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Glossary

Photographic theme of this annual report
Financial markets are complex systems whose signals have to be decoded and
converted into concrete strategies. An asset manager’s role is to distinguish
long-term trends from temporary deviations and to be faster than others in identifying patterns in apparently haphazard processes.

AP3’s normal portfolio 2008
Equities 54.5%
Fixed Income 37.0%
Real Estate 8.5%

AP3 manages a diversified global portfolio of listed equities,
fixed income assets and alternative investments. Alternative
investments consist of private equity, real estate, timberland,
infrastructure assets, life science holdings and investments in
new strategies. The value of the portfolio stood at SEK 181 billion
on 31 December 2008.
Regional breakdown of shares in the normal portfolio 2008
North America 32.1%
Europe 26.6%
Asia Pacific 4.1%
Sweden 22.0%
Emerging markets 5.5%
Japan 9.6%

2001-2008
Fund capital hit hard by the
financial crisis
The financial crisis
had a major impact
on fund capital

Falling asset prices and losses due to the financial crisis in 2008 precipitated a
sharp fall in the cumulative value generated by AP3 since inception, and Fund
capital is now back at its 2005 level. Portfolio diversification has cushioned the
impact of the crisis. The Fund started out in 2001 with capital of SEK 134 billion. As of 31 December 2008 this had risen to SEK 181 billion, representing a
total return of SEK 25.8 billion. Including net inflows, fund capital rose by SEK
47.0 billion in this period.

Positive contributions from strategic
positions

The Fund’s strategy of using forward-looking assessments when making
strategic portfolio1 selections has proved beneficial over time. Between 2001
and 2008 our strategic positions generated active returns of SEK 5.0 billion,
despite a negative return in 2008.

Restructuring of
active management

AP3’s active management 1 deploys a wide variety of strategies to generate
active returns with limited risk. Active management did not contribute to
Fund returns in 2001-2008, but we believe that the separation of alpha and beta
mandates will improve the scope for active returns in the future.

Alternative assets
add value

AP3 was an early mover when it came to seeing the potential of alternative
investments and we have built up a diversified portfolio that generated a return
of SEK 7.2 billion in 2001-2008.

Nominal returns
beat inflation but
fell short of the real
return target

The average annual real return on these investments was 3.8% in 2001-2007, but
losses in 2008 cut the figure for 2001-2008 to just 0.4%, which is well below our
average annual target of 4%.
1

See Glossary

What is real and
active return?
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Real return includes unrealised and unrealised changes in the value of the
AP3 total portfolio and is measured by deducting inflation (increases in the
consumer price index) from nominal returns. Active return is the difference
between returns on the listed portfolio and the reference index.

2008
Financial crisis had negative
impact on AP3’s result
Turbulence on the
financial market
had a strong adverse impact on
results

Fund capital stood at SEK 181.0 billion at year-end, a decrease of SEK 43.9
billion from the start of the year. The turbulence that swept through world
bond and stock markets during the year had an adverse impact on AP3’s
equity and fixed income portfolios, as well as on our other assets. As a result,
AP3 recorded a loss of SEK 44.8 billion in 2008. Total return was -19.7%
before expenses and -19.8% after expenses.

Diversification of
the normal portfolio
tempered losses

The normal portfolio1, which comprises listed equities, fixed income assets
and alternative investments, contributed -16.3 percentage points to total
return. The portfolio is diversified, which helped to temper losses. At global
level, equity markets plunged by around 40% in 2008. AP3’s equity portfolio
posted a return of -24.8 percentage points, while the fixed income portfolio
made a positive contribution of 2.2 percentage points. Alternative investments
in real estate, private equity and new strategies contributed -0.1 percentage
points. Currency exposure after hedging made a positive contribution of 6.3
percentage points, reflecting the depreciation of the Swedish krona.

Strategic positions
made negative
contributions

In 2008, strategic positions contributed -2.0 percentage points. Fixed income
positions accounted for just over half of this fall in value, with foreign currency
and equity positions each accounting for about a quarter each. Our positions
versus the US dollar had a positive impact of 0.4 percentage points.

Negative active
return

Active return1 was -1.4 percentage points and below the Fund’s target.
Equities and fixed income made negative contributions to active return1
of -0.8 and -0.4 percentage points respectively. The contribution of alpha
mandates1 was -0.2 percentage points.
1

See Glossary
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Statement by the CEO

Systemic crisis tested
AP3 severely in 2008

A systemic crisis hit global financial markets in 2008.
At the start of the year a number of banks, notably in
the US and the UK, reported problems in their busi
nesses at the same time as corporate profits hit
record heights in many areas. An economic slowdown
was expected in 2008, while overheating pressures
remained from previous years. Inflation and energy
prices rose prior to the summer, after which the
economy ground to an abrupt halt when Lehman
Brothers filed for bankruptcy on September 15.

During the year we worked intensively to diversify risk,
purchasing real estate and investing in new areas such
as secured bank loans, agricultural land and insurancerelated securities. This involved reducing our exposure
to the equity market in favour of other investments.
We also moved to divide asset management responsibilities between passive exposures and active risk to
enhance our risk profile and generate greater scope for
higher returns.
Risk diversification did not help

Crisis of confidence in the banking system

If a major bank can collapse, then others can too – a
realisation that prompted banks to lose confidence in
each other, and for their customers to lose confidence
in them. Confidence is the foundation of the banking system, and acute liquidity problems are likely to
arise if this confidence evaporates and savers withdraw
their deposits simultaneously. A crisis of confidence in
a single bank might not necessarily have major consequences, but a systemic collapse would result if the
jitters hit banks around the world at the same time.
This is what happened when Lehman Brothers filed
for bankruptcy, with confidence draining from bank
to bank and continent to continent as the US and UK
subprime mortgage crises threatened to engulf the entire global financial system.
Sharp rise in risk premiums

Investors, lenders and savers responded by rushing
almost simultaneously to re-evaluate risk. Refinancing
risk and counterparty risk, both of which are relatively
easy to calculate under normal economic conditions,
were repriced at extremely high levels.
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Though well-founded, our strategy did not bear fruit
in 2008: risk diversification is little help during a mass
flight from risk. It is very difficult to construct a portfolio that can withstand a systemic failure, and we can
merely acknowledge that the AP3 portfolio was not
designed to handle the crisis. Systemic collapses are
rare because they require such a comprehensive failure
by all financial decision-makers.
When Lehman Brothers declared bankruptcy we did
not realise quickly enough that it presaged a systemic
crisis capable of causing a worldwide recession. Initially
we focused on limiting counterparty risk. Counterparty
risk offers low returns and losses cannot be recouped
by retaining the investment for the longer term. It thus
differs from equities, where investors can recover losses
when times improve (assuming the company does not
go into liquidation). We incurred no pure counterparty
risk losses but did make losses on equities and bonds
issued by companies that filed for bankruptcy. These investments are unlikely to be recoverable but involve limited sums of money.
Our primary losses in 2008 were on equity portfolio
investments and credit bonds. Here, we underestimated

Statement by the CEO

2009 will be no less
challenging in terms
of exploiting oppor
tunities while limiting
risks.

the risk of a mass flight from equities and other securities. In retrospect, we should have reduced portfolio
risk further in order to limit losses. Nevertheless, a
long-term investor like AP3 has the opportunity to
recover losses when the market turns.
Turnaround may take time

Global economic activity is declining rapidly and the
outlook for the near term is unfortunately not very
encouraging. Despite massive interventions by central
banks and governments around the world it will take
time for the real economy to turn the corner. It is very
difficult to gauge how long this process will take.
At AP3 we have a lot of hard work in front of us as
we seek to diversify risk, capitalise on new openings
and limit the risks that offer the lowest rewards over
time. We expect 2009 to be another major challenge
in our drive to be a successful pension manager. Naturally, we will do our utmost to ensure we achieve the
portfolio risk profile that best positions us to generate
strong returns and create value on behalf of the pension system.

All AP3 staff worked extremely hard in 2008. This did
not produce the desired results, but in difficult times
these efforts go beyond what is reflected in the bottom
line.
kerstin hessius
Chief Executive Officer
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AP3’s role in the pension system

Long-term mission

AP3 is part of Sweden’s national pension system. Our

What is a buffer fund?

mission is to generate maximum possible benefit for

AP3, together with AP1, AP2, AP4 and AP6, is one
of five buffer funds whose capital is used to balance
temporary deficits that may arise between payments of
pension contributions and pension disbursements. The
factors influencing the future balance between contributions and disbursements are shown in the graph on
page 5.

the system by managing our fund capital so as to de
liver strong investment returns at a low level of risk.

The AP funds have two different roles within the pension system. First, they act as a buffer by using their
capital to fund future pension payments. Second, they
generate investment returns that contribute to the
long-term financing of the system.
Pension system financing

The statutory retirement pension consists of two separate elements and systems: an income pension and a
premium pension. The income pension is pay-as-yougo, which means that current pensions are funded by
contributions paid by people currently in work.
Pension contributions are 18.5% of salary (up to a
statutory maximum of SEK 48,000 x 7.5) and are paid
as taxes and fees. Of this, 2.5 percentage points go into
a premium pension and 16 percentage points into an
income pension.
Payment flows in the national pension system
Pensions are financed by a contribution amounting
to 18.5% of total salary, with 2.5% being allocated
to individual premium pension accounts.

16% is used to finance
current pensions

AP1, AP2, AP3 and AP4
each receive one quarter of
pension contributions

Contributions 2007
SEK 190 billion

AP1
AP2
AP3
AP4

How will pensions be affected?

The size of an individual’s future pension depends
on the number of “pension credits” that he or she has
amassed. Pension credits are indexed upwards annually
in line with wage growth to ensure that pensioners’ living standards remain in line with those of Swedes in
general.
Automatic balancing

It is vital for the future sustainability of the Swedish
pension system that pension assets are sufficient to
cover future outgoings. These assets are primarily the
value of future contributions to the system, with the
remainder being the AP funds’ cumulative investment
capital. Liabilities are the value of future pension disbursements.
The pension system’s financial status is expressed
as a balance ratio. At the end of 2007 the system had a
small surplus of SEK 18 billion, equivalent to a balance
ratio of 1.0026.
When the balance ratio falls below 1 it means liabilities exceed assets, at which point the automatic balancing mechanism is activated. Balancing involves the value

AP funds
SEK 898 billion

Contribution capital
SEK 6,116 billion
Balance ratio
1.0026

Pension liability SEK 6,996 billion
AP1, AP2, AP3 and AP4
each finance one quarter of
total pension disbursements

Disbursements
2007
Disburse
Disbur
Dis
sem
m
SEK 186
186 billion
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of pension entitlements being indexed at a lower rate,
thereby reducing the value of future pensions. Indexation remains at this new, lower level until assets and
liabilities return to equilibrium. Automatic balancing

AP3’s role in the pension system

What factors influence the balance between pension
contributions and disbursements?

Primary investment rules of the AP funds
At least 30% of each fund’s assets must be invested in low-risk fixed income securities.

Pension
contributions

A maximum 40% of assets may be exposed to
currency risk.

AP funds’
buffer capital

• Population growth
• Labour market participation
• Economic growth
• Wage growth

Paid-out
pensions
• Number of pensioners
• Average life
expectancy
• Wage growth

In 2007, contributions to the pension system totalled SEK 190 billion and
paid-out pensions totalled SEK 186 billion. The AP funds had combined
buffer capital SEK 898 billion, equal to just under five years’ pension
disbursements. This is known as “fund strength”. Contributions and disbursements vary over time in accordance with the factors shown above.

Each fund may own shares corresponding to no
more than 10% of the voting equity in any single
listed company.
The value of each fund’s equity holdings may
not exceed 2% of the capitalisation of the Stockholm stock market.

A maximum 5% of a fund’s assets may be invested in private equity. Such investments must
be made indirectly via private equity firms or
mutual funds.
At least 10% of a fund’s assets must be managed by external managers.
AP funds may not invest directly in commodities.
AP funds may invest in derivatives to increase
their operational efficiency and to manage risk.

are liquid, meaning that it must be possible to buy or
sell them. Investments must also be independent of
economic or business policy considerations.
Role of a state pension fund

means the pension system regulates its own finances and
avoids the government having to intervene to raise contributions or borrow money to fund pensions.
If there is a risk of automatic balancing occurring, the
size of the AP funds’ capital takes on great significance
for the size of the pensions that the system pays out. If
investment returns are favourable, the risk of a deficit
decreases. Thus, the AP funds’ role is to reduce the risk
of the automatic balancing mechanism being activated.
See pages 6-7 for information on what happens when
the system is imbalanced.

AP3 is a state-owned pension fund whose board of
directors is appointed by the government.
❖ The Board has full operational responsibility for the
Fund.
❖ Board responsibilities include asset allocation, corporate governance and approving the risk management plan.
❖ AP3 is independent because its activities are regulated solely by legislation.
❖ The government cannot issue directives on AP3’s dayto-day operations or asset management activities.
❖ AP3 has external auditors, appointed by the government.

Mandate and investment rules of the AP funds

Government review

The AP funds’ activities are regulated by the National
Pension Funds Act of 2000:192, which states that the
First, Second, Third and Fourth Swedish National
Pension Funds (AP1, AP2, AP3 and AP4) must manage their assets to generate maximum benefit for the
income-based retirement pension system. The funds
should invest their assets so as to deliver high longterm returns. The overall level of risk in the funds’ investments should be low. The funds’ investment rules
are set by Parliament. They are highly flexible but have
a core requirement: that the funds invest in assets that

The Ministry of Finance carries out an annual review
of the AP funds on behalf of the government. The results are then evaluated by the Parliamentary Standing
Committee on Finance.

Role of the AP funds if balancing occurs

Read more about
the Swedish pension
system and download the system’s
annual report from
the Swedish Social
Insurance Agency
website at www.forsakringskassan.se.
Read the annual review of the AP funds
by the Ministry of
Finance at www.
riksdagen.se.
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Pension system interview

What happens if the
pension system is not
in balance?
Erik Valtonen is Chief Investment Officer at AP3,
with responsibility for the Fund’s overall asset management structure and issues relating to portfolio construction, such as which assets the Fund should invest
in and in which markets. He also monitors general
trends in the asset management industry to identify
new areas for investment.

means liabilities are too high compared to assets and
then a built-in adjustment mechanism known as automatic balancing is activated. This involves reducing
the upward indexing of paid-out pensions. A heavy fall
in the balance ratio could even result in a reduction in
nominal pensions.

Let’s start by putting the AP funds in context. Talk us

balance ratio?

through the pension system finances.

The AP funds represent about 10% of pension system
liabilities, so a 10% change in the value of their assets
would result in a 1% rise or fall in the balance ratio if
all other things are equal. The balance ratio is also influenced by liabilities and the principal assets of the
system – pension contributions. These are outside the
AP funds’ control and in some years have played a bigger role in the financial health of the system than the
AP funds have.
Had it not been for the strong returns generated
by the funds in 2003–2007, automatic balancing would
have occurred earlier due to changes in these other factors.

The pension system’s balance sheet is a good place to
start and is pretty simple really. There are just three balance sheet items: pension liabilities on the liabilities
side and contribution assets and the value of the buffer
funds on the assets side.
How large are the buffer funds?

They are about 10% of the liabilities in the system,
which means the value of each AP fund’s assets is less
than 3% of total liabilities.
How do you measure the financial balance of the
pension system?

By comparing the assets and liabilities of the system at
the end of each financial year. The ratio of assets to liabilities is known as the balance ratio. When assets exceed liabilities the balance ratio is more than 1 and the
system is financially healthy.
Why is the balance ratio so important?

Because the pension system has to be self-financing it
is vital that it can cover its long-term commitments.
The balance ratio measures the financial strength of
the system, by which we mean its ability to meet these
commitments. If the balance ratio falls below 1 it
6 ¦ t hir d sw edish n at ional pens ion f und 2 0 0 8

What effect do the AP funds have on the

What factors impact on the balance ratio?

The length of time we spend in work and the employment rate, average life expectancy and average wage
growth for society as a whole are some of the key factors when it comes to the long-term balance of the
pension system. In the shorter term, more technical
factors that affect pension system liabilities or assets
can also have an impact.
What is the balance ratio at present?

We estimate that the value of the AP funds fell
by more than 20% in 2008, which translates into a

 ecrease of about 2% in the balance ratio. Right now
d
we don’t know the size of the other balance sheet items,
but if we go by forecasts then the balance ratio is likely
to be around 0.9741. Conditions from the start were not
all that good. Despite strong growth in the AP funds
in 2003–2007, the balance ratio was only marginally
above 1.
What does this mean for pensions?

It means that the upward indexing of pensions will be
reduced in 2010. When the balance ratio rises above 1
again, the rate of indexing will be faster until it reaches
its original level. Obviously, it’s very unfortunate that
one of the greatest financial crises in modern times hit
us just at a moment when the pension system had little
room for manoeuvre.

100 years, equities have delivered a nominal annual
return of 9-10%. Bonds have generated about half that.
We have allocated more of our capital to alternative
assets in the last few years to reduce dependence on
equities, but even these have been hit by the crisis.
Another point to bear in mind is that our current investment rules limit how much we can invest in alternative assets, such as infrastructure.
The AP funds’ long-term goal of high investment
returns means that the value of their portfolios can
fluctuate considerably over the short term. This is simply the price we have to pay for the long-term nature of
our mandate. The reason the portfolio fell so heavily in
2008 was because the scale of the financial crisis caught
everyone by surprise.
Finally, are there any ways AP3 can capitalise on the

Why do the AP funds hold such a large proportion of

slump in financial markets?

their assets in equities? Couldn’t automatic balancing

The commitments of the pension system are not subject to market valuations, unlike those of life insurance
companies for example. This gives the funds more freedom and flexibility. If the price of an asset falls we do
not have to sell at unfavourable rates if we believe it is a
sound investment over the long term. Major swings in
asset prices also create buying opportunities for longterm investors like AP3.

have been avoided with a lower weight in equities?

With a lower weight in equities the balancing mechanism would probably have been activated earlier. It’s
important to remember that the funds’ commitments
to the pension system are very long-term and span
many decades. For the system to be sustainable over
the long term we need a real return that averages above
4% per year. You cannot generate such a high rate of
return without substantial investment in risk-related
assets, especially equities. If you look back over the last

1

A ccording to forecasts by
the National Institute of
Economic Research, 19
December 2008, and the
Swedish Social Insurance
Agency, 19 January 2009.
The parliamentary
pensions working group
asked the Swedish Social
Insurance Agency on 10
February 2009 to review the
way automatic balancing is
measured.
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Mål och strategi

Strategy for creating a diversified portfolio
AP3’s mission is to generate the maximum possible
benefit for the pension system over a 30-40 year time
frame. Achieving this requires that we deliver strong
and stable long-term returns over time.

Our target is a real return of at least 4% per year over
the long term and is based on analysis aimed at identifying a portfolio that meets three criteria:
1. Maintains or increases the relative size of the
buffer funds in relation to annual pension disbursements. Fund strength is currently 4.8, which means
that the buffer funds would be able to pay pensions
for 4.8 years if no new contributions were paid in. Our
analysis indicates that minimum equity exposure of
50% is required to maintain fund strength.
2. A healthy projected balance ratio (pension system
assets in relation to liabilities). Assuming an equity
weight of 50–60% in the buffer funds’ portfolios, the
balance ratio is likely to exceed 1.1 in 2030. A government report (SOU 2004:105) has suggested that a
balance ratio of more than 1.1 will lead to surpluses
being paid out by the pension system.
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3. Limited risk of substantial pension shortfalls arising from automatic balancing. For the average pensioner,
it is more important to reduce the risk of pensions being
lower than expected than to increase the possibility of
pensions being higher than expected. The adverse effect
of having SEK 100 less in one’s pocket is greater than
the benefit of having SEK 100 more.

