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Part I
Item 1. Business
Cincinnati Financial Corporation — Introduction

We are an Ohio corporation formed in 1968. Our lead subsidiary, The Cincinnati Insurance Company, was founded in
1950. Our main business is property casualty insurance marketed through independent insurance agents in 39 states.
Our headquarters is in Fairfield, Ohio. At year-end 2010, we employed 4,060 associates, with 2,838 headquarters
associates providing support to 1,222 field associates.

At year-end 2010, Cincinnati Financial Corporation owned 100 percent of three subsidiaries: The Cincinnati Insurance
Company, CSU Producer Resources Inc., and CFC Investment Company. In addition, the parent company has an
investment portfolio, owns the headquarters property and is responsible for corporate borrowings and shareholder
dividends.

The Cincinnati Insurance Company owns 100 percent of our four additional insurance subsidiaries. Our standard
market property casualty insurance group includes two of those subsidiaries — The Cincinnati Casualty Company and
The Cincinnati Indemnity Company. This group writes a broad range of business, homeowner and auto policies. Other
subsidiaries of The Cincinnati Insurance Company include The Cincinnati Life Insurance Company, which provides
life insurance, disability income policies and annuities, and The Cincinnati Specialty Underwriters Insurance
Company, which began offering excess and surplus lines insurance products in January 2008.

The two non-insurance subsidiaries of Cincinnati Financial Corporation are CSU Producer Resources, which offers
insurance brokerage services to our independent agencies so their clients can access our excess and surplus lines
insurance products; and CFC Investment Company, which offers commercial leasing and financing services to our
agencies, their clients and other customers.

Our filings with the U.S. Securities and Exchange Commission (SEC) are available, free of charge, on our website,
www.cinfin.com/investors, as soon as possible after they have been filed with the SEC. These filings include annual
reports on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K and amendments to those reports
filed or furnished pursuant to Section 13(a) or 15(d) of the Securities Exchange Act of 1934. In the following pages
we reference various websites. These websites, including our own, are not incorporated by reference in this Annual
Report on Form 10-K.

Periodically, we refer to estimated industry data so that we can give information about our performance versus the
overall insurance industry. Unless otherwise noted, the industry data is prepared by A.M. Best Co., a leading
insurance industry statistical, analytical and insurer financial strength and credit rating organization. Information from
A.M. Best is presented on a statutory accounting basis. When we provide our results on a comparable statutory
accounting 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).

Our Business and Our Strategy

Introduction

The Cincinnati Insurance Company was founded over 60 years ago by four independent insurance agents. They
established the mission that continues to guide all of the companies in the Cincinnati Financial Corporation family — to

grow profitably and enhance the ability of local independent insurance agents to deliver quality financial protection to
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the people and businesses they serve by:

o providing market stability through financial strength
o producing competitive, up-to-date products and services
o developing associates committed to superior service

A select group of agencies in 39 states actively markets our property casualty insurance within their communities.
Standard market commercial lines policies are marketed in all of those states, while personal lines policies are
marketed in 29 of those states. Excess and surplus lines policies are available in 38 of those states. Within this select
group, we also seek to become the life insurance carrier of choice and to help agents and their clients — our
policyholders — by offering leasing and financing services.
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Three competitive advantages distinguish our company, positioning us to build shareholder value and to be successful
overall:

e Commitment to our network of professional independent insurance agencies and to their continued success
¢ Financial strength that lets us be a consistent market for our agents’ business, supporting stability and confidence

e Operating structure that supports local decision making, showcasing our claims excellence and allowing us to
balance growth with underwriting discipline

Independent Insurance Agency Marketplace

The U.S. property casualty insurance industry is a highly competitive marketplace with more than 2,000 stock and
mutual companies operating independently or in groups. No single company or group dominates across all
product lines and states. Standard market insurance companies (carriers) can market a broad array of products
nationally or:

o choose to sell a limited product line or only one type of insurance (monoline carrier)
. target a certain segment of the market (for example, personal insurance)
. focus on one or more states or regions (regional carrier)

Standard market property casualty insurers generally offer insurance products through one or more distribution
channels:

o independent agents, who represent multiple carriers
o captive agents, who represent one carrier exclusively, or
o direct marketing to consumers

For the most part, we compete with standard market insurance companies that market through independent insurance
agents. Agencies marketing our commercial lines products typically represent six to 12 standard market insurance
carriers for commercial lines products, including both national and regional carriers, most of which are mutual
companies. Our agencies typically represent four to six standard personal lines carriers, and we also compete with
carriers that market personal lines products through captive agents and direct writers. Distribution through
independent insurance agents or brokers represents nearly 60 percent of overall U.S. property casualty insurance
premiums and approximately 80 percent of commercial property casualty insurance premiums, according to studies by
the Independent Insurance Agents and Brokers of America.

