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AP3’s fund capital rose from SEK 133,975 million in 2001 to SEK 220,829 million in 2010, an 

SEK 13,279 million from the pension system. As of 2009 the Fund is a net contributor to the 
pension system and has paid in a total of SEK 7,947 million.

AP3 has a long-term mission. The Fund aims to provide an adequate buffer to 

guarantee the value of pensions today and tomorrow.

a nominal annual return of 4.1% in this period.
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AP3 in brief
Mission

pension system by managing our fund capital 
so as to deliver strong investment returns at a 

Targets 

Generate a long-term real return (adjusted 

management. 

government-appointed Board of Directors. 
The fund is more independent than most 
government agencies because the AP funds 
are regulated solely by statute and not by gov-

AP3 aims to achieve its target of a 4% real 

million. 

AP3 recorded a profit of SEK 18,331 million in 2010. The year was marked 

by market concern over the health of government finances in Europe and 

over growth prospects in the United States. Corporate earnings growth and 

relatively loose global monetary policy fuelled strong gains in equity markets, 

particularly in Sweden. 

The total return was 9.1% before expenses and 9.0% after expenses. Equities 

were the main growth driver, contributing 7.4 percentage points to total return. 

Fund capital stood at SEK 220,829 million on 31 December 2010, an increase 

of SEK 14,290 million from the start of the year. 

As of 2009, the Fund is a net contributor to the pension system, which means 

that AP3 helps to finance deficits between pension contributions and pension 

commitments. The Fund paid a total of SEK 4,041 million to the pension 

system in 2010.

Investments & Pensions Europe (IPE) awarded AP3 its prize for best European 

state pension fund and number one Swedish pension fund in recognition of a 

new management model based on dynamic asset allocation and risk categories.

The year in brief

total risk in 2010.
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We achieved a total return of 9%, which when combined with 

our performance in 2009 and 2010 means we have now more 

than recouped the losses incurred during the financial crisis of 

2008. Fund capital nevertheless remains lower than it was at the 

start of 2008 due to the fact that we have made net payments of 

SEK 7.1 billion to the pension system since that date.  

During 2010 we continued to see fallout from the financial 

crisis, with heavily indebted countries encountering growing 

problems while nations with more robust government finances 

benefitted from the upturn. The impact of these conditions was 

mirrored in a revaluation of government bonds, the safest form 

of national investment, as European states with weak public 

finances saw their credit ratings fall. Yield spreads inside the 

eurozone widened substantially, raising government borrow-

ing costs, further undermining public finances and requiring 

governments to undertake restorative action. Sweden is one of 

the countries that entered the crisis with strong public finances 

and was able to reap the benefit in 2010 of high growth, low 

interest rates and equity market gains.  

The reforms to the public finances adopted by the Swedish 

parliament in the early 1990s have proven highly effective in 

maintaining stability. The key decisions were to grant indepen-

dence to the Swedish Central Bank, to implement a government 

spending ceiling, to introduce a public spending surplus target 

over the course of a business cycle, and to reform the pension 

system. The pension system reform is a crucial factor in ensur-

ing long-term stability in the government finances. Sweden’s 

pension system is independent of the government budget and 

subject to an automatic balancing mechanism which ensures 

that future pension commitments can be met without any need 

for further political intervention and without impacting the gov-

ernment budget. The credit ratings of many European countries 

are suffering not only from weakness in public finances but also 

from unfinanced future pension commitments. Sweden carries 

no such debt burden.

Sweden operates a pay-as-you-go system in which people 

currently employed pay contributions that finance the system’s 

current outgoings. This type of system is effective when the 

number of people in work significantly exceeds the number of 

people receiving pensions. Rising welfare provision in the West 

is, however, leading to greater longevity while birth rates are 

falling – a combination of circumstances that means pay-as-you-

go systems are not sustainable over time unless they are fully 

financed or subject to another mechanism that adapts pension 

commitments to increased life expectancy. Most state pension 

systems lack these prerequisites and are therefore destined to 

impact on government finances. 

The Swedish pension system uses a balancing mechanism that 

adjusts pension commitments to assets. The system is also partly 

funded via the AP funds, which provide an important source 

of capital to meet deficits arising due to size differences across 

generations. As the baby boom generation starts to retire, pension 

contributions are now insufficient to meet pension commitments 

– and it is this deficit that the AP funds are there to meet. In 2010, 

AP1, AP2, AP3 and AP4 covered a deficit of SEK 16 billion. In 

the absence of a funded pension system, this money would have 

had to come from the government budget. The AP funds will have 

a major role to play in easing the burden on the public purse. The 

AP funds became net contributors to the pension system in 2009 

and will continue to be so for the next 40 years. 

In the next decade alone, the AP funds will need to cover a 

pension system deficit of more than SEK 300 billion, according 

to the Swedish Pension Agency’s 2009 forecast1. It is therefore 

important that we create the conditions for stable growth in 

our fund capital because any major interruptions in our growth 

trajectory will be more difficult to recoup when we are net 

contributors to the pension system. At AP3, we are working 

to address the challenge of developing our investment strategy 

through dynamic asset management and intensive risk moni-

toring to reduce our vulnerability to investment losses during 

equity market corrections. At the same time, we must ensure 

that we do not compromise our ability to earn strong returns 

over the longer term.

Thus, the AP funds are poised to play an increasingly critical 

role as a buffer fund for Sweden’s pay-as-you-go pension system 

in the coming years. Forecast payments to the pension system 

mean that the funds’ capital will grow at a much slower rate than 

investment returns. On the other hand, the funds will eventu-

ally play a lesser role in maintaining the long-term financial 

stability of the system as their share of total pension assets 

decreases over time. The Swedish Pension Agency’s baseline 

scenario1 suggests that the AP funds will be at their smallest in 

relative terms in 2046, with “fund strength” of 1.3 years’ pay-

ments, compared to fund strength of 3.8 years in 2009. 

1



AP3 has developed a dynamic asset allocation model that focuses 

on total portfolio risk to optimise our investment activities in the 

light of the challenge we face. However, our scope for risk diver-

sification is limited by the relatively detailed investment rules and 

regulations to which we are subject1 .We have on several occasions 

pointed out the need for a review of these rules and we welcome 

the government’s intention to reassess the rules as part of the 

Pension Group’s2 mandate in 2011. 

Today’s low interest rate environment makes this issue ever 

more pressing. The AP funds are required to invest a minimum 

30% of their assets in fixed income securities with low credit 

risk. However, the currently low yields on government bonds 

limit our ability to deliver the investment growth that the 

pension system will require. The current investment rules also 

limit investments in private equity and preclude all investment 

in commodities. In their quest for higher returns, the AP funds 

may be forced to abandon their diversification ambitions and 

instead rely primarily on equity markets – a strategy that would 

increase volatility and risk in our investment and returns and 

would hardly serve the best interests of the pension system. 

Reducing the number of investment restrictions or mandating 

the funds’ boards to base the investment rule framework on the 

prudent investor rule, would increase our ability to adjust risk 

to prevailing market conditions and thereby deliver optimal 

returns to the pension system. This would give the AP funds 

the same scope to identify investment opportunities as most 

large international pension funds. It would also create scope for 

greater differentiation among the AP funds. This was one of 

the aims of the pension system reform, reflecting the Swedish 

Parliament’s desire to have several buffer funds in order to 

diversify the risks inherent in pension fund management. 

Our operating environment imposes high standards of com-

petence and responsibility when it comes to managing AP3’s 

investment assets. Expertise, experience and cooperation 

between all employees and the Board of Directors are critical to 

our success. In 2010, we introduced our new strategy that was 

fully agreed between the Board and management. I would like 

to take this opportunity to thank everyone for their excellent 

efforts in 2010. 

Kerstin Hessius 
CEO

1

2
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The size of an income pension is related to the pensioner’s 

lifelong income and depends on the number of pension credits 

that he or she has amassed. This structure provides an incentive 

to work. Pension credits are indexed upwards annually in line 

with average wage growth using the income index. This ensures 

that pensioners’ living standards remain in line with those of 

Swedes in general. 

The AP funds provide a buffer against pension system deficits 

that arise in any given year and thus serve as a source of short-

term stability. The Swedish income pension system is also 

sustainable over the long term because as a standalone pay-as-

you-go scheme it requires adjustments to pensions in the event 

of any unexpected deterioration in the system’s finances. The 

most significant risk in this context is labour market weakness 

that leads to a decline in pension contributions. To ensure stabil-

ity, an automatic mechanism – known as balancing – is in place 

to reduce the annual indexation of pension credits. Balancing 

took place in 2010 as a result of the 2008 financial crisis. 

The primary aim of balancing is to adjust current pensions 

to a level at which the system can meet future pension commit-

ments. Pensions can be raised again once the system has returned 

to equilibrium. When this happens, pension credits will be 

increased over and above the income index to compensate for the 

slow growth in credits during the balancing period. AP3 paid SEK 79
in the pension system in 2009 and 2010.

The Swedish pension system has three main components: 

general state pension, occupational pension, and voluntary 

private pension. The general state pension comprises an income 

pension and a premium pension. AP3 is part of the income 

pension system.

The Swedish income pension system is a standalone pay-as-

you-go scheme whereby pension contributions are used to finance 

current pension commitments. Surpluses or deficits in annual 

disbursements are financed by the four AP funds – AP1, AP2, 

AP3 and AP4. These four buffer funds play a key role in the pen-

sion system by enabling pension commitments to be met during 

periods when the income pension system is in deficit and without 

impacting on central government finances. Hence, the Swedish 

pension scheme is a standalone system that is independent from 

the government budget. Pension commitments have exceeded 

contributions since 2009 and AP1, AP2, AP3 and AP4 paid out 

SEK 31.8 billion in 2009 and 2010 to finance this shortfall. 

The state pension system comprises an income pension and premium 

pension 
plan

of SEK 205 billion in 2010 and paid out SEK 221 billion to pensioners. AP1, 

AP1
AP2
AP3
AP4

Current pensioners

bn

bn
bn
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The assets held by AP1, AP2, AP3, AP4 and AP6, combined 

with the existence of the balancing mechanism, mean Sweden’s 

income pension system is financially sustainable in both the 

short term and the long term. Underfunded and substandard 

pension systems1 came under the spotlight in 2010 as it emerged 

that some countries will be unable to meet their pension liabilities. 

Sweden has benefitted from being an early mover in reforming 

its pension system.  
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AP3’s view is that a real return target of 4% strikes a favour-

able balance between the stability of the pension system over 

time and the risk of losses in fund capital. Having a real return 

target means we focus on returns after allowing for inflation and 

reflects our desire to protect pensions against unforeseen rises in 

inflation. 

The AP3 investment philosophy underpins our asset manage-

ment decisions. We take the view that risk-taking, risk diversi-

fication and time diversification raise risk-adjusted returns and 

we believe we have the capacity to assess return and on various 

financial assets.

