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Southeastarn Elecctic Company (b)

The following s a simplified business altuation in "’"_f_‘f'f,,_
Sautheastern Electric Company is to pagotiate with RCI, Ing, for gorchas#

of stean dur the calendar yvear 188), The information in Fart 1 of this
“Case 18 Known to both pareles. 4

The {nformation in Pare I1 4=z sccictly,
incernal to Scucthesstern. As this cane i3 {ntended as an exercise, plessn
fpncre the effecrs of taxes and the time value of money,
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ey BCL Inc. was set up vith maximum venture copital of §i5 million
for the nole purpose of building and oprracing a resource recovery plant
for Westborough County. On complecion, cthe plant will receive all of
Westborough's restdencial and commercial refuse, recover ussble saterials
for resale, and byrn the restdue, hoth €0 reduce it in size for landfill Z
purpuses mdlfcg,’produr:c steun which mav then be sold. '
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You have been put in charge of negotinting with RCI for pyrchase

\

af ‘that stesm ducring the calendar year 1983, On January I, 198%
Southeastern will convert from cll to 100I nuclear energy and will thus
have no further wie for the steams RC] had been unable to obtaln a
commereial loan for the project, but, at Vestborough's Lrging, the starve
had fssued pollution bonds to provide RCI with che $40 millfon ir required,
tnterest free. You share REI's belisf that construction will cokt exacely
$50 mfllion and take sxactly one year (the calendar year 1982), RCI wil)
put in 310 million for constructioh. (RC-! apfatdntdy nogotiared away any
‘conatruction profit in return for exclusive title to all by-products of the
plunt: faciuding the steawm. When opevational, the plant will produce stenm
vith gn annual usable snergy equivalent of 100,000 barrels of o!.'l.)

/’ You bave learned that Acwe Company haz offered to buy all of

BCI's stean for the ¥ix vinter months (November to April inclusive) of each
year at s 202 discount from the price of oll prevailling on Januvary | of
each year. Any deal betueen Southeastern and RCT for 1983 would not affece

\ this offer far nubsequent years.

Acse {ntends to use the steam dizectly for 4ts fnternal heating
systen, but Scutheastern requires electricity and would need to bulld o

Tis cnss i awtlable for ordering from HBS Case Services (Ses, the
Otter form includod in Nrendix 1),
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ADk facilicy near to the KCI plant to convert thy steuss into elec-

ugm Sue & genecrating hciu:y would take one year to bulld at & cost
63 4 The facilicy's location and depign 1s such that 18 15 of npo

use u auyom bnt Southeastern, and wvill have no <alva ! value 1f not
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Souchuantern hus been hure greatly in the past by vast svings in
prica of oil, 1Its ovn fotecasts sugest that by Januacry 1, 1983 the
’pﬂtt of oll could be Qny\durq betveen $30 and $30 per barrel with all
Incermpdiace prices equally likely.

The deal sieh RCT {8 porsntinily attractive, not only as 4 vay to
" soften the impact of ofl price sovements, but slso as @ gesture of gooduill
mﬁl the lpttu of snvironmencal preservacion and energy consarvaticn ac
‘when you are recsiviog bad publicicy fyem opponents of nuciear
+ Howsver, Southeastern is concerned at the failure rate of resgurce
sry facilfcies similar to thac being buiit by ROUI. You know that
".l”m; either work to specifications or fatl complietely (with zers
e value), You escimats the prubabilicy that che planc will work as

\:w tealize that Southeastern regards 4t as crucial to {cs image
4t bo seen as :ceou-ndactng a8 possible o résoutte rvedovery effpres,
£ Ty m Also realize at the company hu 2 ‘comnitaent to icn
r uUSLORETS and thot you will bs judged on the “value added" (calculated in

rms of the probahilities and dallar figures gives asbove) to the utility

‘y'ths ‘contrace you mign. *



