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Part | — Financial Information

Item 1.  Financial Statements (unaudited)

CINCINNATI FINANCIAL CORPORATION AND SUBSIDIARIES

CONDENSED CONSOLIDATED BALANCE SHEETS

(In millions except per share data) March 31, December 31,
2012 2011
ASSETS
Investments
Fixed maturities, at fair value (amortized cost: 2012—$8,212; 2011—$8,084) $ 8,956 $ 8,779
Equity securities, at fair value (cost: 2012—$2,158; 2011—$2,162) 3,131 2,956
Other invested assets 66 66
Total investments 12,153 11,801
Cash and cash equivalents 424 438
Investment income receivable 116 119
Finance receivable 76 76
Premiums receivable 1,126 1,087
Reinsurance receivable 602 622
Prepaid reinsurance premiums 24 24
Deferred policy acquisition costs 483 477
Land, building and equipment, net, for company use (accumulated depreciation: 2
2012—$383; 2011—$376) 235 !
Other assets 97 93
Separate accounts 686 671

Total assets

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

Commitments and contingent liabilities (Note 13)

SHAREHOLDERS' EQUITY

Common stock, par value—$2 per share; (authorized: 2012 and 2011—500 million shares;
issued: 2012 and 2011—196 million shares)

Paid-in capital

Retained earnings

Accumulated other comprehensive income

Treasury stock at cost (2012—34 million shares and 2011—34 million shares)
Total shareholders' equity
Total liabilities and shareholders' equity

$$%

15,635

$=

$ 4,347 $ 4,339
2,240 2,214
1,680 1,633

537 517
388 303
104 104
833 821
686 671
10,815 10,602
393 393
1,100 1,096
3,884 3,863
1,047 901
(1,217) (1,220)
5,207 5033

$ 16,022

$ 15,635

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 COMPREHENSIVE INCOME

(In millions except per share data)

Three months ended March 31,

2012 2011
REVENUES
Earned premiums $ 839 $ 782
Investment income, net of expenses 131 131
Total realized investment gains, net 13 12
Fee revenues 1 1
Other revenues 2 3
Total revenues 986 929
BENEFITS AND EXPENSES
Insurance losses and policyholder benefits 582 575
Underwriting, acquisition and insurance expenses 274 262
Interest expense 14 13
Other operating expenses 4 4
Total benefits and expenses 874 854
INCOME BEFORE INCOME TAXES 112 75
PROVISION FOR INCOME TAXES
Current 20 24
Deferred 6 (10)
Total provision for income taxes 26 14
NET INCOME $ 86 $ 61
PER COMMON SHARE
Net income—nbasic $ 053 $ 0.38
Net income—diluted 0.53 0.38
OTHER COMPREHENSIVE INCOME, BEFORE TAX
Unrealized gains on investments available-for-sale $ 241 $ 142
Reclassification adjustment for (gains) included in net income (13) (12)
Unrealized gains (losses) on other (5) 1
Unrealized gains on investments available-for-sale and other 223 131
Amortization of actuarial loss and prior service cost 2 1
Less: amortization of prior service cost included in net income - -
Defined benefit pension plan 2 1
Other comprehensive income before tax 225 132
Income tax (expense) benefit related to items
of other comprehensive income (79) (46)
Other comprehensive income, net of tax 146 86
COMPREHENSIVE INCOME $ 232 $ 147

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 Paid-In Retained ~ Comprehensive  Treasury holders'
Shares Amount Capital Earnings Income Stock Equity
Balance as reported December 31, 2010 163 $ 393 § 1,001 $ 3,980 $ 769 $ (1,201) $ 5,032
Cumulative effect of a change in accounting
for deferred policy acquisition costs, net of tax - - - (20) - - (20)
Balance as adjusted December 31, 2010 163 393 1,001 3,960 769 (1,201) 5,012
Net income - - - 61 - - 61
Other comprehensive income, net - - - - 86 - 86
Dividends declared - - - (65) - - (65)
Stock options exercised - - 2) - - 3 1
Stock-based compensation - - 3 - - - 3
Other - - (2) - - 1 (1)
Balance March 31, 2011 163 $ 393 % 1,090 $ 3956 $ 855 $ (1197) $ 5,097
Balance December 31, 2011 162 $ 393 $ 1,096 $ 3,863 $ 901 $ (1,220) $ 5,033
Net income - - - 86 - - 86
Other comprehensive income, net - - - - 146 - 146
Dividends declared - - - (65) - - (65)
Stock options exercised - - - - - 1 1
Stock-based compensation - - 4 - - - 4
Other - - - - - 2 2
Balance March 31, 2012 162_$ 393 % 1100 $ 3884 $ 1047 $ (1217) $ 5,207

