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PART I
ITEM 1. BUSINESS
FIRST HAWAIIAN, INC. -

First Hawaiian, Inc. (the "Corporation"), a Delaware corporation, is a
registered bank holding company under the Bank Holding Company Act of 1956, as
amended (the "BHCA"). As a bank holding company, the Corporation is allowed to
acquire or invest in the securities of companies that are engaged in banking or
in activities closely related to banking as authorized by the Board of Governors
of the Federal Reserve System (the "Federal Reserve Board"). The Corporation,
through its subsidiaries, operates a general commercial banking business and
other businesses related to banking. Its principal assets are its investments in
First Hawaiian Bank (the "Bank"), a State of Hawaii chartered bank; First
Hawaiian Creditcorp, Inc. ("Creditcorp") and FHL Lease Holding Company, Inc.
("FHL"), each a financial services loan company; Pacific One Bank ("Pacific
One"), a State of Oregon chartered bank with authority to operate interstate
branches in Washington and Idaho; and First Hawaiian Capital I (the "Trust"), a
Delaware business trust. The Bank, Creditcorp, FHL, Pacific One and the Trust
are wholly-owned subsidiaries of the Corporation. At December 31, 1997, the
Corporation had consolidated total assets of $8.1 billion, total deposits of
$6.1 billion and total stockholders' equity of $731.7 million.

Based on assets as of June 30, 1997, the Corporation was the 68th largest bank
holding company in the United States as reported in the American Banker.

FIRST HAWAIIAN BANK -

The Bank, the oldest financial institution in Hawaii, was established as Bishop
& Co. in 1858 in Honolulu. The Bank is a State of Hawaii-chartered bank that is
not a member of the Federal Reserve System. The deposits of the Bank are insured
by the Bank Insurance Fund (the "BIF") and the Savings Association Insurance
Fund (the "SAIF") of the Federal Deposit Insurance Corporation (the "FDIC") to
the extent and subject to the limitations set forth in the Federal Deposit
Insurance Act, as amended (the "FDIA").

On April 18, 1997, Pioneer Federal Savings Bank ("Pioneer"), a former
wholly-owned subsidiary of the Corporation, was merged with and into the Bank.
As a result of the merger, five Pioneer branches became branches of the Bank and
14 branches were closed.

The Bank is a full-service bank conducting a general commercial and consumer
banking business and offering trust and insurance services. Its banking
activities include receiving demand, savings and time deposits for personal and
commercial accounts; making commercial, agricultural, real estate and consumer
loans; acting as a United States tax depository facility; providing money
transfer and cash management services; selling traveler's checks, personal money
orders, cash management services, insurance products, mutual funds and
annuities; issuing letters of credit; handling domestic and foreign collections;
providing safe deposit and night depository facilities; offering lease
financing; and investing in U.S. Treasury securities and securities of other
U.S. government agencies and corporations and state and municipal securities.

At December 31, 1997, the Bank had total deposits of $5.0 billion and total
assets of $6.6 billion, making it the second largest bank in Hawaii.
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DOMESTIC SERVICES -
The domestic operations of the Bank are carried out through its main banking
office located in Honolulu, Hawaii, with 59 other banking offices located
throughout the State of Hawaii. All but two of the banking offices are equipped
with automatic teller machines that provide 24-hour service to customers wishing
to make withdrawals from and deposits to their personal checking accounts, to
transfer funds between checking and savings accounts, to make balance inquiries,
to obtain interim bank statements and to make utility and loan payments.
Fifty-three automatic teller machines at nonbranch locations provide balance
inquiry and withdrawal transaction services only. The Bank is a member of the
CIRRUS(R)/MasterCard(R), Plus(R)/VISA(R) and Star System(R) automatic teller
machine networks, which provide the Bank's customers with access to their funds
nationwide and in selected foreign countries.

LENDING ACTIVITIES -
The Bank engages in a broad range of lending activities, including making real
estate, commercial and consumer loans. At December 31, 1997, the Bank's loans
totalled $5.1 billion, representing 76.3% of total assets. At that date, 50.7%
of the loans were construction, commercial and residential real estate loans,
26.2% were commercial loans, 11.9% were consumer loans, 6.2% were foreign loans
and 5.0% were leases.

