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1. TERMS OF REFERENCE

1.1  
Imposition of the Definitive Safeguard Measure

On 14 April 2004, the Secretary of the Department of Trade and Industry (DTI), following the positive findings of the Tariff Commission (TC) contained in its Final Report of Findings dated 30 March 2004, issued the Department Order imposing definitive safeguard duties for a period of three (3) years on glass products imported from various countries in the amounts shown below: 
                    Table 1.  Amount of Definitive Safeguard Duty (P/MT)

	AHTN Code
	Product
	1st year
	2nd year
	3rd year

	7003.12 20

7003.12 90

700319 20

7003.19 90
	Figured Glass
	2,655
	2,520
	2,394

	7005.21 20

7005.21 90
	Tinted Float Glass
	5,850
	5,560
	5,280

	7005.29 20

700529 90
	Clear Float Glass
	4,630
	4,400
	4,180

	7009.91 00

7009.92 00
	Glass Mirror
	5,110
	4,855
	4,615


      Source:  DTI Department Order
The three (3) - year implementation period of the definitive safeguard measures started from the date of imposition of the provisional duties, which was on 13 October 2003, the date of issuance of Customs Memorandum Order No. 24-2003.
1.2
Adjustment Plan Submitted by the Domestic Flat Glass Industry
On 06 October 2003, Asahi Glass Philippines (AGP), pursuant to the directive contained in TC’s Commission Order dated 03 October 2003, submitted its adjustment plan which listed the following priority measures that it will adopt to facilitate its positive adjustment to import competition:
(a)
Profitability improvement/cost reduction
· Group-wide purchase of strategic materials

· Benchmarking and adoption of best practices to improve operating systems and controls

· Region-wide optimum production allocation to maximize group synergy and economies of scale

· Reduction of power and fuel oil costs

· Use of alternative local raw materials

· Petition for lowering of tariffs on raw materials and inputs that are not locally produced
(b)
Strengthening of manufacturing capability
· Cold repair of furnace

(c)  
Marketing improvements
· Expansion of market coverage

· Increase sales of high-value products

· Re-alignment of sales channels/network

· Strengthening of market intelligence

· Improvement of key buying factors

(d)
Addition of new value-added products for the domestic and foreign markets

· Cover glass for solar cells

· Fire-resistant glass

(e)
Streamlining of organization through re-engineering of basic processes, re-training of work force (education of local talent to assume group supervisory position), and pursuit of culture change program
(f)
Propose to the government that, as provided under R.A. 8800, funds derived from safeguard duties be used for the following:
· Development and installation of anti-pollution system to comply with the Clean Air Act

· Logistical support to prevent circumvention of R.A. 8800 and to strengthen government’s anti-smuggling efforts

· Other competitiveness-enhancing measures for local industries

2.
MONITORING OF THE DOMESTIC INDUSTRY AND THE ROLE OF THE COMMISSION


Rule 16 (Monitoring of the Domestic Industry) of the Implementing Rules and Regulations (IRRs) of R.A. 8800 (Safeguard Measures Act) provides:
Rule 16.1.  So long as any action taken under Rule 13 remains in effect, the Commission shall monitor developments with respect to the domestic industry, including the progress and specific efforts made by workers and firms in the domestic industry to make a positive adjustment to import competition.
Rule 16.1.a.  If the initial application of action taken under Rule 13 exceeds three (3) years, or if an extension of such action exceeds three (3) years, the Commission shall submit to the Secretary a report on the results of the monitoring, not later than the date which is the midpoint of the initial period, and of each such extension, during which the action is in effect.
Rule16.1.b.   The Commission, in the preparation of each monitoring report, shall conduct a hearing at which interested parties, including the Department of Labor and Employment, shall be given reasonable opportunity to be present, to present evidence, and to be heard. 
3.  
THE COMMISSION’S MONITORING 

3.1 Notice of Public Hearing
Notice of Public Hearing was published in the Manila Standard Today and The Manila Times on 20 July 2005.  Individual notices were sent to concerned parties, i.e., AGP, importers, exporters, the governments of exporting countries through their respective embassies, constructors/builders associations, and consumer groups/non-government organizations.
3.2 Public Hearing
The public hearing was held on 09 August 2005 at the Commission.

The hearing allowed for maximum public participation by providing parties an opportunity to be heard and to present evidence, elaborate on their submissions, and respond to the presentations of other parties.


In attendance were representatives and/or counsels of the following: AGP; Asia Glass; Comglasco AG Corporation; Guardian Glass; Taipei Economic & Cultural Office; US-ASEAN Business Council; Bureau of Import Services; and PriceWaterhouseCooper. 
The glass processors, through counsel, moved for the public disclosure of all submissions by AGP.  On 08 September 2005, the Commission issued a resolution granting the glass processors’ Motion for the Public Disclosure of Submissions and Findings.  Non-confidential submissions of AGP will be made available upon request.  In addition, the public version of the monitoring report of the Commission will be made available to all interested parties. 
3.3 Plant Visits/Verification of Data
On 09 May 2005, the Commission conducted ocular inspection of AGP’s plant facilities and the production processes of float glass, glass mirror, and figured glass.  Verification of company data, i.e., sales invoices, production output, accounting working papers, accounting books, invoice/delivery receipts, contracts of machineries and equipment for cold repair, were done on 23 June, 21 July and 13 September 2005.
4.
POSITIONS OF PARTIES

