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OATH OR AFFIRMATION

!
I, PAMELA MOY , swear (or affirm) that, to the best of
my knowledge z{nd belief the accompanying financial statement and supporting schedules pertaining to the firm of

BANKOH INVESTMENT SERVICES, INC. , as
of DECEMBER 31, .20 06 | are true and correct. I further swear (or affirm) that

neither the company nor any partner, proprietor, principal officer or director has any proprietary interest in any account

classiﬁc_:d solely as that of a customer, except as follows:
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Subscrlb ; sworn to before me this
LT bt ¢ l/émma 2007

VICE PRESIDENT & CHIEF COMPLIANCE OFFICER
Notary Public, State of Hawaii Title

Nc'ﬂ';:.‘?\.\': tote of Hawail ‘
My commissioi expires:_My Commission Exzles: Saptember 23, 2009 ‘

Stacy R.H.F. @mﬂubhc

This report ** contams (check all applicable boxes):
EX (a) Facmg Page. .
EX (b) Statement of Financial Condition. _ ) ' )
{c) Staten'ient of Income (Loss).
X {d) Statement of Changes in Financial Condition.
EX (¢) Statemem of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors’ Capital.
O o Statement of Changes in Liabilities Subordinated to Claims of Creditors.
KX (g) Computation of Net Capital.
O Comp{.nauon for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.
(i) lnfonﬁanon Relating to the Possession or Control Requirements Under Rule 15¢3-3. . S
Og a Reconciliation, including appropriate explanation of the Computation of Net Capital Under Rule 15c3 1 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3,
O k) A Recionullauon between the audlted and unaudited Statements of Financial Condition with  respect to methods of
consolidation.
KX () An Oai.th or Affirmation.
I m)A copy of the SIPC Supplemental Report.
O (n) Areportdescribing any material inadequacies found to exist or found to have existed since the date of the previous audit.

**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5 (e)(j).
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i”ERNST& YOUNG & Ernst & Young LLP

2400 Pauahi Tower |
1001 Bishop Street |
Honolulu, Hawaii 9\6813-3429

www.ey.com

Report of Independent Registered Public Accounting Firm

Board of Directors of Bankoh Investment Services, Inc. ‘
We pave audited the accompanying statement of financial condition} of Bankoh
Investment Services, Inc. (the “Company”) as of Decemberl 31, 2006, and the related
statements of income, changes in stockholders’ equity, and cash flows for itlhe year then
ended These financial statements are the responsibility of the Company's management.
Our responsrblhty is to express an opinion on these financial statements based on our

audit. ;
|

We conducted our audit in accordance with auditing standards generally accepted in the
Umteld States. Those standards require that we plan and perform the audit to obtain
reasorltable assurance about whether the financial statements  are freel of material
misstatement. We were not engaged to perform an audit of the Companys internal control
over (financial reporting. Our audit included con31derat10n of internal :control over
ﬁnancl,lal reporting as a basis for designing audit procedures ithat are appropnate in the
c1rcurlnstances but not for the purpose of expressing an opmfon on the effectlveness of
the Company s intemnal control over financial reporting. Accordingly, we express no such
opmlon An audit also includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements, assessnné the accounttlng principles
used and significant estimates made by management, and evaluatmg the ove'rall financial
statement presentation. We believe that our audit provides a reasonable ba31s for our

opmu)n |
\

In our opinion, the financial statements referred to above present fairly, 1n all matenal
respects the financial position of Bankoh Investment Serv1ces Inc. at December 31,
2006| and the results of its operations and its cash flows for the year tl{en ended in
conformtty with accounting principles generally accepted in the United States

Our atudlt was conducted for the purpose of forming an oplmon on the bzisnc financial
statements taken as a whole. The information contained in Schedules Iand II is presented
for purposes of additional analysis and is not a required part of the basnc financial
statements but is supplementary information required by rule|17a-5 under the Securities
Exchange Act of 1934, Such information has been subjected|to the audltmg procedures
applled in our audit of the basic financial statements and, in our opinion, is fairly stated in
all material respects in relation to the basic financial statements| taken as a whole.

