STEWARDSHIP REPORT 2017

CORPORATE STEWARDSHIP IS PIVOTAL TO VALUE CREATION
For the Third Swedish National Pension Fund, AP3, corporate governance consists of three
important pillars – engagement, action and positive change. With the help of these
elements, we seek to deliver high-returns at a low level of risk over time. As an
institutional investor with a major presence in the Swedish equity market, we can engage
proactively and urge companies to embrace positive change. Corporate stewardship is a
core element in the investment process.
AP3 is one of five so-called buffer funds within the Swedish national pension system. AP3 is tasked by
Parliament to invest and manage a capital buffer that is designed to enable the state income pension to
meet its current and future commitments without any need for an increase in pension contributions or
taxes. In this way, AP3 helps to ensure the value of the Swedish state pension for current and future
pensioners.

Communication with our stakeholders is critical to create awareness and understanding of AP3's mission,
objectives and results. It is also important to explain our approach to investments. The Fund strives to
provide adequate information at a high level of transparency and clarity. To meet the increased public
interest in and demand for sustainability, AP3 has integrated the sustainability reporting in the annual
report. The reporting is prepared in accordance with the G4 guidelines of the Global Reporting Initiative,
GRI. The report includes a summary description of AP3's materiality analysis, an overview of our
stakeholder dialogue and the GRI index. The annual report with integrated sustainability reporting is
available on the Fund's website at www.ap3.se.
In addition to the mentioned sustainability reporting, AP3 strives to report on stewardship as openly as
possible. However, it is not always practicable to disclose the details of discussions with other investors,
nomination committees and corporate managements and boards because confidential dialogue is often the
best way to achieve results. Nevertheless, transparency is vital to public trust in AP3, which is why this
report documents how we have exercised stewardship in the 12 months ended 30 June 2017.

AP3 works with fellow AP Funds AP1, AP2 and AP4 via the joint Council on Ethics to monitor
environmental and ethical compliance at investee companies. The Council on Ethics presents its
approach, engagements and investor initiatives in an annual report that is available at www.etikradet.se.

OWNERSHIP DECISIVE FOR THE CHOICE OF STRATEGY
AP3's asset management strategy is based on a broad diversification of risk and the Fund have
investments in many different assets, both listed and unlisted. It is important that the asset management is
cost-effective. That is one reason why AP3 has chosen to invest the main part of the equity holdings s in
broad market cap indices. AP3 has a diversified portfolio of investments in more than 3,000 equities
worldwide. The market value was about SEK 160 billion at 30 June 2017, of which SEK 10 billion was
invested in unlisted equity. Just over a quarter of the total value consists of Swedish companies with a
market value of almost SEK 45 billion at 30 June 2017.
The Swedish equity portfolio is well diversified with holdings in 160 companies, about half of the
approximately 330 companies listed on the Stockholm Stock Exchange. The total equity portfolio has a
home bias, reflected in a higher weight in the total portfolio compared to Sweden's market weight in a
global equity index. As a result, our percentage holdings in Swedish companies are considerably higher
than the ones in foreign companies and average around 0.9% of the equity and voting rights. However,
the range is considerable. In more than every fourth portfolio company, AP3's equity stakes are less than
0.1% and in approximately the same proportion of the Fund's portfolio companies, our ownership exceed
1%. In some entities, however, this figure may be much higher and in some companies, the ownership can
amount to a few percentage points.
AP3 has chosen different strategies for stewardship depending on the size of our holdings. The Fund
focus stewardship on areas where we can achieve the maximum impact.


In companies we own ourselves or where we own a substantial stake, mainly the unlisted real
estate companies Vasakronan, Hemsö, Trophi and Regio, we can directly influence company
strategies through representation on the board of directors.



In listed companies the holdings varies. AP3 have a globally diversified equity portfolio with
investments in more than 3,000 companies, most of which are foreign companies. Our holdings
in foreign listed companies are typically small and, naturally, we have limited opportunities to
influence through active corporate governance. In these companies we often exert influence in
collaboration with other owners, mainly through the AP Funds' Council on Ethics.



