














Kamehameha Schools and Subsidiaries
Notes to Consolidated Financial Statements
June 30, 2009 and 2008

The weighted average and target asset allocation of the Organization’s pension plan assets is
as follows:

Pension Plan Assets at June 30

Targeted
Allocation Range
Asset category
2009
Equity securities 49.0 % 47.0%  25.0-65.0%
Alternative investments 24.0 % 17.0%  10.0-30.0%
Debt securities 22.0 % 250 % 15.0-40.0%
Inflation hedging assets 5.0 % 11.0 % 8.0 -25.0%
100.0 % 100.0 %
2008
Equity securities 48.0 % 47.0% 25.0-65.0%
Alternative investments 24.0 % 17.0%  10.0-30.0%
Debt securities 23.0 % 250% 15.0-40.0%
Inflation hedging assets 5.0 % 11.0 % 8.0 - 25.0%
100.0 % 100.0 %

The investment goals for defined benefit pension plan assets are to maximize returns subject to
specific risk management policies. The risk management policies permit investments in debt and
equity securities, real estate and other inflation hedging assets. Readily marketable securities
are utilized to pay benefit obligations as they become due.

The following benefit payments are expected to be paid from the respective plans as follows
(in thousands):

Pension Postretirement
Benefits Benefits
Year ending June 30
2010 $ 11,696 $ 1,096
2011 12,651 1,186
2012 13,298 1,251
2013 14,236 1,342
2014 15,088 1,427
2015-2019 90,026 8,613
$ 156,995 $ 14,915

The expected benefits are based on the same assumptions used to measure the benefit obligation
at June 30 and include estimated future employee service.

The Organization expects to contribute $10.6 million to their pension plan in 2010. The

Organization does not expect to make any contributions to their postretirement medical plan
in 2010.
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Kamehameha Schools and Subsidiaries
Notes to Consolidated Financial Statements
June 30, 2009 and 2008

The Organization has employee savings plans under Sections 403(b) and 401(k) of the IRC. The
plans cover substantially all the Organization’s employees after satisfying service requirements.
Participating employees may defer up to 50% (subject to certain limitations) of their pretax earnings
to the Section 401(k) plan.

The Organization makes matching contributions to the 401(k) plan up to a maximum 3%
of employee pretax earnings. Participants are immediately and fully vested in the Schools’
contribution. Contributions to the 401(k) plan for the years ended June 30, 2009 and 2008
amounted to approximately $2.9 million and $2.7 million, respectively.

8. Deferred Compensation Plan

On January 1, 1976, the Schools adopted a deferred compensation plan that allowed employees
and others who perform services for the Schools under contract to defer compensation earned.
Individual accounts are maintained for each participant and earnings are computed on the basis of
alternative investment programs available. The liability has been fully funded and investments are
included in investments in the consolidated balance sheets.

9. Commitments and Contingencies
Rental Income
The majority of land and buildings are generally leased under long-term lease arrangements. At
June 30, 2009, future rental income from these leases based on present effective minimum rentals
is summarized as follows (in thousands):

Year ending June 30,

2010 $ 126,744
2011 118,678
2012 110,628
2013 100,212
2014 86,776
Thereafter 1,048,012

$ 1,591,050

Percentage rental income, based on stipulated percentages of gross lessees’ sales, amounted
to approximately $10.5 million and $12.5 million for the years ended June 30, 2009 and 2008,
respectively.

Capital Commitments
At June 30, 2009 and 2008, the Schools were committed under agreements with certain
partnerships and corporations to invest an additional $523 million and $618 million, respectively.

At June 30, 2009 and 2008, open construction, renovation, major repair and other contracts
amounted to $58 million and $37 million, respectively.

