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GLOSSARY OF TERMS

Defined below are certain terms used in this report

Terms

1935 Act
2005 Act
AES Hawaii
ASB

BIF
BLNR
Btu
CERCLA
Chevron

Company

Consumer Advocate
CT
D&O
DOD
DOH
DSM
DTCC
ECA
EPA
ERL
FDIC
FDICIA
federal
FERC

Definitions

Public Utility Holding Company Act of 193
Public Utility Holding Company Act of 200
AES Hawaii, Inc., formerly known as AES Barbersrpinc.

American Savings Bank, F.S.B., a whotiyned subsidiary of HEI Diversified, Inc. and pareompany of America
Savings Investment Services Corp. (and its subrsidiace March 15, 2001, Bishop Insurance Agenchaivaii,
Inc.) and AdCommunications, Inc. Former subsidanmelude American Savings Mortgage Co., Inc. @isd in
July 2003) and ASB Service Corporation (dissolvedanuary 2004) and ASB Realty Corporation (dissbin
May 2005).

Bank Insurance Fun

Board of Land and Natural Resources of the Statd¢esfaii

British thermal uni

Comprehensive Environmental Response, Compensatidhiability Act
Chevron Products Company, a fuel oil supg

When used in Hawaiian Electric Industries, Inctises, the* Compan” refers to Hawaiian Electric Industries, li
and its direct and indirect subsidiaries, includwghout limitation, Hawaiian Electric Company cln
Maui Electric Company, Limited, Hawaii Electric lligCompany, Inc., HECO Capital Trust llI*, Renewabl
Hawaii, Inc., HEI Diversified, Inc., American Sag® Bank, F.S.B. and its subsidiaries, Pacific Eperg
Conservation Services, Inc., HEI Properties, IHgGap Management, Inc. (in dissolution), Hawaiideckic
Industries Capital Trust II*, Hawaiian Electric mstries Capital Trust IlI*, The Old Oahu Tug Sesyitnc.
(formerly Hawaiian Tug & Barge Corp.) and HEI Pov@arp. and its subsidiaries (discontinued operatiemcept
for subsidiary HEI Investments, Inc.). Former sdizsies include HECO Capital Trust | (dissolved agcninated
in 2004)*, HECO Capital Trust Il (dissolved andnténated in 2004)*, HEI District Cooling, Inc. (ddsed in
October 2003), ProVision Technologies, Inc. (salduly 2003), HEI Leasing, Inc. (dissolved in O&pB003),
Hawaiian Electric Industries Capital Trust | (dissal and terminated in 2004)*, HEI Preferred FuigdibP
(dissolved and terminated in 2004)*, Malama Padfarp. (discontinued operations, dissolved in 20@4), ASB
Service Corporation (dissolved in January 2004)disslolved HEIPC subsidiaries (discontinued openai).
(*unconsolidated subsidiaries as of January 1, 004

When used in Hawaiian Electric Company, Inc. segtiesheCompan™ refers to Hawaiian Electric Company, li
and its direct subsidiaries, including, withoutiiation, Maui Electric Company, Limited, Hawaii Eteic Light
Company, Inc., HECO Capital Trust Il and Renewadtidavaii, Inc. Former subsidiaries include HECO Galpi
Trust | (dissolved and terminated in 2004)* and KECapital Trust Il (dissolved and terminated in 2P0
(*unconsolidated subsidiaries as of January 1,

Division of Consumer Advocacy, Department of Comeeesind Consumer Affairs of the State of Hay
Combustion turbin

Decision and orde

Department of Defens federal

Department of Health of the State of Haw

Demant-side managemel

Dual-train combine-cycle

Energy cost adjustme

U.S. Environmental Protection Agen

Environmental Response Law of the State of Ha

Federal Deposit Insurance Corporat

Federal Deposit Insurance Corporation ImprovementoA1991
U.S. Governmer

Federal Energy Regulatory Commiss



FHLB
FICO

Federal Home Loan Bar

Financing Corporatio
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Terms

FIRREA
HCPC
HC&S
HECO

HECO'’s Consolidated
Financial
Statements

HECO’s MD&A

HEI

HEI's Consolidated
Financial
Statements

HEI's MD&A

HEI’s 2006 Proxy
Statement

HEIDI

HEII
HEIPC

HEIPC Group
HEIPI
HELCO

HEP

HITI

HRD

HTB

IPP
IRP

Kalaeloa

GLOSSARY OF TERMS (continued)

Definitions

Financial Institutions Reform, Recovery, and Enéonent Act of 198!

Hilo Coast Power Company, formerly Hilo Coast Pesieg Compan
Hawaiian Commercial & Sugar Company, a divisioi&B -Hawaii, Inc.

Hawaiian Electric Company, Inc., an electric wikubsidiary of Hawaiian Electric Industries, laod paren
company of Maui Electric Company, Limited, Hawaleé&tric Light Company, Inc., HECO Capital Trust‘lind
Renewable Hawaii, Inc. Former subsidiaries inclH@CO Capital Trust | (dissolved and terminated ®42)* anc
HECO Capital Trust Il (dissolved and terminate@@®4)*. (*unconsolidated subsidiaries as of Jandar3004)

Hawaiian Electric Company, Inc.’s Consolidated Ficial Statements incorporated into Parts I, llalid 1V of this
Form 10-K, which is filed as HECO Exhibit 99.4 aindorporated into this Form 10-K by reference

Hawaiian Electric Company, Inc.’s Management’'s Dggion and Analysis of Financial Condition and Rssof
Operations in Item 7 here

Hawaiian Electric Industries, Inc., direct pareatnpany of Hawaiian Electric Company, Inc., HEI Dsiéied, Inc.,
Pacific Energy Conservation Services, Inc., HEIgerties, Inc., Hycap Management, Inc., Hawaiiarctie
Industries Capital Trust II*, Hawaiian Electric mstries Capital Trust 1lI*, The Old Oahu Tug Sesyitnc.
(formerly Hawaiian Tug & Barge Corp.) and HEI Pov@arp. (discontinued operations, except for subsydHEI
Investments, Inc.). Former subsidiaries include Bistrict Cooling, Inc. (dissolved in October 200BYyoVision
Technologies, Inc. (sold in July 2003), HEI Leasilg. (dissolved in October 2003), Hawaiian Eliectndustries
Capital Trust | (dissolved and terminated in 200dntl Malama Pacific Corp. (discontinued operatidissolved
in June 2004). (*unconsolidated subsidiaries akaafiary 1, 2004

Hawaiian Electric Industries, I's Consolidated Financial Statements in Item 8 he

Hawaiian Electric Industries, Inc.’s Managementisddission and Analysis of Financial Condition arebits of
Operations in Item 7 here

Portions of Hawaiian Electric Industries, Inc.’s0B0Proxy Statement to be filed, which portionsiaoerporated into
this Form 1-K by reference

HEI Diversified, Inc., a wholl-owned subsidiary of Hawaiian Electric Industries;.land the parent company
American Savings Bank, F.S.

HEI Investments, Inc. (formerly HEI Investment Cr@a wholly-owned subsidiary of HEI Power Col

HEI Power Corp., a wholly owned subsidiary of HaamiElectric Industries, Inc., and the parent conypaf
numerous subsidiaries, several of which were digsbbr otherwise wound up since 2002, pursuantftoraal
plan to exit the international power business (ferisnengaged in by HEIPC and its subsidiaries) &etbpy the
HEI Board of Directors in October 20!

HEI Power Corp. and its subsidiari

HEI Properties, Inc., a who-owned subsidiary of Hawaiian Electric Industries;.

Hawaii Electric Light Company, Inc., an electridity subsidiary of Hawaiian Electric Company, Ir
Hamakua Energy Partners, L.P., formerly known asogan Hawaii, L.P

Hawaiian Interisland Towing, In

Hawi Renewable Development, LL

Hawaiian Tug & Barge Corp. On November 10, 1999BH®DId substantially all of its operating assets tre stoct
of Young Brothers, Limited, and changed its nam&te Old Oahu Tug Services, Ir

Independent power produc
Integrated resource pl:

Kalaeloa Partners, L.I
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Terms

kv
KWH
LSFO
MBtu
MECO
MSFO
MW

NA

NM
NOV
O&M
OPA
oTS
PCB
PECS
PGV
PPA
PUC
PURPA
QF
QTL
RCRA
Registrant
ROACE
SAIF
SARs
SEC
See

ST
state
Tesoro
TOOTS

uic
UST
VIE
YB

GLOSSARY OF TERMS (continued)

Definitions

kilovolt

Kilowatthour

Low sulfur fuel oil

Million British thermal unit

Maui Electric Company, Limited, an electric utilisyibsidiary of Hawaiian Electric Company, |
Medium sulfur fuel oil

Megawatt/s (as applicabl

Not applicable

Not meaningfu

Notice of Violation

operation and maintenan

Federal QOil Pollution Act of 199

Office of Thrift Supervision, Department of Treag!

Polychlorinated bipheny!

Pacific Energy Conservation Services, Inc., a w-owned subsidiary of Hawaiian Electric Industries.
Puna Geothermal Ventu

Power purchase agreem:

Public Utilities Commission of the State of Haw

Public Utility Regulatory Policies Act of 197

Qualifying Facility under the Public Utility Regutary Policies Act of 197:
Quialified Thrift Lende!l

Resource Conservation and Recovery Act of 1

Each of Hawaiian Electric Industries, Inc. and HéavaElectric Company, Inc
Return on average common eqt

Savings Association Insurance Ft

Stock appreciation righ

Securities and Exchange Commiss

Means the referenced material is incorporated fereace

Steam turbing

State of Hawai

Tesoro Hawaii Corp. dba BHP Petroleum AmericasriRedi Inc., a fuel oil supplie

The Old Oahu Tug Service, Inc. (formerly Hawaiiarg®& Barge Corp.), a wholly-owned subsidiary of Heian
Electric Industries, Inc. On November 10, 1999, Hidd the stock of YB and substantially all of HERsperating
assets and changed its nal

Underground Injection Contr
Underground storage tal
Variable interest entitie

Young Brothers, Limited, which was sold on Novemb@r 1999, was formerly a who-owned subsidiary ¢
Hawaiian Tug & Barge Corj
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Forward-Looking Statements

This report and other presentations made by Hawdilactric Industries, Inc. (HEI) and Hawaiian EleezCompany, Inc. (HECO) and
their subsidiaries contain “forward-looking statensg” which include statements that are predicitiveature, depend upon or refer to future
events or conditions, and usually include wordhaag“expects,” “anticipates,” “intends,” “plansBelieves,” “predicts,” “estimates” or
similar expressions. In addition, any statementgeming future financial performance, ongoing bass strategies or prospects and possible
future actions are also forward-looking statemeRtsward-looking statements are based on currgrga@ations and projections about future
events and are subject to risks, uncertaintiestaadccuracy of assumptions concerning HEI ansuitsidiaries (collectively, the Company),
the performance of the industries in which theybdsiness and economic and market factors, amomy ttimgs.These forward-looking
statements are not guarantees of future performance

Risks, uncertainties and other important factoas tiould cause actual results to differ materifatyn those in forwardeoking statemen
and from historical results include, but are nutited to, the following:

» the effects of international, national and localreamic conditions, including the state of the Hawairist and constructio
industries, the strength or weakness of the Haavalicontinental U.S. real estate markets (incluttiegfair value of collateral
underlying loans and mortgage-related securitind)decisions concerning the extent of the presehtee federal government and
military in Hawaii;

» the effects of weather and natural disast

» global developments, including the effects of tastaacts, the war on terrorism, continuing U.Ssance in Iraq and Afghanistan and
potential conflict or crisis with North Kore

» the timing and extent of changes in interest rates;

» the risks inherent in changes in the value of aadket for securities available for sale and pensioth other retirement plan asst
» changes in assumptions used to calculate retirebeemfits costs and changes in funding requirements

» demand for services and market acceptance |

* increasing competition in the electric utility abanking industries (e.g., increased self-generatfasiectricity may have an adverse
impact on HECO's revenues and increased price coitigpefor deposits, or an outflow of deposits tteenative investments, may
have an adverse impact on American Savings BafkBI's (ASE's) cost of funds)

» capacity and supply constraints or difficultiepp@dally if generating units (utility-owned or ingkendent power producer (IPP)-
owned) fail or measures such as demand-side maraéBSM), distributed generation (DG), combinedtrend power (CHP) or
other firm capacity supplgide resources fall short of achieving their fosted benefits or are otherwise insufficient to iEdar mee
peak demanc

* increased risk to generation reliability as generateserve margins on Oahu are lower than coreiddesirable;

» fuel oil price changes, performance by suppliertheir fuel oil delivery obligations and the conted availability to the electric
utilities of their energy cost adjustment clau

» the ability of IPPs to deliver the firm capacitytiaipated in their power purchase agreements (PF

» the ability of the electric utilities to negotiaggeriodically, favorable fuel supply and collectivargaining agreements;

* new technological developments that could affeetdperations and prospects of HEI and its subsdigincluding HECO and it
subsidiaries and ASB and its subsidiaries) or tbemnpetitors

» federal, state and international governmental agdlatory actions, such as changes in laws, ruldsegulations applicable to HEI,
HECO and their subsidiaries (including changesiation, environmental laws and regulations anceguwental fees and
assessments); decisions by the Public Utilities @a@sion of the State of Hawaii (PUC) in rate caames other proceedings and by
other agencies and courts on land use, environinemteother permitting issues; required correcsiggons, restrictions and penalt
(that may arise with respect to environmental cimas, capital adequacy and business practi

* increasing operations and maintenance expensésgf@lectric utilities and the possibility of mdrequent rate case
» the risks associated with the geographic concéatraf HEI's businesses;

» the effects of changes in accounting principlediepbple to HEI, HECO and their subsidiaries, in¢hglcontinued regulatory
accounting under Statement of Financial Accoun8tandards (SFAS) No. 71 (Accounting for the Effeft€ertain Types of
Regulation), and the possible effects of applyimgakcial Accounting Standards Board (FASB) Intetgtion No. (FIN) 46R
(Consolidation of Variable Interest Entities) antiétging Issues Task Force (EITF) Issue No. 01-8&ning Whether an
Arrangement Contains a Lease) to power purchasagements with independent power produc

» the effects of changes by securities rating agerini¢heir ratings of the securities of HEI and HE@nd the results of financir
efforts;

» faster than expected loan prepayments that care @auacceleration of the amortization of premiumsoans and investments and
the impairment of mortgage servicing rights of A¢

» changes in AS’s loan portfolio credit profile and asset qualitigigh may increase or decrease the required lev@l@fiance fol



loan losses
» the final outcome of tax positions taken by HEI,B{E and their subsidiaries;

» the ability of consolidated HEI to generate capifains and utilize capital loss carryforwards otuffe tax returns
» therisks of suffering losses and incurring liakgh that are uninsured; and

» other risks or uncertainties described elsewhetkignreport (e.g., Item 1A. Risk Factors) andtinep periodic reports previously a
subsequently filed by HEI and/or HECO with the Séms and Exchange Commission (SE

Forward-looking statements speak only as of the dhthe report, presentation or filing in whicleyhare made. Except to the extent
required by the federal securities laws, HEI aaditbsidiaries undertake no obligation to publigigate or revise any forward-looking
statements, whether as a result of new informafignre events or otherwise.

\Y
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ITEM 1. BUSINESS
HEI

HEI was incorporated in 1981 under the laws ofStege of Hawaii and is a holding company with iie@ipal subsidiaries engaged in
electric utility, banking and other businesses afieg primarily in the State of Hawaii. HEI's presssor, HECO, was incorporated under the
laws of the Kingdom of Hawaii (now the State of Haijvon October 13, 1891. As a result of a 198%ocate reorganization, HECO became
an HEI subsidiary and common shareholders of HEE€ume common shareholders of HEI.

HECO and its operating subsidiaries, Maui Eled@@nmpany, Limited (MECO) and Hawaii Electric Lighb@pany, Inc. (HELCO), are
regulated electric public utilities providing thely electric public utility service on the islandsOahu, Maui, Lanai, Molokai and Hawaii,
which islands collectively include approximately?®®f Hawaii’'s population. HECO also owns all therooon securities of HECO Capital
Trust Il (Delaware statutory trust), which wasrfad to effect the issuance of $50 million of curtiveaquarterly income preferred securities
in 2004, for the benefit of HECO, MECO and HELC® December 2002, HECO formed a subsidiary, Renetdaivaii, Inc., to invest in
renewable energy projects.

Besides HECO and its subsidiaries, HEI also owrextly or indirectly the following subsidiaries: HBiversified, Inc. (HEIDI) (a
holding company) and its subsidiary, ASB, and thiesgliaries of ASB; Pacific Energy Conservationvgsss, Inc. (PECS); HEI Properties, |
(HEIPI); Hycap Management, Inc. (in dissolutiongwhiian Electric Industries Capital Trusts Il afidformed in 1997 to be available for tri
securities financings); The Old Oahu Tug Servioe, (TOOTS); and HEI Power Corp. (HEIPC) and itesidiaries (discontinued operations).

ASB, acquired in 1988, is the third largest finahanstitution in the State of Hawaii based on ltaissets as of December 31, 2005. ASB
has subsidiaries involved in the sale and distidloubf insurance products and an inactive advedisigency for ASB and its subsidiaries.
Former ASB subsidiary, ASB Realty Corporation, whitad elected to be taxed as a real estate investmst, was dissolved in May 2005
(see Note 10 to HEI's Consolidated Financial Statet: under “ASB state franchise tax dispute antesatnt”).

HEIPI, whose predecessor company was formed inuaepr1998, holds venture capital investments (imganies based in Hawaii and
the U.S. mainland) with a carrying value of $6.%iom as of December 31, 2005.

PECS was formed in 1994 and currently is a consastices company providing limited support sersiceHawaii.

Hycap Management, Inc., HEI Preferred Funding, &Bnjited partnership in which Hycap Management, imas the sole general
partner) and Hawaiian Electric Industries Capitalst | (a Delaware statutory trust in which HEI arall the common securities) were forr
to effect the issuance of $100 million of 8.36% Htibligated trust preferred securities in 1997, \whsecurities were redeemed in April 2004.
Hawaiian Electric Industries Capital Trust | andIHEeeferred Funding, LP were dissolved and terneicié 2004, and Hycap Management,
Inc. began dissolution in 2004 and will terminate2007.

In November 1999, Hawaiian Tug & Barge Corp. (HEB)d substantially all of its operating assets tedstock of YB for a nominal
gain, changed its name to TOOTS and ceased mafitéigt transportation operations. TOOTS curreatiyninisters certain employee and
retiree-related benefits programs and monitorsematelated to its former operations and the ofmerabf its former subsidiary.

HEI Investment Corp. (HEIIC), incorporated in Ma§84 primarily to make passive investments in caaposecurities and other long-
term investments, changed its name to HEI Investsnémc. (HEIII) in January 2000. HEIII is not amVestment companyegulated under tt
Investment Company Act of 1940. In February 2008|IHbecame a subsidiary of HEIPC. HEIII's long+#teimvestments currently consist
primarily of investments in leveraged leases actadifor in the Company’s continuing operations2@®5, HEIII sold its approximate 25%
interest in a trust that is the owner/lessor 00%aindivided interest in a coal-fired electric gexilmg plant in Georgia for a pretax gain of
$14 million.

For information about the Company’s discontinugérinational power operations formerly conductedHi8tPC and its subsidiaries, see
Note 14 to HE's Consolidated Financial Statements.
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For additional information about the Company, s&'$IMD&A, HEI's “Quantitative and Qualitative Disasures about Market Risk”
and HEI's Consolidated Financial Statements.

The Company’s website address is www.hei.cdrhe information on the Company’s website is mebrporated by reference in this
annual report on Form 10-K unless specifically ipooated herein by reference. HElI and HECO curyentike available free of charge
through this website their annual reports on FoBaK] quarterly reports on Form 10-Q, current repamn Form 8-K and all amendments to
those reports (since 1994) as soon as reasonadtiqable after such material is electronicallgdilwith, or furnished to, the SEC.

Electric utility
HECO and subsidiaries and service area

HECO, MECO and HELCO are regulated operating gtepublic utilities engaged in the production, puase, transmission, distribution
and sale of electricity on the islands of Oahu; Mhanai and Molokai; and Hawaii, respectively. HBE@as incorporated under the laws of
Kingdom of Hawaii (now State of Hawaii) in 1891. BB acquired MECO in 1968 and HELCO in 1970. MECQuax®d the Lanai City pow:
plant on the island of Lanai in 1988 and all théstanding common stock of Molokai Electric Compalniynited (currently a division of
MECO) in 1989. In 2005, the electric utilities’ erwes and net income from continuing operationsuauteal to approximately 82% and 57%,
respectively, of HEI's consolidated amounts, corefdao approximately 81% and 75% in 2004 and apprately 78% and 67% in 2003,
respectively.

The islands of Oahu, Maui, Lanai, Molokai and Havaive a combined population currently estimatet, 212,000, or approximately
95% of the Hawaii population, and comprise a sergiea of 5,766 square miles. The principal comtiamserved include Honolulu (on
Oahu), Wailuku and Kahului (on Maui) and Hilo andrté& (on Hawaii). The service areas also includeeroms suburban communities,
resorts, U.S. Armed Forces installations and afjtical operations. The state has granted HECO, MBE®OHELCO nonexclusive franchises,
which authorize the utilities to construct, operaitel maintain facilities over and under publicstseand sidewalks. HECO's franchise covers
the City & County of Honolulu, MECOQO's franchisesves the County of Maui and the County of Kalawawd &lELCQO’s franchise covers the
County of Hawaii. Each of these franchises will thaue in effect for an indefinite period of timetilrfiorfeited, altered, amended or repealed.

For additional information about HECO, see HECOB&R, HECO'’s “Quantitative and Qualitative Disclogs about Market Risk” and
HECO'’s Consolidated Financial Statements.

Sales of electricity

The following table sets forth the number of eliectustomer accounts as of December 31, 2005, 20842003 and electric sales
revenues by company for each of the years thendende

Years ended December 31 2005 2004 2003

(dollars in thousands)

Customer

accounts* .
Electric sales

revenues

Customer

accounts* .
Electric sales

revenues

Customer

accounts*

Electric sales
revenues

HECO 291,58( $1,201,15! 288,45¢ $1,050,38! 286,67 $ 960,71
MECO 63,901  301,75! 61,99¢ 250,75( 61,42: 213,80t
HELCO 73,83t  293,73¢ 71,59¢ 240,94 68,89: 213,26!
429,31¢ $1,796,65! 422,04¢ $1,542,08' 416,99 $1,387,79.
* As of December 31
Revenues from the sale of electricity in 2005 wewen the following types of customers in the prdpors shown:
HECO MECO HELCO Total
Residentia 32% 37% 40% 34%
Commercial 32 34 41 34
Large light and powe 35 29 18 32
Other 1 — 1 —

10C% 10C%

10C% 10C%

Kilowatthour (KWH) sales of HECO and itdsidiaries follow a seasonal pattern, but they dioexperience the extreme seasonal
variation due to extreme weather variations likeneelectric utilities on the U.S. mainland. KWHesaln Hawaii tend to increase in the
warmer summer months, probably as a result of asee demand for air conditionir
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HECO and its subsidiaries derived approximately 3%eir operating revenues from the sale of ety to various federal
government agencies in each of 2005, 2004 and 2003.

In 1995, HECO and the U.S. General Services Adrmatisn (GSA) entered into a Basic Ordering Agreetr{(&SA-BOA) under which
HECO would arrange for the financing and instatlatof energy conservation projects at federal itéeslin Hawaii. In 1996, HECO signed an
umbrella Basic Ordering Agreement with the Departhtd Defense (DOD-BOA) and in 2001, a new DOD-B@A4s signed. Under these and
other agreements, HECO has completed energy caisemand other projects for federal agencies tweryears.

Executive Order 13123, adopted in 1994, mandataidethch federal agency develop and implement ag@motp reduce energy
consumption by 35% by the year 2010 to the exteattthese measures are cost effective. The 35%tiedwas measured relative to the
agency’s 1985 energy use. The Energy Policy AQ085 further mandated that federal buildings redarergy consumption by up to 20% in
fiscal year 2015 relative to base fiscal year 20@3sumption to the extent that these measuresateffective. The Act also establishes
energy conservation goals at the state level fderf@ly funded programs; stricter conservation messfor a variety of large energy consun
products; tax credits for energy efficient homedasenergy, fuel cells and microturbine power daand includes other energy-related
provisions. HECO continues to work with variousdeal agencies to implement demaside management programs that will help them ae
their energy reduction objectives. Neither HEI RiigCO management can predict with certainty the chpafederal mandates on HEI's or
HECO'’s future financial condition, results of opéwas or liquidity.
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Selected consolidated electric utility operating stistics

Years ended December 31, 2005 2004

2003

2002

2001

KWH sales (millions)

Residentia 3,008.( 3,000.¢ 2,875.¢ 2,778.! 2,665.:
Commercial 3,288.! 3,247.: 3,168.: 3,073.¢ 3,016.:
Large light and powe 3,742.( 3,762.¢ 3,676.! 3,639.. 3,636.!
Other 51.2 52.¢ 54.£ 53.C 52.¢
10,089.! 10,063.: 9,775.: 9,544.: 9,370.
KWH net generated and purchased (millions’
Net generate 6,485.: 6,572.! 6,280.: 6,249.° 6,042.
Purchase 4,167.! 4,066.! 4,054. 3,829.¢ 3,861.¢
10,652. 10,639.( 10,334.! 10,079.: 9,904.(
Losses and system uses | 5.1 5.2 5.2 51 5.2
Energy supply (December 31
Net generating capabil—MW 1,64¢ 1,64: 1,60¢ 1,60¢ 1,60¢
Firm purchased capabil—MW 54C 52¢ 531 51C 531
2,18¢ 2,171 2,137 2,11¢ 2,13¢
Net peak demar—MW * 1,641 1,69¢ 1,63¢ 1,58 1,56¢
Btu per net KWH generate 10,87: 10,767 10,66: 10,67: 10,67¢
Average fuel oil cost per Mbtu (cen 908.¢ 684.: 580.t 466.4 539.:
Customer accounts (December 31
Residentia 372,63t 366,21° 362,40( 356,24« 352,13
Commercial 54,64 53,85¢ 52,65¢ 51,38¢ 50,97
Large light and powe 55¢ 55E 54¢ 551 542
Other 1,47 1,42( 1,38t 1,37« 1,34«
429,31t 422,04t 416,99: 409,55! 404,99:
Electric revenues (thousands
Residentia $ 607,03: $ 527,97( $ 471,697 $ 426,29: $ 425,28
Commercial 611,40: 522,23( 474,01 425,59! 436,75
Large light and powe 569,01¢ 483,73 434,31¢ 389,31. 409,97°
Other 9,20( 8,14¢ 7,75¢ 7,02¢ 7,34¢
$1,796,65 $1,542,08" $1,387,79. $1,248,221 $1,279,36
Average revenue per KWH sold (cents 17.81 15.32 14.2( 13.0¢ 13.6¢
Residentia 20.1¢ 17.6( 16.4( 15.3¢ 15.9¢
Commercial 18.5¢ 16.0¢ 14.9¢ 13.8¢ 14.4¢
Large light and powe 15.21 12.8¢ 11.81 10.7( 11.27
Other 17.9: 15.4¢ 14.2¢ 13.2¢ 13.9¢
Residential statistics
Average annual use per customer account (K\ 8,141 8,23¢ 8,00« 7,84( 7,62(
Average annual revenue per customer acc $ 164 $ 145 $ 131 $ 1200 $ @ 1,21¢
359,28t 354,41 349,78

Average number of customer accou 369,49! 364,22!
1 Sum of the net peak demands on all islands senggoincident and nonintegrated.

4
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Generation statistics

The following table contains certain generationistias as of, and for the year ended, Decembe2@05. The capability available f

operation at any given time may be more or less #t@wn because of capability restrictions or terapooutages for inspection, maintenance,

repairs or unforeseen circumstances.

Island of Island of Island Island Island of
Oahu- Maui- of Lanai- of Molokai- Hawaii-
HECO MECO MECO MECO HELCO Total
Net generating and firm purchased capability (M\W)pé
December 31, 2005
Conventional o-fired steam unit: 1,106.¢ 35.¢ — — 62.2 1,204.¢
Diesel 14.¢ 82.F 10.z 9.6 30.¢ 148.(
Combustion turbines (peaking uni 101.¢ — — — — 101.¢
Combustion turbine — 41.€ — 2.2 88.€ 132.%
Combinet-cycle unit — 56.¢ — — 56.¢
Firm contract powet 434.( 16.C — — 90.C 540.(
1,657. 232.¢ 10.: 11.¢ 271.¢ 2,184.:
Net peak demand (MW 1,640.t
1,230.( 202.1 5.1 6.3 197.( g
Reserve margi 36.(% 15.2% 101.% 89.1% 38.(% 34.(%
Annual load factor 75.%  71.9%  65.%% 71.€%  70.5% 74.1%3
KWH net generated and purchased (millia 8,104.: 1,262.: 29.4 39.4 1,217t 10,652.¢

1 HECO units at normal ratings; MECO and HELCO uaitseserve rating:

2 Nonutility generato—HECO: 208 MW (Kalaeloa Partners, L.P., oil-firel®0 MW (AES Hawaii, Inc., coal-fired) and 46 MW
(HPower, refuse-fired); MECO: 16 MW (Hawaiian Commwial & Sugar Company, primarily bagasse-fired); .l ED: 30 MW (Puna
Geothermal Venture, geothermal) and 60 MW (Hamdkuergy Partners, L.P., -fired).

3 Noncoincident and nonintegrate

Generating reliability and reserve margin

HECO serves the island of Oahu and HELCO serveishiued of Hawaii. MECO has three separate eladtegstems—one each on the
islands of Maui, Molokai and Lanai. HECO, HELCO avi&CO have isolated electrical systems that aréntetconnected to each other or to
any other electrical grid and thus, each maintaiigher level of reserve generation than is typycedrried by interconnected mainland U.S.
utilities, which are able to share reserve capagityese higher levels of reserve margins are requy meet peak electric demands, to provide
for scheduled maintenance of generating unitsghiog the units operated by IPPs relied upon fon fiapacity) and to allow for the forced
outage of the largest generating unit in the systdthough the planning for, and installation odeguate levels of reserve generation have
contributed to the achievement of generally higiele of system reliability, HECO is below preferiestels of reserve margin and has made
several public calls for energy conservation wheserves were especially narrow. See “Integratezlires planning, requirements for
additional generating capacity and adequacy oflgtippHEI's MD&A.

Integrated resource planning and requirements for dditional generating capacity

The PUC issued an order in 1992 requiring the gnetitities in Hawaii to develop integrated rescaiplans (IRPs), which may |
approved, rejected or modified by the PUC. The gbattegrated resource planning is the identifmabf demand- and supply-side resources
and the integration of these resources for meetaay- and long-term consumer energy needs in aieeff and reliable manner at the lowest
reasonable cost. The PUC adopted a “framework,twkstablished the process and guidelines for dpirej IRPs and directed that each plan
cover a 20-year planning horizon with a five-yesrgram implementation schedule and that the planajrcle will be repeated every three
years.

The utilities are entitled to recover all appropgiand reasonable integrated resource planningnguidmentation costs, including the
costs of DSM programs. The PUC has approved IRPreosvery provisions for HECO, MECO and HELCO, suant to which the utilities
have recovered the costs for approved DSM progfamkiding DSM program lost margins and shareholdeentives), and IRP costs incur
by the utilities and approved by the PUC, eitheotigh a surcharge or through their base rates.

5
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See “Other regulatory matters—Demand-side managepnegrams—agreements with the Consumer AdvocatélBl’'s MD&A, which
includes a discussion of the electric utilitiessiceential and commercial and industrial load manag@ programs and of the agreements
between the utilities and the Consumer Advocateeorning caps on the recovery of lost margins asadedtolders incentives.

Incremental IRP costs are deferred until approeeddcovery, at which time they are amortized tpemse. Procedural schedules for the
IRP cost proceedings have been established wifleceso the 2000-2005 IRP costs, such that thériledilities can begin recovering
incremental IRP costs in the month after the fildighe actual costs incurred for the year, suliiecefund with interest, pending the PUC’s
final decision and order (D&O) approving recovefyttte costs. HECO completed recovery of its 20@tdmental IRP costs in August 2005
and MECO is scheduled to complete recovery of@342costs in June 2006. In HECO's 2005 test ydaraase, the parties to the rate case
reached a settlement agreement to include $0.@&mflbr IRP costs in base rates. The PUC issuadtigsim D&O in HECO's rate case
granting an increase effective September 28, 280&hich time HECO'’s IRP costs will be recovererbtigh base rates, and the separate
surcharge for recovery is discontinued, pending?t€’s final D&O. The Consumer Advocate has objédtethe recovery of $3.2 million
(before interest) of the $11.8 million of increm&nRP costs incurred during the 1995-2004 pergodi the PUC’s decision is pending on this
matter. As of December 31, 2005, the amount ofmmegs, including interest and revenue taxes, tleaglictric utilities recorded for IRP cost
recoveries, subject to refund with interest, amednd $18 million. HECO and MECO expect to begicorering their incremental 2005 IRP
costs incurred through September 28, 2005 and Dieeefl, 2005, respectively, subject to refund witbrest, following the filing of actual
2005 costs (which is expected to occur in late Mancearly April 2006).

In early 2001, the PUC issued its final D&O in tHELCO 2000 test year rate case, in which the PU&lcaled that it is appropriate for
HELCO to recover its IRP costs through base ratad (ncluded an estimated amount for such codt#EInCO’s test year revenue
requirements) and to discontinue recovery of inemetal IRP costs through the separate surchargeC@E2 IRP costs incurred for 2001 and
future years are recovered through HELCO'’s bassradtELCO will continue to recover its DSM prograosts, lost margins and shareholder
incentives approved by the PUC in a separate sigeha

The utilities have characterized their proposedsiB® planning strategies, rather than fixed cowfastion, and the resources ultimately
added to their systems may differ from those inetuth their 20-year plans. Under the IRP framewtrg,utilities are required to submit
annual evaluations of their plans (including a sedifive-year program implementation schedule)tarsibmit new plans on a thrgear cycle
subject to changes approved by the PUC. Priordogading with the DSM programs, separate PUC appmreceedings must be completed,
in which the PUC further reviews the details of pneposed programs and the utilities’ proposaldtierrecovery of DSM program
expenditures, lost margins and shareholder incegtiv

HECC's IRP.In December 2002, HECO filed with the PUC its IRRlaation report, updating the second IRP to re¢flee latest sales and fuel
forecasts and updated key planning assumptions.

In September 2003, the PUC opened a docket to caeertdECO'’s third IRP (IRP-3). In June 2004, HEC@duacted an updated 5-year
sales and peak forecast for Oahu that projecteased system peak requirements based on the skstnehgthening economy. Based on this
forecast, HECO supplied information to the PUCt$n2005 annual Adequacy of Supply letter. Thisletbncluded that HECO's generation
capacity for Oahu for the next three years (20087205 sufficiently large to meet all reasonablpested demands for service if HECO is able
to acquire the forecast peak reduction benefiissafnergy efficiency and load management DSM f@ogrand there is expeditious review and
approval of its proposed enhanced energy efficiéd®i programs, and either the CHP program currguelyding before the PUC or
individual CHP contracts submitted to the PUC.

New larger energy efficiency DSM programs were digyed during the on-going IRP process and, purstaathte DSM stipulation,
approval for the enhanced DSM programs were reqdéstHECO's rate increase application, which wieslfin November 2004. The energy
efficiency DSM programs were bifurcated from thierease into a separate Energy Efficiency Dockbighvis still pending On the supply-
side, CHP system installations are behind scheduleto suspension of the CHP program applicatimhiadividual CHP contract applications
pending action in the generic DG docket (see “Qeifectors that may affect future results and fitiahcondition-Consolidated-Competition-
Distributed generation proceeding” in HEI's MD&AAIso on the supply-side, HECO and Kalaeloa ParirieRs (Kalaeloa) executed
amendments to the Kalaeloa PPA, under which Kadaetov provides
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28 megawatts (MW) of additional firm capacity ($48l 46R discussion in Note 1 to HECO’s Consoliddtgtancial Statements).

HECO's gross peak demand was 1,250 MW in 2002 41028/ in 2003 and 1,327 MW in 2004. The gross peatand of 1,327 MW in
2004 was 20 MW higher than the projected peak @42 Although the gross peak demand in 2005 deedetasl,273 MW, demand for
electricity on Oahu is projected to increase. Inober 2004, November 2005 and January 2006, HE®@dsa public request that its
customers voluntarily conserve energy as generaitiitg were out for scheduled maintenance or waexpectedly unavailable. In addition to
making the requests, in November 2005 and Jan@0§, HECO remotely turned off water heaters of mber of residential customers who
participate in its Energy Scout load-control pragra

For a discussion of HECO’s 2005 and 2006 Adequécypply letters, see “Integrated resource planmiaeguirements for additional
generating capacity and adequacy of supply” in HED&A.

On October 28, 2005, HECO filed its IRP-3, whicbgwses multiple solutions to meet Oahu’s future@naeeds, including renewable
energy resources, energy efficiency, conservatemhnology (such as CHP and DG) and central stagoeration. IRP-3 included a potential
wind energy project above HECO’s Kahe power pleiatwever, HECO currently is reviewing other potelngiges, such as Kahuku, due to the
Mayor of Honolulu’s opposition to the Kahe projsie.

In June 2005, HECO filed with the PUC an applicafior approval of funds to build a new nominal 2@/ simple cycle combustion
turbine generating unit at Campbell Industrial PamkOahu, the site of three other existing powants, each owned and operated by an IPP
(AES Hawaii, Inc., Kalaeloa and HPower). Plansfarehe combustion turbine to be run primarily dpaaking” unit beginning in 2009,
operating mainly between the weekday peak elettritédmand periods or during times when other geimgranits are not available. The air
permit application for the unit, filed in Octobed@3 and currently under review by the Departmeriedlth of the State of Hawaii (DOH),
requests approval to burn naphtha or diesel ancifigsethat the unit will have the ability to convéo using biofuels, such as ethanol, when
they are commercially available. On December 1852B1ECO signed a contract with Siemens for thietrig purchase up to two combustion
turbine units. The contract allows the Companyetminate the contract at a specified payment amiéuaetessary combustion turbine (CT)
project approvals are not obtained.

The generating unit application also requests agbto build an additional 138 kilovolt (kV) trangssion line approximately two miles
long, within and adjacent to Campbell Industriatk?@ more reliably transmit power from the newdaxisting generating units to the Oahu
electric grid. Preliminary costs for the new getiegaunit and transmission line, as well as relatelstation improvements, are estimated at
$137 million. As of December 31, 2005 accumulategjget costs for planning, engineering, permittimgl AFUDC amounted to $2.7 million.
HECO has prepared a draft Environmental Impace8tant (EIS) for the proposed project. Notice ofadkailability of the draft EIS was
published on February 8, 2006 and the public comiperiod ends on March 25, 2006.

In a related application filed with the PUC in J@@95, HECO requested approval for an approxima&gly5 million package of
community benefit measures to mitigate the imp&th® new generating unit on communities near tflo@p@sed generating unit site. These
measures include a base electric rate discouthése who live near the proposed generation gitditianal air-quality monitoring stations, a
fish monitoring program and the use of recycledead of potable water in Kahe power plant’s opereti

In July 2005, the Consumer Advocate filed Prelimn@tatements of Position on HECO’s Campbell IndalkPark generating unit and
transmission line additions application and comrnyubéenefits application. Also in July 2005, HEC@d6 memoranda in response opposing
Consumer Advocate’s recommendations to suspenuvthapplications, suspend the start of the proadwnhedule for both applications until
after the filing of the IRP-3 (which was filed orct@ber 28, 2005), and consolidate the applications.

In September 2005, the PUC suspended HECO'’s Calfriptaktrial Park generating unit and transmisdine additions application to
allow more time to review the application. AlsoSeptember 2005, the PUC ordered HECO and the Carsiidvocate to submit a stipulated
prehearing order for the community benefits apgitica In January 2006, the PUC granted an envirgriahg@roup’s motion to intervene and a
neighboring business entity’s motion to participatéhe generating unit and transmission line agpion, and ordered HECO, the Consumer
Advocate and the other parties (the environmentalgand the business entity) to submit a stipdlatehearing order by March 13, 2006.
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In addition to the 100 MW simple-cycle combustiarbine anticipated to be added in 2009, IRP-3 misludes plans to build a 180 MW
coal unit in 2022. However, the report notes theffexibility to allow HECO to modify its plan iresponse to changing market conditions and
to also consider alternative generation technotgimuld they advance to the point they are ecarailyiand technically feasible substitutes
for conventional generation. In addition, pursuantiECO’s generation asset management prograrexialting generating units are currently
planned to be operated (future environmental cemattbns permitting) beyond the 20-year IRP plagmieriod (2006-2025).

MECC's IRP.MECO filed its second IRP with the PUC in May 2000April 2004 and 2005, MECO filed with the PUG IRP evaluation
reports, updating the second IRP to reflect thestatales and fuel forecasts and updated key plgasisumptions.

On the supply side, MECOQO'’s second IRP focused erptanning for the installation of approximately0OIdW of additional generation
through the year 2020 on the island of Maui, inglgd38 MW of generation at its Maalaea power pkit# in increments from 2000-2005, 100
MW at its new Waena site in increments from 20018 ®eginning with a 20 MW combustion turbine ir02qcurrently planned to be added
in 2011), and 10 MW from the acquisition of a wiredource in 2003 (currently, MECO expects to bggirchasing 30 MW of wind energy in
2006). Approximately 4 MW of additional generatitimough the year 2020 is planned for each of tleds of Lanai and Molokai. MECO
completed the installation of a 20 MW incremene(fecond) at Maalaea in September 2000, and thidricrement of 18 MW, which was
originally expected to be installed in 2005, isreuntly expected to be installed in the third quaofe2006.

In December 2005, Maalaea Unit 13, a 12.34 MW dligseerator suffered an equipment failure. The isnitot expected to be available
for service until approximately June 2007. MECO’asystem should have sufficient installed capacitmeet the forecasted loads, except
that the Maui system may not have sufficient cayaatitimes in the event of an unexpected outades ddrgest unit, until Maalaea Unit 13
returns to service. MECO intends to implement appate mitigation measures to overcome insufficieserve capacity situations.

MECO's third IRP is scheduled to be filed with tREC in October 2006.

HELCC's IRP.In September 1998, HELCO filed with the PUC itss®tIRP, which was updated in March 1999 and rehiseJune 1999. In
March 2004, HELCO filed its IRP evaluation repoithwthe PUC, updating the second IRP to reflectiditest sales and fuel forecasts and
updated key planning assumptions.

On the supply side, HELCO's second IRP focusedcherptanning for generating unit additions afterrrteam additions. Due to delays in
adding new generation, the near-term additionsgseg in HELCQO'’s second IRP included installing @MW CTs at its Keahole power
plant site and proceeding in parallel with a PP#wiamakua Energy Partners, L.P. (HEP, formerlydgea Hawaii, L.P.) for a 60 MW (net)
dual-train combined-cycle (DTCC) facility.

The HEP PPA was approved in 1999 and its DTCCifaeilas completed in December 2000. See the digmuss HELCO power
purchase agreements in “Nonutility generation” adELCO power situation” in Note 11 to HECO'’s Conislaited Financial Statements.
HELCO has deferred the retirements of some oflésrogenerating units. Subject to obtaining zordpgroval and obtaining all other neces:
permits and approvals, HELCQ's current plans aiiestall an 18 MW heat recovery steam generator{5ih 2009 or earlier. After the
installation of ST-7, the target date for the nignh capacity addition is the 2017 timeframe. Timeing of the need for additional new
generation may change, however, based on factorsagithe condition of the units whose retirembatse been deferred, and the status of the
nonutility generators providing firm capacity, inding Puna Geothermal Venture (PGV) and HEP.

HELCO's third IRP is scheduled to be filed with tAe)C by December 31, 2006.
8
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New capital projects

The capital projects of the electric utilities miag subject to various approval and permitting psees, including obtaining PUC appro
of the project, air permits from the DOH and/or th&. Environmental Protection Agency (EPA), laisa permits from the Hawaii Board of
Land and Natural Resources (BLNR) and land usélemients from the applicable county. Difficultiesabtaining, or the inability to obtain,
the necessary approvals or permits could resyitoject delays, increased project costs and/oept@bandonment. Extensive project delays
and significantly increased project costs couldltéa a portion of the project costs being excldidi®m rates. If a project is abandoned, the
project costs are generally written-off to expensgess the PUC determines that all or part otctiets may be deferred for later recovery in
rates.

Significant capital projects include HELCQO'’s Keadglower plant expansion project, including ST-7Es East Oahu Transmission
Project (see discussion in Note 11 to HECO'’s Cddat#d Financial Statements), MECO’s Maalaea anén&gower plant expansion
projects, and HECO'’s $25 million project to constra New Dispatch Center, which will house a motketh Energy Management System and
which will be integrated with new Outage Managensmt Customer Information systems. The New Disp&tehter project is expected to be
completed in 2007, with the Energy Management Sysiperational in 2006. HECO has also requestecbappfrom the PUC to install a new
generating unit in Campbell Industrial Park (anragpmately 100 MW combustion turbine scheduleddommercial operation in 2009) and a
two mile long 138 kV overhead transmission lingtovide additional transmission capacity for thevmgnerating unit as well as for existing
units at Campbell Industrial Park. See precedisgudision in “Integrated resource planning and requénts for additional generating
capacity.”

Nonutility generation

The Company has supported state and federal epetigyes which encourage the development of altereaergy sources that reduce
use of fuel oil. The Company’s alternate energyreesirange from wind, geothermal and hydroelegiwer, to energy produced by the
burning of bagasse (sugarcane waste), municipaktveasl coal.

HECO PPAsSHECO currently has three major PPAs. In March 1$8BCO entered into a PPA with AES Barbers Poirt, (now known as
AES Hawaii, Inc. (AES Hawaii)), a Hawaii-based, inedt subsidiary of The AES Corporation. The agreehwith AES Hawaii, as amended,
provides that, for a period of 30 years beginniegt&mber 1992, HECO will purchase 180 MW of firnpaeity. The AES Hawaii 180 MW
coal-fired cogeneration plant utilizes a “cleanlttachnology and is designed to sell sufficiemash to be a “Qualifying Facility” (QF) under
the Public Utility Regulatory Policies Act of 19TBURPA). See discussion of a lawsuit against Th& &Brporation, AES Hawaii, HECO a
HEI in Note 11 to HECO'’s Consolidated Financialt&taents. In 2003, HECO consented to AES Hawaiiippsed refinancing and received
consideration for its consent, primarily in therfoof a PPA amendment that reduced the cost ofdapacity retroactive to June 1, 2003, wt
benefit is being passed on to ratepayers througldiaction in rates. AES Hawaii also granted HEC@jation, subject to certain conditions, to
acquire an interest in portions of the AES Hawadiility site that are not needed for the existitappoperations, and which potentially coulc
used for the development of another coal-firedlisici

In October 1988, HECO entered into an agreemeft éiaeloa, a limited partnership whose sole gémendner was an indirect, wholly-
owned subsidiary of ASEA Brown Boveri, Inc. (ABBYhich through affiliates, contracted to design ldhubperate and maintain the facility.
The ownership of Kalaeloa was subsequently restredt The agreement with Kalaeloa, as amendedida®that HECO will purchase
180 MW of firm capacity for a period of 25 yeargbming in May 1991. The Kalaeloa facility is a coimedcycle operation, consisting of tv
oil-fired combustion turbines burning low sulfur fudl@SFO) and a steam turbine that utilizes wastatHirom the combustion turbines, an
designed to sell sufficient steam to be a QF. Ok 12, 2004, HECO and Kalaeloa executed two dments to the PPA: 1) Confirmation
Agreement Concerning Section 5.2B(2) Of PPA And Adraent No. 5 To PPA (Amendment No. 5), and 2) Agrest For Increment Two
Capacity And Amendment No. 6 To PPA (Amendment®oAmendment No. 5 confirms that Kalaeloa’s fagils able to deliver 189 MW of
capacity and sets the capacity payment rate faapabove 180 MW at $112 per kilowatt per yeamehdment No. 6 provides for the
purchase of up to 20 MW of additional capacity, dreythe 189 MW capacity confirmed in Amendment Bloat $112 per kilowatt per year.
Amendment Nos. 5 and 6 became
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effective on September 28, 2005, when HECO recesveihiterim D&O allowing the recovery of the cosfghe additional 29 MW
(subsequently revised to 28 MW) of additional cétyasee FIN 46R discussion in Note 1 to HECO’s Salidated Financial Statements).
Kalaeloa currently supplies HECO with 208 MW officapacity.

HECO also entered into a PPA in March 1986 andna éapacity amendment in April 1991 with the CihdaCounty of Honolulu with
respect to a refuse-fired plant (HPower). The HRdaeility currently supplies HECO with 46 MW ofrfin capacity. Under the amendment,
HECO will purchase firm capacity until mid-2015.

HECO purchases energy on an as-available basistfvornonutility generators, which are die$iebd qualifying cogeneration facilities
the two oil refineries (10 MW and 18 MW) on Oahu.

The PUC has allowed rate recovery for the firm ciétgand purchased energy costs related to HEQ®@é&etmajor PPAs that provide a
total of 434 MW of firm capacity, representing 26¥HECQO's total net generating and firm purchasapacity on Oahu as of December 31,
2005. The PUC also has allowed rate recovery ®iptirchased energy costs related to HECO'’s asaiaiénergy PPAs.

HELCO and MECO PPA. As of December 31, 2005, HELCO and MECO had PPA8GAMW and 16 MW (includes 4 MW of system
protection) of currently available firm capacityhith PPAs have been approved by the PUC.

HELCO has a 35-year PPA with PGV for 30 MW of finapacity from its geothermal steam facility expirion December 31, 2027.
Since April 2002, PGV'’s output has been reduce@0@5, PGV generally exported to HELCO between 28 Bhd 30 MW. If PGV does not
provide the contracted 30 MW of capacity, the PPdvjales for annual availability sanctions, whichamted to $0.7 million, $0.2 million,
$0.1 million, and $0.1 million for 2002, 2003, 2084d 2005, respectively. In 2005, PGV re-drilleceaisting well, and drilled for a new
production and a new injection well. As a resu\Pcan export 30 MW to HELCO with all of its weléd converters in service. PGV has
indicated its intent to pursue improvements toglaat to increase its capacity by 8 MW, and to pamegotiations with HELCO for a new or
amended PPA.

On October 4, 1999, HELCO entered into a PPA wilb Boast Power Company (HCPC) effective Janua000 through
December 31, 2004, whereby HELCO purchased 22 MW rofcapacity from HCPC's coal-fired facility. HELO terminated the PPA as of
January 1, 2005.

In October 1997, HELCO entered into an agreemetit Bicogen, which has been succeeded by HEP. Theragnt provides that
HELCO will purchase up to 60 MW (net) of firm cajigdor a period of 30 years. The DTCC facility, iwh primarily burns naphtha, consists
of two oil-fired combustion turbines and a steamfitoe that utilizes waste heat from the combustiwhines. In 2000, HEP began providing
HELCO with firm capacity. In June 2001, HEP demaaistd 60 MW of output from the facility. Subsequgnthe output deteriorated due to
technical problems, but returned to providing 60 NWA2003.

HELCO purchases energy on anaagilable basis from a number of nonutility genemmtWailuku River Hydroelectric L.P., the ownel
a 12.1 MW run-of-the-river hydroelectric facilithas an existing contract to provide HELCO with aaHable power through May 2023.

Apollo Energy Corporation (Apollo), the owner o7 aW wind facility, has an existing contract to pide HELCO with as-available
windpower through June 29, 2002 (and extendingetifezr until terminated by HELCO or Apollo). HELGIDd Apollo reached agreement ¢
PPA on October 13, 2004. The PPA enables Apoltepower its existing facility, and install an adiglital 13.5 MW of capacity, for a total
windfarm capacity of 20.5 MW. The PUC approved A on March 10, 2005. On September 7, 2005, Apoftormed HELCO that its wind
turbine supplier will not be able to supply any dirbines to the project in 2005 or 2006, and dgiwery in 2007 is not yet known. Apollo is
claiming an event of force majeure under the PR#gesthe PPA requires that Apollo’s windfarm meeiraservice date which is two years
following the date of receipt of a non-appealaldlECRPapproval order. HELCO is seeking informatiomfrépollo regarding its claim of force
majeure.

On December 30, 2003, HELCO and Hawi Renewable Dpueent, LLC (HRD) entered into a PPA under whidR[Hwould sell energ
from an expanded wind farm (approximately 10.6 MWHRD’s 5 MW wind farm site. It is anticipated thhe output of the 10.6 MW wind
farm may be limited on occasion. The PUC approhed?PA on May 14, 2004. HELCO expects to purchasavailable energy from the HRD
wind farm beginning in 2006.

MECO has a PPA with Hawaiian Commercial & Sugar @any (HC&S) for 16 MW of firm capacity. The HC&S ggrating units
primarily burn bagasse (sugar cane waste) alortg seitondary fuels of oil or coal. HC&S has had sdiffeulties in meeting its contractual
obligations to MECO over the years through 2003 tdugperational
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constraints. On June 28, 2005, MECO and HC&S agieedtend the PPA through December 31, 2011, mmd year to year thereafter,
subject to termination on or after December 31,1201 not less than two years prior written notigeetther party. MECO informed the PUC
the PPA extension by letter dated July 27, 2005.

Beginning in 2006, MECO expects to purchase aslaaienergy from Kaheawa Wind Power, LLC (KWP) end PPA between
MECO and KWP dated December 3, 2004. KWP planadtail a 30 MW windfarm at Ukumehame, Maui. The Pafproved the PPA on
March 18, 2005.

On May 10, 2005, MECO entered into a PPA with Makilydro, LLC (Makila) for the purchase of as-avhitaenergy from an existing
0.5 MW hydro electric plant, which Makila is refishing. The PPA was submitted to the PUC for aparon June 28, 2005.

The PUC has allowed rate recovery for the firm ciétgand purchased energy costs for MECO’s and HB1sGpproved firm capacity
and as-available energy PPAs.

Fuel oil usage and supply

The rate schedules of the Comp’s electric utility subsidiaries include energy cadjustment (ECA) clauses under which electrics
(and consequently the revenues of the electrityusiibsidiaries generally) are adjusted for charigghe weighted-average price paid for fuel
oil and certain components of purchased power tlaadelative amounts of company-generated powepanthased power. See discussion of
rates and issues relating to the ECA clause belweu‘Rates,” and “Certain factors that may affettire results and financial condition—
Electric utility—Regulation of electric utility ras” and “Material estimates and critical accountiodjcies—Electric utility—Electric utility
revenues” in HEI's MD&A.

HECO'’s steam power plants burn LSFO. HECQO'’s conibngtirbine peaking units burn No. 2 diesel fuet¢el). MECO’s and
HELCO'’s steam power plants burn medium sulfur ie{MSFO) and their combustion turbine and diesgjine generating units burn diesel.
The LSFO supplied to HECO is primarily derived fr@hinese, Viethamese and other Far East crudgmitessed in Hawaii refineries. The
MSFO supplied to MECO and HELCO is derived from LW8mestic crude oil and various foreign crudegodldes processed in Hawaii
refineries.

In March and April of 2004, HECO executed 10-yedeasions of the existing contracts, commencingidgnl, 2005, for the purchase
of LSFO with Chevron Products Company (Chevron) &esoro Hawaii Corp. (Tesoro) with no material apsin the primary commercial
arrangements including volumes and pricing formufdee PUC approved these contract extensions iember 2004. The PUC permits the
inclusion of costs incurred under these contratctdECO’s ECA clauses. HECO pays market-relateceprfor fuel supplies purchased under
these agreements. In December 2004, HECO exeautgetérm contracts with Chevron for the continued af certain Chevron fuel
distribution facilities and for the operation andintenance of certain HECO fuel distribution fdi.

In March and April of 2004, HECO, HELCO and MECGCeented 10-year extensions of existing contractsineencing January 1, 2005,
for the purchase of diesel and MSFO with Chevrath Besoro, including the use of certain petroleunnagte and distribution facilities, with no
material changes in the primary commercial arrareggmincluding volumes and pricing formulas. TheCPapproved these contract extensi
in December 2004. The electric utilities pay mametated prices for diesel and MSFO supplied utidese agreements.

The diesel supplies acquired by the Lanai DivisbMECO are purchased under a contract with a Ipetdoleum wholesaler, Lanai Oil
Co., Inc. On March 1, 2000, the PUC approved annaie@ contract with a term extending through Decer8he2001. This agreement has
been informally extended on a year-by-year bagisesa second amendment to the contract is curreethg negotiated.

See the fuel oil commitments information set farthhe “Fuel contracts” section in Note 11 to HEG@onsolidated Financial
Statements.
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The following table sets forth the average codtief oil used by HECO, MECO and HELCO to generd¢eteicity in the years 2005,
2004 and 2003:

HECO MECO HELCO Consolidated
$/Barrel  ¢/MBtu  $/Barrel $/Barrel  ¢/MBtu  $/Barrel  ¢/MBtu
¢/MBtu
2005 52.61 833.1 70.8¢ 1,188.0 57.4¢ 0935./ 56.61 908.¢
2004 40.57 641.¢ 51.0z 855.1 42.3: 688.2 42.61 684.:
2003 35.4¢ 561.% 39.5Z 662.1 34.9¢ 566.2 36.2¢ 580.t

The average per-unit cost of fuel oil consumedeoagate electricity for HECO, MECO and HELCO reffea different volume mix of
fuel types and grades. In 2005, over 98% of HEQf@iseration fuel consumption consisted of LSFO. Gddance of HECG fuel consumptio
was diesel. Diesel made up approximately 76% of @ECGind 36% of HELCO's fuel consumption. MSFO magethe remainder of the fuel
consumption of MECO and HELCO. In general, MSF@hésleast costly fuel, diesel is the most expenfiieéand the price of LSFO falls
between the two on a per-barrel basis. By the g@fr2005, the prices of LSFO, MSFO and diesel aiszve the levels reached at the end of
2004, reflecting demand supported by continuechgtexzonomic growth in the U.S. and China, and oometil geopolitical uncertainty. Eleva
price levels continued into the later part of tlealyas hurricanes Katrina and Rita seriously dach&lg8. Gulf crude oil and natural gas
production facilities and caused a significanteihporary, loss in regional refinery processingat®lty. Thus, the average prices paid by the
utilities in 2005 for LSFO, MSFO and diesel avergpproximately 30%, 33% and 37%, respectivelyyalibe average price paid for that
grade of fuel in 2004. During 2004, the prices 8HO, MSFO and diesel rose above the levels rezathibe end of 2003 reflecting stronger
demand for petroleum products world wide, partidylan the U.S. and China, tight U.S. crude oil gredroleum product inventories and
continued geopolitical uncertainty. Thus the anmuedes paid by the electric utilities for LSFO, MS and diesel averaged approximately 1
14% and 38%, respectively, above the average foidhat grade of fuel in 2003.

In December 2000, HELCO and MECO executed contgbsivate carriage with Hawaiian Interisland Togj Inc. (HITI) for the
shipment of MSFO and diesel supplies from theit fugpliers’ facilities on Oahu to storage locasam the islands of Hawaii and Maui,
respectively, commencing January 1, 2002. The aotgiprovide for the employment of a double-hulkipetroleum barge (since March
2002). The contracts are for an initial term ofeags with options for three additional 5-year egtens. On December 10, 2001, the PUC
approved these contracts and issued a final ondéipermits HELCO and MECO to include the fuel spaortation and related costs incurred
under the provisions of these agreements in tespactive ECA clauses.

HITI never takes title to the fuel oil or diesekfubut does have custody and control while théiguim transit from Oahu. If there were
oil spill in transit, HITI is contractually obligat to indemnify HELCO and/or MECO. HITI has liabjlinsurance coverage for oil spill related
damage of $1 billion. State law provides a cap@I@million on liability for releases of heavy fusl transported interisland by tank barge. In
the event of a release, HELCO and/or MECO may bpamrsible for any clean-up and/or fines that HIfit® insurance carrier does not cover.

The prices that HECO, MECO and HELCO pay for puseltbenergy from nonutility generators are genetiked to the price of oil.
The AES Hawaii energy prices vary primarily withiaflation indicator. The energy prices for Kalaglevhich purchases LSFO from Tesoro,
vary primarily with world LSFO prices. The HPoweIC&S and PGV energy prices are based on the aladitities’ respective PUC-filed
short-run avoided energy cost rates (which varp tieir respective composite fuel costs), subjechinimum floor rates specified in their
approved PPAs. HEP energy prices vary primarilwwWELCO'’s diesel costs.

The Company estimates that 79.5% of the net erggggrated and purchased by HECO and its subswliar006 will be generated
from the burning of oil. Increases in fuel oil prgcare passed on to customers through the elattitg subsidiaries’ ECA clauses. Failure by
the Company’s oil suppliers to provide fuel purduarthe supply contracts and/or substantial ireeean fuel prices could adversely affect
consolidated HECQO'’s and the Company'’s financialdition, results of operations and/or liquidity. HB@enerally maintains an average
system fuel inventory level equivalent to 35 daf/foowvard consumption. HELCO and MECO generally miain an average system fuel
inventory level equivalent to approximately one s supply of both MSFO and diesel. The PPAs Wil Hawaii and HEP require that
they maintain certain minimum fuel inventory levels
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Transmission systems

HECO has 138 kV transmission and 46 kV-transmission lines. HELCO has 69 kV transmissioth 3415 kV transmission and ¢
transmission lines. MECO has 69 kV transmission231&V sub-transmission lines on Maui and 34.5 iansmission lines on Molokai. Lanai
has no transmission lines and uses 12 kV linesstalalite electricity. The electric utilities’ ovaead and underground transmission and sub-
transmission lines, as well as their distributimre$, are uninsured because the amount of insueraiable is limited and the premiums are
extremely high.

Lines are added when needed to serve increases! éoador for reliability reasons. In some desigirdits on Oahu, lines must be placed
underground. By state law, the PUC generally magtrhine whether new 46 kV, 69 kV or 138 kV lines de constructed overhead or must
be placed underground. The process of acquiringiteand regulatory approvals for new lines cacdigentious, time consuming (leading to
project delays) and costly.

HECO systemrHECO serves Oahu’s electricity requirements wittnfcapacity (net) generating units (as of Decen3fie2005) located in
West Oahu (1,055 MW); Waiau, adjacent to Pearl Bia(81 MW); and Honolulu (107 MW). HECO also leagiéne 1.64 MW generating
units that provide a total of 14.8 MW (net) of fipower and are located at two substation sitesabRECO’s Iwilei tank farm. HECO’s non-
firm power sources (approximately 28 MW) are lodgdeimarily in West Oahu. HECO transmits powerttoservice areas on Oahu through
approximately 220 miles of overhead and undergrd881kV transmission lines (of which approximat®lyniles are underground) and
approximately 521 miles of overhead and undergralékV sub-transmission lines. See “East Oahu Tnigson Project (EOTP)” in Note 11
to HECO'’s Consolidated Financial Statements farrgher discussion of the transmission system aadTP.

HELCO systemrHELCO serves the island of Hawaii’s electricity uggments with firm capacity (net) generating uiiis of December 31,
2005) located in West Hawaii (77 MW) and East Ha\{#5 MW). HELCQO'’s non-firm power sources total BAV, but are expected to
increase in 2006 from additional wind power. HELE&nhsmits power to its service area on the isldrdawaii through approximately
468 miles of 69 kV overhead lines and approximaiglg miles of 34.5 kV overhead lines.

MECO systerMECO serves its electricity requirements with ficapacity (net) generating units (as of DecembefB@5) located on the
island of Maui (233 MW), Molokai (12 MW) and Landi0 MW). Beginning in 2006, MECO expects to pureéh@® MW of as-available
energy under a PPA between MECO and Kaheawa WingR&LC (KWP), which was approved by the PUC inrtta2005. MECO
transmits power to its service area through appnately 143 miles of 69 kV overhead lines, approxehel5 miles of 34.5 kV overhead lines,
and approximately 86 miles of 23 kV overhead lines.

Rates

HECO, MECO and HELCO are subject to the regulaporngdiction of the PUC with respect to rates, &ste of securities, accounting
and certain other matters. See “Regulation and otiadters—Electric utility regulation.”

All rate schedules of HECO and its subsidiaries@ionECA clauses as described previously. Undeeatitaw and practices, specific
and separate PUC approval is not required for egtehchange pursuant to automatic rate adjustnhemses previously approved by the PUC.
Rate increases, other than pursuant to such attoatitistment clauses, require the prior approf#h® PUC after public and contested case
hearings. PURPA requires the PUC to periodicallyew the ECA clauses of electric and gas utilitrethe state, and such clauses, as well as
the rates charged by the utilities generally, algect to change.

See “Electric utility—Results of operations—Mosteart rate requests,” “Certain factors that maycaffieture results and financial
condition—Electric utility—Regulation of electritility rates” and “Material estimates and criti@dcounting policies—Electric utility—Electric
utility revenues” in HEI's MD&A.

Public Utilities Commission of the State of Hawaii

Carlito P. Caliboso (an attorney previously in pt/ practice) continues to serve as Chairman dPthé (term expiring June 30, 2010).
Also serving as commissioners are Janet E. Kawehoge term expires June 30, 2006 and who previaeshed as the Deputy Director for
State Department of Land and Natural ResourcesWenghe H. Kimura (whose term expires June 30, 20@8who previously served as State
Comptroller with the State Department of Accountamgl General Services).
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John E. Cole was appointed Executive Director effiivision of Consumer Advocacy effective May 1002. Prior to becoming the
Executive Director, Mr. Cole was a member of thes&aor of the State of Hawaii’s Policy Team, whegrves as advisor to the Governor on
state-wide policy matters. Mr. Cole is an attorney.

Competition
See “Certain factors that may affect future resaitd financial condition—Consolidated—Competitioleefic utility” in HEI's MD&A.

Electric and magnetic fields

Research on potential adverse health effects foqposaire to electric and magnetic fields (EMF) counis. To date, no defini
relationship between EMF and health risks has btsarly demonstrated. In 1996, the National Acadefm$ciences examined more than 500
studies and stated that “the current body of evidetoes not show that exposure to EMFs presentmarhealth hazard.” An extensive study
released in 1997 by the National Cancer Institatéthe Children’s Cancer Group found no evidendeafeased risk for childhood leukemia
from EMF. In 1999, the National Institute of Enviraental Health Sciences (NIEHS) Director’'s Reportatuded that while EMF could not be
found to be “entirely safe,” the evidence of a beakk was “weak” and did not warrant “aggressivegulatory actions. In 2002, the NIEHS
further stated that for "most health outcomes,’t¢his “no evidence that EMF exposures have adwedfsets,” and also that there “is some
evidence from epidemiology studies that exposuoteer-frequency EMF is associated with an increaisk for childhood leukemia.” In the
same brochure, the NIEHS further concluded thatdaksociation isdifficult to interpret in the absence of reprodudeilaboratory evidence or
scientific explanation that links magnetic fieldgwchildhood leukemia.”

While EMF has not been established as a causeydiealth condition by any national or internatioagéncy, EMF remains the subject
of ongoing studies and evaluations. EMF has besssifled as a possible human carcinogen by moredha public health organization. In
2004, the U.K. National Radiological Protection Bb@NRPB) published a report that supported a prgmaary approach and recommended
adoption of guidelines for limiting exposure to EMf the U.S., there are no federal standardsitignibccupational or residential exposure to
60-Hz EMF.

The implications of the foregoing reports have yeitbeen determined. However, these reports mag the profile of the EMF issue for
electric utilities.

HECO and its subsidiaries are monitoring the reteand continue to participate in utility industaynded studies on EMF and, where
technically feasible and economically reasonaletioue to pursue a policy of prudent avoidanceh@design and installation of new
transmission and distribution facilities. Manageteamnot predict the impact, if any, the EMF issugy have on HECO, HELCO and MECO
in the future.

Legislation
See “Electric utility—Results of operations—Legiigla and regulation” in HEI's MD&A

Commitments and contingencies

See “Certain factors that may affect future resaittd financial condition—Other regulatory and péting contingencies” in HEI's
MD&A, Item 1A. Risk Factors, and Note 11 to HEC@snsolidated Financial Statements for a discussiagmportant commitments and
contingencies, including (but not limited to) HELGOXeahole power situation; HECO'’s East Oahu Traasion Project; the lawsuit against
The AES Corporation, AES Hawaii, HECO and HEI; &mel Honolulu Harbor environmental investigation.

City and County sewer lin€@n July 22, 2004, a contractor (hired by HECO fotility line extension project to support the erpimn of the

City and County of Honolulu's wastewater treatmglant) accidentally drilled into a force main sewee owned by the City and County. The
City and County made a formal demand that HECOigeofull compensation for damages to the force nsaimer line. Management believes
HECO has defenses against any claims that it Ab#ity for the incident and responded to the dethasserting its defenses. In addition,
HECO has insurance coverage (over a deductible athou
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Bank—American Savings Bank, F.S.B.
General

ASB was granted a federal savings bank chartesinary 1987. Prior to that time, ASB had operabrdes1925 as the Hawaii division
American Savings & Loan Association of Salt LakéyCUtah. As of December 31, 2005, ASB was thedthdargest financial institution in the
State of Hawaii based on total assets of $6.8hiléind deposits of $4.6 billion. In 2005, ASB’seaues and net income from continuing
operations amounted to approximately 18% and 5&%pectively, of HEI's consolidated amounts, comgaoceapproximately 19% and 38% in
2004 and approximately 21% and 48% in 2003, respaygt

At the time of HEI's acquisition of ASB in 1988, HEgreed with the Office of Thrift Supervision’s TQ’) predecessor regulatory agel
that ASB’s regulatory capital would be maintaineé@ ¢éevel of at least 6% of ASB’s total liabilitiesr at such greater amount as may be
required from time to time by regulation. Under dggeement, HE$ obligation to contribute additional capital taume that ASB would have
capital level required by the OTS was limited tmaximum aggregate amount of approximately $65.1lianilAs of December 31, 2005, HEI'
maximum obligation to contribute additional capttal been reduced to approximately $28.3 millidBBAs subject to OTS regulations on
dividends and other distributions applicable t@finial institutions and ASB must receive a letfenan-objection from the OTS before it can
declare and pay a dividend to HEI.

ASB’s earnings depend primarily on its net inteirsbme—the difference between the interest incearaed on earning assets (loans
receivable and investment and mortgage-relatedities) and the interest expense incurred on cgdtabilities (deposit liabilities and
borrowings, including advances from the Federal Hdman Bank (FHLB) of Seattle and securities soldar agreements to repurchase).
Other factors affecting ASB’s operating resultdude fee income, provision for loan losses, gainlesses on sales of securities available-for-
sale, and noninterest expenses.

For additional information about ASB, see the sextiunder “Bank” in HEI's MD&A, HEI's “Quantitativand Qualitative Disclosures
about Market Risk” and Note 4 to HEI's Consolidakédancial Statements.

The following table sets forth selected data folBABr the years indicated:

Years ended December 3

2005 2004 2003
Common equity to assets ra

Average common equity divided by average totaltadse 8.15% 7.1(% 7.2(%
Return on asse

Net income for common stock divided by averagel iaets 0.9t 0.62 0.8¢
Return on common equi

Net income for common stock divided by average comequity* 11.7 8.7 12.2
Tangible efficiency ratic

Total noninterest expense divided by net intemsbine and noninterest incor 61 61 61
1 Average balances calculated using the average bai§nces (except for common equity, which is dated using the average mo-end

balances)

ASB'’s tangible efficiency ratio — the cost of eangi$1 of revenue — remained flat at 61% from 2@03005 as ASB has been undergoing
a transformation, involving four major lines of Iness, to become a full-service community bankisgrisoth consumer and commercial
business customers. The transformation projectradglire continued investment in people and teampolASB’s ongoing challenge is to
increase revenues faster than expenses.
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Consolidated average balance sheet

The following table sets forth average balanceA®B’'s major balance sheet categories for the yearsdteti. Average balances h
been calculated using the daily average balaneegjefor common equity, which is calculated udimg average month-end balances).

Years ended December 3

(in thousands) 2005 2004 2003
Assets

Investment securitie $ 207,25¢ $ 240,46¢ $ 200,89:
Mortgage-related securitie 2,755,731 2,799,30: 2,707,39
Loans receivable, ni 3,411,38¢ 3,121,871 3,071,87
Other 442 ,36¢ 424,46¢ 418,29¢

$6,816,75. $6,586,11: $6,398,45!

Liabilities and stockholder’'s equity

Deposit liabilities $4,453,76. $4,114,071 $3,888,14!
Other borrowing: 1,703,35. 1,819,59¢ 1,851,25
Other 104,00¢ 109,54 123,16°
Stockholde’s equity 555,62: 542,89¢ 535,88¢

$6,816,75. $6,586,11: $6,398,45!

In 2005, the average loans receivables increas&289.5 million, or 9.3%, over 2004 average lo&@teivable due to the continued
strength in the Hawaii economy and real estate atallhe average residential mortgage portfolioc2@®5 grew by $139.8 million, or 5.6%,
over the 2004 average residential mortgage pootfélverage commercial real estate loans, net ofsbdsed loan funds, increased $51.1
million, or 24.2%, over 2004 primarily due to commeial construction real estate loans originated005 of $39.8 million. ASB’s average
commercial portfolio increased by $65.6 million,28.1%, during 2005 primarily due to higher commrioan originations. The average
consumer loan portfolio increased $22.5 million106r3%, from 2004. ASB’s average deposit balancesased by $339.7 million, or 8.3%,
during 2005, enabling ASB to replace other borrgsiand to help fund loan growth.

In 2004, the low interest rate environment and iooied strength in the Hawaii real estate market edsulted in an increase in average
loans receivables. The average residential mortgagélio for 2004 grew by $37.7 million, or 1.5%yer the 2003 average residential
mortgage portfolio. Average commercial real esladéms, net of undisbursed loan funds, increasedd&hilion, or 6.2%, over 2003 primarily
due to commercial construction real estate loaiggnated in 2004 of $85.8 million. ASB’s averagerouercial portfolio increased by
$11.0 million, or 4.0%, during 2004 as ASB'’s traorsiation to a full-service community bank continu&te average consumer loan portfolio
decreased $8.2 million, or 3.6%, from 2003 as Ioterest rates and improving real estate valuedteesin higher mortgage refinancing and
high consumer loan payoffs. Average deposits irmme@aluring the year as ASB continued to attracosiép Average other borrowings also
decreased during 2004 as the increase in averagsiteenabled ASB to repay some of its higheriggsither borrowings.

Asset/liability management
See HE's“Quantitative and Qualitative Disclosures about MaiRisk”
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Interest income and interest expense

See“Results of operatio—Bank” in HEI's MD&A for a table of average balances, interest dinidend income, interest expense :
weighted-average yields earned and rates paiceftaio categories of earning assets and costibdities for the years ended December 31,
2005, 2004 and 2003.

The following table shows the effect on net inteirsome of (1) changes in interest rates (changeeighted-average interest rate
multiplied by prior year average portfolio balane@d (2) changes in volume (change in averagegiortialance multiplied by prior period
rate). Any remaining change is allocated to thevali/o categories ong@o ratabasis.

(in thousands) 2005 vs. 2004 2004 vs. 2003

Increase (decrease) due to Rate Volume Total Rate Volume Total

Income from earning asse

Loans receivable, ni $2,861 $17,45( $20,31. $(17,38) $ 3,20t $(14,17Y
Mortgage-related securitie 7,20¢ (1,830 5,37¢ 5,25( 3,72¢ 8,97t
Investment securitie (1,04%) (752) (1,799 (1,63%) 1,12¢ (50¢)

9,01¢ 14,86¢  23,88¢ (13,769 8,06( (5,709

Expense from costing liabilitie

Deposit liabilities (15) 4,89¢ 4,88( (5,349 (1,279 (6,624
FHLB advances and other borrowir 8,091 (4,332 BN5S (2,739 (1,179 (3,919
8,07¢ 563 8,63¢ (8,089 (2,449 (10,53)

Net interest incom $ 94 $14,30¢ $15,24¢ $ (5,68() $10,50¢ $ 4,82¢

Noninterest income

In addition to net interest income, ASB has varisasrces of noninterest income, including fee inedrom credit and debit cards and
income from deposit liabilities and other finangiabducts and services. Noninterest income totafgatoximately $56.9 million in 2005,
$57.2 million in 2004 and $58.5 million in 2003. Noterest income for 2005 was relatively stable svbempared to 2004. The decrease in
noninterest income for 2004 was due to net gainsates of securities totaling $4.1 million in 20@8npared to a net loss of $0.1 million in
2004, partially offset by higher fee income in 2004

Lending activities

General.Loans and mortgage-related securities of $6.2biliepresented 90.3% of total assets as of DeceBib@005, compared to $6.2
billion, or 91.3%, and $5.8 billion, or 88.8%, dD®cember 31, 2004 and 2003, respectively. AS&as Iportfolio consists primarily of
conventional residential mortgage loans.
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The following table sets forth the composition @Rs loan and mortgage-related securities portfati®f the dates indicated:

December 31

2005 2004 2003 2002 2001
% of % of % of % of % of
(dollars in thousands) Balance total Balance total Balance total Balance total Balance total
Real estate loaris
Conventional (-4 unit residential $2,617,19. 42.4 $2,464,13. 39.¢ $2,438,57. 42.1 $2,347,441 40.¢ $2,242,32' 43.C
Commercial 229,43( 3.7 226,69¢ 3.€ 208,68. 3.6 193,627 34 196,51¢ 3.8
Construction and developme 241,31: 3.9 202,46¢ 3.2 100,98t 1.8 46,15( 0.8 52,04: 1.C
3,087,93! 50.C 2,893,29! 46.¢ 2,748,24. 47.t 2587,22: 451 2,490,88 47.¢
Less:
Deferred fees and discour (21,484 (0.9 (20,70) (0.3 (20,26¢) (0.4) (18,93) (0.3 (17,94¢ (0.3
Undisbursed loan func (140,27) (2.3 (132,209 (2.1) (69,889 (1.2 (21,419 (0.9 (22,91( (0.5
Allowance for loan losse (16,217) (0.3 (15,667 (0.3 (24,734 (0.3 (23,709 (0.9 (26,085 (0.5
Total real estate loans, r 2,909,96¢ 47.1 2,724,721 441 2,643,35( 45.€ 2,523,161 44.C 2,423,941 46.t
Other loans
Consumer and othi 259,04t 4.2 232,18¢ 3.8 222,74 3.9 245,85: 4.3 252,48° 4.8
Commercial 412,81¢ 6.7 310,99¢ 5.C 286,06¢ 4.9 247,11 43 197,330 3.8
671,86« 10.€ 543,18t 8.8 508,81: 8.8 492,96° 8.€ 449,82( 8.6
Less:
Deferred fees and discout (613 — (52¢) — (606) — (416) — — —
Undisbursed loan func @ — 3 — (31) — Q — 5 —
Allowance for loan losse (14,389 (0.2 (18,199 (0.9 (29,55) (0.5 (21,727 (0.4 (16,139 (0.3
Total other loans, n¢ 656,86t 10.7 524,46 8.F 478,62 8.3 470,82 8.2 433,67¢ 8.3
Mortgage-related securities, n 2,604,921 42z 2,92850 47.< 2,666,61' 46.1 2,736,67° 47.& 2,354,84! 45.Z
Total loans and mortgage-relate
securities, ne $6,171,75 100.C $6,177,69! 100.C $5,788,59! 100.C $5,730,66! 100.C $5,212,47. 100.(

1 Includes renegotiated loans.



The following table summarizes ASB'’s loan portfolexcluding loans held for sale and undisbursednsernial real estate construction
and development loan funds as of December 31, 206852004, based upon contractually scheduled pahpiayments and expected
prepayments allocated to the indicated maturitggaries:

December 31

2005 2004
After 1 Inl After 1
In year year or year
lyear through After through After
Due (in millions) orless G5Syears 5years Total less Syears 5years Total
Residential loan- Fixed $361 $ 92C $1,12( $2,401 $427 $ 89C $ 85t $2,17:
Residential loan- Adjustable 82 14z 82 30¢€ 11¢& 20¢ 63 38¢

44 1,06z 1,20z 2,707 54z  1,09¢ 91&  2,55¢

Commercial real estate loa- Fixed 4 19 42 65 5 11 20 36
Commercial real estate loa- Adjustable 107 38 65 21C 73 41 87 201
111 57 107 27¢ 78 52 107 237

Consumer loan- Fixed 11 19 14 44 12 19 14 45
Consumer loan- Adjustable 52 10¢€ 47 20t 50 93 36 17¢
63 12k 61 24¢ 62 112 50 224

Commercial loan- Fixed 10¢ 104 51 264 89 69 38 19¢
Commercial loan— Adjustable 107 38 4 14¢ 63 47 5 11¢
21€ 14z 55 413 152 11€ 43 311

Total loans- Fixed 485 1,062 1,227 2,77¢ 532 98¢ 927  2,44¢
Total loans- Adjustable 34¢ 324 19¢ 87C 301 38¢ 191 881

$83% $1,38¢ $1,42t $3,64¢ $834 $1,37¢ $1,11¢ $3,33(

Origination, purchase and sale of loar3enerally, residential and commercial real estzd@s originated by ASB are secured by real estate
located in Hawaii. As of December 31, 2005, apprately $7.8 million of loans purchased from otlerders were secured by properties
located in the continental United States. For aololitl information, including information concernitige geographic distribution of ASB’s
mortgage-related securities portfolio and the gaphic concentration of credit risk, see Note 1BiE’s Consolidated Financial Statements.
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The amount of loans originated during 2005, 200932 2002 and 2001 were $1.4 billion, $1.4 billiéf,6 billion, $1.2 billion and
$1.0 billion, respectively. The demand for loanprignarily dependent on the Hawaii real estate mitbusiness conditions, interest rates and
loan refinancing activity. The decrease in loagiodtions in 2004 compared to 2003 was due towdgiavn in residential refinancing activity.
The increase in loan originations in 2003 and 2088 due to the strength in the Hawaii real estatekeat and low interest rates which had
resulted in increased affordability of housing donsumers and higher loan refinancings.

