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Brief facts about
Första AP-fonden
• F
 örsta AP-fonden is one of five pension funds in the Swedish national income
pension system (the AP Funds). When disbursements from the income pension
system exceed contributions into it, the AP Funds contribute the difference. The
mandate of the Funds is the long-term management of net assets to maximise
return, while at the same time maintaining a low level of risk.
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• O
 n 31 December 2016, Första AP-fonden had assets under management of SEK
311 billion in a global portfolio consisting of equities, fixed-income securities, real
estate, infrastructure, private equity funds and hedge funds.
• J ust over one-third of the portfolio consists of equities, just under one-third
comprises fixed-income securities and around one-quarter is invested in real
estate, infrastructure, private equity funds and hedge funds. The latter are assets
that are expected to generate a high return, while at the same time reducing the
risk in Första AP-fonden’s total portfolio.
• A clear-cut investment philosophy forms the basis of Första AP-fonden’s investment
activities. Concentrated portfolios allow more time to be dedicated to each
investment.
• The return for 2016 was 9.3 per cent after expenses. Since 2001 Första AP-fonden has
contributed net investment income totalling SEK 192 billion to the pension system.
• T
 he real return for the past ten-year period is 4.3 per cent annually after expenses.
Första AP-fonden’s target has therefore been exceeded. The target is a real return
of 4.0 per cent after expenses over rolling ten-year periods.
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Five-year overview – summary

Electricity distribution company Ellevio
becomes part of the growing infrastructure
asset class.

The real estate holding contributed to
a strong development. Pictured here
is Vasakronan’s ‘Bassängkajen’, or
‘Basin Quay’, in Malmö.
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Highlights of the Year
Net investment income for 2016 means that Första AP-fonden’s return
exceeds the long-term target of a real return of 4.0 per cent after expenses
both for 2016 and the ten-year period 2007–2016.

Special investments

0.5

0.7

Foreign exchange

22.1

31.3

35.1

29.2

27.4

Share of external management, %

31.8

31.0

34.6

37.1

39.3

(1)

Investment grade bonds (fixed income incl. cash funds in accounts = 31.4% for 2016)
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•N
 et investment income for 2016 was SEK 26,965 million
(11,340) after expenses. This equals a return of 9.3 (4.0)
per cent.
• In real terms, the return was 7.6 per cent in 2016.
•T
 he average real return for the past ten-year period was 4.3 per
cent, which is higher than the target of 4.0 per cent.
•M
 anagement generated an excess return of SEK 4.2 billion
(3.6) above the Fund’s strategic benchmark (see page 9). The
main contributions come from real estate as well as from
allocation and foreign exchange.
•F
 örsta AP-fonden has disbursed SEK 36.6 billion since 2009,
of which SEK 6.6 billion in 2016, to cover the contribution
deficit in the income pension system.

•D
 uring the ten-year period 2007-2016, the Fund’s return
exceeded the income index by 2.5 per cent a year on average.
• I n December, Första AP-fonden acquired preference shares
in Volvo Cars to a value of SEK 1.5 billion. In the event of a
stock-exchange listing, these shares will be converted to class
B shares.
•D
 uring the year a collaboration was initiated with the manager Osmosis regarding an active equity portfolio with a focus
on resource-efficient companies with lower volatility.
•F
 örsta AP-fonden invested in Resonance Industrial Water
Infrastructure Limited which focuses on funding water treatment and water re-use for industrial use on a global basis.
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•T
 he Fund’s administrative expenses fell to SEK 458 million
(493), equalling 0.15 per cent (0.17) of average assets under
management.
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CEO Johan Magnusson looks
back at a strong 2016.

Good results on a
turbulent market
Första AP-fonden reported strong net
investment income for 2016 of SEK
27.0 billion after expenses, which
equals a return of 9.3 per cent. This was
achieved during a year characterised by
turbulence in global politics and on the
financial markets. The real return for
the most recent ten-year period was 4.3
per cent after expenses, compared with
the Fund’s target of 4.0 per cent.
Management has created an excess
return of over SEK 4 billion compared with
the Fund’s benchmark. The main contributions come from real estate as well as
from allocation and foreign exchange.
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It is positive to note that Första
AP-fonden has been able to help streng
then the pension system financially

“This year’s return
was 9.3 per cent.”
for several years. However, we face a
challenge in the future in maintaining
the good development and reaching the
target of a real return of 4 per cent on a
rolling ten-year basis. There are several
factors behind this.

The economic recovery has been
under way a relatively long time and
during this period the central banks
have taken extensive measures to
strengthen the markets and stimulate
the economies, through lower interest
rates and purchasing various securities.
These are artificial conditions that will
not last. There are suggestions that
assets are being overvalued. The
central banks cannot be expected to
continue to increase their balance
sheets, and the marginal effects of the
interventions are diminishing.
At the same time the outcome of the

Brexit referendum and Donald Trump’s
victory added uncertainty about ongoing
developments. There is also reason to be
concerned about developments in China,
for example, and we are seeing continued
weak development in Europe.
Första AP-fonden considers the
situation to be troubling and thinks that
we cannot rule out increased turbulence and less appetite for risk on the
financial markets in the near future.
The emphasis of our management has
not, however, been on attempting to
fend off risks in the short term. Thanks
to our long-term approach we can build
portfolios that are still relatively robust.
Turbulence can create interesting
opportunities for long-term investors to
act when assets are incorrectly priced.
In addition to a long-term approach,
diversification is also important to
Första AP-fonden’s asset management.
As for many investors, diversification is
a tool for spreading risks and creating a
return also on a troubled market.
By law, Första AP-fonden must
have at least 30 per cent of its capital in
fixed-income securities. Historically,
bonds have reduced risk in relation to
equity, but with today’s low interest
rates this effect is not being achieved.
For some years we have therefore been
actively working on diversifying to
several asset classes and investment
strategies, including direct investments, primarily in real estate.
One area of interest is social infrastructure. We are examining the
potential of investments in prisons,
schools, hospitals and similar assets.
The return opportunities are deemed to
be good thanks to long rental contracts,
reliable tenants and the linking of rent
to inflation.
Expanding municipalities are in need
of both infrastructure and housing.
We are already active in the housing
area through our real estate company
Willhem, which carried out major investments in its rental properties during
the year while at the same time its total
holding grew substantially.
A high proportion of our assets are
managed actively and analysed by our

employees. We want to know what we
own, and we have chiefly concentrated
our equity holdings in Sweden, Europe
and the USA. One of the benefits of this
approach is the opportunity to prioritise
and assess the sustainability aspects of
investments, which is crucial to us as a
long-term stakeholder.

“We face a challenge in maintaining the positive
development in
net investment
income.”
Our hypothesis is that companies that
are well managed in terms of sustainability are well managed in other areas too.
These companies are better positioned
than others to offer both a good return
and lower risk for us as an investor. In
concrete terms, our focus on sustainability entails continuous further training
of employees, regular sustainability reviews of our investments, transparency
about what we do and do not do, as well
as dedicated sustainability investments.
Our view of sustainability aspects
also creates the conditions to actively
choose external managers who share
our views on sustainable investments.
For Första AP-fonden, distinct active
ownership is clearly linked to long-term
sustainability work. In 2016 Swedbank,
for example, was the focus of our attention. We lost confidence in the chairman and adopted a clear position, and
I am pleased with what we,
alongside other investors, achieved.
It is important for the Fund to have
cost-effective management and it is
therefore a positive that expenses
decreased during the year. Analyses
of our expenses must be carried out
from the perspective of the investment strategy. In recent years we have
developed a more robust portfolio with

a lot managed internally, which is cost
effective. The parts that are managed
externally are generally more expensive,
but the capital is expected to make a
strong contribution after expenses. We
have conducted cost analyses on several
occasions and our operation is cost
effective by international standards.
In light of the debate surrounding the
AP Funds’ expenses, we are pleased
that the Swedish Government’s annual
review of the AP Funds this year will
focus on expenses in particular.
In 2016, the CEOs for the First to
the Fourth AP Funds took the initiative
to further develop collaboration. The
aims are to create synergies, improve
cost effectiveness and secure a
relevant exchange of experiences,
knowledge and working methods
between the Funds.
2016 was a good year for Första APfonden as an organisation. Before the
beginning of 2016, it was announced
that there were no longer plans to
reform the AP Funds system, which
enabled us to once again concentrate in
earnest and with credibility on further
developing our corporate culture and
strategic focus.
New energy was also added with
new employees and changes in the
Executive Management Team. The
results of this year’s employee survey
indicate clear improvements in key
areas compared with both 2015 and
with benchmarks, such as engagement
and leadership.
We have excellent opportunities
to realise the vision formulated during
the year with the aim of becoming a
world-class pension manager. Development work is currently under way
to define the vision, for example with
regard to working methods, synergies,
culture and communication. This work
is valuable in developing our ability
to give the best possible return on the
pension funds we are entrusted with
managing.

Stockholm, February 2017
Johan Magnusson
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Creating good value for
Swedish pensioners
Första AP-fonden manages SEK 311 billion of capital in the income pension
system. Good performance by the Fund helps to safeguard the Swedish
people’s pensions and create stability across generations.
The national pension system
INCOME PENSION

16 PER CENT OF PENSION-QUALIFYING INCOME

FÖRSTA
AP-FONDEN
(AP FUND 1)

AP FUND 2

AP FUND 3

AP FUND 4

AP FUND 6

PREMIUM PENSION

GUARANTEE PENSION

2.5 PER CENT OF PQI

STATE BUDGET

AP FUND 7

PENSION DISBURSEMENTS

Första AP-fonden is important for the development of income pension, which is part of the national pension system. The Second, Third and
Fourth AP Funds play the same role. The Sixth AP Fund is part of the income pension system, but neither supplies nor disburses capital. The
Seventh AP Fund invests pension premiums for those who do not make an active investment decision. The guarantee pension is paid to those
who would otherwise have received low pensions. In addition to the national pension, many people are entitled to an occupational pension and
many have their own pension savings.
PQI = Pension-Qualifying Income

Mandate:
Key role in the pension system
Everybody who has worked in Sweden
is entitled to a pension from the national pension system, which consists of
income pension, premium pension and
guarantee pension. Första AP-fonden
plays a key role in income pension.
The size of an individual’s income
pension is determined by how much the
individual has worked during their life,
i.e. the overall size of the contributions
paid into the system during the person’s
working life. The contributions, plus
the return on them, cover the pension
disbursements. When it comes to the
total income pension for the whole of
Sweden, however, there can be im-
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balances between contributions and
disbursements in individual years.
Some of the pension contributions
go to Första AP-fonden. The Fund’s
managed capital forms a reserve, a buffer,
in the system. The Second, Third and
Fourth AP Funds have the same role.
The division into four Funds is aimed
at spreading risk, and the Board of each
Fund decides on their investment focus
based on the National Pension Insurance
Funds (AP Funds) Act.
The AP Funds’ capital accounts for
approximately 15 per cent of the pension
assets. Very large sums are involved and
the return on the capital is important.
Pension contributions have not been
high enough in recent years so on balance

Första AP-fonden has paid money into
the pension system. The net disbursements are expected to continue for a
long time and the Fund’s management
outcome is important to stability in the
pension system.
Target:
Return, risk and efficient use of resources
Första AP-fonden shall manage the
pension capital to the greatest possible
benefit of the pension system and the
pensions it pays out. The return on
capital shall be maximised, while at the
same time maintaining a low level of
risk. Sustainability aspects will also be
taken into consideration.
An important concept underlying

the pension system is that pension rights
should perform as well as Swedish
average wages over time. This is the
pension system’s fundamental return
requirement, which is specified in the
so-called income index. Furthermore,
the Fund aims to deliver an additional
return to minimise the effects of future
imbalances in the pension system.
Since 1 January 2015, Första AP-fonden’s target has been to generate a real,
inflation-adjusted return exceeding 4.0
per cent after expenses, measured over
rolling ten-year periods. The return
over the past ten years has been higher
than that.
Thanks to its long-term focus, Första
AP-fonden can exploit more investment
options in its asset management than
managers who focus on the shorter term.
Because of the long-term approach, the
pension system and the Fund are less
sensitive to financial risk in the form of
short-term fluctuations in return.
At the same time, the Fund manages
risk by knowing to a large extent what it
owns. Owning a share, a bond or other
asset should be the result of a conscious choice. The Fund has opted to have
concentrated portfolios in several areas
as this provides greater opportunities
to analyse the investments in depth.
These portfolios are primarily analysed
internally, which in addition to building
knowledge lays a foundation for closer
relations with the companies in which
we have invested.
By knowing what we own, the Fund
reduces the risk of unpleasant surprises
and it can also be an engaged owner
that likes to collaborate with the companies’ boards and management teams.
One important consideration when
Första AP-fonden analyses investments
is how resource efficient the various
options are with regard to natural resources, human capital and financial capital.
How companies handle climate, the
environment, human rights, employee
rights and relations with owners has
an effect on their income, expenses
and profits. Hence, the return that the
Fund obtains on its investments in the
companies is affected. Our hypothesis

is that sustainable companies are well
managed, and investments in such
companies probably lead to higher
returns and lower risk.
Första AP-fonden’s ambition in the
field of sustainability and regarding active ownership is high. A sustainability

risk preference, investment convictions
and guidelines in general. This strategic
division of assets is expected to generate
a better and less volatile return than the
Board of Directors’ risk preference.
The CIO is responsible for formulating the strategic management three to

Assets and liabilities in the income pension system
AP1

AP2

AP3

AP4

AP6

PENSION LIABILITY
CONTRIBUTION ASSETS

assessment is already integrated
and documented in the investment
decisions today. This work is being
intensified moving forward through
competence development, sustainability
reviews, dedicated investments and
increased transparency.
It is also important to the Fund that its
own operation is run in a cost-effective
way. Costs should be low in relation to
the outcome achieved, and cost analyses
should be conducted from the perspective
of the Fund’s investment strategy.
Fund governance:
Clear division of responsibility
Första AP-fonden uses a governance
model with a clear division of responsibility between the Fund’s Board of Directors, CEO, Chief Investment Officer
and other investment units.
The Board decides the target for
real return. It also states what level of
financial risk the Fund should take, the
risk preference. This is expressed in an
overarching division of assets into equities and fixed-income investments. In
addition, there is a defined mandate regarding tolerance for divergences, and
a number of permitted asset classes.
The CEO defines a strategic benchmark for the Fund’s management in the
long term (10 years) based on the Board’s

five years ahead, which in turn is broken
down in accordance with various decision mandates for operational management and implemented in the investment
organisation.
The clear division of responsibility
makes it easier to monitor the Fund’s
outcome.
Risk management is an ongoing
process and follows a risk governance
model with three levels of defence (see
also page 51). Firstly, risk control is conducted by people who were involved in the
investments. Secondly, there is internal
control, i.e. compliance, and thirdly, internal auditing is in place. Together with
the review of the external auditors and
the Government’s annual evaluations,
this bodes well for AP1's investments
being made in a controlled manner.
Vision:
A world-class pension fund
Första AP-fonden’s vision is to be a
world-class pension fund. Its return
should be on a par with other outstanding international pension funds. A fund
governance model that has attracted
attention, a good reputation for responsible investments and a clear focus on
optimising asset management are factors
in achieving this. Many employees also
have international experience.
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Own model for asset
management

“Some markets are more efficient
than others. One example where pricing
works is large stock exchanges, where
all buyers have the same information
and see the same opportunities. This
is very close to the definition of an
efficient market, and it’s difficult to be
better than any other investor here,”
says Angberg.
“There is less competition on
inefficient, more complicated markets.
Managers carve out an advantage for
themselves by being active, doing their
homework and having specialist expertise, which creates more potential for a
good return.”

Taking the governance model it has developed as a starting point, AP1 makes
decisions about investments in various types of assets. Various aspects are
weighed against each other in the Fund’s asset management process.
As in other AP Funds, at Första AP-fonden it is the Board of Directors that
determines the investment focus within
the framework of legal restrictions.
“To create efficiency, at Första
AP-fonden we use our own fund
governance model, which has proven
to be successful. It clearly defines how
responsibility is divided between the
Board of Directors, the CEO and the
rest of the organisation,” says Chief
Investment Officer Mikael Angberg.
“The Board of Directors can focus
on the overall, long-term allocation of
assets, while more day-to-day investment decisions are made within the
Fund’s organisation. The governance
model helps us to achieve our goals.”
One example from the previous year
is the investment in electricity distribution
company Ellevio, where the Board of
Directors backed an investment in infrastructure but did not make the actual
investment decision.
Management increases value
The Board of Director’s principle is that
over a ten-year period Första AP-fonden should carry a financial risk that
equates to 65 per cent of the assets in
equities and 35 per cent in fixed-income
instruments. This fundamental allocation is then refined by the management
organisation, which creates a larger
spread through different types of asset.
The aims of diversification are to reduce risks and to identify more opportunities for a return.
“The raison d’être of the fund mana-
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gement is to achieve a better outcome
than we would through passive management in accordance with the overarching
asset allocation. Our starting point is
that it is possible to achieve a higher
return if we assign the pension capital
to other types of investment too. We are
striving to maximise the return based
on the risk preference established by the
Board of Directors.
Long-term approach a competitive
advantage
Första AP-fonden’s long-term approach
is absolutely central to generating a
high return.
“Managers who have to deliver
a short-term return can be more
limited in their investments than we
are. We’re less sensitive to financial
risks, which enables us to achieve a
higher return over time. This gives us a
competitive edge,” says Angberg.

