
How Cell Captives Help Cannabis Companies
Control Risk

Understanding Cell Captives: Not Prisons, But Strategic Insurance
Solutions for Businesses

When insurance professionals discuss “cells” as a structural option for captive insurance companies, they are
not referring to correctional facilities or prisons. Instead, cell captives are an innovative solution within the
broader landscape of captive insurance, offering organizations a flexible, cost-efficient alternative to
traditional single-parent captives.

A captive insurance company is a licensed entity owned and operated by the organizations it
insures—whether that is a corporation, nonprofit, or industry association. By creating a captive, companies
can customize coverage to directly address their unique risks, gain underwriting profits that would otherwise
go to a third-party insurer, and actively manage claims and loss trends. Cell captives bring all these benefits
while reducing the complexity and cost associated with establishing a standalone captive.

How Cell Captives Function: Comparing Apartments to Single-Family Homes

Think of a traditional captive as a single-family home, fully constructed, owned, and maintained by one
family. The owner controls everything: materials, architects, location, and ongoing maintenance. In contrast,
a cell captive operates more like a multi-tenant apartment building.

In this analogy, the entity operating the cell captive—the “core”—constructs and maintains the apartment
building. Individual companies, or “cells,” then rent apartments within this structure. Each cell is responsible
for capitalizing its own space based on the risk it retains, but it benefits from the existing infrastructure,
expertise, and regulatory approvals managed by the core.

Each cell maintains separate assets and liabilities, protecting participants from exposure to other cells’
financial obligations. Cell owners have no interaction with other tenants’ risks, allowing them to tailor their
insurance programs precisely to their operations.

The Role of the Core: Administrative Oversight and Regulatory Compliance

The core serves as the central hub of the cell captive. It contributes the initial capital to establish the facility,
holds the necessary licenses, and ensures compliance with all regulatory requirements. Additionally, the core
manages relationships with regulators, auditors, and other key service providers.

Contracts with captive managers and other service providers are negotiated by the core, granting each cell
access to professional management at a fraction of the cost it would take to operate independently. New cells
benefit from a turnkey structure, bypassing the extensive and time-consuming processes involved in forming
a single-parent captive from scratch.



This centralized oversight provides a scalable, efficient framework, enabling rapid expansion and operational
consistency while maintaining the legal and financial separation of each cell.

Advantages of Cell Captives: Lower Costs, Greater Control, and Access to Reinsurance

Cell captives offer a range of strategic advantages that make them appealing for organizations seeking more
control over risk management:

1. Segregated Risk – Each cell is insulated from the liabilities of other participants, allowing focused and
precise management of risks.

2. Lower Operating Costs – Shared infrastructure and centralized administration reduce expenses
compared to standalone captives.

3. Capital Efficiency – Cells require lower capitalization because they leverage the core’s financial and
operational resources.

4. Tailored Coverage – Each cell can customize its insurance program to reflect its unique exposure
profile, avoiding the one-size-fits-all approach of commercial insurance.

5. Dividend Potential – Profitable cells may return surplus capital to participants as dividends, creating
additional financial benefit.

6. Access to Reinsurance – Cell participants can negotiate directly with reinsurers, potentially reducing
premiums and expanding coverage options.

For industries with high risk or difficulty obtaining traditional insurance, cell captives offer a practical path to
risk mitigation while enabling cost savings and operational flexibility.

Industry Collaboration Through Sponsored Cell Captives

Sometimes, an organization within a specific industry may choose to sponsor a cell captive, establishing the
core structure and then offering cells to other businesses in the same sector. This approach allows the
sponsoring organization to leverage its expertise, improve industry-wide risk management, and create
opportunities for companies that would otherwise struggle to obtain coverage independently.

Sponsored cell captives can foster collaboration, promote standardized best practices, and strengthen overall
resilience in emerging or high-risk industries. They are particularly valuable when regulatory, operational, or
cost barriers prevent individual organizations from forming their own captives.

Legal Structures and Domiciles: Navigating Jurisdictional Variations

Cell captives exist in several legal forms, including incorporated, segregated, sponsored, series, and protected
structures. Historically, many captives were established offshore due to favorable legal and regulatory
conditions. However, a growing number of U.S. states have enacted laws to encourage domestic cell captive
formation, making them increasingly accessible for American businesses.

Understanding the nuances of each legal structure is critical. Differences in liability segregation, regulatory
oversight, tax implications, and administrative responsibilities can significantly impact both the risk profile
and operational efficiency of the captive. Partnering with experienced captive managers, legal advisors, and
actuaries ensures organizations select the most appropriate structure for their objectives.

Pre-Feasibility Analysis: Determining If a Cell Captive Fits Your Organization

Before committing to a cell captive, companies should conduct a comprehensive review of their historical
losses, premiums, and risk objectives. Captive consultants can perform a pre-feasibility analysis, combining



quantitative data review with qualitative interviews and key performance indicator assessments.

Organizations that are uncomfortable with retaining risk—or lack the operational sophistication to manage a
captive effectively—may not be good candidates for any type of captive insurance structure. A careful
assessment helps align the captive solution with strategic business objectives and long-term financial
planning.

Implementation and Management: Expertise Is Critical for Success

Cell captive implementation requires specialized expertise from professionals in insurance, actuarial science,
tax law, and regulatory compliance. Ongoing management includes planning, forecasting, and monitoring
risk exposure, ensuring that the captive remains solvent, compliant, and effective in addressing organizational
risks.

Professional guidance throughout the process is essential to avoid common pitfalls, maximize the financial
benefits of the structure, and ensure long-term viability. Well-managed cell captives can serve as strategic
tools, providing organizations with control, flexibility, and resilience in a rapidly evolving insurance market.

The Future of Cell Captives: Scalable, Efficient, and Flexible Risk Management

Cell captives represent a powerful risk management option, particularly for industries with complex
exposures, regulatory challenges, or difficulty obtaining conventional coverage. By combining the benefits of
a traditional captive with lower costs, faster implementation, and operational support, cell captives are
increasingly seen as an optimal solution for organizations seeking both financial and strategic advantages.

As more jurisdictions embrace domestic cell captive legislation, and as industry knowledge expands, these
structures are likely to become a mainstream solution for businesses seeking to take control of their insurance
programs, mitigate risk efficiently, and maximize capital utilization.
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