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PART I. FINANCIAL INFORMATION

ITEM 1. FINANCIAL STATEMENTS
 

ALEXANDER & BALDWIN, INC. AND SUBSIDIARIES
Condensed Consolidated Statements of Income

(In millions, except per-share amounts) (Unaudited)
 
  Three Months Ended  Nine Months Ended  
  September 30,  September 30,  
  2008  2007  2008  2007  

Revenue:              
Operating revenue  $ 458.6 $ 432.9 $ 1,501.2 $ 1,239.6 

              

Costs and Expenses:              

Costs of goods sold, services and rentals   386.0  350.5  1,248.0  996.6 
Selling, general and administrative   38.1  39.0  117.8  117.1 

Operating costs and expenses   424.1  389.5  1,365.8  1,113.7 
              

Operating Income   34.5  43.4  135.4  125.9 

Other Income and (Expense):              

Gain on insurance settlement   --  --  7.7  -- 

Equity in income of real estate affiliates   0.3  4.0  10.3  15.6 

Loss on investment   (0.9)  --  (0.9)  -- 

Interest income   0.2  1.0  0.9  2.7 
Interest expense   (5.8)  (4.8)  (17.5)  (13.2)

Income Before Taxes   28.3  43.6  135.9  131.0 
Income taxes   8.5  17.6  50.1  51.0 

Income From Continuing Operations   19.8  26.0  85.8  80.0 
Income From Discontinued Operations (net of income taxes)   17.0  23.1  22.7  25.8 
              
Net Income  $ 36.8 $ 49.1 $ 108.5 $ 105.8 
              

Basic Earnings Per Share:              

Continuing operations  $ 0.48 $ 0.61 $ 2.08 $ 1.88 
Discontinued operations   0.41  0.54  0.55  0.60 
Net income  $ 0.89 $ 1.15 $ 2.63 $ 2.48 

              

Diluted Earnings Per Share:              

Continuing operations  $ 0.48 $ 0.61 $ 2.06 $ 1.86 
Discontinued operations   0.41  0.53  0.55  0.60 
Net income  $ 0.89 $ 1.14 $ 2.61 $ 2.46 

              

Weighted Average Number of Basic Shares Outstanding   41.3  42.6  41.3  42.6 

Weighted Average Number of Diluted Shares Outstanding   41.5  43.0  41.6  43.0 
 
 
See Notes to Condensed Consolidated Financial Statements.
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ALEXANDER & BALDWIN, INC. AND SUBSIDIARIES
Condensed Consolidated Balance Sheets

(In millions) (Unaudited)
 

  September 30,  December 31,
  2008  2007

ASSETS         

Current Assets:         

Cash and cash equivalents  $ 10  $ 17 

Accounts and notes receivable, net   216   185 

Inventories   27   21 

Real estate held for sale   24   150 

Deferred income taxes   10   11 
Prepaid expenses and other assets   54 

 
 37 

Total current assets   341 
 

 421 
Investments   207 

 
 184 

Real Estate Developments   78 
 

 99 

Property, at cost   2,682   2,634 
Less accumulated depreciation and amortization   1,098 

 
 1,052 

Property – net   1,584 
 

 1,582 
Pension Assets   83 

 
 80 

Other Assets   189 
 

 113 
Total  $ 2,482 

 $ 2,479 

LIABILITIES AND SHAREHOLDERS’ EQUITY         

Current Liabilities:         

Notes payable and current portion of long-term debt  $ 50  $ 57 

Accounts payable   143   156 
Accrued and other   71 

 
 109 

Total current liabilities   264 
 

 322 

Long-term Liabilities:         

Long-term debt   476   452 

Deferred income taxes   474   468 

Employee benefit plans   51   50 
Uninsured claims and other   57 

 
 57 

Total long-term liabilities   1,058 
 

 1,027 

Commitments and Contingencies (Note 3)         

Shareholders’ Equity:         

Capital stock   34   34 

Additional capital   202   200 

Accumulated other comprehensive loss   (3)   (4)
Retained earnings   938   911 
Cost of treasury stock   (11)  