“However, just because our overall
focus is long term this doesn’t mean we
have to forego interesting investments
in the short term.”
Some investment decisions are made
top-down, and some bottom-up.
“Both processes create value and we
have decided to apply both approaches,”
says Angberg.
With the top-down approach, the
percentage of capital reserved for
each asset class, such as 10 per cent in
Swedish equities, is decided first. With
the bottom-up approach, the manager
responsible for Swedish equities, for example, continuously strives to identify
the best equities within set parameters.
Första AP-fonden has decided that
the managers are so-called ‘sector
generalists’.
Analysts at Första AP-fonden focus
on one or more global sectors and
therefore have very good industry

Investment rules
The National Pension Insurance Funds (AP Funds) Act’s investment rules for
Första AP-fonden state that:
• investment decisions may not be influenced by government policies, whether
industrial or economic
• c onsideration shall be given to environmental and ethical matters without
compromising the overall objective of attaining a high return
• t he Fund’s investments in regulated Swedish markets may not exceed 2 per cent
of the total market value
• the Fund may hold no more than 10 per cent of the votes in any single listed company
• at least 10 per cent of assets must be managed externally
• at least 30 per cent must be invested in fixed-income securities with a high credit rating
• no more than 5 per cent may be invested in unlisted securities
• n
 o more than 40 per cent of assets may be exposed to foreign exchange risk
• no investments in commodities may be made

“We believe in investing in operations that we understand well and
engage in. We want to know what we own,” says Mikael Angberg,
Chief Investment Officer at Första AP-fonden.

knowledge whilst retaining a general overview and feel for trends from
other related industries. This makes
it possible to maintain high-quality
management.
Concentration for control
Within its internal active management,
the Fund follows a clear strategy that
focuses on a few companies.
“We believe in investing in operations that we understand well and
engage in. We want to know what we
own. Even though we have a long list of
investments in total, it’s a fairly small
number compared with other financial
players. Our focus is on carrying out
meticulous investment analyses to
identify good companies with an attractive valuation in each segment. This
means that we reject a lot of equities,”
says Angberg.
Despite the flexibility, Första APfonden’s managers always have fundamental limitations in the form of the
investment rules in the National Pension
Insurance Funds (AP Funds) Act.
“The requirement that we must
invest 30 per cent of our total capital in

fixed-income securities is currently creating special circumstances, for example.
Expectations of future returns from
fixed-income assets are low, while at the
same time it isn’t possible to use past
performance as a basis for assessments
of the future,” Angberg explains.
“It’s no longer self-evident that
fixed-income assets perform differently
to equities and thus help to reduce risks
in the portfolio. For the Fund’s management organisation this means that we
must make conscious choices to a larger
extent than normal.”
Capitalising on markets’ shortcomings is one way for managers to increase
their return.

Alternative investments spread risk
In addition to equities and fixed-income securitiesFörsta AP-fonden makes
alternative investments, which is a collective term for different types of asset.
“This is an interesting field where
our long-term approach can be a major
advantage. We can invest in real estate,
infrastructure, private equity funds and
other assets that are not so liquid, and
receive a premium as compensation for
the lack of liquidity.”
Excelling in systematic analysis
Much of the asset management at
Första AP-fonden takes place via active
management, however systematic
models also help to generate returns for
the portfolio.
“We have an extensive operation with
more technically oriented management,
where we use advanced mathematical
solutions to optimise investment decisions. This is an important mainstay of
the operation,” says Angberg.

Investment convictions
Första AP-fonden’s investments shall be characterised by:
• Diversification – Enables improved risk-adjusted return
• Long-term approach – Opens up opportunities to achieve higher returns over time
• Risk premiums – Risk-taking on the financial markets yields a positive return over time
• Inefficient markets – Meticulous analysis provides an information advantage and
opportunities for higher returns on less transparent markets
• Cost efficiency – Lower costs increase the total return
• Sustainable value creation – A focus on sustainable value creation can create opportunities
for increasing the return and reducing the financial risk in the long term
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Diversification between
different asset classes

Real estate company Willhem owns housing in a series of
locations, including here in Biskopsgården, Gothenburg,
where solar panels are being invested in.

The pension capital managed by Första AP-fonden is invested in many
different assets. The Fund’s target of an average real return of at least
4 per cent a year is achieved through a finely balanced combination
of investments.
Equities
Investments in equities have a high
risk, but also a higher expected return
in the long term than, for example,
fixed-income securities such as
bonds.
The Fund’s positive attitude to equities is based on the high risk premium
and opportunity for cost-effective
management. The Fund mainly takes a
long-term outlook on equities.
Equities are the Fund’s largest asset
class and accounted for just under 40
per cent of assets in 2016. The equity
portfolio consists of both Swedish and
non-Swedish equities.
The focus is on large and mediumsized companies. However, investments
in small companies are increasing. By

law, the Fund may own no more than
10 per cent of any single listed company.
Internal management dominates
A large proportion of the equities are
managed internally. The focus is on
investments in a relatively small number of companies, which are analysed
meticulously. This provides control over
the investments and is cost effective.
Internal management encompasses all
Swedish equities as well as non-Swedish
equities on developed markets in Europe and the USA.
Equities on emerging markets are
managed externally in collaboration
with nine selected international managers. These managers are engaged
to supplement the Fund’s in-house

The Fund’s ownership in real
estate company Vasakronan is
an example of an investment in
an alternative asset.
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expertise and to broaden exposure. Successful asset management is based on
local knowledge and presence.
Small cap equities on developed
markets are managed externally to
cost-effectively access market-specific
expertise.
Fixed-income securities
Fixed-income securities normally lower
the risk in the total portfolio while at
the same time contributing to the return. At present, however, interest rates
are so low that returns on fixed-income
securities are, and will continue to be,
low. The current fixed-income market
imposes stringent demands on expertise
and active investment choices in order to
create the best possible outcome.
By law, bonds with a high credit rating
– which generally have lower returns –
form the basis of Första AP-fonden’s
holdings in fixed-income assets. However,
the Fund also owns bonds that yield a
higher return.
The fixed-income portfolio mainly
comprises non-Swedish assets. The
return should primarily be as high and
stable as possible in the long term, but
short-term opportunities are also
exploited to some extent.
Government bonds generally
have high liquidity. In 2016, Första
AP-fonden expanded and diversified
its holdings of investments in government bonds on emerging markets. The
countries were chosen on the basis of
sustainability criteria and the assessed
potential return.

Real bonds, inflation-proof bonds,
do not have the same liquidity, but they
yield a higher return and offer protection against unexpected movements in
inflation.
Corporate bonds with a higher credit
risk (high yield), have return characteristics similar to those of equities. This
gives them a higher expected return.
They account for an increasing proportion of Första AP-fonden’s holdings.
Alternative investments
In order to spread its risk better, Första
AP-fonden is gradually increasing its alternative investments, i.e. investments in
assets other than listed equities and fixed-income assets. The Fund has a major
advantage with its long-term approach.

Alternative investments account for
approximately 25 per cent of the Fund’s
total assets and primarily consist of real
estate, private equity funds, infrastructure and hedge funds.
Real estate
Första AP-fonden’s strategy is to increase the share of real estate investments,
both in Sweden and abroad. The Fund’s
investments in real estate amount to
SEK 39 billion, which equates to
approximately 13 per cent of total assets.
The investments in real estate are
long-term in nature. The main aim
is to create a direct return through
rental payments, but also to achieve
good value appreciation. The Fund’s
holdings encompass real estate with a

strong focus on sustainability.
In Sweden the investments are
chiefly made through direct ownership
in unlisted real estate companies. This
is to achieve the best possible control
and cost effectiveness. International real
estate investments are mainly pursued
through unlisted real estate companies
and funds.
Real estate is expected to provide
good protection against inflation in the
longer term.
Major real estate holdings comprise
part-owned Vasakronan, with commercial real estate in Swedish growth
regions, wholly-owned Willhem, which
invests in housing in Sweden, and
part-owned Cityhold Property Partners, with commercial real estate in
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major European cities. Furthermore,
the Fund jointly owns real estate
company Secore with ICA.

investments are also characterised
by high transparency and carefully
selected strategic relations.

Infrastructure
Infrastructure is often a natural monopoly and publicly regulated, which
provides stable cash flows. This asset
class also has an interesting link to
the development of inflation, because
agreements and regulations mean that
income follows inflation rates. The
return indirectly reflects growth in
society in the long term.
Infrastructure often develops differently on the market to listed equities.
Investment in infrastructure therefore
helps to spread risk. It often involves
large assets that can be difficult to divest
at short notice. This also provides an
opportunity for good returns, because
investors are compensated for the
assets’ low liquidity.
Första AP-fonden is striving to increase its investments in infrastructure
to approximately 5 per cent of its assets
over time, which means there is significant potential for further acquisitions.
Infrastructure investments are
actively sought both in the domestic
market and globally. They must provide
a high return in relation to the risks and
also contribute to sustainable value
creation. Ownership is very long term.
Since 2015, Första AP-fonden owns
electricity distribution company Ellevio
(formerly part of Fortum) together with
other institutional owners. In 2016,
Ellevio acquired energy company
Nynäshamn Energi.

Private equity funds
Managers of private equity funds invest
in unlisted companies, where they
serve as active owners with a clear
strategic agenda for the company’s
development. As the managers can
choose to invest in sectors where they
have special expertise, the return in
this asset class is usually higher than
for listed equities. Första AP-fonden has
been investing globally in private equity
funds since 2006, and they currently
account for approximately 5 per cent of
total assets. The investments are conducted via funds rather than directly in unlisted companies due to legislation and
because the management is complex.

Hedge funds
Första AP-fonden invests in hedge
funds with the aim of creating a more
diversified and robust portfolio. The
hedge fund portfolio aims to generate a
high risk-adjusted return independently
of market developments. It is based
on inefficient markets and on selected
managers possessing superior expertise
and investment strategies.
The portfolio has relatively high
liquidity, even though the investment
strategies can often be long term. The

14 Första AP-fonden Annual Report 2016

Foreign exchange
Första AP-fonden owns assets in different currencies and foreign exchange is
treated as a separate asset class. Management of this asset class does not tie
up any capital, nor is it expected to generate any long-term return, however it

can generate returns in the short term.
Currency as an asset provides sound
diversification in relation to other asset
classes, particularly equities.
The value of a currency is affected
by expected differences in the rate of
inflation and short-term interest rates
between currency regions.
Other asset classes
In addition to the three main asset
classes with active management, Första
AP-fonden invests in other portfolios,
several of which span different asset
classes. The common denominator is
that they are managed in accordance
with alternative and systematic strategies that create diversification and form
a complement to active management.
The Fund has a quantitatively focused
analysis group responsible for this.
One example of assets managed
through systematic strategies
is the Fund’s low-volatility portfolio,
which contains equities with low
variations in return. The equities
often generate a higher return than
might be expected judging by the low
financial risk.

Ellevio, in which Första AP-fonden is a part
owner, acquired Nynäshamn Energi in 2016,
which has business activities in the archipelago.

An equity investment
from start to finish
Första AP-fonden makes a lot of investment decisions every single day.
The investment process in the internally actively managed portfolio is as
follows for equities, which make up the Fund’s largest asset class. The
asset class totals approximately SEK 70 billion and comprises both
Swedish and non-Swedish equities.
Identify companies
The process of identifying interesting
companies mainly involves the Fund’s
managers playing an active role in the
investment process. Första AP-fonden
does not primarily base its portfolios on
share indices, rather it determines the
weighting of individual equities and
sectors in the portfolio independently.
As the holding is concentrated, the Fund
can carefully follow developments in the
companies – we know what we own.
Upon identifying interesting investments, each industry is valued based
on its individual circumstances, and
individual equities are selected using
industry-specific screening methods.
Large and medium-sized enterprises
are usually chosen because their
equities are more liquid. However, it
is also interesting to invest in large
blocks of shares in small caps as small
caps usually produce a better return
over time.
Evaluating the investment
A high percentage of the Fund’s assets
are in equities due to the higher risk
premium, which makes it possible to
achieve a higher return over time.
The total portfolio combines assets
in accordance with the Fund’s investment convictions. Where applicable,
the same criteria are used within the
framework of each individual asset
class. The management combines an
assessment of potential value and risk.

Identifying and evaluating
investments is an ongoing
process.

Investments are evaluated with a
view to the opportunity of receiving a
higher return over time. A long-term
approach is required for the underlying
value of the company to be reflected in
the share price.
The Fund’s efforts to achieve diversification mean that equities are not the
only asset class, and the Fund invests in
several different equity markets. At the
same time the equities holding must
be concentrated. Första AP-fonden’s
managers can evaluate the companies more efficiently thanks to their
excellent knowledge of a number of
selected industries and companies. The
management organisation for equities
comprises sector generalists with global

industry knowledge who select equities.
The responsible portfolio manager
manages the overall risks.
The analysis work includes examining
opportunities that arise on inefficient
markets and how they can be utilised in
order to enable higher returns.
Sustainable value creation is about
investing in companies that provide a
good return, while at the same time they
are sustainable in the long term regarding environmental and social considerations. Första AP-fonden’s ambition is
high and in its role as a long-term owner
it can make a positive contribution to
developments in the field of sustainability. The focus is on investments where
Första AP-fonden can help to fund inn-
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ovative initiatives to increase resource
efficiency.
Dialogue with the portfolio companies
As a long-term owner, it is natural
for Första AP-fonden to exercise its
active ownership and make a positive
contribution to developments in the
portfolio companies.
Active ownership is exercised
through, for example, ongoing
dialogue with the companies and
participation in nomination committees for the company boards. Various
factors are taken into account when
nominating Board members such as
composition of expertise, diversity
and equality.
The Fund strives to be a visible owner that clarifies its positions. One area
monitored is remuneration. It should
contribute towards positive development in the companies, be strategically
designed and thus contribute
to good returns for the Fund.
Follow-up
The ongoing dialogue with the portfolio
companies is part of the follow-up of
the investments. It chiefly comprises
daily monitoring, visiting the
companies and meeting key staff.
The shareholder meetings are
opportunities to discuss changes in
the companies, for example a change
of management or reduction in a
forecast in a portfolio company, and
whether the changes require reviews
of the Fund’s holdings.
Long-term approach and exit
Even though the equities’ development is noted every day, the focus is
on the portfolio’s development in the
long term. Decreases and increases
may, however, take place continuously. If the Fund forecasts a long-term
valuation that is lower than the market price, this is a signal to review the
entire holding. While the entire AP
fund is evaluated over rolling ten-year
periods, the perspective for portfolio
management is five years, with a
control point after three years.
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Active owners
provide clarity

“Misunderstandings arise about our role.
For example, we must not consider politics in our
investments,” says Ossian Ekdahl, Chief
Active Ownership Officer at Första AP-fonden.

Första AP-fonden is an engaged, visible owner that cares
about knowing its companies well. The Fund works in
various ways to contribute to their development.
“We are a major player, particularly on
the Swedish market. This means we
can impose demands that the portfolio
companies’ board should lead the
operations in the desired direction, for
lower risk and higher returns,” says
Ossian Ekdahl, Chief Active Ownership Officer at Första AP-fonden.
Första AP-fonden is not on the boards of listed companies. Board work
is not our primary area of expertise;
there are many others who are better
suited to that.
Board nominations
The Fund does, however, exercise active
ownership by nominating members
for the boards, for instance.
“If we’re among the biggest shareholders we take part in the nomination
committee and are thus involved in the
nomination work.”
The Fund has participating interests
in 24 Swedish companies and is on
the nomination committee for eight
of them.
“It’s important to be informed. We
must know the companies in which we
invest well, and we do when it comes
to the Swedish market. Outside of
Sweden we partially engage consultants for analysis regarding active
ownership, where we are a relatively
small owner and a relatively long way
from the markets. We do, however, use
our voting rights as often as possible,”
says Ekdahl.
Diversity of thought is important
The composition of the board should

be adapted to the company’s needs,
according to Ekdahl. For example, if the
company is going to expand in the USA,
it needs experience from that market.
“Those elected onto the board must
complement the other members. Generally we strive to create diversity regarding the way of thinking in the boards.”
Being a visible owner is a conscious
decision by Första AP-fonden.

“We represent
a great many
pension savers,
and they have
not chosen us
personally.”
“We represent a great many pension
savers, and they have not chosen us
personally. This means we have an even
greater responsibility to participate and
say what we’re doing and thinking.
Ownership issues often attract more
public interest than the actual management within the Fund.
“In 2016, Swedbank was the focus
of attention. We had a conflict with the
Board Chairman, whom we lost confidence in,” says Ekdahl.
After the board elections, remuneration issues are the most important, and
these can also cause conflict.
“In some instances we have views
where we think the remuneration

package is designed so that the management, and therefore the company, is
being steered in the wrong direction.
We also have views on board fees,
which is another issue at the shareholders’ meetings. Some companies pay
fees that are too low, and find it hard to
recruit members of the right calibre.”

Due to its role as a manager of national
pension capital, Första AP-fonden often
attracts media attention.
“Sometimes misunderstandings arise about our role. For example, we must
not consider politics in our investments,
instead we focus on creating a good
return on the pension capital.”

As an owner we communicate with
the board. This could, for example, be
about views on what the company’s managing director is doing, but we do not
appoint or remove managing directors.
We draw a clear distinction between
the areas of responsibility of the owner,
board and managing director.”
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High ambitions
Första AP-fonden’s ambition in the field of sustainability is high.
Revolutionary changes regarding the climate, digitalisation, demographics
and globalisation place demands on companies and investors.
As an owner and manager of Swedish
pension capital, Första AP-fonden
is entrusted with delivering long-term
high returns at a low risk. This has to be
achieved while simultaneously taking
into consideration ethics and the environment, but not at the expense of the

target of obtaining a high return.
It is becoming increasingly costly for
companies not to use Earth’s resources
efficiently. Första AP-fonden is therefore
convinced that investments in sustainable companies, which are committed to
using natural resources, human resour-

ces and financial capital more responsibly than others, entail a lower risk
and probably generate a higher return
in the long run. Sustainability aspects
are integrated in both the investment
decisions and the Fund’s work as an
engaged owner.

Working towards the UN’s
Sustainability Goals
Första AP-fonden is committed to activities that help to achieve
the UN’s 17 global sustainable development goals. The goals were
unanimously adopted by the member states in 2015.

Första AP-fonden’s working methods and targets

Continuous competence development

Dedicated investments

Sustainable value creation and resource efficiency are
areas that are developing fast. The conduct of Första
AP-fonden’s employees is central to ensuring high-quality
evaluations of investment objects. To ensure this quality,
employees receive continuous
further training in the field of sustainability.

Första AP-fonden actively seeks investments with a
clear focus on sustainability as well as a high potential
return and an acceptable level of risk. The focus is on
investments where in its capacity as a long-term, engaged
owner, the Fund can help to fund innovative initiatives to
increase resource efficiency. The aim is to increase this
part of the portfolio substantially by 2030.

Regular sustainability reviews
The portfolio is evaluated continuously from a sustainability perspective. This forms part of the evaluation of the
attractiveness of the holdings as continued investment
objects. The results are reported annually.
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Greater transparency regarding the
Fund’s sustainability work
Första AP-fonden aims to help highlight sustainability
as a successful investment criterion by reporting the
results of its work as transparently as possible. Employees
are encouraged to be active spokespersons to raise
awareness of the Fund’s working methods.

