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AP3 employees have an average18 
 years’ experience. 77% are university graduates.

AP3 voted at 451  
AGMs in 2011 – 399 of them foreign  
and 52 Swedish. We also held seats on eight  
nomination committees.

AP3 paid out SEK  

9,187  

million in 2009-2011 to plug the  
deficit in the pension system.

AP3 has generated returns of SEK 

68,092  

million since inception in 2001.
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ThE YEAR IN BRIEF

AP3 IN BRIEF

Mission
AP3 is one of five so-called buffer funds in the Swedish 
 national pension system. We operate under a mandate 
from the Swedish Parliament to generate maximum benefit 
for the income pension system by managing our fund capital 
so as to deliver strong investment returns at a low level of risk.

Targets 
  Generate an average real return (adjusted for inflation)  

of 4% per annum over time.

  Achieve high cost-effectiveness in our asset  
management.  

Government pension fund  
AP3 is a state-owned pension fund with a government- 
appointed Board of Directors. We are more independent 
than most government entities because like the other AP 
funds we are regulated solely by statute and not by govern-
ment directives. The Ministry of Finance reviews the AP 
funds on an annual basis.

Investments  
AP3 aims to achieve its target of a 4% real return over time 
by investing in a diversified global portfolio of listed and 
unlisted assets and assets. As of 31 December 2011, the 
portfolio had a market value of SEK 214,106 million.  

 Key figures

2011 2010 2009 2008 2007

Fund capital at 31 Dec, SEK bn 214.1 220.8 206.5 181.0 224.9

Net flows to/from pension system, SEK bn -1.2 -4.0 -3.9 0.9 2.0

Profit/loss for the year, SEK bn -5.5 18.3 29.4 -44.8 10.7

Return before expenses, % -2.4 9.1 16.4 -19.7 5.1

Return after expenses, % -2.5 9.0 16.3 -19.8 5.0

Asset management cost ratio, % 0.11 0.14 0.17 0.14 0.13

Asset management cost ratio excluding commission expenses, % 0.07 0.07 0.08 0.07 0.06
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ThE YEAR IN BRIEF

  AP3 recorded a loss of SEK 5,483 million (profit: 18,331) 
in 2011 – a year marked by the debt crisis in Europe,  
political turmoil in North Africa and the Middle East,   
the earthquake in Japan and slower economic growth  
in the United States. These factors combined to create 
uncertainty and weakness on financial markets.

  The total return was -2.4% before expenses and -2.5% 
 after expenses. The equities risk category contributed 
-5.3 percentage points to total return. 

  Fund capital stood at SEK 214,106 million at 31 December, 
a decrease of SEK 6,723 million from the prior year. The 
change in fund capital includes payments of SEK 1,240 
million to the pension system.

  Since inception in 2001, AP3 has generated a nominal 
annual return of 3.4%. This is higher than the increase in 
the income index, which is used as the basis for pension 
indexation. The real annual return (minus inflation)  
during this  period stands at 1.7%.
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STATEMENT BY ThE CEO

We will all remember 2011 in different ways, but 
one common theme stands out: instability. The 
Arab Spring saw decades-old dictatorships toppled. 
Seismic shifts caused a devastating earthquake in 
Japan. The European credit crunch escalated into a 
public debt crisis that threatened European inte-
gration. The US government saw its credit rating 
cut. Investments traditionally regarded as risk-
free were called into question. Financial markets 
respond to such turbulence by adjusting the way 
they price risk. In 2011 the dominant issue was the 
uncertainty surrounding the euro, the cornerstone 
of European integration.   

AP3 and Sweden’s new pension system launched in 2001, 
the same year that euro notes and coins entered circulation 
for the first time. It is interesting to reflect on the parallels 
between the two systems. Both are geared to improving 
conditions for growth. Both also rely heavily on market 
confidence. In the case of the euro, government borrow-
ing costs will be priced at a manageable level provided 
the market has confidence in the currency. Manageable 
borrowing costs create favourable conditions for growth. 
Likewise, high public confidence in the national pension sys-
tem encourages Swedish consumers to adapt their savings 
patterns to a level that promotes stable economic growth.

Building credibility from stable foundations 
It takes time to establish confidence in an international 
system such as a single currency or national pension frame-
work and it is critical that such systems are built on stable 
foundations. Looking at the euro, it is clear that the founda-
tions were not strong enough – a fact that allowed economic 
weaknesses in some Eurozone states to be papered over 
while times were good. A number of countries profited from 
market confidence in euro states as a group without earning 
that confidence in their own right. This enabled these coun-
tries to enjoy the benefit of lower bond yields. This was good 
for growth but also allowed necessary structural reforms 
to be ignored. The mechanisms requiring remedial action 
were too weak and national governments fudged the rules 
of the stability pact. Complacency gradually developed in the 
wake of the euro’s successful launch amid a belief that the 
growth fuelled by low interest rates would act as a panacea. 
Today we know there are no quick fixes to spending and debt 
problems: robust growth takes time to achieve. 

In Sweden, implementation of the pension reform in 
2001 was also successful, and the system remained in equi-
librium for about as long as the euro retained the market’s 
confidence. As with the euro, it was the financial crisis of 
2008 that put the Swedish pension system under pres-
sure – pressure that proved far more dramatic than anyone 
had  imagined when the system was conceived. Pensions 
and pension credits failed to keep pace with the income 
index when the brakes went on and pensions were even 
cut in nominal terms in 2010 and 2011. There were calls for 
change, though no public outcry, and the government was 
able to soften the impact by cutting taxes. The system basi-
cally worked as its founders had intended, though not all 
of them might have fully understood the consequences of 
negative growth on pension payments. The system requires 
current and future pensioners alike to make sacrifices in 
tough economic times so the system remains viable over 
time and ensures that current pensioners do not receive 
preferential treatment over future generations. Confidence 
has remained intact, partly thanks to the cross-party political 
support underpinning the original legislation and also 
because most voters presumably support the fundamental 
principle of neutrality across generations. 

Risk diversification creates long-term growth   
So how has AP3 handled its mandate as a buffer fund in a 
pension system under pressure? One of the core principles 
of our investment philosophy is that risk pays off over 
time. However, this has not really been the case in the past 
decade. Anyone who had invested SEK 1,000 in Swedish 
equities at the start of 2001 would have earned less than the 
so-called “risk-free” yield on short-term government bonds. 
Nevertheless, we believe that the events of the last decade 
are not representative of what we can expect in the future. 
History also demonstrates the value of diversifying risk in an 
uncertain world. Risk diversification is a cornerstone of AP3’s 
investment philosophy. By spreading our holdings across 
equities, fixed income instruments, real estate, private 
equity and other alternative investments we have achieved 
higher returns than the equity index – and at a lower level of 
risk – since 2001. 

It could be said that returns would have been even bet-
ter if we had invested all our assets in long-term Swedish 
bonds, but it easy to be wise with hindsight. It is harder (but 
potentially valuable) to project future trends in advance and 
adjust the portfolio to an inherently uncertain world. That is 
our job. It is, of course, a major challenge to try to generate 
a real return of 4% when safe bond yields are below 2% – 
lower even than the Swedish Central Bank’s inflation target.  

SuSTAINABlE SYSTEMS TAkE TIME TO BuIlD 
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This makes it doubly important to have alternative invest-
ment options, which is why we welcome the decision by the 
government and its pension committee to order a review of 
the AP funds’ investment rules.

Building a robust portfolio takes time
Developing our portfolio involves striking a balance between 
risk and return. We have made good progress in the last 
few years, shifting our focus from active, relative return to 
an absolute focus on total risk and return. Since launch-
ing in 2001 we have achieved a nominal annual return of 
3.4%, which is higher than the income index. We have also 
contributed positively to the pension system. But we cannot 
be satisfied because we have yet to reach our target of a 4% 
real return over time. We have divided the portfolio into risk 
categories and in 2010 introduced a dynamic risk allocation 
model. We continue to develop our strategy and believe we 
can achieve higher risk diversification, though our ambitious 

cost-effectiveness targets and our investment rules limit our 
room for manoeuvre in this regard. 

Building a robust portfolio takes time. It demands exper-
tise and commitment at board and management level – and 
throughout the organisation. And it demands favourable 
external conditions. AP3 cannot exert any influence over 
the latter, but when it comes to our own organisation we are 
well placed, as everyone at AP3 showed with their dedica-
tion during the turbulent autumn of 2011. We have worked 
hard to build a solid platform, but there is still work to be 
done. There are no shortcuts when it comes to meeting our 
targets. 

Kerstin Hessius
CEO

“Despite bouts of market turbulence in 
the last decade, AP3 has made a positive 
contribution to the pension system since 
inception in 2001. However, we have yet 
to reach our long-term target and continue 
therefore to develop our strategy.”



Private 
pension

 Occupational pension

State pension

Income pension 16%Premium pension 2.5%

Pay-as-you-go system flows 20111

AP1
AP2
AP3
AP4

Current pensioners

Pension contributions

SEk 216 bn

SEk 6 bn
220 mdkr

The pension pyramid

PlAYING A CRITICAl ROlE IN ThE SwEDISh PENSION SYSTEM

Our mandate is to generate maximum possible 
benefit for the national pension system by manag-
ing our fund capital so as to deliver strong invest-
ment returns at a low level of risk. AP3 is one of five 
so-called buffer funds whose role is to balance con-
tributions to and disbursements from the income 
pension system and to contribute to the system’s 
long-term financial viability. Pension contributions 
have since 2009 been insufficient to cover pension 
commitments and in the last three years AP3 has 
paid out SEK 9.2 billion to cover this deficit. 

The Swedish pension system consists of a general state 
pension, an occupational pension and a voluntary private 
pension. The 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 pay-as-you-go 
scheme, which means pension contributions are used to fin-
ance current pension outgoings. Surpluses or deficits in an-
nual disbursements are financed by the four AP funds – AP1, 
AP2, AP3 and AP4. These four buffer funds play a key role in 

the pension system by enabling pension commitments to be 
met during periods when the income pension system is in 
deficit, without impacting on central government finances. 
Hence, the Swedish pension scheme is a standalone system 
that is independent from the government budget. 

 The large number of people born in the 1940s is currently 
entering retirement, creating a deficit in the system that 
the AP funds are designed to cover. Pension commitments 
have exceeded contributions since 2009 and AP1, AP2, AP3 
and AP4 paid out SEK 36.7 billion to finance this shortfall in 
2009-2011. The four funds are expected to remain net con-
tributors to the system for the next 30 years. 

what determines the size of a state pension?
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, a structure that provides 
an incentive to work. Pension credits are indexed upwards 
annually using the income index to keep pace with average 
wage growth. This ensures that pensioners’ living standards 
remain in line with those of the average Swede.   

“Our mission – protecting the value  
of pensions today and tomorrow.”

1Source: Swedish Pensions Agency.  
Figures paid out by AP1, AP2, AP3 and AP4 

 include net flows and administrative expenses.

AP3’S ROlE IN ThE PENSION SYSTEM
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Liabilities   
SEK 7,543bn

Pension 
liabilities  

SEk  
7,543 bn

Assets   
SEK 7,701 bn

Fund  
SEk 873 bn

AP3 manages a small portion of pension system assets
The national pension system’s assets consist of the value of 
future paid-in pension contributions and the capital held by 
the buffer funds. The buffer capital corresponds to around 
12% total pension system assets, with AP3’s investment 
 assets accounting for around a quarter of the total buffer.   

long-term sustainability
The AP funds provide a buffer against any pension system 
deficit that might arise in a given year. As such, they serve 
as a source of short-term stability. The Swedish income 
pension system is also sustainable over the long term 
because as a pay-as-you-go scheme it requires pensions 
to be adjusted in the event of any unforeseen deteriora-
tion in the system’s finances. The most significant risk in 
this context is weakness in the labour market that causes 
a sharp decline in pension contributions. An automatic 
mechanism – known as  balancing – is in place to ensure 
stability by reducing the amount by which pension credits 
are indexed upwards each year. 

 The primary aim of balancing is to adjust current pen-
sions to a level at which the system can meet future pension 
commitments. Pensions can be raised again once the system 
has returned to equilibrium. When this happens, pension 
credits are increased by more than the income index to com-
pensate for the lack of indexing during the balancing period. 

What happens when automatic balancing is activated?
If automatic balancing occurs it means that the value of 
earned pension credits will not be adjusted upwards in step 
with the income index but at a lower or, in some cases, red-
uced rate. For a current pensioner, a reduction in the value  
of pension credits means a lower pension. Rebalancing 

 occurs if the value of future pension contributions plus the 
combined assets of the AP funds are lower than the value  of 
earned pension credits.  

Read more at www.pensionsmyndigheten.se.  

What will happen to pensions in 2012?
According to the Swedish Pension Agency’s forecast in Janu-
ary 2012, income pensions will be indexed upwards by 3.5% 
in 2012. Indexation is also projected to be positive in 2013. 

why are there four AP funds doing the same job?  
Parliament decided in the late 1990s to reform the pension 
system by establishing four funds with the same mandates. 
The strategy was to forego some economies of scale in order 
to achieve other advantages by allocating capital between 
four funds instead of one. The main arguments for splitting 
pension assets between four funds were:

  A pension system with lower risk/higher returns due to 
risk diversification.

   Competition to encourage cost effectiveness and higher 
returns.

  Increased flexibility because a single fund would have 
less freedom of movement.

  Reduced government involvement. 

Read more in the Government Bill 1999/2000:46.

Total  
contribu-

tions
SEk  

6,828 bn

18 years and 
three months – the length 
of time that pension savings 
should last for someone born 
in 1945 who is currently  
drawing their pension.

-25.7

1Source: Swedish Pensions Agency

AP3’S ROlE IN ThE PENSION SYSTEM
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“AP3 conducts rigorous and continuous analysis 
to assess what risks the pension system can 
bear over a 30-40 year timeframe and how best 
to manage our assets to fulfil our role as a buffer 
fund enhancing the stability of the system.”
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TARGETS AND INVESTMENT STRATEGY

inflation-adjusted, return target of 4% strikes a reasonable 
balance between long-term stability and the short-term risk 
of investment losses. We work to a real return target be-
cause we need to ensure that pensions are protected from 
inflation over the long term. 

Investment philosophy and AP3’s special attributes
AP3’s investment strategy sets out the approach that we 
believe best enables us to deliver on our asset management 
mandate. It includes everything from our organisational 
structure and job responsibilities to investment strategies 
and the analysis models that our portfolio managers use. 

At the heart of the strategy is our investment philosophy, 
which defines our view of how the financial markets work 
and how we create value. It is based on generally accepted 
principles in modern asset management as summarised on 
page 10. However, different asset managers execute their 
investment philosophies in different ways. It is through exec-
ution that an asset manager can leverage the special attrib-
utes that it possesses and that it believes can generate value 
over time. AP3’s special attributes can be summarised under 
four headings:

   long-term approach – Many managers nowadays lack 
the freedom to take a long-term approach because short-
term evaluation horizons encourage a focus on short-term 
market movements. AP3 can use a long-term investment 
timeframe, which enables us to take a counter-cyclical ap-
proach. Long-term thinking reduces uncertainty when it 
comes to timing investment decisions and allows us to ad-
just the portfolio gradually to the risk levels and premiums 
that strike the best balance between risk and return. 

AP3 is there to help ensure that the pension 
system has a sufficiently large buffer to meet the 
stresses and strains it is likely to face over time. 
AP3 has a target real return of 4% per annum over 
the long run. Here we present the investment 
strategy and explain how it is geared to enable us 
to meet this target.

AP3’s return targets
AP3 has two roles within the pension system. We generate 
capital that can be used to balance inflows and outflows of 
pension system assets and we enhance the financial stability 
of the pension system. 

 We need to achieve a relatively high return on investment 
to meet these two objectives. The higher our returns, the 
larger our contribution to the buffer that cushions the system 
from cash outflows. High returns also add financial strength 
to the pension system and reduce the risk of balancing. 

 When it comes to the financial health of the system, an 
inherent contradiction exists between high long-term re-
turns and short-term financial risk-taking. Higher risk can be 
expected to generate higher returns over time but can also 
give rise to short-term financial imbalances in the pension 
system. This is why AP3 needs to analyse carefully what risk 
level it – and the pension system – can bear before setting 
an optimal target return. Risk levels must also fall within the 
scope of the National Pension Funds Act. When making this 
analysis we use a time horizon of 30-40 years. The process 
involves identifying the best asset management approach to 
enable us to meet our responsibilities as a pension system 
buffer and promote enhanced stability in the pension sys-
tem over the 30-40 year time period. We believe a real, or 

Asset management mandate

Investment strategy

Investment philosophy AP3’s special attributes
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  Flexibility – AP3 is in a strong position to adapt to changes 
in market conditions and adjust the portfolio when neces-
sary. Our organisational structure is based on close links 
between management and other parts of the organisation. 
Flexibility also promotes continuous development of our 
 asset management approach.

  Reputation as asset owner – AP3’s approach, history, 
Swedish state-owned background and strong governance are 
assets that combine to make us an attractive partner. They 
also give us advantages compared to many other financial 
market institutions. Over the years, we have developed spe-
cialist expertise that has created a robust platform for our 
investment operations. Alpha/beta separation, procurement 
of external mandates and our management of unlisted  assets 
are three key areas where we have accumulated skilled 
 expertise.

  Economies of scale – From an international perspective, 
AP3 is sufficiently large as a financial institution to conduct 
cost-effective asset management.  

Investment strategy
We base our investment strategy on our target of a real 
return of 4% per annum over time. This means assembling 
a diversified portfolio of assets capable of delivering our 
target with a reasonable level of risk. It also means attuning 
that level of risk to current market conditions.