REAL ESTATE LENDING--CONSTRUCTION. The Bank provides construction financing for
a variety of commercial and residential single-family subdivision and
multi-family developments. At December 31, 1997, 5.1% of the Bank's total real
estate loans were collateralized by properties under construction.

REAL ESTATE LENDING--COMMERCIAL. The Bank provides permanent financing for a
variety of commercial developments, such as various retail facilities,
warehouses and office buildings. At December 31, 1997, 30.4% of the Bank's total
real estate loans were collateralized by commercial properties.

REAL ESTATE LENDING--RESIDENTIAL. The Bank makes residential real estate loans,
including home equity loans, to enable borrowers to purchase, refinance or
improve residential real property. The loans are collateralized by mortgage
liens on the related property, substantially all of which is located in Hawaii.
At December 31, 1997, 64.5% of the Bank's total real estate loans were
collateralized by single-family and multi-family residences.

COMMERCIAL LENDING. The Bank is a major lender to primarily small- and
medium-sized businesses (including local subsidiaries and operations of foreign
companies) in Hawaii and Hawaii companies doing business overseas (with
particular emphasis on those companies with operations in the Asia-Pacific
region).

CONSUMER LENDING. The Bank offers many types of loans and credits to consumers.
The Bank provides lines of credit, uncollateralized or collateralized, and
provides various types of personal and automobile loans. The Bank also provides
indirect consumer automobile financing on new and used autos by purchasing
finance contracts from dealers. The Bank's Dealer Center is the largest
commercial bank automobile lender in the State of Hawaii. The Bank is the
largest issuer of MasterCard(R) credit cards and the second largest issuer of
VISA(R) credit cards in Hawaii.

INTERNATIONAL BANKING SERVICES -
The Bank maintains an International Banking Division which provides
international banking products and services through the Bank's branch system,
international banking headquarters in Honolulu, a Grand Cayman branch, two Guam
branches, a branch in Saipan and a representative office in Tokyo, Japan. The
Bank maintains a network of correspondent banking relationships throughout the
world.

The Bank's international banking activities are primarily trade-related and are
concentrated in the Asia-Pacific area.
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TRUST SERVICES -
The Bank's Trust and Investments Division offers a full range of trust and
investment management services. The Trust and Investments Division provides
asset management, advisory and administrative services for estates, trusts and
individuals. It also acts as trustee and custodian of retirement and other
employee benefit plans. At December 31, 1997, the Trust and Investments Division
had 5,305 accounts with a market value of $9.2 billion. Of this total, $6.9
billion represented assets in nonmanaged accounts and $2.3 billion were managed
assets.

The Trust and Investments Division maintains custodial accounts pursuant to
which it acts as agent for customers in rendering a variety of services,
including dividend and interest collection, collection under installment
obligations and rent collection.

INSURANCE SERVICES -
The Bank, through a wholly-owned subsidiary, offers insurance needs analysis for
individuals, families and businesses as well as insurance products such as life,
disability and long-term care.

FIRST HAWAIIAN CREDITCORP, INC. -

Creditcorp is a financial services loan company with 12 branch offices located
throughout the four major islands of the State of Hawaii, a branch in Guam and a
loan subsidiary in Oregon. The Corporation plans to merge Creditcorp with and
into the Bank in mid-1998. In the process, the 12 branches in Hawaii and one
branch in Guam are expected to be closed.

The lending activities of Creditcorp are concentrated in both consumer and
commercial financings which are primarily collateralized by real estate.

Creditcorp's primary source of funds is time and savings deposits from the
general public. The deposits are insured by the BIF of the FDIC to the extent
and subject to the limitations set forth in the FDIA.