Residential mortgage lendinASB’s general policy is to require private mortgaggurance when the loan-to-value ratio of the prop
exceeds 80% of the lower of the appraised valymuozhase price at origination. For nonowner-ocalipésidential properties, the loanuatue
ratio may not exceed 95% of the lower of the apg@eivalue or purchase price at origination.

Construction and development lendifgB provides both fixed- and adjustable-rate lofanghe construction of one-to-four unit residehtia
and commercial properties. Construction and devetoy financing generally involves a higher degreeredit risk than long-term financing
on improved, occupied real estate. Accordingly,stauction and development loans are generally griigher than loans secured by compl
structures. ASB’s underwriting, monitoring and distement practices with respect to constructiondsevelopment financing are designed to
ensure sufficient funds are available to completestruction projects. As of December 31, 2005, 2804 2003, ASB had commercial real
estate construction and development loans of $1ii@®m $108 million and $35 million and residert@onstruction and development loans of
$93 million, $94 million and $66 million, respeatly. See “Loan portfolio risk elements” and “Mutdtihily residential and commercial real
estate lending.”

Multifamily residential and commercial real estd@ading.ASB provides permanent financing and constructiwth @evelopment financing
secured by multifamily residential properties (utihg apartment buildings) and secured by commiesaid industrial properties (including
office buildings, shopping centers and warehoufses)s own portfolio as well as for participatievith other lenders. In 2005, 2004 and 2003,
ASB originated $77 million, $153 million and $81liin, respectively, of loans secured by multifayror commercial and industrial propert
ASB enhanced its commercial real estate lendingluifipes and plans to continue to increase comrakreal estate lending in the future. One
of the objectives of commercial real estate lendnig diversify ASB’s loan portfolio as commerciekl estate loans tend to have higher yields
and shorter durations than residential mortgagesioa

Consumer lendingASB offers a variety of secured and unsecured aoesiloans. Loans secured by deposits are limit@D% of the availab
account balance. ASB offers home equity lines eflitr secured and unsecured VISA cards, checkiogueat overdraft protection and other
general purpose consumer loans. In 2005, 2004 @08, 2ASB originated $189 million, $156 million a&d38 million, respectively, of
consumer loans.

Commercial lending ASB provides both secured and unsecured comméoaias to business entities. This lending acti\gtpart of ASB’s
strategic transformation to a full-service commymiank and is designed to diversify ASB’s assetcstire, shorten maturities, improve rate
sensitivity of the loan portfolio and attract conmgial checking deposits. In 2005, 2004 and 2008sgcommercial loan originations of
$436 million, $351 million and $195 million, respieely, accounted for approximately 30%, 26% anélo]Pespectively, of ASB’s total loan
originations.

Loan origination fee and servicing inconln addition to interest earned on loans, ASB reezimcome from servicing loans, for late payments
and from other related services. Servicing feesereived on loans originated and subsequentlylsol®iSB where ASB acts as collection
agent on behalf of third-party purchasers.

ASB generally charges the borrower at loan settieradoan origination fee of 1% of the amount bared. See “Loans receivable” in
Note 1 to HE's Consolidated Financial Statements.

Loan portfolio risk elementWhen a borrower fails to make a required paymerd twan and does not cure the delinquency promibityloan
is classified as delinquent. If delinquencies areaured promptly, ASB normally commences a coitectction, including foreclosure
proceedings in the case of secured loans. In altomere
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action, the property securing the delinquent dekbid at a public auction in which ASB may papiéde as a bidder to protect its interest. If
ASB is the successful bidder, the property is di@skas real estate owned until it is sold. ASBial estate acquired in settlement of loans
represented nil, 0.01% and 0.12% of total asseté Becember 31, 2005, 2004 and 2003, respectively.

In addition to delinquent loans, other significlertding risk elements include: (1) loans which aednterest and are 90 days or more
due as to principal or interest, (2) loans accadifite on a nonaccrual basis (nonaccrual loans)(8nhkhans on which various concessions are
made with respect to interest rate, maturity, beoterms due to the inability of the borrower eéovice the obligation under the original terms
of the agreement (renegotiated loans). ASB haaand that were 90 days or more past due on whietest was being accrued as of the dates
presented in the table below. The following talses $orth certain information with respect to nacra@l and renegotiated loans as of the dates
indicated:

December 31

(dollars in thousands) 2005 2004 2003 2002 2001

Nonaccrual loar—

Real estat
One-to-four unit residentia $1,39¢ $2,24( $2,78¢ $ 9,78¢ $22,49¢
Commercial — 23t — 98¢ 10,12¢
Total real estat 1,39¢ 247" 2,78¢ 10,76¢ 32,62¢
Consume 377 411 341 1,382 1,96¢
Commercial 59¢ 3,51( 2,23¢ 3,632 3,01¢
Total nonaccrual loar $2,36¢ $6,39¢ $5,361 $15,78! $37,60"
Nonaccrual loans to total net loz 0.1% 0.2% 0.2% 0.5% 1.3%

Renegotiated loans not included ak—

Real estat
One-to-four unit residentia $ 731 $1,24:% $2,14¢ $ — $ —
Commercial 3,44¢ 3,65 3,871 7,582 3,87¢
Commercial 79C 427 1,91¢ 2,17¢ 2,681
Total renegotiated loar $4,967 $5,32:¢ $7,94¢ $ 9,757 $ 6,55¢
Nonaccrual and renegotiated loans to total netd 0.2% 0.4% 0.4% 0.9% 1.5%

ASB'’s policy generally is to place loans on a namaal status (i.e., interest accrual is suspenddéen the loan becomes 90 days or more
past due or on an earlier basis when there issonadle doubt as to its collectibility.

In 2002, the decrease in nonaccrual loans of $2dll®&n was due to $12.7 million lower delinquersia residential loans, a $5.0 million
payoff of a commercial real estate loan and a $4llion reclassification of a commercial real estiian to accrual status. In 2003, the deci
in nonaccrual loans of $10.4 million was primadiye to $7.0 million lower delinquencies in residalibans as a result of improved credit
quality of ASB’s loan portfolio due to the strongpt estate market in Hawaii. In 2004, the increas®wnaccrual loans of $1.0 million was
primarily due to an increase in commercial loan:monaccrual status. In 2005, the decrease in namagdoans of $4.0 million was primarily
due to a $2.9 million payoff of a commercial loarddower delinquencies in residential loans.
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Allowance for loan losseSee “Allowance for loan losses” in Note 1 to HECensolidated Financial Statements.

The following table presents the changes in th@aahce for loan losses for the years indicated:

(dollars in thousands) 2005 2004 2003 2002 2001
Allowance for loan losses, Januar $33,85 $44,28t $45,43¢ $42,22¢ $37,44¢
Provision (reversal of allowance) for loan los (3,100 (8,400 3,07t 9,75( 12,50(
Charge-offs
Residential real estate loa — 40 892 2,34 4,651
Commercial real estate loa — — 174 441 31t
Consumer loan 1,55¢ 1,79C 3,027 3,47¢ 3,64
Commercial loan 45€ 2,47¢ 2,601 1,47¢ 1,01z
Total charg-offs 2,01/ 4,30¢ 6,69¢ 7,744 9,62:
Recoveries
Residential real estate loa 45¢ 34¢€ 1,244 85¢ 1,21(
Commercial real estate loa — 562 42¢€ 52 342
Consumer loan 52t 54¢ 58€ 257 313
Commercial loan 86¢ 824 213 38 33
Total recoverie! 1,852 2,281 2,46¢ 1,20t 1,89¢
Allowance for loan losses, December $30,59¢ $33,851 $44,28¢ $45,43¢ $42,22¢
Ratio of allowance for loan losses, December 3ay&rage loans

outstanding 0.9(% 1.08% 1.4%% 1.6(% 1.42%
Ratio of provision for loan losses during the yeaaverage loar

outstanding NM NM 0.1(% 0.34% 0.42%
Ratio of net charc-offs during the year to average loans outstan NM 0.0€% 0.14% 0.25% 0.2€%

NM Not meaningful.

The following table sets forth the allocation of &S allowance for loan losses and the percentadeanis in each category to total loans

as of the dates indicated:

December 31
2005 2004 2003 2002 2001
% of % of % of % of % of
(dollars in thousands) Balance total Balance total Balance total Balance total Balance total
Residential real esta $ 8,61 72.1% $10,137 74.4% $ 4,031 76.% $ 6,24¢ 77.€% $ 9,93 78.(%
Commercial real esta 7,45C 10.C 5,35¢ 9.7 6,00¢ 7.5 6,34: 6.4 9,031 6.7
Consume 3,111 6.S 4,00¢ 6.8 6,54( 6.8 8,48¢ 8.C 8,53¢ 8.€
Commercial 11,13¢ 11.C 13,98¢ 9.1 14,75¢ 8.8 12,11¢ 8.C 6,38¢ 6.7
Unallocatec 28z NA 371 NA 12,94¢ NA 12,23¢ NA 8,33¢ NA
$30,59¢ 100.% $33,857 100.% $44,28: 100.% $45,43¢ 100.% $42,22: 100.(%

NA Not applicable

In 2005, ASB'’s allowance for loan losses decredse#i3.3 million compared to a decrease of $10.4ianiin 2004. Continued strength
in real estate and business conditions in 2003tezkin lower historical loss ratios and lower nbarge-offs as a result of lower delinquencies

which enabled ASB to record a reversal of allowafiecdoan losses of $3.1 million.

In 2004, ASB’s allowance for loan losses decredse$i10.4 million compared to a decrease of $1.Haniin 2003. Considerable
strength in real estate and business conditio29®4 resulted in lower historical loss ratios amaédr net charge-offs enabled ASB to record a
reversal of allowance for loan losses of $8.4 williThe allowance for loan losses for each categ@ayalso impacted by external fact



affecting the national and Hawaii economy, spedifaustries and sectors and interest rates. I paars, the impact of these external
factors was reflected in the unallocated categbth®allowance for loan losses; however, beginming004 these factors are largely reflected
in the allowance for loan losses allocated to espeftific loan portfolio.
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In 2003, ASBS allowance for loan losses decreased by $1.2omilompared to an increase of $3.2 million in 200% decrease in 20(
was due to lower net charge-offs as a result otodelinquencies. The increasing value of Hawail estate and continued low interest rates
gave debtors the opportunity to sell their projsrtir refinance before defaulting. ASB also corgéhto improve its collection efforts.
Residential, consumer and commercial real estate delinquencies continued to decrease during a6@3ower loan loss reserves were
required for those lines of business. The growtthéxcommercial loan portfolio as a result of ASBsategic focus of diversifying its loan
portfolio from single-family home mortgages to coenaial loans has required additional loan lossriese The unallocated component of the
allowance for loan losses, which takes into comsitiien economic trends and differences in the egton process that are not necessarily
captured in determining the allowance for loandssfer each category, increased slightly.

In 2002, ASB’s allowance for loan losses incredsg®3.2 million compared to an increase of $4.8iamlin 2001. The 2002 increase
was due to a higher loans receivable balance dighar unallocated component of the allowancedanllosses. The allowance was increased
to account for ASB’s strategic focus of diversifyiits loan portfolio from single-family home mortges to commercial loans that have higher
credit risk. Charge-offs were lower in 2002 compai@ 2001 as a result of lower delinquencies. Treng Hawaii real estate market and low
interest rates gave debtors the opportunity toteell properties or refinance before defaultimjatidition, ASB improved its collection efforts.
Residential and commercial real estate loan detingies decreased during 2002 and lower loan lessves were required for those lines of
business. The allowance for loan losses on conslgaes remained essentially the same during 2002.

Investment activities

Currently, ASB’s investment portfolio consists parity of mortgage-related securities, stock of BB of Seattle and a federal agency
obligation. ASB owns private-issue mortgage-relatecurities as well as mortgage-related secuiggged by the Federal National Mortgage
Association (FNMA), Federal Home Loan Mortgage Qogtion (FHLMC) and Government National Mortgageséaation (GNMA). As of
December 31, 2005, the various securities ratirgeigs rated all of the private-issue mortgagetedlaecurities as investment grade. ASB did
not maintain a portfolio of securities held fordirag during 2005, 2004 or 2003.

As of December 31, 2005, 2004 and 2003, ASB’s itment in stock of FHLB of Seattle amounted to $9%iBion, $97.4 million and
$94.6 million, respectively. The weightedrerage yield on investments during 2005, 20042898 was 1.13%, 3.29% and 5.45%, respecti
The amount that ASB is required to invest in FHItBcK is determined by regulatory requirements. ‘Beak operations” in HEI's MD&A for
a discussion of dividends on ASB’s investment irLBHof Seattle Stock and recent events that haverasely affected those dividends. Also,
see “Regulation and other matters—Bank regulatioedelfal Home Loan Bank System.”

As of December 31, 2005, ASB owned private-issuetgage related securities issued by Countrywidaiiéral with an aggregate book
value of $187.3 million and aggregate market valu184.1 million.

The following table summarizes ASB’s investmenttfudio (excluding stock of the FHLB of Seattle, whihas no contractual maturity),
as of December 31, 2005, based upon contractugiigdalled principal payments and expected prepayadiocated to the indicated maturity
categories:

Due
In 1 year After 1 year After 5 years After
(dollars in millions) or less through 5 years through 10 year: 10 year: Total
Federal agency obligatic $ — $ 24 $ — $ — $ 24
FNMA, FHLMC and GNMA 41¢ 1,22¢ 43¢ 96 2,17¢
Private issut 10¢ 26€ 54 1 42¢
$ 527 $ 1,51¢ $ 487 $ 97 $2,62¢
Weighted average yiel 4.1% 4.1€% 4.88% 5.01%

Note: ASB does not currently invest in tax exenigtgations.
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Deposits and other sources of funds

General.Deposits traditionally have been the principal sewf ASFE's funds for use in lending, meeting liquidity regmients and makin
investments. ASB also derives funds from the reaginterest and principal on outstanding loareeieable and mortgage-related securities,
borrowings from the FHLB of Seattle, securitiesdsohder agreements to repurchase and other so&8Bshborrows on a short-term basis to
compensate for seasonal or other reductions ingitefimvs. ASB also may borrow on a longer-termibas support expanded lending or
investment activities. Advances from the FHLB aadwities sold under agreements to repurchasenuentd be a significant source of funds
that have a higher cost of funds than deposits.

Deposits ASB’s deposits are obtained primarily from residenft Hawaii. Net deposit inflow in 2005, 2004 ariD3 was $261.2 million,
$269.9 million and $225.5 million, respectively.

The following table illustrates the distribution A&B’s average deposits and average daily rategdeyof deposit for the years indicated.
Average balances have been calculated using thhagevéaily balances.

Years ended December 3

2005 2004 2003
% of Weighted % of Weighted % of Weighted
Average total average Average total average Average total average

(dollars in thousands) balance  deposits rate % balance  deposit: rate % balance  deposits rate %
Savings $1,721,98! 38.7%  0.51% $1,613,851 39.2%  0.4(% $1,352,50° 34.¢%  0.5%
Checking 1,151,34! 25.¢ 0.0t 1,019,46. 24.¢ 0.0z 913,22¢ 23.t 0.0t
Money marke 288,73, 6.5 0.8¢ 322,80t 7.8 0.4t 397,59( 10.z 0.61
Certificate 1,291,69¢ 29.C 3.1C 1,157,94. 28.Z 3.3 1,224,821 31.t 3.54
Total depositt $4,453,76. 100.(%  1.17% $4,114,07! 100.(%  1.15% $3,888,14! 100.(%  1.3t%

As of December 31, 2005, ASB had $406.5 milliomentificate accounts of $100,000 or more, matugsdollows:

(in thousands) Amount
Three months or les $152,80:
Greater than three months through six mo 63,87¢
Greater than six months through twelve mot 88,74
Greater than twelve montl 101,06t
$406,48¢

Deposi-insurance premiums and regulatory developmentgeneral, ASB’s deposits are insured by the Spvilssociation Insurance Fund
(SAIF) or the Bank Insurance Fund (BIF), which assguarterly insurance premiums to thrifts and cencial banks, respectively. In addition
to deposit insurance premiums, Financing CorpangfftdCO) imposes a quarterly assessment on SAIB#rdleposits to service the interest
on FICO bond obligations. As a “well capitalizetitift, ASB’s base deposit insurance premium effecfor the December 31, 2005 quarterly
payment is zero and its annual FICO assessmer2scénts per $100 of SAIF and BIF deposits asept&nber 30, 2005.

For a discussion of recent changes to the depmsitance system, see “Bank regulation—Deposit amsag coverage.”

Borrowings.ASB obtains advances from the FHLB of Seattle pledlicertain standards related to creditworthinase bheen met. Advances
are secured by a blanket pledge of certain notiestlyeASB and the mortgages securing them. To xtent that advances exceed the amou
mortgage loan collateral pledged to the FHLB oft8®ahe excess must be covered by qualified mabite securities held under the control of
and at the FHLB of Seattle or at an approved thady custodian. FHLB advances generally are abiaileo meet seasonal and other
withdrawals of deposit accounts, to expand lending to assist in the effort to improve asset aauillty management. FHLB advances are
made pursuant to several different credit prograffesed from time to time by the FHLB of Seattle.

As of December 31, 2005, 2004 and 2003, advanoestine FHLB amounted to $0.9 billion, $1.0 billiand $1.0 billion, respectively.
The weighted-average rates on the advances frofiHh® outstanding as of December 31, 2005, 20042848 were 4.53%, 4.48% and
4.28%, respectively. The maximum amount
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outstanding at any mon#nd during 2005, 2004 and 2003 was $1.1 billionQ $lllion and $1.1 billion, respectively. Advandesm the FHLE
averaged $1.0 billion during each of 2005, 2004 20@3 and the approximate weighted-average rateeoadvances was 4.48%, 4.43% and
4.62%, respectively.

See “Securities sold under agreements to repurtirasiote 4 of HEI's Consolidated Financial Statertse

The following table sets forth information concemiASB’s advances from the FHLB and securities solder agreements to repurchase
as of the dates indicated:

December 31
(dollars in thousands) 2005 2004 2003
Advances from the FHLI $ 935,50( $ 988,23: $1,017,05:
Securities sold under agreements to repurc 686,79¢ 811,43t 831,33!
Total borrowings $1,622,29: $1,799,66! $1,848,38!
Weightec-average rat 4.22% 4.01% 3.48%

Competition

The banking industry in Hawaii is highly competéivASB is the third largest financial institutionfawaii based on total assets and i
direct competition for deposits and loans, not amith the two larger institutions, but also with alher institutions that are heavily promoting
their services in certain niche areas, such asgirgyfinancial services to small and medium-sibedinesses. ASB’s main competitors are
banks, savings associations, credit unions, moetgagkers, mortgage brokers, finance companiebrk@rage firms. These competitors o
a variety of financial products to retail and besis customers.

The primary factors in competing for deposits ateriest rates, the quality and range of servickesead, marketing, convenience of
locations, hours of operation and perceptions efitistitution’s financial soundness and safety. @etition for deposits comes primarily from
other savings institutions, commercial banks, ¢redions, money market and mutual funds and otherstment alternatives. In Hawaii, there
were 7 FDIC-insured financial institutions, of whi2 were thrifts and 5 were commercial banks, gmaimately 100 credit unions as of
December 31, 2005. Additional competition for défsosomes from various types of corporate and gowent borrowers, including insurance
companies. To meet competition, ASB offers a vandtsavings and checking accounts at competitites; convenient business hours,
convenient branch locations with interbranch deasil withdrawal privileges at each branch and eaient automated teller machines. ASB
also conducts advertising and promotional campaigns

The primary factors in competing for first mortgeaged other loans are interest rates, loan origindges and the quality and range of
lending products and services offered. Competifiwrorigination of first mortgage loans comes priityafrom mortgage banking and
brokerage firms, commercial banks, other savingstutions, insurance companies and real estatstment trusts. ASB believes that it is able
to compete for such loans primarily through the petitive interest rates and loan fees it chardestypes of mortgage loan programs it offers
and the efficiency and quality of the servicesrdvides its borrowers and the real estate busic@ssnunity.

In 2002, ASB began implementing a strategic plaméwe from its traditional position as a thrift filigtion, focused on retail banking a
residential mortgages, to a full-service commubéyk. To make the shift, ASB continued to buildcitsnmercial and commercial real estate
lines of business in 2002. The origination of cormuia and commercial real estate loans involvdssriifferent from those associated with
originating residential real estate loans. For gXanthe sources and level of competition may Ifferdint and credit risk is generally higher
than for mortgage loans. These different risk fexctye considered in the underwriting and pricitegndards established by ASB for its
commercial and commercial real estate loans.

In September 2002, ASB launched its STAR initia(8&ategic & Tactical Alignment of Resources)wihich four of its lines of
business—Retail Banking, Mortgage Banking, ComnaéReal Estate and Commercial Banking—began imphingechanges intended to
increase profitability and enhance customer ser@t@nges to two lines of business—commercialesate and mortgage banking—have been
completed, and a third is nearing completion—conerakbanking. The remaining transformation involyiretail banking is intended to make
ASB'’s retail area more customer-centric, rathentpeoduct-centric. In addition to these transfolioraprojects, ASB will continue to invest in
projects and opportunities that will build corerfchise value and add to earnings growth and retéwmiditionally, the banking industry is
constantly changing and ASB is continuously makhgychanges and investments necessary to adapt@aéh competitive.
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In recent years, there has been significant badKlaift merger activity affecting Hawaii, includirthe merger in 2004 of the holding
companies for the state’s 4th and 5th largest Grsinstitutions (based on assets). Managementatgsredict the impact, if any, of these
mergers on the Company'’s future competitive pasjtiesults of operations or financial condition.

See “Certain factors that may affect future resaitd financial condition—Bank—Regulation of ASB—Eeal Thrift Charter” in HEI's
MD&A for a discussion of the Gramm-Leach-Bliley Aaft 1998.

Regulation and other matters

Holding company regulatiotHEI and HECO were exempt from the comprehensivalagign of the SEC under the Public Utility Holdi
Company Act of 1935 (1935 Act) except for Sectiga)@) (relating to the acquisition of securitidsother public utility companies) through
compliance with the requirement to file annuallyirdJ-3A-2 under the 1935 Act for holding companigsich own utility businesses that are
intrastate in character. The 1935 Act was repeafective February 8, 2006, and was essentiaplaced by the Public Utility Holding
Company Act of 2005 and implementing regulatior@&Act). HElI and HECO are each holding companiglsimthe meaning of the 2005
Act and filed a required notification of that staiton February 21, 2006. The 2005 Act makes holdampanies and certain of their subsidia
subject to certain rights of the Federal Energyukatgry Commission (FERC) to have access to bookisracords relating to FERC’s
jurisdictional rates, and also imposes certainnegcetention, accounting and reporting requiremadi and HECO filed a FERC Form 6!

on February 21, 2006, seeking a waiver of thesarderetention, accounting and reporting requiremehftf-ERC takes no action within 60 di
of such filing, this waiver will be automaticallyanted.

HEI is subject to an agreement entered into wighRbIC (the PUC Agreement) when HECO became a sabsiof HEI. The PUC
Agreement, among other things, requires HEI to jpiethe PUC with periodic financial information aotther reports concerning intercompi
transactions and other matters. It prohibits tleeteic utilities from loaning funds to HEI or it®nutility subsidiaries and from redeeming
common stock of the electric utility subsidiarieshout PUC approval. Further, the PUC could lirhi¢ bility of the electric utility subsidiari
to pay dividends on their common stock. See “Re#tris on dividends and other distributions” andetiric utility regulation” (regarding the
PUC review of the relationship between HEI and HECO

As a result of the acquisition of ASB, HEI and HEHDe subject to OTS registration, supervision gbrting requirements as savings
and loan holding companies. In the event the OTsSr&asonable cause to believe that the continubtid#El or HEIDI of any activity
constitutes a serious risk to the financial safstyindness, or stability of ASB, the OTS is auttetiunder the Home Owners’ Loan Act of
1933, as amended, to impose certain restrictiottseiiorm of a directive to HEI and any of its sidiieries, or HEIDI and any of its
subsidiaries. Such possible restrictions includhtiing (i) the payment of dividends by ASB; (iiptrsactions between ASB, HEI or HEIDI, and
the subsidiaries or affiliates of ASB, HEI or HEIRInd (iii) the activities of ASB that might createserious risk that the liabilities of HEI and
its other affiliates, or HEIDI and its other affites, may be imposed on ASB. See “Restrictionsvadahds and other distributions.”

OTS regulations also generally prohibit savings laae holding companies and their nonthrift sulzsidis from engaging in activities
other than those which are specifically enumeratdle regulations. However, the OTS regulatiorm/jote for an exemption which is availa
to HEI and HEIDI if ASB satisfies the qualified thilender (QTL) test discussed below. See “Bardutation—Qualified thrift lender test.”
ASB met the QTL test at all times during 2005, tet failure of ASB to satisfy the QTL test in thaudre could result in a need to divest ASB.
If such divestiture were to be required, federal limits the entities that might be eligible to aog ASB.

HEI and HEIDI are prohibited, directly or indiregtlor through one or more subsidiaries, from (uadng control of, or acquiring by
merger or purchase of assets, another insuredlitisti or holding company thereof, without prioritten OTS approval; (ii) acquiring more
than 5% of the voting shares of another savingscéstson or savings and loan holding company wischot a subsidiary; or (iii) acquiring or
retaining control of a savings association notiadlby the FDIC.
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Restrictions on dividends and other distributicHEI is a legal entity separate and distinct froswiarious subsidiaries. As a holding company
with no significant operations of its own, the mijpal sources of its funds are dividends or othstriutions from its operating subsidiaries,
borrowings and sales of equity. The rights of HEd ,aconsequently, its creditors and shareholdensatticipate in any distribution of the ass
of any of its subsidiaries is subject to the pdi@ims of the creditors and preferred stockhol@éisuch subsidiary, except to the extent that
claims of HEI in its capacity as a creditor areogptized.

The abilities of certain of HEI's subsidiaries taypdividends or make other distributions to HEI sukject to contractual and regulatory
restrictions. Under the PUC Agreement, in the etesit the consolidated common stock equity of thetdc utility subsidiaries falls below
35% of total electric utility capitalization (inaling in capitalization the current maturities ofidpterm debt, but excluding short-term
borrowings), the electric utility subsidiaries wddde restricted, unless they obtained PUC appravéheir payment of cash dividends to 80%
of the earnings available for the payment of diadiein the current fiscal year and preceding figarg, less the amount of dividends paid
during that period. The PUC Agreement also provitiasthe foregoing dividend restriction shall betconstrued to relinquish any right the
PUC may have to review the dividend policies ofehextric utility subsidiaries. As of December 2005, the consolidated common stock
equity of HEI's electric utility subsidiaries was 56% of theitalccapitalization (as previously defined). As aéd@mber 31, 2005, HECO and
subsidiaries had common stock equity of $1.0 hilliof which approximately $431 million was not d&hble for transfer to HEI without
regulatory approval.

The ability of ASB to make capital distributionsHifl and other affiliates is restricted under feddaw. Subject to a limited exception
for stock redemptions that do not result in anyrelase in ASB’s capital and would improve ASB'’s fioial condition, ASB is prohibited from
declaring any dividends, making any other capitstrithution, or paying a management fee to a cdlirigpperson if, following the distribution
or payment, ASB would be deemed to be undercapéglisignificantly undercapitalized or criticallpdercapitalized. See “Bank regulation—
Prompt corrective action.” All capital distributisrmre subject to an indication of no objectionty ®TS. Also see Note 12 to HEI's
Consolidated Financial Statements.

HEI and its subsidiaries are also subject to deterants, preferred stock resolutions and the tefrgaarantees that could limit their
respective abilities to pay dividends. The Compdogs not expect that the regulatory and contracéistifictions applicable to HEI or its direct
and indirect subsidiaries will significantly affatte operations of HEI or its ability to pay dividks on its common stock.

Electric utility regulation.The PUC regulates the rates, issuance of secy@iiesunting and certain other aspects of the tipasaof HECO
and its electric utility subsidiaries. See the jwas discussion under “Electric utility—Rates” ahé discussions under “Electric utilifigesults
of operations—Most recent rate requests” and “@eféators that may affect future results and ficiahcondition—Electric utilityRegulation o
electric utility rates” in HEI's MD&A.

Any adverse decision or policy made or adoptecheyRUC, or any prolonged delay in rendering a @@tisould have a material adve
effect on consolidated HECO's and the Company’arfaoial condition, results of operations or liqudit

The PUC has ordered the electric utility subsidistb develop plans for the integration of demamdi supply-side resources available to
meet consumer energy needs efficiently, reliably @trthe lowest reasonable cost. See the previsuggsion under “Electric utility—
Integrated resource planning and requirementsdditianal generating capacity.”

In 1996, the PUC issued an order instituting a @eding to identify and examine the issues surragndiectric competition and to
determine the impact of competition on the eleattility infrastructure in Hawaii. In October 200Be PUC closed the competition proceeding
and opened investigative proceedings on two speassues (competitive bidding and distributed gatien (DG)) to move toward a more
competitive electric industry environment undertdessed regulation. For a discussion of the D&@askby the PUC in the DG proceeding in
January 2006, see “Certain factors that may afteate results and financial condition—Consolidat&dmpetition—Electric utility” in HEI's
MD&A.

Certain transactions between HEI's electric pubtitity subsidiaries (HECO, MECO and HELCO) and Hifid affiliated interests are
subject to regulation by the PUC. All contractliiding summaries of unwritten agreements)
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made on or after July 1, 1988 of $300,000 or mor& calendar year for management, supervisory fieat®n, engineering, accounting, legal,
financial and similar services and for the salaséeor transfer of property between a public ytdind affiliated interests must be filed with the
PUC to be effective, and the PUC may issue ceadel@sist orders if such contracts are not filedlsAth affiliated contracts for capital
expenditures (except for real property) must b@aganied by comparative price quotations from teoaffiliates, unless the quotations
cannot be obtained without substantial expenseebiar, all transfers of $300,000 or more of reapprty between a public utility and
affiliated interests require the prior approvatiod PUC and proof that the transfer is in the bestest of the public utility and its customerfs. |
the PUC, in its discretion, determines that arliatéid contract is unreasonable or otherwise contathe public interest, the utility must eitt
revise the contract or risk disallowance of themamgts for ratemaking purposes. In ratemaking ptiogs, a utility must also prove the
reasonableness of payments made to affiliateddsteiunder any affiliated contract of $300,000 orerby clear and convincing evidence. An
“affiliated interest” is defined by statute andlumbes officers and directors of a public utilityegy person owning or holding, directly or
indirectly, 10% or more of the voting securitiesagbublic utility, and corporations which have onamon with a public utility more than one-
third of the directors of that public utility.

In January 1993, to address community concernseegpd at the time, HECO proposed that the PUG@t@ié review of the relationship
between HEI and HECO and the effects of that i@tatiip on the operations of HECO. The PUC operdmtket and initiated such a review
and in May 1994, the PUC selected a consultant.cbhsultant’s 1995 report concluded that “on batawiiversification has not hurt electric
ratepayers.” Other major findings were that (1)utity assets have been used to fund HEI's noityfihvestments or operations,

(2) management processes within the electricieslibperate without interference from HEI and (BG0’s access to capital did not suffer as a
result of HEIs involvement in nonutility activities and that digification did not permanently raise or lower tlost of capital incorporated ir
the rates paid by HECO'’s utility customers. In Daber 1996, the PUC issued an order that adoptectfiwet in its entirety, ordered HECO to
continue to provide the PUC with status reporti®compliance with the PUC agreement (pursuamthtich HEI became the holding comps

of HECO) and closed the investigation and procegdimthe order, the PUC also stated that it adbtite recommendation of the DOD that
HECO, MECO and HELCO present a comprehensive aisalyshe impact that the holding company structumd investments in nonutility
subsidiaries have on a case-by-case basis on shefooapital to each utility in future rate cas@sl remove such effects from the cost of
capital. The PUC has accepted, in subsequent MEGIGH&LCO rate cases, the presentations made by MEGECHELCO that there was no
such impact in those cases. HECO made a similgeptation in its current rate case, which was aedgpending the final D&O. See also
“Holding company regulation” above.

HECO and its electric utility subsidiaries are sobject to regulation by the Federal Energy Regaya€ommission under the Federal
Power Act, except under Sections 210 through 2d@dgd by Title Il of PURPA and amended by the Endrgiicy Act of 1992), which permit
the Federal Energy Regulatory Commission to ortbstec utilities to interconnect with qualifyingpgenerators and small power producers,
and to wheel power to other electric utilities.|dit of PURPA, which relates to retail regulatolipies for electric utilities, and Title VII of #
Energy Policy Act of 1992, which addresses transimisaccess, also apply to HECO and its electiiityusubsidiaries. HECO and its electric
utility subsidiaries are also required to file var$ financial and operational reports with the Faldénergy Regulatory Commission. The
Company cannot predict the extent to which cogeinerar transmission access will reduce its eleatdoads, reduce its current and future
generating and transmission capability requirementdfect its financial condition, results of opgons or liquidity.

Because they are located in the State of HawaiCBE&Nd its subsidiaries are exempt by statute frmitations set forth in the
Powerplant and Industrial Fuel Act of 1978 on tke of petroleum as a primary energy source.
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Bank regulationASB, a federally chartered savings bank, and itdihg companies are subject to the regulatory sugien of the OTS and, i
certain respects, the FDIC. See “Holding compagylegion” above. In addition, ASB must comply wiederal Reserve Board reserve
requirements.

Deposit insurance coveragThe Federal Deposit Insurance Act, as amendedebffe¢deral Deposit Insurance Corporation InsurarcteofA
1991 (FDICIA), and regulations promulgated by thdE, govern insurance coverage of deposit amo@eserally, the deposits maintainec
a depositor in an insured institution are insue#*00,000, with the amount of all deposits helatdepositor in the same capacity (even if
held in separate accounts) aggregated for purpdsgsplying the $100,000 limit.

Institutions that are “well capitalized” under thBIC’s prompt corrective action regulations areeyatly able to provide “pass-through”
insurance coverage (i.e., insurance coverage #sses through to each owner/beneficiary of theiegipe deposit) for the deposits of most
employee benefit plans (i.e., $100,000 per indiglcharticipating, not $100,000 per plan). As of Baber 31, 2005, ASB was “well
capitalized”.

On February 8, 2006, federal deposit insurancemefiecame law. Among other things, this major mefamerges the BIF and the SAIF;
indexes the $100,000 deposit insurance to infldteginning in 2010 and every five years thereaffes the FDIC and the National Credit
Union Administration authority to determine whethaising the standard $100,000 deposit insuranai¢ i warranted; increases to $250,000
the deposit insurance limit for certain retiremaatounts; and authorizes the FDIC to assess riséebaremiums. Although ASB believes that
this insurance deposit reform may eventually reisudt decrease in its premiums, proposed implemgmégulations have not yet been issued
for comment and it is too soon to evaluate the ehpéthis reform on ASB.

Federal thrift charter See “Certain factors that may affect future resaiftd financial condition—Bank—Regulation of ASB—Ieeal Thrift
Charter” in HEI's MD&A.

Legislation.The Gramm-Leach-Bliley Act of 1998 (the Gramm Aiatposed on financial institutions an obligatiorprotect the security and
confidentiality of its customersionpublic personal information and the FDIC and G@sEsied final guidelines for the establishmenttahdard:
for safeguarding such information effective frontyJL, 2001. The Gramm Act also requires public ldisare of certain agreements entered
by insured depository institutions and their adiéis in fulfillment of the Community Reinvestmenttdf 1977, and the filing of an annual
report with the appropriate regulatory agencies.

In June 2004, the SEC issued for public commemgsed final rules to implement the Gramm Act’s eggams for financial institutions
from the definition of “broker” in the Securitiea@d Exchange Act of 1934. On October 8, 2004, tderfa financial institution regulatory
agencies submitted to the SEC a joint objectiotin¢éoproposed final rules. Included among the agshconcerns was the impact of the
proposed rules on “networking” arrangements wheegebgiancial institution refers its customers toraker-dealer for securities services and
employees of the financial institution are perntitte receive from the broker-dealer a “nominal fe®”such referrals. The agencies viewed the
SEC'’s proposed rules in this regard as “highly clexjprestrictive and inflexible” and inconsistenittwlongstanding guidance from the SEC
staff and the agencies themselves. ASB does haeensrking arrangement with UVEST Financial Sersitieat would be potentially affected
by the proposed rules and will continue to moniegulatory developments.

The International Money Laundering Abatement anthRcial Anti-Terrorism Act of 2001 (the 2001 Aathich is part of the USA
Patriot Act, imposes on financial institutions alevivariety of additional obligations with respexstich matters as collecting information,
monitoring relationships and reporting suspicioctivities. Since October 1, 2003, financial indiitas have been required to fully impleme:
customer identification program. The 2001 Act aksguires financial institutions to establish antimay laundering programs and, with respect
to correspondent and private banking accounts oflh&. persons, to implement appropriate due dibgepolicies to detect money laundering
activities carried out through such accounts.

The Fair and Accurate Credit Transactions Act @2@he FACT Act) amended the Fair Credit Reporthag of 1978 to enhance the
ability of consumers to combat identity theft, heriease the accuracy of consumer reports, to @tmsumers to exercise greater control of the
type and number of solicitations they receive, tnckstrict the use and distribution of sensitivedinal information.
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The agencies have implemented provisions of the FAE to, among other things, require each finanaistitution, including thrifts, to
develop, implement and maintain, as part of itstaxy information security program, appropriate swgas to properly dispose of consumer
information such as that derived from consumer spo

Capital requirements Under the Financial Institutions Reform, Recoyenyd Enforcement Act of 1989 (FIRREA), the OTS seisthree

capital standards for thrifts, each of which musnb less stringent than those applicable to nattioanks. As of December 31, 2005, ASB was
in compliance with all of the minimum standardshnat core capital ratio of 7.4% (compared to a 48gtirement), a tangible capital ratio of
7.4% (compared to a 1.5% requirement) and totkibésed capital ratio of 15.1% (based on hslsed capital of $536.8 million, $251.8 mill

in excess of the 8.0% requirement).

Effective April 1, 1999, the OTS revised its riskded capital standards as part of the effort byDih8, FDIC, the Board of Governors of
the Federal Reserve System and the Office of tep@wller of the Currency to implement the provisof the Riegle Community
Development and Regulatory Improvement Act of 19@dich requires these agencies to work togetherake uniform their respective
regulations and guidelines implementing commorugtay or supervisory policies. These OTS revisiafisct the risk-based capital treatment
of certain types of loans and investments and cap&al requirements. Under the new rules, antirt&in with a composite rating of “1” under
the Uniform Financial Institution Rating Systene(j. CAMELS rating system) must maintain core cdjitan amount equal to at least 3% of
adjusted total assets. All other institutions mmaaintain a minimum core capital of 4% of adjustetdltassets, and higher capital ratios may be
required if warranted by particular circumstandesof December 31, 2005, ASB met the applicableimmiin core capital requirement of the
revised OTS regulations.

On January 1, 2002, new OTS regulations went iffexewith respect to the regulatory capital treatrhof recourse obligations, residual
interests, direct credit substitutes and assetnamdgage-backed securities. The new regulatioms had a slight positive impact on ASB’s
risk-based capital.

Current OTS risk-based capital requirements aredas an internationally agreed-upon frameworkcpital measurement (the 1988
Accord) that was developed by the Basel CommitteBanking Supervision (BCBS). In April 2003, BCBSaased for comment proposed
revisions to the 1988 Accord. A set of further pyegpd revisions was released by BCBS in June 200BSBexpects that its proposed revisions
to the 1988 Accord (Basel 1) will begin to be ireplented as of year-end 2006, with “parallel runhbah of some of its more advanced
approaches and current risk-based capital regntoring 2007, and full implementation of its psepd revisions as of year-end 2007. On
August 4, 2003, the federal financial instituti@gulatory agencies, including OTS, issued an advantice of proposed rule making (Advai
Notice) soliciting comment on possible changes 8. Uisl-based capital requirements in light of Basel HeTagencies have also issued for
public comment three proposed supervisory guidaanesternal ratingdased systems for computing corporate credit reskijl credit risk an
operational risk in a manner consistent with Béls@lhe Advance Notice describes the purpose oEBHsas making risk-based capital
requirements more risk sensitive than are the rements of the 1988 Accord and current U.S. (indgeTS) rules implementing the 1988
Accord. The agencies’ most recently announced tabke is to issue a notice of proposed rule makimgng the first quarter of 2006, with
“parallel running” anticipated during calendar y2@08. The possible changes to the U.S. rules ibestin the Advance Notice are greatest
with respect to financial institutions with bankiagd thrift assets of $250 billion or more or taiatbalance-sheet foreign exposure of
$10 billion or more. However, impacts on smalleaficial institutions such as ASB are possible. A8lIBcontinue to monitor these regulatory
developments.

The review of U.S. risk-based capital requiremetsn impetus by Basel Il resulted in the agend&sliance on October 20, 2005 of an
advanced notice of rule making addressing thebiaded capital requirements of those financialtunstins that will not come within the scope
of the yet-to-be-proposed Basel ll-inspired rulEse proposed changes described in this advancesknveduld increase the number of risk-
weight categories from five to nine in an efforingprove the risk sensitivity of the capital rulésSB believes that the proposals would, if
implemented in their current form, result in somprovement in its risk-based capital ratios. Thenaies’ announced intention is to issue a
notice of proposed rule making with respect to ¢h@®posals in a similar timeframe as the noticeulef making for the Basel ll-inspired rules
(currently scheduled for the first quarter of 2006drder to allow the comparative evaluation @& ttvo sets of risk-based capital standards.
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Affiliate transactions. Significant restrictions apply to certain trarnsacs between ASB and its affiliates, including Hd its direct and
indirect subsidiaries. FIRREA significantly alteredth the scope and substance of such limitatiortsamsactions with affiliates and provided
for thrift affiliate rules similar to, but more refgtive than, those applicable to banks. On Decamil2, 2002, the OTS issued an interim final
rule which applies Regulation W of the Federal Res@&oard (FRB) to thrifts with modifications appraate to the greater restrictions under
which thrifts operate. Most of these greater restms were carried over into the OTS’ final rulhich became effective November 6, 2003.
For example, ASB is prohibited from making any l@arother extension of credit to an entity affdidtwith ASB unless the affiliate is engaged
exclusively in activities which the Federal ReseBaard has determined to be permissible for badtimg companies. There are also various
other restrictions which apply to certain transatsi between ASB and certain executive officergadars and insiders of ASB. ASB is also
barred from making a purchase of or any investriresécurities issued by an affiliate, other thathwespect to shares of a subsidiary of ASB.

Financial Derivatives and Interest Rate RIASB is subject to OTS rules relating to derivatiaesvities, including interest rate swaps.
Currently ASB does not use interest rate swapsaoage interest rate risk, but may do so in theéut@Generally speaking, the OTS rules
permit thrifts to engage in transactions involvfir@ncial derivatives to the extent these transastiare otherwise authorized under applicable
law and are safe and sound. The rules require A3Bwve certain internal procedures for handlingricial derivative transactions, including
involvement of the ASB Board of Directors.

OTS Thrift Bulletin 13a (TB 13a) provides guidararethe management of interest rate risks, investsegurities and derivatives
activities. TB 13a also describes the guidelineS@Xaminers use in assigning the “Sensitivity takdaRisk” component rating under the
Uniform Financial Institutions Rating System (i.#the CAMELS rating system). TB 13a updated the GTSinimum standards for thrift
institutions’ interest rate risk management prasiwith regard to board-approved risk limits artérest rate risk measurement systems, and
made several significant changes to the originallBBFirst, under TB 13a, institutions no longerts@ard-approved limits or provide
measurements for the plus and minus 400 basis pbéarest rate scenarios prescribed by the origiBal 3. TB 13a also changes the form in
which those limits should be expressed. Secondl3Bprovides guidance on how the OTS will assespithdence of an institution’s risk
limits. Third, TB 13a raises the size thresholdwabwhich institutions should calculate their owtireates of the interest rate sensitivity of Net
Portfolio Value (NPV) from $500 million to $1 bidin in assets. Fourth, TB 13a specifies a set ofatde features that an institution’s risk
measurement methodology should utilize. Fifth, T8 provides an extensive discussion of “sound et for interest rate risk management.

TB 13a also contains guidance on thrifts’ investtraemd derivatives activities by describing the typé analysis institutions should
perform prior to purchasing securities or finandiativatives. TB 13a also provides guidelines anube of certain types of securities and
financial derivatives for purposes other than réayportfolio risk.

Finally, TB 13a provides detailed guidelines foplementing part of the Notice announcing the revisif the CAMELS rating system,
published by the Federal Financial Institutions faisation Council. That publication announced redisgeragency policies that, among other
things, established the Sensitivity to Market Risknponent rating (the “S” rating). TB 13a providggntitative guidelines for an initial
assessment of an institution’s level of interet# rask. Examiners have broad discretion in impletimg those guidelines. It also provides
guidelines concerning the factors examiners considassessing the quality of an institution’s nsknagement systems and procedures.

Liquidity. Effective July 18, 2001, the OTS removed the retijutethat required a savings association to mairdai average daily balance of
liquid assets of at least 4% of their liquidity bad retained a provision requiring a savings@aton to maintain sufficient liquidity to
ensure safe and sound operations. ASB’s principaices of liquidity are customer deposits, borr@sirthe maturity and repayment of
portfolio loans and securities and the sale of$aato secondary market channels. ASBtincipal sources of borrowings are advances fire
FHLB and securities sold under agreements to réysesfrom broker/dealers. ASB is approved by theB-td borrow up to 35% of assets to
the extent it provides qualifying collateral anddsosufficient FHLB stock. As of December 31, 20B5B’s unused FHLB borrowing capacity
was approximately $1.5 billion. ASB utilizes growith
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deposits, advances from the FHLB and securitied wotler agreements to repurchase to fund matundgvithdrawable deposits, repay
maturing borrowings, fund existing and future loansl make investments. As of December 31, 2005, B&Bloan commitments, undisbursed
loan funds and unused lines and letters of crédtdl billion. Management believes ASBcurrent sources of funds will enable it to meest
obligations while maintaining liquidity at satisfacy levels.

SupervisionFDICIA made a number of reforms addressing thetgaied soundness of the deposit insurance systgmngsion of domestic
and foreign depository institutions and improvemafraiccounting standards. FDICIA also limited depimsurance coverage, implemented
changes in consumer protection laws and calletéfmt-cost resolution and prompt corrective actiith regard to troubled institutions.

Pursuant to FDICIA, the federal banking agenciesruigated regulations which apply to the operatmh&SB and its holding
companies. Such regulations address, for exampledards for safety and soundness, real estatmteratcounting and reporting, transacti
with affiliates, and loans to insiders.

Prompt corrective actiorFDICIA establishes a statutory framework that iggered by the capital level of a savings assamiagind subjects it
to progressively more stringent restrictions angesuvision as capital levels decline. The OTS ridggdement the system of prompt corrective
action. In particular, the rules define the reldvaapital measures for the categories of “well tadjzied”, “adequately capitalized”,
“undercapitalized”, “significantly undercapitaliZednd “critically undercapitalized.”

A savings association that is “undercapitalized"sgnificantly undercapitalized” is subject to ditshal mandatory supervisory actions
and a number of discretionary actions if the OT®meines that any of the actions is necessaryswlve the problems of the association at the
least possible long-term cost to the SAIF. A sasiagsociation that is “critically undercapitalizedtst be placed in conservatorship or
receivership within 90 days, unless the OTS and-kKC concur that other action would be more appate. As of December 31, 2005, ASB
was “well-capitalized.”

Interest ratesFDIC regulations restrict the ability of financiaktitutions that are undercapitalized to offeeneist rates on deposits that are
significantly higher than the rates offered by cetiqy institutions. As of December 31, 2005, ASBswaell capitalized” and thus not subject
to these interest rate restrictions.

Qualified thrift lender test-DICIA amended the QTL test provisions of FIRREArBgucing the percentage of assets thrifts musttaiaiin
“qualified thrift investments” from 70% to 65%, antanging the computation period to require thatgércentage be reached on a monthly
average basis in 9 out of the previous 12 monthe.I®97 Omnibus Appropriations Act expanded thedyqf loans that constitute “qualified
thrift investments.” Failure to satisfy the QTL t@suld subject ASB to various penalties, includimgitations on its activities, and would also
bring into operation restrictions on the activitthat may be engaged in by HEI, HEIDI and theirotbubsidiaries, which could effectively
result in the required divestiture of ASB. At athes during 2005, ASB was in compliance with theL@dst. As of December 31, 2005, 86.5%
of ASB’s portfolio assets was “qualified thrift iastments.” See “Holding company regulation.”

Federal Home Loan Bank SysteASB is a member of the FHLB System which consi$ts2oregional FHLBs. The FHLB System provides a
central credit facility for member institutions.dtorically, the FHLBs have served as the centealidiity facilities for savings associations and
sources of long-term funds for financing housinge FHLB may only make long-term advances to ASBifierpurpose of providing funds for
financing residential housing. At such time as dwaace is made to ASB or renewed, it must be sddweollateral from one of the following
categories: (1) fully disbursed, whole first mogga on improved residential property, or securitgsesenting a whole interest in such
mortgages; (2) securities issued, insured or gteedrby the U.S. Government or any agency the(8pfFHLB deposits; and (4) other real
estate-related collateral that has a readily asicafle value and with respect to which a secimigrest can be perfected. The aggregate
amount of outstanding advances secured by such ithkestate-related collateral may not exceed 8D%XEB’s capital.

As a result of the Gramm-Leach-Bliley Act, eachioegl FHLB is required to formulate and submit Ferderal Housing Finance Board
(Board) approval a plan to meet new minimum caitahdards to be promulgated by the Board. Thedisaued the final regulations
establishing the new minimum capital standardsamudry 30, 2001. As mandated by Gramm-Leach-Bltlegse regulations require each
FHLB to maintain a minimum total capital
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leverage ratio of 5% of total assets and includke-based capital standards requiring each FHLBamtain permanent capital in an amount
sufficient to meet credit risk and market risk.Jume 2001, the FHLB of Seattle formulated a capith to meet these new minimum capital
standards, which plan was submitted to and apprbydtle Board. The capital plan requires ASB to @apital stock in the FHLB of Seattle
an amount equal to the total of 3.5% of the FHLESefttle’s advances to ASB plus the greater &%i)of the outstanding balance of loans
sold to the FHLB of Seattle by ASB or (ii) 0.75%A%B’s mortgage loans and pass through securifie®f December 31, 2005, ASB was
required under the capital plan to own capitallsiadhe FHLB of Seattle in the amount of $62 mitliand owned capital stock in the amount
of $98 million, or $36 million in excess of the teement. Under the capital plan, stock in the FHifEBeattle is subject to a 5-year notice of
redemption. This 5-year notice period has an advieus immaterial effect on ASB’s liquidity.

Congress is considering legislation to revamp aghtof government-sponsored enterprises (GSES}. [€gislation would abolish the
Office of Federal Housing Enterprise Oversight (atpr of Fannie Mae and Freddie Mac) and the Fedéousing Finance Board (regulato
the FHLB), create a new regulatory agency to oweB8ES, and invest in this new agency the authanityong other things, to place limitatir
on “non-mission” assets, to establish prudent mamemt and operation standards for GSEs concernattgra such as the management of
asset and investment portfolio growth, to impos®figpt-corrective action” measures on a GSE in tlemeof under-capitalization, and to
exercise oversight enforcement powers. By poss#siricting GSE asset growth, if enacted, thisdiegion could potentially limit the
availability of advances from the FHLB of SeattheASB and sale of loans to Fannie Mae. ASB belighiewever, that if this bill is adopted
and implemented in these ways, its results willb®tnaterially adversely affected because ASB bessa to other funding sources and
secondary markets to sell its loans.

Community Reinvestmei. 1977, Congress enacted the Community Reinvestika(CRA) to ensure that banks and thrifts helgetrthe
credit needs of their communities, including lowmedanoderate-income areas, consistent with safesamadd lending practices. The OTS will
consider ASB’s CRA record in evaluating an applaafor a new deposit facility, including the edtabment of a branch, the relocation of a
branch or office, or the acquisition of an interi@esanother bank or thrift. ASB currently holds ‘@autstanding” CRA rating.

Other laws ASB is subject to federal and state consumer ptiotetaws which affect lending activities, suchtls Truth-in-Lending Law, the
Truth-in-Savings Act, the Equal Credit Opportunitgt, the Real Estate Settlement Procedures Actardral federal and state financial
privacy acts. These laws may provide for substhpéaalties in the event of noncompliance. ASBéwds that its lending activities are in
compliance with these laws and regulations.

Environmental regulatiol. HEI and its subsidiaries are subject to fedemdl state statutes and governmental regulationaiparg to water
quality, air quality and other environmental fastor

HECO, HELCO and MECO, like other utilities, are gdb to periodic inspections by federal, state, lmnsbme cases, local environme
regulatory agencies, including, but not limiteddgencies responsible for regulation of water dyadir quality, hazardous and other waste,
hazardous materials. These inspections may restlieiidentification of items needing correctiorotiner action. When the corrective or other
necessary action is taken, no further regulatotipads expected. Except as otherwise discloseatigreport (see “Certain factors that may
affect future results and financial condition—Cdidated—Environmental matters” in HEI's MD&A and ko111 to HECO’s Consolidated
Financial Statements, which are incorporated hdrgireference), the Company believes that eachidiabg has appropriately responded to
environmental conditions requiring action and assault of such actions, such environmental conditiwill not have a material adverse effect
on consolidated HECO or the Company.

Water quality controlsThe generating stations, substations and othétygilbsidiaries facilities operate under federal atate water quality
regulations and permits, including but not limitedhe Clean Water Act National Pollution DischaEjenination System (governing point
source discharges, including wastewater and staatervdischarges), Underground Injection Controldlilregulating disposal of wastewater
into the subsurface), the Spill Prevention, Cordrad Countermeasure (SPCC) program and other temdassociated with discharges of oil
and other substances to surface water.
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For a discussion of section 316(b) of the fedetabh@ Water Act, related EPA rules and their possdpplication to the electric utilities,
see “Environmental regulation” in Note 11 to HEC@'snsolidated Financial Statements.

In 2000, the EPA introduced new regulations thgtuired all large capacity cesspools to be perménelused by April 2005. The
regulations affected HECO's Kahe generating statitfl CO’s Kanoelehua Base Yard, MECO’s Maalaealaldului generating stations.
MECO completed its cesspool replacement projed&tin2003. HECO and HELCO closed their cesspaoZdD5 prior to the April deadline.

The Federal Oil Pollution Act of 1990 (OPA) goveattual or threatened oil releases in navigable Waers (inland waters and up to
three miles offshore) and waters of the U.S. exetusconomic zone (up to 200 miles to sea fronstimeline). In the event of an oil release to
navigable U.S. waters, OPA establishes strict aimd and several liability for responsible parties 1) oil removal costs incurred by the fedt
government or the state, and 2) damages to naggalirces and real or personal property. Respengésties include vessel owners and
operators of on-shore facilities. OPA imposes fiaed jail terms ranging in severity depending ow liite release was caused. OPA also
requires that responsible parties submit certifisatf financial responsibility sufficient to mebetresponsible party’s maximum limited
liability.

HELCO experienced two pipeline-related releasddilio during 2004. The first occurred on January 2804 when a third party
contractor accidentally ruptured HELCfuel oil pipeline on Hualani Street. Response ramdediation efforts were completed by HELCO
HELCO successfully completed arbitration in 2005%evéby it recovered a substantial portion of itds@®m the third party contractor. The
second incident took place on September 13, 2084eat3 in Hilo Harbor when a pipeline beneathex pintly owned by HELCO and
Chevron leaked fuel oil owned by HELCO beneathea gt storage facilities owned by Chevron. Cleaatpvities at the pier were completed
on October 9, 2004. Costs associated with pipetiastenance, repair and replacement, as well anafecosts are shared 50%-50% between
Chevron and HELCO.

During 2005 and up through March 7, 2006, HECO, BBLand MECO did not experience any significantgetrm releases. Except as
otherwise disclosed herein, the Company believaisehch subsidiary’s costs of responding to patroleeleases to date will not have a
material adverse effect on the respective subsidiathe Company.

EPA regulations under OPA also require certainlifaes that store petroleum to prepare and implensgrill Prevention, Containment a
Countermeasure (SPCC) Plans in order to prevesdses of petroleum to navigable waters of the HESCO, HELCO and MECO facilities
subject to the SPCC program are in compliance thigge requirements. In July 2002, the EPA amertte&PCC regulations to include
facilities, such as substations, that use (as @aptisstore) petroleum products. HECO, HELCO andd@Ehave determined that the amended
SPCC program applies to a number of their subsistiBince 2002, the EPA issued four extensionseotbmpliance dates for the amended
regulations. The most recent extension, issuedetanuary 17, 2006, requires that existing facilitiest started operation prior to August 16,
2002, must maintain or amend, and implement SP@aspby October 31, 2007. Regulated facilities steatt operations after August 16, 2002,
also must prepare and implement an SPCC Plan pb&c81, 2007. HECO, HELCO and MECO are currenglyatoping SPCC plans for all
facilities that are subject to the amended SPCG@ireapents.

Air quality controls.The generating stations of the utility subsidianegrate under air pollution control permits issbgdhe DOH and, in a
limited number of cases, by the EPA. The entiretaleutility industry has been affected by the @@8nendments to the Clean Air Act (CAA),
changes to the National Ambient Air Quality Stal®MAAQS) for ozone, and adoption of a NAAQS fardiparticulate matter. Further
significant impacts may occur if currently proposegislation, rules and standards are adoptefielflear Skies Bill is adopted as proposed,
HECO, and to a lesser extent, HELCO and MECO vkly incur significant capital and operations andintenance costs beginning one to
two years after enactment. HECO boilers may bectdteby the air toxics provisions (Title Ill) ofalCAA when the Maximum Allowable
Control Technology (MACT) emission standards ataldshed for those units.

Effective March 29, 2005, the EPA delisted coatdiland oil-fired utility boilers from regulation der Title 11l of the CAA (the Delisting
Rule). On the same date, the EPA issued a rulgmiesito control mercury emissions from coal-firgitity units. The preamble to the mercury
control rule stated that the EPA would not reqematrol of nickel emissions from oil-fired utilityoilers. Subsequently, on October 21, 2005,
the EPA issued a notice that it would reconsiderelisting Rule (the Notice of ReconsideratiordsBd on the EPA comments accompanying
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the Notice of Reconsideration, HECO does not gudie that the agency will relist oil-fired utilitynits for regulation under Title Ill. Further,
because a decision by the EPA to relist oil-firéiity units would require the EPA to determine wier it should propose rules to control
nickel emissions from existing oil-fired utility ita, HECO believes that attempts to evaluate thgathof such regulations, if any, are both
premature and speculative.

For a discussion of the July 1999 Regional Hazee Roiendments, see “Environmental regulation” ineNldt to HECO'’s Consolidated
Financial Statements.

CAA operating permits (Title V permits) have bessued for all affected generating units. The itesiah of the planned noise mitigati
equipment measures for Keahole CT-4 was completdtbvember 2004. The installation of the planned@amitigation equipment measures
for Keahole CT-5 was completed in January 2005.

Hazardous waste and toxic substances contThe operations of the electric utility and formezifht transportation subsidiaries are subject to
EPA regulations that implement provisions of thes&eace Conservation and Recovery Act (RCRA), theeBund Amendments and
Reauthorization Act (SARA) and the Toxic SubstanCestrol Act. In 2001, the DOH obtained primacyofmerate state-authorized RCRA
(hazardous waste) programs. The DOH'’s state comtitigplan and the State of Hawaii Environmentalpg@ase Law (ERL) rules were

adopted in August 1995.

Both federal and state RCRA provisions identifyt@erwastes as hazardous and set forth measutastisabe taken in the
transportation, storage, treatment and dispostilasie wastes. Some wastes generated at steancejecierating stations possess
characteristics that subject them to RCRA regutati®@ince October 1986, all HECO generating stati@ve operated RCRA-exempt
wastewater treatment units to treat potentiallyfaged wastes from occasional boiler watersidefaiagide cleaning operations. Steam
generating stations at MECO and HELCO also opesiatdar RCRA-exempt wastewater management systems.

The EPA issued a final regulatory determinatiorMay 22, 2000, concluding that fossil fuel combustivastes do not warrant regulation
as hazardous under RCRA. This determination alfowmore flexibility in waste management strategiBise electric utilities’ waste
characterization programs continue to demonsthet@tequacy of the existing treatment systems. &\fasharacterization studies indicate that
treatment facility wastestreams are nonhazardous.

RCRA underground storage tank (UST) regulationsirecall facilities with USTs used for storing pggum products to comply with
costly leak detection, spill prevention and newktatandard retrofit requirements. All HECO, HELCAJaMECO USTs currently meet these
standards and continue in operation.

The Emergency Planning and Community Right-to-Krat’under SARA Title 11l requires HECO, MECO and HEO to report
potentially hazardous chemicals present in theitifi@s in order to provide the public with infoation so that emergency procedures can be
established to protect the public in the eventarfandous chemical releases. All HECO, MECO and HElf&rilities are in compliance with
applicable annual reporting requirements to théeSEmergency Planning Commission, the Local Emerg&tanning Committee and local 1
departments. Since January 1, 1998, the steanmielixtustry category has been subject to Toxice&s Inventory (TRI) reporting
requirements. All HECO, HELCO and MECO facilitie® & compliance with TRI reporting requirements.

The Toxic Substances Control Act regulations sggmibcedures for the handling and disposal of gatyinated biphenyls (PCB), a
compound found in some transformer and capacitgediric fluids. HECO, MECO and HELCO have inséiipprocedures to monitor
compliance with these regulations. In addition, HIEE&Nd its subsidiaries have implemented a progeaiaentify and replace PCB transformr
and capacitors in their systems. All HECO, MECO &l CO facilities are currently believed to be ompliance with PCB regulations.

The ERL, as amended, governs releases of hazasdbatances, including oil, in areas within theesggurisdiction. Responsible parties
under the ERL are jointly, severally and stricthble for a release of a hazardous substancehietertvironment. Responsible parties include
owners or operators of a facility where a hazardnsstance comes to be located and any persontwhe time of disposal of the hazardous
substance owned or operated any facility at whicthazardous substance was disposed. The DOHlifigaérules (or State Contingency
Plan) implementing the ERL in August 1995.

HECO is currently involved in an ongoing investigatregarding releases of petroleum to the subserfathe Honolulu Harbor area.
(See Note 11 to HECO's Consolidated Financial $tates.) Under the terms of the agreement for tleeafay B, HEI and TOOTS had certain
environmental obligations arising from conditions

34



Table of Contents

existing prior to the sale of YB, including obligats with respect to the Honolulu Harbor investigiatIn 2003, TOOTS paid $250,000 to fund
response activities related to the Honolulu Hadrea as a one-time cash-out payment in lieu ofirmoing with further response activities.

In July 2002, personnel at MECO’s Maalaea Geneagaditation discovered a leak in an underground Hfastline. MECO notified
DOH, instituted temporary corrective measures,@rstructed a new aboveground fuel line and coa@ettainment trough as a permanent
replacement. MECO also notified the U.S. Fish & dNfié Service (USFWS), which manages the KealiadPdational Wildlife Refuge locate
south of the Maalaea facility. MECO constructedia to remove fuel from the subsurface, installgtil®rings and groundwater monitoring
wells to assess impacts of the fuel release, aitld tke guidance and consent of the USFWS and ®E Dnstalled an interception trench in
the buffer zone and in a small part of the Wildiefuge. Based on the results of the subsurfaesiigation the operation of the interception
trench, it appears that the fuel release has fiettafl and will not affect wildlife, sensitive wiif& habitat or the ocean, which lies
approximately one-quarter mile south of the Maalaedity. Total costs incurred as of December 2005 were approximately $0.96 million.
An estimated $0.2 million is expected to be expendigring 2006-2007 to address ongoing response&ffldECO reserved adequate amounts
to cover expenditures to date as well as costeptey for the future. Remediation efforts have ifigantly reduced the volume of the product
plume and product recovery has reached asymp&éld. Based on this data, MECO developed a Mongand Closure Plan, which DOH
approved in December 2004. Continued monitoringsiomally reveals a groundwater sample that excBeéld groundwater action levels.
Once modeling information shows that product hanlremoved to the extent practicable and MECO obtavo years of groundwater
monitoring data that meets DOH action levels, ME&Tiicipates the project can be terminated.

HECO, HELCO and MECO, like other utilities, periodily identify leaking petroleum-containing equipmisuch as USTs, piping and
transformers. In a few instances, small amounBGBs have been identified in the leaking equipmEath subsidiary reports releases from
such equipment when and as required by applicableahd addresses impacts due to the releases jlianoe with applicable regulatory
requirements.

ASB may be subject to the provisions of ComprehenBinvironmental Response, Compensation and Lialitt (CERCLA) and
regulations promulgated thereunder. CERCLA impdisédity for environmental cleanup costs on cartaategories of responsible parties,
including the current owner and operator of a fgcdnd prior owners or operators who owned or afet the facility at the time the hazardous
substances were released or disposed. CERCLA eggqrapons whose ownership in a facility is heldharily to protect a security interest,
provided that they do not participate in the mamagyet of the facility. Although there may be sonek rof liability for ASB for environmental
cleanup costs in the event ASB forecloses on, agdrhes the owner of, property with environmentabpms, the Company believes the risk
is not as great for ASB as it may be for other dépoy institutions that have a larger portfolioaafmmercial loans.

ASB may be subject to the provisions of the Comensive Environmental Response, Compensation ardlityaAct (CERCLA) and
regulations promulgated thereunder. CERCLA impdisédity for environmental cleanup costs on cartaategories of responsible parties,
including the current owner and operator of a facdnd prior owners or operators who owned or afgt the facility at the time the hazardous
substances were released or disposed. CERCLA eggqrapons whose ownership in a facility is heldnarily to protect a security interest,
provided that they do not participate in the mamagyet of the facility. Although there may be sonsk rof liability for ASB for environmental
cleanup costs in the event ASB forecloses on, aedrbes the owner of, property with environmentabfgms, the Company believes the risk
is not great for ASB.

Securities ratings

See the Standard & Poor’s (S&P) and Moody’s Invss8ervice’s (Moody’s) ratings of HEI's and HECQ&curities under “Liquidity
and capital resources” (both “Consolidated” ancetiic utility”) in HEI's MD&A. These ratings areat recommendations to buy, sell or hold
any securities; such ratings may be subject tesi@vior withdrawal at any time by the rating agesrand each rating should be evaluated
independently of any other rating. These ratinfleceonly the view of the applicable rating agemtythe time the ratings are issued, from
whom an explanation of the significance of sucingst may be obtained. There is no assurance tlyagwnh credit rating will remain in effect
for any given period of time or that such ratindl wot be lowered, suspended or withdrawn entilsl\the applicable rating agency if, in such
rating agency’s judgment, circumstances so warrant.
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Any such lowering, suspension or withdrawal of aayng may have an adverse effect on the markeé i marketability of HEI's and/or
HECO'’s securities, which could increase the costagital of HEI and HECO. Neither HEI nor HECO mgement can predict future rating
agency actions or their effects on the future obsapital of HEI or HECO.

Revenue bonds are issued by the Department of BadgeFinance of the State of Hawaii for the bereffHECO and its subsidiaries,
but the source of their repayment are the unseabkgations of HECO and its subsidiaries undenlagreements and notes issued to the
Department, including HECQO'’s guarantees of its glibges’ obligations. The payment of principal a@nterest due on all revenue bonds
currently outstanding are insured either by MBIAurance Corporation, Ambac Assurance CorporatibnCXpital Assurance, Inc. or
Financial Guaranty Insurance Company and the miifighose bonds are based on the ratings of thgatibns of the bond insurer rather than
HECO.

Research and development

HECO and its subsidiaries expensed approximate® @lion, $3.3 million and $3.1 million in 2002004 and 2003, respectively, for
research and development. Contributions to thetdgeower Research Institute accounted for moae talf of the expenses. There were also
expenses in the areas of energy conservation, e@wmaslogies and environmental and emissions cantrol

Employees
As of December 31, 2005 and 2004, the Company Ui¢-time employees as follow

December 31 2005 2004
HEI 42 45
HECO and its subsidiarie 2,06¢€ 2,01:
ASB and its subsidiarie 1,272 1,291
Other subsidiarie 3 5

3,387 3,35¢

The employees of HEI and its direct and indirettssdiaries, other than the electric utilities, aot covered by any collective bargaining
agreement. Of the 2,066 full time employees of HERO its subsidiaries as of December 31, 2005, 8% covered by collective bargaining
agreements. See the discussion of “Collective liairgaagreements” in Note 11 to HECO'’s Consolidefathncial Statements.

ITEM 1A. RISK FACTORS
Holding Company and Compan-Wide Risks

For additional information for certain risk fact@sumerated below, see “Forward-Looking StatemeRiS|'s MD&A, “ Quantitative an
Qualitative Disclosures about Market Risk,” and KEIonsolidated Financial Statements.

HEI is a holding company that derives its income fom its operating subsidiaries and depends on the giy of those subsidiaries to pay
dividends or make other distributions to HEI and onits own ability to raise capital.

HEI is a legal entity separate and distinct froevirious subsidiaries. As a holding company wilsignificant operations of its own,
HEI's cash flows and consequent ability to seniisebligations and pay dividends on its commorelsie dependent upon its receipt of
dividends or other distributions from its operatgubsidiaries and its ability to issue common starckther equity securities and to incur
additional debt. The ability of HEI's subsidiari@spay dividends or make other distributions to H&in turn, subject to the risks associated
with their operations and to contractual and repularestrictions, including:

» the provisions of an HEI agreement with the PUCictvizould limit the ability of HEI's principal elédc public utility subsidiary,
HECO, to pay dividends to HEI in the event that¢basolidated common stock equity of the electublije utility subsidiaries falls
below 35% of total electric utility capitalizatio

» the provisions of an HEI agreement entered inth ¥dtleral bank regulators in connection with itquasition of its bank subsidiary,
ASB, which require HEI to contribute additional @apto ASB (up to a maximum amount of additionapital of $28.3 million as of
December 31, 2005) upon request of the regulatoosder to maintain AS's regulatory capital at the level required by ratiah;

« the minimum capital and capital distribution redigias of the OTS that are applicable to ASB;
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» the receipt of a letter from the OTS stating it hasobjection to the payment of any dividend ASBpmses to declare and pay
HEI; and

» the provisions of preferred stock resolutions aebtdnstruments of HEI and its subsidiaries.

The Company is subject to risks associated with thidawaii economy, volatile U.S. capital markets andhanges in the interest rate
environment that could result in higher retirementbenefits expenses, declines in electric utility ldlvatthour sales, declines in ASB’s
interest rate margins, higher delinquencies and chge-offs in ASB’s loan portfolio and restrictions a the ability of HEI or its
subsidiaries to borrow money.

The two largest components of Hawaii's economytaneism and the federal government (including thiiamny). Because the core
businesses of HEI's subsidiaries are providinglletectric public utility services (through HECOdhits subsidiaries) and banking services
(through ASB and its subsidiaries) in Hawaii, thenhany’s operating results are significantly inflaed by Hawaii’s economy, which in turn
is influenced by economic conditions in the maidl&hS. (particularly California) and Asia (partiadly Japan) as a result of the impact of
those conditions on tourism, by the impact of ies¢rates on the construction and real estate tinelsisind by the impact of world conditions
(e.g., war in Iraqg) on federal government spendinigawaii.

A decline in the Hawaii economy, or the U.S. orakseconomies, could lead to a decline in kilowatttsales and an increase in
uncollected billings of HECO and its subsidiarieigther delinquencies in ASB’s loan portfolio antiext adverse effects on HEIbusinesses.
S&P or Moody’s were to downgrade HEI's or HECO’adeterm debt ratings because of these adversesffadf future events were to
adversely affect the availability of capital to tBempany, HEI's and HECO'’s ability to borrow could constrained and their future borrowing
costs would likely increase with resulting redustion HEI's consolidated net income in future pdsioFurther, if HEI's or HECO's ratings
were to be downgraded, HEI and HECO might not be tbsell commercial paper under current marketldt@mns and might be required to
draw on more expensive bank lines of credit orefedcapital or other expenditures.

Changes in the U.S. capital markets can also Hguédisant effects on the Company. For example si@mincome or expense is affected
by the market performance of the assets in theenashsion trust maintained for pension plans,tgnthe discount rate used to determine the
service and interest cost components of net perjpelision cost (returns).

Because the earnings of ASB depend primarily orimietest income, interest rate risk is a significask of ASB’s operations. HEI and
its electric utility subsidiaries are also expogseéthterest rate risk primarily due to their peimborrowing requirements, the discount rate used
to determine retirement benefits expenses andatiigs and the possible effect of interest ratetherelectric utilities’ rates of return. Interest
rates are sensitive to many factors, including greconomic conditions and the policies of govezntrand regulatory authorities. HEI cannot
predict future changes in interest rates, nor biicethat interest rate risk management stratdgmsits subsidiaries have implemented will be
successful in managing interest rate risk.

HEI and its subsidiaries may incur higher retiremert benefits expenses and could be required to recoige a substantial additional
minimum liability for pension benefits.

Retirement benefits expenses and cash fundingreegaits could increase in future years dependinguomerous factors, including the
performance of the U.S. equity markets and trendsterest rates and health care costs. Retirebeamfits expenses based on net periodic
pension and other postretirement benefit costs haee an allowable expense for rate-making, andenigetirement benefits expenses, along
with other factors, may affect the need to reqagastte increase.

Depending on investment results at each year @md fine assets held in trust to satisfy retiremenefit plan obligations and the statu
interest rates, the Company, like many sponsodefified benefit pension plans, could be requirefdfuare years to recognize an additional
minimum liability as prescribed by Statement of Aanting Standards (SFAS) No. 87, “Employers’ Acdinonfor Pensions.” The recognition
of an additional minimum liability is required Hi¢ accumulated benefit obligation exceeds thevidire of plan assets on the measurement
date. The electric utilities’ recognition of thalility would also require the removal of the priep@ension asset ($106 million as of
December 31, 2005) from their consolidated balaheet and from their rate bases and the sum of grasunts (net of taxes) would be
recorded as a reduction to stockholders’ equity
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through a non-cash charge to accumulated other grapsive income (AOCI), and would not affect mebime. By application filed on
December 8, 2005, the electric utilities have rstge:the PUC to permit them to record, as a regmlatsset pursuant to SFAS No. 71,
“Accounting for the Effects of Certain Types of Réggion,” and include in rate base, any amount that wouldratise be charged to AOCI a
result of recording a minimum pension liability to assurance can be given concerning how or wieRUC will act on this request.

The amount of additional minimum liability and charto AOCI, if any, that might be recorded couldheterial and will depend upon a
number of factors, including the year-end discoatg assumption, asset returns experienced duréengdar, any changes to actuarial
assumptions or plan provisions, and contributioaslenby the Company to the plans during the yeaadttition, retirement benefits expenses
and cash funding requirements could increase imdutears depending on the performance of the égjdity markets and trends in interest
rates. Retirement benefits expenses based on medisgoension and other postretirement benefitxbave been an allowable expense for rate
making, and higher retirement benefits expensesgalith other factors, may affect the need to estjan electric rate increase. If HEI and its
subsidiaries are required to record substantiataggr charges to AOCI in the future, the constdiddinancial ratios of HEI and its
subsidiaries may deteriorate, which could resustdourity ratings downgrades and difficulty (oragesx expense) in obtaining future financing.
In addition, there may be possible financial covendolations (although there are no advances aotlgr@utstanding under any credit facility
subject to financial covenants). For example, tewbHECO's bank lines of credit require that iaimtain a minimum ratio of consolidated
common equity to consolidated capitalization of 3&#tual ratio was 56% as of December 31, 20053 dHttition, the rates of return for the
electric utilities could increase if they were regd to record significant charges to AOCI and dauipact the rates the electric utilities are
allowed to charge, which may ultimately resultéduced revenues and lower earnings.

The Company is subject to the risks associated witthe geographic concentration of its businesses affatk of interconnections that
could result in service interruptions at the electic utilities or higher default rates on loans heldy ASB.

The business of HECO and its electric utility sdisies is concentrated on the individual islafdaytserve in the State of Hawaii. The
operations of HEI's electric utility subsidiarieseanore vulnerable to service interruptions thanraany U.S. mainland utilities because none
of the systems of HECO and its subsidiaries aeréonnected with the systems on the other islamels serve. Because of this lack of
interconnections, it is necessary to maintain higjemeration reserve margins than are typical f&. thainland utilities to help ensure reliable
service. The reserve margins on Oahu are currbettyw desirable levels and this condition will likeontinue and be exacerbated by
projected load growth until additional generatistibrought on line, which is not expected until 2088rvice interruptions, including in
particular extended interruptions that could refolin a natural disaster or terrorist activity, ltbadversely impact the kilowatthour sales of
some or all of the electric utility subsidiaries.

Certain geographic regions of the U.S. may fronmetiim-time experience natural disasters or wealgtonal economic conditions and
housing markets and, consequently, may experieigbehrates of loss and delinquency on loans. aalistly all of ASB’s consumer loan
customers are Hawaii residents. A significant portof the commercial loan customers are locatddaiwaii. Substantially all of the real estate
underlying ASBS residential and commercial real estate loantoaeged in Hawaii. These assets may be subjecgteater risk of default the
other comparable assets held by financial instingiwith other geographic concentrations in theneséadverse economic, political or
business developments or natural hazards that ffest &lawaii and the ability of ASB’s customersnake payments of principal and interest
on their loans.

Increasing competition and technological advanceald cause HEI's businesses to lose customers onder their operations obsolete.

The banking industry in Hawaii, and certain aspetthe electric utility industry, are competitivEhe success of HEI's subsidiaries in
meeting competition will continue to have a diregpact on HEI's consolidated financial performaniger example:

» ASB, which is the third largest financial institoi in the state based on total assets, is in di@upetition for deposits and loans not
only with two larger institutions that have subsialrcapital, technology and marketing resources aiso with smaller Hawaii
institutions and other U.S. institutions, includiorgdit unions, mutual funds, mortgage brokersrite companies and investment
banking firms. Larger financi:
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institutions may have greater access to capitavedr costs, which could impair A¢s ability to compete effectively. Significa
advances in technology could render the operattb®sSB less competitive or obsole

 HECO and its subsidiaries face competition fromepehdent power producers (IPPs), including alteraaergy providers, and
customer selfyeneration, with or without cogeneration. The PWS &n ongoing investigative proceeding on compethidding as .
mechanism for acquiring or building new electringeating capacity. New technological developmessh as the commercial
development of fuel cells or distributed generatioy render the operations of HEI's electric tytiubsidiaries less competitive or
obsolete. The PUC recently issued a decision ioritoing distributed generation (DG) investigatiweceeding, in which it set
policies for DG interconnection agreements anddiigmates, and established conditions under whittréc utilities can provide D
services on customer-owned sites as a regulateiteserhe utilities have requested that the PUGfglAow the conditions will be
administered. The electric utilities cannot predha ultimate outcome of the PUC’s competitive lmidgdand DG investigations, the
impact they will have on competition from IPPs audtomer self-generation, or the rate at whichrieldgical developments
facilitating nor-utility generation of electricity will occu

HELI's businesses could suffer losses that are unimed due to a lack of insurance coverage or limitadns on the insurance coverage the
Company does have.

In the ordinary course of business, HEI and itssglifiries purchase insurance coverages (e.g., fyoged liability coverages) to protect
against loss of, or damage to, their propertiesayainst claims made by third-parties and emploj@egroperty damage or personal injuries.
However, the protection provided by such insurdadinited in significant respects and, in somdanses, there is no coverage. Certain of the
insurance has substantial deductibles or has lomitthe maximum amounts that may be recoveredekample:

The electric utilities’ overhead and undergrourahgmission and distribution systems (with the etioapf substation buildings and
contents) have an estimated replacement cost obappately $3 billion and are not insured againstsior damage because the amount of
transmission and distribution system insurancelaig is limited and the premiums are cost prohibitSimilarly, the electric utilities have no
business interruption insurance as the premiumsuoh insurance would be cost prohibitive, paréidylsince the utilities are not
interconnected to other systems. If a hurricanetioer uninsured catastrophic natural disaster weeoecur, and if the PUC were not to allow
the affected electric utilities to recover fromegadyers restoration costs and revenues lost fr@iméss interruption, the lost revenues and
repair expenses could result in a significant deseén HEI's consolidated net income or in sigaifitnet losses for the affected periods.

