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PART I. FINANCIAL INFORMATION

Item 1. Financial Statements.

Review by Independent Registered Public Accounting Firm

The June 30, 2013, and 2012, consolidated financial statements included in this filing have been reviewed by KPMG
LLP, an independent registered public accounting firm, in accordance with established professional standards and
procedures for such a review.

The report of KPMG LLP commenting upon its review is included on the following page.
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Report of Independent Registered Public Accounting Firm

The Board of Directors and Shareholders
Aflac Incorporated:

We have reviewed the consolidated balance sheet of Aflac Incorporated and subsidiaries (the Company) as of June 30,
2013, and the related consolidated statements of earnings and comprehensive income (loss) for the three-month and
six- month periods ended June 30, 2013 and 2012, and the consolidated statements of shareholders' equity and cash
flows for the six-month periods ended June 30, 2013 and 2012. These consolidated financial statements are the
responsibility of the Company's management.

We conducted our reviews in accordance with the standards of the Public Company Accounting Oversight Board
(United States). A review of interim financial information consists principally of applying analytical procedures and
making inquiries of persons responsible for financial and accounting matters. It is substantially less in scope than an
audit conducted in accordance with the standards of the Public Company Accounting Oversight Board (United States),
the objective of which is the expression of an opinion regarding the financial statements taken as a whole.
Accordingly, we do not express such an opinion.

Based on our reviews, we are not aware of any material modifications that should be made to the consolidated
financial statements referred to above for them to be in conformity with U.S. generally accepted accounting principles.

We have previously audited, in accordance with standards of the Public Company Accounting Oversight Board
(United States), the consolidated balance sheet of Aflac Incorporated and subsidiaries as of December 31, 2012, and
the related consolidated statements of earnings, comprehensive income (loss), shareholders' equity and cash flows for
the year then ended (not presented herein); and in our report dated February 26, 2013, we expressed an unqualified
opinion on those consolidated financial statements. Our report refers to a change in the method of accounting for costs
associated with acquiring or renewing insurance contracts in 2012 and a change in the method of evaluating the
consolidation of variable interest entities (VIEs) and qualified special purpose entities (QSPEs) in 2010. In our
opinion, the information set forth in the accompanying consolidated balance sheet as of December 31, 2012, is fairly
stated, in all material respects, in relation to the consolidated balance sheet from which it has been derived.

Atlanta, Georgia
August 6, 2013
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Aflac Incorporated and Subsidiaries
Consolidated Statements of Earnings

(In millions, except for share and per-share amounts - Unaudited)2013

Revenues:

Premiums, principally supplemental health insurance

Net investment income
Realized investment gains (losses):
Other-than-temporary impairment losses realized
Sales and redemptions
Derivative and other gains (losses)
Total realized investment gains (losses)
Other income
Total revenues
Benefits and expenses:
Benefits and claims
Acquisition and operating expenses:
Amortization of deferred policy acquisition costs
Insurance commissions
Insurance expenses
Interest expense
Other operating expenses
Total acquisition and operating expenses
Total benefits and expenses
Earnings before income taxes
Income taxes
Net earnings
Net earnings per share:
Basic
Diluted

Weighted-average outstanding common shares used in

computing earnings per share (In thousands):
Basic

Diluted

Cash dividends per share

See the accompanying Notes to the Consolidated Financial Statements.

3

Three Months Ended
June 30,

2012
$5,013 $5,467
813 845
0 (343
86 (8
115 (67
201 (418
17 8
6,044 5,902
3,411 3,763
251 269
378 432
529 587
69 62
48 48
1,275 1,398
4,686 5,161
1,358 741
469 258
$889 $483
$1.91 $1.04
1.90 1.03
465,213 466,788
467,975 468,590
$.35 $.33

A N

Six Months Ended
June 30,
2013 2012

$10,197 $10,845

1,646 1,728
(55 ) (546
205 70
207 13
357 (463
52 32

12,252 12,142

6,932 7,409
534 557
770 867
1,063 1,150
140 119
94 97
2,601 2,790
9,533 10,199
2,719 1,943
938 675

$1,781 $1,268

$3.82 $2.72
3.80 271

465,834 466,337
468,546 468,561
$.70 $.66

)

)
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Aflac Incorporated and Subsidiaries
Consolidated Statements of Comprehensive Income (Loss)

(In millions - Unaudited)

Net earnings

Other comprehensive income (loss) before income taxes:
Unrealized foreign currency translation gains (losses) during
period

Unrealized gains (losses) on investment securities:
Unrealized holding gains (losses) on investment securities during
period

Reclassification adjustment for realized (gains) losses on
investment securities included in net earnings

Unrealized gains (losses) on derivatives during period
Pension liability adjustment during period

Total other comprehensive income (loss) before income taxes

Income tax expense (benefit) related to items of other comprehensive

income (loss)
Other comprehensive income (loss), net of income taxes
Total comprehensive income (loss)

See the accompanying Notes to the Consolidated Financial Statements.
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Three Months Ended Six Months Ended

June 30,
2013
$889
(189 )
(2,934 )
63 )
(1 )
3
(3,189 )
(698 )
(2,491 )
$(1,602)

2012
$483

32

319 )

368

4

2 )
83

89 )

172
$655

June 30,
2013
$1,781

377 )

(3,808 )

(126 )

(8 )
8
(4311 )

(756 )

(3,555 )
$(1,774)

2012
$1,268

(68

497

¢
3
429

222

207
$1,475

)
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Aflac Incorporated and Subsidiaries
Consolidated Balance Sheets

(In millions)

Assets:

Investments and cash:

Securities available for sale, at fair value:

Fixed maturities (amortized cost $50,742 in 2013 and $48,355 in 2012)
Fixed maturities - consolidated variable interest entities (amortized
cost $4,636 in 2013 and $5,058 in 2012)

Perpetual securities (amortized cost $2,766 in 2013 and $3,654 in 2012)
Perpetual securities - consolidated variable interest entities
(amortized cost $500 in 2013 and $559 in 2012)

Equity securities (cost $17 in 2013 and $20 in 2012)

Securities held to maturity, at amortized cost:

Fixed maturities (fair value $42,521 in 2013 and $54,554 in 2012)
Fixed maturities - consolidated variable interest entities (fair value
$240 in 2013 and $287 in 2012)

Other investments

Cash and cash equivalents

Total investments and cash

Receivables

Accrued investment income

Deferred policy acquisition costs

Property and equipment, at cost less accumulated depreciation
Other

Total assets

(D) Includes $135 in 2013 and $191 in 2012 of derivatives from consolidated variable interest entities

See the accompanying Notes to the Consolidated Financial Statements.
(continued)

5

June 30,
2013
(Unaudited)

$50,788
5,022
2,384
450

22

42,464
254

164
2,388
103,936
889

820
9,028
510
1,130
$116,313

€]

December 31,
2012

$51,466
5,787
3,728
574

23

54,137
289

174

2,041
118,219

976

842

9,658

564

835 M
$131,094
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Aflac Incorporated and Subsidiaries
Consolidated Balance Sheets (continued)

June 30, December 31
(In millions, except for share and per-share amounts) 2013 ’
. 2012
(Unaudited)
Liabilities and shareholders’ equity:
Liabilities:
Policy liabilities:
Future policy benefits $70,297 $76,463
Unpaid policy claims 3,760 4,034
Unearned premiums 11,551 11,904
Other policyholders’ funds 5,018 5,319
Total policy liabilities 90,626 97,720
Income taxes 3,363 3,858
Payables for return of cash collateral on loaned securities 1,506 6,277
Notes payable 4,946 4,352
Other 2,176 @ 2,909 @
Commitments and contingent liabilities (Note 10)
Total liabilities 102,617 115,116
Shareholders’ equity:
Common stock of $.10 par value. In thousands: authorized 1,900,000
shares in 2013 and 2012; issued 666,009 shares in 2013 and 665,239 67 67
shares in 2012
Additional paid-in capital 1,562 1,505
Retained earnings 18,841 17,387
Accumulated other comprehensive income (loss):
Unrealized foreign currency translation gains (losses) (453 ) 333
Unrealized gains (losses) on investment securities (198 ) 2,570
Unrealized gains (losses) on derivatives (11 ) 5 )
Pension liability adjustment (178 ) (183 )
Treasury stock, at average cost (5,934 ) (5,696 )
Total shareholders’ equity 13,696 15,978
Total liabilities and shareholders’ equity $116,313 $131,094

@ Includes $284 in 2013 and $399 in 2012 of derivatives from consolidated variable interest entities
See the accompanying Notes to the Consolidated Financial Statements.