We are committed exclusively to the independent agency channel. The independent agencies that we choose to market
our standard lines insurance products share our philosophies. They do business person to person; offer broad,
value-added services; maintain sound balance sheets; and manage their agencies professionally. We develop our
relationships with agencies that are active in their local communities, providing important knowledge of local market
trends, opportunities and challenges.

In addition to providing standard market property casualty insurance products, we opened our own excess and surplus
lines insurance brokerage firm so that we could offer our excess and surplus lines products exclusively to the
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independent agencies who market our other property casualty insurance products. We also market life insurance
products through the agencies that market our property casualty products and through other independent agencies that
represent The Cincinnati Life Insurance Company without also representing our other subsidiaries. Offering insurance
solutions beyond our standard market property casualty insurance products helps our agencies meet the broader needs
of their clients, and also serves to increase and diversify agency revenues and profitability.

The excess and surplus lines market exists due to a regulatory distinction. Generally, excess and surplus lines
insurance carriers provide insurance that is unavailable in the standard market due to market conditions or
characteristics of the insured person or organization that are caused by nature, the insured's claim history or the
characteristics of their business. We established an excess and surplus lines operation in response to requests to help
meet the needs of agency clients when insurance is unavailable in the standard market. By providing superior service,
we can help our agencies grow while also profitably growing our property casualty business. Insurers operating in the
excess and surplus lines marketplace generally market business through excess and surplus lines insurance brokers,
whether they are small specialty insurers or specialized divisions of larger insurance organizations.

At year-end 2010, our 1,245 property casualty agency relationships were marketing our standard market insurance
products out of 1,544 reporting locations. An increasing number of agencies have multiple, separately identifiable
locations, reflecting their growth and consolidation of ownership within the independent agency marketplace.

The number of reporting agency locations indicates our agents’ regional scope and the extent of our presence within
our 39 active states. At year-end 2009, our 1,180 agency relationships had 1,463 reporting locations. At year-end
2008, our 1,133 agency relationships had 1,387 reporting locations.
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We made 93, 87 and 76 new agency appointments in 2010, 2009 and 2008, respectively. Of these new appointments,
70, 65 and 52, respectively, were new relationships. The remainder included new branch offices opened by existing
Cincinnati agencies and appointment of agencies that merged with a Cincinnati agency. These new appointments and
other changes in agency structures or appointment status led to a net increase in agency relationships of 65, 47 and 41
and a net increase in reporting agency locations of 81, 76 and 60 in 2010, 2009 and 2008, respectively.

On average, we have a 12.4 percent share of the standard lines property casualty insurance purchased through our
reporting agency locations. Our share is 17.7 percent in reporting agency locations that have represented us for more
than 10 years; 6.7 percent in agencies that have represented us for six to 10 years; 4.1 percent in agencies that have
represented us for one to five years; and 0.8 percent in agencies that have represented us for less than one year.

Our largest single agency relationship accounted for approximately 1.2 percent of our total property casualty earned
premiums in 2010. No aggregate locations under a single ownership structure accounted for more than 2.2 percent of
our earned premiums in 2010.

Financial Strength

We believe that our financial strength and strong surplus position, reflected in our insurer financial strength ratings,
are clear, competitive advantages in the segments of the insurance marketplace that we serve. This strength supports
the consistent, predictable performance that our policyholders, agents, associates and shareholders have always
expected and received, helping us withstand significant challenges.

While the prospect exists for short-term financial performance variability due to our exposures to potential
catastrophes or significant capital market losses, the rating agencies consistently have asserted that we have built
appropriate financial strength and flexibility to manage that variability. We remain committed to strategies that
emphasize being a consistent, stable market for our agents’ business over short-term benefits that might accrue by
quick, opportunistic reaction to changes in market conditions.

We use various principles and practices such as diversification and enterprise risk management to maintain strong
capital. This includes maintaining a diversified investment portfolio by reviewing and applying diversification
parameters and tolerances.