 (11)
Total shareholders' equity   1,160 

 
 1,130 

Total  $ 2,482 
 $ 2,479 

 
 
See Notes to Condensed Consolidated Financial Statements.
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ALEXANDER & BALDWIN, INC. AND SUBSIDIARIES
Condensed Consolidated Statements of Cash Flows

(In millions) (Unaudited)
 
 Nine Months Ended
 September 30,
 2008   2007  
        
Cash Flows from Operating Activities $ 202 

 $ 78 
        

Cash Flows from Investing Activities:        

Capital expenditures  (91)   (72)
Proceeds from disposal of property and other assets  17   8 

Proceeds from insurance settlement related to 2005 casualty loss  8   -- 

Deposits into Capital Construction Fund  (7)   (29)
Withdrawals from Capital Construction Fund  7   23 

Acquisition of business, net of cash acquired  (24)   -- 

Reductions in investments  5   1 
Increase in investments  (55)  

 (18)
Net cash used in investing activities  (140)  

 (87)
        

Cash Flows from Financing Activities:        

Proceeds from issuances of long-term debt  52   100 

Payments of long-term debt  (38)   (71)
Proceeds from short-term borrowings, net  3   4 

Proceeds from issuances of capital stock, including excess tax benefit  2   8 

Repurchase of capital stock  (50)   (12)
Dividends paid  (38)  

 (36)
Net cash used in financing activities  (69)  

 (7)
        
Net Decrease in Cash and Cash Equivalents $ (7)  $ (16)
        

Other Cash Flow Information:        

Interest paid, net of amounts capitalized $ (19)  $ (9)
Income taxes paid $ (59)  $ (39)

        

Other Non-cash Information:        

Depreciation expense $ 74  $ 69 

Tax-deferred property sales $ 82  $ 72 

Tax-deferred property purchases $ (23)  $ (12)
 
 
 
 
See Notes to Condensed Consolidated Financial Statements.
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Alexander & Baldwin, Inc.
Notes to Condensed Consolidated Financial Statements
(Unaudited)
 

Description of Business: Founded in 1870, Alexander & Baldwin, Inc. (“A&B” or the “Company”) is incorporated under the laws of the State
of Hawaii. A&B operates in five segments in three industries: Transportation, Real Estate and Agribusiness. These industries are described below:
 

Transportation: The Transportation Industry consists of Ocean Transportation and Logistics Services segments. The Ocean Transportation
segment, which is conducted through Matson Navigation Company, Inc. (“Matson”), a wholly-owned subsidiary of A&B, is an asset-based business that
derives its revenue primarily through the carriage of containerized freight between various U.S. Pacific Coast, Hawaii, Guam, China and other Pacific
island ports. Additionally, the Ocean Transportation segment has a 35 percent interest in an entity (SSA Terminals, LLC or “SSAT”) that provides
terminal and stevedoring services at U.S. Pacific Coast facilities. The Logistics Services segment is a non-asset based business that is a provider of
domestic and international rail intermodal service (“Intermodal”), long-haul and regional highway brokerage, specialized hauling, flat-bed and project
work, less-than-truckload, expedited/air freight services, and warehousing and distribution services (collectively “Highway”).
 

Real Estate: The Real Estate Industry consists of two segments, both of which have operations in Hawaii and on the U.S. mainland. The Real
Estate Sales segment generates its revenues through the development and sale of land, commercial and residential properties. The Real Estate Leasing
segment owns, operates, and manages retail, office, and industrial properties.
 

Agribusiness: Agribusiness, which contains one segment, produces bulk raw sugar, specialty food-grade sugars, and molasses; produces,
markets, and distributes roasted coffee and green coffee; provides general trucking services, mobile equipment maintenance and repair services, and self-
service storage in Hawaii; and generates and sells, to the extent not used in the Company’s operations, electricity.

