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HOLISTIC SUSTAINABILITY APPROACH
AP3’s first six months of 2015 – in brief
	
AP3 generated a return of 6.4%, corresponding to a profit of SEK
18,483 million, for the first six months. Fund capital reached SEK
304,398 million, an increase of 16.1 billion during the period.
AP3’s expenses on an annual basis amounted to 0.12 percent. An
international study has shown AP3’s costs to be 42% lower than 		
those of a peer group of international pension funds.
 P3’s return for the period outperformed an index portfolio by 2.6
A
percentage points, corresponding to an added value of 7.4 billion to
the Swedish pension system.
 verage annual real return was 5.4% over 10 years. Hence, AP3 has
A
outperformed its long-term goal of 4.0%.
 P3 has generated an average annual return of 9.3% over the last
A
five years. The corresponding figure for the Swedish Income Index
was 2.4%. The Fund has thus made a substantial contribution to the
pension system.
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AP3’s return well above the index portfolio
Breakdown of AP3’s asset management compared to index management
For comparison –
Index portfolio

AP3’s chosen investment strategy
Strategic
allocation

Tactical
allocation

Long-term static portfolio (LSP)
(cheapest management option)

Long/medium

Medium/short

Long

Decision-makers

Board of directors,
CEO and CIO, dynamic

Portfolio managers

One-off decision by board
mechanical rebalancing

Holdings

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

Liquid assets

Liquid assets

Absolute return
strategies

Index

Investment horizon

Performance
AP3

Total
AP3’s
strategy

Performance
index portfolio

AP3 generated
excess return using
chosen
management strategy

Return Jan – Jun 2015

6.3%

0.2%

6.5%

3.9%

2.6 percentage points

Profit Jan – Jun 2015

SEK 18.1 bn

SEK 0.5 bn

SEK 18.6 bn

SEK 11.2 bn

SEK 7.4 bn

Return since 1 Jan 2012

50.3%

3.0

53.3%

41.9%

11.4 percentage points

Profit since 1 Jan 2012

SEK 103.8 bn

SEK 5.6 bn

SEK 109.4 bn

SEK 90.9 bn

SEK 18.5 bn

AP3’s mission is to create long-term value for current and future pensions through effective management of the
national income pension system’s buffer capital. The Fund pursues an asset management strategy built on diversifying risk across multiple risk categories. During the first six months of 2015 AP3 generated a return that supassed
an index portfolio by 2.6 percentage points.
In recent years the Fund has accentuated its long-term strategy of investing in alternative investments such as real estate,
infrastructure and absolute return strategies in a response to a
decrease in potential returns on traditional assets. In January
2012 the board of directors introduced a benchmark, longterm static portfolio (LSP), to evaluate the chosen investment
strategy. The LSP is constructed to achieve a real return of 4%
– the Fund’s target – over a very long investment horizon. The
board uses the LSP to measure the value added generated by
the chosen strategy. The table above shows the performance
of AP3’s strategy versus the index portfolio (LSP).
Substantial excess value over short and long term
AP3 achieved a return in the first six months of 2015 of 6.5%
before expenses, which compares to a return of 3.9% in the

portfolio. The excess return was thus 2.6 percentage points,
equivalent to SEK 7.4 billion more earned for the pension
system than would have been the case with the index portfolio. The primary factors behind this outperformance were
allocations to the inflation risk category and improved portfolio construction in equities and currencies.
From 1 January 2012 to 30 June 2015 AP3 generated a
return of 53.3%, compared to 41.9% from the LSP. This represents an excess return of 11.4 percentage points compared to
the index portfolio. Meaning an additional SEK 18.5 billion to
the pension system, that it would not had benefitted from if
the Fund had persued and index portfolio
strategy.
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STATEMENT BY THE CEO:

