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DMOS
1. previous Reference: E(80) 10th Meeting, Item 2 -
The comni tte® considered a further memorandum by the Secretary of State )
= o Y P ate fo i
[ndustry (E(80) 36) °” the application by INMOS for an Industrial Devel § -
& i o evelo
certificate (1pc) to emable their first production unit to be built at BPmeﬂt k)
a ristol.
y OF STATI FOR INDUSTR
/ ATE ¥ I\ S Yr
THE SECRETAR Vot Y recalled that, at its previous discussio j
the Committee had decided not to issue an IDC to s sion
enable TNMOS

on this subjects

4o build @ factory at Bristol unless new facts emerged in the co £
urse of his

Tscussion ad.th the Compeny which invalidated the grounds on which th
c i 2
had been taken. s decision 37

if the Government would not grant an IDC for Bristol, they would withdraw th
aw their

Tw -} s ha = ——
(1] uch fact d emer gEd. IlISt, INM0S had now indicated that
’

application for a further £25 million funding from the Government and, instead 39
, instead,

seek
Colorado Springs where a pre-production unit had already been built, at a cost
’ os

41

private capital in the United States and transfer their operations t
s to

of £20 million to the National Enterprise Board (NEB). INMOS were convinced

that tl.xey could raise private capital in the USA for this purpose, and could

;z;a:‘li;j;: ::;Zizab%e operation out of which to repay - eventually - the ; 4

v AN ::lll_ible to them by the last British Government. The result -

s t::l.:a.n.venture, with no facilities or jobs in the United

o Sekimbany fwait i?1st<::‘d Area? or elsewhere. The NEB could be expected

i R asp ration in tl.]e interests of recovering their present |5

B ot d(ﬂasoon as possible., In the meantime both the NEB and INMOS ]
y by the Government in reaching a decision was putting

the
vhole project at risk. .

Secondly,
lity that the b

Sir Ar p
Generq) Electri nold Weinstock was still considering the possibi
b
¢ Company Ltd (GEC) might invest in DWM0S. GEC's own micro- . 19
jnto difficulties

lectrong
nics col i
laborative partnership with Fairchilde had run
der of INMOS. They B

INMOS production 2'
The NEB and GEC were
. X
Even if GEC decided a
il

WY ooy
1d wel)
had o g founder, GEC had a high regard for Mr Schro
O SRR St Npat ¥
whi ol o
3 was
8t; al :
B Begotiaty ready being supported by regional grants.
.ey “an g and the outcome was highly uncertain.

teq
Wity to go .
then, Partj ahead, it could well be that INMOS would n
i ontracts had to

L}
Wengqq

n in Lancashire which could be used for

ot want to work

arly if their present highly attractive ¢
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There was thus a dilemma. There was now no possibility of INMOS Mith ‘
7 g itg
first production unit at Cardiff.

16 ¢ the Government now approved an ID
) i C a
1 and the further £25 million investment, GEC could publicly erity [
foig,

Bristo

their decision on the grounds that public expenditure had been commi tg
when private sector finance was available.

undue delays for negotiations with GEC, INMOS could decide to withdray o
e1r

On the other hand, if thers
Wepe

application and to concentrate on their Colorado Springs plant alone, Thi
could provoke a major confrontation between the Government and the NEB, Vi
members had only recently been appointed following the resignation of tpe
previous Board. He recommended that the Committee should decide Provisiong)),
- in favour of granting an IDC for the Bristol site. This decision shoulq pe
reported in confidence to the Chairman of the NEB, but it should not otheryj
be made known. The NEB and GEC would be given one month to negotiate furthe,
If the outcome were successful, and GEC were willing to invest, that could
save further public expenditure. INMOS' first production unit might then g
to Neston, but that would be a matter between GEC and INMOS. If the

negotiations failed, final approval should be given to the IDC at Bristol.