AP3’s investment attributes
The nature of AP3’s management mandate mean the
Fund differs in some respects from other large investors. These differences or attributes give us competitive
advantages which we can use to raise returns and reduce portfolio risk.
❖ Long-term investment approach. There are two
elements to AP3’s long-term approach. First, we have
an inherently long-term commitment to the pension
system spanning 30 to 40 years. Second, our owner, the
Swedish state, has set a long-term investment framework of rolling five-year periods. The long-term
essence of our mandate enables us to generate higher
returns by investing in assets with long-term premi-

Targets and strategy

ums. We can also invest in asset categories available
only to investors able to sign long-term agreements
and which have a liquidity premium compared to assets that can quickly be bought or sold without incurring high transaction costs.
❖ Flexibility. The AP funds enjoy greater flexibility in
their mandate and rules than many other large institutions. They are not subject to the same rules as Swedish
life insurance companies in terms of measuring liabilities and can therefore not be forced to sell assets under
unfavourable conditions. This lends flexibility that can
be beneficial in certain conditions, though the rules
relating to alternative investments are becoming outdated and a parliamentary review is needed to ensure
their continued effectiveness.
❖ State ownership. Being part of the state gives AP3
a high credit rating and makes it easier for us to enter
certain agreements on preferential terms.
The attributes listed above have an important bearing
on the Fund’s investment philosophy.

Investment philosophy
AP3’s investment beliefs – our basic view of how
markets work and the opportunities they present for
value creation – play a formative role in our management strategy.
Our basic market approach can be summarised as
follows:
❖ Long-term forecasts guide diversification.
It is possible to estimate long-term returns on different
asset classes. At AP3 we base these forecasts on studies

Active management

Medium-t erm forecasts

of historical returns combined with analysis of structural economic changes.
❖ Medium-term forecasts. Financial macroanalysis
makes it possible to identify overpriced or underpriced
assets and increase portfolio returns by being overweight or underweight in these at different moments
in time.
❖ Active management can create value. Certain assets and market segments offer opportunities to enhance investment returns through active management.
This is possible primarily in markets with relatively low
transparency, such as small cap equities.
❖ Large investment universe. In seeking to reduce
risk through diversification, AP3 invests in a broad
spectrum of assets.

Strategy for value creation
AP3 has a three-step strategy for value creation. The
first step involves identifying the long-term asset mix
– the “normal portfolio” – which best meets the overall
goal of funding future pension commitments. A core
element in this process is assembling a portfolio that
takes advantage of opportunities for diversification
across global markets.
The second step involves adjusting the portfolio on
the basis of medium-term positions in different asset
classes, based on forecasts of return and risk over a 1-3
year timeframe. These positions serve as the basis for
allocating the strategic portfolio and aim to ensure that
the portfolio is constantly in tune with the conditions
prevailing on financial markets.
The third step is about creating value through active

AP3 follows three strategic steps in pursuit
of portfolio value: The first step involves
identifying a long-term global portfolio
capable of capitalising on long-term diversification opportunities. We then adjust the
portfolio to economic and financial-market
conditions by taking strategic positions
based on a time horizon of one to three
years. The final step involves creating value
through active management of assets that
generate higher returns than index management.

Long-term diversification
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Targets and strategy

Decision process

Target return
(4%)

Commitments

Risk preferences and
long-term forecasts of
return and risk

Normal portfolio

Strategic portfolio
Positions against the normal
portfolio based on mediumterm forecasts of return and risk

Read more about
AP3’s reference
indices at
www.ap3.se.

Asset management
Implements the normal portfolio
and adds value through
alpha and beta management of
equities, fixed income
instruments and currencies

management of equities, fixed income instruments
and currencies. The Asset Management department
invests the Fund’s liquid assets to achieve the asset exposure mandated by the Board of Directors. We aim to
create value through active management and allocation
of active risk in pure alpha strategies (mandates that
tie up little or no capital and which have no reference
index). We also seek to create value in alternative investments, which are measured against absolute return
targets.

Clarity in decision-making
AP3’s Board of Directors approves the asset mix in
the Fund’s portfolio. This is referred to as the normal
portfolio. A thorough review of the normal portfolio
is carried out at least once every three years. The longterm interplay between the Fund’s assets and liabilities
determines the normal portfolio’s structure through a
process that involves analysing AP3’s pension system
commitments and long-term risk premiums on asset
markets. The normal portfolio is the portfolio the Fund
would choose if all assets were correctly valued, ignoring asset price movements of a medium-term nature
and those driven by economic factors. The portfolio is
highly diversified and consists of listed equities, fixed
income assets and alternative investments.
The strategic portfolio is allocated on the basis of
medium-term forecasts of financial market trends and
the aim here is to generate higher risk-adjusted returns
than the normal portfolio. Deviations from the nor-
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Alternative investments
Management of private equity
and real estate, for example,
against absolute return targets

Forecasts and current
conditions on the
financial markets

mal portfolio are referred to as strategic positions and
are approved by the Board. Positions are assessed on
an ongoing basis against the background of events on
the financial markets and are executed largely through
derivatives.
The alpha and beta units are in charge of management of listed assets and currency exposure. The beta
unit is charged with ensuring that the Fund’s assets are
invested in line with the normal portfolio on a daily
basis and at a low level of risk. Its goal is to outperform
the normal portfolio by 0.05 percentage points after
expenses (which corresponds to around SEK 100 million per year). The alpha unit focuses exclusively on
outperformance and aims to generate a minimum return of SEK 500 million per year. Both the alpha and
beta units are evaluated over a three-year timeframe.
Alternative investments consist of private equity,
assets with low liquidity and real estate. Our long-term
mandate enables us to invest in assets with high liquidity premiums and achieve diversification gains at the
same time. Targets for returns are expressed in absolute
nominal terms: real estate (10%), private equity (15%)
and life science equities (12%). These targets relate to
annual returns and are measured over rolling three-year
periods.

Asset management structure

New management structure
creates flexibility
AP3’s asset management operations are divided into
alpha mandates for active risk-taking and beta man
dates for pure market exposure. This is a more flex
ible portfolio structure that creates opportunities for
excess returns.

AP3’s management structure
AP3 began separating alpha and beta in 2005 and the
process is now complete. It has delivered a flexible
portfolio structure, improved risk diversification, lower
costs and increased scope for higher returns.
The Alpha and Beta department, the Alternative
Investments department and the Risk and Financial
Control department have together developed a management structure that executes the market exposures
approved by the Board of Directors, thus creating
scope for achieving AP3’s operating targets in terms of
successful strategic allocation, active management and
management of alternative investments.
The guiding principles for AP3’s management
structure are shown in the box below.

Combining alpha and beta
In traditional management, market exposure is determined using asset-liability modelling. Decisions are
then taken on what assets will be actively managed and
what assets will be passively managed. Active management is only possible within this framework if there

is a market allocation of the asset in question, which
means that the asset allocation process limits scope for
generating active returns.
The fundamental problem with traditional active
management mandates is that management of market
exposure (beta) is connected to management of active
risk (alpha). This overlap complicates the management
structure and can make it difficult to separate the costs
of alpha and beta exposure.
Separation is important because beta exposure can
be achieved at low cost, while alpha exposure requires
specialist skill and is considerably more expensive.

Advantages of separation
The asset management industry has witnessed major changes in recent years as focus has shifted from
capital allocation to risk allocation. Separating market
exposure from active risk, known as alpha and beta
separation, makes asset management operations more
effective and flexible, as well as creating greater awareness of risk and costs through a clearer and more transparent management structure.
The increased sophistication of derivative markets
has made it possible to eliminate beta exposure where
it is unwanted and to replace it with alternative exposure. This has led to a great increase in the availability
of pure alpha products.
Traditional active management mandates still

Guiding principles for management structure
Diversification. Risk-taking should be diversified at all investment levels. This includes absolute market risk and active risk.
Discipline. All decisions on risk exposure must be taken as part of a structured investment process. Risk-taking must be a controlled process and decisions weighed
against the returns they are expected to generate.

Cost effectiveness. All investment-related costs must be carefully balanced
against the rewards in terms of expected returns in combination with the cost involved. Low costs are not an end in themselves. Rather, the goal is to achieve strong
returns after expenses.
Separation of alpha and beta. Applying the principles above makes it desirable
to manage alpha and beta mandates under separate mandates, where feasible.

Flexibility. When selecting financial instruments or management forms (such as
derivatives/spot positions, funds and discretionary external mandates), the principle
is that the desired level of risk exposure must be cost-effective and in line with the
Fund’s investment approach.
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Asset management structure

Alpha and beta separation creates independence
Traditional asset management

Alpha and beta management

Traditional management structures have a link between management of market exposure (beta) and management of active risk
(alpha), which means it is not possible, for instance, to have active
exposure to Japanese securities without beta exposure to Japanese
securities. Separating alpha and beta creates a more flexible
portfolio framework, improves risk diversification, reduces costs
and increases the potential for favourable returns. Beta exposure is
achieved instead via index management and passive and enhanced
management, while alpha exposure is through GTAA mandates,
active mandates or pure alpha strategies.
Alpha

Beta

exist as an alternative but are in competition with other
types of active mandate. Execution of strategic allocations is primarily via derivatives. This allows for more
dynamic and cost-effective management of the Fund’s
strategic positions.

Increased flexibility
The diagram on page 17 describes the Fund’s asset
management in terms of alpha and beta, showing how
internal management of Swedish equities has been
divided into a passive beta mandate and two internal alpha mandates. Alpha mandates can be likened
to market-neutral strategies. The passive portfolio
provides a stable base for equity loans for these alpha
mandates.
General alpha mandates include externally managed global tactical asset allocation (GTAA) mandates,
which are mainly through mutual funds.

Risk budgeting
Active and systematic risk budgeting is a core component of the strategy for generating active returns in
alpha and beta management. Risk budgeting involves
setting targets for active return and risk for active management mandates, finding the most advantageous
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combination of mandates and ensuring optimum allocation of portfolio risk. Risk budgeting is based on the
three key variables: expected return, risk, and costs. The
objective is to optimise risk utilisation in relation to return after costs within established limits.
AP3’s active risk is a mix of more than 30 different
management mandates. The separation of alpha and
beta management involved the transfer of risk from
traditional active equity mandates to enhanced or
fundamental-based index mandates with low levels of
active risk, which were included under beta management, and to pure alpha mandates.

Risk control and compliance
The Risk Control department is a cornerstone of the
investment process. It is in charge of monitoring individual mandates and AP3’s overall risk utilisation
and results in terms of limits and target levels. Limit
infringements are reviewed and reported to the AP3
Risk Management Committee. Price and credit risks
are monitored continuously. Further details of AP3’s
risk management in 2008 can be found on pages 22-23.

Asset management structure
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New investment opportunities

New investments diversify risks
and raise potential returns
AP3 is constantly searching for new investment opportunities as we seek to diversify

Agricultural land

the portfolio, expand our investment universe and raise returns. We have invested in a

Early in 2008 we completed our initial
investments in agricultural land. These
investments are via companies that acquire,
own and manage agricultural land primarily in the fertile Black Earth region, which
offers high potential for good harvests but
where skills and financial resources are
lacking. By introducing modern equipment
and technology enhanced productivity and
agricultural efficiency can be achieved.

variety of new instruments in the last few years.

Secured bank loans
Secured loans are receivables that a bank
removes from its balance sheet and finances by issuing securities on the open market.
These receivables can include mortgages,

consumer credit and business loans, to give
a few examples. The securities are bonds
that pay a rate of interest.
Bonds tied to business loans have the
company’s assets as security. If the business
were to go into insolvency, the bond holders have prior rights over the assets compared to the holders of mezzanine loans,
high-interest bonds and the company’s
shareholders. Secured bank loans have
been commonplace in the United States
since the early 1980’s and in Europe since
the start of the millennium. Companies
often use them to finance investments in
machinery and acquisitions of businesses
as it is often cheaper than raising finance
by issuing securities and bonds in the company’s own name.
In 2008 AP3 made its first investments
in secured bank loans. We expect these
investments will reduce our portfolio risk
and deliver an annual return of 9-10%.

Green bonds
The World Bank funds a wide variety
of projects around the world, including
initiatives to reduce carbon emissions.
In 2008 the bank issued its first green
bonds, whereby the capital is dedicated to
environmental projects. Investing in these
bonds gives AP3 a stable return at a low
level of risk and also expands our portfolio
of environmental investments.
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New investment opportunities

Insurance-related investments
Insurance and reinsurance companies issue
a range of insurance-related securities to
reduce some of their risks, such as major
claims arising from natural disasters.
Entities that invest in insurance-related
securities receive a return that amply compensates for the risk of losing all or part
of their invested capital should a disaster
occur.
Insurance risks are fundamentally
independent of the financial markets. By
allocating capital to this type of investment

we can reduce our overall level of portfolio
risk and also stabilise projected future
returns. These investments should be seen
as a complement to our traditional investments in equities and bonds.
Combining a variety of non-related
insurance risks, such as earthquakes, hurricanes and storms in different parts of
the world, enables us to build a diversified
portfolio with limited exposure to single
events. We carried out our first investment
in this area at the end of the year.

Global tactical asset allocation
Global tactical asset allocation (GTAA),
is a style of asset management that
encompasses a wide range of asset classes
(equities, fixed income assets and currencies) and regions. Exposure is usually via
forward contracts. GTAA is not correlated
to other assets and management styles.
The manager takes advantage of pricing
anomalies between different assets and
markets that arise because some investors
do not maximise profit, such as central
banks and pension funds that rebalance
their portfolios. GTAA has proved to be a
capital-efficient way to gain risk exposure

Cleantech

while also generating alpha returns. AP3
has invested in GTAA funds since 2007.

Growing understanding of the human
impact on climate has stimulated the emergence of alternative energy sources. These
energy sources have attracted increasing
interest from investors, and AP3 made
its first investment in 2008 in a cleantech
fund. This fund invests in Nordic companies that specialise in renewable energy,
energy efficiency, renewable materials and
chemicals, and recycling and purification
technologies.
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Investment operations

Alpha and beta separation now complete

Read more about
our management
mandates on page
57 and at www.
ap3.se.

AP3’s management strategy is based on the latest innovations in asset management, including separation
of passive exposure and active risk. In 2008 we completed the transition to a new investment structure
reflecting this new approach. This section also gives
an overview of AP3’s management mandates at the
end of 2008.

AP3 aims to be an innovation leader in the current
transformation of pension capital management. Views
on what factors are necessary for successful long-term
asset management have changed markedly in recent
years, with the focus shifting to absolute returns and
active asset allocation. The spectrum of financialmarket products has broadened, making it possible to
create more flexible portfolio structures, for instance by
using derivatives to manage portfolio risk. This makes
it possible to separate the implementation of active risk
(alpha) from market exposure (beta).
In 2008 we completed the separation of alpha and
beta management (see pages 11-12 for a description of
alpha and beta).
AP3’s investment operations are divided into three
departments: Strategic Allocation, Alpha and Beta
Management, and Alternative Investments. Strategic
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Allocation makes medium-term deviations from the
normal portfolio by taking strategic positions. Alpha
and Beta Management manages listed assets. Alternative Investments oversees unlisted assets or those with
low liquidity.

Alpha and beta management
The Alpha and Beta Management department is
divided into three units:
1) The alpha management unit, which aims to generate
a positive absolute return by taking active positions in
equities, fixed income instruments and currencies.
2) The beta management unit, which ensures that the
Fund’s liquid investments and currency exposure are
allocated in conformity with the normal portfolio. It
also handles capital inflows and outflows.
3) The external management unit, which identifies and
recruits cost-effective external managers with proven
track records in alpha and beta management.
The alpha and beta units work to targets and market
risk limits defined in terms of active return in active
risk (tracking error) and absolute risk (value at risk).

Investment operations

Mandate

Mandate description

Alpha mandates
Active fixed income trading

Taking positions in the global bond market. Management divided into five mandates. A mandate focused
mainly on sovereign risk and which takes positions based on duration, yield curves and yield spreads
between countries. Four mandates in the credit market. One of these is internally managed and takes global
positions in credit bonds and credit derivatives. The others are externally managed and focused on US investment grade and high yield and UK investment grade corporate bonds.

Short-term fixed income

Internally managed mandate with position-taking in short-term bond yields in different regions. Positions are
mainly via fixed income derivatives.

Swedish equities

Two internal mandates with positions in Swedish equities and equity-related instruments.

Foreign equities

A dozen externally managed equity mandates in different equity market segments in Europe, North America,
Asia and emerging markets.

Active currency

Two internal mandates with active return generated by positions taken on foreign exchange markets .

GTAA

Eight external actively managed mandates with positions taken between asset classes and regions.

TAA

An internally managed mandate with positions taken in equities, fixed income and currencies as part of the
process of managing capital inflows and outflows. Positions are also taken in the context of the rebalancing
process applied to maintain the Fund’s stipulated positions in relation to the normal portfolio.

Beta mandates
Enhanced fixed income

Internal management of the Fund’s exposure to the global bond market. Management is via a reference index
containing fewer bonds than the benchmark but mirroring it in other respects – an approach that reduces
costs.

Passive equities

Externally and internally managed equity portfolios structured to track AP3’s reference index in different
regions.

Enhanced equities

Four external management mandates with a lower level of risk that aim to outperform the Fund’s global
equity index for worldwide and North American equities.

Fundamental equity index

Internal and external equity mandates managed against fundamental-based indices for Swedish, European
and North American equities.

Market value alpha and beta mandates
The alpha and beta portfolios had a combined market value of SEK 150.2 billion at 31 December.
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Investment operations

Asset management mandates for alternative investments at 31 December 2008
Original investment
commitment in SEK bn
at 31 Dec 2008

Mandate

Description of mandate and management type

Private equity

Investments in funds which invest in private equity across different regions and investment categories (buyouts and venture capital). Infrastructure assets are included in
private equity investment commitments and market value.

Real estate

Original investment
commitments
(excluding distributions) in SEK bn Market value1 SEK bn
at 31 Dec 2008
at 31 Dec 2008

20.1

11.8

10.8

Investments are in Swedish and international infrastructure and the portfolio is under
construction.

of which 1.5

of which 1.1

of which 1.0

The real estate portfolio is under construction and consists of a 25% shareholding in
Vasakronan and holdings in international real estate funds.

1.5

0.8

7.7 2

of which 1.5

of which 0.8

of which 0.7

Investments in international real estate are via funds.
Timberland

Timberland investments include Swedish and international assets.

3.2

1.7

2.3

New strategies

Investments in new strategies consist of life science equities, insurance-related
securities, secured bank loans, listed micro cap equities and agricultural land. The
portfolio is under construction.

1.6

1.0

3.1

of which 1.6

of which 1.0

of which 2.0

Investments in secured bank loans

of which 0.7

Life science investments are in small cap listed companies in Europe.
1
2

Figures based on the latest available valuations, from the third quarter of 2008.
AP3 is also exposed to real estate via SEK 6.2 billion of mortgage bonds. Only certain types of investment have preset investment commitments.

Read more about
AP3’s private equity
and real estate holdings on pages 57-58
and at www.ap3.se.

Alternative investments
AP3’s long-term mandate makes it highly suited to
invest in alternative assets. Investment commitments
for infrastructure, for example, are long-term and offer
higher potential returns than liquid assets with an
equivalent level of risk.
AP3’s alternative assets portfolio comprises private
equity, infrastructure assets, real estate, timberland and
new strategies.
Investments in real estate, timberland, infrastructure
and new strategies such as insurance-related securities
and secured bank loans serve mainly to diversify risk.
Private equity and new strategies such as life science
and agricultural land are primarily aimed at generating
higher returns.
Private equity

As the AP funds are not permitted to have direct
private equity holdings, all investments are in funds
that invest in private equity or in fund-of-funds. Under
national pension system rules, AP funds are entitled to
hold a maximum 5% of their assets in private equity.1
Our objective is to build a portfolio that is diversified
both in terms of geography (Scandinavia, the rest of
Europe and the rest of the world) and investment
category (buyouts and venture capital).2
1

In 2008 the 5% limit was
breached due to the sharp fall
in asset values (see page 45).
2
See Glossary

Infrastructure assets

Infrastructure investments are primarily in public
infrastructure such as schools, roads and hospitals that
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are financed with private money. Because these investments are expected to generate high and stable annual
dividends for long periods (up to 30 years) and also
offer limited counterparty risk, they are highly suitable
for long-term investors like pension funds. The AP
funds’ investment rules class infrastructure as private
equity, which means AP3 is limited in terms of how
much it can invest in this area.
Real estate and timberland

AP3’s long-term target is real estate exposure, including timberland and infrastructure, of 10% of the total
portfolio.
New strategies

AP3 invests in a variety of strategies that are measured
against absolute return targets. These include secured
bank loans, agricultural land, insurance-related securities and life science.
Investments in innovative life science companies
can generate excellent returns but invariably demand
patience from investors. Investments in this sector are
often illiquid and high-risk, though company-specific
risk can be mitigated by investing in a wide range of
businesses in different segments of the market.
Read more about investments in other new strategies on pages 14-15.

