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An increasingly diverse workforce is prompting many 
employers to incorporate flexibility into their benefit programs 
and work practices to accommodate a variety of needs. That’s 
the threshold to be “in the game” in a tight labour market. 
Those that want to secure competitive advantage through their 
employee benefit plans are pushing the boundaries of 
“flexibility” to encompass a much broader range of options. 
This author discusses the role benefits play in attracting and 
retaining employees, as well as current benefit trends. 

by Linda M. Byron
©2008 International Foundation of Employee Benefit Plans

D emographic changes are causing employers in 
Canada and around the world to rethink the design 
of their employee benefit programs. A more diverse 

workforce means that more organizations are incorporat-
ing flexibility—to varying degrees—into program design in 
an effort to appeal to a broader range of job candidates and 
employees. The days of a “one-size-fits-all” employee ben-
efit plan are long gone.

How great a role do benefits play in the attraction, reten-
tion and engagement of employees? In Canada, where there 
is universal health care, are benefits really important to the 
workforce?

The answer to the latter question is “yes,” especially as 
benefit plans change to encompass a wider group of “re-

wards” from which employees can select to meet their 
needs. With regard to the link between benefits and em-
ployee engagement, reference can be made to data from 
Hewitt Associates’ annual Best Employers in Canada study. 
As part of the study, which measures employee engage-
ment, employees are asked questions regarding their satis-
faction with the design, communication and delivery of 
their employers’ benefit plans.

The research reveals that, in Canada, benefits seldom 
rank among the top five factors in employees’ decision of 
whether or not to stay with an organization. (The excep-
tion is for employees with disabilities.) What is clear, 
though, is that if benefits do not meet employees’ needs, or 
they don’t understand what the program consists of or how 
it works, or the plan isn’t administered properly or effec-
tively, benefit plans can prevent employee engagement. 
The program can be such a source of frustration or dissat-
isfaction that employees will not become engaged until the 
plan is fixed.

Benefit Programs That Provide 
Competitive Advantage

Recently, in some parts of the country and in certain in-
dustries where demand for labour exceeds supply, the data 
indicates that benefits are impacting attraction and reten-
tion. This development is due to a number of factors:
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Pushing the Limits of Flexibility

Flexible benefit programs have appeal for both employ-
ees and employers. Workers are able to choose the level of 
coverage and types of benefits that are right for them. 
Moreover, they can change benefits easily in the future as 
their needs change, and they receive more of their com-
pensation in tax-favoured or tax-deferred dollars.

From the company perspective, flexible benefits pro-
vide a means to control or contain costs and to better meet 
diverse employee needs. This ability to “customize” bene-
fits to fit the needs of individual employees can help at-
tract and retain talented workers. The fact that employees 
are involved in “shopping” for their benefits increases their 
understanding and appreciation of their benefits.

But how flexible are flexible benefit programs? The 
spectrum ranges from a simplified flex program, with 
little employee choice, all the way through to a total re-
wards approach, with full flexibility and renegotiation of 
pay/salary redirection. Many flexible plans cover more 
than health care benefits and include savings vehicles 
like registered retirement savings plans and defined con-
tribution pension plans. Some employers are now look-
ing at incorporating the new tax-free savings account 
into their programs.

For those organizations truly wanting to push the limits 
of flexibility, there is even a step beyond: “flexible rewards,” 
where virtually all elements of compensation become part 
of the flex fund and employee choice runs the full gamut 
from cash to grocery vouchers to vacation to child care. 
(See Figure 1.) While no Canadian employers have pushed 

 Money is always important, but may not distinguish a •	
company as an employer of choice in a tight labour 
market. With annual salaries in, for example, Fort Mc-
Murray, Alberta averaging $90,000, employers—and 
employees—are looking at nonmonetary compensa-
tion as a differentiator.
 Employers are zeroing in on what employees want, •	
not just what they need. Benefit programs have gone 
far beyond traditional health, life and dental coverage. 
Employers are now offering more innovative pro-
grams, particularly flexible benefits, which help em-
ployees save for retirement and other events, achieve 
better work-life balance and embrace a healthy life-
style.
 There is an increased focus on providing benefits •	
with tax advantages. This approach can provide em-
ployees what they need and put more money in their 
pockets.
 More emphasis is placed on ensuring employees un-•	
derstand—and appreciate—their total compensation 
package. When employees understand the value of all 
that their employer is providing, they are better able 
to make an apples-to-apples comparison of alternate 
offers. They do not necessarily choose the organiza-
tion that offers the highest salary.