In Swedish listed companies we have larger holdings and we engage actively mainly through
dialogues, voting at general meetings or participation in nomination committees. The ability to
influence the domestic market is greater, not least as a result of AP3's strong position in the
Swedish capital market.

AP3 engages in most stewardship issues, working proactively to influence the structure of executive
remuneration packages and promote greater diversity on corporate boards. We exert influence through
dialogue with the companies' boards and executive management, through participation in nomination
committees and by voting at annual general meetings. In recent years we have also applied this formula to
parts of our global equity portfolio, where the primary focus areas include executive remuneration and the
separation of the roles of chief executive officer and chairman. AP3 votes independently at the company
meetings of foreign entities. We also contact selected investees to explain our reasons for how we voted
on specific resolutions.

As a responsible owner, AP3 takes part in various investor-led initiatives aimed at persuading companies
to take preventive action to reduce sustainability-related risks. In this context we work closely with other
institutional owners or under the aegis of the Council on Ethics.
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THE AP FUNDS’ CORE VALUES FOR SUSTAINABILITY AND CORPORATE
GOVERNANCE
AP3's mandate is to create high long-term returns at low risk. By responsibly investing and managing the
buffer capital, AP3 contributes to ensure the value of the Swedish state pension for current and future
pensioners. The commitment to the pension system is determined by The Swedish National Pension
Funds Act of 2000. According to the law the Fund is to take due account of environmental and ethical
considerations without compromising the ultimate objective of achieving high returns. The law states
among other things that stewardship must be directed at achieving maximum scope to generate high
investment returns for the state pension system on behalf of the system's beneficiaries. Stewardship must
be independent from political or macroeconomic policy considerations. Statutory investment rules prevent
our Swedish equity portfolio holdings from exceeding 2% of the capitalisation of the Swedish stock
market. Moreover, we may not own more than 10% of the voting shares in any single company.
Based on the mandate in the law, the AP Funds have developed common core values for sustainability
and corporate governance. The AP Funds’ core values mirror those of the Swedish government, where
democracy and a sustainable development are central parts in accordance with the wording in the Swedish
constitution. The AP Funds’ core values also build on the international conventions ratified by Sweden. In
cases where Sweden support a new convention or a revision to an existing convention, but where formal
ratification has not yet occurred, the AP Funds will act as though a ratification was already in place. The
AP Funds will continuously monitor the progress of the ratification processes of the new or revised

conventions. If Sweden has not ratified a convention within a three-year period from the point in time
when Sweden originally supported the same, then the AP Funds can review the basis for their policies in
those questions affected by the new or revised conventions.
The framework for the AP Funds’ core values consists of the Swedish constitution together with the
international conventions that Sweden have signed. Sustainable development is central to the framework.
The Swedish constitution builds on democracy, fundamental rights and freedom, the equal value of all
human beings, and the right of all individuals to be free and live with dignity. The international
conventions regarding the environment, human rights, labour law, corruption and inhumane weapons that
Sweden has ratified are also important parts of the framework. The framework is also expressed through
the international guidelines that Sweden supports, for example, the UN Global Compact, ILO and OECD
guidelines for multinational companies and through Sweden's position on international law.
The AP Funds expect companies to operate in accordance with laws, conventions and international
guidelines, regardless of the country in which the company operates. This responsibility applies regardless
of whether the countries in which the companies operate have signed the conventions or apply laxer
standards at national level. An international and recognized framework is essential for the sustainability
efforts of the AP Funds and for the opportunities for successful dialogues with companies regardless of
national residence. This also applies to opportunities for cooperation with other investors, which is
considered essential for the AP Funds to make a positive difference.

