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AP3 on sustainability  

AP3’s mission is to generate maximum 
possible benefit for the Swedish pension 
system through responsible investment 
and management of the pension  system 
buffer. AP3 believes that companies 
which are well run offer higher returns 
and lower risk to investors over time. 
Environmental, social and corporate gov-
ernance – or ESG for short – is a term 
used in the investment industry to meas-
ure sustain ability. It is an integral part of 
AP3’s investment approach.   

The pension system and its assets have 
many stakeholders. Foremost among 
them are the Swedish public, who have a 
core interest in safeguarding the value of 
the state pension for current and future 
generations. The AP funds, also known 
as buffer funds, are governed by the Pen-
sion Funds Act, which sets the frame-
work for how the funds should operate 
and manage their capital. Different opin-
ions exist among pension system stake-
holders regarding how the funds should 

approach ESG in their investment man-
agement. The connection between sus-
tainable businesses and high returns is a 
matter of debate and not a given. At AP3, 
we see responsible ownership as taking 
prudent investment decisions in order to 
reach our targets. Before assessing the 
potential value of an investment, we per-
form a thorough analysis of the different 
alternatives. The AP3 portfolio is man-
aged with a focus on long-term value 
creation aimed at generating favourable 
returns over time. 

The AP3 sustainability report seeks to 
provide insight into our environmental, 
social and corporate governance com-
mitments and how we best can generate 
strong returns and encourage more com-
panies to act responsibly. Ultimately, our 
approach is geared to promoting long-
term sustainability without compromis-
ing our mission of achieving favourable 
investment returns over time.

The 2014 annual report (left) describes the Fund’s operating activities and the sustainability report 
(right) focuses on environmental, social and governance aspects. 
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Managing the buffer for the state income pension 
system involves creating sustainable value for the 
pensioners of today and tomorrow. For AP3, this 
means pursuing an asset management approach 
with a clear focus on sustainability and based on 
sound ethical principles. The investment philo
sophy is founded on a strategy of diversification  
to reduce investment risk – a strategy that involves  
us investing in a large number of companies 
worldwide. 

“AP3 is a universal owner, with a portfolio of 
more than 3,000 investee companies. This means 
that we own a slice of the world capital market and 
have increased exposure to external factors beyond 
our immediate control,” says AP3 CEO says  Kerstin 
Hessius. 

 “For example, a company that causes environ
mental damage can adversely affect other areas of 
the economy, which in turn can have a  negative 
impact on the investor. That is why it is important 
that all companies aspire to make their business 
operations sustainable over the long term.” 

Integration of ESG in our investing activities 
Managing part of the Swedish state pension  buffer 
comes with certain responsibilities. In 2014 we 
underlined our sustainabilityoriented approach to 
asset management by transferring formal respons
ibility for ESG to the Asset Management department. 

Mårten Lindeborg, Head of Asset  Management 
since 2014, explains: “In asset management we 
have a sustainability perspective that is an  integral 
part of all portfolio managers’ mandates and 
responsibilities. It is becoming increasingly auto
matic to analyse ESG in the way we analyse other 
factors. We provided internal training in sustain
ability during the year to make us even better 
equipped to take the right factors into account in 
our investment decisions.” 

Portfolio-spanning strategy
The sustainability strategy covers the entire port
folio and requires all portfolio managers to con
sider ESG aspects in their investment decisions, 
both when making longterm strategic allocations 

Focusing on sustainability for long-term returns  
AP3 believes that companies which are well run offer higher returns and lower risk to investors over time. Our 
approach is therefore to exercise responsible ownership by fully integrating ESG across our investment activities. We 
hold a core belief in long-term value creation, as reflected in our focus on our target for investment returns over time. 