Economic review 2008

Stimulus measures to halt the decline
After several years of strong economic growth, a

Sharp decline in the real economy

slowdown in the world economy was expected in

For a long time many observers believed the impact of
the financial crisis on the real economy would be limited. Economic conditions remained robust in large parts
of Asia and Latin America. Although many eurozone
economies experienced a slowdown during the first
half of the year, the United States – the epicentre of the
financial crisis – continued to show positive growth,
while commodity and food prices rose to record levels.
Inflation accelerated in many countries and a large
number of central banks responded by raising interest
rates. Meanwhile, problems continued to mount in the
financial markets. When US investment bank Lehman
Brothers filed for bankruptcy protection in September,
bringing a 160-year epoch to a close, it signalled a failure in the control mechanisms regulating the financial
system. The crisis of confidence became acute and by
late autumn it was apparent that the unthinkable – a
systemic failure – had occurred.

There is no universal definition of a worldwide recession. But it is highly likely that we are witnessing
an unusually sharp global downturn at the moment,
though it is difficult to know in advance at exactly
what point the economy will enter recession and how
deep it will be. The difficulties involved in ascertaining
the exact state of the economy are illustrated by the
fact that it took a year for the US National Bureau of
Economic Research (NBER) to establish that the US
economy entered recession back in December 2007.
Most experts agreed at the start of the year that the
US economy would slow down in 2008, but it took a
long time to determine whether this slowdown would
involve a recession or not.
The definition of a recession is considerably wider
than a mere decline in GDP growth. Thus, the US
economy continued to expand in the first half of 2008
despite being in recession according to the NBER.
Nevertheless, GDP growth was negative in the second
half, according to preliminary data, and the slowdown
was especially evident in the final quarter, with GDP
falling by more than 1% compared to the same period in
2007.

Fiscal and monetary stimulus

Global effects

The systemic failure triggered a surge in the spread between central bank prime lending rates and interbank
lending rates, causing some credit markets effectively
to cease functioning and precipitating a worldwide
fall in asset prices. Meanwhile, business and consumer
confidence collapsed and the systemic failure began to
be felt increasingly in the real economy.
Numerous governments around the world discussed
fiscal stimulus measures during the late autumn. These
bailouts went beyond the financial sector and included
direct support to industries including the US automotive sector. Simultaneously, the world’s central banks
took extraordinary measures to try to mitigate the
effects of the breakdown in the financial system. Many,
including the Swedish Central Bank, made radical cuts
in policy rates, which in many cases fell to historically
low levels.

Economic conditions also deteriorated with alarming
speed in other parts of the world in the wake of the
financial collapse. Eurozone economies were already
experiencing a slowdown by the summer, with German
GDP growth falling in the second and third quarters
and many countries seeing negative GDP growth for
one quarter at least. The recessionary signs became ever
clearer as the autumn progressed. In Sweden, layoffs
reached the same levels as during the economic crisis
in the early 1990s.
Meanwhile, growth rates in major emerging
economies like India and China began showing signs
of slowing. China quickly switched from a spending
squeeze to fiscal stimulus, with the central bank cutting interest rates and reducing the capital adequacy
requirements for commercial banks. Russia was hit by
falling commodity prices, and the Moscow stock market sustained heavy losses during the year. By year-end,

2008 amid the crisis in the US subprime mortgage
market – a crisis that spread to engulf the entire global financial sector.
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6

the Russian equity market’s capitalisation was only
30% of what it was at the start of the year.

5

UK stoked interest rates
Inflation fears

10-year government bond yields, 2008, %¹

Japan
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Bond yields fell in late autumn.

USAof low inflation, consumer prices rose
After a period
markedly atSverige
the end of 2007 and during the first half
of 2008. Higher
commodity and energy prices were a
Euroområdet
major factor, with oil prices continuing to climb during the first half of the year. The price of Brent crude
peaked during the summer and then settled at between
$130 and $145 per barrel. Many central banks identified
a risk of higher commodity and energy prices leading
to increased inflationary pressure, which risked becoming a self-fulfilling prophesy. For example, the Swedish
Central Bank raised its prime interest rate to 4.75% in
early September to tackle inflation.

US 10-year government bond yield¹

Large cuts in interest rates

16 %

After declining during the early part of the year, longterm bond yields rose again during the spring and
summer amid expectations that central banks would
be forced to tackle inflationary pressure in spite of
the economic slowdown. Ten-year government bond
yields in Sweden and Germany reached their highest
levels for several years. Oil prices fell sharply after the
summer, ending the year at $37 per barrel. Other energy
prices also fell, as did food prices. Against this background and the collapse of the financial system during
the autumn, a number of central banks slashed interest
rates. The US Federal Reserve cut its policy rate to
between 0 and 0.25% in December, the lowest level
for 60 years. Continued interest rate cuts are expected
in early 2009, a trend reflected in a sharp fall in bond
yields in the latter part of 2008. At the end of 2008,
yields on 10-year US government bonds were at their
lowest level since the early 1950s.
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Yield at its lowest level since the 1950s.

Equity market performance, 2008, (index 100)¹
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Heavy falls in equity markets across all regions during the autumn.

1

Source: Reuters EcoWin
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Worries over rising consumer prices soon gave way to
concern over deflation. Deflation can result in businesses and households deferring consumption of goods
and services in expectation of further price declines,
thereby exacerbating the economic slowdown.
The systemic failure of the financial system led to
higher demand for safe investments. Falling bond
yields were a symptom not only of deflation worries
and economic stagnation, but also of increased risk
aversion. The massive interventions by central banks
did improve matters in some financial markets at the
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end of the year, however. The interbank lending crisis
eased slightly amid a narrowing of the spread between
central bank and interbank rates.

Swedish krona exchange rate for euro, US dollar and Japanese yen, 2008¹
12 SEK
10

Weaker krona

The Swedish krona fell sharply against the Japanese
yen, US dollar and euro in 2008. This weakness was
particularly pronounced during late autumn, and
especially against the yen and dollar. Having started
the year at SEK 5.75 and SEK 6.40 against the yen and
dollar respectively, the krona ended the year at rates of
SEK 8.60 and SEK 7.75 against these two currencies.
Against the euro, the krona was relatively stable at
around SEK 9.40, but ended the year at SEK 10.90.
Equity market slump

The widely anticipated slowdown in the world
economy saw a downward revision in corporate profit
forecasts early in the year. This led to weakness on
equity markets, though the fall in share prices was initially limited. The main correction came in September
and October in conjunction with the collapse of the
financial system.
For the year as a whole, equity markets fell by
between 30% and 45% in Sweden, the eurozone, the
UK and the US. In Asia, the Japanese bourse recorded
a decline of 45%, while other Asian markets fell by just
over 50%. Emerging markets also fared badly, posting
declines of more than 50%.
Overall, volatility was extremely high on world
bourses, with the Swedish equity market witnessing
daily price swings of more than 5% on a number of
dates. The turmoil on equity markets not only reflected
economic weakness and concern over corporate earnings but was also a direct consequence of the problems
in the financial sector. Many investors responded to
the collapse of Lehman Brothers and its impact on
the financial system by selling risk-related assets in
favour of low-risk government securities. The sharp
falls in equity prices created serious problems for
investors with leveraged portfolios, forcing them to sell
their holdings to reduce their risk and balance sheets
and precipitating further share price falls as a result.
This cycle left businesses struggling to raise finance
outside the equity market and saw an increasing spread
between corporate and sovereign bond yields.
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Sharp fall in the krona towards year-end

Economic policy key to recovery

Economic policy now stands as a guarantor of macro
economic stability. The recapitalisation of banks and
other financial institutions is under way and likely to
continue. It may be preferable for the state to take over
bad loans, but this approach creates problems when it
comes to measuring asset values when market pricing
does not work properly. One can therefore assume that
sorting out the problems in the financial system will
take time.
At the same time, it is clear that governments are
now targeting policy at supporting the demand side
of the economy in an effort to lessen the impact of
the recession. It is expected that central banks and
governments will continue and indeed intensify their
support measures in the near term. Even though economic policy initiatives have not been able to prevent
the world economy from shrinking, they are likely to
reduce the length and depth of the recession.

1

Source: Reuters EcoWin
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Risk management
10-åriga stadsobligationsräntor, 2007, %¹
6
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Managing risk in a crisis

4
3
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Effective risk management and risk control is
paramount in a crisis such as the one that hit world

Sverige
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Volatility in the AP3 portfolio in 2008

markets in 2008. Structure, order and clear lines of

30 %

responsibility are vital to ensure flexibility in crisis

25

management. AP3 has a wide range of measures in

20

place to ensure effective risk control.
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Market risk
Share price risk
Interest rate risk
Currency risk
Inflation risk
Liquidity risk
Political risk
Country risk

Risk map

5

AP3 allocates risks in one of four categories: market
risk, credit risk, operating risk and regulatory risk.
These each comprise various sub-categories (see
diagram).

0

Credit risk
Issuer risk
Counterparty risk
Settlement risk

Operating ris
riskk
Aktier
Akt
A
ier
Process risk
System risk
Personnel risk
Fraud risk
Stoppage risk

Regulatoryy ris
Regulator
riskk
Legal risk
Breach of rules
Reputation risk

AP3’s operations consist of taking risks to generate
returns on the investment capital we manage. Market
risk and issuer risk are actively managed. The Board of
Directors delegates risk mandates to the Chief Executive Officer and then to specific managers.
Other risks can be seen as residual, meaning that
they are part of the business but do not contribute
actively to returns. Thus, our aim here is to reduce
residual risks to a reasonable cost.
AP3 quantifies and monitors market risk and credit
risk on a daily basis, both through our own managers
and through the Risk Control department. We manage
other risks through evaluation and documentation of
established processes.

Market risk

1

See glossary

AP3 posted a return of –19.8% after expenses in 2008,
corresponding to a SEK 44.8 billion decline in fund
capital. Unrealised losses accounted for more than
95% of this decline. In the majority of cases, we
believe these losses can be recouped over the longer
term. The investment strategy remains in place in
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Volatility, meaning fluctuations in market prices, rose during the autumn
to extremely high levels.

2009 with only a few alterations from 2008.
Volatility, meaning fluctuations in market prices,
rose during the autumn to extremely high levels and
increased risk in both absolute and relative terms. We
moved to offset volatility by reviewing rebalancing
procedures between equities and fixed income and
between currencies, an initiative that included a review
of set limits. The AP3 portfolio rebalancing policy
involves having non-fixed weights in the reference
index that can fluctuate between set limits. The ability
to take quick decisions, apply pragmatic solutions and
be flexible has been vital to ensure that we do not incur
unnecessary costs in a turbulent market. Despite the
changes in rebalancing principles, portfolio volatility1
rose in November and December.
Full awareness of our exposures, both direct and
indirect, and the consequences these can have in different scenarios is critical to our ability to take necessary
actions. Indirect exposures can arise through investments in different types of funds and in investment
pools of assets. AP3’s indirect exposures, in particular
to the US credit market through our participation in
investment pools of securitised lending, gave rise to an
unrealised loss of SEK 226.6 million. The investment
pool is managed by our custodian bank, Northern
Trust, in accordance with written guidelines. When
the US credit market collapsed after Lehman Brothers filed for bankruptcy protection, Northern Trust
reported a deficit in the investment pool, which was
then closed for withdrawals and new investments. The
market value of the investments was written down and
each member was forced to provide a capital injection

Risk management

to recapitalise the fund. AP3 reported its share of this
deficit as an unrealised loss in 2008.

Credit risk
Three equity holdings were written down to zero in
2008 and the acquisition costs of these are shown
in the table below. AP3 also holds bonds issued by
Lehman Brothers. At year-end the non-subordinated
notes were valued at 10% and the subordinated notes
valued at zero. Our assessment is that the recoverable
amount of these assets is marginal. The writedowns
corresponded to 0.1% of AP3’s fund capital of SEK 181
billion at 31 December.

Major writedowns in 2008
Issuer
D Carnegie AB
Kaupthing Bank HF
Lehman Brothers Holding Inc
Lehman Brothers Holding Inc
Lehman Brothers Holding Inc
Total

Acquisition cost, SEK million
Equities
91.3
Equities
69.9
Equities
5.7
Subordinated debentures
35.0
Bond loans
2.6
204.5

reduced by settling through CLS, a system that enables
simultaneous settlement of currency transactions via
an independent third party. Where possible, AP3 uses
CLS for all contract types, currencies and counterparties.
Counterparty and settlement risks gave rise to no
credit losses during the year.
AP3 constantly monitors credit status and accounts
payable related to our custodian bank, Northern Trust,
and our clearing banks, UBS and JP Morgan.

Operating and regulatory risk
In volatile markets it is crucial that our operating
systems work smoothly, that positions are correct and
updated without delay, that valuation methods and risk
analysis methods are reliable and that the transaction
process is effective and backed up by necessary controls. AP3 is engaged in an ongoing drive to improve
the quality of our business-critical processes. We are
also well aware of the importance of having solid
agreements in place and control over contract terms
and conditions. AP3 has in-house legal expertise but
also draws on external legal advice when necessary.

Counterparty and settlement risk

Valuations

Counterparty risk is the risk that the other party in
an agreement will default on its contractual obligations and relates to foreign exchange and derivative
transactions that cannot be settled via clearing houses.
Settlement risk arises during execution of currency
transactions when one party has to fulfil its contractual
obligations without knowing if the counterparty is
doing likewise.
During the year AP3 took active steps to monitor
counterparty risk. The basic requirement is that we
do not approve counterparties without a strong credit
rating (a minimum A- rating according to Standard
& Poor’s or equivalent rating agency) and which have
signed an ISDA agreement with us. ISDA agreements
determine how receivables and liabilities will be settled
if one party is unable to fulfil its commitments. In 2008
AP3 excluded some counterparties from continued
trading and in other cases reduced exposure or decided
on early termination.
We also focused on additional minimisation of counterparty risk through CSA agreements. These require a
party with an outstanding liability to provide security
by way of cash or securities. At present, we have CSA
agreements with just over half of our counterparties and
are negotiating CSA agreements with the rest.
Settlement risk in foreign exchange transactions can be

Uncertainty over valuations increases in markets that
have high volatility and low liquidity. AP3 values
market-listed assets at officially quoted prices or using
a theoretical model valuation if reliable price information is not available. In 2008, low market liquidity
resulted in a higher proportion than usual of the Fund’s
fixed income securities being valued using models.
OTC-traded derivatives, such as currency forwards
and interest rate swaps, are also valued using modelling.
AP3 assets that cannot be valued on a listed market
are real estate and private equity, and we measure these
with lower periodicity than listed assets. The valuations
are founded on generally accepted principles for measuring fair value. Investments in private equity, which
are via private equity capital funds, are based on the
most recent quarterly reports, once we have received
them. In normal cases we receive these reports within
90 days of the end of the quarter. Year-end valuations
of private equity are based on reports for 30 September
2008 adjusted for inflows and outflows during the
fourth quarter. We apply our valuation principles consistently over time.
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Fund capital back at 2005 level
Fund capital has grown but not enough...

Fund capital 2001-2008
224.9

250 SEK bn
200
150
100

134.0
120.2

132.7

50
0

2001

2002

2003

2004

212.2

192.0

160.3

142.5

2005

2006

181.0

2007

2008

...despite growth from positive returns and
inflows

Total returns including net inflows 2001-2008
200 SEK bn
150

181.0

Returns generated by the Fund account for SEK 25.8
billion of the SEK 47 billion growth in AP3’s fund
capital in 2001-2008, with the remainder arising from
pension system inflows.

134.0

100
50
0

Starting capital
2001

AP3 received SEK 134 billion of assets to manage when
the new-style pension system was introduced in 2001.
Fund capital totalled SEK 181 billion at 31 December
2008, an increase of SEK 47 billion since inception. The
financial crisis has sharply affected the value created by
the Fund, although asset diversification has tempered
losses.

21.2

25.8

Net capital inflow
2001–2008

Total return
after expenses
2001–2008

Closing capital
2008

Nominal and real returns 2001-2008

Real annual return of 0.4%

20 %

AP3’s target is a minimum real return (minus inflation)
of 4% per year over the long term. Nominal returns
in 2001-2008 averaged 2% per year, while inflation
averaged 1.6%. Thus, the average annual return in real
terms was 0.4%.

10
0
-10
-20
2001

2002

2003

Nominal return per annum

2004

2005

2006

2007

Real return per annum
Average annual real return since inception

20
10
0
-10
-20
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Strategic allocations have made a positive
contribution overall, despite recording a
negative return in 2008
The decision to change the normal portfolio by taking
strategic positions added SEK 5.0 billion to returns in
2001-2008. The change had two elements: expansion
into new asset classes and market segments with the
aim of improving portfolio diversification, and adoption of an ongoing portfolio adjustment process based
on medium-term forecasts for asset risks and returns.

Examples of strategic allocations

❖ 2002 investment in US corporate bonds
❖ 2003 investment in US and European small cap
and mid cap equities
❖ 2003 sale of Japanese bonds
❖ 2005 shortened duration in fixed income
❖ 2005-2007 reduced currency exposure
❖ 2006 investments in emerging-market equities
❖ 2007 regional fixed income positions with US overweight
❖ 2008 reduced exposure to small cap and mid cap equities
and US equities

... but active management was hit hard by
the financial crisis...
Active return (portfolio returns compared to index
returns) is measured over three-year periods. Active
return declined sharply in conjunction with the start
of the US subprime mortgage crisis in 2007, and fell
further in 2008. For 2006-2008, active return was
negative at 0.7 percentage points. The restructuring
of the asset management structure and separation of
alpha and beta mandates has created greater scope
for improved returns going forward. Active risk (the
variation in deviation from the index) measured as
tracking error was low, averaging 0.6 percentage points
The information ratio (active return divided by active
risk) was negative in 2006-2008.

... positive impact from diversification of
alternative investments
Our long-term mandate enables us to invest in asset
classes generally restricted to investors that can sign
long-term undertakings. The risk and liquidity premiums of these investments offer high returns compared
to liquid assets. We measure the portfolio’s performance over three-year periods. In 2006-2008 alternative
investments generated a return1 of SEK 5.5 billion after
expenses, corresponding to an annual return of 15.1%.
Alternative investments posted a return of SEK 7.2
billion1 in 2001-2008.
1

Based on the latest valuation as of 30th September 2008.

Cumulative active return
1.0 %
0.5
0.0
-0.5
-1.0
-1.5
-2.0

2006

2007

2008

Diversification in alternative investments

❖ 2001 first investment in private equity
❖ 2004 first investment in timberland
❖ 2005 first investment in infrastructure
❖ 2005 construction of life science portfolio begins
❖ 2006 first investment in Asian private equity
❖ 2007 first investment in international real estate
❖ 2008 first investment in secured bank loans and
insurance-related securities
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Analysis of the Fund’s results in 2008
AP3’s results can be divided into three steps:

Return in AP3’s portfolio
Return

0

-16.3

–

2.0

–

1.4

=

-19.7

1.The normal portfolio contributed -16.3%, including returns from alternative investments.
2. Strategic positions contributed -2.0%.

-5

3. Active return contributed -1.4%.

-10

Total return for the year was -19.7% excluding expenses.

-15
-20

Normal
portfolio

Strategic
positions

Active
management

Total
portfolio

Relative contributions to normal portfolio

The normal portfolio contributed -16.3%

10 %
5

Foreign currency assets in the normal portfolio are hedged to ensure net foreign exchange exposure
of 20%. The depreciation of the krona in 2008 resulted in currency exposure making a positive
contribution of 6.3% to the return on the normal portfolio.

0

The normal portfolio’s allocation to fixed income assets contributed 2.2% to overall return.

-10

Equity allocations in the normal portfolio contributed -24.8%. By region, the contributions were:
Sweden -4.6%, Europe -4.5%, North America -4.0%, Japan -2.2%, Asia -0.9%, Global -6.4% and
emerging markets -2.2%.35

-15

Alternative investments contributed a return of -0.1% to the normal portfolio.

-5

30

-20

25

-25

20
15
10

Relative contribution of strategic positions

Strategic positions contributed -2.0%
5

20 %
0.0 %

Shorter duration in the fixed
0 income portfolio compared to the normal portfolio contributed -1.1%.
10

-0.5

0

-1.0

-10

-1.5

-20

-2.0
-2.5

Strategic currency exposure during the year was lower than for the normal portfolio and resulted in a
negative contribution of -0.6%.

In equities, position taking between regions and market segments generated a contribution of -0.4%
to overall return.

