UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549

FORM 10-Q

(Mark one)
M QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF
1934.

For the quarterly period ended September 30, 2011.
O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF
1934.

For the transition period from to
Commission file number 0-4604

CINCINNATI FINANCIAL CORPORATION

(Exact name of registrant as specified in its charter)
Ohio 31-0746871

(State or other jurisdiction of (I.R.S. Employer Identification No.)
incorporation or organization)

6200 S. Gilmore Road, Fairfield, Ohio 45014-5141

(Address of principal executive offices) (Zip code)

Registrant’s telephone number, including area code: (513) 870-2000

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or
15(d) of the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that
the registrant was required to file such reports), and (2) has been subject to such filing requirements for the
past 90 days.

|Z|Yes O no

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate
website, if any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of
Regulation S-T (§232.405 of this chapter) during the preceding 12 months (or for such shorter period that the
registrant was required to submit and post such files).

|Z|Yes |:| No

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a
non-accelerated filer or a smaller reporting company. See definition of “large accelerated filer,” “accelerated
filer” and “smaller reporting company" in Rule 12b-2 of the Exchange Act.
4] Large accelerated filer [ Accelerated filer L1 Non-accelerated filer L1 Smaller reporting company
(Do not check if a smaller reporting company)

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange
Act):

[ Yes |Z|No

As of October 24, 2011, there were 162,078,694 shares of common stock outstanding.

Cincinnati Financial Corporation Third-Quarter 2011 10-Q Page 1



CINCINNATI FINANCIAL CORPORATION
FORM 10-Q FOR THE QUARTER ENDED SEPTEMBER 30, 2011

TABLE OF CONTENTS

Part | = FIN@NCIAI INTOIMATION ..ottt s e s e s e e e s s e e e e e e s s e e s e e e sne e eane e saseeenneesaneeenneesaneeennnean 3
Item 1.  Financial StatementS (UNQUAITEA) ....ueeieiiieiiiiieiiiie e e cecireeeeeeseesisreeeeessessssssreeessesassssseesssesassssseseessssesssnssnseesssnnnen 3
Condensed Consolidated BalanCe SNEELS .......ccoveiiiierierie e re e s s e e se e e ne e e 3
Condensed Consolidated Statements Of INCOME ..o s s 4
Condensed Consolidated Statements of Shareholders’ EQUILY ...cuueereieerrecie s e ceee s e e e e e s e s e e e s e s e ane e 5
Condensed Consolidated Statements 0f Cash FIOWS .....cocciiiiiireiirereeeeecee e s s 6
Notes to Condensed Consolidated Financial Statements (UNAUAITEA)......ceeeiieicciimiireeieiecinrrieeeeeeecinnreee e e s seenneeeeeeseeenes 7
Iltem 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations .......cccccccveeu..... 20
ST 1= Pl o o] g S] =Y =T 0 01T o L SRS 20

T LA oo 18 o2 4o o PRSP 22
(OIS T U L1 SR B O 0T = o] o PP RPTRT 28
Liquidity @and Capital RESOUICES.......uuiiiiiieieeiiee ettt et e e et e s s st e e s e s e e e e s be e e s e ase e s s aseeeaeseeeseanseessanneeeanneeennans 46

L0 gL P LT € PRSP 49
Item 3.  Quantitative and Qualitative Disclosures about Market RiSK.......cccuuiicciiiiieei e ccceeree e e neeee e 50
FiX€A-MatUIILY INVESTMENTS ...ttt e e s e e e s be e s e ase e e s asee e e e aseeeseanseessanseeeanneeennans 50
EQUITY INVESTMENTS ... ceieee st s et et e et e s et e e et e e s ane e e e e ae e e e e aseeesaaneeeeesaeeeeaansees s snneeaaaseeesennnnessnnnneeansnennnns 53
Unrealized INVeStMENt GAINS AN LOSSES ...ccueiiuerarerieereeree e eeeeeeseese e e sssesseesee e e sseasneae e se e ennesneesse e sesanesnesnesaees 53
Iltem 4. CONrolS @Nd PrOCEAUIES ........ciiieeiieieeeeeess e s s e e ess e ne s e er e eseesse e e e s e s sesnesaeesaeeeneenneenesnreennennrenneeas 56
LT T O 1 a1 ) o ' =1 T o PP RN 56
(L= 0 0 T == £ T oo Y=o 1 =L 56
L= W ] o 0 PP P TSR 56
Iltem 2.  Unregistered Sales of Equity Securities and Use Of ProCeedS .......cccueereecierieceeeer e s e e e 56
Iltem 3. DefaultsS UPON SENIOT SECUITIES ....ueiiiiiiiiiietee ettt s e e e et e e s ese e s s ane e e e s se e e e s snnee e s nnes 56
ltem 4.  (REMOVED @NU RESEIVEX) ..ciiieiiiiiieieeieiiie ettt e st e st st e e st e e e s ase e s s sse e e e e st e e e e aaseessaaneeeesaseeeesanneessnnes 56
(=T 0 I T O € =T g oY o] g =[] o PO R PR 57
(=T 0 TG T = {1 o1 € PP PRR 57

Cincinnati Financial Corporation Third-Quarter 2011 10-Q Page 2



Part | — Financial Information

Item 1. Financial Statements (unaudited)
CINCINNATI FINANCIAL CORPORATION AND SUBSIDIARIES

CONDENSED CONSOLIDATED BALANCE SHEETS

(In millions except per share data) September 30, December 31,
2011 2010
ASSETS
Investments
Fixed maturities, at fair value (amortized cost: 2011—$8,179; 2010—$7,888) $ 8,854 $ 8,383
Equity securities, at fair value (cost: 2011—$2,132; 2010—$2,286) 2,609 3,041
Other invested assets 66 84
Total investments 11,529 11,508
Cash and cash equivalents 308 385
Investment income receivable 117 119
Finance receivable 75 73
Premiums receivable 1,107 1,015
Reinsurance receivable 714 572
Prepaid reinsurance premiums 15 18
Deferred policy acquisition costs 512 488
Land, building and equipment, net, for company use (accumulated depreciation: 229
2011—$368; 2010—$352) 228
Other assets 142 67
Separate accounts 665 621

Total assets

LIABILITIES
Insurance reserves
Loss and loss expense reserves
Life policy reserves
Unearned premiums
Other liabilities
Deferred income tax
Note payable
Long-term debt
Separate accounts
Total liabilities

Commitments and contingent liabilities (Note 10)

SHAREHOLDERS' EQUITY

Common stock, par value—$2 per share; (authorized: 2011 and 2010—500 million shares;
issued: 2011 and 2010—196 million shares)

Paid-in capital

Retained earnings

Accumulated other comprehensive income

Treasury stock at cost (2011—34 million shares and 2010—34 million shares)
Total shareholders' equity
Total liabilities and shareholders' equity

s__Tod12

15,095

$ 4,521 $ 4,200
2,179 2,034
1,657 1,553

519 556
191 260
104 49
790 790
665 621
10,626 10,063
393 393
1,098 1,091
3,816 3,980
703 769
(1,224) (1,201)
4,786 5032

s__1od12_

$ 15,095

Accompanying notes are an integral part of these condensed consolidated financial statements.
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CINCINNATI FINANCIAL CORPORATION AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF INCOME

(In millions except per share data)

Three months ended September 30,

Nine months ended September 30,

2011 2010 2011 2010
REVENUES
Earned premiums $ 812 784 $ 2,367 $ 2,299
Investment income, net of expenses 130 128 393 388
Fee revenues 1 1 3 3
Other revenues 3 3 8 6
Realized investment gains (losses), net:
Other-than-temporary impairments on fixed maturity securities 3) 1) 3) 3)
Other-than-temporary impairments on fixed maturity securities
transferred to other comprehensive income ) ) ) )
Other realized investment gains, net 1 156 80 143
Total realized investment gains (losses), net (2) 155 77 140
Total revenues 944 1,071 2,848 2,836
BENEFITS AND EXPENSES
Insurance losses and policyholder benefits 656 575 2,032 1,686
Underwriting, acquisition and insurance expenses 260 258 772 772
Other operating expenses 4 4 14 11
Interest expense 13 13 40 40
Total benefits and expenses 933 850 2,858 2,509
INCOME (LOSS) BEFORE INCOME TAXES 11 221 (10) 327
PROVISION (BENEFIT) FOR INCOME TAXES
Current 17 59 9) 84
Deferred (25) 6 (33) (8)
Total provision (benefit) for income taxes (8) 65 (42) 76
NET INCOME $ 19 156 $ 32 $ 251
PER COMMON SHARE
Net income—basic $ 0.12 0.95 $ 0.20 $ 1.54
Net income—diluted 0.12 0.95 0.20 1.53
Accompanying notes are an integral part of these condensed consolidated financial statements.
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CINCINNATI FINANCIAL CORPORATION AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ EQUITY

(In millions) Accumulated Total

Common Stock Other Share-

Outstanding Retained Comprehensive  Treasury holders'

Shares Amount Earnings Income Stock Equity
Balance December 31, 2009 162 $ 393 3,862 $ 624 $ (1,200) $ 4,760
Net income - - 251 - - 251
Other comprehensive income, net - - - 190 - 190
Total comprehensive income 441
Dividends declared - - (194) - - (194)
Stock options exercised 1 - - - 3 1
Stock-based compensation - - - - - 9
Purchases - - - - (10) (10)
Other - - - - 4 3
Balance September 30, 2010 163 $ 393 % 3919 % 814 $ (1,203) $ 5,010
Balance December 31, 2010 163 $ 393 3,980 $ 769 $ (1,201) $ 5,032
Net income - - 32 - - 32
Other comprehensive loss, net - - - (66) - (66)
Total comprehensive loss (34)
Dividends declared - - (196) - - (196)
Stock options exercised - - - - 3 )
Stock-based compensation - - - - - 10
Purchases 1) - - - (30) (30)
Other - - - - 4 6
Balance September 30, 2011 162_$ 393 3816 $ 703 $ (1,224) $ 4,786

Accompanying notes are an integral part of these condensed consolidated financial statements.
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CINCINNATI FINANCIAL CORPORATION AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(In millions) Nine months ended September 30,
2011 2010
CASH FLOWS FROM OPERATING ACTIVITIES
Net income $ 32 $ 251
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation, amortization and other non-cash items 38 30
Realized gains on investments (77) (140)
Stock-based compensation 10 9
Interest credited to contract holders 38 33
Deferred income tax benefit (33) (8)
Changes in:
Investment income receivable 2 4
Premiums and reinsurance receivable (231) 81
Deferred policy acquisition costs (33) (19)
Other assets 1) (2)
Loss and loss expense reserves 321 83
Life policy reserves 89 86
Unearned premiums 104 64
Other liabilities (49) (27)
Current income tax receivable/payable (62) (28)
Net cash provided by operating activities 148 417
CASH FLOWS FROM INVESTING ACTIVITIES
Sale of fixed maturities 47 136
Call or maturity of fixed maturities 592 757
Sale of equity securities 410 128
Collection of finance receivables 23 21
Purchase of fixed maturities (934) (1,145)
Purchase of equity securities (179) (276)
Change in short-term investments, net - 7
Investment in buildings and equipment, net (12) (14)
Investment in finance receivables (23) @17
Change in other invested assets, net 5 1
Net cash used in investing activities (711) (402)
CASH FLOWS FROM FINANCING ACTIVITIES
Payment of cash dividends to shareholders (191) (189)
Purchase of treasury shares (30) (10)
Increase in notes payable 55 -
Contract holders' funds deposited 81 130
Contract holders' funds withdrawn (64) (53)
Excess tax benefits on share-based compensation 3 1
Other (8) (6)
Net cash used in financing activities (154) (127)
Net change in cash and cash equivalents (77) (112)
Cash and cash equivalents at beginning of year 385 557
Cash and cash equivalents at end of period $ 308 $ 445
Supplemental disclosures of cash flow information:
Interest paid $ 27 $ 27
Income taxes paid 53 113
Non-cash activities:
Conversion of securities $ - $ 5
Equipment acquired under capital lease obligations 24 -

Accompanying notes are an integral part of these condensed consolidated financial statements.
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (unaudited)

NOTE 1 — ACCOUNTING POLICIES

The condensed consolidated financial statements include the accounts of Cincinnati Financial Corporation and
its consolidated subsidiaries, each of which is wholly owned. These statements are presented in conformity
with accounting principles generally accepted in the United States of America (GAAP). All intercompany
balances and transactions have been eliminated in consolidation.

The preparation of financial statements in conformity with GAAP requires us to make estimates and
assumptions that affect amounts reported in the financial statements and accompanying notes. Our actual
results could differ from those estimates. The December 31, 2010, condensed consolidated balance sheet
amounts are derived from the audited financial statements but do not include all disclosures required by GAAP.

Our September 30, 2011, condensed consolidated financial statements are unaudited. Certain financial
information that is included in annual financial statements prepared in accordance with GAAP is not required
for interim reporting and has been condensed or omitted. We believe that we have made all adjustments,
consisting only of normal recurring accruals, that are necessary for fair presentation. These condensed
consolidated financial statements should be read in conjunction with our consolidated financial statements
included in our 2010 Annual Report on Form 10-K. The results of operations for interim periods do not
necessarily indicate results to be expected for the full year.

Adopted Accounting Updates

ASU 2010-06, Fair Value Measurements and Disclosures

In January 2010, the Financial Accounting Standards Board (FASB) issued Accounting Standards Update (ASU)
2010-06, Fair Value Measurements and Disclosures. ASU 2010-06 applies to all entities that are required to
make disclosures about recurring or nonrecurring fair value measurements. ASU 2010-06 requires separate
disclosures of the activity in the Level 3 category related to any purchases, sales, issuances and settlements
on a gross basis. The effective date of these separate disclosures is for interim and annual periods beginning
after December 15, 2010. This portion of ASU 2010-06 does not have a material impact on our company’s
financial position, cash flows or results of operations as it focuses on additional disclosures.

ASU 2010-15, How Investments Held through Separate Accounts Affect an Insurer’s
Consolidation Analysis of Those Investments

In April 2010, the FASB issued ASU 2010-15, How Investments Held through Separate Accounts Affect an
Insurer’s Consolidation Analysis of Those Investments. ASU 2010-15 applies to all insurance entities that
have separate accounts that meet the definition and requirements set forth in the Accounting Standards
Codification Manual. ASU 2010-15 clarifies that an insurance entity should not consider any separate account
interests held for the benefit of contract holders in an investment to be the insurer’s interests. The insurance
entity should not combine those interests with its general account interest in the same investment when
assessing the investment for consolidation. The insurance entity may combine those interests when the
separate account interests are held for the benefit of a related-party policyholder as defined in the Variable
Interest Subsections of the Consolidation topic in the Codification Manual. The effective date of the
amendments in this update is for interim and annual periods beginning after December 15, 2010, with early
adoption permitted. The amendments in this update do not modify the disclosures currently required by GAAP
and do not have a material impact on our company’s financial position, cash flows or results of operations.

Pending Accounting Updates

ASU 2010-26, Accounting for Costs Associated with Acquiring or Renewing Insurance
Contracts

In October 2010, the FASB issued ASU 2010-26, Accounting for Costs Associated with Acquiring or Renewing
Insurance Contracts. ASU 2010-26 modifies the definitions of the type of costs incurred by insurance entities
that can be capitalized in the successful acquisition of new and renewal contracts. ASU 2010-26 requires
capitalization of incremental direct costs of successful contract acquisition as well as certain costs related to
underwriting, policy issuance and processing, medical and inspection and sales force contract selling for
successful contract acquisition. These incremental direct costs and other costs are those that are essential to
the contract transaction and would not have been incurred had the contract transaction not occurred. The
effective date of ASU 2010-26 is for interim and annual reporting periods beginning after December 15, 2011.
We plan to adopt ASU 2010-26 retrospectively. We estimate that at September 30, 2011, approximately
$100 million of the total $512 million deferred acquisition costs asset is subject to further analysis to
determine what can continue to be capitalized. We estimate $35-65 million of the $100 million may relate to
successful acquisition of new and renewal contracts and will be deferrable and capitalized. The ASU has not
yet been adopted, and we will report at December 31, 2011, the impact it will have on our company’s financial
position, cash flows or results of operations.
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ASU 2011-04, Fair Value Measurements, Amendments to Achieve Common Fair Value
Measurement and Disclosure Requirements in U.S. GAAP and IFRS

In May 2011, the FASB issued ASU 2011-04, Fair Value Measurements, Amendments to Achieve Common Fair
Value Measurement and Disclosure Requirements in U.S. GAAP and International Financial Reporting
Standards (IFRS). The ASU converges fair value measurement and disclosures among U.S. GAAP and IFRS. ASU
2011-04 changes certain fair value measurement principles and expands disclosure requirements, particularly
for Level 3 inputs. The ASU is effective for interim and annual periods beginning after December 15, 2011, and
should be applied prospectively. The ASU has not yet been adopted and will not have a material impact on our
company’s financial position, cash flows or results of operations.

ASU 2011-05, Presentation of Comprehensive Income

In June 2011, the FASB issued ASU 2011-05, Presentation of Comprehensive Income. ASU 2011-05 requires
entities to present the total of comprehensive income, the components of net income, and the components of
other comprehensive income either in a single continuous statement of comprehensive income or in two
separate but consecutive statements. The ASU is effective for interim and annual reporting periods beginning
after December 15, 2011, and should be applied prospectively. The ASU has not yet been adopted and will not
have a material impact on our company'’s financial position, cash flows or results of operations, as it relates to
modified presentation of existing financial statements.

NOTE 2 — INVESTMENTS

Fixed maturities (bonds and redeemable preferred stocks) and equity securities (common and non-redeemable
preferred stocks) have been classified as available for sale and are stated at fair values at

September 30, 2011, and December 31, 2010. Realized gains and losses on investments are recognized in
earnings on a specific identification basis.

The change in unrealized gains and losses, net of taxes, described in the following table, is included in other
comprehensive income and shareholders’ equity.

(In millions) Three months ended September 30, Nine months ended September 30,
2011 2010 2011 2010

Change in unrealized gains and losses summary:
Fixed maturities $ 76 $ 198 $ 180 $ 407
Equity securities (379) 85 (278) (105)
Adjustment to deferred acquisition costs and life policy reserves @) (11) (11) (18)
Pension obligations 1 - 3 1
Other 1 2 4 7
Income taxes on above 108 (96) 36 (102)
Total $ (200) $ 178 $ (66) $ 190
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The following table analyzes cost or amortized cost, gross unrealized gains, gross unrealized losses and

fair value for our investments, along with the amount of cumulative non-credit other-than-temporary
impairment (OTTI) losses transferred to accumulated other comprehensive income (AOCI) in accordance with
ASC 320-10-65, Recognition and Presentation of Other-Than-Temporary Impairments, for securities that also

had a credit impairment:

(In millions) Cost or
amortized Gross unrealized Fair OTTlin
At September 30, 2011 cost gains losses value AOCI
Fixed maturities:
States, municipalities and political subdivisions $ 3,020 $ 220 $ 13 3,239 $ -
Convertibles and bonds with warrants attached 69 - - 69 -
United States government 6 1 - 7 -
Government-sponsored enterprises 217 - - 217 -
Foreign government 3 - - 3 -
Corporate securities 4,864 472 17 5,319 -
Subtotal 8,179 693 18 8,854 $ -
Equity securities:
Common equities 2,057 548 96 2,509
Preferred equities 75 26 1 100
Subtotal 2,132 574 97 2,609 NA
Total $ 10311 $ 1267 $ 115 $ 11,463
At December 31, 2010
Fixed maturities:
States, municipalities and political subdivisions $ 3,043 $ 110 $ 10 $ 3,143 $ -
Convertibles and bonds with warrants attached 69 - - 69 -
United States government 4 1 - 5 -
Government-sponsored enterprises 201 - 1 200 -
Foreign government 3 - - 3 -
Corporate securities 4,568 404 9 4,963 -
Subtotal 7,888 515 20 8,383 $ -
Equity securities:
Common equities 2,211 757 28 2,940
Preferred equities 75 27 1 101
Subtotal 2,286 784 29 3,041 NA
Total $ 10,174 $ 1,299 $ 49 $ 11,424

The unrealized investment gains at September 30, 2011, were largely due to a net gain position in our fixed
maturity portfolio of $675 million and a net gain position in our common stock portfolio of $452 million. The
net unrealized investment gains in our fixed maturity portfolio are primarily composed of $455 million in
unrealized gains from the corporate bond portfolio and $219 million in net unrealized gains from the municipal
bond portfolio. The primary contributors to the net gain position in the common stock portfolio were

Exxon Mobil Corporation (NYSE:XOM), The Procter & Gamble Company (NYSE:PG) and Chevron Corporation
(NYSE:CVX) common stock, which had a combined net gain position of $251 million.

Of the 182 holdings with fair value below cost or amortized cost at September 30, 2011, the three largest
contributors to the $115 million unrealized losses were equity securities. The fair value of these three

securities was $125 million, and they accounted for $55 million in unrealized losses. Two securities have
traded below cost for less than six months. One security has traded below cost for less than nine months.

Management reviews quantitative measurements such as a declining trend in fair value, the extent of the fair
value decline and the length of time the value of the security has been depressed, as well as qualitative
measures such as pending events, credit ratings and issuer liquidity when analyzing for other-than-temporary
declines in value. Non-cash charges to income, as realized investment losses, are recorded when it is
determined the value will not be recovered within a designated recovery period.

At September 30, 2011, we had $69 million fair value of hybrid securities included in fixed maturities that
follow ASC 815-15-25, Accounting for Certain Hybrid Financial Instruments. The hybrid securities are carried at
fair value, and the changes in fair value are included in realized investment gains and losses.
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The table below provides fair values and unrealized losses by investment category and by the duration of the
securities’ continuous unrealized loss position:

(In millions) Less than 12 months 12 months or more Total
Fair Unrealized Fair Unrealized Fair Unrealized
At September 30, 2011 value losses value losses value losses
Fixed maturities:
States, municipalities and political subdivisions $ 17 $ 18 6 $ - $ 23 $ 1
United States government 1 - - - 1 -
Government-sponsored enterprises 70 - - - 70 -
Corporate securities 448 14 28 3 476 17
Subtotal 536 15 34 3 570 18
Equity securities:
Common equities 571 96 - - 571 96
Preferred equities 8 - 18 1 26 1
Subtotal 579 96 18 1 597 97
Total $ 1,115 $ 111 $ 52 $ 43 1,167 _$ 115

At December 31, 2010

Fixed maturities:

States, municipalities and political subdivisions $ 325 $ 9 % 9% 18 334 $ 10
Government-sponsored enterprises 133 1 - - 133 1
Corporate securities 354 6 39 3 393 9
Subtotal 812 16 48 4 860 20
Equity securities:
Common equities 337 28 - - 337 28
Preferred equities 5 - 23 1 28 1
Subtotal 342 28 23 1 365 29
Total $ 1,154 $ 44 $ 71 $ 5% 1,225 $ 49

For the three months ended September 30, 2011, the net realized loss of $2 million includes $19 million in
gross realized gains and $17 million in gross realized losses from sales of securities. For the three months
ended September 30, 2010, the net realized gain of $155 million includes $148 million in gross realized gains
and less than $1 million in gross realized losses from sales of securities. For the nine months ended
September 30, 2011, the net realized gain of $77 million includes $136 million in gross realized gains and
$35 million in gross realized losses from sales of securities. For the nine months ended September 30, 2010,
the net realized gain of $140 million includes $177 million in gross realized gains and $12 million in gross
realized losses from sales of securities.