4.1 The Domestic Industry’s Case
On 22 August 2005, AGP submitted its position paper to the Commission (confidential and non-confidential versions) detailing the following actions it had undertaken in order to comply with its adjustment plan:

(a) group-wide purchase of strategic materials (i.e. soda ash, nitrate, silica sand, calumite, sodium nitrate, nitrogen and hydrogen gasses) so as to attain low-cost production inputs

(b) benchmarking activities with the aim of becoming more efficient, reducing waste, and increasing productivity through:  (1) an effective, accurate and timely production plan and inventory management; (2)  increase in truck utilization from 81% to 82%; (3) reduction in transport breakages from 0.05% to 0.04%; (4) increase in local cullet purchases from 5,000 MT/year to 12, 301 MT/year or 76% higher than the target of 7,000 MT/year as committed in its Adjustment Plan; (5) installation of oxyburner to boost melting capacity;  and (6) introduction of methods that improved its bubbler system so as to maintain the quality of its glass

(c) shift in the traditional practice of purchasing fuel requirements from  bi-weekly bidding contracts (using Wholesaler Posted Price as reference purchase) to the more predictable semi-annual bidding using flat Singapore Purchase “MOPS” as reference resulting in  average lower cost per liter in absolute values

(d) self power generation due to cancellation of MERALCO’s one day power sales

(e) strengthening of AGP’s manufacturing capability by means of the following:

· for figured glass,  the (a) redesign and modification of its furnace, so as to improve product quality and enable the production of low-iron glass for export, resulting in higher productivity, improved quality, better thermal efficiency, and improvement in specific fuel consumption, and (b) operationalization of a multi-purpose furnace that can produce low iron glass for special export applications 

· line improvements and modernization of its glass mirroring plant, i.e., extension of final oven length to improve the curing of paint backing, reduction in silver solution formulation, studies in possible local sourcing of silver nitrate instead of importing, and reduction in paint costs by 30% by changing suppliers

(f)
expansion of AGP’s market coverage of products and increase in  sales of high-value product types through the following:

· forming the 253-member Flat Glass Alliance of the Philippines (FGAPI) for communication, information sharing, and networking purposes 

· increasing “face-to-face” communication with distributors so as to address and resolve concerns/problems quickly

· aggressive and extensive product promotion and campaign 

· encouraging distributors/dealers to expand their market area coverage by means of competitive pricing, reliable supply and consistent product quality

· re-alignment of sales channel network for efficiency and savings through (a) market segmentation by sales territory and (b) product segmentation done by differentiating glazing quality, tempering/laminating quality levels, and other quality specifications as required by customers

· eliminating branch operations in areas better served by other branches and conversion of said redundant branches to sales offices

(g) strengthening of market intelligence by means of  monitoring of glass imports at all ports and conduct of studies on the construction trends for low-cost houses, medium-cost houses and commercial buildings all over the country

(h) implementing new improvement programs focused on key buying factors (delivery, service and quality) and exerting efforts to satisfy customers through pricing, convenience, free transaction, reliability and having the right product at the right time

(i) improving delivery lead times through advance loading of received Order Slip at night shift, advance reservation of truck units with  truck owners, acquisition of 100% support of truckers, continuing customer coordination, fast loading and cooperative United Terminal Services (UTS) personnel, and effective/systematic management of awarding of deliveries to truckers

(j) improving delivery service record and after sales through the  conduct of technical workshops/seminars in conjunction with the members of FGAPI, free glass consultation/technical discussion, plant visits, brochures, flyers and samples

(k) streamlining of organization through re-engineering of basic processes, re-training of work force (education of local talent to assume group supervisor position), and pursuit of culture change program

(l) outsourcing of cold-end and warehouse operations which resulted in actual savings of P3.5M for the period October - December 2004

(m) re-training of work force through:  establishment of employee competency requirement, annual competency assessment, conduct of various training programs for supervisors which are focused on  improving frontline capabilities as well as addressing their deficiencies, conduct of job-related seminars, overseas training and observation tours for supervisors, transfer of best practices from Head Office 

(n) effecting culture change through:

· implementation of motivational programs to bring up the morale of its employees such as the Monthly Recognition Awards, Highest Records Awards and Safety Consciousness and 5P Awards

· introduction of Key Performance Measurement and Quality Assurance Visit

· application for ISO 1400 (Environment Management System) Certification

4.2 The Oppositor’s Submission

On 23 May 2005, the Commission enjoined all identified protestees-importers of glass products to submit claims, allegations, and positions relative to the compliance by AGP with its adjustment plan.

 
On 02 June 2005, the Philippine Chamber of Glass and Aluminum Industry, Asia Glass Palace, Inc., San Francisco Mirror Corporation, Malabon Mirror Corporation, and Times Glass, Inc., through counsel Titus B. Villanueva Consultancy and Law Firm, requested the lifting of the safeguard measures on subject glass products on the ground that AGP has not shown substantial positive adjustment or any improvement.  

