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About the AP3 annual report 2014

The AP3 2014 annual report descibes our efforts to generate maximum returns for the 
benefit of the state pension system and hence contribute to a financially sustainable 
society. Ever since the AP funds were launched as part of the reformed pension sys-
tem in 2001, AP3 has been creating value for the pensioners of today and tomorrow.

This annual report is aimed at everyone interested in learning more about how 
some of Sweden’s national pension capital is being invested on the country’s behalf. 
Communication with our stakeholders is critical to creating insight into, and under-
standing of, the Fund’s approach and strategy. We aim at all times to disclose our 
activities with a high degree of clarity and transparency. 

This annual report is designed to give a broad picture of our operating  activities. 
Starting in 2014, we are responding to the increasing emphasis placed on environ-
mental, social and corporate governance by publishing a sustainability report in 
addition to the annual accounts.

Third Swedish National Pension Fund’s (AP3) mission:

» AP3’s mission is to generate maximum

possible benefit for the Swedish pension system

through responsible investment and management

of the the pension system buffer «
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AP3 CEO Kerstin Hessius 
summarises a successful year but sees  
challenges ahead. 

AP3’s investment strategy
AP3 plays an important role and has a core mission 
in the Swedish pension system. The assets that we 
manage belong to the Swedish people and must 
be available to fund the pensions of both today 
and tomorrow. A long-term  
investment approach and  
sustainability are key pillars of  
our asset management strategy.
 

8

The AP funds 15 years on  
Journalist Johan Schück talks to Anna Hedborg, 
Bo Könberg and Kerstin Hessius about the 
pension system’s evolution during the last 15 
years. Anna Hedborg and Bo Könberg  
were key players behind the design  
of the current pension system.

Active corporate stewardship
AP3 is committed to responsible and active 
corporate stewardship. We deploy different 
stewardship tools according to whether our 
holdings are directly owned and where our 
investees are domiciled.
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    AP3  | AP3 AND THE PENSION SYSTEM IN BRIEF

AP3 and the pension system 
The Pension Funds Act tasks AP3 with managing its capital to generate maximum benefit for the Swedish income 
pension system. The Fund has two roles within the pension system: to serve as a buffer to help balance pension 
system inflows and outflows, and contributing to the pension system’s long-term financial stability.

AP3’s asset management strategy reflects 
our role as a buffer for the state income 
pension system. The combined  “buffer 
capital” of the AP funds  represents 
around 13% of income  pension  system 
assets. Total assets must be at least as 
large as pension liabilities to  permit 
pensions and pension credits to be 
indexed upwards at the same rate as 
average Swedish incomes. AP3 con-
tributes to the system’s stability when 
our investment returns exceed aver-
age wage growth as measured by the 
income index. We have succeeded in 
this ever since inception in 2001. 

Key buffer role in the future
The state income pension is based on 
people currently in employment pay-
ing in pension contributions that earn 
future pension credits. Incoming con-
tributions in any given year are used to 
finance outgoing pensions that same 
year. The system is effectively an agree-
ment between generations, with people 
currently in work paying the pensions 
of current retirees.

Together with AP1, AP2 and AP4, 
AP3 serves as a buffer in this pay-as-
you-go system by managing the sur-
pluses and financing the deficits that 
arise every year between pension 
 contributions and disbursements. 

The system is facing a heavy  burden 
as the post-war baby boom generation 
now enters retirement. Forecasts indi-
cate that the system will be subject to 
heavy deficits until around 2040. The 
AP funds are there to cover these defi-
cits. The returns generated by the  buffer 
capital are therefore critical, and it is 
 essential that the funds do not incur 
large losses in any given year. 

Target real return of 4%
AP3 has an operating target of a 4% 
annual real return on investment. If 
achieved, this figure strikes a good 
balance between long-term pension 
system stability and the risk of short-
term falls in fund value. The target is 
expressed in real terms to ensure that 
we safeguard pensioners’ purchasing 
power.

The AP3 investment strategy is 
geared to achieving this objective. In 
the last 10 years we have recorded an 
average annual real return of 5.5% and 
thus fulfilled our undertaking to the 
pension system during this period. Our 
success reflects a structured investment 
process based on risk diversification 
and a method that adjusts risk to pre-
vailing market conditions.

Long-term value creation
As a Swedish state pension fund, AP3 
strongly emphasises long-term value 
creation when selecting investments. 
Thus, it is imperative that investee  
com panies are managed  responsibly. 
Sustainability is fully incorporated into 
our investment process and spans envi-
ronmental, climate, social and steward-
ship aspects. AP3 bases our stewardship 
engagements on the investment strategy.
 

Pensions and pension credits are indexed upwards 
annually in line with the income index. AP3’s contribution 
to the pension system is thus contingent on our growing 
at least in line with the index. Since 2001, the income 
index has risen at an average annual rate of 3.1%, while 
AP3’s nominal return has averaged 5.4% per year. Thus, 
AP3 has outperformed the income index during this 
period. We have also achieved our target of an average 
annual real return of 4% in this time frame.

AP3 achieved its target of a 4% real return for 2001-2014  
Aggregate return after expenses, %
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Payment to the pension system  

 288,332

 

288.3 233.0 220.8
-3.8 -4.0

32.4 22.6
Return before expenses, % -2.4

0.08

 AP3 reported income of SEK 34,977 million (32,398).

 AP3’s total return was 13.8% before expenses and 13.7% after expenses.  
Equities and currencies were the largest positive contributors to income.

 Fund capital stood at SEK 288,332 million at year-end, up SEK 29,857 million 
from the prior year. 

 AP3 made payments to the pension system totalling SEK 5,210 million.

 Since inception in 2001 the Fund has achieved its target of a 4% annual real 
return over time.

 AP3 has outperformed the benchmark portfolio by an average of 2.5 percentage 
points in the last three years.

 The Fund extended the process of implementing environmental and social 
governance across asset management operations and also measured the equity 
portfolio’s carbon footprint.

 The year was one of moderate economic growth, loose monetary policy  
and rising asset prices.

Sweden

Europe
4%

3%

North America

Emerging markets
4%

  Fixed income 

 
 

at market value on 31 December 2014.
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Target achieved but many challenges remain  
I am proud to report yet another record year, with income 
of SEK 35 billion and a net return of 13.7%. Since inception 
in 2001 we have attained our long-term target of an average 
annual real return of 4%, meaning that we have fulfilled our 
mission within the pension system. Since 2009 the AP funds 
have together also contributed SEK 100 billion to cover the 
deficit in the state income pension scheme, with AP3 provid-
ing a quarter of this amount. At the same time, the AP funds 
have made a growing contribution to the long-term financing 
of the pension system. Combined fund capital now exceeds 
13% of total assets, compared to 10% at inception.    

Challenge of low interest rates 
The Swedish Pensions Agency’s baseline scenario for fund 
 capital growth assumes a real return of 3.25% per annum. This 
was the starting point when the new pension system launched 
in 2001. AP3’s target connotes a higher level of ambition and 
reflects an intention to limit the risk of balancing. Historically, 
the AP3 target would appear prudent, but achieving it has 
required favourable performance from the financial markets 
over a number of years. In the last five years AP3 has recorded 
an average annual return of no less than 8.8%. Looking for-
ward, however, the target looks challenging given that interest 
rates are close to zero. Achieving it will put high demands on 
our innovative capacity and ability to identify alternatives that 
can raise portfolio returns without significant increase in risk.

Infrastructure on the agenda  
We offer many benefits as a pension fund. We have a skilled 
and effective organisation, relatively favourable investment 
rules, thorough governance and an important role to play in 
society. AP3 bases its investment perspective on the portfolio 
as a whole in terms of projected return, risk and asset man-
agement cost. In 2014 we focused among other things on 
finding more investments with the potential to enhance the 
stability of portfolio returns. Infrastructure assets were one 
of these investments. It is important to be able to invest cost- 
effectively and that we can add value as a long-term owner. 
Since 2009 we have invested in social infrastructure via our 
real estate company Hemsö. We are now actively seeking to 
make more infrastructure investments, especially in Sweden.  

An odd and expensive proposal  
In March 2014 the parliamentary Pensions Group published 
recommendations for changes to the governance of the 
AP funds. The proposals came as a complete surprise to us. 
They did not consider the funds’ experience and expertise in 
AP fund management. Furthermore, no request was made for 
an analysis of the potential consequences. Basically, our view 
is that implementing the proposals would result in today’s 
professional pension fund management across multiple asset 
types and strategies being phased out and replaced by index 
management of global listed assets. Such a transition would 

    AP3  | STATEMENT BY THE CEO
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be expensive and create a risk of lower investment returns 
over time. Moreover, the AP funds’ holdings in Swedish com-
panies would decline and there would be less diversity in the 
Swedish financial market. The big question is why the gover-
nance of the AP funds should change when it has worked 
well until now. 

Well-run companies deliver superior returns
AP3 has a special responsibility as a co-manager of  Sweden’s 
pension buffer. We implement a clear and integrated sustain-
ability perspective across our asset management operations 
as a basis for long-term value creation. We reinforced this per-
spective during the year by transferring primary  responsibility 
for sustainability to the asset management department. Our 
 sustainability strategy covers the entire portfolio and it is there -
fore important that all AP3 fund managers include sustainabil-
ity in their analysis. During the year an internal sustain ability 
training programme further equipped us to make the right 
investment decisions from an environmental and social gover-
nance perspective. We firmly believe that well run companies 
deliver superior investment returns. 

Carbon footprint measured  
In addition to extending the scope of the analysis performed 
by our fund managers, we also screened the portfolio from a 
sustainability standpoint. This included measuring the equity 
portfolio’s carbon footprint. The results showed the port-
folio’s footprint to be 27% lower than that of a global share 
index. The study increased our insight into companies and 
sectors with high carbon emissions. We intend to extend the 
screening process to the rest of the portfolio insofar as is 
possible, seeing it as an important step in determining our 
 sustainability targets.

Increasingly pivotal role for the AP funds
The AP funds play an increasingly important role in the short- 
and long-term financing of the pension system. Between now 
and 2025 the AP funds will pay out a projected SEK 30-40 bil-
lion per year to cover the deficit between contributions to the 
state income pension and paid-out pensions. 

Over the course of 15 years, the AP funds have built up a 
broad base of knowledge and experience of portfolio man-
agement based on the needs of the pension system, as well 
as the business culture, communication and commitment to 
sustainability required for long-term credibility. These assets 
ought to be highly valued at a time when the importance of 
the pension system buffer is growing. 

At AP3 we remain committed to delivering on our import-
ant mission within the pension system, a mission that remains 
unchanged until such time as Parliament decides otherwise. 

I extend my thanks to all employees and to the board of 
directors for your excellent efforts in 2014 to deliver strong 
investment returns. Your work helped to cover pension sys-
tem liabilities and to build the pension assets of the Swedish 
people. 

Kerstin Hessius
CEO

Pensions agreement from an AP fund perspective
In March 2014 the parliamentary Pensions Group issued proposals for a 
new national pensions agreement. Among the proposals was a change 
to the role played by the AP funds within the pension system. At pres-
ent, the funds are tasked with managing their assets to generate maxi-
mum benefit for the pension system. The funds’ boards of directors 
have responsibility for deciding how to interpret and apply this man-
date. The Pensions Group’s recommendations envisage managing the 
AP funds’ assets against a quantitative target and measuring perfor-
mance against a benchmark portfolio of listed assets. A newly created 
government body will decide how to interpret this mandate and take 
decisions relating to targets, benchmark portfolio and other guidelines 
for managing the AP funds’ assets.

Further, the government will impose an asset management cost 
ceiling that takes no heed of projected returns. The independence of 
the AP funds will be additionally limited by requiring remuneration 
levels to be benchmarked solely against other government authorities 
that carry out some form of financial activity. The current system allows 
the AP funds to attract expertise from the private pension industry.  
The proposals also involve coordinating the AP funds’ administrative 
operations and management of unlisted assets while reducing the 
number of funds from five to three.

STATEMENT BY THE CEO | AP3          

AP3’s  return adds up to SEK 91 billion in the last three years
Return exceeded the benchmark long-term static portfolio (LSP) by SEK 15.8 billion   

Fund capital  
31 Dec 2011

Return on 
benchmark LSP

AP3 excess 
return

External  
fees

AP3’s 
expenses

Swedish Pensions 
Agency 

Administration 
costs

Net 
payments

Fund capital  
31 Dec 2014

214.1

75.3 15.8 288.3
-0.4 -0.5 -0.7 -15.1
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   AP3  | THE PENSION SYSTEM AND THE AP FUNDS 15 YEARS ON    

The pensions agreement of 1994 was unique in 
Swedish society. In no other area has a cross-party 
agreement held sway for so long – or proved more 
important. The agreement set the structure for a 
pension system that has affected the nation in mul-
tiple ways.

Proud pension architects
Bo Könberg, of the Liberal Party, and Social Demo-
crat Anna Hedborg both served as social  security 
ministers during the 1990s. They are both proud 
of their contribution to today’s pension system. 
In a conversation with AP3 CEO Kerstin Hessius 
they look back at the pension reform, discuss their 
ideas for how it can improve and analyse the chal-
lenges ahead – especially the future role of the AP 
funds.

The discussion is friendly but animated. These 
are individuals who have met many times and who 
know where they have each other. The conversa-
tion begins in agreement, only for differences to 
emerge later. “The tone was a bit rough, but it was 
heartfelt,” as one of them says afterwards.

Fair on different generations
“Sweden has one of the best pension systems in 
the world,” says Anna Hedborg. “It’s logical, very 
well thought out and it is also financially and 
socially reasonable. The key principles that each 
individual accumulates his or her own share of the 
pension pot and that it should always pay to work 
are both very sound.”

She adds: “The pension system is constructed 
in a way that makes it sustainable over the long 
term while also being fair to different generations. 
Each generation earns a charge on future produc-
tion capital to pay for its future pension. It hands 
over this charge to the next generation, which in 
return – and according to the AP funds’ ability to 
 manage this capital – shares the returns with the 
older  generation.”

More sustainable than we thought
Bo Könberg is quick to agree. “As social security 
minister, my primary task was to come up with a 
pensions solution that could weather the heavy 

Pension system architects evaluate their creation  
Former politicians Anna Hedborg and Bo Könberg, driving forces behind the agreement 21 years ago that founded  
a new national pension system, agree the current setup has performed creditably since it launched in 2001.  
But differences of opinion were evident when Hedborg, Könberg and AP3 CEO Kerstin Hessius met for a discussion 
in January.

AP3 hosted a conver
sation in January.    
The three protagonists 
Hedborg, Könberg and 
Hessius gave their views 
on the current pension 
system and the role of 
the AP funds over the 
last 15 years.
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financing burden we saw ahead of us in terms 
of the 30-year demographic bump from 2010 to 
2040. I also wanted a more direct link between 
contributions and paid-out pensions. And a PPM 
system that offered freedom of choice. That was 
completely new.”

“How has it gone? Well, I think we succeeded 
in designing an excellent pension system. It’s 
proved even more financially robust than we 
thought and stood up really well to the financial 
crisis in 2008 and 2009. What’s disappointing is 
that automatic balancing – the so-called ‘brake’ 
– has had to be used on a couple of occasions.“ 

“On the other hand, the future is looking 
brighter for the buffer funds now and we see 
that they’re projected to retain a strong asset 
base for several decades to come.” 

Könberg points out that fund strength, which 
denotes the size of the buffer funds in relation 
to annual pension disbursements, will remain 
high. “In the past, the forecasts suggested that 
fund capital largely would be largely eaten up 
in the coming decades as the ratio of  pensioners 
increases.” 

Work longer – a class issue
But Hedborg and Könberg are not in total agree-
ment. They differ in their view of the conse-
quences of increasing life expectancy, which 
has risen faster than was expected in the 1990s.

“Safeguarding pension value means  people 
will need to work more than they do today,” 
Hedborg says. “We need to extend working life 
by two thirds of the increase in life expectancy. 
It’s important that more people extend their 
working lives. And this is often very possible. 
But not everyone will be able to do so because 
some jobs get too hard to do when you’re older. 
This applies mostly to women on low incomes 
and who lack supplementary pension income. 
The risk is that they will be poor as pensioners, 
which for me is a class issue.”

Index the retirement age or raise contributions
Könberg acknowledges this issue may need 
to be looked at. “But I don’t see increased life 
expectancy as a problem for the pension system, 
especially because research shows that people 
are healthy at this age and fit to work,” he says. 

“It would be easier if we indexed the retire-
ment age so it increased by two thirds of the 
increase in average life expectancy. That is what 
we need to keep pensionable income at the 
same level.” 

This, he adds, would result in many people 
approaching retirement continuing to work for  

a while longer.
Hedborg’s solution is to raise pension con-

tributions. This, she suggests, would maintain 
pension value as life expectancy rises. Failure to 
do so, she warns, will result in many people on 
relatively low incomes dropping down the lad-
der and only qualifying for the state guarantee 
pension.

Step two, she says, is for the government to 
increase guarantee pensions by providing extra 
funding from the central government budget. 
Hedborg believes a reform on these lines would 
have more scope to succeed if income pensions 
were increased beforehand. This would make it 
easier to be generous to less well-off pensioners 
reliant on guarantee pensions.

Könberg, on the other hand, feels it would be 
beneficial if the 10% or so of wage earners who 
currently have no occupational pension were to 
have their pensions increased to the same level 
as everyone else. This would require  employers 
with no occupational pension provision to pay 
higher pension contributions on behalf of their 
staff. Norway recently introduced a model on 
these lines.

Different ideological perspectives 
Hedborg believes that high-income earners 
should pay contributions above the agreed ceil-
ing without qualifying for more pension  credits 
and is critical of the premium pension  system 
with its many mutual funds for investors to 
choose from. For Könberg, this is matter of indi-
vidual choice and an ideological difference 
between them. 

Compared to the politicians, Kerstin Hessius, 
AP3 CEO since 2004, sees the issues primarily 
from an asset manager’s perspective.

“At AP3 we see it as our role to ensure there 
is no need to raise pension contributions, 
thereby guaranteeing that the system remains 
generation-neutral,” she says.

“International surveys usually arrive at the 
 conclusion that our pension system is among 
those in least need of reform. On the other 
hand, Swedes are not among those expected to 
receive the highest pensions, though there is a 
strong level of public confidence in Sweden that 
the pension system will deliver on its commit-
ments.”

Nevertheless, Hessius worries that the pen-
sion system’s independence is not deeply 
rooted at the political level. She draws a com-
parison with the Riksbank, whose autonomy 
is written in stone to a much greater degree. 
Indeed,  Hessius believes that the AP funds’ 

Discussion moderator 
Johan Schück, economic 
affairs journalist at 
Dagens Nyheter (DN),  
met pension system 
architects Anna Hed borg 
and Bo Kön berg and AP3 
CEO Kerstin Hessius. 
Schück has worked for 
DN since 1984 and since 
1990 has closely followed 
pensions and the pension 
system.
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independence is unpopular in many 
quarters, a fact evident from the gov-
ernment’s annual reviews of the AP 
funds’ operations.

Open hearing requested  
“Why not hold an open hearing every 
year to which the  parliamentary Finance 
Committee and Social  Insurance Com-
mittee invite all the key players in the 
pension system?” Hessius suggests. 
“That would allow the Swedish Pen-
sions Agency, the premium pension 
side and the AP funds to sit down and 
discuss how things have gone. For me, 
that’s the best way to stimulate a con-
versation about the right issues.”

