
INPUTS: THE SIX CAPITALS AND VALUE 
CREATION
Companies depend on the capitals for their success – stocks of value 
defined by the <IR> Framework. Insurance companies also impact 
the six capitals, as they are affected or transformed by business 
activities and outputs. 

FINANCIAL CAPITAL

 – Financial capital is generated through gross written premiums, 
increased net insurance result and investment returns. It is 
conserved through efficiency initiatives. 

 – Financial capital funds business activities, including acquisitions 
and investment in technology. This generates more financial 
capital over the long term, which is distributed as claims, 
dividends, taxes or other expenses, such as salaries. 

 – Financial capital is also applied to improve socio-economic 
conditions, thereby making it a sustainably available capital.

MANUFACTURED CAPITAL

 – Manufactured capital relates to infrastructure used by insurance 
companies and the physical assets of their clients. 

 – Insurers operate through buildings and systems, and their 
footprint grows as they expand into new territories. 

 – Insurance companies provide insurance cover for manufactured 
capital and invest funds in infrastructure development projects. 

 – Insurers are invested in the landscape in which they operate, as 
it constitutes a large portion of the risk pool. 

 – Insurers influence spatial planning, green design and developing 
capabilities such as geocoding, which assists in protecting and 
maintaining manufactured capital.

HUMAN CAPITAL

 – Human capital refers to employees, intermediaries and supply 
chain partners. 

 – Insurers commit to human capital growth in South Africa by 
focusing on improved employee diversity, the development of 
supply chain preferential partners, and through collaboration 
with industry associations, such as the Financial Intermediaries 
Association of Southern Africa (FIA) and the South African 
Insurance Association (SAIA).

 – The insurance industry must invest in, expand and transfer skills 
to ensure the availability of appropriate skills.

 – Multinational groups are in a strong position to transfer skills 
through board memberships, secondments and group-wide 
training initiatives. 

INTELLECTUAL CAPITAL

 – Intellectual capital refers to industry-specific expertise and 
knowledge. It is impacted by scientific developments, social 
innovation and technology-driven change.

 – This capital manifests in product development, distribution, 
pricing and client-centricity. 

 – Intellectual capital provides a competitive advantage through:
• the improved ability to price risk; 
• innovative risk management capabilities; and 
• deep industry and underwriting experience and knowledge.

SOCIAL AND RELATIONSHIP CAPITAL

 – Insurance companies rely on relationships of trust to deliver on 

promises. 

 – A company’s network of intermediaries and suppliers is 

essential to the business model.

 – Instances of fraud or dissatisfaction destroy this capital, and 

transformation initiatives expand this capital. 

 – Examples of transformation initiatives include consumer 

financial education programmes, which introduce more people to 

the benefits of insurance and other social investment initiatives. 

NATURAL CAPITAL

 – Insurance companies impact the use, transformation and 

destruction of natural capital through investment activities, risks 

insured, and claims settlement and procurement activities. 

 – The natural systems that underpin the global economy are 

deteriorating past the point of effective service provision. 

This will have potentially significant consequences for many 

businesses, and subsequently, those who have financed or 

insured them.

 – More financial institutions are recognising the impact their 

portfolios have on the health of natural capital stocks, as well as 

their dependency on natural capital and ecosystem service flows, 

which are directly material to investment risk and returns.

 – Climate risk, ecological degradation and increasing extreme 

weather events can significantly impact the financial capital and 

long-term viability of insurance companies.



BUSINESS ACTIVITIES
General insurance companies have three main sources of revenue: 

premiums, investment income on insurance funds from insurance 

activities, and investment returns on shareholder investments. 

Insurance income is generated by upfront premiums. Therefore, 

insurers have strong operating cash flow without requiring 

alternative funding.

Insurance activities typically include the following elements:

 – Underwriting and pricing of risks based on an understanding and 

assessment of possible risk situations

 – Designing policies to cover risks

 – Client contracting and communication through the distribution 

network (intermediaries and direct)

 – Managing claims costs and supplier network

 – Carrying and diversifying risk through reinsurance

 – Marketing and branding

 – Claims payment and assistance, with associated implementation 

of prevention initiatives

 – Systems and administrative support for distribution and claims 

management

 – Investment management and capital allocation

Clients select a policy based on the cover they require and their 

trust in the insurer or brand. They can purchase their cover through 

several channels, including that of the intermediary. Complex 

commercial or specialist insurance options are highly dependent on 

advisory input from intermediaries.

For the business model to function, an insurer needs to offer clients 

a risk solution of value; run sophisticated administration and claims 

systems; work with a reliable network of suppliers; and access 

specialised skills, such as actuarial analysis and underwriting. 

Underwriting is the key determinant of an insurance company’s 

profitability. It is the process of evaluating and pricing the risk posed 

by each prospective client. A good underwriting process allows 

the insurance company to optimise the balance between a policy 

premium and potential claims against the policy.

The policy is priced using several modelling techniques to predict 

client behaviour. For example, considerations include the level 

of cover, the claims history of groups of people with similar 

characteristics and requirements, potential safety features, 

replacement value and demographics. In the contracting process, 

the client agrees to share risk with the insurer. For the client, risk 

sharing takes the form of an excess payment in the event of a claim.

When the client suffers an insured loss, they lodge a claim and  

the insurer, who has agreed to shoulder most of the risk, reimburses 

the client. Initiating a claim is often called the “moment of truth” in 

an insurer’s relationship with a client. A positive claims experience 

encourages client loyalty and persistence, whereas a negative 

experience can cause far-reaching reputational damage for the insurer.

Insurance fraud occurs in different forms, varying from slightly 

exaggerated claims to deliberate “accidents” or damage. It is a criminal 

offence to submit a false claim, which results in higher premiums for all 

clients, as fraudulent claims impact the ratings analysis.

Reinsurance is a form of insurance cover for insurance companies, 

whereby an insurance company transfers a portion of its risks to the 

reinsurer. Reinsurance is a safety net: it reduces risk resulting from 

large claims and helps to balance available financial capital.

Income generated through premiums is invested to generate a return 

for shareholders, and to provide a capital buffer that enables the 

insurer to maintain liquidity to cover liabilities associated with claims 

made against policies underwritten.


