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Small Contractors. Unseen Risksand How Agents
Can Help

The cannabis industry has grown rapidly in recent years, creating a unigue and potentially lucrative market
for small contractors. Aslegal cannabis becomes more common, independent contractors are providing
essential services ranging from cultivation and production to distribution and marketing. But with these
opportunities come significant risks—many of which are unseen or poorly understood, especially for smaller
contractors who often lack the legal and financial resources of larger playersin theindustry. In this article,
we' Il examine the risks that small contractors face in the cannabis industry and explore how insurance agents
and brokers can offer specialized guidance to mitigate these risks.

The Expanding Role of Small Contractorsin Cannabis

Small contractors play a crucial role in the cannabis supply chain. In states where cannabisis legal, these
contractors provide awide array of services that support dispensaries, cultivation facilities, production labs,
and distribution networks. Some examples of common contracting roles in the industry include:

Cultivation Support: Contractors assist in planting, harvesting, and maintaining crops.

Product Processing and Manufacturing: Contractors help transform raw cannabis into products such as
oils, edibles, and topicals.

Transport and Distribution: Logistics contractors handle the transportation of cannabis from producers to
retailers.

Marketing and Branding: Many small businesses specialize in branding, packaging, and promoting
cannabis products.

However, the cannabis industry’ s complex regulatory environment creates unique challenges for contractors,
especialy those who lack formal backing from larger corporations. These contractors are often exposed to
financial, legal, and operational risks that may not be present in other sectors, underscoring the need for
specialized support.

Compliance Challenges and Regulatory Risks

One of the greatest challenges for small contractors in the cannabis industry is navigating an evolving web of
regulations that vary by state and municipality. Regulatory requirements may differ widely from one region
to another, and contractors must stay informed about shifting local and federa rules.

For example, cannabisremainsillegal at the federal level in the United States, meaning contractors can face
federal penalties despite operating within state laws. Even small compliance errors, such as incorrect
labeling, product mismanagement, or alapse in testing standards, can lead to hefty fines or legal issues. This
uncertainty and the risk of violating complex regulations can create significant challenges for contractors,



who may not have in-house legal teams to guide them through compliance.

How Agents Can Help: Insurance agents can provide contractors with specialized guidance on obtaining
compliance insurance, which covers fines, penalties, and legal fees related to regulatory issues. Agents can
also connect contractors with resources to stay current on changing regulations, helping them understand the
requirementsin their region and avoid costly mistakes.

Product Liability: Protecting Against Claims

Cannabis products are subject to strict health and safety standards, but small contractorsinvolved in
cultivation, processing, or packaging face liability risks if products cause harm to consumers. For example, a
contractor who packages cannabis-infused edibles could be held liable if a consumer experiences adverse
effects or if the product label provides misleading information.

Product liability claims can be devastating for small contractors, often involving extensive legal fees and
settlement costs. Even if the contractor isn’'t directly responsible, their involvement in the production process
can expose them to lawsuits.

How Agents Can Help: Insurance agents can help small contractors obtain product liability coverage, which
can cover the costs of legal defense, medical expenses, and potential damages in the event of alawsuit.
Agents can also advise on the appropriate level of coverage and help contractors assess any potential gapsin
their current policies.

Premises and Equipment Risks

Cannabis contractors often work with specialized equipment and, in many cases, hazardous materials. From
machinery in production facilities to equipment for cultivation, the cost of equipment failure, damage, or
theft can be amajor setback for small contractors. Additionally, some contractors, particularly those working
on-site at cultivation or manufacturing facilities, face physical hazards that increase their risk of injury.

For example, small cultivation contractors may use tools for trimming or equipment for drying, both of
which present injury risks. Even minor accidents can lead to costly medical bills or liability claims if
adequate safety measures aren’t in place.

How Agents Can Help: Agents can assist contractors in finding general liability and equipment insurance to
cover property damage, equipment failures, and injuries. They can aso provide guidance on the necessary
workplace safety measures and ensure that contractors have access to health insurance and workers
compensation to reduce out-of-pocket expensesin the event of an accident.

Intellectual Property Risksin Branding and M arketing

As the cannabis market becomes more competitive, branding and marketing contractors play apivotal rolein
differentiating products. However, creating brand identities or promotional content brings intellectual
property (1P) risks. For instance, a marketing contractor devel oping a unique logo or packaging could
inadvertently infringe upon an existing trademark. Similarly, creating brand content that doesn’t meet
regulatory advertising guidelines can lead to fines or lawsuits.

