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AP3 in bRief

14.1 AP3’s return 
after expenses totalled 14.1% in 2013. In 
the last 10 years the Fund has generated 
an average nominal return of 6.5% and 
an average annual real return of 5.2%, 
exceeding the target of a 4% real annual 
return over time.

6,880
AP3 paid out SEK 6,880 million to help 
cover the deficit in the pension system 
in 2013.

AP3 in bRief
The Third Swedish National Pension Fund (AP3) is one of five buffer funds – 
known as the AP funds – within the Swedish pension system. Together, the 
five funds account for around 12 percent of the assets held within the Swedish 
income pension system. 

   AP3 is tasked by Parliament with generating maximum possible benefit for 
the income pension system by managing its fund capital so as to deliver strong 
investment returns at a low level of risk. AP3 has twin roles in the pension 
system: serving as a buffer when inflows and outflows cause imbalances, and 
promoting the overall financial stability of the system.  

Targets  
  Generate an average real return (adjusted for inflation) of 4 percent per 

annum over time.

  Achieve high cost-effectiveness in the Fund’s asset management.  

Government pension fund   
AP3 is a state-owned pension fund with a government-appointed board of 
directors. The Fund is more independent than most government agencies 
 because, like the other AP funds, AP3 is regulated solely by statute and not  
by government directives. The Ministry of Finance reviews the AP funds on  
an  annual basis.

investments  
AP3 aims to achieve its target of a 4 percent real return over time by investing in 
a diversified global portfolio of listed and unlisted assets. AP3 works proactively 
to influence the companies in which the Fund invest to act responsibly. As of 31 
December 2013, the portfolio had a market value of SEK 258,475 million.  

32,398 
AP3’s net profit of SEK 32,398 million 
corresponded to a return of 14.1% after 
expenses.

258,475
At year-end, the AP3 portfolio had a value 
of SEK 258,475 million.

 Key fiGuRes
2013 2012 2011 2010 2009

Fund capital at 31 Dec, SEK bn 258.5 233.0 214.1 220.8 206.5

Net flows to/from pension system, SEK bn -6.9 -3.8 -1.2 -4.0 -3.9

Profit/loss for the year, SEK bn 32.4 22.6 -5.5 18.3 29.4

Return before expenses, % 14.2 10.7 -2.4 9.1 16.4

Return after expenses, % 14.1 10.7 -2.5 9.0 16.3
Operating expenses ratio, % 0.13 0.14 0.11 0.14 0.17

Asset management cost ratio excluding commission expenses, % 0.07 0.08 0.07 0.07 0.08
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  Improved economic conditions, especially in the United 
States, provided the main backdrop to 2013. An easing 
of monetary policy combined with a gradual upswing in 
economic growth and low inflation lifted equity prices 
in North America and Europe, though stock markets lost 
ground in emerging markets. 

  AP3 recorded a net profit of SEK 32,398 million (22,638).

  Total return was 14.2% before expenses and 14.1% after 
expenses. The equities risk category was the largest 
single contributor, accounting for 12.5 percentage points 
of  total return. 

  Fund capital stood at SEK 258,475 million at year-end, 
up SEK 25,519 million from the prior year. This figure 
includes payments of SEK 6,880 million to the pension 
system.

  In the 10 years from 2004 to 2013 AP3 generated a 
nominal annual return of 6.5%, outpacing the benchmark 
income index that is used to keep pension credits in line 
with inflation. The income index rose by 3.0% during the 
period.

  The annual real return (adjusted for inflation) was 5.2% 
from 2004 to 2013, exceeding the Fund’s target of a 4% 
annual real return over time.

Contribution to total return per risk category 2013, percentage points

Contribution to total risk per risk category 2013, %

Return per risk category 2013, % 
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sTATemenT by THe CeO

solid growth in 2013 

In 2013 AP3 recorded its third highest net profit in kronor terms since inception in 2001. Total assets  
stood at SEK 258.5 billion at year-end, a considerable increase from the initial capital of SEK 134 billion 
with which we started in 2001.  

We are very pleased with our investment performance 
during the year, recording a return of 14.1% – equivalent to 
a profit of SEK 32.4 billion and our highest annual income 
since 2001. Absolute growth in pension assets is key to the 
health of the pension system. SEK 6.9 billion of the SEK 32.4 
billion was used to cover pension commitments in 2013 and 
the remaining SEK 25.5 billion was added to the pension 
system. Total assets stood at SEK 258.5 billion at year-end, 
an appreciable increase from our inception capital of SEK 
134 billion and achieved in spite of two major stock market 
corrections during the period. We have now achieved our 
target of a 4% real annual return measured over the last 
three-, five- and ten-year periods.  

Cost-effective strategy 
We aim at all times to deliver cost-effective fund manage-
ment. Over the years we have developed and refined our 
strategy and now benchmark our performance against a 
base portfolio that we call the long-term static portfolio 
(LSP1). The LSP is based on a global equity and fixed income 
index that is rebased monthly and is capable of generating 
a 4% real return over a long time horizon. AP3 has opted for 
a more advanced asset management strategy that requires 
greater input of resources and expertise than the LSP 
strategy, reflecting the fact that our portfolio is more highly 

diversified and managed dynamically rather than mechani-
cally. Our portfolio also contains a much wider range of 
assets and management strategies than the LSP. Our fund 
management strategy is cost-effective if it delivers a higher 
risk-adjusted return than the LSP, which it has. Indeed, our 
returns have been almost two percentage points higher than 
the LSP’s in the last two years, since we began applying the 
LSP as our benchmark portfolio. 

Our returns will boost pensions in 2015 
Financial markets have performed strongly in the past two 
years but economic growth has not been as robust, with 
Sweden’s GDP growing by an average of just 1% in 2012 and 
2013. The Swedish pension system has also come under 
renewed financial pressure, which will result in a 2.7% cut in 
pensions in 2014. This unfortunate situation is due primarily 
to labour market conditions. The positive performance of 
the AP funds will, however, have a positive impact on pen-
sions, though not until 2015, with the latest forecast from 
the Swedish Pensions Agency suggesting that pensions will 
rise by more than 5% in 2015. 

Economic and financial market growth are not always in 
step. Equity market performance often implies a higher level 
of economic growth than is actually the case. The recovery 
from the crisis in 2008-2009 has been partly driven by 

“We have now achieved our 
target of 4% real annual return 
measured over the last three-, 
five- and ten-year periods.”

1  See the Targets and Investment Strategy chapter for a more detailed description.
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sTATemenT by THe CeO

massive stimulus packages implemented by central banks 
– measures that have done more for the financial markets 
than for economic growth. Ahead of us we have the chal-
lenge of whether economic growth can sustain confidence 
in the financial markets as monetary stimuli are scaled back. 

In 2013 AP3 continued to develop its investment strategy, 
searching for new investment opportunities in areas capable 
of generating strong returns with lower risk than equities. 
Steps taken included the establishment of a new real estate 
company, Trophi, which owns and manages retail properties, 
and a new portfolio of risk premium strategies. 

Funding climate projects with green bonds
Alongside our work to develop the investment strategy, we 
are becoming stricter in requiring our investments to offer 
long-term sustainability. We were an early mover when 
making our first investments in green bonds in 2008 and 
have since expanded our investments in this area. Green 
bonds are a source of finance for environmental initiatives 
including climate projects and programmes supporting 
low-carbon ventures such as solar and wind power, energy- 
efficient transport, flooding protection and enhanced 
waste management. In the early years there were few 
issuers of green bonds and few investors, but demand for 
these instruments accelerated in 2013, as did their supply. 

We completed a number of investments during the year, 
including in the African Development Bank’s green bond and 
a green bond issued by our real estate company Vasakronan. 
As of year-end, AP3 held a portfolio of green bonds worth 
around SEK 2.4 billion.

Sustainability reporting this year
This year’s annual report includes a sustainability report that 
discloses our direct economic, environmental and social 
impacts as measured by indicators of the Global Reporting 
Initiative (GRI). We see this year’s report as a first step in a 
drive to develop our sustainability reporting.   

“We were an early mover when 
we made our first investments 
in green bonds in 2008 and have 
since expanded our investments 
in this area.”

THiRD sWeDisH nATiOnAL PensiOn funD 2013 | 5



Our direct environmental impact is relatively small because 
we are a service provider with a small number of employees. 
However, through our investments we have an indirect 
impact on the environment and society. In the absence of a 
universal method of responsible ownership we must tailor 
our engagement to the specific conditions at hand. The 
AP3 asset management model combines many different 
investment strategies. In some cases, we own a relatively 
large ownership stake and exercise considerable influence 
over the companies concerned. In other instances, we are 
a purely financial investor. As part of our drive to contribute 
actively to a more sustainable society, we select the areas 
where we can make the greatest impact within the scope of 
our status as a state-owned pension fund. For example, we 
engage in dialogue with companies to raise awareness of 
sustainability-related risks. In 2013 we focused on freedom 
of expression, integrity and corruption in the telecoms 
industry and on labour conditions, human rights, corruption 
and environmental protection in the mining and tobacco 
industries.

Collaboration effective in procurement  
AP3 held the chairmanship of the AP funds’ joint Ethical 
Council in 2013. The Ethical Council is one of several arenas 
in which the AP funds work closely together. We also look for 
economies of scale in other areas including public procure-
ment processes, which are both cost-intensive and time-
consuming. During the year 2013 we joined forces with one 
or more AP funds to complete the procurement of a voting 
platform1 and pension adviser. We also teamed up with AP2 
to commence procurement of custodian bank services – a 
process that will be completed in 2014. Working together in 
the procurement of goods and services saves resources and 
strengthens our negotiating position.

Moving forward with enhanced quality  
During the year we focused closely on implementing  
the upgrade of our portfolio management system – a 
resource-intensive project that began in 2011. The com-
prehensive upgrade was almost like implementing a new 
system and required significant internal training. Following 
implementation in the first half of the year, AP3 has a 
modern and effective portfolio management system.

We saw a number of changes in personnel in 2013 that 
increased our staff headcount from the very low level that 
has prevailed for many years. This has created new career 
opportunities internally and encouraged staff to move be-
tween teams and departments as well as gain promotion to 
management positions. Two new positions were created in 
the management group: a chief risk officer2 with responsibil-
ity for administration and a special focus on risk analysis and 
control, and a chief investment officer tasked with managing 
total portfolio risk. 

Our strong investment returns and successful project 
implementations during the year were the result of a strong 
and talented workforce and board of directors committed to 
ensuring that we help to guarantee the value of the Swedish 
state pension for current and future pensioners. My thanks 
to you all for your efforts and involvement in responsibly 
managing and investing AP3’s pension assets.

Kerstin Hessius
CEO

sTATemenT by THe CeO

1 A voting platform is an electronic system for voting at general meetings held by foreign 
companies in our investment portfolio.

2 Replaced the CFO, who left the Fund during the spring.

“Working together with the other  
AP funds in the procurement of goods 
and services saves resources and 
strengthens our negotiating position.”
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“The AP funds have a key role to play 
in the next 30 years in covering the 
defi cit between pension contributi ons 
and disbursements.”

AP3’s ROLe in THe PensiOn sysTem
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AP3’s ROLe in THe PensiOn sysTem

THe PensiOn sysTem AnD THe ROLe Of THe AP funDs

The state pension system is based on people currently in work paying pension contributions that earn 
pension credits which entitle them to draw a future pension. AP3 is part of Sweden’s national pension 
system and has two key roles: acting as a buffer to help balance pension system inflows and outflows, and 
contributing to the pension system’s overall stability. 

Sweden’s pension system 
The Swedish pension system has three elements. It can 
be illustrated as a pyramid, with the base being the state 
pension system, which covers everyone. AP3 and the other 
AP funds are part of the state pension system. Occupational 
pensions, which are agreed between employers and 
employees (often through collective bargaining) are the 
middle of the pyramid and individual private pensions form 
the top. Unlike the state and occuptional pensions, private 
pensions are optional.

The state pension system
Everyone who pays income tax in Sweden receives a pen-
sion from the state income pension system. People with 
low or no income receive a so-called guarantee pension. 
A total of 18.5%1 of a taxpayer’s income is paid into the 
state pension system every month. Of this amount, 2.5 
percentage points goes into the premium pension system 
and 16 percentage points into the income pension system. 
Monthly payments to the premium pension system are 
invested in mutual funds of the individual’s choice. If a 
person does not actively choose mutual funds, AP7 invests 
the money in funds on his or her behalf. The combined 
value of these mutual fund investments determines the 
amount of the premium pension payable to the individual 
on retirement.

AP3 is part of the state income pension system. Unlike 
the premium pension system, the income pension system 
involves no element of individual saving. Instead, the indi-
vidual earns pension credits that are aggregated when he 
or she retires and together determine the annual pension 
to be paid during retirement. 

The pensions paid out each month by the income pen-
sion system are financed by the monthly contributions paid 
by people currently in work. Together with AP1, AP2 and 
AP4, AP3 acts as a buffer in this direct-payment system. If 
pension contributions exceed paid-out pensions, AP1-AP4 
manage the resulting surplus. Conversely, AP1-AP4 cover 
the shortfall if pension commitments exceed contributions. 
The system is effectively a compact between generations, 
with people currently in work paying the pensions of cur-
rent retirees. AP6 is also part of the system but at present 
has no payment flows to or from the pension system. 

AP3’s role in the pension system 
Payments to the income pension account for the bulk of 
incoming pension contributions. They are not invested in 
mutual funds but are converted into pension credits at a 
rate of one credit per paid-in krona. As a rule, the value of 
pension of pension credits is indexed upwards annually 
in line with the income index, which tracks average wage 
growth in Sweden. The income index is an important 

1 For each individual, the state pays 18.5% of salary up to a maximum of 7.5 “income amounts” 
(7.5 income amounts totalled SEK 424,500 in 2013) into the state pension system.

The pension pyramid

 

Premium pension Income pension
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component in the size of every individual’s annual pension. 
What is even more important is the number of pension 
credits the individual earns and the date on which he or she 
starts to draw them. The longer someone works, the more 
credits he or she earns and the fewer years he or she has in 
which the system must distribute the credits. 

As well as acting as a buffer to parry variations in income 
pension system inflows and outflows, AP3 also helps to 
guarantee the long-term financial health of the pension 
system by investing in assets offering a high return. If AP1, 
AP2, AP3, AP4 and AP6 generate higher returns than the 
income index they help to underpin the stability of the 
entire system and create opportunities for future genera-
tions to enjoy a good pension. 

Pensions as deferred salary 
When people retire, their claim on the pension system in 
terms of pension credits is divided by a “division figure”, 
which in simple terms is the number of years a person is 
projected to live in retirement. Applying the division figure 
gives a ratio that more or less equals the size of the annual 
pension the individual will receive from the income pension 
system. 

The annual paid-out pension will increase each year dur-
ing the course of retirement but not at the same rate as the 
income index because pensions are initially set at a higher 
level in the early years of retirement. This initial premium 
corresponds to an advance payment of around 15% but is 
eventually repaid by indexing up the individual’s pension 
credits at a rate which is 1.6 percentage points lower than 
the credits of people in work.

A sustainable pension system
The Swedish pension system was comprehensively 
reformed in 2001. The previous system, known as the ATP, 
required high economic growth and favourable demo-
graphic growth to ensure long-term stability. Pensions were 
also based on income earned in just 15 years of work rather 
than the individual’s entire working life, as in the current 
system. This made the ATP system vulnerable to external 
variables such as demographics and unemployment and 
it gradually became apparent that the system was not 
sustainable over the long term. The reform of the pension 
system was cemented by a cross-party parliamentary 
agreement reflecting broad political acceptance that 
state pension liabilities had to be sustainable over time. 
Sustainability is achieved by tailoring pension credits to the 
financial health of the system. This is done using a metric 
known as the balance figure. 

Pension system balance sheet 
The financial strength of the income pension system can be 
judged by looking at the system’s balance sheet. If assets 
exceed liabilities, the value of pension credits is valued up-
wards every year in step with the income index. Conversely, 
if liabilities exceed assets then upward indexing is reduced 
to such a level that assets will exceed liabilities again within 
a few years. 

The bulk of income pension system assets – 88 percent – 
is formed by the aggregate sum of future pension contribu-
tions, which are the 16 percent of a person’s income that 
is paid into the system. Twelve percent of income pension 
system assets are the capital held by the AP funds. 

The system’s liabilities are the sum of all pension credits. 
These liabilities are owed both to current pensioners and 
the working population. 

AP3’s ROLe in THe PensiOn sysTem

The AP funds have been net contributors to the pension system since 2009

 Projected net flowsSource: Swedish Pensions Agency
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AP3’s ROLe in THe PensiOn sysTem

Balance figure determines pensions growth
The Swedish Pensions Agency measures the income pen-
sion system’s financial strength every year by calculating 
all assets and liabilities and setting the balance figure. The 
balance figure is assets divided by liabilities. If the balance 
figure is greater than 1, the system is in credit because total 
assets exceed total liabilities. 

Conversely, if liabilities exceed assets then the figure will 
dip below 1. If this happens, automatic balancing will occur. 
As a first step, pension credits are indexed upwards at a 
lower rate than the income index until the deficit is erased 
and assets once more exceed liabilities. When equilibrium 
is restored, the system stops “braking” and starts accelerat-
ing, with pension credits – liabilities – being indexed at a 
higher rate until they have regained parity with the income 
index.

At the end of 2012, the value of contributions was 
estimated as SEK 7,873 billion, of which SEK 958 billion was 
capital held by the AP funds. Pension liabilities totalled SEK 
7,952 billion. This meant that pension liabilities exceeded 
pension assets, producing a balance figure of 0.9837.1
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Automatic balancing occurs when pension system liabilities 
become too large

An autonomous system 
Automatic balancing guarantees the autonomy of the 
pension system, meaning in practical terms that it stands 
on its own two feet and is independent from the govern-
ment budget. As a result, pension contributions can be kept 
unchanged and the system’s long-term sustainability is 
assured. The system is structured in a way that unites differ-
ent generations because both pensioners and people in 
work share the negative burden of weak economic growth. 
In such conditions, the latter suffer higher unemployment 
and lower salaries while pensioners see their pensions 
indexed upwards at a lower rate than would be the case 
if economic growth were stronger. Sweden’s income 
pension system is seen as an international model due to its 
autonomy from the government budget and its long-term 
sustainability.

The fact that the assets of the AP funds account for a 
relatively small portion of the system’s total assets means 
that the funds’ investment returns have a relatively small 
impact on the balance figure in the short term. Figures from 
the Swedish Pensions Agency indicate that a return of 10% 
from the AP funds would increase the balance figure by 
0.4%, while an increase of just 1% in contributions would 
raise the balance figure by 0.6%. 

 

How do different factors affect the balance figure? 