AP3’s core philosophy 
is that our investment 
mission must always 
come first and that 
sustainability is one 
among many risks and 
opportunities. However, 
environmental, social 
and corporate gover-
nance are relatively 
new considerations for 
the investment industry. 
Kerstin Hessius, CEO, 
and Mårten Lindeborg, 
Head of Asset Man-
agement, discuss the 
issues.
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and individual investments. The chosen 
strategy must offer long-term cost-effi-
ciency and is therefore adapted to our 
investment holdings and exposure. We 
work actively to limit portfolio-related 
risk and to promote long-term sustain-
ability through effective stewardship 
and investments. 

Investment research depends on  reliable 
data and effective analytical tools. Infor-
mation provided by investee  companies 
is our primary source of data. We also 
screen the portfolio using reliable exter-
nal data from the MSCI ESG Manager, 
the Ethical Council of the AP funds and 
Global Engagement Services (GES). 
Here, the main objective is to identify 
and evaluate cases where companies 
are acting in violation of international 
treaties.

Kerstin Hessius says: “Given the role 
of the AP funds in the pension system, 
it is crucial that we base our decisions 
on facts rather than other factors, such 
as pressure from stakeholder groups. 
The buffer funds have a clear mission 
on behalf of the Swedish public – and 
that mission is to guarantee the value of 
the Swedish state pension. It is a  mission 
that we take very seriously and in which 
we work closely together with the other 
AP funds to maximise our ability to 
deliver.”

AP3 sets out to make a difference 
through engagement, action and 

pressure for change. We use three 
approaches to promote sustainability: 
positive selection, negative selection 
and active stewardship (see diagram 
above). Positive selection involves 
investing in green bonds and timber-
land, combining a proactive sustain-
ability perspective with potential for 
profitable investment returns. As a 
responsible investor, we also take part 
in investor initiatives aimed at encour-
aging companies to prevent  corruption 
and child labour. Negative selection 
involves refraining from investments 
in companies with weak sustainability 
frameworks.

Mårten Lindeborg explains: “We have 
a responsibility to identify companies 
or sectors that do not comply with the 
guidelines we have signed up to. Our 
aim is always to drive positive change 
through active engagement. We see 
portfolio exclusion as a last resort when 
all else fails. The risk is that if we as an 
active owner withdraw, the non-compli-
ance will continue.” 

In 2014 AP3 commissioned Trucost, an 
environmental data company, to  measure 
the carbon footprint of all investee com-
panies. 

“The results showed the portfolio’s 
footprint to be 27% lower than that of a 
global share index,” Hessius says. “The 
findings increased our understanding of 
what sectors and companies are respon-
sible for the largest carbon emissions. 
We intend to extend this screening pro-

cess to the rest of the portfolio insofar 
as is possible and see it as an important 
step in deciding if we should set sustain-
ability targets and what they should be.”

AP3 also commissioned international 
timberland consultants IWC to measure 
carbon sequestration in our extensive 
forest holdings. The study showed that 
our timberland investments have a posi-
tive impact on climate by storing carbon 
dioxide. We aim to perform a similar 
analysis of the entire portfolio. 

The AP3 sustainability strategy is based 
on our core values, which are rooted in 
generally accepted international princi-
ples and closely mirror the international 
conventions signed by Sweden. These 
values build trust and confidence in our 
investment management operations and 
facilitate productive communication 
with investees and other stakeholders. 

“Taking a proactive stand on environ-
mental and ethical compliance in line 
with our investment rules has been 
a natural part of our approach since 
inception,” Hessius notes. “We see that 
sustainability is an increasingly import-
ant and significant area in terms of gen-
erating strong returns and long-term 
value added. It is important we continue 
to maintain a high level of public confi-
dence in the AP funds as our role in the 
financing of the pension system grows.” 