¢ Our $8.383 billion fixed-maturity portfolio is diversified and exceeds total insurance reserves. At
December 31, 2010, no corporate bond exposure accounted for more than 0.8 percent of our fixed-maturity portfolio
and no municipal exposure accounted for more than 0.3 percent. The portfolio had an average rating of A2/A and its
fair value exceeded total insurance reserve liability by approximately 35 percent.

e The strength of our fixed-maturity portfolio provides an opportunity to invest for potential capital appreciation by
purchasing equity securities. Our $3.041 billion equity portfolio minimizes concentrations in single stocks or
industries. At December 31, 2010, no single security accounted for more than 6 percent of our portfolio of publicly
traded common stocks, and no single sector accounted for more than 16 percent.

Strong liquidity increases our flexibility through all periods to maintain our cash dividend and to continue to invest in

and expand our insurance operations. At December 31, 2010, we held $1.042 billion of our cash and invested assets at
the parent company level, of which $763 million, or 73.2 percent, was invested in common stocks, and $38 million, or
3.6 percent, was cash or cash equivalents.

We minimize reliance on debt as a source of capital, maintaining the ratio of debt-to-total-capital below 20 percent. At
December 31, 2010, this ratio at 14.3 percent was well below the target limit as capital remained strong while debt
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levels were unchanged from year-end 2009. Our long-term debt consists of three non-convertible, non-callable
debentures, two due in 2028 and one in 2034.

At year-end 2010 and 2009, risk-based capital (RBC) for our standard and excess and surplus lines property casualty
operations and life operations was very strong, far exceeding regulatory requirements.

e We ended 2010 with a 0.8-to-1 ratio of property casualty premiums to surplus, a key measure of property casualty
insurance company capacity and security. A lower ratio indicates more security for policyholders and greater
capacity for growth by an insurer. Our low ratio, compared with historical averages, gives us ample flexibility to
diversify risk by expanding our operations into new geographies and product areas. The estimated industry average
ratio was 0.7-to-1 for 2010.

*We ended 2010 with a 14.1 percent ratio of life statutory adjusted risk-based surplus to liabilities, a key measure of
life insurance company capital strength. The estimated industry average ratio was 12.0 percent for 2010. A higher
ratio indicates an insurer’s stronger security for policyholders and capacity to support business growth.

10
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(Dollars in millions) Statutory Information

Standard market property casualty insurance subsidiary

Statutory surplus

Risk-based capital (RBC)

Authorized control level risk-based capital

Ratio of risk-based capital to authorized control level risk-based capital
Written premium to surplus ratio

Life insurance subsidiary

Statutory surplus

Risk-based capital (RBC)

Authorized control level risk-based capital

Ratio of risk-based capital to authorized control level risk-based capital
Total liabilities excluding separate account business

Life statutory risk-based adjusted surplus to liabilities ratio

Excess and surplus insurance subsidiary

Statutory surplus

Risk-based capital (RBC)

Authorized control level risk-based capital

Ratio of risk-based capital to authorized control level risk-based capital
Written premium to surplus ratio

At December 31,
2010 2009
$3,777 $3,648
3,793 3,664
450 437
8.4 8.4
0.8 0.8
$303 $300
318 316
35 40
9.1 7.9
2,266 1,960
14.1 16.3
$172 $168
172 168
10 8
16.6 21.4
0.3 0.2

The consolidated property casualty insurance group’s ratio of investments in common stock to statutory surplus was
55.3 percent at year-end 2010 compared with 58.4 percent at year-end 2009. The life insurance company’s ratio was

29.6 percent compared with 32.2 percent a year ago.

Cincinnati Financial Corporation’s senior debt is rated by four independent rating firms. In addition, the rating firms
award our property casualty and life operations insurer financial strength ratings based on their quantitative and
qualitative analyses. These ratings 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 shareholders. Ratings may be subject to revision or
withdrawal at any time by the ratings agency, and each rating should be evaluated independently of any other rating.

All of our insurance subsidiaries continue to be highly rated. During 2010, Standard & Poor’s Rating Services lowered
our ratings as described below. No other rating agency actions occurred during 2010.

As of February 25, 2011, our insurer financial strength ratings were:

Insurer Financial Strength Ratings

Excess and Surplus
Insurance
Subsidiary

Rating Standard Market Property Casualty  Life Insurance

Agency Insurance Subsidiary Subsidiary
Rating Rating
Tier Tier
A. M. A+  Superior 2of 16 A Excellent 3 of
Best Co. 16

A+  Strong 5o0f21 A+ Strong

A Excellent 3 of

Rating
Tier

Date of Most Recent
Affirmation or Action

Stable outlook

16 (12/13/10)

11
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Fitch 5 of Stable outlook
Ratings 21 (9/2/10)
Moody's Al Good 5of2l - - - - - - Stable outlook
Investors (9/25/08)
Service
Standard A Strong 6 of 21 A Strong 6of - - - Stable outlook
& Poor's 21 (7/19/10)
Ratings
Services

