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FinanCial Summary (dollars in thousands, except per share amounts)

Bank of Hawaii Corporation and Subsidiaries

FORTHE YEAR ENDED DECEMBER 31 2008 2007
Earnings Highlights and Performance Ratios
Net Income $ 192,213 $ 183,703
Basic Earnings Per Share 4.03 3.75
Diluted Earnings Per Share 3.99 3.69
Dividends Declared Per Share 177 1.67
Net Income to Average Total Assets (ROA) 1.84% 1.75%
Net Income to Average Shareholders’ Equity (ROE) 24.54% 25.15%
Net interest Margin' 4.33% 4.08%
Efficiency Ratio ? 51.23% 52.78%
Market Price Per Share of Common Stock:

Closing $ 4517 $ 5114

High $ 70.00 $ 55.94

Low $ 36.32 $ 46.05
AS OF DECEMBER 31
Statement of Condition Highlights and Performance Ratios
Loans and Leases $ €,530,233 $ 6,580,861
Total Assets 10,763,475 10,472,942
Total Deposits 8,292,098 7.942,372
Total Shareholders’ Equity 790,704 750,255
Book Value Per Common Share $ 16.56 $ 15.44
Allowance to Loans and Leases Outstanding 1.89% 1.38%
Full-Time Equivalent Employees 2,581 2,594
Branches and Offices 85 33

FOR THE QUARTER ENDED DECEMBER 31

Earnings Highlights and Performance Ratios

Net Income $ 39,307 % 40,860
Basic Earnings Per Share 0.83 0.84
Diluted Earnings Per Share 0.82 0.83
Net iIncome to Average Total Assets (ROA) 1.52% 1.55%
Net Income to Average Shareholders’ Equity (ROE) 19.56% 21.51%
Net Interest Margin’ 4.43% 412%
Efficiency Ratio 2 51.58% 57.61%

i Net interest margin is defined as net interest income, on a taxable equivalent basis, as a percentage of average earning assets.
2 Efficiency ratio is defined as noninterest expense divided by total revenue (net interest income and total noninterest income).
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Part 1

Item 1. Business

General

Bank of Hawaii Corporation (the “Parent”) is a
Delaware corporation and a bank holding company
(“BHC”) headquartered in Honolulu, Hawaii.

The Parent’s principal and only operating subsidiary,
Bank of Hawaii (the “Bank”), was organized on
December 17, 1897 and is chartered by the State of
Hawaii. The Bank’s deposits are insured by the
Federal Deposit Insurance Corporation (the “FDIC”)
and the Bank is a member of the Federal Reserve
System.

The Bank provides a broad range of financial
services and products primarily to customers in
Hawaii and the Pacific Islands (Guam, nearby
islands, and American Samoa). References to “we,”
“our,” “us,” or “the Company” refer to the holding
company and its subsidiaries that are consolidated for
financial reporting purposes.

The Bank’s subsidiaries include Bank of Hawaii
Leasing, Inc., Bankoh Investment Services, Inc.,
Pacific Century Life Insurance Corporation, Triad
Insurance Agency, Inc., Bank of Hawaii Insurance
Services, Inc., Pacific Century Insurance

Services, Inc., Bankoh Investment Partners, LLC, and
Bank of Hawaii International, Inc. The Bank’s
subsidiaries are engaged in equipment leasing,
securities brokerage and investment services, and
insurance and insurance agency services.

We are aligned into four business segments for
management reporting purposes: Retail Banking,
Commercial Banking, Investment Services, and
Treasury. See Table 9 of Management’s Discussion
and Analysis of Financial Condition and Results of
Operation (“MD&A”) and Note 12 to the
Consolidated Financial Statements for more
information. :

Information on the Bank’s limited foreign activities is
presented in Table 15 of MD&A.

Our annual report on Form 10-K, quarterly reports
on Form 10-Q, current reports on Form 8-K, and all
amendments to those reports can be found free of

charge on our website at www.boh.com as soon as
reasonably practicable after such material is
electronically filed with or furnished to the U.S.
Securities and Exchange Commission (the “SEC”).
The SEC maintains a website, www.sec.gov, which
contains reports, proxy and information statements,
and other information regarding issuers that file
electronically with the SEC. Our Corporate
Governance Guidelines; charters of the Audit
Committee, the Executive and Strategic Planning
Committee, the Human Resources and Compensation
Committee, and the Nominating and Corporate
Governance Committee; and our Code of Business
Conduct and Ethics are available on our website.
Upon written request to the Corporate Secretary at
130 Merchant Street, Honolulu, Hawaii, 96813, this
information is available in print form.

The Parent’s other subsidiary is the BOHC
Investment Fund, LLC (the “Fund”). The Fund was
organized in September 2007, to invest in and hold
securities of Qualified High Technology Businesses,
as defined in the Hawaii Revised Statutes.

We have included the Chief Executive Officer and
the Chief Financial Officer certifications required. by
Section 302 of the Sarbanes-Oxley Act of 2002 as
Exhibits 31.1 and 31.2 of this report. Additionally,
we filed with the New York Stock Exchange (the
“NYSE”) the Chief Executive Officer certification
regarding our compliance with the NYSE’s Corporate
Governance Listing Standards (the “Listing
Standards™) pursuant to Section 303A.12(a) of the
Listing Standards. The certification was dated

May 15, 2008 and indicated that the Chief Executive
Officer was not aware of any violations of the
Listing Standards by the Company.

Competition

We are subject to substantial competition from banks,
savings associations, credit unions, mortgage
companies, finance. companies, mutual funds,
brokerage firms, insurance companies, and other
providers of financial services, including financial
service subsidiaries of commercial and manufacturing
companies. We also compete with non-financial
institutions that offer financial products and services.
Some of our competitors are not subject to the same
level of regulation and oversight that is required of



banks and BHCs. As a result, some of our
competitors may have lower cost structures. Also,
some of our competitors, through alternative delivery
channels such as. the internet, may be based outside -
of the markets that we serve. Our extensive branch
network, exceptional service levels, and knowledge of
local trends and conditions contribute to our
competitive advantage.

Supervision and Regulation

We are extensively regulated under both federal and
state laws. The following information describes
significant laws and regulations applicable to us. The
description is qualified in its entirety by reference to
the applicable laws ‘and regulations. Proposals to
change the laws and regulations governing the
banking industry are frequently raised in Congress,
in state legislatures, and with the various bank
regulatory agencies. The recent intervention into the
banking system by the federal government to deal
with the current financial crisis and its impact on the
supervision and regulation of the banking and
financial services industries may adversely affect our
business, operations, and earnings. Changes in
applicable laws or regulations, or a change in the
way such laws or regulations are interpreted by
regulatory agencies or courts, may have a material
impact on our business, operations, and earnings.

The Parent

The Parent is registered as a BHC under the Bank
Holding Company Act of 1956, as amended (the
“BHC Act”), and is subject to the supervision of and
to examination by the Board of Governors of the
Federal Reserve Bank (the “FRB”). The Parent is
also registered as a financial institution holding
company under the Hawaii Code of Financial
Institutions (the “Code™) and is subject to. the
registration, reporting, and examination requirements
of the Code.

The BHC Act prohibits, with certain exceptions, a
BHC from acquiring beneficial ownership or control
of more than 5% of the voting shares of any
company, including a bank, without the FRB’s prior
approval. The Act also prohibits a BHC from
engaging in any activity other than banking,
managing or controlling banks or other subsidiaries
authorized under the BHC Act, or furnishing services
to or performing services for its subsidiaries.

Under FRB policy, a BHC is expected to serve as a
source of financial and management strength to its
subsidiary bank. A BHC is also expected to commit
resources to support its subsidiary bank in
circumstances where it might not do so absent such a
policy. Under this policy, a BHC is expected to stand
ready to provide adequate capital funds to its
subsidiary bank during periods of financial adversity
and to maintain the financial flexibility and capital-
raising capacity to obtain additional resources for
assisting its subsidiary bank.

Under the Riegle-Neal Interstate Banking and
Branching Efficiency Act, banks and bank holding
companies from any state are permitted to acquire
banks located in any other state, subject to certain
conditions, including certain nationwide and state-
imposed deposit concentration limits. The Bank also
has the ability, subject to certain restrictions, to
acquire branches outside its home state by acquisition
or merger. The establishment of new interstate
branches is also possible in those states with laws
that expressly permit de novo branching. Because the
Code permits de novo branching by out-of-state
banks, those banks may establish new branches in
Hawaii. Interstate branches are subject to certain laws
of the states in which they are located.

Under the BHC Act, a BHC may elect to become a
financial holding company and thereby engage in a
broader range of financial and other activities than
are permissible for traditional BHCs. In order to
qualify for the election, all of the depository
institution subsidiaries of the BHC must be
well-capitalized and well-managed. Additionally, all
of its insured depository institution subsidiaries must
have achieved a rating of “satisfactory” or better
under the Community Reinvestment Act (the
“CRA”). Financial holding companies are permitted
to engage in activities that are “financial in nature”;
activities incidental to or complementary of the
financial activities of traditional BHCs, as
determined by the FRB. The Parent has not elected
to become a financial holding company.

Bank of Hawaii

The Bank is subject to supervision and examination
by the FRB of San Francisco and the State of Hawaii
Department of Commerce and Consumer Affairs
(“DCCA”), Division of Financial Institutions. The
Bank is subject to extensive federal and state
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regulations that significantly affect business and
activities. Regulatory bodies have broad authority to
implement standards and to initiate proceedings
designed to prohibit depository institutions from
engaging in activities that represent unsafe and
unsound banking practices or constitute violations of
applicable laws, rules, regulations, administrative
orders, or written agreements with regulators. The
standards relate generally to operations and
management, asset quality, interest rate exposure,
capital, and executive compensation. The agencies
are authorized to take action against institutions that
fail to meet such standards, including the assessment
of civil monetary penalties, the issuance of
cease-and-desist orders, and other actions.

Bankoh Investment Services, Inc., the broker dealer
subsidiary of the Bank, is incorporated in Hawaii and
is regulated by the Financial Industry Regulatory
Authority, and the DCCA’s Business Registration
Division. The Bank’s insurance subsidiaries, Bank of
Hawaii Insurance Services, Inc., Triad Insurance
Agency, Inc., and Pacific Century Insurance
Services, Inc., are incorporated in Hawaii and are
regulated by the DCCA’s Division of Insurance.
Pacific Century Life Insurance Corporation is
incorporated in Arizona and is regulated by the State
of Arizona Department of Insurance.

Capital Requirements

The federal bank regulatory agencies have issued
substantially similar risk-based and leverage capital
guidelines applicable to BHCs and the banks they
supervise. Under the risk-based capital requirements,
the Company and the Bank are each generally
required to maintain a minimum ratio of total capital
to risk-weighted assets of 8%. At least half of the
total capital is to be composed of common equity,
retained earnings, and qualifying perpetual preferred
stock, less certain intangibles (“Tier 1 Capital”). The
remainder may consist of certain subordinated debt,
certain hybrid capital instruments and other
qualifying preferred stock, and a limited amount of
the allowance for loan and lease losses (“Tier 2
Capital”) and, together with Tier 1 Capital, equals
total capital (“Total Capital”). Risk weighted assets
are calculated by taking assets and credit equivalent
amounts of off-balance-sheet items and assigning
them to one of several broad risk categories. The risk
categories are assigned according to the obligor, or, if

relevant, to the guarantor, or to the nature of the
collateral. The aggregate dollar value of the amount
in each category is then multiplied by the risk weight
associated with that category.

BHCs and banks are also required to-maintain
minimum leverage ratios established by the federal
bank regulatory agencies. These requirements provide
for a minimum leverage ratio of Tier 1 Capital to
adjusted quarterly average assets equal to 3% for
BHCs and banks that have the highest regulatory
rating and are not experiencing significant growth or
expansion. All other BHCs and banks will generally
be required to maintain a leverage ratio of at least
100 to 200 basis points above the stated minimum.
See Note 10 to the Consolidated Financial
Statements for capital ratios for the Company and the
Bank.

The risk-based capital standards identify
concentrations of credit risk and the risk arising from
non-traditional banking activities, as well as an
institution’s ability to manage these risks, as
important factors to be taken into account by the
agencies in assessing an institution’s overall capital
adequacy. The capital guidelines also provide that
exposure to a decline in the economic value of an
institution’s capital due to changes in interest rates is
a factor to be considered in evaluating a bank’s
capital adequacy.

Dividend Restrictions

The Parent is a legal entity separate and distinct from
the Bank. The Parent’s principal source of funds to
pay dividends on its common stock and to service its
debt is dividends from the Bank. Various federal and
state laws and regulations limit the amount of
dividends the Bank may pay to the Parent without
regulatory approval. The FRB is authorized to
determine the circumstances when the payment of
dividends would be an unsafe or unsound practice
and to prohibit such payments. The right of the
Parent, its shareholders, and creditors, to participate
in any distribution of the assets or earnings of its
subsidiaries, is also subject to the prior claims of

_creditors of those subsidiaries.

For information regarding the limitations on the
Bank’s ability to pay dividends to the Parent, see
Note 10 to the Consolidated Financial Statements.



Transactions with Affiliates

Under federal law, the Bank is subject to restrictions
that limit the transfer of funds or other items of
value to the Parent, and any other non-bank affiliates
in so-called “covered transactions.” In general,
covered transactions include loans, leases, other
extensions of credit, investments and asset purchases,
as well as other transactions involving the transfer of
value. from the Bank to an affiliate or for the benefit
of an affiliate. Unless an exemption applies,

1) covered transactions by the Bank with a single
affiliate are limited to 10% of the Bank’s capital and
surplus, and 2) with respect to all covered
transactions with affiliates in the aggregate, to 20%
of the Bank’s capital and surplus.

FDIC Insurance

The Deposit Insurance Fund (“DIF”) of the FDIC
insures deposit accounts in the Bank generally up to
a maximum of $100,000 per separately insured
depositor, and up to a maximum of $250,000 per
separately insured depositor for certain retirement
accounts. Beginning in October 2008, the FDIC
temporarily increased FDIC deposit insurance
coverage per separately insured depositor to $250,000
through December 31, 2009. On January 1, 2010, the
standard coverage limit is scheduled to return to
$100,000 for all deposit accounts, except for certain
retirement accounts.

FDIC-insured depository institutions are required to
pay deposit insurance premiums based on the risk an
institution poses to the DIF. The current annual
risk-based assessment rates range from $0.05 per
$100 of domestic deposits for well-managed,
well-capitalized banks with the highest ratings, to
$0.43 per $100 of domestic deposits for institutions
posing the most risk to the DIF. The FDIC may
increase or decrease the assessment rate schedule on
a quarterly basis. The Federal Deposit Insurance
Reform Act of 2005 (“FDIRA”) provided for a
one-time assessment credit to be allocated among
member institutions. As of December 31, 2008, the
remaining assessment credit available to offset our
future deposit insurance assessments was

$2.5 million. We expect to exhaust this remaining
assessment credit in 2009.

In addition to DIF assessments, all FDIC-insured
depository institutions must pay an annual assessment

to provide funds for the repayment of debt
obligations of the Financing Corporation. The
Financing Corporation is a government-sponsored
entity that was formed to borrow the money
necessary to carry out the closing and ultimate
disposition of failed thrift institutions by the
Resolution Trust Corporation. As of January 1, 2009,
the annualized assessment rate of risk-adjusted
deposits, established by the FDIC for all
DIF-assessable deposits was 1.14 basis points.

In October 2008, the FDIC introduced the Temporary
Liquidity Guarantee Program (the “TLGP”), a
program designed to improve the functioning of the
credit markets and to strengthen capital in the
financial system during this period of economic
distress. The TLGP has two components: 1) a debt
guarantee program, guaranteeing newly issued senior
unsecured debt, and 2) a transaction account
guarantee program, providing a full guarantee of
noninterest-bearing deposit transaction accounts,
Negotiable Order of Withdrawal (or “NOW”)
accounts paying less than 0.5% annual interest, and
Interest on Lawyers Trust Accounts, régardless of the
amount. The Bank has not issued any senior
unsecured debt to take advantage of the debt
guarantee program, however, this program remains
available to the Bank. The Bank is presently
participating in the transaction account guarantee
program and, as such, all funds in covered accounts
held through December 31, 2009 will be covered
with a full guarantee. In connection with this
guarantee, a 10 basis point annual rate surcharge will
be assessed on amounts in covered accounts
exceeding $250,000.

In the event of the liquidation or insolvency of an
insured depository institution, the claims of
depositors and the FDIC, where the FDIC succeeds
to the claims of depositors or has been appointed as
a receiver, will be afforded priority over other general
unsecured claims against such an institution.

For 2008, the Bank’s FDIC insurance assessment was
approximately $1.5 million. For 2009, we expect that
the Bank’s FDIC insurance assessment will be
approximately $10.0 million. The increase in our
expected FDIC assessment in 2009 is the result of us
exhausting our FDIRA credit, higher assessment
rates, along with our participation in new programs.



In order to restore reserves and ensure that the DIF
will be able to adequately cover losses from future
bank failures, the FDIC, in October 2008, proposed
amendments to its deposit insurance rules to alter the
way the assessment system differentiates risks among
insured institutions and to change assessment rates,
including base assessment rates, in order to increase
assessment revenue. A uniform assessment increase
for the first quarter of 2009 was adopted as a final
rule in December 2008. The FDIC has also proposed
further base rate assessment adjustments effective
April 1, 2009. We cannot currently provide any
assurance as to the amount of any proposed increase
in the Bank’s deposit insurance premium rate, should
there be an increase, because any increase would be
dependent upon a number of factors, some of which
are beyond the Bank’s control.

Other Safety and Soundness Regulations

Under the Federal Deposit Insurance Corporation
Improvement Act of 1991 (“FDICIA”) the federal
banking agencies possess broad powers to take
prompt corrective action to resolve problems of
insured depository institutions. FDICIA identifies
five capital categories for insured depository
institutions: “well capitalized,” “adequately
capitalized,” “undercapitalized,” “significantly
undercapitalized,” or “critically undercapitalized.”
Under regulations established by the federal banking
agencies, a “well capitalized” institution must have a
Tier 1 Capital Ratio of at least 6%, a Total Capital
Ratio of at least 10%, a Leverage Ratio of at least
5%, and not be subject to a capital directive order.
As of December 31, 2008, the Bank was classified
as “well capitalized.” The classification of a
depository institution under FDICIA is primarily for
the purpose of applying the federal banking agencies’
prompt corrective action provisions, and is not
intended to be, nor should it be interpreted as, a
representation of the overall financial condition or
the prospects of any financial institution.

The federal banking agencies’ prompt corrective
action powers impose progressively more restrictive
constraints on operations, management and capital
distributions, depending on the category in which an
institution is classified. These actions can include:
requiring an insured depository institution to adopt a
capital restoration plan guaranteed by the institution’s

parent company; placing limits on asset growth and
restrictions on activities, including restrictions on
transactions with affiliates; restricting the interest
rates the institution may pay on deposits; prohibiting
the payment of principal or interest on subordinated
debt; prohibiting the holding company from making
capital distributions without prior regulatory
approval; and, ultimately, appointing a receiver for
the institution.

As required by FDICIA, the federal banking agencies
also have adopted guidelines prescribing safety and
soundness standards relating to internal controls and
information systems, internal audit systems, loan
documentation, credit underwriting, interest rate
exposure, asset growth, and compensation and
benefits. The federal regulatory agencies may take
action against a financial institution that does not
meet such standards.

Community Reinvestment and Consumer Protection
Laws

In connection with its lending activities, the Bank is
subject to a number of federal laws designed to
protect borrowers and promote lending to various
sectors of the economy and population. These
include the Equal Credit Opportunity Act, the
Truth-in-Lending Act, the Home Mortgage
Disclosure Act, the Real Estate Settlement
Procedures Act, and the CRA. In addition, federal
banking regulators, pursuant to the Gramm-Leach-
Bliley Act, have enacted regulations limiting the
ability of banks and other financial institutions to
disclose nonpublic consumer information to
non-affiliated third parties. The regulations require
disclosure of privacy policies and allow consumers to
prevent certain personal information from being
shared with non-affiliated parties.

The CRA requires the appropriate federal banking
agency, in connection with its examination of a bank,
to assess the bank’s record in meeting the credit
needs of the communities served by the bank,
including low and moderate income neighborhoods.
Under the CRA, institutions are assigned a rating of
“outstanding,” “satisfactory,” “needs to improve,” or
“substantial non-compliance.” The Bank received an
“outstanding” rating in its most recent CRA
evaluation.

”»



Bank Secrecy Act / Anti-Money Laundering Laws

The Bank is subject to the Bank Secrecy Act and
other anti-money laundering laws and regulations,
including the USA PATRIOT Act of 2001. The USA
PATRIOT Act substantially broadened the scope of
U.S. anti-money laundering laws and regulations by
creating new laws, regulations, and penalties,
imposing significant new compliance and due
diligence obligations, and expanding the extra-
territorial jurisdiction of the U.S. These laws and
regulations require the Bank to implement policies,
procedures, and controls to detect, prevent, and
report money laundering and terrorist financing and
to verify the identity of their customers. Violations of
these requirements can result in substantial civil and
criminal sanctions. In addition, provisions of the
USA PATRIOT Act require the federal financial
institution regulatory agencies to consider the
effectiveness of a financial institution’s anti-money
laundering activities when reviewing bank mergers
and BHC acquisitions.

Employees

As of January 31, 2009, we had approximately 2,600
employees. ‘

Item 1A. Risk Facfors

Our business routinely encounters and addresses
risks. There are a number of risks and uncertainties
that could cause our financial results and condition
to differ materially from expected results.

Recent legislation in response to market and
economic conditions may significantly affect our
operations, financial condition, and earnings.

Disruptions in the financial system during 2008 have
resulted in significantly reduced business activity
throughout the global and U.S. economies, which
have the potential to significantly affect financial
institutions. In response to this financial crisis
affecting the banking system and financial markets,
the Emergency Economic Stabilization Act of 2008
(the “EESA”) was signed into law.on October 3,
2008. Pursuant to the EESA, the U.S. Treasury was
given the authority to purchase up to $700 billion of
financial instruments from financial institutions for
the purpose of stabilizing and providing liquidity to
the U.S. financial markets. Several programs have

been initiated by the U.S. Treasury, the FRB, and the
FDIC to stabilize the financial system. The U.S.
Treasury’s Troubled Asset Relief Program and
Capital Purchase Program (the “TARP/CPP”) was
created to invest up to $250 billion (of the

$700 billion) into banks and savings institutions of
all sizes. The FDIC also began to temporarily
provide a 100% guarantee of the senior debt of all
FDIC insured institutions, as well as deposits in
noninterest-bearing transaction deposit accounts
under its TLGP. These actions by the U.S. Treasury
and FDIC have combined to respond to this
unprecedented financial crisis. The Parent has chosen
not to participate in the TARP/CPP, but the Bank is
participating in the transaction account guarantee
component of the TLGP. ’

It is not clear what impact the EESA and its
attendant programs, and other liquidity, funding and
economic stimulus initiatives of the federal
government that may be initiated in the future, will
have on the financial markets or on the U.S. banking
and financial services industries and the broader U.S.
and global economies. These new laws, regulations,
and changes will increase our FDIC insurance
premiums and may also increase our costs of
regulatory compliance and of doing business, and
otherwise affect our operations. They may
significantly affect the markets in which we do
business, the markets for and value of our
investments, and our ongoing operations, costs, and
profitability.

Changes in business and economic conditions, in
particular those of Hawaii and the Pacific Islands
(Guam, nearby islands, and American Samoa) could
lead to lower revenue, lower asset quality, and lower
earnings.

Unlike larger national or other regional banks that
are more geographically diversified, our business and
earnings are closely tied to general business and
economic conditions, particularly the economies of
Hawaii and the Pacific Islands. These local
economies are heavily influenced by tourism, real
estate, government, and other service-based
industries. Factors that could affect these local
economies include declines in tourism, geopolitical
risks, such as real or threatened acts of war or
terrorism, higher energy costs, the availability of
affordable air transportation, reduced consumer or
corporate spending; natural disasters or adverse



weather, public health issues, and the recent
significant deterioration in general economic
conditions. A sustained economic downturn could
adversely affect the quality of our assets, credit
losses, and the demand for our products and services,
which could lead to lower revenue and lower
earnings.

The Hawaii economy continued to weaken during the
fourth quarter of 2008. Visitor arrivals decreased and
unemployment levels increased compared to the
fourth quarter of 2007. We continually monitor
changes in the economy, including levels of visitor
arrivals and spending, changes in housing prices, and
unemployment rates. We also monitor the value of
collateral, such as real estate, that secures loans we
have made. A decline in the value of collateral could
also reduce a customer’s borrowing power.

Difficult market conditions have adversely affected
our industry.

Dramatic declines in the U.S. Mainland housing
market-over the past year, with falling home prices
and increasing foreclosures and unemployment, have
negatively impacted credit performance of residential
mortgage loans and have resulted in significant
write-downs of asset values by other financial
institutions, including government-sponsored
enterprises, as well as major commercial and
investmient banks. Home prices were down more
modestly in Hawaii compared to the U.S. Mainland
over the past year. Many lenders and institutional
investors have reduced, and in some cases, ceased
providing funding to borrowers, including other
financial institutions, reflecting concern about the
stability of financial markets, generally, and the
strength of counterparties, specifically. This market
turmoil and tightening of credit has led to an
increased level of commercial and consumer
delinquencies for other financial institutions, a lack
of confidence in the financial sector, and increased
volatility in the financial markets. The resulting
economic pressure on consumers and lack of
confidence in the financial markets may adversely
affect our business, financial condition, and results of
operations.

Changes in interest rates could adversely impact our
results of operations.

Our earnings are highly dependent on the spread
between the interest earned on loans, leases, and
investment securities and the interest paid on deposits
and borrowings. Changes in market interest rates
impact the rates earned on loans, leases, and
investment securities and the rates paid on deposits
and borrowings. In addition, changes to market
interest rates could impact the level of loans, leases,
investment ‘securities, deposits, and borrowings, and
the credit profile of existing loans and leases. Interest
rates are affected by many factors beyond our
control, including general economic conditions, and
the monetary and fiscal policies of various
governmental and regulatory authorities. Changes in
interest rates may negatively impact our ability to
attract deposits, originate loans and leases, and
achieve satisfactory interest rate spreads which could
adversely affect our financial condition or results of
operations.

Credit losses may increase due to weaker economic
conditions.

The risk of nonpayment of loans and leases is
inherent in all lending activities. We maintain a
reserve for credit losses to absorb estimated probable
credit losses inherent in the loan, lease, and
commitment portfolios as of the balance sheet date.
Management makes various assumptions and
judgments about the loan and lease portfolio, in
determining the level of the reserve for credit losses.
Many of these assumptions are based on current
economic conditions. Volatility and deterioration in
the broader economy may increase our risk of credit
losses. If our assumptions are incorrect or economic
conditions change, the reserve for credit losses may
not be sufficient to cover losses, which could
adversely affect our financial condition or results of
operations.

Many of our loans are secured by real estate in
Hawaii and Guam. As these locations experience
softness in the economy, real estate values and
customers’ ability to repay could be adversely
affected, and our loan and lease losses could exceed
the estimates that are currently recorded in the
reserve for credit losses.



Our operations are subject to extensive regulation.

Our operations are subject to extensive regulation by
federal and state governmental authorities. The
regulations are primarily intended to protect
depositors, customers, and the banking system as a
whole and not for the protection of shareholders.
Failure to comply with applicable regulations could
lead to penalties and damage to our reputation.
Furthermore, the regulatory environment is constantly
undergoing change and the impact of changes to laws
and regulations, the interpretation of such laws or
regulations, or other actions by regulatory agencies
could make regulatory compliance more difficult or
expensive. The ramifications and uncertainties of the
recent increase in government intervention in the
U.S. financial system could adversely affect us.

Future legislative or regulatory actions responding to
perceived financial and market problems could affect
our rights against borrowers.

Recently, legislative and regulatory proposals have
been discussed at the federal level that would limit
an institution’s ability to foreclose on the mortgage
collateral of borrowers by reducing the amount
borrowers are contractually obligated to pay under
their mortgage loans. We could experience increased
credit losses or increased expense in pursuing our
remedies as a creditor, if proposals like these, or
other proposals limiting our rights as a creditor, were
implemented.

Competition may adversely affect our business.

Our future depends on our ability to compete
effectively. We compete for deposits, loans, leases,
and other financial services with a variety of
competitors, including banks, thrifts, credit unions,
mortgage companies, broker dealers, and insurance
companies all of which may be based in or out of
Hawaii and the Pacific Islands. Competition in our
industry could intensify as a result of the increasing
consolidation of financial services companies in
connection with current market conditions. The
financial services industry is also likely to become
more competitive as further technological advances
enable more companies to provide financial services.
Failures to effectively compete, innovate, and make
effective use of available channels to deliver our
products and services could adversely affect our
financial condition or results of operations.

\

Our liquidity is dependent on dividends from the
Bank. :

The Parent is a separate and distinct legal entity from
the Bank. The Parent receives substantially all of its
cash in the form of dividends from the Bank. These
dividends are the principal source of funds to pay
dividends on the Parent’s common stock. Various
federal and state laws and regulations limit the
amount of dividends that the Bank may pay to the
Parent. If the amount of dividends paid by the Bank
is further limited, the Parent’s ability to meet its
obligations, pay dividends to shareholders, or
repurchase stock, may be further limited.

An interruption or breach in security of our
information systems may result in a loss of
customers.

We rely heavily on communications, electricity, and
information systems to conduct our business. In
addition, we rely on third parties to provide key
components of our infrastructure, including loan,
deposit and general ledger processing, internet
connections, and network access. Any disruption in
service of these key components could adversely
affect our ability to deliver products and services to
our customers and otherwise to conduct our
operations. Furthermore, security breaches of our
information systems or data, whether managed by us
or by third parties, could harm our reputation or
cause a decrease in the number of customers that
choose to do business with us. Security breaches
could also subject the Bank to additional regulatory
scrutiny and expose the Bank to civil litigation and
possible financial liability.

Negative public opinion could damage our reputation
and adversely impact our earnings and liquidity.

Reputational risk, or the risk to our business,
earnings, liquidity, and capital from negative public
opinion could result from our actual or alleged
conduct in a variety of areas, including legal and
regulatory compliance, lending practices, corporate
governance, litigation, ethical issues, or inadequate
protection of customer information. We expend
significant resources to comply with regulatory
requirements. Failure to comply could result in
reputational harm or significant legal or remedial
costs. Damage to our reputation could adversely



affect our ability to retain and attract new customers,
and adversely impact our earnings and liquidity.

Changes in income tax laws or interpretations or in
accounting standards could materially affect our
financial condition or results of operations.

Changes in income tax laws could be enacted or
interpretations of existing income tax laws could
change causing an adverse effect to our financial
condition or results of operations. Similarly, our
accounting policies and methods are fundamental to
how we report our financial condition and results of
operations. Some of these policies require use of
estimates and assumptions that may affect the value
of our assets, liabilities, and financial results.
Periodically, new accounting standards are imposed
or existing standards are revised, changing the
methods for preparing our financial statements.

Our performance depends on attracting and retaining
key employees and skilled personnel to operate our
business effectively.

There are a limited number of qualified personnel in
the markets we serve, so our success depends in part
on the continued services of many of our current
management and other key employees. Failure to
retain our key employees and maintain adequate
staffing of qualified personnel, could adversely
impact our. operations and our ability to compete.

The soundness of other financial institutions may
adversely impact our financial condition or results of
operation.

Our ability to engage in routine funding transactions
could be adversely affected by the actions and
commercial soundness of other financial institutions.
Financial services institutions are interrelated as a
result of trading, clearing, lending, counterparty, or
other relationships. We have exposure to many
different industries and counterparties, and we
routinely execute transactions with counterparties in
the financial industry, including brokers and dealers,
commercial banks, investment banks, mutual and
hedge funds, the Federal Home Loan Bank of Seattle
(the “FHLB”), and other institutional clients. As a
result, defaults by, or even rumors or questions about,
one or more financial services institutions, or the
financial services industry generally, have led to
market-wide liquidity problems and could lead to
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losses or defaults by us or by other institutions.
Many of these transactions expose us to credit risk in
the event of default of our counterparty or client. In
addition, our credit risk may be exacerbated when the
collateral held by us cannot be realized upon or is
liquidated at prices not sufficient to recover the fuil
amount of the loan or derivative exposure due us.
Such losses could materially affect our financial
condition or results of operations.

Changes in the equity markets could materially affect
the level of assets under management and the
demand for our other fee-based services.

Economic downturns could affect the volume of
income from and demand for our fee-based services.
Our investment management revenues depend in
large part on the level of assets under management.
Market volatility that leads customers to liquidate
investments, as well as lower asset values can reduce
our level of assets under management and thereby
decreasing our investment management revenues.

Our mortgage banking income may experience
significant volatility.

Our mortgage banking income is highly influenced
by the level and direction of mortgage interest rates.
In lower interest rate environments, the demand for
mortgage loans and refinancing activity will tend to
increase. This has the effect of increasing fee
income, but could adversely impact the estimated fair
value of our mortgage servicing rights as the rate of
loan prepayments increase. In higher interest rate
environments, the demand for mortgage loans and
refinancing activity will generally be lower. This has
the effect of decreasing fee income.

The requirement to record certain assets and
liabilities at fair value may adversely affect our
financial results.

We report certain assets, including investment
securities, at fair value. Generally, for assets that are
reported at fair value we use quoted market prices or
valuation models that utilize market data inputs to
estimate fair value. Because we carry these assets on
our books at their estimated fair value, we may incur
losses even if the asset in question presents minimal
credit risk. Given the continued disruption in the
capital markets, we may be required to recognize
other-than-temporary impairments in future periods



with respect to investment securities in our portfolio.
The amount and timing of any impairment
recognized will depend on the severity and duration
of the decline in fair value of our investment
securities and our estimation of the anticipated
recovery period.

Item 1B. Unresolved Staff Comments

Not Applicable.

Item 2. Properties

Our principal offices are located in the Financial
Plaza of the Pacific in Honolulu, Hawaii. We own
and lease other branch offices and operating facilities
located throughout Hawaii and the Pacific Islands.

Item 3. Legal Proceedings

We are involved in various legal proceedings arising
from normal business activities. We do not anticipate,
at the present time, that the ultimate aggregate
liability, if any, arising out of legal proceedings will
have a material adverse effect on our financial
position. However, we cannot presently determine
whether or not any claims asserted against us or
others to whom we may have indemnification
obligations will have a material adverse effect on our
results of operations in any future reporting period.
See Note 17 related to commitments and
contingencies for more information.

Item 4. Submission of Matters to a Vote of
Security Holders

No matter was submitted during the fourth quarter of
2008 to a vote of security holders through
solicitation of proxies or otherwise.
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Executive Officers of the Registrant:

Listed below are executive officers of the Parent as
of February 20, 2009.

Allan R. Landon, 60

Chairman and Chief Executive Officer since
September 2004; President from December 2003 to
April 2008; Chief Operating Officer from May 2004
to August 2004; and Chief Financial Officer from ~
February 2001 to April 2004.

Peter S. Ho, 43

President since April 2008; Vice Chairman and Chief
Banking Officer since January 2006; Vice Chairman,
Investment Services from April 2004 to December
2005; and Executive Vice President, Hawaii
Commercial Banking Group from February 2003 to
April 2004.

Kent T. Lucien, 55

Vice Chairman and Chief Financial Officer since
April 2008; Trustee, C. Brewer & Co., Ltd. from
April 2006 to December 2007; and Chief Executive
Officer Operaﬁons, C. Brewer & Co., Ltd. from May
2001 to April 2006.

Mark A. Rossi, 60

Vice Chairman, Chief Administrative Officer,
General Counsel, and Corporate Secretary since
February 2007; President of Lane Powell PC from
July 2004 to January 2007; and Partner of Lane
Powell Spears Lubersky, LLP from April 1996 to
July 2004.

Mary E. Sellers, 52 ‘

Vice Chairman and Chief Risk Officer since July
2005; and Executive Vice President, Director of Risk
Management from June 2003 to June 2005.

Derek J. Norris, 59 .
Executive Vice President and Controller since
December 2008; and Executive Vice President and
General Auditor from January 2002 to December
2008. ‘



Part 11

Item 5. Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of
Equity Securities

Market Information, Shareholders, and Dividends

Information regarding the historical market prices of the Parent’s common stock and dividends declared on that .
stock are shown below.

Market Prices, Book Values, and Common Stock Dividends Per Share

Market Price Range ' Dividends
Year/Period High Low Close Book Value Declared
2008 $ 70.00 $ 3632 $ 4517 $ 16.56 $ 1.77
First Quarter 52.93 40.95 49.56 0.44
Second Quarter 57.37 46.62 47.80 0.44
Third Quarter 70.00 37.46 53.45 0.44
Fourth Quarter 57.81 36.32 45.17 045
2007 $ 5594 $ 46.05 $ 5114 $ 15.44 $ 1.67
First Quarter 54.81 50.11 53.03 0.41
Second Quarter 55.00 50.64 51.64 0.41
Third Quarter 55.84 46.05 52.85 041
Fourth Quarter 55.94 47.56 51.14 0.44

The common stock of the Parent is traded on the New York Stock Exchange (NYSE Symbol: BOH) and quoted
daily in leading financial publications. As of February 20, 2009, there were 7,502 common shareholders of
record.

The Parent’s Board of Directors considers on a quarterly basis the feasibility of paying a cash dividend to its
shareholders. Under the Parent’s general practice, dividends are declared upon completion of a quarter and are
paid prior to the end of the subsequent quarter. Dividends declared consider future expected earnings. See
“Dividend Restrictions” under “Supervision and Regulation” in Item 1 of thls report and Note 10 to the
Consolidated Financial Statements for more information.

Issuer Purchases of Equity Securities

Total Number of
Shares Purchased Approximate Dollar Value
as Part of Publicly of Shares that May Yet Be
Total Number of  Average Price Announced Plans or  Purchased Under the Plans

Period Shares Purchased !  Paid Per Share Programs or Programs 2
October 1 - 31, 2008 1,227 $ 4432 1,000 $ 85,356,214
November 1 - 30, 2008 1,826 47.03 - 85,356,214
December 1 - 31, 2008 4,077 42.59 - 85,356,214
Total 7,130 44.02 1,000

! The months of October, November, and December 2008 included 227, 1,826, and 4,077 shares, respectively, purchased from employees in
connection with stock swaps, income tax withholdings related to vesting of restricted stock, and shares purchased for a Rabbi Trust. These
shares were not purchased as part of the publicly announced program. The shares were purchased at the closing price of the Parent’s
common stock on the dates of purchase. ‘

2 The Parent repurchased shares during the fourth quarter of 2008 pursuant to its ongoing share repurchase program that was first
announced in July 2001. The Parent announced an additional authorization for share repurchases of $50.0 million on October 24, 2008. As
of February 20, 2009, $85.4 million remained of the total $1.70 billion total repurchase amount authorized by the Parent’s Board of
Directors under the share repurchase program. The program has no set expiration or termination date.
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Performance Graph

The following graph shows the cumulative total return for the Parent’s common stock compared to the
cumulative total returns for the Standard & Poor’s (“S&P”) 500 Index and the S&P Bank Index. The graph
assumes that $100 was invested on December 31, 2003 in the Parent’s common stock, the S&P 500 Index, and
the S&P Bank Index. The cumulative total return on each investment is as of December 31 of each of the
subsequent five years and assumes reinvestment of dividends.

CUMULATIVE TOTAL RETURN
Based upon an initial investment of $100 on December 31, 2003 )
with dividends reinvested ' .
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Item 6. Selected Financial Data

Summary of Selected Consolidated Financial Data

(dollars in millions, except per share amounts) 2008 2007 2006 2005 2004
Year Ended December 31,

Operating Results

Net Interest Income $ 4188 § 3950 $ 4026 $ 407.1 390.6
Provision for Credit Losses 60.5 15.5 10.8 4.6 (10.0)
Net Income 1922 183.7 180.4 181.6 1733
Basic Earnings Per Share 4.03 3.75 3.59 3.50 3.26
Diluted Earnings Per Share 3.99 3.69 3.52 341 3.08
Dividends Declared Per Share 1.77 1.67 1.52 1.36 1.23
Performance Ratios

Net Income to Average Total Assets (ROA) 1.84% 1.75% 1.76% 1.81% 1.78%
Net Income to Average Shareholders’ Equity (ROE) 24.54 25.15 25.90 24.83 22.78
Efficiency Ratio ! 51.23 52.78 51.87 53.15 56.14
Operating Leverage ? 10.00 0.76 3.13 10.54 26.33
Net Interest Margin 3 433 4.08 4.25 4.38 4.32
Dividend Payout Ratio * 43.92 44.53 42.34 38.86 37.73
Average Shareholders’ Equity to Average Assets 7.50 6.97 6.80 7.29 7.81
Average Balances

Average Loans and Leases $ 65422 $§ 65616 $ 63692 $ 6,104.4 5,786.6
Average Assets 10,448.2 10,472.1 10,241.4 10,023.7 9,745.5
Average Deposits 7,851.3 7,887.5 7,731.0 7,766.5 7,422.3
Average Shareholders’ Equity 783.1 730.3 696.3 731.1 761.0
Weighted Average Shares Outstanding

Basic Weighted Average Shares 47,674,000 49,033,208 50,176,685 51,848,765 53,232,815
Diluted Weighted Average Shares 48,200,650 49,833,546 51,178,943 53,310,816 = 56,241,044
As of December 31,

Balance Sheet Totals

Loans and Leases $ 65302 $ 65809 $§ 66232 $ 6,685 5,986.9
Total Assets 10,763.5 10,472.9 10,571.8 10,187.0 9,766.2
Total Deposits 8,292.1 7,942.4 8,023.4 7,907.5 7,564.7
Long-Term Debt 203.3 2354 260.3 242.7 252.6
Total Shareholders’ Equity 790.7 750.3 719.4 693.4 814.8
Financial Ratios

Allowance to Loans and Leases Outstanding 1.89% 1.38% 1.37% 1.48% 1.78%
Tier 1 Capital Ratio > 11.24 10.32 9.99 10.36 12.13
Total Capital Ratio * 12.49 11.92 11.92 12.70 14.89
Leverage Ratio 3 7.30 7.02 7.06 7.14 8.29
Non-Financial Data

Common Shareholders of Record 7,523 7,721 7,888 7,940 8,171

! Efficiency ratio is defined as noninterest expense divided by total revenue (net interest income and noninterest income).