 Our asset management department is a cornerstone of 
our investment strategy. The department is organised with 
clear lines of responsibility and powers. At AP3 we delegate 
investment decisions to the unit best placed to manage the 
assets in question in a profitable and cost-effective manner. 
Successful delegation of asset management mandates de-
mands a structured approach to analysis and execution plus  

a solid risk management structure. The Board of Directors 
sets the guidelines for fund management and overall port-
folio allocations. The Board also decides the deviation man-
dates within which the CEO can change allocations.

Focus on asset allocation 
Asset allocation is the single most important factor for 
AP3’s investment returns over time and is the linchpin of 
our investment strategy. We base our approach on ensuring 
that the asset management department, executive manage-
ment and Board of Directors all work to ensure we meet our 
real return target. An optimal allocation strategy is achieved 
through portfolio diversification and by adjusting alloca-
tions over the medium term in accordance with prevailing 
conditions on the financial markets – an approach is known 
as dynamic asset allocation. 

 Both diversification and dynamic asset allocation are 
based on a model that divides Fund assets into seven risk 
categories (see chart on page 11). The rationale for divid-
ing the portfolio into risk rather than asset categories is to 
highlight and make clear the risks to which our holdings are 
exposed. This creates a structured overview of the portfo-
lio’s exposure to different types of risk and makes it easier to 
act proactively. We also base our risk category assessments 
on a liquidity perspective. 

Diversification 
Projected real returns on fixed income assets with a high 
credit rating are insufficient for us to reach our return target, 
so we invest a high proportion of our holdings in higher-risk 
assets. Listed equities have historically been the main vehicle 
for risk-based investment, but since inception in 2001 we 
have sought to reduce our vulnerability to equity market 

AP3’s investment philosophy 

  Risk-taking Risk-taking in financial markets generates positive returns over time. 

  Forecastability Structured analysis enables return and risk to be projected for different categories of financial asset.

   Risk diversification Diversified risk-taking can raise risk-adjusted returns. 

   Time diversification Combining investment decisions with long-, medium- and short-term investment horizons facilitates 
higher risk-adjusted returns and increases the probability of achieving our investment return target.
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downturns by investing in a diversified range of investments 
that are cost-effective while also falling within the scope of 
our investment rules. For example, we have made significant 
investments in real estate, private equity and insurance-
related bonds. This diversification strategy has raised our 
risk-adjusted return and limited the negative impact of 
major equity market corrections. 

Dynamic asset allocation 
Dynamic asset allocation aims to increase the probability 
that we will achieve our active return target. It involves 
trying to narrow the band between which return can vary 
in any given year in order to reduce the risk of negative 
investment performance and limit its impact on the pension 
system. 

 The dynamic asset allocation model involves basing 
investment decisions on structural and cyclical macroeco-
nomic analysis and evaluation of different risk categories 
and risk appetite among capital market investors. When 
analysing cyclical aspects we look at where the world econ-
omy is in the business cycle and what the current trends are. 
Historic data show that returns on financial risk-taking are 
strongly connected to the business cycle. 

Statutory investment rules1  

  Minimum 10% external management

   Maximum 10% of the voting rights in a listed entity

  Maximum 2% of total Stockholm equity market  
capitalisation

  Minimum of 30% of assets in low-risk, fixed income 
instruments

  Maximum 5% of assets held in unlisted securities

  Maximum 40% of assets exposed to currency risk

  “The Fund may not invest in options, forwards or  
similar commodity-based financial instruments”

   “Fund investments are not tools of political or  
macroeconomic policy”

   “Environmental and social responsibility is to be taken 
into consideration without compromising the goal of 
securing high returns”

AP3’s asset management portfolio

Equities

Listed equities

Unlisted 
equities

Credits

Credit bonds, 
e.g. mortgage 
and corporate 

bonds

Other 
exposure

E.g.  
convertible 
bonds and 
insurance 

related 
securities

CurrenciesInflation

Index-linked 
bonds

Real estate

AP3’s total portfolio

Fixed income

Government 
bonds

Absolute 
return 

strategies

Mandates 
with low 

covariance 
with AP3’s 

total portfolio

1Under the National Pension Funds Act (2000:192)  
and Government Bill 1999/2000:46.



“Uncertainty and concern over the implications  
of the debt crisis fuelled increased risk aversion  
on world capital markets and impacted AP3’s  
return of -2.5% in 2011.”



Political turmoil in North Africa and the Middle 
East, the earthquake and nuclear disaster in Japan 
and the severe debt crisis in Europe were the major 
themes of 2011. Disparities in global economic 
growth became increasingly apparent as the year 
progressed, with heavily indebted countries being 
outpaced by nations with lower debt levels. Lack of 
market confidence in political measures to address 
the debt crisis precipitated a sharp spike in govern-
ment bond yields in Portugal, Ireland, Italy, Greece 
and Spain, while the increasingly bleak economic 
outlook saw yields fall in the US, Germany and 
Sweden. Uncertainty and concern over the impli
cations of the debt crisis fuelled increased risk 
aversion, with investors reducing their exposure to 
risk assets. Most international equity markets lost 
ground as a result. 

In Europe, the debt crisis exacerbated the economic 
slowdown, and large parts of the continent were in 
recession at the end of the year. Growth was low even in 
countries with relatively strong public finances, such as 
Germany. In the US, government finances remained under 
pressure and the federal debt ceiling was raised twice 
during the year. Nevertheless, the financial crisis was less 
acute than in Europe because the US was able to continue 
servicing its debt at a considerably lower cost. The Swedish 
economy was impacted by conditions in the rest of Europe 
but still showed relatively robust growth and at yearend 
the country looked well equipped to handle an economic 
slowdown. Low national debt, a foreign trade surplus and 
a balanced government budget create scope for fiscal 
stimulus if required.

Expectations of decisive political action remained high 
on financial markets during 2011, but the political process 
proved slowmoving. The final European Union summit of the 
year nevertheless saw progress towards a political solution, 
with agreement on a stronger stability pact among Euro 
 zone members (including abolition of the EFSF emergency  
fund) helping to stabilise equity markets and calm bond 
markets. One of the main difficulties of the current crisis is 
that the pressure on government budgets and debt ratios 
in many countries requires austerity measures and struc-
tural reforms to raise longterm economic growth. Print-
ing money is a shortterm option in this context and central 
banks undertook a range of measures to counter the eco-
nomic slowdown. However, interest rates of zero or close to 
zero in many countries left limited scope for effective action. 
The Federal Reserve, the Bank of England and the ECB eased 
monetary policy to varying degrees during the year.

Performance of different asset classes varied between 
regions. The stronger than expected resilience of the US 
economy and aboveforecast corporate earnings ensured 
that the US stock market remained relatively robust in a tur-
bulent world. 

Bond yields varied according to perceived credit risk: 
countries with relatively stable public finances saw yields fall, 
while countries with acute debt problems saw yields rise. 

 
Equity returns in local currency 2011
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Equity markets were strongly impacted by the European debt crisis and 
market uncertainty. 

Two-year bond yields 2011

Bond yields fell in stable economies such as Sweden, Germany and the US 
but rose during part of the year in countries with severe debt problems, 
such as Italy and Spain. 

Swedish krona versus other currencies 2011
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The Swedish krona was relatively stable against the euro in 2011  
and also against sterling and the US dollar in the year as a whole,  
but continued to fall against the Japanese yen.

Jan Mar May Jul Sep Nov

2.5%

2.0%

1.5%

1.0%

0.5%

0

8.0

7.0

6.0

5.0

4.0

3.0

2.0

1.0

0

Sweden
Germany

USA
Italy (righthand axis)

Japan
Spain (righthand axis)

MARKET PERFORMANCE AND AP3’S RETURNS IN 2011

ThIRD SwEDISh NATIONAl PENSION FUND 2011 | 13

MARKET PERFORMANCE AND AP3’S RETURNS IN 2011



MARKET PERFORMANCE AND AP3’S RETURNS IN 2011

1See Glossary

INCOME IN 2011
AP3 recorded a loss of SEK 5,483 million for the year, which 
translates to a total return of 2.4% before expenses and 
2.5% after expenses. Allowing for inflation of 2%, the real 
return was 4.4%. 

The average annual real return since inception stood at 
1.7% on 31 December 2011 – below the longterm target 
level. This should be seen in the context of several major 
stock market corrections in the last decade: the IT crash 
in the early 2000s, the financial crisis of 20082009 and 
the European debt crisis of 2011. Though AP3 has yet to 
reach the target level, the Fund has nevertheless 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 3.1% per annum, while AP3 has recorded 
a nominal annual return of 3.4%.

Return per risk category
AP3 bases its asset management strategy on risk allocation. 
Portfolio risk is divided into seven risk categories. Allocat-
ing the portfolio on these lines enables us to analyse and 
project future returns and risk in the different risk catego-
ries and their contributions to the total portfolio. We base 
allocations on these projections, together with macroeco-
nomic analysis, valuations and assessment of investors’ risk 
appetite.

Return per risk  
category 2011 Return, %

Contribution to 
total return, per-

centage points 
Percentage of 

total return, %

Equities 10.3 5.3 61.9

Fixed income 0.8 0.1 1.5

Credits 7.5 1.0 11.6

Inflation 13.5 1.9 21.8

Currencies - 0.2 2.0

Other exposure 3.9 0.0 0.5

Absolute return 
strategies - 0.1 0.6

AP3 total   
before expenses -2.4 -2.4 100

The equities risk category made the largest negative con-
tribution, 5.3 percentage points, to overall return of 2.4% 
before expenses. Returns on currency and absolute return 
strategies are not shown because no assets were allocated 
to these categories. 

Risk-taking per risk category
AP3 expresses portfolio risk using the Value at Risk1 (VaR) 
metric. VaR is defined as a 95% probability that the daily 
negative change in the value of the portfolio will not exceed 
a fixed amount. Total risk exposure stood at SEK 2,073 mil-
lion on 31 December 2011. During the year portfolio risk 
fluctuated widely, from just over SEK 3 billion to just under 
SEK 1 billion. These variations were due primarily to sharp 
swings in market volatility and changes in our equity and 
currency risk exposures. Portfolio risk during the autumn 
was three times higher than at the start of the year because 
of market volatility caused by the acute levels of govern-
ment debt in Europe.

Equities are the main risk category in the AP3 portfolio. 
Currencies and fixed income have a negative covariance 
with equity risk and thus helped to reduce total portfolio 
risk. Credit exposures have a positive correlation with equi-
ties, while fixed income credit investments exhibit negative 
covariance. The credits risk category comprises both these 
elements. AP3 deploys a diversification strategy between 
asset classes and geographic markets that helped to limit
 total portfolio risk during the year. Total risk per risk cate
gory is 30% higher than aggregate portfolio risk – a phenom
enon known as the “diversification effect”.

Risktaking  
per risk category 
at 31 December 2011

Value at Risk, 
SEK m

Value at 
Risk, %

Contribution to 
total risk, per

centage points

Equities 2,144 0.99 100.4

Fixed income 33 0.02 0.5

Credits 61 0.03 0.8

Inflation 208 0.10 9.3

Currencies1 475 0.22 11.4

Other exposure 81 0.04 2.4

Absolute return  
strategies

24 0.01 0.6

AP3 total 2,073 0.97 100
 
The diversification effect between the risk categories totalled SEK 923 
million, or 0.43%.
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Exposure per risk category
Exposure is defined as underlying capital that is exposed to 
changes in value that arise due to market movements. AP3’s 
exposure can be greater or less than fund capital because 
we use derivatives to manage risk and ensure efficient asset 
management. The Fund had total exposure of 108% at 31 
December 2011. Equities accounted for 54% of total expo-
sure and 100% of total risk. The risk contribution of equities 
exceeds the level of exposure because volatility – day to day 
changes in value – is higher than for other risk categories.

Exposure per 
risk category at 
31 December 2011

Exposure,
SEK m

Exposure 
 of fund

 capital, %

Equities  114,482 53.5

Fixed income 22,460 10.5

Credits 43,913 20.5

Inflation 36,826 17.2

Currencies1 41,394 19.3

Other exposure 6,316 3.0

Absolute return 
strategies

6,466 3.0

AP3 total 230,464 107.6

1Currency exposure relates to foreign currency assets not hedged in 
Swedish kronor and cannot be added to other exposure.

RETURN PER RISK CATEGORY

Equities
% SEK m

Return 10.3 11,859

Contribution to AP3’s return 5.3

Realised volatility, 12 months 19.7

Exposure at 31 Dec 2011 53.5 114,482

Exposure at 31 Dec 2010 55.7 123,068

The equities risk category consists of listed equities and 
private equity. Equity exposure varied from a low of 52% 
to a high of 58% and included a variety of option strategies 
of different sizes. These strategies helped to cushion the 
portfolio against major equity market falls. In the context 
of the high volatility seen on equity markets during much of 
the year, AP3 looked to make equity investments of a more 
defensive nature, for  instance in shares with a high dividend 
yield.

The equity portfolio delivered a return of 10.3% in 2011 
and contributed 5.3 percentage points to total return. 
Some 1.5 percentage points of the equity portfolio’s return 
consisted of a negative contribution from currency hedges 
taken out under the Fund’s policy to hedge the portfolio 
in Swedish kronor. Returns fluctuated sharply through the 
year and between different regions. The seriousness of 

the debt crisis and uncertainty over the economic outlook 
intensified after the summer, at which point the market 
became riskaverse. Equity returns fell during the autumn 
as a result. Conditions stabilised somewhat in the latter part 
of the year, with a reduction in volatility and a partrecovery 
in equity markets. The US equity market performed rela-
tively well, ending the year more or less unchanged from 
its level 12 months earlier. However, most world equity 
markets suffered substantial losses, with European bourses 
losing around 10%, the Swedish equity market around 17% 
and emerging markets 21%. Private equity significantly 
outperformed listed equities but was not immune to the 
crisis either. Average volatility for equities was 20% in 2011 
– the highest level of all AP3’s risk categories.

AP3’s equity returns compared to a global share index in 2011 
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AP3’s equity portfolio underperformed the market-weighted global 
index, primarily due to the Fund being overweight in Swedish equities 
and underweight in North American equities.

The equity portfolio was disadvantaged by the regional 
weights in the portfolio and underperformed the market
weighted MSCI All Countries World Index (MSCI), which 
recorded a return of 6%. This reflected the equity portfolio 
being overweight in Swedish equities and underweight in 
US equities. Swedish equities accounted for 25% of total 
equity exposure and posted a return of 13%. US equities, 
which performed relatively well in a turbulent environment 
but accounted for a small share of AP3’s exposure, posted a 
return of 0%. The weakest performance was in emerging 
markets, where the return was 21%. The private equity 
market was characterised by increased activity in the form 
of capital injections and new investments. AP3’s private 
equity holdings recorded a return of 9.0% in local currency 
terms.
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Fixed income 
% SEK m

Return 0.8 310

Contribution to AP3's return 0.1

Realised volatility, 12 months 2.1

Exposure at 31 Dec 2011 10.5 22,460

Exposure at 31 Dec 2010 14.5 32,086

The fixed income risk category comprises investments in 
government bonds, government guaranteed bonds and 
supranational bonds. Portfolio duration was 2.5 years and 
75% of holdings were invested in bonds with the top AAA 
credit rating. AP3’s holdings benefited from falling long
term nominal bond yields in Sweden, the US, the UK and 
Germany, while rising yields in crisishit European econo-
mies had an adverse impact on return.

The fixed income risk category recorded a return of 
0.8%, equating to a contribution of 0.1 percentage points to 
the portfolio’s total return.

AP3 conducted a phased selloff of virtually its entire Euro-
pean sovereign risk holdings in 2011. Holdings of government 
bonds in heavily indebted countries in southern Europe had 
a value of SEK 1,714 million at yearend, equivalent to 0.8% 
of fund capital. These holdings relate to government bonds 
issued by Greece and Spain with maturities of one to five 
years. Exposure in the fixed income portfolio at yearend 
primarily comprised sovereign risk in Sweden and the US.

AP3’s fixed income returns compared to a global bond index in 
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AP3’s fixed income portfolio underperformed the Bank of America 
Merrill Lynch Global Index, primarily due to lower duration in the 
portfolio.

 

AP3’s portfolio of government bonds can be benchmarked 
against other bond portfolios by using a global government 
bond index such as the Bank of America Merrill Lynch 
Global Index. The return on this index, hedged in Swedish 
kronor, was 8%. The AP3 portfolio was disadvantaged 
primarily by shorter duration of 2 years compared to 6 
years for the index.

Credits
% SEK m

Return 7.5 2,204

Contribution to AP3's return 1.0

Realised volatility, 12 months 2.1

Exposure at 31 Dec 2011 20.5 43,913

Exposure at 31 Dec 2010 18.6 40,964

The credits risk category chiefly comprises Swedish mort-
gage bonds and investment grade1 corporate bonds in Swe-
den and the US. It also includes secured bank loans. In 2011 
AP3 sold the majority of its European credit bond holdings, 
increased exposure to Swedish credits and invested in US 
high yield1 bonds. The credit portfolio had a longer duration 
(3.5 years at yearend) than the fixed income portfolio. 

Credits generated a return of 7.5%, corresponding to a 
contribution of 1.0 percentage points to total return.

Inflation
% SEK m

Return 13.5 4,160

Contribution to AP3's return 1.9

Realised volatility, 12 months 3.7

Exposure at 31 Dec 2011 17.2 36,826

Exposure at 31 Dec 2010 13.4 29,591

The inflation risk category encompasses investments in 
indexlinked bonds in Sweden, Germany and the US, along 
with holdings of real estate, timberland, agricultural land 
and infrastructure assets. AP3 has for a number of years 
been gradually increasing its weight in real estate, as re-
flected in the acquisition of property company Hemsö in 
2009. The ratio between indexlinked bonds and other as-
sets offering real returns was roughly 55:45 at the end of 
2011.