Other-than-temporary Impairment Charges

During the three and nine months ended September 30, 2011, there were no credit losses on fixed-maturity
securities for which a portion of OTTI has been recognized in other comprehensive income. The following table
provides the amount of OTTI charges for the three and nine months ended September 30, 2011:

(In millions) Three months ended September 30, Nine months ended September 30,
2011 2010 2011 2010
Fixed maturities $ 33 13 3$ 3
Equity securities - - 30 33
Total $ 3 3 19 33_ % 36

During the quarter ended September 30, 2011, we impaired four fixed-maturity securities for $3 million. At
September 30, 2011, 13 fixed-maturity investments with a total unrealized loss of $3 million had been in an
unrealized loss position for 12 months or more, but none were trading below 70 percent of amortized cost. At
September 30, 2011, two equity securities with a total unrealized loss of $1 million had been in an unrealized
loss position for 12 months or more, but none were trading below 70 percent of amortized cost.

At December 31, 2010, 17 fixed-maturity investments with a total unrealized loss of $4 million had been in an
unrealized loss position for 12 months or more. Of that total, no fixed maturity investments were trading below
70 percent of amortized cost. Three equity investments with a total unrealized loss of $1 million had been in
an unrealized loss position for 12 months or more as of December 31, 2010. Of that total, no equity
investments were trading below 70 percent of amortized cost.
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NOTE 3 - FAIR VALUE MEASUREMENTS
Fair Value Hierarchy

In accordance with accounting guidance for fair value measurements and disclosures, we categorized our
financial instruments, based on the priority of the observable and market-based data for the valuation
technique used, into a three-level fair value hierarchy. The fair value hierarchy gives the highest priority to
quoted prices with readily available independent data in active markets for identical assets or liabilities
(Level 1) and the lowest priority to unobservable market inputs (Level 3). When various inputs for
measurement fall within different levels of the fair value hierarchy, the lowest observable input that has a
significant impact on fair value measurement is used. Our valuation techniques have not changed from those
used at December 31, 2010, and ultimately management determines fair value.

Financial instruments are categorized based upon the following characteristics or inputs to the
valuation techniques:

e Level 1 - Financial assets and liabilities for which inputs are observable and are obtained from reliable
quoted prices for identical assets or liabilities in active markets. This is the most reliable fair value
measurement and includes, for example, active exchange-traded equity securities.

e Level 2 - Financial assets and liabilities for which values are based on quoted prices in markets that are
not active or for which values are based on similar assets and liabilities that are actively traded. This also
includes pricing models for which the inputs are corroborated by market data.

e Level 3 - Financial assets and liabilities for which values are based on prices or valuation techniques that
require inputs that are both unobservable and significant to the overall fair value measurement. Level 3
inputs include the following;:

0 Quotes from brokers or other external sources that are not considered binding;

0 Quotes from brokers or other external sources where it cannot be determined that market participants
would in fact transact for the asset or liability at the quoted price; or

0 Quotes from brokers or other external sources where the inputs are not deemed observable.

We conduct a thorough review of fair value hierarchy classifications on a quarterly basis. Reclassification of
certain financial instruments may occur when input observability changes. As noted below in the Level 3
disclosure table, reclassifications are reported as transfers in or out of the Level 3 category as of the beginning
of the quarter in which the reclassification occurred.
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The following tables illustrate the fair value hierarchy for those assets measured at fair value on a recurring
basis at September 30, 2011, and December 31, 2010. We do not have any material liabilities carried at fair
value. There were no significant transfers between Level 1 and Level 2.

Fair Value Disclosures for Assets

(In'millions) Asset fair value measurements at September 30, 2011 using:
Quoted prices in Significant
active markets for Significant other unobservable
identical assets observable inputs inputs
(Level 1) (Level 2) (Level 3) Total
Fixed maturities, available for sale:
States, municipalities and political subdivisions $ - $ 3,236 $ 3$ 3,239
Convertibles and bonds with warrants attached - 69 - 69
United States government 7 - - 7
Government-sponsored enterprises - 217 - 217
Foreign government - 3 - 3
Corporate securities - 5,297 22 5,319
Subtotal 7 8,822 25 8,854
Common equities, available for sale 2,509 - - 2,509
Preferred equities, available for sale - 94 6 100
Taxable fixed maturities separate accounts - 631 - 631
Top Hat Savings Plan 7 - - 7
Total $ 2523 $ 9547 $ 31 $ 12,101
(In'millions) Asset fair value measurements at December 31, 2010 using:
Quoted prices in Significant
active markets for Significant other unobservable
identical assets observable inputs inputs
(Level 1) (Level 2) (Level 3) Total
Fixed maturities, available for sale:
States, municipalities and political subdivisions $ - $ 3,139 $ 4% 3,143
Convertibles and bonds with warrants attached - 69 - 69
United States government 5 - - 5
Government-sponsored enterprises - 200 - 200
Foreign government - 3 - 3
Corporate securities - 4,943 20 4,963
Subtotal 5 8,354 24 8,383
Common equities, available for sale 2,940 - - 2,940
Preferred equities, available for sale - 96 5 101
Taxable fixed maturities separate accounts - 606 2 608
Top Hat Savings Plan 9 - - 9
Total $ 2,954 $ 9,056 _$ 31 % 12,041

Each financial instrument that was deemed to have significant unobservable inputs when determining
valuation is identified in the tables below by security type with a summary of changes in fair value as of
September 30, 2011. Total Level 3 assets continue to be less than 1 percent of financial assets

measured at fair value. At September 30, 2011, total fair value of assets priced with broker quotes and other
non-observable market inputs for the fair value measurements and disclosures was $31 million.
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The following table provides the change in Level 3 assets for the three months ended September 30, 2011.
Level 3 corporate fixed-maturity securities increased by $7 million as one security was purchased for

$8 million, two securities totaling $8 million were transferred into Level 2 and one security totaling $7 million
was transferred into Level 3. There were no other significant changes to Level 3 assets during this period.

(In millions) Asset fair value measurements using significant unobservable inputs (Level 3)
States,
municipalities and
Corporate Taxable fixed political
fixed maturities- subdivisions fixed Preferred
maturities separate accounts maturities equities Total
Beginning balance, June 30, 2011 $ 15 $ - $ 4 $ 7% 26
Total gains or losses (realized/unrealized):
Included in earnings (or changes in net assets) - - - - -
Included in other comprehensive income - - - 1) 1)
Purchases 8 - - - 8
Sales - - 1) - (1)
Transfers into Level 3 7 - - - 7
Transfers out of Level 3 (8) - - - (8)
Ending balance, September 30, 2011 $ 22 $ - $ 3% 6 $ 31

(In millions) Asset fair value measurements using significant unobservable inputs (Level 3)
States,
municipalities and
Corporate Taxable fixed political
fixed maturities- subdivisions fixed Preferred
maturities separate accounts maturities equities Total
Beginning balance, June 30, 2010 $ 23 $ - $ 4 $ 5% 32
Total gains or losses (realized/unrealized):
Included in earnings (or changes in net assets) - - - - -
Included in other comprehensive income 1 - - - 1
Purchases, sales, issuances, and settlements (4) 2 - - 2)
Transfers in and/or out of Level 3 1 - - - 1
Ending balance, September 30, 2010 $ 21 $ 2 $ 4 3% 5% 32
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The following table provides the change in Level 3 assets for the nine months ended September 30, 2011.
Level 3 corporate fixed-maturity securities increased $2 million for the nine months ended

September 30, 2011. The change in corporate fixed-maturity securities resulted from the transfer of

five securities totaling $20 million into Level 2, two securities totaling $7 million transferred into Level 3 and

the purchase of two securities totaling $15 million. There were no other significant changes to Level 3 assets

during this period.

(In millions) Asset fair value measurements using significant unobservable inputs (Level 3)
States,
municipalities and
Corporate Taxable fixed political
fixed maturities- subdivisions fixed Preferred
maturities separate accounts maturities equities Total
Beginning balance, December 31, 2010 $ 20 $ 23 4 $ 5% 31

Total gains or losses (realized/unrealized):
Included in earnings (or changes in net assets) - - - -
Included in other comprehensive income - - - -

Purchases 15 - - - 15
Sales - - 1) - 1)
Transfers into Level 3 7 - - 1 8
Transfers out of Level 3 (20) (2) - - (22)
Ending balance, September 30, 2011 $ 22 3% - $ 3% 6 $ 31
(In millions) Asset fair value measurements using significant unobservable inputs (Level 3)
Taxable Taxable fixed
fixed maturities- Tax-exempt fixed Preferred
maturities separate accounts maturities equities Total
Beginning balance, December 31, 2009 $ 27 % - $ 4 $ 5% 36
Total gains or losses (realized/unrealized):
Included in earnings (or changes in net assets) - - - - -
Included in other comprehensive income 1 - - - 1
Purchases, sales, issuances, and settlements 2) 2 - - -
Transfers in and/or out of Level 3 (5) - - - (5)
Ending balance, September 30, 2010 $ 21 $ 2 $ 4 $ 5 $ 32

Fair Value Disclosure for Senior Debt and Life Insurance Assets and Liabilities
The disclosures below are presented to provide timely information about the effects of current market

conditions on financial instruments that are not reported at fair value in our condensed consolidated financial

statements.
This table summarizes the amortized cost and principal amounts of our long-term debt:
(In millions) Book value Principal amount
September 30, December 31,  September 30,  December 31,
Interest rate  Year of issue 2011 2010 2011 2010

6.900% 1998 Senior debentures, due 2028 $ 28 $ 28 $ 28 % 28
6.920% 2005 Senior debentures, due 2028 391 391 391 391
6.125% 2004 Senior notes, due 2034 371 371 374 374
Total $ 790 $ 790 $ 793 $ 793

The fair value of our senior debt approximated $815 million at September 30, 2011, compared with

$783 million at year-end 2010. Fair value was determined under the fair value measurements and disclosure

accounting rules based on market pricing of similar debt instruments that are actively trading. Fair value can
vary with macroeconomic conditions. Regardless of the fluctuations in fair value, the outstanding principal
amount of our long-term debt is $793 million. None of the long-term debt is encumbered by rating triggers.
Also, we have one variable rate note payable with outstanding principal amount of $104 million, which

approximates fair value. The additional $55 million in short-term borrowing in the third quarter was primarily to

fund share repurchases using our relatively low-cost source of borrowing.
The fair value of life policy loans outstanding principal and interest approximated $41 million, compared with

amortized cost of $38 million reported in the condensed consolidated balance sheets at September 30, 2011.

The fair value of life policy loans outstanding principal and interest approximated $46 million, compared with
amortized cost of $40 million reported in the consolidated balance sheets at December 31, 2010.

Life reserves and liabilities for deferred annuities and other investment contracts were $1.017 billion and
$930 million at September 30, 2011, and December 31, 2010, respectively. Fair value for these deferred
annuities and investment contracts was $923 million and $933 million at September 30, 2011, and
December 31, 2010, respectively. Fair values of liabilities associated with certain investment contracts are
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calculated based upon internally developed models because active, observable markets do not exist for those
items. To determine the fair value, we make the following significant assumptions: (1) the discount rates used
to calculate the present value of expected payments are the risk-free spot rates plus an A3 rated bond spread
for financial issuers at September 30, 2011, to account for non-performance risk; (2) the rate of interest
credited to policyholders is the portfolio net earned interest rate less a spread for expenses and profit; and
(3) additional lapses occur when the credited interest rate is exceeded by an assumed competitor credited
rate, which is a function of the risk-free rate of the economic scenario being modeled.

NOTE 4 — PROPERTY CASUALTY LOSS AND LOSS EXPENSES
This table summarizes activity for our consolidated property casualty loss and loss expense reserves:

(In millions) Three months ended September 30, Nine months ended September 30,
2011 2010 2011 2010
Gross loss and loss expense reserves, beginning of period $ 4479 $ 4131 $ 4137 $ 4,096
Less reinsurance receivable 508 311 326 435
Net loss and loss expense reserves, beginning of period 3,971 3,820 3,811 3,661
Net incurred loss and loss expenses related to:
Current accident year 675 592 2,115 1,731
Prior accident years (68) (61) (221) (174)
Total incurred 607 531 1,894 1,557
Net paid loss and loss expenses related to:
Current accident year 360 308 878 641
Prior accident years 205 196 814 730
Total paid 565 504 1,692 1,371
Net loss and loss expense reserves, end of period 4,013 3,847 4,013 3,847
Plus reinsurance receivable 450 319 450 319
Gross loss and loss expense reserves, end of period $ 4,463 $ 4,166 $ 4,463 $ 4,166

We use actuarial methods, models and judgment to estimate, as of a financial statement date, the property
casualty loss and loss expense reserves required to pay for and settle all outstanding insured claims, including
incurred but not reported (IBNR) claims. The actuarial estimate is subject to review and adjustment by an inter-
departmental committee that includes actuarial management, who is familiar with relevant company and
industry business, claims and underwriting trends, as well as general economic and legal trends, that could
affect future loss and loss expense payments.

We decreased the provision for prior accident years’ incurred loss and loss expenses primarily due to reduced
volatility in paid losses and reduced volatility in projections of future calendar year trends and favorable case
reserve development. Favorable incurred development in prior accident years occurred mostly in the
commercial lines casualty line of business and has had similar trends in the past two years, with approximately
60 percent coming from the most recent prior accident year in each nine-month period above. The reserve

for loss and loss expenses in the condensed consolidated balance sheets also includes $58 million

at September 30, 2011, and $59 million at September 30, 2010, for certain life and health loss and loss
expense reserves.

NOTE 5 - DEFERRED ACQUISITION COSTS

The expenses associated with issuing insurance policies - primarily commissions, premium taxes and
underwriting costs - are deferred and amortized over the terms of the policies. We update our acquisition cost
assumptions periodically to reflect actual experience, and we evaluate our deferred acquisition costs for
recoverability. The table below shows the deferred policy acquisition costs and asset reconciliation, including
the amortized deferred policy acquisition costs.

(In millions) Three months ended September 30, Nine months ended September 30,
2011 2010 2011 2010
Deferred policy acquisition costs asset, beginning of period $ 511 $ 485 $ 488 $ 481
Capitalized deferred policy acquisition costs 182 168 543 510
Amortized deferred policy acquisition costs a77) (167) (510) (492)
Amortized shadow deferred policy acquisition costs (4) (17) (9) (30)
Deferred policy acquisition costs asset, end of period $ 512 $ 469 $ 512 $ 469

There were no premium deficiencies recorded in the reported condensed consolidated statements of income,
as the sum of the anticipated loss and loss adjustment expenses, policyholder dividends, maintenance
expenses and underwriting expenses did not exceed the related unearned premiums and anticipated
investment income.
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NOTE 6 — LIFE PoLICY RESERVES

We establish the reserves for traditional life insurance policies based on expected expenses, mortality,
morbidity, withdrawal rates and investment yields, including a provision for uncertainty. Once these
assumptions are established, they generally are maintained throughout the lives of the contracts. We use both
our own experience and industry experience, adjusted for historical trends, in arriving at our assumptions for
expected mortality, morbidity and withdrawal rates as well as for expected expenses. We base our assumptions
for expected investment income on our own experience adjusted for current economic conditions.

We establish reserves for the company’s universal life, deferred annuity and investment contracts equal to the
cumulative account balances, which include premium deposits plus credited interest less charges and
withdrawals. Some of our universal life policies contain no-lapse guarantee provisions. For these policies,

we establish a reserve in addition to the account balance, based on expected no-lapse guarantee benefits and
expected policy assessments.

(In millions) September 30, December 31,
2011 2010

Ordinary/traditional life $ 671 $ 628
Universal life 474 459
Deferred annuities 819 730
Investment contracts 198 200
Other 17 17

Total gross reserves $ 2179 $ 2,034

NOTE 7 — REINSURANCE

Our condensed consolidated statements of income include earned consolidated property casualty insurance
premiums on assumed and ceded business:

(In millions) Three months ended September 30, Nine months ended September 30,
2011 2010 2011 2010
Direct earned premiums $ 817 $ 782 3% 2,404 $ 2,295
Assumed earned premiums 3 3 10 8
Ceded earned premiums (51) (42) (170) (124)
Net earned premiums $ 769 % 743 % 2244 % 2,179

Changes in 2011 ceded earned premiums compared with prior periods are related to earned reinstatement
premiums as a result of the increase in catastrophe losses that occurred in the second quarter of 2011.

Our condensed consolidated statements of income include incurred consolidated property casualty insurance
loss and loss expenses on assumed and ceded business:

(In millions) Three months ended September 30, Nine months ended September 30,
2011 2010 2011 2010
Direct incurred loss and loss expenses $ 649 $ 549 $ 2,157 $ 1,526
Assumed incurred loss and loss expenses 8 3 28 8
Ceded incurred loss and loss expenses (50) (21) (291) 23
Net incurred loss and loss expenses $ 607 _$ 531 % 1894 $ 1,557

Changes in 2011 ceded loss and loss expenses compared with prior periods are related to our increase in
catastrophe losses that resulted in increased ceding to our reinsurers in the second and third quarters
of 2011.

Largely because of a $33 million reduction in ceded reserves, total ceded incurred loss and loss expenses for
the nine months ended September 30, 2010, increased net incurred loss and loss expenses by $23 million.
This reserve reduction occurred in our USAIG pool, as discussed in our Annual Report on Form 10-K, Item 1A,
Risk Factors, Page 28. Direct reserves were correspondingly reduced by $33 million, so there was no effect on
net incurred loss and loss adjustment expenses.

Our condensed consolidated statements of income include earned life insurance premiums on
ceded business:

(In millions) Three months ended September 30, Nine months ended September 30,
2011 2010 2011 2010
Direct earned premiums $ 57 % 53 3% 162 $ 157
Assumed earned premiums - - - -
Ceded earned premiums (14) (12) (39) (37)
Net earned premiums $ 43 ' $ 41 3 123 % 120
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Our condensed consolidated statements of income include life insurance contract holders’ benefits incurred
on ceded business:

(In millions) Three months ended September 30, Nine months ended September 30,
2011 2010 2011 2010
Direct contract holders' benefits incurred $ 58 $ 59 % 167 $ 173
Assumed contract holders' benefits incurred - - - -
Ceded contract holders' benefits incurred (9) (15) (29) (44)
Net incurred loss and loss expenses $ 49 $ 14 $ 138 $ 129

NOTE 8 - EMPLOYEE RETIREMENT BENEFITS

The following summarizes the components of net periodic costs for our qualified and supplemental
pension plans:

(In millions) Three months ended September 30, Nine months ended September 30,
2011 2010 2011 2010
Service cost $ 3$ 23 8 $ 7
Interest cost 4 3 11 10
Expected return on plan assets O] ®3) (12) (10)
Amortization of actuarial loss and prior service cost 1 1 3 2
Net periodic benefit cost $ 4 $ 3s 10 % 9

See our 2010 Annual Report on Form 10-K, Item 8, Note 13, Employee Retirement Benefits, Page 121 for
information on our retirement benefits. We made matching contributions of $2 million to our 401(k) savings
plan during the third quarter of 2011 and 2010 and contributions of $6 million for the first nine months of
2011 and 2010.

We contributed $35 million to our qualified pension plan during the first quarter of 2011. We do not anticipate
further contributions to our qualified pension plan during the remainder of 2011.

NOTE 9 - SToCcK-BASED ASSOCIATE COMPENSATION PLANS

We currently have four equity compensation plans that permit us to grant various types of equity awards. We
currently grant incentive stock options, non-qualified stock options, service-based restricted stock units and
performance-based restricted stock units, including some with market-based performance objectives, under
our shareholder-approved plans. We also have a Holiday Stock Plan that permits annual awards of one share
of common stock to each full-time associate for each full calendar year of service up to a maximum of

10 shares. One of our equity compensation plans permits us to grant stock to our outside directors as a
component of their annual compensation. For additional information about our equity compensation plans,
see our 2010 Annual Report on Form 10-K, Item 8, Note 17, Stock-Based Associate Compensation Plans,
Page 125.

A total of 16.9 million shares are authorized to be granted under the shareholder-approved plans.
At September 30, 2011, 4.4 million shares were available for future issuance under the plans.

Stock-Based Awards

During the first quarter of 2011, we granted 24,492 shares of common stock to our directors for 2010 board
service fees. Stock-based awards were granted to associates during the first and second quarters of 2011 and
are summarized in the tables below. Stock-based compensation cost after tax was $2 million for both the
three months ended September 30, 2011 and 2010, and $7 million and $6 million for the nine months ended
September 30, 2011 and 2010, respectively.

As of September 30, 2011, $18 million of unrecognized compensation costs related to non-vested awards is
expected to be recognized over a weighted-average period of 2.0 years.

Here is a summary of option information:

(Shares in thousands) Weighted-
average
Shares exercise price
Outstanding at January 1, 2011 9,690 $ 36.59
Granted 891 33.98
Exercised (24) 26.87
Forfeited or expired (1,155) 33.85

Outstanding at September 30, 2011 36.71

9,402
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Here is a summary of restricted stock unit information:

(Shares in thousands) Weighted-average Weighted-average
Service-based grant-date fair Performance-based grant-date fair
nonvested shares value nonvested shares value
Nonvested at January 1, 2011 716 $ 26.00 149 $ 26.08
Granted 298 29.59 51 30.96
Vested (221) 34.21 (35) 32.42
Forfeited or canceled (15) 24.62 (8) 33.21
Nonvested at September 30, 2011 778 25.07 157 25.86

NOTE 10 — COMMITMENTS AND CONTINGENT LIABILITIES

In the ordinary course of conducting business, the company and its subsidiaries are named as defendants in
various legal proceedings. Most of these proceedings are claims litigation involving the company’s insurance
subsidiaries in which the company is either defending or providing indemnity for third-party claims brought
against insureds who are litigating first-party coverage claims. The company accounts for such activity

through the establishment of unpaid loss and loss adjustment expense reserves. We believe that the ultimate
liability, if any, with respect to such ordinary-course claims litigation, after consideration of provisions made for
potential losses and costs of defense, is immaterial to our consolidated financial condition, results of
operations and cash flows.

The company and its subsidiaries also are occasionally involved in other legal actions, some of which assert
claims for substantial amounts. These actions include, among others, putative class actions seeking
certification of a state or national class. Such putative class actions have alleged, for example, excessive
premium charges for uninsured motorist coverage. The company’s insurance subsidiaries also are occasionally
parties to individual actions in which extra-contractual damages, punitive damages or penalties are sought,
such as claims alleging bad faith in the handling of insurance claims.

On a quarterly basis, we review the outstanding lawsuits. Under current accounting guidance, we establish
accruals for lawsuits when it is probable that a loss has been incurred and we can reasonably estimate its
potential exposure. The company accounts for such probable and estimable losses, if any, through the
establishment of legal expense reserves. Based on our quarterly review, we believe that our accruals for
probable and estimable lawsuits are reasonable and that the amounts accrued do not have a material effect
on our consolidated financial condition or results of operations. However, if any one or more of these cases
results in a judgment against us or settlement for an amount that is significantly greater than the amount
accrued, the resulting liability could have a material effect on the company’s consolidated results of operations
or cash flows. Based on our quarterly review, for any other matter for which the risk of loss is more than
remote, we are unable to reasonably estimate the potential loss or establish a reasonable range of loss
because each such matter is in an early stage of its respective proceeding.

NOTE 11 — INCOME TAXES

As of September 30, 2011, and December 31, 2010, we had no liability for unrecognized tax benefits. Details
about our liability for unrecognized tax benefits are found in our 2010 Annual Report on Form 10-K, Item 8§,
Note 11, Income Taxes, Page 120.