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

(Inmillions) Three months ended March 31,
2012 2011
CASH FLOWS FROM OPERATING ACTIVITIES
Net income $ 86 $ 61
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation, amortization and other non-cash items 11 11
Realized gains on investments, net (13) (12)
Stock-based compensation 4 3
Interest credited to contract holders 9 14
Deferred income tax (benefit) expense 6 (10)
Changes in:
Investment income receivable 3 2
Premiums and reinsurance receivable (19) (46)
Deferred policy acquisition costs (14) (14)
Other assets (5) (5)
Loss and loss expense reserves 8 39
Life policy reserves 15 28
Unearned premiums 47 33
Other liabilities (10) (70)
Current income tax receivable/payable 20 23
Net cash provided by operating activities 148 57
CASH FLOWS FROM INVESTING ACTIVITIES
Sale of fixed maturities 6 28
Call or maturity of fixed maturities 195 149
Sale of equity securities 99 133
Purchase of fixed maturities (304) (269)
Purchase of equity securities (96) (66)
Investment in buildings and equipment, net 2 (2)
Investment in finance receivables 9) 9
Collection of finance receivables 9 6
Change in other invested assets, net 2 -
Net cash used in investing activities (100) (30)
CASH FLOWS FROM FINANCING ACTIVITIES
Payment of cash dividends to shareholders (64) (64)
Proceeds from stock options exercised 1 -
Contract holders' funds deposited 31 53
Contract holders' funds withdrawn (28) (22)
Excess tax benefits on share-based compensation 1 3
Other 3) 3)
Net cash used in financing activities (62) (33)
Net change in cash and cash equivalents (14) (6)
Cash and cash equivalents at beginning of year 438 385
Cash and cash equivalents at end of period $ 424 $ 379
Supplemental disclosures of cash flow information:
Interest paid $ - $ -
Income taxes paid - 1
Non-cash activities:
Conversion of securities $ 3 $ -
Equipment acquired under capital lease obligations 6 19

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, 2011, condensed consolidated
balance sheet amounts are derived from the audited financial statements but do not include all
disclosures required by GAAP.

Our March 31, 2012, 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 2011 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 2010-26, Accounting for Costs Associated with Acquiring or Renewing Insurance
Contracts

In October 2010, the Financial Accounting Standards Board (FASB) issued Accounting Standards Update
(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 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 to be capitalized. 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.
We retrospectively adopted ASU 2010-26 on January 1, 2012.This ASU reduced our shareholders’ equity
by $22 million after tax, or $0.13 book value per share as of December 31, 2011.

The following table illustrates the effect of adopting ASU 2010-26 in the condensed consolidated
balance sheets:

(In millions, except per share amounts) March 31, December 31,
2012 2011
As Reported As Adjusted Difference
Deferred policy acquisition costs $ 483 % 510 $ 477 $ (33)
Total assets 16,022 15,668 15,635 (33)
Deferred income tax 388 314 303 (11)
Shareholders' equity 5,207 5,055 5,033 (22)

The following table illustrates the effect of adopting ASU 2010-26 in the condensed consolidated
statements of comprehensive income:

(In millions, except per share amounts) Three months ended March 31,
2012 2011
As Reported As Adjusted Difference

Underwriting, acquisition and insurance expenses $ 274 $ 261 % 262 $ 1
Net income 86 62 61 1)
Net income per share:

Basic $ 053 $ 038 % 038 $ 0.00

Diluted 0.53 0.38 0.38 0.00
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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. The company adopted ASU 2011-04 during the first quarter of 2012,
and it did not have a material impact on our company’s financial position, cash flows or results

of operations.

