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ALEC J. PACELLA

FINANCIAL STRATEGIES
Smart use of fiscal planning & action

Simple question, not so simple answer – 
but it was asked so I’m obligated to answer.

Financial calculator
Although technically not software, 

it is an invaluable tool. I’m partial to 
the Hewlett Packard 10B but there are 
many alternatives available from calcu-
lator giants such as Texas Instruments 
and Sharp. Financial calculators have a 
few significant benefits. They are very 
powerful and capable of performing all 
sorts of financial calculations in seconds. 
Despite this power, they are very afford-
able. Most cost less than $50 and iPhone 

and Android emulator apps are available 
for even less. And they are extremely 
portable. Calculators can be stashed in 
the pocket of a sport coat, purse or 
briefcase and used quickly and easily in a 
variety of settings. If you are using an app 
on your phone, there is an even greater 
chance of having this powerful tool at 
your fingertips. 

However, all of this portability and 
affordability comes at a cost – namely, 
functionality. While determining the 
IRR of a series of cash flows will take just 
seconds, determining that series of cash 
flows will involve countless calculations, 
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probably with a good dose of old fashion 
pencil and paper thrown in. And good 
luck if someone asks you to email the 
analysis to them. 

Microsoft Excel 
I use Excel more than any other tool, 

as it offers many significant advantages. 
At the top of the list is flexibility. Excel 
can handle anything from a single-ten-
ant cap rate analysis to a multi-tenant 
discounted cash flow analysis to a tenant 
occupancy costs analysis. In many ways, 
the software is only limited by the 
underlying skills of the user. Financial 
calculations, such as IRR, NPV and loan 
functions are inherent. It’s easy to build 
templates that can be used and re-used 
without having to re-create the prover-
bial wheel each time. And it’s universal, 
so I can send the analysis to someone 
without worrying about them having 
difficulty in opening the file. 

But despite all of these advantages, 
there are also a few disadvantages. While 
extremely flexible, Excel is a blank slate 
that requires the user to create an analysis 
from scratch (at least initially). Although 
it is very powerful and has numerous 
financial functions built into it, the user 
has to know how to actually utilize this. 
There are no built-in reports and while 
the software can include output that 
rivals some of the best financial modeling 
software, the user again has to know how 
to initially create these.  

Despite these challenges, Excel 
remains my go-to tool for the majority of 
my analysis needs. Over the years, I have 
created a variety of workbooks ranging 
from a static single-year analysis to a 
more dynamic multi-year analysis and 
everything in between. For the money, 
this software is hard to beat.

Cash flow modeling software 
This is one of those “love it or hate it” 

tools. On one hand, I know plenty of real 
estate investors who have made a whole 
lot of money without ever having used 
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any kind of cash flow modeling software 
(heck, some can barely use a calculator). 
And on the other hand, I know many real 
estate investors who will not even con-
sider a deal without first running multiple 
scenarios using this type of software. 

Before getting into the good things 
and bad things, let’s first discuss the 
purpose of this type of software. The 
underlying value of a real estate invest-
ment is created by a series of income 
streams, some of which is offset by 
various expense streams. The amount, 
timing and duration of the income and 

expense streams is primarily dictated by 
the leases that exist between landlord 
and tenant. And while this isn’t a big 
deal if there are only a few tenants, 
things can get much more complicated 
as the number of tenants increases. Cash 
flow modeling software allows the ana-
lyst to input the terms of each lease, 
tenant by tenant, capturing things like 
rent, future rent increases, lease expira-
tions and expense pass-throughs along 
the way. It also incorporates all sorts 
of forward-looking assumptions. For 
instance, a set of assumptions can be 

made related to future lease up of vacant 
spaces. And another set of assumptions 
can be made related to what happens to 
occupied spaces once the lease expires. 
Still other items that can be forecasted 
include operating expenses, capital 
costs, mortgages and tenant credit loss. 
All of these incomes and expenses are 
distilled down to a single series of future 
cash flows, allowing a variety of finan-
cial calculations to then be performed. 

So let’s talk about some of the good 
things associated with this software. At 
the top of my list is that these provide 
an “off the shelf” solution when analyz-
ing larger and more complex properties. 
Although I could build an analysis in 
Excel that would come really close to 
performing the same task, it would take 
hours of time. And the thought of having 
to make even a minor change to the 
assumptions would make me cry. Another 
advantage is what I’ll call “industry accep-
tance.” When working with institutional 
investors, such as REITs, Pension Funds 
or Insurance Companies, the first thing 
usually asked for is the Argus run (Argus 
is one of the leading cash flow modeling 
software packages). 

Now, let’s look at some downsides. 
Cost is certainly a consideration. An 
Argus license will initially cost several 
thousand dollars and require an annual 
renewal to ensure the latest updates. 
Training is another – although this soft-
ware can make life much easier when 
analyzing large and complex properties, it 
will require the user to have a somewhat 
unique skill set. It would be very difficult 
to complete an analysis using the soft-
ware without at least a moderate amount 
of specific training. 

So, circling back to the original ques-
tion of what I use to analyze investment 
deals, the answer really is “it depends.” If 
I’m working on a high-quality downtown 
office tower, Argus will likely be the 
winner. But if I’m doing a quick “down 
and dirty” valuation of a single-tenant 
net lease property, I’ll likely use the 
trusty old HP10B. And if I’m planning 
Sunday dinner, I just may have to dig out 
Aunt Norma’s recipe.

Alec Pacella, CCIM, senior vice president at NAI 
Daus, can be reached by phone at 216.455.0925 
or by email at apacella@naidaus.com. You can 
follow him on twitter @dausyouknow or on his 
blog at http://blog.sbequitiesinc.com.
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