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PART I

Forward-Looking Statements and Factors that Could Affect Future Results

Certain statements contained in this Annual Report on Form 10-K that are not statements of historical fact constitute forward-looking statements
within the meaning of the Private Securities Litigation Reform Act of 1995 (the �Act�), notwithstanding that such statements are not specifically
identified. In addition, certain statements may be contained in our future filings with the U.S. Securities and Exchange Commission (the �SEC�),
in press releases, and in oral and written statements made by or with the approval of us that are not statements of historical fact and constitute
forward-looking statements within the meaning of the Act. Examples of forward-looking statements include, but are not limited to:
(i) projections of revenues, expenses, income or loss, earnings or loss per share, the payment or nonpayment of dividends, capital structure and
other financial items; (ii) statements of plans, objectives and expectations of Central Pacific or its management or Board of Directors, including
those relating to products or services; (iii) statements of future economic performance; and (iv) statements of assumptions underlying such
statements. Words such as �believes�, �anticipates�, �expects�, �intends�, �targeted�, �continue�, �remain�, �will�, �should�, �may� and other similar expressions are
intended to identify forward-looking statements but are not the exclusive means of identifying such statements.

Forward-looking statements involve risks and uncertainties that may cause actual results to differ materially from those in such statements.
Factors that could cause actual results to differ from those discussed in the forward-looking statements include, but are not limited to:

•  Local, regional, national and international economic conditions and the impact they may have on us and our
customers and our assessment of that impact.

•  Changes in the level of non-performing assets and charge-offs.

•  Changes in estimates of future reserve requirements based upon the periodic review thereof under relevant
regulatory and accounting requirements.

•  The effects of and changes in trade and monetary and fiscal policies and laws, including the interest rate policies
of the Federal Reserve Board.

•  Inflation, interest rate, securities market and monetary fluctuations.

•  Political instability.

•  Acts of war or terrorism.

•  The timely development and acceptance of new products and services and perceived overall value of these
products and services by users.

•  Changes in consumer spending, borrowings and savings habits.

•  Changes in the financial performance and/or condition of our borrowers.

•  Technological changes.

•  Acquisitions and integration of acquired businesses.

•  The ability to increase market share and control expenses.

•  Changes in the competitive environment among financial holding companies and other financial service
providers.
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•  The effect of changes in laws and regulations (including laws and regulations concerning taxes, banking,
securities and insurance) with which we and our subsidiaries must comply.
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•  The effect of changes in accounting policies and practices, as may be adopted by the regulatory agencies, as well
as the Public Company Accounting Oversight Board, the Financial Accounting Standards Board and other accounting
standard setters.

•  Changes in our organization, compensation and benefit plans.

•  The costs and effects of legal and regulatory developments including the resolution of legal proceedings or
regulatory or other governmental inquiries and the results of regulatory examinations or reviews.

•  Greater than expected costs or difficulties related to the integration of new products and lines of business.

•  Our success at managing the risks involved in the foregoing items.

Forward-looking statements speak only as of the date on which such statements are made. We undertake no obligation to update any
forward-looking statement to reflect events or circumstances after the date on which such statement is made, or to reflect the occurrence of
unanticipated events.

ITEM 1.  BUSINESS

General

Central Pacific Financial Corp. is a Hawaii corporation and a bank holding company registered under the Bank Holding Company Act of 1956,
as amended. Our principal business is to serve as a holding company for our bank subsidiary, Central Pacific Bank. Pursuant to a Plan of
Reorganization and Agreement of Merger, our company was organized on February 1, 1982 to serve as a holding company for our subsidiary,
Central Pacific Bank. Central Pacific Bank was incorporated in its present form in the State of Hawaii on March 16, 1982 in connection with the
holding company reorganization, and its predecessor entity was incorporated in the State of Hawaii on January 15, 1954. On September 15,
2004, we completed a merger with CB Bancshares, Inc. CB Bancshares� subsidiaries, which became our wholly-owned subsidiaries, included
City Bank, CB Bancshares� banking subsidiary, among others. In February 2005, Central Pacific Bank merged with City Bank, with Central
Pacific Bank as the surviving entity. On August 17, 2005, we completed the acquisition of Hawaii HomeLoans, Inc., a residential mortgage loan
broker. Hawaii HomeLoans, Inc., now known as Central Pacific HomeLoans, Inc., is a wholly-owned subsidiary of Central Pacific Bank. We
refer to Central Pacific Bank herein as our bank or the bank, and when we say �we,� �our� or the �Company�, we mean the holding company on a
consolidated basis with the bank and our other consolidated subsidiaries. When we refer to �Central Pacific Financial Corp.� or to the holding
company, we are referring to the parent company on a standalone basis.