2 QOperating leverage is defined as the percentage change in income before provision for credit losses and provision for income taxes.

3 Net interest margin is defined as net interest income, on a fully taxable equivalent basis, as a percentage of average earning assets.
4 Dividend payout ratio is defined as dividends declared per share divided by basic earnings per share.
5 Tier 1 capital, total capital, and leverage ratios as of December 31, 2007 were corrected from 10.36%, 11.96%, and 7.04%, respectively.
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Item 7. Management’s Discussion and Analysis of
Financial Condition and Results of Operation

Forward-Looking Statements

This report contains forward-looking statements
concerning, among other things, the economic and
business environment in our service area and
elsewhere, credit quality, and other financial and
business matters in future periods. Our forward-
looking statements are based on numerous
assumptions, any of which could prove to be
inaccurate and actual results may differ materially
from those projected because of a variety of risks
and uncertainties, including, but not limited to:

1) general economic conditions either nationally,
internationally, or locally may be less favorable than
expected; 2) changes in the securities markets, public
debt markets, and other capital markets in the U.S.
and globally; 3) the increase in government
intervention in the U.S. financial system;

4) competitive pressure among financial services and
products; 5) the impact of legislation and the
regulatory environment; 6) fiscal and monetary
policies of the markets in which we operate;

7) actual or alleged conduct which could harm our
reputation; 8) changes in accounting standards;

9) changes in tax laws or regulations or the
interpretation of such laws and regulations;

10) changes in our credit quality or risk profile that
may increase or decrease the required level of our
reserve for credit losses; 11) changes in market
interest rates that may affect our credit markets and
ability to maintain our net interest margin;

12) unpredicted costs and other consequences of
legal or regulatory matters involving the Company;
13) changes to the amount and timing of proposed
common stock repurchases; and 14) geopolitical risk,
military or terrorist activity, natural disaster, adverse
weather, public health, and other conditions
impacting us and our customers’ operations. A
detailed discussion of these and other risks and
uncertainties that could cause actual results and
events to differ materially from such forward-looking
statements is included under the section entitled
“Risk Factors” in Part I of this report. Words such
as “believes,” “anticipates,” “expects,” “intends,”
“targeted,” and similar expressions are intended to
identify forward-looking statements but are not
exclusive means of identifying such statements. We
do not undertake an obligation to update forward-

< AN
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looking statements to reflect later events or
circumstances. :

Critical Accounting Estimates

Our Consolidated Financial Statements were prepared
in accordance with U.S. generally accepted
accounting principles and follow general practices
within the industries in which we operate. The most
significant accounting policies we follow are
presented in Note 1 to the Consolidated Financial
Statements. Application of these principles requires
us to make estimates, assumptions, and judgments
that affect the amounts reported in the financial
statements and accompanying notes. Critical
accounting estimates are defined as those that require

“assumptions or judgments to be made based on

information available as of the date of the financial
statements. Certain policies inherently have a greater
reliance on the use of estimates. Those policies have
a greater possibility of producing results that could
be materially different than reported if there is a
change to any of the estimates, assumptions, or
judgments made by us. Based on the potential impact
to the financial statements of the valuation methods,
estimates, assumptions, and judgments used, we
identified the determination of the reserve for credit
losses, the valuation of mortgage servicing rights, the
valuation of leased asset residual values, the fair
value of financial instruments, the valuation of
pension and postretirement benefit obligations, and
the determination of income tax expense and liability
to be the accounting estimates that are the most
subjective or judgmental.

Reserve for Credit Losses

A consequence of lending activities is that we may
incur losses. The amount of such losses will vary,
depending upon the risk characteristics of the loan
and lease portfolio as affected by economic
conditions, including rising interest rates, and the
financial performance of borrowers. The reserve for
credit losses consists of the' Allowance for Loan and
Lease Losses (the “Allowance”) and a Reserve for
Unfunded Commitments (the “Unfunded Reserve”).
The reserve for credit losses provides for credit
losses inherent in lending or committing to lend and
is based on loss estimates derived from a
comprehensive quarterly evaluation, reflecting
analyses of individual borrowers and historical loss
experience, supplemented as necessary by credit



judgment to address observed changes in trends,
conditions, and other relevant environmental and
economic factors. The Allowance provides for
probable and estimable losses inherent in our loan
and lease portfolio. The Allowance is increased or
decreased through the provisioning process. There is
no exact method of predicting specific losses or
amounts that ultimately may be charged-off on
particular segments of the loan and lease portfolio.

Our determination of the amount of the reserve for
credit losses is a critical accounting estimate as it
requires the use of estimates and significant ‘
judgment as to the amount and timing of expected
future cash flows on impaired loans and leases,
estimated loss rates on homogenous portfolios, and
deliberation on economic factors and trends. On a
quarterly basis, an evaluation of specific individual
commercial borrowers is performed to identify
impaired loans and leases. Also, on a quarterly basis,
the Audit Committee of the Board of Directors
reviews and approves the reserve for credit losses
prior to final affirmation by the Board of Directors.
See Note 3 to the Consolidated Financial Statements
for more information on the reserve for credit losses.

Valuation of Mortgage Servicing Rights

When mortgage loans are sold with servicing rights
retained, a servicing asset is established and
accounted for based on estimated fair values. An
estimated fair value is used because there is no
quoted or established market for valuation of
mortgage servicing rights. The estimated fair value is
determined using discounted cash flow modeling
techniques, which requires us to make estimates and
assumptions regarding the amount and timing of
expected future cash flows, loan repayment rates,
costs to service, and interest rates that reflect the risk
involved. Our estimates of the fair value of mortgage
servicing rights are sensitive to changes in the
underlying estimates and assumptions. Had we
assumed lower interest rates and higher loan
repayment rates, the estimated fair value of the
mortgage servicing rights could have been lower than
recorded in our Consolidated Statements of
Condition. See Note 4 to the Consolidated Financial
Statements for more information on mortgage
servicing rights.

16

Valuation of Leased Asset Residual Values

Lease financing receivables include a residual value
component, which represents the estimated value of
leased assets upon lease expiration. Our
determination of residual value is derived from a
variety of sources, including equipment valuation
services, appraisals; and publicly available market
data on recent sales transactions on similar
equipment. The length of time until lease
termination, the cyclical nature of equipment values,
and the limited marketplace for re-sale of certain
leased assets, are important variables considered in
making this determination. We update our valuation
analysis on an annual basis, or more often when
events or circumstances warrant. When we determine
that the fair value is lower than the expected residual
value at lease expiration, the difference is recognized
as an asset impairment in the period in which the
analysis is completed. See Note 3 to the
Consolidated Financial Statements. for more
information on the residual value of leased assets.

Pension and Postretirement Benefit Obligations

Our pension and postretirement benefit obligations
and net periodic benefit cost are actuarially
determined based on a number of key assumptions,
mcluding the discount rate, estimated future return
on plan assets, and the health care cost trend rate.
Our determination of the pension and postretirement
benefit obligations and net periodic benefit cost is a
critical accounting estimate as it requires the use of
estimates and judgment related to the amount and
timing of expected future cash out-flows for benefit
payments and cash in-flows for maturities and return
on plan assets. Changes in estimates and assumptions
related to mortality rates and future health care costs
could also have a material impact to our financial
condition or results of operations. The discount rate
is used to determine the present value of future
benefit obligations and the net periodic benefit cost.
The discount rate used to value the future benefit
obligation as of each year-end is the rate used to
determine the periodic benefit cost in the following
year.



The estimated pension and postretirement net
periodic benefit cost for 2009 is $4.2 million, based
on an assumed discount rate of 6.25%. The following
table presents a sensitivity analysis of a 25 basis
point change in discount rates to the net periodic
benefit cost and benefit obligation:

Discount Rate Sensitivity Analysis Table 1

Impact of

Discount Discount

Rate Rate

Base 25 Basis 25 Basis
Discount Point Point

(dollars in thousands) Rate Increase Decrease

2008 Net Periodic
Benefit Cost,
Pension Benefits
2008 Net Periodic
Benefit Cost,
Postretirement Benefits
Pension Benefit Obligation
as of December 31, 2008
Postretirement Benefit Obligation
as of December 31, 2008
Estimated 2009 Net Periodic
Benefit Cost,
Pension Benefits
Estimated 2009 Net Periodic
Benefit Cost,
Postretirement Benefits

6.85% $ (168) $ 162

685%  (61) 65

6.25% (2,341) 2,449

6.25% (774) 811

625%  (156) 160

6.25% (65) 68
See Note 13 to the Consolidated Financial
Statements for more information on our pension and

postretirement benefit plans.
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Income Taxes

We determine our liabilities for income taxes based
on current tax regulation and interpretations in tax
jurisdictions where our income is subject to taxation.
Currently, we file tax returns in 11 federal, state and
local domestic jurisdictions, and four foreign
jurisdictions. In estimating income taxes payable or
receivable, we assess the relative merits and risks of
the appropriate tax treatment considering statutory,
judicial, and regulatory guidance in the context of
each tax position. Accordingly, previously estimated
liabilities are regularly reevaluated and adjusted,
through the provision for income taxes.

Changes in the estimate of income taxes payable or
receivable occur periodically due to changes in tax
rates, interpretations of tax law, the status of
examinations being conducted by various taxing
authorities, and newly enacted statutory, judicial and
regulatory guidance that impact the relative merits
and risks of each tax position. These changes, when
they occur, affect accrued income taxes and can be
significant to our operating results. See Note 15 to
the Consolidated Financial Statements for more
information on income taxes.

Reclassifications

Certain prior period information in Management’s
Discussion and Analysis of Financial Condition and
Results of Operation (“MD&A”) has been
reclassified to conform to the 2008 presentation.



Overview

We are a regional financial services company serving
businesses, consumers, and governments in Hawaii,
American Samoa, and the West Pacific. Our main
operating subsidiary, the Bank, was founded in 1897
and is the largest independent financial institution in
Hawaii.

“Maximizing shareholder value over time” remains
our governing objective. Our vision is “exceptional
people building exceptional value for our customers,
our island communities, our shareholders, and each
other.”

In striving to fulfill our governing objective and
vision, we introduced our 2007+ Plan (“Plan”) to
our shareholders, customers, and employees in
January 2007. Our Plan, which we continued to
follow in 2008, focused on soundness and on
disciplined management of lending, investing,
compliance, capital, and liquidity.

Plan Financial Objectives and Earnings Summary

Our Plan was prepared with the expectation that
economic growth in Hawaii could slow in 2007 and
beyond. Our Plan was based on assumptions of
moderate growth in revenues and consistent, positive
operating leverage. Our Plan also allowed us to
adjust for economic softness as we became
increasingly cautious in 2008. Our Plan is to grow
with the markets that we serve, while maintaining
our conservative risk profile.

In 2008, the U.S. economy, and in particular the
financial services industry, faced unprecedented
challenges. Although we were not immune to these
external factors, 2008 produced solid financial
results.
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The following summarizes our Plan financial
objectives compared with our financial results for
2008:

Financial Objectives Table 2

Plan Financial

Performance Ratios Objectives 2008 Results

Average ROA Above 1.70% 1.84%
Average ROE Above 25.00% 24.54%
Efficiency Ratio Approaching 50.00% 51.23%
Operating Leverage Positive 10.00%

Net income for 2008 was $192.2 million, an increase
of 5% from 2007. Diluted earnings per share were
$3.99 for 2008, an increase of 8% from 2007. Our
solid financial performance in 2008 was primarily
due to a $23.8 million or 6% increase in net interest
income from 2007, a result of a 25 basis point
increase in our net interest margin to 4.33%.

Our solid financial performance in 2008 was also
positively impacted by three transactions:

* $13.7 million pre-tax gain resulting from the
mandatory redemption of our Visa, Inc.
(“Visa”) shares, as well as a $5.6 million
reversal of previously recorded contingency
accruals related to Visa legal matters;

* $11.6 million pre-tax gain resulting from the
sale of our equity interest in an aircraft lease.
This sale also resulted in a net benefit for
income taxes from the adjustment of
previously recognized tax liabilities. After-tax
gains from this transaction were $13.0 million;
and

+ $8.9 million net gain related to the settlement
of our Sale-In Lease-Out (“SILO”)
transactions with the Internal Revenue Service
(the “IRS”). This amount was comprised of a
$4.0 million decrease to lease financing
interest income and a $12.9 million credit to
the provision for income taxes.



Our actions in 2008 were influenced by the
weakening economy and uncertainties regarding the
impact of government regulation. We strengthened
our balance sheet in 2008, with increased levels of
deposits, reserves for credit losses, and capital.

* Total deposits were $8.3 billion as of
December 31, 2008, an increase of
$349.7 million or 4% from the balance as of
December 31, 2007;

» We increased our reserve for credit losses by
- $32.5 million or 34% during 2008, to reflect
increased risk due to the overall softening of
the economy, and risk in the credit and
financial markets; and

» We significantly increased our capital. Our
leverage ratio was 7.30% as of December 31,
2008 compared to 7.02% as of December 31,
2007. Also, our Tier 1 capital ratio was
11.24% as of December 31, 2008 compared
to 10.32% as of December 31, 2007.
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In December 2008, we decided not to participate in
the U.S. Treasury’s TARP/CPP. Rather than relying
on government funding, we focused on increasing
deposits and building capital. We have substantial
resources for investment and lending, and will make
such investments as opportunities and conditions
warrant.

We anticipate that the challenging economic
environment will continue in 2009. We will focus on
maintaining high levels of liquidity, as well as strong
capital and reserves for credit losses. Special
emphasis will be given to workforce productivity, ‘
technology and service enhancement, and
management of risk and expenses.



Analysis of Statements of Income

Average balances, related income and expenses, and resulting yields and rates are presented in Table 3. An
analysis of the change in net interest income, on a taxable equivalent basis, is presented in Table 4.

Average Balances and Interest Rates — Taxable Equivalent Basis Table 3
2008 2007 2006
. Average Income/ Yield/ - Average Income/ Yield/ Average Income/ Yield/
(dollars in millions) Balance Expense Rate Balance Expense Rate Balance Expense Rate
Earning Assets '
Interest-Bearing Deposits $ 201 $§ 04 227% $ 293 8 15 528% § 54 8 02 392%
Funds Sold 78.6 1.6 2.04 60.3 3.1 5.06 15.2 0.8 5.06
Investment Securities
Trading 94.1 47 499 122.6 49 4.00 - - -
Awvailable-for-Sale 2,604.4 140.0 5.38 2,516.7 130.5 5.19 2,598.8 127.5 491
Held-to-Maturity 263.7 119 4.50 3295 149 453 417.6 183 4.37
Loans Held for Sale 8.8 05 572 9.0 06 643 9.7 0.6 638
Loans and Leases !
Commercial and Industrial 1,061.7 584 5.50 1,054.8 78.1 7.40 987.8 727 17.36
Commercial Mortgage 683.1 419 6.14 624.5 425 6.81 . 598.5 403 6.73
Construction 173.4 103 593 250.1 19.6 7.86 1973 162 8.19
Commercial Lease Financing 471.8 132 280 470.3 150 3.19 478.2 146 3.05
Residential Mortgage 2,484.9 1509 6.07 2,488.2 152.5 6.13 2,447 .4 146.0 5.97
Home Equity 997.9 589 5.90 961.4 727 7.56 925.2 68.7 743
Automobile 411.8 334 8.11 432.0 353 8.18 4338 346 797
Other ? 257.6 23.2 9.01 280.3 30.1 10.72 301.0 31.8 10.59
Total Loans and Leases 6,542.2 3902 5.96 6,561.6 4458 6.79 6,369.2 4249 6.67
Other 79.6 1.7 211 79.4 1.5 1.83 79.4 11 145
Total Earning Assets 3 9,691.5 551.0 5.69 9,708.4 602.8 6.21 9,495.3 5734 6.04
Cash and Noninterest-Bearing
Deposits 2733 288.9 301.2
Other Assets 483.4 474.8 444.9
Total Assets $ 10,4482 $ 104721 $ 10,2414
Interest-Bearing Liabilities
Interest-Bearing Deposits
Demand $  1,663.7 55 033 § 1,521.7 153 1.01. $§ 15755 155 098
Savings 2,808.7 28.6 1.02 2,745.8 541 197 2,720.3 384 141
Time 1,637.2 483 295 1,728.4 68.4 396 1,484.8 498 335
Total Interest-Bearing Deposits 6,109.6 824 135 5,995.9 137.8 230 5,780.6 103.7 1.79
Short-Term Borrowings 106.2 1.7 1.65 127.9 63 4.94 177.7 8.8 497
Securities Sold Under
Agreements to Repurchase 1,083.3 338 3.12 1,044.8 470 450 9324 422 452
Long-Term Debt 2182 134 6.15 251.9 158  6.22 249.8 154 6.15
Total Interest-Bearing ‘
Liabilities 7,517.3 1313 175 7,420.5 2069 2.79 7,140.5 170.1 238
Net Interest Income $ 419.7 $ 3959 $ 4033
Interest Rate Spread - 3.94% 3.42% 3.66%
Net Interest Margin 4.33% 4.08% 4.25%
Noninterest-Bearing Demand
Deposits 1,741.8 1,891.6 1,950.4
Other Liabilities 406.0 429.7 454.2
Shareholders’ Equity 783.1 730.3 696.3
Total Liabilities and
Shareholders’ Equity $ 10,4482 $ 104721 $ 10,2414

is recognized on a cash basis.

2 Comprised of other consumer revolving credit, installment, and consumer lease financing.

3 Interest income includes taxable equivalent basis adjustments, based upon a federal statutory tax rate of 35%, of $945,000, $923,000, and
$696,000 for the years ended December 31, 2008, 2007, and 2006, respectively.
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Non-performing loans and leases are included in the respective average loan and lease balances. Income, if any, on such loans and leases



Analysis of Change in Net Interest Income — Taxable Equivalent Basis

Table 4

Year Ended December 31,
2008 Compared to 2007

Year Ended December 31,
2007 Compared to 2006

(dollars in millions) Volume ! Rate ! Total Volume ! Rate ! Total
Change in Interest Income: : :
Interest-Bearing. Deposits $ @©O4H $ @©7 $ a1 $ 1.2 8 01 8§ 1.3
Funds Sold 0.7 2.2) (1.5) 2.3 - 23
Investment Securities
Trading (1.3) 1.1 0.2) 4.9 - 49
Available-for-Sale 4.6 4.9 9.5 4.1 7.1 3.0
Held-to-Maturity 2.9 0.1) 3.0) 4.0) 0.6 3.4)
Loans Held for Sale - 0.1 (0.1) - - -
Loans and Leases
Commercial and Industrial 0.5 (20.2) (19.7) 5.0 0.4 54
Commercial Mortgage 3.8 4.4) (0.6) 1.7 0.5 22
Construction (5.2) 4.1) 9.3) 4.1 0.7) 3.4
Commercial Lease Financing 0.1 (1.9) (1.8) 0.2) 0.6 0.4
Residential Mortgage 0.2) (1.4 (1.6) 2.5 4.0 6.5
Home Equity 2.6 (16.4) (13.8) 2.7 1.3 4.0
Automobile (1.6) 0.3) (1.9) 0.2) 0.9 0.7
Other ? 2.3) (4.6) 6.9) 2.1) 04 - (1.7
Total Loans and Leases 2.3) (53.3) (55.6) 13.5 74 20.9
Other - 0.2 0.2 - 0.4 04
Total Change in Interest Income (1.6) (50.2) (51.8) 13.8 15.6 294
Change in Interest Expense:
Interest-Bearing Deposits
Demand 14 (11.2) - 9.8) (0.6) 0.4 (0.2)
Savings 12 (26.7) (25.5) 0.3 15.4 15.7
Time 3.5 (16.6) (20.1) 8.8 9.8 18.6
Total Interest-Bearing Deposits 0.9) (54.5) (554) 85 25.6 341
Short-Term Borrowings 0.9 3.7 (4.6) 2.4) 0.1) 2.5)
Securities Sold Under Agreements to Repurchase 1.7 (14.9) (13.2) 5.0 0.2) 4.8
Long-Term Debt (2.2) 0.2) 24 0.2 0.2 0.4
Total Change in Interest Expense 2.3) (73.3) (75.6) 11.3 255 36.8
Change in Net Interest Income . % 07 $ 231 § 238 § 25 § (99 $ (74

1. The changes for each category of interest income and expense are allocated between the portion of changes attributable to the variance in

volume and rate for that category.

2 Comprised of other consumer revolving credit, installment, and consumer lease financing.

Net Interest Income

The amount of net interest income is affected by
both changes in interest rates (rate) and the amount
and composition of earning assets and interest-
bearing liabilities (volume). Net interest income
benefited significantly from the lower interest rate
environment in 2008 and as our liabilities re-priced
faster than our assets.

Net interest income, on a taxable equivalent basis,
increased by $23.8 million or 6% in 2008 from 2007

2
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primarily due to lower funding costs and the effects
of a steeper yield curve in 2008. Net interest margin
increased by 25 basis points in 2008 from 2007.
Rates paid on interest-bearing deposits decreased by
95 basis points in 2008, reflecting the full effects of-
a decreasing interest rate environment during 2008. .
Also contributing to our lower funding costs was a -~
138 basis point decrease in rates paid on securities
sold under agreements to repurchase in.2008. The
decrease in our funding costs more than offset the
decrease in interest income from our earning assets.
Yields on our loans and leases decreased by 83 basis



points .in 2008 from 2007. Yields were 190 basis
points lower in our commercial and industrial
portfolio and 166 basis points lower in our home
equity portfolio, as interest rates reset on these
variable rate products.

Average balances of our interest earning assets and
interest-bearing liabilities changed only slightly in
2008 from 2007. Average interest-bearing liabilities
increased by $96.8 million or 1% in 2008 from 2007,
primarily due to growth in interest-bearing demand
and savings deposits as customers moved balances to
more liquid accounts. Also contributing to the
increase in average interest-bearing liabilities was a
$38.5 million increase in average balances in
securities sold under agreements to repurchase.
Average earning assets decreased by $16.9 million or
less than 1% in 2008 from 2007.

Net interest income, on a taxable equivalent basis,
decreased by. $7.4 million or 2% in 2007 from 2006,
primarily due to increased funding costs. Net interest
margin decreased by 17 basis points in 2007 from
2006, primarily due to the prolonged effects of the
inverted or flat yield curve. Rates paid on interest-
bearing deposits increased by 51 basis points in
2007, reflecting the full effects of a rising interest
rate environment during 2006. The increase in our
funding costs more than offset the increase in interest
income from our earning assets. Yields on our loans
and leases increased by 12 basis points in 2007 from
2006. Yields were also 28 basis points higher in our
investment securities available-for-sale in 2007 from
2006, primarily as a result of reinvestment in higher
yielding investment securities as well as a decrease in
the level of prepayments.

Average interest-bearing liabilities increased by
$280.0 million or 4% in 2007 from 2006, primarily
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due to growth in time deposits. Average time deposit
balances increased by $243.6 million as customers
sought higher rate deposit products. Also contributing
to the increase in average interest-bearing liabilities
was a $112.4 million increase in average balances in
securities sold under agreements to repurchase.
Average long-term debt, the costliest of our interest-
bearing liabilities, remained relatively unchanged in
2007 from 2006. Average loans and leases increased
by $192.4 million or 3% in 2007 from 2006, with
growth in substantially all loan categories. Average
balances in investment securities declined slightly in
2007 from 2006.

Provision for Credit Losses

The Provision for Credit Losses (the “Provision™)
reflects our judgment of the expense or benefit
necessary to achieve the appropriate amount of the
Allowance. We maintain the Allowance at levels
adequate to cover our estimate of probable credit
losses as of the end of the reporting period. The
Provision is determined through detailed quarterly
analyses of the loan and lease portfolio. The
Provision is based on our loss experience, changes in
the economic environment, as well as an ongoing
assessment of our credit quality. The Provision was
$60.5 million in 2008, $15.5 million in 2007, and
$10.8 million in 2006. The Provision recorded in
2008 increased the Allowance to $123.5 million as of
December 31, 2008, which is reflective of higher
levels of net loans and leases charged-off and a
slowdown in local economic activity. For further
discussion on the Allowance, see the “Corporate
Risk Profile — Allowance for Loan and Lease
Losses” section in MD&A.



Noninterest Income

Table 5 presents the major components 6f noninterest income for 2008, 2007, and 2006.

Noninterest Income Table 5
Year Ended December 31, Dollar Change Percent Change
(dollars in thousands) 2008 2007 2006 2008 to 2007 2007 to 2006 2008 to 2007 2007 to 2006
Trust and Asset Management $ 57,014 $ 62,926 $ 58,740 $ (5,912) $ 4,186 (Y% 7%
Mortgage Banking 8,164 11,725 10,562 (3,561) 1,163 (30) 11
Service Charges on Deposit Accounts 50,845 46,260 41,756 4,585 4,504 10 11
Fees, Exchange, and Other Service Charges 66,524 65,825 62,441 699 3,384 1 5
Investment Securities Gains, Net 532 1,485 172 (953) 1,313 64) 763
Insurance ' 24,575 23,177 20,388 1,398 2,789 6 14
Other Income:
Gain on Mandatory Redemption of
Visa Shares 13,737 - - 113,737 - n.m. n.m.
Gain on the Sale of Leased Assets 12,209 3,126 2,708 9,083 418 ' 291 15
Income from Bank-Owned Life ‘ '
Insurance » 8,369 7,773 6,090 " 596 1,683 8 28
Gain on the Sale of Real Estate - - 3,095 - (3,095) 3,095 n.m. nm. -
Other 16,144 15,095 13,319 1,049 1,776 7 13
Total Other Income 50,459 29,089 22,117 21,370 6,972 73 32
Total Noninterest Income . $ 258,113 $ 240,487 $ 216,176 $ 17,626 $ 24,311 % 11%

n.m. — not meaningful.

Trust and asset management income is comprised of
fees earned from the management and administration
of trust and other customer assets. These fees are in
large part based upon the market value of the assets
that we manage. Total trust assets under
administration were $9.8 billion as of December 31,
2008, $13.0 billion as of December 31, 2007, and
$12.6 billion as of December 31, 2006. Trust and
asset management income decreased by 9% in 2008
from 2007 primarily due to a $3.2 million decrease
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in investment advisory fees and a $2.7 million
decrease in fees from accounts under management.
Both decreases were affected by the decline in the
value of equity markets over this period. Trust and
asset management income increased in 2007 from »
2006 primarily due to a $2.0 million increase in fees
from new accounts under management as well as an
increase in fees from existing accounts as a result of
an increase in the market value of assets under
managements.



Mortgage banking income for 2008, 2007, and 2006 was

comprised of the following:

Mortgage Banking Table 6
(dollars in thousands) 2008 2007 2006
Mortgage Origination and Servicing Activities
Servicing Income $ 6297 $ 6,105 § 6,117
Net Gains on the Sale of Residential Mortgage Loans 996 685 1,080
Mortgage Loan Fees 2,463 2,484 2,041
Total Mortgage Origination and Servicing Activities 9,756 9,274 9,238
Mortgage Servicing Rights and Derivative Financial Instruments
Net Change in the Fair Value of Mortgage Servicing Rights
Due to Originations and Payoffs ! (2,205) (40) 3,963
Net Change in the Fair Value of Mortgage Servicing Rights
Due to Changes in Valuation Assumptions
and the Fair Value of Designated Securities 2 (7,564) 2,449 -
Net Losses Related to Mortgage Servicing Rights
Under the Amortization Method (340) - (2,536)
Net Gains (Losses) on Derivative Financial Instruments 8,517 42 (103)
Total Mortgage Servicing Rights and Derivative Financial Instruments (1,592) 2,451 1,324
Total Mortgage Banking $ 8164 $ 11,725 $ 10,562

! Principally represents changes due to loan payoffs and loan sales with servicing rights retained.

2 Changes in valuation assumptions principally reflects changes in discount rates and loan repayment rate assumptions, mostly due to
changes in interest rates. Designated Securities were comprised of mortgage-backed securities in our trading portfolio, which were used to
manage the volatility of the fair value of our mortgage servicing rights. Realized investment trading gains and losses were not material.

Mortgage banking income is highly influenced by
mortgage interest rates and the housing market.
Mortgage banking income decreased by 30% in 2008
from 2007 primarily due to a $12.5 million decrease
in income related to the estimated fair value of our
mortgage servicing rights, net of the change in fair
value of our designated trading securities. The
decrease in our income from mortgage servicing
rights was primarily due to higher loan repayment
rate assumptions in 2008 as a result of lower interest
rates on mortgage-based products and the resulting
increase in refinancing activity. This was partially
offset by an $8.5 million increase in net gains on our
derivative financial instruments in 2008. Our
adoption of SAB No. 109 on January 1, 2008 had
the effect of accelerating gain recognition of the
estimated fair value of our mortgage servicing rights
related to the loan from the loan sale date to the loan
commitment date. Derivative gains related to our
application of SAB No. 109 in 2008 were

$7.6 million. Mortgage loan originations were
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$866.3 million in 2008, a $55.6 million or 7%
increase compared to 2007. The increase in mortgage
loan originations in 2008 compared to 2007 was
primarily due to higher refinancing activity due to
lower mortgage interest rates. Servicing income has
also remained stable in 2008, as our portfolio of
residential mortgage loans serviced for third parties
was $2.7 billion as of December 31, 2008 compared
to $2.5 billion as of December 31, 2007.

Mortgage banking income increased by 11% in 2007
from 2006 primarily due to the discontinuation of the
amortization of mortgage servicing rights in 2007.
This was partially offset by a $1.6 million decrease
in income related to the estimated fair value of our
mortgage servicing rights, net of the change in fair
value of our designated trading securities. Mortgage
loan originations were $775.9 million in 2007, a
$66.7 million decrease from 2006. See Note 4 to the
Consolidated Financial Statements for more
information on mortgage servicing rights.



Service charges on deposit accounts increased by
10% in 2008 from 2007 primarily due to a

$4.4 million increase in account analysis fees on
analyzed business checking accounts as a result of
lower earnings credit rates on customer accounts.
Service charges on deposit accounts increased by
11% in 2007 from 2006 primarily due to a

$4.9 million increase in overdraft fees as a result of
fee schedule changes as well as an increase in the
number of transactional deposit accounts.

Fees, exchange, and other service charges are
primarily comprised of debit card income, fees from
ATMs, merchant service activity, and other loan fees
and service charges. The increase in fees, exchange,
and other service charges in 2008 from 2007 was
primarily due to a $1.4 million increase in debit card
income and a $0.6 million increase in fees from
facilitating interest rate swaps on behalf of our
customers. This was partially offset by a $1.2 million
decrease in fees from ATMs. The increase in fees,
exchange, and other service charges in 2007 from
2006 was primarily due to a $3.7 million increase in
debit card income and a $1.0 million increase in fees
from facilitating interest rate swaps on behalf of our
customers. This was partially offset by a $0.6 million
decrease in other loan fees and a $0.4 million
decrease in fees from ATMs. The increases in debit
card income for both periods were due to higher
transactional volume from new and existing debit
cardholders.
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Insurance income is comprised of commission
income - derived from our retail and wholesale
insurance businesses. Insurance income increased by
6% in 2008 from 2007 primarily due to a

$1.2 million increase in income from annuity and life
insurance products and a $0.8 million increase in
contingent commission income. This was partially
offset by a $0.4 million decrease in income from life
insurance premiums. The increase in income from
fixed annuity products was a result of customers
preferring conservative investment alternatives in
light of equity market conditions. Insurance income
increased by 14% in 2007 from 2006 primarily due
to a $1.2 million increase in income from annuity
and life insurance products as well as a $1.1 million
increase in contingent commission income.

Other noninterest income increased by 73% in 2008
from 2007 primarily due to the $13.7 million gain
from the mandatory redemption of our Visa shares
and the $11.6 million gain on the sale of our equity
interest in an aircraft lease. Also contributing to the
increase was a $3.6 million change in the estimated
fair value of our subordinated notes, partially offset
by a $1.4 million decrease in commission income
from the sale of mutual funds. Other noninterest
income increased by 32% in 2007 from 2006
primarily due to the gain on the sale of real estate,
increased income from bank-owned life insurance,
higher income from low-income housing investments,
and higher commission income from the sale of
mutual funds.



Noninterest Expense

Table 7 presents the major components of noninterest expense for 2008, 2007, and 2006.

Noninterest Expense

Table 7

Year Ended December 31,

Dollar Change

Percent Change

(dollars in thousands) 2008 2007 2006 2008 to 2007 2007 to 2006 2008 to 2007 2007 to 2006
Salaries and Benefits:
Salaries $ 120440 $ 115856 $ 110,203 $ 4584 $ 5,653 4% 5%
Incentive Compensation 19,369 15,505 17,150 3,864 (1,645) 25 (10)
Cash for Stock Grants 4,640 - - 4,640 - n.m. n.m.
Share-Based Compensation 5,049 6,330 5,322 (1,281) 1,008 0) 19
Commission Expense 6,941 7,444 7,168 (503) 276 ©) 4
Retirement and Other Benefits 14,660 15,131 17,212 (471) (2,081) 3) (12)
Payroll Taxes 10,175 9,910 9,791 265 119 3 1
Medical, Dental, and Life Insurance 9,010 9,289 7,900 (279) 1,389 3) 18
Separation Expense 1,674 1,400 1,711 274 (311) 20 (18)
Total Salaries and Benefits 191,958 180,865 176,457 11,093 4,408 6 2
Net Occupancy 45,129 40,073 38,976 5,056 1,097 13 3
Net Equipment 18,143 19,274 20,127 (1,131) (853) (6) 4)
Professional Fees 11,511 11,206 6,854 305 4,352 3 63
Other Expense:
Data Services 13,406 13,456 13,029 (50) 427 - 3
Delivery and Postage Services 10,812 10,337 10,049 475 288 5 3
Legal Contingencies 3,016 - - 3,016 - n.m. n.m.
Bank of Hawaii Charitable
Foundation and Other
Contributions 2,250 - 1,500 2,250 (1,500) n.m, n.m.
Call Premium on Capital Securities 991 - - 991 - nm. n.m.
Accrual (Reversal) of Visa Legal
Costs (5,649) 5,649 - (11,298) 5,649 n.m. n.m.
Other 55,207 54,547 53,970 660 577 1 1
Total Other Expense 80,033 83,989 78,548 (3,956) 5,441 (5) 7
Total Noninterest Expense $ 346,774 $ 335407 $ 320,962 $ 11,367 $ 14,445 3% 5%

n.m. — not meaningful.

Total salaries and benefits increased by 6% in 2008
from 2007 primarily due to cash for stock grants,
broad-based incentive awards, and annual merit
increases. The $4.6 million cash for stock grants
related to a change in our practice of equity

compensation for senior management. Senior

officers, other than executive officers, received cash
grants to encourage them to purchase our common
stock in lieu of receiving restricted stock grants.
Incentive compensation increased in 2008 from 2007
primarily due to $1.6 million in broad-based
incentive awards which was designed to reward
employees who helped us achieve solid financial

performance despite the challenging economic

environment in 2008. Employees eligible for this

award were those employees who did not earn

bonuses, commissions, or other incentives as a part
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of their compensation during 2008. Partially

offsetting these increases in 2008 were reduced

pension costs, as a result of assumption changes, and

reduced executive retention expense. Total salaries
and benefits increased by 2% in 2007 from 2006

primarily due to annual merit increases. Share-based
compensation also contributed to the increase due to

a $1.0 million expense related to an executive
retention agreement that ended on December 31,

2007. Another contributing factor to higher salaries

and benefits expense in 2007 was an increase in
group medical insurance expense. These increases

were partially offset by a reduction in postretirement
medical benefits expense, as a result of our decision
to amend our plan to reduce retirement benefit costs,
and reduced incentive compensation.



Net occupancy increased by 13% in 2008 from 2007
primarily due to a $2.2 million increase in utilities
expense as well as a $2.1 million increase in net
rental expense. The increase in net rental expense
was primarily related to our new Waikiki branch and
the opening of two new in-store branches. Net
occupancy expense increased by 3% in 2007 from
2006 primarily due to a $1.6 million increase in
utilities expense, partially offset by a $0.4 million
decrease in depreciation and amortization expense.
The increase in utilities expense in 2008 and 2007
were primarily due to higher energy costs.

Professional fees remained relatively unchanged in
2008 from 2007. Professional fees increased by
$4.4 million in 2007 from 2006 primarily due to a
$4.0 million reduction in legal fees in 2006 as a
result of the conclusion of various legal matters.

Other noninterest expense decreased by 5% in 2008
from 2007 primarily due to a $5.6 million reversal of
previously recorded Visa contingency accruals. Also
contributing to the decrease in other noninterest
expense in 2008 was a $1.8 million fraud loss
recorded in 2007. These items were partially offset
by a $3.0 million increase in our reserves for legal
contingencies, a $2.3 million increase in our
contributions to the Bank of Hawaii Charitable
Foundation and other charitable organizations, and a
$1.0 million call premium related to our Bancorp
Hawaii Capital Trust I Capital Securities (“Capital
Securities”). Other noninterest expense increased by
7% in 2007 from 2006 primarily due to the

$5.6 million Visa contingency accruals. See Note 17
to the Consolidated Financial Statements for more
information on the Visa legal matters.
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Income Taxes

Our provision for income taxes and effective tax rates
for 2008, 2007, and 2006 were as follows:

Provision for Income Taxes and

Effective Tax Rates Table 8

(dollars in thousands) Provision Effective Tax Rates
2008 $ 77,388 28.70%
2007 100,888 3545
2006 106,710 37.17

The lower effective tax rate in 2008 from 2007 was
primarily due to a $12.9 million credit to the
provision for income taxes recorded in

September 2008. This credit was the result of our
acceptance of the settlement initiative from the IRS
related to our SILO transactions. Also favorably
impacting our effective tax rate in 2008 was a pre-tax
gain from the sale of our equity interest in an aircraft
leveraged lease that would have resulted in an
income tax expense of approximately $4.6 million,
based on statutory income tax rates. However, due to
the timing of the sale of our equity interest and the
adjustment of previously recognized income tax
liabilities, this transaction resulted in a $1.4 net
credit to the provision for income taxes. As a result,
the total income tax benefit from this transaction was
approximately $6.0 million.

The lower effective tax rate in 2007 from 2006 was, -
primarily due to an $8.2 million charge recorded to
the provision for income taxes in 2006 related to a
change in tax law. The 2007 effective tax rate was
also favorably impacted by $0.5 million in higher tax
credits realized from our investments in the State of
Hawaii’s qualified high technology business '
investment program and by a $0.4 million credit to-
the provision for income taxes as a result of the
effective settlement of our Lease-In Lease-Out
(“LILO”) transaction. See Note 15 to the
Consolidated Financial Statements for more
information. o



Analysis of Business Segments

Our business segments are Retail Banking,
Commercial Banking, Investment Services, and
Treasury. Our management accounting process
measures the performance of the business segments
based on the management structure of the Company.
This process, which is not necessarily comparable
with similar information for any other financial
institution, uses various techniques to assign balance
sheet and income statement amounts to the business
segments, including allocations of income, expense,
the Provision, and capital. This process is dynamic
‘anid requires certain allocations based on judgment
and other subjective factors. Unlike financial
‘accounting, there is no comprehensive, authoritative
~ guidance for management accounting that is
equivalent to U.S. generally accepted accounting
principles.

We evaluate several performance measures of the
business segments, the most important of which are
net income after capital charge (“NIACC”) and risk
adjusted return on capital (“RAROC”). NIACC is
economic net income less a charge for the cost of
allocated capital. The cost of allocated capital is
-determined by multiplying our estimate of a
shareholder’s minimum required rate of return on the
cost of capital invested (10% for 2008) by the
segment’s allocated equity. We assume a cost of
capital that is equal to a risk-free rate plus a risk
premium. RAROC is the ratio of economic net
‘income to risk-adjusted equity. Equity is allocated to
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each business segment based on an assessment of its
inherent risk. The net interest income of the business
segments reflects the results of a funds transfer
pricing process that matches assets and liabilities
with similar interest rate sepsitivity and maturity
characteristics and reflects the allocation of net
interest income related to our overall asset and
liability management activities on a proportionate
basis. The basis for the allocation of net. interest
income is a function of our assumptions that are
subject to change based on changes in current
interest rates and market conditions. Funds transfer
pricing also serves to transfer interest rate risk to
Treasury. However, the other business segments have
some latitude to retain certain interest rate exposures
related to customer pricing decisions within
guidelines. Adjustments to Allocated Net Income
include the replacement of the Provision with the
higher of an economic provision or the Provision, the
replacement of the hedge effectiveness of our
mortgage servicing rights with an amortization
approach, the reversal of an earnings credit related to
the Allowance, as well as the tax effect of these
adjustments. The economic provision is a statistically
derived estimate of annual expected credit losses over
an economic cycle.

We consider NIACC to be a measure of shareholder
value creation. Our NIACC was $109.8 million in
2008, $91.7 million in 2007, and $94.1 million in
2006. See Note 12 to the Consolidated Financial
Statements for more information on our business
segments.



Table 9 summarizes NIACC and RAROC results for our business segments for 2008, 2007, and 2006.