Variable Change in balance figure

Start work one year earlier +4%

Draw pension one year later +2%

Pension contributions rise by 1% +0.6%

Increase of 10 percentage points in 
AP funds’ returns in single year +0.4%

four AP funds with a shared mission
AP1, AP2, AP3 and AP4 each received starting capital of SEK 
134 billion when the new pension system launched in 2001. 
Under the National Pension Funds Act, the funds were also 
given the same mission and regulatory framework. Any 
major changes in the investment rules require Parliament to 
amend the act or pass a new law. The government appoints 
the boards of each AP fund and every year the Ministry of 
Finance reviews the funds’ performance on behalf of the 
parliamentary Finance Committee. AP6 is also part of the 
buffer fund system but is subject to special legislation and 
rules.

The idea behind dividing asset management respon-
sibilities between different funds is to create internal 
competition within the pension system as a way to optimise 
long-term returns on the nation’s pension assets. This 
structure decreases financial risk by spreading it across 
five different organisations instead of a single fund. It also 
promotes greater cost-efficiency and reduces any risk of 
political interference in the fund management process. 

The AP funds together account for only 12% of pension 
system assets. Nevertheless, they have a major role to play 
in the next three decades. Since 2009, paid-out pensions 
have exceeded contributions to the system as many of the 
“baby-boomers” born in the 1940s have entered retire-
ment. The AP funds have helped to make up this shortfall, 
in 2013 paying out a total of SEK 27.5 billion – or SEK 6.9 
billion per fund – to bridge the gap. The Swedish Pen-
sions Agency’s projections indicate that the AP funds will 
continue to need to cover pension system shortfalls until 
about 2040. 

 

1  The numbers for 2013 were not known when this annual report went to press.
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“AP3’s mission is to manage its assets 
so as to generate maximum benefi t for 
the pension system by delivering strong 
 investment returns at a low level of risk.”

TARGeTs AnD inVesTmenT sTRATeGy
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TARGeTs AnD inVesTmenT sTRATeGy

AP3 helps to ensure that the pension system has a sufficiently large buffer to meet the stresses and strains 
it is likely to face over time. This section presents the targets and investment strategy that AP3 deploys to 
enable us to perform our two key roles within the income pension system.

Core mission
AP3’s core mission is to manage its pension assets so as to 
generate maximum benefit for the income pension system 
by delivering strong investment returns at a low level of 
risk. AP3 plays two key roles within the pension system.

We serve as a buffer when inflows and outflows to the 
system are not in equilibrium, and we help to guarantee 
the system’s financial stability. Fulfilling these twin roles 
requires us to generate favourable returns on our invest-
ments at a low level of risk. The higher our returns, the 
larger our contribution to the buffer that cushions the 
pension system from cash outflows. High returns also help 
to keep the pension system financially strong and reduce 
the risk of automatic balancing.

When it comes to the financial health of the pension 
system, an inherent contradiction exists between high 
long-term returns 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 adverse impacts 
on income. These may reduce fund capital and pose a risk of 
financial imbalances within the pension system. AP3 strives 
to manage this contradiction by diversifying portfolio risk.

investment return targets 
Successful asset management requires us to operationalise 
our core mission. We do so by setting a target return and 
gearing our asset management operations to achieve it. 
The target establishes operating clarity and guides our 
choice of investment strategy.

Based on our core mission, AP3 analyses carefully what 
risk level we – and the pension system – can tolerate before 
setting a target return. When performing this analysis we 
use a time horizon of 85 years. The analysis is based on mul-
tiple variables, including projections for a strong balance 
figure and the minimisation of any pension shortfalls that 
occur as a result of automatic balancing. We believe a real 
(adjusted for inflation) return target of 4% strikes a good 
balance between long-term stability and the short-term 
risk of investment losses.

Investment philosophy and AP3’s core strengths
The AP3 investment philosophy defines our core beliefs 
in terms of how the financial markets work and how value 
is created. The philosophy is fundamental to designing 
the investment strategy, which sets out how our investing 
activities should be structured in order to deliver optimal 
results. The investment strategy includes everything from 
organisational structure and job responsibilities to the 
strategies and analysis models used by portfolio managers.

It is based on basic norms in the field of modern asset 
management and is presented in closer detail on the next 
page. However, different asset managers execute their 
investment philosophies in different ways. It is through 
execution that asset managers can and should leverage 
their core strengths – strengths that can generate added 
value over time.

Asset management  
mandates 

Investment strategy

Investment philosophy AP3’s core strengths

AP3’s investment strategy
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AP3’s core strengths cover four areas:
   Long-term approach – many asset managers nowadays 

lack the freedom to take a long-term approach because 
proximal valuation horizons encourage a focus on short-
term market movements. AP3 can work to a long-term 
investment timeframe, enabling us to take a counter-
cyclical approach. Long-term ownership reduces uncer-
tainty when it comes to timing investment decisions 
and allows us to adjust the portfolio gradually to the risk 
levels and premiums that strike the best balance between 
risk and return.

   Flexibility – AP3 is able to adapt to changes in market 
conditions and adjust the portfolio when necessary. Our 
organisational structure is based on close links between 
executive management and other parts of the organisa-
tion. Flexibility also promotes continuous development of 
our asset management approach.

    Asset management reputation – AP3’s approach, history, 
Swedish state-owned background and strong governance 
combine to make us an attractive partner and give us 
advantages over many other financial market institutions. 
Over the years we have developed specialist 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 developed core 
skills.

    Economies of scale – AP3 is a sufficiently large financial 
institution by international standards to conduct cost-
effective asset management.

Investment strategy
We base our investment strategy on our target of an 
average real return of 4% per annum over time. This means 
assembling a diversified portfolio of assets capable of deliv-
ering this target at a reasonable level of risk. It also means 
attuning that level of risk to prevailing market conditions. 

AP3 deploys a comprehensive risk diversification strategy 
in line with our investment philosophy. We also evaluate a 
range of financial assets to achieve greater reliability when 
projecting investment returns. Besides this, AP3 has chosen 
to focus investments on areas where we have the requisite 
expertise and can leverage our core strengths.

The AP3 asset management department is the corner-
stone of the 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 demands a structured approach 
to analysis and execution plus a solid risk management 
structure. The board of directors sets the guidelines for 
asset management and overall portfolio risk allocations and 
also sets the deviation limits within which the portfolio is 
allowed to fluctuate.

Focus on overall risk allocation
In the long run, asset allocation – and hence allocation 
risk – is the single most important factor for AP3’s invest-
ment returns and forms the linchpin of our investment 
strategy. We base our approach on ensuring that the board 
of directors, executive management and all members of 
the asset management team work together to meet our 
target for real return. Achieving this target increases the 
probability that we will be able to meet our commitments 
to the pension system. An effective risk allocation strategy 
is achieved through portfolio diversification and by adjust-
ing allocations over the medium term in accordance with 
prevailing financial market conditions – an approach 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 diagram on the next page). The purpose 
of dividing the portfolio into risk categories instead of 
traditional asset classes is to identify and highlight the risks 

AP3’s investment philosophy 

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

    Forecastability Structured analysis makes it possible to project risk and return for different categories of  
financial assets.

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

    Time diversification Combining investment decisions with long-, medium- and short-term investment horizons facili-
tates higher risk-adjusted returns and increases the probability of achieving the return target.
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TARGeTs AnD inVesTmenT sTRATeGy

to which our assets are exposed. This creates an effective 
overview of the portfolio’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 to enable us to achieve 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 incep-
tion in 2001 we have sought to reduce our vulnerability to 
equity market swings 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 substantial investments in real estate, unlisted equi-
ties, insurance-related bonds and risk premium strategies. 
This diversification strategy has raised our risk-adjusted 
return and reduced the negative impact of major equity 
market corrections.

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

The AP3 dynamic asset allocation model involves basing 
investment decisions on structural and cyclical macroeco-
nomic analysis and evaluations of different risk categories 
and the level of risk appetite in the financial markets. 
When analysing cyclical factors we look at where the world 
economy 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.

AP3’s asset management portfolio

Equities

Listed 
equities

Unlisted 
equities

Credits

Credit bonds, 
e.g. mortgage 
and corporate 

bonds

Other 
exposures

E.g. insurance 
risk and risk 

premium 
strategies

CurrenciesInflation

Index-linked 
bonds

Real estate, 
infrastructure 

assets and 
timberland

Total AP3 portfolio

Fixed income

Government 
bonds

Absolute 
return 

strategies

Mandates  
with low 

covariance 
with AP3’s 

total portfolio
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Assessment of AP3’s targets  
AP3 is operationally geared to achieving a target for absolute 
return. Allocation decisions are made on a continuing 
basis with the aim of dynamically adapting the portfolio to 
financial market conditions and the fund’s risk tolerance. 
The board of directors evaluates executive management 
using a performance model consisting of four components 
that together paint a picture of how well AP3 is positioned 
to achieve its long-term target and how we perform against 
that target. 

Performance review in four parts:
  Operating target of a 4% average annual real return over 

predefined periods of time
   Long-term static portfolio
   External benchmark group of international pension 

funds with equivalent mandates
  Self-assessment of allocation decisions

AP3 has a long-term investment horizon and any 
evaluation of our asset management performance should 
be made over an appropriate timeframe. We have chosen 
a horizon of 5-10 years in order to capture a full business 
cycle. Until such time as we have a full set of data for a 
complete evaluation period we will use available data. 

The table below shows AP3’s real returns over the last 
five and 10 years. AP3 achieved its long-term target of a 4% 
average real return in the last five and ten years, thereby 
fulfilling our mission to contribute to the strength of the 
pension system during that period. 

Real return per annum

Five years (2009-2013) 8.2%

Ten years (2004-2013) 5.2%

A long-term static portfolio 
The second part of the performance review compares 
AP3’s historical returns with returns on a long-term static 
portfolio comprising listed equities and fixed income securi-

ties. The static portfolio represents an asset management 
strategy that is less resource-intensive than AP3’s chosen 
structure and that contains asset allocations projected 
to generate a real return of 4%. Projected returns for the 
different asset classes are based on long-term series of 
historic data and thus qualify as market forecasts according 
to financial market norms. 

The structure and management of the long-term static 
portfolio do not require any specialist asset manage-
ment expertise because allocations between equities 
and fixed income securities are based on historic returns. 
The portfolio, which is rebalanced on a monthly basis, 
includes no investments in real estate, private equity or 
hedge funds because these assets require a higher level of 
asset management input and resources. It is not possible 
to make general index-based investments in these areas 
on the same lines as equities and bonds. Income from the 
long-term static portfolio is shown before expenses where 
cost data is unavailable,1 but is benchmarked against AP3’s 
income after expenses.

We benchmark portfolio returns against those of the 
long-term static portfolio to determine whether the extra 
resources we deploy to generate higher returns is a good 
investment or not. In 2013 the portfolio posted a return 
of 14.1%, while the static portfolio delivered a return of 
11.2%. 

Over the longer term it is natural to focus on return, 
but over the short and medium term it is also important 
to allow for the variation in return – in other words, the 
level of risk taken. A high level of risk is negative because it 
increases the pension system’s exposure. For this reason, 
the performance review focuses on both the difference in 
absolute return and the difference in risk-adjusted return. 
Risk-adjusted return is calculated using the Sharpe ratio, 
which is measured as return in excess of the risk-free rate 
of return divided by portfolio volatility. The Sharpe ratio 
shows how efficient the portfolio is: the higher the ratio, 
the more efficiently it is managed. Since 20122 AP3 has had 
a Sharpe ratio of 2.8, compared to a Sharpe ratio of 2.3 for 
the long-term static portfolio. 

TARGeTs AnD inVesTmenT sTRATeGy

1 AP3 estimates management expenses for this type of portfolio at 0.06-0.08%.
2 The AP3 board of directors finalised the structure of the long-term static  

portfolio in late 2011. Implementation began in 2012.
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External benchmark group
AP3 aspires to high international standards in asset 
management and we measure our performance against a 
group of eight international pension funds that are similar 
to us in terms of their volume of managed investments, 
active return targets and types of mandate. From 2009 
to 20121 these funds generated an average real return of 
7.3%, while AP3 recorded a return of 6.8%. One explanation 
for the difference is the different risk profiles of the funds 
and how they varied during the period. At times, some 
funds have had greater exposure to higher-risk assets and 
at other times less exposure. Another factor is the funds’ 
home markets. European-based funds such as AP3 have 
been more heavily impacted by the euro crisis than funds 
outside the region. 

Self-assessment of allocation decisions 
The fourth part of the AP3 assessment model is a self-
assessment of allocation decisions made during the year. 
This provides a tool for the board of directors and manage-
ment to evaluate the ability of AP3’s asset management 
operations to correctly assess the financial markets and 
whether risk allocation decisions have been consistent 
with Fund projections. It also helps to identify areas for 
improvement and development. Self-assessment is part of 
an internal strategic process to constantly improve our asset 
management and we do not publicly disclose the details for 
competitive reasons. 

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 held in low-risk, fixed 
income securities

  Maximum of 5% of assets held in unlisted securities 
(not including real estate holdings)

  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 account in investment operations without 
compromising the goal of securing high returns.”

1 As per the National Pension Funds Act (2000:192)

1 Annual figures were not available for all benchmark group 
funds when this annual report went to press.
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“AP3 prioriti ses engagement in 
 companies where we are a major 
 investor or where engagement makes 
the greatest diff erence.”

CORPORATe sTeWARDsHiP
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CORPORATe sTeWARDsHiP

ResPOnsibLe sTeWARDsHiP PART Of AP3’s missiOn

AP3 is part of the national income pension system and is independent from established investment 
spheres and other business interests. This autonomy enhances our credibility as an institutional investor 
and helps us to advance our views on key stewardship-related issues. AP3 takes the view that well-man-
aged companies generate higher returns over time at a lower level of risk. We aspire to being a responsible 
investor with environmental and social governance as an integral part of our investment strategy.

Corporate stewardship strategy
Our activities in this arena are based on the AP3 stewardship 
policy, which is approved annually by the board. We focus 
our resources on companies in which we are a major investor 
or where we can make the biggest difference.

The stewardship policy details AP3’s stance on: 
  Shareholder rights and responsibilities – Issues of 

central importance that AP3 focuses on include parity 
between shareholders and voting rights at shareholder 
meetings. 

  Capital structure – The stewardship policy sets out our 
approach to dividend policy and how companies should 
structure share issues and buybacks.

  Corporate boards – AP3 actively promotes greater ethnic 
and gender diversity on corporate boards and is a strong 
supporter of the Swedish nomination committee model.

  Corporate remuneration – The stewardship policy takes 
a conservative line on variable remuneration to senior 
executives. Our key requirements are that share-based 
incentive schemes should be prudent, transparent, linked 
to performance, open to evaluation and contain set 
ceilings in relation to fixed salary.

  Environmental and social governance – AP3 works 
proactively to influence the companies in which we invest 
to act responsibly. Environmental and social governance 
is a key part of our investment strategy because we see 
a connection between standards of corporate social 
and environmental responsibility and the capacity of 
enterprises to deliver long-term shareholder value. In our 
view, well-managed companies offer superior long-term 
investment potential. 

Supports investor-led 
initiatives

Participates in self-
regulation of market

Participates in 
lawsuits

Exclusion from portfolio

Stewardship 
at AP3

Votes, submits resolutions 
and speaks at AGMs

Works closely with other 
investors

Sits on nomination 
committees

Engages with corporate 
managements and boards

AP3’s corporate stewardship tools
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Core values based on international conventions
As an integral part of the Swedish income pension system, 
AP3 bases its principles on the core values of the Swedish 
government. The Instrument of Government defines these 
values as democracy, the equal worth of all individuals, 
the right to human freedom and dignity, and sustainable 
development. Sweden’s core values are also reflected in 
the international conventions signed by Sweden (including 
treaties on the environment, human rights, labour protec-
tion, corruption and inhumane weapons and through 
the government’s support for initiatives such as the UN 
Global Compact and the OECD Guidelines for Multinational 
Enterprises). International conventions and the Swedish 
government’s core values are key instruments for AP3 in 
our pursuit of high standards of environmental and social 
governance.

At AP3 we base our environmental, social and govern-
ance strategy (ESG) in an investment context on the 
assumption that all the conventions signed by Sweden are 
important and should be complied with. Our approach 
is also built on resolutions and statements from United 
Nations agencies affirming human rights as universal, 
indivisible, interdependent, interrelated and inalienable. By 
linking our standards to international conventions and by 
working with others who share our aims we can be part of 
an international coalition on the financial markets to help 
ensure the prevention of any treaty breaches.

Increased efficiency via the Ethical Council
AP3 coordinates its screening and engagement with 
foreign companies with AP1, AP2 and AP4 via the funds’ 
joint Ethical Council. The council works both proactively 
and reactively, commissioning an external consultant to 
screen the funds’ equity holdings to determine whether any 
company in the portfolio is contravening international trea-
ties. If a company is accused of breaching a convention, the 
Ethical Council investigates the facts, contacts the company 
concerned and urges it to take action to address the breach 
and prevent any repetition. 

Excluding a stock from the portfolio does not put an end 
to treaty violations. This is why AP3 and the Ethical Council 
believe it is more responsible to remain as a shareholder 
and try to persuade the company concerned to move in 
the right direction. Exclusion is a last resort when other 
options have failed. AP3 excluded four companies from the 
portfolio in 2013.

Infringements of international conventions often 
indicate a company’s failure either to understand its 
responsibility for specific incidents or to focus on taking 
proactive action on environmental and social issues. The 
Ethical Council actively urges companies in specific sectors 
to work preventively to reduce sustainability risks and 
ensure responsible stewardship.

Engagement the prime tool for exerting influence
Engagement is AP3’s prime tool for influencing portfolio 
companies as we believe this provides the best opportunity 
to drive change. As a long-term investor, we are aware that 
change can take time and we therefore monitor how inves-
tees respond to our views and demands until we achieve 
our objectives in each case. Through engagement we aim to 
ensure that companies have risk management systems and 
codes of conduct in place and that they have personnel with 
a sustainability remit to reduce the risk of the organisation 
breaching international conventions. 

In 2013 we focused on proactive dialogues with compa-
nies in specific industries: 

  Telecoms – Freedom of expression, integrity and anti-
corruption

  Textiles – Working conditions in the supply chain
  Tobacco – Working conditions, human rights, anti-

corruption and environmental protection
  Mining – Environmental protection, human rights and 

anti-corruption
  Cocoa production – Child labour in the supply chain

Our hope is that our engagement with companies in these 
sectors will increase their awareness of sustainability risks 
and help to ensure that they put policies in place and work 
actively to manage risks.

Integration of ESG in other asset classes
AP3 signed the UN Principles for Responsible Investment 
(PRI) in 2006 and we work continuously to integrate environ-
mental and social governance in our investment decisions 
and monitoring in so far as is possible. On the next page we 
describe how we integrate the PRI across our portfolio.  

Transparency a matter of trust
AP3 aims to report its corporate stewardship activities as 
openly as possible. However, it is not always practicable to 
provide detailed reports of our discussions with other inves-
tors, nomination committees and corporate managements 
and boards because confidential dialogue is often the most 
effective way to communicate and drive change. Neverthe-
less, transparency is important for building trust among 
stakeholders, which is why we publish an annual steward-
ship report presenting 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 
corporate dialogues and investor initiatives.

 The AP3 stewardship policy, stewardship report and  
the Ethical Council’s annual report are available at www.ap3.se 
and www.ethicalcouncil.com.

