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required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. Yes ý No o

Indicate by check mark whether the registrant has submitted electronically every Interactive Data File required to be
submitted pursuant to Rule 405 of Regulation S-T (§232.405 of this chapter) during the preceding 12 months (or for
such shorter period that the Registrant was required to submit such files).  Yes ý No o

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K (§229.405 of this
chapter) is not contained herein, and will not be contained, to the best of Registrant’s knowledge, in definitive proxy or
information statements incorporated by reference in Part III of this Form 10-K or any amendment to this Form 10-K. o

Indicate by check mark whether the Registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
a smaller reporting company, or an emerging growth company. See definitions of "large accelerated filer,"
"accelerated filer," "smaller reporting company" and "emerging growth company" in Rule 12b-2 of the Exchange Act.

Large Accelerated Filer x Accelerated Filer o
Non-Accelerated Filer o Smaller Reporting Company o

Emerging Growth Company o

If an emerging growth company, indicate by check mark if the registrant has elected not to use the extended transition
period for complying with any new or revised financial accounting standards provided pursuant to Section 7(a)(2)(B)
of the Securities Act . o

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).Yes
o No ý

As of June 30, 2018, the aggregate market value of the common stock held by non-affiliates of the registrant was
approximately $813,410,000. As of January 31, 2019, the number of shares of common stock of the registrant
outstanding was 28,857,215 shares.

DOCUMENTS INCORPORATED BY REFERENCE

Portions of the registrant’s proxy statement for the 2019 annual meeting of shareholders are incorporated by reference
into Part III of this annual report on Form 10-K to the extent stated herein. The proxy statement will be filed within
120 days after the end of the fiscal year covered by this annual report on Form 10-K.
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PART I

Forward-Looking Statements and Factors that Could Affect Future Results

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

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

•increase in inventory or adverse conditions in the real estate market and deterioration in the construction industry;

•adverse changes in the financial performance and/or condition of our borrowers and, as a result, increased loan
delinquency rates, deterioration in asset quality and losses in our loan portfolio;

•

the impact of local, national, and international economies and events (including natural disasters such as wildfires,
hurricanes, volcanic eruptions, tsunamis, storms and earthquakes) on the Company’s business and operations and on
tourism, the military and other major industries operating within the Hawaii market and any other markets in which
the Company does business;

•
deterioration or malaise in domestic economic conditions, including any destabilization in the financial industry and
deterioration of the real estate market, as well as the impact of declining levels of consumer and business confidence
in the state of the economy in general and in financial institutions in particular;

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

•

the impact of the Dodd-Frank Wall Street Reform and Consumer Protection Act (the "Dodd-Frank Act"), changes in
capital standards, other regulatory reform, including but not limited to regulations promulgated by the Consumer
Financial Protection Bureau (the "CFPB"), government-sponsored enterprise reform, and any related rules and
regulations which affect our business operations and competitiveness;

•
the costs and effects of legal and regulatory developments, including legal proceedings or regulatory or other
governmental inquiries and proceedings and the resolution thereof, and the results of regulatory examinations or
reviews;
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•the effects of and changes in trade, monetary and fiscal policies and laws, including the interest rate policies of the
Board of Governors of the Federal Reserve System (the "FRB" of the "Federal Reserve");

•inflation, interest rate, securities market and monetary fluctuations, including the anticipated replacement of the
London Interbank Offered Rate ("LIBOR") Index and the impact on our loans and debt which are tied to that index;

•negative trends in our market capitalization and adverse changes in the price of the Company’s common shares;

•political instability;

•acts of war or terrorism;

2
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•changes in consumer spending, borrowings and savings habits;

•failure to maintain effective internal control over financial reporting or disclosure controls and procedures;

•technological changes and developments;

•changes in the competitive environment among financial holding companies and other financial service providers;

•
the effect of changes in accounting policies and practices, as may be adopted by the regulatory agencies, as well as the
Public Company Accounting Oversight Board, the Financial Accounting Standards Board ("FASB") and other
accounting standard setters and the cost and resources required to implement such changes;

•our ability to attract and retain skilled employees;

•changes in our organization, compensation and benefit plans; and

•our success at managing any of the risks involved in the foregoing items.

For information with respect to factors that could cause actual results to differ from the expectations stated in the
forward-looking statements, see also "Risk Factors" under Part I, Item 1A of this report. We urge investors to consider
all of these factors carefully in evaluating the forward-looking statements contained in this Form 10-K.
Forward-looking statements speak only as of the date on which such statements are made. We undertake no obligation
to update any forward-looking statements to reflect events or circumstances after the date on which such statement is
made, or to reflect the occurrence of unanticipated events except as required by law.