éma;t-r ing LLP

Honoilulu, Hawaii
February 21, 2007

|
A member firm of Ernst & Young Global Limited
\

Phone: (808) 531-2037



Assets
Cash and Cash Equivalents

Commissions Receivable from Clearing Organization,

Investment and Insurance Companies
Equipment, net of accumulated depreciation
Deferred Taxes
Other Alssets
Total Alssets

Liabilities and Stockholder’s Equity
Llabllltl!es
D1v1dends Payable
Due to Parent for Income Taxes Payable
Accrued Expenses and Other Liabilities
Total !Llabllltles

Stockholder's Equity:
Common Stock ($10 par value),
authonzed issued, outstanding 50,000 shares
Capltal Surplus
Retamed Earnings
Total Stockholder s Equity
Total Llabllltles and Stockholder’s Equity

See accompanying notes to financial statements.

December 31, 2006

Bankoh Investment Services, In;c.

]

Statement of Financial Condition

$

3,008,032

541,897
39,479

130,281
68,156

[$ 3,787,845

500,000
559,618
755,943

1,815,561

500,000

1,472,284

1,972,284

3,787,845




! | H
Bankoh Investment Services, Inlc.

Statement of Income

Year Ended December 31, 2006

Revenues :
Commissions $ 3,301,924
Annuity :and Insurance Fee Income 6,808,779
Interest Income ; | 127,862
Other Iml:orne 78,224
Total Revenues g 110,316,789
4
Expenses ‘.
Salaries,[Commissions and Benefits ; 5,363,768
Broker Charges ' 409,447
Net Occmilpancy ; I 368,901
Net Equipment 82,834
Other Operating Expense : | 808,012
Total Expenses I 7,032,962
Income blefore Income Taxes Il 3,283,827
Provision for Income Taxes ; 1,318,231

i
!

Net Income ‘ $ 1,965,596
See accompanying notes to financial statements. | ‘
|
|




l l
Bankoh Investment Services, In:c. |

Statement of Changes in Stockholder’l‘. Equity ;

|

Common Capital Retained I
Stock Surplus Earnings | Total
Balances at December 31,2005 $ 500,000 $ 2,200,000 $ 306,6838!% 3,006,688
Net Income - — | 1,965,596 | 1,965,596
Return of Capital - (2200,000) | ~ 1 (2,200,000)
Cash Dividend Paid - - (300,000) (300,000)
Cash Di‘l.ridend Declared — - (500,000)/ (500,000)
Balances at December 31, 2006 L_SO0,000 $ __- [$ 1,472,284 i $ 1,972,284
|

See accompanying notes to financial statements.




Operating Activities
Net Income

Adjustmlents to Reconcile Net Income to Net Cash
Provided by Operating Activities:
Depreciation and Amortization
Char’1ge in Commissions Receivable
Chan ge in Other Assets
Chalgge in Due to/from Parent for Income Taxes
Change in Accrued Expenses and Other Liabilities
Net Cash Provided by Operating Activities

Investinlg Activities
" Equipment Purchase
Net Cash Used by Investing Activities

Financing Activities
Retum of Capital
Cash Dividend Paid
Net Cash Used by Financing Activities

Decrease in Cash and Cash Equivalents

Cash an?i Cash Equivalents at Beginning of Year
Cash and Cash Equivalents at End of Year

Statement of Cash Flows

Bankoh Investment Services, In[c.

Year Ended December 31, 2006 j

5

1,965,596

22,129
41,321
(44,415)
55,733
11,882

i

2,052,246

(28,256)

(28,256)

(2,200,000)
(300,000)

(2,500,000)

(476,010)

3,484,042

3,008,032

so|legp o= =
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Bankoh Investment Services, Inlc.

Notes to Financial Statements!

Year Ended December 31, 2005

1. Summary of Significant Accounting Policies

The |accounting principles followed by Bankoh Investment Services, Inc. (the
“Company”), and the methods of applying those principles conform with US. generally
accepted accounting principles. The preparation of ﬁnanc1al statements in conformity
with thesc accounting principles requires management to make estimates and assumptions
that affect the amounts reported in the financial statcments: and accompanymg notes.
Actual results could differ from those estimates and such dlfferences could be material to
the financial statements. The si ignificant accounting policies are summanzed below.