Creditcorp also utilizes borrowings as an additional source of funding for its
loan portfolio and is a member of the Federal Home Loan Bank of Seattle (the
"FHLB of Seattle"), which provides a central credit facility for member
institutions. At December 31, 1997, Creditcorp was required, in accordance with
the rules and regulations of the FHLB of Seattle, to maintain a minimum level of
capital stock ownership of $2.4 million in this regional facility. At December
31, 1997, Creditcorp's investment in the capital stock of the FHLB of Seattle
totalled $8.5 million and advances from the FHLB of Seattle aggregated $11.0
million.

At December 31, 1997, Creditcorp had total deposits of $361.8 million, total
loans of $385.4 million and total assets of $430.4 million.

FHL LEASE HOLDING COMPANY, INC. -

FHL, a financial services loan company, primarily finances and leases personal
property including equipment and vehicles, and acts as an agent, broker or
advisor in the leasing or financing of such property for affiliates as well as
third parties. On January 1, 1997, FHL sold certain leases to the Bank through a
new subsidiary of the Bank. FHL is in a runoff mode and all new leveraged and
direct financing leases are recorded by the new subsidiary of the Bank.

At December 31, 1997, FHL's net investment in leases amounted to $74.2 million
and total assets were $102.3 million. FHL's primary source of funds is
borrowings from the Corporation.
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PACIFIC ONE BANK -

Pacific One is a full-service bank conducting general commercial and consumer
banking services, including receiving demand, savings and time deposits; making
commercial, agricultural, real estate and consumer loans; selling international
and cash management services and mutual funds and annuities. On December 31,
1997, Pacific One Bank, National Association, another wholly-owned subsidiary of
the Corporation, was merged with and into Pacific One.

Pacific One, headquartered in Portland, Oregon, is a State of Oregon-chartered
bank with authority to operate interstate branches in Washington and Idaho and
is not a member of the Federal Reserve System. Its deposits are insured by the
BIF and SAIF of the FDIC to the extent, and subject to the limitations, set
forth in the FDIA.

At December 31, 1997, Pacific One had total deposits of $723.5 million, total
loans of $702.0 million and total assets of $915.6 million.

FIRST HAWAIIAN CAPITAL I -

The Trust is a Delaware business trust which was formed in 1997. The Trust
issued $100,000,000 aggregate liquidation amount of its Capital Securities (the
"Capital Securities") in 1997 and used the proceeds therefrom to purchase junior
subordinated deferrable interest debentures of the Corporation. The Capital
Securities qualify as Tier 1 Capital of the Corporation and are fully and
unconditionally guaranteed by the Corporation.

At December 31, 1997, the Trust's total assets were $107.4 million.
HAWAII COMMUNITY REINVESTMENT CORPORATION -

In an effort to support affordable housing and as part of the Bank's and
Creditcorp's community reinvestment program, the Bank and Creditcorp are members
of the Hawaii Community Reinvestment Corporation (the "HCRC"). The HCRC is a
consortium of local financial institutions that provides $50 million in
permanent long-term financing for affordable housing rental projects throughout
Hawaii for low and moderate income residents.

The $50 million loan pool is funded by the member financial institutions which
participate pro rata (based on deposit size) in each HCRC loan. The Bank's and
Creditcorp's participations in these HCRC loans are included in these companies'
respective loan portfolios.

HAWAII INVESTORS FOR AFFORDABLE HOUSING, INC. -

To further enhance the Bank's and Creditcorp's community reinvestment program
and provide support for the development of additional affordable housing rental
units in Hawaii, the Bank and Creditcorp, together with other HCRC member
institutions, have subscribed to a $19.7 million tax credit equity fund ("Hawaii
Affordable Housing Fund I"). The Bank and other HCRC members have also
subscribed to a $20.0 million tax credit equity fund ("Hawaii Affordable Housing
Fund II").

Hawaii Affordable Housing Fund I and Hawaii Affordable Housing Fund II (the
"Funds") have been established to invest in qualified low income housing tax
credit rental projects and to ensure that these projects are maintained as low
income housing throughout the required compliance period. The Bank's and
Creditcorp's investments in these Funds are included in these companies'
respective investment portfolios.
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EMPLOYEES -

At December 31, 1997, the Corporation had 3,199 full-time equivalent employees.
The Bank employed 2,672 persons and the Corporation's other subsidiaries
employed 527 persons. None are represented by any collective bargaining
agreements and relations with employees are considered excellent.