The inflation risk category produced a return of 13.5%, 
translating to a contribution of 1.9 percentage points to 
total return. The real estate portfolio generated a return of 
15%.
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Currencies
% SEK m

Contribution to AP3's return 0.2 512

Exposure at 31 Dec 2011 19.3 41,394

Exposure at 31 Dec 2010 11.3 24,935

The currency risk category groups the Fund’s exposure 
to changes in foreign exchange rates against the Swedish 
krona. These exposures relate to investments in foreign as-
sets 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 11% of total portfolio 
risk at yearend, making them the Fund’s largest contribu-
tion to risk after equities. Currency risk correlates negative-
ly 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, with exposure varying from 8% to 20%.

The krona was relatively stable against the euro in 2011. 
It fluctuated both against the US dollar and sterling but 
ended the year more or less unchanged against these two 
currencies. The krona continued to weaken against the 
Japanese yen. 

Currencies contributed 0.2 percentage points to total 
return.

Other exposure
% SEK m

Return 3.9 104

Contribution to AP3's return 0.0

Realised volatility, 12 months 4.2

Exposure at 31 Dec 2011 3.0 6,316

Exposure at 31 Dec 2010 1.1 2,473

Other exposure comprises combinations of different risk 
categories, such as convertible debentures, insurance
related bonds and volatility strategies.

Other exposure recorded a return of 3.9% and made a 
small contribution to the total portfolio.

Absolute return strategies
% SEK m

Contribution to AP3’s return 0.1 107

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 risk management mandate. 
The aim is to make absolute return strategies independent 
of market movements 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 2011 totalled SEK 107 million, equivalent to a 
contribution of 0.1 percentage points to the total portfolio.

Average risk utilisation expressed as Value at Risk was 
SEK 82.3 million. (See page 32 for definition)
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Risks in investment operations
The risks that AP3 takes in its core business risks should be 
deliberate, prudent, correctly priced and within our operat-
ing frameworks. The National Swedish Pension Funds Act 
and the rules set by the Board of Directors define what risks 
AP3 can take in its portfolio management and what level of 
risk is acceptable. The Board decides the overall risk level and 
general exposure and risk bands for the seven risk categories 
– Equities, Fixed income, Credits, Inflation, Currencies, Other 
Exposure and Absolute Return Strategies. The Board author-
ises the CEO to manage the Fund’s assets within these limits. 
The CEO delegates asset management mandates to the asset 
management department in consultation with the Risk Com-
mittee. Return targets, projected risk and risk limits reflect 
the investment strategy of individual mandates. Limits can be 
expressed as the size of a position, Value at Risk1 (VaR), track-
ing error1 or other measure relevant to the structure of the 
mandate. They can also be expressed as consultation levels 
and sometimes as stop loss1 levels to limit the risk of loss on a 
specific mandate. AP3’s Risk Control department is in charge 
of ensuring that the Fund operates within the risk framework 
and complies with limits.

 Market, credit and liquidity risk are the main investment
related risks.

Market risk Credit risk liquidity risk

Equity price risk Issuer risk Roll over risk

Interest rate risk Counterparty risk Refinancing risk 

Currency risk Settlement risk

Inflation risk 

Market risk is the risk of a fall in the value of an asset due to 
changes in asset prices on the financial markets, for example 
changes in equity prices, bond yields and foreign exchange 
rates. Market risk can be measured as variations in outcome 
and is often expressed as a standard deviation (known as 
volatility on an annualised basis).  

 AP3 tracks market risk on a daily basis both at general 
level and for individual mandates by using the Value at Risk1 
metric, various stress tests and sensitivity analysis. Value 
at Risk is a forwardlooking 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 primary risk in the AP3 portfolio is market risk. We 
generate our investment returns by managing market risk 
within specific limits.

Risk management is AP3’s core business. Risks 
should be deliberate, prudent, correctly priced and 
within our operating frameworks. Risk taking and the 
risks the Fund is authorised to take are regulated by 
statute, the risk framework set by the Board of Direc-
tors and the internal limits approved by the CEO. 
AP3’s independent Risk Control department is in 
charge of ensuring that asset management operates 
within defined frameworks.
 
General risks
We base effective risk management and control on a gen-
eral risk analysis process. The analysis sets a framework 
for identifying and measuring risk in all areas and makes it 
possible to act to reduce risk when appropriate. Executive 
management is responsible for the risk analysis,which uses 
selfassessment to examine risk in our different business 
units. The aim of the analysis is to promote high risk aware-
ness and a strong risk culture within the organisation. 

 Once risks have been identified, the Board of Directors 
decides an order of priority and what actions, if any, are 
needed. The Fund uses the risk analysis as a resource when 
drawing up operating and resource plans for the coming 
year. The Audit Committee and Board of Directors hold  
annual discussions on priority risks and action plans.

Risks are categorised in four areas 

  Strategic risk – Risk relating to AP3’s mission, objectives 
and administrative management.

  Business risk – Worstcase scenarios for investment 
operations.

  Operating risk – Risk relating to processes, systems, 
human resources, legislation and legal compliance.

  Reputation risk – Incidents with the potential to damage 
the Fund’s reputation in the eyes of business partners 
and the general public.

1See Glossary



Credit risk is the risk of incurring a loss due to the failure of a 
borrower or counterparty to meet repayment obligations. 

Issuer risk is the risk that the issuer of a security defaults 
on the maturity date. 

Counterparty risk is the risk that a counterparty cannot 
fulfil its obligations relating to derivatives and currency trans-
actions and deposits and buybacks. AP3 actively seeks to 
minimise counterparty risk working with selected counter-
parties that have a good credit rating.1 AP3 requires coun-
terparties to sign an ISDA agreement1 that regulates how 
receivables and liabilities are to be managed if either party 
defaults. We also insist on a CSA agreement,1 under which 
counterparties with an outstanding liability agree to provide 
security in cash or securities. 

Settlement risk arises when transactions are settled but 
the parties do not fulfil their commitments simultaneously. 
Where possible, AP3 eliminates delivery risks on currency 
transaction through CLS1, a system that permits simultane-
ous settlement of transactions through an independent third 
party.

liquidity risk is the risk that AP3 cannot make intended or 
necessary changes in the portfolio structure without incur-
ring excessive transaction costs. Generally speaking, our 

most liquid assets are equities and government bonds with 
a high credit rating. Corporate bonds, private equity and real 
estate are usually less liquid. We manage liquidity risk via a 
balanced mix of asset types with both high and low liquidity. 
For refinancing risk, we monitor future payment obligations 
versus available liquidity to minimise the risk of excessive 
financing costs.

Risk management focus areas in 2011
Extensive market volatility put AP3’s risk management to 
the test in 2011. Uncertainty made markets hard to predict, 
and  starting in August we scheduled daily risk and alloca-
tion meetings to manage the crisis. We expanded our daily 
monitoring of positions and reported more frequently to 
the Board of Directors. We also terminated positions where 
the risk premium did not justify the perceived level of risk 
and focused on limiting our risk downside to a level com-
patible with our risk tolerance. This involved deploying dif-
ferent types of options strategies as well as continuing the 
process of risk diversification. 

Crises also create investment opportunities. AP3’s dy-
namic allocation model is highly flexible, and this flexibility 
proved useful in 2011.
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Simple sensitivity measures can be used to increase our understanding of 
how changes in different asset prices would impact our investment posi-
tions. The chart above shows that the value of the AP3 equity portfolio 
would change by almost SEK 7 billion in the event of a 5 percentage point 
change in all equity prices.

 A parallel shift of 1 percentage point in all yields would result in a 
change of just over SEK 3 billion, while a change of 5 percentage points 
in all foreign exchange rates against the krona would precipitate a 
change in value of just over SEK 2 billion. The sensitivity analysis does not 
consider the probability of any event occurring and takes no account of 
any correlation between different assets.

8,000

7,000

6,000

5,000

4,000

3,000

2,000

1,000

0

SEK m

Simple sensitivity measures for the AP3 portfolio as of 31 Dec 2011

6,979

3,152

2,144

5% rise in all  
equity prices

1 percentage point 
fall in all bond 

yields and foreign 
exchange rates

5% rise in all cur-
rencies against the 

Swedish krona

Value at Risk  is an aggregate measure of different types of risk, such 
as equity, currency and fixed income risk. It is forward-looking and 
estimates the impact on investment returns of future events based on 
current positions and at a given probability level and time horizon. AP3 
measures Value at Risk  using a probability of 95% and a time 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.
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es, as well as our internal processes and system structure. 
We handle heavy transaction flows and therefore depend 
on effective processes capable of coping with high volumes. 
We work continuously to make these processes more effi-
cient and have succeeded in keeping our administrative
 costs unchanged in recent years despite higher transaction 
volumes and the fact we manage multiple asset types.

 External management costs (including custody account 
fees) account for 37% of our total cost base. These costs are 
volumebased, so the more assets we have under external 
management, the higher our costs will be. Costs also vary 
according to the type of assets we have under management 
and our choices of asset management style. Management 
costs are lowest for listed equities, followed by fixed income 
instruments, real estate, hedge funds and unlisted assets. 
Passive management is less resource and skillsintensive 
than active management and is therefore cheaper.

Reasons for choosing external management  
  For costeffectiveness when we cannot achieve econo-

mies of scale internally. 

  Where different time zones make internal management 
difficult.

  When specific skills are needed that are either lacking  
or difficult to acquire internally.

  For investing in unlisted companies. Here, statutory 
requirements prevent AP3 from making direct invest-
ments but permit investment through private equity 
funds.

AP3 strives for high costeffectiveness in asset 
management. Put simply, our costs should gen-
erate value in terms of higher income or lower 
risk. Our strategy for achieving stable returns is 
based on investing in a variety of asset classes and 
regions – a strategy known as diversification. This 
raises the riskadjusted return. Some types of asset 
cost more to manage than others and costs must 
always be considered on the basis of the invest-
ment’s contribution to the total portfolio’s return 
and risk profile.

Costs generate income
We must achieve a real return of 4% in order to guaran-
tee the value of current and future pensions. AP3 seeks to 
generate a stable income stream and raise riskadjusted 
returns through a high degree of portfolio diversification, 
which means investing across a variety of asset classes, re-
gions and investment horizons. 

 Diversification increases costs but also enhances the 
riskadjusted return. The riskadjusted return can be 
further raised by investing in nonlisted or illiquid assets, 
such as private equity funds and real estate. Illiquid assets 
are more complex than liquid forms of investment and are 
usually subject to higher management costs. 

 Our aim is to use our absolute return strategies to sup-
port diversification and help to cover Fund expenses.

Focus on cost-effective management
The drive to ensure costeffectiveness in asset management 
extends to our choice of management style and asset class

Primary form of asset management at AP3

Listed equities Internal External
European
NonEuropean
Small cap and micro cap equities

Fixed income
Government bonds
Credit bonds, investment grade
Credit bonds, high yield

Real estate
Swedish
International

Unlisted equities
Insurance-related investments
Specialised strategies
Absolute return strategies
Percentage of fund capital 65% 35%

Fixed commission 
expenses

AP3’s expensesOperating expenses

AP3’s income
Performancebased  

remuneration

Transaction costs 

AP3’s costs fall into four categories
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Commission expenses
AP3 manages around 65% of its assets internally. For listed 
assets, the figure is above 70%.

Our management costs have decreased in recent years, 
partly because we have renegotiated a wide variety of 
contracts and fees but also because we have increased the 
ratio of internal management and put more of our listed as-
sets under passive management. However, we aim to con-
tinue diversifying the portfolio and this may lead to higher 
external management costs in the next few years. We al-
ways weigh costs against expected returns. 

  Commission expenses fell by an average of 8% in 2007
2011. The ratio of externally managed assets fell by 5% in 
20072011.

Operating expenses
AP3 recognises internal costs as an operating expense in 
the income statement. Staff costs accounted for 67% of 
operating expenses in 2011. We continually review our cost 
base to ensure we are competitive and economical. 

 AP3’s operating expenses rose by an average of 2.5% 
per annum in 20072011. During this period, inflation rose 
by 1.9% and the staff headcount rose from 51 to 57.    

how does AP3’s cost structure compare to other funds? 
A survey by McKinsey on behalf of the government in 20101 
and published in May 2011 confirmed that AP3’s asset man-
agement expenses are low by international standards.  
McKinsey benchmarked the costs of AP1, AP2, AP3 and AP4 
with seven major international pension funds and found 
the AP funds to be at the lower end of the scale.      

AP3 participates every year in a survey by Canadian 
company Cost Effectiveness Measurement (CEM) to 
benchmark cost effectiveness in international pension 
funds. CEM’s study looks at the total cost of asset manage-
ment operations, the value of assets under management, 
the portfolio mix and exposure to active management. It 
compares AP3’s cost structure to 18 comparable pension 
funds in six countries, finding that AP3’s total asset 
management costs in 2010 were around 14% lower than the 
reference group average.    

Interaction with other AP funds
The Swedish buffer funds are used to working together in 
areas that are beneficial to the pension system. We work 
together in:

  Environmental and social responsibility under the aegis 
of the joint Ethical Council.

  Voting at the AGMs of foreign entities via a shared voting 
platform.

   Tax, accounting, risk and valuation issues.

  Legal matters of mutual relevance.

In 2010 AP1AP7 formalised their administrative coopera-
tion by setting up a collaborative forum aimed at sharing 
expertise and experience and pooling negotiating resources 
where beneficial. The forum also facilitates joint initiatives 
in areas where the funds have a shared need to develop and 
learn, without compromising their standalone status. The 
most significant results so far have been in custodian bank 
and IT system cooperation. The funds have also succeeded 
in cutting costs by pooling resources in tax and legal matters.
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“AP3 believes responsible engagement in corporate 
governance makes a positive contribution to  longterm 
investment returns. Through dialogue we encourage 
companies to move in a positive, sustainable direction, 
based on international guidelines and conventions 
including the UN Global Compact.”
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DIAlOGUE ThE PRIME TOOl FOR EXERTING INFlUENCE

linked to performance and open to evaluation.  

  Capital structure  – Issues include dividend policy and 
how companies structure share issues and buybacks. 

  Board diversity  – We use our nomination committee 
memberships to advocate increased ethnic and gender 
diversity on corporate boards. 

  Governance in the global portfolio  – We exercise corpo-
rate governance in foreign entities in various ways, includ-
ing voting at AGMs and supporting investor initiatives.  

  Environmental and social responsibility  – Here we pursue 
our own dialogues and also work closely with AP1, AP2 
and AP4 via the joint Ethical Council.

Environmental and social responsibility  
AP3 sees a connection between corporate social and envi-
ronmental responsibility and the capacity of enterprises to 
deliver longterm shareholder value. We believe that well 
managed companies offer better longterm investment 
prospects. We screen our portfolio holdings to make sure 
they do not contravene international conventions, using 
active dialogue to encourage entities to act responsibly 
and support investor initiatives aimed at specific entities or 
industries. 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 share-
holder value. 

The corporate governance responsibilities of the 
AP funds are set out in the National Pension Funds 
Act. The act requires us to take environmental and 
social considerations without compromising the 
overall objective of high investment returns. At the 
same time, we are not permitted to take political 
or macroeconomic policy considerations into ac-
count in our investing activities. AP3 is part of the 
Swedish national pension system and independent 
from established investment spheres and other 
business interests. This autonomy enhances our 
credibility as an institutional owner and helps to 
advance our views on key governancerelated is-
sues.  

Corporate governance strategy
AP3 believes that a responsible approach to corporate 
governance makes a positive contribution over time to our 
primary goal of obtaining high investment returns. We re-
view our corporate government policy prior to each AGM 
season and decide our focus areas based on our objective 
of achieving maximum investment returns. The corporate 
governance policy defines our approach across the focus 
areas.  

Corporate governance focus areas in 2011  
  Remuneration  – One of our key demands is for share

based incentive schemes to be prudent, transparent, 

Supports investor 
initiatives

Participates in  
selfregulation  

of market

Involment in class actions

Prepared to use  
the option of  

portfolio exclusion 

AP3 and corporate 
governance

Votes, submits  
resolutions and speaks  

at AGMs

Works with 
other investors

Sits on nomination 
committees

Dialogue with  
corporate managements 

and boards
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Core values based on international conventions
AP3’s core values are founded on international conventions 
signed by the Swedish government and support for initia-
tives like the UN Global Compact and the OECD Guidelines 
for Multinational Enterprises. Sweden is a signatory to vari-
ous international conventions, covering areas such as hu-
man and labour rights, corruption and inhumane weapons.

Governance via the Ethical Council  
AP1, AP2, AP3 and AP4 coordinate their screening and dia-
logue processes via a joint Ethical Council, commissioning 
regular analysis of their Swedish and foreign equity portfo-
lios by an external consultant to establish if any companies 
in the portfolio are in noncompliance with international 
conventions. If an entity is suspected of breaching a con-
vention, 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 portfo-
lio as of 31 December 2011.

 The Ethical Council works closely with other interna
tional investors who share similar perspectives, an approach 
that creates greater impact and increases the scope for 
success in corporate dialogues. The Council also supports 
proactive business and investor initiatives aimed at raising 
standards of transparency and ensuring increased focus 
on sustainability across multiple sectors. The Council also 
works to protect the interests of investors. 

Proactive dialogue with Swedish companies 
AP3 has opted to focus its preventive initiatives in corporate 
social and environmental responsibility on Swedish compa-
nies with extensive production or procurement in coun-
tries with undemocratic regimes or weak labour protection 
or environmental laws. Our primary strategy is to engage 
in dialogue when we consider it the best way to make an 
impact. For Swedish companies, we engage in dialogue di-
rectly with the entity concerned rather than working via the 
Ethical Council.