The UN’s development goals should be
achieved by 2030, and aim to end poverty and create a sustainable world. All
member states are responsible for ensuring the goals are implemented and
followed up. For the ambitious goals to
be achieved, all of the stakeholders –
governments, civil society and the
private sector – must work together.
AP1 contributes in various ways to
the UN’s development goals through its
sustainability work and the investments it
makes. For example, the Fund, has endorsed a viewpoint about the importance of
institutional investors investing capital in
solutions that contribute to the goals.
Goal 3. Good health and well-being
AP1 has investments in private equity
funds, which in turn invest in companies whose strategy is to develop the
field of health in med-tech, pharmaceuticals and dietary supplements etc.
Goal 5. Gender equality
In the nomination committees in
which the Fund participates, we place
a strong emphasis on how to increase
the percentage of women on the boards
of Swedish listed companies. We also
support equality in a broader sense,

such as diversity regarding experience,
background and competence.
Goal 6. Clean water and sanitation
In 2016, Första AP-fonden invested
in Resonance Industrial Water Infrastructure Limited which focuses on funding water treatment and water re-use
for industrial use on a global basis.
Goal 8. Decent work and economic
growth
The Fund contributes to macroeconomic stability, employment and economic growth through its investments.
It takes part in international owner
initiatives, for example through the AP
Funds’ Ethical Council, to counter forced or compulsory labour, child labour,
slavery and trafficking.
Goal 9. Industry, innovation and infrastructure
Första AP-fonden contributes in various
ways to the UN’s development goals
through its sustainability work and
the investments its makes. Examples
include the investment in electricity
distribution company Ellevio, which
systematically strives to take both social and environmental responsibility.

For example, Ellevio is working towards
a zero vision for work accidents. As regards the environment, Ellevio encourages solutions that lead to a lower impact
on the environment and it avoids
materials and substances that could be
harmful to humans, animals and the
environment.
Goal 11. Sustainable cities and communities AP1 owns 25 per cent of real estate
company Vasakronan, which is at the
leading edge of sustainability thanks
to energy savings and office efficiency. Vasakronan has been awarded the
highest rating by Global Real Estate
Sustainability Benchmark (GRESB).
The Fund also owns housing company
Willhem, which strives to reduce social
division and improve integration and
living environments.
Goal 16. Peace, justice and strong
institutions
Första AP-fonden is leading a working
party with representatives from a number of Swedish investors, which is striving to stop corruption. The occurrence
of corruption is serious in itself and also
makesit more difficult to achieve other
development goals.
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New choice

“The owner has to have a long-term perspective,
and this is where Första AP-fonden is an excellent
fit,” says Mikael Granath, Managing Director of
real estate company Willhem.

Ownership of Ellevio is part of Första
AP-fonden’s efforts to increase its
investments in infrastructure.
In 2015, Första AP-fonden was part
of a consortium that acquired Fortum’s energy transmission business,
which then changed name to Ellevio.
Ellevio owns, runs and develops
electricity distribution networks for
900,000 customers. The company
grew in 2016 through the acquisition
of Nynäshamn Energi.
Ownership of Ellevio is strategically important to AP1, which strives to ensure infrastructure makes
up 5 per cent of its assets. There is
potential for more acquisitions.
Infrastructure investments
spread risk and offer good return,
while also contributing to sustainable
development.
Ellevio dates back to the 17th
century, when hydropower began
being used in industrial communities.

“The Fund is a good owner”
As the owner of housing company
Willhem, AP1 combines a long-term approach and financial stamina with requirements on profitability and responsibility
for the environment and tenants.
Housing company Willhem operates in
12 Swedish locations.
“Our vision is for people to enjoy and
be proud of living in our properties. All
of the buildings are rental properties,
but they vary in character. Some have
central locations while others are a bit
further from the city centre,” says Managing Director Mikael Granath.
The company has grown strongly
since it was founded in 2010 and has
approximately 23,000 properties. AP1
owns equities in the company within the
framework of its real estate portfolio.
Mikael Granath describes Willhem
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as forward looking.
“Our desire to grow is linked to
efficiency. When it comes to managing
the properties, it’s an advantage to be
relatively large and to have several
properties in the same location.”
The expansion has mainly been in the
form of acquisitions, but Willhem also
manages construction projects itself.
“We see potential in densifying
certain areas, for example. In future
less of our growth will come from
acquiring homes, but we expect to
invest in public buildings to some extent.”
Some of Willhem’s properties are
located in the so-called ‘million programme areas’, homes that were built
quickly to meet the housing shortage of
the 1960s and ’70s. Some areas are now
in need of renovation. Willhem sees major opportunities here, partly through the

‘Willhem Boost’ development concept
and investments to save energy.
“Needless to say there are expectations on us to achieve a high return
in the long term for our owner Första
AP-fonden, but they also place demands in the field of sustainability.
They want us to contribute to the social
environment and drive development
projects for our tenants. This could
imply assistance with homework,
summer internships for young people
and various collaborations with each
municipality,” says Granath.
“The Fund is an excellent owner.
Running and developing housing companies isn’t a quick fix. The owner has
to have a long-term perspective, and
this is where Första AP-fonden is an
excellent fit. They have staying power,”
Granath concludes.

ESG filter
Quantitative equity investments
take place using a filter to screen
out non-sustainable investments.
In 2016, Första AP-fonden introduced
an ESG filter for its systematic
analyses of equities in the lowvolatility portfolio. The portfolio
includes 120-180 equities with share
prices that move relatively little,
but are expected to develop on a par
with the market in the long term.
The filter results in an improved
portfolio regarding the management of financially important
ESG risks and carbon dioxide
emissions, as well as a more stable
valuation.

“Första AP-fonden has to be a responsible
investor,” says Tina Rönnholm, Analyst
at Första AP-fonden.

Well-managed is good
Sustainable value creation is one of
AP1’s investment convictions.
The Fund’s hypothesis is that investments in well-managed companies lead
to higher returns and lower risk.
Första AP-fonden collaborates with a few
selected external managers, Somerset
Capital Management being an example.
“Our collaboration with Somerset
covers equity investments on emerging
markets. Together we share a strong focus on sustainability. AP1's first priority
is to generate returns for the pension
system, but we have to do it in a responsible way,” says Tina Rönnholm, Analyst
at AP1.
“We want our external managers to
actively emphasize sustainability issues
as negligence and poor management
can be financially harmful both to the
companies and us, the shareholders. We
encourage our managers to integrate
sustainability issues into their investment process, and we’re happy to assist
with our knowledge and network.”
Somerset has developed a refined
framework for integrating ESG analysis.
“Första AP-fonden has imposed clear
demands on us to develop our analytical
methods when it comes to sustainability.
Our work is detailed and we take a longterm, critical approach,” says Sebastian

Stewart, Head of Client Services at Somerset Capital Management in London.
“There are 600 different ESG criteria
and there is no sense in applying them
all. We have selected three focus areas:
the environmental impact of the production, treatment of the labor force as well
as product safety,” explains Anthony E.
Linehan, Partner and Senior Analyst at
Somerset in Singapore.
“We use own judgement and lists of
questions, as it is important not to rely
on 3rd party research.”
Evaluating sustainability issues is
much about asking questions.
“When we ask the companies to
describe which sub suppliers they have
reviewed concerning their labor practices,
it might be the first time they hear the
question”.
In connection with visits to the Philippines autumn 2016, AP1 decided to participate in company meetings together
with Somerset.
“We wanted to understand how they
deal with sustainability in practice,”
says Rönnholm.
“It’s an important signal to the companies that we, the asset owners, genuinely
care. Companies usually listen when
asset owners speak and we now look
forward to continuing this collaboration
with all of our external managers.”
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Stimulating environment
for skilled employees
Thanks to an opportunity to work on a large investment portfolio
and thus contribute to social development through a stable pension
system, employees appreciate Första AP-fonden. Ongoing active
work is required to attract, further develop and retain the
right people.

“The Fund’s
global focus and
large assets impose
stringent demands
on those who
work here.”

“Första AP-fonden is a special workplace that interests a lot of
employees,” says Marina Westman, Head of Human Resources.

Working at Första AP-fonden entails
uniting investments with public welfare
on a daily basis.
“We play a key role for current and
future pensioners, while at the same
time we are a major player on the financial market, also from an international
perspective. This makes us a special
workplace that interests a lot of employees,” says Marina Westman, Head of
Human Resources at the Fund.
The Fund’s increased focus on
sustainability makes its importance
even clearer.
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“Our investments can contribute to
positive development, which is important to a lot of people.”
Welcome news
In 2016 came the welcome news that
several years of discussions about a
reform to the AP Funds had been broken
off, which enabled us to focus fully on our
work. The organisation had a fresh start.
“Employees could once again
focus on their task of creating the best
possible return on the pension capital,”
says Westman.

Första AP-fonden is a small, costeffective organisation in which each
employee is important.
“The Fund’s global focus and large
assets impose stringent demands on
those who work here. Cutting-edge expertise and long experience are often required. Even though we are an attractive
employer we need to actively seek, retain
and develop the highly qualified people
we need in order to meet our targets.”
Strategic recruitment
There has been a change in the mixture
of employees in recent years.
“Första AP-fonden is being rejuvenated. We’ve had quite a few retirements
in recent years with several employees
having been with the organisation for
a long time.
In parallel with the rejuvenation,
new recruits have strengthened strategically prioritised areas. The focus on
infrastructure investments has been
made possible by employing senior

experts. Communication has become
a separate department and a Head of
Communications has been appointed
to strengthen the Fund’s clarity, both
internally and externally.
“We’ve also increased our competence by employing quantitative
analysis specialists and people working
to further develop our risk management
system,” says Westman.
Diversity and equal opportunity
are prioritised aspects of recruitment.
The percentage of women has gradually
increased and more and more employees
originate from countries other than
Sweden.
A competence development culture
Employees must be able to develop in
their professional role.
“Competence development is part of
Första AP-fonden’s culture and part of
every manager’s business plan.
Network-building and the transfer
of competence internally and externally

are simplified through various activities
for learning, such as the Special Friend
format, an internal mentoring system
and ‘Teach-Ins’, where employees train
each other.
Ethics and core values are key
concepts. Every year the Fund’s
employees certify in writing that they
act in accordance with prevailing
guidelines, which are based on the
values of long-term approach, engagement and professionalism. The Fund’s
values are also discussed during the
progress reviews.
Improvements in employee survey
An employee survey is carried out
every year.
“The results of the 2016 survey show
several improvements. Första AP-fonden’s employee index and its engagement index both improved on 2015,
and are high compared with benchmarks. Requests were made for greater
clarity, which resulted for example in

Years of employment at Första AP-fonden
<2

3–14

>15

new communication initiatives
internally and externally,” says
Marina Westman.
The physical and psychosocial
working environment is continuously
monitored and reviewed. Health and
fitness are natural parts of everyday
life at Första AP-fonden.

Views from Första AP-fonden

Mats Enebrink
Global Analyst Equities

Meenakshi Ambardar
Investment Counsel

Oskar Olsson
Team leader at Middle Office

“I appreciate the opportunity to develop at
Första AP-fonden. I began in fixed-income
management, but after six years there I
wanted to challenge myself and broaden my
knowledge. Then I got the chance to move to
equities. It represented a new lease of life for
me, while at the same time I could contribute
to knowledge transfer within the
organisation.”

“My work at Första AP-fonden is extremely
international. I contribute legal expertise in
our investments, and the counterparties are
often outside of Sweden. Having a cultural
platform from the USA and India, like I do,
is a benefit. The transactions are interesting
and legally complex, which is exciting.”

“We have a very unified team and everyone is
engaged in what they do. This makes the job
enjoyable. Anyone who starts work here also
has a lot of responsibility early on, which is a
positive. A lot of us are new employees with
different backgrounds. I was most recently an
asset manager in Australia.”
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Directors’ Report
The Board of Directors and the CEO of Första AP-fonden hereby submit their Directors’ Report for
2016. The Directors’ Report, together with the financial statements and notes have been reviewed
by the auditors of the Fund. The review covers pages 24 to 45.
Första AP-fonden’s net investment income for 2016 was SEK 26,965 million
(11,340), which means a return after expenses of 9.3 per cent (4.0). Measured
over the last ten-year period, the return was 5.5 per cent. This equals a real
return of 4.3 per cent, exceeding the long-term target of a real return after
expenses of 4.0 per cent over rolling ten-year periods.

Transfer to the Swedish Pensions Agency
In 2016, the Fund transferred SEK 6.6 billion (4.9) to the pension system to
cover the deficit in pension contributions in relation to pension disbursements.
Since 2009, the Fund has paid SEK 36.6 billion to the Swedish Pensions Agency
to cover the deficit in pension disbursements.

Control and mandate
The Board of Directors of Första AP-fonden bears full responsibility for
the operations of the Fund and is responsible for the Fund’s organisation
and management of Fund assets. The work of the Board is regulated in the
National Pension Insurance Funds (AP Funds) Act. The Board has delegated a
management mandate to the CEO, which establishes the asset management
framework. The mandate is expressed in a risk tolerance. This is manifested
in an overarching asset allocation and limitations as to how much the asset
allocation can be deviated from. The limitations are expressed both as exposure limits and limitations in terms of forecast tracking error. Read more in
the risk management plan for 2016 at www.ap1.se.

Asset allocation and results of the Fund’s management
Within the framework of the management mandate, the CEO of Första AP-fonden decides on the management orientation and asset allocation in the form of
a strategic asset allocation. The CEO’s strategic asset allocation forms the basis
of the management organisation’s work on allocation and management. In 2016,
the Fund’s management generated an excess return in relation to the strategic

asset allocation of 1.4 percentage points (1.2), which equates to SEK
4.2 billion (3.6).

Alternative investments
Real estate

Greater collaboration between AP1-4
In 2016, the Managing Directors of AP Funds 1-4 initiated a greater emphasis
on collaboration between the funds. The aims are to further improve cost
effectiveness, create synergies and secure a relevant exchange of experiences, knowledge and working methods between the organisations. There is
already collaboration today in various established forums, and this will also
be intensified on a project basis.

Första AP-fonden’s real estate holding was valued at SEK 39.0 billion at
year-end, equalling 12.6 per cent of net assets. The main long-term focus of
the Fund’s real estate investments is running return from rent payments, and
to some extent expected value appreciation. The return on the real estate
portfolio in 2016 totalled 18.8 per cent, equalling SEK 6.3 billion.

Sustainable value creation

The Fund’s investments in infrastructure amounted to SEK 9.4 billion at
year-end, equalling 3.0 per cent of net assets, and included part-ownership
of the energy distribution company Ellevio. Ellevio grew in 2016 through the
acquisition of Nynäshamn Energi. Ownership of Ellevio is strategically important to Första AP-fonden, which strives to ensure that infrastructure makes
up 5 per cent of its assets.

Första AP-fonden’s ambition in the field of sustainability is high. The Fund is
convinced that investments in sustainable companies entail a lower risk and
probably generate a higher return in the long run. Sustainability aspects are
integrated into investment decisions and the Fund’s work as an engaged owner.
Första AP-fonden’s entire asset management is steeped in its ambition to
generate long-term sustainable value growth.

Asset classes
Equities

At the end of the year, Första AP-fonden’s equity portfolio was valued at SEK
102.1 billion, broken down into SEK 38.1 billion in Sweden, SEK 35.4 billion
in foreign developed markets and SEK 28.6 billion in emerging markets.
Swedish equities and equities in foreign developed markets are managed
internally, while emerging markets are handledby external managers. There are
also investments in listed equities under other assets in the systematic strategies
sub-portfolio in the amount of SEK 14.1 billion.
The return on the equity portfolio for 2016 was 8.3 per cent, which
equates to SEK 8.5 billion.

Contribution, SEK bn

Contribution, %

Portfolio return, %

8.5

2.9

8.3

Sweden

3.1

1.0

7.7

2.5

0.9

6.4

Emerging countries

2.9

1.0

13.4

Fixed-income securities

1.3

0.5

1.7

Real estate

6.3

2.1

18.8

Infrastructure

0.4

0.1

4.4

Hedge funds

0.9

0.3

6.1

Private equity funds

1.2

0.4

7.6

High yield

1.2

0.4

10.4

Alternative strategies

1.2

0.4

9.5

Systematic strategies

1.6

0.5

8.9

Special investments

-0.1

0.0

-6.9

5.0

1.8

1.8

27.4

9.5

9.5

Total
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Första AP-fonden owns assets in different currencies. Currency is treated as
a separate asset that is managed according to special foreign exchange strategies. The value and return on all foreign assets are translated into Swedish
kronor. The majority of the Fund’s foreign assets are protected, in terms of
exchange rate fluctuations, using currency hedges.
The return on the Fund’s currency positions at the end of 2016 was 2.0
per cent, equalling SEK 6.0 billion.

Första AP-fonden’s investments in bonds with a lower credit rating (highyield investments) amounted to SEK 13.8 billion on 31 December 2016,
equalling 4.5 per cent of net assets.

Developed countries

Allocation, cash, foreign exchange

Foreign exchange

Första AP-fonden’s fixed-income portfolio was valued at SEK 84.8 billion at
year-end, with the majority invested in foreign securities. Första AP-fonden
also has fixed-income securities through Fund holdings that are reported
under other assets in the alternative strategies sub-portfolio.
The return on the Fund’s fixed-income portfolio in 2016 was 1.7 per cent,
equalling SEK 1.3 billion.

Bonds with a lower credit rating

Net investment income for 2016 before expenses in local currency
Equities

Fixed-income securities

Infrastructure

Hedge funds
Första AP-fonden’s hedge fund portfolio was valued at SEK 15.4 billion at
year-end, equalling 5.0 per cent of net assets. Investments in hedge funds are
designed to generate a more diversified, robust portfolio, which tones down
the effects of sharp price volatility in the rest of the portfolio, while also
generating a good return over time.
The return on the hedge fund portfolio for 2016 was 6.1 per cent, which
equates to SEK 0.9 billion.

Net asset performance 2007–2016, SEK bn
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Private equity funds

Equities

Första AP-fonden’s investments in private equity funds amounted to SEK
14.6 billion at year-end, equalling 4.7 per cent of net assets. The Fund invests
globally in private equity funds through external managers. The return on
this asset class is expected to be higher than for listed equities over time.
In 2016 the value of the Fund’s unlisted investments exceeded the 5.0 per
cent limit. At the end of the year a portfolio of North American private
equity funds was divested, which helped to limit the percentage of unlisted
investments in the Fund’s total portfolio to 4.8 per cent on 31 December
2016. The return on the private equity portfolio for the year was 7.6 per cent,
equalling SEK 1.2 billion.

Real estate, hedge funds, private equity funds, alternative strategies,
systematic strategies and special investments
Fixed-income securities

Other asset classes
Alternative strategies
Första AP-fonden’s alternative strategies portfolio amounted to SEK 15.4
billion at year-end, equalling 5.0 per cent of net assets. Alternative strategies
includes a risk parity portfolio with the purpose of limiting macroeconomic
risks without renouncing return opportunities and a portfolio consisting of
alternative beta strategies designed to systematically obtain risk premiums.

