
Minimum Revenue, Loss History & Risk Profile
Needed for a Captive

Captive insurance is often presented as a silver bullet for rising premiums and limited coverage in the
cannabis industry. In reality, not every operator is ready for a captive—and moving too early can create
financial strain or compliance risk.

This article explains the minimum revenue, loss history, and risk profile typically required for a successful
captive, with cannabis-specific considerations to help operators self-assess before pursuing a feasibility
study.

 

Why Readiness Matters in Cannabis Captives

Captives are insurance companies, not tax strategies or short-term cost fixes. Regulators, actuaries, and the
IRS expect:

Predictable, insurable risk
Real risk transfer and distribution
Financial capacity to sustain losses
Strong governance and documentation

Cannabis operators that meet these benchmarks tend to see long-term premium stabilization, improved
loss control, and retained underwriting profit. Those that don’t often struggle or fail.

 

1. Minimum Revenue Thresholds

While there is no statutory revenue minimum, most captive managers and actuaries look for scale.

Typical Revenue Benchmarks

$10M–$15M+ annual revenue ? Entry-level viability
$25M–$50M+ annual revenue ? Strong candidate
$75M+ annual revenue ? Ideal for single-parent captives

Why Revenue Matters

Supports consistent premium flow
Allows diversification across multiple risk types



Provides capital strength to absorb volatility

? Smaller operators may still qualify via group captives or cell structures, especially if risk controls are
strong.

 

2. Insurance Spend: The Hidden Metric

Revenue alone isn’t enough. A more important indicator is annual insurance spend.

Most successful captives:

Replace $500,000–$1M+ in annual premiums
Cover hard-to-place lines such as:

Product liability
General liability
Workers’ compensation
Cyber, recall, or employment practices

If your premiums are minimal, the administrative and capital costs of a captive may outweigh the benefits.

 

3. Loss History: What’s “Good Enough”?

A common misconception is that captives require perfect loss history. In reality, actuaries look for
predictability, not zero losses.

What Strong Loss History Looks Like

3–5 years of consistent claims data
Loss ratios that are explainable and improving
No catastrophic or unmanaged loss patterns
Documented corrective actions after incidents

Red Flags

Large uninsured losses
Repeated claims from the same root cause
Poor or missing claims documentation
No formal safety or compliance response

Captives reward operators who learn from losses, not those who pretend they don’t exist.

 

4. Risk Profile: The Most Critical Factor



Two cannabis companies with the same revenue can have very different captive readiness depending on
risk maturity.

Strong Risk Profile Indicators

Formal safety programs (OSHA, GMP, SOPs)
Documented compliance systems
Regular training and audits
Centralized incident reporting
Executive involvement in risk management

Weak Risk Profiles Often Include

Reactive compliance
Inconsistent SOPs across locations
Minimal claims analysis
No dedicated risk ownership
Overreliance on brokers alone

Captives work best when paired with active risk control, not passive insurance buying.

 

5. Operational Complexity & Structure

Certain business models are more captive-friendly:

Higher Readiness

Multi-state operators (MSOs)
Vertically integrated companies
Operators with manufacturing or branded products

Lower Readiness (But Not Disqualified)

Single-location dispensaries
Early-stage brands
Companies with limited operating history

Structure matters because captives thrive on risk diversification and scale.

 

6. Capital & Governance Readiness

Beyond revenue and losses, captives require:

Initial capitalization (often $250K–$1M+)
Board governance and annual meetings
Actuarial reviews and audits
Regulatory filings and compliance



Operators must be willing to treat the captive as a regulated financial entity, not a side project.

 

Quick Self-Assessment Checklist

You may be ready for a captive if:

? Annual revenue exceeds $15M
? Insurance spend exceeds $500K
? 3+ years of loss data available
? Claims are explainable and improving
? Risk management is proactive, not reactive
? Leadership supports long-term strategy

If several boxes remain unchecked, a group captive or phased approach may be a better first step.

 

Final Thoughts

Captive insurance is not about size alone—it’s about discipline, data, and durability. Cannabis operators
who meet the minimum revenue, loss history, and risk profile thresholds position themselves to:

Gain control over insurance costs
Improve safety and compliance outcomes
Convert insurance spend into a strategic asset

The right next step is always a formal feasibility study, not assumptions.
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