CORPORATe sTeWARDsHiP
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CORPORATe sTeWARDsHiP

strategy, we focus on where we can make the greatest differ-
ence through dialogue, voting and other forms of engage-
ment with enterprises. AP3 integrates sustainability aspects 
in our investments in different ways, and in this context we 
consider a variety of factors, including:

  The type of asset we are investing in 
  Management style (whether the asset is actively or 

passively managed)
  Management form (whether the asset is internally or 

externally managed)
  Costs and investment analysis
  Materiality analysis of where risks are greatest
  Analysis of where AP3’s corporate stewardship makes 

the greatest difference 

AP3’s investment portfolio primarily comprises listed and 
unlisted equities, fixed income securities and investments 
in timberland and real estate. These investments are 
managed by both internal and external managers. Some 
investments are made directly in a specific company, 
while others are made through funds or different types of 
financial instruments.

The type of investment has an impact on how we inte-
grate sustainability aspects.
Sustainability-related issues are one of many criteria we 
consider when making an investment. We see them as both a 
risk and an opportunity. As part of our corporate stewardship 

meTHOD Of inTeGRATiOn 
This section presents examples of how AP3 integrates sus-
tainability aspects in our investment decisions and monitor-
ing based on a portfolio divided into seven risk categories. 
We often select one or more of the integration methods 
shown below and include sustainability aspects in our in-
vestments in one or more of the ways shown below:

Equities 
  Screen listed equities for incidents and violations of 

international treaties 
  Screen listed equities for sustainability risks
  Engage in dialogue with companies and private equity 

fund managers on sustainability-related topics 
  Vote at shareholder meetings, sit on nomination commit-

tees, present shareholder resolutions
  Require external managers to observe sustainability 

requirements before and during the investment time-
frame 

  Include sustainability aspects in internal active manage-
ment mandates

  Invest in sustainability-related sectors such as wind 
power and cleantech

  Work closely with other investors to influence companies

Fixed income
   Invest in green bonds as a means to raising capital 

for climate-related projects supporting low-carbon 
business activities such as solar and wind power, energy-
efficient transport, enhanced waste management, low-
energy houses and sustainable forestry 

Credits
  Screen and apply the same exclusion criteria as for 

listed equities 
  Invest in a credit fund focused on enterprises working  

to promote a transition to a low-carbon economy 
   Invest in green corporate bonds

Inflation
  Sustainability awareness is a requirement for AP3’s real 

estate and timberland investments 
  Invest in green buildings, for example through Vasa-

kronan
  Engage in dialogue with real estate companies where 

we have shareholdings and exert influence by seeking 
board representation

  Timberland investments must be certified to the FSC1 
or equivalent standard connoting sustainable forest 
management 

  Require external real estate funds to observe sustaina-
bility requirements before and during the investment 
timeframe

  Participate actively in the Global Real Estate Sustaina-
bility Benchmark (GRESB) and use the organisation’s 
analysis as a basis for engagement with real estate 
companies and funds

susTAinAbiLiTy As PART Of THe inVesTmenT sTRATeGy

1  Forest Stewardship Council
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sTAKeHOLDeR enGAGemenT

sTAKeHOLDeR enGAGemenT AnD eCOnOmiC VALue

AP3’s business activities and the business activities in which we invest impact directly or indirectly on 
people, the community and the environment. The direct economic value that the Fund generates consists 
primarily of net payments to the pension system. We also contribute economic value in the form of salaries 
to employees, by paying taxes and by helping to finance the pension system over the long term. We have 
identified a number of stakeholder groups that significantly impact – or are impacted by – our business 
activities. Engagement and external reporting are our primary tools for communicating with these groups. 
AP3 seeks to be open and accessible.

In 2013 we attended more seminars in Sweden to raise 
awareness about the pension system and the role played by 
the AP funds. Sustainability issues and issues of environmen-
tal and social governance connected to specific investments 
continued to attract major interest. We also engaged in 
dialogue and close contact with a number of stakeholder 

organisations and students, both in our own name and 
under the Ethical Council’s aegis. The Ethical Council held a 
round-table meeting with stakeholder groups in the second 
quarter and hosted an environmental seminar for politi-
cians, investors and various organisations during the third 
quarter. 

sTAKeHOLDeR GROuP eXPeCTATiOns enGAGemenT

Principal 
(Parliament and 
the government)

Investment return targets
Cost-effectiveness
Act as a pension system buffer and contribute to the system’s 
long-term financing
Compliance with legislation, rules and regulations
Transparency

Private meetings
Government’s annual performance review
External audit by government-appointed auditors
Reports

Pensioners Help ensure that automatic balancing is not activated
Help to cover deficits in the pension system

Speaker at seminars

Civil society 
(Including stakeholder 
 organisations, students and 
general public)

Transparency on environmental and social risks attached to 
investments
Transparency on corporate engagement
Act as a pension system buffer and contribute to the system’s 
long-term financing
Knowledge-sharing
Responsible investment

Private meetings
Round-table meetings
Reports, website
Speaker at seminars
Interviews and questionnaires in conjunction with academic 
essays

Employees Interesting and stimulating work
Openness

Meetings
Daily dialogue
Staff survey

media Transparency
Accessibility

Private meetings
Media coverage
Reports, website

Other investors 
(E.g. Swedish and foreign 
pension funds)

Collaboration on corporate engagement
Sharing knowledge

Meetings
Joint corporate dialogue
Sharing experience
Reports

Direct economic value generated and distributed 

SEK m Comment 2013

Direct economic value generated
Revenues Realised and unrealised gains and losses and commission expenses 32,572

Directed economic value distributed
Operating costs Costs of suppliers and non-strategic investments 64

Employee salaries and benefits Employee salaries and benefits including taxes and fees and other staff costs 110

Payments to providers of capital Payments to cover deficits between pension system contributions and disbursements 6,880

Payments to the public sector Taxes excluding VAT and staff-related taxes and fees 0

Community investments Voluntary donations to and investments in society at large (including gifts) 0

Economic value retained Investment income in 2013 less payments to the pension system 25,519
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Energy consumption within the 
organisation 2013 2012

Energy consumption, total kWh 225,225 253,782

Renewable energy, % 100 100

– electricity, kWh 127,383 126,546

– heating, kWh 76,590 96 738

– cooling, kWh 21,252 30,498

Direct greenhouse gas emissions1 2013 2012

Business travel, kg CO2 44,481 N/A

Courier journeys, no. 144 N/A

– cycle courier journeys in Stockholm, no. 80 N/A

– car hybrid journeys in Stockholm, no. 11 N/A

business travel 
For business trips within Sweden, AP3 tries where pos-
sible to use the train rather than air travel. However, most 
business travel is to foreign destinations and is by air. We 
routinely use phone and videoconferencing as an alterna-
tive to business travel. 

The fund’s office location in central Stockholm is condu-
cive to efficient travel by public transport and bicycle rather 
than by car. AP3 has no company cars.

Energy-efficient office
Our office building has LEED gold certification. LEED is one 
of the world’s leading environmental rating systems for 
buildings. Certification covers aspects such as energy use, 
indoor climate and use of recycled and locally produced 
materials.

Office recycling system
AP3 recycles paper and electronic waste and sorts carton, 
metal, plastic, batteries, light bulbs and kitchen waste.

Indirect environmental impact
AP3’s indirect environmental impact consists of the emis-
sions and environmental impacts of the companies in which 
we invest. We manage some of this indirect impact by 
integrating sustainability aspects in our asset management 
and through corporate stewardship. 

Comparative data
AP3 has not previously compiled data on our direct environ-
mental impact, meaning that comparative data is therefore 
not available for 2012.

Total weight of waste2 2013 2012

Paper use, kg 1,481 1,727

Waste sent to incineration, kg 400 0

Paper sent to incineration, kg 862 420

Ecolabel paper as percentage  
of total paper use, % 100 100

Recycled paper waste,3 kg 4,690 4,771

Reused electronic waste, kg 148 250

1 Courier journeys not measured.
2 Recycled waste not measured. Waste to landfill is not relevant. 
3 Includes newspapers, envelopes, etc.

enViROnmenTAL DATA

enViROnmenTAL ResPOnsibiLiTy
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AP3’s OWn enViROnmenTAL imPACT 

Respect for the environment is at the centre of AP3’s investment approach. Our direct environmental im-
pact is relatively small, however, consisting primarily of business travel, energy consumption to heat and 
cool our office premises and purchases of office equipment. 



“AP3 is a knowledge-intensive  company 
whose employees have specialist skills 
and an average of more than 19 years’ 
professional experience.”

emPLOyees
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emPLOyees

sKiLLeD AnD eXPeRienCeD sTAff  

AP3 is a knowledge-intensive organisation. The combined expertise and experience of our employees is 
critical to our performance. Many of our staff possess specialist skills and it is vital that we are able to 
attract the right calibre of people to come and work for us. AP3 seeks to offer a stimulating work environ-
ment with a culture of openness and professionalism that encourages personal responsibility. On average, 
our staff have 19 years’ professional experience and 75% hold a university degree.

Thirty of AP3’s 53 employees work in asset management, 
primarily as analysts and portfolio managers. Our other 23 
staff work in business support, control and administrative 
functions.

At year-end the Executive Management Committee 
comprised the CEO, the Deputy CEO and Head of Asset 
Management, the CIO, the Head of Strategic Allocation 
and the CRO and Head of Business Support and Control. 
Executive management is responsible for general strategy, 
budget and financial performance, the AP3 brand, commu-
nications 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. The CIO is 
responsible for managing overall portfolio risk.

The asset management department is headed by the 
Deputy CEO and is organised in five units: strategic alloca-
tion; beta management; alpha management; alternative 
investments; and external management. The Deputy CEO is 
responsible for day-to-day portfolio management.

The business support and control department is headed 
by the CRO and is organised in five units: back office; risk 
and investment analysis; finance and reporting; IT and 
administration; and legal affairs and compliance. The CRO 
is responsible for compliance and the reporting of risk and 
investment to the board of directors.

All AP3’s 14 managers are members of an extended 
management group that coordinates projects and shares 
knowledge and insights.

Strategic allocation Risk and performance 
analysis

Alpha management

Beta management Legal affairs 
and complianceFinance and reportingExternal 

management

Alternative 
investments

IT and administration

Back office

Deputy CEO and Head  
of Asset Management 

Compliance 
officer

Board of directors

CEO

CRO, Head of Business  
Support & Control

CIO

Human resources

Communications & 
sustainable investment
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Skills development a high priority
AP3 aims to be an attractive employer with the capacity to 
recruit and retain skilled staff who can make a positive con-
tribution to our business. We work proactively to identify 
and secure the skills we need, both today and tomorrow. 

Each member of staff has an annual performance review 
with his or her manager. Together the staff member and 
manager identify and evaluate future areas for develop-
ment. All employees had a performance review in 2013.

Employees have continuous access to knowledge and 
insights shared through internal workshops and meetings 
with other investors, fund managers and invited experts. 
AP3 also promotes skills development through training 
courses, seminars and conferences. In 2013 we invited 
external specialists to address various sustainability-
related topics as a way to develop our internal knowledge in 
this field. Ten members of staff began an e-learning training 
course on sustainable investment. More will be invited to 
join this programme if the initial results are positive.

It is essential that our employees continue learning at 
work, for instance by taking on new or expanded remits or 
participating in projects. We actively encourage people to 
change jobs within the organisation and gain new skills as a 
pathway to career and knowledge advancement. Chang-
ing jobs or moving to another department can enhance 
personal performance and job satisfaction and meet the 
organisation’s need for change. Five employees transferred 
to new positions within the Fund in 2013.

During the year we launched a leadership programme 
for AP3 managers. Members of executive management 
also have tailored personal development plans focused on 
leadership, professional competence development and 
business networking.

Staff survey
It is vital that we create a business culture and environment 
in which our employees prosper and can develop their 
careers. We carry out staff surveys on a regular basis to gain 
feedback on how people feel about working for AP3. The 
results enable us to track our progress and identify areas 
for improvement. The next staff survey will be in 2014.

Wellness
AP3 has an important role to play as an employer in 
encouraging a healthy work-life balance among our staff. 
We place a long-term focus on employees’ health and offer 
everyone regular check-ups and an exercise subsidy. Sick-
ness absence remained low at 0.6% in 2013.

Diversity and 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 encourage staff to 
take statutory parental leave. Fourteen staff members – 
two female and 12 male – took parental leave in 2013.

As at 31 December, 32% of AP3 staff were female and 68% 
were male, 21% of employees held managerial positions, 
of whom 27% were female and 73% were male. Executive 
management accounted for 9% of the employee total and 
20% were female and 80% male. At year-end, the average 
age of employees was 44. Five new members of staff joined 
AP3 during the year and eight left us.

Gender balance 31 Dec 2013
Asset  

management
Administrative and 

support functions 

Female 5 12

Male 25 11

Total 30 23

We also conduct a market salary survey to confirm that our 
remuneration and benefits are reasonable and in line with 
market norms.

Internal ethical guidelines
AP3’s internal code of conduct sets out rules on entertain-
ment, gifts, outside employment, conflicts of interests and 
private securities trading. The Fund does not accept bribes 
or corruption. The code of conduct is revised on an ongoing 
basis and forms part of every new employee’s introduction 
to the Fund. In 2013 we held a training event for all staff 
as a refresher on the code of conduct and our core values. 
Participants discussed ethical dilemmas and how the code 
of conduct should be applied in practice. All employees 
can report to the Compliance Officer if they suspect any 
irregularities or non-observance of our ethical guidelines. 
The compliance officer investigates all cases that come in 
and reports directly to the board and CEO. No cases were 
reported in 2013.

AP3 also has internal rules on workplace health and 
safety, personal health and diversity, along with guidelines 
on how to handle discrimination, harassment, bullying or 
abusive behaviour.

emPLOyees
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EXECUTIVE MANAGEMENT

Kerstin Hessius
CEO 
Joined AP3 in September 2004
Previously: CEO of Stockholmsbörsen, Deputy Gover-
nor of 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, Svedab, AIAB, Öresunds-
konsortiet and Emory Center for Alternative 
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 and 
Swedbank.
PhD. Year of birth 1963.

Mattias Bylund
Chief Risk Officer and Head of Business Support & 
Control
Joined AP3 in August 2002
BSc. Year of birth 1977.

Kerim Kaskal
Chief Investment Officer
Joined AP3 in October 2013
Previously: Nektar Asset Management, AP3, Stora 
Finance Brussels, SEB and JP Bank.
Senior high school graduate. Year of birth 1965.

Christina Kusoffsky Hillesöy
Head of Communications & Sustainable Investment
AP3 January 2005 – January 2014
Member of executive management until 1 December 
2013
Previously: Bank of Boston, Microsoft, Allgon, TurnIT 
and Trygghetsrådet.
BSc. Year of birth 1964.

Mårten Lindeborg
Head of Strategic Allocation
Joined AP3 in February 2009
Previously: DNB and Skandia.
BSc. Year of birth 1971.

EXECUTIVE MANAGEMENT
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BOARD OF DIRECTORS

Pär Nuder, Chairman 
Elected to the AP3 board in 2011 
Industrial consultant
Chairman of Hemsö, Sundbybergs Stadshus and 
Öbergs Färghus. Director of Fabege, Skistar, Swede-
gas and The Bergman Centre Foundation at Fårö.
Previously: Minister of Finance, Minister for Policy 
Coordination, Member of Parliament, Under-secretary 
of State in the Prime Minister’s Office, Chairman of 
Vasallen, Director of Vin & Sprit.
LLB. Year of birth 1963.

Björn Börjesson, Deputy Chairman
Elected to the AP3 board in 2011
Deputy Chairman of Swedfund International and 
director of Åke Wiberg Foundation.
Previously: Executive Vice President Handelsbanken. 
LLB. Year of birth 1951.

Sonat Burman-Olsson
Elected to the AP3 board in 2008
President and CEO of COOP Sverige AB from May 
2014
Director of Lindab.
Previously: Vice President and CFO ICA Group, Vice 
President Electrolux Group, Senior Vice President 
Electrolux Europe, Vice President Electrolux Interna-
tional, Executive Director of British Petroleum and 
Siemens.
BSc and Executive MBA. Year of birth 1958.

Inga-Lill Carlberg 
Elected to the AP3 board in 2009
Vice President Nordea Retail Banking Sweden
Previously: Head of Nordea Private Banking 
Sweden, Head of Nordea Investment Management.
Director of Nordea Investment Funds and Stiftelsen 
för Finansforskning.
BSc. Year of birth 1962.

Peter Englund 
Elected to the AP3 board in 2013
Professor at Stockholm School of Economics
Director of Wenner-Gren Foundations, secretary of 
prize committee for the Sveriges Riksbank Prize in 
Economic Sciences in Memory of Alfred Nobel.
Previously: Professor at Uppsala University and 
University of Amsterdam.
PhD. Year of birth 1950.

Gunvor Engström
Elected to the AP3 board in 2008
Director of LF Fondförvaltning, Semcon, Interna-
tionella Företagarföreningen, Apoteksgruppen and 
Metria.
Previously: Governor of Blekinge County, CEO of 
Bank2 and Swedish Federation of Business Owners, 
Assistant Undersecretary at the Ministry of Industry, 
Employment and Communications, self-employed, 
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.

Peter Hellberg
Elected to the AP3 board in 2010
First Deputy Chairman Unionen
Deputy chairman of TCO, director of Unionen’s 
membership insurance board, Klara Norra 
Fastig heter and the Council for Negotiation and 
 Cooperation Education Foundation.
University studies. Year of birth 1966.

Elisabeth Unell
Elected to the AP3 board in 2012
Leader of the Opposition on Västerås City Council. 
Director of SKL and Etablering Västerås.
Previously: Chairman of Västerås Municipal 
 Executive Committee and Aroseken. 
MPhil, BSc. Year of birth 1962.

BOARD OF DIRECTORS
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DIRECTORS’ REPORT 2013
SIGNIFICANT EVENTS 

   During the first six months of the year AP3 increased 
its stake in Hemsö Fastigheter from 50% to 85%. At 
year-end, the holding in Hemsö Fastigheter, including 
shareholder loans, had a value of SEK 6,992 million.

  AP3 also acquired a portfolio of 72 retail properties 
via Trophi, a wholly owned subsidiary. During the year 
Trophi added multiple acquisitions to its real estate 
portfolio, which at 31 December had a value, including 
shareholder loans, of SEK 1,026 million. 

  The Fund made a series of investments in green bonds, 
including an issue by the African Development Bank. 
Investments in green-oriented fixed income securities 
totalled SEK 2,369 million as at 31 December. 

INCOME IN 2013
Asset management generated income of SEK 32,398 million 
(22,638), corresponding to a return of 14.2% (10.7) before 
expenses and 14.1% (10.7) after expenses. Fund capital 
stood at SEK 258,475 million (232,956) at year-end, up by 
SEK 25,519 million from the prior year.

The net capital outflow was SEK 6,880 million (3,788). 
There has been a net outflow since 2009 due to the fact 
that paid-in pension contributions have been lower than 
paid-out pensions. This has necessitated transfers from 
AP3 to the Swedish Pensions Agency to help cover the 
deficit.