Litigation

There are various claims and complaints against the Organization that are incidental to its
operations. Management, after consideration with in-house legal counsel, is of the opinion that
the ultimate resolution of these matters will not have a material adverse effect on the consolidated
financial statements.
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Kamehameha Schools and Subsidiaries
Notes to Consolidated Financial Statements
June 30, 2009 and 2008

Trustee Matters

From July 2008 through February 2009, the Trustees received an annual retainer of $30,000,
payable monthly, and received a meeting fee of $1,500 per meeting, except for the chairperson,
who received $2,000 per meeting. Effective March 2009, the Trustees elected to take a 10%
decrease in compensation, thereby receiving an annual retainer of $27,000, payable monthly, and
receiving a meeting fee of $1,350 per meeting, except for the chairperson, who will receive $1,800
per meeting. On January 23, 2004, the Court approved increasing the maximum number of
meetings from 45 to 90 during a 12-month period. The Trustees elected to waive compensation
for meetings in excess of 45 during the calendar years 2004 through 2009. For the years ended
June 30, 2009 and 2008, total Trustee compensation amounted to $522,150 and $514,500,
respectively.
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Kamehameha Schools and Subsidiaries

Schedules of Trust Spending

Years Ended June 30, 2009, 2008, 2007, 2006 and 2005

(All dollars In thousands) Schedule 1
2009 2008 2007 2006 2005
Trust spending, net
Campus-based programs
Kapalama $ 77951  § 76,788 $ 74124  $ 75,342 $ 74,931
Hawaii 27,271 25,814 25,805 24,509 22,400
Maui 25,744 26,798 24,636 24,253 20,286
Outreach programs
Community Education
(includes funding for Ho'okako‘o,
a not-for-profit organization, of
$2,771, $2,858, $1,850, $2,517 and $790
for the years ended June 30, 2009,
2008, 2007, 2006 and 2005, respectively) 72,709 59,546 59,112 42,674 36,793
Scholarships 24,369 22,197 17,899 14,662 15,650
Educational support services 10,299 9,210 10,495 8,372 5,821
Ke Ali‘i Pauahi Foundation 9) 244 451 559 378
Other program expenditures 7,154 6,422 8,999 8,654 9,845
Base spending 245,488 227,019 221,521 199,025 186,104
Less: Tuition, fees and other
educational income, net (11,332) (12,076) (13,614) (12,978) (10,313)
Base distributions 234,156 214,943 207,907 186,047 175,791
Information technology investment plan 7,068 12,276 4,002 - -
Maijor repairs 2,634 7,878 10,427 4,341 5,738
Capital projects 16,050 26,102 20,689 18,060 36,995
Interest on debt 7,369 7,669 7,734 7,335 7,734
Debt financing of capital projects 8,286 4,286 952 - -
In-kind transactions 2,298 251 1,500 - -
Total trust spending before
reserve activity 277,861 273,405 253,211 215,783 226,258
Reserve activity — operating, net (20,000) - (3,000) 5,000 (3,800)
Total trust spending $ 257,861 $ 273,405 $ 250,211 $ 220,783 $ 222,458
Average fair value of Endowment $ 7,512,346 $ 6,690,039 $ 6,136,107 $ 5,803,821 $ 5,614,498
Trust spending rate before
reserve activity 3.7% 4.1% 41% 3.7% 4.0%
Trust spending rate 3.4% 41% 4.1% 3.8% 4.0%

See accompanying Report of Independent Auditors and notes to schedules of trust spending.
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Kamehameha Schools and Subsidiaries
Notes to Schedules of Trust Spending
Years Ended June 30, 2009, 2008, 2007, 2006 and 2005

1. Background and Purpose

The Schools’ spending policy governs annual trust spending from their Endowment to support its
educational purpose. The spending policy targets annual trust spending at 4% of the average fair
value of the Endowment plus the net income, if any, generated from the Schools’ agriculture and
conservation lands. The spending policy also provides for actual trust spending to vary annually
at a range of 2.5% t0 6.0%.

For the year ended June 30, 2009, the schedule was prepared on a modified accrual basis of
accounting and presented total distributions made from the Endowment to fund educational
programs (trust spending) by major program and activity. It also presented trust spending rates for
five fiscal years through June 30, 2009. Prior to fiscal year 2009, the schedule was prepared on a
cash basis.