STEWARDSHIP POLICY AT THE HEART OF AP3’S GOVERNANCE
AP3 expects that the companies, in which the Fund invest, follow national legislation in the countries in
which operations are conducted. The boards of directors are responsible for ensuring that there are
adequate processes and controls to ensure that this. Obviously, companies must comply with the law, but
of course this is not enough as a principle for stewardship. Therefore, AP3 bases its governance activities
on a stewardship policy. The stewardship policy is approved by the board of directors, is kept updated and
is available on the AP3 website. The policy incorporates the Fund's basic principles of corporate
stewardship and our approach to companies’ environmental and social responsibility. These principles are
general in character and apply to all the companies in which we invest, whether domiciled in Sweden or
abroad.
Application of the stewardship policy may differ depending on where a company is domiciled and on the
size of the Fund's holding. We focus on the areas in which we believe we have the greatest opportunity to
exert influence. In this context, we tend to concentrate on Swedish investees because our holdings in
these companies are usually larger than in non-Swedish investees.
The AP3 stewardship policy has seven main focus areas and an overview of these is shown below. The
full stewardship policy is available on the AP3 website at www.ap3.se.

1. Shareholder rights and responsibilities
The principle of equal treatment is a fundamental pillar of The Swedish Companies Act. AP3 works to
ensure that shares with the same economic rights in the company always is treated equally in economic
terms. It is important to protect the interest of minority shareholders and that shareholders are not
disadvantaged financially in share dividends, the liquidation of the company or the acquisition of all shares
in the company.

2. Capital structure
AP3 works to ensure that investee companies have a solid long-term capital structure. Key questions
relating to capital structure include a company's dividend policy and approach to share offerings and
buybacks.

3. Corporate boards
AP3 sees exercising influence over the election of directors as a core investor responsibility. The Fund
believes that board structure should reflect the company's needs and the board itself should represent the
interests of all shareholders. It is important that directors have sufficient time to devote to their role. For
this reason, directors should not have an excessive number of board memberships. Ethnic and gender
diversity is a key component of effective board operation. The same individual should not hold the roles
of chairman and CEO simultaneously.

4. Audit and internal control
Auditors are elected by shareholders and give investors oversight over a company's affairs. It is important
that the audit process is considered and evaluated from an investor perspective. AP3 believes that the
nomination committee should manage the processes of auditor procurement and evaluation. Auditor
independence is crucial to maintaining investor confidence. The auditor's mandate should be confined
primarily to audit services. Consulting services should be limited and should be disclosed to investors.

5. Executive remuneration
AP3's stewardship policy takes a conservative view on performance-related pay to senior executives.
Correctly structured share-based or share-price-based remuneration can be an effective way to align the
interests of corporate management and investors. Structuring value-enhancing incentive packages should
be a task for the board of directors. It is also the board's responsibility to explain the relationship between
how an incentive programme is structured in terms of the company's goals and how the scheme's
effectiveness in driving achievement of these goals will be evaluated.

6. Environmental and ethical considerations
The Swedish Pension Funds Act requires the AP Funds to take due account of environmental and social
governance without compromising the ultimate objective of achieving high returns at a low level of risk.
AP3 works proactively to encourage companies to identify and manage sustainability risks in such a way as
to create shareholder value, to perform risk analysis, implement risk management systems and have
effective external reporting and to have corporate codes of conduct and policies in place that clarify their
stance on sustainability.

7. Information disclosure
Companies should aim for an open and ongoing dialogue with shareholders. Company information
should be accurate, clear, objective and credible. The information from the companies should enable a
qualified assessment of the company's future development and of the factors that create value for
shareholders.