Diversification and skilled staff favour high returns
Income was very strong
until slowing down from
mid-April, but we are nevertheless very satisfied
with an investment return
of 6.4% for the first six
months of the year.
Our efforts to diversify the
portfolio had a strongly
beneficial impact on
income. Had we invested
solely in listed equities and
fixed income instruments
we would have lost out on 2.6 percentage points in return.
In financial terms, this equates to more than SEK 7 billion
that AP3 contributed to the pension system through its expertise and knowledge in how to diversify a portfolio, how markets move, what risk offers the best return, and what the best
investment opportunities are.
The pension system stands strong
The current income pension system has been in existence
for almost 15 years now. It has taken time to get the structure right, but the system is now starting to work as intended
when first conceived. The Swedish Pensions Agency’s latest
figures show that assets in relation to liabilities have reached
a solid level, with a balance figure of 1.0375 – the highest
level since the system’s inception in 2001. The higher we are
from 1.00, the lower the risk of automatic balancing. The AP
funds’ strong investment returns in recent years have made a
major contribution in this regard.
When the pension system was launched, the AP funds’
combined capital accounted for 10% of the system’s assets.
Today that figure is 14%. This is the advantage of having a pension system that is reliant on economic conditions and yet is
structured so that financial factors also have an impact. Good
performance on the financial markets can thus compensate
to some extent for sluggish economic conditions. We can be
proud of our diversified pension system. By diversifying risk
at a high level, we reap the benefits of a risk-based approach.
This holds true for the pension system as a whole and also for
the management of the AP funds’ combined assets of more
than SEK 1,200 billion that serve as a pension system buffer.
AP funds praised
In the government’s annual performance review of the AP
funds, the Finance Minister, Per Bolund, praised the funds for
their investment returns and commitment to environmental,
social and corporate governance. Many people are therefore
wondering why proposals to substantially amend the current AP fund structure are currently out on consultation by the
Swedish Pensions Working Group reponsible for the proposal.
In an interview in our 2014 annual report, Anna Hedborg,

a former social insurance minister and director-general of the
National Social Insurance Board, said: “I don’t understand
what the Pensions Working Group is trying to achieve by, in
effect, running the AP funds from the Ministry of Finance.
There are no excesses or wrongdoing to point to. On the contrary, the funds have conducted themselves creditably. This is
not a necessary change but something that has simply been
decided, even though it won’t make anything better.”
A compromise neither here nor there
Now that I have seen more detailed proposals I am even
more concerned than Anna Hedborg because I believe the
recommendations will actually destroy value. There is no
interest in how the AP funds are structured today. Instead,
the proposals are based on general perceptions of asset management. There is no discussion about the recommendations
being a compromise or of the risk that they will reduce the
extra income earned from asset diversification under the current system. Nor is there any discussion of the risk that the
proposals will fail to achieve economies of scale. The proposals are not optimised in any one direction and thus serve as
a “neither nor” solution that will result in reduced efficiency
in practice. In this context, I must underline how the current
system is optimised to harness the extra income that AP1,
AP2, AP3 and AP4 generate from diversified asset management. History tells us that this extra income exceeds what a
system based on economies of scale would achieve.
Commitment is important
In addition to proposing an odd organisational structure,
the recommendations include a long section on how the AP
funds should approach environmental, social and corporate
governance. This is, in fact, the only area on which I have
heard a single politician being willing to defend the proposals. We are to all intents and purposes already meeting the
proposals’ requirements in the ESG field but without any formal directives. It is difficult to see how legislation will be beneficial in this area. It will merely limit our flexibility in an
ever-changing world.
AP3 takes a holistic view on ESG and sustainability and
integrates this view across the investment process in all areas
affecting the portfolio. External analysis has that shown our
portfolio holdings to be close to carbon-neutral overall. AP3
has divested its investments in coal companies active in the
coal and consumable fuels sector. The sustainability portfolio
totals SEK 10 billion. It is under these difficult circumstances,
with far-reaching changes on the table, that we are working
to make a positive difference to the pensions of current and
future pensioners.
I would like to thank all AP3 staff and the board of directors for their excellent work in these trying times.
Kerstin Hessius, CEO
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AP3 reports profit of SEK 18.5 billion, real
return of 6.4% and costs of 0.12%
	
AP3’s profit for the first six months of 2015 totalled SEK 18,483 million (16,571), corresponding to a return of 6.4% (6.5) after expenses.
	
Fund capital reached SEK 304,398 million, an increase of 16.1 billion (14.1) during the
period. During the first six months of 2015, SEK 2,417 million (2,468) was paid out from
the Fund to the Swedish Pensions Agency to cover a shortfall between incoming pension
contributions and outgoing pensions.
 P3 has generated an average annual return of 9.3% in the last five years and 6.6%
A
over the last 10 years. This compares to annual increases of 2.4% and 3.0% in the Swedish income index over the respective time frames. As a result, the Fund made a substantial
contribution to the pension system by outperforming the Swedish Income Index, which is
used to keep pensions in line with inflation.
 nnual real return – return adjusted for inflation – was 9.0% in the last five years and
A
5.4% over the last ten years. Average annual real return now stands at 4.4% since inception, meaning that the Fund has surpassed its its real return target of 4% per annum over
time.

