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Loans and Capital Budgeting Decisions
In capital budgeting, there is need to consider every cash flow and have it well timed. A small mismatch would give a wrong implication and may make a project look better or worse off than it really is. This may lead to a wrong accept/ reject decision which should be avoided at all costs. Loans and interests are part of what may appear confusing to capital budgeting analysts. Loan payments would include both principal and interest payments which should be treated separately. The interest payments as shown in income statements are properly recognised as cash flows and should therefore not be adjusted in any way.
However, the portion of loan principal payments which reflects in the balance sheet are cash outflows and should be considered. They show how the debt reduces over time and they involve actual money paid out. They should therefore be taken into account when calculating cash flows of a project. Showing them as actual cash payments would also make it clear on how their payment would affect the cash position of the firm every year and would therefore give a good qualitative information (Burgos, Jaime Morales, Markus Kittler, and Michael Walsh 2020)
The final actual cash flow position should then be considered in the evaluation of the project to determine whether to accept or reject a project. The discounting rate of the project should be based on the weighted average cost of capital for a company but not a single aspect of cost of finance (ZORLU, CIHAT BURAK). Taking in to account all costs would ensure incorporation of the required rate of return by shareholders which may be overlooked if care is not taken.
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