VOTING AT SWEDISH COMPANY MEETINGS 2017
AP3's Swedish equity portfolio varies in size over time depending on equity market trends and the
allocation of our investment capital. The Swedish equity portfolio consists of about 160 holdings. Since
most of AP3's investments are index management, the majority of our holdings, in SEK terms, are in the
largest corporations listed on the Stockholm stock exchange. Our largest capital holdings are however, in
three smaller companies: wind power operator Arise and medical technology company Karolinska
Development in which AP3 owns 10% each and real estate company Sagax where the ownership amounts
to just over 8%. In the first two companies, the Fund has a history of ownership since the companies
were unlisted companies and hence the ownership is quite large. In the real estate company Sagax, the
ownership is partly due to the fact that AP3 and Sagax have a commercial relationship through the joint
ownership of the real estate company Hemsö.
For practical reasons it is not possible to physically attend and vote at the AGMs of all companies in the
Swedish equity portfolio or to prioritise extensive stewardship engagements in companies where we
control only a minor share of the equity. For this reason, we focus our efforts on selected investees that
are either large Swedish-listed companies in which we hold a large equity stake or enterprises in which we
control a relatively large portion of the equity but where our capital investment is not especially large.
In total, AP3 voted at 62 AGMs – 51 in person and 11 by proxy. These overall figures are slightly higher
than last year. It is also a larger proportion of the Fund's total company holdings compared to previous,
despite that the Swedish equity portfolio contains more than 160 companies compared to 150 companies
last year. In addition to AGMs, AP3 also attended a couple of extraordinary general meetings. The total
number of agenda items that the Fund voted on is considerably higher than last year, 1,600 compared to
1,300. This is partly due to the fact that the Fund voted in more meetings this year, but the main reason is
that many companies have chosen individual election of directors instead of previously as a unit.
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The 62 companies that the Fund voted at had a combined market capitalisation of about SEK 42 billion,
compared to the Swedish equity portfolio that had a market capitalisation of about SEK 45 billion. This
means that our voting engagements covered about 93% of the Swedish equity portfolio's market value.
Extending our voting engagements to more than 160 companies in the portfolio would require us to
attend and/or vote at the company meetings of numerous small cap companies in which we have only a
small stake and limited influence.

AGM season was relatively calm
Prior to the active part of the AGM season, the Fund participated in about 30 shareholders meetings. At
these meetings, the companies presented proposals that they intended to submit for the shareholders'
decision at the AGMs. For example, some companies presented new, or revised, incentive programmes.
Overall, there were no controversial remuneration proposals and they all met the requirements AP3 have
set for this type of programmes.

The Swedish AGM season was relatively calm, at least compared with previous years. One reason is the
positive development of the stock market, Stockholm Stock Exchange rose by 13% in 2016 and continued
to rise in early 2017. Positive earnings development in the companies usually means rising stock prices and
satisfied shareholders, as reflected in less critical shareholders at AGMs. Often, however, things happen
which cause concern at some AGMs. Prior to this year's voting season, for example, a number of senior
executives in larger companies were under pressure, not least in the media. Leading executives and board
members have been suspected of bribery and corruption in connection with hunting trips organized by
companies, been charged with violations of insider legislation or have been suspected of being involved in
international law violations. Some of the cases have been dismissed without actions, while in some cases
there are still investigations. Despite the serious events, both companies and asset owners have managed
to focus on what is essential, namely, the business and the results generated by the companies.
There are some clear trends from recent years' meetings. For example, the companies' sustainability efforts
have moved higher up on the agenda of most meetings. A healthy approach to environmental, social and
business ethics is a prerequisite for companies to maintain competitiveness and create long-term
profitability. It is simply a matter of survival. Sustainability issues are largely driven by all stakeholders;
public opinion, customers, policy makers, owners and companies themselves.
Another clear trend is that transparency is becoming more important to the companies and its owners.
The companies' accounts of their own operations are now much more open than they were a few years
ago. At the same time, many shareholders have developed their own reporting on sustainability and
ownership management.
Another trend is the increased demand for the boards of directors and executive management to have a
composition that reflects society as a whole. This means, for example, increased demands for a more even
gender distribution, but also that the owners strive to find board members with different backgrounds and
experiences.
Below, AP3 highlights some other reflections from this year's AGM season.

Less focus on remuneration issues
Executive remuneration tends to attract a lot of attention before and during the AGMs, not least in
financial companies. However, in recent years there has been somewhat less focus on these issues.
Although Swedish listed corporations continue to introduce incentive schemes at an unabated rate, it is
rare nowadays for proposals to fall short of the standards we set for such programmes. A performancebased component is usually included and the cost to shareholders is generally known and limited. Schemes
typically comprise a ceiling and an element of risk in the form of a personal investment by the beneficiary.
The proposals are normally well argued, including an analysis of prior schemes. Occasionally a company
will propose a new incentive programme or changes to existing plans that fall short of our requirements,
and in such cases we urge the board to withdraw or amend the proposal prior to the AGM. Companies
are often willing to listen to us on these matters.