I

H

Organization . *
The Company is a wholly-owned subsidiary of Bank of Hawa‘n (the “Bank’ ) The Bank
is a wholly -owned subsidiary of Bank of Hawaii Corporatlon (the Parcnt ). The
Company is a broker-dealer in securities registered with the Securities and Exchange
Comrrussmn under rule 15¢3-3(k}(2)(i1)) which provides that all funds and securities
belongmg to the Company’s customers be handled by a correspondcnt broker dealer. The
Comqany acts only as an introducing broker-dealer. The Company is a m'cmber of the
National Association of Securities Dealers and Securities Invcstor ProtectlonICorporatron
and plrowdes access to a broad range of investments through major ﬁnan'c1al markets
1nc]udmg the New York Stock Exchange, American Stock Exchangc Chlcago Board
Optrons Exchange and the NASDAQ market. The Company is also lncf:::nsed to sell
annurty, life insurance and other retirement plan products under a sub- agent agreement
with a general agency. Annuity sales account for a significant portion of the Company’s
revenue. The Company conducts its business primarily in the Sltate of Hawaiii.

Cash Equivalents

The Company has defined cash equivalents as highly liquid |mvestmt:nts with original
maturmes of less than ninety days. Cash equivalents represent funds heldin a money
market fund that totaled $2,841,675 as of December 31, 2006.




Bankoh Investment Services, Inc.

i
Notes to Financial Statements (contlinued) !

1. Summary of Significant Accounting Policies (continued): i

Equipment

Equipment is stated at cost less accumulated depreciation and !amortization. ;Depreciation
and a'mortization is computed using the straight-line method over lives ranging from three
to ten years. }
i
Commissions ; ;
: |
Commission revenue and related broker charges are recorded c!m a trade-date}'basis.

Annuity Fee and Life Insurance Income

Annuity and life insurance income and related expenses are recorded on al'contract date
basus| The contract date is the date the insurance company recelves the customer’s funds

and complcted application.

2. Service Agreement

The Company has a service agreement with National Fmanc1al Services LI.l.C to provide
certaln services as the Company’s agent. These services include carrying customers cash
and margm accounts on a fully disclosed basis; executing transactions in the customers’
acc01|mts as instructed by the Company; preparing transactlon‘conflrmatlonsland monthly
statements for customers; settling contracts and transactions in securities onlbehalf of the
Company, performing cashiering functions for customer accounts including receipt and
dellvery of securities purchased, sold, borrowed and loancd provndmg“custody and
safekeepmg of customers’ securities and cash; and handling margm accour}ts dividends

and exchanges, and rights and tender offers.
|

3. Net Capital Requirements |
|

The Company is subject to the Securities and Exchange Fommlssmn IUmforrn Net

Capital Rule (SEC rule 15c3-1), which requires the mamtenance of minimum net capital

and rleqmres that the ratio of aggregate indebtedness to net capltal both as deﬁned shall

not exceed 15 to 1. At December 31, 2006, the Company had net capital of $1,519,081,

l




Bankoh Investment Services, Inc.

Notes to Financial Statements (continued)
]

3. Net Capital Requirements (continued) !

Wthh was $1,398,043 in excess of its required net capital of $l2l 038. The Company's
net capltal ratio was 1.20 to 1.

In 2006, the statutory minimum net capital requirement was reduced to]$50,000. In

connection with the decrease, the Company returned $2,200, OOIO to the Bank!
F

The Company had no subordinated debt at December 31, 2006 or at any tlntle during the
year then ended. ! h
4. Related Party Transactions ,E

The Company maintains a non-interest bearing demand account with the Bank that
totaled $146,509 at December 31, 2005.

