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This report was prepared by the Emerging Issues and Innovation (EII) Committee of the Wholesale & Specialty 

Insurance Association (WSIA). This paper does not reflect the opinion of WSIA; rather, its intended use is as 

a “food for thought” paper, gathering open-source information and the combined insurance industry 

experience of committee members to serve as a starting point for insurance professionals considering issues, 

technologies and world events that may have an impact on the surplus lines industry. Members of the 

Committee are not technical experts in these issues nor does this paper provide their opinions or advice on the 

underlying topic, though the hope of the Committee is by gathering this information as a beginning point on 

new and emerging trends or issues, they can encourage readers to think independently and seek additional 

sources regarding the issues and topics discussed herein. All substantive information provided within this paper 

is the work of the cited source and WSIA and the Committee do not claim any interest or title in the work. 

Questions regarding cited sources should be made directly to the author or source of the cited material. Contact 

the WSIA offices at info@wsia.org or 816.741.3910 or visit www.wsia.org to learn more about the Committee 

and WSIA.  
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Executive Summary: 
 

The issue of cannabis in the modern context refers to the provision in 33 states of cannabis 
products for consumption in the face of continuing federal prohibition. As of this writing 33 states, 
the District of Columbia, Puerto Rico and Guam all allow the sale of cannabis in some form including 
recreational use or on the basis of a medical prescription. This legal cannabis industry could reach a 
total of $57 billion in economic activity worldwide by the year 20271, and spending in North America 
alone is forecast to reach $47.3 billion in the next decade (according to Arcview market Research and 
BDS Analytics).   

Its importance to the insurance industry stems both from its potential for growth, as outlined 
above, and the current discord between federal and state law. A Pew survey in fall 2018 found that 
62% of Americans want to see cannabis legalized2. As mentioned above, over half of U.S. states and 
territories have allowed some form of cannabis sale under their own statutes. However, the federal 
government still classifies cannabis as a schedule 1 drug, which creates uncertainty for those in the 
cannabis business and those supporting business entities such as insurers and banks. A lack of federal 
safe harbors for banks and insurers doing business with cannabis companies has led to a major 
slowdown in development as cannabis providers find it difficult to procure the funds and insurance 
policies needed to operate3. At the same time, providing coverage for cannabis has the potential to be 
a highly lucrative and evolving opportunity for insurers. Analysis by PropertyCasualty360 indicates 
there are potential impacts for many lines of insurance from P&C to cyber, and industry leaders 
continue to see millions in opportunities for growth.4  

The cannabis industry is typically known for two types of businesses: cultivators that do the 
growing, and dispensaries that do the selling.  However, this is only the “tip of the iceberg” of 
businesses operating in the cannabis industry.  There are laboratories focused on product testing, 
value-added manufacturers creating products like edibles and concentrates, industry-specific data 
platforms, and professionals from attorneys to marketers.  The cannabis industry can also be looked 
at in two ways: Plant-touching businesses and Ancillary businesses.  Plant-touching businesses handle 
the cannabis plant itself which consists of cultivating, processing, and selling/distributing.  These 
businesses are generally subject to the strictest regulations facing the industry and must navigate 
complicated licensing processes before they can start. Ancillary businesses are all the companies in the 
space needed to support the actual growth, processing and sale of the cannabis product.  These include 
software/data platforms, agriculture-tech companies, point-of-sale systems, payment processors, 
digital marketers, attorneys, accountants, banks, insurers, and more.  These are the same companies 

 
1 Harman, P. “Legalized marijuana: Opportunity or time bomb? Pt. 1.” PropertyCasualty360. April 1, 2019. 
https://www.propertycasualty360.com/2019/04/01/legalized-marijuana-opportunity-or-time-bomb-part-
1/?slreturn=20190518103804  
2 Flowers, S. “The budding US cannabis industry needs normal access to business banking and insurance.” Green 
Entrepreneur. June 12, 2019. https://www.greenentrepreneur.com/article/334776  
3 Flowers, S. “The budding US cannabis industry needs normal access to business banking and insurance.” Green 
Entrepreneur. June 12, 2019. https://www.greenentrepreneur.com/article/334776  
4 Harman, P. “Legalized marijuana: Opportunity or time bomb? Pt. 1.” PropertyCasualty360. April 1, 2019. 
https://www.propertycasualty360.com/2019/04/01/legalized-marijuana-opportunity-or-time-bomb-part-
1/?slreturn=201905181038041; Harman, P. “Finding the opportunities in legalized marijuana – Pt. 3.” 
PropertyCasualty360. April 3, 2019. https://www.propertycasualty360.com/2019/04/03/finding-the-opportunities-in-
legalized-marijuana-part-3/  

