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1 Introduction 

Financial business activities generate a need for risk management. Being authorised to provide 
portfolio management, the alternative fund manager Pareto Alternative Investments (“PAI” or the 
“Company”) is also subject to the Pillar 3 disclosure obligations of the Capital Adequacy Regulations. 
As part of such disclosures, PAI will in this document disclose information on risk management 
objectives and policies, financial information concerning capital adequacy as well as on the 
Company’s remuneration policy.  This report is intended to complement the financial information 
and capital adequacy information found in the annual report available on the website 
www.paretoai.no. Furthermore the report includes information about the Company’s Internal Capital 
Adequacy Assessment Process (Pillar 2).  

This document is updated annually based on data per year end. The information contained in the 
document has not been audited by the Company’s auditor, as this is not a requirement, and does not 
constitute any form of financial statement. Note that the disclosures are limited to matters 
considered material. Information is considered material if its omission or misstatement could change 
or influence the assessment or decision of a user relying on that information for the purpose of 
making economic decisions 

2 Overview of the capital adequacy requirements for PAI 

As an AIFM also authorised to provide portfolio management, PAI must adhere to both the minimum 
capital requirements required by the Norwegian Act on Management of Alternative Funds (based on 
EU Directive 2011/61), as well as Norwegian regulation on capital adequacy (No: 
Kapitalkravforskriften).  

2.1 Pillar 1 and AIFM specific requirements 

The Pillar 1 requirements covers the calculation of risk weighted assets for credit- and counterparty 
risk, market risk and operational risk, capital buffers and minimum requirements as to own funds.  

PAI shall have own funds at least equivalent to the highest of 

a) The sum of the requirement on initial capital of at least EUR 125,000 and an additional
amount of own funds equivalent to 0.02 % of the AIFM’s total AUM above EUR 250
million (limited to a maximum amount in NOK equivalent to EUR 10 million), or

b) 8 % of the basis for calculation of credit risk and market risk, or
c) 25 % of the AIFM’s fixed costs in the preceding year.

With the addition of a capital buffer equivalent to 0.01 % of AUM for AIFs managed by PAI. This 
additional capital buffer is considered appropriate to cover potential liability risks arising from 
professional negligence. 

2.2 Pillar 2 

Pillar 2 is the Company’s own internal capital adequacy process which covers the consideration of 
whether addition capital is required in addition to the Pillar I risk calculations. This requires the 
Company to analyse the risks to the business and then consider whether the risks are mitigated to an 
appropriate standard. Where the Company considers the risks are not adequately mitigated then 
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capital should be allocated against those risks. Stress and scenario tests are conducted to ensure that 
the processes, strategies and systems are comprehensive and robust and that the allocation of 
capital is sufficient.  
 
3 Group structure and services 

PAI is an alternative investment fund manager under the supervision of the Financial Supervisory 
Authority of Norway. PAI is 100 % owned by Pareto AS, which in turn is 100 % owned (directly and 
indirectly) by Svein Støle (Norwegian natural person). Pareto AS owns several entities providing a 
wide range of financial services in eleven countries. 
 
PAI is authorised to  

• manage alternative investments funds  
• provide active portfolio management 

 
and may provide the non-core services of  

• reception and transmission of orders on behalf of clients in relation to one or more 
financial instruments 

• investment advice 
• safe-keeping and administration in relation to shares or units. 

 
PAI focuses on illiquid investments in real assets across industries including real estate, 
infrastructure, shipping, offshore/oil services and renewables. The products offered by PAI comprises 
either equity or debt investments. The Company manages NOK 13.1 billion in assets on behalf of 
Norwegian and international institutions, as well as private investors. Currently PAI manages seven 
funds/mandates within real estate, shipping, offshore/oil services and private debt. PAI has 
established a branch office in Stockholm. PAI has 10 employees. 
 