On December 13, 2010, A.M. Best affirmed our ratings that it had assigned in February 2010, continuing its stable
outlook. A.M. Best cited our superior risk-adjusted capitalization, conservative reserving philosophy and successful
distribution within our targeted regional markets. Concerns noted by A.M. Best included geographic concentration,
underwriting losses that began in 2008 and common stock leverage of approximately 50 percent of statutory surplus.
A.M. Best said its concerns are offset by our conservative underwriting and reserving philosophies, with loss reserves
more than fully covered by a highly rated, diversified bond portfolio, and by strategic initiatives to improve
underwriting results.

On September 2, 2010, Fitch Ratings affirmed our ratings that it had assigned in August 2009, 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 our steps
taken to rebalance our common stock portfolio to reduce volatility of capital and earnings. Fitch noted concerns
principally related to challenges from competitive market conditions and exposure to regional natural catastrophes and
weather-related losses.

12
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On July 19, 2010, Standard & Poor’s Ratings Services lowered the insurer financial strength ratings to A (Strong) from
A+ (Strong) on our standard market property casualty companies and our life insurance subsidiary, and raised its
outlook to stable. S&P said its actions reflected the recent decline in our earnings and deterioration of underwriting
performance from historical levels. Standard & Poor’s noted our very strong capitalization and strong competitive
position, supported by a very loyal and productive agency force and low-cost infrastructure. S&P also cited our
improved enterprise risk management, including a more conservative and risk-averse investment portfolio, which
supports capital stability.

Our debt ratings are discussed in Item 7, Liquidity and Capital Resources, Additional Sources of Liquidity, Page 79.
Operating Structure

We offer our broad array of insurance products through the independent agency channel. We recognize that locally
based independent agencies have relationships in their communities and local marketplace intelligence that can lead to
policyholder satisfaction, loyalty and profitable business. We seek to be a consistent and predictable property casualty
carrier that agencies can rely on to serve their clients. For our standard market business, field and headquarters
underwriters make risk-specific decisions about both new business and renewals.

In our 10 highest volume states for consolidated property casualty premiums, 956 reporting agency locations
wrote 67.1 percent of our 2010 consolidated property casualty earned premium volume compared with 933 locations

and 68.1 percent in 2009.

Property Casualty Insurance Earned Premiums by State

(Dollars in millions) Average
Earned % of total Agency  premium per
premiums earned locations location

Year ended December 31, 2010

Ohio $599 20.5 % 224 $2.7
Illinois 243 8.3 122 2.0
Indiana 197 6.8 105 1.9
Pennsylvania 176 6.0 83 2.1
Georgia 149 5.1 77 1.9
North Carolina 143 4.9 80 1.8
Michigan 126 43 116 1.1
Virginia 121 4.1 60 2.0
Kentucky 106 3.6 41 2.6
Tennessee 102 3.5 48 2.1

Year ended December 31, 2009

Ohio $611 21.0 % 224 $2.7
Illinois 253 8.7 119 2.1
Indiana 201 6.9 104 1.9
Pennsylvania 174 6.0 82 2.1
Georgia 148 5.1 71 2.1
North Carolina 138 4.8 75 1.8
Michigan 129 4.4 109 1.2
Virginia 121 4.2 60 2.0
Wisconsin 103 3.5 49 2.1
Kentucky 100 3.5 40 2.5
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Field Focus

We rely on our force of 1,222 field associates to provide service and be accountable to our agencies for decisions we
make at the local level. These associates live in the communities our agents serve, working from offices in their homes
and providing 24/7 availability to our agents. Headquarters associates also provide agencies with underwriting,
accounting and technology assistance and training. Company executives, headquarters underwriters and special teams
regularly travel to visit agencies, strengthening the personal relationships we have with these organizations. Agents
have opportunities for direct, personal conversations with our senior management team, and headquarters associates
have opportunities to refresh their knowledge of marketplace conditions and field activities.

The field team is coordinated by field marketing representatives responsible for underwriting new commercial lines
business. They are joined by field representatives specializing in claims, loss control, personal lines, machinery and
equipment, bond, premium audit, life insurance and leasing. The field team provides many services for agencies and
policyholders; for example, our loss control field representatives and others specializing in machinery and equipment
risks perform inspections and recommend specific actions to improve the safety of the policyholder’s operations and
the quality of the agent’s account.

