
Why Cannabis Companies Struggle to Get Proper
Insurance Coverage

The cannabis industry continues to grow at an unprecedented pace, driven by expanding legalization, rising
consumer demand, and investment opportunities. Yet, beneath the surface of this growth lies a significant
vulnerability: underinsurance. Many cannabis businesses believe they’re adequately protected until an
incident exposes costly gaps in their coverage.

From fire damage and theft to product recalls and cyber breaches, underinsurance can quickly become a
financial nightmare. Understanding why these gaps exist and how to address them is critical for ensuring the
long-term stability and resilience of cannabis operations.

Below, we explore the five key reasons cannabis businesses remain underinsured and practical steps to
correct them.

1. Limited Insurance Availability

Federal Uncertainty Restricts Coverage Options

One of the most pressing issues facing cannabis businesses is the limited availability of insurance.
Traditional insurers often steer clear of the industry due to cannabis’s ongoing federal illegality in the United
States. Despite growing state-level legalization, the federal classification of cannabis as a Schedule I
substance creates uncertainty and risk for insurers.

As a result, many cannabis companies are left with few options, forcing them to rely on niche or non-
admitted carriers that offer limited policies at higher premiums. This lack of choice often leads to partial
coverage that doesn’t fully address the unique operational, legal, and reputational risks cannabis companies
face.

Work with Specialized Cannabis Insurance Providers

Businesses should partner with brokers and underwriters who specialize in the cannabis sector. These
professionals understand industry-specific exposures—such as crop loss, contamination, theft, and
compliance violations—and can tailor coverage accordingly.

Specialized insurers are more familiar with state laws, cannabis product classifications, and the operational
nuances of cultivators, manufacturers, distributors, and retailers. Working with them ensures policies are
comprehensive and compliant, even in an evolving legal environment.

2. Misunderstanding Coverage Needs



The Challenge: General Policies Don’t Cover Cannabis-Specific Risks

A common misconception among cannabis entrepreneurs is that general business insurance provides full
protection. However, standard policies typically exclude many cannabis-related risks, such as crop loss due
to mold, theft of high-value inventory, or liabilities arising from product consumption.

For example, a dispensary might carry general liability insurance but lack product liability coverage—leaving
them exposed if a consumer experiences adverse effects or alleges mislabeling. Similarly, cultivators often
underestimate the importance of coverage for equipment breakdown, crop failure, or contamination events.

The Solution: Conduct a Comprehensive Risk Assessment

The first step toward proper protection is understanding your true exposure. A thorough risk assessment
evaluates every aspect of operations—from cultivation and processing to distribution and retail.

This assessment should cover:

Product liability – for contamination, labeling errors, or adverse reactions.
Property and crop insurance – to protect greenhouses, grow operations, and harvests.
Cyber liability – for dispensaries and delivery services handling sensitive customer data.
Directors and officers (D&O) insurance – for protection against management decisions or investor
disputes.

By aligning insurance policies with operational risks, cannabis businesses can minimize surprises when
claims arise.

3. High Premium Costs

The Challenge: Expensive Policies Drive Businesses to Underinsure

Insurance for cannabis companies is notably more expensive than for comparable industries. Federal
prohibition, cash-heavy operations, and perceived risk contribute to higher premiums and stricter
underwriting standards.

To save money, some operators opt for lower coverage limits or skip certain policies altogether, leaving
major risks uncovered. Unfortunately, when a loss occurs, these cost-cutting decisions can prove catastrophic
potentially jeopardizing the entire business.

The Solution: Balance Cost and Coverage Strategically

Rather than reducing coverage, cannabis businesses can manage costs through strategic planning and
negotiation. This includes:

Bundling policies to gain discounts from insurers offering multi-line coverage.
Implementing risk mitigation strategies, such as improved security, quality control, and compliance
systems.
Working with an experienced broker who can compare coverage options, negotiate favorable rates, and
identify underwriters open to the cannabis market.

While premiums may seem high initially, comprehensive coverage protects against financial losses that can
far exceed policy costs.
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4. Regulatory Complexity

The Challenge: Evolving Rules Create Coverage Confusion

No two states regulate cannabis the same way. Licensing, product testing, packaging, and compliance
requirements can differ significantly between jurisdictions and are constantly changing. This patchwork of
rules makes it difficult for businesses to know what level of coverage they need to remain compliant.

Additionally, insurers themselves often require detailed proof of compliance before issuing or renewing
policies. Any lapse or inconsistency can lead to denied claims or voided coverage.

The Solution: Stay Informed and Work with Cannabis-Savvy Professionals

Keeping up with regulatory changes is essential. Businesses should collaborate with insurance brokers, legal
counsel, and compliance consultants who specialize in the cannabis industry. These professionals can
interpret state and local requirements, help maintain compliance documentation, and ensure policies reflect
the latest regulations.

By proactively managing compliance, cannabis companies reduce the likelihood of policy disputes and
coverage denials protecting both their licenses and their assets.

5. Underestimating Business Growth

The Challenge: Rapid Expansion Outpaces Insurance Adjustments

The cannabis market is dynamic businesses can scale quickly through new cultivation facilities, additional
dispensary locations, or expanded product lines. However, many companies fail to update their insurance
policies to reflect this growth.

As new assets, employees, or territories come online, outdated policies may not cover them, creating
dangerous coverage gaps. This oversight often isn’t discovered until a loss occurs, by which time it’s too late.

The Solution: Conduct Regular Insurance Reviews

To stay protected, cannabis businesses should review and update their insurance coverage at least once a year
or immediately after major operational changes. This includes:

Expanding cultivation capacity or adding facilities.
Launching new product categories, such as edibles or concentrates.
Entering new state markets or forming partnerships.

Regular reviews ensure insurance aligns with current operations, protecting new investments and reducing
exposure to unforeseen risks.

Building a Safer Future for Cannabis Businesses

Underinsurance in the cannabis industry is a solvable problem. It begins with awareness understanding that
traditional insurance models rarely fit this complex, evolving sector. By working with specialized brokers,
conducting detailed risk assessments, and staying proactive about coverage updates, cannabis businesses can



protect their investments and ensure long-term stability.

At Cannabis Risk Manager, our team understands the unique challenges cannabis companies face. We offer
insurance solutions designed to safeguard every aspect of your operation from cultivation to retail.

To learn how Cannabis Risk Manager can help protect your business and ensure full coverage, contact
info@cannabisriskmanager.com.
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