Through our bank, we offer full-service commercial banking, with thirty-seven bank branches and more than 90 ATMs located throughout the
State of Hawaii. Our administrative and main offices are located in Honolulu, and we have thirty other branches on the island of Oahu. In
addition, we operate three branches on the island of Maui, one branch on the island of Kauai and two branches on the island of Hawaii. We also
have four loan production offices serving customers in California and two loan production offices in the state of Washington. Our bank�s deposits
are insured by the Federal Deposit Insurance Corporation, or the FDIC, up to applicable limits. The bank is not a member of the Federal Reserve
System.

Central Pacific Bank is a full-service community bank offering a broad range of banking products and services including accepting time and
demand deposits and originating loans, including commercial loans, construction loans, commercial and residential mortgage loans and
consumer loans. We derive our income primarily from interest and fees on loans and, interest on investment securities and fees received in
connection with deposit and other services. Our major operating expenses are the interest paid by our bank
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on deposits and borrowings, salaries and employee benefits and general operating expenses. Our bank relies on a foundation of locally generated
deposits. Our operations, like those of other financial institutions that operate in our markets, are significantly influenced by economic
conditions in Hawaii, California and Washington, including the strength of the real estate market, and the fiscal and regulatory policies of the
federal and state government and the regulatory authorities that govern financial institutions. For more information about the regulation of our
holding company and bank, see ��Supervision and Regulation.�

We are committed to maintaining a premier, relationship-based community bank in Hawaii that serves the needs of small to medium-sized
businesses and the owners and employees of those businesses. In addition, we are expanding our loan growth opportunities and providing
geographic diversification of our credit risk through our loan production offices in California and Washington. The strategy for serving our
target markets is the delivery of a finely focused set of value-added products and services that satisfy the primary needs of our customers,
emphasizing superior service and relationships as opposed to transaction volume.

Our Services

We offer a full range of banking services and products to small and medium-sized businesses, professionals and individuals. We provide our
customers with an array of commercial and consumer loan products, including commercial real estate and construction loans, residential
mortgage loans, commercial loans and lines of credit, and consumer loans and lines of credit.

Through our bank, we concentrate our lending activities in three principal areas:

(1)  Commercial Real Estate and Construction Lending.   Loans in this category consist primarily of loans secured
by commercial real estate, including, but not limited to, structures and facilities to support activities designated as
industrial, warehouse, general office, retail, health care, religious and multi-family dwellings. Also included in this
category are loans to finance the construction of the aforementioned types of commercial real estate. Our underwriting
policy generally requires net cash flow from the property to cover the debt service while maintaining an appropriate
amount of reserve. Additionally, liquidation of the collateral is available as a secondary source of repayment.

We have teams of highly experienced officers in Hawaii, California and Washington who specialize in commercial real estate and construction
lending and have long-established relationships with major real estate developers.