The differences between the 35 percent statutory income tax rate and our effective income tax rate were
as follows:

(Dollars in millions) Three months ended September 30, Nine months ended September 30,
2011 2010 2011 2010
Tax at statutory rate $ 4 350 %$ 77 350 %$ (4) 350 %$ 114 35.0 %
Increase (decrease) resulting from:
Tax-exempt income from municipal bonds 9) (81.2) 9) (4.1) (26) 254.7 27) (8.3)
Dividend received exclusion (5) (44.5) (5) (2.2) (15) 1448 (14) (4.2)
Other 2 18.0 2 0.6 3 (14.5) 3 0.7
Effective tax $ (8) (72.71) % $ 65 294 % $ (42) 420.0 % $ 76 23.2 %

NOTE 12 — SEGMENT INFORMATION

We operate primarily in two industries, property casualty insurance and life insurance. We regularly review
our reporting segments to make decisions about allocating resources and assessing performance:

e Commercial lines property casualty insurance

e Personal lines property casualty insurance

e Excess and Surplus lines property and casualty insurance
e Life insurance

e Investments
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As discussed in our 2010 Annual Report on Form 10-K, Iltem 8, Note 18, Segment Information, we revised our
reportable segments during the fourth quarter of 2010 to establish a separate reportable segment for excess
and surplus lines. This new segment includes results of The Cincinnati Specialty Underwriters Insurance
Company and CSU Producer Resources. Historically, the excess and surplus lines results were reflected in
Other. Prior period data included in this quarterly report has been adjusted to represent this new segment.
We report as Other the non-investment operations of the parent company and its non-insurer subsidiary,

CFC Investment Company. See our 2010 Annual Report on Form 10-K, Item 8, Note 18, Segment Information,
Page 115 for a description of revenue, income or loss before income taxes and identifiable assets for each of
the five segments.

Segment information is summarized in the following table:

(In millions) Three months ended September 30, Nine months ended September 30,
2011 2010 2011 2010
Revenues:
Commercial lines insurance
Commercial casualty $ 180 $ 182 $ 532 $ 518
Commercial property 128 123 369 365
Commercial auto 100 96 292 287
Workers' compensation 78 7 235 230
Specialty packages 36 38 100 112
Surety and executive risk 26 22 76 71
Machinery and equipment 9 9 26 25
Commercial lines insurance premiums 557 547 1,630 1,608
Fee revenue 1 1 2 2
Total commercial lines insurance 558 548 1,632 1,610
Personal lines insurance
Personal auto 94 86 273 250
Homeowner 74 72 216 214
Other personal lines 25 24 74 71
Personal lines insurance premiums 193 182 563 535
Fee revenue - - 1 1
Total personal lines insurance 193 182 564 536
Excess and surplus lines insurance 19 14 51 36
Life insurance 44 41 125 121
Investment operations 128 283 470 528
Other 2 3 6 5
Total revenues $ 944 $ 1071 $ 2848 $ 2,836

Income (loss) before income taxes:
Insurance underwriting results:

Commercial lines insurance $ (44) $ (18) $ (193) $ 37)
Personal lines insurance 37) @) (182) (52)
Excess and surplus lines insurance 1 ®3) 1 (11)
Life insurance (3) ® (1) 1
Investment operations 107 262 409 468
Other (13) (12) (44) (42)
Total $ 11 $ 221 % (10) $ 327
Identifiable assets: September 30, December 31,
2011 2010
Property casualty insurance $ 2,378 $ 2,008
Life insurance 1,151 1,214
Investment operations 11,589 11,543
Other 294 330
Total $ 15412 $ 15,095
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Item 2.  Management’s Discussion and Analysis of Financial
Condition and Results of Operations

The following discussion highlights significant factors influencing the consolidated results of operations and
financial position of Cincinnati Financial Corporation (CFC). It should be read in conjunction with the
consolidated financial statements and related notes included in our 2010 Annual Report on Form 10-K.
Unless otherwise noted, the industry data is prepared by A.M. Best Co., a leading insurance industry
statistical, analytical and financial strength rating organization. Information from A.M. Best is presented on
a statutory basis. When we provide our results on a comparable statutory basis, we label it as such; all other
company data is presented in accordance with accounting principles generally accepted in the

United States of America (GAAP).

We present per share data on a diluted basis unless otherwise noted, adjusting those amounts for all
stock splits and dividends. Dollar amounts are rounded to millions; calculations of percent changes are
based on dollar amounts rounded to the nearest million. Certain percentage changes are identified as
not meaningful (nm).

SAFE HARBOR STATEMENT

This is our “Safe Harbor” statement under the Private Securities Litigation Reform Act of 1995. Our business is
subject to certain risks and uncertainties that may cause actual results to differ materially from those
suggested by the forward-looking statements in this report. Some of those risks and uncertainties are
discussed in our 2010 Annual Report on Form 10-K, Item 1A, Risk Factors, Page 24.

Factors that could cause or contribute to such differences include, but are not limited to:

e Unusually high levels of catastrophe losses due to risk concentrations, changes in weather patterns,
environmental events, terrorism incidents or other causes

e Increased frequency and/or severity of claims
e Inadequate estimates or assumptions used for critical accounting estimates

e Recession or other economic conditions resulting in lower demand for insurance products or
increased payment delinquencies

o Declines in overall stock market values negatively affecting the company’s equity portfolio and
book value

e Events, such as the credit crisis, followed by prolonged periods of economic instability or recession,
that lead to:

0 Significant or prolonged decline in the value of a particular security or group of securities and
impairment of the asset(s)

0 Significant decline in investment income due to reduced or eliminated dividend payouts from a
particular security or group of securities

0 Significant rise in losses from surety and director and officer policies written for
financial institutions

e Prolonged low interest rate environment or other factors that limit the company’s ability to generate
growth in investment income or interest rate fluctuations that result in declining values of fixed-
maturity investments, including declines in accounts in which we hold bank-owned life insurance
contract assets

e Increased competition that could result in a significant reduction in the company’s premium volume

e Delays in adoption and implementation of underwriting and pricing methods that could increase our
pricing accuracy, underwriting profit and competitiveness

e Changing consumer insurance-buying habits and consolidation of independent insurance agencies
that could alter our competitive advantages

e Inability to obtain adequate reinsurance on acceptable terms, amount of reinsurance purchased,
financial strength of reinsurers and the potential for non-payment or delay in payment by reinsurers

e Inability to defer policy acquisition costs for any business segment if pricing and loss trends would
lead management to conclude that segment could not achieve sustainable profitability

e Events or conditions that could weaken or harm the company’s relationships with its independent
agencies and hamper opportunities to add new agencies, resulting in limitations on the company’s
opportunities for growth, such as:

0 Downgrades of the company’s financial strength ratings
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0 Concerns that doing business with the company is too difficult

0 Perceptions that the company’s level of service, particularly claims service, is no longer a
distinguishing characteristic in the marketplace

o0 Delays or inadequacies in the development, implementation, performance and benefits of
technology projects and enhancements

e Actions of insurance departments, state attorneys general or other regulatory agencies, including a
change to a federal system of regulation from a state-based system, that:

0 Restrict our ability to exit or reduce writings of unprofitable coverages or lines of business

0 Place the insurance industry under greater regulatory scrutiny or result in new statutes, rules
and regulations

0 Add assessments for guaranty funds, other insurance related assessments or mandatory
reinsurance arrangements; or that impair our ability to recover such assessments through future
surcharges or other rate changes

Increase our provision for federal income taxes due to changes in tax law

Increase our other expenses

Limit our ability to set fair, adequate and reasonable rates

Place us at a disadvantage in the marketplace

Restrict our ability to execute our business model, including the way we compensate agents

O O O O ©O

e Adverse outcomes from litigation or administrative proceedings

e Events or actions, including unauthorized intentional circumvention of controls, that reduce the
company'’s future ability to maintain effective internal control over financial reporting under the
Sarbanes-Oxley Act of 2002

e Unforeseen departure of certain executive officers or other key employees due to retirement, health or
other causes that could interrupt progress toward important strategic goals or diminish the
effectiveness of certain longstanding relationships with insurance agents and others

e Events, such as an epidemic, natural catastrophe or terrorism, that could hamper our ability to
assemble our workforce at our headquarters location

o Difficulties with technology or data security breaches that could negatively affect our ability to conduct
business and our relationships with agents, policyholders and others

Further, the company’s insurance businesses are subject to the effects of changing social, economic and
regulatory environments. Public and regulatory initiatives have included efforts to adversely influence and
restrict premium rates, restrict the ability to cancel policies, impose underwriting standards and expand overall
regulation. The company also is subject to public and regulatory initiatives that can affect the market value for
its common stock, such as measures affecting corporate financial reporting and governance. The ultimate
changes and eventual effects, if any, of these initiatives are uncertain.
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INTRODUCTION

CORPORATE FINANCIAL HIGHLIGHTS
Statements of Income and Per Share Data

(Dollars in millions except share data) Three months ended September 30, Nine months ended September 30,
2011 2010 Change % 2011 2010 Change %
Statement of operations data
Earned premiums $ 812 $ 784 4 % 2,367 $ 2,299 3
Investment income, net of expenses (pretax) 130 128 2 393 388 1
Realized investment gains and (losses) (pretax) ) 155 nm 77 140 (45)
Total revenues 944 1,071 (12) 2,848 2,836 0
Net income 19 156 (88) 32 251 87)
Per share data
Net income - diluted 0.12 0.95 87) 0.20 1.53 87)
Cash dividends declared 0.4025 0.40 1 1.2025 1.19 1
Weighted average shares outstanding 163,085,974 163,175,682 0 163,464,767 163,251,628 0

Revenues decreased for the third quarter of 2011 compared with the 2010 quarter, primarily due to lower net
realized investment gains and losses. Revenues increased for the nine months ended September 30, 2011,
compared with the same period of 2010, primarily due to higher earned premiums. Revenues from investment
income were up for both 2011 periods. Premium and investment revenue trends are discussed further in the
respective sections of Results of Operations, Page 28.

Realized investment gains and losses are recognized on the sales of investments or as otherwise required by
GAAP. We have substantial discretion in the timing of investment sales, and that timing generally is
independent of the insurance underwriting process. GAAP also requires us to recognize in income the gains or
losses from certain changes in fair values of securities even though we continue to hold the securities.

Net income for the third quarter of 2011 compared with the 2010 third quarter decreased $137 million
primarily due to net realized investment gains and losses that declined by $101 million after taxes and lower
property casualty underwriting results that declined $34 million after taxes. Higher catastrophe losses, mostly
weather related, were responsible for $42 million of the decline in underwriting results, and higher weather-
related losses that were not identified as part of designated catastrophe events for the property casualty
industry also lowered property casualty underwriting results. Life insurance segment results were down

$1 million and investment segment results were down $100 million, as a $101 million decrease from net
realized investment gains and losses offset a $1 million increase in investment income, all on an after-tax
basis. For the nine-month period ended September 30, 2011, net income decreased compared with the same
period of 2010, also primarily due to lower property casualty underwriting results that declined $178 million
after taxes, including $183 million from higher catastrophe losses. After-tax investment income rose $3 million
while net realized investment gains and losses declined by $40 million. Performance by segment is discussed
below in Results of Operations, beginning on Page 28. As discussed in our 2010 Annual Report on Form 10-K,
Iltem 7, Factors Influencing Our Future Performance, Page 37, there are several reasons that our performance
during 2011 may be below our long-term targets. In that annual report, as part of Results of Operations, we
also discussed the full-year 2011 outlook for each reporting segment.

The board of directors is committed to rewarding shareholders directly through cash dividends and through
share repurchase authorizations. Through 2010, the company had increased the indicated annual cash
dividend rate for 50 consecutive years, a record we believe was matched by only nine other publicly traded
companies. Cash dividends declared during the first nine months of 2011 increased approximately 1 percent
compared with the same period of 2010. In August 2011, the board of directors increased the fourth quarter
dividend to 40.25 cents per share, and the payment of that dividend in mid-October resulted in our
51stconsecutive year of increasing cash dividends. In addition, $30 million of Cincinnati Financial Corporation
common stock shares were repurchased during the third quarter of 2011. Our board regularly evaluates
relevant factors in share repurchase- and dividend-related decisions, and the 2011 dividend increase signaled
confidence in our strong capital, liquidity and financial flexibility, as well as progress through our initiatives to
improve earnings performance.
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Balance Sheet Data and Performance Measures

(Dollars in millions except share data) At September 30, At December 31,
2011 2010
Balance sheet data
Invested assets $ 11,529 $ 11,508
Total assets 15,412 15,095
Short-term debt 104 49
Long-term debt 790 790
Shareholders' equity 4,786 5,032
Book value per share 29.54 30.91
Debt-to-total-capital ratio 15.7 % 143 %
Three months ended September 30, Nine months ended September 30,
2011 2010 2011 2010

Performance measure
Value creation ratio (3.4)% 7.1% (0.5)% 9.4%

Total assets increased 2 percent compared with year-end 2010, largely due to growth in premiums receivable
and reinsurance receivable. The premiums receivable asset reflected growth in net written premium while the
reinsurance receivable asset, primarily payments due from reinsurers, rose because of higher catastrophe
losses during 2011. Shareholders’ equity declined 5 percent and book value per share declined 4 percent
during the first nine months of 2011. Our debt-to-total-capital ratio (capital is the sum of debt plus
shareholders’ equity) rose compared with the December 31, 2010, level. The value creation ratio, defined
below, was lower for the first nine months of 2011 compared with 2010, primarily due to a reduction in
unrealized investment gains and lower net income. The $1.37 decrease in book value per share during the first
nine months of 2011 lowered the value creation ratio by 4.4 percentage points while dividends declared at
$1.2025 per share during the first nine months of 2011 contributed 3.9 points.

PROGRESS TOWARD LONG-TERM VALUE CREATION

Operating through The Cincinnati Insurance Company, Cincinnati Financial Corporation is one of the 25 largest
property casualty insurers in the nation, based on 2010 written premium volume for approximately 2,000 U.S.
stock and mutual insurer groups. We market our insurance products through a select group of independent
insurance agencies in 39 states as discussed in our 2010 Annual Report on Form 10-K, Item 1, Our Business
and Our Strategy, Page 3.

We maintain a long-term perspective that guides us in addressing immediate challenges or opportunities
while focusing on the major decisions that best position our company for success through all market cycles.
We believe that this forward-looking view has consistently benefited our policyholders, agents, shareholders
and associates.

To measure our long-term progress in creating shareholder value, we have defined a value creation metric that
we believe captures the contribution of our insurance operations, the success of our investment strategy and
the importance we place on paying cash dividends to shareholders. This measure, our value creation ratio

or VCR, is made up of two primary components: (1) our rate of growth in book value per share plus (2) the ratio
of dividends declared per share to beginning book value per share. For the period 2010 through 2014, an
annual value creation ratio averaging 12 percent to 15 percent is our primary performance target.
Management believes this non-GAAP measure is a useful supplement to GAAP information.

When looking at our long-term objectives, we see three performance drivers:

e Premium growth -- We believe over any five-year period our agency relationships and initiatives
can lead to a property casualty written premium growth rate that exceeds the industry average.
The compound annual growth rate of our net written premiums was negative 0.7 percent over the
five-year period 2006 through 2010, slightly below the negative 0.5 percent estimated growth rate for
the property casualty insurance industry. Our premium mix, relative to the industry, is more heavily
weighted in the commercial lines segment of the industry, where growth has lagged the personal lines
segment in recent years.

For the first nine months of 2011, our total property casualty net written premiums’ year-over-year
growth was 4 percent, with our largest segment, commercial lines, up 3 percent. Our nine-month
growth rate compares favorably with the 3 percent estimated for the industry for the first six months of
2011. Given the ongoing weak pricing in parts of the commercial insurance marketplace, we continue
to exercise discipline in risk selection and pricing. Our premium growth initiatives are discussed below
in Highlights of Our Strategies and Supporting Initiatives, Page 24.
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Combined ratio - We believe our underwriting philosophy and initiatives can generate a GAAP
combined ratio over any five-year period that is consistently within the range of 95 percent to

100 percent. Our GAAP combined ratio averaged 98.3 percent over the five-year period 2006 through
2010. It was outside of this range in 2006 and 2007, with ratios under 95 percent indicating higher
underwriting profitability. It was outside of the range with ratios above 100 percent in 2008 through
2010, indicating underwriting losses. During that period, it averaged 102.3 percent, including an
average catastrophe loss ratio that was 2.1 percentage points higher than our average for the 10-year
period prior to 2008. Our statutory combined ratio averaged 98.2 percent over the five-year period
2006 through 2010, outperforming an estimated 99.5 percent for the property casualty industry.

For the first nine months of 2011, our GAAP combined ratio was 116.8 percent and our statutory
combined ratio was 116.1 percent, both including 18.8 percentage points of current accident year
catastrophe losses partially offset by 9.8 percentage points of favorable loss reserve development on
prior accident years. Our nine-month statutory combined ratio before the effects of catastrophe losses,
at 97.2 percent, was somewhat higher than the property casualty industry’s 96.8 percent estimated
first-half 2011 statutory combined ratio before catastrophe losses.

Investment contribution -- We believe our investment philosophy and initiatives can drive investment
income growth and lead to a total return on our equity investment portfolio over a five-year period that
exceeds the five-year return of the Standard & Poor’s 500 Index. The compound annual return for our
equity portfolio over the five-year period 2006 through 2010 was negative 3.0 percent compared with
positive 2.3 percent for the Index. Our equity portfolio underperformed the market for the five-year
period primarily because of a decline in the market value of our previously large equity holdings in the
financial services sector during the financial crisis.

Investment income, on a before-tax basis, grew at a compound annual rate of 0.3 percent over the
five-year period 2006 through 2010. It grew in each year except 2008 and 2009, when we
experienced a dramatic reduction in dividend payouts by financial services companies previously held
in our equity portfolio.

For the first nine months of 2011, pretax investment income was $393 million, up 1 percent from
$388 million for the same period in 2010. The increase reflected higher dividends that somewhat
offset declining interest income due to declining yields from lower interest rates. We believe our
investment portfolio mix provides an appropriate balance of income stability and growth with capital
appreciation potential.

Highlights of Our Strategy and Supporting Initiatives

Management has worked to identify a strategy that can lead to long-term success, with concurrence by the
board of directors. Our strategy is intended to position us to compete successfully in the markets we have
targeted while appropriately managing risk. Further description of our long-term, proven strategy can be found
in our 2010 Annual Report on Form 10-K, Item 1, Our Business and Our Strategy, Page 3. We believe
successful implementation of two groups of initiatives that support our strategy, summarized below, will help
us better serve our agent customers and reduce variability in our financial results. As we realize benefits from
these initiatives, we expect to grow earnings and book value over the long term, successfully navigating
challenging economic, market or industry pricing cycles.

Improve insurance profitability - Implementation of this group of initiatives is intended to improve
pricing capabilities for our property casualty business, increasing our ability to manage our business
while also enhancing our efficiency. Improved pricing capabilities through the use of technology and
analytics can lead to better profit margins. Improved planning for growth and profitability can enhance
our ability to achieve objectives at all levels in the organization. Improved internal processes with
additional performance metrics can help us be more efficient and effective. These initiatives support
the ability of the agencies that represent us to grow profitably by allowing them to serve clients faster
and to manage agency expenses more efficiently.

Drive premium growth - Implementation of this group of initiatives is intended to further penetrate
each market we serve through our independent agency network. Strategies aimed at specific
market opportunities, along with service enhancements, can help our agents grow and increase
our share of their business. Diversified growth also may reduce variability of losses from weather-
related catastrophes.

We discuss initiatives supporting each of these strategies below, along with metrics we use to assess
our progress.
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Improve Insurance Profitability
The main initiatives to improve our insurance profitability include:

Improve pricing precision using predictive analytics - We continue efforts to expand our pricing and
underwriting capabilities by using predictive analytics, and we expect cumulative benefits of these
efforts to improve loss ratios over time. Development of additional business data to support accurate
underwriting, pricing and other business decisions also continues. A project that will continue in
phases over the next several years will deploy a full data management program, including a data
warehouse for our property casualty and life insurance operations, providing enhanced granularity of
pricing data. Progress to date during 2011 and future plans for key initiatives are summarized below.

0 Commercial lines - In the second half of 2009, we began to use predictive modeling tools that
align individual insurance policy pricing to risk attributes for our workers’ compensation line of
business. We believe these tools are improving our pricing precision. For example, we achieved
2011 average renewal pricing increases over five times higher for workers’ compensation rating
segments indicated as lower quality in our model compared with the higher quality rating
segments. By late 2010, we had completed development of predictive models for our commercial
auto line of business and also for general liability and commercial property coverages in
commercial package accounts. A pilot version for production use of tools for these three business
lines began early in the second quarter of 2011, and a full-production release occurred during the
third quarter of 2011. Underwriters using these tools have enhanced abilities to target profitability
and to discuss pricing impacts with agency personnel. Development of similar tools for our
specialty packages line of business is planned for the fourth quarter of 2011.

0 Personal lines - Prior to 2010, we began to use predictive modeling tools for our homeowner line
of business, and in late 2010 we began using similar analytics for personal auto. We believe
these tools are improving our pricing precision based on the insured exposure. For example, we
achieved 2011 average renewal pricing increases approximately twice as high for homeowner
insurance rating segments indicated as lower quality in our model compared with the higher
quality rating segments. Personal lines new business written premiums have increased at a
healthy pace, growing 8 percent during the first nine months of 2011. We are continuing to
develop model attributes and expand our pricing points to add more precision. This includes an
update to the modeling of our homeowner book for pricing changes targeted for implementation
beginning the fourth quarter of 2011.

Improve agency-level planning for profitability and growth - Additional use of analytic tools helps us to
better understand our business in greater detail and to communicate additional quantitative and
qualitative information to agents and associates. To predict profitability, we are developing models at
an agency level and in aggregate. Enhanced reporting of related metrics should facilitate coordination
and consistent decision-making. During 2011, we are enhancing our agency-level planning processes
to develop multi-year profitability and growth plans. In addition to determining planned premium
growth from existing agencies, these processes will help project the number of additional agencies
needed to achieve premium targets.

Improve internal processes and further deploy performance metrics - Process improvement supports
our strategic goals and can reduce internal costs. Use of additional measurements to track progress
and accountability for results will improve our overall effectiveness. We have extended our efforts to
engage all of our associates in our corporate goals, deploying corporate and department goal cards to
each associate. Each department manager is tailoring individual goals to align with department and
corporate goals, facilitating discussions and actions to help us reach success. We are also developing
a companion reporting tool to help us measure our steps along the way.

Completion of system development for additional coverages in our commercial lines policy
administration system is expected to facilitate important internal process improvement initiatives for
2011. Progress during 2011 has included implementing capabilities to process professional and
employment practices liability insurance in several states. In addition, we deployed in two additional
states all commercial lines coverages currently available for processing through the system.

Another important initiative aims to develop business rules and parameters for personal lines
accounts that will allow processing of risks that meet qualifying underwriting criteria without
intervention by an underwriter. The objective is to streamline processing for our agents and
associates, permitting more time for risks that need additional service or attention. The initiative
includes developing technology to integrate automated steps into the current process plus changes in
workflow, including auditing for compliance with underwriting eligibility requirements. Progress during
the first nine months of 2011 included implementing a new rules engine for underwriting new
business in most states.
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We measure the overall success of our strategy to improve insurance profitability primarily through

our GAAP combined ratio, which we believe can be consistently within the range of 95 percent to 100 percent
over any five-year period.

