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BACKGROUND

Kamehameha Schools Bernice Pauahi Bishop Estate (“KSBE”) was created in 1884 pursuant
to the Last Will and Testament and Codicils (the “Will”) of Ke Ali’i Bernice Pauahi Bishop,

the last direct descendant of Hawai’i’s royal Kamehameha line (see the Will attached as
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Exhibit A). In her Will, Princess Pauahi set forth that her inheritance be used “to erect and
maintain in the Hawaiian Islands two schools, each for boarding and day scholars, one for

boys and one for girls to be known as, and called the Kamehameha Schools.”

Under the auspices of the Will, the Kamehameha School for Boys first opened October 3,
1887 with thirty-four students. Seven years later, on December 19, 1894, the Kamehameha

Schools for Girls began operating with twenty-seven students.

Through the decades, what began as two separate schools is now one of the largest private
schools in the United States and provides a variety of educational opportunities. Today,

KSBE educates approximately 4,000 students every year.

On February 2, 1939, the IRS determined that KSBE was a tax-exempt organization under
Section 101(6) of the Revenue Act of 1938 (predecessor to IRC Section 501(c)(3)), which
the IRS reconfirmed by a letter dated November 28, 1952. Additionally, the IRS determined
that KSBE was an educational organization under IRC Section 501(c)(3) on April 16, 1969.
On September 10, 1986, the IRS reconfirmed KSBE as an exclusively charitable trust under
Section 501(c)(3) of the Internal Revenue Code and as an educational institution under

Sections 509(a)(1) and 170(b)(1)(A)(ii) of the Internal Revenue Code, respectively.

For over one hundred years, the Kamehameha Schools have continuously provided quality
education to descendents of Hawaiian ancestry (see the technical advice memorandum
regarding KSBE’s admissions policy attached as Exhibit B). In those years, approximately

17,000 students have graduated from the Kamehameha Schools.
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The educational purpose of KSBE is articulated in its Mission and Vision Statements. These
Statements will help guide future Trustees in their effort to provide a quality education to

children of Hawaiian ancestry.
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MISSION

Kamehameha Schools Bishop Estate exists to carry out in perpetuity the wishes of Ke Ali’i

Bernice Pauahi Bishop to educate children and youth of Hawaiian ancestry to become good

and industrious men and women. This Mission will be accomplished through the Kamehameha

Schools as resources permit.

To accomplish this Mission KSBE will:

a

a

Promote the educational development and growth of all people at KSBE;

Foster Protestant religious worship, morals and spiritual values;

Prudently and actively manage assets to meet our educational goals;

Conduct ourselves with a clear commitment to po’okela — excellence;

Encourage, cultivate and inspire students, graduates and staff to serve the Hawaiian
community and the community at large;

Preserve and perpetuate Hawaiian culture, traditions and values;

Instill throughout the organization Hawaiian ancestral values including: Pono — To be
moral and proper; ‘Imi ‘lke — To seek Knowledge; Laulima — To work cooperatively;
Lokomaika’i — To share; Na’au Pono — To possess a deep sense of justice; Malama —

To care for each other; and Ha’aha’a — To be humble.
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VISION
To carry out in perpetuity the wishes of Ke Ali’i Bernice Pauahi Bishop to educate children
and youth of Hawaiian ancestry to become good and industrious men and women, the
Kamehameha Schools Bishop Estate embraces as its Vision for KSBE the following 3 R's of

Educational Responsibility:

Reach. The Trustees of KSBE commit themselves to expanding the reach of
KSBE educational resources to children and youth of Hawaiian ancestry
through the prudent management of assets, planned increases in enroliment in
existing programs and selective new programs, and through the use of new
teaching and telecommunications technologies. The staff of KSBE commit
themselves to assist the Trustees in achieving the educational goals and

objectives of KSBE.

Readiness. The administration, faculty and staff of Kamehameha Schools
Bernice Pauahi Estate commit themselves to readying children and youth of
Hawaiian ancestry to become good and industrious men and women through a

planned program of high quality and cost-effective educational services.

Return. The alumni and students of Kamehameha Schools commit themselves to

returning to the Hawaiian community through their leadership and service some of

the benefits they have received from their association with Kamehameha Schools.

ORGANIZATIONAL GOALS
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Understanding the tasks required of all at KSBE to insure the successful implementation of
the Will of Ke Ali'i Pauahi will be reflected in KSBE’s statement of Goals. Although to be
developed as a part of the strategic planning process described below, these Goals will be
designed as organizational goals that will be used to shape both the current strategic planning
activity, and subsequent operational planning endeavors. These Goals will be reviewed by the
executive staff of KSBE who are the individuals who will participate in the development of
the Goals and the development of appropriate strategic objectives. The strategic objectives
will be specific, time-limited, measurable and achievable. The timetables and strategies for

accomplishing these objectives will be detailed in a series of KSBE operational plans that will

be developed based on the strategic plan.
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EDUCATION PROGRAMS AND SERVICES

Current Educational Programs

Kapalama Campus: On its central Kapalama Height Campus (“Kapalama Campus”),
located on six hundred acres of land in Honolulu, KSBE operates the Kamehameha
Elementary School and Kamehameha Secondary School (“Kamehameha Schools”). A

preschool is also located on the Kapalama Campus.

The Kamehameha Elementary School curriculum is designed to prepare children for a
challenging college preparatory education at the Kamehameha Secondary School (“Secondary
School”). The curriculum emphasizes development of the whole child through academics,
social skills, the arts, culture and physical education. Additional activities foster cultural

awareness and promote social, emotional and spiritual development.

The Secondary School is a college preparatory school for Hawaiian students. The student
body numbers approximately 2,500 in grades seven through twelve. In addition to
classrooms and laboratories, the Secondary School includes two learning centers, a television
studio, a performing arts complex, athletic facilities and a chapel. There are also dormitories

for about five hundred boarding students.

The academic program at the Secondary School is rigorous. Extensive offerings in the
academic areas (e.g., English, science) as well as performing and visual arts and health and
fitness, challenge students and prepare them for the future. In addition, an honors program
with advanced placement courses in all major subject areas is offered to the academically

talented students. The Secondary School also offers its students a wide range of
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extracurricular activities and special opportunities outside Hawai’i, such as the Student

Exchange Program and the Summer Talent Search Program.

Approximately four hundred and fifty students graduate from the Secondary School annually.
Over ninety percent of Kamehameha graduates continue their education at institutions of
higher learning, including such schools as Harvard, Stanford, Princeton and Columbia.
Kamehameha graduates are among the ranks of doctors, engineers, business and government

leaders and other professionals throughout the United States and the world.

Additional Educational Facilities: In line with its vision of expanding KSBE’s educational
resources to children and youth of Hawaiian ancestry, KSBE has started elementary schools
on each of the islands of Maui and Hawai’i. Additionally, KSBE operates family-based

education centers that include preschool programs throughout the State of Hawai’i.

Outreach Programs and Preschools: On June 17, 1999, the Trustees unanimously moved
to establish an expansive educational outreach program and expand the reach of KSBE’s
preschools. Several important steps are part of this directive including the addition of
preschool instruction for three-year-olds (previously limited to four-year-olds); the
establishment of a new Kamehameha Schools’ partnership with the State Department of
Education; and the development of a new Kamehameha parent-infant educational program.
State and Kamehameha School officials have noted that this program will have a significant

effect on the education of children throughout Hawai’i.

Summer Programs: Campus Day Programs and Campus Boarding Programs are two

summer programs operated by KSBE. These programs include Summer School, Performing
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Arts Academy, Summer Science Institute, Ho’omaka’ika’i Explorations, Kamehameha

Computer Camp, Kulia i Ka Pono, and International Studies Institute.

Publishing

Kamehameha Schools Press is the educational publishing arm of KSBE. In the beginning
years of Kamehameha Schools, students learned printing as a craft, producing publications

such as newspapers and manuals.

The first book identified as a Kamehameha Schools Press publication was published in 1933
and entitled, “Ancient Hawaiian Civilization.” During the next twenty-five years
Kamehameha Schools Press produced many other classic books on Hawai’i. However, in-
house printing of books ended when Kamehameha Schools’ curriculum shifted away from

vocational and towards college preparatory in the 1960s.

Responding to the needs of teachers at the institution and the community at large for
specialized materials, Kamehameha Schools Press now regularly issues new publications. Such
publications include reference books on Hawaiian history, adult- and student-level biographies
of key figures in Hawaiian history, collections of Hawaiian folklore and curriculum materials
for the teaching of Hawaiian history and studies at various grade levels. One of the
Kamehameha Schools Press’s newest efforts is the re-issuing of biographical and folklore titles
in modern Hawaiian translations, thus supporting and leading the contemporary revitalization

of Hawaiian as a living spoken language.

The Future

KSBE’s commitment to education will increase in the next hundred years. The Trustees are

embarking on a number of initiatives that will expand educational opportunities for children
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of Hawaiian ancestry (for example, the outreach and preschool programs discussed above). In
order to better identify programs that will serve the Trustees’ goal of “touching as many of

the beneficiaries” as possible, a strategic planning process is being undertaken.
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STRATEGIC PLANNING

Request for Proposals

On October 2, 1998, sixteen stipulations involving recommendations for KSBE and its
accounts were filed in the First Circuit Court of the State of Hawai’i (the “Probate Court™).
In accordance with Stipulations No. 5 and 13, on June 15, 1999 the Probate Court approved
a stipulation for a request for proposals (“RFP”) in connection with KSBE’s strategic

planning (Exhibit C). The RFP has been issued by KSBE and responses have been received.

The RFP states that the strategic planning project will include the development of an
educational plan in conjunction with a detailed spending plan, which in turn, will be supported
by an investment plan. The educational plan will take into account the future potential of
the financial resources of KSBE including all assets held by its taxable subsidiaries and tax-
exempt affiliates, including Kamehameha Activities Association (“KAA?”) (hereinafter the
term “KSBE Organizations” refers to KSBE, its subsidiary and supporting organizations
including, without limitation, KAA and Bishop Holdings Corporation and the term “KSBE”
refers to the Trust Estate). The spending plan (see discussion below) will be refined to meet
projected educational program needs. The principal focus of this interrelated planning

process is the furtherance of the educational mission of KSBE.

KSBE has received four proposals out of the eleven consulting firms solicited. After
examination of these proposals, the Trustees will select a nationally known consultant to
assist in KSBE’s strategic planning. The RFP sets forth that work on the project will
commence no later than thirty days from the date the strategic planning firm is engaged.

The comprehensive educational and financial strategic plan and recommended governance
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structure to implement such plans must be completed and delivered to KSBE within twelve

months from the date of engagement of the firm.
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SPENDING AND INVESTMENT POLICY

Cambridge Associates has been engaged to assist KSBE in developing new integrated
investment and spending policies consistent with the new and expanded educational program
needs that are being identified and developed, in conjunction with the strategic planning
process discussed above. These policies have been developed to ensure that the investment
and spending policies are consistent with the educational objectives of KSBE and will be

implemented as described below.

Development of an Interim Comprehensive Spending Policy

As part of KSBE’s efforts to further its educational purposes, new and expanded educational
program needs are already being identified and developed. It is anticipated that additional
programs will be identified for consideration. A sustainable Spending Policy based upon a
“Financial Equilibrium” concept (Exhibit D), developed with the assistance of Cambridge
Associates, has been adopted. As provided by the Spending Policy, the target rate for
expenditures on educational programming is 4 percent (the endowment spending rate) of the
average market value of the investment assets (as modified as described below) of KSBE and
the KSBE Organizations. With respect to fluctuations in the spending rate, KSBE will make
every effort to ensure that actual spending will not fall below 2_ percent or exceed 6 percent

of the average market value of included assets.

This Spending Policy has been developed taking into consideration several factors including
the specific nature of assets of KSBE and the KSBE Organizations. For instance, when
targeting the percentage of assets to be spent, certain assets may not be considered. As an

example, the Schools and the assets used directly in educational programming will be
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excluded. Another example of excluded assets is the Hawaiian real estate classified as
agricultural and conservation land. However, although the agricultural and conservation land
is excluded from the calculation of KSBE’s spending rate, the net income from this land

(revenue less management and upkeep costs) will be spent on educational program expenses.

The Spending Policy represents the efforts of KSBE to further its tax-exempt purpose and its
dedication to educational endeavors. The Spending Policy takes into consideration and
addresses several items including the fact that KSBE is a perpetual trust, KSBE and the KSBE
Organizations are the dominant source of revenues for KSBE (as opposed to gifts or
donations), a need to moderate the volatility of investment markets exists, and KSBE needs
flexibility in preparation for significant expansion of programs and changes in investment
strategy. Under the provisions of the Spending Policy, investment related expenses are not
included within the purview of the endowment spending rate. Rather, investment expenses

are to be charged against the investment return of KSBE and the KSBE Organizations.

Once implemented, the educational program expenditures will be compared to the spending
thresholds calculated pursuant to the Spending Policy. To the extent excess funding is
available, additional program opportunities will be identified. If there is a shortfall, through
the budgeting process KSBE will determine whether endowment or other assets, such as those
of a subsidiary or an affiliate, should be liquidated in order to fund educational programs.

Investment Planning

The long term financial objective of KSBE and the KSBE Organizations is to provide a
perpetual source of revenue to fund the organization’s educational programs. In order to
achieve this financial objective, KSBE and the KSBE Organizations should attain an average

annual real return (as described below) equal to 5 percent (net of investment related



FINAL VERSION
August 18, 1999
Kamehameha Schools Bishop Estate
Supplemental Appendix to Form 1023
Reaffirmation Submission
FEIN: 99-0073480
expenses). Thus, the long-term Investment Objective of KSBE and the KSBE Organizations

is this 5 percent average annual real return percentage.

A comprehensive initial Investment Policy supporting the expanded educational mission of
KSBE while maintaining financial stability has been developed with the assistance of
Cambridge Associates and adopted by KSBE (Exhibit E). This includes an asset allocation
strategy that, while recognizing the unique character of KSBE’s Hawaiian real estate holdings,
is designed to support the expanded program service needs, maintenance of KSBE’s physical
facilities, and the perpetual nature of the endowment. Further, the Investment Policy takes
into consideration several competing objectives including the need for moderation of the
volatility of the market value of KSBE and the KSBE Organizations in order to provide a
stable and growing source of support as well as the need to maintain adequate levels of
liquidity to meet spending requirements and maintain diversification. The Investment Policy
balances the need for predictable cash flow and the desire to maximize the return on

endowment assets.

The assets affected by the Investment Policy include KSBE’s and the KSBE Organizations’
long-term investment assets (“Endowment Fund”). However, the Endowment Fund does not
currently include agricultural and conservation land holdings or reserve funds of KSBE and the

KSBE Organizations.