Business Segment Selected Financial Information Table 9
) Retail  Commercial  Investment Treasury Consolidated
(dollars in thousands) Banking Banking Services Total and Other __Total
Year Ended December 31, 2008 .
Net Interest Income $ 232454 § 162,711 $ 15643 § 410808 $ 7969 . $ 418,777
Provision for Credit Losses 19,607 40,655 1,088 61,350 (835) 60,515
Net Interest Income After Provision for Credit Losses 212,847 122,056 14,555 349,458 8,804 358,262
Noninterest Income 112,091 53,826 69,452 235,369 22,744 258,113
Noninterest Expense (174,050) (96,125) (64,917) (335,092) (11,682) (346,774)
Income Before Provision for Income Taxes 150,888 79,757 19,090 249,735 19,866 269,601
Provision for Income Taxes (55,836) (30,723) (7,063) (93,622) 16,234 (77,388)
Allocated Net Income 95,052 49,034 12,027 156,113 36,100 192,213
Adjustments to Allocated Net Income (4,707) (6,272) (208) (11,187) 7,150 (4,037)
Income Before Capital Charge 90,345 42,762 11,819 144,92§ 43,250 ' 188,176
Capital Charge (19,040) (16,417) (5,750) (41,207) (37,149) (78,356)
Net Income After Capital Charge (NIACC) $ 71,305 $ 26,345 $ 6069 $ 103,719 $ 6,101° $ 109,820
RAROC (ROE for the Company) 47% 26% 21% 35% - 58% 25%
Total Assets as of December 31, 2008 $ 3,696,518  $ 3,029,799 $ 278,748 $ 7,005,065 $ 3,758410 §$ 10,763,475
Year Ended December 31, 2007 '
Net Interest Income $ 224236 $§ 161,962 $ 14215 $ 400413 § (5,395) - $ 395,018
Provision for Credit Losses 7,056 8,469 258 15,783 (276) 15,507
Net Interest Income After Provision for Credit Losses 217,180 153,493 13,957 384,630 (5,119) 379,511
Noninterest Income 105,490 40,332 75,571 221,393 19,094 240,487
Noninterest Expense (166,245) (94,087) (63,672) (324,004) (11,403) (335,407)
Income Before Provision for Income Taxes 156,425 99,738 25,856 282,019 2,572 284,591
Provision for Income Taxes (57,871) (36,784) 9,567) (104,222) 3,334 (100,888)
Allocated Net Income 98,554 62,954 16,289 177,797 5,906 183,703
Adjustments to Allocated Net Income (4,902) (7,363) (203) (12,468) " 772 (11,696)
Income Before Capital Charge 93,652 55,591 16,086 165,329 6,678 172,007
Capital Charge (20,461) (17,870) (6,229) (44,560) © (35,765) (80,325)
Net Income (Loss) After Capital Charge (NIACC) $ 73,191 $ 37,721 $ 9,87 $ 120769 - $ (29,087) $ 91,682
RAROC (ROE for the Company) '50% 34% 28% 41% 5% 25%
Total Assets as of December 31, 2007 $ 3,690,551 $ 3,095,861 $ 254,756  $ 7,041,168 $ 3,431,774  $ 10,472,942
Year Ended December 31, 2006 ’
Net Interest Income $ 215,938 $ 159012 $ 13,640 $ 388590 $ 14,023 § 402,613
Provision for Credit Losses 5,291 7,165 ) 12,455 (1,697) 10,758
Net Interest Income After Provision for Credit Losses 210,647 151,847 13,641 376,135 15,720 391,855
Noninterest Income 99,148 37,687 69,293 206,128 10,048 216,176
Noninterest Expense (165,000) (87,296) (62,185) (314,481) (6,481) (320,962)
Income Before Provision for Income Taxes 144,795 102,238 20,749 267,782 19,287 287,069
Provision for Income Taxes (53,573) (46,596) (7,677 (107,846) 1,136 (106,710)
Allocated Net Income 91,222 55,642 13,072 159,936 20,423 180,359
Adjustments to Allocated Net Income (3,191 (6,581) (878) (10,650) 1,023 (9,627)
Income Before Capital Charge 88,031 49,061 12,194 149,286 21,446 170,732
Capital Charge (20,286) (17,907) (6,106) (44,299) (32,307) (76,606}
Net Income (Loss) After Capital Charge (NIACC) $ 67,745 $§ 31,154 $ 6088 $ 104987 $ (10,861) $ 94,126
RAROC (ROE for the Company) 48% 30% 22% 37% 15% 26%
Total Assets as of December 31, 2006 $ 3,616,858 $ 3,165,803 $ 199,273 § 6,981,934 $ 3,589,881 -$ 10,571,815

29



Retail Banking

Retail Banking offers a broad range of financial
products and services to consumers and small
businesses. Loan and lease products include
residential mortgage loans, home equity lines of
credit, and installment loans. Deposit products
include checking, savings, and time deposit accounts.
Retail Banking also provides merchant services to its
small business: customers. Products and services from
Retail Banking are delivered to customers through 73
Hawaii branch locations, 462 ATMs throughout
Hawaii and the Pacific Islands, e-Bankoh (on-line
banking service), a 24-hour customer service center,
and a mobile banking service. This segment also
offers retail property, casualty, and life insurance
products.

Financial measures decreased in 2008 from 2007
primarily due to an increase in the Provision and
noninterest expense. This was partially offset by
higher net interest income and noninterest income.
The $12.6 million increase in the Provision was
primarily due to higher net loan losses and risk in
the segment’s consumer portfolios. The $7.8 million
increase in noninterest expense was primarily due to
increased debit card usage, occupancy, and salaries
and benefits expense, as well as higher allocated
expenses to the segment related to earnings-based
incentive compensation. The $8.2 million increase in
net interest income was primarily due to lower loan
funding costs and higher deposit earnings credits,
which was partially offset by lower average deposit
balances. The $6.6 million increase in noninterest
income was primarily due to higher fee income from
overdraft fees and debit card transactions. Retail
Banking’s capital charge decreased by $1.4 million in
2008 from 2007, primarily due to a lower rate
assessed on allocated capital in 2008.

Financial measures improved in 2007 from 2006
primarily due to higher net interest income and
noninterest income. This was partially offset by an
increase in the Provision and noninterest expense.
The $8.3 million increase in net interest income was
primarily due to higher earnings credits on the
segment’s deposit portfolio, which was partially offset
by lower average deposit balances. The $6.3 million
increase in noninterest income was primarily due to
higher fee income from transaction volume and
growth in the number of transactional deposit
accounts, as well as higher interchange income from
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debit card transactions. The $1.8 million increase in
the Provision was primarily due to increased risk in
the segment’s consumer and small business lending
portfolios. The $1.2 million increase in noninterest
expense was primarily due to increased debit card
usage and higher salaries and benefits expense.
Retail Banking’s capital charge remained relatively
unchanged in 2007 from 2006.

Commercial Banking

Commercial Banking offers products including
corporate banking, commercial real estate loans,
commercial lease financing, auto dealer financing,
consumer automobile loans and leases, deposit and
cash management products, and wholesale property
and casualty insurance products. Commercial lending,
deposit, and cash management services are offered to
middle-market and large companies in Hawaii.
Commercial real estate mortgages focus on
customers that include investors, developers, and
builders domiciled in Hawaii. Commercial Banking
also includes syndicated lending activities,
international banking, and operations at our 12
branches in the Pacific Islands.

Financial measures decreased in 2008 from 2007
primarily due to an in increase in the Provision and
noninterest expense. This was partially offset by
higher noninterest income and net interest income.
The $32.2 million increase in the Provision is
primarily due to heightened risk in specific loan
exposures and to general risk from the weakening
economy in Hawaii and the U.S. Mainland. The

$2.0 million increase in noninterest expense was
primarily due to higher allocated expenses to the
segment. The $13.5 million increase in noninterest
income was primarily due to the $11.6 million
pre-tax gain on the sale of our equity interest in an
aircraft lease as well as higher account analysis fees
as a result of lower earnings credit rates on customer
accounts. The $0.7 million increase in net interest
income was primarily due to lower funding costs,
partially offset by the effects of the settlement of our
SILO transactions. Commercial Banking’s capital
charge decreased by $1.5 million in 2008 from 2007,
primarily due to a lower rate assessed on allocated
capital in 2008.

Financial measures improved in 2007 from 2006
primarily due to an increase in net interest income
and noninterest income as well as a decrease in the



provision for income taxes. This was partially offset
by an increase in noninterest expense. The

$3.0 million increase in net interest income was
primarily due to growth in the segment’s loan and
deposit balances as well as higher earnings credits on
the segment’s deposit portfolio. The $2.6 million
increase in noninterest income was primarily due to
higher fee income on wholesale property and
casualty insurance products. Higher fee income from
facilitating customer interest rate swaps, mutual fund
fee income, and gains on the sale of leased assets
also contributed to the growth in noninterest income.
The $9.8 million decrease in the provision for
income taxes was primarily due to a tax charge in
2006 related to a change in tax law. See Note 15 to
the Consolidated Financial Statements for more
information. The $6.8. million increase in noninterest
expense was primarily due to higher salaries and
benefits, other operating, and allocated expenses.

Investment Services

Investment Services includes private banking, trust
services, asset management, and institutional
investment advisory services. A significant portion of
this segment’s income is derived from fees, which are
generally based on the market values of assets under
management. The private banking and personal trust
group assists individuals and families in building and
preserving their wealth by providing investment,
credit, and trust services to high-net-worth
individuals. The asset management group manages
portfolios and creates investment products.
Institutional sales and service offers investment
advice to corporations, government entities, and
foundations. This segment also provides a full

service brokerage offering equities, mutual funds, life
insurance, and annuity products.

Financial measures decreased in 2008 from 2007
primarily due to a decrease in noninterest income
and an increase in noninterest expense. This was
partially offset by an increase in net interest income.
The $6.1 million decrease in noninterest income was
primarily due to lower fee income as a result of
lower asset values under trust administration. The
$1.2 million increase in noninterest expense was
primarily due to higher salaries and benefits, and
allocated expenses. The $1.4 million increase in net
interest income was primarily due to lower funding
costs on the segment’s deposit balances. Investment
Services® capital charge decreased by $0.5 million in

31

2008 from 2007, primarily due to a lower rate
assessed on allocated capital in 2008.

Financial measures improved in 2007 from 2006
primarily due to an increase in noninterest income, .-
partially offset by an increase in noninterest expense.
The $6.3 million increase in noninterest income was
primarily due to higher fee income as. a result of
higher levels of assets under trust administration as
well as higher income related to our fixed annuity
products. The $1.5 million increase in noninterest
expense was primarily due to higher salaries and
benefits, and other operating expenses. Investment
Services® capital charge remained relatively
unchanged in 2007 from 2006.

Treasury

Treasury consists of corporate asset and liability
management activities, including interest rate risk
management and a foreign exchange business. This
segment’s assets and liabilities (and related interest
income and expense) consist of interest-bearing
deposits, investment securities, federal funds sold and
purchased, government deposits, and short and
long-term borrowings. The primary sources of
noninterest income are from bank-owned life
insurance and foreign exchange income related to
customer driven currency requests from merchants
and island visitors. The net residual effect of the
transfer pricing of assets and liabilities is included in
this segment, along with eliminations of inter-
company transactions.

Financial measures improved in 2008 from 2007
primarily due to an increase in net interest income, a
higher benefit for income taxes, higher noninterest
income, and an increase in the adjustment to
allocated net income. This was partially offset by an
increase in the capital charge. The $13.4 million
increase in net interest income was primarily due to a
net benefit from a reduction in lower loan rates and
deposit funding costs, as well as decreases in the cost
of securities sold under agreements to repurchase,
funds purchased, and long-term debt. The increase in
the benefit for income taxes was primarily due to the
$12.9 million credit related to our SILO transactions
recorded in 2008. The $3.7 million increase in
noninterest income was primarily due to a

$13.7 million gain from the mandatory redemption of
our Visa shares, partially offset by a $10.0 million
net change in the estimated fair value of our



mortgage servicing rights due to changes in valuation
assumptions and the fair value of our designated
trading securities. The $6.4 million increase in the
adjustment to allocated net income was primarily due
to the replacement of the hedge effectiveness of our
mortgage servicing rights with an amortization
approach. The $1.4 million increase in the capital
charge in 2008 from 2007 was primarily due to an
increase in excess equity, partially offset by a lower
rate assessed on allocated capital in 2008.

Financial measures decreased in 2007 from 2006
primarily due to lower net interest income and an
increase in noninterest expense. This was partially
offset by an increase in noninterest income in 2007.
The $19.4 million decrease in net interest income ‘
was primarily due to higher funding costs associated
with our deposit portfolio and an increase in the
average balance of deposits funded by this segment.
The $4.9 million increase in noninterest expense was
primarily due to the previously noted $5.6 million
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charge related to Visa legal costs. The $9.0 million
increase in noninterest income was primarily due to a
$3.1 million gain on the sale of real estate, a

$1.7 million increase in income from bank-owned
life insurance, and a $1.3 million increase in net
gains from investment securities. This segment’s
financial results were also negatively impacted by a
$3.5 million increase in the capital charge. This
increase was due to an increase in excess equity as a
result of a decrease in the unrealized loss position on
our investment securities available-for-sale, net of
tax, of $20.8 million.

Other organizational units (Technology, Operations,
Marketing, Human Resources, Finance, Credit and
Risk Management, and Corporate and Regulatory
Administration) included in Treasury provide a
wide-range of support to our other income earning
segments. Expenses incurred by these support units
are charged to the business segments through an
internal cost allocation process.



Analysis of Statements of Condition

Investment Securities

Table 10 contains the contractual maturity distribution, fair Value, and weighted-average yield to maturity of bql}r

investment securities.

Supplementary Data — Contractual Maturity Distribution, Fair Value, and

o Tablé 10

Weighted Average Yield to Maturity of Investment Securities
Weighted After 1 Weighted After 5 Weighted ‘Weighted Weighted
1 Year. Average Year-5 Average Years-10 Average Over 10 Average . . - Average Fair
(dollars in millions) or Less Yield  Years Yield Years Yield Years Yield Total Yield Value
As of December 31, 2008
Investment Securities Available-for-Sale !
Debt Securities Issued by the U.S. : ‘ : -
Treasury and Government Agencies $ - % $ 06 29% 3 - % .8 - % - $ 0.6 . 29% $ 0.6
Debt Securities Issued by . ) o ‘
States and Political Subdivisions 2 1.1 45 113 52 281 55 6.5 5.9 470 - 54 7480
Debt Securities Issued by S ' e B :
U.S. Government-Sponsored : Lo
Enterprises - - 1.0 58 3.0 35 2313 5.8 2353 5.8 236.0
Mortgage-Backed Securities Issued by >
US. Government-Sponsored :
Enterprises - - 124 49 67.1 4.6 1,862.1 55 1,941.6 . 5.5 11,9783
Non-Agencies - - - - - 3014 5.0 301.4 5.0 256.3
Total Mortgage-Backed Securities - - 124 49 .67.1 4.6 2,163.5 54 2,2430 54 2,234.6
Total Investment Securities :
Available-for-Sale 1.1 45% 253 5.0% 982 4.8% 24013 55% 25259 54% 25192
Investment Securities Held-to-Maturity
Mortgage-Backed Securities Issued by
US. Government-Sponsored
Enterprises 3 - —% - —% 749 41% 1647 4.7% 239.6 4.5% 242.2
Total Investment Securities -
Held-to-Maturity - —% - —% 749 4.1% 1647 4.7% 239.6  4.5% 2422
Total Investment Securities
As of December 31, 2008 $ 11 $ 253 $ 173.1 $ 2,566.0 $ 2,765.5 $ 2,761.4
As of December 31, 2007 $ 1583 $ 885 $ 3245 $ 2,286.6 $ 2,8579 $ 2,850.8
As of December 31, 2006 $ 1120 $ 300.0 $ 3073 $ 2,2929 $ 2,958.6

$ 3,012.2

! Weighted-average yields on investment securities available-for-sale are based on amortlzed cost.
2 Weighted-average ylelds on obligations of states and political subdivisions are generally tax—exempt and are computed on a taxable

equivalent basis using a federal statutory tax rate of 35%.

3 Contractual maturities do not anticipate reductions for periodic paydowns.

Our investment securities portfolio is managed to
provide liquidity and interest income. Our portfolio is
also used to offset interest rate risk positions and to
provide collateral for various banking activities. The
carrying amount of our investment securities,
excluding trading securities, decreased by
' $96.9 million or 3% from December 31, 2007.

Our investment securities portfolio had gross
unrealized gains of $43.2 million or 2% of total
amortized cost as of December 31, 2008. Our
investment securities portfolio also had gross
unrealized losses of $47.4 million or 2% of total
amortized cost as of December 31, 2008. The
unrealized losses were primarily related to mortgage-
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backed securities issued by non-agencies for which
there is no active or liquid market. We do not believe
that the investment securities that were in an
unrealized loss position as of December 31, 2008,
represent an other-than-temporary impairment. Total
gross unrealized losses were primarily attributable to
changes in interest rates and levels of market
liquidity, relative to when the investment securities
were purchased, and not due to the credit quality of
the investment securities. We have both the intent
and ability to hold the investment securities for the
time necessary to recover the amortized cost. See
Note 2 to the Consolidated Financial Statements for
more information.



As of December 31, 2008, the par value, amortized cost, and fair value of our callable debt and mortgage-
backed securities issued by the Federal National Mortgage Association and the Federal Home Loan Mortgage

Corporation were as follows:

Investment Securities Issued by the Federal National Mortgage Association

and the Federal Home Loan Mortgage Corporation ; Table 11
Par - Amortized Fair
(dollars in thousands). Value Cost Value
As of December 31, 2008 )
Debt Securities Issued by U.S: Government-Sponsored Enterprises
Federal National Mortgage Association $. 210,057 $ 210,000 $ 210,681
Federal Home Loan Mortgage Corporation 500 499 545
Subtotal 210,557 210,499 211,226
Mortgage-Backed Securities Issued by U.S: Government-Sponsored Enterprises
Federal National Mortgage Association 927,092 930,067 945,586
Federal Home Loan Mortgage Corporation 820,615 821,058 835,149
Subtotal 1,747,707 1,751,125 1,780,735
Total $ 1,958,264 § 1,961,624 $ 1,991,961

As of December 31, 2008, we did not own any
subordinated debt, or preferred or common stock of
the Federal National Mortgage Association or the
Federal Home Loan Mortgage Corporation.

As of December 31, 2008, all of our mortgage-
backed securities issued by private issuers
(“non-agencies”) were prime jumbo, with an average
original loan-to-value ratio of 59%. As of

December 31, 2008, 98% of the fair value of our
mortgage-backed securities issued by non-agencies
were AAA-rated and were originated prior to 2006.
Loans past due 90 days or more, underlying the
mortgage-backed securities issued by non-agencies,
represented approximately 91 basis points of the par
value outstanding or approximately $2.7 million as of
December 31, 2008. As of December 31, 2008, there
were no “sub-prime” or “Alt-A” securities in our
mortgage-backed securities portfolio.

Loans and Leases

Loans and leases represent our largest category of
interest earning assets and the largest source of
revenue. Total loans and leases were $6.5 billion as
of December 31, 2008. Loans and leases decreased
by $50.6 million or 1% from $6.6 billion as of
December 31, 2007.

The commercial loan and lease portfolio is
comprised of commercial and industrial loans,
commercial mortgages, construction loans, and lease
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financing. Commercial and industrial loans are made
primarily to corporations, middle market, and small
businesses. Commercial mortgages and construction
loans are offered to real estate investors, developers,
and builders primarily domiciled in Hawaii.
Commercial mortgages are secured by real estate.
The source of repayment for investor property is cash
flow from the property and for owner-occupied
property it is operating cash flow from the business.
Construction loans are for the purchase or
construction of a property for which repayment will
be generated by the property. Lease financing
consists of direct financing leases and leveraged
leases. Although our primary market is Hawaii, the
commercial portfolio contains loans to some
borrowers based on the U.S. Mainland, including
some Shared National Credits.

Commercial loans and leases increased by

$37.3 million or 2% from $2.4 billion as of
December 31, 2007. This increase was primarily due
to a $106.3 million increase in our commercial
secured mortgage loan portfolio and was consistent
with our strategy to grow this portfolio. Our
construction loan portfolio decreased by

$54.7 million and our lease financing balances
decreased by $13.7 million from December 31, 2007.
The decrease in our construction loan exposure is
consistent with our strategy to reduce our exposure in
this area as we experience a slowing economy in
Hawaii. The decrease in our lease financing balance
was primarily a result of the exercise of an early



buy-out option by one of our aircraft lessees in
March 2008.

The consumer loan and lease portfolio is comprised
of residential mortgage loans, home equity loans,
personal credit lines, direct installment loans, and
indirect auto loans and leases. These products are
offered generally in the markets we serve through our
branch network. Consumer loans and leases
decreased by $87.9 million or 2% from $4.2 billion
as of December 31, 2007. This decrease in our
consumer loans and leases was in all categories
except home equity loans, consistent with a slowing
economy in Hawaii and our strategy to reduce :

exposure to higher risk loans. The increase in our
home equity balances was primarily due to increased
customer utilization of existing home equity lines.

See Note 3 to the Consolidated Financial Statements
for more information. ’

Table 12 presents the geographic distribution of our
loan and lease portfolio based on the location of the
borrower and Table 13 presents maturities and
sensitivities of loans to changes in interest rates. See
Note 3 to the Consolidated Financial Statements and
the “Corporate Risk Profile — Credit Risk™ section
of MD&A for more information.

Geographic Distribution of Loan and Lease Portfolio Table 12
December 31, 2008
Other
US. ! Pacific
(dollars in thousands) Hawaii Mainland Guam Islands _ Foreign 2 Total
Commercial
Commercial and Industrial $ 705658 $ 229,924 $ 77,507 $ 12,177 $ 28,515 $ 1,053,781
Commercial Mortgage 646,280 14,405 78,291 1,703 100 . 740,779
Construction 145,208 6,438 2,306 - - 153,952
Lease Financing 50,622 385,181 13,181 - 19,156 468,140
Total Commercial 1,547,768 635,948 171,285 13,880 47,771 2,416,652
Consumer
Residential Mortgage 2,242,637 - 210,987 8,200 . - 2,461,824
Home Equity 982,379 28,034 19,546 3,262 - 1,033,221
Automobile 256,131 45,559 61,907 6,192 - 369,789
Other 3 185,479 - 30,992 32,271 5 248,747
Total Consumer 3,666,626 73,593 323,432 49,925 5 4,113,581
Total Loans and Leases $ 5214394 $ 709,541 $ 494,717 $ 63,805 $ 47,776 § 6,530,233
Percentage of Total Loans and Leases 80% 11% 7% 1% 1% 100%

U For secured loans and leases, classification as U.S. Mainland is made based on where the collateral is located. For unsecured loans and
leases, classification as U.S. Mainland is made based on the location where the majority of the borrower’s business operations are

conducted.

2 Loans and leases classified as Foreign represents those which are recorded in our international business units.

3 Comprised of other revolving credit, installment, and lease financing.
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Maturities and Sensitivities of Loans to Changes in Interest Rates ! Table 13
December 31, 2008
Due in Due After Due After
(dollars in thousands) One Year or Less One to Five Years 2 Five Years ? Total
Commercial and Industrial $ 583,141 § 301,706 $ 168,934 § 1,053,781
Construction 123,210 1,942 28,800 153,952
Total $ 706,351 § 303,648 § 197,734 $§ 1,207,733

! Based on contractual maturities.

2 As of December 31, 2008, loans maturing after one year consisted of $198.5 million in variable rate loans and $302.9 million in fixed rate

loans.

Other Assets

Other assets were $474.6 million as of December 31,
2008, a $41.4 million or 10% increase from
December 31, 2007. As of December 31, 2008, we
had a total of $82.5 million in tax deposits placed
with the IRS and State of Hawaii Department of
Taxation. These deposits with the respective taxing
authorities limits the potential accrual of additional
interest based on our current estimate of our tax
liabilities. The increase in other assets during 2008
was primarily due to an additional $21.5 million tax
deposit placed with the IRS and State of Hawaii
Department of Taxation during the third quarter of
2008. Also contributing to the increase in other
assets was a $28.3 million increase in the estimated
fair value of our customer-related interest rate swap
accounts, which have off-setting amounts recorded in
other liabilities. See Note 6 to the Consolidated
Financial Statements for more information.

Deposits

Total deposits were $8.3 billion as of December 31,
2008, a $349.7 million or 4% increase from
December 31, 2007. We experienced strong deposit
growth particularly during the fourth quarter of 2008.
This increase was primarily due to a $491.8 million
increase in our new Bonus Rate Savings Plus product
as well as a $213.5 million increase in our new
interest-bearing personal money management product
in 2008. This was partially offset by a $228.1 million
decrease in our non-interest bearing personal
checking account product. We also experienced a
$163.7 million decrease in time deposits as some
customers moved their deposits to more liquid
savings and interest-bearing demand products, in
light of current economic conditions.
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Average time deposits of $100,000 or more was
$946.0 million in 2008 and $976.7 million in 2007.
See Note 7 to the Consolidated Financial Statements
for more information.

Table 14 presents the components of our savings
deposits as of December 31, 2008 and 2007.

Savings Deposits Table 14
(dollars in thousands) 2008 2007
Money Market $ 1,173,132 $ 1,061,808
Regular Savings 1,931,731 1,626,895
Total Savings Deposits $ 3,104,863 $ 2,688,703

Borrowings

Borrowings consisted of funds purchased and
short-term borrowings, including commercial paper.
Borrowings were $20.6 million as of December 31,
2008, a $65.2 million decrease from December 31,
2007. This decrease was primarily due to a

$59.7 million decrease in funds purchased. We
manage the level of our funds purchased to ensure
that we have adequate sources of liquidity. Due to
our successful deposit gathering efforts, particularly
in the fourth quarter of 2008, and our increased
capital levels, we reduced the level of funds
purchased as a source of funds. See Note 8§ to the
Consolidated Financial Statements for more
information.

Securities Sold Under Agreements to Repurchase

Securities sold under agreements to repurchase were
$1.0 billion as of December 31, 2008 and 2007.
Securities sold under agreements to repurchase also
provide us with a short-term source of liquidity. As
many of our securities sold under agreements to



repurchase are at variable rates, this provided us with Foreign Activities
a relatively inexpensive source of short-term funding

as interest rates declined during 2008. Average rates In 2008 and 2007, we held U.S. dollar denominated

paid on securities sold under agreements to placements and investment securities issued by

repurchase were 3.12% in 2008, a 138 basis point foreign entities, as a means of generating foreign

decrease from 2007. See Note 8 to the Consolidated source income. We used foreign tax credits available

Financial Statements for more information. to reduce the tax on this income.

Long-Term Debt ‘ As of December 31, 2008 and 2007, we did not have
: cross-border outstandings to any foreign country

Long-term debt, which represents a relatively more which exceeded 0.75% of our total assets. Lower

expensive source of funds for us, was $203.3 million levels of cross-border outstandings as of

as of December 31, 2008, a $32.1 million or 14% December 31, 2008 and 2007 were primarily due to

decrease from December 31, 2007. This decrease was the maturity of investment securities.

primarily due to the redemption of our $26.4 million

in Capital Securities and $6.0 million in subordinated Table 15 presents a geographic distribution of cross-

notes in the second quarter of 2008. See Note 9 to border outstandings exceeding 0.75% of total assets

the Consolidated Financial Statements for more as of December 31, 2006. Cross-border outstandings,

information. which reflect country of risk outside the U.S., are

reported by the country of the guarantor.

Geographic Distribution of Cross-Border Outstandings 1 Table 15
‘ Banks and Other Commercial and

(dollars in thousands) Financial Institutions Consumer Total

As of December 31, 2006: '

Netherlands $ 100,316 $ 11,723~ $ 112,039

Australia 76,635 7,923 84,558

1 Cross-border outstandings are defined as loans (including accrued interest), acceptances, interest-bearing deposits with other banks, other
interest-bearing investments, and any other monetary assets which are denominated in dollars or other non-local currency.
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Corporate Risk Profile risk. In addition, credit risk management also
includes an independent credit review process that

Credit Risk assesses compliance with commercial and consumer
credit policies, risk ratings, and other critical credit

Credit Risk is defined as the risk that borrowers or information. Our credit risk profile is reflective of

counter-parties will not be able to repay their the: weakening trend in economic activity.

obligations to us. Credit exposures reflect legally

binding commitments for loans, leases, banker’s Table 16 presents a five-year history of our air

acceptances, standby and commercial letters of credit, transportation credit exposure. As of December 31,

and overnight deposit account overdrafts. 2008, included in our commercial lending portfolio
are nine leveraged leases on aircraft that were

We manage and control risk in the loan and lease originated prior to 2000. Outstanding credit exposure

portfolio by adhering to well-defined underwriting related to these leveraged leases was $71.0 million as

criteria and account administration standards of December 31, 2008. These leases, and especially

established by management. Written credit policies those with domestic air carriers, continue to

document underwriting standards, approval levels, demonstrate a higher risk profile due to fuel costs,

exposure limits, and other limits or standards deemed pension plan obligations, and marginal pricing power.

necessary and prudent. Portfolio diversification at the We continue to consider these factors in our

obligor, industry, product, and/or geographic location evaluation of the reserve for credit losses.

levels is actively managed to mitigate concentration

Air Transportation Credit Exposure ! Table 16

December 31,

(dollars in thousands) 2008 2007 2006 2005 2004
Passenger Carriers Based In the U.S. $ 60,189 $ 64947 $ 68,035 $ 68829 $ 92,358
Passenger Carriers Based Outside the US. 5,672 19,078 19,406 20,678 25,910
Cargo Carriers 13,831 13,390 13,240 13,240 13,771
Total Air Transportation Credit Exposure $ 79692 $ 97415 § 100,681 $ 102,747 $ 132,039

! Exposure includes loans, leveraged leases, and operating leases.
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Non-Performing Assets and Accruing Loans and Leases Past Due 90 Days or More

Table 17 presents a five-year history of non-performing assets and accruing loans and leases past due 90 days or

more.
Non-Performing Assets and Accruing Loans and Leases Past Due 90 Days or More Table 17
December 31,
(dollars in thousands) 2008 2007 2006 2005 2004
Non-Performing Assets
Non-Accrual Loans and Leases
Commercial
Commercial and Industrial $ 3,869 § 598 - $ 769 S o212 % . 683
Commercial Mortgage - 112 - 40 58 2,106
Construction 5,001 - - - =
" Lease Financing 133 297 31 - 2,973
Total Commercial ' 9,003 1,007 840 270 5,762
Consumer -
Residential Mortgage 3,904 2,681 4,914 5,439 7,688
Home Equity 1,614 1,414 164 111 218
Total Consumer 5,518 4,095 5,078 5,550 7,906
Total Non-Accrual Loans and Leases 14,521 5,102 5,918 5,820 13,668
Foreclosed Real Estate 428 184 407 .. 358 - 191
Other Investments - - 82 300 =
Total Non-Performing Assets $ 14949 $ 5286 § 6,407 $ 6,478 $ 13,859
Accruing Loans and Leases Past Due 90 Days or More
- Commercial : =
Commercial and Industrial $ 6,785 $ - 3 -3 - 3 52
Lease Financing 268 - - - -
_Total Commercial 7,053 - - - 52
Consumer . N
Residential Mortgage 4,192 4,884 519 1,132 387
Home Equity 1,077 413 331 185 183
Automobile 743 1,174 1,001 705 428
Other ! 1,134 1,112 963 828 1,035
Total Consumer 7,146 7,583 2,814 2,850 2,033
Total Accruing Loans and Leases
Past Due 90 Days or More $ 14,199 § 7583 $ 2,814 $ 2850 § 2,085
Total Loans and Leases $ 6,530,233 $ 6,580,861 $ 6,623,167 $ 6,168,536 $ 5,986,930
Ratio of Non-Accrual Loans and Leases to
Total Loans and Leases 0.22% 0.08% 0.09% 0.09% 0.23%
Ratio of Non-Performing Assets to Total Loans
and Leases and Foreclosed Real Estate 0.23% 0.08% 0.10% 0.11% 0.23%
Ratio of Commercial Non-Performing Assets to
Total Commercial Loans and Leases and
Other Investments 0.37% 0.04% 0.04% 0.03% 0.27%
Ratio of Consumer Non-Performing Assets to ‘
Total Consumer Loans and Leases and
Foreclosed Real Estate 0.14% 0.10% 0.13% 0.15% 0.21%
Ratio of Non-Performing Assets and Accruing
Loans and Leases Past Due 90 Days or More
to Total Loans and Leases 0.45% 0.20% 0.14% 0.15% 0.27%

! Comprised of other revolving credit, installment, and lease financing.
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The following table presents the activity in NPAs for
2008:

Non-Performing Assets Table 18
(dollars in thousands)
Balance at Beginning of Year $ 5286
Additions 22,333
Reductions:
Payments (4,411)
Return to Accrual Status 4,111)
Charge-offs / Write-downs (4,148)
Total Reductions (12,670)
Balance at End of Year $ 14,949

Non-performing assets (“NPAs”) consist of
non-accrual loans and leases, foreclosed real estate,
and other non-performing investments. Our NPAs
were $14.9 million, compared to $5.3 million as of
December 31, 2007. The increase was primarily in
the commercial segment. The largest component of
the increase was a commercial construction loan on a
residential project located on the U.S. Mainland
which experienced slower than anticipated sales. This
project is a participation with a U.S. Mainland bank
and is one of the two non-Hawaii based projects in
the commercial construction portfolio. Total
outstandings associated with these two projects were
$6.5 million as of December 31, 2008. The other
commercial and industrial NPAs are two Hawaii

- based companies that are experiencing difficulties
due to the slowdown in local economic activity.
Consumer NPAs increased by $1.4 million from

December 31, 2007 to $5.5 million as of .
December 31, 2008. The increase was primarily in
our residential mortgage loan portfolio and
represented 32 loans with a weighted average current
loan-to-value ratio of 58% as of December 31, 2008.

Included in NPAs are loans and leases that are
considered impaired. Impaired loans and leases are
defined as those which we believe it is probable we
will not collect all amounts due according to the
contractual terms of the loan or lease agreement.
Impaired loans and leases as of December 31, 2008
were $8.3 million as compared to $0.1 million as of
December 31, 2007. The increase in impaired loans
and leases was due to the increase in non-accrual
commercial and industrial and commercial
construction loans.

Accruing loans and leases past due 90 days or more
were $14.2 million as of December 31, 2008, an
increase of $6.6 million from December 31, 2007.
This increase was primarily due to an increase in
delinquencies in commercial and industrial loans
reflecting two loans in the Pacific Islands which are
in the process of being refinanced.

The ratio of non-accrual loans and leases to total
loans and leases was 0.22% as of December 31,
2008, 0.08% as of December 31, 2007, and 0.09% as
of December 31, 2006.

Table 19 presents a five-year history of foregone
interest income on non-accrual loans and leases.

Foregone Interest Income on Non-Accrual Loans and Leases Table 19
Year Ended December 31,
(dollars in thousands) 2008 2007 2006 2005 2004
Interest Income That Would Have Been Recorded Under Original Terms:
Domestic $ 624 $ 526 § 774 $ 911 $ 2,123
Interest Income Recorded During the Year: !
Domestic 413 1,189 902 763 532
Foreign - 73 11 - -

! Interest income recorded during the year included recoveries of interest income previously reversed.
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Allowance for Loan and Lease Losses

Allowance allocations by loan and lease category are presented in Table 20.

Table 20

Allocation of Allowance for Loan and Lease Losses
(dollars in thousands) 2008 2007 2006 2005 2004
Commercial ' s
Commercial and Industrial $ 31,183 $ 15117 $ 17,022 $ 12,747 § 13,068
Commercial Mortgage 14,119 12,148 12,864 11,806 18,250
Constructiqn 6,227 2,768 3,059 3,154 2,764
Lease Financing 43,091 33,428 33,068 33,927 43,311
Total Commercial 94,620 63,461 66,013 61,634 77,393
Consumer .
Residential Mortgage 4,443 4,293 4,449 5,406 5,754
Home Equity 4,814 3,064 3,295 3,677 2,631
Automobile 10,992 11,315 7,829 6,373 - 4,811
Other ! 8,629 8,865 9,412 14,000 16,207
Total Consumer 28,878 27,537 24,985 29,456 29,403
Total Allocation of Allowance for Loan and Lease
Losses $ 123,498 $ 90,998 $ 90,998 $ 91,090 $ 106,796
2008 2007 2006 2005 2004
Loan Loan Loan Loan Loan
. category category category category category
Alloc. as % of Alloc. as % of Alloc. as % of Alloc. as % of Alloc. as % of
Allow. as total Allow. as total Allow. as total Allow. as total Allow. as total
% of loans % of loans % of loans % of loans % of loans
loan and loan and loan and loan and loan and
category leases category leases category leases category leases category leases
Commercial )
Commercial and Industrial 2.96% 16.14% 1.43% 16.02% 1.56% 16.51% 1.39% 14.90% 1.41% 15.43%
Commercial Mortgage 191 1134 191 9.64 2.10 9.23 2.11 9.05 3.03 10.07
Construction 4.04 236 1.33 3.17 1.23 3.76 2.05 2.49 2.60 1.77
Lease Financing 9.20 7.17 6.94 7.32 6.50 7.69 7.22 7.62 9.04 8.00
Total Commercial 3.92° 37.01 2.67 36.15 2.68 37.19 293 34.06 3.67 35.27.
Consumer » ‘
Residential Mortgage 0.18 37.70 0.17 38.11 0.18 37.64 0.22 39.19 0.25 3873
Home Equity 0.47 15.82 0.31 14.79 0.35 14.27 0.41 14.40 0.33 13.16
Automobile 297 5.66 2.55 6.73 1.82 6.48 1.47 7.02 1.19 6.76
Other ! 347 3.81 320 422 321 442 4.26 5.33 4.45 6.08
Total Consumer 0.70 62.99 0.66 63.85 0.60 62.81 0.72 65.94 0.76 64.73
Total 1.89%  100.00% 1.38% 100.00% 1.37%  100.00% 1.48%  100.00% 1.78% 100.00%

! ‘Comprised of other revolving credit, installment, and lease financing.

The components of the Allowance, including the
allocation between commercial and consumer
categories, reflect the increasing credit risk
experienced in 2008 due to the weakening economy.
Based on our ongoing assessment of the credit
quality of the loan and lease portfolio and the
economic environment, we recorded a Provision of
$60.5 million for 2008, an increase of $45.0 million
from 2007.

The ratio of the Allowance to total loans and leases
outstanding was 1.89% as of December 31, 2008
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compared to 1.38% as of December 31, 2007. The
increase in the ratio was indicative of weakening
economic conditions. See Note 3 to the Consolidated
Financial Statements for more information on the
Allowance.

Net loans and leases charged-off in 2008 was

$28.0 million or 0.43% of total average loans and
leases, an increase from $15.5 million or 0.24% of
total average loans and leases in 2007. The increase
in net loans and leases charged-off was primarily due
to higher net losses in the commercial loan portfolio



and increased consumer charge-offs, notably home
equity credit lines, automobile, and unsecured
consumer loans.

Reserve for Unfunded Commitments

The Unfunded Reserve was $5.2 million as of
December 31, 2008, unchanged from December 31,
2007. The process used to determine the Unfunded
Reserve is consistent with the process for
determining the Allowance as adjusted for estimated
funding probabilities or loan and lease equivalency
factors. See Note 3 to the Consolidated Financial
Statements for more information on the Unfunded
Reserve.

Market Risk

Market risk is the potential of loss arising from
adverse changes in interest rates and prices. We are
exposed to market risk as a consequence of the
normal course of conducting our business activities.
Our market risk management process involves
measuring, monitoring, controlling, and managing
risks that can significantly impact our statements of
income and condition. In this management process,
market risks are balanced with expected returns in an
effort to enhance earnings performance, while
limiting volatility. The activities associated with these
market risks are categorized into “trading” and
“other than trading.”

Our trading activities include foreign currency and
foreign exchange contracts that expose us to a small
degree of foreign currency risk. These transactions
are primarily executed on behalf of customers. Our
other than trading activities include normal business
transactions that expose our balance sheet profile to
varying degrees of market risk.

Our primary market risk exposure is interest rate
risk.

Interest Rate Risk

The objective of our interest rate risk management
process is to maximize net interest income while
operating within acceptable limits established for
interest rate risk and maintaining adequate levels of
funding and liquidity.
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The potential cash flows, sales, or replacement value
of many of our assets and liabilities, especially those
that earn or pay interest, are sensitive to changes in
the general level of interest rates. This interest rate
risk arises primarily from our normal business
activities of gathering deposits and extending loans.
Many factors affect our exposure to changes in
interest rates, such as general economic and financial
conditions, customer preferences, historical pricing
relationships, and repricing characteristics of
financial instruments.

* Our earnings are affected not only by general

economic conditions, but also by the monetary and
fiscal policies of the U.S. and its agencies,
particularly the FRB. The monetary policies of the
FRB influence, to a significant extent, the overall
growth of loans, investment securities, and deposits
and the level of interest rates earned on assets and
paid for liabilities. The nature and impact of future
changes in monetary policies are generally not
predictable.

In managing interest rate risk, we, through the Asset/
Liability Management Committee (“ALCO”),
measure short and long-term sensitivities to changes
in interest rates. The ALCO utilizes several
techniques to manage interest rate risk, which
include:

* adjusting balance sheet mix or altering the
interest rate characteristics of assets and
liabilities;

» changing product pricing strategies;

» modifying characteristics of the investment
securities portfolio; or

* using derivative financial instruments.

The use of derivative financial instruments, as
detailed in Note 16 to the Consolidated Financial
Statements, has generally been limited. This is due to
natural on-balance sheet hedges arising out of
offsetting interest rate exposures from loans,
investment securities with deposits, and other
interest-bearing liabilities. In particular, the
investment securities portfolio is utilized to manage
the interest rate exposure and sensitivity to within the
guidelines and limits established by ALCO. Natural
and offsetting hedges reduce the need to employ
off-balance sheet derivative financial instruments to
hedge interest rate risk exposures. Expected
movements in interest rates are also considered in



managing interest rate risk. Thus, as interest rates
change, we may use different techniques to manage
interest rate risk. ’

A key element in our ongoing process to measure
and monitor interest rate risk is the utilization of an
asset/liability simulation model. The model is used to
estimate and measure the balance sheet sensitivity to
changes in interest rates. These estimates are based
on assumptions on the behavior of loan and deposit
pricing, repayment rates on mortgage-based assets,
and principal amortization and maturities on other
financial instruments. The model’s analytics include
the effects of standard prepayment options on
mortgages and customer withdrawal options for
deposits. While such assumptions are inherently
uncertain, we believe that these assumptions are
reasonable. As a result, the simulation model
attempts to capture the dynamic nature of the balance
sheet.

