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Columbus, Ohio
September 11, 2015

Honorable Mary Taylor
Lt. Governor/Director
State of Ohio
Department of Insurance
50 West Town Street

3" Floor — Suite 300
Columbus, Ohio 43215

Dear Lt. Governor/Director:

In accordance with Section 3901.07 of the Ohio Revised Code (“ORC”), the Ohio Department of
Insurance (“Department”) conducted an examination of

The Cincinnati Insurance Company

an Ohio domiciled, stock, property and casualty insurance company, hereinafter referred to as the
“Company.”

Scope of Examination

The Department has performed a multi-state coordinated examination of the Company in which the
Delaware Department of Insurance was also a participant. The last examination covered the period of
January 1, 2009, through December 31, 2009. This examination covers the period of January 1, 2010,
through December 31, 2014.

The Department conducted the examination in accordance with the NAIC Financial Condition Examiners
Handbook (“Handbook™). The Handbook requires that the Department plan and perform the examination
to evaluate the financial condition, assess corporate governance, identify current and prospective risks of
the Company and evaluate system controls and procedures used to mitigate those risks. An examination
also includes identifying and evaluating significant risks that could cause an insurer’s surplus to be
materially misstated both currently and prospectively.

All accounts and activities of the company were considered in accordance with the risk-focused
examination process. This may include assessing significant estimates made by management and
evaluating management’s compliance with Statutory Accounting Principles. The examination does not
attest to the fair presentation of the financial statements included herein. If, during the course of the
examination an adjustment is identified, the impact of such adjustment will be documented separately
following the Company’s financial statements.

This examination report includes significant findings of fact, as mentioned in Section 3901.07 of the ORC
and general information about the insurer and its financial condition. There may be other items identified
during the examination that, due to their nature (e.g., subjective conclusions, proprietary information,
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etc.), are not included within the examination report but separately communicated to other regulators
and/or the Company.

For all years under examination, the Certified Public Accounting firm of Deloitte & Touche LLP
provided an unqualified opinion on the Consolidated Statutory-Basis Financial Statements of the
Company based on Statutory Accounting Principles. Representatives of the Department reviewed the
independent auditors’ reports and supporting work papers during the examination.

Management and Control

Board of Directors

Management of the Company is vested in its Board of Directors, which was comprised of the following
members as of the examination date:

Name

William F. Bahl

Gregory T. Bier

Teresa C. Cracas

Donald J. Doyle, Ir.

Martin F. Hollenbeck

Steven J. Johnston

John S. Kellington

Lisa A. Love

W. Rodney McMullen

Martin J. Mullen

Principal Occupation

Chairman
Bahl & Gaynor Investment Counsel, Inc.

Retired
Deloitte & Touche LLP

Senior Vice President and Chief Risk Officer
The Cincinnati Insurance Companies

Senior Vice President
The Cincinnati Insurance Companies

Senior Vice President and Chief Investment Officer
The Cincinnati Insurance Companies

President and Chief Executive Officer
The Cincinnati Insurance Companies

Senior Vice President and Chief Information Officer
The Cincinnati Insurance Companies

Senior Vice President and Secretary
The Cincinnati Insurance Companies

Chairman and Chief Executive Officer
The Kroger Co.

Senior Vice President
The Cincinnati Insurance Companies
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Name

David P. Osborn

Jacob F. Scherer

John J. Schiff, Jr.

Thomas R. Schiff

Michael J. Sewell

Stephen M. Spray

Kenneth W. Stecher

John F. Steele, Jr.

Charles P. Stoneburner 11

Timothy L. Timmel

Larry R. Webb

Principal Occupation

President
Osborn Rohs Williams & Donohoe, LLC

Executive Vice President
The Cincinnati Insurance Companies

Former Chairman and Chief Executive Officer
The Cincinnati Insurance Companies

Chairman and Chief Executive Officer
John J. & Thomas R. Schiff & Co., Inc.

Senior Vice President and Chief Financial Officer
The Cincinnati Insurance Companies

Senior Vice President
The Cincinnati Insurance Companies

Chairman
The Cincinnati Insurance Companies

Chairman and Chief Executive Officer
Hilltop Basic Resources, Inc.