   

Investments in companies 
and funds that take a pro - at companies and funds with investment areas that are 

in companies with weak 
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» Engagement, integration, 
collaboration and disclosure 
are key themes for AP3 «

The government’s core values are 
expressed through international con-
ventions ratified by Sweden in areas 
such as human rights, labour  protection, 
anti-corruption, good environmental 
practice and inhumane weapons and 
through support to initiatives such as 
the UN Global Compact1 and the OECD 
Principles of Corporate Governance and 
Multinational Enterprises.2 

Alongside the Swedish government’s 
core values, international treaties are 
key instruments for AP3 in the field of 
environmental, social and corporate 
governance. In an investment context, 
we take the view that all the conven-

tions signed by Sweden are equally 
important and should be complied 
with. This approach also builds on reso-
lutions and statements from United 
Nations bodies affirming human rights 
as universal, indivisible,  interdependent, 
interrelated and inalienable. By  linking 
our standards to international conven-
tions and by working with others who 
share our aims we can be part of an 
international coalition on the  financial 
markets to ensure that any treaty 
breaches are brought to light.

AP3 signed the UN Principles for 
Responsible Investment (PRI) back in 
2006. The UN PRI set out how invest-

ment managers and asset owners 
should approach sustainability. The 
main themes are integration, engage-
ment, collaboration and disclosure and 
these are key concepts for AP3 in our 
environmental, social and corporate 
governance. We were an early mover 
when it came to full implementation 
of most of the principles. For instance, 
we have always been a committed and 
active owner in our investee companies. 
Some of the other principles took more 
time to implement, and  integration of 
ESG in our investment analysis and 
decision-making is a continuous and 
ongoing process.         
       
   

1

2
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PRINCIPLE 1.  Include ESG data in analysis and all decision-making across the portfolio.
 Develop ESG models and tools tailored to different investment strategies.
 Train staff in ESG issues.

PRINCIPLE 2. 
 

 

 ESG issues a key feature of stewardship policy.
 Engage in dialogue on ESG issues with Swedish and foreign companies.
 Vote at general meetings of Swedish and foreign investees.
 Participate in nomination committees.
 Screen the portfolio for any violations of international conventions.

PRINCIPLE 3. 
 

 Support initiatives to improve corporate disclosure, including the Carbon  
Disclosure Project (CDP), the Global Reporting Initiative (GRI), the Extractive 
Industries Transparency Initiative (EITI), the Global Compact, and  Sustainable 
Value Creation.

 Ask questions about ESG issues when evaluating external managers.

PRINCIPLE 4. 
 
 

 Encourage external managers to sign the PRI.
 Participate at conferences.
 Ask questions relating to the PRI in requests for proposals where relevant.

PRINCIPLE 5.  Work together with AP1, AP2 and AP4 under the umbrella of the Ethical 
Council of the AP funds.

 Ethical Council works with international investors on corporate engagement 
and proactive projects.

 AP3 also works with Swedish and international investors.

PRINCIPLE 6. 
 

 Publish annual stewardship and sustainability reports.
 Report on our activities in the annual report and on our website.
 Dialogue with foreign investees reported in the Ethical Council’s annual report.
 Reply to the PRI’s annual questionnaire and publish the answers on the  
PRI website.

The many certificates on the AP3 office walls 
testify to how we enhanced our expertise in ESG in 
2014 through training for executive management 
and the asset management department.
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Differences exist between the funds in 
terms of investment strategy and these 
are reflected in different equity portfo
lio exposures. However, all the funds 
have small ownership stakes in their 
nonSwedish investees, which limit their 
individual ability to exert influence. 
Voting at the general meetings of for
eign investees is via an electronic voting 
platform whereby a Swedish  corporate 
governance consultancy monitors the 
meetings on the funds’ behalf and each 
fund decides individually how to vote.

Ethical Council – successful collaboration
As of 2007 AP1, AP2, AP3 and AP4 work 
together on ESG in relation to foreign 
investees via a joint Ethical Council.  
The Ethical Council’s mission is to make 
a difference by engaging in dialogue on 
ESG issues with entities in which the AP 
funds hold shares. The council’s actions 
help to reduce the risks to longterm 
returns on the funds’ investments. The 
Ethical Council works proactively and 

reactively and screens the equity port
folios of all the AP funds on a twice
yearly basis. 