https://www.propertycasualty360.com/2019/04/01/legalized-marijuana-opportunity-or-time-bomb-part-1/?slreturn=20190518103804
https://www.propertycasualty360.com/2019/04/01/legalized-marijuana-opportunity-or-time-bomb-part-1/?slreturn=20190518103804
https://www.greenentrepreneur.com/article/334776
https://www.greenentrepreneur.com/article/334776
https://www.propertycasualty360.com/2019/04/01/legalized-marijuana-opportunity-or-time-bomb-part-1/?slreturn=20190518103804
https://www.propertycasualty360.com/2019/04/01/legalized-marijuana-opportunity-or-time-bomb-part-1/?slreturn=20190518103804
https://www.propertycasualty360.com/2019/04/03/finding-the-opportunities-in-legalized-marijuana-part-3/
https://www.propertycasualty360.com/2019/04/03/finding-the-opportunities-in-legalized-marijuana-part-3/
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that are needed in any other industry to support business processes. While they are also subject to 
strict regulations, they are keeping a close eye on what materializes at both the state and federal level.   

An awareness of the risks and opportunities stemming from cannabis is an enterprise-wide 

point of analysis for specialty insurers and brokers. The regulatory risks suggest entrance into the 

market must be a senior-level decision, taken after sober consideration of opportunities and risks. 

Nation-wide enterprises may find their level of risk varies from state-to-state, as one area embraces 

recreational cannabis while another strictly regulates only medicinal cannabis. Additionally, as a new 

area of risk, the lack of available data or experience will require engaging skillsets from across the 

entirety of the business. Claims representatives of Topa Insurance Company have noted their 

expectation that most claims would be in the area of product liability has not panned out.5  Aside 

from merely the business-related aspects, HR professionals should consider the impact on their 

workforce of permissive state laws conflicting with prohibitionist Federal laws. No aspect of the 

business can turn a blind eye entirely to the issue, especially as it promises to be a continuing area of 

debate in coming years.  As the cannabis story continues to take hold, our stance is that actors in the 

industry must make their own decisions on a state-by-state basis and the authors of this document 

have considered the question of legality but do not have the answer.  Anyone looking to enter the 

cannabis industry should seek the input and counsel of those able to give them expert and updated 

advice.  

 

Implications:  
• Conflicting state and federal laws, emerging standardization of business practices, and rapidly 

evolving regulations have largely discouraged insurers from participating in this market. 
Cannabis is currently an illegal substance under the Controlled Substance Act (CSA), which 
classifies it as a Schedule 1 drug. 

• In the US, cannabis and CBD is subject to Federal Drug Administration (FDA) approval 
under the Federal Food, Drug, and Cosmetic Act.  The FDA has approved three drugs using 
cannabinol (CBD) as of the date of publication.  

• A provision in the 2018 Farm Bill removed hemp from the list of Schedule 1 controlled 
substance and therefore the US Drug Enforcement Administration (DEA) does not 
consider hemp-driven cannabinoid (CBD) as a controlled substance subject to the CSA.  
This has contributed to a rise in the use of hemp-derived CBD products which are expected 
to surge to $20 billion by 2024.  With recorded sales of only $19 billion in 2018, this 49% 
compound annual growth rate is staggering. Some of this rise is in the cannabis beverage 
market with pot-infused drinks and the recent trend is CBD (not THC) beverages that can 
be sold outside of dispensaries.  Established beauty brands (cosmetic companies) experiment 
more with hemp seed oil-based products versus CBD products, but expect to see 
conglomerate brands become more involved with CBD over time as regulation and 
effectiveness become more clearly defined. 

