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(MENT IS THE FROFERTY OF HER BRITANNIG MAJESTY's GOVERNMENT

1980

CABINET

Ministerial Committee on Economic Strategy

INMOS: Finance and Factory Location

——

Memorandum by the Secretary of State for Industry

This paper records discussion on the future of this company

in the Sub Committee on Economic Affairs, and invites the
Committee to decide on the provision of a further £25 million
to the company, and on the siting of its first production
plant. The issues are set out in the paper which the Sub
Committee considered, together with a letter from the Secretary
of State for Wales dated 5 March which are attached at Annexes
A and B. The Sub Committee were able to meet Sir Arthur Knight

(Chairman of the National Enterprise Board)(NEB) and Mr Iann Barron,
the Chairman of INMOS.

2 Some Ministers had reservations about the scale of investment
Téquired. They felt that a small new company would not be able
Yo raise Private finance, and with public money avalllable would
8Ve no incentive to invest efficiently or gontrol its costs.
.Y thought that NEB should set up monitoring arrangemenis.
With thig condition, the Sub Committee recommend unanmougZy
t}.lat'the Government should provide the second tranche off t}?e
El.ll?‘m which the previous Government promised ai pilll‘:tothey
shooital agreement with INMOS. They felt strongly cwiteine
ould not attempt to over-rule a comq:erclal judgeme Ehont i o
* on a matter like this. They cgns:Ldeped, howngr,justified
ass 8 high-rjgik investment, of a kind which wta;s SiryArthuI‘ Knight
andaﬁrmsurance premium. They made it clear i ey
fungy Barron that the Government was nothgggpghe B e tin: cter
askeq oy, 08700 £50 million (a condition W s
frog ¥ peld be mads)s fhey Rates, e ximum exposure
(whgzﬁt.wfi? unsuccessful, the Government stﬁ e
high ay 5,18 impossible to estimate accurat v};hich T the
Prog 28 £100 million, in the extreme ‘casg mroductive e
couly o Proved successful and none of _g lexag Son nimbure the NEB
rante. ©-S0ld, so that the Governmen e R
mg 88 Of loans raised on the market and m et
d the usual redundancy costs. They also
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3 cess, the three entrepreneurs behing
1gdt€§ei¥eggzgg ggcso sénior l@eutenants, whose pGTSOnallNMO&
?nvestment at present 1is relatively gmill, (fbough SignifiCa
for the individuals concerned), stood to realise very 1argent
gains indeed.
; ble to agree on the siti

The Sub Committee were una ng o
?irst production plant. Mr Barron agreed that the compap tgg
originally been prepared to separate the technology centpe
(already in temporary quartershag Bristol) f¥2$ ghg first

) t, although it ha never committed itself

production plant, The site at Bristol had be€nto

ite in an assisted area. :
2h§;2n for the technology centre in order to attract the higt
qualified research staff who are needed to de§1gn and develq ¥y~
the 'chips' and the manufacturing process. The company 19 no
convinced that it would add an unacceptably high additional

te the research site from the productioy

level of risk to separa
site. Mr Barron claimed that he could not guarantee the
success of the project if this were done. Sir Arthur Knight

told us that the NEB were convinced by the argument for g
common site. Mr Barron said he did not think the company
could succeed if the technology centre were moved from its
present temporary gquarters at Bristol, and that some of the 60
staff that have already been recruited might leave.

4 The Secretary of State for Wales, supported by the Parliamentary
Under Secretary, Scottish Office, felt very strongly that the
company should not be allowed to go back on its earlier intention
to site the manufacturing facilities in a development area.

They felt the decision was of great importance for the future

of regional policy. They could not understand why the company
refused the additional finance which could be made available
through regional development grants. They believed that
provision of the manufacturing plant in a development ar
make an important comtribution to job creation in places S
affected by industrial change, and would bepol'i'ticallymst
important. They pointed out that PA management consultants They
had identified attractive sites near Cardiff and elsewhere--nﬁﬁ
did not think they could defend a decision to site these facl
in a prosperous area like Bristol. They therefore asked t
the issues should be brought before the main Committee:

other Members of the Sub Committee, however, were convinced
by the arguments of the National Enterprise Board and the-std-,
company, and consider that the plant should be sited at Br;mwﬁs
They considered that it would be inconsistent with the GOV nis
decision to back the company, not to accept its advice °§maw
issue. They believed that this would make a risky ioVves

even riskier.

