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*Harvard Business School

RC1, Inc. (D)

The following is a simplified business s{tustion in vhich RCI
gust negotiate vith Southeastern Electric Company for sale of stesm during
the calendar year 1983, The $nformation in Parc 11 55 sericely internal co
RCI. As this case 15 intended as an exercise, please ignore the offeces of
taxes and the tiwe value of voney. (ThavZ infe [/qm,. /. 4-7‘4 ;/‘»6:.)

Part 1

You ore the managing partner of RCI Inc., a company set up with a
zaxioun of §15 million in venture capital from § pareners, {ncluding
yourself. 1lts scle purpose &3 to build and Operate a resource recovery
facility for Westborough County. The plant will receive all of
Westborough's residential and coxmercial refuse, recover usable macerials
for resale, and burn the residue, both to reduce it in size for landf111
purposes and to produce steam which may then be gold.

You are confident that the construccion will take exactly one
year, starting January 1, 1962 and vill cost $50 million. RCI will put {n
$10 millfon for construction. Because the plant would be worthless if ¢
falled to vork, comnercial lenders had been unwilling to give RCI a loan,
At Westborough's urging, the state had agreed to {sgue pollution bonds tro
provide RCI the necessary $«0 million (interest frde) 4t needed, BRCI
negotiated away a profic on the construction phase of the enterprise in

return for exclusive title to the by-products of the planc, the recovered
materinls and stean, ‘

When operatfonal (January 1, 1983) the plant will produce stesm wich
an annual usable energy equivalent of 100,000 barrels of ofl. You have
tdentified two possible customers for the steam. The Acme mpany has
agreed to purchase all of Your steam output during the six vinter months,
November to April inclusive, st 207 discount from the price of oil
prevailing on Janusry lst of each year, They would be happy to commence
this agreement on efther January 1, 1983 or Januvary 1, 1984,

The Southeastern Electric Company has expressed a Qilltn
gness ¢
discuss the purchase of all of RCI's output of sream during the year 1983.°
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