ASU No. 2011-05, Presentation of Comprehensive Income

In December 2011, the FASB issued ASU 2011-12, Deferral of the Effective Date for Amendments to the
Presentation of Reclassifications of Items Out of Accumulated Other Comprehensive Income in
Accounting Standards Update No. 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. ASU 2011-12 defers the changes in ASU 2011-05
that relate to the presentation of reclassification adjustments. The deferral of those changes allows the
FASB time to redeliberate whether to present on the face of the financial statements the effects of
reclassifications out of accumulated other comprehensive income for all periods presented. The company
adopted ASU 2011-12 and ASU 2011-05 during the first quarter of 2012, and it did not have a material
impact on our company’s financial position, cash flows or results of operations.

NOTE 2 — 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

We report as Other the non-investment operations of the parent company and its non-insurer subsidiary,
CFC Investment Company. See our 2011 Annual Report on Form 10-K, Item 8, Note 18, Segment
Information, Page 136 for a description of revenue, income or loss before income taxes and identifiable
assets for each of the five segments.
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Segment information is summarized in the following table:

(Inmillions) Three months ended March 31,
2012 2011
Revenues:
Commercial lines insurance
Commercial casualty 181 $ 172
Commercial property 131 126
Commercial auto 101 96
Workers' compensation 81 76
Specialty packages 38 37
Surety and executive risk 27 25
Machinery and equipment 9 8
Commercial lines insurance premiums 568 540
Fee revenue 1 1
Total commercial lines insurance 569 541
Personal lines insurance
Personal auto 98 89
Homeowner 84 76
Other personal lines 27 25
Personal lines insurance premiums 209 190
Excess and surplus lines insurance 21 15
Life insurance 41 38
Investment operations 144 143
Other 2 2
Total revenues 986 $ 929
Income (loss) before income taxes:
Insurance underwriting results:
Commercial lines insurance 4 $ (22)
Personal lines insurance (22) 3)
Excess and surplus lines insurance ?3) (5)
Life insurance 3) 3)
Investment operations 123 123
Other (17) (15)
Total 112 $ 75
Identifiable assets: March 31, December 31,
2012 2011
Property casualty insurance 2,277 $ 2,272
Life insurance 1,230 1,237
Investment operations 12,223 11,883
Other 292 243
Total 16,022 $ 15,635
Cincinnati Financial Corporation First-Quarter 2012 10-Q Page 9



NOTE 3 - INVESTMENTS

The following table provides cost or amortized cost, gross unrealized gains, gross unrealized losses and
fair value for our invested assets:

(In millions) Cost or
amortized Gross unrealized Fair
At March 31, 2012 cost gains losses value
Fixed maturities:
States, municipalities and political subdivisions $ 3,022 $ 238 % 193 3,259
Convertibles and bonds with warrants attached 56 - - 56
United States government 7 1 - 8
Government-sponsored enterprises 103 - - 103
Foreign government 3 - - 3
Corporate securities 5,021 511 5 5,527
Subtotal 8,212 750 6 8,956
Equity securities:
Common equities 2,071 945 2 3,014
Preferred equities 87 30 - 117
Subtotal 2,158 975 2 3,131
Total $ 10,370 $ 1725 $ 8 $ 12,087
At December 31, 2011
Fixed maturities:
States, municipalities and political subdivisions $ 3,006 $ 246 $ - $ 3,252
Convertibles and bonds with warrants attached 59 - - 59
United States government 6 1 - 7
Government-sponsored enterprises 159 1 - 160
Foreign government 3 - - 3
Corporate securities 4,851 465 18 5,298
Subtotal 8,084 713 18 8,779
Equity securities:
Common equities 2,088 801 35 2,854
Preferred equities 74 28 - 102
Subtotal 2,162 829 35 2,956
Total $ 10,246 $ 1542 $ 53 $ 11,735