-30
-40
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Relative contribution of active return

Active management contributed -1.4%

0.0 %

The active return on the equity portfolio contributed -0.8%.

-0.3
The fixed income portfolio contributed -0.4%.

-0.6

Alpha mandates contributed -0.1%.

-0.9

Active currency management contributed -0.2%.

-1.2
-1.5

AP3’s portfolio per 31 Dec 2008
Market value per asset class1

Market value
SEK bn % of portfolio

Listed equities
Swedish
foreign
Fixed income
Swedish
foreign

83.2
17.7
65.5
67.0
19.1
47.9

45.9
9.7
36.2
37.0
10.5
26.5

Total listed assets

150.2

83.0

Real estate
Private equity
New strategies
Total alternative investments
Strategic positions
Total AP3 portfolio

16.2
10.8
3.1
30.2
0.7
181.0

8.9
6.0
1.7
16.7
0.4
100

Return
Alpha

Total

Contribution to total return

-21.9
-38.8
5.2

-17.7
-19.8
2.4
-0.3

Return
%
Listed assets
equities 2
fixed income 2
overall alpha strategies
Alternative investments
real estate
private equity
new strategies
Strategic positions 3
Total AP3 portfolio

Beta
-20.5
-37.6
6.4

-1.4
-1.2
-1.3
-0.3

2.0
8.0
-31.6
-19.7

-0.1
0
0.3
-0.4
-2.0
-19.7

1

Cash used for position-taking in futures has been divided
among the relevant asset categories.
2
Returns on foreign equities and fixed income include currency
hedging.
3
Return includes contributions from strategic positions taken by
Asset Management. 		
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Corporate governance

The approach of the AP funds to corporate governance is based on promoting the objective of securing
high investment returns. Legislation requires that the
funds take no account of business or economic policy

proactive approach to governance, through direct dialogue with individual companies and by expressing our
views at corporate AGMs.

considerations in their investment decisions. This

Active ownership

chapter describes AP3’s governance activities and

AP3’s main tools for exercising governance are
❖ Active participation in nomination committees.
❖ Dialogue with company board directors and executives.
❖ Exercise of voting rights at AGMs.
❖ Speaking at AGMs.
❖ Active involvement in developing the system of
self-regulation through participation in organisations such as the Institutional Owners Association
for Regulatory Issues in the Stock Market and the
Council for Swedish Corporate Governance.
❖ Building relations and working closely with Swedish
and international investors.

our engagement in environmental and ethical issues.

AP3 is in a unique position to exercise influence as an
independent institutional shareholder in the Swedish
equity market. Our status as part of the national pension system framework makes us independent of other
investors and commercial interests. This autonomy
gives us a good basis for earning respect for the way we
conduct ourselves as an investor, which is vital if we are
to gain support for our approach to key issues.

AP3 as an investor
The eight years since the new legislation governing the
AP funds came into force have seen a radical shift in
the perceived importance of active institutional investors. AP3 was among the first institutions to take a
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Governance focus in 2008

In 2008 we prioritised four focus areas:
Performance link in share-based incentive schemes

Much of our corporate governance work concerns
remuneration issues. AP3 has for several years applied
certain basic requirements to share-based incentive
schemes. Our view is that they should be reasonable,
transparent and linked to performance. They should
also be reviewed to establish whether they are in shareholders’ best interests.
Diversity on corporate boards

AP3 encourages diversity on company boards of directors and believes boards should possess a cross-section
of experience and expertise. We push for companies to
recruit directors from beyond the established networks
and to consider a broad range of potential candidates.
Securing greater representation of female directors is a
primary objective in this context.
Governance in the global equity portfolio

AP3’s foreign equity portfolio is managed primarily by
external managers, to whom we have opted to delegate
our voting rights in many cases. AP3 nevertheless reserves the right to revoke voting rights or instruct the
manager to vote in a particular way.
As of 2008, AP3 exercises its vote remotely for a
small part of the global portfolio (the 70 largest internally managed companies in the European equity portfolio) and in a considerable number of externally managed
North American companies when motions relating to
environmental or ethical issues are on the agenda.
Environment and ethical issues

AP3 believes there is a connection between companies’
ethical standards and their ability to deliver long-term
shareholder value. We evaluate companies to ensure
they are not in breach of international conventions in
this area and engage in face to face dialogue with businesses on these issues.
AGMs in 2008

In 2008 we cast votes at the AGMs of some 130 companies in Sweden and abroad. Our annual governance

report gives a detailed presentation of how we voted at
Swedish AGMs and can be downloaded from the AP3
website.

Environmental and ethical issues

Read the AP3 corporate governance
policy and our report
on governance in
2008 at www.ap3.se.

The preamble to the National Pension Funds Act
requires the AP funds to take due account of environmental, social and ethical considerations, though not at
the expense of the ultimate objective of securing high
returns at a low level of risk.
AP3’s ethical and social standards are based on
international conventions and agreements signed by
Sweden, including the ILO core conventions, the UN
Declaration on Human Rights and the OECD guidelines for multinational corporations.
We use two methods to implement environmental and social responsibility in our business. The first
involves screening to establish whether any company
in our equity portfolio is acting in contravention of international conventions. The second involves proactive
dialogue with companies to ensure they have satisfactory policies and processes in place to manage ethical
and environmental risks.
Joint Ethical Council of the AP funds

In 2007, AP3 joined forces with AP1, AP2 and AP4
to form an Ethical Council to coordinate a shared approach to environmental and ethical issues in respect
of our equity holdings. Operating through the Ethical
Council, the funds analyse and screen their holdings to
identify and prevent violations of international conventions and engage in dialogue with foreign companies
on these issues.
The funds commission bi-annual analyses of their
Swedish and foreign equity portfolios by an external consultant to establish if any corporations are in
breach of international conventions. If we suspect that
a company in the AP3 portfolio has committed such a
breach we investigate the facts. The next step is to contact the company and initiate talks aimed at encouraging the firm to act to prevent any repetition.
The Ethical Council also seeks to influence companies by voting at AGMs, proposing AGM agenda
items and working with other investors that share a
similar approach. The council also supports industry
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Read more about
the Ethical Council’s
activities in its 2007
annual report, available at www.ap3.se.

and investor initiatives aimed at improving transparency and protecting shareholders’ interests.
The council will publish its 2008 report in the first
half of 2009.
Exclusions

During the year AP3 excluded from its portfolio nine
companies that market cluster bombs. This decision
was taken on the basis of an analysis performed by the
Ethical Council of the new cluster bomb convention.
The companies were excluded from AP3’s investment
universe because their business activities contravene
the convention. Sweden signed the convention in December 2008. We have previously excluded a manufacturer of anti-personnel landmines, a business activity
that flouts the Ottawa Convention.
Proactive dialogue with Swedish companies

AP3 has chosen to focus its proactive initiatives in
sustainability matters on Swedish companies with
extensive production or procurement in countries with
undemocratic regimes or weak labour or environmental
legal frameworks. Our basic approach is to engage in
dialogue when we consider this to be the best way to
influence the company in question.
In 2008 we held discussions on environmental and
ethical responsibility with eight Swedish corporations.

AP3’s social and ethical policy is based on international
conventions signed by Sweden, of which the following are
especially important:
❖ The OECD’s guidelines for multinational corporations.
❖ The ILO core conventions (on forced labour, child
labour, working conditions, equality and freedom of association).
❖ The UN Declaration on Human Rights.

Issues addressed included risk systems and analysis;
general sector and country risks; work environment
protection and working conditions; environmental
risks and how they are managed; codes of conduct for
staff and suppliers; and implementation and monitoring of the Swedish Code of Corporate Governance.
Supporting international initiatives

AP3 is a signatory to the Principles for Responsible
Investment (PRI), a United Nations initiative to encourage investors to incorporate environmental, social
and governance considerations in their financial analysis and management processes.
AP3 also supports Amnesty Business Group, part of
the Swedish section of Amnesty International. ABG
works to influence and educate Swedish enterprises to
take responsibility for respecting, defending and promoting human rights wherever they do business.
AP3 has also signed the Carbon Disclosure Project,
an international initiative to raise business awareness
about climate change. The project collects data on corporate climate change strategies and greenhouse gas
emissions in a database to facilitate identification of
risks and opportunities relating to climate change.
AP3 supports the Extractive Industries Transparency Initiative, which promotes openness in the mining industry.

AP3’s corporate social responsibility standards
❖	R isk analysis and systems. Companies must have processes and
procedures in place to identify the social and environmental risks to
which their businesses are exposed.
❖	C odes of conduct. Companies must have group-wide codes of conduct for
human rights and environmental issues. These codes should be published.
❖	R eporting. Companies must publish a sustainability report, using as their
model the Global Reporting Initiative, a UN-supported programme to create
a global standard for corporate sustainability reporting.
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Making AP3 the best workplace

AP3’s success rests on the skills and expertise of our
people. Our employees have an average of 15 years’
experience across a broad spectrum of skills, expertise and working life. Their collective knowledge,
experience, dedication and effectiveness are crucial
to our performance.

AP3 offers staff a high degree of independence and
individual responsibility and an environment where
openness and professionalism are bywords.
Executive management consists of the CEO, the
Head of Asset Management, the Head of Alpha and
Beta Management, the Head of Alternative Invest-

ments, the Head of Risk and Financial Control and the
Head of Support and Development. Other managers
attend executive management meetings as and when
necessary. Executive management has responsibility
for overall Fund strategy and oversees human resources
issues.
The Risk Management Committee handles risk
management strategy and the IT Management Team
is in charge of technology issues. AP3 also has an
extended management group in which all managers
coordinate projects and discuss and compare strategies
and exchange information.

Ideal workplace for modern asset
management enthusiasts
Stimulating work
“Our management mandates are important and
rewarding. We have a wide-ranging investment
operation that offers interesting challenges in risk
management and control.”
Katarina Utterström,
Head of Risk and Financial Control

Innovative atmosphere
“It is exciting working for an innovative asset manager with
a modern view of management. We evaluate a large number
of new investment propositions every year.”
Urban Eriksson,
Portfolio Manager

Taking initiative
“My work involves taking
initiative and working in a
team. I really enjoy providing a service that makes
life easier for our portfolio
managers.”
Asia Shah, Back Office
Administrator
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Educational background

Educational background
College/university, 34
Post-academic, 4
Upper secondary, 6
Tertiary, 6

76% of AP3 employees
Gender
balanceor posthave
university
College/university,
34
Post-academic,
4
graduate
qualifications
Upper secondary, 6
Tertiary, 6

Gender balance
Male, 33
Female, 17

Male, 33
Female, 17

One third of AP3’s 50 employees are female.

Happy employees stay with us

The Fund aims to be an attractive employer which
offers staff a stimulating work environment and the
opportunities to develop their skills. All employees receive annual appraisals to review their working conditions, training needs and professional ambitions.
Training enables us to harness and enhance the
skills of every staff member. This helps to raise the
Fund’s overall competency level while increasing the
individual’s ability to perform more challenging tasks.
We also provide continuous skills development programmes that are tailored to the individual’s specific
area of expertise.
Regular visits and meetings with other pension
funds, fund managers, analysts and partners provide
vital interaction and play a key role in the skills development process. Many AP3 staff speak regularly at
conferences and AP3 managers attend management
training courses as and when necessary.
The Fund aims at all times to provide opportunities
for employees to grow as individuals and encourages
them to change jobs within the organisation when the
opportunity arises.
Taking the organisation’s pulse

We conduct regular surveys to examine staff attitudes
towards the Fund as an employer. The results are a
prime instrument for ensuring we are perceived as an
interesting and attractive employer. We also use the

results to identify areas for improvement. The results of
the 2008 staff attitudes survey were very encouraging.
Equality

Working hours at AP3 are flexible and encourage individual responsibility, making it possible for male and
female employees alike to combine work with family
life. We also support and encourage staff to take statutory parental leave. In 2008, four male employees and
one female employee took parental leave.
The age range of AP3 employees is 27-56. At yearend, 17 of the Fund’s 50 employees were female, while
67% of management positions were filled by men and
33% by women.
Promoting life balance through wellness

AP3 seeks to help staff strike an appropriate balance
between recreation, health and work, offering regular
health checks and financial incentives for exercise to all
employees.
Ethical guidelines

AP3 is committed to upholding high ethical standards.
Rules for private securities trading by staff members
are based on the Swedish Securities Dealers Association’s recommendations. Guidelines also exist in relation to outside employment, conflicts of interest, gifts
and entertainment of guests.

Board of Directors
Compliance Officer

Support and
Development

Alternative
Investments
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CEO

Communications
CEO's assistant

Alpha and Beta
Management

Portfolio
Strategy

Risk and
Financial Control

Employees

Kerstin Hessius
CEO
24 years in the financial field
Joined AP3 in 2004
Previously: CEO of Stockholm
Stock Exchange Deputy Governor of the Swedish Central Bank

Kristina Hedberg
Assistant to the CEO
11 years in the financial field.
Joined AP3 in 2007
Previously: Lager & Partners,
Carnegie Investment Bank

Christina Kusoffsky
Hillesöy
Communications Manager
19 years in marketing and
communications
Joined AP3 in 2005.
Previously: Trygghetsrådet,
TurnIT

Erik Valtonen
CIO
PhD in Mathematics
19 years in the financial field.
Joined AP3 in 2000
Previously: Handelsbanken
Markets

Communications and
CEO’s Assistant

Portfolio Strategy

Dan Bergman
Senior Strategist
PhD in Physical Chemistry, CFA.
9 years in the financial field
Joined AP3 in 2005
Previously: AFA Kapitalförvaltning, Stockholm
University

Johan Holtsjö
Strategist
5 years in the financial field
Joined AP3 in 2007
Previously: AP7, PPM

Mårten Lindeborg
Head of Strategic Allocations.
15 years in the financial field
Joined AP3 in 2009
Previously: DnB NOR, Norske
Bank, Skandia

Jan Alsterlind
Strategist Tactical Asset
Allocation.
12 years in the financial field.
Joined AP3 in 2007
Previously: Swedish Central
Bank, National Institute of Economic Research

Christoffer Bengtsson
Strategist Asset Allocation, PhD
in Economics
3 years in the financial field
Joined AP3 in 2008
Previously: Swedish Central
Bank

Peter Lundkvist
Senior Strategist Asset Allocation
and Corporate Governance. 14
years in the financial field
Joined AP3 in 2006
Previously: Swedish Central
Bank, National Debt Office

Gustaf Hagerud
Head of Investment, Alpha
and Beta
23 years in the financial field
Joined AP3 in 2008
Previously: AP1, Alecta

Anne-Charlotte
Hormgard
Senior Manager Alpha and Beta
Investments
AFA, CEFA
20 years in the financial field.
Joined AP3 in 1993
Prevoiusly: Bohusbanken FK,
Folksam finansdivision

Strategic Allocation

Alpha and Beta
Management
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Alpha Management

Beta Management

Lars Orest
Head of Alpha Management
25 years in the financial field
Joined AP3 in 2000
Previously: Swedish Central
Bank, Sparbankernas Bank

Inge Andersson
Portfolio Manager Swedish
Equities
26 years in the financial field
Joined AP3 in 2005.
Previously: Handelsbanken Kapitalförvaltning, Trygg-Hansa

Jannis Asdrés
Portfolio Manager Credit Bonds
12 years in the financial field
Joined AP3 in 2001
Previously: ABN Amro Transferator, Handelsbanken Global
Trading

Matthias Buhr-Berg
Portfolio Manager Foreign
Exchange.
22 years in the financial field
Joined AP3 in 2000.
Previously: SEB, Stora Finans

David Stillberger
Portfolio Manager,
Quantitative Analyst
8 years in the financial field.
Joined AP3 in 2001

Per Svenhage
Portfolio Manager Foreign
Exchange.
21 years in the financial field
Joined AP3 in 2008
Previously: Norges Bank Statens
PensionsfondUtland, SEB

Eskil Svensson
Portfolio Manager Swedish
Equities
20 years in the financial field.
Joined AP3 in 2000.
Previously: Alfred Berg Kapitalförvaltning, Alfred Berg Fondkommission

Mats Wirdefeldt
Portfolio Manager Short-Term
Rates CFA
11 years in the financial field
Joined AP3 in 2002
Previously: SEB Asset Management, SEB Trading

Hans Ericsson
Head of Beta Management, Portfolio Manager Asset Allocation
24 years in the financial field
Joined AP3 in 2000
Previously: Handelsbanken
Kapitalförvaltning, Handels
banken Markets

Christian Alexanderson
Analyst
Joined AP3 in 2009

Olle Bastmark
Portfolio Manager, Trading Equity
Derivatives, Execution Equities
and Derivatives
5 years in the financial field.
Joined AP3 in 2004

Urban Eriksson
Portfolio Manager Asset
Allocation and Head of Equities
and Derivatives.
23 years in the financial field
Joined AP3 in 1999
Previously: Robur Kapitalförvaltning, Sparbankernas Bank

Anette Hellström
Portfolio Manager Cash Management, Repo and Foreign
Exchange.
23 years in the financial field.
Joined AP3 in 2001.
Previously: SKF Treasury Centre,
SEB Trading & Capital Markets

Stig Jonsson
Portfolio Manager Quantitative
Strategies
20 years in the financial field
Joined AP3 in 1999
Previously: Handelsbanken Markets, Öhman Fondkommission
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Mattias Lundgren
Portfolio Manager Passive Portfolios and Quantitative Models
8 years in the financial field
Joined AP3 in 2006
Previously: Brummer & Partners,
Henestams Ekonomitjänst

Beta Management

Mattias Bylund
Head of External Management
7 years in the financial field
Joined AP3 in 2002

Claudia Stanghellini
Portfolio Manager External
Management
11 years in the financial field
Joined AP3 in 2002
Previously: Sun Life Financial

External Asset
Management

Bengt Hellström
Head of Alternative Investments
24 years in the financial field
Joined AP3 in 2000
Previously: EQT Partners,Investor

Mikael Huldt
Portfolio Manager Private Equity
7 years in the financial field
Joined AP3 in 2004
Previously: Mannheimer Swartling law firm

Alternative Investments

Ulrica Slåne Sens
Portfolio Manager Life Science
AFA, CEFA
20 years in the financial field
Joined AP3 in 1999
Previously: Carnegie, Enskilda
Securities

Klas Åkerbäck
Portfolio Manager Real Estate
10 years in the financial field
Joined AP3 in 2000
Previously: Alfred Berg Kapitalförvaltning

Mikael Fagerlind
Head of Risk Control/Middle
Office
9 years in the financial field
Joined AP3 in 2006
Previously: Capto Financial Consulting, ABB Financial Services

Katarina Utterström
Head of Risk and Financial
Control
20 years in the financial field
Joined AP3 in 2008
Previously: DnB NOR Bank, Atos
Consulting

Fredrik Bynélius
Analyst Risk Control/Middle
Office
1 year in the financial field
Joined AP3 in 2009
Previously: EFG

Sebastian Mossfeldt
Analyst Risk Control/Middle
Office
16 years in the financial field
Joined AP3 in 2001
Previously: SEB Fonder

Carolina Tjärnå
Analyst Risk Control/Middle
Office
3 years in the financial field
Joined AP3 in 2008
Previously: Swedbank Robur

Yvonne Thomson
Chief Financial Officer
27 years in the financial field
Joined AP3 in 2000
Previously: OM VPA, Gota Bank

Risk and Financial
Control

Risk Control/
Middle Office

Financial Control
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Financial Control

Patricia Rydén
Accountant
21 years in administration and
finance
Joined AP3 in 2001
Previously: WM Data, SNS

Eva Wallmark Wallinder
Accountant
15 years in the financial field.
Joined AP3 in 2005
Previously: Handelsbanken
Kapitalförvaltning, Handels
banken Fonder

Legal

Mikael Sedolin
Chief Legal Officer and Compliance Officer
Associate Judge of Appeal
15 years in the financial field
Joined AP3 in 2000
Previously: Ministry of Finance,
National Debt Office

Charlotte Jürgenthal
Legal counsel
9 years in the financial field
Joined AP3 in 2008
Previously: Nordea Bank, Nordea
Investment Management

Support
and Development

Adriano Pizzignacco
Head of Support and Development
9 years in the financial field
Joined AP3 in 2007
Previously: OMX, Ernst & Young

Håkan Johansson
Business Support/Back Office
10 years in the financial field
Joined AP3 in 2005
Previously: Amendo, Scan
gruppen

Business Support/
Back Office

Lotta Karlsson
Business Support/Back Office
32 years in the financial field
Joined AP3 in 1999
Previously: Öhman Fondkommission, Jacobson & Ponsbach

Maria Prinsström
Business Support/Back Office
23 years in the financial field
Joined AP3 in 2000
Previously: Robur Kapitalförvaltning, ABB

Asia Shah
Business Support/Back Office
6 years in the financial field
Joined AP3 in 2007
Previously: Nordea Fonder

Mikael Gustafsson
Head of IT and Administration
24 years in the IT sector
Joined AP3 in 2001
Previously: Electrolux, Alcro
Beckers

IT

Johan Andersson
IT Technician
11 year in the IT sector
Joined AP3 in 2007
Previously: Arete Datastöd,
Nordea

Kristoffer Myhrman
IT Systems Manager
11 years in the IT sector
Joined AP3 in 2007
Previously: Wall Street Systems,
VPD Financial Consulting

Administration

Kersti WaldenhagenTaxén
Receptionist
33 years in administration and
finance
Joined AP3 in 2001
Previously: Företagarhuset/
Kontorshotellet in Täby

Philippe Vincent
Systems Analyst
16 years in the IT sector
Joined AP3 in 2008
Previously: AP4, Swedish Meats
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The Swedish Code of Corporate Governance requires Swedish

Board administration

listed companies to publish a governance report. The Code

The Board’s primary tasks are to set operating targets, recruit and
monitor the performance of the CEO, oversee general strategy
documents and to make decisions on overall Fund strategy, including the construction of the normal portfolio and the structure of
strategic positions. Effective control and monitoring are required
to ensure that Board decisions are implemented, that risk management is effectual and that the Fund is run in an appropriate way.
The Board of Directors held six scheduled meetings and five
extraordinary meetings during the year and also met for a briefing
during the peak of the financial crisis. One of the scheduled meetings was an extended session to discuss strategic issues.
Board meetings are also attended by the CEO and by other employees, who are present as experts or in a reporting capacity. The
CEO’s performance is reviewed annually. The CEO is not involved
in this review.

sets best practice standards for companies and organisations
active in the Swedish market. This governance report has
drawn inspiration from the Code while also reflecting the special features of the AP funds.