Tougher demands on company auditors
The audit report is the final product of the auditor's review and a quality stamp on the company's
accounts. Prior to this year's AGM season, new rules for the audit report were adopted. The new rules are
based on new legislation, through the introduction of EU law, as well as new rules for the audit report in
International Standards on Auditing, ISA. The purpose of the new rules is that the audit report should
contain more information for the benefit of the company's stakeholders. For example, the auditor should
report "other information", which may be information that is outside of the annual report. In addition, the
auditor shall describe particularly important areas. In short, the auditor should identify and describe risk
areas and how the auditor has handled these risks in the audit. The auditors have often talked about these

special auditing areas at the AGMs, but AP3 believes it is good that the information also is included in the
written audit report. All information that helps shareholders to make better-informed decisions is
welcome.

Individual election of directors – the new norm
A highly topical issue on last years' AGMs was the individual election of directors. The issue was mainly
driven by some international investors, including Norges Bank Investment Management (NBIM). Many,
but far from all, companies chose to meet NBIM's requests. It can be noted that the introduction of
individual voting and counting of votes at the election of directors did not involve any major
complications for the actual meetings, except that the meetings were somewhat extended.
During the voting season, virtually all companies chose to apply individual election of board members,
even though the practical handling differs among the companies. Some companies have applied individual
voting, counting of votes and have reported the outcome of the voting, while others chose a simpler
variant by allowing shareholders to vote for each member but did not report the outcome of the voting.
Although, the companies applies different ways when it comes to individual election of directors, it can be
noted that individual election of board members is here to stay and can now be regarded as the norm for
how it works at Swedish AGMs.

Increasing female board representation
Politically, for a long time, there has been an imminent threat of legislation of gender quotas in corporate
boards, while investors and companies have preferred self-regulation in this area. However, the
Government chose not to proceed with the bill on gender quotas. This means that self-regulation
continues to apply and the company's nomination committees have a major responsibility to work for
gender equality in the board of directors.
The Swedish Code of Corporate Governance stipulates that listed companies should strive to achieve
gender balance on their boards. Nominating committees are to consider the code's stipulation on gender
balance in their reports. In 2014 the Board issued an instruction containing a number of initiatives to
achieve a more even gender distribution on the boards of listed companies. The instruction entered into
force on 1 January, 2015. The Board wants shareholders to drive the development towards a 40% share
for the least represented gender on listed company boards by 2020. Larger corporations should achieve a
level of 35% by 2017, while smaller companies should be approaching 30% by then.
According to the Swedish Corporate Governance Board's recent report, the proportion of women on
boards of listed companies' continues to increase after this year's AGMs. The proportion of elected female
members in all Swedish listed companies' boards has increased by 1.7 percentage points to 33.2%. Among
the large companies, the proportion of women is 39.0 percent, an increase of 2.8 percentage points and
the proportion of women among newly elected board members is 41.8%. It can be noted that the Code's
ambition for 2017 regarding the gender distribution in both the larger and smaller listed companies'
boards has been met. At the same time, some work remains for the nomination committees to reach 40%
for the least-represented gender by 2020.
Normally, AP3 has relatively small holdings in companies and it is rare for the Fund to be actively
involved in the companies' nomination committees. In the nomination committees where AP3
participates, and where the Fund has considered it possible, the Fund has been working to increase the
proportion of female board members. It can be concluded that AP3 together with other shareholders in
the nomination committees has been relatively successful in our aspiration, but not in all companies.
Vasakronan's nomination committee – in which AP3 held the chairman’ post this year – has contributed
to the board being supplemented with another female board member. In Nobina, the largest public
transport operator in the Nordic countries, the nomination committee has managed to double the number