The result is a much more strategic approach to benefit 
programs on the part of human resources (HR) profession-
als. While such innovation may have initially been re-
stricted to large organizations, especially those where the 
competition for talent is fierce, smaller employers are now 
looking for cost-effective ways to introduce stand-out-
from-the-crowd benefit programs. Doing so involves a 
consideration of the next evolution of some “tried and 
true” models—like health care spending accounts (HCSAs) 
and flexible benefit programs—as well as some new 
ideas.

Strategy Development

Before beginning any revamping of a benefits program, 
there is a need to examine the organization’s short- and 
long-term business objectives and an awareness of the 
people skills needed to achieve those goals. HR uses this 
information to analyze the organization’s current supply 
of talent and identify where shortages exist or will appear 
shortly.

This analysis will help pinpoint where HR should focus 
its attraction and retention efforts. External labour force 
and economic data will determine the challenge it will 
face in attempting to fill key roles.

Feedback from current employees can be invaluable in 
deciding how to update benefit programs to better meet 
needs. Some organizations solicit input via employee sur-
veys, focus groups and/or employee committees.

Once a course has been plotted, employers can begin to 
fill in the details with both innovative benefits and innova-
tive approaches to “tried and true” benefit offers.

Figure 1
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the company) to a flex plan during the November flex 
enrollment. That allocation will not be considered in-
come, but rather an employer contribution to the flex 
plan.

There are unquestionably some challenges with bonus 
redirection. For one, the amount of variable pay is un-
known at the time the employee makes the election—the 
employee may receive no bonus. There is also no doubt 
that linking variable pay and a flex plan has an adminis-
trative impact as well as a need for clear communication 
to employees. Moreover, an advance tax ruling is applica-
ble only to the specific companies acting in the specific 
circumstances described. Subtle wording and design dif-
ferences can make a big difference. While caution is re-
quired, making additional flex credits/dollars available is 
appealing.

Benefits for Retirees

Rising health care costs, along with costs resulting from 
new accounting rules—to say nothing of the risk of pro-
vincial/territorial downloading of services and the large 
number of impending retirements—have prompted some 
employers to take a fresh look at retiree benefits. That 
doesn’t necessarily mean employers are eliminating re-
tiree benefits altogether, however.

Two years ago, when Hewitt surveyed employers about 
postretirement health care benefits, 45% offered them. Of 
those, only 4% planned to do away with retiree benefits 
completely. Forty-three percent expected to make no 
changes to these programs, while the remainder were 
thinking about adding/increasing retiree contributions, 
reducing medical coverage or increasing eligibility require-
ments.

Flexible benefits for retirees may provide a way to de-
crease costs while still providing coverage for long-service 
former employees. While there are again administrative 
and communication challenges depending on the design 
selected, there is a full range of flexible health care benefit 
options for retirees, just as there are for active employees. 
(See Figure 2.)

the envelope that far—yet—there are organizations in Eu-
rope that have adopted this model.

Where an employer falls on the flexibility spectrum de-
pends primarily on its comfort level with respect to pro-
viding employees with choice. For those that fear employ-
ees may make bad choices or won’t understand the 
program, the tendency is to stick with options that offer 
less flexibility. However, as workforce diversity increases 
and competition for talent heats up, more organizations 
are beginning to slide along the spectrum toward in-
creased flexibility.

Tax-Effective Employee Bonuses

One of the key design challenges for flexible benefit 
plans is finding sources of credits or flex dollars (i.e., pretax 
dollars). More dollars or credits mean more choice for em-
ployees—and tax savings. While the Canada Revenue 
Agency (CRA) guidelines have imposed limits, recent ad-
vance tax rulings from CRA have highlighted certain design 
opportunities.

Previously, linking pay to a flex plan required a broad-
based, unilateral change on the part of an employer. For 
example, assume a company had an existing variable pay 
plan of 5% to 15%. It could change that cash payout to 3% 
to 13% and instead pay the first 2% as flex credits. While 
the result had more tax advantages, it was often perceived 
by employees as a takeaway.