Hedborg and Könberg both agree, 
pointing out that such a meeting should 
be easy to arrange.

Unnecessary balancing 
Hessius steers the discussion into 
another area: when and how automatic 
balancing, otherwise known as the 
pension system “brake”, should be trig-
gered. At present, the brake is applied 
as soon as the balance figure – the ratio 
of pension system assets to liabilities at 

year-end – drops below 1. She doubts 
this is a good method. The  balance 
 figure, she says, is easy to calculate 
but underlying assets and liabilities are 
much harder to measure and such esti-
mates have to be based on assumptions 
and projections. Also, even relatively 
small fluctuations can lead to the brake 
being activated.

“The background to this is that 
the AP funds were under-capitalised 
when the current pension system was 
introduced and right from the begin-
ning the  balance figure was close to 
1 – the point at which pension system 
assets and liabilities are equal,” Hessius 
observes.

AP funds undercapitalised
“If the system is as close to 1 as it is 
today, the assumptions underlying asset 
and liability measurement become 
 disproportionately important and can 
themselves activate the brake. I don’t 
believe that was the intention when the 
system was set up. The idea was that 
automatic balancing would only occur 
if Sweden was in deep recession. It 
is doubtful whether minor deviations 

from a balance figure of 1 should have 
such major consequences.”

Könberg agrees and suggests the 
brake should be designed so as not to 
precipitate such large swings. Indeed, 
he believes it is possible to go a step 
further than the parliamentary Pensions 
Group, whose recommendations are 
currently out for consultation. 

Three-year window is positive
The Pensions Group’s proposal 
involves spreading the effects of a 
change in the balance figure over a 
three-year period. Könberg believes 
an even longer time frame should be 
applicable.

Anna Hedborg is positive to the 
three-year window, stressing the impor-
tance of automatic balancing as a vital 
mechanism against arbitrary interfer-
ence in the pension system. Had the 
Swedish economy taken a bigger hit 
during the financial crisis of 2008 and 
2009, she says, a war of words could 
have broken out between pensioners 
and people currently in work. The exis-
tence of an automatic mechanism is vital 
in times of severe economic pressure, 
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1910 1920 1930 1940 1950 1960 1970 1980 1990 2000

Pension system milestones 

Oil crises in 1974 and 1978 

 AP funds   Pension system   Major market impacts

The AP funds are founded.  Three fund 
boards, with a shared office. Investments 
are limited to fixed income instruments.

1960
A fourth fund board 
is established to 
invest in equities. 

1974
Five employee funds 
are launched as part of 
the AP fund system. 

1984

First state pension system 
introduced.

1913
State pension system expan-
ded to all citizens.

1946
ATP pay-as-you-go 
system introduced.

1960
Pension Commission 
appointed to evaluate 
pension system.

1984
Parliament passes bill to 
reform the pension system. 
Transition from defined be-
nefit to defined contribution 
system. Introduction of pre-
mium pension system with 
individual savings accounts.

1998
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she believes, because it creates a level of 
certainty that everyone can relate to.

Pensions Group’s proposals
The proposed changes to the automatic 
balancing rules were among a range 
of recommendations published by the 
Pensions Group on 12 March 2014. The 
proposals included changes to the AP 
funds’ structure and investment rules, 
an area previously addressed by the 
Buffer Capital Report.

The key changes envisage the cre-
ation of a government authority to 
oversee the AP funds and  formulate 
asset management guidelines,  including 
construction of a reference  portfolio. 
Investments will in future be based on 
a prudence rule rather than quanti tative 
rules. Also, the AP funds will be reduced 
in number to three and required to 
observe the same principles as other 
government bodies in terms of salaries 
and working conditions.

Divergent perspectives on AP fund 
efficacy
On this point a lively discussion breaks 
out. Anna Hedborg, who served as 

chairman of AP1 for 11 years, is critical 
of the Pensions Group proposal.

“I don’t understand what the Pen-
sions Group wants to achieve by effec-
tively allowing the Ministry of Finance 
to manage the AP funds. There have 
been no improprieties or excesses. On 
the contrary, the funds have done a 
good job in their role,” she says. “This is 
not a necessary change but something 
they’ve just decided to do even though 
it won’t make anything better.”

She adds: “What it means is that the 
AP funds will lose their autonomy in 
terms of return targets and risk profile, 
and then their risk diversification will 
also be lost. The expertise the funds 
have built up will no longer be needed 
when they lose their independence and 
come under another authority that will 
take the strategic decisions.”

Long-term approach encouraged
Kerstin Hessius has a similar view. She 
stresses the AP funds have a unique 
 status in the Swedish financial sector 
on account of their long-term invest-
ment approach. One example is how 
they have shouldered ownership 

responsibility for Vasakronan, Sweden’s 
 largest real estate company. There are 
no  others in the Swedish financial com-
munity prepared to take on such an 
active ownership role.

Hessius points out other reasons for 
preserving the current structure.

“AP3 said no when the Buffer Capital 
Report presented its recommendations 
on a new governance system out for 
consultation two years ago. We believe 
the current structure creates excellent 
scope for professional pension fund 
management and that the AP funds are 
world leaders in this field. We have a 
broader perspective than short-term 
capital returns and base our actions at 
all times on the needs of the pension 
system as a whole, including the need 
to avoid activating the balancing mech-
anism.” 

The entire basis is changed
Hessius adds: “The Pensions Group’s 
conclusions change the entire basis 
for this work. The number of buffer 
funds is not important. What is import-
ant is that they are able to work inde-
pendently and professionally. But here 
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2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015

Stock market crash9/11
 Strong growth in China and emerging markets 

Lehman Brothers crash, financial crisis, stock market fall The Riksbank introduces negative interest rates

Balance figure falls below 1, 
resulting in a cut in pensions 
in 2010. Fund strength falls to 
3.2 years.

2008
AP funds become net contri-
butors to the pension system, 
i.e. pension liabilities exceed 
contributions.

2009
Balancing is activated and 
pensions are cut.

Buffer Capital Report 
commissioned.

2010

The combined assets of the AP funds exceed 
SEK 1,000 billion. Fund strength is 4.2 years 
and the funds’ capital corresponds to 13% of 
pension system assets.

2013
The Pensions Group 
publishes recommen-
dations to reform the 
AP fund system.

2014Legislation is passed to reform the AP funds. The current AP funds are 
established via a transfer of SEK 554 billion from their predecessors. 
The funds share the capital equally and are given the same mission 
and investment rules. They are allowed to invest globally and increase 
their exposure to equities. Together the funds account for 10% of 
pension system assets and have a fund strength of 3.9 years. 

2001
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Anna Hedborg

Minister for Healthcare and Social Security 
(Soc Dem) 1994 – 1996

Director General of National Social Insurance 
Board 1996 – 2004

Chairman AP1 2000 – 2011

Kerstin Hessius

Deputy Governor of the Swedish  
Central Bank 1999 – 2000

CEO Stockholmsbörsen 2001 – 2004

AP3 CEO 2004 –

the idea is the funds will be run by a 
new supervisory body using a  reference 
portfolio. That will lead to all the funds 
following the same approach and 
engaging in index management of 
listed assets only. That will diminish the 
 status of the AP funds and spell the end 
of their responsibility to the pension 
system and their autonomy from the 
govern ment.”

A question of principle
Here, Bo Könberg disagrees. As chair-
man of the Swedish Pensions Agency, 
he helped to formulate a  consultation 
response that supported the main 
 recommendations of the Buffer Capital 
Report but stresses he dissented from 
his fellow directors their decision to 
support the report’s recommendation 
of a single AP fund. 

“I proposed three AP funds, which 
was ultimately what the Pensions Group 
proposed,” he says. “In my opinion, 
the AP funds have done their job well 
so the change is not about  pensions 
but a matter of principle. For me, it is 
very natural to separate the roles of 
asset owner and asset manager and for 
the government to appoint a specialist 
authority to decide the rules governing 

the AP funds. This structure leads to a 
clearer division of roles. That shouldn’t 
mean that the three AP funds will do 
the same thing because each of them, 
based on set guidelines, will take their 
own asset management decisions.”

Hessius disagrees. “The dangerous 
thing, which many people don’t seem 
to understand, is that the link between 
the AP funds and pensions will be 
weakened. A conflict of interest arises 
if the funds only look at their returns 
and not at other factors that also have 
a bearing on the pensions that can ulti-
mately be paid out,” she says.

“The advantages of spreading asset 
management across multiple funds 
will also be largely lost if the AP funds’ 
remit is restricted. The fact that the AP 
funds today make different investment 
assumptions and risk assessments helps 
in itself to diversify risk – both within 
the pension system and on the financial 
markets.”

Important to diversify power and risk
Anna Hedborg takes a similar tack. 
“This isn’t good because no one knows 
what the future holds. We can only 
guess. That’s why we need to diversify 
power and risk instead of centralising 

all strategic decisions to a single body.”
Könberg remains unconvinced. 

“The two of you make it sound like all 
or nothing. There is agreement among 
five parties for the Pensions Group 
 recommendations, which means there 
is a parliamentary majority in favour. 
That doesn’t mean nothing can’t be 
changed, but we can hardly throw 
everything out of the window. From 
your side, it would be better to iden-
tify what about the proposals is most 
important to change and then focus on 
that.”

Hessius answers: “The problem is 
that we are talking about an entirety 
and that many people haven’t under-
stood the consequences.” 

Könberg responds: “In a debate 
 people often say their opponents don’t 
understand anything.”

Just as the temperature is rising, 
the conversation ends. Our time is up. 
There is much to talk about when it 
comes to the pension system. And it is 
clear that the future role of the AP funds 
will prove a hot topic in 2015.

Johan Schück,  
Economic affairs journalist  

at Dagens Nyheter.

    AP3  | THE PENSION SYSTEM AND THE AP FUNDS 15 YEARS ON  

Bo Könberg

Minister for Healthcare and Social Security 
(Lib) 1991 – 1994

Governor of Södermanland County 
2006 – 2012

Swedish Pensions Agency chairman 2010 – 
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AP3 is tasked with delivering good returns that 
contributes to the stability of the pension sys-
tem over both the short term and long term. We 
achieve this goal if we can generate investment 
returns that exceed average wage growth in Swe-
den and if we can avoid heavy losses during bouts 
of turbulence on the financial markets. Since 
inception in 2001 AP3 has generated an average 
nominal return of 5.4% per annum, compared to 
nominal annual average wage growth of 3.1%. 
Thus, AP3 and our fellow AP funds have together 
contributed to the stability of the pension system 
over the last 14 years and increased the likelihood 
of future pensions being able to keep pace with 
wage growth. By investing in a global basket of 
listed and unlisted assets, AP3 has created a port-

folio better equipped to withstand in periods of 
financial market turbulence than a traditional port-
folio limited to listed equities and bonds.

Target in focus
Successful asset management requires us to formu-
late our pension system mission as a clear target. 
Based on the mandate set by the Pension Funds 
Act, we work to an annual percentage return tar-
get that establishes a clear marker for our portfolio 
management and choice of investment strategy.

Based on comprehensive analysis of the pen-
sion system, we have set a target of a 4% annual 
real return. This figure strikes a good balance 
between long-term pension system stability and 
the risk of short-term falls in fund value. It is 

 

AP3 has a core mission within the Swedish pension system. The assets that we manage belong to the Swedish 
 people and must be available to fund the pensions of both today and tomorrow. The structures and processes 

The high returns gene-
rated by the pension 

of today and tomorrow.  

TARGETS AND INVESTMENT STRATEGY |  AP3          
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expressed in real terms (meaning it is 
adjusted for inflation) to ensure that 
we safeguard pensioners’ purchasing 
power. 

Risk diversification 
The AP3 investment strategy is geared to 
attaining our target of a 4% real  annual 
return. To achieve this we compile a 
portfolio of different assets deemed 
capable of delivering this return over 
time. We also use structured methods to 
change the composition of the portfolio 
by adjusting levels of risk to prevailing 
market conditions. 

Our investment philosophy sees 
diversification as a way to spread the risk 
attached to our assets. To highlight this 
perspective, we divide the portfolio into 
different risk categories (see chart). Each 
represents a specific form of underlying 
risk. AP3 has equity exposure of around 
50%, which means the equity portfolio is 
our largest source of risk. 

The delegation of investment deci-
sions to individuals within the asset 
management organisation is another 
key component of our  diversification 

approach. The Asset Management 
department operates under clearly 
defined areas of responsibility and 
investment mandates. Investment deci-
sions are taken on the basis of  creating 
maximum scope for profitable and 
cost-effective asset management over 
time. We use structured analysis and 
effective risk management to ensure 
that decisions are delegated success-
fully. 

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 we therefore put con-
siderable strategic focus on this area. 
Effective risk allocation is achieved 
through diversification and by chang-
ing allocations over the medium term 
in accordance with conditions on the 
financial markets. This is called  dynamic 
asset allocation.

Diversification 
The projected return on fixed income 
assets with a high credit rating is too 

low at present to enable us to reach 
our investment return target. For this 
 reason, we hold a high percentage of 
our assets in instruments subject to a 
higher level of risk. Listed  equities have 
historic ally been the main  vehicle for 
risk-based investment, and AP3 has 
higher exposure to Swedish  equities 
than many other international  investors. 
This is because of the strong  historic 
returns generated by the Swedish  equity 
market, which in turn reflect the fact 
that many Swedish corporations are 
very well run. Also, Swedish enterprises 
generally show greater commitment to 
sustainability, an area that AP3 believes 
will continue to grow in importance 
going forward. Therefore, a high pro-
portion of our holdings are invested in 
Swedish assets because these carry no 
currency risk for the pension system.  

Since inception in 2001 we have 
sought to reduce our vulnerability to 
equity market swings by investing in 
a diversified range of investments that 
fall within the scope of our  investment 
rules. See the box on page 15 for  further 
details. 

Credits

5.2%

3.6%

-1.5%

Currencies

24.4%

30.8%

-7.7%

Other 
strategies

3.6%

1.4%

5.2%

Exposure, 
%

Share of 
return,1 % 

Contribution to 
total risk, per-
centage points

Fixed income

25.2%

15.9%

-6.2%

AP3

Return   13.8%
Risk   4.7%
Exposure   100.1%

Absolute
return

4.7%

1.8%

3.5%

Equities

46.8%

34.7%

96.8%

Return and risk in the AP3 portfolio at 31 Dec 2014

Inflation

14.6%

11.8%

9.9%

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.
2 Currency exposure shows the ratio of assets held in foreign currency and cannot be added to total exposure.
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Since 2005 we have made  substantial 
investments in real estate,  infrastructure 
assets, unlisted equities,  insurance-relat ed 
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 is a  valuable 
methology that enables AP3 to achieve 
our target return at a low level of risk. 
It is based on a structured process in 
which risk is adjusted primarily in accor-
dance with macroeconomic forecasts 
and projected returns and asset values. 

Long-term success requires the right 
expertise. Our investment strategy 
involves recruiting highly skilled invest-
ment professionals. We have also elect-
ed to focus our investments on specific 
areas in which we have the capacity to 
build our expertise and in which we can 
capitalise on our status as a large inter-
national investor.

Strong competence in asset manage-
ment is a prerequisite for good perfor-
mance. AP3 manages the majority of its 
assets internally. Currently this  figure is 
around 67%. A study1 has shown that 

1 

TARGETS AND INVESTMENT STRATEGY |  AP3          

pension funds with a high ratio of inter-
nal management perform significantly 
better than those reliant primarily on 
external management. AP3’s believes 
that a skilled internal investment man-
agement organisation is better placed  
to be innovative and to deliver cost- 
effective management. 

External management  nevertheless 
plays an important role for AP3 as it 
enables the Fund to achieve profit-
able and cost-effective exposure to 
 investment areas in which the Fund 
lacks internal expertise.

To create an organisation focused  
on generating value added, AP3 has 
concentrated active position-taking to 
alpha management. The task of man-
aging our large exposures to global 
equities, fixed income instruments and 
currencies rests with our beta manage-
ment teams. Alpha management has 
generated a substantial contribution 
of SEK 4.2 billion to net income since 
we introduced it in 2008 and has man-
aged our exposures in a highly efficient 
and profitable manner. The Fund’s asset 
management expenses as a proportion 
of assets under management have fallen 
by around 20% during the last 10 years.

1 

holdings)

instruments

of securing high returns
1 
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The board of directors reviews asset 
management operations on a con-
tinuous basis with the help of a per-
for mance model consisting of four 
com p onents that together paint a 
 picture of how well AP3 is positioned  
to achieve our long-term target and 
how we perform against that target.

1. Operating target of a 4% average 
annual real return 

2. Internal benchmarking against 
 long-term static portfolio (LSP)

3. External benchmarking against a 
group of international pension funds 

4. Self-assessment of allocation-
decisions

The performance review is  conducted 
over a long period of time due to the 
long-term nature of our mission. We 
have chosen a time frame of 5 and 10 
years in order to capture at least a full 
business cycle.  

The performance review compares AP3’s 
return against the return on a long-term 

static portfolio (LSP) comprising  listed 
equities and bonds, which  altogether 
is the simplest and  cheapest  portfolio 
to manage. We benchmark  portfolio 
returns against the LSP to determine 
whether the extra  resources we deploy 
to achieve a more  diversified  portfolio 
have proved a  successful strategy or not. 
The LSP represents a  strategy that does 
not require extensive asset manage - 
ment competency and that is costless  
to  manage. 

It is specifically structured so as to 
be able to generate a real annual return 
of 4%, with projections of future returns 
reflecting market norms for long-term 
financial forecasting. The LSP is rebal-
anced each month and does not include 
any holdings of assets such as real 
estate, private equity or hedge funds 
because these assets require a higher 
level of asset management input and 
resources. 

We have outperformed the LSP by 
over 7 percentage points since introduc-
ing it in 2012, which corresponds to a 
gain of approximately SEK 15.8 billion 
for the pension system.

AP3 aspires to high standards of asset 
management and we measure our 
 performance against an  international 
benchmark group of innovative and 
successful investment managers. The 
group consists of eight pension funds 
with similar structures to AP3 in terms 
of volume of assets under management, 
target returns and overall mission. In 
addition to comparing investment out-
comes, AP3 may be inspired by the 
strategic changes implemented with-
in the benchmark group. From 2009 to 
2013 the benchmark group recorded 
a  median annual return of 7.6%, com-
pared to 9.3% for AP3.

The fourth part of the AP3 assessment 
model is a self-assessment of invest-
ment allocation decisions made during 
the year. This analysis enables the 
board of directors and executive man-
agement to track the asset management 
team’s ability to assess financial mar-
ket trends correctly. It also enables us 
to develop areas in which we can build 
and improve the investment process. 

    AP3  | TARGETS AND INVESTMENT STRATEGY
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AP3 is permitted to have direct  equity 
holdings in real estate companies and 
the Pension Funds Act imposes no 
ceiling on the share of equity capital 
owned. 

We have adapted our investment 
strategy to include the most suitable risk 
exposures from a portfolio management 
perspective, which means not auto-
matically investing in real estate funds 
or listed property companies because 
these often present different risk pro-
files. Thanks to a high level of internal 
specialist expertise in this asset cate-
gory, we have succeeded in acquiring 
flexible, cost-effective and profitable 
exposure. We have also been able to 
make real estate investments in market 
conditions in which many other inves-
tors have been forced to sell.

