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Key Findings

Proposition 118 would create a state-run paid leave insurance benefit
program for Colorado. The program benefit includes a wage replacement up
to 90% and covers 12 weeks of leave in most cases and up to 16 weeks of
leave in others. The types of qualifying leave range from bonding with a
newborn to personal injury as the program combines benefits often offered
through the separate plans of paid family leave and short-term disability.

While there are many benefits both to employees and to firms who currently
offer these benefits, the direct costs of Proposition 118 have not yet been
fully explored. The fiscal note accompanying the proposition includes a single
estimate for the potential utilization level. While it acknowledges that
utilization will likely increase over time, it offers no future year estimates,
despite Proposition 118 proposing to create a program with higher benefit
levels that existing programs in other states. And importantly, the legislation
does not include provisions to reduce benefit levels in the event the cost
continues to increase.

To analyze a more robust range of direct and indirect costs associated with
the potential implementation of Proposition 118, this paper describes the
findings of a model constructed to reflect the likely costs and outcomes of
Proposition 118. The findings indicate that it is very likely that the cost of the
program will rise substantially higher than the initial premium rate of .9%,
and could even be made to move higher than the current statutory cap of
1.2% to remain solvent, as the benefit levels of the proposed paid leave
program under Proposition 118 are more generous than any other state with
a history of established utilization data.

Based upon expert recommendations provided to the 2019 FAMLI Colorado
Task Force, a study from the University of Denver School of Social Work, and
our own analysis of existing programs in other states, a broader range of
potential program utilization levels are assumed. In year-5 when the
program costs are most likely to stabilize, the following results summarize
the range of costs.

o Solvency - If the program starts at a claims rate of 6.2% and an
average length of leave of 9.5 weeks, the 2023 premium collections
will not be sufficient to cover benefit and administrative costs in the
first year of the program in 2024. In 2025, once the premium can
increase to 1.2%, the program utilization can at most increase to a
utilization level equivalent to a claims rate of 7.5% and an average
length of leave of 10.2 weeks while maintaining solvency. Any higher
and the program would face insolvency and likely require further
legislative action.
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o Direct Costs — The three constructed scenarios show a range of wage
premiums to fund the benefit of .71%, 1.12% and 1.70%.

= This would amount to an annual premium of $178, $281 or
$425, for an individual making $50,000.

= Given the current flat income tax of 4.63%, the wage premiums
amount to between a 10% to 18% increase in income related
taxes on those wages.

* The state government, a large employer required to participate
in the program, would see the single year cost of between
$39,000,000 and $94,000,000.

= In 2025, the total premiums to be paid by employers could total
over $1.34 billion. This would be an effective increase of the
corporate income tax of 204%.

o Indirect Costs - Given the one size-fits-all approach to the program,
some businesses will face much higher net costs than others. A
restaurant which must replace nearly 100% of the worker who take
leave, would see their already low margin be reduced by 10%. On the
other hand, a higher wage biotech research company, with a high
margin, would see a decline in their margin of just 2% and a per
employee net cost of $545.

Executive Summary

After several years of unsuccessful attempts at creating a state paid leave program
through the state legislative process, Coloradans will be asked this very question on
the ballot in November. If passed, Proposition 118, would establish a state-run paid
leave insurance program, making Colorado one of the few states in the nation to
have such a program.

Most Colorado employees would be eligible for this program, likely covering
upwards of 85% of all jobs. The program would be funded by a payroll premium,
equivalent in many ways to a tax, on all covered employees’ wages. Covered
employees could take up to 12 weeks, or 16 weeks in some cases, for qualifying
reasons including caring for a newborn or family member, or for personal medical
issues.

Our 2019 report, “Senate Bill 188: An Analysis of the Cost and Risk of Financial
Insolvency for a Colorado Paid Leave Program” studied an early version of the 2019
paid leave bill, and found that the level of benefits of the program and the
existence of a cap in the premium rate, without a

mechanism to reduce benefits should the cap be hit, Primary Cost Driver
could face insolvency with fairly minor increases in

program utilization. Proposition 118 differs from the
2019 Senate Bill, lowering the risk of insolvency by
raising the cap to a 1.2% payroll premium, however
the likely costs have not yet been fully explored.

Program Utilization =
Combination of claims
rate & average length of
leave for each claim
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Given the benefits to employees and employers, many Coloradans already have
some form of paid time off. For decades employers have been offering employee
compensation packages that cover a wide-range of benefits beyond just a wage
salary. Aside from such incentives as the federal tax treatment of medical benefits,
employers recognize that they often have a greater ability to cover insurance
related expenses and experience a mutual benefit. However, that doesn’t then
imply that all employers or employees would experience the same benefits or
similar costs of a statewide program.

This report explores the range of potential, or likely, costs associated with funding
the type of one-size-fits-all paid leave program outlined in Proposition 118. While
there are undoubtedly benefits to both workers and employers in offering paid
leave related benefits, it is critical that voters fully recognize the potential costs as
the text of Proposition 118 does not include any provision to reduce benefit levels,
say from 12 weeks to 10 week of leave, in the event the costs continue to climb. As
those costs, both direct and indirect, are often likely the reason employers don’t
currently offer this same level of benefit.

To estimate a wider range of both direct and indirect costs associated with the
implementation and sustained operation of Proposition 118, a model of the
programmatic details was constructed to be able to analyze alternatives given
changes in some of the most critical cost drivers of the program. We refer to the
model as the Colorado Paid Family Medical Leave Model, or COPFML model.
Our findings indicate that it is very likely that the cost of the program will rise
substantially higher than the initial premium rate of .9% and could even be made to
move higher than the current statutory cap of 1.2% to remain solvent.

Based upon expert recommendations provided to and by the 2019 FAMLI Colorado
Task Force and analysis of existing programs, a broader range of potential program
utilization levels were assumed.

The range of key cost drivers are shown in the table below.

Claims Rate Average Weeks of Leave Admin Costs
Low 5% 9 6.0%
Middle 7% 10 8.0%
High 9% 11.5 10.6%

In year-5 2028 when the program is most likely to stabilize, the following results
summarize the range of costs to both employees and employers. These results
assume that the state legislature would have to pass new legislation to increase the
premium cap in the event the utilization of the program pushes the costs higher
than the currently proposed 1.2% premium cap can sustain.
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Impacts on Program Costs Across Range of Utilization Once Premium Settles

Year -5 2028 Modeling Impacts
($Millions, Nominal)

Low Middle High
Premium Rate 0.71% 1.12% 1.70%
Total Premiums Collected $1,324 $2,098 $3,174
Employee Share of Premiums (50%) $741 $1,174 $1,777
Employer Share of Premiums (50%) $583 $923 $1,397
Total Benefit Payments $1,159 $1,803 $2,666

While the direct costs of the program are ultimately born directly by both
employees and employers, there may be further indirect impacts. Depending on the
industry and firm dynamics many direct costs to employers are often passed on in
the form of higher prices to consumers or lower wages to workers. Proposition 118
even concedes this point and suggest that employers can at maximum, pass on
50% of their employee share of the premium in the form of lower wages. This
simply means that given the level of pressure an individual firm may face due to
the higher costs, employees could pay up to 75% of the premium, rather than just

50%.