Systematic strategies
Första AP-fonden’s systematic strategies portfolio amounted to SEK 14.1 billion
at year-end, equalling 4.5 per cent of net assets. Systematic strategies include
investments in equities with low volatility in developed countries.

Special investments
Första AP-fonden’s special investments portfolio amounted to SEK 1.6 billion
at year-end, equalling 0.5 per cent of net assets. Special investments comprises
various types of investment on a number of foreign markets.
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Första AP-fonden’s carbon footprint
Measurements of the Fund’s carbon footprint show that Första AP-fonden’s equity portfolios have a lower carbon footprint than the benchmark portfolios, irrespective of the measure used. The carbon footprint
is between 17 and 25 per cent lower than that of benchmark portfolios.
The carbon footprint of an equity portfolio describes the extent of
emissions of greenhouse gases released by the portfolio companies, in
relation to Första AP-fonden’s share of ownership. The AP Funds AP1,
AP2, AP3, AP4, AP6 and AP7 agreed in 2015 on a common standard for
reporting the Funds’ carbon footprints (see www.apfonderna.se).
The carbon footprint of the AP Funds is calculated for holdings as
at 31 December 2016(1) using the latest available CO2 data for direct
emissions (Scope 1) and indirect emissions from energy (Scope 2).
The carbon footprints are reported using the following three
indicators:
1. Absolute carbon footprint for the listed equity portfolio equating to

Absolute carbon footprint
(tCO2e)
Absolute
Sweden

Relative

(2)

Carbon dioxide intensity
in relation to
market value (tCO2e/SEK m)
Absolute

Relative

(2)

Absolute

Relative

Emerging countries

Asset class

Holding, %

Exposure, %

Holding, %

Exposure, %
34.7

12.1

12.3

+6%

Developed countries

35,366.5

11.4

12.5

37,963.8

13.1

14.4

46.4

-13%

Emerging countries

28,575.0

9.2

9.2

22,448.8

7.7

8.0

24.7

-17%

Fixed-income securities

84,765.0

27.3

27.3

80,985.9

27.9

27.9

2016

2015

14.2

10.1

Emerging markets

732,247

-21%

33.2

-21%

1,651,582

-25%

14.2

-25%

Equities

Portfolio
value SEK m,
31/12/2016

32.9

28.1

Nominal, government

26,149.3

8.4

0.0

26,928.9

9.3

Nominal, credit

39,817.1

12.8

0.0

37,770.6

13.0

Real interest rates

18,798.6

6.1

0.0

16,286.4

5.6

281.2

0.1

-1.1

4,677.1

1.6

-0.1

187,129.0

60.3

60.3

181,295.2

62.5

62.5

39,043.2

12.6

12.6

33,439.2

11.5

11.4

Infrastructure

9,421.6

3.0

3.0

8,466.3

2.9

2.9

Hedge funds

15,412.3

5.0

5.0

14,023.2

4.8

4.8

Private equity funds

14,564.6

4.7

4.7

14,608.0

5.0

5.0

High yield

13,841.3

4.5

4.5

8,536.3

2.9

2.9

Alternative strategies

15,421.8

5.0

5.0

12,690.9

4.4

4.4

Systematic strategies

14,122.5

4.5

4.5

15,209.0

5.2

5.2

Special investments

1,578.8

0.5

0.5

1,938.8

0.7

0.8

310,535.1

100.0

101.1

290,207.0

100.0

22.1%

90,817.0

Cash
24.7

21.2

1,651,582

1,088,556

37%

37%

Total listed investments
Real estate

	The market value as of 30 November 2016 has been used for unit trusts to the amount of SEK 2,863 million.
(2)
	The ‘Relative’ columns show the extent of the portfolios’ carbon footprint in relation to that of the benchmark portfolios.
(1)

Expenses and expense ratio

Total portfolio
Foreign exchange exposure

2015

68,535.7

100.1
31.3%

Expense level, % Expenses, SEK m Expense level, %

118

0.04

116

0.04

69

0.02

69

0.02

187

0.06

185

0.06

Commission expenses

271

0.09

308

0.11

Total expenses

458

0.15

493

0.17

Currency exposure, 31/12/2016
USD

GBP

EUR

Shares and participations

SEK m

97,179

6,863

17,625

Fixed-income securities

31,816

Other assets
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Portfolio
value SEK m,
31/12/2015

Portfolio composition

35,219.6

-15%

Expenses, SEK m

1.72
5.96

95,632.2

14.1

2016

0.6%
2.0%

Total foreign exchange return

12.3

-15%

Operating expense

4.23

34.1

827,185

Other admin. expenses

1.4%

12.3

Developed markets

Personnel costs

-6.77

32.9

-51%

Charted market value as a percentage of total net assets

-2.2%

38,141.4

4.2

Absolute carbon footprint equating to the owned share of the companies’ aggregate emissions (tCO2e)

Currency hedges

102,082.8

-52%

Carbon dioxide intensity, in which the absolute carbon footprint is related to the share of ownership of the companies’
turnover (tCO2e/SEK m)

12.73

Sweden

2.6

Carbon dioxide intensity, in which the absolute carbon footprint is related to the share of ownership of the companies’
market value(3) (tCO2e/SEK m)

Return, SEK bn

4.2%

Developed countries

(2)

-52%

Year-on-year comparison

Return, %
Translation to SEK

Foreign exchange return

Carbon dioxide intensity
in relation to
turnover (tCO2e/SEK m)

92,150

Total

Foreign exchange return 2016

the owned share of the companies’ aggregate emissions (tCO2e).
2. Carbon dioxide intensity, in which the absolute carbon footprint is
related to the share of ownership of the companies’ market value
(tCO2e/SEK m).
3. C
 arbon dioxide intensity, in which the absolute carbon footprint
is related to the share of ownership of the companies’ turnover
(tCO2e/SEK m).
The table below shows Första AP-fonden’s carbon footprint according
to the measures described above for the listed part of the equity portfolio. That portfolio makes up 39 per cent of the Fund’s total portfolio. For
2016, 68 per cent of the carbon footprint in the total portfolio is based on
reported emissions, 9 per cent is calibrated data and the remaining 23 per
cent is based on estimated information. A summary of the calculations is
published on www.ap1.se. The calculations were performed by Trucost.
The carbon footprint from Första AP-fonden’s office operation and
its employees’ travel has been offset since 2015.

Others

Total

1,736

JPY

26,886

150,289

121

7,587

19,400

51,216

6,506

116

703

141
4,858

Derivatives

-88,863

-12,341

-38,231

-5,977

-140,554

Total

46,638

-5,362

-503

6,735

21,030

68,538

Currency exposure, 31/12/2015

66,401

-2,320

9,562

6,836

10,338

90,817

Currency exposure, 31/12/2014

69,973

6,251

8,069

-582

15,970

99,681
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Ten-Year Overview

Income Statement

Net investment income and inflow, SEK bn

2016

2015

2014

2013

2012

2011

2010

2009

2008

2007

SEK m

Net assets at 31 December

310.5

290.2

283.8

252.5

233.7

213.3

218.8

202.3

171.6

218.8

Operating income

Net flow from the pension system

-6.6

-4.9

-5.1

-6.9

-3.8

-1.2

-4.0

-3.9

0.9

2.0

Net interest income

Net investment income for the year

27.0

11.3

36.4

25.7

24.2

-4.2

20.5

34.6

-48.0

9.7

Dividends received

Return, expenses and risk, %
Return before expenses

9.5

4.1

Operating expenses, annualised, % of AUM

0.06

Commission expenses, annualised, % of AUM

0.09
9.3

Return after expenses

14.8

11.3

11.4

-1.7

10.3

0.06

0.07

0.07

0.11

0.10

0.07

4.0

14.6

11.2

11.3

20.4

-21.7

4.8

0.08

0.07

0.06

0.05

0.08

0.10

0.09

0.08

0.05

0.06

0.07

0.07

-1.9

10.2

20.2

-21.9

4.6

Net investment income before expenses

27.4

11.8

36.9

26.0

24.5

-4.0

20.8

34.9

-47.7

9.8

Total administrative expenses, SEK bn

-0.5

-0.5

-0.5

-0.3

-0.3

-0.3

-0.3

-0.3

-0.3

-0.3

Exposure, %
34.7

48.9

49.2

47.4

49.2

60.3

58.6

54.6

Sweden

12.3

12.3

11.6

12.0

11.4

12.6

15.7

13.8

11.2

Developed countries

12.5

14.4

27.1

27.5

25.0

25.3

59.2

Emerging countries

9.2

8.0

10.1

9.7

11.0

11.4

Fixed-income securities (1)

29.8

30.2

30.9

31.2

36.4

40.9

32.5

34.7

40.1

39.2

- of which fixed-income securities in other assets

2.5

2.3

3.3

1.5

Cash

-1.1

-0.1

-1.1

-0.7

Real estate

8.8

8.8

7.7

5.6

5.0

3.4

4.0

2.3

12.6

11.5

Infrastructure

3.0

2.9

Hedge funds

5.0

4.8

5.9

4.9

4.3

0.2

0.3

-

-

-

4.4

3.3

3.2

2.8

2.0

1.7

1.4

0.7

5.6

4.8

0.7

0.6

0.7

Private equity funds

4.7

5.0

High yield

4.5

2.9

Alternative strategies

5.0

4.4

Systematic strategies

4.5

5.2

0.5

0.7

22.1

31.3

35.1

29.2

27.4

21.3

24.0

21.6

22.2

18.2

Risk (2)

6.4

8.1

5.4

5.0

5.9

8.9

7.4

9.7

16.6

7.7

Sharpe ratio

1.5

0.5

2.6

2.1

1.9

neg.

1.1

2.0

neg.

0.1

31.8

31.0

34.6

37.1

39.3

41.4

43.7

42.4

39.7

36.0

Foreign exchange

31/12/2016

31/12/2015

504

1,371

6,086

5,388

Net gains/losses, listed shares and participations

2

5,762

-1,481

Net gains/losses, unlisted shares and participations

3

6,900

4,391

2,347

-1,349

Net gains/losses, fixed-income assets
Net gains/losses, derivative instruments
Net gains/losses, foreign exchange movements
Commission expenses

4

-979

-144

6,803

3,657

-271

-308

27,152

11,525

-118

-116

Operating expenses
Personnel costs

5

Other administrative expenses

6

Total operating expenses
34.1

Special investments

1

Total operating income

Net investment income and expenses in total
portfolio, SEK bn

Equities

Note

Net investment income

-69

-69

-187

-185

26,965

11,340

Risk

External management, %
Share of total portfolio at 31 December (3)

Investment grade bonds (fixed income incl. cash funds in accounts = 31.4% for 2016)
Standard deviation calculated on daily return in 2016.
3)
In accordance with a joint decision, the AP Funds report wholly or partially owned real estate companies as being internally managed
(1)

(2)
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Balance Sheet

SEK m

Notes

Note

31/12/2016

31/12/2015

123,667

Assets
Shares and participations, listed

7

126,433

Shares and participations, unlisted

8

76,440

67,788

Bonds and other fixed-income assets

9

96,438

90,103

Derivatives

10

2,960

2,275

5,222

6,420

4,455

1,380

Cash and bank balances
Other assets

11

Prepaid expenses and accrued income

12

Total assets

868

915

312,816

292,548

Liabilities
Derivatives

10

478

730

Other liabilities

13

1,762

1,566

Deferred income and accrued expenses

14

Total liabilities

41

45

2,281

2,341

Första AP-fonden, corporate identity number 802005-7538, domiciled in Stockholm, is one of the
buffer funds in the Swedish pension system. This annual report for the 2016 financial year was
approved by the Board of Directors on 20 February 2017. The income statement and balance
sheet are subject to adoption by the Swedish Government.
Accounting and valuation policies

Listed shares and participations

The Swedish National Pension Funds Act (2000:192) sets out that the annual
report shall be prepared in accordance with generally accepted accounting
principles, whereby the assets in which the Fund invests shall be entered at
market value. In light thereof, the First to Fourth AP Funds (AP1, AP2, AP3,
AP4) have developed joint accounting and valuation policies which have
been applied and are summarised below.
The Funds’ accounting and valuation policies are being gradually adapted to
International Financial Reporting Standards, IFRS. Because IFRS is undergoing
extensive revisions, the adaptations so far have been focused on meeting the
disclosure requirements in IFRS 7 and IFRS 13. Complete adaptation to IFRS
would have no material impact on the reported net investment income and
net assets. The AP Fund meet the requirements to be defined as an investment
entity under IFRS 10. Compared to the currently applicable IFRS, the only major
difference is that a cash flow statement has not been prepared.

For shares and participations that are admitted to trade on a regulated
market or trading venue, fair value is determined based on official quoted
market prices on the balance sheet date according to the Fund’s designated
index supplier (MSCI, SIX, Russell), usually the average price. Holdings that
are not part of an index are valued at quoted prices observable in an active
market. Paid brokerage commissions are recognised in net gains/losses on
listed shares.

Trade date accounting

Total net assets

310,535

290,207

Transactions in securities and derivative instruments in the money, bond,
equity and foreign exchange markets are recognised in the balance sheet
at the trade date, i.e. the time at which material rights and hence risks are
transferred between the parties. The receivable from or liability to the counterparty between the trade date and settlement date is recognised in ‘other
assets’ or ‘other liabilities’. Other transactions, primarily those relating to
unlisted equities, are recognised in the balance sheet at the settlement date,
which is consistent with market practice.

Total net assets and liabilities

312,816

292,548

Net accounting

36,502

32,103

Net assets

15

Opening net assets

290,207

Net payments to/from the pension system
Net investment income for the year

Memorandum items

16

283,811

-6,637

-4,944

26,965

11,340

Financial assets and liabilities are recognised net in the balance sheet when
there is a legal right to net transactions and there is an intention to pay net
proceeds or realise the asset and simultaneously settle the liability.

For shares and participations that are not admitted to trade on a regulated
market or trading venue, fair value is determined based on the valuation
provided by the counterparty or other external party. This valuation is
updated when a new valuation has been obtained and is adjusted for any
cash flows up to the end of the accounting period. In cases where the Fund
has reasonable grounds to consider the valuation incorrect, the valuation
received is adjusted.
This valuation complies with International Private Equity and Venture
Capital Valuation Guidelines (IPEV) or similar valuation principles
and should be primarily based on arm’s length transactions, although other
valuation methods can be used.
Unlisted real estate shares are valued according to the net worth method
to the extent that the share has not been subject to transactions in a secondary market. Holdings in unlisted real estate companies are measured taking
into consideration deferred tax liabilities at a value that is used in real estate
transactions, which differs from the valuation performed in the financial
statements of the real estate companies.

Bonds and other fixed-income assets

In accordance with the Swedish National Pension Funds Act, shares in subsidiaries/associated companies are stated at fair value. Fair value is determined
using the same methods that apply for unlisted shares and participations.
There is no requirement to prepare consolidated financial statements.

For bonds and other fixed-income assets, fair value is determined based on
the official quoted market prices on the balance sheet date (usually the bid
price) according to the Fund’s designated index supplier (Barclays, SHB).
Holdings that are not part of an index are valued at quoted prices observable
in an active market. For an instrument that is not traded on an active market
and for which no reliable market prices are available, the instrument is valued
using generally accepted valuation models in which cash flows are discounted
to the applicable valuation curve.
Interest income is recognised as interest calculated according to the
effective interest rate method based on amortised cost. Amortised cost
is the discounted present value of future payments, in which the discount
rate is the effective rate of interest on the acquisition date. This means that
acquired premiums and discounts are apportioned to periods over the remaining maturity or until the next interest adjustment date and are included
in recognised interest income. Changes in value resulting from interest rate
movements are recognised under net gains/losses for fixed-income assets,
while changes in value resulting from foreign exchange movements are
recognised under net gains/losses on foreign exchange movements.

Valuation of financial instruments

Derivative instruments

All of the Fund’s investments are measured at fair value, and both realised and
unrealised changes in value are recognised in the income statement. Consequently, the lines for net gains/losses per asset class include both realised and
unrealised gains/losses. A description of how the fair values of the Fund’s various
investments are determined is provided below.

For derivative instruments, fair value is determined based on quoted market
prices at year-end. For an instrument that is not traded on an active market
and for which no reliable market prices are available, the value of the instrument is established using generally accepted valuation models in which input
data consists of observable market data.
Derivative contracts with a positive fair value on the balance sheet date

Translation of foreign currencies
Transactions in foreign currencies are translated to SEK at the exchange rate
on the transaction date. In the balance sheet, assets and liabilities in foreign
currencies are translated to SEK at the exchange rate on the balance sheet date.
Changes in the value of assets and liabilities denominated in foreign currencies are broken down into the part attributable to the change in the value of
the asset or liability in the local currency and the part caused by fluctuations
in the exchange rate. Foreign exchange gains/losses arising from changes in
foreign exchange rates are recognised in the income statement in the line
‘Net gains/losses, foreign exchange movements’.

Shares in subsidiaries/associated companies
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are recognised as assets, while contracts with a negative fair value are
recognised as liabilities. Changes in value resulting from foreign exchange
movements are recognised in the income statement under net gains/losses
on foreign exchange movements, while other changes in value are recognised
under net gains/losses on derivative instruments. The difference between the
forward and spot rates for futures contracts is apportioned to periods on a
straight-line basis over the maturity period and is recognised as interest.

Note 1 Net interest income
SEK m

Note 5 Employees
2016

2015

1,939

1,986

Interest income
Bonds and other fixed-income securities

Number of employees

194

140

Other interest income

44

36

In a true repo (repurchase) transaction, the sold asset remains in the balance
sheet and the proceeds received are recognised as a liability. The divested
security is recognised in the balance sheet as a pledged asset under memorandum items. The difference between proceeds in the spot and forward legs
is apportioned to periods over the maturity of the security and recognised
as interest.

Total interest income

2,177

2,162

-1,660

-788

Other interest expenses

-13

-3

Securities lending

Total interest expenses

-1,673

-791

Securities on loan are recognised in the balance sheet at fair value, while
compensation received for securities on loan is recognised as interest income in the income statement. Collateral received for securities on loan may
consist of securities and/or cash. In cases where Första AP-fonden has a right
of disposal over the received cash collateral, this is recognised in the balance
sheet as an asset and a corresponding liability. In cases where the Fund does
not have a right of disposal over the collateral, the collateral received is not
recognised in the balance sheet but is stated separately under the heading
‘Pledged assets, contingent liabilities and obligations’. The value of securities
on loan, as well as collateral for these, are also recognised under this heading.

