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Captives Driving Security and Stability for Cannabis Operators:
How Risk Management Solutions Are Strengthening the Industry

The cannabis industry continues to expand rapidly across the United States, with legalization for medical and
adult-use cannabis opening new markets and opportunities. However, growth comes with significant risks.
From regulatory compliance and product liability to theft, property damage, and cyber threats, cannabis
operators face challenges that traditional insurance markets are often reluctant to cover.

For many businesses, particularly multistate operators (MSOs) and vertically integrated companies, access to
comprehensive, affordable, and tailored insurance is critical. This is where captive insurance companies or
captives are emerging as a powerful tool to provide stability, risk management, and financial security for
cannabis operators navigating a highly complex market.

Understanding Captive Insurance: A Primer for Cannabis
Operators

Captive insurance is a self-insurance mechanism where a company or group of companies forms an insurance
entity to cover specific risks that traditional insurers may not adequately address. Unlike standard insurance
policies, captives are owned and operated by the business(es) they insure, giving operators greater control
over coverage, premiums, claims, and risk mitigation strategies.

There are two primary types of captives that cannabis operators can leverage:

Single-Parent Captives: Tailored Protection for One Operator

A single-parent captive is owned and operated by a single cannabis company to insure its own risks. This
model allows operators to design policies that reflect the unique operational realities of their business,
including cultivation, manufacturing, retail, and distribution activities.

Benefits of single-parent captives include:

Customized coverage for risks not available in the commercial market
Greater control over claims handling and loss prevention
Potential tax advantages, depending on jurisdiction
Improved financial predictability by stabilizing insurance costs

Group Captives: Shared Strength for Smaller Operators



Group captives allow several unrelated cannabis companies to pool their risks and premiums together. This
model enables smaller operators to access benefits typically reserved for larger firms, such as reduced costs
through economies of scale and enhanced bargaining power with service providers.

Key advantages of group captives include:

Spreading risk across multiple businesses
Access to more comprehensive coverage than individual insurers may offer
Enhanced credibility when negotiating with banks, landlords, and investors
Collective resources for loss prevention, training, and safety programs

Why Captives Make Sense for Cannabis Operators

Cannabis is unique as an industry because it operates in a hybrid legal environment. Federal prohibition
limits access to traditional banking and insurance, while state-level regulations impose strict compliance
standards. Captives provide a solution for operators looking to manage these gaps.

Some specific ways captives support cannabis businesses include:

Managing Regulatory and Compliance Risks

Cannabis companies must navigate a complex regulatory landscape that differs across states. Captives can
provide coverage that addresses regulatory penalties, compliance audits, and legal expenses, helping
businesses mitigate the financial impact of potential violations.

Reducing Reliance on the Traditional Insurance Market

Many traditional insurers either exclude cannabis-related risks or impose prohibitively high premiums.
Captives give operators control over how much coverage they carry and how claims are managed, providing
a stable alternative to an unpredictable market.

Incentivizing Safety and Risk Mitigation

By directly linking premiums to operational safety, captives incentivize businesses to implement best
practices. Safety programs, employee training, and loss prevention initiatives not only reduce claims but also
create a culture of responsibility that strengthens the entire organization.

Enhancing Financial Predictability

For cannabis businesses, cash flow is critical. Premium fluctuations in the traditional insurance market can
make budgeting difficult. Captives stabilize insurance costs and allow operators to plan for long-term growth
without being blindsided by unexpected rate hikes.

Implementing a Captive: Steps for Cannabis Operators

While captives offer significant advantages, they are not plug-and-play solutions. Successful implementation
requires careful planning, regulatory compliance, and ongoing management. Key steps include:

1. Assessing Risks and Coverage Needs



Operators must evaluate the specific risks they face, from cultivation and processing to retail operations and
cybersecurity. This assessment forms the foundation for captive design and ensures that coverage aligns with
operational realities.

2. Partnering With Experienced Captive Managers

Cannabis captives operate within a highly regulated financial and legal environment. Experienced captive
managers can navigate state insurance laws, advise on compliance, and structure policies to optimize
financial and operational benefits.

3. Engaging Legal Counsel Familiar With Cannabis Law

Legal guidance is critical when forming and managing a captive. Attorneys with expertise in both insurance
and cannabis law help operators avoid pitfalls, maintain compliance, and ensure contracts and policies reflect
both state and federal requirements.

4. Securing Initial Capital and Ongoing Reserves

Captives require upfront capital to fund initial operations and establish reserves for future claims. Operators
must ensure sufficient liquidity to maintain financial stability while covering potential losses.

5. Designing Policies and Coverage Parameters

Coverage must be tailored to the business’s unique exposures. Captives can address property, liability,
product recall, regulatory compliance, cyber risks, and even niche areas such as transportation of cannabis
products.

6. Establishing Governance and Oversight Structures

Captives need clear governance to ensure accountability, transparency, and adherence to regulatory
requirements. This includes board oversight, financial reporting, audit procedures, and ongoing risk
management reviews.

7. Monitoring and Adjusting Over Time

As cannabis businesses grow and the regulatory landscape evolves, captive policies must adapt. Regular
reviews of claims, premiums, and coverage ensure the captive continues to meet the company’s needs and
provides value over the long term.

Challenges and Considerations in Cannabis Captives

While captives offer stability and flexibility, operators must recognize potential challenges:

High Initial Costs: Forming a captive can require significant capital investment, making it more
feasible for larger operators or cooperative groups.
Regulatory Complexity: Compliance with insurance regulations is mandatory and requires ongoing
attention.
Expertise Requirements: Successful management relies on experienced professionals who understand
both insurance and cannabis law.



Market Perception: Stakeholders, including banks and investors, may require education about
captives to understand their benefits and security.

Captives as a Cornerstone of Cannabis Industry Stability

As the cannabis industry matures, operators must proactively manage risk. Captive insurance provides a
mechanism for businesses to gain stability, reduce reliance on traditional insurers, and incentivize a culture of
safety and compliance.

By understanding the types of captives available, partnering with experienced managers and legal counsel,
and implementing best practices in risk management, cannabis companies can turn uncertainty into
opportunity.

In an industry where federal prohibition, market fluctuations, and regulatory complexity create constant
challenges, captives offer a way for operators to secure their operations, protect their employees, and ensure
sustainable growth.

The takeaway is clear: for cannabis operators serious about long-term success, captives are more than a risk
management tool, they are a strategic advantage.
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