ITEM 1.    BUSINESS

General

Central Pacific Financial Corp., a Hawaii corporation and bank holding company registered under the Bank Holding
Company Act of 1956, as amended (the "BHC Act"), was organized on February 1, 1982. Our principal business is to
serve as a holding company for our bank subsidiary, Central Pacific Bank, which was incorporated in its present form
in the state of Hawaii on March 16, 1982 in connection with the holding company reorganization. Its predecessor
entity was incorporated in the state of Hawaii on January 15, 1954. As of December 31, 2018, we had total assets of
$5.81 billion, total loans of $4.08 billion, total deposits of $4.95 billion and shareholders' equity of $491.7 million.

When we refer to "the Company," "we," "us" or "our," we mean Central Pacific Financial Corp. and its subsidiaries on
a consolidated basis. When we refer to "Central Pacific Financial Corp.," "CPF" or to the holding company, we are
referring to the parent company on a standalone basis. We refer to Central Pacific Bank herein as "our bank" or "the
bank."

Through our bank and its subsidiaries, we offer full-service commercial banking with 35 bank branches and 78 ATMs
located throughout the state of Hawaii. Our administrative and main offices are located in Honolulu and we have 27
branches on the island of Oahu. We operate four branches on the island of Maui, two branches on the island of Hawaii
and two branches on the island of Kauai. Our bank's deposits are insured by the Federal Deposit Insurance
Corporation ("FDIC") up to applicable limits. The bank is not a member of the Federal Reserve System.
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Central Pacific Bank is a full-service commercial bank offering a broad range of banking products and services,
including accepting time and demand deposits and originating loans. Our loans include commercial loans,
construction loans, commercial and residential mortgage loans and consumer loans.

We derive our income primarily from interest and fees on loans, interest on investment securities and fees received in
connection with deposit and other services. Our major operating expenses are the interest paid by our bank on deposits
and borrowings, salaries and employee benefits and general operating expenses. Our bank relies substantially on a
foundation of locally generated deposits. For financial reporting purposes, we have the following three reportable
segments: (1) Banking Operations, (2) Treasury and (3) All Others. For further information about our reporting
segments, including information about the assets and operating results of each, see "Note 26 - Segment Information"
in the accompanying consolidated financial statements.

3
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Our operations, like those of other financial institutions that operate in our market, are significantly influenced by
economic conditions in Hawaii, including the strength of the real estate market and the tourism industry, as well as the
fiscal and regulatory policies of the federal and state government and the regulatory authorities that govern financial
institutions. See the "Supervision and Regulation" section below for other information about the regulation of our
holding company and bank.

Our Services

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

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

(1)

Residential Mortgage Lending.  Residential mortgage loans include fixed-rate and adjustable-rate loans primarily
secured by single-family, owner-occupied residences in Hawaii and home equity lines of credit and loans. We
typically require loan-to-value ratios of not more than 80%, although higher levels are permitted with
accompanying mortgage insurance. First mortgage loans secured by residential properties have an average loan
size of approximately $0.5 million and marketable collateral. Changes in interest rates, the economic recession and
other market factors have impacted, and future changes will likely continue to impact, the marketability and value
of collateral and the financial condition of our borrowers and thus the level of credit risk inherent in the portfolio.
A portion of our first residential mortgage loan originations are sold in the secondary market and a portion is put
into our loan portfolio.

(2)

Commercial, Financial and Agricultural Lending and Leasing.  Loans in this category consist primarily of term
loans and lines of credit to small and middle-market businesses and professionals in the state of Hawaii. The
borrower's business is typically regarded as the principal source of repayment, although our underwriting policies
and practices generally require additional sources of collateral, including real estate and other business assets, as
well as personal guarantees where possible to mitigate risk and help to reduce credit losses.

(3)

Commercial Mortgage Lending.  Loans in this category consist of loans secured by commercial real estate,
including but not limited to, structures and facilities to support activities designated as multi-family residential
properties, industrial, warehouse, general office, retail, health care and religious dwellings. Our underwriting
policies and practices generally requires net cash flow from the property to cover the debt service while
maintaining an appropriate amount of reserves and permits consideration of liquidation of the collateral as a
secondary source of repayment.

(4)Construction Lending.  Construction land development and other land loans encompasses the financing of
residential and commercial construction projects.

(5)Consumer Lending.  Loans in this category are generally either unsecured or secured by personal assets, such as
automobiles, and the average loan size is generally small.

Beyond the lending function described above, we also offer a full range of deposit products and services including
checking, savings and time deposits, cash management and electronic banking services, trust services and retail
brokerage services.

Our Market Area and Competition

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

7



Based on deposit market share among FDIC-insured financial institutions in Hawaii, Central Pacific Bank was the
fourth-largest depository institution in the state at December 31, 2018.