And while the additional .25% reduction in pay would be impactful for some, the
direct cost of the premium would amount to an effective increase in personal
income taxes of between 8% and 18% in just the middle scenario, given the

current income tax rate of 4.63%.

.71%0 Premium

1.12% Premium

1.7% Premium

% %
4.63% $ ggl‘;"t":,'; $ % Growth $ lf;;:’t":,';
Annual Current Amount to Amount | Relative to | Amount to
Wage Income Tax of Income of Income of Income
Premium Premium | Tax Rate | Premium
Tax Tax
Rate Rate
$35,000 $1,621 $124 8% $196 12% $298 18%
$45,000 $2,084 $160 8% $252 12% $383 18%
$50,000 $2,315 $178 8% $280 12% $425 18%
$75,000 $3,473 $266 8% $420 12% $638 18%
$100,000 $4,630 $355 8% $560 12% $850 18%

September 2020




Projected PFML Premium Rates Based on Different Levels of Utilization
The lines reflect different levels of claims rates at different levels of average weeks of leave

Claims Rates 5% B6% 7% @8% B9%

1.8+
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1.5 —
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114
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Average Weeks of Leave Per Claim

Source: CSI COPFML Model » Note: Results for 2028, Admin costs = 8%

Overview of Proposition 118: Paid Family and Medical
Leave Insurance Act

The full text of the measure can be found on the Secretary of State’s website, along
with the accompanying fiscal note prepared by the Colorado Legislative Council
Staff.

https://www.sos.state.co.us/pubs/elections/Initiatives/ballot/contacts/2020.html

This new benefit program would allow covered Colorado employees to take up to 12
weeks, or 16 weeks in some cases, of paid time off from work, for qualifying
reasons, and to have a portion of their wages replaced based on a progressive
wage replacement formula.

To fund the benefit payments and the administrative cost of the program, a payroll
tax, defined in the text of the measure as a “"Premium”, would be applied for all
covered individuals. The types of events that would qualify for taking leave, cover
the general categories of paid family leave and short-term disability.

Nearly all workers in Colorado, an estimated 85%, would be automatically covered
and required to pay their share of the payroll premium. Local governments may opt
out of the program, and yet their employees can opt back in under some
conditions. Self-employed individuals must elect to pay into the fund for at least
three years prior to being eligible to take paid leave. State government workers are
automatically enrolled but federal government employees are exempt.
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The wage premium is set according to a formula established in the statute. The
wage premium starts at .9% of wages for the calendar years of 2023 and 2024,
and then can adjust based on program demand thereafter in order to remain
solvent up to 1.2%. The highest level of wages subject to the premium is equal to
the same amount as used for social security contribution and benefit calculations.
The total collections from the wage premium must be enough to cover 135% of
current year benefits plus 100% of administrative costs.

Figure 1
Wage Premium Calculation
2023 2024 2025 and Beyond
Variable - Set by Division of Paid Family and
o, (o)
0.90% 0.90% Medical Leave - capped at 1.2%

The statutory language sets a premium cap of 1.2%. This means that if the
program benefit and administrative costs rise beyond a certain point, the Director
of the Division of Paid Family and Medical Leave can’t raise the premium beyond
1.2%. As the program would face insolvency after going through any surplus, the
Division could issue revenue bonds to cover expenses or the state legislature would
need to lower the benefit levels.

Each employee who elects to utilize the paid leave program will have their wages
replaced based upon a progressive formula. Those that up to a maximum 90% of
their weekly wage. The wage replacement formula is set to a progressive scale as
lower wage workers receive a higher wage replacement rate. Those that make less
than 50% of the average weekly wage (AWW) receive 90% of their wages replaced.
Then workers above 50% of the AWW, have a wage replacement rate of 90% of
income at or below 50% of the AWW and 50% of their wages above 50% of the
AWW. The weekly benefit is capped at $1,100 per week at the start of the program.
The table below shows the wage replacement rate based upon a range of wage

levels.
Figure 2
Wage Replacement Level and Share of CO Workers By Wage (2024)
% of
Wage as Wage # of
% of CO ‘\:VV:elélg Annual Wage $ | Replacement BV::::%V$ \;vto:vkaer: Workers by
AWW g Rate Ieve? Wage
10% $130 $6,785 90% $117 1% 31,544
20% $261 $13,571 90% $235 2% 63,088
30% $391 $20,356 90% $352 7% 220,809
40% $522 $27,141 90% $470 8% 236,581
50% $652 $33,927 90% $587 8% 236,581
60% $783 $40,712 83% $652 9% 268,125
70% $913 $47,497 79% $718 10% 315,441
80% $1,044 $54,283 75% $783 9% 268,125

September 2020




90% $1,174 $61,068 72% $848 7% 220,809
100% $1,305 $67,853 70% $913 6% 189,265
110% $1,435 $74,639 68% $979 6% 173,493
120% $1,566 $81,424 67% $1,044 5% 157,721
130% $1,696 $88,210 65% $1,100 4% 126,176
140% $1,827 $94,995 60% $1,100 3% 94,632
150% $1,957 $101,780 56% $1,100 3% 94,632
160% $2,088 $108,566 53% $1,100 2% 63,088
170% $2,218 $115,351 50% $1,100 1% 31,544
180% $2,349 $122,136 47% $1,100 1% 31,544
190% $2,479 $128,922 44% $1,100 1% 15,772
200%+ $2,610+ $135,707+ 42% or less $1,100 10% 315,441

Important Note on Interaction of Proposition 118 with Recently
Passed Sick Leave Mandate and Other Existing Employer Benefits

In May of 2020, the Colorado State Legislature passed Senate Bill 20-205, which
requires employers to cover 100% of their employee’s wages for up to 48 hours of
sick leave within a 12-month period. The bill takes effect immediately but will apply
to all employers starting in 2022. The direct cost to the employer of this mandate
will depend largely on the extent to which they must pay another employee to
cover the hours taken by the sick employee.

The text of Proposition 118 indicates that all other leave must be exhausted prior to
be required to take a benefit through the new paid leave program. Unless under
certain circumstances related to short-term disability insurance related leave,
“Under no circumstances shall an employee be required to use or exhaust any
accrued vacation leave, sick leave, or other paid time off prior to or while receiving
family and medical leave insurance benefits.”

Given all Colorado employees will be eligible for two weeks of sick leave by the
potential start of the paid leave program, several unintended consequences will
likely arise given the interaction of the two laws.

In situations where employees take fewer than 48 hours of sick leave, and
no additional time off, both the employer and the employee will be paying
into the paid leave fund and will not be able to draw from the benefits. This
will add to the cost of employers especially if they have to pay 100% of
employee’s wages during the 2-weeks of sick leave and then must also pay
for the wages of another worker to cover.