RETURN

6.4%
ASSET MANAGEMENT EXPENSES
ON AN ANNUAL BASIS

0.12%

	An international study has shown AP3’s expenses to be 42% lower than those of a group
of international pension fund peers.
 P3 is committed to continue diversification of the portfolio and to make it more
A
robust. This is a gradual process that is being achieved by increased exposure to alternative investments, such as real estate and infrastructure, and higher exposure to absolute
return strategies. AP3 completed additional investments in both these areas during the
first six months of the year.
	
AP3 seeks to drive long-term value creation in a variety of ways through different
activities:
- The Fund has made sustainability an integral part of the asset management and investment processes.
- Additional investments were made during the first six months in green bonds and in
Generation Climate Solutions Fund II. Equity holdings in companies active in the coal
industry were divested.
	
AP3 measures the carbon footprint of all listed equity holdings and real estate and timberland investments. External analysis has shown these holdings to be close to carbon-neutral overall. The Fund’s timberland holdings, which are an effective carbon sink, offset the
equity portfolio’s indirect climate impact arising through its climate footprint. The Fund
intends to analyse a wider range of investments during the second half of the year where
such analysis is possible and relevant.
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All-time-high for fund capital
AP3’s fund capital stood at SEK 304,398 million on 30 June 2015, an increase of SEK 16,066 million (14,104) from
31 December 2014. SEK 2,417 million (2,468) was paid from fund capital to the Swedish Pensions Agency during
the first six months of 2015 to cover a shortfall between incoming pension contributions and outgoing pensions.
Fund capital now exceeds SEK 300 billion and stands at more than twice the
SEK 134 billion with which AP3 started
at inception 2001.
In the first half of 2015 AP3 paid
out SEK 2.4 billion to Swedish pen
sioners. The Fund has generated an
annual average return of 9.3% over
the last five years and 6.6% over the
last decade. This compares to annual
increases of 2.4% and 3.0% in the
income index over these respective
time frames.

Role of the buffer funds
As of 2009, paid-in pension contributions to the state pension system are no
longer sufficient to cover pension outgoings. Money is taken from the buffer
funds to cover this deficit, and helping to meet this shortfall is one of AP3’s
primary tasks. The Fund’s mission also
includes stabilising pension outgoings
by helping to ensure that pension system assets grow at least as fast as the
income index, which is used to keep
pensions in line with inflation.

Change in fund capital (SEK m)

The buffer funds in total 2014
The AP funds reported combined income of SEK 147 billion after expenses
in 2014 and total buffer capital of SEK
1,185 billion. The buffer capital, which
stood at 14% of income pension system
assets at the turn of the year compared
to 10% at inception, has attained greater
importance over time.

Jan – Jun 2015

Jan – Dec 2014

288,332

258,475

Pension contributions

30,542

58,880

Pension disbursements

-32,872

-63,777

-88

-224

18,483

34,977

304,398

288,332

Fund capital at 1 Jan

Administration fee to Swedish Pensions Agency
Income for the period
Total fund capital at end of period
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AP3’s return reaches 6.4%
AP3 reported profit of SEK 18,483 million (16,571) in the first six months, representing a return of 6.5% (6.5) before
expenses and 6.4% (6.5) after expenses. Allowing for deflation of 0.2%, the real return was 6.7% (6.6). In the last
five and 10 years, the Fund has generated real returns of 9.0 and 5.4% respectively, thus surpassing its long-term
target of a 4% annual real return.
AP3 divides portfolio assets into six risk
categories. Allocating the portfolio on
these lines enables us to analyse and
project future returns and risk in the
different asset categories and their contributions to the total portfolio. These
projections, combined with macroeconomic analysis, valuations, and assessments of investors’ risk appetite, form
the basis for asset allocation.
The equities risk category reported a
return of 6.2% (6.5) in the six months
and was the largest contributor to total
portfolio return. Equity market performance was generally very strong in the
first quarter. Some markets continued
to climb in the second quarter, albeit
at a slower pace, while others lost
ground. Concern about developments
in Greece, China and Russia likely had
a negative impact on market sentiment.
European bourses were the strongest
performers, recording a gain of 20.4%
in local currency. They were followed
by the Japanese market, which rose
16%. The Swedish equity market was
up 9.1% for the period. By contrast, the
North American market put in a weak
performance and shares here rose by
only 2% during the six months. The
ratio of unlisted equity stood at 3.7%.