Change in fund capital

SEK m 2013 2012

Fund capital at 1 Jan 232,956 214,106

Pension contributions 56,839 55,441

Pension disbursements -63,488 -59,009

Administration fee to Swedish Pensions Agency -230 -220

Net profit for the year 32,398 22,638

Total fund capital at 31 Dec 258,475 232,956

INCOME  
Income after expenses was SEK 32,572 million (22,821) 
and consisted primarily of realised and unrealised changes 
in the value of financial assets, which are measured at 
fair value on the reporting date. Other income consists of 
net interest income, dividends received and net currency 
income. 

Commission expenses in 2013 totalled SEK 155 million 
(119). They are expensed under income and comprise fixed 
management fees for external mandates, fund manage-
ment fees, custody account fees and related costs.

OPERATING EXPENSES
Operating expenses totalled SEK 173 million (183), of which 
SEK 110 million (117) were staff costs. Total expenses were 
0.13% (0.14) of average fund capital. This figure reflects the 
size of the AP3 cost base and the value of fund capital. 

Asset management cost ratios

SEK m 2013 2012

Commission expenses, SEK m 155 119

Operating expenses, SEK m 173 183

Asset management cost ratio, 1 % 0,13 0,14

Asset management cost ratio, 2 % 0,07 0,08

1  Based on total commission and operating costs as a percentage of average fund capital.
2  Based on operating expenses as a percentage of average fund capital. 
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MARKET OVERVIEW
Economic conditions improved in many countries during 
2013. The recovery was most marked in the US, in spite of 
politicians there struggling to agree a budget and intermit-
tent concern over potentially negative consequences of the 
imminent tapering of quantitative easing signalled by the Fe-
deral Reserve. Nevertheless, market reaction was relatively 
muted when the Federal Reserve in mid-December formally 
announced its plan to scale back its bond-buying program-
me. Bond yields rose slightly and equity prices continued to 
move upwards. 

The eurozone also saw a slow improvement from the 
 recessionary conditions that prevailed at the start of the year. 
A gradual decrease in inflation saw the European Central 
Bank cut interest rates twice, though the ECB – unlike the 
Federal Reserve, Bank of Japan and Bank of England – did 
not engage in any bond purchases. Considerable differences 
remained between individual member states, with Germany 
putting in a strong economic performance while Spain, Italy 
and France all continued to battle a headwind. Outside 
the eurozone, the UK economy grew faster than the single 
currency area. The Swedish economy plateaued during the 
second and third quarters, though leading economic indica-
tors suggested a resumption of growth towards year-end.

Japan mounted an ambitious attempt to kick-start its 
economy after two decades of economic stagnation and 
deflation. Massive bond buying by the Bank of Japan made 
the yen cheaper and lifted equity prices, while Japanese 
economic growth and inflation both rose during the year. 

Many fast-growing economies encountered inflationary 
pressure, precipitating monetary tightening and weaker 
growth. The Chinese economy remained stable, despite 
structural problems in the real estate and credit markets, 
but other BRIC nations battled high inflation and weaker 
growth. Many emerging economies with large trade deficits, 
such as Brazil, India, Indonesia, South Africa and Turkey, saw 
their currencies weaken and equity markets plummet when 
the Federal Reserve signalled during the spring that it would 
start to taper its quantitative easing. 

On the financial markets, monetary policy remained ex-
pansive. Combined with improving economic conditions and 
low inflationary pressure, this lifted equity prices in most 
markets – in some cases to record levels, with one leading 
global share index posting an increase of 28% including 
share dividends. The fall in the yen helped the Japanese 
equity market to gain more than 50% during the year, while 
the US and European stock markets also posted strong 
returns of 20-30%. By contrast, equities in many emerging 
markets were weak. A broad index of emerging-market 
equities fell by a couple of percentage points year-on-year.

Long-term bond yields rose, particularly in the second six 
months of the year, while short-term yields held relatively 
firm. In Sweden, corporate bond, mortgage bond and short-
term government bond prices all rose, while index-linked 
bond prices were weak – despite a strong rebound in the 
latter towards year-end.

DIRECTORS’ REPORT

Central bank monetary policy was one of the most 
important drivers for the major currencies. The importance 
of the US dollar as a global reserve currency has been 
in long-term decline and in 2013 the dollar came under 
renewed pressure due to the Federal Reserve’s deferred 
tapering of its bond-buying programmes. The krona gained 
ground among many currencies during the spring, but lost 
some of these gains thereafter. For the year as a whole, the 
krona was relatively stable against both the euro and the 
dollar, but continued to gain ground against the yen.

Expansive monetary policy helped to lift a number of equity markets to 
record highs in 2013, while bourses in many emerging markets lost 
ground.

Equity market returns in local currency incl. dividends in 2013
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Some bonds, including Swedish nominal fixed bonds, produced positive 
returns, while others – such as Swedish index-linked bonds – put in a 
weaker showing.

Bond markets in 2013
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The krona was relatively stable against both the euro and the dollar 
but gained ground against the yen.

Currencies versus the Swedish krona in 2013
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Risk-taking per risk category at 31 Dec 2013

Equities
Fixed 

income Credits Inflation Currencies
Other  

exposure

Absolute 
return 

strategies Total AP3
Value at Risk, SEK m 1,215 88 26 111 497 138 21 1,219

Value at Risk, % 0.47 0.03 0.01 0.04 0.19 0.05 0.01 0.47
Contribution to total risk,
percentage points 94.6 -1.5 -0.9 8.6 -3.6 2.3 0.4 100
Realised volatility 12 m, % 11.8 1.2 1.2 3.3 - 6.0 - 5.3

Risk-taking per risk category at 31 Dec 2012

Equities
Fixed 

income Credits Inflation Currencies
Other  

exposure

Absolute 
return 

strategies Total AP3
Value at Risk, SEK m 938 20 16 127 323 86 23 1,025

Value at Risk, % 0.40 0.01 0.01 0.05 0.14 0.04 0.01 0.44
Contribution to total risk,
percentage points 84.6 -0.6 0.1 9.9 -1.1 6.0 1.1 100
Realised volatility 12 m, % 11.8 1.2 1.2 3.3 - 6.0 - 5.3

Return per risk category at 31 Dec 2013

Equities
Fixed 

income Credits Inflation Currencies
Other  

exposure

Absolute 
return 

strategies Total AP3
Return, % 25.5 -0.2 2.6 7.8 - 24.6 - 14.2

Contribution to total return, 
percentage points 12.5 -0.1 0.3 1.6 -0.9 0.4 0.3 14.2

Return per risk category at 31 Dec 2012

Equities
Fixed 

income Credits Inflation Currencies
Other  

exposure

Absolute 
return 

strategies Total AP3
Return, % 17.4 1.9 6.4 5.0 - 30.6 - 10.7

Contribution to total return, 
percentage points 8.8 0.3 0.9 0.9 -1.2 0.6 0.5 10.7

Exposure per risk category at 31 Dec 2013 

Equities
Fixed 

income Credits Inflation Currencies
Other  

exposure

Absolute 
return 

strategies Total AP3
Exposure, SEK m 135,853 36,419 31,663 49,575 52,615 7,702 9,719 270,929

Exposure, % 52.6 14.1 12.3 19.2 20.4 3.0 3.8 104.8

Exposure per risk category at 31 Dec 2012

Equities
Fixed 

income Credits Inflation Currencies
Other  

exposure

Absolute 
return 

strategies Total AP3
Exposure, SEK m 126,029 31,449 30,517 38,438 53,295 10,716 12,347 249,496

Exposure, % 54.1 13.5 13.1 16.5 22.0 4.6 5.3 107.1
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1 See Glossary

RETURN IN 2013 
The total return on the AP3 portfolio in 2013 was 14.2% 
(10.7) before expenses and 14.1% (10.7) after expenses. 
Real return (adjusted for inflation) totalled 14.0% (10.7). 
AP3’s overriding mission is to achieve an average real return 
of 4% over time. In the last decade, AP3 has generated an 
average nominal return of 6.5% per annum. Adjusted for 
inflation, that equates to an annual average real return of 
5.2%. The income index, which determines the rate at which 
pension credits are indexed upwards, rose 3.0% per annum 
in that period. Thus, AP3 has both made a positive contribu-
tion to the pension system and outperformed its long-term 
target for real return.  

EXPOSURE AND RISK
AP3’s asset management strategy is based on risk allocation. 
The portfolio comprises seven risk categories: Equities, 
Fixed income, Credits, Inflation, Currencies, Other exposure 
and Absolute return strategies. Dividing the portfolio 
on these lines enables us to analyse and project future 
returns and risk in the different asset categories and their 
contributions to the total portfolio. We base allocations on 
these projections combined with macroeconomic analysis, 
valuations and assessments of investors’ risk appetite. 

Exposure is defined as underlying value that is subject to 
changes in value arising due to market movements. We use 
derivatives to manage risk and bring greater efficiency to 
our asset management operations. Using derivatives means 
that exposure can be greater or less than total fund capital. 
Exposure at year-end totalled 104.8% (107.1) of fund capital. 

AP3 expresses portfolio risk using the value at risk (VaR)1 
metric. VaR represents a 95% probability that the daily ne-
gative change in the value of the portfolio will not exceed a 
predetermined amount. Overall, VaR in 2013 was moderate. 
It started and ended the year at relatively low levels, rising to 
a moderate level at around the half-year mark due to higher 
market volatility. As of 31 December 2013, VaR for the total 
portfolio stood at SEK 1,219 million (1,025). See Note 22.

Equities were the main source of investment exposure 
and the predominant contributor to portfolio risk. The 
currencies, fixed income and credits’ risk categories showed 
low or negative covariance with equity risk, which restricted 
the overall level of portfolio risk. AP3 deploys a diversifica-
tion strategy between asset classes and geographic markets 
that helped to reduce total portfolio risk during the year. 

RETURN PER RISK CATEGORY
Equities
The equities risk category consists of listed and unlisted 
equities. AP3’s equity exposure in 2013 varied from a 
minimum of 51.6% to a maximum 54.9% of fund capital. 
 Diversification of the equity portfolio is achieved by invest-
ing some assets in alternative indices and through thematic 
investment in, for example, equities with high direct yields 
and in pharmaceutical and biotechnology stocks.

Equity markets in most regions rose strongly for much 
of the year. Increased market turbulence in the second 
quarter erased many of the initial gains but most markets 
put in a positive performance during the second half of the 
year. Equities delivered a return of 25.5% (17.4) and con-
tributed 12.5 (8.8) percentage points to total return. The 
best performing markets were Japan and North America, 
which posted returns of 54.6% and 31.3% respectively. 
The Swedish equity market was third best with a return of 
25.6%. The MSCI All Country World Index rose by 25.5%. 

The private equity market performed strongly during the 
year, reflecting an increase in both investments and fund 
distributions that raised the amount of capital available to 
the market and saw activity on the private equity market 
reach its highest level since the global financial crisis. Faced 
with renewed latitude for private equity investments within 
the scope its investment rules, AP3 made new investments 
in two venture capital funds. The Fund divested no venture 
capital funds on the secondary market during the year. 
AP3’s private equity assets posted a return of 15.3% (11).

Fixed income
The fixed income risk category comprises investments in 
government bonds, government guaranteed bonds and 
supranational bonds. AP3’s exposure to government bonds 
increased marginally during the year and was 14.1% at year-
end. Holdings consisted primarily of exposures to Swedish 
bonds and US Treasury bills. AP3 has no exposure to high-
debt countries in southern Europe. Average duration1 rose 
sharply to 4.7 years (2.5). Some 92% (92) of investments 
were in bonds assigned the top Aaa rating by Moody’s.

The fixed income risk category recorded a return of 
-0.2% (1.9), equating to a contribution of -0.1 percentage 
points (0.3) to the portfolio’s total return. Rising bond yields 
in Sweden and the US had a negative impact on return.
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Credits
The credits risk category primarily comprises Swedish 
mortgage bonds and investment grade1 corporate bonds in 
Sweden and the US. It also includes secured bank loans. In 
2013 AP3 reduced exposure to high-yield US bonds, a move 
that saw credits as a percentage of fund capital fall to 12% 
(13). The credit portfolio had a shorter duration – 2.5 years 
(2.0) at year-end – than the fixed income portfolio. 

Narrower yield spreads had a favourable impact on 
the portfolio. Credits generated a return of 2.6% (6.4) and 
contributed 0.3 percentage points (0.9) to total return. 

Inflation
The inflation risk class comprises investments in Swedish 
and US index-linked bonds and in timberland, agricultural 
land, infrastructure and real estate, the shares of which 
increased significantly during the year. 

At the start of the year AP3 acquired a further 50% 
equity stake in Hemsö and then sold a 15% holding to 
Sagax. At year-end, AP3 held 85% of the company’s shares. 
AP3 also acquired all the shares in real estate company 
Trophi, which expanded its portfolio of retail properties 
during the year. The Trophi holding had a value of SEK 1,026 
million at year-end.

Two fund investment commitments were made during 
the year, the first a USD 60 million investment in Morgan 
Stanley AIP Phoenix II, an international real estate fund, 
and the second a GBP 10 million investment in Innisfree PFI 
Continuation Fund, an investment fund. 

The inflation risk category recorded a return of 7.8% 
(5.0), equivalent to a contribution of 1.6 percentage points 
(0.9) to AP3’s total return. The real estate portfolio genera-
ted a return of 19.9% (14.8%). During the year we refined 
our method of valuing real estate companies by applying a 
market value to deferred tax liability. This had a favourable 
impact on net profit. See note 4.

Currencies
The currencies risk category comprises AP3’s exposure 
to changes in foreign exchange rates against the Swedish 
krona. These exposures relate to investments in foreign 
assets not hedged in Swedish kronor and in direct currency 
positions. Currency positions are taken to increase returns 
or reduce risk in the total portfolio. 

The currencies risk category contributed -0.9 percen-
tage points (-1.2) to total return. 

Currency risk usually shows a negative covariance with 
equity risk and thus helps to diversify the portfolio. At year-
end, currency exposure stood at 20.4%.

During the course of the year the krona strengthened 
against the US dollar and the yen but lost ground against 
the largest European currencies. However, the krona’s 
appreciation against the dollar had the biggest impact on 
the AP3 portfolio and explains the negative income for 
currencies overall during the year.

 

Other exposure
The other exposure risk category consists of investments 
spanning a variety of risk categories, including insurance-
related bonds, risk premiums, volatility strategies and hedge 
funds. Investments in this risk category are anticipated 
to have a low correlation to equity market performance. 
During the year AP3 made investments in risk premiums 
and increased its investments in macro and hedge funds 
but reduced exposure to insurance-related bonds.

Other exposure posted a return of 24.6% (30.6) and 
contributed 0.4 percentage points (0.6) to total return.

Absolute return strategies
The absolute return strategies risk category covers manda-
tes that set out to generate an absolute return. AP3 does 
not allocate assets to this risk category; instead, the board 
of directors sets a risk mandate within which the Fund’s 
managers operate. The aim is to achieve low covariance 
with total risk. Absolute return strategies consist of around 
30 mandates managed by internal and external managers. 

Return on these strategies in 2013 totalled SEK 758 mil-
lion (1,025), equivalent to a contribution of 0.3 percentage 
points (0.5) to the total portfolio. Average risk utilisation 
measured as VaR1 was SEK 65.7 million (64.3). 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 active return 
generated by the liquid equities and fixed income portfolio. 
A total of SEK 900 million was contributed to earnings in 
2013. Accordingly, the total contribution of active return 
to comprehensive income was 0.4 (0.9) percentage points. 
Measured over a three-year period, active management 
has contributed an annual average of SEK 979 million to 
total return. To put this in context, AP3’s annual expenses 
averaged SEK 291 million during the same period. Thus, 
active management generated average annual income of 
SEK 688 million in addition to covering total Fund expenses.

EXPENSES
AP3 strives for high cost-effectiveness in asset management, 
which means that expenditures should generate value in 
terms of higher income or lower risk. The Fund deploys a 
high level of diversification, which involves spreading capital 
across a range of different asset types, geographic regions, 
investment horizons and management strategies in order 
to achieve a stable income flow and higher risk-adjusted 
returns.

Transaction costs
Transaction costs are those directly related to asset 
purchases and sales. They impact directly on the returns 
generated by those assets and hence also net income from 
financial transactions in the income statement. Brokerage 
fees are payable on share purchases. They totalled SEK 44 
million (33) in 2013, with 33% (34) arising from external 

1 See Glossary

32 | THIRD SWEDISH NATIONAL PENSION FUND 2013



DIRECTORS’ REPORT

       

management operations. For fixed income and currency 
transactions, the transaction cost is expressed as a spread 
between the buying and selling rates. A table on page 53 
shows a breakdown of brokerage fees and transaction 
volumes for 2013.

Commission expenses
Commission expenses are those closely connected to the 
acquisition of income. Performance-based fees for external 
management mandates are a form of profit-sharing 
between AP3 and the fund manager, payable if the manager 
outperforms a fixed target. These fees have a direct impact 
on the returns generated by assets under management and 
hence net income from financial transactions in the income 
statement. Performance-based fees totalled SEK 124 mil-
lion (114) during the year. 

Fixed commissions are administrative charges for 
external asset management mandates and costs for custody 
accounts and other transaction-related services. They are 
in proportion to the value of the underlying capital and are 
expensed under operating income in the income statement. 

Commission expenses totalled SEK 155 million (119) in 
2013, with the increase reflecting the external management 
investment strategy. The ratio of externally managed assets 
stood at 35% (36). AP3 assigns assets to external managers 
when this approach is deemed to offer higher cost-effecti-
veness. The Fund’s externally managed assets are primarily 
unlisted equities and listed equities in emerging markets, 
North America and Asia.

For some types of unlisted equity management man-
dates, such as for private equity and real estate funds, 
agreements are in place to ensure that management fees 
are repaid before the manager receives a share of the profit. 
These management fees are added to the cost of the assets 
and are recognised in the income statement under net 
income from financial transactions.

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

SEK m
Unlisted

 equities 2013
Unlisted

 equities 2012

Income, dividends and realised and unrealised 
gains 2,143 1,061
Management fees recognised as commission 
expenses -22 -20
Management fees recognised in the balance sheet -87 -100
Net income 2,034 941
Assets under management at 31 Dec 18,267 17,969

Outstanding investment commitments 3,195 3,350

Operating expenses
AP3 recognises internal costs as an operating expense 
in the income statement. Staff costs accounted for 64% 
of operating expenses in 2013. The other major items 
were costs for system support and market data. In 2013 
AP3 completed implementation of a major upgrade of its 
WallstreetSuite (WSS) portfolio management system that is 
the fund’s core enterprise application platform, registering 
all transactions, aggregating positions and providing daily 
valuations. During the year the upgrade incurred increased 
costs of SEK 7.7 million for software, licences and consul-
tants. 

Commission expenses totalled SEK 173 million (183), with 
the year-on-year decrease relating primarily to lower staff 
expenses. Administrative costs were also somewhat lower 
than in 2012. 