The banking and financial services industry in the state of Hawaii generally, and particularly in our target market
areas, is highly competitive. We compete for loans, deposits and customers with other commercial banks, savings
banks, securities and brokerage companies, fintech companies, mortgage companies, insurance companies, finance
companies, credit unions and other nonbank financial service providers, including mortgage providers and brokers,
operating via the internet and other technology platforms. Some of these competitors are much larger by total assets
and capitalization, and have greater access to capital markets.

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

4
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For further discussion of factors affecting our operations see, "Part II, Item 7. Management's Discussion and Analysis
of Financial Condition and Results of Operations."

Business Concentrations

No individual or single group of related accounts is considered material in relation to the assets or deposits of our
bank, or in relation to the overall business of the Company. However, approximately 74% of our loan portfolio at
December 31, 2018 consisted of real estate-related loans, including residential mortgage loans, home equity loans,
commercial mortgage loans and construction loans. See "Part II, Item 7. Management's Discussion and Analysis of
Financial Condition and Results of Operations—Financial Condition—Loan Portfolio."

Our business activities are focused primarily in Hawaii. Consequently, our results of operations and financial
condition are impacted by the general economic trends in Hawaii, particularly in the commercial and residential real
estate markets. During periods of economic strength, the real estate market and the real estate industry typically
perform well; during periods of economic weakness, they typically are adversely affected.

Our Subsidiaries

Central Pacific Bank is the wholly-owned principal subsidiary of Central Pacific Financial Corp. As of December 31,
2018, other wholly-owned subsidiaries include: CPB Capital Trust II; CPB Statutory Trust III; CPB Capital Trust IV;
and CPB Statutory Trust V. CPB Capital Trust II and CPB Statutory Trust III were terminated in January 2019.

As of December 31, 2018, Central Pacific Bank does not have any wholly-owned subsidiaries. Central Pacific Bank
owns 50% of Gentry HomeLoans, LLC, Haseko HomeLoans, LLC and Island Pacific HomeLoans, LLC. Pacific
Access Mortgage, LLC and One Hawaii HomeLoans, LLC were terminated in 2017, and final payment of taxes and
distributions to members were made in 2018.

Supervision and Regulation

General

The Company and the bank are subject to significant regulation and restrictions by federal and state laws and
regulatory agencies for the protection of depositors and the FDIC deposit insurance fund, borrowers, and the stability
of the U.S. banking system. The following discussion of statutes and regulations is a summary and does not purport to
be complete nor does it address all applicable statutes and regulations. This discussion is also qualified in its entirety
by reference to the statutes and regulations referred to in this discussion. We cannot predict whether or when new
legislative initiatives may be proposed or enacted or new regulations or guidance may be promulgated nor the effect
new laws, regulations and supervisory policies and practices may have on community banks generally or on our
financial condition and results of operations. Such developments could increase or decrease the cost of doing business,
limit or expand permissible activities or affect the competitive balance among banks, savings associations, credit
unions and other financial institutions. In addition, President Trump has announced generally that he intends to scale
back regulatory requirements on businesses. We also cannot predict whether or when regulatory requirements may be
reduced or eliminated and the overall affect such reduction or elimination may have on the Company and the bank.

Regulatory Agencies

Central Pacific Financial Corp. is a legal entity separate and distinct from its subsidiaries. As a bank holding company
for Central Pacific Bank, Central Pacific Financial Corp. is regulated under the BHC Act and is subject to inspection,
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examination and supervision by the FRB. It is also subject to Hawaii's Code of Financial Institutions and is subject to
inspection, examination and supervision by the Hawaii Division of Financial Institutions ("DFI".)

The Company is subject to the disclosure and regulatory requirements of the Securities Act of 1933, as amended, and
the Securities Exchange Act of 1934, as amended (the "Exchange Act"), as administered by the SEC. Our common
stock is listed on the New York Stock Exchange ("NYSE") under the trading symbol "CPF," and we are subject to the
rules of the NYSE for companies listed there. In addition to the powers of the bank regulatory agencies we are subject
to, the SEC and the NYSE have the ability to take enforcement actions against us.

5
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The Company is also subject to the accounting oversight and corporate governance requirements of the
Sarbanes-Oxley Act of 2002, including, among other things, required executive certification of financial presentations,
requirements for board audit committees and their members, and disclosure of controls and procedures and internal
control over financial reporting.

Central Pacific Bank, as a Hawaii state-chartered bank, is subject to primary supervision, periodic examination and
regulation by the DFI and FDIC and is also subject to certain regulations promulgated by the Consumer Financial
Protection Bureau ("CFPB"), Federal Trade Commission ("FTC"), and FRB. In periodic examinations, the DFI, FDIC,
and FRB assesses our financial condition, capital resources, asset quality, earnings prospects, management, liquidity,
market sensitivity and other aspects of our operations. These bodies also determine whether our management is
effectively managing the bank and the holding company and whether we are in compliance with all applicable laws or
regulations.

