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INTRODUCTION

The cannabis industry continues to evolve and expand both in structure and in the number of
states with legalized cannabis. The National Association of Insurance Commissioners (NAIC)
Cannabis Insurance (C) Working Group’s original white paper adopted9nR&gulatory Guide
Understanding the Market for Cannabis Insurarfoeind there are substantial gaps in insurance
coverage for the cannabis industry. While gaps remain, much has transpired since the writing of
the original white paper. This white paper seeks to provide an update on activities and trends
since the adoption of the previous white paper.

The original white paper focused on the cannabis industry’s architecture, insurance needs and
gaps, and insurance regulator best practices to encourage insurers to enter the market. The
cannabis industry has become more sophisticated since the origintd pégper was published

in 2019. Ithas also continued to rapilexpard. The maturation and expansion of the cannabis
market are driving new product development, infrastructure changeand the need for
businesse$o provide ancillary services. It is in these areas where insurance gaps most persist. As

© 2023 National Association of Insurance Commissioners 3






Cannabis sativa grows taller and more highly branched than the other two sfeCamabis
sativa alsagrows narrow leaves and tends to produce higher yields than cannabis rsderali
Additionally, itcan produce high levels of THC composition.

Cannabis indica grows with short and dense branch struct/@nabis indica generally has the
shortest flowering period of the speci@sCannabis indica also produces higher yields than
cannabis ruderalis and can produce high levels of PHC.

Historically the terms indica and sativa were introduced in the"XBentury to define different
species of cannabid.Sativa was used to describe cannabis hemp plants, which were cultivated
for plant fibers and seedS. Indica was used to describe intoxicating capisa which was
harvested for seeds and hashishThe terms have been adapted to modeday usage by
allowing sativa to refer to cannabis with energizing properties and indica to be synonymous with
cannabis that relaxes the consumer.

Recently sciertists have discovered that the effects of a cannabis plamta consumer result

from cannabinoids and terpenes. Cannabinoids are various naturally occurring, biologically active
chemical constituents of cannabis, including some that possess psychoactive m®iferti
Examples of cannabinoids include de#d@HC, a chemical psychoactive component of cannabis,
and CBDa nonpsychoactive and anthflammatory chemical component. THC is one of many
chemical compounds found in the resin secretedtty glands of the cannabis plant. THC can
stimulate cells in the brain to release dopamine, creating euph8r@BD is nofmpairing and
non-euphoric, meaningt does not cause impairment or intoxication to the consurier.

61d.

71d.

81d.

91d.

101d.

11 CollectiveCannabis Education: Cannabis Strains: Indica, Sativa, & Hybrid (accessed June 2h}{p@2R)cHective-
cannabis.com/cannabistrainsindicasativa
hybrid/#:.~:text=Cannabis%20Indica%20was%20used%20to,high%20THC%20(tetrahydrocannabinol)%20content
12]d.

3d.

14 Merriam-Webster: Defined Term Cannabinoid (December 13, 2021ifps://www.merriam-
webster.com/dictionary/cannabinoid

15 Alina Bradford, Live Science: What is THC? (May 18, 20iips:4/www.livescience.com/24553vhat-is-thc.html

16 Kimberly Holland, Healthline: Sativa vs Indica: What to Expect Across Cannabis Types and Strains (March 22, 2021) —
https://www.healthline.com/health/sativavsindica

© 2023 National Association of Insurance Commissioners 5



Cannabis also contains terpenes, which are aromatic chemical compounds produced and
commonly found in plants. Each cannabis plant has a different terpene profile, and the profile of
each plant can cause varied effectsthe consumer:’

Usable cannabis and hemp are derived from the same species of plant. However, hemp is defined
as cannabis that has a THC concentration of no greater than .3% total, as measured in dry
weight.!® Hemp is cultivated for use in the production of a various assortment of products,
including foods and beverages, personal care pots, nutritional supplements, fabrics and
textiles, paper, construction materials, and other manufactured and industrial gtfods.