 
Operating and commission expenses 2009-2013
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AP3’s expenses compared to other funds
AP3’s costs are low by international standards. For a 
number of years the Fund has participated in an annual 
survey by Canadian consultants CEM that benchmarks the 
cost effectiveness of international pension funds. CEM 
examines the total cost of asset management operations, 
the value of assets under management, the portfolio mix 
and exposure to active management, comparing AP3 with 
17 pension funds from five countries and with similar asset 
management profiles. CEM’s latest study, based on figures 
for 2012, showed AP3’s total asset management costs to 
be around 22% lower than the reference group. This was 
largely because AP3 has a higher ratio of internally managed 
assets and a lower ratio of actively managed assets than 
the reference group – and because the Fund also pays less 
for its external management mandates. It falls to AP3, as a 
custodian of Swedish pension assets, to strive constantly to 
keep costs in check and ensure they are commensurate with 
services paid for.  

Commission expensesOperating expenses
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AP3’s costs compared to CEM reference group 2008-2012
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AP3 also benchmarks costs against what a long-term static 
portfolio would cost to manage. In 2013, returns on the AP3 
portfolio exceeded those on the long-term static portfolio, 
demonstrating that the higher costs involved in managing 
the former were more than justified. 

Collaboration with other AP funds
When Parliament approved the establishment of four sepa-
rate buffer funds – AP1, AP2, AP3 and AP4 – the idea was to 
diversify risk and establish a climate of healthy competition 
by directing each fund to manage its assets autonomously. 
Separation was also seen as important for avoiding an 
excessive concentration of financial power in the hands of 
a single institution. These objectives are not incompatible 
with cooperation between the funds in specific areas to 
save costs and promote resource efficiency. 

Since 2007, AP3 has worked closely with AP1, AP2 and 
AP4 on screening listed equities and engagement with inves-
tees on social and environmental responsibility. The funds’ 
joint Ethical Council is the vehicle for this collaboration. 

In addition to this, AP3 in 2013 worked with the other 
AP funds on the joint procurement of a new global voting 
platform. The four funds also work together on matters 
relating to tax, legal affairs, accounting, risk management 
and valuations.

In the fourth quarter AP3 teamed up with AP2 to jointly 
procure custodian bank services – a process that is schedu-
led for completion in the first half of 2014.

RISK MANAGEMENT
AP3’s operating activities expose it to different types of risk. 
The core business involves managing financial risk to deliver 
investment returns and achieve specific targets. Risk is 
defined as uncertainty over future outcomes arising from 
market events and other surrounding factors that affect the 
Fund’s operating activities. Risk management is the process 
by which risks are identified and their positive or negative 
consequences evaluated and managed by AP3 managers. In 
other words, risk management is the process that manages 
the Fund’s risk and return profile. Because risk-taking can 
generate positive and negative outcomes, risks taken 
must be conscious, calculated and within the frameworks 
applicable to the Fund’s operating activities. 

At the highest level, the Fund is exposed to demographic 
shifts and the risk of changes in the fundamental conditions 
underpinning the pension system. AP3 analyses these risks 
using asset liability management (ALM) and the board uses 
ALM findings to set operating targets. Operationally, the 
Fund uses its investment capital to take positions in finan-
cial instruments in order to earn a return. This means that 
fund capital is always exposed to financial risk. Diversifying 
fund capital into a range of financial assets, geographic 
regions and risk premiums – and varying investment 
timing – enables risk to be limited without eliminating the 
scope to earn investment returns. This is the broad thrust 
of risk management in an asset management environment. 
The board of directors monitors total risk by setting a risk 
framework with which all asset management must comply. 
This framework is set out in the risk management plan, 
which is the key document defining the Fund’s approach to 
risk, roles and responsibilities, guidelines, frameworks and 
reporting.

General risk analysis
AP3 bases effective risk management and control on a 
general risk analysis process which sets a framework for 
identifying and measuring risk in all areas and makes it 
possible to act to reduce risk as and when appropriate. 
Executive management is responsible for the Fund’s risk 
analysis, which is based on self-assessment and seeks to 
promote high risk awareness and a prudent approach to risk 
throughout the organisation. The Fund uses the risk analysis 
when drawing up operating and resource plans for the 
coming year. The risk analysis and action plans are submitted 
to the Audit Committee and board of directors on an annual 
basis.
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Risk management
The CEO and responsible managers are in charge of 
identifying, analysing and prioritising risk, forecasting 
projected returns and risk, and allocating risk mandates 
between different asset categories and strategies based on 
the Fund’s return targets. AP3’s risk management can be 
summarised as follows.

   Board of directors – sets the overall risk level and gene-
ral exposure and risk limits for the seven risk categories: 
Equities, Fixed income, Credits, Inflation, Currencies, 
Other exposure and Absolute return strategies.

    Audit Committee – has an advisory and oversight role 
on the board’s behalf in matters relating to financial 
reporting and accounting, internal control, risk manage-
ment and audit. The Audit Committee reports directly to 
the board.

    CEO – responsible for AP3’s day-to-day management 
and compliance with the board’s operating frameworks. 
The CEO is in charge of structuring the Fund’s operating 
activities to ensure efficient asset management, risk 
management, risk control and reporting.

    Chief Investment Officer – responsible for managing the 
risk in the AP3 investment portfolio.

    Head of Asset Management – responsible for day-to-
day portfolio management within the parameters set 
by the board of directors, CEO and CIO. Each portfolio 
manager is responsible for managing the risk attached 
to his or her mandate in order to achieve targets within 
specified limits.

    Chief Risk Officer – responsible for compliance monito-
ring and the reporting of risk and return to the board of 
directors. The CRO makes sure that investment decisions 
are taken in compliance with the risk framework set by 
the board. The CRO reports to the Risk Management 
Committee, which handles all risk-related issues.

Limits can be expressed as the size of a position, value at 
risk and/or tracking error1 or other measures 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. The Fund has an 
independent risk control function run by the risk and return 
analysis team. It identifies and measures risks, effectuating 
controls to ensure that mandates are followed and that 
exposure and risk remain within approved guidelines and 
limits. The compliance department is in charge of ensuring 
that the Fund abides by legal and ethical risks, in line with 
the rules.

Risks grouped within four areas
    Strategic risk – risk relating to AP3’s mission, objectives 

and administration.

    Business risk – financial risk arising in relation to 
investing activities.

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

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

Financial risk and financial risk management
The Fund seeks to minimise risks other than financial risk in 
order to avoid negative outcomes. By contrast, financial risk 
is a necessary ingredient when seeking to achieve a return 
on investment. Financial risk consists primarily of market, 
credit and liquidity risk.  

Market risk Credit risk Liquidity risk

Equity price risk Issuer risk Rollover risk

Interest rate risk Counterparty risk Refinancing risk 

Currency risk Settlement risk 

Inflation risk 

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

due to changes in asset prices on the financial markets, for 
example changes in equity prices, bond yields and cur-
rencies. It can be shown in absolute or relative terms and 
can be forward-looking (ex ante) or retrospective (ex post). 
The commonest ways of measuring risk include volatility,1  
value at risk (VaR),1 tracking error, 1 sensitivity analysis and 
stress tests. AP3 monitors market risk on a daily basis, both 
at general level and for individual mandates, using the 
VaR metric, different types of stress tests and sensitivity 
analysis. Market risk is the main risk attached to the AP3 
portfolio. By managing market risk within specific limits, the 
Fund generates investment returns.

  Credit risk is the general risk of incurring a loss due to the 
failure of a counterparty in a financial transaction to meet 
repayment obligations. It can be divided into issuer risk, 
counterparty risk and settlement risk. 

Issuer risk is the risk that the issuer of a financial security 
will default and be unable to meet repayment obligations 
on the maturity date. AP3 limits issuer risk by working 
within set limits for total credit risk in the portfolio. The 
Fund considers factors such as credit ratings to limit the 
exposure of specific mandates to specific issuers. The Risk 
Management Committee regularly reviews risk relating to 
specific issuers and groups of issuers. 

Counterparty risk is the risk of a counterparty being una-
ble to fulfil obligations under a bilateral financial contract 
such as a derivative or currency transaction, deposit or 

1 See Glossary
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buyback. AP3 actively seeks to minimise counterparty risk 
by selecting counterparties with a good credit rating.1 The 
Fund requires counterparties to sign an ISDA agreement1 
that regulates how receivables and liabilities are to be ma-
naged if either side cannot fulfil its commitments. AP3 also 
insists on CSA agreements1,which require a counterparty 
with an outstanding liability to provide security in cash or 
securities.

Settlement risk arises when transactions are settled 
in cases where the parties have not fulfilled their com-
mitments simultaneously. Where possible, AP3 eliminates 
delivery risks on currency transactions through CLS,1 a 
system that permits simultaneous settlement of transac-
tions through an independent third party.

 Liquidity risk is the risk that AP3 cannot make intended 
or necessary changes in the portfolio structure without 
incurring excessive transaction costs (also known as rollover 
risk). Generally speaking, the Fund’s most liquid assets are 
equities and government bonds with a high credit rating. 
Corporate bonds, unlisted equities and real estate are 
usually less liquid. AP3 manages liquidity risk via a balanced 
mix of asset types with both high and low liquidity. For refi-
nancing risk, the Fund monitors future payment obligations 
versus available liquidity to minimise the risk of excessive 
financing costs.

CORPORATE STEWARDSHIP  
The board of directors reviews the corporate stewardship 
policy on a regular basis, most recently in 2013. The 
stewardship policy takes a conservative line on variable 
remuneration to senior executives, in line with government 
guidelines from 2009 that state: “In enterprises in which 
the AP funds are shareholders, directly or via companies, 
the funds and the enterprise and other shareholders should 
work together to ensure that the guidelines are applied 
as far as possible.” In certain circumstances, however, the 
Fund will accept variable remuneration awards to executive 
management if they are deemed commensurate with the 
company’s long-term development and prospects. AP3 
engages actively with companies to express opinions on 
incentive programmes. This engagement also includes 
active participation at shareholder meetings. The Fund 
has seen favourable results from its efforts to encourage 
companies to adopt a more conservative line on executive 
remuneration. The criteria set out in the stewardship policy 
enjoy broad support and have gained growing acceptance 
in the financial markets, especially in Sweden. In recent 
years the Fund has stepped up its efforts to exert influence 
on foreign enterprises, which often struggle to meet AP3’s 
requirements when it comes to executive remuneration. 
In 2013 AP3 voted against or abstained on 67% (66) of 
resolutions in this field.

The Fund voted at 65 (64) Swedish shareholder meetings 
during the 2012/13 AGM season and held seats on 6 (6) 
nomination committees: Aerocrine, Arise, Bergvik Skog, 

Cellavision, Diagenic and Karolinska Development. The 
Fund voted at 509 (502) shareholder meetings held by non-
Swedish investees.

A report on AP3’s corporate governance activities was 
published in August 2013, documenting the Fund’s AGM-
related actions and engagements in environmental and 
social responsibility. It is available on AP3 website.

Through active engagement, AP3 aims to ensure that 
the companies in which it has large holdings have appro-
priate ethical and environmental policies, effective risk 
management systems and codes of conduct and managers 
in charge of sustainability-related affairs. The objective 
here is to reduce the risk of the organisation breaching 
international conventions. AP3 also encourages enterprises 
to analyse and review their environmental footprint and 
implement targets to reduce emissions and other adverse 
impacts. During the year the Fund engaged in dialogue with 
13 (17) Swedish companies on social responsibility.

AP3 cooperates with AP1, AP2 and AP4 via the funds’ 
joint Ethical Council on issues of environmental and social 
responsibility in foreign investees. The Ethical Council pur-
sues a strategy of active stewardship to influence foreign 
enterprises in this field. In 2013 the Ethical Council engaged 
proactively and reactively with more than 200 foreign 
investees, working either under its own aegis or through its 
ethical consultant. The Ethical Council also participated in 
various international investor initiatives on issues such as 
corruption, climate change, working conditions and child 
labour. The Ethical Council will publish its 2013 report in the 
first half of 2014. 

 
ORGANISATION AND EMPLOYEES
At year-end, AP3 had 53 (56) employees, of whom 17 were 
female and 36 were male. On average, AP3 employees 
have more than 19 years of professional experience. Eight 
people left the Fund in 2013 and five new employees joined. 
Sickness absence remained low at 0.6% (0.7).

Remuneration and benefits  
AP3’s remuneration guidelines are set out 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 compe-
titive without leading the market. Employee remuneration 
is covered by the government’s guidelines on salary and 
benefits to AP fund staff. 

The chairman of the Remuneration Committee handles 
remuneration issues on behalf of the board of directors, 
including the remuneration and benefits of the CEO. 
Decisions are subject to final approval by the board. The 
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 remuneration framework for other employ-
ees, using annual market wage data to ensure that remu-

1  See Glossary
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neration of all employees is market-based, competitive, 
reasonable and appropriate. 

During the year the Fund commissioned independent 
international consultancy firms Aon Hewitt (formerly 
Strive Advisory) and Towers Watson to conduct a review 
of AP3’s remuneration levels and benchmark them against 
market norms. The aim was to determine whether AP3’s 
remuneration rates are reasonable and prudent without 
leading the market and whether they are market-based and 
competitive on the market in which the Fund operates and 
thus commensurate with AP3’s ability to attract and retain 
requisite expertise. AP3 sets salaries and benefits at the 
individual level, which means rates vary according to staff 
members’ performance, expertise and experience.

In a remuneration context, AP3’s market consists of 
Swedish government agencies and enterprises with similar 
operational profiles – primarily companies such as invest-
ment firms and life insurers that manage financial assets. 
The benchmark group for Aon Hewitt’s study consisted 
of state-owned enterprises and agencies AP1, AP2, AP4, 
Kammarkollegiet, the Nobel Foundation, Riksbanken, 
Riksbanken’s Jubilee Fund, the National Debt Office, SBAB, 
SEK, AP6 and AP7 and private companies AFA Försäkring, 
Alecta, AMF Pension, Handelsbankens Fonder AB, Läns-
försäkringar Fondförvaltning, Nordea Fonder, SEB (asset 
management), Skandia Liv, Svenska Handelsbanken (asset 
management) and Swedbank Robur.

Both reviews showed the majority of AP3 employees 
to be close to the median salary and benefits level for 
the benchmark group. The board of directors therefore 
takes the view that the pay structure and remuneration 
levels for the CEO, senior managers and all employees are 
market-based, competitive without leading the market, 
and reasonable and appropriate. The board of directors is 
also of the opinion that the Fund complies with government 
pay guidelines and that no exceptions exist which require 
separate reporting.

In collaboration with the other AP funds, AP3 adopted a 
joint policy on staff benefits in 2012. The policy is available 
on the AP3 website.

GOVERNMENT REVIEW 
The government’s annual review of the AP funds’ operating 
activities stated that all the funds had achieved their targets 
over the previous decade and that returns on pension 
system capital since inception in 2001 had exceeded the 
income index, meaning that the funds had made a positive 
contribution to the pension system. The review highlighted 
the benefits of risk diversification in asset management 
operations and the need to maintain a long-term approach 
to asset valuation, noting that long-term returns had 
improved since the prior review.

The review also acknowledged that the AP funds, since 
2012, have developed methods and processes for integra-
ting environmental and social governance in their analysis 
and asset management operations. The government also 
said scope for improvement remained in terms of the 
comparability of how the funds report return and risk. 

FUND GOVERNANCE REPORT
The fund governance report is separate from the annual 
report and is published along with the annual report on the 
Fund’s website at www.ap3.se. The fund governance report 
has not been reviewed by AP3’s auditors.
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Income

SEK m note 2013 2012

Net interest income          2 2,909 3,771

Dividends received 2,854 3,183

Net income from listed shares and investments 3 21,709 13,518

Net income from unlisted shares and investments 4 4,765 2,468

Net income from fixed income assets -1,597 1,273

Net income from derivatives 5 3,746 1,078

Net income from currencies -1,659 -2,351

Net commission expenses 6 -155 -119

total income 32,572 22,821

oPeRatInG eXPenses

Staff costs 7 -110 -117

Other administrative expenses 8 -64 -66

Total operating expenses -173 -183

Net profit for the year 32,398 22,638

Income statement

38 | tHIRD sWeDIsH natIonaL PensIon FUnD 2013



       

BaLance sHeet

Balance sheet

assets

SEK m note 31-12-2013 31-12-2012

Shares and investments

   Listed           9 128,515 112,954

   Unlisted 10 29,086 24,812

Bonds and other fixed income assets 11 107,494 99,226

Derivatives 12 3,081 2,565

Cash and cash equivalents 1,443 1,668

Other assets  13 11,606 17,072

Prepaid expenses and accrued income     14 1,470 1,913

total assets 282,695 260,210

FUnD caPItaL anD LIaBILItIes

Liabilities

Derivatives        12 1,899 556

Other liabilities   15 22,262 26,640

Deferred income and accrued expenses   16 58 58

Total liabilities 24,220 27,254

Fund capital

Fund capital at 1 Jan 17 232,956 214,106

Net payments to national pension system -6,880 -3,788

Net profit for the year 32,398 22,638

Total fund capital 258,475 232,956

Total fund capital and liabilities 282,695 260,210

Memorandum items 18

BaLance sHeet
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notes 
The Third Swedish National Pension Fund (AP3), corporate identity number 
802014-4120, is one of the buffer funds of the Swedish pension system and is 
headquartered in Stockholm. The board of directors approved the annual 
financial statements for 2013 on 20 February 2014. The income statement and 
balance sheet are subject to government approval. 

     NOTE 1 Accounting and valuation policies 
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 policies, as summarised 
below. Accounting and valuation policies are unchanged from the prior year. See 
“Unlisted shares and investments” for information on fair value of unlisted real 
estate shares.

The AP funds are adapting their accounting and valuation policies to the Inter-
national Financial Reporting Standards (IFRS). The IFRS are under extensive review 
and hitherto the funds have focused on adapting to IFRS 7 and IFRS 13. Full adjust-
ment to IFRS would not significantly affect reported income and capital. The only 
difference as against currently effective IFRS is that AP3 does not prepare consoli-
dated financial statements or a statement of cash flows.

Transaction day accounting
Purchases and sales of securities and derivatives on the money, bond, equity and 
currency markets are recognised in the balance sheet on the transaction date (the 
point when material rights, and therefore risks, are transacted between the par-
ties). 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 transactions exists and if the intention is to settle them 
simultaneously.

Foreign currency translation
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 balance sheet 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 un-
der net income from currencies.

Shareholdings in subsidiaries and associates
Shareholdings in subsidiaries and associates are recognised at fair value, in con-
formity with the National Pension Funds Act. Fair value is measured using the 
same method as for unlisted shares and investments. 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 present-
ed 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 see www.ap3.se. The method for measuring fair value is 
described below.

Listed shares and investments
Shares and investments 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 that are 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 investments
Shares and investments 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. 
Fair value measurement of unlisted shares and investments follows the Inter-
national Private Equity and Venture Capital Valuation guidelines or equivalent 
valuation principles and are generally based on transactions with third parties. 
However, other valuation methods can be applied.