 
(1) The Condensed Consolidated Financial Statements are unaudited. Because of the nature of the Company’s operations, the results for interim periods are

not necessarily indicative of results to be expected for the year. While these condensed consolidated financial statements reflect all normal recurring
adjustments that are, in the opinion of management, necessary for fair presentation of the results of the interim period, they do not include all of the
information and footnotes required by U.S. generally accepted accounting principles for complete financial statements. Therefore, the interim
Condensed Consolidated Financial Statements should be read in conjunction with the Consolidated Financial Statements and Notes thereto included in
the Company’s Annual Report filed on Form 10-K for the year ended December 31, 2007.

 
(2) In September 2006, the Financial Accounting Standards Board (“FASB”) issued Statement of Financial Accounting Standards (“SFAS”) No. 157, “Fair

Value Measurements” (“SFAS No. 157”), which defines fair value, establishes guidelines for measuring fair value and expands
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disclosures regarding fair value measurements. SFAS No. 157 does not require any new fair value measurements, but rather eliminates inconsistencies in
guidance found in various prior accounting pronouncements, and is effective for fiscal years beginning after November 15, 2007. In February 2008, the
FASB issued FASB Staff Position No. 157-2 which delays the effective date of SFAS No. 157 for all nonfinancial assets and nonfinancial liabilities,
except those that are recognized or disclosed at fair value in the financial statements on a recurring basis (at least annually), until fiscal years beginning
after November 15, 2008, and interim periods within those fiscal years. Effective January 1, 2008, the Company adopted SFAS No. 157 for financial
assets and liabilities recognized at fair value on a recurring basis. The partial adoption of SFAS No. 157 for financial assets and liabilities did not have a
material impact on the Company’s consolidated financial position, results of operations or cash flows. As of September 30, 2008, there were no material
financial assets or liabilities recognized or measured at fair value on a recurring basis.

 
In February 2007, the FASB issued SFAS No. 159, “The Fair Value Option for Financial Assets and Financial Liabilities, including an amendment of
FASB Statement No. 115” (“SFAS No. 159”). SFAS No. 159 permits entities to measure many financial instruments and certain other assets and
liabilities at fair value on an instrument-by-instrument basis. The objective is to improve financial reporting by providing companies with the
opportunity to mitigate volatility in reported earnings caused by measuring related assets and liabilities differently without having to apply complex
hedge accounting provisions. SFAS No. 159 is effective for fiscal years beginning after November 15, 2007. The adoption of SFAS No. 159 did not have
a material impact on the Company’s consolidated financial position, results of operations, or cash flows.

 
In December 2007, the FASB issued SFAS No. 141 (revised 2007), “Business Combinations” (“SFAS No. 141R”). SFAS No. 141R retains the
fundamental requirement in Statement 141 that the acquisition method of accounting be used for all business combinations and establishes the
acquisition date as the date that the acquirer achieves control. This Statement requires an acquirer to recognize the assets acquired, the liabilities
assumed, and any noncontrolling interest in the acquiree at the acquisition date, measured at their fair values as of that date, with limited exceptions
specified in the Statement. SFAS No. 141R also requires the acquirer to recognize contingent consideration at the acquisition date, measured at its fair
value at that date and also requires all acquisition costs be expensed as incurred. Adoption of SFAS No. 141R is required for combinations for which the
acquisition date occurs on or after the beginning of the first annual reporting period that begins on or after December 15, 2008. Early adoption and
retroactive application of SFAS No. 141R to fiscal years preceding the effective date are not permitted.

 
In April 2008, the FASB directed the FASB Staff to issue FASB Staff Position (“FSP”) No. FAS 142-3, “Determination of the Useful Life of Intangible
Assets” (“FSP 142-3”). FSP 142-3 amends the factors that should be considered in developing renewal or extension assumptions used for purposes of
determining the useful life of a recognized intangible asset under FASB Statement No. 142, “Goodwill and Other Intangible Assets” (“SFAS No. 142”).
FSP 142-3 is intended to improve the consistency between the useful life of a recognized intangible asset under SFAS No. 142 and the period of
expected cash flows used to measure the fair value of the asset under SFAS No. 141R and other U.S. generally accepted accounting principles. FSP 142-
3 is effective for fiscal years beginning after December 15, 2008. Earlier application is not
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permitted. The Company is currently evaluating the impact of FSP 142-3, but does not expect that the adoption of FSP 142-3 will have a material impact
on the Company’s consolidated financial position, results of operations, or cash flows.

