Table of Contents (2011 Edition)

EXAM FORMAT .....cccoeceiccessarcecsssnseossssnseossssssssssssssssssssassessssnsssssssassssssansssssssnsssssssnsssssssnsssssssnsssssnnssssssnnnss 6
OFFICIAL EXAM TOPICS 7
EXAM REGISTRATION ...cccccccsserccssssascesssssssesssssssssssssssessssssssssssassessssasssssssssssssssassessssssssssssassessssssssssanass 7
STUDY PSYCHOLOGY & EXAM TACTICS....cccccueecessaeeccsssseesssssssssssasssssssssssssssassssssanssssssasssssssanssses 8
GENERAL BUSINESS & ECONOMICS CONCEPTS 9
ECONOMICS DEFINED ....cceeeerereeeecsnnenes 9
MICRO VS MACROECONOMICS ...cceeeerrsareecsrsnseccsssnseccons 9
OPPORTUNITY COST ..ueeeeeeerraneecssonseccsanaene 10
SPECIALIZATION, COMPARATIVE ADVANTAGE AND ABSOLUTE ADVANTAGE ....... 10
PRODUCTION POSSIBILITY FRONTIER ......cueeeeerrreeeercnnee 11
MARKET DEFINED....cccoreeeeersraneeccsansecsnans w12
DEMAND VS QUANTITY DEMANDED ....cccceecceeeeeerennenes 12
SUPPLY VS QUANTITY SUPPLIED ....ccceeeercunercescannees 12
EQUILIBRIUM VS DISEQUILIBRIUM ....ccceeeeeeeeeeeeeeeeeesssssesseees 13
MOVEMENT ALONG THE CURVES VS SHIFTING OF THE CURVES VS ELASTICITY ..cccceeeseenneaseeccccsseens 13
DIFFERENT TYPES OF MARKET STRUCTURE ....cccoovueeeerrnenecees 14
1Y (6)N0) :0) 5 ORI 15
PERFECT COMPETITION .....ooiiiiuiieeietteeeeeeeteeeeeeeeteeseeasteesetaseesaasteesasaseeesaaseeeseaasseesanasssessassseessasssessasssnenas 15
OLIGOPOLY AND MONOPOLISTIC COMPETITION. ......cccotoutieiiiuiiieeiiiieeeisteeeessteeesssaeeessssteeesssaseesssaseessnnes 15
MARKET POWER VS PRICE TAKING ....ueeeeerrraneeccsnnenes 15
ECONOMIES OF SCALRE ..ccccorreeeersraneeccsansecsnans 16
LAW OF DIMINISHING MARGINAL UTILITY ....uvttiiiitieeeiitteeeietteesseseeeeeseaeeessasaseessassseessessseesssssseessssssessanns 16
MONETARY POLICY VS FISCAL POLICY ..ccuveeeeersrneeccsnneees 17
MONEY SUPPLIES, EXCHANGE RATE AND CURRENCY VALUATION ...cceeeerrseneecsrnseecsssnseecsssasecssssnnasssses 17
ML, M2 AND M3ttt ettt ettt e e ettt e s et e e s ettt e e s e aa e e e s eaateesesaaeeessnaaseessnaaeeesenaaeeesas 18
FOREIGN EXCHANGE .....uvtiiiiiiiiee ettt ettt e ettt e ettt e e ettt e s esatt e e s ettt e e sesaaesesaaaaseessastesessaeseessaaseessnnaenesas 18
) 2 G ANy N 23RO 19
SWAPS oot e et e e e e e e e e e en——e e ea——aeeea——eeean——eeeaa——aeeea—teeearrteeeenraeeeeares 20
LIBOR ...ttt ettt e et e e ettt e e ettt e e ettt e e s e ab et e e e tt et e e ettt e e e ettt e eataeeeeantaeeesartaeeesnes 20
PRIME RATE ...ttt ettt ettt e ettt e et e s e et e e s e et e e e s esaaaeseenaaeeesenaeeesenaeeesennssessanaeeeean 21
CURRENCY OPTION ......ouvviiiiiieeeeeeteeeeeeteeeeeetteeeeeeaeeeeessaesseetseeeseetasessesseseseeisesesesiseseeessreseessiseeeeesnsreeeennes 21
ECONOMIC GROWTH, INFLATION AND CPLL......ooiiiiiiiiiiiiiie ettt ettt eat e e s e eate e 22
BALANCE OF PAYMENTS AND BALANCE OF TRADE....cccceceveeeecsnnenee 23
ECONOMIC INDICATORS ...ccuveveecrrneeecsssnseccsssanees 24
GOVERNANCE......occeeeerrsaveecssanseecens . 25
AGENCY THEORY...uceeeerrnereercnnenes .26