We utilize net interest income simulations to analyze
short-term incomé sensitivities to changes in interest
rates. Table 21 presents, for the next twelve months

subsequent to December 31, 2008, 2007, and 2006,
an estimate of the change in net interest income that
would result from a gradual change in interest rates,
moving in a parallel fashion over the entire yield
curve, relative to the measured base case scenario.
The base case scenario assumes the balance sheet
and interest rates are generally unchanged. Based on
the net interest income simulation as of

December 31, 2008, our Consolidated Statement of
Condition is slightly asset sensitive to parallel
changes in interest rates. Net interest income
sensitivity to changes in interest rates as of
December 31, 2008 was more sensitive to changes in
interest rates as compared to the sensitivity profiles
as of December 31, 2007 and 2006, particularly in
higher interest rate scenarios. Late in 2008, market
conditions were very uncertain. Economic conditions
led consumers to a flight to safety. Government
intervention caused interest rates to fall to
unprecedented levels and introduced significant
market volatility. In addition, credit spreads remained
wide relative to historic levels. These factors have
contributed to greater interest rate risk to the
Company as of December 31, 2008.

Net Interest Income Sensitivity Profile Table 21

Change in Net Interest Income

December 31,

(dollars in thousands) 2008 2007 2006
Change in Interest Rates (basis points)
+200 $ 8543 20% $ (1,067) (03)% $ 1208 0.3%
+100 4,062 1.0 - - 403 0.1
-100 2471) (0.6) (2,133) (0.5) (2,818) (0.7)
-200 (5,821) (14) (4,859) (1.2) (8,455) (2.1)

To analyze the impact of changes in interest rates in
a more realistic manner, non-parallel interest rate
scenarios are also simulated. These non-parallel
interest rate scenarios indicate that net interest
income may decrease from the base case scenario
should the yield curve flatten or become inverted for
a period of time. Conversely, if the yield curve
should steepen further from its mostly “normal”
profile, net interest income may increase.

We also use the Market Value of Portfolio Equity
(“MVPE”) sensitivity analysis to estimate the net
present value change in our net assets (i.e., assets,
liabilities, and off-balance sheet instruments) from
changes in interest rates. The MVPE was
approximately $1.3 billion as of December 31, 2008,
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and approximately $1.8 billion as of December 31,
2007 and 2006. Table 22 presents, as of

December 31, 2008, 2007, and 2006, an estimate of
the change in the MVPE that would occur from an
instantaneous 100 and 200 basis point increase or
decrease in interest rates, moving in a parallel
fashion over the entire yield curve. The MVPE
sensitivity increased as of December 31, 2008
compared to December 31, 2007 as a result of
unusually low interest rates and extremely wide
market spreads as of December 31, 2008. A further
significant parallel decline in interest rates effectively
creates a 0% interest rate environment which greatly
reduces the estimated value of both our loans and
deposits.



Market Value of Portfolio Equity Sensitivity Profile Table 22

Change in Market Value of Equity

As of December 31,

(dollars in thousands) 2008 2007 2006
Change in Interest Rates (basis points)
+200 $ 15,532 12% $ (169,360) (9.5% $ (146,417) (7.8)%
+100 41,072 3.1 (70,790) (4.0) (63,783) (3.4)
-100 (140,946) (10.6) (6,949) (0.4) (4,480) (0.2)
-200 (368,277) (27.6) (108,252) (6.1) (109,238) (5.8)

Further enhancing the MVPE sensitivity analysis are:

« value-at-risk metrics;

« key rate analysis;

« duration of equity analysis; and

« exposure to basis risk and non-parallel yield
curve shifts.

There are inherent limitations to these measures;
however, used along with the MVPE sensitivity
analysis, we obtain better overall insight for
managing our exposures to changes in interest rates.
Based on the additional analyses, we estimate that
our greatest exposure is in scenarios where
medium-term interest rates decrease on a relative
basis more than long-term interest rates.

Liquidity Management

Liquidity is managed in an effort to ensure that we
have continuous access to sufficient, reasonably
priced funds. Funding requirements are impacted by
loan originations and refinancings, liability issuances
and settlements, and off-balance sheet funding
commitments. We consider and comply with various
regulatory guidelines regarding required liquidity
levels and periodically monitor our liquidity position
in light of the changing economic environment and
customer activity. Based on periodic liquidity
assessments, we may alter our asset, liability, and
off-balance sheet positions. The ALCO monitors
sources and uses of funds and modifies asset and
liability positions as liquidity requirements change.
This process, combined with our ability to raise
funds in money and capital markets and through
private placements, provides flexibility in managing
the exposure to liquidity risk.

In an effort to satisfy our liquidity needs, we actively
manage our assets and liabilities. The potential
sources of short-term liquidity inciude interest-
bearing deposits as well as the ability to sell certain

assets including investment securities
available-for-sale. Assets generate long-term liquidity
through cash flows from investment securities and
loans. With respect to liabilities, short-term liquidity
is generated from securities sold under agreements to
repurchase and other short-term funding sources such
as federal funds while long-term liquidity is
generated through growth in deposits and long-term
debt.

We strengthened our liquidity position in 2008, with
increased levels of commercial and consumer
deposits. Total deposits were $8.3 billion as of
December 31, 2008, a $349.7 million or 4% increase
from December 31, 2007. As a result, cash and cash
equivalents were $796.5 million as of December 31,
2008, an increase of $408.2 million from

December 31, 2007.

In February 2009, we repaid $25.0 million in
privately placed fixed rate notes. In March 2009, we
expect to repay $119.3 million of our subordinated
notes. We do not expect to replace these repayments
with new long-term debt. During 2009, we expect to
contribute $10.2 million to our pension plans and
$1.2 million to our postretirement benefit plan.

Capital Management

The Company and the Bank are subject to regulatory
capital requirements administered by the federal
banking agencies. Failure to meet minimum capital
requirements can cause certain mandatory and
discretionary actions by regulators that, if undertaken,
could have a material effect on our financial
statements. Under capital adequacy guidelines and
the regulatory framework for prompt corrective
action, the Company and the Bank must meet
specific capital guidelines that involve quantitative
and qualitative measures. These measures were
established by regulation to ensure capital adequacy.
As of December 31, 2008 and 2007, the Company



and the Bank were “well capitalized” under this
regulatory framework. There have been no conditions
or events since December 31, 2008 that management
believes have changed either the Company’s or the
Bank’s capital classifications. See Note 10 to the
Consolidated Financial Statements for more
information.

As of December 31, 2008, our shareholders’ equity
was $790.7 million, an increase of $40.4 million or
5% from December 31, 2007. The increase in
shareholders’ equity was primarily due to current
year earnings of $192.2 million, which was partially
offset by $84.9 million in cash dividends paid,
$62.0 million in common stock repurchases, and
$21.0 million in unamortized losses related to our
pension and postretirement benefit plans.

As of December 31, 2008, the fair value of our
subordinated notes of $119.3 million, recorded as a
component of long-term debt on our statements of
condition, no longer qualified as a component of
Total Capital for regulatory capital purposes due to
the maturity of our subordinated notes being within
12 months from December 31, 2008.

In response to a slowing economy and economic
uncertainty, we began in the second half of 2008 to
increase capital. As of December 31, 2008, all of our
key capital ratios have increased from December 31,
2007. As of December 31, 2008, our Tier 1 capital
ratio was 11.24%, our total capital ratio was 12.49%,
and our leverage ratio was 7.30%.
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We significantly reduced our share repurchases, with
only 1,000 shares repurchased during the fourth
quarter of 2008, to continue to build capital. We will
continue to monitor our capital position and will
resume our share repurchases when deemed
appropriate. On October 24, 2008, our Board of
Directdrs increased the authorization under the share
repurchase program by an additional $50.0 million.
This new authorization, combined with previously
announced authorizations totaling $1.65 billion,
brings the total share repurchase authority of our
common stock to $1.70 billion.

From January 1, 2008 through October 28, 2008, we
repurchased 1.2 million shares of common stock
under our share repurchase program at an average
cost of $48.89 per share, totaling $59.0 million.
From the beginning of our share repurchase program
in July 2001 through October 28, 2008, we
repurchased a total of 45.6 million shares of common
stock and returned $1.6 billion to our shareholders at
an average cost of $35.44 per share. We have not
repurchased shares of our common stock since
October 28, 2008.

From January 1, 2009 through February 20, 2009, we
did not repurchase any shares of our common stock.
Remaining buyback authority was $85.4 million as of
February 20, 2009.



Table 23 presents a five-year history of activities and balances in our capital accounts, along with key capital
ratios.

Shareholders’ Equity and Regulatory Capital Table 23
December 31,

(dollars in thousands) . 2008 2007 2006 2005 2004
Change in Shareholders’ Equity

Net Income $ 192213 $ 183,703 $ 180,359 $ 181,561 § 173,339
Cash Dividends Paid (84,855) (82,371) (76,747) (70,833) (66,326)
Dividend Reinvestment Program 5,193 5,128 5,020 4,766 4,416
Common Stock Repurchased (62,015) (99,656) (129,727) (247,376) (238,077)
Other ! (10,087) 24,031 47,163 10,400 148,350

Increase (Decrease) in Shareholders’ Equity $ 40,449 $ 30,835 § 26,068 § (121,482) § 21,702

Regulatory Capital
Shareholders’ Equity $ 790,704 $ 750255 § 719,420 $ 693,352 § 814,834

Add: Capital Securities - 26,425 26,425 31,425 31,425
Less: Cumulative Change in Fair Value of
Financial Liabilities Accounted for

Under the Fair Value Option (683) - - - -
Goodwill 34,959 34,959 34,959 34,959 36,216
Postretirement Benefit Liability Adjustments 2 7,079 8,647 6,958 - -
Unrealized Valuation and Other Adjustments (4,276) (1,388) (27,491) (27,295) 5,252
Other Assets 2,106 2,759 - - -

Tier 1 Capital 751,519 731,703 731,419 717,113 804,791
Allowable Reserve for Credit Losses 84,163 88,716 91,585 86,617 83,292
Qualifying Subordinated Debt - 24,982 49,942 74,883 99,808
Unrealized Gains on Investment Securities

Available-for-Sale - 59 17 - 31
Total Regulatory Capital $ 835682 $ 845460 $ 872,963 $ 878,613 $§ 987,922
Risk-Weighted Assets $ 6,688,530 $ 7,089,846 $ 7,322,255 § 6,919,822 § 6,633,082
Key Regulatory Capital Ratios
Tier 1 Capital Ratio * 11.24% 10.32% 9.99% 10.36% 12.13%
Total Capital Ratio * 12.49 11.92 11.92 12.70 14.89
Leverage Ratio * 7.30 7.02 7.06 7.14 8.29

! Includes unrealized gains and losses on investment securities available-for-sale, foreign currency translation, minimum pension liability
adjustment, common stock issuances under share-based compensation, and related tax benefits.

2 Amount presented as of December 31, 2006 represents the adjustment to initially apply the provisions of SFAS No. 158, “Employers’
Accounting for Defined Benefit Pension and Other Postretirement Plans, an amendment of FASB Statements No. 87, 88, 106, and 132(R).”

3 Tier 1 capital, total capital, and leverage ratios as of December 31, 2007 were corrected from 10.36%, 11.96%, and 7.04%, respectively.

Off-Balance Sheet Arrangements, Credit partnerships. Such entities are often referred to as

Commitments, and Contractual Obligations variable-interest entities. We routinely sell residential
mortgage loans to investors, with servicing rights

Off-Balance Sheet Arrangements retained. Sales of residential mortgage loans are

generally made on a non-recourse basis.
We do not participate in transactions that generate
relationships with unconsolidated entities or financial
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Credit Commitments and Contractual Obligations

Our credit commitments and contractual obligations as of December 31, 2008 were as follows:

Credit Commitments and Contractual Obligaﬁons 1 Table 24
(dollars in thousands) Less Than One Year 1-3 Years 4-5 Years After § Years Total
Credit Commitments

Unfunded Commitments to

Extend Credit $ 558,571 $ 476,636 $ 107,989 $§ 1,228,872 $§ 2,372,068
Standby Letters of Credit 85,525 1,308 10 - 86,843
Commercial Letters of Credit 18,430 - - - 18,430

Total Credit Commitments 662,526 477,944 107,999 1,228,872 2,477,341
Contractual Obligations
Deposits 8,043,510 " 188,846 30,589 29,153 8,292,098
Short-Term Borrowings 4,900 - - - 4,900
Securities Sold Under

Agreements to Repurchase 338,785 15,050 - 675,000 1,028,835
Long-Term Debt 119,275 60,000 - 15,000 194,275
Banker’s Acceptances '

Outstanding 1,308 - - - 1,308
Capital Lease Obligations 665 1,329 1,329 5,687 9,010
Non-cancelable Operating Leases 14,395 24,661 19,351 146,798 - 205,205
Purchase Obligations 23,141 30,367 24,777 11,437 89,722
Pension and Postretirement

Benefit Contributions 3,132 4,498 4,384 12,160 24,174

Total Contractual Obligations 8,549,111 324,751 80,430 895,235 9,849,527
Total Credit Commitments and '
Contractual Obligations $ 9,211,637 $ 802,695 $ 188,429 $§ 2,124,107 $ 12,326,868

! On January 1, 2007, we adopted the provisions of FASB Interpretation No. (“FIN") 48, “dccounting for Uncertainty in Income Taxes, an
interpretation of FASB Statement No. 109.” Our liability for unrecognized tax benefits (“UTBs”) as of December 31, 2008 was
$16.9 million. We are unable to reasonably estimate the period of cash settlement with the respective taxing authority. As a result, our

liability for UTBs is not included in this disclosure.

Commitments to extend credit, standby letters of
credit, and commercial letters of credit do not
necessarily represent future cash requirements, in that
these commitments often expire without being drawn
upon.

Non-cancelable operating leases are primarily related
to branch premises and equipment, with lease terms
extending through 2052. Purchase obligations arise
from agreements to purchase goods or services that
are enforceable and legally binding. Our largest
purchase obligation is an outsourcing agreement for
technology services related to our core systems and
applications. Total payments over the remaining term
(through 2014) of this contract are estimated to be
$67.6 million. Other contracts included in purchase
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obligations consist of service agreements for our
asset management, ATM, and cash management
systems. Pension and postretirement benefit
contributions represent the minimum expected
contribution to these plans. Actual contributions may
differ from these estimates.

See Note 17 to the Consolidated Financial
Statements for more information on commitments.

Future Application of Accounting Pronouncements

See Note 1 to the Consolidated Financial Statements
for more information regarding the expected impact
of accounting pronouncements recently issued but
that we have not adopted as of December 31, 2008.



Fourth Quarter Results and Other Matters
Net Income

Net income was $39.3 million for the fourth quarter
of 2008, a decrease of $1.6 million or 4% from net
income of $40.9 million in the fourth quarter of
2007. Diluted earnings per share were $0.82 for the
fourth quarter of 2008, a decrease of $0.01 or 1%
from the fourth quarter of 2007.

Net Interest Income

Net interest income, on a taxable equivalent basis,
for the fourth quarter of 2008 was $106.1 million, an
increase of $6.4 million or 6% from the fourth
quarter of 2007. The net interest margin was 4.43%
for the fourth quarter of 2008, an increase of 31
basis points from the fourth quarter of 2007. The
increases in both the net interest income and margin
were the result of lower funding costs and the effects
of a steeper yield curve in 2008.

Provision for Credit Losses

Net income for the fourth quarter of 2008 included a
Provision of $18.6 million compared to a Provision
of $5.4 million for the fourth quarter of 2007. The
Provision exceeded net charge-offs by $8.0 million in
the fourth quarter of 2008 to reflect increased risk
due to the overall weakening of the economy and
risk in the credit and financial markets.

Noninterest Income

Noninterest income was $54.5 million for the fourth
quarter of 2008, a decrease of $5.8 million or 10%
from the fourth quarter of 2007. This decrease was
primarily due to a $3.5 million decrease in trust and
asset management fees and a $3.1 million gain on
the sale of real estate recorded in the fourth quarter
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of 2007. Also contributing to the decrease in
noninterest income was a $1.5 million decrease in
mortgage banking income, primarily related to the
change in fair value of our mortgage servicing rights.
These items were partially offset by a $1.3 million
gain related to the change in estimated fair value of
our subordinated notes, as well as a $1.3 million
increase in insurance income and a $1.0 million
increase in service charges on deposit accounts.

Noninterest Expense

Noninterest expense was $82.7 million for the fourth
quarter of 2008, a decrease of $9.3 million or 10%
from the fourth quarter of 2007. This decrease was
primarily due to the previously mentioned

$5.6 million Visa contingency accrual and the

$1.8 million fraud loss, both of which were recorded
in the fourth quarter of 2007. Also contributing to
the decrease was a $2.2 million decrease in salaries
and benefits, primarily due to lower restricted stock
units and value sharing accruals, partially offset by a
$1.2 million increase in net occupancy expense.

Provision for Income Taxes

The provision for income taxes was $19.8 million for
the fourth quarter of 2008, a decrease of $1.6 million
or 8% from the fourth quarter of 2007. This
represented an effective tax rate of 33.46% for the
fourth quarter of 2008, as compared to an effective
tax rate of 34.37% for the fourth quarter of 2007.

Share Repurchase Program

As previously noted, we significantly reduced our
share repurchases during the fourth quarter of 2008,
consistent with our plans to build capital levels.
During the fourth quarter of 2008 only 1,000 shares
were repurchased and no shares have been
repurchased since December 31, 2008.



Selected Quarterly Consolidated Financial Data

Table 25 presents our selected quarterly financial data for 2008 and 2007.

Selected Quarterly Consolidated Financial Data Table 25
Three Months Ended Three Months Ended
) 2008 2007

(dollars in thousands, except per share amounts) Dec. Sept. June March Dec. Sept. June March
Interest Income $ 134,186 $ 132,604 §$ 138,635 $ 144,676 § 150,175 $ 153,556 $ 149,766 $ 148,378
Interest Expense 28,332 29,029 31,467 42,496 50,728 55,000 50,888 50,241
Net Interest Income 105,854 103,575 107,168 102,180 99,447 98,556 98,878 98,137
Provision for Credit Losses 18,558 20,358 7,172 14,427 5,443 4,070 3,363 2,631
Investment Securities Gains, Net 86 159 157 130 105 789 575 16
Noninterest Income 54,377 56,827 60,382 85,995 60,152 60,453 . 57,453 60,944
Noninterest Expense 82,690 86,790 83,862 93,432 92,002 81,450 79,832 82,123
Income Before Provision for ’

Income Taxes ‘ 59,069 53,413 76,673 80,446 62,259 74,278 - 73,711 74,343
Provision for Income Taxes 19,762 6,004 28,391 23,231 21,399 26,499 25,982 27,008
Net Income $ 39307 $ 47,409 $ 48,282 $ 57,215 § 40860 $ 47,779 $ 47,729 $ 47,335
Basic Earnings Per Share $ 083 § 1.00 $ 101 § 1.19 § 084 §$ 098 $ 097 $ 0.96
Diluted Earnings Per Share $ 0.82 § 099 $ 1.00 $ 1.18 § 083 § 0.96  $ 095 § 0.94
Net Income to Average )

Total Assets (ROA) 1.52% 1.82% 1.85% 2.16% 1.55% 1.79% 1.84% 1.83%
Net Income to Average Shareholders’

Equity (ROE) 19.56 24.17 24.82 29.88 21.51 26.02 26.30 27.00
Efficiency Ratio ' 51.58 54.05 50.01 49.62 57.61 50.97 50.88 51.62
Net Interest Margin 2 443 433 441 417 4.12 4.03 4.12 4.07

! Efficiency ratio is defined as noninterest expense divided by total revenue (net interest income and noninterest income).
2 Net interest margin is defined as net interest income, on a fully-taxable equivalent basis, as a percentage of average earning assets.

Item 7A. Quantitative and Qualitative Disclosures About Market Risk

See the Market Risk section in Management’s Discussion and Analysis of Financial Condition and Results of

Operation included in Item 7 of this report.

Item 8. Financial Statements and Supplementary Data

See Table 25, Selectéd Quarterly Consolidated Financial Data, included in Item 7 of this report.
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Report of Independent Régistered Public Accounting Firm

The Board of Directors and Shareholders
Bank of Hawaii Corporation

We have audited the accompanying consolidated statements of condition of Bank of Hawaii Corporation and
subsidiaries as of December 31, 2008 and 2007, and the related consolidated statements of income, shareholders’
equity, and cash flows for each of the three years in the period ended December 31, 2008. These financial
statements are the responsibility of the Company’s management. Our responsibility is to express an opinion on
these financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management; as well as evaluating the overall
financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the consolidated
financial position of Bank of Hawaii Corporation and subsidiaries at December 31, 2008 and 2007, and the
consolidated results of their operations and their cash flows for each of the three years in the period ended
December 31, 2008, in conformity with U.S. generally accepted accounting principles.

As discussed in Note 1 to the consolidated financial statements, effective January 1, 2007, the Company
changed its method of accounting for mortgage servicing rights in accordance with Statement of Financial
Accounting Standards No. 156, Accounting for Servicing of Financial Assets, an amendment of FASB Statement
No. 140; changed its method of accounting for leveraged leases in accordance with Financial Accounting
Standards Board (“FASB”) Staff Position No. 13-2, Accounting for a Change or Projected Change in the Timing
of Cash Flows Relating to Income Taxes Generated by a Leveraged Lease Transaction; and changed its method
of accounting for tax positions in accordance with FASB Interpretation No. 48, Accounting for Uncertainty in
Income Taxes, an interpretation of FASB Statement No. 109.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States), Bank of Hawaii Corporation and subsidiaries’ internal control over financial reporting as of
December 31, 2008, based on criteria established in Internal Control-Integrated Framework issued by the
Committee of Sponsoring Organizations of the Treadway Commission and our report dated February 23, 2009
expressed an unqualified opinion thereon.

/s/ Ernst & Young LLP

Honolulu, Hawaii
February 23, 2009
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Bank of Hawaii Corporation and Subsidiaries
Consolidated Statements of Income

Year Ended December 31,

(dollars in thousands, except per share amounts) 2008 2007 2006
Interest Income
Interest and Fees on Loans and Leases $ 390,714 - $ 446,381 § 425,473
Income on Investment Securities
Trading 4,695 4,903 -
Available-for-Sale 139,076 129,601 126,817
Held-to-Maturity 11,877 14,935 18,255
Deposits 457 1,549 211
Funds Sold 1,601 3,050 767
Other 1,681 1,456 1,149
Total Interest Income 550,101 601,875 572,672
Interest Expense
Deposits - 82,399 137,847 103,677
Securities Sold Under Agreements to Repurchase 33,764 47,031 42,189
Funds Purchased 1,585 5,965 8,504
Short-Term Borrowings 162 356 318
Long-Term Debt 13,414 15,658 15,371
Total Interest Expense 131,324 206,857 170,059
Net Interest Income 418,777 395,018 402,613
Provision for Credit Losses 60,515 15,507 10,758
Net Interest Income After Provision for Credit Losses 358,262 379,511 391,855
Noninterest Income
Trust and Asset Management 57,014 62,926 58,740
Mortgage Banking 8,164 11,725 10,562
Service Charges on Deposit Accounts 50,845 46,260 41,756
Fees, Exchange, and Other Service Charges 66,524 65,825 62,441
Investment Securities Gains, Net 532 1,485 172
Insurance 24,575 23,177 20,388
Other 50,459 29,089 22,117
Total Noninterest Income 258,113 240,487 216,176
Noninterest Expense
Salaries and Benefits 191,958 180,865 176,457
Net Occupancy 45,129 40,073 38,976
Net Equipment 18,143 19,274 20,127
Professional Fees 11,511 11,206 6,854
Other 80,033 83,989 78,548
Total Noninterest Expense 346,774 335,407 320,962
Income Before Provision for Income Taxes 269,601 284,591 287,069
Provision for Income Taxes : ’ 77,388 100,888 106,710
Net Income $ 192,213 § 183,703 $ 180,359
Basic Earnings Per Share $ 403 § 375  § 3.59
Diluted Earnings Per Share $ 399 § 369 $ 3.52
Dividends Declared Per Share $ 1.77  $ 167 % 1.52
Basic Weighted Average Shares 47,674,000 49,033,208 50,176,685
Diluted Weighted Average Shares 48,200,650 49,833,546 51,178,943

The accompanying notes are an integral part of the Consolidated Financial Statements.
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Bank of Hawaii Corporation and Subsidiaries
Consolidated Statements of Condition

December 31,

December 31,

(dollars in thousands) 2008 2007
Assets
Interest-Bearing Deposits $ 5,094 8§ 4,870
Funds Sold 405,789 15,000
Investment Securities

Trading 91,500 67,286

Available-for-Sale 2,519,239 2,563,190

Held-to-Maturity (Fair Value of $242,175 and $287,644) 239,635 292,577
Loans Held for Sale 21,540 12,341
Loans and Leases 6,530,233 6,580,861

Allowance for Loan and Lease Losses (123,498) (90,998)

Net Loans and Leases 6,406,735 6,489,863

Total Earning Assets 9,689,532 9,445,127
Cash and Noninterest-Bearing Deposits 385,599 368,402
Premises and Equipment 116,120 117,177
Customers’ Acceptances 1,308 1,112
Accrued Interest Receivable 39,905 45,261
Foreclosed Real Estate 428 184
Mortgage Servicing Rights 21,057 27,588
Goodwill 34,959 34,959
Other Assets 474,567 433,132
Total Assets $ 10,763,475 $ 10,472,942
Liabilities
Deposits

Noninterest-Bearing Demand $ 1,754,724 $ 1,935,639

Interest-Bearing Demand 1,854,611 1,576,443

Savings 3,104,863 2,688,703

Time 1,577,900 1,741,587
Total Deposits 8,292,098 7,942,372
Funds Purchased 15,734 75,400
Short-Term Borrowings 4,900 10,427
Securities Sold Under Agreements to Repurchase 1,028,835 1,029,340
Long-Term Debt (includes $119,275 carried at fair value as of December 31, 2008) 203,285 235,371
Banker’s Acceptances 1,308 1,112
Retirement Benefits Payable 54,776 29,984
Accrued Interest Payable 13,837 20,476
Taxes Payable and Deferred Taxes 229,699 278,218
Other Liabilities 128,299 99,987
Total Liabilities 9,972,771 9,722,687
Commitments and Contingencies (Note 17)
Shareholders’ Equity
Common Stock (8$.01 par value; authorized 500,000,000 shares;

issued / outstanding: December 2008 — 57,019,887 / 47,753,371,

and December 2007 — 56,995,447 / 48,589,645) 568 567
Capital Surplus 492,515 484,790
Accumulated Other Comprehensive Loss (28,888) (5,091)
Retained Earnings 787,924 688,638
Treasury Stock, at Cost (Shares: December 2008 — 9,266,516;

and December 2007 — 8,405,802) (461,415) (418,649)
Total Shareholders’ Equity 790,704 750,255

Total Liabilities and Shareholders’ Equity

$ 10,763,475

$ 10,472,942

The accompanying notes are an integral part of the Consolidated Financial Statements.



Bank of Hawaii Cerporation and Subsidiaries
Consolidated Statements of Shareholders’ Equity

Accum.
Other
Compre- Deferred Compre-
Common  Capital hensive Retained Stock Treasury  hensive
(dollars in thousands) Total Stock  Surplus Loss Earnings Grants Stock  Income
Balance as of December 31, 2005 $ 693,352 $ 565 $ 473,338 $ (47,818) $ 546,591 § (11,080) $ (268,244) -
Comprehensive Income: :
Net Income 180,359 - - - 180,359 - - $ 180,359
Other Comprehensive Income, Net of Tax:
Change in Unrealized Gains and Losses on
Investment Securities Available-for-Sale (196) - - (196) - - - (196)
Change in Minimum Pension Liability Adjustments 1,972 - - 1,972 - - - 1,972
Total Comprehensive Income $ 182,135
Adjustment to Initially Apply FASB Statement No. 158,
Net of Tax 6,958 - - 6,958 - - -
Share-Based Compensation 4,956 - 4,956 - - - -
Net Tax Benefits related to Share-Based Compensation 7,628 - 7,628 - - - -
Common Stock Issued under Purchase and Equity
Compensation Plans (1,044,951 shares) 30,865 1 (10,744) - (19,543) 11,080 - 50,071
Common Stock Repurchased (2,540,130 shares) (129,727) - - - - - (129,727)
Cash Dividends Paid (76,747) - - (76,747) - -
Balance as of December 31, 2006 $ 719,420 $ 566 $ 475,178 $ (39,084) $ 630,660 $ - $ (347,900)
Cumulative-Effect Adjustment of a Change in
Accounting Principle, Net of Tax:
SFAS No. 156, “Accounting for Servicing of Financial
Assets, an amendment of FASB Statement No. 140” $ 5,126 $ - $ - $ 5279 $ (153) $ -8 -
FSP No. 13-2, “decounting for a Change or Projected
Change in the Timing of Cash Flows Relating to
Income Taxes Generated by a Leveraged Lease
Transaction” (27,106) - - - (27,106) - -
FIN 48, “Accounting for Uncertainty in Income Taxes,
an interpretation of FASB Statement No. 109” (7,247) - - - (7,247) - -
Comprehensive Income:
Net Income 183,703 - - - 183,703 - — § 183,703
Other Comprehensive Income, Net of Tax: '
Change in Unrealized Gains and Losses on
Investment Securities Available-for-Sale 20,824 - - 20,824 - - - 20,824
Unamortized Gain Related to Defined Benefit Plans 7,034 - - 7,034 - - - 7,034
Amortization of Net Loss Related to Pension and
Postretirement Benefit Plans 856 - - 856 - - - 856
Total Comprehensive Income $ 212,417
Share-Based Compensation 5,724 - 5,724 — - — -
Net Tax Benefits related to Share-Based Compensation 3,491 - 3,491 - - - -
Common Stock Issued under Purchase and Equity .
Compensation Plans (749,327 shares) 20,457 1 397 - (8,848) - 28,907
Common Stock Repurchased (1,933,964 shares) . (99,656) - - - - - (99,656)
Cash Dividends Paid (82,371) - - - (82,371) - -
Balance as of December 31, 2007 $ 750,255 $ 567 $ 484,790 § (5,091) $ 688,638 $ — $ (418,649)
Cumulative-Effect Adjustment of a Change in
Accounting Principle, Net of Tax:
SFAS No. 159, “The Fair Value Option for Financial
Assets and Financial Liabilities, including an
amendment of FASB Statement No. 115” $  (2,736) $ - $ -3 - % 27368 - 8 -
Comprehensive Income:
Net Income 192,213 . - - - 192,213 - - $ 192,213
Other Comprehensive Income, Net of Tax:
Change in Unrealized Gains and Losses on
Investment Securities Available-for-Sale (2,889) - - (2,889) - - - (2,889)
Unamortized Loss Related to Defined Benefit Plans (20,967) - - (20,967) - - - (20,967)
Amortization of Net Loss Related to Pension and
Postretirement Benefit Plans 59 - - 59 - - - 59
Total Comprehensive Income . § 168,416
Share-Based Compensation 5,808 - 5,808 — - - -
Net Tax Benefits related to Share-Based Compensation 1,694 - 1,694 - - - -
Common Stock Issued under Purchase and Equity
Compensation Plans (431,254 shares) 14,137 1 223 - (5,336) - 19,249
Common Stock Repurchased (1,267,528 shares) (62,015) - - - - -~ (62,015)
Cash Dividends Paid (84,855) - - - (84,855) - -
Balance as of December 31, 2008 $ 790,704 $ 568 $ 492,515 $ (28,888) $ 787,924 $ - $ (461,415)

The accompanying notes are an integral part of the Consolidated Financial Statements.
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Bank of Hawaii Corporation and Subsidiaries
Consolidated Statements of Cash Flows

Year Ended December 31,

(dollars in thousands) 2008 2007 2006
Operating Activities
Net Income $ 192,213 $ 183,703 $§ 180,359
Adjustments to Reconcile Net Income to Net Cash Provided by Operating Activities:
Provision for Credit Losses 60,515 15,507 10,758
Depreciation and Amortization 14,437 . 14,559 16,088
Amortization of Deferred Loan and Lease Fees (2,055) (1,797) (2,952)
Amortization and Accretion of Premiums/Discounts on Investment Securities, Net 1,609 2,807 4,140
Share-Based Compensation 5,808 5,724 4,956
Benefit Plan Contributions (8,949) 8,727) (1,669)
Deferred Income Taxes (36,860) 16,607 22,844
Net Gain on Sale of Real Property - (3,095) -
Net Gain on Investment Securities (532) (1,485) 172)
Net Change in Trading Securities (24,214) 96,893 -
Proceeds from Sales of Loans Held for Sale 426,525 335,365 330,677
Originations of Loans Held for Sale (435,723) (335,764) (324,704)
Tax Benefits from Share-Based Compensation (1,825) (3,524) (7,634)
Net Change in Other Assets and Other Liabilities (6,025) (82,890) (23,847)
Net Cash Provided by Operating Activities 184,924 233,883 208,844
Investing Activities
Investment Secutities Available-for-Sale:
Proceeds from Prepayments and Maturities 688,329 712,793 524,080
Proceeds from Sales . 235,843 - 81,904 25,020
Purchases (885,418) (884,120) (612,049)
Investment Securities Held-to-Maturity:
Proceeds from Prepayments and Maturities 52,550 78,161 102,126
Purchases - - (20,250)
Net Change in Loans and Leases 24,668 (14,122) (462,621)
Premises and Equipment, Net (13,380) (5,812) (8,100)
Net Cash Provided by (Used in) Investing Activities 102,592 (31,196) (451,794)
Financing Activities
Net Change in Deposits 349,726 (81,022) 115,926
Net Change in Short-Term Borrowings (65,698) (3,855) 232,085
Proceeds from Long-Term Debt - - 25,000
Repayments of Long-Term Debt (32,425) (25,000) (7,500)
Tax Benefits from Share-Based Compensation 1,825 3,524 7,634
Proceeds from Issuance of Common Stock 14,136 20,633 30,893
Repurchase of Common Stock (62,015) (99,656) (129,727)
Cash Dividends Paid (84,855) (82,371) (76,747)
Net Cash Provided by (Used in) Financing Activities 120,694 (267,747) 197,564
Net Change in Cash and Cash Equivalents 408,210 (65,060) (45,386)
Cash and Cash Equivalents at Beginning of Period 388,272 453,332 498,718
Cash and Cash Equivalents at End of Period $ 796,482 $§ 388272 $§ 453,332
Supplemental Information
Cash Paid for:
Interest $ 137,963 $ 209,099 $ 158,251
Income Taxes 94,833 96,623 83,197
Non-cash Investing and Financing Activities:
Transfers from Investment Securities Available-for-Sale to Trading - 164,180 -
Transfers from Loans to Foreclosed Real Estate 357 484 624

The accompanying notes are an integral part of the Consolidated Financial Statements.
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Note 1. Summary of Significant Accounting Policies

Bank of Hawaii Corporation (the “Parent”) is a bank holding company headquartered in Honolulu, Hawaii.
Bank of Hawaii Corporation and its Subsidiaries (the “Company”) provide a broad range of financial products
and services to customers in Hawaii and the Pacific Islands (Guam, nearby islands, and American Samoa). The
majority of the Company’s operations consist of customary commercial and consumer banking services
including, but not limited to, lending, leasing, deposit services, trust and investment activities, brokerage
services, insurance products, and trade financing.

The accounting and reporting principles of the Company conform to U.S. generally accepted accounting
principles (“GAAP”) and prevailing practices within the financial services industry. The preparation of financial
statements in conformity with GAAP requires management to make estimates and assumptions that affect the
reported amounts in the financial statements and accompanying notes. Actual results may differ from those
estimates and such differences could be material to the financial statements.

Certain prior period information has been reclassified to conform to the current year presentation.
The following is a summary of the Company’s significant accounting policies:
Consolidation

The Consolidated Financial Statements include the accounts of the Parent and its subsidiaries. The Parent’s
principal subsidiary is Bank of Hawaii (the “Bank”). All significant intercompany accounts and transactions
have been eliminated in consolidation.

The Company has investments in low-income housing projects and sponsors the Bank of Hawaii Charitable
Foundation. These entities are not consolidated in the Company’s financial statements. The Company also has
investments in leveraged leases, as discussed in Note 3 to the Consolidated Financial Statements.

Investment Securities

Investment securities are accounted for according to their purpose and holding period. Trading securities are
those that are bought and held principally for the purpose of selling them in the near term. Trading securities,
comprised primarily of mortgage-backed securities, are carried at fair value, with realized and unrealized gains
and losses recorded in noninterest income. Held-to-maturity investment securities, comprised of debt and
mortgage-backed securities, that management has the positive intent and ability to hold to maturity are reported
at amortized cost. Available-for-sale investment securities, comprised of debt and mortgage-backed securities, are
those that may not be held-to-maturity and are reported at estimated fair value, with unrealized gains and losses,
net of taxes, reported as a component of other comprehensive income.

A decline in the fair value of investment securities that is considered other than temporary is recorded as a
reduction in noninterest income. An other than temporary impairment analysis is conducted on a quarterly basis.
In determining whether an impairment is other than temporary, management considers the length of time and the
extent to which estimated fair value has been less than cost, as well as the Company’s ability and intent to hold
the investment securities for a period of time sufficient to allow for anticipated recovery.

Realized gains and losses are recorded in noninterest income using the specific identification method. Interest
and dividends on investment securities, including amortization of premiums and accretion of discounts, using the
effective interest method over the period to maturity, are included in interest income. As principal repayments
are received on investment securities, primarily mortgage-backed securities, a pro rata portion of the unamortized
premium or discount is recognized in interest income.

55



Non-marketable equity securities, such as the Federal Home Loan Bank of Seattle (“FHLB”) and Federal
Reserve Bank (the “FRB”) stock, are accounted for at cost and included in other assets.

Loans Held for Sale

Loans held for sale, principally residential mortgage loans, are valued on an aggregate basis at the lower of cost
or fair value. Fair value is determined based on prevailing market prices for loans with similar characteristics.
Gains and losses on sales of residential mortgage loans (sales proceeds minus carrying value) are recorded in
the mortgage banking component of noninterest income. Non-refundable fees and direct loan origination costs
related to loans held for sale are deferred and recognized as a component of the gain or loss on sale.

Loans and Leases

Loans are reported at the principal amount outstanding, net of unearned income. Interest income is recognized
on an accrual basis. Loan origination fees, certain direct costs, unearned discounts, and premiums are deferred
and amortized into interest income as yield adjustments over the term or estimated life of the loan. Loan
commitment fees are generally deferred and amortized into interest income over the commitment period. Other
credit-related fees are recognized as fee income, a component of noninterest income, when earned.

Direct financing leases are carried at the aggregate of lease payments receivable plus the estimated residual
value of leased property, less unearned income. Leveraged leases, which are a form of direct financing leases,
are carried net of non-recourse debt. Unearned income on direct financing and leveraged leases is amortized
over the lease term by methods that approximate the interest method. Residual values on leased assets are
periodically reviewed for other than temporary impairment.

Leveraged Leases

On January 1, 2007, the Company adopted the provisions of Financial Accounting Standards Board (“FASB”)
Staff Position (“FSP”) No. 13-2, “Accounting for a Change or Projected Change in the Timing of Cash Flows
Relating to Income Taxes Generated by a Leveraged Lease Transaction,” which amends Statement of Financial
Accounting Standards (“SFAS”) No. 13, “dccounting for Leases.” The timing of cash flows relating to income
taxes generated by a leveraged lease is an important assumption that affects the periodic income recognized by

" the lessor for that lease transaction. Under the provisions of FSP No. 13-2, a change or projected change in the
timing of cash flows relating to income taxes generated by a leveraged lease transaction requires a recalculation
of the total and periodic income related to the leveraged lease transaction.

During the years 1998 through 2002, the Company entered into one leveraged lease transaction known as a
Lease In-Lease Out (“LILO”) transaction and five leveraged lease transactions known as Sale In-Lease Out
(“SILO”) transactions. As of January 1, 2007, these LILO and SILO transactions were in various stages of
review by the Internal Revenue Service (the “IRS”). Management estimated that the outcome of these reviews
would change the projected timing of cash flows from these leveraged leases. As a result, in adopting the
provisions of FSP No. 13-2 on January 1, 2007, the Company recorded an after-tax cumulative-effect adjustment
to reduce retained earnings by $27.1 million. This adjustment represented a $42.7 million reduction in the
carrying value of lease financing balances and a $15.6 million reduction in deferred income tax liabilities. The
provisions of FSP No. 13-2 also provide that subsequent changes in the timing of projected cash flows that
results in a change in the net investment of a leveraged lease is to be recorded as a gain or loss in the
Company’s results of operations in the period in which the assumption is changed.

In June 2007, the Company reached an agreement with the IRS as to the terms of settlement of the issues
related to the Company’s LILO transaction. In October 2008, the Company accepted a general settlement
initiative from the IRS related to the Company’s five SILO transactions. See Note 15 for further discussion on
the settlement of the LILO and SILO transactions.
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Non-Performing Loans and Leases

Generally, loans and leases are placed on non-accrual status upon becoming contractually past due 90 days or
more for principal or interest (unless loans and leases are adequately secured by collateral, are in the process of
collection, and are reasonably expected to result in repayment), when terms are renegotiated below market levels,
or where substantial doubt about full repayment of principal or interest is evident.