Our strategy is based primarily on 
holding a majority of our real estate 
exposures in directly owned unlisted 

real estate companies. We hold substan-
tial equity stakes in these companies 
and have seats on the board. Through 
active board governance we can influ-
ence the companies’ long-term strategy, 
expansion plans, risk exposures and 
sustainability-related engagements.  

AP3 is the sole or controlling sharehold-
er in three Swedish real estate compa-
nies: Vasakronan, Hemsö and Trophi. 
We own a 25% stake in Vasakronan, 
Sweden’s largest property  company 
with a portfolio worth SEK 92 billion. 
In Hemsö, Sweden’s largest owner of 
community real estate, we hold an 
85% stake. Trophi specialises in retail 
 grocery properties and here we are the 
sole owner. At 31 December 2014 the 
three companies had a combined port-
folio worth SEK 122 billion in Sweden, 
 Finland and Germany. 

Hemsö was formed in 2009 when AP3 
purchased 50% of Kungsleden’s commu-
nity real estate portfolio. On 1 January 
2009 the portfolio had a value of SEK 
15.6 billion and was owned  jointly by 
AP3 and Kungsleden.  However, Kung-
sleden later sold its shares to AP3 and 
since 2013 our stake has been 85%, 
with the remaining 15% held by real 
estate company Sagax. Hemsö has built 
up a sizeable portfolio of community 
properties across Sweden and in 2011 
added a property stock in  Germany, a 
market that has continued to grow. In 
2013 Hemsö entered the Finnish market 
with the acquisition of Turku University 
of Applied Sciences. Hemsö’s portfolio 
had a market value of SEK 24.7 billion 
at the end of 2014. The company has  
93 employees and is based in Stock-
holm. See     www.hemso.se for further 
information.   

|  AP3          

Vasakronan’s head office operates a new activity-based office 
plan that helps change ways of working.

Hemsö is building a new police station in a northern city of Sweden, 
Umeå, that will be Sweden’s first security-protected building with 
sustainability certification.
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Sustainability integration strategy
AP3 believes that companies which are well run offer higher returns and lower risk to investors over time. It is   
thus important to be a responsible investor that treats environmental and social governance as an integral part  
of the investment strategy. A sustainability-oriented philosophy runs through the entire organisation.     

Long-term value creation  
Managing the buffer for the state 
income pension system involves creat-
ing long-term value for the pensioners 
of today and tomorrow. For AP3, this 
means pursuing an asset management 
approach with a clear focus on sustain-
ability and based on sound ethical prin-
ciples. Our investment philosophy is 
founded on a strategy of  diversification 
to reduce investment risk – a  strategy 
that involves us investing in a large 
number of companies worldwide. In 
this role we operate as a universal 
owner, meaning that we own a slice of 
the world capital market. This increases 
our exposure to external factors beyond 
our immediate control.  Environmental 
damage caused by a company can 
have adverse effects on other parts of 
the economy and a potentially nega-
tive impact on the investor. It is there-
fore important for AP3 as an investor 
that all companies aspire to create busi-
ness operations that are sustainable 
over time. 

Sustainable investment
Investors typically classify  sustainability 
within three main categories: environ-
ment, social and governance (ESG). At 
AP3 we base our analysis of sustaina-
bility-related issues on our core  values. 

These reflect the international conven-
tions signed by Sweden in the areas 
of human rights, labour protection, 
anti-corruption, good  environmental 
practice and inhumane weapons. Our 
sustainability strategy ranges from 
engagement to diversification but also 
includes taking decisions on specific 
investments and portfolio eliminations.

Integration of ESG management 
AP3’s sustainability strategy covers the 
entire portfolio. All our portfolio manag-
ers must include ESG in their  analysis and 
in everything from long-term allocations 
to choosing asset categories and making 
specific investments. The ESG strategy 
needs to provide cost- effectiveness over 
the long term and is therefore adapted 
to reflect our investment holdings and 
exposures. We work actively to limit ESG 
risk in the portfolio and to promote long-
term sustaina bility through our steward-
ship and investments.

Reliable sources 
ESG analysis requires access to relevant 
data and analytical tools to provide 
a solid base on which we can base 
our decisions. In this context, it is 
important that companies disclose 
this information and also that there 
are reliable external sources. AP3 uses 

MSCI ESG Manager, the Ethical Council 
of the AP funds and Global    Engagement 
Services (GES) to screen the  portfolio 
for sustainability risk. In autumn 2014 
we commissioned Trucost, an environ-
mental data company, to measure the 
carbon footprint of all investee com-
panies. IWC, an international timberland 
company, also conducted a study into 
carbon sequestration by our forest 
holdings. 

Annual report to UN 
In 2006 AP3 became one of the first 
Swedish funds to sign the UN Principles 
for Responsible Investment (UN PRI). In 
doing so we undertook to report annu-
ally on our sustainability engagements. 
We have since drawn up ESG guide-
lines to ensure we live up to our UN PRI 
commitments:

 All asset management mandates 
include an ESG perspective.

 Portfolio managers’ strategies 
reviewed alongside progress of  
ESG integration process.

 Active governance, including 
 dialogue with investees on sustain-
ability-related issues, a core part  
of ESG integration.

For further information please see the AP3 
sustainability report.

AP3’s three-pronged approach to ESG  

 Positive selection

Investments in companies and 
funds that take a proactive 
stance on sustainability. 
Strong investment returns are 
the top priority.   

Example: Invest in green 
bonds and timberland.

Corporate stewardship

Active advocacy directed at 
companies and funds with 
the aim of promoting 
long-term sustainability.

Example: Investor initiatives 
urging companies to prevent 
corruption and child labour.

Negative selection

AP3 seeks to identify 
companies and investment 
areas that are exposed to 
significant sustainability risks. 

Example: Avoid investments 
in companies with weak 
commitment to sustainability.
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AP3 believes that companies which are well run 
offer higher returns and lower risk to investors 
over time. It is thus important to be a responsible 
investor that treats environmental and social 
governance as an integral part of the investment 
strategy.

AP3 is a universal owner, meaning that we have 
a diversified global equity portfolio with share-
holdings in a large number of companies. As of 31 
December 2014, the portfolio had approximately 
3,200 investee companies.    

Our foreign listed equity holdings are small, 
rarely exceeding 0.10% of the equity and voting 
rights in any one entity. The Swedish equity port-
folio is also diversified and contains around 120 
companies. It has a home bias, which is reflected 
in a higher weight in our total portfolio  compared 
to Sweden’s market weight in a global equity 
index. The ownership stakes are thus much larger 
than for the global portfolio and average close to 
1% of the equity and voting rights. However, the 

actual figure varies widely and in one in three 
cases our holdings are below 0.10%. Only in 15 or 
so companies do our holdings exceed 1%. In some 
 entities this figure can be much higher: in some life 
science companies, for example, our shareholding 
may exceed 2%.

The real estate portfolio is comprised largely of 
investments in three Swedish companies that we 
own directly: Vasakronan, Hemsö and Trophi. The 
portfolio also has a smaller exposure to interna-
tional unlisted real estate funds. Our steward ship 
of directly owned firms differs markedly from that 
of listed companies. In real estate, direct owner ship 
allows us to exert direct influence over business 
strategy owing to our presence on the company’s 
board.

AP3 aims at all times to be a responsible and active 
owner. We base our stewardship on the steward-
ship policy approved by the AP3 board of directors 

AP3’s stewardship 
involves direct dialogue 
with investee companies. 

AP3 voted at approxi-
mately 500 shareholder 
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and which sets out core principles for 
corporate stewardship. The policy also 
describes our approach to social and 
environmental governance in investee 
companies. The core principles are 
 general in character and apply to all 
companies in which we invest, whether 
domiciled in Sweden or abroad. 

Core elements of the stewardship policy:
 Rights and responsibilities  – Focus 
areas include equal treatment of 
shareholders and the right to vote 
and submit resolutions to share-
holder meetings.

 Capital structure  – The stewardship 
policy sets out our approach to divi-
dend policy and how share issues 
and buybacks should be structured.

 Corporate boards  – AP3 actively 
advocates greater ethnic and  gender 
diversity. We promote the Swedish 
model of nomination committees 
appointed and filled by shareholders.

 Audit and internal control  – It is para-
mount that external audit and inter-
nal control meet high standards and 
that the audit process is continuously 
reviewed from an ownership stand-
point.

 Corporate remuneration  – The stew-
ardship policy takes a  conservative 
line on variable remuneration to 
senior executives. 

 Environmental and social  governance  
– AP3 works proactively to  influence 
investee companies to act  responsibly. 
Well-managed companies offer supe-
rior long-term investment potential.

Our stewardship focuses on areas where 
we believe we can achieve maximum 
impact and exert the greatest influence. 
AP3 generally enjoys greater scope for 
influencing Swedish investees compared 
to foreign enterprises due to the fact that 
our Swedish equity holdings are consid-
erably higher in percentage terms. We 
clearly see that our views carry greater 
weight with Swedish companies com-
pared to foreign investees.

Core values for sustainability
AP3’s sustainability commitments set out 
to make a difference through engage-
ment, action and pressure for change. 
Our core values in this area are based 
on those of the Swedish government, 
international conventions signed by 
Sweden and Sweden’s stance on mat-

ters of international law. They cover 
areas including the equal worth of all 
individuals, the right to human freedom 
and dignity, democracy, and  sustainable 
development. Underpinning the core 
values are international conventions 
on the environment, human rights, 
labour protection, anti-corruption and 
 inhumane weapons. We also apply rel-
evant elements of the UN Global Com-
pact and the OECD Guidelines for 
Multinational Enterprises.  

The fact that our core values take 
their cue from those of the Swedish 
government facilitates communication 
and is a good starting point for dialogue 
with investees and other stakeholders.

Pooling resources via the Ethical Council
As of 2007, AP1, AP2, AP3 and AP4 
coordinate their ESG work via a joint 
Ethical Council. By pooling their re-
sources through the Ethical  Council, 
the funds increase their ability to in -
fluence foreign investees to operate in a 
sustain able and value-enhancing way. 

The Ethical Council takes both a 
 proactive and reactive approach with 
individual investees and  business 
 sectors. Proactive efforts focus on 

AP3’s corporate stewardship tools

Stewardship 
at AP3

Participate and 
monitor the 

Fund’s interests 
in lawsuits

Exclude investees 
from portfolio

Work closely with 
other investors

Support  
investor-led  
initiatives

Participate in 
self-regulation  

of market

Vote, submit 
resolutions and  
speak at AGMs

Sit on nomination 
committees

Engage with 
corporate 

managements 
and boards 
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 dialogue and colla bo ration with other  investors 
to drive  positive change. The Ethical Council 
engages with more than 300 companies across 
multiple sectors and on issues ranging from 
human rights and the environment to corruption. 
The objective is to encourage companies to take 
preventive measures to reduce sustainability risk 
and to act responsibly.

International treaty violations
The Ethical Council’s reactive measures involve 
screening the AP funds’ equity portfolios with the 
help of external experts to identify any  in vestees 
acting in contravention of  international conven-
tions. If a company is suspected of breach ing a 
treaty, the Ethical Council investigates the facts, 
contacts the company concerned and urges it to 
take remedial action to address the infringement 
and prevent any future recurrence. 

Breaches of international conventions often 
indicate a company’s failure either to understand 
its responsibility for specific incidents or to focus 
adequately on the proactive measures required 
to ensure good environmental and social gover-
nance.

Engagement via the Ethical Council 
AP3 shares the Ethical Council’s standpoint that 
excluding an investee from the portfolio should 
be seen as a last resort when dialogue fails to 
produce positive change. The Ethical Council 
has a four-year limit for dialogue. Unfortunately, 
excluding a company from the portfolio does not 
solve the problem, which is why we believe it is 
more responsible to do our utmost to  influence 
company policy through active engagement 
rather than portfolio exclusions. As of 31 Decem-

ber 2014, AP3 had excluded a total of 15 compa-
nies from our investment universe. 

AP3’s own dialogue channels
Over and above dialogue conducted through 
the Ethical Council, AP3 has direct steward-
ship-related contacts with investee  companies, 
the majority of which are Swedish, on  matters of 
environmental and social responsibility. These 
investees are usually enterprises with  extensive 
production or procurement in countries with 
undemocratic regimes or weak labour or envi-
ronmental legislation. The objective here is to 
reduce risk by establishing that the companies 
have effective risk management systems and 
codes of conduct in place and also that they 
have managers with a sustainability remit. 

Transparency breeds trust
At AP3 we aim to report our stewardship activ-
ities as openly as possible. However, it is not 
always practicable to provide detailed reports 
of discussions with other investors, nomination 
committees, and corporate managements and 
boards. Confidential dialogue is often the most 
effective way to drive change. However, trans-
parency is important for stakeholder trust and 
this is why we disclose key engagements and 
priority issues during the year in our annual 
stewardship report. The Ethical Council pub-
lishes 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.etikradetapfonderna.se

» AP3 aims to disclose its stewardship  

activities as openly as possible «

TARGETS AND INVESTMENT STRATEGY – STEWARDSHIP | AP3          
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Stakeholder engagement and economic value
AP3’s operating activities and the businesses in which we invest impact directly or indirectly on people,  
the community and the environment. 

The direct economic value that we gen-
erate consists primarily of net payments 
to the pension system. We also contri-
bute 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 
stake holder groups that significantly 
impact – or are impacted by – our busi-
ness activities. Engagement and exter-
nal reporting are our primary tools for 
communicating with these groups. AP3 
seeks to be open and accessible.

In 2014 we attended and  participated 
in a number of seminars both in  Sweden 
and abroad with the aim of raising aware-
ness of the pension system and the role 
played by the AP funds. 

Interest in sustainability and environ-
mental and social governance remains 
strong among stakeholder groups. During 
the year we engaged in  dialogue and 
close contact with a number of stake-
holder organisations and  student  bodies, 
both in our own name and under the 
aegis of the  Ethical  Council. During 
the autumn the  Ethical  Council invited 

companies and stakeholder groups 
to a range of seminars, one of which 
addressed the issue of how businesses 
and organisations can best implement 
the so-called Ruggie principles – the 
UN Guiding Principles on Business and 
Human Rights. We held ongoing dis-
cussions with investors and politicians 
at regional and national level during 
the course of the year and our work on 
investment  opportunities in the infra-
structure sector resulted in meetings 
with a range of interesting stakeholders.
 

Stakeholder group Expectations Engagement
Principal (Parliament and 
government)

Investment return targets
Cost-effectiveness
Contribute to pension system buffer and 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 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 coverage Transparency
Accessibility

Private meetings
Media coverage
Reports, website

Other investors (e.g. pension 
funds in Sweden and abroad)

Collaboration on corporate engagement
Knowledge-sharing

Meetings
Joint corporate dialogue
Sharing experiences
Reports

Direct economic value generated and distributed

SEK m Comment 2014 2013

Direct economic value generated

Income Realised and unrealised gains and losses and commission expenses 35,155 32,572

Directed economic value distributed 

Operating expenses Costs of suppliers and non-strategic investments 58 64

Employee salaries and benefits Employee salaries and benefits, including taxes and fees and other staff costs 120 110

Payments to providers of capital Payments to cover deficits between pension system contributions and disbursements 5,120 6,880

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

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

Economic value retained Investment income in 2014 less payments to the pension system 29,857 25,519
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Environmental data

Organisation's energy use 2014 2013

Energy use, total kwh 248,865 225,225

– electricity, kwh 117,213 127,383

– heating, kwh 70,794 76,590 

– cooling, kwh 60,8581 37,122

Renewable energy, % 100 100

Direct greenhouse gas emissions2

Business travel, CO2 81. 1 44.5

Courier journeys, no. 116 144

– cycle courier journeys in Stockholm, no. 97 80

– car hybrid journeys in Stockholm, no. 19 11

Total weight of waste3

Paper use, kg 1,368 1,481

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

Recycled paper waste,3 kg 6,420 4,690

Recycled electronic waste, kg 192 148

1 The property owner attributes increased energy consumption primarily to the warm summer of 2014. 
2 Courier journeys not measured.
3 Includes newspapers, envelopes, etc.

AP3’s environmental impact  
Respect for the environment is at the centre of AP3’s investment approach. Our direct environmental impact  
is relatively small, however, consisting primarily of business travel, use of energy for office heating and cooling,  
and purchases of office equipment.  

Business travel  
For business trips within Sweden, AP3 
staff try where possible to use the train 
rather than travel by air. However, most 
business travel is to foreign  destinations 
and involves flying. We routinely use 
phone and video conferencing as an 
alternative to business travel. Our head 
office location in central Stockholm is 
conducive to efficient travel by  public 
transport and bicycle rather than 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. 

Forests and carbon storage
AP3 has an indirect environmental 
impact in the form of emissions and 
environmental impacts produced by 
the companies in which we invest. In 
2014 we measured the greenhouse gas 
emissions of the entire equity  portfolio 
and found its carbon footprint to be 
27% lower than the MSCI All Country 
World Index, a global benchmark. 

We also engaged IWC, an interna-

tional timberland investment consul-
tant, to estimate the carbon content 
of our extensive forest holdings. IWC 
found that the annual growth of our 
timberland holdings stores roughly as 
much carbon dioxide as the  companies 
in our listed equity portfolio emit each 
year. The data carries a degree of un cer-
tainty in relation to underlying technical 
assumptions but nevertheless gives an 
indication that AP3 is largely  climate-  
neutral with regard to greenhouse gas 
emissions. 

We manage some of our indirect 
environmental impact by integrating 
sustainability aspects in our asset man-
agement and through active steward-
ship. 
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Thirty-one of AP3’s 57 employees, 
including three on fixed-term contracts, 
work in asset management, primarily 
as analysts and portfolio managers. The 
other 26 work in business support and 
control and in administrative depart-
ments. 

Skills development a top priority
AP3 aims to be an attractive employer, 
reflecting our ambition to recruit and 
retain talented staff and to move for-
ward as a pension fund. We work pro-
actively to identify and secure the skills 
we need. Through annual performance 
appraisals for all staff we identify areas 
for development based on targets for 
the coming year. All employees had a 
performance appraisal in 2014.

Continuous skills development and 
knowledge sharing are important tools. 
Staff participate regularly in internal 
meetings with external guest speakers 
and in training programmes, seminars 
and conferences. 

In 2014 we further accelerated the 
sustainability integration process and 
invited specialists to share their exper-
tise in different areas of  environmental 
and social governance. A  majority of 
employees, including  executive manage-
ment, have completed a sustain ability 
training programme aimed at raising our 
expertise in this field through height-
ened awareness of sustain ability and its 
consequences within investment man-
agement.  

We also seek to develop internal 
competency levels by offering staff new 
challenges within the organisation. The 
aim here is to enable employees to 
expand their specialist knowledge and 
enjoy a stimulating career with AP3. 

In 2013-2014, all managers with per-
sonnel responsibility took part in a lead-
ership programme to help them develop 
their managerial skills and to cement the 
Fund’s core leadership principles.

Staff survey
It is vital that we create a business 
 culture and environment in which our 
employees thrive and can develop their 
careers.  We carry out an employee sur-
vey every second year to evaluate how 
staff see the Fund, highlight the areas 
where we have made progress and pin-
point new areas for improvement. The 
2014 survey showed that we had made 
further headway since the previous 
survey. The next employee survey is 
scheduled for 2016.