ASB generally does not obtain credit enhancemearts as mortgagor bankruptcy insurance but doesreegtandard hazard and
hurricane insurance and may require flood insurdoiceertain properties. ASB is subject to the sisk borrower defaults and bankruptcies and
special hazard losses not covered by the requisadance.

Events like the September 11, 2001 terrorist agtacid financial failures of Enron and other compatiave resulted generally in a
decreased availability of insurance and higher didles, higher premiums and more restrictive poterms.

Increased federal and state environmental regulatio will require an increasing commitment of resource and funds and could result in
construction delays or penalties and fines for nowompliance.

HEI and its subsidiaries are subject to federalstate environmental laws and regulations relatngir quality, water quality, waste
management, natural resources and health and safstsh regulate the operation of existing fadi#j the construction and operation of new
facilities and the proper cleanup and disposalaziahdous waste and toxic substances. Complianbeivése legal requirements requires HEI's
utility subsidiaries to commit significant resousand funds toward environmental monitoring, inatein of pollution control equipment and
payment of emission fees. These laws and reguigtaomong other things, require that certain enviremtal permits be obtained in order to
construct or operate certain facilities, and obtgjrsuch permits can entail significant expense@e substantial construction delays. Also,
these laws and regulations may be amended fromttirtiene, including amendments that increase threldruand expense of compliance. For
example, emission and/or discharge limits may dietéined, more extensive permitting requirements beaynposed and additional substances
may become regulated.
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If HEI or its subsidiaries fail to comply with emenmental laws and regulations, even if causedabtofs beyond their control, that
failure may result in civil or criminal penaltieadifines. At the present time, HECO is a namedygaran ongoing environmental investigation
to determine the nature and extent of actual aeni@l release of hazardous substances, oil, polisitor contaminants at or near Honolulu
Harbor and management cannot predict the ultimagea outcome of that investigation.

Adverse tax rulings or developments could result isignificant increases in tax payments and/or expee.

Governmental taxing authorities could challengaxaréturn position taken by HEI or its subsidia@esl, if the taxing authorities prevail,
HEI's consolidated tax payments and/or expenséydirtg applicable penalties and interest, couldease significantly. Further, the ability of
HEI and its subsidiaries to generate capital gaimsutilize capital loss carryforwards on futune taturns could impact future earnings.

The Company could be subject to the risk of uninswed losses in excess of its accruals for litigationatters.

HEI and its subsidiaries are involved in routirigétion in the ordinary course of their businessesst of which is covered by insurance
(subject to policy limits and deductibles). Howewather litigation may arise that is not routingrorolves claims that may not be covered by
insurance. For example, HECO is a defendant iritatsought as a purported qui tam and class actidrch claims that the State of Hawaii
and HECO's other customers have been overchargesddtricity as a result of allegedly excessiviegs charged under a power purchase
agreement between defendants HECO and AES HawaiiThe complaint asserted that HEG@ayments to AES Hawaii, Inc. for power h,
been “excessive” by over $1 billion since Septemit®#92, and that approval of the power purchasecageat by the PUC in 1989 was
wrongfully obtained through alleged misrepreseantetior material omissions by the defendants oé#tinated future costs under the power
purchase agreement compared to the costs that Wwauilbeen incurred if HECO-owned units had be@stcacted instead. Although a final
judgment dismissing this complaint with prejudicasaentered in HEC's favor on September 17, 2003, one of the pldmtifis appealed from
this dismissal. On July 16, 2004, the Hawaii Sugeé@ourt retained jurisdiction over the appeal @athan assign the appeal to the
Intermediate Court of Appeals) and the matter lesHully briefed and is awaiting decision. Becaofthe uncertainties associated with
litigation, there is a risk that litigation again$El and its subsidiaries, even if vigorously defed, could result in costs of defense and
judgment or settlement amounts not covered by & and in excess of reserves established i’s consolidated financial statements.

Changes in accounting principles and estimates calibffect the reported amounts of the Company’s asteand liabilities or revenues
and expenses.

HEI's consolidated financial statements are prepareaccordance with accounting principles gengradicepted in the United States of
America. Changes in these principles or the Comgsaapplication of existing accounting principlesuttbmaterially affect HEI's consolidated
financial position or results of operations. Furthe preparing the consolidated financial statetsemanagement is required to make estimates
and assumptions that affect the reported amourdass#ts and liabilities, the disclosure of contmgessets and liabilities and the reported
amounts of revenues and expenses. Actual resultd ddfer significantly from those estimates. Mad estimates that are particularly
susceptible to significant change include the ansteported for investment securities; propertgnpbnd equipment; pension and other
postretirement benefit obligations; contingencied Btigation; income taxes; regulatory assets léatdllities; electric utility revenues; variable
interest entities; and allowance for loan losses.

In accordance with SFAS No. 71, “Accounting for Efects of Certain Types of Regulation,” HECO atsdsubsidiaries’ financial
statements reflect assets and costs based onasat-batenaking regulations. Continued accounting in thisinea requires that certain crite
relating to the recoverability of such costs thiougtes be met. If events or circumstances shdwddge so that the criteria are no longer
satisfied, the electric utilities’ regulatory asséamounting to approximately $111 million as ocBeber 31, 2005) may need to be charged to
expense, which could result in significant redutsiin the electric utilities’ net income, and thectric utilities’ regulatory liabilities
(amounting to $219 million as of December 31, 2083y need to be refunded to ratepayers.

Changes in accounting principles can also impadtdttensolidated financial statements. For examiple PPA falls within the scope of
FASB FIN No. 46 (FIN 46R), “Consolidation of Varighbinterest Entities” and results in the consololabf the IPP in HECO'’s consolidated
financial statements, the consolidation could reaweaterial
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effect on HECO’s consolidated financial statemeimisluding the recognition of a significant amowiffassets and liabilities, and, if such a
consolidated IPP were operating at a loss andrmadficient equity, the potential recognition othuosses. Also, if a PPA falls within the
scope of Emerging Issues Task Force (EITF) IssueDlile8, “Determining Whether an Arrangement Corgairl ease” and results in the
classification of the agreement as a capital lemseaterial effect on HEI's consolidated balanceesimay result, including the recognition of
significant capital assets and lease obligations.

Electric Utility Risks

Actions of the PUC are outside the control of thelectric utility subsidiaries and could result in inadequate or untimely rate relief, in
rate reductions or refunds or in unanticipated delgs, expenses or writedowns in connection with thenstruction of new projects.

The rates the electric utilities are allowed torgesfor their services and the timeliness of paeditate increases, are among the most
important items influencing the electric utilitifgancial condition, results of operations andiidity. The PUC has broad discretion over the
rates that the electric utilities charge their ong¢rs. HECO currently has a rate case pendingéddierPUC in which it is seeking rate
increases largely to recover the costs of capitpkdvements since its last rate case, the purcifesgditional firm capacity and energy from
Kalaeloa, the cost of measures taken to addressipaé increases until generation capacity candoed on Oahu and increased operation and
maintenance (O&M) expenses. In addition, HELCO hatfied the PUC of its intention to file a requést a rate increase in spring 2006
intended to recover the cost of improvements ttréissmission and distribution lines and the twoeagating units at its Keahole generating
plant that became available for commercial openagiace its last rate case in 2000. The increasesl bf the electric utilities’ O&M expenses
(including increased retirement benefits expensesich management expects will continue in 2006réased capital expenditures, or other
factors could result in the electric utilities seekrate relief more often than in the past. Anyexde decision by the PUC concerning the level
or method of determining electric utility ratese tleturns on equity or rate base found to be reddenthe potential consequences of exceeding
or not meeting such returns, or any prolonged dielaggndering a decision in a rate or other prosegdtould have a material adverse effect on
HECO's consolidated financial condition, resultpgrations and liquidity.

The electric utilities could be required to refundheir customers, with interest, revenues receivaer interim rate orders if and to the
extent they exceed the amounts allowed in fina oatlers. At the end of September 2005, HECO redeiwd implemented an interim general
rate increase of $53.3 million in annual base reesrgranted by the PUC in HECO's current rate dasef December 31, 2005, HECO had
recognized an aggregate of $32 million of reveriéls respect to this interim general rate increase other interim orders regarding certain
integrated resource planning costs.

The rate schedules of each of Hi¢lectric utilities include energy cost adjustmaatises under which electric rates charged toouest
are automatically adjusted for changes in the weidtaverage price paid for fuel oil and certain poments of purchased power, and the
relative amounts of company-generated power anchpsed power. In 2004 PUC decisions approving ldaree utilities’ fuel supply
contracts, the PUC affirmed the electric utilitieight to include in their respective energy cafjtiatment clauses the stated costs incurred
pursuant to their respective new fuel supply cangiao the extent that these costs are not indlidéneir respective base rates, and restated it:
intention to examine the need for continued usenafrgy cost adjustment clauses in rate cases. \Mieite was no opposition to the
continuation of the clause by the parties in thedieg HECO rate case, there can be no assuranceroimg actions the PUC may take in its
final order in the pending HECO rate case or otliein the future with respect to these clauses.

Many public utility projects require PUC approvaldavarious permits (e.g., environmental and larelpermits) from other governmen
agencies. Difficulties in obtaining, or the inatyilto obtain, the necessary approvals or permitang adverse decision or policy made or
adopted, or any prolonged delay in rendering asitati by an agency with respect to such approvadsparmits, can result in significantly
increased project costs or even cancellation gepte. For example, two major capital improvemewnjgrts — HECO's East Oahu
Transmission Project and the expansion of HELCG8atole generating plant kave encountered substantial opposition and corseqielay
and increased cost. In the event a project doeprocted, or if the PUC disallows cost recoveryaibor part of the project, project costs may
need to be written off in amounts that could resulignificant reductions in HECO'’s consolidatezt mcome.
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Electric utility operations are significantly influ enced by weather conditions.

The electric utilitie’ results of operations can be affected by changteimveather. Weather conditions, particularly terafure an
humidity, directly influence the demand for elecityi. In addition, severe weather can be destrectausing outages and property damage anc
requiring the utilities to incur significant additial expenses that may not be recoverable.

Electric utility operations depend heavily on third party suppliers of fuel oil and purchased power.

The electric utilities rely on fuel oil supplieradshippers and independent power producers teaidliel oil and power, respectively, in
accordance with contractual agreements. Approxina@® 5% of the net energy generated or purchagetéelectric utilities in 2005 was
generated from the burning of oil, and purchasgsoefer by the electric utilities provided about13. of their total net energy generated and
purchased for the same period. Failure or delagilbguppliers and shippers to provide fuel pursuarexisting contracts, or failure by a major
IPP to deliver the firm capacity anticipated inptawver purchase agreement, could disrupt the ybilithe electric utilities to deliver electricity
and require the electric utilities to incur additéd expenses to meet the needs of their custofmarsnay not be recoverable. In addition, as
these contractual agreements end, the electritiagimay not be able to purchase fuel and poweems equivalent to the current contractual
agreements.

Electric utility generating facilities are subjectto operational risks that could result in unschedutd plant outages, unanticipated and/or
increased operation and maintenance expenses andinased power purchase costs.

Operation of electric generating facilities invadveertain risks which can adversely affect energput and efficiency levels. Included
among these risks are facility shutdowns or powgsriuptions due to insufficient generation or @aidown or failure of equipment or
processes or interruptions in fuel supply, inapild negotiate satisfactory collective bargainiggements when existing agreements expire or
other labor disputes, inability to comply with réagory or permit requirements, disruptions in detivof electricity, operator error and
catastrophic events such as fires, explosionsgfiay other similar occurrences affecting the electilities’ generating facilities or
transmission and distribution systems. For exanmgde result of load growth on Oahu and other factbere currently is an increased risk to
generation reliability. Generation reserve margireslower than considered desirable in light ofwinstances. Existing units are running
harder, resulting in more frequent and more extensiaintenance, at times requiring temporary sbutnd of these units. HECO has taken a
number of steps to mitigate the risk of outagedpiting securing additional purchased power, addisgfibuted generation at some of
substations and encouraging energy conservatiannidrginal costs of supplying growing demand, hawei increasing because of HECO’s
decreasing reserve margin situation and the rati@i®fncrease is not likely to lessen until af##CO adds its proposed new generating unit on
Oahu in 2009.

The electric utilities may be adversely affected bypew legislation.

Congress and the Hawaii Legislature periodicallysider legislation that could have positive or negeeffects on the electric utilities
and their customers. For example, Congress addpéelinergy Policy Act of 2005, which will providé45 billion in tax incentives over a 10-
year period designed to boost conservation effortsease domestic energy production and expandsdef alternative energy sources, s
as solar, wind, ethanol, biomass, hydropower agdrctoal technology. The incentives include taditseand shorter depreciable lives for
many assets associated with energy productionrandrhission. The primary impact of these incentimeshe electric utilities will be the
reduction in the depreciable tax life, from 20 yetar 15 years, of certain electric transmissioriagent placed into service after April 11,
2005. The Energy Policy Act of 2005 also repladegiRublic Utility Holding Company Act of 1935 withe Public Utility Holding Company
Act of 2005. On February 8, 2006, HEI and HECO bse&olding companies under the Public Utility HalgiCompany Act of 2005. The
Public Utility Holding Company Act of 2005 providésr FERC access to the books and records ofyulitilding companies and, absent
exemptions or waivers, imposes certain record fisieiand accounting requirements on public utitigfding companies. HElI and HECO have
filed a notification claiming a waiver of such régments as single-state public utility holding guanies. There can be no assurance that the
waiver will be obtained.

A number of bills on energy were introduced in 2006 Hawaii State legislative session. While th¢onity of measures contained in
these bills do not negatively affect the electtitities, the electric utilities are actively engafjin deliberations before the Legislature on
matters that may affect them if adopted, such ksthat would
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direct the PUC to review and consider alternatteethe current energy cost adjustment clause, redjoé outsourcing of demand-side
management programs, require the use of long-tewed-forice power purchase contracts for renewaléggy generators, or modify the
renewable portfolio standards law. At this timésihot possible to predict the outcome of thodidbedmtions.

The 2001 Hawaii Legislature passed a law estabiisténewable portfolio standard (RPS) goals fordleetric utilities, on a consolidat:
basis, of 7% by December 31, 2003, 8% by Decembge2@5 and 9% by December 31, 2010. The law washded in 2004 to require elect
utilities to meet a renewable portfolio standar@¥f by December 31, 2005, 10% by December 31, 28%, by December 31, 2015 and 20%
by December 31, 2020. It may be difficult for tHeatric utilities to attain the renewables percgetin the future (although they have in the
past), and management cannot predict the futursecprences of failure to do so.

The renewable standards law also required the PUE\telop and implement a utility ratemaking stuoet which may include
performance-based ratemaking, to provide incentivesencourage Hawaii’s electric utilities to usst-effective renewable energy resources
found in Hawaii to meet the RPS goals, while allogvfor deviation from the standards in the eveat the standards cannot be met in a cost-
effective manner or as a result of circumstancgste the control of the utility which could not teakieen reasonably anticipated or
ameliorated. In November 2004, the PUC initiatgatacess, consisting of three sets of workshops ée&ts of which have been completed) that
are intended to lead to the creation of a docurftenting the basis of a set of rules to be adopteal riule-making process relating to electric
utility rate design. The electric utilities canmmedict the ultimate outcome of this process.

Bank Risks

Fluctuations in interest rates could result in lowe net interest income, impair ASE’s ability to originate new loans or impair the abiity
of ASB’s adjustable-rate borrowers to make increasg payments.

Interest rate risk is a significant risk of ASB'garations. ASB’s net interest income consists prilnaf interest income received on
fixed-rate and adjustable-rate loans, mortgagdeelsecurities and investments and interest expmrsasting primarily of interest paid on
deposits and borrowings. Interest rate risk angesn earning assets mature or when their inteaéss change in a time frame different from
that of the costing liabilities. Changes in maiikégrest rates, including changes in the relatignbketween short-term and long-term market
interest rates or between different interest nagiices, can impact ASB’s net interest margin. Alidio ASB pursues an asset-liability
management strategy designed to control its rifchanges in market interest rates, unfavorabements in interest rates could result in
lower net interest income.

Increases in market interest rates could have agrse impact on ASB’s cost of funds. Higher maikegrest rates could lead to higher
interest rates paid on deposits and other borrawing

Significant increases in market interest rateshemerception that an increase may occur, couldradly affect ASBs ability to originati
new loans and grow. An increase in market intawasts, especially a sudden increase, could alsersely affect the ability of ASB’s
adjustable-rate borrowers to meet their higher gaytrobligations. If this occurred, it could causdrecrease in nonperforming assets and
charge-offs. Conversely, a decrease in interess rat a mismatching of maturities of interest gessfinancial instruments could result in an
acceleration in the prepayment of loans and moggatated securities and impact ASB’s ability tmvest its liquidity in similar yielding
assets.

ASB'’s operations are affected by many disparate faors, some of which are beyond its control, that add result in lower net interest
income or decreased demand for its products and séces.

ASB'’s results of operations depend primarily onlthesl of net interest income generated by ASBIaieg assets and costing liabilities
and the supply of and demand for its products andces (i.e., loans and deposits). ASB’s net ineanay also be adversely affected by
various other factors, such as:

» local and other economic and political conditiomattcould result in declines in employment and esthte values, which in turn
could adversely affect the ability of borroweratake loan payments and the ability of ASB to recakie full amounts owing to it
under defaulted loan

» the ability of borrowers to obtain insurance anel &bility of ASB to place insurance where borrowfaikto do so, particularly in the
event of catastrophic damage to collateral secuaags made by ASE
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» faster than expected loan prepayments that care @auacceleration of the amortization of premium$oans and investments a
the impairment of mortgage servicing rights of A¢

» changes in ASB’s loan portfolio credit profile aasset quality which may increase or decrease theresl level of allowance for
loan losses

* increases in operating costs, due to its strategisformation to a fi-service community bank, inflation and other factoingt
exceed increases in A’ s net interest, fee and other incor

» the ability of ASB to maintain or increase the lleokdeposits, ASI's lowest cost funds; ar
» the ability of ASB to execute its strategy to tfams itself to a full-service community bank.

Banking and related regulations could result in sigificant restrictions being imposed on ASB’s busings.

ASB is subject to examination and comprehensivalatign by the Department of Treasury, the OTS thedrederal Deposit Insurance
Corporation, and is subject to reserve requiremestablished by the Board of Governors of the Fddeeserve System. As ASB’s primary
regulator, the OTS regularly conducts examinatiorsssess the “safety and soundness” of ASB’s tipasaand activities and ASB’s
compliance with applicable banking laws and regoitet. Because ASB is an indirect subsidiary of H&dleral regulatory authorities have the
right to examine HEI and its activities.

Under certain circumstances, including any deteatiom that ASB’s relationship with HEI results in ansafe and unsound banking
practice, these regulatory authorities have thkaity to restrict the ability of ASB to transfessets and to make distributions to its
stockholders (including payment of dividends to HBt they could seek to require HEI to severdlationship with or divest its ownership of
ASB. Payment by ASB of dividends to HEI may alsaé&&ricted by the OTS under its prompt correctiggon regulations or its capital
distribution regulations if ASB’s capital positioieteriorates. In order to maintain its status @k, ASB is required to maintain at least 65%
of its assets in “qualified thrift investments."@#gs associations that fail to maintain QTL stadus subject to various penalties, including
limitations on their activities. In ASB'’s case, taetivities of HEI and HEE other subsidiaries would also be subject toiotistns, and a failur
or inability to comply with those restrictions cdwffectively result in the required divestitureA$B. In the event of a required divestiture,
federal law substantially limits the entities tiatild acquire ASB.

ASB'’s strategy to expand its commercial and commeial real estate lending activities may result in lgher service costs and greater
credit risk than residential lending activities dueto the unique characteristics of these markets.

ASB has been aggressively pursuing a strategyirtblides expanding its commercial and commercill estate lines of business. These
types of loans generally entail higher underwritamgl other service costs and present greater eigkiitthan traditional residential mortgages.

Generally, both commercial and commercial realtedtsans have shorter terms to maturity and eayhdrnirates than residential mortg
loans. Only the assets of the business typicattyrgecommercial loans. In such cases, upon detawjtcollateral repossessed may not be
sufficient to repay the outstanding loan balanoeaddition, loan collections are dependent on tivedwer’s continuing financial stability and,
thus, are more likely to be affected by currentreenic conditions and adverse business developments.

Commercial real estate properties tend to be uraepgdeare more difficult to value than residentédlrestate properties. Commercial real
estate loans may not be fully amortizing, meanivag they may have a significant principal balanctballoon” payment due at maturity. In
addition, commercial real estate properties, paldity industrial and warehouse properties, areegaly subject to relatively greater
environmental risks than noncommercial propertigsta the corresponding burdens and costs of camgai with environmental laws and
regulations. Also, there may be costs and delaya@\vied in enforcing rights of a property owner aggitenants in default under the terms of
leases with respect to commercial properties. kamgle, tenants may seek the protection of bankyuptvs, which could result in terminati
of such tenant’s lease.

In addition to the inherent risks of commercial @odnmercial real estate lending described aboeegtipansion of these new lines of
business present execution risks including thetaluf ASB to attract personnel experienced in unad#ing such loans and the ability of ASB
to appropriately evaluate credit risk associatetth wiich loans in determining the adequacy of tlwavahce for loan losses.
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ITEM 1B. UNRESOLVED STAFF COMMENTS
HEI has not received, prior to July 4, 2005, writtemarents from the SEC staff regarding its periodicurent reports under the Securi
Exchange Act of 1934, which remain unresolved.

HECOhas not received, prior to July 4, 2005, writtemaoents from the SEC staff regarding its periodicurent reports under the Securities
Exchange Act of 1934, which remain unresolved.

ITEM 2. PROPERTIES

HEI leases office space from nonaffiliated lessorsowmtown Honolulu under leases that expire in Ma@72@nd March 2011. HEI als
subleases office space in a downtown Honolulu ingldeased by HECO under a lease that expires ireMber 2021. The properties of HEI's
subsidiaries are as follows:

Electric utility
See“Generation statisti” and“ Transmission syster” in Iltem 1 anc“Limited insuranc” in HEI's MD&A.

Electric lines are located over or under public andpublic properties. See “HECO and subsidianesservice areas” in Item 1 for a
discussion of the nonexclusive franchises of HE@® subsidiaries. Most of the leases, easementbcam$es for HECO'’s, HELCO's and
MECQO's lines have been recorded.

HECOowns and operates three generating plants onltreisf Oahu at Honolulu, Waiau and Kahe. Thesetplalong with distributed
generators at two substation sites and at HECCQlsiltank farm, have an aggregate net generatipgluitity of 1,223.4 MW as of

December 31, 2005. The three plants are situatddE@2O-owned land having a combined area of 535 acremaad acre parcel of land uni
a lease expiring December 31, 2018. In additionCBEBwnNs a total of 122 acres of land on which satlsts, transformer vaults, distribution
baseyards and the Kalaeloa cogeneration faciléyarated.

HECO owns overhead transmission lines, overheadhilition lines, underground cables, poles (fulyned or jointly owned) and steel
or aluminum high voltage transmission towers. Thagmission system operates at 46,000 volts an®@Q@&olts. The total capacity of
HECO'’s transmission and distribution substations &&34,855 kilovoltamperes as of December 31, 2005

HECO owns buildings and approximately 11.5 acrdsumd located in Honolulu which houses its opeatengineering and information
services departments and a warehousing centdsoltemses an office building and certain officacgs in Honolulu. The lease for the office
building expires in November 2021, with an optiorektend through November 2024. The leases foaiceoffice spaces expire on various
dates through January 31, 2015 with options torekte various dates through January 31, 2020.

HECO owns 19.2 acres of land at Barbers Point tssduate fuel oil storage facilities with a coméd capacity of 970,700 barrels.
HECO also owns fuel oil tanks at each of its pkites with a total maximum usable capacity of 888 6arrels and underground fuel pipelines
that transport fuel from HECOQO's tank farm at Canipbelustrial Park to HECO'’s power plants at Waend Kahe. HECO also owns a fuel
storage facility at its Iwilei site with a maximumsable capacity of 79,203 barrels, and an undengrpipeline that transports fuel from that
to its Honolulu power plant.

HELCO owns and operates five generating plants on thadsbf Hawaii. These plants at Hilo (2), Waimean&K@nd Puna, along with
distributed generators at substation sites, havaggregate net generating capability of 181.9 MWfd3ecember 31, 2005 (excluding a small
run-of-river hydro unit and a small windfarm). Tplants are situated on HELCO-owned land havingralioned area of approximately

43 acres. HELCO also owns fuel storage facilitiethese sites with a total maximum usable capaxdi6,041 barrels of bunker oil, and 48,
barrels of diesel. HELCO also owns 6 acres of laridona, which is used for a baseyard, and one @fciend in Hilo, which houses its
administrative offices. HELCO also leases 4 acfdara for its baseyard in Hilo under a lease erpiin 2030. The deeds to the sites located
in Hilo contain certain restrictions, which do moeaterially interfere with the use of the sitespablic utility purposes. HELCO occupies 78
acres of land for the windfarm (with an aggregateaapability of 2.3 MW as of December 31, 200%)spant to a long-term operating
agreement.

MECO owns and operates two generating plants on thedgiéMaui, at Kahului and Maalaea, with an aggtegeet generating capability of
216.8 MW as of December 31, 2005. The plants &awateid on MECO-owned land
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having a combined area of 28.6 acres. MECO alsasdul oil storage facilities at these sites witlotal maximum usable capacity of
176,355 barrels. MECO owns two 1 MW stand-by digeglerators and a 6,000 gallon fuel storage tardtdal in Hana. MECO owns 65.7
acres of undeveloped land at Waena. The Waenddandrently being used for agricultural purposgste former landowner under a license
agreement dated November 19, 1996. The licensemgrmt was originally scheduled to expire on Decerlhe2004, but has been extended
on a month-to-month basis until the area is reguioe development by MECO for utility purposes @p&mber 30, 2007, whichever comes
first.

MECO'’s administrative offices and engineering argdribution departments are located on 9.1 acréd®CO-owned land in Kahului.

MECO also owns and operates smaller distributictesys, generation systems (with an aggregate pebiiy of 22.1 MW as of
December 31, 2005) and fuel storage facilitiesnenislands of Lanai and Molokai, primarily on lamined by MECO.

Bank

ASB owns or leases several office buildings in downté¥emolulu and owns land and an operations centtrarMililani Technology Park on
Oahu.

The following table sets forth the number of bankrizhes owned and leased by ASB by island:

Number of branches

Owned Leasec Total

December 31, 200!
Oahu 8 36 44
Maui 3 5 8
Kauai 3 2 5
Hawaii 2 4 6
Molokai — 1 1
16 48 64

In January 2006, ASB opened a new leased brantheasland of Oahu bringing the total number ofnsfzes to 65.

As of December 31, 2005, the net book value of ¢hras and office facilities is approximately $44lmil. Of this amount, $34 million
represents the net book value of the land and imgonents for the branches and office facilities odvbhg ASB and $10 million represents the
net book value of ASB’s leasehold improvements. [Bases expire on various dates from January 2006gh November 2036 and many of
the leases have extension provisions.

ITEM 3. LEGAL PROCEEDINGS

The descriptions of legal proceedings (includindjgial proceedings and proceedings before the PiélCeavironmental and other
administrative agencies) in “ltem 1. Business” anthe notes to HEI's Consolidated Financial Stagata are incorporated by reference in this
Item 3. Certain HEI subsidiaries (including HECQlats subsidiaries) are involved in ordinary roatlitigation incidental to their respective
businesses.
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ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
HEI and HECO:
During the fourth quarter of 2005, no matters warbmitted to a vote of security holders of the Reghts.

EXECUTIVE OFFICERS OF THE REGISTRANT (HEI)

The following persons are, or may be deemed te@xegutive officers of HEI. Their ages are giverBMarch 6, 2006 and their years
company service are given as of December 31, 20figers are appointed to serve until the meetifithe HEI Board of Directors after the
next Annual Meeting of Shareholders (which will acon May 2, 2006) and/or until their successorsehzeen appointed and qualified (or t
their earlier resignation or removal). Company serincludes service with an HEI subsidiary.

Business experience for past five
HEI Executive Officers years

Robert F. Clarke, age ¢
Chairman of the Board, President and Chief Exeeufifficer 9/98 to date
Director 4/89 to date
(Company service: 18 yeal

Eric K. Yeaman, age 2
Financial Vice President, Treasurer and Chief FirarOfficer 01/03 to datt
Eric K. Yeaman, prior to joining HEI, served as €HDperating and Financial Officer of Kameham
Schools from 4/02 to 1/03 and Chief Financial Gifiof Kamehameha Schools from 7/00 to 4/
(Company service: 3 yeatr

Patricia U. Wong, age 4

Vice Presiden— Administration and Corporate Secreti 4/05 to date
Vice Presiden 1/05 to 4/0¢
Vice Presiden- Corporate Excellence, HEC 3/98 to 12/0¢

(Company service: 15 yeal

Charles F. Wall, age €
Vice President and Corporate Information Offi 7/90 to date
(Company service: 15 yeal

Andrew |. T. Chang, age ¢
Vice Presiden- Government Relatior 4/91 to date
(Company service: 20 yeal

Curtis Y. Harada, age £
Controller 1/91 to date
(Company service: 16 yeal

T. Michael May, age 5

President and Chief Executive Officer, HE( 9/95 to date
Director, HEI 9/95 to 12/0¢
Senior Vice President, HE 9/95 to 4/01

(Company service: 13 yeal

Constance H. Lau, age'!

President and Chief Executive Officer, A 6/01 to date
Director, HEI 6/01 to 12/0¢
Senior Executive Vice President and Chief Operabifficer, ASB 12/99 to 6/01

(Company service: 21 yeal

HEI's executive officers, with the exception of Clea F. Wall and Andrew I. T. Chang, are also @fficand/or directors of one or more
of HEI's subsidiaries. Mr. May and Ms. Lau are deento be executive officers of HEI for purposeshis Item under the definition of Rule
3b-7 of the SEC’s General Rules and Regulationgutiee Securities Exchange Act of 1934.

There are no family relationships between any etkeewfficer of HEI and any other executive offiaardirector of HEI or any
arrangements or understandings, between any exealfficer or director of HEI and any person, parsuto which the executive officer or
director of HEI was selected.

Robert F. Clarke will relinquish his tites Chairman, President and CEO of HEI, effectiidEfs Annual Meeting of Shareholders on
May 2, 2006 and will not be renominated as a dinecf HEI. He will retire on May 31, 2006. HEIboard of directors has named Constanc
Lau, President and CEO of ASB, to succeed Mr. @ark May 2, 2006, as HEI President and CEO, asagdlthairman of HECO. Ms. Lau
will also retain her position as
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President and CEO of ASB and will add the titleCbfairman of the ASB board. She will also be norm@ddb be elected by the shareholders as
a director of HEI. There are no arrangements oetstdndings between her and any person, pursuartith she was selected. Also, effective
in May 2006, Charles F. Wall, Vice President andp©oate Information Officer, will retire.

PART I

ITEM 5. MARKET FOR REGISTRANTS * COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND ISSU ER
PURCHASES OF EQUITY SECURITIES

HEI:

The information required by this item is incorpedherein by reference to Note 12, “Regulatoryrigtg&ins on net assets” and Note 16,
“Quarterly information (unaudited)” of HEI's Constéited Financial Statements and Item 6 and ItemiBE@yity compensation plan
information” of this Form 10-K. Certain restricti®on dividends and other distributions of HEI agsatibed in this report under “ltem 1.
Business—Regulation and other matters—Restriciongdividends and other distributions” and that desion is incorporated herein by
reference. HEI's common stock is traded on the Newk Stock Exchange and the total number of holdérecord of HEI common stock as
of March 1, 2006, was 12,568.

In 2005, HEI issued an aggregate of 28,200 shdresregistered common stock pursuant to the HED198nemployee Director Stock
Plan, as amended and restated effective March(® @ie HEI Nonemployee Director Plan). Under tiiel Nonemployee Director Plan, each
HEI nonemployee director receives, in additionricaanual cash retainer, an annual stock grand@0lshares of HEl common stock (2,000
shares for the first time grant to a new HEI diogcand each nonemployee subsidiary director wimisalso an HEI nonemployee director
receives an annual stock grant of 1,000 share€bitlimmon stock (600 shares for the first time gtara new subsidiary director). The HEI
Nonemployee Director Plan is currently the onlynplar nonemployee directors and provides for anst@ik grants (described above)
annual cash retainers for nonemployee directoksEdfand its subsidiaries.

In 2004, HEI issued an aggregate of 18,800 shapdit-&djusted) of unregistered common stock purst@the HEI 1990 Nonemployee
Director Stock Plan, as amended and restated w#egpril 20, 2004 (the HEI Nonemployee DirectoaR). In 2003, HEI issued an aggregate
of 16,200 shares (split-adjusted) of unregistedroon stock pursuant to the HEI 1990 Nonemployeedor Stock Plan, as amended and
restated effective May 1, 2002 (the HEI Nonemplop@ector Plan).

HEI did not register the shares issued under trextiir stock plan since their issuance did notlwea “sale” as defined under Section 2
(3) of the Securities Act of 1933, as amended.iépation by nonemployee directors of HEI and sdiasies in the director stock plans is
mandatory and thus does not involve an investmecisibn.
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Purchases of HEI common shares were made as follows

ISSUER PURCHASES OF EQUITY SECURITIES

(d)
Maximum Number
(c)
Total Number of (or Approximate
Shares Dollar Value) of
(a) Purchased as Shares that May
Total Number Part of Publicly Yet Be Purchased
(b) Announced Plan: Under the Plans ol
of Shares Average Price
Period* Purchased ** Paid per Share ** or Programs ** Programs
October 1 to 31, 200 110,05 $ 26.2¢ — NA
November 1 to 30, 20C 45,76 26.21 — NA
December 1 to 31, 20( 267,17t 26.2¢ — NA
422,99: $ 26.21 — NA
I I I

NA Not applicable
* Trades (total number of shares purchased) arecteflen the month in which the order is plac

**  The purchases were made to satisfy the requirgsnef the DRIP and HEIRSP for shares purchaseddsh or by the reinvestment of
dividends by participants under those plans ane rmdrthe purchases were made under publicly anmsurepurchase plans or programs.
Average prices per share are calculated exclugiaaycommissions payable to the brokers makingtirehases for the DRIP and
HEIRSP. Of the shares listed in column (a), 78,65the 110,054 shares, 45,761 of the 45,761 sler@®231,676 of the 267,176 shares
were purchased for the DRIP and the remainder parehased for the HEIRSP. All purchases were miaaeigh a broker on the open
market.

HECO:

The information required with respectMarket informatio” and*holder:" is not applicable to HECO. Since a corporate restring
on July 1, 1983, all the common stock of HECO heenbheld solely by its parent, HEI, and is not jmptraded.

The dividends declared and paid on HECO'’s commocksior the quarters ended March 31, 2005, Jun@@5, September 30, 2005
and December 31, 2005 were $9,933,000, $9,289§100733,000 and $16,940,000, respectively. Thaldids declared and paid on HECO's
common stock for the quarter ended March 31, 2084 $11,613,000. There were no dividends declaréghail on HECO’s common stock
for the quarters ended June 30, 2004, Septembé&08d,and December 31, 2004 because HECO was stesrigg its capital structure. Also,
see “Liquidity and capital resources” in HEI's MD&A

See the discussion of regulatory restrictions atrihiutions in Note 12 to HECO's Consolidated FiciahStatements and the discussion
of “Restrictions on dividends and other distribng®d under “Regulation and other matters” in ItenBlisiness.

ITEM 6. SELECTED FINANCIAL DATA
HEI:
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Selected Financial Data
Hawaiian Electric Industries, Inc. and Subsidiaries

Years ended December 3

(dollars in thousands, except per share amounts)
Results of operations
Revenue:!
Net income (loss
Continuing operation
Discontinued operatior

Basic earnings (loss) per common sk
Continuing operation
Discontinued operatior

Diluted earnings per common shi
Return on average common eqg-continuing operations
Return on average common eqt

Financial position **

Total asset

Deposit liabilities

Securities sold under agreements to repurc

Advances from Federal Home Loan B¢

Long-term debt, ne

HEI- and HECO-obligated preferred securities otru
subsidiaries

Preferred stock of subsidiari— not subject to mandato
redemptior

Stockholder equity

Common stock
Book value per common share
Market price per common she
High
Low
December 3:
Dividends per common sha

Dividend payout ratic

Dividend payout rati-continuing operation

Market price to book value per common shar¢

Price earnings ratio **

Common shares outstanding (thousands
Weightec-average

Shareholders ****

Employees **

2005 2004 2003 2002 2001
$2,215,56. $1,924,05 $1,781,311 $1,653,70. $1,727,27
$ 127,44 $ 107,73¢ $ 118,04 $ 118,21° $ 107,74¢
(755) 1,91: (3,870 — (24,04))
$ 126,68¢ $ 109,65: $ 114,17¢ $ 118,21° $ 83,70¢
$ 1.5¢ $ 1.3€ $ 1.5¢ $ 1.6< $ 1.6C
(0.01) 0.0Z (0.05) — (0.3¢)
$ 1.57 $ 1.3¢ $ 1.5¢ $ 1.63 $ 1.24
$ 1.5€ $ 1.3€ $ 1.52 $ 1.62 $ 1.2¢
10.5% 9.4% 11.1% 12.(% 12.2%
10.4% 9.5% 10.7% 12.(% 9.5%
$9,951,57 $9,719,25 $9,307,70! $9,039,12. $8,663,41
4,557,41! 4,296,17; 4,026,25! 3,800,77. 3,679,58!
686,79: 811,43¢ 831,33¢ 667,24° 683,18(
935,50( 988,23: 1,017,05: 1,176,25; 1,032,75:
1,142,99: 1,166,73! 1,064,42! 1,106,271 1,145,76!
— — 200,00( 200,00( 200,00(
34,29: 34,40¢ 34,40¢ 34,40¢ 34,40¢
1,216,63I 1,210,94! 1,089,03: 1,046,30! 929,66!
$ 15.0z $ 15.01 $ 14.3¢ $ 14.21 $ 13.0¢
29.7¢ 29.5¢ 24.0C 24.5( 20.6:
24.6( 22.9¢ 19.1C 17.2¢ 16.7¢
25.9( 29.1°¢ 23.6¢ 21.9¢ 20.1¢
1.24 1.24 1.24 1.24 1.24
79% 90% 81% 76% 10(%
78% 91% 78% 76% 78%
172% 194% 165% 155% 154%
16.4x 21.4 15.Cx 13.5x 12.€x
80,98: 80,68 75,83¢ 73,61¢ 71,20(
80,82¢ 79,56: 74,69¢ 72,55¢ 67,50¢
35,64¢ 35,29: 34,43¢ 34,90: 37,381
3,38: 3,354 3,197 3,22( 3,18¢

* Net income from continuing operations divided bgmge common equit

** At December 31

***  Calculated using December 31 market price p@memon share divided by basic earnings per commaredhom continuing operations.
The principal trading market for H's common stock is the New York Stock Exchange (N)Y

*xx - At December 31. Registered shareholders plus jaatits in the HEI Dividend Reinvestment and StookcRase Plan who are r



registered shareholders. As of March 1, 2006, Hil 85,624 registered shareholders and particip

The Company discontinued its international powegrations in 2001. See Note 14, “Discontinued ojenat” of the “Notes to
Consolidated Financial Statements.” Also see “Commaints and contingencies” in Note 3 of the “Note€onsolidated Financial Statements”
and “Management’s Discussion and Analysis of Fifer@ondition and Results of Operations” for dissioas of certain contingencies that
could adversely affect future results of operatiand factors that affected reported results of amars (e.g., bank franchise taxes).

On April 20, 2004, the HEI Board of Directors apyed a 2-for-1 stock split in the form of a 100%cétalividend with a record date of
May 10, 2004 and a distribution date of June 1042@\ll share and per share information has be@rstetl to reflect the stock split for all
periods presented.
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HECO:

The information required by this item is incorp@dtherein by reference “Selected Financial De” on page 1 of Exhibit 99 to HECs
Form 8-K dated March 7, 2006.

ITEM7. MANAGEMENT 'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AN D RESULTS OF OPERATIONS
Managemen’s Discussion and Analysis of Financial Condition ahResults of Operations

The following discussion should be read in conjiomctvith HEI's consolidated financial statementslaaccompanying notes. The
general discussion of H's consolidated results should be read in conjwrctivith the segment discussions of the electriities and the bank
that follow.

HEI Consolidated
Executive overview and strategy

The Company’s three strategic objectives, curreutlg to operate the electric utility and bank glibses for long-term growth, maintain
the annual dividend and increase the Company’siia flexibility by strengthening the balance shaed maintaining credit ratings.

HEI, through HECO and its electric utility subsidés, Hawaii Electric Light Company, Inc. (HELCO)d&Maui Electric Company,
Limited (MECO), supplies power to 93% of the Hawedéctric public utility market. HEI also providaswide array of banking and other
financial services to consumers and businessesgghrits bank subsidiary, ASB, Hawaii's third largBsancial institution based on asset size.

In 2005, income from continuing operations was $d®fion, compared to $108 million in 2004. Basereings per share from
continuing operations were $1.58 per share in 2005,6% from $1.36 per share in 2004 due primaoilg 2004 after-tax charge of $20
million, or $0.25 per share, as a result of a 0@ tax ruling and subsequent settlement (seeK'Banchise taxes” sections below). Also
impacting results in 2005 were lower electric ttikarnings, partly offset by $8 million higher mgtins on investments and lower financing
costs in the “other” segment. The Company’s openatiwill be heavily influenced by Hawaii's economyhich is driven by tourism, the
federal government (including the military), reatate and construction. Per the State of HawaieDiepent of Business, Economic
Development and Tourism (DBEDT), Hawaii real gretste product grew by a forecasted 3.5% in 2005s8agpected to grow by a forecas
2.8% in 2006.

Shareholder dividends are declared and paid qlakteHEI at the discretion of HEI's Board of Ditecs. HEI and its predecessor
company, HECO, have paid dividends continuouslgesit901. The dividend has been stable at $1.24haee annually since 1998 (split-
adjusted). The indicated dividend yield as of Delsen81, 2005 was 4.8%. HEIBoard believes that HEI should achieve a 65% yianadio or
a sustainable basis and that cash flows shouldosugp increase before it considers increasing¢memon stock dividend above its current
level. The dividend payout ratios based on netrimedor 2005, 2004 and 2003 were 79%, 90% and 8 Hyo(g ratios of 78%, 91% and 78%
based on income from continuing operations), respeyg. The high payout ratio for 2004 was primgaidue to the charge to net income of
$20 million due to a June 2004 adverse tax rulimg) subsequent settlement and an increased numbbax#s outstanding from the sale of
2 million shares (pre-split) of common stock in Ma2004. Without the bank franchise tax chargeptiut ratio for 2004 would have been
76% (77% based on income from continuing operations

In the first half of 2004, HEI strengthened itsdvale sheet through a common stock sale and repaameémefinancing of debt.

HEI's subsidiaries from time to time consider vasctrategies designed to enhance their competitisgions and to maximize
shareholder value. These strategies may includfothtion of new subsidiaries or the acquisitiomizposition of businesses. The Company
may from time to time be engaged in preliminarydssions, either internally or with third partiesgarding potential transactions.
Management cannot predict whether any of theseegies or transactions will be carried out oroif whether they will be successfully
implemented.

See the Electric Utility and Bank sections for threspective executive overviews and strategies.
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Economic conditions

Note: The statistical data in this section is frpoblic third party sources (e.g., DBEDT, U.S. CenBureau and Bloomber¢

Because its core businesses provide local eladitity and banking services, HEI's operating résulre significantly influenced by the
strength of Hawaii’s economy. The state’s econognaavth, which is fueled by the two largest compdeei Hawaii’'s economy (tourism and
the federal government), is forecast by the DBEDDd a moderate 3.0% in 2006.

It was a record year for tourism in Hawaii withitas days exceeding the 2004 record by 6.6%. Ir620&itor expenditures were
$11.8 billion, which is an 8.7% increase over 20B#ite economists expect continued growth in 20i@® pvojected increases of 3.1% in vis
days and 4.6% in visitor expenditures.

Hawaii was the fifth ranking state in federal goweent expenditures per capita in the latest availdata. For the federal fiscal year
ended September 30, 2004 (latest available data),federal government expenditures in Hawaiiluding military expenditures, were $12.2
billion or $9,651 per capita, increasing 8% and 78gpectively, over fiscal year 2003. Military sgerg, which is 39% of federal expenditures
in Hawaii, increased 6% in 2004 compared to 2003.

The real estate and construction industries in Haalso influence HEI's core businesses. After fiigars of increases, real estate prices
climbed again in 2005, resulting in $6 billion otal dollar residential resale volumes on Oahf.8% increase over 2004.

The construction industry continues to remain laitidicated by a 28.1% increase in building pesrnt2005 compared with 2004.
Local economists forecast contracting receiptstovgpy 5% in 2006.

Overall, the outlook for the Hawaii economy remadasitive. However, economic growth is affectedtoy rate of expansion in the
mainland U.S. and Japan economies and the growttilitary spending, and is vulnerable to unceriamin the world’s geopolitical
environment.

Management also monitors (1) oil prices becaugbhef impact on the rates the utilities chargediectricity and the potential effect of
increased prices of electricity on usage and (@rést rates because of their potential impact 8B'A earnings, HEI's and HECO's cost of
capital, pension costs and HEI's stock price. Critlprices rose considerably during 2005 as stegand from the U.S. and China and
geopolitical uncertainty continued. Futures pribegan 2005 near $27 per barrel and spiked to adii§f9.81 per barrel in August 2005 in the
wake of Hurricane Katrina. Prices moved down inl#st quarter of the year as regional productiothéGulf was restored. More recently,
however, prices are climbing due to political temsand uncertainty in oil producing countries sashiran and Nigeria. On February 3, 2006,
crude oil futures closed at $65.37 per barrel.

For most of 2005, long-term interest rates fluetdah the 4.0% to 4.5% trading range and the shmdtof the yield curve continued to
increase. This resulted in a flattening yield cutw®ughout the year which is indicative of a diffit earning environment for ASB. As of
December 31, 2005, the yield curve was invertetl wispread between the 10-year and 2-year Treasfr{8.02)%, compared to the yield
curve as of December 31, 2004 with a spread of%4.16
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Results of Operations

% change % change

(dollars in millions, except per share amounts 2005 2004 2003
Revenue! $2,21¢ 15 $1,92¢ 8 $1,781
Operating incom 271 — 271 3 264
Income from continuing operatiol $ 12¢ 18 $ 10¢ 9 ¢ 11¢
Loss from discontinued operatio D NM 2 NM 4
Net income $ 127 16 $ 11C 4) $ 114
Electric utility $ 73 100 $ 81 3 $ 79
Bank 65 58 41 (27) 56
Other (10) NM (14) NM a7
Income from continuing operatiol $ 12¢ 18 $ 10¢ (9) $ 11¢
Basic earnings (loss) per shi

Continuing operation $ 1.5¢ 16 $ 1.3¢€ (14) $ 1.5¢

Discontinued operatior (0.0 NM 0.02 NM (0.05)

$ 1.57 14 $ 1.3¢ (20 $ 1.52

Dividends per shar $ 1.2 — $ 124 — $ 1.24
Weighte-average number of common shares outstanding (msl 80.¢ 2 79.€ 7 740
Dividend payout ratic 7% 90% 81%
Dividend payout rati— continuing operation 78% 91% 78%

NM Not meaningful.

Stock split

On April 20, 2004, HEI announced -for-1 stock split in the form of a 100% stock dividemith a record date of May 10, 2004 an
distribution date of June 10, 2004. All share aadghare information above, in the accompanyingrfimal statements and notes and elsewhere
in this report have been adjusted to reflect tbekssplit (unless otherwise noted). See Note hef'Notes to Consolidated Financial
Statements.”

Bank franchise taxes (consolidated HE

The 2004 results of operations include an afterctaarge of $20 million, or $0.25 per share, dua fmne 2004 tax ruling and subsequent
settlement as discussed in Note 10 of the “Not&3atosolidated Financial Statements” under “ASBestednchise tax dispute and settlement.”
The following table presents a reconciliation oflldEEonsolidated income from continuing operatitméncome from continuing operations
excluding this $20 million charge in 2004 and inthg additional bank franchise taxes in prior pésias if the Company had not taken a
dividends received deduction on income from it$ estate investment trust (REIT) subsidiary. Thenpany believes the adjusted information
below presents results from continuing operatiana onore comparable basis for the periods showweier, net income, or earnings per
share, including these adjustments is not a prasentdefined under accounting principles generatlgepted in the United States of America
(GAAP) and may not be comparable to presentatises by other companies or more useful than the Gp#&Bentation included in HEI's
consolidated financial statements.
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Years ended December 3 2005 2004 2003

(dollars in thousands, except per share amount:

Income from continuing operatiol $127,44: $107,73¢ $118,04¢
Basic earnings per shé- continuing operation $ 1.6t $ 1.3¢ $ 1.5¢
Cumulative bank franchise taxes, net of taxes utffinddecember 31, 20( $ — $ 20,34( $ —
Additional bank franchise taxes, net of taxesdfarded in prior period: $ — $ — $ (3,799
As adjustec
Income from continuing operatiol $127,44: $128,07¢ $114,25!
Basic earnings per she- continuing operation $ 1.5¢ $ 1.61 $ 1.5¢
Return on average common equity 10.5% 11.2% 10.€%

1 Calculated using adjusted income from continuingrapions divided by the simple average adjustedntomequity.

Taking into account the adjustments in the tablevabHEI's 2005 consolidated income from continuapgrations would have been flat
compared to 2004.

Retirement benefits (pension and other postretirathbenefits)

The Compan’s reported costs of providing retirement benefigsdependent upon numerous factors resulting frcoehplan experienc
and assumptions of future experience. For examglieement benefits costs are impacted by actugl@mee demographics (including age and
compensation levels), the level of contributionght® plans, earnings and realized and unrealizex gad losses on plan assets and changes
made to the provisions of the plans. (No changas wede to the retirement benefit plans’ provision8005, 2004 and 2003 that have had a
significant impact on costs.) Costs may also beiigantly affected by changes in key actuariauasgtions, including the expected return on
plan assets and the discount rate. The Companyatfor retirement benefits in accordance with SF¥o. 87, “Employers’ Accounting for
Pensions” and SFAS No. 106, “Employers’ AccounfimgPostretirement Benefits Other Than Pensionsg’'thus, changes in obligations
associated with the factors noted above may nanbeediately recognized as costs on the incomerstaig but generally are recognized in
future years over the remaining average servicegef plan participants.

The assumptions used by management in making bamnefifunding calculations are based on curremdi@wic conditions. Changes in
economic conditions will impact the underlying asgtions in determining retirement benefits costagmospective basis. In selecting an
assumed discount rate, the Company considers tloglywkDaily Long-Term Corporate Bond Aa Yield Avgea(which was 5.41% as of
December 31, 2005 compared to 5.66% as of Dece®ih@004) and changes in this rate from perioderiog. In addition, the plansictuarial
consultant prepared a cashflow matching analysisdapon bond information provided by Standard &rBdor all high quality bonds (i.e.,
rated AA- or better) as of December 31, 2005, wisighports the 5.75% discount rate adopted as ofidber 31, 2005. In selecting an
assumed rate of return on plan assets, the Conguarsyders economic forecasts for the types of imvests held by the plans (primarily eqt
and fixed income investments), the plans’ assetatlons and the past performance of the planstsiss

For 2005, the Company’s retirement benefit plassets generated a total return, net of investmantgement fees, of 7.2%, resultin
realized and unrealized gains of $65 million, coregao $82 million for 2004 and $154 million for@® The market value of the retirement
benefit plans’ assets as of December 31, 2005 @33t fillion. The Company made cash contributionth&retirement benefit plans totaling
$25 million in 2005, $37 million in 2004 and $48lion in 2003. Contributions are expected to tda# million in 2006 ($11 million by the
utilities and $3 million by ASB), but actual corutions may differ. Fluctuations in actual equitgnket returns as well as changes in general
interest rates will result in changes in the maxkdtie of plan assets and may result in increase@areased retirement benefits costs and
contributions in future periods.
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Based on various assumptions in Note 8 of the “dlateConsolidated Financial Statements” and assyminfurther changes in
retirement benefit plan provisions, consolidated’BlEeonsolidated HECO’s and ASB’s accumulated ottemprehensive income (AOCI)
balance, net of tax benefits, related to the mimmpension liability; retirement benefits expensat, of income taxes; and retirement benefits
paid and plan expenses were, or are estimated tsbellows as of the dates or for the periodsceted:

AOCI
balance, net of Retirement benefits expense, Retirement benefits paid and
tax benefits, net of income tax benefits expenses
December 31 Years ended December 31 Years ended December 31
(Estimated) 2005 2004 2003
2005 2004 2006? 2 2 2 2005 2004 2003
(dollars in millions) _—
Consolidated HE $@Q $@QO 9 18 $11 $7 $12 $ 51 $ 49 $ 45
Consolidated HEC( — — 14 8 4 9 50 47 43
ASB — — 3 2 2 3 1 1 1

1 Forward-looking statements subject to risks ancertamties, including the impact of plan changesrduthe year, if any, and the impact
of actual information when received (e.g., actuatipipant demographics as of January 1, 2C

2 Does not include impact of the Medicare Prescnpioug, Improvement and Modernization Act of 2088e“Recent accountin
pronouncements and interpretati” in Note 1 of the*Notes to Consolidated Financial Statem¢’

If the Company and consolidated HECO are requiva@dord significant charges to AOCI (and the pigpansion assets that the elec
utilities have been allowed to include in theirrbbses for ratemaking purposes are eliminatettigifuture, the electric utilities’ returns on
average rate base (RORs) could increase and iftilitees exceeded the RORs found by the PUC toelasonable, the rates the electric utilities
are allowed to charge could be impacted, which oiiately result in reduced revenues and loweniegs. In December 2005, the electric
utilities submitted a request to the PUC for apptdw record and include in rate base the amowattvilould otherwise be charged to AOCI and
reduce stockholder’s equity (see Note 8 of the &ddb Consolidated Financial Statementithe relief requested from the PUC is not grat
and the electric utilities are required to recagihicant charges to AOCI, the Company’s and cdidsted HECO's financial ratios may
deteriorate, which could result in security ratidgsvngrades and difficulty (or greater expense)bitaining future financing. There also may
possible financial covenant violations (althougérthare no advances currently outstanding undecraujt facility subject to financial
covenants) as certain bank lines of credit of then@any and HECO require that HECO maintain a mimmnnatio of consolidated equity to
consolidated capitalization, excluding short-teronrbwings, of 35% (actual ratio of 56% as of Decemil, 2005); the Company maintain a
consolidated net worth, exclusive of intangiblesgssof at least $900 million (actual net worthclesive of intangible assets, of $1.1 billion as
of December 31, 2005); and HEI, on a non-consaidiéasis, maintain a ratio of indebtedness to aligdtion of not more than 50% (actual
ratio of 27% as of December 31, 2005).
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The following tables reflect the sensitivities bétprojected benefit obligation (PBO) and accunedatostretirement benefit obligation
(APBO) as of December 31, 2005, and the sensitofi006 net income, associated with a changerntaiceactuarial assumptions by the
indicated basis points and constitute “forward-iogkstatements.” Each sensitivity below reflecteaaluation of the change based solely on a
change in that assumption as well as a relatedgeharnthe other postretirement benefits contrimgito the applicable retirement benefits plan.

Change in Impact on Impact on
assumption ir
PBO/APBO 2006 net
Actuarial assumption basis points income
(dollars in millions)
Pension benefits
Discount rate +-50  $(63)/$71 $ 3/$(4
Rate of return on plan ass: +/-5Q NA 2/(2)
Other benefits
Discount rate +/- 50 (11)/12 -1/(2)
Health care cost trend re +/-10C 4/(5) 11
Rate of return on plan ass: +/- 50 NA =I(=)

NA Not applicable

Baseline assumptions: 5.75% discount rate; 9% asteh rate; 10% medical trend rate for 2006, grgdown to 5% for 2011 and thereafter;
5% dental trend rate; and 4% vision trend rate.

“Other” segment

% change % change
(dollars in millions) 2005 2004 2003
Revenues $21 134 $ 9 (32 $13
Operating income (lost 5 NM (8) (38 (6)
Net loss (20 NM (19 NM @7

1 Including writedowns of and net gains and lossemfinvestments.
NM Not meaningful

The “other” business segment includes results efatpns of HEI Investments, Inc. (HEIII), a compamimarily holding investments in
leveraged leases; Pacific Energy Conservation &syinc., a contract services company primaribyvioling windfarm operational and
maintenance services to an affiliated electrigtytiHEI Properties, Inc. (HEIPI), a company holglipassive investments; The Old Oahu Tug
Service, Inc. (TOOTS), a maritime freight transptidn company that ceased operations in 1999; H&IHEI Diversified, Inc. (HEIDI),
holding companies; and eliminations of intercomptaapsactions. The “otheBusiness segment also includes results of opesatibfinancing
entities formed to effect the issuance of 8.36%sT@riginated Preferred Securities that were reaekim April 2004: Hawaiian Electric
Industries Capital Trust | and its subsidiary (HEeéferred Funding, LP), which were deconsolidatedanuary 1, 2004, dissolved in April
2004 and terminated in December 2004, and Hycapalylement, Inc. (which is in dissolution). The fissven months of 2003 also include the
results of operations for ProVision Technologies,.|a company formed to sell, install, operate madhtain on-site power generation
equipment and auxiliary appliances in Hawaii areRacific Rim, which was sold for a nominal losgity 2003; and two other inactive
subsidiaries, HEI Leasing, Inc. and HEI Districtdling, Inc., which were dissolved in October 2003.

» HEIl recorded net income of $16.2 million in 2005¢luding a gain of $14 million on the sale ofagsproximate 25% interest in a trust
that is the owner/lessor of a 60% undivided inteirea coalfired electric generating plant in Georgia. Mostloé approximately $5 millic
of income taxes on the sale were recorded at HEt@ordance with the Company'’s “stand-alone” téocation policy. HEIII recorded net
income of $1.8 million in 2004 and $2.3 million2003, primarily from leveraged leas

» HEIPI recorded net income of $3.5 million in 2008t losses of $0.9 million in 2004 and net incorh&®1 million in 2003, whict
amounts include income and losses from and/or @aitas of venture capital investments. In 2005, HEEognized a $4.6 million
unrealized gain ($2.9 million aftéax) on its investment in Hoku Scientific, Inc. (kin, a Hawaii fuel cell technology startup compaimat
completed its initial public offering and becampuiblic company in August 2005. Also in 2005, HEt®¢orded lower writedowns of
another ventur
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capital investment in a nonpublic company. As oE®&aber 31, 2005, HEI's venture capital investments (including Hoku) amted to
$6.9 million.

* HEI Corporate and the other subsidiaries’ revemu@§04 include a $5.6 million pretax gain ($3.6limin after-tax) on the sale of the
income notes that HEI purchased in May and Julyld6@onnection with the termination of ASB’s int@ents in trust certificates. HEI
Corporate and the other subsidia’ revenues in 2003 include $9.3 million from thelsetent of lawsuits in the fourth quarter of 20

HEI Corporate operating, general and administragieenses (including labor, employee benefits,ritice compensation, charitable
contributions, legal fees, consulting, rent, sugphnd insurance) were $14.8 million in 2005, $14ilBon in 2004 and $15.9 million in 2003.
The slightly higher expenses in 2003 were due ihtpdegal expenses incurred in connection withslaits and the settlement of lawsuits. HEI
Corporate and the other subsidiaries’ net 10ss$8s0 million in 2005, $15.4 million in 2004 and%3 million in 2003, the majority of which
is comprised of financing costs. The loss for 20@budes most of the $5 million of income taxestiba $14 million gain on sale by HEIII
described above. Also, the results for 2005 didimdtide $5.4 million of dividends on ASB preferrstbck held by HEIDI, as it had in 2004
and 2003, due to the redemption of ASB’s prefestedk in December 2004, which was followed by a 8iflion infusion into ASB of
common equity by HEIDI. The results for 2004 inctual $3.6 million after-tax gain on the sale of itleome notes, and the results for 2003
include net income of $5.7 million from the settkmh of lawsuits in the fourth quarter, which amauate not expected to be recurring.

» The"othe” segmer’s interest expense (and preferred securities loligtoins of trust subsidiaries in 2003) were $25ilfian in 2005,
$27.6 million in 2004 and $33.3 million in 2003.2004, these financing costs decreased 17% compatkd prior year as HEI
(1) completed the sale of 2 million shares (ppdit) of common stock in March 2004, the net pextof which were ultimately used, alc
with other corporate funds, to effect the redemptib$100 million aggregate principal amount of@®@Trust Originated Preferred
Securities, and (2) completed the sale of $50 omilbf 4.23% medium-term notes. In 2005, financiogts continued to decrease due to
lower interest rates and lower average borrowirgrizes

Discontinued operation:

In 2001, the HEI Board of Directors adopted a ptaexit the international power business. In 2088 Power Corp. (HEIPC) wrote
down its investment in Cagayan Electric Power &Hhtigo., Inc. (CEPALCO) from $7 million to $2nillion and increased its reserve for
future expenses by $1 million, resulting in a $4lion after-tax loss on disposal. In 2004, the HEIBroup sold the company that holds its
interest in CEPALCO for a nominal gain. Also in 20€he HEIPC Group transferred its interest in én@loint venture to its partner and
another entity and recorded an after-tax gain epafial of $2 million. In 2005, HEIPC increaseddserve for future expenses by $1 million
primarily due to higher than expected arbitratiosts in connection with HEI and HEIPC claims unaeolitical risk insurance policy; the
arbitration concluded unsuccessfully in 2005. Se&eN4 of the “Notes to Consolidated Financial Stants.”

Effects of inflation

U.S. inflation, as measured by the U.S. ConsumieePndex (CPI), averaged 3.4% in 2005, 2.7% in@hd 2.3% in 2003. Hawalii
inflation, as measured by the Honolulu CPI, aveda®&% in 2005, 3.3% in 2004 and 2.3% in 2003. ifbeease in the Honolulu CPI for 2004
was due in large part to increases in gasolinenanding prices. The rate of inflation over the tagi years has been trending upward and,
although relatively low throughout this period,latfon continues to have an impact on HEI's opersi

Inflation increases operating costs and the repiace cost of assets. Subsidiaries with signifiganytsical assets, such as the electric
utilities, replace assets at much higher costsnaumgt request and obtain rate increases to maiatiiquate earnings. In the past, the PUC has
generally approved rate increases to cover thetsftd inflation. The PUC granted rate increase20@5 for HECO, in 2001 and 2000 for
HELCO, and in 1999 for MECO, in part to cover ireses in construction costs and operating expensetodnflation.
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Recent accounting pronouncements
See“Recent accounting pronouncements and interpret” in Note 1 of the*Notes to Consolidated Financial Statem¢”

Liquidity and capital resources

Selected contractual obligations and commitments

The following tables present Compi-aggregated information about total payments duingduhe indicated periods under the speci
contractual obligations and commercial commitments:

December 31, 200! Payment due by period
More
1 year 2-3 4-5 than 5
(in millions) or less years years years Total

Contractual obligations
Deposit liabilities

Commercial checkin $31EF $ — $— $— $ 31t
Other checking 883 — — — 88:<
Savings 1,72¢ — — — 1,724
Money marke 257 — — — 257
Term certificate: 801 30¢€ 258 18 1,37¢
Total deposit liabilities 3,98( 30¢€ 258 18 4,557

Securities sold under agreements to repurc 373 264 50 — 687
Advances from Federal Home Loan B¢ 20¢€ 467 263 — 93¢
Long-term debt, ne 11C 60 — 973 1,14
Operating leases, service bureau contract and emaginte agreemer 27 43 33 37 14C
Fuel oil purchase obligations (estimate based analy 1, 2006 fuel oil price: 542 1,08 1,08 2,16 4,87¢
Power purchase obligatic- minimum fixed capacity chargt 11¢ 24C 23€  1,27¢ 1,87¢
Total (estimated $5,35€ $2,46¢ $1,91¢ $4,47¢ $14,21:

December 31, 200!

(in millions)

Other commercial commitments to ASB customer

Loan commitments (primarily expiring in 200 $ 76

Loans in proces 14C

Unused lines and letters of cre 892
$ 1,10¢

The tables above do not include other categorieblidations and commitments, such as interestlay&rade payables, obligations
under purchase orders, amounts that will becomalpayn future periods under collective bargairamgl other employment agreements and
employee benefit plans, and obligations that maearnder indemnities provided to purchasers afaifisnued operations. As of December
2005, the fair value of the assets held in trustsatisfy the obligations of the pension plans egeel the pension plans’ accumulated benefit
obligation. Thus, no minimum funding requiremengsretirement benefit plans have been includetiéntables above.

See Note 3 of the “Notes to Consolidated Finarfsiatements” for a discussion of fuel and power ppase commitments.

The Company believes that its ability to generateh¢ both internally from electric utility and bamdg operations and externally from
issuances of equity and debt securities, commepejaér and bank borrowings, is adequate to maistéficient liquidity to fund its contractu
obligations and commercial commitments in the tallieove, its forecasted capital expenditures amestments, its expected retirement ber
plan contributions and other cash requirementléarfareseeable future.
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The Company'’s total assets were $10.0 billion aSexdfember 31, 2005 and $9.7 billion as of Decer3he2004.

The consolidated capital structure of HEI (exclgdikSB'’s deposit liabilities, securities sold under agreets to repurchase and advair
from the Federal Home Loan Bank (FHLB) of SeatiV@} as follows:

December 31 2005 2004

(dollars in millions)

Shor-term borrowings $ 14z 6% $ 77 3%
Long-term debt, ne 1,14: 45 1,167 47
Preferred stock of subsidiari 34 1 34 1
Common stock equit 1,217 48 1,211 48

$2,53¢ 10% $2,48¢ 10(%

As of March 6, 2006, the Standard & Poor’s (S&PJ doody’s Investors Service’'s (Moody’s) ratingsHiE| securities were as follows:

Moody’s

S&P
Commercial pape A-2 P-2
Mediurr-term notes BBB Baa:

The above ratings are not recommendations to laliypishold any securities; such ratings may bgestitio revision or withdrawal at any
time by the rating agencies; and each rating shioelldvaluated independently of any other rating.

HELI's overall S&P corporate credit rating is BBB/iNgive/A-2.

The rating agencies use a combination of qualgatieasures (i.e., assessment of business risktioaporates an analysis of the
gualitative factors such as management, compefiiaitioning, operations, markets and regulatiavall as quantitative measures (e.g., cash
flow, debt, interest coverage and liquidity ratiospletermining the ratings of HEI securities. Iprih2005, S&P affirmed its corporate credit
ratings of HEI, but revised its outlook from statdenegative, citing HECQ'need for a rate increase to cover its growingeges and yet to
recovered investments. See “Electric utility—Liqgtydand capital resources” below.

As of December 31, 2005, $96 million of debt, egjaitd/or other securities were available for offgrby HEI under an omnibus shelf
registration and an additional $150 million priredipmount of Series D notes were available forroféeby HEI under its registered medium-
term note program.

HEI periodically utilizes short-term debt, princilyacommercial paper, to support normal operatiand for other temporary
requirements. HEI also periodically makes shomateyvans to HECO to meet HECO's cash requiremerdsoarbehalf of HELCO and MECO.
HEI had an average outstanding balance of comnigragger for 2005 of $3 million and had $6 milliontstanding as of December 31, 2005.
Management believes that if HEItcommercial paper ratings were to be downgradedight not be able to sell commercial paper urtderent
market conditions.

As of December 31, 2005, HEI maintained bank liofesredit with four different banks totaling $80Ihain (all maturing in 2006). These
lines of credit are maintained by HEI principakyysupport the issuance of commercial paper, botralsy be drawn for general corporate
purposes. Accordingly, the lines of credit are Ede for short-term liquidity in the event a ragingency downgrade were to reduce or
eliminate access to the commercial paper markatsslof credit to HEI totaling $30 million contgimovisions for revised pricing in the event
of a ratings change (e.g., a ratings downgrade&ifriiedium-term notes from BBB/Baa2 to BBB-/Baa33#P and Moody'’s, respectively,
would result in a 12.5 to 50 basis points high&eriest rate; a ratings upgrade from BBB/Baa2 to BBBal by S&P and Moody'’s,
respectively, would result in a 12.5 to 20 basimsdower interest rate). There are no such piorgsin HEI's other lines of credit. While each
of the lines contain customary conditions that niagsimet in order to draw on them, none of HEI'g lof credit agreements contain clauses that
would affect access to the lines by reason ofiagatdowngrade, nor do they have broad “materiaéexk change” clauses that could affect
access to the lines in the event of any materiatisg event so long as any such event is timetjatied. As of December 31, 2005, the lines
were undrawn. To manage future liquidity needduiding short-term liquidity for general corporaterposes and the refinancing of maturing
long-term debt, the Company may seek to enterriate lines of credit, including multi-year crediynslicated and/or bilateral facilities. The
Company may also seek to increase the amount dit eréailable under such facilities as managemestts appropriate. See S&P and
Moody'’s ratings above and Note 6 of the “Notes tméblidated Financial Statements.”
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Noteholders of $100 million of HEI 6.51% notes, dday 5, 2014, have a one-time option to redeemrmtites on May 5, 2006 at 98.10%
of the principal amount plus accrued interest.

Operating activities provided net cash of $218imillin 2005, $244 million in 2004 and $241 millian2003. Investing activities used
cash of $202 million in 2005, $540 million in 2084d $325 million in 2003. In 2005, net cash waglusénvesting activities primarily for
HECO's consolidated capital expenditures, net atidoutions in aid of construction, and net ince=a81 loans held for investment, partly
offset by repayments and sales of mortgage-rekdedrities, net of purchases. Financing activitiesvided net cash of $22 million in 2005,
$187 million in 2004 and $123 million in 2003. 185, net cash provided by financing activities &Hscted by several factors, including net
increases in deposits and short-term borrowingspaockeds from the issuance of common stock, paffitet by net decreases in securities
sold under agreements to repurchase, advancedtimRFHLB and long-term debt and by the paymenbofimon stock dividends.

A portion of the net assets of HECO and ASB isawatilable for transfer to HEI in the form of diviutts, loans or advances without
regulatory approval. One of the conditions of therger and corporate restructuring of HECO and Hguires that HECO maintain a
consolidated common equity to total capitalizatiatio of not less than 35%, and restricts HECO froaking distributions to HEI to the extent
it would result in that ratio being less than 33f6the absence of an unexpected material adveesggehin the financial condition of the elec
utilities or ASB, such restrictions are not expddi significantly affect the operations of HEE #bility to pay dividends on its common stock
or its ability to meet its debt or other cash oéiligns. See Note 12 of the “Notes to Consolidaiedricial Statements.”

Forecasted HEI consolidated “net cash used in tmgeactivities” (excluding “investing” cash flowfsom ASB) for 2006 through 2008
consists primarily of the net capital expendituw&sECO and its subsidiaries. In addition to theds required for the electric utilities’
construction program (see “Electric utility—Liquigiand capital resources”), approximately $0.2dmiliwill be required during 2006 through
2008 to repay maturing HEI medium-term notes, wilscixpected to be repaid with the proceeds fraastie of medium-term notes, issuance
of commercial paper, issuance of common stock utigestock option and incentive plan and divideindsh subsidiaries. Additional debt
and/or equity financing may be required to fundniitipated expenditures not included in the 2006ufh 2008 forecast, such as increases in
the costs of or an acceleration of the construatiorapital projects of the electric utilities, wdgeted acquisitions or investments in new
businesses, significant increases in retiremengfitéanding requirements that might be requirethére were significant declines in the ma
value of pension plan assets or changes in act@ssamptions and higher tax payments that woudiré tax positions taken by the Compi
do not prevail. In addition, existing debt may bémanced prior to maturity (potentially at mor@daable rates) with additional debt or equity
financing (or both).

As further explained in Note 8 of the “Notes to Golidated Financial Statements,” the Company maistaension and other
postretirement benefit plans. Funding for the digalipension plans is based upon actuarially detexdncontributions that consider the amc
deductible for income tax purposes and the miningsontribution required under the Employee Retirenteodbme Security Act of 1974, as
amended (ERISA). The Company was not required tcenaay contributions to the qualified pension plamsmeet minimum funding
requirements pursuant to ERISA for 2005, 2004 @@B2but the Company’s Pension Investment Committese to make tax deductible
contributions in those years. The electric utiitipolicy is to comply with directives from the PU& fund the costs of the postretirement
benefit plan. These costs are ultimately colleatedtes billed to customers. The Company resetheesight to change, modify or terminate
plans. From time to time in the past, benefits hzhenged.

Contributions to the retirement benefit plans ®deb25 million in 2005 (comprised of $18 million deaby the electric utilities, $6 millic
by ASB and $1 million by HEI Corporate), $37 miliiin 2004 and $48 million in 2003. Contributionsthe retirement benefits plans are
expected to total $14 million in 2006 ($11 milliby the utilities and $3 million by ASB). Depending the performance of the assets held in
the planstrusts and numerous other factors, additional doutions may be required in the future to meetrtieimum funding requirements
ERISA or to pay benefits to plan participants. Twmpany believes it will have adequate accesspitataesources to support any necessary
funding requirements.
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Following are discussions of the results of openadi, liquidity and capital resources of the eleztitility and bank segments. Additional
segment information is shown in Note 2 of the “NdteConsolidated Financial Statements.”

Electric utility

Executive overview and strategy

The electric utilities are vertically integrateddaregulated by the PUC. The island utility systemesnot interconnected, which requires
that additional reliability be built into the systs, but also means that the utilities are not exgds the risks of inter-ties. The electric utdgi
strategic focus has been to meet Hawaii's growimgygy needs through a combination of diverse dsA-modernizing and adding needed
infrastructure through capital investment, placémgphasis on energy efficiency and conservatiorsipng renewable energy options and
technology opportunities (such as CHP and DG) akithg) the necessary steps to secure regulatoryosiiop their plans.

Reliability projects, including projects to increageneration reserves to meet growing peak denmamdin a priority for HECO and its
subsidiaries. On Oahu, HECO is in the early pemngjtstages for a new generating unit, which isgxtgd to be placed in service in 2009, and
is making progress with plans to build the East@Watansmission Project (EOTP), a needed alternativee to move power from the west side
of the island. The two phases of the EOTP are sdbddo be completed in 2007 and 2009. The PUGippsoved HECO's plans for a new
Energy Management System and a new Dispatch Cemt@ahu, which are scheduled to be completed i6 20@ 2007, respectively, and are
estimated to cost $25 million. PUC approvals hasenbobtained for the new Outage Management anae@estinformation Systems, which
will also be integrated. On the island of Hawafieayears of delay, the two 20 megawatt (MW) costlmn turbines at Keahole are operating.
On the island of Maui, construction is proceedinglre installation of an 18 MW steam turbine athemlaea power plant site and the turbine
is expected to be operational later in 2006. Furthe utilities are seeking PUC approval for aiddial DSM rebate programs and considering
additional DG at utility-owned sites (e.g., subistas) as another measure to potentially help mestigg peak demand.

Major infrastructure projects can have a pronouriggghct on the communities in which they are lodaféhe electric utilities continue to
expand their community outreach and consultatiatcgss so they can better understand and evaluat@woity concerns early in the process.

With large power users in the electric utilitieshgice territories, such as the U.S. military, f®#nd state and local government,
management believes that retaining customers bgitaining customer satisfaction is a critical comginin achieving kilowatthour (KWH)
sales and revenue growth over time. The electilities have established programs that offer trestomers specialized services and energy
efficiency audits to help them save on energy costs

In November 2004, HECO filed a request with the R@crease base rates, primarily for (1) codtstirey to existing and proposed
energy conservation and efficiency programs (densiel management (DSM) programs), (2) costs ottabiphprovement projects, (3) the
proposed purchase of additional firm capacity amefgy, (4) costs of other measures taken to adgesisload increases, and (5) increased
operation and maintenance expenses. Interim rig¢é weas granted in late September 2005. The PY@ed a bifurcation order separating
HECO's requests for approval and/or modificationt®kexisting and proposed DSM programs from ttie case proceeding into a new docket
(EE DSM Docket) and HECO is continuing its existiD§M programs and cost recovery mechanisms perntegesolution of the EE DSM
Docket. See “Most recent rate requests—HECO” arithéOregulatory matters—Demand-side managementamgy— agreements with the
Consumer Advocate.” In December 2005, HELCO natifiee PUC that it intends to file a request foebattric rate increase in spring 2006.
See “Most recent rate requests—HELCO.”

The electric utilities’ long-term plan to meet Haidafuture energy needs includes their suppor odnge of energy choices, including
renewable energy and new power supply technolagies as DG. The PUC has an ongoing competitiveifgdoroceeding and has issued an
order in a DG proceeding (see “Certain factors thay affect future results and financial conditioGensolidated—Competition—Electric
utility”). HECO's subsidiary, Renewable Hawaii, Inc. (RHI), has aliipproval from the HECO Board of Directors todunvestments by Rt
of up to $10 million in selected renewable energyjgrts to help bring online commercially feasitd@ewable energy sources in Hawaii.
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Net income for HECO and its subsidiaries was $71Bamiin 2005 compared to $81 million in 2004 arigBdmillion in 2003. The decrez
in 2005 was primarily due to increased operaticth maintenance expenses (including more extensivetemance on generating units, which
are getting older and are being run harder to itiieehigher demand for electricity, and higher egtient benefits expense) and higher
depreciation expense due to investments in cgmitgects, partly offset by the impact of HECO'’seiritn rate increase in late September 2005.

Results of Operations

% change % change

(dollars in millions, except per barrel amounts) 2005 2004 2003
Revenue$ $ 1,80¢ 16 $ 1,551 11 $1,391
Expense:

Fuel oil 64C 32 482 24 38¢

Purchased powe 45¢ 15 39¢ 8 36¢€

Other 54¢€ 11 49t 7 463
Operating incom 162 @) 174 2 177
Allowance for funds used during construct 7 (15) 8 35 6
Net income 73 (10 81 3 79
Return on average common eqt 7.1% 8.3% 8.5%
Average price per barrel of fuel @il $ 56.61 33 $ 42.67 18 $36.2%
Kilowatthour sales (millions 10,09( — 10,06: 3 9,77¢
Cooling degree days (Oah 4,971 3 5,107 2 5,01(
Number of employees (at December 2,06¢ 3 2,01z 8 1,862

1 The rate schedules of the electric utilities cantiergy cost adjustment clauses through whichggsaim fuel oil prices and certain
components of purchased energy costs are pasgeccaatomers

* In 2005, the electric utilities’ revenues increabgdl6%, or $256 million, from 2004 primarily duehigher fuel prices ($235 million),
interim rate relief granted by the PUC in late ®epter 2005 ($10 million) and increased sharehafdemtives and lost margins ($6
million), including the surcharge transferred te®aates in the interim rate relief granted in Seylter 2005. KWH sales increased 0.3%
from 2004 primarily due to new load growth (i.e¢iiease in number of customers), largely offsehleyimpacts of cooler and less humid
weather and major commercial repair and renovatiojects. Cooling degree days for Oahu were 2. #&tan 2005 compared to 2004.
addition, customers may have been moderating #meirgy usage in response to the electric utilitashpaign to promote conservation .
efficiency and possibly reacting to higher fuekps reflected in electric bills. The higher fuetps are also reflected in the higher amount
of customer accounts receivable and accrued udbifeenues

Operating income in 2005 was $12 million lower t@2004 mainly due to higher other expenses, tioly higher maintenance and
retirement benefit expenses.

Fuel oil and purchased power expenses in 2005aserkby 32% and 15%, respectively, due primarilyigber fuel prices, which are
generally passed on to customers.