The (,ompany invests in a Pacific Capital money market fund, ‘whlch isa propnetary fund
of the- Bank. The Asset Management Group of the Bank serves as the mvestment advisor
for the Pacific Capital Funds. | ;

The Il?aank pays certain personnel and operating costs on bcha‘lf of the Company These
expenses are reimbursed by the Company to the Bank. Other expenses such as rent,
postrt.urement benefits, retirement benefits, overhead, msurance and furmture and
equlpment are allocated to the Company based on actual costs At Dccember 31, 2006,
amounts due to the Bank included in accrued expenses and other llabllmes totaled
$45,638. |

5. Equipment | *
; |
The following is a summary of equipment at December 31, 2006: '

Accumulated
Depreﬂatlon and ;
Cost Amortization Net Book Value
|

Equipment $450,704 $(411,225) $39,479
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Bankoh Investment Services, In;c. ;

|
Notes to Financial Statements (cont?nued)

6. Income Taxes :

The significant components of the provision for income \taxes for the' year ended

U o |

Dece}nber 31, 2006 is as follows:
2006
Current:
Federal $:1,077,690
State b270,447
11,348,137 ;
Deferred:
Federal L (5,207)
State | (24,699) |
| L (29,906)
Provision for Income Taxes $11,318,231

The Company is included in the consolidated federal income tax and State of Hawaii
franchlse tax returns of the Parent. Income taxes are prov1c%ed based upo:n the taxable
mcome or loss of the Company. The Parent’s tax shanng policy prowdes for the
settlelment of income taxes with the Company, as if the Company had filed a separate
return. Payments are made to the Parent for current tax l1abilltles and if current tax
benefits are generated, payments are received from the Parent ﬁor the beneﬁts' as used.

The Company paid $1,350,714 to the Parent for income taxes during 2006.

The (I“ompany s deferred tax asset of $l30 281 is predominantly the result iof temporary
tlmmg differences relating to depreciation and vacation payable Utlllzatlon of the
Company’s deferred tax asset is predicated on the Company being proﬁtalble in future
years! Management believes that it is more likely than not that the deferred tax assets will
be reallzed through future reversals of existing taxable lemporary differences!

| !
7. Employee Benefits . Ii

The Company participates in the Parent’s Retirement Savings Iﬁ’lan (“Savmgs Plan™). The
Savm'gs Plan has three Company contribution components: lj 401(k) matchmg, 2Ya3%
fixed| amount based on eligible compensation; and 3) a discretionary value sharing
contribution. Under the 401(k) component, participating employees may contribute up to

50% |of their eligible compensation (within federal limits) to the SavingsEI Plan. The
|

|

1

1 |‘ 9

4

|




Bankoh Investment Services, In[c.

Notes to Financial Statements (continued)
‘ }
| |
]

f
| |
7. Employee Benefits (continued) : l

Company makes matching contributions on behalf of the participants e|ach calendar
quarler equal to $1.25 for each $1.00 contributed by participants up to 2% of the
part:cnpants eligible compensation and $0.50 for every $1.00contributed by participants
over 2% up to 5% of the participants’ eligible compensatlon A 3% fixed|contribution
and dlscretlonary value sharing that is linked to the Parent’ s financial go’als are made
regardless of whether the participant contributes to the Savmg[s Plan under the 401(k) and
are mvested in accordance with the participant’s selection of investment optlons available
unde| the Savings Plan. The Company’s expense for the Savlmgs Pian totaled $365,844
in 2006. .

|

In 1995, the Parent froze its non-contributory, qualified dcfmed benefit retlrement plan
(“Renrement Pian”) and excess retirement plan (“Excess Plan™), Wthh covered
empl«layees of the Parent and participating subsidiaries who met certam eligibility
requr'rements Beginning December 31, 2000, the Retirement Plan no longer provides for
compensation increases in the determination of benefits. Retlrement Plan assets are
managed by investment advisors in accordance with investment policies establlshed by
the pllan trustees. The assets of the Retirement Plan mcludel‘ investments m a Bank of
Hawan collective investment fund and securities of related pames (Pacific Capltal Funds
mutual funds). The Asset Management Group of the Bank, an 'SEC reglstere'd investment
advrsor serves as investment advisor for the Pacific Capltal Funds famrly of mutual

funds. The Bank manages the Bank of Hawaii collective investment fund.