Wellness
AP3 employees are accustomed to busy 
working days and a work environment 
that is often demanding. This makes it 
important for the Fund as an employer 
to strike a good balance between work 
and leisure in order to safeguard our 
employees’ health. We offer all staff reg-
ular health check-ups and an exercise 
subsidy. Sickness absence remained 
low at 0.5% in 2014.

Meeting high standards through skills and expertise
AP3 is a knowledge-intensive organisation. The combined expertise and experience of our employees is critical to 
our performance and it is vital that we are able to attract people with the right set of skills to come and work for 
us. AP3 offers a stimulating and professional work environment that sets great store by personal responsibility, 
transparency and open communication. On average, our employees have over 19 years’ professional experience 
and 75% hold a university degree.
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Diversity and equality
AP3 actively promotes employee diver-
sity and equality. Working hours are 
flexible and encourage individual 
respons ibility, making it possible for 
male and female employees alike to 
combine work with family life. We also 
encourage staff to take statutory paren-
tal leave. Thirteen staff members – three 
female and 10 male – took parental 
leave in 2014. 

As at 31 December 2014, 35% of AP3 
staff were female and 65% were male. 
Twenty-three percent of  employees 
held managerial positions, of whom 
23% were female and 77% were male. 
Executive management accounted for 
9% of the employee total and the gen-
der balance in this part of the organisa-
tion was 40% female and 60% male. At 
year-end, the average age of  employees 
was 44. Eight new members of staff 
joined the Fund during the year and 
four left us. We also conduct an annual 
market salary survey to guarantee that 
our remuneration and benefits are 
reason able and in line with market 
norms.

Internal ethical guidelines  
AP3’s internal code of conduct sets 
out rules on entertainment, gifts, out-

side employment, conflicts of  interest 
and private securities trading. The Fund 
does not accept bribes or corruption. 
The code of conduct is revised on an 
ongoing basis and forms an  integral 
part of every new employee’s intro-
ductory training programme.

Any employee who suspects any 
irregularities or non-observance of our 
ethical guidelines can notify the com-
pliance officer. The compliance officer 
investigates all cases that come in and 
reports directly to the board and CEO. 
No cases were reported in 2014. 

AP3 also has internal rules on work-
place health and safety, personal health 
and diversity,  along with guidelines on 
how to handle discrimination, harass-
ment, bullying or abusive behaviour.

Responsibility and structure 
At year-end the executive  management 
committee had five members: the CEO, 
the Head of Asset  Management, the Chief 
Investment Officer (CIO), the Head of 
Business Support & Control (CRO) and 
the Head of  Communications.  Executive 
management is responsible for general 
strategy, budget and financial perfor-
mance, the AP3 brand, communications 
and human resources.

The dynamic allocation management 

committee is in charge of the overall 
investment strategy within the mandates 
set by the board, while the risk commit-
tee handles risk management issues.

The CIO is in charge of portfolio risk 
management and is also  responsible for 
the alternative investments risk  category.

The asset management department  
is in charge of day-to-day portfolio man-
agement and is organised in four units: 
 Strategic Allocation, Beta  Management, 
Alpha Management and External Man-
age  ment. Asset Management also man-
ages  sustainability-related issues.

Business Support & Control is 
headed by the CRO and organised in 
five units: Back Office; Risk and Return 
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.

The Head of Communications is in 
charge of internal and external commu-
nications and as a member of the  Ethical 
Council holds shared responsibility for 
sustainability-related issues. 

AP3 also has a management group 
consisting of all 15 managers. The 
group’s role is to coordinate projects 
and facilitate information sharing and 
knowledge transfer. 



26  |  ANNUAL REPORT 2014

Jannis Asdrés – experienced fixed income manager

a bank?

Ulrica Slåne – Senior Portfolio Manager Life Science  

 

 
 

On working at AP3: A long-term structure, 
-

able colleagues. 

On working at AP3:  The work is very 
rewarding. AP3 has given me the freedom 
to develop as a life science specialist.

    AP3  | 
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Marcus Nilsson – new manager at Business Support

Claudia Stanghellini – external portfolio manager operating globally

 

 

On working at AP3: Good employer that 
takes a long-term approach and fosters 
development. Open to new ideas and tools. 

| AP3          

On working at AP3: “Dynamic, rewarding  
-

colleagues.”
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Government body
AP3 is a state pension fund that  differs 
from other government bodies in its 
autonomy from central government. 
The Fund’s operations are almost 
entirely prescribed by statute and the 
government has waived its regulatory 
oversight. However, AP3 is subject to 
a variety of internal and external rules 
and frameworks. The most important of 
these are presented to the left. 

Board of directors
The AP3 board of directors has nine 
members, all appointed by the govern
ment. Two directors are appointed 
from nominees of employee organisa
tions and a further two from nominees 

of employer organisations. The govern
ment appoints the Chairman and Deputy 
Chairman from its own nominees. The 
government’s Policy for  Governance and 
Evaluation of the AP Funds stipulates 
that no director may hold board mem
bership for more than eight years. 

Board administration
The National Pension Funds Act gives 
the board of directors full and collec
tive responsibility for AP3’s operations 
and administration, within the parame
ters set by Parliament. Board responsi
bilities and activities not prescribed by 
statute are set out in the board’s work 
plan, which is approved annually by 
the directors.

Fund governance report 2014
The Swedish Code of Corporate Governance requires Swedish listed companies to publish a governance report. The 
Code sets best practice standards for companies and organisations active in the Swedish market. This fund gover-
nance report was prepared in conformity with the Financial Statements Act and relevant provisions of the Code. 

Governance of AP3

Important external and internal rules  
and frameworks affecting administration 
of AP3

• National Pension Funds Act 

• Financial Statements Act 

• Book-keeping Act

• Administrative Procedure Act

• Freedom of information 

• Public Procurement Act 

• Swedish Code of Corporate Governance

• Policy on Governance and Evaluation of 
the AP Funds

• Accounting and valuation policies of the 
AP funds 

• AP3’s governance framework

External Auditors Government

Fund Management

 AP3’s Board

ComplianceCEO

Parliament National Pension Funds Act

Swedish Citizens

Remuneration Committee

Audit Committee  
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The National Pension Funds Act also 
requires the board to approve an 
annual operating plan. The operating 
plan must contain guidelines for invest
ing activities and for exercising AP3’s 
voting rights at the entities in which 
it invests. It must also contain a risk 
management plan. Beyond this, the 
board’s primary tasks are to set oper
ating  t  ar gets, to recruit and monitor 
the performance of the CEO, to man
age strategic documents and to make 
decisions on overall Fund strategy, 
including risk levels, exposure and risk 
 thresholds, results of operations, budget 
approval and monitoring, and resource 
 allocation. At every board meeting the 
directors apply the Fund’s dynamic 
asset allocation model and discuss allo
cations to the different risk categories 
and any changes.

Effective control and compliance are 
necessary to ensure that board deci
sions are implemented, proper risk 
management is in place, and that the 
Fund operates in an appropriate man
ner. The risk management plan sets the 
framework for control and compliance.

The board has the task of  approving 
the corporate governance policy and 
managing other stewardship issues 
such as the Fund’s focus areas prior to 
each AGM season. Daytoday  decisions 
and actions are left to the CEO, though 
any decisions to exclude a company 

from the Fund’s investment universe 
are taken by the board. During the 
year the board approved guidelines for 
AP3’s equity holdings in unlisted real 
estate companies. 

The CEO and other AP3  employees 
also  attend board  meetings as experts 
or in a  reporting  capacity. The board 
reviews  annually the CEO’s  perform
ance. The CEO does not attend these 
 discussions.

Review of the board of directors 
The board of directors conducts an an
nual review of its own performance. In 
2014 this review was via a questionnaire 
and the results were discussed at the 
February 2015 board meeting.

Remuneration of directors
The government sets the fees and other 
remuneration payable to directors. 
Board fees are SEK 100,000 per year for 
the Chairman, SEK 75,000 for the Dep
uty Chairman and SEK 50,000 for other 
directors. These figures have remained 
unchanged since 2000. The govern
ment also has an annual fund of SEK 
100,000 to remunerate directors for 
committee work and other assignments. 
In 2014 the board used this fund to pay 
fees of SEK 26,520 to the chairman of 
the audit committee and SEK 21,220 to 
other audit committee members, and 
fees of SEK 10,300 to each remuner

ation committee member (including 
the chairman). (See Note 7 in the 2014 
annual report for further information.) 

Board committees
The board of directors has two commit
tees: the remuneration committee and 
the audit committee. The  remuneration 
committee has the task of ensuring that 
salaries and other remuneration are 
marketbased, competitive, appropriate 
and reasonable. It oversees and moni
tors the implementation of government 
guidelines for senior managers at the 
AP funds, reviews issues relating to the 
CEO’s salary and benefits and approves 
the salary and benefits of senior exec
utives on the recommendation of the 
CEO. The remuneration committee also 
prepares the remuneration framework 
for other employees on behalf of the 
board and evaluates the Fund’s perfor
mancebased remuneration system.

In 2014 the remuneration  committee 
members were Pär Nuder ( chairman), 
Lars Ernsäter and Peter Hellberg. The 
CEO serves as a coopted member 
in all issues not relating to her per
sonal remuneration. The committee 
held three meetings during the year. 
The audit committee has an advisory 
and oversight role on behalf of the 
board in the areas of financial report
ing and accounting, internal control, 
risk management and external audit. 

Board meeting attendance
Remuneration committee  
attendance Audit committee attendance

Sonat Burman-Olsson (4 of 6) Member (3 of 3)
Björn Börjesson, Dep. Chairman (6 of 6) Chairman (3 of 3)
Inga-Lill Carlberg (5 of 6) Member (3 of 3)
Gunvor Engström (5 of 6)
Peter Englund (6 of 6)
Lars Ernsäter (6 of 6) Member (3 of 3)
Peter Hellberg (5 of 6) Member (3 of 3)
Pär Nuder, Chairman (6 of 6) Chairman (3 of 3)
Elisabeth Unell (5 of 6)

Board meetings in 2014
The board held six scheduled meetings during the year, while the remuneration committee and audit committee each met on 
three occasions.
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The audit committee reports directly to 
the board. In 2014 the audit committee 
 members were Björn Börjesson (chair
man), Sonat BurmanOlsson and Inga
Lill Carlberg. 

The audit committee held three 
meetings during the year. The Fund 
auditors were present at the meetings 
where the final audit and audit man
agement were discussed. 

Board administration in 2014
The board held six scheduled  meetings 
during the year, one of which was an 
extended session to discuss strategic 
issues. In addition to its task of finalis
ing the annual accounts, budget, oper
ating plan and risk management plan, 
the board’s work in 2014 included:

Allocation decisions
At each board meeting the directors 
discuss the Fund’s overall risk level as 
well as individual risk bands for each 
risk category. Decisions are based on 
macroeconomic analysis, valuations 
and investors’ risk appetite. The board 
delegates to the CEO  implementation 
and management of the  portfolio 
within the allocated risk bands and the 
CEO reports back to the board at its 
next meeting.

Portfolio construction
Improving the Fund’s portfolio con
struction is a continuous process. AP3 
aims to put together a portfolio with 
an optimum level of diversification 
across different risk categories within 
the parameters of current investment 
rules. In 2014 the board’s focus in this 
area was primarily on exploring the 
scope for increasing exposure to real 
estate and on expanding and extending 
the Fund’s investments in this field into 
infrastructure assets. A larger real estate 
portfolio creates an increased need 
for governance and oversight of these 
assets. As previously stated, the board 
in 2014 approved guidelines for AP3’s 
equity holdings in unlisted real estate 
companies.

Risk  
An understanding of risk and the effec
tive implementation of mechanisms 
to control them are vital to AP3 in its 
investment operations. The board of 
directors addressed a number of spe
cific riskrelated issues during the year. 
At their strategy meeting the  directors 
performed an indepth review of what 
constitutes “normal risk” in the AP3 
portfolio. The conclusion was that the 
Fund’s longterm static portfolio, the 
LSP, which consists of 50%  equities 
and 50% fixed income instruments, 
 represents neutral risk. The meeting 
discussed the consequences of histor
ically low bond yields for projected 
return and risk. Other risk specifics 
addressed by the board included lever
age, volatility and home bias. 

AP3 annually reviews the Fund’s 
total risk in order to identify and mea
sure risk in all parts of the  organisation 
with a view to taking action where 
appropriate. This analysis is based 
on selfassessments conducted inter
nally through the organisation and the 
results are submitted to the audit com
mittee and board of directors.

Sustainability at AP3
The Fund is currently developing its 
process for working with  sustainability 
and environmental and social gover
nance. In addition to presentations and 
detailed discussions, the board also 
 listened to the secretarygeneral of the 
Ethical Council of the AP funds, John 
Howchin, and also Rob Lake, former 
head of strategic development at the 
Principles of Responsible Investment, 
a role in which he helped to develop 
best practice principles for responsible 
investment. Rob Lake was previously 
head of corporate stewardship and 
responsible investment at the Dutch 
asset management company APG. He 
is also the coauthor of a report into the 
responsible investment strategies of the 
Government Pension Fund of Norway, 
published in November 2013. Imple
mentation of sustainability in AP3’s 
asset management operations will 
 continue during 2015.

Asset management costs
Costeffectiveness in asset management 
is always high on the board’s agenda. 
Costs are also addressed in the govern
ment’s review of the AP funds and in the 
official response to this review issued 
by the Parliamentary Committee on 
Finance. The board evaluates costs on 
a quarterly basis and also commissions 
an annual external  benchmarking study 
by Canadian consultants Cost Effective
ness Measurement. The Fund has par
ticipated in this study for a number of 
years now.

The auditors’ work includes review
ing AP3’s operating activities, admini
stration, annual financial statements 
and accounting records. They express 
an opinion on the accounting records 
and the administration based on their 
audit. Their mandate also includes 
 verifying that AP3 follows the account
ing and valuation policies agreed jointly 
by the AP funds and that the account
ing records give a true and fair view 
of AP3’s operating activities. The audi
tors report orally to the board a mini
mum of once a year and submit written 
reports on their audit of the annual 
financial statements and  management. 
The auditors normally meet the audit 
committee twice a year. They are 
responsible for checking to ensure 
compliance with government regula
tions on employment terms and con
ditions for senior managers at the AP 
funds. The auditors also submit a ver
bal report to the Ministry of Finance 
once a year. 

Government review for 2013
In its annual performance review of the 
AP funds, the government noted that 
the funds had made a positive contri
bution to the financing of the pension 
system since inception by  generating 
returns that clearly exceeded the 
income index. The government said 
all the AP funds had achieved their 
 targets over the previous decade and 
that the pension system was working as 
intended, adding that the funds’ invest
ment returns had contributed to both 
the financing of the system and the 
 creation of wealth. 

    AP3  | FUND GOVERNANCE REPORT  
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The government endorsed the 
funds’ integration of sustainability 
into their operations and saw this as 
 central to both successful investment 
 operations and public confidence in 
the funds and the pension system. It 
was important that the funds contin
ued to develop their work in this field, 
but the government also noted that 
the AP funds perform strongly in sus
tainability by international standards. 
The review expressed approval for the 
funds’ ongoing work to draw up joint 
key performance indicators as a means 
of achieving improved transparency 
and comparability. 

External auditors
AP3’s auditors are appointed by the 
government, which after a public pro
curement process selected EY as audi
tor for a term expiring on the approval 
date of the Fund’s 2014 income state
ment and balance sheet. The Fund’s 
auditors are Jan Birgersson and Peter 
Strandh. Jan Birgersson is also respon
sible for coordinating the audit process 
between the AP funds.

Internal control
The National Pension Funds Act 
(2000:192) tasks the board of directors 
with responsibility for AP3’s manage
ment, organisation and overall activ
ities. These responsibilities include 
ensuring effective internal control. 
AP3 has a governance framework that 
defines its fund management systems, 
risk management and internal control 
structure. The board of directors issues 
general policies and guidelines that are 
operationalised through directives from 
the CEO. All steering documents are 
revised according to a set timetable. 

One key document is the Risk Man
agement Plan, which is approved 
annually by the board and defines the 
division of responsibilities among AP3 
staff and departments. The division of 
responsibilities is designed to support 
the internal control structure to ensure 
the autonomy of internal control from 
the rest of the organisation. This dual
istic structure is reflected in access 
authorisation to AP3’s systems.

The Fund’s control activities are car
ried out by the Risk Control & Perfor
mance Analysis (formerly Middle 
Office) and Compliance departments. 
Compliance handles operational risk 
and conformity with regulations. Risk 
& Return Analysis focuses on financial 
risk and is in charge of defining, identi
fying, monitoring and controlling risks 
arising from asset management opera
tions. It also identifies and reports any 
deviations from set limits. Limits apply 
at various levels to ensure that AP3 
operates within statutory guidelines 
and the rules set by the board and CEO. 

The Compliance department is in 
charge of making sure the Fund oper
ates within applicable external guide
lines and in conformity with internal 
policies, guidelines and directives. This 
includes ensuring that the organisation 
is aware of relevant rules and applies 
them throughout its operations. Part of 
this work includes following up iden
tified action plans relating to AP3’s 
annual review of operational risk. 

Analysis and control is based on 
transparent daily reporting of  positions, 
risk and financial results.  Management 
reports monthly to the board (and more 
frequently if required). Any breach of 
legal limits or limits set by the board 
is reported immediately to the board. 
Other incidents, including infringe
ments of internal limits, are reported  
to the audit committee. Significant inci
dents are to be reported to the board 
as soon as they occur. The Compliance 
Officer and CRO both report directly to 
the board if necessary.

Internal audit
The internal audit department has 
the task of ensuring that controls are 
implemented. It also ascertains their 
efficacy by verifying and evaluating the 
effectiveness of internal control. The 
AP3 board asks the audit  committee 
to review annually the need for an 
internal audit and to procure one if 
required. 

In 2014 KPMG was commissioned 
to review the implementation of the 
upgrade of the portfolio  management 
system and how the Fund’s counter

party evaluation processes work. 
KPMG found that the upgrade had 
been completed with good internal 
control and found no material defi
ciencies. When it came to counterparty 
evaluation processes, KPMG found 
internal governance and control to be 
effective. No material deficiencies were 
identified in internal control.

Legal limits
AP3 breached no legal limits during the 
course of 2014.

1 The National Pension Funds Act does not require the AP funds to have an internal audit function.
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Administration report 2014

SIGNIFICANT EVENTS
   Reduction in equity allocation from 53% to 47% and increase of 

11 percentage points in fixed income exposure to 25%.

   Currency exposure raised by 4 percentage points to 24%.

   Further expansion of SEK 3,500 million into retail real estate via 
Trophi and approximately SEK 1,000 million invested in listed 
infrastructure assets.  

   Increase of 1 percentage point in allocation to risk premium 
strategies. 

    Equity portfolio’s carbon footprint measured and shown to 
be approx. 27% lower than the benchmark MSCI All Country 
World Index. 

 
INCOME IN 2014
Asset management generated income of SEK 34,977 million 
(32,398), corresponding to a return of 13.8% (14.2) before 
expenses and 13.7% (14.1) after expenses. Fund capital stood 
at SEK 288,332 million (258,475) at year-end, up by SEK 29,857 
million from the prior year.

The net capital outflow was SEK 5,120 million (6,880). Since 
2009 the Fund has paid out SEK 24,975 million to bridge the 
deficit between pension contributions and disbursements. This 
has necessitated transfers from AP3 to the Swedish Pensions 
Agency to help cover the shortfall.