Return per risk category
30 June 2015

The credits risk category primarily comprises mortgage bonds and investment
grade corporate bonds in Sweden and
the US. It reported a negative return
of 0.9% (positive: 2.2). The portfolio’s duration was extended during the
period and at 30 June stood at 4.4 years
(3.2). Rising Swedish bond yields were
the primary factor behind the negative
return on this risk category.
The inflation risk category, which consists of investments in index-linked
bonds, real estate, infrastructure assets,
timberland and agricultural land, generated a return of 8.3% (4.7). This performance was due primarily to strong

Return
in percent

Contribution to total return
in percentage points

Equities

6.2

3.1

Fixed income

0.0

0.1

Credits

-0.9

-0.1

Inflation

8.3

1.4

-

1.8

-

0.2

6.5

6.5

Currencies
Absolute return strategies
AP3 total
1

The fixed income risk category, which
consists primarily of investments in
government bonds, produced a return
of 0.0% (4.7) during the period. The
average duration of the fixed income
portfolio was 6.2 years (6.7). Bond market performance was complex, with
short-term yields in Europe falling and
long-term yields rising. In the US, medium-term yields dropped while other
maturities rose. In terms of return,
these effects were overall neutral for
the AP3 portfolio, which recorded a
return of close to zero for the period.

1

Absolute return strategies consist of risk mandates to which no capital allocations are made and return can therefore not be fairly
measured.
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gains in the Fund’s real estate and
infrastructure investments during the
period.
The currencies risk category groups the
Fund’s currency exposure, which is primarily used as a tool to diversify overall portfolio risk. The weakness of the
Swedish krona on international markets during the period had a significant
and beneficial effect on return from
currency exposure. The primary driver
here was the 6% depreciation of the
krona against the US dollar, although
the krona also fell against various other
large currencies. Currencies contributed 1.8 percentage points (1.0) to total
return.
The absolute return strategies risk category covers mandates with an absolute
return target as well as investments in
insurance-related bonds and risk premium strategies. These latter two asset
classes were included in another risk
category until the end of 2014. The previous year’s figures have been adjusted
to enable like-for-like comparison.
Capital allocations to this risk category
are limited. Rather, the board of directors gives the management risk mandates to operate within. The 30 or so
mandates in this category are managed
both internally and externally. Income
from absolute return strategies totalled
SEK 478 million (811) in the period,
equivalent to a contribution of 0.2 percentage points (0.3) to total return. The
information ratio – the return on active
management in relation to active risk –
remained high at 1.7 (1.6).
Exposure
Exposure is defined as underlying
value that is subject to changes in value
arising due to market movements. AP3
can make its exposure larger or smaller
than underlying fund capital by using
derivatives. Derivatives can be an effective way to manage risk and rapidly
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adjust asset management operations to
new market realities. The Fund’s total
exposure at 30 June was 104.7% (104.0)
of fund capital.
Risk category
30 June 2015
Equities

Exposure, %

144,818

47.6

Fixed income

72,886

23.9

Credits

26,928

8.8

Inflation

49,763

16.3

Currencies1

65,2931

21.4

Absolute return
strategies

24,321

8.0

318,715

104.7

AP3 total
1

Exposure,
SEK m

Currency exposure is shown as the portion of fund capital that
is unhedged and cannot be added to other exposure.

From 1 January to 30 June equity exposure rose from 46.8% to 47.6%, primarily at the expense of the fixed income
risk category, where exposure dropped
from 25.2% to 23.9% due a reduction
in holdings of Swedish government
bonds.
Exposure to the credits risk category rose by 3.6 percentage points after
year-end to 8.8% at 30 June, primarily
due to increased investments in Swedish mortgage bonds.

Value at Risk, per risk category
30 June 2015

Exposure to the inflation risk category also increased, from 14.6%
to 16.3%. This was largely due to
increased investment in Swedish infrastructure assets, notably via AP3’s participation in a consortium that acquired
Fortum Distribution, now Ellevio AB,
which has a large share of the Swedish
electricity supply market. The wholly
owned subsidiary Trophi Fastighets
also made further real estate acquisitions. The company now owns around
250 retail properties in more than 200
locations in Sweden and Finland with a
market value of approximately SEK 6.5
billion at 30 June.
Currency exposure fell from 24.4% to
21.4% during the period.
AP3 was one of the first funds ever
to invest in green bonds in 2008 and
invested further amounts during the
first six months of 2015. The total green
bond portfolio now stands at SEK 4.5
bilion and AP3’s total sustainabiity-related investments at SEK 10 billion.
Risk
Risk in the AP3 portfolio is expressed
using the Value at Risk metric, a common measurement of the maximum
loss that a portfolio can sustain for a

