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Bankoh Investment Services, Inc.

A non-banking subsidiary of Bank of Hawaii + Member FINRA/SIPC

February 27, 2013 SEC

Mail Processin
Office of Investor Education & Assistance Section
U.S. Securities and Exchange Commission MAR - 1 2013
100 F Street, NE Washi
Washington, DC 20549 Shington po
402

RE: Broker-Dealer Audited Financial Statements

Dear Sir or Madam:

On behalf of Bankoh Investment Services, Inc., CRD No. 29280, enclosed please find two
(2) copies of Financial Statements and Supplemental Schedules for the Year Ending
December 31, 2012 with Report and Supplementary Report of Independent Registered
Public Accounting Firm, pursuant to SEC Regulation § 240.17a-5(d)(6), and two (2) copies
of the Facing Page of the Annual Audited Report Form X-17-A-5 Part lli for the period
beginning 01/01/2012 and ending 12/31/2012.

Enclosed is the Report of Independent Accountants on Applying Agreed-Upon Procedures
in accordance with SEC Rule 17a-5(e)(4), for the Transitional Assessment Reconciliation
(Form SIPC 7T) for the fiscal period from January 1, 2012 through December 31, 2012.

If you have any questions regarding this filing, | may be reached at (808) 694-4832.

Sincerely,

forey

amela Moy
Senior Vice President & Chief Compliance Officer

Enclosures

Bankoh Investment Services, Inc. « 130 Merchant Street « Honolulu, HI 96813 « Tel (808) 694-8500 « Fax (808) 694-4891 « boh.com

Securities and Investment Products « Not FDIC insured + Not bank guaranteed « May Lose Value
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Report of Independent Registered Public Accounting Firm

The Board of Directors
Bankoh Investment Services, Inc.

We have audited the accompanying financial statements of Bankoh Investment Services, Inc.
(the Company), which comprise the statement of financial condition as of December 31, 2012,
and the related statements of income, changes in stockholder’s equity and cash flows for the year
then ended that are filed pursuant to Rule 17a-5 under the Securities Exchange Act of 1934, and
the related notes to the financial statements.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements
in conformity with U.S. generally accepted accounting principles; this includes the design,
implementation, and maintenance of internal control relevant to the preparation and fair
presentation of financial statements that are free from material misstatement, whether due to
fraud or error.

Auditor’s Responsibility

Our responsibility is to express an opinion on these financial statements based on our audit. We
conducted our audit in accordance with auditing standards generally accepted in the 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 involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial statements. The procedures selected depend on the auditor’s
judgment, including the assessment of the risks of material misstatement of the financial
statements, whether due to fraud or error. In making those risk assessments, the auditor considers
internal control relevant to the Company’s preparation and fair presentation of the financial
statements in order to design audit procedures that are appropriate in the circumstances, but not
for the purpose of expressing an opinion on the effectiveness of the Company’s internal control.
Accordingly, we express no such opinion. An audit also includes evaluating the appropriateness
of accounting policies used and the reasonableness of significant accounting estimates made by
management, as well as evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a
basis for our audit opinion.

Opinion
In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of Bankoh Investment Services, Inc. as of December 31, 2012, and the

results of its operations and its cash flows for the year then ended in conformity with U.S.
generally accepted accounting principles.



Supplementary Information

Our audit was conducted for the purpose of forming an opinion on the financial statements as a
whole. The information contained in Schedules I and II is presented for purposes of additional
analysis and is not a required part of the financial statements, but is supplementary information
required by Rule 17a-5 under the Securities Exchange Act of 1934. Such information is the
responsibility of management and was derived from, and relates directly to, the underlying
accounting and other records used to prepare the financial statements. The information has been
subjected to the auditing procedures applied in the audit of the financial statements and certain
additional procedures, including comparing and reconciling such information directly to the
underlying accounting and other records used to prepare the financial statements or to the
financial statements themselves, and other additional procedures in accordance with auditing
standards generally accepted in the United States. In our opinion, the information is fairly stated
in all material respects in relation to the financial statements as a whole.

\
AR L h/o-wl Lep
/s/ Ernst &Young LLP

Honolulu, Hawaii
February 26, 2013



Assets

Cash and cash equivalents

Bankoh Investment Services, Inc.