ETHICS «evveeeerrrereecsrsnneessssneecsssssseessssssessssssessssssesssssssessssassessssassesssssssesssssssessssassessssassessssassesssnes 27
SOCIAL RESPONSIBILITY ..eveeeeecsssneecssensecsssansecsnans 29
INTERNAL CONTRIOLS ....ccccieceeeeeeeeeseessssasesssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssss 30
BASIC PRINCIPLES....cccorsereersrneeeesnnes .30
CASH HANDLING ..ceeeeecrrsneeecsssnseccsssssecssssnseessssssssssssssssssssssssssssssssssssssssssssssssssssasssssssssssssssnsssssssasssssssansssssss 30
DISBURSEMENTS, PAYMENT AND ACQUISITION ..cccceeteececcscnsnasssseecssssens 31
IS CONTROLS ....ccuuveeeecrnenecscnnenes 34
US FINANCIAL ENVIRONMENT ....ccccccesseecesssnssecssssssesssssssesssssssssssssssssssasssssses 35
PRINCIPLES AND STANDARDS ...ccueeeeccrsaneccsssnseccsssnnaccone 35
IFRS AND TAS ...coeeeeeevereeecccnerecssnneeecsssseeessssesssssnsanes 35
GAAP, FASB AND SFAS 36
GAAP VS TFRS . .eeieereeeeecrrneeecsssnseccsssnsecssssssessssasasssssasasssssnns 37
THE ACCRUAL PRINCIPLE ....cccecerreeeecerneeeccrsaseacens 37
THE HISTORICAL COST PRINCIPLE......cceeeerruveeecsneenes 38
THE CONSISTENCY PRINCIPLE ....cceceerreeeecssaneeccsaneeccnnns 38
THE PRUDENCE PRINCIPLE.....ccccoseeeeesaneeeccrsaneacens 38
THE MATERIALITY PRINCIPLE ....cceeeeeeveeecssnenecces 38
THE MATCHING PRINCIPLE ......cvveeeerrrnneeescnnne 39
THE SEPARATE LEGAL ENTITY CONCEPT ...uuuuueeeeeeerecsssrnnsaseeesssssons 39
THE CONSERVATIVE PRINCIPLE ......ccccceeeevrneneeccenee 39
THE GOING CONCERN CONCEPT....cceeeeeeeeecccssseeanees 39
OTHER BODIES, ACTS AND REGULATIONS ...cccvveeeeenscnnsscsscnssssssonssaes 40
OTHER ORGANIZATIONS ....ueeeeeerrneeeccsanseccsanaene 42
TREASURY MANAGEMENT..... 45
FINANCIAL THEORY, DEFINITIONS AND TRENDS ..cccovceeeessaneeecsnnenes 45
SHARED SERVICES CENTER ......ccccooeernneereeccccsssnnnens 47
THE ROLE OF CFO....cuuuueiieerrneieccrneeeccssserecssssesesssssssessssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssasssssnsasssnns 48
LIABILITY RISK AND MANAGEMENT ....cueeeeersraneeecsennenes 48
FLOAT «ouueeeeerrreeeecsrsneecssssneecsssnssecssssssessssassessssnssssssssssssssssssessssassssssssnsessssssssssssnssssssssnssssssnnssssssnsses 50
COMMERCIAL PAPER ....cccecerreeeecrraneeccsssneeecens 50
LLINE OF CREDIT «.cuuveeeeeeeeececcsssssseeseeccessssssssssssscssssssssassssessssssssssssssssssssssssssssssssssssssssasssssssssssssssassasssssssssane 51
LETTER OF CREDIT......cuueeeeerrseneecsssnseecsannees .51
RISK FINANCING ..cuueeeeecrrsereecsssnseecsssaseecsssnsescsssasesesssasesesssasssssssasssssssasssssssasssssssanssssssansesssssnsesssssnsasessansases 52
CASH CONVERSION CYCLE....ccccvrrereerrrnneeessanee 53
DU PONT ANALYSIS .cccevvreereersneeccsnnenes 53
WORKING CAPITAL MANAGEMENT ...cuveeeeecrrsaneecsssnseecsssnnscccns 54
WACKC caaeeeeecerereecrnerecssneeeesssssesesssssssessssssssssssesssssssssssssssssssssssssssssssasssssssassssssssassssasasssssssases 55
OPERATING LEVERAGE . .....cuueeeeerrrneeccsnaenes 56