4 Internal control and risk management – an overview 

The management of the Company falls under the auspices of the Board of Directors. The Board of 
Directors shall ensure that the activities of the Company are organised in a prudent manner, 
including all day-to-day management and internal control. Consequently, it is the responsibility of the 
Board of Directors to make sure that the internal controls of the Company provide adequate and 
systematic safeguards against material risks. 
 
The Board of Directors has, against this background, prepared a set of instructions and procedures to 
ensure prudent operation and adequate control of the Company. All employees are obliged to 
understand and comply with the applicable internal instructions and procedures. 
 
By internal controls are meant a process, initiated by the Board of Directors, and executed by the 
management and employees, to provide reasonable assurance that objectives will be met within the 
following areas: 
  

• compliance with laws and regulations  
• ensure updated and reliable internal and external reporting 
• effective and efficient use of the Company’s resources, hereunder prevent material loss 
• ensure management of AIFs in compliance with prospectus/fund documents/mandate 

and applicable regulation.  
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The Chief Executive Officer is responsible for implementing risk management measures that 
contribute to achieving the objectives defined by the Board of Directors, including efficient 
management systems and internal control. Based on assessments of relevant risks, the Chief 
Executive Officer has established such control arrangements. The responsibility for risk 
management resides at all levels of the Company, from the Board and the Chief Executive Officer 
down through the organisation to each employee.  
 
In PAI, the same person covers both the risk manager and the compliance function. This is considered 
sufficient taking into consideration the nature and complexity of PAI’s business.  Both the 
risk/compliance function and the Chief Executive Officer report to the board of directors on a 
quarterly basis or whenever they deem it appropriate. 
 
At least once annually, the Company undertake a review of all major risks for all business areas to 
assess whether the Company’s risks are handled in a prudent manner. The self-assessments of risks, 
risk management and internal control are conducted in order to identify the operational risks of the 
company by way of an identification of key risks, a risk assessment, and an evaluation of whether 
established control measures are adequate and work as intended or whether there is a need for 
establishing additional risk-reducing measures. The result of the self-assessment is reported to the 
Board of Directors. The report, which is subject to audit by internal audit, provides an overall 
assessment of the risk situation and the internal control in the Company.  
 
The distribution of responsibilities for risk management and internal controls are based on the 
principles of the three lines of defence. The distribution of responsibilities is made operational 
through the business concept, objectives and strategies of the Company, the risk culture, 
authorisations, job descriptions, as well as internal instructions and procedures.  
 
5 Own funds and capital adequacy – Pillar 1 

The chart below shows development in own funds and capital adequacy for the period 2015-2018. 
The figures use filed reports per year end for each individual year.  
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5.1 Specification of own funds and capital adequacy 

Below follows a specification of own funds and capital adequacy at Pillar 1 level for the Company as 
per 31 December 2018. The figures are as reported to the Financial Supervisory Authority of Norway. 
Amounts in thousands NOK. 
 

 

 
Total capital disclosures are given in appendix 1 Own funds disclosure. Note that disclosure of 
contract terms for capital instruments is not applicable to PAI as the Company’s total capital does not 
contain such instruments. 
 
5.2 Pillar 1 requirements  

PAI shall have own funds at least equivalent to the highest of 
 

a) The sum of the requirement on initial capital of at least EUR 125,000 (TNOK 1,243) and an 
additional amount of own funds equivalent to 0.02 % of the AIFM’s total AUM above EUR 
250 million (limited to a maximum amount in NOK equivalent to EUR 10 million) 
(TNOK 2.051), or 

b) 8 % of the basis for calculation of credit risk and market risk (TNOK 5,028), or 
c) 25 % of the AIFM’s fixed costs in the preceding year (TNOK 3,405) (13,619,000 *0,25). 

 
With the addition of a capital buffer equivalent to 0.01 % (TNOK 677) of AUM for AIFs managed by 
PAI. This additional capital buffer is considered appropriate to cover potential liability risks arising 
from professional negligence. 
 