ea could
erious

5 The Committee is therefore invited:

(1)  to confirm the Sub Commi ' ice thal %

2 mmittee's advice 051
further £25 million should be made available o 48
subject to strict monitoring by the NEB; ic
i yifd
(ii) to decide whether Industrial Developmen? Cgiioﬁof
should be granted to the company for the cons zthar
its first manufacturing plant at Bristol, OF W

/tbe **
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the company should be Tequir

: e .
further finance to site thig 312§t3-°°“d1ti°“ of
area. 1n an assigteq

KJ

14 March 1980

Depart;
ment
AShdoWn H0ug

f Indust
123 Vi e o
lctoria Street
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. i 11 July 1979 E(EA) :

its meeting on J % (79) 7th meet
égmittee endorsed proposals by the Secretary of S;;L;l%g’fthe
Industry on the future role of the NEB o

: includi
rowth technology companies, of which 3 “HRe MEROTE for

+IOMos is the bi
In his statement to the Hou_se'on 19 July the Secretal";"g(e);tétat 27
pade it clear that any provision of further funds for Totios & -
peyond the £25m already then committed, )

‘ would be subie
detailed review. The NEB have noy Sought approval fgrctt:h:o
investment of a furthgzr £25m to enable Inmos to proceed with
the establishment of its production Plants, the first of which 28
Inmos wishes to site at Bristol. Colleagues have asked that we
- should consider the issue collectj i
| —— my recommendations.

2 The original In{zos Proposal envisaged a total equity 29
investment by the NEB of £50m. This was accepted by our I
T—

predecessors but initial approval was given only to the first
tranche of £25m because the NEB thought it desirable to have a
review of the company's progress at this half-way stage. The 30
NEB's investment in Inmos now stands at £14.6m. A further £14.4n

is due to be called during 1980 (of which £10.4m is already |
e comnitted under the first £25m tranche) with the Tremaind

in 1981. Thus the amount we are now being asked for is "
originally envisaged. 3!
3 The purpose of the half-way review was to check that -
—_— the company was on course and the management demonstrating the
competence and skills that had been expected. Subject to
e Satisfaction on these points it was not envisagegi by the NEB or 32
i Inmos that there would be a fundamental re-appraisal of the merits B
! of the venture, but I am advised that the contract between then ‘
L {ould permit the NEB to-withdraw without specific penalty if it
thought it Tight to do so (for whatever reason).
am—

. isfi is on course, rr——
The NEB are satisfied that the company i se, |
i and they have high confidence in the management. My own acvisséﬂi ;
i ° Mot dissent. But these are matters of commercial judgement I
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ibility. The ventuy
ole responsibility » re fay)

which the NEB has S 13 towards the NEB and we 8 Wity

our policy . : o f
the frw?:ggisoihich are adequate for its funding, 1 hasppr‘)veg
PES provlin consultation with the NEB.and Inmos, looke ti
hzwiggrﬁs}cs to which we are exposed in going aheaq,
a

; isk of absolute faily

t there is_the ris TR
ture. It has always been risky, and 3t.stillids papes Ihe

e that the prospects are appreciably better thap they 'y

am-ll'seally' this is because the market has grown pope quic‘:ere

2;‘;%1335 e;’pected, without any increase in the number o n|

or ground gained by them.

Firs

But risks of failing LQ Captlzrg a profitable Shape o
her because of design, production, qQuality op
have to be conmdef\;;%. Iriugos is an NEB

idi so if it collapsed the would meet all itg
iggféiﬁgé in liquidation. A:_Lthough it is }mpossfble 10 be sy
what these might be, Inmos estimate that after full realisatio
all their assets the net cost to public funds would be £10p ig
failure occurred before end 1980; £20m if it were before eng 1081,
and £15m if it were before end 1982.

6
the market eit
delivery factors

These are the criticial ye
for the company's growth. By end 1984, however, there would be;
small surplus for the shareholders. T‘hus the maximum exposure f
catastrophic loss is put by Inmos at 34'20m.‘ My own judgement is
that these estimates are over-—optlmlstlc7 being based on
unrealistic assumptions about asset realisation values.

7 Then there is the risk of the Government finding itself
on an expenditure escalator. The current projected cash flow tc1
1984 indicates a maximum cash requirement of £91.5m in 1983, ;’;‘J
a slightly lower requirement in 1982 and 1984. This 1r_npllesreanc‘:
borrowing and leasing finance of up to £41.5m. There 18 noled e
to think that this will not be available from a consortl\M}Clhe /
Citibank. (They are well aware that in lending to Inmoi1 wza}:eﬁ
would effectively have gilt-edged security). The cash 'eg
provision for an uncommitted reserve against contlngen‘:}lm’h which
amounting to about £9m in the three years of peak caShNEB (The
has been added to the forecasts at the request of the tf]is
risks of operating failure covered in paragraph © takes
borrowing into account).