MONETARY POLICY AND ECONOMIC CONDITIONS -

The earnings and business of the Corporation are affected not only by general
economic conditions (both domestic and international), but also by the monetary
policies of various governmental regulatory authorities of (i) the United States
and foreign governments and (ii) international agencies. In particular, the
Corporation's earnings and growth may be affected by actions of the Federal
Reserve Board in connection with its implementation of national monetary policy
through its open market operations in United States Government securities,
control of the discount rate and establishment of reserve requirements against
both member and nonmember financial institutions' deposits. These actions have a
significant effect on the overall growth and distribution of loans, investments
and deposits as well as on the rates earned on loans or paid on deposits.

It is not possible to predict the effect of future changes in monetary policies
upon the operating results of the Corporation.

COMPETITION -

Competition in the financial services industry in Hawaii is intense.
Hawaii-based commercial banks, savings institutions, financial services loan
companies and credit unions compete against one another. Based upon the latest
available figures, total deposits of all financial institutions in Hawaii as of
September 30, 1997 amounted to approximately $24 billion. The principal
subsidiaries of the two largest bank holding companies, Pacific Century
Financial Corporation and the Corporation, accounted for 35% and 22% of total
deposits (including domestic, foreign and public deposits), respectively. The
next largest competitors were American Savings Bank, F.S.B. and Bank of America,
F.S.B., with 9% and 8%, respectively, of total deposits. In December 1997,
American Savings Bank, F.S.B. acquired the Hawaii assets and deposits of Bank of
America, F.S.B. In addition, out-of-state mutual funds, insurance companies,
brokerage firms and other financial services providers also compete for consumer
and commercial business in Hawaii.

Foreign (non-Hawaii) banks and other financial institutions are able to make
loans in Hawaii through Edge Act subsidiaries, finance and mortgage company
subsidiaries and by loan participations with local banks. United States domestic
banks and other financial institutions may make loans directly in Hawaii by
qualifying as "foreign lenders" in Hawaii. Foreign banks currently conduct
various banking activities in Hawaii, except for retail deposit-taking. Banks
and bank holding companies organized under the laws of Pacific Ocean
jurisdictions with United States dollar- based economies may acquire Hawaii
banks or establish branches in Hawaii, although none has done so to date. Banks
and similar financial institutions of countries other than the United States may
and do have representative offices or agencies in Hawaii.

The Riegle-Neal Interstate Banking and Branching Efficiency Act of 1994, among
other things, eliminated substantially all state law barriers to the acquisition
of banks by out-of-state bank holding companies, effective September 29, 1995.
The law also permits interstate branching by banks in all states other than
those which have "opted out". Effective June 1, 1997, Hawaii law permits
out-of-state banks to acquire branches located in Hawaii by purchasing or
merging with a Hawaii state bank or a national banking association having its
headquarters located in Hawaii. However, out-of-state banks are not permitted to
establish de novo branches or purchase individual
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branches located in Hawaii. The States of Washington, Oregon and Idaho (where
Pacific One operates) each have adopted similar legislation. These new federal
and state laws may increase competition within the markets in which the
Corporation now operates, but the Corporation cannot predict whether and to what
extent competition will increase in those markets.

SUPERVISION AND REGULATION -

As a registered bank holding company, the Corporation is subject to supervision
and examination by the Federal Reserve Board under the BHCA. The various
subsidiaries of the Corporation are subject to regulation and supervision by the
state banking authorities of Hawaii, Washington, Oregon and Idaho, as well as
the FDIC and various other regulatory agencies.