Total net interest income

504

1,371

Repurchase transactions

Items recognised directly in net assets
Incoming payments to and outgoing payments from the national pension
system are recognised directly in the Fund’s capital.

Commission expenses
Commission expenses are recognised in the income statement as a deduction from operating income. These consist of external costs for management
services, such as custodian bank fees and fixed fees for external managers,
as well as fixed fees for listed funds. Performance-based fees, which are
payable if the manager achieves a return over a predetermined level at which
profit-sharing applies, are recognised as a deduction from net investment
income for the relevant asset class in the income statement.
Management fees for unlisted shares and participations, for which a
refund is permitted before profit-sharing and in which a refund is deemed
probable, are recognised at cost and are therefore included in unrealised
gains/losses. In other cases, they are recognised as commission expenses.

Operating expenses
All administrative expenses, excluding brokerage fees, fees for external
managers and custodian bank fees, are recognised in operating expenses.
Investments in equipment and software developed or acquired by the Fund
are normally expensed as incurred.

Taxes
Första AP-fonden is exempt from all income tax on domestic investments
in Sweden. The dividend and coupon taxes imposed in certain countries are
recognised net in the income statement under the relevant income item.
With effect from 2012 the Fund is registered for value added tax and is
therefore liable for VAT on acquisitions from outside Sweden. The Fund does
not have the right to recover paid VAT. Expensed VAT is included
in the relevant expense item.

Derivatives

2016
Total

Men

Total

Men

Women

Average number of employees

59

38

21

53

35

18

Closing no. of employees

61

39

22

55

36

19

8

3

5

5

4

1

Of which
salary
Payroll
exchange overheads(1)

Total

(1)

No. of executive management members at year-end
1)

Women

At year-end 2016, two individuals were employed on a project basis.

Interest expenses
Derivatives

2015

Personnel costs 2016, SEK thousands

Salaries and
remuneration

Pension
costs

Board Chairman

113

36

149

Other Board members (8 people)

503

158

661

1,537

6,838

1,020

4,373

674

2,974

Chief Executive Officer

3,501

1,800

630

Executive management team, excl. CEO

Note 2 Net gains/losses, listed shares and participations
SEK m

2016

2015

Net gains/losses

5,838

-1,407

-76

-74

5,762

-1,481

Less brokerage commissions
Net gains/losses, listed shares and participations

Chief Investment Officer

2,883

470

Chief Active Ownership Officer

1,621

679

13

Head of Communication Aug-Dec 2016

542

137

5

203

882

Head of Business Support Jan-May 2016

643

174

244

1,061

Head of Business Support Jun-Dec 2016

664

466

322

1,452

Head of Middle Office & Risk Jun-Dec 2016

781

188

291

1,260

Head of Legal Affairs & Compliance Nov-Dec 2016

Note 3 Net gains/losses, unlisted shares and participations

Head of HR

138

29

50

217

1,344

723

126

598

2,665

SEK m

2016

2015

Other employees

52,668

19,131

3,142

21,112

92,911

Capital gains/losses

4,832

1,899

Total

65,401

23,797

3,916

26,245

115,443

Unrealised value changes

2,068

2,492

Net gains/losses, unlisted shares and
participations

6,900

4,391

External management fees for unlisted assets are recognised in accordance with
two different principles depending on whether or not underlying management
agreements permit a refund before profit-sharing in connection with future profit-generating divestments. In cases where the agreements permit such a refund,
fees paid are recognised as part of the cost of the asset and therefore have impact
on the unrealised net gains/losses for unlisted assets. Refunded management
fees accordingly have a positive effect on unrealised gains/losses. In cases where
the agreements do not permit a refund, fees paid are expensed directly under
commission expenses.
During the year, a total of SEK 192 million (189) was paid in management fees
for unlisted assets, of which SEK 79 (71) permit refunds in accordance with the
above-mentioned principle. Furthermore, SEK 89 million (-) was repaid during the
year and the unrealised net gains/losses for unlisted shares and participations
were therefore positively affected by SEK 10 million net.

Note 4 Commission expenses
SEK m

2016

2015

External management fees, listed assets

-142

-171

External management fees, unlisted assets

-113

-118

-16

-19

-271

-308

Other commission expenses, incl.
custodian bank expenses
Commission expenses

Other personnel costs

2,906

Total personnel costs

118,349

Personnel costs 2015, SEK thousands

Salaries and
remuneration

Pension
costs

Of which
salary
Payroll
exchange overheads(1)

Total

Board Chairman

113

36

149

Other Board members (8 people)

510

160

670

1,486

6,771

1,064

4,225

647

3,101

Chief Executive Officer

2,849

2,436

1,260

Executive management team, excl. CEO
Chief Investment Officer

2,724

437

Chief Active Ownership Officer and Head of Communications

1,785

669

Head of Business Support

1,557

488

607

2,652

Head of HR

1,436

581

560

2,577

13

Other employees(2)

51,704

19,727

3,547

20,948

92,379

Total

62,678

24,338

4,820

25,508

112,524

Other personnel costs

3,902

Total personnel costs

116,426

(1)
(2)

Payroll overheads also include the cost of payroll tax.
Including the cost of compensation for paid out and reserved salary in connection with personnel attrition.

Commission expenses do not include performance-based expenses. During the year
these amounted to SEK 37 million (34) and reduce net investment income for the asset
under management.
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Första AP-fonden’s remuneration policy for senior executives is based on the
Government’s guidelines for remuneration to senior executives and other
employees. There were no deviations from the policy or guidelines in 2016.

Salaries and other benefits
Board fees are determined by the Government. The Fund governance report
provides information about fees and attendance for each Board member.
The Board of Directors determines the terms of employment for the CEO,
following preparation in the remuneration committee. All employees have
individual employment contracts. Since 1 January 2010, Första AP-fonden
has no variable remuneration. In the event of termination on the part of
the employer, the notice period for the CEO is 18 months. For members of
the executive management team and other employees it is between 3 and 6
months. A few agreements entered before April 2009 contain divergences.
For cost-related reasons, these agreements are not renegotiated.
In the event of the Fund issuing notice of termination of employment,
severance pay can equal a maximum of 18 months’ salary. The severance
pay shall only consist of the fixed salary, without the addition of benefits.
Both salary during the notice period and severance pay shall be reduced by
an amount equal to any income from new employment or business activity

during the pay-out period. Severance pay is never paid out beyond 65 years
of age.

Five largest non-Swedish equity holdings
Pershing Square Holdings

Pensions and similar benefits

Number

Fair value

8,000,000

1,056

112,838

791

63,218

763

Alphabet C

The CEO’s employment contract includes an obligation for the Fund to pay pension premiums equal to 30 per cent of salary.For the portion of salary granting
entitlement under the national pension, the pension premium is reduced to
11.5 per cent.
As of 1 February 2013, Första AP-fonden has switched to a defined-contribution pension plan, BTP1, for newly hired employees. The pension agreement
has been signed and agreed on between the parties. This means that the
Fund has two occupational pension plans – BTP1, which is a defined contribution plan, and BTP2, which is a defined benefit plan.
All employees have the option of participating in a salary exchange
scheme in which gross salary is exchanged for pension premiums. The pension premium is then increased by 5 per cent, which corresponds to the difference between payroll tax and social security fees. The premium exchange is
therefore cost-neutral for the Fund. Other benefits are taxable and amount
to smaller amounts.

Samsung Electronics
National Grid

6,474,187

692

British American Tobacco

1,311,065

680

Total fair value

3,982

A complete list of all listed holdings at 30 June and 31 December is available on Första AP-fonden’s website www.ap1.se.

Note 8 Unlisted shares and participations
Fair value, SEK m

31/12/2016

31/12/2015

25,256

18,068

Swedish unlisted shares and participations: Subsidiaries and associated companies

2,666

3,876

Other unlisted shares and participations

Non-Swedish unlisted shares and participations: Subsidiaries and associated companies

48,518

45,844

Total

76,440

67,788

Note 6 Other administrative expenses
SEK th

2016

2015

Costs for premises

-12,262

-11,440

Purchased services

-18,579

-21,851

Swedish shares and participations, subsidiaries and associated
companies

Information and data expenses

-30,996

-29,633

Other administration expenses

-7,409

-6,439

-69,246

-69,363

Net investHolding, % ment income

Domicile

Corp. ID No.

Number

Aros Bostad IV AB

Stockholm

559032-9503

14,747

29

-

-

61

Ellevio AB

Stockholm

559005-2444

6,250

12.5

15,463 (1)

6,163 (1)

1,015

Secore Fastigheter AB

Stockholm

559018-9451

25,000

50

-1.7 (1)

56 (1)

73

Vasakronan Holding AB

Stockholm

556650-4196

1,000,000

25

10,120 (1)

29,245 (1)

13,771

The amount for purchased services includes remuneration for the Fund’s auditor, PwC, broken down into the following assignments:

Willhem AB

Gothenburg 556797-1295

769,880,846

100

1,832 (1)

7,386 (1)

Audit services

Total

Other administrative expenses

-712

-638

309

Luxembourg B 200297

100

-

-

2,050

Luxembourg B 169327

38

356 (2)

657 (2)

81,135

80,090

ASE Holdings S.à.r.l

-

-

34,565

Equities, non-Swedish

10,733

8,917

126,433

123,667

At 31/12/2016, Första AP-fonden had shares on loan to a value of SEK 1.1 billion (1.5). As collateral, government bonds to a value of SEK 1.2 billion were received.
The market value of the loaned position and collateral is calculated daily. The collateral shall amount to a minimum of 102 per cent.
Number

Fair value

Volvo B

43,471,072

4,625

Nordea Bank

30,618,863

3,102

Hennes & Mauritz B

11,022,520

2,793

Hexagon B

6,854,257

2,231

Svenska Cellulosa Aktiebolaget

8,209,809

2,112
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194 (2)

Chapone S.à.r.l

Equities, Swedish

Total fair value

-13 (2)

34,660

31/12/2015

Five largest Swedish equity holdings

10,336

100

Australia

31/12/2016

Total fair value

Fair value

25,256

First Australian Farmland Pty Ltd

Fair value, SEK m

Participations in non-Swedish funds

Equity

Non-Swedish shares and participations, associated companies
and subsidiaries

Note 7 Listed shares and participations

Participations in Swedish funds

Subsidiaries and associated companies

155,718,013

Total
(1)

307
2,666

Pertains to figures released 31/12/2015
Refers to 31/12/2015 translated at the exchange rate on 31/12/2015

(2)

Five largest holdings, unlisted shares and participations

Domicile

Bridgewater Tailored All Weather Fund L.P.

Cayman Islands 100

Holding, %

LGT, First Hedge Fund Investments L.P

Guernsey

100

7,808

Hamilton Lane, Private Equity

USA

99

8,732

Triangular Fund L.P

Cayman Islands 100

2,301

WP North America, Private Equity

USA

2,358

100

Cost
9,630

A complete list of all unlisted holdings at 30 June and 31 December is available on Första AP-fonden’s website www.ap1.se.

14,863
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Note 9 Bonds and other fixed-income assets

Note 11 Other assets

Fair value, SEK m

31/12/2016

31/12/2015

5,952

4,991

Swedish municipalities

2,274

Swedish mortgage institutions

9,219

Breakdown by type of issuer

SEK m
Incoming payments, unsettled transactions

Swedish state

31/12/2016

31/12/2015

3,465

744

Receivables from foreign tax authorities

128

124

2,008

Received cash collateral for derivative positions

854

505

7,711

Other assets

8

7

4,455

1,380

Total other assets
Other Swedish companies
Financial companies

5,102

8,159

Non-financial companies

9,780

12,104

Foreign states

38,014

36,821

Other foreign issuers

26,097

18,309

Total

96,438

90,103

Breakdown by type of instrument
Inflation-indexed bonds

22,056

19,444

Other bonds

59,812

57,234

Treasury bills

454

Note 12 Prepaid expenses and accrued income
SEK m

31/12/2016

31/12/2015

Accrued interest income

691

762

Accrued dividends

166

142

11

11

868

915

31/12/2016

31/12/2015

Other prepaid expenses and
accrued income
Prepaid expenses and accrued income

Note 13 Other liabilities

Commercial papers

SEK m

Other instruments

14,116

13,425

Incoming payments, unsettled transactions

896

1,034

Total

96,438

90,103

Received cash collateral for derivative positions

854

505

Other
Other liabilities

Note 10 Derivatives
31/12/2016

SEK m

Negative
fair value

Negative
fair value

Options
71

Pledged
Swaps
Futures
Total

187
-61

203

274

31/12/2016

31/12/2015

Note 14 Deferred income and accrued expenses

Positive
fair value

Equity-linked instruments

Held

27
1,566

31/12/2015
Derivative instruments with:

Positive
fair value

12
1,762

-166

-14

1

-54

-6

1

-2

-81

189

-222

SEK m
Accrued management fees

28

27

Other accrued expenses

13

18

Deferred income and accrued expenses

41

45

Note 15 Net assets
SEK m

2016

2015

290,207

283,811

Incoming pension contributions

64,174

61,374

Outgoing pension disbursements

-70,595

-66,141

-1

-3

Opening net assets
Net flow to/from the pension system

Interest-linked instruments
Swaps

307

-148

2

-60

Futures
Total

Transfer of pension rights to the EC
307

-148

2

-60

2,379

-249

Futures

2,073

-430

11

-18

Total

2,379

-249

2,084

-448

Total derivative instruments

2,960

-478

2,275

-730

169

-149

Of which cleared positions

1

2

-216

-176

Total net outflow to the pension system

-6,637

-4,944

Net investment income after expenses for the year

26,965

11,340

310,535

290,207

Outgoing administrative contribution to the Swedish Pensions Agency

Currency-linked instruments
Swaps

Adjustments of pension rights

Closing net assets

Derivative positions with a negative value amounting to SEK 148 million have a maturity exceeding 12 months. For maturity analysis thereof, see Note 18.
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Note 16

Memorandum items

SEK m

2016

2015

Active market

Inactive market

An active market is one in which quoted prices are readily and regularly
available from an exchange, a trader or similar and where transactions are
priced on commercial terms. It is virtually only equities for listed companies,
currencies and fixed-income securities issued by governments, municipalities, banks or major corporations that are traded on an active market and
can thus be included in level 1. For example, currency derivatives are traded
on very active markets, but are classified at level 2 since the value must be
derived from prices of other instruments.

An inactive market features a low trading volume and a much lower level of
trading activity than on an active market. Available prices vary sharply over
time or between market participants. In most cases, the prices are not
current.

Pledged assets and equivalent collateral for own liability

none

none

Securities on loan against other collateral(1)

1,104

1,456

Collateral provided for exchange cleared derivatives

3,253

3,048

93

130

4,450

4,634

Investment commitments, unlisted holdings

32,052

27,469

Undertakings

32,052

27,469

Total memorandum items

36,502

32,103

Collateral received for securities on loan

1,173

1,665

Shares and participations, listed

Collateral received for OTC transactions

1,396

1,384

Shares and participations, unlisted

Collateral provided for OTC transactions(2)
Other pledged assets and equivalent collateral

Financial instruments, price and valuation hierarchy
Financial assets and liabilities, closing balance 31/12/2016

Level 1, SEK m

Level 2, SEK m

Level 3, SEK m

Total

Financial assets
(1)

(2)

Bonds and other fixed-income assets

124,189

90,840

Derivatives

Note 17 Financial instruments, price and valuation hierarchy
This Note provides disclosures about how fair value is determined for the
financial instruments used by AP Funds. The Funds’ accounting and valuation
policies are in accordance with the international reporting standard. The
objective is to present information about the fair values of financial assets
and liabilities and to ensure transparency and comparability between different companies. This means that the disclosures about valuation of assets
and liabilities in the balance sheet take account of whether trade occurs on
an active or inactive market and whether quoted prices are available at the
time of valuation.

Valuation of the Fund’s net assets – market-listed assets
The majority of the Fund’s assets are market listed, which means that they
are traded on an active market at prices that represent actual and regularly
occurring market transactions. The majority of the Fund’s market listed
assets are valued daily at their quoted market prices and consist of equities,
bonds, derivatives, funds and foreign exchange. Some Fund holdings with
listed holdings in underlying securities are valued less frequently than daily,
e.g. weekly or every other week. A handful of Fund holdings with listed
holdings in underlying securities are valued only once a month.
For OTC derivatives the valuation is based on either theoretical modelling
or on a valuation from an external party. For the Fund’s holdings of currency
futures the valuation is based on theoretical modelling, whereby the model’s
subjective feature at present consists exclusively of the choice of yield curve
and methodology for calculating and forecasting future value (interpolation
and extrapolation). The same methodology is applied for deposits, shortdated commercial papers and similar instruments. For other OTC derivatives,
valuation is performed exclusively by an external party as a comparison to
the Fund’s own valuations. In periods when the market lacks liquidity for
market listed securities, a higher degree of subjectivity is required in the
valuation process. At such times, the market features sharply increased
spreads between bid and ask prices, which can also differ substantially
between market participants. At such times, funds have used a conservative
approach to valuation.

Valuation of net assets – alternative investments
For assets that are not valued in an active market, different valuation
methodologies are applied to determine fair value. Fair value equals the price
that would have been received or paid in an orderly transaction between
two independent parties. Första AP-fonden’s unlisted investments consist
of investments in hedge funds, risk parity funds, private equity funds, real
estate companies and real estate funds. Investments in unlisted hedge funds
1)

and risk parity funds are normally valued with a one-month lag. These funds
invest primarily in market listed securities. Valuation of fund participations
is based on the same principles as for market listed assets. Investments
in private equity funds are valued according to IPEV (International Private
Equity and Venture Capital Guidelines) or similar principles. According to IPEV,
the valuation can be based on completed transactions, market multiples in
valuation, the net asset value or discounting of future cash flows. Valuation
of the Fund’s investments in private equity funds is based on the most recent
available reporting. Since reporting from private equity funds is received with a
lag, the Fund’s annual accounts are generally based on reports at 30 September adjusted for cash flows for the subsequent period and up to the closing
date. In a situation with rising returns in the equity markets, this means that
the Fund has a lower valuation in the annual accounts than that which is later
reported by private equity fund managers.
Investments in real estate companies are valued in accordance with IFRS
and industry practice as established in IPD’s recommendations. The valuation is based on discounting of future rental income, operating expenses and
sales prices by market-based return requirements. With regard to valuation
of deferred tax in a real estate company, this is measured at fair value, i.e. a
discounting of future tax effects by an interest rate that is relevant for the
individual company. Investments in real estate funds are valued according to
recommendations from industry organisations such as INREV.