Agents work with us to carefully select risks and assure pricing adequacy. They appreciate the time our associates
invest in creating solutions for their clients while protecting profitability, whether that means working on an individual
case or customizing policy terms and conditions that preserve flexibility, choice and

14
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other sales advantages. We seek to develop long-term relationships by understanding the unique needs of their clients,
who are also our policyholders.

We also are responsive to agent needs for well designed property casualty products. Our commercial lines products
are structured to allow flexible combinations of property and liability coverages in a single package with a single
expiration date and several payment options. This approach brings policyholders convenience, discounts and a
reduced risk of coverage gaps or disputes. At the same time, it increases account retention and saves time and expense
for the agency and our company.

We seek to employ technology solutions and business process improvements that:
e allow our field and headquarters associates to collaborate with each other and with agencies more efficiently

eprovide our agencies the ability to access our systems and client data to process business transactions from their
offices

eallow policyholders to directly access pertinent policy information online in order to further improve efficiency for
our agencies

® automate our internal processes so our associates can spend more time serving agents and policyholders, and
. reduce duplicated effort, introducing more efficient processes that reduce company and agency costs

Agencies access our systems and other electronic services via their agency management systems or CinciLink®, our
secure agency-only website. CinciLink provides an array of web-based services and content that makes doing business
with us easier, such as commercial and personal lines rating and processing systems, policy loss information, sales and
marketing materials, educational courses about our products and services, accounting services, and electronic libraries
for property and casualty coverage forms and state rating manuals.

Superior Claims Service

Our claims philosophy reflects our belief that we will prosper as a company by responding to claims person to person,
paying covered claims promptly, preventing false claims from unfairly adding to overall premiums and building
financial strength to meet future obligations.

Our 763 locally based field claims associates work from their homes, assigned to specific agencies. They respond
personally to policyholders and claimants, typically within 24 hours of receiving an agency’s claim report. We believe
we have a competitive advantage because of the person-to-person approach and the resulting high level of service that
our field claims representatives provide. We also help our agencies provide prompt service to policyholders by giving
agencies authority to immediately pay most first-party claims under standard market policies up to $2,500. We believe
this same local approach to handling claims is a competitive advantage for our agents providing excess and surplus
lines coverage in their communities. Handling of these claims includes guidance from headquarters-based excess and
surplus lines claims managers.

Our property casualty claims operation uses CMS, our claims management system, to streamline processes and
achieve operational efficiencies. CMS allows field and headquarters claims associates to collaborate on reported
claims through a virtual claim file. Our field claims representatives use tablet computers to view and enter information
into CMS from any location, including an insured’s home or agent’s office, and to print claim checks using portable
printers. Agencies also can access selected CMS information such as activity notes on open claims.
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Catastrophe response teams are comprised of volunteers from our experienced field claims staff, and we give them the
tools and authority they need to do their jobs. In times of widespread loss, our field claims representatives confidently
and quickly resolve claims, often writing checks on the same day they inspect the loss. CMS introduced new
efficiencies that are especially evident during catastrophes. Electronic claim files allow for fast initial contact of
policyholders and easy sharing of information and data by rotating storm teams, headquarters and local field claims
representatives. When hurricanes or other weather events are predicted, we can identify through mapping technologies
the expected number of our policyholders that may be impacted by the event and choose to have catastrophe response
team members travel to strategic locations near the expected impact area. They are in position to quickly get to the
affected area, set up temporary offices and start calling on policyholders.

Our claims associates work to control costs where appropriate. They use vendor resources that provide negotiated
pricing to our insureds and claimants. Our field claims representatives also are educated continuously on new
techniques and repair trends. They can leverage their local knowledge and experience with area body shops, which
helps them negotiate the right price with any facility the policyholder chooses.

We staff a Special Investigations Unit (SIU) with former law enforcement and claims professionals whose
qualifications make them uniquely suited to gathering facts to uncover potential fraud. While we believe our job is to
pay what is due under each policy contract, we also want to prevent false claims from unfairly

16



Edgar Filing: CINCINNATI FINANCIAL CORP - Form 10-K

increasing overall premiums. Our SIU also operates a computer forensics lab, using sophisticated software to recover
data and mitigate the cost of computer-related claims for business interruption and loss of records.

Insurance Products

We actively market property casualty insurance in 39 states through a select group of independent insurance agencies.
For most agencies that represent us, we believe we offer insurance solutions for approximately 75 percent of the
typical insurable risks of their clients. Our standard market commercial lines products are marketed in all 39 states
while our standard market personal lines products are marketed in 29. At year-end 2010, CSU Producer Resources
marketed our excess and surplus lines products in 38 states to agencies that represent Cincinnati Insurance. We
discuss our commercial lines, personal lines and excess and surplus lines insurance operations and products in
Commercial Lines Property Casualty Insurance Segment, Page 12, Personal Lines Property Casualty Insurance
Segment, Page 15, and Excess and Surplus Lines Property Casualty Insurance Segment, Page 16.