Management will be charged by the Board of Trustees to execute the Investment Policy.
With the assistance of Cambridge Associates, current investments will be analyzed against the
Investment Policy and the asset allocation strategy to assess the long-term “fit” of each
investment into KSBE’s overall plan. As appropriate, prudent exit strategies for selected

investments will be developed.
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KSBE has two general categories of assets, Core Assets consisting of Hawaiian real estate and
other non-core investment assets. The Investment Policy provides for the use of established
and institutional quality third-party investment managers for the majority of non-core assets.
Along with other implementation guidelines, KSBE will establish policies for each managed
portfolio in order to ensure that its marketable stock portfolios, in aggregate, are well

diversified.

The Investment Policy provides for a formal review of the Investment Policy at least every
five years with the assistance of a nationally recognized investment consulting firm, in order
to assess the continued appropriateness of the Investment Policy. Included within this
review will be a determination whether all or some of the agricultural land should be included
in the Endowment Fund. The Investment Policy also provides for the continuous evaluation
and adjustment to investment policies as necessary between formal reviews. Further, KSBE
will undertake a comprehensive review of the Investment Policy in conjunction with the
overall strategic planning process to ensure the investment objectives and vehicles are

consistent with the educational objectives of KSBE.

With input from Cambridge Associates, proposed policies and procedures have been
developed to review investment performance annually. The Special Master is reviewing
these policies and procedures with the assistance of Arthur Andersen. KSBE has agreed in
Stipulation No. 8 (Exhibit F), that investment return will be analyzed against appropriate
benchmarks, which have been established as part of the proposed policies and procedures.
Establishment of benchmarks is critical to the long-term performance of an institution’s
investment program. If benchmarks are to be meaningful they must reflect the true purpose

of the fund, be realistically achievable in the investment markets, be clearly quantifiable and
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incorporate a stated time horizon. As is typically done by large endowments, KSBE will use
two sets of benchmarks; 1) a long-term benchmark for the total fund that reflects its
financial objectives and 2) shorter-term benchmarks that compare fund results with current
market returns. Also in accordance with Stipulation No.8, KSBE will annually prepare
benchmarked investment performance schedules. The schedules shall be audited and attached
to the annual financial statements submitted to the Probate Court with annual accounts of

the Trustees (Exhibit L).

Under Stipulation No. 9 (Exhibit F), investment return analyses will be done utilizing
measures such as time weighed return and/or internal rate of return to allow for meaningful
comparisons. These calculations will be compared to the benchmarks identified above for
purposes of evaluating an investment’s performance and its ongoing place in the portfolios

of KSBE and the KSBE Organizations.
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GOVERNANCE

Selection of Trustees

The Will of Bernice Pauahi Bishop provides that KSBE shall have five trustees and,
furthermore, that the trustees be selected by the Justices of the Supreme Court of Hawai’i.
Four of the five current Supreme Court Justices have stated that they will no longer make
appointments. Currently, it appears that the Probate Court has jurisdiction over the Trustee
selection process. The Interim Trustees have filed a petition with the Probate Court
containing a Recommendation for Trustee Selection Process (“Recommendation”), which
sets out a proposed selection process for Trustees. Although the selection process may
change after review by the Court, it is expected that the Court, in the exercise of its statutory
and inherent powers, will adopt this or a similar process to provide for the selection and

appointment of future Trustees.

The Recommendation (Exhibit G) contains several provisions regarding Trustee selection,
including the Court appointment of a Trustee Selection Committee (“Committee”). Service
on the Committee would be voluntary and members of the Committee would serve without
pay from either KSBE or the Court. Under provisions of the Recommendation, the
Committee would represent a diversity of interests and backgrounds such as the students’
parents, the alumni of the Schools, the Hawaiian community, and the community-at-large.
Further, the Committee would be composed of individuals qualified to fulfill the Committee’s
responsibilities. Additionally, in order to ensure their independence, the Recommendation
imposes a disclosure requirement on Committee members in the event that a conflict of

interest occurs between a member and an applicant for the position of Trustee.
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Under provisions of the Recommendation, the Committee is charged with the task of
screening potential candidates for Trustee and ensuring that any final candidate meets the
qualifications to sit as a Trustee. Once the Committee has identified its top candidates, the
names will be submitted to the Probate Court. The Court will appoint a nominee from that
list or reject the list for cause and return the matter to the Committee for further

nominations.

The Recommendation also contains a discussion of identified criteria and qualifications for a
Trustee. In drafting the Recommendation, KSBE anticipated that the Probate Court would
examine qualifications for serving as Trustee based on role and new organizational structure
(see discussion below). As such, the Recommendation provides that a potential Trustee must
have expertise in strategic planning and policy, business administration, finance and
investment, or other general areas of interest such as education, law, governance or finance.
The desired qualities or characteristics of a Trustee include a demonstrated reputation of
integrity, the capacity to fulfill the responsibilities of a fiduciary under trust law, a
commitment to the best interests of children, consistent and active leadership in the

community-at-large, and a willingness and sincerity to uphold the purposes of KSBE.

In order to ensure the integrity of the Board of Trustees, the Recommendation also provides
that the Trustees be subject to term limits. The applicable provisions state that a Trustee
should serve a standard term of five years. At the end of the term, the Trustee may re-apply.
The Committee could consider the Trustee for reappointment, along with other eligible
candidates for the open Trustee position. Additionally, the Recommendation provides for a
maximum service of two terms, with a recommendation to the Court for staggered terms in

the event more than one trustee must be selected at a time.
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Role of Trustee/Organizational Structure

The Trustees have adopted a “Governance Policy” (“Policy”) which clearly defines the
duties and responsibilities of the Trustees/Board (a copy of the Policy is attached as Exhibit

H). The Policy provides:

The Trustees’ role is to create, sustain, and fulfill a vision whose primary focus is on
furtherance of education, while leaving the development and execution of the plan to
fulfill the vision to the Chief Executive Officer (CEO). The Board sets policy;
management implements policy; the Board is responsible for oversight of
the Estate while the day-to-day management of the operations of the Estate

is the responsibility of the CEO. [emphasis supplied]

This definition is based on the specific acknowledgment included in the Policy preamble that
“KSBE is a perpetual, charitable trust estate established for exclusively educational purposes,
namely, ‘to erect and maintain...the Kamehameha Schools.” All activities of KSBE must be
consistent with and in furtherance of this primary purpose.” In committing to governing
KSBE *...through a continually improved commitment to its vision, mission and values” the
Board is ensuring that the role of Trustee is now clearly defined with a primary focus on the

furtherance of the educational mission of the KSBE.

As part of the Trustees’ clearly defined role, the Policy provides that the Trustees are to be
fiduciaries who serve to exercise oversight over KSBE. Further, as previously stated, the
Policy provides that the Trustees will not be involved in management of the day-to-day
operations of KSBE. Rather, the Trustees will primarily establish the policies of KSBE,

including ensuring that education is KSBE’s primary focus.
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The Policy sets forth the organizational structure (See Exhibit I) of KSBE that has been
agreed upon as a current approach to implementing Stipulation No. 14, part of the sixteen
stipulations filed with the Probate Court on October 2, 1999 (see Exhibit F). Under this
structure, a CEO will independently carry out the Policy decisions of the Trustees. The
Board of Trustees will “[s]elect, regularly evaluate, fix the compensation of, and where
appropriate, hire or replace the CEO of KSBE.” The CEO is then “authorized to establish
all further relevant administrative regulations, make all decisions, take all actions necessary
to attain the goals and objectives of the Board, establish all practices and coordinate all new
or expansions of programs.” Certain day-to-day operations of the School will be led by the

President of the School who reports directly to the CEO.

Also included in the Policy adopted is a specific provision entitled “Manner of Governing.”
Again, this policy requires the Board to maintain an oversight role. The policy requires the
Board to “[e]nforce upon itself whatever discipline is needed to govern with excellence.
Discipline will apply to matters such as attendance, policymaking principles, [and] respect of
roles....” It further provides that the Board will “[m]onitor and discuss the Board’s process
and performance at least quarterly. Self-monitoring will include comparison of Board
activity and discipline to policies in the Governance process and Board-CEO/President

Relationship categories.”

The organizational structure of KSBE and the KSBE Organizations ensures that an adequate
system of checks, balances, and affirmative disclosure requirements exists within KSBE and
the KSBE Organizations to provide safeguards against any abuse of power by the Trustees,
individually or collectively, and any abuse of power by any senior managers on the staff of

KSBE or the KSBE Organizations, individually or collectively. Additionally, there will be an



FINAL VERSION
August 18, 1999
Kamehameha Schools Bishop Estate
Supplemental Appendix to Form 1023
Reaffirmation Submission
FEIN: 99-0073480
adequate system of checks, balances, and affirmative disclosure requirements to provide
safeguards against the mismanagement of Trust assets by the Trustees, or by any individuals

or entities given access to said assets by KSBE or the KSBE Organizations.

The overall Governance Policy highlights the high fiduciary obligations of the Trustees and
includes a Board of Trustees’ Code of Conduct. The Trustees also have adopted a detailed
Conflict of Interest Policy (see Exhibit J) as required by Stipulation No. 16 (see Exhibit F).

This Conflict of Interest Policy applies equally to officers and key employees.

With respect to resignation or removal of a Trustee, the ‘Forward’ of the Policy states that
“if for any reason a Trustee cannot fulfill or has violated his/her fiduciary duties and
obligations, he or she, without hesitation, must voluntarily and loyally resign as a Trustee.”
In addition, a Trustee is subject to the laws of the State of Hawai’i including Hawai’i Revised
Statutes (HRS) Section 560:7-201 which provides for the removal of a trustee for cause by
the Circuit Courts of the State of Hawai’i. Removal is warranted if the court concludes that
allowing a trustee to continue office would be detrimental to the estate. Grounds for removal
of a trustee include, but are not limited to, the following:

o Incapacity;

a Unfitness;

o Extreme personal improvidence, insolvency, or bankruptcy;

o Commission of a serious crime, especially one involving dishonesty;

o Misconduct evidencing moral turpitude or abuse of office;

o Knowing failure to obey a court order;

a Knowing failure to comply with law and regulation applicable to the trust estate;

a Knowing failure to render complete and accurate accounts;

a Knowing misrepresentation of the affairs of the trust estate;
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Disobedience to the directions and terms of the trust instrument;
Failure to act appropriately in the affairs of the trust;
Activity detrimental to the obvious best interest of the trust;
Neglect of the office of trustee;
Unreasonable or corrupt failure to cooperate with co-trustees;
Failure to respond in a timely and reasonable manner to reasonable requests of the
court appointed master or the Attorney General as parens patriae for
information concerning the affairs of the trust estate;
Mismanagement of the trust estate;
Commingling trust and personal funds;
Acquiring a personal interest adverse to the trust;
Self-dealing;
Permitting or accepting any degree of private inurement;
Failure to disclose known conflicts of interest;
Failure to abstain from any involvement in transactions in which the trustee has a
conflict of interest;
Appropriation of trust property to personal use;
Making unauthorized dispositions of trust property;
Waste of trust assets;
Activities which jeopardize the tax exempt status of the trust estate;
Activities which expose the trust estate or its subsidiaries to significant civil or

criminal penalties and forfeitures; and

Willful and wanton abuse of discretion.
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A trustee whose removal is sought has a fiduciary duty to assess the allegations against him or
her. If it is clear that the allegations are substantially accurate and continued service would be

detrimental to the estate, the trustee should resign.

With respect to documentation of the oversight function of the Board of Trustees, KSBE has
established procedures which will ensure the proper and complete documentation and
retention of all educational, investment and management decisions made by the Board of
Trustees as well as key employees. The Board of Trustees’ minutes will contain
documentation to indicate the Trustees present at the meeting and will contain a record of
the matters voted on, in addition to the acceptance or rejection of the particular matter.

Any staff reports presented will be attached and filed with the appropriate minutes.

Trustee Compensation

A Probate Court approved program for setting Trustee compensation has been established as
well as a system for monitoring compliance with that system (see Probate Court Order dated
May 10, 1999 at Exhibit K), with the participation of KSBE, the Master and the Attorney

General (see Stipulation No. 15 attached as Exhibit F).

Under the compensation plan (“Plan”), the Probate Court shall periodically appoint a
committee to determine the compensation of the Trustees of KSBE (“Compensation
Committee”). Pursuant to the Order, the Compensation Committee must consist of

“knowledgeable and informed persons, each of whom the Court finds to possess the integrity,
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probity, competence and disinterested status necessary to be qualified and serve as an

independent and unconflicted Committee member under applicable IRS regulations.”

The sole purpose of the Compensation Committee is the determination of what constitutes a
reasonable amount of annual compensation to be paid to each of the Trustees of KSBE. The
Probate Court Order (“Order”) allows the Compensation Committee to “commission an
independent compensation survey from a national, independent, professional consulting firm
active in the field of executive and trustee compensation.” The Order further provides that

the survey must be based on “functionally comparable positions.”

Based on the study (or studies) commissioned, the Compensation Committee will report its
determination of reasonable Trustee compensation which may be expressed as a range or an
amount up to a specified limit. The determination may provide for differing levels of
compensation for individual Trustees based upon any considerations determined to be
appropriate under state and federal law and regulations. The Compensation Committee’s
report must include an explanation of the basis for its determination and must be

accompanied by copies of all documents referred to in its report.

The Probate Court will schedule a hearing regarding the determination rendered by the
Compensation Committee and then may approve, disapprove or modify the
recommendation. If the Probate Court modifies the recommendation, the Judge is required to
do so in a manner “consistent with applicable provisions of state and federal law and
regulations with the object of assuring that the compensation paid the KSBE Trustees is

reasonable within the meaning of both state and federal law and regulations.”
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After the CEO is in place and following an appropriate transition period, KSBE will submit a
Ruling Request to the IRS seeking approval for a method for determining Trustee

compensation going forward.

The Compensation Committee shall be reasonably compensated for its services with the
compensation to be fixed by the Court. No amount of the compensation will be paid to the
Compensation Committee for its services until a recommendation has been provided to the

Court.

On May 10, 1999, the Probate Court appointed the initial Compensation Committee. The
Trustees have provided the Compensation Committee with a copy of the Governance Policy
that has been adopted which outlines the Organizational Structure being implemented and the
associated Role of the Trustees (see discussion above). Further, the Compensation
Committee has selected a compensation consultant to conduct the required survey. The
members have also been briefed on the intermediate sanctions legislation and proposed

regulations.