(2)  Residential Mortgage Lending.   Residential mortgage loans include both fixed- and adjustable-rate loans
primarily secured by single-family owner-occupied residences. We typically require loan-to-value ratios of not more
than 80%, although higher levels are permitted with accompanying mortgage insurance. We emphasize residential
mortgage loans for owner-occupied primary residences and do not actively seek loans on high-end residences,
vacation homes or investment properties. First mortgage loans secured by residential properties generally carry a
moderate level of credit risk. With an average loan size of approximately $280,000, readily marketable collateral and a
strong residential real estate market, credit losses on residential mortgages have been minimal during the past several
years. However, future changes in interest rates and other market factors can impact the marketability of collateral and
thus the level of credit risk inherent in the portfolio. As with all loans, managing credit risk in the residential mortgage
market requires strong underwriting standards and diligent monitoring and handling of problems that may arise.
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Through Central Pacific HomeLoans, we continue to grow our market position in the residential mortgage arena, with dedicated mortgage
lending specialists on all major islands in Hawaii.

(3)  Commercial Lending and Leasing.   Loans in this category consist primarily of term loans, lines of credit and
equipment leases to small and middle-market businesses and professionals in the State of Hawaii. The borrower�s
business is typically regarded as the principal source of repayment, although our underwriting policies and practices
generally require additional sources of collateral, including real estate and other business assets, as well as personal
guarantees where possible to mitigate risk. Risks of credit losses are greater in this loan category relative to secured
loans, such as commercial and residential mortgages where a greater percentage of the loan amount is usually covered
by collateral. Nonetheless, any collateral or personal guarantees obtained on commercial loans can mitigate the
increased risk and help to reduce credit losses.

In addition, we offer deposit products and services including checking, savings and time deposits, cash management and internet banking
services, trust services and retail brokerage services.

Our Market Area and Competition

Based on deposit market share among FDIC-insured financial institutions in Hawaii, Central Pacific Bank was the fourth-largest depository
institution in the State of Hawaii at December 31, 2005, with $3.7 billion in deposits, representing a 14% market share.

The banking and financial services industry in the State of Hawaii generally, and in our target market areas, is highly competitive. We compete
for loans, deposits, and customers with other commercial banks, savings and loan associations, securities and brokerage companies, mortgage
companies, insurance companies, finance companies, credit unions and other nonbank financial service providers. Many of these competitors are
much larger in total assets and capitalization and have greater access to capital markets.

In order to compete with the other financial services providers in the State of Hawaii, we principally rely upon local promotional activities,
personal relationships between customers and our officers, directors and employees, and specialized services tailored to meet the needs of our
customers and the communities we serve. We remain competitive by offering flexibility and superior service levels, coupled with competitive
interest rates and pricing.

Our loan production offices in California and Washington likewise face strong competition in the commercial real estate lending sector.
Competitors range from large national banks to regional and community banks. Nonbanks, including brokerage firms, conduits and insurance
companies, also compete for commercial real estate lending business. This competition has resulted in aggressive pricing and the easing of
underwriting standards occurring in these markets. To mitigate these competitive pressures and credit risks, we rely upon our teams of
experienced commercial real estate lenders and a lending approach which targets clients with solid track records, substantial net worth and
adequate liquidity.

Business Concentrations

No individual or single group of related accounts is considered material in relation to the assets or deposits of our bank, or in relation to the
overall business of the Company. However, approximately 77% of our loan portfolio held for investment at December 31, 2005 consisted of real
estate-related loans, including construction loans, residential mortgage loans and commercial mortgage loans. See �Item 7. Management�s
Discussion and Analysis of Financial Condition and Results of Operations�Financial Condition�Loan Portfolio.� Our business activities are
currently focused primarily in Hawaii, California and Washington, with the majority of our deposit growth generated in Hawaii and the majority
of loan growth achieved in 2005 originating in California. Consequently, our results of operations and
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financial condition are affected by the general economic trends in Hawaii and California, and to a lesser extent in Washington, particularly in the
commercial and residential real estate markets.

Our Subsidiaries

Central Pacific Financial Corp. has two principal wholly-owned operating subsidiaries, Central Pacific Bank, our primary banking subsidiary,
and Datatronix Financial Services, Inc., an item processing company serving banks, thrifts, credit unions and other financial institutions in
Hawaii and California.