The l|3arent s postretirement benefit plan provides retirees w1th life, dentalland medical
insurance benefits. The retiree life insurance benefit for partlc1pants whoretired after
2003{was terminated. Employees who were retired as of December 31, 2003 are still
eli glble for the life insurance benefits. The costs of provrdmglpostretlrement benefits are

shared costs” where both the employer and former employees pay a portlon of the
premlum The Parent recognizes the transition obligation ovelr 20 years, endmg in 2013.
The Parent has no segregated assets to provide for postretirement benefits. lFor the year
ende(Il December 31, 2006, the Company expense for pcllstretlrement benefits was
$84,486. |

8. Operating Leases

The Company leases certain computer equipment and related data services on a month-to-
month basis.

10

l
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Bankoh Investment Services, Inc.

Notes to Financial Statements (conti:nued)

8. Operating Leases (continued)

The Company leases office space from the Bank on a month-to-month b351s Rent
expense for the year ended December 31, 2006 was $367, 496 and was 1ncluded in net
occupancy expense.

r ' !

| ' ;

| 11
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Schedule I

Bankoh Investment Services, Inc

Securities and Exchange Comrmssmn

As of December 31, 2006

Net Capltal .

Total Stockholder s Equity Qualified for Net Capital .

Deductions and/or Charges:

Nonall(l)wable Assets:

Comx:nissions Receivable j

Due from Parent for Gross Excise Taxes '

Defer{rcd Taxes |

| Equil:lyment '
Other Assets

Deduction for Excess Fidelity Bond
Total Deductions and/or Charges

Net Capil‘al Before Haircuts on Securities Positions |
(Tentative Net Capital)

Haircuts on Money Market Funds

Net Capltal i

Aggregaite Indebtedness

Items Included in Statement of Financial Condition:
Acc’ruell Expenses and Other Liabilities

Total Ag;‘gregate Indebtedness \

Computation of Basic Net Capital Requirement

Mlmmunll Net Capital Required (6.6667% of Total
Aggregate Indebtedness)

Minimum Dollar Net Capital Requirement

Net Capital Requirement (Greater of Above Two
Minimum Requirement Amounts)
Net CapiEal in Excess of Required Minimum
Excess Net Capital at 1,000 Percent
Ratio: A;_Tgregate Indebtedness to Net Capital |
[
|

Computation of Net Capital Under Rule 1503 1 of the

1,972,284

164,220
115
130,166
39,479
18,157

352,137

44,000

396,137

1,576,147
(57,066)

=zl R | ==

1,519,081

1,815,561

1,815,561

~ —.——w*—-—

121,038

50,000

121,038

1,398,043

wllo|lvv=—|nlln=

1,337,525

1.20to 1

12




Schedule I ; |

. |
Bankoh Investment Services, Inc.

Computation of Net Capital Under Rule 1503 1 of the
Securities and Exchange Commission (contmued) i
| i

Reconcmatlon with Company's Computation (Included in 1 ]
Part I crf Form X-17A-5 as of December 31, 2006): : |
Net Capntal as Reported in Company's Part 11 {

|

(unaudited) FOCUS Report, As Amended $ 1,940,260

Dividend|declared in December 2006, not paid L i (500,000)
Audit adjustments to record additional expense l (19,084)
Decrease [in non-allowable commission receivable ‘ | 127,697
Increase iln deferred taxes : ! ! (24,584)
Increase in other assets i "~ {5,208)
Total adjillstmems , |I ' (421,179)

Net Capital Per Above L $ 1,519,081




Schedule 11

Bankoh Investment Services, IQC.
|

Statement Regarding Rule 15c3j—3

As of December 31, 2006

Exemptive Provisions ‘
The Company is exempt from Rule 15¢3-3 of the Securities ‘and Exchange |\Commission
under paragraph (k)(2)(ii) in which all customer transactions arc cleared through another
broker-dealer on a fully disclosed basis.

;
Company’s clearing firm: National Financial Services LLC i
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i’l ERNST& YOUNG & Ernst & Young up & Phone: (808) 531-2037

2400 Pauahi Tower www.ey.com
1001 Bishop Street
Honolulu, Hawaii 96813-3429

Supplementary Report of Independent Registered Pub:lic Accounting Firm on
Internal Control Required by Rule |17a-5

Board of :Directors !
. 1

Bankoh Investment Services, Inc. |
f

|

In planning and performing our audit of the financial stalements and supplemental schedules of
Bankoh lnvestment Services, Inc. (the “Company”}, for the year ‘ended Decemper 31, 2006, we
consndered its internal control, including control activities for safeguardmg securities, to
determiné our auditing procedures for the purpose of expressmg our opmron on the financial

|
statements and not to provide assurance on internal control.

