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CISI International Certificate in Wealth & Investment Management Sample
Questions (Q122-Q127):

NEW QUESTION # 122
"An approach which applies a theoretical price to a company's shares by discounting the company's expected future cash flow into
infinity." This statement is describing the:

A. Net asset value

B. Market value added

C. Dividend valuation model
D. Economic value added

Answer: C
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Explanation:

* Dividend Valuation Model (DVM)

* The DVM values a company's shares by calculating thepresent value of future expected dividends, assuming dividends grow
perpetually at a constant rate.

* Why the Answer is C

* The model explicitly relies ondiscounting future cash flows (dividends)to determine the theoretical share price.
* Why Other Options are Incorrect

* A. Net asset value: Focuses on book value, not cash flows.

* B. Market value added: Measures value creation over invested capital, unrelated to theoretical share pricing,
* D. Economic value added: Measures performance based on excess returns, not share valuation.

* JCWIM Study Guide, Chapter on Equity Valuation: Explains the DVM and its mechanics.

* Valuation Literature: Highlights DVM's use in share pricing,

References

NEW QUESTION # 123
‘Why might an expansionary fiscal policy lead to future inflationary pressures?

A. Due to the effect of time lag

B. It causes higher interest rates

C. Workers demanding higher wages

D. Due to a significant fall in private sector investment

Answer: C

Explanation:

* Expansionary Fiscal Policy and Inflation:

* Expansionary fiscal policy increases aggregate demand by boosting public spending or reducing taxes.
* This raises employment, leading to higher wage demands as workers negotiate for their share of economic growth.
* Higher wages increase production costs, causing inflationary pressures.

* Elimination of Other Options:

* A: Higher interest rates are associated with contractionary, not expansionary, policy.

* C: Private sector investiment typically rises, not falls.

* D Time lag affects the policy's impact but is not a direct cause of inflation.

References:

* JCWIM Module 1: Discussion on fiscal policy and its effects on inflation.

NEW QUESTION # 124
You are analysing two similar finds, A and B, which have similar returns. However, you notice Fund B has a much higher standard
deviation than Fund A. This implies that:

A. Fund B has taken much higher risks

B. Fund A is much cheaper than Fund B

C. Fund A has taken much higher risks

D. Fund B is significantly more profitable than Fund A

Answer: A

Explanation:

Standard deviation measures the volatility of returns. A higher standard deviation means higher risk.
* Key Concept:

* Fund A (Lower Standard Deviation) = Lower Risk.

* Fund B (Higher Standard Deviation) = Higher Risk.

* Risk-Return Tradeoff: Fund B may not necessarily be more profitable, but it is riskier.

# Reference: CFA Institute (Risk Metrics), CISI Wealth & Investment Management.

NEW QUESTION # 125
A company recently increased its earnings per share (EPS) figure by 10%. This means that the company's:



A. Market share has risen

B. P/E ratio has increased

C. Share base has widened

D. Ability to pay dividends has improved

Answer: D

Explanation:

Earnings per share (EPS) measures profitability per share. A higher EPS means a company has more earnings available for dividends
or remnvestment.

* Why is Option B Correct?

* An increase in EPS improves the company's ability to pay dividends, as there are more profits available per share.

* Why Not Other Options?

* A (Share base widened) # EPS is based on net income, not share count.

* C (Market share risen) # Higher EPS does not mean higher revenue or market share.

* D (P/E ratio increased) # The P/E ratio depends on share price movements, not just EPS.

# Reference: CFA Institute (Earnings Analysis), CISI Wealth & Investment Management.

NEW QUESTION # 126
For a key person protection policy, a company will:

A. Seek to be covered for an undefined sum of money
B. Be nsured against staff moving to a competitor

C. Be required to pay ever-increasing preniums

D. Need to establish an insurable mterest

Answer: D

Explanation:

* What is Key Person Protection?

* A policy designed to compensate a company for financial losses incurred if a key employee dies or becomes disabled.
* A prerequisite is that the company must prove aninsurable interestin the key person.

* Why D is Correct

* Insurable interest ensures that the company has a legitimate financial dependency on the key person, a requirement for taking out
such a policy.

* Other Options Analyzed

* A. Ever-increasing premiuns: Not a feature specific to key person policies.

* B. Moving to a conpetitor: Irrelevant; this is not an msurable risk.

* C. Undefined sum: Key person policies require a specific sum based on financial calculations.

* JCWIM Textbook, Chapter on Business Insurance: Emphasizes insurable interest in key person policies.

* Insurance Industry Standards: Insurable interest is a findamental requirement.
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