Senior Vice President
The Cincinnati Insurance Companies

Senior Vice President
The Cincinnati Insurance Companies

President
Webb Insurance Agency, Inc.



Officers

As of the examination date, the following executive and senior officers were serving in the designated
position:

Name Title
Kenneth W. Stecher Chairman

Steven J. Johnston President and Chief Executive Officer

Jacob F. Scherer Executive Vice President

Teresa C. Cracas
Donald J. Doyle, Jr.
Martin F. Hollenbeck
John S. Kellington

Senior Vice President
Senior Vice President
Senior Vice President

Senior Vice President

Lisa A. Love Senior Vice President and Secretary
Eric N. Mathews

Martin J. Mullen

Michael J. Sewell

Joan O. Shevchik

Stephen M. Spray

Charles P. Stoneburner 11
Timothy L. Timmel
William H. Van Den Heuvel

Senior Vice President
Senior Vice President
Senior Vice President and Chief Financial Officer
Senior Vice President
Senior Vice President
Senior Vice President
Senior Vice President

Senior Vice President

Insurance Holding Company System

The Company is a member of an insurance holding company system as defined in ORC Section 3901.32.
The parent company, Cincinnati Financial Corporation, a holding company domiciled in Ohio, owns
100% of the stock of the Company and is the ultimate controlling person in the holding company system.



Territory and Plan of Operations

The Company was licensed to transact business in all states, the District of Columbia and Puerto Rico.
Business is written through a network of independent agents. The table below illustrates the Company’s
2014 premiums written, in thousands, by line of business:

Line of Business Direct Assumed Ceded Net Net %
Fire $§ 86853 $ 19,895 § 8,466 § 98,282 2.5
Allied lines 70,137 19,874 7,635 82,376 2.1
Homeowners multiple peril 475,932 1,097 20,835 456,194 11.4
Commercial multiple peril 952,755 174,625 59,820 1,067,560 26.7
Inland marine 90,973 8,228 5,910 93,291 2.3
Medical professional liability

— occurrence 30,992 3,510 - 34,502 0.9
Workers’ compensation 96,911 290,822 22,102 365,631 9.1
Other liability — occurrence 446,437 86,927 20,769 512,595 12.8
Other liability — claims-made 100,315 1,585 2,524 99,376 2.5
Products liability —

occurrence 65,119 13,720 - 78,839 2.0
Private passenger auto

liability 278,501 49 9,658 268,892 6.7
Commercial auto liability 334,825 75,798 4,509 406,114 10.2
Auto physical damage 341,492 28,044 7,169 362,367 9.1
Surety 40,709 89 4,767 36,031 0.9
All other 30,547 2.826 2,263 31,110 0.8
Totals $3442498 § 727089 § 176427 §$ 3,993,160 100.0

The Company reported the following underwriting percentages during the examination period:

2014 2013 2012 2011 2010

Loss and LAE Ratio 65.5 62.0 63.7 715 68.6
Expense Ratio 29.7 30.5 31.1 314 324
Policyholder Dividend Ratio 0.4 0.5 0.5 0.5 0.5
Combined Ratio 95.6 93.0 95.3 109.4 101.5




Reinsurance

The largest net amount retained for any one risk or loss occurrence is $8 million for property and casualty.
Excess of loss reinsurance agreements are in effect whereby losses above the group's net retention up to
$35 million are 100% reissued on property per risk and $25 million on casualty per occurrence business.
The group has an additional $45 million in certain casualty reinsurance for workers' compensation, extra-
contractual liability coverage and clash coverage losses. On the property catastrophe treaty, the group
retains the first $75 million with five layers of excess of loss coverage up to $600 million with varying
retention levels per layer.

