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QUESTION 1

A competitive factor that may lead to overbuilding in an industry is: 

A. The need of large customers to know that capacity exists to meet their long-term requirements. 

B. The lack of a credible market leader. 

C. The advantage held by the capacity leader. 

D. The existence of high entry barriers. 

Correct Answer: B 

The lack of a credible market leader makes for a less orderly expansion. A stronger leader can retaliate effectively
against inappropriate expansion by others. The following are other such factors: 

(1) many firms with the ability to add capacity are seeking to improve market share; (2) new entrants, possibly
encouraged by low entry barriers and favorable economic conditions, may cause or intensify overcapacity; and (3) first
mover advantages may be significant; thus, shorter lead times for ordering equipment, lower costs, and the ability to
exploit an excess of demand over supply may encourage too many firms to expand. 

 

QUESTION 2

In a declining industry with a favorable structure, a firm may have the ability to recover additional investment or to earn
above-average returns in the remaining pockets of demand. Such a firm is most likely to follow a: 

A. Quick divestment strategy. 

B. Harvest strategy or quick divestment strategy. 

C. Leadership strategy or harvest strategy. 

D. Leadership strategy or niche strategy. 

Correct Answer: D 

A leadership strategy is pursued by a firm that believes it can achieve market share gains to become the dominant firm.
An assumption is that additional investment can be recovered. A second assumption is that success will put the firm in a
better position to hold its ground or subsequently to follow a harvest strategy. A niche strategy seeks a market segment
(pocket of demand) with stable or slowly decreasing demand with the potential for above-average returns. Some of the
moves undertaken when following a leadership strategy may be appropriate. The firm may eventually change to a
harvest or divest strategy. 

 

QUESTION 3

A manager at a publishing company received an email that appeared to be from one of her vendors with an attachment
that contained malware embedded in an Excel spreadsheet. When the spreadsheet was opened, the cybercriminal was
able to attack the company\\'s network and gain access to an unpublished and highly anticipated book. 

Which of the following controls would be most effective to prevent such an attack? 
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A. Monitoring network traffic. 

B. Using whitelists and blacklists to manage network traffic. 

C. Restricting access and blocking unauthorized access to the network. 

D. Educating employees throughout the company to recognize phishing attacks. 

Correct Answer: D 

 

QUESTION 4

Which of the following is not a technological factor that may lead to overbuilding? 

A. Long lead times for adding capacity. 

B. Changes in production technology. 

C. The presence of economies of scale. 

D. High exit barriers. 

Correct Answer: D 

The following are technological factors that may lead to overbuilding: 

(1)

 capacity may need to be added in large increments; (2) the presence of economies of scale or a steep learning curve
encourages preemption; (3) long lead times for adding capacity increase the risk of competitive inferiority if a firm does
not act quickly to raise capacity; 

(4)

 when the minimum efficient scale increases, large plants are becoming more efficient even though demand is not
growing:and 

(5)

 changes in production technology result in new construction while old plants remain in operation. High exit barriers are
a structural factor that may lead to overbuilding. The effect of high exit barriers is to extend the period of overcapacity. 

 

QUESTION 5

A firm is performing an analysis of a capacity expansion decision. The simplest element of the analysis is 

A. Choosing the expansion method. 

B. Determining the expansion plans of rival firms. 

C. Calculating the net present value. 

D. Estimating total long-term demand. 
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Correct Answer: C 

The formal capital budgeting process entails predicting future cash flows related to the expansion project, discounting
them at an appropriate interest rate, and determining whether the net present value (NPV) is positive. This process
permits comparison with other uses of the firm\\'s resources. The apparent simplicity of this process is deceptive
because it depends upon, among many other things, which expansion method is chosen, developments in technology,
and profitability. Profitability in turn depends on such uncertainties as total long-term demand and the expansion plans
of rival firms. However, once the assumptions of the NPV model have been determined, the calculation is
straightforward. 
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