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196 CHAPTER 3 Income Flows versus Cash Flows: Understanding the Statement of Cash Flows
Questions, Exercises, Problems, and Ca:
Questions and Exercises
3.1 Need for a Statement of Cash Flows. “The accrual basis of accounting cre-
( ates the need for a statement of cash flows.” Explain. )
3.2 Articulation of the Statement of Cash Flows with Other Finan-
cial Statements. Describe how the statement of cash flows is linked to each of the other
finandial statements (income statement and balance sheet). Also review how the other financial
statements are linked with each other.
3.3 Classification of Interest Expense. Under US. GAAP, the statement of cash
flows classifies cash expenditures for interest expense as an operating activity but classifies cash
expenditures to redeem debt as a financing activity. Explain this apparent paradox.
3.4 Classification of Cash Flows Related to mlnlndng. .
Under U.S. GAAP, the statement of cash flows dassifies cash expénditures Interest expense
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