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What is an offer letter?

• An offer letter is a formal document that an employer sends 
to a job candidate that outlines the terms and conditions of 
their employment.

• It is important to read the entire job offer carefully, not just 
the salary, and consider how this job aligns with your career 
goals and values.



Components of an offer letter

The Balance - Theresa Chiechi



The next few slides will show a sample offer letter. The later 
slides will break each section down and give things to consider. 









Breaking down an offer letter



Paid time off (PTO)
Types of PTO:

• Vacation days, sick days, personal days, holidays, bereavement, parental leave

• Some companies offer unlimited PTO

• Important to understand the company’s culture and expectations around unlimited PTO.

• Unlimited PTO typically isn’t paid out upon leaving the company, unlike accrued PTO.

Types of PTO policies:
• Set number of days: you earn a set number of PTO days per year.

• Accrued time off: earn PTO based on the number of hours you’ve worked.

• Rollover allowances: some companies allow unused PTO to be used from one year to the next.

Things to consider:
• How quickly do you accrue PTO days?

• Are company holidays are included in the PTO?

• Can PTO be carried over?

• Are there any times of the year when you cannot take PTO?

• How does this PTO package compare to similar roles within the industry?



Bonuses

Why bonuses matter:

• Bonuses are additional incentives on top of the regular salary that aim to increase productivity 
and enhance employee retention. They can sometimes be used to provide regular feedback 
on an employee's progress and to help them stay motivated or adjust if needed. 

Things to consider: 

• When is the bonus typically paid out? At the time of signing, annually, or after a certain number 
of years working for a company – this is something important to keep in mind if you plan to 
leave a job after a short time, you don’t want to leave money on the table! 

• Ensure bonus structure is transparent with clear guidelines on how the bonuses are earned 
and distributed. Have all of this in writing. 

• Bonuses are likely subject to tax.

• Consider whether the bonuses are going to create an unhealthy pressure or competition 
between employees in order to reach certain goals to obtain bonuses. 



Types of bonuses

• Sign-on bonus – a payout guaranteed when starting a new job. Could be 
used to incentivize often to accept a new position or to fill a high turnover 
position. 

• Annual bonus – sometimes given out after a successful year. Some 
companies have guaranteed annual bonuses, but amount might vary from 
year to year. Other companies only distribute after a particularly successful 
year. 

• Performance/milestone bonus – tied directly to the employee’s work 
performance. Often given for reaching certain milestones or goals.

• Retention bonus – bonuses that are earned after staying with a company for 
a certain amount of time.

• Referral bonus – given to an employee who recruits a new employee to join 
the organization. 



Types of bonuses (cont.)

• Holiday bonus – some companies provide a bonus around the end of the 
year, usually based on a percentage of the employee’s annual pay. Some 
companies may give gifts instead of monetary compensation. 

• Non-cash bonus – any reward or prize that isn’t of monetary value, such as a 
parking spot. 

• Spot bonus – often given by manager to reward employees who demonstrate 
a particular value, often in the range of $50-$100. 

• Profit sharing – the company distributes a certain percentage of the 
company’s quarterly or annual profits, usually based on the employee’s annual 
salary. Some offer shares of profit as cash payouts, other companies may 
contribute towards a retirement plan. 

• Stock options – allow employees to have ownership in the company. See 
stock option slides for more details. 



Insurance – things to consider
• Is there a waiting period before your health insurance starts when you begin a new job? Some 

companies begin coverage on day one, others have a waiting period usually between 30 to 90 
days from your start date. 

• Can family members (spouse, children, or dependents) be added to your plan? What are the 
requirements and additional costs for including them? 

• Does the insurance plan cover prescription medications, and what are the costs for 
medications you regularly take? 

• Are there added benefits to the insurance plan such as wellness programs?

• Inquire about paternity leave polices, if applicable. 

• Does the insurance plan cover mental health expenses including therapy, counseling, and 
psychiatry? 

• If you are switching from another plan, is there a gap between your previous coverage and 
your new coverage with the company?

• Is there an open enrollment period? Can you make changes to your insurance later or are you 
locked into your choices for a certain period?



Common insurance terminology 

• Premium – the amount you pay for your health insurance every month, regardless 
whether you use the medical service or not. 

• Co-pays – a fixed amount you pay for a covered health care service, usually at the 
time of service (e.g., a $25 copay for each doctor’s visit).

• Deductible – the amount you must pay out of pocket for covered health services 
before your insurance begins to pay.

• Co-insurance – the percentage of cost you pay for covered healthcare after you’ve 
met your deductible (e.g., if your co-insurance is 20%, you pay 20% of the cost and 
your insurance pays 80%).

• Network – a group of doctors, hospitals, and other healthcare providers that have 
contracted with an insurance company to provide services at reduced rates. 

