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About the AP3 annual report and sustainability report
AP3’s annual report and sustainability reporting illustrate our ambition 
to create the best possible investment returns on behalf of the Swedish 
pension system. Ever since the AP funds were established as part of the 
reformed pension system in 2001, AP3 has been creating value for the 
pensioners of today and tomorrow.

Communication with our stakeholders is critical to creating awareness 
and understanding of the AP3 approach and strategy. We aim at all times 
to disclose our activities with a high degree of clarity and transparency. 
During the year we hosted numerous visits from foreign pension funds 
that regard the Swedish pension system as a model. 

To meet increased stakeholder focus on environmental and social 
governance, we have decided this year to integrate our sustainability 
reporting with the annual report. We have also published a standalone 
sustainability report for 2015 and this is available at www.ap3.se.

AP3’s fund capital SEK

303
billion at 31 December 

AP3’s mandate:

»AP3’s mission is to generate maximum  
possible benefit for the Swedish pension system  
through responsible investment and management  
of the pension system buffer «

Financial information
The AP3 website www.ap3.se carries 
updated information on the Fund’s operating 
activities and investment holdings and all 
annual and interim reports, in Swedish and 
English, since inception.

Contact
AP3, Box 1176, 111 91 Stockholm, Sweden.  
info@ap3.se, +46 8 555 17 100  

Copy and production: AP3  
Photographers: Peter Phillips, Sofia Lilja, Patrik  
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AP3’s green  
bond holdings SEK

4.5
billion at 31 December

AP3’s outperformance  
of the income index 

2.5
percentage points per year 

since inception in 2001
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AP3  | AP3 AND THE PENSION SYSTEM IN BRIEF

Income 
pension

Private pension

Occupational pension

Premium pension

AP3 is tasked with managing this 
capital to generate maximum benefit 
for the pension system. Our target is to 
achieve a 4% real return over time – an 
objective that AP3 has achieved since 
our inception in 2001. 

AP3’s asset management strategy 
is founded on structured processes in 
which risk diversification and adapting 
risk to market conditions are the two 
core pillars. 

Long-term value creation
For AP3 it is important to create 
long-term value when selecting our 
investments and managing our port-
folio. Asset management also comes 
with a responsibility to act sustainably 
and this is now fully integrated in our 
investment operations – from corporate 
stewardship through to responsible 
environmental and social governance. 

AP3 manages SEK 303 billion of 
assets in a global diversified  portfolio 
comprised of listed equities, fixed 
income securities and alternative 
investments such as private equity, real 
estate, timberland and infrastructure 
assets. 

AP3 in brief

AP3 has generated an average annual real return of 4.2% since inception, which is 
above target. During this period, nominal return has averaged 5.5% per annum and 
has exceeded the growth of the income index. As a result, AP3 has made a positive 
contribution to the pension system’s long-term stability.

AP3
Consumer price index
Income index

Target achieved: AP3’s accumulated return after expenses 2001 – 2015

The Third Swedish National Pension Fund (AP3) is one of five funds – known as AP funds – that manage the capital 
buffer of Sweden’s state income pension system.

Everyone who works and pays income tax 
in Sweden is entitled to a state pension. 
Most people in work also receive an occu-
pational pension funded by their employer 
and pay into a private pension plan. The 
state pension system consists of an income 
pension and a premium pension. These 
are financed by contributions made by the 
employer and the employee based on the 
employee’s pension-entitled income. 

A total of 18.5% of an employee’s  
pension-entitled income is paid every 
month to the pension system (16% to the 
income pension and 2.5% to the premium 
pension). The Swedish Pensions Agency 
is responsible for pension payments.

The income pension is pay-as-you-go, meaning 
that paid-in contributions are used to finance 
 current pension liabilities. The funds that manage 
the pension system buffer – AP1, AP2, AP3, AP4 
and AP6 – are there to manage system surpluses 
and generate sufficient returns on their assets to 
cover any deficits. An individual’s state pension 
contributions give rise to pension credits that 
accrue to the individual on  retirement. The 
contributions, meanwhile, are used to finance 
the pensions of current retirees. 

Long-term stability
Together, the AP funds account for 
around 14% of the assets held by the 
Swedish income pension system. 
Pension system assets must be at least 
equal to pension liabilities to permit 
pensions and pension credits to be 
kept in line with average income 
growth in Sweden. Since inception 
in 2001, the AP funds have delivered 
solid returns that have contributed to 
the long-term stability of the pension 
system. 

Pension system buffer 
The AP funds’ capital buffer is used 
when annual contributions to the 
pension system fall short of paid-out 
pensions. The system comes under 
pressure when large numbers of 
people enter retirement and is currently 
projected to run substantial deficits until 
2040. Here, the AP funds have a key 
role to play in delivering strong long-
term returns on their  capital buffer.

State pension system 
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Key figures
2015 2014 2013 2012 2011

Fund capital at 31 Dec, SEK bn 303.0 288.3 258.5 233.0 214.1
Net flows from pension system, SEK bn -4.9 -5.1 -6.9 -3.8 -1.2
Income for the year, SEK bn 19.6 35.0 32.4 22.6 -5.5
Return before expenses, % 6.9 13.8 14.2 10.7 -2.4
Return after expenses, % 6.8 13.7 14.1 10.7 -2.5
Operating expenses ratio, % 0.12 0.12 0.13 0.14 0.11
Operating expenses ratio excl.  
commission expenses, % 0.06 0.07 0.07 0.08 0.07

2015 in brief  
•	AP3	reported	income	of	SEK	19,643	million	(34,977).	

•	Return	was	6.9%	(13.8)	before	expenses	and	6.8%	(13.7)	after	expenses.	 

The Equities, Inflation and Currencies risk categories made the largest 

 positive contributions to income.

•	Fund	capital	stood	at	SEK	303,031	million	(288,332)	at	year-end,	up	

SEK 14,699 million (29,857) from the prior year.

•	AP3	made	payments	to	the	pension	system	totalling	SEK	4,944	million.

•	The	asset	management	cost	ratio	was	0.12%	(0.12),	with	operating	expenses	

accounting for 0.06% (0.07).

•	The	Fund	outperformed	the	benchmark	LSP	portfolio,	introduced	in	2012,	 

by 4.4 percentage points in 2015, taking annual average outperformance 

since 2012 to 2.6 percentage points.

•	Since	inception	in	2001	the	Fund	has	achieved	its	target	of	a	4%	annual	real	

return over time. 

•	As	of	2014,	AP3	measures	its	carbon	footprint	and	is	a	signatory	to	the	Paris	

Pledge for Action. Clear sustainability targets are in place for 2016 – 2018.

Sweden

Europe

11%

14%

12%
10%

3%
2%

North America
14%

20%

3%

Emerging markets
4%

1%

Asia-Pacific

  Listed equities

  Fixed income 

  Alternative investments

AP3’s global diversified portfolio at 31 Dec 2015

AP3 invests in a globally diversified portfolio. The map 
shows investment allocations by region and market 
value at 31 December 2015. 

5% 1%

Total fund capital in SEK million

 303,031

Income SEK million  19,643

Asset management cost ratio %

0.12

Return before expenses %

6.9
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our returns build a stronger pension system  
2015 was an exciting year for pension 
funds, and AP3 was no exception. 
Financial markets began the period in 
robust shape and by April had mounted 
a record recovery from their slump in 
October 2014. After this, the equity 
market began to slow amid worries 
over higher US interest rates, economic 
weakness – primarily in emerging 
markets – and the falling oil price. 
When China devalued the yuan in 

August and adopted a more flexible 
exchange rate policy, market jitters 
rose. Volatility surged and world stock 
markets fell. After staging a recovery 
from late September to the start of 
November, the market again went into 
reverse.	Returns	in	the	second	half	of	
the year were neglible. 

Strong contribution
Despite the volatile second half, return 
for the year as a whole was 6.8% after 
expenses. At year-end, AP3 had total 
assets of SEK 303 billion. Average 
annual return on capital since our 
inception in 2001 stood at 5.5%. The 
income index, which is used to keep 
pensions and pension contributions in 
line with inflation, rose by an annual 

average of 3.0% during this time. By 
delivering a return 2.5 percentage 
points higher than the income index, 
AP3 has made a strong contribution to 
the pension system in this time frame. 
Our ambition remains to grow faster 
than the income index and thereby 
help to strengthen the pension system. 

Seven good years 
AP3’s objective is to generate an 
average real annual return of 4% over 
time. So far we have managed to 
achieve this, but tougher times may lie 
ahead. 
We have achieved a very high annual 

return of 8.8% since the financial crisis 
in 2008 – seven good years in which 
our combined investment returns now 
account for half the value of fund 
capital. However, we cannot expect the 
next seven years to be equally good.

Strategy and expertise decisive 
A period of lower returns will place 
high demands on our asset manage-
ment. In 2012 we began measuring 
our investment performance against 
a	benchmark	portfolio	called	the	LSP.	
The	LSP	consists	of	50%	equities	and	

50% bonds, a mix that offers the lowest 
administrative costs but sufficient risk 
to achieve our long-term objectives. 
The board of directors evaluates the 
investment	strategy	against	the	LSP	to	
ensure we manage our resources in an 
optimal manner. In 2015 we generated 
substantial added value through diver-
sification into alternative investments 
and effective currency management. A 
strategy such as this might prove coun-
ter-productive in any given year, but 
over time it pays to spread risk and 
actively manage the full portfolio as 
well as its different components. 
Since	introducing	the	low-cost	LSP,	

AP3 has generated SEK 21.8 billion of 
added value on behalf of the pension 
system. 

Cost-awareness is paramount
Cost awareness is vital. But it is not low 
costs in themselves but the return after 
costs that is key, especially because our 
costs are often directly related to our 
chosen investment strategy. 
It goes without saying that we need 

to hold on to our money and  negotiate 
well in every case. That is why we 
benchmark our costs every year against 



ANNUAL REPORT 2015  |  7

AP3’s return – SEK 111 billion in the last four years
Return exceeded the benchmark long-term static portfolio (LSP) by SEK 23.1 billion

Fund capital   
31 Dec 2011

214.1

Return on 
benchmark LSP

87.9

Excess return 
from AP3

23.1

Fund capital  
31 Dec 2015

External fees

-0.6

AP3’s 
expenses

-0.7

Swedish Pensions 
Agency administration 

expenses

-0.9

Net 
payments

-19.9

StAtEMEnt BY tHE CEo  | AP3

303.0

those of other pension funds around 
the world. We want to be sure that our 
asset management is cost-effective. 
Our costs are lower because we have a 
larger mix of internal management than 
comparable pension funds and we pay 
less for our external mandates. In 2015 
our management expenses were 0.12% 
of assets under management, which 
is low for a modern pension fund 
investing in listed and unlisted equity. 

Low interest rates a challenge
We are always looking to develop the 
portfolio and our investment oper-
ations. Currently we are looking for 
investments that can stabilise port-
folio returns and make a positive 
contribution in times of equity market 
weakness. During the spring we 
acquired a 20% stake in the Swedish 
electricity distribution company Ellevio 
from its former owner Fortum. We also 
entered two real estate partnerships 
that will see us establish two new prop-
erty companies in the Swedish market. 
One will invest in office property in 
medium-sized cities and the other is a 
joint venture with real estate company 
Balder to build new homes. Neverthe-
less, our biggest challenge in this era 
of low interest rates is to develop strat-

egies to protect the portfolio in more 
testing times. 

Always focused on sustainable returns
We also need to try to ensure that our 
investments offer a long-term sustain-
able return. We believe that well 
managed companies deliver  superior 
returns and lower investment risk over 
time. Well managed means having 
effective governance structures in place 
and managing resources prudently. 
We promote sustainability by engaging 
with our investees, by integrating social 
and environmental governance in our 
day-to-day investment operations and 
by setting targets for our business. 
During the year we adopted  long-term 
targets for our carbon footprint, green 
bonds and strategic sustainability 
investments. 

Pension reform shelved
The year also saw the completion of 
the consultation process for govern-
ment proposals to reform the AP 
funds. It was clear by the consultation 
deadline at the end of October that 
many stakeholders were critical of the 
proposals, and in December it became 
apparent that there was no consensus 
in the government pensions committee 

on how to proceed. The reforms were 
shelved. 
The process proved highly informa-

tive, however, and hopefully there is 
now much greater awareness of the 
AP funds and their role. We need to 
continue building and communicating 
this knowledge to ensure continued 
confidence in the system.

Knowledge breeds confidence 
For those of us whose job involves 
managing Sweden’s national pension 
assets, it is vital that there is public 
confidence in the system and that it is 
possible to debate relevant issues in 
an open and informed arena. I would 
welcome the introduction by the 
parliamentary finance and social insur-
ance committees of an annual open 
hearing to which the AP funds and the 
Swedish Pensions Agency are invited. 
A good time to hold such an event 
would be when the agency publishes 
its annual report. 
In its performance review last year, 

the government wrote that it “assumes 
that the AP funds will complete their 
current mandate to manage their assets 
to deliver maximum benefit for current 
and future pensioners until the new 
rules come into force”. We did this, and 
I would like to thank all employees 
for continuing to focus on their work 
during this time. We will continue to do 
our best to ensure the health of current 
and future pensions.

Kerstin Hessius, 
CEO 

» We have achieved our target of a 4 per cent 
real annual average return over time, but 
tougher times may lie ahead. «



AP3 is tasked with delivering successful invest-
ment management that helps to ensure the 
stability of the pension system over both the short 
and long term. AP3 succeeds in this mission if the 
return exceeds average national wage growth, as 
measured by the income index. Achieving such 
returns increases the likelihood of future pensions 
being able to keep pace with wage growth. By 
investing in listed and unlisted assets, the port-
folio is better equipped to withstand periods of 
financial market turbulence, than a traditional 
portfolio limited to listed assets.

Focused on our target
To create the optimum conditions for  successful 
asset management we need to formulate our 
commitment to the pension system as a clear 
target. Based on our mandate from the National 
Pension Insurance Funds Act, we work to an 
annual percentage return target that establishes 
a clear marker for our portfolio management and 
guides our investment strategy.

Based on an analysis of the pension system, 
we have set a target of a 4% annual real return. 

This figure strikes a good balance between the 
long-term stability of the pension system and the 
risk of short-term falls in fund value. The target is 
framed in real terms, meaning that it is adjusted 
for inflation. The intention here is to guarantee 
pensioners’ purchasing power over long periods 
of time. 

Risk diversification 
AP3’s strategy is geared to achieving the target 
return over the long term. To achieve this we put 
together a portfolio of different assets and strat-
egies capable of meeting the target. We also use 
structured methods to change the composition of 
the portfolio by adjusting levels of risk to reflect 
prevailing market conditions. 

The investment strategy is based on  allocating 
our assets; in other words, diversifying risk. To 
achieve this, we divide the portfolio into  different 
risk categories. Each risk category represents a 
specific type of underlying risk, for example equi-
ties, fixed income instruments, credits and so on. 

AP3 has equity exposure of around 50% and 
this is our largest form of risk. The National 

High returns helps 
to keep the pensions 
stable.

Investment strategy focused on risk diversification
 
AP3 has a core mission within the Swedish pension system. The assets the Fund manages are for the use of current 
and future pensioners. The investment strategy is built on procedures and structures that must be sustainable 
over time to generate returns at a reasonable level of risk. 
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The pension system is 
currently enjoying stability, 

which is good news for 
pensions.

Pension Insurance Funds Act requires 
that we hold at least 30% of our 
assets in liquid fixed income securi-
ties. However, the current low interest 
rate environment means that returns 
on these  securities are projected to be 
very low. In  addition, fixed income 
instruments have lost much of their 
diversification effect. 

Since inception in 2001 AP3 has 
sought to reduce the  vulnerability 
to price swings in listed equities by 
investing in a diversified range of 
investments that are cost-effective 
while also falling within the scope of 
the investment rules. Hence, we have 
gradually allocated more of our invest-
ment capital to alternative assets such 
as real estate, infrastructure, timber-
land and private equity. Alternative 
investments now comprise around 
18% of the total portfolio. This diver-
sification strategy has raised our 
risk-adjusted return and in all proba-
bility reduced the negative impact of 
major equity market corrections. 

Clear lines of responsibility
Our diversification approach involves 
delegating investment decisions to 
different individuals within the asset 

management organisation. The asset 
management department has clearly 
defined roles and areas of responsi-
bility. Decisions are taken in order 
to maximise our ability to deliver 
profitable and cost-effective asset 
management over time. We use struc-
tured monitoring and rigorous risk 
management to ensure that this decen-
tralised decision-making model works 
successfully. 

Strategic and tactical asset allocation
In the long run, the allocation of 
capital and capital-free strategies is the 
single most important factor for AP3’s 
investment returns and the level of 
risk in the portfolio. The Fund there-
fore has a strategic focus on this area. 
Effective risk allocation is achieved 
through diversification and by 
changing allocations over the medium 
term in accordance with conditions 
on the financial markets. This is called 
strategic allocation and is based on a 
structured process over the medium 
to long term in which risk is adjusted 
primarily in accordance with macro-
economic forecasts and projected 
returns and asset values. Besides stra-
tegic asset allocation, AP3 also engages 

in tactical asset allocation. Here, the 
time frame is shorter and the emphasis 
is on seeking by quantitative or qual-
itative methods to identify assets that 
are wrongly priced by the market. 

Sustainability integral to value creation
The Swedish government’s core 
values set the outer framework for 
AP3’s commitment to sustainability. 
Sweden is a signatory to international 
conventions that form part of this 
outer framework. There is an interplay 
between the framework, AP3’s invest-
ment strategy – of which sustainability 
is a key pillar – and the investment-re-
lated opportunities that arise within 
the sustainability field. 

AP3’s sustainability work falls into 
different categories:
•  Risk diversification via portfolio 

diversity
• Risk limitation via engagement 
•  Risk elimination via sales or exclu-

sions 
We also take a financial approach 
to sustainability risk in our portfolio 
management and address sustainability 
risk through engagement and dialogue 
with companies and industries. 
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A great deal of this work is coordi-
nated with the other AP funds via the 
Ethical Council, although each fund 
always makes its own decision on 
individual investments. Exerting influ-
ence is easier in companies in which 
we own a major shareholding (mainly 
real estate firms and corporations 
listed on the Swedish stock market). 
Here, the Fund seeks to drive positive 
improvement through active corporate 
stewardship. It is our belief that well 
run companies are better at addressing 
climate change and taking social 
responsibility, and that these firms also 
deliver higher returns at a lower level 
risk over time. 

AP3 portfolio now climate-neutral 
In 2014 we began measuring our 
carbon footprint and discovered that 
it was effectively neutral due to the 
carbon-offsetting impact of our timber-
land investments and listed equity 
portfolio. Carbon footprint is meas-
ured by external consultants based 
on various underlying assumptions 

and is not exact. It is a way for us to 
identify risks and opportunities and 
to analyse whether progress is being 
made in the portfolio and our invest-
ment universe. We have continued to 
raise the bar when it comes to devel-
oping our sustainability engagements 
for the total portfolio and have adopted 
specific sustainability targets that we 
aim to achieve by 2018 (see page 21 
for further details).

Building our expertise
Long-term success requires the right 
skills and expertise. The investment 
strategy involves recruiting the right 
investment professionals across all 
asset management areas. We have 
also opted to focus our investments 
on specific areas where we have the 
capacity to build our expertise and in 
which we can capitalise on our status 
as a large international investor. 

The task of managing our large 
exposures to global equities, fixed 
income instruments and curren-
cies rests internally with our beta 

management teams. Internal manage-
ment accounts for 69% of our asset 
base. To create an organisation that 
is focused on generating an excess 
return separately from beta manage-
ment, AP3 has concentrated strategic 
and tactical position- taking in the form 
of delegated mandates to the CIO and 
managers in our absolute return strate-
gies (comprising internal and external 
managers) and risk premium strategies. 

AP3’s mission is based on cost- 
effective investment management, 
which means finding innovative solu-
tions for externally managed assets. 
External management is the way we 
gain exposure to areas in which we 
do not possess the requisite expertise 
in-house. It plays an important role 
in our investment profile and enables 
us to manage highly complex strate-
gies in a profitable and cost-effective 
manner.
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The performance review is conducted 
over an extended period due to the 
long-term nature of the Fund’s mission. 
AP3 has chosen a time frame that spans 
a minimum of one business cycle. 

Performance review in four parts:

1. AP3’s target – 4% real return 
AP3 evaluates the portfolio’s target 
return of 4% in real terms over a long-
term perspective, both from inception 
in 2001 and over rolling 10-year 
periods. We have achieved our target 
as average real return since 2001 
currently stands at 4.2%. In the last 10 
years, real return has averaged 5.7% 
per annum.

2. Long-term static portfolio (LSP)
The performance review compares 
AP3’s return against the return on a 
long-term static portfolio (LSP). The 
LSP contains a 50/50 mix of listed 
equities and bonds, which is the 
cheapest portfolio to manage. We 
benchmark portfolio returns against 

Performance review
The board of directors reviews asset management operations on an ongoing basis using a performance  
model consisting of four components that together paint a picture of how well AP3 is positioned to achieve  
the long-term target.

the LSP to determine whether the extra 
resources we deploy to achieve a more 
diversified portfolio have delivered the 
desired results. The portfolio is rebal-
anced monthly and has no transaction 
costs. Its management strategy requires 
no significant asset management 
expertise and is geared to achieving  
a real return of 4% over time. 

In 2015, AP3’s returns were SEK 
12.5 billion higher than those of the 
LSP. The Sharpe ratio1 of the AP3 port-
folio was 1.0, compared to 0.4 for the 
LSP. 

AP3’s investment management 
has outperformed the LSP by 13.3 
percentage points since the LSP was 
introduced in 2012, corresponding 
to a gain of SEK 21.8 billion for the 
pension system. See the chart below.

3. External benchmark group
AP3 aspires to high standards of 
asset management and we measure 
our performance against an interna-
tional benchmark group of innovative 

and successful investment managers. 
The group consists of eight pension 
funds2 with similar structures to ours 
in terms of assets under management, 
target returns and overall mission. 
In addition to comparing investment 
outcomes, AP3 can draw inspiration 
from any strategic changes imple-
mented within the benchmark group. 
From 2010 to 20143 the benchmark 
group recorded a median annual 
return of 7.6%, compared to 9.3% for 
AP3.

4. Self-assessment of allocation  
decisions
The fourth part of the AP3 alloca-
tion model is a self-assessment of 
investment allocation decisions made 
during the year. This analysis enables 
the board of directors and  executive 
management to track the asset manage-
ment team’s ability to assess financial 
market trends correctly. It also enables 
us to develop areas in which we can 
build and improve the investment 
process.

AP3 Total Index management Value added from AP3’s  
investment strategyStrategic allocation Tactical allocation

Investment horizon Long/medium Medium/short Long

Decision-maker Board of directors, 
CEO and CIO  
(dynamic decisions)

Portfolio manager Single board decision
(mechanical rebalancing)

Assets Liquid and illiquid 
assets
Equities, fixed income, 
credits, inflation and 
currencies

Liquid assets

Absolute return 
strategies

Liquid assets

Index

Before expenses After expenses

Return 2015 6.9% 0.0% 6.9% 2.5% 4.4 percentage 
points

4.3 percentage 
points

Return 2015, SEK bn 19.9 0.1 20.0 7.2 12.8 12.5

Return since 1 Jan 2012 51.0% 2.9% 53.8% 40.0% 13.8 percentage 
points

13.3 percentage 
points

Return since 1 Jan 2012, SEK bn 105.7 5.2 111.0 87.9 23.1 21.8

Breakdown of AP3’s asset management vs index management

1) See Glossary, p. 66
2) New Zealand Super Fund, Alaska Permanent Fund, Future Fund (Australia), CPPIB (Canada), VER (Finland), FRR (France), OTPP (Canada), Compenswiss (Switzerland)
3) Figures for 2015 not yet available
4) Benchmark asset management expenses conservatively set at 0.00%
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The majority of AP3 employees 
work in asset management and busi-
ness support, covering areas such 
as analysis, asset management, risk 
management and investment admin-
istration. Three individuals work in 
corporate functions. On average, our 
employees have over 20 years’ profes-
sional experience and the majority 
hold a university degree.

Skills development a top priority
AP3 aims to be an attractive employer, 
in line with our ambition to attract and 
retain talented staff and to develop 
as a pension fund. We work proac-
tively to identify and secure the skills 
we need. Through annual performance 
appraisals for all staff, we identify 
areas for development for the coming 
year based on individual and business 
targets. 

Employees take part in internal 
briefings with guest speakers from 
outside the organisation and also 
attend training courses, seminars and 

conferences to ensure we constantly 
build our knowledge base and grow 
as individuals and as an organisation. 
AP3 also seeks to develop internal 
competency levels by offering staff 
new challenges within the organ-
isation. The aim here is to enable 
employees to expand their specialist 
knowledge and enjoy a stimulating 
career with AP3. 

In 2015 we continued to  integrate 
sustainability in the investment process 
and invited specialists to give pres-
entations on various sustainability- 
related issues. A majority of employees, 
including executive management, have 
completed a sustainability training 
programme that raised awareness of 
sustainability and its potential impact on 
the investment management process. 
We intend to continue building our 
expertise in this area. 

Staff survey
It is vital that we create a  business 
culture and environment in which 

our employees thrive and can develop 
their careers. We carry out an employee 
survey once every two years to measure 
how staff see the Fund. The survey 
highlights the areas where AP3 has 
moved forward and pinpoints areas for 
improvement. The results consistently 
show improvements from the already-
high levels recorded in the prior 
survey. The next employee survey is 
scheduled for 2016.

Wellness
AP3 employees are accustomed to inten-
sive working days and a demanding 
work environment. It is therefore impor-
tant that the Fund as an employer 
strikes a good balance between work 
and leisure to safeguard our employees’ 
health. We offer all staff regular health 
check-ups and an exercise subsidy. Sick-
ness absence remained low in 2015.