Pursuant to Stipulation No. 14, KSBE, as of August 6 , 1999, adopted a plan to institute a
single Chief Executive Officer (“CEQ”) structure to oversee the management of KSBE. The
CEO will serve under and report directly to the Board of Trustees. It is envisioned that this
new management structure will give the Trustees the responsibility of creating, sustaining and
fulfilling KSBE’s vision and mission, while making the CEO accountable for the development
and execution of the plan to fulfill that mission and vision. Thus, any determination of
reasonable compensation for Trustees will take this organizational structure and the duties

delegated to the CEO into consideration.
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FINANCIAL REPORTING & INTERNAL CONTROLS

The Probate Court, as mandated by state law, will continue to oversee the affairs of KSBE.
These oversight functions include appointing KSBE’s Board of Trustees and reviewing and
approving KSBE’s Annual Accounts. In addition, several other controls are being adopted by
KSBE including internal controls such as an internal audit function, employment and contract

procedures, standard procurement practices, and internal control review.

Internal Audit Function

The Board of Trustees of KSBE and the KSBE Organizations are re-implementing an

independent internal audit function to achieve, among other things, the following objectives:

The terms of the Will of Bernice Pauahi Bishop are fulfilled in perpetuity.

The assets of KSBE are properly safeguarded and used primarily for educational
purposes.

Policies and procedures established by the Board of Trustees are being adhered to.
Compliance with applicable state and federal laws and regulations.

Compliance with the terms of the Closing Agreement between KSBE and the IRS

is monitored and maintained throughout the duration of the Closing Agreement.

As a large complex organization with significant land holdings and investments, KSBE is
subject to certain significant business risks and challenges. As a charitable trust, it must

comply with numerous state and federal laws, court orders and stipulations entered into since
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inception. Because KSBE is also a tax-exempt organization, it must abide by certain strict

rules and regulations to maintain its tax-exempt status.

For these as well as other important reasons, KSBE will re-implement an independent
internal audit function to internally monitor its processes to ensure the organization’s risks
are adequately managed, that it is in compliance with legal and regulatory restrictions and
that it is effectively utilizing the resources of KSBE to fulfill the terms of the Will of Bernice
Pauahi Bishop. This function will be established in an organized manner with the proper

purpose, structure, resources and commitment from the Board of Trustees.

The Board of Trustees has an established policy for the Internal Audit Function that outlines
the mission of this function, its goals and objectives, as well as a general audit strategy. The

mission of this function is as follows:

The mission of the Internal Audit Department is to assist the Trustees in the
effective discharge of their fiduciary responsibilities through independent appraisal
and examination of all control functions within KSBE, including functions of the

Board of Trustees.

In order to establish a strong internal audit function and achieve the stated goals and

objectives, the Board of Trustees has developed the following internal audit structure:

Audit Committee: KSBE will establish an audit committee that will be responsible for

oversight of the audit process including both the internal and external audit functions.
One of the primary responsibilities of the Audit Committee will be to set the “tone”

for quality operational, financial and investment reporting, sound business risk
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controls and ethical behavior throughout the organization. The Audit Committee
will be comprised of two Trustees, the Court Master and a representative from the

State of Hawaii Attorney General’s office.

Director of Internal Audit: The Board of Trustees recognizes that a very important

aspect of establishing an effective internal audit function is having a qualified
Director of Internal Audit (“Director”). The Board of Trustees will appoint an
individual with strong leadership, interpersonal, technical (business, finance and
accounting), analytical, administrative and supervisory skills. Because the KSBE is a
tax-exempt organization, KSBE will seek an individual for this position who also
possesses tax knowledge and has experience in the area of tax-exempt organizations

(see Appendix E of the Governance Policy attached as Exhibit H).

The Director will be empowered with full authority for directing the internal audit
function of KSBE and report directly to the Audit Committee. The primary role of
the Director will be to develop and direct a Comprehensive Audit Program within
KSBE that accomplishes the mission as stated above. Administrative responsibility
(i.e. performance evaluations, salary reviews, etc.) for the Director will rest with an
appropriate level of upper management, which in the proposed organizational

structure would be the Chief Executive Officer (CEO) of KSBE.

Internal Audit Function: In the execution of its responsibilities, the internal audit

function will be independent of all other departments within the organization. The
internal audit function will be a separate department reporting directly to the Audit

Committee and, for audits that relate to or impact the taxable subsidiaries or affiliated
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organizations, reporting will also be made to the Boards of Directors of the applicable

taxable subsidiary or affiliated organizations.

The individuals in the internal audit function will have full and unrestricted access to
all KSBE information and records, including those of the taxable subsidiaries, the
affiliated organizations and the Board of Trustees. Accordingly, appropriate
protections will be established to ensure the individuals in this function are immune
from retribution from any member of the Board of Trustees, individually or in the
aggregate, in the execution of their duties. Protections will also be made to ensure
individuals within KSBE feel free to provide information to the internal audit

function without detrimental or retaliatory actions as a result of their activities.

Due to the unlimited access to all KSBE information, all internal audit personnel will

be held to the highest standard of integrity and confidentiality. They will serve as a

role model for other departments.

Internal Audit Staffing: The Audit Committee and Director will determine the

necessary staffing requirements for this function. The team will be comprised of
qualified individuals with the varying core competencies necessary to effectively
execute the audit work plan. The Board of Trustees has recognized that the way to
build an effective internal audit group is not to limit the staff to those with traditional
auditing backgrounds. The complexity of the organization will require the internal
auditors to understand KSBE’s strategy and the specific aspects of its critical program
and operational processes. Therefore, KSBE will identify/hire individuals with
experience in areas that are relevant to KSBE’s educational purpose in addition to

individuals with traditional audit experience.
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All audit results will be made in writing and addressed to the CEO, CFO, Audit Committee and
the Principal Executive(s) responsible for the area audited. For the taxable subsidiaries and
affiliated organizations, the report will also be addressed to the entity’s Board of Directors
(or designated committee), President and Chief Financial Officer. Copies will also be
provided to other appropriate audit customers/process owners. Copies of all internal audit
reports will also be kept on file by the Director and made available to the Court Master during

the Annual Account review process.

Under the terms of the Closing Agreement, KSBE is to establish an independent internal audit
function to monitor KSBE’s compliance with the terms of the Closing Agreement, all Court
orders and stipulations relevant to the Agreement and adherence to the Conflict of Interest
Policy. The internal audit function will have responsibility to annually report the results of
their monitoring of KSBE’s compliance to the IRS as “Special Filings” during the term of the
Closing Agreement. The Special Filings will be signed under the penalties of perjury and will
also be filed by KSBE with the Court Master and the Attorney General of the State of Hawaii.

The following summarizes the items to be included in the Special Filing.

o The internal auditor will evaluate and report whether business meetings between the
Interim Trustees, Top Executives and the Incumbent Trustees are documented in
writing detailing the purpose of the meeting and the persons who attended said
meeting. For purposes of this reaffirmation submission, the term “Top Executive” is

defined as an “Organization Manager” within the meaning of IRC Section 4958(f)(2).

o The internal auditor will report whether the Trustees are performing an annual

performance review of the Chief Executive Officer.
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O The internal auditor will evaluate whether a trustee or Top Executive has failed to
comply with the Conflict of Interest policy during the term of the Closing
Agreement. If a violation is identified, the internal auditor will report any apparent
conflicts to the Board of Trustees for appropriate action. The internal auditor will
include in the Special Filing the disposition of the apparent conflict to the Board of

Trustees.

o The internal auditor will monitor KSBE’s compliance with its established
procurement practices and will review all contracts entered into over $100,000 to

ensure the practices were followed.

o The internal auditor will monitor KSBE’s employment practices to ensure that
appropriate standard employment procedures are followed and will review all new

employment contracts over $50,000.

o The internal auditor will evaluate KSBE’s compliance with established procedures to
ensure the proper and complete documentation and retention of all educational,
investment and management decisions made by the Board of Trustees and by the Top
Executives. The internal auditor will monitor whether the Board of Trustees’
minutes contains documentation to indicate the Trustees present at the meeting and a
record of the matters voted on, in addition to the acceptance or rejection of the
particular matter. The internal auditor will also ensure any staff reports presented are
attached and filed with the appropriate minutes and that in all instances where these
documents concern the Trustees’ fiduciary responsibilities as Trustees, these

documents are readily available for inspection.
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o The internal auditor will monitor KSBE’s policy of not employing, or paying for the
services of an elected or appointed member of the legislative, judicial or executive
branches of government, whether state, federal or local, where such a relationship
would create the appearance of a conflict of interest, until a period of three years has

passed since the individual’s status with the governmental entity has terminated.

Financial Statements

Pursuant to Stipulation No. 1 (Exhibit F), KSBE has adopted a specified format for financial

statement reporting including the supplemental schedules (see example at Exhibit L). These

financial statements will be audited and presented in conformity with orders of or stipulations
approved by the Probate Court, and will, at a minimum, conform to general accepted

accounting principles (GAAP).

KSBE will submit its financial statements to the Probate Court with the Annual Accounts.

Additionally, for the effective period of the Closing Agreement, the financial statements,

including all supplemental schedules, will be provided to the IRS.

Investment Schedules

In accordance with Stipulation No. 8, KSBE will annually prepare benchmarked investment
performance schedules. The schedules shall be audited and attached to the annual financial

statements submitted to the Probate Court with annual accounts of the Trustees (Exhibit L).
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Under Stipulation No. 9 (Exhibit F), investment return analyses will be done utilizing agreed
upon measures such as time weighed return and/or internal rate of return to allow for
meaningful comparisons. These calculations will be compared to the benchmarks identified
above for purposes of evaluating an investment’s performance and its ongoing place in the

portfolios of KSBE or the KSBE Organizations.

Employment and Contractual Relationships

KSBE is reviewing various relationships with providers of services or products in order to
evaluate the cost-effectiveness and the efficiency of such relationships. The review of these
relationships represents KSBE’s effort to minimize waste and maximize the operations of

KSBE in order to more effectively further its educational purposes.

KSBE has undertaken a review of existing contractual, consultative, employment, and
professional service relationships in existence as of June 30, 1999 to ensure that the services
provided under such contracts or through such relationships are necessary to the operation of
KSBE and the KSBE Organizations and that the prices and/or compensation paid for such
services are reasonable and commensurate with services rendered. Further, all significant job
classifications in existence as of June 30, 1999 will be reviewed to ensure that the job
positions and compensation for such positions are necessary and appropriate for the
accomplishment of KSBE’s exempt purpose and that the individuals occupying such positions

are qualified to perform the responsibilities of the position.

In a continuing effort to improve efficiency and effectiveness, KSBE will adopt standard
procedures for all new contractual and employment relationships. These procedures will be
followed for the contracting or hiring of any individual. Documentation will be maintained

demonstrating the need for the services, why the proposed service provider/employee is the
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most qualified candidate, that the price/salary is reasonable and the means to evaluate that
the appropriate result/effort is gained from the service provider. In the case of all
independent contractors, reports or other evidence that the contracted service was performed

will be retained.

Finally, KSBE will establish a policy of not employing, reimbursing, or paying for the
services of (including expenses of), an elected or appointed member of the legislative, judicial
or executive branches of government, whether state, federal, or local, unless it receives the
express permission of the Probate Court or such employee is specifically excluded from this
policy under the terms of the Closing Agreement. This policy is applicable only when less
than three years have passed since the individual’s status with the governmental entity was

terminated.

Procurement Practices

KSBE will adopt standard procurement practices to ensure that significant contracts will be
awarded on the basis of open and competitive bidding, and that exceptions to competitive
bidding will be specifically defined (see attached Exhibit M). These standard procurement
practices include establishing approved vendor lists. Vendors would be added to the approved
vendor list only if the vendors meet certain criteria established by management. Such criteria
will include, but not be limited to, improving quality, gaining access to innovative

technology, reducing total cost, and streamlining the purchasing process.

ORDER OF PRECEDENCE
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This reaffirmation narrative is intended to only summarize the exhibits hereto. To the
extent there are inconsistencies between this narrative summary and the exhibits, the exhibits

control.



Exhibit A
Will of Bernice Pauahi Bishop

Know all Men by these Presents, That ], Bernice Pauahi Bishop, the wife of Charles R. Bishop, of
Honoluly, Island of Oahu, Hawaiian Islands, being of sound mind and memory, but conscious
of the uncertainty of life, do make, publish and declare this my last Will and Testament in
manner following, hereby revoking all former wills by me made:

First. I give and bequeath unto my namesakes, E. Bernice Bishop Dunham, niece of my
husband, now residing in San Joaquim County, California, Bernice Parke, daughter of W. C.
Parke Esq., of Honolulu, Bernice Bishop Barnard, daughter of the late John E. Barnard Esq. of
Honolulu, Bernice Bates, daughter of Mr. Dudley C. Bates, of San Francisco, California, Annie
Pauahi Cleghorn of Honolulu, Lilah Bernice Wodehouse, daughter of Major J. H. Wodehouse,
of Honoluly, and Pauahi Judd the daughter of Col. Charles H. Judd of Honolulu, the sum of
Two hundred Dollars ($200.) each.

Second. I give and bequeath unto Mrs. William F. Allen, Mrs. Amoe Haalelea, Mrs. Antone
Rosa, and Mrs. Nancy Ellis, the sum of Two Hundred Dollars ($200.) each.

Third. I give and bequeath unto Mrs. Caroline Bush, widow of A .W. Bush, Mrs. Sarah
Parmenter, wife of Gilbert Parmenter Mrs. Keomailani Taylor, wife of Mr. Wray Taylor, to their
sole and separate use free from the control of their husbands, and to Mrs, Emma Barnard,
widow of the late John E Barnard Esq. the sum of Five hundred dollars ($500.) each.

Fourth. I give, devise and bequeath unto H. R. H. Liliuokalani, the wife of Gov. John 0.
Dominis, all of those tracts of land known as the "Ahupuaa of Lumahai," situated on the Island
of Kauai, and the "Ahupuaa of Kealia", situated in South Kona Island of Hawaii; to have and to
hold for and during the term of her natural life; and after her decease to my trustees upon the
trusts below expressed.

Fifth. I give and bequeath unto Kahakuakoi (w) and Kealohapanole, her husband, and to the
survivor of them, the sum of Thirty Dollars ($30.) per month, (not $30. each) so long as either of
them may live. And I also devise unto them and to their heirs of the body of either, the lot of
land called "Mauna Kamala", situated at Kapalama Honolulu; upon default of issue the same to
go to my trustees upon the trusts below expressed.

Sixth. I give and bequeath unto Mrs. Kapoli Kamakau, the sum of Forty Dollars ($40.) per
month during her life; to my servant woman Kaia the sum of Thirty Dollars ($30.) per month
during her life, and to Nakaahiki (w) the sum of Thirty Dollars ($30.) per month during her life.

Seventh. [ give, devise and bequeath unto Kapaa (k) the house-lot he now occupies, situated
between Merchant and Queen Streets in Honolulu, to have and to hold for and during the term
of his natural life; upon his decease to my trustees upon the trusts below expressed.