 Our objective in these dialogues is to ensure that the 
company manages environmental and social risks respon-
sibly by having a risk management system and corporate 
code of conduct in place and by employing personnel spe-
cialised in these matters. We also engage in proactive dia-
logues with foreign companies under the aegis of the Ethi-
cal Council. As a longterm investor, we know that change 
can take time. We continue to monitor the companies 
concerned until we achieve our objectives in each particular 
dialogue.  

Integration of environmental and social responsibility 
in other asset classes
AP3 signed the UN Principles for Responsible Investment 
(PRI) in 2006. Much of our corporate governance work fo-
cuses on the listed equity portfolio, but we also promote an 
integrated approach to corporate governance and environ-
mental and ethical compliance in other asset classes. In this 
context, we engage in dialogue on sustainabilityrelated 
issues with external managers of unlisted equities. We also 
invest in ecofriendly projects including green bonds, wind 
power, cleantech and certified forests. The annual corpo-
rate governance report details how we integrate the PRI in 
our asset management.

Transparency is important
AP3 aims to report its corporate governance activities as 
openly as possible. However, it is not always practicable 
to provide detailed reports of our discussions with other 
investors, nomination committees and corporate manage-
ments and boards because dialogue is often the most ef-
fective way to communicate and drive change. Neverthe-
less, transparency is important for building trust among our 
stakeholders. We publish an annual corporate governance 
report detailing the issues that we have prioritised during 
the year, our core principles, and how we voted. The Ethical 
Council publishes a separate annual report on its corpo-
rate dialogues and investor initiatives. Both reports can be 
downloaded from the AP3 website.

Read the AP3 corporate governance policy, corporate  
governance report and the Ethical Council’s annual report  
at www.ap3.se
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EMPlOYEES

SKIllS ARE CRITICAl TO FUTURE SUCCESS 

Members of executive management have personal  
deve lop ment programmes focused on leadership, profes-
sional competence development and business networking. 

Staff survey – a key litmus test
It is vital that we create a business culture and environment 
in which our employees prosper and can develop their 
careers. We invite feedback through regular staff surveys, 
which give employees the chance to tell us how they feel 
about working for AP3 and allow us to benchmark our 
progress and identify areas for improvement. The results of 
the 2010 staff survey were very encouraging and highlight-
ed a continued positive trend. A new staff survey will be 
conducted in 2012.  

wellness
AP3 has an important role to play as an employer in encour-
aging a healthy worklife balance among our staff. We also 
place a longterm focus on employees’ health and offer 
every one regular checkups and an exercise subsidy. Sick-
ness absence remained low at 0.5% in 2011.  

Equality
AP3 actively promotes equality and diversity. Working 
hours are flexible and encourage individual responsibility, 
making it possible for male and female employees alike to 
combine work with family life. We also support and encour-
age staff to take statutory parental leave. In 2011, eight em-
ployees took parental leave, all of them male. 

 As of 31 December 2011, 35% of AP3 staff were female 
and 65% were male. Twentysix percent of employees were 
managers, of whom 40% were female and 60% were male. 
Executive management accounted for 9% of the employee 
total and 60% were female and 40% male. The average age 
of staff members was 43 years. 

 AP3 monitors salaries to make sure that no gender
related differentials arise for the same or similar types of 
work. 

  
Internal ethical guidelines
AP3 is committed to upholding high ethical standards. Our 
rules for private securities trading by staff members are 
based on those of the Swedish Securities Dealers Associa-
tion. We also have internal ethical guidelines for outside 
employment, conflicts of interest, gifts and entertainment 
of guests.

AP3 is a knowledgeintensive company. The com-
bined expertise and experience of our employees 
are crucial to our performance. On average, our 
staff have 18 years’ professional experience and 
77% hold a university degree. Openness and pro-
fessionalism are bywords for us – and many of our 
people possess high levels of specialist expertise.   

Organisation
Thirtytwo of AP3’s 57 employees work in asset manage-
ment, primarily as analysts and portfolio managers. Our 
other 25 staff work in business support, internal control and 
administrative functions. See page 50 for an organisational 
chart.

 Executive management consists of the CEO and the 
heads of Asset Management, Risk & Financial Control,  
Communications & Sustainable Investments and Business 
Support & Development. Executive management is respon-
sible for AP3’s overall strategy and human resources. AP3’s 
Dynamic Allocation Management Committee is in charge of 
the overall investment strategy within the mandates set by 
the Board of Directors, while the Risk Committee handles 
risk management issues. All AP3 managers are members of 
an extended management committee that coordinates pro-
jects and promotes knowledge development.

Skills development
AP3 aims to be an attractive employer with the capacity to 
recruit and retain skilled staff who can contribute to our 
 development. We work actively to identify the skills we 
need, both today and in the future. Access to the requisite 
knowhow is vital to our development. Every member of 
staff has an annual performance review with his or her man-
ager. Together the staff member and manager identify and 
evaluate future areas for development. Skills development   
is through training, seminars and conferences. It is also im-
portant that our employees continue learning at work, for 
instance by taking on new or expanded remits or partici-
pating in projects. Over the years, many of our people have 
moved jobs within the organisation and gained new skills 
that have helped them to advance their careers. In some 
cases, personal performance and job satisfaction can be  
enhanced by changing jobs or moving to another depart-
ment. Similarly, people sometimes transfer to  new positions 
internally due to changing needs within the organisation.
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EXECUTIvE MANAGEMENT 

 Kerstin Hessius, CEO 
Joined AP3 in September 2004
Previously: CEO of Stockholmsbörsen, Deputy Go-
vernor of the Swedish Central Bank, CEO of Östgöta 
Enskilda Bank Asset Management, Nordic Head 
of Fixed Income Alfred Berg, CEO of Alfred Berg 
Transferator
Other assignments: Director of Vasakronan, Hemsö 
Fastigheter, SPP, Björn Borg, HHS Advisory Board, 
Stiftelsen Danvikshem and Emory Center for Alterna-
tive Investments
BSc. Year of birth 1958

Gustaf hagerud,  
Deputy CEO and head of Asset Management
Joined AP3 in September 2008
Previously: AP1, Alecta, ABB Aros Securities, 
Swedbank
PhD. Year of birth 1963

Christina Kusoffsky Hillesöy,  
Head of Communications & Sustainable Investment
Joined AP3 in January 2005
Previously: Trygghetsrådet, TurnIT, Allgon, Microsoft, 
Bank of Boston Chile
BSc. Year of birth 1964

Adriano Pizzignacco,  
Head of Business Support & Development
Joined AP3 in October 2007
Previously: Ernst & Young Advisory Services, OMX 
Nordic Exchange, EDX London, Stockholmsbörsen
BSc. Year of birth 1974

Katarina Utterström,  
Head of Risk & Financial Control
Joined AP3 in June 2008
Previously: DnB NOR Bank, Atos Consulting, KPMG, 
Volvo Treasury, Handelsbanken
BSc. Year of birth 1965
    

EXECUTIvE MANAGEMENT 



Pär Nuder, Chairman  
Elected to the AP3 Board in 2011  
Industrial advisor
Director of Fabege, Skistar, Swedegas, Sundbybergs 
Stadshus, Nyx Security, Öbergs Färghus and Bergman 
Centre Foundation at Fårö.
Previously: Minister of Finance, Minister for Policy 
Coordination, Member of Parliament, Undersecre-
tary of State in the Prime Minister’s Office, Chairman 
of Vasallen and Director of Vin & Sprit.
LLB. Year of birth 1963

Björn Börjesson, Deputy Chairman
Elected to the AP3 Board in 2011
Chairman of Kommuninvest i Sverige.
Previously: Executive Vice President Svenska  
Handelsbanken. 
LLB. Year of birth 1951

Sonat Burman-Olsson
Elected to the AP3 Board in 2008
Executive Vice President and Chief Financial Officer 
of ICA.
Director of Lindab, ICA Banken and KappAhl
Previously: Vice President Electrolux, Senior 
Vice President Electrolux Europe, Vice President 
Electrolux International, Executive Director British 
Petroleum and Siemens.
BSc and Executive MBA. Year of birth 1958

Inga-lill Carlberg  
Elected to the AP3 Board in 2009
Head of Nordea Private Banking Sweden and Direc-
tor of Nordea Investment Funds and Stiftelsen för 
Finansforskning.
Previously: Various management positions at 
Nordea.
BSc. Year of birth 1962

Gunvor Engström
Elected to the AP3 Board in 2008
Director of Länsförsäkringar Liv, Semcon, Internatio-
nella Företagarföreningen, Apoteksgruppen, Metria, 
Hexicon and Chairman of Swedish Association of 
Independent Schools
Previously: Governor of Blekinge County, CEO of 
Bank2 and Swedish Federation of Business Owners, 
Assistant Undersecretary at the Ministry of Industry, 
Employment and Communications, selfemployed, 
CEO of Tjänsteförbundet
BSc. Year of birth 1950 

lars Ernsäter
Elected to the AP3 Board in 2010
Economist at Swedish Trade Union Confederation. 
Previously: National Institute of Economic Research. 
University studies. Year of birth 1951

Ingela Gardner Sundström 
Elected to the AP3 Board in 2004
Chairman of Swedish Association of Local Authorities 
and Regions’ Negotiation Delegation and Chairman 
of Österåker Municipality.
Previously: Chairman of Österåker Municipal 
Executive Board, Member of Parliament and director 
of the Swedish Association of Local Authorities and 
Regions. 
University studies. Year of birth 1943

Peter hellberg
Elected to the AP3 Board in 2010
First Deputy Chairman Unionen
Director of LOTCO Secretariat of International Trade 
Union Development Cooperation, Deputy Chairman 
of Swedish Confederation of Professional Employees, 
Klara Norra Fastigheter and Council for Negotiation 
and Cooperation Education Foundation.
University studies. Year of birth 1966

Kari lotsberg 
Elected to the AP3 Board in 2005
Director of Save the Children Sweden, Swedsec and 
Investment Consulting Group
Previously: Undersecretary of State at the Ministry 
of Finance, Head of the Economics Department at 
the Swedish Central Bank, Head of Department at the 
Norwegian Ministry of Finance, OECD Representative 
of the Norwegian Ministry of Finance and member of 
the EU’s InterInstitutional Monitoring Board.
BSc. Year of birth 1950
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“Public confidence in the pension system  
has  remained intact, partly thanks to 
cross-party political support for the original 
legislation and also because most voters  
would endorse the fundamental principle  
of neutrality across generations.”
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iNCoMe iN 2011
Asset management generated a loss of SEK 5,483 million 
(profit: 18,331), corresponding to a return of -2.4% (9.1) 
before expenses and -2.5% (9.0) after expenses. Fund capital 
was SEK 214,106 million (220,829) at year-end. During the 
year the Fund had a net outflow of SEK 1,240 million (4,041) 
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 disbursements, 
requiring AP3 to make payments to the Swedish Pensions 
Agency to help finance the deficit.  

Change in fund capital 

SEK m 2011 2010

Fund capital at 1 Jan 220,829 206,539

Pension contributions 53,895 51,267

Pension disbursements -54,922 -55,051

Administration fee to Swedish Pensions Agency -213 -257

Profit/loss for the year -5,483 18,331

Total fund capital at 31 dec  214,106 220,829

income  
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 in-
terest 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 management fees and custody account 
expenses. Commission expenses in 2011 totalled SEK 89 
million (146). The loss after expenses was SEK 5,328 million 
(profit: 18,485).

expenses   
Operating expenses consist of staff, IT, premises and other 
administrative costs. These totalled SEK 155 million (154), 
of which SEK 104 million (101) were staff costs. The average 
number of employees rose from 55 people in 2010 to 57   
in 2011.

 Total expenses as a percentage of average fund capital 
were 0.11%, compared to 0.14% in 2010. This figure reflects 
the size of the AP3 cost base and the value of fund capital. 
AP3’s total costs fell by SEK 56 million compared to 2010, 
while average fund capital rose by SEK 7,695 million. 

 AP3 continuously reviews its external and internal as-
set management costs as part of its mission to achieve high 
cost-efficiency. During the year AP3 terminated external 
European equity management mandates and converted 
them to internally managed mandates. The Fund sees inter-
nal management as more cost-effective, provided that the 
organisation has the right skills, resources and system sup-
port. Operating expenses were roughly unchanged from 
2010.

Asset management cost ratio 

2011 2010

Commission expenses, SEK m 89 146

Operating expenses, SEK m 155 154

Asset management cost ratio,1 % 0.11 0.14

Asset management cost ratio,2 % 0.07 0.07

1Based on total commission and operating costs as a percentage of average fund capital.
2Based on operating expenses as a percentage of average fund capital.

Income and expenses for external management of unlisted equities,
excluding direct real estate investments

SEK m
unlisted 

equities 2011
 unlisted 

equities 2010

Income, dividends and realised  
and unrealised gains 1,255 1,312
Management fees recognised  
as commission expenses -23 -37

Management fees paid -196 -228

Net income 1,036 1,047

Assets under management at 31 Dec 16,534 14,428

Invested 21,345 14,980

Commitments 23,515 18,327

Markets and returns in 2011
Political turmoil in North Africa and the Middle East, the 
earthquake and nuclear disaster in Japan and the severe 
debt crisis in Europe were the major themes of 2011. Lack 
of market confidence in political solutions to the debt crisis 
precipitated a sharp spike in government bond yields in Por-
tugal, Ireland, Italy, Greece and Spain, while an increasingly 
bleak economic outlook saw yields fall in the US, Germany 
and Sweden. Risk aversion grew and investors reduced their 
exposure to risk assets, resulting in losses on most world 
 equity markets. The year can be summarised as follows:

   Slump in world equity markets. The Swedish equity mar-
ket fell 17%, European bourses posted average losses of 
10%, emerging markets saw equity market declines of 
21% and the US stock market was flat.

   Long-term bond yield fell in the major industrialised 
countries, while credit spreads rose in debt-ridden coun-
tries in southern Europe and in some countries at the 
very core of the Eurozone.

   Western central banks cut interest rates and intervened 
in the exchange markets to try and stimulate economic 
growth.

   Standard & Poor’s downgraded the US’s AAA credit  
rating to AA+.  

   A flight to safe currencies saw the US dollar, Swiss  
franc and Japanese yen strengthen during the year.  
The Swedish krona also remained robust.



       

return per risk category 2011

 
return, 

%
Contribution to total  

return, percentage points

Equities -10.3 -5.3

Fixed income 0.8 0.1

Credits 7.5 1.0

Inflation 13.5 1.9

Currencies1 - -0.2

Other exposure 3.9 0.0

Absolute return strategies1 - 0.1

Total before expenses -2.4 -2.4

return per risk category 2010

 
return, 

%
Contribution to total  

return, percentage points

Equities 13.5 7.4

Fixed income 1.8 0.4

Credits 3.8 0.5

Inflation 7.4 1.0

Currencies1 -0.7

Other exposure 9.4 0.1

Absolute return strategies1 0.3

Total before expenses 9.1 9.1

1 Returns on currency and absolute return strategies are not shown because  
  no assets were allocated to these categories.

The equities risk category accounted for -5.3 percentage 
points of the year’s return of -2.4%. This was the largest 
single negative contribution to return of the seven asset 
classes. North America was the best-performing region, 
delivering a return of zero. The fixed income, credits and 
inflation risk categories contributed a combined total of 3.0 
percentage points. Among these risk categories, the largest 
contributor was real estate, followed by index-linked bonds 
and Swedish mortgage bonds. Absolute return strategies re-
corded income of SEK 107 million, equivalent to a contribu-
tion of 0.1 percentage points to total return. The currencies 
risk category, which comprises AP3’s open currency expo-
sure, contribution to  contribution to overall return was -0.2 
percentage points. 

 AP3’s target is to achieve a real annual return (minus 
inflation) of least 4% over time. Since inception in 2001 the 
Fund has generated a return of SEK 68,092 million on in-
vested capital, corresponding to an average annual of 3.4%. 
After allowing for inflation, this equates to a real return of 
1.7% per annum. Real return in 2011 was -4.4% and thus 
contributed negatively to achievement of the long-term tar-
get. Although the Fund has yet to reach its long-term goal, 
it has made a positive contribution to the pension system as 
its returns have outstripped the income index (used as the 
basis for pension credit indexing). Since 2001 the income 
index has risen by 3.1% per year, while AP3 has recorded an 
annual return of 3.4%. 

As of 2010 AP3 no longer conducts traditional active 
management. Had this management category still existed, it 
would have included absolute return strategies and the ac-
tive return generated by the liquid portfolio of fixed income 
assets and equities. In 2011 these assets made a combined 
contribution of SEK 55 million (778) to overall return. 
Absolute return strategies posted a return of SEK 107 million 
(563). Aggregate active return on listed assets thus totalled 
0.03 percentage points (0.5).

The target is for absolute return strategies to contribute 
average annual income of SEK 600 million over a three-year 
timeframe. From 2009 to 2011, average annual income on 
absolute return strategies was SEK 633 million. The target 
for the liquid portfolio is expressed in terms of cost-effective 
management. 

Evaluation of AP3’s investment returns
AP3 works against an absolute return target. Asset manage-
ment is not measured against a benchmark index. Instead, 
portfolio allocations are dynamically adjusted to market 
conditions and projected levels of return and risk. The Fund 
has an evaluation model consisting of four components that 
together paint a detailed picture of AP3’s ability to reach its 
long-term target and how it is progressing. Evaluations are 
made against:

   The long-term target of an average annual real return of 
4% over predefined periods of time

   A long-term static portfolio

   An external benchmark group of pension funds with 
 similar mandates

   An internal evaluation of allocation decisions

The evaluations in points one and two are based on a long 
timeframe; in points three and four the evaluations cover a 
shorter time-span. The evaluation model will be introduced 
in 2012 as an internal aid for the Board of Directors in devel-
oping AP3’s strategy.