The minimum requirement to own funds equals TNOK 5,705 (5,028 + 677).  
 
6 Pillar 2 

6.1 Overview of the regulatory framework and assessment of internal capital under Pillar 2 

Pillar 2 imposes requirements as to the self-assessment of the Company’s risks and internal capital 
needs beyond those implied by Pillar 1, under the designation Internal Capital Adequacy Assessment 
Process (“ICAAP”).  
 
The purpose of the ICAAP is to ensure that the total own funds of the Company are commensurate 
with its business, risk profile and the strategy for maintaining sufficient own funds in the future. The 
ICAAP also provides a description of methods and controls used by the Company to manage risk. A 

Paid-up share capital 60 
Share premium account 3 422 
Other reserves  16 518 
Deferred tax benefit 0 
Intangible assets  -1 500 
Tier one Capital   18 500 
Additional capital   0 
Total capital   18 500 

Total risk weighted assets  62 851 698  

Capital Adequacy - Ratios   

CET1 Capital ratio  29 % 
T1 Capital ratio  29 % 
Total Capital ratio  29 % 
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further objective is to describe long-term strategy, market factors and stress tests, including severe 
economic downturn lasting at least three years, that may influence future capital needs. The ICAAP is 
deliberated by senior management and audited by internal audit before it is adopted by the Board of 
Directors. The processes with regard to risk and capital management is carried out on an ongoing 
basis, and improvements and the development of risk management approaches take place 
continuously. 
 
Under Pillar 2, the company calculates capital for all main types of risk assumed by the company 
through its activities, by way of a two-stage procedure:  
 

• First, the minimum capital requirement is calculated by using the approaches adopted for 
the calculation of Pillar 1 requirements;  

• next, capital is calculated for Pillar 2 by assessing (based on the business strategy, 
scenario analyses, stress tests etc.) the various types of risk to which the company is or 
may be exposed to, the costs or earnings effects that may be suffered on the basis 
thereof, and how much capital these might lay claim to that is not already sufficiently 
covered by the Pillar 1 capital requirements. 

 
The Company’s own funds shall be at a level that ensures that the Company maintains the necessary 
capital adequacy also in the event of revenue shortfall and/or unexpected loss followed by a long and 
severe economic downturn. The capital supplement under Pillar 2 is principally assessed on the basis 
of the Company’s risk appetite of various specific risks, scenario-based analysis and stress tests and 
other events which may influence the earnings and capital base of the Company. 
 

6.2 Risk categories, management and control 

The Company analyses and evaluates the risk and calculates additional Pillar 2 capital requirement (if 
deemed necessary) for the following risk categories: 
 

• credit and counterparty risk 
• market risk 
• operational risk 
• liquidity- and financing risk 
• concentration risk 
• business risk, including reputational risk and ownership risk 
• other risk. 

 
6.2.1 General observations concerning the Company 
The Company rely on a sound risk culture throughout the organisation. Risk culture is the set of 
objectives and practices, shared across the organisation, that drive and govern risk management. The 
main elements of risk culture at the Company are broadly aligned with the Financial Stability Board’s 
guidance regarding risk culture: 
 

• Tone from the top: our purpose, value and behaviours, the Company’s code of conduct, 
and induction processes all support the embedding of risk culture and values by setting a 
consistently clear, shared message to all colleagues. 

• Accountability: key risk frameworks set out clear responsibilities, employees have the 
necessary competence to perform well in their roles, are aware that they are held 
responsible for their actions and the consequences for not adhering to the desired 
behaviours towards risk. 

• Effective communications and challenge: clearly defined and independent control 
functions (second line of defence) and internal audit (third line of defence), and channels 
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for escalation and whistle blowing enable the effective control of risks at all levels. In 
decision-making processes employees views are encouraged. A positive critical attitude 
amongst employees and open and constructive engagement is promoted. 