When a loan or lease is placed on non-accrual status, the accrued and unpaid interest receivable is reversed and
the loan or lease is accounted for on the cash or cost recovery method until qualifying for return to accrual
status. A loan or lease may be returned to accrual status when all delinquent interest and principal become
current in accordance with the terms of the loan or lease agreement and when doubt about repayment is
resolved.

Loans and leases are charged-off when it is probable that a loss has been incurred and when it is possible to
make a reasonable estimate of the loss. For commercial loans, a charge-off is determined on a judgmental basis
after due consideration of the debtor’s prospects for repayment and the estimated fair value of collateral is
deemed deficient. For residential mortgage and home equity loans, a charge-off is recorded at 120 days
delinquency for the amount that the estimated fair value (sales price minus costs to acquire title, to hold, and to
sell) is less than the loan balance. Other consumer loans are charged-off upon becoming past due 120 days.

Reserve for Credit Losses

The Company’s reserve for credit losses is comprised of two components, the Allowance for Loan and Lease
Losses (the “Allowance”) and the Reserve for Unfunded Commitments (the “Unfunded Reserve”).

Allowance for Loan and Lease Losses

The Company maintains an Allowance adequate to cover management’s estimate of probable credit losses as of
the balance sheet date. Changes to the absolute level of the Allowance are recognized through charges or credits
to the provision for credit losses (the “Provision”). Loans and leases that are charged-off have the effect of
reducing the Allowance while recoveries of loans and leases previously charged-off have the effect of increasing
the Allowance.

The level of the Allowance is based on analyses of individual borrowers and historical loss experience
supplemented as necessary by credit judgment to address observed changes in trends and conditions, and other
relevant environmental and economic factors that may affect the collectibility of loans and leases.

Impaired loans and leases are defined as those which management believes is probable that we will not collect
all amounts due according to the contractual terms of the loan or lease agreement. A quarterly evaluation of
specific individual commercial borrowers is performed to identify impaired loans and leases. The identification
of specific borrowers for review is based on a review of non-accrual loans and leases as well as those loans and
leases specifically identified by management as exhibiting above average levels of risk. Interest payments made
on impaired loans and leases are typically applied to principal unless collectibility of the principal amount is
reasonably assured, in which case interest is recognized on a cash basis.

Homogeneous pools of loans and leases are analyzed using historical loss patterns in various loan and lease
pools that have been grouped based on similar risk characteristics for collective evaluation of impairment.
Commercial loan and lease pools are collectively evaluated for impairment based on business unit and internal
risk rating segmentation and exclude those loans and leases evaluated individually for impairment. Loss
estimates are calculated based on an analysis of historical risk rating migration to loss. Consumer and small
business loan and lease pools reflect aggregation of similar products based on geography. Loss estimates are
calculated based on historical rolling average loss rates and average delinquency flows to loss.

57



The Allowance also includes an estimate for inherent losses not reflected in the historical analyses. Relevant
factors include, but are not limited to, concentrations of credit risk (geographic, large borrower, and industry),
economic trends and conditions, changes in underwriting standards, experience and depth of lending staff, trends
in delinquencies, and the level of net charge-offs. In addition, the Company uses a variety of other tools to
estimate probable credit losses including, but not limited to, a rolling quarterly forecast of asset quality metrics;
stress testing; and performance indicators based on the Company’s own experience, peers, or other industry
sources.

Reserve for Unfunded Commitments

The Unfunded Reserve is a component of other liabilities and represents the estimate for probable credit losses
inherent in unfunded commitments to extend credit. Unfunded commitments to extend credit include banker’s
acceptances, and standby and commercial letters of credit. The process used to determine the Unfunded Reserve
is consistent with the process for determining the Allowance, as adjusted for estimated funding probabilities or
loan and lease equivalency factors.

Cash and Cash Equivalents

Cash and cash equivalents include cash and noninterest-bearing deposits, interest-bearing deposits, and funds
sold. All amounts are readily convertible to cash and have maturities of less than 90 days.

Premises and Equipment

Premises and equipment, including leasehold improvements, are stated at cost, less accumulated depreciation and
amortization. Capital leases are included in premises and equipment at the capitalized amount less accumulated
amortization.

Premises and equipment is depreciated using the straight-line method over the estimated useful lives of the
respective assets. Estimated useful lives range from six to 20 years for premises and from three to seven years
for equipment. Leasehold improvements are amortized over the shorter of the estimated useful life of the asset
or the lease term. Capitalized leased assets are amortized using the straight-line method over the terms of the
respective leases. Repairs and maintenance are charged to expense as incurred, while improvements which extend
the estimated useful life of the asset are capitalized and depreciated over the estimated remaining life of the
asset.

Long-lived depreciable assets are evaluated periodically for impairment when events or changes in circumstances
indicate the carrying amount may not be recoverable. Impairment exists when the expected undiscounted future
cash flows of a long-lived asset are less than its carrying value. In that event, the Company records a loss for
the difference between the carrying amount and the estimated fair value of the asset based on a quoted market
price, if applicable, or a discounted cash flow analysis. There was no impairment of the Company’s long-lived
depreciable assets for the years ended December 31, 2008, 2007, and 2006.

Foreclosed Real Estate

Foreclosed real estate consists of properties acquired through foreclosure proceedings or acceptance of a
deed-in-lieu of foreclosure. These properties are carried at the lower of cost or estimated fair value based on

- current appraisals, less estimated costs to sell. Losses arising at the time of acquiring such property are charged
against the Allowance. Subsequent decreases in property values are recognized through charges to noninterest
expense. v
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Mortgage Servicing Rights

Mortgage servicing rights are recognized as assets when mortgage loans are sold and the rights to service those
loans are retained.

On January 1, 2007, the Company adopted the provisions of SFAS No. 156, “Accounting for Servicing of
Financial Assets, an amendment of FASB Statement No. 140, which requires all separately recognized servicing
assets and liabilities to be initially measured at fair value, if practicable. In adopting the provisions of SFAS

No. 156, the Company recorded an increase in the value of mortgage servicing rights of $8.0 million which
resulted in a net of tax increase to retained earnings of $5.1 million. Also, as permitted by SFAS No. 156, the
Company reclassified investment securities with a carrying value of $164.2 million (the “Designated Securities™)
from the available-for-sale portfolio to the trading portfolio. Concurrently, the Company reclassified unrealized
losses of $5.3 million, net of tax, previously recorded as a component of accumulated other comprehensive loss,
'to retained earnings. The Designated Securities are recorded at fair value on the Company’s statement of
condition, with realized and unrealized gains and losses recorded as a component of mortgage banking income.
The change in fair value of the Designated Securities is intended to offset changes in valuation assumptions
affecting the recorded value of the Company’s mortgage servicing rights. The net after-tax cumulative-effect
adjustment to adopt the provisions of SFAS No. 156 was to reduce retained earnings by $0.2 million on

January 1, 2007. The Company also adopted the fair value measurement provisions of SFAS No. 156 to account
for subsequent re-measurements of the Company’s class of mortgage servicing rights recognized from January 1,
2007 through June 30, 2008. '

The Company established a new class of mortgage servicing rights, to be accounted for under the amortization
method, beginning with servicing rights recognized on or after July 1, 2008. This class of mortgage servicing
rights is also initially recorded at its estimated fair value, however, is amortized in proportion to and over the
period of estimated net servicing income. An impairment analysis is prepared on a quarterly basis by estimating
the fair value of the mortgage servicing rights and comparing that value to the carrying amount. Impairment
charges related to mortgage servicing rights accounted for under the amortization method are recognized through
a charge to mortgage banking income, a component of noninterest income. Impairment charges for the year
ended December 31, 2008 were $0.3 million. )

Written Loan Commitments

USS. Securities and Exchange Commission (the “SEC™) Staff Accounting Bulletin (“SAB”) No. 109, “Written
Loan Commitments Recorded at Fair Value Through Earnings,” which became effective for the Company on
January 1, 2008, requires entities to include the expected net future cash flows related to the servicing of the
Joan in the measurement of interest rate lock commitments that are accounted for at fair value through earnings.
The expected net future cash flows from servicing the loan that are to be included in measuring the fair value of
the interest rate lock commitment is to be determined in the same manner that the fair value of a recognized
servicing asset is measured under SFAS No. 156. However, a separate and distinct servicing asset is not
recognized for accounting purposes until the servicing rights have been contractually separated from the
underlying loan by sale or securitization of the loan with servicing rights retained. The impact of SAB No. 109
was to accelerate the recognition of the estimated fair value of the servicing rights related to the loan from the
loan sale date to the loan commitment date. The adoption of SAB No. 109 increased mortgage banking income
by $2.0 million for the year ended December 31, 2008. See Note 16 for more information on SAB No. 109.

Goodwill
Goodwill represents the excess of the purchase price over the estimated fair value of the net assets acquired in a

business combination. Goodwill is assessed at least annually for impairment. No impairment of goodwill was
recorded for the years ended December 31, 2008, 2007, and 2006.
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Securities Sold Under Agreements to Repurchase

The Company enters into agreements under which it sells securities subject to an obligation to repurchase the
same or similar securities. Under these arrangements, the Company may transfer legal control over the assets but
still retain effective control through an agreement that both entitles and obligates the Company to repurchase the
assets. As a result, securities sold under agreements to repurchase are accounted for as collateralized financing
arrangements and not as a sale and subsequent repurchase of securities. The obligation to repurchase the
securities is reflected as a liability in the Company’s Consolidated Statements of Condition, while the securities
underlying the securities sold under agreements to repurchase remain in the respective asset accounts and are
delivered to and held in collateral by third party trustees.

Pension and Postretirement Benefit Plans

The Company incurs certain employment-related expenses associated with its two pension plans and a
postretirement benefit plan (the “Plans”). In order to measure the expense associated with the Plans, various
assumptions are made including the discount rate used to value certain liabilities, expected return on plan assets,
anticipated mortality rates, and expected future healthcare costs. The assumptions are based on historical
experience as well as current facts and circumstances. The Company uses a December 31 measurement date for
its Plans. As of the measurement date, plan assets are determined based on estimated fair value, generally
representing observable market prices. The projected benefit obligation is primarily determined based on the
present value of projected benefit distributions at an assumed discount rate.

Periodic pension expense or credits include interest costs based on the assumed discount rate, the expected
return on plan assets based on actuarially derived market-related values, and recognized net actuarial gains or
losses. Periodic postretirement benefit expense or credits include service costs, interest costs based on the
assumed discount rate, amortization of prior service credits, and recognized net actuarial gains or losses.

On December 31, 2006, the Company adopted the provisions of SFAS No. 158, “Employers’ Accounting for
Defined Benefit Pension and Other Postretirement Plans, an amendment of FASB Statements No. 87, 88, 106,
and 132(R).” SFAS No. 158 requires the Company to recognize in its statement of condition an asset for a plan’s
overfunded status or a liability for a plan’s underfunded status. SFAS No. 158 also requires that the Company
measure the Plans’ assets and obligations that determine its funded status as of the end of the fiscal year and to
recognize those changes in the year in which the changes occur as a component of other comprehensive income,
net of taxes. The adoption of SFAS No. 158 resulted in a reduction of the Company’s accumulated other
comprehensive loss, net of tax, by approximately $7.0 million, due to previously unrecognized prior service
credits and net actuarial gains.

Income Taxes

The Parent files a consolidated federal income tax return with the Bank and its subsidiaries. Calculation of the
Company’s provision for income taxes requires the interpretation of income tax laws and regulations and the use
of estimates and judgments in its determination. The Company is subject to examination by governmental
authorities that may give rise to income tax issues due to differing interpretations. Changes to the liability for
income taxes also occur due to changes in income tax rates, implementation of new business strategies,
resolution of issues with taxing authorities, and newly enacted statutory, judicial, and regulatory guidance.

Deferred income taxes are provided to reflect the tax effect of temporary differences between financial statement
carrying amounts and the corresponding tax basis of assets and liabilities. Deferred income taxes are calculated
by applying enacted statutory tax rates and tax laws to future years in which temporary differences are expected
to reverse. The impact on deferred tax assets and liabilities of a change in tax rates is recognized in income in
the period that the tax rate change is enacted. A deferred tax valuation reserve is established if it is more likely
than not that a deferred tax asset will not be realized.
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The Company’s tax sharing policy provides for the settlement of income taxes between each relevant subsidiary
as if the subsidiary had filed a separate return. Payments are made to the Parent by subsidiaries with tax
liabilities, and subsidiaries that generate tax benefits receive payments for those benefits as used.

The Company maintains reserves for certain tax positions that arise in the normal course of business. As of
December 31, 2008, these positions were evaluated based on an assessment of probabilities as to the likelihood
of whether a liability had been incurred. Such assessments are reviewed as events occur and adjustments to the
reserves are made as appropriate.

On January 1, 2007, the Company adopted the provisions of FASB Interpretation No. (“FIN”) 48, “Accounting
for Uncertainty in Income Taxes, an interpretation of FASB Statement No. 1 09.” FIN 48 established a recognition
threshold and measurement attributes for income tax positions recognized in the Company’s financial statements
in accordance with SFAS No. 109, “Accounting for Income Taxes.” In evaluating a tax position for recognition,
FIN 48 requires that the Company judgmentally evaluate whether it is more-likely-than-not that a tax position
will be sustained upon examination, including resolution of related appeals or litigation processes, based on the
technical merits of the position. If the tax position meets the more-likely-than-not recognition threshold, the tax
' position is measured and recognized in the Company’s financial statements as the largest amount of tax benefit
that, in management’s judgment, is greater than 50% likely of being realized upon ultimate settlement. In
adopting the provisions of FIN 48 on January 1, 2007, the Company recorded an after-tax cumulative-effect
adjustment to reduce retained earnings by $7.2 million. See Note 15 for further discussion on the Company’s
FIN 48 tax positions as of December 31, 2008 and 2007.

Treasury Stock

Shares of the Parent’s common stock that are repurchased are recorded in treasury stock at cost. On the date of
subsequent re-issuance, the treasury stock account is reduced by the cost of such stock on a first-in, first-out
basis.

Earnings Per Share

Basic earnings per share is computed by dividing net income by the weighted average number of common shares
outstanding for the period. Diluted earnings per share is computed by dividing net income by the weighted
average number of common shares outstanding for the period, plus the effect of common stock equivalents that
are dilutive.

Derivative Financial Instruments

Management has received authorization from the Parent’s Board of Directors to use derivative financial
instruments as an end-user in connection with its risk management activities and to accommodate the needs of
its customers. The Company has elected not to qualify for hedge accounting methods addressed under current
provisions of GAAP. All risk management derivative instruments are stated at fair value in the Consolidated
Statements of Condition with changes in fair value reported in current period earnings.

Share-Based Compensation

On January 1, 2006, the Company adopted the provisions of SFAS No. 123(R), “Share-Based Payment,” using
the modified prospective method. As a result, compensation expense for the years ended December 31, 2008,
2007, and 2006 includes expense related to share-based awards granted prior to but not yet vested as of

January 1, 2006, based on the grant date fair value estimated in accordance with SFAS No. 123, “4ccounting for
Stock-Based Compensation.” Compensation expense for the years ended December 31, 2008, 2007, and 2006
also includes expense related to share-based awards granted on or after January 1, 2006. The adoption of SFAS
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No. 123(R) did not have a material impact on the Company’s statements of income and condition. See Note 14
for share-based compensation disclosures.

Advertising Costs

Advertising costs are expensed as incurred. Advertising costs were $6.0 million for the years ended
December 31, 2008 and 2007, and $5.8 million for the year ended December 31, 2006,

International Operations

The Bank has operations that are conducted in certain Pacific Islands that are denominated in U.S. dollars.
These operations are classified as domestic.

Fair Value Measurements

On January 1, 2008, the Company adopted the provisions of SFAS No. 157, “Fair Value Measurements,” which
established a framework for measuring fair value, while expanding fair value measurement disclosures. SFAS
No. 157 established a fair value hierarchy that distinguishes between independent observable inputs and
unobservable inputs based on the best information available. SFAS No. 157 expands disclosures about the use of
fair value to measure assets and liabilities, the effect of these measurements on earnings for the period, and the
inputs used to measure fair value. In February 2008, the FASB issued FSP FAS 157-1 to exclude SFAS No. 13,
“Accounting for Leases,” and its related interpretive accounting pronouncements that address leasing transactions,
from the scope of SFAS No. 157. The adoption of SFAS No. 157 had no impact on retained earnings and did
not have a material impact on the Company’s statements of income and condition. See Note 18 for fair value
measurement disclosures. ’

In February 2008, the FASB also issued FSP FAS 157-2 to allow entities to electively defer the effective date of
SFAS No. 157 for nonfinancial assets and liabilities, except for those items recognized or disclosed at fair value
on an annual or more frequently recurring basis, until January 1, 2009. The Company electively deferred the
application of the fair value measurement provisions of SFAS No. 157 to its nonfinancial assets and liabilities
measured at fair value until January 1, 2009. The adoption of the fair value measurement provisions of SFAS
No. 157 to the Company’s nonfinancial assets and liabilities is not expected to have a material impact on the
Company’s statements of income and condition. '

Fair Value Option

On January 1, 2008, the Company adopted the provisions of SFAS No. 159, “The Fuir Value Option for
Financial Assets and Financial Liabilities, including an amendment of FASB Statement No. 115, which provided
entities with an option to report selected financial assets and financial liabilities, on an instrument by instrument
basis, at fair value. On January 1, 2008, the Company elected the fair value option for its subordinated notes,
which are included in long-term debt on the Company’s Consolidated Statements of Condition. In adopting the
provisions of SFAS No. 159 on January 1, 2008, the Company adjusted the carrying value of the subordinated
notes to fair value and recorded an after-tax cumulative-effect adjustment to reduce retained earnings by

$2.7 million. Since electing the fair value option, accounting for the Company’s subordinated notes at fair value
has increased other noninterest income by $3.6 million for the year ended December 31, 2008. See Note 18 for
more information related to the fair value option.
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Future Application of Accounting Pronouncements

In March 2008, the FASB issued SFAS No. 161, “Disclosures About Derivative Instruments and Hedging
Activities — an Amendment of FASB Statement No. 133.” SFAS No. 161 expands disclosure requirements
regarding an entity’s derivative instruments and hedging activities. Expanded qualitative disclosures that will be
required under SFAS No. 161 include: (1) how and why an entity uses derivative instruments; (2) how derivative
instruments and related hedged items are accounted for under SFAS No. 133, “Accounting for Derivative
Instruments and Hedging Activities,” and related interpretations; and (3) how derivative instruments and related
hedged items affect an entity’s financial position, financial performance, and cash flows. SFAS No. 161 also
requires several added quantitative disclosures in financial statements. The provisions of SFAS No. 161 are
effective for financial statements issued for annual and interim periods beginning after November 15, 2008. As
SFAS No. 161 amends only the disclosure requirements for derivative instruments and hedged items, the
adoption of SFAS No. 161 will not affect the Company’s statements of income and condition.
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Note 2. Investment Securities

The amortized cost, gross unrealized gains and losses, and estimated fair value 'of the Company’s investment

securities as of December 31, 2008, 2007, and 2006 were as follows:

. Gross Gross

Amortized Unrealized Unrealized Fair
(dollars in thousands) Cost Gains Losses Value
December 31, 2008
Available-for-Sale:
Debt Securities Issued by the U.S. Treasury and Government Agencies $ 551  $ 26§ - § 577
Debt Securities Issued by States and Political Subdivisions 47,033 1,028 (61) 48,000
Debt Securities Issued by U.S. Government-Sponsored Enterprises 235,280 997 (266) 236,011
Mortgage-Backed Securities Issued by

U.S. Government-Sponsored Enterprises 1,941,569 37,924 (1,187) 1,978,306

Non-Agencies 301,453 59 (45,199) 256,313
Total Mortgage-Backed Securities 2,243,022 37,983 (46,386) 2,234,619
Other Debt Securities - 34 - 2 32
Total $ 2525920 $ 40,034 $ (46,715) $ 2,519,239
Held-to-Maturity: :

Mortgage-Backed Securities Issued by

U.S. Government-Sponsored Enterprises $ 239635 § 3,198 § 658) $ 242,175

Total $ 239,635 3,198 (658) $ 242,175
December 31, 2007
Available-for-Sale:
Debt Securities Issued by the U.S. Treasury and Government Agencies $ 3295 § 30 S - 8 3,325
Debt Securities Issued by States and Political Subdivisions 47,620 331 41 47910
Debt Securities Issued by U.S. Government-Sponsored Enterprises 294,223 1,289 (48) 295,464
Mortgage-Backed Securities Issued by

U.S. Government-Sponsored Enterprises 1,678,828 12,414 (6,771) 1,684,471

Non-Agencies 312,973 . . - (8,533) 304,440
Total Mortgage-Backed Securities . 1,991,801 12,414 (15,304) 1,988,911
Other Debt Securities 228,421 172 (1,013) 227,580
Total ’ k $ 2565360 $ 14,236 $ (16,406) $ 2,563,190
Held-to-Maturity:

Debt Securities Issued by States and Political Subdivisions $ 6 8 - 8 - 3 6
Mortgage-Backed Securities Issued by ‘

U.S. Government-Sponsored Enterprises 292,571 722 (5,655) 287,638

Total $ 292577 $ 722§ (5655) $ 287,644
December 31, 2006
Available-for-Sale:
Debt Securities Issued by the U.S. Treasury and Government Agencies $ 19,036 $ 7 3 (103) $ 18,940
Debt Securities Issued by States and Political Subdivisions 38,833 125 (178) 38,780
Debt Securities Issued by U.S. Government-Sponsored Enterprises 258,938 125 (1,167) 257,896
Mortgage-Backed Securities Issued by

U.S. Government-Sponsored Enterprises 1,626,206 2,982 (30,808) 1,598,380

Non-Agencies 364,687 — (7,923) 356,764
Total Mortgage-Backed Securities 1,990,893 2,982 (38,731) 1,955,144
Other Debt Securities 333,131 101 (6,115) 327,117
Total $ 2640831 $ 3340 $ (46,294) $ 2,597,877
Held-to-Maturity:

Debt Securities Issued by States and Political Subdivisions $ 30 $ 1 $ - $ 31
Mortgage-Backed Securities Issued by '

U.S. Government-Sponsored Enterprises 371,314 779 (11,405) 360,688

Total $ 371344 § 780 $ (11,405) $ 360,719
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As of December 31, 2008 and 2007, investment securities with a carrying value of $2.0 billion and $1.7 billion,
respectively, were pledged to secure deposits of governmental entities and securities sold under agreements to
repurchase. Investment securities pledged where the secured party has the right to sell or repledge investment
securities were $825.8 million and $650.4 million as of December 31, 2008 and 2007, respectively.

The table below presents an analysis of the contractual maturities of the Company’s investment securities as of
December 31, 2008. Mortgage-backed securities are disclosed separately in the table below as these investment

securities may prepay prior to their scheduled contractual maturity dates.

(dollars in thousands) Amortized Cost Fair Value
Available-for-Sale: ,
Due in One Year or Less $ 1,139 § 1,140
Due After One Year Through Five Years 12,880 13,322
Due After Five Years Through Ten Years 31,144 31,707
Due After Ten Years 237,735 238,451
282,898 284,620
Mortgage-Backed Securities Issued by
U.S. Government-Sponsored Enterprises 1,941,569 1,978,306
Non-Agencies 301,453 256,313
Total Mortgage-Backed Securities 2,243,022 2,234,619
Total $ 2525920 § 2,519,239
Held-to-Maturity:
Mortgage-Backed Securities Issued by U.S. Government-Sponsored Enterprises $ 239,635 § 242,175
Total $ 239,635 $ 242,175

Gross gains and losses from the sales of investrnént securities for the years ended December 31, 2008, 2007, and

2006 were as follows:

2007 2006

(dollars in thousands) 2008
Gross Gains on Sales of Investment Securities $ 549 $ 1485 $ 172
Gross Losses on Sales of Investment Securities an - -

Net Gains on Sales of Investment Securities

$ 532 $ 1485 § 172

65



The Company’s temporarily impaired investment securities as of December 31, 2008 and 2007 were as follows:

Temporarily Impaired Investment Securities

Less Than 12 Months 12 Months or Longer Total
Gross Gross Gross
) Unrealized Unrealized Unrealized
(dollars in thousands) Fair Value Losses Fair Value Losses Fair Value Losses
December 31, 2008
Debt Securities Issued by
States and Political Subdivisions $ 745 $ an s 284 $ 50 $ 1,029 § (61)
Debt Securities Issued by
U.S. Government-Sponsored Enterprises 19,375 (228) 1,591 (38) 20,966 (266)
Mortgage-Backed Securities Issued by
U.S. Government-Sponsored Enterprises 222,468 (1,388) 59,385 457) 281,853 (1,845)
Non-Agencies 123,549 (16,641) 121,482 (28,558) 245,031 (45,199)
Total Mortgage-Backed Securities 346,017 (18,029) 180,867 (29,015) 526,884 (47,044)
Other Debt Securities - - 32 2) 32 2)
Total Temporarily Impaired Investment
Securities $ 366,137 $§ (18268) $ 182,774 $ (29,105) $ 548911 $ (47,373)
December 31, 2007
Debt Securities Issued by
States and Political Subdivisions $ 328 8 ® $ 9,857 $ 33 $ 10,185 § 41
Debt Securities Issued by
U.S. Government-Sponsored Enterprises 1,384 (15) 2,081 (33) 3,465 (48)
Mortgage-Backed Securities Issued by
U.S. Government-Sponsored Enterprises 148,537 (593) 789,643 (11,834) 938,180 (12,427)
Non-Agencies - - 304,440 (8,533) 304,440 (8,533)
Total Mortgage-Backed Securities 148,537 (593) 1,094,083 (20,367) 1,242,620 (20,960)
Other Debt Securities -~ - 218,981 (1,012) 218,981 (1,012)
Total Temporarily Impaired Investment
Securities $ 150,249 § (616) § 1325002 $ (21,445) $ 1475251 $ (22,061)

The gross unrealized losses reported for mortgage-backed securities relate to investment securities issued by U.S.
government-sponsored enterprises, such as the Federal National Mortgage Association and Federal Home Loan
Mortgage Corporation, and non-agencies. The Company does not believe that the investment securities that were
in an unrealized loss position as of December 31, 2008, which was comprised of 76 securities, represent an
other-than-temporary impairment. Total gross unrealized losses were primarily attributable to changes in interest
rates and levels of market liquidity, relative to when the investment securities were purchased, and not due to the
credit quality of the investment securities. The Company has both the intent and ability to hold the investment
securities for a period of time necessary to recover the amortized cost.

Substantially all of the Company’s interest income on investment securities for the years ended December 31,
2008, 2007, and 2006, was comprised of taxable interest income. Income tax expense related to the Company’s
net realized gains on the sales of investment securities was $0.2 million, $0.6 million, and $0.1 million for the
years ended December 31, 2008, 2007, and 2006, respectively. The accumulated other comprehensive loss from
net unrealized gains and losses on investment securities, net of tax, was $4.3 million, $1.4 million, and

$27.5 million as of December 31, 2008, 2007, and 2006, respectively.
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Note 3. Loans and Leases and the Reserve for Credit Losses

Loans and Leases

The Company’s loan and lease portfolio was comprised of the following as of December 31:

(dollarsvin thousands) 2008 2007 2006 2005 2004
Commercial
Commercial and Industrial $ 1,053,781 $ 1,054,355 $ 1,093,392 § 918,842 8§ 923,700
Commercial Mortgage 740,779 634,483 611,334 558,346 602,678
Construction 153,952 208,670 249,263 153,682 106,220
Lease Financing - 468,140 481,882 508,997 470,155 479,100
Total Commercial 2,416,652 2,379,390 2,462,986 2,101,025 2,111,698
Consumer
Residential Mortgage , 2,461,824 2,486,284 2,487,123 2,418,768 2,326,627
Home Equity 1,033,221 994,972 950,860 886,830 779,892
Automobile 369,789 443,011 429,149 433,027 404,850
Other ! 248,747 277,204 293,049 328,886 363,863
Total Consumer 4,113,581 4,201,471 4,160,181 4,067,511 3,875,232
Total Loans and Leases $ 6,530,233 § 6,580,861 $ 6,623,167 $ 6,168,536 $ 5,986,930

! Comprised of other revolving credit, installment, and lease financing.

Total loans and leases were reported net of unearned income of $179.6 million and $190.2 million as of
December 31, 2008 and 2007, respectively.

Commercial and residential mortgage loans of $504.6 million and $415.0 million were pledged to secure an
FRB line of credit as of December 31, 2008 and 2007, respectively. Residential mortgage loans of $60.2 million
were pledged to secure FHLB advances as of December 31, 2008 and 2007.

The aggregate amount of gains and losses on the Company’s sale of residential mortgage loans for the years
ended December 31, 2008, 2007, and 2006 is shown below. Net gains on sale of residential mortgage loans are
recorded as a component of mortgage banking income in noninterest income. There were no sales of commetcial
loans for the years ended December 31, 2008, 2007, and 2006.

(dollars in thousands) 2008 2007 2006
Gross Gains on Sale of Residential Mortgage Loans $ 2,308 $ 1,471 $ 1,633
Gross Losses on Sale of Residential Mortgage Loans (1,312) (786) (553)
Net Gains on Sale of Residential Mortgage Loans $ 9% $ 685 $ 1,080
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Leveraged Leases

The Company’s net investment in leveraged leases was comprised of the following as of December 31, 2008 and
2007: '

December 31,

- (dollars in thousands) 2008 2007
Rental Receivable (Net of Principal and Interest on Non-Recourse Debt) $ 273,059 $ 288,695
Estimated Residual Value of Leased Assets 191,989 198,645
Less: Unearned and Deferred Income (142,543) (150,425)
Investment in Leveraged Leases 322,505 336,915
Less: Deferred Income Taxes Arising from Leveraged Leases (164,277) (180,403)

Net Investment in Leveraged Leases $ 158228 § 156,512

The Company is the lessor in various leveraged lease agreements under which airplanes, rail cars, and
watercraft, are leased with estimated remaining economic lives ranging from seven to 28 years. These leveraged
lease agreements have remaining terms up to 20 years. The Company’s equity investment typically represents
between 20% and 30% of the purchase price, with the remaining percentage being provided by third-party
financing in the form of long-term debt that provides for no recourse against the Company and is secured by a
first lien on the asset. The residual value of the leased asset is estimated at the beginning of the leveraged lease
agreement, based on appraisals and other methods, and is reviewed at least annually for impairment. At the end
of the lease term, the asset is returned to the Company. Generally, for federal income tax purposes, the Company
receives the benefit of income tax deductions for depreciation on the entire leased asset and for interest on the
long-term debt. During the early years of a leveraged lease, income tax deductions exceed lease rental income,
resulting in reduced income taxes payable. In the later years of a leveraged lease, lease rental income will
exceed income tax deductions, resulting in increased income taxes payable. Deferred income taxes are provided
for this timing difference. The Company’s investment in leveraged leases was $322.5 million and $336.9 million
as of December 31, 2008 and 2007, respectively, and is reflected as a component of commercial lease financing.

In March 2008, the lessee in an aircraft leveraged lease exercised its early buy-out option resulting in an

$11.6 million pre-tax gain for the Company. This gain on the sale of the Company’s equity interest in the lease
was recorded as a component of other noninterest income in the statement of income. This sale also resulted in
a benefit for income taxes of $1.4 million from the adjustment of previously recognized tax liabilities. After-tax
gains from this transaction were $13.0 million.

Related Party Loans

Certain directors and executive officers of the Company, companies in which they are principal owners, and
trusts in which they are involved, have loans with the Bank. These loans were made in the ordinary course of
business at normal credit terms, including interest rate and collateral requirements.

The following table presents the loan activity with certain directors and executive officers of the Company for
the years ended December 31, 2008 and 2007.

December 31,

(dollars in thousands) 2008 2007
Balance at Beginning of Year $ 19,147 $ 17,551
Additions: .
Borrowings 2,639 1,263
Other ! 1,207 2,527
Reductions:
Payments (6,769) (2,194)
Balance at End of Year $ 16,224 $ 19,147

! Represents borrowings as a result of changes in the parties considered executive officers under SEC regulations.
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Reserve for Credit Losses

Activity in the Company’s reserve for credit losses was as follows for the years ended December 31:

(dollars in thousands) 2008 2007 2006 2005 2004
Balance at Beginning of Period $ 96,167 $ 96,167 '$ 96,167 $ 113,596 $ 129,080
Loans and Leases Charged-Off -
Commercial :
Commercial and Industrial (8,059) (3,266) 2,373) (2,507) (4,408)
Commercial Mortgage - - - - (575)
Construction (1,932) - - - -
Lease Financing (304) (145) - (10,049) (1,381)
Consumer
Residential Mortgage (723) (169) (132) (646) (819)
Home Equity (2,530) (1,097) (633) (959) (827)
Automobile (11,236) (10,340) (8,268) (6,767) (5,407)
Other ! (10,564) (9,893) (9,251) (12,605) (13,138)
Total Loans and Leases Charged-Off (35,348) (24,910) (20,657) (33,533) (26,555)
Recoveries on Loans and Leases Previously Charged-Off
Commercial
Commercial and Industrial 1,634 1,203 3,509 1,751 3,973
Commercial Mortgage - 156 509 3,246 2,052
Construction - - - - 529
Lease Financing 10 2,092 3 189 19
Consumer
Residential Mortgage 175 221 464 641 915
Home. Equity ) 108 359 309 411 . 283
Automobile 2,817 2,582 2,088 1,900 1,987
Other ! 2,589 2,790 3,017 3,378 4,252
Foreign . - - - - 7,061
Total Recoveries on Loans and Leases Previously
Charged-Off 7,333 9,403 9,899 11,516 21,071
Net Loans and Leases Charged-Off (28,015) (15,507) (10,758) (22,017) (5,484)
Provision for Credit Losses 60,515 15,507 10,758 4,588 (10,000)
Balance at End of Period 2 ’ $ 128,667 $ 96,167 $ 96,167 - $ 96,167 $ 113,596
Components
Allowance for Loan and Lease Losses $ 123,498 § 90,998 $ 90,998 $ 91,090 $ 106,796
Reserve for Unfunded Commitments 5,169 5,169 5,169 5,077 6,800
Total Reserve for Credit Losses $ 128,667 $ 96,167 $ 96,167 $ 96,167 $§ 113,596
Average Loans and Leases Outstanding $ 6,542,178 $ 6,561,584 $ 6369200 $ 6,104,356 § 5,786,645
Ratio of Net Loans and Leases Charged-Off
to Average Loans and Leases Outstanding 0.43% 0.24% 0.17% 0.36% 0.09%
Ratio of Allowance for Loan and Lease Losses :
to Loans and Leases Outstanding 1.89% 1.38% 1.37% 1.48% 1.78%

’ ! Comprised of other revolving credit, installment, and lease financing.
2 Included in this analysis is activity related to the Company’s reserve for unfunded commitments, which is separately recorded in other
liabilities in the Consolidated Statements of Condition.

Non-accrual loans and leases as of December 31, 2008 and 2007 were $14.5 million and $5.1 million,
respectively. Loans and leases past due 90 days or more and still accruing interest as of December 31, 2008 and
2007 were $14.2 million and $7.6 million, respectively.
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The Company’s impaired loans and leases as of December 31, 2008, 2007, and 2006 were as follows:

(dollars in thousands) 2008 2007 2006
Recorded Investment in Impaired Loans and Leases Not Requiring an

Allowance for Loan and Lease Losses $ 8,197 $ - 3 -
Recorded Investment in Impaired Loans and Leases Requiring an

Allowance for Loan and Lease Losses 125 87 414
Recorded Investment in Impaired Loans and Leases ! $ 8322 § 87 §$ 414
Allowance for Loan and Lease Losses on Impaired Loans and Leases $ 138 30 § 145
Average Recorded Investment in Impaired Loans and Leases $ 1,728 $§ 150 § 168

! There were no accruing market-rate troubled-debt restructurings for the years ended December 31, 2008, 2007, and 2006.
Note 4. Mortgage Servicing Rights

The Company’s portfolio of residential mortgage loans serviced for third parties was $2.7 billion as of
December 31, 2008 and $2.5 billion as of December 31, 2007 and 2006. Substantially all of the Company’s
residential mortgage loans sold to third parties is sold on a non-recourse basis. The Company’s mortgage
servicing activities include collecting principal, interest, and escrow payments from borrowers; making tax and
insurance payments on behalf of the borrowers; monitoring delinquencies and executing foreclosure proceedings;
and accounting for and remitting principal and interest payments to investors. Servicing income, including late
and ancillary fees, was $6.3 million for the year ended December 31, 2008, and $6.1 million for the years ended
December 31, 2007 and 2006. The Company’s residential mortgage loan servicing portfolio is comprised
primarily of fixed rate loans concentrated in Hawaii.

As noted in Note 1, the Company adopted the provisions of SFAS No. 156 on January 1, 2007 and concurrently
identified its entire balance of mortgage servicing rights as one class of servicing assets for this fair value
measurement. The table below reconciles the balance of the Company’s mortgage servicing rights as of
December 31, 2006 and January 1, 2007.

(dolars in thousands)

Balance as of December 31, 2006 ' $ 19,437
Pre-Tax Cumulative-Effect Adjustment of a Change in Accounting Principle : 8,007
Balance as of January 1, 2007 $ 27,444

For the years ended December 31, 2008 and 2007, the change in the fair value of the Company’s mortgage
servicing rights accounted for under the fair value measurement method was as follows:

(dollars in thousands) P 2008 2007

Balance at Beginning of Year $ 27,588 $ 27,444
Servicing Rights that Resulted From Asset Transfers © 3,717 4,153
Changes in Fair Value:
Due to Change in Valuation Assumptions ! (9,331 184
Due to Paydowns and Other 2 (2,421) (4,193)
Total Changes in Fair Value of Mortgage Servicing Rights (11,752) (4,009)
Balance at End of Year $ 19553 §$§ 27,588

! Principally represents changes in discount rates and loan repayment rate assumptions, mostly due to changes in interest rates.
2 Principally represents changes due to loan payoffs.
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For the years ended December 31, 2008, 2007, and 2006, the change in the carrying value of the Company’s
mortgage servicing rights accounted for under the amortization method, net of a valuation allowance, was as
follows:

(dollars in thousands) ' ' 2008 2007 2006
Balance at Beginning of Year $ - $ - $ 18,010
Servicing Rights that Resulted From Asset Transfers 1,843 - 3,979
Amortization 47 - (2,552)
Balance at End of Year $ 1,796 $ - $ 19437
Valuation Allowance:

Balance at Beginning of: Year $ - $ - $ -
Provision for Mortgage Servicing Rights in Excess of Fair Value 292 - -
Balance at End of Year - $ 292 $ - $ -

Mortgage Servicing Rights Accounted for Under
the Amortization Method, Net of a Valuation Allowance ' $ 1,504 $ - $ 19,437

Fair Value of Mortgage Servicing Rights Accounted for Under

the Amortization Method
Beginning of Year ’ $ - $ - $ 25,689
End of Year $ 1,504 $ - $ 27,444

! The Company established a new class of mortgage servicing rights, to be accounted for under the amortization method, beginning with
servicing rights recognized on or after July 1, 2008.

The key assumptions used in estimating the fair value of the Company’s mortgage sefvicing rights as of
December 31, 2008 and 2007 were as follows: X '

2008 2007
Weighted-Average Constant Prepayment Rate ! 17.81% 11.15%
Weighted-Average Life (in years) 4.17 6.08
Weighted-Average Note Rate 5.74% 5.82%
Weighted-Average Discount Rate 2 6.23% 8.56%

1 Represents annualized loan repayment rate assumptlon .
2 Derived from multiple interest rate scenarios that incorporate a spread to the LIBOR/swap curve and market volatilities.

Residential mortgage loan repayment rates for the Company’s servicing portfolio, which is concentrated in
Hawaii, approximated the national average for the years ended December 31, 2008 and 2007.

A sensitivity analysis of the Company’s fair value of mortgage servicing rights to changes in certain key
assumptions as of December 31, 2008 and 2007 is presented in the following table.

Sensitivity Analysis

(dollars in thousands) . 2008 2007
Constant Prepayment Rate
Decrease in fair value from 25 basis points (“bps™) adverse change $ (216) $ (260)
Decrease in fair value from 50 bps adverse change @27 (516)
Discount Rate
Decrease in fair value from 25 bps adverse change . (202) (265)
Decrease in fair value from 50 bps adverse change } (400) (5206)

This analysis generally cannot be extrapolated because the relationship of a change in one key assumption to the
change in the fair value of the Company’s mortgage servicing rights usually is not linear. Also, the effect of
changing one key assumption without changing other assumptions is not realistic. The calculation of the fair
value of mortgage servicing rights is dynamic in nature, in that changes in one key assumption may result in
changes in other assumptions, Wthh may magnify or counteract the sensitivity analysis presented in the table
above.
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Note 5. Premises and Equipment

The components of the Company’s premises and equipment as of December 31, 2008 and 2007 were as follows:

Accumulated
Depreciation and

(dollars in thousands) Cost Amortization Net Book Value
December 31, 2008 .
Premises $ 291,379 $ (192,034) $ 99,345
Equipment 197,615 (182,447) 15,168
Capital Leases 4,464 (2,857) 1,607
Total $ 493,458 $ (377,338) $ 116,120
December 31, 2007

Premises $ 285,959 $ (182,374) $ 103,585
Equipment 191,644 (179,838) 11,806
Capital Leases : 4,464 (2,678) 1,786
Total $ 482,067 $ (364,890) $ 117,177

Depreciation and amortization (including capital lease amortization) included in noninterest expense totaled
$14.4 million, $14.6 million, and $16.1 million for the years ended December 31, 2008, 2007, and 2006,

respectively.