Legislative and Regulatory Developments

The federal banking agencies continue to implement the remaining requirements in the Dodd-Frank Act, as well as
promulgating other regulations and guidelines intended to assure the financial strength and safety and soundness of
banks and the stability of the U.S. banking system. Following on the implementation of new capital rules ("New
Capital Rules") and the so called Volcker Rule which restricts certain proprietary trading and investment activities, on
February 3, 2017 the President of the United States issued an executive order identifying certain “core principles” for the
administration’s financial services regulatory policy and directing the Secretary of the Treasury, in consultation with
the heads of other financial regulatory agencies, to evaluate how the current regulatory framework promotes or
inhibits the principles and what actions have been, and are being, taken to promote the principles. In response to the
executive order, on June 12, 2017, October 6, 2017 and October 26, 2017, respectively, the United States Department
of the Treasury issued the first three of four reports recommending a number of comprehensive changes in the current
regulatory system for U.S. depository institutions, the U.S. capital markets and the U.S. asset management and
insurance industries around the following principles.

Improving regulatory efficiency and effectiveness by critically evaluating mandates and regulatory fragmentation,
overlap, and duplication across regulatory agencies;

•Aligning the financial system to help support the U.S. economy;

•Reducing regulatory burden by decreasing unnecessary complexity;

•Tailoring the regulatory approach based on size and complexity of regulated firms and requiring greater regulatory
cooperation and coordination among financial regulators; and

•Aligning regulations to support market liquidity, investment, and lending in the U.S. economy.

The scope and breadth of regulatory changes that will be implemented in response to the President’s executive order
have not yet been determined.

On December 22, 2017, the U.S. government enacted comprehensive tax legislation H.R.1., commonly referred to as
the Tax Cuts and Jobs Act ("Tax Reform"), which among other items, reduced the corporate federal income tax rate
from 35% to 21% and changed or limited certain tax deductions effective January 1, 2018. In response to the
enactment of Tax Reform, in December 2017, the Company paid special, one-time bonuses to all employees with the
exception of executives on its managing committee. Secondly, the Company raised its minimum starting pay rate and
increased the pay rate above the minimum rate for certain positions twice during the year, effective January 1, 2018
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and December 1, 2018. Additionally, the Company increased its quarterly cash dividend payable in March 2018 and
June 2018 to $0.19 and $0.21 per common share, respectively, and reiterated its intent to maintain a dividend payout
ratio comparable to its peers. Finally, the Company plans to evaluate additional opportunities to utilize the savings
from the reduced corporate income tax rate.

Capital Adequacy Requirements

Bank holding companies and banks are subject to various regulatory capital requirements administered by state and
federal banking agencies. The New Capital Rules became fully effective on January 1, 2015, but many elements are
being phased in over multiple future years. The risk-based capital guidelines for bank holding companies and banks
require capital ratios that vary based on the perceived degree of risk associated with a banking organization's
operations for both transactions reported on the balance sheet as assets, such as loans, and those recorded as
off-balance sheet items, such as commitments, letters of credit and recourse arrangements. The risk-based capital ratio
is determined by classifying assets and certain off-balance sheet financial instruments into weighted categories, with
higher levels of capital being required for those categories perceived as

6

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

12



representing greater risks and dividing its qualifying capital by its total risk-adjusted assets and off-balance sheet
items. Bank holding companies and banks engaged in significant trading activity may also be subject to the market
risk capital guidelines and be required to incorporate additional market and interest rate risk components into their
risk-based capital standards. To the extent that the new rules are not fully phased in, the prior capital rules continue to
apply.

The New Capital Rules revised the previous risk-based and leverage capital requirements for banking organizations to
meet requirements of the Dodd—Frank Act and to implement the Basel III international agreements reached by the
Basel Committee. Although many of the rules contained in these final regulations are applicable only to large,
internationally active banks, some of them apply on a phased-in basis to all banking organizations, including the
Company and the bank. Management believes that, as of December 31, 2018, the Company and the bank would meet
all applicable capital requirements under the New Capital Rules on a fully phased-in basis if such requirements were
currently in effect. If the Company were to cross the $10 billion or more asset threshold, its compliance costs and
regulatory requirements, would increase.

Under the risk-based capital guidelines in place prior to the effectiveness of the New Capital Rules, there were three
fundamental capital ratios: a total risk-based capital ratio, a Tier 1 risk-based capital ratio and a Tier 1 leverage ratio.
To be deemed "well capitalized," a bank must have a total risk-based capital ratio, a Tier 1 risk-based capital ratio and
a Tier 1 leverage ratio of at least 10%, 6% and 5%, respectively.