Edgar Filing: AFLAC INC - Form 10-Q

Aflac Incorporated and Subsidiaries
Consolidated Statements of Shareholders’ Equity

Six Months Ended June 30,

(In millions - Unaudited) 2013 2012
Common stock:
Balance, beginning of period $67 $66
Balance, end of period 67 66
Additional paid-in capital:
Balance, beginning of period 1,505 1,408
Exercise of stock options 19 15
Share-based compensation 12 16
Gain (loss) on treasury stock reissued 26 14
Balance, end of period 1,562 1,453
Retained earnings:
Balance, beginning of period 17,387 15,148
Net earnings 1,781 1,268
Dividends to shareholders (327 ) (308 )
Balance, end of period 18,841 16,108
Accumulated other comprehensive income (loss):
Balance, beginning of period 2,715 1,965
Unrealized for.eign currency translation gains (losses) during (786 ) (119 )
period, net of income taxes
Unrealized gains (losses) on investment securities during period,

. . . (2,768 ) 327
net of income taxes and reclassification adjustments
Unrealized gains (losses) on derivatives during period, net of © ) % )
income taxes
Pension liability adjustment during period, net of income taxes 5 3
Balance, end of period (840 ) 2,171
Treasury stock:
Balance, beginning of period (5,696 ) (5,641 )
Purchases of treasury stock (287 ) (10 )
Cost of shares issued 49 32
Balance, end of period (5,934 ) (5,619 )
Total shareholders’ equity $13,696 $14,179

See the accompanying Notes to the Consolidated Financial Statements.
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Aflac Incorporated and Subsidiaries
Consolidated Statements of Cash Flows

(In millions - Unaudited)
Cash flows from operating activities:
Net earnings

Adjustments to reconcile net earnings to net cash provided by operating

activities:

Change in receivables and advance premiums
Increase in deferred policy acquisition costs
Increase in policy liabilities

Change in income tax liabilities

Realized investment (gains) losses

Other, net

Net cash provided (used) by operating activities
Cash flows from investing activities:

Proceeds from investments sold or matured:
Securities available for sale:

Fixed maturities sold

Fixed maturities matured or called

Perpetual securities sold

Perpetual securities matured or called
Securities held to maturity:

Fixed maturities matured or called

Costs of investments acquired:

Available for sale fixed maturities acquired
Held to maturity fixed maturities acquired
Settlement of derivatives

Cash received as collateral on loaned securities, net
Other, net

Net cash provided (used) by investing activities
Cash flows from financing activities:

Purchases of treasury stock

Proceeds from borrowings

Principal payments under debt obligations
Dividends paid to shareholders

Change in investment-type contracts, net
Treasury stock reissued

Other, net

Net cash provided (used) by financing activities
Effect of exchange rate changes on cash and cash equivalents
Net change in cash and cash equivalents

Cash and cash equivalents, beginning of period
Cash and cash equivalents, end of period
Supplemental disclosures of cash flow information:
Income taxes paid

Interest paid

Noncash interest

Impairment losses included in realized investment losses
Noncash financing activities:

Six Months Ended June 30,
2013 2012
$1,781 $1,268
29 73 )
219 ) 311 )
4,027 5,947
606 105
(357 ) 463
(169 ) (154 )
5,698 7,245
1,901 982
1,895 938
54 897
417 376
5,586 1,058
(8,660 ) (3,265 )
(629 ) (8,418 )
(1,562 ) 0
4,771 ) (646 )
(41 ) 20
(5,810) (8,058 )
287 ) (10 )
700 749
0 (339 )
(315 ) 296 )
381 601
39 11
8 9
526 725
67 ) (I
347 (119 )
2,041 2,249
$2,388 $2,130
$395 $588
103 83
37 (D 36 9]
55 546

10
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Capitalized lease obligations
Treasury stock issued for:
Associate stock bonus
Shareholder dividend reinvestment
Share-based compensation grants
(1) Consists primarily of accreted interest on discounted advance premiums
See the accompanying Notes to the Consolidated Financial Statements.

8
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12
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Aflac Incorporated and Subsidiaries
Notes to the Consolidated Financial Statements
(Interim period data — Unaudited)

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Description of Business

Aflac Incorporated (the Parent Company) and its subsidiaries (collectively, the Company) primarily sell supplemental
health and life insurance in the United States and Japan. The Company's insurance business is marketed and
administered through American Family Life Assurance Company of Columbus (Aflac), which operates in the United
States (Aflac U.S.) and as a branch in Japan (Aflac Japan). Most of Aflac's policies are individually underwritten and
marketed through independent agents. Additionally, Aflac U.S. markets and administers group products through
Continental American Insurance Company (CAIC), branded as Aflac Group Insurance. Our insurance operations in
the United States and our branch in Japan service the two markets for our insurance business. Aflac Japan's revenues,
including realized gains and losses on its investment portfolio, accounted for 75% and 77% of the Company's total
revenues in the six-month periods ended June 30, 2013, and 2012, respectively. The percentage of the Company's total
assets attributable to Aflac Japan was 85% at June 30, 2013, and 87% at December 31, 2012.

Basis of Presentation

We prepare our financial statements in accordance with U.S. generally accepted accounting principles (GAAP). These
principles are established primarily by the Financial Accounting Standards Board (FASB). In these Notes to the
Consolidated Financial Statements, references to GAAP issued by the FASB are derived from the FASB Accounting
Standards Codification™ (ASC). The preparation of financial statements in conformity with GAAP requires us to
make estimates when recording transactions resulting from business operations based on currently available
information. The most significant items on our balance sheet that involve a greater degree of accounting estimates and
actuarial determinations subject to changes in the future are the valuation of investments, deferred policy acquisition
costs, liabilities for future policy benefits and unpaid policy claims, and income taxes. These accounting estimates and
actuarial determinations are sensitive to market conditions, investment yields, mortality, morbidity, commission and
other acquisition expenses, and terminations by policyholders. As additional information becomes available, or actual
amounts are determinable, the recorded estimates will be revised and reflected in operating results. Although some
variability is inherent in these estimates, we believe the amounts provided are adequate.

The unaudited consolidated financial statements include the accounts of the Parent Company, its subsidiaries and
those entities required to be consolidated under applicable accounting standards. All material intercompany accounts
and transactions have been eliminated.

In the opinion of management, the accompanying unaudited consolidated financial statements of the Company contain
all adjustments, consisting of normal recurring accruals, which are necessary to fairly present the consolidated balance
sheets as of June 30, 2013, and December 31, 2012, the consolidated statements of earnings and comprehensive
income (loss) for the three- and six-month periods ended June 30, 2013, and 2012, and the consolidated statements of
shareholders' equity and cash flows for the six-month periods ended June 30, 2013, and 2012. Results of operations
for interim periods are not necessarily indicative of results for the entire year. As a result, these financial statements
should be read in conjunction with the financial statements and notes thereto included in our annual report to
shareholders for the year ended December 31, 2012.