 
5 Jergler, D. “Early cannabis insurance claims experience differs from expectations.” Insurance Journal. May 29, 2019. 
https://www.insurancejournal.com/news/national/2019/05/29/526984.htm  

https://www.insurancejournal.com/news/national/2019/05/29/526984.htm
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• Cannabis-related businesses face many risks and obstacles, the biggest involving theft, 
general liability and product liability.  General liability, including product liability, may 
potentially be impacted by claims, lawsuits and other issues related to commercially sold 
cannabis related products and services.  In addition, such activity could potentially impact 
professional liability for medical services as well as potential impacts on directors and 
officers (D&O) liability policies and coverage implications for the industry. 

• Cannabis-related businesses functioning within state legislation face severe banking 
restrictions due to federal regulations.  Business are being forced to handle large sums of 
cash.  Traditional “big” banks have backed away from supporting Cannabis 
industry/businesses, therefore more credit unions / co-ops are picking up these 
accounts.  This has created a big opportunity for security and safe companies to come in as 
the Cannabis businesses have to physically manage large amounts of cash.  Since state and 
federal laws are not aligned, cannabis businesses are having to operate on a cash-only basis, 
which creates public safety risks, opportunities for tax evasion, money laundering and other 
white-collar crimes.  This has also created an environment of uncertainty for banks, causing 
them to avoid participating and leading to the cash-only basis of the industry. 

• New cryptocurrencies are popping up in order to fill the gap that current cannabis related 
restrictions on traditional banking have created.  In recent years, some cryptocurrencies have 
cropped to support cannabis transactions, like PotCoin and HempCoin.  Cannabis startup 
Paragon recently launched its own blockchain-based cryptocurrency, Paragon Coin, as well 
as a 4,300 square foot marijuana friendly coworking space in LA.  Cryptocurrencies could 
solve the current cash-in-transit issue and allow cannabis businesses to transfer funds 
without being implicated. 

• The popularity of cannabis-infused products, such as edibles, increases the risk of product 
liability and safety recalls.  Standard general liability coverages account for these claims in 
non-cannabis businesses, but most insurers hesitate to provide such coverages for cannabis 
related businesses due to the legal uncertainties. 

• Individuals using cannabis also face insurance challenges ranging from legal issues to 
coverage deficiencies.  Users may be faulted in workers’ comp claims or subject to 
employment-disqualifying drug screening.  Insurers offering medical treatment options may 
have policies preventing the use of cannabis in treating a patient’s condition.  Auto insurance 
rates may be influenced by elevated risks associated with drivers under the influence, though 
research is conflicted on whether and at what level driving under the influence of marijuana 
can have an impact6.  Complicating the situation is the lack of standardized methods for 
roadside detection of impairment levels. 

• Ancillary insurance products/services to cannabis industry are being affected where insurers 
are rejecting risks because of their association to cannabis industry (for example security 
companies cannot get coverage because they are providing services to cannabis 
businesses).  Also, insurers are walking away from offering other coverages (property 
coverage, BOP coverage, transportation, etc.) to cannabis businesses.     

 
6 Sewell, R., Poling, J. and Sofuoglu, M. “The effect of cannabis compared with alcohol on driving.” NCBI. May 1, 2010. 
https://www.ncbi.nlm.nih.gov/pmc/articles/PMC2722956/  

https://www.ncbi.nlm.nih.gov/pmc/articles/PMC2722956/
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• US is monitoring Canada to determine the outcome of their federal support of the cannabis 
industry.   In October 2018, Canada became the second country in the world to formally 
legalize the cultivation, acquisition, possession, and consumption of cannabis and its by-
products. 

• Lloyd’s of London backed away from insuring marijuana industry firms of any kind due to 
conflicts between federal and state laws over their legality – despite interest from syndicates 
in providing the cover.  The Lloyds Market (consisting of close to 90 syndicates) is the #1 
E&S market supplier in the US but is not available for cannabis coverage in the American 
industry. 
 

Opportunities:   

• Marijuana is one of the fastest growing industries in the United States. Barclays estimates US 
marijuana market would be $28 billion if legalized today, growing to $41 billion by 2028. 7  
The $28 billion figure today only includes the marijuana industry directly. When factoring in 
the opportunity presented by ancillary industries facing coverage challenges because of work 
performed for companies in the marijuana industries, the opportunity is significantly larger. 

• Some of the key factors driving growth and opportunities include the addition of more 
customers moving from illicit sales to the legal market, increase in available products, and a 
rise in adult-use sales.  This growth presents an opportunity to the E&S marketplace both in 
the placement of business as well as in developing the language that defines the exposure. 