The following are among the new capital rules that were phased-in beginning January 1, 2015:

•an increase in the minimum Tier 1 capital ratio from 4% to 6% of risk-weighted assets;

•a new category and a required 4.5% of risk-weighted assets ratio is established for common equity Tier 1 ("CET1") as
a subset of Tier 1 capital limited to common equity;

•a minimum non-risk-based leverage ratio is set at 4%;

•

changes in the permitted composition of Tier 1 capital to exclude trust preferred securities subject to certain
grandfathering exceptions for organizations like the Company which were under $15 billion in assets as of
December 31, 2009, mortgage servicing rights and certain deferred tax assets and include unrealized gains and losses
on available for sale debt and equity securities unless the organization opts out of including such unrealized gains and
losses, which the Company elected to do in 2015;

•
the risk-weights of certain assets for purposes of calculating the risk-based capital ratios are changed for high
volatility commercial real estate acquisition, development and construction loans, certain past due non-residential
mortgage loans and certain mortgage-backed and other securities exposures; and

•an additional "countercyclical capital buffer" is required for larger and more complex institutions.

•

an additional capital conservation buffer of 2.5% of risk weighted assets above the regulatory minimum capital ratios
established under the new final capital rule was phased in over four years beginning in 2016 at the rate of 0.625% of
risk-weighted assets (1.25% in 2017, 1.875% in 2018 and 2.5% in 2019) and must be met to avoid limitations on the
ability of the bank to pay dividends, repurchase shares or pay discretionary bonuses.

Including the capital conservation buffer of 2.5%, the new final capital rule results in the following minimum ratios to
be considered well capitalized: (i) a Tier 1 capital ratio of 8.5%, (ii) a common equity Tier 1 capital ratio of 7%, and
(iii) a total capital ratio of 10.5%. At December 31, 2018, the respective capital ratios of the Company and the bank
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exceeded the minimum percentage requirements to be deemed "well-capitalized" for regulatory purposes. - See the
"Capital Resources" section in Management's Discussion and Analysis of Financial Condition and Results of
Operations ("MD&A").

While the New Capital Rules set higher regulatory capital standards for the Company and the bank, bank regulators
may also continue their past policies of expecting banks to maintain additional capital beyond the new minimum
requirements which could adversely impact the Company's net income and return on equity, restrict the ability to pay
dividends or executive bonuses and require the raising of additional capital.

In September 2017, the federal bank regulators proposed to revise and simplify the capital treatment for certain
deferred tax assets, mortgage servicing assets, investments in non-consolidated financial entities and minority interests
for banking organizations, such as the Company and the bank, that are not subject to the advanced approaches
requirements. In November 2017, the federal banking regulators revised the Basel III Capital Rules to extend the
current transitional treatment of these

7
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items for non-advanced approaches banking organizations until the September 2017 proposal is finalized. The
September 2017 proposal would also change the capital treatment of certain commercial real estate loans under the
standardized approach, which we use to calculate our capital ratios.

In December 2017, the Basel Committee published standards that it described as the finalization of the Basel III
post-crisis regulatory reforms (the standards are commonly referred to as “Basel IV”). Among other things, these
standards revise the Basel Committee's standardized approach for credit risk (including by recalibrating risk weights
and introducing new capital requirements for certain “unconditionally cancellable commitments,” such as unused credit
card lines of credit) and provides a new standardized approach for operational risk capital. Under the Basel
framework, these standards will generally be effective on January 1, 2022, with an aggregate output floor phasing in
through January 1, 2027. Under the current U.S. capital rules, operational risk capital requirements and a capital floor
apply only to advanced approaches institutions, and not to the Company and the bank. The impact of Basel IV on us
will depend on the manner in which it is implemented by the federal bank regulators.

Prompt Corrective Action Provisions

The Federal Deposit Insurance Act requires the federal bank regulatory agencies to take "prompt corrective action"
with respect to a depository institution if that institution does not meet certain capital adequacy standards, including
requiring the prompt submission of an acceptable capital restoration plan. Depending on the bank's capital ratios, the
agencies' regulations define five categories in which an insured depository institution will be placed: well-capitalized,
adequately capitalized, undercapitalized, significantly undercapitalized, and critically undercapitalized. At each
successive lower capital category, an insured bank is subject to more restrictions, including restrictions on the bank's
activities, operational practices or the ability to pay dividends or executive bonuses. Based upon its capital levels, a
bank that is classified as well-capitalized, adequately capitalized, or undercapitalized may be treated as though it were
in the next lower capital category if the appropriate federal banking agency, after notice and opportunity for hearing,
determines that an unsafe or unsound condition, or an unsafe or unsound practice, warrants such treatment.

The prompt corrective action standards were also changed as the New Capital Rules ratios became effective. Under
the new standards, in order to be considered well-capitalized, the bank will be required to meet the new common
equity Tier 1 ratio of 6.5%, an increased Tier 1 ratio of 8% (increased from 6%), a total capital ratio of 10%
(unchanged) and a leverage ratio of 5% (unchanged).