of female members in the board. In Nordic Waterproofing, one of Europe's leading producers and
suppliers of waterproofing products for buildings and infrastructure, a female board member was elected
at an extraordinary meeting in the winter and one of two new members that was elected at the ordinary
AGM was a woman. The two remaining nomination committees where AP3 has been represented has not
been as successful in increasing the proportion of female board members. The wind power company Arise
has the smallest board on the stock exchange, four members of which one is a woman, and this year there
were no changes in the composition of the board. In the medical technology company Karolinska
Development, there have been major changes in the ownership structure, including the composition of
the board. Karolinska Development is one of the companies on the stock exchange that has no women
on the board. AP3's target is to increase the proportion of women on the boards of these companies until
an acceptable gender distribution has been achieved.
AP3 has for many years been calling for Swedish listed companies to appoint more female directors to
their boards. On the issue of gender balance, it is with great satisfaction AP3 notes that progress continues
in a positive direction and that the proportion of women has increased this year. According to the Fund's
view, it is most essential to monitor how the proportion of women among the newly elected members
develops.

STEWARDSHIP IN THE FOREIGN EQUITY PORTFOLIO
AP3's foreign equity portfolio is managed both internally and by external managers. Outside Sweden,
AP3's stewardship includes voting at company meetings and lending support to investor-led initiatives.
AP3 has a diversified equity portfolio with relatively small holdings in a wide range of companies, so the
extent to which we vote at AGMs involves striking a balance between the costs involved and the value
that our interventions can create. AP3 has investments in more than 3,000 companies worldwide and the
global nature of our holdings means it is not practicable or financially feasible to vote in person at all
company meetings. Therefore, we vote by proxy. Institutional Shareholder Services (ISS), a global
corporate governance consultancy, provides access to an electronic voting system and Nordic Investor
Services, a Swedish corporate governance consultancy, monitors the company meetings, analyses relevant
paperwork and administers the voting process. At all times, however, AP3 maker its own assessments and
decides independently how to vote. It should be noted that AP3 voted differently from ISS's
recommendations fairly often during the period. In more than every fourth case in which ISS issued a
voting recommendation based on its own analysis, AP3 instead chose to vote in accordance with our own
stewardship policy. This is significant and is one of the main reasons why we have extended our voting
responsibilities with regard to foreign investees in recent years rather than leaving this to governance
consultants.
Over a number of years, AP3 has gradually increased the voting activity and we annually vote in at least
750 foreign AGMs. During the 12-month period ended 30 June 2017, AP3 voted at 837 AGMs out of 825
companies. Outside Sweden, AP3 voted at investee company meetings in Australia, Bermuda, Canada,
France, Germany, Ireland, Japan, the Netherlands, Switzerland, the UK and the United States, along with
a handful of companies domiciled in Belgium, Curacao, Hong Kong, Israel, Italy, Jersey, Luxembourg,
New Zealand, Singapore, Spain, South Korea and the Virgin Islands. Here we selected investees based on
their relative weights in the MSCI ACWI global share index, which meant we voted at the meetings of the
largest investees in the chosen markets. We also voted at the meetings of investees that are part of the
Council on Ethics universe (for instance those with which the Council engages or where it supports
international initiatives on specific topics and at meetings where the Funds filed a resolution).
In recent years, global voting has gradually grown towards a larger proportion of US and Japanese AGMs
and a smaller proportion of European AGMs. The shift is largely due to progressive refocusing of the
Fund's European equity exposure from index-based management to a small number of large cap
companies and a large number of small cap companies.
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Foreign investees struggle to meet AP3's requirements
In the 12 months ended 30 June 2017 AP3 voted on about 10,400 resolutions at 837 foreign company
meetings. We abstained or voted against board proposals in three out of ten cases. The ratio of “no” votes
was slightly higher than the previous year and significantly higher than the corresponding ratio for
Swedish investees. This confirms the fact that foreign entities find it more difficult than their Swedish
counterparts to meet AP3's requirements, and also indicates that foreign company boards and
managements are less successful in gaining shareholder assent for their AGM proposals. Typically,
Swedish companies inform institutional investors about proposed resolutions in good time before the
AGM. Generally speaking, Swedish resolutions tend to enjoy broad shareholder support by the time the
meeting is held. One reason why the ratio of “no” votes is higher than before is that AP3 voted in more
Japanese companies in combination with the Fund voting against boards consisting of only one gender,
which is quite common in Japanese companies. This has led to a sharp increase in the number of “no”
votes in the election of Japanese board members. For the same reason, the proportion of votes against the