Change in fund capital

SEK m 2014 2013 

Fund capital at 1 Jan 258,475 232,956

Pension contributions 58,880 56,839

Pension disbursements -63,777 -63,488

Administration fee to Swedish Pensions Agency -224 -230

Net profit for the year 34,977 32,398

Total fund capital at 31 Dec 288,332 258,475

INCOME  
Income after expenses was SEK 35,155 million (32,572), consist-
ing primarily of realised and unrealised changes in the value of 
financial assets, which are measured at fair value on the report-
ing date. Other income consists of net interest income, dividends 
received and net currency income. A strong contribution of SEK 
8,327 million to income from foreign exchange gains reflected a 
weakening of the krona against most other major currencies.

Commission expenses totalled SEK 162 million (155). These are 
expensed under income because they are directly attributable to 
the earning of that income. Commission expenses comprise fixed 
management fees for external mandates, fund management 
fees, custody account fees and related costs.

OPERATING EXPENSES
Operating expenses totalled SEK 178 million (173), of which SEK 
120 million (110) were staff costs. Total expenses were 0.12% 
(0.13) of average fund capital. This figure has been steadily 
decreasing since 2009, when it was 0.17%.  

Asset management cost ratios

SEK m 2014 2013 

Commission expenses, SEK m 162 155

Operating expenses, SEK m 178 173

Asset management cost ratio1, % 0.12 0.13

Operating cost ratio, % 0.07 0.07

1 Based on total commission and operating costs as a percentage of average fund capital.
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US corp. bonds
Swed. corp. bonds
Swed. mortg. bonds

Swed. ind.-linked bonds
Swed. govt. bonds 1-3 yrs
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MARKET OVERVIEW
Weak growth and falling inflation
Three major events dominated the world economic landscape in 
2014: a slowdown in growth in Europe as well as in most emerg-
ing markets; geopolitical concerns in Ukraine and the Middle 
East; and falls in most commodity prices, especially oil, iron and 
copper.  

In terms of growth, the world’s central banks took the lead in 
providing economic support through monetary easing and prom-
ises of other stimulus measures. Russia’s involvement in Ukraine 
and the resulting sanctions on Moscow enforced by Europe and 
the US significantly undermined the Russian economy, an impact 
exacerbated by the falling oil price. Countries with significant 
exports to Russia were hit by a weaker foreign trade balance. 
Softer global growth and falling commodity prices put substantial 
downward pressure on inflation. Here, too, world central banks 
sought to raise inflationary pressure through a combination 
of lower interest rates and quantitative easing. The US Federal 
Reserve was  a notable exception, ending its bond purchasing 
programme in 2014, though US monetary policy remained 
expansive due to the Fed holding its key lending rate at the very 
low rate of 0.25%. 

Favourable performance in equity markets
The year began amid optimism in the financial markets. Many 
observers predicted a normalisation of growth in industrialised 
countries after five years of weakness following the financial 
crisis of 2008 and 2009. Prices of higher-risk assets such as 
equities performed well, despite a sharp fall in inflation and 
lower than expected economic growth. The broad-based MSCI 
All Country World Index rose 9% during the year. The US was 
the strongest performer among the major equity markets, with 
the S&P 500 gaining 14%. Equities also climbed in Japan, where 
the Topix Index closed up 10% for the year. In Europe, where the 
backdrop was weak growth and falling inflation, the broad-based 
Eurostoxx posted a gain of just under 5%. Emerging economies 
were the weakest performers, with equity markets here falling 
1% in local currency terms. The Swedish stock market profited 
from the weakness of the krona against the euro and US dollar 
and delivered strong returns, with the SBX Index closing the year 
15% higher.

Lower bond yields
2014 was a good year for world bond markets, reflecting the 
monetary policies pursued by the major economies. In the US, 
where the Federal Reserve signalled its intention to maintain 
extremely low lending rates for a longer period than previously 
indicated, the yield on a 10-year government bond fell 0.8 
percentage points to 2.2%. Bonds performed even stronger in 
the eurozone, where inflation in 2014 was close to zero. The 
yield on a 10-year German government bond fell from 1.9% to 
0.5%, offering a return of close to 15%. Yields also fell sharply in 
Sweden, where 10-year government bonds ended the year below 
1% – an unprecedented low in Swedish bond market history. 

 

Stronger dollar 
Events on the foreign exchange markets were dictated by the 
difference in the monetary policies signalled by major central 
banks and the fall in the oil price. It became apparent that the 
Federal Reserve and Bank of England would tighten monetary 
policy, while the European Central Bank and Bank of Japan were 
primed to continue on the path of quantitative easing. This led to 
a sharp appreciation of the US dollar and sterling, with the euro 
and yen both falling around 15% against the former during the 
year. The fall in the oil price strongly impacted the currencies of 
oil-producing nations, with the Russian rouble losing 43% of its 
value against the dollar. 

Equity market performance was generally positive during the year, albeit with a 
correction in October and a minor dip in early December. However, these declines 
were both recouped by the end of the year.

Equity market returns in local currency incl. dividends in 2014

The Swedish krona depreciated against most currencies, especially against the US 
dollar and sterling. 

Currencies versus the Swedish krona in 2014
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Performance was positive in all fixed income markets during the year, with US 
corporate bonds and Swedish index-linked bonds delivering the strongest gains.

Bond markets in 2014
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Risk-taking per risk category at 31 Dec 2014

Equities
Fixed 

income Credits Inflation Currencies
Other

exposure

Absolute 
return 

strategies Total AP3
Value at Risk, SEK m 1,902 270 51 215 415 246 110 1,946

Value at Risk, % 0.66 0.09 0.02 0.07 0.14 0.09 0.04 0.67
Contribution to total risk,  
percentage points 96.8 -6.2 -1.5 9.9 -7.7 5.2 3.5 100
Realised volatility 12 m, % 9.0 3.1 1.3 2.9 - 36.7 - 4.7

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 2014

Equities
Fixed 

income Credits Inflation Currencies
Other

exposure1

Absolute 
return 

strategies2 Total AP3
Return, % 9.9 10.0 5.1 8.9 - - - 13.8

Contribution to total return,  
percentage points 4.8 2.2 0.5 1.6 4.3 0.2 0.3 13.8

Return per risk category at 31 Dec 2013

Equities
Fixed 

income Credits Inflation Currencies
Other

exposure1

Absolute 
return 

strategies2 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

Exposure per risk category at 31 Dec 2014 

Equities
Fixed 

income Credits Inflation Currencies1
Other

exposure

Absolute 
return 

strategies Total AP3
Exposure, SEK m 135,086 72,533 14,973 42,199 70,386 10,331 13,632 288,753

Exposure, % 46.8 25.2 5.2 14.6 24.4 3.6 4.7 100.1

Exposure per risk category at 31 Dec 2013 

Equities
Fixed 

income Credits Inflation Currencies1
Other

exposure

Absolute 
return 

strategies Total AP3
Exposure, SEK m 135,852 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

1 Other exposure consists largely of derivatives, which means return cannot be accurately measured.
2 Absolute return strategies consist of risk mandates to which no capital is allocated and it is therefore impossible to measure return accurately.

1 Currency exposure shows the ratio of assets held in foreign currency and cannot be added to total exposure.
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In Sweden, a weak industrial outlook and low inflation 
precipitated a change in market expectations of the Riksbank’s 
monetary policy. In July the bank surprised the market by cutting 
the repo rate by 0.5 percentage points to 0.25%. A further cut, 
this time to zero, came during the autumn. The Riksbank’s actions 
caused the krona to depreciate sharply during the year, with 
the currency’s weakness exacerbated by the political turmoil 
that followed the general election in September. Actually, the 
krona was one of the weakest-performing currencies of the year, 
dropping 22% against the dollar. 

Increased market volatility at year-end
The year was one of calm on the financial markets compared to 
the extreme market movements seen during the financial crisis in 
2008 and 2009 and the euro crisis of 2011. Daily movements were 
unusually small, especially during the first six months, though 
volatility rose somewhat during the autumn. In September and 
October global share prices fell by close to 10%, while bond yields 
and oil prices also dropped and the dollar strengthened. In the 
space of a few weeks, however, the markets rebounded when 
the Bank of Japan and ECB signalled further stimulus measures. 
It is therefore fair to say that monetary policy both created and 
dampened volatility. 

Positive contributions from all risk categories
Financial market developments were favourable for the AP3 port-
folio. The Fund holds close to 50% of its capital in equities and this 
risk category provided the main source of return during the year, 
closely followed by open currency exposure. This was because 
non-hedged foreign assets rose in value as the krona depreciat-
ed. At year-end, the Fund held an open currency position of 24% 
of total portfolio value. The sharp falls in interest rates, partic-
ularly in Sweden and the eurozone, during the year also pushed 
up investment returns. Low interest rates and a strong appetite 
for real estate among institutional investors pushed up the value 
of AP3’s portfolio of assets in the “Inflation” risk category, which 
contributed 1.6 percentage points to overall return. 

Changes in exposure
AP3 has since 2005 taken measures to diversify its risk to reduce 
exposure to listed equities, a process that continued in 2014. 
The equity weight was reduced from 53% to 47% and the Fund 
also increased allocations in the “Fixed income” risk category 
(consisting of government bonds with a high credit rating) from 
14% to 25%. The duration of the fixed income portfolio rose from 
4.7 years to 7.5. 
 

RETURN IN 2014
The overall return on the AP3 portfolio was 13.8% (14.2) before 
costs and 13.7% (14.1) after costs. Real return (adjusted for 
inflation) was 14.1% (14.0). In 2014, Sweden had deflation of 
0.3%. The long-term target is an average annual real return of 
4%. In the last decade, AP3 has delivered an average annual real 
return of 5.5%. The average nominal return in this period was 
6.8% per annum. 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 contribution 
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 re-
turn 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 exposed 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 100.1% (104.8) of fund capital. 

Risk in the AP3 portfolio is expressed using the Value at Risk 
(VaR)1 metric.VaR represents a 95% probability that the daily 
negative change in the value of the portfolio will not exceed the 
calculated VaR amount. Risk measured as VaR for the total port-
folio on 1 January was low due to unusually low market volatility. 
An increase in market volatility during the autumn caused VaR 
to rise, and as at 31 December 2014, VaR for the total portfolio 
stood at SEK 1,946 million (1,219). See Note 22 for further details.

Equities were the main source of investment exposure and the 
predominant contributor to portfolio risk. The Currencies, Fixed 
income and Credits risk categories showed negative covariance 
with equity risk, which restricted the overall level of portfolio 
risk. AP3 deploys a diversification strategy between asset classes 
and geographic markets that also helped to reduce total portfolio 
risk during the year. 

1 See Glossary, p. 66
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RETURN PER RISK CATEGORY
Equities
The equities risk category consists of listed and unlisted equities. 
Equity exposure in 2014 varied from a minimum of 45.7% to a 
maximum 52.8% of fund capital. Diversification of the equity 
portfolio is achieved by investing some assets in alternative in-
dices and through thematic investment in, for example, equities 
with high direct yields and in pharmaceutical and biotechnology 
stocks.

Equity markets in much of the world, especially North 
America, rose during the year as a whole. A correction in October 
was followed by a recovery during the remainder of the year. 
Equities delivered a return of 9.9% (25.5) and contributed 4.8 
(12.5) percentage points to total return. In local currency terms, 
the Swedish equity market1 delivered the highest return, 15.1%, 
followed by the North American market2 on 12.2%. The MSCI All 
Country World Index rose by 9.3%. 

The private equity market continued to perform strongly, 
primarily reflecting a substantial increase of around 30% in fund 
distributions. Activity in the PE market also increased in number 
and size. The inflow of new capital to the market in the form of 
new funds was about the same as in 2013. Together, these factors 
lifted the private equity market to its highest level of activity 
since the global financial crisis. AP3 has been investing in private 
equity since 2001 and now has a mature and diversified portfolio. 
AP3’s private equity assets posted a return of 15.0% (15.0) for the 
year. A number of attractive private equity funds raised capital 
during the year and AP3 made investment commitments to 
around 10 of these.

Fixed income
The fixed income risk category comprises investments in govern-
ment bonds, government guaranteed bonds and supranational 
bonds. AP3’s exposure to government bonds increased during 
the year from 14.1% to 25.2%. Holdings consisted primarily of 
exposures to Swedish bonds and US Treasury bills. AP3 has no 
exposure to high-debt countries in southern Europe. Average 
duration3 rose for the second consecutive year, ending the period 
at 7.5 years (4.7). Some 38% (92) of investments were in bonds 
assigned the top AAA rating by Standard & Poor’s. The sharp 
decrease from the prior year in the ratio of AAA sovereign bonds 
reflected S&P’s downgrading of US government bonds in 2014 to 
AA+. 

The fixed income risk category recorded a return of 10.0% 
(-0.2), equating to a contribution of 2.2 percentage points (-0.1) 
to total return. Falling yields had a favourable impact on return 
and this was most marked in bonds with long maturities because 
it is in these instruments that the Fund has its main exposure. 
Long-term bonds are also most sensitive to yield changes.

Credits
The credits risk category primarily comprises Swedish mortgage 
bonds and investment grade3 corporate bonds in Sweden and 
the US. It also includes secured bank loans. In 2014 AP3 reduced 
exposure to Swedish mortgage bonds and US high-yield bonds 
as well as to secured bank loans, a move that saw credits as a 
percentage of fund capital falling to 5% (12). The credit portfolio 
also had a shorter duration – markedly so compared to fixed 
income – that at year-end was 2.0 years (2.5). 

Narrower yield spreads on Swedish mortgage bonds had a 
favourable impact on the portfolio. Credits generated a return 
of 5.1% (2.6) and contributed 0.5 percentage points (0.3) to total 
return.

Inflation
The inflation risk class comprises investments in index-linked 
bonds and in timberland, agricultural land, infrastructure and 
real estate. 

Exposure to real estate increased during the year as the wholly 
owned property company Trophi, acquired in 2013, continued 
to expand its portfolio of mainly grocery stores properties. At 
year-end Trophi’s real estate holdings were worth around SEK 
5.5 billion. AP3 also invested more than EUR 80 million in a joint 
venture with Prudential Real Estate Investors relating to German 
retail properties and committed around SEK 1 billion to listed 
infrastructure funds. 

The inflation risk category recorded a return of 8.9% (7.8), 
equivalent to a contribution of 1.6 percentage points (1.6) to 
AP3’s total return. The AP3 real estate portfolio recorded a return 
of 11.1% (19.9). During the year the Fund further developed its 
real estate valuation method. This resulted in the deferred tax 
liability of investee companies being measured at market value. 
See Note 4 for further details.

Currencies
The currencies risk category comprises AP3’s exposure to chang-
es 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 and reduce risk in the total 
portfolio. 

During the year the krona weakened against most major 
currencies, falling no less than 22% against the US dollar, which is 
a key currency for AP3 in investment terms. Against sterling and 
the euro the krona depreciated by 15% and 7% respectively. This 
resulted in financial gains for the Fund because foreign currency 
holdings became more valuable in Swedish kronor terms. 

Currencies contributed 4.3 percentage points (-0.9) 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 24.4%.

1 OMX Stockholm Benchmark Index
2 MSCI North America Index
3 See Glossary, p. 66
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Other exposure
The other exposure risk category consists of investments span-
ning a variety of risk profiles, 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. Investments in risk premiums, in 
particular, increased during the period. 

Other exposure contributed 0.2 percentage points (0.4) to 
total return.

Absolute return strategies
The absolute return strategies risk category covers mandates 
that set out to generate an absolute return. AP3 does not allocate 
assets to this risk category; instead, the board of directors 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 2014 totalled SEK 605 million 
(758), equivalent to a contribution of 0.3 percentage points (0.3) 
to the total portfolio. Average risk utilisation measured as VaR1 
amounted to SEK 53.3 million (65.7). 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. In 2014, absolute return strategies 
contributed a total of SEK 670 million (900) to overall return, 
equivalent to 0.3 percentage points (0.4). Measured over a 
three-year time frame, active management has contributed an 
annual average of SEK 1,184 million to total return. To put this in 
context, AP3’s annual expenses averaged SEK 323 million during 
the same period. Thus, active management generated average 
annual income of SEK 861 million in addition to covering total 
Fund expenses.

EXPENSES
AP3 strives for high asset management cost-effectiveness, which 
means that expenditures should generate value in terms of high-
er income or lower risk. We deploy a high level of diversification, 
which involves spreading our capital across a range of different 
asset types, geographies, investment horizons and management 
strategies 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 are deducted directly as part of transactions and 
thus have an impact on cost. Brokerage fees are payable on share 
purchases and totalled SEK 73 million (44) in 2014, with 26% (33) 
arising from external management operations. For fixed income 
and currency transactions, the transaction cost is expressed 
as a spread between the buying and selling rates. The table on 
page 62 shows a breakdown of brokerage fees and transaction 
volumes.

Commission expenses
Commission expenses are those closely connected to the pur-
chase of an asset. Performance-based fees for external manage-
ment 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 103 million (124) 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 162 million (155), with 
the increase reflecting the external management investment 
strategy and currency effects. The ratio of externally managed 
assets stood at 33% (35). AP3 assigns assets to external managers 
when this approach is deemed to offer higher cost-effectiveness. 
Our externally managed assets are primarily unlisted equities and 
equities in emerging markets, North America and Asia.

Contracts for some unlisted mandates, for instance relating 
to private equity and real estate funds, stipulate that debited 
management fees are part of the asset’s cost and are subject to 
repayment.

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

SEK m
Unlisted 

 equities 2014
Unlisted 

 equities 2013
Income, dividends and realised and unrealised gains 2,536 2,143
Management fees recognised as commission expenses -18 -22
Management fees recognised in the balance sheet -153 -87
Net income 2,366 2,034
Assets under management at 31 Dec 20,335 18,267

Outstanding investment commitments 4,318 3,195

 
Operating expenses
AP3 recognises internal costs as an operating expense in the 
income statement. Staff costs accounted for 67% (64) of operating 
expenses in 2014. The other major items were costs for system 
support and market data. 

Operating expenses totalled SEK 178 million (173), reflecting 
higher staff costs, which in turn were partly due to an increase in 
the staff headcount. Other operating expenses decreased by SEK 
5.5 million.  

ADMINISTRATION REPORT | AP3
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Operating and commission expenses, 2009 – 2014
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AP3’s expenses compared to other funds
For the last nine years AP3 has participated in an international 
study of 18 global pension funds with similar asset management 
profiles in order to benchmark our cost levels and cost-efficiency. 
The study, performed by Cost Effectiveness Measurement 
(CEM) of Canada, examines the total cost of asset management 
operations, the value of assets under management, the portfolio 
mix and the ratio of active management. The most recent study 
was in 2013 and showed AP3’s expenses to be 28% lower than 
the benchmark group average. This was largely because AP3 pays 
less for its external mandates than the benchmark group and 
also has a higher ratio of internally managed assets. Though our 
costs were far below those of comparable funds, our net return 
was 21% higher than that of the benchmark group. Hence, AP3 
is extremely cost-efficient in its management of Sweden’s state 
pension capital. 

AP3’s costs compared to CEM reference group 2009 – 2013
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As of 2012, AP3 also benchmarks expenses against what a long-
term static portfolio would cost to manage. Since that point in 
time, our returns have exceeded those of the reference portfolio 
by 7.0 percentage points after expenses, demonstrating that 
AP3’s asset management has been a profitable investment that 
has more than covered the costs associated with a diversified 
portfolio.