The federal banking agencies also may require banks and bank holding companies subject to enforcement actions to
maintain capital ratios in excess of the minimum ratios otherwise required to be deemed well capitalized, in which
case institutions may no longer be deemed to be well capitalized and may therefore be subject to certain restrictions on
items such as brokered deposits.

Volcker Rule

In December 2013, the federal bank regulatory agencies adopted final rules that implement a part of the Dodd-Frank
Act commonly referred to as the "Volcker Rule." Under these rules and subject to certain exceptions, banking entities
are restricted from engaging in activities that are considered proprietary trading and from sponsoring or investing in
certain entities, including hedge or private equity funds that are considered "covered funds." These rules became
effective on April 1, 2014, although certain provisions are subject to delayed effectiveness under rules promulgated by
the FRB. The Company and the bank held no investment positions at December 31, 2018 which were subject to the
final rule. Therefore, while these new rules may require us to conduct certain internal analysis and reporting, they did
not require any material changes in our operations or business.

Bank Holding Company Regulation
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As contained in both federal and state banking laws and regulations, a wide range of requirements and restrictions
apply to bank holding companies and their subsidiaries which:

• require regular periodic reports and such additional reports of information as the Federal Reserve may
require;

•require bank holding companies to meet or exceed minimum capital requirements (see the "Capital Adequacy
Requirements" section above and the "Capital Resources" section in the MD&A);
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•

require that bank holding companies serve as a source of financial and managerial strength to subsidiary banks and
commit resources as necessary to support each subsidiary bank. The source-of-strength doctrine most directly affects
bank holding companies where a bank holding company's subsidiary bank fails to maintain adequate capital levels. In
such a situation, the subsidiary bank will be required by the bank's federal regulator to take "prompt corrective action"
(see the "Prompt Corrective Action Provisions" section above);

•limit dividends payable to shareholders and restrict the ability of bank holding companies to obtain dividends or other
distributions from their subsidiary banks;

•
require a bank holding company to terminate an activity or terminate control of or liquidate or divest certain
subsidiaries, affiliates or investments if the Federal Reserve believes the activity or the control of the subsidiary or
affiliate constitutes a significant risk to the financial safety, soundness or stability of any bank subsidiary;

•
require the prior approval for changes in senior executive officers or directors and prohibit golden parachute
payments, including change in control agreements, or new employment agreements with such payment terms, which
are contingent upon termination when a bank holding company is deemed to be in troubled condition;

•regulate provisions of certain bank holding company debt, including the authority to impose interest ceilings and
reserve requirements on such debt and require prior approval to purchase or redeem securities in certain situations;

•

require prior approval for the acquisition of 5% or more of the voting stock of a bank or bank holding company
by bank holding companies or other acquisitions and mergers with other banks or bank holding companies and
consider certain competitive, management, financial, and anti-money laundering compliance impact on the
U.S.; and

•
require prior notice and/or prior approval of the acquisition of control of a bank or a bank holding company by a
shareholder or individuals acting in concert with ownership or control of 10% of the voting stock being a presumption
of control.

Other Restrictions on the Company's Activities

Subject to prior notice or Federal Reserve approval, bank holding companies may generally engage in, or acquire
shares of companies engaged in, activities determined by the Federal Reserve to be so closely related to banking or
managing or controlling banks as to be a proper incident thereto. Bank holding companies that elect and retain
"financial holding company" status pursuant to the Gramm-Leach-Bliley Act of 1999 ("GLBA") may engage in these
nonbanking activities and broader securities, insurance, merchant banking and other activities that are determined to
be "financial in nature" or are incidental or complementary to activities that are financial in nature without prior
Federal Reserve approval. Pursuant to the GLBA and the Dodd-Frank Act, in order to elect and retain financial
holding company status, a bank holding company and all depository institution subsidiaries of that bank holding
company must be well capitalized and well managed, and, except in limited circumstances, depository subsidiaries
must be in satisfactory compliance with the Community Reinvestment Act ("CRA"), which requires banks to help
meet the credit needs of the communities in which they operate. Failure to sustain compliance with these requirements
or correct any non-compliance within a fixed time period could lead to the required divestiture of subsidiary banks or
the termination of all activities that do not conform to those permissible for a bank holding company. The Company
has not elected financial holding company status and neither the Company nor the bank has engaged in any activities
determined by the Federal Reserve to be financial in nature or incidental or complementary to activities that are
financial in nature.

Dividends
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It is the Federal Reserve's policy that bank holding companies should generally pay dividends on common stock only
out of income available over the past year, and only if prospective earnings retention is consistent with the
organization's expected future needs and financial condition. It is also the Federal Reserve's policy that bank holding
companies should not maintain dividend levels that undermine their ability to be a source of strength to their banking
subsidiaries. The Federal Reserve has also discouraged payment ratios that are at maximum allowable levels unless
both asset quality and capital are very strong. The Company is also subject to restrictions on dividends under
applicable Hawaii law.