Our prerequisites as an investor give us competitive advan-

tages that we can use to raise returns and reduce portfolio risk. 

 Ability to make long-term 

investments in assets with liquidity premiums.

 Flexible rules compared to many other institu-

tional investors such as life insurance companies. These rules 

can be used in certain market conditions.

 High credit rating which enables us to under-

take certain types of transaction at preferential rates.

AP3’s return targets 
AP3’s mandate involves contributing to the long-term financial 

health of the pension system. We make a positive contribution 

if our returns over time exceed the income index. This is because 

the value of current and future pensioners’ pension credits rises 

in line with the income index. In the last ten years the income 

index increased at an average annual rate of 3.2%, while AP3 

generated an average annual return of 4.1% in that period. 

AP3 has elected to have a higher target return than the 

income index as part of our role in creating a buffer to insure 

against unexpected deteriorations in the financial status of the 

pension system. If we can join AP1, AP2, AP4 and AP6 in 

accumulating a large capital base we can reduce the risk that 

pension credits may lag behind the income index when the 

pension system comes under pressure. Such pressure would arise 

primarily in connection with major weakness in Sweden’s labour 

market, and in such a situation it would be a major advantage 

for the AP funds to have a strong capital base. 

When determining our target returns we analyse the stability 

of the pension system over a 30-40 year timeframe. This means 

that we must decide how to optimise our asset management to 

reduce the risk of instability within the system throughout this 

period of time. 

The system benefits most from high real returns on the AP3 

portfolio, and to achieve this we need to extend our financial 

risk. However, if future return targets are overly ambitious they 

will increase the risk of falls in fund capital, which in turn is 

negative for the pension system. Hence, there is a clear balance 

between high future returns and low financial risk. 

| THIRD SWEDISH NATIONAL PENSION FUND 2010



Insight into historical returns and risks associated with different 

assets and the covariance between these returns – combined 

with our forecasting ability – enables us to project returns for a 

wide range of assets. 

The fixed income portfolio will be substantially invested in 

risk instruments because projected real returns on fixed income 

instruments with a high credit rating are too low to enable us 

to meet our 4% return target. Since inception in 2001, we have 

pursued a diversification strategy to counter the risk involved in 

maintaining a high weight in risk instruments. Spreading risk 

raises the risk-adjusted return and mitigates the impact of events 

such as a sudden slide in equity markets.

Risk-taking primarily via exposure to 
returns in the next  one to three years

Risk-taking that creates investment 

investments

Forecastability Structural macroeconomic analysis 
and return forecasts based on long-term 
data

and sectors
submarkets

of the capital market

Experience shows that it is difficult to adjust risk levels fast 

enough when markets come under stress. This is what happened 

during the 2008 financial crisis, when the covariance in returns 

on risk assets rose to extremely high levels. There were no assets 

available that could compensate for the falls in value sustained 

by other risk assets, leaving little scope for diversification. We 

are mindful of this scenario at AP3 and since late 2009 have 

operated a dynamic asset allocation strategy (see page 8) based 

on classifying our portfolio holdings into different risk catego-

ries. We use a medium-term investment horizon of between one 

and three years.

One of the main reasons we have divided the portfolio into 

risk rather than asset categories is to highlight and clarify the 

risks to which our holdings are exposed. This structure makes 

it easier to take proactive steps via a structured overview of the 

portfolio’s exposure to different types of risk. We also base our 

risk category assessments on a liquidity perspective. Because 

the financial markets set an immediate price for unforeseen 

events, we need to have a good grasp of which risk classes we 

can quickly reduce and increase our risk in.

Our third investment horizon is known as alpha management 

and has a timeframe of up to 12 months. AP3 does not conduct 

traditional active management and as of 2008 uses a manage-

ment model based on the separation of alpha management 

from financial market exposures, known as beta management. 

Returns generated from short-term position taking (alpha man-

agement) are intended to have low covariance with the Fund’s 

total return, which means that alpha management increases our 

level of diversification and hence raises risk-adjusted returns. 

Fund Act 1

A minimum of 10% of assets must be externally managed 

listed company 

Stockholm stock market 

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

“Fund investments must be independent of economic or 

“Environmental and social responsibility is to be taken 

1
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The objective of this shift was to increase the probability of us 

attaining our target return. We seek to do so by narrowing the 

gap between which return can vary in any given year. Our focus 

is on reducing the risk of a major negative outcome and one 

consequence of this approach is more frequent changes in 

portfolio structure than in the past. Portfolio changes must be 

significant to enable allocations to achieve their primary goal.

AP3 bases overall portfolio strategy on a dynamic asset 

allocation model in which investment decisions are based on 

seven risk categories.

: Investments in global listed equities and AP3’s 

private equity portfolio.

: Traditional fixed income instruments issued 

by national governments with a high credit rating.

Credits: Mortgage and corporate bonds with varying credit 

ratings.

: Investments deemed completely or partly insured 

against unexpected rises in inflation, for example index-

linked bonds and real estate.

Foreign : Risk exposure to currency changes relates 

to investments in foreign securities and direct positions not 

hedged on the foreign exchange market. 

: Investments that span a range of risk, such 

as convertible bonds and insurance related securities.

Absolute return strategies: Management mandates that 

generate returns with low covariance to the total portfolio.

Link between risk and return
Investment decisions under the dynamic asset allocation model 

are based on structural and cyclical macroeconomic analysis, 

evaluation of risk categories, and risk appetite. Structural macro-

economic analysis focuses on demographics, productivity and 

debt and saving; the cyclical element looks at where the world 

economy is in the business cycle and what current trends are. 

Business cycle-related analysis is based on observations of how 

compensation for taking equity risk (known as the equity risk 

premium) changes over time.
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AP3 has analysed the link between returns on different asset 

classes and prevailing economic conditions. In simple terms, the 

business cycle can be divided into four phases, depending on 

whether economic activity is high or low and strengthening or 

weakening. Our analysis shows that equity returns tend to be 

highest just before the economy shifts from a downturn to an 

upturn and vice versa. The difference in annualised returns 

between equities and bonds at these points in the cycle can be 

more than 10% higher than usual.

A valuation analysis supplements the macroeconomic 

analysis across all risk categories and the analysis process also 

emphasises risk appetite.

After analysing the business cycle, structural factors, valu-

ations and risk appetite we convert the data into projections for 

returns and risk for each asset class. Based on these projections, 

and taking into account uncertainty and covariance in returns, 

we construct the portfolio that we believe will be most likely to 

generate a 4% real return. The dynamic allocation process also 

focuses on managing adverse investment outcomes and involves 

continuous monitoring of the need for protective strategies.

Boom

RecessionRecovery

+/

+/+

of the business cycle

expansionary or recessionary phase. 

High levels of competence and an effective management organi-

sation are prerequisites for asset managers in an ever-changing 

world. Here, AP3 prioritises clear lines of responsibility whereby 

we delegate management decisions to those units or people 

best able to deliver profitable and cost-effective asset manage-

ment within the scope of relevant risk mandates. The Board of 

Directors takes the lead in this area and sets the guidelines for 

dynamic allocation, including the risk category structure and 

overall allocations of risk categories in the portfolio. The Board 

also decides the deviation mandates within which the CEO can 

change allocations.

AP3’s asset management is organised in five units: Strategic 

Allocation, Beta Management, Alpha Management, Alternative 

Investments and External Management.

 Responsible for analysing  Responsible for manag-
ing investments in listed 

currencies  

Aims to generate absolute  Responsible for managing Responsible for evaluat-

managers 

 Drives development 
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These disparate economic patterns resulted in wide divergences 

in economic policy. Governments in emerging markets sought to 

contain rapid growth and inflationary pressure, while the US and 

Europe pursued a loose monetary policy to stimulate growth in 

an environment offering limited scope for fiscal expansion.

The major contrasts in the macroeconomic environment and 

in fiscal and monetary environments resulted in highly variable 

investment returns on assets between different regions. Equity 

markets in the US and emerging markets rose by more than 12%, 

while European and Japanese stock markets remained virtually 

flat. Sweden, meanwhile, saw share prices rise by more than 20% 

due to strong economic growth.

Ten year government bonds fell during the first half of the year 

but began to rise again during the fourth quarter as growth 

indicators turned more positive. Long-term yields for the year as 

a whole fell by around half a percentage point in both the US and 

the euro zone. Two year bonds also displayed contradictory 

performance. In Sweden, the 10 year bond yield was in practice 

unchanged over the course of the year, while the 2 year yield rose 

by 0.12 percentage points. 

2010 brought major fluctuations in foreign exchange markets, 

with the euro attracting the most attention amid fiscal difficulties 

in the PIIGS countries (Portugal, Italy, Ireland, Greece and 

Spain). The Swedish krona strengthened appreciably against both 

the euro and the dollar during the year. 
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1 See Glossary

AP3 recorded a profit of SEK 18,331 million for the year, which 

translates to a total return of 9.1% before expenses and 9.0% after 

expenses. Allowing for inflation of 2.3%, the real return was 6.5%. 

The return in 2010 made a positive contribution to the Fund’s 

long-term target of a 4% real return. 

The average annual real return from inception in 2001 to 31 

December 2010 stands at 2.4%. The long-term target has yet to 

be met, though two major equity market corrections have occurred 

during the period in question. Despite not yet having reached 

the long-term target, AP3 has made a positive contribution to 

the pension system as returns since inception have exceeded the 

income index, which is used as the basis for pension indexation. 

Since 2001 the income index has risen by 3.2% per year, compared 

to AP3’s nominal annual return of 4.1%.

Return per risk category
Since 2009, AP3 has operated a management strategy focused 

on risk allocation instead of traditional asset allocation. Portfolio 

risk comprises seven risk categories. Dividing the portfolio this 

way enables analysis and forecasts of future returns and risk in 

the different asset categories and their contributions to the total 

portfolio. Allocation decisions are based on these forecasts in 

combination with macroeconomic analysis, valuations and risk 

appetite.  

Return per risk category 2010 % percentage points

Share of total 

%

7.4

Fixed income 1.8 0.4 3.8

Credits 3.8

7.4 1.0 9.6

Foreign exchange -0.7 6.4

Other exposure 9.4 0.1 0.8

Absolute return strategies 0.3 2.8

AP3 total 9.1 9.1 100

Risk taking per risk category
Risk in the AP3 portfolio is expressed using the Value at Risk1

metric (VaR). VaR is defined as a 95% probability that the daily 

negative change in the value of the portfolio will not exceed the 

estimated amount. As at 31 December 2010, total risk exposure 

was SEK 919 million. Portfolio risk fluctuated considerably dur-

ing the year, from a high of SEK 2,932 million to a low of SEK 

686 million. These oscillations were due primarily to sharp swings 

in market volatility and changes in our equities and foreign 

exchange risk exposures. Portfolio risk in May-June was almost 

three times higher than at year end due to market instability that 

precipitated high volatility linked to brittle public finances in 

many European countries and weak growth indicators in the US.