A recent ruling has sanctioned a method by which bo-
nus/variable pay can be linked to a flex plan tax effec-
tively. The key is to have individuals make irrevocable 
elections in advance. The amount that is directed to flex 
credits or a health care spending account is not automati-
cally included in income.

As an example, picture an employee who participates 
in a flex plan as well as a variable pay plan. Both are 
based on the calendar year. Flex plan enrollment occurs 
in November for the following year, while variable pay is 
received in February for the prior year. The employee ir-
revocably allocates a portion of his or her variable pay 
(no more than the maximum allocation as defined by 

Figure 2

Range of Retiree Medical Plan Designs

Low Employer High

 Facilitate Catastrophic Stand- HSA plus Flex Traditional Traditional 
 access to coverage alone catastrophic plan plan with cap plan with 
 retiree-paid  HSA coverage  on employer managed 
 coverage     costs care features
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boundaries are pushed, there is still some uncertainty as to 
what CRA limits are.

Beyond Communication to Decision Support

As flexibility increases in employee benefit plans, so does 
complexity. Increased choice may require employers to go 
beyond merely describing plan options to facilitating deci-
sion making for workers. The latest communication ef-
forts—primarily online—enable employees to zero in on 
examples of model “employees” in similar circumstances 
and look at what they chose in terms of benefits. While 
these tools stop short of giving advice, they do help to nar-
row the selection process.

Employee communication materials may also be tar-
geted to groups of workers, rather than individuals. The fo-
cus of the information and the media used to deliver it may 
vary from one group to another. For example, online com-
munication for younger employees may have more of an 
education element. Materials for those in their 30s may put 
a greater emphasis on saving and family benefits, and may 
be available online and on paper to facilitate discussions 
with a partner. Just as one benefits plan is no longer appro-
priate for all employees, communication programs may 
need to be tailored to different types of employees.

In order for benefit programs to gain greater importance 
for employees and become a real factor in decisions to join 
or stay with an organization, they must meet a range of 
needs. Where innovative benefits geared to meeting those 
needs and/or arrangements can be introduced that result 
in more money in employees’ pockets, employers will leap 
ahead of competitors. The one caveat is to ensure that these 
benefit programs are administered and communicated ef-
fectively and efficiently. If not, all efforts to use benefits to 
woo	employees	will	be	wasted	efforts.	 •

Employee Wellness

A flexible benefits plan can support wellness initiatives 
by providing additional flex dollars/credits for healthy ac-
tivities or establishing a wellness account. For example, 
employees could be rewarded for taking a health risk as-
sessment, exercising and being a nonsmoker. An issue for 
employers is whether to require proof of such activities or 
simply take employees’ assurances at face value.

A wellness account is funded through unspent credits or 
direct employer contributions. Employees could use the ac-
count to pay for wellness-related expenses, such as the fol-
lowing:

Fitness programs•	
Exercise equipment•	
Smoking cessation programs•	
Yoga classes•	
Personal trainer•	
Team sports.•	

Health Care Spending Account:  
Salary Direction

An HCSA is a tax-sheltered account for health care ex-
penses. Only company money goes into the account. The 
funds are typically used for coinsurance or for amounts 
over plan maximums. Other eligible expenses are defined 
under the Income Tax Act and include such health-related 
expenses as laser eye surgery.

Under CRA rules, unused balances can roll over for one 
year, and any unreimbursed claims can be carried forward 
one year. Any unused balances are forfeited and cannot be 
transferred or withdrawn.

Because HCSAs must be funded by employer money, they 
are frequently combined with flex plans and any unused flex 
credits can be deposited. They are also occasionally used to 
provide supplemental coverage, generally as an executive 
perquisite. An HCSA may also be a replacement for core 
medical coverage, sometimes for retiree health care plans.

A new approach involves funding HCSAs through “salary 
redirection” in order to provide more tax-effective compen-
sation. While an employee might previously have received 
$100,000 in compensation plus $5,000 in tax-free benefits, 
the new arrangement would see the same employee receive 
$95,000 in taxable cash, along with $10,000 tax free (bene-
fits plus an HCSA).

Alternatives to base pay redirection include bonus redi-
rection, profit sharing and total rewards. The bottom line is 
that employees get a break on tax, while receiving more 
comprehensive coverage for medical expenses. However, as 
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