In addition, we expect these initiatives to contribute to our rank as the No. 1 or No. 2 insurance carrier based

on premium volume in agencies that have represented us for at least five years. We earned that rank

in approximately 75 percent of these agencies, based on premiums for 2010, the most recent year for which

full agency data is available. We are working to increase the percentage of agencies with this premium

share ranking.

Drive Premium Growth
Primary initiatives to drive premium growth include:

Gain a larger share of agency business - We continue to execute on prior year growth initiatives and
add new initiatives to improve our penetration in each market we serve through our independent
agencies. Our focus remains on the key components of agent satisfaction based on factors agents tell
us are most important.

0 Innovate our small business strategy - Additional focus on attributes that agencies weigh heavily
in carrier selection for their clients is a key component of this initiative. Those attributes include
technology ease of use and integration with agency management systems, flexible billing, product
breadth and pricing, and service and marketing support for new business. The initiative includes
refining workflows for the entire policy process, with more streamlined underwriting and claims
processes, and providing additional policyholder services. In addition to growing premiums, our
small business strategy is expected to improve profitability due to lower expenses through more
automation of data gathering and use of predictive analytics.

We also are developing and coordinating targeted marketing, including cross-selling opportunities
for our agencies, through our Target Markets department. This area focuses on new commercial
product development, including identification and promotional support for promising classes of
business. We rolled out one new program during the third quarter of 2011 and plan to roll out new
programs for two additional classes in the fourth quarter. Our target markets programs aim to
attract larger business accounts in addition to small business accounts, contributing to growth for
our agencies and helping to drive our premium growth.

0 New agency appointments - We continue to appoint new agencies to develop additional points of
distribution, focusing on areas where our market share is less than 1 percent while also
considering economic and catastrophe risk factors. In 2011, we are targeting approximately
120 appointments of independent agencies, with a significant portion in the five states we
entered since late 2008. During the first nine months of 2011, we appointed 101 new agencies
that write in aggregate of approximately $1.6 billion in property casualty premiums annually with
various insurance carriers for an average of approximately $16 million per agency. As of
September 30, 2011, a total of 1,298 agency relationships market our standard market
insurance products from 1,619 reporting locations.

We seek to build a close, long-term relationship with each agency we appoint, carefully evaluating
the marketing reach of each new appointment to ensure the territory can support both current
and new agencies. Our 123 field marketing territories are staffed by marketing representatives
averaging 19 years of industry experience and 10 years as a Cincinnati Insurance field marketing
representative. The team of field associates in each territory works together with headquarters
support associates to form our agent-centered business model, providing local expertise, helping
us better understand the accounts we underwrite and creating market advantages for our agents.
We generally earn a 10 percent share of an agency’s business within 10 years of its appointment.
We also help our agents grow their business by attracting more clients in their communities
through unique, Cincinnati-style service.

Improve consumer relationships we undertake on behalf of our agencies - Improved interactions with
consumers who are clients and prospects of our agents can drive more business to agents and help
them grow. Through this initiative, we expect to identify the various ways we interact with consumers
on behalf of our agencies and ensure that we do so in a manner that reinforces the value of the
independent agent while establishing the value and service of a Cincinnati policy. By understanding
and monitoring trends that drive consumer purchasing decisions, we can create positive interactions.
During the third quarter of 2011, we announced expansion of our claim reporting center to receive
direct policyholder claim reports for more types of claims, in addition to the workers’ compensation
claims previously eligible. We also expect online policyholder services to continue evolving and will
continue to work with agencies to meet the needs of their clients. During the third quarter of 2011, we
expanded online information about claim reporting options and enabled online viewing and printing of
declarations pages and automobile insurance identification cards for all personal lines policyholders.
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We measure the overall success of this strategy to drive premium growth primarily through changes in net
written premiums, which we believe can grow faster than the industry average over any five-year period. For
the first nine months of 2011, our property casualty net written premiums increased 4 percent, compared with
an estimated increase of approximately 3 percent for the industry for the first six months of 2011.

Despite near-term challenges in insurance and financial markets that are reflected in year-to-date
2011 financial performance, we have made significant progress on our initiatives and remain confident that
our overall strategy can deliver long-term value for shareholders.

An important part of our long-term strategy is financial strength, which is described in our 2010 Annual Report
on Form 10-K, Item 1, Our Business and Our Strategy, Financial Strength, Page 5. One aspect of our financial
strength is prudent use of reinsurance to help manage financial performance variability due to catastrophe
loss experience. A description of how we use reinsurance is included in our 2010 Annual Report on Form 10-K,
Iltem 7, Liquidity and Capital Resources, 2011 Reinsurance Programs, Page 90, and is updated below in
Consolidated Property Casualty Insurance Results of Operations, beginning on Page 28. Another aspect is our
investment portfolios, which remain well-diversified as discussed in ltem 3, Quantitative and Qualitative
Disclosures about Market Risk, Page 50. We continue to maintain strong parent company liquidity and
financial strength that increases our flexibility through all periods to maintain our cash dividend and to
continue to invest in and expand our insurance operations. At September 30, 2011, we held $1.006 billion

of our cash and invested assets at the parent company level, of which $716 million, or 71.2 percent,

was invested in common stocks, and $35 million, or 3.5 percent, was cash or cash equivalents. Our ratio of
debt-to-total-capital at 15.7 percent remains well below our target limit of 20 percent. Another important
indicator of financial strength is our ratio of property casualty net written premiums to statutory surplus, which
was 0.9-to-1 for the 12 months ended September 30, 2011, up slightly from 0.8-to-1 at year-end 2010.

Our financial strength ratings by independent ratings firms also are important. In addition to rating our parent
company’s senior debt, four firms award insurer financial strength ratings to our property casualty and life
companies based on their quantitative and qualitative analyses. These ratings primarily assess an insurer’s
ability to meet financial obligations to policyholders and do not necessarily address all of the matters that may
be important to investors. Ratings may be subject to revision or withdrawal at any time by the rating agency,
and each rating should be evaluated independently of any other rating.

As of October 26, 2011, our insurer financial strength ratings were:

Insurer Financial Strength Ratings

Excess and Surplus
Rating Standard Market Property Life Insurance Insurance Date of Most Recent
Agency Casualty Insurance Subsidiary Subsidiary Subsidiary Affirmation or Action
Rating Rating Rating
Tier Tier Tier

A. M. Best Co. A+ Superior 2 of 16 A Excellent 3 of 16 A Excellent 3 of 16 |Stable outlook (12/13/10)
Fitch Ratings A+ Strong  5o0f21 A+ Strong  5o0f21 - - - Stable outlook (5/2/11)
Moody's Investors Al Good 5o0f21 - - - - - - Negative outlook (10/21/11)
Service
Standard & Poor's A Strong  60f21 A Strong  60f21 - - - Stable outlook (8/4/11)
Ratings Services

All of our insurance subsidiaries continue to be highly rated.

On October 21, 2011, Moody’s Investors Service affirmed our ratings that it had assigned in September 2008,
changing its outlook to negative. Moody's noted that its rating is supported by our strong regional franchise,
solid risk-adjusted capital position, consistent reserve strength, strong financial flexibility and significant
holding company liquidity. However, Moody’s expects that operating results may continue to reflect weak
underwriting profitability with high weather-related losses.

On August 4, 2011, Standard & Poor’s Ratings Services affirmed our ratings that it had assigned in July 2010,
continuing its stable outlook. S&P said its rating was based on our strong competitive position, which is
reinforced by a loyal and productive agency force and a low-cost infrastructure. S&P also cited our very strong
capitalization and high degree of financial flexibility. S&P noted that our strengths are partially offset by
deteriorating property casualty underwriting results due to above-average weather-related losses and weak
results in our workers’ compensation line of business.

On May 2, 2011, Fitch Ratings affirmed our ratings that it had assigned in September 2010, continuing its
stable outlook. Fitch noted that ratings strengths include conservative capitalization, moderate holding
company leverage, ample liquidity and competitive advantages from our distribution system. Fitch said the
ratings recognize steps we have taken to rebalance our common stock portfolio to reduce capital and earnings
volatility. Fitch noted ratings concerns principally related to challenges from competitive market conditions and
exposure to regional natural catastrophes and weather-related losses.
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RESULTS OF OPERATIONS

The consolidated results of operations reflect the operating results of each of our five segments along with the
parent company and other activities reported as “Other.” The five segments are:

e Commercial lines property casualty insurance

e Personal lines property casualty insurance

e Excess and surplus lines property casualty insurance
e Lifeinsurance

e |nvestments

We report as Other the non-investment operations of the parent company and its non-insurer subsidiary,
CFC Investment Company. See Item 1, Note 12, Segment Information, Page 18, for discussion of the
calculations of segment data. Results of operations for each of the five segments are discussed below.

CONSOLIDATED PROPERTY CASUALTY INSURANCE RESULTS OF OPERATIONS

Consolidated property casualty insurance results include premiums and expenses for our standard market
insurance (commercial lines and personal lines segments) as well as our surplus lines operations.

(Dollars in millions) Three months ended September 30, Nine months ended September 30,
2011 2010 Change % 2011 2010 Change %
Earned premiums $ 769 % 743 3 3 2,244 % 2,179 3
Fee revenues 1 1 0 3 3 0
Total revenues 770 744 3 2,247 2,182 3
Loss and loss expenses from:
Current accident year before catastrophe losses 587 561 0 1,697 1,575 8
Current accident year catastrophe losses 90 31 190 422 158 167
Prior accident years before catastrophe losses (71) (57) (25) (223) (157) (42)
Prior accident years catastrophe losses 3 3) nm 2 (16) nm
Total loss and loss expenses 609 532 14 1,898 1,560 22
Underwriting expenses 241 240 0 723 722 0
Underwriting loss $ (80) $ (28) (186) $ (374) $ (100) (274)
Ratios as a percent of earned premiums: Pt. Change Pt. Change
Current accident year before catastrophe losses 76.3 % 755 % 0.8 75.6 % 723 % 3.3
Current accident year catastrophe losses 11.6 4.3 7.3 18.8 7.2 11.6
Prior accident years before catastrophe losses 9.2) (7.7) (1.5) (9.9 (7.2) 2.7)
Prior accident years catastrophe losses 0.4 (0.5) 0.9 0.1 (0.7) 0.8
Total loss and loss expenses 79.1 71.6 75 84.6 71.6 13.0
Underwriting expenses 31.5 32.3 (0.8) 32.2 33.1 (0.9)
Combined ratio 110.6 % 103.9 % 6.7 116.8 % 104.7 % 12.1
Combined ratio: 110.6 % 103.9 % 6.7 116.8 % 104.7 % 12.1
Contribution from catastrophe losses and prior years
reserve development 2.8 (3.9 6.7 9.0 (0.7) 9.7
Combined ratio before catastrophe losses and prior
years reserve development 107.8 % 107.8 % 0.0 107.8 % 105.4 % 2.4

Our consolidated property casualty insurance operations generated an underwriting loss of $80 million and
$374 million for the three and nine months ended September 30, 2011, compared with an underwriting loss
of $28 million and $100 million for the three and nine months ended September 30, 2010. The primary
causes of the higher underwriting losses were increases of $65 million and $282 million, for the three- and
nine-month periods, in losses caused by natural catastrophes that were primarily weather-related. Ceded
premiums to reinstate coverage layers of our property catastrophe reinsurance treaty lowered earned
premiums by $42 million for the first nine months of 2011 and increased the underwriting loss by a
corresponding amount. Weather-related losses not considered part of specific catastrophe events, according to
industry service provider Property Claims Service, also increased the underwriting loss. More details of property
casualty insurance results are discussed below, including discussion of our commercial lines, personal lines
and excess and surplus lines segments.

We measure and analyze property casualty underwriting results primarily by the combined ratio and its
component ratios. The GAAP-basis combined ratio is the percentage of incurred losses plus all expenses per
each earned premium dollar - the lower the ratio, the better the performance. An underwriting profit results
when the combined ratio is below 100 percent. A combined ratio above 100 percent indicates that an
insurance company’s losses and expenses exceeded premiums.
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The combined ratio can be affected significantly by catastrophe losses and other large losses as discussed in
detail below. The combined ratio can also be affected by updated estimates of loss and loss expense reserves
established for claims that occurred in prior periods, referred to as prior accident years. Net favorable
development on prior accident year reserves, including reserves for catastrophe losses, improved the
combined ratio by 9.8 percentage points in the first nine months of 2011 compared with 7.9 percentage points
in the same period of 2010. Net favorable development for the first nine months of 2011 occurred primarily in
our commercial casualty line of business as discussed in Commercial Lines Results of Operations on Page 32.

Our consolidated property casualty combined ratio for the third quarter of 2011 increased 6.7 percentage
points and the nine-month ratio increased 12.1 points compared with the same periods of 2010, driven by
catastrophe losses that were 8.2 and 12.4 points higher. The ratio for current accident year loss and loss
expenses before catastrophe losses of 75.6 percent for the first nine months of 2011 rose 2.0 percentage
points compared with the 73.6 percent accident year 2010 ratio measured as of December 31, 2010. Loss
ratio improvements from more precise pricing were offset by the effect of reinsurance reinstatement
premiums, by higher large losses and by higher weather-related estimated losses that were not identified as
part of designated catastrophe events for the property casualty industry. Higher new large losses incurred
increased the 2011 ratio by 1.3 percentage points. The effect of the $42 million ceded to reinstate coverage
layers of our property catastrophe reinsurance treaty increased the 2011 ratio by 1.4 percentage points.

The underwriting expense ratio was lower for the third quarter of 2011 compared with the same period a year
ago, primarily due to higher earned premiums and lower technology-related costs. The ratio was lower for the
first nine months of 2011 compared with the same period of 2010, primarily due to first-quarter 2010
provisions for matters involving prior years and related to Note 10, Commitments and Contingent Liabilities,
Page 18.

(Dollars in millions) Three months ended September 30, Nine months ended September 30,
2011 2010 Change % 2011 2010 Change %
Agency renewal written premiums $ 730 $ 677 8 $ 2,155  $ 2,044 5
Agency new business written premiums 115 109 6 334 307 9
Other written premiums (54) (50) (8) (151) (110) 37
Net written premiums 791 736 7 2,338 2,241 4
Unearned premium change (22) 7 nm (94) (62) (52)
Earned premiums $ 769 $ 743 3 % 2244  $ 2,179 3

The trends in net written premiums and earned premiums summarized in the table above reflect the effects of
our premium growth strategies and what we believe to be slowly improving economic conditions, partially offset
by higher ceded premiums to reinstate coverage layers of our property catastrophe reinsurance treaty and by
ongoing strong competition in our markets. Consolidated property casualty net written premiums for the three
and nine months ended September 30, 2011, increased $55 million and $97 million compared with the same
periods of 2010. Each of our property casualty segments registered growth for both the three-month and nine-
month periods ended September 30, 2011. Our premium growth initiatives from prior years continue to
favorably affect current year growth, particularly as newer agency relationships mature over time. Improving
insured exposure-level comparatives from the slow economic recovery also favorably affected premium growth.
We discuss current initiatives in Highlights of Our Strategy and Supporting Initiatives, Page 24. The main
drivers of trends for 2011 are discussed by segment on Pages 32 and 36.

Consolidated property casualty agency new business written premiums for the three and nine months ended
September 30, 2011, increased $6 million and $27 million compared with the same periods of 2010. We
continued to experience new business growth related to initiatives for geographic expansion into new and
underserved areas. Agents appointed during 2010 or 2011 produced an increase in standard lines new
business of $28 million for the first nine months of 2011 compared with the same period in 2010. As we
appoint new agencies that choose to move accounts to us, we report these accounts as new business. While
this business is new to us, in many cases it is not new to the agent. We believe these seasoned accounts tend
to be priced more accurately than business that may be less familiar to our agent upon obtaining it from a
competing agent.

Other written premiums - primarily including premiums ceded to our reinsurers as part of our reinsurance
program - contributed negative $4 million and negative $41 million to net written premium growth for the
three and nine months ended September 30, 2011, compared with the same periods of 2010. The nine-month
change in other written premiums was primarily due to $38 million of ceded premiums recorded during the
second quarter plus $4 million during the third quarter to reinstate coverage layers of our property catastrophe
reinsurance treaty. The 3rd and 4th Event Cover described below contributed $12 million of ceded premiums
during the third-quarter and nine-month periods of 2011. The higher third-quarter ceded premiums were
partially offset by a more favorable adjustment, compared with the third quarter of last year, for estimated
direct written premiums of policies in effect but not yet processed. The adjustment had an immaterial effect on
earned premiums.
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Near the end of the second quarter of 2011, we purchased reinsurance to replenish coverage for certain layers
of our property catastrophe treaty that were used by the catastrophe events discussed below. This coverage,
also known as 3rd and 4th Event Cover, includes one automatic reinstatement provision. It provides
reinsurance coverage for any single catastrophe event during the remainder of 2011 that causes losses
between $70 million and $200 million. Coverage for 2011 single-event catastrophe losses above $200 million
and up to $500 million remains in place under the original terms of our property catastrophe treaty effective
January 1, 2011, and includes one automatic reinstatement provision. The estimated ceded premiums during
the fourth quarter of 2011 for our property catastrophe reinsurance treaty are expected to total approximately
$4 million less than for the third quarter, assuming no additional reinstatement premiums.

Our property catastrophe treaty is an important capital management tool that helps reduce financial
performance variability due to catastrophe loss experience as discussed below. Among other factors that can
influence our reinsurance program decisions, we consider third-party catastrophe models that estimate
potential losses from catastrophe events. During the first quarter of 2011, one of the modeling vendors we

use released an updated model that indicates a 57 percent to 66 percent increase in modeled losses from a
1-in-100-year or 1-in-250-year hurricane event. We continue to study potential loss estimates from the updated
model and have not yet determined how it may affect our 2012 reinsurance program. Consistent with our
usual practice of periodically evaluating our reinsurance programs, we will consider changes to our property
catastrophe treaty or alternative reinsurance structures.

Catastrophe losses contributed 12.0 and 18.9 percentage points to the combined ratio in the three and nine
months ended September 30, 2011, compared with 3.8 and 6.5 percentage points in the same periods

of 2010. The three- and nine-month ratios for 2011 included 0.7 and 0.7 percentage points from losses of
$5 million and $16 million for our participation in assumed reinsurance treaties that spread the risk of very
high catastrophe losses among many insurers. The majority of the nine-month assumed reinsurance losses
were from two first-quarter 2011 earthquake events, one each in Japan and New Zealand. Most of the
remainder was from the September 2010 earthquake event in New Zealand. The only assumed reinsurance
treaty for which we have material exposure has been reserved at the $7million policy limit for the Japan
earthquake event.
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The following table shows catastrophe losses incurred, net of reinsurance, as well as the effect of loss
development on prior period catastrophe events. We individually list catastrophe events for which our incurred
losses reached or exceeded $5 million. Incurred losses from the April 22-28 tornado outbreak affecting several
southern states, including the Tuscaloosa, Alabama area, are shown net of amounts expected to be recovered
through our property catastrophe reinsurance treaty. The gross amount for that event is estimated at $189
million, exceeding the single largest catastrophe event in our company’s history prior to 2011. Incurred losses
shown from the May 20-27 storm system that included Joplin, Missouri also are net of reinsurance, and now

represent the single largest catastrophe event in our company’s history. The gross amount for that event is
estimated at $238 million, including significant losses from hail in the Dayton, Ohio, area. The total gross
amount of our losses incurred for all catastrophe events during the nine months ended September 30, 2011,

is estimated at $682 million.

(In millions, net of reinsurance)

Three months ended September 30,

Nine months ended September 30,

Comm. Pers. E&S Comm. Pers. E&S
Dates Cause of loss Region lines lines lines Total lines lines lines Total
2011
Jan. 31-Feb. 3 Flood, freezing, ice, snow, wind South, Midwest $ s 1) s $ 2 s 43 4% - $ 8
Feb. 21 Earthquake New Zealand 5 - 5 6 - - 6
Feb. 27-28 Flood, hail, tornado, wind Midwest 1) 1) (2) 4 6 - 10
Mar. 11 Earthquake Japan - - - 8 - - 8
Mar. 26-28 Hail, wind South - 1 1 1 5 - 6
Apr. 3-5 Flood, hail, tornado, wind South, Midwest 1 - 1 17 22 - 39
Apr. 8-11 Flood, hail, tornado, wind South, Midwest - - 11 9 - 20
Apr. 14-16 Flood, hail, tornado, wind South, Midwest - - - 10 4 - 14
Apr. 19-20 Hail, wind South, Midwest - 2) 2) 13 11 - 24
Apr. 22-28 Flood, hail, tornado, wind South, Midwest ) (1) 3) 45 30 - 75
May 20-27 Flood, hail, tornado, wind South, Midwest 3) 13 10 42 50 - 92
May 29-Jun. 1  Flood, hail, tornado, wind East, Midwest ) - 2) 2 2 - 4
Jun. 16-22 Flood, hail, tornado, wind South, Midwest - (3) 3) 7 7 - 14
Jul. 1-4 Flood, hail, tornado, wind Midwest 3 2 5 3 2 - 5
Jul. 10-14 Flood, hail, tornado, wind Midwest, West 6 7 13 6 7 - 13
Aug. 18-19 Flood, hail, tornado, wind Midwest 12 1 13 12 1 - 13
Aug. 26-28 Flood, hurricane, tornado, wind  East 24 9 33 24 9 - 33
Sep. 3-6 Flood, tornado, wind South 8 7 15 8 7 - 15
All other 2011 catastrophes 5 3 8 12 10 1 23
Development on 2010 and prior catastrophes 5 (2) 3 9 (7) - 2
Calendar year incurred total $ 60 $ 33 $ $ 93 $ 244 $ 179 $ 1 $ 424
2010
Jan. 7-12 Freezing, wind South, Midwest  $ - $ - $ $ - $ 43 13 -$ 5
Feb. 9-11 Ice, snow, wind East, Midwest 1) 1) 2) 4 1 - 5
Apr. 4-6 Flood, hail, tornado, wind South, Midwest - - - 5 6 - 11
Apr. 30-May 3 Flood, hail, tornado, wind South (5) - (5) 23 6 - 29
May 7-8 Hail, tornado, wind East, Midwest - 3 3 2 13 - 15
May 12-16 Flood, hail, tornado, wind South, Midwest 3 - 3 6 2 - 8
Jun. 4-6 Flood, hail, tornado, wind Midwest 1) - 1) 2 3 - 5
Jun. 17-20 Flood, hail, tornado, wind Midwest, West 1 1) - 6 4 - 10
Jun. 21-24 Flood, hail, tornado, wind Midwest 1) (2) ®3) 3 3 - 6
Jun. 25-28 Flood, hail, tornado, wind Midwest 3 1 4 4 5 - 9
Jun. 30-Jul. 1 Hail, wind West 9 3 12 12 4 - 16
Jul. 20-23 Flood, hail, tornado, wind Midwest 5 4 9 5 4 - 9
All other 2010 catastrophes 6 5 11 19 11 - 30
Development on 2009 and prior catastrophes (2) (1) (3) (12) (4) - (16)
Calendar year incurred total $ 17 % 11 $ $ 28 % 83 $ 59 $ - $ 142
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COMMERCIAL LINES INSURANCE RESULTS OF OPERATIONS

(Dollars in millions)

Three months ended September 30, Nine months ended September 30,

2011 2010 Change % 2011 2010 Change %
Earned premiums $ 557 $ 547 2 3 1,630 $ 1,608 1
Fee revenues 1 1 0 2 2 0
Total revenues 558 548 2 1,632 1,610 1
Loss and loss expenses from:
Current accident year before catastrophe losses 427 420 2 1,234 1,177 5
Current accident year catastrophe losses 56 19 195 236 95 148
Prior accident years before catastrophe losses (58) (50) (16) (192) (142) (35)
Prior accident years catastrophe losses 4 (2) nm 8 (12) nm
Total loss and loss expenses 429 387 11 1,286 1,118 15
Underwriting expenses 173 179 3) 539 529 2
Underwriting loss $ (44 $ (18) (144) % (193) $ (37) (422)
Ratios as a percent of earned premiums: Pt. Change Pt. Change
Current accident year before catastrophe losses 76.5 % 76.6 % (0.1) 75.7 % 73.1 % 2.6
Current accident year catastrophe losses 9.9 35 6.4 14.4 5.9 8.5
Prior accident years before catastrophe losses (10.4) (9.1) (1.3) (11.8) (8.8) (3.0)
Prior accident years catastrophe losses 0.8 (0.3) 1.1 0.5 (0.7) 1.2
Total loss and loss expenses 76.8 70.7 6.1 78.8 69.5 9.3
Underwriting expenses 31.1 32.7 (1.6) 33.1 32.9 0.2
Combined ratio 107.9 % 103.4 % 45 1119 % 102.4 % 9.5
Combined ratio: 1079 % 103.4 % 45 1119 % 102.4 % 9.5
Contribution from catastrophe losses and prior years
reserve development 0.3 (5.9 6.2 3.1 (3.6) 6.7
Combined ratio before catastrophe losses and prior
years reserve development 107.6 % 109.3 % (1.7) 108.8 % 106.0 % 2.8

Overview
Performance highlights for the commercial lines segment include:

Premiums - Commercial lines earned premiums and net written premiums both grew during the third
quarter and first nine months of 2011 primarily due to higher renewal and new business premiums
that reflected improved pricing and premium growth initiatives. Premiums for our commercial casualty
and workers’ compensation business include the result of policy audits that adjust initial premium
amounts based on differences between estimated and actual sales or payroll related to a specific
policy. Audits contributed $38 million to the $22 million net increase in earned premiums for the first
nine months of 2011 compared with the same period a year ago. The $10 million increase in earned
premiums during the third quarter of 2011, compared with the 2010 quarter, included a $4 million
increase from audit premiums as a component. Earned premiums for the first nine months of 2011
were reduced by $24 million of ceded premiums to reinstate coverage layers of our property
catastrophe reinsurance treaty, partially offsetting the period’s net increase. The premiums table
below analyzes other components of earned premiums.