It was also claimed that AGP has capitalized on its increased monopoly position by raising prices and it was submitted that the burden of proof of showing positive adjustment lies with the industry.
The Commission leaves it to DTI to conduct the review of ex-plant prices of flat glass products as it did in the cement safeguards case.  

The parties further claimed that there was a delay in the conduct of the monitoring.  It was alleged that the effective period of the safeguard measures on imported glass products commenced on 13 October 2003, i.e., the date of imposition of the provisional safeguard duty.  Hence, it was concluded that the report on the results of the monitoring should have been submitted to the Secretary of Trade and Industry on 12 April 2005, i.e., the mid-point of the initial three-year period during which the action is in effect. 

Counsel for the glass processors quoted Section 16 (Monitoring) of R.A. 8752, to wit: 
Section 16.  Monitoring.   -  So long as any action taken under Section 13 remains in effect, the Commission shall monitor developments with respect to the domestic industry, including the progress and specific efforts made by workers and firms in the domestic industry to make a positive adjustment to import competition.
(1) If the initial application of action taken under Section 13 exceeds three (3) years, or if an extension of such actions exceeds three (3) years, the Commission shall submit to the Secretary a report on the results of monitoring, not later than the date which is the midpoint of the initial period, and of each such extension, during which the action is in effect.  
(2) The Commission, in the preparation of each monitoring report, shall conduct a hearing at which interested parties shall be given reasonable opportunity to be present, to present evidence, and to be heard.
On this issue, the Commission holds that the requirement of Section 16(1) for the submission of a monitoring report to the DTI Secretary not later than the mid-point of the initial three-year period during which the action is in effect, i.e., by 12 April 2005, does not apply.
The said Section 16(1) speaks of an imposition/application of safeguard action exceeding three (3) years.  In the case of the safeguard measure on glass products, the timeframe of imposition is only up to three (3) years.
The glass processors also alleged that there is a lack of public participation at all stages of the monitoring.   They claimed that they had not been notified, invited, or allowed to attend the monitoring activities.  Neither had they been provided with any copy of any submission by AGP in respect of its compliance with its adjustment plan.
The Commission takes exception to the above allegation.  Notice of public hearing (in the matter of the monitoring of AGP re its adjustment plan to import competition) was published in two (2) newspapers of general circulation on 30 June 2005.
The public hearing (on 09 August 2005) allowed for maximum public participation by providing parties an opportunity to be heard and to present evidence, elaborate on their submissions, and respond to the presentations of the other parties.
On 08 September 2005, the Commission issued a resolution granting the glass processors’ Motion for the Public Disclosure of Submissions and Findings.  Submissions of AGP in TC’s public file will be made available upon request and the public version of TC’s monitoring report will be made available to all interested parties. 

Subsequently, counsel for the glass processors was furnished by the Commission a non-confidential copy of AGP’s position paper dated 22 August 2005.  
Request of the counsel of the glass processors to join the technical staff of the Commission in the ocular inspection of AGP’s plant facilities and verification of AGP records was denied.  It was left to AGP to act on said request. 




5.
FINDINGS ON Efforts Made by the Domestic Industry to Comply with ITS Adjustment Plan

5.1
Profitability Improvement/Cost Reduction

5.1.1 Group-wide buying within Asahi Glass Company, Ltd. (AGC) Group of strategic materials

By altering its purchase method in order to take advantage of larger volumes, AGP was able to reduce the cost of its imported strategic raw materials in 2004, as evidenced by lower FOB prices for soda ash, blue dust and calumite by 16.13%, 10.26% and 2.77%, respectively (Table 2).  Blue dust and calumite CIF prices were also lower by 8% and 3% in 2004, respectively, compared with the previous year’s levels.

Table 2.  Comparative Prices of Raw Materials:  2003 - June 2005

	Imported Raw Materials/Year
	Importer
	Country of Export \1
	%

Change in FOB Price (US$/MT)
	%

Change in  Freight

(US$/MT)
	%

Change in Insurance

(US$/MT)
	%

Change in CIF Price

(US$/MT) 

	Soda Ash Dense (HS Hdg. No. 2836.20 00)

	2003
	AGP
	USA
	
	
	
	

	
	Others \2
	USA
	
	
	
	

	2004
	AGP
	USA
	(16.13)
	57.05
	(0.53)
	(6.58)

	
	Others \2
	USA
	-
	-
	-
	-

	Jun 2004
	AGP
	USA
	
	
	
	

	
	Others \2
	USA
	
	
	
	

	Jun 2005 
	AGP
	USA
	54.21
	45.84
	(0.24)
	50.51

	
	Others \2
	USA
	54.55
	-
	-
	41.38

	Blue Dust or Iron Oxide (HS Hdg. No. 2821.10 00)

	2003
	AGP
	India
	
	
	
	

	2004
	AGP
	India
	(10.26)
	(0.77)
	181.25
	(8.49)

	Jun 2004
	AGP
	India
	
	
	
	

	Jun 2005
	AGP
	India
	3.41
	10.68
	(75.42)
	2.64

	Calumite or Azaite Slag (HS Hdg. No. 2618.00 00)

	2003
	AGP
	Australia
	
	
	
	

	
	AGP
	Japan
	
	
	
	

	
	Average
	
	
	
	
	

	2004
	AGP
	Australia
	
	
	
	

	
	AGP
	Japan
	
	
	
	

	
	Average
	
	(2.77)
	(3.51)
	(2.63)
	(2.91)

	Jun 2004
	AGP
	Australia
	
	
	
	

	
	AGP
	Japan
	
	
	
	

	
	Average
	
	
	
	
	

	Jun 2005
	AGP
	Australia
	
	
	
	

	
	AGP
	Japan
	
	
	
	

	
	Average
	
	(0.32)
	5.26
	(5.41)
	0.63


Source:  Import Entry Declarations

\1 - ANSAC was the sole exporter for AGP and the other companies mentioned below.

