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Independent Contractor vs. Employee Status in Colorado Workers’ Compensation

In Colorado, the classification of workers as employees or independent contractors is crucial for
determining eligibility for workers' compensation benefits and understanding employer
responsibilities. Many business owners, whether new or established, seek ways to reduce overhead,
especially in today’s economic climate. As we often say at Ascent, “If you don’t want to pay for the
cost of coverage, you certainly don’t want to pay for the cost of a claim.” While we assist businesses
in structuring effective workers’ compensation programs to maximize savings, we don't recommend
cutting corners that could result in significant penalties.

Colorado's Requirement for Workers' Compensation Insurance

According to the [Colorado Division of Labor and Employment (CDLE)] all businesses with employees
operating in Colorado must carry workers’ compensation insurance, regardless of the number of
employees or whether they are family members or part-time workers. There are few exceptions to
this rule. Failure to comply can result in fines of up to $500 for each day of non-coverage, along
with potential business closure. If an uninsured worker is injured, the business may be liable for
the claim out of pocket, plus an additional penalty totaling 25% of the injured worker’s benefits.

Employee vs. Independent Contractor Classification

The classification of a worker as an independent contractor or an employee has major legal and
financial implications. Generally, employees are covered under workers’ compensation, while
independent contractors are responsible for their own coverage, unless they meet the exclusionary
requirements. The CDLE has established guidelines to help clarify these distinctions, ensuring that
workers are properly classified and receive appropriate protections.

In Colorado, workers are presumed to be employees unless proven otherwise. To be considered an
independent contractor, the worker must:

e Operate free from the direction and control of the employer in performing work.

e Have an established, independent business in the specific trade.

o Work with a fixed contract amount for a project, rather than hourly or salaried pay.
e Supply their own tools, equipment, and training.

e Set their own hours.

e Carry their own workers’ compensation insurance.

Colorado Division of Labor Guidelines

The CDLE enforces classification rules through audits and investigations. In disputes, the CDLE may
review working conditions and contractual agreements to determine the actual nature of the
relationship. Colorado law requires written agreements for independent contractors to clearly define
work terms, reducing misclassification risk and aiding compliance checks. Misclassifications can
lead to penalties and potential liability for the employer if an injury occurs.


https://cdle.colorado.gov/dwc/employers/independent-contractors-and-coverage-exemptions

Key Differences Between Independent Contractors and Employees

The primary factor distinguishing an independent contractor from an employee in Colorado is the
degree of control over work. Employees generally work under the employer’s direction, follow
schedules, and use the employer’s tools. Independent contractors, on the other hand, manage their
schedules, supply their own tools, and are responsible for their taxes. Independent contractors
should engage in an independently established trade, differentiating them from the hiring entity’s
core activities.

Workers’ Compensation Implications

Under Colorado law, employers must provide workers' compensation for employees, covering
injuries sustained at work. This insurance ensures medical and wage-replacement benefits for
employees injured on the job. However, independent contractors do not automatically receive these
protections unless they purchase separate workers’ compensation coverage or the hiring company
opts to cover them voluntarily.

Misclassifying an employee as an independent contractor can lead to severe consequences if an
injury occurs, as the employer may be responsible for medical expenses and back wages. The CDLE
offers resources for addressing such misclassification issues.

Protecting Your Business: Best Practices

To protect your business, understanding the difference between independent contractors and
employees is essential. Classification affects insurance obligations, potential liabilities, and access
to workers’ compensation benefits. Adhering to CDLE guidelines helps businesses ensure proper
classification and compliance, fostering a safer workplace.

Having a well-defined contract is also critical. This document should clarify roles, responsibilities,
payment terms, and insurance obligations. This helps reduce misunderstandings and establishes a
transparent, professional relationship from the start. Additionally, businesses should collect a valid
Certificate of Insurance (COI) from contractors and verify coverage through the Colorado
Department of Labor & Employment — Division of Workers” Compensation.

If you need assistance with your workers’ compensation program or have questions about coverage
for independent contractors, feel free to reach out for guidance.
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