The bank is a legal entity that is separate and distinct from its holding company. CPF is dependent on the performance
of the bank for funds which may be received as dividends from the bank for use in the operation of CPF and the
ability of CPF to pay dividends to shareholders. Subject to regulatory and statutory restrictions, including restrictions
under applicable Hawaii law,

9

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

18



future cash dividends by the bank will depend upon management's assessment of future capital requirements,
contractual restrictions and other factors.

Regulation of the Bank

As a Hawaii state-chartered bank whose deposits are insured by the FDIC, the bank is subject to regulation,
supervision, and regular examination by the DFI and by the FDIC as a state nonmember bank, as the bank's primary
Federal regulator. Specific federal and state laws and regulations which are applicable to banks regulate, among other
things, the scope of their business, their investments, their reserves against deposits, the timing of the availability of
deposited funds, their activities relating to dividends, investments, loans, the nature and amount of collateral for
certain loans, servicing and foreclosing on loans, transactions with affiliates, officers, directors and other insiders,
borrowings, capital requirements, certain check-clearing activities, branching, and mergers and acquisitions.

FDIC and DFI Enforcement Authority

The federal and Hawaii regulatory structure gives the bank regulatory agencies extensive discretion in connection with
their supervisory and enforcement activities and examination policies, including policies with respect to the
classification of assets and the establishment of adequate loan loss reserves for regulatory purposes. The regulatory
agencies have adopted guidelines to assist in identifying and addressing potential safety and soundness concerns
before an institution's capital becomes impaired. The guidelines establish operational and managerial standards
generally relating to: (1) internal controls, information systems, and internal audit systems; (2) loan documentation;
(3) credit underwriting; (4) interest-rate exposure; (5) asset growth and asset quality; and (6) compensation, fees, and
benefits. Further, the regulatory agencies have adopted safety and soundness guidelines for asset quality and for
evaluating and monitoring earnings to ensure that earnings are sufficient for the maintenance of adequate capital and
reserves. If, as a result of an examination, the DFI or the FDIC should determine that the financial condition, capital
resources, asset quality, earnings prospects, management, liquidity, market sensitivity, or other aspects of the bank's
operations are unsatisfactory or that the bank or its management is violating or has violated any law or regulation, the
DFI and the FDIC, and separately the FDIC as insurer of the bank's deposits, have residual authority to:

•require affirmative action to correct any conditions resulting from any violation or practice;

•direct an increase in capital and the maintenance of higher specific minimum capital ratios, which may preclude the
bank from being deemed well capitalized and restrict its ability to accept certain brokered deposits;

•restrict the bank's growth geographically, by products and services, or by mergers and acquisitions, including bidding
in FDIC receiverships for failed banks;

•
enter into or issue informal or formal enforcement actions, including required Board resolutions, memoranda
of understanding, written agreements and consent or cease and desist orders or prompt corrective action orders
to take corrective action and cease unsafe and unsound practices;

•require prior approval of senior executive officer or director changes; remove officers and directors and assess civil
monetary penalties; and

•terminate FDIC insurance, revoke the charter and/or take possession of and close and liquidate the bank or appoint the
FDIC as receiver, which for a Hawaii state-chartered bank would result in a revocation of its charter.

Deposit Insurance
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The FDIC is an independent federal agency that insures deposits through the Deposit Insurance Fund (the "DIF") up to
prescribed statutory limits of federally insured banks and savings institutions and safeguards the safety and soundness
of the banking and savings industries. The Dodd-Frank Act revised the FDIC's DIF management authority by setting
requirements for the Designated Reserve Ratio (the "DRR", calculated as the DIF balance divided by estimated
insured deposits) and redefining the assessment base which is used to calculate banks' quarterly assessments. The
amount of FDIC assessments paid by each DIF member institution is based on its asset size and its relative risk of
default as measured by regulatory capital ratios and other supervisory factors. We are generally unable to control the
amount of premiums that we are required to pay for FDIC insurance. On September 30, 2018, the DRR reached
1.36%. Because the reserve ratio has exceeded 1.35%, two deposit insurance assessment changes occurred under the
FDIC regulations: 1) Surcharges on large banks (total consolidated assets of $10 billion or more) ended; the last
surcharge on large banks was collected on December 28, 2018. and 2) Small banks (total
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consolidated assets of less than $10 billion) were awarded assessment credits for the portion of their assessments that
contributed to the growth in the reserve ratio from 1.15% to 1.35%, to be applied when the reserve ratio is at least
1.38%.

If there are additional bank or financial institution failures or if the FDIC otherwise determines, we may be required to
pay higher FDIC premiums. Any future increases in FDIC insurance premiums may have a material and adverse effect
on our earnings and could have a material adverse effect on the value of, or market for, our common stock.

