THE IMPACT OF THE TIME VALUE OF

MONEY ON VALUATION PRACTICE

a =

Malvern Tipping (United Kingdom)

The Concept of the Time Value of
Money (TMV)

e Time is money

» The concept of the Time Value of Money
has been recognized for five millennia

« First appeared as a charge on the
borrowing of essentials and then money
with the development of banking

« The charging of interest has been frowned
upon by some cultures

» Now recognized in property valuation

The use of TMV in property

» The application of the Time Value of
Money is now widely recognized in real
estate valuation

» The application has evolved over time

» The application has lagged behind reality

* Need to be sure that TMV in its application
truly reflects rental and other payment
patterns in valuation practice

Approach to the Investment Method

» The Investment Method relies upon the
capitalization of income flow

» The approach uses Annuity Tables
 Practice does not always fully apply theory

 Actual rental patterns are not always
reflected in valuation practice

» These shortcomings need to be addressed

 Practice needs to truly reflect payment
patterns 2

Development of Annuities

At times, the Romans certainly applied
discount and interest
— Used in calculating life annuities

 Although condemning interest as usurious,
the Church granted lands in return for
annuities from the 8™ century

« First large-scale development of annuities
was in the Low Countries

« Common in much of Europe by the 16™
century

The development of early property
valuation tables in Britain

» The Reformation unleashed great change
— Dilution of ecclesiastical power
— Dissolution of the monasteries
— Use of interest

* Influence of mathematicians
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