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Pennsylvania Interscholastic 
Athletic Association had to pay 
$260,000 to settle allegations in 
a class/collective action lawsuit 
that it misclassified its referees 
as independent contractors. 

Also read Ed Harold and Clyde 
Jacob III’s Changes To Employer 
Policies And Work Rules and Aki 
Merced and Sara Longini’s 6 Ways 
Technology Is Reshaping Time 
Management In Construction, 
among others featured in 
this edition.

That’s not all! We hope this 
edition of HRIS & Payroll 
Excellence will help you with your 
payroll and HRIS challenges.

Happy reading and don’t forget to 
send us your feedback!

EDITOR’S NOTE

Have a say? 
Write to the Editor.

Like other corporate functions, 
Human Resources is 

increasingly asked to deliver 
greater value than it has in the 
past. To accomplish this, many 
HR departments are striving 
to take on more strategic roles 
while carrying out their traditional 
administrative roles more 
efficiently and effectively. So, how 
is HR faring in these endeavors? 
We bring you, in the edition, the 
highlights from an exclusive 
research. Read the report - What’s 
Hindering HR Success in 2019? 
- to find out the insights and 9 
key takeaways.

Featured on the cover, this month, 
is Bruce Barton’s Pre-IPO Tech 
Giants Using “Double-Trigger” 
RSU Vesting to Attract Talent, 
that talks about how Facebook 
solved their recruiting and SEC 
reporting problems by switching 
to restricted stock units (RSUs) 
instead of stock options and 
restricted stock as the preferred 
form of equity compensation.

Deepa Damodaran           
Editor, HRIS & Payroll        

Excellence

Debbie Mcgrath
Publisher, HR.com

It is forecasted that workplace 
absences will cost businesses 
in the UK £21 billion in lost 
productivity by 2020. You can 
reduce the costs of absenteeism 
for your organization by 
implementing effective absence 
management. With the right 
tools and policies, you’ll have 
risks under control. At the same 
time, you’ll improve employee 
care and welfare. In this article, 
you’ll learn the basics about 
absence management and how 
you can make this model work 
for you.

Check out Reza Madjidi’s article 
to understand How To Fight 
High Absenteeism Levels In 
Your Organization.

Moving on there is Janette Levey 
Frisch’s Are Sports Referees 
Employees or Independent 
Contractors? that talks why The 
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COVER ARTICLE

Several years before its initial public offering 
(IPO) in 2012, Facebook had a big recruiting 

and retention problem. The private company was 
already valued well in excess of $1 billion, and any 
stock options it offered might have been viewed as 
unattractive due to a perception that there was little 
upside left—the value of the company had already 
increased so much. 

In addition to their recruiting and retention issue, 
they had an SEC problem. SEC rules had been in 
place for decades that required private companies to 
provide financial reporting similar to that required by 
public companies, once the number of shareholders 
exceeded 500. The 500-shareholder threshold was 
an important issue for fast-growing tech companies 
with large numbers of employees holding restricted 
stock and exercising stock options. (In 2012, the 
threshold was increased to 2,000 with the JOBS  
Act legislation.)  

Facebook solved their recruiting and SEC reporting 
problem by switching to restricted stock units (RSUs) 
instead of stock options and restricted stock as the 
preferred form of equity compensation.

Restricted stock units represent a pledge by a 
company to transfer shares of its stock to an 
employee after certain conditions have been met, 
a process known as “vesting.” The most common 

Double-trigger vesting helps fuel unicorn growth

Pre-IPO Tech Giants Using 
“Double-Trigger” RSU 
Vesting to Attract Talent

By Bruce Barton

condition is a time-based service requirement in 
which employees receive shares only after they’ve 
worked for the company for a required amount of 
time. RSUs typically “vest” either monthly or quarterly 
for three to five years, with a one-year “cliff,” which 
means the first twelve months or four quarters of 
vesting complete all at once at the end of the first 
year. For example, an employee with an RSU that 
vests monthly for four years with a one-year cliff will 
receive one-fourth of the total shares at the end of 
one year and 1/48 of the total shares each month 
thereafter. 

Traditionally, this method of RSU compensation was 
only used in publicly traded technology companies. 
But in a field known for innovation, it’s no surprise 
pre-IPO tech giants are innovating compensation too.

Unicorns and Double Triggers
Recently, other large private tech companies with 
valuations over $1 billion—known as unicorns 
because they are vanishingly rare—that expect 
to go public within a few years have used RSUs. 
This creative form of compensation helps these 
companies attract top technical talent, and incent 
and retain employees, in ultra-competitive  
job markets.  
 
But RSUs at private companies pose a problem that 
doesn’t exist at public companies. The main  
culprit: taxes.

http://web.hr.com/uesyu
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An employee is taxed on the market value of vested 
RSU shares when the shares are delivered; those RSU 
shares are taxed as ordinary income and reported in 
the employee’s pay stub and on Form W-2. In publicly 
traded companies, even a large tax obligation from 
vested RSUs poses little problem, because the 
employee can sell some of their shares to pay the 
income tax owed.

However, employees of private companies are not 
able to sell any of their shares to pay income tax. 
Since private companies have not yet had an IPO, 
their stock is still illiquid. This situation could put 
employees in an incredible bind and force them to 
come up with personal cash to pay income tax on 
stock received from vested RSUs.

Facebook solved this problem ahead of their IPO in 
2012 by adding a second condition to its RSUs in 
order to complete vesting. In addition to the standard 
time-based service requirement (e.g., four-year 
vest with one-year cliff), RSUs would not complete 
vesting until a second liquidity condition was met. 
The liquidity condition was defined as “a change 
of control transaction or six months following the 
effective date of our initial public offering.” In other 
words, if the company was acquired or went public. 