Significant Accounting Policies

12
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We have updated the disclosure in the accounting policy for income taxes. All other categories of significant
accounting policies remain unchanged from our annual report to shareholders for the year ended December 31, 2012.

Income Taxes: Income tax provisions are generally based on pretax earnings reported for financial statement
purposes, which differ from those amounts used in preparing our income tax returns. Deferred income taxes are
recognized for temporary differences between the financial reporting basis and income tax basis of assets and
liabilities, based on enacted tax laws and statutory tax rates applicable to the periods in which we expect the
temporary differences to reverse. We record deferred tax assets for tax positions taken based on our assessment of
whether the tax position is more likely than not to be sustained upon examination by taxing authorities. A valuation
allowance is established for deferred tax assets when it is more likely than not that an amount will not be realized. In
the second

9
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quarter of 2013, we recorded a valuation allowance of $237 million related to the deferred tax assets associated with
our unrealized investment losses recorded in other comprehensive income.

As discussed in the Translation of Foreign Currencies section in Note 1 of the Notes to the Consolidated Financial
Statements in our annual report to shareholders for the year ended December 31, 2012, Aflac Japan maintains a
dollar-denominated investment portfolio on behalf of Aflac U.S. While there are no translation effects to record in
other comprehensive income (loss), the deferred tax expense or benefit associated with foreign exchange gains or
losses on the portfolio is recognized in other comprehensive income (loss) until the securities mature or are sold. Total
income tax expense (benefit) related to items of other comprehensive income (loss) included tax expense of $249
million during the three-month period ended June 30, 2013, and a tax benefit of $96 million during the three-month
period ended June 30, 2012, for this dollar-denominated portfolio. Excluding these amounts from total taxes on other
comprehensive income (loss) would result in an effective income tax rate on pretax other comprehensive income
(loss) of 29.7% and 8.3% in the three-month periods ended June 30, 2013 and 2012, respectively. Total income tax
expense (benefit) related to items of other comprehensive income (loss) included tax expense of $652 million during
the six-month period ended June 30, 2013, and tax expense of $61 million during the six-month period ended June 30,
2012, for this dollar-denominated portfolio. Excluding these amounts from total taxes on other comprehensive income
(loss) would result in an effective income tax rate on pretax other comprehensive income (loss) of 32.7% and 37.5%
in the six-month periods ended June 30, 2013 and 2012, respectively.

Reclassifications: Certain reclassifications have been made to prior-year amounts to conform to current-year reporting
classifications. These reclassifications had no impact on net earnings or total shareholders' equity.

New Accounting Pronouncements
Recently Adopted Accounting Pronouncements

Reporting of amounts reclassified out of accumulated other comprehensive income: In February 2013, the FASB
issued guidance that requires reclassification adjustments for items that are reclassified out of accumulated other
comprehensive income to net income to be presented in statements where the components of net income and the
components of other comprehensive income are presented or in the footnotes to the financial statements. Additionally,
the amendment requires cross-referencing to other disclosures currently required for other reclassification items. We
adopted this guidance as of January 1, 2013. The adoption of this guidance impacted our financial statement
disclosures, but it did not have an impact on our financial position or results of operations.

Disclosures about offsetting assets and liabilities: In December 2011, the FASB issued guidance to amend the
disclosure requirements about offsetting assets and liabilities. The new guidance essentially clarifies the FASB's intent
concerning the application of existing offsetting disclosure requirements. Entities are required to disclose gross and
net information about both instruments and transactions eligible for offset in the statement of financial position and
instruments and transactions when those activities are subject to an agreement similar to a master netting arrangement.
The scope of this guidance was clarified and revised in January 2013 to apply to derivatives, repurchase agreements,
reverse repurchase agreements, securities borrowing and securities lending arrangements. The objective of this
disclosure is to move toward consistency between U.S. GAAP and International Financial Reporting Standards
(IFRS). We adopted this guidance as of January 1, 2013. The adoption of this guidance impacted our financial
statement disclosures, but it did not have an impact on our financial position or results of operations.

Presentation of comprehensive income: In June 2011, the FASB issued guidance to amend the presentation of
comprehensive income. The amendment requires that all non-owner changes in shareholders' equity be presented
either in a single continuous statement of comprehensive income or in two separate but consecutive statements. We
adopted this guidance as of January 1, 2012 and elected the option to report comprehensive income in two separate
but consecutive statements. The adoption of this guidance did not have an impact on our financial position or results
of operations.

14
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Fair value measurements and disclosures: In May 2011, the FASB issued guidance to amend the fair value
measurement and disclosure requirements. Most of the amendments are clarifications of the FASB's intent about the
application of existing fair value measurement and disclosure requirements. Other amendments change a particular
principle or requirement for measuring fair value or disclosing information about fair value measurements. The new
fair value measurement disclosures include additional quantitative and qualitative disclosures for Level 3
measurements, including a qualitative sensitivity analysis of fair value to changes in unobservable inputs, and
categorization by fair

10
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value hierarchy level for items for which the fair value is only disclosed. We adopted this guidance as of January 1,
2012. The adoption of this guidance impacted our financial statement disclosures, but it did not affect our financial
position or results of operations.

Accounting for costs associated with acquiring or renewing insurance contracts: In October 2010, the FASB issued
amended accounting guidance on accounting for costs associated with acquiring or renewing insurance contracts.
Under the previous guidance, costs that varied with and were primarily related to the acquisition of a policy were
deferrable. Under the amended guidance, only incremental direct costs associated with the successful acquisition of a
new or renewal contract may be capitalized, and direct-response advertising costs may be capitalized only if they meet
certain criteria. This guidance is effective on a prospective or retrospective basis for interim and annual periods
beginning after December 15, 2011. We retrospectively adopted this guidance as of January 1, 2012. The retrospective
adoption of this accounting standard resulted in an after-tax cumulative reduction to retained earnings of $391 million
and an after-tax cumulative reduction to unrealized foreign currency translation gains in accumulated other
comprehensive income of $67 million, resulting in a total reduction to shareholders' equity of $458 million as of
December 31, 2009 (the opening balance sheet date in our annual report on Form 10-K for the year ended

December 31, 2012). The adoption of this accounting standard had an immaterial impact on net income in 2011 and
for all preceding years.

Accounting Pronouncements Pending Adoption

Presentation of an unrecognized tax benefit when a net operating loss carryforward, a similar tax loss, or a tax credit
carryforward exists: In July 2013, the FASB issued guidance to amend the financial statement presentation of an
unrecognized tax benefit when a net operating loss carryforward, a similar tax loss, or a tax credit carryforward exists.
The new guidance essentially states that an unrecognized tax benefit, or a portion of an unrecognized tax benefit,
should be presented in the financial statements as a reduction to a deferred tax asset for a net operating loss
carryforward, a similar tax loss, or a tax credit carryforward. However, to the extent a net operating loss carryforward,
a similar tax loss, or a tax credit carryforward is not available at the reporting date under the tax law of the applicable
jurisdiction to settle any additional income taxes that would result from the disallowance of a tax position or the tax
law of the applicable jurisdiction does not require the entity to use, and the entity does not intend to use, the deferred
tax asset for such purpose, the unrecognized tax benefit should be presented in the financial statements as a liability
and should not be combined with deferred tax assets. This accounting standard applies to all entities that have
unrecognized tax benefits when a net operating loss carryforward, a similar tax loss, or a tax credit carryforward exists
at the reporting date. This guidance is effective for annual reporting periods beginning on or after December 15, 2013,
and interim periods within those annual periods and requires prospective presentation for all comparative periods
presented. The adoption of this guidance will not have a significant impact on our financial statements.

