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The mandate of the Third Swedish National Pension Fund (AP3) from the Swedish
Parliament (Riksdag) sets limits on the Fund’s exercise of its shareholder influence.
The Fund’s investment rules allow it to own a maximum of 2 per cent of the
Stockholm Stock Exchange (Stockholmsbörsen) and a maximum of 10 per cent of a
specific company. AP3 will thus never play a distinctively activist shareholder role.
It will exercise its shareholder power primarily on traditional issues for the Annual
General Meeting, such as nominations to the company’s Board of Directors. 

This Corporate Governance Policy applies to all of the Fund’s holdings, but the
focus of its application is on companies in which the Fund has a significant share 
of voting rights. In practice, this means that AP3’s engagement in corporate 
governance issues is limited to Swedish companies.

OBJECTIVE:To help improve investment returns

According to the mandate of the Fund, “shareholder power shall be exercised 
unambiguously for the purpose of improving return on managed assets.” This clear
mandate is the foundation of the Fund’s corporate governance policy. In light of
this, AP 3 has chosen to formulate the following objective: The objective of AP3 is
to provide the best long-term, risk-adjusted return in relation to the Fund’s commit-
ments in the Swedish public pension system. Shareholder influence shall be exercised
for the unambiguous purpose of helping achieve this overall return target. 

METHODS: Annual General Meetings, Board nominations 
and contact with portfolio companies

To achieve this target, the Fund’s shareholder influence shall be exercised primarily
by the following methods:

• Participating in and exercising the Fund’s voting rights at Annual General
Meetings. To the greatest possible extent, AP3 shall participate in Annual General
Meetings in companies where the fund is a shareholder. This ambition mainly 
applies to companies listed on Stockholmsbörsen. If the Fund is unable to participate
in an Annual General Meeting, it should give its proxy to another institution.

• Promoting the establishment of nominating committees.

• Participating in the process of Board nominations, for example by Fund 
representation on nominating committees.

• Ensuring that the Fund maintains continuous contact with the Management 
and the Board of companies where the Fund is a shareholder. 

• Working together with other shareholders is often a prerequisite for achieving 
concrete results. However, AP3 should not be part of any fixed shareholder grouping.
Collaboration with other shareholders will occur, for example, in the task of nomina-
tions, but also in connection with other specific corporate governance issues. In this
collaboration, the other AP Funds are treated as other institutional shareholders. 
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DECISION-MAKING PROCESS: CEO in charge of implementation

The Board of Directors of AP3 formulates the Fund’s Corporate Governance 
Policy. The Chief Executive Officer (CEO) of AP3 has overall responsibility for 
ensuring the implementation of this policy, but shall consult with the Chairman 
of the Board on issues of particular importance. The administration of corporate
governance issues is handled primarily by the portfolio manager who is responsible
for that equity holding or, if there are special reasons, by the CEO of the Fund. 

AP3’S VIEWS: Focus on central issues

The following is a review of AP3’s positions on various corporate governance issues.
Please note, however, that responsible exercise of shareholder influence requires
taking into account the unique circumstances that prevail in each specific case.

The programme declaration below is a selection of areas that AP3 intends to 
focus on in exercising its shareholder influence. These areas are:

• Nominating committees

• Nomination of Board members

• Compensation systems

• The Managing Director’s pension terms

• Differentiated voting power

• New share issues and share buy-backs 

• Environmental and social issues

Nominating committees: Should be established for all companies
AP3 shall promote the establishment of nominating committees in the companies
where the Fund is a shareholder. The committee should be appointed no later than
on the date of the interim report for the third quarter. 

Aside from nominating Board members and making proposals for their directors’
fees, the process of auditor selection is an important area for the nominating 
committee. The nominating committee should also promote continuous evaluation
of the Board’s work. 

The nominating committee should also be informed of the following:

• The compensation system for top-management (including incentives/bonuses).

• Equity-related compensation systems.

