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NSAP 104 is the Namibian Standard of Actuarial Practice that governs the financial soundness valuation of long-term 

insurers and reinsurers,1 the solvency basis2 on which a life insurer values its liabilities and its capital requirements. 

Published in 2018, it became the operative basis for solvency reporting only this year when the Financial Institutions 

and Markets Act (FIMA), and the standards made under it, took effect on 1 May 2026.3 This means most Namibian 

life insurers are now producing a FIMA solvency valuation and an International Financial Reporting Standard (IFRS) 

17 financial statement in the same year for the first time. 

It’s common to be able to run the solvency valuation and the IFRS 17 measurement as one exercise instead of two, 

and NSAP 104 gives you the lever to align these, within limits. 

This note is written for the valuators, actuarial teams and chief financial officers (CFOs).  

The two liabilities are built from comparable parts 

Under NSAP 104, the technical liability is the best estimate liability (BEL) plus a margin over it. This margin, 

the margin over the best estimate of policyholder liabilities (MoBEL), is the difference between the overall 

technical liabilities and the BEL.4 It is made up of: 

▪ Compulsory margins, set out in a table in NSAP 104 and added to all best estimate assumptions. 

▪ Where the valuator chooses, discretionary margins on top of these.5 Reserves for discretionary margins may be 

calculated on a retrospective or prospective basis (NSAP 104, Clause 3.3.7). 

Under the IFRS 17 general measurement model, the insurance contract liability is the fulfilment cash flows plus the 

contractual service margin (CSM). The fulfilment cash flows are the best estimate of future cash flows plus a risk 

adjustment (RA) for non-financial risk. The CSM is the unearned profit on the contract released to income as service 

is provided. 

The best estimate is broadly consistent across both bases, with one exception taken up later: The solvency  

best estimate carries all maintenance expenses, where IFRS 17 excludes non-attributable expenses (NAE).6 

 

1. Insurer means insurer or reinsurer throughout this note. 

2. NSAP 104 calls this the statutory basis. Accountants often use ‘statutory’ for the published financial statements, so this note says solvency for the 

NSAP 104 side and financial reporting for IFRS 17. 

3. FIMA 2021 (Act No. 2 of 2021), together with the regulations and standards made under it, came into operation on 1 May 2026 per the Namibia 

Financial Institutions Supervisory Authority (NAMFISA) public notice on the operationalisation of the NAMFISA Act and FIMA, 8 May 2026.  

NSAP 104, published in 2018, is the actuarial standard for the financial soundness valuation of long-term insurers under that framework. 

4. NSAP 104, Clauses 3.3.8 and 3.3.9. Reserves including the margins are the technical liabilities; the MoBEL is calculated as the difference between 

the technical liabilities and the BEL. 

5. NSAP 104, Clause 3.3.1 (compulsory margins added to all best-estimate assumptions) and Clause 3.3.6 (discretionary margins in addition, at the 

valuator's judgement). 

6. NSAP 104, Clause 3.2.3.1: Allowance must be made for ‘Expenses at a realistic level, making allowances for escalation of future expenses at an 

inflation rate that is consistent with the rate(s) of interest used.’ IFRS 17 includes within the contract boundary the costs directly attributable to 

fulfilling the contracts, including an allocation of fixed and variable overheads directly attributable to fulfilment; other costs are recognised in profit 

or loss as incurred. 

https://us.milliman.com/en/consultants/Bolton-Jennifer-Annelle
https://us.milliman.com/en/consultants/Bolton-Jennifer-Annelle
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The discount rate is a further potential source of difference. NSAP 104 derives it from a portfolio of assets appropriate 

to the liabilities, while IFRS 17 allows either a bottom-up or a top-down construction. The two can be brought 

together, which is taken up below. 

The compulsory margins play a similar role to the RA: an explicit margin over the best estimate to reflect uncertainty 

in the assumptions. The RA applies to non-financial assumptions only, whereas compulsory margins cover financial 

and non-financial assumptions. 