Recent accounting guidance not discussed above is not applicable, did not have, or is not expected to have a material
impact to our business.

For additional information on new accounting pronouncements and recent accounting guidance and their impact, if
any, on our financial position or results of operations, see Note 1 of the Notes to the Consolidated Financial
Statements in our annual report to shareholders for the year ended December 31, 2012.

2. BUSINESS SEGMENT INFORMATION

The Company consists of two reportable insurance business segments: Aflac Japan and Aflac U.S., both of which sell

supplemental health and life insurance. Operating business segments that are not individually reportable and business
activities not included in Aflac Japan or Aflac U.S. are included in the "Other business segments" category.

16
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We do not allocate corporate overhead expenses to business segments. We evaluate and manage our business
segments using a financial performance measure called pretax operating earnings. Our definition of operating earnings
excludes the following items from net earnings on an after-tax basis: realized investment gains/losses (securities
transactions, impairments, and the impact of derivative and hedging activities) and nonrecurring items. We then

exclude income taxes related to operations to arrive at pretax operating earnings. Information regarding operations by
segment follows:

11
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Three Months Ended Six Months Ended
June 30, June 30,
(In millions) 2013 2012 2013 2012
Revenues:
Aflac Japan:
Earned premiums $3,717 $4.216 $7,622 $8,364
Net investment income 653 691 1,327 1,421
Other income 12 0 38 16
Total Aflac Japan 4,382 4,907 8,987 9,801
Aflac U.S.:
Earned premiums 1,295 1,251 2,575 2,482
Net investment income 158 153 314 304
Other income 1 2 4 5
Total Aflac U.S. 1,454 1,406 2,893 2,791
Other business segments 14 10 26 24
Total business segment revenues 5,850 6,323 11,906 12,616
Realized investment gains (losses) 201 418 ) 357 (463
Corporate 66 64 159 128
Intercompany eliminations (73 ) (67 ) (170 ) (139
Total revenues $6,044 $5,902 $12,252 $12,142
Three Months Ended Six Months Ended
June 30, June 30,
(In millions) 2013 2012 2013 2012
Pretax earnings:
Aflac Japan $940 $964 $1,929 $2,004
Aflac U.S. 283 258 564 529
Total business segment pretax operating earnings 1,223 1,222 2,493 2,533
Interest expense, noninsurance operations (48 ) 45 ) 97 ) (89
Corporate and eliminations (18 ) (18 ) (34 ) (38
Pretax operating earnings 1,157 1,159 2,362 2,406
Realized investment gains (losses) 201 418 ) 357 (463
Total earnings before income taxes $1,358 $741 $2,719 $1,943
Income taxes applicable to pretax operating earnings $398 $404 $813 $837
Effect of foreign currency translation on operating earnings (103 ) 6 174 ) 26
Assets were as follows:
(In millions) June 30, December 31,
2013 2012
Assets:
Aflac Japan $98,710 $113,678
Aflac U.S. 15,681 16,122
Other business segments 150 154
Total business segment assets 114,541 129,954
Corporate 19,872 20,318
Intercompany eliminations (18,100 ) (19,178 )
Total assets $116,313 $131,094

12

)
)

)
)

)
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3. INVESTMENTS

Investment Holdings

The amortized cost for our investments in debt and perpetual securities, the cost for equity securities and the fair
values of these investments are shown in the following tables.

June 30, 2013
Cost or Gross Gross

(In millions) Amortized Unrealized Unrealized Fair
. Value
Cost Gains Losses

Securities available for sale, carried at fair value:
Fixed maturities:

Yen-denominated:
Japan government and agencies $12,100 $277 $79 $12,298
Mortgage- and asset-backed securities 624 30 1 653
Public utilities 2,793 74 112 2,755
Sovereign and supranational 1,047 70 1 1,116
Banks/financial institutions 3,064 126 370 2,820
Other corporate 4,193 110 303 4,000
Total yen-denominated 23,821 687 866 23,642

Dollar-denominated:
U.S. government and agencies 95 11 2 104
Municipalities 1,017 82 8 1,091
Mortgage- and asset-backed securities 189 53 0 242
Public utilities 4,887 392 168 5,111
Sovereign and supranational 468 81 4 545
Banks/financial institutions 3,592 328 46 3,874
Other corporate 21,309 999 1,107 21,201
Total dollar-denominated 31,557 1,946 1,335 32,168
Total fixed maturities 55,378 2,633 2,201 55,810
Perpetual securities:

Yen-denominated:
Banks/financial institutions 2,786 91 461 2,416
Other corporate 272 0 69 203

Dollar-denominated:
Banks/financial institutions 208 22 15 215
Total perpetual securities 3,266 113 545 2,834
Equity securities 17 5 0 22
Total securities available for sale $58.,661 $2,751 $2,746 $58,666
13
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June 30, 2013

Cost or Gross Gross
(In millions) Amortized Unrealized Unrealized
Cost Gains Losses
Securities held to maturity, carried at amortized cost:
Fixed maturities:
Yen-denominated:
Japan government and agencies $23,946 $741 $5
Municipalities 429 38 0
Mortgage- and asset-backed securities 67 3 0
Public utilities 4,323 127 258
Sovereign and supranational 2,817 127 100
Banks/financial institutions 7,222 101 691
Other corporate 3,914 185 225
Total yen-denominated 42,718 1,322 1,279
Total securities held to maturity $42,718 $1,322 $1,279

14

Fair
Value

$24,682
467

70
4,192
2,844
6,632
3,874
42,761
$42,761

21



Edgar Filing: AFLAC INC - Form 10-Q

December 31, 2012

Cost or Gross
(In millions) Amortized Unrealized
Cost Gains

Securities available for sale, carried at fair value:
Fixed maturities:

Yen-denominated:
Japan government and agencies $12,612 $349
Mortgage- and asset-backed securities 746 40
Public utilities 3,608 116
Sovereign and supranational 1,404 71
Banks/financial institutions 3,455 233
Other corporate 5,656 241
Total yen-denominated 27,481 1,050

Dollar-denominated:
U.S. government and agencies 93 24
Municipalities 1,045 156
Mortgage- and asset-backed securities 188 58
Public utilities 4,204 658
Sovereign and supranational 476 123
Banks/financial institutions 3,626 506
Other corporate 16,300 1,878
Total dollar-denominated 25,932 3,403
Total fixed maturities 53,413 4,453
Perpetual securities:

Yen-denominated:
Banks/financial institutions 3,635 193
Other corporate 309 43

Dollar-denominated:
Banks/financial institutions 269 23
Total perpetual securities 4,213 259
Equity securities 20 4
Total securities available for sale $57,646 $4,716
15

Gross
Unrealized
Losses

$81
72
180

153
487

AN = O O

126
613

161

170

$784

Fair
Value

$12,880
785
3,652
1,475
3,508
5,744
28,044

117
1,195
246
4,845
597
4,126
18,083
29,209
57,253

3,667
352

283
4,302
23
$61,578
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December 31, 2012

Cost or Gross Gross Fair

(In millions) Amortized Unrealized Unrealized
. Value

Cost Gains Losses
Securities held to maturity, carried at amortized cost:
Fixed maturities:

Yen-denominated:

Japan government and agencies $32,043 $356 $67 $32,332
Municipalities 492 30 2 520
Mortgage- and asset-backed securities 90 4 0 94
Public utilities 4,924 233 106 5,051
Sovereign and supranational 3,209 192 84 3,317
Banks/financial institutions 9,211 211 431 8,991
Other corporate 4,457 187 108 4,536
Total yen-denominated 54,426 1,213 798 54,841
Total securities held to maturity $54,426 $1,213 $798 $54,841

The methods of determining the fair values of our investments in fixed-maturity securities, perpetual securities and
equity securities, including a change in valuation methodology for determining fair value of privately issued securities
as of the first quarter of 2013, are described in Note 5.