 
In June 2008, the FASB issued FASB Staff Position EITF No. 03-6-1, “Determining Whether Instruments Granted in Share-Based Payment Transactions
Are Participating Securities” (“FSP EITF No. 03-6-1”). FSP EITF No. 03-6-1 addresses whether instruments granted in share-based payment
transactions are participating securities prior to vesting, and therefore, need to be included in the earnings allocation in calculating earnings per share
under the two-class method described in SFAS No. 128, “Earnings per Share.” FSP EITF No. 03-6-1 requires companies to treat unvested share-based
payment awards that have non-forfeitable rights to dividend or dividend equivalents as a separate class of securities in calculating earnings per share.
FSP EITF No. 03-6-1 is effective for fiscal years beginning after December 15, 2008; earlier application is not permitted. The Company is currently
evaluating the impact of FSP EITF No. 03-6-1, but does not expect that the adoption of FSP EITF No. 03-6-1 will have a material effect on its results of
operations or earnings per share.

 
(3) Commitments and Contingencies: Commitments and financial arrangements that are not recorded on the Company’s condensed consolidated balance

sheet at September 30, 2008, included the following, other than operating lease commitments (in millions):
 
 Standby letters of credit (a) $ 10
 Performance and customs bonds (b) $ 22
 Benefit plan withdrawal obligations (c) $ 58
 

These amounts are not recorded on the Company’s condensed consolidated balance sheet and it is not expected that the Company or its subsidiaries will
be called upon to advance funds under these commitments.
 

 (a) Represents letters of credit, of which, approximately $8 million enable the Company to qualify as a self-insurer for state and federal
workers’ compensation liabilities. Additionally, the balance also includes approximately $2 million of letters of credit related to certain
of the Company’s real estate projects.

 
 (b) Represents bonds, of which, approximately $11 million relate to U.S. customs bonds, approximately $10 million relate to real estate

construction projects in Hawaii, and approximately $1 million relate to transportation and other matters.
 
 (c) Represents the withdrawal liabilities for multiemployer pension plans, in which Matson is a participant. The withdrawal liability

aggregated approximately $58 million as of the most recent valuation dates. Management has no present intention of withdrawing from,
and does not anticipate termination of any of the aforementioned plans.
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Indemnity Agreements: For certain real estate joint ventures, the Company may be obligated under bond indemnities to complete construction of the real
estate development if the joint venture does not perform. These indemnities are designed to protect the surety or lender. To date, none of these
indemnities has been called upon. The Company accounts for these indemnities in accordance with FASB Interpretation No. 45, “Guarantor’s
Accounting and Disclosure Requirements for Guarantees, Including Indirect Guarantees of Indebtedness of Others” (“FIN 45”). The fair values of the
liabilities recorded by the Company in connection with the indemnities were not material.
 
Completion Guarantees: For certain real estate joint ventures, the Company may be required to perform work to complete construction if the joint
venture fails to complete construction. These guarantees are intended to assure the joint venture’s lender and buyers that the project will be completed as
represented. To date, none of these guarantees has been called upon. The Company accounts for these completion guarantees in accordance with FIN 45.
The fair values of the liabilities recorded by the Company in connection with the completion guarantees were not material.
 
Legal Proceedings: In response to the petitions filed in 2001 to amend the interim instream flow standards (“IIFS”) in 27 East Maui streams, on
September 25, 2008, the Commission on Water Resource Management of the State of Hawaii (the “Water Commission”) took action on eight of the
petitions, resulting in some quantity of water being returned to the streams rather than being utilized for irrigation purposes. Over an interim period,
which is expected to last at least a year, the Commission will monitor the results of the implementation of the IIFS for the eight streams, and will attempt
to further the establishment of IIFS for the remaining 19 East Maui streams. The Company, at this time, is unable to determine the extent to which the
Water Commission’s action on all 27 streams will have a material adverse effect on the Company’s sugar-growing operations.
 