The discretionary margins can play a profit-deferral role, just like the CSM. This is not my analogy imposed on the 

standard. NSAP 104 says a discretionary margin can ‘be used in order to defer the release of profits consistent with 

policy design or company practice.’ 7 Deferring the release of profit over the life of the contract is exactly what the 

CSM does. 

Both the discretionary margin and the CSM can be used, within constraints, to absorb adverse changes in 

experience. This matters for decreasing IFRS earnings volatility in the case of CSM and decreasing the Solvency 

Capital Requirement (SCR) in the case of discretionary margins and sometimes moderating SCR cover volatility. 

Figure 1 sets out where the two bases can differ and the reference that governs each. 

FIGURE 1: COMPARING NSAP 104 AND IFRS 17 

VALUATION ELEMENT NSAP 104 (SOLVENCY) IFRS 17 (GENERAL MEASUREMENT MODEL) 

Best estimate cash flows Expected present value of future policy cash flows 

(NSAP 104, Clause 3.2.6). 

Expected present value of future cash flows within 

the contract boundary. 

Expenses included All expenses at a realistic level  

(NSAP 104, Clause 3.2.3.1). 

Directly attributable expenses only. 

NAE are recognised as incurred. 

Discount rate From a portfolio of assets appropriate to the 

liabilities (NSAP 104, Clause 3.2.4), reduced 

for credit risk and the investment return compulsory 

margin. 

Bottom-up or top-down 

(IFRS 17, Paragraphs B80 to B85). 

Margin for risk and uncertainty Compulsory margins: percentages fixed in the 

standard, added to all best estimate assumptions 

(NSAP 104, Clause 3.3.1).  

Future management actions may not be assumed to 

reduce them (NSAP 104, Clause 3.3.4). 

RA: the insurer's own calibration. Changes relating 

to future service adjust the CSM 

(IFRS 17, Paragraph 81). 

Deferred profit Discretionary margins: included at the valuator's 

choice, including to defer the release of profits 

(NSAP 104, Clause 3.3.6).  

A reduction can be used as an offsetting factor in 

the SCR (NSAP 104, Clause 6.14.2). 

CSM: Unearned profit released as service is 

provided. Absorbs changes in future-service 

estimates until exhausted. 

Total liability BEL plus MoBEL (NSAP 104, Clause 3.3.9). Fulfilment cash flows plus CSM. 

 

The target is not necessarily a row-by-row match. Practically, this means: 

▪ Align the best estimate cash flows: one model, one set of assumptions (NAE aside). 

▪ Align the discount rate: one curve for both bases. 

▪ Align the margins: Set the discretionary margin so the total solvency margin tracks the RA plus CSM. 

▪ Then either accept the NAE difference or go further and align the total liability, letting the discretionary margin 

absorb NAE too. 

 

7. NSAP 104, Clause 3.3.6. The two cases are 3.3.6.1, ‘the compulsory margins are insufficient in a particular case for prudent reserving,’ and 3.3.6.2, 

‘the discretionary margins should be used in order to defer the release of profits consistent with policy design or company practice.’ 
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Figure 2 below shows the components on an IFRS 17 and NSAP 104 basis with illustrative numbers. 

FIGURE 2: ALIGNING THE TOTAL LIABILITIES WITH THE DISCRETIONARY MARGIN 

 

Illustrative figures. NAE = non-attributable expenses; CM = compulsory margins; DM = discretionary margin 

It may not always be possible to align the per product liabilities. The solvency best estimate is already higher by the 

present value of NAE and where the solvency compulsory margins are higher than IFRS RA; absorbing these needs 

a smaller discretionary margin, and a large-enough expense and RA versus compulsory margin difference leaves 

none available. 

Figure 3 below illustrates this scenario. 

FIGURE 3: WHEN ALIGNMENT IS NOT AVAILABLE 

  

Illustrative figures. NAE = non-attributable expenses; CM = compulsory margins; 
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Why align them 

There are two separate areas of alignment to consider: 

1. Using one best estimate and one discount curve for both bases avoids duplicated work. 

2. Aligning the margins on top of that can, under certain conditions, align reported profit. 

If the two total liabilities are equal at successive reporting dates, and assets are valued the same way, the change in 

net assets is the same on both bases. Where the option to disaggregate insurance finance income and expense 

through other comprehensive income is taken, profit or loss will still differ even though total comprehensive income 

does not. 