Agency renewal written premiums, up 6 percent and 3 percent for the third quarter and first nine
months of 2011, also largely reflected improving economic conditions, with growth for the nine-month
period partly offset by lower pricing. Net written premiums from audits during the third quarter of 2011
netted to positive $2 million. The year-over-year change from audits was favorable by $8 million for the
third quarter and $26 million for the nine-month period, in part reflecting improving insured exposure-
level comparatives from the slow economic recovery. We work with our agents to retain accounts with
manageable risk characteristics that support the lower average prices prevailing in the marketplace.
Our agents, assisted by our field associates who handle underwriting, claims, loss control or premium
audit responsibilities, provide us with insights on local market conditions. We use such insights in
making decisions intended to adequately price business to achieve target profit margins. We measure
average changes in commercial lines renewal pricing as the rate of change in renewal premium for the
new policy period compared with the premium for the expiring policy period, assuming no change in
the level of insured exposures or policy coverage between those periods for respective policies. Our
commercial lines policies averaged an estimated price change that was slightly positive during the
third quarter of 2011, an improvement compared with a negative price change in the low-single-digit
rate for both the first half of 2011 and the full-year 2010 average.

Cincinnati Financial Corporation Third-Quarter 2011 10-Q Page 32



New business written premiums for commercial lines grew 9 percent for both the third quarter and
first nine months of 2011 compared with the same periods last year. Our five newest states for our
commercial lines operation - Texas, Colorado, Wyoming, Connecticut and Oregon - generated an
increase in new business of approximately $5 million for the first nine months of 2011, while the
increase from other states in total was $15 million or 8 percent.

Other written premiums included higher amounts ceded to reinsurers, including $1 million and

$24 million for the three- and nine-month periods of 2011 to reinstate coverage layers of our property
catastrophe reinsurance treaty. For the third quarter of 2011, the higher ceded premiums were
partially offset by a more favorable adjustment, compared with the third quarter of last year, for
estimated direct written premiums of policies in effect but not yet processed. The adjustment had an
immaterial effect on earned premiums.

Commercial Lines Insurance Premiums

(Dollars in millions) Three months ended September 30, Nine months ended September 30,
2011 2010 Change % 2011 2010 Change %
Agency renewal written premiums $ 507 $ 479 6 $ 1549 $ 1,504 3
Agency new business written premiums 81 74 9 233 213 9
Other written premiums (41) (42) 2 (110) (86) (28)
Net written premiums 547 511 7 1,672 1,631 3
Unearned premium change 10 36 (72) (42) (23) (83)
Earned premiums $ 557 % 547 2 $ 1630 $ 1,608 1

e Combined ratio - The commercial lines combined ratio for the three and nine months ended
September 30, 2011, increased compared with the same periods of 2010, driven by catastrophe
losses that were 7.5 and 9.7 percentage points higher. The ratio for current accident year loss and
loss expenses before catastrophe losses of 75.7 percent for the first nine months of 2011 rose
1.2 percentage points compared with the 74.5 percent accident year 2010 ratio measured as of
December 31, 2010. Loss ratio improvements from more precise pricing were offset by the effect of
reinsurance reinstatement premiums, by higher large losses and by higher weather-related estimated
losses that were not identified as part of designated catastrophe events for the property casualty
industry. Higher new large losses incurred, shown on the table on Page 34, increased the 2011 ratio
by 1.9 percentage points. The effect of the $24 million ceded to reinstate coverage layers of our
property catastrophe reinsurance treaty increased the 2011 ratio by 1.1 percentage points.

The net effect of reserve development on prior accident years during the third quarter and first

nine months of 2011 was favorable for commercial lines overall by $54 million and $184 million
compared with net favorable development of $52 million and $154 million for the same periods in
2010. For the three and nine months ended September 30, 2011, most of the commercial lines
favorable reserve development on prior accident years occurred in the commercial casualty line of
business, which represented 84 percent of the nine-month commercial lines favorable development.
The favorable reserve development recognized during the first nine months of 2011 for commercial
casualty included approximately 60 percent for accident year 2010 and nearly 20 percent for accident
years 2008 through 2009, and was primarily due to reduced volatility in paid losses, reduced volatility
in projections of future calendar year trends and favorable case reserve development. Reserve
estimates are inherently uncertain as described in our 2010 Annual Report on Form 10-K, Iltem 7,
Property Casualty Insurance Loss and Loss Expense Obligations and Reserves, Page 82.

Our loss and loss expense ratio for workers’ compensation remained high at 87.2 percent for the
first nine months of 2011, but improved 10.6 percentage points compared with the first nine months
of 2010 and 6.7 points compared with full-year 2010. As discussed in our 2010 Annual Report on
Form 10-K, Item 7, Commercial Lines of Business Analysis, Page 58, predictive modeling for workers’
compensation is expected to increase pricing accuracy, therefore improving profitability and the
related ratios over time. In addition to continued use and refinement of predictive analytics, we use
specialists who have extensive experience in underwriting workers’ compensation exposures, and
claims associates who specialize in workers’ compensation claims, and we are increasing our use of
loss control risk evaluation services for these accounts. Specialization and timely handling of claims
through direct reporting of workers’ compensation claims, implemented in early 2010, should enable
our claims representatives to more effectively manage and contain the costs of claims that have
already occurred, as well as future claims. Loss control services should help prevent worker-related
accidents or lessen the severity of injuries when accidents occur.
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The commercial lines underwriting expense ratio for third-quarter 2011 improved due to higher earned
premiums and lower commission expenses. For the first nine months of 2011 it increased compared
with the same periods of 2010, primarily due to earned premiums that were lowered by $24 million of
ceded premiums to reinstate coverage layers of our property catastrophe reinsurance treaty.
Underwriting results and related measures for the combined ratio are summarized in the first table of

Commercial Lines Insurance Results of Operations. The tables and discussion below provide
additional details for certain primary drivers of underwriting results.

Commercial Lines Insurance Losses by Size

(Dollars in millions)

Three months ended September 30,

Nine months ended September 30,

2011 2010 Change % 2011 2010 Change %
New losses greater than $4,000,000 $ 18 $ 17 6 $ 34 $ 34 1
New losses $1,000,000-$4,000,000 40 28 45 110 82 35
New losses $250,000-$1,000,000 45 37 23 122 117 4
Case reserve development above $250,000 52 62 17) 129 123 4
Total large losses incurred 155 144 8 395 356 11
Other losses excluding catastrophe losses 131 151 (13) 421 471 (11)
Catastrophe losses 58 17 230 241 84 188
Total losses incurred $ 344 $ 312 10 $ 1,057 $ 911 16
Ratios as a percent of earned premiums: Pt. Change Pt. Change
New losses greater than $4,000,000 32 % 31 % 0.1 21 % 21 % 0.0
New losses $1,000,000-$4,000,000 7.3 5.1 2.2 6.8 5.1 1.7
New losses $250,000-$1,000,000 8.1 6.7 14 7.5 7.3 0.2
Case reserve development above $250,000 9.3 11.4 (2.1) 7.9 7.7 0.2
Total large loss ratio 27.9 26.3 1.6 24.3 22.2 2.1
Other losses excluding catastrophe losses 235 27.6 (4.1) 25.8 29.3 (3.5)
Catastrophe losses 10.4 3.2 7.2 14.7 5.2 9.5
Total loss ratio 61.8 % 571 % 4.7 64.8 % 56.7_ % 8.1

We continue to monitor new losses and case reserve increases greater than $250,000 for trends in factors
such as initial reserve levels, loss cost inflation and claim settlement expenses. Our analysis continues to
indicate no unexpected concentration of these large losses and case reserve increases by risk category,
geographic region, policy inception, agency or field marketing territory. The third-quarter commercial lines total
large losses incurred of $155 million, net of reinsurance, were significantly higher than the $119 million
quarterly average during 2010 and somewhat higher than the $144 million for the 2010 third quarter. The

ratio for these large losses and case reserve increases was 1.6 percentage points higher compared with last
year’s third quarter, primarily due to higher incurred losses for fires. The third-quarter increase in losses added
to the ratio for total large losses incurred for the first nine months of 2011, which also was higher than in 2010
primarily due to incurred losses from commercial fires. We believe results for the three-month and nine-month
periods largely reflected normal fluctuations in loss patterns and normal variability in large case reserves for
claims above $250,000.
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Commercial Lines of Business Analysis

Approximately 95 percent of our commercial lines premiums relate to accounts with coverages from more than
one of our business lines. As a result, we believe that the commercial lines segment is best measured and
evaluated on a segment basis. However, we provide line of business data to summarize premium and loss
trends separately for each line. The ratios shown in the table below are components of loss and loss expenses

as a percentage of earned premiums.

(Dollars in millions)

Three months ended September 30,

Nine months ended September 30,

2011 2010 Change % 2011 2010 Change %
Commercial casualty:
Written premiums $ 1755 $ 161 9 3 541 % 520 4
Earned premiums 180 182 1) 532 518 3
Current accident year before catastrophe losses 64.1 % 75.0 % 69.5 % 73.3 %
Current accident year catastrophe losses 0.0 0.0 0.0 0.0
Prior accident years before catastrophe losses (26.7) (18.5) (28.7) (18.9)
Prior accident years catastrophe losses 0.0 0.0 0.0 0.0
Total loss and loss expenses ratio 37.4 % 56.5 % 40.8 % 54.4 %
Commercial property:
Written premiums $ 132 $ 122 8 $ 387 % 375 3
Earned premiums 128 123 4 369 365 1
Current accident year before catastrophe losses 776 % 60.5 % 73.0 % 59.7 %
Current accident year catastrophe losses 33.8 10.3 415 20.0
Prior accident years before catastrophe losses (4.9) 1.3 0.5 0.4)
Prior accident years catastrophe losses 3.7 (1.3) 2.8 (2.0)
Total loss and loss expenses ratio 110.2 % 70.8 % 117.8 % 773 %
Commercial auto:
Written premiums $ 9% $ 91 5 $ 305 % 293 4
Earned premiums 100 96 4 292 287 2
Current accident year before catastrophe losses 67.8 % 67.1 % 722 % 68.2 %
Current accident year catastrophe losses 25 (0.5) 3.0 1.3
Prior accident years before catastrophe losses 3.5 (5.3) (10.3) (4.0)
Prior accident years catastrophe losses (0.1) 0.0 0.2) (0.4)
Total loss and loss expenses ratio 73.7 % 61.3 % 64.7 % 65.1 %
Workers' compensation:
Written premiums $ 71 % 68 4 $ 234 % 235 0
Earned premiums 78 7 1 235 230 2
Current accident year before catastrophe losses 119.2 % 1275 % 1079 % 1113 %
Current accident year catastrophe losses 0.0 0.0 0.0 0.0
Prior accident years before catastrophe losses (28.4) (15.3) (20.7) (13.5)
Prior accident years catastrophe losses 0.0 0.0 0.0 0.0
Total loss and loss expenses ratio 90.8 % 112.2 % 87.2 % 97.8 %
Specialty packages:
Written premiums $ 36 3 37 3 $ 100 $ 112 (11)
Earned premiums 36 38 (5) 100 112 (11)
Current accident year before catastrophe losses 91.6 % 60.8 % 815 % 65.8 %
Current accident year catastrophe losses 25.7 18.9 72.7 16.8
Prior accident years before catastrophe losses 19.6 9.6 13.2 8.7
Prior accident years catastrophe losses (0.9 (0.2) (1.1 (3.4)
Total loss and loss expenses ratio 136.0 % 89.1 % 166.3 % 87.9 %
Surety and executive risk:
Written premiums $ 28 % 23 22 3 G 70 11
Earned premiums 26 22 18 76 71 7
Current accident year before catastrophe losses 54.7 % 912 % 524 % 63.4 %
Current accident year catastrophe losses 0.0 0.0 0.0 0.0
Prior accident years before catastrophe losses 325 (17.3) 31.0 (10.2)
Prior accident years catastrophe losses 0.0 0.0 0.0 0.0
Total loss and loss expenses ratio 87.2 % 739 % 83.4 % 53.2 %
Machinery and equipment:
Written premiums $ 9 3 9 0o $ 27 % 26 4
Earned premiums 9 9 0 26 25 4
Current accident year before catastrophe losses 38.7 % 204 % 33.1 % 30.6 %
Current accident year catastrophe losses 2.4 1.7 0.9 0.1
Prior accident years before catastrophe losses (1.6) (6.8) 4.5 (6.9)
Prior accident years catastrophe losses 0.0 0.0 0.0 (0.4)
Total loss and loss expenses ratio 395 % 119 % 385 % 234 %
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As discussed above, the loss and loss expense ratio component of the combined ratio is an important measure
of underwriting profit and performance. Catastrophe losses are volatile and can distort short-term profitability
trends, particularly for certain lines of business. Development of loss and loss expense reserves on prior
accident years can also distort trends in measures of profitability for recently written business. To illustrate
these effects, we separate their impact on the ratios shown in the table above. For the three and nine months
ended September 30, 2011, the commercial line of business with the most significant profitability challenge
was workers’ compensation, assuming the property portion of applicable lines of business have future
weather-related loss experience that returns to our longer-term historical average. As discussed above, our
actions to improve pricing and reduce loss costs for workers’ compensation are expected to benefit future
profitability trends, and during the first nine months of 2011 the line’s loss and loss expense ratio
improved 10.6 percentage points compared with the first nine months of 2010 and 6.7 points compared with

full-year 2010.

PERSONAL LINES INSURANCE RESULTS OF OPERATIONS

(Dollars in millions)

Three months ended September 30,

Nine months ended September 30,

2011 2010 Change % 2011 2010 Change %
Earned premiums 193 $ 182 6 3 563 % 535 5
Fee revenues - - nm 1 1 0
Total revenues 193 182 6 564 536 5
Loss and loss expenses from:
Current accident year before catastrophe losses 148 128 16 423 364 16
Current accident year catastrophe losses 34 12 183 185 63 194
Prior accident years before catastrophe losses (13) ©) (86) (24) (16) (50)
Prior accident years catastrophe losses (1) (1) 0 (6) (4 (50)
Total loss and loss expenses 168 132 27 578 407 42
Underwriting expenses 62 57 9 168 181 7
Underwriting loss 37 $ (N (429) $ (182) % (52) (250)
Ratios as a percent of earned premiums: Pt. Change Pt. Change
Current accident year before catastrophe losses 76.8 % 70.0 % 6.8 75.2 % 68.1 % 7.1
Current accident year catastrophe losses 17.6 6.9 10.7 329 11.6 21.3
Prior accident years before catastrophe losses (6.3) 3.7) (2.6) (4.2) (3.1) (1.1)
Prior accident years catastrophe losses (0.8) (0.9 0.1 (1.2) (0.6) (0.6)
Total loss and loss expenses 87.3 72.3 15.0 102.7 76.0 26.7
Underwriting expenses 324 31.1 1.3 29.9 33.8 (3.9
Combined ratio 119.7 % 103.4 % 16.3 132.6 % 109.8 % 22.8
Combined ratio: 119.7 % 103.4 % 16.3 132.6 % 109.8 % 22.8
Contribution from catastrophe losses and prior years
reserve development 10.5 2.3 8.2 27.5 7.9 19.6
Combined ratio before catastrophe losses and prior
years reserve development 109.2 % 101.1 % 8.1 105.1 % 1019 % 3.2

Overview

Performance highlights for the personal lines segment include:

e Premiums - Personal lines earned premiums and net written premiums for the three and nine months
ended September 30, 2011, again grew due to higher renewal and new business premiums. The
increase reflected improved pricing, partially offset by ceded premiums to reinstate coverage layers of
our property catastrophe reinsurance treaty. The premiums table below analyzes other components of

earned premiums.

Agency renewal written premiums increased 11 percent and 10 percent in the third quarter and first
nine months of 2011 because of rate increases, strong policy retention rates and premium growth
initiatives. Various rate changes were implemented beginning in October 2009, including increases for
our homeowner line of business averaging approximately 6 percent, with some individual policy rate
increases in the double-digit range. Homeowner rate changes averaging approximately 7 percent were
implemented beginning the fourth quarter of 2010 for states representing the majority of our personal
lines business. For our personal auto line of business, rate changes with a low-single-digit average
increase were implemented beginning in the fourth quarter of 2010. For our homeowner lines of
business, we are targeting rate changes for late 2011 and early 2012 that are slightly higher than the
respective rate changes from late 2010. We are targeting early 2012 rate changes for personal auto
that average a small net positive rate change in total, while some individual policies may experience
lower rates based on enhanced pricing precision enabled by predictive models.

Personal lines new business written premium growth has started to moderate following several
quarters of strong growth, with increases of less than 1 percent and 9 percent for the three and nine
months ended September 30, 2011, compared with 2010 periods. We continue to believe we are
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successful in attracting more of our agents’ preferred business that is priced more accurately based
on the insured exposure. Some of what we report as new business came from accounts that were not
new to our agents. We believe our agents’ seasoned accounts tend to be priced more accurately than
business that may be less familiar to them.

Other written premiums - which primarily include premiums ceded to our reinsurers as part of our
reinsurance program - contributed negative $6 million and negative $19 million to net written
premium growth for the three and nine months ended September 30, 2011, compared with the same
periods of 2010. The third-quarter decrease was primarily due to $5 million of ceded premiums for our
3rd and 4th Event Cover from our property catastrophe reinsurance program, discussed on

Page 30.The nine-month decrease was primarily due to $18 million of ceded premiums, including

$15 million recorded during the second quarter, plus $3 million during the third quarter, to reinstate
coverage layers of our property catastrophe reinsurance treaty.

We continue to implement strategies discussed in our 2010 Annual Report on Form 10-K, Item 1,
Our Business and Our Strategy, Page 3, to enhance our response to marketplace changes and

help achieve our long-term objectives for personal lines growth and profitability. These strategies
include expansion during recent years into four western states with historical industry catastrophe
loss ratios that are significantly better than our historical ratios for states where we operated prior to
that expansion.

Personal Lines Insurance Premiums

(Dollars in millions) Three months ended September 30, Nine months ended September 30,
2011 2010 Change % 2011 2010 Change %
Agency renewal written premiums $ 209 $ 189 1 3 570 % 519 10
Agency new business written premiums 25 25 0 73 67 9
Other written premiums (12) (6) (100) (38) (19) (100)
Net written premiums 222 208 7 605 567 7
Unearned premium change (29) (26) (12) (42) (32) (31)
Earned premiums $ 193 $ 182 6 $ 563 % 535 5

e Combined ratio - The personal lines combined ratio for the three and nine months ended
September 30, 2011, rose compared with the same periods of 2010, primarily due to weather-related
catastrophe losses that were 10.8 and 20.7 percentage points higher. The 75.2 percent ratio for
current accident year loss and loss expenses before catastrophe losses for the first nine months of
2011 rose 4.8 percentage points compared with the 70.4 percent accident year 2010 ratio measured
as of December 31, 2010. Pricing changes that benefited the current accident year ratio were offset
by the effect of reinsurance reinstatement premiums and by higher weather-related estimated losses
that were not identified as part of designated catastrophe events for the property casualty industry,
typically referred to as non-catastrophe weather losses. The effect of the $18 million ceded to
reinstate coverage layers of our property catastrophe reinsurance treaty increased the 2011 ratio by
2.4 percentage points. For our homeowner line of business alone, non-catastrophe weather losses
from wind, hail and lightning were $16 million higher during the first nine months of 2011 compared
with the same period of 2010, raising the 2011 loss ratio by 2.8 percentage points.

In addition to the rate increases discussed above, we continue to refine our pricing to better match
premiums to the risk of loss on individual policies. We also continue to increase our pricing
sophistication by incorporating attributes of risk that characterize the insured exposure. The results of
improved pricing per risk and broad-based rate increases are expected to improve the combined ratio
over the next several quarters. In addition, greater geographic diversification is expected over time to
reduce the volatility of homeowner loss ratios attributable to weather-related catastrophe losses.
During the first quarter of 2011, we implemented an additional reinsurance program solely to
decrease from $6 million to $4 million the amount of loss we retain on new large homeowner losses.
Our homeowner policies in force during 2009 and 2010 experienced one new loss each year in that
size range. No new homeowner losses of that magnitude were incurred during the first nine months
of 2011.

Catastrophe losses accounted for 16.8 and 31.7 percentage points of the combined ratio for the three
and nine months ended September 30, 2011, compared with 6.0 and 11.0 percentage points for the
same periods last year. The 10-year annual average through 2010 for the personal lines segment was
8.7 percentage points, and the five-year annual average was 10.2 percentage points.

Personal lines reserve development on prior accident years continued to trend favorably during the
third quarter and first nine months of 2011, more favorably than during the same periods of 2010.
Nearly half of the favorable reserve development on prior accident years recognized during the first
nine months of 2011 occurred in the other personal line of business, and the remainder was split
roughly even between personal auto and homeowner. Approximately half of the personal lines
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favorable reserve development recognized during the first nine months of 2011 was for accident year
2010 and approximately one-third for accident years 2008 through 2009. Reserve estimates are

inherently uncertain as described in our 2010 Annual Report on Form 10-K, Item 7, Property Casualty
Insurance Loss and Loss Expense Obligations and Reserves, Page 82.