Internal ethical guidelines 
AP3’s internal code of conduct sets out 
rules on entertainment, gifts, outside 

Meeting high standards through skills and expertise
AP3 is a knowledge-intensive organisation. The combined expertise and experience of the employees is critical to 
the Fund’s performance. The continued ability to meet the ambitious targets depends on attracting and retaining 
talented people. AP3 offers a stimulating and professional work environment that prioritises personal responsibili-
ty, transparency and open communication. 

AP3  | EMPLOYEES
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employment, conflicts of interest and 
private securities trading. The Fund 
does not accept bribes or corruption. 
The code of conduct is revised on an 
ongoing basis and forms an integral 
part of every new employee’s intro-
ductory training programme.

Any employee who suspects any 
irregularities or non-compliance with 
our ethical guidelines can notify the 
compliance officer. The compliance 
officer investigates all cases that come 
in and reports directly to the board 
and CEO. 

AP3 has effective processes in 
place to manage working conditions, 
diversity and health and safety. We 
also have clear guidelines on how to 
handle discrimination, harassment, 
bullying or abusive behaviour.

Diversity and equality
AP3 actively promotes employee 
diversity and equality. Working hours 
are flexible and encourage individual 
responsibility, making it possible for 
male and female employees alike to 
combine work with family life. Eleven 
staff members – three female and eight 
male – took parental leave in 2015. 

As at 31 December 2015, 67% of 
AP3 employees were male and 33% 
were female. Twenty-three percent 
of employees held managerial posi-
tions, 31% of them female and 69% 
male. The gender balance in executive 
management is 50/50. At year-end, the 
average age of employees was 45.

 

Responsibility and structure  
The executive management committee 
has four members: the CEO; the Chief 
Investment Officer (CIO), who also serves 
as Deputy CEO; the CFO/CRO, who is Head 
of Business Support and Control; and the 
Head of Communications. Executive man-
agement is responsible for driving forward 
AP3’s strategy, as well as for budget and 
financial performance, the AP3 brand, 
communications and human resources.

The dynamic allocation management 
committee is in charge of the overall 
investment strategy within the mandates 
set by the board of directors. The risk com-
mittee handles risk management issues.

The CIO is responsible for managing 
the portfolio mix and is also head of asset 
management, which involves leading 
our portfolio management operation. 
The asset management department is 
organised in five units: strategic allocation; 
beta management; alpha management; 
external management; and alternative 
investments. 

Business Support and Control is headed 
by the CFO, who is also the CRO. The 
department is organised in six units: back 
office; risk and return analysis; finance 
and reporting; IT and administration; 
human resources; and legal affairs and 
compliance. The CFO is responsible for 
compliance and the reporting of risk and 
investment to the board.

The Head of Communications is in 
charge of internal and external commu-
nications and also shares responsibility 
for management of sustainability-related 
issues at the Ethical Council.

All managers belong to an expanded 
management group that is tasked with 
coordinating projects and facilitating infor-
mation-sharing and knowledge transfer. 

EMPLOYEES | AP3



Building businesses  
AP3’s alternative investments are a strategically important area consisting  
of holdings in private equity, real estate, timberland, infrastructure and 
insurance-linked securities. These assets were valued at SEK 55.5 billion at 
year-end, corresponding to 18% of total portfolio value.   

The AP funds’ investment rules allow 
them to invest not only in equities and 
fixed income securities but also in real 
estate and unlisted assets. The majority 
of our alternative investments fall 
within the Inflation risk category, which 
plays an important role in reducing our 
vulnerability to sharp swings in equity 
markets. 

AP3 subcontracts management of 
these assets, either by investing in funds 
or in real estate companies. In recent 

years AP3 has established two real 
estate companies – Hemsö and Trophi 
– and together with AP1, AP2 and 
AP4 owns and manages Vasakronan, 
Sweden’s largest real estate company. 

AP3 also has substantial investments 
in other real estate, infrastructure assets, 
private equity, timberland and insur-
ance- linked securities.

 

Bengt Hellström, AP3 Head of 
 Alternative Investments.

How does the alternative investment 
process work?   
“It’s an ongoing and active process to identify 
investments that offer a good fit with the 
rest of the AP3 portfolio while at the same 
time managing our existing holdings in a 
responsible way. The alternative investments 
portfolio has grown strongly in the last eight 
years and today accounts for a sizeable share 
of our total assets. As well as looking for new 
investment opportunities, we also have to be 
actively engaged in our investee  companies 
both in terms of analysis and board rep-
resentation.”

What are the key success factors in your 
work?
“What we value is sector knowledge and 
opportunities to create value added in 
different ways. The ability to develop 
companies with the right partner is a key 
requirement. Success lies in knowledge, 
having a business-oriented approach and 
long-term mindset, and being actively 
committed to strong governance.”

What do these long-term investments 
mean for the pension system?
“They are investments that generate 
stable returns over time – returns that are 
not  dependent on the same factors that 
determine the performance of our other im-
portant asset classes like equities and bonds. 
Alternative investments are about diversi-
fying portfolio risk and generating the best 
possible returns for the pension system.”

What experience do you and your team 
have? 
“We’ve all worked in different areas of the 
financial services industry and have different 
areas of experience and expertise. We are 
business oriented and try not to follow 
standard approaches but to think differently. 
That’s what enables us to nose out interesting 
business opportunities. I worked previously 
at EQT/Investor and some of the others come 
from Alfred Berg and Ratos. Everyone has 
excellent qualifications and has worked as an 
investor and portfolio manager.”

The key to success 
is choosing the right 

partners and contributing 
knowledge, business 
acumen, a long-term 

mindset and good 
corporate stewardship.
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A sizeable equity interest gives AP3 the 
ability to exert active stewardship and 
take a proactive part in developing  
the company’s strategy. Board member - 
ship is an effective way to exercise 
influence and drive sustain ability 
efforts forward.

Vasakronan – Sweden’s largest real 
estate company
Vasakronan is AP3’s largest real estate 
holding and we own the company 
in equal shares with AP1, AP2 and 
AP4. Vasakronan owns, manages and 
develops commercial real estate in 
Stockholm, Uppsala, Gothenburg, 
Malmö and Lund. Its portfolio, which 
has a market value of SEK 104 billion, 
comprises more than 180 properties 
with total floor space of 2.5 million 
square metres. The majority of these 
properties are located in  Stockholm. 
Vasakronan is organised in four regions 
– Stockholm, Uppsala, Gothen burg and 
Öresund – and employs 350 people. 

Innovative office concept
In 2015 Vasakronan launched several 
innovative concepts. These included 
”Smart & Klart”, an office rental 
package offering high flexibility on 
office fittings and lease length. Smart 
& Klart offices are fully furnished 
and offer IT and audiovisual services. 
Vasakronan also launched a “pop-up 
store” concept – retail properties in 
prime locations that can be rented for 
short periods for a week up to three 
months. 

High ambitions in sustainability
As at 31 December 2015, 71% of 
Vasakronan’s property portfolio was 
eco-certified and around half of the 
company’s customers had elected 
to sign green tenancies (a form of 
contract first introduced in Sweden 
by Vasakronan). Reflecting its high 
sustainability ambitions,  Vasakronan 
launched the world’s first green 
corporate bond and has so far raised 

SEK 5 billion from this form of finance. 
See page 24 for further details.

Hemsö – community service properties
Hemsö is Sweden’s leading private 
owner of community service  buildings. 
AP3 is the main shareholder, directly 
and indirectly owning 85% of the 
equity.

Hemsö owns, manages and 
develops buildings used for nursing 
homes, education, care facilities and 
legal establishments. Hemsö takes 
a long-term, sustainable approach 
to its business and owns more than 
300 community service properties 
in Sweden, Finland and Germany 
that together had a market value 
of SEK 25.1 billion at 31 December 
2015. The company’s Swedish tenants 
include central government, county 
councils, municipalities and private 
enterprises. In Finland, the client base 
is municipalities and private compa-
nies, while in Germany the majority 

Real estate portfolio predominates  
The AP3 real estate portfolio includes major shareholdings in Vasakronan and Hemsö along with equity holdings in 
Trophi, a wholly owned retail property management company, and Fastighets AB Regio, which was established in 
2015. Regio is a joint venture between AP3 and Sveafastigheter to invest in office and residential property business 
in expansive mid-sized Swedish cities. 

Vasakronan owns, 
manages and develops 

commercial real estate in 
Sweden’s major cities.

ANNUAL REPORT 2015  |  15

ALTERNATIVE INVESTMENTS | AP3



by Redito. Trophi continued to grow 
in 2015 through acquisitions and the 
portfolio had a market value of SEK 7 
billion at year-end. The name Trophi 
comes from the Greek word for food. 

Regio – regional retail and offices 
In 2015 AP3 established Regio as a 
joint venture with Sveafastigheter. By 
year-end, the company had a port-
folio valued at SEK 900 million. Regio 
focuses on office and retail property in 
growing medium-sized cities and on 
the outskirts of Sweden’s major urban 
centres. Sveafastigheter manages the 
business and AP3 is the majority share-
holder.

AP3 and Balder – residential rental 
property
In 2015 AP3 signed a joint venture 
agreement with Balder to invest in 

of tenants are large nursing home 
operators. 

Hemsö’s vision is to be the best 
provider of community service prop-
erty. It seeks to generate value added 
for its clients and be the preferred 
property partner for municipalities, 
regional councils and private operators.

The company’s size and broad 
geographic presence give it an excel-
lent base for meeting the changing 
needs of tenants over time. 

Trophi – grocery retail in Sweden and 
Finland
Founded in 2012, Trophi Fastighets AB 
is Scandinavia’s leading grocery retail 
property owner, with a portfolio of 
250 outlets in more than 200 locations 
in Sweden and Finland.

The company is wholly owned 
by AP3 and the portfolio is managed 

residential property in Sweden. This 
business will focus primarily on the 
new construction of apartments for 
rent. The move is AP3’s first into the 
residential property segment and is a 
natural step forward as we build our 
property portfolio. Given Sweden’s 
high population growth, we see resi-
dential property as a strategically 
significant market for the future. 

Südewo – sold after three years 
During the year the Fund divested 
its holding in Süddeutsche Wohnen 
(Südewo) at a substantial profit. AP3’s 
average annual return on its Südewo 
investment exceeded 20%.

 

Residential rental property, 
community buildings and 

grocery stores offer excellent 
investment potential 
alongside commercial  

office premises. 
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Private equity is the name for investments 
in the share capital of companies that are 
not listed on a stock market. Through active 
ownership that invests both know-how 
and financial assets, private equity owners 
build companies with long-term sustainable 
business models. The private equity market 
is typically divided into venture capital and 
buyouts. Venture capital is share capital 
provided to growing companies in the early 
stages of their development, while buyouts 
usually relate to investments in more 
mature businesses. In a buyout, the investor 
acquires a majority shareholding, while ven-
ture capital investors acquire minority stakes.

The deal was structured via a four-way 
consortium owned by AP3 (20%), 
Borealis of Canada (50%), Folksam 
(17.5%) and AP1 (12.5%). 

Ellevio is one of Sweden’s largest 
electricity distributors and supplies 
more than 900,000 households across 
much of the country. This investment 
is part of the real estate portfolio.

Ellevio – delivering tomorrow’s 
 electricity grid 
In the next few years Ellevio will make 
substantial investments in providing 
modern electricity grid services for 
rural areas and upgrading the existing 
grids in and around Swedish cities. 
The company has 400 employees and 
is responsible for around 2,900 jobs 
nationwide.  

Valuable additions to the infrastructure 
portfolio 
In 2015 AP3 added a number of large and small infrastructure investments 
to the portfolio. The largest acquisition was the purchase of Ellevio (for-
merly Fortum Distribution AB). 

Private equity
AP3 has been investing in private equity funds since 2001 and today has a 
mature portfolio that generates an annual capital return. 

In private equity, our aim is to achieve 
a higher return than we can generate 
in listed equities. We have attained this 
goal in the last 10 years, during which 
time the private equity portfolio has 
achieved a favourable level of maturity.

In 2015 we made nine new invest-
ment commitments totalling SEK 2.1 

billion. These took our invested capital 
in this segment to SEK 4.2 billion. 
Return in local currency was 11.4% in 
2015. In the last three years our private 
equity returns have averaged 14.5% 
per annum.
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Valuable timberland at Bergvik
AP3 made an investment in Bergvik Skog, Sweden’s larg-
est owner of timberland, in 2004 and today owns 5% of 
the company.

Bergvik Skog’s has holdings of 2.3 million hectares in Sweden 
and 100,000 hectares in Latvia. The company has an annual 
felling volume of 6.2 million cubic metres excluding bark 
and also owns three nurseries in the counties of Dalarna, 
Gästrikland and Värmland that supply 55 million saplings 
every year. Bergvik Skog also promotes the development of 
wind farms on its Swedish holdings, either through proprietary 
projects or third-party concessions.
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Insurance, climate and weather-related investments
Investments in assets with low correlations outside the traditional financial markets help to make AP3’s returns 
more stable over time. These assets include catastrophe bonds.

Since 2008 AP3 has invested in various 
insurance, climate and weather-related 
securities outside the traditional finan-
cial markets. These include catastrophe 
bonds and weather derivatives. AP3 
was the first investor in Sweden to 
target these instruments and has built 
unique expertise in this field in close 
cooperation with various universities 
and research institutes.

These investments are strategic and 
long-term. They have been designed to 
systematically - year by year - transfer 
selected insurance, weather and climate 
risks. For example, risks associated 
with events such as hurricanes, earth-
quakes and flooding. 

In years with no or few natural 
disasters, AP3 expects to earn a strong 

return on these investments. In years 
where such events cause significant 
damage, AP3 would expect to make 
significant losses. These losses are 
unavoidable and part of the underlying 
investment strategy. The key point is 
that, over time, the investments are 
expected to deliver positive returns.

“This strategy looked attractive on 
the drawing board 10 years ago. And 
looking back, we can see that the 
returns have exceeded our expecta-
tions,” says Mårten Lindeborg, AP3 CIO.

The strategy is a natural part of 
AP3’s strategy to identify investments 
with a low correlation that can help to 
stabilise the Fund’s returns, especially 
in the event of a sharp fall in the equity 
markets. 

“Fundamentally we know that 
natural disasters are not caused 
by political decisions or changing 
economic cycles. If we look back 
historically, this portfolio has demon-
strated a very low correlation with the 
equity market and still generated a 
positive return every year at an annual 
average of 9.7%,” says Dan Bergman, 
AP3 portfolio manager.

“By analysing climate trends and 
associated weather risks we can make 
informed investment decisions. For 
example, we continuously monitor the 
El Niño weather phenomenon because 
it affects hurricane activity in the 
Pacific and Atlantic oceans and has a 
bearing on our risk and returns.”

 

“Thorough analysis of climate trends is paramount 
when it comes to making informed investment deci-
sions,” says Dan Bergman, AP3 portfolio manager.



AP3’s approach to sustainability – a sustainable 
strategy
As a long-term investor and manager of Swedish pension system assets, AP3 has a duty to protect the value of the 
state pension on behalf of current and future pensioners through responsible investment management. The way 
to achieve this is through investment and asset management practices that are sustainable over time. 

AP3 has a long tradition of taking 
account of environmental, social and 
governance issues in our investing 
activities. Our commitment to sustain-
ability is based on the core values 
of the Swedish government. These 
values, set out in the Instrument of 
Government, are based on democ-
racy, the equal worth of all individ-
uals, the right to human freedom and 
dignity, and sustainable development. 
They are also reflected in the interna-
tional conventions to which Sweden is 
a signatory. 

In 2015 AP3 took further important 
steps towards fully integrating sustain-
ability into the analysis and invest-
ment process within the climate and 
environmental fields. In December 
we announced a number of ambitious 
sustainability targets covering carbon 
footprint, green bonds and other stra-
tegic sustainability-related investments 

(see page 21). In November, the AP 
funds issued a joint statement that they 
had agreed a standard for measuring 
and reporting the carbon footprint of 
their investment portfolios. AP3 also 
continued to invest in green bonds and 
use our direct real estate holdings to 
help create a greener property market. 
We also conducted thorough analysis 
of sustainability in specific sectors to 
raise our knowledge and awareness in 
these areas.

Strategies for managing sustainability 
AP3 applies different sustainability 
strategies depending on the nature 
and profile of our investments. In 
cases where we are a major share-
holder – notably in the unlisted real 
estate companies Vasakronan, Hemsö, 
Trophi and Regio – we can exert 
direct influence over company strategy 
by being represented on the board of 

directors. In Swedish listed companies, 
we engage actively with boards and 
management via dialogue, AGM voting 
and active participation in nomination 
committees.

In our foreign equity holdings, 
where our equity holdings are gener-
ally small, we act primarily via the 
Ethical Council, which works closely 
with other institutional investors 
to engage with investees. We also 
conduct portfolio screening in respect 
of these holdings.

If an investee company is found 
to be acting in contravention of inter-
national conventions, the Ethical 
Council may recommend that the AP 
funds exclude it from their investment 
universe. However, it is up to each 
fund individually to decide whether 
or not to exclude an investee. As of 31 
December 2015, AP3 had excluded a 
total of 14 companies from our invest-

AP3’s three-way approach to ESG  

Positive selection

We invest in companies and 
funds that take a proactive 
stance on sustainability. 
Positive investment returns 
are the top priority.  

Example: Invest in green 
bonds, timberland and 
companies that manage 
resources such as energy and 
water.

Corporate stewardship

We direct active advocacy at 
companies and funds with 
the aim of promoting 
long-term sustainability.

Investor initiatives urging 
companies to prevent 
corruption and child labour 
and report their carbon 
footprint.

Negative selection

AP3 identifies companies and 
investment areas that are 
exposed to significant 
sustainability risks. 

Example: Avoid investments 
in companies with weak 
commitment to sustainability.
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ment universe. We also conduct quan-
titative screening of sustainability 
risks in all investee companies. The 
screening process and information 
from other data sources and our own 
internal sustainability expertise may 
lead us to decide to sell our holding.

Negative selection – limits sustainability 
risks
AP3 seeks to identify significant 
sustainability risks in our investee 
companies and investment segments. 
We have developed and introduced 
an investment strategy for screening 
and divesting investees and  typically 
avoid investing in companies with 
weak sustainability profiles. Our aim 
is to take positions that over time 
offer higher returns in comparison to 
the alternatives or that clearly reduce 
the sustainability risks attached to 
our holdings. This approach has led 
us to identify and divest around 100 

small investees in Europe and North 
America that we have adjudged to 
have weak sustainability profiles. 

We have also sold our shares in 
all investees with sizeable  operations 
in the extraction or use of coal and 
consumable fuels. This negative selec-
tion relates to a small number of 
companies located in Canada, the US 
and the UK. As a result, we have limited 
our sustainability risks in specific cases 
without any significant adverse impact 
on our investment returns.

Positive selection – investment returns 
the top priority
Positive selection can consist of invest-
ments in companies and funds whose 
proactive approach to sustainability 
is likely to generate positive returns. 
These investments cover green bonds, 
mutual funds and infrastructure with 
a special sustainability profile and 
sustainability-certified timberland.

Investing in companies that manage 
resources such as raw materials, water 
and energy is a strategy that ought to be 
profitable for a long-term investor like 
AP3. We have developed and imple-
mented an investment approach that is 
based on investing in selected compa-
nies across three sectors associated 
with significant environmental risks. 

The approach identifies  companies 
in the energy, materials and power 
generation sectors that have relatively 
low greenhouse gas emissions and 
lower energy and water consumption. 
Our philosophy here is that companies 
with effective control of their sustaina-
bility risks will probably have  superior 
governance and a better corporate 
culture than their competitors. We 
manage this portfolio internally and 
have so far invested SEK 450 million 
by way of short positions in forwards

 

AP3 limits sustainability risks 
by setting ambitious targets 

and through positive and 
negative selection.
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AP3 has decided to raise the bar further in our sustainability ambitions by 
adopting new and ambitious targets for 2018.   

Climate change will lead to changes 
in the use of global resources and will 
have a direct impact on AP3’s portfolio 
returns. We have therefore elected to 
focus specifically on climate impact by 
adopting a series of targets that further 
raise the level of our sustainability 
ambitions. 

CO2 measurement began in 2014
In December 2014 the Fund began 
measuring the listed equity portfolio’s 
carbon footprint. Our portfolio was 
found to be climate-neutral, reflecting 
the fact that CO

2
 emissions by the 

companies in which we invest are 
largely offset by our timberland hold-
ings,1 which serve as a carbon sink. 
Notwithstanding this strong starting 
point, AP3 has clear ambitions to 
further reduce the climate impacts of 
our portfolio holdings. 

Four new targets for 2016 – 2018 
We have adopted different strategies 
to reflect our different shareholdings. 
The targets relate to 2018 and will be 
evaluated on an annual basis:

 The carbon footprint of our listed 
equity and credits holdings will be 

halved by 2018 compared to 2014. 
AP3 also urges all companies to 
issue regular reports on their carbon 
footprint by 2018 at the latest.

 AP3 intends to help develop the 
market for green bonds in accord-
ance with COP21 by more than 
tripling our holdings of green 
bonds, from SEK 4.5 billion to SEK 
15 billion, by the end of 2018.

 AP3 will double from SEK 10 billion 
to SEK 20 billion our strategic 
sustainability investments such as  
water treatment, by the end of 2018.

 AP3 will work to ensure that Vasa-
kronan, Scandinavia’s largest real 
estate company (in which AP3 owns 
a 25% equity stake), will continue 
to lead the way in sustainability in 
the real estate sector in Sweden. We 
will also make it a priority to ensure 
that our other real estate investees 
(Hemsö, Trophi, Regio et al) adopt 
ambitious sustainability policies as 
they mature.  

Sustainability is about risk assessment 
“Sustainability is a matter of risk 
assessment and puts a lot of responsi-
bility on an organisation such as ours. 

The priorities that we have set are 
based on our analysis of what creates 
long-term value,” says Mårten Linde-
borg, AP3 Deputy CEO and CIO. 

“For us, this is about high standards 
of corporate stewardship and social 
responsibility and good environmental 
practices. When we decide to intro-
duce changes, they affect the entire 
portfolio. Investors do their bit and 
ultimately it is up to the companies 
to ensure their operating activities are 
sustainable.”

In November 2015 AP3 signed the 
Paris Pledge for Action, adding its 
weight to the agreement signed at the 
2015 United Nations Climate Change 
Conference (COP21) in which 195 
countries agreed to adopt challenging 
targets to tackle climate change. 

»Sustainability is a matter of  
risk assessment and places a high  
responsibility on an organisation  
such as ours.«

AP3 adopts clear sustainability targets for 2018 

1) Various assumptions are attached to the measurements of the listed equity portfolio and timberland holdings. The figures provide a guide that can be used to identify risks and opportunities and also 
analyse any improvements in the portfolio and our underlying investment universe. 

AP3 believes that well managed compa-
nies offer investors superior returns and 
lower risk over time. Sustainability gives 
rise to risks and opportunities for AP3, 
just as it does for all businesses. This is 
why we have integrated sustainability 
into our investment strategy for creating 
long-term value for the Swedish state 
pension system.

ANNUAL REPORT 2015  |  21

SUSTAINABILITY AND CORPORATE STEWARDSHIP | AP3



Strategies for lower carbon footprint  
– standardised measures
The carbon footprint of our investment portfolio is the amount of carbon 
dioxide emitted by the companies we invest in. The AP funds have a stand-
ardised method for measuring these emissions and reporting their carbon 
footprint.   

This involves reporting the carbon 
footprint of investees using the three 
commonest indicators: absolute carbon 
footprint; carbon dioxide intensity 
in relation to market capitalisation; 
and carbon dioxide intensity related 
to revenue.1 Trucost, a specialist in 
environmental data analysis, calcu-
lated AP3’s carbon footprint in 2015. 
Its analysis revealed a strong improve-
ment in the equity portfolio in terms of 
climate and environmental impact and 
a substantial reduction in total carbon 
footprint during the year. As at 31 
December 2015, the carbon footprint 
of the AP3 equity portfolio was 44% 
(27) lower than the MSCI All Country 
World Index, a global benchmark. 

The improvement reflects positive 
effects from our choice of sectors and 
our selection of carbon-efficient inves-
tees within different sectors. 

Swedish companies tend to be 
more carbon-efficient than their global 

competitors, which benefits the AP3 
portfolio. The Swedish equity market 
is also overweight in sectors with low 
carbon exposure (finance and real 
estate) and underweight in those with 
high exposure (energy and power 
supply).

The fact that the AP3 equity port-
folio has a significantly lower carbon 
footprint than the global bench-
mark index testifies to the account we 
take of carbon risk in our investment 
process. 

We use our insight into  portfolio 
carbon emissions throughout the 
investment process, both when making 
individual investments and considering 
the portfolio’s long-term structure. Our 
knowledge in this area is also an asset 
when engaging with companies on 
climate and environmental issues. 

 

AP3’s carbon footprint decreased substantially during the year, falling by between 16% and 29% 
depending on whether it is measured in absolute terms or based on our share of our investees’ 
market capitalisation. Our carbon footprint was 44% lower than the overall market (measured 
using the MSCI ACWI as the benchmark index) and is in line with our target of halving our carbon 
footprint from 2014 to 2018. 

Forests and carbon storage
Forests store carbon dioxide. In particular, 
new plantations in previously unforested 
areas accumulate large reserves of carbon 
dioxide in their biomass – both above and 
below ground. By contrast, existing natural 
forests and mature plantations have a 
lesser effect on carbon sequestration, 
especially where growth is offset by felling.