Eighth. I give, devise and bequeath unto Auhea (w) tile wife of Lokana (k) the house-lot
situated on the corner of Richard and Queen Streets, now occupied by G. W. Macfarlane & Co;
to have and to hold for and during the term of her natural life; upon her decease to my trustees
upon the trusts below expressed.

Ninth. [ give, devise and bequeath unto my husband, Charles R. Bishop, all of the various tracts
and parcels of land situated upon the Island of Molokai, comprising the "Molokai Ranch", and
all of the live-stock and personal property thereon; being the same premises now under the care
of R. W. Myer Esq.; and also all of the real property wherever situated, inherited by me from my
parents, and also all of that devised to me by my aunt Akahi, except the two lands above
devised to H. R. H. Liliuokalani for her life; and also all of my lands at Waikiki, Oahu, situated
makai of the government main road leading to Kapiolani Park; to have and to hold together
with all tenements, hereditaments, rights, privileges and appurtenances to the game
appertaining, for and during the term of his natural life; and upon his decease to my trustees
upon the trusts below expressed.

Tenth. [ give, devise and bequeath unto Her Majesty Emma Kaleleonalani, Queen Dowager, as
a token of my good will, all of the premises situated upon Emma Street in said Honolulu,
known as Kaakopua, lately the residence of my cousin Keelikolani; to have and to hold with the
appurtenances for and during the term of her natural life; and upon her decease to my trustees
upon the trusts below expressed.

Eleventh. [ give and bequeath the sum of Five thousand Dollars ($5000.) to be expended by my
executors in repairs upon Kawaiahao Church building in Honolulu, or in improvements upon
the same-

Twelfth. I give and bequeath the sum of Five thousand Dollars ($5000.) to be expended by my
executors for the benefit of the Kawaiahao Family School for Girls (now under charge of Miss
Norton) to be expended for additions either to the grounds, buildings or both.

Thirteenth. I give, devise and bequeath all of the rest, residue and remainder of my estate real
and personal, wherever situated unto the trustees below named, their heirs and assigns forever,
to hold upon the following trusts, namely: to erect and maintain in the Hawaiian Islands two
schools, each for boarding and day scholars, one for boys and one for girls, to be known as, and
called the Kamehameha Schools.

I direct my trustees to expend such amount as they may deem best, not to exceed however one-
half of the fund which may come into their hands, in the purchase of suitable premises, the
erection of school buildings, and in furnishing the same with the necessary and appropriate
fixtures furniture and apparatus.

1 direct my trustees to invest the remainder of my estate in such manner as they may think best,
and to expend the annual income in the maintenance of said schools; meaning thereby the
salaries of teachers, the repairing buildings and other incidental expenses; and to devote a
portion of each years income to the support and education of orphans, and others in indigent
circumstances, giving the preference to Hawaiians of pure or part aboriginal blood; the
proportion in which said annual income is to be divided among the various objects above
mentioned to be determined solely by my said trustees they to have full discretion.



I desire my trustees to provide first and chiefly a good education in the common English
branches, and also instruction in morals and in such useful knowledge as may tend to make
good and industrious men and women; and [ desire instruction in the higher branches to be
subsidiary to the foregoing objects.

For the purposes aforesaid I grant unto my said trustees full power to lease or sell any portion
of my real estate, and to reinvest the proceeds and the balance of my estate in real estate, or in
such other manner as to my said trustees may seem best.

I'also give unto my said trustees full power to make all such rules and regulations as they may
deem necessary for the government of said schools and to regulate the admission of pupils, and
the same to alter, amend and publish upon a vote of a majority of said trustees.

T also direct that my said trustees shall annually make a full and complete report of all receipts
and expenditures, and of the condition of said schools to the Chief Justice of the Supreme Court,
or other highest judicial officer in this country; and shall also file before him annually an
inventory of the property in their hands and how invested, and to publish the same in some
Newspaper published in said Honolulu; I also direct my said trustees to keep said school
buildings insured in good Companies, and in case of loss to expend the amounts recovered in
replacing or repairing said buildings.

l'also direct that the teachers of said schools shail forever be persons of the Protestant religion,
but I do not intend that the choice should be restricted to persons of any particular sect of
Protestants.

Fourteenth. I appoint my husband Charles R. Bishop, Samuel M. Damon, Charles M. Hyde,
Charles M. Cooke, and William 0. Smith, all of Honolulu, to be my trustees to carry into effect
the trusts above specified.

I direct that a majority of my said trustees may act in all cases and may convey real estate and
perform all of the duties and powers hereby conferred; but three of them at least must join in all
acts.

I further direct that the number of my said trustees shall be kept at five; and that vacancies shall
be filled by the choice of a majority of the Justices of the Supreme Court, the selection to be
made from persons of the Protestant religion.

Fifteenth. In addition to the above devise to Queen Emma, I also give, devise and bequeath to
her (said Emma Kaleleonalani Queen Dowager (sic) the Fish-pond in Kawaa, Honolulu near
Oahu Prison, called "Kawa", for and during the term of her natural life; and after her decease to
my trustees upon the trusts aforesaid.

Sixteenth. In addition to the above devise to my husband, I also give and bequeath to him, said
Charles R. Bishop all of my personal property of every description, including cattle at Molokai;
to have and to hold to him, his executors,, administrators and assigns forever.



Seventeenth. | hereby nominate and appoint my husband Charles R. Bishop and Samuel M.
Damon, executors of this my will.

In witness whereof I, said Bernice Pauahi Bishop, have hereunto set my hand and seal this
thirty-first day of October A. D. Eighteen hundred and eighty-three.

BERNICE P. BISHOP (SEAL)

The foregoing instrument, written on eleven pages, was signed, sealed, published and declared
by said Bernice Pauahi Bishop, as and for her last will and testament in our presence, who at her
request, in her presence, and in the presence of each other, have hereunto set our names as
witnesses thereto, this 31st day of October A. D. 1883.

F. W. MACFARLANE

FRANCIS M. HATCH



Codicil No. 1

This is a Codicil to the last Wiil and Testament of me, Bernice P. Bishop, dated October thirty-
first A. D. Eighteen hundred and eighty-three:

1st. [ give and bequeath unto Mrs. William F. Allen the sum of One thousand Dollars ($1000.)
in place of the amount given to her in my said will.

2nd. I revoke the devise to Her Majesty Emma Kaleleonalani of the premises situated upon
Emma Street in Honolulu, known as "Kaakopua", contained in the tenth article of my said will;
and in place thereof I give, devise and bequeath unto her, said Emma Kaleleonalani, all of
those parcels of land situated in Nuuanu Valley, Oahu, on both sides of the road, known as
“Laimi"; to hold for and during the term of her natural life; and upon her decease to my
trustees upon the trusts expressed in my said will. Said Emma to also have the fish pond
known as "Kawa", as provided in the fifteenth article of my said will.

3rd. In addition to the bequests to my husband named in my said will I also give, devise and
bequeath unto my said husband, Charles R. Bishop, the land known as Waialae-nui, as well as
Waialae-iki and also the land known as "Maunalua", Island of Oahu; and also all of the
premises situated in said Honolulu, known as the Ili of "Kaakopua", extending from Emma to
Fort Street and also all kuleanas in the same, and everything appurtenant to said premises; to
hold for his life, remainder to my trustees.

4th. [ give, devise and bequeath unto Kuaiwa (k) and Kaakaole (w), old retainers of my
parents, that piece of land now occupied by them, situated in upper Kapalama, in said
Honoluly, called ""Wailuaakio"'; to have and to hold for and during the term of their natural
lives and that of the survivor of them; remainder to my trustees upon the trust named in my
said will.

5th. I give, devise and bequeath unto Kaluna (k) and Hoopii, his wife, those premises now
occupied and cultivated by them in Kauluwela, Liliha Street, Honolulu; to have and to hold
for and during the terms of their natural lives and that of the survivor of them; remainder to
my trustees upon the trusts named in my said will.

6th. ] give, devise and bequeath unto Naiapaakai (k) and Loika Kahua his wife, that lot of
land now enclosed and occupied by them, in Kauluwela in said Honolulu, the size of said lot
not to exceed one acre; to have and to hold for and during the term of their natural lives, and
that of the survivor of them; remainder to my trustees upon the trusts named in my said will.

7th. I give and bequeath unto Lola Kahailiopua Bush, of said Honolulu, the sum of Three
hundred Dollars ($300.) per year during her minority, to be applied towards her education and
clothing; and upon her becoming of age the sum of One thousand Dollars, ($1000.) to her sole
and separate use, free from the control of any husband she may marry.

8th. I give and bequeath unto Bernice B. Barnard, of said Honolulu the sum of Three hundred
Dollars ($300.) a year during her minority, to be applied towards her education and clothing;



and upon her becoming of age the sum of One thousand Dollars ($1000.) to her sole and
separate use, free from the control of any husband she may marry. This in lieu of the $200.
given by my will.

9th. I give, devise and bequeath unto my friend Samuel M. Damon, of said Honolulu, all of
that tract of land known as the Ahupuaa of Moanalua, situated in the District of Honolulu,
Island of Oahu; and also the fishery of Kaliawa; to have and to hold with the appurtenances to
him, his heirs and assigns forever.

10th. I give and bequeath unto my servants Kaleleku (k) and (k) his brother, each the sum of
Twenty Dollars ($20.) per month, during the term of the natural life of each of them.

11th. [ revoke so much of the fifth article of my said will as devises the land known as "Mauna
Kamala" to Kahakuakoi (w) and Kealohapanole her husband; and in lieu thereof I give, devise
and bequeath unto said Kahakuakoi (w) and Kealohapanole (k) all of that tract of land known
as Hanohano, situated at Ewa, Island of Oahu, formerly the property of Puhalahua; to have
and to hold as limited in said fifth article of my said will.

12th. [ give and bequeath unto the Bishop's School in Honoluly, called "lolani College", the
sum of Two thousand Dollars ($2000.) ; and to the English Sisters School called "St. Albans
Priory" the sum of Two thousand Dollars ($2000.); and to "St Andrews Church” the sum of
Two thousand Dollars ($2000.).

13th. [ give, devise and-bequeath unto Kaiulani Cleghorn, daughter of A. S. Cleghorn, of
Honolulu, all of that parcel of land and spring situated at Waikiki-uka, Oahu, known as
Kanewai; to have and to hold for and during the term of her natural life; remainder to my
trustees upon the trusts named in my said will.

14th. [ give and bequeath unto the Rev. Henry H. Parker, of Honolulu, the sum of Five
hundred Dollars ($500.)

15th [ give and bequeath unto Mary R. Collins, if she be with me at the time of my death, the
sum of Two hundred Dollars ($200.); and unto Maggie Wynn, if she be then with me, the sum
of One hundred Dollars ($100.)

16th. I hereby give the power to all of the beneficiaries named in my said will, and in this
codicil, to whom I have given a life interest in any lands, to make good and valid leases of such
lands for the term of ten years; which said leases shall hold good for the remainder of the
several terms thereof after the decease of said devisees; the rent however, after such decease to
be paid to my executors or trustees; provided however that no rent be collected for a longer
period in advance at any one time than for six months, and no bonus be taken by said
devisees, or any of them, on account of such leases or lease; in either of which cases such lease
or leases shall cease and determine, at the option of my executors or trustees, upon the death
of such devisee or devisees, who shall have collected rent for a longer period in advance than
for six months, or who shall have taken such bonus.

17th. | give unto the trustees named in my will the most ample power to sell and dispose of
any lands or other portion of my estate, and to exchange lands and otherwise dispose of the
same; and to purchase land, and to take leases of land whenever they think it expedient, and



generally to make such investments as they consider best; but I direct that my said trustees
shall not purchase land for said schools if any lands come into their possession under my will
which in their opinion may be suitable for such purpose; and I further direct that my said
trustees shall not sell any real estate, cattle ranches, or other property, but to continue and
manage the same, unless in their opinion a sale may be necessary for the establishment or
maintenance of said schools, or for the best interest of my estate.

I further direct that neither my executors, nor trustees shall have any control or disposition of
any of my personal property, it being my will that my husband, Charles R. Bishop, shall have
absolutely all of my personal property of every description.

And [ give unto my executors named in my said will full power to sell any portion of my real
estate for the purpose of paying debts or legacies without obtaining leave of Court; and to give
good and valid deeds for the same, the purchasers under which are not to be responsible for
the application of the purchase money.

In witness whereof I, said Bernice P. Bishop, have here-unto set my hand and seal this fourth

day of October A. D. Eighteen hundred and eighty-four. The words "to hold for his life,
remainder to my trustees” interlined on 2d page before signing.

BERNICE P. BISHOP (SEAL)

Signed, sealed, published and declared by the said Bernice P. Bishop as and for a codicil to her
last will and testament, in our presence, who at her request, in her presence and in the presence
of each other, have subscribed our names as witnesses thereto. Oct. 4, 1884

WILLIAM W. HALL

FRANCIS M. HATCH




Codicil No. 2

This is a second Codicil to the last Will and Testament of me, Bernice P. Bishop, dated thirty-
first October A. D. Eighteen hundred and eighty three:

1st. In addition to the lands devised in the fourth article of my said will to H. R. H.
Liliuokalani, the wife of John 0. Dominis, I also give, devise and bequeath unto her, said
Liliuokalani, all of that tract of land situated in the District of Honolulu, Island of Oahu,
adjoining Waialae nui, known as "Kahala", together with the buildings thereon, and the fishing
rights appurtenant thereto; to have and to hold for and during the term of her natural life,
remainder to my trustees upon the trusts named in my said will.

2nd. In addition to the house lot devised to Kapaa (k) in the seventh article of my said will,
which house lot was formerly the property of his wife Akahi, I also give, devise and bequeath
unto him, said Kapaa (k) all of that parcel of land adjoining said houselot, fronting on Queen
Street and extending to Richards Street, and now under lease to Henry R. Macfarlane; he, said
Kapaa, to pay the taxes upon the same and upon the parcel devised by me to Auhea; to have
and to hold for and during the term of the natural life of him said Kapaa, remainder to my
trustees, upon the trusts named in my said will.

3rd. [ revoke the devise to Auhea (w) wife of Lokana, set forth in the eighth article of my said
will. And [ give, devise and bequeath unto said Auhea, that house lot situated on said
Richards Street (not on the corner of Queen Street) formerly occupied by said Auhea, and
which was formerly the dwelling of Akahi; the same adjoining the premises under lease to
Henry R. Macfarlane but not included in said lease; to have and to hold for and during the
term of the natural life and her, said Auhea, free from the control of her husband; remainder to
my trustees upon the trusts named in my said will.

4th. Of the two schools mentioned in the thirteenth article of my said will, I direct the school
for boys shall be well established and in efficient operation before any money is expended or
anything is undertaken on account of the new school for girls.