Along with the other AP funds, AP3 is a state-owned pension
fund. However, the funds differ considerably from other state
authorities. The main difference is their high degree of independence from the government. This is due to the fact that their
activities are prescribed by legislation, which limits the government’s ability to issue them with directives.
Board of Directors

The AP3 Board has nine members, all appointed by the government. Two directors are appointed from nominations by
employee organisations and a further two from nominations by
employer organisations. The government appoints the Chairman and Deputy Chairman from its own nominees.
In 2008 two directors, Harriet Piscator and Dag Sehlin, left
the Board and were replaced by Gunvor Engström and Sonat
Burman-Olsson. Government policy is for directors to serve
one-year terms, and the Board’s current term of office extends
until the 2008 income statement and balance sheet have been
approved.
The Board has full and collective responsibility for the operations, governance and financial management of the Fund within
the parameters set by Parliament. Board responsibilities and
activities not prescribed by legislation are covered by the Board’s
work plan, which is approved annually by the directors.
Remuneration of directors

The government sets the fees and other remuneration payable
to directors. 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 not changed since 2000. The
government has also set aside a fund of SEK 100,000 for committee work and other assignments. In 2008 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.

Governance and evaluation

In addition to finalising the annual accounts, budget, operating
plan, normal portfolio and strategic portfolio, the Board’s work in
2008 included:
The financial crisis

No asset manager can failed to have notice the extreme conditions that held sway on financial markets in 2008. The work of
the AP3 Board of Directors focused largely on the financial crisis
and its impact. During the most acute phase of the crisis, in early
October, the Board held a briefing to inform management about
the situation and how the Fund was tackling and planned to tackle
the crisis. The Board also sanctioned a departure from the Fund’s
rebalancing rules to enable a more efficient response to the extreme
levels of market volatility. The Board did not only address the risks
and effects of the crisis but also discussed various investment opportunities.
Management of strategic positions

Prior to the start of the year the Board decided to facilitate more
effective management and faster decision-making by giving the
CEO an operational management mandate for strategic positions.
This was structured to allow the CEO to adjust positions in tune
with changing market conditions, within certain frameworks.
The financial crisis and exceptionally high volatility, coupled
with the high risk allocated to these positions, meant that the
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Board put great emphasis on monitoring the process and its outcomes.
Clear focus on higher weight in alternative assets

During the year the Board took a range of decisions which together
shifted the Fund’s investment strategy towards greater exposure to
alternative assets (in other words, away from traditional listed equities and bonds).
The Board strategy meeting held during the spring discussed
a variety of alternative investment strategies based on the Fund’s
investment beliefs and special characteristics as an investor. During the year the Board approved investment mandates for secured
bank loans and insurance-related securities and a general mandate
for “new strategies”. The focus on real assets, in this context mainly
real-estate-related investments, was also expanded. During the
first half of the year AP Fastigheter gained the opportunity to
take part in the bidding for Vasakronan, which the government
had put up for sale. AP Fastigheter won the bid and merged with
Vasakronan under the latter’s name. In December AP3 reached
an agreement with Kungsleden AB to acquire half of the shares in
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the Kungsleden subsidiary Hemsö Fastighets AB, which owns and
manages a portfolio of schools, health centres and old-age people’s
homes. For 2009, the target is to hold 20% of normal portfoli assets
in alternative investments (10% real assets – primarily real estate –
and 5% private equity and 5% new strategies, such as secured bank
loans).
Alpha and beta separation

The process of separating alpha and beta management, which
began in 2007, was completed in 2008. As a result, the Board of
Directors set aside the Fund’s former management targets and
approved a new set of for alpha and beta management targets.
Discussions on performance, governance and costs

Fund performance is analysed at all Board meetings.
The Board regularly discusses governance and made two minor
adjustments to the corporate governance policy and global corporate governance policy during the year. The cost base is reviewed on
a quarterly basis and cost-efficiency is a recurring theme at Board
meetings. Canadian consultancy Cost Effectiveness Measurement

Governance report

conducts an annual benchmarking study to compare AP3’s costs
and returns against those of comparable investment managers.
The system for performance-based remuneration of AP3 employees was revised prior to 2009 in conformity with government
guidelines on renumeration.
Meeting attendance

At short notice, the Board gained two new directors and held three
extraordinary meetings, which made it difficult for all members to
attend. In connection with the Vasakronan acquisition, the Board
also held several meetings that some directors could not attend due
to a conflict of interest. Board meeting attendance was therefore
understandably lower in 2008 than in prior years.
Board committees

The Remuneration Committee has the task of ensuring that salaries and other remuneration are competitive and appropriate. The
committee reviews the salary and other remuneration of the CEO
on behalf of the Board, as well as overall salary levels of Fund
employees. It also sets allocations of performance-based incentives, based on the CEO’s recommendations. The committee’s three
members are Claes de Neergaard (chairman), Dan Andersson
and Ingela Gardner Sundström, while the CEO sits as a co-opted
member. The committee held three meetings during the year.
The Audit Committee’s role is to make recommendations to
the Board in financial reporting, accounting, internal control, risk
control and external audit. In addition to this work, the committee
during the year conducted an external review of AP3’s OTC
derivative valuation principles. A change of auditors and the
financial crisis were major themes in the second half of the year and
the main agenda items for the committee’s autumn meetings.
The Audit Committee reports directly to the Board and has
three members – Karin Kronstam (chairman), Kari Lotsberg and
Sonat Burman-Olsson. It held four meetings during the year. The
Fund’s auditors attended the meetings at which the final audit and
audit management were discussed.

Review of administration and accounts

The auditors’ work includes reviewing the Fund’s operating activities, administration, annual accounts and accounting records. They
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. They also report orally to the
Board at least once a year and submit written reports on their audit
of the annual accounts and administration. The auditors attend
Audit Committee meetings two or three times a year and also
make oral presentations to the Ministry of Finance once a year.
Internal control

Ultimate responsibility for internal control rests with the Board
of Directors. The risk management plan includes frameworks and
guidelines set by the Board covering the division of responsibilities,
risks and limits, and procedures for monitoring and control.
The Risk and Financial Control department ensures that the
risk framework is complied with. The risk control process ensures
that the Fund stays within stipulated limits and complies with applicable restrictions and instructions.
The Risk Control department oversees day-to-day internal control of financial and operating risks. The department is independent
and organisationally separate from the functions that make investment decisions.
Risk control is based on effective reporting of risk. The Risk
Control department reports daily to executive management and
is in close touch with the Board via the Audit Committee. Where
necessary, the department also reports directly to the Board.

Audit

AP3’s auditors are appointed by the government, which in 2008
appointed Lars Bonnevier and Anna Peyron of Ernst & Young as
the new auditors. Their mandate is for one year and runs until the
2008 income statement and balance sheet are finalised. Ernst &
Young also audit the accounts of the other AP funds, and Anna
Peyron coordinates the audit process between the funds.
t h ir d s w e dis h n at ion al pe n s ion fun d 20 0 8 ¦ 39

Board of Directors

Board of Directors

 laes de Neergaard
C
Chairman
Appointed to the AP3 Board in 2003.
CEO of the Swedish Industrial Development Fund.
Directorships at Access Capital Partners SA, Emerging Africa.
Infrastructure Fund, Guarantco Ltd, Innovationsbron AB and the Swedish
Private Equity & Venture Capital Association.
Previously Deputy CEO of the European Investment Bank, Executive
Director of the European Bank for Reconstruction and Development
(EBRD), Chairman of the Nordic Investment Bank, CEO of Nordbanken
Luxembourg SA and self-employed businessman. Various directorships
in the private and public sectors.
BSc. Year of birth 1949.

Dan Andersson
Appointed to the AP3 Board in 2000.
Previously Chief Economist of the Swedish Trade Union Confederation
and Under-Secretary of State at the Ministry of Enterprise, Energy and
Communications.
BSc. Year of birth 1948.

Gunvor Engström

Sonat Burman-Olsson
Appointed to the AP3 Board in 2008.
Deputy CEO and Chief Financial Officer of ICA AB.
Directorship at ICA Banken.
Previously Vice President Electrolux, AB, Senior Vice President Electrolux, Europe, Vice President Electrolux International, Executive Director
British Petroleum and Siemens.
BSc and Executive MBA. Year of birth 1958.

Appointed to the AP3 Board in 2008.
Governor of Blekinge County.
Directorships at Länsförsäkringar Liv, Semcon AB, County Administrative
Board of Stockholm’s healthcare area, IFS and Apoteket’s restructuring
company.
Previously CEO of Bank, CEO of Företagarna, Assistant Under-Secretary
Ministry of Enterprise, Energy and Communications, self-employed businesswoman, Marketing Manager NewSec, Marketing Manager FFNS
and CEO of Tjänsteförbundet.
BSc. Year of birth 1950.

Ingela Gardner
Sundström
Appointed to the AP3 Board in 2004.
Directorships at Swedish Association of Local Authorities and Regions
Delegation for Negotiations (Chairman), Director of the Executive Board
of Österåker Municipality.
Previously Member of Parliament and Director of the Swedish Association of Local Authorities and Regions.
University legal studies. Year of birth 1943.
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Karin Kronstam
Kari Lotsberg
Appointed to the AP3 Board in 2000.
Directorships at Apoteket AB, Norconsult AB, Nordea Livförsäkring AB,
Rabbalshede Kraft AB, Svolder AB (Chairman), Arbetslivsresurs AB
(Chairman) and Innovationsbron Väst Investment Committee (Chairman).
Previously CEO and Deputy CEO for various listed and state-owned corporations.
BSc and MBA. Year of birth 1950.

Appointed to the AP3 Board in 2005.
Consultant.
Directorships at DnB NOR Bank ASA, Save the Children Sweden,
Swedsec AB, and Investment Consulting Group 8020 i Sverige AB.
Previously Under-Secretary of State Ministry of Finance, Head of
the Economics Department of the Swedish Central Bank, Head of
Department of the Norwegian Ministry of Finance, OECD representative
of the Norwegian Ministry of Finance and member of the EU’s InterInstitutional Monitoring Board.
BSc. Year of birth 1950.

Lars Otterbeck
Deputy chairman
Appointed to the AP3 Board in 2005.
Directorships at Hakon Invest AB (Chairman), Old Mutual Plc,
Försäkringsbolaget Skandia (Chairman), Skandia Livförsäkring AB, AB
Swedish Spel, Swedish Industry and Commerce Stock Exchange Committee (Chairman), Council for Swedish Corporate Governance(Dep.
Chairman).
Previously President and CEO of Alecta Pensionsförsäkring, President
and CEO of D&D Dagligvaror AB, President and CEO of Axel Johnson
Saba AB, Assistant Professor and Director Stockholm School of Economics.
PhD. Year of birth 1942.

Christer Romilson
Appointed to the AP3 Board in 2000.
Chairman Public Employees’ Negotiation Council.
Directorships KPA Livförsäkring AB, Nationalmuseum Strategic Advisory
Committee (Chairman.), Council of Nordic Trade Unions and Trade Union
Advisory Committee to OECD.
Previously Chairman Swedish Teachers’ Union and Deputy Chairman of
the Swedish Confederation of Professional Employees.
Qualified teacher. Year of birth 1945.
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Report of the Directors 2008
Report of the Board of Directors and Chief Executive Officer of the Third Swedish National Pension Fund (AP3) for the financial year ended 31 December 2008.

Significant events in 2008

Income in 2008

❖ AP Fastigheter acquires Vasakronan
In the second half of the year AP Fastigheter, which AP3 jointly
owns, acquired Vasakronan from the government. Vasakronan’s
property portfolio was valued at SEK 41.1 billion on the transaction
date. AP3 has a holding of 25% in the merged company. After the
acquisition AP Fastigheter changed its name to Vasakronan.

AP3 recorded a net loss in 2008 of SEK 44.8 billion (profit: 10.7),
representing an investment return of -19.8% after expenses. Reported
fund capital at 31 December 2008 was SEK 181.0 billion (224.9), a
decrease of SEK 43.9 billion from the prior year. The net capital
inflow from the pension system was SEK 0.9 billion (2.0).

❖ Diversification of real estate portfolio into public property
Just prior to year-end, AP3 reached an agreement to acquire 50%
of Kungsleden AB’s shares in Hemsö Fastigheter AB, a subsidiary
of Kungsleden. Hemsö Fastigheter’s property portfolio is valued
at SEK 15.4 billion and the purchase sum was SEK 2.4 billion. The
acquisition, which diversifies the Fund’s portfolio into public real
estate, is due to be completed in the first quarter of 2009 and therefore has no effect on the 2008 accounts.

SEK million

❖ Diversification into new asset categories
AP3 made a series of investments in new asset categories as part
of an ongoing process to increase portfolio diversification. Investments in secured bank loans and agricultural land totalled SEK 2.0
billion and SEK 0.2 billion respectively at 31 December.
❖ Exclusion of cluster bomb companies
During the year AP3 excluded from its portfolio nine companies
that market cluster munitions. This decision was taken on the basis
of a review of the new cluster bomb convention by the AP funds’
Ethical Council. The business activities of the companies concerned were in contravention of the convention and AP3 therefore
excluded them from its investment universe.
❖ Organisational changes
An organisational change was carried out in June as part of the
Fund’s strategy of separating alpha and beta management. The
separation process has involved AP3 shifting from a management
structure based on asset classes (equities and fixed income) to an
alpha, beta and external management structure. In September,
administrative functions were split into two units – Support and
Development and Risk and Financial Control – in order to increase
focus on control and support functions. Starting in 2009, the units
in charge of long-term and medium-term allocation, risk allocation
and strategic allocation will report to the CIO. Communications
and the CEO’s assistant will be combined into a single unit reporting to the CEO.
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Change in fund capital 2008
Fund capital at 1 Jan 2008
Pension contributions
Pension disbursements
Administration fee to the Social Insurance Agency
Transfers from phase-out funds
Income in 2008
Total fund capital 31 Dec 2008

224,897
50,785
-49,802
-152
53
-44,757
181,024

Income consists primarily of realised and unrealised changes in the
value of financial assets, which are measured at fair value on the
balance sheet date. Other income consists of net interest income,
dividends received and net currency income. Operating expenses
consist of staff, IT, premises and other administrative costs. These
totalled SEK 137 million (137), of which 89 (85) were staff expenses.
Commission expenses include fixed management fees for external mandates, agreed management fees for private equity funds,
and custody account expenses. Commission expenses are recognised in income and totalled SEK 143 million (152).
Asset management cost ratio
Commission expenses, SEK m
Operating expenses, SEK m
Asset management cost ratio1, %
Asset management cost ratio2, %
1
2

2008
143
137
0.14
0.07

2007
152
137
0.13
0.06

Based on total commission and operating costs as percentage of average fund capital.
Based on operating expenses as a percentage of average fund capital.

Income and expenses for external management of private equity1 2008
SEK million
Gross income
Management fees recognised as commission expense
Net income
Assets under management at 31 Dec 2008
Invested
Commitments
1

Excluding real estate		

Private equity
-454

-34
-488
10,853
11,772
20,107
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Normal portfolio 2008

A rebalancing policy was introduced in 2004 whereby weights in
the listed portfolio are allowed to float within a set band instead
of being fixed. Semi-fixed weights have the benefit of reducing
transaction costs arising from portfolio rebalancing. Extremely
high market volatility in 2009 resulted in the upper limit of the
set band being reached on three occasions: in January, September
and October. During the autumn AP3 responded to the volatility
by adjusting its procedures and set limits for rebalancing between
equities and fixed income and between currencies. Had it not been
for these adjustments, rebalancing would have been necessary on
two further occasions during the autumn. As of November 2008,
AP3 applies a discretionary approach when rebalancing currency
exposure and will continue to do so until the foreign exchange
markets normalise.

policymakers began attempting to handle the crisis on financial
markets. Concerns eased somewhat after the US government gave
guarantees to save the investment bank Bear Sterns, but the playing field was transformed on 15 September when Lehman Brothers filed for bankruptcy protection. This delivered a fatal blow to
confidence in the banking system, causing the entire debt market to
freeze up and creating a liquidity crisis. What started as a financial
crisis then became a crisis in the real economy – and one with global consequences. By the end of 2008 many West European economies were in recession.
For 2008 as a whole, most assets declined in value. Global
equity prices fell by around 40% and volatility on these markets was
extremely high during the autumn, with movements of +/-5 %
occurring frequently.
The growing impact of the financial collapse on the real economy fed through into increased uncertainty on the debt market.
Credit spreads continued to widen during the autumn, ending the
year at record highs despite huge bailouts by governments around
the world. Led by oil, commodity prices dropped sharply and inflationary pressures eased. Nominal bond yields and short interbank
rates fell during the latter part of the autumn as central banks cut
their policy rates and pumped liquidity into the market. The US
Federal Reserve cut interest rates to an historic low of 0-0.25% and
the Swedish Central Bank cut its policy rate from 3.75% to 2% at
the same time. Jitters on foreign exchange markets intensified during the fourth quarter and the dollar rose sharply, as did the euro
and Japanese yen, while sterling and the Swedish krona both fell.
AP3 reported a return of -19.8% after expenses in 2008, equivalent to a loss of SEK 44.8 billion. Equities were the weakest performer with a decline of 19.8 percentage points. The fixed income
portfolio made a positive contribution of 2.4 percentage points, in
spite of the adverse impact of higher credit and liquidity spreads.
More than 60% of AP3’s alternative investments are held in foreign
currency and contributed -0.1 percentage points to return. The diversification of the portfolio between asset classes and regions, and
a lower weight in equities in 2008, cushioned the negative effects of
the financial crisis on overall return.

Markets and returns in 2008

Currency effects

The global financial crisis dominated events in 2008. As the economic outlook deteriorated equity prices fell in the first half of the
year, in the US and Europe especially. The dollar fell sharply against
the euro and Swedish krona, while commodity prices climbed to
record highs. Inflation rose significantly in most countries and
central banks responded to the prospect of higher prices by raising
interest rates.
Fears of growing credit losses in the banking system were everpresent during the spring, resulting in a marked increase in the
spread between credit bonds and government bonds. Meanwhile,

AP3 began the year with currency exposure of 9% and gradually
increased this figure during the autumn. At year-end currency
exposure was 13.8%. This move was beneficial to overall returns
during the year due to the depreciation of the Swedish krona, with
currencies (including strategic positions) contributing 5.7 percentage points after hedging. (See page 56 for a detailed schedule of
AP3’s currency exposure.)