New business shows this most clearly. On the solvency basis, profitable new business produces a negative liability, 

capitalising expected profit at issue (INS.S.2.2, Clause 4). IFRS 17 defers that profit in the CSM. Unaligned, new 

business is a large positive figure on one basis and nil on the other. A discretionary margin set to defer the profit 

removes the difference, and lowers the capital requirement at the same time, because the liability is no longer negative. 

Experience variances and interest rate movements move the two liabilities together once the cash flows and the 

curve are shared. The discretionary margin is re-derived at each valuation, so it takes up whatever is needed to hold 

the totals in line, including movements that would not have touched the CSM. What is left is one analysis of surplus 

explaining one movement in net assets, rather than two that have to be mapped to each other. 

This is available only where: 

▪ The IFRS 17 total exceeds BEL plus compulsory margins, since a discretionary margin cannot be negative. 

▪ NAE is accepted as a difference in the expense row, or the discretionary margin is set to absorb it. 

▪ The margin is re-derived as the CSM moves, which the retrospective basis in NSAP 104, Clause 3.3.7 makes 

more practical. 

How far NSAP 104 lets you go, and which alignment to choose 

The clause that gives you room is NSAP 104, Clause 3.3.6. It allows a discretionary margin where the valuator 

believes either that the compulsory margins are insufficient for prudent reserving or that the margin ‘should be used in 

order to defer the release of profits consistent with policy design or company practice.’ 8 This second part is a profit-

deferral mechanism written directly into NSAP 104. The discretionary margin was designed in part to be able to fulfil 

the deferral role of the CSM before IFRS 17 existed. 

In an ideal world, one could set the compulsory margins against the RA and the discretionary margin against the 

CSM, component for component, product by product. However, in practice there will likely be constraints. Neither the 

CSM (per group) nor discretionary margins (per product) can be negative. 

The compulsory margins are fixed by the standard and set for prudence. The RA is meant to be your own 

assessment of the compensation you require for bearing non-financial risk. Given wide differences in insurer practice 

as to confidence level selected, calibration approach and allowance for diversification, there is no guarantee that the 

IFRS 17 RA will be similar to NSAP 104 compulsory margins. 

It is neater to align balance sheets where the IFRS 17 RA is larger than NSAP 104 compulsory margins. In this case, 

it's more likely that a positive discretionary margin is required, independent of the size of the IFRS 17 CSM.  

 

8. NSAP 104, Clause 3.3.6. The two cases are 3.3.6.1, ‘the compulsory margins are insufficient in a particular case for prudent reserving,’ and 3.3.6.2, 

‘the discretionary margins should be used in order to defer the release of profits consistent with policy design or company practice.’ 
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While increasing the IFRS 17 RA might be considered, this will automatically lower the CSM.9 Since the net impact 

won't typically increase the IFRS 17 liability, it isn't a guaranteed way to ensure a positive discretionary margin is 

required. It also has the unfortunate effect of making it more likely that cohorts of policies will be loss making. In any 

event, within the wide range of accepted practice, insurers should be setting their RA in line with accounting 

principles and views on risk and not to game a financial reporting methodology. 

Similarly, where NAEs are small or zero, this brings the IFRS 17 BEL closer to the NSAP 104 one, making it more 

likely that a positive discretionary margin can be added to the NSAP 104 liability to increase it up to the IFRS 17 

total liability. 

A more complex move is to align at the level of the total liabilities. This is only possible where the IFRS 17 liability is 

greater than NSAP 104 BEL plus compulsory margins. It also creates complexity around how the discretionary 

margins are allocated across products and risk drivers. 