Other expenses increased 11% in 2005 due to a @0%4.6 million) increase in “other operation” exgena 6% (or $5 million) increase
in maintenance expense; a 7% (or $8 million) inseda depreciation expense; and a 16% (or $23amjlincrease in taxes, other than income
taxes, primarily due to the increase in revenu@shér operation” expenses increased 10% in 2005 wbmpared to 2004 due primarily to
higher expenses for production operations (inclgdiigher environmental expenses as there was a &0iskion fee waiver in 2004, which
was not repeated in 2005), transmission and digidb operations and retirement benefits. Pensimhadher postretirement benefit expenses
for the electric utilities increased $6.7 milliomey the same period in 2004 due in part to the Piision Investment Committeeadoption of
25 basis points lower discount rate as of DecerBlbg2004. Maintenance expenses increased 6% dughter production maintenance expe
(primarily due to generating plant maintenance g@ewerating unit overhauls) and higher transmisarmmhdistribution maintenance expense.
Higher depreciation expense was attributable tdtiadd to plant in service in 2004 (including HELGACT-4 and CT-5 and HECO's Waiau
fuel oil pipeline), offset in part by lower depration expense resulting from the PUC’s approv&@eaptember 2004 of rates and accounting
methodology applicable to HECO'’s depreciable asset®ahu.
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The trend of increased other operation and mainteé0&M) expenses is expected to continue in 2808e electric utilities expect
(1) higher demand side management expenses (thgeaerally passed on to customers through a sgelad are being considered in the EE
DSM Docket) and integrated resource planning exgen®) higher employee benefit expenses, priméoilyetirement benefits and (3) higher
production expense, primarily to meet higher denlamdls and load growth achieved in 2004 and swustain 2005. As a result of load growth
on Oahu and other factors, there currently is are@sed risk to generation reliability. Existingtsrare running harder, resulting in more
frequent and more extensive maintenance, at tiegsining temporary shut downs of these units. Gai@r reserve margins during peak
periods are lower than considered desirable irt bfithese circumstances. The electric utilitiegentaken a number of steps to mitigate the risk
of outages, including securing additional purchgsader, adding distributed generation at some stibsis and encouraging energy
conservation. The marginal costs of supplying gmgxdemand, however, are increasing because ofttreasing reserve margin situation, and
the rate of cost increases is not likely to leasatil a proposed new generating unit on Oahu igddd 2009. Increased O&M expense was one
of the reasons HECO filed a request with the PURormember 2004 to increase base rates. In late®d@r 2005, HECO received interim |
relief (see “Most recent rate requests”).

* In 2004, the electric utilities’ revenues increabgdL1%, or $154 million, from 2003 primarily duzhigher energy prices ($114 million)
and a 2.9% increase in KWH sales of electricityl(#llion). The increase in 2004 KWH sales from 20@as primarily due to higher
customer usage due in part to the strength in Hanionomy (including higher real personal incotoegjer unemployment, higher visitor
days, increased military activity and stronger essthte market) and warmer weather (probably iagutt greater air conditioning usage).
Cooling degree days were 1.9% higher in 2004 coatpty 2003. The higher energy prices are alsoateftiein the higher amount of
customer accounts receivable and accrued unbgleehues

Operating income was $3 million lower than in 200&inly due to higher other expenses, primarily bBigiaintenance expenses.

Fuel oil and purchased power expenses in 2004dserkby 24% and 8%, respectively, due primarilyigher fuel prices, which are
generally passed on to customers, and more KWHesrgted and purchased.

Other expenses increased 7% in 2004 due to a 1%2(oillion) increase in “other operatiopXpense; a 20% (or $13 million) increas:
maintenance expense; a 4% (or $4 million) incréasiepreciation expense due to additions to plaservice in 2003; and a 10% (or
$13 million) increase in taxes, other than incomes, primarily due to the increase in revenuethéOoperation” expenses increased 1% in
2004 when compared to 2003 due primarily to higltkninistrative and general expenses, includingeiees in general liability reserves and
workers’ compensation claims, and higher transmisand distribution line inspection expense, largéiset by lower retirement benefits
expense and emission fees. Pension and other fi@strent benefit expenses for the electric utitigere $8 million lower than 2003 due
primarily to the increase in plan assets as of Bixr 31, 2003 compared to December 31, 2002 regutdbm market performance and
contributions of the electric utilities of $34 nwih during 2004. Maintenance expenses increasedd@4o greater scope of generating unit
overhauls, higher production corrective maintenaaod higher transmission and distribution mainteeavork.

Most recent rate reques

The electric utilities initiate PUC proceedingsriréime to time to request electric rate increasesver rising operating costs and
cost of plant and equipment, including the coste# capital projects to maintain and improve servaiability. As of March 6, 2006, the
return on average common equity (ROACE) found leyRC to be reasonable in the most recent finaldatision for each utility was 11.41
for HECO (decision & order (D&O) issued on Decembgr 1995, based on a 1995 test year), 11.50% EwrGO (D&O issued on February 8,
2001, based on a 2000 test year) and 10.94% for®Emended D&O issued on April 6, 1999, based ©899 test year). However, the
ROACE used for purposes of the interim rate inaéaddECQ’s current rate case was 10.7%. For 20@5simple average ROACEs
(calculated under the rate-making method and regddd the PUC) for HECO, HELCO and MECO were 6.98%86% and 9.81%,
respectively. HECO'’s actual ROACE is significaribhyver than its allowed ROACE primarily becauserafreased O&M expenses, which are
expected to continue and
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could result in HECO seeking rate relief more offean in the past. The interim rate relief gratteHECO by the PUC in September 2005
below), which was based in part on increased ajstperating and maintaining HECO'’s system. HELCRGACE will continue to be
negatively impacted by CT-4 and CT-5 as electriesavill not change for the unit additions until HEO files a rate increase application
(currently planned for spring 2006) and the PUGtrdELCO rate relief.

As of March 6, 2006, the ROR found by the PUC todssonable in the most recent final rate deci&oeach utility was 9.16% for
HECO, 9.14% for HELCO and 8.83% for MECO (D&Os ribtbove). However, the ROR used for purposes ofhtieeim D&O in the current
HECO rate case is 8.66%. For 2005, the simple gedRDRs (calculated under the rate-making methddeported to the PUC) for HECO,
HELCO and MECO were 6.20%, 6.08% and 8.21%, regpyt

If, as discussed above, the utilities are requicedcord significant charges to AOCI related tmiaimum liability for retirement benefit
the electric utilities’ RORs would increase andlddmpact the rates the electric utilities are akal to charge, which may ultimately result in
reduced revenues and lower earnings. In Decemif¥y, 20e electric utilities submitted a requesti® PUC for approval to record as a
regulatory asset and include in rate base the antbanhwould otherwise be charged to AOCI and redstockholdes equity (see Note 8 of tl
“Notes to Consolidated Financial Statements”).

HECO. In November 2004, HECO filed a request with thEORo increase base rates 9.9%, or $99 milliomimual base revenues, based on a
2005 test year, a 9.11% return on rate base aid.&fo return on average common equity. HECO regdegpproval of its proposed new
energy efficiency (EE) DSM programs (Enhanced EBMOfograms), and associated utility incentive med$ra, in its rate case application.
The requested increase included (1) transferriagtst of existing DSM programs from a surcharge tiem on electric bills into base
electricity charges, (2) the costs of Enhanced BE®programs, (3) the costs of capital improvemeajgets completed since the last rate ¢

(4) the proposed purchase of up to an addition&®?9 of firm capacity and energy from Kalaeloa Pars) L.P., (5) the cost of other measures
taken to address peak load increases arising @aarfomic growth and increasing electricity usel, @) increased O&M expenses. Excluding
the surcharge transfer amount, the requested cigiaise to customers was 7.3%, or $74 million.

In March 2005, the PUC issued a bifurcation orégpasating HECO's requests for approval and/or nicatibn of its existing and
proposed DSM programs from the rate case proceéatiog new docket. The preliminary issues idesdifby the PUC for the new EE DSM
Docket include (1) whether, and if so, what, enetficiency goals should be established, (2) whethe proposed and/or other DSM progri
will achieve the established energy efficiency gaald be implemented in a cost-effective manngmyft market structures are most
appropriate for providing these or other DSM progsaand (4) for utility-incurred costs, what castovery mechanisms and cost levels are
appropriate. The original parties/participantshiis docket included HECO, the Consumer AdvocaeBD, the County of Maui, two
renewable energy organizations, an energy effigi@mganization, and an environmental organizatiordune 2005, however, the PUC, on its
own initiative, included HELCO, MECO, Kauai IslabMility Cooperative and The Gas Company as pattig¢ke docket, provided their
participation is limited solely to the issues deglivith statewide energy policies. The proceducheslule for this docket calls for the parties to
file final statements of position with the PUC il 2006. Panel hearings are scheduled to takeeptaJune 2006.

As a result of the bifurcation order, HECO is couatng its existing DSM programs and cost recoveeghanisms (under which program
costs, shareholder incentives, and lost marginsdsat rate cases are covered through a DSM surgh&eglevant provisions of the stipulatic
under which the existing DSM programs have beeargdd continue to apply, including an agreemengothe recovery of lost margins and
shareholder incentives, if such recovery would edtd&ECO to exceed the ROR found to be reasonahbileeopUC. The PUC used a ROR of
8.66% in its interim D&O discussed below. An estieth$32 million in revenue requirements for DSMgyeom costs related to both the
Enhanced EE DSM programs and to the extent recdwbreugh the DSM surcharge, the existing DSM paiotg, were thus removed from
HECO's rate increase request.
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In September 2005, HECO, the Consumer Advocatglen®OD reached agreement among themselves onafiibet issues in the rate
case proceeding, subject to PUC approval. The r@ngasignificant issue among the parties was thE@piateness of including in rate base
approximately $50 million related to HECO's preppihsion asset, net of deferred income taxes.

Later in the same month, the PUC issued its int®&® (with tariff changes effective September 2802 and amounts collected
refundable, with interest, to ratepayers to themtxthey exceed the amount approved in the finaDR&or purposes of the interim D&O, the
PUC included HECOQO's prepaid pension asset in rage ljwith a rate increase impact of approximat@lyndllion).

The following amounts were included in HECO'’s rebljthe Consumer Advocate’s and the DOD’s testiemand exhibits (as adjusted
to exclude the transferred surcharge amount of§illbn); the settlement agreement (described bglawd the PUC's interim D&O:

Pre-Settlement

Department _Interim
HECO Consume: HECO '”CrfaSE
(dollars in millions) rebuttal Advocate of Defense (per settlement
Net additional revenue? $ 51 $ 11 $ 7 $ 42 $ 41
ROACE 11% 8.5-10% 9% 10.7% 10.7%
ROR 8.82% 7.85% 7.71% 8.6€% 8.6€%
Average rate bas $1,10¢ $ 1,06¢ $ 1,062 $ 1,10¢ $1,10¢

1 Effective September 28, 2005, subject to refunth witerest pending the final outcome of the ¢
2 Excludes $12 million transferred from a surchambdse rates for existing energy efficiency program

The adoption of revenue, expense, rate base ahdfcoapital amounts (including the ROACE and R@®R)purposes of an interim rate
increase does not commit the PUC to accept anyamcunts in its final D&O.

HELCO. In December 2005, HELCO notified the PUC thattiénds to file a request for an electric rate éase in spring 2006. Preliminary
estimates of the request are approximately 10%gkewy it is expected that by using a proposed ewd rate structure, most residential users
would see smaller increases in the range of 3%4o0The tiered rate structure is designed to mirgntiie increase for residential customers
using less electricity and is expected to encoucagtomers to take advantage of solar water heptingrams and other energy management
options. The proposed rate increase would payriprovements made to increase reliability, includirggnsmission and distribution line
improvements and the two generating units at thehigke power plant (CT-4 and CT-5). With energyaédincy and conservation, distributed
generation and renewable energy options, managesrpatts that CT-4 and CT-5 should be the lasilffagd-burning units on the island of
Hawaii for the foreseeable future. The next plangederating unit to provide firm power (availabketours) for the island will be the last
phase of the combined cycle plant at Keahole, whilluse waste heat from existing units and noitaiaal fossil fuel.

Among the renewable energy projects on the isldndbavaii is the 10 MW Hawi Renewable Developmendvfarm and the planned
expansion of the Apollo wind farm from 7 MW to apgimately 20 MW (which may be delayed). Future pot§ for firm renewable purchased
energy potentially include an expansion of a geotla¢ plant, a woodchip-burning plant, a County watst-energy plant and a pumped storage
hydro plant. Other renewable sources include pladtaics and, when commercially available, ethanol.

The earliest any increase, if allowed, may go &ffect is expected to be in early 2007.

Depreciation rates and accountin

In October 2002, HECO filed an application with #dC for approval to change its depreciation ratesed on a study of depreciation
expense for 2000 and to change to vintage amddizatcounting for selected plant accounts. In M&@04, HECO and the Consumer
Advocate reached an agreement, which the PUC apgriovSeptember 2004. In accordance with the agereeIECO changed its
depreciation rates and changed to vintage amadizatcounting for selected plant accounts effecBeptember 1, 2004, resulting in slightly
lower depreciation in the remainder of 2004 thamlddave been recorded under the previous ratesatiabd.
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Other regulatory matters

Deman«-side management prograt lost margins and shareholder incenti. HECO, HELCO and MEC'’s energy efficiency DS
programs, currently approved by the PUC, providaHe recovery of lost margins and the earninghafsholder incentives.

Lost margins are accrued and collected prospeythwesed on the programs’ forecasted levels of gpsiion, and are subject to two
adjustments based on (1) the actual level of ppdion and (2) the results of impact evaluatigoorgs. The difference between the adjusted
lost margins and the previously collected lost rirer@re subject to refund or recovery, with anyrewee under-collection accruing interest at
HECO, HELCO or MECO's authorized rate of returnrate base. HECO, HELCO and MECO filed a portiothefimpact evaluation report
for the 2000-2003 period with the PUC in Novemb@d£2 and adjusted the lost margin recovery in ticerse quarter of 2005. The study
methodology for the remaining portion of the impacéluation report (which evaluates the level ef lflSM Programs’ free-ridership and
corresponding energy and demand impacts that waud occurred anyway in the absence of the DSMrBnog), is under discussion with the
Consumer Advocate. To date, adjustments requirelb$d margins have not had a material effect oi€@EHELCO or MECO'’s financial
statements.

Shareholder incentives are accrued currently afidated retrospectively based on the prograacstal levels of participation for the pr
year. Beginning in 2001, shareholder incentivetectéd are subject to retroactive adjustment bagetie results of impact evaluation repc
similar to the adjustment process for lost margins.

Demandside management programsagreements with the Consumer Advocdie October 2001, HECO and the Consumer Advodasdized
agreements, subject to PUC approval, for the coation of HECO’s three commercial and industriaMDSrograms and two residential DSM
programs until HECO's next rate case. These agretsmeere in lieu of HECO continuing to seek appt@fanew 5-year DSM programs and
provided that DSM programs to be in place after I@Enext rate case are to be determined as p#nmeafase. Under the agreements, HECO
agreed to cap the recovery of lost margins andeiodder incentives if such recovery would cause BEE exceed its current “authorized
return on rate base” (i.e. the rate of return @e base found by the PUC to be reasonable in tts racent rate case for HECO). HECO also
agreed it will not pursue the continuation of Io®irgins recovery and shareholder incentives threugrcharge mechanism in future rate
cases. In October 2001, HELCO and MECO reachedssimjreements with the Consumer Advocate and fdgdests to continue their four
existing DSM programs.

As previously discussed, as a result of the bifiwosorder in HECO's rate case, HECO is continutsgxisting DSM programs and cost
recovery mechanisms, including the recovery of paogcosts, shareholder incentives and lost matgnesigh a surcharge mechanism,
pending the resolution of the EE DSM Docket. InEBieDSM Docket, HECO has requested PUC approvahonterim basis for certain
modifications to its existing DSM programs, andeavrinterim DSM program (Interim DSM Proposals). HE@id not request shareholder
incentives and lost margins for its proposed naarim DSM program, but did so for its existing pragis. On January 10, 2006, the Consu
Advocate filed comments on HECO'’s Interim DSM Prsgls, which included an objection to the contintesmbvery of shareholder incentives
and lost margins. HECO filed its response to thasdmer Advocate’s comments on January 31, 2008irmeiag its position that the
continuation of shareholder incentives and lostgimaris appropriate and in conformance with the Bleder allowing the continuation of its
existing DSM programs pending the resolution of BieDSM Docket. The issue of the continuation arsholder incentives and lost margins,
or alternative incentive mechanisms, will be defesd by the PUC as part of the EE DSM Docket. Ad ttme the PUC has not issued a
decision on HECQO's Interim DSM Proposals.

In November 2001, the PUC issued orders (one offivivias later amended) that, subject to certainrtieggorequirements and other
conditions, approved (1) the agreements regardiegemporary continuation of HECO's five existin§l programs until HECO'’s next rate
case and (2) the agreements regarding the tempaoatinuation of HELCO’s and MEC®'DSM programs until one year after the PUC mi
a revenue requirements determination in HECO'’s regetcase. Under the orders, however, HELCO an@®lB&re allowed to recover only
lost margins and shareholder incentives accruedithir the date that interim rates are
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established in HECO'’s next rate case, but may mgoeextend the time of such accrual and recof@ryp to one additional year. In the first
half of 2006, HELCO and MECO plan to file a requiestonfirm that the bifurcation order in HECrate case had the effect of postponing
deadline for the recovery of HELCO and MECO'’s lostrgins and shareholder incentives until resolutibthe EE DSM Docket or, in the
alternative, a request for extension of the recpperiod for another year.

One of the conditions to the interim continuatidrite DSM programs requires the utilities and ttem€limer Advocate to review, every
six months, the economic and rate impacts resuftong implementing the agreement. In 2003 and 2008¢ of the electric utilities exceeded
their respective authorized RORs. In 2004, only ME€Xceeded its authorized ROR, resulting in a rédnof revenues from shareholders
incentives and lost margins for 2004 by $1.0 mill{cecorded in December 2004). In reviewing HELCRGR for 2003, the Consumer
Advocate raised an issue regarding Keahole settiemgenses and HELCO agreed to refund, with isteadl of the lost margins and
shareholder incentives it had earned in 2003. ive 2004, HELCO recorded reduced revenues of $llibmio reflect the lost margins and
shareholder incentives for 2003 that were refurtdedtepayers in August 2004.

In 2004, HECO and the Consumer Advocate reachezbamnt on a residential load management program anchmercial and
industrial load management program and the PUCoapdrHECO's programs. Implementation of these @ogrbegan in early 2005. The
residential load management program includes almhoatectric bill credit for eligible customers wiparticipate in the program, which allows
HECO to disconnect the customer’s residential t=etater heaters from HECO's system to reduceesydbad when deemed necessary by
HECO. The commercial and industrial load managemesdram provides an incentive on the portion efdemand load that eligible
customers allow to be controlled or interruptedHBCO. In addition, if HECO interrupts the load,ianentive is paid on the kilowatthours
interrupted.

Avoided cost generic docketn May 1992, the PUC instituted a generic invgagtion, including all of Hawaii’s electric utiliteg to examine the
proxy method and formula used by the electrictiggito calculate their avoided energy costs at@gde Q rates. In general, Schedule Q |
are available to customers with cogeneration arstfall power production facilities with a capaaityl00 KWHs or less who buy/sell power
from/to the electric utility. The parties to thed9docket include the electric utilities, the Came&u Advocate, the DOD, and representatives of
existing or potential IPPs. In March 1994, the igarentered into and filed a Stipulation to Resélveceedings, which is subject to PUC
approval. The parties could not reach agreemefit n@gpect to certain of the issues, which are addrkin Statements of Position filed in
March 1994. In July 2004, the PUC ordered the pati review and update the agreements, informatiodndata contained in the stipulation
and file such information. The parties have untdyV81, 2006 to file.

Integrated resource planning, requirements fortamtdil generating capacity and adequacy of supplye PUC issued an order in 1992
requiring the energy utilities in Hawaii to develiopegrated resource plans (IRPs). The goal ofyiiatied resource planning is the identification
of demand- and supply-side resources and the mtiegrof these resources for meeting near- and{eng consumer energy needs in an
efficient and reliable manner at the lowest reabeost. The utilities have characterized theipmsed IRPs as planning strategies, rather
fixed courses of action, and the resources ultimatgéded to their systems may differ from thosduded in their 20-year plans. Under the
PUC’s IRP framework, the utilities are requiredstdomit annual evaluations of their plans (includingvised five-year program
implementation schedule) and to submit new plana timee-year cycle, subject to changes approveldéffUC. Prior to proceeding with the
DSM programs, separate PUC approval proceedings meusompleted. See “Demand-side management pregagreements with the
Consumer Advocate” above, which includes a disomssf the electric utilities’ residential and conmgial and industrial load management
programs.

The utilities are entitled to recover all approfgiand reasonable integrated resource planningngridmentation costs, including the
costs of DSM programs, either through a surchargbrough their base rates. Incremental IRP castsleferred until approved for recovery
which time they are amortized to expense. Undecgutoral schedules for the IRP cost proceedingsytilities can begin recovering their
incremental IRP costs in the month following tHan§ of their actual costs incurred for the yeaject to refund with interest pending the
PUC's final D&O approving recovery of the costs.
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The Consumer Advocate has objected to the recafe$®.2 million (before interest) of the $11.8 naifi of incremental IRP costs
incurred during the 1995-2004 period, and the PUiession is pending on this matter. As of Decen8igr2005, the amount of revenues,
including interest and revenue taxes, that thetrdeatilities recorded for IRP cost recoverieshjget to refund with interest, amounted to
$18 million.

HECC's IRP. In October 2005, HECO filed its third IRP (IRP-8hich proposes multiple solutions to meet Oahutarkienergy needs,
including renewable energy resources, energy effy, conservation, technology (such as CHP andd»@)central station generation.

In June 2005, HECO filed with the PUC an applicafior approval of funds to build a new nominal M@ simple cycle combustion
turbine generating unit at Campbell Industrial Pamkl an additional 138 kilovolt transmission lingransmit power from the new unit and
existing generating units at Campbell IndustrialkRa the Oahu electric grid. Plans are for the bostion turbine to be run primarily as a
“peaking” unit beginning in 2009, and to burn naphtha oralidsut will have the ability to convert to usinptuels, such as ethanol, when tt
are commercially available. On December 15, 20@CB signed a contract with Siemens for the righguchase up to two combustion
turbine units. The contract allows the Companyetminate the contract at a specified payment amiéuaetessary combustion turbine (CT)
project approvals are not obtained.

Preliminary costs for the new generating unit aadg¢mission line, as well as related substatiomévgments, are estimated at
$137 million. As of December 31, 2005 accumulategjget costs for planning, engineering, permitiamgl AFUDC amounted to $2.7 million.
HECO is now preparing an Environmental Impact St&tet for the proposed project.

In a related application filed with the PUC in J@@95, HECO requested approval for an approxima&gly5 million package of
community benefit measures to mitigate the impéth® new generating unit on communities near tlop@sed generating unit site. These
measures include a base electric rate discouthése who live near the proposed generation gitditianal air-quality monitoring stations, a
fish monitoring program and the use of recycledead of potable water in Kahe power plant’s opereti

In September 2005, the PUC suspended HECO’s Cahipbaktrial Park generating unit and transmisdina additions application to
allow more time to review the application. AlsoSeptember 2005, the PUC ordered HECO and the CarsAidvocate to submit a stipulated
prehearing order for the community benefits apfitiea In January 2006, the PUC granted an enviroriatgroup’s motion to intervene and a
neighboring business entity’s motion to participatéhe generating unit and transmission line agpion, and ordered HECO, the Consumer
Advocate and the other parties (the environmenmtaig and the business entity) to submit a stipdlatehearing order by March 13, 2006.

IRP-3 also includes plans to build a 180 MW coat im2022. In addition, all existing generatingitsrare currently planned to be
operated (future environmental considerations p&ng) beyond the 20-year IRP planning period (2Q0@25).

MECC's IRP. MECO filed its second IRP with the PUC in May 20@0d updated it in 2004 and 2005. On the supply, sECO’s second

IRP focused on the planning for the installatiompproximately 150 MW of additional generation tingh the year 2020 on the island of Maui,
including 38 MW of generation at its Maalaea popkant site in increments from 2000-2005, 100 MVitahew Waena site in increments
from 20072018, beginning with a 20 MW combustion turbin007 (currently planned to be added in 2011), &hiM¥ from the acquisitio

of a wind resource in 2003 (currently, MECO expéotbegin purchasing 30 MW of wind energy in 200§)proximately 4 MW of additional
generation through the year 2020 is planned fon efithe islands of Lanai and Molokai. MECO cometkthe installation of a 20 MW
increment (the second) at Maalaea in September, 20@Dthe final increment of 18 MW, which was anigly expected to be installed in 2005,
is currently expected to be installed in the thyjtcrter of 2006.

MECQO's third IRP is scheduled to be filed with fREC in October 2006.

HELCC's IRP. In September 1998, HELCO filed its second IRP lign PUC, and updated it in 1999 and 2004 . Onubelyg side, HELCCs
second IRP focused on the planning for generatiigadgditions after near-term additions. The neamtadditions proposed in HELCO’s
second IRP included installing two 20 MW CTs atdtsahole power plant site (the installation of whigere delayed, but were put into limited
commercial operation in May and June 2004) andg@ding in parallel with a PPA with Hamakua Energytiers, L.P. (HEP) for a 60 MW
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(net) dual-train combined-cycle (DTCC) facility (lsh was completed in December 2000). HELCO hasroeldehe retirements of some of its
older generating units. HELCQ's current plans aristall an 18 MW heat recovery steam generatds{5in 2009 or earlier. After the
installation of ST-7, the target date for the rfixh capacity addition is the 2017 timeframe.

HELCO's third IRP is scheduled to be filed with tAeJ)C by December 31, 2006.

Adequacy of supp..

HECO. As a result of load growth and other factef&CO’s 2005 Adequacy of Supply letter filed in Mar2005 concluded that generation
reserve margins, although substantial, were lotvan is considered desirable on Oahu under therostances, and that there currently was an
increased risk to generation reliability. Also, tater stated that the risk of having generatielated customer outages would be higher if the
peak reduction impacts of planned energy efficieb&M programs, load management programs or CHRBliagons fall short of achieving

their forecasted benefits. This situation is expédb continue, if the peak demand continues tov@g® forecasted, at least until 2009, which is
the earliest that HECO expects to be able to ingsgblanned combustion turbine. The letter atsticated that HECO was working on plans to
implement a number of potential interim mitigatimeasures, such as installing portable leasedildittd 1.6 MW generating units at
substations or other sites (which were installethnfourth quarter of 2005) and initiating a cusés demand response program to supplement
its load management programs (for which HECO ptarrequest approval in the first half of 2006). HE@id not experience actual generation
shortfalls causing customer load shedding in 200part because peak loads were lower than foréealseé second half of 2005.

HECO'’s 2006 Adequacy of Supply letter filed in Mar2006 indicates that HECO's latest analysis edémthe reserve capacity shortfall
to be between 170 MW and 200 MW in the 2006 to 208%d, which is significantly larger than the 8070 MW reserve capacity shortfall
projected in the 2005 Adequacy of Supply lettere Titrease in projected reserve capacity shoitfddirgely due to the lower projected
availability of existing generating units, and duetion in the projected impacts from planned preakiction measures. Generating units may
be entirely or partially unavailable to serve laading scheduled overhaul periods and other planm&dtenance outages, or when they “trip”
or are taken out of operation or their output is-fdted” due to equipment failure or other caugésile the availability rates for generating
units on Oahu remain better than those of companatits on the U.S. mainland, the availability satave declined in 2004 and 2005. Based
on this experience, the manner in which the uniistrbe operated when there is a reserve capadityfalh and the increasing ages of the u
HECO expects this situation to continue in the sieem and is forecasting lower availability ratbart were used in the 2005 analyses.

To mitigate the projected reserve capacity shdstiad to increase generating unit availabilityngoiorward, HECO is continuing to pli
and implement mitigation measures, such as instpdditional distributed generators at substat@rsher sites, seeking approval for
additional load management and other demand redtuoteasures, and pursuing efforts to improve tladahility of generating units. HECO
will operate at lower than desired reliability lé&vand take steps to mitigate the reserve capabdytfall situation until the next generating unit
is installed. Until sufficient generating capaaign be added to the system, HECO will experientuglzer risk of generation related customer
outages. Given the magnitude of the projected vesaapacity shortfall, HECO also will evaluate tied to file an application with the PUC
for approval to add more firm capacity (over andwabthe PUC application filed in June 2005 forrape-cycle combustion turbine).

MECO. MECO’s 2006 Adequacy of Supply letter filed\Warch 2006 indicated that MECO’s Maui island systshould have sufficient
installed capacity to meet the forecasted loadsvéver, in December 2005, MEC®OMaalaea unit 13, a 12.34 MW diesel generatoesedf at
equipment failure and the unit is not expectede@wailable for service until approximately Jun@20Until Maalaea unit 13 returns to servi
the Maui island system at times may not have defitccapacity in the event of an unexpected outdglee largest unit. MECO will implement
appropriate mitigation measures to overcome insieffit reserve capacity situations.

HELCO. HELCO'’s 2006 Adequacy of Supply letter filedFebruary 2006 indicated that HELCO's generatiapacity for the next three years,
2006 through 2008, is sufficiently large to meétehsonably expected demands for service and geaeiasonable reserves for emergencies.
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Collective bargaining agreements

Each of the electric utilities entered into a neur-year collective bargaining agreement in 2003 whth tinion which represer
approximately 58% of electric utility employeeseS€ollective bargaining agreements” in Note 3taf tNotes to Consolidated Financial
Statements.”

Legislation and regulatior

Congress and the Hawaii legislature periodicallysider legislation that could have positive or riegeeffects on the utilities and their
customers. For example, although it is currentjled in a Houseenate conference committee, comprehensive enegggldtion is still befor
Congress that could increase the domestic supmyl eb well as increase support for energy coregern programs and mandate the use of
renewables by utilities.

Energy Policy Act of 20050n August 8, 2005, the President signed into laghergy Policy Act of 2005 (the Act). The Act pides

$14.5 billion in tax incentives over a 10-year pdrdesigned to boost conservation efforts, incrdaseestic energy production and expand the
use of alternative energy sources, such as soliad, wthanol, biomass, hydropower and clean cahinelogy. Ocean energy sources, incluc
wave power, are identified as renewable technofo@ection 355 of the Act authorizes a study byut& Department of Energy of Hawaii's
dependence on oil; however, that provision is sttlifgappropriation, as is $9 million authorizedlanSection 208 for a sugar cane ethanol
program in Hawaii. Incentives also include tax @sednd shorter depreciable lives for many assstsaated with energy production and
transmission. The Act’s primary direct impact on®{E and its subsidiaries is currently expected ttheeaeduction in the depreciable tax life,
from 20 years to 15 years, of certain electricgrmission equipment placed into service after Aptil 2005.

Public Utility Holding Company Act of 1935 (1935 #\@and Public Utility Holding Company Act of 2008005 Act).The repeal of the 1935

Act, effective February 8, 2006, eliminates sigrafit federal restrictions on the scope, structoteaavnership of electric utilities. Some beli
that the repeal will result in increased institndbownership of and private equity and hedge flurdstments in public utilities, increased
consolidation in the industry, more Federal EndRggulatory Commission (FERC) oversight, and addéiaiversification by electric utilities.
The increased oversight by FERC results in parhftioe adoption of the 2005 Act, which providesF&RC access to the books and records of
utility holding companies and, absent exemptiongaivers, imposes certain record retention andw@auting requirements on public utility
holding companies. HEI and HECO have filed a nedifion claiming a waiver of such requirements aglsistate public utility holding
companies. Regulation and oversight of HECO anslibsidiaries by the PUC, however, remains unctdinge

Renewable Portfolio Standartihe 2001 Hawaii Legislature adopted a law thatireguthe utilities to meet a renewable portfoliarstard
(RPS) of 7% by December 31, 2003. HECO, HELCO afCi@ are permitted to aggregate their renewabléqdiag in order to achieve these
standards. The electric utilities met this standaitt over 8% of the utilities consolidated elecitsf sales for 2003 from renewable resources
(as defined under the RPS law). The 2004 Hawaiidleire amended the RPS law to require electiiities to meet a renewable portfolio
standard of 8% by December 31, 2005, 10% by DeceBthe2010, 15% by December 31, 2015, and 20% medbéer 31, 2020. In 2005, the
electric utilities attained over 11% of sales froenewable sources. The PUC has to determine ifeatrie utility is not able to meet the
standard in a cost-effective manner or due to pistances beyond its control. If such a determinasonade, the utility is relieved of its
responsibility to achieve the standard for thatqueof time. The PUC also may provide incentivegtoourage electric utility companies to
exceed their RPS or to meet their RPS ahead of timeoth.

The RPS law also directs the PUC, by December @16,20 develop and implement a utility ratemalgtrgicture, which may include,
but is not limited to, performance-based ratemakiPBR), to provide incentives that encourage Hdwailectric utility companies to use cost-
effective renewable energy resources found in Hawaneet the RPS, while allowing for deviationrfrdhe standards in the event that the
standards cannot be met in a cost-effective maonas a result of circumstances beyond the coafrible utility which could not have been
reasonably anticipated or ameliorated.

On November 1, 2004, the PUC transmitted an In@@hcept Paper, “Electric Utility Rate Design invtai,” describing the PUC’s
intended methodology for fulfilling the legislatieandate to formulate an electric utility rate dadby December 31, 2006, that (1) enables
achievement of RPS, (2) encourages investmentnigwable
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energy facilities, (3) conforms to the existingukdory regime, which is cost-of-service regulationto alternative regulatory regimes, such as
PBR, and (4) provides utilities an opportunity torea reasonable rate of return. The overall poeasisioned by the PUC is the conduct of
three sets of workshops (two sets of which have lbeenpleted), and the creation of a document thrat$ the basis of a set of rules to be
adopted in a conventional rulemaking process toviglproviding input to the PUC’s decisions on étiecutility ratemaking. On July 26, 2005,
the PUC transmitted a Second Concept Paper (SGi)rad by Economists Incorporated (El), “Proposatdmplementing Renewable
Portfolio Standards in Hawaii,” which identifiedcentive regulation (IR) mechanisms, including reabkle energy credit trading, alternative
compliance fees, penalties and positive incenti8ebsequently, other IR mechanisms were proposadalyement cannot predict the outcome
of this process.

The electric utilities continue to pursue a threenged renewable energy strategy: a) promote thelalement of cost-effective,
commercially viable renewable energy projectsdgjlitate the integration of intermittent renewabteergy resources, and c¢) encourage
renewable energy research, development, and deratiostprojects (e.g., photovoltaic energy anddleetronic shock absorber for wind
generation). They are also conducting integrateduece planning to evaluate the increased usenefvables within the electric utilities’
service territories.

Among the various ways that the electric utilittegpport renewable energy are solar water heatiddieat pump programs and the
negotiation and execution of purchased power cotstraith nonutility generators using renewable sesr(e.g., refuse-fired, geothermal,
hydroelectric and wind turbine generating systems).

HECO filed and received a patent in February 2@d%h electronic shock absorber (ESA) that addsgseeer fluctuations from wind
resources. An ESA demonstration system has betll@tsand is currently being tested at HELCO’sdnailo wind farm. HECO has sought
protection of intellectual property rights in itSA& technology, including a portfolio of U.S. andemational patents and patent filings. HECO
has an intellectual property license agreement thighparty constructing the ESA demonstration systdanagement cannot predict the
amount of royalties HECO may receive from the sélESAs in the future.

In December 2002, HECO formed an unregulated sigvgidRHI, with initial approval to invest up to @illion in selected renewable
energy projects. RHI is seeking to stimulate reri@&anergy initiatives by prospecting for new potgeand sites and taking a passive, minc
interest in third party renewable energy projeceater than 1 MW in Hawaii. Since 2003, RHI hadqaically solicited competitive proposals
for investment opportunities in qualified project®. date, RHI has signed a Conditional Investmegreament for a small-scale landfill gas-to-
energy project on Oahu. RHI has also signed a RramieAgreement for evaluation of three wind progeahd two pumped storage
hydroelectric projects on three islands. Projegegtments by RHI will generally be made only aftevelopers secure the necessary approvals
and permits and independently execute a PPA witB GBIEHELCO or MECO, approved by the PUC.

Net energy meterin(Hawaii has a net energy metering law, which reguthat electric utilities offer net energy metertogeligible customer
generators (i.e., a customer generator may be aseetor supplier of energy and will make paymerdrtreceive credit from the electric utility
accordingly). The 2004 Legislature amended theenetgy metering law by expanding the definitiorfedifgible customer generatotd include
government entities, increasing the maximum sizeligfble net metered systems from 10 kilowattskav50 kw, and limiting exemptions
from additional requirements for systems meetirfgtgaand performance standards to systems of 106rkess. These amendments could have
a negative effect on electric utility sales. Howevmsed on experience under the 10 kw limit aséssmnent of market opportunity for 50 kw
applications, management does not expect any dtestt & be material.

Other legislationA number of bills on energy were introduced in 2006 Hawaii State legislative session. The majaityneasures contained
in these bills do not negatively affect the elextiilities, and the electric utilities support nyasf the measures that would encourage the more
efficient use of energy and the use of Havgaiénewable energy resources. The electric usildleo are actively engaged in deliberations b
the Legislature on matters that may affect theaddpted, such as bills that would direct the PU@&teew and consider alternatives to the
current energy cost adjustment clause, requiretitsourcing of demand-side management programsireetipe use of long-term fixed-price
power purchase contracts for renewable energy gemsr or
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modify the renewable portfolio standards law. Astiime, it is not possible to predict the outconfiehose deliberations.

For a discussion of environmental legislation agglitations, see “Certain factors that may affetttrieiresults and financial condition—
Consolidated—Environmental matters” below.

Other developments

To evaluate the technical feasibility of the “Brbadd over Power Line” (BPL) technology and its &ggilons, HECO completed a small-
scale trial of the BPL technology. Based on thefatble results of the trial, HECO is proceedinghwetpilot in an expanded
residential/commercial area in Honolulu, whichxpected to run through at least the second quaft2®06. BPL-enabled utility applications
being evaluated include distribution system linenitaring, advanced remote metering, residentiaaitfoad control and monitoring of
distribution substation equipment. Although itsleraéion will be focused primarily on utility apphtions of BPL, HECO is also evaluating
broadband information services that might potelytia¢ provided by other service providers.

In October 2004, the Federal Communications Coniorig§-CC) released a Report and Order that ameadeéddopted new rules for
Access Broadband over Power Line systems (Acce&3 &Rl stated that an FCC goal in developing thesrfor Access BPL “are therefore to
provide a framework that will both facilitate thepid introduction and development of BPL systent @notect licensed radio services from
harmful interference.” Currently, there are no PtgGulations for electric utility applications of BRystems.

Liquidity and capital resources

HECO'’s consolidated capital structure was as fadlow

December 31 2005 2004

(dollars in millions)

Shor-term borrowings $ 13€ % $ 89 4%
Long-term debt, ne 76€ 38 75 40
Preferred stoc 34 2 34 2
Common stock equit 1,03¢ 53 1,017 54

$1,97¢ 100% $1,89: 10(%

As of March 6, 2006, the Standard & Poor’s (S&P)J dMoody’s Investors Service’'s (Moody’s) ratingsHiECO securities were as
follows:

Moody’s

S&pP
Commercial pape A-2 P-2
Revenue bonds (senior unsecured, inst AAA Aae
HECC-obligated preferred securities of trust subsid BBB- Baa:
Cumulative preferred stock (selected ser Not ratec Baa:

The above ratings are not recommendations to lallypishold any securities; such ratings may bgestitio revision or withdrawal at any
time by the rating agencies; and each rating shioelldvaluated independently of any other ratingCBE overall S&P corporate credit rating
is BBB+/Negative/A-2.

The rating agencies use a combination of qualgatieasures (i.e., assessment of business risktioaporates an analysis of the
qualitative factors such as management, competitdaitioning, operations, markets and regulatiaWvell as quantitative measures (e.g., cash
flow, debt, interest coverage and liquidity ratiospletermining the ratings of HECO securitiesApril 2005, S&P affirmed its corporate credit
ratings of HECO, but revised its outlook from seatw negative, citing HECQO'’s need for a rate insegaising operating expenses and yet to be
recovered investments. S&P’s ratings outlook “asseshe potential direction of a long-term crediing over the intermediate term (typically
six months to two years).” In response to the PU&rim rate decision for HECO, S&P stated “a fineder that closely mirrors the interim
ruling appears to be sufficient to lift key finaatmetrics to levels that are marginally suitalde$tandard & Poor’s guideposts for the ‘BBB’
rating category.” However, S&P will reconsideriisgative outlook when the PUC issues its final orif®ody’s maintains a stable outlook on
HECO. In May 2005, S&P revised HECO's businessifadfom “6” to “5”. S&P ranks business profilesofn “1” (strong) to “10” (weak).
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HECO periodically utilizes short-term debt, pringily commercial paper, to support normal operatiamd for other temporary
requirements. HECO also periodically borrows shena from HEI for itself and on behalf of HELCO aRtECO, and HECO may borrow
from or loan to HELCO and MECO shddrm. HECO had an average outstanding balancemimascial paper for 2005 of $95 million and |
$136 million of commercial paper outstanding aPetember 31, 2005. Management believes that if HE@Ommercial paper ratings were
be downgraded, they might not be able to sell coraialepaper under current market conditions.

As of December 31, 2005, HECO maintained bank lofesedit totaling $180 million with six differettanks (all expiring in 2006).
These lines of credit are principally maintainedHCO to support the issuance of commercial pdpéralso may be drawn for general
corporate purposes. Accordingly, the lines of dradk available for short-term liquidity in the ete rating agency downgrade were to reduce
or eliminate access to the commercial paper markéitdle each of the lines contain customary coodgithat must be met in order to draw on
them, none of HECO'’s line of credit agreements @iontlauses that would affect access to the liyagason of a ratings downgrade, nor do
they have broad “material adverse change” claussgscbuld affect access to the lines in the eveahy material adverse event so long as any
such event is timely disclosed. As of December2BD5, the lines were unused. To manage HECO'sdiguidity needs, HECO anticipates
restructuring its lines of credit arrangementsludimg arranging a multyear syndicated credit facility at a level consisteith the current lev:
of lines of credit arrangements.

In 2005, the electric utilitieshvesting activities used $195 million in cashnpetrily for capital expenditures, net of contribuison aid o
construction. Financing activities provided nethcaf$10 million, including a $48 million net in@se in short-term borrowings and a
$12 million net increase in long-term debt, padffset by $52 million for the payment of common amdferred stock dividends. Operating
activities provided cash of $185 million.

In May 2005, up to $160 million of Special Purpésavenue Bonds (SPRBs) ($100 million for HECO, $4lian for HELCO and
$20 million for MECO) were authorized by the Hawleijislature for issuance, with PUC approval, tigtodune 30, 2010 to finance the elec
utilities’ capital improvement projects.

In January 2005, the Department of Budget and Emafi the State of Hawaii issued, at par, Refundiages 2005A SPRBs in the
aggregate principal amount of $47 million (with atarity of January 1, 2025 and a fixed coupon egerate of 4.80%) and loaned the
proceeds from the sale to HECO, HELCO and MECOcé&®ds from the sale, along with additional fundstenapplied in February 2005 to
redeem at a 1% premium a like principal amountRiRBs bearing a higher interest coupon (HECO'’s, HBISCand MECO'’s aggregate
$47 million of 6.60% Series 1995A SPRBs with argiél stated maturity of January 1, 2025).

In December 2005, an application was filed with Bt¢C requesting approval to issue up to a tot$ll@b million in taxable unsecured
notes for HECO, MECO and HELCO (up to $100 millfon HECO, up to $50 million for HELCO and up to $dfillion for MECO). On
January 20, 2006, a Registration Statement on Begwas filed with the SEC covering $100 millios0#million and $15 million aggregate
principal amount, respectively, for HECO, HELCO aviCO of their respective taxable unsecured notes2D36. It is anticipated that the
proceeds from the sale of the notes will be useddpital expenditures and/or to repay short-teomdwings (including borrowings from
affiliates) incurred for capital expenditures orédinance short-term borrowings used for capixplenditures. The HELCO and MECO bonds
will be fully and unconditionally guaranteed by HEC

For the five-year period 2006 through 2010, apprately 51% of forecasted gross capital expenditisrésr transmission and
distribution projects and 41% for generation prtgewith the remaining 8% for general plant anceotrojects. These estimates do not include
expenditures, which could be material, that wowdddquired to comply with cooling water intake strue regulations adopted by the U.S.
Environmental Protection Agency (EPA) in 2004, flnéy 1999 Regional Haze Rule amendments or theogespClear Skies Bill, if adopted
Congress. The electric utilities’ net capital exgigures (which exclude AFUDC and capital expendituiunded by third-party contributions in
aid of construction) for 2006 through 2010 are ently estimated to total approximately $0.8 billitdECO’s consolidated cash flows from
operating activities (net income, adjusted for ash income and expense items such as depreciatnttization and deferred taxes), aftel
payment of common stock and preferred stock divddeare currently not expected to provide sufficizagh to cover the forecasted net capital
expenditures and to reduce the level of short-teemowings, which level is expected to fluctuateidg this forecast period. Long-tem debt
financing is expected to be required to fund thisrfall as well as any unanticipated expendituresincluded in the 2006 through 2010
forecast, such as increases in the costs of, acegleration of, the construction
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of capital projects, capital expenditures that thayequired by new environmental laws and reguiationbudgeted acquisitions or investm
in new businesses and significant increases irribomibns to the retirement benefit plans. The Pid@st approve issuances of long-term
securities for HECO, HELCO and MECO, including reote debentures issued by the electric utilitiesannection with the issuance of taxe
unsecured notes, special purpose revenue bondssopteferred securities.

Proceeds from the anticipated sale of the taxafdeeured notes, cash flows from operating acté/gied temporary increases in short-
term borrowings are expected to provide the fortecb$166 million needed for the net capital expemds in 2006. For 2006, gross capital
expenditures are estimated to be $207 million uidiclg approximately $114 million for transmissiamdadistribution projects, approximately
$65 million for generation projects and approxinha&28 million for general plant and other projedts/estment in renewable projects through
RHI in 2006 is estimated to be $0.4 million. Condated net capital expenditures for HECO and sudnsés for 2005, 2004 and 2003 were
$194 million, $187 million and $131 million, respieely.

Funding for the electric utilities’ qualified pepsi plans is based upon actuarially determined ritons that consider the amount
deductible for income tax purposes and the fundéggirements under the Employee Retirement Incoenei8y Act of 1974, as amended
(ERISA). Although the electric utilities were netquired to make any contributions to the qualifietision plans to meet minimum funding
requirements pursuant to ERISA for 2005, 2004 @@B2they made voluntary contributions in thoserye@/ith respect to the postretirement
benefit plans, the electric utilities policy iscomply with directives from the PUC to fund the tso€ontributions by the electric utilities to the
retirement benefit plans for 2005, 2004 and 20@&l¢d $18 million, $34 million and $31 million, yEctively, and are expected to total
$11 million in 2006. Additional contributions toghetirement benefit plans may be required, or beaynade even if not required, and such
contributions could be in amounts substantiallgxeess of the amounts currently included in theteteutilities forecast of their consolidated
financing requirements for the period 2006 thro2gth0.

Management periodically reviews capital expendigstmates and the timing of construction projettese estimates may change
significantly as a result of many considerations|uding changes in economic conditions, changésracasts of kilowatthour sales and peak
load, the availability of purchased power and clesng expectations concerning the constructioncavraership of future generating units, the
availability of generating sites and transmissiod distribution corridors, the ability to obtainespiate and timely rate increases, escalation in
construction costs, the impacts of demand-side gemant programs and combined heat and power eistals, the effects of opposition to
proposed construction projects and requiremenéneifonmental and other regulatory and permittintharities.

Bank

Executive overview and strategy

When ASB was acquired by HEI in 1988, it was aitiawdal thrift with assets of $1 billion and netwme of about $13 million. ASB has
grown by both acquisition and internal growth sid®88 and ended 2005 with assets of $6.8 billiahraat income of $65 million, compared
assets of $6.8 billion as of December 31, 2004reatdncome of $41 million in 2004. Excluding a $2dlion after-tax charge for franchise
taxes for prior years due to an adverse tax ruhegjncome would have been $61 million in 2004 (%ank franchise taxes” below).

The quality of ASB's assets, the interest rate mrnent and the strategic transformation of ASBehiayacted and will continue to
impact its financial results.

Due to improved asset quality resulting from ttrersgth in the Hawaii economy and the real estatd&ketaASB recognized a $2 million
after-tax reversal of allowance for loan lossesrap2005 despite a $0.3 billion increase in itsrage balances of loans. ASB’s allowance as a
percentage of average loans was 0.90% at the e2@05&f compared to 1.08% and 1.44% at the end®@f 26d 2003, respectively. This ratio
falls between the benchmark ratios for nationakisaand thrifts, which is appropriate because AS&'ge residential mortgage portfolio is
typical of a thrift and ASB has added commercial aammercial real estate loans typical of commétmaks. The allowance is adjusted
continuously through the provision for loan lossegeflect factors such as chargfs; outstanding loan balances; loan grading; rexetiefactors
affecting the national and Hawaii economy, spedgifitustries and sectors and interest rates; andritial and estimated loan losses.
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ASB has been facing a challenging interest raté&r@mment that has pressured its net interest maifdia Federal Reserve Bank’s rate
increases since mid-2004 have led to higher skeont-tnterest rates, while, during the same petmuty-term interest rates have remained low,
resulting in an inverted yield curve at year-enlde higher short-term interest rates have put upweggsure on deposit rates, while the low
long-term interest rates have held down assetgjigldtting downward pressure on net interest matfythe current interest rate environment
persists, the potential for compression of ASB’sgimawill continue to be a concern. As part ofiiteerest rate risk management process, ASB
uses simulation analysis to measure net interestme sensitivity to changes in interest rates (@emntitative and Qualitative Disclosures
about Market Risk”). ASB then employs strategiebrt the impact of changes in interest rates ehinterest income. ASB’s key strategies
include:

(1) attracting and retaining low cost deposits, whiohl#es ASB to replace other borrowings and redundifg costs

(2) diversifying its loan portfolio with higher yieldgy shorter maturity loans or variable rate loarghsas commercial, commercial r
estate and consumer loans, which also createsadinarsified income stream for the ba

(3) investing in mortga¢-related securities with short average lives;

(4) lengthening the maturities of costing liabilitiesa lower intere-rate environment, which has stabilized the cositioér borrowing:
as interest rates have ris:

ASB has been undergoing a transformation, invol¥mg major lines of business, to become a fulV®ercommunity bank serving both
consumer and commercial customers. Two have beapleted—commercial real estate and mortgage bankimdja third is nearing
completion—commercial banking. The remaining transfation involving retail banking is intended tokeaASB's retail area more customer-
centric, rather than product-centric. The transfation project will require continued investmenpieople and technology. In addition to these
transformation projects, ASB will continue to inv@s projects and opportunities that will build edranchise value and add to earnings growth
and returns. Additionally, the banking industnc@stantly changing and ASB is continuously makhgchanges and investments necessary
to adapt and remain competitive. ASB’s ongoing lelmgje is to increase revenues faster than expenses.

Results of Operations

% change % change

(dollars in millions) 2005 2004 2003
Revenue! $ 38¢ 6 $ 364 2 $ 371
Net interest incom 21C 8 194 3 19C
Operating incomi 10& — 10E 13 93
Net income 65 58 41 (27) 56
Return on average common equity 11.7% 8.C% 12.1%
Earning assel

Average balancé $6,37¢ 3 $6,16: 3 $5,98(

Weightec-average yielc 5.1% 4 4.98% (5) 5.22%
Costing liabilities

Average balance $6,157 4  $5,93¢ 3 $5,73¢

Weightec-average rat 1.97% 4 1.9(% (12 2.15%
Interest rate spree 3.22% 5 3.0&% — 3.0&%
Net interest margi? 3.2% 4 3.15% @ 3.17%

1 In late December 2004, A¢s capital structure changed when ASB redeemedéfeped stock held by HEIDI ($75 million) and HHI
infused common equity into ASB ($75 million). If B% reported common equity as of December 31, 208¢ reduced by $75 million
for the calculation, AS’s ROACE would have been 8.7

2 Calculated using the average daily balan

3 Defined as net interest income as a percentageeofge earning assets.
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Bank franchise taxes (ASB

The results of operations for 2004 include a nergé of $20 million due to a June 2004 tax rulind aubsequent settlement as discu:
in Note 10 of the “Notes to Consolidated Finan&tdtements” under “ASB state franchise tax dispni settlement.” The following table
presents a reconciliation of ASB’s net income tbineome excluding the $20 million charge in 2004 including additional bank franchise
taxes in prior periods as if ASB had not takenvédginds received deduction on income from its R&lbsidiary. Management believes the
adjusted information below presents ASBiet income on a more comparable basis for tHegseshown. However, net income, including tt
adjustments, is not a presentation defined undeAlBAnd may not be comparable to other companiesooe useful than the GAAP
presentation included in HEI's consolidated finahstatements.

Years ended December 3 2005 2004 2003

(dollars in thousands)

Net income $64,88: $41,06: $56,26
Cumulative bank franchise taxes, net of taxes,ujinddecember 31, 20( — 20,34( —
Additional bank franchise taxes, net of taxesdarded in prior period: — — (3,799

Net income- as adjuste: $64,88: $61,40: $52,46¢

ROACE - as adjusted 11.7% 13.2% 11.7%

1 Calculated using adjusted net income divided bystheple average adjusted common equity (excludiegh75 million common equit
infusion in December 2004 from equity as of Deceniide 2004)

Taking into account the adjustments in the tabtevepASB’s 2005 net income would have increasedc6fpared to 2004.

Bank operations

Earnings of ASB depend primarily on net interesbime, which is the difference between interestehon earning assets and interest
paid on costing liabilities. As discussed abovéhéf current interest rate environment persistsptitential for compression of ASB’s net
interest margin will continue to be a concern. ASBan volumes and yields are affected by marketést rates, competition, demand for
financing, availability of funds and managemenésponses to these factors. As of December 31, 288's loan portfolio mix, net, consisti
of 74% residential loans, 11% commercial loans,d@¥mercial real estate loans and 7% consumer |@ansf December 31, 2004, ASB’s
loan portfolio mix, net, consisted of 77% residahkbans, 9% commercial loans, 7% commercial retdte loans and 7% consumer loans.
ASB’s mortgage-related securities portfolio corsimtimarily of shorter-duration assets and is affedy market interest rates and demand.

Deposits continue to be the largest source of flimdASB and are affected by market interest ratempetition and management’s
responses to these factors. Advances from the Fofleattle and securities sold under agreementeptachase continue to be significant
sources of funds, but the amount of advances badeéd downward over the last few years. As of Déeerl, 2005, ASB’s costing liabilities
consisted of 74% deposits and 26% FHLB advanceo#rat borrowings. As of December 31, 2004, ASBsting liabilities consisted of 71%
deposits and 29% FHLB advances and other borrowings

Other factors primarily affecting ASB’s operatirgsults include fee income, provision (or revergalllmwance) for loan losses, gains or
losses on sales of securities available-for-sateesspenses from operations.

Although higher long-term interest rates could the market value of mortgage-related secudnesreduce stockholder’s equity
through a balance sheet charge to AOCI, this rémluat the market value of mortgage-related sei@sritvould not result in a charge to net
income in the absence of an “other-than-temporemgairment in the value of the securities. As otBmber 31, 2005 and 2004, the unreal
losses, net of tax benefits, on available-for-satetgage-related securities (including securitieslged for repurchase agreements) in AOCI
was $37 million and $7 million, respectively, refiimg the impact of higher interest rates in 208&e “Quantitative and qualitative disclosures
about market risk.”
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The following table sets forth average balancesr@st and dividend income, interest expense atightezl-average yields earned and
rates paid, for certain categories of earning assed costing liabilities for the years indicatAderage balances for each year have been

calculated using the daily average balances dihegear.

Years ended December 31

(dollars in thousands) 2005 2004 2003
Loans receivabl

Average balances $3,411,38! $3,121,87! $3,071,87

Interest incomé 205,08« 184,77 198,94¢

Weightec-average yiel 6.01% 5.92% 6.4&%
Mortgage-related securitie

Average balance $2,755,73! $2,799,30: $2,707,39!

Interest incom 121,84 116,47 107,49¢

Weightec-average yielc 4.47% 4.16% 3.97%
Investments

Average balance $ 207,25¢ $ 240,46t $ 200,89:

Interest and dividend incon 4,07 5,87¢ 6,38¢

Weightec-average yiel 1.97% 2.44% 3.1&%
Total earning asse

Average balance $6,374,38: $6,161,64 $5,980,16:

Interest and dividend incon 331,00¢ 307,12( 312,82¢

Weightec-average yielc 5.1%% 4.9&% 5.2:%
Deposit liabilities

Average balance $4,453,76: $4,114,071 $3,888,14!

Interest expens 52,06« 47,18¢ 53,80¢

Weightec-average rat 1.17% 1.15% 1.3&%
Borrowings

Average balance $1,703,35: $1,819,59 $1,851,25!

Interest expens 69,36 65,60: 69,51¢

Weightec-average rat 4.07% 3.61% 3.7¢%
Total costing liabilities

Average balance $6,157,11! $5,933,66! $5,739,40:

Interest expens 121,42¢ 112,78° 123,32

Weightec-average rat 1.97% 1.9(% 2.15%
Net average balant $ 217,26¢ $ 227,97¢ $ 240,76(
Net interest incom 209,58 194,33: 189,50
Interest rate spree 3.22% 3.08% 3.0&8%
Net interest margi* 3.2%% 3.15% 3.17%
1 Includes nonaccrual loar
2 Includes interest accrued prior to suspensiontef@st accrual on nonaccrual loans, together wih Fees of $6.4 million, $6.1 million

and $8.6 million for 2005, 2004 and 2003, respetyi

3 Includes stock in the FHLB of Seattle ($98 millias of December 31, 2005). In 2005, ASB receiveiekdividend with a par value
$0.4 million, compared to $2.7 million in 2004 ab&.1 million in 2003. Se“FHLB of Seattle business and capital [" below.

4 Defined as net interest income as a percentageeofge earning asse

. Net interest income before reversal of allowaneddan losses for 2005 increased by $15 million/ 8%, when compared to 20(
Strong organic growth in loans and deposits andtility to keep deposit cost low enabled ASB tfseff margin compression pressure
from a flattening yield curve, which inverted ngaar-end. Net interest margin increased from 3.452004 to 3.29% in 2005 due to
growth in the loan portfolio and higher yields iretloan and mortgage-related securities portfdliosled by strong deposit growth. The
increase in the average loan portfolio balancevedsed by the continued strength in the Hawaii econand real estate market. The
decrease in the average investment and mortgaagededecurities portfolios was due to the reinvestrof excess liquidity into loans.
Average deposit balances grew by $340 million, #énglASB to replace other borrowings and helpingdioan growth. The shift in

liability mix enabled ASB to keep down its weightaderage rate on costing liabilitie
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Due to considerable strength in real estate anthésis conditions, which resulted in lower histdrioas ratios and lower net charge-offs
for ASB, and other factors discussed above, ASBraEd a reversal of allowance for loan losses ah#iiion ($2 million, net of tax) in 2005.
This compares with a reversal of allowance for lwmses of $8 million ($5 million, net of tax) i9@4.

Noninterest income remained stable for 2005 whenpawed to 2004.

Noninterest expense for 2005 increased by $10anijllor 6.3%, over 2004, primarily due to higher p@msation and employee benefits
expense related to strategic initiatives, incregeasion costs, Sarbanes-Oxley Act of 2002 (SOX)ptimnce costs and the charge for
prepayment of a high cost Federal Home Loan Bankrace.

* Netinterest income before the reversal of allovesioc loan losses for 2004 increased by $5 millmm2.5%, when compared to 20!
ASB experienced margin compression from a flattgwield curve as net interest margin decreasettfifrom 3.17% in 2003 to 3.15%
in 2004 due to faster growth in costing liabilitesmpared to earning assets. Growth in the loatigbiorand mortgage-related securities
were funded by strong deposit growth. The incré@asserage loan portfolio balance was due to angttdawaii real estate market and low
interest rates. The increase in the average inegtemd mortgage-related securities portfolios étgsto the reinvestment into short-term
investments of excess liquidity resulting from afidw of deposits. On January 19, 2005, ASB becamare that the methodology it was
using to amortize premiums and discounts on itdgage-related securities portfolio was not in stanformance with SFAS No. 91,
“Accounting for Nonrefundable Fees and Costs Asdedi with Originating or Acquiring Loans and Initiirect Costs of Leases.”
Specifically, ASB determined that its method fotiraating the cumulative impact of revised effectjgeld following the provisions of
paragraph 19 of SFAS No. 91 when considering pregays no longer approximated the results fromiet stpplication of these
provisions. This resulted in over-amortization ef premiums. Accordingly, ASB recalculated the amation of premiums and discounts
on its December 31, 2004 mortgage-related secsiptietfolio in strict accordance with SFAS No. $tlaecognized $1.5 million in
additional net income ($2.5 million pre-tax intdreeome) in the fourth quarter of 2004 for an atipent for net premium
overamortization. Average deposit balances gre®236 million in 2004 compared to 2003. The highepakit balances enabled ASB to
repay some of its higher costing other borrowit

Due to considerable strength in real estate anthéss conditions, which resulted in lower histdrioas ratios and lower net charge-offs
for ASB, and other factors discussed above, ASBraEd a reversal of allowance for loan losses ah#ison ($5 million, net of tax) in 2004.
This compares with a provision for loan lossesf8llion ($2 million, net of tax) in 2003.

Noninterest income for 2004 decreased by $1 millar.3%, when compared to 2003 due to $4 milibgains on sale of securities in
2003, partially offset by higher fee income in 2004

Noninterest expense for 2004 increased by $3 mijllaw 1.8%, over 2003, primarily due to SOX commptia costs.
» During 2005, 2004 and 2003, A’s allowance for loan losses decreased by $3 mila6 million and $1 million, respectivel

ASB’s nonaccrual and renegotiated loans represéh¥d, 0.4% and 0.4% of total loans outstandingfd3ecember 31, 2005, 2004 and
2003, respectively. See Note 4 of the “Notes totidated Financial Statements.”

FHLB of Seattle business and capital plan

In December 2004, the FHLB of Seattle signed apemgent with its regulator, the Federal Housing k@eaBoard (Finance Board), to
adopt a business and capital plan to strengtheisitsnanagement, capital structure and governdno&pril 2005, the FHLB of Seattle
delivered a proposed three-year business planapithtmanagement plan to the Finance Board, auedsa press release stating that it
anticipates minimal to no dividends in the next fgzars while it implements its new business madeldividends were received by ASB from
the FHLB of Seattle during the fourth quarter 002@nd the last three quarters of 2005. Subjetttedmpact of legislation being considerec
Congress (discussed below under “Legislation agdlation”), member access to the FHLB of Seatthedfog and liquidity is expected to
continue unimpeded during implementation of thedhyear plan.
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Legislation and regulatior

Congress is considering legislation to revamp dgbt®f governmer-sponsored enterprises (GSEs). This legislation dvabblish the
Office of Federal Housing Enterprise Oversight (lagpr of Fannie Mae and Freddie Mac) and the Fddéousing Finance Board (regulato
the FHLB), create a new regulatory agency to ovef38ESs, and invest in this new agency the authaityong other things, to place limitati
on “non-mission” assets, to establish prudent mamemt and operation standards for GSEs concernattgra such as the management of
asset and investment portfolio growth, to impos®fimpt-corrective action” measures on a GSE in tleneof under-capitalization, and to
exercise oversight enforcement powers. By possdsiricting GSE asset growth, if enacted, thisdiagjion could potentially limit the
availability of advances from the FHLB of SeattheASB and sale of loans to Fannie Mae. ASB belighes/ever, that if this legislation is
adopted and implemented in these ways, its resilltaot be materially adversely affected becau&Bas access to other funding sources
and secondary markets to sell its loans.

ASB is subject to extensive regulation, principddiythe Office of Thrift Supervision (OTS) and thederal Deposit Insurance
Corporation (FDIC). Depending on its level of regjoly capital and other considerations, these atiguis could restrict the ability of ASB to
compete with other institutions and to pay dividetalits shareholders. See the discussions beloerithiquidity and capital resources” and
“Certain factors that may affect future results &éindncial condition—Bank.”

Liquidity and capital resources

% %

December 31 2005 change 2004 change
(dollars in millions)

Assets $6,83¢ 1 $6,767 4
Available-for-sale investment and mortg«related securitie 2,62¢ (11) 2,95: 9
Investment in stock of Federal Home Loan Bank cftte 98 — 97 3
Loans receivable, ni 3,567 1C 3,24¢ 4
Deposit liabilities 4,557 6 4,29¢ 7
Securities sold under agreements to repurc 687 (15) 811 2
Advances from FHLE 93¢ 5) 98¢ 3

As of December 31, 2005, ASB was the third largesincial institution in Hawaii based on asset$61 billion and deposits of
$4.6 billion.

ASB'’s principal sources of liquidity are customepdsits, borrowings, the maturity and repaymentasffolio loans and securities and
the sale of loans into secondary market chann&®&’é&\deposits increased by $261 million during 2085B’s principal sources of borrowings
are advances from the FHLB and securities sold uagleeements to repurchase from broker/dealersf Becember 31, 2005, FHLB
borrowings totaled approximately $0.9 billion, repenting 14% of assets. ASB is approved to borrom the FHLB up to 35% of ASB’s
assets to the extent it provides qualifying coti@tand holds sufficient FHLB stock. As of DecemBér 2005, ASB’s unused FHLB borrowing
capacity was approximately $1.5 billion. As of Dexteer 31, 2005, securities sold under agreememeptarchase totaled $0.7 billion,
representing 10% of assets. ASB utilizes depasitgances from the FHLB and securities sold undexeagents to repurchase to fund matu
and withdrawable deposits, repay maturing borrowirfignd existing and future loans and make investme\s of December 31, 2005, ASB
had commitments to borrowers for undisbursed logud$, loan commitments and unused lines and leifensedit of $1.1 billion. Management
believes ASB’s current sources of funds will enabte meet these commitments and obligations wiééntaining liquidity at satisfactory
levels.

As of December 31, 2005, ASB had $2.4 million @frle on nonaccrual status, or 0.1% of net loangandsg, compared to $6.4 millic
or 0.2%, as of December 31, 2004. As of Decembge@05 and 2004, ASB'’s real estate acquired ihese#nt of loans was $0.2 million and
$0.9 million, respectively.

In 2005, net cash of $40 million was used in invegactivities primarily due to net increases iars held for investment, partly offset by
repayments and sales of mortgage-related secunii¢®f purchases. Financing activities providetiaash of $44 million due to net increases
in deposits, partly offset by net decreases in ades from the FHLB and securities sold under ageee¢snto repurchase and the payment of
common stock dividends. Operating activities predi¢ash of $42 million.
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ASB believes that a satisfactory regulatory cagitaition provides a basis for public confidendégras protection to depositors, helps
ensure continued access to capital markets ondbaleterms and provides a foundation for growthlG-E2gulations restrict the ability of
financial institutions that are not well-capitalize®d compete on the same terms as well-capitalizgdutions, such as by offering interest rates
on deposits that are significantly higher thanrtites offered by competing institutions. As of Dmaber 31, 2005, ASB was well-capitalized
(see “Regulation of ASB” for ASB’s capital ratios).

Off-balance sheet arrangements

Although the Company has ¢balance sheet arrangements, management has detdriat it has no c-balance sheet arrangements
either have, or are reasonably likely to have,raec or future effect on the registrant’s finamhciandition, changes in financial condition,
revenues or expenses, results of operations, liguichpital expenditures or capital resources ithataterial to investors, including the
following types of off-balance sheet arrangements:

(1) obligations under guarantee contra

(2) retained or contingent interests in assets traresfdo an unconsolidated entity or similar arrangets that serves as credit, liquic
or market risk support to that entity for such &

(3) obligations under derivative instruments,

(4) obligations under a material variable intetesdtl by the registrant in an unconsolidated etitiit provides financing, liquidity,
market risk or credit risk support to the registram engages in leasing, hedging or research emelapment services with the
registrant,

Certain factors that may affect future results andfinancial condition

The Company’s results of operations and finanaaldition can be affected by numerous factors, madnyhich are beyond its control
and could cause future results of operations fierdihaterially from historical results. The follavg is a discussion of certain of these factors.
See also “Forward-Looking Statements” above arehflLA. Risk Factors.”

Consolidated

Economic conditions. Because its core businesses are providing ldeetrie utility and banking services, F's operating results a
significantly influenced by the strength of Hawsiéconomy, which in turn is influenced by econonunditions in the mainland U.S.
(particularly California) and Asia (particularlygln) as a result of the impact of those conditmmgourism. See “Economic conditionaiove

Competition . The electric utility and banking industries acenpetitive and the Company’s success in meetingoetition will continue to
have a direct impact on the Company’s financiafqrerance.

Electric utility . Although competition in the generation sectoHewaii has been moderated by the scarcity of géineraites, various
permitting processes and lack of interconnectiormther electric utilities, HECO and its subsicéarface competition from IPPs and customer
self-generation, with or without cogeneration.

In 1996, the PUC issued an order instituting a @eding to identify and examine the issues surroundiectric competition and to
determine the impact of competition on the eleattikity infrastructure in Hawaii. In October 200Be PUC closed the competition proceeding
and opened investigative proceedings on two spaessues (competitive bidding and DG) to move talhaamore competitive electric industry
environment under cost-based regulation.

Competitive bidding proceedind he stated purpose of the competitive bidding pedoey is to evaluate competitive bidding as a meisna
for acquiring or building new generating capacityHawaii.

The current parties/participants in the competibidding proceeding include the Consumer AdvoddeCO, HELCO, MECO, Kauai
Island Utility Cooperative and a renewable enenggaaization. The issues to be addressed in theepdiieg include the benefits and impacts of
competitive bidding, whether a competitive biddsygtem should be developed for acquiring or bugdiew generation, and revisions that
should be made to integrated resource planninisifdetermined that a competitive bidding systmuld be developed, issues include how a
fair system can be developed that “ensures thapetitive benefits result from the system and ratepmare not
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placed at undue risk”, what the guidelines and ireguents for prospective bidders should be, and $uweh a system can encourage broad
participation. The PUC stated it would consideatedl matters on a case-by-case basis pending cionpdé the competitive bidding and DG
proceedings. Statements of position by, informatexuests to, and responses by the parties/panticipvere filed in March through

August 2005. The PUC held panel hearings in Dece@®@5. The parties will engage in working sessimngdiscuss a competitive bidding
framework and file a joint submission by March 3006 identifying areas of agreement and disagreefoethe PUC'’s review and
consideration. After the filing of briefs, oral aments are expected to be presented to the PU@yn2d06. Management cannot predict the
ultimate outcome of this proceeding or its effetttioe ability of the electric utilities to acquioe build additional generating capacity in the
future.

Distributed generation proceedir. The electric utilities have been expanding tis& and consideration of DG resources to meetrtbeyg
needs of the utility systems. Utility-sited DG Hmesen deployed to provide peaking capacity and ferdiee need for transmission system
infrastructure. The utilities have also been purguhe possibility of offering utility-owned, custer-sited combined heat and power (CHP)
systems to large customers to produce electricitiythermal energy, which is generally used in Hawealheat water and, through an absorption
chiller, drive an air conditioning system. The éliecenergy generated by these systems is usumilgr in output than the customer’s load,
which results in the customer’s continued connectiothe utility grid to make up the differenceeiectricity demand and to provide back up
electricity. Incremental generation from such costo-sited CHP systems and other forms of DG isigee to complement traditional central
station power, as part of the electric utilitietnms to meet their forecasted load growth.

In October 2003, the PUC opened the DG proceedimigtermine the potential benefits and impact ofdGHawaii’s electric
distribution systems and markets and to develojigsland a framework for DG projects deployed awdii.

In April 2004, the PUC issued an order in the D@cgeding defining issues related to planning (&g should own and operate
projects and the roles of the electric utilitiesl&UC), impacts (e.g., on the transmission andibligton systems, power quality and reliability,
the use of fossil fuels and utility costs) and ieméntation (e.g., issues concerning matters tobsidered to allow a DG facility’s
interconnection with the utility’s grid, appropratate design and cost allocation issues, andioagishat should be made to PUC and utility
rules and practices). Hearings were held in Dece@d@4.

Prior to opening of the investigative DG proceedlithg electric utilities filed an application fop@roval of CHP tariffs, under which they
would own, operate and maintain customer-sitedkgged CHP systems (and certain ancillary equipnmmguant to standard form contracts
with eligible commercial customers. This CHP taaiffplication and a HELCO application for approvisho agreement with a customer for a
utility CHP project were suspended by the PUC patila minimum, the matters in the DG proceedingeveelequately addressed.

On January 27, 2006, the PUC issued its D&O imeproceeding. In the D&O the PUC indicated thatpiblicy is to promote the
development of a market structure that assuress®ailable at the lowest feasible cost, DG thatmnomical and reliable has an opportunity
to come to fruition and DG that is not cost-effeettdoes not enter the system.

With regard to DG ownership, the D&O affirmed th@lity of the electric utilities to procure and opée DG for utility purposes at utility
sites. The PUC also indicated its desire to prortteadevelopment of a competitive market for custoesited DG. In weighing the general
advantages and disadvantages of allowing a utdifgrovide DG services on a customer’s site, th€Rdind that the “disadvantages outweigh
the advantages.” However, the PUC also found treautility “is the most informed potential providefr DG” and it would not be in the public
interest to exclude the HECO Utilities from providiDG services at this early stage of DG markettigment.

Therefore, the D&O allows the utility to provide Dsgrvices on a customer-owned site as a regulateits when (1) the DG resolves a
legitimate system need; (2) the DG is the least albsrnative to meet that need; and (3) it castlmmwvn that, in an open and competitive pro
acceptable to the PUC, the customer operator walsleito find another entity ready and able to syipe proposed DG service at a price and
quality comparable to the utility’s offering.

The D&O also requires the electric utilities toadsish reliability and safety requirements for D&stablish a non-discriminatory DG
interconnection policy, develop a standardizedrawtenection agreement to streamline the DG apjiicatview process, establish standby
rates based on unbundled costs associated witldprgweach
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service (i.e., generation, distribution, transnuesand ancillary services), and establish detaiféitlate requirements should the utility choose
to sell DG through an affiliate.

On March 1, 2006, the electric utilities filed a tbm for Clarification and/or Partial Reconsideoatirequesting that the PUC clarify how
the three conditions under which electric utiliteee allowed to provide regulated DG services atamer-owned sites will be administered, in
order to better determine the impacts the conditimay have on the electric utilities’ DG plans.

Bank. The banking industry in Hawaii is highly compietit ASB is the third largest financial institutiomHawaii, based on assets, and is in
direct competition for deposits and loans, not amith the two larger institutions, but also with alher institutions that are heavily promoting
their services in certain niche areas, such asgirayfinancial services to small- and medium-sibedinesses, and national organizations
offering financial services. ASB’s main competitarg banks, savings associations, credit unionggage brokers, finance companies and
securities brokerage firms. These competitors @feariety of lending, deposit and investment potsitio retail and business customers.

The primary factors in competing for deposits ateriest rates, the quality and range of servickseil, marketing, convenience of
locations, hours of operation and perceptions efitistitution’s financial soundness and safetynieet competition, ASB offers a variety of
savings and checking accounts at competitive ra@sjenient business hours, convenient branchitotwatvith interbranch deposit and
withdrawal privileges at each branch and converaemdmated teller machines. ASB also conducts &direy and promotional campaigns.

The primary factors in competing for first mortgaayed other loans are interest rates, loan origindges and the quality and range of
lending and other services offered. ASB believes iths able to compete for such loans primatilsotigh the competitive interest rates and
loan fees it charges, the type of mortgage loagnaros it offers and the efficiency and quality loé services it provides to individual borrow
and the business community.

ASB has been expanding its traditional consumeuddo be a full-service community bank and has loiegrsifying its loan portfolio
from single-family home mortgages to higher-yietglishorterduration consumer, commercial and commercial rstalte loans. The originati
of consumer, commercial and commercial real estates involves risks and other considerations mifiefrom those associated with
originating residential real estate loans. For gXanthe sources and level of competition may [fferdint and credit risk is generally higher
than for mortgage loans. These different risk fexctye considered in the underwriting and pricit@gndards and in the allowance for loan lo
established by ASB for its consumer, commercial @mmercial real estate loans.

In recent years, there has been significant badktaiift merger activity affecting Hawaii, includirthe merger in 2004 of the holding
companies for the state’s 4th and 5th largest Girsinstitutions (based on assets). Managementatgsredict the impact, if any, of these
mergers on the Company’s future competitive pasjtresults of operations or financial condition.

U.S. capital markets and interest rate environment Changes in the U.S. capital markets can havéfisignt effects on the Company. For
example:

» Volatility in U.S. capital markets can affect trarfvalues of assets available to satisfy retirerbenefits obligations. The Company
estimates that consolidated retirement benefitersg, net of amounts capitalized and income taxéiye $17.8 million in 2006 as
compared to $11.3 million in 2005, partly as a hestithe impact of lower interest rates on thecdimt rate used to determine
retirement benefit liabilities

« Volatility in U.S. capital markets may negativeitgpact the fair values of investment and mortgasdated securities held by ASB.
of December 31, 2005, the fair value and carryialg® of the investment and mortgage-related séesitield by ASB were
$2.6 billion.

Interest rate risk is a significant risk of ASB'garations. ASB actively manages this risk, inclgdimanaging the relationship of its
interest-sensitive assets to its interest-senditdities. Federal government monetary policesl low interest rates have resulted in high
mortgage refinancing volume in 2003 and 2004 a$ agedccelerated prepayments of loans and seaurltiee Federal Reserve began
increasing rates in 2004, while longer-term interates have not increased significantly, causifigteening of the yield curve. This type of
interest rate environment typically puts downwarelsgsure on ASB’s net interest margin. As of Decem3lie 2005, the Company had no
floating-rate long-term debt outstanding. As of Braber 31, 2005, consolidated HEI had $142 millibonanmercial paper outstanding with a
weighted-average interest rate of 4.47% and masinianging from 13 to 21 days. See “Quantitativé Qualitative Disclosures about Market
Risk.”
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Technological developments New technological developments (e.g., the comiakdevelopment of fuel cells or distributed gertieraor
significant advances in internet banking) may impghe Company’s future competitive position, reswit operations and financial condition.

Limited insurance . In the ordinary course of business, the Compamghases insurance coverages (e.g., property aititli coverages) to
protect itself against loss of or damage to itpprties and against claims made by third-partielsesmployees for property damage or personal
injuries. However, the protection provided by sucdurance is limited in significant respects amdséme instances, the Company has no
coverage. For electric utility examples, see “Lediinsurance” in Note 3 of the “Notes to ConsokdifEinancial Statements.” ASB also has no
insurance coverage for business interruption neditcard fraud. Certain of the Company’s insurdmae substantial “deductiblest has limit:

on the maximum amounts that may be recovered. énsaiso have exclusions or limitations of coverfagelaims related to certain perils
including, but not limited to, mold and terroristha series of losses occurred, such as from asefilawsuits in the ordinary course of
business each of which were subject to the dededimount, or if the maximum limit of the availalihsurance were substantially exceeded,
the Company could incur losses in amounts that &vbale a material adverse effect on its resultgpefations and financial condition.

Environmental matters . HEI and its subsidiaries are subject to enviromi@daws and regulations that regulate the opmmaif existing
facilities, the construction and operation of newilities and the proper cleanup and disposal @atdous waste and toxic substances. These
laws and regulations, among other things, reqhiaé ¢ertain environmental permits be obtained @sndition to constructing or operating
certain facilities. Obtaining such permits can #rsignificant expense and cause substantial coastm delays. Also, these laws and
regulations may be amended from time to time, idicig amendments that increase the burden and exjpér®mpliance. Management
believes that the recovery through rates of mbsptiall, of any costs incurred by HECO and itbsidiaries in complying with environmental
requirements would be allowed by the PUC.

The HECO, HELCO and MECO generating stations opasatier air pollution control permits issued by Bf@H and, in a limited
number of cases, by the EPA. The 2004 legislatass¢d legislation that clarifies that the accepdiggncy or authority for an environmental
impact statement is not required to be the appmpagency for the permit or approval and also rexpuém environmental assessment for
proposed waste-to-energy facilities, landfills, reflineries, power-generating facilities greatemtt® MW and wastewater facilities, except
individual wastewater systems. This legislationldaesult in an increase in project costs.

The entire electric utility industry has been aféetby the 1990 amendments to the Clean Air ActA;Ahanges to the National
Ambient Air Quality Standard (NAAQS) for ozone, aadoption of a NAAQS for fine particulate matteurther significant impacts may occur
if currently proposed legislation, rules and staddaare adopted.

For discussions of the ongoing Honolulu Harbor esrwinental investigation, the July 1999 RegionaléRrle amendments and section
316(b) of the federal Clean Water Act, see “Envin@mtal regulation” in Note 3 of the “Notes to Colidated Financial Statementshere cal
be no assurance that a significant environmerghllify will not be incurred by the electric utibis.

Prior to extending a loan secured by real prop&8B conducts due diligence to assess whethertahegroperty may present
environmental risks and potential cleanup liabilltythe event of default and foreclosure of a |o&8B may become the owner of the
mortgaged property. For that reason, ASB seeksdmdending upon the security of, or acquiringotingh foreclosure, any property with
significant potential environmental risks; howewbere can be no assurance that ASB will succdgsfubid all such environmental risks.