The group also has terrorism coverage within both the property and casualty reinsurance treaties.
Terrorism coverage is provided up to full treaty limits for both the property and casualty treaties. There is
a 20 percent co-participation for terrorism losses and some exclusions do apply. Terrorism for property is
provided for single, four-wall exposures of $150 million or less, except specifically excluded classes. For
losses occurring in 2014, the group added an alternative reinsurance structure to protect against certain
catastrophic events through the purchase of collateralized reinsurance funded through the issuance of
collateralized insurance linked securities know as catastrophe bonds. The catastrophe bond provides up to
$100 million in reinsurance protection for aggregated losses due to severe convective storm losses in
certain core regions, as well as substantial coverage in the event of an earthquake occurring along the
New Madrid fault line and select Western states.

All contracts reviewed contained the necessary clauses that meet the guidelines prescribed by the NAIC.

Financial Statements

The following financial statements are based on the statutory financial statements filed by the Company
with the Department and present the financial condition of the Company for the period ending December
31, 2014. The accompanying Notes to Financial Statements should be considered an integral part of the
financial statements.



Statement of Assets, Liabilities, Surplus and Other Funds

December 31, 2014

Assets

Bonds

Preferred stocks

Common stocks

Real estate — occupied by the company

Cash, cash equivalents and short-term investments
Other invested assets

Subtotal, cash and invested assets

Investment income due and accrued

Uncollected premiums and agents’ balances

Deferred premiums, agents’ balances and installments
Amounts recoverable from reinsurers

Funds held by or deposited with reinsured companies
Current federal and foreign income tax recoverable
Electronic data processing equipment and software
Receivables from parent, subsidiaries and affiliates
Aggregate write-ins for other-than-invested assets

Total admitted assets

$ 5,132,499,810

152,744,953
3,735,718,181
9,479,507
417,657,088
11.407.039

9,459,506,578

71,030,470
325,674,149
1,099,156,670
10,048,897
227,362
24,006,100
1,388,205
5,444,233
20,668.590

$ 11.017.151.254



Statement of Assets, Liabilities, Surplus and Other Funds

December 31, 2014

Liabilities
Losses
Reinsurance payable on paid losses and loss adjustment expenses
Loss adjustment expenses
Commissions payable, contingent commissions and other charges
Other expenses
Taxes, licenses and fees
Net deferred tax liability
Unearned premiums
Advance premium
Dividends declared and unpaid — Stockholders
Dividends declared and unpaid — Policyholders
Ceded reinsurance premiums payable
Amounts withheld or retained by company for account of others
Remittances and items not allocated
Provision for reinsurance
Payable to parent, subsidiaries and affiliates
Payable for securities
Aggregate write-ins for liabilities
Total liabilities

Capital and Surplus
Common capital stock
Gross paid in and contributed surplus
Unassigned funds
Total capital and surplus
Total liabilities, capital and surplus

$ 3,087,597,926

42,402,513
876,604,196
125,215,243

31,436,346

23,301,783
143,341,177

1,991,920,630
9,958,694
100,000,000
13,350,000
12,159,870
7,790,248
987,445
4,894
33,170,453
5,813,701
39.885.696

6.544.940.815

3,586,355
363,410,416
4,105.213.668

4,472,210.,439

$ 11,017,151,254



Statement of Income
For the Year Ended December 31, 2014

Premiums earned $ 3.899.897.752
Losses incurred 2,144,065,658
Loss adjustment expenses incurred 408,526,577
Other underwriting expenses incurred 1.187.531.900
Total underwriting deductions 3.740,124.,135
Net underwriting gain 159,773.617
Net investment income earned 330,515,780
Net realized capital gains 64.934.673
Net investment gain 395.450.453
Net (loss) from agents’ or premium balances charged off (2,220,464)
Finance and service charges not included in premiums 6,622,203
Aggregate write-ins for miscellaneous income 1,575,519
Total other income 5.977.258
Net income before federal income taxes and policyholder dividends 561,201,328
Dividends to policyholders 15.671.799
Net income before federal income taxes 545,529,529
Federal income taxes incurred 109.723.199
Net income $  435.806,330