The net unrealized investment gains in our fixed-maturity portfolio are primarily the result of the current low
interest rate environment that increased their fair value. The three largest net unrealized investment gains in
our common stock portfolio are from Exxon Mobil Corporation (NYSE:XOM), The Procter & Gamble Company
(NYSE:PG) and Chevron Corporation (NYSE:CVX), which had a combined net gain position of $281 million.
At March 31, 2012, we had $56 million fair value of hybrid securities included in fixed maturities that follow
Accounting Standards Codification (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. At March 31, 2012, and December 31, 2011, there were no other-than-
temporary impairments included within accumulated other comprehensive income (AOCI).
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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 March 31, 2012 value losses value losses value losses
Fixed maturities:
States, municipalities and political subdivisions $ 53 $ 13 4 $ - $ 57 $ 1
United States government 2 - - - 2 -
Government-sponsored enterprises 31 - - - 31
Corporate securities 153 2 45 3 198 5
Subtotal 239 3 49 3 288 6
Equity securities:
Common equities 110 2 - - 110 2
Preferred equities 5 - 4 - 9
Subtotal 115 2 4 - 119 2
Total $ 354 $ 5% 53 $ 3% 407 $ 8

At December 31, 2011
Fixed maturities:

States, municipalities and political subdivisions $ - $ - $ 12 $ - $ 12 $ -
United States government 1 - - - 1 -
Government-sponsored enterprises 10 - - - 10 -
Corporate securities 380 13 57 5 437 18

Subtotal 391 13 69 5 460 18

Equity securities:

Common equities 333 35 - - 333 35
Preferred equities 5 - 19 - 24 -

Subtotal 338 35 19 - 357 35

Total $ 729 $ 48 $ 88 $ 5 % 817 _$ 53

The following table provides realized investment gains and losses and the change in unrealized investment
gains and losses and other items:

(In millions) Three months ended March 31,
2012 2011

Realized investment gains and losses summary:
Fixed maturities:
Gross realized gains $ 3% 3
Gross realized losses - -
Other-than-temporary impairments - -
Equity securities:

Gross realized gains 23 35
Gross realized losses - -
Other-than-temporary impairments (16) (30)
Securities with embedded derivatives 4 4
Other (1) -
Total $ 13 $ 12
Change in unrealized gains and losses summary:
Fixed maturities $ 49 $ 8
Equity securities 179 122
Adjustment to deferred acquisition costs and life policy reserves @) -
Pension obligations 2 1
Other 2 1
Income taxes on above (79) (46)
Total $ 146 $ 86

During the three months ended March 31, 2012 and 2011, there were no credit losses on fixed-maturity
securities for which a portion of other-than-temporary impairment (OTTI) has been recognized in other
comprehensive income.

During the three months ended March 31, 2012, we other-than-temporarily impaired five securities.

At March 31, 2012, 14 fixed-maturity investments 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 investments had fair values
below 70 percent of amortized cost. One equity investment with a total unrealized loss of less than $1 million
had been in an unrealized loss position for 12 months or more as of March 31, 2012. That equity investment
was not trading below 70 percent of cost.

At December 31, 2011, 20 fixed-maturity investments with a total unrealized loss of $5 million had been in an
unrealized loss position for 12 months or more. Of that total, no fixed-maturity investments had fair values

Cincinnati Financial Corporation First-Quarter 2012 10-Q Page 11



below 70 percent of amortized cost. Two equity investments with a total unrealized loss of less than $1 million
had been in an unrealized loss position for 12 months or more as of December 31, 2011. Of that total, no
equity investments were trading below 70 percent of cost.

NOTE 4 - 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
guoted 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, 2011, 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;

o0 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. We primarily
base fair value for investments in equity and fixed-maturity securities (including redeemable preferred
stock and assets held in separate accounts) on quoted market prices or on prices from a nationally
recognized pricing vendor, an outside resource that supplies global securities pricing, dividend, corporate
action and descriptive information to support fund pricing, securities operations, research and portfolio
management. The company obtains and reviews the pricing service’s valuation methodologies and
related inputs and validates these prices by replicating a sample across each asset class using a
discounted cash flow model. When a price is not available from these sources, as in the case of securities
that are not publicly traded, we determine the fair value using various inputs including quotes from
independent brokers. We have generally obtained and evaluated two non-binding quotes from brokers,
our investment professionals determine our best estimate of fair value. The fair value of investments not
priced by a pricing vendor is less than 1 percent of the fair value of our total investment portfolio.
Reclassification of certain financial instruments may occur when input observability changes. All
reclassifications are reported as transfers in or out of the Level 3 category as of the beginning of the
guarter in which the reclassification occurred.