AP3 owns 220,000 hectares of forest, 
with a total market value of SEK 5.6 billion. 
With the help of specialist consultants, 
we measured the carbon content of these 
holdings and found that because they are 
largely young and in a strong growth phase 
they sequester large volumes of carbon 
dioxide. 

IWC, an international timberland com-
pany, estimates that our forests contain 45 
million tonnes of sequestered carbon diox-
ide. This is a conservative estimate because 
the biomass below ground also stores large 
volumes of carbon dioxide. IWC’s figures 
show that tree growth in our forests results 
in an annual sequestration of 2.2 million 
tonnes of carbon dioxide. This is much 
more than the 1.4 million tonnes of carbon 
dioxide emitted annually by the companies 
in our equity portfolio. 

At the same time, it is important to note 
that logging activity in our forests leads to 
some stored carbon being released into 
the atmosphere. The exact amount de-
pends on the end-products that the timber 
is used for. Some products, such as sawn 
timber used in construction, can continue 
to store carbon dioxide for up to 75 years. 
The environmental impact of paper prod-
ucts is less positive, however. 

The estimates are approximate and 
contain an element of uncertainty attached 
to the measurement methodology. Never-
theless, the upshot is that the greenhouse 
gas emissions arising from our equity and 
credit bond investments are largely coun-
terbalanced by the carbon sink properties 
of our forests.

1) The carbon footprint of our holdings measured at 31 December 2015 using the latest available data for direct carbon dioxide 
emissions (Scope 1) and indirect emissions from energy (Scope 2). In 2014, our footprint was estimated at 2.3 million tonnes of CO2. A 
change in measurement method in 2015 resulted in the figure for 2014 being restated at a lower level. The AP funds disclose data on 
the ratio of their assets that are screened for carbon footprint and the relative percentages of reported carbon dioxide emissions and 
estimated carbon dioxide emissions. In AP3’s case, 50% of the market capitalisation of the portfolio was screened for carbon footprint. 
80% of Trucost’s estimates related to reported emissions and the remaining 20% relate to estimated emissions.

Absolute  
Carbon footprint  

(million  
tonnes CO

2)

CO2 intensity 
in relation to mar-
ket capitalisation 

 (tCO
2e/SEK m)

CO2 intensity 
in relation to 

revenue   
(tCO

2e/SEK m)

AP3 vs. 
benchmark index, 

MSCI ACWI

2014 1.6 17.1 25.3 -27%

2015 1.4 12.2 18.5 -44%

2014 – 2015 -16% -29% -27%
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Proactive governance critical for a sustainable portfolio

Well managed companies offer in-
vestors superior returns and lower 
risk over time. AP3 sets out to make 
a difference through engagement, 
action and pressure for change.

Ownership the key to choice of strategy
AP3 applies different engagement 
strategies depending on the nature 
and profile of our investments. We 
focus our stewardship on areas where 
we believe we can achieve maximum 
impact and exert the most  influence. In 
cases where we own all or a majority 
of the equity – notably in the unlisted 
real estate companies  Vasakronan, 
Hemsö, Trophi and Regio – we can 
exert direct influence over corporate 
strategy through representation on the 
board of directors. We have a global 
diversified equity portfolio with invest-
ments in more than 3,000  companies, 
the majority of which are outside 
Sweden, so our share of the equity 
capital varies from case to case. Our 
ownership shares are typically small 
in foreign investees and our scope for 
exercising influence over these compa-

nies’ strategies via active stewardship 
is necessarily limited. Our stewardship 
of foreign companies is often in close 
collaboration with other investors and 
channelled primarily via the AP funds’ 
Ethical Council.

The Swedish equity portfolio is also 
diversified and contains around 130 
companies. Because Swedish investees 
have a greater weight in the overall 
portfolio, our equity holdings in these 
companies are larger than in foreign 
entities. In Swedish listed companies, 
we exercise stewardship primarily 
through proactive engagement and 
participation in nomination commit-
tees. Here, the comparatively larger 
size of our equity holdings increases 
our ability to exert influence. AP3 also 
has a strong position in the Swedish 
capital market, which means our views 
and feedback have greater impact.

Strong toolkit
We base our stewardship on the 
AP3 corporate governance policy 
as approved by the board of direc-
tors. This sets out core principles for 
corporate stewardship and describes 

our approach to social, environ-
mental and governance aspects in 
investee companies. The key pillars 
of the stewardship policy are investor 
rights and responsibilities and our 
views on corporate capital structure, 
board composition, audit and internal 
control, remuneration and benefits 
and environmental and social respon-
sibility.

 

Openness inspires confidence  
AP3 sees openness as an issue of 
confidence and trust. We aim to disclose 
as openly as possible how we exercise 
stewardship and we publish an annual 
corporate stewardship report that descri-
bes the main issues we have addressed 
during the prior year. Also, the Ethical 
Council reports annually on its activities 
in a separate report.

The AP3 corporate governance policy, 
stewardship report and the Ethical 
 Council’s annual report are available at 
www.ap3.se and www.etikradet.se. 

Corporate stewardship in 2015. AP3 uses a  
variety of tools to exercise stewardship.

Held nomination 
committee seats at 

various Swedish 
companies

Supported investor 
initiatives on  

environmental and  
climate issues

Voted at 750  
foreign shareholder 

meetings

Attended and  
voted at 50 Swedish  

AGMs

Sent letters to 50  
foreign investees in  

different matters

Engaged with  
hundreds of  

foreign companies, 
including via the  
Ethical Council

Excluded from the 
portfolio investees 

that did not meet our 
requirements. Fourteen 
companies were on the 

exclusion list at 
year-end.
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Increased investment  
in green bonds 
AP3 began investing in green bonds as long 
ago as 2008. Green bonds are instruments 
used to finance projects that mitigate 
climate change or help parties to adapt 
to climate change impacts. Projects range 
from supporting low-carbon sectors, such 
as solar and wind power, to programmes 
promoting enhanced transport efficiency, 
flood protection, water treatment and 
waste management.

A growing market
The market for green bonds has seen rapid 
growth since the first bonds were issued 
in 2007. Initially, there were only a small 
number of issuers and a low level of inter-
est among investors. But this picture has 
changed and the volume of new issues has 
increased as interest in green bonds has 
grown. In the past, the main issuers were 
multilateral organisations like the World 
Bank and European Investment Bank. 
Today, however, an increasing number of 
corporations issue green bonds. 

Further investments  
We have made a number of investments 
in recent years, including in a green bond 
issued by the African Development Bank 
and a similar instrument issued by Swedish 
real estate company Vasakronan. At year-
end, our green bond portfolio had a market 
value of SEK 4.5 billion.

Sustainability at Vasakronan – a model 
for the real estate sector
Vasakronan, one of the largest 
Nordic property companies and 
a leader in sustainability, is the 
biggest holding in the real estate 
portfolio. 

Vasakronan has ISO14001  certification 
and was the first company in the world 
to issue a green bond. The company is 
also one of the first  climate-neutral real 
estate firms and is a leader in reduced 
energy consumption and resource 
efficiency.  Vasakronan is currently 
enhancing energy  efficiency by investing 
in photovoltaic cells and is planning 
to build wooden office buildings. 

The company works hard to recycle 

and reuse construction materials and 
to help its tenants reduce their climate 
impact. It also aims to provide   cost- and 
resource-effective offices that promote 
productivity and a pleasant working 
environment. In this regard, it is working 
to establish new energy partnerships 
and to provide improved recycling facil-
ities and alternative transport solutions 
such as bicycle garages, changing rooms 
for cycle commuters, car pools and 
charging units for electric vehicles. 

Vasakronan is leading the way in 
sustainability in the property sector and 
AP3 is keen to apply the  company’s 
knowledge and insight in other areas 
of our real estate portfolio.
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Business travel
For business trips within Sweden, AP3 staff try where 
possible to use the train rather than travel by air. However, 
most business travel is to foreign destinations and involves 
flying. We routinely use phone and video conferencing 
as an alternative to business travel. Our head office loca-
tion in central Stockholm is conducive to efficient travel 
by public transport or bicycle rather than by car. AP3 has 
no company cars. 

Energy-efficient office
Our office premises have LEED gold certification. LEED 
is one of the world’s leading environmental rating 
systems for buildings. Certification covers aspects such 
as energy use, indoor climate and use of recycled and 
locally produced materials. AP3 recycles paper and elec-
tronic waste and sorts carton, metal, plastic, batteries, 
light bulbs and kitchen waste. In 2015 we installed new 
printers with a “pull print” feature to reduce paper use. 

Our landlord, Vasakronan, also made various modi-
fications to the building, installing a new suspended 
ceiling, new LED lighting in the foyer and adding more 
photovoltaic cells. 
 

AP3’s environmental impact  
Respect for the environment is at the centre of the AP3 investment approach. The Fund’s direct environmental 
impact is relatively small, consisting primarily of business travel, use of energy for office heating and cooling, and 
purchases of office equipment. 

The artwork in the background is an alchemic oven entitled “Money will be like dross”. It is from an art collection in Stockholm and will be on show at AP3’s 
office during spring 2016.

Environmental data

Organisation's energy use 2015 2014 2013

Energy use, total kWh 210,291 248,865 225,225

– electricity, kWh 116,589 117,213 127,383

– heating, kWh 63,066 70,794 76,590,

– cooling, kWh 30,636 60,8581 37,122

Renewable energy, % 100 100 100

Direct greenhouse gas emissions2

Business travel, CO2 tonnes 73.8 81.1 44.5

Courier journeys, no. 114 116 144

– cycle courier journeys in Stockholm, no. 104 97 80

– car hybrid journeys in Stockholm, no. 10 19 11

Total weight of waste3

Paper use, kg 1,213 1,368 1,481

Ecolabel paper as percentage of total 
paper use, % 100 100 100

Recycled paper waste,3 kg 4,777 6,420 4,690

Recycled electronic waste, kg 267 192 148

1) Landlord attributed higher energy use in 2014 to an unusually hot summer.
2) Courier journeys not measured.
3) Includes newspapers, envelopes, etc.
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Stakeholder engagement and economic value
AP3’s operating activities and the businesses in which the Fund invests impact directly or indirectly on people,  
the community and the environment. 

The direct economic value that we 
generate consists primarily of net 
payments to the pension system. We 
also contribute economic value in 
the form of salaries to employees, by 
paying taxes and by helping to finance 
the pension system over the long 
term. 

We have identified a number of 
stakeholder groups that significantly 
impact – or are impacted by – our 
business activities. Engagement and 
external reporting are our primary tools 
for communicating with these groups. 
AP3 seeks to be open and accessible. 
In 2015 we attended and participated in 

a number of seminars both in Sweden 
and abroad with the aim of raising 
awareness of the pension system 
and the role played by the AP funds. 
We were also asked to take part in a 
number of debates about the proposed 
reform of the AP fund system.

Interest in sustainability and environ-
mental and social governance remains 
strong among stakeholders. During the 
year we engaged in dialogue and close 
contact with a number of stakeholder 
organisations and student bodies, 
both in our own name and under the 
aegis of the Ethical Council. During 
the autumn the Ethical Council invited 

companies and stakeholder groups 
to attend seminars, one of which 
addressed the issue of how businesses 
and organisations can best implement 
the so-called Ruggie principles – the 
UN Guiding Principles on Business and 
Human Rights. 

We held ongoing discussions with 
investors and politicians at regional 
and national level during the course 
of the year and our work on invest-
ment opportunities in the infrastructure 
sector resulted in meetings with a range 
of interesting community actors.

 

Stakeholder group Expectations Engagement

Principal 
(Parliament and government)

Investment return targets
Cost-effectiveness
Contribute to pension system buffer and long-term financing
Comply with legislation, rules and regulations
Transparency

Private meetings
Government’s annual performance review
External audit by government-appointed auditors
Reports

Pensioners, pensioner organi-
sations

Help ensure that automatic balancing is not activated
Help to cover deficits in the pension system

Speaker at seminars, private meetings
Reports, website

Civil society  
(including stakeholder organi-
sations, students and general 
public)

Transparency on environmental and social risks attached to 
investments
Transparency on corporate engagement
Act as pension system buffer and contribute to system’s long-term 
financing
Knowledge sharing
Responsible investment

Private meetings
Round-table meetings
Reports, website
Speaker at seminars
Interviews and questionnaires in conjunction with academic  
essays

Employees Interesting and stimulating work
Openness

Meetings and daily dialogue
Staff survey
Performance appraisals

Media coverage Transparency
Accessibility

Private meetings
Media coverage
Reports, website

Other investors  
(e.g. pension funds in  
Sweden and abroad)

Collaboration on corporate engagement
Knowledge sharing

Meetings and foreign visits
Joint corporate dialogue
Sharing experiences
Reports

Economic value generated and distributed

SEK m Comment 2015 2014

Direct economic value generated, income Realised and unrealised gains and losses and commission expenses 19,836 35,155

Directed economic value distributed 

Operating expenses Costs of suppliers and non-strategic investments 77 58

Employee salaries and benefits Employee salaries and benefits, including taxes and fees and other staff costs 115 120

Payments to providers of capital Payments to cover deficits between pension system contributions and disbursements 4,944 5,120

Payments to public sector Taxes excluding VAT and staff-related taxes and fees 0 0

Community investments Voluntary donations to, and investments in, society at large (including gifts) 0 0

Economic value retained Investment income in 2015 minus payments to the pension system 14,699 29,857

26  |  ANNUAL REPORT 2015

AP3  | SUSTAINABILITY AND CORPORATE STEWARDSHIP 



Government body
AP3 is a state pension fund that differs 
from other government agencies in its 
autonomy from central government. 
The Fund’s operations are almost 
entirely prescribed by statute and the 
government has waived its regulatory 
oversight. However, AP3 is subject to 
a variety of internal and external rules 
and frameworks. The most important 
of these are presented above. 

Board of directors
The AP3 board of directors has nine 
members, all appointed by the govern
ment. Two directors are appointed 
from nominees of employee organi
sations and a further two from nomi
nees of employer organisations. The 
govern ment appoints the Chairman 
and Deputy Chairman from its own 
nominees. 

The government’s Policy for 
Governance and Evaluation of the AP 
Funds stipulates that no director may 
hold board membership for more than 
eight years. 

Board administration
The National Pension Insurance Funds 
Act gives the board of directors full 
and collective responsibility for AP3’s 
administration, within the parameters 
set by Parliament, and for the manage
ment of its assets. Board responsibil
ities and activities not prescribed by 
statute are set out in the board’s work 
plan, which is approved annually by 
the directors.

The National Pension Insurance 
Funds Act also requires the board to 
approve an annual operating plan. 
The plan must contain guidelines for 
investing activities and for exercising 
AP3’s voting rights at the  entities in 
which it invests. It must also contain 
a risk management plan. Beyond 
this, the board’s primary tasks are to 
set operating targets, to recruit and 
monitor the performance of the CEO, 
to manage strategic documents and 
to make decisions on overall Fund 
strategy, including risk levels, exposure 
and risk thresholds, results of opera
tions, budget approval and monitoring, 
and resource allocation. 

At every board meeting the directors 
apply the Fund’s dynamic asset allo
cation model and discuss allocations 
to the different risk categories and any 
changes.

Effective control and monitoring 
are necessary to ensure that board 
decisions are implemented, that risk 
management is effectual and that 
the Fund operates in an appropriate 

Fund governance report 2015
The Swedish Code of Corporate Governance requires Swedish listed companies to publish a governance report. 
The Code also sets best practice standards for other companies and organisations active in the Swedish market. 
This fund governance report was prepared in conformity with the Annual Accounts Act and relevant provisions  
of the Code. 

Significant external and internal rules  
and frameworks affecting AP3’s 
 administration
•	 National	Pension	Insurance	Funds	Act	
•	 AP3’s	governance	framework
•	 Policy	on	Governance	and	Evaluation	of	

the	AP	Funds
•	 Accounting	and	valuation	policies	of	the	

AP	funds
•	 Administrative	Procedure	Act
•	 Freedom	of	information
•	 Public	Procurement	Act	
•	 Swedish	Code	of	Corporate	Governance

Governance of AP3

External auditors Government

Fund management

 AP3 Board of Directors

ComplianceCEO

Parliament
National Pension 

Insurance Funds Act
Swedish citizens

Remuneration committee

Audit committee  
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 manner. The risk management plan 
sets the framework for control and 
compliance.

The board has the task of 
approving the corporate governance 
 policy and managing other steward
ship issues such as the Fund’s focus 
areas prior to each AGM season. 
Daytoday decisions and actions are 
the responsibility of the CEO, though 
any decisions to exclude a company 
from the Fund’s investment universe 
are taken by the board. 

The CEO and other AP3 employees 
also attend board meetings as experts 
or in a reporting capacity. The board 
reviews the CEO’s performance annu
ally. The CEO does not attend these 
discussions.

Review of the board of directors
The board of directors conducts an 
annual review of its own performance. 
In 2015 the review took the form of a 
selfassessment based on the results of 
the two prior years’ reviews, which were 
carried out by external consultants. 

Remuneration of directors
The government sets the fees and 
other remuneration payable to direc
tors. Board fees are SEK 100,000 per 
year for the Chairman, SEK 75,000 for 
the Deputy Chairman and SEK 50,000 
for other directors. These fees have 
remained unchanged since 2000. The 
government also has an annual fund 
of SEK 100,000 to remunerate directors 
for committee work and other assign
ments. In 2015 the board used this 
fund to pay fees of SEK 26,520 to the 

chairman of the audit committee and 
SEK 21,220 to other audit committee 
members, and fees of SEK 10,300 to 
each remuneration committee member 
(including its chairman). 

Board committees
The board of directors has two com
mittees: the remuneration committee 
and the audit committee. 

The remuneration committee has 
the task of ensuring that  salaries 
and other remuneration are market
based, competitive, appropriate and 
 reasonable. The committee  oversees 
and monitors the implementation 
of government guidelines for senior 
managers at the AP funds, reviews 
issues relating to the CEO’s salary 
and benefits and approves the salary 
and benefits of senior executives 
on the recommendation of the CEO. 
The remuneration committee also 
prepares the remuneration framework 
for other employees on behalf of the 
board and evaluates the Fund’s perfor
mancebased remuneration system.

In 2015 the remuneration 
committee members were Pär Nuder 
(chairman), Lars Ernsäter and Peter 
Hellberg. The CEO serves as a 
coopted member in all issues not 
relating to her personal remuneration. 

The audit committee has an advi
sory and oversight role on behalf 
of the board in financial reporting 
and also monitors the audit process. 
The Fund’s auditors attend the audit 
committee meetings at which the 
final audit and audit management are 
discussed. The government appointed 

new auditors in 2015 and these indi
viduals attended a further two audit 
committee meetings during the year. 
The audit committee also monitors the 
efficacy of internal control and risk 
management. This involves preparing 
on behalf of the board decisions on 
the risk management plan, followup 
of the annual operational risk evalu
ation, contacts with external consult
ants on internal audit processes, and 
oversight to ensure that any deficien
cies that emerge are corrected. The 
audit committee also acts to ensure the 
impartiality and independence of the 
auditors. In 2015 the audit committee 
members were Björn Börjesson 
(chairman), Sonat BurmanOlsson and 
IngaLill Carlberg. 

Board administration in 2015
The board held five scheduled meet
ings during the year, one of which 
was an extended session to discuss 
 strategic issues. The board also held 
an extraordinary meeting and on one 
occasion made decisions per cap
sulam. Both these cases related to 
offers in regard of two infrastructure 
investments. One of these offers did 
not succeed and resulted in oneoff 
nonrefundable costs. The other offer 
led to a successful acquisition. 

The board hosted a briefing in 
conjunction with the presentation by 
the parliamentary Pensions Group of 
proposed reforms to the structure of 
the AP funds. In addition to finalising 
the annual accounts, budget, operating 
plan and risk management plan, the 
board’s tasks in 2015 included:

Board meeting attendance Remuneration committee, attendance Audit committee, attendance

Sonat	Burman-Olsson (4	of	6) Member	(2	of	4)
Björn	Börjesson,	Deputy	Chairman (6	of	6) Chairman	(4	of	4)
Inga-Lill	Carlberg (5	of	6) Member	(3	of	4)
Gunvor	Engström (5	of	6)
Peter	Englund (6	of	6)
Lars	Ernsäter (6	of	6) Member	(3	of	3)
Peter	Hellberg (6	of	6) Member	(3	of	3)
Pär	Nuder,	Chairman (6	of	6) Chairman	(3	of	3)
Elisabet	Unell (6	of	6)

Board meetings in 2015 
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Allocation	decisions
At each board meeting the directors 
discuss the Fund’s overall risk level as 
well as individual risk bands for each 
risk category. Decisions are based on 
macroeconomic analysis, valuations 
and investors’ risk appetite. The board 
delegates to the CEO the implementa
tion and management of the portfolio 
within the allocated risk bands and the 
CEO reports back to the board at its 
next meeting.

Portfolio	construction
Improving the Fund’s portfolio con
struction is a continuous process. 
AP3 aims to put together a  portfolio 
with an optimum level of diversifica
tion across different risk categories 
within the parameters set by our cur
rent investment rules. As in 2014, the 
board’s focus in this area during the 
year was primarily on exploring the 
scope for increasing exposure to real 
estate and on expanding and extend
ing the Fund’s investments in this field 
into infrastructure assets. 

Risk 
An understanding of different types of 
risk and the effective implementation 
of mechanisms to control them are 
vital to AP3 in its investment opera
tions. The board of directors addressed 
a number of specific riskrelated 
issues during the year. At their strategy 
meeting, the directors heard a pres
entation by an external manager on 
investments in a lowreturn climate, 
which was followed by an analysis of 
the AP3 portfolio in this regard and 
a roundtable discussion. Illiquidity 
and the Fund’s ability to hold illiquid 
investments and the risks associated 
with such an approach were also dis
cussed. The board also received the 
annual risk assessment of the Fund’s 
largest counterparties. AP3 annually 
reviews the Fund’s total risk in order 
to identify and measure risk in all 
parts of the organisation with a view 
to taking action where appropriate. 
This analysis is based on selfassess
ments conducted internally through 
the organisation and the results are 
submitted to the audit committee and 
board of directors.

Sustainability
The directors discuss  sustainability 
issues, including corporate governance, 
at every board meeting. The board 
reviews the Fund’s ongoing engage
ments in the sustainability field on the 
basis of a presentation by the CEO. 
The board also listens to special pres
entations on sustainability at AP3 and 
the Fund’s work in this area. 

The board handles strategy and 
policy issues as well as the Fund’s 
external sustainability reporting, 
including the corporate stewardship 
report and the Ethical Council’s annual 
report. Key stewardshiprelated issues 
discussed by the board during the 
year included the events at SCA, which 
also had an influence on the annual 
general meetings of Industrivärden 
and Handelsbanken. 

The Swedish AGM season raised 
continued debate about board structure 
and gender diversity and threw a spot
light on sharp increases in directors’ 
remuneration at companies including 
Volvo. At international level, the main 
spotlight was on the emissions scandal 
at Volkswagen. 

During the year the Fund continued 
its work to integrate sustainability in the 
asset management process. The results 
of this programme are reported to the 
board on an  ongoing basis. A sustain
ability review is being conducted of 
the Fund’s portfolio and there was also 
discussion about the introduction of 
a new internal sustain a bility mandate. 
This mandate involves pooling all the 
investee companies that the board has 
either excluded from the AP3 invest
ment universe or that have been sold 
on sustainability grounds (negative 
selection) and other sustainability 
related strategies. The board was also 
informed about the Fund’s  positive 
selection process and discussed efforts 
to measure and limit the portfolio’s 
carbon footprint.  Moreover, the board 
discussed human rights issues, and 
on the recommendation of the Ethical 
Council excluded from its investment 
universe three companies that are 
active in the mining industry or have 
operations in occupied territories. The 
board also reinstated four companies.

Asset management costs
Costeffectiveness in asset management 
is always high on the board’s agenda. 
Costs are also addressed in the govern
ment’s review of the AP funds and in 
the official response to this review 
issued by the Parliamentary Committee 
on Finance. The board evaluates costs 
on a quarterly basis and also commis
sions an annual external benchmark
ing study by Canadian consultants Cost 
Effectiveness Measure ment. The Fund 
has participated in this study for a 
number of years now. CEM compares 
AP3 with 18 global fund managers of 
comparable size based in Finland, the 
Netherlands, the US, Canada, the UK, 
Australia and New Zeeland and with 
average funds under management of 
SEK 302 billion. The most recent study, 
from 2014, showed AP3’s expenses 
to be 43% lower than the bench
mark group average. This was largely 
because AP3 pays less for its external 
mandates than the benchmark group 
and also because it has a higher ratio 
of internally managed assets. 

External auditors
AP3’s auditors are appointed by the 
government, which after a public pro
curement process appointed PwC as 
auditor until the approval date of the 
Fund’s 2015 income statement and bal
ance sheet. The auditors are Sussanne 
Sundvall and Peter Nilsson. Sussanne 
Sundvall is also responsible for coor
dinating the audit process between the 
AP funds.

The auditors’ work involves 
reviewing AP3’s operating activities, 
including internal control, adminis
tration, annual financial statements 
and accounting records. The auditors 
express an opinion on the accounting 
records and the administration based 
on their audit. Their mandate also 
includes verifying that AP3 follows 
the accounting and valuation policies 
agreed jointly by the AP funds and that 
the accounting records give a true and 
fair view of AP3’s operating activities. 

The auditors report orally to the 
board a minimum of once a year and 
submit written reports on their audit 
of the annual financial statements 
and management audit. The auditors 
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1)	The	National	Pension	Insurance	Funds	Act	(1:2000)	does	not	require	the	AP	funds	to	have	an	internal	audit	function.
			Internal	audit	and	its	relationship	to	the	three	lines	of	defence	is	presented	in	more	detail	on	pages	42–43.

normally meet the audit committee 
twice a year. They are responsible for 
checking to ensure compliance with 
government regulations on employ
ment terms and conditions for senior 
managers at the AP funds. The audi
tors also submit a verbal report to the 
Ministry of Finance once a year.