Note 6. Other Assets

The components of the Company’s other assets as of December 31, 2008 and 2007 were as follows:

Other Assets

(dollars in thousands) 2008 2007
Bank-Owned Life Insurance . $ 196,043 $ 188,888
Federal Home Loan Bank and Federal Reserve Bank Stock 79,705 79,494
Low-Income Housing Investments and Other Equity Investment 30,920 36,376
Accounts Receivable 17,607 26,748
Federal Tax Deposit 82,500 61,000
Other 67,792 40,626
Total Other Assets $ 474,567 $ 433,132

Note 7. Deposits

Time Deposits

As of December 31, 2008 and 2007, the Company’s total time deposits were $1.6 billion and $1.7 billion,
respectively. As of December 31, 2008, the contractual maturities of these time deposits were as follows:

(dollars in thousands) ) Amount
2009 $ 1,329,312
2010 80,208
2011 ’ 108,638
2012 : 13,826
2013 16,763
Thereafter 29,153
Total $ 1,577,900
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The amount of time deposits with balances of $100,000 or more was $922.2 million and $997.7 million as of
December 31, 2008 and 2007, respectlvely As of December 31, 2008, the contractual maturities of these time

deposits were as follows:

(dollars in thousands) Amount
Three Months or Less o $ 492,468
Over Three Months through Six Months 232,393
Over Six Months through Twelve Months 104,794
Over Twelve Months - 92,515
Total $ 922,170

Public Deposits

As of December 31, 2008 and 2007, deposits of governmental entities of $8.5 million and $0.7 million,
respectively, required collateralization by acceptable investment securities of the Company.

Note 8. Borrowings

Details of the Company’s botroWings as of and for the years ended December 31, 2008, 2007, and 2006 were as

follows:
(dollars in thousands) 2008 2007 2006
Funds Purchased
Amounts Outstanding as of December 31, $ 15,734 § 75400 $ 60,140
Average Amount Qutstanding During Year 90,945 120,212 170,427
Maximum Amount Qutstanding at Any Month End 255,900 234,200 353,700
Weighted Average Interest Rate During: Year. 1.74% 4.96% 4.99%
Weighted Average Interest Rate End of Year 0.09% 2.28% 5.23%
Securities Sold Under Agreements to Repurchase ! .
Amounts Outstanding as of December 31, $ 353,835 $ 429340 $ 372,824
Average Amount Outstanding During Year 428,225 400,902 525,147
Maximum Amount Qutstanding at Any Month End 581,962 487,511 . 707,166
Weighted Average Interest Rate During Year 2 2.75% 4.86% 4.72%
Weighted Average Interest Rate End of Year 1.37% 4.35% 4.95%

1 Excludes long-term securities sold under agreements to repurchase with private institutions of $675.0 million, $600.0 million, and
$675.0 million as of December 31, 2008, 2007, and 2006, respectively.

2 The weighted average interest rates for securities sold under agreements to repurchase were computed by dividing actual interest expense

on borrowings by the average daily borrowings.

Funds purchased generally mature on the next business day following the date of purchase.

Short-term borrowings include treasury tax and loan balances, which represent tax payments collected on behalf
of the U.S. Government, callable at any time and bearing market interest rates, and commercial paper which is
1ssued in various denominations generally maturing 90 days or less from the date of issuance.

The Company’s total securities sold under agreements to repurchase were $1.0 billion as of December 31, 2008,
2007, and 2006. As of December 31, 2008, total securities sold under agreements to repurchase placed with . .

private institutions were $675.0 million, of which $200.0 million were indexed to the London Inter Bank
Offering Rate (“LIBOR”) and $475.0 million were at fixed interest rates. As of December 31, 2008, the

remaining terms of agreements with private institutions ranged from five to 13 years. However, the private
institutions have the right to terminate the agreements on predetermined dates. If the agreements with private



institutions, which are indexed to LIBOR, are not terminated by the predetermined dates, interest rates on the
agreements become fixed, at rates ranging from 4.25% to 5.00%, for the remaining term of the respective
agreements. As of December 31, 2008, the weighted average interest rate for the Company’s agreements with
private institutions was 3.75%.

As of December 31, 2008, the weighted average maturity was 66 days for the Company’s securities sold under
agreements to repurchase with government entities and 8.29 years for securities sold under agreements to

repurchase with private institutions, subject to the private institutions’ right to terminate agreements at earlier
specified dates which could decrease the weighted average maturity to 5.10 years.

Note 9. Long-Term Debt

The Company’s long-term debt as of December 31, 2008 and 2007 were as follows: .

(dollars in thousands) 2008 2007
Subordinated Notes $ 119,275 § 124,907
Federal Home Loan Bank Advances 50,000 50,000
Privately Placed Notes 25,000 25,000
Capitalized Lease Obligations 9,010 9,039
Capital Securities - 26,425
Total Long-Term Debt $ 203,285 $§ 235371

As of December 31, 2008, the subordinated notes issued by the Bank, bearing a fixed interest rate of 6.875%,
were recorded at fair value on the Company’s Consolidated Statements of Condition. See Note 18 for more
information related to the Company’s adoption of SFAS No. 159 and the fair value option. The subordinated
notes were issued in 1999 under the Bank’s $1.0 billion note program and mature in March 2009. Under the
terms of this program, the Bank may issue additional notes provided that at any time the aggregate amount
outstanding does not exceed $1.0 billion.

The Bank is a member of the FHLB. The Bank may borrow funds from the FHLB in amounts up to 15% of the
Bank’s total assets, provided the Bank is able to pledge an adequate amount of qualified assets to secure the
borrowings. The Bank is required to hold FHLB stock as a condition of membership. As of December 31, 2008,
the Bank held $61.3 million of FHLB stock which is recorded as a component of other assets. As of

December 31, 2008, borrowings from the FHLB were $50.0 million at a fixed interest rate of 4.0% with
maturity in 2010. As of December 31, 2008 and 2007, residential mortgage loans of $60.2 million were pledged
to secure the FHLB advances.

The Parent issued $25.0 million in privately placed fixed rate notes in 2006. Of the $25.0 million in privately
placed notes outstanding as of December 31, 2008, $10.0 million was scheduled to mature in three years bearing
an interest rate of 6.00% and $15.0 million was scheduled to mature in eight years bearing an interest rate of
6.27%. In February 2009, the Parent repaid the $25.0 million in privately placed fixed rate notes.

Capitalized lease obligations relate to office space at the Company’s headquarters. The lease began in 1993 and
has a 60 year term. Lease payments are fixed at $0.7 million per year from 2008 to 2012, and are negotiable
thereafter.

Bancorp Hawaii Capital Trust I (the “Trust”), a grantor trust wholly-owned by the Parent, issued $100.0 million
in Capital Securities in 1996. The sole assets of the Trust were Junior Subordinated Debt Securities (the
“Debt”) issued by the Parent to the Trust. The Capital Securities, bearing a fixed interest rate of 8.25%, were
scheduled to mature on December 15, 2026. However, the Capital Securities became redeemable, in whole or in
part, at the option of the Trust on December 15, 2006. During the years ended December 31, 2007 and 2006,
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the Parent redeemed Capital Securities of $68.6 million and $5.0 million, respectively. During the year ended
December 31, 2008, the Parent redeemed the remaining Capital Securities of $26.4 million. Concurrently, the

Debt issued by the Parent to the Trust was repaid and the Trust was dissolved.

As of December 31, 2008, future principal payments on long-term debt, excluding capital lease obligations and

the $25.0 million in privately placed notes repaid by the Parent in February 2009, were expected to be as

follows:

(dollars in thousands) Amount

2009 $ 119,275
2010 50,000
2011 ' -
2012 : -
2013 -
Thereafter _

Total $ 169,275

Note 10. Shareholders’ Equity

Regulatory Capital

The table below sets forth the minimum required capital amounts and ratios for well capitalized institutions and

the actual capital amounts and ratios for the Company and the Bank as of December 31, 2008 and 2007:

Well Capitalized

(dollars in thousands) Minimum Ratio Company Bank
As of December 31, 2008:

Shareholders’ Equity 790,704 743,927
Tier 1 Capital 751,519 718,870
Total Capital 835,682 802,933
Tier 1 Capital Ratio 6% 11.24% 10.76%
Total Capital Ratio 10% 12.49% 12.02%
Leverage Ratio 5% 7.30% 6.97%
As of December 31, 2007:

Shareholders’ Equity 750,255 751,867
Tier 1 Capital 731,703 723,778
Total Capital 845,460 837,426
Tier 1 Capital Ratio 6% 10.32% 10.22%
Total Capital Ratio ' 10% 11.92% 11.83%
Leverage Ratio : 5% 7.02% 6.94%

The Company and the Bank are subject to various regulatory capital requirements administered by the federal
banking agencies. Failure to meet minimum capital requirements can result in certain mandatory, and possibly
additional discretionary, actions by regulators that, if undertaken, could have a direct material effect on the
Company’s financial statements. Under capital adequacy guidelines and the regulatory framework for prompt
corrective action, the Company and the Bank must meet specific capital guidelines that involve quantitative
measures of assets, liabilities, and certain off-balance sheet items as calculated under regulatory accounting
practices. The capital amounts and classifications are also subject to qualitative judgments by regulators about

the components of regulatory capital, risk weightings, and other factors.

Quantitative measures established by regulation to ensure capital adequacy require the Company and the Bank to
maintain minimum amounts and ratios of Tier 1 and Total Capital. Tier 1 Capital is common shareholders’
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equity plus qualifying Capital Securities, reduced by certain intangible assets, postretirement benefit liability
adjustments, and unrealized gains and losses on available-for-sale investment securities. Total Capital is Tier 1
Capital plus an allowable reserve for credit losses and qualifying subordinated debt. Three capital ratios are used
to measure capital adequacy: Tier 1 Capital divided by risk-weighted assets, as defined; Total Capital divided by
risk-weighted assets; and the leverage ratio, which is Tier 1 Capital divided by quarterly average total assets.

As of December 31, 2008, the Company and the Bank were well capitalized as defined in the regulatory
framework for prompt corrective action. There were no conditions or events since December 31, 2008 that
management believes have changed the Company or the Bank’s capital ratings.

FRB regulations require the Bank to maintain reserve balances based on the amount of deposits held. The
required reserve balance of the Bank was $51.9 million and $40.7 million as of December 31, 2008 and 2007,
respectively.

Dividends

Dividends paid by the Parent are substantially funded from dividends received from the Bank. The Bank is
subject to federal and state regulatory restrictions that limit cash dividends and loans to the Parent. These
restrictions generally require advanced approval from the Bank’s regulator for payment of dividends in excess of
net income for the current calendar year and net income for the prior two calendar years.

Common Stock Repurchase Program

On October 24, 2008, the Parent’s Board of Directors increased the authorization under the share repurchase
program by an additional $50.0 million. This new authorization, combined with the Parent’s previously
announced authorizations of $1.65 billion, brought the total authorized repurchase amount to $1.70 billion.
Shares repurchased under this program are held in treasury stock for re-issuance in connection with share-based
compensation plans and for general corporate purposes. The Parent repurchased 1.2 million shares, 1.9 million
shares, and 2.5 million shares for the years ended December 31, 2008, 2007, and 2006, respectively. From the
beginning of the share repurchase program in July 2001 through October 28, 2008, the Parent repurchased a
total of 45.6 million shares and returned a total of $1.6 billion to its shareholders at an average cost of $35.44
per share. The Parent has not made any share repurchases from October 29, 2008 through February 20, 2009.
Remaining buyback authority was $85.4 million as of December 31, 2008, with no changes in this amount
through February 20, 2009.

Accumulated Other Comprehensive Loss

The components of accumulated other comprehensive loss, net of tax, which is a component of shareholders’
equity were as follows:

Prior Service Credit Net Unrealized

and Actuarial Actuarial Losses Gains (Losses) on
Gains Related to Related to Investment  Accumulated Other
(dollars in thousands) Postretirement Plan Pension Plans Securities Comprehensive Loss
Balance, Deceniber 31, 2005 $ - 3 (20,523) $ (27,295) $ (47,818)
Net change 6,958 1,972 (196) 8,734
Balance, December 31, 2006 6,958 (18,551) (27,491) (39,084)
Net change 1,689 6,201 26,103 33,993
Balance, December 31, 2007 8,647 (12,350) "(1,388) (5,091)
Net change (1,568) (19,340) (2,889) (23,797)
Balance, December 31, 2008 $ 7,079 § (31,690) $ 4.277) $ (28,888)
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The following table presents the change in accumulated other comprehensive loss, net of tax, related to each

component:
(dollars in thousands) Before Tax Amount Tax Effect Net of Tax
December 31, 2008:
Net Unrealized Losses on Investment Securities Available-for-Sale Arising

During the Year $ (3,979) $ (1,431) § (2,548)
Reclassification of Net Gains on Investment Securities Available-for-Sale

Included in Net Income (532) (191) (341)
Change in Unrealized Gains and Losses on Investment Securities

Available-for-Sale (4,511) (1,622) (2,889)
Amortization of Prior Service Credit and Net Actuarial Loss 92 33 59
Unamortized Losses Related to Defined Benefit Plans (32,761) (11,794) (20,967)
Change in Accumulated Other Comprehensive Loss $ (37,180) $ (13,383) $ (23,797)
December 31, 2007:
Net Unrealized Gains on Investment Securities Available-for-Sale Arising

During the Year $ 34,021 § 12,248 $ 21,773
Reclassification of Unrealized Losses to Retained Earnings to Initially

Apply SFAS No. 156 8,248 2,969 5,279
Reclassification of Net Gains on Investment Securities Available-for-Sale

Included in Net Income : (1,485) (536) (949)
Change in Unrealized Gains and Losses on Investment Securities :

Available-for-Sale 40,784 14,681 . -26,103
Amortization of Prior Service Credit and Net Actuarial Loss 1,337 481 856
Unamortized Gains Related to Defined Benefit Plans 10,990 3,956 7,034
Change in Accumulated Other Comprehensive Loss $ 53,111 $§ 19,118 §$ 33,993
December 31, 2006:
Net Unrealized Losses on Investment Securities Available-for-Sale Arising ~

During the Year $ (136) $ 49 3 (87)
Reclassification of Net Gains on Investment Securities Available-for-Sale

Included in Net Income (172) (63) (109)
Change in Unrealized Gains and Losses on Investment Securities

Available-for-Sale (308) (112) (196)
Adjustment to Initially Apply SFAS No. 158 10,871 3913 6,958
Change in Minimum Pension Liability Adjustment 2,587 615 1,972
Change in Accumulated Other Comprehensive Loss $ 13,150 $ 4,416 $ 8,734

Note 11. Earnings Per Share

There were no adjustments to net income, the numerator, for purposes of computing basic earnings kper share.
The following is a reconciliation of the weighted average number of common shares outstanding for computing
diluted earnings per share for the years ended December 31, 2008, 2007, and 2006:

Weighted Average Shares

2008 2007 2006
‘Denominator for Basic Earnings Per Share 47,674,000 49,033,208 50,176,685
Dilutive Effect of Stock Options 472,129 651,794 912,670
Dilutive Effect of Restricted Stock 54,521 148,544 89,588
Denominator for Diluted Earnings Per Share 48,200,650 49,833,546 51,178,943

Stock options to purchase 250,405 shares of common stock as of December 31, 2008, and stock options to
purchase 24,101 shares of common stock as of December 31, 2007 and 2006 were outstanding but excluded
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from the computation of diluted earnings per share as the stock options’ exercise prices were in excess of the
market price of the Parent’s common stock and therefore, were antidilutive.

Note 12. Business Segments

The Company’s business segments are defined as Retail Banking, Commercial Banking, Investment Services,
and Treasury. The Company’s internal management accounting process measures the performance of the business
segments based on the management structure of the Company. This process, which is not necessarily comparable
with similar information for any other financial institution, uses various techniques to assign balance sheet and
income statement amounts to the business segments, including allocations of income, expense, the Provision, and
capital. This process is dynamic and requires certain allocations based on judgment and other subjective factors.
Unlike financial accounting, there is no comprehensive, authoritative guidance for management accounting that
is equivalent to GAAP. Previously reported results have been reclassified to conform to the current
organizational reporting structure.

Retail Banking

The Retail Banking segment offers a broad range-of financial products and services to consumers and small
businesses. Loan and lease products include residential mortgage loans, home equity lines of credit, and
installment loans. Deposit products include checking, savings, and time deposit accounts. The Retail Banking
segment also provides merchant services to its small business customers. Products and services from the Retail
Banking segment are delivered to customers through 73 Hawaii branch locations, 462 ATMs throughout Hawaii
and the Pacific Islands, e-Bankoh (on-line banking service), a 24-hour customer service center, and a mobile
banking service. This segment also offers retail property, casualty, and life insurance products.

Commercial Banking

Commercial Banking offers products including corporate banking and commercial real estate loans, commercial
lease financing, auto dealer financing, consumer automobile loans and leases, deposit and cash management
products, and wholesale property and casualty insurance products. Commercial lending, deposit, and cash
management services are offered to middle-market and large companies in Hawaii. Commercial real estate
mortgages are focused on customers that include investors, developers, and builders domiciled in Hawaii.
Commercial Banking also includes international banking and operations at our 12 branches in the Pacific
Islands.

Investment Services

Investment Services includes private banking, trust services, asset management, and institutional investment
advisory services. A significant portion of this segment’s income is derived from fees, which are generally based
on the market values of assets under management. The private banking and personal trust group assists
individuals and families in building and preserving their wealth by providing investment, credit, and trust
services to high-net-worth individuals. The asset management group manages portfolios and creates investment
products. Institutional sales and service offers investment advice to corporations, government entities, and
foundations. This segment also provides a full service brokerage offering equities, mutual funds, life insurance,
and annuity products.

Treasury

Treasury consists of corporate asset and liability management activities, including interest rate risk management
and a foreign exchange business. This segment’s assets and liabilities (and related interest income and expense)
consist of interest-bearing deposits, investment securities, federal funds sold and purchased, government deposits,
and short- and long-term borrowings. The primary sources of noninterest income are from bank-owned life
insurance and foreign exchange income related to customer driven currency requests from merchants and island
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visitors. The net residual effect of the transfer pricing of assets and liabilities is included in Treasury, along with
eliminations of intercompany transactions.

Other organizational units (Technology, Operations, Marketing, Human Resources, Finance, Credit and Risk
Management, and Corporate and Regulatory Administration) included in Treasury provide a wide-range of
support to our other income earning segments. Expenses incurred by these support units are charged to the
business segments through an internal cost allocation process.

Business Segment Selected Financial Information

Retail Commercial Investment Treaéury Consolidated
(doHars in thousands) Banking Banking Services and Other Total
Year Ended December 31, 2008
Net Interest Income $ 232454 § 162,711 §$ 15,643 $ 7,969 $ - 418,777
Provision for Credit Losses 19,607 40,655 1,088 (835) 60,515
Net Interest Income After Provision for

Credit Losses 212,847 122,056 14,555 8,804 358,262
Noninterest Income 112,091 53,826 69,452 22,744 258,113
Noninterest Expense (174,050) (96,125) (64,917) (11,682) (346,774)
Income Before Provision for Income

Taxes 150,388 79,757 19,090 19,866 269,601
Provision for Income Taxes (55,836) (30,723) (7,063) 16,234 (77,388)
Allocated Net Income $ 95,052 $ 49,034 $ 12,027 $ 36,100 $ 192,213
Total Assets as of December 31, 2008 $ 3,696,518 $ 3,029,799 $ 278,748 $ 3,758,410 $ 10,763,475
Year Ended December 31, 2007
Net Interest Income $ 224236 $ 161,962 § 14,215  § (5,395) $ 395,018
Provision for Credit Losses 7,056 8,469 258 (276) 15,507
Net Interest Income After Provision for

Credit Losses 217,180 153,493 13,957 (5,119) 379,511
Nomninterest Income 105,490 40,332 75,571 19,094 240,487
Noninterest Expense (166,245) (94,087) (63,672) (11,403) (335,407)
Income Before Provision for Income .

Taxes 156,425 99,738 25,856 2,572 284,591
Provision for Income Taxes (57,871) (36,784) (9,567) 3,334 (100,888)
Allocated Net Income $ 98,554 § 62,954 $ 16,2890 § 5906 $ 183,703
Total Assets as of December 31, 2007 $ 3,690,551 $ 3,095861 $ 254,756 $ 3,431,774 $ 10,472,942
Year Ended December 31, 2006 )

Net Interest Income $ 215938 §$§ 159,012 $ 13,640 $ 14,023 °$ 402,613
Provision for Credit Losses 5,291 7,165 ) (1,697) 10,758
Net Interest Income After Provision for

Credit Losses 210,647 151,847 13,641 15,720 391,855
Noninterest Income 99,148 37,687 69,293 10,048 216,176
Noninterest Expense (165,000) (87,296) (62,185) (6,481) (320,962)
Income Before Provision for Income .

Taxes 144,795 102,238 20,749 19,287 287,069
Provision for Income Taxes (53,573) (46,596) (7,677) 1,136 (106,710)
Allocated Net Income $ 91,222 § 55,642 §$ 13,072 § 20,423 $ 180,359
Total Assets as of December 31, 2006 $ 3,616,858 § 3,165803 $§ 199,273 § 3,589,881 § 10,571,815
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Note 13. Employee Benefits
The Company has a defined contribution plan, two defined benefit plans, and a postretirement benefit plan.
Defined Contribution Plan

The Bank of Hawaii Retirement Savings Plan (the “Savings Plan”) has three Company contribution components
in addition to employee contributions: 1) 401(k) matching; 2) a 3% fixed amount based on eligible
compensation; and 3) a discretionary value-sharing contribution.

Under the 401(k) matching component, participating employees may contribute up to 50% of their eligible
compensation (within federal limits) to the Savings Plan. The Company makes matching contributions on behalf
of participants equal to $1.25 for each $1.00 contributed by participants, up to 2% of the participants’ eligible -
compensation, and $0.50 for every $1.00 contributed by participants over 2%, up to 5% of the participants’
eligible compensation. A 3% fixed contribution and a discretionary value-sharing contribution, that is linked to.
the Company’s financial goals, are made regardless of whether the participating employee contributes to the
Savings Plan and are invested in accordance with the participant’s selection of investment options available under
the Savings Plan. The Company also has a non-qualified savings plan which covers certain employees with
compensation exceeding IRS limits on pay amounts usable in the allocations of Savings Plan benefits. Total
expense under all Savings Plan components was $12.0 million, $11.4 million, and $11.5 million for the years
ended December 31, 2008, 2007, and 2006, respectively.

Defined Benefit Plans

The Company has two defined benefit plans (the “Pension Plans”). In 1995, the Company froze its
non-contributory, qualified defined benefit retirement plan (the “Retirement Plan”) and excess retirement plan
(the “Excess Plan”), which covered employees of the Company and participating subsidiaries who met certain
eligibility requirements. Beginning January 1, 2001, the Retirement Plan no longer provided for compensation -
increases in the determination of benefits. The projected benefit obligation is equal to the accumulated benefit
obligation due to the frozen status of the plans.

Retirement Plan assets primarily consist of money market funds, equity securities, and mutual funds. The assets
of the Retirement Plan include investment securities of related parties (Pacific Capital Funds’ family of mutual
funds). The Asset Management Group of the Bank, an SEC registered investment adviser, serves as investment
advisor to the Pacific Capital Funds’ family of mutual funds. The fair value of Retirement Plan assets managed
by related parties were $23.1 million and $27.3 million as of December 31, 2008 and 2007, respectively.

The Excess Plan is a non-qualified excess retirement benefit plan which covers certain employees of the
Company and participating subsidiaries with compensation exceeding IRS limits on pay amounts applicable to
the Retirement Plan’s benefit formula. The Excess Plan has no plan assets. The Excess Plan’s projected benefit
obligation, accumulated benefit obligation, and accrued benefit liability each were $5.2 million and $5.1 million
as of December 31, 2008 and 2007, respectively.

Postretirement Benefit Plan

The Company’s postretirement benefit plan provides retirees with life, dental, and medical insurance coverage.
The retiree life insurance benefit for participants who retired after 2003 was terminated as of December 31,

- 2003. For eligible participants that retired between the ages of 62 and 64, the Company and retiree share in the
cost of providing postretirement benefits where both the employer and former employees pay a portion of the
premium. Eligible participants who retired before age 62 continued on the Company’s benefit plans, but pay for
their full premiums. Most employees of the Company who have met certain eligibility requirements are covered
by this plan. The Company amended the postretirement medical plan for employees who as of December 31,
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2008 were not yet retired and not: 1) at least 55 years old with at least 10 years of service, with at least

70 years of combined age and service; or 2) at least 65 years old with at least 5 years of service, with at least
70 years of combined age and service. The plan amendment provides for eligible participants, a Health
Reimbursement Account (“HRA™) in which most retirees receive an initial credit of $500 with a 3% annual
increase capped at $1,000 for each year of service. Thereafter, an annual individual credit of $300, or $600 if
married, with a 3.0% annual increase until reaching a maximum of $600 for an individual, or $1,200 if married,
is provided into the HRA. The retiree may use the HRA for medical, vision, prescription drug and dental :
premiums, co-payments, and medically necessary health care expenses that are not covered by any medical or
dental insurance program or flexible health spending account. The impact of this amendment eliminated the
remaining unrecognized transition obligation and established an unrecognized prior service credit which was
reported in accumulated other comprehensive loss in accordance with SFAS No. 158 as of December 31, 2006.
As of December 31, 2008 and 2007, the Company had no segregated assets to provide for postretirement
benefits. ‘

The following table sets forth the change in benefit obligation, change in fair value of plan assets, and the
funded status recognized in the Company’s Consolidated Statements of Condition for the Pension Plans and
postretirement benefit plan for the years ended December 31, 2008 and 2007.

Pension Benefits Postretirement Benefits

(dollars in thousands) 2008 2007 2008 2007
Benefit Obligation at Beginning of Year $ 76,893 § 85,239 $ 25,084 $ 27,095
Service Cost - - 438 548
Interest Cost 5,165 4,894 1,647 1,573
Plan Amendments - - - (188)
Actuarial Loss (Gain) 5,592 (10,086) 1,556 (2,954)
Employer Benefits Paid ! (3,458) (3,154) (1,295) (990)
Benefit Obligation at End of Year $ 84,192 $ 76,893 $ 27430 - $ 25,084
Fair Value of Plan Assets at Beginning of Year $ 71,993 § 64,025 $ - 8 -
Actual Return on Plan Assets . (19,342) 3,385 - -
Employer Contributions 7,669 7,737 1,295 990
Employer Benefits Paid ! (3,458) (3,154) (1,295) (990)
Fair Value of Plan Assets at End of Year $ 56,862 $ 71,993 $ - 3 -
Funded Status at End of Year $  (27330) $  (4900) S (27430) $  (25,084)

! Participants’ contributions relative to the postretirement benefit plan were offset against employer benefits paid in the table above. For the
years ended December 31, 2008 and 2007, participants’ contributions for postretirement benefits were $1.3 million and $1.2 million,
respectively.

The following presents the amounts recorded in accumulated other comprehensive loss, net of tax, that have yet
to be recognized as a component of net periodic benefit cost for the Company’s Pension Plans and
postretirement benefit plan as of December 31, 2008.

(dollars in thousands) Pension Benefits Postretirement Benefits
Amounts Recognized in Accumulated Other Comprehensive Loss (Net of Tax)
Prior Service Credit $ - 8 (1,362)
Net Actuarial Loss (Gain) 31,690 (5,717)
Total Amounts Recognized in Accumulated Other Comprehensive

Loss, Net of Tax $ 31,690 §$ - (7,079)
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Components of net periodic benefit cost for the Company’s Pension Plans and the postretirement benefit plan are
presented in the following table for the years ended December 31, 2008, 2007, and 2006.

Pension Benefits Postretirement Benefits

(dollars in thousands) - 2008 2007 2006 - 2008 2007 - 2006
Service Cost S $ - 3 - 8 - $ 438 % 548 § 1,077
Interest Cost C 5,165 4,894 4,740 1,648 1,573 1,834
Expected Return on Plan Assets C(6271) . (5,622) (5,044) - - -
Amortization of: »
Unrecognized Transition Obligation - - - - - 586
Amortization of Prior Service Credit - ) - - (213) (213) -
Recognized Net ‘Actuarial Losses (Gains) 985 1,841 1,931 - (680) (291) (241)
Net Periodic Benefit Cost $ (@21 $ 1,113 § 1,627 $ 1,193 $ 1,617 $ 3,256

The estimated net actuarial loss related to the Company’s Pension Plans that is expected to be amortized from
accumulated other comprehensive loss into net period benefit cost for the year ending December 31, 2009 is
$2.3 million. The estimated net gain and prior service credit related to the Company’s postretirement plan that is
expected to-be amortized from accumulated other comprehensive loss into net periodic benefit cost for the year
ending December 31, 2009 is $0.5 million and $0.2 million, respectively.

Assumptions used to determine the benefit obligations as of December 31, 2008 and 2007 for the Companys
Pension Plans and postretirement benefit plan were as follows:

Pension Benefits Postretirement Benefits
2008 2007 2008 2007

Weighted Average Assumptions as of December 31:
Discount Rate v ‘ 6.25% 6.85% 6.25% 6.85%
Health Care Cost Trend Rate Assumed For Next Year - - 10.00% 6.50%

The health care cost trend rate is assumed to decrease annually, until reaching the ultimate trend rate of 5% in
2014.

Assumptions used to determine the net periodic benefit cost for the Company’s Pension Plans and postretlrement
benefit plan for the years ended December 31, 2008, 2007, and 2006 were as follows:

Pension Benefits Postretirement Benefits
2008 2007 2006 2008 2007 2006
Weighted Average Assumptions as of December 31:
Discount Rate ; 6.85% 5.80% 5.75% 6.85% 5.80% 5.75%
Expected Long-Term Rate of Return on Plan Assets 8.50% 8.50% 8.50% - - -
Health Care Cost Trend Rate - - - 7.50% 7.50% 8.00%

A combination of factors is used by management in determining the expected long-term rate of return on plan
assets. Historical return experience for major asset class categories are evaluated, including the return experience
between the equity and fixed-income markets. Management also considers current market factors such as
inflation and interest rates in determining the expected long-term rate of return assumption.
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A one percent change in the health care cost trend rate assumption (with all other assumptions remaining
constant) would impact the service and interest cost components of the net periodic postretirement benefit cost
and the postretirement benefit obligation for the year ended December 31, 2008 as follows:

Sensitivity Analysis

One Percent One Percent

(dollars in'thousands) ) Increase Decrease
Effect on the Total of Service and Interest Cost Components of Net Periodic Postretirement

Benefit Cost _ ‘ $ 73 % (61)
Effect on the Postretirement Benefit Obligation ‘ 958 (809)

The Company expects to contribute $10.2 million to the Pension Plans and $1.2 million to the postretlrement
benefit plan for the year ending December 31, 2009.

As of December 31, 2008, expected benefits to be paid in each of the next five years and in the aggregate for
the five years thereafter are as follows: ; L

(dollars in thousands) Pension Benéfits Postretirement Benefits

2009 ' : 8 .3,935 $ 1,169
2010 o : 4214 1,378
2011 4,527 : 1,566
2012 . 4,884 . 1,686
2013 5,259 o R
Years 2014-2018 -31,731 10,021

The Benefit Plans Committee of the Company provides oversight of the Retirement Plan’s investment objective,
which is to provide its participants with retirement income and to assist retirees in coping with inflation. To
achieve this goal, the Benefit Plans Committee seeks a return on investment that will enhance the purchasing =
power of the principal amount of these assets over the long-term through capital appreciation and reinvestment
of income. The Benefit Plans Committee seeks a compounded annual total rate of return greater than the return
of the “Market Index” or 400 basis points above the return on 90-day U.S. Treasury Bills, whichever is higher,
on a trailing three-year basis. The “Market Index” is composed of 60% S&P 500 Index, 15% Russell 2000
Index, and 25% Barclays Capital Government/Corporate Bond Index. The Benefit Plans Committee also seeks to
protect the Retirement Plan assets through prudent asset allocation, manager selection, and periodic review.
Investments in equity and fixed income securities are diversified in a way that is consistent with the risk
tolerance and investment objective of the Retirement Plan. o

The allocatlon of the Retirement Plan assets by major category, based upon their relative fair values, as of
December 31, 2008 and 2007 were as follows:

Percentage of
Plan Assets as of December 31,

: Target
Asset Category 2008 2007 Allocation
Equities 53% 69% - . . 50%-80%
Bonds i 27 .20 25%-40%
Cash and Cash Equivalents ] 20 11 0%-50%

Total o - 100% 100%
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The Retirement Plan’s investments in funds managed by the Bank as of December 31, 2008 and 2007 were as
follows:

2008
Number of Dividends Number of Shares Fair Value
(dollars in thousands) Shares Earned Purchased Sold 2008 2007
Pacific Capital Cash Assets Trust Fund 35,809 $ 1 973,519 (1,002,010) $ 36 $ 64
Pacific Capital High Grade Core Fixed Income Fund 1,379,899 654 60,332 N 15,165 14,476
Pacific Capital Small-Cap Fund 245,934 9 1,057 — 2,265 3,695
Pacific Capital Growth Stock Fund 501,587 28 3,301 - 3,330 5,112
Pacific Capital Mid-Cap Fund 387,351 27 3,787 - 2,274 3,951
Total 2,550,580 $ 719 1,041,996  (1,002,010) $ 23,070  $ 27,298

Note 14. Share-Based Compensation

The Company has several share-based compensation plans for its directors and employees. Share-based
compensation expense for the Company was $5.8 million, $5.7 million, and $5.0 million for the years ended
December 31, 2008, 2007, and 2006, respectively. The related income tax benefit recognized by the Company
was $2.5 million for the years ended December 31, 2008 and 2007, and $2.1 million for the year ended
December 31, 2006.

The Company reports cash flows from the tax benefits resulting from tax deductions in excess of the
compensation expense recognized for stock options and restricted stock as financing cash flows. The Company
recognized tax benefits from share-based compensation of $1.8 million, $3.5 million, and $7.6 million as
financing cash flows for the years ended December 31, 2008, 2007, and 2006 respectively.

For stock options issued during the year ended December 31, 2006, the Company used a Black-Scholes option
pricing model for estimating the fair value of stock options granted. The weighted average estimated fair values
of stock option grants and the assumptions that were used in calculating such fair values were based on
estimates at the date of grant as follows:

2006
Weighted Average Fair Value of Stock Options
Granted During the Year $ 11.99
Stock Options Granted During the Year 24,101
Assumptions:
Average Risk-Free Interest Rate - 4.92%
Average Expected Volatility 22.07%
Expected Dividend Yield 2.73%
Expected Life 5.6 years

There were no stock options granted for the years ended December 31, 2008 and 2007.

The average risk-free interest rate for periods within the contractual life of the stock option was based on the -
U.S. Treasury yield curve in effect at the date of grant. Averaged expected volatilities were based on the
historical volatility of the Parent’s common stock over the expected term of the stock options, excluding the
interim years 2000 through 2003. During these interim years, the Company divested most of its foreign and U.S.
Mainland operations in addition to outsourcing its information technology systems. The volatility during that
period was not considered representative of the Company’s normal volatility measure. The Company used
historical data to estimate option exercise and employee termination within the option pricing model. The
expected term of stock options granted was derived from the output of the option pncmg model and represented
the period of time that stock options granted were expected to be outstanding.
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The estimates of fair value from the option pricing models were theoretical values for stock options and changes
in the assumptions used in the models could have resulted in materially different fair value estimates. The actual
value of the stock options will depend on the market value of the Parent’s common stock when the stock options
are exercised.

The Conipany reissues treasury stock to satisfy stock option exercises.

Director Stock Compensation Program

The Company has a Director Stock Compensation Program that allows for annual grants of shares of restricted
common stock (“Restricted Shares”) and/or stock options to each non-employee director. The Restricted Shares
granted during the year ended December 31, 2008 vest after one year and those granted from January 1, 2005
through December 31, 2007 vest after three years or, in each case, upon death or disability of the director or a
change in control of the Company, if earlier. The Restricted Shares are generally not transferable. The total
number of shares authorized for awards under the Director Stock Compensation Program was 471,900 as of
December 31, 2008.

Prior to January 1, 2007, the Company also issued stock options to each non-employee director. Stock options
granted during the years ended December 31, 2006 and 2005 vest ratably over three years and expire at the
earliest of 1) three months after termination of the director’s membership on the Parent or Bank’s Board of
Directors for any reason other than death or disability; 2) one year after termination of the director’s membership
on the Parent or Bank’s Board of Directors due to death or disability; or 3) ten years after the date of grant. The
Company recognizes directors’ fees, measured as the fair value of the equity award on the date of grant, on a
straight-line basis over the vesting period.

Stock options granted prior to January 1, 2005 were immediately exercisable and expired ten years from the date
of grant. However, the shares received upon exercise of stock options granted prior to January 1, 2005 (“Option
Shares”) were generally restricted. The restriction period for both Restricted Shares granted prior to January 1,
2005 and Option Shares continued as long as the director remained a member of the Parent or Bank’s Board of
Directors. If an optionee ceased to serve as a director prior to the end of his or her term, for any reason other
than death or disability of the director or change in control of the Company, the Option Shares would be
redeemed by the Company at the exercise price and any unexercised Option Shares and Restricted Shares would
be forfeited. :

During the year ended December 31, 2008, directors were given the opportunity to amend their outstanding
Option Shares and outstanding awards of Restricted Stock granted prior to January 1, 2005 to become fully
vested on November 1, 2008 if so elected. Directors were also given the opportunity to amend the terms of any
stock options granted prior to January 1, 2005 and outstanding as of October 1, 2008 to provide for fully vested
shares to be issued upon exercise of the options. Four Directors agreed to the proposed amendments.

As of December 31, 2008, there were 192,471 stock options and 57,645 Reéstricted Shares outstanding under this
program.

Employee Stock Option Plans

The Company’s employee stock option plans are shareholder approved and administered by the Human
Resources and Compensation Committee of the Board of Directors. Awards under the employee stock option
plans may include stock options, stock appreciation rights, restricted stock, and restricted stock units. The total
number of shares authorized for awards under the 2004 Employee Stock Option Plan was 1.7 million as of
December 31, 2008.

85



Stock Options

Stock options provide grantees the option to purchase shares of the Parent’s common stock at a specified
exercise price and, generally, expire ten years from the date of grant. Stock option grants include incentive and
nonqualified stock options whose vesting may be based on a service period and/or Company performance
measures. Generally, options granted prior to December 1, 2005 had vesting terms of one or three years. Options
granted in December 2005 and in prior years were fully vested as of December 31, 2005. The .exercise prices
were equal to the fair value of the shares on the dates the options were granted. The Company recognizes
compensation expense, measured as the fair value of the stock option on the date of grant, on a straight-line
basis over the vesting period. No stock options were granted to employees for the years ended December 31,
2008, 2007, and 2006.

The following table presents the activity related to stock options under all plans for the year ended
December 31, 2008.

Weighted Average

Weighted Remaining Aggregate
Stock Average Contractual Intrinsic Value
Options Exercise Price Term (in years) (in thousands)
Stock Options Outstanding at January 1, 2008 1,677,914 § 31.55
Exercised (261,654) 27.03
Expired (3,500) 19.05
Stock Options Outstanding at December 31, 2008 1,412,760 3242 40 $ 19,360
Stock Options Vested and Exercisable at
December 31, 2008 1,404,730 32.29 , 4.0 19,360

The following table presents the intrinsic value (the amount by which the fair value of the underlying common
stock exceeds the exercise price of a stock option on the exercise date) of stock options exercised, cash received
from stock options exercised, and the tax benefits realized for deductions related to stock options exercised for
the years ended December 31, 2008, 2007, and 2006.

(dollars in thousands) 2008 2007 2006
Intrinsic value of stock options exercised $ 6,717 $ 10806 $ 21918
Cash received from stock options exercised 7,073 13,523 24,074
Tax benefits realized for deductions related to stock options exercised 1,524 3,197 6,397
Total fair value of options vested 162 162 66

Restricted Stock

Restricted Stock provides grantees with rights to shares of common stock upon completion of a service period
or achievement of Company performance measures. During the restriction period, all shares are considered
outstanding and dividends are paid on the Restricted Stock. Generally, Restricted Stock vests over periods
ranging from three to ten years from the date of grant, although accelerated vesting was provided for in certain
grants, based on the attainment of defined Company performance measures. The Company recognizes
compensation expense, measured as the quoted market price of the Parent’s common stock on the date of grant,
on a straight-line basis over the vesting period for service period vesting, plus additional recognition of the costs
associated with accelerated vesting based upon projected attainment of Company performance measures.
Restricted Stock is forfeited if an employee terminates prior to vesting.

As of December 31, 2008, unrecognized compensation cost related to unvested Restricted Stock was

$5.4 million. The unrecognized compensation cost is expected to be recognized over a weighted average period
of 2.7 years. :
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The grant date fair value of restricted stock that vested and the weighted average grant date fair value of
restricted stock granted are presented in the following table for the years ended December 31, 2008, 2007, and
2006.

2008 2007 2006
Grant Date Fair Value of Restricted Stock Vested During the Year (in thousands) $ 5756 $ 3906 $ 4339
Weighted Average Grant Date Fair Value of Restricted Stock Granted During the Year 51.34 52.12 5338 °

The following table presents the activity for Restricted Stock for the year ended December 31, 2008.

Weighted Average Grant-

Number of Shares Date Fair Value
Unvested as of December 31, 2007 313,817 . $ 49.03
Granted 23,055 51.34
Vested (128,377) 44.84
Forfeited (8,285) 53.41
Unvested as of December 31, 2008 200,210 51.81

Restricted Stock Units

A Restricted Stock Unit (“RSU”) entitles grantees to a cash payment based upon the fair value of the Parent’s
common stock at the time the award vests. During the vesting period, the participant is entitled to dividend
equivalent payments equal to dividends declared on the Parent’s common stock. Expenses associated with RSUs
are considered share-based compensation expense and are recognized over the vesting period. The RSUs granted
during the year ended December 31, 2007 were based upon achieving certain performance objectives which were
met, resulting in the vesting of that grant. The RSUs granted during the year ended December 31, 2003 were
based on the achievement of certain performance objectives, with 50% of the grant vesting on April 30, 2004
and the remaining 50% vesting on March 31, 2005. For certain grantees, the original award was supplemented
with additional RSUs after the original vesting period, based upon the achievement of certain additional
performance objectives. There was no share-based compensation expense related to RSUs during the year ended
December 31, 2008. Total share-based compensation expense related to RSUs were $1.0 million and

$0.6 million for the years ended December 31, 2007, and 2006, respectively.