Statement of Financial Condition

December 31, 2012

Commissions receivable from brokers and dealers, net

Other assets
Total assets

Liabilities and stockholder’s equity

Liabilities:

Due to parent for income taxes payable
Accrued expenses and other liabilities

Total liabilities

Stockholder’s equity:

Common stock ($10 par value),
authorized, issued, and outstanding 50,000 shares

Retained earnings
Total stockholder’s equity

Total liabilities and stockholder’s equity

See accompanying notes.

$ 1,959,369
- 460,316
209,892

$ 2,629,577

$ 700,387
727,284

1,427,671

500,000
701,906

1,201,906
3 269577



Bankoh Investment Services, Inc.

Year ended December 31, 2012

Revenues

Mutual fund and securities income
Annuity and insurance fee income
Interest income

Other income

Expenses

Salaries, commissions and benefits
Broker charges

Occupancy

Equipment

Other operating expense

Income before income taxes
Provision for income taxes
Net income

See accompanying notes.

Statement of Income

$ 2,904,531
7,660,115
198

15,687

10,580,531

5,420,073
267,427
348,544

50,378
546,745

6,633,167

3,947,364
1,578,767

$ 2,368,597



Bankoh Investment Services, Inc.
Statement of Changes in Stockholder’s Equity

Year ended December 31, 2012

Common  Retained
Stock Earnings Total

Balances at December 31, 2011 $ 500,000 $ 333,309 $ 833,309

Net income - 2,368,597 2,368,597
Cash dividend paid - (2,000,000) (2,000,000)
Balances at December 31, 2012 $ 500,000 $ 701,906 $1,201,906

See accompanying notes.



Bankoh Investment Services, Inc.

Statement of Cash Flows

Year ended December 31, 2012

Operating activities

Net income

Deferred taxes

Adjustments to reconcile net income to net cash

provided by operating activities:

Increase in commissions receivable from brokers and dealers, net
Decrease in other assets
Increase in due to parent for income taxes

" Decrease in accrued expenses and other liabilities

Net cash provided by operating activities

Financing activities
Cash dividend paid

Net increase in cash and cash equivalents
Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year

See accompanying notes.

$

2,368,597
23,165

(78,111)
1,654
137,947

(105,956)

2,347,296

(2,000,000)

347,296

1,612,073

$

1,959,369




Bankoh Investment Services, Inc.

Notes to Financial Statements

Year ended December 31, 2012

1. Organization

Bankoh Investment Services, Inc. (the “Company”) is a wholly-owned subsidiary of Bank of
Hawaii (the “Bank™). The Bank is a wholly-owned subsidiary of Bank of Hawaii Corporation
(the “Parent™). The Company is a broker-dealer in securities registered with the Securities and
Exchange Commission (SEC) under rule 15¢3-3(k)(2)(ii), which provides that all funds and
securities belonging to the Company’s customers be handled by a correspondent broker-dealer.
The Company acts only as an introducing broker-dealer. The Company is a member of the
Financial Industry Regulatory Authority and Securities Investor Protection Corporation and
provides access to a broad range of investments through major financial markets, including the
New York Stock Exchange, Chicago Board Options Exchange and the NASDAQ market. The
Company is also licensed to sell annuity, life insurance and other retirement plan products under
a sub-agent agreement with a general agency. The Company conducts its business primarily in
the State of Hawaii.

The Company executes its customers’ transactions on a fully-disclosed basis through an
unaffiliated clearing broker-dealer, National Financial Services, LLC (NFS), which maintains the
accounts and securities of the Company’s customers.

2. Summary of Significant Accounting Policies
Basis of Presentation

The accounting and reporting principles of the Company conform with U.S. generally accepted
accounting principles (GAAP) and prevailing practices within the 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. : '

Cash Equivalents
The Company has defined cash equivalents as highly liquid investments with original maturities

of less than ninety days. Cash equivalents represent funds held in a money market fund that
totaled $1,887,976 as of December 31, 2012.



Bankoh Investment Services, Inc.

Notes to Financial Statements (continued)

2. Summary of Significant Accounting Policies (continued)
Mutual Fund and Securities Income

Commission revenue and related brokerage charges are recorded on a trade-date basis.

Anhuity Fee and Life Insurance Income

Annuity and life insurance income and related expenses are recorded on a contract date basis.
The contract date is the date the Company receives the customer’s completed application.

