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PRIME MINISTER

INMOS
On my return from America I saw the/minute which the Secretary of
State for Employment sent you on % June urging an early discussion

on ITnmos in E Committee. I deferred commenting because officials

in this Department expected important developments within the

next few days.

I entirely agree that we should reach a decision just as soon as
possible: I am very much aware of the widespread concern about

this matter and I am conscious of the damage that the dealy is doing
to the reputation of the Government, quite apart from any effect it

may have on Inmos.

Thig delay and some differences of view within the NEB hgve led

Sir Arthur Knight to decide to undertake a review of the project, and
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this will be related to the company's new Corporate Plan which the NEB

expect to receive this week. (The previous Plan, which has underpinned
— —--—"'—“—‘_‘—"—"—-————______________-_'_.
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our discussions hitherto, is now over 9 months old). I think that

until the outcome of the NEB's review is known it would not be profit-
able to take our eollective discussion further. I hope that the fact

that the review has been announced will diminish the pressure on the

| \ Government.

The proposal for the involvement of private finance is still being

considered but any proposal will necessarily be affected by the review.
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INMOS DEBATE: 1 JULY

We spoke on the telephone this morning when I told you that
the Secretary of State would like the Government to table

an amendment to the Opposition's motion for Tuesdgy's debate
as follows:-

'T%at this House recognises the importance of promoting
the United Kingdom's micro-electronics industry and
welcomes the review which the National Enterprise Board
has decided, on its own initiative, to undertake on
the prospects of Inmos International ILtd.

I have also conveyed this proposed form of words to Nick Sanders
at No 10 and Petra Laidlaw in the Chancellor of the Duchy's
Office, to whom I am also copying this letter.

I would be grateful if this: form of words for the Government
motion could be cleared as soon as possible.
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CATHERINE BELL
Private Secretary
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I will press the NEB to reach conclusions as soon as possible but
I think we shall have to accept the inevitability of some further
delay. However, I will return to colleagues at the very earliest

opportunity.

I am sending copies of this note to members of E Committee and

Sir Robert Armstrong.

K J
/3 June 1980

Department of Industry
Ashdown House
12% Victoria Btreet
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INMOS

%
In your minute to the Prime Minister of 13 June you undertook to bring
the Inmos guestion back before our colledgues "at the very earliest
opportunity'", as soon as the NEB's fresh review of the matter had been
completed.

I now learn that Arthur Knight reckons that this review, which has
been entrusted to a part-time member of the NEB, will require 8 weeks
to complete,which would prevent our considering the matter again until
well into August.

You spoke in your minute of "the damage that the delay is doing to the
reputation of the Government, quite apart from any effect it may have
on Inmos'". This theme was taken up in the leader-page article in the
Financial Times of 24 June, which said:

"But time is running out for Inmos. Its request for a second
£25m in Government funding, which it needs to build a UK
factory, has been blocked in Cabinet for six months. Dr Petritz
has told the NEB that there must be a decision by the end of
the month if the plant is to be built at all. Otherwise, he

2 has hinted, he and his colleagues may consider decamping to
the US, where they are confident of getting private bac&iz%“.

Can the NEB not be told that their review must be greatly accelerated,

so that we can be put in a position to decide this question well before
the Recess?

I am copying this to members of E Committee and Sir Robert Armstrong.
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Q . Background

The origins of INMOS lay in the fertile brain of Dr. Richard Petritz
Dr. Petritz was director of research and developr:nt for the Texas
Instruments in the United States. In 1968 he launched a venture cap-
ital firm, New Business Resources, in Dallas, Texas and the following
year fTounded Mostek, which is now one of the leading US 'chip' manu-
facturing firms. Dr. Petritz was joined by Dr. Ian Barron and
Dr. Paul Schroeder. Dr. Barron founded Britain's first mini-computer
company, CTL, in 1965. From 1971 to the time of the launching of
INMOS he was invelved in consultancy and academic work. Arguably, the
key figure of the founding triumvirate is Dr. 3chroeder. Dr. Schroeder
is now Deputy Managing Director of INMOS. It was he who designed the
industry standard 4K and 16K dynamic RAM's, which are the largest
volume products the semi-conductor industry has seen.