Collaboration with other AP funds
When Parliament approved the establishment of four separate 
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 objec-
tives are not incompatible with cooperation between the funds in 
specific areas to cut costs and promote resource efficiency. 

Since 2007, AP3 has worked closely with AP1, AP2 and AP4 on 
screening listed equities and engaging with investees on social 
and environmental responsibility. The Ethical Council of the AP 
funds is the vehicle for this collaboration. In 2014, these activities 
saw the funds procure a study of environmental, social, gover-
nance and ethical factors along with advisory services. 

AP3 also worked alongside AP2 in the procurement of a custo-
dian bank. The four funds also work together on matters relating 
to tax, legal affairs, accounting, risk management and valuations.

RISK MANAGEMENT
AP3’s operating activities are exposed to many types of risk. 
Our core activity 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 out-
comes, risks taken must be conscious, calculated and within the 
frameworks applicable to the Fund’s operating activities. 

Ultimately, AP3 is exposed to demographic shifts and the 
risk of changes in the fundamental conditions underpinning 
the pension system. We analyse 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 financial 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 areas and risk premiums – and varying investment 
timing – enables risk to be limited without reducing scope for 
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 
individuals involved in 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.
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General risk analysis
AP3 bases effective risk management and control on an annual 
risk analysis process which sets a framework for identifying and 
measuring risk in all areas and makes it possible to act proactively 
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.

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 general 
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 management 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 respon-
sible for managing the risk attached to his or her mandate in 
order to achieve targets within specified limits.

    Chief Risk Officer – responsible for compliance monitoring 
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.

Day-to-day risk management and control are decentralised and 
follow the three lines of defence principle. This differentiates 
between departments that have primary responsibility for risk 
management and regulatory compliance (first line), departments 
responsible for monitoring and control (second line) and those 
tasked with independent oversight (third line). 

Responsibility for the first line rests with day-to-day opera-
tions, which include each management team in the asset manage-
ment department as well as the back office department, which 
provides support. Hence, responsibility for risk management is 
borne where the risk arises. The process of control encompasses 
the entire transaction flow, all the way to back office. Each em-
ployee is thus responsible for managing risk within his or her field 
of responsibility, with the Head of Asset Management holding 
ultimate responsibility. 

The second line of defence relates to the internal risk control 
department and compliance department. The former carries 
out checks and monitoring to ensure that the risk management 
framework is adhered to. The risk control process makes sure 
that the Fund stays within stipulated limits and complies with 
applicable restrictions and instructions. The department should 
be independent and organisationally separate from departments 
that make investment decisions. Ultimate responsibility rests 
with the CRO. 

The third line of defence is internal audit, which in AP3’s case is 
subcontracted to an external audit firm. The internal auditors are 
appointed by the board of directors via the audit committee and 
are independent from the Fund and its investment operations. 
The internal auditors report to the board via the audit commit-
tee. Every year the audit committee gives the internal auditors 
a time-specific mandate to examine one or more areas of the 
Fund’s operations to establish that the relevant departments, 
including control, are meeting their risk management responsibil-
ities. 

Limits can be expressed as the size of a position, value at risk,1 
tracking error1 or other measure relevant to the structure of the 
mandate. They can also be 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 risk, effectuating controls to ensure that mandate 
guidelines 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.

Risk is grouped within the following categories 
   Strategic risk  – risks relating to AP3’s mission, objectives and 

administration.

   Investment and sustainability risk – financial risks arising 
from investing activities.

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

A probability and consequence are assigned to each risk identified 
in each category. The consequence may be financial, reputational 
or require extra work.

1 See Glossary, p. 66
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Financial risk and financial risk management
AP3 seeks to minimise risks other than financial risk in order to 
avoid negative outcomes. By contrast, financial risk is a necessary 
component of seeking to achieve a return on investment. Finan-
cial 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 currencies. It can be 
shown in absolute or relative terms and can be forward-look-
ing (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 mon-
itors market risk on a daily basis, both at general level and for 
individual mandates, using the VaR metric, different types of 
stress test 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 uses 
tools 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 party to a transaction being 
unable to fulfil obligations under a bilateral financial contract 
such as a derivative or currency transaction, deposit or 
buyback. AP3 actively seeks to minimise counterparty risk by 
selecting counterparties with a good credit rating.1 AP3 also 
requires counterparties to sign ISDA agreements1 that regulate 
how receivables and liabilities are to be managed if either 
counterparty can no longer fulfil its commitments. AP3 also 
insists on CSA agreements,1 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 commitments 
simultaneously. Where possible, AP3 eliminates delivery risks 
on currency transactions through CLS,1 a system that permits 
simultaneous settlement of transactions through an indepen-
dent 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 refinancing 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 guide-
lines 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 investee companies to express opinions 
on incentive programmes. This engagement also includes active 
participation at shareholder meetings. The Fund has seen favour-
able 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 investees, which often struggle to 
meet AP3’s requirements on executive remuneration. In 2014 
AP3 voted against or abstained on around half of resolutions in 
this field.

The Fund voted at 53 Swedish shareholder meetings during 
the 2013/2014 AGM season and held seats on six nomination 
committees: Aerocrine, Agrokultura, Arise, Bergvik Skog, 
Karolinska Development and Vasakronan. AP3 voted at 501 
shareholder meetings held by non-Swedish investees.

A report on AP3’s corporate governance activities was 
published in August 2014, documenting the Fund’s AGM-related 
actions and engagements in environmental and social responsi-
bility. The report is available on the Fund’s website.

1 See Glossary, p. 66
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Through active engagement, AP3 aims to ensure that the com-
panies in which it has large holdings have appropriate ethical and 
environmental policies, codes of conduct and managers in charge 
of sustainability-related affairs to provide maximum assurance 
that these companies’ business activities are sustainable over 
the long term. AP3 does not accept companies acting in contra-
vention of international conventions. In the event that we detect 
any breach, we initiate dialogue with the company concerned to 
ensure that the breach ceases. AP3 encourages enterprises to 
analyse and review their environmental footprint and implement 
targets to reduce emissions and other adverse impacts. During 
the year AP3 held discussions with 10 Swedish investees on social 
responsibility.

The Fund cooperates via the Ethical Council of the AP funds 
with AP1, AP2 and AP4 on environmental and social responsibility 
in foreign entities. The Ethical Council pursues a strategy of active 
stewardship to influence foreign enterprises in this field. In 2014 
the Ethical Council engaged both proactively and reactively with 
230 foreign investees, working either under its own aegis or 
through its ethical consultant. The Ethical Council also participat-
ed in various international investor initiatives on issues such as 
corruption, climate change, working conditions and child labour. 
The Ethical Council will publish its 2014 report in the first half of 
2015.
 
ORGANISATION AND EMPLOYEES   
At year-end, AP3 had 57 (53) employees, of whom 20 were 
female and 37 were male. Three employees were on fixed-term 
contracts. On average, AP3 employees have more than 19 years 
of professional experience. Four individuals left the Fund in 2014 
and eight new employees joined. Sickness absence remained low 
at 0.5% (0.6).

Remuneration and benefits  
AP3’s remuneration guidelines aim to guarantee the Fund’s 
ability to attract and retain skilled staff. Total remuneration 
should be reasonable and appropriate. Remuneration levels 
should be market-based and competitive without leading the 
market. Employee remuneration 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 set individually by 
the remuneration committee based on advice from the CEO. The 
remuneration committee also sets the remuneration framework 
for other employees, using annual market wage data to ensure 
that remuneration of all employees is market-based, competitive, 
reasonable and appropriate. The framework is submitted to the 
board for approval.

During the year the Fund commissioned the independent 
international consultants Aon Hewitt and Towers Watson to 
conduct a review of 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 commensu-
rate 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, skills and 
experience.

The study benchmark group consisted of state-owned enter-
prises AP1, AP2, AP4, the Swedish Legal, Financial and Adminis-
trative Services Agency, the Riksbank, the National Debt Office, 
SBAB, SEK, AP6 and AP7 and private companies AFA Försäkring, 
Alecta, the Nobel Foundation, AMF Pension, Handelsbanken 
Fonder, Länsförsäkringar Fondförvaltning, Nordea Fonder, SEB 
Investment Management, Skandia, Swedbank Robur, Ericssons 
Personalstiftelse, Öhman and SPP Livförsäkring.

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 man-
agers and all employees are market-based, competitive without 
leading the market, and reasonable and appropriate. The board 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 prior 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 had developed methods and 
procedures for integrating environmental and social governance 
in their investment analysis and asset management operations. 
Further, the government said there remained room for improve-
ment in terms of the comparability of how the funds report 
return and risk. 
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INCOME STATEMENT

Income statement

INCOME

SEK m   Note 2014 2013

Net interest income 2 2,764 2,909

Dividends received 3,757 2,854

Net income from listed shares and investments 3 10,948 21,709

Net income from unlisted shares and investments 4 1,888 4,765

Net income from fixed income assets 6,304 -1,597

Net income from derivatives 5 1,330 3,746

Net income from currencies 8,327 -1,659

Net commission expenses 6 -162 -155

Total income 35,155 32,572

Operating expenses

Staff costs 7 -120 -110

Other administrative expenses 8 -58 -64

Total operating expenses -178 -173

Net profit for the year 34,977 32,398
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Balance sheet

ASSETS

SEK m Note 31-12-2014 31-12-2013

Shares and investments

 Listed    9, 21 137,927 128,515

 Unlisted 10, 21 32,017 29,086

Bonds and other fixed income assets 11, 21 154,362 107,494

Derivatives 12, 21, 23 3,862 3,081

Cash and cash equivalents 1,664 1,443

Other assets 13, 23 10,911 11,606

Prepaid expenses and accrued income  14 1,375 1,470

Total assets 342,118 282,695

FUND CAPITAL AND LIABILITIES

Liabilities

Derivatives   12, 21, 23 10,398 1,899

Other liabilities  15, 23 43,336 22,262

Deferred income and accrued expenses   16 51 58

Total liabilities 53,786 24,220

Fund capital

Fund capital at 1 Jan 17 258,475 232,956

Net payments to national pension system -5,120 -6,880

Net profit for the year 34,977 32,398

Total fund capital 288,332 258,475

Total fund capital and liabilities 342,118 282,695

Memorandum items 18

BALANCE SHEET
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NOTE 1
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 finan-
cial statements for 2014 on 19 February 2015. The income statement and balance 
sheet are subject to government approval.  

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

The AP funds are adapting their accounting and valuation policies to the 
International 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 adjustment to IFRS would not significantly affect reported income and 
capital. The only difference as against currently effective IFRS is that AP3 does not 
prepare consolidated financial statements or a statement of cash flows. Account-
ing policies regarding offsetting of non-liquid receivables and non-liquid liabilities 
and repurchase agreements and derivatives have been adapted to IFRS (IAS 32). 
This change has no impact on any items in the balance sheet. Other accounting 
and valuation policies are unchanged from the prior year. 

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 be-
tween the parties). Receivables and liabilities that fall between the transac-
tion 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 recognises assets and liabilities net in the balance sheet where there is 
a  legal right to offset transactions and an intention exists to provide net cash 
 consideration or to realise the asset and receive consideration for the liability 
 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 
 under 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 presented 
under net income per asset category include realised and unrealised income. The 
financial statements include references to benchmark indices. Details of these can 
be found at www.ap3.se. The method for measuring fair value is described below.

Listed shares and investments
The fair value of shares and investments traded on a regulated market or trad-
ing platform is measured using the price quoted by the relevant index vendor 
on the transaction date. 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 Interna-
tional Private Equity and Venture Capital Valuation guidelines or equivalent valua-
tion principles and is 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. In 2013 AP3 
 developed a method to measure its holdings in unlisted real estate companies to 
ensure they are valued at fair value. As of 2013, deferred tax liabilities are mea-
sured 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 gener-
ally  accepted valuation models, whereby cash flow is discounted to the relevant 
 valuation curve. 

Interest income is recognised using the effective interest method based on 
amortised cost. Amortised cost is the discounted present value of future pay-
ments, where the discount rate corresponds to the effective interest rate at the 
time of purchase. Acquired premiums and discounts are recognised as inter-
est income until the coupon rate changes or the instrument matures. They are 
r ecognised 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 con-
sideration received is recognised as interest income in the income statement. 
Collateral received for loaned securities may consist of securities and/or cash. 
Where AP3 has the right to dispose over cash collateral received, this is rec-
ognised in the balance sheet as an asset and a corresponding liability is creat-
ed. In other cases, loaned securities are recognised not in the balance sheet 
but separately as “Pledged assets, contingent liabilities and commitments”. 
The value of loaned securities and the collateral paid to secure them is also 
 recognised under this item.
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   NOTE 2 Net interest income  

SEK m 2014 2013
INTEREST INCOME

Bonds and fixed income assets 2,397 2,046
Derivatives 468 1,130
Securities lending, equities 66 67
Securities lending, bonds 30 14
Other interest income 4 3
Total interest income 2,965 3,259

INTEREST EXPENSE

Derivatives 201 350
Other interest expenses 0 0
Total interest expense 201 350

Net interest income 2,764 2,909

   NOTE 4 Net income from unlisted shares and investments 

SEK m 2014 2013
Net capital gain 1,630 2,116
Unrealised changes in value 269 2,649
Performance-based fees -12 -
Net income from unlisted shares and investments 1,888 4,765

In 2013 AP3 developed a method to measure its holdings in unlisted real estate 
companies to ensure they are valued at fair value. As of 2013, deferred tax liabili-
ties are measured at the value applied in real estate transactions. This differs from 
the value that real estate companies apply in their financial statements. 

   NOTE 3 Net income from listed shares and investments

SEK m 2014 2013
Income from listed shares and investments 11,113 21,877
Brokerage fees -73 -44
Performance-based fees -91 -124
Net income from listed shares and investments 10,948 21,709

   NOTE 5 Net income from derivatives

SEK m 2014 2013
Share-based derivatives 1,683 3,220
Fixed income and credit-based derivatives -353 526
Net income from derivatives 1,330 3,746

   NOTE 6 Commission expenses

SEK m 2014 2013
External commissions, listed assets 130 121
External commissions, unlisted assets 18 22
Other commission expenses incl. custodian bank costs 14 12
Total commission expenses 162 155

Commission expenses do not include performance-based fees. These totalled 
SEK 103 million (124), of which SEK 91 million (124) arose from listed equities 
and SEK 12 million (0) from 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, derivatives”. 
Underlying TRS expenses were SEK 20 million (10) in 2014.    

AP3 paid SEK 171 million (109) in management fees for unlisted equities in 
2014. SEK 153 million (87) 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, p. 66

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 
 expensed 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  purchases 
outside Sweden. AP3 is not entitled to reclaim VAT outlays. VAT is expensed  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.

   NOTE 1 cont.
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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 committee and audit committee. Remuneration of SEK 
100 thousand (100) was paid for committee engagements in 2014.

  Committees The remuneration committee had three members in 2014. 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, AP3 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 employ-
ment or business activity. No contract provisions exist for early retirement. In 
2014 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 As of 1 November 2104, the ex-
ecutive management committee consists of the Chief Investment Officer and the 
heads of Asset Management, Business Support & Control/Chief Risk Officer and 
Communications. Prior to 1 November, the executive management committee 
also included the Deputy CEO & Head of Asset Management, who vacated this 
position on electing to leave AP3, and the Head of Strategic Allocation, who was 
promoted to Head of Asset Management. 

AP3 has collective wage agreements with the Employers’ Organisation of the 
Swedish Banking Institutions and the JUSEK/CR/CF (SACO) trade unions. Only 

 
 
 
Staff costs in SEK thousand, 
2013

Salaries 
and 

remu-
neration

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 June 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   

 
 
 
Staff costs in SEK thousand, 
2014

Salaries 
and 

remu-
neration

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 50 16 66
Gunvor Engström 50 16 66
Lars Ernsäter 60 19 79
Peter Hellberg 60 19 79
Elisabeth Unell 50 16 66
Total 625 197 822

CEO Kerstin Hessius 4,084 1,250 1,587 6,861
Executive management  
excl. CEO
Mattias Bylund 1,583 413 598 2,570
Gustaf Hagerud (left 
executive management 
committee in Nov. 2014) 2,940 855 1,131 4,878
Kerim Kaskal 2,684 929 1,069 4,637
Mårten Lindeborg 2,243 614 854 3,674
Lil Larås Lindgren 
(from Feb. 2014) 1,107 354 434 1,878
Total executive  
management excl. CEO 10,557 3,164 4,085 17,638
Other employees  51,118 4,376 14,967 20,699 91,388

Total 65,759 4,376 19,382 26,370 115,887
Other staff costs 3,514 3,514
Total staff costs 69,898 4,376 19,382 26,567 120,223

   NOTE 7 Employees
2014 2013

total female total female
Average no. of employees 56 18 55 19
No. of employees at 31 Dec 57 20 53 17
No. in executive management at 31 Dec 5 2 5 1
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  NOTE 8 Other operating expenses

SEK m 2014 2013
Office rent 10 10
Communications and data costs 30 36
Services purchased 11 11
Other information 7 7
Total other operating expenses 58 64

Services purchased include fees to auditors. Consultancy fees for services 
ordered by the Government Offices totalled SEK 0.9 million (0.3).

SEK thousand 2014 2013
Audit assignments
EY 818 1,050
Other assignments
KPMG 296 257
EY 23 93
Total 1,137 1,400

  NOTE 9 Listed shares and investments

31-12-2014         31-12- 2013

SEK m Fair value Fair value
Swedish equities 32,966 34,126
Investments in Swedish funds 1,567 1,387
Foreign equities 79,658 68,931
Investments in foreign funds 23,735 24,071
Total listed shares and investments 137,927 128,515

A schedule of the largest equity holdings is shown on page 62. 
A schedule of all the Fund’s equity holdings is available at www.ap3.se. 
 

the CEO and Head of Asset Management/Chief Investment Officer have con-
tractual conditions that differ from the collective wage agreement. The Head of 
Asset Management/Chief Investment Officer has a notice period of six months 
that applies to both parties. In the event of termination by AP3, six months’ 
severance pay may be payable. Severance salary and pay are to be offset against 
any income from new employment or business activity. No special agreements 
exist in respect of notice periods, severance pay or early retirement for other 
members of executive management. Executive management committee mem-
bers received benefits ranging from SEK 0 (0) to SEK 5 thousand (15) in 2014. 
Executive management does not participate in the performance-based variable 
remuneration scheme.

  Performance-based remuneration programme The board of directors has 
approved a performance-based incentive scheme modelled on government 
guidelines issued in April 2009 and adjusted for guidelines on remuneration 
in insurance and other financial entities issued by the Financial Supervisory 
Authority in March 2010. The programme applies in 2014 and gives 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 depart-

ments have the chance to receive variable remuneration of half a month’s salary. 
AP3’s net income must be positive before variable remuneration can be payable 
to any member of staff. The CEO and members of the executive management 
committee are not part of the variable performance-based remuneration 
programme. The Fund reserved SEK 4.4 million (4.2) in the 2014 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 (1.2) in 
variable performance-based remuneration to each employee covered by the 
programme.  
 

  Sickness absence Total sickness absence in 2014 was 0.5% (0.6) – 0.4% (0.4) 
for male employees and 0.7% (0.8) for female staff. None (0%) of the Fund’s 
employees was on sick leave for more than 60 consecutive days in 2014. 