Subsequent Events

Subsequent events have been evaluated through February 26, 2013, the date the financial
statements were issued. No subsequent events were noted that would have a material impact on
the financial statements. '

3. Service Agreement

The Company has a service agreement with NFS to provide certain services as the Company’s
agent. These services include carrying customers’ cash and margin accounts on a fully disclosed
basis; executing transactions in the customers’ accounts as instructed by the Company; preparing
transaction confirmations and monthly statements for customers; settling contracts and
transactions in securities on behalf of the Company; performing cashiering functions for
customer accounts, including receipt and delivery of securities purchased, sold, borrowed and
loaned; providing custody and safekeeping of customers’ securities and cash; and handling
margin accounts, dividends and exchanges, and rights and tender offers.

4. Net Capital Requirements

The Company is subject to the SEC’s Uniform Net Capital Rule (SEC rule 15¢3-1), which
requires the maintenance of minimum net capital and requires that the ratio of aggregate
indebtedness to net capital, both as defined, not to exceed 15-to-1. At December 31, 2012, the
Company had net capital of $772,392, which was $677,214 in excess of its required net capital
of $95,178. The Company’s aggregate indebtedness to net capital ratio was 1.848-to-1. The
Company had no subordinated debt at December 31, 2012, or at any time during the year then
ended. '



Bankoh Investment Services, Inc.

Notes to Financial Statements (continued)

5. Related Party Transactions

The Bank allocates certain personnel and operating costs to the Company. These expenses are
reimbursed by the Company and recorded in the appropriate expense line item. Allocated
expenses in 2012 included:

Salaries, commissions and benefits : $ 614,167
Occupancy 348,171
Other operating expenses 97,044

At December 31, 2012, amounts due to the Bank included in accrued expenses and other
liabilities totaled $87,148.

6. Income Taxes

The Company is included in the consolidated federal income tax and State of Hawaii franchise
tax returns of the Parent. Income taxes are provided based upon the taxable income or loss of the
Company. The Parent’s tax sharing policy provides for the settlement of income taxes with the
Company, as if the Company had filed a separate return. Payments are made to the Parent for
current tax liabilities, and if current tax benefits are generated, payments are received from the
Parent for the benefits as used. :

The Company paid $1,417,655 to the Parent for income taxes during 2012.

The Company’s deferred tax assets of $138,325 are predominantly the result of temporary timing
differences relating to state taxes owed for 2012 which will be deducted from the Federal income
tax in 2013 and are included in other assets. Utilization of the Company’s deferred tax assets are
predicated on the Company being profitable in future years. Management believes it is more
likely than not that the deferred tax assets will be realized through future reversals of existing
taxable temporary differences.



Bankoh Investment Services, Inc.

Notes to Financial Statements (continued)

6. Income Taxes (continued)

The significant components of the provision for income taxes for the year ended December 31,
2012, are as follows:

Current: v
Federal $ 1,262,261
State 293,341
’ 1,555,602

Deferred:

Federal 22,439
State 726
23,165
Provision for income taxes $ 1,578,767

The provision for income taxes is different from that which would be obtained by applying the
statutory federal income tax rate to income before income taxes primarily due to the effect of
state taxes.

The Parent’s federal income tax return for 2011 is currently under examination by the Internal
Revenue Service. The State of Hawaii is currently in the process of examining the Parent’s State
income tax returns filed for 2003 through 2010. The Parent’s State of Hawaii income tax return
for 2011 remains subject to examination.

7. Employee Benefits

The Company participates in the Parent’s Retirement Savings Plan (the “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) 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 the 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 discretionary value-sharing contribution that is
linked to the Parent’s financial goals, are made regardless of whether the participant contributes

10



Bankoh Investment Services, Inc.

Notes to Financial Statements (continued)

7. Employee Benefits (continued)

to the Savings Plan and are invested in accordance with the participant’s selection of investment
options available under the Savings Plan. The Company’s expense for the Savings Plan totaled
$413,663 in 2012 and was included in salaries, commissions and benefits.