Other wholly-owned subsidiaries include: CPB Capital Trust I; CPB Capital Trust II; CPB Statutory Trust III; CPB Capital Trust IV; CPB
Statutory Trust V; CB Technology, Inc.; CPB Real Estate, Inc.; Citibank Properties, Inc.; CB Technology, Inc. and Central Pacific
HomeLoans, Inc.

Central Pacific Bank also owns 50% of the following Hawaii limited liability corporations: Pacific Access Mortgage, LLC; Lokahi Mortgage,
LLC; Gentry HomeLoans, LLC; Towne Island Mortgage, LLC and Pacific Island HomeLoans, LLC.

Supervision and Regulation

General

Set forth below is a description of the significant elements of the laws and regulations applicable to us and Central Pacific Bank. The description
is qualified in its entirety by reference to the full text of the statutes, regulations and policies that are described. Also, such statutes, regulations
and policies are continually under review by Congress and state legislatures and federal and state regulatory agencies. A change in statutes,
regulations or regulatory policies applicable to us and Central Pacific Bank could have a material effect on our business.

Regulatory Agencies

Central Pacific Financial Corp. is a legal entity separate and distinct from its subsidiaries. As a bank holding company, Central Pacific Financial
Corp. is regulated under the Bank Holding Company Act of 1956, as amended, or the BHC Act, and is subject to inspection, examination and
supervision by the Board of Governors of the Federal Reserve System, or the Federal Reserve Board. The Company is also under the jurisdiction
of the SEC and is subject to the disclosure and regulatory requirements of the Securities Act of 1933, as amended, and the Securities Exchange
Act of 1934, as amended, as administered by the SEC. Our common stock is listed on the New York Stock Exchange (NYSE) under the trading
symbol �CPF,� and we are subject to the rules of the NYSE for companies listed there.

Central Pacific Bank, as a Hawaii-chartered bank, is subject to primary supervision, periodic examination, and regulation by the State of Hawaii
Division of Financial Institutions, or DFI, and the FDIC. The bank is also subject to certain regulations promulgated by the Federal Reserve
Board. If, as a result of an examination of the bank, the FDIC should determine that the financial condition, capital resources, asset quality,
earnings prospects, management, liquidity, or other aspects of its operations are unsatisfactory or that it or its management is violating or has
violated any law or regulation, various remedies are available to the FDIC. Such remedies include the power to enjoin �unsafe or unsound�
practices, to require affirmative action to correct any conditions resulting from any violation or practice, to issue an administrative order that can
be judicially enforced, to direct an increase in capital, to restrict its growth, to assess civil monetary penalties, to remove officers and directors,
and ultimately to terminate its deposit insurance, which for a Hawaii-chartered bank would result in a revocation of its charter. The DFI
separately enjoys many of the same remedial powers.
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Bank Holding Company Activities

In general, the BHC Act limits the business of bank holding companies to banking, managing or controlling banks and other activities that the
Federal Reserve Board has determined to be so closely related to banking as to be a proper incident thereto. As a result of the
Gramm-Leach-Bliley Act of 1999, or the GLB Act, which amended the BHC Act, bank holding companies that are financial holding companies
may engage in any activity, or acquire and retain the shares of a company engaged in any activity that is either (i) financial in nature or
incidental to such financial activity or (ii) complementary to a financial activity and that does not pose a substantial risk to the safety and
soundness of depository institutions or the financial system generally (as solely determined by the Federal Reserve Board). Activities that are
financial in nature include securities underwriting and dealing, insurance underwriting and making merchant banking investments.

If a bank holding company seeks to engage in the broader range of activities that are permitted under the BHC Act for financial holding
companies, (i) all of its depository institution subsidiaries must be �well capitalized� and �well managed� and (ii) it must file a declaration with the
Federal Reserve Board that it elects to be a �financial holding company.� A depository institution subsidiary is considered to be �well capitalized� if
it satisfies the requirements for this status discussed in the section captioned �Capital Adequacy and Prompt Corrective Action,� included
elsewhere in this item. A depository institution subsidiary is considered �well managed� if it received a composite rating and management rating of
at least �satisfactory� in its most recent examination.