Electric utility

Regulation of electric utility rates. The rates the electric utilities are allowed harge for their services, and the timeliness ofiied rate
increases, are among the most important itemsanéing their financial condition, results of opé&as and liquidity. The PUC has broad
discretion over the rates the electric utilitieaige and other matters. Any adverse decision biPthe concerning the level or method of
determining electric utility rates, the authorizeturns on equity or rate base found to be readenti® potential consequences of exceeding ol
not meeting such returns, or any prolonged delagrilering a decision in a rate or other proceedingd have a material adverse
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affect on the Company’s and HECO'’s consolidatedlte®f operations, financial condition and liquydiUpon a showing of probable
entitlement, the PUC is required to issue an imddi&O in a rate case within 10 months from the ddtéling a completed application if the
evidentiary hearing is completed (subject to extemfor 30 days if the evidentiary hearing is notrpleted). There is no time limit for
rendering a final D&O. Interim rate increases angjsct to refund with interest, pending the finatame of the case. Through December 31,
2005, HECO and its subsidiaries had recognized$i8®n of revenues with respect to interim ordezgarding certain integrated resource
planning costs and an Oahu general rate incredsehwevenues are subject to refund, with intei€sand to the extent they exceed the
amounts allowed in final orders. The Consumer Advehas objected to the recovery of $3.2 millioef@be interest) of the $11.8 million of
incremental IRP costs incurred by the utilitiesidgrthe 1995-2004 period, and the PY@kecision is pending on this matter. In additid&CC
and MECO incurred approximately $1.0 million of iemental integrated resource planning costs fob2fa® which the Consumer Advocate
has not yet stated its position. See “Most recat® requests—HECQO” above for a discussion of taistof the current HECO rate case.

Management cannot predict with certainty when thal D&O in the current HECO rate case or when D&®#&uture rate cases will be
rendered or the amount of any interim or final iateease that may be granted. Further, the intrgdsvels of O&M expenses (including
increased retirement benefit costs), increasedalapipenditures, or other factors could resuthmelectric utilities seeking rate relief more
often than in the past.

The rate schedules of each of the electric utiliieclude energy cost adjustment clauses underwéiectric rates are adjusted for
changes in the weighted-average price paid fordileind certain components of purchased power tlaadelative amounts of company-
generated power and purchased power. In 2004 P0i€iaies approving the electric utilities’ fuel suppontracts, the PUC affirmed the
electric utilities’ right to include in their resgtive energy cost adjustment clauses the statdd rwsirred pursuant to their respective new fuel
supply contracts, to the extent that these costaatrincluded in their respective base rates rasihted its intention to examine the need for
continued use of energy cost adjustment clausegténcases. While there was no opposition to tindirgation of the clause by the parties in
the pending HECO rate case, there can be no assucancerning actions the PUC may take in its fimder in the pending HECO rate case or
otherwise in the future with respect to these aaun addition, the State Legislature is curreotlgsidering legislation which would direct the
PUC to review and consider alternatives to theenirenergy cost adjustment clause and, at this ttrieenot possible to predict the outcome of
those deliberations. Until such time, the eleattitties will continue to recover their fuel coatt costs through their respective energy cost
adjustment clauses to the extent the costs areenovered in their base rates.

Fuel oil and purchased power. The electric utilities rely on fuel oil supplieasd IPPs to deliver fuel oil and power, respedyivBee “Fuel
contracts” and “Power purchase agreements (PPAgYbie 3 of the “Notes to Consolidated Financiat&nents.” The Company estimates
that 79.5% of the net energy generated and purdiaselECO and its subsidiaries in 2006 will be gated from the burning of oil. Purchas
KWHs provided approximately 39.1% of the total aeergy generated and purchased in 2005 compa81286 in 2004 and 39.2% in 2003.

Failure or delay by the electric utilities’ oil splers and shippers to provide fuel pursuant teting supply contracts, or failure by a
major independent power producer to deliver tha fiapacity anticipated in its power purchase agese¢ntould interrupt the ability of the
electric utilities to deliver electricity, therelyaterially adversely affecting the Company’s resoftoperations and financial condition. HECO
generally maintains an average system fuel invgrewel equivalent to 35 days of forward consumptidELCO and MECO generally
maintain an inventory level equivalent to one mé&n#upply of both medium sulfur fuel oil and diegl. The electric utilities’ major sources
of oil, through their suppliers, are in China, Wiein and the Far East. Some, but not all, of thetrédeautilities’ power purchase agreements
require that the IPPs maintain minimum fuel inveptevels and all of the firm capacity power purshagreements include provisions
imposing substantial penalties for failure to proglthe firm capacity anticipated by those agreement
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Other operation and maintenance expensedOther operation and maintenance expenses indt®86e7% and 11% for 2005, 2004 and 2003,
respectively, when compared to the prior year. Tieisd of increased operation and maintenance eegdn expected to continue in 2006 as
the electric utilities anticipate: (1) higher derdeside management expenses (that are passed osttoners through a surcharge and therefore
do not impact net income) and integrated resoula@nng expenses, (2) higher employee benefitsresgse primarily for retirement benefits
and (3) higher production expenses, primarily t@thtegher demand levels and load growth set in 20@#sustained in 2005. The timing and
amount of these expenses can vary as circumstahaege. For example, recent overhauls have beea expensive than in the past due to
larger scope of work necessary to maintain thegaggquipment, which has experienced heavier usageraand has increased to current le\
Until an overhaul is fully underway, it is possiltkat the maintenance costs for a generating umt loe significantly higher than originally
planned. Increased operation and maintenance eepe@rere among the reasons HECO filed a requesthétPUC in November 2004 to
increase base rates. In September 2005, HECO egtgiterim rate relief (see “Most recent rate rexfsi®.

Other regulatory and permitting contingencies. Many public utility projects require PUC approwald various permits (e.g., environmental
and land use permits) from other agencies. Delapbiaining PUC approval or permits can resulhgréased costs. If a project does not
proceed or if the PUC disallows costs of the prpjie project costs may need to be written ofirimounts that could have a material adverse
effect on the Company. Two major capital improvemaitity projects, the Keahole project and the Haahu Transmission Project, have
encountered opposition and have been seriouslyeldi@lthough CT-4 and CT-5 at Keahole are nowaipey). See Note 3 of the “Notes to
Consolidated Financial Statements.”

Bank

Regulation of ASB. ASB is subject to examination and comprehensgellation by the Department of Treasury, OTS aedHDIC, and i
subject to reserve requirements established bdlaed of Governors of the Federal Reserve Systergultion by these agencies focuses in
large measure on the adequacy of ASB'’s capitatlamdesults of periodic “safety and soundness” emations conducted by the OTS. ASB’s
insurance product sales activities, including thomeducted by ASB’s insurance agency subsidiarsh® Insurance Agency of Hawaii, Inc.,
are subject to regulation by the Hawaii Insuranoen@issioner.

Capital requirementsThe OTS, which is ASB'’s principal regulator, adisters two sets of capital standards—minimum r&guy capital
requirements and prompt corrective action requirgselhe FDIC also has prompt corrective actioritabpequirements. As of December 31,
2005, ASB was in compliance with OTS minimum re¢pia capital requirements and was “well-capitalizedthin the meaning of OTS
prompt corrective action regulations and FDIC api¢gulations, as follows:

* ASB met applicable minimum regulatory capital requoients (noted in parentheses) as of Decembel0B5, \Rith a tangible capiti
ratio of 7.4% (1.5%), a core capital ratio of 7.4440%) and a total ri-based capital ratio of 15.1% (8.09

» ASB met the capital requirements to be generalhsittered “well-capitalized”noted in parentheses) as of December 31, 2005a
leverage ratio of 7.4% (5.0%), a 1-1 risk-based capital ratio of 14.2% (6.0%) and a tot&-based capital ratio of 15.1% (10.0¢

The purpose of the prompt corrective action capéquirements is to establish thresholds for vargiagrees of oversight and
intervention by regulators. Declines in levels apital, depending on their severity, will resulimereasingly stringent mandatory and
discretionary regulatory consequences. Capitaldevay decline for any number of reasons, includedyctions that would result if there w
losses from operations, deterioration in collateedlies or the inability to dispose of real estatmed (such as by foreclosure). The regulators
have substantial discretion in the corrective adithey might direct and could include restrictionsdividends and other distributions that £
may make to its shareholders and the requiremabt®8B develop and implement a plan to restoredfstal. Under an agreement with
regulators entered into by HEI when it acquired ASEI could be required to contribute to ASB upmtoadditional $28 million of capital, if
necessary to maintain ASB’s capital position.
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Examinations ASB is subject to periodic “safety and soundnesgihginations and other examinations by the OTSohdacting its
examinations, the OTS utilizes the Uniform Finahbiatitutions Rating System adopted by the Federshncial Institutions Examination
Council, which system utilizes the “CAMELS?” critarfor rating financial institutions. The six comgmits in the rating system area@ital
adequacy, Asset quality, Management, Brnings, Liquidity and_Sensitivity to market risk. The OTS examines anésaach CAMELS
component. An overall CAMELS rating is also givafter taking into account all of the componentngsi. A financial institution may be
subject to formal regulatory or administrative difen or supervision such as a “memorandum of wtdeding” or a “cease and desist” order
following an examination if its CAMELS rating is hsatisfactory. An institution is prohibited fronsdlosing the OTS’s report of its safety and
soundness examination or the component and oV@fMELS rating to any person or organization notaéfily connected with the institution
as an officer, director, employee, attorney, ortmudexcept as provided by regulation. The OT® aégjularly examines ASB’s information
technology practices, and its performance as rkat¢he Community Reinvestment Act measuremete réai

The Federal Deposit Insurance Act, as amendedessiels the safety and soundness of the deposidintgusystem, supervision of
depository institutions and improvement of accaupstandards. Pursuant to this Act, federal banagencies have promulgated regulations
that affect the operations of ASB and its holdinghpanies (e.g., standards for safety and soundreedsgstate lending, accounting and
reporting, transactions with affiliates and loamsnisiders). FDIC regulations restrict the abilifyfinancial institutions that fail to meet relevan
capital measures to engage in certain activitiesh as offering interest rates on deposits thasigraficantly higher than the rates offered by
competing institutions and offering “pass-througiSurance coverage (i.e., insurance coverage #sses through to each owner/beneficiar
the applicable deposit) for the deposits of mogplegree benefit plans (i.e., $100,000 per individuaticipant, not $100,000 per plan). As of
December 31, 2005, ASB was “well-capitalized” ahdst not subject to these restrictions.

Qualified Thrift Lender statusASB is a “qualified thrift lender” (QTL) undersifederal thrift charter and, in order to maintdiis status, ASB

is required to maintain at least 65% of its assetgualified thrift investments,” which include heing-related loans (including mortgage-
related securities) as well as certain small bissih@ans, education loans, loans made throught@@di accounts and a basket (not exceeding
20% of total assets) of other consumer loans anekr @tssets. Savings associations that fail to miai@TL status are subject to various
penalties, including limitations on their activgidn ASB’s case, the activities of HEI, HEIDI aHE&!I’ s other subsidiaries would also be sut

to restrictions, and a failure or inability to colpvith those restrictions could effectively resintthe required divestiture of ASB. As of
December 31, 2005, approximately 87% of its asgete qualified thrift investments.

Federal Thrift CharterThe Gramm-Leach-Bliley Act of 1998 (the Gramm Amérmitted banks, insurance companies and investfitms to
compete directly against each other, thereby afigWwone-stop shopping” for an array of financiahsees. Although the Gramm Act further
restricted the creation of so-called “unitary sggimnd loan holding companies” (i.e., companies stiscHEI whose subsidiaries include one or
more savings associations and one or more nonfi@asubsidiaries), the unitary savings and loardimgl company relationship among HEI,
HEIDI and ASB is “grandfathered” under the Gramnt Aa that HEI and its subsidiaries will be abledmtinue to engage in their current
activities so long as ASB maintains its QTL statusder the Gramm Act, any proposed sale of ASB ddalve to satisfy applicable statutory
and regulatory requirements and potential acqua£sSB would most likely be limited to companiést are already qualified as, or capable
of qualifying as, either a traditional savings doan association holding company or a bank holdmgpany, or as one of the newly authori
financial holding companies permitted under then@reAct.

Material estimates and critical accounting policies

In preparing financial statements, managementjgired to make estimates and assumptions thattdffeceported amounts of assets
and liabilities, the disclosure of contingent assetd liabilities and the reported amounts of reesrand expenses. Actual results could differ
significantly from those estimates.

Material estimates that are particularly susceptiblsignificant change include the amounts repdide investment securities; property,
plant and equipment; pension and other postretinéimenefit obligations; contingencies and litigatimcome taxes; regulatory assets and
liabilities; electric utility revenues; variabletarest
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entities (VIES); and allowance for loan losses. Bggment considers an accounting estimate to beialatét requires assumptions to be mi
that were uncertain at the time the estimate wadenaad changes in the assumptions selected couddahmaterial impact on the estimate and
on the Company’s results of operations or finanoidition. For example, in 2004, a significantrmip@in estimated income taxes occurred as
a result of a Tax Appeal Court decision (see “AERBesfranchise tax dispute and settlement” in N@ef the “Notes to Consolidated Financial
Statements”).

In accordance with SEC Release No. 33-8040, “CaatpAdvice Regarding Disclosure About Critical Acating Policies,”
management has identified the following accounfinticies it believes to be the most critical to @@mpany’s financial statements—that is,
management believes that the policies below are thet most important to the portrayal of the Conymafinancial condition and results of
operations, and currently require management’s whiffgtult, subjective or complex judgments. Managt has reviewed the material
estimates and critical accounting policies with itel Audit Committee.

For additional discussion of the Company’s accaunfiolicies, see Note 1 of the “Notes to ConsoéiddEinancial Statements.”

Consolidated

Investment securities. Debt securities that the Company intends to @wdtihe ability to hold to maturity are classifiexlreel-to-maturity
securities and reported at amortized cost. Marketadpuity securities and debt securities that ateght and held principally for the purpose of
selling them in the near term are classified aditigasecurities and reported at fair value, witheatized gains and losses included in earnings.
Marketable equity securities and debt securitigsclassified as either held-to-maturity or tradsegurities are classified as available-for-sale
securities and reported at fair value, with unesaligains and temporary losses excluded from egsrind reported in AOCI.

For securities that are not trading securitieslides in value determined to be other than temyaoaiee included in earnings and result
new cost basis for the investment. The specifintifieation method is used in determining realigains and losses on the sales of securities.

ASB owns one investment security (a federal agedigation), private-issue mortgage-related se@mgiand mortgage-related securities
issued by the Federal Home Loan Mortgage CorpordiblLMC), Government National Mortgage Associati@NMA) and Federal Nation:
Mortgage Association (FNMA), all of which are cldies] as available-for-sale. ASB obtains marketesifor investment and mortgage-related
securities from a third party financial serviceepder. The prices of these securities may be émfted by factors such as market liquidity,
corporate credit considerations of the underlyiolipteral, the levels of interest rates, expectetiof prepayments and defaults, limited inve
base, market sector concerns, and overall markehpkgy. Adverse changes in any of these fact@g rasult in additional losses. As of
December 31, 2005, ASB had mortgage-related seuiitsued by FHLMC, GNMA and FNMA valued at $2itidn and private-issue
mortgage-related securities valued at $0.4 billion.

Property, plant and equipment. Property, plant and equipment are reported &t 8edf-constructed electric utility plant includesgineering,
supervision, and administrative and general casts,an allowance for the cost of funds used duthiegconstruction period. These costs are
recorded in construction in progress and are teairexd to property, plant and equipment when coositiu is completed and the facilities are
either placed in service or become useful for gublility purposes. Upon the retirement or salelettric utility plant, no gain or loss is
recognized. The cost of the plant retired is chéutgeaccumulated depreciation. Amounts collectecthfcustomers for cost of removal
(expected to exceed salvage value in the futuee)ramtuded in regulatory liabilities.

HECO and its subsidiaries evaluate the impact pfyéipg Emerging Issues Task Force (EITF) Issue Me8, “Determining Whether an
Arrangement Contains a Lease,” to their new PPR#, Bmendments and other arrangements they entetAingossible outcome of the
evaluation is that an arrangement falls withingbepe of EITF 01-8 and results in its classificatis a capital lease, which could have a
material effect on HECO's consolidated balance slaeea significant amount of capital assets aagdebligations would need to be recorded.

Management believes that the PUC will allow recgwerproperty, plant and equipment in its electetes. If the PUC does not allow
recovery of any such costs, the electric utilitywebbe required to write off the disallowed
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costs at that time. See the discussion in NotetBeofNotes to Consolidated Financial Statementsicerning costs recorded for CT-4 and CT-
5 at Keahole and the East Oahu Transmission Project

Pension and other postretirement benefits obligatiws. Pension and other postretirement benefits (collelstj retirement benefits) costs are
material estimates accounted for in accordance SRAS No. 87, “Employers’ Accounting for Pensiomasit SFAS No. 106, “Employers’
Accounting for Postretirement Benefits Other Tham$tons.” For a discussion of retirement beneiiitsliding costs, major assumptions, plan
assets, other factors affecting costs, AOCI chaagelssensitivity analyses), see “Retirement bengfiension and other postretirement
benefits)” in “Consolidated—Results of Operatioatibve and Note 8 of the “Notes to Consolidated riiied Statements.”

Contingencies and litigation. The Company is subject to proceedings, lawsuitsaiher claims, including proceedings under lamg a
government regulations related to environmentatensitManagement assesses the likelihood of angreglyudgments in or outcomes to these
matters as well as potential ranges of probabkeksA determination of the amount of reservesiredyif any, for these contingencies is be

on a careful analysis of each individual case oceeding often with the assistance of outside cauiitie required reserves may change in the
future due to new developments in each matter angés in approach in dealing with these matterd) as a change in settlement strategy.

In general, environmental contamination treatmestsare charged to expense, unless it is prolizdiehe PUC would allow such costs
to be recovered in future rates, in which case sosls would be capitalized as regulatory assds®, &nvironmental costs are capitalized if
costs extend the life, increase the capacity, prave the safety or efficiency of property; thetsasitigate or prevent future environmental
contamination; or the costs are incurred in pregwgtie property for sale. See “Environmental reutél in Note 3 of the “Notes to
Consolidated Financial Statements” for a descniptibthe Honolulu Harbor investigation.

Income taxes. Deferred income tax assets and liabilities atabdished for the temporary differences betweerfitrancial reporting bases and
the tax bases of the Company’s assets and liaiiliti enacted tax rates expected to be in effestwhch deferred tax assets or liabilities are
realized or settled. The ultimate realization diedesd tax assets is dependent upon the genexdtioture taxable income during the periods in
which those temporary differences become deductible

Management periodically evaluates its potentialosxpes from tax positions taken that have or cbeldhallenged by taxing authorities.
These potential exposures result because taximgdties may take positions that differ from thdaken by management in the interpretation
and application of statutes, regulations and riNeenagement considers the possibility of alterreatiutcomes based upon past experience,
previous actions by taxing authorities (e.g., atitaken in other jurisdictions) and advice fromeaperts. Management believes that the
Company’s provision for tax contingencies is readd@. However, the ultimate resolution of tax tneats disputed by governmental
authorities may adversely affect the Company’sentrand deferred income tax amounts. See Note fliedNotes to Consolidated Financial
Statements.”

Electric utility

Regulatory assets and liabilities. The electric utilities are regulated by the PUtCaccordance with SFAS No. 71, “Accounting for Eifiéects

of Certain Types of Regulation,” the Company’s fio&l statements reflect assets, liabilities, rexsnand costs of HECO and its subsidiaries
based on current cost-based rate-making regulafidresactions of regulators can affect the timifigegognition of revenues, expenses, assets
and liabilities.

Regulatory liabilities represent amounts colledteth customers for costs that are expected to tugriad in the future. Regulatory assets
represent incurred costs that have been deferlibe they are probable of future recovery in costaates. As of December 31, 2005,
regulatory liabilities and regulatory assets amedrd $219 million and $111 million, respectiveRegulatory liabilities and regulatory assets
are itemized in Note 3 of the “Notes to Consolidafénancial Statements.” Management continuallessss whether the regulatory assets are
probable of future recovery by considering factrsh as changes in the applicable regulatory emviemt. Because current rates include the
recovery of regulatory assets existing as of teerl@e case and rates in effect allow the utllitieearn a reasonable rate of return, managemer
believes the regulatory assets as of
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December 31, 2005 are probable of recovery. THhisrognation assumes continuation of the currentipal and regulatory climate in Hawaii,
and is subject to change in the future.

Management believes HECO and its subsidiaries’aifmers currently satisfy the SFAS No. 71 critelavents or circumstances should
change so that those criteria are no longer sadiisthe electric utilities expect that the regulatssets would be charged to income and the
regulatory liabilities would be credited to incomerefunded to ratepayers. In the event of unfeesegulatory actions or other circumstances,
however, management believes that a material agheffsct on the Company’s results of operationsfarahcial position may result if
regulatory assets have to be charged to expenkseuwvian offsetting credit for regulatory liabilgi®r if regulatory liabilities are required to be
refunded to ratepayers.

Electric utility revenues . Electric utility revenues are based on ratesarizld by the PUC and include revenues applicabénergy
consumed in the accounting period but not yetdiliecustomers. As of December 31, 2005, revenpiekicable to energy consumed, but not
yet billed to customers, amounted to $91 milli

Revenue amounts recorded pursuant to a PUC intader are subject to refund, with interest, pendiriimal order. Also, the rate
schedules of the electric utilities include enecggt adjustment clauses under which electric mtesdjusted for changes in the weighted-
average price paid for fuel oil and certain compuas®f purchased power, and the relative amountsmipanygenerated power and purcha
power. See “Regulation of electric utility rate$ioae.

Consolidation of VIEs . In December 2003, the FASB issued revised FIN4Sa(FIN 46R), “Consolidation of Variable Interdttities,”

which addresses how a business enterprise shoaldate whether it has a controlling financial ietrin an entity through means other than
voting rights and accordingly should consolidate ¢tity. The Company evaluates the impact of apgl#IN 46R to its relationships with
IPPs with whom the electric utilities execute neawpr purchase agreements or execute amendmentistifig@ power purchase agreements. A
possible outcome of the analysis is that HECOtéosubsidiaries, as applicable) may be found tat teedefinition of a primary beneficiary of
a VIE (the IPP) which finding may result in the sofidation of the IPP in HEC®’consolidated financial statements. The consdtidadf |IPP<
could have a material effect on HECO's consoliddieaincial statements, including the recognitioracignificant amount of assets and
liabilities, and, if such a consolidated IPP wepemting at a loss and had insufficient equity,gbtential recognition of such losses. The
electric utilities do not know how the consolidatiof IPPs would be treated for regulatory or cregliings purposes. See “General—
Consolidation—Consolidation of VIES” in Note 1 dfet “Notes to Consolidated Financial Statements.”

Bank

Allowance for loan losse:. See Note 1 of the “Notes to Consolidated Findrgtatements.” As of December 31, 2005, ASB’s a#aae for

loan losses was $30.6 million and ASB had $2.4iomilbf loans on nonaccrual status. In 2005, ASBigrsal of allowance for loan losses was
$3.1 million. Although management believes thevadlnce for loan losses is adequate, the actuallésaes, provision for loan losses and
allowance for loan losses may be materially diffiéi€conditions change (e.g., if there is a sigmifit change in the Hawaii economy), and
material increases in those amounts could haveterimleadverse affect on the Company’s resultspafrations and financial position.
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HECO:
Managemen'’s Discussion and Analysis of Financial Condition ahResults of Operations

HECO incorporates by reference all of the foregdilgctric utility” sections and all informationleged to HECO and its subsidiaries in
HEI's MD&A, except for HEI's Selected contractudligations and commitments table.

Selected contractual obligations and commitments

The following table presents HECO and subsidiagiggregated information as of December 31, 2005tabtal payments due during the
indicated periods under the specified contractbégations and commercial commitments:

December 31, 2005 Payment due by period

1 year

; M

orless 53 45 than
(in millions) years years 5 years Total
Long-term debt, ne $— $ — $ — $ 766 $ 76€
Operating lease 4 6 4 14 28
Fuel oil purchase obligations (estimate based onaly 1, 2006 fuel oil price: 54z 1,082 1,08: 2,167 4,87¢
Purchase power obligatic— minimum fixed capacity chargt 11¢ 24C 23€ 1,27¢ 1,87:
Total (estimated $664 $1,33C $1,32¢ $4,22¢ $7,54:

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARK  ET RISK
HEL:

The Company manages various market risks in thiaany course of business, including credit risk &qdidity risk. The Compan
believes the electric utility and other segmentgasures to these two risks are not material &ecember 31, 2005.

Credit risk for ASB is the risk that borrowers ssiiers of securities will not be able to repayrthbligations to the bank. Credit risk
associated with the lending portfolios is contrdlterough ASB’s underwriting standards, loan ratiigommercial and commercial real estate
loans, on-going monitoring by loan officers, cregitiew and quality control functions in these lengdareas and adequate allowance for loan
losses. Credit risk associated with the secuni@$olio is mitigated by ASB’s asset/liability magement process, experienced staff working
with analytical tools, monthly fair value analysisd on-going monitoring and reporting such as itnaest watch reports and loss sensitivity
analysis. See “Allowance for loan losses” above.

Liquidity risk for ASB is the risk that the bank Nuiot meet its obligations when they become dueuidity risk is mitigated by ASB’s
asset/liability management process, on-going aicalyanalysis, monitoring and reporting informateuch as weekly cash-flow analyses and
maintenance of liquidity contingency plans.

The Company is exposed to some commodity pricemigkarily related to its fuel supply and IPP cawts. The Company’s commodity
price risk is substantially mitigated so long as #ectric utilities have their current energy cdjustment clauses in their rate schedules. See
discussion of the energy cost adjustment claus&Sertain factors that may affect future resultsl inancial condition—Electric utility—
Regulation of electric utility ratesThe Company currently has no hedges against itsratity price risk. Because the Company does no¢
a large portfolio of trading assets, the Compampisexposed to significant market risk from tradactivities. However, until the Company
its shares of Hoku (a Hawaii fuel cell company tb@anpleted its initial public offering in August @), fluctuations in the market price of the
shares will impact the Company’s net income. Thenfany’s current exposure to foreign currency exgbeaate risk is not material.

The Company considers interest rate risk to benasignificant market risk as it could potentiatigve a significant effect on the
Company'’s results of operations and financial cowlj especially as it relates to ASB, but alsdt asay affect the discount rate used to
determine pension liabilities, the market valug@efision plans’ assets and the electric utilitilswsed rates of return. Interest rate risk can be
defined as the exposure of the Company’s earnmgsiterse movements in interest rates.
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Bank interest rate risk

The Compan’s success is dependent, in part, upon 's ability to manage interest rate risk. 2's interes-rate risk profile is strong|
influenced by its primary business of making fixede residential mortgage loans and taking in Ird&gposits. Large mismatches in the
amounts or timing between the maturity or repricignterest sensitive assets or liabilities coadiversely affect ASB’s earnings and the
market value of its interest-sensitive assets mfulities in the event of significant changestie fevel of interest rates. Many other factors also
affect ASB’s exposure to changes in interest ratiesh as general economic and financial conditionstomer preferences, and competition for
loans or deposits.

ASB'’s Asset/Liability Management Committee (ALC@)hose voting members are officers and employedsSH, is responsible for
managing interest rate risk and carrying out therall asset/liability management objectives and/digts of ASB as approved by the ASB
Board of Directors. ALCO establishes policies undlaich management monitors and coordinates ASBsstasand liabilities.

See Note 4 of the “Notes to Consolidated FinarSiatements” for a discussion of the use of ratk tmanmitments on loans held for sale
and forward sale contracts to manage some intexstisk associated with ASB'’s residential loale ggogram.

Management measures interest-rate risk using sfionlanalysis with an emphasis on measuring chaingest interest income (NII) and
the market value of interest-sensitive assets iabdities in different interest-rate environmerithe simulation analysis is performed using a
dedicated asset/liability management software systehanced with a mortgage prepayment model antleieralized mortgage obligation
(CMO) database. The simulation software is capab@generating scenarispecific cash flows for all instruments using tpedfied contractu:
information for each instrument and product spegfiepayment assumptions for mortgage loans anthage-related securities.

NIl sensitivity analysis measures the change in A3Belve-month, pre-tax NIl in alternate intereste scenarios. NIl sensitivity is
measured as the change in NIl in the alternatedsteate scenarios as a percentage of the basd&ltiag he base case interest-rate scenario is
established using the current yield curve and asstinterest rates remain constant over the nextéweonths. The alternate scenarios were
created by assuming immediate and sustained pashtieks of the yield curve in increments of +/0Hasis points. At the end of 2005, the
timing of the interest rate changes in the alterisaenarios for NIl sensitivity analysis was maaiffrom instantaneous interest rate changes to
“rate ramps” or gradual interest changes. Whilentiagnitude of the interest rate changes in thergte scenarios remains the same, the timing
of the changes is gradual, and accomplished by myabie yield curve in a parallel fashion, over tiext twelve month period. This change \
made because gradual rate changes more closedgtrhitorical patterns of interest rate movemeantd, are therefore more useful in
measuring and managing NIl sensitivity. As of Debem31, 2005, NIl sensitivity results are shownemigbth instantaneous rate shocks and
rate ramps. The simulation model forecasts scersmaaific principal and interest cash flows for thierest-bearing assets and liabilities, and
the NIl is calculated for each scenario. Key batasiteet modeling assumptions used in the NIl geitgianalysis include: the size of the
balance sheet remains relatively constant ovesithalation horizon and maturing assets or lialeititare reinvested in similar instruments in
order to maintain the current mix of the balanceethin addition, assumptions are made about tygayment behavior of mortgage-related
assets, future pricing spreads for new assetsialpititles, and the speed and magnitude with wileposit rates change in response to changes
in the overall level of interest rates.

ASB'’s net portfolio value (NPV) ratio is a measofahe economic capitalization of ASB. The NPV oa8 the ratio of the net portfolio
value of ASB to the present value of expected ashdlows from existing assets. Net portfolio valepresents the theoretical market value of
ASB’s net worth and is defined as the present vafiexpected net cash flows from existing assetaimithe present value of expected cash
flows from existing liabilities plus the preseniwa of expected net cash flows from existing offabae sheet contracts. The NPV ratio is
calculated by ASB pursuant to guidelines estabtighethe OTS in Thrift Bulletin 13a. Key assumpsamsed in the calculation of ASB’s NPV
ratio include the prepayment behavior of loansiamdstments, the possible distribution of futureist rates, future pricing spreads for assets
and liabilities and the rate and balance behavior
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of deposit accounts with indeterminate maturitiggically, if the value of ASB’s assets grows relatto the value of its liabilities, the NPV
ratio will increase. Conversely, if the value of &S liabilities grows relative to the value of #ssets, the NPV ratio will decrease. The NPV
ratio is calculated in multiple scenarios. As vilte NIl simulation, the base case is representetidgurrent yield curve. Alternate scenarios
are created by assuming immediate parallel shifte yield curve in increments of +/- 100 basisf®o

The NPV ratio sensitivity measure is the changeftbe NPV ratio calculated in the base case tdNfP¥ ratio calculated in the alternate
rate scenarios. The sensitivity measure alonetis@wessarily indicative of the interest-rate w$lan institution, as institutions with high levels
of capital may be able to support a high sensjtimieasure. This measure is evaluated in conjunetiinthe NPV ratio calculated in each
scenario.

ASB'’s interest-rate risk sensitivity measures aBetember 31, 2005 and 2004 constitute “forwardkilog statements” and were as
follows:

December 31 2005 2004
NPV ratio NPV ratio

Change Change NPV sensitivity* Change NPV sensitivity*

in NIl in NIl ratio in NIl ratio

Gradual

change Instantaneous change Instantaneous change
Change in interest rates (basis poil
+300 @)%  (8.1)% 8.12% (332) (7.)% 7.28% (367)
+200 (1.8) (5.5) 9.32 (2100 (5.0 8.6¢ (22€)
+100 (0.9) (2.8)  10.4¢ (95) (2.0 9.9¢ (96)
Base — — 11.44 — — 10.9¢ —
-100 15 2.2 11.91 47 (3.9 11.22 27
-200 1. (5.00  11.6: 17 x> * o

* Change from base case in basis po
**  Not performed due to the low level of interest seas of December 31, 20(

Management believes that ASB’s interest rate risditipn as of December 31, 2005 represents a rahtolevel of risk. Under the
instantaneous rate shock scenarios, the Decemb208% NIl profile is slightly more sensitive toarges in interest rates compared to the NIl
profile on December 31, 2004.

In the 200 basis point scenario, NIl falls relative to Hese case because expectations of faster preptsyarehlower reinvestment ra
causes the yield on assets to decline faster tieandst of liabilities, which do not fall as muokchuse the current low level of rates on existing
liabilities limits the amount by which they can tee.

ASB'’s base NPV ratio as of December 31, 2005 wgkdrithan on December 31, 2004, primarily as dtre§changes in the
composition of the balance sheet and changes iletietand shape of the yield curve. During 200SBAs funding mix shifted, as higher
costing wholesale borrowings were replaced withdoaost deposits. This contributed to the incréageSB’s NPV ratio.

ASB’s NPV ratio sensitivity measures as of Decen8ier2005 were comparable to the measures as @&nitkeer 31, 2004.

The computation of the prospective effects of higptital interest rate changes on the NIl sensitiWtPV ratio, and NPV ratio sensitivi
analyses is based on numerous assumptions, inglueliative levels of market interest rates, loagppyments, balance changes and pricing
strategies, and should not be relied upon as itidecaf actual results. To the extent market caad& and other factors vary from the
assumptions used in the simulation analysis, acésallts may differ materially from the simulatimsults. Furthermore, NIl sensitivity analy
measures the change in ASB’s twelve-month, preNfidin alternate interest rate scenarios, andtierided to help management identify
potential exposures in ASB’s current balance shedtformulate appropriate strategies for managiteyést rate risk. The simulation does not
contemplate any actions that ASB management migthéidake in response to changes in interest fatether, the changes in NIl vary in the
twelve-month simulation period and are not necélgsavenly distributed over the period. These asayyare for analytical purposes only and
do not represent management’s views of future niankeements, the level of future earnings, or thménig of any changes in earnings within
the twelve month analysis horizon. The actual inhp&changes in interest rates on NIl will dependlee magnitude and speed with which
rates change, actual changes in the ASB’s baldrext,sand management’s responses to the chanisrigst rates.
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Other than bank interest rate risk

The Compan’s general policy is to mana“other than bar” interest rate risk through use of a combinatioshafr-term debt, lon-term
debt (primarily fixed-rate debt) and preferred séms. As of December 31, 2005, management bedigive Company is exposed to “other than
bank” interest rate risk because of their periodic bomgwequirements, the impact of interest rateshendiscount rate and the market valu
plan assets used to determine retirement benefiesnses and obligations (see “Retirement bengf@agjon and other postretirement benefits)”
in “Management’s discussion and analysis of finahcondition and results of operations” and Notd &he “Notes to Consolidated Financial
Statements”) and the possible effect of interdstsran the electric utilities’ allowed rates ofuret (see “Regulation of electric utility rates”).
Other than these exposures, management believegitsure to “other than bank” interest rate riskat material. Based upon commercial
paper outstanding as of December 31, 2005 of $1didmand a hypothetical 10% increase/decreadntarest rates, annual interest expense
would have increased/decreased on that commegedrjy $0.6 million.

HECO:

HECO and its subsidiaries manage various markiet itsthe ordinary course of business, includiregirrisk and liquidity risk, but
management believes their exposures to these sk® @ire not material as of December 31, 2005.

HECO and its subsidiaries are exposed to some calityrfrice risk primarily related to its fuel sugpnd IPP contracts. HECO and its
subsidiaries’ commaodity price risk is substantiatiitigated so long as they have their current gneggt adjustment clauses in their rate
schedules. See discussion of the energy cost aggustclauses in Item 1A. Risk factors (ElectriclitjtiRisks) and “Certain factors that may
affect future results and financial condition—Efecutility—Regulation of electric utility ratesHECO and its subsidiaries currently have no
hedges against their commaodity price risk.

Because HECO and its subsidiaries do not havetéopiorof trading assets, they are not exposed &oket risk from trading activities.

See “Other than bank interest rate risk” aboveMot 10 of HECO's “Notes to Consolidated Finan8tdtements.” Based upon short-
term borrowings outstanding as of December 31, 200836 million and a hypothetical 10% increaserdase in interest rates, annual interest
expense would have increased/decreased on thogetestmo borrowings by $0.6 million.

ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA
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Consolidated Financial Statements
Consolidated Statements of Incom
Hawaiian Electric Industries, Inc. and Subsidiaries

Years ended December 3

(in thousands, except per share amount:
Revenues

Electric utility

Bank

Other

Expenses
Electric utility
Bank

Other

Operating income (loss
Electric utility

Bank

Other

Interest expens- other than ban

Allowance for borrowed funds used during constrt
Preferred stock dividends of subsidiai

Preferred securities distributions of trust sulzsieis
Allowance for equity funds used during construct

Income from continuing operations before income tags
Income taxe:

Income from continuing operations
Discontinued operations— gain (loss) on disposal, net of income tax:

Net income
Basic earnings (loss) per common shai

Continuing operation
Discontinued operatior

Diluted earnings (loss) per common shar
Continuing operation
Discontinued operatior

Dividends per common share

Weighted-average number of common shares outstandir
Dilutive effect of stoc-based compensatic

Adjusted weightec-average share:

See accompanyir“Notes to Consolidated Financial Statem¢’

2005 2004 2003
$1,806,38 $1,550,67. $1,396,68!
387,91 364,28 371,32(
21,27 9,10z 13,317
2,21556.  1,924,05  1,781,31L
1,644,68  1,376,76;  1,220,12
283,00 259,31 278,56t
16,45 17,01¢ 19,06«
1,944,14;  1,653,09  1,517,74¢
161,70 173,90 176,56
104,90 104,97 92,75¢
4,81¢ (7,917) (5,759
271,42 270,96 263,56'
(75,309) (77,176 (69,29;)
2,02( 2,547 1,91¢
(1,899 (1,907) (2,006)
— — (16,03%)
5,10¢ 5,79¢ 4,267
201,34 200,21 182,41
73,90 92,48( 64,36
127,44« 107,73 118,04
(755) 1,91¢ (3,870)
$ 126,68¢ $ 109,65. $ 114,17t
$ 156 $ 136 $  15¢
(0.01) 0.0z (0.05)
$ 157 $ 136 $  15¢
$ 157 $ 136 $ 157
(0.01) 0.0z (0.05)
$ 156 $ 136 $ 15z
$ 124 $ 124§ 1.2¢
80,82¢ 79,56: 74,69¢
372 157 27¢
81,20( 79,71¢ 74,97
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Consolidated Balance Sheets
Hawaiian Electric Industries, Inc. and Subsidia

December 31

(dollars in thousands)

ASSETS

Cash and equivalen

Federal funds sol

Accounts receivable and unbilled revenues,

Available-for-sale investment and mortgerelated securitie

2005

$ 151,51t
57,43¢
249,47
2,629,35.

Investment in stock of Federal Home Loan Bank dftfie (estimated fair value $97,764

and $97,365
Loans receivable, ni
Property, plant and equipment, |
Land
Plant and equipmel
Construction in progres

Less— accumulated depreciatic

Regulatory asse
Other
Goodwill and other intangible

LIABILITIES AND STOCKHOLDERS ' EQUITY
Liabilities

Accounts payabl

Deposit liabilities

Shor-term borrowings

Securities sold under agreements to repurc
Advances from Federal Home Loan B¢
Long-term debt, ne

Deferred income taxe

Regulatory liabilities

Contributions in aid of constructic

Other

Minority interests

Preferred stock of subsidiari— not subject to mandatory redempti

Stockholders equity

Preferred stock, no par value, authorized 10,0@sb@res; issued: no
Common stock, no par value, authorized 100,000sb@@es; issued and outstanding:

80,983,326 shares and 80,687,350 sh
Retained earning

Accumulated other comprehensive loss, net of inctaméenefits

Net unrealized losses on securit
Minimum pension liability

See accompanying “Notes to Consolidated Finand&kshents.”

97,76«
3,566,83:

$ 46,35(
3,884,88!
150,37¢

4,081,61
(1,538,83) 2,542,77!

110,71¢
456,13«
89,58(

$9,951,57

$ 183,33t
4,557,41!
141,75¢
686,79¢
935,50(
1,142,99
207,99
219,20¢
256,26
369,39(

8,700,65-
34,29:

1,018,961
235,39¢

$ (36,470

(1,25 (37,730

2004

$ 132,13t
41,49!
208,53¢
2,953,37.

97,36¢
3,249,19.

$ 46,31
3,698,53!
112,29¢

3,857,14:
(1,434,84) 2 ,422,30.

108,63(
414,97:
91,26:

$9,719,25

$ 147,05
4,296,17.
76,61
811,43t
988,23:
1,166,73!
229,76!
197,08
235,50!
325,30°

8,473,90
34,40¢

1,010,091
208,99¢

$ (7,036
(1,107 (8,149

1,216,63!

$9,951,57

1,210,94!

$9,719,25
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Consolidated Statements of Changes in StockholderEquity
Hawaiian Electric Industries, Inc. and Subsidia

(in thousands, except per share amounts)

Balance, December 31, 20C
Comprehensive incom:
Net income
Net unrealized losses on securiti
Net unrealized losses arising during the periot phéax
benefits of $11,53
Less: reclassification adjustment for net realigaths includec
in net income, net of taxes of $1,0
Minimum pension liability adjustment, net of taxafs$2,027

Comprehensive income (los

Issuance of common stoc
Dividend reinvestment and stock purchase |
Retirement savings and other pl:
Expenses and other, r

Common stock dividends ($1.24 per sh:

Balance, December 31, 20C
Comprehensive incom
Net income
Net unrealized losses on securiti
Net unrealized losses arising during the periotiphéax
benefits of $4,36!
Less: reclassification adjustment for net realigahs included
in net income, net of taxes of $2,0
Minimum pension liability adjustment, net of taxafs$197

Comprehensive income (los

Issuance of common stoc
Common stock offerin
Dividend reinvestment and stock purchase |
Retirement savings and other pl:
Expenses and other, r
Common stock dividends ($1.24 per sh:

Balance, December 31, 20C
Comprehensive incom:
Net income
Net unrealized losses on securiti
Net unrealized losses arising during the periot phéax
benefits of $21,93
Less: reclassification adjustment for net realigaths includec
in net income, net of taxes of $
Minimum pension liability adjustment, net of taxnedits of $9E

Comprehensive income (los

Issuance of common stoc
Stock Option and Incentive Plan and other p
Expenses and other, r

Common stock dividends ($1.24 per sh:

Balance, December 31, 20C

Common stock

Accumulated
other

Retained comprehensiv

Shares Amount earnings income (loss) Total
73,61¢ $ 839,50 $176,11¢ $ 30,67¢ $1,046,30!
— — 114,17¢ — 114,17¢
o - o (29,53() (29,53()
— — — (2,110 (2,110
— — — 3,780 3,781
— — 114,17¢ (27,859 86,32
1,65¢ 36,052 — — 36,052
562 11,43: — — 11,43:
— 1,44 — — 1,447
= = (92,527 - (92,527
75,83¢ 888,43: 197,77 2,82¢ 1,089,03:
— — 109,65: — 109,65:
— — — (7,779 (7,775
— — — (3,535) (3,535)
— — — 341 341
— — 109,65: (10,969 98,68:
4,00( 103,72( 103,72(
307 7,99¢ — — 7,99¢
54z 10,12¢ — — 10,12¢
— (189) — — (189)
— — (98,42%) — (98,42%)
80,687 1,010,091 208,99¢ (8,149 1,210,94!
— — 126,68¢ — 126,68¢
— — — (29,339 (29,339
— — — (105) (105)
— — — (147) (147)
— — 126,68t (29,587 97,10z
29€ 6,09t — — 6,09t
— 2,781 — — 2,781
— — (100,29)) — (100,29))
80,98: $1,018,961 $235,39: $ (37,73() $1,216,63!




As of December 31, 2005, Hawaiian Electric Indestrinc. (HEI) had reserved a total of 14,915,3%#es of common stock for future
issuance under the HEI Dividend Reinvestment andkSPurchase Plan, the Hawaiian Electric Indusiierement Savings Plan, the 1987
Stock Option and Incentive Plan and the HEI 199@éoployee Director Stock Plan.

In 1997, the HEI Board of Directors adopted a nesoh designating 500,000 shares of Series A JuPdaticipating Preferred Stock in
connection with HEI's Shareholders Rights Plan,rimshares have been issued.

See accompanying “Notes to Consolidated Finand&kshents.”
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Consolidated Statements of Cash Flows
Hawaiian Electric Industries, Inc. and Subsidia

Years ended December 3

(in thousands)
Cash flows from operating activities
Net income
Adjustments to reconcile net income to net cashkigeal by operating activitie
Depreciation of property, plant and equipm
Other amortizatiol
Provision (reversal of allowance) for loan los
Gain on sale of income not
Deferred income taxe
Allowance for equity funds used during construct
Changes in assets and liabilities, net of effacnfthe disposal of busines:
Increase in accounts receivable and unbilled rezgnue
Increase in fuel oil stoc
Increase in federal tax depo
Increase in prepaid pension benefit ¢
Increase in accounts payal
Increase in taxes accru
Changes in other assets and liabili

Net cash provided by operating activities

Cash flows from investing activities

Available-for-sale investment and mortg«related securities purchas
Principal repayments on availa-for-sale investment and mortgi-related securitie
Proceeds from sale of availa-for-sale mortgac-related securitie

Net increase in loans held for investm

Net proceeds from sale of investme

Proceeds from sale of real estate acquired iresegtht of loan

Capital expenditure

Contributions in aid of constructic

Distributions from unconsolidated subsidiar

Other

Net cash used in investing activitie

Cash flows from financing activities

Net increase in deposit liabiliti¢

Net increase in shc-term borrowings with original maturities of thre@nths or les:
Net increase in retail repurchase agreem

Proceeds from securities sold under agreemené&ptachas:
Repayments of securities sold under agreemeneptochas:
Proceeds from advances from Federal Home Loan
Principal payments on advances from Federal Honas [Rank
Proceeds from issuance of l-term debi

Repayment of lor-term debt

Preferred securities distributions of trust sulzsieis

Net proceeds from issuance of common s

Common stock dividenc

Other

Net cash provided by financing activities

Cash flows from discontinued operation¢revised- see Note 11
Cash flows used in operating activit
Cash flows provided by investing activiti

Net cash provided by (used in) discontinued operains

Net increase (decrease) in cash and equivalenttedrdal funds sol

2005 2004 2003
126,68t 109,65: 114,17
133,89; 125,56( 120,63
8,26¢ 15,96¢ 29,76¢
(3,100 (8,400) 3,07¢
— (5,607) —
43 12,34¢ 2,83¢
(5,105) (5,799 (4,267)
(40,940) (20,829) (11,389
(26,88() (14,95¢) (7,969
(30,000) — —
(2,661) (24,53¢) (24,687)
36,28: 17,91 1,75(
37,63 46,67 22,04t
(15,68:) (3,841) (4,659
218,43t 244,15: 241,33
(486,43;) (1,105,13) (2,155,98))
727,90: 803,51 1,860,38:
28,03¢ 45,20 243,40
(304,21) (113,99) (130,209
33,80¢ 9,981 —
624 1,617 7,72¢
(223,67} (214,65 (162,89)
21,08: 8,52z 12,96:
— 24,37¢ —
90¢ 18C (624)
(201,95 (540,37 (325,22
261,24’ 269,92 225,47
65,14’ 76,61 —
18,51¢ 25,05( 13,08t
873,25 753,60t 1,965,57!
(1,017,64) (799,25() (1,809,94)
195,00( 129,20( 373,50
(247,73) (158,02 (532,699
59,46: 103,09° 167,93
(84,000) (224,16() (210,00()
— — (16,03%)
3,68¢ 110,01° 29,82
(100,23 (93,86 (75,119
(5,01F) (4,765) (8,887)
21,69: 187,43! 122,71.
(2,857) (3,57]) (3,36))
— 6,00( —
(2,857) 2,42¢ (3,36))
35,31¢ (106,35 35,46



Cash and equivalents and federal funds sold, JariL 173,62¢ 279,98t 244 52!

Cash and equivalents and federal funds sold, Decemib31 $ 208,94 $ 173,62 $ 279,98t

See accompanying “Notes to Consolidated Finand&kshents.”
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Notes to Consolidated Financial Statements
1+ Summary of significant accounting policies
General

HEI is a holding company with direct and indiregbsidiaries engaged in electric utility, bankingl arther businesses, primarily in the
State of Hawaii. HElI's common stock is traded om lew York Stock Exchange.

Basis of presentatiorin preparing the consolidated financial statementmagement is required to make estimates and asismsthat affect
the reported amounts of assets and liabilitiesdtbelosure of contingent assets and liabilities #re reported amounts of revenues and
expenses. Actual results could differ significaritym those estimates.

Material estimates that are particularly suscegtiblsignificant change include the amounts repldideinvestment securities; property,
plant and equipment; pension and other postretinéimenefit obligations; contingencies and litigaticncome taxes; regulatory assets and
liabilities; electric utility revenues; variabletarest entities (VIES); and allowance for loan é&sss

Consolidation.The consolidated financial statements include to@ants of HEI and its subsidiaries (collectivelye Company), but exclude
subsidiaries which are variable-interest entitiewloich the Company is not the primary beneficidngestments in companies over which the
Company has the ability to exercise significantuafice, but not control, are accounted for usimgetuity method. All material intercompany
accounts and transactions have been eliminateghisotidation.

Consolidation of VIEs . In December 2003, the FASB issued Interpretation(RiN) 46R, “Consolidation of Variable Interesttiies,” which
addresses how a business enterprise should evathatber it has a controlling financial interestim entity through means other than voting
rights and accordingly should consolidate the entit

As of December 31, 2005, Hawaiian Electric Compamy, (HECO) and its subsidiaries had six purchaseer agreements (PPAs) for a
total of 540 MW of firm capacity, and other PPAdtwsmaller independent power producers (IPPs) ahédle Q providers that supplied as-
available energy. Approximately 91% of the 540 MWion capacity is under PPAs, entered into befoezember 31, 2003, with AES Haw.
Inc. (AES Hawaii), Kalaeloa Partners, L.P. (Kal@@|dHamakua Energy Partners, L.P. (HEP) and HPdwechases from all IPPs for 2005
totaled $458 million, with purchases from AES Hawidalaeloa, HEP and HPower totaling $137 milliéd69 million, $63 million and
$33 million, respectively. The primary business\aiiés of these IPPs are the generation and dgdewer to HECO and its subsidiaries (and
municipal waste disposal in the case of HPowerjré financial information about the size, incluglitotal assets and revenues, for many of
these IPPs is not publicly available. Under FIN 48R enterprise with an interest in a VIE or pdedntIE created before December 31, 2003
(and not thereafter materially modified) is notuiqd to apply FIN 46R to that entity if the entesp is unable to obtain, after making an
exhaustive effort, the necessary information.

HECO and its subsidiaries have reviewed their ficanit PPAs and determined that the IPPs had ntraxinal obligation to provide su
information. In March 2004, HECO and its subsidiarsent letters to all of their IPPs, except thee8ale Q providers, requesting the
information that they need to determine the appllitg of FIN 46R to the respective IPP, and suhsayly contacted most of the IPPs by
telephone to explain and repeat its request farmétion. (HECO and its subsidiaries excluded tBemedule Q providers from the scope of
FIN 46R because HECO and its subsidiaries’ variatierest in the provider would not be significemHECO and its subsidiaries and they did
not participate significantly in the design of fh@vider.) Some of the IPPs provided sufficienbimfiation for HECO and its subsidiaries to
determine that the IPP was not a VIE, or was e#h#rusiness” or “governmental organization” (HPowas defined under FIN 46R, and thus
excluded from the scope of FIN 46R. Other IPPduifing the three largest, declined to provide tiferimation necessary for HECO and its
subsidiaries to determine the applicability of FIBR, and HECO and its subsidiaries were unableptyd-IN 46R to these IPPs. In January
2005, HECO and its subsidiaries again sent lettetise IPPs that were not excluded from the scdpdN 46R, requesting the information
required to determine the applicability of FIN 468Rthe respective IPP. All of these IPPs againidedIto provide the necessary information.
Kalaeloa has since provided its information (sdevg
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As required under FIN 46R, HECO and its subsidgahiave continued their efforts to obtain from tR@$ the information necessary to
make the determinations required under FIN 46fhdfrequested information is ultimately receivedpasible outcome of future analysis is
consolidation of an IPP in HECO'’s consolidated ficial statements. The consolidation of any sigaifidPP could have a material effect on
HECO'’s consolidated financial statements, includimgrecognition of a significant amount of assetd liabilities, and, if such a consolidated
IPP were operating at a loss and had insufficigotte, the potential recognition of such losses.

In October 2004, Kalaeloa and HECO executed twonaiments to their PPA, under which Kalaeloa wouldenavailable additional firi
capacity to HECO. The amendments became effectiventhe costs of the additional capacity and pwetigpower were included in HECO's
rates as a result of an Interim D&O issued in HEECQirrent rate case. The additional firm capaditye provided by Kalaeloa is 28 MW.
Kalaeloa provided HECO the information HECO neettedomplete its determination of whether Kalaeka variable interest entity, and,
whether HECO is the primary beneficiary. While dshtbeen determined that Kalaeloa is a variabledstentity, HECO has concluded that i
not the primary beneficiary of that entity and aciogly Kalaeloa need not be consolidated in HEC&ssolidated financial statements. See
Note 5 for additional information regarding the bggtion of FIN 46R to Kalaelot

In October 2004, Hawaii Electric Light Company, .IdELCO) and Apollo Energy Corporation (Apollo)eouted a restated and
amended PPA which enables Apollo to repower itsW fcility, and install additional capacity, fotatal windfarm allowed capacity of 20
MW. Due to problems with its wind turbine supplibgwever, Apollo is claiming an event of force magunder the PPA and the project may
be delayed. In December 2004, MECO executed a iwith Kaheawa Wind Power, LLC (KWP), which istaking a 30 MW windfarm o
Maui. The revised PPA with Apollo and new PPA wWitWP were approved by the Public Utilities Commissad the State of Hawaii (PUC)
March 2005, and became effective in April 2005. PiRAS require Apollo and KWP to provide informatioecessary to (1) determine if
HELCO and Maui Electric Company, Limited (MECO) muasnsolidate Apollo and KWP, respectively, undiY B6R, (2) consolidate Apollo
and/or KWP, if necessary under FIN 46R, and (3) mlgrwith Section 404 of Sarbanes-Oxley Act of 28D X). Management is in the
process of obtaining the information necessarotoplete its determination of whether Apollo or K\&R VIEs and, if so, whether HELCO or
MECO, respectively, is the primary beneficiary. Ba®n information currently available, managemetiebes the impact on consolidated
HECO'’s financial statements of the consolidatiod\pbllo and/or KWP, if necessary, would not be miateHowever, depending on the
magnitude of the improvements contemplated in A the impact of a required consolidation of Apaind KWP could be material in the
future. If required to consolidate the financiatstnents of Apollo and/or KWP in the future andmsaensolidation had a material effect,
HECO would retrospectively apply FIN 46R in accordawith SFAS No. 154, “Accounting Changes and iEQorrections.”

See Note 5 for additional information regarding éipglication of FIN 46R.

Cash and equivalents and federal funds solthe Company considers cash on hand, deposits kspdaposits with the Federal Home Loan
Bank (FHLB) of Seattle, money market accounts,ifieates of deposit, short-term commercial papenaf-affiliates and reverse repurchase
agreements and liquid investments (with originaturiies of three months or less) to be cash anidvatents. Federal funds sold are excess
funds that ASB loans to other banks overnight atféderal funds rate.

Investment and mortgac-related securitiesDebt securities that the Company intends to andheability to hold to maturity are classified as
held-to-maturity securities and reported at amedizost. Marketable equity securities and debtrgg@sithat are bought and held principally
for the purpose of selling them in the near terendassified as trading securities and reportddiavalue, with unrealized gains and losses
included in earnings. Marketable equity securitied debt securities not classified as either heelavaturity or trading securities are classified
as available-for-sale securities and reportediatvéue, with unrealized gains and temporary lessecluded from earnings and reported on a
net basis in accumulated other comprehensive ind©€]l).

For securities that are not trading securitieslides in value determined to be other-than-tempoaae included in earnings and result in
a new cost basis for the investment. The spedéatification method is used in
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determining realized gains and losses on the sélescurities. To determine whether an impairmgmther-than-temporary, the Company
considers whether it has the ability and interfidtd the investment until a market price recovergt aonsiders whether evidence indicating the
cost of the investment is recoverable outweighdende to the contrary. Evidence considered inass&ssment includes the magnitude of the
impairment, the severity and duration of the impeint, changes in value subsequent to year-endoaaceisted performance of the investment.

Discounts on investment and mortgage-related désidre accreted or premiums amortized over timairgng lives of the securities,
adjusted for actual portfolio prepayments, usirgititerest method.

Equity methodInvestments in up to 50%-owned affiliates over wattite Company has the ability to exercise signifi¢gafluence over the
operating and financing policies and investmentsriconsolidated subsidiaries (e.g. HECO CapitasfTil) are accounted for under the equity
method, whereby the investment is carried at gdss (or minus) the Company’s equity in undistrémiearnings (or losses) since acquisition.
Equity in earnings or losses are reflected in opegaevenues.

Property, plant and equipmenProperty, plant and equipment are reported at Sast-constructed electric utility plant includesgineering,
supervision, administrative and general costs anallawance for the cost of funds used during thestruction period. These costs are
recorded in construction in progress and are teairexd to property, plant and equipment when coositnu is completed and the facilities are
either placed in service or become useful for puldlility purposes. Costs for betterments that maloperty, plant or equipment more useful,
more efficient, of greater durability or of greatepacity are also capitalized. Upon the retirenoesiale of electric utility plant, generally no
gain or loss is recognized. The cost of the platited is charged to accumulated depreciation. Antoollected from customers for cost of
removal (expected to exceed salvage value in thedare included in regulatory liabilities.

In the future, if a PPA falls within the scope ahBrging Issues Task Force (EITF) Issue No. 01B@&términing Whether an Arrangem
Contains a Lease” and results in the classificatiothe agreement as a capital lease, the eledtlity would recognize a capital asset and a
lease obligation.

Depreciation.Depreciation is computed primarily using the stin&igne method over the estimated lives of the adseitsg depreciated. Elect
utility plant additions in the current year are dagated beginning January 1 of the following yé&dectric utility plant has lives ranging from
20 to 45 years for production plant, from 25 toy@@rs for transmission and distribution plant amoef 7 to 45 years for general plant. The
electric utilities’ composite annual depreciatiaier, which includes a component for cost of remaowvak 3.9% in 2005, 2004 and 2003.

Retirement benefitsPension and other postretirement benefit costaftrs} are charged/(credited) primarily to expensgelectric utility

plant. The PUC requires the electric utilitiestad their pension and postretirement benefit cddts. Company’s policy is to fund qualified
pension plan costs in amounts that will not be tkas the minimum funding requirements of the Emp@Retirement Income Security Act of
1974 and will not exceed the maximum tax-deduct@n®unts. The Company generally funds at leastéh@eriodic pension cost as
calculated using Statement of Financial AccounStagndards (SFAS) No. 87 during the fiscal yearjestlto statutory funding limits and
targeted funded status as determined with the ¢timg@actuary. Certain health care and/or life e benefits are provided to eligible ret
employees and the employees’ beneficiaries andredwdependents. The Company generally funds thparitdic postretirement benefit costs
other than pensions as calculated using SFAS Nbah@ the amortization of the regulatory assepémtretirement benefits other than
pensions, while maximizing the use of the mostadxantaged funding vehicles, subject to statutonging limits, cash flow requirements and
reviews of the funded status with the consultinyacy.

Environmental expendituresThe Company is subject to numerous federal and statironmental statutes and regulations. In génera
environmental contamination treatment costs aregefthto expense, unless it is probable that the ®O@d allow such costs to be recovered
in future rates, in which case such costs woulddgtalized as regulatory assets. Also, environalasts are capitalized if the costs extend
the life, increase the capacity, or improve thetsadr efficiency of property; the costs mitigatepoevent future environmental contamination;
or the costs are incurred in preparing the propfertgale. Environmental costs are either capialiar charged to expense when environmental
assessments and/or remedial efforts are probablléharcost can be reasonably estimated.
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Financing costs HEI uses the effective interest method to amottizefinancing costs of the holding company overtéms of the related long-
term debt.

HECO and its subsidiaries use the straight-linehoeto amortize financing costs and premiums aralists over the term of the related
long-term debt. Unamortized financing costs andniwens or discounts on HECO and its subsidiariesgiterm debt retired prior to maturity
are classified as regulatory assets or liabiligied are amortized on a straight-line basis overghmining original term of the retired debt. The
method and periods for amortizing financing cogtemiums and discounts, including the treatmenhes$e items when long-term debt is
retired prior to maturity, have been establishedhgyPUC as part of the rate-making process.

Income taxesDeferred income tax assets and liabilities arebdisteed for the temporary differences between ith@nicial reporting bases and
the tax bases of the Company’s assets and liaiiliti enacted tax rates expected to be in effestwhch deferred tax assets or liabilities are
realized or settled. The ultimate realization diedesd tax assets is dependent upon the genexdtioture taxable income during the periods in
which those temporary differences become deductible

Federal and state investment tax credits are defemnd amortized over the estimated useful livaeproperties which qualified for the
credits.

Governmental tax authorities could challenge ar¢grn position taken by management. If the Comjsapgsition does not prevail, the
Company'’s results of operations and financial comdimay be adversely affected as the related oefear current income tax asset might be
impaired and written down or written off.

Earnings per shareBasic earnings per share (EPS) is computed byidiyidet income by the weighted-average number ofroon shares
outstanding for the period. Diluted EPS is compudiedlarly, except that common shares for diluttéeck compensation are added to the
denominator.

As of December 31, 2005, stock appreciation rigesRs) on 879,000 shares of common stock werenotided in the computation of
diluted EPS because the SARS’ exercise prices greiaer than the closing market price of HEI's camrstock as of December 31, 2005 and,
thus, the SARs were antidilutive. As of DecemberZi04 and 2003, all options and rights to purcltasemon stock and restricted stock were
included in the computation of diluted EPS.

Stock compensatiorFor 2005, 2004 and 2003, the Company applied thedtie based method of accounting prescribedi4SNo. 123,
“Accounting for Stock-Based Compensation,” to agtdor its stock compensation. Since January 16268 Company applied the fair value
based method of accounting prescribed by SFAS R® . (Revised 2004) to account for its stock compmsdsee “Recent accounting
pronouncements and interpretations—Share-basedquay/below).

Impairment of lon¢-lived assets and long-lived assets to be dispa$etihe Company reviews long-lived assets and certkintifiable
intangibles for impairment whenever events or clearig circumstances indicate that the carrying arhofian asset may not be recoverable.
Recoverability of assets to be held and used isuored by a comparison of the carrying amount adsset to future net cash flows expected to
be generated by the asset. If such assets araleosdito be impaired, the impairment to be recaghig measured by the amount by which the
carrying amount of the assets exceeds the faievafithe assets. Assets to be disposed of areteepatrthe lower of the carrying amount or
value less costs to sell.

Recent accounting pronouncements and interpretati

Other-than-temporary impairment and its application to certain investments.In March 2004, FASB ratified EITF Issue No.-1,“The
Meaning of Other-Than-Temporary Impairment andAplication to Certain Investments.” EITF Issue N8-1 provides guidance for
determining whether an investment in debt or eggstyurities is impaired, evaluating whether an immpant is other-than-temporary and
measuring impairment. EITF Issue No. 03-1 also jlew disclosure guidance. The recognition and measent guidance would have applied
prospectively to all current and future investmenithin the scope of EITF Issue No. 03-1 in repagtperiods beginning after June 15, 2004.
However, in September 2004, the FASB issued FASH Bosition (FSP) EITF 03-
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1-1 to delay the effective date of the recogniamd measurement guidance. At its June 29, 2005mgedte FASB decided not to provide
additional guidance on the meaning of other-thamp@rary impairment, but directed its staff to ispueposed FSP EITF 03-1-a as final
(retitled as FSP FAS 115-1 and FAS 124-1). Theayuid in FSP FAS 115-1 and FAS 1P4ddresses the determination of when an inves
is considered impaired, whether that impairmeutlier than temporary, and the measurement of aaifmpnt loss. The FSP also includes
accounting considerations subsequent to the retogrf an other-thatemporary impairment and requires certain disclesabout unrealize
losses that have not been recognized as othert¢haperary impairments. The guidance in this FSPrais&ASB Statement No. 115,
“Accounting for Certain Investments in Debt and Eg$ecurities,” and FASB Statement No. 124, “Acating for Certain Investments Held
by Not-for-Profit Organizations,” and adds a fodgtm APB Opinion No. 18, “The Equity Method of Ammting for Investments in Common
Stock.” The guidance in this FSP nullifies certequirements of EITF Issue No. 03-1 and superseties Abstracts, Topic D-44,
“Recognition of Other-Than-Temporary Impairment opgbe Planned Sale of a Security Whose Cost Exdegid&/alue.” The guidance in this
FSP is required to be applied to reporting pertoetsinning after December 15, 2005. Because thedtrgdaadopting the provisions of FSP
FAS 115-1 will be dependent on future events amtlioistances, management cannot predict such impact.

Medicare Prescription Drug, Improvement and Modernization Act of 2003. The Medicare Prescription Drug, Improvement and
Modernization Act of 2003 (the 2003 Act) was sigiietd law on December 8, 2003. The 2003 Act expdridedicare to include for the first
time coverage for prescription drugs. The 2003 gkotvides that persons eligible for Medicare besef#n enroll in Part D, prescription drug
coverage, for a monthly premium. Alternativelyaif employer sponsors a retiree health plan thaigee benefits determined to be actuarially
equivalent to those covered under the Medicaredatanprescription drug benefit, the employer wélgmid a subsidy of 28 percent of a
participant’s drug costs between $250 and $5,0€teiparticipant waives coverage under Medicaré Par

In May 2004, the FASB issued FSP No. 106-2, “Actmgnand Disclosure Requirements Related to theidéee Prescription Drug,
Improvement and Modernization Act of 2008hich was effective for the first interim or anngegriod beginning after June 15, 2004. Whe
employer is able to determine that benefits pravidg its plan are actuarially equivalent to the Made Part D benefits, the FSP requires
(a) treatment of the effects of the federal subsislyn actuarial gain like similar gains and losaed (b) certain financial statement disclosures
related to the impact of the 2003 Act for employtbiegt sponsor postretirement health care plansigiray prescription drug benefits.

The accumulated postretirement benefit obligatanttie Company’s plans as of December 31, 200%&as reduced by an estimated
$3 million for the subsidy related to benefitsitited to past service. The net periodic postnetimet benefit cost for 2006 has been reduced by
an estimated $0.5 million for the subsidy.

Share-based payment In December 2004, the FASB issued SFAS No. 123ged 2004), “Share-Based Paymenttich requires companit
to recognize the grant-date fair value of stockam® and other equity-based compensation issuethployees in the income statement. In
March 2005, the SEC issued Staff Accounting BulléBAB) No. 107, which provides accounting, disales valuation and other guidance
related to share-based payment arrangements. Tinp&ty adopted the provisions of SFAS No. 123 (exl/i3004) and the guidance in SAB
No. 107 on January 1, 2006 and the net income ihgdadoption was immaterial. Since the Companypéetbthe recognition provisions
SFAS No. 123 as of January 1, 2002, the only expegognition change the Company made upon adoptiSRAS No. 123 (revised 2004)
was how it accounts for forfeitures. Historicaligrfeitures have not been significant.

Tax effects of income from domestic production actities . In December 2004, the FASB issued FSP No. 109-fppfiéation of FASB
Statement No. 10%ccounting for Income Taxesy the Tax Deduction Provided to U.S. Based Maatuifieers by the American Jobs Creation
Act of 2004,” which was effective upon issuancePR¥o. 109-1 clarifies that the new deduction foalfied domestic production activities
should be accounted for as a special deductionrisigaS No. 109, and not as a tax-rate reductiocalrse the deduction is contingent on
performing activities identified in the new tax law
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Management is currently reviewing various aspetthe@American Jobs Creation Act of 2004 (the 28@4), including proposed
regulations relating to the 2004 Act recently issbg the Internal Revenue Service. There are at tea provisions with potential implicatio
for HECO and its subsidiaries:

1. Manufacturing tax incentives for the productioretdctricity beginning in 2005. Taxpayers will bdeatd deduct a percentage (-
in 2005 and 2006, 6% in 2007 through 2009, and®20iL0 and thereafter) of the lesser of their djealiproduction activities
income or their taxable incom

2.  Generally for electricity sold and produced aft@tdber 22, 2004, the 2004 Act expands the incomertdit for electricity
produced from certain sources to include open-lmiomass, geothermal and solar energy, small iidggiower, landfill gas, trash
combustion and qualifying refined coal productianifities.

These provisions had no impact on HECO's consaitlaet income for 2005 and based on current egnatanagement expects that the
provisions will not have a significant impact on €@'s consolidated net income in the future, pendimther guidance from the Internal
Revenue Service.

Asset retirement obligations. In March 2005, the FASB issued FIN 47, “Accountfog Conditional Asset Retirement Obligations,” wiic
requires recognition of a liability for the fairlua of a legal obligation to perform asset-retiraetrectivities that are conditional on a future
event if the amount can be reasonably estimateel Cldimpany adopted the provisions of FIN 47 on Déxer81, 2005 and recorded an asset
retirement obligation of $0.3 million for estimatezmediation activities for certain transformerattbontain polychlorinated biphenyl
contaminated oil. The pro forma amounts of the tagtEement obligation, measured using informat@ssumptions, and interest rates as of
December 31, 2005, would have been $0.3 millioafd3ecember 31, 2004 and 2003.

The electric utilities own assets for which the faalue of the asset retirement obligation canmotdasonably determined because the
asset-retirement activities associated with thallegligation are contingent on future events whadtthis time, cannot be reasonably
determined. These assets include certain partpoWear plant and a fueli pipeline which may be required to be dismantipdn retirement «
another power plant. The electric utilities curhginitend to operate these assets for the foreseéatore and because of the indeterminate
retirement dates, are unable to reasonably estithatiir value of any legal obligations. The assétement obligation for these assets will be
recorded once the future events can be reasonatgyndined.

Accounting changes and error corrections In June 2005, the FASB issued SFAS No. 154, “ActiogriChanges and Error Correction$His
new standard replaces APB Opinion No. 20, “Accovqithanges,” and SFAS No. 3, “Reporting Accountignges in Interim Financial
Statements.” Among other changes, SFAS No. 154inegjthat a voluntary change in accounting prirecipé applied retrospectively so that all
prior period financial statements presented aredas the new accounting principle, unless it iprewticable to do so. SFAS No. 154 also
provides that (1) a change in method of depre@atinamortizing a long-lived nonfinancial assetlseounted for as a change in estimate
(prospectively) that was effected by a change @oanting principle, and (2) correction of errorgpieviously issued financial statements
should be termed a “restatement.” SFAS No. 154féctive for accounting changes and error corredtimade in fiscal years beginning after
December 15, 2005. Because the impact of adogtmgtovisions of SFAS No. 154 will be dependenfudare events and circumstances,
management cannot predict such impact.

Common stock splitOn April 20, 2004, the HEI Board of Directors apyped a 2-for-1 stock split in the form of a 100%c$taividend with a
record date of May 10, 2004 and a distribution déitdune 10, 2004. All share and per share infadonah the accompanying financial
statements and notes has been adjusted to réfeestdck split for all periods presented (unlesentise noted).

ReclassificationsCertain reclassifications have been made to pearg financial statements to conform to the 20@Sentation. For
example, assets and liabilities as of DecembeR@04 have been restated for the reclassificatioegilatory assets from “Regulatory
liabilities, net” to “Regulatory assets.”
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Electric utility

Regulation by the PUCThe electric utilities are regulated by the PUC andount for the effects of regulation under SFAS RL,

“Accounting for the Effects of Certain Types of Réggion.” As a result, the actions of regulatora adfect the timing of recognition of
revenues, expenses, assets and liabilities. Maragdmlieves HECO and its subsidiarieperations currently satisfy the SFAS No. 71 cidt

If events or circumstances should change so tlaethriteria are no longer satisfied, the electiiities expect that the regulatory assets would
be charged to income and the regulatory liabilitiesild be credited to income or refunded to ratepayin the event of unforeseen regulatory
actions or other circumstances, however, managebstisves that a material adverse effect on the amy's results of operations and
financial position may result if regulatory asdesse to be charged to expense without an offsettiedit for regulatory liabilities or if
regulatory liabilities are required to be refundedatepayers.

Accounts receivableAccounts receivable are recorded at the invoiceduann The electric utilities assess a late paymbatge on balances
unpaid from the previous month. The allowance forlatful accounts is the Company’s best estimate@amount of probable credit losses in
the Company’s existing accounts receivable. The @y adjusts its allowance on a monthly basis,dasdts historical write-off experience.
Account balances are charged off against the alioeafter collection efforts have been exhausteldtlas potential for recovery is considered
remote.

Contributions in aid of constructionThe electric utilities receive contributions fromstomers for special construction requirements. As
directed by the PUC, contributions are amortize@d atraight-line basis over 30 years as an offgainat depreciation expense.

Electric utility revenuesElectric utility revenues are based on rates aizbdry the PUC and include revenues applicabén&ygy consume
in the accounting period but not yet billed to tustomers. Revenues related to the sale of eneegyemerally recorded when service is
rendered or energy is delivered to customers. Hewekie determination of the energy sales to indial customers for billing purposes is
based on the reading of their meters, which oconra systematic basis throughout the month. Aetiteof each month, amounts of energy
delivered to customers since the date of the l&énreading are estimated and the correspondibgjethrevenue is estimated. This unbilled
revenue is estimated each month based on the neatdings in the beginning of the following monthgnthly generation volumes, estimated
customer usage by account, line losses and apldicabtomer rates based on historical values arrdmirate schedules. As of December 31,
2005, customer accounts receivable include unbdleetgy revenues of $91 million on a base of anrexanue of $1.8 billion. Revenue
amounts recorded pursuant to a PUC interim ordesabject to refund, with interest, pending a fioraler.

The rate schedules of the electric utilities inelwhergy cost adjustment clauses under which eleates are adjusted for changes in the
weighted-average price paid for fuel oil and cer@mponents of purchased power, and the relathauiats of company-generated power and
purchased power. In 2004 PUC decisions approviagelictric utilities’ fuel supply contracts, the @@ffirmed the electric utilities’ right to
include in their respective energy cost adjustnetanises the stated costs incurred pursuant torgsective new fuel supply contracts, to the
extent that these costs are not included in tlesipective base rates, and restated its intentieramine the need for continued use of energy
cost adjustment clauses in rate cases.

HECO and its subsidiariesperating revenues include amounts for variousmegdaxes. Revenue taxes are recorded as an expehs
year the related revenues are recognized. Payrtetits taxing authorities by HECO and its subsidmare based on the prior ye revenues.
For 2005, 2004 and 2003, HECO and its subsidiam#aded approximately $159 million, $136 millionc$123 million, respectively, of
revenue taxes in “operating revenues” and in “tagéger than income taxes” expense.

Repairs and maintenance cosRepairs and maintenance costs for overhauls ofrgng units are generally expensed as they argried.
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Allowance for funds used during construction (AFUDCAFUDC is an accounting practice whereby the cobtebt and equity funds used to
finance plant construction are credited on theestant of income and charged to construction ing@sgyon the balance sheet. If a project L
construction is delayed for an extended periodnoét AFUDC may be stopped.

The weightedaverage AFUDC rate was 8.5%, 8.6% and 8.7% in 2D084 and 2003, respectively, and reflected gusire®mpounding

Bank

Loans receivableAmerican Savings Bank, F.S.B. and subsidiaries (AS8te loans receivable at amortized cost lesaltbeance for loan
losses, loan origination fees (net of direct loagipnation costs), commitment fees and purchasmpmas and discounts. Interest on loans is
credited to income as it is earned. Premiums at@rad and discounts are accreted over the lith@loans using the interest method.

Loan origination fees (net of direct loan origimaticosts) are deferred and recognized as an adjosimyield over the life of the loan
using the interest method or taken into income wtherrelated loans are paid off or sold. Nonrefishelaommitment fees (net of direct loan
origination costs, if applicable) received for coitments to originate or purchase loans are defanet] if the commitment is exercised,
recognized as an adjustment of yield over thedifthe loan using the interest method. Nonrefunelabimmitment fees received for which the
commitment expires unexercised are recognizedcasria upon expiration of the commitment.

Loans held for sale, gain on sale of loans, and rtgage servicing rightsMortgage and educational loans held for sale atedtat the lower
of cost or estimated market value on an aggregatis bGenerally, the determination of market vadugased on the fair value of the loans. A
sale is recognized only when the considerationivedds other than beneficial interests in the tsseld and control over the assets is
transferred irrevocably to the buyer. Gains orésssn sales of loans are recognized at the tirsalefand are determined by the difference
between the net sales proceeds and the allocasesidiahe loans sold.

ASB capitalizes mortgage servicing rights (MSRsgwtlhe related loans are sold with servicing rigatained. The total cost of the
mortgage loans sold is allocated to the MSRs aadrthrtgage loans without the MSRs based on thiitive fair values at the date of sale. -
MSRs are included as a component of gain on sdeaas. The MSRs are amortized in proportion to @vel the estimated period of net
servicing income. Such amortization is reflectea @@mponent of revenues on the consolidated segtsnof income.

The MSRs are periodically reviewed for impairmeaséd on their fair value. The fair value of the MS®r the purposes of impairment,
is measured using a discounted cash flow analgsisdon market-adjusted discount rates and artédgaepayment speeds. Market sources
are used to determine prepayment speeds and retf@esvicing per loan.

ASB measures MSR impairment on a disaggregated based on certain risk characteristics includira Itype and note rate.
Impairment losses are recognized through a valnaiiowance for each impaired stratum, with anyeisged provision recorded as a
component of loan servicing fees included in ASB3ginterest income.

Allowance for loan lossesASB maintains an allowance for loan losses thaglieves is adequate to absorb estimated inhayss¢s on the
loan portfolio. The level of allowance for loan $es is based on a continuing assessment of exigksggin the loan portfolio, historical loss
experience, changes in collateral values and cucamditions (e.g., economic conditions, real estaarket conditions and interest rate
environment). Adverse changes in any of these factould result in higher charge-offs and providimnloan losses.

For commercial and commercial real estate loaniskaating system is used. Loans are rated basebeodegree of risk at origination
and periodically thereafter, as appropriate. ASB&dit review department performs an evaluatiothe§e loan portfolios to ensure compliance
with the internal risk rating system and timeline§sating changes. A loan is deemed impaired whisnprobable that ASB will be unable to
collect all amounts due according to the contrddarans of the loan agreement. The measuremenydéirment may be based on (i) the
present value of the expected future cash flowtk@impaired loan discounted at the loan’s origafédctive interest rate, (ii) the observable
market price of the impaired loan, or (iii) therfaalue of the collateral. For all loans securedénl estate, ASB measures impairment by
utilizing the fair value of the collateral; for @hloans, discounted cash flows are used to measparment. Losses from impairment are
charged to the provision for loan losses and irediith the allowance for loan losses.
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For the residential, consumer and homogeneous cociahkans receivable portfolios, the allowanceléan loss allocations are based
on historical loss ratio analyses.

ASB generally ceases the accrual of interest onsl@ehen they become contractually 90 days pasbdudien there is reasonable doubt
as to collectibility. Subsequent recognition okirst income for such loans is generally on thh oasthod. When, in management’s judgment,
the borrower’s ability to make periodic principaldainterest payments resumes, a loan not accrotegeist (nonaccrual loan) is returned to
accrual status. ASB uses either the cash or cost«eey method to record cash receipts on impawadd that are not accruing interest. While
the majority of consumer loans are subject to A§®cies regarding nonaccrual loans, certain gastconsumer loans may be charged off
upon reaching a predetermined delinquency statysnegafrom 120 to 180 days.

Management believes the allowance for loan lossadéquate. While management utilizes availabtaimtion to recognize losses on
loans, future adjustments may be required from tiont@me to the allowance for loan losses (e.g. uehanges in economic conditions,
particularly in the State of Hawaii) and actualulescould differ from management’s estimates, thede adjustments and differences could be
material.

Real estate acquired in settlement of loaASB records real estate acquired in settlemertarid at the lower of cost or fair value less
estimated selling expenses. ASB obtains appraisalsd on recent comparable sales to assist managenestimating the fair value of real
estate acquired in settlement of loans. Subsegleamtines in value are charged to expense througiuation allowance. Costs related to
holding real estate are charged to operationscasried.

Goodwill and other intangiblesGoodwill and intangible assets with indefinite ugdifves are tested for impairment at least anyudtitangible
assets with definite useful lives are amortizedrdiveir respective estimated useful lives to testimated residual values, and reviewed for
impairment in accordance with SFAS No. 144.