In connection with the complaint filed by the Shipbuilders Council of America, Inc. and Pasha Hawaii Transport Lines LLC against the U.S. Department
of Homeland Security, the U.S. Coast Guard and the National Vessel Documentation Center, on September 30, 2008, the U.S. District Court judge
entered a preliminary order granting summary judgment to the plaintiffs. The District Court will issue an opinion setting forth the basis for the ruling and
the relief to be granted. The preliminary order may affect Matson’s right to operate its vessel Mokihana in the domestic trade. Matson does not agree
with the decision and will take appropriate action after the opinion is issued. The Company, at this time, is unable to predict the outcome of the lawsuit
or the financial impact of the lawsuit.
 
As previously reported, the Company and Matson have been named as defendants in civil lawsuits purporting to be class actions alleging violations of
the antitrust laws and seeking treble damages and injunctive relief. The Company is aware of 24 such lawsuits that have been filed. On August 13, 2008
and September 10, 2008, all such civil lawsuits were transferred (one of which was transferred conditionally) and consolidated into a consolidated civil
lawsuit in the Western District of Washington in Seattle purporting to be a class action. Another domestic shipping carrier operating in the Hawaii and
Guam trades, Horizon Lines, Inc., also has been named as a defendant in the consolidated civil lawsuit. The Company and Matson will
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vigorously defend themselves in this lawsuit. The Company, at this time, is unable to predict the outcome of the lawsuit or the financial impact, if any, of
this lawsuit.
 
There have been no material developments in the previously reported investigation by the Department of Justice into the competitive practices of carriers
operating in the domestic trades. Matson has fully cooperated, and will continue to fully cooperate, with the Department of Justice.
 

(4) Earnings Per Share (“EPS”): The denominator used to compute basic and diluted earnings per share is as follows (in millions):
 

 

 

 
Quarter Ended
September 30,  

Nine Months
Ended

September 30,  
 

 2008  2007  2008  2007  

Denominator for basic EPS – weighted average shares  41.3  42.6  41.3  42.6  

Effect of dilutive securities:          
Employee/director stock options, non-vested common stock,
and restricted stock units  

 
0.2  

 
0.4  

 
0.3  

 
0.4  

Denominator for diluted EPS – weighted average shares  41.5  43.0  41.6  43.0  
 

Basic earnings per share is computed based on the weighted-average number of common shares outstanding during the period. Diluted earnings per
share is computed based on the weighted-average number of common shares outstanding adjusted by the number of additional shares that would have
been outstanding had the potentially dilutive common shares been issued. Potentially dilutive shares of common stock include non-qualified stock
options, non-vested common stock, and restricted stock units.
 
The computation of weighted average dilutive shares outstanding excluded non-qualified stock options to purchase approximately 0.5 million and 0.2
million shares of common stock for the nine months ended September 30, 2008 and 2007, respectively. The computation of weighted average dilutive
shares outstanding excluded non-qualified stock options to purchase approximately 1.0 million shares of common stock for the three months ended
September 30, 2008. The number of non-qualified stock options excluded from the computation for the quarter ended September 30, 2007 was not
significant. These options were excluded because the options’ exercise prices were greater than the average market price of the Company’s common
stock for the periods presented and, therefore, the effect would be anti-dilutive.

 
(5) Share-Based Compensation: Through September 30, 2008, the Company granted non-qualified stock options to purchase approximately 483,000 shares

of the Company’s common stock. The weighted average grant-date fair value of each stock option granted, using the Black-Scholes-Merton option
pricing model, was $7.88 using the following weighted average assumptions: volatility of 19.8%, risk-free interest rate of 3.1%, dividend yield of 2.6%,
and expected term of 5.8 years.