In discussion the following were the main points made -

a. The new developments described by the Secretary of State for Indust?]
It

called in question not only the location of the first production unity
also whether the Government should advance a further £25 million to

This sum should not be committed until the Government were satisfied thet

GEC would not invest instead. If INMOS were to decide that they did »

want to go ahead in the United Kingdom - either with or without GEC -
there ¥

and that they would confine themselves to an American venture,
could

; ~."° public expenditure savings. The £25 million already committed
"u::;:;w‘ “‘“::ed in time by the NEB if the Colorado Springs venture ¥ ;
- successful. Commitment of a Turther £25 million would be avoided -
Al  so would the risks of having to commit more than the planned total o

t by comparison with difficult and unpopular public expen?

already been made, and with the sums still availabl

~ [conFpenTiaL]

™

ol

PRt !
lfon 12 TWOS ran into serious difficulties. These sums **"' o | TR pppg
MINISTER

e 10

Brigt F
H“lnee °l or the Provision of the second £25 million tran
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the contract offered to the INMOS entrepreneurs, and
’

B e tomph O

a;,proved by the 1 1st Government, were unsatisfactory., They had risked

e £70'000 of their own money, but appeared to be free to dictate

e how and where £50 million of Government financed equity should

- As it was, £20 million had so far been spent in the USA, The

st the contract, and this initial commitment to funding in the USA,

sere the responsibility of the last Government, but the present Government
criticism if they advanced a further £25 million without

could be open to

giving GEC a chance to step in.

c. A decision to grant an IDC to INMOS in Bristol could be defended. If
it was the Government's policy to support investment in high technology
industries, particularly the micro-electronics sector, it could be argued
that companies such as INMOS should be allowed to back their managerial
judgement on questions of location. Moreover, unless GEC were to invest
quickly, a decision in favour of a Bristol site could be presented as a
move necessary to avoid losing the project to the United Kingdom altogether.
Finally a decision not to grant an IDC for the Bristol site would now, in
the light of the recent social unrest there, seem less perverse than it
would have seemed a month ago: indeed, a refusal might expose the
Government to considerable criticism.

d.  The Committee had previously accepted that there were strong reasons
of regional policy for continuing to refuse an IDC for the factory in
Bristol, While the Government could not direct INMOS to site the plant

In Cardiff, or indeed elsewhere, it was important that they should be

If they were to choose South

pe for

en

W I°“!‘aged to move to an assisted area.
a $

th ®s, that would be seen as a major new development offering ho
¢ future jn an area where actual and prospective closures in the coal

ang
steel industries posed particular difficulty.
said that the Committee were

s summing up the discussion,

1 .
® to take final decisions on either the INMOS 2PP
che of NEB

GEC could success=

0 th
¢ company, They first needed to know whether ‘
GEC participatlon

negot
iate terms with the NEB and the INMOS Board for

3
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in the venture.

early resol
within a month.

to have
made with INMOS, and approved by the previo
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of State for Industry should press 4.
an

The Secretary

ation of this uncertainty and should report back to the Copyy
g & 1tte,
The Committee would also need, before its renewed gjg, §
: Ussiy
further information about the terms oi the contractual arrangenme B
ntg

us Government.

The Committee -

14 Took note, with approval, of the Prime Minister's summing up

of their discussion.
2. Invited the Secretary of State for Industry -

a. to report back within one month on whether GEC participation
ijn TNMOS could be arranged;

b. to provide the Committee before then with detailed information
on the terms of the contractual arrangements with INMOS.
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eleC“‘ic1
ing Limit

ty supply indus
Financ
& sECRETARY OF STATE
had bee
involv!

october 1980.
by £290 million = mainly

and

Council had decided at their meeting or
of 10 per cent on domestic tariffs in August,

further capital investment cuts of £5
It was unsatisfactory that they had not yet

the balance of £88 million.

identified how these £88 million savings should be

be reductions in fuel stocks.

effect on the financial position of the National Coal Board.
o the Retail Price Index (RPI) of a 10 per cent tarif
voul

uld be 0.29 per cent, but this would not work through

Decemb 5
er. In view of the over-riding importance of not

m AND WALES) - EFL, 1980-81

a memorandum by the Secretary of State for Energy
tariff increases and cost savings necessary for the
try, in England and Wales, to keep within its External

(EFL) for 1980-81.

FOR ENERGY

n set at £187 million last
o domestic tariff increa

But since then the

a more pessimistic view of sales revenue.
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said that the Industry's EFL for 1980-81
November, It was then thought that this would
ses of 17 per cent in April and 5 per cent in

estimated costs of the industry had increased

because of higher fuel costs, higher salary settlements,

To deal with this the Electricity
, 17 April that there should be an increase
yielding £150 million in 1980-81;

9 million; and further economies to find

found but one element could 4
and could have an adverse <

The full effects

This would be risky

£ increase in August 4
to the index until
breeching the EFL he : y

lnvit, !
ed the Committee to endorse the proposed tariff imcrease.