Goodwill . ASB’s $83.1 million of goodwill, which is the Compgs only intangible asset with an indefinite usefid, lis tested for impairme
annually in the fourth quarter using data as oft&mper 30. Since January 1, 2002, there has beenpairment of goodwill. The fair value of
ASB is estimated by an unrelated third party usingluation method based on a market approachhvwakes into consideration market val
of comparable companies, which are publicly traded, recent transactions of companies in the imgust

Amortized intangible assets.

2005

2004

Gross

Accumulated

Gross

Accumulated

h amortization ; amortization
December 31 carrying carrying
(in thousands) amount amount
Core deposit intangible $20,27¢ $ 16,93 $20,27¢ $ 15,20
Mortgage servicing right 11,66: 8,65( 11,74( 7,99¢
$31,93¢ $ 25,58. $32,01¢ $ 23,19¢
Changes in the valuation allowance for MSRs wer®kswvs:
(in thousands) 2005 2004 2003
Valuation allowance, January $701 $231¢ $2,21t
Provision (reversal of allowanc (359 4 101
Other than temporary impairme (135) (1,619 —
Valuation allowance, December $207 $ 701 $2,31¢

In 2005, 2004 and 2003, aggregate amortizationresgsewere $2.4 million, $3.2 million and $4.0 roitlj respectively.

The estimated aggregate amortization expense f& ASre deposit intangibles and MSRs for 2006,72@D08, 2009 and 2010 is
$2.2 million, $2.0 million, $0.4 million, $0.3 mitin and $0.3 million, respectively.
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Core deposit intangibles are amortized each yesgdan the greater of the actual attrition ratseuzh deposit base or the applicable rate
on the 10-year amortization table. Core deposdrigibles are reviewed for impairment based on #stimated fair value.

ASB capitalizes MSRs acquired through either thelpase or origination of mortgage loans for saleemuritization with servicing righ
retained. Changes in mortgage interest rates intpactalue of ASB’'s MSRs. Rising interest rateddgfty result in slower prepayment speeds
in the loans being serviced for others which insesahe value of MSRs, whereas declining intesssrtypically result in faster prepayment
speeds which decreases the value of MSRs and ges¢lae amortization of the MSRs. In 2005, 20042408, MSRs acquired through the
sale or securitization of loans held for sale ede$0.1 million, $0.4 million, and $1.2 million,seectively. Amortization expense for ASB’s
MSRs amounted to $0.7 million, $1.5 million, and3gillion for 2005, 2004 and 2003, respectivelyd are recorded in revenues on the
consolidated statements of income.

2 » Segment financial information

The electric utility and bank segments are stratbgsiness units of the Company that offer diffepgnducts and services and operate in
different regulatory environments. The accountintigies of the segments are the same as thoseilsledén the summary of significant
accounting policies, except that income taxes émhesegment are calculated on a “stand-alone” ldBikevaluates segment performance
based on income from continuing operations. The @omw accounts for intersegment sales and tranaeifghe sales and transfers were to
third parties, that is, at current market priceseisegment revenues consist primarily of intesest preferred dividends.

Electric utility

HECO and its wholly-owned operating subsidiarieE IO and MECO, are electric public utilities in thesiness of generating,
purchasing, transmitting, distributing and selleigctric energy on all major islands in Hawaii otttean Kauai, and are regulated by the PUC.
HECO also owns non-regulated subsidiaries: Renandaivaii, Inc. (RHI), which will invest in renewabénergy projects, and HECO Capital
Trust Ill, which is an unconsolidated financingignt

Bank

ASB is a federally chartered savings bank providirfgll range of banking services to individual dnginess customers through
branch system in Hawaii. ASB is subject to exaniamaand comprehensive regulation by the DepartroEfmteasury, Office of Thrift
Supervision (OTS) and the Federal Deposit Insur&arporation (FDIC), and is subject to reserve ieuents established by the Board of
Governors of the Federal Reserve System. ASB’sémse product sales activities, including thosedoated by ASB’s insurance agency
subsidiary, Bishop Insurance Agency of Hawaii, llace subject to regulation by the Hawaii Insura@Goenmissioner.

Other

“Other” includes amounts for the holding companies andrathlesidiaries not qualifying as reportable segmant intercompan
eliminations.
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(in thousands)

2005

Revenues from external custom

Intersegment revenues (eliminatio
Revenue:

Depreciation and amortizatic

Interest expens

Profit (loss)*
Income taxes (benefi

Income (loss) from continuing operatic
Capital expenditure
Assets (at December 31, 2005

2004
Revenues from external custom

Depreciation and amortizatic
Interest expens

Profit (loss)*
Income taxes (benefi

Income (loss) from continuing operatic
Capital expenditure
Assets (at December 31, 2004
2003
Revenues from external custom
Intersegment revenues (eliminatio
Revenue:
Depreciation and amortizatic

Interest expens

Profit (loss)*
Income taxes (benefi

Income (loss) from continuing operatic
Capital expenditure

Assets (at December 31, 2003

* Income (loss) from continuing operations beforeme taxes
** Includes net assets of discontinued operati

Electric Utility

Bank Other Total
$1,806,19: $ 387,91 $ 21,45¢  $2,215,56.
18€ — (18€) =
1,806,38. 387,91 21,27 2,215,56.
131,35( 10,06t 74€ 142,16
49,40 121,42¢ 25,90 196,73
117,42 104,85, (20,939 201,34
44,62 39,96¢ (10,69 73,90(
72,80: 64,88:  (10,24) 127,44
217,60 5,731 33t 223,67
3,081,461  6,835,33! 34,78:  9,951,57
$1,550,67 $ 364,28 $ 9,10:  $1,924,05
123,70( 17,04 781 141,52!
49,58t 112,78 27,58¢ 189,96:
130,65¢ 99,46¢ (29,909 200,21
49,47 58,40: (15,40 92,48(
81,17 41,060 (14,500 107,73¢
201,23 13,08t 332 214,65
2,879,611  6,766,50! 73,137  9,719,25
$1,396,68 $ 371,32( $ 13,31:  $1,781,31
2 — 2 —
1,396,68! 371,32( 13,31 1,781,31
118,79: 30,74¢ 85¢ 150,39¢
44,34 123,32 24,95; 192,61¢
128,73! 87,22( (33,540 182,41!
49,82 30,95¢ (16,416 64,36’
78,91 56,260 (17,129 118,04¢
146,96« 15,79¢ 12¢ 162,89:
2,687,790 6515200 104,69  9,307,70

Long-lived assets located in foreign countries as oftidtes and for the periods identified above wetemaierial.



Intercompany electric sales of the electric uébtto the bank and “other” segments are not elithbecause those segments would neec
to purchase electricity from another source ifére/not provided by consolidated HECO, the prafisach sales is nominal and the elimina
of electric sales revenues and expenses couldtdsgigment operating income and net income.

Bank fees that ASB charges the electric utility éotther” segments are not eliminated because teegments would pay fees to another
financial institution if they were to bank with aher institution, the profit on such fees is nonhismad the elimination of bank fee income and
expenses could distort segment operating incomeranishcome.
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3 « Electric utility subsidiary
Selected financial information
Hawaiian Electric Company, Inc. and Subsidiaries

Consolidated Statements of Income Data

Years ended December 31

(in thousands)
Revenues
Operating revenue
Other—nonregulatet

Expenses

Fuel oil

Purchased powe

Other operatiol

Maintenance

Depreciatior

Taxes, other than income ta»
Other- nonregulatet

Operating income from regulated and nonregulattigiges
Allowance for equity funds used during construct
Interest and other charg

Allowance for borrowed funds used during constut

Income before income taxes and preferred stockidids of HECC
Income taxe:

Income before preferred stock dividends of HE
Preferred stock dividends of HEC

Net income for common stoc¢

Consolidated Balance Sheet Data

December 31

(in thousands)

Assets

Utility plant, at cos
Property, plant and equipme
Less accumulated depreciati
Construction in progres

Net utility plant
Regulatory asse
Other

Capitalization and liabilities
Common stock equit

Cumulative preferred stock — not subject to mangatedemption, authorized 5,000,000 shares, $20 par
value (1,114,657 shares outstanding), and 7,00G68€es, $100 par value (120,000 shares outstgndi

dividend rates of 4.2-7.625%
Long-term debt, ne

2005 2004 2003
$1,801,71  $1,546,87'  $1,393,03:
4,67 3,79¢ 3,641
1,806,38  1,550,67.  1,396,68!
639,65 483,42 388,56
458,12( 398,83 368,07
172,96: 157,19 155,53
82,24 77,31 64,62
122,87( 114,92( 110,56(
167,29 143,83 130,67
1,547 1,24¢ 2,00t
1,644,68  1,376,76;  1,220,12
161,70 173,90 176,56t
5,10¢ 5,79¢ 4,267
(50,329 (50,509 (52,93
2,02( 2,54z 1,91¢
118,50 131,73 129,81
44,62 49,47¢ 49,82
73,88: 82,25 79,99;
1,08( 1,08( 1,08(
$ 72,80: $ 81,177 $ 78,91
2005 2004
$3,782,561  $ 3,606,90:
(1,456,53)  (1,361,70)
147,75 102,94
2,473,78. 2,348,15.
110,71¢ 108,63(
496,95 422,83:
$3,081,461  $2,879,61!
$1,039,25  $1,017,10.
34,29: 34,29:
765,99 752,73




Total capitalizatior 1,839,54! 1,804,13:
Shor-term borrowings from nonaffiliates and affilie 136,16! 88,56¢
Deferred income taxe 208,37« 189,19¢
Regulatory liabilities 219,20« 197,08¢
Contributions in aid of constructic 256,26: 235,50!
Other 421,90 365,12¢

$ 3,081,46! $2,879,61!
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Regulatory assets and liabilitieIn accordance with SFAS No. 71, HECO and its subses’ financial statements reflect assets, litibg,
revenues and expenses based on current cost-lzsedaking regulations. Their continued accountinder SFAS No. 71 generally requires
that rates are established by an independent;plairy regulator; rates are designed to recovecdsés of providing service; and it is
reasonable to assume that rates can be charged tmbected from customers. Management believeS®I&Nd its subsidiaries’ operations
currently satisfy the SFAS No. 71 criteria. If eteenr circumstances should change so that thosgiarare no longer satisfied, the electric
utilities expect that the regulatory assets woddharged to income and the regulatory liabilitieaild be credited to income or refunded to
ratepayers. In the event of unforeseen regulatctigres or other circumstances, however, managebsigves that a material adverse effect on
the Company’s results of operations and finanadsition may result if requlatory assets have talerged to expense without an offsetting
credit for regulatory liabilities or if regulatotiabilities are required to be refunded to ratepaye

Regulatory liabilities represent amounts includedates and collected from ratepayers for costeeeg to be incurred in the future. For
example, the regulatory liability for cost of renabin excess of salvage value represents amoustthiéive been collected from ratepayers for
costs that are expected to be incurred in the duturetire utility plant. Regulatory assets represieferred costs expected to be fully recovered
through rates over PUC authorized periods. GenyetdECO and its subsidiaries do not earn a retartheir regulatory assets, however, they
have been allowed to accrue and recover intereit@nregulatory assets for integrated resouraarphg costs. Noted in parenthesis are the
original PUC authorized amortization or recoveryi@#s and the remaining amortization or recovenyqus as of December 31, 2005, if
different. Regulatory liabilities were as follows:

December 31 2005 2004

(in thousands)
Cost of removal in excess of salvage value (1 tgeg0s) $217,490 $197,08!
Other (5 years; 2 to 5 yeal 1,711 —

$219,20: $197,08¢

Regulatory assets were as follows:

December 31 2005 2004

(in thousands)

Income taxes, net (1 to 36 yea $ 70,74 $ 68,78(
Postretirement benefits other than pensions (1&y&ayears 12,52¢ 14,31¢
Unamortized expense and premiums on retired debeguity issuances (11 to 30 years; 1 to 23 y¢ 16,08 15,50¢
Integrated resource planning costs, net (1 y 2,39¢ 1,554
Vacation earned, but not yet taken (1 ¢ 5,66¢ 5,011
Other (1 to 20 years 3,30z 3,45¢

$110,71¢ $108,63(

Cumulative preferred stockl’he cumulative preferred stock of HECO and its gliges is redeemable at the option of the respecompany
at a premium or par, but none is subject to mamgagmlemption.

Major customersHECO and its subsidiaries received approximatef 1$176 million), 10% ($148 million) and 10% ($186llion) of their
operating revenues from the sale of electricityddous federal government agencies in 2005, 20042803, respectively.

Commitments and contingencies

Fuel contracts. HECO and its subsidiaries have contractual agreeserpurchase minimum quantities of fuel oil amnekdl fuel through
December 31, 2014 (at prices tied to the markeeprof petroleum products in Singapore and Los kesyeBased on the average price per
barrel as of January 1, 2006, the estimated casiirmimum purchases under the fuel supply contriac642 million each year for 2006 and
2007, $543 million for 2008, $542 million each yéar 2009 and 2010 and a total of $2.2 billion fiee period 2011 through 2014. The actual
cost of purchases in 2006 could vary substantfediyn this estimate as a result of changes in maikeés, quantities actually purchased and/or
other factors. HECO and its subsidiaries purch&6&2 million, $490 million and $390 million of fuehder contractual agreements in 2005,
2004 and 2003, respectively.
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Power purchase agreements (PPAsAs of December 31, 2005, HECO and its subsididragssix firm capacity PPAs for a total of 540 MW
of firm capacity. Of the 540 MW of firm capacity der PPAs, approximately 91% is under PPAs with AEe8vaii, Inc. (PPA executed in
March 1988), Kalaeloa Partners, L.P. (October 1988makua Energy Partners, L.P. (October 1997)Palwer (March 1986). The primary
business activities of these six IPPs are the g¢inerand sale of power to the electric utilitiead municipal waste disposal in the case of
HPower). Purchases from these six IPPs and alf tftis totaled $458 million, $399 million and $3&8lion for 2005, 2004 and 2003,
respectively. The PUC allows rate recovery for ggemd firm capacity payments to IPPs under thgseesnents. Assuming that each of the
agreements remains in place for its current terchthe minimum availability criteria in the PPAs anet, aggregate minimum fixed capacity
charges are expected to be approximately $118omiifi 2006, $121 million in 2007, $119 million 0@, $116 million in 2009, $119 million
in 2010 and a total of $1.3 billion in the periodrh 2011 through 2030.

In general, HECO and its subsidiaries base thgimeats under the PPAs upon available capacity aatyg and they are generally not
required to make payments for capacity if the aigd capacity is not available, and paymentseateaed, under certain conditions, if
available capacity drops below contracted levelgdneral, the payment rates for capacity have pesdetermined for the terms of the
agreements. Energy payments will vary over the sesfrthe agreements. HECO and its subsidiariesgrasbanges in the fuel component of
the energy charges to customers through the ermegjyadjustment clause in their rate schedules.®Bad its subsidiaries do not operate, or
participate in the operation of, any of the faihtthat provide power under the agreements. fttee facilities does not pass to HECO or its
subsidiaries upon expiration of the agreements tlam@greements do not contain bargain purchasensgor the facilities.

Interim increases. As of December 31, 2005, HECO and its subsididraabrecognized $32 million of revenues with respeabterim orders
regarding certain integrated resource planningscaisti an Oahu general rate increase, which revemaesbject to refund, with interest, if and
to the extent they exceed the amounts allowechad firders.

HELCO power situation .

Historical contex!. In 1991, HELCO began planning to meet increasettrédegeneration demand forecast for 1994. It ptahto install at it
Keahole power plant two 20 megawatt (MW) combustiobhines (CT-4 and CT-5), followed by an 18 MW tescovery steam generator (ST-
7), at which time these units would be converted & MW (net) dual train combined-cycle unit. imdary 1994, the PUC approved
expenditures for CT-4. In 1995, the PUC allowed KELto pursue construction of and commit expendétfioe CT-5 and ST-7, but noted that
such costs are not to be included in rate basktbhatproject is installed and “is used and us&fulitility purposes.”

Status. Installation of CT-4 and CT-5 was significantlgldyed as a result of land use and environmentaliieng delays and related
administrative proceedings and lawsuits. Howeve2d03, the parties opposing the plant expansiojegtr (other than Waimana Enterprises,
Inc. (Waimana), which did not participate in thélsenent discussions and opposes the settlemetatjeehinto a settlement agreement with
HELCO and several Hawaii regulatory agencies, ithehnin part to permit HELCO to complete CT-4 and&{Settlement Agreement).
Subsequently, CT-4 and CT-5 were installed andrgatlimited commercial operation in May and Ju@®2, respectively. The BLNR'’s
construction deadline of July 31, 2005 has been Nate mitigation equipment has been installecCdn4 and CT-5 and the need for
additional noise mitigation work for CT-5 (not redng any further construction) is being examinedhsure compliance with the night-time
noise standard applicable to the plant. Currehtfyl CO can operate the generating units at Keal®oleguired to meet its system needs.

Currently, four appeals to the Hawaii Supreme Cby?Waimana have been briefed and are awaitingideciThese are appeals to
judgments of the Third Circuit Court involving @iapcating of a November 2002 Final Judgment whiahhredted construction; (ii) the Board
Land and Natural Resources (BLNR) 2003 construgtiemiod extension; (iii) the BLNR’s approval of@vpcable permit allowing HELCO to
use brackish well water as the primary source déwnfar operating the Keahole plant; and (iv) appéaow consolidated) by Waimana and
another party of judgments upholding the BLNR'srappl of the long-term lease allowing HELCO to bsackish well water. In the third
appeal, additional briefs were filed on July 1502@n the question of whether the appeal is moargihe granting by the BLNR of a long-
term water lease allowing HELCO to use brackishewdtull implementation of the
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Settlement Agreement is conditioned on obtaininglftispositions of all litigation pending at thmé of the Settlement Agreement. If the
remaining dispositions are obtained, as HELCO keBehey will be, then HELCO must undertake a nunalb@ctions under the Settlement
Agreement, including expediting efforts to obtdie permits and approvals necessary for installatfdiT-7 with selective catalytic reduction
emissions control equipment, assisting the DepartmieHawaiian Home Lands in installing solar wateating in its housing projects,
supporting the Keahole Defense Coalition’s pardtigm in certain PUC cases, and cooperating withhimrs and community groups
(including a Hot Line service). Some of these awtibave already commenced.

In November 2003, HELCO filed a boundary amendnpetition (to reclassify the Keahole plant site froonservation land use to urban
land use) with the State Land Use Commission, whiak approved in October 2005. HELCO's plans for7Sre progressing, but
construction cannot start until HELCO obtains Cgueizoning to a “General Industrial” classificatiand obtains the necessary permits. The
application for rezoning was filed with the CouimyNovember 2005. In January 2006, the County Rl@n@ommission recommended
approval of the rezoning to the County Council.tRer action by the County Council is pending.

Costs incurred; managemeéstevaluation As of December 31, 2005, HELCO's capitalized sasturred in its efforts to put CT-4 and CT-5
into service and to support existing units (exahgd¢osts for pre-air permit facilities) amountedappproximately $110 million, including $43
million for equipment and material purchases, $4lfion for planning, engineering, permitting, sievelopment and other costs and $20
million for AFUDC up to November 30, 1998, after iath date management decided not to continue agARUDC. The $110 million of
costs was reclassified from construction in progtesplant and equipment in 2004 and 2005 and digtesl beginning January 1 of the year
following the reclassification.

Management believes that the prospects are godththaemaining Settlement Agreement conditions bélsatisfied and that any further
necessary permits will be obtained and that thealgpwill be favorably resolved. However, HELG®@lectric rates will not change specifici
as a result of including CT-4 and CT-5 in plant agdipment until HELCO files a rate increase agian and the PUC grants HELCO rate
relief. In December 2005, HELCO notified the PU@tth intends to file a request for an electrieraicrease in spring 2006 in part to recover
CT-4 and CT-5 costs. While management believesnbatdjustment to costs incurred to put CT-4 anebGiito service is required as of
December 31, 2005, if it becomes probable thaPtH€ will disallow some or all of the incurred cogis rate-making purposes, HELCO may
be required to write off a material portion of thests.

East Oahu Transmission Project (EOTP) HECO transmits bulk power to the Honolulu/East Oalea over two major transmission corric
(Northern and Southern). HECO had planned to coatsér partial underground/partial overhead 138vkilo(kV) line from the Kamoku
substation to the Pukele substation, which sergpso&imately 16% of Oahu’s electrical load, inclugliwaikiki, in order to close the gap
between the Southern and Northern corridors andigea third transmission line to the Pukele sulmtabut an application for a permit whi
would have allowed construction in the originallpqmed route through conservation district lands denied in June 2002.

HECO continues to believe that the proposed rdifglgiroject (the East Oahu Transmission Projext)éeded. In December 2003, HE
filed an application with the PUC requesting appide commit funds (currently estimated at $57 imil] see costs incurred below) for a
revised EOTP using a 46 kV system. In March 2004 ,RUC granted intervenor status to an environrhenganization and three elected
officials (collectively treated as one party), anthore limited participant status to four commuwitganizations. The environmental review
process has been completed and the PUC issuedliadrof No Significant Impact in April 2005. Subjgo PUC approval, HECO plans to
construct the revised project, none of which isanservation district lands, in two phases, culygmjected for completion in 2007 and 2009.

As of December 31, 2005, the accumulated costsdeddor the EOTP amounted to $26 million, inclgd#$12 million of planning and
permitting costs incurred prior to 2003, when HE®&» denied the approval necessary for the panidérground/partial overhead 138 kV
line, $3 million of planning and permitting costeurred after 2002, and $11 million for AFUDC. hetwritten testimony filed in June 2005,
the Consumer Advocate’s consultant contended tE&Z® should always have planned for a project usitlg the 46 kV system and
recommended that HECO be required to expense thenfilion incurred before 2003, and the related AFUof $5 million. In rebuttal
testimony filed in August 2005, HECO contesteddbasultant's recommendation, emphasizing that thgnally proposed 138 kV line would
have been a more comprehensive and robust solatitre transmission
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concerns the project addressed. The PUC held demtiary hearing on HECQO'’s application in Novemb@®d5. Just prior to the evidentiary
hearing, the PUC approved that part of a stiputatietween HECO and the Consumer Advocate thaptbiseeding should determine whether
HECO should be given approval to expend fundsHerBOTP provided that no part of the EOTP costs bbeasecovered from ratepayers un
and until the PUC grants HECO recovery in a rage¢avhich is consistent with other projects), dmat the issue as to whether the pre-2003
planning and permitting costs, and related AFUD®@ud be included in the project costs is reseteednd may be raised in, the next HECO
rate case (or other proceeding). Management balieoeadjustment to project costs is required d&eakember 31, 2005. However, if it
becomes probable that the PUC will disallow somalloof the incurred costs for rate-making purpo$#sCO may be required to write off a
material portion or all of the project costs in@gin its efforts to put the project into servickather or not it is completed.

State of Hawaii, ex rel., Bruce R. Knapp, Qui Tam Ruintiff, and Beverly Perry, on behalf of herself ad all others similarly situated,
Class Plaintiff, vs. The AES Corporation, AES Hawdij Inc., HECO and HEI . In April 2002, HECO and HEI were served with an ached
complaint filed in the First Circuit Court of Hawaileging that the State of Hawaii and HECO's otbestomers had been overcharged for
electricity by over $1 billion since September 12R@ to alleged excessive prices in the Pagproved amended PPA between HECO and
Hawaii. The PUC proceedings in which the amendetl W&s approved addressed a number of issues, ingluchether the terms and
conditions of the PPA were reasonable.

As a result of rulings by the First Circuit Count2003, all claims for relief and causes of actiothe amended complaint were dismis:
In October 2003, plaintiff Beverly Perry filed atioe of appeal to the Hawaii Supreme Court andritermediate Court of Appeals, on the
grounds that the Circuit Court erred in its reliamn the doctrine of primary jurisdiction and th&tste of limitations. On July 16, 2004, the
Supreme Court retained jurisdiction of the appesthér than assign the appeal to the Intermediatet©f Appeals) and a decision is pending.
In the opinion of management, the ultimate dispasiof this matter will not have a material advee$iect on the Company’s or HECO's
consolidated financial position, results of opemasi or liquidity.

Environmental regulation . HEI and its subsidiaries are subject to environm@datvs and regulations that regulate the operaifaxisting
facilities, the construction and operation of newilities and the proper cleanup and disposal pafdous waste and toxic substances.

HECO, HELCO and MECO, like other utilities, periodily identify petroleum or other chemical releaggs the environment associated
with current operations and report and take aatiothese releases when and as required by ap@itzabland regulations. Except as otherwise
disclosed herein, the Company believes the cogtsspbnding to its subsidiaries’ releases idemtif@edate will not have a material adverse
effect, individually and in the aggregate, on tler®any’s or consolidated HECO's financial stateraent

Additionally, current environmental laws may reg@uHEl and its subsidiaries to investigate whetbérases from historical operations
may have contributed to environmental impacts, arre appropriate, respond to such releases,ieth@y were not inconsistent with law or
standard industrial practices prevailing at thestimhen they occurred. Such releases may invoha\aige impacts contributed to by multiple
potentially responsible parties.

Honolulu Harbor investigatiorin 1995, the Department of Health of the State afvdii (DOH) issued letters indicating that it hdéritified a
number of parties, including HECO, who appeareldet@otentially responsible for historical subsuef@etroleum contamination and/or
operated their facilities upon petroleum-contarmaddand at or near Honolulu Harbor in the Iwilestdict of Honolulu. Certain of the identified
parties formed a work group to determine the natuek extent of any contamination and appropriagparse actions, as well as identify
additional potentially responsible parties (PRF&e U.S. Environmental Protection Agency (EPA) lmeeanvolved in the investigation in
June 2000. Later in 2000, the DOH issued noticeslthtional PRPs. The parties in the work group sorde of the new PRPs (collectively, the
Participating Parties) entered into a joint defesngeeement and signed a voluntary response agreaviterthe DOH. The Participating Parties
agreed to fund investigative and remediation waikg an interim cost allocation method (subjea famal allocation) and have organized a
limited liability company to perform the work.

Since 2001, subsurface investigation and assessraeatbeen conducted and several preliminary oibral tasks have been performed
at the Iwilei Unit in accordance with notices ofdrest issued by the EPA and DOH. Currently, th¢i¢haating Parties are preparing
Remediation Alternatives Analyses, which will idéntand
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recommend remedial approaches. HECO routinely miaigits facilities and has investigated its operatin the Iwilei area and ascertained
that they are not releasing petroleum.

In 2001, management developed a preliminary estimBHECO’s share of costs for continuing invegtigawork, remedial activities
and monitoring at the Iwilei Unit of approximate$y.1 million (which was expensed in 2001 and ofalit$0.6 million has been incurred
through February 28, 2005). Because (1) the fulpecand extent of additional investigative workneelial activities and monitoring are
unknown at this time, (2) the final cost allocatimethod among the PRPs has not yet been determinte(8) management cannot estimate the
costs to be incurred (if any) for the sites otlramntthe Iwilei Unit (including its Honolulu powelgmt site), the cost estimate may be subject to
significant change and additional material invesiige and remedial costs may be incurred.

Regional Haze Rule amendmeiln June 2005, the EPA finalized amendments to the1P99 Regional Haze Rule that require emission
controls known as best available retrofit techngl(BART) for industrial facilities emitting air phitants that reduce visibility in National Pa
by causing or contributing to regional haze. Statest develop BART implementation plans and schesdii accordance with the amended
regional haze rule by December 2007. After Hawadigs its plan, HECO, MECO and HELCO will evaluite impacts, if any, on them. If
any of the utilities’ units are ultimately requiredinstall post-combustion control technologiesneet BART emission limits, the capital and
operations and maintenance costs could be significa

Clean Water ActSection 316(b) of the federal Clean Water Act reggithat the EPA ensure that existing power plaatiog water intake
structures reflect the best technology availabtenfmimizing adverse environmental impacts. EffeetSeptember 9, 2004, the EPA issued a
new rule, which establishes location and technologsed design, construction and capacity standara@sisting cooling water intake
structures. These standards will apply to HECO’e&kaVaiau and Honolulu generating stations unlesaitility can demonstrate that at each
facility implementation of these standards willuksn very high costs or little environmental béheHECO has until March 2008 to make this
showing or demonstrate compliance. HECO has redaarneonsultant to develop a cost effective compkastrategy and a preliminary
assessment of technologies and operational meas$tE€X0 is developing a monitoring program and plangerform a cost-benefit analysis to
demonstrate that HECO'’s existing intake systemg mawmimal environmental impacts, which demonstratimuld exempt HECO from the
standards. Concurrently, HECO will evaluate altémeacompliance mechanisms allowed by the rule,esofrwhich could entail significant
capital expenditures to implement.

Collective bargaining agreements Approximately 58% of the electric utilities’ emplegs are members of the International Brotherhood of
Electrical Workers, AFL-CIO, Local 1260, Unit 8, igh is the only union representing employees ofGbenpany. The current collective
bargaining and benefit agreements cover a fourdgzar, from November 1, 2003 to October 31, 200, provide for non-compounded wage
increases (3% on November 1, 2003; 1.5% on Noverhh2004, May 1, 2005, November 1, 2005 and Ma&0D06; and 3% on November 1,
2006).

Limited insurance . HECO and its subsidiaries purchase insurance cgesr® protect themselves against loss of or daneetleir properties
and against claims made by third-parties and enggleyHowever, the protection provided by such mste is limited in significant respects
and, in some instances, there is no coverage. HHEQCO and MECOQO's overhead and underground trarsarisand distribution systems
(with the exception of substation buildings andteais) have a replacement value roughly estimatg8 hillion and are uninsured. Similarly,
HECO, HELCO and MECO have no business interrugtisnrance. If a hurricane or other uninsured cedphic natural disaster should occ
and if the PUC were not to allow the utilities exover from ratepayers restoration costs and reselost from business interruption, their
results of operations and financial condition cdoddmaterially adversely impacted. Also, certaBuiance has substantial “deductibles”, limits
on the maximum amounts that may be recovered acldsans or limitations of coverage for claims tetato certain perils. If a series of los
occurred, such as from a series of lawsuits irothd@ary course of business, each of which wergestibo the deductible amount, or if the
maximum limit of the available insurance were sahstlly exceeded, HECO, HELCO and MECO could irlosses in amounts that would
have a material adverse effect on its results efatpns and financial condition.
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4 « Bank subsidiary
Selected financial information
American Savings Bank, F.S.B. and Subsidiaries

Consolidated Statements of Income Data

Years ended December 31

(in thousands)

Interest and dividend income

Interest and fees on loa

Interest on mortgac-related securitie
Interest and dividends on investment secur

Interest expense

Interest on deposit liabilitie

Interest on Federal Home Loan Bank advai

Interest on securities sold under agreements tarcapse

Net interest income
Provision (reversal of allowance) for loan los

Net interest income after provision (reversal of dbwance) for loan losse

Noninterest income

Fees from other financial servic

Fee income on deposit liabiliti

Fee income on other financial produ
Gain (loss) on sale of securiti

Other income

Noninterest expenst
Compensation and employee bene
Occupancy

Equipment

Services

Data processin

Office supplies, printing and posta
Marketing

Communicatior

Other expens

Income before minority interests and income taxe
Minority interests
Income taxe:

Income before preferred stock dividends
Preferred stock dividenc

Net income for common stock
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2005 2004 2003
$205,08: $184,77: $198,94¢
121,84 116,47 107,49
4,07 5,87¢ 6,38¢
331,006 307,12( 312,82
52,06c  47,18:  53,80¢
44,69¢ 43,300  48,28(
24,66:  22,30. 21,23
121,42¢ 112,787 123,32
209,58,  194,33. 189,50
(3,100 (8,400 3,07¢
212,68,  202,73. 186,42
2579C  2356( 22,81
16,98¢  17,82( 16,97
9,05¢ 10,18 9,92(
175 (70) 4,08t
4,89( 5,67( 4,69¢
56,90.  57,16:  58,49;
69,08:  6505. 65,80t
17,058 16,99¢  16,57¢
13,72:  13,75¢ 13,96’
15,46¢ 12,861 12,52
10,59¢  11,79¢  10,66¢
4,44 4,69¢ 4,85(
3,81¢ 3,981 3,97¢
3,47¢ 2,87¢ 4,07:
27,02¢ 22,897 19,72
164,68 154,92  152,16¢
104,90:  104,97: 92,75t
45 97 124
39,96¢ 5840  30,95¢
64,887  46,47:  61,67:
4 5,411 5,411
$ 64,88: $ 41,060 $ 56,26
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Consolidated Balance Sheet Data

December 31 2005 2004

(in thousands)

Assets

Cash and equivalen $ 150,13C $ 120,29
Federal funds sol 57,43¢ 41,49!
Available-for-sale investment and mortgerelated securitie 2,629,35! 2,953,37.
Investment in stock of Federal Home Loan Bank aftthe 97,76¢ 97,36¢
Loans receivable, ni 3,566,83. 3,249,19.
Other 244,44 213,52¢
Goodwill and other intangible 89,37¢ 91,26:

$6,835,33"  $6,766,50!

Liabilities and stockholders’ equity

Deposit liabilitie—noninteres-bearing $ 624,490 $ 558,95¢
Deposit liabilitie—interes-bearing 3,932,92. 3,737,21.
Securities sold under agreements to repurc 686,79: 811,43t
Advances from Federal Home Loan B¢ 935,50( 988,23:
Other 98,18¢ 110,93t
6,277,90; 6,206,77!

Minority interests — 3,41¢
Common stocl 321,53t 320,50:
Retained earning 272,54! 243,00:
Accumulated other comprehensive i (36,65() (7,199
557,43: 556,31:

$6,835,33!  $6,766,50!

Investment and mortgac-related securitiesSASB owns one investment security (a federal ageftigation), private-issue mortgage-related
securities and mortgage-related securities issyadébFederal National Mortgage Association (FNMPBéderal Home Loan Mortgage
Corporation (FHLMC) and Government National Mortgagssociation (GNMA). As of December 31, 2005, ASBVailable-for-sale federal
agency obligation had a contractual due date ineNther 2008. Contractual maturities are not preddioremortgagerelated securities becat
these securities are not due at a single matuaity. dExpected maturities will differ from contraatmaturities because borrowers have the |
to prepay the underlying mortgages.

ASB obtains market prices for the investment andtigage-related securities from a third party finahservices provider. The prices of
these securities may be influenced by factors ssamarket liquidity, corporate credit consideragiofithe underlying collateral, the levels of
interest rates, expectations of prepayments aralidsf limited investor base, market sector coreamd overall market psychology. Adverse
changes in any of these factors may result in ewfdit losses.
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December 31, 2005

(dollars in thousands)

Available-for-sale

Investment securi-federal

agency obligatiol

Mortgage-related securities
FNMA, FHLMC and

GNMA
Private issut

December 31, 2004

(dollars in thousands)

Available-for-sale

Investment security-federal

agency obligatiol

Mortgage-related securities
FNMA, FHLMC and

GNMA
Private issut

December 31, 2003

(dollars in thousands)

Available-for-sale

Investment security-federal

agency obligatiol

Mortgage-related securities
FNMA, FHLMC and

GNMA
Private issut

Gross unrealized losses

Less than 12 months 12 months or longer

Gross Gross
unrealized unrealized
Amortized Estimated Count Count
cost gains losses fair value Fair Value Amount Fair Value Amount
$ 24968 $ — $ (539 $ 2443 — $ — $ — 1 $ 2443 $ (539

2,230,270 348: (57,319 2,176,440 68 664,60t (9,774 147 1738521 (47,54)
434,67 145 (6,347 428,47 22 26227 (3,17 10 12533 (3,167

$2,689,91! $ 3,627 $(64,19) $2,629,35: 90 $926,88! $(12,949 15& $1,534,98 $(51,24)

Gross unrealized losse

Less than 12 months 12 months or longer

Gross Gross
unrealized unrealized
Amortized Estimated Count Count
cost gains losses fair value Fair Value Amount Fair Value Amount
$ 2495 $ — % (88) $ 24,86t 1 $ 2486 $ 8 — $ — $ —

2,544,020 11,55¢ (19,53 2,536,041 97 1,34596. (10,30f 35 389,48{ (9,23
393,51¢ 1,065 (2,114 39246 9  169,37¢ (1,199 13 63,64 (915)

$2,962,49: $12,62. $(21,74() $2,953,37. 107 $1,540,201 $(11,59) 48 $453,130 $(10,14)

Gross unrealized losses

Less than 12 months 12 months or longer

Gross Gross
unrealized unrealized
Amortized Estimated Count Count Fair
cost gains losses fair value Fair Value Amount Value Amount
$ 4983 $ 172 $ — $ 50,008 — % —  $ — - $ — $ —

2,359,39: 21,65 (16,41) 2,364,63 79 1,267,555 (16,41) — — —
306,58: 1,59t (6,197  301,98: 7 88,15¢ (1,339 30 88,517 (4,85%

$2,715,81. $23,41¢ $(22,60) $2,716,62. 86 $1,35571 $(17,750 30 $88,517 $(4,85¢)

As of December 31, 2005, 2004 and 2003, ASB’s immest in stock of the FHLB of Seattle was carriedast because it can only be
redeemed at par and it is a required investmertdas measurements of ASB’s capital, assets abdfoowing levels.
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In 2005, 2004 and 2003, proceeds from sales ofablaifor-sale mortgage-related securities wererf2Bon, $45 million and
$243 million resulting in gross realized gains 6fZmillion, $0.2 million and $4.2 million and gmeealized losses of nil, $0.3 million and
$0.1 million, respectively.

ASB pledged mortgage-related securities with ayiagrvalue of approximately $191 million and $128lion as of December 31, 2005
and 2004, respectively, as collateral to securdipfunds and deposits in ASB’s treasury, tax, &rah account with the Federal Reserve Bank
of San Francisco. As of December 31, 2005 and 20@4tgage-related securities with a carrying vati$800 million and $919 million,
respectively, were pledged as collateral for s¢iesrsold under agreements to repurchase.

All securities in the ASB portfolio are investmemade bonds issued by FNMA, FHLMC, GNMA, or non{agyeissuers. The noagenc)
bonds are collateralized by mortgage loan poolsutiide credit support structures that provide skeeurities with an investment grade rating.
ASB has evaluated and determined that as of Deae®ih@005 and 2004, all securities in the portfelith unrealized losses are not other-
thantemporarily impaired and these losses have not eduded in earnings but instead have been incluaea net basis in AOCI. Unreali:
losses are primarily the result of changes in @derates and market sentiment regarding spes#igeis or sectors. Based on agency guarantee
and credit support structures, management expaltizafyment of principal and interest on all bonuhéil maturity or call date. Management
intends and believes it has the ability to holdsalturities with unrealized losses until there is@very of fair value up to the amortized cos
its investment.

Loans receivable

December 31 2005 2004

(in thousands)
Real estate loar

One-to-four unit residential and commerc $2,844,34  $2,690,52
Construction and developme 241,31 202,46¢
3,085,65! 2,892,99.

Consumer loan 248,63! 223,74¢
Commercial loan 412,81t 310,99¢
3,747,10! 3,427,73!

Undisbursed portion of loans in proct (140,279 (132,21)
Deferred fees and discounts, including net purchaseunting discoun (22,089 (21,229
Allowance for loan losse (30,59H (33,85)
Loans held for investmel 3,554,15. 3,240,44
Loans held for sal 12,68: 8,74¢

$3,566,83:  $3,249,19

As of December 31, 2005, ASB had impaired loaralittg $20.5 million, which consisted of $4.3 milli@f commercial real estate loans
and $16.2 million of commercial loans. As of DecemB1, 2004, ASB had impaired loans totaling $2dillion, which consisted of
$5.6 million of commercial real estate loans an8l.$million of commercial loans. As of December 2005 and 2004, impaired loans totaling
$0.3 million and $1.2 million, respectively, hadated allowances for loan losses of $0.1 milliod 0.2 million, respectively. As of
December 31, 2005 and 2004, ASB had $20.2 millimh$22.9 million of impaired loans, respectively;, Which there were no related
allowances for loan losses. ASB realized $1.4 onilli$1.3 million and $1.7 million of interest inceron impaired loans in 2005, 2004 and
2003, respectively. The average balances of imgddr@ns during 2005, 2004 and 2003 were $20.8amill$20.2 million and $22.5 million,
respectively.

As of December 31, 2005 and 2004, ASB had nonatandarenegotiated loans of $7.3 million and $Iillion, respectively.

ASB realized $0.1 million, $0.4 million and $0.1lloin of interest income on nonaccrual loans in 20004 and 2003 respectively. If
these loans would have earned interest in accoedaith their original contractual terms ASB woula\ve realized $0.5 million, $0.6 million
and $0.5 million in 2005, 2004 and 2003, respebtiveSB had no loans that were 90 days or more ghaston which interest was being
accrued as of December 31, 2005 and 2004.

As of December 31, 2005 and 2004, commitmentseftaated in the consolidated balance sheets cedsigtcommitments to originate
loans, other than the undisbursed portion of loamsocess, of $76 million and $42 million, respeely. Commitments to extend credit are
agreements to lend to a customer as long as thee i
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violation of any condition established in the cortménts. Commitments generally have fixed expiratiates or other termination clauses and
may require payment of a fee. Since certain otthramitments are expected to expire without beirgvdrupon, the total commitment
amounts do not necessarily represent future caglireanents. ASB minimizes its exposure to loss utigese commitments by requiring that
customers meet certain conditions prior to disimgréiinds. The amount of collateral, if any, is lthea a credit evaluation of the borrower and
may include residential real estate, accounts vabég, inventory, and property, plant, and equipmen

As of December 31, 2005 and 2004, ASB had commitsniensell residential loans of $2.5 million and3illion, respectively. The
loans are included in loans held for sale or regresommitments to make loans at an interest gtprior to funding (rate lock commitments).
Rate lock commitments guarantee a specified inteags for a loan if ASB’s underwriting standards anet, but do not obligate the potential
borrower. Rate lock commitments on loans intendegket sold in the secondary market are derivatisguments, but have not been designated
as hedges. Rate lock commitments are carriedratdhie and adjustments are recorded in “Othermred with an offset on the balance sheet
in “Other” liabilities. As of December 31, 2005tedock commitments were made on loans totaling #tillion. As of December 31, 2004,
there were no rate lock commitments made on loabg theld for sale. To offset the impact of charigesarket interest rates on the rate lock
commitments on loans held for sale, ASB utilizesrsterm forward sale contracts. Forward sale @mtsrare also derivative instruments, but
have not been designated as hedges, and thus angeshin fair value are also recorded in “Otheotine,” with an offset on the balance sheet
in “Other” assets or liabilities. As of December, 2005 and 2004, the notional amounts for forwaldscontracts were $2.5 million and
$0.3 million, respectively. Valuation models argkgd using current market information to estimiatie value. For 2005 and 2004, the net loss
on derivatives was nil.

ASB had commitments to sell education loans of ®illon and $8 million, respectively, as of DecemB&, 2005 and 2004.

As of December 31, 2005 and 2004, standby, comadeand banker’s acceptance letters of credit tdtd®5 million and $40 million,
respectively. Letters of credit are conditional coitments issued by ASB to guarantee payment arfdnpesince of a customer to a third party.
The credit risk involved in issuing letters of citdd essentially the same as that involved in rctieg loan facilities to customers. ASB holds
collateral supporting those commitments for whiollateral is deemed necessary. As of December@15 and 2004, unused lines of credit
totaled $867 million and $708 million, respectively

ASB services real estate loans owned by third @g($0.4 billion, $0.5 billion and $0.6 billion asDecember 31, 2005, 2004 and 2003,
respectively), which are not included in the accanying consolidated financial statements. ASB repferes earned for servicing loans as
income when the related mortgage loan paymentsadiexcted and charges loan servicing costs to esgoasn incurred.

As of December 31, 2005 and 2004, ASB had pledgads with an amortized cost of approximately $1lliob and $1.2 billion,
respectively, as collateral to secure advances fren-HLB of Seattle.

As of December 31, 2005 and 2004, the aggregatei@inod loans to directors and executive officeré&\8B and its affiliates and any
related interests (as defined in Federal ResernagdBRegulation O) of such individuals, was $104ioniland $74 million, respectively. The
$30 million increase in such loans in 2005 washaited to new loans of $41 million, repayments ®fillion and closed lines of credit of
$2 million. As of December 31, 2005 and 2004, $8fon and $58 million of the loan balances, respegly, were to related interests of
individuals who are directors of ASB. All such Ieawere made at ASB’s normal credit terms exceptrésdential real estate loans and
consumer loans to directors and executive offioé8SB were made at preferred employee interessrdflanagement believes these loans do
not represent more than a normal risk of collection
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Allowance for loan losses Changes in the allowance for loan losses were|ks\v&:

(dollars in thousands)

Allowance for loan losses, Januar

Provision (reversal of allowance) for loan los
Charge-offs, net of recoveries

Real estate loar

Other loans

Net charg-offs
Allowance for loan losses, December
Ratio of net charc-offs to average loans outstandi

NM Not meaningful.
Deposit liabilities

December 31

(dollars in thousands)

Savings

Other checking
Interes-bearing
Noninteres-bearing

Commercial checkin

Money marke

Term certificate:

2005 2004 2003
$33,857 $44,28t $45,43¢
(3,100 (8,400 3,07¢
(45€) (86€) (604)
621 2,89¢ 4,82¢
162 2,02¢ 4,22¢
$30,59¢  $33,85] $44,28t
NM 0.0€% 0.14%
2005 2004
Weighted- Weighted-
average average
stated rate stated rate
Amount Amount
0.65% $1,723,94! 0.4(% $1,700,21.
0.1z 573,44: 0.0€ 534,46
— 309,17: — 256,34t
— 315,32¢ — 302,61
1.1¢€ 257,14 0.5¢ 303,16:
3.1¢ 1,378,38 3.2€ 1,199,37
1.28% $4,557,41! 1.12% $4,296,17.

As of December 31, 2005 and 2004, certificate astaf $100,000 or more totaled $406 million an@3%&illion, respectively.

The approximate amounts of term certificates ontiitay as of December 31, 2005 with scheduled ntasifior 2006 through 2010 were
$801 million maturing in 2006, $200 million in 200#105 million in 2008, $77 million in 2009 and $F1illion in 2010.

Interest expense on deposit liabilities by type@bosit was as follows:

Years ended December 3

(in thousands)

Term certificate:
Savings

Money marke
Interes-bearing checkin

Securities sold under agreements to repurchi

December 31, 2005

Maturity

(dollars in thousands)
Overnight $
1to 29 day:

91,50¢
66,42:

Repurchase liability

Weighted-average
interest rate

3.32%
3.9¢

2005 2004 2003
$40,06: $38,93¢ $43,41
8,86( 6,52t  7,52¢
2,58, 1,448 242t
55¢ 27€ 447
$52,06: $47,18: $53,80¢

Collateralized by mortgage-
related securities—
fair value plus accrued interes

$ 122,66
86,31¢



30 to 90 day: 81,86¢ 4.14 106,38

Over 90 day: 446,99 3.8¢ 487,49!
$ 686,79- 3.85% $ 802,86¢

The securities underlying the agreements to repselare book-entry securities and were delivereaplpyopriate entry into the
counterparties’ accounts at the Federal Resenie®ySecurities sold under
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agreements to repurchase are accounted for agifirgaimansactions and the obligations to repurcltiasse securities are recorded as liabilities
in the consolidated balance sheets. The secuuitidsrlying the agreements to repurchase continbe teflected in ASB’s asset accounts.

The following table sets forth information concemisecurities sold under agreements to repurchdseh provided for the repurchase
identical securities:

Years ended December 31 2005 2004 2003

(dollars in millions)

Amount outstanding as of December $ 687 $811 $831
Average amount outstandil $ 70¢ $84z $807
Maximum amount outstanding as of any m«end $ 82¢ $99C $95¢
Weightec-average interest rate as of Decembe 3.8:% 3.44% 2.5(%
Weightec-average interest rate during the y 3.5(% 2.65% 2.6%
Weightec-average remaining days to maturity as of Decemib 42: 50C 64C

Advances from Federal Home Loan Bar

Weighted-
average

December 31, 200! stated rate Amount
(dollars in thousands)
Due in
2006 3.66% $205,50(
2007 4.0¢ 299,00(
2008 5.4¢ 168,00(
2009 4.6( 163,00(
2010 6.0: 100,00(

4.5%% $935,50(

As of December 31, 2005, $65 million of fixed r&tdLB advances with a weighted average rate of 6.8d8allable quarterly at par
until maturity in 2010.

ASB and the FHLB of Seattle are parties to an AdeanSecurity and Deposit Agreement (Advances Ageed), which applies to
currently outstanding and future advances, and mevilie terms and conditions under which ASB bosrawd the FHLB of Seattle makes
loans or advances from time to time. Under the Adea Agreement, ASB agrees to abide by the FHLBeatttle’s credit policies, and makes
certain warranties and representations to the FbilLBeattle. Upon the occurrence of and during tirginuation of an “Event of
Default” (which term includes any event of nonpaytnef interest or principal of any advance when du&ilure to perform any promise or
obligation under the Advances Agreement or otheditiarrangements between the parties), the FHLBeattle may, at its option, declare all
indebtedness and accrued interest thereon, inguatig prepayment fees or charges, to be immedidtedyand payable. Advances from the
FHLB of Seattle are secured by loans and stockerHHLB of Seattle. ASB is required to obtain anttra specific number of shares of car
stock of the FHLB of Seattle. ASB was in compliamdth all Advances Agreement requirements as ofdbazer 31, 2005 and 2004.

Common stock equityAs of December 31, 2005, ASB was in compliance withminimum capital requirements under OTS reguriat In
1988, HEI agreed with the OTS predecessor regylagency that it would contribute additional capliteASB up to a maximum aggregate
amount of approximately $65 million (Capital Mainéance Agreement). As of December 31, 2005, asult @fscapital contributions in prior
years, HE's maximum obligation to contribute additional dapunder the agreement had been reduced to appatedy $28 million.

In December 2004, ASB’s capital structure changhdmASB redeemed its preferred stock held by HEHIB million) and HEIDI
infused common equity into ASB ($75 million). Thukange did not affect HE’remaining maximum obligation to contribute addil capita
under the Capital Maintenance Agreement.

The $29 million increase in accumulated other cahpnsive loss from December 31, 2004 to Decemhe2®b was primarily due to
the change in the market value of the availablestde mortgage-related securities. Changes in Hr&ehvalue of mortgage-related securities
do not result in a charge to net income in the mtsef an “other-than-temporary” impairment in ttadue of the securities.
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5 « Unconsolidated variable interest entities

Trust financing entities.Hawaiian Electric Industries Capital Trust | (theu3t) was a Delaware statutory trust and finaneimtity, which
issued, in 1997, $100 million of 8.36% Trust Orafied Preferred Securities to the public. The Twest a consolidated subsidiary of HEI
through December 31, 2003. Since HEI, as the conswouarity holder, did not absorb the majority af thariability of the Trust, HEI was not
the primary beneficiary and, in accordance with BBR, did not consolidate the Trust as of Januag004. In March 2004, HEI completed
issuance and sale of 2 million shares of its comstook (pre-split) in a registered public offerittfl used the net proceeds from the sale,
along with other corporate funds, to effect theeragtion of the 8.36% Trust Originated Preferredugiies in April 2004. The Trust was
dissolved and terminated in 2004.

HECO Capital Trust | (Trust I) was a financing éntivhich issued, in 1997, $50 million of 8.05% Quiative Quarterly Income
Preferred Securities, Series 1997 (1997 Trust RegfeSecurities) to the public. In March 2004, HEG{ELCO and MECO borrowed the
proceeds of the sale of HECO Capital Trust III'®20rust Preferred Securities and, in April 20Q2pleed the proceeds, along with other
corporate funds, to redeem the 1997 Trust Pref&esdirities. HECO Capital Trust Il (Trust Il) wa$irmancing entity, which issued, in 1998,
$50 million of 7.30% Cumulative Quarterly Incomeeferred Securities, Series 1998 (1998 Trust PredleBecurities) to the public. In April
2004, the electric utilities used funds primarilgrh short-term borrowings from HEI and from theussce of commercial paper by HECO to
redeem the 1998 Trust Preferred Securities. TrastlITrust I, each a Delaware statutory trustewsemsolidated subsidiaries of HECO
through December 31, 2003. Since HECO, as the cansmcurity holder, did not absorb the majorityhad variability of the trusts, HECO was
not the primary beneficiary and, in accordance Witk 46R, did not consolidate the trusts as of dand, 2004. Trust | and Trust Il were
dissolved and terminated in 2004.

HECO Capital Trust Il (Trust Ill) was created agxists for the exclusive purposes of (i) issuind/iarch 2004 2,000,000 6.50%
Cumulative Quarterly Income Preferred Securitiesjes 2004 (2004 Trust Preferred Securities) ($Blomaggregate liquidation preference)
to the public and trust common securities ($1.3ionlaggregate liquidation preference) to HECQ),i(ivesting the proceeds of these trust
securities in 2004 Debentures issued by HECO imptheipal amount of $31.5 million and issued bgleaf MECO and HELCO in the
respective principal amounts of $10 million, (ieking distributions on the trust securities aml €ngaging in only those other activities
necessary or incidental thereto. The 2004 TrudeResl Securities are mandatorily redeemable atrthteirity of the underlying debt on
March 18, 2034, which maturity may be extendedadater than March 18, 2053; and are redeemalifeedassuer’s option without premium
beginning on March 18, 2009. The 2004 Debentucggther with the obligations of HECO, MECO and HELGnder an expense agreement
and HECO's obligations under its trust guarantegitsnguarantee of the obligations of MECO and HELGhder their respective debentures,
are the sole assets of Trust Ill. Trust Il haalbtimes been an unconsolidated subsidiary of HESiGce HECO, as the common security
holder, does not absorb the majority of the valiighaf Trust 11, HECO is not the primary benefioly and does not consolidate Trust Il in
accordance with FIN 46R. Trust IlI's balance sheebf December 31, 2005 consisted of $51.5 milibR004 Debentures; $50.0 million of
2004 Trust Preferred Securities; and $1.5 millibtrest common securities. Trust IlI's income stagnt for 2005 consisted of $3.4 million of
interest income received from the 2004 Debent@2s million of distributions to holders of the BtPreferred Securities; and $0.1 million of
common dividends on the trust common securitiddBE€O. So long as the 2004 Trust Preferred Secsidtie outstanding, HECO is not
entitled to receive any funds from Trust IlI otltean pro rata distributions, subject to certainogdimation provisions, on the trust common
securities. In the event of a default by HECO im plerformance of its obligations under the 2004dddres or under its Guarantees, or in the
event HECO, HELCO or MECO elect to defer paymenriht#rest on any of their respective 2004 Debestuten HECO will be subject to a
number of restrictions, including a prohibition e payment of dividends on its common stock.

Kalaeloa Partners, L.PIn October 1988, HECO entered into a PPA with Klaladartners, L.P. (Kalaeloa), which provided tHECO would
purchase 180 MW of firm capacity for a period ofy@ars beginning in May 1991. In October 2004, HEA®@ Kalaeloa entered into
amendments, which together effectively increaseditin capacity from 180 MW to 208 MW. The PPA ardendments have been approved
by the PUC. The energy payments that HECO makEsalmeloa include: 1) a fuel component, with a foete adjustment based on the cost of
low sulfur
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fuel oil, 2) a fuel additives cost component, apé Bon-fuel component, with an adjustment basechamges in the Gross National Product
Implicit Price Deflator. The capacity payments tH&ECO makes to Kalaeloa are fixed in accordanch thie PPA.

Kalaeloa is a Delaware limited partnership formaddxtober 13, 1988 for the purpose of designingstracting, owning and operating a
200 MW cogeneration facility on Oahu, which incladeso 75 MW oil-fired combustion turbines, two was$teat recovery steam generators, a
50 MW turbine generator and other electrical, meata and control equipment. The two combustiobitues were upgraded during 2004
resulting in an increase in the facility’s nomioaitput rating to approximately 220 MW. Kalaeloa haBPA with HECO (described above) and
a steam delivery contract with another customer téhm of which coincides with the PPA. The fagilias been certified by the Federal Ene
Regulatory Commission as a Qualified Facility untther Public Utilities Regulatory Policies Act of 18

Pursuant to the provisions of FIN 46R, HECO is deétio have a variable interest in Kalaeloa via HECRPA with Kalaeloa. Howeve
management has concluded that HECO is not the pribeneficiary of Kalaeloa because HECO does nsbibthe majority of Kalaeloa’s
expected losses nor receive a majority of Kalasleapected residual returns and, thus, HECO hasomsblidated Kalaeloa in its consolidated
financial statements. A significant factor whiclfiegted the level of expected losses HECO would dibisathe fact that HECO’s exposure to
fuel price variability is limited to the remainingrm of the PPA as compared to the facility’s rermaj useful life. Although HECO absorbs
fuel price variability for the remaining term ofetfPPA, the PPA does not expose HECO to lossesdsghand fuel related energy payments
under the PPA have been approved by the PUC foveeg from customers through base electric ratestiarough HECO's energy cost
adjustment clause to the extent the fuel and elated energy payments are not included in basggnates.

6 * Short-term borrowings

Shor-term borrowings as of December 31, 2005 consistedrmmercial paper issued by HEI and HECO and hadighte-average
interest rate of 4.47%. Short-term borrowings aBefember 31, 2004 consisted of commercial papaegby HECO and had a weighted-
average interest rate of 2.50%.

As of December 31, 2005 and 2004, HEI maintainetk iaes of credit which totaled $80 million ($20llien maturing in April 2006,
$15 million in May 2006, $15 million in October 20@nd $30 million in December 2006) and $80 millimspectively, and HECO maintain
bank lines of credit which totaled $180 million @&hillion maturing in April 2006, $60 million in Ma2006 and $30 million in August 2006)
and $110 million, respectively. HEl maintains liredcredit at a base rate (Prime, Fed Funds, BadeBr London Interbank Offered Rate)
plus a margin (ranging from 0 to 125 basis poiatg) HECO maintains lines of credit at a base Rtenge, Fed Funds, Bank Base, Bank
Quoted or London Interbank Offered Rate) plus agimafranging from O to 81 basis points) to supploetissuance of commercial paper anc
other general corporate purposes. Fees to maititailines of credit are not material. Lines of drashintained by HEI have covenants,
including covenants related to capitalization mticonsolidated net worth, maintaining 100% ownierehHECO and its subsidiaries and ASB
remaining “well-capitalized.” Lines of credit to HEbtaling $30 million contain provisions for reed pricing in the event of a ratings change.
Lines of credit maintained by HECO have covenantduding covenants related to capitalization mtidone of the lines are secured. There
were no borrowings under any line of credit dur2@95 and 2004.
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7 « Long-term debt

December 31 2005 2004

(dollars in thousands)
6.50% Junior Subordinated Deferrable Interest Debier, Series 2004, due 2034 (see Noi $ 5154¢ $ 51,54¢
Obligations to the State of Hawaii for the repayi@rspecial purpose revenue bonds (SPRB) issudzbalf of

electric utility subsidiarie

4.75-4.95%, due 201-2025 118,50( 71,50(
5.0(-5.50%, due 201-2032 203,40( 203,40(
5.65-5.88%, due 201-2027 266,00( 266,00(
6.15-6.20%, due 20z-2029 130,00( 130,00(
6.60%, refunded 20C — 47,00(
717,90( 717,90(

Less funds on deposit with truste — (12,462)

Less unamortized discou (3,457 (4,249
714,44 701,18¢

HEI mediun-term notes 4.(-7.56%, due in various years through 2! 377,00( 414,00(

$1,142,99: $1,166,73!

As of December 31, 2005, the aggregate principaingats required on long-term debt for 2006 thro2@h0 are $110 million in 2006,
$10 million in 2007, $50 million in 2008 and nil 2009 and 2010.

8 « Retirement benefits

Pensions Substantially all of the employees of HEI and theetic utilities participate in the Retirement Pfor Employees of Hawaiia
Electric Industries, Inc. and Participating Subsiis (HEI/HECO Pension Plan) and substantiallpfihe employees of ASB and its
subsidiaries participate in the American SavingsliBRetirement Plan (ASB Pension Plan and, collettiPlans). The Plans are qualified,
non-contributory defined benefit pension plans emtlide benefits for union employees determineddoordance with the terms of the
collective bargaining agreements between theiesliand their respective unions. The Plans aressuty the provisions of the Employee
Retirement Income Security Act of 1974, as amer(@8USA). In addition, some current and former exe@s and directors of HEI and its
subsidiaries participate in noncontributory, noriiea plans (collectively, Supplemental/Excesséaitors Plans). In general, benefits are b
on the employees’ years of service and compensation

The Plans and the Supplemental/Excess/DirectorsRlare adopted with the expectation that theyamilitinue indefinitely, but the
continuation of these plans and the payment ofcamgribution thereunder is not assumed as a cdotthebligation by the participating
employers. The Directors’ Plan has been frozenesiri96, and no participants have accrued any lisradfer that time. The plan will be
terminated at the time all remaining benefits hiaeen paid.

Each participating employer reserves the righetmtnate its participation in the applicable plahsny time, and HEI and ASB reserve
the right to terminate their respective plans gttame. If a participating employer terminatesptticipation in the Plans, the interest of each
affected participant would become 100% vested¢cetttent funded. Upon the termination of the Plassets would be distributed to affected
participants in accordance with the applicablecatmn provisions of ERISA and any excess assatsetkist would be paid to the participating
employers. Participants’ benefits in the Planscargered up to certain limits under insurance predidly the Pension Benefit Guaranty
Corporation.

The participating employers contribute amounts taaster pension trust for the Plans in accordarittetiie funding requirements of
ERISA and considering the deductibility of conttioms under the Internal Revenue Code. The fundfrthe Plans is based on actuarial
assumptions adopted by the Pension Investment Cieensidministering the Plans on the advice of aalkenl actuary.
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To determine pension costs for HEI and its subs&Baunder the Plans and the Supplemental/Excessttbrs Plans, it is necessary to
make complex calculations and estimates based mermus assumptions, including the assumptionsifieghbelow.

Postretirement benefits other than pensiolHEI and the electric utilities provide eligible elopees health and life insurance benefits upon
retirement under the Postretirement Welfare Besm&ian for Employees of Hawaiian Electric Compdng, and participating employers
(HECO Benefits Plan). Health benefits are also joled to dependents of eligible employees. The dmitton for health benefits paid by the
participating employers is based on the retireeary of service and retirement dates. Generallp)@raes are eligible for these benefits if,
upon retirement from active employment, they aigitde to receive benefits from the HEI/HECO Pensiian.

Among other provisions, the HECO Benefits Plan tes prescription drug benefits for Medicare-eligiparticipants who retire after
1998. Retirees who are eligible for the drug besefie required to pay a portion of the cost eachtm See “Medicare Prescription Drug,
Improvement and Modernization Act of 2003” underef@ral—Recent accounting pronouncements and ietatfpns” in Note 1.

The HECO Benefits Plan was adopted with the exgiectshat it will continue indefinitely, but the ntnuation of the plan and the
payment of any contribution thereunder is not aslias a contractual obligation by the participagngployers. Each participating employer
reserves the right to terminate its participatiomhie plan at any time.

Pension and other postretirement benefit plans infeation. The changes in the obligations and assets of tihep@oy’s retirement benefit
plans, the funded status of these plans and thexagnized and recognized amounts related to tHase and reflected in the Company’s
balance sheet were as follows:

Pension benefits Other benefits

(in thousands) 2005 2004 2005 2004

Benefit obligation, January $ 893,63t $828,30( $200,18: $180,10¢
Service cos 29,36¢ 26,45¢ 5,24¢ 4,53(
Interest cos 52,12( 50,65¢ 11,10« 10,77(
Amendment: 122 83 — (1,267
Actuarial (gain) los: 28,42 28,67¢ (17,080 14,08
Benefits paid and expens (42,55 (40,532 (8,540 (8,04¢)
Benefit obligation, December & 961,11 893,63t 190,91 200,18:
Fair value of plan assets, Janual 781,75¢ 723,85:¢ 109,48: 98,18¢
Actual return on plan asse 56,62 70,70( 7,96t 9,99:
Employer contributior 14,12¢ 27,73¢ 10,71¢ 9,35(
Benefits paid and expens (42,55 (40,532 (8,540 (8,04¢)
Fair value of plan assets, Decembel 809,95( 781,75¢ 119,62! 109,48
Funded statu (151,167) (111,88() (71,290 (90,699
Unrecognized net actuarial lo 266,78¢ 226,93t 24,87: 40,50¢
Unrecognized net transition obligati 18 23 21,96¢ 25,10«
Unrecognized prior service cost (ga (4,949 (5,695 157 17C
Net amount recognized, December $110,68¢ $109,38: $(24,29¢) $(24,919

Amounts recognized in the balance sheet consi

Prepaid benefit co: $122,20¢ $11955. $ — $ —
Accrued benefit liability (13,929 (12,13¢)  (24,29¢) (24,919
Intangible asse 351 151 — —
Accumulated other comprehensive inca 2,05¢ 1,817 — —
Net amount recognized, December $110,68¢ $109,38: $(24,29¢) $(24,919

The dates used to determine retirement benefit uneaents for the defined benefit plans were Decerdbef 2005, 2004 and 2003.

The defined benefit pension plans’ accuteadldenefit obligations, which do not consider pot¢d pay increases, as of December 31,
2005 and 2004 were $806 million and $750 milliespectively. Depending on the performance of thesipa plan assets, the status of interest
rates and numerous other factors, including chamgascounting standards, the Company could beinedjto recognize an additional
minimum liability as prescribed by SFAS No. 87, “Bloyers’ Accounting for Pensions,” in the futurerdcognizing a liability is required, the
liability would largely be recorded as a reductiorstockholders’ equity through a non-cash chaogectumulated other
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comprehensive income, but would also result inréimeoval of the prepaid pension asset ($122 mitisof December 31, 2005) from the
Company’s balance sheet.

In December 2005, the electric utilities submitéetquest to the PUC for approval to record, agalatory asset pursuant to SFAS
No. 71,“Accounting for the Effects of Certain Types of Réation,” and include in rate base the amount Wwaild otherwise be charged to
AOCI as required under the provisions of SFAS NbirBthe event the electric utilities were requitedecord a minimum pension liability on
the measurement date, and to allow the electiitiegito continue to maintain, in subsequent yearggulatory asset in rate base, for any
pension liability that would otherwise be chargedOCI. Under such an accounting treatment, ifitel years the fair values of the electric
utilities’ pension assets were to exceed their aedated benefit obligations, the electric utilitigsuld reverse the regulatory assets and
associated remaining minimum liabilities. Althoutiis relief was not necessary for 2005 becauséaihgalue of the utilities’ pension assets
on December 31, 2005 exceeded the accumulatedibellgjation, such relief may be necessary in fatyears. Management cannot predict
whether the PUC will approve this request, or waetecision will be made.

The Company has determined the market-related vdltetirement benefit plan assets by calculativgdifference between the expected
return and the actual return on the fair valuéhefplan assets, then amortizing the difference fatare years — 0% in the first year and 25% in
years two to five, and finally adding or subtragtthe unamortized differences for the past foury&am fair value. The method include
15% range around the fair value of such assets 8686 to 115% of fair value). If the market-rethielue is outside the 15% range, then the
amount outside the range will be recognized imntefjian the calculation of annual net periodic bireost.

A primary goal of the plans is to achieve long-texsset growth sufficient to pay future benefit gations at a reasonable level of risk.
The investment policy target for retirement defifbeshefit plans reflects the philosophy that longrtgrowth can best be achieved by prudent
investments in equity securities while balancingrayl fund volatility by an appropriate allocatitmfixed income securities. In order to reduce
the level of portfolio risk and volatility in retns, efforts have been made to diversify the plangstments by: asset class, geographic region,
market capitalization and investment style.

The expected long-term rate of return assumptios véeged on an asset/liability study performed byplans’ investment consultants,
which projected the return over the long term tarbexcess of 9%, based on the target asset dtbocat

The weighted-average asset allocation of retirerdefibhed benefit plans was as follows:

Pension benefits

Other benefits

Investment policy 2

Investment policy 2

200t 200¢ Target 200t 200¢ Target
December 31 Range Range
Asset categor
Equity securitie: 69% 73% 7C% 6575%% 68% 73% 70% 65-75%
Debt securitie: 29 25 30 25-35% 31 26 30 25-35%
Other? 2 2 — — 1 1 — —
10C% 10C% 10C% 10C% 10C% 10C%

1 Other includes alternative investments, which afatively illiquid in nature and will remain as plassets until an appropriate liquidat
opportunity occurs

2 As of December 31, 2005.

The Company’s current estimate of contributionthoretirement benefit plans in 2006 is $14 million

As of December 31, 2005, the benefits expectee tpadd under the retirement benefit plans in 2@06,7, 2008, 2009, 2010 and 2011
through 2015 amounted to $54 million, $57 milli&®9 million, $61 million, $63 million and $360 mdh, respectively.
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The following weighted-average assumptions werel irs¢he accounting for the plans:

Pension benefits Other benefits
December 31 2005 2004 2003 2005 2004 2003
Benefit obligatior
Discount rate 575% 6.0(% 6.25% 5.75% 6.0(% 6.25%
Expected return on plan ass 9.C 9.C 9.C 9.C 9.C 9.C
Rate of compensation incree 4.€ 4.€ 4.€ 4.€ 4.€ 4.€
Net periodic benefit cost (years end
Discount rate 6.0C 6.2 6.7 6.0C 6.2 6.7
Expected return on plan ass 9.C 9.C 9.C 9.C 9.C 9.C
Rate of compensation incree 4.€ 4.€ 4.€ 4.€ 4.€ 4.€

As of December 31, 2005, the assumed health camd tates for 2005 and future years were as follaveslical, 10.00%, grading down
to 5.00% for 2011 and thereafter; dental, 5.00%;\d@sion, 4.00%. As of December 31, 2004, the agsuhealth care trend rates for 2005 and
future years were as follows: medical, 10.00%, mpgudown to 5.00% for 2010 and thereafter; def@#0%,; and vision, 4.00%.

The components of net periodic benefit cost wer®lkswvs:

Pension benefits Other benefits

Years ended December 31 2005 2004 2003 2005 2004 2003
(in thousands)

Service cos $29,36¢ $26,45: $2291¢ $524¢ $ 4530 $ 3,58(
Interest cos 52,12( 50,65« 47,97( 11,104 10,77( 10,40¢
Expected return on plan ass (73,97) (72,88() (59,790 (9,853  (9,690) (7,639
Amortization of unrecognized transition obligati 5 4 954 3,13¢ 3,13¢ 3,27¢
Amortization of prior service cost (gai (623 (587) (614 13 13 13
Recognized actuarial lo: 5,92¢ 1,16( 4,03¢ 44z — —
Net periodic benefit co: $12,82¢ $ 4,80 $1547: $10,09: $ 8,761 $ 9,64(

Of the net periodic pension benefit costs, the Camyprecorded expense of $11 million, $5 million3$iillion in 2005, 2004 and 2003,
respectively, and charged the remaining amounisapily to electric utility plant. Of the net periedther than pension benefit costs, the
Company expensed $8 million, $6 million and $7 imllin 2005, 2004 and 2003, respectively, and adithe remaining amounts primarily to
electric utility plant.

The projected benefit obligation, accumulated bieebligation and fair value of plan assets for gien plans with an accumulated ber
obligation in excess of plan assets were $16 mill&l4 million and nil, respectively, as of Decem8g, 2005 and $15 million, $12 million a
nil, respectively, as of December 31, 2004.

The health care cost trend rate assumptions camdaignificant effect on the amounts reportecdfber benefits. As of December 31,
2005, a one-percentage-point increase in the agskheadth care cost trend rates would have increthsetbtal service and interest cost by
$0.5 million and the postretirement benefit obligatby $4.3 million, and a one-percentage-pointrease would have reduced the total service
and interest cost by $0.5 million and the posteatient benefit obligation by $4.6 million.

9 « Stock compensation

Under the 1987 Stock Option and Incentive Plargraended, HEI may issue an aggregate of 9,300,00@sbf common stoc
(5,435,138 shares unissued as of December 31, 200%jcers and key employees as incentive stqatioas, nonqualified stock options,
restricted stock, SARs, stock payments or dividesuivalents. HEI has issued nonqualified stockooysti SARS, restricted stock and dividend
equivalents.

For the nonqualified stock options and SARs, ther@ige price of each option or SAR generally eqtiedair market value of HEI's
stock on or near the date of grant. Options andS&RI related dividend equivalents issued in tha faf stock awarded through 2004
generally become exercisable in installments of 288 year for four years, and expire if not exsaditen years from the date of the grant.
The 2005 SARs awards, which have a ten year exelifés generally become exercisable at the erfdwfyears with the related dividend
equivalents issued in the form of stock on an ahbasis. Accelerated vesting is provided in theng'ed a change-ircontrol or upon retiremel
The Company recorded stock option and SARs compiensaxpense of $3.4 million in 2005, $1.6 million2004 and $2.0 million in 2003.
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In December 2005, to accommodate changes to theitesximposed by the new Section 409A of the hdeERevenue Code of 1986, as
amended (Section 409A), the Company modified tlipions for paying dividend equivalents on shanmederlying nonqualified stock optio
and SARs that were vested on December 31, 2004handompany similarly modified provisions for pagidividend equivalents on divider
declared after 2004. Before modification, dividewgiivalents were paid when and to the extent teaemployee exercised the nonqualified
stock options/SARs. In order to comply with Sect#f)®A any vested dividend equivalent subject torttoglification will be paid not later than
2 '/ 2months after the year in which the underlying dévid equivalent is declared (without regard to wéethe underlying nonqualified stc
option/SAR is exercised). The amount of such dintlequivalent payment generally is reduced if,fd3exember 31 for the year the payment
is made, the per share exercise price of the widgrhonqualified stock option/SAR exceeds the fiaarket value per share of the underlying
common stock.

Nonqualified stock optionsinformation about HEI's nonqualified stock opticer® summarized as follows:

2005 2004 2003
Shares 1) Shares 1) Shares 1)

Outstanding, January 1,122,501 $19.7< 1,476,601 $19.0z 1,266,05 $18.31
Granted — — — — 456,00( 20.4¢
Exercisec (193,50() 19.07 (348,100 16.67 (241,45() 18.0¢
Forfeited or expires — — (6,000) 19.8¢ (4,000 19.1¢«
Outstanding, December : 929,00( $19.8¢ 1,122,501 $19.7</ 1,476,601 $19.0z
Options exercisable, December 651,50( $19.5] 568,00( $19.0¢ 591,10( $17.6(

(1) Weightet-average exercise prit

Outstanding Exercisable
Weighted-
average
remaining Weighted- Ol;uér;t?:r:s Weighted-
Number contractual average as of 12/31/0 average
Range of of options exercise exercise
Year of grant exercise prices as of 12/31/0 life price price
1997 $ 17.31 6,00( 1.2 $ 17.31 6,00C $ 17.31
1998 20.5(C 6,00( 2.3 20.5C 6,00( 20.5(
1999 17.61-17.63 65,00( 3.t 17.62 65,00( 17.62
2000 14.7¢ 52,00( 4.3 14.7¢ 52,00( 14.7¢
2001 17.9¢ 140,50( 5.3 17.9¢ 140,50( 17.9¢
2002 21.6¢ 250,00( 6.3 21.6¢ 186,50( 21.6¢
2003 20.4¢ 409,50( 7.3 20.4¢ 195,50( 20.4¢
$14.74- 21.6¢ 929,00( 6.2 $ 19.8¢ 651,50( $ 19.5]

The weighted-average fair value of each option tgiwas $4.11 (at grant date) in 2003. The 2008 ted-average assumptions used to
estimate fair value include: risk-free intereserat 3.0%; expected volatility of 18.4%; expectéddaend yield of 6.6%; term of 10 years and
expected life of 4.5 years. The weighteeerage fair value of each option grant is estichatethe date of grant using a Binomial Option iRg
Model. See “Section 409A modification” below fosdussion of 2005 grant modification of options dgeanin 2003.

Stock appreciation rightsinformation about HEI's stock appreciation righte aummarized as follows:

2005 2004
Shares 1) Shares 1)
Outstanding, January 349,000 $26.02 — —
Granted 554,00( 26.1¢ 349,00( $26.0-
Exercisec (24,000 26.02 — —
Forfeited or expires — — — —
Outstanding, December : 879,000 $26.1Zz 349,00( $26.02

Options exercisable, December 81,25( $26.02 — —




(1) Weighte-average exercise pri
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Outstanding Exercisable
Weighted-
average Number of

Number of remaining Weighted- underlying Weighted-
underlying contractual average shares of SAR average
Range of shares of SAR exercise exercise

Year of grant exercise prices at 12/31/05 life price at 12/31/05 price
2004 $ 26.02 325,00( 8.3 $ 26.0Z 81,25( $ 26.02
2005 26.1¢ 554,00( 9.3 26.1¢ — 26.1¢
$26.02- 26.1¢ 879,00( 9.C $ 26.1: 81,25( $ 26.02

The weighted-average fair value of each of the SgRsted during 2005 and 2004 was $5.82 and $atldrént date), respectively. For
2005 and 2004, the weighted-average assumptiomstosstimate fair value include: risk-free intenede of 4.1% and 3.4%, expected
volatility of 18.1% and 16.7%, expected dividendlgliof 5.9% and 5.8%, respectively, and term oydérs and expected life of 4.5 years for
both years. The weighted-average fair value of &&Rs grant is estimated on the date of grant usiBghomial Option Pricing Model. As of
December 31, 2005, unexercised SARs have exerdtspanging from $26.02 to $26.18 per SAR ance@hted-average remaining
contractual life of 9.0 years. See below for distus of 2004 and 2005 grant modification.

Section 409A modificationAs noted above, in December 2005, to comply witttiBe 409A HEI modified certain provisions pertaigito the
dividend equivalent rights attributable to the ¢antsling grants of nonqualified stock options andRSAeld by employees under the 1987 HEI

Stock Option and Incentive Plan, as amended. Thdifioations apply to the nonqualified stock optigranted in 2001, 2002, and 2003 and
the SARs granted in 2004 and 2005.

The assumptions used to estimate fair value dirtfeof the Section 409A modification for 2003 naatified stock options and the 2004
and 2005 SARs include: risk-free interest rate.d4##, expected volatility of 14.9%, expected dividsteld of 4.6%. The expected life used at

the time of modification was 4.2, 3.8, and 3.3 gdar 2005, 2004, and 2003, respectively. Infororabout the modifications are summarized
as follows:

2005 2004 2003
SAR SAR option

grant grant grant
Fair value of modified SAR/option as of DecembePd05 $5.07 $4.32 $7.3¢
Less fair value of original SAR/option as of Decenid, 200~ 498 428 7.04
Additional compensation cost to be recognized pant $0.12 $0.0¢ $0.32

The additional compensation cost for the Sectid@dfodification was not material.
Restricted stockRestricted stock grants generally becomes unresdritiree to five years after the date of grantrastricted stock
compensation expense has been recognized in aocerdath the fair value based method of accouritithe amounts of $0.2 million in 20(
$0.2 million in 2004 and $0.1 million in 2003.

Information about HEI's restricted stock grants suenmarized as follows:

2005 2004 2003
Shares 1) Shares 1) Shares 1)
Outstanding, January 34,000 $22.5¢ 28,00( $22.17 18,000 $23.01
Granted 9,00C 26.0¢ 6,000 24.4¢ 10,00C 20.6%
Restrictions ende (2,000 19.2¢ — — — —
Outstanding, December . 41,00C $23.5( 34,000 $22.5¢ 28,000 $22.17

(1) Weighte-average price per share at grant «
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10 « Income taxes
The components of income taxes attributable torirefrom continuing operations were as follo

Years ended December 3 2005 2004 2003
(in thousands)
Federal
Current $66,81¢ $42,14. $58,76:
Deferred (1,22€) 15,67( 3,032
Deferred tax credits, n (1,350  (1,44¢ (1,509
64,24: 56,36¢ 60,291
State
Current 3,58¢ 32,80¢ 2,21¢
Deferred 2,61¢ (1,87%) 1,307
Deferred tax credits, n 3,452 5,18( 55¢€
9,65¢ 36,11« 4,07¢
$73,90C $92,48( $64,36"

A reconciliation of the amount of income taxes coiep at the federal statutory rate of 35% to thewmhprovided in the Company’s

consolidated statements of income was as follows:

Years ended December 3 2005 2004 2003
(in thousands)
Amount at the federal statutory income tax | $70,471 $70,077 $63,84¢
Increase (decrease) resulting frc
State income taxes, net of effect on federal inctares and excluding cumulative bank franchises
through December 31, 20! 6,27¢ 3,13: 2,64¢
Cumulative bank franchise taxes through Decembg303 — 20,34( —
Other, ne (2,849 (1,070 (2,129
$73,90C $92,48( $64,36"
The tax effects of book and tax basis differenbas give rise to deferred tax assets and liatslitere as follows:
December 31 2005 2004
(in thousands)
Deferred tax asse
Cost of removal in excess of salvage v $ 85,29 $ 76,68
Contributions in aid of construction and custonevamnces 38,40¢ 39,15¢
Allowance for loan losse 11,88¢ 13,84:
Net unrealized losses on availe-for-sale mortgac-related securitie 24,08 2,08:
Other 30,247 38,76¢
189,91¢ 170,53«
Deferred tax liabilitie:
Property, plant and equipme 271,94¢  249,79(
Leveraged lease 8,44¢ 29,92(
Pensior 45,40! 42,24
Goodwill 10,65: 8,74t
Regulatory assets, excluding amounts attributabf@dperty, plant and equipme 27,58¢ 26,75¢
FHLB stock dividenc 20,552 21,69(
Other 13,32¢ 21,15¢
397,91'  400,29¢
Net deferred income tax liabilit $207,99° $229,76!