For these three INMOS was and is essentially an entrepreneurial
venture - in a sector where high risk and entrepreneurship are the key
features. Their argument - which they subsequently "sold" to the
National Enterprise Board - is essentially as follows. Since the
development of the first transistor in 1959 the complexity of integrated
circuits has approximately doubled each year. This means that the
market for the products involved i both rapidly expanding and very
demanding. The size of the predicted market for semi-conductors is
over £3 billion a year in 1984. The greatest part of this demand will
be - it is said - for a small number of standard products manufacture
in very high volume - this is INMOS's target. Over the next five
yvears it is predicted that the most important single product will be
the 64K dynamic RAM with an annual market of £500 million in 1984,

The demanding nature of the market is the result of the existence
of a number of clearly defined technological "steps'. INMOS argue that
at sach "step" a new entrepreneurial company has emerged as a market
leader. In the 1960's it was Fairchild; in the 1970's it was Intel;
now in the era of VLSI (Very Large Scale Integration) it might be INMOS.
It is difficult, without enormous efforts, for existing companies to
up-date their design and production facilities sufficiently quickly -
and this gives new-comers a chance.

INMOS believe that at the start of this new '"step" forward into
VLSI they have special opportunities as a new firm with undoubtedly
superlative design skills provided by their team. They call this their
"super-star" strategy. WNot even the most severe critics of the
venture doubt that they in this have succeeded to a high degree.
INMOS claim that the 16K static RAM and the 64K dynamic RAM are well
chosen to maximise the value of this strategy for,

""a) they require "super-star" designers rather than massive
injections of funds and

b) they represent the two single largest volume markets for
semi-~conductor devices over the next five years, and so provide an
adequate base for INMOS's further growth. (The 16K static RAM is a
high performance, i.e. very rapid, memory component built into an
"accellerator unit" to make conventional computers work faster. The
64K dynamic RAM is a general purpose memory component mainly used in
the computer industry).

It is important to realise that both for INMOS and for the NEB =
and so, perhaps above all, for the tax-payer - it is the next stage
of the company's strategy which is most important and probably most
risky. A number of other memory products are currently at the design
stage in INMOS's UK facility at Bristol. But most important is the
projected development of micro-computers. These are complementary
to memory products. These micro-processor products are usable in a
vast range of goods such as automatic type-writers, sewing machines
and cars. General Motors, for example, recently placed a major order




for these products in the US and it is estimated that each car may.
employ 6 to 8 of them by the late 1980's. INMOS envisage the
revenues from these microprocessors as exceeding that from sales of
the 16K static RAHM in about 1984.

The three originators of the plan to break into the VLSI market
thus approached the NEX¥ in 1977 at Dr. Barron's suggestion. It was
known that the NEB were already involved and interested in the high
technology field. It is said by INMOS that there was a shortage of
high-risk venture capital at the time in the US and that in the UK it
was simply unavailable.

In the event, in July 1978 the NEB and the Labour Government
accepted the INMOS plan and agreed that £50million should be committed
to the projezt in two tranches of £25 millicn, The second tranche was
to be dependent upon the performance and progress of the project sub-
sequent to the payment of the first tranche. In the summer of 1979,
as planned, INMOS submitted to the new Conservative Government an
up-dated corporate plan and requested the release of the 2cond
£25 million. The NEB approved the investment of the second tranche in

September 1979.