Compensation

The Dodd-Frank Act requires the federal bank regulators and the SEC to establish joint regulations or guidelines
prohibiting incentive-based payment arrangements at specified regulated entities, including the Company and the
Bank, having at least $1 billion in total assets that encourage inappropriate risks by providing an executive officer,
employee, director or principal stockholder with excessive compensation, fees or benefits or that could lead to
material financial loss to the entity. In addition, these regulators must establish regulations or guidelines requiring
enhanced disclosure to regulators of incentive-based compensation arrangements. The agencies proposed such
regulations initially in April 2011 and in April 2016, the Federal Reserve and other federal financial agencies
re-proposed restrictions on incentive-based compensation. For institutions with at least $1 billion but less than $50
billion in total consolidated assets, such as the Company and the Bank, the proposal would impose principles-based
restrictions that are broadly consistent with existing interagency guidance on incentive-based compensation. Such
institutions would be prohibited from entering into incentive compensation arrangements that encourage inappropriate
risks by the institution (1) by providing an executive officer, employee, director, or principal shareholder with
excessive compensation, fees, or benefits, or (2) that could lead to material financial loss to the institution. The
proposal would also impose certain governance and recordkeeping requirements on institutions of the Company’s and
the Bank’s size. The regulatory organizations would reserve the authority to impose more stringent requirements on
institutions of the Company’s and the Bank’s size.

Cybersecurity

Federal regulators have issued multiple statements regarding cybersecurity stating that financial institutions need to
design multiple layers of security controls to establish lines of defense and to ensure that their risk management
processes also address the risk posed by compromised customer credentials, including security measures to reliably
authenticate customers accessing internet-based services of the financial institution. In addition, a financial institution’s
management is expected to maintain sufficient business continuity planning processes to ensure the rapid recovery,
resumption and maintenance of the institution’s operations after a cyber-attack involving destructive malware. A
financial institution is also expected to develop appropriate processes to enable recovery of data and business
operations and address rebuilding network capabilities and restoring data if the institution or its critical service
providers fall victim to this type of cyber-attack. If we fail to observe the regulatory guidance, we could be subject to
various regulatory sanctions, including financial penalties.

State regulators have also been increasingly active in implementing privacy and cybersecurity standards and
regulations. Recently, several states have adopted regulations requiring certain financial institutions to implement
cybersecurity programs and providing detailed requirements with respect to these programs, including data encryption
requirements. Many states have also recently implemented or modified their data breach notification and data privacy
requirements. We expect this trend of state-level activity in those areas to continue, and are continually monitoring
developments in the states in which our customers are located.

In the ordinary course of business, we rely on electronic communications and information systems to conduct our
operations and to store sensitive data. We employ an in-depth, layered, defensive approach that leverages people,
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processes and technology to manage and maintain cybersecurity controls. We employ a variety of preventative and
detective tools to monitor, block, and provide alerts regarding suspicious activity, as well as to report on any suspected
advanced persistent threats. Notwithstanding the strength of our defensive measures, the threat from cyber-attacks is
severe, attacks are sophisticated and increasing in volume, and attackers respond rapidly to changes in defensive
measures. While to date we have not detected a significant compromise, significant data loss or any material financial
losses related to cybersecurity attacks, our systems and those of our customers and third-party service providers are
under constant threat and it is possible that we could experience a significant event in the future. Risks and exposures
related to cybersecurity attacks are expected to remain high for the foreseeable future due to the rapidly evolving
nature and sophistication of these threats, as well as due to the expanding use of Internet banking, mobile banking and
other technology-based products and services by us and our customers. See Item 1A. Risk Factors for a further
discussion of risks related to cybersecurity.
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Office of Foreign Assets Control Regulation

The U.S. Treasury Department’s Office of Foreign Assets Control, or OFAC, administers and enforces economic and
trade sanctions against targeted foreign countries and regimes, under authority of various laws, including designated
foreign countries, nationals and others. OFAC publishes lists of specially designated targets and countries. We are
responsible for, among other things, blocking accounts of, and transactions with, such targets and countries,
prohibiting unlicensed trade and financial transactions with them and reporting blocked transactions after their
occurrence. Failure to comply with these sanctions could have serious financial, legal and reputational consequences,
including causing applicable bank regulatory authorities not to approve merger or acquisition transactions when
regulatory approval is required or to prohibit such transactions even if approval is not required. Regulatory authorities
have imposed cease and desist orders and civil money penalties against institutions found to be violating these
obligations.

Operations and Consumer Compliance Laws

The bank must comply with numerous federal and state anti-money laundering and consumer protection and privacy
statutes and implementing regulations, including the USA Patriot Act of 2001, GLBA, the Bank Secrecy Act, the
Foreign Account Tax
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