Equities are the main risk category in the AP3 portfolio. 

Foreign exchange and fixed income have a negative covariance 

with equity risk and thereby help to reduce total portfolio risk. 

Credit exposures have a positive correlation with equities, while 

fixed income credit investments exhibit negative covariance. The 

risk category credits comprises both these elements. AP3 deploys 

a diversification strategy between asset classes and geographic 

markets to limit total portfolio risk. Total risk per risk category is 

35% higher than total portfolio risk and this is known as the 

“diversification effect”.

Risk-taking per risk category 
as at 31 Dec 2010  

Value 

SEK m

Value 

%
percentage 

points

Share of 

%

983 101.9 67.8

Fixed income 48 0.02 -0.6 3.3

Credits 0.02 -1.1 3.6

60 0.03 0.2 4.1

Foreign exchange 282 0.13 -1.2 19.4

Other exposures 0.00 0.2 0.3

Absolute return strategies 20 0.01 0.7 1.4

AP3 total 919

Exposure is defined as underlying capital that is exposed to changes 

in value arising from market movements. AP3’s exposure can be 

larger or smaller than the fund capital because derivatives are used 

to manage risk and ensure high efficiency in the asset management. 

As at 31 December 2010, the Fund had total exposure of 107%. 

Equities accounted for 56% of total exposure and 68% of total risk. 

The risk weight of equities exceeds exposure because volatility – day 

to day changes in value – is higher than for other risk categories.  

Exposure per risk category 
as at 31 Dec 2010         SEK m

Share of total

Fixed income

Credits 18.6

13.4

Foreign exchange1 11.3

Other exposure 1.1

Absolute return strategies 3.8

AP3 total

1

be added to other exposure.
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% SEK m

Return

7.4

14.8

Exposure as at 31 Dec 2010

Exposure as at 31 Dec 2009

The equities risk category consists of listed equities and private 

equity. The equity portfolio delivered a return of 13.5% in 2010 

and contributed 7.4 percentage points to AP3’s total return. A 

total of 1.8 percentage points of the equity portfolio’s return 

consisted of currency hedges used by the Fund because the equity 

portfolio is hedged in Swedish kronor. Equities delivered a strong 

return for the 12 months, but performance fluctuated substantially 

during the year and from region to region. Volatility was high on 

equity markets during the spring and summer due to uncertainty 

over the strength of the US economy and mounting concern over 

the state of many European countries’ public finances. However, 

share prices climbed during the autumn and volatility eased. 

Average volatility for equities was 14.8% in 2010 – the highest 

across all AP3’s risk categories and reflecting the fact that equities 

accounted for an average 74% of total risk during the year.

     Jan  Feb Mar Apr May Jun Jul Aug Sep Oct Nov    Dec

110

100

90

AP3’s equity portfolio benefitted from the regional weights 

selected during the year and outperformed the market weighted 

MSCI All Countries World Index (MSCI), which gained 10.6% 

during the year. Overweights in Swedish and small cap equities 

helped the portfolio to outperform the index. Swedish equities 

accounted for just over 25% of exposure and yielded a return of 

26% during the year. Swedish companies were helped by expo-

sures to developing countries and by the relatively strong state of 

Sweden’s public finances. The overweight in small cap equities 

was due to a high proportion of private equity holdings (totalling 

8% of equity exposure) and a 1% holding of growth companies in 

the life sciences sector. 

The private equity market continued its recovery in 2010, with 

increased activity in the form of capital injections and new invest-

ments. AP3’s private equity holdings recorded a return of 14% in 

local currency terms.

% SEK m

Return 1.8 814

0.4

Exposure as at 31 Dec 2010

Exposure as at 31 Dec 2009 14.2

The fixed income risk category comprises investments in govern-

ment bonds, government guaranteed bonds and supranational 

bonds. In 2010, the portfolio had a duration of 2.5 years and 

was 75% invested in bonds with the top AAA credit rating. The 

portfolio was assisted by falling long-term bond yields in the US 

and Europe in particular. 

Fixed income recorded a return of 1.8%, equating to a contri-

bution of 0.4 percentage points to the portfolio’s total return. 

Just over 50% of exposure was to sovereign debt in Sweden 

and Germany. AP3 expanded sovereign debt allocations during 

the year in order to benefit from the higher yields that arose in 

some markets. 

AP3               Bank of America Merrill Lynch Global Index
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Bank of America Merrill Lynch Global Index

AP3

AP3’s portfolio of government bonds can be benchmarked against 

other portfolios by using a global index such as the Bank of 

America Merrill Lynch Global Index, which in 2010 recorded 

a return of 4% with identical currency exposure. Shorter bond 

duration was unfavourable to the AP3 portfolio. 

Risk category Credits
% SEK m

Return 3.8

Exposure as at 31 Dec 2010 18.6

Exposure as at 31 Dec 2009 13.8

AP3

MSCI All Countries 
World index

AP3               MSCI All Countries World index
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The credits risk category primarily comprises Swedish mortgage 

bonds and investment grade1 corporate bonds in Sweden, the 

US, Europe and the UK. It also includes secured bank loans. The 

credit portfolio had a longer duration (around 4 years) than the 

fixed income portfolio.

Credits generated a return of 3.8%, corresponding to a contri-

bution of 0.5 percentage points to total return. 

The credit markets were volatile at the start of the year as the 

price of credit risk rose amid concern over the state of govern-

ment finances in a number of countries, led by Greece. The price 

of credit risk decreased somewhat during the autumn, impacting 

AP3’s returns favourably. During the second half of the year AP3 

reduced exposure to corporate bonds in favour of mortgage bonds 

in anticipation of higher risk adjusted returns.

% SEK m

Return 7.4

1.0

4.0

Exposure as at 31 Dec 2010 13.4

Exposure as at 31 Dec 2009 13.4

The inflation risk category includes investments in index linked 

bonds in Sweden, the US and Europe and in real estate. Timber-

land, agricultural holdings and infrastructure investments are also 

part of this portfolio. AP3 has for a number of years been gradu-

ally increasing its weight in real estate, for example by acquiring 

the property company Hemsö in 2009. The ratio between index 

linked bonds and other assets offering real returns was roughly 

50:50 at year end.

The inflation risk category produced a return of 7.4%, amount-

ing to a contribution of 1.0 percentage points to AP3’s total return. 

The real estate portfolio generated a return of just over 18%. 

The market saw a considerable decrease in yields during the year, 

which led to higher property values.

% SEK m

-0.7

Exposure as at 31 Dec 2010 11.3

Exposure as at 31 Dec 2009 8.3

The foreign exchange risk category groups the Fund’s exposure

to changes in foreign currencies against the Swedish krona. These 

exposures relate to investments in foreign assets not hedged 

in Swedish kronor and in direct currency positions. Currency 

positions are taken to increase returns or reduce risk in the total 

portfolio. 

Currencies accounted for just over 19% of risk in the total 

portfolio at year end and were the second largest risk area after 

equities. Currency risk correlates negatively to some extent with 

equity risk at the overall level and thus helps to diversify the total 

portfolio. AP3 used active currency exposure to diversify total 

portfolio risk during the year and exposure varied from 3% to 

15%. A substantial strengthening of the Swedish krona made 

it preferable to have low currency exposure during the first six 

months. As the Swedish krona attained a more normal valua-

tion, the Fund elected to increase currency exposure during the 

second half of the year. 

Foreign exchange made a negative contribution of 0.7 percent-

age points to total return. 

% SEK m

Return 9.4 163

0.1

4.3

Exposure as at 31 Dec 2010 1.1

Exposure as at 31 Dec 2009 0.3 620

The other exposure risk category comprises investments that 

include different risk combinations, such as investments in 

convertible debentures and insurance related bonds. 

The other exposure risk category recorded a return of 9.4% and 

contributed 0.1 percentage points to the total portfolio. The risk 

adjusted return was the best of the seven risk categories.

% SEK m

0.3

The absolute return strategies risk category covers mandates that 

set out to generate an absolute return. AP3 does not allocate assets 

to this risk category; instead, the Board of Directors allocates a 

management risk mandate that provides an operating framework. 

The aim is to make the risk category independent of market move-

ments and to achieve low covariance with total risk over the short 

term. Absolute return strategies consist of around 30 mandates 

managed by internal and external managers. 

Return in 2010 totalled SEK 563 million, equivalent to a 

contribution of 0.3 percentage points to the total portfolio. Risk 

adjusted return on absolute return strategies, expressed as the 

information ratio, was 1.2.

1 See Glossary
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RISK MANAGEMENT

Risk management

Market risk Credit risk Liquidity risk

Share price risk Issuer risk Rollover risk Risk culture

Process risk

Market risk
Market risk is the risk that the value of an asset may fall due to 

changes in asset prices on the financial markets, for example 

changes in equity prices, bond rates and currencies. Market risk 

can be measured as the extent of variations in outcome and is 

often presented as a standard deviation (known as volatility on an 

annual basis). 

AP3 tracks market risk on a daily basis for the Fund as a whole 

and for individual mandates by using the Value at Risk1 metric, 

various stress tests and sensitivity analysis. Value at Risk is a 

forward-looking measure of risk that estimates the probability of 

changes in portfolio returns over a given timeframe based on exist-

ing positions and historical market movements. Value at Risk in 

the AP3 portfolio in 2010 is described in further detail on page 28.

The primary risk in the AP3 portfolio is market risk. We 

generate our investment returns by managing market risk within 

specific limits.
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Credit risk is the risk of incurring a loss due to the failure of a 

borrower or counterparty to meet repayment obligations. 

In a securities context, issuer risk is the risk that the borrower 

cannot fulfil his repayment obligations on the settlement date. 

Counterparty risk is the risk that a counterparty cannot fulfil his 

obligations relating to derivatives transactions, currency trans-

actions, deposits and buybacks. AP3 actively seeks to minimise 

counterparty risk by working with selected counterparties that 

have a credit rating1 of A- according to Standard & Poor’s or an 

equivalent rating agency. AP3 requires counterparties to have an 

ISDA agreement1 with AP3 that regulates how receivables and 

liabilities are to be managed if either counterparty can no longer 

fulfil its commitments. We also insist on a CSA agreement.1 A 

CSA agreement means that the counterparty with an outstanding 

liability must provide security in cash or securities. 

Settlement risk arises when transactions are settled in cases 

where the parties have not fulfilled their commitments simultane-

ously. Where possible, AP3 eliminates delivery risks on currency 

transaction through CLS,1 a system that permits simultaneous 

settlement of transactions through an independent third party.

Liquidity risk is the risk that AP3 cannot implement intended 

or necessary changes in the portfolio structure without incurring 

excessive costs. Our most liquid assets are generally equities and 

government bonds with a high credit rating, while corporate 

bonds, private equity and real estate have lower liquidity. We 

manage liquidity risk via a balanced mix of asset types with both 

high and low liquidity. We monitor future payment commitments 

against available liquidity on an ongoing basis.