The AP3 Board has responsibility for finalising the overall allocation of assets. These allocations together constitute the normal
portfolio, which serves as the basis for a reference index for the
listed portfolio. The reference index is the benchmark against which
AP3 measures its active management performance.
In 2008, the normal portfolio was structured as follows: 54.5%
listed equities and private equity, 37% fixed income and 8.5% real
estate (including mortgage bonds).
The normal portfolio is AP3’s long-term portfolio and is structured on the assumption that all assets are correctly valued. In other
words, the normal portfolio has to be modified on the basis of
current economic and financial-market conditions. This is done by
taking strategic positions in a variety of liquid assets with an investment horizon of one to three years.
As of 2009, AP3 has made some minor alterations to the normal
portfolio. These primarily reflect the objective of raising the weight
in alternative investments at the expense of more traditional equities and fixed income instruments. For 2009 the normal portfolio
targets are: 52% equities and private equity, 33% fixed income, 10%
real assets (including real estate) and 5% new strategies.

Portfolio rebalancing
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Income from strategic positions

Return and risk for the asset management portfolio 2008

The value generated by medium-term asset allocation is measured
using returns on strategic positions. Strategic positions have an
investment horizon of one to three years. In 2008 they included
shorter duration for fixed income assets, resulting in risk and return
both being lower than they would have been if the normal portfolio’s longer duration had applied. The strategic position in fixed
income made a negative contribution of 1.1 percentage points. The
strategic currency position resulted in total foreign exchange exposure being lower than the 20% level in the normal portfolio. Being
underweight in currencies including the euro and Japanese yen had
a negative impact on overall return of 0.6 percentage points.

Income from active management
The liquid asset portfolio posted a return of -21.9% before expenses
and was valued at SEK 150.2 billion at year-end. By contrast, the
reference portfolio produced a return of -20.5%. Hence, active
return (outperformance of the index) was -1.4 percentage points
before expenses. The Fund’s internal and external alpha management both recorded negative returns in 2008, though some areas,
including internal short-term fixed income mandates and investments in GTAA funds, posted gains for the year. The fixed income
and equity portfolios made negative contributions of 0.4 and 0.8
percentage points respectively. The active return on the fixed income portfolio fell primarily due to an overweight in credit bonds.
Active return on the equity portfolio mainly reflected investments
in global equity mandates with a semi-passive risk profile (known
as enhanced management). Investments in these mandates were
executed in February 2008 and are subject to a three-year valuation
timeframe.
Realised active risk (tracking error) for the listed portfolio was
0.8%.
Returns on the AP3 portfolio
Return in AP3’s portfolio
%
0

-16.3

–

2.0

–

1.4

=

-19.7

-5

-10

-15

-20
Normal
portfolio

Strategic
positions

Active
management

Total
portfolio

2008
Return
Risk,%
(Standard deviation)
Information ratio
Sharpe ratio

-21.9
-20.5
-1.4
16.6
16.6
0.8
neg
neg

Income from alternative investments
AP3’s alternative investment portfolio contains unlisted assets and
assets with low liquidity.
Private equity

The private equity portfolio consists of private equity holdings and
infrastructure assets. Committed private equity holdings have an
average age of 3.7 years.
Activity in the private equity market varied widely from the first
half to the second half of the year, being relatively strong in the first
six months and then dropping to a much lower level in the second
half compared to 2006 and the first half of 2007. Activity levels fell
sharply during the second half, especially when financial-market
conditions deteriorated in mid-September. For the year as a whole,
activity was only half the level seen in 2007 – in terms both of
transaction value and transaction volume. Activity was extremely
low in terms of the size of investment commitments made to new
funds in the second half of the year.
At year-end, AP3 had private equity investment undertakings
totalling SEK 20.1 billion, of which SEK 11.8 billion was invested.
These holdings generated an 8.0% return in the form of capital
gains, unrealised changes in value and currency effects. Excluding
currency effects, the return on private equity investments was -4.5%.
More than 90% of AP3’s private equity investments are in foreign
currency, primarily euros and US dollars. Since inception in 2001
AP3 has received SEK 4.9 billion in distributions, with SEK 1.0
billion of this being received in 2008. The private equity portfolio
had a value1 of SEK 10.8 billion on 31 December 2008.
The portfolio of infrastructure assets is limited in terms of size,
and investment activity in this area has been circumscribed by the
rules restricting the Fund’s private equity holdings to a maximum
5% of total assets. No new investment commitments in infrastructure assets were made in 2008 and this portfolio was valued at SEK
1.5 billion at year-end, of which SEK 1.1 billion related to completed investments. AP3 has five different investment commitments in
this area.
As of 31 December 2008, private equity accounted for 6.0% of
AP3’s assets, which meant that the Fund was above the 5% limit.

1
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Portfolio
Index
Active

Figures based on the latest available valuations, from the third quarter of 2008.
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This was not due to new investments but rather the result of
changes in value caused by market fluctuations. The liquid portfolio
fell substantially more than the private equity portfolio, due among
things to the fact that the latter is valued three months in arrears.
In addition, the weaker krona raised the value of AP3’s private equity
holdings in US dollars and euros during the autumn. Foreign holdings comprise 90% of the portfolio. AP3 will be restrictive in signing new commitments until it is within the 5% limit once again.
The reported fair value of private equity holdings is the latest
known fair value as provided by fund managers and based on the
third quarter results of the underlying companies. The impact of
the financial crisis on the real economy deepened in the fourth
quarter, so it is reasonable to assume that valuations for the fourth
quarter will be lower. AP3’s private equity portfolio is highly diversified both geographically and in terms of investment strategy. We
expect a decrease in value based on events in the fourth quarter,
though we believe this will vary in size between different types of
fund and depending on the individual circumstances of each underlying company.
If we relate our assumptions to the open market using a wellknown index like the MSCI, and assume an effect on the portfolio
of 100%, 50% and 25% respectively, the outcome would be as shown
in the table below.
Sensitivity analysis for
private equity

Valuation in
final accounts Adjusted to
at 31 Dec MSCI, 100%
20081
effect

Market value, SEK million
Adjustment market value, %
Adjustment market value,
SEK million
Annual return, %
Contribution to total return, %
Share of fund capital, %

Adjusted to
MSCI, 50%
effect

Adjusted to
MSCI, 25%
effect

10,853

8,077

9,465

10,159

-

-25.6%
-2,776

-12.8%
-1,388

-6.4%
-694

8.0%

-21.0%

-6.6%

0.7%

0.3%
6.0%

-0.9%
4.5%

-0.3%
5.3%

0.0%
5.6%

MSCI for small cap equities in Europe and the US

Real estate

The real estate portfolio combines traditional real estate with
international real estate funds and timberland funds. Traditional
real estate holdings comprise a 25% holding in property company
Vasakronan.
The financial crisis resulted in few transactions in the Swedish
real estate market in 2008, though AP Fastigheter’s acquisition of
Vasakronan was an exception. A number of planned sales were also
postponed due to difficulties in raising finance and because bidding
levels were below sellers’ price expectations.
AP3’s holding in Vasakronan2 was valued at SEK 7.0 billion at yearend and the return on this investment was -2.7% during the year.
1
2

Figures based on the latest available valuations, from the third quarter of 2008.
A P Fastigheter changed its name to Vasakronan in 2008 after acquiring that company from the
government.

In 2008 AP3 made its first investment commitment to real estate funds in Asia, an undertaking of SEK 0.4 billion. The Fund has
so far invested in five real estate funds in Europe and Asia totalling
investment commitments of SEK 1.5 billion, of which SEK 0.8 billion has been invested. The international real estate holdings had a
combined market value of SEK 0.7 billion at year-end.
Timberland holdings comprise investments in Bergvik Skog
and seven international forestry funds. Investment commitments in
timberland stood at SEK 3.2 billion at 31 December, of which SEK
1.7 billion had been invested. AP3’s timberland investments posted
a return of 22.9% for the year, or 7% excluding currency effects, and
had a market value at year-end of SEK 2.3 billion.
A further price rise in timber was seen during the year but was
offset by higher felling costs.
New investments

Investments in new strategies consist of life science equities, insurance-related securities, secured bank loans and agricultural land.
The portfolio is under construction.
The market value of AP3’s new strategies at year-end was SEK
3.1 billion, with the life science portfolio accounting for SEK 0.7
billion of this figure and secured bank loans for SEK 2.0 billion.
The return on new strategies was -31.6%, including a positive contribution from currency effects of 9 percentage points. An investment in two secured bank loan funds delivered a return of -14%,
including a positive contribution of 13 percentage points from currency effects.
The return on the life science portfolio was -33.4%, including a
somewhat lower but still favourable currency effect of 5 percentage
points. This heavy decline reflected conditions on the financial markets. Financing needs are secure for the major part of the portfolio
and the underlying assets performed strongly at operating level in
2008, but most of the shareholdings fell heavily in value during the
year. The steep falls in equity prices created many interesting investment opportunities and AP3 believes that the sector will generate
excess returns over time.

Performance review
AP3’s objective is to generate an average annual return of 4% in real
terms over the long term – a target that is monitored continuously.
Since inception in 2001 this figure has totalled 0.4%.
AP3’s target has been for listed assets and currency exposure to
outperform the reference index by 0.6% on an annual basis over a
three-year period. In 2006-2008 the average return was -0.7%.
New targets were set for 2009 as part of the process of separating alpha and beta management. The target for beta management is
to outperform the actual portfolio by 0.05 percentage points after
expenses, which equates to an annual return of around SEK 100
million. The target for alpha management is to generate a minimum return of SEK 500 million per annum. Both these targets will
be evaluated over a three-year timeframe.
t h ir d s w e dis h n at ion al pe n s ion fun d 20 0 8 ¦ 45

Report of the Directors

For alternative investments, individual targets for absolute return
apply in respect of the different asset classes (see the table below).
In all cases, the targets relate to a three-year average.
Target returns for alternative investments
Asset
Real estate
Private equity
Life science

Target return
10%
15%
12%

AP3’s alternative investment portfolio is under construction, which
makes it difficult to evaluate performance in relation to the established targets. Private equity, the most developed of the various asset categories, recorded an average annual return of 19.2% in 200620081, comfortably surpassing the 15% target.
The Swedish Property Index (SFI) is the reference index for the
real estate portfolio and posted an average annual return of 14.6% in
2005-2007. During that period, the AP3 real estate portfolio generated an average annual return of 32.8%.

recognised as interest income in the income statement. Net income
on interest-bearing assets included an unrealised loss of SEK 227
million relating to the capital injection that AP3 provided to the
investment pool. This payment resulted in income from securities
lending being negative at SEK -79 million. However, AP3 expects
to recover the majority of the capital injection within three years.
As the Fund does not have disposition rights over the collateral, it
is recognised as a memorandum item. The value of the collateral
investments has declined further since the closure of the pool and
the capital injection. AP3’s share of this unrealised decrease in value
is SEK 515 million.
Income from securities lending
SEK million
Bonds
Equities
Net interest income
Net income from interest-bearing assets
Total

2008
56.0
91.4
147.4

2007
40.4
63.5
103.9

-226.6
-79.2

103.9

Securities lending

Brokerage fees

Like most other fund managers, AP3 engages in securities lending. These operations consist of short-term lending of equities and
bonds to counterparties with good creditworthiness and that provide full collateral. AP3’s custodian bank, Northern Trust, manages
the lending programme.
Two subsidiaries of Lehman Brothers held loaned securities
from AP3 when the US investment bank filed for bankruptcy protection. No losses arose from this exposure because the collateral
received for the securities was frozen and the system worked exactly
as intended. However, the Lehman Brothers collapse resulted in
wider credit spreads and poor liquidity in the market, which forced
Northern Trust on 18 September to close the investment pool of
which AP3 is a member and which reinvests cash paid as collateral for loaned securities. The pool was closed for entry and exit
and members were asked to provide a cash injection to cover the
deficit uncovered in the wake of Lehman Brothers’ collapse. This
deficit consists of unrealised decreases in value on investments with
maturities of up to three years and relates mainly to asset-backed
securities for which the underlying assets are US consumer loans.
Valuations of this type of asset are highly uncertain because their
liquidity has virtually dried up. Aside from a minor investment
in a Lehman Brothers bond, no investments have been classed as
doubtful receivables at this point. AP3 is constantly monitoring the
situation and assessing future alternatives for security lending.
Income from securities lending totalled SEK 147 million (104)
in 2008 and this increase was due mainly to higher margins on
reinvestments of cash collateral. Income from securities lending is

Brokerage fees are payable on transactions in equities and units and
are therefore included in cost. Brokerage fees totalled SEK 66 million (88), of which 85% was for externally managed investments.
The tables on the following page show brokerage fees for equities
and volumes for fixed income and currencies in 2008. The figures
relate to externally and internally managed assets and counterparties are listed in alphabetical order.

1

Figures based on the latest available valuations, from the third quarter of 2008.
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Ten largest brokerage fee recipients in 2008
Citigroup
Credit Suisse
Deutsche Bank
Goldman Sachs

Instinet
Lehman Brothers
Merrill Lynch
Morgan Stanley

Neonet
UBS

Five largest brokers by volume in AP3’s fixed income trading 2008
Barclays
Danske Consensus

Goldman Sachs
JP Morgan

Nordea

Five largest brokers by volume in AP3’s currency trading 2008
Goldman Sachs
Nordea

Royal Bank of Scotland
SEB

UBS

Report of the Directors

Class actions
Class actions are a form of lawsuit in which a large number of people sue companies and their representatives for breaches of securities legislation (usually the provision of information to the market)
and are mainly a US phenomenon. They give individual investors
an opportunity to claim a share of any damages even if they did
not take part in the litigation. AP3 monitors its share of damages
through its custodian bank. In 2006-2008 the Fund was paid SEK
65.1 million in damages, of which SEK 21.4 million was received
in 2008. These amounts are reported under net income from listed
shares and units.

Government assessment
The government’s assessment of the AP funds’ operations in 20032007 stated that AP3’s long-term returns were highly competitive and that strategic decisions had generated significant value.
Returns during the period exceeded the benchmark index by some
margin, even after expenses. However, the review criticised AP3’s
active management for falling short of the 0.6 percentage point
target. The government noted that AP3 takes due responsibility as
an investor in listed companies and manages its voting rights as an
asset to the long-term benefit of the pension system. The review
also noted that the AP funds have made a positive contribution to
financing the pension system by generating returns comfortably in
excess of the income index, which measures wage trends in Sweden.

Report on ethical and environmental responsibility
During the year the government appointed a committee to examine the extent to which the AP funds have fulfilled their ethical and
environmental responsibilities. The committee concluded that the
funds had managed these responsibilities commendably and that
the joint Ethical Council had made a positive contribution. The
committee also praised the AP funds for their work in establishing
principles for corporate remuneration and for spending considerable time on these issues in advance of annual general meetings.
Among other things, the committee proposed that the funds
should move towards greater integration of sustainability-related
issues in their management operations, draw up common values
and take a more proactive stance on environmental and ethical
responsibility.

Focus on cost effectiveness

dates during the spring helped to reduce fixed management costs
for listed equities from SEK 113 million to SEK 94 million, while
a review of clearing bank expenses resulted in a 23% reduction of
clearing expenses.

Corporate governance
The Board of Directors approved a revised corporate governance
policy during the year.
AP3 voted at around 130 Swedish and foreign annual general
meetings and held seats on the nomination committees of Enea
and BioInvent.
By taking an active role as an investor the Fund aims to ensure
that the companies in which it holds significant investments have
appropriate ethical and environmental policies. During the year
AP3 held discussions with eight Swedish companies on issues of
social responsibility. A more detailed report on AP3’s corporate
governance activities was published in August 2008 and can be
downloaded from the website.
AP3 works closely with AP1, AP2 and AP4 on environmental
and ethical issues via a joint Ethical Council. The council uses active
governance to influence the behaviour of foreign companies in matters of environmental and ethical responsibility. The council held
discussions with a number of foreign companies during the year
and also took part in joint investor initiatives. A report on the Ethical Council’s operations in 2008 will be published in the first half
of 2009.
During the year AP3 excluded from its portfolio nine companies that markets cluster munitions. This decision was taken on the
basis of an analysis performed of the new cluster bomb convention
by the AP funds’ Ethical Council. These companies’ business activities contravene the convention, which Sweden signed in December.

Organisation and employees
AP3 has a skills strategy to strengthen its status as an attractive
employer capable of recruiting, retaining and developing the highly
qualified specialists needed to run a top-class asset management
company.
At year-end, AP3 had 50 employees, of whom 33 were male and
17 were female. On average, each employee has 15 years of professional experience. Eight employees left the Fund in 2008 and six
people joined. Sickness absence remained low.

AP3 strives to ensure cost effectiveness throughout its operations
and works closely with CEM, a Canadian benchmarking institute,
to ensure that the fees paid to external managers are in line with
the most competitive market rates and that AP3 itself manages its
assets in a cost effective manner. The review of the portfolio structure
conducted during the year to separate alpha from beta marked a further step in improving the balance between return, risk and cost.
In 2008 AP3 took steps to reduce its external management overheads. A reallocation from passive to enhanced management mant h ir d s w e dis h n at ion al pe n s ion fun d 20 0 8 ¦ 47
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Income statement

Balance sheet 	  

Income

ASSETS

SEK million

Note

2008

2007

2

4,266

648

3,666

3,160

Net income from listed shares and units

3

-51,540

452

Net income from unlisted shares and units

4

-2,507

4,143

266

2,171

-1,465

824

Net interest income
Dividends received

Net income from interest-bearing assets
Net income from derivative securities

5

Net income from currencies
Net commission expenses

6

Total income

08-12-31

07-12-31

Listed

9

89,130

112,033

10

16,406

12,329

Bonds and other interest-bearing assets

11

84,304

99,889

Derivatives

12

3,117
2,607

3,461
4,001

Unlisted

Cash and cash equivalents

–429

Other assets

13

838

2,502

-143

–152

Prepaid expenses and accrued income

14

1,636

2,249

-44,620

10,817

198,038

236,464

89

85

Liabilities
Derivatives

12

15,696

2,467

Other liabilities

15

1,209

8,983

Deferred income and accrued expenses

16

Total assets

FUND CAPITAL AND LIABILITIES

Staff expenses

7

Other administrative expenses

8

Net profit/loss for the year

Note

2,837

Operating expenses

Total operating expenses

SEK million
Shares and units

48

52

137

137

-44,757

10 680

Total liabilities

109

117

17,014

11,567

224,897

212,198

831

991

53

1,028

Fund capital
Fund capital at 1 Jan

17

Net payments from the pension system
Transfers from special asset management and
phase-out funds
Net profit/loss for the year

-44,757

10,680

Total fund capital

181,024

224,897

Total fund capital and liabilities

198,038

236,464

Memorandum items
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Notes
NOTE 1 Accounting and valuation principles
Accounting and valuation principles
The National Pension 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 principles, as summarised below.
Change in presentation
As of 1 January 2008, fees paid to private equity managers and which are deemed likely
to be subject to repayment prior to profit sharing are recognised as part of the acquisition
cost. In prior years, such fees have been recognised under other assets in the balance sheet.
Comparative figures have been adjusted to reflect this change.
Holdings in mixed funds, which comprise derivatives exposed to various types of asset,
are recognised as of 1 January 2008 under listed shares and units in the balance sheet. They
were previously recognised under derivative instruments. Comparative figures have been
adjusted to reflect this change.
Transaction day accounting
Purchases and sales of securities and derivatives on the money, bond, equity and foreign exchange 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 date are reported under other
assets and other liabilities respectively. Net accounting is used where possible.
Other transactions, especially relating to private equity, are recognised in the balance
sheet on the settlement date, in conformity with market norms.
Foreign currency
Foreign currency-denominated assets and liabilities are stated at year-end exchange rates.
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 in local currency and the change
caused by exchange rate movements. Realised and unrealised changes in value that arise
due to exchange rate movements are recognised on a net basis under net income from
currencies.
Shares and units
Shares and units are valued at fair value. Fair value of shares and units traded in an active
market is measured preferably by using the final selling rate on the last day of trading or,
alternatively, using the last available buying rate.
The fair value of private equity fund holdings is measured as AP3’s share of the valuation
performed by the fund administrator based on the fund’s total holdings. AP3 updates this
valuation usually when it receives a new valuation from the fund administrator and adjusts it
for cash inflows and outflows up to and including the balance sheet date. Measurements are
in conformity with EVCA or equivalent principles and are preferably based on transactions
with third parties, though other valuation methods may also be applied. The general principle
is that holdings are recognised at fair value and that these valuations are made with care and
consistency.
Bonds and other interest-bearing assets
Bonds and other interest-bearing assets are valued at fair value. Fair value is measured
preferably by using the final buying rate on the last day of trading or, alternatively, using the
buying rate on the preceding day. If an instrument is not traded on an active market and reliable market prices are unavailable, it is measured using generally accepted valuation models
whereby cash flow is discounted to the relevant valuation curve.
Net income is the difference between average amortised cost and market/fair value.
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 taken up as income until the coupon rate changes or the instrument matures.
These premiums and discounts are recognised as interest income.

