
Captive Insurance vs. Reinsurance: Key
Differences Explained

Understanding Captive Insurance and Reinsurance: How Cannabis
Businesses Can Manage Risk Effectively

Cannabis operators face a unique set of financial and operational risks. From compliance challenges and
product liability to property damage and crop loss, the stakes are high. Traditional insurance solutions may
not always offer the flexibility, coverage, or cost-effectiveness required in this rapidly evolving sector. That’s
where captive insurance and reinsurance come into play, offering tailored solutions for businesses willing to
take a more strategic approach to risk management.

While these terms are often used interchangeably, they are distinct mechanisms serving different purposes.
Understanding the differences between captive insurance and reinsurance is crucial for cannabis operators
looking to protect their assets, reduce costs, and maintain long-term financial stability.

What Is Captive Insurance and Why Cannabis Companies Are
Turning to It

Captive insurance is a form of self-insurance in which a company creates its own insurance subsidiary to
cover risks that may be difficult or expensive to insure through traditional carriers. Unlike conventional
insurance, the company owns and controls the captive, allowing for customized policies that specifically
address the business’s unique exposures.

For cannabis companies, captives offer several advantages:

Tailored coverage: Captives can provide coverage for industry-specific risks such as crop loss,
product recalls, regulatory fines, or employee benefits. Traditional carriers may exclude or limit
coverage for certain cannabis-related exposures due to federal restrictions.
Cost control: By eliminating intermediaries and managing claims internally, captives can reduce
insurance premiums over time.
Risk retention and financial flexibility: Companies can retain a portion of their risk, invest premium
dollars, and potentially benefit from underwriting profits.
Access to specialized risk management: Captive structures encourage companies to implement robust
risk management practices, which can further reduce claims and operational losses.

Setting up a captive typically involves establishing a legally recognized insurance entity, often in a
jurisdiction that supports such structures, such as Vermont, Bermuda, or the Cayman Islands. While the setup
requires capital and regulatory compliance, many cannabis operators see it as a long-term investment in
financial resilience.

https://cannabisriskmanager.com/dont-risk-it-7-reasons-to-get-cannabis-insurance-in-2025/
https://cannabisriskmanager.com/why-captive-insurance-companies-are-assigned-credit-ratings/


How Reinsurance Works: Sharing Risk Across the Insurance
Market

While captive insurance focuses on self-insurance, reinsurance is a strategy that allows insurance companies
to transfer part of their risk to another insurer. Essentially, a primary insurer known as the ceding company
pays premiums to a reinsurer in exchange for coverage against large or catastrophic losses. This helps
insurers maintain financial stability and take on larger or riskier policies without jeopardizing their solvency.

Key features of reinsurance relevant to cannabis companies include:

Risk diversification: By spreading large losses across multiple insurers, reinsurance reduces the
likelihood of a single catastrophic event financially crippling a company.
Capital relief: Reinsurance allows primary insurers to free up capital, enabling them to write
additional policies without exceeding regulatory limits.
Customized solutions: Reinsurance agreements can be tailored to cover specific types of losses,
industries, or events.
Stability for high-risk sectors: Cannabis businesses often face high volatility in liability or property
claims. Reinsurance ensures that their insurance providers can honor claims even under extreme
circumstances.

Reinsurance is usually purchased by insurance companies rather than individual businesses, but for cannabis
operators, understanding the role of reinsurance is critical. If a primary insurer providing coverage to a
cannabis company is reinsured, the company indirectly benefits from the financial protection offered by the
reinsurer.

Key Differences Between Captive Insurance and Reinsurance

Although both captive insurance and reinsurance are tools for managing risk, there are several important
distinctions:

Ownership and Control

Captive insurance: The business owns the insurance company and has direct control over policy
design, underwriting, and claims management.
Reinsurance: The business does not own the reinsurer. Reinsurance is a transaction between insurers,
and the cannabis operator is a policyholder of the primary insurer.