There were no RSUs granted duriné the year ended December 31, 2008. The following table presents the
activity for RSUs for the years ended December 31, 2007 and 2006.

Weighted Average Aggregate
Number of Units  Grant-Date Fair Value Intrinsic Value !
Balance as of December 31, 2005 15000 $ 43.72
Granted 7,500 51.13
Vested (22,500) 46.19 $ 1,204,275
Balance as of December 31, 2006 - -
Granted 20,000 51.14
Vested (20,000) 51.14 1,022,800
Balance as of December 31, 2007 - 8 -

! Represents the value of Bank of Hawaii Corporation common stock on the date that the restricted stock unit vested.
Payments made related to RSUs were approximately $2.3 million for the year ended December 31, 2006. No

payment was made during the year ended December 31, 2007, however, $1.0 million was paid in January 2008
related to RSUs that vested in 2007.

87



Note 15. Income Taxes

Provision for Income Taxes

The components of the Company’s provision for income taxes for the years ended December 31, 2008, 2007,

and 2006 were as follows:

(dollars in thousands) 2008 2007 2006
Current: .

Federal $ 100,962 $§ 72967 $ 70,710

State : 10,661 6,449 8,378

Foreign 2,625 4,865 4,778
Total Current 114,248 84,281 83,866
Deferred: ,

Federal (35,193) 9,491 17,671

State (1,667) 7,116 5,173
Total Deferred (36,860) 16,607 22,844
Provision for Income Taxes ! $ 77,388 $§ 100,888 $ 106,710

! The tax effects of fair value adjustments on investment securities available-for-sale, the minimum pension liability adjustment, and tax
benefits related to stock options are recorded directly in consolidated shareholders® equity. The net tax charge (benefit) recorded directly
to consolidated shareholders’ equity was $11.3 million, $(18.7) million, and $(11.1) million for the years ended December 31, 2008, 2007,

and 2006, respectively.

Deferred Tax Liabilities and Assets

Significant components of the Company’s deferred tax liabilities and assets as of December 31, 2008 and 2007

were as follows:

(dollars in thousands) 2008 2007
Deferred Tax Liabilities:
Accrued Pension Cost $ (13,674 $ (4,773)
Federal Home Loan Bank Stock (9,884) (10,271)
Lease Transactions (175,350) (206,302)
Other - (3,752)
Gross Deferred Tax Liabilities ' (198,908) (225,098)
Deferred Tax Assets:
Accelerated Depreciation ) 9,856 10,004
Allowance for Loan and Lease Losses 34,841 25,052
Minimum Pension Liability 14,893 3,047
Net Unrealized Losses on Investments Securities Available-for-Sale 2,588 1,336
Accrued Expenses 6,245 11,173
Postretirement Benefit Obligations . 16,102 15,180
Other 17,446 3,649
Gross Deferred Tax Assets 101,971 69,441
Net Deferred Tax Liabilities $  (96,937) § (155,657)

Management believes that a valuation reserve is not required for the Company’s deferred tax assets as it is more

likely than not that these assets will be realized through future reversals of existing taxable temporary
differences, and to a lesser extent, future taxable income and tax planning strategies.
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Effective Tax Rate

The following is a reconciliation of the statutory federal income tax rate to the effective tax rate for the years
ended December 31, 2008, 2007, and 2006:

2008 2007 2006
Statutory Federal Income Tax Rate 35.00% 35.00% 35.00%
Increase (Decrease) in Income Tax Rate Resulting From:
State Taxes, Net of Federal Income Tax 4,59 3.28 3.42
Leveraged Leases (8.10) 0.30) 1.06
Bank-Owned Life Insurance (1.09) (0.96) (0.74)
Low-Income Housing Investments (0.14) (0.15) (0.23)
Liability Adjustment - - 0.91)
Foreign Tax Credits - (1.12) -
Other (1.56) (0.30) 0.43)
Effective Tax Rate 28.70% 35.45% 37.17%

LILO and SILO Transactions

As noted in Note 1, the Company reached an agreement with the IRS to effectively settle the matter related to
the LILO transaction in June 2007. The effective settlement with the IRS resulted in a change in the timing of
projected cash flows from the LILO transaction. With the effective settlement of the LILO transaction at a
disallowance percentage of less than its original estimate, the Company recalculated the total and periodic
income from the LILO transaction from the inception of the lease through June 30, 2007. In June 2007, the
Company recorded a $1.5 million credit, which was comprised of a $1.1 million credit to lease financing interest
income and a $0.4 million net credit to the provision for income taxes, as a result of the June 2007 change in
the disallowance assumption.

In August 2008, the IRS publicly released a general settlement initiative for identified participants, including the
Company, in LILO and SILO transactions that would disallow 80% of previously claimed income tax deductions
through December 31, 2007 but offered relief from penalties that might have otherwise been imposed. As noted
above, the Company previously reached an agreement with the IRS as to the terms of the settlement of the
issues related to the Company’s LILO transaction. As a result, the general settlement initiative had no impact on
the LILO transaction which had previously been settled. In October 2008, the Company accepted the settlement
initiative from the IRS. In accordance with the terms of the settlement initiative, the Company. considered
December 31, 2008 to be the deemed termination date of the SILO transactions for income tax purposes. With
the effective settlement of the SILO transactions at a disallowance percentage of less than its original estimate,
the Company recalculated the total and periodic income from the SILO transactions from the inception of the
lease through December 31, 2008. The Company remeasured its income tax liabilities in accordance with

FIN 48 and its lease financing interest income in accordance with SFAS No. 13 and recorded a net gain of

$8.9 million in September 2008. This amount was comprised of a $4.0 million decrease to lease financing
interest income and a $12.9 million credit to the provision for income taxes.

The Company signed a closing agreement with the IRS with respect to four of the five SILO transactions in
February 2009. This resulted in a nominal adjustment to lease financing interest income and the provision for
income taxes which was recorded in February 2009. Management expects to sign a closing agreement with the
IRS with respect to its one remaining SILO transaction prior to December 31, 2009.
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FIN 48 and Unrecognized Tax Benefits

FIN 48 requires the Company to record a liability, referred to as an unrecognized tax benefit (“UTB”), for the
entire amount of benefit taken in a prior or future income tax return when the Company determines that a tax
position has a less than 50% likelihood of being accepted by the taxing authority. The following presents a
reconciliation of the Company’s liability for UTBs for the years ended December 31, 2008 and 2007:

(dollars in thousands) 2008 2007
Unrecognized Tax Benefits at Beginning of Year $ 130430 $ 130,600
Gross Increases, Related to Tax Positions Taken in a Prior Period 3,600 600
Settlements with Taxing Authorities (113,830) (770)
Lapse of Statute of Limitations (3,350) -
Unrecognized Tax Benefits at End of Year $ 16,850 § 130,430

As a result of the Company accepting the settlement initiative from the IRS related to the SILO transactions, the
Company decreased its liability for UTBs by $115.5 million in September 2008. As of December 31, 2008, all
of the Company’s $16.9 million in liabilities for UTBs was related to UTBs that if reversed would have an
impact on the Company’s effective tax rate. As of December 31, 2007, of the Company’s $130.4 million in
liabilities for UTBs, $29.1 million was related to UTBs that if reversed would have an impact on the Company’s
effective tax rate.

Management believes that it is reasonably possible that the Company’s liability for UTBs could significantly
decrease as a result of the expiration of statutes of limitations and potential settlements with taxing authorities
within the next 12 months. It is also reasonably possible that the Company’s liability for UTBs could
significantly increase as a result of new matters that arise within the next 12 months. However, management is
currently not able to estimate a range of possible change in the amount of the liability for UTBs recorded as of
December 31, 2008.

The Company classifies interest and penalties, if any, related to the liability for UTBs as a component of the
provision for income taxes. For the years ended December 31, 2008 and 2007, the Company recorded net credits
of $5.8 million and $0.2 million, respectively, for interest and penalties through the provision for income taxes.
As of December 31, 2008 and 2007, the Company had accrued $3.2 million and $21.5 million, respectively, for
the payment of possible interest and penalties. '

The Company’s federal income tax returns for 2005 through 2007 remain subject to examination by the IRS.
~ The State of Hawaii is currently in the process of examining state income tax returns filed for 2003 through
2005.

Tax Increase Prevention and Reconciliation Act

In May 2006, the Tax Increase Prevention and Reconciliation Act was enacted by Congress effective January 1,
2007, which resulted in the repeal of the exclusion from federal income taxation of a portion of the income
from foreign sales corporations. The Company had two leveraged leases that were affected by this change in tax
law. SFAS No. 13 requires that the cumulative-effect of a change in a significant assumption affecting the net
income recorded over the entire term of a lease, such as a change in tax law, be recognized as a cumulative
adjustment to the lease in the period in which the change occurs. Accordingly, in 2006, the Company recorded
an $8.8 million charge to reflect the cumulative-effect of the change in tax law. This charge included a

$0.6 million reduction of lease financing interest income and an increase of $8.2 million to the provision for
income taxes.
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Note 16. Derivative Financial Instruments

The notional and estimated fair values of the Company’s derivative financial instruments as of December 31,
2008 and 2007 were as follows: :

2008 2007.

(dollars in thousands) Notional Amount Fair Value Notional Amount Fair Value
Forward Commitments : $ 254,743 $§  (1,261) $ 27,197 § (46)
Interest Rate Lock Commitments 282,016 3,258 24,139 110
Interest Rate Swap Agreements .

Receive Fixed/Pay Variable Swaps 264,348 34,247 ‘ 150,715- 6

Pay Fixed/Receive Variable Swaps 264,348 (34,454) 150,715 (6)
Foreign Exchange Contracts . v

Buy 32,245 294 64,297 745

Sell 24,006 16 40,656 (515)

The Company is a party to derivative financial instruments in the normal course of its business to meet the
financing needs of its customers and to manage its own exposure to fluctuations in interest and foreign exchange
rates. Where derivative financial instruments have been entered into to facilitate the risk management activities
of our customers, the Company generally enters into transactions with dealers to offset its risk exposure. These
financial instruments have been limited to forward commitments, interest rate lock commitments, interest rate
swap agreements, and foreign exchange contracts.

Derivative financial instruments are required to be carried at its estimated fair value on the Company’s
Consolidated: Statements of Condition. As of December 31, 2008 and 2007, the Company did not designate any
derivative financial instruments as fair value, cash flow, or net investment in foreign operations hedges. The
Company’s free-standing derivative financial instruments have been recorded at fair value on the Company’s
Consolidated Statements of Condition. '

The Company enters into forward commitments for the future delivery of residential mortgage loans to reduce
interest rate risk associated with loans held for sale and interest rate lock commitments to fund loans-at a
specified interest rate. The forward commitments and interest rate lock commitments are free-standing
derivatives which are carried at estimated fair value with changes recorded in the mortgage banking component
of noninterest income. For interest rate lock commitments issued prior to January 1, 2008, the Company -
recorded a zero fair value at inception. Effective January 1, 2008, the Company was required by SAB No. 109
to include, at inception and during the life of the interest rate lock commitment, the expected net future cash
flows related to the associated servicing of the loan as part of the fair value measurement of the interest rate
lock commitments. Changes in the estimated fair value of forward commitments and interest rate lock -
commitments subsequent to inception are based on changes in the fair value of the underlying loan resulting
from the fulfillment of the commitment and changes in the probability that the loan will fund within the terms
of the commitment, which is affected primarily by changes in interest rates and the passage of time.

All of the Company’s interest rate swap agreements as of December 31, 2008 and 2007 were to facilitate the
risk management strategies of a small number of commercial banking customers. The Company mitigates this
risk by entering into equal and offsetting interest rate swap agreements with highly rated third parties.

The Company utilizes foreign exchange contracts to offset risks related to transactions executed on behalf of
customers. Changes in the estimated fair value of the Company’s foreign exchange contracts are included in

other noninterest income in the Company’s Consolidated Statements of Income.

As with any financial instrument, derivative financial instruments have inherent risks. Adverse changes in
interest rates, foreign exchange rates, and equity prices affect the Company’s market risks. The market risks are
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balanced with the expected returns to enhance earnings performance and shareholder value, while limiting the
volatility of each. The Company uses various processes to monitor its overall market risk exposure, including
sensitivity analysis, value-at-risk calculations, and other methodologies.

The Company’s exposure to derivative credit risk is defined as the possibility of sustaining a loss due to the
failure of the counterparty to perform in accordance with the terms of the contract. Credit risk associated with
derivative financial instruments are similar to those relating to traditional on-balance sheet financial instruments.
The Company manages derivative credit risk with the same standards and procedures applied to its commercial
lending activities.

Note 17. Commitments and Contingencies

The Company’s credit commitments as of December 31, 2008 were as follows:

(dollars in thousands) ’ Total
Unfunded Commitments to Extend Credit : : ' $ 2,372,068
Standby Letters of Credit 86,843
Commercial Letters of Credit 18,430
Total Credit Commitments ' . $ 2,477,341

Unfunded Commitments to Extend Credit

Commitments to extend credit are agreements to lend to a customer as long as there is no violation of the terms
or conditions established in the contract. Commitments generally have fixed expiration dates or other termination
clauses and may require payment of a fee. Since commitments may expire without being drawn, the total
commitment amount does not necessarily represent future cash requirements.

Standby and Commercial Letters of Credit

Standby letters of credit are conditional commitments issued by the Company to guarantee the performance of a
customer to a third party. Standby letters of credit generally become payable upon the failure of the customer to
perform according to the terms of the underlying contract with the third party, while commercial letters of credit
are issued specifically to facilitate commerce and typically result in the commitment being drawn on when the
underlying transaction is consummated between the customer and a third party. The Company holds cash and
deposits as collateral on those standby letters of credit for which collateral is deemed necessary. Assets valued at
$29.1 million secured certain specifically identified standby and commercial letters of credit as of December 31,
2008. As of December 31, 2008, the standby and commercial letters of credit had remaining terms ranging from
one month to five years.

Lease Commitments

The Company leases certain branch premises and equipment with lease terms extending through 2048. The
Company’s headquarters® building lease term is through 2052. Most of the leases for premises provide for a base
rent over a specified period with renewal options thereafter. Portions of certain properties are subleased for
periods expiring in various years through 2015. Lease terms generally specify that the Company is to pay for
taxes, maintenance, and other operating costs.

92



Future minimum payments for capital leases and non-cancelable operating leases with initial or remaining terms
of one year or more consisted of the following as of December 31, 2008:

(dollars in thousands) Capital Leases Operating Leases
2009 : $ 665 -$ 14,395
2010 , , . 665 12,683
2011 . o 665 o 11,978
2012 , 665 ‘ 10,466
2013 : 665 8,885
Thereafter 25,917 146,798
Total Future Minimum Lease Payments 29,242 $ 205,205
Amounts Representing Interest (20,232)

Present Value of Net Future Minimum Lease Payments $ 9,010

Minimum future rental income receivable under subleases from non-cancelable operatmg leases were
$10.6 million as of December 31, 2008.

Rental expense for all operatmg leases for the years ended December 31, 2008, 2007, and 2006 is presented
below:

(dollars in thousands) 2008 . 2007 2006
Minimum Rentals $ 19177 $ 17,233 $§ 17,067
Sublease Rental Income : 4,361) (4,394) (4,884)

Total $ 14816 $ 12,839° § 12,183

Technology Services Contract

The Company has a contract with a vendor to provide for technology services related to the Corhpany’s core
systems and applications. Under the technology -services contract, the Company incurred expenses of
$10.6 million, $11.0 million, and $9.9 million for the years ended December 31, 2008, 2007, and 2006,

respectively.

The Company’s actual payments under the contract will depend, in part, upon future transaction volumes. Based
upon estimated future transaction volumes, estimated payments in future years (through 2014) are as follows:

(dollars in thousands) - Amount
2009 $ 11,129
2010 11,149
2011 11,217
2012 11,288
2013 11,363
Thereafter 11,438
Total $ 67,584
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Contingencies

In March 2008, Visa, Inc. (“Visa”) completed its initial public offering (“IPO”) and the Company received
approximately 0.8 million shares of Class B common stock in Visa. Concurrently, Visa exercised its option to
mandatorily redeem approximately 0.3 million shares of the Company’s Class B common stock in Visa in
exchange for cash, which resulted in the Company recording a $13.7 million gain in other noninterest income. -
The Company did not recognize a gain or loss on the remaining Class B shares (approximately 0.5 million) in
Visa. As a result of the IPO and mandatory redemption of Class B shares, Visa deposited $3.0 billion into an '
escrow account to be used to satisfy settlement obligations with respect to prior litigation and to make payments
with respect to the future resolution of covered litigation as discussed below.

In November 2007, Visa announced that it had reached an agreement with American Express, related to its
claim that Visa and its member banks had illegally blocked American Express from the bank-issued card
business in the U.S. The Company was not a-named defendant in the lawsuit and, therefore, was not directly
liable for any amount of the settlement. However, according to an interpretation of Visa’s by-laws, the Company
and other Visa U.S.A., Inc. (a wholly-owned subsidiary of Visa) members were obligated to indemnify Visa for
certain losses, including the settlement of the American Express matter. The Company’s indemnification
obligation is limited to its proportionate interest in Visa U.S.A., Inc. In December 2007, as a result of Visa’s
agreement with American Express, the Company established a liability of $4.3 million for this indemnification
obligation. However, as a result of Visa’s IPO and funding of the escrow account, the Company reversed the
$4.3 million liability previously established and recorded a credit to other noninterest expense in March 2008.

In 2004, Discover Financial Services, Inc. (“Discover”) filed a lawsuit against Visa claiming that Visa prevented
‘banks from issuing payment cards on the Discover network. In December 2007, the Company established a
liability of $1.3 million related to the indemnification of Visa in the Discover lawsuit. However, as a result of
Visa’s IPO and funding of the escrow account, the Company reversed the $1.3 million liability previously
established and recorded a credit to other noninterest expense in March 2008. In October 2008, Visa announced
that it had reached an agreement with Discover and that the lawsuit would be settled, in part, from the escrow
account previously established.

In December 2008, Visa deposited an additional $1.1 billion into the escrow account. Visa funded the additional
amount into the escrow account by reducing each Class B shareholder’s conversion ratio to Visa Class A shares
from 0.7143 to 0.6296. Other litigation covered by the Company’s indemnification of Visa, which is expected to
be settled from the escrow account previously established, remain unresolved as of December 31, 2008. As of .
December 31, 2008, management believes that the Company’s indemnification of Visa, related to the costs of
these lawsuits, will be sufficiently funded from the escrow account.

In addition to the Visa litigation, the Company is subject to various other pending and threatened legal
. proceedings arising out of the normal course of business or operations.

Parent Support of Money Market Mutual Fund

The Bank provides investment advisory services to the Pacific Capital Funds® family of mutual funds. Due to
the illiquidity and turmoil in the credit markets and money market mutual fund industry in 2008, four
investments made by the Pacific Capital Cash Assets Trust Fund (the “Fund”), an SEC registered money market
mutual fund regulated under Rule 2a-7 of the Investment Company Act of 1940, measured at fair market value
had estimated values at less than amortized cost during year ended December 31, 2008. For the year ended
December 31, 2008, the Parent pledged overnight support to the Fund on 46 days in amounts ranging from

$0.5 million to $8.0 million in order to maintain the asset value of the Fund at $1.00. This support was not
contractually required and was provided at the sole discretion of the Parent. As of December 31, 2008, there was
no pledge in place by the Parent to support the Fund.
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Note 18. Fair Vaiue of Financial Assets and Liabilities
Fair Value Hierarchy

SFAS No. 157 defines fair value as the price that would be received to sell an asset or paid to transfer a liability
in the principal or most advantageous market for an asset or liability in an orderly transaction between market
participants at the measurement date. SFAS No. 157 establishes a fair value hierarchy that prioritizes the use of
inputs used in valuation methodologies into the following three levels:

Level 1: Inputs to the valuation methodology are quoted prices, unadjusted, for identical assets or
liabilities in active markets. A quoted price in an active market provides the most reliable
evidence of fair value and shall be used to measure fair value whenever available.

Level 2: Inputs to the valuation methodology include quoted prices for similar assets or liabilities in
active markets; inputs to the valuation methodology include quoted prices for identical or
similar assets or liabilities in markets that are not active; or inputs to the valuation
methodology that are derived principally from or can be corroborated by observable market
data by correlation or other means.

Level 3: Inputs to the valuation methodology are unobservable and significant to the fair value
measurement. Level 3 assets and liabilities include financial instruments whose value is
determined using discounted cash flow methodologies, as well as instruments for which the
determination of fair value requires significant management judgment or estimation.

A financial asset or liability’s categorization within the fair value hierarchy is based upon the. lowest level of
input that is significant to the fair value measurement. Management reviews and updates the fair value hierarchy
classifications of the Company financial assets and liabilities on a quarterly basis.

Financial Assets and Liabilities Measured at Fair Value on a Recurring Basis
Investment Securities, Trading and Available-for-Sale

Fair values of investment securities trading and available-for-sale were primarily measured using information
from a third-party pricing service. If quoted prices were available in an active market, investment securities were
classified as Level 1 measurements. Level 1 investment securities included U.S. Treasury notes and bonds. If
quoted prices in active markets were not available, fair values were estimated primarily by the use of pricing
models. Level 2 investment securities were primarily comprised of mortgage-backed securities and bonds issued
by states and municipalities. In certain cases where there were limited or less transparent information provided
by the Company’s third-party pricing service, fair value was estimated by the use of secondary pricing services
or through the use of non-binding third-party broker quotes.

Mortgage Servicing Rights

Mortgage servicing rights do not trade in an active market with readily observable market data. As a result, the
Company estimates the fair value of mortgage servicing rights by using a discounted cash flow model to
calculate the present value of estimated future net servicing income. The assumptions used in the discounted
cash flow model are those that market participants would use in estimating future net servicing income,
including estimates of loan prepayment rates, servicing costs, ancillary income, impound account balances, and
discount rates. Significant assumptions in the valuation of mortgage servicing rights include changes in interest
rates, estimated loan repayment rates, and the timing of cash flows, among other factors. Mortgage servicing
rights are classified as Level 3 measurements due to the use of significant unobservable inputs and management
judgment and estimation.
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Other Assets

Other assets recorded at fair value on a recurring basis are primarily comprised of investments related to
deferred compensation arrangements. Quoted prices for these investments, primarily in mutual funds, are
available in active markets. Thus, the Company’s investments related to its deferred compensation arrangements
are classified as Level 1 measurements in the fair value hierarchy.

Derivative Financial Instruments

Derivative financial instruments recorded. at fair value on a recurring basis are comprised of foreign exchange
contracts, forward commitments, interest rate lock commitments, and interest rate swap agreements. The fair
values of foreign exchange contracts are Level 2 measurements and are principally derived from market
observable inputs, such as yield curves, adjusted for credit risk factors. The fair values of forward commitments
are Level 2 measurements and are primarily based on quoted prices from the secondary market based on the
settlement date of the contracts, interpolated or extrapolated, if necessary, to estimate a fair value as of the end
of the reporting period. The fair values of interest rate lock commitments and interest rate swap agreements are
Level 3 measurements as significant unobservable inputs and management judgment is required.

Long-Term Debt

The Company’s subordinated notes, a component of long-term debt on the statements of condition, is recorded at’
fair value on a recurring basis. The Company estimates the fair value of the subordinated notes using a
discounted cash flow approach using discount rates currently offered for new notes with similar remaining
maturities and considering the Company’s non-performance risk. The subordinated notes are classified as Level 3
measurements due to the use of significant unobservable inputs and management judgment and estimation.

The table below presents the balances of assets and liabilities measured at fair value on a recurring basis as of
December 31, 2008:

Assets and Liabilities Measured at Fair Value on a Recurring Basis

Quoted Prices in

Active Markets for Significant Other Significant

Identical Assets Observable Inputs Unobservable Inputs
(dollars in thousands) (Level 1) (Level 2) (Level 3) Total
Investment Securities Trading $ - $ 91,500 $ - $ 91,500
Investment Securities Available-for-Sale 577 2,462,947 55,715 2,519,239
Mortgage Servicing Rights - - 19,553 19,553
Other Assets 6,674 - - 6,674
Net Derivative Assets and Liabilities - 951) 3,051 2,100
Total Assets at Fair Value $ 7,251 $ 2,553,496 $ 78,319  $2,639,066
Long-Term Debt $ - $ - $ 119,275 § 119,275
Total Liabilities at Fair Value $ - $ - $ 119,275 $ 119,275
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For the year ended December 31, 2008, the changes in Level 3 assets and liabilities measured at fair value on a
recurring basis were as follows:

‘ . Net
Investment Mortgage Derivative
Securities Servicing - Assets and

Assets (dollars in thousands) Available-for-Sale ! Rights 2 Liabilities * Total
Balance as of January 1, 2008 $ 218980 $ 27,588 . §$ 113. § 246,681
Realized and Unrealized Net Gains (Losses):
Included in Net Income - . - (11,752) 9,774 (1,978)
Included in Other Comprehensive Income ' 1,478 - o= 1,478
Purchases, Sales, Issuances, and Settléments, Net (219,992) 3,717 (6,836) (223,111)
Transfers into Level 3 : . 55,249 - = 55,249

Balance as of December 31, 2008 S 55715 § 19,553 § - 3,051 § 78319

Total Unrealized Net Gains (Losses) Included in

Net Income Related to Assets Still Held as of

December 31, 2008 $ - % (9331) $§ 3,051 § (6,280)
Long-Term
Liabilities (dollars in thousands) Debt 4 Total
Balance as of January 1, 2008 $ 129,032 $ 129,032
Unrealized Net Gains Included in Net Income - (3,645) (3,645)
Settlements (6,112) 6,112)
Balance as of December 31, 2008 . . $ 119,275 -~ $§ 119,275

Total Unrealized Net Gains Included in

Net Income Related to Liabilities Still Held as of
December 31, 2008 $ (3,563) $ (3,563)

4

Unrealized gains and losses related to investment securities available-for-sale are reported as a component of other comprehensive income.
Realized and unrealized gains and losses related to mortgage servicing rights are reported as a component of mortgage banking income in
the statement of income.

Realized and unrealized gains and losses related to forward commitments and interest rate lock commitments are reported as a component
of mortgage banking income in the statement of income. Realized and unrealized gains and losses related to foreign exchange contracts
and interest rate swap agreements are recorded as a component of other noninterest income.

Unrealized gains and losses related to long-term debt are reported as a component of other noninterest income in the statement of income.

Transfers into Level 3 during the year erided December 31, 2008 were related to three investment securities
issued by the Government National Mortgage Association (“GNMA”), where limited or less transparent
information was being provided by the Company’s third-party pricing service. Management estimated the fair
value of these investment securities based on an evaluation of non-binding third-party broker quotes.
Management expects that this newly issued class of investment securities issued by GNMA will over a period of
time be valued by the Company’s third-party pricing service using data that can be corroborated by observable
market data.
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Assets and Liabilities Measured at Fair Value on a Nonrecurring Basis

The following presents the financial assets that the Company measures at fair value on a nonrecurring basis in
accordance with GAAP as of December 31, 2008.

Assets and Liabilities Measured at Fair Value on a Nonrecurring Basis

Quoted Prices in

Active Markets for  Significant Other Significant Total

Identical Assets Observable Inputs Unobservable Inputs Unrealized

(dollars in thousands) (Level 1) (Level 2) (Level 3) Total Losses

Loans Held for Sale $ - $ 21,540 $ - $ 21,540 § -
Mortgage Servicing Rights -

Amortization Method - - 1,504 1,504 (292)

Low-Income Housing
Investments - - 30,920 30,920 -

Total $ - $ 21,540 $ 32424 $§ 53964 § (292)

The Company’s loans held for sale are reported on an aggregate basis at the lower of cost or fair value.
Unrealized losses related to the Company’s loans held for sale as of December 31, 2008 were less than

$0.1 million. The Company’s mortgage servicing rights accounted for under the amortization method are
periodically assessed for impairment. Unrealized losses related to the Company’s mortgage servicing rights
accounted for under the amortization method as of December 31, 2008 were $0.3 million. The Company’s
low-income housing investments are amortized and are assessed at least annually for impairment. Based on
management’s assessment, there was no impairment of the Company’s low-income housing investments as of
December 31, 2008.

Fair Value Option

On January 1, 2008, the Company elected the fair value option for its subordinated notes. The table below
reconciles the balance of the Company’s subordinated notes as of December 31, 2007 and January 1, 2008.

Balance as of Net Loss Balance as of
(dollars in thousands) December 31, 2007 !  Upon Adoption January 1, 2008
Long-Term Debt $ 124,822 $ 4,210 $ 129,032
Pre-Tax Cumulative-Effect of Adopting the Fair Value Option 4,210
Increase in Deferred Tax Asset (1,474)
After-Tax Cumulative-Effect of Adopting the Fair Value Option $ 2,736

U Includes unamortized discount and deferred costs, which were considered in the cumulative-effect adjustment to adopt the provisions of
- SFAS No. 159 on January 1, 2008.

The fair value option was elected for the subordinated notes as it provided the Company with an opportunity to
better manage its interest rate risk and to achieve balance sheet management flexibility.

Changes in the estimated fair value of the Company’s subordinated notes subsequent to the initial fair value
measurement were recognized in earnings as a component of other noninterest income. For the year ended
December 31, 2008, the Company recorded an unrealized gain of $3.6 million as a result of the change in fair
value of the Company’s subordinated notes. Interest expense related to the Company’s subordinated notes
continues to be measured based on contractual interest rates and reported as such in the statement of income.
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The following reflects the difference between the fair value carrying amount of the Company’s subordinated
notes and the aggregate unpaid principal amount the Company is contractually obligated to pay until maturity as
of December 31, 2008: )

Excess of Fair Value

Fair Value Aggregate Unpaid Carrying Amount

' Carrying Amount as of Principal Amount as of Over Aggregate Unpaid

(dollars in thousands) - December 31, 2008 December 31, 2008 Principal Balance
Long-Term Debt Reported at Fair Value $ 119,275 $ 118,971 $ 304

Disclosures about Fair Value of Financial Instruments

SFAS No. 107, “Disclosures about Fair Value of Financial Instruments,” requires disclosure of the estimated fair
value of financial instruments and the methods and significant assumptions used to estimate their fair values.
These disclosures exclude financial instruments that are recorded at fair value on a recurring basis on the
Company’s Consolidated Statements of Condition as well as short-term financial assets, such as cash and cash
equivalents, and liabilities, such as short-term borrowings, for which the carrying amounts approximate fair
value. The assumptions used below are expected to approximate those that market participants would use in
valuing these financial instruments.

Investment Securities Held-to-Maturity

The fair value of the Company’s investment securities held-to-maturity was primarily measured using information
from a third-party pricing service. Quoted prices in active markets were used whenever available. If quoted
prices were not available, estimated fair values were measured using pricing models or other valuation
techniques such as the present value of future cash flows, adjusted for credit loss assumptions.

Loans Held for Sale

The estimated fair value of the Company’s loans held for sale was determined based on contractual prices for
loans with similar characteristics.

Loans

The estimated fair value of the Company’s loans was determined by discounting the expected future cash flows
of pools of loans with similar characteristics. Loans were first segregated by type such as commercial, real
estate, and consumer, and were then further segmented into fixed and variable rate and loan quality categories.
Expected future cash flows were projected based on contractual cash flows, adjusted for estimated prepayments.
Low market liquidity resulted in wider market spreads, which adversely affected the estimated fair value of the
Company’s loans as of December 31, 2008. :

Deposit Liabilities

The estimated fair values of the Company’s noninterest-bearing and interest-bearing demand deposits and savings
deposits were equal to the amount payable on demand (i.e., their carrying amounts) because these products have
no stated maturity. The estimated fair values of the Company’s time deposits were estimated using discounted
cash flow analyses. The discount rates used were based on rates currently offered for deposits with similar
remaining matutities.

Long-Term Debt
The estimated fair values of the Company’s long-term debt were calculated using a discounted cash flow

approach and applying discount rates currently offered for new notes with similar remaining maturities and
considering the Company’s non-performance risk.
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The following presents the carrying amount and fair values of the Company’s financial instruments as of

December 31, 2008 and 2007:

2008 2007
(dollars in thousands) Carrying Amount  Fair Value Carrying Amount Fair Value
Financial Assets
Investment Securities Held-to-Maturity $ 239,635 § 242,175 $ 292,577 $ 287,644
Loans Held for Sale 21,540 21,540 12,341 12,387
Loans ! 5,969,907 5,917,302 6,025,940 6,177,736
Financial Liabilities
Deposits 8,292,098 8,313,471 © 7,942,372 7,944,922
75,000 73,925 101,425 106,314

Long-Term Debt 2
! Comprised of loans, net of unearned income and the Allowance related to loans.

2 Excludes capitalized lease obligations and subordinated notes which were recorded at fair value on the Company’s Consolidated Statements

of Condition beginning on January 1, 2008.
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Note 19. Bank of Hawaii Corporation Financial Statements
Condensed financial statements of the Parent were as follows:

Condensed Statements of Income

Year Ended December 31,

(dollars in thousands) 2008 2007 2006
Income

Dividends From Bank of Hawaii $ 175,860 $ 175,003 $ 162,079

Interest Income From Subsidiaries 755 2,887 1,748

Redemption of Visa Shares 13,737 - -

Other Income 476 485 124
Total Income 190,828 178,375 163,951
Interest Expense

Commercial Paper 2 151 110

Long-Term Debt with Affiliated Grantor Trust 931 6,207 8,494

Privately Placed Notes 1,540 1,541 514
Total Interest Expense 2,473 7,899 9,118
Noninterest Expense

Intercompany Salaries and Services 1,100 935 5,708

Other Expenses 3,562 4,896 1,695
Total Noninterest Expense 4,662 5,831 7,403
Income Before Benefit (Provision) for Income Taxes and Equity in Undistributed

Income of Subsidiaries 183,693 164,645 147,430
Benefit (Provision) for Income Taxes (3,267) 4,108 5,376
Equity in Undistributed Income of Subsidiaries 11,787 14,950 27,553
Net Income $ 192,213 $ 183,703 $ 180,359
Condensed Statements of Condition

December 31,

(dollars in thousands) 2008 2007
Assets
Cash with Bank of Hawaii $ 5037 $ 5,098
Interest-Bearing Deposits with Bank of Hawaii 1,000 1,000
Funds Sold to Bank of Hawaii 56,300 25,800
Investment Securities Available-for-Sale 32 32
Goodwill 14,129 14,129
Accrued Interest and Income Taxes Receivable 25,412 8,688
Other Assets 6,651 9,120
Equity in Net Assets of Bank of Hawaii 743,927 751,867
Equity in Net Assets of Other Subsidiaries 1,568 5,213
Total Assets $ 854,056 $ 820,947
Liabilities
Commercial Paper $ - $ 427
Accrued Interest Payable 513 598
Taxes Payable 26,637 -
Other Liabilities 11,202 15,149
Long-Term Debt with Affiliated Grantor Trust - 29,518
Privately Placed Notes 25,000 25,000
Total Liabilities 63,352 70,692
Shareholders’ Equity 790,704 750,255
Total Liabilities and Shareholders’ Equity $ 854,056 § 820,947
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Condensed Statements of Cash Flows

Year Ended December 31,

(dollars in thousands) 2008 2007 2006
Operating Activities :
Net Income $ 192213 $ 183,703 $ 180,359

Adjustments to Reconcile Net Income to Net Cash Provided by
Operating Activities:

Share-Based Compensation, Net of Tax (1,067) T (3,253) (2,733)

Undistributed Income of Bank of Hawaii : (11,787) (14,950) (27,553)

Net Change in Other Assets and Liabilities 9,841 86,190 (5,736)
Net Cash Provided by Operating Activities 189,200 251,690 144,337
Investing Activities
Capital Contribution to BOHC Investment Fund, LLC (1,000) (2,120) -
Proceeds from Dissolution of Bancorp Hawaii Capital Trust I 3,093 - -
Net Cash Provided by (Used in) Investing Activities 2,093 (2,120) -
Financing Activities
Net Change in Short-Term Borrowings @a27 (3,336) 3,763
Proceeds from Privately Placed Notes : - C= 25,000
Repayment of Long-Term Debt (29,518) (68,575) (5,000)
Tax Benefits from Share-Based Compensation 1,825 3,524 7,634
Proceeds from Issuance of Common Stock 14,136 20,633 30,893
Repurchase of Common Stock (62,015) (99,656) (129,727)
Cash Dividends Paid (84,855) (82,371) (76,747)
Net Cash Used in Financing Activities (160,854) (229,781) (144,184)
Net Change in Cash and Cash Equivalents 30,439 19,789 153
Cash and Cash Equivalents at Beginning of Period 31,898 12,109 11,956
Cash and Cash Equivalents at End of Period $ 62337 . $ 31,898 $ 12,109
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Item 9. Changes in and Disagreements With Accountants on Accounting and Financial Disclosure
‘None.
Item 9A. Controls and Procedures

Disclosure Controls and Procedures

The Company’s management, including the Chief Executive Officer and Chief Financial Officer, evaluated the
Company’s disclosure controls and procedures (as defined in Rule 13a-15(e) under the Securities Exchange Act
of 1934, as amended (the “Exchange Act”)) as of December 31, 2008. Based on this evaluation, the Chief
Executive Officer and Chief Financial Officer concluded that the Company’s disclosure controls and procedures
are effective. There were no changes in the Company’s internal controls over financial reporting that occurred
during the quarter ended December 31, 2008 that have materially affected or are reasonably likely to materially
affect the Company’s internal control over financial reporting.

Management'’s Annual Report on Internal Control over Financial Reporting

Management of the Company is responsible for establishing and maintaining effective internal control over
financial reporting. Internal control is designed to provide reasonable assurance to the Company’s management
and board of directors regarding the preparation of reliable published financial statements. Internal control over
financial reporting includes self-monitoring mechanisms, and actions are taken to correct deficiencies as they are
identified.

Because of inherent limitations in any system of internal control, no matter how well designed, misstatements
due to error or fraud may occur and not be detected, including the possibility of the circumvention or overriding
of controls. Accordingly, even effective internal control over financial reporting can provide only reasonable
assurance with respect to financial statement preparation. Further, because of changes in conditions, internal
control effectiveness may vary over time.

Management assessed the Company’s internal control over financial reporting as of December 31, 2008. This
assessment was based on criteria for effective internal control over financial reporting described in “Internal
Control-Integrated Framework” issued by the Committee of Sponsoring Organizations of the Treadway
Commission. Based on this assessment, the Chief Executive Officer and Chief Financial Officer assert that the
Company maintained effective internal control over financial reporting as of December 31, 2008 based on the
specified criteria.

The effectiveness of the Company’s internal control over financial reporting as of December 31, 2008, has been
audited by Ernst & Young LLP, the independent registered public accounting firm who also has audited the
Company’s consolidated financial statements included in this Annual Report on Form 10-K. Ernst &

Young LLP’s report on the Company’s internal control over financial reporting appears below.
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Report of Indepehdent Registered Public Accounting Firm

The Board of Directors and Shareholders
Bank of Hawaii Corporation

We have audited Bank of Hawaii Corporation’s internal control over financial reporting as of December 31,
2008, based on criteria established in Internal Control — Integrated Framework issued by the Committee of
Sponsoring Organizations of the Treadway Commission (the COSO criteria). Bank of Hawaii Corporation’s
management is responsible for maintaining effective internal control over financial reporting, and for its
assessment of the effectiveness of internal control over financial reporting included in the accompanying
Management’s Annual Report on Internal Control over Financial Reporting. Our responsibility is to express an
opinion on the company’s internal control over financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether effective internal control over financial reporting was maintained in all material respects. Our audit
included obtaining an understanding of internal control over financial reporting, assessing the risk that a material
weakness exists, testing and evaluating the design and operating effectiveness of internal control based on the
assessed risk, and performing such other procedures as we considered necessary in the circumstances. We
believe that our audit provides a reasonable basis for our opinion.

A company’s internal control over financial reporting is a process designed to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for external purposes
in accordance with generally accepted accounting principles. A company’s internal control over financial
reporting includes those policies and procedures that (1) pertain to the maintenance of records that, in reasonable
detail, accurately and fairly reflect the transactions and dispositions of the assets of the company; (2) provide
reasonable assurance that transactions are recorded as necessary to permit preparation of financial statements in
accordance with generally accepted accounting principles, and that receipts and expenditures of the company are
being made only in accordance with authorizations of management and directors of the company; and

(3) provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use or
disposition of the company’s assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk that
controls may become inadequate because of changes in conditions, or that the degree of compliance with the
policies or procedures may deteriorate.

In our opinion, Bank of Hawaii Corporation maintained, in all material respects, effective internal control over
financial reporting as of December 31, 2008, based on the COSO criteria.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board

. (United States), the consolidated statements of condition of Bank of Hawaii Corporation and subsidiaries as of
December 31, 2008 and 2007 -and the related consolidated statements of income, shareholders’ equity and cash
flows for each of the three years in the period ended December 31, 2008 and our report dated February 23,
2009 expressed an unqualified opinion thereon.

/s/ Ernst & Young LLP

Honolulu, Hawaii
February 23, 2009
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Item 9B. Other Information

None.

Part 111

Except as otherwise indicated, the following information required by the Instructions to Form 10-K is
incorporated herein by reference from various sections of the Bank of Hawaii Corporation Proxy Statement for
the annual meeting of shareholders to be held on April 24, 2009, as summarized below:

Item 10. Directors, Executive Officers and Corporate Governance
“Board of Directors”; “Audit Committee Report”; and “Section 16(a) Beneficial Ownership Reporting

Compliance.”

Information regarding the executive officers of the Parent is incorporated by reference from “Executive Officers
of the Registrant™ at the end of Part I of this report.