Fair value
The fair value of a financial instrument is defined as the amount for which an
asset could be transferred or a liability settled between knowledgeable and
willing parties in an arm’s length transaction. Depending on which market
data is available for valuation of the financial instruments, these are broken
down into three levels:

Total assets valued at

332

2,244

126,433

76,503

76,503

5,266

96,438

2,960
215,029

3,292

0

2,960
84,013

302,334

-478

0

-478

215,029

2,814

84,013

301,856

Level 1, SEK m

Level 2, SEK m

Level 3, SEK m

Total

121,493

2,174

123,667

0

67,788

67,788

Financial liabilities
Derivatives
Total liabilities valued at
Financial assets and liabilities
Financial assets and liabilities, closing balance 31/12/2015

-478

-478

Financial assets
Shares and participations, listed
Shares and participations, unlisted
Bonds and other fixed-income assets
Derivatives
Total assets valued at

79,160

4,755

6,188

90,103

0

2,275

0

2,275

200,653

7,030

76,150

283,833

0

-730

0

-730

200,653

6,300

76,150

283,103

Financial liabilities
Derivatives
Total liabilities valued at
Financial assets and liabilities

-730

-730

• Level 1: Financial instruments traded in an active market. The market is
deemed active if there are quoted prices that are regularly updated with a
greater frequency than once a week and if the prices are used unaltered to
settle trades in the market.
•Level 2: Financial instruments(1)traded on a market that is not considered
active but for which there are quoted prices that are used unaltered to
settle trades, or observable input data that is regularly updated for indirect
valuation using generally accepted models.
•Level 3: Instruments belong to level 3 if they cannot be included in level
1 or level 2. In such cases, no observable market data can be used for
valuation. Valuations are based on information with consideration
to the circumstances, and may require a significant element of estimation
from the Fund’s management.

In classification to an appropriate level in the valuation hierarchy, financial instruments shall be assessed without screening.
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Change, level 3

2016

2015

Shares and participations, listed, opening balance

2,174

0

Reclassification from level 2, opening balance 2015

0

1,787

Buy

0

630

Sell

-163

-173

Change in value

233

-70

Change in shares and participations, listed
Shares and participations, listed, closing balance
Shares and participations, unlisted, opening balance
Reclassification from level 1, opening balance 2015

70

2,174

2,244

2,174

67,788

60,617

0

0

Buy

9,657

12,779

Sell

-12,182

-12,189

Change in value

11,240

6,590

Change in shares and participations, unlisted

8,715

7,171

76,503

67,788

Bonds and other fixed-income assets, opening balance

6,188

4,910

Buy

2,424

2,907

Sell

-3,464

-1,618

118

-11

Shares and participations, unlisted, closing balance

Change in value
Change in bonds and other fixed-income assets

-922

1,278

Bonds and other fixed-income assets, closing balance

5,266

6,188

Total change, level 3

7,863

10,623

Of the change in value reported above, 48 per cent (39) was unrealised on the balance sheet date. The Fund has the majority of its investments at level 1 where the valuations
are obtained from independent and reputed valuation sources. Level 3 listed equities refer to listed fund participations, for which prices are updated less frequently than every
seventh day.

Note 18 Financial risks

are created for a short-term risk perspective. The simulation uses a one-year
data history and risk is presented for a horizon of a one-day change in value.
The simulation is based on a joint standard that has been agreed on by the
First, Second, Third and Fourth AP Funds.
The simulation is shown with two different but related risk measures.
Value at Risk shows the outcome exceeded by the Fund with 95 per cent probability. The Expected Shortfall measure estimates the extent of the loss that
may occur with 5 per cent probability. Expected Shortfall shows the expected
loss given that the loss is greater than the Value at Risk measure.
The Fund’s risk measured as forecast volatility amounted to 7.7 per cent
annualised for the Fund’s total portfolio at 31 December. The foreign exchange
asset class shows the Fund’s total currency risk, while the other assets in the
table are hedged for currency risk. The table shows the diversification gain
achieved through the Fund’s investment in different assets, which together reduce
the Fund’s risk of loss compared to the risks specific to each individual asset.

All investments in the financial markets are associated with risk. The most
significant risks can be divided into three groups – investment risks, administrative risks and operational risks. Investment risks can be further divided
into market risk, liquidity risk and credit risk. The Fund’s most significant
investment risk is market risk, which is the risk of changes in the value of an
asset. Market risk is quantifiable and is typically measured in terms of standard deviation of return (volatility), value at risk and expected shortfall.
Liquidity risk is the risk of a low volume of trading in an instrument, which
can lead to substantial differences between bid and ask prices and therefore
high transaction costs, or make it impossible to sell an instrument at the
desired time. The Fund’s equity investments take place in listed markets and
are in most cases highly liquid. However, alternative investments have low
liquidity. The table below shows the maturity structure of the Fund’s bond
portfolio. Credit risk arises in bond investments and the risk that an issuer
will be unable to meet its obligations or, in the worst case, will suspend payments. Credit risk is estimated by a credit rating agency. To limit this risk the
Fund only invests to a minor extent in bonds with a rating below BBB.
Credit risk also arises when there is a risk that a counterparty will not
meet its obligations with respect to the Fund. Counterparty risk arises in
trading in securities and OTC contracts. To minimise this risk, such trading
is limited and diversified. For counterparties trading in OTC contracts, high
creditworthiness from credit rating agencies and signed netting agreements
(ISDA agreements) are required.

Realised risk

Forecast risk
The assets’ expected market risk is presented in the sensitivity analysis according to the table below. The calculations are based on the Fund’s portfolio
composition at 31 December 2016 and historical market returns.
The sensitivity analysis is carried out through simulation of return outcomes
for the Fund’s assets. By using the historical return breakdown in the simulation, any extreme outcomes are taken into account. Hence, no assumptions
about normal distribution are necessary. The simulations shown in the table

Average realised risk is calculated based on a joint standard that has been
agreed on by the First, Second, Third and Fourth AP Funds and which is founded on the principle that calculation of risk shall reflect the market valuation
of the Fund’s total assets. The valuation frequency is established as quarterly
and the period for calculation is established at ten years. Consequently, for
the total portfolio the realised standard deviation for the past ten years has
been expressed at an annual rate based on quarterly data.
Första AP-fonden’s average realised risk for the past ten-year period was
8.7 per cent based on this calculation methodology.
The First, Second, Third and Fourth AP Funds have also agreed to report
average realised risk for the past year both for the total portfolio and for the
assets for which a market value is obtained daily. For this calculation of
standard deviation, daily data is used. The average realised risk during the
year was 6.4 per cent for the total portfolio and 8.0 per cent for the part
of the portfolio for which a market value is obtained daily. The share of the
portfolio for which a market value is obtained daily was 74 per cent at the
end of the year.

Financial risks
Volatility
annualised, %
Sensitivity analysis, market risk, at 31 Dec
Equities
Fixed income

Value at Risk
annualised, SEK m

Expected Shortfall
annualised, SEK m

Value at Risk one
day, SEK m

Expected Shortfall
one day, SEK m

2016

2015

2016

2015

2016

2015

2016

2015

2016

2015

13.0

17.4

-26,308

-35,909

-41,281

-49,392

-1,632

-2,227

-2,560

-3,063

1.3

1.6

-2,119

-2,354

-3,034

-3,709

-131

-146

-188

-230

Alternative investments

9.6

10.5

-16,759

-14,862

-23,454

-20,473

-1,039

-922

-1,455

-1,270

Foreign exchange

9.4

10.4

-5,501

-11,302

-7,388

-16,503

-341

-701

-458

-1,023

-2.2

-1.9

11,354

8,823

17,406

10,725

704

547

1,080

665

Liquid portfolio

Contribution from Diversification

7.4

11.9

-28,142

-45,568

-39,995

-66,702

-1,745

-2,826

-2,480

-4,137

Total portfolio

7.7

11.6

-39,334

-55,605

-57,752

-79,352

-2,439

-3,449

-3,582

-4,921

Liquidity risk, at 31 Dec
<1
Maturity structure, Maturity in
years, SEK m
Nominal, government
Nominal, credit
Inflation-indexed
Total portfolio
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2016

1-3
2015

2016

0

45

2,738

242

724

6,767

3-5
2015

5-10

2016

2015

2016

465

6,457

12,305

9,056

8,226

12,498

16,989

21,044

Total balance,
SEK m

>10
2015

2016

2015

2016

2015

9,417

5,594

1,244

23,845

23,476

12,416

4,773

3,241

45,324

41,596

0

107

2,471

3,110

7,450

6,583

8,826

5,791

3,400

3,956

22,147

19,547

242

876

11,976

11,801

26,405

35,877

38,926

27,624

13,767

8,441

91,317

84,619
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Derivative positions with a negative fair value, maturity exceeding 12 months, at 31 Dec
1-3
Maturity structure, Maturity in years, SEK m

2016

Equity-linked instruments
Interest-linked instruments

-5

Currency-linked instruments

3-5
2015

2016

Note 19 Financial assets and liabilities that are netted or governed by netting agreements

5-10
2015

-61

0

0

-9

0

0

2016

>10
2015

-143

2016

Related amounts that cannot be netted

Total balance,
SEK m
2015

2016

2015

0

0

0

-61

-51

0

-148

-60

0

0

0

0

-148

-121

Total

SEK m, 31/12/2016
Unsettled assets

Netted
Net amount
amount in the
in the
Gross amount balance sheet balance sheet

Collateral
received

Net amount

Other

(1)

Total in
the
balance sheet

46

46

0
2,960

472

1,396

1,092

46

46

2,960

472

1,396

1,092

46

46

0
472

472

0

0

6

478

46

46

472

472

0

0

902

1,374

Derivatives
Total assets

Financial
instruments

3,465

3,465

3,465

6,425

896

896

2,960

Liabilities

Reporting of maturity structure

Reporting of credit risk

The maturity structure for bonds is presented in the table above. According
to the current maturity structure, Första AP-fonden’s fixed-income assets
generate inflows to the Fund that exceed forecast payments to the pension
system. The Fund is thus able to meet the forecast requirements for payments to the pension system.

Credit risk for bonds is estimated through grading into different rating classes.
Första AP-fonden uses the credit rating agencies Standard & Poor’s and Moody’s. These agencies issue an assessment that assigns a bond’s credit rating,
with a highest possible rating of AAA. The Fund has limited holdings of bonds
with a rating of BBB, SEK 14,918 million, and holdings with a lower rating, <BBB,
in funds with high-yield investments, SEK 8,852 million. See the table below.
The overall assessment is that the Fund has low exposure to credit risk in its
bond holdings.

Unsettled liabilities

AAA

AA

A

BBB

Total balance,
SEK m

<BBB

2016

2015

2016

2015

2016

2015

2016

2015

2016

2015

2016

2015

Nominal, government

17,411

13,600

538

6,784

0

0

5,897

3,092

0

0

23,845

23,476

Nominal, credit

15,997

16,428

3,464

3,297

10,649

9,329

6,362

5,306

8,852

7,236

45,324

41,596

Inflation-indexed

16,026

11,019

3,462

3,378

0

0

2,660

5,149

0

0

22,147

19,546

Total

Related amounts that cannot be netted

SEK m, 31/12/2015

Credit risk, at 31 Dec

Rating SEK m (1)

Derivatives
Total liabilities

49,433

41,047

7,464

13,459

10,649

9,329

14,918

13,547

8,852

7,236

91,317

84,618

Unsettled assets

3,674

Total assets

Financial
instruments

Collateral
received

Net amount

Other(1)

Total in
the
balance sheet

3,674

0

0

0

0

744

744

0

2,274

728

1,384

161

1

2,275

3,674

3,674

2,274

728

1,384

161

745

3,019

3,674

3,674

0

0

0

0

1,034

1,034

0

728

728

0

0

2

730

3,674

728

728

0

0

1,036

1,764

Derivatives

Liabilities
Unsettled liabilities
Derivatives
Total liabilities

(1)

Netted
Net amount
amount in the
in the
Gross amount balance sheet balance sheet

3,674

Reporting of credit risk for fixed-income securities based on ratings issued by reputed rating agencies.
(1)

Other instruments in the balance sheet that are not governed by netting agreements.

The table above shows the financial assets and liabilities that are presented net in the balance sheet, or that carry rights associated with legally binding framework
agreements regarding netting or similar agreements. Financial assets and liabilities are recognised net in the balance sheet when the Fund has a legal right to perform
netting in normal business conditions and in the event of insolvency, and if there is an intention to pay net proceeds or realise the asset and simultaneously settle the
liability.Financial assets and liabilities that are governed by legally binding framework agreements regarding netting or similar agreements that are not presented net in
the balance sheet are arrangements that commonly come into legal effect in the event of insolvency, but not in normal business conditions or arrangements in which the
Fund does not intend to settle the positions simultaneously.
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Note 20

Related parties

The Board of Directors’ Statement of Assurance

The table shows Första AP-fonden’s transactions, outstanding dealings and obligations with related parties in accordance with definitions in IAS 24.
Related parties to Första AP-fonden are considered to be subsidiaries and associates in which the Fund’s ownership is a minimum of 20 per cent, and the
Fund’s Board members and executive management team.
Regarding salaries and remuneration for Board members and the executive management team, see Note 5.
Counterparty and ownership

31/12/2016

31/12/2015

Interest income

-

-

Proprietary loans

-

-

AROS Bostadsutveckling, 29%

Shareholder contribution during the year
Investment commitments

61

-

400

-

We hereby give our assurance that, to the best of our knowledge, the annual accounts
have been prepared in conformity with generally accepted accounting principles in
Sweden and with the joint accounting and valuation principles developed by the AP
Funds, that the information therein gives a true and fair presentation of the actual
conditions, and that nothing of material significance has been omitted that could
affect the presentation of the Fund created by this annual report.
Stockholm, 20 February 2017

Chapone S.à.r.l, 100%
Interest income
Proprietary loans
Shareholder contribution during the year
Investment commitments

18

-

1,104

-

92

4

2,875

2,290

Urban Karlström
Chairman

Annika Sundén
Deputy Chairman

Göran Arrius

Kent Eriksson

Urban Hansson Brusewitz

Åsa-Pia Järliden Bergström

Åsa Kullgren

Eva Redhe

Secore AB, 50%
Interest income
Proprietary loans
Shareholder contribution during the year
Investment commitments

8

1

205

205

-

29

1,000

1,000

Vasakronan Holding AB, 25%
Rent for premises(1)
Interest income

11

10

147

211

-

3,000

Shareholder contribution during the year

3,000

-

Undertaking, on the request of Vasakronan, to purchase commercial papers in the
company, up to the highest total settlement amount at any time of:

4,500

4,500

16

7

Proprietary loans

-

-

Shareholder contribution during the year

-

-

5,500

3,000

27

31

224

248

-

-

Proprietary loans

Anna Hesselman

Our auditors’ report was submitted on 20 February 2017

Willhem AB, 100%
Interest income

Undertaking, on the request of Willhem, to purchase commercial papers in the
company, up to the highest total settlement amount at any time of:

Sussanne Sundvall
Authorised Public Accountant
Appointed by the Swedish Government

Peter Nilsson
Authorised Public Accountant
Appointed by the Swedish Government

ASE Holdings Ltd, 38%
Interest income
Proprietary loans
Shareholder contribution during the year
First Australian Farmland Pty Ltd, 100%
Interest income

30

26

Proprietary loans

415

358

Shareholder contribution during the year

104

-

(1)

Första AP-fonden rents office premises from Vasakronan AB on market terms
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Auditors’ Report

of the Board of Directors and the CEO of Första AP-fonden for 2016.
Our audit has not resulted in any qualifications concerning the inventory
of assets or in general regarding the administration of the Fund.

Basis for our opinion
For Första AP-fonden, Corp. ID No. 802005-7538

Report on the financial statements
Opinion
We have audited the financial statements of Första AP-fonden for the year
2016. The Fund’s financial statements are on pages 24-45 of this document.
In our opinion the financial statements have been prepared in accordance
with the Swedish National Pension Funds Act (2000:192) and present fairly,
in all material aspects, the financial position of Första AP-fonden as of 31
December 2016 and 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 financial statements.
We therefore recommend that the income statement and balance sheet
be adopted.

Basis for our opinion
We conducted our audit in accordance with International Standards on Auditing (ISA) and generally accepted auditing standards in Sweden. Our responsibility as set out in these standards is described in more detail in the section
on “The auditor’s responsibility”. We are independent of Första AP-fonden
in accordance with generally accepted auditing standards in Sweden and we
have otherwise fulfilled our professional ethical responsibility in accordance
with these requirements.
We believe that the audit evidence we have obtained is sufficient and
appropriate to provide a basis for our opinion.

Information other than the financial statements
This document also contains information other than the financial
statements, and this can be found on pages 1-23 and 48-60. The Board
of Directors and the CEO are responsible for this other information.
Our opinion regarding the financial statements does not extend to this
information, and we do not provide any opinion with assurance regarding this
other information.
In connection with our audit of the financial statements, it is our responsibility to read the information identified above and to consider whether or not
the information is, to a material extent, inconsistent with the financial statements. During this review, we also take into consideration the knowledge we
have otherwise gained during the audit and assess whether the information
otherwise seems to contain material misstatement.
If, based on the work carried out regarding this information, we conclude
that the other information contains a material misstatement, we are obliged
to report it. We have nothing to report in this respect.