Operating risks are risks of losses arising due to inadequate or 

deficient processes, systems, staff or external eventualities such as 

fraud. 

In 2010 AP3 performed a status analysis to identify, structure 

and evaluate operating risks. This produced a risk matrix consisting 

of identified risk categories including underlying associated risks. 

Each risk is evaluated based on the probability of occurrence and 

what the consequences would be for AP3. 

The analysis process indicated that the Fund has a strong risk 

culture and high risk awareness throughout the organisation. Dur-

ing the year we undertook a series of measures to reduce a number 

of potential operating risks. We will follow up identified risks and 

their valuations annually to ensure ongoing progress in minimising 

their impact on our operations.

1 See Glossary
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AP3’s cost structure
All asset management operations give rise to costs. Pension 

funds generally have low costs relative to the assets they manage, 

but asset management costs differ widely depending on the man-

ager’s chosen strategy. AP3’s costs fall within four categories:

arise directly in conjunction with buying 

or selling investment assets. They impact directly on the 

returns generated by these assets and hence net income from 

financial transactions in the income statement.

for external manage-

ment mandates is a form of profit-sharing between AP3 and 

the fund manager. It becomes payable only if specific pre-

arranged targets are met. It impacts directly on the returns 

generated by the assets under management and hence net 

income from financial transactions in the income statement.

are administrative fees 

for external management mandates and custodian bank 

services. They are independent of asset management 

performance and reflect the size of the underlying capital. 

They are closely related to asset purchases and are recognised 

as an expense under operating income.

are internal costs for personnel, 

infrastructure and IT, information services and other 

administrative costs. They are recognised as an operating 

expense in the income statement. Operating expenses are 

part of the income pension system’s administrative cost base.

Our drive to ensure cost-effectiveness in asset management 

includes the management style and asset classes we choose, 

along with processes and system structure. AP3 handles heavy 

transaction flows and therefore relies on effective processes that 

are relatively immune to large volumes. We work continuously 

to make these processes more efficient and have succeeded in 

keeping our administrative expenses at the same level in recent 

years in spite of increased transaction volumes and management 

of multiple asset classes.

Management fees to external managers and internal staff costs 

dominate the AP3 cost structure. In 2010 we continued working 

to optimise external management costs by restructuring mandates 

for improved cost efficiency. Measures included transferring some 

external mandates to internal management. 

Individual management mandate costs can vary sharply so it is 

not possible to draw general conclusions on what asset manage-

ment should cost. AP3 has chosen to manage the majority of its 

listed equities and bonds passively via index-tracking and the 

management cost for these subportfolios is very low. 

AP3’s cost structure

AP3’s income
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We need to achieve a real return of 4% to guarantee the value 

of pensions today and tomorrow. We have a high measure of 

diversification in the portfolio to create stability in income and 

to raise the risk-adjusted return. Diversification means allocat-

ing our fund capital across different asset classes, regions and 

investment horizons. 

Diversification increases costs but also enhances the risk-

adjusted return. The risk-adjusted return can be raised further 

by investing in non-listed assets or illiquid assets such as private 

equity funds and real estate, though the latter category is more 

complex and is often associated with higher management costs. 

Our absolute return strategies are intended to support 

diversification and help to cover Fund expenses. In 2010 they 

generated income of SEK 563 million, compared to expenses 

(fixed commissions and operating expenses) of SEK 300 million.

Costs can vary greatly between managers due to the level of asset 

diversification. AP3 works continuously to ensure a balance 

between the cost of a given investment and its projected contri-

bution to total risk and return. 
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AP3’s mandate demands that we maintain high standards in 

terms of investment returns and risk limits. Guaranteeing low 

levels of risk requires us to diversify across different types of 

assets, countries and regions, which means that our investments 

and asset management are best compared with mixed funds 

containing a blend of equities and fixed income securities. Our 

costs for mixed funds in 2005-2009 averaged 0.15%, compared 

to an average cost of 0.36% for mixed funds in the PPM system. 

The comparison is not entirely fair because AP3 has diversified 

risk more effectively than the average mixed fund, for instance 

by investing in real estate, timberland and insurance-related 

investments. These types of investment are generally more 

expensive than investments in equity and bond markets, which 

would normally mean AP3 being more expensive than a mixed 

fund. However this is not the case, as the graph above illustrates.

AP3’s management expenses are also low by international com-

parison, as confirmed by the benchmarking survey performed by 

McKinsey on behalf of the government in 2009 and published 

in May 2010. McKinsey compared the costs of AP1, AP2, AP3 

and AP4 with seven major international pension funds and 

concluded that the AP funds were at the lower end of the scale 

compared to the international funds. 

AP3
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AP3 has for several years participated in an annual benchmark-

ing survey to evaluate cost effectiveness in international pension 

funds. The study, carried out by Canadian consulting firm Cost 

Effectiveness Measurement Inc (CEM), looks at the total cost of 

asset management operations, the value of assets under manage-

ment, the portfolio mix and the exposure to active management. 

It compares AP3’s cost structure to 18 pension funds in six 

countries. Analysis of the cost base in 2009 revealed that AP3’s 

total asset management costs were around 7% lower than the 

benchmark average. 
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of market

at AGMs

AP3’s strategy is to prioritise activities with the potential to make 

a major contribution to our return targets and in which we feel 

we can make a difference by exerting our influence. We review the 

corporate governance policy prior to each AGM season and then 

decide our focus areas. The corporate governance policy covers 

our views and requirements across the different focus areas.  

structure
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AP3 voted at 500

AP3 believes there is a connection between corporate social and 

environmental responsibility and the capacity of enterprises to 

deliver long-term shareholder value. We take the view that well 

managed companies offer better long-term investment prospects. 

We screen companies to make sure they do not contravene inter-

national conventions, we engage in active dialogue to encourage 

them to act responsibly, and we support investor initiatives 

aimed at specific companies or industries. 

AP3’s core values are founded on international conventions 

signed by the Swedish government and our support for initia-

tives like the UN Global Compact and the OECD Guidelines 

for Multinational Enterprises. Sweden is a signatory to various 

international conventions, covering areas such as human and 

labour rights, corruption and inhumane weapons.

Observance of good environmental and social practice is es-

sential if companies are to be run in shareholders’ best interests 

over the long term. These issues therefore form an important 

component of AP3’s corporate governance activities. AP3 works 

to ensure that the managements of companies in which we invest 

identify and manage social and environmental risks in such a way 

as to create shareholder value. 

AP1, AP2, AP3 and AP4 coordinate their screening and 

dialogue processes via a joint Ethical Council, commissioning 

regular analysis of their Swedish and foreign equity portfolios 

by an external consultant to establish if any companies in the 

portfolio are in non-compliance with international conven-

tions. If a company is accused of breaching a convention, the 

Ethical Council investigates the facts, contacts the company 

concerned and encourages it to take action to address the breach 

and prevent any recurrence. As a last resort, the AP funds may 

exclude the company from their portfolios. AP3 had excluded 

11 companies from its portfolio as of 31 December 2010.

The Ethical Council works closely with other international 

investors who share similar perspectives, which strengthens our 

ability to pursue corporate dialogues and exert influence. The 

Council also supports business and investor initiatives aimed at 

raising standards of transparency and ensuring increased focus 

on sustainability across a range of industries. The Council also 

works to protect the interests of investors. AP3 seeks to report its corporate governance activities as openly 

as possible. However, it is not always practicable to provide details 

of our discussions with other investors, nomination committees, 

and corporate managements and boards because confidential 

dialogue is often the most effective way to communicate our 

views and drive change. Nevertheless, transparency is important 

for building stakeholder confidence and trust and we therefore 

publish an annual corporate governance report outlining priority 

issues during the year, the principles to which we adhere and how 

we have voted. The Ethical Council publishes a separate annual 

report on its corporate dialogues and investor initiatives. Both 

reports can be downloaded from the AP3 website.

AP3 has chosen to focus its proactive initiatives in corporate 

social and environmental responsibility on Swedish companies 

with extensive production or procurement in countries with 

undemocratic regimes or weak labour protection or environmen-

tal laws. Our basic approach is to engage in dialogue when we 

consider it the best way to influence the company in question. 

As a long-term investor, we are aware that change can take time 

and we therefore take a systematic approach to keep pressing our 

opinions and demands until we have reached our objectives in 

each particular dialogue. 

Our aim in these dialogues is to ensure that the company 

in question has a risk management system, a corporate code of 

conduct and personnel to ensure responsible management of 

environmental and social issues and risks.

Much of AP3’s corporate governance work focuses on our port-

folio of listed equities, though we also strive to integrate good 

environmental and social practice across other asset classes. In 

this context, we engage in dialogue on sustainability-related 

issues with external private equity managers and have also 

invested in various eco-friendly projects including green bonds, 

wind power, cleantech and certified timberland.  
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In October 2010 the Fund adopted a new organisational 

structure aimed at further enhancing clarity in responsibilities 

and improving management of total portfolio risk. The Strategic 

Allocation, External Management, Alternative Investments 

and Alpha and Beta Management departments were transferred 

to the Asset Management department. The new organisation is 

described on page 9.

Management consists of the CEO, the Head of Asset 

Management and Deputy CEO, the Head of Risk and Financial 

Control, the Head of Communications and Sustainable Invest-

ments and the Head of Support and Development. 

AP3 also has an expanded management group comprising all 

managers. Its role is to coordinate projects and promote knowledge 

transfer.

The Risk Management Committee handles risk management 

strategy and the IT Management Team is in charge of technology 

issues.   

Skills development is a top priority as it holds the key to 

organisational and staff development and makes us an attractive 

employer. Annual appraisal talks between manager and employee 

pinpoint training needs based on the Fund’s future targets and the 

employee’s career goals. During the year we further improved our 

annual appraisal process via a programme of training, workshops 

and conferences. However, it remains important for employees 

to continue learning at work, for instance by taking on new or 

expanded responsibilities or participating in projects. Members of 

the management group have personal development programmes 

focused on leadership, professional competence development and 

establishing business networks.

Asset Management

60%
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As of 31 December 2010, 34% of the Fund’s 56 staff were 

female and 66% were male. 25% of staff were managers, of 

whom 36% were female and 64% were male. The management 

group constituted 9% of the employee total and was 60% female 

and 40% male. The average age for staff members was 42 years. 

AP3 monitors salaries to make sure that no gender-related 

differentials arise for the same or similar types of work. 

AP3 is committed to upholding high ethical standards. Rules 

for private securities trading by staff members are based on those 

of the Swedish Securities Dealers Association. We also have 

internal ethical guidelines for outside employment, conflicts of 

interest, gifts and entertainment of guests.

It is important for us at AP3 to create a business culture and 

environment in which employees feel good and have career 

development prospects. We conduct regular surveys of employee 

attitudes and benchmark our performance against the prior 

survey to identify areas where we can be even better. We are 

proud to note that the results of the 2010 employee survey were 

very positive and showed continued progress. The survey showed 

further improvement in working towards targets, management 

by objectives and creating greater clarity in responsibilities and 

powers. One area in which room for improvement was identified 

was stronger inter-departmental cooperation. The new organisa-

tion is geared to achieving this. 