Given the two benefits do not need to be taken concurrently, employees will
technically be eligible for up to 14 weeks of paid leave. This could have
additional operational impacts when needing to replace workers on leave.
As the combination of the sick leave mandate and the paid family program
represent large expansions in paid leave related benefits, with a potential
substantial increase in costs for some employers, it is also likely these two
programs will put pressure on employers to reduce or eliminate existing
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benefits. While it may be that employers will eliminate equivalent benefits
that would otherwise be duplicative, it may also be the case that the
increase in costs forces reductions to additional benefits as well.

Comparison of Paid Leave Programs in Other States

Several other states already have established paid leave benefit programs that can
serve as useful points of comparison for understanding the potential impacts of
Proposition 118 on Colorado. However, while these programs are comparable in
some ways, the program proposed under Proposition 118 stands out as offering a
greater level of benefits across several areas. This is a critically important
observation, as this relatively higher level of benefits, makes it more likely that the
program proposed by Proposition 118 would be more expensive that these longer-
standing programs.

California was the first state to enact legislation in 2004, followed by New Jersey
(2009), Rhode Island (2014) and New York (2018). These states also manage two
separate paid leave benefit programs based on the two different types of claims;
One related to temporary disability and personal sickness or injury, and a second
related to caregiving claims either for childbirth or for supportive care of family
members. Other states to recently pass legislation include Washington and the
District of Columbia with benefits beginning in 2020. Massachusetts, Connecticut
and Oregon also recently passed family leave benefits starting in 2021, 2022 and
2023, respectively. At least 16 other states have introduced similar legislation.

Figure 3

# \ program not active
HI
' @ No plan at this time

@ Active PFL programs
@ Introduced & rejected PFL
@ Pending PFL legislation

Passed PFL law, but
legislation
*First program in the U.S.
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Given that the types of qualifying leave under Proposition 118 essentially combine
these two types of paid leave programs under a single program, it is important to
compare both programs from other states, to the proposed single program in CO.
Since several of these states recently passed legislation that have not yet gone into
effect or went into effect earlier this year, they do not yet have annual financial
data available to evaluate their finance performance. Several of these states are
similar in that they provide some form of partial wage replacement during paid
family leave; however they differ in duration, funding mechanism, benefit amount,
job protection, and what constitutes a qualifying event.'

Figure 4
States With Enacted Paid Family Leave
. . New Rhode New . . District of
State California Jersey | Island York Hawaii | Washington Columbia
Effective Date 2004 2009 2014 2018 2019 2020 2020
Wage _9n0 o o o Up to o o
Replacement 60-70% 85% 60% 50% 90% Up to 90% Up to 90%
Length (weeks) 6 6 4 8 12 12to 18 2t0 8
Magéx\gﬁﬁk'y $1,300 | $881 | $887 |$840.70 | $650 $1,000 $1,000
Job Protection No No Yes Yes Yes Yes No

Given no annual utilization data is available for newly established paid leave
programs, the reference cases for program utilization come from the established
programs of California, Rhode Island and New Jersey. In addition, researchers with
the University of Denver’s School of Social Work, submitted several reports to the
Colorado FAMLI 2019 Task Force, including one which provides a detailed
comparison of program design across different states.

Figure 5

Utilization Rates of Other State Included in DU Report

Claims Rate Average_ Length of Leave
in Weeks
California, 2017 4.70% 13.2
New Jersey, 2017 2.50% 9.10
Rhode Island, 2017 7.10% 11.9

Source: University of Denver 2019 report submitted to Colorado FAMLI Task Force

For the purpose of our financial analysis of the program, it is most important to
understand the relative level of both coverage and benefit offerings, as this will
have the most significant impact on the likely costs. The higher the level of
benefits, the more people elect to use leave, and ultimately the annual costs to
cover those benefits must increase. Therefore, while the comparison to other states
is important, when trying to understand where Colorado’s likely utilization will rise
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to under Proposition 118, one must consider the relatively more generous benefit
structure compared to these other states in 2017.

As an example, California increased their benefit structure slightly since 2017 and
in 2019 experienced a claims rate of 5.4%, 15% higher than the 4.7% claims rate
shown in the above table for 2017.'

Wage Replacement Rate

In Figure 6 below, the wage replacement rate proposed under Proposition 118
would be substantially higher than the three reference states, starting at 90%. As a
major determinant for taking leave is whether or not the individual can afford to
forgo their normal wages, the higher the level of wage replacement, the higher the
probability someone would be interested in taking leave.

Figure 6
Wage Replacement Rate Compared to Other Select States

954
90
85
80+
75
704 ﬂ
65—

—\
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Wage Replacement Rate
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50
45 CA 2017
40 €0 2023
35
30
RI 2017
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Annual Wage

Note: Year shown is for 2023
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Figure 7

2023 Colorado

What Constitutes a Family Member?

2020 California

2020 New

2017 Rhode Island

2020 Washington

“Family member” means:

“Child” means,
regardless of age,
biological, adopted,
fostered, stepchild, legal
ward, child of domestic
partner, child to whom
the covered individual
stood, or a person to
whom the covered
individual stood in loco
parentis when the person
was a minor;

“Parent” means, a
biological, adoptive,
foster parent,
stepparent, legal
guardian of a covered
individual or covered
individual’s spouse or
domestic partner or a
person who stand in loco
parentis when the
covered individual or
covered individual’s
spouse or domestic
partner was a minor
child;

“Spouse” means, a
person to whom the
covered individual is
legally married under the
laws of any state or a
domestic partner of a
covered individual;

Grandparent, grandchild,
spouse, domestic
partner, or covered
individual;

Any other significant
personal bond that is or
is like a family
relationship, regardless
of biological or legal.

“Family member”
means child, parent,
spouse, or domestic
partner.

“Child” means a
biological, adopted, or
foster son or daughter,
a stepson or
stepdaughter, a legal
ward, a son or
daughter of a domestic
partner, or a son or
daughter of an
employee who stands
in loco parentis to that
child.

“Parent” means a
biological, foster, or
adoptive parent, a
stepparent, a legal
guardian, or other
person who stood in
loco parentis to the
employee when the
employee was a child.

In accordance with
section 297 of the
California Family Code,
“domestic partners are
two adults who have
chosen to share one
another’s lives in an
intimate and committed
relationship of mutual
caring.”

Jersey

“Family member”
means, a child, spouse,
domestic partner, civil
union partner or parent
of a covered individual.

“Child” means, a
biological, adopted, or
foster child, stepchild or
legal ward of a covered
individual, child of a
domestic partner of the
covered individual, or
child of a civil union
partner of the covered
individual, who is less
than 19 years of age or
is 19 years of age or
older but incapable of
self-care because of
mental or physical
impairment.

"Parent of a covered
individual" means, a
biological parent, foster
parent, adoptive parent,
or stepparent of the
covered individual or a
person who was a legal
guardian of the covered
individual when the
covered individual was a
child.