• Incentives: the partnership program, and the risk and controls perspective within the 
annual review of performance and in variable consideration considerations help to align 
incentives with a sound risk culture. 

 
The Company shall at all times hold the necessary permits from government authorities in Norway 
and abroad. Further, the Company and its employees shall at all times be in compliance with 
applicable statutes, regulations and rules.  
 
The Company has low fixed costs and has always been profitable. Its operations are not depleting the 
own funds of the Company through operating losses. Surplus liquidity relating to the ongoing 
operating profits of the company is deposited with large Nordic banks. 
 
The Company has in general a conservative risk appetite. 
 
The Company is not involved with traditional banking business such as deposits, lending or granting 
of credit to clients. The Company does not engage in own-account trading in financial instruments as 
part of its own asset management or to make profits based on market price movements. The 
Company's exposure and capital requirement is therefore primarily related to operational risk.  
 
Operational risk is curtailed through well-functioning internal instructions and procedures, employee 
training and high compliance consciousness. Internal controls and self-assessment are key measures 
and are used deliberately to limit the operational risk associated with business activities. 
 
The Company is owned by one external owner (100 %) with a strong financial position. The Company 
is ungeared and has no external borrowings. An impact on the wider economy/ financial system in 
the event that the Company was to fail is considered negligible. 
 
Below you find a short summary of the evaluation of the different risks and additional Pillar 2 capital 
requirement, where considered necessary. 
 
6.2.2 Credit- and counterparty risk 
Credit- and counterparty risk is the risk of loss due to the counterparty’s lacking ability to fulfill its 
obligations towards the Company. The Company does not grant credit or provide loans. Counterparty 
risk is mainly related to clients not honoring the payment obligations under the management 
agreements. In general, PAIs clients have a sound economy and will normally have access to 
substantial values. PAI also have counterparty risk towards the banks in which surplus liquidity is 
placed. Such deposits are placed with several solid Nordic banks. The Company has no history of loss 
related to credit- and counterparty risk. Total credit- and counterparty risk is considered low.  
 
The capital requirement related to credit- and counterparty risk is considered to be in line with the 
schematic assessment under Pillar 1. Taking into consideration the budgeted result for 2019 being 
deposited in banks, the capital requirement is in the Pillar 2 assessment increased with NOK 160.000. 
 
6.2.3 Market risk 
Market risk is the risk of loss due to negative changes in the market price for unsecured positions on 
or off the balance sheet, or indirectly through a counterparty’s positions. 
 
The Company is to some extent indirectly exposed to market risk through the fact that revenue from 
the management of funds is based on net asset value or the value of the assets in the portfolio. 
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These values may be exposed to general market fluctuations. Valuations are performed bi-annually 
or annually, and the Company will thus have a relatively long horison to adjust to fluctuations in 
income. The risk is considered low. 
 
Pareto Alternative Investments AS does not engage in own account trading. The currency risk of the 
company is low. Being primarily equity financed, the Company is not exposed to structural interest 
risk of any relevant size.  
 
Total market risk is considered low. No additional capital is required based on the Pillar 2 
assessment. 
 
6.2.4 Operational risk 
Operational risk is the risk of loss due to inadequate or failed internal processes, systems, staff or 
external events, including legal risk and regulatory risk.  
 
Operational risk is the most material risk the Company is exposed to, while at the same time it is 
challenging to quantify. The Company mitigates operational risk through governance, instructions 
and procedures, employee-training management, internal reporting, annual self-assessment and 
appropriate control routines. Distribution of responsibilities makes both managers and employees 
responsible for identifying, quantifying and preventing operational risk in the day-to-day business. 
Incidents are reported on an ongoing basis, analysed and if necessary, new measures are 
implemented in internal controls, instructions and/or procedures. The follow-up and control of 
operational risk falls under the auspices of the risk function and compliance function which in turn 
are controlled by internal audit.  
 