Currency exposure
AP3 started the year with currency exposure of 11.3% (8.3). 
Currency exposure was undertaken actively during the year 
as a tool to diversify portfolio risk. Exposure varied from 8% 
to 20% and ended the year at 19.3%. Currency exposures are 
shown in more detail on page 47.
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Valuation and risk
AP3 measures all holdings at fair value using a hierarchy of 
price sources and calculation methods. Holdings shown in 
the benchmark indices that AP3 uses in liquid equity and 
fixed income investments are measured initially at the 
prices stated by index vendors. Holdings not included in 
an index or where the index vendor’s price is deemed un-
reliable are measured at list prices observable in an active 
market. This is always the preferred option for valuations. 
When it is not available AP3 uses the next step in the valua-
tion hierarchy.

 Reliable listed prices are unavailable for some holdings, 
notably some fixed income securities and most deriva-
tives 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. Valuation 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 ex-
ternal counterparties to identify fair value.

 In the case of assets seen as having an unreliable price, 
for instance due to low market activity and low liquidity, the 
Fund obtains a third-party valuation to test the reasonable-
ness of its own valuation.

Some holdings must be valued using models based on 
non-observable market data. These are subject to a higher 
degree of subjective assessment and hence higher uncer-
tainty. For the most part, they relate to private equity funds 
and equity holdings and loans to Vasakronan and Hemsö 
Fastigheter. AP3 measures private equity fund holdings us-
ing valuations received from external managers. The Fund 
requires managers to comply with the IPEV1 valuation prin-
ciples and stipulates that funds must be reviewed by an  
established audit firm. Valuations from the fund managers 
are usually received 90 days after the end of the quarter, 
which means that the stated values 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 adjustments are necessary to 
achieve a more accurate fair value. No adjustments were 
deemed necessary as of 31 December 2011. Holdings in un-
listed real estate companies are valued at net asset value.

The table on the right shows all AP3’s investment assets 
per valuation category. Some 87% (90) of these assets can 
be valued at observable prices in an active market. A 10% 
write-down of the hardest-to-value assets – those with a 
valuation model with non-observable input data – would 
reduce AP3’s fund capital by 1.3 percentage points. The 
Fund has limited valuation risk.

 

Investment assets per valuation category at 31 Dec 2011

SEK m

observable 
prices in an 

active market

Valuation  
model with 
observable 
input data

Valuation 
model with 

non-observable 
input data

Total 
ap3

Listed shares  
and units 107,087 107,087

Unlisted shares  
and units 21,346 21,346

Bonds and other 
interest-bearing 
assets 85,843 1,793 5,441 93,077

Derivatives, positive 
market value 33 1,769 1,802

Total investment 
assets 192,963 3,562 26,787 223,312

Derivatives, 
negative market 
value -144 -2,621 -9 -2,774

Total 192,818 941 26,778 220,538

Investment assets per valuation category at 31 Dec 2010

SEK m

observable 
prices in an 

active market

Valuation 
model with 
observable 
input data

Valuation 
model with 

non-observable 
input data

Total  
ap3

Listed shares  
and units 114,306 114,306

Unlisted shares  
and units 18,966 18,966

Bonds and other 
interest-bearing 
assets 89,388 1,516 5,434 96,338

Derivatives, positive 
market value 33 4,283 1 4,317

Total investment 
assets 203,727 5,800 24,400 233,927

Derivatives, 
negative market 
value -155 -1,275 -1,430

Total 203,572 4,525 24,400 232,497

Change in assets under valuation model with 
non-observable input data 2010-2011

SEK m

listed 
shares and 

units

unlisted 
shares 

and units

Bonds and 
other interest-
bearing assets Derivatives

Carrying amount  
at 1 Jan 18,966 5,434 1

Invested 1,367 80 -1

Sold/repaid during 
year -1,195 -91 0

Realised change in 
value 0 0 0

Unrealised change 
in value 2,207 18 -9

Transfer from level 
1 or 2 - - - -

Transfer to level 1 
or 2 - - - -

Carrying amount at 
31 dec - 21,346 5,441 -9

1See Glossary



As of 31 December 2011 AP3 held SEK 1,714 million in govern-
ment bonds issued by the five European Union countries ex-
periencing the worst of the debt crisis: Portugal, Ireland, Italy, 
Greece and Spain. SEK 696 million of these holdings were 
Greek government bonds with maturities of up to five years. 
During the year AP3 monitored the discussions concerning a 
possible voluntary debt write-down by private investors. The 
bonds are valued at market value using observable prices. 
The market value at year-end was lower than the nominal 
amount that could be expected to remain after a voluntary 
agreement among private investors to renegotiate the terms 
of the bonds.

 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 Risk1 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 re-
turns 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 category at 31 December 2011, 
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.  

Risk measured as Value at Risk for the AP3 portfolio in 2011 

SEK m
Maximum 

level
Maximum 

level average     31 dec    31 dec1  
Equity risk 838 3,648 1,947     2,308 2,613

Interest rate risk 106 356 182      116 131

Currency risk 278 661 406     502 568

Other 20 157 66    94 106

Diversification -530 -1,554 -884     -946 -1,072

Total ap3 712 3,268 1,717  2,073 2,347

1With equally weighted historic data.

Risk measured as Value at Risk for the AP3 portfolio in 2010

SEK m
Minimum 

level
Maximum 

level average     31 dec    

Equity risk 868 3,120 1,539 995

Interest rate risk 104 225 153 152

Currency risk 133 638 348 291

Other 14 62 31 29

Diversification -433 -1,114 -718 -547

Total ap3 686 2,932 1,353 919

AP3 bases Value at Risk estimates on historic market data 
dating back 360 days. For internal monitoring AP3 applies an 
exponential weight to the historic data that gives precedence 
to the market events of the last 80 days. This enables the risk 
mechanism to react faster and more strongly to changes in 
market volatility. The measurement method used is known as 
Monte Carlo simulation. The table above shows Value at Risk 

as of 31 December 2011. Here the historic data are equally 
weighted, meaning every day has equal significance.

The table below shows AP3’s exposure to credit risk at   
31 December 2011 by rating category based on credit ratings 
 issued by Moody’s or an equivalent rating agency. 
 
exposure to credit risk1 at 31 dec 2011 

                                                      Credit rating

SEK m aaa aa2 a2 Baa2 ‹Baa32 
Government bonds 39,443 4,592 2,625  696

Mortgage bonds 19,568 188 99 6

Corporate bonds 708 2,039 2,507 4,625  2,616

Deposits and buybacks 755 1,631  11,006

Derivatives, net 
receivable 27 619

Gross exposure 60,474 8,479  16,855 4,625 3,318

Collateral received 1,200 8,299

Net exposure 60,474 7,279 8,556 4,625 3,318

1Includes investments in listed fixed income securities, deposits and buybacks and       
  non-cleared derivatives where AP3 has a claim on the counterparty. 
2Also includes unrated securities.

exposure to credit risk1 at 31 dec 2010 

                                                        Credit rating

SEK m aaa aa2 a2 Baa2 ‹Baa32 
Government bonds 39,357 3,149 2,965 2,264

Mortgage bonds 16,459 185 1 12

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

Deposits and buybacks 1,254 5,906 6,233

Derivatives, net 
receivable 1,543 1,511

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

Collateral received 4,700 3,472

Net exposure 63,532 8,664 10,784 3,748 3,558

1 Includes investments in listed fixed income securities, deposits and buybacks and   
  non-cleared derivatives where AP3 has a claim on the counterparty. 
2 Also includes unrated securities.

legal limits
In 2011 AP3 exceeded two legal limits – the 5% rule for hold-
ings of unlisted assets and the 10% rule for single holdings in 
individual listed entities.

The sharp fall in the value of listed assets in 2008, com-
bined with the fact that unlisted assets did not lose value to 
the same extent, resulted in AP3 exceeding the rule limiting 
holdings of unlisted assets to a maximum 5% of fund capital. 
The ratio of unlisted assets has since remained at just over or 
just under the 5% threshold, depending on changes in listed 
and unlisted assets values. The ratio stood at 5.4% on 31 De-
cember 2011. No new investment commitments have been 
made since 2009.

 In 2009 AP3 acquired a 17% holding in Arise Windpower 
AB, which was unlisted at the time. Arise Windpower issued 
new shares in 2010 as part of an IPO. AP3’s post-flotation vot-
ing rights were 14.7% of the equity, which was higher than 
the statutory 10% maximum in any single listed entity. AP3 
did not take part in the private issue made by Arise Wind-
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power in the second half of the year. AP3 held 13.9% of the 
voting rights in Arise Windpower as of 31 December 2011.

 The statutory requirement is that any holdings which ex-
ceed the stated limits must be sold as soon as market condi-
tions allow and without incurring a loss.

Securities lending 
AP3 engages in securities lending, which means the Fund 
lends equities and bonds to counterparties with a high cred-
it rating and in return for collateral. The lending programme 
is managed by AP3’s custodian bank, Northern Trust. In 2011 
income from securities lending totalled SEK 98 million (93). 
Income from securities lending is recognised as interest in-
come in the income statement. 

Income from securities lending

SEK m 2011 2010

Bonds 28 23

Equities 70 71

Recognised in net interest income 98 93

Recognised in net income from fixed income assets - 58

Total 98 151

Securities lending is against collateral offered either by way of 
securities or cash. Cash collateral is reinvested in accordance 
with AP3’s investment guidelines. AP3 has disposition rights 
over cash collateral received, which is why reinvestments are 
recognised in the balance sheet under bonds and other in-
terest-bearing assets and under other assets. AP3’s liabilities 
in respect of cash collateral received are recognised under 
other liabilities. Collateral received in the form of securities is 
recognised under memorandum items.  

Brokerage fees  
Brokerage fees are payable on purchases of shares and 
units. For shares, these fees are included in cost. Brokerage 
fees totalled SEK 36 million (26) in 2011, of which 47% (53) 
were fees arising from 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 the buying and selling rates). 
The tables on page 47 show data for brokerage fees and 
volumes in 2011. The figures relate to externally and inter-
nally managed assets.

Class actions  
Class actions are lawsuits in which a large group of people 
bring a legal claim against companies and their representa-
tives for breaches of securities market legislation. Class ac-
tions are often brought in relation to the disclosure of infor-
mation to the stock market and are most common in the US. 
They allow single investors to claim a share of any damages 
ordered by the court even if they have not participated in the 
legal proceedings. AP3’s custodian bank keeps track of settle-
ments owed to the Fund through class actions. In 2011 AP3 

received SEK 15.8 million (9.5) million in class action  
settlements. These amounts are recognised under net in-
come from listed shares and units in the income statement. 
 
Government review  
The government’s annual review of the AP funds’ per-
formance in 2006-2010 noted that the funds had further 
developed their asset management models and increased 
their focus on medium-term and dynamic asset allocation. 
According to the review, the differences between the AP 
funds are essentially positive. 

 The review said the funds’ long-term investment perfor-
mance since 2008 had continued to improve. Returns for all 
the four AP funds exceeded the income index, though fell 
short of the targets set by the boards of directors.

The review noted that AP1, AP2, AP3 and AP4 had cemented 
their commitment to social and environmental respon sibility 
and had taken important steps in terms of core values and 
resource allocation to ensure high quality in this area. The 
document also said that the funds had gone well beyond 
mere compliance with international conventions and that 
the cooperation between them in this area had increased. 

 The international survey commissioned by the govern-
ment from consultants McKinsey concluded that the AP 
funds’ costs are at the lower end of the scale compared to 
five international pension funds with similar mandates and 
operations.  

Corporate governance  
The 20091 government’s guidelines state that “in entities in 
which the AP funds are direct or indirect shareholders, the 
AP funds and the entity should work with other sharehold-
ers to ensure that the guidelines are applied to the greatest 
possible extent”. AP3’s corporate governance policy takes a 
conservative line on variable remuneration to senior execu-
tives, in line with guidelines issued by the government in 
2009. The Board of Directors regularly reviews the corpo-
rate governance policy and it approved revisions to the  
policy in April 2011, including a clarification of the Fund’s 
core values. AP3 does not intend to make any further revi-
sions in 2012 and will instead await the findings of the re-
view of the AP funds, due by August 2012.

 AP3 voted at the AGMs of 52 Swedish entities and 399 
foreign entities in 2010/11. The Fund uses dialogue to ex-
press its opinion on incentive programmes and evaluation 
processes at the companies in which it holds shares. AP3 
voted against or abstained on 75% (60) of AGM resolutions 
on remuneration, reflecting the fact that foreign entities 
have difficulty meeting the Fund’s requirements on execu-
tive remuneration programmes. 

 

1Government guidelines for remuneration and 
benefits to senior executives of the AP funds.



34 | Third swedish NaTioNal peNsioN fuNd 2011

reporT of The direCTors 2011 

 The Fund held seats on eight nomination committees 
during the year: Alpcot Agro, Arise Windpower, Bergvik Skog, 
BioInvent, Cellavision, Diagenic, Karolinska Development and 
Orexo.

Through dialogue the Fund aims to ensure that the compa-
nies in which it holds significant investments have appropriate 
ethical and environmental policies. In our discussions we set 
out to ensure that companies have risk management systems 
and codes of conduct in place and that they have managers 
in charge of environmental and social affairs. The objective 
here is to reduce the risk of the organisation breaching inter-
national conventions. We encourage entities to analyse and 
review their environmental impact and implement targets to 
reduce emissions and other adverse impacts. During the year 
AP3 held discussions with ten Swedish companies on social 
responsibility. 

The Fund published a report on its corporate governance 
activities in August 2011. The report, available on the web-
site, documents AP3’s AGM-related actions and its engage-
ments in environmental and social responsibility.

AP3 cooperates with AP1, AP2 and AP4 on environmen-
tal and social responsibility in foreign entities via the funds’ 
joint Ethical Council. The Council deploys active governance 
in an effort to influence foreign entities in this field. In 2011 
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 2012.

Organisation and employees  
At year-end, AP3 had 57 (56) employees, of whom 20 were 
female and 37 were male. On average, each employee has 18 
years’ professional experience. One person left the Fund in 
2011 and two people joined. Sickness absence at AP3 contin-
ued to be low in 2011 at 0.5% (0.5).

Remuneration 
AP3’s remuneration guidelines seek to guarantee the Fund’s 
ability to attract and retain skilled staff. Total remuneration 
should be reasonable and appropriate. Remuneration levels 
should be market-based and competitive without leading 
the market. Employee remuneration must also fall within 
the government’s employment guidelines for the AP funds. 

 The chairman of the Remuneration Committee handles 
remuneration issues on behalf of the Board of Directors, 
 including remuneration and benefits of the CEO. Decisions 
are subject to final approval by the Board. Remuneration and 
benefits of other senior executives are approved individually 
by the Remuneration Committee based on the CEO’s advice. 
The Remuneration Committee also sets the remuner ation 
framework for other employees. The committee examines  
annual market wage data to ensure that remuneration 
of management and other employees is market-based, 

 com petitive and reasonable. Part of the committee’s remit 
 involves monitoring changes in government guidelines and 
recommending appropriate changes in the remuneration 
policy.

 Remuneration and benefits of executive management 
are shown in Note 7 to the financial statements. Further 
information on AP3’s guidelines and approach to remuner-
ation of executive management and other employees can 
be found on the website at www.ap3.se. Also available on 
the website is the Board of Directors’ compliance statement 
on the guidelines for remuneration of executive manage-
ment and other employees at AP3. The Board of Directors 
believes it is in compliance with the guidelines and that no 
exceptions exist that require separate reporting.

Events after year-end  
AP3 is to invest €150 million in German real estate via an 
investment consortium led by Patrizia Immobilien AG. The 
transaction will involve the Fund owning 25% of the consorti-
um’s equity. Completion of the deal, which requires approval 
from the Federal Cartel Office, is expected during the first 
quarter of 2012.

Governance report  
The governance report is separate from the annual report 
and is published simultaneously with the annual report on 
the Fund’s website at www.ap3.se. The governance report 
has not been reviewed by the Fund’s auditors.
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income statement

iNCoMe

SEK m Note 2011 2010

Net interest income              2 3,697 1,999

Dividends received 3,338 2,917

Net income from listed shares and units 3 -15,854 14,755

Net income from unlisted shares and units 4 2,407 2,415

Net income from interest-bearing assets 2,001 1,182

Net income from derivative securities 5 -375 -1,817

Net income from currencies -453 -2,820

Net commission expenses 6 -89 -146

Total income -5,328 18,485

operaTiNG eXpeNses

Staff costs  7 -104 -101 

Other administrative expenses 8 -51 -53

Total operating expenses -155 - 154

Profit/loss for the year -5,483 18,331
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asseTs

SEK m Note  31-12-2011 31-12-2010

Shares and units 

   Listed              9 107,087 114,306

   Unlisted 10 21,346 18,966

Bonds and other interest-bearing assets 11 93,077 96,338

Derivatives 12 1,802 4,317

Cash and cash equivalents 1,520 2,225

Other assets 13 10,018 9,263

Prepaid expenses and accrued income 14 1,842 1,827

Total assets 236,692 247,242

fuNd CapiTal aNd liaBiliTies

Liabilities

Derivatives           12 2,774 1,430

Other liabilities  15 19,751 24,898

Deferred income and accrued expenses 16 61 85

Total liabilities 22,586 26,413

fund capital 17

Fund capital at 1 Jan 220,829 206,539

Net payment to pension system -1,240 -4,041

Profit/loss for the year -5,483 18,331

Total fund capital 214,106 220,829

Total fund capital and liabilities 236,692 247,242

Memorandum items 18

BalaNCe sheeT
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The Third Swedish National Pension Fund (AP3), corporate identity number 
802014-4120, is one of the buffer funds of the Swedish pension system and has 
its registered office in Stockholm. The Board of Directors approved the annual fi-
nancial statements for 2011 on 23 February 2012. The income statement and bal-
ance sheet are subject to government approval.