"Family member" means:

“Child” means regardless of
age, a biological, adopted or
foster child, stepchild or
legal ward, a child of a
domestic partner, a child to
whom the employee stands
in loco parentis, or an
individual to whom the
employee stood in loco
parentis when the individual
was a minor;

"Parent" means, a
biological, foster,
stepparent or adoptive
parent or legal guardian of
an employee's spouse or
domestic partner or a
person who stood in loco
parentis when the employee
or employee's spouse or
domestic partner was a
minor child;

"Spouse" means, a person
to whom the employee is
legally married under the
laws of any state, or a
domestic partner of an
employee;

A grandparent, grandchild
or sibling (whether of a
biological, foster, adoptive
or step relationship) of the
employee or the employee's
spouse or domestic partner;

Any other individual related
by blood or affinity whose
close association with the
employee is the equivalent
of a family relationship.

State

"Family member" means,
a child, grandchild,
grandparent, parent,
sibling, or spouse of an
employee.

"Child" includes a
biological, adopted, or
foster child, a stepchild,
or a child to whom the
employee stands in loco
parentis, is a legal
guardian, or is a de facto
parent, regardless of age
or dependency status.

"Parent" means, the
biological, adoptive, de
facto, or foster parent,
stepparent, or legal
guardian of an employee
or the employee's spouse,
or an individual who stood
in loco parentis to an
employee when the
employee was a child.

"Spouse" means, a
husband or wife, as the
case may be, or state
registered domestic
partner.

Summary of Findings of a Colorado Paid Leave Model

Purpose

To understand the economic and fiscal ramifications of Proposition 118, CSI
constructed a model to represent the different financial aspects of the program for
the first 7-years of collecting premiums, 2023 through 2029. The model is based on
a model developed by the Colorado Department of Labor and Employment in
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response to legislative policy debates in 2019, however it is updated to reflect the
program details of Proposition 118 and to include the most recent economic data
and demographic projections.

The model is constructed to estimate annual benefit payments, administrative
costs, and required contribution amounts for both employers and employees based
on several underlying factors.

Many factors are related to the specifics of Proposition 118, including the following;

¢ Maximum length of leave

Wage replacement formula

Cap in weekly benefits

¢ Maximum level of income used for contributions

Other model factors are related to economic and demographic projections of the
state.

e Total universe of potential workers to be covered

e Growth in average weekly wage

e Share of employment across different classes of employers stipulated in
Proposition 118 i.e. Self-employed, 2-9 employees, 10+ employees, state
government employees, and local government employees.

A more complete description of the model and model parameters can be found in
Appendix A.

Model Scenarios Range

Creating a model of the program is necessary to estimate anticipated costs, and to
represent the likely outcome in the most informed way possible. However, the
value of representative models is also in providing the ability to test alternatives
and to be able to determine the elements of the program which may prove to be
most impactful. A thorough sensitivity analysis and scenario testing of the model
revealed that of the model inputs, the degree to which the program is utilized,
including the combination of claims rate and average length of leave, ultimately
impacts the degree to which the program is more or less affordable. And given the
fact that the proposition language includes a premium cap of 1.2% of wages, the
alternatives also show the degree to which the program can remain solvent or could
require further legislative action.

The following table shows the range of utilization across currently established state
paid leave programs, along with the range of utilization from expert analysis
submitted by the University of Denver School of Social Work. For the purposes of
the research, and as is often the convention used in other reports, utilization
reflects the combined effects of the claims rate and the average length of leave.
The claims rate reflects the total number of claims that receive payment, divided by
the total number of people eligible to make claims. The average length of leave is
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shown in weeks and represents the total length of leave across all claims divided by
the number of claims.

And administrative costs represent the costs to manage and administer claims as a
percent of benefit payments.

Timing of Utilization

Most research on the utilization of paid leave suggests that the rate of utilization
increases over time as covered workers gain more awareness of the program and
become more likely to take the leave. The final actuarial report for the
recommendations provided by the 2019 FAMLI Task Force, produced by AMI Risk
Consultants, Inc.", assumed an annual growth rate in utilization of 3.53%. This
growth rate indicates that after 5 years the utilization rate will increase by 15% and
36% by year 10. Therefore, it is likely that the utilization of the program will be
lower in the first year or two prior to escalating to a level where it will stabilize,
which is described in other studies as well.

As such, the scenarios presented here do not intend to suggest that the utilization

levels will remain flat from year-to-year. They are modeled as remaining constant

for the years 2024 through 2029, both for the purpose of showing the level of the

cost, and to show the different effects over time due to the interaction with the set
rate in the first two years and a capped or un-capped rate in the later years.

Figure 8

Table of Comparison of Actual or Estimated Utilization Levels

Claims Rate | Average Length of Leave (Weeks)
Low End - Based on University of Denver StudyV 5% 8.9
Higher End - Based on University of Denver Study 7% 11.4
CA 2019 Actual 5.45% 13.12
NJ 2018 Actual 4.08% 8.80
RI 2017 Actual 7.10% 11.90
Prop 118 Fiscal Note Estimate 3.53% 12.00

Based upon the observed and projected range, the following set of results show the
estimated direct financial impacts of Proposition 118 using the COPFML Model.
While the range of claims and average length of leave was demonstrated to be
wider, the Figure 9 shows the range used to produce the results shown in Figures
10 - 16.

Figure 9
O Range 10 OF pdel Re
Claims Rate Average Weeks of Leave Admin Costs
Low 5 9 6.0%
Middle 7 10 8.0%
High 9 11.5 10.6%
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Low

Claims Rate - A 5% claims rate reflects the lower bound of the suggested range
provided by researchers at the University of Denver in their report to the 2019
Colorado FAMLI Task Force.

Average Weeks of Leave - The same DU report showed that the simple average
for the average weeks of leave across the three states of California, Rhode Island
and New Jersey in 2017 was 8.9. This value was rounded to 9 as the lower range as
no other state, except New Jersey, which has a much shorter length of leave,
experienced an average length of leave this low.

Administrative Costs - While the DU study estimated administrative costs to be
just 3% of benefits, this was much lower than several other reports provided to the
2019 FAMLI Task Force. While AMI estimated an expense ratio of 7%, Pinnacol
estimated a 10% rate. 6% was assumed as a lower end estimate.

Middle

Claims rate - A 7% claims rate was assumed for the middle range, given this was
the higher value in the University of Denver report submitted to 2019 task force.
The low end assumed claims rate in the AMI FAMLI task force report was estimated
to be 6.9%.

Average weeks of leave - An average of 10 weeks of leave was assumed as the
middle value, as a point between the higher value of 11.5 and the lower value of 9.

Administrative costs- An administrative cost of 8% of benefits was used as a
value between the high value of 10.6% and the low value of 6%.

High

Claims rate - Since the level of benefits proposed in Proposition 118 is greater
than other existing programs with a history of claims, it is very likely the level of
claims will be higher than in other states, particularly for paid leave claims related
to caregiving. While it is possible that the claims rate could be higher, 9% was
assumed for the higher range estimate.