Focus builds insight
The Ethical Council focuses on contra
ventions of international conventions 
and the monitoring of other incidents in 
the ESG field. If a company is suspected 
of breaching a convention, the Ethical 
Council investigates the facts, contacts 
the company concerned and encour
ages it to take action to address the 
breach and prevent any recurrence. 

Infringements of international con
ventions often indicate a company’s 
failure either to understand its respon
sibility for incidents or to focus on tak
ing proactive action on environmental 
and social issues.  The Ethical Council 
takes steps to urge companies in spe
cific sectors to work preventively to 
reduce sustainability risk and ensure 
more responsible stewardship.

Engaging to drive positive change
The Ethical Council aims to drive pos
itive change. The AP funds share a 
conviction that such change is best 
achieved by investors exerting pressure 
and engaging in dialogue to persuade 
investees to move in the right direction. 
In 2014 the Ethical Council engaged 
with more than 300 investees world
wide on human rights,  environmental 
protection, corruption and  similar 
 matters. 

The Ethical Council frequently 
works with large international inves
tors, primarily pension funds, as a way 
to share insights and join forces to exert 
pressure for change. Working together 
gives greater clout to an initiative or 
point of view and enables resources to 
be utilised more effectively, while also 
generating increased scope for success. 
The AP funds have independently or 
through the Ethical Council taken part 
in various investor campaigns that they 
or other large institutions have  initiated. 

Working together on corporate dialogue and voting
Each AP fund is independent and takes its own investment decisions. But we do work together in some areas, such 
as global voting and ESG. The Ethical Council is an example of a successful collaboration between the AP funds 
centred on influencing investee companies to pursue positive change.
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Examples from the last few years 
include preventive work in the mining, 
pharmaceuticals and palm oil industries 
and in the field of anticorruption.

Spotlight on anti-corruption  
and transparency
Anticorruption distorts competition 
and can destroy value. It is one of the 
Ethical Council’s focus areas. In this 
context, the council participated in the 
first phase of the PRI anticorruption 
project when it launched in 2010. The 
project analysed a group of 20 mining 
companies and their work to prevent 
corruption. A group of investors then 
contacted the companies to discuss the 
findings and suggest paths to improve
ment. The project was successful and in 
2013 entered phase two. This involved 
a group of  around 20 investors contact
ing 30 companies. Each investor was 
responsible for a number of individ
ual dialogues, with the Ethical Council 
engaging with four Asian entities.

AP3 also supports the Ethical Coun
cil’s participation in the Extractive 
Industries Transparency Initiative 
(EITI), which promotes greater trans
parency in the oil industry in particular. 
Improved transparency and  governance 
are needed especially in countries that 
are rich in raw materials but where 
govern ment regulation is lax. Clear dis
closure of revenue and payments in 
host countries increases transparency 
and creates better conditions for effec
tive financial stewardship. 

Important climate issues
The Institutional Investors Group on 
Climate Change (IIGCC) is a collabora
tive forum for European investors. The 
IIGCC also collaborates with counter
part investor groups in Australia, New 
Zealand and North America and aims 
to give investors a collective voice on 
 climate change and engage companies, 
government bodies and other stake
holders in addressing the longterm 
risks and opportunities resulting from 
climate change.

AP3 has since 2006 supported the 
Fund Carbon Disclosure Project (CDP), 

which aims to encourage increased 
 corporate awareness of climate change. 
The project calls on companies to 
adopt greater transparency in report
ing their climate change strategies and 
to improve their documentation of 
key metrics that can measure improve
ments. AP3 also supports the Global 
Reporting Initiative and welcomes the a 
partner ship between the GRI and CDP 
to harmonise and streamline corporate 
disclosure requirements, frameworks 
and standards.