• Out-of-network – healthcare providers or services that are not part of the 
insurance plan’s network. These often come with higher costs. 



Common types of medical insurance 

Health maintenance organization (HMO):
• Only covers in-network care, except emergencies. No 

coverage for out-of-network providers. 

• Requires PCP before receiving medical care and requires 
referral from PCP to see a specialist. 

• Typically, lower cost for deductibles, premiums, and co-pays 
than PPO, POS, and EPOs, but this comes with less flexibility.  

https://www.peoplekeep.com/blog/common-types-of-health-insurance-plans#:~:text=Some%20popular%20health%20insurance%20policy,Exclusive%20provider%20organization%20(EPO)%20plans

Exclusive Provider Organization (EPO):
 Only covers in-network care. No coverage for out-of-network 

providers. 

 Does not require a PCP and does not require referral to see 
specialist.  

 May have higher deductibles, but typically has lower premiums 
and co-pays compared to PPOs.  

Preferred Provider Organization (PPO): 
 Most common type of plan.

 Covers in-network and out-of-network providers; however, out-
of-network providers will be more expensive.

 Does not require employees to select a primary care provider 
(PCP) and generally, doesn’t require a referral to see a 
specialist. 

 Typically has a higher premium, deductibles, and co-pays than 
HMO and POS due to flexibility and out-of-network coverage. 

Point-of-Service plan (POS): 
 Covers both in-network and out-of-network care, but out-of-

network care is more expensive. 

 Sometimes requires PCP before receiving medical care and 
sometimes requires referral from PCP to see a specialist. 

 May have higher deductibles, but typically has lower premiums 
and co-pays compared to PPOs.  



Understanding health accounts
Health Reimbursement Account (HRA): 

• Funded only by your employer, employees cannot contribute to their own funds. 
• Used to reimburse employees for qualified medical expenses including monthly premiums, 

co-pays, and deductibles.
• Funds cannot accrue interest. 
• Unused funds may or not be rolled over at the end of the year. 

Health Savings Account (HSA): 
• Both employer and employee can contribute to the account. 
• Used to save pre-tax money for upcoming health expenses at any point in the future.
• Contributions are tax-deductible, grow tax free, and can be withdrawn tax free on qualified 

medical expenses. 
• Unused funds are typically rolled over each year and can grown indefinity. 

Flexible Spending Account (FSA):
• Both employer and employee can contribute to the account. 
• Used to save pre-tax money for upcoming health expenses this year. 
• Funds cannot accrue interest. 
• Any funds unused are usually lost by the end of the year. 



Vesting
What is Vesting?

• Vesting refers to the process of gaining ownership of an asset over time. This could 
include retirement plans, stock options, or property. It is a way to reward employees for 
long-term commitment and incentivize them to stay with the company.

• Cliff vesting schedule gives the employee ownership of 100% of the employer’s 
contributions after a certain number of years. Typically, within 3-5 years.

• Graded vesting schedule gives the employee ownership of a percentage of the 
employer’s contribution each year. Typically, over the course of 3-7 years.

Why Vesting Matters:
• Understanding the vesting schedule is important to effectively plan for your retirement.

• The money you contribute to your retirement plan from your paycheck is always 
considered fully vested, regardless of your employment status.

• If you terminate your employment before being fully vested, you may forfeit all or a 
portion of the unvested funds. 

https://www.investopedia.com/terms/v/vesting.asp



Retirement plans
Retirement plans ensure that you have a source of income when you're no longer working. Many 
employers match a portion of your contributions to a retirement plan, such as a 401(k). This is 
essentially free money that helps accelerate your savings. Not participating in this match is like leaving 
money on the table. The earlier you start saving for retirement, the more time your money has to 
compound, increasing your wealth exponentially over the long term.

Things to consider:
• Is there a waiting period before you are eligible to participate in the retirement plan?
• When does the company begin to match your contributions? Immediately or after a certain time of 

employment?
• What is the percentage the company will match? (e.g. the company might match up to 5% of your 

total salary)
• How often are the company’s contributions made (annually, quarterly)? 
• What are the limits to how much you can contribute each year based on your plan?
• Are you able to withdraw money from the account in the event of a hardship? Are there penalties?
• What happens to the retirement plan if you leave the company? Can you roll it over to another plan 

or will you need to take it as a lump sum?



Retirement plans (cont.)
401(k) 

• Offered by private-sector employers.

• Employees contribute through payroll deductions and employers may match contributions.

• Employee contributions are made before taxes, reducing taxable income.

• Investments are grown without being taxed until withdrawals are made (typically after the age of 59½).

• IRS sets annual contribution limits.

• Can be rolled over to a new employer’s 401(k) or into an IRA when changing jobs. 