  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 cont.
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  NOTE 11 Bonds and other fixed income assets

BONDS AND OTHER FIXED INCOME ASSETS BY CLASS OF ISSUER  

31-12-2014 31-12-2013

SEK m Fair value Fair value 
Swedish state 23,683 33,446
Swedish mortgage lenders 6,862 8,365
Other Swedish issuers
 Financial institutions 1,515 2,159
 Non-financial institutions 13,984 15,372
Foreign states 55,817 18,420
Other foreign issuers 46,073 24,979
Total 147,934 102,741
Fixed income funds 6,428 4,753
Total 154,362 107,494

  NOTE 11 cont.

BONDS AND OTHER FIXED INCOME ASSETS BY CLASS OF ISSUER  

31-12-2014 31-12-2013

SEK m Fair value Fair value 
Index-linked bonds 16,522 23,350
Other bonds 122,667 67,438
Certificates 350 3,076
Unlisted promissory notes 8,395 7,341
Other instruments - 1,535
Total 147,934 102,741
Fixed income funds 6,428 4,753
Total 154,362 107,494

SEK 29,820 million (9,607) of bonds and other fixed income securities relates to 
reinvested cash collateral received for securities lending. 

Corporate  
identity number Reg’d office

Number of 
shares

Share of  
equity capital Fair value

100% 
equity 2014

100% 
income 2013 

Unlisted shares in subsidiary and associated  
companies
Vasakronan Holding AB 556650-4196 Stockholm 1,000,000 25% 6,949 23,094 1,762
Hemsö Fastighets AB 556779-8169 Stockholm 700,000 70% 2,523 2,682 -361
Hemsö Intressenter AB 556917-4336 Stockholm 25,000 50% 527 545 12
Trophi Fastighets AB 556914-7647 Stockholm 1,000,000 100% 935 1,006 38
Total shares in Swedish subsidiary and associated 
companies 10 933

Corporate  
identity number Reg’d office

Number of 
shares

Share of  
equity capital 2014 Cost

2013 
Cost

Other unlisted Swedish shares and investments
Bergvik Skog AB 556610-2959 Falun 347 5% 174 174

Five largest holdings in Swedish private equity 
firms and funds1

Verdane Capital VII 10% 139 117
IT Provider Fund IV 17% 127 127
Valedo Partners Fund I 20% 122 120
Litorina Capital III 11% 103 114
Verdane Capital VI 15% 44 51

Five largest holdings in foreign private equity 
firms and funds1

Carl LP Inc 100% 1,205 1,336
RMK GAC 100% 780 807
German Retail Income 92% 751 -
Innisfree PFI Secondary Fund 2 (ISF2) 18% 686 588
EuroPrisa 11% 452 472
Cost of other holdings 18,002 18,214
Total cost 22,585 22,120
Total fair value 32,017 29,086
1 Relates to holdings in limited partnerships and similar structures over which AP3 lacks a material influence. 

  NOTE 10  Unlisted shares and investments

As of 31 December 2014, 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.

31-12-2014 31-12-2013

SEK m Fair value Fair value 
Shares in Swedish subsidiary and associated companies 10,933 10,820
Shares in other Swedish companies 749 764
Investments in private equity firms and funds 681 1,308
Foreign shares and investments 19,654 16,194

Total unlisted shares and investments 32,017 29,086
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  NOTE 12 Derivatives, gross

31-12-2014

SEK m
Nominal

value 
Positive 

fair value
Negative
fair value

EQUITY-RELATED IN-STRUMENTS

Options, OTC Drawn, buy - - -
Drawn, sell - - -

Options, cleared Held, buy 159 0 -
Held, sell 1,409 20 -
Drawn, buy 73 - -2
Drawn, sell - - -

Forwards 35,104 376 -219
Swaps 19,998 122 -0
Total 56,743 518 -221
 – cleared 36,745 396 -221

FIXED INCOME AND CREDIT-RELATED INSTRUMENTS

Options, cleared Held, buy 9,100 15 -
Held, sell 918,154 57 -141
Drawn, buy 14,415 - -16
Drawn, sell 969,356 100 -45

FRAs/forwards 115,174 77 -131
CDS 39,334 789 -817
Swaps 67,251 63 -201
Total 2,132,783 1,101 -1,352
 – cleared 2,026,198 249 -333

CURRENCY-RELATED INSTRUMENTS

Options, OTC Held, buy 27,051 1,189 -
Held, sell 41,733 724 -
Drawn, buy 34,782 - -1,375
Drawn, sell 38,891 - -630

Forwards 140,659 329 -6,821
Swaps - - -
Total 283,116 2,243 -8,826

Effect of netting - - -

Total derivatives 2,472,641 3,862 -10,398

31-12-2013

SEK m
Nominal

value 
Positive 

fair value
Negative
fair value

EQUITY-RELATED IN-STRUMENTS

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 and thus 
give rise to counterparty or settlement risk. 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, including 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 in relation to derivatives can be 
found in the risk management plan at www.ap3.se.
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  NOTE 18 Memorandum items

PLEDGES AND EQUIVALENT COLLATERAL TO SECURE OWN LIABILITIES

SEK m 31-12-2014 31-12-2013
Pledged assets for buybacks
 Collateral received 10,671 11,116
 Collateral pledged 2,768 6,442
Pledged assets for derivatives trading

  Cash collateral received 0 0
  Cash collateral pledged 817 89
Loaned securities for which collateral received

Loaned securities 39,876 14,985
Cash collateral received 39,879 15,387

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

 

  NOTE 15 Other liabilities

SEK m 31-12-2014 31-12-2013
Accounts payable 7 5
Trade payables 674 422
Payroll taxes 0 0
Staff PAYE taxes 3 3
Buybacks 2,768 6,442
Cash collateral received 39,879 15,387
Other liabilities 6 3
Total other liabilities 43,336 22,262

  NOTE 16 Deferred income and accrued expenses

SEK m 31-12-2014 31-12-2013
Accrued external asset management costs 29 35
Other accrued expenses 10 14
Variable remuneration incl. social security expenses 12 9
Total deferred income and accrued expenses 51 58

Forty percent of a payment of variable remuneration earned in 2012 was 
made in 2013. The remainder will be paid in 2015. Forty percent of a payment 
of variable remuneration earned in 2013 was made in 2014. The remainder 
will be paid in 2016. A provision for variable remuneration was made in 2014. 
A total of 40% of this amount will be paid in 2015 and the remainder in 2017. 

  NOTE 17 Fund capital

NET PAYMENTS TO THE PENSION SYSTEM

SEK m 31-12-2014 31-12-2013
Fund capital at 1 Jan 258,475 232,956
Paid-in pension contributions 58,880 56,839
Paid-out pension disbursements -63,776 -63,490
Transfer of pension rights to the EU -2 -2
Settlement of pension rights 1 3
Administration fee to Swedish Pensions Agency -224 -230
Total net payments to the pension system -5,120 -6,880

Net profit for the year 34,977 32,398
Fund capital at 31 Dec 288,332 258,475

OTHER PLEDGES AND EQUIVALENT COLLATERAL

SEK m 31-12-2014 31-12-2013

Securities loaned against collateral 
in securities

Loaned securities 15,396 10,398
Collateral received in securities 17,177 11,225

OUTSTANDING COMMITMENTS

SEK m 31-12-2014 31-12-2013
Unlisted equities 4,318 2,038
Real estate and timberland funds 1,386 1,156

  NOTE 19 Related party transactions

AP3 rents its office space from Vasakronan at market rates.

  NOTE 13 Other assets

SEK m 31-12-2014 31-12-2013
Trade payables 247 472
Buybacks 10,664 11,134
Other assets - 0
Other current receivables 0 0
Total other assets 10,911 11,606

  NOTE 14 Prepaid expenses and accrued income

SEK m 31-12-2014 31-12-2013
Accrued interest income 1,155 1,304
Accrued dividends 84 71
Tax reclaimables 82 45
Prepaid expenses 41 45
Accrued premiums on equity loans 13 6

Total prepaid expenses and accrued income 1,375 1,470
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  NOTE 20 Currency exposure

ASSETS SUBJECT TO CURRENCY EXPOSURE AT 31 DEC 2014 
SEK m EUR GBP JPY USD

Other 
currencies Total

Shares and investments 17,773 14,109 6,342 55,892 24,916 119,032
Exposure to SEK-listed companies with foreign domicile1 392 678 1,055 2,125
Bonds and other fixed income securities 3,958 10,288 49,513 2,865 66,624
Derivatives -3,208 -563 1 -4,851 -277 -8,898
Other investment assets 3,221 -1,723 92 6,860 1,333 9,782

Foreign currency exposure, gross 22,136 22,789 6,435 107,413 29,892 188,666

Currency hedges -22,350 -16,157 -6,058 -61,812 -9,777 -116,154

Total currency exposure -214 6,632 377 45,601 20,115 72,511

ASSETS SUBJECT TO CURRENCY EXPOSURE AT 31 DEC 2013 
SEK m EUR GBP JPY USD

Other 
currencies 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

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

  NOTE 21 Financial instruments, price and valuation hierarchy

INVESTMENT ASSETS PER VALUATION CATEGORY AT 31 DEC 2014

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 137,927 137,927
Unlisted shares and investments 32,017 32,017
Bonds and other fixed income assets 145,357 395 8,610 154,362
Derivatives, positive market value 645 3,217 3,862
Total investment assets 283,928 3,612 40,628 328,168
Derivatives, negative market value -554 -9,845 -10,398
Total 283,374 -6,233 40,628 317,769

INVESTERINGSTILLGÅNGAR PER VÄRDERINGSKATEGORI PER 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
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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. An active market relates to a 
market where prices are set more often than once a week. Observable prices 
are always the preferred measurement option and apply to the majority of 
AP3’s assets. However, when such prices are not available prices are mea-
sured using 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 han-
dled by a clearing house. Measurements are based on generally acceptable 
models that use observable market data to establish fair value. Valuation risk 
for this group is regarded as limited. The group also includes certain types of 
transaction in which AP3 relies on price information from one or more exter-
nal 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 holdings in 
private equity funds and of unlisted shares in real estate companies. In 2013 
the Fund further developed its method for valuing real estate companies (see 
Note 4).

CHANGE IN ASSETS UNDER VALUATION MODEL WITH NON-OBSERVABLE DATA 2012 – 2013

SEK m
Listed shares 

and investments
Unlisted shares 

and investments

Bonds and  
other interest-
bearing assets Derivatives Total

Carrying amount at 1 Jan - 23,103 3,344 -41 26,407
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

CHANGE IN ASSETS UNDER VALUATION MODEL WITH NON-OBSERVABLE DATA 2013 – 2014

SEK m
Listed shares 

and investments
Unlisted shares 

and investments

Bonds and  
other interest-
bearing assets Derivatives Total

Carrying amount at 1 Jan - 28,863 7,788 - 36,651
Invested - 2,846 5,996 - 8,842
Sold/repaid during year - -2,786 -5,167 - -7,953
Realised change in value - 254 - - 254
Unrealised change in value - 2,840 -6 - 2,903
Transfer from level 1 or 2 - - - - -
Transfer to level 1 or 2 - - - 0 0
Carrying amount at 31 Dec - 32,017 8,610 0 40,697

AP3 measures private equity fund holdings using valuations received from 
external managers. The Fund requires that fund managers comply with IPEV 
valuation principles and that their funds are audited by an established audit 
firm. Valuations from fund managers are usually received within 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 nec-
essary to achieve a more accurate fair value. No adjustments were deemed 
necessary as of 31 December 2014. Valuations primarily reflect the underlying 
profitability of the investee but also how the equity market values compara-
ble 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 89% (74) 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% (1.4). AP3 has limited valuation risk.

During the year, funds (excluding private equity funds) with a total value of 
SEK 31,731 million were reclassified from a valuation model using observable 
inputs to observable prices in an active market. SEK 25,303 million of these 
were unlisted shares and investments and SEK 6,428 million were bonds and 
other fixed income assets.

   NOTE 21 cont.
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  NOTE 22 Financial risk

RISK MEASURED AS VALUE AT RISK FOR THE AP3 PORTFOLIO

SEK m Min. level Max. level Average 31 Dec 31 Dec1

2014 876 2,374 1,415 1,946 1,367
2013 710 2,221 1,328 1,219 1,583

1 Column shows VaR for equally weighted historic data.

DAILY VALUE AT RISK (VAR) FOR THE AP3 PORTFOLIO 2014
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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 9,286 million (8,527). 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 4,161 million (2,364). Likewise, 
a 5% change in all exchange rates versus the krona would result in a change 
in value of SEK 3,502 million (1,891). A sensitivity analysis does not consider 
the probability 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 exchange 
rates change. AP3 uses value at risk (VaR) to aggregate risk across all risk 
categories. At year-end, risk measured as VaR totalled SEK 1,946 million (1,219) 
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 876 million (710) to SEK 2,374 
million (2,221) 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 2014
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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 72% (78) of AP3’s credit risk exposure 
is to counterparties assigned ratings of between AAA and AA by Standard & 
Poor’s. AP3 reduces credit risk exposures in respect of buybacks and derivatives 
by insisting on collateral covering all or part of the counterparty’s liability.

CREDIT RISK EXPOSURE AT 31 DEC 20141

                                                                                                                CREDIT RATING

SEK m AAA AA A BBB ‹BBB-2 
Government bonds 41,479 47,858 367
Mortgage bonds 7,188 128 50
Corporate bonds 1 5,386 9,810 1,807 4,397
Deposits and buybacks 6,537 24,894
Derivatives, net 3 75
Gross exposure 48,668 59,911 35,196 1,807 4,397
Collateral received 4
Net exposure 48,668 59,911 35,192 1,807 4,397

CREDIT RISK EXPOSURE AT 31 DEC 20131

                                                                                                                CREDIT RATING

SEK m AAA AA A BBB ‹BBB-2 
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

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. 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 securities 
with low credit and liquidity risk. AP3’s holdings in this category averaged 
34.9% (32.1) of fund capital in 2014.

NOTES | AP3
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  NOTE 23 Financial assets and liabilities offset in the balance sheet or subject to netting agreements

31-12-2014

Assets Gross amount
Amount offset in 

balance sheet
Net balance in 
balance sheet

Offsetting 
of financial 

instruments 
per agreement

Collateral 
received

Net amount 
 after offsetting

Other 
instruments1

Total in  
balance sheet

Derivatives 3,217 3,217 3,171 46 645 3,862

Asset repurchases 612 612 612 4 0 10,052 10,664

Non-settled transactions 247 247

Total 3,829 0 3,829 3,783 4 46 10,943 14,773

Liabilities Gross amount
Amount offset in 

balance sheet
Net balance in 
balance sheet

Offsetting 
of financial 

instruments 
per agreement

Collateral 
received

Net amount 
 after offsetting

Other 
information1

Total in  
balance sheet

Derivatives 9,845 9,845 3,171 817 5,858 554 10,398

Debt repurchases 2,768 2,768 612 2,155 2,768

Non-settled transactions 674 674

Total 12,612 0 12,612 3,783 817 8,013 1,228 13,840

 1 Other instruments in the balance sheet not classed as subject to netting agreements.

31-12-2013

Assets Gross amount
Amount offset in 

balance sheet
Net balance in 
balance sheet

Offsetting 
of financial 

instruments 
per agreement

Collateral 
received

Net amount 
 after offsetting

Other 
instruments1

Total in  
balance sheet

Derivatives 2,178 2,178 1,039 1,139 903 3,081

Asset repurchases 5,354 5,354 4,335 1,019 5,780 11,134

Non-settled transactions 472 472

Total 7,532 0 7,532 5,373 0 2,158 7,155 14,687

Liabilities Gross amount
Amount offset in 

balance sheet
Net balance in 
balance sheet

Offsetting 
of financial 

instruments 
per agreement

Collateral 
received

Net amount 
 after offsetting

Other 
information1

Total in  
balance sheet

Derivatives 1,270 1,270 1,039 89 142 629 1,899

Debt repurchases 6,442 6,442 4,335 6 2,101 6,442

Non-settled transactions 422 422

Total 7,712 0 7,712 5,373 95 2,244 1,051 8,763

 1 Other instruments in the balance sheet not classed as subject to netting agreements.

AP3  | NOTES
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Signatures of board of directors and CEO

Stockholm, 19 February 2015

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 19 February 2015.

Peter Strandh
Authorised public accountant
Appointed by the government    

Jan Birgerson
Authorised public accountant
Appointed by the government    

S I G N AT U R ES O F B OA R D O F D I R EC TO RS, C EO A N D AU D I TO RS  | AP3
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AP3  | AUDITOR’S REPORT

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

We have audited the annual accounts of the Third Swedish 
National Pension Fund for the 2014 financial year. The annual 
accounts of the Fund are included in the printed version of this 
document on pages 34 - 57.

Responsibilities of the Board of Directors and  the Managing 
Director for the annual accounts
The Board of Directors and the Managing Director are 
responsible 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 requirements 
and plan and perform the audit to obtain reasonable assurance 
about whether the annual accounts are free from material 
misstatement.

An audit involves performing procedures to obtain audit 
evidence about the amounts and disclosures in the annual 
accounts. The procedures selected depend on the auditor’s 
judgement, including the assessment of the risks of material 
misstatement of the annual accounts, whether due to fraud or 
error. In making those risk assessments, the auditor 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 appropriateness 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 suf-
ficient and appropriate to provide a basis for our audit opinion.

Opinions
In our opinion, the annual accounts have been prepared in 
accordance with the Swedish National Pension Funds Act and 
present fairly, in all material respects, the financial position of 
the Third Swedish National Pension Fund as of 31 December 
2014 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.

Report on other legal and regulatory requirements
In addition to our audit of the annual accounts we also exam-
ined the schedule of assets managed by AP3. We also examined 
whether there was any other qualification regarding the admin-
istration of the board of directors or managing director in 2014.

Responsibilities of the Board of Directors and the Managing 
Director
The board of directors and the managing director have the 
responsibility for the accounting records and for the admin-
istration of the Fund’s assets in compliance with the National 
Pensions Act.

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 generally 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. 

As a basis for our opinion concerning discharge from 
liability, in addition to our audit of the annual accounts, we 
examined significant decisions, actions taken and circumstanc-
es 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 inven-
tory of the assets or otherwise regarding the administration.

Stockholm, 19 February 2015

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

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014

AP3 since inception in 2001
Since 2001 AP3 has operated under a parliamentary mandate to manage its fund capital in the best interests of the income pension 
system. AP3 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. 

Total return after expenses 2001 – 2014, %

Two major equity market slumps occurred 
between 2001 and 2014. During this period, 
AP3’s annual nominal return averaged 5.4%.

Return after expenses 2001 – 2014, %

Pensions and pension credits are indexed 
upwards annually in line with the income 
index. Hence, it is important that AP3 grows  
at least as fast as the index in order to make a 
positive contribution to the pension system. 
Since 2001, the income index has risen at an 
average annual rate of 3.1%, while AP3’s 
nominal return has averaged 5.4% per year. 
Thus, AP3 has out performed the income index 
during this period and achieved its target of a 
real return of 4%. 

AP3 Target +4% real return Income index

The increase in fund capital since inception in 
2001 consists of SEK 158,106 million in asset 
management returns plus SEK 3,749 million in net 
flows from the pension system. As of 2009 AP3 is  
a net contributor to the pension system and has 
thus far paid out a total of SEK 24,974 million. 