As an employer, AP3 sees itself as important for encouraging a 

healthy balance between work and leisure and the Fund places 

a long-term focus on employees’ health. We offer all employees 

regular check-ups and subsidised exercise schemes. Sickness 

absence remained low at 0.5% during the year. 

AP3 actively promotes equality and diversity among employees. 

Working hours are flexible and encourage individual responsi-

bility, 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 2009, seven employees 

took parental leave, all of them male. 

17
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Along with the other AP funds, AP3 is a state-owned pension 

fund. However, the funds differ considerably from other state-

owned institutions, especially in their independence from the 

government. This is because their activities are prescribed by 

legislation and the government has waived its right to issue them 

with directives.

The AP3 Board has nine members, all appointed by the govern-

ment. 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.

Deputy chairman Lars Otterbeck declined re-election in 

2010 and was replaced by Lars G Josefsson. In its governance 

policy  for the AP funds, the government has a guideline of 

maximum 10-year term for directors. During the year, directors 

Dan Andersson and Christer Romilson were replaced by Lars 

Ernsäter and Peter Hellberg, who in turn were nominated by 

employee organisations. Government policy for directors is 

to serve one-year terms, and the Board’s current term of office 

extends until the 2010 income statement and balance sheet have 

been approved. 

The Board has full and collective responsibility for the opera-

tions, 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. 

The Board’s primary tasks are to set operating targets, to recruit 

and monitor the performance of the CEO, to manage strategic 

documents and to make decisions on overall Fund strategy, 

including general asset allocation and deviation and risk man-

dates. Effective control and monitoring are necessary for ensuring 

that Board decisions are implemented, that risk management is 

effectual and that the Fund is run in an appropriate manner.
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The Board held six scheduled meetings during the year and also 

took asset allocation decisions by correspondence on three occa-

sions. One of the scheduled meetings was an extended session to 

discuss strategic issues.

The CEO and other Fund employees also attend Board meet-

ings as experts or in a reporting capacity. The CEO’s performance 

is reviewed annually. The CEO is not party to this process.

In 2010 the Board of Directors conducted a performance 

review of its own work.

The Board of Directors has two committees: the Remuneration 

Committee and the Audit Committee. The Remuneration Com-

mittee has the task of ensuring that salaries and other remunera-

tion are competitive and appropriate. It reviews on behalf of the 

Board the salary and other remuneration of the CEO and execu-

tive management overall salary levels of other Fund employees, 

reporting directly to the Board.

 In 2010 the Remuneration Committee members were Claes 

de Neergaard (chairman), Dan Andersson and Ingela Gardner 

Sundström. Lars Ernsäter replaced Dan Andersson during the 

year. The CEO is a co-opted member in all issues not relating to 

her personal remuneration. The Remuneration Committee met 

on four occasions during the year.

The Audit Committee’s role is to advise, monitor and issue 

recommendations to the Board in financial reporting, accounting, 

internal control, risk control and external audit. The committee 

reports directly to the Board for the first six months the Audit 

Committee members were Kari Lotsberg (Chairman), Lars 

Otterbeck and Sonat Burman-Olsson. Since Lars Otterbeck 

left the Board, the Committee has had two members. The Audit 

Committee held five meetings during the year. The Fund’s 

auditors attended the meetings held to discuss the final audit and 

audit management.

In addition to the yearly work of finalising the annual accounts, 

budget, operating plan and risk management plan, the Board’s 

work in 2010 included:

Following a lengthy period of preparation, the Board in Decem-

ber 2009 approved the transition to a dynamic asset allocation 

model, starting in 2010. The model is presented in detail in the 

2009 Annual Report and on page 8. During the year the Board 

invested a great deal of time in monitoring allocations to the 

various risk categories as part of the dynamic allocation process. 

A macro analysis is presented at every Board meeting along with 

a summary of the outcome of the model that underpins dynamic 

allocation decisions.

 Executive management then presents its views on risk category 

allocations over the near term. Dynamic allocation is also followed 

up as part of the Board’s reporting between meetings. 

 One consequence of the introduction of the dynamic asset 

allocation model is that the Board no longer takes an annual stra-

tegic allocation decision. Allocations to the various risk categories 

are instead reviewed at each Board meeting and, where necessary, 

between meetings. However, the Board continues to set the 

annual targets for asset management. The Board made changes 

in allocations to the different risk categories on four occasions 

during the year. 

AP3 restructured asset management operations during the year. 

In consultation with the Board, the CEO decided to merge 

the Alpha, Beta and External Asset Management, Alternative 

Investments and Portfolio Strategy departments into a single 

Asset Management department. The objective was to create a 

clear chain of command for total portfolio risk and to enhance 

operating efficiency. Gustaf Hagerud was appointed head of the 

new department and on the CEO’s recommendation the Board 

also appointed him as Deputy CEO.

During the first half of the year we launched a project to study, 

structure and evaluate the probabilities and impact of operating 

risks. We ran the project in-house but with support from external 

consultants. Daily contact was maintained with the Audit 

Committee and the project team delivered its report to the Board 

of Directors in December. The main conclusions were that the 

Fund has a good risk culture and high risk awareness. The report 

identified no serious shortcomings but an action plan was drawn 

up to drive change in priority areas. An annual evaluation model 

for these risks was implemented.

In its performance review of the AP funds up to and including 

2009, the government expressed the view that the funds should 

devote more resources and focus to strategic allocation. The 

review, performed by consultants McKinsey on the government’s 

behalf, concluded that AP3 was the best placed of the AP funds 

to be successful in long-term strategic allocation. During the 

year AP3 developed its strategic allocation process through the 

implementation and follow-up of dynamic risk allocation.

AP3 has generated positive returns from active management 

in the last five years, yet the government criticised the annual 

variation in returns. At the end of 2008 AP3 finalised the separa-

tion of alpha and beta management and as a result the Fund no 

longer conducts traditional active management. 

The government report stated that the four AP funds were 

effective in their corporate governance both by Swedish and 

international standards and added that they should further 

develop their core values in respect of environmental and social 

responsibility. 

Asset management costs
The AP funds’ costs remained in the spotlight in 2010 due to 

comments in the government review and the official response to 

the review issued by the Parliamentary Committee of Finance. 

The Board of Directors formally examines the cost structure on a 

quarterly basis, but cost effectiveness is an ever-present focal issue. 

The government review in 2009 said that AP1, AP2, AP3 and 

AP4 should have scope for further cost savings within the frame-

works set by legislation. AP1, AP2, AP3 and AP4 have jointly 
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reviewed scope for cost savings by extending cooperation between 

or merging administrative functions. This review concluded 

that only limited scope existed to cut costs by creating a joint 

administrative organisation, while such a move would increase 

the risk of concentration and render the decision-making process 

more complex. The AP3 Board of Directors and the boards of 

AP1, AP2 and AP4 concluded there was no case at present to 

create a unified service company for the four funds. On the other 

hand, cooperation between the funds’ administrative units had 

a positive impact on costs and has been made permanent by the 

creation of a joint forum for administrative issues. AP6 and AP7 

are also part of this initiative. The forum will continue working to 

ensure cost-effective management through knowledge exchange, 

stronger negotiating power vis-à-vis external suppliers, joint 

development and similar initiatives.

The Board of Directors annually approves the Fund’s corporate 

governance policy and manages other corporate governance policy 

areas. The Board also decides the areas on which the Fund will 

focus at annual general meetings. However, the Board generally 

leaves decisions and engagements in specific cases to the CEO. 

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 also has an annual fund of SEK 100,000 for 

committee work and other assignments. From this fund, the 

Board pays fees of SEK 26,520 to the chairman of the Audit 

Committee and SEK 21,220 to other Audit Committee mem-

bers, and fees of SEK 10,300 to each Remuneration Committee 

member (including the chairman).

AP3’s auditors, Lars Bonnevier and Anna Peyron of Ernst & 

Young, are appointed by the government. Their mandate is for 

one year and runs until the 2010 income statement and balance 

sheet are finalised. Ernst & Young also audits the accounts of the 

other AP funds and Anna Peyron coordinates the audit process 

between the funds.

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 admin-

istration. The auditors normally meet the Audit Committee twice 

a year. As of 2009, the auditors are also responsible for checking 

to ensure that the Fund complies with government regulations on 

employment terms and conditions for senior managers at the AP 

funds. They are required to make a statement on this compliance 

in the audit report. The auditors also submit a verbal report to the 

Ministry of Finance once a year.

The Board has ultimate responsibility for internal control. The 

risk management plan includes frameworks and guidelines set 

by the Board covering allocation of tasks, risks and limits and 

procedures for monitoring and control.

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 stays in close touch with the Board 

via the Audit Committee. Where necessary, the department also 

reports directly to the Board and its role is to ensure that the risk 

framework is complied with. The risk control process makes sure 

that the Fund stays within stipulated limits and complies with 

applicable restrictions and instructions. 

In 2010 AP3 breached two legal limits: the 5% rule for private 

equity holdings and the 10% rule for single holdings in listed 

companies. The National Pension Funds Act states that holdings 

above these limits shall be sold as soon as practicably possible 

given current market conditions. As of 31 December 2010, pri-

vate equity holdings were 4.9% and thus below the 5% threshold. 

No new investment undertakings were made in 2010. At year-

end the Fund remained above the 10% rule for voting rights in a 

single company at wind power company Arise Windpower, where 

our voting rights were 14.7%.
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REPORT OF THE DIRECTORS 

Report of the Directors 2010

SIGNIFICANT EVENTS IN 2010

The dynamic management model designed in 2009 was fully 

implemented in 2010. It focuses on risk allocation instead of 

traditional asset allocation. 

During the autumn the Fund introduced a new management 

organisation to improve lines of responsibility and continue 

improvements to the total risk allocation process. The Strategic 

Allocation, Alternative Investments and External, Alpha and 

Beta Management departments were combined in the Asset 

Management department. Gustaf Hagerud was appointed Head 

of Asset Management and Deputy CEO.

Investment & Pension Europe (IPE) recognised AP3 as 

Europe’s best state pension fund and also Sweden’s best pension 

fund following introduction of the new dynamic asset allocation 

and risk category management model.

During the autumn the Fund started upgrading its Wall Street 

Suite portfolio management system. The upgrade will lead to 

higher product coverage, improved performance and greater 

efficiency in the transaction process.  The aim is to launch the 

upgraded system in 2012.

AP3 carried out a project to identify, structure and evaluate 

operating risks and implemented an annual evaluation method 

and model for these risks. The main conclusions were that the 

Fund has a good risk culture and high risk awareness.