Internal control
The National Pension Insurance Funds 
Act tasks the board of directors with 
responsibility for AP3’s administra
tion, organisation and overall activities. 
These responsibilities include ensuring 
effective internal control. AP3 has a 
governance framework that defines its 
fund management systems, risk man
agement and internal control structure. 
The board of directors issues general 
policies and guidelines that are oper
ationalised through directives from 
the CEO. All steering documents are 
revised according to a set timetable.

One key document is the risk 
management plan, which is approved 
annually by the board and defines the 
division of responsibilities between 
AP3 staff and departments. The divi
sion of responsibilities is designed 
to support the internal control struc
ture to ensure internal control remains 
fully autonomous from the rest of the 
organisation. This dualistic structure 
is reflected in access authorisation to 
AP3’s systems. 

The Fund’s two control  departments 
are Risk Control & Return Analysis 
(previously Middle Office), which 
focuses on financial risk, and Compli
ance, which primarily addresses regu
latory compliance and operating risks. 
Risk Control & Return Analysis is in 
charge of defining, identifying, moni
toring and controlling risks arising 
from asset management operations. It 
also identifies and reports any devi
ations from set limits. Limits apply at 
various levels to ensure that AP3 oper
ates within statutory guidelines and 
the rules set by the board and CEO. 
The CRO is responsible for financial 
reporting. 

The Compliance department is 
responsible for ensuring that the Fund 

operates within applicable  external 
guidelines and in conformity with 
internal policies, guidelines and direc
tives. This includes verifying that the 
organisation is aware of relevant rules 
and applies them throughout its oper
ations. Part of this work includes 
following up identified action plans 
relating to AP3’s annual review of 
operating risk. 

Analysis and control is based 
on transparent daily reporting of 
 positions, risk and financial results. 
Management reports monthly to 
the board (and more frequently if 
required). Any breach of legal limits 
or limits set by the board is reported 
immediately to the board. Other inci
dents,  including infringements of 
internal limits, are reported to the 
audit committee. Significant incidents 
must be reported to the board as soon 
as they occur. The Compliance Officer 
and CRO both report directly to the 
board if necessary.

Internal audit
Internal audit has the task1 of  ensuring 
that controls are implemented, are 
effective and fit for purpose, which 
means verifying and evaluating  internal 
control. The AP3 board asks the audit 
committee to review annually the need 
for an internal audit and to procure 
one if required. 

In 2015 KPMG conducted a 
review of the Fund’s crisis manage
ment plan and organisation. The 
review concluded that AP3 has a crisis 
manage ment structure, including 
a crisis management group and a 
number of crisis action plans. KPMG 
identified certain areas for improve
ment. These included the need for 
a continuity planning process, more 
specific data security standards, 
extended data classification, more 
formal management of IT incidents, 
and a staff crisis awareness plan.

Legal limits
AP3 breached no legal limits during 
the course of 2015.

Government review for 2014

Every year the government publishes a 
review of the AP funds’ performance. The 
review is always for the prior year, in this 
case 2014. 

The review noted that the AP funds 
had made a positive contribution to the 
long-term financing of the income pension 
system by generating average annual 
returns from 2001 to 2014 of 5.3%, which 
was comfortably higher than the 3.1% 
average annual growth in the income 
index, which is used to keep pension liabili-
ties in line with inflation. 

The government said the funds had 
generated particularly strong returns in 
the preceding three years and that the 
strategic allocations by AP1, AP2, AP3 and 
AP4 had contributed to those returns. 
The government expressed a positive 
view of the funds’ efforts to continue 
developing their individual investment 
models and said this had enhanced diver-
sification and led to a greater spread of 
the investment risk attached to the funds’ 
assets. 

An analysis was performed during 
the year of recommendations made 
by McKinsey in the prior year’s perfor-
mance review. The government said the 
analysis indicated that the AP funds had 
continued to integrate sustainability into 
their investment processes. The govern-
ment review noted that the AP funds 
had also chosen diversified strategies 
for  sustainability with the intention of 
ensuring that these strategies were well 
embedded in their respective investment 
models. The review stressed the need 
for this effort to continue and for sustain-
ability to be fully incorporated into each 
fund’s investment process. 

The AP funds report the carbon foot-
print of their equity portfolios and the 
review stressed the importance of 
continued transparency in disclosing the 
climate impacts that each fund’s invest-
ments give rise to. The review recom-
mended that the funds work to develop 
joint methodologies to improve the 
comparability of their reporting in this 
field and to facilitate comparison with 
other financial institutions.
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Executive management

Joined AP3 in September 2004
Other	assignments:	Director	of	Vasakronan,	Hemsö,	
Björn	Borg,	Svedab,	AIAB	and	Öresundskonsortiet.
Previously:	CEO	Stockholmsbörsen,	Deputy	Governor	
of	Swedish	Central	Bank,	CEO	of	Östgöta	Enskilda	
Bank	Asset	Management,	Nordic	Head	of	Fixed	Inco-
me	Alfred	Berg,	CEO	of	Alfred	Berg	Transferator.
BSc.	Year	of	birth	1958.

Joined AP3 in February 2009
Other	assignments:	Director	of	Regio.
Previously:	Head	of	Asset	Management,	Head	of	
Strategic	Allocation	at	AP3	and	DNB	and	Skandia.	
BSc.	Year	of	birth	1971.	

Joined AP3 in August 2002
Previously:	AP3	Head	of	External	Management		
and	Quantitative	Analyst.	
BSc.	Year	of	birth	1977.

Joined AP3 in February 2014
Previously:	Senior	communications	positions	at		
Attendo,	Hemfrid,	Swedish	Travel	&	Tourism	Council,	
Ericsson,	Tetra	Pak	and	Philipson	Bil	and	several	years	
in	communications	consulting.	
Degrees	from	DRMI	Berghs	and	Uppsala	University.	
Year	of	birth	1962.	

 Kerstin Hessius 
CEO  

Lil Larås Lindgren 
Head of Communications 

Mårten Lindeborg 
Deputy CEO and CIO

Mattias Bylund
CFO and CRO

Kerim	Kaskal,	CIO	and	Head	of	Asset	Management	Alternative	Investments,		
left	AP3	on	1	October	2015.	
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Industrial	consultant
Chairman	of	AMF	Pension,	Hemsö	and	Öbergs	Färg-
hus.	Director	of	Beijerinvest,	Fabege,	IP-Only,	Skistar	
and	Fårö	Bergman	Centre	Foundation.
Previously:	Minister	of	Finance,	Minister	for	Policy	
Coordination,	Member	of	Parliament,	Under-secre-
tary	of	State	in	the	Prime	Minister’s	Office,	Chairman	
of	Vasallen,	Director	of	Vin	&	Sprit.
LLB.	Year	of	birth	1963.

Deputy	Chairman	of	Swedfund
International	and	director	of	Åke	Wiberg	Foundation,	
Euroclear	Sweden,	Euroclear	Finland,	Ahlströmska	
Stiftelsen,	SVCA’s	Oversight	Committee	and	Credit	
Director	at	Cordet	Capital	Partners.
Previously:	Executive	Vice	President	Handelsbanken.	
LLB.	Year	of	birth	1951.

President	and	CEO	of	COOP	Sverige	AB
Director	of	Lindab,	Swedish	Trade	Federation	and	
Svensk	Daglivaruhandel.
Previously:	Vice	President	and	CFO	ICA	Group,	Vice	
President	Electrolux	Group,	Senior	Vice	President	
Electrolux	Europe,	Vice	President	Electrolux	Inter-
national,	Executive	Director	British	Petroleum	and	
Siemens.
BSc	and	Executive	MBA.	Year	of	birth	1958.

Vice	President	Nordea	Retail	Banking	Sweden
Director	of	Stiftelsen	för	Finansforskning.
Previously:	Head	of	Nordea	Private	Banking	
Sweden,	Head	of	Nordea	Investment	Management.
BSc.	Year	of	birth	1962.

Professor	at	Stockholm	School	of	Economics
Director	at	Wenner-Grenstiftelserna.
Previously:	Professor	at	Uppsala	University	and	
University	of	Amsterdam.
PhD,	Stockholm	School	of	Economics.	Year	of	birth	
1950.
	

Director	of	LF	Fondförvaltning,	Semcon,	Stockholms	
Sjukhem	and	Insamlingsstiftelsen	IFS	Rådgivning.	
Previously:	Governor	of	Blekinge	County,	CEO	of	
Bank2	and	Swedish	Federation	of	Business	Owners,	
Assistant	Undersecretary	at	the	Ministry	of	Industry,	
Employment	and	Communications,	self-employed,	
CEO	of	Tjänsteförbundet.
BSc.	Year	of	birth	1950.

Economist	at	Swedish	Trade	Union	Confederation	
Previously:	National	Institute	of	Economic	Research.	
University	studies.	
Year	of	birth	1951.

First	Deputy	Chairman	Unionen
Deputy	Chairman	of	TCO,	director	of	Unionen’s	
membership	insurance	board,	Klara	Norra	Fastigheter	
and	the	Council	for	Negotiation	and	Cooperation	
Education	Foundation.
University	studies.	Year	of	birth	1966.

Opposition	leader	on	Västerås	City	Council	
Director	of	SKL	and	Västerås	Marknad	och	Näringsliv.
Previously:	Chairman	of	Västerås	Municipal	Executive	
Committee	and	Aroseken.	
MPhil,	BSc.	Year	of	birth	1962.

Pär Nuder, Chairman 
Elected to the AP3 Board in 2011

Inga-Lill Carlberg  
Elected to the AP3 Board in 2009

Lars Ernsäter
Elected to the AP3 Board in 2010

Björn Börjesson, Deputy Chairman
Elected to the AP3 Board in 2011

Peter Englund 
Elected to the AP3 Board in 2013

Peter Hellberg
Elected to the AP3 Board in 2010

Sonat Burman-Olsson
Elected to the AP3 Board in 2008

Gunvor Engström
Elected to the AP3 Board in 2008

Elisabeth Unell 
Elected to the AP3 Board in 2012

Board of directors
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Administration report 2015
INCOME FOR THE YEAR
Asset management generated income 
of SEK 19,643 million (34,977), corre-
sponding to a return of 6.9% (13.8) 
before expenses and 6.8% (13.7) after 
expenses. Fund capital stood at SEK 
303,031 million (288,332) at year-end, 
up by SEK 14,699 million from the prior 
year.

The Fund made a net transfer to the 
pension system of SEK 4,944 million 
(5,120) during the year. Since 2009 the 
Fund has paid SEK 29,919 million to the 
Swedish Pensions Agency to help cover 
the deficit between pension contribu-
tions and disbursements.

INCOME  
Income after expenses was SEK 19,836 
million (35,155) and consisted primarily 
of realised and unrealised changes in 
the value of financial assets, which are 
measured at fair value on the reporting 
date. Other income consists of net 
interest income, dividends received 
and net currency income. Changes in 
foreign exchange rates, reflecting a 

depreciation of the krona against the US 
dollar as well as several other leading 
currencies, had a strongly positive 
impact of SEK 3,811 million on income. 
The weaker krona, however, resulted in 
higher commission expenses because 
a large portion of these expenses is in 
foreign currency. 

Commission expenses in 2015 
totalled SEK 170 million (162). Commis-
sion expenses are directly attributable 
to the cost of acquiring income and 
are recognised as an expense under 
income. They comprise fixed manage-
ment fees for external mandates, fund 
management fees, custody account fees 
and related costs. Commission expenses 
totalled 0.06% (0.06) of average fund 
capital.

OPERATING EXPENSES
Operating expenses totalled SEK 192 
million (178), of which SEK 115 million 
(120) were staff costs. The increase 
was attributable to a non-refundable 
expense relating to an infrastructure 
investment that the Fund was unable 

to make due to an unsuccessful tender 
process. The weaker krona also resulted 
in higher costs because some of the 
Fund’s operating costs are invoiced in 
foreign currency. Operating expenses 
were 0.06% (0.07) of average fund 
capital. 

RETURN IN 2015 
The AP3 portfolio delivered a total 
return of 6.9% (13.8) before costs and 
6.8% (13.7) after costs. Real return 
(adjusted for inflation) was 6.7% 
(14.1). AP3 has a long-term target of 
an average annual real return of 4%. In 
the last 10 years the Fund has achieved 
an average annual real return of 4.6%. 
The average annual nominal return 
in this period stands at 5.7%. This is 
higher than the 3.0% increase in the 
income index, which is used to keep 
pension entitlements in line with infla-
tion. Hence, AP3 has both made a posi-
tive contribution to the pension system 
and outperformed its long-term target 
for real return.

Change in fund capital

SEK m  2015 2014

Fund capital at 1 Jan 288,332 258,475

Pension contributions 61,373 58,880

Pension disbursements  -66,142 -63,777

Administration fee to the Swedish Pensions Agency -176 -224

Income for the year 19,643 34,977

Total fund capital at 31 Dec  303,031 288,332

Asset management cost ratio

SEK m  2015 2014
Commission expenses, SEK m 170 162
Operating expenses, SEK m  192 178
Asset management cost ratio1, % 0.12 0.12
Operating cost ratio, % 0.06 0.07

1) Based on total commission and operating expenses as a percentage of average fund capital.
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Market overview 2015

Growth and inflation
Global economic conditions were rela-
tively stable during the year, in spite of 
considerable regional challenges. Real 
growth and inflation were both around 
3%, which are high figures considering 
the challenges that many economies are 
grappling with. Large economies like 
China and India recorded growth of 7%, 
while Brazil and Russia entered reces-
sion and also recorded high inflation of 
9% and 15% respectively, primarily due 
to currency weakness.

In many developed economies infla-
tion was close to zero, with even China 
seeing consumer price growth falling to 
a very low rate of 1% – a fact reflected 
in continued weakness in energy and 
commodity prices and continued global 
overcapacity. The United States was no 
exception, recording annual inflation 
of close to zero. However “core infla-
tion”, which excludes falling energy 
and commodity prices, rose slightly 
both in Europe and the US. Six years 
after the financial crisis, it appeared that 
consumers were at last seeing  benefits 
from low interest rates and stronger 
labour markets in the form of higher 
wages, which helped to push up core 
inflation.

In Sweden, the effects were 

spectacular, with real economic growth 
topping 3%, inflation falling to zero and 
core inflation running at 1%, coupled 
with a weak krona and low interest 
rates and energy prices. Real wages 
continued to grow strongly during the 
year. 

Monetary policy remained in focus
Those who predicted that monetary 
policywould continue to play a key role 
in market developments were not disap-
pointed. Falling energy and commodity 
prices exerted further downward pres-
sure on consumer prices, creating the 
impetus and scope for Europe and 
Japan to continue with their expan-
sonary monetary policy. The Riksbank 
found itself competing with the ECB 
to keep interest rates low and engage 
in quantitative easing through bond 
purchases. Market expectations that 
the US would make the first move to 
raise interest rates were put on ice as 
it became clear there would be some 
delay. This resulted in the euro and 
krona continuing to depreciate sharply 
against the dollar. Hence, the patterns 
that emerged in the second half of 2014 
continued into 2015. For Swedish inves-
tors, the result was a rapid rise in the 
value of their investments, mirroring 

events in 2014. European equities and 
bonds performed strongly and the 
krona’s depreciation raised the value of 
foreign-currency-denominated assets. 

China slowdown hits emerging markets
Investor sentiment was dented when 
it emerged that key emerging markets 
including China and Brazil were facing 
growing challenges. Although China’s 
economic growth continued to slow, its 
stock market posted strong gains in the 
first six months of the year amid posi-
tive talk from government represent-
atives and brokers. The bubble burst 
during the summer and equities made 
heavy losses, prompting the author-
ities to intervene to ease the turmoil. 
However, a devaluation of the yuan in 
August created further uncertainty in a 
falling market. 

China’s slowdown is partly the 
result of weak global demand, though 
the desire to recalibrate the country’s 
economic growth from being invest-
ment-driven to consumer-driven is a 
bigger factor. For a decade or more, 
Chinese investment fuelled strong 
growth in the global commodities 
sector. That boom has now culminated 
in overcapacity and falling prices which, 
together with market expectations of 
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Bond markets in 2015 Currencies versus the Swedish krona in 2015

The US dollar rose against almost all currencies 
during the year. The krona and the euro both 
weakened in 2015, as intended by the Riksbank 
and ECB.

Low global growth and heightened market jitters 
precipitated a sharp fall in equities during late 
summer, but the market mounted a  relatively 
rapid recovery thanks to monetary policy 
remaining expansive.

Central banks bond purchases resulted in many 
bond markets making a strong start to the year, 
while the US debt market continued to show 
signs of weakness. Total return from bond 
 markets was close to zero.
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higher US interest rates, put  pressure on 
the earnings of companies and econo-
mies that depend on commodities. 

This was the backdrop for the nega-
tive economic trends experienced by 
most emerging markets in 2015. Brazil 
experienced a sharp recession with 
high inflation, higher bond yields, a 
rapidly growing budget deficit and 
currency weakness. 

Equity markets lose their way
In late summer, growing market unease 
over events in China precipitated a stock 
market correction that wiped more 
than 10% off global share prices. The 
market bounced back fairly quickly, 
helped by the Federal Reserve’s decision 
not to raise interest rates in September 
and the announcement of monetary 
policy stimulus measures by the ECB 
and China. Emerging markets also 
 stabilised for a while, which helped to 
reassure the market further. Neverthe-
less, there remains underlying concern 
over the outlook for the next few years. 
The commodity sector remains weak 
and industrial productivity growth in 
the US levelled off somewhat during the 
autumn.

Bond market returns close to zero
Many bond markets made a strong start 
to the year, despite low interest rates. 
Central banks, including the Riksbank 
and ECB, supported the market through 
direct bond purchases. By contrast, 
weakness in the US credit market that 
appeared in 2014 continued in 2015, 
suggesting that rewards for risk taking 
were now too low. Put simply, the 
market was not attractive enough for 
long-term investors.  

Strong dollar but weakness elsewhere
The continued gains made by the dollar 
against almost all currencies during the 
year were indicative of economic condi-
tions but perhaps more so of monetary 
policy. The Japanese yen was an excep-
tion, reflecting the lack of any discern-
ible increase in the Japanese Central 
Bank’s quantitative easing programme. 

The krona and the euro both weak-
ened during the year (as intended by 
their respective central banks) and 

commodity-dependent economies 
continued to lose ground to the dollar. 
The dollar’s strength prompted China to 
implement a small devaluation, though 
this was probably more an adjustment 
to economic realities than a direct effort 
to stabilise the equity market. It can 
be noted that the dollar’s rise occurred 
long before the Federal Reserve had 
even started to raise interest rates. 

Market volatility  
Markets were calm for most of the year, 
notwithstanding bouts of local turbu-
lence and market swings. Phases of 
stability and increased volatility were 
often a direct result of central bank 
actions. Early in the year, Switzerland 
abandoned its peg to the euro, which 
prompted an overnight strengthening 
of the Swiss franc, from SEK 7.80 to 
SEK 9.25, or more than 18%. From the 
summer of 2014, China’s equity market 
had been in a volatile phase, with share 
prices more than doubling in value. The 
bubble burst in the summer of 2015 as 
the slowdown in China’s economy coin-
cided with continued turbulence on 
commodity markets. The  People’s Bank 
of China devalued the yuan in early 
August, a move that triggered the next 
wave of volatility. 

Other equity markets outside those 
already under pressure remained calm 
for a couple of weeks, despite credit 
market weaknesses being apparent, 
before themselves being caught up in 
the turbulence. A fresh period of rela-
tive calm then took hold during which 
central banks globally sought to reduce 
market jitters. Nevertheless, underlying 
volatility rose as market liquidity deteri-
orated amid concern over the introduc-
tion of tighter monetary policy.

AP3’s market exposure    
Equity markets rose strongly in the first 
four months of 2015. At this point AP3 
made a strategic decision to gradu-
ally reduce its equity weighting. By the 
half-year mark, the equity ratio was at 
around the same level as it was at the 
start of the year. Implied volatility, the 
price that the market attaches to uncer-
tainty, was low during the summer and 
AP3 exploited this by buying downside 

protection to ring-fence parts of the 
equity portfolio. This strategy proved 
valuable when the stock market expe-
rienced a sharp downturn in August 
and September. The Fund raised its 
risk level during this period of market 
turbulence and maintained risk at this 
new threshold until the beginning of 
November.

During the year AP3 shifted more 
of its investments into infrastructure 
instead of more cyclical investment 
instruments. The Fund also continued 
to reduce exposure to illiquid assets, 
which tend to become more vulnerable 
as the world economic business cycle 
approaches its peak, and reduced 
exposure to different forms of debt. 
AP3 reduced its exposure to those bond 
markets most affected by quantitative 
easing, including Sweden’s, in favour of 
US government bonds and cash. 

During the year the Fund took 
various strategic and tactical positions 
that contributed to its solid investment 
returns in 2015. Two of these merit 
a detailed mention. As previously 
mentioned, one of the main market 
events in 2015 was the strong 
appreciation of the Swiss franc (CHF) 
in mid-January. AP3 had investments 
of around 6 billion SEK in Swiss franc 
at this point. A second highlight was 
AP3’s portfolio of life sciences equities, 
a sector that has performed extremely 
well since 2011 and did likewise in the 
first seven months of 2015. 
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Organisation and employees  

At year-end, AP3 had 51 (57) employees, 
of whom 17 were female and 34 were 
male. The average number of employees 
was 54 (56). On average, AP3 employees 
have more than 20 years of professional 
experience. 

 Seven individuals left the Fund in 
2015 and one new employee joined. 
Sickness absence remained low at 0.8% 
(0.5).

Remuneration and benefits 
AP3’s remuneration guidelines aim to 
guarantee the Fund’s ability to attract 
and retain skilled staff. Total remuner-
ation should be reasonable and appro-
priate. Remuneration levels should be 
market-based and competitive without 
leading the market. Employee remuner-
ation is covered by the government’s 
guidelines on salary and benefits to AP 
fund staff. 

The remuneration committee 
handles remuneration issues on behalf 
of the board of directors, including 
the remuneration and benefits of the 
CEO. Decisions are subject to final 
approval by the board. The remunera-
tion and benefits of other senior 

executives are set individually by the 
 remuneration committee based on 
advice from the CEO. The remuneration 
committee also sets the remuneration 
 framework for other employees, using 
annual market wage data to ensure 
that  remuneration of all employees is 
market-based, competitive, reasonable 
and appropriate. 

During the year the Fund commis-
sioned the independent international 
consultants Aon Hewitt and Towers 
Watson to conduct a review of remu-
neration levels and benchmark them 
against market norms. The aim was to 
determine whether AP3’s  remuneration 
rates are reasonable and prudent 
without leading the market and whether 
they are market-based and competi-
tive on the market in which the Fund 
operates and thus commensurate with 
AP3’s ability to attract and retain requi-
site expertise. AP3 sets salaries and 
benefits individually, which means rates 
vary according to staff members’ perfor-
mance, skills and experience. 

The study benchmark group 
consisted of state-owned enterprises 
AP1, AP2, AP4, Kammarkollegiet, the 

Riksbank, the National Debt Office, 
SBAB, SEK, AP6 and AP7 and private 
companies AFA Försäkring, Alecta, 
the Nobel Foundation, AMF Pension, 
Handelsbanken Fonder, Länsförsäk-
ringar Fondförvaltning, Nordea Fonder, 
SEB Investment Management, Skandia, 
Swedbank Robur, Ericssons Personal-
stiftelse, Öhman and SPP Livförsäkring. 
Both reviews showed the majority 
of AP3 employees to be close to the 
median salary and benefits level for the 
benchmark group. The board of direc-
tors therefore takes the view that the 
pay structure and remuneration levels 
for the CEO, senior managers and all 
employees are market-based, compet-
itive without leading the market, and 
reasonable and appropriate. The board 
is also of the opinion that the Fund 
complies with government remunera-
tion guidelines and that no exceptions 
exist which require separate reporting. 
In collaboration with the other AP 
funds, AP3 adopted a joint policy on 
staff benefits in 2012. 

The policy is available on the AP3 
website.

Board of Directors

CEO

Communications

Asset Management

Strategic Allocation Back Office

Beta Management Finance and Reporting

Alpha Management IT and Administration

Alternative Investments Risk and Return Analysis

External Management Legal Affairs

Human Resources

Compliance Officer

Business Support & Control
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Exposure and risk
AP3 bases its investment strategy on allocating assets across six risk 
 categories: Equities, Fixed Income, Credits, Inflation, Currencies and 
 Absolute Return Strategies.

This approach provides an effective 
structure for analysing and projecting 
future returns and risk for different 
assets with similar risk profiles. These 
projections, combined with macroeco-
nomic analysis, valuations and assess-
ments of investors’ risk appetite, form 
the basis for allocation decisions. Expo-
sure is defined as underlying market 
value that is exposed to changes in 
value arising due to market movements. 

Use of derivatives to manage risk 
and bring greater efficiency to asset 
management operations may result 
in exposure being greater or less than 
total fund capital.  Exposure at year-end 
totalled 108.1% (100.1) of fund capital. 
Total portfolio risk is expressed using 
the Value at Risk (VaR)1 metric. A 
VaR with a 95% confidence interval 
connotes a 95% probability that the 
daily negative change in portfolio 

value will not exceed the measured 
amount. As at 31 December 2015, VaR 
for the total portfolio stood at SEK 2,232 
million (1,946). See Note 20 for further 
details. The Equities risk category hade 
the highest exposure and also the 
primary contributor to portfolio risk. 
Currencies, Fixed Income and Credits 
showed negative correlation with equity 
risk, which reduced the overall level of 
portfolio risk. Diversification between 
asset classes and geographic markets 
also helped to reduce total portfolio risk 
during the year.