The technique used for the Level 2 fixed-maturity securities and taxable fixed maturities in separate
accounts is the application of matrix pricing. The inputs used include relevant market information by asset
class, trade activity of like securities, yield to maturity and economic events. All of the Level 2 fixed-
maturity securities are priced by a nationally recognized pricing vendor.

The Level 2 preferred equities technique used is the application of matrix pricing. The inputs used, similar
to those used by the pricing vendor for our fixed-maturity securities, include relevant market information,
trade activity of like securities, yield to maturity, corporate action notices and economic events. All of the
Level 2 preferred equities are priced by a nationally recognized pricing vendor.
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Fair Value Disclosures for Assets

The following tables illustrate the fair value hierarchy for those assets measured at fair value on a
recurring basis at March 31, 2012, and December 31, 2011. We do not have any material liabilities
carried at fair value. There were no transfers between Level 1 and Level 2.

(In millions)

Asset fair value measurements at March 31, 2012 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 $ - $ 3,257 $ 2 $ 3,259
Convertibles and bonds with warrants attached - 56 - 56
United States government 8 - - 8
Government-sponsored enterprises 103 - 103
Foreign government - 3 - 3
Corporate securities - 5,511 16 5,627
Subtotal 8 8,930 18 8,956
Common equities, available for sale 3,014 - - 3,014
Preferred equities, available for sale - 110 7 117
Taxable fixed maturities separate accounts - 634 - 634
Top Hat Savings Plan 9 - - 9
Total $ 3,031 $ 9674 $ 25 $ 12,730
(In millions) Asset fair value measurements at December 31, 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 $ - % 3,249 $ 33 3,252
Convertibles and bonds with warrants attached 59 - 59
United States government 7 - - 7
Government-sponsored enterprises - 160 - 160
Foreign government - 3 - 3
Corporate securities - 5,280 18 5,298
Subtotal 7 8,751 21 8,779
Common equities, available for sale 2,854 - - 2,854
Preferred equities, available for sale - 98 4 102
Taxable fixed-maturities separate accounts - 628 - 628
Top Hat Savings Plan 8 - - 8
Total $ 2,869 $ 9,477_$ 25 $ 12,371

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
March 31, 2012. As of March 31, 2012, and December 31, 2011, total Level 3 assets were less than

1 percent of financial assets measured at fair value in the condensed consolidated balance sheets.
Assets presented in the table below were valued based primarily on broker/dealer quotes for which there
is a lack of transparency as to inputs used to develop the valuations. The quantitative detail of these
unobservable inputs is neither provided nor reasonably available to us.
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The following table provides the change in Level 3 assets for the three months ended March 31, 2012.

(In millions) Asset fair value measurements using significant unobservable inputs (Level 3)
States,
municipalities
Corporate Taxable fixed and political
fixed maturities- subdivisions Preferred
maturities separate accounts fixed maturities equities Total
Beginning balance, December 31, 2011 $ 18 $ - $ 38 4 $ 25
Total gains or losses (realized/unrealized):
Included in earnings - - - - -
Included in other comprehensive income 3 - 2 5
Purchases - - - 1 1
Sales 3) - 1) - 4)
Transfers into Level 3 1 - - - 1
Transfers out of Level 3 3) - - - 3
Ending balance, March 31, 2012 $ 16 $ -3 2 $ 7% 25
(In millions) Asset fair value measurements using significant unobservable inputs (Level 3)
States,
municipalities
Corporate Taxable fixed and political
fixed maturities- subdivisions Preferred
maturities separate accounts fixed maturities equities Total
Beginning balance, December 31, 2010 $ 20 $ 23 4% 5% 31
Total gains or losses (realized/unrealized):
Included in earnings - - - - -
Included in other comprehensive income - - - - -
Purchases - - - - -
Sales - - - - -
Transfers into Level 3 - - - 1 1
Transfers out of Level 3 (9) (2) - - (11)
Ending balance, March 31, 2011 $ 11 $ - $ 4 $ 6 $ 21

With the exception of the Level 3 reconciliation table, additional disclosure for the Level 3 category is
not material.