Also, as required by rule 17a-5(g)(1) of the Securities and Exchange Commissjon (“SEC™), we
have made a study of the practices and procedures followed by the Company, i’ncluding tests of
compllanice with such practices and procedures that we con51dered relevant !co the objectives
stated inl rule 17a- -5(g) in making the periodic computations of aggregate indebtedness (or
aggregatel, debits) and net capital under rule 17a-3(a)(11) and for deten‘nmmg cor]nphance with the
exemptive provisions of rule 15¢3-3. Because the Company does not carry secuntles accounts for
customers or perform custodial functions relating to customer SCICUI'IIICS we did not review the
practices|and procedures followed by the Company in any of the followmg

1. Makmg quarterly securities examinations, counts, verifications, and comparisons and
recordation of differences required by rule 17a-13

2. Complying with the requirements for prompt payment for securities under Section 8 of
Federal Reserve Regulation T of the Board of Governors of the Federal Reserve System

3. Obtammg and maintaining physical possession or control of all fullylpaid and excess
margm securities of customers as required by rule 15¢3-3

The management of the Company is responsible for establishing and maintaining internal control
and the |practices and procedures referred to in the precedmg paragraph. In fulfilling this
responsibility, estimates and judgments by management are requrred to assess the expected
benefits and related costs of controls, and of the-practices and procedures referred to in the
precedm;, paragraph, and to assess whether those practices and procedures can be expected to
achieve the SEC’s above-mentioned objectives. Two of the ObJCCthCS of mtemal control and the
practices|and procedures are to provide management with reasonable but not absolute assurance
that assets for which the Company has responsibility are safeguarded agamst loss from
unauthorllzed use or disposition, and that transactions are executed in accordance with
management s authorization and recorded properly to perm1t the preparatlon of financial
statements in conformity with generally accepted accounting principles. Ru&e 17a-5(g) lists
additional objectives of the practices and procedures listed in the precedmg paragraph.

|
|
I
A member firm of Ernst & Young Global Limitec|i , 15

| r




El ERNST & YOUNG 8 Ernst & Young P
N | ;
Because jof inherent limitations in internal control or the practices and procedures referred to
above, eftor or fraud may occur and not be detected. Also, projection of any evaluation of them
to future periods is subject to the risk that they may become mﬁdequate because of changes in
conditions or that the effectiveness of their design and operation may detenoratel.

‘ !

Our consideration of internal control would not necessarily dlsclose all matters m internal control
that mlght be material weaknesses under standards established by the Amefican Institute of
Certlﬁedl Public Accountants. A material weakness is a reportable condition m’whlch the design
or operatlon of one or more of the internal control components does not reduce to a relatively low
level the/risk that misstatements caused by error or fraud in amounts that wou’ld be material in
relation to the financial statements being audited may occur and not be detected within a timely
period b‘lx employees in the normal course of performing their a551gned fUl'ICI:IO}IS However, we
noted n(‘) matters involving internal control, including control activities for safeguarding
securities, and its operation that we consider to be material weaknesses as defined above.

We understand that practices and procedures that accomplish tl|1e objectives referred to in the
second p'aragraph of this report are considered by the SEC to be adequate fo‘r its purposes in
accordan:ce with the Securities Exchange Act of 1934 and related regulations, and that practices
and procedures that do not accomplish such objectives in all materlal respects mdlcate a material
madequalcy for such purposes. Based on this understanding and on our study, we believe that the
Company s practices and procedures were adequate at December 31, 2006, to, meet the SEC’s
objectives. : i

This report is intended solely for the information and use of the Board of Directors, management,
the SEC, the National Association of Securities Dealers, Inc., and other regulatbry agencies that
rely on nile 17a-5(g) under the Securities Exchange Act of 1934 i m their regulallon of registered
brokers and dealers, and is not intended to be and should not be used by anyone other than these
specnﬁed parties. - i

é/’th ¥ Young LLP

HOI]O!U]L;!, Hawaii
February,21, 2007
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