Return per risk category
All risk categories generated positive returns and contributed to the Fund’s 
total return of 6.9% before expenses. The Inflation, Currencies and Equities 
risk categories were the main contributors to return. During the year, the 
Fund’s active management strategies and strategic and tactical decisions 
generated a return that exceeded the long-term static portfolio (LSP) by 
4.4 percentage points.

Equities
The equities risk category consists of 
listed and unlisted equities. Equity 
exposure in 2015 varied from a 
minimum of 45% to a maximum 51% 
of fund capital. Diversification of 
the equity portfolio is achieved by 
investing some assets in alternative 
indices and through thematic invest-
ment in, for example, equities with high 
direct yields and in pharmaceutical and 
biotechnology stocks.

The year began with stock markets 
making gains in many parts of the 
world, especially in Europe, where 
markets rose by an average of 18% in 
local currencies in the first quarter. Then 
a period of higher volatility1 took hold, 
leading to falling equity prices around 
the globe. The market stabilised in the 

fourth quarter and recovered some of 
the ground lost earlier in the year. Equi-
ties delivered a return of 3.4% (9.9) and 
contributed 1.9 (4.8) percentage points 
to total return. In local currency terms, 
the Japanese equity market2  delivered 
the highest return, 9.9%, followed by 
the Swedish3 market with 6.1% and 
European4 bourses excluding Sweden 
with 4.9%. The weakest performers 
were emerging markets5, with -5.8%, 
and North America6, where equities 
were virtually flat. The MSCI All Country 
World Index rose by a modest 1.3% in 
local currency terms. 

The private equity market continued 
to perform strongly. Distributions to 
investors rose by 10%, following on 
from strong increases in 2013 and 2014, 
and the inflow of new capital to the 

market accelerated. Together, these 
factors lifted the private equity market 
to its highest level of activity since the 
global financial crisis. AP3 has been 
investing in private equity since 2001 
and now has a mature and diversified 
portfolio. AP3’s private equity assets 
posted a return of 18.6% (15.0) for the 
year. A number of attractive private 
equity funds raised capital during the 
year and AP3 made investment commit-
ments to 10 of these.

Fixed income
The fixed income risk category comprises 
investments in government bonds, govern-
ment guaranteed bonds and supranational 
bonds. AP3’s exposure to government 
bonds decreased during the year from 
25.2% to 23.0%. Holdings consisted 
primarily of US treasury bills, but also 
Swedish bonds, UK gilts and, to a lesser 
degree, Australian bonds. AP3 has no 
exposure to high-debt  countries in 
southern Europe. Average duration1 
decreased during the period and at 
year-end stood at 5.5 years (7.5). Some 
38% (38) 

1) See Glossary, p. 66
2) MSCI Japan Index 
3) OMX Stockholm Benchmark Gross Index

4) MSCI Europe Net Index
5) MSCI EM Net Index
6) MSCI North America Net Index
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RISK PER CATEGORY

31 Dec 2015

Equities
Fixed 

income Credits Inflation Currencies
Absolute 

return strategies Total AP3
Value at Risk, SEK m 2,075 227 64 252 311 239 2,232

Value at Risk, % 0.68 0.07 0.02 0.08 0.10 0.08 0.74
Contribution to total risk, 
percentage points 90.1 -2.4 1.3 10.4 -4.4 5.0 100
Realised volatility 12 m, % 12.8 4.2 3.2 5.6 - - 7.0

31 Dec 2014

Equities
Fixed 

income Credits Inflation Currencies
Absolute 

return strategies Total AP3
Value at Risk, SEK m 1,902 270 51 215 415 311 1,946

Value at Risk, % 0.66 0.09 0.02 0.07 0.14 0.11 0.67
Contribution to total risk, 
percentage points 96.8 -6.2 -1.5 9.9 -7.7 8.7 100
Realised volatility 12 m, % 9.0 3.1 1.3 2.9 - - 4.7

RETURN PER RISK CATEGORY

31 Dec 2015

Equities
Fixed 

income Credits Inflation Currencies
Absolute 

return strategies1 Total AP3
Return, % 3.4 0.8 1.0 14.7 - - 6.9

Contribution to total return, 
percentage points 1.9 0.2 0.0 2.6 2.1 0.0 6.9
Share of total return, % 28.2 3.4 0.7 37.5 30.0 0.4 100

31 Dec 2014

Equities
Fixed 

income Credits Inflation Currencies
Absolute 

return strategies1 Total AP3
Return, % 9.9 10.0 5.1 8.9 - - 13.8

Contribution to total return, 
percentage points 4.8 2.2 0.5 1.6 4.3 0.4 13.8
Share of total return, % 34.7 15.9 3.6 11.8 30.8 3.2 100

EXPOSURE PER RISK CATEGORY

31 Dec 2015

Equities
Fixed 

income Credits Inflation Currencies1
Absolute 

return strategies Total AP3
Exposure, SEK m 153,489 69,735 19,586 60,495 69,033 24,362 327,668

Exposure, % 50.7 23.0 6.5 20.0 22.8 7.4 108.1

31 Dec 2014 

Equities
Fixed 

income Credits Inflation Currencies1
Absolute 

return strategies Total AP3
Exposure, SEK m 135,086 72,533 14,973 42,199 70,386 23,963 288,753

Exposure, % 46.8 25.2 5.2 14.6 24.4 8.3 100.1

1) Absolute return strategies consist of risk mandates to which no capital is allocated and return can therefore not be fairly measured.

1) Currency exposure shows the ratio of assets held in foreign currency and cannot be added to total exposure.
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of investments were in bonds assigned 
the top AAA rating by Standard & Poor’s. 
A total of 91% of AP3’s investments 
were in bonds with either AAA or AA 
ratings.

The fixed income risk category record- 
ed a return of 0.8% (10.0), equating to 
a contribution of 0.2 percentage points 
(2.2) to the portfolio’s total return. Overall 
market performance was mixed, but 
falling yields had a favourable impact on 
return. 

Credits
Credits consist primarily of Swedish 
 mortgage bonds, investment grade1 
corporate bonds and high-yield US 
bonds. They also include secured bank 
loans. Credit exposure rise from 5.2% 
to 6.5% during the period, primarily 
due to increased exposure to Swedish 
corporate  bonds and US high yields. 
The credit portfolio has a much shorter 
duration than the fixed income risk 
category and the figure stood at 3.1 
years (2.0) at year-end. 

 Wider yield spreads in the Swedish 
mortgage market offset the positive 
impact of lower interest rates, resulting 
in a return on credits of just 1.0% (5.1). 
This translated to a contribution of 0.0 
(0.5) percentage points till total return.

Inflation
The inflation risk category comprises 
investments in timberland,  infrastructure, 
real estate and index-linked bonds.

These assets generated a return of 
14.7% (8.9), equivalent to a  contribution 
of 2.6 percentage points (1.6) to the 
Fund’s overall return. Investments in 
real estate funds and real estate compa-
nies, including Vasakronan, Hemsö and 
Trophi, delivered a return of 28.1% (15).

Vasakronan, owned jointly by 
AP3, AP1, AP2 and AP4, experienced 
continued strong demand in the office 
and retail segment resulting in growth 
in rental income as well as higher occu-
pancy levels. Hemsö’s net income rose 
by 15% to SEK 959 million in 2015 and 
the company continued to invest in 
project management, for example in 
Huddinge. AP3’s wholly owned property 
subsidiary Trophi continued to expand 

its portfolio of retail properties and at 
year-end its real estate holdings were 
valued at SEK 7.1 billion. The year also 
saw the launch of Regio, a real estate 
company that at year-end owned prop-
erties and index-linked bonds valued 
at SEK 900 million. AP3 acquired a 20% 
stake in a a consortium that purchased 
Ellevio (previously Fortum Distribution 
Sweden). In December, AP3 agreed a 
joint venture with Balder, a real estate 
company, to invest in residential prop-
erty in Sweden.

The Fund also sold its holding in 
Süddeutsche Wohnen (Südewo) at a 
substantial profit. AP3’s average annual 
return on its Südewo investment was 
more than 20%.

Currencies
The currencies risk category comprises 
AP3’s exposure to changes in foreign 
exchange rates against the Swedish 
krona. These exposures relate to invest-
ments in foreign assets not hedged in 
Swedish kronor and in direct currency 
positions. Currency positions are taken 
to increase returns and reduce risk in 
the total portfolio. 

For the second year running, the 
krona lost ground against most major 
international currencies. The biggest 
single depreciation was an 8% fall 
against the dollar, which is a key 
currency for AP3, followed by a 7.3% 
decline against the yen and a 6.9% drop 
against the Swiss franc. This delivered 
financial gains to the Fund because 
its investments in foreign currency 
became more valuable in Swedish 
kronor terms. The euro, which fell by 
3% against the krona, was the excep-
tion to this pattern.

Currencies contributed 2.1 percentage 
points (4.3) to total return. 

Currency risk usually shows a nega-
tive covariance with equity risk and 
thus helps to diversify the portfolio. At 
year-end, currency exposure stood at 
22.8% (24.4).

Absolute return strategies
The absolute return strategies risk cate-
gory covers mandates with an  absolute 
return target as well as investments 

in insurance-linked bonds and risk 
premium strategies. These latter two 
asset classes were included in another 
risk category prior to 2015. Figures for 
the prior year have been adjusted to 
enable like-for-like comparison. Capital 
allocations to this risk category are 
limited; instead the board of directors 
sets a risk mandate within which the 
asset management team operates. The 
30 or so mandates in this category are 
managed both internally and externally. 
The aim is to achieve low correlation 
with total risk. 

Return on these strategies in 2015 
totalled SEK 78 million (1,115), equiva-
lent to a contribution of 0.0 percentage 
points (0.4) to the total portfolio. 

1) See Glossary, p. 66
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Expenses
AP3’s pursuit of its objective of delivering diversified and cost-effective 
asset management has led it to achieve high risk-adjusted returns at low 
cost. The Fund’s strategy for ensuring effective asset management and 
tight cost controls is based on continuous improvement and a decision-
making model that takes account of the relationship between expected 
return, risk and costs.

All the costs that AP3 incurs in its 
asset management operations should 
generate value in terms of higher 
return or lower risk. Costs are divided 
into: operating expenses, which are 
the Fund’s internal costs; commission 
expenses, which are those arising from 
external management and custody 
services; and transaction expenses, 
which arise from the purchase and 
sale of assets. A major portion of AP3’s 
expenses is invoiced in foreign currency 
(mainly US dollars) and is therefore 
sensitive to changes in the value of the 
krona. The krona fell by 8% against 
the dollar in 2015, which made the 
cost of dollar-invoiced services more 
expensive.

Operating expenses
AP3 recognises internal costs as an 
operating expense in the income 

statement. Staff costs account for 60% 
(67) of total operating expenses and 
amounted to SEK 115 million (120). 
Other major items include costs for 
market data (information technology) 
and services purchased. Market data 
costs are heavily influenced by changes 
in exchange rates, particularly the 
krona/dollar rate, and also by large 
annual price increases due to a lack 
of competition among market data 
vendors. Increased regulation of the 
financial services industry is another 
driver of higher market data costs.

Operating expenses totalled SEK 
192 million (178) and included a cost of 
SEK 11 million arising from an unsuc-
cessful infrastructure investment tender. 
This amount would have been added to 
cost in the balance sheet if the tender 
had been successful, but instead it was 
recognised as an operating expense 

under purchased services. The pension 
system recognises operating expenses 
as administration costs. 

Commission expenses
Commission expenses are administra-
tive fees for external management 
mandates and expenses for  custodian 
services and other related services 
that are closely tied to the generation 
of investment income. Most commis-
sion expenses arise in conjunction 
with external management. They 
are in proportion to the value of the 
underlying capital and related to the 
specific management strategy and the 
return it generates and are expensed 
under operating income in the income 
statement. 

Commission expenses totalled SEK 
170 million (162), with the increase 
attributable to currency effects of SEK 
18 million. Ignoring currency effects, 
commission expenses would have been 
SEK 10 million lower than in 2014. 
The ratio of externally managed assets 
was 31% (33) and related primarily to 
private equity investments and equi-
ties in emerging markets, North America 
and Asia – assets for which AP3 regards 
external management as a more 

Operating and commission expenses 2010 – 2015

Operating expenses in 2015 included a non-refundable 
outlay of SEK 11 million arising from an unsuccessful 
infrastructure investment tender. Had the investment 
been completed, the SEK 11 million would have been 
recognised under cost in the balance sheet. Changes in 
exchange rates resulted in a SEK 18 million increase in 
commission expenses.

SEK m
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cost-effective alternative to internal 
asset management.

Performance-based fees for external 
management mandates are a form of 
profit-sharing between AP3 and the 
fund manager, payable if the latter 
outperforms a fixed target. These fees 
have a direct impact on the returns 
generated by assets under management 
and hence net income from financial 
transactions in the income statement. 
Performance-based fees totalled SEK 
113 million (103), with SEK 16 million 
arising from currency changes.

Contracts for some unlisted 
mandates, for instance relating to 
private equity and real estate funds, 
stipulate that debited management 
fees are part of the asset’s cost and are 
subject to repayment.

Transaction costs
Transaction costs are those directly 
related to asset purchases and sales. 
They are added to cost or debited from 
income. In all securities trading, trans-
action costs are the difference between 
buying and selling rates. When buying 
equities, a special brokerage fee also 
applies. Brokerage fees are recognised 
separately. They totalled SEK 98 million 
(73) in 2015, with 18% (26) arising from 

external management. The increase was 
attributable to a change in the European 
equity management strategy and higher 
fund capital and exchange rate effects. 
The AP3 risk management committee 
oversees brokerage fee distribution and 
amounts.

AP3’s expenses compared to other funds
AP3 has for 10 years participated in a 
study that benchmarks it against a peer 
group of 18 global pension funds with 
similar asset management profiles. The 
study, performed by Cost Effectiveness 
Measurement (CEM) of Canada, exam-
ines the total cost of asset  management 
operations, the value of assets under 
management, the portfolio mix, the 
proportion of internal and external 
management and the extent of active 
management. The most recent study, 
from 2014, showed AP3’s expenses 
to be 43% lower than the benchmark 
group average. This was largely because 
AP3 pays less for its external mandates 
than the benchmark group and also 
because it has a higher ratio of inter-
nally managed assets. 

Collaboration with other AP funds
Parliament’s decision to approve the 
establishment of four separate and 

independent buffer funds – AP1, AP2, 
AP3 and AP4 – paved the way for the 
creation of an effective and healthy 
competitive framework between the 
four funds and cost-effective asset 
management. By diversifying the funds, 
Parliament also avoided an excessive 
concentration of financial power in the 
hands of a single institution. However, 
the funds are free to work together 
in areas that do not infringe their 
autonomy or competitive status in order 
to save money and utilise resources 
effectively. 

Since 2007, AP3 has worked closely 
with AP1, AP2 and AP4 on screening 
listed equities and engagement with 
enterprises on social and environmental 
responsibility. The Ethical Council of the 
AP funds is the vehicle for this collab-
oration. In 2015 the Ethical Council 
procured analysis services in the areas 
of environmental, social, governance 
and ethical performance along with 
advisory services. 

AP3 also worked alongside AP2 in 
the procurement of custodian services. 
The Fund works closely with AP1, AP2 
and AP4 on tax, legal, accounting, risk 
management and valuation matters.

AP3’s costs compared to CEM benchmark group 2005 – 2014
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 AP3 has for 10 years been part of a global study that 
benchmarks pension funds with similar investment 
profiles. Conscious effort and rigorous cost control 
has enabled AP3 to pull further away from the 
benchmark group. The most recent survey, from 
2014, showed the Fund’s cost base to be 43% lower 
than the benchmark average.
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Risk management
AP3’s asset management operations expose it to different types of risk. 
The Fund’s core activity involves managing financial risk to deliver invest-
ment returns and achieve specific targets. 

Risk is defined as uncertainty over future 
outcomes arising from external events 
that affect the Fund’s  operating activ-
ities. Risk management is the process 
that identifies risks and measures and 
manages their positive and negative 
consequences. In other words, it is the 
process that manages the Fund’s risk 
and return profile. 

Because risk-taking can generate 
positive and negative outcomes, risks 
taken must be conscious, calculated and 
within established frameworks. Ulti-
mately, AP3 is exposed to a risk that the 
fundamental parameters of the pension 
system will shift, for example due to 
demographic changes. AP3 analyses 
these risks using asset liability manage-
ment (ALM) and the board uses ALM 
findings to set long-term operating 
targets. 

Operationally, the Fund takes posi-
tions in financial instruments in order 
to earn a return. This means that fund 
capital is always exposed to  financial 
risk. Diversifying fund capital into 
different financial assets, geographic 
areas and risk premiums – and varying 
investment time frames – enables risk 
to be limited without compromising 
potential returns. 

The board of directors monitors total 
risk by setting a risk framework within 
which the asset management team must 
act. This framework is set out in the risk 
management plan, the document that 
defines the Fund’s approach to risk, 
roles and responsibilities, guidelines, 
frameworks and reporting.

General risk analysis  
AP3 bases effective risk management 
on an annual analysis of total risk. The 
analysis report sets a framework for 
identifying and measuring risk in all 
areas and for making it possible to act 
to reduce risk as and when appropriate. 
Executive management is responsible 
for the Fund’s risk analysis, which is 

based on self-assessment and seeks 
to promote high risk awareness and a 
prudent approach to risk throughout 
the organisation. The Fund uses the 
risk analysis when drawing up oper-
ating and resource plans for the coming 
year. The risk analysis report and 
action plans are submitted to the audit 
committee and board of directors every 
year.

Risk management  
The CEO and responsible managers 
in the asset management organisation 
are in charge of identifying, analysing 
and prioritising risk, projecting returns 
and risk, and allocating risk mandates 
between different asset categories and 
strategies based on the Fund’s return 
targets. Risk management is structured 
as follows:

 Board of directors – sets the overall 
risk level and general exposure and 
risk limits for the seven risk catego-
ries: Equities, Fixed Income, Credits, 
Inflation, Currencies and Absolute 
Return Strategies. 

 Audit committee – has an advisory 
and oversight role on the board’s 
behalf in matters relating to financial 
reporting and accounting, internal 
control, risk management and audit. 
The audit committee reports directly 
to the board. 

 Chief Executive Officer (CEO) – 
responsible for AP3’s day-to-day 
management and compliance with 
the board’s operating frameworks. 
The CEO is tasked with ensuring 
good governance of the Fund’s asset 
management, risk management, risk 
control and reporting. 

 Chief Investment Officer (CIO) – 
manages risk in the AP3 portfolio 
and delegates day-to-day asset 
management within the frameworks 
set by the board and CEO. Each port-
folio manager is responsible for 

managing the risk attached to his 
or her mandate in order to achieve 
targets within specified limits. 

 Chief Risk Officer (CRO) – responsible 
for monitoring and reporting risk 
and return to the board of directors. 
The CRO makes sure that investment 
decisions are taken in compliance 
with the risk framework set by the 
board. 

 Risk Management Committee (RMC) – 
the CEO appoints the members of the 
RMC. The RMC consists of the CEO, 
CRO, CIO, Head of Strategic Allo-
cation, Head of  Alternative Invest-
ments, Head of Alfa Management, 
Head of Beta Management, Head 
of External Management and Head 
of Risk & Performance. The RMC 
handles issues relating to general 
risk management and risk control 
on a preparatory basis for the board. 
The CRO chairs the RMC.

Three lines of defence
Day-to-day risk management and 
control are decentralised and follow the 
three lines of defence principle, which 
differentiates between departments 
that have primary responsibility for risk 
and regulatory compliance (first line), 
departments responsible for monitoring 
and control (second line) and those 
tasked with independent oversight 
(third line). Responsibility for the first 
line rests with the investment organisa-
tion, which includes teams in the asset 
management department as well as 
the back office. Hence, responsibility 
for risk management is borne where 
the risk arises. The control process 
spans the entire transaction flow. Each 
employee manages risk in his or her 
own area of responsibility. The CIO has 
overall responsibility for the first line of 
defence. 

The second line of defence comprises 
internal risk control department and 
compliance. The former ensures that the 
risk management framework is adhered 
to. The risk control process makes sure 
that the Fund as a whole and in relevant 
areas stays within stipulated limits and 
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complies with applicable restrictions and 
instructions. The department is inde-
pendent and organisationally separate 
from the functions that execute invest-
ment decisions. Ultimate responsibility 
rests with the CRO. 

The third line of defence is internal 
audit, which in AP3’s case is subcon-
tracted to an external audit firm. The 
internal auditors are appointed by the 
board of directors via the audit com-
mittee and are independent from the 
Fund and its investment  operations. The 
internal auditors report to the board 
via the audit committee. Every year the 
audit committee gives the internal audi-
tors a time-specific mandate to examine 
one or more areas of the Fund’s oper-
ations to establish that the relevant 
departments are meeting their risk man-
agement responsibilities.

Mandate compliance
Limits can be expressed as the size 
of a position, VaR, tracking error or 
other measure relevant to the  structure 
of the mandate. They can also be 
expressed as consultation levels and 
sometimes as stop loss1 levels to limit 
the risk of loss on a specific mandate. 
The risk and performance team carries 
out AP3’s independent risk control. 
The team identifies and measures risks 
and ensures mandate compliance and 
that exposure and risk remain within 
approved guidelines and limits. The 
compliance department is in charge of 
ensuring that the Fund abides by legal 
and ethical rules and regulations.

Four categories of risk  

 Enterprise level risk  – risk relating 
to AP3’s mission, objectives and 
administration. 

 Financial risk – financial risks arising 
from investing activities. 

 Operational risk – risks relating 
to processes, systems, human 
resources, laws and regulations. 

A probability and consequence are 
assigned to each risk identified in each 
category. The consequence may be 
financial, reputational or require extra 
work.

FINANCIAL RISK AND FINANCIAL 
RISK MANAGEMENT
Financial risk differs from other risks 
in that it is a necessary part of seeking 
to achieve returns. By contrast, other 
risks must be minimised. Financial risk 
consists primarily of market, credit and 
liquidity risk.

 
Market risk is the risk that the value 
of an asset may fall due to changes in 
asset prices on the financial markets, for 
example changes in equity prices, bond 
rates and currencies. It can be shown 
in absolute or relative terms and can 
be forward-looking (ex ante) or back-
ward-looking (ex post). Common ways 
to measure fund level risk include vola-
tility,1 value at risk (VaR),1 tracking 
error,1 sensitivity analysis and stress 
tests. AP3 monitors market risk on a 
daily basis, both at general level and 
for individual mandates, using the VaR 
metric, different types of stress test and 
sensitivity analysis. Market risk is the 
main risk attached to the AP3 portfolio. 
By managing risk within specific limits, 
the Fund generates investment returns. 

Credit risk is the general risk of incur-
ring a loss due to the failure of a coun-
terparty in a financial transaction to 
meet repayment obligations. It can be 
divided into issuer risk, counterparty 
risk and settlement risk. 

Issuer risk is the risk that the issuer 
of a financial security will default and 
be unable to meet repayment obliga-
tions on the maturity date. AP3 limits 
issuer risk by working within set limits 
for total credit risk in the portfolio. The 
Fund uses tools such as credit ratings to 
limit the exposure of specific mandates 
to specific issuers. The risk manage-
ment committee regularly reviews risk 
relating to specific issuers and groups 
of issuers. 

Counterparty risk is the risk of a 
party to a transaction being unable 
to fulfil obligations under a bilateral 
financial contract such as a deriva-
tive or currency transaction, deposit or 
buyback. AP3 actively seeks to mini-
mise counterparty risk by selecting 
counterparties with a good credit rating. 
AP3 also requires counterparties to sign 

ISDA agreements1 with AP3 that regu-
late how receivables and liabilities are 
to be managed if either counterparty 
can no longer fulfil its commitments. 
The Fund also insists on a CSA agree-
ment,1 under which counterparties with 
an outstanding liability agree to provide 
collateral in cash or securities.

Settlement risk arises when trans-
actions are settled but the parties do 
not fulfil their commitments simultane-
ously. Where possible, AP3 eliminates 
delivery risks on currency transactions 
through CLS,1 a system that permits 
simultaneous settlement of transactions 
through an independent third party. 
 
Liquidity risk is the risk that AP3 cannot 
make intended or necessary changes in 
the portfolio structure without incurring 
excessive transaction costs. Generally 
speaking, the Fund’s most liquid assets 
are equities and government bonds 
with a high credit rating. Corporate 
bonds, unlisted equities and real estate 
are usually less liquid. AP3 manages 
liquidity risk via a balanced mix of asset 
types with both high and low liquidity. 
For refinancing risk, the Fund monitors 
future payment obligations versus 
available liquidity to minimise the risk 
of excessive financing costs.