Cannabis is produced in several different forms: seeds, clones, plant tissue, plants, harvested
materials (.e.,leaves, flowers, stalks, stems, pollen, and concentrates), and consumer products
(consumable flowers, concentratese(,hash, kekieff, waxes, oils, and vapor), topical goods, and
infused consumables). The main categories of consumer cannabis products irolwdes; f
concentrates; andrifusedgoods?°

Cannabis Flower FHC in cannabis plants is produced by resinous glands that tend to
concentrate in the plant’s flowers or budsCannabis farmers harvest the flower from

the plant (removing bulky leaves and stems with less THC concentration) and dry the plant
material of any moisture so it is prepared for consumption. Generally, canflevisr is

often smoked in pipes or hanlled cigarettes called joints, pm@lled joints, or prerolls.
Cannabis flowercan also be smoked in a cigar or combined with tobacco and smoked as
a cigarette??

Cannabis ConcentratesCannabis can be harvest and processed through methods that
produce cannabis concentrates. These products have been grown, harvested, and

© 2023 National Association of Insurance Commissioners 6



chemical extractions, distillation, and pressurized heat apptinos. These methods
employ different scientific strategies to extract, at highly concentrated ratios, THC from
the cannabis plant. The final product of these extraction processes can result in a range
of forms, from a dry and granular pollen powder similar to hadtiedtto a stickyresinous

wax material, which can resemble plant sap, and is known as cannabisevdu@ders,
shatters, crumbles, sugars, distillates, or oils). These forms vary in propsus as
viscosity and density

© 2023 National Association of Insurance Commissioners 7



cannabis?® In 2021, 25years after California first authorized medical cannabis, the majority of
states in the U.S. now allow the use of cannabis for medical purposes.

Colorado was the first state in the U.S. to legalize cannabis for recreational purposes #f 2012.
Washington also passed marijuana reform legislation shortly after Colpra@012,legalizing

the recreational use of cannabt8 As of November 9, 2022, 21 states, two territories, and D.C.
have enacted legislation to regulate cannabis for nonmedical or recreationd? Aseording to

2020 U.S. Census Bureau apportionment numbers, more than 145 million Americans now live in
a state that has legalized cannaPfs.

The path toward legalizatiois not necessarily straightor is it quick. The following are examples
of this experience.

Today, cannabis laws in Alaska allow adsk. The state first legalized medical marijuana in 1998,
though for many yearghere was no way for patients to laliy purchase i¢! Alaska washe
secondstate in the U.S. to decriminalize possession of up to one ounce and the third to legalize
recreational marijuan&? Residents over 21 years old with a valid state ID can legally grow up to
six plants at home and purchase up to one ounce of marijuana or 7 grams of concentrates from
regulated dispensarie®¥.Only cash is accepted.

26 National Conference of State Legislators: State Cannabis Laws (September 12, 2022) —
https://www.ncsl.org/research/health/statemedicatmarijuanalaws.aspx

27 Claire Hansen, Horus Alas, and Elliott Davis Jr., US News: Where is Marijuana Legal? A Guide to Marijuana Legalization
(October 14, 2021) kttps://www.usnews.com/news/bessttates/articles/whereissmarijuana-legab-quideto-marijuana-
legalization

28 The Marijuana Policy Projec€olorado and Washington: Life After Legalization and Regulation (2023) —
https://www.mpp.org/issues/legalization/coloradand-washingtonlife-after-legalizationand-
requlation/#:~:text=In%202012%2C%20Colorado%20and%20Washington, half%200f%20the%20U.S.%20population

29 National Organization for the Reform of Marijuana Laws (NORML): Legalization and State Laws Website (NovemBgr 28, 202
—Legalization NORMt The Marijuana Policy &ject: State Policy Website (November 28, 202

https://www.mpp.org/states/

30 United States Census Bureau: 2020 Census Apportionment Results (September 12, 2022)
https://www.census.gov/data/tables/2020/dec/2028pportionmentdata.html

31 Alaska Medical Marijuana Act, Measure 8 (1998) (Accessed Auguz21y —

https://ballotpedia.org/Alaska Medical Marijuana_Act, Measure 8 (1998)#:~:text=The%20Alaska%20Medical%20Marijuana
%20Initiative, marijuana%20for%20certain%20medical%20purposes.%22