In order for a financial holding company to commence any new activity permitted by the BHC Act, or to acquire a company engaged in any new
activity permitted by the BHC Act, each insured depository institution subsidiary of the financial holding company must have received a rating
of at least �satisfactory� in its most recent examination under the Community Reinvestment Act. See the section captioned �Community
Reinvestment Act� included elsewhere in this item.

The BHC Act generally limits acquisitions by bank holding companies that are not qualified as financial holding companies to commercial
banks and companies engaged in activities that the Federal Reserve Board has determined to be so closely related to banking as to be a proper
incident thereto. Financial holding companies are also permitted to acquire companies engaged in activities that are financial in nature and in
activities that are incidental and complementary to financial activities without prior Federal Reserve Board approval. Central Pacific has not
filed a declaration electing Financial Holding Company status and has no current intention to do so.

The BHC Act, the Federal Bank Merger Act, Hawaii law and other federal and state statutes regulate acquisitions of commercial banks. The
BHC Act requires the prior approval of the Federal Reserve Board for the direct or indirect acquisition of more than 5.0% of the voting shares of
a commercial bank or its parent holding company. In reviewing applications seeking approval of merger and acquisition transactions, the bank
regulatory authorities will consider, among other things, the competitive effect and public benefits of the transactions, the capital position of the
combined organization, the applicant�s performance record under the Community Reinvestment Act (see the section captioned �Community
Reinvestment Act� included elsewhere in this item) and fair housing laws and the effectiveness of the subject organizations in combating money
laundering activities.
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Dividends

The principal source of Central Pacific Financial Corp.�s cash revenues is from dividends from its subsidiary bank. The ability of our subsidiary
bank to pay dividends or make other capital distributions to us is subject to the Hawaii state law that prohibits a state-chartered bank from
declaring or paying dividends greater than its retained earnings. As of December 31, 2005, Central Pacific Bank�s retained earnings totaled
$214.6 million. In addition, federal law generally prohibits a depository institution from making any capital distributions (including payment of a
dividend) or paying any management fee to its parent holding company if the depository institution would thereafter be undercapitalized.  As of
December 31, 2005, the total risk-based capital maintained by Central Pacific Bank in excess of minimum capital requirements was $136.3
million.

Affiliate Transactions

There are various restrictions on the ability of the holding company and its non-bank subsidiaries to borrow from, and engage in certain other
transactions with, our subsidiary bank. In general, these restrictions require that any extensions of credit must be secured by designated amounts
of specified collateral and are limited, as to any one of the holding company or its non-bank subsidiaries, to 10% of our subsidiary bank�s capital
stock and surplus, and, as to the holding company and all such non-bank subsidiaries in the aggregate, to 20% of our subsidiary bank�s capital
stock and surplus.

Federal law also provides that extensions of credit and other transactions between our subsidiary bank and the holding company or one of its
non-bank subsidiaries must be on terms and conditions, including credit standards, that are substantially the same or at least as favorable to our
subsidiary bank as those prevailing at the time for comparable transactions involving other non-affiliated companies or, in the absence of
comparable transactions, on terms and conditions, including credit standards, that in good faith would be offered to, or would apply to,
non-affiliated companies.

Source of Strength Doctrine

Federal Reserve Board policy requires bank holding companies to act as a source of financial and managerial strength to their subsidiary banks.
Under this policy, we are expected to commit resources to support our subsidiary bank, including at times when we may not be in a financial
position to provide it. Any capital loan by a bank holding company to any of its subsidiary banks is subordinate in right of payment to deposits
and to certain other indebtedness of such subsidiary banks. The BHC Act provides that, in the event of a bank holding company�s bankruptcy,
any commitment by the bank holding company to a federal bank regulatory agency to maintain the capital of a subsidiary bank will be assumed
by the bankruptcy trustee and entitled to priority of payment.

