review.
The Department will provide CBP with liquidation ingtructions consstent with the revised

reimbursement determination contained in this remand when affirmed by this Court.
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WEIGHTED-AVERAGE DUMPING MARGIN

Asarealt of this redetermination, the Department has reca culated the dumping margin for Ta

Chen. The weighted-average dumping margin is asfollows:

M anufactur er/Exporter Weighted-aver age margin (per cent)

Determination on Remand Fnd
TaChen...eeeeeeeeeeeeeeeeeee, B. 420, 12.84%
All-OthersRate...................... Y 0 K YRR 51.01%

These find results pursuant to remand are being issued in accordance with the order of

the Ta Chen Stainless Stedl Pipe, Ltd. v. United States and Alloy Piping Products, Inc., et. al., Court

N0.01-00027 (CIT May 4, 2004).

James J. Jochum
Assistant Secretary
for Import Administration
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Date
ATTACHMENT A
EQUATIONS FROM CEP TEST PROGRAM LOG

Addition of U.S. Imputed Credit Costs IMPCREDI) to “U.S. Direct Expenses’ (DIREXPU):
3293 DIREXPU = (CREDIT1U * EXRATE) + CREDIT2U + IMPCREDI + REPACKU;

Addition of U.S. Inventory Carrying Costs (INVCARU) and “U.S. Direct Expenses’
(DIREXPU), which already includes U.S. Imputed Credit Cogts, to the “ Total Expenses’
Denominator:

3321 SELLEXPU = (DIREXPU + COMMISU + INDIRSU + INVCARU)
3322 * QTYUNITU / EXRATE;
3323 MOVEXP = (FGNMOVE + USMOVEU) * QTYUNITU / EXRATE;

SEL LEXPU, which includesthe U.S. imputed expenses, is aver aged and renamed
TOTSELLU:

3344 PROC MEANS NOPRINT DATA = US;

3345 VAR REVENU COGSU SELLEXPU MOVEXP,

3346 OUTPUT OUT = USCEPTOT (DROP=_FREQ _TYPE )
3347  SUM =TOTREVU TOTCOGSU TOTSELLU TOTMOVEU;
3348 RUN;

U.S. expenses are added to home market expensesto calculate “ Total Expenses’ (TOTEXP).
TOTEXP now includes U.S. imputed expenses:

3371 TOTREV =TOTREVH + TOTREVU;

3372 TOTCOGS=TOTCOGSH + TOTCOGSU;

3373 TOTSELL =TOTSELLH + TOTSELLU;

3374 TOTMOVE=TOTMOVEH + TOTMOVEU,

3375 TOTEXP=TOTCOGS+ TOTSELL + TOTMOVE;
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Calculation of “Total Actual Profit” Multiplier (TOTPROFT), including the U.S. imputed
expenses:

3376  TOTPROFT = TOTREV - TOTEXP,

Calculation of CEP Ratio (Total Actual Profit/Total Expenses):
3381 CEPRATIO = TOTPROFT / TOTEXP,

Calculation of “U.S. Expenses’ Numerator (CEPSELL). Imputed Credit Cost isalready
included in DIREXPU and Inventory Carrying Cost isalready included in INDEXUS, thusthe
“U.S. Expenses’ numerator (CEPSELL) also includes U.S. imputed expenses, per the
Department’s standard calculation:

2054 CEPSELL = (DIREXPU - (CREDIT1U * EXRATE)) + COMMISU + INDEXUS;

Calculation of CEP Profit:
2055 CEPROFIT = CEPRATIO * CEPSELL;

Deduct CEP Profit from Gross Price (GRSUPRU) to determine Net Price (NETPRIU):

2056 NETPRIU = GRSUPRU - CEPROFIT - COMMISU - DIREXPU - DISCREB
2057 + DTYDRWU - FGNMOVE - INDEXUS - USMOVEU,
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