In 1995, the Parent froze its non-contributory, qualified defined-benefit retirement plan
(“Retirement Plan™) and excess retirement plan (“Excess Plan”), which covered employees of the
Parent and participating subsidiaries who met certain eligibility requirements. Beginning
January 1, 2001, the Retirement Plan and Excess Plan no longer provides for compensation
increases in the determination of benefits. The assets of the Retirement Plan primarily consist of
equity and fixed income mutual funds. The Parent’s postretirement benefit plan provides retirees
with medical and dental insurance coverage. The costs of providing postretirement benefits are
“shared costs” where both the employer and former employees pay a portion of the premium.
The Parent has no segregated assets to provide for postretirement benefits. For the year ended
December 31, 2012, the Company’s expense for the Retirement Plan, Excess Plan and
postretirement benefits was $69,348 and was included in salaries, commissions and benefits.

8. Operating Leases

The Company leases office space from the Bank on a month-to-month basis. Rent expense for
the year ended December 31, 2012, was $348,171 and was included in occupancy expense.

9. Contingencies

Based on information currently available, management believes that the eventual outcome of any
other claims against the Company will not have a material adverse effect on the
Company’s statement of income and condition. However, in the event of unexpected future
developments, it is possible that the ultimate resolution of those matters, if unfavorable, may be
material to the Company’s statement of income for any particular period.

11
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Bankoh Investment Services, Inc.

Computation of Net Capital Under Rule 15¢3-1

As of December 31, 2012

Net Capital
Total stockholder’s equity qualified for net capital
Deductions and charges:

Nonallowable assets:

Commissions receivable from brokers and dealers 201,862
Deferred taxes 138,325
Other assets 21,567

Deduction for excess Fidelity Bond
Total deductions and charges

Net capital before haircuts on securities positions
(tentative net capital)

Haircuts on money market funds

Net capital

Aggregate Indebtedness

Items included in statement of financial condition:
Due to parent for income taxes payable
Accrued expenses and other liabilities

Total aggregate indebtedness

Computation of basic net capital requirement

Minimum net capital required (6-2/3% of total
aggregate indebtedness)

Minimum dollar net capital requirement

Net capital requirement (greater of above two
minimum requirement amounts)

Net capital in excess of required minimum

Ratio: Aggregate Indebtedness to Net Capital

Schedule I

$ 1,201,906

361,754

30,000

391,754

810,152
37,760

$ 772392

$ 700,387

727,284

3 1427671

b 95,178

leolles

b 50,000

s 95178

lalles

677214

1.848.to 1

12



Schedule |
Bankoh Investment Services, Inc.

Computation of Net Capital Under Rule 15¢3-1 (continued)

As of December 31,2012

Reconciliation with Company’s computation (included in
Part II of Form X-17A-5 as of December 31, 2012):
Net capital, as reported in Company’s Part 11
(unaudited) FOCUS Report $ 772,392

Audit adjustments —

Total adjustments -
Net capital per above $ 772,392

13



Schedule 11

Bankoh Investment Services, Inc.
Statement Regarding Rule 15¢3-3

Year ended December 31, 2012

Exemptive Provisions

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

Company’s clearing firm: National Finéncial Services, LLC

14
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Supplementary Report of Independent Registered Public Accounting Firm on
Internal Control Required by SEC Rule 17a-5(g)(1)

The Board of Directors
Bankoh Investment Services, Inc.

In planning and performing our audit of the financial statements of Bankoh Investment Services,
Inc. (the Company) as of and for the year ended December 31, 2012, in accordance with auditing
standards generally accepted in the United States, we considered its internal control over
financial reporting (internal control), as a basis for designing our auditing procedures for the
purpose of expressing our opinion on the financial statements, but not for the purpose of
expressing an opinion on the effectiveness of the Company’s internal control. Accordingly, we
do not express an opinion on the effectiveness of the Company’s internal control.

Also, as required by Rule 17a-5(g)(1) of the Securities and Exchange Commission (SEC), we
have made a study of the practices and procedures followed by the Company, including
consideration of control activities for safeguarding securities. The study included tests of such
practices and procedures that we considered relevant to the objectives stated in Rule 17a-5(g) in
making the periodic computations of aggregate indebtedness (or aggregate debits) and net capital
under Rule 17a-3(a)(11) and for determining compliance with the exemptive provisions of Rule
15¢3-3. Because the Company does not carry securities accounts for customers or perform
custodial functions relating to customer securities, we did not review the practices and
procedures followed by the Company including any of the following:

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

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

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



Because of inherent limitations in internal control and the practices and procedures referred to
above, error or fraud may occur and not be detected. Also, projection of any evaluation of them
to future periods is subject to the risk that they may become inadequate because of changes in
conditions or that the effectiveness of their design and operation may deteriorate.