The Cincinnati Specialty Underwriters Insurance Company began excess and surplus lines insurance operations in
January 2008. We structured this operation to exclusively serve the needs of the independent agencies that currently
market our standard market insurance policies. When all or a portion of a current or potential client’s insurance
program requires excess and surplus lines coverages, those agencies can write the whole account with Cincinnati,
gaining benefits not often found in the broader excess and surplus lines market. Agencies have access to The
Cincinnati Specialty Underwriters Insurance Company’s product line through CSU Producer Resources, the wholly
owned insurance brokerage subsidiary of parent-company Cincinnati Financial Corporation.

We also support the independent agencies affiliated with our property casualty operations in their programs to sell life
insurance. The products offered by our life insurance subsidiary round out and protect accounts and improve account
persistency. At the same time, our life operation increases diversification of revenue and profitability sources for both
the agency and our company.

Our property casualty agencies make up the main distribution system for our life insurance products. To help build
scale, we also develop life business from other independent life insurance agencies in geographic markets underserved
through our property casualty agencies. We are careful to solicit business from these other agencies in a manner that
does not compete with the life insurance marketing and sales efforts of our property casualty agencies. Our life
insurance operation emphasizes up-to-date products, responsive underwriting, high quality service and competitive
pricing.

Other Services to Agencies

We complement the insurance operations by providing products and services that help attract and retain high-quality
independent insurance agencies. When we appoint agencies, we look for organizations with knowledgeable,
professional staffs. In turn, we make an exceptionally strong commitment to assist them in keeping their knowledge
up to date and educating new people they bring on board as they grow. Numerous activities fulfill this commitment at
our headquarters, in regional and agency locations and online.

Except for travel-related expenses to classes held at our headquarters, most programs are offered at no cost to our
agencies. While that approach may be extraordinary in our industry today, the result is quality service for our
policyholders and increased success for our independent agencies.

In addition to broad education and training support, we make available non-insurance financial services.
CFC Investment Company offers equipment and vehicle leases and loans for independent insurance agencies, their

commercial clients and other businesses. It also provides commercial real estate loans to help agencies operate and
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expand their businesses. We believe that providing these services enhances agency relationships with the company
and their clients, increasing loyalty while diversifying the agency’s revenues.

Strategic Initiatives

Management has identified strategies that can position us for long-term success. The board of directors and
management expect execution of our strategic plan to create significant value for shareholders over time. We broadly
group these strategies into two areas of focus — improving insurance profitability and driving premium growth —
correlating with the primary ways we measure our progress toward our long-term financial objectives.

Effective capital management is an important part of creating shareholder value, serving as a foundation to support
other strategies focused on profitable growth of our insurance business, with the overall objective of long-term benefit
for shareholders. Our capital management philosophy is intended to preserve and build our capital while maintaining
appropriate liquidity. A strong capital position provides the capacity to support premium growth, and liquidity
provides for our investment in the people and infrastructure needed to implement our other strategic initiatives. Our
strong capital and liquidity also provide financial flexibility for shareholder dividends or other capital management
actions.

Our strategies seek to position us to compete successfully in the markets we have targeted while optimizing the
balance of risk and returns. We believe successful implementation of key initiatives that support our
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strategies will help us better serve our agent customers, reduce volatility in our financial results and achieve our
long-term objectives despite shorter-term effects of difficult economic, market or pricing cycles. We describe our
expectations for the results of these initiatives in Item 7, Executive Summary of the Management’s Discussion and
Analysis, Page 36.

Improve Insurance Profitability

Implementation of the three initiatives below is intended to improve pricing capabilities for our property casualty
business, improving our ability to manage our business while also enhancing our efficiency. By improving pricing
capabilities through the use of analytics tools, we can better manage profit margins. By improving agency-level
planning, we can develop and execute growth and profitability plans that enhance our ability to achieve objectives at
all levels in the organization. By improving internal processes and further developing performance metrics, we can be
more efficient and effective. These initiatives also support the ability of the agencies that represent us to grow
profitably by allowing them to serve clients faster and more efficiently manage expenses. The primary initiatives for
2011 to improve insurance profitability are:

eImprove pricing precision using predictive analytics — We continue efforts to expand our pricing capabilities by using
predictive analytics and 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
phased project that will continue 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. Specific initiatives that are key to improving pricing precision are summarized below.