Capital Adequacy and Prompt Corrective Action

Banks and bank holding companies are subject to various regulatory capital requirements administered by state and federal banking agencies.
Capital adequacy guidelines and, additionally for banks, prompt corrective action regulations, involve quantitative measures of assets, liabilities,
and certain off-balance-sheet items calculated under regulatory accounting practices. Capital amounts and classifications are also subject to
qualitative judgments by regulators about components, risk weighting and other factors.

The FDIC and the DFI have substantially similar risk-based capital ratio and leverage ratio guidelines for banking organizations. The guidelines
are intended to ensure that banking organizations have adequate capital given the risk levels of assets and off-balance sheet financial
instruments. Under the guidelines, banking organizations are required to maintain minimum ratios for Tier 1 capital and total capital to
risk-weighted assets (including certain off-balance sheet items, such as letters of credit). For purposes of
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calculating the ratios, a banking organization�s assets and some of its specified off-balance sheet commitments and obligations are assigned to
various risk categories. A depository institution�s or holding company�s capital, in turn, is classified in one of three tiers, depending on type:

•  Core Capital (Tier 1).   Tier 1 capital includes common equity, retained earnings, qualifying non-cumulative
perpetual preferred stock, a limited amount of qualifying cumulative perpetual stock at the holding company level,
minority interests in equity accounts of consolidated subsidiaries, less goodwill, most intangible assets and certain
other assets.

•  Supplementary Capital (Tier 2).   Tier 2 capital includes, among other things, perpetual preferred stock not
meeting the Tier 1 definition, qualifying mandatory convertible debt securities, qualifying subordinated debt, and
allowances for possible loan losses, subject to limitations.

•  Market Risk Capital (Tier 3).   Tier 3 capital includes qualifying unsecured subordinated debt.

We, like other bank holding companies, are required to maintain Tier 1 capital and �total capital� (the sum of Tier 1, Tier 2 and Tier 3 capital)
equal to at least 4.0% and 8.0%, respectively, of total risk-weighted assets (including various off-balance-sheet items, such as standby letters of
credit). Our subsidiary bank, like other depository institutions, is required to maintain similar capital levels under capital adequacy guidelines.
For a depository institution to be considered �well capitalized� under the regulatory framework for prompt corrective action, its Tier 1 and total
capital ratios must be at least 6.0% and 10.0% on a risk-adjusted basis, respectively.

Bank holding companies and banks subject to the market risk capital guidelines are required to incorporate market and interest rate risk
components into their risk-based capital standards. Under the market risk capital guidelines, capital is allocated to support the amount of market
risk related to a financial institution�s ongoing trading activities.

Bank holding companies and banks are also required to comply with minimum leverage ratio requirements. The leverage ratio is the ratio of a
banking organization�s Tier 1 capital to its total adjusted quarterly average assets (as defined for regulatory purposes). The requirements
necessitate a minimum leverage ratio of 3.0% for financial holding companies and national banks that either have the highest supervisory rating
or have implemented the appropriate federal regulatory authority�s risk-adjusted measure for market risk. All other financial holding companies
and banks are required to maintain a minimum leverage ratio of 4.0%, unless a different minimum is specified by an appropriate regulatory
authority. For a depository institution to be considered �well capitalized� under the regulatory framework for prompt corrective action, its leverage
ratio must be at least 5.0%. The Federal Reserve Board has not advised Central Pacific of any specific minimum leverage ratio applicable to it.

The Federal Deposit Insurance Act, as amended (�FDIA�), requires among other things, the federal banking agencies to take �prompt corrective
action� in respect of depository institutions that do not meet minimum capital requirements. The FDIA sets forth the following five capital tiers:
�well capitalized,� �adequately capitalized,� �undercapitalized,� �significantly undercapitalized� and �critically undercapitalized.� A depository institution�s
capital tier will depend upon how its capital levels compare with various relevant capital measures and certain other factors, as established by
regulation. The relevant capital measures are the total capital ratio, the Tier 1 capital ratio and the leverage ratio.