2. The Present Position

So far almost £4 million has been zpent on UK operating costs of
INMOS and over £5 million has been invested in manufacturing plant.
A total of £20.5 million has been invested -~ most of it in the pilot
production facility under construction in Colorado Springs. At the
moment UK recruitment and work on the site of the planned production
facility at Bristol has been halted pending the Secretary of State's
decision both as to the location of the site and as to the future
funding of INMOS. INMOS claim that £1 million has been committed to
the Bristol site through architect's fees etc..

INMOS's structure divides it between the US and the UK with the
holding company - INMOS International Ltd. - based in Bristol. The
intention is to transfer most of INMOS's activities to the UK but at
present the viable part of the project is at Colorado Springs as
'INMOS Corporation'. There process development is being carried on in
a 25,000 square ft. facility at Harrison Park. Memory product
development is also under way. Pilot production is to be located in
a 125,000 sq. ft. facility currently under construction at Cheyenne

Mountain. INMOS Corporation has 120 staff and recruitment is proceeéding
rapidly.

The UK picture is very different. Only 60 staff are employed
by INMOS Ltd. - the UK company - most being concerned with micro-
cemputer develeopment. INMOS claim that with the expected growth in
revenue to £150 million they expect to be employing over 4,000 people
by 1984, most of them in the UK. This, however, will depend initially
upon the building of the planned facility at Bristol. Design work
there has been taken as far as is practicable without Governmental
endorsement of INMOS's plans.

The NEB having given its approval to the second tranche after the
resignation of the o0ld board and its Chairman, Sir Leslie Murphy, it
was up to Sir Keith Joseph to make his decision as to the funding and
siting of the project. Consequently authorisation for the siting of
the new facility at Bristol through grant of an IDC - which INMOS
announced it had selected at the end of 1979 - and for the payment of
the second tranche was sought by INMOS from Sir Keith at the beginning
of this year. Because of the lnng declay, resulting principally from
the resignation of the old NEH, the new Board under Sir Arthur Knight
have emt ;7%. 3 won a further review of INMOS's plans which is expected
to take a further 6 weeks or so to complete. The Government is
awaiting the result of this further review before it announces its
decision concerning the IDC application and that for the second tranche

of funds.




The Arguments
Those involved in the controversy which has surrounded INMOS since
its inception in 1978 have broadly divided into three camps. First,
there are thos:2 wiio accept INMOS's strategy, believe that venture
capital would rot be forthcoming to fund it without the intervention
of the NEB and wnnt the NEB's original commitment to a £50 million
investment with a 70% equity stake to be fulfilled. They accept the
proje °t as an sezgntially entrepreneurial one with the pursuit of
economic rather than social goals in view (sze below). They note that:

- US high technology ventures benefit substantially from high
defence and spa~c budgets and from high volume consumer demand to a
degree which the UX could not hope to emulate without direct funding.
They pcint to the major injections of finance and intervention by the
Japanese Government. They argus that with over 70% of semi-conductor
production being undertaken by US companies and over 20% by the
Japanese only ar ambitious bid by government-funded companies in Europe
to enter at the '"leading edge” of the market can hope to succeed.

- If the second tranche of £25 million is not provided the first
tranche will have benefited the US INMOS Corporation which will
probably be able to continue but will have done little or nothing to
help the UK either in terms of employment or of industrial strategy.
Work is alread/ progressing on costly US plant: in the UK there will
only be a bill 2f £1 million for the advance costs of developing the
Bristol site which someone will have to pick up.

- In the event of the project succeeding the UK will gain an
indigenous seni-conductor capability which- it is argued-no independent
country should be without; there will be over 3,000 UK jobs provided;
there will be a contribution to net exports of £95 million a year by

1984.