During the second quarter of 2013, we reclassified one investment from the held-to-maturity portfolio to the
available-for-sale portfolio as a result of the issuer being downgraded to below investment grade. At the time of
transfer, the security had an amortized cost of $297 million and an unrealized loss of $108 million. During the first
quarter of 2013, we did not reclassify any investments from the held-to-maturity portfolio to the available-for-sale
portfolio.

During the second quarter of 2012, we reclassified five investments from the held-to-maturity portfolio to the
available-for-sale portfolio as a result of the issuer being downgraded to below investment grade. At the time of
transfer, the securities had an aggregate amortized cost of $842 million and an aggregate unrealized loss of $268
million. During the first quarter of 2012, we reclassified one investment from the held-to-maturity portfolio to the
available-for-sale portfolio as a result of a significant decline in the issuer's creditworthiness. At the time of transfer,
the security had an amortized cost of $122 million and an unrealized loss of $23 million.

Contractual and Economic Maturities

The contractual maturities of our investments in fixed maturities at June 30, 2013, were as follows:

16
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Aflac Japan Aflac U.S.
(In millions) Amortized Fair Amortized Fair
Cost Value Cost Value
Available for sale:
Due in one year or less $723 $730 $107 $108
Due after one year through five years 1,987 2,075 393 448
Due after five years through 10 years 9,677 9,450 1,413 1,530
Due after 10 years 31,715 31,312 8,368 9,067
Mortgage- and asset-backed securities 765 839 39 48
Total fixed maturities available for sale $44.,867 $44,406 $10,320 $11,201
Held to maturity:
Due in one year or less $77 $78 $0 $0
Due after one year through five years 1,224 1,289 0 0
Due after five years through 10 years 2,256 2,308 0 0
Due after 10 years 39,094 39,016 0 0
Mortgage- and asset-backed securities 67 70 0 0
Total fixed maturities held to maturity $42,718 $42,761 $0 $0

At June 30, 2013, the Parent Company had a portfolio of investment-grade available-for-sale fixed-maturity securities
totaling $191 million at amortized cost and $203 million at fair value, which is not included in the table above.

Expected maturities may differ from contractual maturities because some issuers have the right to call or prepay
obligations with or without call or prepayment penalties.

The majority of our perpetual securities are subordinated to other debt obligations of the issuer, but rank higher than
the issuer's equity securities. Perpetual securities have characteristics of both debt and equity investments, along with
unique features that create economic maturity dates for the securities. Although perpetual securities have no
contractual maturity date, they have stated interest coupons that were fixed at their issuance and subsequently change
to a floating short-term interest rate of 125 to more than 300 basis points above an appropriate market index, generally
by the 25th year after issuance, thereby creating an economic maturity date. The economic maturities of our
investments in perpetual securities, which were all reported as available for sale at June 30, 2013, were as follows:

Aflac Japan Aflac U.S.
(In millions) Amortized Fair Amortized Fair

Cost Value Cost Value
Due in one year or less $0 $0 $0 $0
Due after one year through five years 1,098 948 5 5
Due after five years through 10 years 272 203 0 0
Due after 10 years 1,792 1,580 99 98
Total perpetual securities available for sale $3,162 $2,731 $104 $103

Investment Concentrations

Our investment process begins with an independent approach to underwriting each issuer's fundamental credit quality.
We evaluate independently those factors which we believe could influence an issuer's ability to make payments under
the contractual terms of our instruments. This includes a thorough analysis of a variety of items including the issuer's
country of domicile (including political, legal, and financial considerations); the industry in which the issuer competes
(with an analysis of industry structure, end-market dynamics, and regulation); company specific issues (such as
management, assets, earnings, cash generation, and capital needs); and contractual provisions of the instrument (such
as financial covenants and position in the capital structure). We further determine the appropriateness of the
investment considering broad business and portfolio management objectives, including asset/liability needs, portfolio
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diversification, and expected income.
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One of our largest investment sector concentrations as of June 30, 2013, was banks and financial institutions. Within
the countries we approve for investment opportunities, we primarily invest in financial institutions that are

strategically crucial to each approved country's economy. The bank and financial institution sector is a highly
regulated industry and plays a strategic role in the global economy.

Our total investments in the bank and financial institution sector, including those classified as perpetual securities,

were as follows:

Fixed maturities:
Amortized cost
Fair value

Perpetual securities:

Upper Tier 1I:
Amortized cost
Fair value

Tier I:
Amortized cost
Fair value
Total:
Amortized cost
Fair value

June 30, 2013
Total Investments in
Banks and Financial
Institutions Sector

(in millions)

$13,878
13,326

$2,084
1,877

910
754

$16,872
15,957

Realized Investment Gains and Losses

Percentage of
Total Investment
Portfolio

14 %
13

17 %
16

December 31, 2012
Total Investments in
Banks and Financial
Institutions Sector

(in millions)

$16,292
16,625

$2,825
2,919

1,079
1,031

$20,196
20,575

Information regarding pretax realized gains and losses from investments is as follows:

18

Percentage of
Total Investment
Portfolio

14 %
14

3 %

18 %
18
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Three Months Ended Six Months Ended
June 30, June 30,
(In millions) 2013 2012 2013 2012
Realized investment gains (losses) on securities:
Fixed maturities:
Available for sale:
Gross gains from sales $73 $19 $192 $33
Gross losses from sales 0 (35 ) (6 ) 36 )
Net gains (losses) from redemptions 15 2 21 2
Other-than-temporary impairment losses 0 267 ) 54 ) (330 )
Held to maturity:
Net gains (losses) from redemptions 0 3 0 3
Total fixed maturities 88 278 ) 153 (328 )
Perpetual securities:
Available for sale:
Gross gains from sales 0 0 0 70
Gross losses from sales (2 ) 3 2 ) 62 )
Net gains (losses) from redemptions 0 0 0 60
Other-than-temporary impairment losses 0 (76 ) 0 216 )
Total perpetual securities (2 ) (73 ) 2 ) (148 )
Equity securities:
Other-than-temporary impairment losses 0 0 ¢! ) 0
Total equity securities 0 0 ¢! ) 0
Derivatives and other:
Derivative gains (losses) 111 67 ) 198 13
Other 4 0 9 0
Total derivatives and other 115 67 ) 207 13
Total realized investment gains (losses) $201 $(418 ) $357 $(463 )

Other-than-temporary Impairment

The fair values of our debt and perpetual security investments fluctuate based on changes in interest rates, foreign
exchange, and credit spreads in the global financial markets. Fair values can also be heavily influenced by the values
of the assets of the issuer and expected ultimate recovery values upon default, bankruptcy or other financial
restructuring. Credit spreads are most impacted by the general credit environment and global market liquidity. Interest
rates are driven by numerous factors including, but not limited to, supply and demand, governmental monetary
actions, expectations of inflation and economic growth. We believe that fluctuations in the fair value of our
investment securities related to general changes in the level of credit spreads or interest rates have little bearing on
underlying credit quality of the issuer, and whether our investment is ultimately recoverable. Generally, we consider
such declines in fair values to be temporary even in situations where an investment remains in an unrealized loss
position for a year or more.

