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AREC 315
Fall 2006

Exam #1
(75 Points Possible)

Please respond to the following questions in a clear and precise manner.  Use equations,
graphs, and numbers, where appropriate, to support you answer.  Use complete sentences
in your responses.  Please manage your time wisely.

(5 Points) 1.  The vertical and horizontal boundaries of a firm are important 
components of the architecture of the firm.  Please define (1) vertical 
boundary and (2) horizontal boundary and provide an business example of
your choosing for each boundary.

Vertical Boundary

Horizontal Boundary

(5 Points) 2.  Marginal concepts are used throughout economics to determine the 
optimal level of profit, resource use, welfare, etc.  Please define what is 
meant by marginal cost and contrast this concept with the term “average 
cost.”
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(15 Points) 3.  You have been asked to make a brief presentation to a high school class
(studying entrepreneurship) concerning the basic components of a 
business plan.  You have decided to make your presentation using a new 
business idea that you want to develop.  Below, please outline the basic 
sections of a business plan (as presented in our class) and write a one 
sentence description of each section.  Remember, you are using an idea of 
your choosing.
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(10 Points) 4.  In Michael Porter’s “diamond” model of strategic management, 
barriers to entry are a critical factor in determining the degree of success 
for a potential entrant or an existing firm.  For each type of firm, please 
discuss the role of three critical barriers to entry (use the same barrier for 
each firm) in this strategic framework.

Barrier to Entry Potential Entrant Firm Existing Firm

1.

2.

3.

(10 Points) 5.  You have a new business idea (you choose a new product or service) 
and you have determined that you are going to compete primarily using a 
specific market focus (remember Porter’s three competitive strategies).  
Please briefly discuss three ways you could choose to have a specific 
market focus.

1.

2.

3.
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(15 Points) 6.  Briefly compare and contrast, using the information discussed in class, 
the differences between authoritarian, democratic, and laissez-faire 
leaders.  In your response, please note in what instances or in what types 
of organizations each leadership style may or may not be appropriate and 
briefly explain why.

Authoritarian

May

May Not

Democratic

May

May Not

Laissez-Faire

May

May Not
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(5 Points) 7.  Why are value and price separate components in the three pillars of 
profit?

(5 Points) 8.  What is the difference between an entrepreneur and an intrapreneur?

(5 Points) 9.  Why is the establishment of a goal or objective so critical in the 
management or decision making process?