Nomination of Directors: AP3 will promote diversity
Directors shall possess relevant expertise and be able to allocate the time that 
their position requires. In addition, it is desirable that the structure of the Board be
characterised by diversity with respect to age, gender, occupational background and
nationality. AP3 is working to promote a broadening of the recruitment base for
Board members. 

Every Board shall include members who are not in a position of dependence in 
relation to the major shareholder or to the company. Every Board member represents
all shareholders. AP3 therefore opposes Boards with corporative structures, in which
seats on the Board are reserved for a given interest group. 

It is unsuitable for a former Managing Director of a company to become Chairman
of the Board. However, sometimes it is acceptable for a former Managing Director to
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be a Board member. In Sweden, it has, over time, become customary for the Managing
Director to be a Board member, and AP3 does not intend to call for the Managing
Director to resign from the Board. However, AP3 would like to promote the practice
of not electing a newly appointed Managing Director as a Board member of the 
company unless the Managing Director is a major shareholder or is legally required
to be included in the Board. The reason is that it is important, as a matter of principle,
to underscore the separate roles of operational management and the Board. The Board
is the representative of the shareholders.

Aside from the Managing Director (if he is a member), officials of the company
should not be Board members. In the US and in the UK, appointing Executive
Directors is a widespread practice. Hence, it is reasonable to limit this principle to
Swedish companies.

Board members should be shareholders in the company. This is the best way to align
the interests of the Board of Directors with the interests of shareholders.

Compensation systems: Clear connection between reward and performance
The expertise and leadership skills of management are crucial to the success of a
company. The purpose of compensation systems is to attract, retain and motivate
outstanding executives.

The role of shareholders mainly includes the following responsibilities:

• Ensuring that all types of equity-related compensation systems are reasonable and
consistent with the interests of the shareholders

• Making certain that the benefits of the Managing Director (salary, bonuses, 
pension terms, severance pay etc.) are clearly described in the Annual Report.
However, formulating and approving the Managing Director’s compensation 
package (aside from equity-related programmes) is clearly the responsibility of 
the Board. 

Equity-related compensation systems can be an effective way of aligning the interest
of the management with the interests of the shareholders. AP3 therefore has a positive
attitude towards equity-related compensation systems.

It is important to emphasise that which type and size of equity-related compen-
sation system is appropriate is highly dependent on the individual situation in each
company. It is therefore difficult to formulate general rules.

AP3’s view can be summarised by saying that there must be a clear connection
between performance and benefits. We recommend that option programmes be 
tied primarily to relative equity price performance in relation to the company’s
peer group .

AP3 believes that incentive programmes should follow the guidelines adopted by
the Swedish Securities Council (2002:1). We wish to call special attention to the
following:

• Proposals must be submitted well in advance of the Annual General Meeting.
Often, a proposal is not submitted until the official notification of the Annual
General Meeting. This is much too late. Discussion with shareholders should be
initiated far enough in advance of the official notification that the shareholders
have time to analyse the proposal. There must also be time to revise the proposal
on the basis of shareholder opinions.

• The description of the compensation system’s design shall be clear, comprehensible
and possible to evaluate. All option programmes must include information on the 
current market value of the options. This appraisal must have been carried out by an
independent party. 
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• The size of the programme must be reasonable, that is, in line with the levels of
competing companies of similar size and maturity.

The Board must not be covered by the same incentive programmes as management
and other employees. However, AP3 has a positive attitude towards incentive 
programmes for Board members. But these must always be drawn up by the share-
holders and approved by the Annual General Meeting.

All option programmes incur a cost to the company. The reporting of these costs
must be transparent. We therefore recommend that option programmes be expensed
in the profit and loss statement. 

CEO pensions: We oppose defined-benefit systems
Provisions to the Managing Director’s pension must be paid while the Managing
Director is working in the company. AP3 opposes defined-benefit pension plans and
instead recommends defined-contribution pensions, which imply annual provisions
for a future pension. Note that the pension provision should only be calculated from
the base salary, i.e. not including bonuses. 