The Board of Directors’ and the CEO’s responsibility
The Board of Directors and the CEO are responsible for the preparation of
the financial statements and for ensuring that they provide a true and fair
presentation in accordance with the Swedish National Pension Funds Act.
The Board of Directors and CEO are also responsible for such internal control
as the Board of Directors and the CEO deem necessary for the preparation of
financial statements that are free from material misstatement, whether due
to fraud or error.
While preparing the financial statements, the Board of Directors and the
CEO are responsible for assessing the Fund’s ability to continue its operation. They disclose, where applicable, conditions that could affect the ability
to continue the operation and to apply the going concern assumption. The
going concern assumption, however, is not applied if the Board of Directors
and the CEO intend to liquidate the Fund, close down the operation or do
not have a realistic alternative to one of these options.
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The auditor’s responsibility
Our responsibility is to express an opinion with reasonable assurance on
whether the financial statements as a whole contain any material misstatements, whether due to fraud or error, and to provide an auditors’ report
containing our opinions. Reasonable assurance is a high degree of certainty,
but it is no guarantee that an audit performed in accordance with ISA and
generally accepted auditing standards in Sweden will always discover a
material misstatement should one exist. Misstatements can occur due to
fraud or error, and are deemed to be material if individually or jointly they can
reasonably be expected to affect the financial decisions made by users based
on the financial statements.
As part of an audit performed in accordance with ISA, we use professional
judgement and we take a professionally sceptical approach during the entire
audit. We also carry out the following stages:
• We identify and assess the risks of material misstatement in the financial
statements, whether due to fraud or error, we design and perform audit
procedures, partly based on these risks, and we obtain audit evidence that is
sufficient and appropriate to provide a basis for our opinion. There is a higher
risk of not discovering a material misstatement due to fraud than one due to
error as fraud may entail acting in collusion, falsification, intentional omissions, incorrect information or disregarding internal control.
• We acquire an understanding of the part of the Fund’s internal control that
is important to our audit in order to design audit procedures that are appropriate taking into account the circumstances, but not in order to express an
opinion on the efficacy of the internal control.
• We evaluate the appropriateness of the accounting policies used and the
reasonableness of the accounting estimates and pertaining disclosures
made by the Board of Directors and the CEO.
• We test the appropriateness of the Board of Directors and the CEO applying the going concern assumption when preparing the financial statements.
Based on the audit evidence obtained, we test whether there are any
material uncertainties relating to any events or conditions that could result
in significant doubt about the Fund’s ability to continue the operation. If
we conclude that there is a material uncertainty, we must draw attention in
the auditors’ report to the disclosures in the financial statements about the
material uncertainty, or, if such disclosures are insufficient, we must modify
our opinion of the financial statements. Our conclusions are based on the
audit evidence obtained up until the date of the auditors’ report. Future
events or conditions may, however, mean that the Fund is no longer able to
continue its operations.
•W
 e evaluate the overall presentation, structure and content of the financial
statements, including the disclosures, and whether the financial statements
render the underlying transactions and events in a way that provides a true
and fair presentation.
We must inform the Board of Directors of the planned scope and direction of
the audit, as well as the timing of the audit, for example. We must also provide
information about significant observations during the audit, including any
significant shortcomings we identify in the internal control.

Report on other legal and regulatory requirements
Opinion

We have conducted our audit in accordance with generally accepted auditing
standards in Sweden. Our responsibility as set out in these standards is
described in more detail in the section on “The auditor’s responsibility”. We
are independent of Första AP-fonden in accordance with generally accepted
auditing standards in Sweden and we have otherwise fulfilled our professional
ethical responsibility in accordance with these requirements.
We believe that the audit evidence we have obtained is sufficient and
appropriate to provide a basis for our opinion.

The Board of Directors’ and the CEO’s responsibility
The Board of Directors and the CEO are responsible for the preparation of
the accounting documents and for the management of the Fund’s assets in
accordance with the Swedish National Pension Funds Act.
The Board of Directors is responsible for Första AP-fonden’s organisation
and for the management of Första AP-fonden’s affairs. This includes, for
example, continuously assessing Första AP-fonden’s financial situation and
ensuring that Första AP-fonden’s organisation is designed so that accounting, asset management and Första AP-fonden’s financial affairs are otherwise controlled in an adequate manner. The CEO shall manage the ongoing
administration in accordance with the Board of Directors’ guidelines and
instructions and, for example, take the necessary measures to ensure that
Första AP-fonden’s accounting is fulfilled in conformity with legislation and
to ensure that asset management is handled in an adequate manner.

The auditor’s responsibility
Our goal regarding the audit of the administration, and thereby our opinion
on the administration, is to obtain audit evidence in order to assess with
reasonable assurance whether or not there is any qualification concerning
the Board of Directors’ and the CEO’s administration of Första AP-fonden for
the 2016 financial year.
Reasonable assurance is a high degree of certainty, but it is no guarantee
that an audit performed in accordance with generally accepted auditing
standards in Sweden will always discover measures or omissions that can
result in qualifications.
As part of an audit performed in accordance with generally accepted
auditing standards in Sweden we use professional judgement and we take a
professionally sceptical approach during the entire audit. The review of the
administration is primarily based on the audit of the financial statements.
Decisions regarding additional audit procedures carried out are based on our
professional judgement with the starting points of risk and material aspects.
This means that we focus the review on such procedures, areas and conditions that are material to the operation and where deviations and non-compliance would have particular significance for Första AP-fonden’s situation.
We review and test the decisions made, bases for decisions, measures taken
and other conditions that are relevant to our opinion of the administration.
Stockholm, 20 February 2017

Sussanne Sundvall
Authorised Public Accountant
Appointed by the Swedish Government

Peter Nilsson
Authorised Public Accountant
Appointed by the Swedish Government

In addition to our audit of the financial statements, we have examined the inventory of the assets managed by Första AP-fonden. We have also examined
whether there are any qualifications in general concerning the administration
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Fund Governance Report

The Board of Directors of Första AP-fonden has chosen to publish a Fund Governance
Report to provide information on the work of the Board and Fund on governance and
risk management. Första AP-fonden’s principles – professionalism, engagement and a
long-term approach – are at the heart of its corporate culture.
The Fund Governance Report, including the Board of Directors’ report on
risk management, has not been reviewed by the auditors.
Första AP-fonden is a Government authority (for details see the Fund’s
website, www.ap1.se) commissioned to manage assets in the Swedish income
pension system. The AP Funds are more independent than most Swedish
authorities because their operations are only regulated in the Swedish National
Pension Funds Act(1) (the AP Funds Act) and not by regulations or appropriation
directions. As a Government authority, Första AP-fonden is also affected by
other laws (2).
Each year, the operations of all AP Funds are evaluated by order of the

Swedish Government and the results are presented in a communication to
the Swedish Parliament, presented in May of the year following the review
period. Government communication 2015/16:130 describes the evaluation
through 2015. The communications are available at www.ap1.se.
Första AP-fonden voluntarily complies with the Swedish Code of
Corporate Governance whereit is possible. Publication of this Fund Governance Report is part of this compliance. However, not all rules in the Code are
applicable to all parts, since Första AP-fonden is a Government authority.
The rules which the Fund does not follow are set out in the table along with
the reasons for this. All other rules of the Code are followed.

During the year, the Board addressed the outcome of management,
expenses, ownership matters, business plan and budget, etc. In addition
to the ordinary meetings, the Board of Directors also discussed the Fund’s
mandate, strategy and targets ahead of forthcoming decisions at a seminar.
Average attendance at Board meetings was 89 per cent (see table). Reporting
of day-to-day asset management and risk reporting have been standing items
on the agenda. At Board meetings, in addition to Board members, the CEO of
the Fund attends as well as the secretary to the Board. The secretary to the
Board is the Fund’s Compliance Officer. Other staff of the Fund also participate
as experts or reporting persons. External speakers are also invited to Board
meetings when needed. The Fund’s external auditors report to the Board at
least once a year. On these occasions, there is time for discussions between
the Board and auditors without the presence of employees of the Fund.
Each year, the Board conducts an evaluation of its own work. The evaluation is then used to improve the work of the Board and its committees, as
well as the preparatory work of management ahead of Board meetings. The
Chairman of the Board reports the main results to the Government.
From among its own members the Board has appointed two committees,
an audit committee and a remuneration committee. Both committees are

Appointed on the proposal of
Urban Karlström, Chair

Divergence

Reason

Section 1

Första AP-fonden does not hold an AGM

The Board members of the Fund are appointed
by the Swedish Government. Therefore, the
Fund has neither an AGM nor a nomination
committee.

Section 2

7.6

10.2 p1

Första AP-fonden does not have a nomination
committee

The Fund’s six-month interim report is not
reviewed by the auditors

The Fund does not report the composition of
the nomination committee

The Board members of the Fund are appointed
by the Swedish Government. Therefore, the
Fund has neither an AGM nor a nomination
committee.
AP Funds report full-year and six-month results.
The six-month report, which does not affect
the pension system, is not reviewed for cost
reasons.
The Fund’s Board members are appointed by the
Government and consequently there is no
nomination committee.

(1)

The Swedish National Pension Funds Act (2000:192) (the AP Funds Act)

Board of Directors
The Board of Directors of Första AP-fonden bears full responsibility for the
operations of the Fund and is responsible for the Fund’s organisation and
management of Fund assets. The work of the Board is regulated in the National
Pension Insurance Funds (AP Funds) Act.
Första AP-fonden’s Board of Directors consists of nine members, all of
whom are appointed by the Swedish Government. Two of the members are
appointed on the proposal of organisations representing employee interests,
and two are appointed on the proposal of organisations representing
employer interests. Since 2007, the Confederation of Swedish Enterprise
has abstained from proposing members. The Government also appoints the
Chairman and Deputy Chairman from among the members not proposed by
labour market parties. The Fund’s CEO is not a member of the Board. The
Government also appoints the Fund’s external auditors.
On 1 July 2016, the Government decided that Urban Hansson Brusewitz
would succeed Per Nordberg. When a new member is appointed, the Fund
arranges a specific review of the Fund’s operations for that person. The
members’ term of office is one year, i.e. it extends until the Fund’s income
statement and balance sheet for 2016 have been adopted.
Fees and other remuneration for members of the Board are determined by
the Government. Remuneration for the full year amounts to SEK 100,000 for
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the Chairman, SEK 75,000 for the Deputy Chairman and SEK 50,000 each for
the other Board members. In addition, there is scope to pay total fees of SEK
100,000 for work on the Board’s committees. The Board has resolved to pay
fees of SEK 20,000 per year to each member of the audit committee and SEK
13,000 per year to each member of the remuneration committee. For more
information about fees for Board members, see Note 5. A more detailed presentation of the members of the Board of Directors is provided on page 52.

Work of the Board of Directors
Each year, in compliance with the requirements imposed by the National
Pension Insurance Funds (AP Funds) Act, the Board of Directors establishes
targets and guidelines for the investing activities, the Fund’s risk management plan, ownership policy, business plan and budget. In addition, the Board
resolves to operationalise the Fund’s mandate in its strategy and a number
of governance documents, the most important being its principles and
ethical policy, policy for gifts, hospitality and other benefits, remuneration
policy for senior executives and rules governing employees’ trade in financial
instruments.
The Board also appoints a CEO to whom it delegates responsibility for the
Fund’s day-to-day administration. The Board has resolved on rules of procedure
for its own work. In 2016 the Board met on seven occasions.

Göran Arrius

Attendance
Board meetings

6/7
Employee organisation (Saco)

Urban Hansson Brusewitz

4/4
7/7

Anna Hesselman

6/7
Employee organisation (LO)

Åsa Kullgren
Per Nordberg

Chairman 4/5
Board member 2/2
Board member 3/3

Board member 5/5

7/7
6/7

Employer organisation (Confederation of
Swedish Enterprise)

Eva Redhe
Total

Management of the Fund
The Board of Första AP-fonden has delegated responsibility for operating activities to the Fund’s CEO. The Board decides on the long-term risk preference
of the Fund, which is manifested in overarching asset allocation. In order to
implement the Fund’s investment philosophy, the CEO is given a mandate to
diverge from the overarching asset allocation within specified bounds.
In support of the CEO in decisions pertaining to operating activities, the CEO
has decided to appoint an executive management team that includes the Chief Investment Officer, Chief Active Ownership Officer and the Heads of Middle Office
& Risk, Business Support, Legal Affairs & Compliance, Communication and HR.

Remuneration
Första AP-fonden’s Board of Directors annually adopts a policy for remuneration for senior executives (published on www.ap1.se). The Fund’s policy is
based on the guidelines resolved by the Government on 20 April 2009. The
policy sets out that the total amount of remuneration for each person should
be fair and reasonable, balanced and characterised by moderation. Furthermore, remuneration should be market-based and competitive with respect
to the labour market in which the executive works, but without being higher
than the norm for comparable positions. No variable remuneration is available
to the Fund’s employees. Första AP-fonden, together with the Second, Third,
Fourth, Sixth and Seventh AP Funds, also has a joint policy for remuneration,
employee benefits, hospitality and business travel. It is published on
www.ap1.se.
Remuneration to the CEO is determined by the Board of Directors and
consists of fixed salary and payment of defined contribution pension pre-

Remuneration committee
(attendance)
Chairman 2/2

7/7

Kent Eriksson

Åsa-Pia Järliden Bergström

Audit committee
(attendance)

7/7

Annika Sundén, Deputy Chair
Rule

preparatory organs and the Board retains the right to make decisions in all
matters addressed in the committees. The audit committee assists the Board
in matters related to internal control, operational risks, financial reporting
and auditing. In 2016 Annika Sundén was chair and Anna Hesselman was a
member of the audit committee. Per Nordberg was a member until 30 June
and was replaced by Urban Hansson Brusewitz from 1 July. The committee
convened five times. Attendance at meetings of the audit committee was 93
per cent. The Fund’s auditors take part in the meetings of the audit committee
on three occasions. The Fund’s Compliance Officer, the Head of Middle
Office & Risk, and the Head of Business Support are co-opted into the audit
committee meetings.
The remuneration committee assists the Board in matters related to
remuneration. In 2016 the committee consisted of Board Chairman Urban
Karlström (chairman of the committee), Göran Arrius and Åsa Kullgren. The
committee convened twice during the year. Attendance at meetings of the
remuneration committee was 100 per cent. The CEO of the Fund is co-opted
into the remuneration committee’s meetings, apart from when his remuneration
is discussed. The Head of Human Resources is co-opted into remuneration
committee meetings.

0/3

Board member 2/2
Board member 2/2

6/7
56/63

14/15

6/6

miums equal to 30 per cent of basic salary. For the portion of remuneration
granting rights under the national pension scheme, the pension premium
is reduced to 11.5 per cent. Remuneration for senior executives of Första
AP-fonden is determined by the CEO according to a well-defined process
that involves the Board of Directors and its remuneration committee. Första
AP-fonden complies with all points (9.1-9.8) relating to remuneration to
senior executives in the Swedish Code of Corporate Governance.
In each of the past four years, the Fund’s average salary increases have
been low. They have averaged 1.8 per cent, which is lower than the corresponding increase for the comparable market and within the public administration sector. See Note 5 for further information regarding remuneration
for the executive management team paid in 2016.
Every year, the Fund commissions a comparison of remuneration levels
with relevant parts of the labour market as a basis for monitoring remuneration for the Fund’s employees, and this also occurred in 2016. In the
Board’s opinion, salary levels are market-based, competitive, reasonable and
appropriate without being higher than the norm with regard to the CEO,
senior executives and other employees. The Board has found that the Fund is
in compliance with both the remuneration policy established by the Board and
the Swedish Government’s ‘Guidelines for terms of employment of senior
executives in the AP Funds. A small number of old employment contracts
have a notice period exceeding six months. However, the Board has decided
not to renegotiate these contracts since this would result in higher costs for
the Fund without achieving any significant improvement in the contracts.
Compared to the other entities in the study, remuneration for the
Fund’s employees is in some individual cases above the median for each position.
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Furthermore, the Board of Directors’ analysis shows that there are two
reasons why the Fund’s remuneration is higher than that in the comparison
groups:
• Employees with cutting-edge expertise:Första AP-fonden is a small and
knowledge-intensive organisation that has an explicit strategy to hire and
retain employees with cutting-edge expertise in specific areas.
• No variable salary: The Fund’s employees are offered only fixed remuneration. Many of the areas of expertise sought by the Fund are offered variable
salary by other employers. To attract and retain employees, the Fund
therefore offers higher fixed salaries. The fact that Första AP-fonden does
not pay variable salary when other entities in the study do causes difficulties
in interpreting the comparative statistics. At times when performance-based
variable salary is lower, Första AP-fonden’s remuneration can therefore be
higher than the average for comparable areas of expertise. At times of high
returns in the financial industry, the Fund’s remuneration will instead be
lower than the average for comparable areas of expertise.
Hence, the Fund’s remuneration is within a range that can be regarded as
market-based.
The auditors perform a review to ensure compliance with the Fund’s
remuneration policy for senior executives, the Swedish Government’s guide
lines for terms of employment of senior executives in the AP Funds and the
joint policy with other AP Funds. No divergences from the above were noted.
Första AP-fonden invests in various real estate markets via companies in
which the Fund has a significant voting share. This currently includes
Vasakronan, Cityhold and Willhem. The Fund has issued ownership directives
that affect remuneration matters for these companies. The directives are
published on www.ap1.se.

Conflicts of interest
Första AP-fonden uses a three-step process to handle any conflicts of interest. The first stage is to identify potential conflicts of interest in advance.
In the second stage, transpired conflicts of interest are addressed by means
of the CEO deciding on the Fund’s action in the individual case. For conflicts
of interest of particular importance, the Chairman of the Board is consulted.
Existing conflicts of interest are reported to the Board and published on the
Fund’s website as they arise. No conflicts of interest arose in 2016.

Internal control
The Board of Directors is responsible for the governance and risk management of the Fund. In the Fund’s risk management plan, the Board has
adopted guidelines and frameworks for the Fund’s overarching allocation of
responsibilities, risks, risk limits and procedures for monitoring and control of
compliance with rules and guidelines. The Board’s risk report is provided
on page 51.

Independent review
The Board of Directors has resolved to commission independent reviews
through internal audits supported by an external consultant. The outcomes of
the independent reviews have been reported to the Board of Directors since
2016.

External audit
Första AP-fonden’s auditors are appointed by the Swedish Government. The
current assignment, shared by Sussanne Sundvall and Peter Nilsson, both
from PwC, commenced on 1 June 2015 and extends until the adoption of the
Fund’s income statement and balance sheet for 2016.
Sussanne Sundvall has been appointed by the Government to coordinate the auditing procedures of all AP Funds. The auditors have also been
appointed as auditors of the Second, Third, Fourth and Seventh AP Funds. The
auditors report directly to the Board in the form of a written audit report
and a verbal presentation. The auditors participate in at least one Board
meeting per year. In addition, regular meetings with the audit committee are
held. The auditors present an auditors’ report of their findings. The auditors
also submit a yearly verbal report to the Swedish Ministry of Finance. The
auditors’ duties include examining the Fund’s operating activities, the
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administration of the Fund, the year-end accounts and the annual report,
and expressing an opinion on the Fund’s financial statements and administration based on their audit. Their duties also include assessment of Första
AP-fonden’s application of the accounting and valuation policies established
by the AP Funds and whether the financial statements prepared provide a
true and fair presentation of the operations. In addition to a regular audit,
the AP Funds’ auditors must append a written, signed statement to the
auditors’ report to express their opinion on whether or not the guidelines for
remuneration to senior executives as established for the financial year have
been complied with.