Fair Value Disclosure for Assets and Liabilities Not Carried at Fair Value

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
March 31, December 31, March 31, December 31,
Interest rate  Year of issue 2012 2011 2012 2011
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 following table shows fair values of our note payable and long-term debt subject to fair value
disclosure requirements:

(In millions) Note payable and long-term debt fair value disclosures at March 31, 2012 using:
Quoted prices in Significant
active markets for Significant other unobservable
identical assets observable inputs inputs
(Level 1) (Level 2) (Level 3) Total

Note payable $ - $ 104 $ - $ 104
6.9% senior debentures, due 2028 - 30 - 30
6.92% senior debentures, due 2028 - 436 - 436
6.125% senior notes, due 2034 - 384 - 384
Total $ - $ 954 $ - $ 954

Fair value of the note payable is determined based upon the outstanding balance at March 31, 2012,

because it is short term and tied to a variable interest rate. The note payable was classified as Level 2 as

a market does not exist.

The fair value of our long-term debt approximated $814 million at year-end 2011. Fair value was
determined under the fair value measurements and disclosure accounting rules based on market pricing
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of similar debt instruments that are actively trading. We determine fair value for our debt the same way
that corporate fixed-maturities are valued in our investment portfolio. 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.

The following table shows the fair value of our life policy loans, included in other invested assets, subject
to fair value disclosure requirements:

(In millions) Life insurance assets fair value disclosures at March 31, 2012 using:
Quoted prices in Significant
active markets for Significant other unobservable
identical assets observable inputs inputs
(Level 1) (Level 2) (Level 3) Total
Life policy loans $ - $ - $ 43 $ 43

The fair value of life policy loans outstanding principal and interest approximated $43 million at
December 31, 2011. Outstanding principal and interest for these life policy loans was $35 million and
$37 million at March 31, 2012, and December 31, 2011, respectively. 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 as non-performance risk is minimal; and (2) the loan
repayment rate by which policyholders pay off their loan balances is in line with past experience.

The following table shows fair values of our deferred annuities and structured settlements, included in life
policy and investment contract reserves, subject to fair value disclosure requirements:

(In millions) Life insurance liabilities fair value disclosures at March 31, 2012 using:
Quoted prices in Significant
active markets for Significant other unobservable
identical assets observable inputs inputs
(Level 1) (Level 2) (Level 3) Total
Deferred annuities $ - $ - $ 845 $ 845
Structured settlements - 224 - 224
Total $ - $ 224 % 845 $ 1,069

The fair value for deferred annuities and structured settlements were $794 million and $208 million,
respectively, at December 31, 2011. Recorded reserves for the deferred annuities and structured
settlements were $1.034 billion and $1.025 billion at March 31, 2012, and December 31, 2011,
respectively.

Fair values for deferred annuities are 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 March 31, 2012, 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.

Determination of fair value for structured settlements assumes 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 March 31, 2012, to account for non-performance risk.
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NOTE 5—-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 March 31,
2012 2011
Gross loss and loss expense reserves, January 1 $ 4,280 $ 4,137
Less reinsurance receivable 375 326
Net loss and loss expense reserves, January 1 3,905 3,811
Net incurred loss and loss expenses related to:
Current accident year 655 588
Prior accident years (116) (58)
Total incurred 539 530
Net paid loss and loss expenses related to:
Current accident year 132 129
Prior accident years 375 359
Total paid 507 488
Net loss and loss expense reserves, March 31 3,937 3,853
Plus reinsurance receivable 352 326
Gross loss and loss expense reserves, March 31 $ 4289 $ 4,179

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, as of that date. The actuarial estimate is subject
to review and adjustment by an inter-departmental committee that includes actuarial management and 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. The amount we will
actually have to pay for claims can be highly uncertain. This uncertainty, together with the size of our
reserves, makes the loss and loss expense reserves our most significant estimate. The reserve

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

at March 31, 2012, and $60 million at March 31, 2011, for certain life and health loss and loss

expense reserves.

During first quarter of 2012, we experienced $116 million of favorable development on prior accident
years. There was $22 million from favorable development of catastrophe losses compared with $1 million
at March 31, 2011. Overall favorable development for commercial lines reserves illustrated the potential
for revisions inherent in estimating reserves, especially for long-tailed lines such as commercial casualty
and workers’ compensation. We recognized favorable reserve development of $46 million for the
commercial casualty line and favorable development of $22 million for the workers’ compensation line
due to reduced uncertainty of prior accident year loss and loss adjustment expense for these lines.