 
Activity in the Company’s stock option plans for the first three quarters of 2008 was as follows (in thousands, except weighted average exercise price
and weighted average contractual life):
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  Predecessor
Employee Plans  

Predecessor
Directors’ Plans  

 
 Weighted  Weighted  

 
 

        1998  1989    Average  Average  Aggregate  
  2007  1998  1989  Directors’  Directors’  Total  Exercise  Contractual  Intrinsic  
  Plan  Plan  Plan  Plan  Plan  Shares  Price  Life  Value  
                    

Outstanding January 1, 2008  3 1,353 13 245 9 1,623 $ 37.62      
Granted  483 -- -- -- -- 483 $ 45.39      
Exercised  -- (33) (13) (6) (9) (61) $ 27.69      
Forfeited and expired  (4) (4) -- -- -- (8) $ 47.84      
Outstanding September 30, 2008  482 1,316 -- 239 -- 2,037 $ 39.72  6.4  $ 11,999 
                    
Exercisable September 30, 2008  1 1,076 -- 220 -- 1,297 $ 35.74  5.0  $ 11,999 

 
The following table summarizes non-vested common stock and restricted stock unit activity through September 30, 2008 (in thousands, except
weighted-average, grant-date fair value amounts):

 

       Predecessor     

  2007     Plans     

  Plan   Weighted  Non-Vested   Weighted  

  Restricted   Average  Common   Average  

  Stock   Grant-Date  Stock   Grant-Date  

  Units  
 Fair Value  Shares   Fair Value  

            

Outstanding, January 1, 2008  18   $  54.20  371   $  47.74  

Granted  183   $  46.00  --   $    --  

Vested  (8)   $  53.59  (273)   $  47.35  
Canceled  (3)  

 $  45.38  (2)   $  46.62  
Outstanding September 30, 2008  190  

 $  46.48  96   $  47.48  
 

A portion of the above awards are time-based awards that vest ratably over three years. The remaining portion of the awards represents performance-
based awards that vest after one year, provided certain performance targets are achieved.
 
A summary of the compensation cost related to share-based payments is as follows (in millions):
 
  Quarter Ended   Nine Months Ended  
  September 30,   September 30,  
  2008   2007   2008   2007  

Share-based expense (net of estimated forfeitures):                 

Stock options  $ 0.9  $ 0.7  $ 2.5  $ 2.2 
Non-vested common stock/Restricted stock units   1.9 

  2.8 
 

 6.0   8.0 

Total share-based expense   2.8   3.5   8.5   10.2 
Total recognized tax benefit   (0.8)   (0.9)  

 (2.2)   (2.5)
Share-based expense (net of tax)  $ 2.0 

 $ 2.6 
 $ 6.3  $ 7.7 
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(6) Accounting for and Classification of Discontinued Operations: As required by Statement of Financial Accounting Standards No. 144, “Accounting for
the Impairment or Disposal of Long-Lived Assets” (“SFAS No. 144”), the sales of certain income-producing assets are classified as discontinued
operations if (i) the operations and cash flows of the assets can be clearly distinguished from the remaining assets of the Company, (ii) the cash flows
that are specific to the assets sold have been, or will be, eliminated from the ongoing operations of the Company, (iii) the Company will not have a
significant continuing involvement in the operations of the assets sold, and (iv) the amount is considered material. Certain income-producing properties
that are “held for sale,” based on the likelihood and intention of selling the property within 12 months, are also treated as discontinued operations.
Depreciation on these assets ceases upon classification as discontinued operations. Sales of land, residential houses, and office condominium units are
generally considered inventory and are not included in discontinued operations.

 
 Discontinued operations consisted of (in millions):
 

  Quarter Ended   Nine Months Ended  
  September 30,   September 30,  
  2008   2007   2008   2007  
                 

Discontinued Operations (net of tax):                 

Gain on sales of assets  $ 16.7  $ 21.8  $ 21.4  $ 21.8 
Income from leasing operations   0.3 

 
 1.3 

 
 1.3   4.0 

Total  $ 17.0 
 $ 23.1 

 $ 22.7  $ 25.8 
 

Discontinued operations includes the results for properties that were sold through September 30, 2008 and, if applicable, the operating results of
properties still owned, but meet the definition of “discontinued operations” under SFAS No. 144. Operating results included in the Condensed
Consolidated Statements of Income and the segment results (Note 10) for the third quarter and first nine months of 2007 have been restated to reflect
property that was classified as discontinued operations subsequent to September 30, 2007.