The cannabisindustry’s brand landscape is still relatively new, so there are risks of unknowingly using
similar names, logos, or images already in use. A small contractor caught in an IP dispute could face not only
high legal costs but also reputational damage.



How Agents Can Help: Specialized agents can assist marketing contractors by helping them obtain 1P
insurance to cover the costs associated with defending against infringement claims. They can also provide
resources and referrals to | P lawyers who specialize in cannabis law, ensuring contractors have support in
navigating potential brand conflicts.

Contractual Risksand Payment Uncertainty

Contracts in the cannabis industry can be more complex than in other sectors due to the regulatory
environment and payment structures. Some clients may experience payment delays because of banking
restrictions related to cannabis, leaving small contractors vulnerable to cash flow issues. Additionally,
contractors often work under loosely defined agreements, which can lead to disputes or non-payment.

If a contractor doesn’'t have a clear contract outlining payment terms, timelines, and project expectations,
they risk losing significant income. In cases where a client refuses payment or fails to meet contractual
obligations, the contractor may face financial instability.

How Agents Can Help: Insurance agents can help contractors secure surety bonds, which provide financial
protection if a client defaults on payment. Agents can also advise contractors on drafting detailed contracts
and recommend consulting legal professionalsto ensure all contractual agreements are clear and enforceable.

Cybersecurity and Data Privacy Risks

The cannabis industry increasingly relies on technology for managing operations, sales, and compliance,
making cybersecurity acritical issue. Contractors who handle sensitive information, such as client data or
product tracking information, are at risk of cyberattacks and data breaches. A cyber incident could lead to
data theft, operational disruptions, and loss of customer trust.

Many small contractors may not have the resources to implement robust cybersecurity measures, leaving
them vulnerable to phishing attacks, ransomware, and other forms of cybercrime. The consequences of a data
breach can be severe, including financial losses and reputational harm.

How Agents Can Help: Cyber insurance can protect contractors from losses associated with data breaches or
cyberattacks. Insurance agents can work with contractors to assess their cyber risks and recommend
appropriate coverage. They can aso provide resources for improving cybersecurity practices, such as secure
data storage and employee training programs.

Environmental and Crop Risks

For contractors working in cultivation, environmental risks are amajor concern. Cannabis crops are sensitive
to changes in temperature, humidity, and light, and unexpected events—like fires, floods, or pest
infestations—can lead to crop loss. Small contractors who lease land for cultivation or assist in growing may
be especially vulnerable to these risks, as they may not have control over certain environmental factors.

Additionally, contractors working on-site in environmentally sensitive areas could face penaltiesif they fail
to meet state or federal environmental regulations. Environmental fines, crop loss, and equipment damage
can have serious financia implications.

How Agents Can Help: Insurance agents can recommend crop insurance and environmental liability
insurance, which can cover losses resulting from natural disasters, pest infestations, or environmental
compliance issues. This coverageis especially important for small contractors who may not have the
financial flexibility to recover from unexpected environmental |osses.



Employment Practicesand Liability

Contractors who hire employees, even on a short-term basis, face liability risks related to employment
practices. Disputes over wages, discrimination claims, and wrongful termination lawsuits can create financial
and legal problems for small businesses. In the cannabis industry, where labor laws are till evolving,
contractors may unknowingly fall afoul of employment regulations.

Small contractors often have minimal human resources support, leaving them at a disadvantage in addressing
employment issues proactively. Employment disputes can drain a contractor’ s resources and harm their
reputation.

How Agents Can Help: Agents can assist contractors in securing employment practices liability insurance
(EPLI), which provides coverage for employment-related claims. They can also connect contractors with HR
consultants to ensure that hiring and workplace policies comply with state and federal laws.

How Agents Provide Essential Support for Small Contractorsin the Cannabis Industry

The cannabis industry presents unique opportunities and risks, especially for small contractors who are
critical to the industry’ s success. From regulatory compliance and I P risks to payment uncertainties and
environmental challenges, the obstacles contractors face require specialized support. Insurance agents and
brokers play acrucial role in helping contractors identify potential vulnerabilities, navigate complex
regulations, and secure tailored coverage to protect against avariety of risks.

For small contractors working in the fast-evolving cannabis sector, partnering with knowledgeable agentsis
essential. Agents offer not only insurance solutions but also access to resources and expert referrals that help
contractors safeguard their businesses and build sustainable operations. By mitigating unseen risks and
providing essential support, insurance agents empower small contractors to thrive in a highly regulated and
dynamic industry.
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