Internal control and the annual self-assessment have not uncovered any significant operational risk 
where the Company has an unacceptably high risk exposure, or measures that have not been 
implemented. The primary risks in the Company are exercising good capital management, follow-up 
of the portfolio investments, as well as correct handling of conflicts of interests. 
 
The Company has up to date not experienced loss related to operational risk or client complaints that 
affect the capital requirements. PAI has a liability insurance.  
 
Operational risk is considered to be moderate.  
 
The Company considers an allocation of additional capital requirement of NOK 1,000,000 to cover 
operational risk as sufficient in their Pillar 2 assessment. 
 
6.2.5 Liquidity- and financing risk 
Liquidity risk is the risk of loss should the Company not be able to fulfill its ongoing payment 
obligations and/or lack access to financing which in turn entails considerable extra costs, whether 
due to unusually expensive financing or loss of value of assets that must be realised.  
 
The Company funds itself through operations. Through the management agreements, PAI has 
considerable long-term income. PAI has no debt, is not dependent on external financing and has low 
fixed costs. The Board of Directors has low risk tolerance, and its requirements on liquidity reflects 
the same. Liquidity is carefully monitored through the year, both for PAI and the AIFs it manages. 
Prognoses and stress tests demonstrate satisfactory liquidity.  
 
Surplus liquidity is deposited in banks, have fluctuating interest and is to little extent affected by 
changes in the interest level, a risk that in this relation is considered minimal.  
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Liquidity- and financing risk is considered low. The Pillar 2 assessment does not entail any additional 
capital requirements. 
 
6.2.6 Concentration risk 
Concentration risk is the risk of loss due to exposures within the same risk class or across different 
risk classes. 
 
There is a certain concentration risk relating to the management of funds/portfolios within the same 
sector. See also description under business risk.  There is also a certain concentration risk towards 
the bank sector through bank deposits, however not to such extent that a capital need arises. See 
also description under credit risk.  
 
The Company has not identified any material concentration risk that require allocation of additional 
capital. 
 
6.2.7 Business risk, including reputational risk and ownership risk 
Business risk is the risk of loss due to unexpected reduction of revenue or increase in costs that 
reduce the own funds, as the result of changes in external factors like the business cycle or client 
behavior, i.e. other factors than credit risk, market risk and operational risk. Business risk includes 
strategic risk, reputational risk and ownership risk.  
 
It can be caused by increase in competition entailing reduction of assets under management or 
pressure on prices, loss of key personnel, severe economic downturn in important markets, public 
regulation or negative media coverage. The Company’s own fund may be reduced if the firm does 
not adept its costs to compensate for any shortfall in revenues or unexpected costs. Strategic 
planning, continuous follow up on revenues, results in funds/mandates and cost control are 
important tools to reduce commercial risk. The Company has a flexible cost structure with low fixed 
costs and relatively low fixed salary. 
 
The Company believes that one of the greatest risks it faces comes from the potential loss of its 
reputation. Therefore, the Company strives to maintain a good relationship with its clients by long 
term thinking, practicing good capital management, demonstrating a high level of integrity in all of its 
activities, adhering to laws and regulations as well as exercising good business practice in general. 
 
Management agreements with funds/portfolio management agreements run from 1-11 years, with 
the major agreements have a life span of approx. 10 years. Results in the funds/mandates 
considerably below expectation or other negative matters such as violation of regulation will have a 
negative influence on the Company’s income.  
 
The Company’s income is related to a relatively low number of funds within the maritime and real 
estate sectors which represent a business risk. The maritime funds are considered a higher risk due 
to the sector being «distressed» with high volatility both with respect to level of activity and asset 
pricing. The maritime sector’s influence on the Company’s income is reduced over the past years and 
will continue to diminish.  
 
Business risk is considered to be moderate. 
 