However, in the course of our credit review process, we may determine that it is unlikely that we will recover our
investment in an issuer due to factors specific to an individual issuer, as opposed to general changes in global credit
spreads or interest rates. In this event, we consider such a decline in the investment's fair value, to the extent it is
below the investment's cost or amortized cost, to be an other-than-temporary impairment of the investment and reduce
the book value of the investment to its fair value.

In addition to the usual investment risk associated with a debt instrument, our perpetual security holdings are largely
issued by banks that are integral to the financial markets of the corresponding sovereign country of the issuer. As a
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result of the issuer's position within the economy of the sovereign country, our perpetual securities may be subject to a
higher risk of nationalization of their issuers in connection with capital injections from an issuer's sovereign
government. We cannot be assured that such capital support will extend to all levels of an issuer's capital structure. In
addition, certain governments or regulators may consider imposing interest and principal payment restrictions on
issuers of hybrid
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securities to preserve cash and preserve the issuer's capital. Beyond the cash flow impact that additional deferrals
would have on our portfolio, such deferrals could result in ratings downgrades of the affected securities, which in turn
could result in a reduction of fair value of the securities and increase our regulatory capital requirements. We consider
these factors in our credit review process.

When determining our intention to sell a security prior to recovery of its fair value to amortized cost, we evaluate facts
and circumstances such as, but not limited to, future cash flow needs and decisions to reposition our security portfolio.
We perform ongoing analyses of our liquidity needs, which includes cash flow testing of our policy liabilities, debt
maturities, projected dividend payments and other cash flow and liquidity needs. Our cash flow testing includes
extensive duration matching of our investment portfolio and policy liabilities. Based on our analyses, we have
concluded that we have sufficient excess cash flows to meet our liquidity needs without selling any of our investments
prior to their maturity.

The following table details our pretax other-than-temporary impairment losses by investment category that resulted
from our impairment evaluation process.

Three Months Ended Six Months Ended

June 30, June 30,
(In millions) 2013 2012 2013 2012
Perpetual securities $0 $76 $0 $216
Corporate bonds 0 120 38 183
Mortgage- and asset-backed securities 0 3 0 3
Sovereign and supranational 0 144 16 144
Equity securities 0 0 1 0
Total other-than-temporary impairment losses realized $0 M $343 D $55 @ $546 D

() Includes $0 and $267 for the three-month periods and $0 and $295 for the six-month periods ended June 30, 2013
and 2012, respectively, for credit-related impairments; $0 for the three-month period and $1 for the six-month period
ended June 30, 2013 for impairments due to severity and duration of decline in fair value; and $0 and $76 for the
three-month periods and $54 and $251 for the six-month periods ended June 30, 2013 and 2012, respectively, from
change in intent to sell securities

Unrealized Investment Gains and Losses
Effect on Shareholders’ Equity
The net effect on shareholders’ equity of unrealized gains and losses from investment securities was as follows:

(In millions) June 30, December 31,
2013 2012
Unrealized gains (losses) on securities available for sale $5 $3,932
Unamortized unrealized gains on securities transferred to held to maturity 14 20
Deferred income taxes 217 ) (1,382 )
Shareholders’ equity, unrealized gains (losses) on investment securities $(198 ) $2,570
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The following tables show the fair values and gross unrealized losses of our available-for-sale and held-to-maturity
investments that were in an unrealized loss position, aggregated by investment category and length of time that
individual securities have been in a continuous unrealized loss position.

(In millions)

Fixed Maturities:

Japan government and agencies:

Yen-denominated
Municipalities:
Dollar-denominated
Mortgage- and asset- backed
securities:
Dollar-denominated
Yen-denominated
Public utilities:
Dollar-denominated
Yen-denominated

Sovereign and supranational:

Dollar-denominated
Yen-denominated
Banks/financial institutions:
Dollar-denominated
Yen-denominated

Other corporate:
Dollar-denominated
Yen-denominated

U.S. government and agencies:

Dollar-denominated

Total fixed maturities
Perpetual securities:

Dollar-denominated

Yen-denominated

Total perpetual securities
Equity securities

Total

21

June 30, 2013

Total Less than 12 months
Fair Unrealized Fair Unrealized
Value Losses Value Losses
$4,723 $84 $4,723 $84
121 8 86 4
7 0 7 0
120 1 0 0
2,182 168 2,182 168
4,051 370 2,854 205
61 4 29
913 101 545 13
786 46 759 43
6,280 1,061 3,581 293
12,656 1,107 12,600 1,101
4,381 528 3,362 320
38 2 38 2
36,319 3,480 30,766 2,234
69 15 49 11
1,834 530 1,308 289
1,903 545 1,357 300
1 0 1 0
$38,223 $4,025 $32,124 $2,534

12 months or longer

Fair
Value
$0

35

120

1,197

32
368

27
2,699

56
1,019
5,553
20
526
546

$6,099

Unrealized
Losses

$0
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December 31, 2012

Total Less than 12 months 12 months or longer
(In millions) Fair Unrealized Fair Unrealized Fair Unrealized
Value Losses Value Losses Value Losses
Fixed Maturities:
Japan government and
agencies:
Yen-denominated $17,342 $148 $17,342 $148 $0 $0
Municipalities:
Dollar-denominated 34 6 1 0 33 6
Yen-denominated 56 2 56 2 0 0
Mortgage- and asset- backed
securities:
Dollar-denominated 10 0 10 0 0
Yen-denominated 136 1 0 136 1
Public utilities:
Dollar-denominated 736 17 736 17 0 0
Yen-denominated 3,920 178 1,339 31 2,581 147
Sovereign and supranational:
Dollar-denominated 31 2 0 0 31 2
Yen-denominated 1,244 84 507 13 737 71
Banks/financial institutions:
Dollar-denominated 276 6 180 3 96 3
Yen-denominated 6,918 611 1,935 28 4,983 583
Other corporate:
Dollar-denominated 4,534 95 4,404 86 130 9
Yen-denominated 4,013 261 1,635 40 2,378 221
Total fixed maturities 39,250 1,411 28,145 368 11,105 1,043
Perpetual securities:
Dollar-denominated 136 9 120 0 16 9
Yen-denominated 1,315 161 0 0 1,315 161
Total perpetual securities 1,451 170 120 0 1,331 170
Equity securities 6 1 3 0 3 1
Total $40,707 $1,582 $28,268 $368 $12,439 $1,214

Analysis of Securities in Unrealized Loss Positions

The unrealized losses on our investments have been primarily related to general market changes in interest rates,
foreign exchange rates, and/or the levels of credit spreads rather than specific concerns with the issuer's ability to pay
interest and repay principal. In addition, in the first quarter of 2013, we refined our methodology for valuing certain
privately issued securities (see Note 5).

For any significant declines in fair value, we perform a more focused review of the related issuers' credit profile. For
corporate issuers, we evaluate their assets, business profile including industry dynamics and competitive positioning,
financial statements and other available financial data. For non-corporate issuers, we analyze all sources of credit
support, including issuer-specific factors. We utilize information available in the public domain and, for certain
private placement issuers, from consultations with the issuers directly. We also consider ratings from the Nationally
Recognized Statistical Rating Organizations (NRSROs). From these reviews, we evaluate the issuers' continued ability
to service our investment through payment of interest and principal.
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The following table provides more information on our unrealized loss positions.