EVA 56
CREDIT ANALYSIS.cccevrreeeersreneeccsansecsnans .57
OPEN-BOOK CREDIT VS DSO 58
ACCOUNTS RECEIVABLE ......uveeeersraneecssnnes 59
FACTORING AND FORFAITING ...cuueeeeeerreneeecssaneeccsennees 59
ASSET-BASED LENDING ...cccccerruneeecrsaneecersnnaeee 60
INVOICE DISCOUNTING ..cceerrunereesrrvenesees 60
PAYMENT NETWORKS AND PROCESSES ....cueeeeersneeecssnneees 60
PAYMENT INSTRUMENTS....ccuueeeecrsaneeccssaneeccssannene 64
POSITIVE PAY...ccovvueeeercneneceee 66
NET SETTLEMENT AND GROSS SETTLEMENT ...cccveeeeeeeeccccccsees 66
NETTING AND POOLING.....cccoreereerrreneecrsaneecsnans 67
REINVOICING AND TRANSFER-PRICING.......ccceeeerrsneeeccranneecens 68
RETIREMENT PLANS ..ccovveeeerrrneeeescones 69
INVENTORY MANAGEMENT ...ccccorreneeersraneeccsanseccnans 71
EOQ, POQ, LUC AND WW 72
METRICS FOR OPERATION AND INVENTORY MANAGEMENT ...ccceeeerrnerecsnnenee 74
OTHER METRICS «eeeeeeeerrreeeecsssasecsssssseessssassesssssssesssssasesssssssssssssssssssssssesssssassssssssssssssssssssssssssssssssssssssnsassssns 74
JIT AND PURCHASING ....eeeeeerrneeecsrenneccsrsnseecons 75
QUANTITATIVE METHODS .77
DESCRIPTIVE METHOD VS INFERENTIAL METHOD ....cceeeeersneeecsnnenes 77
THE CENTER ....ccovreeeeecrreeeeecssaneecssnans 77
THE DISTRIBUTION ......ceeeeecerneeeccrsnseecens .78
NORMAL DISTRIBUTION .....ccoorueeeerrnnenecces 79
CORRELATION ANALYSIS AND CONTINGENCY ANALYSIS . .ccceereraeeecsssaeeccses 79
STATISTICAL INFERENCE .....cccccerreeeecrsaneeccssanaene 80
FINANCIAL ACTIVITIES AND STATEMENT ANALYSIS 81
REPORTING CONTINGENCIES ...cccererveeecssrneeecses 81
REPORTING EARNINGS ...ceeeeerrneeecsrsnneecsrsnseacens 81
OFF-BALANCE-SHEET ENTITIES ....cccceeeeeeeeeeeeeeeeeeeeenes 82
PURCHASE ACCOUNTING VS POOLING OF INTEREST ....ccoeseeeersrnneeesanes 83
CASH MANAGEMENT, CASH CONCENTRATION, CASH FLOW CONTROL .......... 84
SWEEPING...ccceeeerssereecssasseecssassescssassessssassessssasssssssssssssssassssssssssessssssssssssasssssssssssssssasssssssssssssssanssssssnns 86
FLOAT OF DIFFERENT KINDS....cccoeeeeeersrvenesces 87
LOCKBOX SYSTEM ..ccceeeeeeeeccecsennennens .87
OPERATING CASH FLOW VS NET INCOME VS EBITDA VS NOPAT 89
CASH FLOW STATEMENT ...uueeeeerrneeecsnnenes 90
CASH FLOW ACTIVITIES «.cueeeeeeeeeeccsssenennes 90
CASH FLOW FROM OPERATING ACTIVITIES ...ccceeeeeeeeeeeeeeeeeeesessseeseees 91
CASH INFLOWS AND QUTFLOWS ..cccecerseeeeccssnseecssanseeccns 92
CASH FLOW ANALYSIS .cceeerrneeeccsnenesees 92




DEPRECIATION ccccceteusticsssssrscsssssscsssssssssssssssesssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssss 93