The Parent’s Board of Directors has determined that Robert Huret, a member of the Parent’s Audit Committee, is
a financial expert within the meaning of Section 3(a)(58) of the Exchange Act. This financial expert is
independent within the meaning of Section 10A(m)(3) of the Exchange Act. ‘

The Company has adopted a written code of ethics within the meaning of Item 406 of Regulation S-K that
applies to the Parent’s Chief Executive Officer, Chief Financial Officer, and Chief Accounting Officer. A copy of
the Code of Ethics for Senior Financial Officers is available on the Company’s website, www.boh.com. The
Company intends to provide disclosure of any change to, or waiver from, the Company’s code of ethics for its
senior financial officers via its website. '

Item 11. Executive Compensation ‘

“Corporate Governance — Compensation Committee Interlocks and Insider Participation”; “Director
Compensation”; “Compensation Committee Report”; and “Executive Compensation.”

Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder -
Matters .

“Beneficial Ownership” and “Equity Compensation Plan Information.”

Item 13. Certain Relationships and Related Transactions, and Director Independence

“Corporate Governance — Director Independence” and “Certain Relationships and Related Transactions.”

Item 14. Principal Accounting Fees and Services

Fees paid to the Company’s independent registered public accounting firm are disclosed under the caption
“Proposal 2: Ratification of Selection of an Independent Registered Public Accounting Firm” and related
pre-approval policies are in the Company’s Audit Committee Charter, a copy of which is posted in the Investor
Relations section of the Company’s website at www.boh.com.
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Part IV
Item 15. Exhibits, Financial Statement Schedules

(a) Financial Statements and Schedules

The following Consolidated Financial Statements of Bank of Hawaii Corporation and Subsidiaries are included
in Item 8 of this report:

Consolidated Statements of Income — Years ended December 31, 2008, 2007, and 2006

Consolidated Statements of Condition — December 31, 2008 and 2007

Consolidated Statements of Shareholders’ Equity — Years ended December 31, 2008, 2007, and 2006
Consolidated Statements of Cash Flows — Years ended December 31, 2008, 2007, ‘a‘.nd 2006

Notes to Consolidated Financial Statements

All other schedules to the Consolidated Financial Statements stipulated by Article 9 of Regulation S-X and all

other schedules to the financial statements of the registrant required by Article 5 of Regulation S-X are not
required under the related instructions or are inapplicable and, therefore, have been omitted.
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Exhibit Table

Exhibit
Number
3.1

3.2

4.1

10.1

10.2

10.3
10.4
10.5
10.6

10.7

10.8

10.9

10.10

10.11

10.12

Certificate of Amendment of Certification of Incorporation of Bank of Hawaii Corporation
(incorporated by reference from Exhibit 3.1 to Bank of Hawaii Corporation’s Current Report
on Form 8-K filed on April 30, 2008).

Amended and Restated By-Laws of Bank of Hawaii Corporation (incorporated by reference
from Exhibit 3.2 to the Bank of Hawaii Corporation’s Current Report on Form 8-K filed on
April 30, 2008).

Instruments deflmng the rights of holders of long-term debt of Bank of Hawaii Corporation
and its consolidated subsidiaries are not filed as exhibits because the amount of debt
authorized under any such instruments does not exceed 10% of the total assets of Bank of
Hawaii Corporation and its consolidated subsidiaries. Bank of Hawaii Corporation agrees to
furnish a copy of any such instrument to the Commission upon request.

Bank of Hawaii Corporation’s Executive Incentive Plan, as amended (incorporated by reference
from Exhibit 10.2 to the 2005 10-K).*

Bank of Hawaii Corporation’s Executive Base Salary Deferral Plan (incorporated by reference
from Exhibit 10.1 to the Bank of Hawaii Corporation’s Current Report on Form 8-K filed on
December 22, 2005 (the “December 22, 2005 8-K”)).*

Bank of Hawaii Corporation’s Directors’ Deferred Compensation Plan, as amended
(incorporated by reference from Exhibit 10.7 to the 2005 10-K).*

Bank of Hawaii Corporation’s Director Stock Compensation Program, as amended
(incorporated by reference from Exhibit 10.8 to the 2005 10-K).*

Bank of Hawaii Corporation’s Amended and Restated Director Stock Compensation Plan

(incorporated by reference from Appendix B to Bank of Hawaii Corporation’s Definitive

Proxy Statement on Schedule 14A for the 2005 Annual Meeting of Shareholders filed on
March 17, 2005).*

Stock Agreement (incorporated by reference from Exhibit 10.1 to Bank of Hawaii
Corporation’s Quarterly Report on Form 10-Q for its quarterly period ended June 30, 2005, as
filed on July 27, 2005 (the “June 30, 2005 10-Q™)).*

Bank of Hawaii Corporation’s Amended and Restated Director Stock Compensation Plan —
Form of Stock Option Agreement (incorporated by reference from Exhibit 10.2 to the June 30,
2005 10-Q).*

Bank of Hawaii Corporation’s Stock Option Plan of 1994, as amended (incorporated by
reference from Exhibit 10.12 to the 2005 10-K).*

Bank of Hawaii Corporation’s 2004 Stock and Incentive Compensation Plan (incorporated by
reference from Appendix C to Bank of Hawaii Corporation’s Definitive Proxy Statement on
Schedule 14A for the 2004 Annual Meeting of Shareholders, as filed on March 18,.2004).*

Bank of Hawaii Corporation’s 2004 Stock and Incentive Compensation Plan — Form of Stock
Option Agreement (incorporated by reference from Exhibit 10.14 to the 2005 10-K).*

Bank of Hawaii Corporation’s 2004 Stock and Incentive Compensation Plan — Form of
Service-Based Restricted Share Agreement (incorporated by reference from Exhibit 10.15 to
the 2005 10-K).*

Bank of Hawaii Corporation’s 2004 Stock and Incentive Compensation Plan — Form of
Performance-Based Restricted Share Agreement (incorporated by reference from Exhibit 10.16
to the 2005 10-K).*
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Exhibit
Number

10.13

10.14

10.15

10.16

10.17

10.18

12.1
21.1
23.1
31.1

31.2

32

Amendment 2007-1 to the Bank of Hawaii Corporation 2004 Stock and Incentive
Compensation Plan (incorporated by reference from Exhibit 10.13 to the 2007 10-K).*

Bank of Hawaii Change-In-Control Retention Plan (incorporated by reference from Exhibit 10
to Bank of Hawaii Corporation’s Quarterly Report on Form 10-Q for its quarterly period
ended September 30, 2007, as filed on October 24, 2007).*

Agreement with Daniel C. Stevens (incorporated by reference from Exhibit 10.1 to Bank of
Hawaii Corporation’s Current Report on Form 8-K filed on April 30, 2008).*

Amendment 2007-1 to the Bank of Hawaii Corporation Executive Incentive Plan (incorporated
by reference from Exhibit 10.16 to the 2007 10-K).*

Board Resolution for Amendment to Restricted Stock and Option Awards under the Director
Stock Compensation Program (incorporated by reference from Exhibit 10.1 to Bank of Hawaii
Corporation’s Current Report on Form 8-K filed on July 28, 2008).* '

Grant to Peter S. Ho (incorporated by reference from Exhibit 10.2 to Bank of Hawaii
Corporation’s Current Report on Form 8-K filed on December 22, 2008).*

Statement Regarding Computation of Ratios.
Subsidiaries of the Registrant.
Consent of Independent Registered Public Accounting Firm.

Certification on Chief Executive Officer Pursuant to Rule 13a-14(a) Under the Securities
Exchange Act of 1934.

Certification of Chief Financial Officer Pursuant to Rule 13a-14(a) Under the Securities
Exchange Act of 1934.

Certification of Chief Executive Officer and Chief Financial Officer Pursuant to 18 U.S.C.
Section 1350, as adopted Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.

*  Management contract or compensatory plan or arrangement.

(b) Response to this item is the same as Item 15(a).

(c) Response to this item is the same as Item 15(a).
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Signatures

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has
duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

Date: February 25, 2009

Bank of Hawaii Corporation

By: /s/ Allan R. Landon

Allan R. Landon
Chairman of the Board and
Chief Executive Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the
following persons on behalf of the registrant and in the capacities and on the dates indicated.

Date: February 25, 2009

/s/ Allan R. Landon

/s/ S. Haunani Apoliona

Allan R. Landon,
Chairman of the Board and
Chief Executive Officer

/s/ Mary G. F. Bitterman

S. Haunani Apoliona, Director

/s/ Michael J. Chun

Mary G. F. Bitterman, Director

/s/ Clinton R. Churchill

Michael J. Chun, Director

/s/ David A. Heenan

Clinton R. Churchill, Director

/s/ Robert Huret

David A. Heenan, Director

/s/ Kent T. Lucien

Robert Huret, Director

/s/ Martin A. Stein

Kent T. Lucien, Director and
Chief Financial Officer

/s/ Donald M. Takaki

Martin A. Stein, Director

/s/ Barbara J. Tanabe

Donald M. Takaki, Director

/s/ Robert W. Wo, Jr.

Barbara J. Tanabe, Director

/s/ Derek J. Norris

Derek J. Norris
Principal Accounting Officer

Robert W. Wo, Jr., Director
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Exhibit 31.1

Certification of Chief Executive Officer Pursuant to Rule 13a-14(a)
Under the Securities Exchange Act of 1934

I, Allan R. Landon, certify that:

1.

2.

I have reviewed this annual report on Form 10-K of Bank of Hawaii Corporation;

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

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

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

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

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

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

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

The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal
control over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board
of directors:

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

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

Date: February 25, 2009 /s/ Allan R. Landon

Allan R. Landon
Chairman of the Board and
Chief Executive Officer



Exhibit 31.2

Certification of Chief Financial Officer Pursuant to Rule 13a-14(a)
Under the Securities Exchange Act of 1934

I, Kent T. Lucien, certify that:

1. I have reviewed this annual report on Form 10-K of Bank of Hawaii Corporation;

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

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

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

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

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

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

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

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal
control over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board
of directors:

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

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

Date: February 25, 2009 /s/ Kent T. Lucien

Kent T. Lucien
Chief Financial Officer



Exhibit 32

Certification of Chief Executive Officer and Chief Financial Officer
Pursuant to 18 U.S.C. Section 1350, as Adopted
Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002

We hereby certify pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley
" Act of 2002, that the Annual Report on Form 10-K of Bank of Hawaii Corporation for the year ended
December 31, 2008 (the “Annual Report”):

« fully complies with the requirements of Section 13(a) or 15(d), as applicable, of the Securities Exchange
Act of 1934; and

* the information contained in the Annual Report fairly presents, in all material respects, the financial
condition and results of operations of Bank of Hawaii Corporation for the dates and periods covered by
the Annual Report.

Date: February 25, 2009 /s/ Allan R. Landon

Allan R. Landon
Chairman of the Board and
Chief Executive Officer

/s/ Kent T. Lucien

Kent T. Lucien
Chief Financial Officer

A signed original of this written statement required by 18 U.S.C. Section 1350 has been provided to Bank of
Hawaii Corporation and will be retained by the company and furnished to the staff of the U.S. Securities and
Exchange Commission upon request.



Our Vision

Exceptional people building exceptional value for our customers, our island communities,

our shareholders and each other.

Dear Fellow Shareholders,

Bank of Hawaii earned net income of $192.2 million in 2008, an increase from $183.7 million

of earnings for 2007. Our primary performance measures were solid; return on assers was
1.84 percent, return on equity was 24.54 percent and our operating leverage was 10 percent.
On a per share basis, earnings in 2008 were $3.99, an increase of 8 percent over 2007.

These performance measures are consistent with our objectives for 2008. Compared to other

banks, the performance of Bank of Hawaii was outstanding.

ALLAN R. LANDON

Chairman and Chief Fxecutive Officer,
Bank of Hawaii Corporation and Bank of Hawaii

As economic events unfolded in 2008, it
became clear that additional performance
measures would also be important. Investors,
customers and regulators began to increasingly
focus on soundness, or as we refer to it,
discipline. During 2008, Bank of Hawaii
strengthened our measures of soundness,
even as other financial institutions and
business models weakened and failed.

At Bank of Hawaii we recognize that soundness
comprises several measures. The primary
measures of soundness include asset quality,
reserve and capital levels, liquidity and
confidence. In my letter to you one year ago, |
indicated that asset quality would be a critical
factor in shareholder value. Our strategy

of avoiding high risk assets was the correct
strategy. We began and ended 2008 with
solid asset quality. Our investment portfolio
is not tainted by toxic assets. The Hawaii
economy suffered less than many other
markets in 2008. But actual loan losses and
the risk of future loan losses increased in
2008. Accordingly, we increased our reserve
for loan losses as well as our capital levels. In
the fourth quarter, Bank of Hawaii concluded
that we should add to our liquidity. At the end
of 2008 our liquidity levels were exceptional,
while the banking industry in general was
suffering illiquidity. The result of these actions
contributed to the confidence of investors,
customers and regulators in Bank of Hawaii.



Letter to shareholders

At Bank of Hawaii, we believe that total
shareholder return has a close correlation with
investor confidence. Positive annual returns
(price change plus dividends per share) are an
indication of investor confidence. Bank of Hawaii
had a negative return of 8.5 percent in 2008. We
recognize this result is better than most banks
and public companies, and therefore reflects a
relative measure of investor confidence. We also
recognize that some of the decrease in share
value of our stock reflects investor concerns
about the structure of the banking industry and
our economy. Over the longer term, we banks
must restore that confidence in our industry. Your
management team must also continue to deliver
superior financial performance at Bank of Hawaii.
We remain committed to building value for
shareholders through positive returns.

Our customers have shown their confidence

in Bank of Hawaii by the amount of business
they chose to do with us. Our deposit growth
was strong in 2008. We did not purchase these
deposits with above-market rates. Our quarterly
surveys indicate that customer satisfaction levels
remained high throughout 2008.

One of the most important decisions for Bank of
Hawaii in 2008 was whether to participate in the
U.S. Treasury's Capital Purchase Program. After
receiving preliminary approval from regulatory
authorities, Bank of Hawaii decided in December
not to participate. We considered this matter
carefully. Based on our analysis, Bank of Hawaii
did not need and could not effectively use this
expensive capital. Additionally, we concluded that
the sale of preferred stock to the U. S. Treasury
would likely dilute the interests of shareholders
of Bank of Hawaii. To be effective for a strong
bank like ours, the program should have allowed
for draws on funding as needed, with early
repayment permitted and encouraged.

At Bank of Hawaii we are focused on being the
best community bank possible. This means
knowing our customers and responsibly serving
their needs. This means serving our community.
And this means staying focused on basic
strategies of knowledge-based investing

and lending.

Bank of Hawaii Summary Annual Report 2008 | PAGE 2

Status of Our 2007+ Business Plan
Our Business Plan was adopted in late 2006,
based on specific strategies developed by
individual business units. Our Plan was balanced
between growth and risk management, and
included the flexibility to adjust, given our
anticipation of a slowing economy. We did not
expect an economic downturn of the magnitude
that occurred in 2008. Accordingly, during 2008
we adjusted some of the strategies in our original
Plan. We also benefited from some good fortune
and achieved solid results. The five themes that
resulted from our 2007+ Business Plan were:

* Business Growth

* Integration

* People Development

* Brand Enhancement

* Performance Discipline

Business Growth

Our growth efforts focused on our existing
markets. Deposit growth became a primary
strategy. We introduced more attractive
deposit products and emphasized the safety
and convenience of Bank of Hawaii. We

opened three new branches including our

first international center. And we added new
ATM locations through local partnerships. The
result was significantly increased liquidity. Our
“open architecture” investment platform was
expanded, and has been well received despite the
investment environment. We continued to focus
on asset quality.

Integration

Our strategies to operate as a community
bank are evolutionary. We made progress on
streamlining our operating and technology
systems. By year end, we were ready to begin
electronic check image clearing.

People Development

Our strategies for people development
included adding operational and education
experience for our most talented leaders.
Peter Ho became President of Bank of Hawaii,
Kent Lucien became Vice Chairman and
Chief Financial Officer, and Wayne Hamano
became Vice Chairman and head of our
Commercial Businesses. Sharon Crofts became
head of Operations and, along with Derek
Baughman, joined our Managing Committee.



Brand Enhancement

Our Brand Promise - “At Bank of Hawaii we
understand who you are and help you achieve
what you aspire to be" - is the theme of our
strategies. In response to customer concerns,
we added a safety message to our advertising,
incorporating recognition by MSN Money that
named Bank of Hawaii one of the five safest
banks in America.

Performance Discipline

Our emphasis on performance produced high
returns on assets and equity for 2008. As

the economy slowed and industry conditions
weakened, Bank of Hawaii increased liquidity,
reserves and capital. Our return on equity was
among the highest in the country; and Bank
Director Magazine recently ranked Bank of
Hawaii the 4" best performing bank in 2008.

Special Recognition

During 2008 many Bank of Hawaii employees
did a great job delivering results in a stressful
environment. While the results are a team
effort, some leaders stand out.

| want to recognize Stephanie Saito, Steve
Rodgers and Ai Wah Ng for their extraordinary
contributions. Stephanie provides outstanding
leadership in serving our commercial

clients. Ai Wah provides customer credit
solutions. And Steve manages our money
market mutual funds and overcame
unimagined investment conditions.

Looking Forward

| think 2009 will be a challenging year.

The Hawaii economy is continuing to slow.
Public policy could have a major impact, or

not, depending on actions, such as Economic
Stimulus plans and restructuring of the financial
services industries. Hopefully, contemplated
actions will stabilize the economy and begin

to restore confidence. Eventually, structural
weakness in the financial services industry
must be addressed. Investing more government
money in support of failed business models or
overly complex or high-risk financial institutions
is not the answer.

As a result of the uncertain conditions, Bank
of Hawaii enters 2009 with caution. Until
confidence in our economy and financial
institutions returns, we believe that soundness
will be the most important element of value. Our
growth strategies will focus on deposit funding
and offering sound investment products. We
have funds to lend and invest. Bank of Hawaii
will continue to address integration, people
development and brand enhancement.

Conclusion

Bank of Hawaii delivered another solid
financial performance in 2008. Our primary
performance objectives were achieved
even though we adjusted our strategies to
increase our soundness without outside
support. We are well prepared for the
eventual business cycle upswing, although
this may not necessarily occur in 2009.
Bank of Hawaii is safe, balanced and well
prepared to meet the challenges of 2009.

Special thanks go to our employees and
directors who work hard to support our bank
and community. We greatly appreciate the
confidence our customers and shareholders
have shown in Bank of Hawaii.

0 ot

ALLAN R, LANDON
Chairman and Chief Executive Officer, Bank of Hawaii Corporation
and Bank of Hawaii



Safe from th€ StOI’l’Il Serving Generations of Island Families and Businesses

Service is more than something we provide at Bank of Hawaii.
It’s a tradition that we uphold—a foundation of trusted relation-
ships that we share with the families and businesses we serve.

Our Jongstanding commitment to providing the highest level
of service to our customers and a safe and secure environment
for their hard-earned money has helped to make us the bank of
choice for many people and companies. It also continues to earn
us high marks in the industry.

COMMITTED TO CUSTOMER SERVICE AND CONVENIENCE
Exceptional service takes many forms, including providing
customers with more branches and ATMs than any other Hawaii-
based financial institution—making it more convenient for them
to manage their financial lives. This year, we celebrated the 50t
anniversary of our Kalihi Branch, commemorating its proud
tradition of service.

In 2008, banking with Bank of Hawaii in person, via ATM and
over the Internet became even easier with the opening of new
supermarket branches, installation of additional ATMs, and the
introduction of new online banking capabilities.

New Supermarket Branches and International Banking Center
We opened two new supermarket branches in Hawaii in 2008:
Mililani Star Market and Kaneohe Safeway. Both feature 24/7
Bank of Hawaii ATMs and evening, Saturday and Sunday hours,
enabling customers to conveniently bank where they shop.

In addition, we opened our International Banking Center in Waikiki,
which serves international businesses, corporate clients and private
clients. We also relocated our Waikiki Branch to the ground floor

of this same building, which we renamed the Bank of Hawaii
Waikiki Center.

More ATMs We now have more than 460 convenient ATMs

in Hawaii and the West Pacific—more than any other financial
institution in the region—providing customers with easy access to
cash and simple transactions. In 2008, we installed 29 ATMs at
Jamba Juice locations on Oahu, Maui, Kauai and Hawaii Island.
This represents the first time Jamba Juice has featured ATM service
in its stores in the U.S. The ATMs are graphically designed to fit

the Jamba Juice décor.

We also installed new ATMs in 25 Aloha Petroleum Island
Mini-Mart gasoline stations on Oahu and Hawaii Island
and continue to seek opportunities for additional sites.

The bank remains the exclusive ATM provider for Longs Drugs,
Costco, Kmart, Star Markets, KTA Superstores on Hawaii
Island, and Big Save on Kauai. We also provide ATM service
for nearly all Safeway stores and McDonald’s statewide.

In addition to installing ATMs in new locations, we also
upgraded the ATM processing technology, further enhancing
service performance.
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NEW PRODUCTS AND SERVICES

Exceptional service in 2008 also took the form of
new financial products and services—everything
from a mileage credit card, free checking and
bonus interest rate savings account, to enhanced
online and investment management services.

New Mileage Credit Card We teamed up once
again with Hawaiian Airlines to introduce the
Bank of Hawaii Hawaiian Airlines® Visa® Credit
Card, which earns customers one HawaiianMile
for every dollar in purchases. It offers customers
who like to travel a second way to earn miles, in
addition to our Bankoh Hawaiian Airlines® Visa®
Check Card.

Free Checking Account We provided enhanced
value to our personal checking account
customers by introducing the Free Checking
Account, which has no monthly service fees and
no minimum balance requirements. It includes a
free check card, free access to e-Bankoh online
banking and Bankoh by Phone, and free Check
SafeKeeping.

Bankohana Bonus Rate Savings Plus For our
Bankohana customers interested in growing their
savings at a faster rate, we introduced Bankohana
Bonus Rate Savings Plus, which provides a higher
bonus interest rate with a minimum monthly
deposit and no withdrawals.

Linked Personal Accounts for Overdraft
Protection As part of our commitment to service
and convenience, we recently enabled personal
account customers to link their Bank of Hawaii
savings account to their Bank of Hawaii checking
account and automatically transfer funds
between accounts to cover overdrafts.

Enhanced Online Capabilities Banking

over the Internet provides the ultimate in
convenience. in 2008, we took Internet
banking to a new level: We enabled customers
to open Bank of Hawaii personal checking

and savings accounts online at boh.com,

from the comfort of their home or office.

In addition, we launched the e-bills service for
our Internet banking customers, giving them

the ability to receive bills in their e-Bankoh

inbox and pay them online. e-Bankoh Bill Pay
enables them to pay bills anytime, anywhere,
automatically, without having to physically gather
their bills and log onto multiple online accounts.



The bank also now offers customers secure,
online access to information on their first
mortgages with our new Mortgage Account
Management Center. We are the first bank in
the state to offer this type of in-depth service,
which is free for all of our residential loan
customers. Designed to be as easy to use as
online banking, customers can view their loan
summaries, posted transactions, mortgage
statements, amortization schedules based on
their original loan balance, and make payments
online directly from their checking or

savings accounts.

Comprehensive Wealth Management Solutions
To provide greater value to our high net worth
clients, we introduced a new investment
platform, which provides comprehensive,
world-class wealth management solutions to
meet their complex financial goals. This new
investment process enables the bank to draw on
the expertise of experienced global investment
managers and leading-edge technology, which
provides greater value, customization and range
of offerings, while still offering the benefits of
local service.

ENHANCED SYSTEMS AND PROCESSES

In addition to introducing new products

and services to provide superior value and
convenience for our customers, we enhanced
our systems and processes to improve service
and efficiency.

Remote Deposit Capture for Businesses

We introduced iCapture, a service that
allows business customers to deposit checks
without having to take them to the bank. The
companies use a special scanner to scan the
checks and electronically transmit the secure
images over the Internet for deposit. The
service saves business customers time and
money. Additionally, faster check clearing and
accessibility to deposits enable them to enhance
their cash flow.

VolP Conversion To enhance customer
accessibility as well as improve service and
efficiency across the bank, we are converting
our entire telephone system, including our call
centers and customer service areas, to state-
of-the-art VoIP (Voice over Internet Protocol)
technology. The conversion is scheduled to be
completed in 2009,

Electronic Check Image Exchange Bank of Hawaii, like all Hawaii
banks, implemented electronic check image exchange at the
beginning of 2009. This streamlining of check processing is the
result of industry changes from the Check Clearing for the 21
Century Act. It will allow for more efficient check processing, and
customers will have added security from identity theft. In addition,
faster check clearing means customers will know sooner if they
have received a "bad” check.

MEETING THE NEEDS OF BUSINESSES

Our tradition of customer service extends to businesses of all
sizes. We understand the unique needs of small, family-owned
companies, sole proprietors, mid-sized enterprises and large
corporations, and we're committed to providing solutions to help
them continue to grow and succeed.

SBA Lender Award for Sixth Consecutive Year The diligent efforts
of our Business Banking Group earned us top recognition by the
U.S. Small Business Administration as SBA Lender of the Year for
an unprecedented sixth year in a row for the Hawaii market. The
honor recognizes leadership in providing financing to promising
small companies in Hawaii, Guam and American Samoa. In 2008,
Bank of Hawaii generated a total of 87 SBA loans.

For mid-sized companies and large corporations, our experienced
team of commercial and corporate bankers provides sophisticated
funding solutions and advice for a broad range of needs—from
commercial real estate and construction loans to equipment
financing. The team works closely with other business units across
the bank, including Private Client Services, to meet and exceed
clients’ expectations.

INCREASED CUSTOMER SATISFACTION

Our commitment to providing the highest level of customer
service was reflected in our quarterly client surveys in
2008, which showed record levels of client satisfaction.
More than nine out of 10 customers were satisfied with
their overall experience with Bank of Hawaii. New products
and services and our ability to provide superior value and
convenience to customers contributed to the stellar results.

At Bank of Hawaii, customer service means taking the time
to listen to customers to understand and anticipate their
financial needs. We help our clients achieve what they aspire
to be—providing the right products, services, solutions and
convenience to meet their needs.

We appreciate our customers and thank them for their
continued trust in us. We invite you to read on about a few

of our satisfied customers and the latest ways we are continuing
our tradition of service.
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ERIC: Whet
in 1986, we need
' ni’éi&hinc called a jointe:
So I went to Bank of awau and spokc wﬂh aloan

?W,C /l] never fot et Thats how ,;t'a,U starte
. bué{n’eés rclatidnship With Bahk of Haw

: requ ments of Hawan S 1cs;dunnl an i

:j:bmldels weve had ro make a number )1 mgl nificant

acqu]sxtrons of caplta cquipment or pmpertf
- Bank of Hawaii has always been there as part of

our team Wevébeen able to keep P’IC(, with ey f

:technol gv When e wanted to go ngh tech WId

~ some ofour cquipinent that 1cquncd swmﬁcam .
’invcstmems Bank of Hawaii belicved in us. \Ve

- appreaatcd the teuse that thie bank st 1owed in us md

our abdm/ to manage those rvpcs ofd ecision

*Sogpd dcsig1},’, skilled craftsmanship and 3uperb‘
- cu/s/’témir service a re essent al to our busine

;barﬂ\ ng telamons hip, we look for those who ar(;also

comrmttcd to high stand lards. Today, we Work wmh
Keltcm Karo Its qmrc a pcx sonal wlanonsh]p \Vc fccl
lton. We respect his OPII]IODS about

iner y acqmsmons and his repons
Hcs very upﬁ ontand

cuistontstairca

'savmgs foryus and )
growth Itwasa very pos

’jcial,'

skyrocketing lease rents, wi
‘and can focus on our business

be here for onlya few ye

Lo SUPPOH us:

Wwers our questions. Itsa

ddmon to hclpmg Wltl \
11 m 1de us

are of rhc’ V1I

to give credic to Bank of Fas i foz bri mgmg rh1s
to ourdoor.
We also worked closely with Bank of Flawaii to

purchase the industrial Park where our business

1s currently | located. [fi as beel an C\Uamdmaiy
smart move for us. As othex buﬂnesscs experience
have enjoyed stability

salsobeenavery

good investment becixisé of the increasing land values.

We know Bank of H;man s fc and sound and is

going to be here in the Iong 1un and that kiad of

smbiht\’ is 1mp01lan tou ceause we're also looking

atour busmess for the long term Wedontwant to

id then be g gone, and

we want a bank that has the sa e values. We want

_to continue to build thi: busmcss and we know

Bank of Hawaii W{“ bea a stab}e st uuuon




Community Build Day: B
med (on feft) LS. Sen(??or Daniel Inouve, Cong
ne Chun Oakland, and Executive Director of HPH/

ss to Housing As housing continues to
be an essential component in providing people
with needed stability, we continue our special
focus on housing. Bank of | »awan supports
programs that provide housing for low- and
moderate-income families and he elderly,
tfransitional housing and domestic shelters.
Ve also continue to support the education
and empowerment of low- and moderate-
income families through financial education,
credit counseling and homebuyer education

Our second annual Bank of Hawaii Charity
Walk benefited five organizations dedicated
to addressing housing needs. Once again, our
employees determined the beneficiaries. We
raised $115,000 to support Catholic Charities
and Fo%‘ter Family Programs on Oahu, Hale
Mahaolu Meal Delivery Program on Maw
Hawaii Island Community Development
Corporation and Kauai Habitat for Humanity.

Bank of Hawaii also sponsored its third annual
Community Build Day, partnering with Hawaii
Public Housing Authority and YouthBuild

Bank of Hawaii Summaiy Annual Report 2008 | PAGE 14

airman ond CE

in Waipahu. Bank of Haw
volunteers painrted and cle
and common area

We rWeserﬂf‘ 1 *‘k'f—* North
Kohala Community
Resource Center and
Ka'u kiosplta! Foundation
e inaugural Mo
Richards Hawaii | im,
Community Award. The
$10,000 award %omred
Herbert “Monty” Richards,
Jr., commun x*y teader and
?or mer member of the
bank's Board of Directors.
It recognizes outstanding  in ]
leadership in improving birth date.
the quality of life for

Hawaii Island residents.

\'v|‘l




A FEW WORDS FROM OUR NON-PROFIT PARTNERS

‘0» won
without v/o/@mcte.” - Howard Garva! Preeud
and CEQ, Child & Family Service

&
pey
—

ol
e i

b , VA
e el

“We are
for’

ing o trem

s
)

" -'v’fshe'fe ﬁ(auhane,
awaiian Communify Assets

Roy Kﬂzfuua, Exe mf.v Director, Haie f‘\/ O’u

Bank employee volunteers help spruce up community housing.



Consolidated Statements of Income

Bank of Hawaii Corporation and Subsidiaries | (dollars in thousands, except per share amounts)

For the Year Ended December 31 2008 2007
Interest Income
Interest and Fees on Loans and Leases $ 390,714 $ 446,381
Income on Investment Securities
Trading 4,695 4,903
Available-for-Sale 139,076 129,601
Held-to-Maturity 1,877 14,935
Deposits 457 1,549
Funds Sold 1,601 3,050
Other 1,681 1,456
Total Interest Income 550,101 601,875
Interest Expense
Deposits 82,399 137,847
Securities Sold Under Agreements to Repurchase 33,764 47,031
Funds Purchased 1,585 5,965
Short-Term Borrowings 162 356
Long-Term Debt 13.414 15,658
Total Interest Expense 131,324 206,857
Net Interest Income 418,777 395,018
Provision for Credit Losses 60,515 15,507
Net Interest Income After Provision for Credit Losses 358,262 379,51
Noninterest Income
Trust and Asset Management 57,014 62,926
Mortgage Banking 8,164 1,725
Service Charges on Deposit Accounts 50,845 46,260
Fees, Exchange, and Other Service Charges 66,524 65,825
Investment Securities Gains, Net 532 1,485
Insurance 24,575 23177
Other 50,459 29,089
Total Noninterest Income 258113 240,487
Noninterest Expense
Salaries and Benefits 191,958 180,865
Net Occupancy 45,129 40,073
Net Equipment 18,143 19,274
Professional Fees 11,51 1,206
Other 80,033 83,989
Total Noninterest Expense 346,774 335,407
Income Before Provision for Income Taxes 269,601 284,591
Provision for Income Taxes 77,388 100,888
Net Income $ 192,213 $ 183,703
Basic Earnings Per Share $ 4.03 $ 3.75
Diluted Earnings Per Share $ 3.99 $ 3.69
Dividends Declared Per Share $ 177 $ 1.67
Basic Weighted Average Shares 47,674,000 49,033,208
Diluted Weighted Average Shares 48,200,650 49,833,546

Refer to the Company’s Annual Report on Form 10-K for the fiscal year ended December 31, 2008 for the Consolidated Financial Statements, including Report of Independent

Registered Public Accounting Firm, thereon.
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Consolidated Statements of Condition

Bank of Hawaii Corporation and Subsidiaries | (do/lars in thousands)

As of December 31 2008 2007
Assets
Interest-Bearing Deposits $ 5,094 $ 4,870
Funds Sold 405,789 15,000
Investment Securities
Trading 91,500 67,286
Available-for-Sale 2,519,239 2,563,190
Held-to-Maturity (Fair value of $242,175 and $287,644) 239,635 292,577
Loans Held for Sale 21,540 12,341
Loans and Leases 6,530,233 6,580,861
Allowance for Loan and Lease Losses (123,498) (90,998)
Net Loans and Leases 6,406,735 6,489,863
Total Earning Assets 9,689,532 9,445,127
Cash and Noninterest-Bearing Deposits 385,599 368,402
Premises and Equipment 116,120 n7177
Customers’ Acceptances 1,308 1,112
Accrued Interest Receivable 39,905 45,261
Foreclosed Real Estate 428 184
Mortgage Servicing Rights 21,057 27,588
Goodwill 34,959 34,959
Other Assets 474,567 433,132

Total Assets

$ 10763475

$ 10,472,942

Liabilities
Deposits

Noninterest-Bearing Demand $ 1,754,724 $ 1,935,639

Interest-Bearing Demand 1,854,611 1,576,443

Savings 3,104,863 2,688,703

Time 1,577,900 1,741,587
Total Deposits 8,292,098 7942372
Funds Purchased 15,734 75,400
Short-Term Borrowings 4,900 10,427
Securities Sold Under Agreements to Repurchase 1,028,835 1,029,340
Long-Term Debt (includes $119,275 carried at fair value as of December 31, 2008) 203,285 235,371
Banker’s Acceptances 1,308 1112
Retirement Benefits Payable 54,776 29,984
Accrued Interest Payable 13,837 20,476
Taxes Payable and Deferred Taxes 229,699 278,218
Other Liabilities 128,299 99,987

Total Liabilities 9,972,771 9,722,687
Shareholders’ Equity
Common Stock ($.01 par value; authorized 500,000,000 shares;

issued / outstanding: December 2008 - 57,019,887 / 47,753,371;

and December 2007 - 56,995,447 / 48,589,645) 568 567
Capital Surplus 492,515 484,790
Accumulated Other Comprehensive Loss (28,888) (5,091
Retained Earnings 787,924 688,638
Treasury Stock, at Cost (Shares: December 2008 - ,266,516;

and December 2007 - 8,405,802) (461,415) (418,649)

Total Shareholders’ Equity 790,704 750,255

Total Liabilities and Shareholders’ Equity

$ 10763475

$ 10,472,942

! Certain prior period information has been reclassified to conform to the current presentation.

Refer to the Company’s Annual Report on Form 10-K for the fiscal year ended December 31, 2008 for the Consolidated Financial Statements, including Report of Independent

Registered Public Accounting Firm, thereon.



Managing Committee (left to right, seated): Donna A. Tanoue, Shelley B. Thompson, Peter 5. Ho, Allan R. Landon,

Mary E. Sellers, Mark A. Rassi (left to right, standing): Lee Y. Moriwaki, Thomas J. Koide, Derek A. Baughman,
Dean Y. Shigemura, Sharon M. Crofts, Kent T. Lucien, Peter M. Biggs, Kathleen J. Fujihara-Chong,
Wayne Y. Hamano, Tobias M. Martyn

Allan R, Landon
Chairman and
Chief Executive Officer

Peter S. Ho
President and
Chief Banking Officer

Wayne Y. Hamano
Vice Chairman and
Chief Commercial Officer

Kent T. Lucien
Vice Chairman and
Chief Financial Officer

Mark A. Rossi

Vice Chairman, Chief
Administrative Officer,
General Counsel and
Corporate Secretary

Mary E. Sellers

Vice Chairman and
Chief Risk Officer

Donna A. Tanoue
Vice Chairman, Client
and Community Relations

Shelley B. Thompson
Vice Chairman and
Chief Fiduciary Officer

Derek A. Baughman
Senior Executive Vice President
and Chief Information Officer

Peter M, Biggs
Senior Executive Vice President
Consumer Deposits

Sharon M. Crofts

Senior Executive Vice President
and Manager

Operations Group
Administration
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Kathleen J. Fujihara-Chong
Senior Executive Vice President
Business Banking Division

Thomas J. Koide
Senior Executive Vice President

(

Retail Delivery Channels

Tobias M. Martyn

Senior Executive Vice President
and Chief Investment Officer
Asset Management Operations

Lee Y. Moriwaki

Senior Executive Vice President
Consumer Lending and
Mortgage Banking

Dean Y. Shigemura
Senior Executive Vice President
and Treasurer
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Bank of Hawaii Locations

Facts About Hawaii, Guam and American Samoa
Hawaii
Hawaii business establishments: 98 percent have

fewer than 100 employees, 95 percent have fewer
than 50, and 53 percent have fewer than five.'

Hawaii gross domestic product by state (GSP)
in 2007: $61.5 billion.?

Largest shares of Hawaii gress product: real estate
(primarily fixed capital’s value-added), 17.7 percent;
non-financial professional, technical, administrative,
management and information services, 11.5

percent; state and local government, 8.9 percent;
accommeodation and food services, 8.6 percent;
federal military, 8.5 percent; retail trade, 7.2 percent;
health care and social assistance, 6.6 percent.
Tourism's share of gross product (includes portions
of the above): approximately 16 percent.”

£
i

State of Hawaii resident population as o
July 1,2008: 1,288,198 1

Guam

« US Territory

« Capital: Hagatiia (Agana)

« Resident population: July 2008 estimate 175,877

« Main industries: government, including defense;
tourism, construction.

American Samoa
« U.S. Territory
« Capital: Pago Pago
» Resident population: July 2008 estimate 64,827°
= Main industries: tuna fishing and processing,
and government services.
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ommenwealth of the Northern
Mariana Islands/Saipan

Kauai Oahu

Nithau

Molokai

) Lanai
Guam Kahoolawe
Republic of Palau
STATE OF HAWAN
FACIFIC OCEAN
American
Samoa

Bank of Hawaii Branches & ATMs

Branches & In-Store Branches ATMs

State of Hawaii 73 413
Island of Ozhu 42 293
Istand of Hawaii i 45
Island of Maui 12 43
island of Kauai 6 32
Istand of Lanai | 1
Isiand of Molokai 1 1
American Samoa 3 8
West Pacific 9 41
CNMi/Saipan 2 6
Guam 6 33
Palau ! 2
Grand Total 85 462

i Table 15.20 Hawaii DBEDT State of Hawaii Data Book (2005)
from the US Census Bureau County Business patterns (various)

# Bank of Hawaii calculation based on Gross Domestic Product
by State estimate hitp.//www.bea.gov/bea/regional/gsp

? Bank of Hawaii calculation based on Table 7.3T Hawaii DBEDT
State of Hawaii Data Book (2007) from Hawaii DBEDT
The Economic Contribution of Waikiki.

“ http:/hawaii.gov/dbedt/info/census/popestimate/
0O8state_pop_hawaii/Population_state_08_fact-12-22-08.pdf

* CIA - The World Factbook-2008
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Annual Meeting
The annual meeting of shareholders will be h
Friday, Aprit 24, 2009 at 8:30 a.m. at the Bank of

eld on

Hawaii Main Office

Honolulu, Hawaii.

. 6th Floor, 111 South King Street,

Transfer Agent and Registrar
Cornpu tershare Investor Services, LLC
250 Royall Street, Canton, MA 02021

Commen Stock Listing

NYSE: BOH

The common stock of Bank of Hawai Corporafm"a is

ra ch on the New York Stock Exchange under
ker symbol BOH and is quoted m\\/ in leading

"Bank of Hawaii.”

ations as

Dividend Reinvestment and
Purchase Plan u:\?’I’

Bank of Hawaii Corporation’s L)wvder‘ul Rumgstmer
and Stock Purchase P

shareholderstop common Shd!’ﬁ‘s of the
company's stock by e:ther reinvesting their stock
dividends or by optional cash payments.

« Individuals must possess at least one shz
company's stock to participate in the D

» Shares are purchased on the 10th

each month based on the avera

days ending on the day of purchase.

Minimum payment for purchase of shares is $25

m is $5,000 per calendar quart

s f

1o

3]

L

o
e
or purc ﬂa@mg shares or for the

and the maximu
There are no fee
safekeeping of 5
on the sale of shares inth DQP

L
mawail

n about Bank of
be found online at
aHmffto‘ nputershare Investor

ces, share hoiu ngs o

LLC 5t 1-888-660-5443
and 5:00 p.m. Central St

investors and Analysts Seeking
Financial Information

Contact:

Cindy Wyrick

?xe;‘u"iva Vice President, Ir
Phone: 1-808-694-8430

For General Inquiries:

‘--888-643~3888

2h.co

nvestor Relatio

7,

Informaticn about Bank of Hawaii Corporation and
Bank of Hawaii, as well as economic information on
the markets we serve, can be found online at
www.boh.com.

At the Company's Investor Relations site, investors
can access Bank of Hawaii Corporation’s stock
guotes, historical stock charts, financial media
releases, SEC filings, corporate governance
information and more. The e-mail alert listing enables
those in terested to be notified when announcements
about Bank of Hawaii Corporation are released.
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