oCommercial 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. During fourth-quarter
2010, we 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. We plan in 2011 to integrate these
models into our policy processing systems. Underwriters using these tools will be able to target profitability and to
provide pricing impacts to agency personnel. Additional reports to monitor use and results at several levels should
also contribute to improved pricing.

oPersonal 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 we are successfully attracting more of our
agents’ preferred business, based on the average quality of our book of business. Quality has improved as measured
by the mix of business by insurance score. During 2011, we will continue to develop the models by calibrating
pricing precision to allow us to write more business profitably. Further educational support for agency personnel
and enhanced reporting to monitor results for all users will also be developed. These tools enable us to increase the
speed of introducing new rates and model attributes, more rapidly adapting to changes in market conditions.

o Improve agency-level planning for profitability and growth — Additional use of analytics tools will help
us better understand business in more detail and communicate additional quantitative and qualitative
information to agents and associates. Development of models at an agency level to predict profitability,
along with enhanced reporting of related metrics, should facilitate coordination and consistent
decision-making. During 2011, we expect to enhance our agency planning processes to develop
multi-year profitability and growth plans. Evaluating agency and state-level plans through models that
aggregate company-level results will help determine if executing plans formulated at those levels, in
aggregate, are adequate to reach our broader performance objectives.
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Improve internal processes and further deploy performance metrics — Improving processes 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. Completion of development for additional coverages in our commercial lines
policy administration system is expected to facilitate important internal process improvement initiatives for 2011.
One important initiative aims to develop business rules and parameters for personal lines accounts that will allow
processing of some business without intervention by an underwriter, for risks that meet qualifying underwriting
criteria. The objective is to streamline processing for our agents and associates, permitting more time for risks that
need additional service or attention. The initiative also includes developing technology to integrate automated steps
into the current process plus changes in workflow, including auditing for compliance with eligibility requirements.
We expect in the future a similar streamlined process will eventually be developed for parts of our commercial lines
business.

We measure the overall success of our strategy to improve insurance profitability primarily through our GAAP
combined ratio for property casualty results, which we believe can be consistently below 100 percent for any five-year
period.

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

volume in agencies that have represented us for at least five years. In 2010, we again earned that
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rank in approximately 75 percent of the agencies that have represented Cincinnati Insurance for more than five years,
based on 2009 premiums. We are working to increase the percentage of agencies where we achieve that rank.

Drive Premium Growth

Implementation of the operational initiatives below is intended to further penetrate each market we serve through our
independent agency network. We expect strategies aimed at specific market opportunities, along with service
enhancements, to help our agents grow and increase our share of their business. The primary initiatives to drive
premium growth are:

¢ Gain a larger share of agency business — We will 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.

olnnovate 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 and providing additional
policyholder services. We also are developing and coordinating targeted marketing, including cross-selling
opportunities, through our Target Markets department. This area focuses on new commercial product development,
including identification and promotional support for promising classes of business. Small business policies are
already an important part of our commercial lines property casualty insurance segment. Nearly 90 percent of our
commercial in-force policies have annual premiums of $10,000 or less, accounting in total for approximately
one-third of our 2010 commercial lines premium volume. Profitably growing our book of small business is expected
to provide significant growth opportunities for the agencies that represent us while also benefiting the company.
Small business does not typically trend quite as severely with pricing cycles, producing a more stable block of
premium. This strategy also is expected to improve profitability due to lower expenses through more automation of
data gathering and use of predictive analytics.

oNew agency appointments — We continue to appoint new agencies to develop additional points of distribution,
focusing on markets 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. We seek to build a close, long-term relationship with each
agency we appoint. We carefully evaluate the marketing reach of each new appointment to ensure the territory can
support both current and new agencies. In counting new agency appointments, we include appointment of new
agency relationships with The Cincinnati Insurance Companies. For those that we believe will produce a
meaningful amount of new business premiums, we also count appointments of agencies that merge with a
Cincinnati agency and new branch offices opened by existing Cincinnati agencies. We made 93, 87 and 76 new
appointments in 2010, 2009 and 2008, respectively, with 70, 65 and 52 representing new relationships. One-quarter
of the agencies appointed during 2010 were in the five states we entered since late 2008: Texas, Colorado,
Wyoming, Connecticut and Oregon. The contribution of those states to our property casualty premium growth
should occur over several years as time is required to fully realize the benefits of our agency relationships. 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.

e 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
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of a Cincinnati policy. By understanding and monitoring trends that drive consumer purchasing decisions, we can
create positive interactions. We expect online policyholder services to continue evolving and will continue to work
with agencies to meet the needs of their clients.