given period and with a certain level of
confidence.
The substantial increase in VaR
from the same period last year reflects
increased market volatility rather than
any substantive changes in the portfolio. Volatility in 2014 was historically
low. The change since year-end, when
VaR was SEK 1,946 million, was less
substantial. 30 June VaR reached 2,201
million (976).
Equities are the largest of AP3’s
risk categories. Currencies and fixed
income have a negative covariance
with equity risk and thus help to
reduce the overall level of risk in the
portfolio. Credits include both credit
risk, which has a positive covariance
with equity risk, and interest rate risk,
which has a negative covariance with
equity risk and often predominates in
this risk category. AP3 deploys a diversification strategy between asset classes
and geographic markets geared to limiting total portfolio risk. The combined
risk per risk category is thus higher
than the risk for the total portfolio, with
the difference between the two arising due to the so-called diversification
effect.

Value at Risk, SEK m

Value at Risk, %

Contribution to total risk
in percentage points

2,119

0.70

92.2

379

0.12

-7.4

Credits

92

0.03

-1.8

Inflation

385

0.13

15.2

Currencies

524

0.17

-9.2

Absolute return strategies

469

0.15

10.9

2,201

0.72

100

Equities
Fixed income

AP3 total

The table shows the contribution of the risk categories to total risk. Due to the correlation between the risk categories, total risk is lower than the total risk for each risk category. This is known as the diversification
effect.
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Low costs: 42% below peer group average
Operating expenses totalled SEK 96 million (90) for the period. This figure does not include SEK 84 million (82) of
commission expenses, which are expensed separately in the income statement and consist of fixed commissions
for external mandates, agreed commissions for unlisted equity, and custody account expenses. Total expenses
(operating expenses plus commission expenses) totalled 0.12% (0.13) of assets under management on an annualised basis. Internal expenses (that is, operating expenses) were 0.06% (0.07) of assets under management.
AP3 achieved strong risk-adjusted
returns with high cost-efficiency. The
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 relation between
expected return, risk and costs.
International cost benchmarking survey
In order to benchmark the Fund’s cost
base and cost-effectiveness against

comparable pension funds, we have
for the last 11 years taken part in an
annual survey conducted by the Canadian company Cost Effectiveness Measurement (CEM). The survey looks at
total asset management costs, the value
of assets under management, portfolio
structure and each fund’s ratio of active
management. The most recent survey, for 2014, showed AP3’s costs to be
42% lower than the average of the peer
group. Some parametres such as asset

Asset management expenses

Jan – Jun 2015

Jan – Jun 2014

Operating expenses, SEK m

96

90

Commission expenses, SEK m

84

82

0.06

0.07

0.12

0.13

Operating cost ratio, %1
Asset management cost ratio
1
2

mix and fund size are out of, or partly
out of, the AP3 management’s control.
After adjustment for these differencies
a peer benchmark value can be calculated. The survey shows that AP3’s
costs are 36% lower than the benchmark. The main reasons for this are that
AP3 pays less for its external management mandates and that it has a higher
ratio of internal management.

2

Annualised operating expenses as a percentage of average fund capital.
Annualised asset management expenses (that is, operating expenses plus commission expenses) as a percentage of average fund capital.
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AP3 has a holistic perspective on sustainability
AP3’s mission is to create long-term value for current and future pensions through effective management of the
national income pension system’s buffer capital. The Fund builds its long-term value creation on an asset management strategy that takes a clear sustainability perspective founded on ethical principles. Our commitment to
environmental, social and corporate governance should be reflected throughout the entire portfolio and among
our staff. It is in this way that AP3 will contribute to the community.
In essence, AP3 earns its return by taking carefully weighted risks. All investments must be analysed based on the
opportunities and risks they represent.
A company’s business concept and
scope for commercialising that business concept is what drives its share
price. Closely connected to the business concept are various risks relating
to business, financial and operational
parameters.
AP3’s view is that ESG has an impact
on both the business concept and the
risks attached. Hence, ESG-related
work – its risks and opportunities – is
an integral part of a company’s operations and closely tied to its long-term
potential. Likewise, a successful ESG
strategy is critical to AP3’s future success.
Broad portfolio requires clear ESG
strategy
AP3 is firmly committed to its chosen
investment strategy, which is based
on a cost-effective, diversified portfolio exposed to a wide of range of risk
premiums (including small business
premium). This strategy sets the framework for our approach to ESG.
The high level of diversification
means the Fund has many investees in
its equity portfolio – more than 3,000.
This qualifies AP3 as a universal
owner and exposes the Fund to most of
the risks, among them ESG, that arise
in a globalised economy. This is a challenge. At the same time, it should be
noted that a broad portfolio diversifies sustainability-related risks just as it
does the other risks to which the Fund
is exposed.