   NOTE 1 Accounting and valuation principles  
The National Pension Funds Act (2000:192) requires the annual accounts to be 
prepared in conformity with generally accepted accounting principles, which 
involves recognition of fund assets at market value. AP1, AP2, AP3 and AP4 have 
agreed and applied shared accounting and valuation principles, as summarised 
below. Accounting and valuation principles are unchanged from the prior year.  

 The AP funds are adapting their accounting and valuation principles to the In-
ternational Financial Reporting Standards (IFRS). The IFRS are under extensive re-
view and the funds have therefore focused adjustments in 2011 to IFRS 7 Financial 
Instruments: Disclosures. Full adjustment to IFRS would not significantly affect re-
ported income and capital. The following differences have been identified com-
pared to currently effective IFRS:  
•  The AP funds do not value financial instruments at buying and selling rates but 

at the rates quoted on the chosen index (often mid-rates). 
•  Transaction costs, including brokerage fees, are recognised as part of the cost 

of financial instruments and are recognised in income at fair value. 
•  AP3 does not prepare consolidated financial statements or a cash flow 

statement. 

Transaction day accounting
Purchases and sales of securities and derivatives on the money, bond, equity and 
foreign exchange markets are recognised in the balance sheet on the transaction 
date (the point when material rights, and therefore risks, are transacted 
between the parties). Receivables and liabilities that fall between the 
transaction and settlement dates are reported under other assets and other 
liabilities respectively. Other transactions, especially relating to unlisted equities, 
are recognised in the balance sheet on the settlement date, in conformity with 
market norms. 

Net accounting
AP3 uses net accounting for trade payables, buybacks and derivative 
instruments where a real right to offset assets and liabilities exists and if the 
intention is to settle them simultaneously. 

restatement of foreign currency
Foreign currency transactions are shown in Swedish kronor at the exchange rate 
on the transaction date. Foreign currency assets and liabilities are recognised in 
Swedish kronor at the exchange rate on the reporting date. 

Changes in the values of foreign currency-denominated assets are divided 
into the change attributable to the change in the value of the asset or liability 
and the change caused by exchange rate movements. Exchange rate gains or 
losses arising due to exchange rate changes are recognised in the income 
statement under net income from currencies.

shareholdings in subsidiaries and associates
Shareholdings in subsidiaries and associates are recognised at fair value, in 
conformity with the National Pension Funds Act. Fair value is measured using the 
same method as for unlisted shares and units. There is no requirement to 
prepare consolidated financial statements. 

Measurement of financial instruments
All the Fund’s investments are measured at fair value. Realised and unrealised 
changes in value are recognised in the income statement. Hence, items 
presented under net income per asset category include realised and unrealised 
income. The financial statements include references to benchmark indices. 
Details of these can be found at www.ap3.se. The method for measuring fair 
value is described below.

Listed shares and units
Shares and units traded on a regulated market or trading platform are measured using 
the price quoted by the relevant index vendor. This price is often the mid-rate. Holdings 
not included in an index are valued at listed prices observable in an active market. 
Brokerage fees are recognised in net income for listed equities.  

Unlisted shares and units
Shares and units not traded on a regulated market or trading platform are measured 
at fair value based on the valuation received from the counterparty or other external 
party. Valuations are updated when new valuations are received and are adjusted for 
cash flows up to the reporting date. The Fund may revise a valuation where strong 

grounds exist for believing that the valuation is wrong. Measurements follow the 
International Private Equity and Venture Capital Valuation guidelines or equivalent 
valuation principles and are generally based on transactions with third parties. 
However, other valuation methods, such as discounted cash flow, the net asset value 
method and multiple valuation, can be applied. 

Bonds and other interest-bearing assets
Fair value of bonds and other interest-bearing assets is measured using the 
official market price (usually the bid rate) quoted by the Fund’s index supplier. 
Holdings that are not included in an index are valued at listed prices observable 
in an active market. Where an instrument is not traded on an active market and 
reliable market prices are unavailable, the instrument is measured using 
generally accepted valuation models, whereby cash flow is discounted to the 
relevant valuation curve. 

 Interest income is recognised using the effective interest method based on 
amortised cost. Amortised cost is the discounted present value of future 
payments where the discount rate corresponds to the effective interest rate at 
the time of purchase. Acquired premiums and discounts are recognised as 
interest income until the coupon rate changes or the instrument matures. They 
are recognised in interest income. 

Derivatives
The fair value of derivatives is measured using rates on the reporting date. In 
cases where instruments are not traded in an active market and no market prices 
are available, valuations are made using generally accepted theoretical models 
whose inputs consist of observable market data. 

 Derivative contracts with a positive fair value on the reporting date are 
recognised as assets, while contracts with a negative market value are recognised 
as liabilities. The difference between forward and spot rates for currency forwards 
is allocated on a straight-line basis during the term of the contract and is 
recognised as interest income.

 
Buybacks 
In a true buyback (repurchase), the asset remains on the balance sheet and cash 
received is recognised as a liability. The divested security is reported under 
pledged assets on the balance sheet. The cash value difference between spot and 
forward legs accrues during the maturity period and is reported as interest. 

Securities lending
Loaned securities are recognised in the balance sheet at fair value and 
consideration received is recognised as interest income in the income 
statement. Collateral received for loaned securities consists of securities and 
cash. Where AP3 has the right to dispose over cash collateral received, this is 
recognised in the balance sheet as an asset and a corresponding liability is 
created. In other cases, loaned securities are recognised not in the balance sheet 
but separately as ”Pledged assets, contingent liabilities and commitments”. The 
value of loaned securities and their collateral are also recognised under this 
item.

items recognised directly in fund capital
Payments to and from the pension system are recognised directly in fund capital.

Commission expenses
Commission expenses are recognised as a deduction from income in the income 
statement. They consist of direct transaction costs, such as custody account fees 
and fixed commissions to external managers, and fixed commissions for listed 
funds. Performance-based fees, payable when a manager outperforms an agreed 
level, giving rise to profit sharing, are recognised as a deduction from net income 
for the relevant asset class in the income statement. 

 Management fees for unlisted shares and units deemed repayable prior to 
profit sharing, and where repayment is likely, are recognised in cost and included 
in unrealised income. In other cases, they are recognised as commission 
expenses.

Operating expenses
All management expenses, excluding brokerage fees, fees to external managers 
and custody account fees, are recognised as operating expenses. Investments 
in equipment and proprietary and purchased computer software are normally 
expensed as they arise. 

Taxes
AP3 is exempt from all income taxes on investments in Sweden. Dividend and 
coupon taxes payable in some countries are recognised on a net basis in the rele-
vant income category in the income statement. 

Rounding off
Minor discrepancies may occur in the tables in this report due to the rounding up 
or down of individual figures.
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 NoTe 2 Net interest income

SEK m 2011 2010

iNTeresT iNCoMe

Bonds and income-bearing assets 2,314 2,101

Derivatives 1,632 216
Securities lending 98 93

Other interest income 18 16

Total interest income 4,062 2,426

iNTeresT eXpeNse

Derivatives 365 426

Other interest expenses 0 1

Total interest expense 365 427

Net interest income 3,697 1,999

 NoTe 4 Net income from unlisted shares and units 

SEK m 2011 2010

Net capital gain 463 391

Unrealised changes in value 1,944 2,024

Net income from unlisted shares and units 2,407 2,415

 NoTe 3 Net income from listed shares and units

SEK m 2011 2010

Income from listed shares and units -15,708 14,906

Brokerage fees -36 -26

Performance-based fees -110 -125

Net income from listed shares and units -15,854 14,755

 NoTe 5 Net income from derivatives

SEK m 2011 2010

Share-based derivatives -683 -1,558

Fixed income and credit-based derivatives 308 -259

Net income from derivatives -375 -1,817

 NoTe 6 Commission expenses

SEK m 2011 2010

External commissions, listed assets 57  991

External commissions, unlisted assets 23 37

Other commission expenses incl.  
custodian bank expenses 9 10

Total commission expenses 89 146

Performance-based fees totalled SEK 110 million (139) in 2011, of which SEK 110 
million (139) related to listed equities and SEK 0 million (14) to fixed income secu-
rities. Performance-based fees are recognised in Net income for each asset class. 

 Underlying commissions for total return swaps (TRS)1 are not recognised in 
commission expenses but as a change in value under “Net income, derivatives”. 
Underlying TRS expenses were SEK 14 million (12) in 2011. 

 AP3 paid SEK 237 million (265) in management fees for unlisted equities in 
2011. SEK 196 million (228) of this related to contracts that provide for repayment 
of management fees prior to profit sharing at the end of the investment and is 
recognised as part of the asset’s cost. 
1See Glossary
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Staff costs in SEK thousand, 
2011

Salaries 
and 

remune-
ration

Variable 
remune-

ration

Pension 
plan 

expenses

Social 
security 

expenses 
incl. special 

payroll tax Total

Chairman of the Board, 
Pär Nuder

 60    19    79   

Other Board members
Sonat Burman-Olsson  71    22    93   
Björn Börjesson  38    12    50   
Inga-Lill Carlberg  50    16    66   
Gunvor Engström  50    16    66   
Lars Ernsäter  60    19    79   
Ingela Gardner Sundström  60    6    66   
Peter Hellberg  71    22    93   
Kari Lotsberg  76    24    100   

Individuals who left the Board in 2011 (2 persons)
Former chairman Claes de 
Neergaard

 50    16    66   

Lars G Josefsson  38    12    50   

Total  624    184   808

CEO  Kerstin Hessius 3,623    1,143    1,415   6,181  
Other executive manage-
ment members
Gustaf Hagerud  2,739    734    1,039   4,512  
Christina Kusoffsky Hillesöy  1,205    344    462   2,011  
Adriano Pizzignacco  1,033    308    399   1,740  
Katarina Utterström  1,570    454    603   2,627  
Total executive manage-
ment excl. Ceo 6,547 1,840 2,503 10,890
Other employees  49,464    14,091    18,819   82,374  
Total  59,634    17,074    22,737   99,445
Other staff costs  4,114   4,114

Total staff costs  64,372    -      17,074    22,921    104,367   

 
 
Staff costs in SEK thousand, 
2010

Salaries 
and 

remune-
ration

Variable 
remune-

ration

Pension 
plan 

expenses

Social 
security 

expenses 
incl. special 

payroll tax Total

Chairman of the Board,  
Claes de Neergaard

 110    35   145  

Other Board members   
Sonat Burman-Olsson  71    22   93  
Inga-Lill Carlberg  50    16   66  
Gunvor Engström  50    16   66  
Lars Ernsäter  35    11   46  
Ingela Gardner Sundström  60    6   66  
Peter Hellberg  25    8   33  
Lars G Josefsson  38    12   50  
Kari Lotsberg  76    24   100  

Individuals who left the Board in 2010 (3 persons)
Dan Andersson  25    8   33  
Lars Otterbäck  38    4   42  
Christer Romilson  25    8   33  

Total  603    -      -      169   772

CEO  Kerstin Hessius  3,495    1,075    1,359   5,929  
Other executive manage-
ment members

  

Gustaf Hagerud  2,420    638    915   3,973  
Christina Kusoffsky Hillesöy  1,171    319    445   1,935  
Adriano Pizzignacco  1,160    285    434   1,879  
Katarina Utterström  1,508    438    580   2,526  
Individuals who left 
executive management  
in 2010 (2 persons)

3,077   911    1,188   5,176  

Total executive manage-
ment excl. Ceo

9,336 2,591 3,562 15,489

other employees  44,350    2,789    11,125    16,952   75,216  
Total  57,181    2,789    14,791    21,873   96,634
Other staff costs  3,772   3,772

Total staff costs  61,556    2,789    14,791    22,042    101,178   

 NoTe 7 employees
2011 2010

total
total  

female totalt 
total 

female  

Average no. of employees 57 20 55 19
No. of employees at 31 Dec 57 20 56 19

No. in executive management at 31 Dec 5 3 5 3
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  Board of directors The government sets the remuneration of directors. 
As of 2000, annual fees of SEK 100 thousand are paid to the Chairman, SEK 75 
thousand to the Deputy Chairman and SEK 50 thousand to other directors. The 
government has approved additional remuneration of up to SEK 100 thousand 
for directors who sit on the Remuneration and Audit Committees. Remunera-
tion of SEK 100 thousand was paid for committee engagements in 2011.

   Committees - The Remuneration Committee had three members in 2011. 
It makes recommendations to the Board on the CEO’s salary and benefits and 
AP3’s salary structure prior to salary reviews. It also makes recommendations 
to the Board on the variable remuneration programme. Decisions in these 
matters are taken by the Board. The Audit Committee has three members. 
Its role is to provide and monitor recommendations to the Board in financial 
reporting, accounting, internal control, risk management and external audit.

  The CEO’s remuneration is set by the Board. Under the CEO’s employment 
contract, the Fund pays retirement pension and sickness insurance premiums 
totalling 30% of gross salary. In the event of termination, the contractual no-
tice period is six months for both the Fund and the CEO. If the Fund terminates 
the CEO’s contract, 18 months’ severance pay may be payable. Severance 
salary and pay are to be offset against any income from new employment or 
business activity. No contract provisions exist for early retirement. In 2011 the 
CEO received other benefits of less than SEK 2 thousand. The CEO is not part of 
the performance-based variable remuneration scheme.

  Executive management consists of the CEO and the heads of Asset 
Management (Deputy CEO), Risk & Financial Control, Business Development 
and Support, and Communications & Sustainable Investments. AP3 has col-
lective wage agreements with the Employers’ Organisation of the Swedish 
Banking Institutions and the JUSEK/CR/CF (SACO) trade unions. The CEO and 
Deputy CEO are the only employees whose terms and conditions are outside 
the collective wage agreements. The Deputy CEO has a notice period of six 
months that applies to both parties. If the Fund terminates the Deputy CEO’s 
contract, 12 months’ severance pay may be payable. Severance salary and pay 
are to be offset against any income from new employment or business activity. 
No special agreements exist in respect of notice periods, severance pay or 
early retirement for other members of executive management. Members of 
executive management received benefits totalling less than SEK 3 thousand. 
Members of executive management do not participate in the performance-
based variable remuneration scheme.    

  sickness absence Total sickness absence in 2011 was 0.5% (0.5%) – 0.2% 
(0.3%) for male employees and 1.0% (1.0%) for female employees. None (0%) 
of the Fund’s employees was away from work due to sickness for more than 60 
consecutive days in 2011.

 Performance-based remuneration programme The Board of Directors has 
approved a performance-based incentive scheme modelled on government 
guidelines issued in April 2009 and adjusted for guidelines on remuneration 
in insurance and other financial entities issued by the Financial Supervi-
sory Authority in March 2010. The programme applies as of 2011 and gives 
employees in the Asset Management department the opportunity to receive 
performance-based remuneration of up to two months’ salary on the fulfil-
ment of certain set criteria. Sixty percent of variable remuneration is not paid 
until three years after the year in which it is earned. Employees in administra-
tive units have the chance to receive variable remuneration of half a month’s 
salary. The Fund’s net income must be positive before variable remuneration 
can be payable to any member of staff. The CEO and members of the executive 
management committee are not part of the variable performance-based 
remuneration programme. No provisions were made for variable remunera-
tion in 2011 because AP3’s net income was negative. 

 NoTE 8 Other operating expenses

SEK m 2011 2010

Office rent 10 12

Information and computer-related expenses 26 24

Services purchased 7 9

Other 8 8
Total other operating expenses 51 53

Services purchased include fees to auditors and services purchased. Services 
purchased  includes fees of SEK 0.7 thousand (0.7) for consulting services 
ordered by the Government Offices. 

SEK t 2011 2010

audit assignments

Ernst & Young AB 907 1,125

other assignments

Ernst & Young AB 238 195

KPMG AB 99 859

Öhrlings PricewaterhouseCoopers AB 190 -

Total auditors’ fees 1,434 2,179

 

 NoTe 9 shares and units

31-12-2011 31-12-2010

SEK m Fair value Fair value 

Swedish equities 29,163 32,485

Units in Swedish funds 486 557

Foreign equities 61,771 66,558

Units in foreign funds 15,667 14,706

Total listed shares and units 107,087 114,306

A schedule of the Fund’s ten largest shareholdings is shown on page 47.  
A schedule of all the Fund’s equity holdings is available at www.ap3.se.
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NoTes

 NoTe 10 Investments in unlisted securities, private equity, infrastructure and real estate

As of 31 December 2011, AP3’s investment commitments in unlisted securities via private equity firms and funds were as follows. The schedule below shows the 
largest holdings by invested capital. 

SEK m
FUND/PRIVATE EQUITY FIRM Corp. id. no. No. share of equity capital Cost 2011 Cost 2010  

Unlisted equities
Vasakronan AB 556650-4196 1,000,000 25% 1,221 1,221
Hemsö Fastighets AB 556481-1429 50,000 50%                                             757                                             757
Bergvik Skog AB 556610-2959 347 5% 174 174
Alpcot Agro AB 556710-3915 9,874,993 10% 143 152
Affibody 556714-5601 4,405,402 2% 19 18
AP3 Investments AB 556853-7392 50,000 100% 0 -
Karolinska Development 556663-0322  1 226
FK Volga Farming Ltd 52% 179 153

Units in private equity firms and funds
RMK GAC 100% 850 825
EuroPrisa 10% 473 473
Hancock GAC 100% 440 440
Southern Cone Timberland, LLC 19% 428 428
GS US Middle Market Buyout Fund 29% 346 406
Global Timber Investors 8 6% 330 330
ABN AMRO Infrastructure Capital Equity Partners 4% 296 270
Meridiam Infrastructure Fund 5% 254 244
Innisfree PFI Continuation Fund 7% 248 236
Altor Fund II 3% 241 261
Alchemy Investment Plan 1% 221 219
Henderson PFI Secoundary Fund LP 6% 219 219
Threadneedle Strategic Property Fund IV L.P. 4% 207 170
Crown European Buyout Opportunities II 6% 190 180
Bermuda Ltd LLREP3 12% 186 162
Paul Capital Partners Top Tier II 7% 183 182
Goodman Australia Industrial Fund 6% 182 182
Warburg Pincus Private Equity X 0% 177 139
AXA Alternative Property Inc Venture Fund 5% 176 138
Paul Capital Partners Top Tier III 6% 176 154
Other holdings 9,257 8,929
Total cost 17,573 17,288
Total fair value 21,346 18,966

Cost includes SEK 790 million (722) relating to management fees that are subject to repayment prior to profit-sharing.