Working with external consultants, AP1, AP2, AP3 and AP4 

carried out a joint review during the first half of the year to 

identify scope for cost savings by coordinating administrative 

functions. The funds’ boards of directors decided not to create a 

unified service company for the four funds because the scope for 

cost savings was limited. The boards also concluded that the risk 

of concentration would rise, the decision-making process would 

become more complex and implementation would be compli-

cated and expensive. However a cooperation forum for all the 

AP funds was created to drive continued progress in harnessing 

synergies and to establish a benchmarking structure for the 

funds’ cost structures and management mandates.

INCOME IN 2010
Asset management generated income of SEK 18,331 million 

(29,421), corresponding to a return of 9.1% (16.4) before expenses 

and 9.0% (16.3) after expenses. Fund capital was SEK 220,829 

million (206,539) at year-end, up by SEK 14,290 million from 31 

December 2009. During the year the Fund had a net outflow of 

SEK 4,041 million (3,906) to the Swedish Pensions Agency. As 

of 2009 the Fund has a net outflow to the pension system because 

paid-in pension contributions are lower than pension disburse-

ments, requiring AP3 to make payments to the Pensions Agency 

to help finance the deficit.

SEK m 2010 2009

Fund capital as at 1 Jan 206,539 181,024

51,267 50,678

Pension disbursements -55,051 -54,353

257 231

Income in 2010 18,331 29,421

220,829 206,539

Income consists primarily of realised and unrealised changes in 

the value of financial assets, which are measured at fair value on 

the reporting date. Other income consists of net interest income, 

dividends received and net currency income. Commission 

expenses are recognised as an expense under income and relate 

to fixed management fees for external mandates, fund manage-

ment fees and custody account expenses. Commission expenses 

in 2010 totalled SEK 146 million (170). Income after expenses 

was SEK 18,485 million (29,568).

Operating expenses consist of staff, IT, premises and other 

administrative costs. These totalled SEK 154 million (147), of 

which SEK 101 million (95) were staff costs. The average number 

of employees rose from 54 people in 2009 to 55 in 2010.

Total expenses as a percentage of average fund capital were 

0.14% compared to 0.17% in 2009. This figure reflects the size 

of the AP3 cost base and the value of fund capital. AP3’s total 

costs fell by SEK 17 million compared to 2009, while average 

fund capital rose by SEK 19,913 million. The Fund continued its 

efforts during the year to optimise external management costs by 

restructuring a number of mandates to improve cost effective-

ness. The proportion of internal management was increased and 

some opportunistic investments deemed to have met their return 

targets were discontinued. Operating expenses rose, primarily due 

to higher staff costs.
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SEK m 2010 2009

Commission expenses, SEK m 146 170

154 147
1, % 0.14 0.17
2, % 0.07 0.08

1

2

SEK m

1,312

-37

-228

Net income 1,047

14,428

14,980

Commitments 18,327

2010 was a year of major differences in economic developments 

at global level. Emerging markets such as China and India 

saw strong economic growth, while many European countries 

experienced economic weakness due to fiscal measures to tackle 

rising budget deficits. The US economy recorded modest growth 

during the summer. Fiscal stimuli there failed to have the 

desired impact, prompting a second round of measures during 

the autumn. Weak government finances in the PIIGS countries 

(Portugal, Italy, Ireland, Greece and Spain) combined with 

speculation over the future of the euro precipitated bouts of 

severe nervousness on currency markets during the year. Sweden 

enjoyed robust growth and strong government finances saw 

the Swedish Central Bank gradually withdraw its support and 

stimulus measures. The year can be summarised as follows:

Favourable returns on equity markets, especially in emerging 

markets, Sweden and North America. The Swedish equity 

market posted a return of 26%, making it the best performing 

region in AP3’s investment universe.

The Swedish krona strengthened against the US dollar, the 

euro and sterling. 

Swedish short-term interest rates rose during the year while 

long-term rates were relatively unchanged. In the US, short- 

and long-term interest rates decreased.

Country spreads in Europe rose strongly against Germany.

Inflation rose in emerging markets but remained worryingly 

low in countries such as the US and Japan.

% percentage points

13.5 7.4

Fixed income 1.8 0.4

Credits 3.8 0.5

7.4 1.0
1 -0.7

9.4 0.1
1 0.3

9.1 9.1

1

The Equities risk category accounted for 7.4 percentage points 

of the year’s return of 9.1%. This was the largest single contribu-

tion to return of the seven asset classes. Sweden was the best 

region, delivering a return of 25.9%. The fixed income, credits 

and inflation risk categories contributed a combined total of 1.9 

percentage points. Here, real estate was the largest contributor, 

followed by US fixed income and credits. Absolute return strate-

gies contributed with income of SEK 563 million, equivalent to 

a contribution of 0.3 percentage points to total return. The only 

negative result for the year was the foreign exchange risk category, 

which comprises AP3’s open currency exposure. It contributed 

-0.7 percentage points to overall return. 

AP3’s target is to achieve a real annual return (minus 

inflation) of at least 4% over the long term. Since inception in 

2001 the Fund has generated a return of SEK 73,575 million 

on invested capital, corresponding to an average annual return 

of 4.1%. After allowing for inflation, the real return averaged 

2.4% per annum. Real return in 2010 was 6.5% and thus made 

a positive contribution to achievement of the long-term target. 

Although the Fund has yet to attain the long-term active 

return target, it has made a positive contribution to the pension 

system because the return has outstripped the income index (the 

upward indexing of pension credits). Since 2001 the income 

index has risen by 3.2% per year, compared to AP3’s annual 

return of 4.1%. 

As of 2010 AP3 no longer conducts traditional active manage-

ment. Had this management category still existed, it would include 

absolute return strategies, along with the active return generated 

by the liquid portfolio of fixed income assets and equities. In 2010 

the combined contribution to overall return was SEK 778 million. 

Absolute return strategies recorded a return of SEK 563 million, 

which can be compared to the Fund’s internal target of SEK 600 

million. Management of the liquid portfolio generated an active 

return of SEK 215 million. Here, the Fund’s stated target is 

“cost-effective management”. Aggregate active return on listed 

equities thus totalled 0.5 percentage points in 2010.
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1

2

AP3 started the year with currency exposure of 8.3%. AP3 actively 

used currency exposure during the year as a tool to diversify 

portfolio risk. Exposure varied from 3% to 15% and ended the 

year at 11.3%. A more detailed presentation of currency exposure 

is shown on page 41.

AP3 measures all holdings at fair value using a hierarchy of price 

sources and calculation methods. Holdings represented in the 

benchmarks that the Fund uses for liquid investments in equities 

and fixed income securities are measured initially at the prices 

stated by index suppliers. Holdings that do not form part of an 

index or where the index supplier’s price is not deemed reliable 

are measured at list prices observable in an active market. This is 

always the preferential choice for valuations, but when it is not 

available then AP3 uses the next step in the valuation hierarchy.

Reliable listed prices are unavailable for some holdings, 

primarily some fixed income securities and most derivatives 

that are not traded over an exchange or handled by a clearing 

house. Measurements are based on generally acceptable models 

that use observable market data to establish fair value. Valua-

tion risk for this group is regarded as limited. This group also 

includes certain types of transaction in which AP3 relies on 

price information from one or more external counterparties to 

identify fair value.

Some holdings must be valued using models based on using 

non-observable market data. These are subject to a higher degree 

of subjective assessment and hence higher uncertainty. In AP3’s 

case, these holdings are primarily private equity funds and other 

unlisted equities. AP3’s measures private equity fund holdings 

using valuations received from external managers. AP3 requires 

managers to comply with the IPEV1 valuation principles and 

for funds to be revised by a well established audit firm. Valu-

ations from the fund managers are usually received 90 days 

after the end of the quarter, which means that the valuations of 

AP3’s holdings as of 31 December are based on fund managers’ 

reports dated 30 September adjusted for cash flow during the 

fourth quarter. AP3 assesses the reliability of these valuations 

to determine whether any corrections are necessary to achieve 

a more accurate fair value. No such corrections were deemed 

necessary as of 31 December 2010. Private equity holdings are 

valued at net asset value.

The table in the right-hand column shows all AP3’s invest-

ment assets by valuation category. Valuation risk is deemed to 

be low because just under 90% of the Fund’s investment assets 

can be valued at observable prices in an active market.

prices in an 
Total AP3

and units 114,306 114,306

and units 18,966 18,966

89,338 1,516 5,434 96,338

-128 3,015 1 2,887

Total assets 203,566 4,531 24,400 232,497

The Fund’s holdings are exposed to market and credit risks that 

can result in changes in value when equity prices, fixed income 

instruments, credit spreads and currency rates change. AP3 uses 

Value at Risk2 to aggregate risk across all risk categories. Value 

at Risk is a forward-looking measure of risk that estimates the 

probability of changes in portfolio returns over a given timeframe 

based on existing positions and historical market movements.

The table below shows risk (measured as Value at Risk) for the 

total portfolio per risk class as at 31 December 2010, along with 

maximum, minimum and average levels recorded during the year. 

AP3 uses a probability of 95% and a horizon of one day, meaning 

that negative changes in value should not exceed Value at Risk 

on 19 days out of 20 assuming that market conditions follow 

historical patterns.

SEK m 2010 2010
Average 

2010
31 Dec 

2010

868 3,120 1,539 995

104 225 153 152

133 638 348 291

14 62 31 29

-433 -1,114 -718 -547

Total AP3 686 2,932 1,354 919

The table below shows AP3’s exposure to credit risk at 31 Decem-

ber 2010 by rating category based on credit ratings from Standard 

& Poor’s or equivalent credit rating agency.

SEK m AAA AA A BBB ‹BBB2

39,357 3,149 2,965 2,264

16,459 185 1 12

Corporate bonds 6,462 2,560 3,547 3,748 1,282

1,254 5,906 6,233

1,543 1,511

Gross exposure 63,532 13,343 14,255 3,748 3,558

4,700 3,472

Net exposure 63,532 8,644 10,784 3,748 3,558

1

2
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Legal limits
In 2010 AP3 exceeded two legal limits stipulated in the National 

Pension Funds Act: the 5% rule for private equity holdings and 

the 10% rule for voting rights in individual listed companies.

Private equity holdings accounted for 5.3% of total assets at 

30 June. According to the Act, AP funds may invest a maximum 

of 5% of their assets in private equity. A much greater increase 

in the value of private equity holdings compared to listed assets 

during the first six months caused AP3 to exceed this ceiling. As 

of 31 December 2010 private equity holdings were 4.9% and thus 

below the 5% threshold. No new investment undertakings were 

made in 2010.

In autumn 2009 AP3 acquired a 17% of the voting equity in 

unlisted company Arise Windpower. 

The company floated on the stock market during the spring 

and on 30 June AP3’s stake was 14.7%, exceeding the statutory 

limit stipulating that AP funds may not own more than 10% of 

the voting rights in any single listed company. The Act requires us 

to sell any shareholding that exceeds the 10% limit as soon as pos-

sible, with regard to market conditions. Our share of the voting 

rights in Arise Windpower remained at 14.7% as at 31 December.