32 Alaska Marijuana Legalization, Ballot Measure 2 (2014) (Accessed August 19, 2022) —

https://ballotpedia.org/Alaska Marijuana_Legalization, Ballot Measure 2142@&nd Michael HartmariNational Conference

of State Legislatures, Cannabis Overview, Alaska Legali@diagr31, 2022) — https://www.ncsl.org/research/ciaihd-
criminaljustice/marijuana-overview.aspx

33Weedmaps: Alaska, Laws and Regulations (September 12, 20223 #weedmaps.com/learn/lawsand+egulations/alaska

34 Laurel Andrews, Alaska Official Visitor's Guide, a Tourist’'s Guide to Legal Marijuana iiMdgska2018) —
https://www.adn.com/alaska-visitorguide/2018/05/02/atourists-quideto-legatmarijuana-inalaska/

© 2023 National Association of Insurance Commissioners 8



Some states did not see cannabis legalized overnight. For example, Oregon’s Measure 80 (Oregon
Cannabis Tax Act Initiative) in 2012 did not receive enough “yes” ¥otes.

© 2023 National Association of Insurance Commissioners 9



U.S. adults in 2021 believe cannabis should be legal for either medical or recreational pdfposes.
Here, 60% support thiegalization of cannabis for medical and recreational use, and 31% support
the legalization of cannabis for medical use offfPublic opinion on cannabis and cannabis

© 2023 National Association of Insurance Commissioners 10


https://uscode.house.gov/view.xhtml;jsessionid=2C85B8DEBFB1BB15A7D31E29A34C3DAA?req=granuleid%3AUSC-prelim-title21&saved=%7CZ3JhbnVsZWlkOlVTQy1wcmVsaW0tdGl0bGUyMS1zZWN0aW9uOe><</S/
https://www.dea.gov/drug-information/csa
https://www.usda.gov/farmbill



https://www.nolo.com/legal-encyclopedia/content/rico-act.html#:%7E:text=Passed%20in%201970%2C%20the%20Racketeer,of%20an%20ongoing%20criminal%20enterprise.
https://www.fda.gov/regulatory-information/laws-enforced-fda/federal-food-drug-and-cosmetic-act-fdc-act
https://www.fda.gov/regulatory-information/laws-enforced-fda/federal-food-drug-and-cosmetic-act-fdc-act
https://content.naic.org/cipr_topics/topic_cannabis_and_insurance.htm
https://content.naic.org/sites/default/files/inline-files/cmte_c_cannabis_wg_exposure_understanding_cannabis_marketplace_0.pdf
https://content.naic.org/sites/default/files/inline-files/cmte_c_cannabis_wg_exposure_understanding_cannabis_marketplace_0.pdf
https://content.naic.org/cipr_topics/topic_cannabis_and_insurance.htm

cannabis reform legislation were introducétiEach bill took a different approach to altering the

© 2023 National Association of Insurance Commissioners 12


https://finance.yahoo.com/news/weed-is-likely-to-remain-federally-illegal-but-cannabis-banking-could-pass-this-year-132330251.html
https://finance.yahoo.com/news/weed-is-likely-to-remain-federally-illegal-but-cannabis-banking-could-pass-this-year-132330251.html
https://www.congress.gov/bill/117th-congress/house-bill/2068
https://content.naic.org/sites/default/files/government-affairs-letter-support-claim-act-2021.pdf
https://content.naic.org/sites/default/files/government-affairs-letter-support-claim-act-2021.pdf
https://www.congress.gov/bill/117th-congress/house-bill/5977?s=1&r=5

On July 21, 2022, Senate Majority Leader Chuck Schumer introduced theAC&OThe CAOA
Actattempts to accomplish significant reformation of federal cannabis paitywing states to

lead on cannabis regulation and establishing a federal regulatory paradigm similar to that of
alcohol and tobacc®’ The CAOA would expunge federal cannablated records and create
funding for law enforcement departments to fight illegal cannabis cultivatfon.