Statement of Changes in the Capital and Surplus Account

(in thousands)
2014 2013 2012 2011 2010
Capital and surplus, prior year end $ 4325670 § 3913,598 $ 3.746.781 $ 3777233 § 3.647.792
Net income 435,806 417,715 334,672 120,162 317,966
Ehange nnetunrcglized capital 130,577 363,544 121,458 (1,048) 28,080
gains (losses)
Change in net deferred income tax (18,372) 1,467 10,546 7,205 (6,346)
Change in non-admitted assets (1,517) 4,084 (2,005) 25,687 8,841
Change in provision for reinsurance 46 262 2,146 (2,458) -
Dividends to stockholders (400.000) (375,000) (300.000) (180,000) (220.000)
Net change in capital and surplus 146.540 412,072 166.817 (30.452) 129.441

Capital and surplus, current year end § 4472210 $ 4,325,670 $ 3.913.598 $ 3746781 § 3.777,233

Notes to Financial Statements
Investments

The Company’s investments were in compliance with ORC Section 3925.08 and valued in accordance
with the relevant Statements of Statutory Accounting Principles and the NAIC Securities Valuation
Office.

Loss and Loss Adjustment Expense Reserves

The Company’s Board of Directors appointed Rita M. Zona, ACAS, MAAA, a Principal with Deloitte
Consulting LLP, to render the Company’s Statement of Actuarial Opinion (“Opinion”). Ms. Zona
prepared an Actuarial Report supporting the Opinion in connection with the preparation of the Company’s
2014 Annual Statement.

Thomas S. Botsko, ACAS, MAAA, the Department’s Property and Casualty Actuary, reviewed the
Actuarial Report and performed other procedures as considered necessary to evaluate the reserves. On the
basis of his analysis, Mr. Botsko concluded the reserves fall within a reasonable range of reserve
estimates at December 31, 2014.
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Conclusion

The balance sheet contained in this Report of Examination reflects the financial condition of the Company
as of December 31, 2014, and is summarized as follows:

Total Admitted Assets $ 11.,017,151,254

Liabilities 6,544,940,815

Capital and Surplus 4.472.210.439

Total Liabilities, Capital and Surplus $ 11.,017,151,254
Acknowledgement

Appreciation is expressed for the assistance extended by the officers and employees of the Company
during the course of this examination.

In addition to the aforementioned and undersigned, the following representatives of the Department
participated in this examination: Mohammad A. Arif, CFE, AES, CISA, CISSP, CIDM; Stephen W.
Bishel, CPA; Ryan S. Gibson, AES, CFE, CISA, FLMI; and Roy J. Moster, AES, CFE, CISA, CPA.

Respectfully,

b}
Kevin J. Rupp, ¢Crg D
Examiner-In-Charge

Ohio Department of Insurance

WAL/
Jeftrey K {Ebert, CFE

Assistant Chief Examiner
Ohio Department of Insurance
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Verification

As required by Section 3901.07 of the Ohio Revised Code, the undersigned hereby attest to the best of
their knowledge and belief that the attached is a true Report of Examination as of December 31, 2014,

0\’/&3»55 P jo|s)15 % £ (/// w55

Examiner-H- Char ate Assistanf Chief Examiner Date

State of Ohio
County of Franklin

Personally appeared before me the above named, Kevin J. Rupp, personally known to me, who executed
the above instrument and that the statements and answers contained therein are true and correct to the best

of his knowledge and belief.

Subscribed and sworn to before me th1s ?3/ =2 day of( X kl g@[ , 2018,

il \

otary Public
ELIZABETH CHASE
NOTARY PUBLIC, STATE OF OHIO

MY COMMISSION EXPIRES MAY 22, 2017

My Commission Expires

State of Ohio
County of Franklin

Personally appeared before me the above named, Jeffrey K. Ebert, personally known to me, who executed
the above instrument and that the statements and answers contained therein are true and correct to the best

of his knowledge and belief.

Subscribed and sworn to before me this § day of( E !ﬁ)égq_’ s 2014,

(Ngtary Public)

ELIZABETH CHASE
NOTARY PUBLIC, STATE OF OHIO
MY COMMISSION EXPIRES MAY 22, 2017
My Commission Expires