1) See Glossary, p. 66
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Income statement

Income statement

INCOME

SEK m Note 2015 2014

Net interest income                         2 1,559 2,5921

Dividends received 4,644 3,757

Net income from listed shares and investments 3 4,418 10,948

Net income from unlisted shares and investments 4 6,636 1,888

Net income from fixed income assets -189 6,304

Net income from derivatives -873 1,5011

Net income from currencies 3,811 8,327

Net commission expenses 5 -170 -162

Total income 19,836 35,155

OPERATING EXPENSES

Staff costs 6 -115 -120

Other administrative expenses 7 -77 -58

Total operating expenses -192 -178

Net profit for the year 19,643 34,977

1) See Note 2
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Balance sheet 

ASSETS

SEK m Note 31-12-2015 31-12-2014

Shares and investments

   Listed             8, 19 143,642 137,927

   Unlisted 9, 19 39,196 32,017

Bonds and other fixed income assets 10, 19 132,373 154,362

Derivatives 11, 19, 21 5,460 3,862

Cash and cash equivalents 1,780 1,664

Other assets   12, 21 11,569 10,911

Prepaid expenses and accrued income      13 1,083 1,375

Total assets 335,101 342,118

FUND CAPITAL AND LIABILITIES

Liabilities

Derivatives          11, 19, 21 3,071 10,398

Other liabilities     14, 21 28,920 43,336

Deferred income and accrued expenses          15 79 51

Total liabilities 32,070 53,786

Fund capital

Fund capital at 1 Jan  16 288,332 258,475

Net payments to national pension system -4,944 -5,120

Net profit for the year 19,643 34,977

Total fund capital 303,031 288,332

Total fund capital and liabilities 335,101 342,118

Memorandum items 17, 22

Balance sheet 
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Notes

The Third Swedish National Pension Fund (AP3), corporate identity number 
802014-4120, is one of the funds that manage the capital buffer of the Swedish 
pension system. AP3 is headquartered in Stockholm. The board of directors approved 
the annual financial statements for 2015 on 16 February 2016. The income statement 
and balance sheet are subject to government approval. 

   NOTE 1 Accounting and valuation policies  
The National Pension Insurance Funds Act (2000:192) requires the annual accounts to 
be prepared in conformity with generally accepted accounting principles, which 
involves recognition of fund assets at market value. AP1, AP2, AP3 and AP4 have 
agreed and applied shared accounting and valuation policies, as summarised below.  

The AP funds are adapting their accounting and valuation policies to the 
International Financial Reporting Standards (IFRS). The IFRS are being developed and 
hitherto the funds have focused on adapting to IFRS 7 and IFRS 13. Full adjustment to 
IFRS would not significantly affect reported income and capital. AP3 meets the 
qualification requirements for designation as an investment company as per IFRS 10. 
The only difference as against currently effective IFRS is that AP3 does not prepare a 
statement of cash flows. 

Transaction day accounting
Purchases and sales of securities and derivatives on the money, bond, equity and 
currency markets are recognised in the balance sheet on the transaction date, that is 
the point when material rights, and therefore risks, are transacted between the 
parties. Receivables and liabilities that fall between the transaction and settlement 
dates are reported under other assets and other liabilities respectively. Other 
transactions, especially relating to unlisted equities, are recognised in the balance 
sheet on the settlement date, in conformity with market norms.

Net accounting
AP3 recognises assets and liabilities net in the balance sheet where there is a legal 
right to offset transactions and an intention exists to provide net cash consideration or 
to realise the asset and receive consideration for the liability simultaneously. 

Foreign currency translation
Foreign currency transactions are shown in Swedish kronor at the exchange rate on 
the transaction date. Foreign currency assets and liabilities are recognised in Swedish 
kronor at the exchange rate on the balance sheet date. 

Changes in the values of foreign currency-denominated assets are divided into the 
change attributable to the change in the value of the asset or liability and the change 
caused by exchange rate movements. Exchange rate gains or losses arising due to 
exchange rate changes are recognised in the income statement under net income 
from currencies.

Shareholdings in subsidiaries and associates
Shareholdings in subsidiaries and associates are recognised at fair value, in conformity 
with the National Pension Insurance Funds Act. Fair value is measured using the same 
method as for unlisted shares and investments. There is no requirement to prepare 
consolidated financial statements.

Measurement of financial instruments
All AP3’s investments are measured at fair value. Realised and unrealised changes in 
value are recognised in the income statement. Hence, items presented under net 
income per asset category include realised and unrealised income. The financial 
statements include references to benchmark indices. Details of these can be found at 
www.ap3.se. The method for measuring fair value is described below.

Listed shares and investments
Shares and units traded on a regulated market or trading platform are measured using 
the price quoted by the relevant index vendor. This price is usually the mid-rate. 
Holdings not included in an index are valued at listed prices observable in an active 
market. Brokerage fees are recognised in net income for listed equities.  

Unlisted shares and investments
Shares and investments not traded on a regulated market or trading platform are 
measured at fair value based on the valuation received from the counterparty or other 
external party. Valuations are updated when new valuations are received and are 
adjusted for cash flows up to the reporting date. AP3 may revise a valuation where 
strong grounds exist for believing that the valuation is wrong. Fair value measurement 
of unlisted shares and investments follows the International Private Equity and 

Venture Capital Valuation guidelines or equivalent valuation principles and is generally 
based on transactions with third parties. However, other valuation methods can be 
applied.

Unlisted real estate shares are measured on the basis of their net asset value, 
provided they have not been transacted on a secondary market. Holdings in unlisted 
real estate companies are measured to reflect deferred tax liability and at the value 
applied in real estate transactions. This differs from the value that real estate 
companies apply in their financial statements. 

Bonds and other fixed income assets
Fair value of bonds and other fixed income assets is measured using the official market 
price (usually the bid rate) quoted by AP3’s index supplier. Holdings not included in an 
index are valued at listed prices observable in an active market. Where an instrument 
is not traded on an active market and reliable market prices are unavailable, the 
instrument is measured using generally accepted valuation models, whereby cash flow 
is discounted to the relevant valuation curve. 

Interest income is recognised using the effective interest method based on 
amortised cost. Amortised cost is the discounted present value of future payments, 
where the discount rate corresponds to the effective interest rate at the time of 
purchase. Acquired premiums and discounts are recognised as interest income until 
the coupon rate changes or the instrument matures. They are recognised in interest 
income. Changes in value arising due to movements in interest rates are recognised 
under net income from fixed income assets, while changes in value arising from 
exchange rate movements are recognised under net income from currencies.

Derivatives
The fair value of derivatives is measured using rates on the reporting date. In cases 
where instruments are not traded in an active market and no market prices are 
available, valuations are made using generally accepted theoretical models whose 
inputs consist exclusively of observable market data. 

Derivative contracts with a positive fair value on the reporting date are recognised 
as assets, while contracts with a negative market value are recognised as liabilities. 
Changes in value arising from exchange rate movements are recognised in the income 
statement under net income from currencies, while other changes in value are 
recognised under net income from derivatives. The difference between forward and 
spot rates for currency forwards is allocated on a straight-line basis during the term of 
the contract and is recognised as interest income.

Buybacks
In a true buyback (repurchase), the asset remains on the balance sheet and cash 
received is recognised as a liability. The divested security is recognised under pledged 
assets in the balance sheet. The cash value difference between spot and forward legs 
accrues during the maturity period and is recognised as interest.    

Securities lending
Loaned securities are recognised in the balance sheet at fair value and consideration 
received is recognised as interest income in the income statement. Collateral received 
for loaned securities may consist of securities and/or cash. Where AP3 has the right to 
dispose over cash collateral received, this is recognised in the balance sheet as an asset 
and a corresponding liability is created. In cases where AP3 does not have the right of 
disposal over the asset, the loaned security is recognised not in the balance sheet but 
separately under “Pledged assets, contingent liabilities and commitments”. The value 
of loaned securities and the collateral paid to secure them is also recognised under this 
item.

Items recognised directly in fund capital
Payments to and from the pension system are recognised directly in fund capital.

Commission expenses
Commission expenses are recognised as a deduction from operating income in the 
income statement. They consist of external costs for asset management services, such 
as custody account fees and fixed commissions to external managers, and fixed 
commissions for exchange-traded funds. Performance-based fees, payable when a 
manager produces returns above an agreed level and where profit sharing applies, are 
recognised as a deduction from net income for the relevant asset class in the income 
statement. 

Management fees for unlisted shares and investments deemed repayable prior to 
profit sharing, and where repayment is likely, are recognised in cost and included in 
unrealised income. In other cases, they are recognised as commission expenses.
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   NOTE 2 Net interest income  

SEK m 2015 2014
INTEREST INCOME

Bonds and fixed income assets 2,207 2,408
Derivatives 11,099 1,603
Securities lending, equities 65 66
Securities lending, bonds 33 30
Other interest income 17 4
Total interest income 13,420 4,112

INTEREST EXPENSE

Derivatives 11,862 1,519
Other interest expenses 0 0
Total interest expense 11,862 1,519

Net interest income 1,559 2,592

A reclassification was made in the 2015 accounts and the comparative figure for the 
prior year has been restated to reflect this change. 

   NOTE 4 Income from unlisted shares and investments  

SEK m 2015 2014
Net capital gain 3,728 1,618
Unrealised changes in value 2,908 269
Net income from unlisted shares and investments 6,636 1,888

   NOTE 3 Net income from listed shares and investments

SEK m 2015 2014
Income from listed shares and investments  4,516 11,021
Brokerage fees -98 -73
Net income from listed shares and investments 4,418 10,948

   NOTE 5 Commission expenses

SEK m 2015 2014
External commissions, listed assets 139 130
External commissions, unlisted assets 15 18
Other commission expenses incl. custodian bank costs 16 14
Total commission expenses 170 162

Commission expenses do not include performance-based fees. These totalled SEK 113 
million (103), of which SEK 85 million (91) arose from listed equities and SEK 28 million 
(12) from fixed income securities. Performance-based fees are recognised in net in-
come for each asset class.       

Underlying commissions for total return swaps (TRS)1 are not recognised in commis-
sion expenses but as a change in value under “Net income, derivatives”. Underlying TRS 
expenses were SEK 20 million (20) in 2015. 

AP3 paid SEK 146 million (171) in management fees for unlisted equities in 2015. SEK 
130 million (153) of this related to contracts that provide for repayment of manage-
ment fees prior to profit sharing at the end of the investment and is recognised as part 
of the asset’s cost. 

1) See Glossary, p. 66

Operating expenses
All management expenses, excluding brokerage fees, fees to external managers and 
custody account fees, are recognised as operating expenses. Investments in 
equipment and proprietary and purchased computer software are normally expensed 
as they arise. 

Taxes
AP3 is exempt from all income tax on investments in Sweden. 

Dividend and coupon taxes payable in some countries are recognised on a net 
basis in the relevant income category in the income statement. 

As of 2012, AP3 is VAT-registered and liable to pay value added tax on purchases 
outside Sweden. AP3 is not entitled to reclaim VAT outlays. VAT is expensed under the 
relevant item.

Rounding off 
Minor discrepancies may occur in the tables in this report due to the rounding up or 
down of individual figures.

  NOTE 1 cont.
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Staff costs in SEK thousand, 2015
Salaries and 

remuneration
Variable  

remuneration
Pension plan  

expenses
of which  

salary sacrifice
Social security expenses 

incl. special payroll tax Total
Chairman of the Board, Pär Nuder 110 35 145
Other directors
Sonat Burman-Olsson 71 22 94
Björn Börjesson 102 32 134
Inga-Lill Carlberg 71 22 94
Peter Englund 50 16 66
Gunvor Engström 50 16 66
Lars Ernsäter 61 19 80
Peter Hellberg 61 19 80
Elisabeth Unell 50 16 66
Total 626 197 823

CEO Kerstin Hessius 3,313 2,181 889 1,570 7,064
Executive management excl. CEO
Mattias Bylund 1,673 427 629 2,730
Kerim Kaskal (left executive 
management in October 2015) 2,353 640 895 3,888
Mårten Lindeborg 2,663 679 1,002 4,344
Lil Larås Lindgren 1,356 435 532 2,322
Total executive management  
excl. CEO 8,045 2,181 3,057 13,284
Other employees 49,670 3,903 17,018 1,683 20,609 91,201

Total employees 61,029 3,903 21,380 2,572 25,236 111,548
Other staff costs 2,937
Total staff costs 61,655 3,903 21,380 2,572 25,433 115,308

Staff costs in SEK thousand, 2014
Salaries and 

remuneration
Variable  

remuneration
Pension plan  

expenses
of which  

salary sacrifice
Social security expenses 

incl. special payroll tax Total
Chairman of the Board, Pär Nuder 110 35 145
Other directors
Sonat Burman-Olsson 71 22 94
Björn Börjesson 102 32 133
Inga-Lill Carlberg 71 22 94
Peter Englund 50 16 66
Gunvor Engström 50 16 66
Lars Ernsäter 60 19 79
Peter Hellberg 60 19 79
Elisabeth Unell 50 16 66
Total 625 197 822

CEO Kerstin Hessius 4,084 1,250 1,587 6,921
Executive management excl. CEO
Mattias Bylund 1,583 413 598, 2,593
Gustaf Hagerud (left executive 
management in Nov. 2014) 2,940 855 1,131 4,926
Kerim Kaskal 2,684 929 1,069 4,681
Mårten Lindeborg 2,243 614 854 3,710
Lil Larås Lindgren  
(from Feb. 2014) 1,107 354 434 1,895
Total executive management  
excl. CEO 10,557 3,164 4,085 17,806
Other employees 51,118 4,376 14,967 478 20,699 91,160

Total employees 65,759 4,376 19,382 478 26,370 115,887
Other staff costs 3,514
Total staff costs 66,384 4,376 19,382 478 26,567 120,223

   NOTE 6 Employees
2015 2014

total female total female
Average no. of employees 54 19 56 18
No. of employees at 31 Dec 51 17 57 20
No. in executive management at 31 Dec 4 2 5 2
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  NOTE 7 Other operating expenses

SEK m 2015 2014
Office rent 10 10
Communications and data costs 39 30
Services purchased 21 11
Other information 7 7
Total other operating expenses 77 58

Services purchased include fees to auditors. 

SEK thousand 2015 2014
Audit assignments
PwC 705 -
EY AB - 818
Other assignments
PwC 616 -
EY AB - 23
Total fees to audit firms 1,321 842

Services purchased included fees of SEK 0.3 thousand (0.9) for consulting services 
ordered by the Government Offices. Services purchased also included a non-reclaim-
able cost of SEK 11.2 million relating to an unsuccessful tender that resulted in AP3 
losing a potential infrastructure investment. Had the investment been made, this cost 
would have been expensed in the balance sheet. 

  NOTE 8 Listed shares and investments

31-12-2015 31-12-2014

SEK m Fair value Fair value
Swedish equities 36,322 32,966
Investments in Swedish funds 3,030 1,567
Foreign equities 80,513 79,658
Investments in foreign funds 23,776 23,735
Total listed shares and investments  143,642 137,927

A schedule of the five largest Swedish and foreign equity holdings is shown on page 
62. A schedule of all AP3’s equity holdings is available at www.ap3.se. See Notes 1 and 
17 for information on securities lending. Collateral received in relation to securities 
lending totalled an average of 103% of the market value of the assets lent. 

  Board of directors  The government sets the remuneration of directors. As of 
2000, annual fees of SEK 100,000 are paid to the Chairman, SEK 75,000 to the Deputy 
Chairman and SEK 50,000 to other directors. The government has approved additio-
nal remuneration of up to SEK 100 thousand for directors who sit on the remunera-
tion committee and audit committee. Remuneration of SEK 100 thousand (100) was 
paid for committee engagements in 2015.

  Committees The remuneration committee had three members in 2015. It makes 
recommendations to the board on the CEO’s salary and benefits and AP3’s salary 
structure prior to salary reviews. It also makes recommendations to the board on 
the variable remuneration programme. Decisions in these matters are taken by the 
board. The audit committee has three members and its role is to monitor and issue 
recommendations to the board in financial reporting, accounting, internal control, 
risk management and external audit.

  CEO’s remuneration The board sets the salary and benefits of the CEO. Under the 
CEO’s employment contract, AP3 pays retirement pension and sickness insurance 
premiums totalling 30% of gross salary. In the event of termination, the contractual 
notice period is six months for both AP3 and the CEO. If AP3 terminates the CEO’s 
contract, 18 months’ severance pay may be payable. Severance salary and pay are to 
be offset against any income from new employment or business activity. No contract 
provisions exist for early retirement. In 2015 the CEO received taxable benefits of SEK 
2 thousand (2). The CEO does not participate in the performance-based incentive 
scheme.

  Executive management committee excl. CEO As of 1 October 2015, the executive 
management committee consists of the CEO, the Deputy CEO and CIO and the heads 
of Business Support & Control (also Chief Risk Officer) and Communications. The 
former Chief Investment Officer left the executive management committee on 30 
September when he left AP3.

AP3 has collective wage agreements with the Employers’ Organisation of the 
Swedish Banking Institutions and the JUSEK/CR/CF (SACO) trade unions. Only the 
CEO, Deputy CEO and CIO and the former Chief Investment Officer have contractual 
conditions that differ from the collective wage agreement. The previous and current 
Chief Investment Officer had/have a mutual termination period of six months. In the 

   NOTE 6 cont.
event of termination by AP3, six months’ severance pay may be payable. Severance 
salary and pay are to be offset against any income from new employment or business 
 activity. No special agreements exist in respect of notice periods, severance pay or 
early retirement for other members of executive management. Executive 
management committee members received benefits ranging from SEK 0 (0) to SEK 9 
thousand (5) in 2015. Executive management does not participate in the perfor-
mance-based variable remuneration scheme.

  Performance-based remuneration programme The board of directors has app-
roved a performance-based incentive scheme modelled on government guidelines 
issued in April 2009 and adjusted for guidelines on remuneration in insurance and 
other financial entities issued by the Financial Supervisory Authority in March 2010. 
The programme applied in 2015 and gave employees in the Asset Management 
department the opportunity to receive performance-based remuneration of up 
to two months’ salary on the fulfilment of specific agreed criteria. Sixty percent of 
variable remuneration is not paid until three years after the year in which it is earned. 
Employees in administrative departments have the chance to receive variable 
remuneration of half a month’s salary. AP3’s net income must be positive before va-
riable remuneration can be payable to any employee. The CEO and members of the 
executive management committee are not part of the variable performance-based 
remuneration programme. AP3 reserved SEK 3.9 million (4.4) in the 2015 accounts 
for variable remuneration contingent on fulfilment of agreed targets. This sum was 
equivalent to the payment of an average of 1.0 months’ salary (1.2) in variable per-
formance-based remuneration to each employee covered by the programme. 

  Sickness absence Total sickness absence in 2015 was 0.8% (0.5) – 0.2% (0.4) for 
male employees and 2.0% (0.7) for female staff. None (0%) of the Fund’s employees 
was on sick leave for more than 60 consecutive days in 2015.

  Other information  
Under the guidelines of the Global Reporting Initiative, companies should disclose 
whether freedom of association and collective bargaining exists and if any employees 
are younger than 18. In compliance with Swedish law, AP3 allows freedom of associa-
tion and collective bargaining. AP3 has no employees aged under 18.
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  NOTE 10 Bonds and other fixed income assets

BONDS AND OTHER FIXED INCOME SECURITIES BY CLASS OF ISSUER 

31-12-2015 31-12-2014

SEK m Fair value Fair value 
Swedish state 12,188 23,683
Swedish municipalities 75 -
Swedish mortgage lenders 881 6,862
Other Swedish issuers
  Financial institutions 1,194 1,515
  Non-financial institutions 15,343 13,984
Foreign states 62,212 55,817
Other foreign issuers 35,784 46,073
Total 127,676 147,934
Fixed income funds 4,697 6,428
Total 132,373 154,362

  NOTE 10 cont.

BONDS AND OTHER FIXED INCOME SECURITIES BY CLASS OF INSTRUMENT 

31-12-2015 31-12-2014

SEK m Fair value Fair value 
Index-linked bonds 18,954 16,522
Other bonds 98,138 122,667
Certificates 560 350
Unlisted promissory notes 10,025 8,395
Total 127,676 147,934
Fixed income funds 4,697 6,428
Total 132,373 154,362

SEK 17,449 million (29,820) of bonds and other fixed income securities relates to 
reinvested cash collateral received for securities lending. See Notes 1 and 17 for 
information on securities lending. Collateral received in relation to securities 
lending totalled an average of 103% of the market value of the assets lent. 

Corp. id. no Reg’d office
Number  

of shares
Share of  

equity capital Fair value
100% 

equity 2015
100% 

income 2015 

Unlisted shares in subsidiary and associated companies
Vasakronan AB 556650-4196 Stockholm 1,000,000 25% 8,982 29,245 10,120
Hemsö Fastighets AB 556779-8169 Stockholm 70,000,700 70% 5,424 6,771 1,357
Hemsö Intressenter AB 556917-4336 Stockholm 25,000 50% 1,162
Hemsö Norden KB 969769-2961 Stockholm 58,198,718 50% 71 141 15
Trophi Fastighets AB 556914-7647 Stockholm 1,000,000 100% 1,526 1,564 210
Ellevio AB 556037-7326 Stockholm 1,467,030,309 20% 1,344
Fastighets AB Regio 559013-4911 Stockholm 4,000,000 99% 930 951 17
Total shares in Swedish subsidiary and associated companies 19,437

Corp. id. no Reg’d office
Number  

of shares
Share of  

equity capital Cost 2015 Cost 2014  

Other unlisted Swedish shares and investments
Bergvik Skog AB 556610-2959 Falun 347 5% 174 174

BONESUPPORT AB 556802-2171 Lund 11,921,108 9.5% 51 -

Largest investments in Swedish private equity firms and funds
IT Provider Fund IV Stockholm 16% 125 127
Valedo Partners Fund I Stockholm 20% 123 122

Five largest investments in foreign private equity firms and funds
German Retail Income Jersey 92% 1,119 751
RMK GAC Pennsylvania 100% 766 780
Innisfree PFI Secondary Fund 2 (ISF2) London 21% 700 686
Hancock GAC Massachusetts 100% 437 437
Southern Cone Timberland, LLC Delaware 19% 423 428

Cost of other holdings 22,740 18,699
Total cost 26,659 22,585
Total fair value 39,196 32,017

A schedule of all holdings, including the initial year of investment and the size of investment commitment, is available at www.ap3.se.

  NOTE 9  Unlisted shares and investments

As of 31 December 2015, AP3’s investment commitments in unlisted securities via private equity firms and funds were as follows.  
The schedule below shows the five largest holdings in terms of invested capital.

31-12-2015 31-12-2014

SEK m Fair value Fair value 
Shares in Swedish subsidiary and associated companies 19,437 10,933
Shares in other Swedish companies 1,412 749
Investments in private equity firms and funds 502 681
Foreign shares and investments 17,844 19,654

Total unlisted shares and investments 39,196 32,017
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  NOTE 11 Derivatives, gross

31-12-2015

SEK m
Positive 

fair value
Negative 
fair value

EQUITY-RELATED INSTRUMENTS

Options, cleared Held, buy 92 -
Held, sell - -
Drawn, buy - -1
Drawn, sell - -56

Forwards 151 -160
Swaps 37 -38
Total 281 -255
– cleared 244 -217

FIXED INCOME AND CREDIT-RELATED INSTRUMENTS

Options, cleared Held, buy 263 -1
Held, sell 3 -129
Drawn, buy - -1
Drawn, sell 19 -2

FRAs/forwards 39 -62
CDS 691 -595
Swaps 149 -169
Total 1,163 -961
– cleared 323 -196

CURRENCY-RELATED INSTRUMENTS

Options, OTC Held, buy 167 -
Held, sell 1,038 -
Drawn, buy - -75
Drawn, sell - -956

Forwards 2,810 -823
Swaps - -
Total 4,015 -1,855

Effect of netting - -
Total derivatives 5,460 -3,071

31-12-2014

SEK m
Positive 

fair value
Negative 
fair value

EQUITY-RELATED INSTRUMENTS

Options, cleared Held, buy 0 -
Held, sell 20 -
Drawn, buy - -2
Drawn, sell - -

Forwards 376 -219
Swaps 122 -0
Total 518 -221
– cleared 396 -221

FIXED INCOME AND CREDIT-RELATED INSTRUMENTS

Options, cleared Held, buy 15 -
Held, sell 57 -141
Drawn, buy - -16
Drawn, sell 100 -45

FRAs/forwards 77 -131
CDS 789 -817
Swaps 63 -201
Total 1,101 -1,352
– cleared 249 -333

CURRENCY-RELATED INSTRUMENTS

Options, OTC Held, buy 1,189 -
Held, sell 724 -
Drawn, buy - -1,375
Drawn, sell - -630

Forwards 329 -6,821
Swaps - -
Total 2,243 -8,826

Effect of netting - -
Total derivatives 3,862 -10,398

AP3 is mandated to use derivative securities primarily to improve the efficacy of asset 
management or to manage risk.

Equity and interest rate derivatives are preferably traded on standardised markets 
through cleared products, which limits counterparty risk to the clearing house. 
Currency and credit derivative markets are over-the-counter, which means that 
trades executed there are not standardised or subject to clearing. Thus, counterparty 
or settlement risk arises in respect of counterparties used. Counterparties for 
non-cleared transactions are limited and sanctioned by the board and all exposure to 
such counterparties is continuously monitored. AP3 uses standardised market 
contracts, including ISDA agreements, for OTC trading. 

Drawn put options are positions in different options strategies taken to manage 
portfolio risk. Where a put option requires AP3 to deliver an underlying security, AP3 
always holds enough of the underlying security to meet its delivery obligation.

More information on AP3’s risk management in relation to derivatives can be 
found in the risk management plan at www.ap3.se.

ANNUAL REPORT 2015  |  51

NOTES | AP3



  NOTE 14 Other liabilities

SEK m 31-12-2015 31-12-2014
Accounts payable 12 7
Trade payables 203 674
Payroll taxes 1 0
Staff PAYE taxes 2 3
Buybacks 1,251 2,768
Cash collateral received 27,441 39,879
Other liabilities 11 6
Total other liabilities 28,920 43,336

  NOTE 15 Deferred income and accrued expenses

SEK m 31-12-2015 31-12-2014
Accrued external asset management costs 57 29
Other accrued expenses 11 10
Variable remuneration incl. social security expenses 11 12
Total deferred income and accrued expenses 79 51

Forty percent of a payment of variable remuneration earned in 2013 was made in 
2014. The remainder will be paid in 2016. Similarly, 40% of a payment of variable 
remuneration earned in 2014 was made in 2015. The remainder will be paid in 
2017. A provision for variable remuneration was made in 2015. A total of 40% of this 
amount will be paid in 2016 and the remainder in 2018. 

