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Formula Selection 

Knowing which formula or function to choose and use in your financial model is quite a skill. 

You've noticed that I've used the word formula and function interchangeably. Basically a 

function is one of those pre-defined functions in Excel like a VLOOKUP, HLOOKUP, IF 

Statement, SUMIF. A formula could be any of those or just A1 plus A2; a very similar 

definition. Just knowing lots of different formulas and different functions that are available 

in Excel is not enough. The skill of a financial modeller is choosing which function to use in 

which situation. That is something that comes over time. The more functions you know, the 

more likely it is that you are going to choose the one that is the most relevant in that 

situation.  

There are more than 400 different functions available in Excel. I am going to take you 

through the ones that I think are absolutely critical for the purpose of financial modelling. 

We tend to use the same formulas over and over again and we get quite good at them. But 

it is quite nice to expose yourself to different functions as well. You can learn from other 

people's models and look at what other people are using also.  

I have put them into four different categories. The different categories of functions that you 

need to know for the purpose of financial modelling. If you are not really sure which 

function to use, go into Excel and go into the formula tab. Have a look around. You want to 

do something that is financially related and you can go have a look at different logical 

functions, have a look around, use help and see if there is something. They are always 

bringing out new functions. Every single version of Excel, they bring out new functions. Bear 

in mind though that if it's a new function that wasn't available in the previous version, if you 
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create this function in a later version of Excel and they you try to open up in a previous 

version then it won't work very well. Do be mindful of that.  

The different categories that are available to you are Logical Functions, these are pretty 

commonly used - IF, AND, OR. Aggregation - SUMIF, COUNTIF. Lookups are very commonly 

used - VLOOKUP, HLOOKUP, LOOKUP. Lastly Financial Functions, things that are specifically 

for the purpose of financial calculations - MPV, IRR, PMT (payment function).  

Knowing which formula or which function to choose or which tool or technique is an 

important skill for a financial modeller to learn. Choose the option that is the simplest, that 

is the most succinct, easiest to follow, easiest to understand and easiest to audit. We always 

choose the simplest solution. In any kind of situation, we always go for as simple as possible 

but as complex as necessary. We choose a really simple solution and if that works, great. If it 

doesn't we then might need to add to it and make it a bit more complex if it doesn't suit the 

purpose for which we need it. Lastly, you should know your options. The more functions 

that you know and the more tools and techniques that you know, the more tools you have 

available to you. You are going to be a better financial modeller because you are going to 

have more options to use and build in your financial model.  

Familiarise yourself with all the different tools, features and functions that are available to 

you. That is going to help you to become a better financial modeller.  

 