Between inception in 2001 and the end  
of 2014, AP3’s fund capital rose from  
SEK 133,975 million to SEK 288,332 million 
 – an increase of SEK 154,357 million since 
inception.

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014

Growth of SEK 154,357 million in fund capital since 2001

SEK bn

Fund capital since inception in 2001, SEK m

Fund capital at 
inception 2001

Net flows 
2001 – 2014

Total return after 
expenses

2001 – 2014

Fund capital at 
31 Dec 2014
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AP3  | FIVE-YEAR SUMMARY

Five-year summary

2014 2013 2012 2011 2010

INCOME AND INFLOWS
SEK bn
Net flows to/from pension system -5.1 -6.9 -3.8 -1.2 -4.0
Profit/loss for the year 35.0 32.4 22.6 -5.5 18.3

Fund capital at 31 Dec1 288.3 258.5 233.0 214.1 220.8

RETURN AND EXPENSES, TOTAL PORTFOLIO
%
Return before expenses 13.8 14.2 10.7 -2.4 9.1
Operating expenses 0.07 0.07 0.08 0.07 0.07
Commission expenses 0.06 0.06 0.05 0.04 0.07
Return after expenses 13.7 14.1 10.7 -2.5 9.0

Inflation -0.3 0.1 -0.1 2.0 2.3
Real return after expenses 14.1 14.0 10.7 -4.4 6.5
SEK bn
Income (incl. commission expenses) 35.2 32.6 22.8 -5.3 18.5
Operating expenses 0.2 0.2 0.1 0.2 0.2
Profit/loss for the period after expenses 35.0 32.4 22.6 -5.5 18.3

ANNUALISED NOMINAL RETURN AFTER EXPENSES
%
Five years (2010 – 2014) 8.8 9.3 1.9
Ten years (2005 – 2013) 6.8 6.5 6.7

RISK
Risk (1-yr standard deviation) in total portfolio, %2 4.7 4.9 5.3 9.2 7.0
Risk (1-yr standard deviation) in liquid assets, % 5.2 5.7 6.3
Sharpe ratio3 2.8 2.8 1.8 neg 1.2

Sharpe ratio liquid assets 2.3 2.3 1.6

Risk (10-yr standard deviation), % 7.8 7.9

CURRENCY EXPOSURE
% of total portfolio 24.4 20.4 22.0 19.3 11.3

EXTERNAL MANAGEMENT 
% of total portfolio 33.2 35.2 35.7 34.8 41.0

ASSET MANAGEMENT EXPENSES
% of assets under management
Operating expenses 0.07 0.07 0.08 0.07 0.07
Operating and commission expenses 0.12 0.13 0.14 0.11 0.14

No. of employees at 31 Dec 57 53 56 57 56

1 Fund capital at inception in 2001 was SEK 134.0 million.
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 2014 2013 2012 2011 2010

Fund capital at 1 Jan1 258,475 232,956 214,106 220,829 206,539
Net flows -5,120 -6,880 -3,788 -1,240 -4,041
Special asset management - - - - -
Income 34,977 32,398 22,638 -5,483 18,331

Fund capital at 31 Dec 288,332 258,475 232,956 214,106 220,829

1 Fund capital at inception in 2001 was SEK 133,975 million.
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FOCUS: FIVE-YEAR SUMMARY AND AP3’S PORTFOLIO IN 2014  | AP3

Market value per asset category

SEK bn 31-12-2014 31-12-2013 31-12-2012 31-12-2011 31-12-2010

LISTED EQUITIES1 Sweden 31.7 32.6 26.2 28.7 32.0
Europe 27.6 26.6 25.5 25.6 24.4
North America 50.1 41.8 29.3 27.1 25.2
Asia 12.4 12.4 11.8 10.6 16.4
Emerging markets 10.4 14.6 14.3 13.1 12.8

Total listed equities 132.2 128.0 107.2 105.1 110.8

FIXED INCOME1

Nominal Sweden 37.8 50.7 54.2 41.7 31.6
Eurozone 2.5 2.5 2.5 0.6 14.9
UK 8.5 2.6 2.4 2.3 4.7
USA 43.1 13.1 12.4 11.8 9.1
Asia 3.1 0.0 0.0 0.0 0.0

 
Index-linked bonds Sweden 12.5 14.5 15.3 17.1 1.5

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

Total fixed income 110.3 90.6 89.5 77.6 75.4

ALTERNATIVE INVESTMENTS1

Real estate
Shares and promissory notes in 
Vasakronan 10.2 10.3 8.4 7.7 7.0
Shares and promissory notes in  
Hemsö Fastigheter 6.7 7.0 3.2 2.6 2.1
Shares in Sagax 0.5 0.3 - - -
Shares and promissory notes in 
Trophi 2.7 1.0 - - -
Swedish mortgage bonds 0.0 0.0 0.0 0.0 3.4
Timberland and agricultural land 4.8 4.3 4.2 4.0 3.2
International real estate funds 8.5 5.6 3.8 1.4 1.2

Total real estate 33.4 28.5 19.6 15.7 16.9

Unlisted equities2 10.6 9.8 11.4 11.5 10.9

New strategies3 - - - - 6.9

Other assets4 1.8 1.6 5.2 4.2 -

Total alternative investments 45.8 39.8 36.3 31.4 34.7

TOTAL 288.3 258.5 233.0 214.1 220.8

1 Cash used for position-taking in futures has been allocated between 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. Invest-ments not qualifying for a specific category are classified as ”Other assets”.
4 Other assets include invest-ments in convertible bonds and insurance-related risk.
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AP3  | FOCUS: AP3’S PORTFOLIO IN 2014 

Allocation of fund capital between internal and external management mandates at 31 Dec 2014

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

EXTERNAL DISCRETIONARY MANDATES
Equity mandates
Passive mandates
Blackrock Investment Management Europe – Small cap 3,410
Blackrock Investment Management Japan 6,407
Blackrock Investment Management Asia-Pacific 4,785
Blackrock Investment Management North America – Large cap 2,935
Blackrock Investment Management North America – Mid cap 6,945
Blackrock Investment Management North America – Small cap 4,096
Enhanced mandates
Blackrock Investment Management North America – Large cap 13,439
Intech Investment Management North America – Large and mid cap 3,796

45,814 16%

FUND INVESTMENTS
Listed assets
Equity funds 13,656
Fixed income funds 2,521
Absolute return strategies and hedge funds 12,441
Unlisted assets
Private equity funds 12,837
Real estate funds 4,115
Timberland funds 4,413

49,982 17%

INTERNAL MANAGEMENT MANDATES
Listed shares and investments 71,129
Fixed income and credits 100,011
Insurance-related risk 1,731
Unlisted holdings in real estate companies 19,908

192,778 67%

OTHER ASSETS AND LIABILITIES1 248 0%

TOTAL FUND CAPITAL 288,332 100%

1 Consist primarily of cash and currency hedges.

Ten largest holdings of AP3 equity portfolio at 31 Dec 2014

Company Market value, SEK m
Hennes & Mauritz 3,368
Nordea Bank 2,378
Ericsson 2,230
Swedbank 1,884

Svenska Handelsbanken 1,459
Atlas Copco 1,443
Skandinaviska Enskilda Banken 1,349
Volvo 1,187
Apple 1,090
Assa Abloy 1,003

Ten largest recipients of brokerage fees in 2014

Bank of America/Merrill Lynch Morgan Stanley SEB
Credit Suisse Neonet Securities UBS
Evercore ISI Nordea
JP Morgan Sanford C. Bernstein

Five counterparties that handled the largest volumes  
of AP3’s foreign exchange trading in 2014

BNP Goldman Sachs SEB
Citibank JP Morgan

Five counterparties that handled the largest  
volumes of AP3’s fixed income trading in 2014

Barclays JP Morgan SEB
Danske Bank Nordea
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FOCUS: AP3’S PORTFOLIO IN 2014  | AP3

Alternative investments at 31 Dec 2014

Mandate Description of mandate and management type Outstanding investment 
commitments in SEK m 

at 31 Dec 2014  

Market value
in SEK m at 

31 Dec 2014

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

4,318 10,683

Investments in infrastructure assets are made both in Sweden and internationally 0 774

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

1,386 33,309

Investments in international real estate are made through funds 1,270 8,446

Investments in timberland are made in Sweden and internationally 117 4,800

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

Total unlisted equity investments  
at 31 Dec 2014

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

Total investment commitments in  
unlisted equities at 31 Dec 2014 

SEK 19,327 million of AP3’s total investment 
commitments had been invested as of 31 Dec 2014. 
Holdings including distributions had a total market 
value of SEK 28,267 million.

Market value of real estate investments  
at 31 Dec 2014 

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. 

AP3’s long-term mandate enables us to invest in relatively illiquid assets. These investments help to diversify portfolio risk and raise potential returns through liquidity premiums 
and other advantages. The Fund’s diversification-oriented investments consist of private equity funds, real estate, timberland and other assets of a more opportunistic nature. 
Alternative investments rose from SEK 3,752 million in 2001 to SEK 45,836 million in 2014 and at 31 December 2014 accounted for 15.9% of the total portfolio. 
1 ”Other assets” were redefined in 2011, resulting in transfers of SEK 2,977 million to listed equities and fixed income receivables.

Diversification through alternative investments 2001 – 2014

Real estate Unlisted equities Other assets1 Percentage of fund capital
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AP3  | GRI CROSS-REFERENCE TABLE

Contents as per GRI
AP3 has a longstanding commitment to exercising environmental, social and corporate governance 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. 

For the 2014 financial year, AP3 has decided to disclose its eco-
nomic, environmental and social impacts as part of the annual 
report. We base our sustainability reporting on the Global Report-
ing Initiative’s new G4 guidelines 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 both the 

 requirements and expectations of AP3’s stakeholders and the 
Fund’s own priorities, thus establishing a common view with 
regards to materiality. 

We intend to develop our disclosures, data and procedures 
in relation to sustainability reporting in 2015 and going forward. 
Some of the reported GRI indicators are incomplete. 

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

Indicator Name Reference

Strategy and analysis
G4-1 Statement from the most senior 

decision-maker of the organisation
pp 6 – 7, AP3’s sustainability 
report

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 capital on behalf of the 
national pension system.  See p 4

G4-5 Location of organisation's headquarters p 68

G4-6 Number of countries where the 
organisation operates.

AP3's sole office is in Stockholm. 
The Fund invests globally, see  
p 5.

G4-7 Nature of ownership and legal form pp 28

G4-8 Markets served p 5

G4-9 Scale of the reporting organisation pp 5, 60

G4-10 Number of employees  pp 24, 48

G4-11 Employees covered by collective 
bargaining agreements

p 48 – 49

G4-12 The organisation's supply chain p 62

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

pp 25

G4-14 Management of the precautionary 
principle

sid 40 – 41

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

pp 18, 21. Sustainability report, 
stewardship report, Ethical 
Council annual report

G4-16 Membership of trade and other 
associations

pp 18, 21. Sustainability report, 
stewardship report, Ethical 
Council annual report

Report materiality and parameters
G4-17 Units included, and not included, in the 

report
pp 46, 64

G4-18 Procedure for defining report content p 22

G4-19 Material aspects identified p 22

G4-20 Boundary of each aspect within the 
organisation

pp 22, 64

G4-21 Boundary of each aspect outside the 
organisation

pp 22, 64  

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

p 46 relating to economic data. 
No changes have occurred since 
the prior report

Indicator Name Reference
G4-23 Significant changes from previous 

reporting periods regarding the scope 
or boundary of the report

p 46 relating to economic data. 
No changes have occurred since 
the prior report

Stakeholder groups engaged by the organisation
G4-24 List of stakeholder groups p 22

G4-25 Basis for identification and selection of 
stakeholder groups

p 22

G4-26 Approaches to stakeholder engage-
ment in preparation of the report

p 22

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

p 22

Profile of the report
G4-28 Reporting period 1 Jan – 31 Dec 2014

G4-29 Date of previous report AP3 published its first 
sustainability report according to 
GRI principles on 20 Feb 2014

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

G4-31 Contact p 2 and info@ap3.se 

G4-32 GRI contents and references pp 64 – 65

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 responsibili-
ties for economic, environmental and 
social impacts

Governance report pp 28 – 31

Ethics and integrity
G4-56 Values, principles and codes of conduct p 25

General standard disclosures

Specific standard disclosures

FINANCE
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 p 4

G4-EC1 Direct economic 
value generated and distributed

p 22
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Indicator Name Reference

ENVIRONMENT
Energy
G4-DMA Energy p 23

G4-EN3 Energy consumption p 23

Emissions
G4-DMA Emissions p 23

G4-EN15 Direct emissions of greenhouse gases p 23

G4-EN16 Indirect emissions of greenhouse gases p 23

Waste
G4-DMA Waste p 23

G4-EN23 Waste p 23

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, 48 – 49

G4-LA2 Benefits provided to full-time 
employees

pp 48 – 49

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 49. No work-related 
injuries or accidents occurred 
during the year

Training
G4-DMA Training pp 24 – 25

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-DMA Diversity and equality pp 24 – 25

G4-LA12 Composition of the organisation's 
decision-making bodies

pp 24 – 25, 48

HUMAN RIGHTS
Investments
G4-DMA Investments p 63

G4-HR1 Investment decisions that include 
human rights clauses

pp 18 – 21

Non-discrimination
G4-DMA Non-discrimination p 65

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 48 – 49

G4-HR4 Freedom of association and collective 
bargaining 

Freedom of association exists at 
AP3 and the Fund has collective 
agreements with trade unions, pp 
48 – 49

Child labour
G4-DMA Child labour p 65

G4-HR5 Operations identified as having signi  
ficant risk for incidents of child labour

AP3 does not employee people 
under the age of 18

Forced or compulsory labour
G4-DMA Forced or compulsory labour p 65

G4-HR6 Operations identified as having 
significant risk for incidents of forced or 
compulsory labour 

Not relevant to AP3

SOCIETY
Local society
G4-DMA Local society p 65

FS13 Access points in low-populated or 
economically disadvantaged areas by 
type

Not relevant to asset 
management company

FS14 Initiatives to improve accessibility Not relevant to asset 
management company

Anti-corruption
Specific DMA Procedure for analysing risks related to 

corruption
pp 40 – 41

G4-SO4 Communications and training pp 24 – 25

G4-SO5 Incidents of corruption No incidents of corruption 
occurred in 2014

Anti-competitive behaviour
G4-DMA Anti-competitive behaviour p 65

G4-SO7 Legal actions for anti-competitive 
behaviour taken against the 
organisation

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

PRODUCT RESPONSIBILITY
Labelling of products and services
G4-DMA Labelling of products and services p 65

FS15 Policy for fair design and sale of 
financial services and products

Not relevant to AP3

FS16 Initiatives to improve financial 
disclosures

p 22

IMPACT ON PRODUCTS AND SERVICES
Product portfolio
G4-DMA Product portfolio pp 19 – 21

FS1 Guidelines for environmental and 
social aspects

pp 19 – 21

FS2 Procedures to evaluate and analyse 
environmental and social risks 

pp 19 – 21

FS3 Processes for analysing clients' 
implementation and compliance 

Not relevant to asset 
management company

FS4 Processes for employees to take 
actions in social and environmental 
responsibility 

pp 19 – 21, 24 – 25

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

pp 18, 21

FS6 Product portfolio AP3's asset management 
portfolio. See pp 13 – 17 and 
directors' report

FS7 Economic value of products and 
services with special social objectives 

Not relevant to asset 
management company

FS8 Economic value of products and 
services with special environmental 
objectives 

Not relevant to asset 
management company

AUDITS
G4-DMA Audits pp 18 – 21, 66

FS9 Audits to evaluate environmental and 
social policies

pp 18 – 21. AP3 makes no social 
audits of its suppliers

ACTIVE OWNERSHIP
G4-DMA Active ownership pp 19 – 21

FS10 Companies with which the 
organisation has engaged on 
environmental or social issues

pp 19 – 21 and Ethical Council
annual report,   
www.etikradetapfonderna.se

FS11 Assets that fall within the scope of envi-
ronmental or social selection criteria

pp 19 – 21 and Ethical Council
annual report,   
www.etikradetapfonderna.se

FS12 Voting policies applied to environmen-
tal or social issues 

pp 19 – 21 and www.ap3.se

Indicator Name Reference



66  |  ANNUAL REPORT 2014

AP3  | GLOSSARY

Absolute return The actual return, in cash or 
percentage 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 port-
folio based on the projected market outlook.

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

Automatic balancing Method of restoring the 
financial balance between pension system assets 
and liabilities when the balance figure falls below 1. 
Another way of putting it is that a “brake” is applied 
to pensions and pension credits which results in 
them following a balance index rather than the 
income index.

Balance index Key metric used to restore the 
pension system to balance. Results in pensions 
increasing at a lower rate or being reduced.

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

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

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

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

Buyout Acquisition by an entity of a controlling 
shareholding in a mature company. 

CDS Credit default swap. See Credit swap.

Clearing All activities that take place after a 
transaction 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 counterpar-
ties 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 
higher level of risk than a government bond. Often 
issued by corporations and mortgage lending 
institutions.

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

CSA agreement Annex to 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 curren-
cies other than SEK.

Derivative Financial instrument whose price is 
determined 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, inter-
est rate forwards, forward rate agreements (FRAs) 
and equity index forwards. The contracts are often 
known as forwards or futures.

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.

Guarantee pension State pension paid to those 
with no income pension and/or supplementary 
pension. Guarantee pensions are not part of the 
pension system and are financed from the central 
government budget.

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). 

Income index Key figure that measures average 
annual income growth. Is used to track pension 
growth provided that automatic balancing has not 
been activated. 

Insurance-related bond Bond whose return is 
connected to exposure against disaster-related 
risks such as hurricanes and earth-quakes.

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 
Capital Valuation Board is an international organi-
sation for private equity and venture capital firms. 
It issues valuation guidelines based on IFRS and US 
GAAP, which are seen as industry standards.

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

Option Entitles the holder to buy or sell an under-
lying 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.

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 bench-
mark 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.

Pensions Group Parliamentary group tasked with 
overseeing the cross-party pension agreement 
and defending the pension reform and its core 
principles.

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 commitments. The rating may relate to the 
counterparty itself or a series of securities issued 
by the counterparty. The rating may relate to the 
counterparty itself or a series of securities issued by 
the counterparty.



Real return Nominal return adjusted for inflation.

Realised volatility See Volatility.

Reference index See Benchmark Index.

Reference portfolio A portfolio of different 
assets whose composition serves as the basis for 
comparison. 

Risk budgeting Adjustment of risk levels across 
management mandates based on their expect-
ed return and correlation to optimise the total 
risk-adjusted return.    

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 capital Generally refers to investments in a 
company’s equity. Relates in practice to invest-
ments 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 deviation from the index (or active 
risk). Also called enhanced index management.

Sharpe ratio Measurement of a portfolio’s risk-ad-
justed 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 immediate closure of all positions.

Swap Contract in which counterparties agree to 
exchange flows based on an underlying asset and 
under prearranged terms and conditions. Often 
runs for periods of more than 12 months. Exam-
ples 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. Expect-
ed (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 man-
agement 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. 
Measured as the standard deviation of return. 
Realised volatility is measured as historical return.

Volatility strategy Strategy in which projected 
volatility 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 = 
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