AP3 engages in securities lending, which means the Fund lends 

equities and bonds to counterparties with a high credit rating and 

in return for collateral. The lending programme is managed by 

AP3’s custodian bank, Northern Trust.

During the spring, the liability related to unrealised losses 

on reinvestments of cash collateral outstanding at the end of 

2009 was written down to zero. The recovery in the value of 

these investments means that AP3 overall has not experienced a 

negative impact on income relating to the problems encountered 

in securities lending during the financial crisis in 2008. Winding 

up these unrealised losses involved a cost of SEK 58 million that 

was expensed in the income statement under net interest-bearing 

assets. 

In 2010 income from securities lending totalled SEK 93 

million (111). Income from securities lending is recognised as 

interest income in the income statement.

SEK m 2010 2009

Bonds 23 17

71 94

93 111

58 167

Total 151 279

AP3 in 2010 left the joint investment pool for reinvestment of 

cash collateral managed by Northern Trust. As of October 2010 

cash collateral is invested in a separate portfolio in which the 

Fund sets the investment guidelines. This means that AP3 has 

disposition rights over cash collateral received. For this reason, 

reinvestments of these securities are recognised as of 2010 in 

the balance sheet under bonds and other interest-bearing assets 

and under other assets. AP3 has a liability relating to collateral 

received and this is recognised under other liabilities.

Brokerage fees are payable on purchases of equities, units 

and derivatives. For equities, these fees are included in cost. 

Brokerage fees totalled SEK 37 million (55) in 2010, of which 

37% related to external management. Brokerage fees do not 

arise when trading fixed income and currency products. Instead, 

the transaction cost is expressed as a spread (difference between 

buying and selling rate). The tables on page 41 show brokerage 

fees and volumes in 2010. The figures relate to externally and 

internally managed assets.

Choosing the right portfolio management system is a vital for 

effective asset management. During the year AP3 reviewed the

 IT strategy and system platform and concluded that the current 

structure meets the Fund’s requirements and with low operating 

costs. AP3 therefore decided to continue to capitalise on com-

pleted investments and focus on improving the current environ-

ment by upgrading the current Wall Street Suite portfolio 

management system. We launched the upgrade project during 

the autumn with the aim of introducing the new version in the 

first half of 2012. The objective is to achieve higher product 

coverage, improved performance and greater efficiency in the 

transaction process. AP3 expects that the upgrade process will 

utilise mainly internal resources, although external consultants 

and hardware investments will give rise to some costs.

Class actions are lawsuits in which a large group of people bring 

a legal claim against companies and their representatives for 

breaches of securities market legislation. Class actions are often 

brought in relation to the provision of information to the stock 

market and are most common in the US. They allow individual 

investors to claim a share of any damages even if they have not 

participated in the legal proceedings. AP3’s custodian bank 

keeps track of settlements owed to us through class actions. In 

2006–2010 AP3 received SEK 92 million in class action settle-

ments, of which SEK 9.5 million was received in 2010. These 

amounts are recognised under net income from listed shares and 

units in the income statement. 
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Government review
In its annual review for the 2005-2009 period, the government 

noted that AP1, AP2, AP3 and AP4 had achieved their best 

annual result since inception in 2001 and recorded a significant 

improvement in long-term return. The funds have since 2009 

implemented changes that have created greater differences in 

their asset management models than in the past. The govern-

ment welcomes these changes, which are in step with the aim 

of establishing four funds with identical mandates.

AP3’s active return in 2005-2009 was positive but the gov-

ernment criticised the Fund for failing to meet the target level. 

AP3 withdrew from traditional active management in 2009. 

A survey by consultants McKinsey on the government’s 

behalf concluded that the AP funds’ investment performance 

compared favourably with that of international peers. McKinsey 

compared the funds’ returns with seven large international pen-

sion funds. Only one of these seven – ATP of Denmark – posted 

higher returns than the AP funds in 2005-2009. McKinsey’s 

analysis showed that the AP funds’ asset management costs 

were at the lower end of the international pension fund spec-

trum, confirming that the AP funds operate cost-effective 

management structures. 

The government expressed the desire that AP1, AP2, AP3 

and AP4 develop their core values in the sphere of social and 

environmental responsibility, while noting that corporate 

governance at the funds is effective compared to Swedish and 

foreign pension funds.

The government intends to monitor the funds’ continued 

efforts to cut costs. 

REPORT  OF THE DIRECTORS

Corporate governance
The Board of Directors reviews the corporate governance 

policy at regular intervals and revised it in December 2010. 

The changes included clarification of the Fund’s views on 

capital structure issues, including new issues, dividends, share 

buybacks and shareholder rights.

AP3 voted at the AGMs of around 500 Swedish and foreign 

companies during the 2009/2010 season, an increase of 200 from 

the year before, and was represented on eight nomination com-

mittees: Algeta, Alpcot Agro, Arise Windpower, Bergvik Skog, 

BioInvent, Diagenic, Karolinska Development and Orexo.

By taking an active role as an investor the Fund aims to en-

sure that the companies in which it holds significant investments 

have appropriate ethical and environmental policies. During 

the year discussions were held with 13 Swedish companies on 

social responsibility. AP3 published a report on its corporate 

governance activities in September 2010. This document can be 

downloaded from the Fund’s website. 

AP3 cooperates with AP1, AP2 and AP4 on environmental 

and social responsibility in foreign companies via the funds’ joint 

Ethical Council. The Council seeks via active governance to 

influence foreign companies in these matters. In 2010 it engaged 

in dialogue with a number of foreign companies and participated 

in various international investor initiatives. A report on the Ethical 

Council’s operations will be published in the first half of 2011.

AP3 streamlined its core values after year-end and the values 

will be included in the 2011 corporate governance policy. 

At year-end, AP3 had 56 (55) employees, of whom 19 were female 

and 37 were male. On average, each employee has 17 years’ 

experience of working life. Two people left the Fund in 2009 and 

three people joined. Sickness absence at AP3 continued to be low 

in 2010 at 0.5% (0.4).
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Income statement

Income statement

INCOME

SEK m Note 2010 2009

Net interest income 2 1,999 1,687

2,917 2,554

3 14,755 24,832

4 2,415 -2,028

1,182 4,985

5 -1,817 -1,335

-2,820 -957

Net commission expenses 6 -146 -170

Total income 18,485 29,568

OPERATING EXPENSES

7 101 95

8 53 52

 154 147

18,331 29,421
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Balance sheet

ASSETS

SEK m Note 31-12-2010 31-12-2009

   Listed 9 114,306 105,570

   Unlisted 10 18,966 17,995

11 96,338 78,214

12 4,317 2,304

2,225 1,723

13 9,263 7,041

Prepaid expenses and accrued income 14 1,827 1,598

Total assets 247,242 214,445

FUND CAPITAL AND LIABILITIES

12 1,430 2,140

 15 24,898 5,693

16 85 73

26,413 7,906

17

Fund capital as at 1 Jan 206,539 181,024

-4,041 -3,906

- 0

18,331 29,421

220,829 206,539

247,242 214,445

Memorandum items 18

BALANCE SHEET
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-

-

-

-

-

Net

-

-

-

interest income.

-

Net commission expenses
-
-

-

Taxes

expense. 

NOTES
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NOTE 2 Net interest income

SEK m 2010 2009

INTEREST INCOME

2,101 1,776

216 941

93 111

16 21

Total interest income 2,426 2,849

INTEREST EXPENSE

426 1,161

1 1

Total interest expense 427 1,162

Net interest income 1,999 1,687

NOTE 4

SEK m 2010 2009

391 118

2,024 -2,146

2,415 -2,028

NOTE 3

SEK m 2010 2009

14,906 24,960

-26 -46

-125 -82

14,755 24,832

NOTE 5

SEK m 2010 2009

-1,558 - 1,725

-259 390

-1,817 -1,335

2010 2009

total total 

55 19 54 17

56 19 55 18

5 3 7 3

2010 2009

SALARY, BENEFITS AND REMUNERATION, SEK THOUSAND

110 110

CEO  3,495 2,840

493 498

9,336 9,844

Manager  1 2,420 2,228

Manager  2 1,661 2,184

Manager  3 1,508 1,459

Manager  4 1,416 1,819

Manager  5 1,171 1,022

Manager  6 1,160 1,132

44,350 40,360

57,784 53,652

COST OF VARIABLE REMUNERATION, SEK THOUSAND

CEO - -

- -

2,789 4,850

2,789 4,850

- -

PENSION PLAN EXPENSES, SEK THOUSAND

CEO 1,075 1,032

2,591 2,768

Manager  1 638 668

Manager 2 478 597

Manager 3 438 460

Manager 4 433 514

Manager 5 319 257

Manager 6 285 272

11,125 9,763

Total pension plan expenses 14,791 13,563

SOCIAL SECURITY EXPENSES, SEK THOUSAND

35 35

CEO  1,359 1,143

124 125

3,562 3,764

16,962 16,194

22,042 21,261

3,772 2,095

101,178 95,421

NOTE 6 Commission expenses

SEK m 2010 2009

External commissions, listed assets 99 88

External commissions, unlisted assets 37 66

10 16
Total commission expenses 146 170

-
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-

-

CEO -

management excl. CEO -

-

-

-

SEK m 2010 2009

12 9

24 28

9 7

8 8

53 52

SEK t 2010 2009

1,125 1,535

Other assignments 

195 158

KPMG AB 859 43

2,179 1,736

31-12-2010 31-12-2009

SEK m Cost Cost

32,485 25,759 27,644 26,531

557 370 381 362

66,558 62,403 64,931 61,555

14,706 11,382 12,614 10,318

114,306 99,914 105,570 98,766
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NOTE

No. 2010 Cost 2009 Cost

1,000,000 25% 1,221 1,221

50,000 50% 757 1 2,257

3,607,357 19% 226 207

347 5% 174 173

7,930,000 16% 152 107

2,500 8% 25 25

2,155,161 2% 18 17

28% 115 115

38 38

RMK GAC 100% 825 580
EuroPrisa 10% 473 473

100% 440 440
19% 428 404

29% 406 379

6% 330 277

4% 270 226
Altor Fund II 3% 261 241

5% 244 210

7% 236 236

6% 219 219

1% 219 218

1% 194 194

10% 190 187

1% 184 196

Paul Capital Partners Top Tier II 7% 182 187

Goodman Australia Industrial Funds 6% 182 169

6% 180 124

7% 178 101
HarbourVest Partners 2004 Direct Fund 10% 178 189

8,743 7,839

Total cost 17,288 17,249

18,966 17,995

1

BY CLASS OF ISSUER 

31-12-2010 31-12-2009

SEK m
Fair 

cost
Fair 

cost

11,651 11,041 2,946 2,147

15,571 15,728 4,918 4,905

2,491 2,564 2,259 2,144

8,834 8,899 9,890 9,625

34,243 36,189 12,456 12,087

20,195 20,518 39,825 39,785

Total 92,985 94,939 72,294 70,693

3,353 3,181 5,920 5,484

BY CLASS OF INSTRUMENT

31-12-2010 31-12-2009

SEK m
Fair 

cost
Fair 

cost

15,016 15,481 14,559 14,697

65,502  67,026 52,046 50,363

- - 4 4

5,352 5,322 4,476 4,444

7,115 7,110 1,209 1,185

Total 92,985 94,939 72,294 70,693

3,353 3,181 5,920 5,484
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NOTES