InjdiNcna s
Ussion the following main points were made =

furth

shy

Tonthg
W
hen there were great uncertainties over demand a

indultri
al 4i ;
1 disruption affecting fuel supplies.

The Electricity Council should be told that i
f‘u'th:: :::ings‘ of £88 million they should rule ©
ould pe m:‘.:tlons in their fuel stocks. It was € :

intained in order to sustain endurance 1 th

n looking for their
ut the possibility of -
ssential that stocks .
e peak winter

nd the risk of
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b. Maintenance of the electricity and other nationalised industyy

EFLs were essential if the Government were to achieve its public

expenditure objectives between nNow and 1983-84; and already the

improvement in nationalised industries' financing had been identifjeq

overnment's public expenditure

as the most vulnerable area of the G

plans. Even if the proposed increase of 10 per cent in August went

ahead, and the EFL was held to £187 milli
eting its financial target of ap

on, the industry would be

uncomforably below the path towards me

average return on their net assets, in current and accounting terms |
g )

of 1.8 per cent a year over the next three years. This, together with
a decision not to allow further stock reductions, meant that it could
be prudent to go for a higher or earlier price increase than that
proposed. This could be achieved either by advancing the proposed

10 per cent increase from August to July or by seeking a 12 per cent prie

increase in August.

¢c. The objective of maintaining EFLs, and of meeting medium term

targets for public expenditure, had to take into account the short term
effects on the RPI and the repercussions of this on public expenditure
The proposed increase would have an unwelcome effect

Because of index linking this would

in later years.
on the RPI towards the end of 1980.
lead to increases in some public expenditure costs, such as social
security benefits, next year. This pointed to accepting the Electricitf
The yield *
uly. ’
require‘““

Council's proposal of 10 per cent rather than 12 per cent.
1980-81 would be increased if the timing could be advanced into J
But this was now probably impracticable because of the statutory 1
4o consult Consumer Consultative Councils before bringing a price iperet”
into effect.

d. There should be an urgent inquiry into the efficiency of L5
This
e keel v

Prob“bly

. : . ul
industry, with particular reference to its control of costs. o
be undertaken by the Monopolies and Mergers Commission who wer
make an inquiry into the costs of a fuel industry. They could

complete such an inquiry within about six months.
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The Secretary of State for Energy was already reviewing the

e .

ossibilities for legislation to increase competition in the electricity
Zupply industry- He was also considering the organisation of the
electricit}’ industry in England and Wales whose management deficiencies
were nighlighted by the present situation. He hoped to achieve useful

hanges here without legislation in the first instance.
c

PRIME MINISTER, summing up the discussion, said that the Committee agreed

THE
st the Electricity Council should go ahead with their proposed 10 per cent
increase in domestic tariffs. If it was no longer practicable for the increase

to take place in July, it should take place as early as possible in August.

The Council should be informed that they should exclude fuel stocks from their

search for further savings.

of the industry were unsatisfactory, and the Committee would wish to consider

Both the quality of the management and the organisation

proposals from the Secretary of State for Energy to deal with this when he was

ready to bring them forward. In the meantime there should be a reference as soon

as possible to the Monopolies and Mergers Commission on the efficiency of the
industry - perhaps confined to the generating side - with particular reference

to its control of costs. The Secretary of State for Energy should consult the

Secretary of State for Trade on the precise terms of reference and coverage

of such an inquiry and then clear his proposals with members of the Committee.

The Committee -

Invi ¥
Tvited the Secretary of State for Energy -

;6 to encourage the Electricity Council to advance their proposed
thﬂper cent increase in domestic tariffs from August into July if
t were practicable;

\;; to inform the Electricity Council that in formulat;nz proposals
re; f‘}nher savings in 1980-81 they should not seek savings
Ucing their fuel stocks;

¢+ _to cons
ult the Secretary of State for Trad ;
r:ierence and coverage for :!y‘ early inquiry ‘the Monopol‘:le‘s and
p"%?rs Commission into the efficiency of the industry, W1 1t
lcular reference to cost control, to clear the resu ing

Pro 8
Posals with members of the Committee;

d s
*  to bri : > se for reducing
th, ing pro 1t ommittee in due cour o
i eu::%l’oly ezjogzzabys t:ndth;o(x:' re—o1 rganising, the electricity SUPPLY
: ’
Y in England and Wales.

e on the terms of

Caps
gy, (Y9
Ce
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