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to
prevent, or detect and correct misstatements on a timely basis. A significant deficiency is a
deficiency, or a combination of deficiencies, in internal control that is less severe than a material
weakness, yet important enough to merit attention by those charged with governance.

A material weakness is a deficiency, or combination of deficiencies, in internal control, such that
there is a reasonable possibility that a material misstatement of the entity’s financial statements
will not be prevented, or detected and corrected on a timely basis.

Our consideration of internal control was for the limited purpose described in the first and
second paragraphs and was not designed to identify all deficiencies in internal control that might
be deficiencies, significant deficiencies, or material weaknesses. We did not identify any
deficiencies in internal control and control activities for safeguarding securities that we consider
to be material weaknesses as defined above.

We understand that practices and procedures that accomplish the objectives referred to in the
second paragraph of this report are considered by the SEC to be adequate for its purposes in
accordance with the Securities Exchange Act of 1934 and related regulations, and that practices
and procedures that do not accomplish such objectives in all material respects indicate a material
inadequacy for such purposes. Based on this understanding and on our study, we believe the
Company’s practices and procedures, as described in the second paragraph of this report, were
adequate at December 31, 2012, to meet the SEC’s objectives.

This report is intended solely for the information and use of the Board of Directors, management,
the SEC, FINRA and other regulatory agencies that rely on Rule 17a-5(g) under the Securities
Exchange Act of 1934 in their regulation of registered brokers and dealers, and is not intended to
be and should not be used by anyone other than these specified parties.

\

$ T
4 At ‘—/oo..f Lei
/s/ Ernst &Young LLP

Honolulu, Hawaii
February 26, 2013




Report of Independent Registered Public Accounting Firm on Applying Agreed-Upon
Procedures

To the Board of Directors and Management
Bankoh Investment Services, Inc.:

We have performed the procedures enumerated below, which were agreed to by the Board of
Directors and management of Bankoh Investment Services, Inc., the Securities Investor Protection
Corporation (SIPC), the Securities and Exchange Commission, and the Financial Industry
Regulatory Authority, in accordance with Rule 17a-5(e)(4) of the Securities Exchange Act of 1934.
We performed the procedures solely to assist the specified parties in evaluating Bankoh Investment
Services, Inc.’s compliance with the applicable instructions of the General Assessment
Reconciliation (Form SIPC-7) for the fiscal period beginning January 1, 2012 through the year
ended December 31, 2012. Bankoh Investment Services, Inc.’s management is responsible for
Bankoh Investment Services, Inc.’s compliance with those requirements. This agreed-upon
procedures engagement was conducted in accordance with attestation standards established by the
American Institute of Certified Public Accountants. The sufficiency of these procedures is solely the
responsibility of those parties specified in this report. Consequently, we make no representation
regarding the sufficiency of the procedures described below either for the purpose for which this
report has been requested or for any other purpose.

The procedures we performed and our findings are as follows:

1. Compared the listed assessment payments in Form SIPC-7 with respective cash disbursement
record entries in the cash disbursement journal.

There were no findings noted.

2. Compared the amounts reported on the FOCUS reports filed on January 25, 2013, October
22,2012, July 19, 2012, and April 23, 2012 with the amounts reported in Form SIPC-7 for
the fiscal period beginning January 1, 2012 through the year ended December 31, 2012.

There were no findings noted.

3. Compared any adjustments reported in Form SIPC-7 with supporting schedules and working
papers.

There were no findings noted.

4. Proved the arithmetical accuracy of the calculations reflected in Form SIPC-7 and in the
related supporting schedules and working papers supporting the adjustments.

There were no findings noted.

We were not engaged to and did not conduct an examination, the objective.of which would be the
expression of an opinion on compliance with the applicable instructions of the General Assessment
Reconciliation (Form SIPC-7) for the fiscal period beginning January 1, 2012 through the year
ended December 31, 2012. Accordingly, we do not express such an opinion. Had we performed



additional procedures, other matters might have come to our attention that would have been reported
to you.

This report is intended solely for the information and use of the specified parties listed above and is
not intended to be and should not be used by anyone other than these specified parties.

/s/ Ernst &Young LLP

Honolulu, Hawaii
February 26, 2013
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