Sector-based projects
There are numerous areas in which the 
Ethical Council could become involved 
– and they are constantly growing. In 
scale they range from serious  incidents 
at individual companies to sectorwide 
problems. Engaging in all areas and all 
investee companies is neither  feasible 
nor effective. It is vital to set  priorities 
and the Ethical Council’s sectorbased 
projects thus vary in number and dura
tion over time. Here are some  examples:

 Mining industry – Since 2011 the 
 Ethical Council has been engaged in a 
project aimed at building understanding 
of how companies in extractive indus
tries approach sustainability and calling 
on them to adopt policies and practices 
in this area.

 Tobacco and cocoa industries – The 
Ethical Council works with a European 
pension fund to gain a better picture 
of how tobacco companies tackle ESG 
issues. The cocoa industry has for many 
years been the target of criticism for 
its involvement in child labour in West 
Africa. The Ethical Council is involved 
in projects aimed at addressing child 
labour in these two industries.

 Textile industry – The Ethical Council 
is engaged in efforts to combat forced 
labour in the cotton industry and to 
improve the unacceptable labour con
ditions that prevail in many parts of the 
textile industry.

 Pharmaceuticals industry – In 2013 the 
Ethical Council entered a partnership 
with the Church of Sweden and Dutch 
pension fund manager PGGM on emis
sions of active substances during drug 

production. The project focuses on a 
limited number of companies with pro
duction in developing countries and 
seeks to establish an understanding of 
reasonable standards for  wwastewater 
treatment that can be demanded of 
 suppliers and regular checks of factory 
effluent.

 Telecoms industry – The Ethical Coun
cil has been engaged in the telecoms 
sector since 2007. Telecoms opera
tors that have business  o  perations in 
countries ruled by dictatorships play 
an important role as their presence 
 promotes democracy. At the same 
time, the companies need to manage 
 responsibly their risks in relation to 
freedom of expression and integrity.

 Palm oil industry – Palm oil is the 
most widely used vegetable oil world
wide but also poses major challenges 
in terms of ESG. In 2013 the Ethical 
 Council joined other investors in partici
pating in a PRI palm oil initiative. The 
Ethical Council is also involved in an 
international investor initiative calling 
on companies to produce and purchase 
certified palm oil.

Portfolio exclusion a last resort
The Ethical Council seeks at all times 
to drive positive change through active 
dialogue. In the event that prolonged 
engagement does not lead to improve
ment, portfolio exclusion exists as an 
absolute last resort. The problem here 
is that noncompliance is likely to con
tinue without oversight by active own
ers demanding change. Thus, the AP 
funds believe the responsible approach 
is to influence companies through dia
logue rather than bar them from our 
portfolios. AP3 had excluded 15 hold
ings from its investment universe as of 
31 December 2014.
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AP3 measures carbon footprint    
During the year AP3 measured the com-
bined greenhouse gas emissions of the 
equity portfolio with the help of environ-
mental data consultants Trucost. The 
findings showed the AP3 equity  portfolio 
to have a 27% lower carbon footprint 
than the MSCI All Country World Index. 
The disparity reflects positive effects 
from our choice of sectors and our 
selection of carbon-efficient investees 
within different sectors. Swedish com-
panies tend to be more carbon-efficient 
than their global competitors, which 
has a beneficial impact on the AP3 port-
folio. The Swedish equity market is also 
overweight in sectors with low carbon 
exposure (finance and real estate) and 
underweight in those with high expo-
sure (energy and power supply).

The fact that the AP3 equity  portfolio 
has a significantly lower carbon foot-
print than the global benchmark index 
testifies to the account we take of 

 carbon risk in our investment process. 
We will be able to use our enhanced 
insight into the portfolio’s carbon emis-
sions when allocating individual invest-
ments as well as when it comes to the 
long-term structure of the portfolio. 
The knowledge gained will also be an 
important asset when engaging with 
companies on climate issues.

Forests store carbon dioxide. In parti-
cular, new plantations in previously un-
forested areas accumulate large reserves 
of carbon dioxide in their biomass – 
both above and below ground. By con-
trast, existing natural forest and mature 
plantations are thought to have only a 
marginal effect on carbon  sequestration, 
especially where growth is offset by 
thinning and cutting.