Average weeks of leave - The weighted average across for the average weeks of
leave across the three states of California, Rhode Island and New Jersey in 2017
was estimated to be 11.4 weeks. Given California and New Jersey have recently
expanded their benefits, it likely those estimates will increase in future years.
However, given the cap in the number of allowable weeks of leave of 12 under
Proposition 118, 11.5 was assumed as an appropriate upper bound estimate.

Administrative costs- The upper bound of administrative cost was estimated at
10.6%, yet it is likely that the costs could escalate to this level and beyond. The
10.6% rate was assumed given this is the ratio of administrative expenses for
Colorado’s Unemployment Insurance (UI) benefit program. Given this program is
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already managed under the Colorado Department of Labor and Employment
(CDLE), the same department where paid leave will be managed, this appears a
reasonable comparison. Costs were estimated based on the total appropriation to
the UI program in the 2019 Long Bill, divided by the total benefit costs for 2019. It
should be noted that, the administrative costs of the UI program jump to 14% in
the current long bill, however given those are being influenced by COVID-19 related
spending, it is too early to tell if those additional costs will be permanent.

The COPFML Model was constructed to be able to estimate results based on two
potential outcomes.

Capped Model: This scenario restricts the program premium growth to not
exceed 1.20% as stipulated in the proposition. This would mean that if utilization
grew beyond a certain point, the benefits payments would start to require funds
from the 35% collection buffer or even make it so that the fund would become
insolvent, given the premium could not rise to a necessary level beyond 1.2%.

Un-capped Model his scenario assumes that if the premium needed to rise
beyond the 1.2% set in statute, then legislation would need to be enacted to
amend the premium limit and the rate would continue to rise to the needed level.
The first two years of the program are still assumed to remain fixed at .9%.

The “"Capped” Model

To be able to gauge the solvency of the paid leave program as defined exactly in
Proposition 118, it is necessary to assume that the premium rate cannot in-fact go
above the statutory cap.

Figure 10 shows the results from the capped model, across two metrics;

e The difference between the benefits in the current year, and the
contributions collected in the previous year.
e The projected surplus in the fund at the end of the year.

Given that the cost of current year benefits are expected to be covered by the
premium collections in the year prior, the first metric in the table reflects when the
fund may begin to see cash flow issues and face heightened solvency concerns. If
the second metric goes negative, then that reflects more definitive evidence that
the fund would run out of money to pay benefits.

While the model does not assume any of the following responses, if either of the
solvency metrics go negative it would likely trigger one of the following 3 outcomes.

e It would push the fund to insolvency and claims would go unpaid.
e The fund could become insolvent and the Division of Paid Family and Medical
Leave would issue revenue bonds to generate cash to cover claims in the
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short-run that would then need to be paid off through higher premiums in
the long-run.

e The state legislature would intervene to change the law to reduce benefit
levels, though this would not improve an immediate solvency crisis.

As shown in Figure 10, the level of benefit payments in 2024 would be larger than
the 2023 collection for both the middle and high scenario given the starting
contribution rate of .9%. The values drop in the out years as the model assumes
that the model quickly increases the premium to the 1.2% cap, yet for the high
scenario it is still not enough to cover the benefits. While the benefits may be
slightly higher than the previous year collections, the model is not projected to see
a year-end deficit until 2025 of the high scenario.

Given the high scenario shows a deficit over multiple years, it would not be feasible
to fund the initial shortfall with a revenue bond. Rather, the premium cap would
need to lifted, or benefits would need to be reduced.

Figure 10

Solvency of Program Under Different Levels of Utlization ($Millions, Nominal)

Difference Between Annual Benefits + Admin Minus Previous Year Collections
Scenario 2024 2025 2026 2027 2028 2029
Low $316 $316 -$141 $68 $29 $30
Middle -$257 -$298 $158 $167 $176 $188
High -$1,055 -$1,153 -$743 -$782 -$825 -$867
Annual Fund Balance at End of Calendar Year
Scenario 2024 2025 2026 2027 2028 2029
Low $1,640 $1,557 $1,685 $1,685 $1,872 $1,974
Middle $1,067 $1,316 $1,578 $1,854 $2,145 $2,452
High $269 -$337 -$976 -$1,650 -$2,360 -$3,107

“Un-capped” Model

The following results in Figures 11 through 16 show the model results for the un-

capped model. The implication of this is that the program will not go insolvent,

unless there is a major swing in utilization from year to year, as the premium rate

would just increase to cover the increase in benefit payments.

For this framework the model results are characterized into three groupings given
the different impacts observed across each one. Those three grouping are described
in this report as;

e Year1land 2 - 2023 and 2024 - Fixed .9% premium

e Year 3 and 4 - 2025 and 2026 The first two years of a variable premium

e Years 5 through 7+ - 2027 through 2029 - Where the premium would
stabilize
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Year 1 and 2 - Fixed .9% premium

The first year that the PFML program would collect a payroll premium for all
covered employees will be in calendar year 2023. 2024 is the second year of
collecting premiums and the first year of paying benefits. It is likely that utilization
will be lower in the first year and grow over time as more people become aware of
it, which is what has been observed in other states. Given the fixed premium, and
no prior years of claims experience to gauge the exact utilization, there still
presents some risk that the program would become insolvent. However, that that
risk is relatively low, given the fund will have one full year of collections, and then
as benefits start to be paid, the fund will grow as collections increase. This could
pose some risk for years 3 and 4, but that will be outlined in the next section.

Figure 11

Year 1 & 2 - 2023 & 2024 -First Two Years of .9% Fixed Premium

($Millions Nominal)

2024

2023 T ow [ Middle High
Premium Rate 0.90% 0.90% | 0.90% 0.90%
Total Premiums Collected $1,295 | $1,365 | $1,365 $1,365
Employee Share of Premiums (50%) $725 $764 $764 $764
Employer Share of Premiums (50%) $570 $601 $601 $601
Total Benefit Payments $0 $924 $1,437 $2,125
g:.:‘il;::t Yr Benefits Minus Previous Year 0.90% 0.90% | 0.90% 0.90%

Based on the program results above, below are the costs per employee across a
range of wages. These reflect the total costs and as the legislation is currently
written, the employee and most employers would split the annual premium 50/50.

Figure 12

Year 1 & 2 - 2023 & 2024 - Premium Cost Per Employee by Year and

Scenario ($ Nominal) Employee and Employer Share Equal to 50% of Total

Annual $ Amount of Premium
2023 2024

Premium Rate 0.90% 0.90% 0.90% 0.90%
Annual Wage

$35,000 $315 $315 $315 $315
$45,000 $405 $405 $405 $405
$50,000 $450 $450 $450 $450
$75,000 $675 $675 $675 $675
$100,000 $900 $900 $900 $900
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Years 3 and 4 - The first two years of a variable premium

Following the first year of benefit payments in 2024, the payroll premium
contribution rate is set directly by the Department Administrator based upon a
formula established in Proposition 118. The formula specifies that the premium rate
that is to be used to will be set to a level that collects 135% of the current year
benefits plus administrative costs minus “net assets.”