Under the regulations adopted by the federal regulatory authorities, a bank will be: (i) �well capitalized� if the institution has a total risk-based
capital ratio of 10.0% or greater, a Tier 1 risk-based capital ratio of 6.0% or greater, and a leverage ratio of 5.0% or greater, and is not subject to
any order or written directive by any such regulatory authority to meet and maintain a specific capital level for any capital measure;
(ii) �adequately capitalized� if the institution has a total risk-based capital ratio of 8.0% or greater, a Tier 1 risk-based capital ratio of 4.0% or
greater, and a leverage ratio of 4.0% or greater (3.0% in certain circumstances) and is not �well capitalized�; (iii) �undercapitalized� if the institution
has a

9

Edgar Filing: CENTRAL PACIFIC FINANCIAL CORP - Form 10-K

11



total risk-based capital ratio that is less than 8.0%, a Tier 1 risk-based capital ratio of less than 4.0% or a leverage ratio of less than 4.0% (3.0%
in certain circumstances); (iv) �significantly undercapitalized� if the institution has a total risk-based capital ratio of less than 6.0%, a Tier 1
risk-based capital ratio of less than 3.0% or a leverage ratio of less than 3.0%; and (v) �critically undercapitalized� if the institution�s tangible
equity is equal to or less than 2.0% of average quarterly tangible assets. An institution may be downgraded to, or deemed to be in, a capital
category that is lower than indicated by its capital ratios if it is determined to be in an unsafe or unsound condition or if it receives an
unsatisfactory examination rating with respect to certain matters. A bank�s capital category is determined solely for the purpose of applying
prompt corrective action regulations, and the capital category may not constitute an accurate representation of the bank�s overall financial
condition or prospects for other purposes.

The FDIA generally prohibits a depository institution from making any capital distributions (including payment of a dividend) or paying any
management fee to its parent holding company if the depository institution would thereafter be undercapitalized. Undercapitalized institutions
are subject to growth limitations and are required to submit a capital restoration plan. The agencies may not accept such a plan without
determining, among other things, that the plan is based on realistic assumptions and is likely to succeed in restoring the depository institution�s
capital. In addition, for a capital restoration plan to be acceptable, the depository institution�s parent holding company must guarantee that the
institution will comply with such capital restoration plan. The aggregate liability of the parent holding company is limited to the lesser of (i) an
amount equal to 5.0% of the depository institution�s total assets at the time it became undercapitalized and (ii) the amount which is necessary (or
would have been necessary) to bring the institution into compliance with all capital standards applicable with respect to such institution as of the
time it fails to comply with the plan. If a depository institution fails to submit an acceptable plan, it is treated as if it is �significantly
undercapitalized.�

�Significantly undercapitalized� depository institutions may be subject to a number of requirements and restrictions, including orders to sell
sufficient voting stock to become �adequately capitalized,� requirements to reduce total assets, and cessation of receipt of deposits from
correspondent banks. �Critically undercapitalized� institutions are subject to the appointment of a receiver or conservator.
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As of December 31, 2005, our capital ratios and the capital ratios of Central Pacific Bank exceeded the minimum thresholds for a
�well-capitalized� institution. The following table sets forth actual and required capital ratios as of December 31, 2005 and 2004:

Minimum required for Minimum required
Actual capital adequacy purposes to be well-capitalized
Amount Ratio      Amount          Ratio     Amount Ratio
(Dollars in thousands)

Company
As of December 31, 2005:
Tier 1 risk-based capital $ 477,828 10.68 % $ 178,984 4.00 % $ 268,477 6.00 %
Total risk-based capital 533,771 11.93 357,969 8.00 447,461 10.00
Leverage capital 477,828 10.00 191,058 4.00 238,822 5.00
As of December 31, 2004:
Tier 1 risk-based capital $ 351,705 9.67 % $ 145,445 4.00 % $ 218,167 6.00 %
Total risk-based capital 397,300 10.93 290,890 8.00 363,612 10.00
Leverage capital 351,705 8.11 173,466 4.00 216,832 5.00
Central Pacific Bank
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