Buybacks
In a true buy-back, or repurchase, the asset remains on the balance sheet and cash received
is recognised as a liability. The divested security is reported under pledged assets in the balance sheet. The cash value difference between spot and forward legs accrues over the term
to maturity and is recognised as interest.
Derivatives
Derivatives are measured at fair value using year-end rates. 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 balance sheet date are recognised
as assets, while contracts with a negative market value are recognised as liabilities. 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.
Securities lending
Loaned securities are recognised in the balance sheet at fair value. Collateral received for
loaned securities consists of securities and cash. The value of loaned securities, and collateral
held for these, is recognised under memorandum items. Payments for loaned securities are
recognised as interest income. Where AP3 has the right to dispose over collateral received,
this is recognised in the balance sheet as an asset and a corresponding liability is created.
Items reported directly against fund capital
Payments to and from the pension system, as well as transfers from the special asset
management and phase-out funds owned jointly by AP1, AP2, AP3 and AP4, are recognised
in fund capital.
Performance-based fees to external managers
Performance-based fees, which are only payable when an asset manager outperforms a
predetermined level, are recognised in net income for the relevant asset category in the
income statement.
Commission expenses
Commission expenses are recognised as a deduction from income in the income statement.
They consist of direct transaction costs, custody account fees and fixed commissions to
external managers.
Brokerage fees and fees paid to external private equity managers which are deemed likely
to be subject to repayment prior to profit sharing are recognised as under the cost of the
relevant asset in the balance sheet.
Operating expenses
All management expenses, apart from brokerage fees, custody account fees and fees to
external managers, are recognised under operating expenses.
Investments in equipment and proprietary and purchased computer software are normally
expensed as they arise.
AP3 is VAT-exempt because it is not classed as a business, which means it is not entitled
to claim back any VAT outlays. VAT paid and received is recognised under the relevant
expense.
Income taxes
AP3 is exempt from all income tax on investments in Sweden. The tax liability on investments
outside Sweden varies from country to country.
Rounding off
Minor discrepancies may occur in the tables in this report due to the rounding up or down of
individual figures.
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NOTE 2 Net interest income

NOTE 7 Staff expenses

SEK million
Interest income
Bonds and other interest-bearing income
Derivatives
Securities lending
Other interest income
Total interest income
Interest expense
Derivatives
Other interest expenses
Total interest expenses
Net interest income

2008

2007

2,928
1,865
147
87
5,027

3,635
533
104
150
4,422

761
0
761

3,774
0
3,774

4,266

648

NOTE 3 Net income from listed shares and units
SEK million
Income from listed shares and units
Brokerage fees
Performance-based fees
Net income from listed shares and units

2008
-51,351
-66
-123
-51, 540

2007
690
-88
-150
452

NOTE 4 Net income from unlisted shares and units
SEK million
Net capital gain
Unrealised changes in value
Net income from unlisted shares and units

2008
262
-2,769
-2,507

2007
2,620
1,523
4,143

2008
-1,626
161
-1,465

2007
285
539
824

2008
94
34
15
143

2007
113
23
16
152

NOTE 5 Net income from derivatives
SEK million
Share-based derivatives
Fixed income-based derivatives
Net income from derivatives
Fixed income-related derivatives include credit derivatives.

NOTE 6 Commission expenses
SEK million
External commissions listed assets
External commissions unlisted assets
Other commission expenses incl. custodian bank expenses
Total commission expenses

Performance-based payments – which totalled SEK 126 million (153) – are not included
under commission expenses but are recognised in net income for each asset class. In 2008,
SEK 123 million (150) of these costs related to equities and SEK 3 million (3) to interestbearing assets.
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Average no. of employees
No. of employees at 31 Dec
No. in executive management at 31 Dec
Salaries and remuneration, SEK thousand
Chairman of the Board
CEO
Board of Directors excl. Chairman
Executive management excl. CEO
Other employees
Total salaries and remuneration

2008
of which
total female
51
17
50
17
6
2

110
3,914
515
6,415
40,320
51,274

Cost of performance-based incentives, SEK thousand
CEO
0
Executive management excl. CEO
398
Other employees
897
Total cost of performance-based
incentives
1,2951
1

total
50
51
6

2007
of which
female
18
17
1

110
3,236
515
8,790
36,871
49,522

0
909
2 041
2,950

Performance-based incentives relate to 2007. See description on following page.

Remuneration of Board members in
addition to directors’ fees
Pension plan expenses, SEK thousand
CEO
Executive management excl. CEO
Other employees
Total pension plan expenses

0

0

1,015
1,592
10,426
13,033

980
2,371
5,938
9,289

Social security expenses, SEK thousand
Chairman of the Board
36
36
CEO
1,515
1,287
Board of Directors excl. Chairman
167
167
Executive management excl. CEO
2,595
3,719
Other employees
15,007
15,250
Total social security expenses
19,320
20,459
Other staff expenses
3,617
2,787
Total staff expenses
88,539
85,007
		
Board of Directors Remuneration of Board members is set by the government. 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 additional remuneration of up to SEK
100,000 for directors who perform committee duties. SEK 100,000 was paid for committee
engagements in 2008.
Committees The Remuneration Committee had three members during the year. It makes
recommendations to the Board on the CEO’s salary and benefits and AP3’s salary structure.
Decisions in these matters are taken by the Board. The Remuneration Committee has a
decision-making and supervisory role in matters related to the performance-based incentive
scheme. During the year the Audit Committee had three members. The Audit Committee’s role
is to advise, monitor and make recommendations to the Board in financial reporting, accounting, internal control, risk control and external audit.
CEO Under the CEO’s contract of employment, the Fund pays retirement pension and
sickness insurance premiums totalling 30% of gross salary. In the event of termination, the
contractual notice periods are 12 months for AP3 and six months for the CEO. There are
no provisions for severance pay or for payment of an early retirement pension. In 2008 the
CEO received salary and other remuneration of SEK 3,914 thousand, which included an
honorarium of two months’ salary for 2007. The CEO does not participate in the performancebased scheme. The CEO’s remuneration is set by the Board.

Notes

Executive management committee At 31 December 2008, the executive management
committee had five members in addition to the CEO. Their remuneration (excluding that of
the CEO) is shown in the table above. The Fund has collective wage agreements with the
Employers’ Organisation of the Swedish Banking Institutions and the JUSEK/CR/CF (SACO)
trade unions. Aside from these agreements, no special arrangements exist in respect of notice
of termination, severance pay or early retirement.
Sickness absence The sickness absence rate in 2008 was 1.1% (0.8%). The figures were
1.4% (0.6%) for male employees and 0.7% (1.1%) for female employees. By age group, the
figures were 0.25% for employees aged 29 and under, 1.18% for those aged 30-49 and
1.14% for those aged over 50. A total of 2% of AP3 employees were absent due to illness for
more than 60 consecutive days.
Performance-based incentive scheme In early 2006 the Board approved the introduction
of a performance-based incentive scheme modelled on guidelines issued by the Ministry of
Enterprise, Energy and Communications. The scheme gives all employees, except the CEO,
the opportunity to earn a performance-based bonus of two months’ salary provided they meet
certain conditions. The rules are available in full (in Swedish) at www.ap3.se. The Fund paid
performance-based incentives totalling SEK 4,295 thousand in 2008, of which SEK 3,000
thousand were provisions made in the 2007 accounts. Hence, performance-based incentives
totalling SEK 1,295 thousand were recognised in the 2008 accounts. No performance-based
incentives were paid in 2008.
The Board of Directors has approved a new variable remuneration programme that follows
guidelines published by the Ministry of Enterprise, Energy and Communications in 2008. The
programme applies from 2009 and entitles all employees, except the CEO and the Head of
Risk and Financial Control, to receive a performance-based bonus of two or four months’
salary if certain conditions are met. The four-month-salary programme is for staff with asset
management responsibilities and some managers. Other staff qualify for the two-monthsalary programme. The rules are available in full (in Swedish) at www.ap3.se

NOTE 8 Other operating expenses  		
SEK million
Cost of premises
Information and computer-related expenses
Services purchased
Other
Total other operating expenses

2008
6
24
11
7
48

2007
5
31
9
7
52

Services purchased, above, includes fees to auditors
SEK thousand
Audit assignments
Öhrlings PricewaterhouseCoopers AB
KPMG AB
Ernst & Young AB
Other assignments
Öhrlings PricewaterhouseCoopers AB
KPMG AB
Total auditors’ fees

2008

2007

192
81
1,131

1,551
292
–

371
437
2,211

31
1,874

Services purchased includes SEK 707 thousand (285) in fees for consultancy assignments
commissioned by the government.

NOTE 9 Shares and units
Listed shares and units
SEK million
Swedish equities
Units in Swedish funds
Foreign equities
Units in foreign funds
Total listed shares and units

2008-12-31
Fair value
Cost
18,235
27,945
312
62,085
8,498
89,130

553
74,843
7,317
110,658

2007-12-31
Fair value
Cost
24,482
24,756
526
81,174
5,851
112,033

550
77,139
4,482
106,927

A schedule of the Fund’s ten largest shareholdings is shown on page 56. A schedule of all
AP3 equity holdings is available on the Fund’s website at www.ap3.se.

NOTE 10 Investments in private equity, infrastructure and
real estate			
As of 31 December 2008 AP3’s investment commitments in unlisted securities via private
equity companies and funds were as follows. All amounts are stated in SEK.
The list below shows the five largest holdings per currency, based on capital invested,
followed by a total figure for remaining investments per currency.

Name
Investments in SEK
Vasakronan AB
556650-4196
Bergvik Skog AB
556610-2959
Alpcot AB
556710-3915
Jolife AB
556602-6141
Karolinska Development AB
556663-0322
Private equity investments
IT Provider Fund IV KB
556539-5646
EQT Scandinavia I / ES 1
Holding KB
969677-7037
Litorina Kapital 2001 KB
969682-2718
InnKap 2 Partners KB
969661-4735
Total outstanding holdings in SEK
Total cost
Total market value
Investments in AUD
Goodman Australia Industrial Fund
Total cost
Total market value
Investments in EUR
Private equity investments
Altor 2003 Fund (No. 1) L.P.
Candover 2001 Fund UK No. 6 L.P.
Altor Fund II (No. 2) L.P.
ABN AMRO Infrastructure Capital
Equity 1-B
Crown Private Equity European
Buyout
Total outstanding holdings in EUR
Total cost
Total market value

No.

Share of
equity
capital

2008
Cost

2007
Cost

1,000,000

25%

1,221

721

347

5%

173

173

4,758,000

16%

293

2,500

12%

25

25

298,616

19%

18

1

17%

141

108

6%

30

45

33%

63

62

29%

53

44

550
2,567
3,796

227
1,406
3,565

169
169
154

-

4%
1%
3%
4%

137
109
225
218

123
116
97
160

23%

110

105

2,413
3,212
3,800

1,549
2,150
2,784

1%
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Share of
equity
capital

Private equity company/private
equity firm
Investments in GBP
Private equity investments
Henderson PFI Secondary Fund II L.P.
Henderson PFI Secondary Fund L.P.
Innisfree PFI Continuation Fund
Alchemy Plan (AP) L.P.
LGV 2 Private Equity Fund L.P.
Total outstanding holdings in GBP
Total cost
Total market value

4%
6%
7%
3%
4%

Investments in NOK
Private equity investments
Herkules Private Equity (Jersey-II) L.P.
Herkules Private Equity II (Jersey-II) L.P.
Verdane Capital IV A/S
Verdane Capital IV Twin A/S
Total cost
Total market value

2008
Cost

335
270
242
209
17
39
1,112
933

335
270
122
167
17
58
969
903

6
174
3
31
214
594

1
126
46
26
199
859

20%
0%

77
77

-

29%
1%
1%
10%
1%

338
201
187
191
193
4,480
5,744
7,129

291
201
145
171
183
2,838
3,829
4,218

10%
5%
17%
17%

Investments in USD
FK Volga Farming Ltd Ordinary shares
FK Volga Farming Ltd Convertible shares
Private equity investments
GS U.S. Middle Market Buyout Fund, L.P.
Warburg Pincus Private Equity VIII, L.P.
Clayton, Dubilier & Rice Fund VII, L.P.
HarbourVest Partners 2004 Cayman Direct L.P.
Warburg Pincus Private Equity IX, L.P.
Total outstanding holdings in USD
Total cost
Total market value

2007
Cost

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

Fair value Amortised cost

Swedish state
Swedish municipalities
Swedish mortgage lending
institutions
Other Swedish issuers
Financial institutions
Non-financial companies
Foreign states
Other foreign issuers
Total
Fixed income funds

31 Dec 2007

Fair value Amortised cost

0
59

0
58

10,201
249

9,477
247

7,544

7,313

5,828

5,898

5,175
17,052
20,215
31,433
81,478
2,826

5,170
16,749
18,704
30,302
78,296
3,080

3,778
9,547
32,328
36,332
98,263
1,626

3,810
9,541
33,519
38,113
100,605
1,512
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Fair value Amortised cost

Index-linked bonds
Other bonds
Certificates
Unlisted promissory note
loans
Other instruments
Total
Fixed income funds
- measured using
theoretical model

31 Dec 2007

Fair value Amortised cost

9,414
60,575
5,590

9,787
56,923
5,580

28,004
64,305
394

27,667
67,030
394

4,475
1,424
81,478
2,826

4,441
1,565
78,296
3,080

2,215
3,345
98,263
1,626

2,188
3,326
100,605
1,512

11,083

3,132

NOTE 12 Derivatives, gross
31 Dec 2008, SEK million
Equity-related instruments
Options
Futures
Swaps
Total
Cleared
Fixed-income-related instruments
FRA/futures
CDS
Swaps
Total
Cleared
Currency-related instruments
Options
Futures
Total
Cleared
Total derivatives
– measured using theoretical model

NOTE 11 Bonds and other interest-bearing securities  
Bonds and other interest-bearing securities by class of issuer
31 Dec 2008 31 Dec 2008 31 Dec 2007
SEK million

Bonds and other interest-bearing securities by class of instrument
31 Dec 2008 31 Dec 2008 31 Dec 2007
SEK million

Positive
fair value

Negative
fair value

140
0
140

0
-524
-5
-529

96,140
12,644
17,379
126,163
96,140

476
432
351
1,259

-224
-290
-546
-1,060

11
29,782
29,793
–

0
2,082
2,082

0
-14,471
-14,471

176,159

3,481

-16,060

Nominal value

0
19,108
1,095
20,203
19,108

47,172
2,433
-15,017
Fixed income-related derivatives include credit derivatives.
AP3 is mandated to use derivative securities primarily to improve the effectiveness of its
investment activities or to reduce risk. The main types of derivative used are:
Equity futures Used chiefly for tactical asset allocation, including regional allocations
between equity classes.
Interest rate futures Used for regional allocation between asset classes and also for
managing interest rate risk, including exposure to credit spread risk between the yield curves
for government bonds and swaps. Credit default swap (CDS) contracts are used to increase
or reduce exposure to individual lenders or category of lenders via an index. The current high
volatility on the debt market means that the prices of these contracts can vary substantially
between different market makers. AP3 consistently applies the rates published by official
valuation sources.
Currency derivatives Used to manage currency exposure (currency hedge ratio). All positions and risks in derivatives are monitored continuously and assessed on a daily basis.
Equity and interest rate futures are preferably traded on standardised markets through
cleared products, whereby counterparty risk is limited to the clearing house. However, the 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

Notes

normally arises in relation to counterparties. Counterparties for non-cleared transactions must
be limited and sanctioned by the Board and all exposure to such counterparties is continuously monitored. The Fund uses standardised market contracts, such as ISDA agreements,
for OTC trading.

NOTE 17 Fund capital

More information on AP3’s risk management procedures for derivatives can be found in the
risk management plan (in Swedish) at www.ap3.se.

Fund capital at 1 Jan
Paid-in pension contributions
Disbursed pension payments
Transfer of pension rights to the EU
Settlement of pension rights
Administration fee paid to Social Insurance Agency

NOTE 13 Other assets  			
SEK million		 2008-12-31

2007-12-31

Trade receivables		
Buybacks		
Other current receivables		

236		
-		
602		

658
1,844
0

Total other assets		

838		

2,502

NOTE 14 Prepaid expenses and accrued income
SEK million
Accrued interest income
Accrued dividends
Tax reclaimables
Prepaid expenses
Accrued premiums on equity loans
Total prepaid expenses and accrued income

2008-12-31 2007-12-31
1,478
100
35
11
12
1,636

2,131
87
18
13
0
2,249

Net payments from the pension system
SEK million

2008-12-31 2007-12-31
224,897
50,783
-49,796
-6
2
-152

212,198
47,603
–46,405
–8
1
–200

Total net payments from the pension system

831

991

Transfers from AP1’s phase-out fund
Transfers from AP4’s special asset management fund

53

961
67

53
-44,757
181,024

1,028
10,680
224,897

2

305

Total transfers from phase-out and special asset management funds
Profit/loss for the year
Fund capital at 31 Dec
Capital under management in AP4’s special asset management fund

The annual report for AP4’s special asset management fund is available on request
from AP4.

NOTE 18 Memorandum items
Pledges and equivalent collateral to secure own liabilities
SEK million
2008-12-31

NOTE 15 Other liabilities
SEK million
Accounts payable
Trade payables
Payroll taxes
Staff PAYE taxes
Buybacks
Collateral received
Other liabilities
Total other liabilities

2008-12-31 2007-12-31
7
293
1
2
199
405
302
1,209

14
5,642
0
2
3,325
0
8,983

-405

–1,480

26,527
27,921

34,357
35,784

Other pledges and equivalent collateral
SEK million

Nominal
amount

Nominal
amount

3,009

3,321

Total
commitment

Sum invested
as of
2007-12-31

For derivatives trading
Commitments

Sum invested
Total
as of
commitment 2008-12-31

SEK million

NOTE 16 Deferred income and accrued expenses
SEK million
Accrued external asset management costs
Other accrued expenses
Bonuses incl. social security expenses
Total deferred income and accrued expenses

2008-12-31
88
21
109

2007-12-31
89
23
5
117

2007-12-31

Pledged assets for buybacks
Loaned securities for which collateral received
Loaned securities
Collateral received for loaned securities

Private equity
Real estate and timberland
funds
Secured bank loans

20,107

11,772

16,419

8,986

4,667
1,581

2,467
966

2,501
-

1,081
-
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Five-year summary

Income and inflows
in SEK billion

Net inflows from the pension system
Profit/loss for the year
Fund capital at 31 Dec1

2008

2007

2006

2005

2004

0.9

2.0

1.6

2.9

1.7

-44.8

10.7

18.6

28.8

16.1

181.0

224.9

212.2

192.0

160.3

Annual from start3 2001

Annual3 2006-2008

Returns and expenses, total portfolio
in %

Return before expenses

-19.7

5.1

9.7

17.9

11.4

0.07

0.06

0.06

0.07

0.10

Commission expenses

0.07

0.07

0.08

0.09

0.11

Return after expenses

-19.8

5.0

9.5

17.7

11.2

2.0

0.90

3.45

1.63

0.82

0.29

1.6

-20.5

1.5

7.8

16.7

10.9

0.4

-44.6

10.8

18.7

28.9

16.3

3.4

0.2

0.1

0.1

0.1

0.3

0.2

-44.8

10.7

18.6

28.8

16.1

3.2

Operating expenses

Inflation
Real return after expenses
in SEK billion
Return after commission expenses
Operating expenses
Return af ter expenses
Return and risk, listed portfolio
Return, %

Portfolio

-21.9

4.1

8.9

17.3

11.4

-4.0

Index

-20.5

4.4

9.1

16.1

11.4

-3.3

Active

-1.4

-0.3

-0.2

1.2

0.0

-0.7

Portfolio

16.6

7.3

6.3

4.5

5.4

11.1

Index

16.6

7.2

6.1

4.3

5.3

11.0

Active

0.8

0.5

0.5

0.5

0.5

0.6

Information ratio

neg

neg

neg

2.2

0.0

neg

Sharpe ratio

neg

0.1

1.1

3.4

1.6

neg

13.8 2

9.0 2

9.0 2

14.7 2

19.3

38.8

39.9

40.4

45.3

30.8

Risk (standard deviation), %

Currency exposure
% of total portfolio
External management
% of total portfolio
Asset management expenses
% of assets under management
Operating expenses

0.07

0.06

0.06

0.07

0.10

Operating expenses + commission expenses

0.14

0.13

0.14

0.16

0.21

181.0

224.9

212.2

192.0

160.3

Swedish equities4

17.9

24.0

26.8

30.7

27.3

Foreign equities4

66.0

93.5

88.8

80.2

61.7

Private equity, Sweden and foreign4,5

10.8

9.5

6.4

Market value per asset class
in SEK billion
whereof

Nominal fixed income, Swedish

13.7

13.6

18.0

25.6

28.4

Nominal fixed income, foreign

39.2

59.3

44.5

42.5

24.8

Index-linked bonds, Swedish

5.4

7.4

12.0

6.7

6.7

Index-linked bonds, foreign

8.7

11.3

10.4

1.9

7.9

16.2

6.4

5.5

4.4

3.5

51

50

48

46

Real estate exposure (see schedule on page 55)
New strategies 5

3.1

Staff headcount

50

1

Fund capital at AP3’s inception on 1 January 2001 was SEK 134 billion.
Excluding exposure to SEK-listed companies with a foreign domicile.
3
Annualised figures.
2
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4

S wedish and foreign equities include equities and private equity until 2005. From 2006
onwards, equities and private equity are reported separately.
5
Private equity includes listed life science holdings prior to 2008. As of 2008, these are
included in new strategies.