The underwriting expense ratio rose for the third quarter and declined for first nine months of 2011
compared with the same periods of 2010. The primary reason for the third-quarter increase was
higher commission expenses. The lower nine-month ratio was primarily due to the first-quarter 2010
provisions for matters involving prior years and related to Note 10, Commitments and Contingent

Liabilities, Page 18.
Personal Lines Insurance Losses by Size

(Dollars in millions)

Three months ended September 30,

Nine months ended September 30,

2011 2010 Change % 2011 2010 Change %

New losses greater than $4,000,000 $ 0 $ 0 nm $ 0 $ 0 nm
New losses $1,000,000-$4,000,000 4 5 (20) 17 15 8
New losses $250,000-$1,000,000 11 7 59 35 27 29
Case reserve development above $250,000 4 4 5 11 8 39
Total large losses incurred 19 16 21 63 50 24
Other losses excluding catastrophe losses 100 88 14 279 250 12
Catastrophe losses 32 11 191 177 59 201
Total losses incurred $ 151 $ 115 31 % 519 $ 359 45
Ratios as a percent of earned premiums: Pt. Change Pt. Change
New losses greater than $4,000,000 00 % 00 % 0.0 00 % 00 % 0.0
New losses $1,000,000-$4,000,000 2.2 2.8 (0.6) 3.0 29 0.1
New losses $250,000-$1,000,000 6.0 4.0 2.0 6.1 5.0 11
Case reserve development above $250,000 1.9 2.0 (0.1) 2.0 1.5 0.5
Total large losses incurred 10.1 8.8 13 111 9.4 1.7
Other losses excluding catastrophe losses 52.0 48.4 3.6 49.6 46.6 3.0
Catastrophe losses 16.4 6.0 10.4 31.4 11.0 20.4
Total loss ratio 785 % 63.2 % 15.3 921 % 67.0 % 25.1

We continue to monitor new losses and case reserve increases greater than $250,000 for trends in factors
such as initial reserve levels, loss cost inflation and claim settlement expenses. Our analysis continues to
indicate no unexpected concentration of these large losses and case reserve increases by risk category,
geographic region, policy inception, agency or field marketing territory. In the third quarter of 2011, the ratio for
these losses and case reserve increases, net of reinsurance, was 1.3 percentage points higher compared with
last year’s third quarter, primarily due to a higher number of personal auto claims and incurred losses. The
nine-month result rose 1.7 percentage points primarily due to a higher number of large homeowner claims and
incurred losses related to fires during the first quarter and from the higher personal auto incurred losses
during the third quarter of 2011. We believe results for the three- and nine-month periods ended September
30, 2011, largely reflected normal fluctuations in loss patterns and normal variability in large case reserves for

claims above $250,000.
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Personal Lines of Business Analysis

We prefer to write personal lines coverages on an account basis that includes both auto and homeowner
coverages as well as coverages from the other personal business line. As a result, we believe that the personal
lines segment is best measured and evaluated on a segment basis. However, we provide the line of business
data to summarize premium and loss trends separately for each line. The ratios shown in the table below are
components of loss and loss expenses as a percentage of earned premiums.

(Dollars in millions) Three months ended September 30, Nine months ended September 30,
2011 2010 Change % 2011 2010 Change %
Personal auto:
Written premiums $ 107 $ 98 9 3 293 % 268 9
Earned premiums 94 86 9 273 250 9
Current accident year before catastrophe losses 66.6 % 68.3 % 67.4 % 67.3 %
Current accident year catastrophe losses 15 0.2 4.3 15
Prior accident years before catastrophe losses 1.7 (0.3) (2.8) (1.9
Prior accident years catastrophe losses (0.1) (0.1) (0.2) (0.2)
Total loss and loss expenses ratio 69.7 % 68.1 % 68.7 % 66.7 %
Homeowner:
Written premiums $ 87 % 83 5 $ 233 % 224 4
Earned premiums 74 72 3 216 214 1
Current accident year before catastrophe losses 86.2 % 720 % 845 % 69.8 %
Current accident year catastrophe losses 40.3 15.5 4.7 25.8
Prior accident years before catastrophe losses (6.1) 0.9 (1.4) 0.6
Prior accident years catastrophe losses (1.8) (2.1) (2.7) (1.3)
Total loss and loss expenses ratio 118.6 % 845 % 155.1 % 94.9 %
Other personal:
Written premiums $ 28 3 27 4 % 79 % 75 5
Earned premiums 25 24 4 74 71 4
Current accident year before catastrophe losses 87.0 % 70.1 % 77.0 % 65.1 %
Current accident year catastrophe losses 10.4 4.7 16.1 4.7
Prior accident years before catastrophe losses (36.4) (24.1) (17.6) 17.7)
Prior accident years catastrophe losses (0.6) (0.4) (0.6) (0.5)
Total loss and loss expenses ratio 60.4 % 50.3 % 74.9 % 51.6 %

As discussed above, the loss and loss expense ratio component of the combined ratio is an important measure
of underwriting profit and performance. Catastrophe losses are volatile and can distort short-term profitability
trends, particularly for certain lines of business. Development of loss and loss expense reserves on prior
accident years can also distort trends in measures of profitability for recently written business. To illustrate
these effects, we separate their impact on the ratios shown in the table above. For the three and nine months
ended September 30, 2011, the personal line of business with the most significant profitability challenge was
homeowner, assuming the property portion of other lines of business have future weather-related loss
experience that returns to our longer-term historical average. As discussed above, we continue actions to
improve pricing per risk and overall rates, which are expected to improve future profitability. In addition, we
anticipate that the long-term future average for the catastrophe loss ratio would improve due to gradual
geographic diversification into states less prone to catastrophe losses.
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EXCESS AND SURPLUS LINES INSURANCE RESULTS OF OPERATIONS

(Dollars in millions)

Three months ended September 30,

Nine months ended September 30,

2011 2010 Change % 2011 2010 Change %
Earned premiums 19 3 14 36 $ 51 $ 36 42
Loss and loss expenses from:
Current accident year before catastrophe losses 12 13 (8) 40 34 18
Current accident year catastrophe losses - - nm 1 - nm
Prior accident years before catastrophe losses - - nm 7 1 nm
Prior accident years catastrophe losses - - nm - - nm
Total loss and loss expenses 12 13 (8) 34 35 ®3)
Underwriting expenses 6 4 50 16 12 33
Underwriting profit (loss) 1 3 (3 nm $ 1 3 (11) nm
Ratios as a percent of earned premiums: Pt. Change Pt. Change
Current accident year before catastrophe losses 62.7 % 104.9 % (42.2) 78.9 % 959 % (17.0)
Current accident year catastrophe losses 2.5 (0.1) 2.6 3.1 1.7 1.4
Prior accident years before catastrophe losses (3.0) (1.1) (1.9) (14.8) 3.7 (18.5)
Prior accident years catastrophe losses 0.0 0.0 0.0 0.1 0.0 0.1
Total loss and loss expenses 62.2 103.7 (41.5) 67.3 101.3 (34.0)
Underwriting expenses 314 26.1 5.3 31.7 30.1 1.6
Combined ratio 93.6 % 129.8 % (36.2) 99.0 % 131.4 % (32.4)
Combined ratio: 93.6 % 129.8 % (36.2) 99.0 % 131.4 % (32.4)
Contribution from catastrophe losses and prior years
reserve development (0.5) (1.2) 0.7 (11.6) 5.4 (17.0)
Combined ratio before catastrophe losses and prior
years reserve development 94.1 % 131.0 % (36.9) 110.6 % 126.0 % (15.4)

Overview

Performance highlights for the excess and surplus lines segment include:

e Premiums - Excess and surplus lines earned premiums and net written premiums grew for the three
and nine months ended September 30, 2011. Growth in renewal written premiums accounted for

most of the increase.

Renewal written premiums grew 56 percent for the third quarter of 2011, compared with the same
period of 2010, and grew 71 percent for the nine-month period, primarily due to the opportunity to
renew many accounts for the first time as described in our 2010 Annual Report on Form 10-K, Item 7,
Excess and Surplus Lines Insurance Results of Operation, Page 70. Renewal pricing changes also
accounted for some of the growth, as our excess and surplus lines policies’ average estimated pricing
change continued to increase in a low- to mid-single-digit range. We measure average changes in
excess and surplus lines renewal pricing as the rate of change in renewal premium for the new policy
period compared with the premium for the expiring policy period, assuming no change in the level of
insured exposures or policy coverage between those periods for respective policies.

New business written premium declined somewhat during the third quarter, reflecting careful
underwriting in a highly competitive market, and grew modestly during first nine months of 2011, at
roughly half the rate of the full-year 2010 increase of 9 percent. Some of what we report as new
business came from accounts that were not new to our agents. We believe our agents’ seasoned
accounts tend to be priced more accurately than business that may be less familiar to them.
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Excess and Surplus Lines Insurance Premiums

(Dollars in millions)

Three months ended September 30,

Nine months ended September 30,

2011 2010 Change % 2011 2010 Change %
Renewal written premiums $ 14 $ 9 56 % 36 3 21 71
New business written premiums 9 10 (10) 28 27 4
Other written premiums (1) (2 50 3) (5) 40
Net written premiums 22 17 29 61 43 42
Unearned premium change (3) 3) 0 (10) 0] (43)
Earned premiums $ 19 3 14 36 $ 51 % 36 42

Combined ratio - The excess and surplus lines combined ratio for the three and nine months ended
September 30, 2011, improved 36.2 and 32.4 percentage points compared with the same periods of
2010, primarily due to lower ratios for current accident year loss and loss expenses and higher levels
of net favorable reserve development on prior accident years. The 78.9 percent ratio for current
accident year loss and loss expenses before catastrophe losses for the first nine months of 2011
decreased 4.9 percentage points compared with the 83.8 percent accident year 2010 ratio measured
as of December 31, 2010. Favorable trends for both reported loss experience and reserves for
estimated losses incurred but not reported (IBNR) drove the lower 2011 ratio.

Catastrophe losses accounted for 2.5 and 3.2 percentage points of the combined ratio for the three
and nine months ended September 30, 2011, compared with negative 0.1 and 1.7 percentage points
in the same periods of 2010.

Excess and surplus reserve development on prior accident years trended very favorably for the three
and nine months ended September 30, 2011. Both losses and loss expenses trended favorably, with
loss expenses representing the larger amount. Reserve estimates are inherently uncertain as
described in our 2010 Annual Report on Form 10-K, Item 7, Property Casualty Insurance Loss and
Loss Expense Obligations and Reserves, Page 82.

The underwriting expense ratio for the third quarter of 2011, compared with the same period of 2010,
rose 5.3 percentage points while the nine-month ratio rose 1.6 percentage points. Higher commission
expenses and a larger allocation of technology related costs were largely responsible for the third
quarter increase. The nine-month ratio increased primarily due to higher commission expenses.
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LIFE INSURANCE RESULTS OF OPERATIONS

(In millions) Three months ended September 30, Nine months ended September 30,
2011 2010  Change % 2011 2010  Change %
Earned premiums $ 43 8 41 5 $ 123 $ 120 3
Separate account investment management fees 1 - nm 2 1 100
Total revenues 44 41 7 125 121 3
Contract holders' benefits incurred 49 44 11 138 129 7
Investment interest credited to contract holders (21) (21) 0 (61) (60) 2)
Operating expenses incurred 19 19 0 49 51 4
Total benefits and expenses 47 42 12 126 120 5
Life insurance segment profit $ 33 (1) (2000 $ @D s 1 nm
Overview

Performance highlights for the life insurance segment include:

e Revenues - Revenues were higher for the three and nine months ended September 30, 2011,
primarily due to higher earned premiums from term life insurance products.

Gross in-force life insurance policy face amounts increased to $76.911 billion at
September 30, 2011, from $74.124 billion at year-end 2010.

Fixed annuity deposits received for the three and nine months ended September 30, 2011, were

$18 million and $107 million compared with $37 million and $153 million for the same periods of
2010. Fixed annuity deposits have a minimal impact to earned premiums because deposits received
are initially recorded as liabilities with a portion representing profit subsequently earned over time. We
do not write variable or equity indexed annuities.

Life Insurance Premiums

(Dollars in millions) Three months ended September 30, Nine months ended September 30,
2011 2010 Change % 2011 2010 Change %
Term life insurance $ 27 $ 25 8 $ 9 3 72 10
Universal life insurance 10 10 0 24 29 17)
Other life insurance, annuity, and disability income products 6 6 0 20 19 5
Net earned premiums $ 43  $ 41 5 % 123§ 120 3

e Profitability - Our life insurance segment typically reports a small profit or loss on a GAAP basis
because most of its investment income is included in our investment segment results. We include only
investment income credited to contract holders (including interest assumed in life insurance policy
reserve calculations) in our life insurance segment results. The loss of $1 million for our life insurance
segment in the first nine months of 2011 compares with profit of $1 million for the same period of
2010, primarily due to less favorable mortality experience.

Although we report most of our life insurance company investment income in our investments
segment results, we recognize that assets under management, capital appreciation and investment
income are integral to evaluation of the success of the life insurance segment because of the long
duration of life products. On a basis that includes investment income and realized gains or losses from
life insurance related invested assets, the life insurance company reported a net profit of $4 million
and $8 million in the three and nine months ended September 30, 2011, compared with a net profit
of $8 million and $24 million for the same periods of 2010. The life insurance company portfolio had
after-tax realized investment losses of $2 million and $17 million in the three and nine months ended
September 30, 2011, compared with after-tax realized investment gains of $1 million and after-tax
realized investment losses of less than $1 million for the same periods of 2010. The realized
investment losses during the first nine months were primarily due to impairment of certain securities
during the first quarter as discussed in Investments Results of Operations on Page 43.

Life segment benefits and expenses consist principally of contract holders’ (policyholders’) benefits
incurred related to traditional life and interest-sensitive products and operating expenses incurred, net
of deferred acquisition costs. Total benefits rose in the first nine months of 2011 due to increased
levels of net death claims. Although net death claims increased, they remained within our range of
pricing expectations. Operating expenses decreased slightly from the first nine months of 2010 as a
modest increase in underwriting expenses related to third-party fees for the administration of closed
blocks of life and health policies was offset by a slight decrease in commission expense related to
decreased annuity deposits received during the nine months ended September 30, 2011.
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INVESTMENTS RESULTS OF OPERATIONS

Overview

The investments segment contributes investment income and realized gains and losses to results of
operations. Investments traditionally are our primary source of pretax and after-tax profits.

Investment Income

Pretax investment income increased 2 percent and 1 percent for the three and nine months ended

September 30, 2011, compared with the same periods of 2010. Investment income from interest on bonds
grew primarily due to a larger portfolio base, with higher levels of fixed-maturity invested assets offsetting lower
average yields. Higher dividend income for the nine-month period reflected rising dividend rates, while the
lower third-quarter amount reflected the variable timing of ex-dividend dates for declared dividends. Average
yields in the table below are based on the average invested asset and cash amounts indicated in the table,
using fixed-maturity securities valued at amortized cost and all other securities at fair value. In our 2010
Annual Report on Form 10-K, Item 1, Investments Segment, Page 19 and ltem 7, Investments Outlook,

Page 78, we discussed our portfolio strategies. We discuss risks related to our investment income and our
fixed-maturity and equity investment portfolios in Item 3, Quantitative and Qualitative Disclosures About

Market Risk, Page 50.

We continue to position our portfolio with consideration to both the challenges presented by the current low
interest rate environment and the risks presented by potential future inflation. As bonds in our generally
laddered portfolio mature or are called over the near term, we will be challenged to replace their current yield.
As discussed in our 2010 Annual Report on Form 10-K, Item 1, Investments Segment, Fixed-maturity and
Short-term Investments, Page 20, approximately 17 percent of our fixed-maturity investments mature during
2011 through 2013 with an average pretax yield-to-amortized cost of 5.2 percent, including 1.3 percent during
the last quarter of 2011 or the first quarter of 2012 yielding 5.1 percent. While our bond portfolio more than
covers our insurance reserve liabilities, we believe our diversified common stock portfolio of mainly blue chip,
dividend-paying companies represents one of our best investment opportunities for the long term.

Investment Results

(In millions)

Three months ended September 30,

Nine months ended September 30,

2011 2010 Change % 2011 2010 Change %
Total investment income, net of expenses, pre-tax 130 $ 128 2 3 393 388 1
Investment interest credited to contract holders (21) (21) 0 (61) (60) (2)
Realized investment gains and losses summary:
Realized investment gains and losses 5 151 97) 110 170 (35)
Change in fair value of securities with embedded derivatives 4) 5 nm - 6 nm
Other-than-temporary impairment charges (3) (1) (200) (33) (36) 8
Total realized investment gains and losses (2 155 nm 77 140 (45)
Investment operations profit 107 $ 262 59 $ 409 468 (13)

(In millions)

Three months ended September 30,

Nine months ended September 30,

2011 2010 Change % 2011 2010 Change %
Investment income:
Interest 107 $ 104 3 % 319 318 0
Dividends 24 25 4) 77 73 5
Other 1 1 0 3 3 0
Investment expenses (2) (2) 0 (6) (6) 0
Total investment income, net of expenses, pre-tax 130 128 393 388 1
Income taxes (32) (31) (97) (95) 2)
Total investment income, net of expenses, after-tax 98 $ 97 $ 206 293 1
Effective tax rate 247 % 243 % 246 % 244 %
Average invested assets plus cash and cash equivalents 11,317 $ 10,905 $ 11,280 10,931
Average yield pre-tax 46 % 47 % 46 % 47 %
Average yield after-tax 35 % 36 % 35 % 36 %
Effective fixed-maturity tax rate 26.8 % 26.3 % 26.7 % 26.3 %
Average fixed-maturity at amortized cost 8,149 % 7,754 $ 8,034 7,619
Average fixed-maturity yield pre-tax 53 % 54 % 53 % 56 %
Average fixed-maturity yield after-tax 3.8 % 40 % 39 % 41 %
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Net Realized Gains and Losses

We reported net realized investment losses of $2 million and gains of $77 million in the three and nine months
ended September 30, 2011, as net gains from investment sales and bond calls were partially offset by other-
than-temporary impairment (OTTI) charges. OTTI charges were $3 million and $33 million during the third
quarter and first nine months of 2011. We reported net realized investment gains of $155 million and

$140 million in the three and nine months ended September 30, 2010, as net gains from investment sales
and bond calls offset OTTI charges.

Investment gains or losses are recognized upon the sales of investments or as otherwise required under GAAP.
The timing of realized gains or losses from sales can have a material effect on results in any quarter. However,
such gains or losses usually have little, if any, effect on total shareholders’ equity because most equity and
fixed-maturity investments are carried at fair value, with the unrealized gain or loss included as a component of
other comprehensive income. Accounting requirements for OTTI charges for the fixed-maturity portfolio are
disclosed in our 2010 Annual Report on Form 10-K, Item 8, Note 1, Summary of Significant Accounting
Policies, Page 108.

The total net realized investment gains for the first nine months of 2011 include:
e $97 million in gains from the sale of various common stock holdings.
e $10 million in net gains from fixed-maturity security sales and calls.
e  $33 million in OTTI charges to write down holdings of equities and fixed maturities.

The $33 million in OTTI charges included approximately $30 million from AllianceBernstein Holding L.P.
(NYSE:AB) common stock and $3 million from six fixed-maturity securities.

Of the 2,728 securities in the portfolio, two equity securities were trading below 70 percent of amortized cost
at September 30, 2011. The fair value on the two equity securities was $48 million with a $27 million
unrealized loss position. Our asset impairment committee regularly monitors the portfolio, including a quarterly
review of the entire portfolio for potential OTTI charges. We believe that if the improving liquidity in the markets
were to reverse, or the economic recovery were to significantly stall, we could experience declines in portfolio
values and possible additional OTTI charges.

The table below provides additional detail for OTTI charges.

(In millions) Three months ended September 30, Nine months ended September 30,
2011 2010 2011 2010
Fixed maturities
Services cyclical $ 18 -3 18
Real estate -
Consumer cyclical 1 - 1
Other 1 1 1
Total fixed maturities 3 1 3

Common equities

Financial - - 30 -
Health - - - 21
Information technology - - - 12
Total common equities - - 30 33

Total $ 3% 13 33 % 36
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OTHER

We report as Other the non-investment operations of the parent company and a non-insurer subsidiary,
CFC Investment Company.

Losses before income taxes for Other were largely driven by interest expense from debt of the parent company.

(Inmillions) Three months ended September 30, Nine months ended September 30,
2011 2010 2011 2010 Change %
Interest and fees on loans and leases $ 18 3 ®67) 3 5% 6 a7
Other revenues 1 - nm 1 (1) nm
Total revenues 2 3 (33) 6 5 20
Interest expense 13 13 0 40 40 0
Operating expenses 2 2 0 10 7 43
Total expenses 15 15 0 50 47 6
Other loss $ (13) $ (12) ® $ (44) $ (42) )

TAXES

We had $8 million and $42 million of income tax benefit in the three and nine months ended

September 30, 2011, compared with $65 million and $76 million of income tax expense for the same periods
of 2010. The effective tax rate for the three and nine months ended September 30, 2011, was negative

72.7 percent and positive 420.0 percent compared with positive 29.4 percent and positive 23.2 percent for
the same periods last year.

The change in our effective tax rate was primarily due to changes in pretax income from underwriting
results, changes in investment income and the amount of realized investment gains and losses.

Historically, we have pursued a strategy of investing some portion of cash flow in tax-advantaged
fixed-maturity and equity securities to minimize our overall tax liability and maximize after-tax earnings. See
Tax-Exempt Fixed Maturities, Page 52 for further discussion on municipal bond purchases in our fixed-maturity
investment portfolio. For our insurance subsidiaries, approximately 85 percent of income from tax-advantaged
fixed-maturity investments is exempt from federal tax. Our non-insurance companies own an immaterial
amount of tax-advantaged fixed-maturity investments. For our insurance subsidiaries, the dividend received
deduction, after the dividend proration of the 1986 Tax Reform Act, exempts approximately 60 percent of
dividends from qualified equities from federal tax. For our non-insurance companies, the dividend received
deduction exempts 70 percent of dividends from qualified equities. Details about our effective tax rate are
found in our 2010 Annual Report on Form 10-K, Item 8, Note 11, Income Taxes, Page 120, and in Item 1,
Note 11 - Income Taxes, Page 18.
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LIQuIDITY AND CAPITAL RESOURCES

At September 30, 2011, shareholders’ equity was $4.786 billion compared with $5.032 billion at

December 31, 2010. Total debt was $894 million at September 30, 2011, compared with $839 million at
December 31, 2010. At September 30, 2011, cash and cash equivalents totaled $308 million compared with
$385 million at December 31, 2010.

SOURCES OF LIQUIDITY
Subsidiary Dividends

Our lead insurance subsidiary declared dividends of $120 million to the parent company during the first

nine months of 2011 compared with $170 million for the same period of 2010. The lower amount of insurance
subsidiary dividends for 2011 was driven by higher catastrophe losses. For the full-year 2010, subsidiary
dividends declared totaled $220 million. State of Ohio regulatory requirements restrict the dividends our
insurance subsidiary can pay. During 2011, total dividends that our insurance subsidiary could pay to our
parent company without regulatory approval are approximately $378 million.

Investing Activities

Investment income is a source of liquidity for both the parent company and its insurance subsidiary.

We continue to focus on portfolio strategies to balance near-term income generation and long-term book
value growth.

Parent company obligations can be funded with income on investments held at the parent company level or
through sales of securities in that portfolio, although we prefer to follow an investment philosophy seeking to
compound cash flows over the long term. These sources of capital can help minimize subsidiary dividends to
the parent company, protecting insurance subsidiary capital.