\2 - Asia Brewery, Chemphil Albright., Marchem Inc., Alchemco Inc.

Note: Prices are at weighted average.

However, the expected reduction in CIF prices of soda ash was not realized due to the sharp rise in transport cost (by 57% in 2004) brought about by the increase in oil prices and the China factor
.  

The Commission notes that were it not for the change in purchase method, AGP’s purchase price would have been higher, e.g., for soda ash, the CIF price would have been greater by 18% and 11% in 2004 and 2005, respectively.   
Development of alternative suppliers for raw materials is ongoing.  While AGP’s petition for zero tariff on silica sand was still pending, the company, as an alternative, started to implement blending of low-priced local sand with imported sand to attain lower average cost in the production of tinted and figured glass. 

In the first half of 2005, local sand made up 10% of the total silica sand requirement for the manufacture of tinted glass and 5% of that for figured glass manufacture.  Since the price of local sand was cheaper, the company saved on the cost to produce tinted glass and figured glass.  The degree of substitution of local silica sand for the imported one is subject to technical constraints, however.

AGP also implemented adjustment in specification and mesh sizes for silica sand resulting in increased proportion of fines from 1% to 2%.  However, the positive impact was dampened by the 29% increase in the CNF price of imported silica sand.
5.1.2

Benchmarking and adoption of best practices to improve operating systems and control

AGP established benchmarks with other affiliates for productivity improvement, packaging cost reduction programs, and ideal manpower set-up for its Float Glass Furnace (F5).  This measure resulted in the following:

(a)
higher factory yield
 for float glass, from 72% in 2003 to 78% in 2004; 

(b)
improved product quality with lesser defects in terms of lower bubble count;   

(c)
improved fuel (except diesel) and power consumption in producing a metric ton of float glass;

In 2004, AGP was able to reduce its consumption of bunker fuel oil and liquefied petroleum gas (LPG) as quantity consumed per metric ton of glass dropped by 3% and 6%, respectively (Table 3).  AGP also achieved cutbacks in its power and hydrogen gas consumption, by 7% and 76%, respectively, from 2003 to 2004.  Further reductions were attained in the 1st half of 2005.

                              Table 3.  Consumption of Power and Fuel Per 

                               Metric Ton of Float Glass:  2003 - June 2005

	Particulars
	% Change

2003-2004
	% Change

2004-2005*

	Fuel and Lubricants
	
	

	    Bunker Fuel Oil (liter/MT)
	(2.9)
	(2.30)

	    Auto Diesel Fuel (liter/MT)
	37.7
	41.38

	    LPG (liter/MT)
	(6.2)
	(18.51)

	Power
	
	

	    Meralco/Self Generation (kwh/MT)
	(7.3)
	(10.01)

	Gas
	
	

	    Hydrogen (nm3/MT)
	(76.08)
	(12.75)


          *- As of June 2005

          Source:  AGP

On the other hand, consumption of auto diesel fuel increased from 2003 to the 1st half of 2005 due to AGP’s use of its own generator sets following its adoption of a power mix scheme with Meralco to mitigate power cost increases.

Savings from AGP’s improved fuel, power and hydrogen gas consumption in 2004 and the first half of 2005 is estimated at 10% and 8%, respectively, of the 2003 total cost of fuel, power and hydrogen gas. These savings were partially offset, however, by the rising costs of fuel and power (Tables 4 and 5).

(d) 
putting in place a computerized system (Data Collection and Reporting System or DCRS) for production planning and inventory management;

Online daily transaction processing, quick data retrieval and stock monitoring were made easy through this system.

(e) 
adoption of best practices in packing, loading, storage method, stock control and raw material management;

AGP increased truck utilization to 82% in 2004 from 81% in previous year.  It reduced transport breakages from 0.05% in 2003 to 0.03% in 2004.  However, warehouse breakages, at 0.05%, failed to reach the target of 0.04%.  
(f) 
increase in the volume of cullet buying by 76% beyond the target,  from 7,000 MT/year to 12,301 MT in 2004; and 

(g) 
adoption of computerized accounting system (ACCPAC Accounting Package).
5.1.3
Region-wide optimum production allocation to maximize group synergy and economies of scale

The alternative schemes for the above efficiency measure are still under study.

5.1.4
Reduction of power and fuel costs

In 2004, AGP changed its purchase method of bunker fuel oil (BFO) from monthly bidding to long-term contract using Mean of Platts (MOPS).  Given the marked increase in oil prices in 2004 (Table 4), AGP’s fuel cost (Table 5) would have been much higher were it not for said efficiency measure. 