The Board of Directors’ Report on Risk Management

Since 2015, Första AP-fonden has been working according to a new investment process. This report
describes risk management in 2016. The Swedish Government commissions external auditors to
review the Fund’s financial statements and risk control. An internal audit is also conducted, as
commissioned by the Board.
According to the Swedish National Pension Funds Act (2000:192), the Board
of Directors of Första AP-fonden is responsible for the Fund’s organisation
and management of the Fund’s assets. Part of this responsibility is to ensure
the high quality of the Fund’s internal control. From among its members, the
Board appoints an audit committee to prepare matters pertaining to internal
control, for example. The Board submits this report on risk management
annually. However, this report is not part of the formal annual report and is
therefore not examined by the Fund’s auditors.
As a participant in financial markets, the Fund distinguishes between
three risk categories that are addressed in different ways.
• Financial risks – market risks and issuer risks – enable the Fund, when
employed correctly, to increase its return on invested capital. Financial
risks shall thus be optimised within the risk mandate delegated to the
CEO by the Board, and the risk mandate further delegated by the CEO
within the management organisation.
•Counterparty and delivery risks shall be minimised. Counterparties are
evaluated and approved in a set process in which account is taken of, for
example, their official rating.
•Operational risks shall be minimised by means of e.g. incident follow-up, preparing relevant policy documents, staff training and investment in IT systems.

Control environment – Fund governance
The Board of Directors annually adopts a risk management plan that sets out
guidelines and limitations for the risk mandate delegated by the Board to the
CEO. This document serves as a basis for internal control and monitoring
of the Fund’s investing activities. Therein, limitations are specified for the
Fund’s financial risk-taking, as are well-defined decision-making structures
for the operating activities. The approach leads to sound internal risk control.
The Fund’s risk management is based on Finansinspektionen’s (the
Swedish financial supervisory authority’s) Regulations and General Guidelines regarding governance, risk management and control at credit institutions
(FFFS 2014:1) in terms of the three lines of defence, (i) responsibility for risk
management and control in the business operations, (ii) internal control and
compliance and (iii) independent review. For the third line of defence, independent review through internal audit, the Board of Directors has resolved
to conduct independent reviews with the support of an external consultant.
Managing financial risks is fundamental to the ability of the Fund to
deliver on its mandate in the pension system. Risk management in the Fund
is thus proactive, with financial risk forecast for each asset individually and
for the portfolio as a whole. For this reason, there is a well-established risk
culture at the Fund. Important elements of this culture are transparent
reporting of the Fund’s investments and a principle of duality for executing
business transactions. This means that everyone in the organisation can
monitor investing activities via an enterprise-wide system and that each
business transaction requires the approval of at least two people – one from
the Fund’s back office and one from the relevant investment unit.
The second line of defence comprises the internal risk control function,
finance function and compliance function. Middle Office focuses on financial
risks and counterparty and delivery risks. The Compliance Officer works
primarily with verifying compliance with external regulations. The finance
function ensures the financial reporting. Middle Office and the finance function
jointly control operational risk.

Risk assessment
To ensure effective financial reporting and identification of operational risks,
a yearly review of the Fund’s processes and documentation thereof is conducted by order of the Board. The results of this review are reported to the
Board’s audit committee. A key component of this review is the account-closing process, which serves as a basis for the external financial reporting. The
account-closing process encompasses valuation, reconciliation and controls
of assets and liabilities in connection with the closing of accounts. Aside
from a general review of the processes, the Chief Risk Officer, after consultation with the CEO, establishes on a yearly basis the areas to be prioritised
and subjected to special review. The units within the organisation that are
affected by the review participate actively in the analysis, which is based on
a self-assessment method. This work results in an evaluation of identified risks
and a prioritisation of measures. The Fund’s Chief Risk Officer oversees the
analysis process and ensures that the prioritised measures are implemented.

Control structure and activities
The financial information is analysed and verified by the Fund’s back office
and middle office. The systems in back office and middle office also produce
source materials for various risk analyses that are used as support for control
activities.
Första AP-fonden’s accounting and valuation policies are being gradually
adapted to International Financial Reporting Standards, IFRS. Complete
adaptation to IFRS would have no material impact on the reported net
investment income and net assets. Compared to the currently applicable
IFRS, the only major difference is that consolidated financial statements
and cash flow statements are not prepared.
To read more about this, see the Fund’s accounting and valuation policies.
The portfolio is managed according to forecast financial risk within the
given mandates. The forecast risk is analysed retrospectively in relation to
the actual risk outcome. In this way, the model for portfolio management
can be developed.

Communication and reporting
All guidelines and instructions with relevance for internal control are communicated clearly and are available to all employees on the Fund’s intranet.
This transparency also applies to the daily internal performance reports,
which are also available on the Fund’s intranet.
The Board is regularly informed about the Fund’s financial position and
performance. Each month, the Board is provided with an income, return and
risk report. An income statement and balance sheet report is presented to
the Board on a quarterly basis. The Fund’s financial position and risk-taking
are also reported at each ordinary Board meeting. Risk reporting is a standing
item on the agenda of all of the Fund’s ordinary Board meetings. These
procedures are deemed to secure the Fund’s external financial reporting.
External reports of the Fund’s financial position are published in connection
with the annual and semi-annual accounts. Middle Office reports to the audit
committee in connection with its meetings. The auditors report continuously
to the audit committee and to the Board in connection with the annual
closing of accounts.
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Board of Directors

Executive Management Team

Urban Karlström
Chairman, chair of the remuneration committee

Annika Sundén
Deputy Chairman, chair of the audit committee

Göran Arrius
Member of the remuneration committee.

Johan Magnusson
Chief Executive Officer

Mikael Angberg
Chief Investment Officer

Ossian Ekdahl
Chief Active Ownership Officer

Ph.D. Econ., Director-General of the Swedish
Fortifications Agency.
Born 1953. Elected to the Board in 2011.

Associate Professor, Analysis Director at
Sweden’s Public Employment Agency.
Born 1964. Elected to the Board in 2011.
Other assignments: Member of the Institute for
Future Studies, the Expert Group for Studies in
Public Economics, the Delegation for Migration
Studies, the Scientific Council of IFAU, the Swedish
Social Insurance Inspectorate’s transparency
council, board member of the National Government
Employee Pensions Board.

Appointed on the proposal of employee
organisation Saco, Chairman of Saco.

Education: Economist.
Born 1959. Employed since 2008.

Education: Master of Engineering.
Born 1973. Employed since 2013.

Education: MBA, Licentiate Degree in Economics.
Born 1961. Employed since 1999.

Previous experience: Senior positions at SEB
Wealth Management and ABB Investment
Management.

Previous experience: PIMCO, BNP Paribas, Goldman Sachs, AXA Investment Managers and CERN.

Previous experience: Stockholm School of Economics, University of Karlstad, the Ministry of
Finance and the Central Bank of Sweden.

Urban Hansson Brusewitz
Member of the audit committee

Anna Hesselman
Member of the audit committee

Anna Fall
Head of Communications

Gun Hammarlund
Head of Business Support

Katarina Höller
Head of Middle Office & Risk

PhD in Economics, Director-General of the National Institute of Economic Research. Born 1958.
Elected to the Board in 2016.

Licentiate Degree in Economics. Consulting
business in accounting and finance.
Born 1954. Elected to the Board in 2015.

Education: BSc in Political Science, Communication Studies and Business Economics.
Born 1969. Employed since 2016.

Education: MBA.
Born 1958. Employed since 1987.

Education: B. Sc. in Statistics.
Born 1966. Employed since 2016.

Other assignments: Member of the Swedish
Financial Mgmt Authority’s transparency council.

Other assignments: Chairman of St Eriks Vård
central AB, chairman of PSG Capital AB.

Previous experience: Royal Bank of Scotland,
Nordisk Renting, NCC.

Previous experience: Various positions within Första
AP-fonden.

Previous experience: SEB Wealth Mgmt, Finansinspektionen (the Swedish Financial Supervisory
Authority), DnB NOR, Skandia Asset Mgmt.

Åsa Kullgren
Member of the remuneration committee.

Eva Redhe

Teresa Isele
General Counsel and Head of Compliance

Marina Westman
Head of Human Resources

Education: Swedish Bachelor of Laws & Master of
Laws at Stockholm University, German Bachelor
of Laws at Humboldt-Universität, Berlin, Diploma
in English Law at King’s College London.
Born 1982. Employed since 2015.

Education: Human Resources.
Born 1960. Employed since 2008.

Other assignments: Chairman of Forum for
Innovation in the Transport Sector, chairman of
Arcato AB, board member of Caterva AB.

Kent Eriksson
Professor at the Royal Institute of Technology,
currently in Stanford, USA.
Born 1964. Elected to the Board in 2015.

Åsa-Pia Järliden Bergström
Appointed on the proposal of employee organisation (LO). M. Sc. in Economics, LO economist.
Born 1969. Elected to the Board in 2015.
Other assignments: Chairman of Bantorget finans
AB, board member of Bio-ech R&D AB.

Appointed on the proposal of employer organisation. Bachelor of Laws, company lawyer at the
Swedish Higher Education Authority.
Born 1971. Elected to the Board in 2015.
Other assignments: Special investigator in the
new pharmacy market inquiry.
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Born 1959. Elected to the Board in 2011.

Other assignments: Chairman of AEA, member
of the Swedish Defence Intelligence Court,
chairman of Folk och Forsvar, chairman of LO,
TCO and Saco’s office in Brussels, member of
Folksam Liv, member of the National Committee for the National Day, member of The Royal
Society of Naval Sciences.

MBA. Born 1962. Elected to the Board in 2013.
Other assignments: Chairman of Spago
Nanomedical AB and Ftrack AB, board member
of Starbreeze AB, D Carnegie AB, TAM Asset
Management AB and Axel Christiernsson
International AB.

Previous experience:HR positions in the SEB
group.

Previous experience: EQT, Vinge.
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Table of Contents Based on GRI

Indicator

Name

Reference

G4-17

Organisational structure

Pages 8-14, 33, 53.

G4-18

Process for defining the report content

Page 58.

G4-19

Identified material topics

Page 58.

G4-20

For each material topic, the aspect boundary within the
organisation

Pages 6-7.

G4-21

For each material topic, the topic boundary outside the
organisation

Pages 6-7.

G4-22

The effect of any restatements of information provided in
previous reports

Page 31 as regards financial data, otherwise not relevant.

G4-23

Significant changes from previous reporting periods in the
scope and aspect boundaries.

Page 31 as regards financial data, otherwise not relevant.

G4-24

List of stakeholder groups

Page 58.

G4-25

Basis for identification and selection of stakeholders

Page 58.

G4-26

The organisation’s approach to stakeholder engagement as
part of the report preparation process

Page 58.

Key topics and concerns and how the organisation has
responded, including through its reporting

Page 58.

Material topics and boundaries

Första AP-fonden hereby reports the economic, environmental and social impact of its own operations as part of the annual report. The sustainability reporting is based on Global Reporting Initiative
guidelines, G4, and the industry-specific supplement Financial Services (FS).
The reporting encompasses Första AP-fonden’s own operations. No limitations
have been imposed, and the scope is the same as for financial reporting.
Reported indicators have been selected based on the Fund’s stakeholder

picture and its own prioritisations, and reflect a common view of material
aspects. Some of the reported indicators are not complete.
This GRI report has not been reviewed by an external party.

General information
Indicator

Name

Reference
Stakeholder engagement

Strategy and analysis
G4-1

Statement from the most senior decision maker

Comments from the CEO, pages 6-7.

Organisational profile
G4-3

Name of the organisation

Pages 3, 46.

G4-27

G4-4

Brands, products and services

Första AP-fonden does not sell any products or services.
The Fund manages pension assets in the national income
pension system. See pages 8-9.

Report profile

G4-5

Location of headquarters

Regeringsgatan 28, Stockholm, Sweden.

G4-28

Reporting period

01/01/2016-31/12/2016

G4-6

Number of countries where the organisation operates, and
their names

Första AP-fonden only has an office in Stockholm.
The Fund invests globally.

G4-29

Date of most recent previous report

01/01/2015-31/12/2015

G4-7

Nature of ownership and legal form

Swedish Government authority, pages 32, 48.

G4-30

Reporting cycle

The financial year is the calendar year

G4-8

Markets served

Pages 10-14.

G4-31

Contact point

http://www.ap1

G4-9

Scale of the organisation

Pages 22-23 and Note 5.

G4-32

GRI content and reference

Pages 54-55.

G4-10

Number of employees

Note 5.

G4-33

Policy with regard to seeking external assurance

Not submitted to an external party for review

G4-11

Percentage of total employees covered by collective
bargaining agreements

All, except CEO.

G4-12

Organisation’s supply chain

–

Governance structure including responsibility for economic,
environmental and social impacts

Fund Governance Report, ownership policy and www.ap1.se

G4-13

Changes regarding the organisation’s size, structure,
ownership, or its supply chain

Pages 24-28.

G4-14

How the precautionary approach or principle is addressed

–

Values, principles and codes of conduct

www.ap1.se

G4-15

Externally developed economic, environmental and social
charters, principles, or other initiatives to which the
organisation subscribes or which it endorses

Page 19 and ownership report and the yearly report of the
Ethical Council, ap1.se

G4-16

Memberships of associations (such as industry associations)
and national or international advocacy organisations

Ownership report, www.ap1.se, www.etikrådet.se

Indicator

Name

Reference

G4-DMA

Why the aspect is material and management approach
and evaluation thereof

Pages 6-7, 10-14, 54-55.

Specific DMA

Explain the organisation’s strategy for civic investment

Första AP-fonden’s operations consist of managing assets in
the national pension system, which is an important civic
function. Pages 8-14.

G4-EC1

Direct economic value generated and distributed

Income statement

Energy consumption

Not reported

Governance
G4-34

Ethics and integrity
G4-56

Specific disclosures

Economy

Environment
Energy
G4-EN3
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Indicator

Name

Reference

Emissions

Indicator

Name

Reference

Anti-corruption

G4-EN15

Direct greenhouse gas emissions

Not reported.

Specific DMA

Risk assessment procedure

The Board’s report on internal control.

G4-EN16

Indirect greenhouse gas emissions

Page 26.

G4-SO4

Communication and training

Recurring communication and training takes place during the
year

G4-SO5

Confirmed incidents of corruption

No incidents of corruption have occurred.

Total weight of waste

Not reported.
Legal actions brought against the organisation

-

Waste
G4-EN23

Anti-competitive behaviour
Social
Labour practices
Employment

G4-SO7

Specific DMA

Legal divergences in labour practices in the value chain

Not relevant for Första AP-fonden

Product responsibility
Product and service labelling

G4-LA1

New employee hires and employee turnover

Note 5

FS15

G4-LA2

Benefits provided to full-time employees

Note 5

Policies for the fair design and sale of financial products and
services

Not relevant for Första AP-fonden. The Fund does not sell
any products or services.

FS16

Initiatives to enhance financial literacy

http://www.ap1

Employee health and safety
Specific DMA

Programmes supporting employees and their families

-

Impact of products and services
Product portfolio

G4-LA6

Injury, absenteeism and work-related fatalities

No injury or accidents have occurred during the year.

FS1

Guidelines for environmental and social components

The ownership report and www.ap1.se

FS2

Procedures for assessing and screening environmental and
social risks

The ownership report and www.ap1.se

FS3

Processes for monitoring clients’ implementation and
compliance

Not relevant for Första AP-fonden.

FS4

Process(es) for improving staff competency to implement the environmental and social policies and procedures

FS5

Interactions with clients/investees/business partners
regarding environmental and social risks and opportunities

The ownership report and www.ap1.se

FS6

The product portfolio

Första AP-fonden’s management portfolio – see the
Directors’ report for more information. Pages 8 -14, 24-25.

FS7

Monetary value of products and services designed to deliver a Not relevant for asset-managing operations
specific social benefit

FS8

Monetary value of products and services designed to deliver a Not relevant for asset-managing operations
specific environmental benefit

Training and education
G4-LA9

Hours of training

Not reported.

G4-LA11

Evaluation and follow-up

Pages 22-23.

Diversity and equal opportunity
G4-LA12

Composition of governance bodies

Pages 22-23, 53

Human rights
Investment
G4-HR1

Significant investment agreements and contracts that
include human rights clauses or that underwent human
rights screening

The Fund’s ownership report and the yearly report of the
Ethical Council Pages 18-19.

Discrimination

The Fund has an internal policy. Discrimination is not permitted.
No discrimination cases were reported during the year.

Non-discrimination
G4-HR3

Freedom of association and collective
bargaining

Audits
FS9

Audits to assess implementation of environmental and social Ownership report, yearly report of the Ethical Council.
policies

Active ownership

Specific DMA

Policies

http://www.ap1

FS10

G4-HR4

Freedom of association and collective bargaining

Freedom of association prevails at Första AP-fonden, the Fund
has signed collective bargaining agreements.

Companies with which the institution interacted on
environmental or social issues

Ownership report, www.ap1.se and the yearly report of the
Ethical Council and www.etikradet.se

FS11

Assets subject to environmental or social screening

Ownership report, www.ap1.se and the yearly report of the
Ethical Council and www.etikradet.se

FS12

Voting policies applied to environmental or social issues

The Fund’s ownership policy and www.ap1.se

Child labour
G4-HR5

Operations and suppliers identified as having significant risk
for incidents of child labour

Första AP-fonden does not employ people below the age of
18 years.

Operations and suppliers identified as having significant risk
for incidents of forced or compulsory labour

Not relevant for Första AP-fonden.

FS13

Access points in low-populated areas

Not relevant for asset-managing operations.

FS14

Initiatives to improve access

Not relevant for asset-managing operations.

Forced or compulsory labour
G4-HR6

Society
Local community
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Stakeholder Analysis
Första AP-fonden and the assets in which it invests have a direct and indirect
impact on its environment. The direct economic values generated by the Fund’s
operations chiefly consist of net flows into the pension system. Salaries for
employees and paid taxes are other examples of economic value created

by AP1. Första AP-fonden has defined a number of stakeholder groups that
particularly affect or are affected by the Fund’s operations and compiled their
expectations of the Fund, and the dialogues held with these groups.

Stakeholder group

Expectations

Dialogue

Principal (Swedish Parliament and
Government)

Return target
Cost efficiency
Long-term buffer
Compliance
Transparency

Meetings
The Government’s annual evaluation
External audit by auditors appointed by the Government
Reports

Pensioners

Counteract balancing
Cover the deficit in the system

Speakers at seminars
Meetings with journalists

Society

Transparency in terms of environmental and social risks
Transparency in terms of owner engagement
Contribution to the long-term funding of the pension system
Sustainable investments

Individual meetings
Speakers and expert panel at seminars
Reports, website
Support in academic essays

Employees

Interesting, stimulating work
Openness
Equal treatment

Progress review
Daily dialogue
Staff survey

Media

Transparency
Availability

Individual meetings
Media monitoring
Reports, website

Other investors

Cooperation regarding owner engagement
Sharing knowledge

Meetings
Joint contacts with companies
Exchanging experiences
Reports
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