On October 6, 2022, President Biden asked the Secretary of Health and Human Services and the
Attorney General to review how marijuana is categorized under federa?d&xesident Biden

© 2023 National Association of Insurance Commissioners 13



X Preventing the distribution of marijuana to minors;

X Preventing revenue from the sale of marijuana from going to criminal enterprises, gangs,
and cartels;

X Preventing the diversion of marijuana from states where it is legal under state law in some
form to other states;

X Preventing stateauthorized marijuana activity from being used as a cover or pretext for
the trafficking of other illegal drugs or other djal activity;

x Preventing violence and the use of firearms in the cultivation and distribution of
marijuana;

X Preventing drugged driving and the exacerbation of other adverse public health
consequences associated with marijuana use;

X Preventing the growingf marijuana on public lands and the attendant public safety and
environmental dangers posed by marijuana production on public lands; and

X Preventing marijuana possession or use on federal property.
Many states that voted to legalize the sale and use of cannabis designed their regulated cannabis

systems to carefully consider the DOJ and federal government priorities outlined in the Cole
Memorandum. Each state took an individualized apprdadmplementing cannabis regulation.

© 2023 National Association of Insurance Commissioners 14



B. The Roleof CANNRA

Stateshave been striving to work toward best policies and practices in the cannabis and
insurance industriesdby working through the Cannabis Regulators Association (CANNRA)
CANNRAIs a national nofor-profit organization of cannabis regulatorthat provides
policymakers and regulatory agencies with the resources to make informed decisions when
considering whether and how to legalize and regulate canrfdbitss a support association for
regulatory agencies,

© 2023 National Association of Insurance Commissioners 15






exceeded the legal threshold, that person is considered impaired under Thw.state of

© 2023 National Association of Insurance Commissioners 17



determining the level of impairment from a cannabis user’s blood or breath. Law enforcement
officers mayalso have the discretion of completing a field sobriety test with any person they
suspects driving under the influence.

© 2023 National Association of Insurance Commissioners 18


https://www.namic.org/pdf/publicpolicy/210510_cannibus_conundrum.pdf
https://www.namic.org/pdf/publicpolicy/210510_cannibus_conundrum.pdf
https://www.apci.org/media/news-releases/release/64148/
https://pubmed.ncbi.nlm.nih.gov/30822133/
https://www.iihs.org/media/806f7c38-4594-4bbe-82ff-df4a749f5153/9fJfcw/HLDI%20Research/Bulletins/hldi_bulletin_34-14.pdf
https://www.iihs.org/media/806f7c38-4594-4bbe-82ff-df4a749f5153/9fJfcw/HLDI%20Research/Bulletins/hldi_bulletin_34-14.pdf
https://www.insurancejournal.com/magazines/mag-features/2019/01/07/513762.htm
https://www.claimsjournal.com/news/national/2019/03/14/289753.htm

communicating the dangers of driving while under the influence of cannabis, called Drug
Impaired Driving:flYou Feel Different, You Drive Different.®®

2. Cannabis Workplace Impairment

Currently two out of three Americans live in a state that has approved the sale and use of
recreational cannabi& Cannabis can appear in drug tests and remain in a consumer for 30 days

or longer® Therefore, cannabis users could lawfully consume the substance during their off-

work hours but still be affected by cannabis or THC in their systems during work. Employers must
assess if their staff present a risk of liability to themselves or others. Problems include issues with
pre-employment drug testing, determiningemployee impairment, establishing reasona0.001F 16.8

© 2023 National Association of Insurance Commissioners 19


https://www.nhtsa.gov/campaign/if-you-feel-different-you-drive-different#:%7E:text=Several%20scientific%20studies%20show%20that,will%20be%20arrested%20for%20DUI
https://www.nhtsa.gov/campaign/if-you-feel-different-you-drive-different#:%7E:text=Several%20scientific%20studies%20show%20that,will%20be%20arrested%20for%20DUI
https://news.gallup.com/poll/243908/two-three-americans-support-legalizing-marijuana.aspx
https://www.medicalnewstoday.com/articles/324315
https://www.nolo.com/legal-encyclopedia/state-laws-on-off-duty-marijuana-use.html

West Virginiaprohibit employers from refusing to employ an applicant or terminate an existing
employee based only on a posit

© 2023 National Association of Insurance Commissioners 20


https://cannabislawpa.com/why-amazon-com-is-no-longer-pre-employment-drug-testing-for-marijuana/
https://athletesforcare.org/news/573160/Which-Major-Sports-Leagues-Have-Relaxed-Their-Cannabis-Policies.htm
https://www.nbcnews.com/business/business-news/growing-pot-industry-test-american-business-ingenuity-flna2d11923844
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can interfere with normal lung functionin® Since this outbreak was the result of an additive,
it does not speak to the impact of vaping itself but does speak to the need for regulation.