                         Table 4.  World Crude Oil Price:  1999 - February 2005

	Year
	Crude Oil Saudi Arab Oil US$/Barrel Euro Spot *
	% Change

	1999
	16.3
	-

	2000
	24.0
	47.24

	2001
	22.0
	(8.33)

	2002
	22.1
	0.45

	2003
	26.1
	18.10

	2004
	37.7
	44.44

	2005 (Jan - Feb)
	45.2
	-


* Crude Oil (Saudi Arabian Light) – European Spot or Free market is the middling “rate” between the dealers bids and offers, Northwest Europe, 11 a.m. EDT New York, FOB loading Ports

Source:  Asian Wall Street Journal

Table 5.  Cost of Fuel and Power*:  2003 - June 2005

	Particulars
	% Change

2003-2004
	% Change

2004-2005**

	Fuel and Lubricants (P/liter)

	    Bunker Fuel Oil 
	10.9
	16.62

	    Auto Diesel Fuel 
	13.0
	25.36

	    Unleaded Gasoline 
	16.4
	n.a.

	Average Power Cost (P/kwh

	     Meralco/Self Generation
	24.7
	2.40


          *- Actual cost incurred by AGP

          ** - As of June 2005

Table 6 shows that AGP’s cost of production would have been higher by 5% to 8% in 2004 and June 2005, had it not adopted said new BFO purchasing method.  
                         Table  6.  Cost of Production (COP)

       Using Different BFO Purchase Methods: 2004 - June 2005
	Flat Glass Products
	COP (P/MT)/

 % Difference between Estimated COP 

Using WPP 2   and Actual COP Using MOPS 1

	
	2004
	2005*

	Clear Float
	5.4
	7.5

	Tinted Float
	7.2
	5.9

	Figured Glass
	6.2
	5.8


   Source:  AGP  

     1 - Mean of Platts, actual cost incurred  

     2 - Wholesaler Purchase Price

   * - as of June 2005

   Note:   BFO is not used in glass mirror production.

AGP’s power cost rose by 25% in 2004 (Table 5) and is expected to increase further this 2005, but this was mitigated through the company’s adoption of the self-generation and MERALCO power mix scheme (Table 3).  

5.2
Strengthening of Manufacturing Capability 

5.2.1
Furnace cold repair 
In June 2004, AGP’s Figured Glass Furnace (F6) underwent “Cold Repair”, a major improvement.  As of June 2005, the ongoing improvement amounted to a sizeable sum.  This resulted in greater productivity and operational efficiency.  AGP now has a multi-purpose furnace capable of producing low-iron glass for solar glass application.  However, to date, the targeted efficiencies have not yet been attained because the company is still in the process of stabilizing operations.  

With the cold repair, factory yield improved from 66% to 78%.  Improvements were observed not only on productivity but on quality as well specifically on the seed count, which was reduced by 43%.  BFO consumption in 2005 (average as of June) decreased by 7% from the 2003 level.  

AGP’s Float Glass Furnace (F5) is scheduled for cold repair in the first quarter of 2006.  This will further improve the manufacturing capability and efficiency of AGP.

5.2.2
Line improvement and modernization of glass mirroring plant 

The company extended its mirror plant’s final oven length.   This has improved the durability of mirror paint coatings. 

In February 2004, the correction of paint thickness profile for better control of paint allocation was implemented.  This resulted in a reduction in paint consumption which generated cost savings for the company.  AGP is currently conducting a test run of sourcing its paint from Korea, rather than Italy, for a 30% reduction in the price of paint.

In June 2004, AGP reduced silver solution formulation from 2.5 kg/liter to 2.4 kg/liter without affecting quality resulting in savings.
Local sourcing of silver nitrate was implemented in January this year.  With the price of local silver nitrate 28% lower than the imported one, savings are expected by the end of 2005.

5.3
Marketing Improvements

5.3.1
Expansion of market coverage of present products and increase sales of high value product types

 AGP increased its sales through aggressive and extensive marketing (Table 7).  It also introduced a new high value product to the market, solar glass (annealed), in January 2005. As of June 2005, volume of production amounted to 1.8 MT, of which 771 kilograms were sold.  

                    Table 7.  AGP Sales By Region (‘000 MT):  2003 - 2004
	Area
	% Change

2003-2004

	Metro Manila
	      7.81 

	Luzon
	     (9.47)

	  Dagupan
	     (1.22)

	  Naga
	      5.88 

	  Cauayan
	   (30.00)

	  Laoag
	          -   

	  Lipa
	     (8.11)

	  San Fernando
	   (26.47)

	Visayas
	    12.00 

	  Cebu
	    24.66 

	  Iloilo
	     (7.14)

	  Bacolod
	     (8.00)

	Mindanao
	    10.10 

	  Davao
	    30.77 

	  Cagayan de Oro
	      5.71 

	  Zamboanga
	   (26.32)

	  Gen. Santos
	          -   

	Total
	      5.08 


          Source:  AGP

5.3.2
Re-alignment of sales channel network by establishing market and customers segmentation per area; review and analysis of branch operations including profitability

The company rationalized branch operations by closing redundant warehouses but maintaining sales and service offices.  Out of 13 branches, four (4) were converted to sales offices while two (2) branches (in General Santos and San Fernando) were closed.  At present, AGP has 108 distributors nationwide, of which 49 distributors are in the Visayas and 51 distributors are in Mindanao.