AP3’s activities arise primarily in three
contexts:
• Risk diversification – through
exposure to a range of different risk
premia
• Risk limitation – through proactive
engagement
• Risk elimination – through divestment or exclusion

K
RIS

DI

VE

R

IC
SIF

AT

IO

N

RISK LIMITAION
RISK ELIMINATION

POSSIBILITIES

Integrated approach builds trust
AP3 integrates ESG throughout the
investment process and in all parts of
the portfolio, which provides a clear
overview of the risks and opportunities
involved and inspires trust in the Fund
as an institutional investor and owner.
A holistic and integrated approach in
this area is fundamental. ESG not only
affects our everyday work; we also conduct a twice-yearly ESG overview of
the entire portfolio. These reviews look
at everything from corporate stewardship, individual investments and skills
enhancement to analysis tools and the
Fund’s internal and external communications.
All internal investment mandates are
subject to AP3’s general ESG principles.
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For external mandates, AP3 has clear
reporting requirements for managers
and conducts regular monitoring.
Climate-neutral portfolio
AP3 measures the carbon footprint of
all listed equity holdings and real estate
and timberland investments. External analysis has shown these holdings
to be relatively climate-neutral overall.
The equity portfolio’s indirect climate
impact, arising through its carbon footprint, is offset by the Fund’s timberland
holdings, which are an effective carbon sink. AP3 intend to analyse a wider
range of investments during the second
half of the year where such analysis is
possible and relevant.
ESG news
During the first six months of 2015 the
Fund launched two mandates with the
aim of raising our ambitions in the sustainability sphere. The intention is to
take a systematic approach to review
different strategies geared to capitalising on the opportunities – or limit the
risks – arising from sustainable issues.
The portfolios will take positions that
over time generate higher returns and/
or limit those risks that arise in our oerall portfolio management.
Sustainability related risks are a
serious challenge in many fast-growing emerging economies. During the
first six months AP3 allocated capital
to external managers in order to specifically address these risks in emerging markets. These more concentrated
portfolios offer a greater scope for controlling these risks.
During the period AP3 also elected

AP3 | 2015

to divest all its shares in companies
operating in the coal and consumable fuels sector. This was because we
believe the sector faces major challenges for the foreseeable future and
that other parts of the equity market
offer superior investment potential.
SEK 10 bn in ESG investments
AP3 is always on the lookout for thematic investment opportunities that
expose us to key aspects of the ESG
field. The Fund have completed many
such investments over the years,
including in sustainable timberland,
wind power and sustainable equity and
credit funds. The fixed income portfo-

lio also holds SEK 4.5 billion in green
bonds, while a major part of our real
estate portfolio is invested in eco-certified buildings. These ESG-related
investments total around SEK 10 billion.
Clear stewardship enhances corporate
governance
AP3 believes that well managed companies offer superior returns and lower
risk over the long term. It is important, therefore, to exercise stewardship responsibly and take an integrated
approach to sustainability-related
issues. AP3 aims to report its stewardship engagements as openly as possi-
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ble. During the period the Fund voted
at the annual meetings of around 50
Swedish and 750 foreign companies.
AP fund collaboration
AP1, AP2, AP3 and AP4 work together
on ESG in non-Swedish companies
via a joint Ethical Council. The Ethical Council published its annual report,
which includes information on ongoing
corporate dialogues, in April 2015. The
report can be downloaded from
www.ethicalcouncil.se.
In 2015 AP3 published its first separate sustainability report. It is available
on the AP3 website.
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Employees
The employee headcount was 56 (56) at 30 June.

Board of directors
There were no changes in board membership during the period.