A schedule of all holdings, including the initial year of investment and the size of investment commitment, is available at www.ap3.se.
1Karolinska Development floated on the stock market in 2011. This holding is included in listed equities.

 NoTe 11 Bonds and other interest-bearing assets

BONDS AND OTHER INTEREST-BEARING SECURITIES 
BY CLASS OF ISSUER

31-12-2011 31-12-2010

SEK m Fair value Fair value 

Swedish state 25,201 11,651

Swedish mortgage lending 
institutions 18,589 15,571

Other Swedish issuers

  Financial institutions 1,413 2,491

  Non-financial companies 9,071 8,834

Foreign states 19,589 34,243

Other foreign issuers 15,487 20,195

Total 89,350 92,985

fixed income funds 3,727 3,353

 NoTe 11 cont.

BONDS AND OTHER INTEREST-BEARING SECURITIES 
BY CLASS OF INSTRUMENT 

31-12-2011 31-12-2010

SEK m Fair value Fair value 

Index-linked bonds 21,140 15,016

Other bonds 57,084 65,502

Certificates - -

Unlisted promissory note loans 5,355 5,352

Other instruments 5,771 7,115

Total 89,350 92,985

fixed income funds  3,727 3,353

SEK 10,396 million (15,212) of bonds and other interest-bearing securities 
relates to cash collateral received for securities lending. 
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 NoTE 12 Derivatives, gross 2011

31-12-2011

SEK m
Nominal 

value
Positive  

fair value
Negative  
fair value

EQUITY-RELATED INSTRUMENTS

Options, cleared Held, buy 72 0 0

Held, sell 6,826 125 -9

Drawn, buy 5,607 0 -70

Drawn, sell 6,185 -50

Forwards 3,255 127 -100

Swaps 3,726 56 -38

Total 25,671 308 -267

cleared 21,838

FIXED INTEREST AND CREDIT-RELATED INSTRUMENTS

Options, cleared Held, sell 37,095 - -9

Drawn, buy 454 0 -

Drawn, sell 19,229 2 0

FRAs/forwards 381,013 19 -155

CDS 6,519 145 -193

Swaps 13,174 62 -91

Total 457,484 228 -448

cleared 437,791

CURRENCY-RELATED INSTRUMENTS

Options, cleared Held, buy 457 0 0

Held, sell 2,496 -13

Drawn, buy 3,613 50 0

Drawn, sell 4,997 -42

Forwards 120,554 1,456 -2,230

Swaps 54 - -14

Total 132,171 1,506 -2,299

cleared - -240 240

Total derivatives 615,326 1,802 -2,774

AP3 is mandated to use derivative securities primarily to improve effectiveness 
in asset management or to manage risk. 

Equity and interest rate derivatives are preferably traded on standardised 
markets through cleared products, whereby counterparty risks are limited to 
the clearing house. Cleared derivatives are recognised net in the balance sheet. 
Currency and credit derivative markets are over-the-counter, which means that 
trades executed there are not standardised or subject to clearing. Thus, 
counterparty or settlement risk generally arises. Counterparties for non-cleared 
transactions are limited and sanctioned by the Board and all exposure to such 
counterparties is continuously monitored. AP3 uses standardised market 
contracts, such as ISDA agreements, for OTC trading. 

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

Derivatives, gross 2010

31-12-2010

SEK m
Nominal 

value
Positive 

fair value
Negative 
fair value

EQUITY-RELATED INSTRUMENTS

Options Held, buy 3 19 -

Held, sell 2 1 -

Drawn, buy 2 - -21

Drawn, sell 5 1 -

Forwards 2,497 49 -26

Swaps 928 65 -205

Total 3,437 135 -252

cleared 2,509

 NoTe 13 other assets

SEK m 31-12-2011 31-12-2010

Trade payables 540 1,467

Buybacks 9,471 7,793

Other assets 0 0

Other current receivables 7 3

Total other assets 10,018 9,263

 NoTe 14 prepaid expenses and accrued income

SEK m 31-12-2011 31-12-2010

Accrued interest income 1,691 1,717

Accrued dividends 97 70

Tax reclaimables 29 16

Prepaid expenses 19 18

Accrued premiums on equity loans 6 6

Total prepaid expenses and accrued income 1,842 1,827

 NoTE 15 Other liabilities

SEK m 31-12-2011 31-12-2010

Accounts payable 4 9

Trade payables 865 1,495
Payroll taxes 1 0
Staff PAYE taxes 2 2
Buybacks 8,475 -
Cash collateral received 10,404 23,388

Other liabilities 0 4

Total other liabilities 19,751 24,898

 NoTe 12 cont.

31-12-2010

SEK m
Nominal 

value
Positive  

fair value
Negative  
fair value

FIXED INTEREST AND CREDIT-RELATED INSTRUMENTS

Options Held, buy 53,910 2 -1

Held, sell 21,610 - -1

Drawn, buy 53,909 - 0

Drawn, sell 21,610 - -1

FRAs/forwards 87,540 7 -157

CDS 5,015 85 -62

Total 243 594 94 -221

cleared 238,579

CURRENCY-RELATED INSTRUMENTS

Options Held, buy 2,451 19 -

Held, sell 8,795 164 -1

Drawn, buy 10,226 - -8

Drawn, sell 11,661 2 -71

Forwards 140,805 3,958 -883

Swaps 185 - -49

Total 174,123 4,143 -1,012

cleared -

Effect of netting -55 55

Total derivatives 421,151 4,317 -1,430
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sigNaTures of The board of direcTors aNd ceo

Signatures of the Board of Directors and CEO

Stockholm, 23 February 2012

Pär Nuder  Chairman

Inga-Lill Carlberg 

Ingela Gardner Sundström

Sonat Burman-Olsson

Lars Ernsäter 

Kari Lotsberg

 Björn Börjesson  Deputy Chairman

Gunvor Engström 

Peter Hellberg

Kerstin Hessius CEO

 NoTe 16 deferred income and accrued expenses

SEK m 31-12-2011 31-12-2010

Accrued external asset management costs 50 70

Other accrued expenses 9 11

Variable remuneration incl. social security expenses 2 4

Total deferred income and accrued expenses 61 85

A provision for variable remuneration was made in 2010. The amount out-
standing in the 2011 accounts relates exclusively to an amount deferred for 
payment until 2013.

 NoTe 17 fund capital

NeT paYMeNTs To/froM The peNsioN sYsTeM

SEK m 31-12-2011 31-12-2010

fund capital at 1 Jan 220 829 206 539

Paid-in pension contributions 53,895 51,267

Disbursed pension payments -54,919 -55,050

Transfer of pension rights to the EU -2 -1
Settlement of pension rights -1 0

Administration fee to Swedish Pensions Agency -213 -257

Total net payments to/from the pension system -1,240 -4,041

Profit/loss for the year -5,483 18,331

fund capital at 31 dec 214,106 220,829

 NoTe 18 Memorandum items

pledges aNd eQuiValeNT collaTeral To secure owN liabiliTies

SEK m 31-12-2011 31-12-2010

Pledged assets for buybacks 8,475 1,

Pledged assets for derivatives trading

Cash collateral received 0 382

Cash collateral pledged 89 90

Loaned securities for which collateral received

Loaned securities 10,085 22,789

Cash collateral received 10,404 23,005

Collateral is shown in Notes 11, 13 and 15.

 1 The figure stated in the 2010 accounts has been corrected. 

oTher pledges aNd eQuiValeNT collaTeral

SEK m 31-12-2011 31-12-2010

Securities loaned against collateral in 
securities

Loaned securities 4,742 14,005

Collateral received in securities 4,911 14,201

ToTal coMMiTMeNT

SEK m 31-12-2011 31-12-2010

Unlisted equities 18,178 18,327

Real estate and timberland funds 5,337 5,297

 NOTE 19 Related party transactions

AP3 rents its office space from Vasakronan at market rates.
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audiTor’s reporT

Auditor’s report
For the Third Swedish National Pension Fund, corporate identity number 802014-4120 

We have audited the annual accounts of the Third Swedish 
National Pension Fund (AP3) for the year 2011. The annual 
accounts of the company are included in the printed version 
of this document on pages 29-42.

Responsibilities of the Board of Directors and the Manag-
ing Director for the annual accounts
The Board of Directors and the Managing Director are respon-
sible for the preparation and fair presentation of these annual 
accounts in accordance with the Swedish National Pension 
Funds Act, and for such internal control as the Board of Direc-
tors and the Managing Director determine is necessary to 
enable the preparation of annual accounts that are free from 
material misstatement, whether due to fraud or error. 

Auditor’s responsibility
Our responsibility is to express an opinion on these annual 
accounts based on our audit. We conducted our audit in ac-
cordance with International Standards on Auditing and gen-
erally accepted auditing standards in Sweden. Those stand-
ards require that we comply with ethical requirements and 
plan and perform the audit to obtain reasonable assurance 
about whether the annual accounts are free from material 
misstatement.

An audit involves performing procedures to obtain audit 
evidence about the amounts and disclosures in the annual 
accounts. The procedures selected depend on the auditor’s 
judgement, including the assessment of the risks of material 
misstatement of the annual accounts, whether due to fraud 
or error. In making those risk assessments, the auditor con-
siders internal control relevant to the company’s prepara-
tion and fair presentation of the annual accounts in order to 
design audit procedures that are appropriate in the circum-
stances, but not for the purpose of expressing an opinion 
on the effectiveness of the company’s internal control. An 
audit also includes evaluating the appropriateness of ac-
counting policies used and the reasonableness of accounting 
estimates made by the Board of Directors and the Managing 
Director, as well as evaluating the overall presentation of the 
annual accounts.

We believe that the audit evidence we have obtained is suf-
ficient and appropriate to provide a basis for our audit opinion.

opinions
In our opinion, the annual accounts have been prepared in 
accordance with the Swedish National Pension Funds Act 

(2000:192) and present fairly, in all material respects, the 
financial position of AP3 of 31 December 2011 and of its fi-
nancial performance for the year then ended in accordance 
with the Swedish National Pension Funds Act. The statutory 
administration report is consistent with the other parts of 
the annual accounts.

We therefore recommend that the income statement and 
balance sheet are adopted.

Report on other legal and regulatory requirements
In addition to our audit of the annual accounts, we have ex-
amined the inventory taking of the assets managed by AP3. 
We have also examined the administration in general of the 
Board of Directors and the Managing Director of the Fourth 
Swedish National Fund.

Responsibilities of the Board of Directors and the Manag-
ing Director
The Board of Directors and the Managing Director are re-
sponsible for accounting records and for the management 
of the fund’s assets in accordance with the Swedish National 
Pension Funds Act.

Auditor’s responsibility
Our responsibility is to express an opinion with reasonable 
assurance on the result of our examination and the inventory 
of the assets managed by the fund and the administration in 
general based on our audit. We conducted the audit in accord-
ance with generally accepted auditing standards in Sweden.

As a basis for our opinion on the inventory taking of the 
assets we examined the fund’s inventory and a selection of 
supporting evidence. 

As a basis for our opinion concerning the administration in 
general, in addition to our audit of the annual accounts, we ex-
amined significant decisions, actions taken and circumstances 
of the company in order to determine whether any member 
of the Board of Directors or the Managing Director has acted 
in contravention of the Swedish National Pension Fund. 

We believe that the audit evidence we have obtained is 
sufficient and appropriate to provide a basis for our opinion.

opinions
The audit has given us no reason for qualification with regard 
to the inventory taking of assets, or the administration of the 
fund in general. 

Stockholm, 23 February 2012

Anna Peyron
Authorized Public Accountant
Appointed by the Government

Peter Strandh
 Authorized Public Accountant
Appointed by the Government



ap3 siNce iNcepTioN iN 2001

Since 2001 AP3 has operated under a parliamentary mandate to manage its fund capital in the best inter-
ests of the income pension system. The Fund aims to achieve its target of  4% real return per annum over 
time by investing in a diversified global portfolio of listed equities, fixed income assets and alternative 
investments. 
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The three major equity market slumps that 
occurred between 2001 and 2011 had a marked 
effect on the investment landscape, with 
nominal returns in this period averaging 3.4% 
per annum.
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Pensions and pension credits are indexed 
annually using the income index. Hence, it is 
important that AP3’s returns at least keep pace 
with the index to ensure we contribute positi-
vely to the pension system. Since inception, AP3 
has delivered an average annual return of 3.4%. 
This is higher than the income index, which has 
risen by an average of 3.1% in the same period. 
Real annual return (adjusted for inflation) has 
averaged 1.7%.
 

AP3 CPI +4% Income index
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AP3 launched in 2001 with fund capital of SEK 
133,975 million. This figure has since risen by 
SEK 80,131 million to SEK 214,106 million at 31 
December 2011, with the increase consisting of 
investment returns of SEK 68,092 million and 
a net inflow of funds from the pension system 
of SEK 12,039 million. As of 2009 AP3 is a net 
contributor to the pension system and has thus 
far paid out a total of SEK 9,187 million. 

Fund capital since inception in 2001, SEK million
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Growth of SEK 80.1 billion in fund capital since 2001
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Fund capital has grown by SEK 80,131 million 
since inception and totalled SEK 214,106 million 
at year-end.
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five-year summary

2011 2010 2009 2008 2007 Annual from start1 2001 Annual1 2007-2010

iNcoMe aNd NeT flows

SEK bn

Net flows from the pension system -1.2 -4.0 -3.9 0.9 2.0

Profit/loss for the year -5.5 18.3 29.4 -44.8 10.7

Fund capital at 31 Dec2 214.1 220.8 206.5 181.0 224.9

reTurNs aNd eXpeNses, ToTal porTfolio

%

Return before expenses -2.4 9.1 16.4 -19.7 5.1
Operating expenses 0.07 0.07 0.08 0.07 0.06

Commission expenses 0.04 0.07 0.09 0.07 0.07

Return after expenses -2.5 9.0 16.3 -19.8 5.0 3.4 0.8

Inflation 2.0 2.3 0.9 0.9 3.5 1.7 1.9

Real return after expenses -4.4 6.5 15.3 -20.5 1.5 1.7 -1.1 

SEK bn
Return after commission expenses -5.3 18.5 29.6 -44.6 10.8 6.3 1.8

Operating expenses 0.2 0.2 0.1 0.1 0.1 0.2 0.1

Return after expenses -5.5 18.3 29.4 -44.8 10.7 6.2 1.6

RiSK

Risk (standard deviation), %3 9.2 7.0 9.9 16.6 7.3

Sharpe ratio neg 1.2 2.0 neg 0.1

curreNcY eXposure

% of total portfolio4 19.3 11.3 8.3 13.8 9.0

eXTerNal MaNageMeNT 

% of total portfolio4 34.8 41.0 40.7 38.8 39.9

asseT MaNageMeNT eXpeNses 

% of assets under management

Operating expenses 0.07 0.07 0.08 0.07 0.06

Operating expenses + commission expenses 0.11 0.14 0.17 0.14 0.13

No. of employees at 31 Dec 57 56 55 50 51

1 Annualised figures. 
2 Fund capital on 1 January 2001 was SEK 134 billion.
3 Shown as of 2010 for the total portfolio due to dynamic allocation. Risk for the listed portfolio was shown prior to 2010.
4 Excluding exposure through SEK-listed companies with foreign domicile. 

Change in fund capital

SEK m 2011 2010 2009 2008 2007

Fund capital at 1 Jan1 220,829 206,539 181,024 224,897 212,198

Net flows -1,240 -4,041 -3,906 831 991

Special asset management - - 0 53 1,028

Profit/loss -5,483 18,331 29,421 -44,757 10,680

fund capital at 31 dec 214,106 220,829 206,539 181,024 224,897

1Fund capital at inception in 2001 was SEK 133,975 million.