Governments in jurisdictions with regulated cannabis industries took alternative approaches to
respond to the outbreak of EVALI cases in cannabis consumers. Washington and Oregon enacted
emergency bans on cannabis vaping product additives,redse Massachusetts temporarily
stopped the sale of all vaping produéfS.While many jurisdictions were concerned about
EVALI's association with consumers who vaporized cannabis, some states were confident in the
safety of products being produced withindin regulated systems. For example, Pennsylvania
released a position in response to the EVALI outbreak, explaining that none of the EVALI cases
experienced in the state were connected to the state’s medical cannabis pro§fam.

F. Licensing Takes a Focus on Social and Economic Equality

The prohibition of cannabis in America has disproportionately and adversely impacted people of
color1%® Studies have shown that “... on average Black people are alrtiosstmore likely to

be arrested for pot than white peoplé® This racial disparity in law enforcement is present in

all areas of the country, regardless of the demographics of the jurisdittfon.

Sate-legal cannabis industries are now estimated to be worth oved Billion and provide for
hundreds of thousands of fdlime jobs!'' However, minority populations that were most
adversely impacted by the war on drugs and ginehibition of cannabis arbeing excluded from

105Centers for Disease Control and Prevention: Severe Lung Disease FAQ (December 6, 2021)
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industry press as one of overall sales growth marked by rising incidence of consolidalibe.
significant amount of consolidation in the industry continues to produce frequent ownership
changes and business structure modificatiéHsThere are varying aspects through which this
cannabis market evolution can be viewed, and each has implicationadorance coverage
availability. As noted in his article “The Year of Cannabis Industry ConsolidatioRobert
Hoban writes: “There are loosely four common phases of an industry’s life-eégtrieduction,
growth, maturity, and decline. The cannabisustty is not yet mature across the board but is
largely stuck in the growth phase. The step between the later stages of the growth phase and the
beginning of maturity comes down to one wotnsolidation That is the mantra for 2021.”

T
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retention groups (RRGHeing explored-!® Estimates range from a handful to in excess of 30
insurers and managing general agents/
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https://www.irmi.com/term/insurance-definitions/managing-general-agent
https://www.propertycasualty360.com/2021/01/06/is-cannabis-the-next-insurance-opportunity/




More broadly, a primary differentiator amongst cannabis cultivators is whether the grow is
outdoor or indoor (greenhouse). The two methods have significantly different risk profiles
leading to differing accessibility and affordabilitQutdoor cultivation brings not only the

traditional multiperil concerns of crop insurance for destructive weather (hail, frost, damaging
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Marijuana Business Operatigrnwhich carries extensive rules about possession and access to the
premises, security and lock standards, signage, floor plans, shared facilities (medical and adult
use), waste disposal, inventory tracking, health aadety measurgsaudits, and prohibited
chemicals and practicés!

Insurance for cannabis manufacturing premises is reportedly becoming more widely available,
but pricing can be more expensive than for other sectors. The extensive regulation of the
premises must be balanced against the enhanced rigksluding potentially highvalue raw
materials inventory inprocess risks of fire, theft, contamination, etcand the potential of
mishandling waste in violation of state law. Against this higher basedépeémisescoverage

can be increased risks from processing to make cannabis derivative products such as edibles,
topicals and dabs. For many of these derivative products, the raw material (including cannabis
or the <3% THC hemp) must be processeding solvents, pressure, heat,
distillation/crystallization or combinations thereof. Each adds an aspect of risk shauld be
considered and accounted for in the underwriting process.

3. Testing