board recommendation and against the ISS recommendation have increased. AP3 also notes that
executive pay is one area with major differences between Swedish and many non-Swedish investees. On
executive remuneration, we voted or abstained in more than half of the resolutions proposed by nonSwedish investees, reflecting the fact that foreign entities are less likely than Swedish companies to meet
our requirements. AP3 is working towards that variable remuneration to senior executives should be
reasonable, which is more of a challenge abroad than in Sweden. Remuneration in foreign companies are
usually decided by the board of directors, and shareholders have only an advisory voice.
AP3 voted in favour of more than half of resolutions submitted by other investors. Many institutions
submit their own resolutions to the company meetings of foreign entities and these are often of a high
standard. Examples include resolutions for improved reporting of political donations and resolutions
demanding separation of the role of CEO and chairman.
A list of all the foreign AGMs at which AP3 voted is available on the Fund's website at www.ap3.se.
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AP3 feedback to companies
It is important to reconnect to the companies to explain the Fund's standpoint in various corporate
governance issues. This is, for example, part of the successfully used dialogue process within the AP
Funds Council on Ethics. As in previous years, AP3 contacted a group of 50 foreign investees to provide

feedback on our reasons for voting against certain AGM resolutions. Here we highlighted several core
governance issues. For instance, we have opposed proposals that mean that the board of directors consists
only of men and we have voted against the same individual holding the positions of chair and CEO
simultaneously. We also voted against mandates for share offerings that were too extensive and against
share-based incentive schemes that lacked clear and measurable performance criteria and would lead to
unacceptable levels of dilution. The companies concerned replied either in writing or verbally and our
hope is that this dialogue will develop over time and lead to a greater understanding of our position on
company managements and boards.
Climate change poses a serious global challenge, and in order to reduce carbon emissions, it requires
action from all parts of society. AP3 strives to be a precursor in this area and we gradually reduce the
portfolio carbon footprint. As part of the Fund's climate strategy, AP3 has chosen to try to influence the
companies through active stewardship. It is primarily about getting the companies to develop their own
climate strategy – to measure their own carbon footprint and to adapt and develop their business to
reduce the climate impact. During 2016 and 2017, AP3 has contacted 100 of the world's "dirtiest
companies", i.e. companies with high exposure to carbon dioxide, and urged for change. The overall
response from the companies has been positive and AP3 intends to continue the dialogues.

THE COUNCIL ON ETHICS APPROACH TO ETHICS AND ENVOIRONMENT
AP3's view is that there is a link between companies' ethical conduct and their capacity to deliver longterm shareholder value. The Fund's firm belief is that companies that are well managed and handle both
climate and social responsibility, are better long-term investments. We screen investees to make sure they
do not violate international conventions, we engage in active dialogue to encourage them to act
responsibly, and we support investor-led initiatives aimed at specific companies or industries.
Particularly important are the following agreements in the area of ethics and the environment:
 OECD Principles of Corporate Governance and Guidelines for Multinational Enterprises
 ILO Core Conventions (refers to forced labor, child labor, working conditions, equal treatment
and freedom of association)
 UN Guiding Principles on Business and Human Rights – the Ruggie Principles
 AP3 also welcomes that companies adhere to the principles of the UN Global Compact
AP1, AP2, AP3 and AP4 coordinates the work regarding environmental and social impacts in foreign
listed companies through the AP Funds Council on Ethics. However, each individual AP Fund always
makes their own final business decision on each investment. The lead star in the Council's work is to make
a difference and we demand positive changes in the sustainability of foreign companies, individually or as
an industry. The AP Funds are small owners in foreign companies, and therefore the Council on Ethics
focuses on the dialogues and projects that are expected to make the biggest difference. The aim is for the
companies to work systematically, structured and transparent with sustainability. This is done by engaging
and conducting dialogues with companies in order to improve their work on environmental and social
responsibility. The Council on Ethics helps to reduce risks that might adversely affect the Funds' longterm investment returns.