Government review of the AP funds
The government’s annual performance review of the
AP funds’ operations in 2014 reported combined profit
of SEK 147 billion after expenses and total buffer capital of SEK 1,185 billion. The buffer capital has grown in
importance and now makes up 14% of income pension
system assets, compared with 10% when the system
launched.

integrating environmental, social and corporate governance
to achieve long-term high returns and effective risk management. ESG is also important for preserving public confidence
in the AP funds and the pension system as a whole. The
review noted that the AP funds had chosen different methods for integrating ESG in asset management operations and
stressed the importance of the funds remaining transparent in
terms of the climate impact of their investments and when it
comes to ensuring the comparability of these disclosures.

Management costs 0.15%
Asset management costs totalled 0.15% of buffer capital.
The AP funds’ average annual return since inception in 2001
stands at 5.3%, which is much higher than the 3.1% increase
in the income index during the period. The income index is
used to uprate pension system liabilities. The buffer funds
have thus made a positive contribution to the state pension
system in spite of a testing time on the financial markets in
the 2000s.

High returns on investees with good governance
The four AP funds are overweight in Swedish equities due
to the fact that Swedish corporations are generally well run.
According to the report, effective governance is likely the reason for the historically high returns that investments in these
companies have generated. Swedish companies also take a
lot of responsibility in the ESG field, which is something that
may become more significant for investment decisions in the
future as investors look more closely at ESG-related performance. The government expressed support for the funds continuing to explain their reasoning for remaining overweight
in Swedish equities and encouraged them to continue to disclose their thought processes in this area with equal clarity.

Risk diversification was credited with helping to achieve these
particularly high returns
The government noted that the four AP funds continued
to focus on long-term strategic decisions and on developing their individual asset management models, which was
positive because it leads to diversification of the management approach and hence enhanced risk diversification of
the buffer capital. The funds’ risk diversification policies have
also helped to dampen fluctuations in fund capital. The government credited the strategic allocations made by the funds
in the last three years with contributing to particularly high
returns in this period.
The review endorsed sustainability as an important facet
of each fund’s operations and highlighted the importance of

Targets reached
The government also noted that the AP funds had achieved
their respective internal targets over virtually all time frames
and suggested they were well placed to generate robust
returns over time on account of their diversified management
models and investment strategies. Also, the government took
a positive view of the funds’ continued efforts to develop
joint key performance indicators as a means to facilitating
inter-fund comparability on return and risk.
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Further information
A list of assets and other data as at 30 June 2015 is available on the AP3 website at www.ap3.se under “Asset Management”.

Next reporting date
The full-year financial statements and annual report for 2015 will be published in February 2016.

Accounting policies
This interim report was prepared in compliance with the accounting and valuation principles jointly developed and approved
by the AP funds. These are presented in the 2014 annual report on page 46 under Note 1.
The annual report is available on the AP3 website at www.ap3.se.

This interim report has not been reviewed by AP3’s auditors.

Stockholm, 28 August 2015

Kerstin Hessius, CEO AP3
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Income statement
INCOME
Jan – Jun 2015

Jan – Jun 2014

Jan – Dec 2014

725

1,409

2,764

Dividends received

3,569

2,920

3,757

Net income from listed shares and investments

8,132

5,376

10,948

Net income from unlisted shares and investments

3,143

1,451

1,888

158

3,094

6,304

Net income from derivatives

-649

753

1,330

Net income from currencies

3,585

1,740

8,327

-84

-82

-162

18,579

16,661

35,155

Staff costs

-62

-60

-120

Other administrative expenses

-34

-30

-58

Total operating expenses

-96

-90

-178

18,483

16,571

34,977

30-06-2015

30-06-2014

31-12-2014

144,378

127,081

137,927

SEK m
Net interest income

Net income from fixed income assets

Net commission expenses
Total income
OPERATING EXPENSES

Profit for the period

Balance sheet
ASSETS
SEK m
Shares and investments
Listed
Unlisted

41,805

31,721

32,017

139,492

129,451

154,362

Derivatives

5,455

1,195

3,862

Cash and cash equivalents

1,386

897

1,664

21,181

23,947

10,911

1,203

1,612

1,375

354,899

315,904

342,118

4,237

4,198

10,398

46,219

39,085

43,336

46

42

51

50,501

43,326

53,786

288,332

258,475

258,475

Bonds and other fixed income assets

Other assets
Prepaid expenses and accrued income
Total assets
FUND CAPITAL AND LIABILITIES
Liabilities
Derivatives
Other liabilities
Deferred income and accrued expenses
Total liabilities
Fund capital
Fund capital at start of period
Net payments to pension system