It is my desire that my trustees should do thorough work in regard to said schools as far as
they go; and I authorize them to defer action in regard to the establishment of said school for
girls, if in their opinion from the condition of my estate it may be expedient, until the life
estates created by my said will have expired, and the lands so given shall have fallen into the
general fund. :

I also direct that my said trustees shall have power to determine to what extent said school
shall be industrial, mechanical, or agricultural; and also to determine if tuition shall be charged
in any case.

In witness whereof |, said Bernice P. Bishop have hereunto set my hand and seal this ninth day
of October A. D. 1884.



BERNICE P. BISHOP

Signed, sealed, published and declared by the said Bernice P. Bishop as and for a codicil to her
last will and testament in the presence of us, who at her request, in her presence and in the
presence of each other have hereunto subscribed our names as witnesses thereto.

October 9th 1884.

0. TROUSSEAU
J. BRODIE
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TIRSTORGHT SoWRT

- TAT’ U HAAS
ROBERT BRUCE GRAHAM, JR.  1305-0 STJUH 15 PH 42 1p
ASHFORD & WRISTON
Alii Place, Suite 1400
1099 Alakea Street . PAGAY
Homnolulu, Hawai'i 96813 CLERK
Telephone Neo. 538-0400

Anomey for The Trustees under the Will and
of the Estate of Bernice Pauah: Bishop,
Decessed

IN THE CIRCUIT COURT OF THE FIRST CIRCUIT
STATE OF HAWAI]

In the Matter of the Estate EQUITY NO. 2048

STIPULATION CONCERNING © -
REQUEST FOR PROPOSALS
PURSUANT TO STIPULATION
NO. 13; EXHIBIT “A”; ORDER

Of
BERNICE P. BISHOP,

Deceased.
Date: June 18, 1999
Time: 9:00 am.
Judge: Presiding Judge

STIPULATION CONCERNING -
REQUEST FOR PROPOSALS PURSUANT TO STIPULATION NO. 13 .

This Stipulation is made and entered into by acd among ROBERT KALANI UICHI ot
KJHU?\”E FRANCIS AHI.OY KEAL A, DAVID PAUL COON, CONSTANCE HEE f;AU and
RONALD DALE LIBKUMAN, the duly appointed, qualified and acting Trustees under the Will
and of the Estate of Bemnice Pauahi Bishop, Deceased, acting in their fiduciary and not in their

individual capacities (the “Trustees”), THOMAS R. KELLER, ACTING ATTORNEY

GENERAL OF THE STATE OF HAWAI'L, as parens pairige (the “Atormey General™}, and

fde hlrebe cors o N0 e it 3 Wl tree, 3nd
COMEEY oyt 31l Liogyhed Git fug ot ThS Glale

RBG:a3sI0c0l

s O

Ly Corerd Coer?, Gust Ludunt
Stage of Alaway



COLBERT M. MATSUMOTO, Master with respect to the Trustees® 109th, 110th, and 11ith
Annual Accounts {the “Master™).

i Supulation No. 13 of these certain Stpulations Conceming Masier's

h, 110th and 111th Anp

Ociober 2, 1998 (“October 2, 1998 Supulations™} provides that the Trustees shall prepare 2
request for proposals (“RFP"}, “the objecrive of which shall be the developmeni of a
comprehensive educational and financial strategic plan® for the Kamehameha Scheols Bemice
Pauahi Bishop Estate. 2o

2. Stipulaton No. 5- of the October. 2, 1998 Sﬁpuiatj.ons.:pmvidcs:tt‘aat" “fethe . ... .o
Trustees® strategic planning process . . . shali incorporate planning for the expenditure of
accumulared income.”

3. Supulation No. 13 further provides that “ft/he Trusiees shall seek coamment from
the Master and the Anorney General regarding the RFP and shall obiain the approval of the
RFP from the Court, ihrough a stipulation or order ...~ The Stipulaton contempiated that Court -
approval would be obtained by December 31, 1998,

4 On November 13, 1998, the Trustees’ predecessors in wust filed heretn the |

¢

Trustees’ First Respounse 1o Stipulation No. 13 Request for Proposals) (“Trustees’ First

Response”} requesting the Master’s and Anomey Ceneral's written comrnents concerning the - - - - -
proposed RFP, if any.

5. On November 20, 1998, the Atlomey General filed the Apomey General’s

Response 10 Trustees' First Response to Stpulation No. 13,

RBG:2IE3CT 02 2




6. On March 15, 1999, the Trustees® predecessors in wrust filed a Peution for Cournt

7. On Agpril 14, 1999 and April 27, 1993, the Atomey General filed the Afiorney

General’s Objection fo Petiion for Court_Approval of Beauest for Proposals Pursuant to

Stipulation No. 13 Filed March 15, 1999,

8. The Petiion came on regularly for hearing before the Honorsble Kevin $.C.
Chang a1 9:00 am. on Friday, June 4, 1999. At hearing, the parties represented 1o the Court that
they had reached agreement concerning the form of the RFP, expected to submit a stipulation to
that effect, and requested 2 continuance of heanng of the Petition. . The Court continued hesring
of the Petition to June 18, 1999 a1 2:00 axn.

S. The parties have reached mutual agreernent as to the form of the RFP.

Now Therefore, 11 Is Hereby Stipulated And Agreed by and among the Trustees, the
Atiorney General, and the Master that thé RFP in the form aunached hereto azs Exhibit “A” is
hereby spproved as the formm of the RFP to be disseminated by the Trustees pursuant to
Stipulation No. 13 of the Ociober 2, 1998 Stipulations.

fﬂé
DATED: Honolulu, Hawai‘i, this ~ of hune, 1999.

Ny I :
WS L

ROBERT BRUCE GRAH#M, IR.
Atioroey for the Trustees Unier the Will and

of the Estate of Bernice Pauahi Bishop, Deceased

(98]
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THOMAS R KELLER~!
Acting Antorney General, State of Hawai'i
Parens Pagrics

DOROTHY SELLERS

Deputy Anomey General, State of Hawai's

COLBERT M. MATSUMOTO :
Master, 109th, 110th, and 111th Anmual Accounts ... ... ..

APPROVED AND SO ORDERED:

e
////g;;v:,-zx

‘l &)

T

[Tgme Wil g £ O NEa o p g $13 f‘ ~a ot e
ViR S0, TrENG NeoRhne T
Vo T T sy

Judge of the Above-Ented:Coliyr’

EQUITY No. 2048 - ESTATE OF BERNICE PAUAHI BISHOP, DECEASED
Stipuiation Concerning Reguest for Propos als Pursuant to Stpulstion No. 13;
Exhibit “A"; Qrder
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REQUEST FOR PROPOSAL

TO DEVELOP
A COMPREHENSIVE EDUCATIONAL AND FINANCIAL STRATEGIC PLAN
. FOR
KAMEHAMEHA SCHOOLS BERNMNICE PAUAH! BISHOPR ESTATE

OBJECTIVE

The Kamehameha Schools Bemice Rauahi Bishop Estate (KSBE) seeks 10 engage one
or more gualified strategic planning fims wilh specialized experiise in education,
investment and financial planning {(Consultant} to develop a comprehensive educational
and financial strategic plan for KSBE. This strategic planning process is being
undertaken pursuant to December, 1987 and Oclober, 1988 Orders {Orders) of -the
probate court of the First Circuit, State of Hawali (Court}, which has jurisdiction of
KSBE. Copies of the Orders accompany this Reguest

EN

-

BACKGROUND

Created in 1884, KSBE is a substantially endowed private educational charitable trust . ..
established by the Will of Bemice Pauahi Bishop (Will}. KSBE's primary mission is the
education of children of Hawaiian ancestry. The Kamehameha Schools, founded in
1887, operate a main K-12 campus located at Kapalama Heights in Honolulu, Hawai'i, 2
statewide preschool program, a system of satellite elementary schools located on
neighboring istands, a unigue summsr school program, and a post high school financial

aid program. The Kamehameha Schools are conducted as Protestant schools. Annual
costs to operate the Kamehameha Schools now exceed $100 million. Current
enroliment is as follows:

PROGRAM ENRCLIMENT

Preschools ; 938

Elementary 8962 ) .
Secondary 2,501 !

Summer Schools 5,180

Financial Aid 3,050

YSBE's investment properties are located in Hawali and elsewhere. KSBE's asset and
financial portfolio inciudes:

s Annual revenues excseding $300 million.

e Trust assets, including assets vested ir subsidiary and support organizations,
valued at approximately $7.1 billion,

® 173,000 acres of conservation land; 189, 000 acres of agricultural lanc; and, 833

acres of commercial properly. The commercial property generates approxi-
matety 84% of KSBE's income.

RBGZ20955.10 1]
EXHIBIT “A"



Adove

s Mutitiple subsidiary and supporting organizations.

KSBE has a board of five (8} trustees. The incumbent Trustees were appointed by the
Court on May 7, 1988 to serve for an indefinite, interim term following the resignation of
a former Trustee and removals of the remaining four former Trustees by the Court. The
interim Trustees are vesled with full power and authority as to KSBE and are
empowered to enter into 2 binding contract with a strategic planner.

KSBE is presently comprised of five (5) Groups each headed by a Principal Executive.

' The Groups include the Education Group, Asset Management Group, Budget & Review
Group, Legal Group, and Administration Group. Pursuant to Stipulation No. 14 of the
October, 1988 Order, KSBE is instituting a CEO based management system. A copy
of the Stipulation s enclosed. The govemance policies and procedures necessary to
effect this change in management structures are subject to review by the Court.

These structural changes are being implemented in accordance with the Grders and are
based in part upon 2 management report rencdered in July, 1988 by Arthur Andersen,
LLP, and upon the Master's Consolidated Report filed in the Court on August 7, 1998,
An executive summary of the Arthur Andersen report, prepared by Asthur Andersen, is
enclosed as is a copy of relevant portions of the Master's Consolidated Report.

Additional pertinent materials are enclcsed ard gualified prospective bidders will be
offered an crieatation meeling and additional materials.

KSBE is committed to expanding the reach of its educational resources to children and

youth of Hawsiian ancestry through planned increases in enroliment in existing
programs and new programs, through the use of new teaching {(distance leaming} and
telecommunications technologies, and by cther means consisient with the Will and
applicable law and judicial decress (Goveming Law). KSBE has commenced a = -~
process of expansion to sateliiie campusses on the isiands of Hawai'l and Maui

There is considerable existing information that may be relevant to this strategic planning
project, including earlier strategic plans, operational plans, short and long-term budgets -
and various assessments, reporis and analyses prepared by the Trusiees, staff and
consultants. Al of these plans, budgets, analyses and reports will be available 0 assist
the consuitant. ..

¥SBE is a charitable entity having 1ax exempl status under intemal Revenue Code
Section 501{c¥3} and is organized and operated for educational purposes within the
meaning of Section 170(b)}{1 {A)#) of the Intemal Revenue Code.

SCOPE

The scope of the strategic planning project shall invoive the devslopment of an
educational plan in conjunction with an investment plan. Strategic planning must be
consistent with KSBF's existing tax exempt status under Sections 501(c}(3} and
170(b )1 }{ANi) of the Intema! Revenue Code. Strategic planning must be consistent

RBG/220955.10 2



with the requirements of the Orders, parficulardy Stipulations 5, 13 and 14 of the
Gctober, 1898 Order.

The educztional plan must take into account the existing and foreseeable potential of
the financial resources of KSBE, induding the resources of its taxable subsidiaries and
exemnpt support organications. The investnent plan must be fashioned fo meet
projected educational program needs. The principal focus of this interrelated planning
process should be the educational rmission of the Kamehameha Schools.

The investment plan must take into full acoount diversiiication (Including thoughtfut goal-
oriented asset galiccation), nsk (including income volatility), cost-conscious
administration, the perpetual nature of the Trusi, the terms of the Will and Goverming
Law.

The strategic plan for KSBE must incorporate planning for the expenditure of KSBE's
accumuiated income and anticipated growth in revenues. KSBE calculates that, as of
June 30, 1988, there was in excess of $444 million in accumulated income. KSBE
projects that its revenues will grow substantially during the ensuing ten years and

thereafier, KSBE is comimifted to the devslopment of a strategic plan for the

expenditure of its income on its educationat purposes, including planning for appropriate
transfers of revenues from subsidiaries and support organizations to the support and
maintenance of the Kamehameha Schools.

KSBE is a perpetual, seif-sustaining charitsble institution. The sirategic plan must
balance the income and corpus requirements of the present and those of the future in a
manner consistent with the Will and Goveming Law.

The strategic planner will be provided with current information conceming the Trust
Estate’'s core zssets, portfclio investments and projected revenues and its current and
projected educational expenditures, including anticipated expansion costs. The
strategic planning process should include development of integrated investment and
educational pians that provide for depioyment of the endowment and development of
educational services in a manner reasonably cslculated to assure consistent funding
and orderly growih of educational services without impairing the real valué of the
endowmeni. The strategic planning process should dentify parameters and
assumptions for the development of KSBE's leng-range plans.

The strategic plan for KSBE must be consistent in akf respects with the Will and
Governing Law, and must be developed in accordance with the provisions of
Stiputations 5, 13 and 14 of the Ocicber, 1988 Crder.

PROPOSAL
The proposal to ba submitted to KSBE must include the following elements:
Credentials and Qualification. The proposal must present your professional

qualifications and expertise (a) to develop a comprehensive educationat and ﬁngncéai
strategic pian and {b) to propose an organizational structure for the implementation of
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these plans. Particular emphasis should be given to your experience in education,
investmenis and financial planning. Indicate the names of other organizations,
particularly educational institutions, for which you have performed similar engagements
and the scope of such engagements.

Approach and Process. The proposal should present your approach to develop the
comprehensive educational and financial strategic plan and organizational structure
incliding the proposed work plan for completion of the engagement.

The strategic planning process shall include input conceming the educational plan
component of the strategic plan from appropriate persons, inciuding, but not limited (o,
administrators, teachers, staff, parents, students, and alumni.

Governance structure is an important element for implementation of both plans.

Provide an outline of the structure of your anticipated report to be submitted at

completion of the engagement. o

Resources. indicate-the resources to be used.in conduct of the development of the -
strategic plan and proposed govemance siructure. Provide resumes for those. .=
individuals you arnticipate will be involved in the engagement and indicate how the '
angagement team will be structured.

Time Frame. Work on the engagement should commence no later than thirty (30} days

from the date the strategic planning firm is engaged. The comprehensive educational

and financial strategic plan and recommended govemance structure {0 implement such

plans must be completed and dslivered to KSBE within twelve (12) months from the

date of engagement of the strategic planning firrn, uniess extended for good cause upon -
notice to the Court, the Master and the Atomey General of the State of Hawati as . .
parens patriae. KSBE expects that the final renort will be completed and submitted in

an expeditious manner.