2. Trust Spending and Trust Spending Rate

Trust spending represents the amounts spent during the fiscal year on educational programs by
major program and activity. The campus-based and outreach program costs represent direct and
indirect costs of providing these programs. The Educational Support Services programs represent
the costs of administering scholarships, financial aid, admissions, ancestry verification and other
supporting functions for educational programs. Ke Ali‘i Pauahi Foundation expenditures represent
the direct and indirect costs of providing scholarship and financial aid programs, net of realized
gains and losses and investment income. Other program expenditures represent the direct and
indirect costs related to certain educational services that benefit the various campus-based and
outreach programs. Indirect costs, which represents the portion of the finance, operations, and
legal services cost that support the Schools’ educational programs and purpose are allocated to
education based on various methods depending on the type of cost including headcount, square
footage, and proportion in relation to the other estimates based on management’s best judgment.
Information technology investment plan includes information technology projects that are directly
attributable to education as well as an allocation of information technology projects that are
attributable to the entire organization. Major repairs, capital projects, interest on debt, net
borrowing of debt and repayment of principal, and in-kind transactions are directly attributable to
education. Reserve activity represents the funding of an operating reserve, as approved by the
Court, to ensure assets are readily available for unanticipated educational program expenses or
the use of the operating reserve to fund educational program expenses. Reserve activity may
also include returning funds to the Endowment if there are sufficient operating reserves.

For the purposes of this schedule, trust spending on educational programs includes major repairs
and capital projects, an allocation of indirect costs, borrowing of debt, repayment of principal and
the reserve activity. These items are not included in educational program expenses on the
consolidated statements of activities. The trust spending rates are determined by dividing the total
trust spending before reserve activity and the total trust spending by the average fair value of the
Endowment.

3. Endowment and Average Fair Value of the Endowment

The Endowment consists of all consolidated investment assets of the Schools except agriculture
and conservation lands and reserve funds as defined in the Schools’ investment policy. The
average fair value of the Endowment is based on the average of the prior 20-quarter-end fair
values. Accordingly, the trust spending rates for the years ended June 30, 2009, 2008, 2007, 2006
and 2005 are based on the estimated average fair values over the last five fiscal years utilizing the
respective quarter-end values. For information on fair values, see note 2 in the Notes to Schedules
of Total Return.
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Kamehameha Schools and Subsidiaries
Schedules of Total Return

June 30, 2009 Schedule 2
Fair Value
at June 30, One-Year Three-Year Five-Year Ten-Year
2009 Total Total Total Total
(In Thousands) Return % Return % Return % Return %

Hawaii real estate $ 2,344,033 -19.0 9.5 141 9.8
CPI+5% 3.6 71 7.6 7.6
U.S. equity 604,598 -24.3 -7.2 -1.0 26
Russell 3000 -26.6 -8.3 -1.8 -1.5
Non-U.S. equity 682,414 -31.3 -7.2 22 4.3
MSCI EAFE net -31.4 -8.0 23 1.2
Emerging markets 317,035 -27.7 3.2 15.1 N/A
Emerging Markets Composite -28.1 2.6 13.3 N/A
U.S. Fixed Income 525,671 7.4 7.9 6.2 6.7
U.S. Fixed Income Composite 7.3 8.1 6.0 6.5
Global Fixed Income 211,871 -53 N/A N/A N/A
Citigroup World Government 4.0 N/A N/A N/A
Cash equivalents 307,407 0.5 35 33 3.4
Three-month U.S. Treasury Bill 1.0 3.2 3.2 3.2
Venture and private equity 472,286 -22.3 09 7.7 3.3
Venture and Private Equity Long-Term Objective 7.3 10.8 11.4 121
Absolute return ) 987,463 -18.6 -1.2 2.1 N/A
CPI1+5% 3.6 71 7.6 N/A
Energy and other 673,941 -18.8 4.8 14.7 30.2
CP1+5% 3.6 71 7.6 7.6
Real estate (Mainland) 59,787 -39.9 -11.5 11.3 11.6
CPI +5% 3.6 7.1 7.6 7.6
Total endowment $ 7,186,506 -20.9 1.3 6.5 7.2

Endowment Fund Composite Benchmark -25.2 -5.4 0.6 2.7
Cambridge Associates Large -19.8 -0.8 48 5.9

Endowment Fund Median

CPI+5% 3.6 71 7.6 7.6

See accompanying Report of Independent Auditors and notes to schedules of total return.