The collaboration within the Council on Ethics has been on-going for ten year, and although the purpose
of the Council remains the same, much has happened. When the Council on Ethics began its work, its

activities mainly comprised reactive dialogues. Although the Council still works with reactive dialogues,
more time and resources are allocated to proactive work. Encouraging companies to work structured and
systematically with sustainability, to become more transparent about the risks and opportunities that exists
and to act responsibly is a major challenge in itself.

Systematic process in reactive dialogues
The Council on Ethics applies a systematic process in its reactive dialogues. Together with an external
consultant, Global Ethical Services (GES), the Funds' equity portfolios are screened twice a year to
determine whether investees are breaching international conventions that Sweden has signed. In between,
there are ongoing follow-ups of reported incidents in companies. The Council conduct dialogues with
companies where there is a suspected or confirmed violation. The objective of the dialogue is to
encourage the company to address the breach and to introduce preventive systems to avoid any
recurrence. In case the Council on Ethics decides to conduct a direct dialogue, the problems are
considered material, well documented and the Council's commitment will make a difference. As long as
the dialogue goes forward and we believe that it is possible to influence the company in a positive
direction, the Council puts time and resources on the dialogue. Usually, a dialogue ends when the
objective of the dialogue has been achieved. The Council on Ethics has set a four-year deadline for
dialogues concerning international conventions. If the dialogue has not yielded the desired result after a
maximum of four years, the AP Funds are recommended to divest holdings in the company.

Proactive projects – often in collaboration with others
The Council on Ethics proactive initiatives aim at strengthening companies' work on sustainability issues
in order to avoid serious incidents. For several years, the Council has been actively involved in a number
of preventive projects. During recent years, more attention have been paid to these initiatives, as it has
proven to be an effective way of influencing companies to a more responsible stewardship. The dialogues
are about encouraging companies to increase their focus on risk management of different environmental
and social issues, improving internal processes or improving transparency about their work.
Often, the Council's proactive work means addressing companies in a whole industry or a specific sector.
Examples of preventive work in recent years are found in the mining industry, the cocoa industry, the
tobacco industry and among palm oil companies.

Exclusion of companies – when you reach the end of the road
The Council on Ethics' objective is to make a positive change. AP3 has a conviction that this change is
best achieved through active engagement with investees. In 2016, the Council on Ethics engaged with
about 300 investees worldwide on issues including human rights, labour law, business ethics, the
environment and corruption.
To divest holdings in a company rarely solves the problems and AP3 sees exclusion of an investee from
its investment universe as an absolute last resort. Divestment is done with certainty that the problems are
most likely not to disappear because AP3 sells its shares in the company. Without pressure from active
owners, the risk is that infringements will continue. As of 30 June 2017, AP3 had excluded 17 investees
from its investment universe.1

As of 30 June 2017 AP3 had excluded the following 17 companies from its investment universe (including three subsidiaries):
Agrium, Freeport-McMoRan Copper and Gold Inc., Elbit Systems, Hanwha Corporation, Incitec Pivot Limited, Larsen &
Toubro Ltd, L3 Technologies Hldgs, Motorola Solutions, Orbital ATK, Poongsan Corporation, Poongsan Holdings Corporation,
Potash Corp of Saskatchewan, Textron, Wal-Mart Stores Inc, Wal-Mart de Mexico and Wal-Mart Chile and Zijin Mining Group.
1

The Council on Ethics publishes an annual report containing information on its corporate dialogues and
investor initiatives. The report and further information about the Council on Ethics is available at
www.etikradet.se.