The second group in the controversy adopt many of the arguments
ussd sbove, but see the INMOS project as essentially a social rather
than a strategic economic one. They argue that since INMOS is in
receipt of substsntial sums of public money it should agree to locate
its pircduction “zcilifies in an assisted area in order to relieve
the unemployment problem. Mr. Alan Williams, who was Minister of State
at the Department of Industry under the last Government, claims that
INMOS gave an undertaking to locate its first twc factories in an
assistaed area. IM"OS hotly deny this. They claim that the statement
in the NEB's annual report for 1978 that "The firm intention is that
the United Kingdcom production facilities will be located in assisted
areas' represented the view of the NEB, not of INMOS. INMOS chose
the Bristol site in order to attract the right kind of personnel and
- above all -~ beczuse it is said to be essential for their purposes
to develop an ‘'integrated capacity" - in other words ensuring that the
research and design and producticn facilities are side by side. This
is crucial in the early stages of chip production because the "yield"
of successful chins from each wafer of silicon needs to be raised by
continued efforts Trom a very low initial level. The second volume
production facility could go to an assisted area because by then the
final form of the product will have been stabilised.

The third sroup in the INMOS controversy believe that the project
has no future asnd that to inject a further £25 million would be to
put in good money after bad. They point to the high development costs
faced in the initial stages of such high techﬁolozf ventures and doubt
whether £50 millinn would be adequate. They arguc that it is the use
to which micro-processors will be put rather than their volume pPro-
ductiocn which is likely to yield the best opportunities for British
companies. They ruggest that the high risks, low early returns and
highly sophisticnted nature of products involved make INMOS just the




sort of venture which Government and its agencies should avoid. They
also doubt wlie bther Government is capable of the speedy decision-
makins which ic required in order to survive/d'highly competitive
marke!

In.reaching its decision concerning the payment of the second
tran~he and concerning the grant of the necessary IDC for INMOS to
begiin construsiion in Bristol |ho Government will be bearing in mind
2ll of these =zzits of arguments. 't 18 &t present awaiting the further
report from cas HER on the question. The NE3 itself will be operating
against the bsclyrcund of the guidancs given by Sir Keith Joseph in
his statement ol 12th July 1980 in which he explained the Government's
view of its nisper imnetion both a3 Ter as the
Peatalyide! rols dn the high techinology fiel

then said:

regions and its
are concerned. Sir Keith

'L shall zise be reguiring the NIF te make a substaniial
redustion in i's eruenditure in Lhe current year and in the following
years.

"1 exclude, however, the investments which the NEB bhas made in
a dozan or so newly established high technology companies, chiefly
concerned witn computer software, micro-electronics and ctheir
applications ~ud which I believe Jjustify special attention. The
marlzet has becii discouraged in recent years (rom suppciting such
ventuvrea., Tine will anyway be needed for these companies to evolve
before the NEDR «¢an sell them.

"In the livht of this it seems sensible to us2 the NEB as one
mezas of familiarising the market with new technologies. For my part
I see this roule 28 being necessary only until the market is clearly
strengithened and I would not wisih to put a term to the rolz now. The
budcet for it will be limited - but clearly defined. The objective
will b2 to securs in each case the maximum amount of private investment,
with a view to {ull private ownership in each case as soon as prac-
ticable. The NEb will be able to re-tnvest some of their» receipts
from disposela oi' these companies in new high technoloz; ventures, but
only in partinsishin with private capital. A mavrket that has met the
huzz ri1=ks o1 Nouvth Sea exploration should find no insuperable
difficulty heie

The Goverrgent is also mucin concernsd with the problems of the
areas ¢f high vramployment. An clement of that regional policy
is tihat the NER ahonld econtinue vo exercise ar naustLJ“' investment
role in the Narth and North-West and with small firms, seeking
alwsys to maxiwmise private ‘nvestment and with the objective of
transier of Tull ownership to the private sectcocr as soon as possible.
The NUB'!'s regionia. role will Le very similar Yo the incustrial
inveaimant activilies of the Scottisl Welcsh and Northern Ireland
Develupaient Agencies in Scotlanc. Vales and Norther Irelsand respectively.!
(Hansazxd, 19tk July 1979 Col. 200¢,

1t will further clarifyv its position on INMOS in
light of its awnd the Nhu's commitment to these
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