  NOTE 16 Fund capital

NET PAYMENTS TO THE PENSION SYSTEM

SEK m 31-12-2015 31-12-2014
Fund capital at 1 Jan 288,332 258,475
Paid-in pension contributions 61,373 58,880
Paid-out pension disbursements -66,141 -63,776
Transfer of pension rights to the EU -3 -2
Settlement of pension rights 2 1
Administration fee to Swedish Pensions Agency -176 -224

Total net payments to the pension system -4,944 -5,120

Net profit for the year 19,643 34,977

Fund capital at 31 Dec 303,031 288,332

  NOTE 17 Pledged assets, contingent liabilities and commitments

PLEDGED ASSETS, CONTINGENT LIABILITIES AND EQUIVALENT COLLATERAL

SEK m 31-12-2015 31-12-2014
Pledged assets for buybacks
   Collateral received 11,378 10,671
   Collateral pledged 1,251 2,768
Pledged assets for derivatives trading
   Cash collateral received 1,111 0
   Cash collateral pledged 92 817
Loaned securities for which cash collateral received
   Loaned securities 27,447 39,876
   Cash collateral received 27,441 39,879
Securities loaned against collateral in securities
   Loaned securities 20,320 15,396
   Collateral received in securities 22,071 17,177

OUTSTANDING COMMITMENTS

SEK m 31-12-2015 31-12-2014
Unlisted equities 5,299 4,318
Real estate and timberland funds 923 1,386
Subscription commitments 8,500 8,500

A correction was made to the 2014 accounts in respect of outstanding subscription 
commitments. The collateral shown above is presented in Notes 10, 12 and 14.

  NOTE 12 Other assets

SEK m 31-12-2015 31-12-2014
Trade payables 188 247
Buybacks 1,388 605
Reinvested cash collateral 9,990 10,059
Other assets - -
Other current receivables 2 0
Total other assets 11,569 10,911

  NOTE 13 Prepaid expenses and accrued income

SEK m 31-12-2015 31-12-2014
Accrued interest income 861 1,155
Accrued dividends 99 84
Tax reclaimables 76 82
Prepaid expenses 35 41
Accrued premiums on equity loans 12 13
Total prepaid expenses and  
accrued income

1,083 1,375
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  NOTE 18 Currency exposure

ASSETS SUBJECT TO CURRENCY EXPOSURE AT 31 DEC 2015 
SEK m EUR GBP JPY USD

Other 
information Total

Shares and investments 19,008 13,008 8,469 52,600 24,028 117,113
Exposure to SEK-listed companies with foreign domicile1 509 706 982 2,196
Bonds and other fixed income securities 3,470 7,453 59,882 2,876 73,681
Derivatives -2,609 -528 8 -795 -286 -4,211

Other investment assets 2,647 320 88 6,457 1,255 10,768

Foreign currency exposure, gross 23,024 20,960 8,565 118,144 28,854 199,547

Currency hedges -27,487 -15,817 -500 -75,364 -9,169 -128,338

Total currency exposure -4,463 5,142 8,065 42,780 19,685 71,210

  NOTE 19 Financial instruments, price and valuation hierarchy

INVESTMENT ASSETS PER VALUATION CATEGORY AT 31 DEC 2015

SEK m
Observable prices  

in an active market
Valuation model with 
observable input data

Valuation model with 
non-observable input data Total 

Listed shares and investments 143,642 143,642
Unlisted shares and investments 39,196 39,196
Bonds and other fixed income assets 122,024 10,349 132,373
Derivatives, positive market value 567 4,893 5,460
Total investment assets 266,233 4,893 49,545 320,670
Derivatives, negative market value -413 -2,657 -3,071
Total 265,819 2,235 49,545 317,599

INVESTMENT ASSETS PER VALUATION CATEGORY AT 31 DEC 2014

SEK m
Observable prices  

in an active market
Valuation model with 
observable input data

Valuation model with 
non-observable input data Total 

Listed shares and investments 137,927 137,927
Unlisted shares and investments 32,017 32,017
Bonds and other fixed income assets 145,357 395 8,610 154,362
Derivatives, positive market value 645 3,217 3,862
Total investment assets 283,928 3,612 40,628 328,168
Derivatives, negative market value -554 -9,845 -10,398
Total 283,374 -6,233 40,628 317,769

ASSETS SUBJECT TO CURRENCY EXPOSURE AT 31 DEC 2014 
SEK m EUR GBP JPY USD

Other 
information Total

Shares and investments 17,773 14,109 6,342 55,892 24,916 119,032
Exposure to SEK-listed companies with foreign domicile1 392 678 1,055 2,125
Bonds and other fixed income securities 3,958 10,288 49,513 2,865 66,624
Derivatives -3,208 -563 1 -4,851 -277 -8,898
Other investment assets 3,221 -1,723 92 6,860 1,333 9,782

Foreign currency exposure, gross 22,136 22,789 6,435 107,413 29,892 188,666

Currency hedges -22,350 -16,157 -6,058 -61,812 -9,777 -116,154

Total currency exposure -214 6,632 377 45,601 20,115 72,511

1) This holdings is classified as a currency exposure due to legal requirements.
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CHANGE IN ASSETS UNDER VALUATION MODEL WITH NON-OBSERVABLE INPUT DATA 2014 – 2015

SEK m
Listed equities 

and investments
Unlisted equities 
and investments

Bonds and other 
fixed income assets Derivatives Total

Carrying amount at 1 Jan - 32,017 8,610 - 40,627
Invested - 6,846 6,476 - 13,322
Sold/repaid during year - -2,776 -4,831 - -7,607
Realised change in value - 232 -48 - 183
Unrealised change in value - 2,807 143 - 3,019
Transfer from level 1 or 2 - - - - -
Transfer to level 1 or 2 - - - - -
Carrying amount at 31 Dec - 39,126 10,349 - 49,545

AP3 measures all holdings at fair value using a hierarchy of price sources and  
measurement methods. Fair value is defined as the amount for which an asset 
could be sold or a liability settled in a normal transaction between market players 
on the valuation date. 

Holdings shown in the benchmark indices that AP3 uses for liquid investments 
in equities and fixed income securities are measured initially at the prices stated by 
index vendors. Where such holdings are not included in an index or the index ven-
dor’s price is not deemed to be reliable, measurement is at list prices observable in 
an active market. An active market relates to a market where prices are set more 
often than once a week. Observable prices are always the preferred measurement 
option and apply to the majority of AP3’s assets. However, when such prices are 
not available, the next step in the valuation hierarchy is used for measurement.

Reliable listed prices are unavailable for some holdings, notably some fixed 
income securities and most derivatives not traded over an exchange or handled by 
a clearing house. Measurements are based on generally acceptable models that 
use observable market data to establish fair value. Valuation risk for this group 
is regarded as limited. This group also includes certain types of transaction in 
which AP3 relies on price information from one or more external counterparties 
to identify fair value. In the case of assets whose price is deemed unreliable, for 
instance due to low market activity, AP3 obtains a third-party valuation to test the 
reasonableness of its own valuation.

Some holdings must be valued using models based on non-observable market 
data. These are subject to a higher degree of subjective assessment and hence 
higher uncertainty. In AP3’s case, they relate mostly to holdings in private equity 
funds and of unlisted shares in real estate companies.

CHANGE IN ASSETS UNDER VALUATION MODEL WITH NON-OBSERVABLE INPUT DATA 2013-2014

SEK m
Listed equities 

and investments
Unlisted equities 
and investments

Bonds and other 
fixed income assets Derivatives Total

Carrying amount at 1 Jan - 28,863 7,788 - 36,651
Invested - 2,846 5,996 - 8,842
Sold/repaid during year - -2,786 -5,167 - -7,953
Realised change in value - 254 - - 254
Unrealised change in value - 2,840 -6 - 2,833
Transfer from level 1 or 2 - - - - -
Transfer to level 1 or 2 - - - 0 0
Carrying amount at 31 Dec - 32,017 8,610 0 40,627

AP3 measures private equity fund holdings using valuations received from 
external managers. AP3 requires that fund managers comply with IPEV valuation 
principles and that their funds are reviewed by an established audit firm. Valua-
tions from fund managers are usually received within 90 days after the end of the 
quarter, which means that the declared values of AP3’s holdings as of 31 December 
are based on fund managers’ reports dated 30 September adjusted for cash 
flow during the fourth quarter. AP3 assesses the reliability of these valuations to 
determine whether any adjustments are necessary to achieve a more accurate fair 
value. No adjustments were deemed necessary as of 31 December 2015. Valua-
tions primarily reflect the underlying profitability of the investee but also how the 
equity market values comparable enterprises. Projected discounted future cash 
flow is of less importance from a valuation perspective because the AP3 private 
equity portfolio largely consists of buyouts. 

The table provides a schedule of all AP3’s investment assets by valuation cate-
gory. Some 84% (89) of these assets can be valued at observable prices in an active 
market. A 10% write-down of the hardest-to-value assets – those with a valuation 
model based on non-observable input data – would reduce AP3’s fund capital by 
1.7% (1.4). AP3 has limited valuation risk.

   NOTE 19 cont.
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  NOTE 20 Financial risk

RISK MEASURED AS VALUE AT RISK FOR THE AP3 PORTFOLIO

SEK m Min. level Max. level Average 31 Dec 31 Dec1

2015 1,406 4,450 2,341 2,232 2,615
2014 876 2,374 1,415 1,946 1,367

1 Column shows VaR for equally weighted historic data.

DAILY VALUE AT RISK (VAR) FOR THE AP3 PORTFOLIO 2015

SEK m

Simple sensitivity analysis can be used to increase our understanding of how chang-
es in asset prices would impact on profit based on outstanding positions in different 
assets. A 5% change in all equity prices would change the value of the AP3 equity 
portfolio by SEK 9,800 million (9,286). A change of 1 percentage point in all fixed 
income securities – known as a parallel shift of the yield curve – would result in a 
change in value of SEK 3,763 million (4,161). Likewise, a 5% change in all exchange 
rates versus the krona would result in a change in value of SEK 3,332 million (3,502). 
A sensitivity analysis does not consider the probability of any event occurring and 
takes no account of any correlation between different assets.

AP3’s holdings are exposed to market and credit risks that can result in changes in 
value when equity prices, fixed income yields, credit spreads and currency rates 
change. AP3 uses value at risk (VaR) to aggregate risk across all risk categories. At 
year-end, risk measured as VaR totalled SEK 2,232 million (1,946) for the total 
portfolio. 

 AP3 measures VaR with a 95% level of confidence and a horizon of one day, mean-
ing that negative changes in value should not exceed VaR on 19 days out of 20, 
assuming that market conditions follow historical patterns. AP3 bases VaR estimates 
on historic market data dating back 360 days. Historic data are weighted exponential-
ly, meaning that market events in the preceding 80 days have overriding influence. 
The measurement method used is known as Monte Carlo simulation and is a random 
simulation of changes in value based on historic data. The table shows VaR at 31 
December. Historic data are equally weighted, meaning that every day has equal 
significance.

AP3’s risk measured as VaR varied from SEK 1,406 million (876) to SEK 4,450 
million (2,374) during the year. Changes in the level of risk were due primarily to 
changes in market volatility, and to a lesser extent to changes in portfolio structure. 

The table above shows maximum and minimum VaR and both average risk and 
year-end risk for the AP3 portfolio. Risk exposure by risk category is shown on page 38.

SIMPLE SENSITIVITY ANALYSIS FOR THE AP3 PORTFOLIO AT 31 DEC 2015

SEK m
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Credit risk in the AP3 portfolio for fixed income receivables and derivatives can be 
described by examining how exposure is allocated across different rating categories. 
The table below shows that 76% (72) of AP3’s credit risk exposure is to counterpar-
ties assigned ratings of between AAA and AA by Standard & Poor’s. AP3 reduces 
credit risk exposures in respect of buybacks and derivatives by insisting on collateral 
covering all or part of the counterparty’s liability.

CREDIT RISK EXPOSURE AT 31 DEC 20151

                                                                                                                CREDIT RATING

SEK m AAA AA A BBB ‹BBB-2 
Government bonds 33,451 53,329 535 420
Mortgage bonds 26 893 260
Corporate bonds 149 7,033 7,827 5,060 3,199
Deposits and buybacks 3,256 12,486
Derivatives, net 748 1,725 35
Gross exposure 33,625 65,258 22,574 5,516 3,458
Collateral received 212 903
Net exposure 33,625 65,046 21,671 5,516 3,458

CREDIT RISK EXPOSURE AT 31 DEC 20141

                                                                                                                CREDIT RATING
SEK m AAA AA A BBB ‹BBB-2 
Government bonds 41,479 47,858 367
Mortgage bonds 7,188 128 50
Corporate bonds 1 5,386 9,810 1,807 4,397
Deposits and buybacks 6,537 24,894
Derivatives, net 3 75
Gross exposure 48,668 59,911 35,196 1,807 4,397
Collateral received 4
Net exposure 48,668 59,911 35,192 1,807 4,397

1)  Includes investments in listed fixed income securities; deposits and buybacks; non-cleared 
derivatives where AP3 has a claim on the counterparty; and repayments of collateral for 
securities lending. The table only shows exposure versus credit risk and cannot be read against 
the balance sheet.

2) Also includes unrated securities.

AP3’s liquidity risk is limited by the National Pension Insurance Funds Act, which 
requires the AP funds to hold at least 30% of their fund capital in fixed income 
securities with low credit and liquidity risk. AP3’s holdings in this category averaged 
32.7% (34.9) of fund capital in 2015.
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  NOTE 21 Financial assets and liabilities offset in the balance sheet or subject to netting agreements

31-12-2015

Assets, SEK m
Gross  

amount
Amount offset 

 in balance sheet
Net balance in 
balance sheet

Offsetting of 
financial 

instruments per 
agreement

Collateral 
received

Net amount  
after offsetting Other1

Total in  
balance sheet

Derivatives 4,893 4,893 2,483 1,111 1,299 567 5,460

Asset repurchases 1,388 1,388 1,251 137 9,990 11,378

Non-settled transactions 188 188

Total 6,281 0 6,281 3,734 1,111 1,436 10,745 17,026

Liabilities, SEK m
Gross  

amount
Amount offset 

 in balance sheet
Net balance in 
balance sheet

Offsetting of 
financial 

instruments per 
agreement

Collateral 
pledged

Net amount  
after offsetting Other1

Total in  
balance sheet

Derivatives 2,657 2,657 2,483 92 83 413 3,071

Debt repurchases 1,251 1,251 1,251 5 0 1,251

Non-settled transactions 203 203

Total 3,909 0 3,909 3,734 96 83 616 4,524

1) Other instruments in the balance sheet not classed as subject to agreements that allow netting.

31-12-2014

Assets, SEK m
Gross  

amount
Amount offset 

 in balance sheet
Net balance in 
balance sheet

Offsetting of 
financial 

instruments per 
agreement

Collateral 
received

Net amount  
after offsetting Other1

Total in  
balance sheet

Derivatives 3,217 3,217 3,171 46 645 3,862

Asset repurchases 612 612 612 4 0 10,052 10,664

Non-settled transactions 247 247

Total 3,829 0 3,829 3,783 4 46 10,943 14,773

Liabilities, SEK m
Gross  

amount
Amount offset 

 in balance sheet
Net balance in 
balance sheet

Offsetting of 
financial 

instruments per 
agreement

Collateral 
pledged

Net amount  
after offsetting Other1

Total in  
balance sheet

Derivatives 9,845 9,845 3,171 817 5,858 554 10,398

Debt repurchases 2,768 2,768 612 2,155 2,768

Non-settled transactions 674 674

Total 12,612 0 12,612 3,783 817 8,013 1,228 13,840

1) Other instruments in the balance sheet not classed as subject to agreements that allow netting.

  NOTE 22 Related party transactions   NOTE 22 cont.

Parties related to AP3 are companies in which AP3 has a shareholding that gives it 
significant or decisive influence or in which AP3 employees hold leading positions. 
The following AP3 employees served as directors of related parties in 2015: Kerstin 
Hessius at Vasakronan and Hemsö; Bengt Hellström at Hemsö, Trophi and Ellevio; 
Mårten Lindeborg at Regio; and Klas Åkerbäck at Regio, Trophi and Ellevio. All these 
directorships were unpaid. The AP3 Chairman of the Board, Pär Nuder, also served 
as a director of Hemsö and for this was paid a fee of SEK 400 thousand in 2015. AP3 
rents its office space from Vasakronan at market rates.

Related party, SEK m 2015 2014
Vasakronan Holding AB
Interest income 215 231
Rental cost of premises -9 -9
Shareholder loans 3,000 3,000
Commitment to purchase, at the issuer’s request, 
commercial paper issued by Vasakronan for an amount  
not exceeding: 4,500 4,500

Related party, SEK m 2015 2014
Hemsö Fastighets AB
Interest income 53 210
Shareholder loans - 3,000
Commitment to purchase, at the issuer’s request, 
commercial paper issued by Hemsö Fastighets AB for  
an amount not exceeding: 4,000 4,000

Hemsö Intressenter AB
Interest income 72 25
Shareholder loans 1,470 570

Trophi Fastighets AB
Interest income 100 60
Shareholder loans 2,057 1,697
Capital increases during the year 348 788

Ellevio AB
Interest income 172 -
Shareholder loans 3,423 -
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Stockholm, 16 February 2016

Pär Nuder, Chairman              Björn Börjesson, Deputy Chairman

Sonat Burman-Olsson              Inga-Lill Carlberg              Peter Englund

Gunvor Engström              Lars Ernsäter              Peter Hellberg

Elisabeth Unell              Kerstin Hessius, CEO

Our auditors’ report was submitted on 16 February 2016.

 Peter Nilsson
Authorised public accountant
Appointed by the government 

Sussanne Sundvall
Authorised public accountant
Appointed by the government 

Signatures of board of directors and CEO
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Auditors’ report
for the Third Swedish National Pension Fund, corporate identity number 802014-4120

We have audited the annual accounts of the Third  Swedish 
National Pension Fund for the year 2015. The annual 
accounts of the Fund are included in the printed version of 
this document on pages 33 –57.

Responsibilities of the Board of Directors and the Managing 
Director for the annual accounts
The Board of Directors and the Managing Director are 
responsible for the preparation and fair presentation of 
these annual accounts in accordance with the Swedish 
National Pension Insurance Funds Act, and for such internal 
control as the Board of Directors and the Managing Director 
determine is necessary to enable the preparation of annual 
accounts that are free from material misstatement, whether 
due to fraud or error.  

Auditors’ responsibility
Our responsibility is to express our opinion on the annual 
accounts based on our audit. We conducted our audit in 
accordance with International Standards on Auditing and 
generally accepted auditing standards in Sweden. Those 
standards require that we comply with ethical requirements 
and plan and perform the audit to obtain reasonable assur-
ance about whether the annual accounts are free from mate-
rial misstatement.

An audit involves performing procedures to obtain audit 
evidence about the amounts and disclosures in the annual 
accounts. The procedures selected depend on the auditor’s 
judgement, including the assessment of the risks of material 
misstatement of the annual accounts, whether due to fraud or 
error. In making those risk assessments, the auditor considers 
internal control relevant to the Fund’s preparation and fair 
presentation of the annual accounts in order to design audit 
procedures that are appropriate in the circumstances, but not 
for the purpose of expressing an opinion on the effectiveness 
of the Fund’s internal control. An audit also includes evaluat-
ing the appropriateness of accounting policies used and the 
reasonableness of accounting estimates made by the Board 
of Directors and the Managing Director, as well as evaluating 
the overall presentation of the annual accounts.

We believe that the audit evidence we have obtained is 
sufficient and appropriate to provide a basis for our audit 
opinion. 

Opinions
In our opinion, the annual accounts have been prepared in 
accordance with the Swedish National Pension Insurance 

Funds Act and present fairly, in all material aspects, the finan-
cial position of the Third Swedish National Pension Fund as 
of 31 December 2015 and of its financial results for the year 
then ended, in accordance with the Swedish National Pen-
sion Insurance Funds Act. The administration report is con-
sistent with the other parts of the annual accounts. 

We therefore recommend that the income statement and 
balance sheet be adopted.

Report on other legal and regulatory requirements
In addition to our audit of the annual accounts, we have 
also audited the inventory of the assets managed by the 
Third Swedish National Pension Fund. We have also audited 
if there are any other criticisms against the Board of Direc-
tors’ or Managing Director’s administration of the Third 
Swedish National Pension Fund for the year 2015.

Responsibilities of the of  Board of Directors and the Managing 
Director
The Board of Directors and the Managing Director are 
responsible for the annual accounts and for the administra-
tion of the Fund’s assets according to the Swedish National 
Pension Insurance Funds Act. 

Auditors’ responsibility
Our responsibility is to express an opinion with reasonable 
assurance on the results of our audit and inventory of the 
assets managed by the Fund and on the administration in 
general. We conducted the audit in accordance with gener-
ally accepted auditing standards in Sweden.

As a basis for our opinion on the inventory of the assets, 
we have audited the Fund’s inventory and a selection of 
supporting documents.

As a basis for our opinion concerning the administration 
in general, in addition to our audit of the annual accounts, 
we examined significant decisions, actions taken and 
circum stances of the Fund in order to determine whether 
any member of the Board of Directors or the Managing 
Director has acted in contravention of the Swedish National 
Pension Insurance Funds Act. 

We believe that the audit evidence we have obtained is 
sufficient and appropriate to provide a basis for our opinions.

Opinions
The audit has not given rise to any criticisms regarding the 
inventory of the assets or otherwise regarding the adminis-
tration.

Stockholm, 16 February 2016

Sussanne Sundvall
Authorised public accountant
Appointed by the government   

Peter Nilsson
Authorised public accountant
Appointed by the government 
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AP3 Consumer price index Income index

AP3 since inception in 2001
Since 2001 AP3 has operated under a parliamentary mandate to manage its fund capital in the best interests of the income pension system. 
AP3 aims to achieve its target of an average real return of 4% over time by investing in a diversified global portfolio of listed equities, fixed 
income assets and alternative investments. 

Total return after expenses 2001–2015, %

Two major equity market downturns occurred between 
2001 and 2015. During this period, AP3’s annual nomi-
nal return averaged 5.5%.

Return after expenses 2001–2015, %

Pensions and pension credits are indexed upwards an-
nually in line with the income index. Hence, it is impor-
tant that AP3 grows at least as fast as the index in order 
to make a positive contribution to the pension system. 
Since 2001, the income index has risen at an average 
annual rate of 3.0%, while AP3’s nominal return has 
averaged 5.5% per year. Thus, AP3 has outperformed 
the income index during this period and achieved its 
target of an average annual real return of 4%. 

The increase in fund capital since 2001 consists of SEK 
177,748 million in asset management returns generated 
by AP3 plus SEK 15,630 million in net payments to the 
pension system as well as transfers from special asset 
management and phase-out funds totalling SEK 6,938 
million. AP3 has been a net contributor to the pension 
system since 2009 and has thus far paid out a total of SEK 
29,919 million. 

Between inception in 2001 and the end of 2015, AP3’s 
fund capital rose from SEK 133,975 million to SEK 
303,031 million – an increase of SEK 169,056 million 
since inception.

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015

Growth of SEK 169,056 million in fund capital since 2001

SEK bn

Fund capital since inception in 2001, SEK m

Fund capital at 
inception 2001

Net flows to the 
pension system

2001–2015

Transfers from  
special asset 

management and 
phase-out funds

2001–2008

Total return after 
expenses

2001–2015

Fund capital at 
31 Dec 2015
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AP3  | FIVE-YEAR SUMMARY

Five-year summary

2015 2014 2013 2012 2011

INCOME AND INFLOWS
SEK bn
Profit/loss for the year 19.6 35.0 32.4 22.6 -5.5
Net flows from pension system -4.9 -5.1 -6.9 -3.8 -1.2

Fund capital at 31/121 303.0 288.3 258.5 233.0 214.1

RETURN AND EXPENSES, TOTAL PORTFOLIO
%
Return before expenses 6.9 13.8 14.2 10.7 -2.4
Operating expenses 0.06 0.07 0.07 0.08 0.07
Commission expenses 0.06 0.06 0.06 0.05 0.04
Return after expenses 6.8 13.7 14.1 10.7 -2.5

Inflation 0.1 -0.3 0.1 -0.1 2.0
Real return after expenses 6.7 14.1 14.0 10.7 -4.4
SEK bn
Income (incl. commission expenses) 19.8 35.2 32.6 22.8 -5.3
Operating expenses 0.2 0.2 0.2 0.1 0.2
Profit after expenses 19.6 35.0 32.4 22.6 -5.5

ANNUALISED NOMINAL RETURN AFTER EXPENSES
%
Five years (2011–2015) 8.4 8.8 9.3 1.9
Ten years (2006–2015) 5.7 6.8 6.5 6.7

RISK
Risk (1-yr standard deviation) for total portfolio, %2 7.0 4.7 4.9 5.3 9.2
Risk (1-yr standard deviation) for liquid assets, % 8.0 5.2 5.7 6.3
Sharpe ratio2 1.0 2.8 2.8 1.8 neg
Sharpe ratio liquid assets 0.5 2.3 2.3 1.6
Information ratio, 2 active management 0.9 1.4 1.8 4.4 0.2
Risk (10-yr standard deviation), %2 8.1 7.8 7.9

CURRENCY EXPOSURE
% of total portfolio3 22.8 24.4 20.4 22.0 19.3

EXTERNAL MANAGEMENT
% of total portfolio4 31.0 33.2 35.2 35.7 34.8

ASSET MANAGEMENT EXPENSES
% of assets under management
Operating expenses 0.06 0.07 0.07 0.08 0.07
Operating and commission expenses 0.12 0.12 0.13 0.14 0.11

No. of employees 51 57 53 56 57

1) Fund capital on 1 January 2001 was SEK 134.0 billion.
2) As of 2010, figures relate to the total portfolio. Prior to 2010, risk was shown for the listed portfolio only. Ten-year data based on quarterly observations.
3) Excluding exposure to SEK-listed companies with a foreign domicile.
4) As of 2008, AP3 no longer divides the portfolio between active and passive management because the majority of portfolio assets are now passively managed.