Risk Retention

Captive insurance: The company retains some or all of the risk, which can result in potential profit if
losses are lower than expected.
Reinsurance: The primary insurer transfers risk to the reinsurer, reducing the insurer’s exposure. The
cannabis business does not retain risk directly in most cases.

Customization

Captive insurance: Policies can be highly customized for niche or emerging risks specific to cannabis
operations.



Reinsurance: Typically structured to cover broad types of claims, though contracts can be tailored
between the ceding insurer and reinsurer.

Financial Implications

Captive insurance: Requires capital investment, ongoing regulatory compliance, and operational
oversight. Potential savings and investment income may offset costs over time.
Reinsurance: Involves premium payments to the reinsurer but requires less direct involvement from
the cannabis company. Financial risk is primarily borne by the insurer, not the policyholder.

Regulatory Considerations

Captive insurance: Subject to regulatory frameworks in the domicile jurisdiction, which may be
domestic or offshore. Compliance and reporting are essential.
Reinsurance: Governed by insurance laws applicable to the primary insurer and the reinsurer; the
cannabis company usually deals only with the primary insurer.

When Cannabis Businesses Might Consider Captive Insurance vs.
Reinsurance

The choice between utilizing captive insurance or relying on reinsurance depends on the size, risk appetite,
and operational complexity of the cannabis company:

Captive Insurance May Be Ideal for:

Multi-state operators with significant revenue and complex risk profiles.
Businesses that have difficulty obtaining adequate coverage in the traditional market.
Companies seeking to reduce long-term insurance costs and gain control over risk management.
Operators looking to create financial and operational flexibility while investing in preventive
strategies.

Reinsurance Is Typically Relevant When:

The cannabis company relies on a primary insurer for coverage but wants reassurance that claims will
be paid under catastrophic scenarios.
The insurer providing cannabis coverage uses reinsurance to maintain solvency and expand capacity.
Risk-sharing with larger financial institutions is needed without setting up a dedicated captive.

Potential Challenges and Considerations for Cannabis Operators

While both captive insurance and reinsurance offer advantages, cannabis businesses must also consider
potential challenges:

Initial capital requirements: Captives require upfront funding and ongoing reserves to pay potential
claims.
Regulatory complexity: Both domestic and offshore captive domiciles have regulatory hurdles and
reporting obligations.
Limited experience in the cannabis sector: Some reinsurers and insurance professionals are still
cautious about cannabis-related risks, requiring careful structuring of policies.



Operational oversight: Running a captive entails compliance, risk management, and actuarial
expertise.

Cannabis operators should work with experienced brokers, attorneys, and actuaries to evaluate which
approach fits their risk profile and long-term business strategy.

Strategic Risk Management Is Key in the Cannabis Industry

As the cannabis industry continues to expand, managing risk has become a critical component of operational
and financial stability. Captive insurance offers businesses direct control over coverage and the ability to
tailor policies for industry-specific risks, while reinsurance provides stability to primary insurers and,
indirectly, their cannabis clients.

Understanding the differences between these two risk management strategies is essential for cannabis
operators seeking to protect their assets, maintain compliance, and support long-term growth. By carefully
assessing risk exposure, capital availability, and regulatory requirements, cannabis companies can leverage
captive insurance, reinsurance, or a combination of both to build a robust and resilient insurance strategy.

Ultimately, strategic risk management through captive insurance or reinsurance is more than just financial
protection. It is a proactive investment in the sustainability and success of a rapidly evolving cannabis
business.

Reach out to Kirk Miller at kirk@pcfoy.com or Call him at 925 359 1472

For more information contact at info@cannabisriskmanager.com

Email: info@cannabisriskmanager.com | Phone: +415-226-4060

© Copyright 2025 Cannabis Risk Manager. All Rights Reserved

https://cannabisriskmanager.com/contact-us/