; thet

evey |

It was never intended, nor do the NEB novw 2311 this
additional private equity investment could be at’:tracm :
early stage. However, when the NEB investment is CO posslb eefori,
Inmos has demonstrated its capabilities, it might s sl‘ghtpanrf‘-
attract private investment, though the prospects are
1983. Beyond 1984 the NEB believe that any furthe
could readily be secured from the private sectoTl,
disposal of 2ll or part of the NEB's holding. On

. 3 . . . n 1 v
NEB confidently believe their equity involvement Ciunvptlonsrisk, ¢

£0m. Again, it is necessary to question thcse 8550 Fpe 8 1y
: A u & 1 to 10

of the high risk nature of the project. There J.aslct techng o

the project will slip in time scale, or e.g. Produc’ rnme?

as not to be attractive to private capitel. Ihe °°

- COmpet':n_
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e again De caught in a "jang tomorrow"

3 sit i
og;t make it absolutely clear that the £50p ;}:t%}olg'l'w? therefore
ﬁoney input unaccompanied by private investment init of public

Location

Inmos has announced its decisi
Zactory (1080 employees) should be 1o ;
technology centre (currently employing 60 to ris
{s a contentious matter because there
misunderstandlng about whether the fac o -
area. 1nmos have now come to believe that itiss egségt?nlasmsted
the factory and the technology centre shoulg Be as ol 1al that
pecause of the need for production angd Se as possible

; U rese . >
close contacts during the critically impor{a;;‘;? ::i{f ;02 maintain
production. But Inmos have firmly declareq that the?.lr szggnngK

factory will be sited in an assisteq area - probably in 2-3 years

10 The Inmos proposal would require i

tighter criteria for selective figanciainaggsig;cgr;}s];gi.x T}}:e
introduged recognise that there would be cases where partig\?l a\{e
attractive projects would justify substantial financial inducifegt
to locgte 1n an assisted area. If the Inmos project fully sati‘sf'sd
the criteria, it could receive up to £9m at Cardiff, and nearl a
5;’_1'11:1 at Washington (Tyne and Wear) the two sites which were shgrt-
listed. In both these cases an ECSC or an EIB loan of up to £12m
would be available, with £1m interest rebate at Cardiff (a steel
closure area). The Inmos Board are aware of these potential
benefits but do not think they warrant the risk entailed in

separating the production staff from their research colleagues.
The NEB endorse this view.

Conclusion
e ———

llin . The first question for consideration is whether, in
&leaglple, to authorise the second £25m for Inmos. I have made
by th ny doubts about certain of the assumptions and estimates made
that ihc9mp?ny and endorsed by the NEB. Nonef‘,heless.they_bell_eve
uncert €1r judgements are as well founded as is possible in ths
improvaclin area and, indeed, that the company's prospects have
imppeSe rather than diminished over the past 12 months. I ?m
limiteged too that the NEB, whose expenditure we have severe )"t
e haye' . ccommend continuing the project and giving 1tv.p}1;.1or%hy.
reSoure 8ppointed the new Board and it is_their task, utan1 hase
lit‘cleces provided, to make the commercial judgezents, Tn Ll
cage 1 doubt that should we refuse this first, and single largest,
I 0 the adv d they would have no option but
Tesign anced technology area e techiology,
R 7 P The project remains at the frontie | e A
18 geepnduality of the team is widely accepted an e vy
5 g i urial interest they were gl ;
g2 Sosdrsnias joubts which I have,
ang whiDredecessors. I do not feel that those doudbts el
the Comg}i] I believe colleagues will share, ;JLUSt;;zrcc:g:l prospects,
??SDite m;Ed 1nnos/NEB view iy e tecmugg {;g figures. I therefore
Qll‘m P8 o Dersonal reservations on some merdation to
nting ¢lude that we should accept the