• Cannabis is creeping into everything from CBD-oil infused beauty products, beverages, to 
houses made of hemp, to banking for marijuana retailers. This will present new exposures to 
any business allowing the E&S marketplace to respond with new product opportunities and 
securing market-share before the standard markets can get intrenched. 

• The products already exist in our marketplace to provide coverage to all parts of the supply 
chain for existing operations, e.g. liquor stores = dispensaries, that would just need to be 
catered specifically to the marijuana industry. 

• The earliest entrants into this space will have the opportunity to set the baseline for pricing 
and coverage offerings for this industry.  The industry is in its infancy so the E&S market 
can move fast and develop products. Few carriers are currently writing so the opportunity is 
there to drive higher prices. 

• The Secure and Fair Enforcement (SAFE) Banking Act (H.R. 1595) includes a provision to 
allow insurance companies to provide coverage to a marijuana business. The bill has gained 
traction and would eliminate the barriers for companies who have an appetite for these risks.  

• Approximately 62% of American support legalizing marijuana. 

• Some Small Business are being priced out of the admitted markets because their premiums 
have increased as they introduce cannabis into their products causing their profits to 
skyrocket and exposures to grow.  This opens up opportunities in the E&S market.   

 
7 Sheetz, M. “Barclays estimates US weed market would be $28 billion if legalized today, growing to $41 billing by 2028 .” 
CNBC Markets. May 1, 2019. https://www.cnbc.com/2019/05/01/barclays-us-cannabis-market-28-billion-if-legalized-
today.html 
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• The cannabis industry is showing signs of accelerated explosive growth – not yet maximizing 
the opportunity - The legal cannabis industry is rapidly expanding, medicinally or 
recreationally, but there is still lots of speculations on when it will available in every state and 
when Congress will vote on legalizing it.   

• Insurers that are offering Cannabis business (mostly non-admitted) are holding the cards 
close to their chest on how they are able to provide capacity to the market.  This is also 
opening the door for captive insurance to enter the cannabis industry to fill in the gap until 
legislation is worked out between state and federal.  

Threats:  

• Marijuana remains a schedule 1 drug with the DEA. Without passage of the H.R. 1595 or 
something similar, there remains reluctance within the insurance industry of entering into 
this space.   

• A patchwork of cannabis laws across the country have created challenges for multi-state and 
multi-national operators and insurers to participate in the emerging market. 

• The division between state and federal legality has also prevented the banking industry from 
being able to service not only cannabis companies, but also non-plant touching ancillary 
business working with cannabis companies.  This has made it difficult for cannabis business 
to find inclusive affordable coverage and insurers to enter the market.  The crux of the 
problem facing the banking industry is the complex and burdensome regulatory 
environment governing banks’ obligations. These regulations stem mostly from the Bank 
Secrecy Act (“BSA”) and Anti-money Laundering (“AML”) statutes. In addition, a number 
of government regulatory authorities have some kind of jurisdiction that could impact banks 
serving cannabis clients. 

• Admitted markets could start getting in the game, if the Federal government passes 
legislation to legalize. Once the risks are understood, the hurdles become less for it going 
into the admitted markets.  Admitted carrier coverage was almost non-existent until the 
efforts of California Insurance Commissioner David Jones encouraged commercial insurers 
to provide coverage options for the cannabis businesses to begin to take shape. 

• Small businesses are looking to keep the cannabis industry at the state and local level – they 
believe once it gets legalized federally, big companies may take over and lobbyists will drive 
out small business.  

• As the legalization of the cannabis market continues, states will need to have a level of taxes 
that are reasonable and not drive it back towards the illegal side.  In California, the lack of 
enforcement is creating a thriving environment for the unregulated underground market.  As 
much as 80% of the marijuana sold in California comes from the black market according to 
an estimate by New Frontier Data, a firm that tracks cannabis sales and trends. 

• With little to no loss history to lean on, challenges are faced in pricing these risks 
appropriately.  As the choice of cannabis products grows and the market expands, the 
exposure risks will also increase. 
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• The status of marijuana legality in the US is thorny and is a tangle of conflicting rules with 
states, counties, cities, and federal government each creating and trying to carry out their 
own laws, impose taxes, and govern activities in the emerging cannabis market.  
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