June 30, 2013

December 31, 2012

Percentage of
Gross

Percentage of

Percentage of Percentage of Gross

Percentage of Percentage of

Total Investments 1& Unrealized Total Investments 1& Unrealized
i . TOSS . ross
(In millions) an Unrealized . Losses for an Unrealized . Losses for
Unrealized Unrealized
Loss Losses Investment Loss Losses Investment
Position Grade Position Grade
Securities Securities
Fixed Maturities:
Japan government % 2 % 100 % 43 % 9 % 100 %
and agencies
Public utilities 16 13 87 11 12 69
Soverel'gn and 3 3 97 3 6 96
supranational
 Banks/financial 27 7 18 39 76
1nstitutions
Other corporate 45 41 94 21 23 72
Total fixed 95 % 86 % 9 % 89 %
maturities
Perpetual securities 5 14 87 4 11 100
Total 100 % 100 % 100 % 100 %

The decline in the percentage of perpetual securities in an unrealized loss position that are investment grade is due
primarily to a refinement in our methodology for valuing privately issued securities, including perpetual securities,
that was implemented in the first quarter of 2013 and was not indicative of credit-related changes or downgrades.

Assuming no credit-related factors develop, as investments near maturity, the unrealized gains or losses can be
expected to diminish. Based on our credit analysis, we believe that the issuers of our investments in the sectors shown
in the table above have the ability to service their obligations to us.

Perpetual Securities

The majority of our investments in Upper Tier II and Tier I perpetual securities were in highly-rated global financial
institutions. Upper Tier I securities have more debt-like characteristics than Tier I securities and are senior to Tier I
securities, preferred stock, and common equity of the issuer. Conversely, Tier I securities have more equity-like
characteristics, but are senior to the common equity of the issuer. They may also be senior to certain preferred shares,
depending on the individual security, the issuer's capital structure and the regulatory jurisdiction of the issuer.

Details of our holdings of perpetual securities were as follows:
Perpetual Securities

June 30, 2013 December 31, 2012

(In millions) Credit Amortized Fair Unrealized Amortized Fair Unrealized
Rating Cost Value Gain (Loss) Cost Value Gain (Loss)
Upper Tier 1I:
A $160 $180 $20 $460 $488 $28
BBB 1,671 1,503 (168 ) 2,077 2,129 52
BB or lower 253 194 (59 ) 288 302 14
2,084 1,877 (207 ) 2,825 2,919 94
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798
112
910
272

$3,266

640 (158
114 2

754 (156
203 (69
$2,834 $(432

)

966
113
1,079
309

$4,213

904
127
1,031
352

$4,302

(62
14
(48
43

$89

)
)
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During the first six months of 2013, our aggregate holdings in perpetual securities moved from an unrealized gain of
$89 million to an unrealized loss of $432 million. This change is primarily due to a refinement in our methodology for
valuing privately issued securities, including perpetual securities, that was implemented in the first quarter of 2013
(see Note 5).

Assuming no credit-related factors develop, as investments near maturity, the unrealized gains or losses can be
expected to diminish. Based on our credit analysis, we believe that the issuers of our investments in these sectors have
the ability to service their obligations to us.

Variable Interest Entities (VIEs)

As a condition to our involvement or investment in a VIE, we enter into certain protective rights and covenants that
preclude changes in the structure of the VIE that would alter the creditworthiness of our investment or our beneficial
interest in the VIE.

Our involvement with all of the VIEs in which we have an interest is passive in nature, and we are not the arranger of
these entities. We have not been involved in establishing these entities, except as it relates to our review and
evaluation of the structure of these VIEs in the normal course of our investment decision-making process. Further, we
are not, nor have we been, required to purchase any securities issued in the future by these VIEs.

Our ownership interest in the VIEs is limited to holding the obligations issued by them. All of the VIEs in which we
invest are static with respect to funding and have no ongoing forms of funding after the initial funding date. We have
no direct or contingent obligations to fund the limited activities of these VIEs, nor do we have any direct or indirect
financial guarantees related to the limited activities of these VIEs. We have not provided any assistance or any other
type of financing support to any of the VIEs we invest in, nor do we have any intention to do so in the future. The
weighted-average lives of our notes are very similar to the underlying collateral held by these VIEs where applicable.

Our risk of loss related to our interests in any of our VIEs is limited to our investment in the debt securities issued by
them.

VIEs - Consolidated

The following table presents the amortized cost, fair value and balance sheet caption in which the assets and liabilities
of consolidated VIEs are reported.

Investments in Consolidated Variable Interest Entities

June 30, 2013 December 31, 2012
(In millions) Amortized Fair Amortized Fair
Cost Value Cost Value
Assets:
Fixed maturities, available for sale $4,636 $5,022 $5,058 $5,787
Perpetual securities, available for sale 500 450 559 574
Fixed maturities, held to maturity 254 240 289 287
Other assets 135 135 191 191
Total assets of consolidated VIEs $5,525 $5,847 $6,097 $6,839
Liabilities:
Other liabilities $284 $284 $399 $399
Total liabilities of consolidated VIEs $284 $284 $399 $399

We are substantively the only investor in the consolidated VIEs listed in the table above. As the sole investor in these
VIEs, we have the power to direct the activities of a variable interest entity that most significantly impact the entity's
economic performance and are therefore considered to be the primary beneficiary of the VIEs that we consolidate. We
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also participate in substantially all of the variability created by these VIEs. The activities of these VIEs are limited to
holding debt and perpetual securities and interest rate, foreign currency, and/or credit default swaps (CDSs), as
appropriate, and utilizing the cash flows from these securities to service our investment. Neither we nor any of our
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creditors are able to obtain the underlying collateral of the VIEs unless there is an event of default or other specified
event. For those VIEs that contain a swap, we are not a direct counterparty to the swap contracts and have no control
over them. Our loss exposure to these VIEs is limited to our original investment. Our consolidated VIEs do not rely on
outside or ongoing sources of funding to support their activities beyond the underlying collateral and swap contracts,
if applicable. With the exception of our investment in senior secured bank loans through unit trust structures, the
underlying collateral assets and funding of our consolidated VIEs are generally static in nature and the underlying
collateral and the reference corporate entities covered by any CDS contracts were all investment grade at the time of
issuance.

We are exposed to credit losses within any consolidated collateralized debt obligations (CDOs) that could result in
principal losses to our investments. We have mitigated our risk of credit loss through the structure of the VIE, which
contractually requires the subordinated tranches within these VIEs to absorb the majority of the expected losses from
the underlying credit default swaps. We currently own only senior mezzanine CDO tranches. Based on our statistical
analysis models and the current subordination levels in our CDOs, each of these VIEs can sustain a reasonable number
of defaults in the underlying reference entities in the CDSs with no loss to our investment.

VIEs-Not Consolidated

The table below reflects the amortized cost, fair value and balance sheet caption in which our investment in VIEs not
consolidated are reported.

Investments in Variable Interest Entities Not Consolidated

June 30, 2013 December 31, 2012
(In millions) Amortized Fair Amortized Fair
Cost Value Cost Value
Assets:
Fixed maturities, available for sale $6,854 $6,815 $7,738 $8,350
Perpetual securities, available for sale 395 375 736 751
Fixed maturities, held to maturity 3,356 3,305 3,829 3,922
Total investments in VIEs not consolidated $10,605 $10,495 $12,303 $13,023

The VIEs that we are not required to consolidate are investments that are limited to loans in the form of debt
obligations from the VIEs that are irrevocably and unconditionally guaranteed by their corporate parents. These VIEs
are the primary financing vehicles used by their corporate sponsors to raise financing in the international capital
markets. The variable interests created by these VIEs are principally or solely a result of the debt instruments issued
by them. We do not have the power to direct the activities that most significantly impact the entity's economic
performance, nor do we have (1) the obligation to absorb losses of the entity or (2) the right to receive benefits from
the entity. As such, we are not the primary beneficiary of these VIEs and are therefore not required to consolidate
them. These VIE investments comprise securities from 160 separate issuers with an average credit rating of BBB.