” Slingrig väg kantat av träd fugiam que aut  
sitam nis aliqui inuscia dolupta doles pratur  
lamus sitam nis aliqui inuscia dolupta doles  
eum nonsenitem que comnisi soluptaque.” 
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iN-DEPTh viEw: AP3’S PORTFOliO

Credits
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Return and risk in the AP3 portfolio at 31 Dec 2011
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Market value per asset category

SEK bn 31-12-2011 31-12-2010 31-12-2009 31-12-2008 31-12-2007

LISTED EQUITIES1 Sweden 28.7 32.0 26.5 17.9 24.0
Europe 25.6 24.4 25.5 20.8 32.3

USA 27.1 25.2 24.1 25.7 36.8

Asia 10.6 16.4 15.2 13.6 16.0

Emerging markets 13.1 12.8 11.5 5.9 8.4

Total listed equities 105.1 110.8 102.7 83.9 117.5

FIXED INCOME1

Nominal Sweden 41.7 31.6 13.6 13.7 13.6

Eurozone 0.6 14.9 12.5 12.4 12.6

UK 2.3 4.7 4.4 4.5 12.2

USA 11.8 9.1 20.3 16.8 29.8

Asia 0.0 0.0 5.2 5.5 4.7
 
Index-linked bonds Sweden 17.1 1.5 0.1 5.4 7.4

Eurozone 0.6 1.4 4.7 4.8 3.2

USA 3.6 12.3 9.5 3.9 8.1

Total fixed income 77.6 75.4 70.2 67.0 91.5

ALTERNATIVE INVESTMENTS1

Real estate Shares and promissory notes in Vasakronan 7.7 7.0 6.6 7.0 5.0

Shares and promissory notes in Hemsö Fastigheter 2.6 2.1 2.3 - -

Swedish mortgage bonds - 3.4 3.4 6.2

Timberland 4.0 3.2 2.9 2.3 1.2

International real estate funds 1.4 1.2 0.9 0.7 0.2

Total real estate 15.7 16.9 16.0 16.2 6.4

Unlisted equities2 11.5 10.9 9.8 10.8 9.5

New strategies2, 3 - 6.9 7.7 3.1 -

Other assets4 4.2 - - - -

Total alternative investments 31.4 34.7 33.6 30.2 16.0

ap3 ToTal 214.1 220.8 206.5 181.0 224.9

1Cash used for position-taking in forwards has been divided among the relevant asset categories, which means the figures in the table are not fully comparable with those in the balance sheet.
2Unlisted equities were included in listed life science holdings prior to 2008. As of 2008, life sciences are part of new strategies. 
3 New strategies were allocated between the various asset categories during 2011. Investments that fell outside the scope of the categories are classified as other assets.
4Other assets include investments in convertible debentures and insurance-related risk. 

1The share of total return is measured as the contribution of each risk category relative to the aggregate contribution of all risk categories, irrespective of whether the figures are positive or negative.



TREDjE AP-FONDEN 2011 | 47

AP3s roll i Pensionssystemet 

 

Third swedish NaTioNal peNsioN fuNd 2011 | 47

iN-DEPTh viEw: AP3’S PORTFOliO

currency exposure at 31 dec 2011

Assets exposed to currency risk by currency, SEK m EUR GBP JPY USD Other Total

Shares and units 14,530 10,431 5,413 33,444 23,352

Exposure to SEK-listed companies with foreign domicile1 589 718 262 751

Bonds and other fixed income securities 5,603 2,334 0 13,726 68

Derivatives 42 0 -2 -22 -91

Other investment assets -2,924 -9 48 1,745 1,995

Foreign currency exposure, gross 17,840 13,474 5,459 49,155 26,075 112,003

Currency hedges -18,794 -7,326 -3,819 -37,030 -1,318 -68,287

Total currency exposure -954 6,148 1,639 12,125 24,757 43,715

1 These holdings are classified as currency exposure due to legal requirements.

Credit structure of the nominal fixed income and credit portfolio 
(including derivatives) at 31 Dec 2011

% Portfolio

Government bonds 49

Mortgage bonds 37

Corporate bonds Investment grade 11

High yield 3

Total  100

Modified duration in the nominal fixed income portfolio 
(including externally managed portfolios) at 31 Dec 2011 

Portfolio

Sweden 3.3

Eurozone 1.4

UK 2.7

USA 3.4

Total years 3.2

Allocations per rating in the AP3 fixed income portfolio  
at 31 dec 2011

%
Government 

bonds
Mortgage 

bonds
Corporate 

bonds
Total 

exposure

Aaa 76 99 1 72

Aa2 17 1 12 13

A2 5 0 33 7

Baa2 0 0 45 6

<Baa3 2 0 9 2

Unrated 0 0 0 0

Ten largest holdings in the AP3 equity portfolio at 31 Dec 2011

Company Market value, SEK m

Hennes & Mauritz 2,849

Ericsson 2,599

Atlas Copco 1,798

Volvo 1,673

Nordea Bank 1,509

TeliaSonera 1,266

Investor 1,083

Sandvik 1,028

Swedbank 940

Royal Dutch Shell 891

Ten largest recipients of brokerage fees in 2011

Barclays Goldman Sachs Nordea

Citi JP Morgan UBS

Credit Suisse Neonet

Deutsche Bank Nomura

Five counterparties that handled the largest volumes  
of AP3’s fixed income trading in 2011

Bank of America M Lynch JP Morgan SEB

Danske Bank Nordea

Five counterparties that handled the largest volumes  
of AP3’s foreign exchange trading in 2011

Danske Bank Royal Bank of Scotland UBS

Nordea SEB
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Alternative investments

Mandate Description of mandate and management type

Initial investment 
commitment in SEK m  

at 31 Dec 2011

Invested amount  
of initial investment 
commitment (excl. 

distributions) in SEK m  
at 31 Dec 2011

Market value  
in SEK m  

at 31 Dec 2011

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

Investments in infrastructure assets are made both in Sweden and internationally. 

18,178

1,324 

16,483

1,453

11,484

1,186 

Real estate The real estate portfolio is in the construction phase and consists of a 25% holding 
in Vasakronan, a 50% holding in Hemsö Fastigheter and holdings in timberland and 
international real estate funds (see page 49).

Investments in international real estate are made through funds. 

Investments in timberland are made in Sweden and internationally.

5,337
 

2,077 

3,260

4,862

 
1,752  

3,110   

15,729

1,448  

4,027  

eXposure To lisTed eQuiTY aNd fiXed iNcoMe asseTs aT 31 dec 20111

Region Manager and fund Mandate type SEK m Start date

eQuiTY MaNdaTes

passive mandates Sweden AP3 internal portfolio All cap 27,898 01-01-2006

Europe AP3 internal portfolio Large/Mid cap 21,453 30-06-2009

Europe BlackRock Investment Management Small cap 2,038 26-05-2009

North America AP3 internal portfolio Large cap 531 19-01-2011

North America BlackRock Investment Management Large cap 6,421 24-03-2009

North America BlackRock Investment Management Mid cap 4,151 31-10-2007

North America BlackRock Investment Management Small cap 4,609 31-10-2007

Japan BlackRock Investment Management All cap 5,477 17-01-2006

Asia-Pacific BlackRock Investment Management All cap 3,023 29-06-2007

Emerging markets AP3 internal portfolio All cap 455 25-01-2006

enhanced mandates North America BlackRock Investment Management Large cap 11,189 30-08-2002

Emerging markets BlackRock Investment Management All cap 6,054 08-10-2009

Emerging markets State Street Global Advisors All cap 51 31-12-2011

fiXed iNcoMe MaNdaTes 

enhanced mandates Global AP3 internal portfolio 76,162

Active mandates North America Guggenheim US High yield 689 31-10-2011

acTiVe fuNds 

Global Various managers Equities 7,236

Global Various managers Mixed asset types 2,523

North America Various managers Fixed income instruments 1,361

Global Various managers Fixed income instruments 2,578

1Excluding liquidity management and alternative investments.

Details of AP3’s holdings of listed equities, fixed income assets, unlisted equities via private equity funds, timberland and real 
estate investments can be downloaded from www.ap3.se.
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AP3 invests in private equity through funds or private equity firms. Holdings 
are diversified across regions and investment categories (buyouts or veture 
capital).

10,000

8,000

6,000

4,000

2,000

0

investment commitments in private equity at 31 Dec 2011

SEK m

Scandinavia

4,251

Europe Rest of the world

8,458

5,469

Market value of real estate investments at 31 Dec 2011

The AP3 real estate portfolio consists of holdings in Vasakronan, Hemsö 
Fastigheter, international real estate funds, Bergvik Skog and international 
timberland funds. 

Vasakronan Hemsö 
Fastigheter

International 
real estate

Timberland

8 000

6 000

4 000

2 000

0

SEK m

7,668

2,586

1,448

4,027

Total private equity commitments at 31 Dec 2011

SEK m

Total   
commitments

18,178

Total  invested 
capital 

Total value of  
distributions1 

and market value

16,483

19,985

Total  
distributions1 

2001-2011

Market value 
31 Dec 2011

8,501

SEK 16,483 million of AP3’s total investment commitment of SEK 18,178 
million had been invested as of 31 Dec 2011.

1Distributions are repaid invested capital plus capital gains.

20,000

15,000

10,000

5,000

0

AP3’s long-term mandate enables us to invest in relatively illiquid assets.  
These help to diversify portfolio risk and raise potential returns through liquidity 
premiums and other advantages. The Fund’s diversification investments consist 
of private equity funds, real estate, timberland and other assets of a more 
 opportunistic nature. Alternative investments rose from SEK 3,752 million in 
2001 to SEK 31,423 million in 2011 and at 31 December 2011 accounted for 
14.7% of total investments.

1Other assets were redefined in 2011. This resulted in transfers of SEK 2,977 million to listed equities and 
fixed income receivables.

Diversification in alternative investments 2001-2011, % 

Real estate
Private equity Other assets1 

Percentage of fund capital 

11,484

AP3 invests in a globally diversified portfolio.  
The chart above shows investment allocations  
by region at 31 December 2011. 

  Listed equities 

  Fixed income

  Alternative investments

investments by region at 31 Dec 2011

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011

SEK m
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30,000
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18%

16%
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2%

0%
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3.9% 3.0% 3.2%
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europe

27%

7%

12%
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2%

13%

7%

4%

Emerging markets
6%

1%

Asia-Pacific
5%

1%

13%
sweden
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orgaNisaTioN

 The Business Support and Development department is 
responsible for office service, IT and back office functions. 

 AP3’s asset management is organised in five units: 
Strategic  allocation, Beta management, Alpha manage-
ment, Alternative investments and External management.

Risk and Financial Control is responsible for human 
resources, legal affairs, treasury and financial control, and 
middle office functions.

High levels of competence and an effective management 
organisation 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 management 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 
allocation of risk categories in the portfolio. The Board also 
decides the deviation mandates within which the CEO can 
change allocations.

orgaNisaTioN 

Strategic Allocation Human ResourcesIT

Alpha Management Middle Office

Beta Management LegalBusiness Support/ 
Back Office

External Management

Alternative Investments Financial ControlAdministration

Communications 
CEO’s Office

Business Support  
& Development

Asset  
Management

Risk &  
Financial Control

Compliance 
Officer

Board of Directors

CEO
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glossarY
Absolute return The actual return, in cash or percen-
tage terms, that a portfolio generates over a specific 
period.

Absolute risk Variation in absolute returns. Is often 
known as volatility and is measured as standard 
deviation.

Active management Form of management based on 
taking active positions to achieve higher returns than 
the benchmark index. Active positions are taken by 
being overweight or underweight in assets relative to 
the benchmark index or reference portfolio based on 
market projections.

alpha Returns that are higher than beta and achieved 
by taking active positions. See Beta.

Automatic balancing Occurs when pension system 
liabilities exceed assets. Balancing involves indexing 
pensions at a lower rate until the system regains 
equilibrium.

Balance figure Total pension system assets (excluding 
premium pensions) divided by liabilities. If the ba-
lance figure drops below 1, the automatic balancing 
mechanism is activated. This affects pension indexing. 

Benchmark index Used to evaluate the return on a 
portfolio. Usually takes the form of a standardised 
market index and is also known as the reference 
index. 

beta Sensitivity of a portfolio or equity to equity 
market movements. Beta can also be expressed as the 
return generated by passive exposure to risks such as 
equity risk, credit risk and volatility.

Buffer fund The name for AP1, AP2, AP3, AP4 and 
AP6. The role of the buffer funds is to even out 
temporary variations between pension contributions 
and disbursements and to assist in the long-term 
financing of the pension system.

buyout Acquisition by an entity of a controlling share-
holding in a mature company. 

cdM Clean Development Mechanism. An arrange-
ment under the Kyoto Protocol allowing industrialised 
countries committed to reducing their greenhouse 
gas emissions to invest in ventures that reduce emis-
sions in developing countries as an alternative to 
more expensive emission reductions at home.

cds Credit default swap. See Credit swap.

cleantech Short for clean technology and refers to 
energy- and environment-related technologies deve-
loped to reduce adverse environmental impacts.

Clearing All activities that take place after a transac-
tion is completed in a market and prior to settlement. 
Includes reporting, risk measurement and netting. 

Clearing house An institution with regulatory appro-
val to conduct clearing operations. Most countries 
only have one or very few. In Sweden, clearing is via 
the Stockholm stock exchange. Stockholmsbörsen, 
the exchange operator, acts as counterparty for all 
derivatives traded on the exchange.

cls Bank owned by currency market counterparties 
and used in most currency transactions for effective 
settlement.

code of conduct Group-wide framework of rules 
and systems to manage environmental and social 
affairs. 

credit bond Fixed income security with a higher 
level of risk than government bonds. Often issued by 
corporations and mortgage lending institutions.

credit swap A derivative contract between two par-
ties, A and B, in which A pays B an interest premium 
for a specific period of time. B only pays a premium to 
A in the event that a predefined asset-related event 
occurs. The size of this premium is the difference bet-
ween the nominal underlying value of the derivative 
contract and the market value of the asset in question 
(credit default swap).

csa agreement Annex to the ISDA agreement that 
regulates how an entity with an outstanding debt 
(unrealised loss) must provide collateral in the form of 
cash or securities.

Derivative Financial instrument whose price is de-
termined by underlying securities. Options, forwards 
and swaps are generally classed as derivatives. The 
value of a derivative depends on changes in the 
underlying value of the instrument.

Duration Used as a measure of interest rate risk and 
is expressed as the average fixed interest period. It 
can be used to estimate changes in value based on 
assumed changes in interest rates.

forward Contract in which counterparties under-
take to buy or sell an underlying asset at a prede-
termined price and at a prearranged moment in 
time. Examples include currency forwards, interest 
rate forwards, forward rate agreements (FRAs) and 
equity index forwards. 

Fund strength Measurement of for how many years 
the buffer funds can meet Sweden’s pension needs in 
the absence of any inflow of pension contributions.

hedging Neutralisation of currency risk, i.e. the risk 
attached to making investments in currencies other 
than SEK.

high yield Bonds with a higher credit risk than 
government bonds and that therefore offer higher 
returns. They generally have a lower credit rating than 
investment grade bonds.

index management See Passive management. 

information ratio Efficiency measurement for active 
management. Indicates how much AP3 earns from 
active risk-taking and from deviating from the stra-
tegic portfolio or index. Is measured as active return 
divided by active risk (tracking error). 

investment grade Bonds which have a credit rating 
of BBB or higher. These are generally associated with 
low credit risk. 

ipeV The International Private Equity and Venture Ca-
pital Valuation Board is an international organisation 
for private equity firms. It issues valuation guidelines 
based on IFRS and US GAAP, which are seen as indu-
stry standards.

isda agreement Bilateral agreement between two 
OTC counterparties that regulates the events that 
could generally be expected to occur between them.

Option Entitles the holder to buy or sell an underlying 
asset at a predefined price at a predefined moment 
in time. The option issuer has equivalent obligations. 
Options may include currency options, interest rate 
options and share options.

oTc (Over-the-counter) Contracts agreed and settled 
between two counterparties without the involvement 
of a clearing house.

overlay mandate A mandate that ties up little or no 
capital and is outside the reference portfolio.

passive management Asset management that aims 
to achieve an identical return to the benchmark index 
rather than to outperform the index. This is done by 
making investments that mirror a reference portfolio 
or index and is also known as index management.

private equity Collective term for equities that are not 
listed on an official or public market. 

Rating Measure of credit worthiness that denotes the 
probability that a counterparty can fulfil its commit-
ments. The rating may relate to the counterparty itself 
or a series of securities issued by the counterparty.

real return Nominal return adjusted for inflation.

realised volatility See Volatility

reference index See Benchmark index.

Risk budgeting Adjustment of risk levels across mana-
gement mandates based on their expected return and 
correlation to optimise the total risk-adjusted return. 

Risk-adjusted return A means of evaluating manage-
ment performance in which active return is considered 
in relation to the level of risk in the portfolio. The 
Sharpe and information ratios are two examples.

Risk capital Generally refers to investments in a 
company’s equity. Relates in practice to investments in 
companies that are not listed on a market, i.e. private 
equity.

Semi-passive index management A management 
style that often has a quantitative orientation and 
that attempts to outperform the index with only 
a small level of active risk. Also called enhanced 
index management.

sharpe ratio Measurement of a portfolio’s risk-
adjusted return, i.e. the efficiency of the portfolio. 
It equates to portfolio return minus risk-free inte-
rest divided by the standard deviation of portfolio 
return.

stop loss A predetermined level of cumulative 
losses over a specific period of time resulting in the 
immediate closure of all positions.

swap Contract in which counterparties agree to 
exchange flows based on an underlying asset and 
under prearranged terms and conditions. Often 
runs for periods of more than 12 months. Examples 
include interest rate swaps, currency swaps and 
total return swaps.

Tracking error Measures the variation in active 
return and is measured as the standard deviation 
of active return. Historic (ex post) tracking error 
describes the variation in realised active return and 
thus measures risk levels retroactively. Expected 
(ex ante) tracking error is a forecast. 

value at Risk (vaR) A common measurement of the 
maximum loss that a portfolio can sustain for a 
given period and with a certain level of confidence. 
VaR is calculated daily for a period of one day and 
a confidence level of 95%. Portfolio management 
often requires changes to the portfolio structure to 
keep this risk of loss at an acceptable level. 

Venture capital Investments made at an early stage 
in a company’s development. Capital invested is 
often used for product or market development.

volatility A measure of the variation in return. Mea-
sured as the standard deviation of return. Realised 
volatility is measured as historical return.

Measures of return and risk

Absolute return  (rp)  
Portfolio return

Absolute risk or volatility  ( p)  
Standard deviation of portfolio returns

Sharpe ratio (risk-adjusted absolute return) 
Portfolio return minus risk-free return 
divided by absolute risk= 

information ratio (risk-adjusted active return) 
Active return divided by active risk= 
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