Changes in discretionary margins across products and/or risk drivers require appropriate governance (policies, 

review and approvals) to ensure these are really being used to defer profit in line with product design or company 

practice. (Given these figures don't impact earnings, there should be somewhat less pressure on perceptions of 

earnings manipulation since we are focused on strictly positive margins, and a balance sheet-focused solvency view 

rather than one that has anything to do with earnings.) The retrospective option for determination of discretionary 

margins in NSAP 104, Clause 3.3.7 allows an explicit margin balance to be held and rolled forward with adjustments 

(as is done for the CSM), rather than the margin having to emerge from loadings on individual assumptions. 

What you gain from this high-level approach is flexibility, a defensible RA and no contracts made onerous by an 

accounting-alignment decision. 

This is easiest for insurers with small NAE and high profit margins (and therefore high CSM) consistently across 

insurance products, since that gives the maximum scope for large discretionary margins per product while aligning 

the two bases. 

In some instances, the answer may need to balance understandable margins at a product level and accept some 

mismatch between solvency and financial reporting liabilities in total. 

FIGURE 4: TOTALS ALIGNED, BUT NOT EACH PRODUCT 

 

Illustrative figures. The discretionary margins equalises totals, but not every product individually 

 

9. Under IFRS 17 the change in the RA for non-financial risk that relates to future service adjusts the CSM, or the loss component, rather than being 

recognised immediately in profit or loss. An entity is also not required to disaggregate the change in the RA between the insurance service result 

and insurance finance income or expenses (IFRS 17, Paragraph 81). 
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In the figure above, Product B NSAP 104 liability cannot be aligned with IFRS 17 as the BEL + compulsory margins is 

already higher than the IFRS17 total liability. However, by selecting lower discretionary margins for Product A and 

Product C, the total liability can still be aligned. In practice, this means determining the discretionary margin at a total 

level and allocating it back to products using a systematic approach, which could be linked to the CSM to align with 

profit deferral objectives. 

The alternative approach of aligning each product where possible is demonstrated in the figure below. 

FIGURE 5: EACH PRODUCT ALIGNED WHERE POSSIBLE, BUT WITH TOTALS THEN DIFFERING 

 

Illustrative figures. Each product is matched as closely as possible; the excess on Product B then carries into the total. 

In the above example, Products A and C have aligned liabilities, but Product B and the Total are different. Each 

insurer would have to decide for which approach best suits their internal reporting and management objectives. 

Incorporating reinsurance 

Reinsurance held carries its own CSM under IFRS 17, so the cost or benefit of reinsurance is also deferred rather 

than recognised at inception. Since profit and capital requirements reflect the net position, the discretionary margin is 

best set so that the net solvency liability tracks the net IFRS 17 position, which takes up the gross CSM and the 

reinsurance deferral together. 

How to treat discount rate differences 

NSAP 104 sets the discount rate considering expected returns on backing assets. However, the rates used must be: 

▪ ‘Mutually consistent and consistent with market yields to maturity of fixed interest securities.’  

▪ The valuator should ‘consider the expected future investment returns on a portfolio of assets appropriate to the 

liabilities [emphasis added], bearing in mind characteristics such as term, nature and duration’ (NSAP 104, 

Clauses 3.2.4.1 and 3.2.4.2). 

I read this as describing replicating portfolios to derive market-consistent discount rates. An appropriate portfolio 

should reflect the characteristics of the liabilities, which is exactly the market-consistent principle. 

For annuities, the standard is even more explicit: Cash flows are discounted using ‘a yield-curve of appropriate 

backing assets, reduced where applicable by the best-estimate allowance for credit risk,’ and then by the investment 

return compulsory margin (NSAP 104, Clause 3.4.7). 

0

20

40

60

80

100

120

140

160

L
ia

b
ili

ty
 (

ill
u
s
tr

a
ti
v
e
 u

n
it
s
)

IFRS 17 total liability NSAP 104: BEL + compulsory margins NSAP 104: discretionary margin

120
128

Totals do not align:
8 above

Matched

60 60
Matched

40 40

8 above: the 
margin cannot 

be negative

20
28

Product A Product B Product C Total



MILLIMAN WHITE PAPER 

Aligning your Namibian solvency 7 

valuation with IFRS 17 August 2026 

I'd argue that the annuity clarification further supports the interpretation that discount rates under NSAP 104 should 

not reflect the expected real-world return on a balanced portfolio for most insurance liabilities. Similarly, an asset 

carrying credit risk is not a perfect match for the liability it backs, so the credit spread is compensation for a risk the 

liability does not have, and it should not be included in the discount rate. 