Differentiated voting rights: May be justified in some cases
Differentiated voting rights may be harmful if they help to protect a power structure
where, for example, the main shareholder lacks the desire or ability to exercise share-
holder influence in a way that benefits the other shareholders. But there are also 
examples of situations where differentiated voting rights have been beneficial by 
creating clearly defined owners who ensure proper corporate governance.
Differentiated voting rights also give the owners of unlisted companies an opportu-
nity, through an initial public offering, to gain access to external risk capital and
thereby make expansion possible, while ensuring their own control of the company. 

It is possible to find examples in which the system of differentiated voting rights
has been beneficial, but also cases in which it has been harmful. Whether to oppose
differentiated voting rights must therefore be assessed from case to case.

However, it is important to maintain that differentiated voting rights must not 
imply special treatment of various shareholders in other respects. All shareholders
are entitled to the same information on important matters. Nor is there normally
reason, in a tender offer situation, to accept different prices for Series A and Series B
shares. According to the Swedish Companies Act, Series A and Series B shares entitle
their owners to the same share of profit (provided there are no preference shares) and
thereby of the value of the company. In case of liquidation, owners of Series A and
Series B shares have equal entitlement to equity capital, which is comparable to a
take-over bid situation.

New share issues and share buy-backs:

Routine authorisations not acceptable
When a company issues new shares, the right of existing shareholders to participate
in the share issue must be protected. AP3 therefore recommends that new share 
issues be implemented as rights issues. If the Board of Directors chooses a targeted
issue, this must be thoroughly justified. When assessing whether a targeted share 
issue can be accepted, the size of the share issue should be among the factors consid-
ered.

AP3 supports well-motivated changes in a company’s equity capital. However,
we are sceptical of arrangements in which the every year, the Annual General
Meeting routinely authorises the Board to buy back shares or issue new shares. The
Board should explain in what situations it intends to utilise such an authorisation.
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Environment and ethics

AP 3 invests in companies that we believe will make a positive contribution to the
relative return and to the risk diversification of the Fund’s portfolio. In many cases,
a carefully considered strategy for environmental and social issues is an important
element in building strong brands and ensuring a company’s long-term competi-
tiveness. In this respect, environmental and social considerations are included
among the established methods of equity valuation that AP3 applies in its invest-
ment process.

Equity investments shall be made only in companies that, in AP3’s judgement,
comply in an acceptable way with the international conventions that Sweden has
ratified. For companies with operations in Sweden, AP3 also requires that they
comply with Swedish law. 

AP3 believes that companies should comply with the provisions of these conven-
tions, regardless of whether the conventions are aimed at countries or individuals
and regardless of whether the countries where these companies operate are bound
by these conventions or not. 

In addition, by means of engagement, AP3 will take steps to ensure that: 

• Companies have a co-ordinated strategy for management of environmental and
social issues, for example by means of corporate codes of conduct

• Companies show transparency in their environmental and social reporting, for
example by publishing an environmental report.

These demands must obviously be adapted to the special conditions that apply 
in different economic sectors. For example, an environmental report is especially
important in those sectors that have a significant impact on the environment. 

Corporate governance policy and transparency: Yearly report to the Parliament
The commentary memorandum for the Swedish National Pension Funds Act state
that the AP Funds shall report yearly in their Annual Reports to the Swedish
Parliament “how the fund’s corporate governance policy has been exercised and
what results have been achieved.” AP3 will endeavour to achieve a high degree of
transparency in this report.

However, there is a limit on how far this transparency can extend. One important
tool in the Fund’s engagement strategy is the opportunity to pursue a 
dialogue with both company officials and representatives of other shareholders in 
an atmosphere of trust. In order to maintain AP3’s credibility as a discussion and 
negotiating partner, in many cases it is necessary for the content of this dialogue 
to be, and to remain, confidential.

Corporate governance policy to be updated continuously

AP3’s ambition is that this Corporate Governance Policy shall be a living document
that is updated and improved on a regular basis. 
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