See our 2010 Annual Report on Form 10-K, Item 1, Investment Segment, Page 19, for a discussion of our
historic investment strategy, portfolio allocation and quality.
Insurance Underwriting

Our property casualty and life insurance underwriting operations provide liquidity because we generally receive
premiums before paying losses under the policies purchased with those premiums. After satisfying our cash
requirements, we use excess cash flows for investment, increasing future investment income.

Historically, cash receipts from property casualty and life insurance premiums, along with investment income,
have been more than sufficient to pay claims, operating expenses and dividends to the parent company.

The table below shows a summary of cash flow for property casualty insurance (direct method):

(Dollars in millions) Three months ended September 30, Nine months ended September 30,
2011 2010 2011 2010
Premiums collected $ 795 $ 755 $ 2,321 $ 2,200
Loss and loss expenses paid (566) (505) (1,696) (1,372)
Commissions and other underwriting expenses paid (236) (232) (759) (743)
Insurance subsidiary cash flow from underwriting @) 18 (134) 85
Investment income received 91 97 270 272
Insurance operating cash flow $ 84 $ 115 $ 136 $ 357

Collected premiums for property casualty insurance are up $121 million for the first nine months of 2011, but
the increase was more than offset by a $324 million increase in loss and loss expenses paid, largely due to
higher catastrophe losses paid.

We discuss our future obligations for claims payments and for underwriting expenses in our 2010 Annual
Report on Form 10-K, Item 7, Contractual Obligations, Page 81, and Other Commitments, also on Page 81.

Capital Resources

At September 30, 2011, our debt-to-total-capital ratio rose to 15.7 percent, with $790 million in long-term debt
and $104 million in borrowing on our revolving short-term lines of credit. The source of the short-term
borrowing was the $150 million line of credit described in our 2010 Annual Report on Form 10-K, ltem 7,
Short-Term Debt, Page 80. During the third quarter of 2011 there was a $55 million increase to the

June 30, 2011, balance of $49 million in short-term debt. The balance was $49 million throughout 2010. The
parent company borrowed an additional $55 million in the third quarter primarily to fund share repurchases
using our relatively low-cost source of borrowing. Based on our present capital requirements, we do not
anticipate a material increase in debt levels during the remainder of 2011. As a result, we expect changes in
our debt-to-total-capital ratio to continue to be largely a function of the contribution of unrealized investment
gains or losses to shareholders’ equity.

We provide details of our three long-term notes in our 2010 Annual Report on Form 10-K, Item 8, Note 8,
Senior Debt, Page 118. None of the notes are encumbered by rating triggers.
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Among the four independent ratings firms that also award insurer financial strength ratings to our property
casualty and life companies, no changes to our debt ratings have occurred in 2011. Our debt ratings are
discussed in our 2010 Annual Report on Form 10-K, Item 7, Liquidity and Capital Resources, Additional
Sources of Liquidity, Page 79.

Off-Balance Sheet Arrangements

We do not use any special-purpose financing vehicles or have any undisclosed off-balance sheet arrangements
(as that term is defined in applicable SEC rules) that are reasonably likely to have a current or future material
effect on the company’s financial condition, results of operation, liquidity, capital expenditures or capital
resources. Similarly, the company holds no fair-value contracts for which a lack of marketplace quotations
would necessitate the use of fair-value techniques.

USES OF LIQUIDITY

Our parent company and insurance subsidiary have contractual obligations and other commitments.
In addition, one of our primary uses of cash is to enhance shareholder return.

Contractual Obligations

In our 2010 Annual Report on Form 10-K, Item 7, Contractual Obligations, Page 81, we estimated our future
contractual obligations as of December 31, 2010. There have been no material changes to our estimates of
future contractual obligations.

Other Commitments
In addition to our contractual obligations, we have other property casualty operational commitments.

e Commissions - Commissions paid were $456 million in the first nine months of 2011. Commission
payments generally track with written premiums, except for annual profit-sharing commissions
typically paid during the first quarter of the year.

o Other underwriting expenses - Many of our underwriting expenses are not contractual obligations, but
reflect the ongoing expenses of our business. Non-commission underwriting expenses paid were
$303 million in the first nine months of 2011.

e In addition to contractual obligations for hardware and software, we anticipate capitalizing
approximately $5 million in spending for key technology initiatives in 2011. Capitalized development
costs related to key technology initiatives were $4 million in the first nine months of 2011. These
activities are conducted at our discretion, and we have no material contractual obligations for
activities planned as part of these projects.

We contributed $35 million to our qualified pension plan during the first quarter of 2011. We do not anticipate
further contributions during the remainder of 2011.

Investing Activities

After fulfilling operating requirements, we invest cash flows from underwriting, investment and other corporate
activities in fixed-maturity and equity securities on an ongoing basis to help achieve our portfolio objectives. We
discuss our investment strategy and certain portfolio attributes in Item 3, Quantitative and Qualitative
Disclosures about Market Risk, Page 50.

Uses of Capital

Uses of cash to enhance shareholder return include dividends to shareholders. In February and May 2011,
the board of directors declared a regular quarterly cash dividend of 40 cents per share. In August 2011, the
regular quarterly cash dividend was declared at 40.25 cents per share for an indicated annual rate

of $1.61 per share. During the first nine months of 2011, we used $191 million to pay cash dividends

to shareholders.
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PROPERTY CASUALTY INSURANCE RESERVES

For the business lines in the commercial and personal lines insurance segments, and in total for the excess
and surplus lines segment, the following table detail gross reserves among case, IBNR and loss expense
reserves, net of salvage and subrogation reserves. Reserving practices are discussed in our 2010 Annual
Report on Form 10-K, Item 7, Property Casualty Insurance Loss and Loss Expense Obligations and Reserves,
Page 82.

The rise in total gross reserves was primarily due to higher case and IBNR reserves for our commercial
property, specialty packages and homeowner lines of business. Catastrophe and non-catastrophe weather
losses accounted for most of the increase.

Property and Casualty Gross Reserves

(In millions) Loss reserves Loss Total
Case IBNR expense gross Percent
reserves reserves reserves reserves of total

At September 30, 2011
Commercial lines insurance

Commercial casualty $ 891 $ 345 $ 523 $ 1,759 39.4 %
Commercial property 253 63 43 359 8.0
Commercial auto 253 35 57 345 7.7
Workers' compensation 484 471 147 1,102 24.7
Specialty packages 120 20 32 172 3.9
Surety and executive risk 125 5 68 198 45
Machinery and equipment 3 3 2 8 0.2
Subtotal 2,129 942 872 3,943 88.4
Personal lines insurance
Personal auto 127 0 30 157 35
Homeowner 97 64 23 184 41
Other personal 41 52 10 103 2.3
Subtotal 265 116 63 444 9.9
Excess and surplus lines 36 20 20 76 1.7
Total $ 2430 $ 1078 $ 955§ 4,463 100.0 %

At December 31, 2010
Commercial lines insurance

Commercial casualty $ 966 $ 321 % 533 $ 1,820 440 %
Commercial property 130 13 32 175 4.2
Commercial auto 258 41 60 359 8.7
Workers' compensation 476 465 147 1,088 26.3
Specialty packages 80 2 10 92 2.2
Surety and executive risk 130 2 57 189 4.6
Machinery and equipment 1 3 1 5 0.1
Subtotal 2,041 847 840 3,728 90.1
Personal lines insurance
Personal auto 126 1) 28 153 3.7
Homeowner 73 21 17 111 2.7
Other personal 37 43 9 89 2.1
Subtotal 236 63 54 353 8.5
Excess and surplus lines 29 10 17 56 14
Total $ 2,306_$ 920_$ 911_$ 4,137 1000 %

LIFE INSURANCE RESERVES

Gross life policy reserves were $2.179 billion at September 30, 2011, compared with $2.034 billion at
year-end 2010, reflecting continued growth in fixed annuities and life insurance policies in force. We discuss
our life insurance reserving practices in our 2010 Annual Report on Form 10-K, ltem 7, Life Insurance
Policyholder Obligations and Reserves, Page 89.
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OTHER MATTERS

SIGNIFICANT ACCOUNTING POLICIES

Our significant accounting policies are discussed in our 2010 Annual Report on Form 10-K, Item 8, Note 1,
Summary Of Significant Accounting Policies, Page 105, and updated in Item 1, Note 1, Accounting Policies,
beginning on Page 7.

In conjunction with those discussions, in the Management’s Discussion and Analysis in the 2010 Annual
Report on Form 10-K, management reviewed the estimates and assumptions used to develop reported
amounts related to the most significant policies. Management discussed the development and selection of
those accounting estimates with the audit committee of the board of directors.

FAIR VALUE MEASUREMENTS
Valuation of Financial Instruments

Valuation of financial instruments, primarily securities held in our investment portfolio, is a critical component
of our interim financial statement preparation. Fair Value Measurements and Disclosures, ASC 820-10, defines
fair value as the exit price or the amount that would be 1) received to sell an asset or 2) paid to transfer a
liability in an orderly transaction between marketplace participants at the measurement date. When
determining an exit price, we must, whenever possible, rely upon observable market data.

The fair value measurement and disclosure exit price notion requires our valuation also to consider what a
marketplace participant would pay to buy an asset or receive to assume a liability. Therefore, while we can
consider pricing data from outside services, we ultimately determine whether the data or inputs used by these
outside services are observable or unobservable.

In accordance with ASC 820-10, we have categorized our financial instruments, based on the priority of the
inputs to the valuation technique, into a three-level fair value hierarchy. The fair value hierarchy gives the
highest priority to quoted prices in active markets for identical assets or liabilities (Level 1) and the lowest
priority to unobservable inputs (Level 3). If the inputs used to measure the financial instruments fall within
different levels of the hierarchy, the categorization is based on the lowest level that is significant to the

fair value measurement of the instrument.

Financial assets and liabilities recorded on the condensed consolidated balance sheets are categorized based
on the inputs to the valuation techniques as described in Item 1, Note 3, Fair Value Measurements, Page 11.

Level 1 and Level 2 VValuation Techniques

Over 99 percent of the $11.463 billion of securities in our investment portfolio measured at fair value

are classified as Level 1 or Level 2. Financial assets that fall within Level 1 and Level 2 are priced according to
observable data from identical or similar securities that have traded in the marketplace. Also within Level 2 are
securities that are valued by outside services or brokers where we have evaluated the pricing methodology and
determined that the inputs are observable.

Level 3 Valuation Techniques

Financial assets that fall within the Level 3 hierarchy are valued based upon unobservable market inputs,
normally because they are not actively traded on a public market. Level 3 corporate fixed-maturity securities
include certain private placements, small issues, general corporate bonds and medium-term notes.

Level 3 state, municipal and political subdivisions fixed-maturity securities include various thinly traded
municipal bonds. Level 3 preferred equities include private and thinly traded preferred securities.

Pricing for each Level 3 security is based upon inputs that are market driven, including third-party reviews
provided to the issuer or broker quotes. However, we placed in the Level 3 hierarchy those securities for which
we were unable to obtain the pricing methodology or we could not consider the price provided as binding.
Pricing for securities classified as Level 3 could not be corroborated by similar securities priced using
observable inputs.

Management ultimately determined the pricing for each Level 3 security that we considered to be the best exit
price valuation. As of September 30, 2011, total Level 3 assets were less than 1 percent of our investment
portfolio measured at fair value. Broker quotes are obtained for thinly traded securities that subsequently fall
within the Level 3 hierarchy. We have generally obtained two non-binding quotes from brokers and, after
evaluating, our investment professionals typically selected the more conservative price for fair value.
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Item 3. Quantitative and Qualitative Disclosures about
Market Risk

Our greatest exposure to market risk is through our investment portfolio. Market risk is the potential for a
decrease in securities’ fair value resulting from broad yet uncontrollable forces such as: inflation, economic
growth or recession, interest rates, world political conditions or other widespread unpredictable events. It is
comprised of many individual risks that, when combined, create a macroeconomic impact.

Our view of potential risks and our sensitivity to such risks is discussed in our 2010 Annual Report on
Form 10-K, Item 7a, Quantitative and Qualitative Disclosures about Market Risk, Page 93.

The fair value of our investment portfolio was $11.463 billion at September 30, 2011, compared with
$11.424 billion at year-end 2010.

(In millions) At September 30, 2011 At December 31, 2010
Cost or Cost or
amortized cost % to total Fair value % to total amortized cost % to total Fair value % to total
Taxable fixed maturities $ 5,453 529 % $ 5,939 51.8 % $ 5,139 505 % $ 5,533 484 %
Tax-exempt fixed maturities 2,726 26.4 2,915 25.4 2,749 27.0 2,850 25.0
Common equities 2,057 20.0 2,509 21.9 2,211 21.7 2,940 25.7
Preferred equities 75 0.7 100 0.9 75 0.8 101 0.9
Total $ 10,311 100.0 % $ 11,463 100.0 % $ 10,174 100.0 % $ 11,424 100.0 %

Our consolidated investment portfolio contains $31 million of assets for which values are based on prices
or valuation techniques that require management judgment (Level 3 assets). We generally obtain at least
two outside valuations for these assets and generally use the more conservative calculation.

These investments include private placements, small issues and various thinly traded securities.

At September 30, 2011, total Level 3 assets were less than 1 percent of investment portfolio assets measured
at fair value. See ltem 1, Note 3, Fair Value Measurements, Page 11, for additional discussion of our
valuation techniques.

In addition to our investment portfolio, the total investments amount reported in our condensed consolidated
balance sheets includes Other invested assets. Other invested assets included $38 million of life policy loans
and liens plus $28 million of venture capital fund investments as of September 30, 2011.

FIXED-MATURITY INVESTMENTS

By maintaining a well-diversified fixed-maturity portfolio, we attempt to reduce overall risk. We invest

new money in the bond market on a continuous basis, targeting what we believe to be optimal risk-adjusted
after-tax yields. Risk, in this context, includes interest rate, call, reinvestment rate, credit and liquidity risk.

We do not make a concerted effort to alter duration on a portfolio basis in response to anticipated movements
in interest rates. By regularly investing in the bond market, we build a broad, diversified portfolio that we
believe mitigates the impact of adverse economic factors.

In the first nine months of 2011, the increase in fair value of our bond portfolio was due to a multitude of
factors. These contributors include purchases, lower treasury rates, tightening spreads on municipals and
widening spreads on corporate bonds. At September 30, 2011, our bond portfolio was valued at 108.3 percent
of its amortized cost, compared with 106.3 percent at December 31, 2010.

Credit ratings as of September 30, 2011, compared with December 31, 2010, for the fixed-maturity and short-
term portfolios were:

(In millions) At September 30, 2011 At December 31, 2010
Fair Percent Fair Percent
value to total value to total
Moody's Ratings and Standard & Poor's Ratings combined
Aaa, Aa, A, AAA, AA A $ 5,610 63.4 % $ 5,216 622 %
Baa, BBB 2,806 31.7 2,656 31.7
Ba, BB 189 2.1 241 2.9
B, B 34 0.4 42 0.5
Caa, CCC 6 0.1 19 0.2
Ca, CC 2 0.0 - 0.0
Daa, Da, D - 0.0 1 0.0
Non-rated 207 2.3 208 2.5
Total $ 8,854 100.0 % $ 8,383 100.0 %
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Attributes of the fixed-maturity portfolio include:

At September 30, At December 31,

2011 2010
Weighted average yield-to-book value 53 % 55 %
Weighted average maturity 6.8 yrs 6.2 yrs
Effective duration 46 yrs 50 yrs

We discuss maturities of our fixed-maturity portfolio in our 2010 Annual Report on Form 10-K, Item 8, Note 2,
Investments, Page 111, and Iltem 2, Investments Results of Operations, Page 43.

TAXABLE FIXED MATURITIES
Our taxable fixed-maturity portfolio, with a fair value of $5.939 billion at September 30, 2011, included:

(In millions) At September 30, At December 31,
2011 2010

Investment-grade corporate securities $ 5122 $ 4,695
States, municipalities and political subdivisions 324 293
Government sponsored enterprises 217 200
Below investment-grade corporate securities 197 268
Convertibles and bonds with warrants attached 69 69
United States government 7 5
Foreign government 3 3
Total $ 5939 $ 5,533

Our strategy typically is to buy and hold fixed-maturity investments to maturity, but we monitor credit profiles
and fair value movements when determining holding periods for individual securities. With the exception of
U.S. agency issues that include United States government and government sponsored enterprises,

no individual issuer's securities accounted for more than 0.9 percent of the taxable fixed-maturity portfolio at
September 30, 2011. Investment grade corporate bonds had an average rating of Baal by Moody’s or BBB+
by Standard & Poor’s and represented 86.3 percent of the taxable fixed-maturity portfolio’s fair value at
September 30, 2011, compared with 84.8 percent at year-end 2010.

The heaviest concentration in our investment-grade corporate bond portfolio, based on fair value at
September 30, 2011, is the financial-related sectors - including banking, financial services and insurance -
representing 29.9 percent, compared with 28.9 percent at year-end 2010. We believe our weighting in
financial-related sectors is below the average for the corporate bond market as a whole.

Most of the $324 million of securities issued by states, municipalities and political subdivisions included in our
taxable fixed maturity portfolio at September 30, 2011, were Build America Bonds.
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TAX-EXEMPT FIXED MATURITIES

At September 30, 2011, we had $2.915 billion of tax-exempt fixed-maturity securities with an average rating of
Aa2/AA by Moody’s and Standard & Poor’s. We traditionally have purchased municipal bonds focusing on
general obligation and essential services issues, such as water, waste disposal and others. The portfolio is well
diversified among approximately 1,000 municipal bond issuers. No single municipal issuer accounted for more
than 0.7 percent of the tax-exempt fixed maturity portfolio at September 30, 2011. The following table shows
our municipal bond holdings in our larger states:

(In millions) Local issued
State issued general general obligation Special revenue Percent of
At September 30, 2011 obligation bonds bonds bonds Total total
Texas $ - $ 419 $ 98 $ 517 177 %
Indiana - 18 312 330 11.3
Michigan - 255 12 267 9.2
Illinois - 226 22 248 8.5
Ohio - 134 108 242 8.3
Washington 2 176 40 218 7.5
Wisconsin 2 113 25 140 4.8
Florida - 21 64 85 2.9
Pennsylvania - 75 8 83 2.8
Arizona - 48 27 75 2.6
Colorado - 39 15 54 1.9
Kansas - 27 19 46 1.6
New Jersey - 29 17 46 1.6
New York - 18 24 42 14
Utah - 21 18 39 1.3
All other states 2 257 224 483 16.6
Total $ 6 $ 1,876 $ 1,033 $ 2,915 100.0 %
At December 31, 2010
Texas $ - $ 425 $ 107 $ 532 187 %
Indiana - 21 328 349 12.2
Michigan - 245 12 257 9.0
Illinois - 219 23 242 8.5
Ohio - 131 107 238 8.4
Washington - 166 32 198 6.9
Wisconsin - 116 19 135 4.7
Florida - 19 67 86 3.0
Pennsylvania - 67 9 76 2.7
Arizona - 46 30 76 2.7
Colorado - 37 15 52 1.8
New Jersey - 28 17 45 1.6
Kansas - 24 20 44 15
New York 3 15 21 39 14
Utah - 20 17 37 1.3
All other states - 233 211 444 15.6
Total $ 33 1812 $ 1,035 $ 2,850 100.0 %

Interest Rate Sensitivity Analysis

Because of our strong surplus, long-term investment horizon and ability to hold most fixed-maturity

investments until maturity, we believe the company is adequately positioned if interest rates were to rise.
Although the fair values of our existing holdings may suffer, a higher rate environment would provide the

opportunity to invest cash flow in higher yielding securities, while reducing the likelihood of untimely

redemptions of currently callable securities. While higher interest rates would be expected to continue to
increase the number of fixed-maturity holdings trading below 100 percent of amortized cost, we believe lower
fixed-maturity security values due solely to interest rate changes would not signal a decline in credit quality.
We continue to manage the portfolio with an eye toward both meeting current income needs and managing

interest rate risk.

Our dynamic financial planning model uses analytical tools to assess market risks. As part of this model, the
effective duration of the fixed-maturity portfolio is continually monitored by our investment department to
evaluate the theoretical impact of interest rate movements.
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The table below summarizes the effect of hypothetical changes in interest rates on the fair value of the fixed-
maturity portfolio:

(In millions) Interest Rate Shift in Basis Points (bps)

-200 bps -100 bps 0 bps 100 bps 200 bps
At September 30, 2011 $ 9,707 $ 9,273 $ 8,854 $ 8,440 $ 8,038
At December 31, 2010 $ 9,260 $ 8,814 $ 8,383 $ 7,964 $ 7,568

The effective duration of the fixed-maturity portfolio as of September 30, 2011, was 4.6 years compared with
5.0 years at year-end 2010. The above table is a theoretical presentation showing that an instantaneous,
parallel shift in the yield curve of 100 basis points could produce an approximately 4.7 percent change in the
fair value of the fixed-maturity portfolio. Generally speaking, the higher a bond is rated, the more directly
correlated movements in its fair value are to changes in the general level of interest rates, exclusive of call
features. The fair values of average- to lower-rated corporate bonds are additionally influenced by the
expansion or contraction of credit spreads.

In our dynamic financial planning model, the selected interest rate change of 100 to 200 basis points
represents our view of a shift in rates that is quite possible over a one-year period. The rates modeled

should not be considered a prediction of future events as interest rates may be much more volatile in the
future. The analysis is not intended to provide a precise forecast of the effect of changes in rates on our
results or financial condition, nor does it take into account any actions that we might take to reduce exposure
to such risks.

EQUITY INVESTMENTS

Our equity investments, with a fair value totaling $2.609 billion at September 30, 2011, include $2.509 billion
of common stock securities of companies generally with strong indications of paying and growing their
dividends. Other criteria we evaluate include increasing sales and earnings, proven management and a
favorable outlook. We believe our equity investment style is an appropriate long-term strategy. While our long-
term financial position would be affected by prolonged changes in the market valuation of our investments, we
believe our strong surplus position and cash flow provide a cushion against short-term fluctuations in
valuation. Continued payment of cash dividends by the issuers of the common equities we hold can provide a
floor to their valuation. A $100 million unrealized change in the value of the common stocks owned at period
end would cause a change of $65 million, or approximately 40 cents per share, in our shareholders’ equity.

At September 30, 2011, our largest holding had a fair value of 4.9 percent of our publicly-traded common
stock portfolio. Pepsico Inc. (NYSE:PEP) was our largest single common stock investment, comprising
1.1 percent of the investment portfolio as of the end of the third quarter of 2011.

Common Stock Portfolio Industry Sector Distribution

Percent of Publicly Traded Common Stock Portfolio

At September 30, 2011 At December 31, 2010
Cincinnati S&P 500 Industry Cincinnati S&P 500 Industry
Financial Weightings Financial Weightings
Sector:

Information technology 170 % 194 % 13.0 % 18.7 %
Energy 13.6 116 12.9 12.0
Consumer staples 135 11.7 15.4 10.6
Healthcare 13.0 12.1 14.1 10.9
Industrials 11.3 10.3 117 11.0
Consumer discretionary 8.8 10.6 8.3 10.6
Financial 8.4 13.6 11.7 16.1
Materials 53 3.4 52 3.7
Utilities 5.0 4.0 4.2 33
Telecomm services 4.1 3.3 3.5 3.1
Total 100.0 % 100.0 % 100.0 % 100.0 %

UNREALIZED INVESTMENT GAINS AND LOSSES

At September 30, 2011, unrealized investment gains before taxes for the consolidated investment portfolio
totaled $1.267 billion and unrealized investment losses amounted to $115 million.