The ultimate realization of deferred tax assetiejsendent upon the generation of future taxableniecduring the periods in which those
temporary differences become deductible. Based tstarical taxable income, projections for futte&able income and available tax plant
strategies, management believes it is more likedy thot the Company will realize substantiallyodithe benefits of the deferred tax assets.
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In the first quarter of 2005, the Company recordek® million reserve, net of taxes, for interesthum potential taxes related to the
disputed timing of dividend income recognition bhesa of a change in ASB’s 2000 and 2001 tax yeas-dndhe second quarter of 2005, the
Company made a $30 million deposit primarily topstioe further accrual of interest on the poteritiaes related to the disputed timing of
dividend income recognition. Also in the secondrtgraof 2005, $1 million of income taxes and inggngayable, net of taxes, were reversec
to the resolution of audit issues with the IntefRalenue Service (IRS). In the fourth quarter di®@dditional IRS audit issues were resol
resulting in the reversal of $1 million of interesét of taxes.

As of December 31, 2005, $2 million, net of taxeets, was accrued for unresolved tax issues aatbckeinterest. Although not probable,
adverse developments on unresolved issues cowl resdditional charges to net income in the fatuBased on information currently
available, the Company believes it has adequatelyiged for unresolved income tax issues with fatland state tax authorities and related
interest, and that the ultimate resolution of &sues for all open tax periods will not have a m@tadverse effect on its results of operations,
financial condition or liquidity.

ASB state franchise tax dispute and settlemeln 1998, ASB formed a subsidiary, ASB Realty Cogtimn, which elected to be taxed as a real
estate investment trust (REIT). This reorganizatiad reduced Hawaii bank franchise taxes as atreSAISB taking a dividends received
deduction on dividends paid to it by ASB Realty @mation. The State of Hawaii Department of Taxa(ibOT) challenged ASR’ position ol
the dividends received deduction and issued notitesx assessment for 1999 through 2001. ASB fileéppeal with the State Board of
Review, First Taxation District (Board), which igslLits decision in favor of the DOT. ASB filed atice of appeal with the Hawaii Tax Appe
Court, which issued its decision in favor of the D@ June 2004. As a result of the decision, AS&rded a cumulative after-tax charge to net
income in the second quarter of 2004 of $24 mil@21 million for the bank franchise taxes and $iBion for interest). ASB appealed the
decision to the Hawaii Supreme Court, which appesd dismissed as part of a settlement on Decenih@0B4. ASB agreed to settle its
dispute with the DOT and close the tax years 1888ugh 2004 (relating to the financial performan€&SB for the years 1998 through 2003)
for purposes of audit, examination, assessmenindedind judicial review. Under the terms of théleetent, ASB agreed to pay the DOT

$12 million, in addition to $17 million previouspaid under protest, dismiss its appeal to the HieSwgireme Court and not take the dividends
received deduction in future years. As a resulBA&cognized $3 million in additional net incomettie fourth quarter of 2004, representing a
partial reversal of the $24 million previously ched against net income. ASB Realty Corporation @vssolved in the second quarter of 2005,
with substantially all of its assets being disttdaito ASB.

11 « Cash flows

Supplemental disclosures of cash flow informaticin 2005, 2004 and 2003, the Company paid interasiuating to $192 million,
$185 million and $196 million, respectively.

In 2005, 2004 and 2003, the Company paid incomestarmounting to $45 million, $42 million and $53lion, respectively.

Supplemental disclosures of noncash activitiUnder the HEI Dividend Reinvestment and Stock PasetPlan, common stock dividends
reinvested by shareholders in HEI common stocloimcash transactions amounted to $5 million in 28@d $17 million in 2003. Since March
2004, HEI has been satisfying the requirementh@HE|I DRIP and the Hawaiian Electric IndustriesifRenent Savings Plan by acquiring for
cash its common shares through open market purehasieer than the issuance of additional shares.

In 2005, 2004 and 2003, other noncash increasesnmmon stock for director and officer compensatans were $4.9 million,
$2.9 million and $2.8 million, respectively.

In 2005, 2004 and 2003, HECO and its subsidiadpitalized as part of the cost of electric utififant an allowance for equity funds
used during construction amounting to $5 millio,riillion and $4 million, respectively.

In 2005, 2004 and 2003, the estimated fair valueomfcash contributions in aid of construction anmtedrio $12 million, $5 million and
$14 million, respectively.

In 2004, ASB financed $6 million of sales of resiage acquired in settlement of loans.
In 2003, ASB restructured a total of $389 millidnF#{LB advances with lower rate, longer maturitywadces.
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Revised cash flows from discontinued operatioThe Company has separately disclosed the operatidgnvesting portion of the cash flows
attributable to its discontinued operations for2@dd 2003, which in prior periods were reported@mombined basis as a single amount. For
2005, 2004 and 2003, there were no cash flows faieamcing activities from the Company’s discontidugperations.

12 « Regulatory restrictions on net assets

As of December 31, 2005, HECO and its subsidiariesd not transfer approximately $431 million ot assets to HEI in the form of
dividends, loans or advances without PUC approval.

ASB is required to file a notice with the OTS 3@sl@rior to making any capital distribution to HEenerally, the OTS may disapprove
or deny ASB’s notice of intention to make a capitistribution if the proposed distribution will cseiASB to become undercapitalized, or the
proposed distribution raises safety and soundr@sseens, or the proposed distribution violatesahimition contained in any statute,
regulation, or agreement between ASB and the OBxfMecember 31, 2005, ASB could transfer appratéty $166 million of net assets to
HEI in the form of dividends and still maintain ftsell-capitalized” position.

HEI management expects that the regulatory restnistwill not materially affect the operations b&tCompany nor HEI's ability to pay
common stock dividends.

13 « Significant group concentrations of credit ri&

Most of the Compar’s business activity is with customers located en$tate of Hawaii. Most of AS’s financial instruments are bas
in the State of Hawaii, except for the investmertt enortgageelated securities it owns. Substantially all restate loans receivable are seci
by real estate in Hawaii. ASB'’s policy is to requimortgage insurance on all real estate loansamMitian to appraisal ratio in excess of 80% at
origination. As of December 31, 2005, ASB’s privéasue mortgage-related securities representedendrgbarticipating interests in pools of
mortgage loans collateralized by real estate inkt& As of December 31, 2005, various securitdisg agencies rated the private-issue
mortgage-related securities held by ASB as investrgede.

14 « Discontinued operations

HEI Power Corp. (HEIPC).In 2001, the HEI Board of Directors adopted a fdrpian to exit the international power businesgyéaged in by
HEIPC and its subsidiaries, the HEIPC Group). HEiR&hagement has carried out a program to disposk affthe HEIPC Grous remaining
projects and investments. Accordingly, the HEIP©@uprhas been reported as a discontinued operatitre iCompany’s consolidated
statements of income.

China project. In 1998 and 1999, the HEIPC Group acquired whaaimeca 75% interest in a joint venture, Baotou TéanPower Co., Ltd.,
formed to construct, own and operate a 200 MW (oed)-fired power plant to be located in Inner Molig. The project received approval
from both the national and Inner Mongolia governtaeHowever, the Inner Mongolia Power Company, Whiens and operates the electri
grid in Inner Mongolia, caused a delay of the peojey failing to enter into a satisfactory interoection arrangement with the joint venture.
The HEIPC Group determined that a satisfactoryrémenection arrangement could not be obtained &hdat proceed with the project. In the
third quarter of 2001, the HEIPC Group wrote ddfriémaining investment of approximately $24 milliarthe project. In 2004, the HEIPC
Group negotiated with various government agencigsral recovery of its interest in the China jomenture in the amount of $3 million and
recorded a gain, net of income taxes, of $2 millibme HEIPC Group pursued recovery of a signifigaortion of its losses through arbitration
of its claims under a political risk insurance pwpliln 2005, the arbitration panel issued its denisienying HEIPC’s claims for recovery of
losses under the political risk insurance policy.

Philippines investment.In 1998 and 1999, the HEIPC Group invested $10anillo acquire shares in Cagayan Electric Poweiight Co.,
Inc. (CEPALCO), an electric distribution companytlie Philippines. The HEIPC Group recognized impaint losses of approximately

$3 million in 2001 and $5 million in 2003 to adjubkts investment to its estimated net realizableeat the time of approximately $7 million
and $2 million, respectively. In the first quartér2004, the HEIPC Group sold HEIPC Philippine Depenent, LLC, the HEIPC Group
company that held an interest in CEPALCO, for a maingain.
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Summary financial information for the discontinuggkrations of the HEIPC Group is as follows:

Years ended December 31 2005 2004 2003

(in thousands)

Disposal
Gain (loss), including a provision of $1 millionrflnsses from operations during phase-out peridzDibb,

2004 and 200: $(1,237) $2,87¢  $(6,017%)
Income tax benefits (income tax 482 (965) 2,147
Gain (loss) on dispos $ (755 $1,91 $(3,870)

As of December 31, 2005, the remaining net assateaiscontinued international power operatiomoanted to $2 million (included in
“Other” assets) and consisted primarily of defetiades receivable.

15 « Fair value of financial instruments

The Company used the following methods and assomptd estimate the fair value of each applicalasscof financial instruments f
which it is practicable to estimate that value:

Cash and equivalents and federal funds solthe carrying amount approximated fair value becadisbe short maturity of these instruments.
Investment and mortgac-related securitiesFair value was based on market prices obtained &ahird party financial services provider.

Loans receivableFor certain homogenous categories of loans, suchsidential real estate loans, an asset/liakslityulation model was used
to estimate fair value. Whenever possible, obséevadarket prices for securities backed by simitamnls were used as benchmarks to calibrate
the model. The fair value of other types of loarswstimated by discounting the future cash flosisgithe current rates at which similar lo
would be made to borrowers with similar creditmgt and for the same remaining maturities.

Deposit liabilities.The fair value of demand deposits, savings accoants money market deposits was the amount pagabtiemand at the
reporting date. The fair value of fixed-maturityrtificates of deposit was estimated by discounthrggfuture cash flows using the rates
currently offered for deposits of similar remainimgturities.

Securities sold under agreements to repurcheFair value was estimated by discounting future dlsts using the current rates available for
repurchase agreements with similar terms and réngamaturities.

Advances from Federal Home Loan Bank and Ic-term debtFair value was estimated by discounting the futash flows using the current
rates available for borrowings with similar remamimaturities.

Off-balance sheet financial instrumentd.he fair value of loans serviced for others wasvested as the net present value of expected net
income streams generated from servicing residemiitgage loans for others. The fair value of cotrmaits to originate loans and unused
lines of credit was estimated based on the primaagket prices of new commitments and new linegedit. The change in current primary
market prices provided the estimate of the faiugalf these commitments and unused lines of crédé.fair values of other off-balance sheet
financial instruments (letters of credit) were estied based on the fees currently charged to grtesimilar agreements, taking into account
the remaining terms of the agreements. Fair vall#=CO-obligated preferred securities of trust sdiasies was based on quoted market
prices.
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The estimated fair values of certain of the Comfmfigancial instruments were as follows:

December 31 2005 2004
Carrying or Carrying or
notional Estimated notional Estimated
(in thousands) amount fair value amount fair value

Financial assets

Cash and equivalen $ 151,51 $ 151,517 $ 132,13t $ 132,13t
Federal funds sol 57,43¢ 57,43¢ 41,49: 41,49:
Available-for-sale investment and mortgerelated securitie 2,629,35. 2,629,35. 2,953,37. 2,953,37.
Investment in stock of Federal Home Loan Bank aftthe 97,76¢ 97,76¢ 97,36¢ 97,36¢
Loans receivable, ni 3,566,83 3,534,58. 3,249,19 3,278,171
Financial liabilities
Deposit liabilities 4,557,41! 4,532,42! 4,296,17. 4,297,68.
Securities sold under agreements to repurc 686,79: 680,37 811,43t 813,89
Advances from Federal Home Loan Bz 935,50( 936,82 988,23 1,016,18:
Long-term debt 1,142,99: 1,171,09; 1,166,73! 1,214,22i
Off-balance sheet item
Loans serviced for othe 358,56¢ 4,611 452,72: 5,29:
HECC-obligated preferred securities of trust subsid 50,00( 51,40( 50,00( 52,40(

As of December 31, 2005 and 2004, loan commitmamtsunused lines and letters of credit had carrgimgunts of $1.1 billion and
$922 million and the estimated fair value was $8ilion and $0.3 million, respectively.

Limitations. The Company makes fair value estimates at a spgufit in time, based on relevant market inforoatnd information about
the financial instrument. These estimates do riteéatany premium or discount that could resuthé Company were to sell its entire holdings
of a particular financial instrument at one timecBuse no market exists for a significant portibthe Company’s financial instruments, fair
value estimates cannot be determined with preci€ibanges in assumptions could significantly affeetestimates.

Fair value estimates are provided for certain fai@rinstruments without attempting to estimatehkie of anticipated future business
and the value of assets and liabilities that atecapsidered financial instruments. In additiore tax ramifications related to the realization of
the unrealized gains and losses could have a gignifeffect on fair value estimates and have eehlconsidered.
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16 « Quarterly information (unaudited)
Selected quarterly information was as follo

Quarters ended

Years ended
(in thousands, except per share amounts) March 31 June 30 Sept. 30 Dec. 31 December 31
2005
Revenue: $472,62¢ $522,26: $595,91'! $624,75¢ $2,215,56.
Operating incomé 56,67 61,44¢ 77,23¢ 76,06: 271,42.
Net income (losst
Continuing operation 24,09t 28,33t 37,49( 37,52 127,44
Discontinued operatior — (755) — — (755)

24,09t 27,58( 37,49( 37,52« 126,68

Basic earnings (loss) per common share

Continuing operation 0.3C 0.3t 0.4€ 0.4€ 1.5¢
Discontinued operatior — (0.01) — — (0.0))
0.3C 0.34 0.4¢€ 0.4¢€ 1.57

Diluted earnings (loss) per common share

Continuing operation 0.3C 0.3t 0.4€ 0.4€ 1.57
Discontinued operatior — (0.01) — — (0.01)
0.3C 0.34 0.4¢€ 0.4¢€ 1.5€

Dividends per common sha 0.31 0.31 0.31 0.31 1.24
Market price per common sh&re

High 29.7¢ 27.4f 28.7¢ 28.5( 29.7¢

Low 24.6( 24.6¢ 26.21 25.5( 24.6(
2004
Revenue! $437,11( $461,79¢ $506,75¢ $518,39( $1,924,05
Operating incomé 67,831 66,94¢ 81,68¢ 54,49 270,96(
Net income?

Continuing operation 30,93: 11,23¢ 40,75¢ 24,81( 107,73¢

Discontinued operatior — — 1,913 — 1,913

30,93: 11,23¢ 42,67: 24,81( 109,65:

Basic earnings per common shéare

Continuing operation 0.4C 0.14 0.51 0.31 1.3¢
Discontinued operatior — — 0.0z — 0.0z
0.4C 0.14 0.5 0.31 1.3¢€

Diluted earnings per common shédre

Continuing operation 0.4C 0.14 0.51 0.31 1.3¢

Discontinued operatior — — 0.0z — 0.0z

0.4C 0.14 0.5 0.31 1.3¢

Dividends per common sha 0.31 0.31 0.31 0.31 1.24
Market price per common sh&re

High 26.8¢ 26.2¢ 26.7¢ 29.5¢ 29.5¢

Low 23.5¢ 22.9¢ 24.8¢ 26.4¢ 22.9¢

1 For 2005, amounts for the fourth quarter includerim rate relief for HECO and a $9 million netmgain the sale of an interest in a trust-
is the owner/lessor of a 60% interest in a elegfeigerating plant in Georgi

2 For 2004, amounts for the second quarter includaftan-tax charge to net income of $24 million floe potential cumulative bank franchise
tax liability ($21 million) and interest ($3 millig since ASB’s REIT subsidiary was formed througarbh 31, 2004. For 2004, the amounts



for the fourth quarter include $3 million in additial net income, representing a partial revers#i@f$24 million previously charged to net
income. See Note 10. Also, for 2004, the amountshfe fourth quarter include $16 million higherathi utility other operation and
maintenance expenses due in part to larger scapgrimg of overhauls, more repairs and maintenaiméermation technology system
enhancements expenses, additions to insuranceessand expenses related to compliance with theaBa-Oxley Act of 2002

3 The quarterly basic earnings (loss) per commonesaae based upon the weightederage number of shares of common stock outstgtrial
each quartel

4 The quarterly diluted earnings (loss) per commaraslare based upon the weigl-average number of shares of common stock outstgl
in each quarter plus the dilutive incremental shatequarter enc

5 Market prices of HEI common stock (symbol HE) shaave as reported on the NYSE Composite T
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Report of Independent Registered Public Accountingdrirm

The Board of Directors and Sharehold
Hawaiian Electric Industries, Inc.:

We have audited the accompanying consolidated balgineets of Hawaiian Electric Industries, Inc. suoisidiaries as of December 31,
2005 and 2004, and the related consolidated statsmé&income, changes in stockholders’ equity, eash flows for each of the years in the
three-year period ended December 31, 2005. Thewmlidated financial statements are the respoitgibil the Company’s management. Our
responsibility is to express an opinion on thegesotidated financial statements based on our audits

We conducted our audits in accordance with thedstats of the Public Company Accounting OversighamiqUnited States). Those
standards require that we plan and perform thet &mdbtain reasonable assurance about whethdintecial statements are free of material
misstatement. An audit includes examining, on aliasis, evidence supporting the amounts and digids in the financial statements. An a
also includes assessing the accounting principged and significant estimates made by managenentelhas evaluating the overall financial
statement presentation. We believe that our apditgide a reasonable basis for our opinion.

In our opinion, the consolidated financial statetaenferred to above present fairly, in all mategapects, the financial position of
Hawaiian Electric Industries, Inc. and subsidiaeesf December 31, 2005 and 2004, and the resfulteir operations and their cash flows for
each of the years in the three-year period endegber 31, 2005, in conformity with U.S. generaltgepted accounting principles.

As discussed in Notes 1 and 5 to consolidated ighstatements, effective January 1, 2004, the i2om adopted Financial Accounting
Standards Board Interpretation No. 46(Rpnsolidation of Variable Interest Entities

We also have audited, in accordance with the stasd# the Public Company Accounting Oversight Bo@snited States), the
effectiveness of Hawaiian Electric Industries, mimternal control over financial reporting asidécember 31, 2005, based on criteria
established in Internal Controlkategrated Framework issued by the Committee ohSpong Organizations of the Treadway Commission,
our report dated March 6, 2006 expressed an urfgpgatipinion on managemestassessment of, and the effective operation w&firial contro
over financial reporting.

/sl KPMG LLP
Honolulu, Hawaii
March 6, 200¢

136



Table of Contents

HECO:

The information required by this item is incorp@dherein by reference to pages 4 to 41 of ExBbito HECCs Form +K dated
March 7, 2006.
ITEM9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON AC COUNTING AND FINANCIAL DISCLOSURE

HEI and HECO:
None

ITEM 9A. CONTROLS AND PROCEDURES

HEI:
Conclusion Regarding the Effectiveness of DisclosairControls and Procedures

Management conducted an evaluation of the Compatigtsosure controls and procedures, as such tedefined under Rule 13a-15(e)
promulgated under the Securities Exchange Act 8#18s amended. Based on this evaluation, HEIrejél executive officer and principal
financial officer concluded that the Company’s tlisare controls and procedures were effective d&eaember 31, 2005.

Internal Control Over Financial Reporting

During the fourth quarter of 2005, there has beeohange in internal control over financial repagtidentified in connection wit
management’s evaluation of the effectiveness obpany’s internal control over financial repogtias of December 31, 2005 that has
materially affected, or is reasonably likely to evally affect, the Company’s internal control o¥ierancial reporting.
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Annual Report of Management on Internal Control Ove Financial Reporting

The Board of Directors and Sharehold
Hawaiian Electric Industries, Inc.:

Management is responsible for establishing and taiaimg adequate internal control over financiglasing, as such term is defined in
Rule 13a-15(f) promulgated under the SecuritieshBrge Act of 1934, as amended. The Company’s ialteontrol system was designed to
provide reasonable assurance to management aldénd of Directors regarding the preparation amdpieesentation of its consolidated
financial statements.

All internal control systems, no matter how welkidged, have inherent limitations. Therefore, etese systems determined to be
effective can provide only reasonable assurande rggpect to financial statement preparation ardeprtation.

Management conducted an evaluation of the effeatise of the Company'’s internal control over finahméporting as of December 31,
2005 based on the framework in Internal Control-egnated Framework issued by the Committee of Spongs@rganizations of the
Treadway Commission. Based on this evaluation, gemant has concluded that the Company’s internatabover financial reporting was
effective as of December 31, 2005.

KPMG LLP, an independent registered public accagntirm, has issued an audit report on managemassessment of the Company’s
internal control over financial reporting as of Batber 31, 2005. This report appears on page 139.

/s/ Robert F. Clark /sl Eric K. Yeamal /sl Curtis Y. Harad
Robert F. Clark Eric K. Yeamar Curtis Y. Harad:
Chairman, President ai Financial Vice Presiden Controller anc

Chief Executive Office Treasurer an Chief Accounting Office

Chief Financial Office
March 6, 2006
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[KPMG LLP letterhead]
Report of Independent Registered Public Accountindgrirm on Internal Control Over Financial Reporting

The Board of Directors and Shareholders
Hawaiian Electric Industries, Inc.:

We have audited management’s assessment, incloded accompanying annual report of managementtemial control over financial
reporting, that Hawaiian Electric Industries, Inc. maintairegfictive internal control over financial reporting of December 31, 2005, based
on criteria established in Internal Control—IntdgchFramework issued by the Committee of Sponsd@irganizations of the Treadway
Commission (COSO). Hawaiian Electric Industries, Bymanagement is responsible for maintainingogiffe internal control over financial
reporting and for its assessment of the effectigerd internal control over financial reporting.rQesponsibility is to express an opinion on
management’s assessment and an opinion on theiedfeess of the Company’s internal control oveaficial reporting based on our audit.

We conducted our audit in accordance with the stadedof the Public Company Accounting Oversightri@id@nited States). Those
standards require that we plan and perform thet amidbtain reasonable assurance about whethetigfenternal control over financial
reporting was maintained in all material respe©tsr audit included obtaining an understanding térimal control over financial reporting,
evaluating management’s assessment, testing ahchéng the design and operating effectivenessatefnal control, and performing such
other procedures as we considered necessary @irtluenstances. We believe that our audit providesagonable basis for our opinion.

A company’s internal control over financial repogiis a process designed to provide reasonableaagsuregarding the reliability of
financial reporting and the preparation of finahsiatements for external purposes in accordantegenerally accepted accounting princip
A company’s internal control over financial repogiincludes those policies and procedures thagi€ithin to the maintenance of records that,
in reasonable detail, accurately and fairly reftbettransactions and dispositions of the assdtseofompany; (2) provide reasonable assurance
that transactions are recorded as necessary tatgeaparation of financial statements in accor@éawith generally accepted accounting
principles, and that receipts and expendituree®tbmpany are being made only in accordance witioaizations of management and
directors of the company; and (3) provide reasanabturance regarding prevention or timely deteafainauthorized acquisition, use, or
disposition of the company'’s assets that could lzareaterial effect on the financial statements.

Because of its inherent limitations, internal cohtiver financial reporting may not prevent or d¢t@isstatements. Also, projections of
any evaluation of effectiveness to future periogssabject to the risk that controls may becomdénaate because of changes in condition
that the degree of compliance with the policiepraicedures may deteriorate.

In our opinion, management’s assessment that Haw&iectric Industries, Inc. maintained effectirgernal control over financial
reporting as of December 31, 2005, is fairly stateall material respects, based on criteria distadgd in Internal Control—Integrated
Framework issued by the COSO. Also, in our opintéawaiian Electric Industries, Inc. maintainedalhmaterial respects, effective internal
control over financial reporting as of December 3105, based on criteria established in Internait@b—Integrated Framework issued by the
COSO.

We also have audited, in accordance with the stasd# the Public Company Accounting Oversight Bo@snited States), the
consolidated balance sheets of Hawaiian Electdastries, Inc. and subsidiaries as of Decembe2@d5 and 2004, and the related
consolidated statements of income, changes in lstdd&rs’ equity, and cash flows for each of thergéa the three-year period ended
December 31, 2005, and our report dated March @ 2@pressed an unqualified opinion on those cateted financial statements and
referred to the adoption of Financial Accountingri&tards Board Interpretation No. 46(R), Consolaatf Variable Interest Entities.

/sl KPMG LLP

Honolulu, Hawaii
March 6, 200¢
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HECO:
Conclusion Regarding the Effectiveness of DisclosairControls and Procedures

Management conducted an evaluation of HECO arsllisidiaries’ disclosure controls and proceduresuah term is defined under
Rule 13a-15(e) promulgated under the Securitieh&xge Act of 1934, as amended. Based on this ei@yu&ECQO’s principal executive
officer and principal financial officer concludeabt HECO and its subsidiaries’ disclosure contamld procedures were effective as of
December 31, 2005.

Internal Control Over Financial Reporting

During the fourth quarter of 2005, there has beeohange in internal control over financial repagtidentified in connection wit
management’s evaluation of the effectiveness oHIBEO and its subsidiaries’ internal control ovieaficial reporting as of December 31,
2005 that has materially affected, or is reasonbkdyy to materially affect, HECO and its subsidks’ internal control over financial reportir

The “Annual Report of Management on Internal Cdn@reer Financial Reporting” and “Report of IndepentiRegistered Public
Accounting Firm on Internal Control Over Finandr#porting” required by this item are incorporateddin by reference to pages 2 and 3,
respectively, of Exhibit 99 to HECO’s Form 8-K datéarch 7, 2006.

ITEM 9B. OTHER INFORMATION
HEI and HECO: None
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PART llI

ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANTS
HEL:

Information for this item concerning the executdféicers of HEI is set forth at the end of Itemfthis report. Information on the curre
HEI directors and their business experience argtthirships is incorporated herein by referencaecstctions relating to director nominees
continuing directors in HEI's 2006 Proxy Statemdrtte information on the HEI Audit Committee and Bward of Directors’ determination of
HEI's Audit Committee financial experts and theémmes are incorporated by reference to the seatiatimg to Committees of the Board and
the relevant information in the section relatinghte Audit Committee Report in HEI's 2006 Proxyt8taent (but no other portion of thAudit
Committee Report” is incorporated by reference).

Family relationships; director arrangements

There are no family relationships between any etvezwofficer or director of HEI and any other ex#ea officer or director of HEI o
any arrangement or understanding between any eéxeafficer or director of HEIl and any person, puast to which the executive officer or
director of HEI was selected.

Code of Conduct

Information on HEI's Code of Conduct is incorpohtey reference to the section on corporate govesanHEI's 2006 Proxy
Statement. In connection with its periodic revieizorporate governance trends and best practiced{E| Board of Directors adopted a
Revised Code of Conduct, including the code ofostfor, among others, the chief executive offiaedt aenior financial officers of HEI, which
may be viewed under “Corporate Governance” on H&Ebsite at www.hei.comHEI also elects to disclose the information reggiiby Form
8-K, Item 5.05, “Amendments to the registrant’'s ead ethics, or waiver of a provision of the codethics,” through this website and such
information will remain available on this website fat least a 12aonth period. A copy of the Revised Code of Condoay be obtained free
charge upon written request from the HEI Vice Rfest-Administration & Corporate Secretary, P.O. B89, Honolulu, Hawaii 96808-0730.

Section 16(a) beneficial ownership reporting compdince

Information required to be reported under this icapis incorporated herein by reference to theisectlating to stock ownership in
HEI's 2006 Proxy Statement.

HECO:
Executive Officers

The following persons are, or may be deemed t@xegutive officers of HECO. Their ages are giveofddarch 6, 2006 and their years
of company service are given as of December 315 20€ficers are appointed to serve until the megptihthe HECO Board of Directors after
the next HECO Annual Meeting (or written consensaole stockholder, which will occur in May 2006)daor until their respective successors
have been appointed and qualified (or until thaftier resignation or removal). Company servicdudes service with HECO affiliates.
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Business experienc
HECO Executive Officers for past five years

Robert F. Clarke, age ¢
Chairman of the Boar 1/91 to date
(Company service: 18 yeal

T. Michael May, age 5
President, Chief Executive Officer and Direc 9/95 to date
Chairman of the Board, MECO and HELC( 9/95 to date
(Company service: 13 yeal

Robert A. Alm, age 5.
Senior Vice Presidel- Public Affairs 7/01 to date
(Company service: 4 year
Robert A. Alm, prior to joining HECO, served as Extive Vice President of Financial Management Graupirst
Hawaiian Bank from 1/99 to 6/0

Thomas L. Joaquin, age !
Senior Vice Presidel- Operations 7/01 to date
Vice Presiden— Power Supph 7/95 to 06/01
(Company service: 32 yeal

Karl E. Stahlkopf, age 6
Senior Vice Presidel- Energy Solutions and Chief Technology Offii 5/02 to date
(Company service: 3 yeatr
Karl E. Stahlkopf, prior to joining HECO, served\dse Presiden- Power Delivery and Utilization of the Electi
Power Research Institute from 1/01 to 5/02 andiéees and CEO of EPRI Solutions from 01/99 to 01

William A. Bonnet, age 6.
Vice Presiden— Government & Community Affair
President, MEC(
(Company service: 20 yeal

Amy E. Ejercito, age 4
Vice Presiden— Corporate Excellenc
Manager, Customer Servi
(Company service: 17 yeal

Jackie Mabhi Erickson, age ¢
Vice Presiden— General Counst
Vice Presiden- Customer Operations & General Cour
(Company service: 24 yeal

Charles M. Freedman, age
Vice Presiden- Corporate Relation
(Company service: 14 yeal

Harold K. Kageura, age £
Vice Presiden— Energy Delivery
Manager, Construction & Maintenan
Manager, Power Supply Operations & Maintena
(Company service: 19 yeal

Tayne S.Y. Sekimura, age -
Financial Vice Presidel
Assistant Financial Vice Preside
Director, Corporate & Property Accountil
Director, Internal Audi
(Company service: 14 yeal

Chris M. Shirai, age 5
Vice Presiden- Special Project
Vice Presiden- Energy Delivery
(Company service: 36 yeal

Thomas C. Simmons, age
Vice Presiden— Power Supph
Manager, Power Supp
(Company service: 34 yeal

5/01 to date
9/96 to 5/01

1/05 to date
5/00 to 12/0¢

3/03 to date
10/98 to 3/0:

3/98 to date

9/04 to date
2/02 to 09/0¢
4/96 to 2/0z

10/04 to date
8/04 to 10/0¢
2/01 to 8/04
7/97 to 2/01

9/04 to date
12/99 to 9/0¢

2/02 to date
7/95 to 2/0z
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Business experienc

HECO Executive Officers for past five years
(continued)
David G. Waller, age 5
Vice Presiden- Customer Solution 6/04 to date
Manager, Energy Servici 4/99 to 6/04

(Company service: 17 yeal

Lorie Ann K. Nagata, age ¢
Treasure| 12/00 to datt
Manager, Management Accounti 5/98 to date
(Company service: 23 yeal

Patsy H. Nanbu, age -

Controller 5/05 to date
Assistant Controlle 2/05 to 5/0k
Director, Regulatory Affair: 10/01 to 2/0¢
Director, Internal Audi 2/01 to 10/01
Senior Regulatory Analy: 4/99 to 2/01

(Company service: 19 yeal

Molly M. Egged, age 5
Secretary 10/89 to date
(Company service: 25 yeal

HECO'’s executive officers T. Michael May, Karl Ba8lkopf, William A. Bonnet, Tayne S.Y. Sekimurayrie Ann K. Nagata, Patsy H.
Nanbu and Molly M. Egged are also officers andioeators of MECO, HELCO or Renewable Hawaii, INn&EEO executive officers Robert
Clarke and Molly M. Egged are also officers of amenore of the affiliated nonutility HEI companies.

Robert F. Clarke will relinquish his title as Chman of HECO, effective at HEI's Annual Meeting dféBeholders on May 2, 2006. He
will retire on May 31, 2006. HEI's board of directchas named Constance H. Lau, President and CBSBfto succeed Mr. Clarke on
May 2, 2006 as Chairman of HECO.

Board of Directors

The following is a list of current directors of HBCThe information is provided as of March 6, 2006.

Age Director since [2]

Director

Robert F. Clark« 63 1990
T. Michael May 5¢ 1995
Thomas B. Fargo [1 57 2005
Timothy E. John: 50 2005
A. Maurice Myers 65 2004
David M. Nakadz 54 2005
Diane J. Plotts [1 70 1991
Crystal K. Ros¢ 48 2005
James K. Sco 54 1999
Anne M. Takabuki [1 49 1997
Kelvin H. Takete 51 2004
Barry K. Taniguchi [1. 58 2001
Jeffrey N. Watanab 63 1999

[1] Audit committee membe

[2] Year indicates first year elected or appoint&lll directors serve one year terms. Diane J. Blatis not a HECO director from
December 31, 2004 to March 7, 20

Timothy E. Johns, David M. Nakada, Cry$taRose and Anne M. Takabuki are the only nonemggogirectors of HECO who are not
directors of HEI. Mr. Johns has been the Chief @tieg Officer of the Estate of Samuel Mills Damartlawaii-based private trust, primarily
managing a diversified investment portfolio, inéhgireal estate assets in Hawaii, since 2000. Heseas an at-large member of the State
Board of Land and Natural Resources and is Chahef-ederal Northwestern Hawaiian Islands Cora&f Beosystem Reserve Advisory
Council. He also sits on the boards of several canity organizations, including the YMCA of HonolulHawaii Nature Center, Child and
Family Service, Helping Hands Hawaii and St. AndeeRriory. Mr. Nakada has been the Executive Doeof the Boys & Girls Club of
Hawaii, an eleemosynary youth guidance, primarygm&on organization, since 1979. He serves orBtherd of the Hawaii Community
Foundation. Ms. Rose has been a partner in théilawof Bays, Deaver, Lung, Rose & Baba since 13% serves on the boards of Cer



Pacific Financial Corporation and Central Pacifemk as well as the boards of a number of nonpoodidnizations including the native
Hawaiian Legal Corporation, Native Hawaiian Bar dadation, and the Boys & Girls Club of Hawaii. M&akabuki has been President of
Wailea Golf LLC, owner/operator of golf coursegicg October 1, 2003. At Wailea Golf Resort, In@ slas President from March 2003 to
September 2003 and Vice President/Secretary andr&lddounsel from 1993 to February 2003. She asees on the boards of
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Wailea Community Association and Kapiolani HealtuRdation and is a member of the advisory Boadiadctors of MECO. Information
concerning the directors of HECO who are also dinmscof HEI is incorporated by reference to th@infation set forth above under “HEI” and
in HEI's 2006 Proxy Statement.

Audit Committee of the HECO Board

During 2005, the Board of Directors of HECO had stending committee, the Audit Committee. The aurreonemployee directors are
Barry K. Taniguchi, Chairman, Thomas B. Fargo, RidnPlotts and Anne M. Takabuki. The Audit Comesitholds such meetings as it deems
advisable to review the financial operations of HE@ 2005, the Audit Committee held five meetingseview various matters with
management, the internal auditor and KPMG LLP (HEO@dependent registered public accounting finmdluding the activities of the
internal auditor, the results of the annual audiKPMG LLP and the consolidated financial stateraemhich are included in Item 8.

Each member of the HECO Audit Committee has beégriskined to be independent by the Board of Direcioraccordance with
applicable securities laws and current standarngsfegh in the New York Stock Exchange Listed Camyp Manual. Mr. Taniguchi and Mss.
Plotts and Takabuki have been determined by thedBafDirectors to be the “audit committee finan@aperts” on the Audit Committee.

Attendance at meetings

In 2005, there were six regular bi-monthly meetinfthe HECO Board of Directors. All incumbent diters attended at least 75% of the
combined total number of meetings of the BoardthedAudit Committee on which they served (during preriod of their service).

Family relationships; director arrangements

There are no family relationships between any etkeewfficer or director of HECO and any other extaee officer or director of HECO,
or any arrangement or understanding between arguéxe officer or director of HECO and any persamsuant to which the executive officer
or director of HECO was selected.

Code of Conduct

In connection with its periodic review of corporgg@vernance trends and best practices, on Septé&b2005, the HEI Board of
Directors adopted a Revised Code of Conduct, irietuthe code of ethics for, among others, the oixefcutive officer and senior financial
officers of HECO, which may be viewed under “ComtterGovernance” HEI's website at www.hei.comECO also elects to disclose the
information required by Form 8-K, Item 10, “Amendm®to the registrant’s code of ethics, or waiviea provision of the code of ethics,”
through this website and such information will rémavailable through this website for at least axiénth period. A copy of the Revised Code
of Conduct may be obtained free of charge uportevritequest from the HEI Vice President-Administra& Corporate Secretary, P.O. Box
730, Honolulu, Hawaii 96808-0730.

ITEM 11. EXECUTIVE COMPENSATION
HEI:

The information required under this item for HEIrisorporated by reference to the information ietato the board of directors,
Committees of the Board and executive compensatidtEl’'s 2006 Proxy Statement.
HECO:

Information required under this item for HECO, bidi#ion to that set forth below, is incorporatedrbference to the information relating
to the board of directors, Committees of the Baard executive compensation in HEI's 2006 Proxyestaint.
Remuneration of HECO Directors

In 2005, Timothy E. Johns, David M. Nakada, Cry&taRose and Anne M. Takabuki were nonemployeectbrs of HECO who were not also
directors of HEI. For 2005, Messrs. Johns and Nakadl Ms. Rose and Ms. Takabuki received an amgraat of 1,000 shares of HEI stock.
addition, Messrs. Johns and Nakada and Ms. Rosé&/egta one-time grant of 600 shares of HEI stquknutheir initial election in 2005.
Commencing April 1, 2005, all HECO nonemployee dioes (including those who were also nonemployeé¢ dictors), received an annual
cash retainer of $20,000, paid quarterly, for tkeivice on the HECO Board. For 2005, the
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Chairman of the HECO Audit Committee, Mr. Tanigychas paid an additional annual cash retainer 6f@I0 and the members of the HECO
Audit Committee, Admiral Fargo and Mss. Plotts diadkabuki, received an additional annual cash retaif $4,000 each. Employee members
of the HECO Board of Directors are not compenséiedttendance at any meeting of the Board or Cdtess of the Board. Information
concerning the directors of HECO who are also dnescof HEI, including Mr. Taniguchi, as set foehove under “HEI” and in the referenced
sections of HEI's 2006 Proxy Statement, is incoaped by reference herein.

Summary compensation table

The following summary compensation table showsattreual and lor-term compensation of the chief executive officeHECO and the
four other most highly compensated executive offiad HECO (collectively, the HECO Named Execut®#icers) who served at the end of
2005. All compensation amounts presented for T hislét May are the same amounts presented in HEOS PBoxy Statement.

SUMMARY COMPENSATION TABLE

Long-term
Annual Compensation Compensation
Awards Payouts
All
Other Securities Other
Annual Underlying Compen-
Compen- LTIP
Options/ Payouts sation(5)
Salary Bonus(2) sation SARS(3) 4)
Name and Principal Position Year (%) (%) %) #) %) $)
T. Michael May 2005 553,00(
President and Chief Executive Officer — — 10,31:
200¢ 533,000 345,67¢ 0 50,000 126,00(
0 50,00( 9,28
200: 513,000 294,01: 0 50,00 154,36¢ 8,20¢
Robert A. Alm 200t  262,00(
Senior Vice President-Public Affairs
200¢ 251,00 50,00( 0 12,00( NA 2,94
48,54 0 0 NA 2,471
200: 238,000 165,99¢ 0 12,00( NA 2,05¢
Thomas L. Joaquin 200t 268,00(
Senior Vice President- Operations
200<¢ 255,00( — 0 12,00( NA 6,56¢
47,14¢ 0 0 NA 5,57¢
200: 239,00 88,94¢ 0 12,00( NA 4,78
Karl C. Stahlkopf 200t 313,00(
Senior Vice President-Energy Solutions and Chiethhelogy Officer 11,46:
200 301,00¢( — 0 12,00( NA
47,36« 0 0 NA 9,641
200: 287,00 69,88 0 12,00( NA 8,01¢
Tayne S. Y. Sekimura (1) 200t 207,00(
Financial Vice President
2004 123,00  25,00( 0 6,00( NA 82z
50,00( 0 0 NA 454
200:  89,00( — 0 0 NA 30¢

NA Not applicable (not participants in the pla
(1) Tayne S.Y. Sekimura became Financial Vice Presieiective October 18, 200

(2) The HECO Named Executive Officers are eligiiolean annual incentive award under the Company&chtive Incentive Compensation
Plan (EICP). EICP bonus payouts are reflected agpeasation for the year earned. Also includes gpagiards in 2005 to Mr. Alm for
$50,000 and Ms. Sekimura for $25,000. Also inclusiescial awards in 2004 to Ms. Sekimura for $50,@060 includes special awards
in 2003 to Mr. Alm for $100,000 and Mr. Joaquin §2#4,000.

(3) Options and Stock Appreciation Rights (SARs) grdrarn dividend equivalents as further describéoWbander the headin¢* SARs
grants in last fiscal year” and “Aggregated SAR#mys exercised in last fiscal year and fiscal yead SAR/option values2003 option:
granted have been s|-adjusted

145



Table of Contents

(4)
(5)

Long-Term Incentive Plan (LTIP) payouts are determinethe first quarter of each year for the tl-year cycle ending on December
of the previous calendar ye:

Represents amounts attributable each yeareb@timpany for certain preretirement death bengfitsided to the HECO Named
Executive Officers. Additional information is inqmrated by reference to the information relatingeath benefits in HEI's 2006 Proxy
Statement

The following table presents information on the SARich were granted to the HECO Named Executiviisgds during 2005 (on

April 7, 2005). The practice of granting SARs, whiaclude dividend equivalent shares, has beeo@t each year since 2004.

STOCK APPRECIATION RIGHTS GRANTS IN LAST FISCAL YEA R

Percent of
Number of Total SARs
Securities
Underlying Granted to Exercise
Grant Date
SARS Employees Price ($/ Present
Granted (1) in Fiscal Expiration Value (2)
# Year share) Date %)
T. Michael May 50,00( 9%  $26.1¢ April 7,201 $291,00(
Robert A. Alm 12,00( 2 $26.1¢  April 7, 201¢ 69,84(
Thomas L. Joaqui 12,00( 2 $26.1¢  April 7, 201¢ 69,84(
Karl C. Stahlkopt 12,00( 2 $26.1¢  April 7, 201¢ 69,84(
Tayne S. Y. Sekimur 6,00( 1 $26.1¢  April 7, 201¢ 34,92(

(1)

(@)

These SARs vest at the end of four years (edifiting). Additional dividend equivalent shares granted at no additional cost to the
recipient throughout the four-year vesting peribtlidend equivalents are computed, as of each diddecord date, both with respect to
the number of shares under the SARs and with réspélze number of dividend equivalent shares ngsly credited to the Named
Executive Officer and not issued during the pepadr to the dividend record date. Accelerated imgsis provided in the event of a
chang+in-control or upon retiremen

Based on a Binomial Option Pricing Model, whiclaisariation of the Blac-Scholes Option Pricing Model calculated by the |
Compensation Committee’s independent compensatinguiting firm. The Binomial Value is $5.82 per gharl he following
assumptions were used in the model: Stock Pric@182 Term: 10 years; Expected life: 4.5 years;atitity: 18.1%; Risk-Free Interest
Rate: 4.1 %; and Dividend Yield: 5.9%. The follogriwere the valuation results: Binomial SARs Val$2:83; Dividend Credit Value:
$2.99; and Total Value: $5.8

In calculating the grant date present values sét fo the table, the volatility and dividend yieleere based on the monthly closing st
prices and dividends for the four and a half yesiqul preceding the grant date. The risk-free egerate was fixed on the date of grant at
the rate of return on a stripped U.S. Treasuryiiith a term to maturity approximately equal to tpgions’ expected life. Dividend
equivalents are payable in the form of stock onSA®s for a period of four years. The value ofdhédend equivalents was determined
on the basis of the dividend yield, using the mignttosing stock prices and dividends for the fand a half year period preceding the
grant date. The use of different assumptions cadyme significantly different estimates of the prasvalue of SARs. Consequently, the
grant date present value set forth in the tabtelg theoretical and may not accurately represesggnt value. The actual value, if any, a
recipient will realize will depend on the excesshef market value of the HEI Common Stock overekercise price on the date the SAR
is exercised, plus the value of the dividend edaivis.

In December 2005, to accommodate changes to theitssximposed by the new Section 409A of the hdERevenue Code of 1986,
amended (Section 409A), the Company modified tlogipions for paying dividend equivalents on shanederlying nonqualified stock
options and SARs that were vested on December(®4, 2and the Company similarly modified provisidospaying dividend
equivalents on dividends declared after 2004. Befoodification, dividend equivalents were paid whed to the extent that the
employee exercised the nonqualified stock optiomSAnN order to comply with Section 409A, any vdsdévidend equivalent subject to
the modification will be paid not later than22 months after the year in which the underlying dévid equivalent is declared (without
regard to whether the underlying nonqualified stopkion/SAR is exercised). The amount of such dinidl equivalent payment generally
is reduced if, as of December 31 for the year therent is made, the per share exercise price afritlerlying nonqualified stock
option/SAR exceeds the fair market value per shatbe underlying common stock.

The Section 409A modification increased the falugaf the 2005 SARs by $0.12 per underlying slfarenodification date]
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Aggregated SARs/options exercises and fiscal yeand SAR/option values

The following table shows the stock options, inahgddividend equivalents, exercised by the HECO Maraxecutive Officers in 200
Also shown is the number of securities underlyingxercised SARs/options and the value of unexeatdiséhe money SARs/options,
including dividend equivalents, at the end of 200&I granted dividend equivalents to all HECO Narage@cutive Officers as part of the SAR
or stock option grants.

Dividend equivalents permit a participant who ejggs a SAR or stock option to obtain, at no addg@la@ost, the amount of dividends
declared between the grant and the exercise @Ak or option during the vesting period, exceptdividend equivalents modified for
Section 409A, which do not require exercise andllvélpaid as described above. Dividend equivaleresomputed as of each dividend record
date throughout the four-year vesting period bath vespect to the number of shares under the SAdption and the number of dividend
equivalent shares previously credited to the HEGEnEd Executive Officer, which have not been exettissued during the period prior to
the dividend record date.

AGGREGATED SARs/OPTION EXERCISES IN LAST FISCAL YEA R AND
FISCAL YEAR-END SAR/OPTION VALUES

Number of Securities

Underlying Value of Unexercised
Unexercised In the Money
SARs/Options SARs/Options
(Including Dividend (Including Dividend
Dividend Equivalents) Equivalents)
Shares  Equivalents Value Realized On at Fiscal Year-End at Fiscal Year-End (1)
Acquired
Acquired Dividend
On On Equivalents
Exercise Exercise Options Exercisable/ Exercisable/
Name #) #) %) %) Unexercisable (#) Unexercisable ($)
T. Michael May — — — — 137,805/136,4z 1,200,255 /465,3(
Robert A. Alm — — — — 6,888 /19,32 55,472 163,32
Thomas L. Joaqui — — — — 8,762 /19,32 77,059 /63,32
Karl C. Stahlkop 6,00( 807 33,12(  21,00¢ - /19,32: - 163,32:
Tayne S. Y. Sekimur — — — — —-16,21¢ —13,92¢

(1) All SARs/options were in the money (where the SARifmN price is less than the closing price on Deaen81, 2005) except the 20
SAR grant at $26.02 and the 2005 SAR grant at 86/&lues based on the closing price of $25.9Ghare on the New York Stock
Exchange on December 31, 20

Long-Term Incentive Plan awards table

The following table shows the Long-Term IncentitarPaward made to the HECO Named Executive Offize2005. The table shows
potential payments that are tied to performance avhree-year period (2005-2007) for the eligilECO Named Executive Officers. In
addition to two HEI goals, Mr. May has a third gaad the other eligible HECO Named Executive Offideave additional separate goals.

For each of the eligible HECO Named Executive @ffi; the two separate HEI goals are (1) returnvenage common equity for HEI
weighted 15% except Mr. May (weighted 30%), andt¢2al return to HEI shareholders weighted 10% pkéér. May (weighted 20%). The
Company’s performance for the total return to shalgers goal is measured against the Edison Hdeistitute (EEI) Index of InvestaDwnec
Electric Companies (Peer Group) as of Decembe2@17. The performance of the LTIP Peer Group isutated on a noncapitalized weighted
basis so as not to give a disproportionate emplasiee larger companies in the Peer Group. Intauidio the two goals set forth above, the
eligible HECO Named Executive Officers (except May) have other performance-based operational deatging from a weighting of 10%
to 25% and related to regulatory compact and engotjgy, adequate supply of power, HECO next gaimggaunit, HELCO/MECO generatiol
reliable flow of power and energy efficiency) ftiet2005-2007 LTIP cycle. Mr. May'third goal (weighted 50%) is based on a prorpggden
of allowed return on average common equity for ctidated HECO for the same three-year LTIP cycle.
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Earned awards are distributed in the form of 60%ha@nd 40% Common Stock with the maximum award lieveeach of the eligible
HECO Named Executive Officer ranging from 75% t@%bof the midpoint of the officer's salary gradega at the end of the three-year
performance period.

Estimated Future Payouts

Three-Year
Performance ;
Cycle Minimum Target ($) Maximum ($)

Name Ending Date Threshold (1)($,
T. Michael May 12/31/0° 211,87  423,75( 847,50(
Robert A. Alm 12/31/0° 62,00( 93,00( 186,00(
Thomas L. Joaqui 12/31/0° 62,00( 93,00( 186,00(
Karl C. Stahlkopt 12/31/0° 74,25( 111,37 222,75(
Tayne S. Y. Sekimur NA NA NA NA

NA Not applicable (not a participant in the pla

(1) Assumes meeting minimum threshold on all gdadsyever, for Mr. Stahlkopf, Mr. AlIm and Mdoaquin, if only one goal (weighted 1C
is met, the minimum threshold estimated future payeuld be: Mr. Stahlkopf — $7,425; Mr. Alm — $6@, and Mr. Joaquin —
$6,200. For Mr. May, if only one goal (weighted 20&met, the minimum threshold estimated futurggoé would be $42,375. There is
no LTIP payout unless the minimum threshold is oreat least one of the goa

Pension plans

Each of the HECO Named Executive Officers parti@pan the Retirement Plan for Employees of Hawai&ectric Industries, Inc. and
Participating Subsidiaries (the Retirement Plamaddition, Mr. May (but not the other HECO Nameacé&utive Officers) participates in
certain supplemental pension plans sponsored by Idfekrmation concerning these plans is incorpatdtg reference to HEI's 2006 Proxy
Statement.

As of December 31, 2005, the HECO Named Executiffieés had the following number of years of crediservice under the
Retirement Plan: Mr. May, 13 years; Mr. Alm, 4 y&avir. Joaquin, 32 years; Mr. Stahlkopf, 3 yearsl Bs. Sekimura, 14 years.

Changein-Control Agreements

HECO does not have change-in-control agreementsamiy of the HECO Named Executive Officers. Mr. Maiyhe only HECO Named
Executive Officer with whom HEI has a Change-in-€ohAgreement. Information concerning that agreetie incorporated by reference to
HEI's 2006 Proxy Statement.

Compensation Committee Interlocks and Insider Parttipation

The HEI Compensation Committee, composed of fidepgendent nonemployee directors of HEI, approvesigive compensation fi
the HECO Named Executive Officers. Actions of thel i ompensation Committee are subject to ratifaraby the full HEl and HECO Boar
of Directors (excluding any affected individuals).
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ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND RELATED

STOCKHOLDER MATTERS
HEL:

The information required under this item is incagied by reference to the sections relating tokstemership in HE's 2006 Prox)

Statement.

Equity compensation plan information

Information as of December 31, 2005 about HEI comstock that may be issued upon the exercise ofdsagranted under all of the

Company’s equity compensation plans was as follows:

(@
Number of securities
to be issued upon
exercise of outstandin

options,
Plan category warrants and rights (1)
Equity compensation plans approved by shareho 1,153,23!
Equity compensation plans not approvec
shareholder —
Total 1,153,23!

(b)
Weighted-average
exercise price of
outstanding
options, warrants
and rights

$ 22.92

$ 22.92

(©

Number of securities remaining
available for future issuance
under equity compensation plan
(excluding securities reflected ir
column (a)) (2)

4,305,18.

4,305,18.

(1) Includes 929,000 of outstanding stock option and, 289 of dividend equivalent shares accrued aseaeber 31, 2005 for such optic
Also includes the 47,957 of dividend equivalenhtigjaccrued as of December 31, 2005 for SARs, frteedl 0,931 of outstanding
converted SARs which are not in the money (i.e,rttarket price of common share as of December@15 B higher than the grant

price).

(2) This represents the number of shares remainindedn@ias of December 31, 2005, including 4,281 @®er the 1987 Stock Option a
Incentive Plan of HEI as amended and restatedteféedpril 20, 2004 and 23,278 under the HEI Nonéoype Director Plan. All of the
shares remaining available for issuance under thieNénemployee Director Plan may be issued in thfof unrestricted Common
Stock. Of the shares remaining available for isseamder the 1987 Stock Option and Incentive Pfa#Ed, as amended and restated
effective April 20, 2004, 422,000 shares may beedsin the form of restricted stock, stock paymemtstock-settled restricted stock

units (i.e., other than in the form of options, vaats or rights)
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HECO:

HEI owns all of HEC('s common stock, which is HECs only class of securities generally entitled teevan matters requirin
shareholder approval. HECO has also issued andutasnding various series of preferred stockhtiiders of which, upon certain defaults in
dividend payments, have the right to elect a mgjaf the directors of HECO.

The following table shows the shares of HEI comrstmtk beneficially owned by each HECO director éottihan those who are also
directors of HEI), by each HECO Named Executivei€if (other than Mr. May, who is a named executiffecer of HEI) and by all HECO
directors and all HECO executive officers as a gras of February 23, 2006, based on informationished by the respective individuals.

Amount of Common Stock and Nature of Beneficial Owarship

Sole Shared Other
Voting or Voting or Beneficial
Investment  Investment  Ownership Stock
Options

Name of Individual or Group Power Power (1) 2) ?3) Total
Directors
Timothy E. John: 1,65¢€ — — — 1,65¢
David M. Nakad: 1,95¢ — — — 1,95¢
Crystal K. Ros¢ 2,65¢ — — — 2,65¢
Anne M. Takabuk 8,19¢ — — — 8,19¢
Other HECO Named Executive Office
Robert A. Alm 8,92¢ — 1,431 9,99¢ 20,35t
Thomas L. Joaqui 15,99: 3,50¢ 76 11,82¢  31,40¢
Karl C. Stahlkopt 6,00( — — 3,03¢ 9,03«
Tayne S. Y. Sekimur 1,42¢ — — — 1,42¢
All directors and executive Officers as a group 28sons 247,611 76,53¢ 8,92: 409,17 742,24%

* HECO directors Clarke, Fargo, Myers, Plotts, $cbaketa, Taniguchi and Watanabe, who also semtb@HEI Board of Directors, are
not shown separately in this table, but are indilidethe total for all HECO directors and executdfficers as a group. HECO director
May, who is not a member of the HEI Board of Digestbut is deemed an executive officer of HEI urtterdefinition of Rule 3b-7 of
the SEC’s General Rules and Regulations underebar8ies Exchange Act of 1934, is not shown sepbrén this table, but is included
in the total for all HECO directors and executifoers as a group. The information required ath&sse directors is incorporated by
reference to the sections relating to stock owriglishHEI's 2006 Proxy Statement. The number ofrekaf common stock beneficially
owned by any HECO director or by all HECO directansl officers as a group does not exceed 1% dafutetanding common stock of
HEI.

(1) Shares registered in name of the individual andisg:

(2) Shares owned by spouse, children or otherivesharing the home of the director or officemimich the director or officer disclaims
personal interes

(3) Stock options, including accompanying dividend gglénts shares, exercisable within 60 days aftbrdzey 23, 2006, under the 19
Stock Option and Incentive Plan, as amended andteek
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ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS
HEL:

The information required under this item is incagied by reference to the sections relating tobtetiness of management and
transactions with directors and executive offidarklEl's 2006 Proxy Statement.
HECO:

Information required under this item for HECO dims and officers who are also directors or offscef HEI is incorporated by reference
to the sections relating to indebtedness of manageand transactions with directors and executffieavs in HEI's 2006 Proxy Statement.
Director Jeffrey Watanabe is a partner in the lam bf Watanabe Ing & Komeiji LLP, which performéetal services for HEI and certain of
its subsidiaries (including HECO and HELCO) dur2@p5.

ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES
HEL:

The information required under this item is incaded by reference to the relevant informatiorhim $ection relating to the Audit
Committee Report in HEI's 2006 Proxy Statement ¢mubther part of the “Audit Committee Report” i€orporated by reference).

HECO:

Certain information required as to HECO under ifgim is included in the disclosures for HEI in thedit Committee Report section in
HEI's 2006 Proxy Statement, which is incorporatgddference to the extent set forth above.

Fees of HECOs Principal Accountant

The following table sets forth the aggregate fakbsdto HECO for the years ended December 31, 204562004 by KPMG LLF
HECO'’s independent registered public accountingfir

2005 2004
Audit fees (principally consisted of fees assodateth the audit of the consolidated financial staénts and intern

control over financial reporting, quarterly reviewssuances of letters to underwriters, accourtgorngsultations on

matters reflected in the financial statements,enenvaf registration statements, and issuance oferus) $907,00( $910,00(
Audit related fees (principally consisted of feesaciated with the audit of the financial stateraefitcertain employe

benefit plans 24,00( 20,00
Tax fees — —

All other fees — —

$931,00(  $930,00(

Pre-approval Policies

The HECO Audit Committee approved and adopted gmesal policies and procedures for nonaudit ses/m®posed to be perform
by HECO's independent registered public accourtfiimg. The policies and procedures have been impieeatein 2002. Departmental requests
for nonaudit services are reviewed by senior mamage and, once found by management to be acceptabléorwarded to the Chair of the
Audit Committee for preapproval. The Audit Commettetifies the Chair’s preapproval at its next sithed meeting. In addition, the Audit
Committee, pursuant to the terms of its charteprapes all audit services to be performed by tllegendent registered public accounting f
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PART IV

ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES
(2)(1) Financial statements

The financial statements for HEI are included iis tieport on the pages indicated below and incatgarherein by reference and
financial statements for HECO are incorporated indsg reference to pages 4 to 41 of Exhibit 99 #©G®’s Form 8-K dated March 7, 2006:

Pagels in
HECO’s Form 8-K
Pagels in dated
Form 10K March 7, 2006
HEI HECO
Report of Independent Registered Public Accourf&imm 13€ 4
Consolidated Statements of Income, Years endedrbleee31, 2005, 2004 and 20 94 5
Consolidated Statements of Retained Earnings, Yaatsed December 31, 2005, 2004 and 2 NA 5
Consolidated Balance Sheets, December 31, 2003G0% 95 6
Consolidated Statements of Capitalization, DecerBtheP005 and 200 NA 7-8
Consolidated Statements of Changes in Stockh¢ Equity, Years ended December 31, 2005, 2004
2003 96 NA
Consolidated Statements of Cash Flows, Years eDdedmber 31, 2005, 2004 and 2( 97 9
Notes to Consolidated Financial Stateme 98-13¢t 1C-41
NA Not applicable
(a)(2) Financial statement schedules
The following financial statement schedules for lEH HECO are included in this report on the péagdisated below
Page/
sin Form 10-K
HECO
HEI
Report of Independent Registered Public Accourf&imm 158 154
Schedule I Condensed Financial Information of Registrant, HamaElectric Industries, Inc. (Parent Companypas
December 31, 2005 and 2004 and Years ended Dec&hp2005, 2004 and 20t 15E5-157 NA
Schedule I  Valuation and Qualifying Accounts, Years ended Delger 31, 2005, 2004 and 20 15¢ 15¢

NA Not applicable

Certain schedules, other than those listed, aréerbecause they are not required, or are notcatybd, or the required information is

shown in the consolidated financial statementd(ting the notes) included in HEI's Consolidateddficial Statements and HECO'’s

Consolidated Financial Statements, which are iredughd incorporated by reference, respectivelthigreport.
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[KPMG LLP letterhead]

Report of Independent Registered Public Accourfinm

The Board of Directors and Shareholders
Hawaiian Electric Industries, Inc.:

Under date of March 6, 2006, we reported on thesalidiated balance sheets of Hawaiian Electric Itvéhss Inc. and subsidiaries as of
December 31, 2005 and 2004, and the related colasedl statements of income, changes in stockholeiguity and cash flows for each of the
years in the thre-year period ended December 31, 2005, which ataded in the Company’s annual report on Form 1®ktltie year 2005. In
connection with our audits of the aforementionedsotidated financial statements, we also auditede¢hated financial statement schedules as
listed in the accompanying index under Item 152)a)(hese financial statement schedules are tip®mnehility of the Companyg managemer
Our responsibility is to express an opinion on ¢hiésancial statement schedules based on our audits

In our opinion, such financial statement schedwé®en considered in relation to the basic constdidlfinancial statements taken as a whole,
present fairly, in all material respects, the infation set forth therein.

As discussed in notes 1 and 5 of notes to congelidancial statements, effective January 1, 26892 Company adopted Financial
Accounting Standards Board Interpretation No. 46(Fnsolidation of Variable Interest Entities

/sl KPMG LLP

Honolulu, Hawaii
March 6, 200¢
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[KPMG LLP letterhead]

Report of Independent Registered Public Accourfinm

The Board of Directors and Shareholder
Hawaiian Electric Company, Inc.:

Under date of March 6, 2006, we reported on thesalisiated balance sheets and consolidated staterokoapitalization of Hawaiian Electric
Company, Inc. (a subsidiary of Hawaiian Electridustries, Inc.) and subsidiaries as of Decembe2@05 and 2004, and the related
consolidated statements of income, retained easrand cash flows for each of the years in the these period ended December 31, 2005,
which are included in the Company’s annual reparForm 10-K for the year 2005. In connection withr audits of the aforementioned
consolidated financial statements, we also auditedelated financial statement schedule as listéide accompanying index under Item 15.(a)
(2). The financial statement schedule is the resipdity of the Company’s management. Our respdligilis to express an opinion on the
financial statement schedule based on our audits.

In our opinion, such financial statement schedwlgen considered in relation to the basic consaiddéinancial statements taken as a whole,
presents fairly, in all material respects, the infation set forth therein.

As discussed in notes 1 and 3 of notes to congstidénancial statements, effective January 1, 2€8 Company adopted Financial
Accounting Standards Board Interpretation No. 46(®nsolidation of Variable Interest Entities

/sl KPMG LLP

Honolulu, Hawaii
March 6, 200¢
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Hawaiian Electric Industries, Inc.
SCHEDULE | — CONDENSED FINANCIAL INFORMATION OF REG ISTRANT
HAWAIIAN ELECTRIC INDUSTRIES, INC. (PARENT COMPANY)
CONDENSED BALANCE SHEETS

December 31

2005 2004
(dollars in thousands)

Assets

Cash and equivalen $ 117 $ 10,297
Advances to and notes receivable from subsidii — 11,957
Accounts receivabl 1,18i 1,67¢
Property, plant and equipment, | 1,84( 1,81¢
Deferred income tax asst 27,15¢ 19,77
Other asset 7,44¢ 8,61z
Intangibles 201 —
Investments in subsidiaries, at eqt 1,657,51! 1,616,18!

$1,696,52. $1,670,32!

Liabilities and stockholders’ equity

Liabilities

Accounts payabl $ 11,38 $ 9,21¢

Notes payable to subsidiari 62,43( 22,741

Commercial pape 5,59: —

Long-term debt, ne 377,00( 414,00(

Other 11,75 9,70%

Net liabilities of discontinued operatio 11,73¢ 3,71C
479,89: 459,38(

Stockholder’ equity

Preferred stock, no par value, authorized 10,0@0esh issued: nor — —
Common stock, no par value, authorized 100,000esh#&sued and outstanding: 80,983 shares andB8hk8e: 1,018,96! 1,010,091
Retained earning 235,39 208,99¢
Accumulated other comprehensive | (37,730 (8,143

1,216,63! 1,210,94!

$1,696,52. $1,670,32!

Note to Balance Shee

Long-term debt consisted o

Promissory notes, 4—5.25%, due in various years through 2I $ 150,00 $ 150,00(
Promissory notes, 6- 6.9%, due in various years through 2( 120,00( 157,00(
Promissory notes, 7- 7.6%, due in various years through 2( 107,00( 107,00(

$ 377,000 $ 414,00(

The aggregate payments of principal required sulesgdo December 31, 2005 on lotegm debt are $110 million in 2006, $10 millior
2007, $50 million in 2008 and nil in 2009 and 2010.

As of December 31, 2005, HEI has a General Agreeofdndemnity in favor of both SAFECO Insurancen@many of America
(SAFECO) and Travelers Casualty and Surety Compédymerica (Travelers) for losses in connectionhvaty and all bonds, undertakings or
instruments of guarantee and any renewals or extenthereof executed by SAFECO or Travelers, wioly, but not limited to, a $3.2 million
MECO performance bond and a $0.5 million self-iesbautomobile bond.
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Hawaiian Electric Industries, Inc.
SCHEDULE | — CONDENSED FINANCIAL INFORMATION OF REG ISTRANT (continued)
HAWAIIAN ELECTRIC INDUSTRIES, INC. (PARENT COMPANY)
CONDENSED STATEMENTS OF INCOME

Years ended December 31

2005 2004 2003
(in thousands)
Revenues- 2 $ 824 $ 8,04¢ $ 10,76:
Equity in income from continuing operations of sdieries 156,78 128,46¢ 142,35

157,61: 136,51«  153,11¢

Expenses:
Operating, administrative and gene 14,79 14,94¢ 15,927
Depreciation of property, plant and equipm 28k 32¢ 403
Taxes, other than income ta» 38¢ 34C 34t
15,46¢ 15,61: 16,67¢
Operating income 142,14¢ 120,90. 136,44
Interest expens 27,11« 28,02¢ 33,99:¢
Income from continuing operations before income takenefits 115,03: 92,87: 102,45:
Income tax benefit 12,41 14,867 15,597
Income from continuing operatiol 127,44 107,73¢  118,04¢
Income (loss) from discontinued subsidiary operet (75E5) 1,91 (3,870
Net income $126,68¢ $109,65: $114,17¢

1 2004 revenues include $5.6 million from the gairsate of income notes in 20C
2 2003 revenues include $9.3 million from the set#atof lawsuits in the fourth quarter of 2003.
The Company’s financial reporting policy for incona allocations is based upon a separate entitgeq whereby each subsidiary

provides income tax expense (or benefits) as ifi@are a separate taxable entity. The differentedsn the aggregate separate tax return
income tax provisions and the consolidated findmejporting income tax provision is charged or dextito HEI's separate tax provision.
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Hawaiian Electric Industries, Inc.

SCHEDULE | — CONDENSED FINANCIAL INFORMATION OF REG ISTRANT (continued)
HAWAIIAN ELECTRIC INDUSTRIES, INC. (PARENT COMPANY)

CONDENSED STATEMENTS OF CASH FLOWS

(in thousands)

Cash flows from operating activities
Income from continuing operatiol

Adjustments to reconcile income from continuing r@piens to net cash provided by operat

activities
Equity in net income of continuing subsidiar
Common stock dividends/distributions received fraubsidiaries
Depreciation of property, plant and equipm
Other amortizatiol
Gain on sale of income not
Deferred income taxe
Changes in assets and liabilit
Decrease (increase) in accounts receiv
Increase in accounts payal
Increase (decrease) in taxes acci
Changes in other assets and liabili

Net cash provided by operating activities

Cash flows from investing activities

Net decrease (increase) in advances to and nateivable from subsidiarie
Capital expenditure

Additional (investments in) distributions to subaries

Distribution from unconsolidated subsidiar

Net proceeds from sale of investm

Net cash provided by (used in) investing activitie

Cash flows from financing activities

Net increase in notes payable to subsidiaries avitfinal maturities of three months or ¢
Increase in commercial pag

Proceeds from issuance of l-term debi

Repayment of lor-term debi

Net proceeds from issuance of common s

Common stock dividenc

Net cash used in financing activitie:

Cash flows from discontinued operations (revise—see below'
Cash flows used in operating activit
Cash flows provided by investing activiti

Net cash used in discontinued operatior

Net decrease in cash and equivals
Cash and equivalents, Januat

Cash and equivalents, December &

Revised cash flows from discontinued operations:

Years ended December 31,

2005 2004 2003
$127,44: $107,73¢ $ 118,04t
(156,78)  (128,46%)  (142,35)
86,23« 19,82¢ 89,72:
28E 32¢ 40z
45¢ 452 44€

— (5,607 —
(7,142) (399) (4,769
491 10,29: (10,377
2,16¢ 86¢ 247
1,58F (4,682) 10,787
15,61: 2,55¢ 6,66¢
70,34¢ 2,907 68,81¢
11,95" (5,957) (400)
(307) (331) (131)
10 (70) (145)

— 21,81 —

— 9,981 17
11,66( 25,44( (659)
39,68: 8,37¢ 3,44¢
5,59: — —
— 50,00( 100,00
(37,000 (104,000  (136,00()
3,68¢ 110,01 29,82
(100,23) (93,869 (75,119
(88,279  (29.47) (77,849
(2,857) (6,58%) (3,36
— 6,00( —
(2,857) (58¢) (3,36
(9,125 (1,719 (13,050
10,29° 12,00¢ 25,05¢
$ 117: $ 10,297 $ 12,00¢

HEI has separately disclosed the operating andstmgeportion of the cash flows attributable todtscontinued operations for 2004 and
2003, which in prior periods were reported on alkimed basis as a single amount. For 2005, 2002668, there were no cash flows from

financing activities from the Company’s discontidugperations.

Supplemental disclosures of noncash activi



In 2005, 2004 and 2003, $1.0 million, $0.9 milliamd $0.9 million, respectively, of HEI advances$itBIDI were converted to equity
noncash transactions.

Under the HEI Dividend Reinvestment and Stock PasehPlan, common stock dividends reinvested byekb#ders in HEl common
stock in noncash transactions amounted to $5 miltii2004 and $17 million in 2003. Since March 208&I has been satisfying the
requirements of the HEI DRIP and the Hawaiian Eledhdustries Retirement Savings Plan by acquifargcash its common shares through
open market purchases rather than the issuanaiiticenal shares.
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Hawaiian Electric Industries, Inc.

and Hawaiian Electric Company, Inc.

SCHEDULE Il — VALUATION AND QUALIFYING ACCOUNTS
Years ended December 31, 2005, 2004 and 2003

Col. A

(in thousands)

Description

2005

Allowance for uncollectible accour
Hawaiian Electric Company, Inc. and subsidia

Allowance for uncollectible interest (ASI
Allowance for losses for loans receivable (A$

2004

Allowance for uncollectible accour
Hawaiian Electric Company, Inc. and subsidia

Allowance for uncollectible interest (ASI
Allowance for losses for loans receivable (A$

2003

Allowance for uncollectible accour-
Hawaiian Electric Company, Inc. and subsidia

Allowance for uncollectible interest (ASI

Allowance for losses for loans receivable (A$

(@) Primarily bad debts recovere
(b) Bad debts charged o

158

Col.B Col.C Col.D Col. E
Additions
Balance a
Charged tc

S g S Deductone Bl
of period  expenses  accounts period
$ 80F $ 1,19¢ $ 943(a) $ 1,960(b) $ 98€
$ 98 $ 1 — —  $ 9
$T,857 $ (3,100 @(a) $2_,014(b) $30_,595
$ 907 $ 1,12¢ $ 947(a) $ 2,175(b) $ 8OF
$ 15¢ — — $ 57 $ 98
$T,285 $ (8,400 @(a) $4_,309(b) $337
$ 998 $ 1721 $ 803(a) $ 2,615(b) $ 907
$ 73C — — $ 578 $ 1BE
$T,43£ $ 3,07t %@ $6_,694(b) $44_,285
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(8)(3) Exhibits
The Exhibit Index attached to this Form-K is incorporated herein by reference. The exhilted for HEI and HECO are listed in t
index under the headings “HEI” and “HECO,” respesly, except that the exhibits listed under “HEC#& also considered exhibits for HEI.
SIGNATURES

Pursuant to the requirements of Section 13 or 1&f(the Securities Exchange Act of 1934, the regigs have duly caused this report to
be signed on their behalf by the undersigned, theceduly authorized. The execution of this refyrregistrant Hawaiian Electric Company,
Inc. shall be deemed to relate only to mattersritgaweference to such registrant and its subsidiarie

HAWAIIAN ELECTRIC INDUSTRIES, INC. HAWAIIAN ELECTRIC COMPANY, INC.
(Registrant (Registrant’

By /s/ Eric K. Yeaman By /s/ Tayne S. Y. Sekimura

Eric K. Yeamar Tayne S. Y. Sekimur

Financial Vice President, Treasurer ¢ Financial Vice President of HEC

Chief Financial Officer of HE

(Principal Financial Officer of HEI (Principal Financial Officer of HECC

Date: March 7, 200 Date: March 7, 200

Pursuant to the requirements of the Securities &xga Act of 1934, this report has been signed belpthe following persons on behalf
of the registrants and in the capacities indicatedlarch 7, 2006. The execution of this report Bgheof the undersigned who signs this report
solely in such person’s capacity as a directorfficer of Hawaiian Electric Company, Inc. shall eemed to relate only to matters having
reference to such registrant and its subsidiaries.

Signature Title
/s/ Robert F. Clark President and Chairman of the Board of Directors [6f
Chairman of the Board of Directors of HECO
Robert F. Clarke (Chief Executive Officer of HEI)
/s/ T. Michael May President and Director of HECO
(Chief Executive Officer of HECO)
T. Michael May
/sl Eric K. Yeamai Financial Vice President, Treasurer ¢
Chief Financial Officer of HEI
Eric K. Yeamar (Principal Financial Officer of HEI)
/s/ Curtis Y. Harada Controller of HEI

(Principal Accounting Officer of HEI)
Curtis Y. Harade
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Signature

/sl Tayne S. Y. Sekimura

SIGNATURES (continued)

Title

Financial Vice President

Tayne S. Y. Sekimur

/s/ Patsy H. Nanb

(Principal Financial Officer of HECO)

Controller of HECC

Patsy H. Nanb!

/s/ Don E. Carroll

(Principal Accounting Officer of HECO)

Director of HEI

Don E. Carroll

/s/ Shirley J. Danie

Director of HEI

Shirley J. Danie

/sl Thomas B. Fargo

Director of HElI and HECO

Thomas B. Farg

/s/ Timothy E. Johns

Director of HECO

Timothy E. John:

/s/ Victor Hao Li

Director of HEI

Victor Hao Li

/s/ Bill D. Mills

Director of HEI

Bill D. Mills

/sl A. Maurice Myer:

Director of HEI and HECC(

A. Maurice Myers
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Signature

/s/ David M. Nakada

SIGNATURES (continued)

Title

Director of HECO

David M. Nakadz

/s/ Diane J. Plott

Director of HEI and HECC(

Diane J. Plott:

/sl Crystal K. Rose

Director of HECO

Crystal K. Ros¢

/s/ James K. Sca

Director of HEI and HECC(

James K. Sco

/s/ Anne M. Takabuki

Director of HECO

Anne M. Takabuk

/s/ Kelvin H. Taketa

Director of HElI and HECO

Kelvin H. Taketz

/s/ Barry K. Taniguch

Director of HEI and HECC(

Barry K. Taniguch

/sl Jeffrey N. Watanabe

Director of HElI and HECO

Jeffrey N. Watanab
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EXHIBIT INDEX

The exhibits designated by an asterisk (*) arelfilerewith. The exhibits not so designated arerpa@ted by reference to the indicated filing.
A copy of any exhibit may be obtained upon writteguest for a $0.20 per page charge from the HEte$tolder Services Division, P.O. Box
730, Honolulu, Hawaii 96808-0730.

Exhibit no.
HEI: Description
3().1 HEI's Restated Articles of Incorporation (Exhibit 4{b)Registration Statement on Fori-3, Registration No. -7895).
3(i).2 Articles of Amendment of HEI, amending F's Restated Articles of Incorporation (Exhibit 4{b)Registration Stateme
on Form {3, Registration No. :-40813).
3(i).3 Statement of Issuance of Shares of Preferred ai&pélasses in Series for HEI Series A JunioriBiadting Preferre
Stock (Exhibit 3(i).3 to HE's Annual Report on Form -K for the fiscal year ended December 31, 1997, Rde 1-8503).
3(ii) HEI's Amended and Restated-Laws (Exhibit 3(ii) to HE's Current Report on Forn-K, dated October 26, 2004, F
No. 1-8503).
4.1 Agreement to provide the SEC with instruments whiefine the rights of holders of certain long-tetebt of HEI and its
subsidiaries (Exhibit 4.1 to HEI's Annual Reportieorm 10-K for the fiscal year ended December 3921 File No. 1-
8503).
4.2(a Rights Agreement, dated as of October 28, 199Wdrxt HEI and Continental Stock Transfer & Trust @any, as Right

Agent, which includes as Exhibit B thereto the FarfiRights Certificates (Exhibit 1 to HEI's Form/-dated October 28,
1997, File No. -8503).

4.2(b; First Amendment, dated as of May 7, 2003, to Rigigreement (dated as of October 28, 1997) betwdeinaHd
Continental Stock Transfer & Trust Company, as Rigkgent (Exhibit 4.1 to HEI's Quarterly Report Barm 10-Q for the
quarter ended March 31, 2003, File N-8503).

4.2(c Second Amendment to Rights Agreement, dated asth®r 26, 2004, between HEI and Continental Stoeksfer &
Trust Company, as Rights Agent (Exhibit 4 to HEI'srrent Report on Form 8-K, dated October 26, 2604,No. 1-
8503).
4.3 Indenture, dated as of October 15, 1988, betwedraHé& Citibank, N.A., as Trustee
(Exhibit 4 to Registration Statement on For-3, Registration No. -25216).
4.4(a First Supplemental Indenture dated as of June 43 b@tween HEI and Citibank, N.A., as Trusteenttehture dated as

October 15, 1988 between HEI and Citibank, N.ATasstee (Exhibit 4(a) to HEI's Quarterly Reportiearm 10-Q for the
guarter ended September 30, 1993, File I-8503).

4.4(b) Second Supplemental Indenture dated as of Aplib29 between HEI and Citibank, N.A., as Trusteéntienture dated as
of October 15, 1988 between HEI and Citibank, Na&. Trustee (Exhibit 4.1 to HEI's Quarterly RepmmtForm 10-Q for
the quarter ended March 31, 1999, File N-8503).

4.4(c Third Supplemental Indenture dated as of Augug002 between HEI and Citibank, N.A., as Trustednttenture dated ¢
of October 15, 1988 between HEI and Citibank, Na&. Trustee (Exhibit 4 to HEI's Current Report anrz 8-K, dated
August 16, 2002, File No.-8503).

4.5(@ Pricing Supplement No. 12 to Registration Statenserfform S-3 of HEI (Registration No. 38820) filed on February 1
1996 in connection with the sale of Medium-Term &tSeries B (Exhibit 4.9 to HEI's Annual Reportfesrm 10-K for
the fiscal year ended December 31, 1995, File I-8503).

4.5(b’ Pricing Supplements Nos. 13 through 14 to Registriddtatement on Form S-3 of HEI (Registration B®58820) filed or
September 26, 1997 in connection with the sale efliMh-Term Notes, Series |

4.5(c Pricing Supplement No. 15 to Registration Statenserfform S-3 of HEI (Registration No. 33-58820dilon
September 29, 1997 in connection with the sale efliMh-Term Notes, Series |

4.5(d’ Pricing Supplement No. 1 to Registration StatenoanForm S-3 of HEI (Registration No. 333-73225dilon May 3, 1999

in connection with the sale of Medi-Term Notes, Series (

4.5(e Pricing Supplement No. 3 to Registration StatenoanForm {-3 of HEI (Registration No. 3i-73225) filed on April 5
2001 in connection with the sale of Medi-Term Notes, Series (
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Exhibit no.