Fees. Provide an estimate of the cost of your sewvicas and your billing practice. .

[

LOGISTICS

KSBE requests that your proposal be submitted no later than [Date to be inserted -six. . .
to eight weeks after Court approval] to:

Mr. Rodney J. Park

Director, Administration Group

Kamehameha Schools Bernice Pauahi Bishop Estate
567 South King Strest, Sufte 200

Honoluty, Hawali 96813

Phone: (808} 523-6200

Fax: {808} 541-5340

Y

REG220955.10



Qualified bidders should contact Mr. Park to arrange 1o have representatives attend an
inforrmational briefing, at which time additional background information will be provided.

SELECTION CRITERIA

KSBE has made no pre-commitment to any bidder concerning the strategic planning
process. Selection will be based upon the proposals received, responsiveness,
resources, qualifications, references, proposed fees and other standard considerations.
All proposals received will be submitied to the Court, the Master and the Attomey
General for review in conjunction with the Cour’s approval of KSBE's selection of a

Consultant.

Enclosures

RBG220955.10







COLBERT M. MATSUMOTO 22760 fouad

Suite 2008, Amfac Tower FR80CT -2 po oG

700 Bishop Street L: 03

Honolulu, Hawaii 96813 g -

Telephone No. £23-2999 e f1 SAKLIOTO
CEERK

Master

IN THE CIRCUIT COURT OF THE FIRST CIRCUIT

STATE OF HAWAIZ

Hearing Date: Cgt. 2, 19%8
Hearing Time: 9: 2.m. %
Judge: Colleen X. Hiral

in the Matter of the Estate ) EQUITY NO. 2048
} -
of ) STIPULATIONS CONCERNING
)  MASTER‘S RECOMMENDATIONS
BEXWICE PB. BISHOP, ) {105%, 110%%, and 111%™ . Tl
) ANNUZL ACCCUNTS) and ORDER
Deceased, }
)
}
i

STIPULATIONS CONCERNING MASTER‘S RECOMMENDATIONS-
(309", 230%™, and 13T ENNUATL ACCOUNTS!

These Stipulacticns are entered into by and amorg
Petitioners RICHARD SUNG HONG WOKG, OSWALD KOFQOAD STENDER, MHARION
MAE LOKELANI LINDSEY, GERARD AULAMA JERVIS and HEHRY HAALILIO
PETERS, TRUSTEES UNWDER THE WILL AND OF TEE ESTATE OF BERNICE
PARUAHI BISHOP, DECEASED (hereinaftcr ths “Trustees®”): and

Respondent MARGERY S. BRONSTFER, ATTORKEY GENERAL OF TIUE STATE OF - -
W_W

RAWAIL, as parens patriae {(hereinaiter rthe “Attorney General“}.

SO, e A g e

e _
F.ooL iy o
OB HER S A
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and COLBERT M. MATSUMOTO, Master with respect te the Trustces
One Hundred Ninth, One Hundred Tenth and One Hundred Eleventh
Annual Accounts {(hereinafter the *"Master®}.

On August 7, 1998, the Master filed herein his Master's

cConsoliidated Report on the 1099, 1310%%, and 1373% Anmiigl Bocounts
q@,‘v

{(che “Master’s Consoclidated Report*}. The HMaster®s Consolidarted

Report makes nineteen . specific Recommendations concerning the

Trust Estate and lts annual accounts. .

RN

On September 9, 1998, the Trustees filed herxein their-.... ... ..

“fTruscees KResponse®). ‘The

Trustees’ Resposnse addresses each 0of the nineteen Recommzndations

made by the Mastexr in the HMaster's -Consclidated kKegort. -~
. -
On Septembér §, 1958, thHa Attcrney General filed herein

“EG'S

Response*) . The AG's Responsc agrees with each of the Master’s
nineceen Recommendations, suggests amendments and additions Lo

them, and suggests additional court action based upon the

Master‘'s Consolidated Report.




On September 9, 13398, Trustee Oswald Kofoad Stender

filed bcrein his

{(“Trustee Stender’s Response®}. Trustee
Stender’s Response recommends approval of the Master's
Recommendations.

Since Seprember 9, 1958, the parties each have filed
additicnal or supplemental reports, responses oy obiections

herein. . .

The parties acknowledge that there are mazerial
differences of opinion concerning the statements and contentions -~

in the Masterf‘s Consolidated Report, the Trustees® Response, the

. qz;."@
AC's Respoase, and cther reports, responses and cbjections filed
herein. Without conceding the accturacy of any such statements

arnd cententions, the parries have agreed that it is in the bast 7 -
interest of the Trust Estate that the Stipulations hereinafter _ -

- <
o0 =

crih be imzlemented. N

S

The Stipulations hereinafter set forth ccrncern

- CoLés
Si¥ e . . )
g=wenteenr ¢f the nineteen Recommendations made by the Master in

his Master‘s Consolidated Report, and, upon approval 5y this T

Court, shall be a Cuur:t order binding upon the parties hereto and

their regpective successors in office. The Master's seventeenth,

tad

00042



eighteenth and nineteenth ﬁgcommendacions are not covered by
these Siipulations_

NOW, THEREFORE, IT I$ HEREBY STIPULATED AND AGREED Qy
and among the Master, the Trustees and the Attcrneylceneral as
follows: - o

Nothing herein contained shall be deemed or construed
to preclude, estop or cotherwise bar any party from-seeking other ‘
or further relief from the Couxt in this proceeding @; upon any
petition. response or cobijection now pending or filed h;reafter,
provided however, that-these Stipulations shall not be smended or -~
supersecad by implication but only by express ordexr of the Cours
enterec upon acreement of the parties or after hearing at which

all parties, or their respective guccessors in office, shall have

had rnotice and a-ressonable opportunitv-to-be heard: ~Subject to™ " 7

e €

the foregoing, nothing contained in these Stipulations shall be-
dezmed or construed to preclude anv partv from petitionipg the -
Court fcr further instructions concerning any matter.

Nothing herein containcd shall be deemed or construed
as an admissicn or concessisn-of any liability &n~thé part oF any
parcty hereto.

Without limiting the gereralicty of the foregoing

paracrapn, the Trustees and the Attornev General hereby expressly




reserve all claims, argumerts, defenses, responses and objections
which have been or may hereafter be raised by them in their

-
respective Hesponses to the Master’s Conscolidated Report and an

supplement thereto, and in their respective cross-responses and

cross-objections herein.

. elesf
] sixfee L
The following are the seventeesm stipulations of the

parties:

Stipulation Neo. l: Wew Financial Statement Presentation Shall Re
2ddopted. -

Y

The Trustees shall adopt the format 2£f the financial
statement and supplemental schedules recommended in the Andersen
Repor:, with the same level of detail, and shall file the audited -

W_"E

financial statement and supplemcntal schedules with each annusl

Ye]

acccunt, beginning with the 112°° Arnnual aAcccunt (FY 1637} . The

foregoing financial statement shall be prepared as a special

purpcse financial statement and shall be audited in fuil .
:

ccmpliance with Generally Accepted Accounting Principles

{“GARP™} .

Stipulation No. 2: Corpus And Revenue Activity Shall Be
Specifically Feporfed,

Effecrive with their 112%% Aﬁnual Account (FY 1356-

1997} and for cecach Account thereafrer, the Trustees shail submit
Qq,w

<
P>l
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a special purpose financial statement which conforms to the trusc
accounting format as proposed by the Andersen Reporc.

Stipulation No. 3: Accunulated Income Shzll Be Restored To The
Bevenye Acooint . :

The Trustees shall not reclassify accumulated ox
unexpended income to corpus and shall restore to the revenue
account all accumulated income which previcusly was reclassified -
to corpus. The Trustees shall prﬁvide to the Master a report of.”
their actions pursuant to this paragraph within 690 day%&from the
dacze upon which the Court enters its oxder approving this -
Stipulation.

Sripulation No. 4: An Acccuntlng Of Accumulated Income And

The Trustees shall grcvide ro the Master an accounting

-

of all accumulated -income within €0 davs from the date upon which

the Court enters its order approving this Stipulatiorl. 7 The

-

Maszer shall cause the Trustees' accounting to be reviewed and
verified by Arthur Andersen LLP and shall report that firm's

conclusions to the Couri.




stipulation Ne. 5: Scrateg;c Plannimg Shall Incorporate Flanning
Py . f cunulated Income.,

The Trustees® strategic planning process, which is
described more fully below, shazll incorporate planaing;forwaﬁe
expenditure of accumulated income.

Stipulation Ne. 6: No Future Reclassification Of Accumulated

Income Shall Be Made Without Prior Court
Approval.

The Trustees shall not reclassify accumulaééd or
unexpended income Lo corpus pursuant to H.R.S. Chaptét§517D, the
Uniform Management of Institutional Funds Act, except with the
prior appreoval of the Court obtained upon a petition fc%

instructiocns with notice to the Attorney General as parens
patriae of the Trust Estate.

Stipulation Nec. 7: The Replacement Cost Reserve Shall Be
Discontinued Pending Further Instructions Of
Ihe Courg.

The Trustees sitall discontinue the Renlacemenb Cost -

- -
Reserve pending furthey instructions of this Ccurt obtained upon

a petition for instructions with ncotice to the Attorney General

as parens patriae of the Trust Estate. HNothing herein shall be

deemed or construed to amend or supersede prior orders of this

Court concerning the depreciation reserve.




Stipulation Ne. 8: Investment Performance Schedules Shall Be
Regulariy Prepared And Shall Be Incorporated
A8 Supplemental Schedules To The Financial

Statenmants., 3

Beginning with the 112 Account and at least'annually
thereafter, the Trustees shall cause benchmarked investment
performance schedules to be prepared. If the Trustees believe an
appropriate benchmark does not exist or cannot reasonably be
developed, the Trustees shall provide a reasonable explanatdon in
the schedules for their inability teo identify ovr devélpb such a
benchmark. The presentation of this informatidn shall evolve to
inciude at least'one—year,'five—year, and ten-yeay annualized
income yield and total return enalvses. The schecules shall be
audited and actached as supplem=ntal schedules to the special ’
purpose f£ipancial statements submitted zo the Court with the
annual accounts of the Trustees. The Trustees shall consult with.
experts te dévelop apprepriate bernchmarks which shall be utilized.
cennection with such supplemental schedules, subiect %o the

W,“ﬁ
review and approval by the Court, Lhrough-a stipulatiomnrr or order.

3™

within 60 days from the date on which the Court entexrs its ovder

approving this Stipulation.




Investment Return Analiysis Shall Uss =~ ™

Stipulation No. 9:

In preparing performance return analvses, the Trustees
snhall utilize appropriate measures such as time weighed recurn
(TWR) and internal rate of return (IRR} for various time spans to

allow meaningful compariczons against performance penchmarks.

Sgipulation Ne. 10:

The Trustees shall undertake a comprehensive review of

their investment policies as recommended by the Ander$en Report

in conjunction with the overall strategic planning process P
descrirzed below. < =
Stipulation Neo. 11: Due Diligence And Investment Monitering

Policies, Prauctices, And Procedures Shall Be
Sirengthened,

The Trustees shsll improve and strengthen the dus
diligence and investment monitoring policies, practices, and
procedures as rccommendes in the Andersen Report. The Trustees®

-
ehall recort their implementation plan to the Master within 60

dazys from the date on which the Court enters itg order approving

tiis Stipulation. ' - e e

Stipulation No. 12%2: Investment And Management Decisions Shall Be
Py =1 ly Docunented, o

The Trustees shall ensure that appropriate

cdocumentation sf their investment and management decisicns is




prepared and maintained as Tecommended in the Andersen Reporc.
Such documentation shall be made available for review by the
q_%
courl ‘s master in connection with the annual account review
process. The Trustees shall report their implementation plan tao

the Mastexr within 60 days f£rom the date on which the Court enters

its order approving this Stipulation.

Stipulation Neo. 13:

The Trustees shall prepare a regquest for prép?sals
{*“RFP"}. the obijective of which shall be the developme;t of a
comprehensive educational and financial strategic plan for
censideration and acdoption by the Trustees. The RFP sholl more
specifically define the scope 0f the strategic planniné projsat
to be undertaken. The RBTP shall ke disseminated to strategic
planning firms. The RFP shall identify the gualifisation
criceria ©f the strategic planning firms from which proposals - -0
srell be solicited. Such gualifications should include gxpertis;
in education, investments and financial pianning. The Trustees
shall seek comment from the Master and the Attorney General
regarding the RFP and.shall obtain the approval &f the BFF from
the Court, through a stipulation or orxder, within 8¢ days from

the date on which the Court enters its ovrder approving thiz

Stipulation.

1C




The Trustees shall review the responses to the REp and,
suﬁject to the review and approval by the Court., through a
stipulation or order, the Trustees shall select one or more
gualified strategic planning firms within 120 days frxrom the date
on which the RFP is approved by the Court. -

-

The scope of che strategic planning project should
involve the development of an sducational plan in cenjunctionhuﬂ-‘ .
with an investment plan. The educatiocnal plan shculdwgake into
account the future potential ¢f ithe financial reseurcgs of the
Trust Estate. The investment plan should be fashioned to meet
projected educaticnal procram needs. The principal focus of this
interrelated planning process should be the educational missicn
of the Trust Zstate.

The invesiment plan should take into £ull account..- -
diversifiication (including thecughtiul goal-oriented asset o™ e
allocation}, risk {including Income volatility), cost-copscious
admiﬁiet:aticn, cthe perpetual nature oI the Trust, and
preservation of the corpus of the Trust Estate consistent with
the terms of the Will.

The strategic planning firm should begin its work no
later than 30 days €from the date ©f its engagement. The

strategic plan should be completed and presented to the Tructces,

11




-
the Court and the Attorney General as barens patriae within
twelve ﬁgnthg from the date of ergagement of the strategic
planning firm, unless extended for good cause upon notice to the
Ccurt, the Master and the Artorney General as parens'patriae,

The strategic planning process shall include input
concerniug the educaticnal plan component of the strategic plan
from appropriate persens, including, but act limited ro,
administrators, teachers, staff, parents, students, aﬁd alumni.

~

The Trustees, in the prudent exercise of their discretion,  shall = - -::
- = ’

act vpon the proposed strategic plan within %0 days after it is’
presenvted to them and shall present a report ve the Court and the
Atrerney General, as parens patrice, vegarding their decision.

The Master shall have full access to the strategic f}yﬂﬁi\

ff076&55.

planning Zirm to monitce? and review the esveropmemt cf the

stravegic plarning precess, including sztakeholder input. and way _\ﬁi

-

al

. . . L
zguire such status repcris and meetlings as ne reasoconably sees

This Stipulation supersedes the stipulation set forth

in Part I, Secticn G of the Stinulastior

Decenber 18, 1997.