Securities Lending

We lend fixed-maturity securities to financial institutions in short-term security-lending transactions. These short-term
security-lending arrangements increase investment income with minimal risk. Our security lending policy requires
that the fair value of the securities and/or unrestricted cash received as collateral be 102% or more of the fair value of
the loaned securities. The following table presents our security loans outstanding and the corresponding collateral
held:

(In millions) June 30, 2013 December 31,

2012
Security loans outstanding, fair value $1,470 $6,122
Cash collateral on loaned securities 1,506 6,277

37



Edgar Filing: AFLAC INC - Form 10-Q

The balance of our security loans outstanding was significantly lower at June 30, 2013, compared with that at
December 31, 2012, due to the conclusion of a six-month securities lending program that began in the third quarter of
2012. For this particular securities lending program, we invested the cash collateral in JGBs with maturities that
corresponded with the conclusion of the program.
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4. DERIVATIVE INSTRUMENTS

Our freestanding derivative financial instruments consist of: (1) interest rate, foreign currency and credit default swaps
that are associated with investments in special-purpose entities, including VIEs where we are the primary beneficiary;
(2) foreign currency forward contracts used in hedging foreign exchange risk on U.S. dollar-denominated securities in
Aflac Japan's portfolio; (3) swaps associated with our notes payable, consisting of an interest rate swap for our
variable interest rate yen-denominated debt and cross-currency interest rate swaps, also referred to as foreign currency
swaps, associated with certain senior notes and our subordinated debentures; and (4) foreign currency forwards and
options used to hedge certain portions of forecasted cash flows denominated in yen. We do not use derivative financial
instruments for trading purposes, nor do we engage in leveraged derivative transactions. Some of our derivatives are
designated as cash flow hedges, fair value hedges or net investment hedges; however, other derivatives do not qualify
for hedge accounting. We utilize a net investment hedge to mitigate foreign exchange exposure resulting from our net
investment in Aflac Japan. In addition to designating derivatives as hedging instruments, we have designated the
majority of our yen-denominated Samurai and Uridashi notes and yen-denominated loans as nonderivative hedging
instruments for this net investment hedge.

Derivative Types

Interest rate swaps involve the periodic exchange of cash flows with other parties, at specified intervals, calculated
using agreed upon rates or other financial variables and notional principal amounts. Generally, no cash or principal
payments are exchanged at the inception of the contract. Typically, at the time a swap is entered into, the cash flow
streams exchanged by the counterparties are equal in value. Interest rate swaps are primarily used to convert interest
receipts on floating-rate fixed-maturity securities contracts to fixed rates. These derivatives are predominantly used to
better match cash receipts from assets with cash disbursements required to fund liabilities.

Credit default swaps are used to assume credit risk related to an individual security or an index. These contracts entitle
the consolidated VIE to receive a periodic fee in exchange for an obligation to compensate the derivative counterparty
should the referenced security issuers experience a credit event, as defined in the contract. The consolidated VIE is
also exposed to credit risk due to embedded derivatives associated with credit-linked notes.

Foreign currency swaps exchange an initial principal amount in two currencies, agreeing to re-exchange the currencies
at a future date, at an agreed upon exchange rate. There may also be periodic exchanges of payments at specified
intervals based on the agreed upon rates and notional amounts. Foreign currency swaps are used primarily in the
consolidated VIEs in our Aflac Japan portfolio to convert foreign-denominated cash flows to yen, the functional
currency of Aflac Japan, in order to minimize cash flow fluctuations. We also use foreign currency swaps to
economically convert certain of our dollar-denominated senior note and subordinated debenture principal and interest
obligations into yen-denominated obligations.

Foreign currency forwards with short-term maturities are executed for the Aflac Japan segment in order to
economically convert certain fixed-maturity dollar-denominated securities into yen. In these transactions, Aflac Japan
agrees with another party to buy a fixed amount of yen and sell a corresponding amount of U.S. dollars at a specified
future date. The foreign currency forwards are used in fair value hedging relationships to mitigate the foreign
exchange risk associated with dollar-denominated investments supporting yen-denominated liabilities. Aflac also
utilizes foreign currency forwards to hedge the currency risk associated with the net investment in Aflac Japan. In
these transactions, Aflac agrees with another party to buy a fixed amount of U.S. dollars and sell a corresponding
amount of yen at a specified future date.

Foreign currency options are executed in order to hedge certain portions of forecasted cash flows that are denominated

in yen, i.e. primarily profit repatriation from Aflac Japan. We use a combination of options to protect expected future
cash flows by simultaneously purchasing a call option (an option that limits exposure to increasing foreign exchange
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rates) and selling a put option (an option that limits exposure to decreasing foreign exchange rates). The combination
of these two actions results in no net premium paid (i.e. a costless or zero-cost collar). Aflac also enters into foreign
currency options that give it the right, but not the obligation, to sell yen and buy U.S. dollars at a specified future date
at a contracted price.

Credit Risk Assumed through Derivatives

For the interest rate, foreign currency, and credit default swaps associated with our VIE investments for which we are
the primary beneficiary, we bear the risk of foreign exchange or interest rate loss due to counterparty default even
though we are not a direct counterparty to those contracts. We are a direct counterparty to the interest rate and foreign

currency
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swaps that we have on certain of our senior notes, subordinated debentures, and Samurai notes; foreign currency
forwards; and foreign currency options, therefore we are exposed to credit risk in the event of nonperformance by the
counterparties in those contracts. The risk of counterparty default for our VIE and senior note and subordinated
debenture swaps is mitigated by collateral posting requirements the counterparty must meet. The counterparty risk
associated with the foreign currency forwards and foreign currency options is the risk that at expiry of the contract, the
counterparty is unable to deliver the agreed upon amount of yen or U.S. dollars at the agreed upon price or delivery
date. As of June 30, 2013, there were 13 counterparties to our derivative agreements, with four comprising almost
72% of the aggregate notional amount. The counterparties to these derivatives are financial institutions with the
following credit ratings.

June 30, 2013 December 31, 2012
. Asset Liability Notional Asset Liability
. Notional Amount .. . .. .
(In millions) .. Derivatives  Derivatives  Amount Derivatives Derivatives
of Derivatives

Fair Value Fair Value of Derivatives Fair Value  Fair Value
Counterparties' credit

rating:
AA $1,480 $24 $(24 ) $161 $6 $(7 )
A 18,933 596 (423 ) 13,209 339 (927 )
Total $20,413 $620 $447 ) $13,370 $345 $0934 )

Certain of our derivative agreements with some of our counterparties contain credit-related triggers. If a counterparty's
credit rating fell below a certain level, we could request termination of the derivative at the then fair market value of
the derivative or demand immediate full collateralization for derivative instruments in net asset positions. Similarly, if
our credit rating were to fall below a certain level, the counterparties to the derivative instruments could request
termination of the derivative at the then fair market value of the derivative or demand immediate full collateralization
for derivative instruments in net liability positions.

The aggregate fair value of all derivative instruments with credit-risk-related contingent features that were in a net
liability position by counterparty were $18 million and $8 million for the Parent Company and Aflac, respectively, as
of June 30, 2013. In the normal course of business, the Parent Company and Aflac have posted collateral related to
these instruments of $10 million and $14 million, respectively, as of June 30, 2013. If the credit-risk-related
contingent features underlying these agreements had been triggered on June 30, 2013, we estimate that the Parent
Company would be required to post a maximum of $8 million of additional collateral and Aflac would not be required
to post any additional collateral to these derivatives counterparties.

Certain of our