NOTE 6 — 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. All acquisition costs reflect the new ASU 2010-26, Accounting for Costs Associated with
Acquiring or Renewing Insurance Contracts, which we adopted on January 1, 2012. The table below
shows the deferred policy acquisition costs and asset reconciliation, including the amortized deferred
policy acquisition costs.

(In millions) Three months ended March 31,
2012 2011
Deferred policy acquisition costs asset at January 1 $ 477 % 458
Capitalized deferred policy acquisition costs 170 164
Amortized deferred policy acquisition costs (156) (150)
Amortized shadow deferred policy acquisition costs (8) -
Deferred policy acquisition costs asset at March 31 $ 483 $ 472

There were no premium deficiencies recorded in the reported condensed consolidated statements of
comprehensive income, as the sum of the anticipated loss and loss adjustment expenses, policyholder
dividends and unamortized deferred acquisition expenses did not exceed the related unearned premiums
and anticipated investment income.
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NOTE 7 - LIFE PoLICY AND INVESTMENT CONTRACT 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 structured settlements 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) March 31, December 31,
2012 2011

Ordinary/traditional life $ 704 $ 691
Universal life 485 481
Deferred annuities 837 827
Structured settlements 197 198
Other 17 17

Total gross reserves $ 2240 $ 2214

NOTE 8 — REINSURANCE

Reinsurance mitigates the risk of highly uncertain exposures and limits the maximum net loss that can
arise from large risks or risks concentrated in areas of exposure. Primary components of our property and
casualty reinsurance program include a property risk treaty, casualty per occurrence treaty and property
catastrophe treaty.

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

(In millions) Three months ended March 31,
2012 2011
Direct earned premiums $ 839 $ 780
Assumed earned premiums 3 5
Ceded earned premiums (44) (40)
Net earned premiums $ 798 $ 745

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

(In millions) Three months ended March 31,
2012 2011
Direct incurred loss and loss expenses $ 536 $ 527
Assumed incurred loss and loss expenses 5 15
Ceded incurred loss and loss expenses (2) (12)
Net incurred loss and loss expenses $ 539 $ 530

Our life insurance company purchases reinsurance for protection of a portion of the risk that is written.
Primary components of our life reinsurance program include individual mortality coverage and aggregate
catastrophe and accidental death coverage in excess of certain deductibles. Our condensed consolidated
statements of comprehensive income include earned life insurance premiums on ceded business:

(In millions) Three months ended March 31,
2012 2011
Direct earned premiums $ 54 $ 50
Assumed earned premiums - -
Ceded earned premiums (13) (13)
Net earned premiums $ 41 $ 37
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Our condensed consolidated statements of comprehensive income include life insurance contract
holders’ benefits incurred on ceded business:

(In millions) Three months ended March 31,
2012 2011
Direct contract holders' benefits incurred $ 53 $ 53
Assumed contract holders' benefits incurred - -
Ceded contract holders' benefits incurred (10) (8)
Net incurred loss and loss expenses $ 43 % 45

NOTE 9 - NET INCOME PER COMMON SHARE

Basic earnings per share are computed based on the weighted average number of shares outstanding.
Diluted earnings per share are computed based on the weighted average number of common and dilutive
potential common shares outstanding.

Here are calculations for basic and diluted earnings per share:

(Dollars in millions except share data in thousands) Three months ended March 31,
2012 2011
Numerator:
Net income—Dbasic and diluted $ 86 $ 61
Denominator:
Weighted-average common shares outstanding 162,277 162,940
Effect of stock based awards:
Nonvested shares 541 526
Stock options 327 204
Adjusted weighted-average shares 163,145 163,670
Earnings per share:
Basic $ 053 $ 0.38
Diluted 0.53 0.38
Number of anti-dilutive stock based awards 6,215 6,919

The current sources of dilution of our common shares are certain equity-based awards as discussed in our
2011 Annual Report on Form 10-K, Item 8, Note 17, Stock-Based Associate Compensation Plans, Page 134.
The above table shows the number of anti-dilutive stock-based awards for the three months ended

March 31, 2012 and 2011. We did not include these stock-based awards in the computation of net income per
common share (diluted) because their exercise would have anti-dilutive effects.