Within the overall £50m.
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t an IDC
hether to gran . or ng

de We needs of the regions fop g‘g; .
I recognise the dgug(’bs
t
locatioxsl

deci h
etween - t

. udgement.
°mmer§11a>;lz gomg colleagues about the
sed ity of this decision. .I

i : the
litical senSlﬁl‘{;mOS why they cannot build tp, ref(}re

I have to
;iere is conflict b

's ¢
the company
3§gch have been expres

and the PO g ! a. If the actopy
prepared fOmall{he nearest AS_Slsti(iil%rg;ive the nezege L ).a8 i

in South walisc’,nly a shared site ot il wouigry Wtigy fow
I expect, tha the design and B tol I would justipe R Biye
linkage betweenI ‘mos factory at BIlS." (.)1"'111t A Thu ify thig

an IDC for the .Ih‘ét it is even more imp ‘i(g L u? Country

on the grognqiscAssisted Areas that Inmos succeed 1ere, that

a whole and 1

i , Assisted Area.
its first factory be in an

Recommendation ' .
—————————— S '
With these considerations in mind I seek the Commltteys
135 ’
agreement that: |
hould accept the NEB recommendation that
i) gie; should provide the second £25m of equity
for Inmos; and
i3 bJ a formal enquiry as proposed in
B squizcatht22 about Inmos' decision to locat‘e theiy
para% “IxD‘oduction unit at Bristol, we should be
—_— ;i‘ztsuar;d not to intervene, and an IDC should be
issued;
] he venb
i hich the success of & e
ious of -the extent to w / e T
- amnX:I?’lpggni(\::s swift progress and I hope that it will p
| %gget’he Committee to reach a quick decision.
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Colleagues should understand tha
credibility of our Regional Policy.

in this case for a Government finance
signalling the abandonment of IDC control.
that if an IDC is granted in t

again.

That is something that would cause g
the assisted areas.

- ANNEX B
OFFICE

GWYDYR Housg

WIA 2ER

5 ' LONDON S WHITEHALL Lonpon SWIA 2eR

W"”EHALS 3000 (Sw“;fﬁ’n?grz) Tel. 01-233 3000 (Switchboga

o °"§§s 6106 (Hine 01-233 6] ol
o

06 (Direct Line)

The Secremy of State for Wales

‘a/ March 1989

S et

The proposal that is being put to E(EA) to
the Inmos factory at Bristol, subject only to a forma)
about their choice of site, raises iss

grant an IDC for
enquiry
ues of great importance.
t what is at stake is the

A decision to grant an IDC
d factory will be seen as

L It is hard to believe
his case one could ever be refused

rave concern throughout
The interpretation that

IDC control is being
abandoned will be reinforced by the fact that former Ministers have

stated and will continue to state that an IDC for the research

centre was only given on the understanding that the manufacturing
units would be established in the regions.

The issue has a greater political significance even than that.

The decision will be taken and announced at a time of industrial

tension -when the Nationalised Industries are being asked to.undertake

large scale demanning, when {inemployment is rising and when there

are understandable and widely held fears of a return to the thirties.
do not believe that it will be in Wales alone that the decision

vould be seen as an abandonment by Government of any serious attempt

to attract New and more diverse industry to the area when jobs
fre heing ToHeH

Certainyy =3 have the most serious
; Y 1n Wales such a decision would ave 1 5

iMpact on the attitude of those who see their jobs at risk, and
°n the politjcal reputation of the Government.

/In my view

Th ¥
Secer::: Hon Sir Keith Joseph Bt MP
epart:l:itorfsiate for Industry
o
hdo‘.thOllse ndustry
1c

123°y ;
LoNpgy“*oTia Street
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arpument for permitting the dev
ou%—ld have to be extraordinari1ye1°Dmem

in these circumst Sugg:

rant an IDC in ances, sy

for thetGo:Ye]gnmt ggfretgegn prescnted by Inmos and the NEB By nTh b
arguments

1V
seem in the least persuasive.

i rcial
my view the comme ;
{2 tike place at Bristol w

ot

strong that when Inmos applied for an I

The evidence is very [EB gave a firm commitment tq for
tre the N gé : our

the technolog}t’hginthe production units - all four that Inmog Yol

predecessors _ would be located in the assisted areag, u

mind at the time
Eric Varley, Alan
the Times on 29 F
technology centre

frgzezn?gstaittsgs crucial for the first production unit tg pe Chegt
in

: i centre. On the contrary, representat,
PRt “'lt'hl;rilﬁegeigngi?gials in my Department and to local i
= Inmc_)i e>‘i‘)ficials in South Wales the positive advantages_of
authort.y 4 Our predecessors made public statements on this matte
iﬁlt)agz }g:-as I am aware there was no suggestion from Inmos that

there were any doubts about the matter.