5.3.3
Strengthening market intelligence 

By joining the Flat Glass Alliance of the Philippines (FGAPI) as a founding member, AGP developed closer partnerships with distributors, dealers and other industry players.  FGAPI continues to serve as a forum for open communication and networking within the flat glass industry.  

AGP also embarked on programs to foster more open communication with customers which enabled the company to address customer problems with dispatch and gather information on customer specific needs such as on logistic support, product availability, quality awareness/distinction, after-sales service, thus enabling AGP to develop closer customer relations.

Moreover, AGP strongly supports the industry’s initiative for the establishment of quality standards and strict implementation of the National Building Code for consumer protection.  AGP spearheaded the inclusion of flat glass products in the Bureau of Product Standards’ (BPS) mandatory product certifications.  Per Customs Memorandum Circular 136-2005 dated 17 June 2005, all flat glass products are now included in the Philippine National Standards (PNS) list with mandatory BPS Product Certification as of 01 June 2005.

5.3.4
Implementation of new improvement programs focused on key buying factors (i.e., delivery, service and quality)

AGP made efforts to enhance customer welfare by addressing customers’ needs and concerns on the following:  order volume; quality requirement/special specifications; delivery time and location; and packaging mode.

Targeted delivery lead time was attained due to the following efforts:  advance loading of received Order Slip at nightshift; advance reservation of truck units with truck owners; acquisition of 100% support of truckers during delivery surges; constant coordination with customers requesting early unloading of deliveries; fast loading and well-coordinated sub-contractors; and effective/systematic management of awarding of deliveries to truckers.


The company also conducted seminars/technical workshops simultaneously with FGAPI nationwide activities.  As of March 2005, nine (9) seminars/workshops have been conducted all over the country with about 687 attendees.

5.4
Streamlining of organization

5.4.1
Outsourcing of cold-end and warehouse operation started in October 2004 which resulted in savings for the 4th quarter of the same year
5.4.2
Re-training of workforce focused on improving frontline supervision; conduct of job seminars, overseas training and observation tours; detail of Asahi head office specialists and technicians at AGP for transfer of best practices; conduct of annual competency assessment to improve employee morale 

5.4.3 Promotion of corporate-wide awareness of Asahi’s Global Core Values and Corporate Code of Conduct; introduction of Key Performance Monitoring (KPM) and Quality Assurance Visit (QAV) as performance measures

5.4.4
Implementation in 2006 of a specific project to develop and install an anti-pollution system in compliance with the Clean Air Act

5.5
Proposed utilization of funds derived from collection of safeguard duty

5.5.1 Representations were made with appropriate agencies for, as provided under Section 34 of R.A. 8800, the allocation of funds derived from safeguard duties to competitiveness-enhancement measures for local industries.

AGP has been informed by government sources, however, that its proposal cannot be implemented since there is still no mechanism in place to make Section 34 of R.A. 8800 operative.

AGP’s proposal for an allocation of a portion of the safeguard duties collected to the industry, the Commission is afraid, will be found inconsistent with the rules of the Agreement on Subsidies and Countervailing Measures of the World Trade Organization (WTO).  In 2000, the Byrd Amendment empowered the United States government to pass on to U.S. firms anti-dumping duties imposed on foreign firms judged to be unfairly dumping cheap goods on the U.S. market.  On 31 August 2004, the WTO declared the Byrd Amendment illegal.  The European Union, Japan, Canada, Brazil, India, Mexico, Chile and South Korea argued successfully at the WTO that those payments to U.S. ball bearing, steel, candle, pasta, seafood and other industries following affirmative anti-dumping determination amounted to an illegal subsidy.  

5.5.2
Logistical support to prevent circumvention of RA 8800 and to strengthen government’s anti-smuggling efforts is being extended to government through active involvement in the Task Force on Anti-Smuggling and close technical cooperation with the Industry Commodity Experts assigned at the Bureau of Customs’ ports of entry.

6.
THE DOMESTIC INDUSTRY’S PERFORMANCE

6.1
Market Share

With safeguard measures in place and efficiency measures being undertaken, the domestic industry maintained market leadership in the different glass product categories in 2004, increasing its market shares as follows:  from 75% (in 2003) to 79% for figured glass, 73% to 87% for float glass, and 61% to 71% for glass mirror (Table 8).  The positive impact of AGP’s efficiency measures will have to weigh in on the supply side, i.e., margins can still be reached (partially) despite contraction in demand for flat glass products.  

Table 8.  Estimated Apparent Consumption 

and Market Share:  2002 - June 2005

	Article/ Year
	% Share to Estimated Apparent Consumption

	
	Domestic  Industry
	Imports

	Figured Glass

	2002
	68.0
	32.0

	2003
	75.0
	25.0

	2004
	79.1
	20.9

	2005*
	-
	-

	Float Glass

	2002
	66.3
	33.7

	2003
	73.0
	27.0

	2004
	87.2
	12.8

	2005*
	-
	-

	Glass Mirror

	2002
	51.4
	48.6

	2003
	61.2
	38.8

	2004
	71.2
	28.8

	2005*
	-
	-


* - As of June 2005 

Sources:   AGP ; NSO Foreign Trade Statistics

6.2
Production and Sales 

Despite the contraction in demand for all flat glass products in 2004 (Table 8), AGP’s float glass production improved during the year, consistent with AGP’s efforts to adopt best practices in operating systems and control and the protection from import competition provided by the safeguard measure (Table 9).  Volume produced increased by 6%.