This second condition has come to be known 
as a “double trigger.” The first condition alone 
doesn’t trigger vesting; the second condition, the 
double trigger, must be satisfied as well. RSUs 
with only time-based service vesting are known as 
single-trigger RSUs.

Double-trigger vesting solved a big problem for 
employees: how to come up with cash to pay taxes. 
In the Facebook case, the liquidity requirement was 
satisfied six months after the company went public, 
which coincided with the end of the six-month 
lock-up period. As is typical with IPOs, employees 
were not allowed to sell their shares until six months 
after the IPO. Because the second vesting condition 
was not met until six months after the IPO, no income 
tax was owed until then on shares that had satisfied 
the time requirement. Because employees were 
allowed to sell their shares six months after the IPO, 

they could raise cash to pay taxes by selling shares 
at that time.

Double-Trigger Refinements
Double-trigger vesting was a major innovation to 
RSUs. Since Facebook’s IPO, other private tech 
giants—both unicorns and non-unicorns—have 
followed suit. Dropbox, Lyft, Pinterest, Uber, and 
others disclosed double-trigger RSU arrangements in 
SEC filings prior to their IPOs.

In the Facebook RSU structure, one potential 
disadvantage to employees was that if the stock 
price continued to rise during the six-month lock-up 
period that coincided with the second trigger, 
employees would pay more tax than if the second 
vesting condition was satisfied as of the date of 
the IPO. Remember: tax is owed when the second 
condition is met, and earlier is better if the stock price 
is going up. Employees don’t have a say in when they 
incur tax liability with RSUs.

Dropbox, Lyft, Pinterest, Uber, and others use 
double-trigger vesting with the date of the IPO (or 
being acquired) as the second condition of vesting. 
With double trigger at IPO date, employees incur tax 
liability on the IPO date for shares that have met 
the service-based vesting requirement. However, in 
these cases, employees were still bound by a 180-day 
lock-up period during which they couldn’t sell shares, 
even to raise cash to pay income tax. 

To get around this new problem, these companies 
are innovating again by withholding income tax in 
the form of stock. The companies deliver vested 
shares to employees but hold back a certain 
number of shares to use to pay income tax. Since 
the US Treasury doesn’t accept stock as payment 
for income taxes and payment deadlines are short, 
these companies use cash raised in their IPOs to pay 
the tax, which can create substantial financial and 
administrative burden.

From the employees’ perspective, much of their 
income tax is paid on RSU income, and they begin 
the one-year holding period required for favorable 
long-term capital gains tax treatment on their 

http://web.hr.com/uesyu
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remaining shares. They are still subject to market 
risk because they cannot sell the remainder of the 
shares until the end of the six-month lock-up period. 
That may be less of a problem than it appears at first 
glance because most employees will diversify their 
company stock holdings gradually over time after 
the IPO, and will probably hold at least some of the 
vested RSU shares for one year (six months past 
the lock-up period) to get long-term capital gains 
treatment. The shares they hold would be subject to 
market risk anyway.

Double-trigger vesting also creates a new problem 
that public company RSU holders don’t face. For 
employees who have been with the company for 
some time before an IPO, they have likely met most 
or all of the time-based service vesting requirement. 
That means that when the second condition is met 
at IPO, direct listing, or acquisition, their shares will 
be taxable all at once (we’ll look at the unique case of 
direct listing shortly). 

Even modest amounts of share-vesting income 
added to their regular salary and bonus can push 
employees into the highest tax brackets. And as with 
RSU vesting in publicly traded companies, employers 
are required to withhold income tax at the statutory 
supplemental withholding rates, which often do not 
cover the employee’s full tax liability. Employees 
will need to have tax projections prepared to ensure 
that enough tax is withheld, or make estimated tax 
payments, to avoid federal and state income tax 
under-withholding penalties.

Still, with all the potential tax downsides, there 
are major upsides for companies in recruitment 
and retention, and employees in incentives and 
compensation. 

More Advantages: Direct Listing vs IPO
In June of 2019, Slack became the second large 
private tech company to offer its shares to the 
public in a “direct listing” without going through the 
traditional IPO process. In a direct listing, existing 
shareholders offer their shares directly to the public 
instead of going through intermediaries. 

During the direct listing process, the company 
creates no new shares to sell to the public and 
does not raise new capital. From the company’s 
perspective, the primary purpose of a direct listing 
is to provide liquidity to its existing shareholders 
and employees, and potentially use its stock for 
acquisitions. Because there are no intermediaries 
involved, the stock price may be more volatile than if 
the company used the traditional IPO process.

Slack also offered RSUs with double-trigger vesting 
to its employees. With the direct listing, employees 
are able to sell their stock without waiting for a 
lock-up period to expire, which allows them to 
immediately sell shares to pay taxes; they can 
also diversify and reduce exposure to risk of the 
company’s price falling. However, many employees 
will still probably hold at least some or most of 
their shares for one year to get long-term capital 
gains treatment on those future sales. Using the 
direct listing approach to going public is another 
tech sector innovation that may prove valuable to 
employees of Slack and other companies. 

By creating and evolving double-trigger vesting of 
restricted stock units, large, fast-growing private 
tech companies are innovating to incent and retain 
talented teams. What compensation innovations will 
the future hold? Watch the booming tech industry to 
find out.

Bruce Barton, CFP® CFA, is a wealth 
manager and the Owner and Founder 
of a boutique wealth management firm 
in Silicon Valley. His book Personal 
Finance for Tech Professionals: In 
Silicon Valley and Beyond provides a 
practical introduction to the financial 
issues facing those in tech. Bruce 
brings a distinct perspective, having 
worked in three venture capital-backed 
tech startups in product management 
and executive roles during a fifteen-year 
tech career before moving into wealth 
management.
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