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Risk Management Strategiesfor Cannabis
Businesses. Exploring Captives and Self-1nsured
Groups

The burgeoning cannabis industry presents unique challenges for businesses operating within it. From
regulatory uncertainties to product liability concerns, managing risks effectively is crucial for long-term
success. In this article, we delve into two alternative risk management strategies increasingly adopted by
cannabis businesses: Captives and Self-Insured Groups (SIGs).

Under standing Captives

Captive Insurance: Captive insurance involves a subsidiary company established by the parent company to
underwrite its insurance risks. For cannabis businesses, setting up a captive can provide greater control over
insurance costs, tailor coverage to specific needs, and access reinsurance markets that may otherwise be
inaccessible.

Benefits of Captivesfor Cannabis Businesses: Captives offer several advantages, including cost stability,
potential tax advantages, improved risk management, and the ability to customize coverage. In the volatile
cannabis industry, where traditional insurance options can be limited and costly, captives provide aviable
alternative for managing risks effectively.

Considerations Befor e Establishing a Captive: While captives offer numerous benefits, they also come
with challenges and considerations. Businesses must assess their risk profile, regulatory requirements,
capitalization needs, and ongoing management obligations before establishing a captive insurance company.

Exploring Self-Insured Groups (SIGs)

What are Self-Insured Groups?: SIGs are associations or groups of businesses that pool their resources to
self-insure against specific risks collectively. In the cannabis industry, SIGs provide an opportunity for
businesses to share risk and control insurance costs collaboratively.

Advantages of SIGsfor Cannabis Businesses: SIGs offer similar benefits to captives, such as cost savings,
customized coverage, and improved risk management. Additionally, SIGs allow smaller cannabis businesses
to benefit from economies of scale and access insurance markets that may otherwise be inaccessible to
individual entities.

Key Considerations When Joining a SIG

Before joining a SIG, cannabis businesses should evaluate the group’ s financia stability, claims history,
governance structure, and alignment with their risk management objectives. Additionally, businesses must
understand their obligations as members of the SIG and ensure compliance with regulatory requirements.

In an industry as dynamic and regulated as cannabis, effective risk management is essential for sustainable
growth and success. Captives and Self-Insured Groups offer cannabis businesses alternative strategies to



traditional insurance, providing greater control, flexibility, and cost-effectiveness in managing risks. By
exploring these options and understanding their implications, cannabis entrepreneurs can navigate the
complexities of the industry more effectively and safeguard their businesses for the future.
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