ACRS VS MACRS ..ooceereeeeeerrneeeccssaseecsssaseessssassessssssssssssassssssssssssssssssssssssssssssssssssssssssssssssssssssssasssssssnsssss 93
FAIR VALUE VS HISTORICAL COST .ccceeeeteeececscnnnssaseecssssens 94
INVENTORY VALUATION ....uuueeeeerrrrneeecsonaenes 94
CAPITALIZATION OF INTEREST COSTS eeeeeeeeeeeeeeeeeeeeeeeeesesssesesees 95
CAPITALIZATION OF LEASES .....ueeeteerreeeeccsaneeecsnnaees 96
CAPITAL STRUCGTURE ....cccceccesseeeecssnseesssssssesssssssessssssssssssssssssssssssssssssssssssnsssssssssasssssssssssssssssssssassssssss 98
CONCEPTS AND MODELS ...cceueeeeeeeeccccsnsennee 98
LEVERAGE ...cuuueeeeeerrsereccsrnsecssssnseessssssesssssssssssssssssssssssssssssnsssssssnsssssssssssssssssssssssasssssssssssssssasssssssasssssss 99
DIVIDEND POLICY ...cceeeerruveeeccrnnenecen .100
TIME VALUE OF MONEY ....... .103
CAPITAL BUDGETING AND INVESTMENT EVALUATION METHODS.......... 103
INPYV e creettecrrneeeecsssneeecssssssesssssssessssssesssssssssssssnsesssssssssssssssssssssssssssssssssssssassessssassessssnsessssnns 103
IRER ..eeereecrnnereccsnerecssssenesssssesesssssesesssssesesssssesesssssasesssssesesssssssesssssasesssssanesssssassssssnasesssnas 104
THE RELEVANT CONCEPTS ..cceeeeerseneeesssaneecssansecssans 105
YIELD....oceeeeeersneeecrsanneecssnnnene 109
MANAGING BUDGET AND COSTS 110
BUDGET DEVELOPMENT STRATEGY ..uuveeeeerrraeeccssaaeccoes 110
COVERAGE ..uueeeeerrreeeeecsraneecssassecssnnns 111
BUDGET VARIANCES....cueeeeeerereeeecsnnenes 111
STANDARD COSTING ...cuueeeeeeeeecccssesnnnes 112
SLACK aeeeeeerrreneecsrnneecssonseccsannees 112
COST MANAGEMENT ....cceeeeersaeeeccrsnsenccssanaene 113
STANDARD COSTING ..ceeeeeerrrveeecsssnanesces 113
ACTIVITY-BASED COSTING ...uveeeeererveeecssraeeecees 115
LICC e eeetecceeeeeccraneeecsssserecssssseesssssseessssssesssssnsesssssnseessssssssssssnsssssssnsssssssnssessssnssessssnsessssans 116
THROUGHPUT ACCOUNTING....ccorereersrneeecsnsenes 116
PERFORMANCE MEASUREMENT AND ROI 117
PERFORMANCE MEASUREMENT AND BENCHMARKING.......... 118
MANAGING RISK.....ccoceieersneeecssanssccssnssscsssnsssssssnsssssssnssssssanssssssanssse - 119
RISK MANAGEMENT ....ouveeeeersrneeecsnnenes 120
RISK MITIGATION...ccceerrreneeecssenseccsrensecsnan 121
RISK TRANSFER ....ccceeeerrnerecrsonneccsaneene 122
RISK ANALYSIS VS RISK ASSESSMENT ...ccceevereeeesssneeeessonee 122
RAYV ettt e e e et e e et e e et e e et e s e —t e e eaareeeeaareeeeanaes 124