The unrealized investment gains at September 30, 2011, were due to a pretax net gain position in our fixed-
maturity portfolio of $675 million and a net gain position in our equity portfolio of $477 million. The net gain
position in our fixed-maturity portfolio has grown since year-end 2007 due largely to a declining interest rate
environment in recent years. The net gain position for our current fixed-maturity holdings will naturally decline
over time as individual securities mature. In addition, changes in interest rates can cause rapid, significant
changes in fair values of fixed-maturity securities and the net gain position, as discussed on Pages 50 to 53.
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The three primary contributors to our equity portfolio net gain position were ExxonMobil, Procter & Gamble and
Chevron common stocks, which had a combined net gain position of $251 million.

Unrealized Investment Losses

We expect the number of securities trading below amortized cost to fluctuate as interest rates rise or fall and
credit spreads expand or contract due to prevailing economic conditions. Further, amortized costs for some
securities are revised through impairment charges recognized in prior periods. At September 30, 2011, 182 of
the 2,728 securities we owned were trading below amortized cost compared with 316 of the 2,671 securities
we owned at year-end 2010. The 182 holdings trading below cost or amortized cost at September 30, 2011,
represented 10.2 percent of fair value of our investment portfolio and $115 million in unrealized losses.

e 162 of these holdings were trading between 90 percent and 100 percent of amortized cost at
September 30, 2011. 16 of these are equity securities that may be subject to OTTI charges taken
through earnings should they not recover by the recovery dates we determined. The remaining
146 securities primarily consist of fixed-maturity securities whose current valuation is largely the result
of interest rate factors. The fair value of these 162 securities was $866 million, and they accounted
for $25 million in unrealized losses.

e 18 of these holdings were trading between 70 percent and 90 percent of amortized cost at
September 30, 2011. 12 of these are equity securities that may be subject to OTTI should they not
recover by the recovery dates we determined. Six are fixed-maturity securities that we believe will
continue to pay interest and ultimately principal upon maturity. The issuers of these securities have
strong cash flow to service their debt and meet their contractual obligation to make principal
payments. The fair value of these 18 securities was $253 million, and they accounted for $63 million
in unrealized losses.

e Two securities were trading below 70 percent of amortized cost at September 30, 2011. The two were
equity securities that may be subject to OTTI charges taken through earnings should they not recover
by the recovery dates we determined. The fair value of these two securities was $48 million, and they
accounted for $27 million in unrealized losses.

The table below reviews fair values and unrealized losses by investment category and by the overall duration of
the securities’ continuous unrealized loss position.

(In millions) Less than 12 months 12 months or more Total
Fair Unrealized Fair Unrealized Fair Unrealized
At September 30, 2011 value losses value losses value losses
Fixed maturities:
States, municipalities and political subdivisions $ 17 $ 18 6 $ - $ 23 $ 1
United States government 1 - - - 1 -
Government-sponsored enterprises 70 - - - 70 -
Corporate securities 448 14 28 3 476 17
Subtotal 536 15 34 3 570 18
Equity securities:
Common equities 571 96 - - 571 96
Preferred equities 8 - 18 1 26 1
Subtotal 579 96 18 1 597 97
Total $ 1,115 $ 111 $ 52 $ 4 $ 1,167 $ 115

At December 31, 2010

Fixed maturities:

States, municipalities and political subdivisions $ 325 $ 9% 9% 13 334 % 10
Government-sponsored enterprises 133 1 - - 133 1
Corporate securities 354 6 39 3 393 9
Subtotal 812 16 48 4 860 20
Equity securities:
Common equities 337 28 - - 337 28
Preferred equities 5 - 23 1 28 1
Subtotal 342 28 23 1 365 29
Total $ 1,154 $ 44 $ 71 $ 5% 1,225 $ 49

At September 30, 2011, 13 fixed-maturity securities with a total unrealized loss of $3 million had been in an
unrealized loss position for 12 months or more. Of that total, no fixed-maturity securities were trading under
70 percent of amortized cost; Three fixed-maturity securities with a fair value of $14 million were trading from
70 percent to less than 90 percent of amortized cost and accounted for $3 million in unrealized losses; and
10 fixed-maturity securities with a fair value of $20 million were trading from 90 percent to less than

100 percent of amortized cost and accounted for less than $1 million in unrealized losses.

At September 30, 2011, two equity securities with a total unrealized loss of $1 million had been in an
unrealized loss position for 12 months or more. Of that total, none were trading under 70 percent of cost; no
equity securities were trading from 70 percent to less than 90 percent of cost; and two equity securities with a
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fair value of $18 million were trading from 90 percent to less than 100 percent of cost and accounted for

$1 million in unrealized losses.

As of September 30, 2011, applying our invested asset impairment policy, we determined that the
$115 million in total unrealized losses in the table above were not other-than-temporarily impaired.

During the third quarter of 2011, four securities were written down through impairment charges for a total of

seven securities during the nine months ended September 30, 2011. OTTI resulted in pretax, non-cash

charges of $3 million and $33 million for the three-month and nine-months ended September 30, 2011.

During the same periods of 2010, we impaired securities resulting in $1 million and $36 million in OTTI

charges.

During full-year 2010, we impaired 15 securities and recorded $36 million in OTTI charges. At
December 31, 2010, 17 fixed-maturity investments with a total unrealized loss of $4 million had been in an
unrealized loss position for 12 months or more. Of that total, no fixed-maturity investments were trading below
70 percent of amortized cost. Three equity investments with a total unrealized loss of $1 million had been in
an unrealized loss position for 12 months or more as of December 31, 2010. Of that total, no equity
investments were trading below 70 percent of amortized cost.

The following table summarizes the investment portfolio by severity of decline:

(In millions) Cost or Gross Gross
Number amortized Fair unrealized investment
of issues cost value gain/loss income

At September 30, 2011

Taxable fixed maturities:

Fair value below 70% of amortized cost - $ - $ - $ - $ -
Fair value at 70% to less than 100% of amortized cost 136 564 547 a7) 15
Fair value at 100% and above amortized cost 1,247 4,889 5,392 503 209
Securities sold in current year - - - - 8

Total 1,383 5,453 5,939 486 232

Tax-exempt fixed maturities:

Fair value below 70% of amortized cost - - - - -
Fair value at 70% to less than 100% of amortized cost 16 24 23 1) 1
Fair value at 100% and above amortized cost 1,238 2,702 2,892 190 85
Securities sold in current year - - - - 2

Total 1,254 2,726 2,915 189 88

Common equities:

Fair value below 70% of cost 2 75 48 27) 1
Fair value at 70% to less than 100% of cost 25 592 523 (69) 14
Fair value at 100% and above cost 44 1,390 1,938 548 55
Securities sold in current year - - - - 1

Total 71 2,057 2,509 452 71

Preferred equities:

Fair value below 70% of cost - - - - -
Fair value at 70% to less than 100% of cost 3 27 26 1) 1
Fair value at 100% and above cost 17 48 74 26 4
Securities sold in current year - - - - -

Total 20 75 100 25 5

Portfolio summary:

Fair value below 70% of cost or amortized cost 2 75 48 (27) 1
Fair value at 70% to less than 100% of cost or amortized cost 180 1,207 1,119 (88) 31
Fair value at 100% and above cost or amortized cost 2,546 9,029 10,296 1,267 353
Securities sold in current year - - - - 11

Total 2,728 $ 10,311 $ 11,463 $ 1152 $ 396

At December 31, 2010

Portfolio summary:

Fair value below 70% of cost or amortized cost - $ - $ - $ - $ -
Fair value at 70% to less than 100% of cost or amortized cost 316 1,274 1,225 (49) 38
Fair value at 100% and above cost or amortized cost 2,355 8,900 10,199 1,299 457
Securities sold in current year - - - - 27

Total 2671 $ 10,174 $ 11424 $ 1250 $ 522

See our 2010 Annual Report on Form 10-K, Item 7, Critical Accounting Estimates,
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Item 4. Controls and Procedures

Evaluation of Disclosure Controls and Procedures - The company maintains disclosure controls and
procedures (as that term is defined in Rules 13a-15(e) and 15d-15(e) under the Securities Exchange Act
of 1934, as amended (Exchange Act)).

Any controls and procedures, no matter how well designed and operated, can provide only reasonable
assurance of achieving the desired control objectives. The company’s management, with the participation of
the company’s chief executive officer and chief financial officer, has evaluated the effectiveness of the design
and operation of the company’s disclosure controls and procedures as of September 30, 2011. Based upon
that evaluation, the company’s chief executive officer and chief financial officer concluded that the design and
operation of the company’s disclosure controls and procedures provided reasonable assurance that the
disclosure controls and procedures are effective to ensure:

e that information required to be disclosed in the company’s reports under the Exchange Act is
recorded, processed, summarized and reported within the time periods specified in the Securities and
Exchange Commission’s rules and forms, and

e that such information is accumulated and communicated to the company’s management, including its
chief executive officer and chief financial officer, as appropriate, to allow timely decisions regarding
required disclosures.

Changes in Internal Control over Financial Reporting — During the three months ended September 30, 2011,
there were no changes in our internal controls over financial reporting that have materially affected, or are
reasonably likely to materially affect, our internal control over financial reporting.

Part Il — Other Information
Item 1. Legal Proceedings

Neither the company nor any of our subsidiaries is involved in any litigation believed to be material other than
ordinary, routine litigation incidental to the nature of its business.

Item 1A. Risk Factors

Our risk factors have not changed materially since they were described in our 2010 Annual Report on
Form 10-K filed February 25, 2011.

Item 2.  Unregistered Sales of Equity Securities and Use of
Proceeds

We did not sell any of our shares that were not registered under the Securities Act during the first nine months
of 2011.

The board of directors has authorized share repurchases since 1996. On October 24, 2007, the board of
directors expanded the existing repurchase authorization to approximately 13 million shares. The board gives
management discretion to purchase shares at reasonable prices in light of circumstances at the time of
purchase, subject to SEC regulations. In the first nine months of 2011, we repurchased a total of

1,152,587 shares. We discuss the board authorization in our 2010 Annual Report on Form 10-K, Item 7,
Liquidity and Capital Resources, Parent Company Liquidity, Page 79.

Total number of shares  Maximum number of

Total number Average purchased as part of shares that may yet be
of shares price paid publicly announced purchased under the
Period purchased per share plans or programs plans or programs
July 1-31, 2011 0% 0.00 0 8,666,349
August 1-31, 2011 1,152,587 26.03 1,152,587 7,513,762
September 1-30, 2011 0 0.00 0 7,513,762
Totals 1,152,587 26.03 1,152,587

Item 3.  Defaults upon Senior Securities

We have not defaulted on any interest or principal payment, and no arrearage in the payment of dividends
has occurred.

Item 4. (Removed and Reserved)
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Item 5. Other Information

On October 25, 2011, we entered into the Cincinnati Financial Corporation Executive Deferred Compensation
Agreement (the “Deferred Compensation Agreement”) with Michael J. Sewell, our recently hired Chief Financial
Officer. The Deferred Compensation Agreement provides Mr. Sewell or his beneficiaries with an annual benefit
of up to $54,000 in deferred compensation (depending on the type of benefit that Mr. Sewell selects) that is
payable upon his attaining the age of 58. Under the terms of the Deferred Compensation Agreement, Mr.
Sewell may name a beneficiary and select certain optional forms of benefit such as a joint and survivor benefit.
This summary of the Deferred Compensation Agreement is qualified by reference to the entire agreement,
which is attached as an exhibit to this Quarterly Report on Form 10-Q. Payouts for Mr. Sewell and his
beneficiaries, depending on the benefit selected, are set forth on Exhibit A to the attached Deferred
Compensation Agreement.

Item 6. Exhibits

Exhibit No. Exhibit Description

31 Amended and Restated Articles of Incorporation of Cincinnati Financial Corporation (incorporated by reference to
the company’s 2010 Annual Report on Form 10-K dated February 25, 2011, Exhibit 3.1)

3.2 Regulations of Cincinnati Financial Corporation, as amended through May 1, 2010 (incorporated by reference to
the company’s Quarterly Report on Form 10-Q for the quarter ended June 30, 2010, Exhibit 3.2)

101 Letter Agreement by and among Cincinnati Financial Corporation, CFC Investment Company, and PNC Bank,
National Association, dated August 25, 2011, renewing $75 Million committed line of credit (incorporated by
reference to Exhibit 10.1 filed with the company’s Current Report on Form 8-K dated August 25, 2011)

10.2 Cincinnati Financial Corporation Executive Deferred Compensation Agreement by and between the Cincinnati
Financial Corporation and Michael J. Sewell, dated as of October 25, 2011
11 Statement re: Computation of per share earnings for the nine months ended September 30, 2011, contained in
Exhibit 11 of this report
31A Certification pursuant to Section 302 of the Sarbanes Oxley Act of 2002 - Chief Executive Officer
31B Certification pursuant to Section 302 of the Sarbanes Oxley Act of 2002 - Chief Financial Officer
32 Certification pursuant to Section 906 of the Sarbanes Oxley Act of 2002
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SIGNATURE

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this
report to be signed on its behalf by the undersigned thereunto duly authorized.

CINCINNATI FINANCIAL CORPORATION
Date: October 27, 2011

/S/ Eric N. Mathews

Eric N. Mathews, CPCU, AIAF
Vice President, Assistant Secretary and Assistant Treasurer
(Principal Accounting Officer)
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ExHiBIT 11

STATEMENTS RE: COMPUTATION OF PER SHARE EARNINGS

(Dollars in millions except share data) Three months ended September 30, Nine months ended September 30,
2011 2010 2011 2010
Numerator:
Net income—Dbasic and diluted $ 19 $ 156 32 3 251
Denominator:
Weighted-average common shares outstanding 162,538,330 162,668,815 162,847,543 162,788,805
Effect of stock based awards 547,644 506,867 617,224 462,823
Adjusted weighted-average shares 163,085,974 163,175,682 163,464,767 163,251,628
Earnings per share:
Basic $ 012  $ 0.95 020 $ 1.54
Diluted 0.12 0.95 0.20 1.53
Number of anti-dilutive stock based awards 8,589,954 9,586,532 7,790,372 9,662,270
Exercise price of anti-dilutive stock based awards $ 26.58-4526 $ 26.58-45.26 26.58-45.26 $ 26.58-45.26

Certain stock-based compensation awards were not included in the computation of diluted earnings per share
for the three- and nine-month periods ended September 30, 2011 and 2010, since inclusion of these awards

would have anti-dilutive effects.
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EXHIBIT 31A

CERTIFICATION PURSUANT TO SECTION 302 OF
THE SARBANES OXLEY ACT OF 2002

I, Steven J. Johnston, certify that:
1. | have reviewed this Quarterly Report on Form 10-Q of Cincinnati Financial Corporation;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to
state a material fact necessary to make the statements made, in light of the circumstances under which
such statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report,
fairly present in all material respects the financial condition, results of operations and cash flows of the
registrant as of, and for, the periods presented in this report;

4. The registrant’s other certifying officer and | are responsible for establishing and maintaining disclosure
controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control
over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and
have:

a. designed such disclosure controls and procedures, or caused such disclosure controls and
procedures to be designed under our supervision, to ensure that material information relating to
the registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this report is being prepared;

b. designed such internal control over financial reporting, or caused such internal control over
financial reporting to be designed under our supervision, to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles;

C. evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented
in this report our conclusions about the effectiveness of the disclosure controls and procedures,
as of the end of the period covered by this report based on such evaluation; and

d. disclosed in this report any change in the registrant’s internal control over financial reporting that
occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in
the case of an annual report) that has materially affected, or is reasonably likely to materially
affect, the registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officer and | have disclosed, based on our most recent evaluation of
internal control over financial reporting, to the registrant’s auditors and the audit committee of the
registrant’s board of directors (or persons performing the equivalent functions):

a. all significant deficiencies and material weaknesses in the design or operation of internal control
over financial reporting which are reasonably likely to adversely affect the registrant’s ability to
record, process, summarize and report financial information; and

b. any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal control over financial reporting.

Date: October 27, 2011

/S/ Steven J. Johnston

Steven J. Johnston, FCAS, MAAA, CFA
President and Chief Executive Officer

Cincinnati Financial Corporation Third-Quarter 2011 10-Q Page 60



ExHIBIT 31B

CERTIFICATION PURSUANT TO SECTION 302 OF
THE SARBANES OXLEY ACT OF 2002

I, Michael J. Sewell, certify that:
1. | have reviewed this Quarterly Report on Form 10-Q of Cincinnati Financial Corporation;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to
state a material fact necessary to make the statements made, in light of the circumstances under which
such statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report,
fairly present in all material respects the financial condition, results of operations and cash flows of the
registrant as of, and for, the periods presented in this report;

4. The registrant’s other certifying officer and | are responsible for establishing and maintaining disclosure
controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control
over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and
have:

a. designed such disclosure controls and procedures, or caused such disclosure controls and
procedures to be designed under our supervision, to ensure that material information relating to
the registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this report is being prepared;

b. designed such internal control over financial reporting, or caused such internal control over
financial reporting to be designed under our supervision, to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles;

C. evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented
in this report our conclusions about the effectiveness of the disclosure controls and procedures,
as of the end of the period covered by this report based on such evaluation; and

d. disclosed in this report any change in the registrant’s internal control over financial reporting that
occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in
the case of an annual report) that has materially affected, or is reasonably likely to materially
affect, the registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officer and | have disclosed, based on our most recent evaluation of
internal control over financial reporting, to the registrant’s auditors and the audit committee of the
registrant’s board of directors (or persons performing the equivalent functions):

a. all significant deficiencies and material weaknesses in the design or operation of internal control
over financial reporting which are reasonably likely to adversely affect the registrant’s ability to
record, process, summarize and report financial information; and

b. any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal control over financial reporting.

Date: October 27, 2011

/S/ Michael J. Sewell

Michael J. Sewell, CPA
Chief Financial Officer, Senior Vice President and Treasurer
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EXHIBIT 32

CERTIFICATION PURSUANT TO SECTION 906 OF
THE SARBANES OXLEY ACT OF 2002

The certification set forth below is being submitted in connection with this report on Form 10-Q for the purpose
of complying with Rule 13a-14(b) or Rule 15d-14(b) of the Exchange Act and Section 1350 of Chapter 63 of
Title 18 of the United States Code.

Steven J. Johnston, the chief executive officer, and Michael J. Sewell, the chief financial officer, of Cincinnati
Financial Corporation each certifies that, to the best of his knowledge:

1. the report fully complies with the requirements of Section 13(a) or 15(d) of the Exchange Act; and

2. the information contained in the report fairly presents, in all material respects, the financial condition and
results of operations of Cincinnati Financial Corporation.

Date: October 27, 2011

/S/ Steven J. Johnston

Steven J. Johnston, FCAS, MAAA, CFA
President and Chief Executive Officer

/S/ Michael J. Sewell

Michael J. Sewell, CPA
Chief Financial Officer, Senior Vice President and Treasurer

Cincinnati Financial Corporation Third-Quarter 2011 10-Q Page 62



	Part I – Financial Information
	Item 1.  Financial Statements (unaudited)
	Condensed Consolidated Balance Sheets
	Condensed Consolidated Statements of Income
	Condensed Consolidated Statements of Shareholders’ Equity
	Condensed Consolidated Statements of Cash Flows
	Notes to Condensed Consolidated Financial Statements (unaudited)
	NOTE 1 — Accounting Policies
	Adopted Accounting Updates
	ASU 2010-06, Fair Value Measurements and Disclosures
	ASU 2010-15, How Investments Held through Separate Accounts Affect an Insurer’s Consolidation Analysis of Those Investments

	Pending Accounting Updates
	ASU 2010-26, Accounting for Costs Associated with Acquiring or Renewing Insurance Contracts
	ASU 2011-04, Fair Value Measurements, Amendments to Achieve Common Fair Value Measurement and Disclosure Requirements in U.S. GAAP and IFRS
	ASU 2011-05, Presentation of Comprehensive Income


	NOTE 2 – Investments
	Other-than-temporary Impairment Charges

	NOTE 3 – Fair Value Measurements
	Fair Value Hierarchy
	Fair Value Disclosures for Assets
	Fair Value Disclosure for Senior Debt and Life Insurance Assets and Liabilities

	NOTE 4 – Property Casualty Loss and Loss Expenses
	NOTE 5 – Deferred Acquisition Costs
	NOTE 6 – Life Policy Reserves
	NOTE 7 – Reinsurance
	NOTE 8 – Employee Retirement Benefits
	NOTE 9 – Stock-Based Associate Compensation Plans
	Stock-Based Awards

	NOTE 10 – Commitments and Contingent Liabilities
	NOTE 11 – Income Taxes
	NOTE 12 – Segment Information


	Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations
	Safe Harbor Statement
	Introduction
	Corporate Financial Highlights
	Statements of Income and Per Share Data
	Balance Sheet Data and Performance Measures

	Progress Toward Long-Term Value Creation
	Highlights of Our Strategy and Supporting Initiatives
	Improve Insurance Profitability
	Drive Premium Growth



	Results of Operations
	Consolidated Property Casualty Insurance Results of Operations
	Commercial Lines Insurance Results of Operations
	Overview
	Commercial Lines Insurance Premiums
	Commercial Lines Insurance Losses by Size
	Commercial Lines of Business Analysis


	Personal Lines Insurance Results of Operations
	Overview
	Personal Lines Insurance Premiums
	Personal Lines Insurance Losses by Size
	Personal Lines of Business Analysis


	Excess And Surplus Lines Insurance Results of Operations
	Overview
	Excess and Surplus Lines Insurance Premiums


	Life Insurance Results of Operations
	Overview
	Life Insurance Premiums


	Investments Results of Operations
	Overview
	Investment Income
	Investment Results
	Net Realized Gains and Losses


	Other
	Taxes

	Liquidity and Capital Resources
	Sources of Liquidity
	Subsidiary Dividends
	Investing Activities
	Insurance Underwriting
	Capital Resources
	Off-Balance Sheet Arrangements


	Uses of Liquidity
	Contractual Obligations
	Other Commitments
	Investing Activities
	Uses of Capital

	Property Casualty Insurance Reserves
	Property and Casualty Gross Reserves

	Life Insurance Reserves

	Other Matters
	Significant Accounting Policies
	Fair Value Measurements
	Valuation of Financial Instruments
	Level 1 and Level 2 Valuation Techniques
	Level 3 Valuation Techniques




	Item 3.  Quantitative and Qualitative Disclosures about Market Risk
	Fixed-Maturity Investments
	Taxable Fixed Maturities
	Tax-Exempt Fixed Maturities
	Interest Rate Sensitivity Analysis


	Equity Investments
	Common Stock Portfolio Industry Sector Distribution

	Unrealized Investment Gains and Losses
	Unrealized Investment Losses


	Item 4.  Controls and Procedures

	Part II – Other Information
	Item 1. Legal Proceedings
	Item 1A.    Risk Factors
	Item 2. Unregistered Sales of Equity Securities and Use of Proceeds
	Item 3. Defaults upon Senior Securities
	Item 4. (Removed and Reserved)
	Item 5. Other Information
	Item 6. Exhibits
	Statements Re: Computation of Per Share Earnings
	Certification Pursuant to Section 302 of  The Sarbanes Oxley Act of 2002
	Certification Pursuant to Section 302 of The Sarbanes Oxley Act of 2002
	Certification Pursuant to Section 906 of  The Sarbanes Oxley Act of 2002