HOLDING COMPANY STRUCTURE. In general, the BHCA limits the business of bank
holding companies to owning or controlling banks and engaging in such other
activities as the Federal Reserve Board may determine to be so closely related
to banking as to be a proper incident thereto. The Corporation must obtain the
prior approval of the Federal Reserve Board before acquiring direct or indirect
ownership or control of any voting shares of any bank if after such acquisition
it would own or control, directly or indirectly, more than 5% of the voting
shares of such bank; before merging or consolidating with another bank holding
company; and before acquiring substantially all of the assets of any additional
bank. wWith certain exceptions, the BHCA prohibits bank holding companies from
acquiring direct or indirect ownership or control of more than 5% of any class
of voting shares in any company which is not a bank or a bank holding company,
unless the Federal Reserve Board determines that the activities of such company
are so closely related to banking as to be a proper incident thereto. In making
such determinations, the Federal Reserve Board considers, among other things,
whether the performance of such activities by a bank holding company would offer
benefits to the public that outweigh possible adverse effects. In addition, all
acquisitions are reviewed by the Department of Justice for antitrust
considerations.

As a holding company, the principal source of the Corporation's cash revenue has
been dividends and interest received from the Bank and other subsidiaries of the
Corporation. Under Hawaii law, the Bank is prohibited from declaring or paying
any dividends in excess of its retained earnings. Creditcorp and Pacific One are
also subject to regulatory limitations on the amount of dividends they may
declare and pay. At December 31, 1997, the aggregate amount of dividends that
such subsidiaries could pay to the Corporation under the foregoing limitations
without prior regulatory approval was $261.8 million. There are also statutory
limits on the transfer of funds to the Corporation and certain of its nonbanking
subsidiaries by the Bank, Creditcorp and Pacific One, whether in the form of
loans or other extensions of credit, investments or asset purchases. Such
transfers by the Bank to the Corporation or any such nonbanking subsidiary are
limited in amount to 10% of the Bank's capital and surplus, or 20% in the
aggregate. Creditcorp and Pacific One are subject to comparable limitations.
Furthermore, such loans and extensions of credit are required to be
collateralized in specified amounts.

If, in the opinion of the applicable regulatory authority, a bank under its
jurisdiction is engaged in or is about to engage in an unsafe or unsound
practice (which, depending on the financial condition of the bank, could include
the payment of dividends), such authority may require, after notice and hearing,
that such bank cease and desist from such practice. The Federal Reserve Board
and the FDIC have issued policy statements which provide that, as a general
matter, insured banks and bank holding companies should only pay dividends out
of current operating earnings. In addition, the regulatory capital requirements
of the Federal Reserve Board and the FDIC may limit the ability of the
Corporation and its insured depository subsidiaries to pay dividends. See
"Federal Deposit Insurance Corporation Improvement Act of 1991" and "Capital
Requirements," below.
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Under Federal Reserve Board policy, a bank holding company is expected to act as
a source of financial strength to each subsidiary bank and to make capital
infusions into a troubled subsidiary bank, and the Federal Reserve Board may
charge the bank holding company with engaging in unsafe and unsound practices
for failure to commit resources to a subsidiary bank. This capital infusion may
be required at times when the Corporation may not have the resources to provide
it. Any capital loans by the Corporation to one of its subsidiary banks would be
subordinate in right of payment to deposits and to certain other indebtedness of
such subsidiary bank.

In addition, depository institutions insured by the FDIC can be held liable for
any losses incurred by, or reasonably expected to be incurred by, the FDIC after
August 9, 1989 in connection with (i) the default of a commonly controlled
FDIC-insured depository institution or (ii) any assistance provided by the FDIC
to a commonly controlled FDIC-insured depository institution in danger of
default. "Default" is defined generally as the appointment of a conservator or
receiver and "in danger of default" is defined generally as the existence of
certain conditions indicating that a "default" is likely to occur in the absence
of regulatory assistance. Accordingly, in the event that any insured subsidiary
of the Corporation causes a loss to the FDIC, other insured subsidiaries of the
Corporation could be required to compensate the FDIC by reimbursing it for the
amount of such loss. Any such obligation by the Corporation's insured
subsidiaries to reimburse the FDIC would rank senior to their obligations, if
any, to the Corporation.