Khagay P (aufman, in their ) g
liams and Gerild.}\m ) etter

e‘t‘)':wlxa:‘y, made it plain that the IDC for tp, o

was approved on that basis. There was po

i J i first

3 35 knew'ilioatl)gn%ozg?Zdlglzizsizzert]ltl;a%eic‘lolflo}?);y centre then
lt);;ggu;z;:nhgsz deliberately misled the NEB and our pregegei}slglt"s. I
on the other hand it is only now that they ha\./e conill;a(iese pk
separation would prejudice the whgle project it m;xlsV B
about their competence. Nothing in the papers il atiitude .
that the arguments for a reversal <_)f the previous aIDC applicatis
compelling. It is surprising to discover that't'heInmos D Leading
approved by our predecessors 15 m(_mths ago - w1tlt1 3 noal s
great urgency - has apparently still not. been aCle bas been t0
reinforces my suspicion that the intention all a ortlﬁat Tnmos ¥&'®
secure the first production unit for Bristol, and + about theil
less than frank - to put it mildly - with Govex‘nmvf.!rtlh the very lafﬂ
proposals. They were similarly less than frank wi
number of local authorities in the assisted @\r‘eai b
considerable public expense - to the invitation 10

consideration. o
. . : in my V2" le
In submitting their present application there 1S%h;t they 1"

clear onus on Inmos to demonstrate beyond doubt reas and flave

assessed all possible locations in the assisted i T wouilood
to be suitable. The absolute minimum rgqulr‘cme" ;hort_l}: can
thought, is for Inmos to report in detail on the how V. th

assisted area sites. Until they do so I do notbzgﬁ suffl
possibly be suggested that the application has
substantiated.

7 underS"f’“d

Suggest: |
time that they dissented from that arrangemeﬁieftb

2.
CONFIDENTIAL

tand that Inmos have claimed that
unff:;ie of attrac_:tj_ng the key ek
:jzgess of the pFOJect}.] g <
. in my view, very shaky indeed. It really ;
iz;t Cardiff, and a host of other assisteq aieaslzgzgx{gntotsuggest
e copabiyy 802 Not attr?ctlve to Professional People s h{‘Oughout
tne view taken by Ferranti for example who A ple.

S It is not
nigh technology project at Cwmbran. g0ing ahead with a

far as I am concerned I am in no wa ersu g
ﬁ?m to ;nmos in Cardiff - which is a{rgady ?Seguﬂliz (’ghe s1te_3 on
and on which a start can be made immediately - jg fiok em\imeri,hlp
suitable for the first production unit. 71t is alongside gen_lz
change on the M4 (g}Vlng all-the-way motorway access to He:t}::: er-
Bristol); it is environmentally superb (a ow and

= 3} s has been conced
consultants acting for Inmos); it is shareg only with rt]h: (iargpgzt;:g
new Radio Chemical Centre development (who have hag no difficulty

vhatsoever in recruiting key personnel); it is within walking
distance of an attractive high-class residential area on the
outskirts of the city; it is within 10 minutes by road of the city
centre and the University; and within easy reach of a national park
and areas of outstanding beauty. The alleged bias against Cardiff -
and South Wales generally, as a good place to live and work in is

totally_’ at variance with the experience of scores of firms who have
moved into the area.

The Memorandum
cannot builg th
reply that the
vhich wilj be t
L I cannot
dpplieqd to an i
emselves h
Would haye pigd

It 1
mad:kguthe View, therefore, that whilst Inmos and the NEB may have
8 case for the additional funds, they should be released

suggest. that Inmos should simply be asked why they

e factory in South Wales, and that if they say in
technology centre and production should be together -
heir automatic response anyway - they will get the
conceive of a more pathetically weak test to be

Ssue of such -importance. Indeed, if Inmos

been asked to think up a test I doubt whether they
uced such a weak one.

Y o Sk H e .
QSSist:dcggg;tlon that the first production unit is located in an
If ¢
ot hey Choose g location in an assisted area outside Wales I could

ob S
£ tacg oty but I think th will accept that if the development is
s"itabfep f%e in an Bssist:?i' area the gardiff site is emmentlyd

* Frankly the suggestion that the project would succee

/in Bristol

3.
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in Bristol but would fa
the justification advanced i
., future industrial developmen
* \Regions generally.
will make infinitely
such areas because i
high technology inves

t not just

tmentlforeign and

7 I am copying this to the
and to Sir Robert Armstrong.

J Qve~

Neik
o
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il in Cardiff is incredible I
t has serio i : &
us implications fo:atis

1If we as a Government endors of
more difficult the industrjglsich a vig the
t will be that much more difficufg°¥e”yof°

Prime Minister to other
members op
E(

4.
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of South waje the

S but

domestic int 0 dj
, 0 the p Tect
€glong
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