 
(7) Comprehensive Income for the three and nine months ended September 30, 2008 and 2007 consisted of (in millions):
 

  Quarter Ended   Nine Months Ended  
  September 30,   September 30,  
  2008   2007   2008   2007  
                 

Net Income  $ 36.8  $ 49.1  $ 108.5  $ 105.8 

Company’s share of investee’s (SSAT) minimum
pension liability adjustment   -- 

 

 -- 

 

 0.6   (1.1
 
)

Amortization of unrealized pension asset gain/loss   0.1   --   0.3   -- 
Other   -- 

 
 0.7 

 
 --   0.7 

Comprehensive Income  $ 36.9 
 $ 49.8 

 $ 109.4  $ 105.4 
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(8) Pension and Post-retirement Plans: The Company has defined benefit pension plans that cover substantially all non-bargaining unit and certain
bargaining unit employees. The Company also has unfunded non-qualified plans that provide benefits in excess of the amounts permitted to be paid
under the provisions of the tax law to participants in qualified plans. The assumptions related to discount rates, expected long-term rates of return on
invested plan assets, salary increases, age, mortality and health care cost trend rates, along with other factors, are used in determining the assets,
liabilities and expenses associated with pension benefits. Management reviews the assumptions annually with its independent actuaries, taking into
consideration existing and future economic conditions and the Company’s intentions with respect to these plans. Management believes that its
assumptions and estimates for 2008 are reasonable. Different assumptions, however, could result in material changes to the assets, obligations and costs
associated with benefit plans.

 
The Components of Net Periodic Benefit Cost (Income) for the third quarters of 2008 and 2007 were as follows (in millions):

 
  Pension Benefits  Post-retirement Benefits
  2008  2007  2008  2007
                 

Service Cost  $ 2.0  $ 1.8  $ 0.2  $ 0.2 

Interest Cost   4.6   4.4   0.7   0.8 

Expected Return on Plan Assets   (7.9)   (7.2)   --   -- 

Amortization of Prior Service Cost   0.1   0.1   --   -- 
Amortization of Net Gain   -- 

 
 -- 

 
 (0.3)  

 (0.1)
Net Periodic Benefit Cost (Income)  $ (1.2)  $ (0.9)  $ 0.6 

 $ 0.9 
 

The Components of Net Periodic Benefit Cost (Income) for the first nine months of 2008 and 2007 were as follows (in millions):
 

  Pension Benefits  Post-retirement Benefits
  2008  2007  2008  2007
                 

Service Cost  $ 6.0  $ 5.4  $ 0.6  $ 0.6 

Interest Cost   13.9   13.1   2.1   2.3 

Expected Return on Plan Assets   (23.6)   (21.6)   --   -- 

Amortization of Prior Service Cost   0.4   0.3   --   -- 
Amortization of Net Gain   -- 

 
 -- 

 
 (0.9)  

 (0.3)
Net Periodic Benefit Cost (Income)  $ (3.3)  $ (2.8)  $ 1.8 

 $ 2.6 
 

Based on the actuarial report as of January 1, 2008, the 2008 return on plan assets is expected to exceed the sum of the service cost, interest cost and
amortization components, resulting in an expected net periodic pension credit of approximately $4.5 million for 2008. No contributions to the
Company’s pension plans are expected to be required during 2008.

 
(9) Acquisition of Pacific American Services, LLC:  On August 29, 2008, Matson Global Distribution Services (“MGDS”), a wholly owned subsidiary of

Matson Integrated Logistics,
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acquired substantially all of the assets and assumed certain liabilities of Pacific American Services, LLC (“PACAM”), a regional, warehousing,
packaging, and distribution company specializing in value-added handling of domestic, import, and export goods, headquartered in Oakland, California.
The acquired net tangible assets of PACAM consisted primarily of cash and cash equivalents, accounts receivable, prepaid expenses and fixed assets,
partially offset by accounts payable, and other current and long-term liabilities that MGDS assumed. PACAM was acquired to expand the Company’s
warehousing and distribution service capabilities.
 
