
 
 

The Exercise Now or Exercise Later 
Decision Framework 

 
 

 

In my blog articles, I outlined the different values that are important to the understanding of stock 

options. My goal here is to fine-tune the decision framework and show you sample criteria for making 

the ‘Exercise or Not-to- Exercise decision’. 
 

For starters, stock options compensation is very much an integral part of your personal financial 

portfolio, and they should not be treated in a vacuum by themselves. Instead, treat your options as part 

of your overall diversified portfolio for meeting personal financial goals. For example, if your Financial 

Goal is somewhat secured already, then you may be able to take on higher risk with your options (such 

as holding them until expiration); but if your Goal is far from being met, particularly if you are 

approaching retirement, you may want to be more conservative and to secure the In-the-money-value 

of your options sooner rather than later. 
 

Equity compensations have many moving parts. I wish that things were simpler; but however I look at it, 

the moving parts are still there…and we’d just have to take it one step at a time in making the right 

exercise decision. So…bear with me on this… 
 

The Exercise Now or Exercise Later decision is driven by a number of decision criteria, including events 

such as future vesting events, expiration, understanding the values that I wrote about in my blog articles 

(you can read them by clicking here), and two other key ratios. 
 
 

Insight Ratio 
 

 
 

First is the Insight Ratio: The Insight Ratio represents the remaining theoretical potential in each grant. 

A higher Insight Ratio would mean that there is still some future potential value left in the option, and 

continue holding the option for later exercise and sale may be a more viable alternative. A lower Insight 

Ratio, on the other hand, would mean that most of its value is already in-the-money, and continue 

holding the options may expose them to market risk and volatility. 
 

For example, a ratio of 5% says that 95% of the total theoretical value has currently been realized and 

that the in-the-money value is at risk by holding the option. 

http://www.lfsfinance.com/blog-employee-stock-options-planning/
http://www.lfsfinance.com/blog-employee-stock-options-planning/


Risk-to-Reward Ratio 
 
 

The other key ratio is the Risk-to-Reward Ratio. In financial terms, it is called the Value-at-Risk Ratio 

(VaR Ratio). It is suffice to know that the lower this ratio is, the more compelling is the argument for 

diversifying the option. For example, a ratio of 25% means that the theoretic risk is 4 times as large as 

the theoretic potential…and a ratio of 10% means that the theoretic risk is 10 times as large as the 

theoretic potential. By the same token, a ratio of 50% would mean that the risk is only twice as large as 

the theoretic potential, and a 100% ratio would mean that the risk-to-reward is 1:1. Anything higher 

than 100% means the theoretical potential outweighs the theoretic risk, and so on and so forth…. 
 

Putting It Together 
 

The ratios and values that I write about are the mechanics of understanding how to make important 

exercise-now-or-exercise-later decisions. But rather than focusing on how to build a clock, let’s now 

learn how to tell time. Let’s leave the clock building to the clock builders. 
 

Like many option holders, you are probably asking yourself, “At what ratio level should I exercise my 

options?” Unfortunately there is no single rule to follow (so what else is new?), but generally, the more 

time you have before you need to fund major expenses such as retirement or college, the longer you 

can wait before taking action on your stock options. The following table is presented as a point of 

reference for establishing your decision framework. It by no means represents any hard and fast rules to 

follow.  And due to the highly complex nature of stock options, you should consult with a tax or financial 

professional who is well versed in equity compensation matters. 

 

For a more thorough review of how to manage your company stock, watch a replay of our webinar, 
“How to Get the Most Out of Your Company Stock.” I explain how to build a plan to maximize your 
returns and minimize your taxes and other expenses, and answer your questions. 

 
 

Planning Horizon / Risk Profile  VaR Ratio Insight Ratio® 

Short / Conservative Less than150% Less than 50% 

Medium / Moderate Less than 100% Less than 30% 

Long / Aggressive Less than 50% Less than 10% 
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