12




Stipulation Ne. 14: A New CEU Based Management System Shall Be
Ingtitiuted,

The Trustees shall cease to employ the "lead trustees
. @
system of management in administering the Trust Estate..

The Trusteee shall adopt and implement a CEO based
system of management for the Trust Estate consistent with the
concept recommended in the Andersen Report and hire a CEO within
180 days after the date on which the Court enters its order.
aporoving this Stipulation. The system shall iﬂcorpéraﬁe a
formal governance policy which mcre clearly defines the roles of
the Board of Trustees and that of the CEC. The role of the CED
snall Te comsistent with standards for delegaticn of =zuthoricy
under Lrust law. -

The taster shall have £ull access to the Trustees to
mznitor and review the develcpment of the CEOD based management
‘szem, the formal covernance policy, and the selection of the
C=C, arc may reqguire such status reports and meerings as‘he
reasconably sees fit.

The Trustees ghall seek comment from the Master and the

Etcorney General, as parens patrise, regarding the CEO based

managemen: syszem and the formal governance policy and shall

13




obtain che approval of the €EQ based management system and formal
governance policy from the Court, through a stipulation or order.

Stipulation No. 15: A Compliance Plan For Determining Trustee
Compengation Shall Be Zrepared. '

On or befcre Hovember 13, 1998, the Trustees snall
. =

submit te this Court for its review and approval a plan for
determining trustee compensation that is in compliance with and
satisfies applicable regquirements ¢f state and fedcra; law,
including without excepticn, federal Intermediate Sa&cﬁions
legisliation and Treasury regulations-inecident thereto, and HIRTS. ™~
Secticn 607-20, as amended by Act 310 of the 1998 Hawali State
Legislazure.

The plan shall include provision for the prepavation cf
anr indspendent professional studvy concerning resscrable trustee
compensation which Gtilizes relevant and appropriste criter®™

Thnce study shall be commissiored under the auspices of the Courk,

-

-

by.tﬁe Court's mastery or such other person or entizv as %he Tourt
shall order, consistent with requirements of applicable law and = --
regulation. The cost of any such independent professional study
shall be borne as an expernse of the Trust Estate. Should the
Trustees or others wish to contest, rebut or suppliement the ctudy

by commissioning ancther study. they shall do so at theiy own

i4
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expense unlegs the Court firvst shall have approved the additicnal
study as an expense of the Trust Estate.

Stipulation No. 16: Stricter Conflict Of Interest Policies and
v ep Shall Be Adopted.

The Trustees shall develop and adopt striéter
guidelines and procedures to ensure appropriate compliance with
fiduciary standards. The Trustees shall provide to the Master a
report of theixr actiocns pursuant to this paragraph within 92 davys

-
from the date upon which the Court enters its order approving
this Stipulation. |

The Restated Guidelines ghall be further amended to
include a provisicn regquiring that future masters review the
Trustees® compliance with conflict of Interest peolicies and

procedures in connectlion with thelir review of the Trustess®

Annaual Accounts.

DATED at Honolulu, Hawail, aCcT ¢ 2 1998

/ s

ROB&RT B. GRAHA% <
Attorney for Petxtxoaers Richard
Sung Hong Wong, Marion Mae Lokelani
Lindsey, Gerard Aulama Jervis, and
Henry Haalilic Peterxs, Trustees
under the Will and of the Eetate o
Bernice Pauahi Bishop, Deceased




K

CRYSTA%gx. ROSE

Attorney for Petitioners Oswald
Kofoad Stender, Trustee under the
%ill and of the Estate of Bernice
Pauahi Bishop, Deceased

2 e < T e 322/”

MARGERY ¥} BRONSTER
KEVIN T. WAKAYAMA e
Attorney General, State of Hawsaii,

in her capacity as parens patriae

-

% 5

(N

Judge of the Above-Ent ¥ oury T s -

Io the Magres of the Esrate of Bernice P, Dishsp, Decepsed: Equity No. 2048;

Stipulation Concerning Mawter‘s Recommendazions {103, 310%, and 311 Accouncs) and
Order

16
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Schools; there are no unborn, wnascerwined or minor beneficiaries of the Trust Estate: and

ed in the Trust Estaze within the meaning of S@ﬁon 560:7-201 of

there are no persons inverest
the Hawai‘t Uniform Probate Code or Rule 25 of the Hawaii Probate Court Rules other than

the Attorney Genersl of the Swrte of Hawail, acting as parens patriae, who will be given notice:

of this Pexition.

7.

Sections $60:7-201(s)(1} and 603-21.7@)(3). This Petisi

Rules 3 and 126 (a) and (¢).

SIS
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Each of the und
include zn oath, afff
far as each of the g
perjury may follow delibes

DATED: Hnmiaﬂu@ Hawaii, this é = _day of August,
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ed W sons kuows o is mf@meﬁs and that penalties for

Estate of Bernice P. Bishep, D _
nent Of A Procedore For Selection Of Future Trust
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April 18, 1998

Hon. Kevin Chang
Administrative/Probate Judge
Circult Court of the Fém& Circult
777 Punchbowl Stres
Honoluly, Hi 888413

Re: EQUITY NO. 2048

Dear Judgs Chang:

On December 20, 18987, four of the five justicas of the Supr

" advised probate judge, the H ble Coliesn Hirgl, that they
exercising the powers to appolnt of the of ﬁ’w
will of Princess Bemics Pauahi Bishop. Sey

The undersigned justicss of the Suprems Court of Hawesl'l, In our mdivﬁduas
capadﬁas, h@mby request that the altachment and this letter be properd !

Thank you for your attention 1o this matier.
Sincersaly,

y Court of Hawai'l

-

RONALD T. Y. M@QN

Afteh.
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December 20, 1997'

L]

Hon. Callsen Hiral

Judge. Clroult Cowrt of the First Cjs
Dhviglon

777 Punchbowl Straat

Honoiuiu, Hl §6813

RE:

Dear Judge Hiral:

The undarsigned justices of the Suprem
J tics that we will nes .

capacilies, hereby give notl
1o the Board of the Blighop Estate grante

Bishop.




EXHIBIT |

Advisory Boardli TRUSTEES —| Internal Audit Committee

| Internal Auditor

CHIEF EXECUTIVE OFFICER ]

CHIEF OPERATING OFFICER PRESIDENT OF KAMEHAMEHA SCHOOLS

|
Academic Dean Vice President

Administrative Dean

Kapalama Campus Admissions
Neighbor Island Campus Budget
Educational Research Financial Aid
Curriculum & Instruction Medical Services
Hawaiian Studies Institute
Grants
| | | | Ed Tech & Production
Investments Legal Admin Finance
| | |
Asset Allocation Communications Financial Reporting
Real Estate Facilities Information Systems
Financial Asset Human Resources Budgeting
Purchasing
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Mu mmﬁ szc 1400 1D & &: 23
1099 Alakea Sweet
Honoluly, Hewsli 96813
Telephoae No.: $38-0400

£, CAGAY
CLZRK

Amorney for Petitioners,
Richard Sung Hong Wong, Oswald Kofoad
Srender, Menon Mae Lokelani Lind
Gerard Avlama Jervis and Heory
Trustees under the Wil and of the
Estate of Bernice Pauali Bishop, Decessed

oY THE CIRCUIT COURT OF THE FIRST CIRCULT

STATE OF HAWATI “

In the Matter of the Estate . - EQ{HTYNQ mm e

- Of

.tj SRANTING PE‘H‘IIGN P@R
APPROVAL OF APLAN FOR .

RAMINING TH
ANZ'TQM_..-. ——

'BERNICE F. BISHOF, ;
COWENSATEGN FU

Deceased. -

STIPULATIONNG: IS ANDFOR '~ ©*™ "~
CREATION ? A COMPENSATION

e N Vgt v Vv Qs Mo S Ve ol e Pua?? s Viogt?

Heaing:  Apnil 30, 1999
Time: . 10:00 e,
Judge: = Hén Kevin$. C.Chang -
BRANTING PETTIION o
FOR AYPROVAL OF A PLAN FQR EE‘I’EEWBNG TRUSTEER COMPENSATION
PURSUANT TO STIPULATION NO. 15 AND FOR CRE&‘E‘E@N OF A

This marter caroe on regulardy for hearing on Friday, Aprll 30, 1999, 81 10:00 aww before
the Heonorsble Kewvin $. C. Chang in"his cowbtroom in Ka'shumanw Hele, Heonoluby, Hawal'l.
Deputies Anorney General Dorothy Sellers and Hugh R, fones apprared for Maxgery §. Brousier,

BB/ I2813602




lzovall, parens patrice w the Trust Estate, Robert Bruce Graham

toes Under the Wil and of the Estie of Bemnice Pauahi Bishop,
Deceassd (the “Peddoners” or the "Trusees™). Also appesring was the Maszer, Colberr M
Matsumoto. Alse presemt were David J. Giedach for Trustee Marion Mae Lokelani Lindsey.

Crystal K. Rose for Trusiee Oswald Kofosd Stender, Ropald R Sakamaete for Trustes Gaard

Auim 3m§ Kgmﬂh Ma -0«

ne for Trusiee Richard Sung Houg Wong, and Rense M. L.

Yuen for Trusiee Hemry Haalilio Peters.

The Cowt has read and considexed 1} the Trustess’ Petition ¥

exhibits thereie fled berein on April 27, 1999 (the "“Master’s Report™); and 4) the reconds and fles T
herein. Al pardes had an opportarnty © be heard.
The Court accepts and spproves the Master's Report. )

ROVW THERE

A Thar the Trustess' Pedton filed herein on March. 29, 1999.be-und is hereby - = - -

GRANTED, subject to the following terms wnd condivons: -

RBGrE36164 2



.. 1. Fist, the Trusies' proposed plan shall be odified in sccordance with the

eommems of the Master preseated 8t pages 5 and 6 of the Master's Report; and
2. Second, by May 5, 1999, the Trusiees shall provide c@mpm detailed

answers o the Master’ lettey dated April 21, 1899, and produce &ll requested docurmen

Since Pesitioners have apparently provided some fnformation and documents 1o the Master

ag April 29, 1999, they are dmﬁ 10 review thelr production and, if ogosssaxy, supplesnent

production w comply with the Court’s order,

sws. the Court-appomted commiee wp Yo, . . .

nable compensation, the d@@m for the

mitiee to muhmit ghg detsrmunation shall be Jnﬁy 30, 1989, ﬁﬂm Stherwiss
& . .

extended by the Court
B.  Thes atiached bereio as Exhibit "A” and incorporated herein by this reference is e

appaoved ext of the Plan For Detgmining Trusiee Comp@mﬁan,‘ﬁ‘hich et includes the . -

modifications made m accordance

the Commities crrited pursuant to the Plan for the purpose of determim

trustess of the Kamcharodiz Schools Berfice Paushi Bishop Estater ™~

m&mgmgwmmm(zhc flew;., LT R T A
C That the following tarce (3} persons are appointed to serve as the imtal members of

ing fhe compensation of the

/'1:1 CJ"Z? ' | -
éZi ﬁfi@’n K. Hazf =

Sleelss

ﬁ%c@ﬁgl E. ,%wling

(ol Cf‘?‘l /m?ﬁ SurmoTd_

&BG236344 ’ 3



&9

[ . Thas the Court finds the forcgoing persons are knowledgesble snd informed
persous each of whom possesses the integnty, probity, cotnpetence and disimervested starus

essexy o be gqualified and serve es an independent znd unconflicted Commities membes

under applicable IRS regulations.

E. That the Commitee shall conduct ftielf accordmg 10 the Plan (Exhibit “A°) and

shall render its decision in accordance with the Plan on or befere close of business, Friday, July

30, 1959 voless the timne s extended by the C@m
HEY 10 1939 . 1989 .. -

-

DATED: Hopoluly, Hewa

Judge of the sboveen

APPROVED AS TOFORM:

DOE SELLERS
HUGE R IONES-: 77 - -
Deputes Avomey Gensral

COLBERT MLMATSTMOTD =

Master J— )
@—“/"’/ -
ROBERT BRUCE GRAHAM, JR.
Anorney for Trustess updey the Wil andof =~ 7777 ° 7
The Estaie of Bermics Pauals Bishop,
Deceased

EQUITY NQ. 2048 - Estate of Beypice Pausbi Bishop, Deceased - - -

Order Granting Petten For Approval Of A Plan For Determining Trustee C@mpems‘nw

Pursnezot To Stipristion Ne. 18 And For Crexstion Of &4 Compensation Committee {n
Accordance With The Plae; Exhibile 4% .. ..

RBGA36I8 4
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(INTNG TRUSTEE COMPENSATION

PLAN FORDET

This is the Plen for deterroinin

g the compensation of the musiees of the Kamchamneha
Schools Bernice Pauzhi Bishop gpproved by the Cirawit Court of the Fust Ciroult, Sute of Hawsi
{the "Cotgt™}.

PROCEDURAL BACKGROUND -

Stpulation No. 15 of those eezu

£109% 110% and 111® Annusl Accoimest and Order entered herein on Gctober 2, 1998, provides - :

thst Rickard Sung Hong Wong, Oswald Kofoed Sunder, Mamion Mac Lokelani Lindsey, Gerand
ces Under the Will and of the Estate

?ma

Aulzms Jervis, mﬁ Henry Hazlilio

Faushi Bishop, Deceased, (the “Trustess™) s&aﬂ subgify-to this Court for its yeview @d

plan for determining wustee comper nsatiem thm is in cemphancc wuh md smsﬁ@ apﬁx@abic

ediate

requirernents of swuale zud federzl law, incheding withont exception, f&mj

Sancnons legislation and Treasury regulations incidem thersto, and HR.S. Secien 607-20; B

arocnded by Act 310 of the 1998 Hewai‘{ State Legitlanmre.
Stipulstion MNe. 15 fusther provides that the plan shall include provision for the

preperanion of an mdependent professional study concerning rezsonable trustes compensstion .

which utilizes relevant znd appropritie criteria, and that the study shall be commizel
the auspices of the Cowt by the Court’s master or by such othey parson or cutity 23 the Court
shall order, consistent with requirements of appiicablé lrw and regulations.