Unlisted real estate shares are measured on the basis of their net asset value, 
provided they have not been transacted on a secondary market. AP3 has further 

developed the method for measuring holdings in unlisted real estate companies 
in order to ensure these are valued at fair value. As of 2013, deferred tax liabilities 
are measured at the value applied in real estate transactions. This differs from the 
value that real estate companies apply in their financial statements. This change 
in the method used to measure fair value had an impact on income in 2013. See 
Note 4 “Net income from unlisted shares and investments” for further details.

Bonds and other fixed income assets
Fair value of bonds and other fixed income 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 valua-
tion 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 pay-
ments 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 rec-
ognised 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 exclusively of observable market data. 

Derivative contracts with a positive fair value on the reporting date are rec-
ognised 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 recognised under 
pledged assets in the balance sheet. The cash value difference between spot and 
forward legs accrues during the maturity period and is recognised as interest. 

Securities lending
Loaned securities are recognised in the balance sheet at fair value and considera-
tion received is recognised as interest income in the income statement. Collat-
eral received for loaned securities may consist of securities and/or 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 se-
curities and the collateral paid to secure them is 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 operating income in 
the income statement. They consist of direct transaction costs, such as custody 
account fees and fixed commissions to external managers, and fixed commis-
sions for exchange-traded funds. Performance-based fees, payable when a man-
ager produces returns above an agreed level and where profit sharing applies, 
are recognised as a deduction from net income for the relevant asset class in the 
income statement. 

Management fees for unlisted shares and investments 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 ex-
pensed as they arise. 

Taxes
AP3 is exempt from all income tax on investments in Sweden. Dividend and cou-
pon taxes payable in some countries are recognised on a net basis in the relevant 
income category in the income statement. 

As of 2012, AP3 is VAT-registered and liable to pay value added tax on pur-
chases outside Sweden. AP3 is not entitled to reclaim VAT outlays. VAT is ex-
pensed under the relevant item.

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

notes 

40 | tHIRD sWeDIsH natIonaL PensIon FUnD 2013



              

notes 

 note 2 Net interest income 

SEK m 2013 2012
InteRest Income

Bonds and fixed income assets 2,046 2,129
Derivatives 1,130 1,636
Securities lending, equities 67 72
Securities lending, bonds 14 16
Other interest income 3 4
total interest income 3,259 3,857

InteRest eXPense

Derivatives 350 86
Other interest expenses 0 0
Total interest expense 350 86

net interest income 2,909 3,771

 note 4 Net income from unlisted shares and investments

SEK m 2013 2012
Net capital gain 2,116 1,605
Unrealised changes in value 2,649 863
Net income from unlisted shares and investments 4,765 2,468

AP3 has developed a method to measure its holdings in unlisted real estate com-
panies to ensure they are valued at fair value. As of 2013, deferred tax liabilities 
are measured at the value applied in real estate transactions. This differs from the 
value that real estate companies apply in their financial statements. This change 
in valuation method increased net income by SEK 903 million, of which SEK 764 
million was attributable to prior years, and related primarily to AP3’s shareholding 
in Vasakronan.

 note 3 Net income from listed shares and investments

SEK m 2013 2012
Income from listed shares and investments 21,877 13,665
Brokerage fees -44 -33
Performance-based fees -124 -114
Net income from listed shares and investments 21,709 13,518

 note 5 Net income from derivatives

SEK m 2013 2012
Share-based derivatives 3,220 952
Fixed income and credit-based derivatives 526 126
Net income from derivatives 3,746 1,078

 note 6 Commission expenses

SEK m 2013 2012
External commissions, listed assets 121 87
External commissions, unlisted assets 22 20

Other commission expenses incl.  
custodian bank costs 12 12
Total commission expenses 155 119

Performance-based fees totalled SEK 124 million (114), of which SEK 124 million 
(114) related to listed equities and SEK 0 million (0) to fixed income securities. 
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, derivativess. 
Underlying TRS expenses were SEK 10 million (9) in 2013.            

AP3 paid SEK 109 million (120) in management fees for unlisted equities in 
2013. SEK 87 million (100) 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. 
1 See Glossary

Staff costs in SEK thousand, 
2013

Salaries 
and 

remune-
ration

Variable 
remune-

ration

Pension 
plan 

expenses

Social 
security 

expenses 
incl. 

special 
payroll tax Total

Chairman of the board,   
Pär Nuder  110    35    145   
Other directors
Sonat Burman-Olsson  71    22    94   
Björn Börjesson  102    32    133   
Inga-Lill Carlberg  71    22    94   
Peter Englund  
(from Jun 2013)  25    8    33   
Gunvor Engström  50    16    66   
Lars Ernsäter  60    19    79   
Peter Hellberg  60    19    79   
Elisabeth Unell  50    16    66   
Kari Lotsberg (until May 2013)  25    8    33   
total 625 197 822

CEO Kerstin Hessius  3,891    1,209    1,600    6,700   
Executive management excl. CEO
Mattias Bylund 1 322 365 621 2 308
Gustaf Hagerud  2,879    820    1,212    4,911   
Christina Kusoffsky Hillesöy  1,315    402    779    2,495   
Kerim Kaskal (from Oct 2013)  670    211    880   
Mårten Lindeborg  2,117    586    1,053    3,756   
Katarina Utterström 
(until Mar 2013)  592    126    271    988   
Total executive management 
excl. CEO  8,894    2,299    4,147    15,339   
Other employees  46,811   4 157  14,141    18,260    83,369   

total  59,595    4,157    17,649    24,007    105,408   
Other staff costs  3,579    3,579   
Total staff costs  63,799    4,157    17,649    24,203    109,808   

 note 7 Employee costs
2013 2012

total female total female
Average no. of employees 55 19 55 19
No. of employees at 31 Dec 53 17 56 20
No. in executive management at 31 Dec 5 1 5 3
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 Board of directors  The government sets the remuneration of directors. As 
of 2000, annual fees of SEK 100,000 are paid to the Chairman, SEK 75,000 to 
the Deputy Chairman and SEK 50,000 to other directors. The government has 
approved additional remuneration of up to SEK 100 thousand for directors 
who sit on the Remuneration and Audit Committees. Remuneration of SEK 100 
thousand (100) was paid for committee engagements in 2013.

 Committees  The Remuneration Committee had three members in 2013. 
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 
and its role is to monitor and issue recommendations to the board in financial 
reporting, accounting, internal control, risk management and external audit.

 ceo’s remuneration  The board sets the salary and benefits of the CEO. 
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 notice 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 2013 the CEO received taxable benefits of SEK 2 thousand 
(2). The CEO does not participate in the performance-based incentive scheme.

 Executive management committee excl. CEO  The executive management 
committee consists of the CEO, the Head of Asset Management (Deputy CEO), 
the Chief Investment Officer, the Head of Strategic Allocation, the Head of 
Trading Support & Control/Chief Risk Officer, and the Head of Communica-
tions & Sustainable Investment. AP3 has collective 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 

 note 8 Other operating expenses

SEK m 2013 2012
Office rent 10 10
Communications and data costs 36 36
Services purchased 11 13
Other information 7 7
Total other operating expenses 64 66

Services purchased include fees to auditors. Consultancy fees for services 
ordered by the Government Offices totalled SEK 0.3 million (0.4).

SEK thousand 2013 2012
Audit assignments
Ernst & Young AB 1,050 876
Other assignments
KPMG 257 -
Ernst & Young AB 93 115
total 1,400  991

 note 9 Listed shares and investments

31-12-2013       31-12-2012

SEK m Fair value Fair value
Swedish equities 34,126 26,844
Investments in Swedish funds 1,387 1,060
Foreign equities 68,931 63,294
Investments in foreign funds 24,071 21,756
Total listed shares and investments 128,515 112,954

A schedule of the ten largest equity holdings is shown on page 53. 
A schedule of all the Fund’s equity holdings is available at www.ap3.se. 
 

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. Executive management committee 
members received taxable benefits ranging from SEK 0 (0) to SEK 15 thousand 
(36). Executive management does not participate in the performance-based 
variable remuneration scheme. 

 Performance-based remuneration programme  The board of direc-
tors 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 
Supervisory Authority in March 2010. The programme applied in 2013, 
giving employees in the asset management department the opportunity to 
receive performance-based remuneration of up to two months’ salary on the 
fulfilment of specific agreed criteria. Sixty percent of variable remuneration 
is not paid until three years after the year in which it is earned. Employees in 
administrative departments have the chance to receive variable remunera-
tion 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 vari-
able performance-based remuneration programme. The Fund reserved SEK 
4.2 million (4.7) in the 2013 accounts for variable remuneration contingent 
on fulfilment of agreed targets. This sum was equivalent to the payment of an 
average of 1.2 months’ salary in variable performance-based remuneration 
to each employee covered by the programme. 

 sickness absence  Total sickness absence in 2013 was 0.6% (0.7) – 0.4% 
(0.4) for male employees and 0.8% (1.4) for female staff. None (0%) of the 
Fund’s employees was on sick leave for more than 60 consecutive days in 
2013.

 Other information 
Under the guidelines of the Global Reporting Initiative, companies should 
disclose whether freedom of association and collective bargaining exists and 
if any employees are younger than 18. In compliance with Swedish law, AP3 
allows freedom of association and collective bargaining. The Fund has no 
employees aged under 18.

 note 7 Continued
 
 
 
Staff costs in SEK thousand, 
2012

Salaries 
and 

remune-
ration

Variable 
remune-

ration

Pension 
plan 

expenses

Social 
security 

expenses 
incl. 

special 
payroll tax Total

Chairman of the board, 
Pär Nuder

 110    34    144   

Other directors
Sonat Burman-Olsson 72 22  94  
Björn Börjesson  96    30    126   
Inga-Lill Carlberg  50    16    66   
Gunvor Engström  50    16    66   
Lars Ernsäter  60    19    79   
Peter Hellberg  60    19    79   
Kari Lotsberg  77    24    101   
Elisabeth Unell (from Jun 
2012)

 25    8    33   

Ingela Gardner Sundström 
(until Jun 2012)

 25    2    27   

total  625  190 815

CEO Kerstin Hessius  3,754    1,176    1,465   6,395   
Executive management excl. CEO
Gustaf Hagerud  2,800    791    1,072   4,663   
Christina Kusoffsky Hillesöy  1,280    393    498   2,171   
Mårten Lindeborg  2,038    573    779   3,390   
Katarina  Utterström  1,717    522    666   2,905   
Total executive management 
excl. CEO  7,835    2,279    3,015   13,129   
Other employees  51,896    4,738    14,882    21,228   92,744   

total  63,485    4,738    18,337    25,708   112,268
Other staff costs  4,401   4,401   
Total staff costs  68,511    4,738    18,337    25,898    117,484   
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corporate 
 identity number Reg’d office

number  
of shares

Share of  
equity capital Fair value

100% 
equity 2013

100% 
income 2013 

Unlisted shares in subsidiary and associated companies
Vasakronan Holding AB 556650-4196 Stockholm 1,000,000 25% 7,010 24,357 3,840
Hemsö Fastighets AB 556779-8169 Stockholm 700,000 70% 2,808 3,061 528

Hemsö Intressenter AB 556917-4336 Stockholm 25,000 50% 602 558 -12

Trophi Fastighets AB 556914-7647 Stockholm 1,000,000 100% 401 417 67

Total shares in Swedish subsidiary and associated 
companies 10,820

corporate 
 identity number Reg’d office

number  
of shares

Share of  
equity capital

2013 
Fair value

2012 
Fair value

Other unlisted Swedish shares  and investments

Bergvik Skog AB 556610-2959 Falun 347 5% 174 174
Alpcot Agro AB 556710-3915 Stockholm 9,874,993 7% 143 143
Affibody AB 556714-5601 Stockholm  220,271 2% 19 19

Five largest holdings in Swedish 
private equity firms and funds1

IT Provider Fund IV 17% 127 127
Valedo Partners Fund I 18% 120 113
Verdane Capital VII 10% 117 89
Litorina Capital III 11% 114 112
Verdane Capital VI 15% 51 57

Five largest holdings in foreign 
private equity firms and funds1

Carl Guernsey LP Inc 25% 1,336 1,340
RMK GAC 100% 807 850
Innisfree PFI Secondary Fund 2 22% 588 -
EuroPrisa 10% 472 469
Hancock GAC 100% 437 440
Cost of other holdings 17,616 16,774
total cost 22,120 20,707
Total fair value 29,086 24,812

A full schedule of all holdings can be found at www.ap3.se.
1 Relates to holdings in limited partnerships and similar structures over which AP3 lacks a material influence. 

 note 11 Bonds and other fixed income assets

BonDs anD otHeR FIXeD Income secURItIes 
BY cLass oF IssUeR 

31-12-2013 31-12-2012

SEK m Fair value Fair value 
Swedish state 33,446 31,523
Swedish mortgage lenders 8,365 14,609
Other Swedish issuers
  Financial institutions 2,159 997
  Non-financial institutions 15,372 12,694
Foreign states 18,420 10,699
Other foreign issuers 24,979 21,730
total 102,741 92,252
Fixed income funds 4,753 6,974
total 107,494 99,226

 note 11 Continued

BonDs anD otHeR FIXeD Income secURItIes 
BY cLass oF InstRUment 

31-12-2013 31-12-2012

SEK m Fair value Fair value 
Index-linked bonds 23,350 18,013
Other bonds 67,438 65,576
Certificates 3,076 3,743
Unlisted promissory note 7,341 3,750
Other instruments 1,535 1,170
total 102,741 92,252
Fixed income funds 4,753 6,974
total 107,494 99,226

SEK 9,607 million (5,314) of bonds and other fixed income securities relates to 
reinvested cash collateral received for securities lending. 

 note 10    Unlisted shares and investments

As of 31 December 2013, AP3’s investment commitments in unlisted securities via private equity firms and 
funds were as follows. The schedule below shows the five largest holdings in terms of invested capital. A 
schedule of all holdings, including the initial year of investment and the size of investment commitment, is 
available at www.ap3.se. 

31-12-2013 31-12-2012

SEK m Fair value Fair value 
Shares in Swedish subsidiary and associated companies 10,820 6,843
Shares in other Swedish companies 764 774
Investments in private equity firms and funds 1,308 752
Foreign shares and investments 16,194 16,443

Total unlisted shares and investments 29,086 24,812
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 note 12 Derivatives, gross 

31-12-2013

SEK m
Nominal 

value
Positive 

fair value
Negative
fair value

EQUITY-RELATED INSTRUMENTS

Options, OTC Drawn, buy 52 - -7
Drawn, sell - - -

Options, cleared Held, buy 13 0 -
Held, sell 25 0 -
Drawn, buy - - -
Drawn, sell - - -

Forwards 23,147 646 -349
Swaps 10,423 69 -2
total 33,660 715 -358
  – cleared 23,185

FIXED INCOME AND CREDIT-RELATED INSTRUMENTS

Options, cleared Held, buy 8,586 - -1
Held, sell 730,238 4 -118

                                             Drawn, buy 173,281 6 -1
                                             Drawn, sell 763,957 84 -2
FRAs/forwards 223,288 163 -152
CDS 23,457 316 -358
Swaps 13,940 187 -165
total 1,936,747 760 -797
 – cleared 1,899,350

CURRENCY-RELATED INSTRUMENTS

Options, OTC Held, buy 2,298 58 -
Held, sell 2,108 17 -
Drawn, buy 9,847 - -38
Drawn, sell 2,305 - -3

Forwards 100,143 1,531 -705
Swaps - - -
total 116,701 1,606 -745

Effect of netting - -

Total derivatives 2,087,108 3,081 -1,899

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, which limits counterparty risk to the clearing 
house. 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. 

Drawn put options are positions in different options strategies taken to manage 
portfolio risk. Where a put option requires AP3 to deliver an underlying security, 
the Fund always holds enough of the underlying security to meet its delivery 
obligation.

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

 note 12 Continued

31-12-2012

SEK m
Nominal 

value
Positive 

fair value
Negative
fair value

EQUITY-RELATED INSTRUMENTS

Options, cleared Held, buy 23 1 0
Drawn, buy 1,408 0 -7
Drawn, sell 1,333 - -50

Forwards 9,981 188 -34
Swaps 7,298 12 -10
total 20,043 201 -101
 – cleared 12,662

FIXED INCOME AND CREDIT-RELATED INSTRUMENTS

Options, cleared Drawn, buy 3,450 1 -
Drawn, sell 730,490 19 -21

FRAs/forwards 244,976 21 -30
CDS 21,032 235 -52
Swaps 19,667 149 -139
total 1,019,615 425 -242
 – cleared 978,916

CURRENCY-RELATED INSTRUMENTS

Options, OTC Held, buy 1,998 96 -
Held, sell 860 14 -
Drawn, buy 2,179 - -3
Drawn, sell 4,382 - -4

Forwards 100,709 1,901 -278
Swaps - - -
total 110,128 2,011 -285

Effect of netting -72 72

Total derivatives 1,149,786 2,565 -556

 note 13 Other assets

SEK m 31-12-2013 31-12-2012
Trade payables 472 1
Buybacks 11,134 17,071
Other assets 0 0
Other current receivables 0 -
Total other assets 11,606 17,072

 note 14 Prepaid expenses and accrued income

SEK m 31-12-2013 31-12-2012
Accrued interest income 1,304 1,761
Accrued dividends 71 72
Tax reclaimables 45 35
Prepaid expenses 45 38
Accrued premiums on equity loans 6 7
Total prepaid expenses 
and accrued income

1,470 1,913
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 note 15 Other liabilities

SEK m 31-12-2013 31-12-2012
Accounts payable 5 7
Trade payables 422 7
Payroll taxes 0 1
Staff PAYE taxes 3 2
Buybacks 6,442 13,536
Cash collateral received 15,387 13,076
Other liabilities 3 11
Total other liabilities 22,262 26,640

 note 16 Deferred income and accrued expenses

SEK m 31-12-2013 31-12-2012
Accrued external asset management costs 35 38
Other accrued expenses 14 12
Variable remuneration incl. social security expenses 9 8
Total deferred income and accrued expenses 58 58

A payment of variable remuneration earned in 2010 was made in 2013. 40% 
of a payment of variable remuneration earned in 2012 was made in 2013. 
The remainder of this amount will be paid in 2015. A provision for variable 
remuneration was made in 2013. A total of 40% of this amount will be paid in 
2014 and the remainder in 2016.

 note 17 Fund capital

net PaYments to/FRom tHe PensIon sYstem

SEK m 31-12-2013 31-12-2012
Fund capital at 1 Jan 232,956 214,106
Paid-in pension contributions  56,839 55,441
Paid-out pension disbursements -63,490 -59,005
Transfer of pension rights to the EU -2 -5
Settlement of pension rights 3 1
Administration fee to Swedish Pensions Agency -230 -220
Total net payments to/from the pension system -6,880 -3,788

Net profit for the year 32,398 22,638
Fund capital at 31 Dec 258,475 232,956

 note 18 Memorandum items

PLeDGes anD eQUIVaLent coLLateRaL to secURe oWn LIaBILItIes

SEK m 31-12-2013 31-12-2012
Pledged assets for buybacks
    Collateral received 11,116 17,071
    Collateral pledged 6,442 13,5361

Pledged assets for derivatives trading

     Cash collateral received 0 319
     Cash collateral pledged 89 186
Loaned securities for which collateral received

Loaned securities 14,985 12,782
Cash collateral received 15,387 12,756

The collateral shown above is presented in Notes 11, 13 and 15.