403(b)
• Similar to a 401(k), but for employees of nonprofit organizations, schools, and some government organizations.

Individual Retirement Account (IRA)
• Opened by an individual, not through an employer.

• Traditional IRA: Contributions may be tax-deductible, and earnings grow tax-deferred. Taxes are paid upon 
withdrawal.

• Roth IRA: Contributions are made with after-tax dollars, but withdrawals are tax-free in retirement if certain 
conditions are met.

These are some of the most common retirement plans 
available. Each type has its own rules, tax implications, 
and contribution limits, so it’s important to understand 
the specifics for your situation!

As a grad student or postdoc, you can open an IRA now and start contributing!



Retirement plans (cont.)
Simplified Employee Pension (SEP) IRA

• Used by small business owners and self-employed individuals. 

• Employers contribute to SEP IRA on behalf of employees, employees cannot contribute.

• Contributions grow tax-free until withdrawal. 

• There are higher contribution limits compared to traditional IRA plans.

• Contributions are discretionary, and employers are not required to contribute every year.

Savings Incentive Match Plan for Employees (SIMPLE) IRA
• Designed for small businesses with less than 100 employees.

• Employer and employees contribute, but the employer must match employee contributions or make fixed contribution. 

• Lower contribution limits compared to 401(k) plans. 

• Contributions grow tax free until withdrawal.

Pension Plan
• An employer guarantees a specific retirement benefit based on a salary history and years of service. 

• Provides retirees with a fixed monthly income for life, regardless of investment performance. 

• The employer is responsible for funding the plan and managing the investments. 

• More commonly found in government and public sector jobs. 

These are some of the most common retirement plans 
available. Each type has its own rules, tax implications, 
and contribution limits, so it’s important to understand 
the specifics for your situation!



Stock options
Stock options give employees the right (but not the obligation) to buy a company's stock at a 
predetermined price (called the exercise price or strike price) within a specified period of time. They are 
often used as a form of compensation or incentive for employees.

Key terms to understand: 
• Grant Date: The date when the options are issued to the employee.

• Exercise Price (Strike Price): The price at which the employee can buy the stock in the future, typically set 
at the market value on the grant date.

• Vesting Period: A period during which the employee must wait before exercising the options. This could be 
based on a time frame or performance goals.

• Expiration Date: The date by which the employee must exercise the options before they expire. Typically 10 
years from the grant date.

• Market Price vs. Exercise Price: Employees can benefit if the company's stock price rises above the 
exercise price. For example, if the stock is granted at $10 per share and the stock price increases to $30, 
the employee can purchase shares for $10 and sell at $30, resulting in a $20 profit per share.

https://www.investopedia.com/terms/e/eso.asp
https://carta.com/learn/equity/stock-options/



Stock options (cont.)

https://www.investopedia.com/terms/e/eso.asp
https://carta.com/learn/equity/stock-options/

Benefits of Stock Options:
 Employees can benefit from stock price increases.

 Helps align employee incentives with company success (employees benefit if the company does well).

 The vesting period encourages employees to stay with the company longer to realize the value of their options.

Risks of Stock Options:
 If the company's stock price does not increase above the exercise price, the options may become worthless (out of the money).

 If the options are not exercised by the expiration date, they are lost.

 Stock options can create tax liabilities, especially if the stock appreciates significantly.

Other things to consider:
 ESOs can only be sold after the vesting period is complete or specific conditions met such as leaving the company, retirement, or 

becoming disabled. 

 When you sell ESO shares, you will likely be taxed on capital gains, which can vary depending on how long you held the shares.

 Educate yourself on potential exit strategies (when business owners or investors sell or transfer ownership of a business). 
Common exit strategies include mergers & acquisitions, initial public offerings (IPOs), and management buyouts. 



Understand agreements you may be asked to sign.

• Non-compete agreement: restrict employees from working for competitors 
or starting their own business after their employment ends. Consider if this 
could impact your future employment options. 

• Non-disclosure agreement: protect confidential information, trade secrets, 
and proprietary knowledge. NDAs don’t restrict employees from working for 
competitors or starting their own business. 



Additional offer letter considerations
• Additional considerations:

• Cost of living calculator, Commute cost calculator, Income tax calculator
• Some companies may help with relocation expenses. 

• Understand the company’s policies on overtime, flexible work hours, and potential work from 
home options.

• Consider whether there are opportunities for growth and advancement. 
• Does the company have clear paths for promotions, skill development, or lateral moves within the organization?

• Red Flags to Watch For:
• Ambiguous job title
• Unclear compensation or benefit details
• Salary or bonus not matching what was discussed
• No details on work hours or flexibility
• No clear vesting schedule
• Unreasonable expectations or demands
• Hidden fees or costs (i.e., equipment or training fees)