The model shows that depending on the level of utilization in the first year, and

whether or not, the original .9% payroll premium is sufficiently high enough, year 3
and 4 have the most potential to see the largest swings. If .9% is too low, then in

year 3, the premium must overcompensate, and rise much more quickly to
replenish the surplus and have funds available for year 4.

Figure 13

Year 3 & 4 — 2024 & 2025 -

First Two Years of Vari

ble Premium ($Millions, Nominal)

2025 2026
Low Middle High Low Middle High
Premium Rate 0.61% | 1.91% | 3.72% | 0.73% | 1.16% | 1.76%
Total Premiums Collected $965 | $3,043 | $5,919 | $1,234 | $1,954 | $2,956
Employee Share of Premiums (50%) | $540 |$1,704 | $3,313 | $691 | $1,094 | $1,655
Employer Share of Premiums (50%) $425 | $1,339 | $2,605 | $543 $860 | $1,301
Total Benefit Payments $989 | $1,539 | $2,276 | $1,043 | $1,623 | $2,399

Based on the program results above, Figure 14 shows the costs per employee

across a range of wages for years 3 and 4.

Figure 14

Year 3 & 4 - 2024 & 2025 - Premium Cost Per Employee by Year and

Scenario ($ Nominal

Employee and Employer Share Equal to 50% of Total

Annual $ Amount of Premium
2025 2026

Scenario Low Middle High Low Middle High
Premium Rate 0.61% | 1.91% | 3.72% | 0.73% | 1.16% | 1.76%
Annual Wage

$35,000 $212 $669 $1,301 $257 $407 $616

$45,000 $273 $860 $1,673 $331 $524 $792

$50,000 $303 $955 $1,858 $367 $582 $880

$75,000 $455 $1,433 | $2,788 $551 $873 $1,321

$100,000 $606 $1,911 | $3,717 $735 $1,164 | $1,761
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Years 5 through 7+ - Stabilized Premium

By year 5, or 2027, the annual volatility in the premium rate will be more stable.
Therefore, these years reflect what may be closer to the true premium rate
required to fund the level benefits at the time, as the rate no longer needs to
fluctuate to account for the fixed rate in the first two years.

Figure 15

Year 5 - 7+ - 2027 through 2029 -

How Program Would Stabilize Over Long-Run ($Millions, Nominal)

2027 2028 2029

Low Middle High Low Middle | High Low Middle | High

) 0.71% 1.13% 1.70% 0.71% 1.12% | 1.70% | 0.71% | 1.13% | 1.70%
Premium Rate

zgff'e'c't’;zmi“ms $1,257 | $1,992 | $3,014 | $1,324 | $2,098 | $3,174 | $1,396 | $2,211 | $3,346

Employee Share
of Premiums $704 $1,115 | $1,687 $741 $1,174 | $1,777 | $782 | $1,238 | $1,873
(50%)

Employer Share
of Premiums $553 $877 $1,327 $583 $923 | $1,397 | $614 $973 | $1,473
(50%)

Total Benefit $1,100 | $1,710 | $2,529 $1,159 | $1,803 | $2,666 | $1,221 | $1,899 | $2,807
Payments

Based on the program results above, Figure 16 shows the cost per employee across
a range of wages for years 5 through 7.

Figure 16

Year 5 -7+ - 2027 through 2029 -

Premium Cost Per Employee by Year and Scenario ($ Nominal) Employee and
Employer Share Equal to 50% of Total

Annual $ Amount of Premium
2027 2028 2029
Premium Rate 0.71% | 1.13% | 1.70% | 0.71% | 1.12% | 1.70% | 0.71% | 1.13% | 1.70%
Annual Wage
$35,000 $249 $394 $596 $249 $394 $596 $249 $394 $596
$45,000 $320 $507 $766 $320 $506 $766 $320 $507 $767
$50,000 $355 $563 $852 $355 $562 $851 $355 $563 $852
$75,000 $533 $844 | $1,277 | $533 $844 | $1,276 | $533 $844 | $1,278
$100,000 $711 | $1,126 | $1,703 | $710 | $1,125 | $1,702 | $711 | $1,126 | $1,703
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Costs to the State of Colorado

The fiscal note accompanying Proposition 118 includes an expenditure estimate
across three years, FY2022 through FY2024 which encompasses several facets of
the program.

e Administrative costs
¢ Benefit payments
e State government employer costs

The program administrative costs will be covered by the premium collections which
are set to start in 2023. However, those contributions won’t begin to accrue until
that year and can’t be used to fund 2023 related expenses. There are also
anticipated expenses in 2021 and 2022 that will likely need to be covered by
revenue bonds issued by the new government enterprise.

The program benefit payments similarly are expected to be covered by the annual
contributions.

The final cost to the state is related to its role as an employer. Similar to private
sector employers, the state will be responsible for covering the wage premium for
their eligible state workers. Figure 17 shows the estimated increases in state
expenses across the three modeling scenarios described in the earlier sections of
the paper.

Figure 17

State Employer Costs - Share of state employee premiums

2023 2024 2025 2026 2027 2028 2029

Low $38.5 $40.6 $28.7 $36.7 $37.4 $39.4 $41.5
Middle $38.5 $40.6 $90.5 $58.1 $59.2 $62.4 $65.7
High $38.5 $40.6 $176.0 $87.9 $89.6 $94.4 $99.5

Observations on Indirect Economic Impacts Related to a
One-Size-Fits-All Paid Leave Program

One of the concerns among opponents of paid family leave is the costs imposed on
businesses and employers. Employers could face indirect costs from the need to
hire replacement workers, reassign work tasks or coordinate employee schedules.

Employers could also experience cost savings if workers who would have otherwise
quit instead return to their jobs and reduce turnover rates."

Benefits

Proponents of paid family leave have cited numerous benefits including ensuring
the economic security of workers, their families, and their employers through
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improved labor market attachment and higher wages; increased long-term labor
force participation for caregivers; improved job retention for both low- and high-
paid workers, higher employee morale, and reduced employee stress; and
decreased need for public assistance programs. Several studies have cited that
offering paid family leave improves business productivity by boosting

employee morale and making it easier for businesses to retain skilled workers."!

Progressive wage replacement schemes (wherein lower-paid workers have a higher
replacement rate than higher-paid workers) and wage replacement caps are tools
that can help ensure that low-paid workers receive sufficient wage replacement
while containing program costs. Higher-paid workers are also more likely to have
savings to help finance periods of leave compared to lower-paid workers. Sufficient
wage replacement can improve take-up rates—especially for low-paid workers.