 

otHeR PLeDGes anD eQUIVaLent coLLateRaL

SEK m 31-12-2013 31-12-2012

Securities loaned against collateral in securities
Loaned securities 10,398 8,989
Collateral received in securities 11,225 10,747

oUtstanDInG commItments

SEK m 31-12-2013 31-12-2012
Unlisted equities 2,038 1,892
Real estate and timberland funds 1,156 1,458

1 An erroneous sum stated in the 2012 annual report has been corrected. 

 note 19 Related party transactions

AP3 rents its office space from Vasakronan at market rates.

 note 20 Currency exposure

assets sUBJect to cURRencY eXPosURe at 31 Dec 2013 
SEK m EUR GBP JPY USD Other Total
Shares and investments 16,911 11,576 7,313 43,914 26,020 105,734
Exposure to SEK-listed companies with foreign domicile1 435 532 1,159 2,127
Bonds and other fixed income securities 6,915 4,542 0 17,862 0 29,320
Derivatives -3,880 -484 13 -497 -36 -4,883
Other investment assets 1,772 -1,725 178 6,189 1,311 7,726

Foreign currency exposure, gross 22,153 14,442 7,505 67,469 28,455 140,024

Currency hedges -26,583 -10,526 -5,309 -36,157 -6,708 -85,283

Total currency exposure -4,430 3,916 2,196 31,311 21,747 54,741

assets sUBJect to cURRencY eXPosURe at 31 Dec 2012 
SEK m EUR GBP JPY USD Other Totalt
Shares and investments 15,969 10,364 5,581 34,542 25,618 92,072
Exposure to SEK-listed companies with foreign domicile1 357 500 - 317 770 1,944
Bonds and other fixed income securities 7,223 2,336 - 10,647 - 20,206
Derivatives 43 1 104 25 52 225
Other investment assets -4,802 450 100 2,285 2,920 953

Foreign currency exposure, gross 18,791 13,651 5,784 47,815 29,360 115,401

Currency hedges -10,627 -10,343 -3,222 -36,994 -919 -62,105

Total currency exposure 8,163 3,308 2,562 10,820 28,441 53,295

1 This holding is classified as a currency exposure due to legal requirements.

tHIRD sWeDIsH natIonaL PensIon FUnD 2013 | 45

notes 



       

 note 21 Financial instruments, price and valuation hierarchy

InVestment assets PeR VaLUatIon cateGoRY at 31 Dec 2013

SEK m

Observable 
prices in an 

active market

Valuation 
model with 
observable 
input data

Valuation 
model with 

non-observable 
input data total  

Listed shares 
and investments 103,057 25,458 - 128,515

Unlisted shares 
and investments - - 28,863 28,863
Bonds and other 
fixed income assets 93,236 6,693 7,788 107,718
Derivatives, positive 
market value 903 2,178 - 3,081
Total investment 
assets 197,196 34,330 36,651 268,177
Derivatives, 
negative market 
value -629 -,1,271 - -1,900
total 196,567 33,060 36,651 266,277

AP3 measures all holdings at fair value using a hierarchy of price sources and 
measurement methods. Fair value is defined as the amount for which an asset 
could be sold or a liability settled in a normal transaction between market 
players on the valuation date. 

Holdings shown in the benchmark indices that AP3 uses for liquid invest-
ments in equities and fixed income securities are measured initially at the 
prices stated by index vendors. Where such holdings are not included in an 
index or the index vendor’s price is not deemed to be reliable, measurement 
is at list prices observable in an active market. This is always the preferred 
measurement option and applies to the majority of AP3’s assets. When it is 
not available, however, AP3 uses the next step in the valuation hierarchy.

Reliable listed prices are unavailable for some holdings, notably some 
fixed income securities and most derivatives not traded over an exchange or 
handled by a clearing house. Measurements are based on generally accept-
able 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 whose price is 
deemed unreliable, for instance due to low market activity, the Fund obtains a 
third-party valuation to test the reasonableness 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 uncertainty. In AP3’s case, these relate mostly to private 
equity funds and holdings of unlisted shares in real estate companies. In 2013 
the Fund further developed its method for valuing real estate companies.

AP3 measures private equity fund holdings using valuations received from 
external managers. The Fund requires that fund managers comply with IPEV 

cHanGe In assets UnDeR VaLUatIon moDeL  
WITH NON-OBSERVABLE INPUT DATA 2011-2012

SEK m

Listed 
shares and 

invest-
ments

Unlisted 
shares and 

investments

Bonds 
and other 

fixed income 
assets

Deri-
vatives total

Carrying amount  
at 1 Jan - 21,346 5,441 -9 26,777

Invested - 3,929 776 - 4,705
Sold/repaid during 
year - -1,101 -1,375 - -2,476
Realised change  
in value - 72 0 - 72
Unrealised change 
in value - 569 3 -32 541
Transfer from level 
1 or 2 - - - - -
Transfer to level  
1 or 2 - -1,712 -1,500 - -3,212
Carrying amount  
at 31 Dec - 23,103 3,345 -41 26,407

cHanGe In assets UnDeR VaLUatIon moDeL  
WITH NON-OBSERVABLE INPUT DATA 2012-2013

SEK m

Listed 
shares and 

invest-
ments

Unlisted 
shares and 

investments

Bonds 
and other 

fixed income 
assets

Deri-
vatives total

Carrying amount  
at 1 Jan - 23,103 3,344 -41 26,047

Invested - 4,090 3,411 - 7,502

Sold/repaid during 
year - -2,484 -458 - -2,942

Realised change  
in value - -174 -3 - -177
Unrealised change 
in value - 2,616 -6 41 2,650
Transfer from level 
1 or 2 - 1,712 1,500 - 3,212
Transfer to level  
1 or 2 - - - - -
Carrying amount  
at 31 Dec - 28,863 7,788 0 36,651

InVestment assets PeR VaLUatIon cateGoRY at 31 Dec 2012

SEK m

Observable 
prices in an 

active market

Valuation 
model with 
observable 
input data

Valuation 
model with 

non-observable 
input data total  

Listed shares 
and investments 112,954 - - 112,954
Unlisted shares 
and investments - 1,709 23,103 24,812
Bonds and other 
fixed income assets 92,766 3,116 3,344 99,226
Derivatives, positive 
market value 157 2,407 - 2,564
Total investment 
assets 205,877 7,232 26,447 239,556
Derivatives, 
negative market 
value -26 -488 -41 -555
total 205,850 6,744 26,407 239,001

valuation principles and that their funds are reviewed by an established audit 
firm. Valuations from fund managers are usually received 90 days after the 
end of the quarter, which means that the declared 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 2013. Valuations primarily reflect the underlying profit-
ability of the investee but also how the equity market values comparable 
enterprises. Projected discounted future cash flow is of less importance 
from a valuation perspective because the AP3 private equity portfolio largely 
consists of buyouts. 

The table provides a schedule of all AP3’s investment assets by valuation 
category. Some 74% (86) 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 based on non-observable input data – would reduce 
AP3’s fund capital by 1.4% (1.1). AP3 has limited valuation risk.

During the year, funds (excluding private equity funds) with a total value 
of SEK 30,211 million were reclassified from observable prices in an active 
market to a valuation model using observable inputs. SEK 25,458 million of 
these are unlisted shares and investments and SEK 4,753 million were bonds 
and other fixed income assets.
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 note 22 Financial risk

RISK MEASURED AS VALUE AT RISK (VaR) FOR THE AP3 PORTFOLIO

SEK m Min. level Max. level Average 31 Dec 31 Dec*
2013 710 2,221 1,328 1,219 1,583
2012 956 2,203 1,554 1,025 1,750

* Column shows VaR for equally weighted historic data.

DAILY VALUE AT RISK (VaR) FOR THE AP3 PORTFOLIO 2013  

SEK m

Simple sensitivity analysis can be used to increase our understanding of how 
changes in asset prices would impact on profit based on outstanding positions 
in different assets. A 5% change in all equity prices would change the value of 
the AP3 equity portfolio by SEK 8,527 million (8,121). A change of 1 percentage 
point in all fixed income securities – known as a parallel shift of the yield curve 
– would result in a change in value of SEK 2,364 million (2,644). Likewise, a 5% 
change in all exchange rates versus the krona would result in a change in value 
of SEK 1,891 million (2,667). A sensitivity analysis does not consider the prob-
ability of any event occurring and takes no account of any correlation between 
different assets.

AP3’s holdings are exposed to market and credit risks that can result in changes in 
value when equity prices, fixed income yields, credit spreads and currency rates 
change. AP3 uses value at risk (VaR) to aggregate risk across all risk categories. At 
year-end, risk measured as VaR totalled SEK 1,219 million (1,025) for the total 
portfolio. AP3 measures VaR with a 95% level of confidence and a horizon of one 
day, meaning that negative changes in value should not exceed VaR on 19 days 
out of 20, assuming that market conditions follow historical patterns. AP3 bases 
VaR estimates on historic market data dating back 360 days. Historic data are 
weighted exponentially, meaning that market events in the preceding 80 days 
have overriding influence. The measurement method used is known as Monte 
Carlo simulation and is a random simulation of changes in value based on historic 
data. The table shows VaR at 31 December. Historic data are equally weighted, 
meaning that every day has equal significance.

AP3’s risk measured as VaR varied from SEK 710 million (956) to SEK 2,221 mil-
lion (2,203) during the year. Changes in the level of risk were due primarily to 
changes in market volatility, and to a lesser extent to changes in portfolio structure. 

The table above shows maximum and minimum VaR and both average risk 
and year-end risk for the AP3 portfolio. Risk exposure by risk category is shown on 
page 30.

sImPLe sensItIVItY anaLYsIs FoR tHe aP3 PoRtFoLIo at 31 Dec 2013

SEK m
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Credit risk in the AP3 portfolio for fixed income receivables and derivatives can 
be described by examining how exposure is allocated across different rating 
categories. The table below shows that 78% (73) of AP3’s credit risk exposure 
is to counterparties assigned ratings of between Aaa and Aa by Moody’s. The 
Fund reduces credit risk exposures in respect of buybacks and derivatives by 
insisting on collateral covering all or part of the counterparty’s liability.

EXPOSURE TO CREDIT RISK AT 31 DEC 201311

                                                                                                                CREDIT RATING 

SEK m Aaa Aa A Baa ‹Baa32 
Government bonds 54,882 4,659 212
Mortgage bonds 8,594 148 60 1
Corporate bonds 1,096 5,972 8,783 2,641 3,481
Deposits and buybacks 2,696 10,119
Derivatives, net 111 926
Gross exposure 64,572 13,587 20,100 2,641 3,482
Collateral received 999 4,335
Net exposure 64,572 12,588 15,765 2,641 3,482

EXPOSURE TO CREDIT RISK AT 31 DEC 20121

                                                                                                                CREDIT RATING 

SEK m Aaa Aa A Baa ‹Baa32 
Government bonds 48,458 1,985 334 259
Mortgage bonds 15,779 418 77 2
Corporate bonds 767 1,733 4,902 4,078 6,008
Deposits and buybacks 853 5,007 13,591
Derivatives, net 500 1,432
Gross exposure 65,857 9,642 20,336 4,337 6,011
Collateral received 4,534 5,074
Net exposure 65,857 5,109 15,261 4,337 6,011

1  Includes investments in listed fixed income securities; deposits and buybacks; non-cleared 
derivatives where AP3 has a claim on the counterparty; and repayments of collateral for 
securities lending. The table only shows exposure versus credit risk and cannot be read 
against the balance sheet.

2 Also includes unrated securities.

AP3’s liquidity risk is limited by the National Pension Funds Act, which requires 
the AP funds to hold at least 30% of their fund capital in fixed income securi-
ties with low credit and liquidity risk. AP3’s holdings in this category averaged 
32.1% (32.5) of fund capital in 2013.

tHIRD sWeDIsH natIonaL PensIon FUnD 2013 | 47

notes 

Exponentially weighted historic data                        
Equally weighted historic data data

0

500

1,000

1,500

2,000

2,500



48 | TREDjE AP-FONDEN 2013

aP3sXXXXXXXXXXXX

       

Signatures of Board of Directors and CEO

Stockholm, 20 February 2014

Pär Nuder, Chairman              Björn Börjesson, Deputy Chairman

Sonat Burman-Olsson              Inga-Lill Carlberg              Peter Englund

  Gunvor Engström Lars Ernsäter            Peter Hellberg            

Elisabeth Unell              Kerstin Hessius, CEO

Our auditors’ report was submitted on 20 February 2014.

 Peter Strandh
Authorised Public Accountant
Appointed by the Government 

Jan Birgerson
Authorised Public Accountant
Appointed by the Government

sIGnatURes oF tHe BoaRD oF DIRectoRs, ceo anD aUDItoRs

48 | tHIRD sWeDIsH natIonaL PensIon FUnD 2013



Tredje Ap-FONdeN 2013 | 49

AudiT repOrT

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

report on the annual accounts
We have audited the annual accounts of the Third Swed-
ish National Pension Fund for the 2013 financial year. The 
annual accounts of the fund are included in the printed 
version of this document on pages 28 - 48.

responsibilities of the Board of directors and  
the Managing director for the annual accounts
The Board of Directors and the Managing Director are re-
sponsible 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 Directors 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 
accordance with International Standards on Auditing and 
generally accepted auditing standards in Sweden. Those 
standards require that we comply with ethical require-
ments 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 considers internal control relevant to the fund´s 
preparation and fair presentation of the annual accounts 
in order to design audit procedures that are appropriate in 
the circumstances, but not for the purpose of expressing 
an opinion on the effectiveness of the company’s internal 
control. An audit also includes evaluating the appropriate-
ness of accounting 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 
sufficient 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 and present fairly, in all material respects, the financial 
position of the Third Swedish National Pension Fund as of 
31 December 2013 and of its financial 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 the income statement and 
balance sheet to be adopted.

responsibilities of the Board of directors and  
the Managing director
Our responsibility is to express an opinion with reasonable 
assurance from the result of our audit and inventory of 
the assets managed by the fund and the administration in 
general. We conducted the audit in accordance with gener-
ally accepted auditing standards in Sweden.

As a basis for our opinion on the inventory of the assets 
we have audited the fund´s statement of assets and a 
sample of supporting documents. 

Auditor’s responsibility
Our responsibility is to express an opinion with reasonable 
assurance from the result of our audit and inventory of 
the assets managed by the fund and the administration in 
general. We conducted the audit in accordance with gener-
ally accepted auditing standards in Sweden.

As a basis for our opinion on the inventory of the assets we 
have audited the fund ś statement of assets and a sample of 
supporting documents. 

As a basis for our opinion concerning discharge from 
liability, in addition to our audit of the annual accounts, we ex-
amined significant decisions, actions taken and circumstances 
of the fund in order to determine whether any member of the 
Board of Directors or the Managing Director is liable to the 
fund. We also examined whether any member of the Board of 
Directors or the Managing Director has, in any other way, acted 
in contravention of the Swedish National Pension Funds Act.

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

Opinions
The audit has not given rise to any remarks regarding the 
inventory of the assets or otherwise regarding the adminis-
tration.

Stockholm, 20 February 2014

Jan Birgerson

Authorised Public Accountant

Appointed by the Government   

Peter Strandh

 Authorised Public Accountant

Appointed by the Government   
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Ap3 SiNce iNcepTiON

Ap3 SiNce iNcepTiON iN 2001
Since 2001 AP3 has operated under a mandate from Parliament to manage its fund capital in the best 
interests of the income pension system. The Fund aims to achieve its target of an average real return of 4% 
over time by investing in a diversified global portfolio of listed equities, fixed income assets and alternative 
investments. 
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Equity markets experienced two major 
slumps between 2001 and 2013, a period 
in which AP3’s annual nominal return 
averaged 4.8%.

cumulative return after expenses 2001-2013, % Pensions and pension credits are indexed 
annually using the income index. It is thus 
important that AP3’s returns at least keep 
pace with the index to ensure we contribute 
positively to the pension system. Since 2001, 
the income index has risen at an average 
annual rate of 3.0%, while AP3’s nominal 
return has averaged 4.8% per year. Thus, AP3 
has outperformed the income index during 
this period. Real annual return (adjusted for 
inflation) has averaged 3.3%.

AP3 RPI +4% Income index

This increase consists of SEK 123,129 million 
in asset management returns plus SEK 1,371 
million in net flows from the pension system. 
Since 2009 AP3 has been a net contributor to 
the pension system and has thus far paid out 
a total of SEK 19,854 million. 