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. On a compound
annual growth rate basis over the five-year period 2006 through 2010, our property casualty net written premiums
registered negative 0.7 percent, compared with an estimated negative 0.5 percent for the industry. Our premium mix is
more heavily weighted in commercial lines, relative to the industry, and premium growth rates for the commercial
lines segment of the industry have lagged the personal lines segment in recent years.

11
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Our Segments

Consolidated financial results primarily reflect the results of our five reporting segments. In the fourth quarter of 2010,
we revised our reportable operating segments to include excess and surplus lines. This segment includes results of The
Cincinnati Specialty Underwriters Insurance Company and CSU Producer Resources. Historically, the excess and
surplus lines results were reflected in Item 7, Other. We began offering excess and surplus lines insurance products in
2008. The line continues to grow since inception and separating it into a reportable segment allows readers to view
this business in a manner similar to how it is managed internally when making operating decisions. Prior period data
included in this annual report has been recasted to represent this new segment. These segments are defined based on
financial information we use to evaluate performance and to determine the allocation of assets.

o Commercial lines property casualty insurance
o Personal lines property casualty insurance
. Excess and surplus lines property casualty insurance
. Life insurance
. Investments

We also evaluate results for our consolidated property casualty operations, which is the total of our commercial lines,
personal lines and excess and surplus lines results.

Revenues, income before income taxes and identifiable assets for each segment are shown in a table in Item 8, Note
18 of the Consolidated Financial Statements, Page 127. Some of that information also is discussed in this section of
this report, where we explain the business operations of each segment. The financial performance of each segment is
discussed in the Item 7, Management’s Discussion and Analysis of Financial Condition and Results of Operations,
which begins on Page 36.

Commercial Lines Property Casualty Insurance Segment

The commercial lines property casualty insurance segment contributed net earned premiums of $2.154 billion to
consolidated total revenues, or 57.1 percent of that total, and reported a gain before income taxes of $15 million in
2010. Commercial lines net earned premiums declined 2 percent in 2010, 5 percent in 2009 and 4 percent in 2008.

Approximately 95 percent of our commercial lines premiums are written to provide accounts with coverages from
more than one of our business lines. As a result, we believe that our commercial lines business is best measured and
evaluated on a segment basis. However, we provide line of business data to summarize growth and profitability trends
separately for our business lines. The seven commercial business lines are:

e Commercial casualty — Provides coverage to businesses against third-party liability from accidents occurring on their
premises or arising out of their operations, including liability coverage for injuries sustained from products sold as
well as coverage for professional services, such as dentistry. Specialized casualty policies may include liability
coverage for employment practices liability (EPLI), which protects businesses against claims by employees that
their legal rights as employees of the company have been violated, and against other acts or failures to act under
specified circumstances; and excess insurance and umbrella liability, including personal umbrella liability written as
an endorsement to commercial umbrella coverages. The commercial casualty business line includes liability
coverage written on both a discounted and nondiscounted basis as part of commercial package policies.
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e Commercial property — Provides coverage for loss or damage to buildings, inventory and equipment caused by
covered causes of loss such as fire, wind, hail, water, theft and vandalism, as well as business interruption resulting
from a covered loss. Commercial property also includes crime insurance, which provides coverage for losses such
as embezzlement or misappropriation of funds by an employee, among others; and inland marine insurance, which
provides coverage for a variety of mobile equipment, such as contractor’s equipment, builder’s risk, cargo and
electronic data processing equipment. Various property coverages can be written as stand-alone policies or can be
added to a package policy. The commercial property business line includes property coverage written on both a
nondiscounted and discounted basis as part of commercial package policies.

e Commercial auto — Protects businesses against liability to others for both bodily injury and property damage, medical
payments to insureds and occupants of their vehicles, physical damage to an insured’s own vehicle from collision
and various other perils, and damages caused by uninsured motorists.

e Workers’ compensation — Protects employers against specified benefits payable under state or federal law for
workplace injuries to employees. We write workers’ compensation coverage in all of our active states except North
Dakota, Ohio and Washington, where coverage is provided solely by the state instead of by private insurers.

e Specialty packages — Includes coverages for property, liability and business interruption tailored to meet the needs of

specific industry classes such as artisan contractors, dentists, garage operators, financial
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institutions, metalworkers, printers, religious institutions, or smaller main street businesses. Businessowners policies,
which combine property, liability and business interr