31-12-2010

SEK m
Nominal

Held 5 20

8 1 -21

Futures 2,497 49 -26

928 65 -205

Total 3,437 135 -252

cleared 2,509

Held 99,408 1 -1

99,902 0 -1

87,540 7 -157

CDS 5,015 85 -62

Total 291,865 94 -220

cleared 286,850

Held 21,887 2 -79

11,246 183 -1

Futures 140,805 3,958 -883

185 - -49

Total 174,123 4,143 -1,012

cleared

469,397 4,371 -1,484

-

NOTE 13 Other assets

SEK m 31-12-2010 31-12-2009

1,467 431

7,793 1,099

0 5,501

3 10

Total other assets 9,263 7,041

-

SEK m 31-12-2010 31-12-2009

Accrued interest income 1,717 1,470

70 77

Tax reclaimables 16 25

Prepaid expenses 18 17

6 9

1,827 1,598

SEK m 31-12-2010 31-12-2009

9 9

1,495 111
0 1
2 2

23,388 5,501

4 69

24,898 5,693

SEK m 31-12-2010 31-12-2009

70 43

11 24

4 6

85 73

SEK m 31-12-2010 31-12-2009

Fund capital as at 1 Jan 206,539 181,024

51,267 50,678
-55,050 -54,348

-1 -5
0 0

-257 -231

-4,041 -3,906

- 0

- 0

18,331 29,421

220,829 206,539

PLEDGES AND EQUIVALENT COLLATERAL TO SECURE OWN LIABILITIES

SEK m 31-12-2010 31-12-2009

7,793 -

382 -

90

22,789 5,132

23,005 5,501

OTHER PLEDGES AND EQUIVALENT COLLATERAL

SEK m 31-12-2010 31-12-2009

14,005 20,339

14,201 21,802

COMMITMENTS

SEK m
Total 

commitment 31-12-2010
Total 

commitment
up to

31-12-2009

18,327 14,980 19,695 13,346
Real estate and 

5,297 4,385 4,876 3,546
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Claes de Neergaard 

              Chairman      

Sonat Burman-Olsson

Lars Ernsäter 

Kari Lotsberg

Inga-Lill Carlberg 

Ingela Gardner Sundström

Lars G Josefsson

   Deputy Chairman

Gunvor Engström 

Peter Hellberg

    Kerstin Hessius

                 CEO

Stockholm, 17 February 2011 

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 2010 financial year. The 

annual accounts are included in the printed version of this docu-

ment on pages 26-37. 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 based on 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 administra-

tion of the fund in general. 

We recommend that the income statement and balance sheet 

be adopted.

Stockholm, 17 February 2011 

Anna Peyron

Authorised public accountant
Appointed by the government 

Lars Bonnevier

Authorised public accountant
Appointed by the government 
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TABLES

2010 2009 2008 2007 2006 1 2001 Annual1 2006-2010

INCOME AND NET FLOWS

SEK bn

-4.0 -3.9 0.9 2.0 1.6

18.3 29.4 -44.8 10.7 18.6

Fund capital as at 31 Dec2 220.8 206.5 181.0 224.9 212.2

RETURNS AND EXPENSES, TOTAL PORTFOLIO

%

9.1 16.4 -19.7 5.1 9.7

0.07 0.08 0.07 0.06 0.06

Net commission expenses 0.07 0.09 0.07 0.07 0.08

9.0 16.3 -19.8 5.0 9.5 4.1 3.2

2.33 0.90 0.90 3.45 1.63 1.6 1.8

6.5 15.3 -20.5 1.5 7.8 2.4 1.3

SEK bn

18.5 29.6 -44.6 10.8 18.7 7.5 6.6

0.2 0.1 0.1 0.1 0.1 0.2 0.1

18.3 29.4 -44.8 10.7 18.6 7.4 6.4

RISK
3 7.0 9.9 16.6 7.3 6.3

1.2 2.0 0.1 1.1

CURRENCY EXPOSURE
4 11.3 8.3 13.8 9.0 9.0

EXTERNAL MANAGEMENT
4 41.0 40.7 38.8 39.9 40.4

ASSET MANAGEMENT EXPENSES

0.07 0.08 0.07 0.06 0.06

0.14 0.17 0.14 0.13 0.14

MARKET VALUE PER ASSET CLASS

SEK bn

Total 220.8 206.5 181.0 224.9 212.2

Of which
5 32.0 26.5 17.9 24.0 26.8

5 78.8 76.2 66.0 93.5 88.8
5 10.9 9.8 10.8 9.5 6.4

31.6 13.6 13.7 13.6 18.0

28.7 42.3 39.2 59.3 44.5

1.5 0.1 5.4 7.4 12.0

13.7 14.2 8.7 11.3 10.4

16.9 16.0 16.2 6.4 5.5
5 6.9 7.7 3.1

56 55 50 51 50

1

2

3

4

5
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TABLES

SEK bn 31-12-2010 31-12-2009 31-12-2008 31-12-2007 31-12-2006

LISTED EQUITIES1 32.0 26.5 17.9 24.0 26.8

Europe 24.4 25.5 20.8 32.3 31.7

USA 25.2 24.1 25.7 36.8 28.6

Asia 16.4 15.2 13.6 16.0 22.2

12.8 11.5 5.9 8.4 6.3

110.8 102.7 83.9 117.5 115.6               

PRIVATE EQUITY1 10.9 9.8 10.8 9.5         6.4

FIXED INCOME

Nominal 31.6 13.6 13.7 13.6 18.0

14.9 12.5 12.4 12.6 14.5

UK 4.7 4.4 4.5 12.2 6.7

USA 9.1 20.3 16.8 29.8 19.5

Asia 0.0 5.2 5.5 4.7 3.8

1.5 0.1 5.4 7.4 12.0

1.4 4.7 4.8 3.2 4.4

USA 12.3 9.5 3.9 8.1 6.0

75.4 70.2 67.0 91.5 84.9

NEW STRATEGIES1 6.9 7.7 3.1

REAL ESTATE 7.0 6.6 7.0 5.0 4.6

2.1 2.3

3.4 3.4 6.2

Timberland 3.2 2.9 2.3 1.2 0.9

1.2 0.9 0.7 0.2

Total real estate 16.9 16.0 16.2 6.4 5.5

2 - - -  - -

AP3 TOTAL 220.8 206.5 181.0 224.9 212.2

1

2

SEK m 2010 2009 2008 2007 2006

Fund capital as at 1 Jan1 206,539 181,024 224,897 212,198 191,950

 -4,041 -3,906 831 991 1,568

- 0 53 1,028 108

18,331 29,421 -44,757 10,680 18,572

220,829 206,539 181,024 224,897 212,198

1
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TABLES

EUR GBP JPY USD Total

15,170 8, 674 9,830 30,891 27,736
1 211 858 - 300 964

14,644 4,475 0 18,297 231

53 -6 -16 99 -229

3,242 123 112 -50 -6

33,320 14,123 9 ,926 49,537 28,696 135,602

-39,276 -7,843 -2,719 -44,536 -14,077 -108,450

Total -5,956 6,280 7,207 5,002 14,619 27,152

1

% Index

53 71 -18

34 24 10

Corporate bonds 13 5 8

0 0 0

Total  100 100 0

Index

3.2 2.8 0.4

2.5 2.6 -0.1

UK 2.6 2.6 0.0

USA 3.5 3.5 0.0

Japan 0.0 0.0 0.0

Total 3.0 2.8 0.2

as at 31 Dec 2010

% bonds bonds
Corporate

bonds
Total

AAA 81 99 1 74

AA 7 1 15 7

A 7 0 28 8

BBB 0 0 41 6

5 0 13 5

Unrated 0 0 2 0

2,624

Ericsson 2,548

2,494

2,020

Atlas Copco 1,648

1,539

TeliaSonera 1,289

1,266

1,256

1,030

Credit Suisse Société Générale

UBS

Nordea

Nordea

UBS

Nordea SEB
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TABLES

Mandate

 commiments 
in SEK bn as at 

31 Dec 2010

commitment 

in SEK bn as at 
31 Dec 2010

in SEK bn as at 
31 Dec 2010

18.3 15.0 10.9

Real estate 5.3 4.4 16.9

.

- - 6.9

1

SEK m Start date

EQUITY MANDATES

All cap 32,241 01-01-2006

Europe 10,104 31-12-2000

Europe Mid cap 2,086 04-11-2005

Europe Small cap 870 26-05-2009

Europe 9,415 30-06-2009

6,245 24-03-2009

Mid cap 4,173 31-10-2007

Small cap 4,374 31-10-2007

Japan All cap 9,849 17-01-2006

All cap 3,726 29-06-2007

All cap 538 25-01-2006

10,425 30-08-2002

All cap 7,318 08-10-2009

Europe Small cap 1,672 29-08-2003

All cap 2,558 06-03-2004

All cap 1,083 03-08-2006

All cap 1,059 27-07-2006

All cap 1,133 16-08-2006

All cap 1,477 07-06-2006

FIXED INCOME MANDATES

Global 73,144

1

82%

18%

Total 100%
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TABLES

10,000

8,000

6,000

4,000

2,000

0

SEK m

Real estate investments as at 31 Dec 2010

SEK m

Total 
commitment

18,327

capital

14,980

2001-20101

6,548

1

than the date on which the investment commitment was signed with the 
-

97 98 99 00 01 02 03 04 05 06 07 08 09 10

SEK m

4,462

Europe

8,226

5,000

4,000

3,000

2,000

1,000

0

20,000

15,000

10,000

5,000

0

5,555

Hemsö
real estate

Timberland

8,000

6,000

4,000

2,000

0

SEK m

7,004

2,109

1,181

3,180

Real estate

SEK m

40,000

30,000

20,000

10,000

0

16%

12%

8%

4%

0%
2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

2.8%
3.9%

3.0% 3.2%
4.0%

5.6%

7.1%

16.6% 16.3%
15.7%
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Glossary 
-

period.

Alpha

-

-

Beta

CDM

countries.

Cleantech

Clearing

CLS

-
mental and social concerns. 

-

CSA agreement
-

-

indices.

-

-

ISDA agreement
-

-
-

Mezzanine loan

-

OTC

Passive management

-
-

-

-

p

 return

p

=

=
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Fixed income  

North America

16%

15%

2%

13%

10%

2%

13%

10%

1%

6%
1%

8%
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