IFRS 17 permits the discount rate to be built either bottom-up, a risk-free curve plus an illiquidity premium, or  

top-down, the yield on a reference portfolio of assets less the effects (such as credit risk) that are not relevant to  

the liabilities.10 The NSAP 104 construction is top-down in shape: Start from the assets, remove what does not  

belong to the liabilities. 

The practical consequence is that most insurers could use a single discount-rate yield curve for both bases.  

The investment return compulsory margin sits in the margin layer rather than in the curve: INS.S.2.2, Clause 5 

requires BEL to be a realistic best estimate with no margins for prudence, so the same base curve can serve both 

bases with the compulsory margin applied on top. 

What about IFRS 9 investment contracts? 

IFRS 17 and IFRS 9 (along with the IFRS 15 components commonly found together) have different valuation 

paradigms but generally share the same prohibition on recognising upfront profits and require recognition of profits 

over time in line with services provided. 

Depending on the specific product design and profit margin, it is likely that analogous adjustments can be made 

under NSAP 104 to align the financial and solvency bases for investment contracts too.11  

Capital implication of discretionary margins 

Holding a larger discretionary margin to align the liabilities does not add the same amount of capital. The margin can 

be released in the stressed calculation as an offsetting factor (NSAP 104, Clause 6.14.2), where compulsory margins 

cannot be (Clause 3.3.4). 12 Net asset value decreases, the Capital Adequacy Requirement (CAR) decreases, the 

excess over it is unchanged, and cover improves, provided it was above 1.0x and the SCR remains above the 

minimum capital requirement (MCR). 

The offset is a management action, and credit may be taken only where the board has resolved that action  

(NSAP 104, Clause 6.14.4). It must be one the insurer would actually take under stress, documented and applied 

consistently. The appendix sets out the mechanics. 

 

10. IFRS 17, Paragraphs B80 to B85 describe the two permitted constructions: a bottom-up approach starting from a liquid risk-free yield curve 

adjusted for the liquidity characteristics of the contracts and a top-down approach starting from the yield of a reference portfolio of assets adjusted 

to remove effects, including credit risk, not relevant to the insurance contracts. 

11. NSAP 104 already contemplates this for investment contracts. Clause 4.3.5 notes that discretionary margins are unlikely to be appropriate for fair-

valued investment contracts except for specific identified risks, ‘[h]owever ... additional margins may be required to be set up to eliminate gains at 

inception,’ and Clause 4.3.6 explains that recognising a gain at inception is generally not possible where the valuation technique uses unobservable 

assumptions. 

12. NSAP 104, Clause 6.14.2: ‘A reduction in discretionary margins can be used as an offsetting factor, i.e., such margins are reduced in the valuation 

basis, capitalising future profits through the change in basis.’ Clause 6.14.1 allows such management-action offsets against the TCR or the OCR 

within the SCR. 
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Suggested practical steps for Namibian insurers 

Aligning the two bases belongs to the valuator and the CFO together, agreed with the board and tested with the 

external auditors before anything is booked. Documentation is key too—the decisions and rationale should be written 

up so that everyone relying on the numbers understands what has been done and why. Inadequate reporting that 

leaves the audit committee to discover the effect later is worse than not aligning at all. With that in place, the practical 

path is reasonably clear. 

1. Build a single best estimate and use it to feed both bases, along with a single discount-rate construction, with 

any remaining differences explicitly defined.  

2. Align the total liability, not each underlying component, ideally per product, or at the least per product group. Set 

the RA on its own IFRS 17 merits, then use the discretionary margin to increase the total solvency liabilities up to 

total IFRS 17 liability. 