Tables

						

Market value per asset class3			
SEK million

2008-12-31

2007-12-31

2006-12-31

2005-12-31

2004-12-31

Sweden

17.9

24.0

26.8

30.7

27.3

Europe

20.8

32.3

31.7

34.2

28.6

USA

25.7

36.8

28.6

27.6

23.2

Asia

13.6

16.0

22.2

17.5

9.9

5.9

8.4

6.3

0.9

0.0

Total equities

83.9

117.5

115.6

110.9

89.0

Private equity2

10.8

9.5

6.4

Sweden

13.7

13.6

18.0

25.6

28.4

Eurozone

12.4

12.6

14.5

24.4

12.4

UK

4.5

12.2

6.7

7.2

2.3

USA

16.8

29.8

19.5

10.9

10.1

Asia

5.5

4.7

3.8

0.0

0.0

Sweden

5.4

7.4

12.0

6.7

6.7

Eurozone

4.8

3.2

4.4

1.1

4.8

USA

3.9

8.1

6.0

0.8

3.1

67.0

91.5

84.9

76.7

67.8

5.0

4.6

3.8

3.1

0.9

0.6

0.4

Equities1, 2

Emerging markets

Fixed income
Nominal

Index-linked bonds

Total fixed income

3.1

New strategies2
Real estate
Shares in Vasakronan4

7.0

Swedish mortgage bonds

6.2

Timberland

2.3

1.2

International real estate funds

0.7

0.2

16.2

6.4

5.5

4.4

3.5

0

0

0

0

0

181.0

224.9

212.2

192.0

160.3

Total real estate
Cash3

Adjustment for trading mandates

Total
1

Strategic positions are included in equities.
2
Private equity was included in equities from 2001 to 2005. As of 2006, equities and private equity are reported separately. Private equity includes listed life science equities prior to 2008. As of 2008, life
science equities are included in new strategies.
3
Cash used for position-taking in futures has been divided among the relevant asset categories. This means that the figures in the table are not fully comparable with those in the balance sheet.
4
Relates to AP3’s share of Vasakronan’s assets. In 2008 AP Fastigheter acquired Vasakronan and changed name to Vasakronan.

Changes in fund capital 2004–2008
SEK million
Fund capital at 1 Jan

1

Net inflow
Special asset management

2008

2007

2006

2005

2004

224,897

212,198

191,950

160,254

142,536

831

991

1,568

2,312

1,397

53

1,028

108

593

254

Profit/loss for the year

-44,757

10,680

18,572

28,791

16,067

Fund capital at 31 Dec

181,024

224,897

212,198

191,950

160,254

1

Fund capital at AP3’s inception in 2001 was SEK 134 billion
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Currency exposure at 31 Dec 2008							
Assets exposed to currency risk by currency (SEK million)
Shares and units
Exposure to SEK-listed companies with foreign domicile1
Bonds and other interest-bearing securities
Derivatives
Other investment assets
Gross currency exposure
Currency hedges
Total
1

EUR
14,560
151
17,548
84
4,841
37,184
-41,801
-4,617

GBP
6,343
941
3,754
340
1,459
12,836
-7,784
5,052

JPY
9,504
6,180
21
2,397
18,102
-16,458
1,643

USD
30,405
21
26,278
-472
3,302
59,535
-46,468
13,067

Other
14,293
865
231
-232
473
15,631
-5,842
9,788

Total

143,288
-118,354
24,934

Classification of these holdings as a currency exposure is due to legal requirements.

Credit structure for nominal fixed income portfolio (incl. derivatives)
at 31 Dec 2008
%

Ten largest holdings in the externally and internally managed equity
portfolio at 31 Dec 2008

Portfolio

Index

Active

Government bonds

54

69

-14

Ericsson

1,890

Mortgage bonds and agencies

11

21

-10

Hennes & Mauritz

1,702

Investment grade

30

10

20

AstraZeneca

1,196

High yield

5

0

5

Nordea Bank

1,125

100

100

0

Exxon Mobil

961

TeliaSonera

960

Volvo

826

ABB

811

Svenska Handelsbanken

729

Atlas Copco

652

Corporate bonds
Total

Modified duration in the nominal fixed income portfolio at 31 Dec 2008
(including externally managed portfolios) at 31 Dec 2008
Portfolio

Index

Active

Sweden

1.9

2.3

-0.4

Eurozone

2.3

2.4

-0.1

UK

5.2

4.5

0.7

USA

3.4

2.9

0.5

Japan

3.1

2.7

0.4

Total

2.9

2.7

0.1

Allocations per rating in the debt portfolio (excluding derivatives)
at 31 Dec 2008
%
AAA

37

AA

10

A

36

BBB

14

High yield
Unrated
Total
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3
0
100

Company

Market value, SEK million

Tables

Normal portfolio exposures to equities and fixed income assets1 at 31 Dec 2008
Region

Manager and fund

Mandate type

SEK million

Start date

Sweden

AP3 internal portfolio

Europe

BlackRock Investment Management

All cap

17,636

2006-01-01

Mid cap

1,545

Europe

2005-11-04

State Street Global Advisors

Large cap

8,797

2000-12-31

North America

BlackRock Investment Management

Mid cap

548

2007-10-31

North America

BlackRock Investment Management

Small cap

3,401

2007-10-31

Japan

BlackRock Investment Management

All cap

6,960

2006-01-17

Asia-Pacific

BlackRock Investment Management

All cap

959

2007-06-29

Emerging markets

AP3 internal portfolio

All cap

1,413

2006-01-25

North America

BlackRock Investment Management

Large cap

5,952

2002-08-30

Global

Goldman Sachs

Large/Mid cap

5,202

2008-02-28

Global

Quantitative Management

Large/Mid cap

5,963

2008-02-28

Global

State Street Global Advisors

Large/Mid cap

13,598

2008-02-28

Europe

AP3 internal fundamental-based index portfolio

Large/Mid cap

1,409

2006-09-15

North America

IPM Rafi

Large/Mid cap

2,236

2007-07-06

Europe

JP Morgan Asset Management

Small cap

1,064

2003-08-29

Europe

Pictet Asset Management

Small cap

1,050

2003-08-29

North America

Axa Rosenberg Investment Management

Mid cap

623

2004-06-22

Asia-Pacific

Schroder Investment Management

All cap

1,490

2004-03-06

Emerging markets

Dimensional Fund Advisors (Fond)

All cap

690

2006-08-03

Emerging markets

Lazard Asset Management (Fond)

All cap

728

2006-07-27

Emerging markets

OFI Institutional Asset Management (Fund)

All cap

846

2006-08-16

Emerging markets

Pictet Asset Management (Fund)

All cap

321

2006-08-31

Emerging markets

Robeco Institutional Asset Managment (Fund)

All cap

1,159

2006-06-07

Global

AP3 internal portfolio

North America

Prudential Investment Management

Equity mandates
Passive mandates

Enhanced mandates

Fundamental-based mandates

Active mandates

Fixed income mandates
Active mandates

1

70,231
Investment Grade

2,687

2002-06-03

Excluding TAA mandates, cash management and alternative investments.

Investments in unlisted timberland at 31 Dec 2008

Investments in unlisted real estate at 31 Dec 2008

As of 31 December 2008 AP3’s investment commitments in unlisted securities via direct equity
holdings and funds were as follows. All figures are in local currency (millions).

As of 31 December 2008 AP3’s investment commitments in unlisted securities via direct equity
holdings and funds were as follows. All figures are in local currency (millions).

Fund/private equity firm

Currency Total commitment

Vintage year

Fund/private equity firm

Currency Total commitment

Vintage year

Bergvik Skog AB

SEK

355

2004

AXA Alt. Property Income Venture SCA

EUR

20

2007

Capricorn Forest Fund K/S

USD

43

2007

EPI Special Opportunities LP

EUR

25

2008

GTI 8 Institutional Investors Company Ltd.

USD

50

2007

EuroPRISA

EUR

50

2006

Global Timber Investors 7 Ltd.

USD

18

2004

GAIF

AUD

30

2005

Value Investors Asia L.P.

USD

35

2007

Hancock Timberland GAC

USD

100

2007

RMK GAC

USD

100

2008

Southern Cone Timber Holding, LLC

USD

60

2005

Viking Global Timber Fund, LLC

USD

32

2004
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Private equity commitments at 31 Dec 2008

Investment commitments in private equity at 31 Dec 2008

SEK m
25,000

SEK m
10,000

20,107

20,000
15,000

6,000
4,000

11,772

10,000

4,892

5,000
0

9,124

8,000

Total
commitment

Total
invested capital

6,242
4,741

2,000
0

Total distributions
2001–2008 1

Some SEK 11.8 billion of AP3’s total investment commitments of SEK 20.1 billion were
invested as of 31 December 2008.

Scandinavia

Europe

Rest of the world

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

1

Distributions are repaid invested capital plus capital gains.

Investment commitment per vintage year in private equity funds

Real estate portfolio at 31 Dec 2008

SEK m
6,000

SEK m
8,000

4,000

6,000
4,000

2,000
0

6,959

2,300

2,000
97

98

99

00

01

02

03

04

05

06

07

0

08

AP3 is currently building the private equity portfolio and the investment commitments
have an average age of 3.7 years.

Percentage of buyouts and similar holdings
Percentage of venture capital holdings
Total
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79%
21%
100%

Vasakronan

International
real estate

Timberland

AP3’s real estate portfolio comprises Vasakronan1, investments in international timberland funds and Bergvik Timberland. The Fund also has real estate exposure of SEK 6.2
billion via mortgage bonds.
1

Breakdown of buyouts and venture capital in the private equity portfolio
at 31 Dec 2008

700

AP Fastigheter changed name to Vasakronan in 2008.

Stockholm, 18 February 2009

Claes de Neergaard

Lars Otterbeck

Chairman

Deputy Chairman

Dan Andersson

Sonat Burman-Olsson

Gunvor Engström

Ingela Gardner Sundström

Karin Kronstam

Kari Lotsberg

Christer Romilson

Kerstin Hessius

Chief Executive Off icer
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Auditors’ report

Auditors’ report
for the Third Swedish National Pension Fund, corporate identity number 802014-4120

We have examined the annual accounts, the accounting
records and the administration of the Third Swedish
National Pension Fund by the board of directors for
the financial year 2008. The annual accounts are shown
on pages 42-53 of this report. These accounts and the
administration, and the application of the National
Pension Funds Act in conjunction with the annual accounts, are the responsibility of the board of directors.
Our responsibility is to express our opinion on the
annual accounts and the administration on the basis of
our audit.
We conducted our audit in accordance with generally accepted auditing standards in Sweden. These
standards require that we plan and perform the audit to
obtain reasonable, but not absolute, assurance that the
annual accounts are free from material misstatement.
An audit involves examining, on a test basis, evidence
supporting the amounts and disclosures in the accounts. An audit also includes assessing the accounting
principles applied, and their application by the board of

directors, the significant estimates made by the board
when compiling the annual accounts, and evaluating
the overall presentation of information in those accounts. We believe that our audit provides a reasonable
basis for our opinion set out below.
The annual accounts have been prepared in accordance with the National Pension Funds Act and give a
true and fair view of the fund’s financial position and
results of operations in accordance with generally accepted accounting principles in Sweden. The report of
the directors is compatible with the other sections of
the annual accounts.
The audit has given us no reason for qualification
with regard to the annual accounts, the income statement and balance sheet, the accounting records, the inventory of assets or the administration of the company
in general.
We recommend that the income statement and balance sheet be adopted.

Stockholm, 18 February 2009

Anna Peyron

Lars Bonnevier

Authorised Public Accountant

Authorised Public Accountant
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60 ¦ t h ir d sw edish nat ional pens ion f und 2 0 0 8

Glossary

Absolute return The actual return, in kronor or
percentage terms, generated by a portfolio
during a specific period.
Absolute risk The variation in absolute returns.
Is often known as volatility and is calculated
as standard deviation.
Active management Form of management
based on taking active positions in order 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 market forecasts.
Active return Difference between the return
on a portfolio and its benchmark index.
Active risk The variation in active return. Also
known as tracking error.
ALM analysis Asset liability modelling. Is performed using statistical simulations of how
portfolios with different asset mixes enable
AP3 to meet its pension system commitments. ALM analysis forms the basis for the
choice of assets for strategic portfolio asset
selection.
Alpha Returns that are higher than beta and
achieved by taking active positions. (See
Beta)
Automatic balancing Occurs when pension
system liabilities exceed assets. Balancing
involves indexing pensions at a lower rate
until the system regains equilibrium.
Balance ratio Total pension system assets
(excluding premium pensions) divided by
liabilities. If the balance ratio drops below
1, the automatic balancing mechanism is
activated (see definition). 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 equity to equity
market movements. An equity with a beta
value of > 1 is expected to outperform a rising market. An equity with a beta value of <
1 is expected to underperform a falling market, and an equity with a beta value of =1 is
expected to perform in line with the market.
Beta can also be expressed as the return
generated by passive exposure to risks such
as equity risk, credit risk and volatility.
Buffer fund/buffer capital Name for the First,
Second, Third, Fourth and Sixth Swedish National Pension Funds. 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
interest in a mature company.
Cleantech Short for clean technology and
refers to energy- and environment-related
technologies developed to reduce adverse
environmental impacts.
Clearing All activities that take place after a
transaction is completed in a market place
and prior to settlement. Includes reporting,
risk measurement and netting.
Clearing house An institution with regulatory
approval to conduct clearing operations.
Most countries have only one or a very few.
In Sweden, clearing is via the Stockholm
Stock Exchange. The exchange acts as
counterparty for all derivatives traded via
its system.

CLS Bank owned by currency market counterparties and used in most currency transactions for effective settlement.
Code of conduct A corporate code of conduct
is a group-wide framework of rules and
systems to handle environmental and social
concerns.
Corporate governance Describes how companies are run and managed. The relationship between the different company organs
(AGM, board and CEO) is at the heart of
corporate governance.
Credit bond Fixed income security with a
higher level of risk than government bonds.
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
predetermined 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 the ISDA agreement
that regulates how an entity with an outstanding debt (unrealised loss) must provide
collateral in the form of cash or securities.
Derivatives Financial instruments whose price
is determined by underlying securities.
Options, forwards and swaps are generally
classed as derivatives. A derivative’s value
depends on changes in the value of the
underlying asset.
Duration Used as a measure of interest rate
risk by estimating the percentage change in
the value of a bond in the event of a change
of 1 percentage point in market interest
rates.
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.
Global Compact United Nations initiative based
on ten points that address human rights,
labour issues, environmental protection and
corruption.
Hedging Neutralisation of currency risk, i.e.
the risk of investing in currencies other
than SEK.
High yield Bonds with a higher credit risk than
government bonds and that therefore offer
higher returns. They usually have a lower
credit rating than investment grade bonds.
Index management See Passive management.
Information ratio Efficiency measurement for
active management. It indicates how much
AP3 earns from active risk-taking and from
deviating from the strategic portfolio or
index. Measured as active return divided by
active risk (tracking error).
Investment grade Bonds which have a credit
rating of BBB or higher. Generally associated
with low credit risk.
ISDA agreement Bilateral agreement between
two OTC counterparties that regulates the
events that could generally be expected to
occur between them.

Mezzanine loan Type of subordinated loan that
can be a combination of credit and share
options which give the lender a return comparable to return on equity. Mezzanine loans
have a higher rate of interest than bank
loans to compensate for a higher level of risk
resulting from the fact that bank loans have
a more senior repayment obligation.
Normal portfolio The portfolio AP3 would
choose if all assets were correctly valued,
ignoring asset price movements of a
medium-term nature and those driven by
economic factors. It reflects the Fund’s longterm asset mix.
OTC (over-the-counter) 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 beat the
index. This is done through investment that
mirrors a reference portfolio or index and is
also known as index management.
Private equity Collective term for equities that
are not listed on an official or public market.
Rating Measure of credit worthiness that
denotes the probability that a counterparty
can fulfil its commitments. The rating can
relate to the counterparty itself or a series of
securities issued by the counterparty.
Reference portfolio See Strategic portfolio.
Risk-adjusted return Means of evaluating
management performance in which active
return is considered in relation to the level of
risk in the portfolio. The Sharpe and information ratios are examples.
Risk capital Generally refers to investments in
a company’s equity. In practice, it relates to
investments in companies that are not listed,
i.e. private equity.
Sector allocation/sector strategy That part
of the investment process that focuses on
being overweight or underweight in different
sectors of the equity market relative to a reference portfolio or index with the aim of outperforming the reference portfolio or index.
Semi-fixed weights In a portfolio, these are
weights that are permitted to vary within
specific limits. They reduce the transaction
costs that arise from rebalancing of the portfolio due to market movements.
Semi-passive index management Management style that often has a quantitative
orientation and that attempts to outperform
the index with only a small level of active
risk. Also known as enhanced index management.
Sharpe ratio Measurement of a portfolio’s
risk-adjusted return, i.e. the efficiency of the
portfolio. Equates to portfolio return minus
risk-free interest divided by the standard
deviation of portfolio return.
Strategic portfolio Also called the reference
portfolio. Based on AP3’s analysis, it is the
allocation of asset classes best suited to the
Fund’s pension system commitments over a
timeframe of one to three years.
Sustainability reporting The way a company
reports its activities and impacts relating to
financial, environmental and social issues.

Tactical asset allocation Overweights or
underweights in different asset categories
rather than individual securities in order to
generate outperformance.
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) Common measurement
of the maximum loss that a portfolio can
sustain under a certain period of time and
with a certain level of confidence. VaR is
calculated daily for a period of one day and a
confidence level of 95%. Portfolio management often requires changes to the structure
of the portfolio to keep this risk of loss at an
acceptable level.
Venture capital Investments made at an early
stage in a company’s development. The
capital injected is often used to fund product
or market development.
Yield curve Curve showing the relationship
between market interest rates and maturities
(or duration) of bonds with the same type of
issuer and credit risk.
Yield curve flattening Describes a decline in
the yield curve, i.e. a narrowing of the gap
between short-term and long-term yields.

Measures of return and risk
Absolute return (rp)
Portfolio return
Absolute risk or volatility ( p)
Standard deviation of portfolio returns
Active return (rp–ri)
Portfolio return minus index return
Active risk or tracking error ( p-i)
Standard deviation of active return
Sharpe ratio
(risk-adjusted absolute return)
Portfolio return minus risk-free return divided by
absolute risk =
rp–rf
p

Information ratio (risk-adjusted active
return)
Active return divided by active risk =
rp–ri
p-i
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