AP3 has relatively large direct hold-
ings of timberland, with a market 

value of SEK 4.7 billion. These hold-
ings cover around 198,000 hectares 
of growing  forest, of which about a 
third is young forest that stores large 
amounts of  carbon. With the help of 
 specialist consultants, we measured the 
 estimated carbon content of our for-
ests and found that their annual growth 
stored roughly as much carbon dioxide 
as the companies in our listed equity 
 portfolio release to the environment 
each year. The data carry a degree of 
 uncertainty in relation to underlying 
technical assumptions but nevertheless 
give an indication that AP3 is largely 
 climate-neutral with regard to green-
house gas emissions.

We further developed our efforts to 
advance our knowledge in this area and 
will continue to do so in 2015 as part  
of our mission to deliver sustainable 
value-added over time.
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Green bonds are instruments used to 
finance projects that mitigate climate 
change or help countries to adapt to  
climate change impacts. Projects range 
from supporting low-carbon sectors 
such as solar and wind power to pro-
grammes promoting enhanced trans-
port efficiency, flood protection, water 
treatment and waste management.

A growing segment
The market for green bonds has seen 
explosive growth since the first bonds 
were issued in 2007. Initially, there were 
only a small number of issuers and a 
low level of interest among investors, 
but this picture has changed and inter-

est has been steadily growing. Green 
bond issues in 2013 exceeded the com-
bined total of the previous five years. 
In 2014, issue volume doubled. In the 
past, the main issuers were  multilateral 
organisations like the World Bank and 
European Investment Bank. Today, 
they have been joined by an increasing 
 number of corporate issuers. 

The definition of a green bond 
depends largely on the issuer. The 
banking industry has a standard for 
green bonds and there are also  various 
third-party organisations that certify 
these instruments, but an international 
standard that sets out basic parameters 
would make life easier for investors.

AP3 was an early mover in this area 
and began investing in green bonds 
in 2008. We have made a number of 
investments in recent years, including 
in a green bond issued by the African 
 Development Bank and a similar instru-
ment issued by Swedish real estate 
company Vasakronan. Our green bond 
portfolio has a market value of approxi-
mately SEK 3.6 billion.

Over the course of 15 years AP3 has 
built a large real estate portfolio com-
prising assets with a current market 
value of SEK 122 billion. The dominant 
holdings are in Vasakronan, Hemsö and 
the wholly owned real estate company 
Trophi, which owns and manages a 
large portfolio of retail properties.

Large portfolio holdings increase our 
ownership responsibility but also  create 
greater scope to influence the  strategic 
direction of the companies involved. 
Holding board seats is an effective way 
to exert influence, and AP3 has for 
many years worked closely with other 
institutional owners in the field of ESG. 

Vasakronan owns, manages and devel-
ops office and retail real estate in metro-
politan areas and is Sweden’s largest 
property owner, with a portfolio valued 
at SEK 92 billion. The firm is one of the 
world’s first climate-neutral real estate 
companies. It has ISO 14001  certification 
and in ESG is a leader in its sector.

Many of Vasakronan’s properties are 
certified by GreenBuilding or LEED. 
The company has sought to involve 
 tenants in achieving high  environmental 
standards by introducing Green Office, 
a system of eco-friendly rental  contracts 
that includes joint  initiatives to reduce 

energy consumption, improve waste 
recycling and decrease resource utili-
sation in conjunction with  building 
upgrades and refurbishments. 
 Vasakronan also offers waste sorting 
and recycling services when tenants 
move or vacate their premises, along 
with eco-smart car pools and a range of 
other green services including contracts 
for environmentally certified electricity 
from renewable hydropower, wind  
and biomass.

As a tenant of Vasakronan (our offices 
are in one of the company’s buildings) 
AP3 endeavours to apply key elements 
of Vasakronan’s ESG approach across 
our real estate portfolio.



AP3  
    www.