-2,417

-2,468

-5,120

Profit for the period

18,483

16,571

34,977

Total fund capital

304,398

272,579

288,332

Total fund capital and liabilities

354,899

315,904

342,118
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Financial summary
INCOME AND INFLOWS
SEK bn
Net flows to/from pension system
Profit for the period
Fund capital at end of period1
RETURN AND EXPENSES, TOTAL PORTFOLIO
%
Return before expenses
Operating expenses
Commission expenses
Return after expenses

Jan – Jun 2015

2014

2013

2012

2011

2010

-2.4
18.5

-5.1
35.0

-6.9
32.4

-3.8
22.6

-1.2
-5.5

-4.0
18.3

304.4

288.3

258.5

233.0

214.1

220.8

6.5
0.06
0.06
6.4

13.8
0.07
0.06
13.7

14.2
0.07
0.06
14.1

10.7
0.08
0.05
10.7

-2.4
0.07
0.04
-2.5

9.1
0.07
0.07
9.0

2.1

0.5

3.7

4.9

1.9

0.3

Inflation
Real return after expenses
SEK bn
Income (incl. commission expenses)
Operating expenses

-0.2
6.7

-0.3
14.1

0.1
14.0

-0.1
10.7

2.0
-4.4

2.3
6.5

18.6
0.1

35.2
0.2

32.6
0.2

22.8
0.1

-5.3
0.2

18.5
0.2

Profit after expenses

18.5

35.0

32.4

22.6

-5.5

18.3

ANNUAL AVERAGE FIXED NOMINAL RETURN
AFTER EXPENSES
%
Five years

9.3

8.8

9.3

1.9

Ten years

6.6

6.8

6.5

6.7

RISK
Risk (1-yr standard deviation) in total portfolio, %2
Risk (1-yr standard deviation) liquid assets, %
Sharpe ratio3
Sharpe ratio liquid assets
Information ratio
Risk (10-yr standard deviation), %

5.8
6.4
2.3
1.6
1.7
8.0

4.7
5.2
2.8
2.3
1.4
7.8

4.9
5.7
2.8
2.3
1.8
7.9

5.3
6.3
1.8
1.6
4.4

9.2

7.0

neg

1.2

21.4

24.4

20.4

22.0

19.3

11.3

34.4

33.2

35.2

35.7

34.8

41.0

0.06
0.12

0.07
0.12

0.07
0.13

0.08
0.14

0.07
0.11

0.07
0.14

56

57

53

56

57

56

Income index, change %

0.2

CURRENCY EXPOSURE
percentage of total portfolio
EXTERNAL MANAGEMENT
percentage of total portfolio
ASSET MANAGEMENT EXPENSES
percentage of assets under management
Operating expenses
Operating and commission expenses
Number of employees

Fund capital at inception in 2001 was SEK 134.0 million.
Shown for the total portfolio as of 2010 due to dynamic allocation. Risk for the listed portfolio was shown prior to 2010.
3
Excluding exposure to SEK-listed companies with foreign domicile.
1
2

INTERIM REPORT 2015 | 14

AP3 | 2015

Market value per asset category
Jan – Jun
2015

2014

2013

2012

2011

2010

304.4

288.3

258.5

233.0

214.1

220.8

Swedish equities

31.6

31.7

32.6

26.2

28.7

32.0

Foreign equities

101.4

100.5

95.4

81.0

76.3

78.8

Nominal fixed income, Swedish

42.7

37.8

50.7

54.2

41.7

31.6

Nominal fixed income, foreign

63.0

57.2

18.2

17.2

14.6

28.7

Index-linked bonds, Swedish

5.9

12.5

14.5

15.3

17.1

1.5

Index-linked bonds, foreign

5.8

2.8

7.1

2.8

4.2

13.7

Unlisted equity, Swedish and foreign1

10.7

10.7

9.8

11.4

11.5

10.9

Real estate

41.4

33.4

28.5

19.6

15.7

16.9

-

-

-

-

-

6.9

1.9

1.8

1.6

5.2

4.2

-

Total, SEK bn
of which

New strategies2
Other assets
1
2
3

3

Prior to 1 January 2008 life science holdings were included in unlisted equity. As of 2008, life science investments are included in New Strategies.
New strategies were allocated between the various asset categories during 2011. Investments not qualifying for a specific category are classified as ”Other assets”.
Other assets include investments in convertible debentures and insurance-related risk.

For further questions please contact info@ap3.se
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