Stpulation Ne. 15 also provides that the msa.. of any independent professional study shail

be borne a3 an expense of the Trust Estade and thar, should the Trusices or athers wish w e

rebut or supplement the study by commissioning anotber study, they shall do so 2 their own

RBL22€12654



_expensesnless the Court frst shall have approved the additonal snudy as an expense of the Trust
Estate.
THE TRUSTEES® RESPORSE

The Trustees filed hevein on Novempber 13, 1998, their T

Response, the Trustees set forth the following federal and state law backgrounds sgainst which

they proposed their plen:

Federal Backpronnd

As 3 tax-exempt educational orgimizatics, the Kamehameba Schools Begmice Paushj

Bishop Estzte (CRSBE™} may have fts exemp ssms revoked if its net ea

in part io the benefit of individuals It is well essablished, however, that the payment of ress

compensalion 1o individusls d@@ BOL mﬂt m “ptzvzm urement™ or privete benefit. Under Saction

4958 of the Imternal .571.;:‘

e Code, p@&lﬁm are imposed, however, on “excess benefit

a9y

wansactions.” A transacton is e excess benefft tansaction if an sconormic benefit is poovided by & — 777

an exempt orgauizevon directly or indirecily o or for the use of any “disqualified person,” surhase~ " -

member of the emity’s goverming board, if the value of e cconcinic benefit provided the -
disqualified pursan exceeds the valne of the cotsideranol received by the emfity. Permitied

consideration includes the performoance of - sonal

seTvices,

In other words, while tox exempt entites s ?mﬁt‘&ﬁ 5 pay ¥ =

services rendered 1o them by meombers of thelr governing boards and other senior sff members,

g, ~disqualificd persons™ for purposes of the Imnemal Revézibe ™

these persons gre, generslly op

Code and Regulations, and their comzper isation is sutiect o federal serutiny for reasonableness.
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ning Secticn 4958 were

1. They state that compensation of disqualified persons

By Bot exceed “\what is reasoneble wuder all she circumszances. © The proposed reguladons siso

provide thet “{cfomperisanion jor the performance of services is veasonable if 2 is only such amoos

es would ordingvily be peid for like services wnder like cirewnsiances.”

§ 53.4956~4(0)3).
dard is surmilar 1o the gensral tuls of deducy

sns. 10 be deductible 23 8 business

reasonable and rue congpe ; -;5: : i méy such Mzammwlé wdmm&?&e pmd’
Jor ke services by ke ises wader fike circumstances:

Congressional repons describing mms:d Section 4958 conwin several

smndapds developed under existing Reg Section 162 are @p‘hmblc in determming whethey

-nsation is Teascnable. The same reports smic. clearly that an mdividual is oot required.

z he or she renders services w = ma@m

gecept reduced comppensatics mevely |
orgaaizaton instead of 3 tangble entiey.
the IRS

-

promulgate regulations under which 2 rebunable presumption could be ipvoked if 2 tx-enept

The Congressions! veports alse sige that the tax-wiiting commitices expected

for seming the compensation of its disgualified

organizarion followed 2 prescribed procedure
persoms.  Thus, the proposed Section 4958 regulsions imclude such & rebuttsble presurmptic

procedure.

REC/236144 : 3




Under the propesed reguletions, payments under 2 compensation arraagement between a

weanizanion and disqualificd persens will be presumed o be reasonable if

sten’E g@"mmg bﬁé}' 3T

k. The compensation arangement is approved by the organiz

g body composed endrely of mdrviduals who do go

have a conflict of interest with respect @ the =
nee tereof, obtams and relies wpon appropriate

e adequately documents

3. The goeverming body er
Elers c@n@m‘mﬁy‘ﬁm making that determinar

For 2 moember of 2 comnninee or 3 goveining
imterest, the proposed z‘tgujmnss%amm'a mm&afmuam
1. be related 1o (ic, be 2 me

ber of the family of) 2oy disgualif

s\i

be @ an employment relzvonship sebject o the directon or contol of any such

& ]"ﬁﬁpmﬁ;"""':""i'""”"'“:
corupensation or ‘other payments subject o the approvel of such 2

3. be recerving

s. APProve any SITANgeNen mmw we @mhﬁ@ person who has-gpproved

will approve 8 Eranssction providing economic benefits 1o the membas.

REVZISIEs &



In describing what daza is sppropriaie as © comparability, the proposed regulations

selevant informasion and appropriate data as to compearability would mclude, but not be limited

i. coupensaton levels peid by simlarly situmed organizanons, both taxeble and mx-

exempt for fimncdonally comparable positions;
2. tie zvailsbility of stmilar services in the geographic ares of the applicsbie tax.

Act T10 of the 1998 Havwal'i State Legidlanywe sinended the long-estsblished e

o -

compensziion of charitab

détmﬁning the le wustees. Pror to Janumy 1, 1999, wusies

commpensation was based upen a schedule of p&tzmmgﬁ zoplied to the annual income of the
Trust Esmte znd certain other amcums; - Effective Jauary -1, 1999, the. mmg schedule 15
abolished as to the wustess of cheritshle wusts, althcugh it remains o effect for trustees of other
Wusis. - .

As zmended, § 607-20 of the Hawai'i Revised Statutes provides in full as follows:

{a) Norwithsianding any other provisions, in the case of a charitable trust, the .

compensation of the srusiees shall be limited to an amowsy that i reasonable
m&he C.f RO L3 - et mme ) - R .

57

(b} This section shall apply 1o existing and new charitable rruses established after
the effecsive date of chis Act: provided thar any provisioms in exisdmg truse

agreements regording trusiee compensation shkall supersede this seetion.

The prezmbile to Act 210 reads as follows:

The legislzrure finds that there is o long-sianding wradizion. wherehy
wrusiees of most chavitable trusts serve withow compensasion. While the
RBG/I36184 SRR g '



legislansre comsiders such volwuary service so be admirable, it believes tha
" rusiees of chavitable wusts should nor be prokibired by stature from receiving
compensarion, However, mrustees who recelve compensasion from a charitable
pust have a fiduciary duty o make sure such compensarion is not in excess of
-what is reasonable under the circwmnances. In addition to ehis common igw
duzy, such trustees are subject 1o penalty under federal intermediase soncrions law
if they allow thelr compensafion to exceed what is reasonoble wunder the
cirguamstances. Knowledgeable and well-intentioned peopla car differ on whar is
-reasonable compensarion in gny povdculer sirugtion, b such controversies are
best resolved By a judpe whe can take inre account all relevany circumsiances as
prasevted by parties ox both sides gf-the issue. Thws, the purpose of this Act &s w0
codify the dumy of sruwstees nol (6 dccept compensotion above what is reasonazble
under the circumstances. .

“IHE PLAN

i

the puspose of
Pauzhi Bishop Estae (bacunfier
2 The Commities

ermined by

the Court from tme o gme.

3. The Cowt shall constinye the Commites upod the pedion of te KSBE Trestess;

the Anomcy General 3s parens palriae 1o the Trust Estae, or the Court’s then-incumben

“shall be.constinated by the Court- within tirty (30) daysof -~ ~ = -

4, Inigally, the Commmites

the enay of an order approving this Stipulagon. Therzafier, the Commites shafl be constivured potr~"""77 © 77

-

iess often thaw opce every Uwoe (3) years and &ﬂﬂ@p&ﬁéﬁﬂ@ﬂlﬁ&&@m&y@@m&m&
incumbent master, it shall be the responsibility of the KSRE Trustees 1o vanse the flinig'of a petition
at feas eveyy thud year.

5}, Tae Cos = shall consist of mowledgesble and informed persons,.esch of - — ——- -

whom the Court finds W possess the integrity, probity, competence and disipterested status

RBC2I6L64 &



necessary fo be gualified and serve a5 an independent sud unconflicied Comminee mernber

“under applicable IRS segulatons
&. The Court shatl desigmts the mesnbers of the Commmines.

2 The sole issue to be determmined by the Commitee shall be “Whar is ¢ reasoaable

annual amouns of compensarion to be paid L eack of the musices of she Komehameha Schools

Bernice Pauahi Biskop Eszxts?

8.

natiopal, independenst, prefessionsl cousclting fom active in the ficld of execun

compensaticn.  The Comminss shall be suthorized ¢ commmission addiﬁgmi‘

-~

compensation surveys if, by simple mejority vote of its mombers, it shafl determine that one or more

additional suTveys are g

9. The o or frms compmssioned by the Cormmpitee w make 8

ompensation levels paid by s?milmiy sitated orpanizations, both taxsble end teot-

s : shell (1) swudy ¢

exemprt, for funcionally comparable positons; (i} review. and veport the- availabiliey
services 1o Hawzai'l; {iT) nterview the KSBE Trusiees and thelr staff and the Auceney Ge

ation murveys forreview by

parens parriae w the Trust Estate; '(iv) compile independent compens
the Commites; and- (v} render its- report-to- the Comnttee establisking 2 range of

able, ressonable and conssent with spplicable law aud regulstions. In

cnmpmsmicm that is SOy

additon to the fartors enusberated above, the Commivee shall have amhority to reg

a

coasideration of other relevant factors by the fimm or ﬁxm The cost of any commpens AGON SUEVEYE

10. The KSBE Trustzes and the Auomey General as parens penias o (e Trust Esate
shall be entitled to submit such evidence, iestimuony and independent professions! shudies far the

RBGII8144 7



Couvmitiee’s review snd consideration 25 may be peminzst 284 rmsteriz! to the Commmimee’s

deliberations.

1L The KSBE Trustees’ reasonsble costs and expenses may be paid ow of the Trust

Estate ouly upon the exprass approvel of the Cowrt.

12, The Auomaey General's reasonable costs and expenses may be reirabursed

Trust Estare only in accordanc

13. The Comumines's deliberations shali pot be public

shall not be obliged to reccive amy public tesimony unless the Convrines by simpic mejority vots - - .

shall deterrmine to do se. Withowm limitng the generatity of the foreguing, the Commites shall not

be cbliged 1 receive zny poblie testinony ualess the same is fesponaible, probative, pertinent and

material

the incumbent mastzy shall be catitled 1o audit and observe bar pot participate in the proceeding

34. The KSBE Trustees of their represeoistive, the Aucmey Ge

the Compninse. Any lestonony received by the Commirse shall be in writng and-shall be sobject -
o mspecton and copying by the KSBE Trustess, the Auciney General and incumbent master.

unless the tme i

15.  ‘The Cominmitec shall render its decision within. six {6} mouths

exiended by e Cowrt for good eause. S

16.  No Commites shall be compensaied, exeept for retmbursernent of its reasonal
of pocket expenses, und] its decision has been filed or &5 otherwise erdered by the Cowrv. ~

17 I the Compuines fails or is unabls o render 3 tinely decision, the Cowrt, upon
peution of the KSBE Trusiecs, the Auomey General, er the incumbent master, shall constinare 2

pew Coammittes,

RBL/L36144 g



18. . I 2 vacancy arises on 2 Commitiee, the Cowt, upon peadon of the KSBE Trustees,
the Anorney General, or tse incuxnbent master, shall £ the vacancy.
19, The Commites shall file with the Court aad deliver w the KSRE Trusises. the

Anorney General aod the incuwnbent master all professional cotypensation stadies commissi

received by it ogether with staements of the cyedentials of the firms preparing

reasgnable wusiee compenszs

reomimsnos shall nclude a clear,

The Cmmﬁee‘*s repert of its de

concise and concurrent exposition of the basds for ifs dewrmination snd shall be scoowpani

™

gue znd coryect copits of any and all documents sperifically referred 16 thevein,

21, The Commitiee paay but shall not be required to Sle with ths Court sny other writen
evidence or submissions received, gatbered oF considercd By it Any such 2dditional flings shall be
delivered 1o the KSBE Tristess, 15 Afomey Gederal zhd the incumbent master. ;

22, The Commilice’s determination shall be determined by a stmple majosity of the
Comminee. Dissenting Commitiee mexnbers shall be eotitled to fle with the Court & statement

of their dissent and the reasops therefor,

23.  Upon receipt of the teport of the Comminee,” the Court Shall schédile a he
which the KEBE Trustess, the Attorney Generzl and the incumbent master ghall be afforded an
opperunity © be heard.
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24. The Conppinee’s determination shall be entided t0 2 presumpdon of

Son of the

reasouzbleness. The Court may approve, disapprove or medify the detersina
Comminee. If approved by the Coury, the determinston of the Commitee shall be final
conclusive and binding, subject only to appeal 25 provided in the rules of court. If the Coun
finds the Commiuee’s determinetion 1o be clearly erropcous ar the Comunities w have abused jes
discretion, the Cowt may disapprove the determipaton, which then shalﬂ be oull and void, and
the Court shall ejther recommit the maxier to the Committee oy prompily constitute 3 new
Committes.

25, I the derenmination of the Comunities is modified by the Cqun, amy such

wodification shall be made in maumer copsistent with zppliezble provisions of siae and fod

law and regulations with the object of assuring that the compensation psid the KSBE Trustess is- -

reasonable within the meamng of both state and fodersl law and regulations.
26. The Court shell disapprove the Comminee’s determination in the following
circumstances: (a) where the decision was procwred by coripticn, Faud of undue mesns: or

() where thae was evident partiality or cormuption in the Commines or sny of its members; or

(¢} where the Commmities members or any of them were guilty of misconduct, in refusimg

neglecting to obtain the reguivéed independent suidies, or in refusing 1o hear evidence pertinent and - .-

tnaterial to the issye of compensation proffered by the KSBE Trustees or the Amorney Gensral as
parens pariae to the Trust Esate, or of any other mishehavior, by which the interests of KSBE or

it truswees lave bern prejudiced; or (d) where the Commities exceeded s powers of o

imperiecily execvted them that 2 delemnination cousisww with aplicable law, toun orders md IRS

regulations, was not made.
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27. The f@mg shall ot be desmed of consoued o Timit the Cowt's gathony

mination for other cause.

modify or disspprove the Comminee’s
28.  The Commites shall be rezsonably compensated o of the Trust Esmie for is
services end it compenssnion shall be fixed by the Cowrt.

5. The Commites, bur not individual oiembers, shall be auwhorized W semin competent

dures and o assist it 15 msndsred actvites, Ay

tax cowsel to advise it concerming iS5 proce
such reenton shall be sabjess to the prior spmoval of the Cowrr Counsel’s reasonpble znd

approved fees shall be paid owr of the Trust Estate vpon epproval by the Couzn,

30. Commined members shzil net by resson of thelr sevviee be desmed to be state

officers nor officars of the Cmntm&z;u:mm shall mot constizate staiz action 5T agy-pu

3i. “thCammiﬁm’szmdsa@dﬁl@sﬁaﬂbcm@inn&f@rﬂwpmi@dmdgmmd

for seven {7} veass thereafier 3t the @ﬁ@ef-ﬂhﬂ?ﬁm.mw- The Conmmnites’s records axgd fles; -0

, shall remmain wmder seal of the

3.
except such as shall bave been filed with the Court by the Committes
Court, available for inspectdon only by ths Court, futore masters, the ARorney General as parans

pariage 1o the Trust Eswte, futwme Commins, and the Imemal Revenue Service of the United - - -

Statcs.

RBGZ36te4 11

o TOTAL FROE. 1T +¢