Description

4.5(f)

4.5(0

4.5(h

10.1

10.Z

10.c

Pricing Supplement No. 1 to Registration Statenoarfform S-3 of HEI (Registration No. 383782) filed on March 5, 20(
in connection with the sale of Medi-Term Notes, Series [

Pricing Supplement No. 2 to Registration Statenoarform S-3 of HEI (Registration No. 383782) filed on March 5, 20(
in connection with the sale of Medii-Term Notes, Series [

Pricing Supplement No. 3 to Registration StatenoarfEorm (-3 of HEI (Registration No. 3:-87782) filed on March 1¢
2004 in connection with the sale of Medi-Term Notes, Series [

PUC Order Nos. 7070, 7153, 7203 and 7256 in Dodket4337, including copy ¢“ Conditions for the Merger and Corpor
Restructuring of Hawaiian Electric Company, ” dated September 23, 1982 (Exhibit 10 to AmendmentiNo Form -1).

Regulatory Capital Maintenance/Dividend Agreemeated May 26, 1988, between HEI, HEIDI and the Faldgavings and
Loan Insurance Corporation (by the Federal HomenlBank of Seattle) (Exhibit (28)-2 to HEI's Currd®é&port on Form 8-
K dated May 26, 1988, File No-8503).

OTS letter regarding release from Part 11.B. of Regulatory Capital Maintenance/Dividend Agreendated May 26, 198
(Exhibit 10.3(a) to HE’s Annual Report on Form -K for the fiscal year ended December 31, 1992, Rie 1-8503).

HEI Exhibits 10.4 through 10.19 are managementraatg or compensatory plans or arrangements reftarke filed as exhibit
pursuant to Item 15(b) of this report. HEI Exhiti&.4 through 10.17 are management contracts opeonsatory plans or
arrangements with HECO participar

10.4
10.t

10.€

10.7(a
10.7(b
10.7(c

10.7(d

10.7(e

*10.8
10.€

10.1(
10.11

10.1%

Executive Incentive Compensation Plan (Exhibittd. HEI's Quarterly Report on Form 10-Q for the deaended
March 31, 2003, File No.-8503).

HEI Executive’ Deferred Compensation Plan (Exhibit 10.5 to’s Annual Report on Form -K for the fiscal year ende
December 31, 1990, File Nc-8503).

Form of HEI and HECO Executiv' Deferred Compensation Agreement. The agreemerdipgito and is substantial
identical for all the HEI and HECO executive offis€Exhibit 10.15 to HEI's Annual Report on Form-K@or the fiscal yea
ended December 31, 1991, File N-8503).

1987 Stock Option and Incentive Plan of HEI as asedrand restated effective April 20, 2004 (Exhilfitl to HEI's
Quarterly Report on Form -Q for the quarter ended June 30, 2004, File 1-8503).

Form of Hawaiian Electric Industries, Inc. Stocktiop Agreement with Dividend Equivalents (Exhib@.I(b) to HE’s
Annual Report on Form -K for the fiscal year ended December 31, 2004, [Re 1-8503).

Form of Hawaiian Electric Industries, Inc. Stockpkgciation Right Agreement with Dividend EquivaleExhibit 10.2 tc
HEI's Quarterly Report on Form -Q for the quarter ended September 30, 2004, Filel-8503).

Form of Hawaiian Electric Industries, Inc. Stockpkeciation Right Agreement with Dividend Equivakegffective for
April 7, 2005 stock appreciation rights grant) (Ebih10.1 to HEI's Quarterly Report on Form 10-Q fbe quarter ended
June 30, 2005, File No-8503).

Form of Restricted Stock Agreement Pursuant td 887 Stock Option and Incentive Plan of Hawaiiagchic Industries
Inc. (Exhibit 10.2 to HE's Quarterly Report on Form -Q for the quarter ended June 30, 2005, File -8503).

HEI Long-Term Incentive Plar

HEI Supplemental Executive Retirement Plan effectis of January 1, 1989 (Exhibit 10.8(a) to 's Annual Report o
Form 1(-K for the fiscal year ended December 31, 2002, Rde 1-8503).

HEI Excess Pay Supplemental Executive Retiremeart FExhibit 10.8(b) to HE's Annual Report on Form -K for the
fiscal year ended December 31, 2002, File M8503).

HEI Excess Benefit Plan effective as of Januard@B4 (Exhibit 10.9 to HEI's Annual Report on For@K for the fiscal
year ended December 31, 2002, File N-8503).

Form of Change-in-Control Agreement (Exhibit 10taHEI's Annual Report on Form 10-K for the fisgaar ended
December 31, 1989, File Nc-8503).
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Exhibit no

Description

10.1:
10.1¢
10.1¢
10.1¢
10.1%
10.1¢
10.1¢

*11
*12
13
*21
*23.1
*31.1
*31.2
*32.1

*32.2
99.1(a
99.1(b
99.1(c
99.1(d
99.1(e
99.1(f)
99.1(g
99.1(h

99.2(a

Nonemployee Director Retirement Plan, effectivefa®ctober 1, 1989 (Exhibit 10.15 to F's Annual Report on Form 1K-
for the fiscal year ended December 31, 1989, Fide1-8503).

HEI 1990 Nonemployee Director Stock Plan, As Amehded Restated, effective March 8, 2005 (Exhibii4Qo HEI's
Annual Report on Form -K for the fiscal year ended December 31, 2004, Ride 1-8503).

Nonemployee Direct’s Compensation Schedule, as of April 1, 2005 (Ekhik.3 to HE's Quarterly Report on Form -Q
for the quarter ended June 30, 2005, File -8503).

HEI Nonemployee Directo’ Deferred Compensation Plan (Exhibit 10.14 to’s Annual Report on Form -K for the
fiscal year ended December 31, 1990, File M8503).

HEI Executive Death Benefit Plan of HEI and Paptiting Subsidiaries effective September 1, 200hitkix10.16 to HEI's
Annual Report on Form -K for the fiscal year ended December 31, 2002, [Re 1-8503).

American Savings Bank Select Deferred Compensé#tian (Restatement Effective January 1, 2005) (Exhth1 to HEI's
Quarterly Report on Form -Q for the quarter ended September 30, 2004, Filel-8503).

American Savings Bank Supplemental Retirement, lilisa and Death Benefit Plan, effective Januayy1996
(Exhibit 10.20 to HE's Annual Report on Form -K for the fiscal year ended December 31, 2004, Ride 1-8503).

Computation of Earnings per Share of Common St

Computation of Ratio of Earnings to Fixed Char

HEI's 2005 Annual Report to Shareholders (Appendix AEd’'s 2006 Proxy Statement to be file

Subsidiaries of HEI

Consent of Independent Registered Public Accouriing.

Certification Pursuant to 1-14 of the Securities Exchange Act of 1934 of RoBeClarke (HEI Chief Executive Officet
Certification Pursuant to 1-14 of the Securities Exchange Act of 1934 of Ericriéaman (HEI Chief Financial Officel

Written Statement of Robert F. Clarke (HEI ChiekEutive Officer) Furnished Pursuant to 18 U.S.GtiSa 1350, a:
Adopted by Section 906 of the Sarbe-Oxley Act of 2002

Written Statement of Eric K. Yeaman (HEI Chief Riag&l Officer) Furnished Pursuant to 18 U.S.C. Bec1350, a:
Adopted by Section 906 of the Sarbe-Oxley Act of 2002

Hawaiian Electric Industries Retirement Savings\Pés amended and restated, adopted December@B(Rghibit 99.1 to
HEI's Annual Report on Form -K for the fiscal year ended December 31, 2000, Rde 1-8501).

Amendment 2001- to Hawaiian Electric Industries Retirement Sasifgan, adopted October 29, 2001 (Item 7, Exhibitd
HEI's Current Report on Forn-K, dated November 27, 2001, File N«-8501).

Amendment 20C-1 to Hawaiian Electric Industries Retirement Sasifgan, adopted February 28, 2002 (Exhibit 99.
HEI's Annual Report on Form -K for the fiscal year ended December 31, 2001, Rde 1-8501).

Amendment 20C-2 to Hawaiian Electric Industries Retirement SasifRgan, adopted May 31, 2002 (Exhibit 99.2 to’s
Quarterly Report on Form -Q for the quarter ended June 30, 2002, File I-8501).

Amendment 20C-3 to Hawaiian Electric Industries Retirement Sasifgan, adopted December 23, 2002 (Exhibit 99
HEI's Annual Report on Form -K for the fiscal year ended December 31, 2002, Rie 1-8501).

Amendment 2003-1 to Hawaiian Electric IndustriesifRment Savings Plan, adopted March 14, 2003 (&x@0.1 to HEI's
Quarterly Report on Form -Q for the quarter ended March 31, 2003, File M-8501).

Amendment 2003-2 to Hawaiian Electric Industriesif@ment Savings Plan, adopted December 22, 2003l 99.1 to
HEI's Annual Report on Form -K for the fiscal year ended December 31, 2003, Rie 1-8501).

Amendment 20C-1 to Hawaiian Electric Industries Retirement Sasifdan, executed June 16, 2005 (Exhibit 99.1 tc's
Quarterly Report on Form -Q for the quarter ended June 30, 2005, File I-8501).

Trust Agreement dated as of February 1, 2000 betwid and Fidelity Management Trust Company, ast@&e (Exhibit
99.1 to HE’s Annual Report on Form -K for the fiscal year ended December 31, 1999, [Ride 1-8501).
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99.2(b

99.2(c

99.2(d

99.2(e

99.2(f)

99.2(g

99.2(h

99.2(i)

99.2())

*99.2(K)

First Amendment dated as of August 1, 2000 to TAggseement (dated as of February 1, 2000) betwdsgnaldd Fidelity
Management Trust Company, as Trustee (Exhibit 89HEI's Quarterly Report on Form 10-Q for the geaended
September 30, 2000, File N¢-8501).

Second Amendment dated as of November 1, 2000ust Agreement (dated as of February 1, 2000) betuAtd and
Fidelity Management Trust Company, as Trustee (&xBB.2 to HEI's Quarterly Report on Form 10-Q fbe quarter ended
September 30, 2000, File N¢-8501).

Third Amendment dated as of April 1, 2001 to Trigteement (dated as of February 1, 2000) betwedraH& Fidelity
Management Trust Company, as Trustee (Exhibit 39HBs Current Report on Form 8-K dated June 1912File No. 1-
8501).

Fourth Amendment dated as of December 31, 2001ust Agreement (dated as of February 1, 2000) keiviHEl and
Fidelity Management Trust Company, as Trustee (&&BB.1 to HEI's Annual Report on Form 10-K foetfiscal year
ended December 31, 2001, File N-8501).

Fifth Amendment dated as of April 1, 2002, to Tragteement (dated as of February 1, 2000) betwdelnaHd Fidelity
Management Trust Company, as Trustee (Exhibit 89HEI's Quarterly Report on Form 1Q-for the quarter ended June
2002, File No. -8501).

Sixth Amendment dated as of January 1, 2002, tetTkgreement (dated as of February 1, 2000) betwidrand Fidelity
Management Trust Company, as Trustee (Exhibit 89HEI's Quarterly Report on Form 1Q-for the quarter ended June
2002, File No. -8501).

Seventh Amendment dated as of July 1, 2002, tot rgeeement (dated as of February 1, 2000) betwelinand Fidelity
Management Trust Company, as Trustee (Exhibit 89HEI's Quarterly Report on Form 10-Q for the geaended
September 30, 2002, File N¢-8501).

Eighth Amendment dated as of September 1, 200B;ust Agreement (dated as of February 1, 2000) éetvHEI and
Fidelity Management Trust Company, as Trustee (kBB to HEI's Quarterly Report on Form 10-Q fbetquarter ended
September 30, 2003, File N¢-8501).

Ninth Amendment dated as of February 2, 2004, tsiTAgreement (dated as of February 1, 2000) betwid and Fidelity
Management Trust Company, as Trustee (Exhibit ®FEI's Annual Report on Form 10-K for the fisgaar ended
December 31, 2003, File Nc-8501).

Tenth Amendment dated as of October 3, 2005, tetTkgreement (dated as of February 1, 2000) betwidrand Fidelity
Management Trust Company, as Trus

HECO's Certificate of Amendment of Articles of Irrporation (Exhibit 3.1 to HECO'’s Annual Report ooarfh 10-K for the
fiscal year ended December 31, 1988, File M4955).

Articles of Amendment to HECO'’s Amended Articleslioforporation (Exhibit 3.1(b) to HECO’s Annual Repon
Form 1(-K for the fiscal year ended December 31, 1989, Riel-4955).

Articles of Amendment to HECO’s Amended Articleslioforporation (Exhibit 3(i).4 to HECO’s Annual Repon Form 10-
K for the fiscal year ended December 31, 1998, [Rdel-4955).

HECC's By-Laws (Exhibit 3.2 to HEC’s Annual Report on Form -K for the fiscal year ended December 31, 1988,
No. 1-4955).

Agreement to provide the SEC with instruments whiefine the rights of holders of certain l-term debt of HECC
HELCO and MECO (Exhibit 4.1 to HEI's Annual Report Form 10-K for the fiscal year ended December2BD2, File
No. 1-4955).

Certificate of Trust of HECO Capital Trust Il (iaporated by reference to Exhibit 4(a) to RegigtraNo. 33:-111073).

Amended and Restated Trust Agreement of HECO Qapitst Il dated as of March 1, 2004 (Exhibit 4(0)HECO’s
Current Report on Form-K dated March 16, 2004, File Nc-4955).

HECO Junior Indenture with The Bank of New York,Taastee, dated as of March 1, 2004 (Exhibit AfHECC s Current
Report on Form-K dated March 16, 2004, File Nc-4955).

6.500% Quarterly Income Trust Preferred Securgyesi by HECO Capital Trust Ill, dated March 18,20Bxhibit 4(d) to
HECC's Current Report on Forn-K dated March 16, 2004, File Nc-4955).
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4.6
4.7

4.8

4.1C
4.11
4.1z
10.1(a
10.1(b
10.1(c

10.1(d

10.1(e
10.1(f)

10.1(g

10.1(h

10.2(a
10.2(b
10.2(c
10.2(d
10.2(e

10.c

6.500% Junior Subordinated Deferrable Interest bebe, Series 2004 issued by HECO, dated Marc0®4 (Exhibit 4(g)
to HECC's Current Report on Forn-K dated March 16, 2004, File Nc-4955).

Trust Guarantee Agreement between The Bank of New,Yas Trust Guarantee Trustee, and HECO datefiMarch 1,
2004 (Exhibit 4(l) to HEC('s Current Report on Forn-K dated March 16, 2004, File Nc-4955).

MECO Junior Indenture with The Bank of New York,Tasistee, including HECO Subsidiary Guarantee,diateof
March 1, 2004 (Exhibit 4(h) to HEC s Current Report on Forn-K dated March 16, 2004, File Nc-4955).

HELCO Junior Indenture with The Bank of New York, Brustee, including HECO Subsidiary Guaranteeedlat o
March 1, 2004 (Exhibit 4(j) to HEC's Current Report on Forn-K dated March 16, 2004, File Nc-4955).

6.500% Junior Subordinated Deferrable Interest Delve, Series 2004 issued by MECO, dated Marcl2Q@4 (Exhibit 4(i)
to HECC's Current Report on Forn-K dated March 16, 2004, File Nc-4955).

6.500% Junior Subordinated Deferrable Interest Delve, Series 2004 issued by HELCO, dated Marcl2084 (Exhibit 4
(k) to HECC's Current Report on Forn-K dated March 16, 2004, File Nc-4955).

Expense Agreement, dated March 1, 2004, among HE&gal Trust Ill, HECO, MECO and HELCO (Exhibitr) to
HECC's Current Report on Forn-K dated March 16, 2004, File Nc-4955).

Power Purchase Agreement between Kalaeloa PartnBrsand HECO dated October 14, 1988 (Exhibia)l@§ HECC's
Quarterly Report on Form -Q for the quarter ended September 30, 1988, Filel-4955).

Amendment No. 1 to Power Purchase Agreement bethl&&0D and Kalaeloa Partners, L.P., dated Junedd® (Exhibit
10(c) to HECC's Quarterly Report on Form -Q for the quarter ended June 30, 1989, File 1-4955).

Lease Agreement between Kalaeloa Partners, L.Ressor, and HECO, as Lessee, dated February 89, (EXxhibit 10(d)
to HECC's Quarterly Report on Form -Q for the quarter ended June 30, 1989, File 1-4955).

Restated and Amended Amendment No. 2 to Power BsecAgreement between HECO and Kalaeloa Partnéts,dated
February 9, 1990 (Exhibit 10.2(c) to HECO’s AnnRaport on Form 10-K for the fiscal year ended Dewen31, 1989, File
No. 1-4955).

Amendment No. 3 to Power Purchase Agreement bethl&&0D and Kalaeloa Partners, L.P., dated Decenthet991
(Exhibit 10.2(e) to HEC(s Annual Report on Form -K for the fiscal year ended December 31, 1991, Rie 1-4955).

Amendment No. 4 to Power Purchase Agreement betW&&0 and Kalaeloa Partners, L.P., dated Octob£899 (Exhibit
10.1 to HECC(s Quarterly Report on Form -Q for the quarter ended September 30, 2000, Filel-4955).

Confirmation Agreement Concerning Section 5.2Bf2yower Purchase Agreement and Amendment No. SweP
Purchase Agreement between HECO and Kalaeloa PsrinP., dated October 12, 2004 (Exhibit 10.3 £Q®’s Quarterly
Report on Form 1-Q for the quarter ended September 30, 2004, Filel-4955).

Agreement for Increment Two Capacity and AmendniNmt6 to Power Purchase Agreement between HECKalzetloa
Partners, L.P., dated October 12, 2004 (Exhibi4 10 HECO's Quarterly Report on Form 10-Q for theuder ended
September 30, 2004, File N¢-4955).

Power Purchase Agreement between AES Barbers Ruingnd HECO, entered into on March 25, 1988 {&kA0(a) to
HECC's Quarterly Report on Form -Q for the quarter ended March 31, 1988, File M4955).

Agreement between HECO and AES Barbers Point, pazsuant to letters dated May 10, 1988 and Affil1B88 (Exhibi
10.4 to HECC(s Annual Report on Form -K for fiscal year ended December 31, 1988, File 1-4955).

Amendment No. 1, entered into as of August 28, 1888ower Purchase Agreement between AES Barloéns, fhc. anc
HECO (Exhibit 10 to HEC's Quarterly Report on Form -Q for the quarter ended September 30, 1989, Filel-4955).

HECO'’s Conditional Notice of Acceptance to AES BarbPoint, Inc. dated January 15, 1990 (Exhibi8(t).to HECO's
Annual Report on Form -K for the fiscal year ended December 31, 1989, Ride 1-4955).

Amendment No. 2, entered into as of May 8, 200Rdwer Purchase Agreement between AES Hawaiigimt HECO
(Exhibit 10.2(e) to HEC(s Annual Report on Form -K for fiscal year ended December 31, 2003, File }-4955).

Not used
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10.4(a

10.4(b

10.4(c

10.4(d

10.4(e

10.4(f)

10.4(g

10.5(a

10.5(b

10.5(c

10.5(d

10.5(e

10.6(a
10.6(b.

10.6(C

10.6(d

Agreement between MECO and Hawaiian Commercial §a&8@Company pursuant to letters dated Novembet 288 and
November 1, 1988 (Exhibit 10.8 to HE(s Annual Report on Form 10-K for the fiscal yeaded December 31, 1988, File
No. 1-4955).

Amended and Restated Power Purchase Agreementdyetiveen A&E-Hawaii, Inc., through its division, Hawaii
Commercial & Sugar Company, and MECO, dated Nover8be1989 (Exhibit 10(e) to HECO's Quarterly Refpam Form
1C-Q for the quarter ended September 30, 1990, Filel-4955).

First Amendment to Amended and Restated Power BsecAgreement by and between A&B-Hawaii, Inc., tigioits
division, Hawaiian Commercial & Sugar Company, &idCO, dated November 1, 1990, amending the Ameaded
Restated Power Purchase Agreement dated Novemp£839 (Exhibit 10(f) to HECO’s Quarterly Report Barm 10-Q for
the quarter ended September 30, 1990, File [-4955).

Letter agreement dated December 11, 1997 to Extend of Amended and Restated Power Purchase AgredBeéwveen
A&B-Hawaii, Inc., through its division, Hawaiian @onercial & Sugar Company, and MECO dated NovembBef 989, as
Amended on November 1, 1990 (Exhibit 10.4(c) to KIECAnnual Report on Form 10-K for the fiscal yeaded
December 31, 1997, File Nc-4955).

Letter agreement dated October 22, 1998 to Extemoh Df Amended and Restated Power Purchase Agred@aemeen
A&B-Hawaii, Inc., through its division, Hawaiian @onercial & Sugar Company, and MECO dated NovembBef 889, as
Amended on November 1, 1990 (Exhibit 10.4(d) to HECAnnual Report on Form 10-K for the fiscal yeaded
December 31, 1998, File Nc-4955).

Termination Notice dated December 27, 1999 for Adeehand Restated Power Purchase Agreement by amddmeA&B
Hawaii, Inc., through its division, Hawaiian Comriat & Sugar Company, and MECO, dated November889, as
amended (Exhibit 10.2 to HECO'’s Quarterly Reportonm 10-Q for the quarter ended September 30,,Z0GONo. 1-
4955).

Rescission dated January 23, 2001 of TerminatiaicBléor Amended and Restated Power Purchase Agnetlny and
between A&B Hawaii, Inc., through its division, Hailan Commercial & Sugar Company, and MECO, dateddaxber 30,
1989, as amended (Exhibit 10.4(f) to HECO’s Anriraport on Form 16 for the fiscal year ended December 31, 2000,
No. 1-4955).

Purchase Power Contract between HELCO and TheraveéPCompany dated March 24, 1986 (Exhibit 10(&)lECO’s
Quarterly Report on Form -Q for the quarter ended June 30, 1989, File 1-4955).

Firm Capacity Amendment between HELCO and Punati@eotal Venture (assignee of AMOR VIII, who is tlesignee of
Thermal Power Company) dated July 28, 1989 to RiselPower Contract between HELCO and Thermal PGarmany
dated March 24, 1986 (Exhibit 10(b) to HECO'’s Qadyt Report on Form 1@ for the quarter ended June 30, 1989, File
1-4955).

Amendment made in October 1993 to Purchase Powatr&dd between HELCO and Puna Geothermal Ventuexiddarch
24, 1986, as amended (Exhibit 10.5(b) to HECO’suatriReport on Form 18-for the fiscal year ended December 31, 1¢
File No. 1-4955).

Third Amendment dated March 7, 1995 to the PurcPRaseer Contract between HELCO and Puna Geotherrmaie
dated March 24, 1986, as amended (Exhibit 10.5(e)ECO’s Annual Report on Form 10-K for the fisgabr ended
December 31, 1997, File Nc-4955).

Performance Agreement and Fourth Amendment datedibey 12, 1996 to the Purchase Power ContractdestwiELCO
and Puna Geothermal Venture dated March 24, 188&mended (Exhibit 10.5(b) to HECO'’s Annual Reporf-orm 10-K
for the fiscal year ended December 31, 1995, Fde1-4955).

Purchase Power Contract between HECO and the @ityCaunty of Honolulu dated March 10, 1986 (Exhilfit9 to
HECC's Annual Report on Form -K for the fiscal year ended December 31, 1989, [Rie 1-4955).

Amendment No. 1 to Purchase Power Contract bet&#DO and the City and County of Honolulu dated Mat6, 1986
(Exhibit 10.6 (a) to HEC's Annual Report on Form -K for fiscal year ended December 31, 2001, File 2-4955).

Firm Capacity Amendment, dated April 8, 1991, todhase Power Contract, dated March 10, 1986, bybatwleen HECO
and the City & County of Honolulu (Exhibit 10 to ©’s Quarterly Report on Form 10-Q for the quaeteded
March 31, 1991, File N0.-4955).

Amendment No. 2 to Purchase Power Contract Betws0O and City and County of Honolulu dated March 1986
(Exhibit 10.6(c) to HEC(s Annual Report on Form -K for the fiscal year ended December 31, 1997, Rie 1-4955).
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10.7(a

10.7(b

10.7(c

10.7(d

10.7(e
10.7(f)

10.8(a

10.8(b

10.9(a

10.9(b

10.1¢

10.11(a

10.11(b

10.12(a

10.12(b

Power Purchase Agreement between Encogen HawRliiahd HELCO dated October 22, 1997 (but with thieding
attachments omitted: Attachment C, “Selected postiof the North American Electric Reliability CoulnGenerating
Availability Data System Data Reporting Instrucsahated October 1996” and Attachment E, “Form efltiterconnection
Agreement between Encogen Hawaii, L.P. and HELQ@@th is provided in final form as Exhibit 10.7(glPxhibit 10.7 to
HECC's Annual Report on Form -K for the fiscal year ended December 31, 1997, Ride 1-4955).

Interconnection Agreement between Encogen Hawd#, &and HELCO dated October 22, 1997 (Exhibit 1).%{ HECCs
Annual Report on Form -K for the fiscal year ended December 31, 1997, Rde 1-4955).

Amendment No. 1, executed on January 14, 1999%wePPurchase Agreement between Encogen HawaiiahdPHELCC
dated October 22, 1997 (Exhibit 10.7(b) to HECOimAal Report on Form 1R-for the fiscal year ended December 31, 1!
File No. 1-4955).

Power Purchase Agreement Novation dated Novemb33® by and among Encogen Hawaii, L.P., HamakweadynPartner
and HELCO (Exhibit 10.7(c) to HECO's Annual Repont Form 10-K for fiscal year ended December 31,1260e No. 1-
4955).

Guarantee Agreement between Black River Energy, Bh@ HELCO [Jones] effective May 26, 2004 (Exhitiit7(e) tc
HECC's Annual Report on Form -K for fiscal year ended December 31, 2004, File }-4955).

Guarantee Agreement between Black River Energy, ab@ HELCO [TECO] dated July 15, 2004 (Exhibit Xf).7o HECO’s
Annual Report on Form -K for fiscal year ended December 31, 2004, File -4955).

Low Sulfur Fuel Oil Supply Contract by and betwe&gmevron and HECO dated as of November 14, 199 iftsortial
treatment has been requested for portions of #hig#) (Exhibit 10.8 to HECO’s Annual Report ono 10-K for the fiscal
year ended December 31, 1997, File N-4955).

First Amendment to Low Sulfur Fuel Oil Supply Caxtt by and between Chevron and HECO entered indd April 12,
2004 (confidential treatment has been requestedddions of this exhibit, which has been redaetecbrdingly) (Exhibit 10
(c) to HECC's Current Report on Forn-K, dated May 28, 2004, File No-4955).

Inter-Island Industrial Fuel Oil and Diesel Fueply Contract by and between Chevron and HECO, MEGEL CO, HTB
and YB dated as of November 14, 1997 (confidemtigltment has been requested for portions of #tig#) (Exhibit 10.9 to
HECC's Annual Report on Form -K for the fiscal year ended December 31, 1997, Rde 1-4955).

Amendment to Inter-Island Industrial Fuel Oil angé&el Fuel Supply Contract by and between ChevnohHECO, MECO
and HELCO entered into as of April 12, 2004 (coefitlal treatment has been requested for portiomisi®Exhibit, which has
been redacted accordingly) (Exhibit 10(d) to HE's Current Report on Forn-K, dated May 28, 2004, File No-4955).

Facilities and Operating Contract by and betweeav@n and HECO dated as of November 14, 1997 (denfial treatmer
has been requested for portions of this exhibixh{lt 10.10 to HECO’s Annual Report on Form 1044 the fiscal year
ended December 31, 1997, File N-4955).

Low Sulfur Fuel Oil Supply Contract by and betwddfP Petroleum Americas Refining Inc. and HECO dateof
November 14, 1997 (confidential treatment has lvegquested for portions of this exhibit) (Exhibit10 to HECCs Annual
Report on Form 1-K for the fiscal year ended December 31, 1997, Ride 1-4955).

First Amendment to Low Sulfur Fuel Oil Supply Catdt by and between Tesoro Hawaii Corporation, folyrenown as BHI
Petroleum Americas Refining Inc., and HECO dateddid@9, 2004 (confidential treatment has been retgdefor portions of
this exhibit, which has been redacted accordin@yxhibit 10(a) to HECO’s Current Report on FornK8dated May 28, 200
File No. 1-4955).

Inter-Island Industrial Fuel Oil and Diesel Fuel Supplgn@act by and between BHP Petroleum Americas Refimc. anc
HECO, MECO and HELCO dated November 14, 1997 (cemfiial treatment has been requested for portibttasexhibit)
(Exhibit 10.12 to HEC(s Annual Report on Form -K for the fiscal year ended December 31, 1997, Rde 1-4955).

First Amendment to Inter-Island Industrial Fuel @ild Diesel Fuel Supply Contract by and betweerbeldawaii
Corporation, formerly known as BHP Petroleum Amasi®efining Inc., and HECO, MECO and HELCO dateadd&9,
2004 (confidential treatment has been requestedddions of this exhibit, which has been redaetecbrdingly) (Exhibit 10
(b) to HECC's Current Report on Forn-K, dated May 28, 2004, File N0o-4955).
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10.1:

10.1¢

Contract of private carriage by and between HITd BiELCO dated December 4, 2000 (Exhibit 10.13 taCi@’s Annual
Report on Form 1-K for the fiscal year ended December 31, 2000, [Ride 1-4955).

Contract of private carriage by and between HITd BMHECO dated December 4, 2000 (Exhibit 10.14 to BECAnnual
Report on Form 1-K for the fiscal year ended December 31, 2000, Ride 1-4955).

HECO Exhibit 10.15 is a management plan requirdaetéiled as an exhibit pursuant to Item 15(b)hié report.

10.1¢

11

*12
*21
*23.2
*31.3
*31.4

*32.3

*32.4

*99.3
99.4

HECO Nonemployee Directors’ Deferred Compensatiam PExhibit 10.16 to HECO’s Annual Report on FaotfK for the
fiscal year ended December 31, 1990, File M4955).

Computation of Earnings Per Share of Common St8ele (hote on HECO's Selected Financial Data on pagfeéexhibit 99
to HECC's Current Report on Forn-K, dated March 7, 2006, File No-4955).

Computation of Ratio of Earnings to Fixed Char

Subsidiaries of HECC

Consent of Independent Registered Public Accourking.

Certification Pursuant to 1-14 of the Securities Exchange Act of 1934 of T. hdiel May (HECO Chief Executive Office

Certification Pursuant to 1-14 of the Securities Exchange Act of 1934 of Tagn&. Sekimura (HECO Chief Financ
Officer).

Written Statement of T. Michael May (HECO Chief Engive Officer) Furnished Pursuant to 18 U.S.C.tieacl350, as
Adopted by Section 906 of the Sarbe-Oxley Act of 2002

Written Statement of Tayne S. Y. Sekimura (HECOeE€Rinancial Officer) Furnished Pursuant to 18 G.SSection 1350,
as Adopted by Section 906 of the Sarb-Oxley Act of 2002

Reconciliation of electric utility operating incorper HElI and HECO Consolidated Statements of Inct

HECO Consolidated Financial Statements (See paged4 of Exhibit 99 to HECO’s Current Report orriRd8-K dated
March 7, 2006, File N0.-4955).



HEI Exhibit 10.8

HAWAIIAN ELECTRIC INDUSTRIES, INC.
LONG-TERM INCENTIVE PLAN (LTIP)

Pursuant to Section 3.1 of the 1987 Stock Optiahlanentive Plan of Hawaiian Electric Industries;.l(as amended and restated effective
January 21, 2003), the Compensation CommitteeeoBtiard of Directors of Hawaiian Electric Indusstiénc. (HEI) establishes and adopts the
following Long-Term Incentive Plan (LTIP).

1. PURPOSE

The purpose of the LTIP is to encourage a highllef/sustained performance by HEI and its subsieiafthe “Company”) through the
establishment of specific long-term financial go#te accomplishment of which will require a higdgdee of competence and diligence
on the part of certain key employees of the Comsaahgcted to participate in the LTIP and will bedfcial to the owners and customers
of the Company.

2. DEFINITIONS
The following definitions apply to the LTIP:
2.1 *“Award” means payment made in accordance with the prowsibthe LTIP.
2.2 “Committe” means the Compensation Committee of the Board refciirs of HEI
2.3 “Deferred Accour’ means an unfunded account within which a Parti¢’s deferred Awards and accrued interest are acctiealu
2.4 “Executive” means the senior officers and managers resporfsibtketermining business and strategic polic
2.5 “Participan” means an employee selected to participate in the.l

2.6 “Performance Goals” means the performance tibgscof the Company established for the purposgetérmining any incentive
Award for a Performance Peric

2.7 “Performance Peri" means the thr-year calendar period over which performance is oreas

April 21, 2003- approved by HEI CM!



BASIC PLAN CONCEPT

The LTIP provides an opportunity for Participardsetirn incentive compensation Awards dependingneretvel of Company
performance. Performance will be based on a theze-geriod beginning January 1 of the first yeahefPerformance Period and ending
December 31 of the third year of the Performana@oBeAwards may be based on Company performancegiditional goals or
objectives. When awards are granted, paymentdwithade in cash and/or HEI Common Stock at thedisteetion of the Committee
during the year following the end of each PerforoeaReriod unless voluntarily deferred by the Pigdict. Stock awards are subject to
the availability of authorized shares.

ADMINISTRATION

The LTIP will be administered by the Committee whigill determine:
4.1 Participants

4.2 Performance Goal:

4.3 Incentive award level:

4.4 Performance Goal results; a

4.5 Amount of the actual award, if any, to be madeacheParticipant and whether it should be granteth#h and/or HEI Commc
Stock.

PARTICIPATION

The Committee will select Participants from thogeaitives whose decisions and actions contribueetly to the Company’s long-term
success. No employee will have the automatic tighie selected as a Participant in the LTIP for Resformance Period, nor, if so
selected, be entitled automatically to an Award, having been selected as a Participant for om@feance Period, be automatically
selected as a Participant in any subsequent PaafarenPeriod.

Participants who are placed in the plan after tha sf the Performance Period or who voluntardgminate employment within the
Performance Period or transfer to a position thaioit included in the LTIP, will be eligible to edge that portion of the award
represented by the number of complete months gibélty during the Performance Period divided 1§, Brovided that a Participant m
have been in a position included in the LTIP foleasst 12 full months during the Performance Period

-2-



PERFORMANCE GOALS

The Committee will establish, for each PerformaReeod, Performance Goals designed to accompligh fiuancial and strategic
objectives as it may from time to time determinprapriate. The Committee may make adjustmentsed’irformance Goals for any
Performance Period as it deems equitable in retiogrof: extraordinary or nonrecurring events eigreced by the Company during the
Performance Period, or changes in applicable ad¢owurules or principles or changes in the Compamyéthods of accounting during
the Performance Period.

DETERMINATION OF AWARDS

Subject to the provisions of Section 6, the Coneritvill determine the Awards, if any, to be madedoh Participant for each
Performance Period. Awards made will be based pifynan the level of performance within the perfante range, but may also be
based on each Participant’s contribution to oveZalinpany performance during the Performance Pefioe Award for each Participant
will be calculated by applying an Award percentégeach Participant’s salary range midpoint.

PAYMENT OF AWARDS

8.1 Payment of Nondeferred Awar— The payment of Awards for any Performance Periddbei made in cash or HEI Common Stc
to the Participant as soon as practical after kbgecof the Performance Period unless, in the ahaecash award, the Participant
irrevocably elected to defer payment of all or aipo of the Award as provided in subparagrapht#&®w by filing a written
election form with the Company before the beginrohthe Performance Period or before the executtegins service as a
Participant for the Performance Peri

8.2 Payment of Deferred Cash Awards — Each deféveard will be credited to the Participant’s DefedrAccount and will be paid to
the Participant, or to his or her beneficiary dagsin the event of his or her death, at the dridleodeferral period in cash lump s
or in installments, as provided in the written &lee form. Amounts credited to a Participant’s Deéel Account shall be credited
each year with an amount equivalent to intereshpmunded quarterly, at the annual rate commensutitiiedhe prevailing interest
rate on three-year certificates of deposit at AnzariSavings Bank, F.S.B., as of January 1 of that.\Such Deferred Account will
be credited with interest from the date the Awanolild have been paid in cash to the date of rebgipihe Participant under the
Deferral Agreement. Despite any contrary provisionte Participant’s written election form, ther@mittee, in its sole discretion,
may decide to pay the balance in a ParticipantfeDed Account in a lump sum as soon as practitat the Participant’s
employment by the Company is terminated for angog:

-3-



10.

11.

12.

8.3 In the event the payment of any portion ofdivards are in HEI Common Stock, the number of shafstock to be issued will be
based on Fair Market Value. “Fair Market Value” mgaas of any determination date, the averageeodi#lily high and low sales
prices of the Common Stock on the composite tapstéicks listed on the New York Stock Exchangewasteq in the New York
Stock Exchange Composite Transactions publishéteiWWestern Edition of the Wall Street Journallomdate as of which Fair
Market Value is to be determined, or if there istraaling of Common Stock on such date, the aveoétjge daily high and low sal
prices of the Common Stock as quoted in such Coitgpdsansactions on the next preceding date ontwthiere was trading in
such shares, or if the Common Stock is not admitidchde on the New York Stock Exchange, the Mairket Value shall be
determined by the Committee in such other reasemabhner as the Committee shall dec

ASSIGNMENTS AND TRANSFERS

Participants will not assign, encumber, or trangtfeir rights and interests under the LTIP; angrafit to do so will render the
Participant’s rights and interests under the LTl and void.

EMPLOYEE RIGHTS UNDER THE LTIF

No employee or other person will have any claimigit to be granted an Award under the LTIP. Neithe LTIP nor any action taken
thereunder will be construed as giving any emplameright to be retained in the employ of the Campor any of its affiliated
companies.

WITHHOLDING TAXES
The Company will withhold the amount of any fedesdéte, or local income taxes attributable to ampunts payable under the LTIP.

AMENDMENTS
The Committee may amend, suspend, or terminateTHe or any portion of it at any time.

-4 -



HEI Exhibit 11

Hawaiian Electric Industries, Inc.
COMPUTATION OF EARNINGS PER SHARE
OF COMMON STOCK
Years ended December 31, 2005, 2004, 2003, 2002@0M

(in thousands,
except per share amounts) 2005 2004 2003 2002 2001

Net income (loss
Continuing operation $127,44: $107,73¢ $118,04¢ $118,21° $107,74¢
Discontinued operatior (755) 1,91: (3,870 —  (24,04)

$126,68¢ $109,65. $114,17¢ $118,21° $ 83,70t

Weighted-average number of common shares outstandir 80,82¢ 79,56  74,69¢ 72,55¢ 67,50¢
Adjusted weightec-average number of common shares outstandir 81,20( 79,71¢ 74,97« 72,95 67,88¢
Basic earnings (loss) per common shai

Continuing operation $ 158 $ 13€¢9$ 158 $ 1629% 1.6C
Discontinued operatior (0.01) 0.0z (0.0%) — (0.3¢)

$ 157 $ 13¢$ 155 $ 162 1.24

Diluted earnings (loss) per common shar
Continuing operation $ 157 $ 13€¢9$ 157 $ 16z9% 1.5¢
Discontinued operatior (0.03) 0.0z (0.05) — (0.36)

$ 156 $ 13t$ 152 $ 162z9% 1.2¢

On April 20, 2004, the HEI Board of Directors apyed a 2-forl stock split in the form of a 100% stock dividemith a record date of May 1
2004 and a distribution date of June 10, 2004 shdire and per share information has been adjustedléct the stock split for all periods
presented.



HEI Exhibit 12 (page 1 of :

Hawaiian Electric Industries, Inc.
COMPUTATION OF RATIO OF EARNINGS TO FIXED CHARGES

2005 2004 2003

Years ended December 31 (1) 2) 1) 2 1) 2
(dollars in thousands)

Fixed charges

Total interest charges ( $144,67. $196,73'! $142,77¢ $189,96! $138,80¢ $192,61¢
Interest component of rente 4,13: 4,13: 3,93¢ 3,93¢ 4,21¢ 4,214
Pretax preferred stock dividend requirements ofgliéries 2,97¢ 2,97¢ 2,95¢ 2,95¢ 3,08 3,08z
Preferred securities distributions of trust sulzsieis — — — — 16,03t 16,03t
Total fixed charges $151,78( $203,84« $149,67( $196,85: $162,13¢ $215,94°
Earnings

Pretax income from continuing operatic $201,34: $201,34« $200,21¢ $200,21¢ $182,41! $182,41!
Fixed charges, as sho\ 151,78( 203,84« 149,67( 196,85: 162,13¢ 215,94°
Interest capitalize (2,020 (2,020 (2,542 (2,542 (1,919 (1,919
Earnings available for fixed charges $351,10: $403,16¢ $347,34" $394,53. $342,64( $396,44¢
Ratio of earnings tofixed charges 2.31 1.9¢ 2.32 2.0C 2.11 1.84

(1) Excluding interest on ASB deposi
(2) Including interest on ASB deposi

(3) Interest on nonrecourse debt from leveragesetess not included in total interest charges nanterest expense in HEI's consolidated
statements of incom



Hawaiian Electric Industries, Inc.

COMPUTATION OF RATIO OF EARNINGS TO FIXED CHARGES

Years ended December 3

(dollars in thousands)

Fixed charges

Total interest charges (

Interest component of rente

Pretax preferred stock dividend requirements ofgliéries
Preferred securities distributions of trust sulzgidis

Total fixed charges

Earnings

Pretax income from continuing operatic
Fixed charges, as sho\

Interest capitalize

Earnings available for fixed charges

Ratio of earnings to fixed charge:

(1) Excluding interest on ASB deposi
(2) Including interest on ASB deposi

HEI Exhibit 12 (page 2 of .

Continued
2002 2001

(6] (@) 1) 2
$151,54. $225,17: $175,78( $292,31:
4,501 4,501 4,26¢ 4,26¢
3,06¢ 3,06¢ 3,06¢ 3,06¢
16,03¢ 16,03¢ 16,03t 16,03t
$175,14¢ $248,77¢ $199,15: $315,68:
$181,90¢ $181,90¢ $165,90: $165,90:
175,14¢ 248,77¢ 199,15: 315,68
(1,85%) (1,85%) (2,25¢) (2,25¢)
$355,20: $428,83! $362,797 $479,32¢
2.0z 1.72 1.82 1.52

(3) Interest on nonrecourse debt from leveraged ldasest included in total interest charges nor ieiiast expense in H's consolidate:

statements of incom



HEI Exhibit 21

Hawaiian Electric Industries, Inc.
SUBSIDIARIES OF THE REGISTRANT

The following is a list of all direct and indirestibsidiaries of the registrant as of March 6, 200 state/place of incorporation or
organization is noted in parentheses and subsidiafiintermediate parent companies are desighgtatientations.

Hawaiian Electric Company, Inc. (Hawaii)
Maui Electric Company, Limited (Hawaii)
Hawaii Electric Light Company, Inc. (Hawaii
HECO Capital Trust Il (Delaware)
Renewable Hawaii, Inc. (Hawaii)
HEI Diversified, Inc. (Hawaii)
American Savings Bank, F.S.B. (federallgrtéred)
American Savings Investment SewiCerp. (Hawaii)
Bishop Insurance Agencyafvaii, Inc. (Hawaii)
AdCommunications, Inc. (Hawaii)
Pacific Energy Conservation Services, Inc. (Hawaii)
HEI Properties, Inc. (Hawaii)
Hycap Management, Inc. (Delaware) (in dissolution)
Hawaiian Electric Industries Capital Trust Il (atstory trust) (Delaware) (potential financing i
Hawaiian Electric Industries Capital Trust Il (@tsitory trust) (Delaware) (potential financingigt
The Old Oahu Tug Service, Inc. (Hawaii)

Discontinued operations:

HEI Power Corp. (Hawaii
HEI Power Corp. International (Cayman lslgin(in dissolution)
HEI Investments, Inc. (Hawaii) (activity lefverage leases included in continuing operations)



HEI Exhibit 23.:
[KPMG LLP letterhead]

Consent of Independent Registered Public Accourinm

The Board of Director
Hawaiian Electric Industries, Inc.:

We consent to incorporation by reference in Regjistn Statement Nos. 333-18809, 333-87782, 333-10&hd 333-113120 on Form S-3 and
Registration Statement Nos. 333-05667, 333-0210388-105404 on Form S-8 of Hawaiian Electric Indas, Inc., and Registration
Statement Nos. 333-18809-02 and 333-113120-02 am Be3 of Hawaiian Electric Industries Capital Tirlsand Registration Statement Nos.
333-18809-03 and 333-113120-01 on Form S-3 of Hawdtlectric Industries Capital Trust 1l of oup@ts dated March 6, 2006, relating to
the consolidated balance sheets of Hawaiian Eteletdustries, Inc. and subsidiaries as of DecerBheP005 and 2004 and the related
consolidated statements of income, changes in lstdd&rs’ equity, and cash flows for each of thergéa the three-year period ended
December 31, 2005 and all related financial statgrsehedules, which refer to a change in the metii@adtcounting for the consolidation of
variable interest entities in 2004, managementsesament of the effectiveness of internal contvel éinancial reporting as of December 31,
2005 and the effectiveness of internal control direancial reporting as of December 31, 2005, whighorts are included in the 2005 annual
report on Form 10-K of Hawaiian Electric Industriésc.

/sl KPMG LLP

Honolulu, Hawaii
March 7, 2006



HEI Exhibit 31.:
Certification Pursuant to Section 13a-14 of the Seeities Exchange Act of 1934 of Robert F. Clarke (il Chief Executive Officer)
I, Robert F. Clarke, certify that:
1. | have reviewed this report on Form 10-K for ylear ended December 31, 2005 of Hawaiian Elebtdastries, Inc. (“registrant”);

2. Based on my knowledge, this report does notaiorny untrue statement of a material fact or angitate a material fact necessary to make
the statements made, in light of the circumstanoeker which such statements were made, not misigadith respect to the period covered by
this report;

3. Based on my knowledge, the financial statemamtd,other financial information included in théport, fairly present in all material respects
the financial condition, results of operations aadh flows of the registrant as of, and for, thegos presented in this report;

4. The registrant’s other certifying officer(s) alnare responsible for establishing and maintaimisglosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))}%(nd internal control over financial reportirag @efined in Exchange Act Rules 13a-15
(f) and 15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and procedorecaused such disclosure controls and procedaortee designed under our

supervision, to ensure that material informatidatieg to the registrant, including its consolidhgubsidiaries, is made known to us
by others within those entities, particularly dgrite period in which this report is being prepa

(b) Designed such internal control over financearting, or caused such internal control overrfaial reporting to be designed under
our supervision, to provide reasonable assurargagdang the reliability of financial reporting atfie preparation of financial
statements for external purposes in accordancegeitierally accepted accounting princip

(c) Evaluated the effectiveness of the registragisslosure controls and procedures and presenttisi report our conclusions about
the effectiveness of the disclosure controls andguiures, as of the end of the period coveredibyeport based on such
evaluation; ant

(d) Disclosed in this report any change in thegstgnt's internal control over financial reportithgait occurred during the registrant’s

most recent fiscal quarter (the registrant’s fodikbal quarter in the case of an annual repost) tfas materially affected, or is
reasonably likely to materially affect, the redgist’ s internal control over financial reporting; &

5. The registrant’s other certifying officer(s) anltlve disclosed, based on our most recent evatuat internal control over financial
reporting, to the registrant’s auditors and theiteemmmittee of the registrant’s board of directfwspersons performing the equivalent
functions):

(@) All significant deficiencies and material weakses in the design or operation of internal cootrer financial reporting which are
reasonably likely to adversely affect the regig’s ability to record, process, summarize and refpmahcial information; ant

(b) Any fraud, whether or not material, that involveamagement or other employees who have a significémin the registra’s
internal control over financial reportin

Date: March 7, 2006
/s/ Robert F. Clark

Robert F. Clarke
Chairman, President and Chief Executive Offi



HEI Exhibit 31.:
Certification Pursuant to Section 13a-14 of the Sewities Exchange Act of 1934 of Eric K. Yeaman (HEIChief Financial Officer)
[, Eric K. Yeaman, certify that:
1. | have reviewed this report on Form 10-K for ylear ended December 31, 2005 of Hawaiian Elebtdastries, Inc. (“registrant”);

2. Based on my knowledge, this report does notaiorny untrue statement of a material fact or angitate a material fact necessary to make
the statements made, in light of the circumstanoeker which such statements were made, not misigadith respect to the period covered by
this report;

3. Based on my knowledge, the financial statemamtd,other financial information included in théport, fairly present in all material respects
the financial condition, results of operations aadh flows of the registrant as of, and for, thegos presented in this report;

4. The registrant’s other certifying officer(s) alnare responsible for establishing and maintaimisglosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))}%(nd internal control over financial reportirag @efined in Exchange Act Rules 13a-15
(f) and 15d-15(f)) for the registrant and have:

(a) Designed such disclosure controls and procedorecaused such disclosure controls and procedaortee designed under our

supervision, to ensure that material informatidatieg to the registrant, including its consolidhgubsidiaries, is made known to us
by others within those entities, particularly dgrite period in which this report is being prepa

(b) Designed such internal control over financearting, or caused such internal control overrfaial reporting to be designed under
our supervision, to provide reasonable assurargagdang the reliability of financial reporting atfie preparation of financial
statements for external purposes in accordancegeitierally accepted accounting princip

(c) Evaluated the effectiveness of the registragisslosure controls and procedures and presenttisi report our conclusions about
the effectiveness of the disclosure controls andguiures, as of the end of the period coveredibyeport based on such
evaluation; ant

(d) Disclosed in this report any change in thegstgnt's internal control over financial reportithgait occurred during the registrant’s

most recent fiscal quarter (the registrant’s fodikbal quarter in the case of an annual repost) tfas materially affected, or is
reasonably likely to materially affect, the redgist’ s internal control over financial reporting; &

5. The registrant’s other certifying officer(s) anltlve disclosed, based on our most recent evatuat internal control over financial
reporting, to the registrant’s auditors and theiteemmmittee of the registrant’s board of directfwspersons performing the equivalent
functions):

(@) All significant deficiencies and material weakses in the design or operation of internal cootrer financial reporting which are
reasonably likely to adversely affect the regig’s ability to record, process, summarize and refpmahcial information; ant

(b) Any fraud, whether or not material, that involveamagement or other employees who have a significémin the registra’s
internal control over financial reportin

Date: March 7, 2006

[sl Eric K. Yeamal

Eric K. Yeamar
Financial Vice President, Treasurer and Chief Firad
Officer



HEI Exhibit 32.:

Hawaiian Electric Industries, Inc.

Written Statement of Chief Executive Officer Furnished Pursuant to
18 U.S.C. Section 1350,
as Adopted by
Section 906 of the Sarbanes-Oxley Act of 2002

In connection with the Annual Report of Hawaiiae&itic Industries, Inc. (HEI) on Form 10-K for thear ended December 31, 2005 as
filed with the Securities and Exchange Commisstbe Report), |, Robert F. Clarke, Chief Executiiic@r of HEI, certify, pursuant to 18
U.S.C. Section 1350, as adopted by Section 90BeoSarbanes-Oxley Act of 2002, to the best of novkadge, that:

(1) The Report fully complies with the requirementsettion 13(a) of the Securities Exchange Act of41@®d

(2) The consolidated information contained in trep®t fairly presents, in all material respects, fihancial condition as of December 31,
2005 and results of operations for the year endszeber 31, 2005 of HEI and its subsidiat

/s/ Robert F. Clarke

Robert F. Clark
Chairman, President and Chief Executive Off
Date: March 7, 200

A signed original of this written statement reqditey Section 906 has been provided to HawaiiantBtelmdustries, Inc. and will be retained
by Hawaiian Electric Industries, Inc. and furnishedhe Securities and Exchange Commission otaf§ spon request.



HEI Exhibit 32.:

Hawaiian Electric Industries, Inc.

Written Statement of Chief Financial Officer Furnished Pursuant to
18 U.S.C. Section 1350,
as Adopted by
Section 906 of the Sarbanes-Oxley Act of 2002

In connection with the Annual Report of Hawaiiae&itic Industries, Inc. (HEI) on Form 10-K for thear ended December 31, 2005 as
filed with the Securities and Exchange Commisstbe Report), I, Eric K. Yeaman, Chief Financial ioéi of HEI, certify, pursuant to 18
U.S.C. Section 1350, as adopted by Section 90BeoSarbanes-Oxley Act of 2002, to the best of novkadge, that:

(1) The Report fully complies with the requirementsettion 13(a) of the Securities Exchange Act of41@®d

(2) The consolidated information contained in trep®t fairly presents, in all material respects, fihancial condition as of December 31,
2005 and results of operations for the year endszeber 31, 2005 of HEI and its subsidiat

/s/ Eric K. Yeaman

Eric K. Yeamar
Financial Vice President, Treasurer and Chief RirerOfficer
Date: March 7, 200

A signed original of this written statement reqditey Section 906 has been provided to HawaiiantBtelmdustries, Inc. and will be retained
by Hawaiian Electric Industries, Inc. and furnishedhe Securities and Exchange Commission otaf§ spon request.



HEI Exhibit 99.2(k)

TENTH AMENDMENT TO TRUST AGREEMENT BETWEEN
HAWAIIAN ELECTRIC INDUSTRIES, INC. AND
FIDELITY MANAGEMENT TRUST COMPANY

THIS TENTH AMENDMENT TO TRUST AGREEMENT , is made and entered into October 3, 2005, aatfdstive on that date
unless otherwise noted below, by and between Bddianagement Trust Company (the “Trustee”) and &iéam Electric Industries, Inc. (the
“Sponsor”);

WITNESSETH:

WHEREAS |, the Trustee and the Sponsor heretofore entetecifrust Agreement dated February 1, 2000, arehded August 1,
2000, November 1, 2000, April 1, 2001, December2BD1, January 1, 2002, April 1, 2002, July 1, 2@&ptember 1, 2003, and February 2,
2004 (the “Trust Agreement”) for the Hawaiian Etectndustries Retirement Savings Plan (the “Plaaf)d

WHEREAS , effective October 3, 2005, the Sponsor wishexdtbthe First American Mid Cap Growth Fund, thed?tio Mid-Cap
Value Fund — Class A, and the T. Rowe Price GraBttitk Fund as investment options under the Trust; a

WHEREAS , effective January 1, 2006, the Sponsor wishes@low future contributions to the AIM Dynamicsiid, and to redirect i
participant contributions directed to the AIM DyniasiFund after January 1, 2006 to the ASB MoneyKébAccount, pending investment
direction by the participant; and

WHEREAS, the Sponsor wishes to remove as an investmentroptider the Trust the AIM Dynamics Fund, when ihs&t becurs:
(1) there are no participant funds remaining inAlild Dynamics Fund; or (2) December 31, 2010; and

WHEREAS, the Sponsor now desires and hereby directs tha€lLis accordance with Section 4(b) and 7(b) effttust Agreement, to
liguidate any remaining participant balances helthe AIM Dynamics Fund as of December 31, 201githe net asset value as of such date,
and to invest the proceeds in the ASB Money Ma#astount, pending investment direction by the pgvtiot. The parties hereto agree that the
Trustee shall have no discretionary authority wébpect to this sale and transfer directed by ffenSor. Any variation from the procedure
described herein may be instituted only at the esgrvritten directions of the Sponsor; and

WHEREAS , the direction in the immediately preceding paaagrwill not be effective unless ratified by operatof a future
amendment; and

WHEREAS , in furtherance of the foregoing, the Sponsor thedTrustee desire to amend said Trust Agreemeprtosgded for in
Section 13 thereunder;

NOW THEREFORE , in consideration of the above premises, the Syroensd the Trustee hereby amend the Trust Agreebyent
(1) Amending and restating Schedu“A”, “B” and“C", in their entirety, as attached here



IN WITNESS WHEREOF , the Trustee and the Sponsor have caused this Fenéndment to be executed by their duly authorized

officers effective as of the day and year first\aburritten.

HAWAIIAN ELECTRIC INDUSTRIES, INC.
BY: HAWAIIAN ELECTRIC INDUSTRIES, INC.
PENSION INVESTMENT COMMITTEE

By: /s/ Eric K. Yeamal 9/29/0¢
Eric K. Yeamar Date
Chairman

By: /s/ Patricia U. Wony 9/29/0¢
Patricia U. Won¢ Date

Secretary

FIDELITY MANAGEMENT TRUST COMPANY

By: /s/ Rebecca Ha-Ethier

10/7/0¢

FMTC Authorized Signator

Date



Schedule “A”
ADMINISTRATIVE SERVICES

The Trustee will provide the recordkeeping and andstriative services set forth on this Schedule ‘@"as otherwise agreed to in writing (or
means of a secure electronic medium) between thas®p and Trustee in accordance with directionguiaces established by the Trustee with
the written approval of the Sponsor and documeméide Plan Administration Manual. With regard farfPspecific services, the Trustee shall
add services only at the direction of the Spondstith prior written notice to the Sponsor, the Taestnay unilaterally enhance the services
previously approved, provided there is no impactems set forth in Schedule “B”; and further praddhat if the Sponsor notifies the Trustee
in writing that a change to a previously approvexige proposed by the Trustee pursuant to thiesen is unacceptable to the Sponsor, such
service change shall not be applied.

Administration
* Establishment and maintenance of participant adcanh election percentage
* Maintenance of the following plan investment op§t

- AIM Dynamics Fundfrozen to new investments effective January 16200
- ASB Money Market Account

- Fidelity Diversified International Fund

- Fidelity Freedom 2000 Fund®

- Fidelity Freedom 2005 Fund®

- Fidelity Freedom 2010 Fund®

- Fidelity Freedom 2015 Fund®

- Fidelity Freedom 2020 Fund®

- Fidelity Freedom 2025 Fund®

- Fidelity Freedom 2030 Fund®

- Fidelity Freedom 2035 Fund®

- Fidelity Freedom 2040 Fund®

- Fidelity Freedom Income Fund®

- Fidelity Magellan® Fund

- Fidelity Overseas Fundrozen to new investments effective April 1, 2004)
- Fidelity Puritan® Fund

- Fidelity Retirement Money Market Portfolio

- Fidelity U.S. Bond Index Fund

- First American Mid Cap Growth Fund

- HEI Common Stock Fund

- Morgan Stanley Institutional Fund, Inc. Interoatl Equity Portfolio - Class B
- Morgan Stanley Institutional Fund Trust Value tRaio — Adviser Class

- Neuberger Berman Partners Fund — Trust Class

- Phoenix Mid-Cap Value Fund — Class A

- Spartan U.S. Equity Index Fund

- T. Rowe Price Growth Stock Fund

- T. Rowe Price Small-Cap Stock Fund



*

Maintenance of the following money classificatio

- Salary Reduction

- Participant Voluntary

- Rollover

- HEI Diversified Plan

- Employer ASB

- Employer Supplemental
- IRA

- Voluntary HEISOP

- Employer HEISOP

- Employee Pre-Tax Catch Up
- After Tax Rollover

- Employer BIA

- TRP PER

Processing of investment option tra

Establishment and maintenance of participant It

Enroliment of new Participants via telephone andiuch other electronic means as may be agreedfupo time to time by the
Sponsor and the Trustee. Confirmation of enrollnvgtitbe provided online or, if requested, by m@énerally within five (5) calend
days of the request

Maintenance of Participants’ requests to chamhgér fpre-tax and catch-up deferral percentageteleghone or such electronic means
as may be agreed upon from time to time by the Sgoand the Truste

Provide participant deferral election data updatia electronic data transfer (‘EDT”) in a timehanner for the Sponsor to apply to its
payrolls

Processing

*

*

Weekly processing of contribution data and contidns

Daily processing of transfers and changes ofriiallocations via the telephone exchange systelny such other means as the
Sponsor and Trustee may agree to from time to

Daily and weekly processing of participant dataatpd via the Plan Sponsor Webstation or by suddr otieans as the Sponsor
Trustee may agree to from time to til

Processing of changes to Particip’ deferral percentage

Processing of rollovet

Processing of excess contributions and defe

Processing of -service partial, and full withdrawals due to certeircumstances previously approved by the Spa
Processing of hardship withdrawals as directeddri¢ipants and approved by the Spor

For general loans: Consult with Participants orotes loan scenarios and generate all document

For home loans: Processing of loan requests astéitdy Participants and approved by the Spa

Processing of forfeitures as directed by the Spo



Processing of loan payoff payments at Participargquest via telephone exchange system or by ailngr means as the Sponsor and
the Trustee may agree to from time to ti

Reports

Monthly trial balance

Monthly loan report:

Quarterly or annual administrative repc

Quarterly participant statements via paper or ede@dt copy

Financial Reporting

*

*

1099Rs
Assist in the preparation of Form 55

Account Segregation

*

*

Account segregation for Qualified Domestic Relasi@rders“QDRC") as directed by Spons
Account segregation for named beneficiary(ies) toue participar s death as directed by Spon

Internet Services

*

*

Plan Sponsor Webstati

Fidelity PortfolioPlannef™, an internet-based educational service for paditts that generates target asset allocations addim
portfolios customized to investment options in fian(s) based upon methodology provided by Stratédvisers, Inc., an affiliate of
the Trustee. The Sponsor acknowledges that itdweved the ADV Part Il for Strategic Advisers, .Intore than 48 hours prior to
executing the Trust amendme

NetBenefitssM

Processing Services

*

*

Minimum Required Distribution*MRD") service

De minimis Distributions: After a participant temaites employment and is eligible for a distributithe Trustee will determir

whether the vested account balance exceeds $m068ceeds $5,000 at the end of the warning péabkkast 30 days, but not more
than 70 days, from the determination date). Iftihkance is over $1,000 and up to $5,000, an auenriensfer of the account balance
will be made to a Fidelity Rollover IRA, or if thelance does not exceed $1,000, the Trustee witlgss a mandatory and immediate
cashout, subject only to the requirement to offesll@ver opportunity and to allow participants vibalances in the HEI Common
Stock Fund to elect distribution of such balancethe form of HEI Common Stock. The $5,000 thredhaill be determined based on
criteria provided by the Sponsor and will increaséecrease as Congress may from time to time athénthreshold in Code

Section 411(a) (11

Loan Interest Rate Update Service: The Trustdeprnavide monthly monitoring of the Federal ReseRrime Rate, Loan interest rate
update (for new loans) upon change of the Prime,Rettd Simple rate calculation based on the Priate.

5



Miscellaneous Services

*

*

*

Periodic meetings with Spons
Educational services as needed and mutually agneed by the Trustee and the Spor

Provide employee communications describing avalabtestment options, including multimedia inforinaal materials and grot
presentation

Change of Address by Telephone: The Trustee siflallv terminated and retired Participants, AltéenBayees of Participants of any
status, and Beneficiaries of deceased employaesinited and retired Participants to make addreaeges via Fidelity’s toll-free
telephone servic

Loan Coupons: For terminated and retired Parti¢gpaiith outstanding loans, the Trustee shall prevathese Participants a lo
coupon book for the purpose of scheduling and [@sing loan repaymen

Rollover Contribution Processing: Process thelifjoation and acceptance of rollover contributidnghe Trust. The procedures for
qualifying a rollover are directed by the Sponswd ¢he Trustee shall accept or deny each rollogset upon the Plasiwritten criterii
and any written guidelines provided by the Spomsat documented in the Plan Administration Manualjiests that do not meet the
specified criteria will be returned to the Partarip with an explanation as to why the request cebe@rocessed. If the Trustee
determines that a request is not a valid rollotrex,requested rollover contribution will be rejetteack to the Participar

HAWAIIAN ELECTRIC INDUSTRIES, INC. FIDELITY MANAGEMENT TRUST COMPANY
BY: HAWAIIAN ELECTRIC INDUSTRIES, INC.
PENSION INVESTMENT COMMITTEE

By: /s/ Eric K. Yeamal 9/29/0¢ By: /s/ Rebecca Ha-Ethier 10/7/0¢
Eric K. Yeamar Date FMTC Authorized Signator Date
Chairman

By: /s/ Patricia U. Won 9/29/0¢
Patricia U. Wong Date
Secretary



Recordkeeping Fees

* Annual Participation Fee

* Minimum Required Distribution (MRD)
* Plan Establishment Fe

* Loan Fee:

* Plan Sponsor WebStation (PSV

* NetBenefits:

* Non-Fidelity Mutual Funds:

Schedule “B”
FEE SCHEDULE

$0 per participant

$25.00 per MRD recipient per ye

$2,500.0C

Establishment fee of $35.00 per loan account; drfieeeof $15.00 per loan accou
All User ID fees waived

All User ID fees waived

.35% annual administrative fee on the following Nedelity Mutual Fund assets which are
equity/balanced funds: Morgan Stanley Institutidhahd, Inc. International Equity Portfolio -
Class B; Morgan Stanley Institutional Fund TrustuéaPortfolio — Adviser Class; Neuberger
Berman Partners Fund-Trust Class; Phoenix Mid-Calpié/Fund — Class A; First American

Mid Cap Growth Fund; .25% annual administrationffes an $8.00 per participant fee, subject
to a maximum total fee of .35%, on all AIM Dynamlegnd assets (to be paid by the Non-
Fidelity Mutual Fund vendor); .10% annual admirdstre fee on the T. Rowe Price Growth
Stock Fund; 0% annual administration fee on thRdwe Price Small Cap Stock Fur

* Other Fees: Separate charges for optional noridigtation testing, extraordinary expenses resglfiom large numbers of simultaneous
manual transactions, from errors not caused byliBideeports not contemplated in this Agreememptporate actions, or the provision of
communications materials in hard copy which are alscessible to participants via electronic sesvioghe event that the provision of such
material in hard copy would result in an additioeabense deemed to be mate!

7



Trustee Fees
Investment Option
* Sponsor Stock 0.10% per annum of such assets in the Trust payatalgerly on the basis of such assets as of tamge market valu
for each calendar quarter. In no event will thelfedess than $10,000 nor more than $35,000 per
Dividend Pass-Through Fee
- $8,000 per year, payable pro rata quarts
- $5,000 implementation fe
- $7 for each dividend check that is ¢
- This fee is based on the following assumptiongddition to those set forth in the Note sect
. Dividends will be distributed quarter
. The default option for receiving dividends will beinvestment into the Stock Fur
* Others: None.
Note: These fees have been negotiated and acceptedl tmasiee following Plan characteristics, as of 152 1 plan in the relationship,
plan assets of $272.7 million, participation of@)2articipants, Sponsor Stock assets of $82.Tomjltotal Fidelity actively managed
Mutual Fund assets of $115.9 million, total Fidelibnactively managed Mutual Fund assets of $32libm total Non-Fidelity Mutual
Funds and ASB MMA assets of $41.7 million, projelctet cash flows of $5.8 million per year, and @24 investment options. Subject

to Section 13 of the Trust Agreement, fees wilkhbject to review when the Sponsor requests a ehtanipe Plan and/or the Plan
characteristics have changed by +/- 10%.

HAWAIIAN ELECTRIC INDUSTRIES, INC. FIDELITY MANAGEMENT TRUST COMPANY
BY: HAWAIIAN ELECTRIC INDUSTRIES, INC.
PENSION INVESTMENT COMMITTEE

By: /s/ Eric K. Yeamat 9/29/0¢ By: /s/ Rebecca Ha-Ethier 10/7/0¢
Eric K. Yeamar Date FMTC Authorized Signator Date
Chairman

By: /s/ Patricia U. Woni 9/29/0¢
Patricia U. Won¢ Date
Secretary



Schedule “C”
INVESTMENT OPTIONS

In accordance with Section 4(b), the Named Fidydi@reby directs the Trustee that participantsivimdial accounts may be invested in
the following investment options:

- AIM Dynamics Fundfrozen to new investments effective January 16200
- ASB Money Market Account

- Fidelity Diversified International Fund

- Fidelity Freedom 2000 Fund®

- Fidelity Freedom 2005 Fund®

- Fidelity Freedom 2010 Fund®

- Fidelity Freedom 2015 Fund®

- Fidelity Freedom 2020 Fund®

- Fidelity Freedom 2025 Fund®

- Fidelity Freedom 2030 Fund®

- Fidelity Freedom 2035 Fund®

- Fidelity Freedom 2040 Fund®

- Fidelity Freedom Income Fund®

- Fidelity Magellan® Fund

- Fidelity Overseas Fundrozen to new investments effective April 1, 2004)
- Fidelity Puritan® Fund

- Fidelity Retirement Money Market Portfolio

- Fidelity U.S. Bond Index Fund

- First American Mid Cap Growth Fund

- HElI Common Stock Fund

- Morgan Stanley Institutional Fund, Inc. Interoatl Equity Portfolio - Class B
- Morgan Stanley Institutional Fund Trust Value tRaio — Adviser Class

- Neuberger Berman Partners Fund — Trust Class

- Phoenix Mid-Cap Value Fund — Class A

- Spartan U.S. Equity Index Fund

- T. Rowe Price Growth Stock Fund

- T. Rowe Price Small-Cap Stock Fund

The investment option referred to in Section 4¢ Section 4(d) (v) (B) (5) shall be the ASB Moridgirket Account.

HAWAIIAN ELECTRIC INDUSTRIES, INC.
BY: HAWAIIAN ELECTRIC INDUSTRIES, INC. PENSION INVE STMENT COMMITTEE

By: /s/ Eric K. Yeamal 9/29/0¢ By: /s/ Patricia U. Won 9/29/0¢
Eric K. Yeamar Date Patricia U. Wonc¢ Date
Chairman Secretary



Hawaiian Electric Company, Inc.
COMPUTATION OF RATIO OF EARNINGS TO FIXED CHARGES

Years ended December 31

(dollars in thousands)

Fixed charges

Total interest charge

Interest component of rente

Pretax preferred stock dividend requirements ofglisiries
Preferred securities distributions of trust sulzsieis

Total fixed charges

Earnings

Income before preferred stock dividends of HE
Fixed charges, as shov

Income taxes (see note belc

Allowance for borrowed funds used during constrt

Earnings available for fixed charges
Ratio of earnings to fixed charge:

Note:

Income taxes is comprised of the followit

Income tax expense relating to operating incommfregulated activitie
Income tax benefit relating to results from nontatgd activities

2005

HECO Exhibit 1.

2004 2003 2002

2001

$ 49,40¢
1,311
1,461

$ 49,58t $ 44,34. $ 44,23
90¢ 82( 663
1,45¢ 1,43( 1,43¢
— 7,67¢ 7,67¢

$ 47,05¢
72€
1,43:
7,67¢

$ 52,18(

$ 73,88:
52,18(
44,62:
(2,020

$ 51,95¢ $ 54,26t $ 54,00¢

$ 82,257 $ 79,99: $ 91,28t
51,95¢  54,26¢ 54,00
49,47¢ 49,82  56,65¢
(2,547 (1,919 (1,85

$ 56,89:

$ 89,38(
56,89:
55,41¢
(2,25¢)

$168,66!

3.2¢8

$181,15( $182,16° $200,09:

3.4¢ 3.3¢ 3.71

$199,43(

3.51

$ 45,02¢
(40¢)

$ 50,05¢ $ 50,17 $ 56,72¢
(580) (351) (71)

$ 55,43«
(18)

$ 44,62

$ 49,47¢ $ 49,82¢ $ 56,65¢

$ 55,41¢




HECO Exhibit 2:

Hawaiian Electric Company, Inc.
SUBSIDIARIES OF THE REGISTRANT

The following is a list of all subsidiaries of thegistrant as of March 6, 2006. The state/pladaafrporation or organization is noted in
parentheses.

Maui Electric Company, Limited (Hawaii)
Hawaii Electric Light Company, Inc. (Hawaii)
HECO Capital Trust lll (a statutory trust) (Delawafunconsolidated)

Renewable Hawaii, Inc. (Hawaii)



HECO Exhibit 23..
[KPMG LLP letterhead]

Consent of Independent Registered Public Accourinm

The Board of Directors
Hawaiian Electric Company, Inc.:

We consent to incorporation by reference in Regfistn Statement Nos. 333-111073, 333-111073-01;133873-02 and 333-111073-03 on
Form S3 of Hawaiian Electric Company, Inc., Hawaii Eléctright Company, Inc., Maui Electric Company, Lietd, and HECO Capital Tru
I, respectively, and in Registration StatemensN833-131206, 333-131206-01 and 333-131206-02oom I5-3 of Hawaiian Electric
Company, Inc., Hawaii Electric Light Company, land Maui Electric Company, Limited, respectivelfypar reports dated March 6, 2006,
relating to the consolidated balance sheets ansiotidated statements of capitalization of Hawaliectric Company, Inc. and subsidiaries as
of December 31, 2005 and 2004, and the relatedtidated statements of income, retained earnings cash flows for each of the years in
three-year period ended December 31, 2005, managasnassessment of the effectiveness of internatrobover financial reporting as of
December 31, 2005 and the effectiveness of intexwratrol over financial reporting as of December 3105, which reports are incorporated by
reference in the 2005 annual report on Form 10-Kafaiian Electric Industries, Inc. We also congerihcorporation by reference of our
report dated March 6, 2006 relating to the finalstatement schedule of Hawaiian Electric Comp#my, in the 2005 annual report on Form
10-K of Hawaiian Electric Industries, Inc., whiakport is included in the said Form 10-K.

Our reports refer to a change in the method of awitog for the consolidation of variable interestiges in 2004.

/sl KPMG LLP
Honolulu, Hawaii
March 7, 200¢



HECO Exhibit 31..

Certification Pursuant to Section 13a-14 of the Sexities Exchange Act of 1934 of T. Michael May (HE©® Chief Executive Officer)
I, T. Michael May, certify that

1. | have reviewed this report on Form 10-K for ylear ended December 31, 2005 of Hawaiian Ele€woimpany, Inc. (“registrant”);

2. Based on my knowledge, this report does notaiorny untrue statement of a material fact or améitate a material fact necessary to make
the statements made, in light of the circumstanoeer which such statements were made, not misigadth respect to the period covered by
this report;

3. Based on my knowledge, the financial statememtd,other financial information included in théport, fairly present in all material respects
the financial condition, results of operations aadh flows of the registrant as of, and for, thegas presented in this report;

4. The registrant’s other certifying officer(s) anare responsible for establishing and maintaimlisglosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))%(nd internal control over financial reportirag @efined in Exchange Act Rules 13a-15
() and 15d-15(f)) for the registrant and have:

(@) Designed such disclosure controls and procsgorecaused such disclosure controls and procedaoitee designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made known to us
by others within those entities, particularly dgyithe period in which this report is being prepa

(b) Designed such internal control over financegdarting, or caused such internal control overrfaial reporting to be designed under
our supervision, to provide reasonable assurargadang the reliability of financial reporting atite preparation of financial
statements for external purposes in accordancegeitierally accepted accounting princip

(c) Evaluated the effectiveness of the regis’s disclosure controls and procedures and presantads report our conclusions abc
the effectiveness of the disclosure controls andgulures, as of the end of the period coveredibyéport based on such
evaluation; ant

(d) Disclosed in this report any change in the regid's internal control over financial reporting thatomed during the registre's
most recent fiscal quarter (the registrant’s fodiikbal quarter in the case of an annual repo#) tias materially affected, or is
reasonably likely to materially affect, the regast’ s internal control over financial reporting; e

5. The registrant’s other certifying officer(s) andave disclosed, based on our most recent evafuat internal control over financial
reporting, to the registrant’s auditors and theitacmnmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

(@) All significant deficiencies and material weaknessethe design or operation of internal contratiofinancial reporting which al
reasonably likely to adversely affect the regid’s ability to record, process, summarize and refpmhcial information; ant

(b) Any fraud, whether or not material, that involveamagement or other employees who have a significdain the registra’s
internal control over financial reportin

Date: March 7, 2006

s/ T. Michael May

T. Michael May
President and Chief Executive Offic



HECO Exhibit 31..

Certification Pursuant to Section 13a14 of the Securities Exchange Act of 1934 of Tayi®Y. Sekimura (HECO Chief Financial Officer)
I, Tayne S.Y. Sekimura, certify th:

1. | have reviewed this report on Form 10-K for ylear ended December 31, 2005 of Hawaiian Ele€woimpany, Inc. (“registrant”);

2. Based on my knowledge, this report does notaiorny untrue statement of a material fact or améitate a material fact necessary to make
the statements made, in light of the circumstanoeer which such statements were made, not misigadth respect to the period covered by
this report;

3. Based on my knowledge, the financial statememtd,other financial information included in théport, fairly present in all material respects
the financial condition, results of operations aadh flows of the registrant as of, and for, thegas presented in this report;

4. The registrant’s other certifying officer(s) anare responsible for establishing and maintaimlisglosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))%(nd internal control over financial reportirag @efined in Exchange Act Rules 13a-15
() and 15d-15(f)) for the registrant and have:

(@) Designed such disclosure controls and procsgorecaused such disclosure controls and procedaoitee designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made known to us
by others within those entities, particularly dgyithe period in which this report is being prepa

(b) Designed such internal control over financegdarting, or caused such internal control overrfaial reporting to be designed under
our supervision, to provide reasonable assurargadang the reliability of financial reporting atite preparation of financial
statements for external purposes in accordancegeitierally accepted accounting princip

(c) Evaluated the effectiveness of the regis’s disclosure controls and procedures and presantads report our conclusions abc
the effectiveness of the disclosure controls andgulures, as of the end of the period coveredibyéport based on such
evaluation; ant

(d) Disclosed in this report any change in the regid's internal control over financial reporting thatomed during the registre's
most recent fiscal quarter (the registrant’s fodiikbal quarter in the case of an annual repo#) tias materially affected, or is
reasonably likely to materially affect, the regast’ s internal control over financial reporting; e

5. The registrant’s other certifying officer(s) andave disclosed, based on our most recent evafuat internal control over financial
reporting, to the registrant’s auditors and theitacmnmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

(@) All significant deficiencies and material weaknessethe design or operation of internal contratiofinancial reporting which al
reasonably likely to adversely affect the regid’s ability to record, process, summarize and refpmhcial information; ant

(b) Any fraud, whether or not material, that involveamagement or other employees who have a significdain the registra’s
internal control over financial reportin

Date: March 7, 2006

/s/ Tayne S. Y. Sekimui

Tayne S. Y. Sekimur
Financial Vice Presider



HECO Exhibit 32..
Hawaiian Electric Company, Inc.

Written Statement of Chief Executive Officer Furnished Pursuant to
18 U.S.C. Section 1350,
as Adopted by
Section 906 of the Sarbanes-Oxley Act of 2002

In connection with the Annual Report of Hawaiiae&itic Company, Inc. (HECO) on Form 10-K for theayended December 31, 2005
as filed with the Securities and Exchange Commis@ioe HECO Report), I, T. Michael May, Chief Ex#éeea Officer of HECO, certify,
pursuant to 18 U.S.C. Section 1350, as adoptecebtidh 906 of the Sarbanes-Oxley Act of 2002, tolibst of my knowledge, that:

(1) The HECO Report fully complies with the requirenteot section 13(a) of the Securities Exchange Ad984; anc
(2) The HECO consolidated information containethe HECO Report fairly presents, in all materiapects, the financial condition as of
December 31, 2005 and results of operations foy¢lae ended December 31, 2005 of HECO and its dialis.

s/ T. Michael May

T. Michael May
President and Chief Executive Offic
Date: March 7, 200

A signed original of this written statement reqditey Section 906 has been provided to HawaiiantileCompany, Inc. and will be retained
by Hawaiian Electric Company, Inc. and furnishedh® Securities and Exchange Commission or it§ spafn request.



HECO Exhibit 32..
Hawaiian Electric Company, Inc.

Written Statement of Chief Financial Officer Furnished Pursuant to
18 U.S.C. Section 1350,
as Adopted by
Section 906 of the Sarbanes-Oxley Act of 2002

In connection with the Annual Report of Hawaiiae&itic Company, Inc. (HECO) on Form 10-K for theayended December 31, 2005
as filed with the Securities and Exchange Commisfiee HECO Report), I, Tayne S. Y. Sekimura, CRiefancial Officer of HECO, certify,
pursuant to 18 U.S.C. Section 1350, as adoptecebtidh 906 of the Sarbanes-Oxley Act of 2002, tolibst of my knowledge, that:

(1) The HECO Report fully complies with the requirenteot section 13(a) of the Securities Exchange Ad984; anc
(2) The HECO consolidated information containethe HECO Report fairly presents, in all materiapects, the financial condition as of
December 31, 2005 and results of operations foy¢lae ended December 31, 2005 of HECO and its dialis.

/sl Tayne S. Y. Sekimura

Tayne S. Y. Sekimur
Financial Vice Presidel
Date: March 7, 200

A signed original of this written statement reqditey Section 906 has been provided to HawaiiantileCompany, Inc. and will be retained
by Hawaiian Electric Company, Inc. and furnishedh® Securities and Exchange Commission or it§ spafn request.



Hawaiian Electric Company, Inc.
RECONCILIATION OF ELECTRIC UTILITY OPERATING
INCOME PER HEI AND HECO CONSOLIDATED
STATEMENTS OF INCOME

HECO Exhibit 99..

Years ended December 31 2005 2004 2003
(in thousands)
Operating income from regulated and nonregulattgiges before income taxes (per HEI Consolida
Statements of Incom $161,70: $173,90! $176,56!
Deduct:
Income taxes on regulated activit (45,029 (50,059 (50,179
Revenues from nonregulated activit (4,679 (3,796 (3,647
Add:
Expenses from nonregulated activit 1,542 1,244 2,09t
Operating income from regulated activities aftexoime taxes (per HECO Consolidated Statemer
Income) $113,64: $121,29: $124,83¢