Change in fund capital

SEK m 2015 2014 2013 2012 2011

Fund capital at 1 Jan1 288,332 258,475 232,956 214,106 220,829
Net flows -4,944 -5,120 -6,880 -3,788 -1,240
Income 19,,643 34,977 32,398 22,638 -5,483

Fund capital at 31 Dec 303,031 288,332 258,475 232,956 214,106

1) Fund capital at inception in 2001 was SEK 133,975 million.
2) See Glossary, p. 66.
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Market value per asset category

SEK bn 31-12-2015 31-12-2014 31-12-2013 31-12-2012 31-12-2011

LISTED EQUITIES1 Sweden 34.2 31.7 32.6 26.2 28.7
Europe 29.2 27.6 26.6 25.5 25.6
North America 43.9 50.1 41.8 29.3 27.1
Asia 14.5 12.4 12.4 11.8 10.6
Emerging markets 11.2 10.4 14.6 14.3 13.1

Total listed equities 132.9 132.2 128.0 107.2 105.1

FIXED INCOME1

Nominal Sweden 35.9 37.8 50.7 54.2 41.7
Eurozone 2.0 2.5 2.5 2.5 0.6
UK 8.5 8.5 2.6 2.4 2.3
USA 46.3 43.1 13.1 12.4 11.8
Asia 3.1 3.1 0.0 0.0 0.0

 
Index-linked bonds Sweden 5.8 12.5 14.5 15.3 17.1

Eurozone 0.0 0.0 2.5 2.8 0.6
USA 13.0 2.8 4.6 0.0 3.6

Total fixed income 114.5 110.3 90.6 89.5 77.6

ALTERNATIVE INVESTMENTS1

Real estate and infrastructure assets Shares and promissory notes in Vasakronan 12.2 10.2 10.3 8.4 7.7

Hemsö fastigheter 8.2 6.7 7.0 3.2 2.6
Regio 0.9 - - - -
Sagax 0.8 0.5 0.3 - -
Trophi 3.4 2.7 1.0 - -
Ellevio 4.8 - - - -
Timberland and agricultural land 5.5 4.8 4.3 4.2 4.0
International real estate funds2 6.6 8.5 5.6 3.8 1.4

Total real estate and infrastructure assets 42.6 33.4 28.5 19.6 15.7

Unlisted equities3 10.2 10.6 9.8 11.4 11.5

Other assets5 2.7 1.8 1.6 5.2 4.2

Total alternative investments  55.5 45.8 39.8 36.3 31.4

TOTAL 303.0 288.3 258.5 233.0 214.1

1) Cash used for position-taking in forwards has been divided among the relevant asset categories, which means the figures in the table are not fully comparable with those in the balance sheet.
2) Includes infrastructure funds.     
3) Unlisted equities were included in listed life science holdings prior to 2008. As of 2008, life sciences are part of new strategies.    
4) Other assets include investments in convertible debentures and insurance-related risk.
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Allocation of fund capital between internal and external management mandates at 31 Dec 2015

Mandate Market value, SEK m Share of fund capital, %

EXTERNAL DISCRETIONARY MANDATES
Equity mandates
Passive mandates
Blackrock Investment Management Europe – Small cap 6,666
Blackrock Investment Management Japan 8,518

Blackrock Investment Management Asia-Pacific 4,720
Blackrock Investment Management North America – Mid cap 6,710
Blackrock Investment Management North America – Small cap 4,207
Enhanced mandates
Blackrock Investment Management North America – Large cap 14,278
Intech Investment Management North America – Large and mid cap 4,044

49,144 16%

FUND INVESTMENTS
Listed assets

Equity funds 11,777
Absolute return strategies and hedge funds 13,130
Unlisted assets
Private equity funds 12,280
Real estate funds 2,237
Timberland funds 5,489

44,913 15%

INTERNAL MANAGEMENT MANDATES
Listed shares and investments 71,918
Fixed income and credits 100,003
Insurance-related risk 1,807
Unlisted holdings in real estate companies 29,711

203,438 67%

OTHER ASSETS AND LIABILITIES1 5,536 2%

TOTAL FUND CAPITAL 303,031 100%

1) Consist primarily of cash and currency hedges.

Swedish listed companies

Name
Number  

of shares
Share  

of equity
Share of  

voting rights
Market  

value, SEK m
Hennes & Mauritz AB 10,294,400 0.62% 0.30% 3,110
Nordea Bank AB 27,099,298 0.67% 0.67% 2,528
Atlas Copco AB 10,619,500 0.86% 0.81% 2,162
Telefonaktiebolaget  
LM Ericsson 25,423,206 0.77% 0.45% 2,092

Swedbank AB 10,597,703 0.94% 0.94% 1,983

Foreign listed companies 

Namn
Number  

of shares Market value, SEK m
Roche Holding AG 644,309 1,342
Royal Dutch Shell Plc 6,755,672 1,304
Novartis AG 1,500,971 1,097
Shire Plc 1,827,500 1,067

Apple Inc 1,098,664 975

Ten largest recipients of brokerage fees in 2015

ABG/Sundal Collier Deutshe Bank SEB
Bank of America/Merrill Lynch Evercore ISI UBS
Bernstein JP Morgan
Citi Nordea

Five counterparties that handled the largest volumes  
of AP3’s foreign exchange trading in 2015

BNP Goldman Sachs Nordea
Citi JP Morgan Chase

Five counterparties that handled the largest volumes  
of AP3’s fixed income trading in 2015

Barclays Goldman Sachs Nordea
Danske Bank JP Morgan Chase
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Asset management mandates for alternative investments at 31 Dec 2015, SEK bn 

Outstanding investment 
commitments in SEK m 

at 31 Dec 2015
Market value in SEK m  

at 31 Dec 2015
Unlisted equities 5,299 10,164

– infrastructure assets 0 182

Real estate and  
infrastructure assets

9,423 42,585

– infrastructure assets 0 9,243

– international real estate 905 2,237

– timberland 18 5,547

Details of AP3’s holdings of listed equities, fixed income assets, 
unlisted equities via private equity funds, and timberland and real 
estate investments can be downloaded from www.ap3.se

Outstanding investment commitments in unlisted 
equities at 31 Dec 2015 

AP3 invests in unlisted equities through funds and 
private equity firms. Holdings are diversified across 
regions and investment categories (buyouts or private 
equity).

Total unlisted equity investments at 31 Dec 2015

SEK 24,475 million of AP3’s total investment commit-
ments had been invested as of 31 Dec 2015. Holdings 
including distributions had a total market value of SEK 
34,718 million.

Market value of real estate investments at  
31 Dec 2015

Market value of infrastructure assets at 
31 Dec 2015

The AP3 real estate portfolio consists of holdings in 
Vasakronan, Hemsö Fastigheter, Sagax, Trophi, Regio, 
international real estate funds and of timberland and 
agricultural land and funds. 

AP3’s long-term mandate enables us to invest in relatively illiquid assets. These investments help to diversify portfolio risk and raise potential returns through liquidity premiums 
and other advantages. AP3’s diversification-oriented investments consist of private equity funds, real estate, timberland and other assets of a more opportunistic nature. Alterna-
tive investments rose from SEK 3,752 million in 2001 to SEK 55,486 million in 2015 and at 31 December 2015 accounted for 18.3% of the total portfolio. 

1)  ”Other assets” were redefined in 2011. This resulted in transfers of SEK 2,977 million to listed equities and fixed income receivables.

Diversification through alternative investments 2001–2015  
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Contents as per GRI
AP3 has a longstanding commitment to environmental and ethical responsibility in our investing activities, reflecting 
the fact that responsible investment forms an integral part of our mandate. We do so by incorporating environmental, 
social and corporate governance in our investment analysis, stewardship and engagement in the AP funds’ Ethical 
Council. We report annually on our performance in this area in the AP3 corporate stewardship report and the Ethical 
Council’s annual report. 

For the 2015 financial year, AP3 has decided to disclose its 
economic, environmental and social impacts as part of the 
annual report. We base our sustainability reporting on the 
Global Reporting Initiative’s new G4 guidelines and Financial 
Services Sector Disclosures.

The report covers AP3’s operating activities to the same 
degree as in the financial statements and without any 
 limitations. 

Reporting indicators were selected on the basis of both 
the requirements and expectations of AP3’s stakeholders and 
the Fund’s own priorities, thus establishing a common view 
with regards to materiality. 

Going forward, we intend to develop further our disclo-
sures, data and procedures in relation to sustainability report-
ing. Some of the reported GRI indicators are incomplete. 

This GRI report has not been reviewed by a third party. 

Indicator Name Reference

Strategy and analysis
G4-1 Statement from the most senior 

decision-maker of the organisation
pp 6-7

Organisational profile
G4-3 Name of the organisation p 1

G4-4 Primary brands, products and services AP3 does not sell products or 
services. The Fund manages 
pension capital on behalf of the 
national income pension system. 
See p 4

G4-5 Location of organisation’s headquarters p 68

G4-6 Number of countries where the 
organisation operates

AP3’s sole office is in Stockholm. 
The Fund invests globally (see p 5)

G4-7 Nature of ownership and legal form p 27

G4-8 Markets served p 5

G4-9 Scale of the reporting organisation pp 5, 60

G4-10 Number of employees p 48

G4-11 Employees covered by collective 
bargaining agreements

p 49

G4-12 The organisation’s supply chain p 62

G4-13 Significant changes regarding size, 
structure, ownership or value chain

p 13

G4-14 Management of the precautionary 
principle

p 37

G4-15 External economic, environmental and 
social charters, principles or other 
initiatives to which the organisation 
subscribes or endorses

p 21. Sustainability report, 
stewardship report, Ethical 
Council annual report

G4-16 Membership of trade and other 
associations

p 23. Sustainability report, 
stewardship report, Ethical 
Council annual report

Report materiality and parameters
G4-17 Units included, and not included, in the 

report
pp 46, 64

G4-18 Procedure for defining report content p 26

G4-19 Material aspects identified p 26

Indicator Name Reference

G4-20 Boundary of each aspect within the 
organisation

p 26, 64

G4-21 Boundary of each aspect outside the 
organisation

p 26, 64  

G4-22 Explanation of the effect of any 
re-statements of information provided 
in earlier reports

p 46 relating to economic data. No 
changes have occurred since the 
prior report

G4-23 Significant changes from previous 
reporting periods regarding the scope 
or boundary of the report

p 46 relating to economic data. No 
changes have occurred since the 
prior report

Stakeholder groups engaged by the organisation
G4-24 List of stakeholder groups p 26

G4-25 Basis for identification and selection of 
stakeholder groups

p 26

G4-26 Approaches to stakeholder engagement 
in preparation of the report

p 26

G4-27 Key topics and concerns raised through 
stakeholder engagement and how the 
organisation has responded, including 
through its reporting

p 26

Profile of the report
G4-28 Reporting period 1/1–31/12 2015

G4-29 Date of previous report AP3 published its first 
sustainability report according to 
GRI principles on 20 Feb 2014

G4-30 Reporting cycle The financial year is the same as 
the calendar year

G4-31 Contact p 2 and info@ap3.se 

G4-32 GRI contents and references pp 64–65

G4-33 Policy with regard to seeking external 
assurance for the report

Has not been submitted to third 
party for review

Corporate stewardship
G4-34 Governance structure of the 

organisation, including responsibilities 
for economic, environmental and social 
impacts

Fund governance report pp 27–30

Ethics and integrity
G4-56 Values, principles and codes of conduct p 13 AP3 sustainability report

General standard disclosures
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Specific standard disclosures

Indicator Name Reference
FINANCE
Specific 
DMA

Explain the organisation’s strategy for 
social investments 

AP3’s operating activities relate 
primarily to managing capital 
assets within the national pension 
system, which is an important 
social mandate. See p 4

G4-EC1 Direct economic value generated and 
distributed

p 26

ENVIRONMENT
Energy
G4-DMA Energy p 25
G4-EN3 Energy consumption p 25
Emissions
G4-DMA Emissions p 25
G4-EN15 Direct greenhouse gas emissions p 25
G4-EN16 Indirect emissions of greenhouse gases p 25

Waste
G4-DMA Waste p 25
G4-EN23 Waste p 25

SOCIAL
LABOUR PRACTICES
Employment
Specific 
DMA

Legal deviations regarding labour 
conditions in the value chain 

Not relevant to AP3

G4-LA1 New employees and rate of employee 
turnover

p 13, pp 48–49

G4-LA2 Benefits provided to full-time 
employees

p 48–49

Health and safety of employees
Specific 
DMA

Programmes that support employees 
and their families 

p 12–13

G4-LA6 Rates of injury, lost days and 
work-related fatalities

Lost days p 49. No work-related 
injuries or accidents occurred 
during the year

Training
G4-DMA Training pp 12–13
G4-LA9 Hours of training per employee Not measured, see pp 12–13
G4-LA11 Evaluation and monitoring pp 12–13

Diversity and equality
G4-DMA Diversity and equality pp 12–13
G4-LA12 Composition of the organisation’s 

decision-making bodies
pp 13, 48

HUMAN RIGHTS
Investments
G4-DMA Investments p 63
G4-HR1 Investment decisions that include 

human rights clauses
p 21, AP3 sustainability report

Non-discrimination
G4-DMA Non-discrimination p 65
G4-HR3 Discrimination The Fund has an internal policy. 

Discrimination is prohibited. No 
cases of discrimination were 
reported during the year

Freedom of association and collective bargaining
Specifik 
DMA

Policies p 49

G4-HR4 Freedom of association and collective 
bargaining 

Freedom of association exists at 
AP3 and the Fund has collective 
agreements with trade unions,  
p 49

Child labour
G4-DMA Child labour p 65
G4-HR5 Operations identified as having 

significant risk for incidents of child 
labour

AP3 does not employee people 
under the age of 18

Forced or compulsory labour
G4-DMA Forced or compulsory labour p 65

G4-HR6 Operations identified as having 
significant risk for incidents of forced or 
compulsory labour 

Not relevant to AP3

Indicator Name Reference
SOCIETY
Local society
G4-DMA Local society p 65

FS13 Access points in low-populated or 
economically disadvantaged areas by 
type

Not relevant to asset 
management company

FS14 Initiatives to improve accessibility Not relevant to asset 
management company

Anti-corruption
Specific 
DMA

Procedure for analysing risks related to 
corruption

pp 19–20

G4-SO4 Communications and training p 12–13

G4-SO5 Incidents of corruption  No incidents of corruption 
occurred in 2015

Anti-competitive behaviour
G4-DMA Anti-competitive behaviour p 65

G4-SO7 Legal actions for anti-competitive 
behaviour taken against the 
organisation

Not relevant to AP3. The Fund 
exclusively manages its own 
assets. It is a part of the 
government and manages 
state-owned assets 

PRODUCT RESPONSIBILITY
Labelling of products and services
G4-DMA Labelling of products and services p 65

FS15 Policy for fair design and sale of 
financial services and products

Not relevant to AP3

FS16 Initiatives to improve financial 
disclosures

p 26

IMPACT ON PRODUCTS AND SERVICES
Product portfolio
G4-DMA Product portfolio pp 14–18

FS1 Guidelines for environmental and 
social aspects

pp 21–22

FS2 Procedures to evaluate and analyse 
environmental and social risks 

pp 19–22

FS3 Processes for analysing clients’ 
implementation and compliance 

Not relevant to asset 
management company

FS4 Processes for employees to take 
actions in social and environmental 
responsibility 

pp 12–13, 19–20

FS5 Interactions with investees and 
partners regarding environmental and 
social risks and opportunities

pp 13 and 21, AP3 sustainability 
report

FS6 Product portfolio AP3’s asset management 
portfolio, see pp 14–18 and 
administration report

FS7 Economic value of products and 
services with special social objectives 

Not relevant to asset 
management company

FS8 Economic value of products and 
services with special environmental 
objectives 

Not relevant to asset 
management company

AUDITS
G4-DMA Audits p 27, AP3 sustainability report

FS9 Audits to evaluate environmental and 
social policies

p 27, AP3 sustainability report 
AP3 makes no social audits of its 
suppliers

ACTIVE OWNERSHIP
G4-DMA Active ownership p 23

FS10 Companies with which the organisation 
has engaged on environmental or 
social issues

pp 14-18 and 24. Ethical Council 
annual report,  
www.etikradetapfonderna.se

FS11 Assets that fall within the scope of 
environmental or social selection 
criteria

pp 15-18 and 23. Ethical Council 
annual report,  
www.etikradetapfonderna.se

FS12 Voting policies applied to environmen-
tal or social issues 

p 23 and www.ap3.se
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Absolute return  The actual return, in cash or 
percentage terms, that a portfolio generates 
over a specific period.

Absolute risk Variation in absolute returns. Is 
often known as volatility and is measured as 
standard deviation.

Active management Form of management 
based on taking active positions to achieve 
higher returns than the benchmark index. Active 
positions are taken by being overweight or 
underweight in assets relative to the benchmark 
index or reference portfolio based on the 
projected market outlook.

Alpha Returns that are higher than beta and 
achieved by taking active positions. See Beta.

Automatic balancing Method of restoring the 
financial balance between pension system assets 
and liabilities when the balance figure falls below 
1. Another way of putting it is that a “brake” is 
applied to pensions and pension credits which 
results in them following a balance index rather 
than the income index.

Balance index Key metric used to restore the 
pension system to balance. Results in pensions 
increasing at a lower rate or being reduced.

Balance figure Total pension system assets 
(excluding premium pensions) divided by 
liabilities. If the balance figure drops below 1, 
the automatic balancing mechanism is activated. 
This affects pension indexing. 

Benchmark index Used to evaluate the return 
on a portfolio. Usually takes the form of a 
standardised market index and is also known as 
the reference index. 

Beta Sensitivity of a portfolio or share to equity 
market movements. Beta can also be expressed 
as the return generated by passive exposure to 
risks such as equity risk, credit risk and volatility. 

Buffer fund The name for AP1, AP2, AP3, AP4 
and AP6. The role of the buffer funds is to even 
out temporary variations between pension 
contributions and disbursements and to assist 
in the long-term financing of the pension system.

Buyout  Acquisition by an entity of a controlling 
shareholding in a mature company. 

Credit default swap (CDS) See Credit swap.

Clearing All activities that take place after 
a transaction is completed in a market and 
prior to settlement. Includes reporting, risk 
measurement and netting. 

Clearing house An institution with regulatory 
approval to conduct clearing operations. Most 
countries only have one or very few. In Sweden, 
clearing is via the Stockholm Stock Exchange. 
Stockholmsbörsen, the exchange operator, acts 
as counterparty for all derivatives traded on the 
exchange.

CLS Bank owned by currency market 
counterparties and used in most currency 
transactions for effective settlement.

Code of conduct  Group-wide framework of 
rules and systems to manage environmental and 
social affairs. 

Consultation level A prearranged level for 
earned income in a specific period that triggers 
a review of the agreed strategy in consultation 
with a superior. Where the consultation level 
is reached, the risk mandate is automatically 
confined to fixed limits to offset the risk of losses. 

Credit bond Fixed income security that carries 
a higher level of risk than a government bond. 
Often issued by corporations and mortgage 
lending institutions.

Credit swap Derivative contract between 
two parties, A and B, in which A pays B an 
interest premium for a specific period of time. 
B only pays a premium to A in the event that 
a predefined asset-related event occurs. The 
size of this premium is the difference between 
the nominal underlying value of the derivative 
contract and the market value of the asset in 
question (credit default swap).

CSA agreement Annex to an ISDA agreement 
that regulates how an entity with an outstanding 
debt (unrealised loss) must provide collateral in 
the form of cash or securities.

Currency hedge  Neutralisation of currency risk, 
i.e. the risk attached to making investments in 
currencies other than SEK.

Derivative Financial instrument whose price 
is determined by underlying value. Options, 
forwards and swaps are generally classed as 
derivatives. The value of a derivative depends 
on changes in the underlying value of the 
instrument.

Distribution Repayment of an invested sum plus 
capital gains.

Duration Used as a measure of interest rate risk 
and is expressed as the average fixed interest 
period. It can be used to estimate changes in 
value based on assumed changes in interest 
rates.

Forward A contract in which counterparties 
undertake to buy or sell an underlying asset at 
a predetermined price and at a prearranged 
moment in time. Examples include currency 
forwards, interest rate forwards, forward rate 
agreements (FRAs) and equity index forwards. 
The contracts are often known as forwards or 
futures.

Fund strength Measurement of for how many 
years the buffer funds can meet Sweden’s 
pension needs in the absence of any inflow of 
pension contributions.

Guarantee pension State pension paid to those 
with no income pension and/or supplementary 
pension. Guarantee pensions are not part of 
the pension system and are financed from the 
central government budget.

High yield Bonds with a higher credit risk than 
government bonds and that therefore offer 
higher returns.  They generally have a lower 
credit rating than investment grade bonds.

Index management See Passive management. 

Information radio Efficiency measurement for 
active management. Indicates how much AP3 
earns from active risk-taking and from deviating 
from the strategic portfolio or index. Is measured 
as active return divided by active risk (tracking 
error).  

Income index Key metric that measures average 
annual income growth in Sweden. Is used to 
track pension growth provided that automatic 
balancing has not been activated. 

Insurance-related bond Bond whose return is 
connected to exposure against disaster-related 
risks such as hurricanes and earthquakes.

Investment grade Bonds which have a credit 
rating of BBB or higher. They are generally 
associated with low credit risk. 

IPEV The International Private Equity and 
Venture Capital Valuation Board is an 
international organisation for private equity 
and venture capital firms. It issues valuation 
guidelines based on IFRS and US GAAP, which are 
seen as industry standards.

ISDA agreement Bilateral agreement between 
two OTC counterparties that regulates the 
events that could generally be expected to occur 
between them.

National Pension Insurance Funds Act  
Government act (2000:192) establishing the AP 
funds and the income pension system.

Option Entitles the holder to buy or sell 
an underlying asset at a predefined price 
and moment in time. The option issuer has 
equivalent obligations. Options may include 
currency options, interest rate options and share 
options.

OTC Short for over-the-counter. Refers to 
contracts agreed and settled between two 
counterparties without the involvement of a 
clearing house.

Overlay mandate A mandate that ties up little or 
no capital and is outside the reference portfolio.

Passive management Asset management 
that aims to achieve an identical return to the 
benchmark index rather than to outperform the 
index. This is done by making investments that 
mirror a reference portfolio or index and is also 
known as index management.
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Pensions Group Parliamentary group tasked 
with overseeing the cross-party pension 
agreement and defending the pension reform 
and its core principles.

Private equity Collective term for equities that 
are not listed on an official or public market. 

Rating A measure of credit worthiness that 
denotes the probability that a counterparty can 
fulfil its commitments. The rating may relate to 
the counterparty itself or a series of securities 
issued by the counterparty.

Real return Nominal return adjusted for 
inflation.

Realised volatility See Volatility.

Reference index See Benchmark index. A 
portfolio of different assets whose composition 
serves as the basis for comparison. 

Risk budgeting  Adjustment of risk levels across 
management mandates based on their expected 
return and correlation to optimise the total risk-
adjusted return.   

Risk-adjusted return A means of evaluating 
asset management performance in which active 
return is considered in relation to the level of 
risk in the portfolio. The Sharpe and information 
ratios are two examples.

Risk capital Generally refers to investments 
in a company’s equity. Relates in practice to 
investments in entities that are not listed on a 
market, i.e. private equity.

Semi-passive index management A 
management style that often has a quantitative 
orientation and that attempts to outperform the 
index with only a small level of deviation from 
the index (or active risk). Also called enhanced 
index management.

Sharpe ratio Measurement of a portfolio’s 
risk-adjusted return, i.e. the efficiency of the 
portfolio. It equates to portfolio return minus 
risk-free interest divided by the standard 
deviation of portfolio return.

Stop loss A predetermined level of cumulative 
losses over a specific period of time resulting in 
the immediate closure of all positions.

Swap A contract in which counterparties agree 
to exchange flows based on an underlying asset 
and under prearranged terms and conditions. 
Often runs for periods of more than 12 months. 
Examples include interest rate swaps, currency 
swaps and total return swaps.

Total return swap See Swap.

Tracking error  Measures the variation in active 
return and is measured as the standard deviation 
of active return. Historic (ex post) tracking error 
describes the variation in realised active return 
and thus measures risk levels retroactively. 
Expected (ex ante) tracking error is a forecast. 

Value at risk (VaR) A common measure of 
the maximum loss that a portfolio can sustain 
for a given period and with a certain level of 
confidence. VaR is calculated daily for a period 
of one day and with a confidence level of 95%. 
Portfolio management often requires changes to 
the portfolio structure to keep this risk of loss at 
an acceptable level. 

Venture capital Investments made at an early 
stage in a company’s development. Capital 
invested is often used for product or market 
development.

Volatility A measure of the variation in return. 
Measured as the standard deviation of return. 
Realised volatility is measured as historical 
return.

Volatility strategy A strategy in which projected 
volatility for different equity indices is set against 
realised volatility. 

Measures of return and risk

Absolute return (rp)  
Portfolio return

Absolute risk or volatility ( p)   
Standard deviation of portfolio returns

Information ratio (risk-adjusted active return)
Active return divided by active risk = 

Sharpe ratio (risk-adjusted absolute return)
Portfolio return minus risk-free return divided by 
absolute risk =  
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