FEDERAL DEPOSIT INSURANCE CORPORATION IMPROVEMENT ACT OF 1991. A central feature
of the Federal Deposit Insurance Corporation Improvement Act of 1991 ("FDICIA")
is the requirement that the federal banking agencies take "prompt corrective
action" with respect to insured depository institutions that do not meet minimum
capital requirements. FDICIA established five capital levels applicable to such
institutions (including the Bank, Creditcorp and Pacific One): "well
capitalized," "adequately capitalized," "undercapitalized," "significantly
undercapitalized" and "critically undercapitalized." Under the regulations
adopted by the federal banking agencies to implement these provisions of FDICIA,
a depository institution is "well capitalized" if it has (i) a total risk-based
capital ratio of 10% or greater, (ii) a Tier 1 risk-based capital ratio of 6% or
greater, (iii) a leverage ratio of 5% or greater and (iv) is not subject to any
written agreement, order or directive to meet and maintain a specific capital
level for any capital measure. An "adequately capitalized" depository
institution is defined as one that has (i) a total risk-based capital ratio of
8% or greater, (ii) a Tier 1 risk-based capital ratio of 4% or greater and (iii)
a leverage ratio of 4% or greater (or 3% or greater in the case of a bank with a
composite CAMEL rating of 1). A depository institution is considered (i)
"undercapitalized" if it has (A) a total risk-based capital ratio of less than
8%, (B) a Tier 1 risk-based capital ratio of less than 4% or (C) a leverage
ratio of less than 4% (or 3% in the case of an institution with a CAMEL rating
of 1), (ii) "significantly undercapitalized" if it has (A) a total risk-based
capital ratio of less than 6%, (B) a Tier 1 risk-based capital ratio of less
than 3% or (C) a leverage ratio of less than 3% and (iii) "critically
undercapitalized" if it has a ratio of tangible equity to total assets equal to
or less than 2%. An institution may be deemed by the regulators to be in a
capitalization category that is lower than is indicated by its actual capital
position if, among other things, it receives an unsatisfactory examination
rating. At December 31, 1997, all of the Corporation's subsidiary depository
institutions were "well capitalized."

FDICIA generally prohibits a depository institution from making any capital
distribution (including payment of a cash dividend) or paying any management
fees to its holding company if the depository institution is, or would
thereafter be, undercapitalized. Undercapitalized depository institutions are
subject to growth limitations and are required to submit a capital restoration
plan. The federal banking agencies may not accept a capital 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 under such guarantee is limited to the lesser of (i) an amount
equal to 5% of the depository institution's total assets at the time it became
undercapitalized, or (ii) the amount which is necessary (or would have been
necessary) to bring the institution into compliance with all capital standards
applicable 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.



10

Significantly undercapitalized depository institutions may be subject to a
number of other 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 may not make any payments of interest
or principal on their subordinated debt and are subject to the appointment of a
receiver or conservator, generally within 90 days of the date such institution
becomes critically undercapitalized. In addition, the FDIC has adopted
regulations under FDICIA prohibiting an insured depository institution from
accepting brokered deposits (as defined by the regulations) unless the
institution is "well capitalized" or is "adequately capitalized" and receives a
waiver from the FDIC.

The FDIC has implemented a risk-based deposit insurance assessment system under
which the assessment rate for an insured institution may vary according to the
regulatory capital levels of the institution and other factors (including
supervisory evaluations). Depository institutions insured by the BIF which are
ranked in the top risk classification category currently have no annual
assessment for deposit insurance while all other banks are required to pay
premiums ranging from .03% to .27% of domestic deposits. As a result of the
enactment on September 30, 1996 of the Economic Growth and Regulatory Paperwork
Reduction Act of 1996 (the "Deposit Funds Act"), the deposit insurance premium
assessment rates for depository institutions insured by the SAIF were reduced,
effective January 1, 1997, to the same rates as apply to depository institutions
insured by the BIF. The Deposit Funds Act also provided for a one-time
assessment of 65.7 basis points on all SAIF-insured deposits in order to fully
recapitalize the SAIF (which assessment was paid by the Corporation in 1996),
and imposes annual assessments on all depository institutions to pay interest on
bonds issued by the Financing Corporation (the "FICO0"