       Table 9.  Production and Sales:  2002 - June 2005

	Article/

Year
	%

Change in Production (‘000 MT)
	Sales

 (‘000 MT)

	
	
	%

Change in Domestic Sales
	%

Change in Export Sales
	%

Change in Total Sales

	Figured Glass

	2002
	
	
	
	

	2003
	3.7
	6.7
	36.4
	12.9

	2004
	(15.76)
	(0.1)
	(69.3)
	(17.2)

	2005*
	-
	-
	-
	-

	Float Glass

	2002
	
	
	
	

	2003
	1.6
	25.0
	(21.9)
	10.1

	2004
	6.1
	7.02
	(1.0)
	5.1

	2005*
	-
	-
	-
	-

	Glass Mirror

	2002
	
	
	
	

	2003
	69.7
	36.1
	
	36.1

	2004
	(7.1)
	   6.1
	
	   6.1

	2005*
	-
	-
	-
	-


* - As of June 2005

Source: AGP


On the other hand, production of figured glass and glass mirror declined by 16% and 7%, respectively, in 2004, following contraction of the market.  Production of figured glass was also affected by the furnace cold repair undertaken as an efficiency measure by AGP, such that production decreased at a faster rate than the reduction in its demand (Table 8).  It is noted that were it not for such efficiency measures, production declines would have been greater.


As for sales levels, domestic and total sales of float glass and glass mirror grew steadily in the last two (2) years.  For figured glass, however, total sales fell in 2004 due to a 69% contraction in export sales.

6.3
Capacity Utilization 

Capacity utilization of float glass and figured glass increased in 2003 and 2004 (Table 10).  Utilization for glass mirror was erratic, however, increasing from 2002 to 2003 then declining in 2004.  
                     Table 10.  Actual Capacity Utilization:  2002 - June 2005

	Year
	Figured Glass 
	Float Glass 
	Glass Mirror 

	
	Actual Utilization

(%)
	Actual Utilization

(%)
	Actual Utilization

(%)

	2002
	73.3
	84.2
	40.7

	2003
	76.0
	85.6
	69.5

	2004*
	85.3
	90.8
	63.4

	2005**
	49.0
	94.5
	68.3


*- Cold Repair (16 June - 20 September 2004); rated capacity for 9 months
**- As of June 2005; rated capacity for 6 months.

Source: AGP

6.4 Cost of Production

Despite efforts by AGP to reduce the cost of its strategic materials in 2004 (Table 1), prices of such major materials as silica sand and cullet increased, leading to greater total raw material cost in 2004 compared to the 2003 level (Table 11).

Table 11.  Cost to Produce and Sell:  2003 - June 2005

	Glass Product
	% Change (P/MT)

	
	2003-2004
	2004-2005*
	2003-2005*

	Clear Float

	Raw Materials
	6.45
	23.27
	31.22

	Direct Labor
	(0.56)
	6.04
	5.44

	Manufacturing Overhead
	(2.09)
	(1.30)
	(3.35)

	Cost of Production
	.22
	5.86
	6.09

	Operating Expenses
	(6.83)
	11.28
	3.68

	Cost to Produce and Sell**
	(0.91)
	6.68
	5.71

	Tinted Float

	Raw Materials
	16.30
	28.83
	49.83

	Direct Labor
	(18.40)
	(25.15)
	(38.93)

	Manufacturing Overhead
	4.23
	4.05
	8.45

	Cost of Production
	6.10
	9.59
	16.28

	Operating Expenses
	(6.91)
	7.81
	0.36

	Cost to Produce and Sell
	4.13
	9.35
	13.87

	Figured Float

	Raw Materials
	(0.32)
	9.23
	8.88

	Direct Labor
	34.07
	20.66
	61.76

	Manufacturing Overhead
	(8.06)
	39.44
	28.21

	Cost of Production
	(4.30)
	29.89
	24.30

	Operating Expenses
	(5.95)
	9.17
	2.67

	Cost to Produce and Sell
	(4.61)
	26.10
	20.29

	Glass Mirror

	Raw Materials
	(0.33)
	10.24
	9.87

	Direct Labor
	12.94
	21.49
	37.21

	Manufacturing Overhead
	17.87
	(40.59)
	(29.97)

	Cost of Production
	2.03
	5.31
	7.44

	Operating Expenses
	(17.23)
	12.48
	(6.89)

	Cost to Produce and Sell
	(0.24)
	6.01
	5.75


* - As of June 2005

** - Cost of production plus operating expenses

Source: AGP
However, AGP’s efforts to reduce its fuel and power costs combined with the increased production volume in 2004 (which reduces the cost per unit since total cost, especially the fixed component, is spread over a larger volume of production) lowered the cost to produce and sell one (1) metric ton of flat glass relative to 2003 (except in tinted float glass).