Risk and capital requirement have been considered in a stress scenario with substantial reduction of 
income. The Company holds no Pillar 2 capital for business risk.  
 
6.2.8 Other risk 
No other risk is considered to affect the Company’s capital, risk or give raise to a capital need. 
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6.3 Summary Pillar 2 

Based on the above, the Pillar 2 capital requirement are TNOK 1,160. Additionally, a capital 
management buffer is discretionary set at 10 % of the capital requirement (TNOK 619), to ensure the 
maintenance of the capital requirement.  
 
Total capital requirement (Pillar 1 and Pillar 2), including the internally set capital management 
buffer, is TNOK 7,484.  
 
7 Remuneration 

PAI has established and practices a remuneration policy that promotes sound management and 
control of PAI’s risk, and does not encourage excessive risk-taking. The remuneration policy includes 
senior management and employees whose tasks are of material significance for the risk exposure of 
PAI or the AIFs PAI manages and employees with control functions.  
 
The Company’s remuneration arrangements are also intended to attract and retain skilled and highly 
qualified personnel, as well as provide incentive arrangements focused on promoting a long-term 
perspective, responsibility and effective and sound risk management, not encouraging excessive risk 
taking and obtaining a sound balance between fixed and variable remuneration.  
 
The Company does not have a separate remuneration committee. The Board of Directors decides (i) 
the total amount to be paid in variable remuneration in respect of each financial year, (ii) the 
remuneration of senior executives and executives with overall responsibility for control functions, as 
well as (iii) measures to follow up the implementation of the remuneration arrangements. 
 
All employees receive a fixed remuneration at a reasonable level and may in additional receive a 
discretionary remuneration. The discretionary remuneration is determined in view of the earnings of 
the Company as a whole and the earnings of the relevant business unit, as well as the complexity of 
the work of the individual, effort demonstrated, ability to innovate, contribution to fund raising and 
acquisition of new clients, performance (hereunder results for clients and their level of satisfaction),  
will and ability to contribute to capacity building of other employees, complaints related to the 
individual or its business unit,  as well as respect for and compliance with internal and external 
regulation.  
 
The remuneration arrangements differ between employees who are assumed to influence company 
risk ("risk takers" and other "special employees") and employees who are expected to have no or 
little potential impact on company risk. Of the bonus awarded the risk takers, 40% will be withheld 
and distributed over a three year time period. Assessments are conducted to identify which 
employees can be considered «risk takers» or «special employees».  
 
Chief Executive Officer and Head of Maritime Investments are identified as senior executives and 
significant risk takers. The Risk Manager and Compliance officer is identified as senior employee with 
control duties. No other «risk takers» or other «special employees» have been identified. 
 
Paid remuneration to the Chief Executive Officer in 2018 was TNOK 5,660, consisting of fixed 
remuneration for 2018, 60 % of variable remuneration for the year 2017 and paid out contingent 
remuneration from 2016 and 2015. For 2018, special employees have received fixed remuneration in 
the total amount of TNOK2,850, with TNOK 2,000 being paid to senior executives and TNOK850 being 
paid to employees with control duties. 
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Variable remuneration for special employees is determined by the Board of Directors and is divided 
into a cash portion of 60 % and a contingent capital portion of 40%. The contingent capital is retained 
by the company in the form of a subordinated loan bearing market interest rate. The contingent 
capital is risk-adjusted annually and paid out over a three-year period. The contingent capital shall be 
reduced if thus merited by either the subsequent earnings of the Company or subsequent 
performance. The aggregated variable remuneration (including paid out contingent remuneration) to 
the «risk takers» or «special employees» amounted to TNOK 6,661 for the year 2018. Variable 
remuneration was TNOK 6,661 for senior executives and TNOK 0 for senior employees with control 
duties. 
 
These disclosures on remuneration should be read in conjunction with information on the Company’s 
remuneration policy in the annual accounts for 2018 published on our website www.paretoai.no. 
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