RISK VS THREAT AND VULNERABILITY ...ccovveeeersrnnecessonee 124
RISK CHARACTERIZATION ...cuueeeeerrseneeccssanneccssannene 125
LOSS CALCULATIONS ...cceeeeerrneeeccsanseccssanaene 126
FINANCIAL RISK MANAGEMENT ...cccovvreeeecssrnneceses 127
AUDITING 129
INTERNAL AUDITING ...cuueeeeeerranreecsaneeccnnne 129
CONSTRAINTS AND SUCCESS FACTORS ....cccceeevrrnnneeneecene 131
AUDIT REPORT ....cveeeerrrerecsssseneessssssecsssssseesssssssessssassessssssssssssssssssssassessssssssssssasssssssssssssssasssssssassessasasess 133
REGULATORY ENVIRONMENT ....cuueeeeerrsnneecssonseecsssnnees 134
FRAUD......cccerstieeeeneressssnsresssssseesssssssessssssssssssnsssssssssssssssssssssssssssssssssasssssssssssssssssssssssnssssssnasss 136
FRAUD DEFINED ....ceeeeerrrveeeersnnenes ..136
BRIBERY ..ottt ettt eetee e e ettt e et e e et e e e e aae e e e eeaaeeeeeeaaeeeeeeaareeeeeareeeeenareeeeeareeeeeareeeeaareas 136
TLLEGAL GRATUITY ..o ettttee oottt eeeee e ettt e e e et e e s e st e e s eaaeeeseasteeseaaseeeseaateesaaateesesasseesssssssessassseesssnaeeeas 136
CONFLICTS OF INTEREST ....uvtvvtiiieeeeieiteeeeeeeeeeeeesateeeeeeesessasaeeeseesssesssssaesesesessesssassseeeessasssssssneeeesssanssereees 136
EMBEZZLEMENT ......uvviiiiiitiieeeeteee e eeeteee e eeteeeeeeaaeeeeeaaeeseeareeseeareeeeeaaeeseeiareeeseaseeeeaareeesenareeseantreeeeennnrens 137
FALSE STATEMENTS AND FALSE CLAIMS ...couutiiiiiititeeeeeeee et ee e et e e eeaeeeeeseaaeesseaaeesssaaeesssnaeesssnaeas 137
BREACH OF FIDUCTIARY DUTY ..ttt ettt e e ettt e ettt e ettt e s st e e s s emtae e s senaaeesssnaneeessnnaees 138
LAWS AND REGULATIONS .....uveeeerrrrerecssanes 138
IMPLICATIONS OF FRAUD REPORTING FOR AUDITORS .......uuuvvriiieeeieeeiireeeeeeeeeeeeiisreeeeeeeeeeenisneeeseseeeennnnes 138
FORENSIC ACCOUNTING AND AUDITING ...ceeeeerrnerecssaneeee 139
THE FRE 140
INFORMATION TECHNOLOGY 142
TIVIS . eceeeeecrrnneeccssnseecsssnseeesssnseessssnssessssnssessssnsssesssnsssssssnssessssnssessssnsssesssnsssssssnsssssssnnssessanaane 142
DATA MINING .uueeeeeerrneerecsneenes 143
EDL....ooeeeieerreeeecssseeeecssssesesssssssesssssssesssssssesssssssesssssssesssssssesssssssesssssssesssssanesssssassssssnasssssnas 144
BT .. oeeiiineeeeeeeecscsssnneeeeeeeessssssssssssesesssssssssssssesessssssssssssssssssssssssssassesssssssssasssssssssssssnsassassens 144
XIMIL ..erereeccnereessseneesssneeeessssesssssssesesssssasesssssesesssssasssssssasssssssssssssssasssssssesssssssassssssssssssssnasssssnsassessananses 144
PORTAL...ccccerruueeecrrneeecnes 145
E-BUSINESS ..cceeeeerrreneecsraneccsssnseccns 145
INTERNET AND THE WEB........uuceeeerrsaneeccrsaeeecens 145
INTRANET ..covuvereerrrneeecsennenes 146
VPN ceiecreeeeecnrenreccsssnsecssssnsesssssssesssssssesssssssssssssssesssssssssssssssssssssssssssssnsssssssasesssssnssssssnnsessssanses 146
ENCRYPTION ...ccceeereeeeecraneeeccsnnaeee 147
IS POLICY ..ceeeeeerrrnnnnneeeecene 148
MALWARE ..cuuveeeersrneeecsnnenes 148
SOCIAL ENGINEERING ....ccvveeeecrrnneecsssnseccsssanene 149
SECURITY THEORIES .....vereeeeeeeecccsones 149
TYPES OF ACCESS CONTROL ....cceeeeerrrnneneeeceee 151




THE AAA CONCEPT ...cceuersuersannens 152

CONTENT UPDATE....ccccoeeesunesncssanssansssnssanssascsssssssossssssssssssssssssssssssssssssssssasssns . 153

ExamREVIEW is an independent content developer not associated/affiliated with the
certification vendor (namely AFP) mentioned throughout this book. The certification
exam described is the trademark of the corresponding certification vendor.

We at ExamREVIEW develop study material entirely on our own. Our material is fully
copyrighted. Braindump is strictly prohibited. We provide essential knowledge contents,
NOT any generalized "study system" kind of "pick-the-right-answer-every time"
techniques or "visit this link" referrals.

Exam Format

The CTP exam has 170 multiple-choice questions on cash and treasury management.
You will be given 3.5 hours to complete the computer based exam. The following
question formats are used in the CTP exam:

Text Based Multiple-choice: The examinee selects one option that best answers the
question or completes a statement.

Multiple-response: The examinee selects multiple options that best answers the
question or completes a statement.

U Exam results will be available via screen display and hard copy printouts
right after exam completion. Exams are completely computerized.

Since the exam scores are scaled, you won’t be able to tell the number of questions you
have answered correctly. Be prepared to get at least 75% of your questions answered
correctly in order to pass with a margin.