26

|



Kamehameha Schools and Subsidiaries
Notes to Schedules of Total Return
June 30, 2009

1. Background and Purpose

The Schools’ investment policy establishes long-term and intermediate-term investment objectives,
asset allocation targets, and performance measurement guidelines for the Endowment. The
overall long-term investment objective of the Endowment is to earn an average annual real return
of 5% net of all investment related expenses.

The purpose of this schedule is to report the Schools’ total return results for the Endowment
(by asset class) as compared to long-term benchmark indices approved in the investment policy.
The Schools’ Endowment asset classes include:

Hawaii Real Estate

The Hawaii real estate assets can be divided into traditional land holdings, improved commercial
properties, real estate held for development and sale, and purchase money mortgages. The
traditional land holdings are typically leased to third parties under long-term ground leases while
the improved commercial properties are actively managed by various third-party managers to
generate space rents. Improved commercial properties are comprised of shopping centers,
office buildings, and warehouse facilities.

U.S. Equity
U.S. equity is comprised of marketable equity securities and derivative instruments of U.S.
companies.

Non-U.S. Equity
Non-U.S. equity is comprised of marketable equity securities and derivative instruments of
companies in developed markets.

Emerging Markets
Emerging markets is comprised of marketable equity securities and derivative instruments of
companies in emerging markets.

U.S. Fixed Income

Fixed income is comprised of investments in debt securities issued by a corporation, government,
or government agency. This asset class also includes, to a lesser degree, money market
instruments, which include U.S. Treasury bills, bank certificates of deposit, repurchase
agreements, commercial paper, bankers’ acceptances and derivative instruments. As of June 30,
2009, fixed income is comprised of investments in debt securities issued primarily by governments
and money market funds.

Global Fixed Income

Fixed income is comprised of investments in debt securities issued by a corporation, government,
or government agency. This asset class also includes, to a lesser degree, money market
instruments, which include U.S. Treasury bills, bank certificates of deposit, repurchase
agreements, commercial paper, bankers’ acceptances and derivative instruments.

Cash Equivalents

Cash equivalents are comprised of short-term investments in debt securities issued by
a corporation, government or government agency, and money market instruments.
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Kamehameha Schools and Subsidiaries
Notes to Schedules of Total Return
June 30, 2009

Venture and Private Equity

Venture and private equity investments are high risk, high potential return investments in illiquid
privately placed equity or equity-related securities of nonpublic companies, companies or parts of
companies that are being taken private, or public entities. The Schools’ private equity and venture
capital portfolio currently consists of limited partnership interests in pooled funds.

Absolute Return

Absolute return investments have the general objective of producing positive returns independent
of the performance of the broad equity and fixed income markets though the underlying
instruments are primarily equity and fixed income securities and derivatives. Absolute return
investments include event-driven, relative value, market neutral, and equity long-short strategies.
This asset class includes hedge funds and funds of funds.

Energy and Other

Energy and other investments are intended to serve as the inflation hedge component of the
portfolio. This asset class includes marketable and illiquid exposures to energy assets, inflation-
indexed bonds, commodities, mining, timber, and real estate. Forms of investments include
separate accounts, hedge funds, mutual funds, and limited partnership interests in pooled funds.

Real Estate (Mainland)
Mainland real estate assets consist of pooled and direct investments in residential, office, retalil,
timberland and a variety of other property types.

2, Fair Values
The following methods and assumptions were used to estimate the fair value of each asset class:

Hawaii Real Estate

The fair value of residential real property interests (single-family and multifamily) is estimated
by internal appraisals using a discounted cash flow method for leased properties and a sales
comparison approach for unleased properties. An independent agreed upon procedures review
of the residential appraisal methodology and input assumptions is obtained each year.