Disproportionate Impacts

Access to paid family leave also varies considerably by industry and by size and
type of the employer. According to the National Compensation Survey, access to
paid family leave is most prevalent among professional and technical occupations
and industries, high-paying occupations, full-time workers, and workers in large
companies. More than 40% of workers in the information supersector have access
to the benefit, followed by finance and insurance (38%), and professional and
technical services (32%). By contrast, workers in the leisure and hospitality and
construction supersectors have among the lowest rates of access to paid family
leave among the supersectors, 8% and 6%, respectively."" Therefore, costs are
greater for those companies where labor costs are more and most likely face larger
consequences.
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EXHIBIT 2 | As Wages Increase, So Does Paid Family Leave Coverage

Coverage (%)

S0
40
Finance and insurance
Information
30 Manufacturin
\ € Professional, scientific, and
: technical services
Transportation
and warehousing
\ Educational
20 Other '
services Sentcee=
% Health care and social assistance
------------------------------ Ngmmm A e e R e m e m e e e e s m e m e m e s em - == - AVETagE: 14%
Retail trade N ~Wholesale trade
10 O utilities
e dati Real estate and rental & leasing
commodation .
and food services i .Cons.tructlon
J Administrative and support and waste
management and remediation services
0 50,000 100,000
Average annual wage (3)

Sources: US Bureau of Labor Statistics, National Compensation Surveys, 2010, 2015, and 2016, and National Industry-Specific Occupational
Employment and Wage Estimates, 2015.
Note: Paid family leave coverage data for the private sector; national average includes public-sector workers (excluding the federal government).

Several indirect costs from a one-size-fits-all paid leave program to employers
include:

e Firms face higher costs if they want to cover 100% of employees’ wages
o While workers at the lower wage scales will have 90% or near 90% of

their wages replaced, roughly 18% of workers would have 60% of less
of their wages replaced. While employers will save the money that is
paid to their employees through the state paid leave benefit while on
leave, they may still prefer to cover a higher share of their employees’
wages. The net costs will depend on several factors, but in some
cases, firms will face increased net costs from if they just 100% self -
funded the benefit. This may be justification for an employer to opt-
out of the program. Given this dynamic would likely occur from higher
wage firms, it would put more pressure on the premium rate to
increase given a larger share of lower wage jobs, which receive a
larger wage replacement, would remain in the program.

e Firms face higher costs if they need to replace hours of employees on leave.
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o The largest indirect cost for many firms could be the extent to which
they need to replace the worker who is on leave. This could take the
form of more overtime for current workers or as the temporary
replacement of the worker on leave. While paid leave programs may
prevent some level of lower turnover overall, the costs associated with
hiring and training a temporary worker, along with their direct pay
present higher burdens for some industries such as restaurants, while
presenting less of a burden for other such as professional services.

e Pressure faced by many companies will mean that employees will likely pay a
higher share of premium through reduced wages

o A concern among businesses are their ability to remain profitable while
replacing employee wages. Opponents of paid family leave argue that
costs could be high for businesses operating on thin profit margins.
Firms that have thin profit margins and higher labor costs will most
likely experience a larger impact on their bottom lines than firms that
have wider profit margins.

o The one-size-fits-all policy could disproportionally impact small
businesses since they have smaller profit margins compared with large
firms. Some could lay off employees or cut hours, wages or other
benefits. Some firms may be forced to close entirely, unable to afford
the expenses that accompany government mandates.

These indirect costs will play out different for every company in Colorado. Some will
see their costs actually go down, as employees take on a large direct role in funding
the benefit. Others will see their costs go up, as the nature of their business require
that 100% of the time employees are on leave be replaced by another worker.

The 2019 corporate income tax net collections on businesses was $655 million.* In
2025, the total premiums to be paid by employers could total over $1.34 billion.
This would be an effective increase of the corporate income tax of 204%.

Creating broad outlines for different types of firms, the differing impacts between a
hypothetical restaurant compared to a hypothetical biotech firm can be better
understood.

For a restaurant paying the average industry wage across 30 employees, with a
margin of 3%, that must replace 100% of the workers who take time off, would see
a net cost increase of $4,771 or $159 per employee. That would represent a 10%
decrease in their already low margin.

On the other hand, a higher wage biotech company with 200 employees and only
needing to replace 50% of their employees that take leave, they would see a
$148,970 direct cost reducing their 15% margin by 2.4%.

While these two examples do not represent any specific company, they provide
some valuable insights into how a single one-size-fits all program will have different
impacts across companies throughout the state.
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Self Employed & Contractors

Many self-employed workers and independent contractors are excluded from paid
family leave programs. These exclusions can impact restaurants, construction,
transportation drivers, etc. who are often misclassified as contractors. Workers in
many of these industries face added barriers to access paid family leave. Recently,
Colorado’s gig workers and contractors can now apply for UI benefits due to COVID-
19.

Self-employed workers, independent contractors, and consultants typically have to
make both employer and employee contributions to access benefits. This
contribution requirement could be cost-prohibitive for these workers if they are
required to pay more than traditional employees to access paid leave. However,
some states such as Washington have devised contribution plans that allow self-
employed workers and independent contractors to pay the full cost (employer-
employee) for certain provisions like paid family leave but only pay the employee
portion for other benefits like medical leave. These provisions can serve to reduce
contribution costs for independent contractors and self-employed workers. A
mandated and state-funded benefit could cause employers to hire more workers
who are not typically eligible for the benefits including part-time or contract
workers.

Conclusion

Paid leave benefits provide a critical compensation element for many employers and
employees across Colorado. While Proposition 118 proposes to create a statewide
paid family and medical leave program, that could be accessed by most employees
across the state, voters should be aware of the program’s potential costs.

The modeling results show that for $50,000 in wages, workers could pay $178 to
$425 in direct premiums, representing an 8% to 18% increase in state personal
income related taxes on those wages.

On top of the direct costs, employees could pay up to 50% of their employers share
of the premium in the form of a wage cut. Depending on each firm’s specific
circumstance, the pressure to cut costs elsewhere, or reduce wages could be felt
not just by the direct cost of the program, but also by the indirect costs.

Ultimately, Coloradans have a choice if establishing this new universal benefit is
worth the cost.
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Appendix A - Model of Proposed Paid Family and Medical
Leave Insurance Program

The COPFML model used the estimate the results shown in this report was
constructed to reflect the details of the policy prescribed in the statutory changes
written in Proposition 118. The model framework is largely based on a model
developed by the Colorado Department of Labor and Employment (CDLE) and
shared during the 2019 legislative session during the debate surrounding the 2019
FAMLI Family Medical Leave Insurance Program (SB19-188). However, while the
framework is similar, the model has been updated with more recent data, and
included many changes to reflect the difference in Proposition 118. CDLE staff had
no involvement in the process of updating and calibrating the model assumptions,
variables or linkages described below.

Baselines and Input Data

To develop the figures for future years’ premium rates and collections, benefit
payments, and year-end fund balances, our first step was to gather inputs and
estimate variables relevant to the structure of the proposed program as it’s outlined
in the measure’s legal text. These inputs and estimations are as follows:

Social Security Cap

Per the final draft of Proposition 118, employee premiums can only be collected on
wages earned at and below the Social Security cap. Annual reports by the Board of
Trustees of the Federal Old-age and Survivors Insurance and Federal Disability
Insurance Trust Funds project Social Security cap levels in current and future
years; the values we use in the model come directly from the most recent of these
reports (2020).

Premium Rates for Years 1 and 2

The total wage premium rate for 2023 and 2024 is fixed at .9% of wages earned
below the Social Security cap. The employer share and the employee share of the
total premium are exactly half in all program years.