NOTE 10 —- EMPLOYEE RETIREMENT BENEFITS

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

(In millions) Three months ended March 31,
2012 2011
Service cost $ 33 3
Interest cost 3 3
Expected return on plan assets (4) (4)
Amortization of actuarial loss and prior service cost 2 1
Net periodic benefit cost $ 4 $ 3

See our 2011 Annual Report on Form 10-K, Item 8, Note 13, Employee Retirement Benefits, Page 130
for information on our retirement benefits. We made matching contributions of $2 million to our
401 (k) savings plan during both the first quarter of 2012 and 2011.

We made no contribution to the pension plan during the first quarter of 2012. We anticipate
contributing $14 million during 2012 to our qualified pension plan as indicated in our 2011 Annual Report
on Form 10-K.
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NOTE 11 — STock-BASED COMPENSATION PLANS

We currently have three 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 to associates. 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 2011 Annual Report on Form 10-K, Item 8, Note 17, Stock-

Based Associate Compensation Plans, Page 134.

A total of 10.3 million shares are authorized to be granted under the shareholder-approved plans.
At March 31, 2012, 1.9 million shares were available for future issuance under the plans.

Stock-Based Awards
During the first quarter of 2012, we granted 24,118 shares of common stock to our directors for

2011 board service fees. Stock-based awards were granted to associates during the first quarter of 2012

and are summarized in the tables below. Stock-based compensation cost after tax was $3 million and

$2 million for the three months ended March 31, 2012 and 2011, respectively.

As of March 31, 2012, $31 million of unrecognized compensation costs related to non-vested awards is

expected to be recognized over a weighted-average period of 2.4 years.
Here is a summary of option information:

(Shares in thousands) Weighted-
average
Shares exercise price
Outstanding at January 1, 2012 9,357 $ 36.71
Granted 535 35.63
Exercised (44) 27.89
Forfeited or expired (1,072) 35.36
Outstanding at March 31, 2012 8,776 36.86
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
shares value shares value
Nonvested at January 1, 2012 563 $ 26.05 156 $ 25.86
Granted 402 31.14 110 34.89
Vested ) 25.58 (53) 22.88
Forfeited or canceled (6) 27.09 0 0.00
Nonvested at March 31, 2012 957 28.18 213 31.26

NOTE 12 — INCOME TAXES

As of March 31, 2012, and December 31, 2011, we had no liability for unrecognized tax benefits. Details
about our liability for unrecognized tax benefits are found in our 2011 Annual Report on Form 10-K, Item

8, Note 11, Income Taxes, Pages 129 and 130.

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 March 31,
2012 2011
Tax at statutory rate $ 39 350 % $ 26 350 %
Increase (decrease) resulting from:
Tax-exempt income from municipal bonds (8) (7.6) 9 (11.6)
Dividend received exclusion (6) (4.8) (5) (6.8)
Other 1 0.6 2 2.1
Provision for income taxes $ 26 232 % $ 14 18.7 %

The change in our effective tax rate was primarily due to changes in pretax income from underwriting
results and realized investment gains and losses.
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NOTE 13 - 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,
breach of an alleged duty to search national data bases to ascertain unreported deaths of insureds
under life insurance policies. 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 or claims alleging discrimination by
former associates.

On a quarterly basis, we review these outstanding matters. Under current accounting guidance, we
establish accruals 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 losses 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 matters 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.
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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 2011 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).

As discussed in Item 1, Note 1, Accounting Policies, Page 7, effective January 1, 2012, we adopted ASU
2010-26, Accounting for Costs Associated with Acquiring or Renewing Insurance Contracts. We adjusted
applicable financial statements. Related financial data shown in Management's Discussion and Analysis

of Financial Condition and Results of Operations also have been adjusted.

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 2011 Annual Report on Form 10-K, Item 1A, Risk Factors, Page 26.

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
¢ 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

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

e Events resulting in capital market or credit market uncertainty, followed by prolonged periods of

economic instability or recession, that lead to:

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

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

o Significant rise in losses from surety and di