The fee simple land values used as inputs within the discounted cash flow model for leased
properties are based on estimates by external appraisers and are updated internally for current
market conditions since the last external appraisals were performed. Tax-assessed land values
are applied as inputs within the discounted cash flow analysis for residential properties that are
not included within the leased-fee sales program.

Commercial properties are divided into two primary categories — leased and unleased. In general,
commercial properties are internally-appraised using a discounted cash flow model. An
independent agreed upon procedures review of the appraisal methodology and input assumptions
is obtained each year. Prior to June 2009, commercial properties were externally appraised every
three years. Since June 2009, commercial properties are valued using a combination of quarterly
internal valuations, and annual external valuation reviews.

The fair value of leased properties is typically estimated by using an income approach, while the
value of unleased properties is typically estimated using a sales comparison approach. Prior to
June 30, 2003, the fair value of internally-appraised leased properties was estimated by
discounting future net cash flows at an appropriate discount rate over a ten-year period while
the current tax-assessed value was used to approximate the fair value of unleased commercial
properties.
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Kamehameha Schools and Subsidiaries
Notes to Schedules of Total Return
June 30, 2009

The fair value of purchase money mortgages is estimated by discounting the expected future
net cash flows at a discount rate commensurate with the risk associated with the respective
receivables.

The fair value of all real property interests is reduced by the fair value of any associated debt.

U.S. Equity, Non-U.S. Equity, and Emerging Markets
The market value of marketable equity securities and derivatives are based on quoted market
prices.

U.S. Fixed Income, Global Fixed Income and Cash Equivalents
The market values of marketable debt securities, cash equivalents and derivatives are primarily
based on quoted market prices.

Venture and Private Equity

Different techniques and many factors were considered in deriving the fair value of these
investments. Several investments have been valued based on the underlying asset value and are
based on a number of different factors including, among others, original cost, third-party financing
transactions, discounted cash flows and comparable industry multiples.

Absolute Return
Different techniques and many factors were considered in deriving the fair value of these
investments. These investments have been valued based on the underlying asset value.

Energy and Other

Different techniques have been utilized and factors considered in deriving the fair value of these
investments. Marketable instruments are based on quoted market prices. Hedge funds, direct
investments, and limited partnership interests have been valued based on underlying asset values.
For certain assets, the fair value was deemed to approximate the carrying value.

Real Estate (Mainland)
Different techniques were considered in deriving the fair value including net operating income
divided by a capitalization rate, estimated cash flows discounted at a rate commensurate with risks
involved, market comparables, independent appraisals, carrying value of a direct financing lease,
and carrying value of operating assets reduced by liabilities.
The fair value is reduced by the carrying value of any debt associated with such properties.

3. Total Return

Total return is calculated using the time weighted rate of return methodology. Total returns for
periods greater than one year are annualized.

“N/A” indicates that an asset class was not active for the respective time period.
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Kamehameha Schools and Subsidiaries
Notes to Schedules of Total Return
June 30, 2009

4, Benchmark Indices

The benchmark indices are set forth in the Schools’ investment policy. Amendments to the
benchmark indices are incorporated when effective and include revised benchmarks, asset class
target weights, and blended benchmark allocation methodologies. Blended portfolio benchmarks
are generally weighted based upon the asset class targets set forth in the Schools’ approved
investment but may be based upon actual weights. The following composites are comprised of the
respective benchmarks:

e Emerging Markets Composite
MSCI Emerging Markets Free Index from July 1999 to December 2006; MSCI Emerging
markets net from January 2007.

e U.S. Fixed Income Composite
Lehman Aggregate Index from July 1999 to December 2006; U.S. Treasury 6.5 Duration
Bond Index from January 2007.

e Venture and Private Equity Long-Term Objective
CPI + 10% from July 1999 to June 2004; CPI + 8.75% from July 2004.

30