3. Make the discretionary margin loss-absorbing in the SCR and document the approach. If you hold a higher 

margin for alignment, release it under a stress scenario in line with NSAP 104, Clause 6.14.2 and justify that 

release on its own terms under NSAP 104 rather than by reference to the CSM. 

Now is the time to make careful, considered decisions, with plenty of documentation and ventilation. Good choices 

now can make for smooth financial reporting, decreased reconciliations, happier finance and actuarial teams, and 

more pleasant audit committee meetings later. 
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Appendix 

DETAILED EXPLANATION OF CAPITAL IMPLICATIONS OF DISCRETIONARY MARGINS 

Under NSAP 104, the CAR is the maximum of the MCR and the SCR, and the SCR is the maximum of the 

Termination Capital Requirement (TCR) and the Ordinary Capital Requirement (OCR) (NSAP 104, Clauses 6.1 and 

6.7). The TCR is the amount needed so that no policy has a negative liability and no policy's liability is below its 

surrender value (NSAP 104, Clauses 6.8.2 and 6.8.3).13 The OCR is the amount needed to withstand adverse 

fluctuations in the valuation variables. 

Discretionary margins can offset these capital requirements. NSAP 104, Clause 6.14.1 allows offsetting factors in the 

SCR calculation, against the TCR or the OCR and against any of the individual OCR items. Clause 6.14.2 names the 

one that matters here: ‘A reduction in discretionary margins can be used as an offsetting factor, i.e., such margins are 

reduced in the valuation basis, capitalising future profits through the change in basis.’14 The margin is deferred future 

profit held in the liability, and in the stressed calculation it may be released to absorb the stress. The compulsory 

margins cannot be used this way: Future management actions may not be assumed to reduce them (NSAP 104, 

Clause 3.3.4). 

A discretionary margin added to increase the solvency liability up to the IFRS 17 total raises the liability, but because 

it is releasable in the SCR it need not raise liabilities plus capital by the same amount. Where the TCR bites, the 

interaction is mechanical: The TCR tops liabilities up to the maximum of zero and surrender-value floors per policy, 

so a discretionary margin that raises a policy's liability towards those floors reduces the TCR by the same amount. 

Where the OCR bites, the released margins offset the stressed items under NSAP 104, Clause 6.14.2. In both cases 

the total capital resources required can be close to unchanged, which is the basis for the earlier claim that alignment 

can leave the regulatory capital position materially where it was. The two effects should not be counted together. 

Holding the margin is what reduces the TCR; releasing it under stress restores the liability to where it was and so 

restores the TCR. The release earns its capital credit against the OCR. 

The offset is a management action, and the SCR is explicitly conditional on the management actions assumed 

(NSAP 104, Clause 6.5.2). Credit may be taken only where the board has resolved the action (Clause 6.14.4), so it 

has to be one you would actually make in adversity, documented as policy and applied consistently. That the IFRS 17 

CSM would take up much of the same deterioration is corroborative rather than a justification in itself. In other 

scenarios, notably market-risk scenarios, the link is less direct, but it is still plausible for most insurers that in a very 

severe event which endangers solvency, margins held for the deferral of profit (rather than for explicit additional 

prudence) would be released. 

The increase in liabilities decreases the solvency basis net asset value but also decreases the CAR. The excess over 

CAR is unchanged. CAR cover will increase, provided it was greater than 1.0x to start with and the SCR remains 

above the MCR. 

 

 

13. NSAP 104, Clause 6.8.2: the Lapse Capital Requirement, for policies with no surrender values, ‘equals the amount required to ensure that no 

policy has a negative liability, where liability refers to the statutory liability before taking any other Capital Requirements into account.’ Clause 6.8.3 

similarly requires that no policy's liability is less than its current surrender value. 

14. NSAP 104, Clause 6.14.2: ‘A reduction in discretionary margins can be used as an offsetting factor, i.e., such margins are reduced in the valuation 

basis, capitalising future profits through the change in basis.’ Clause 6.14.1 allows such management-action offsets against the TCR or the OCR 

within the SCR. 
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