Weekly Wages

Since benefit payments vary by the wage levels of their recipients, the model’s
results depend upon Colorado’s average weekly wage. The FY2020 average weekly
wage, as reported by the director of the Colorado Division of Workers’
Compensation is $1,123.71; to project the levels in future years, we grew this
baseline value at yearly rates matching those we developed which reflect Social
Security cap growth (delineated above).

Wage Distribution

The CDLE, in its projections which inspired CSI's model, reported a contemporary
estimate of the share of workers earning different portions of Colorado’s annual
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weekly wage from the Colorado LMI Gateway. We retained the CDLE’s wage
distribution numbers and did not alter them for any of the model’s years.

Employment

Proposition 118’s premiums are assessed to employers differently based upon their
employee counts and sectors of operation. To capture the extent of the variability,
the model required estimates of the numbers of workers at firms with 10
employees or more, workers at firms with between two and nine employees, state
government employees, local government employees, and self-employed* people in
each year it examines. These were developed by comparing under-inclusive (absent
sole proprietorships) 2019 industry and size-class data from the U.S. Bureau of
Labor Statistics against over-inclusive (inclusive of part-time and dual employment)
similar 2019 data from the U.S. Bureau of Economic Analysis as reported by the
Colorado Demographer’s Office. The shares of total employment estimated for each
firm category were held constant across the length of the projection, and the raw
values were adjusted year-to-year by the Colorado Demographer’s Office’s
projected rates of state employment growth.

Model Process

The model calculates each future years’ premium rate, by first quantifying the
estimated benefit payments that would be required in the following year. To
achieve this, the model calculates the following processes:

Calculation of Total Premiums Collected

The two broad components of total premium collection are the employee share,
which all eligible employees pay, and the employer share for eligible firms with 10
or more employees and state government. Employers who employ fewer than 10
workers and those self-employed do not pay employer premiums.

The number of eligible employees is the sum of all employment estimates after
adjustment by the assumed opt-out rates for local governments, the self-employed
and standard employers with their own qualifying family leave schemes. These two
totals are dispersed according to the model’s wage distribution numbers among
levels of Colorado’s average weekly wage between 0% and 230%+ separated by
10% intervals (230%+ is represented by a proxy value of 300%). Actual weekly
wage numbers are then reported on each of these strata, maximized at the Social
Security cap, and multiplied by 52 and the employee shares of each year’s premium
rate, then again by the numbers of employees at each wage level, to produce sum
totals of premiums charged to employees.

The total employer contribution to each year’s total premium collections is
calculated in the same manner save that its primary input is instead the number of
employees working at firms with 10 or more employees without their own qualifying
plans plus the humber of employees working in state government. This total is
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finally added to the total employee contribution, and the model reports the
resulting sum as the total value of annual premiums collected.

Calculation of Total Benefits Paid

The total yearly benefit payment is calculated by distributing the total number of
eligible employees by wage as in the premiums calculations, multiplying their
weekly wages by the average number of weeks of leave taken, the corresponding
wage replacement rates (informed by the Proposition text’s regulations about wage
replacement rates compared to average weekly wage and the weekly benefit cap,
which adjusts each year after 2024 to 90% of the average weekly wage), the
assumed claims rate, then by summing those totals for each wage level. The model
reports this sum as the total value of annual benefits paid by the insurance fund.

Calculation of Fund Net Assets

“Net assets,” appears in the text of Proposition 118 as the part of the equation for
determining the premium rate. In the model, it is estimated to be the fund’s year-
end balance minus its projected next-year liabilities/benefit payments. The fund
balance after each year is its previous-year balance plus total current-year
premiums collected less current-year benefits paid less current-year administrative
costs. The program’s projected liabilities total is 1.35 times current-year benefits
paid plus current-year administrative costs.

Calculation of Subsequent-year Premium Rates

The total premium rate in each year after 2024 is set at such a value that it will
cause the state to collect exactly 135% of previous-year total premiums plus
previous-year administrative costs less previous-year net assets, as prescribed in
the text of Proposition 118. The premium rates are calculated by dividing each
year’s required total premiums figure by the corresponding value of total wages
earned, then multiplying the result by a multiplier which reflects the condition that
some wages are subject only to half of each year’s total premium rate. Each year’s
total wages estimate is developed by multiplying weekly wages at each income
level by 52 and the number of interested employees at each income level, then
summing the resulting values. The results are premium rates which collect the
exact required values in the un-capped model, and which cannot exceed 1.2% in
the capped model.

Assumptions
Share of Employers Operating Approved Plans

The model assumes that 10% of private-sector employees will be covered by
approved employer leave plans. This value was informed by a 2017 Pew Research
Center survey which concluded that about 14% of civilian workers in the United
States have access to paid family leave and does not change between years.
According to the U.S. Bureau of Labor Statistics National Compensation Survey,
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18% of private industry workers have access to paid family leave. Our assumption
is somewhat lower to reflect the high standards which Proposition 118 sets for
private plans and the lack of clear data on not just existing access to benefits, but
on exactly what the levels of those benefits are.

Local Government Opt-out Rate

The model assumes that 50% of local government employees will not be counted
eligible for Proposition 118’s paid leave program due to local government opt-outs
permitted by the letter of the proposition. This number comes from the CDLE 2019
model (the 2019 FAMLI Family Medical Leave Insurance Program bill included
similar opt-out language concerning local governments).

Self-employed Opt-out Rate

Following the example of the local government opt-out figure, we assume in the
model that half of Colorado’s self-employed people will choose not to participate in
the program.

Claims Rates and Average Lengths of Leave

The various claims rates and average weeks of leave estimates in our scenarios are
informed by studies and actuarial analyses of the 2019 FAMLI Family Medical Leave
Insurance Program and from paid leave program experiences in California, New
Jersey and Rhode Island. We used several different claims rates and weeks of leave
averages in our scenarios to reflect the ranges of estimates others have supposed
and the differences between Proposition 118’s program and those in other states.

Administrative Costs

The program’s administrative costs are set by the assumptions in each scenario for
the years 2024 - 2029. The administrative costs for 2023 are set at $40,000,000. A
2016 memo on the fiscal impact of establishing a paid family and medical leave
program in Washington D.C. estimated the IT startup costs to be $40,000,000.%
The 2019 Washington State Comprehensive Annual Financial Report from the
state’s Office of Financial Management, indicated that the administrative expense
related to Paid Family and Medical Leave was $19M in FY 2019, the year prior to
collecting contributions.X

As an aside, if the 2023 costs were $60M instead of $40M, for the middle scenario,
it would add an additional .01% to the 2025 premium.

Administrative costs for the years 2024 through 2029 are set as a percent of the
annual benefit payments. This is a convention often used in describing the
administrative costs of state benefit programs as it partially reflects the costs of
scaling the state’s administrative tasks with the level of claims volume. The
description of the range for administrative costs for 2024 through 2029 are
provided in the scenario results section of this report.
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