Between inception in 2001 and the end  
of 2013, AP3’s fund capital rose from SEK 
133,975 million to SEK 258,475 million –  
an increase of SEK 124,500 million since 
inception.
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Growth of SeK 124,500 million in fund capital since 2001
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Five-yeAr SuMMAry

Five-year summary

2013 2012 2011 2010 2009

iNcOMe ANd iNFLOWS
SEK bn
Net flows to/from pension system -6.9 -3.8 -1.2 -4.0 -3.9
Profit/loss for the year 32.4 22.6 -5.5 18.3 29.4

Fund capital at 31 Dec1 258.5 233.0 214.1 220.8 206.5

reTurN ANd eXpeNSeS. TOTAL pOrTFOLiO
%
Return before expenses 14.2 10.7 -2.4 9.1 16.4
Operating expenses 0.07 0.08 0.07 0.07 0.08
Commission expenses 0.06 0.05 0.04 0.07 0.09
Return after expenses 14.1 10.7 -2.5 9.0 16.3

Inflation 0.1 -0.1 2.0 2.3 0.9
Real return after expenses 14.0 10.7 -4.4 6.5 15.3
SEK bn
Return after commission expenses 32.6 22.8 -5.3 18.5 29.6
Operating expenses 0.2 0.1 0.2 0.2 0.1
Return after expenses 32.4 22.6 -5.5 18.3 29.4

ANNuALiSed NOMiNAL reTurN 
AFTer eXpeNSeS
%
Five years (2009-2013) 9.3 1.9
Ten years (2004-2013) 6.5 6.7

riSK
Risk (1-yr standard deviation) in total portfolio,2 % 4.9 5.3 9.2 7.0 9.9
Sharpe ratio in total portfolio 2.8 1.8 neg 1.2 2.0
Risk (1-yr standard deviation) liquid assets, % 5.7 6.3

Sharpe ratio liquid assets 2.3 1.6

Risk (10-yr standard deviation), % 7.9

curreNcy eXpOSure
% of total portfolio3 20.4 22.0 19.3 11.3 8.3

eXTerNAL MANAGeMeNT
% of total portfolio 35.2 35.7 34.8 41.0 40.7

ASSeT MANAGeMeNT eXpeNSeS
% of assets under management
Operating expenses 0.07 0.08 0.07 0.07 0.08
Operating expenses + commission expenses 0.13 0.14 0.11 0.14 0.17

No. of employees at 31 dec 53 56 57 56 55 

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

change in fund capital

SEK m 2013 2012 2011 2010 2009

Fund capital at 1 Jan1 232,956 214,106 220,829 206,539 181,024
Net flows -6,880 -3,788 -1,240  -4,041 -3,906
Special asset management - - - - 0
Profit/loss 32,398 22,638 -5,483  18,331 29,421

Fund capital at 31 dec 258,475 232,956 214,106  220,829 206,539

1 Fund capital at inception in 2001 was SEK 133,975 million.
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FOcuS: Ap3’S pOrTFOLiO iN 2013
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Market value per asset category

SEK bn 31-12-2013 31-12-2012 31-12-2011 31-12-2010 31-12-2009

LiSTed eQuiTieS1 Sweden 32.6 26.2 28.7 32.0 26.5
Europe 26.6 25.5 25.6 24.4 25.5
North America 41.8 29.3 27.1 25.2 24.1
Asia 12.4 11.8 10.6 16.4 15.2
Emerging markets 14.6 14.3 13.1 12.8 11.5

Total listed equities 128.0 107.2 105.1 110.8 102.7

FiXed iNcOMe1

Nominal Sweden 50.7 54.2 41.7 31.6 13.6
Eurozone 2.5 2.5 0.6 14.9 12.5
UK 2.6 2.4 2.3 4.7 4.4
USA 13.1 12.4 11.8 9.1 20.3
Asia 0.0 0.0 0.0 0.0 5.2

 
Index-linked bonds Sweden 14.5 15.3 17.1 1.5 0.1

Eurozone 2.5 2.8 0.6 1.4 4.7
USA 4.6 0.0 3.6 12.3 9.5

Total fixed income 90.6 89.5 77.6 75.4 70.2

ALTerNATive iNveSTMeNTS1

Real estate Shares and promissory notes in Vasakronan 10.3 8.4 7.7 7.0 6.6
Shares and promissory notes in  
Hemsö Fastigheter 7.0 3.2 2.6 2.1 2.3
Shares in Sagax 0.3 - - - -
Shares and promissory notes in Trophi 1.0 - - - -
Swedish mortgage bonds 0.0 0.0 0.0 3.4 3.4
Timberland and agricultural land 4.3 4.2 4.0 3.2 2.9
International real estate funds 5.6 3.8 1.4 1.2 0.9

Total real estate 28.5 19.6 15.7 16.9 16.0

Unlisted equities2 9.8 11.4 11.5 10.9 9.8

New strategies3 - - - 6.9 7.7

Other assets4 1.6 5.2 4.2 - -

Total alternative investments 39.8 36.3 31.4 34.7 33.6

TOTAL 258.5 233.0 214.1 220.8 206.5

1 Cash 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.
2 Includes infrastructure funds.
3 New strategies were allocated between the various asset categories during 2011. Investments not qualifying for a specific category are classified as “Other assets”.
4 Other assets include investments in convertible debentures and insurance-related risk.

1 The 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.
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Ap3S rOLL i peNSiONSSySTeMeT FOcuS: Ap3’S pOrTFOLiO iN 2013

Allocation of fund capital between internal and external management mandates at 31 dec 2013

Mandate Market value, SEK m Share of fund capital, %

eXTerNAL diScreTiONAry MANdATeS
equity mandates
Passive mandates
Blackrock Investment Management Europe - Small cap 3,451
Blackrock Investment Management Japan 7,376
Blackrock Investment Management Asia-Pacific 3,668
Blackrock Investment Management North America - Large cap 2,113
Blackrock Investment Management North America - Mid cap 4,995
Blackrock Investment Management North America - Small cap 6,149
Enhanced mandates
Blackrock Investment Management Nordamerika - Large cap 11,394
Intech Investment Management Nordamerika - Large and mid cap 2,772

Fixed income mandates
Active mandates
Guggenheim Investment Management USA - High Yield 405

42,323 16%

FuNd iNveSTMeNTS
Listed assets
Equity funds 16,480
Fixed income funds 3,448
Absolute return strategies and hedge funds 9,862
Unlisted assets
Private equity funds 9,915
Real estate funds 4,785
Timberland funds 4,074

48,563 19%

iNTerNAL MANAGeMeNT MANdATeS
Listed shares and investments 63,262
Fixed income and credits 84,486
Insurance-related risk 1,526
Unlisted holdings in real estate companies 18,308

167,583 65%

OTHer ASSeTS ANd LiABiLiTieS1 6 0%

TOTAL FuNd cApiTAL 258,475 100%

1 Consist primarily of cash and currency hedges.

Ten largest holdings of the Ap3 equity portfolio at 31 dec 2013

Company Market value, SEK m
Hennes & Mauritz 3,103
Nordea 2,544
Ericsson 2,081
Swedbank 1,774

SEB 1,538
Svenska Handelsbanken 1,415
Volvo 1,192
TeliaSonera 1,128
Atlas Copco 1,125
ABB 1,106

Ten largest recipients of brokerage fees in 2013

Credit Suisse JP Morgan SEB
Deutsche Bank Morgan Stanley UBS
Evli Neonet Securities
Goldman Sachs Nordea

Five counterparties that handled the largest volumes of Ap3’s 
foreign exchange trading in 2013

Citibank Nordea SEB
JP Morgan Royal Bank of Scotland

Five counterparties that handled the largest volumes of Ap3’s  
fixed income trading in 2013

Barclays JP Morgan UBS
Danske Bank Nordea
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Alternative investments at 31 dec 2013

Mandate Description of mandate and management type

Outstanding 
investment commiments 

in SEK m at 31 Dec 2013

Market value 
in SEK m

 at 31 Dec 2013

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

2,038 9,771

Investments in infrastructure assets are made both in Sweden and internationally 9 691

Real estate Real estate investments consist of holdings in Vasakronan, Hemsö Fastigheter, Sagax, Trophi, 
holdings of timberland and agricultural land, and holdings in international real estate funds. 

1,156 28,459

Investments in international real estate are made through funds 1,043 5,577

Investments in timberland are made in Sweden and internationally 113 4,074

Details of AP3’s holdings of listed equities, fixed 
income assets, unlisted equities via private equity 
funds, and timberland and real estate invest-
ments can be downloaded from www.ap3.se.

Total unlisted equity investments at 31 dec 2013

SEK m

Total invested 
capital

Total value of 
 distributions1 and 

market value

Total 
distributions1 

2001-2013

Market value  
at 31 Dec 2013

SEK 16,120 million of AP3’s total investment commitments had been 
invested as of 31 Dec 2013. Holdings including distributions had a total 
market value of SEK 22,576 million.
1 Distributions are repaid invested capital plus capital gains.

Total investment commitments in unlisted equities at 31 dec 2013

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

SEK m

Scandinavia Rest of the worldEurope

Market value of real estate investments at 31 dec 2013

The AP3 real estate portfolio consists of holdings in Vasakronan, Hemsö 
Fastigheter, Sagax, Trophi, holdings in international real estate funds, 
and holdings of timberland and agricultural land and funds. 

SEK m
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  Listed equiti es 
  Fixed income 
  Alternati ve investments

Ap3’s global diversifi ed portf olio at 31 dec 2013  

AP3 invests in a globally diversifi ed portf olio. The chart below shows investment allocati ons by region and market value at 31 December 2013.
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AP3’s long-term mandate enables us to invest in relati vely illiquid assets. These investments help to diversify portf olio risk and raise potenti al returns 
through liquidity premiums and other advantages. The Fund’s diversifi cati on-oriented investments consist of private equity funds, real estate, ti m-
berland and other assets of a more opportunisti c nature. Alternati ve investments rose from SEK 3,752 million in 2001 to SEK 39,828 million in 2013 
and at 31 December 2013 accounted for 15.4% of the total portf olio. 
1 “Other assets” were redefi ned in 2011, resulti ng in transfers of SEK 2,977 million to listed equiti es and fi xed income receivables.

diversifi cati on through alternati ve investments 2001-2013 
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Gri crOSS-reFereNce TABLe

cONTeNTS AccOrdiNG TO Gri

AP3 has a long tradition of commitment to exercising environmental and social governance (ESG) in our 
investing activities, reflecting the fact that responsible investment forms an integral part of our mandate. 
We do so by incorporating ESG in our investment analysis, corporate stewardship and our engagement in 
the AP funds’ Ethical Council. We report annually on our performance in this area in the AP3 corporate 
stewardship report and the Ethical Council’s annual report.  

During the 2013 financial year, AP3 decided to disclose its 
economic, environmental and social impacts as part of the 
annual report for the first time. We base our sustainability 
reporting on the Global Reporting Initiative’s new G4 guide-
lines and Financial Services Sector Disclosures.

The report covers AP3’s operating activities to the same 
degree as covered in the financial statements and without 
any limitations. 

Reporting indicators were selected on the basis of the 
requirements and expectations of AP3’s stakeholders and 
the Fund’s own priorities, thus establishing a common view 
with regards to materiality. This is our first report under the 
GRI and some of the GRI indicators are incomplete. It is our 
intention during 2014 to develop our disclosures, data and 
procedures in relation to stakeholder dialogue and environ-
mental responsibility. 

This GRI report has not been reviewed by any third party.

indicator Name reference

Strategy and analysis
G4-1 Statement from the most senior 

decision-maker of the organisation
pp 4-6

Organisational profile
G4-3 Name of the organisation p 1

G4-4 Primary brands, products and 
services

AP3 does not sell products or 
services. The Fund manages 
pension funds on behalf of the 
national pension system. See pp 
8-10

G4-5 Location of organisation’s 
headquarters

p 60

G4-6 Number of countries where the 
organisation operates

AP3’s sole office is in Stockholm. 
The Fund invests globally, see p 55

G4-7 Nature of ownership and legal 
form

p 2

G4-8 Markets served p 55

G4-9 Scale of the reporting organisation pp 2-3, 51

G4-10 Number of employees pp 24-25, 41

G4-11 Employees covered by collective 
bargaining agreements

pp 41-42

G4-12 The organisation’s supply chain pp 8-10

G4-13 Significant changes regarding size, 
structure, ownership or value 
chain

p 28

G4-14 Management of the precautionary 
principle

pp  34-35

G4-15 External economic, environmental 
and social charters, principles or 
other initiatives to which the 
organisation subscribes or 
endorses

Corporate stewardship report 
and the Ethical Council’s annual 
report, www.ap3.se

G4-16 Membership of trade and other 
associations

Corporate governance report, 
www.ap3.se and 
www.etikradetapfonderna.se

report materiality and parameters
G4-17 Units included, and not included, 

in the report
pp 40, 56

G4-18 Process for defining report content p 21

G4-19 Material aspects identified p 21

G4-20 Boundary of each aspect within 
the organisation

pp 21, 56 

G4-21 Boundary of each aspect outside 
the organisation

pp 21, 56  

G4-22 Explanation of the effect of any 
re-statements of information 
provided in earlier reports

p 40 relating to economic data 
(not relevant re other 
disclosures)

G4-23 Significant changes from previous 
reporting periods regarding the 
scope or boundary of the report

p 40 relating to economic data 
(not relevant re other 
disclosures)

Stakeholder groups engaged by the organisation
G4-24 List of stakeholder groups p 21

G4-25 Basis for identification and 
selection of stakeholder groups

p 21

G4-26 Approaches to stakeholder 
engagement in preparation of the 
report

p 21

G4-27 Key topics and concerns raised 
through stakeholder engagement 
and how the organisation has 
responded, including through its 
reporting

p 21

profile of the report
G4-28 Reporting period p 56, 1/1-31/12 2013

G4-29 Date of previous report This is AP3’s first sustainability 
report under the GRI

G4-30 Reporting cycle The financial year is the same as 
the calendar year

G4-31 Contact www.ap3.se 

G4-32 GRI contents and references pp 56-57

G4-33 Policy with regard to seeking 
external assurance for the report

Has not been submitted to third 
party for review

corporate stewardship
G4-34 Governance structure of the 

organisation and including 
responsibilities for economic, envi-
ronmental and social impacts

Governance report, stewardship 
policy and www.ap3.se

etics and integrity
G4-56 Values, principles and codes of 

conduct
p 25

General standard disclosures
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indicator Name reference
G4-DMA Why the aspect is significant and 

how it is managed and evaluated
p 56

ecONOMic
Sector-
specific 
DMA

Explain the organisation’s strategy 
for social investments 

AP3’s operating activities relate 
primarily to managing capital 
assets within the national 
pension system, which is an 
important social mandate. See pp 
8-10

G4-EC1 Direct economic value generated 
and distributed

p 21

eNvirONMeNT
Energy
G4-EN3 Energy consumption p 22

Emissions
G4-EN15 Direct greenhouse gas emissions p 22

G4-EN16 Indirect greenhouse gas emissions p 22

Waste
G4-EN23 Waste p 22

SOciAL
Labour practices
Employment
Specific 
DMA

Legal deviations regarding labour 
conditions in the value chain 

Not relevant to AP3

G4-LA1 New employees and rate of 
employee turnover

pp 24-25, 41-42

G4-LA2 Benefits provided to full-time 
employees

pp 41-42

Labour practices
Health and safety of employees
Specific 
DMA

Programmes that support 
employees and their families 

pp 24-25

G4-LA6 Rates of injury, lost days, and 
work-related fatalities

Lost days p 42. No work-related 
injuries or accidents occurred 
during the year

Training
G4-LA9 Hours of training per employee Not measured, see pp 24-25

G4-LA11 Evaluation and monitoring pp 24-25

Diversity and equality
G4-LA12 Composition of the organisation’s 

decision-making bodies
pp 24-25, 41-42

Human rights
Investments
G4-HR1 Investment decisions that include 

human rights clauses
Ethical Council annual report. The 
AP3 stewardship policy is based 
on international conventions 
signed by Sweden

Non-discrimination
G4-HR3 Discrimination The Fund has an internal policy. 

Discrimination is prohibited. No 
cases of discrimination were 
reported during the year

Freedom of association and collective bargaining
Specific 
DMA

Policies pp 41-42

G4-HR4 Freedom of association and 
collective bargaining 

Freedom of association exists at 
AP3 and the Fund has collective 
agreements with trade unions, pp 
41-42

Child labour
G4-HR5 Operations identified as having 

significant risk for incidents of 
child labour

AP3 does not employee people 
under the age of 18

Specific standard disclosures

Gri crOSS-reFereNce TABLe

Forced or compulsory labour
G4-HR6 Operations identified as having 

significant risk for incidents of 
forced or compulsory labour 

Not relevant to AP3
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Society
Local society
FS13 Access points for sparsely 

populated areas
Not relevant to asset manage-
ment company

FS14 Initiatives to improve accessibility Not relevant to asset manage-
ment company

Anti-corruption
Specific 
DMA

Procedure for analysing risks 
related to corruption

pp 34-35

G4-SO4 Communications and training pp 24-25

G4-SO5 Incidents of corruption  No incidents of corruption 
occurred during the year

Anti-competitive behaviour
G4-SO7 Legal actions for anti-competitive 

behaviour taken against the 
organisation

Not relevant to AP3. The Fund 
exclusively manages its own 
capital. It is a government agency 
and manages state-owned assets 

product responsibility
Labelling of products and services
FS15 Policy for fair design and sale of 

financial services and products
Not relevant to AP3

FS16 Initiatives to improve financial 
disclosures

p 21

impact on products and services
Product portfolio
FS1 Guidelines for environmental and 

social aspects
pp 18-20

FS2 Procedures to evaluate and 
analyse environmental and social 
risks 

pp 18-20

FS3 Processes for analysing clients' 
implementation and compliance 

Not relevant to asset manage-
ment company

FS4 Processes for employees to take 
actions in social and environmen-
tal responsibility 

pp 18-20, 24-25

FS5 Interactions with investees and 
partners regarding environmental 
and social risks and opportunities

pp 18-20

FS6 Product portfolio AP3's asset management 
portfolio. See also pp 12-16 and 
directors' report

FS7 Economic value of products and 
services with special social 
objectives 

Not relevant to asset manage-
ment business

FS8 Economic value of products and 
services with special environmen-
tal objectives 

Not relevant to asset manage-
ment business

Audits
FS9 Audits to evaluate environmental 

and social policies
Corporate stewardship, Ethical 
Council annual report. AP3 makes 
no social audits of its suppliers

Active ownership
FS10 Companies with which the 

organisation has engaged on 
environmental or social issues

pp 18-20 and Ethical Council 
annual report, 
www.etikradetapfonderna.se.

FS11 Assets that fall within the scope of 
environmental or social selection 
criteria

pp 18-20 and Ethical Council 
annual report, 
www.etikradetapfonderna.se.

FS12 Voting policies applied to 
environmental or social issues 

pp 18-20 and www.ap3.se



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 
the projected market outlook.

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 balance 
figure drops below 1, the automatic balancing mecha-
nism 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 disbur-
sements 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.

cdS Credit default swap. See Credit Swap.

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 approval 
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 deriva-
tives 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. 

consultation level A prearranged level for earned 
income in a specific period that triggers a review of the 
agreed strategy in consultation with a superior. Where 
the consultation level is reached, the risk mandate is 
automatically confined to fixed limits to offset the risk 
of losses. 

credit bond Fixed income security that carries a hig-
her level of risk than a government bond. Often issued 
by corporations and mortgage lending institutions.

credit swap Derivative contract between two parties, 
A and B, in which A pays B an interest premium for 
a specific period of time. B only pays a premium to 
A in the event that a 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 an ISDA agreement that 
regulates how an entity with an outstanding debt 
(unrealised loss) must provide collateral in the form of 
cash or securities.

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

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

distribution Repayment of an invested sum plus 
capital gains.

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/future A contract in which counterparties 
undertake to buy or sell an underlying asset at a 
predetermined 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.

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

insurance-related bond A bond whose return is con-
nected to exposure against disaster-related risks such 
as hurricanes and earthquakes.

investment grade Bonds which have a credit rating of 
BBB or higher. They 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 and venture capital firms. It issues 
valuation guidelines based on IFRS and US GAAP, 
which are seen as industry standards.

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

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

OTc Short for over the counter. Refers to 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 A measure of credit worthiness that denotes 
the probability that a counterparty can fulfil its com-
mitments. The rating may relate to the counterparty 
itself or a series of securities issued by the counter-
party.

real return Nominal return adjusted for inflation.

realised volatility See Volatility.

reference index See Benchmark Index.

risk-adjusted return A means of evaluating asset 
management 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 budgeting Adjustment of risk levels across mana-
gement mandates based on their expected return and 
correlation to optimise the total risk-adjusted return.

risk capital Generally refers to investments in a 
company’s equity. Relates in practice to investments 
in entities 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. Is also called enhanced index 
management.

Sharpe ratio Measurement of a portfolio’s risk-
adjusted return, i.e. the efficiency of the portfolio. 
It corresponds to portfolio return minus risk-free 
interest 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 imme-
diate 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.

Total return swap See Swap.

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 measure 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 with 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.

volatility strategy Strategy in which projected vola-
tility for different equity indices is set against realised 
volatility. 

Measures of return and risk

Absolute return  (rp)  
Portfolio return

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

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

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