In 2005, AGP continued efforts to improve its costs in compliance with its adjustment plan (e.g., group-wide buying of imported strategic raw materials, benchmarking and adoption of best practices to improve operating systems and control, reduction of power and fuel costs).  However, the positive impact of the efficiency measures was offset partially by external factors such as the increase in power and fuel prices (Tables 4 and 5), higher CIF prices of imported raw materials (Table 1), and the depreciation of the peso (Table 12), which further increased costs of imported inputs.
                             Table 12.  US Dollar to Peso Exchange Rate:  

                                                  1999 - October 2005 

	Year
	Average Exchange Rate

US$1.00 = Php
	% Change

	1999
	39.0890
	

	2000
	44.1938
	13.06

	2001
	50.9927
	15.38

	2002
	51.6036
	1.20

	2003
	54.2033
	5.04

	2004
	56.0397
	3.39

	October 2005 
	55.2853
	-


                 Source:  Bangko Sentral ng Pilipinas

6.5
Profitability 

AGP’s sales revenues were erratic from 2002 to 2004 (Table 13).  Cost of sales, on the other hand, declined during the period, due largely to the improvement in fuel and power consumption.

                Table 13.  Statement of Income of AGP:  2002 - 2004

	Particulars
	P ‘000

	
	2002
	2003
	2004

	Sales Revenue
	1,890,657
	1,879,855
	2,087,973

	Cost of Sales
	1,822,169
	1,624,888
	1,535,602

	Gross Profit /(Loss)
	68,488
	254,967
	552,371

	Operating Expenses
	446,346
	138,130
	340,350

	Income/(Loss) from Operations
	(377,858)
	116,837
	212,021

	Other Income/(Expenses)- net:
	
	
	

	Interest Expenses (net)
	(131,786)
	(60,713)
	(44,879)

	Other Income/(Losses)
	(342,987)
	(88,144)
	-

	Income/(Loss) Before Tax
	(852,631)
	(32,020)
	167,142

	(Provision for tax)/Income tax benefit (net)
	408,340
	(4,455)
	(13,149)

	Net Income /(Loss)
	(1,260,971)
	(36,475)
	153,993


      Source: AGP

From a loss of P377.9 million in its operations in 2002, AGP realized operating income of P116.8 million in 2003, a 131% increase from the previous year, due to a 69% reduction in operating expenses and a 11% decrease in cost of sales.  Aided by the efficiency measures put in place in 2004, income from operations further improved to P212 million during the year.  

Bottom line results of operations likewise improved, with AGP’s net deficits decreasing from P1.26 billion in 2002 to P36.5 million in 2003.  Because of continued reduction in interest expenses and other expenses/losses, AGP realized net income of P154 million in 2004.  The improvement was made possible by the imposition of the definitive safeguard duty and the efficiency measures adopted by the company so as to adjust to import competition.

7.
OVERALL ASSESSMENT OF COMPLIANCE BY THE DOMESTIC INDUSTRY WITH ITS ADJUSTMENT PLAN

The Commission finds that the domestic flat glass industry has complied substantially with its commitments as stated in its adjustment plan.  

Among the specific efforts that have been undertaken by the domestic industry to comply with its adjustment plan and thereby gain competitiveness vis-a-vis imports are the following:   

· group purchase of raw materials to avail of discounts from strategic pricing; 

· exploitation of substitution possibilities between imported and local strategic raw materials and modification of raw material mix, subject to technology constraints, to minimize costs; 

· adoption of power mix scheme and change in fuel purchase method to mitigate fuel and power price increases;

· investment in maintenance and refurbishing, such as furnace cold repair, to gain better quality, higher yield, and improved fuel consumption,  and enable production of a high-value product like solar glass;

· benchmarking with other affiliates to increase factory yield, improve product quality, maximize power and fuel consumption efficiency, increase truck utilization, and reduce breakages;

· adoption of computer systems to facilitate production planning and inventory management

· streamlining of organization and capability-building to enhance  operational efficiencies; and

· fostering of closer relations with industrial users and consumers as well as enhancement of marketing and distribution strategies and initiation of  mandatory product standards to increase market share.

8.
CONCERNS OF THE DOMESTIC INDUSTRY


Verifiable and quantifiable indicators, such as the decline in the cost to produce and sell, higher production of float glass, improved capacity utilization in float glass and glass mirror manufacture, and increased domestic sales and market share, indicate a healthier condition of the domestic flat glass industry. 

6
However, factors beyond the domestic industry’s control have adversely affected its cost competitiveness.  These include the rise in power and fuel prices and China’s massive import demand which pushed up prices of most commodities and overall transport costs.  Thus, the full potential of cost savings, both from the safeguard duty on imports (which allows increased production and consequently lower per unit costs) and the efficiency measures implemented so far, has not been realized by the domestic industry.

Further adjustment must be made by the domestic flat glass industry to alleviate the pressure exerted by external factors.  The current safeguard measure provides the domestic industry with the needed time to respond and undertake the improvements
 that are necessary if the objective of attaining import competitiveness is to be achieved.

























� Massive imports by China pushed up price levels of most commodities and caused shortage of vessels.


� Factory yield = hourly yield x drawing yield x cutting yield.


� The Commission notes export sales as an area for improvement.
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