The purchase price was approximately $24 million in cash, including transaction costs. The total purchase price was allocated to the tangible and
intangible assets acquired and liabilities assumed based upon their respective estimated fair values at the acquisition date with the excess purchase price
allocated to goodwill.
 
The allocation of the preliminary purchase price to the estimated fair values of the assets acquired and liabilities assumed as reflected in the condensed
consolidated financial statements is preliminary and subject to change based on finalization of the Company’s valuation. A valuation study is currently
being conducted to establish the fair value of primarily the identifiable intangibles acquired. The estimated amount of intangible assets related to the
PACAM purchase is $12 million. Since the date of the acquisition, the estimated identifiable intangibles have been amortized to general administrative
expense assuming an average useful life of 6 years. The final purchase price allocation to reflect the fair values of the assets acquired and liabilities
assumed will be based on the final results of the Company’s valuation study, which is expected to be completed in the fourth quarter of 2008.
 
The results of operations of PACAM are included in the Company’s condensed consolidated financial statements commencing on August 29, 2008. The
Company has not presented unaudited pro forma results of operations because the acquisition of PACAM is not material to its condensed consolidated
results of operations, financial position, or cash flows.
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(10) Segment results for the quarter and the nine months ended September 30, 2008 and 2007 were as follows (In millions) (Unaudited):
 
  Three Months Ended  Nine Months Ended  
  September 30,  September 30,  
  2008  2007  2008  2007  

Revenue:              

Transportation:              

Ocean transportation  $ 272.8 $ 259.9 $ 784.2 $ 744.6 

Logistics services   118.1  110.4  336.2  325.7 

Real Estate:              

Leasing   26.2  26.3  82.3  81.5 

Sales   77.2  78.5  295.8  85.4 

Less amounts reported in discontinued operations   (70.2)  (77.1)  (86.4)  (84.4)
Agribusiness   37.5  37.3  96.2  93.0 
Reconciling Items   (3.0)  (2.4)  (7.1)  (6.2)

Total revenue  $ 458.6 $ 432.9 $ 1,501.2 $ 1,239.6 
              

Operating Profit, Net Income:              

Transportation:              

Ocean transportation  $ 31.4 $ 38.6 $ 84.7 $ 96.5 

Logistics services   5.1  6.0  14.4  17.2 

Real Estate:              

Leasing   11.1  12.2  37.6  39.5 

Sales   25.8  37.9  76.3  51.3 

Less amounts reported in discontinued operations   (27.3)  (37.1)  (36.4)  (41.7)
Agribusiness   (6.7)  (3.2)  (6.8)  0.9 

Total operating profit   39.4  54.4  169.8  163.7 

Interest Expense   (5.8)  (4.8)  (17.5)  (13.2)
General Corporate Expenses   (5.3)  (6.0)  (16.4)  (19.5)
Income From Continuing Operations Before Income Taxes   28.3  43.6  135.9  131.0 
Income Taxes   8.5  17.6  50.1  51.0 

Income From Continuing Operations   19.8  26.0  85.8  80.0 
Income From Discontinued Operations (net of income taxes)   17.0  23.1  22.7  25.8 

Net Income  $ 36.8 $ 49.1 $ 108.5 $ 105.8 
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ITEM 2. MANAGEMENT’S DISCUSSION AND ANALYSIS
OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS
 

The following analysis of the consolidated financial condition and results of operations of Alexander & Baldwin, Inc. and its subsidiaries (collectively,
the “Company”) should be read in conjunction with the condensed consolidated financial statements and related notes thereto included in Item 1 of this Form 10-
Q.
 
FORWARD-LOOKING STATEMENTS
 

The Company, from time to time, may make or may have made certain forward-looking statements, whether orally or in writing, such as forecasts and
projections of the Company’s future performance or statements of management’s plans and objectives. These statements are “forward-looking” statements as that
term is defined in the Private Securities Litigation Reform Act of 1995. Such forward-looking statements may be contained in, among other things, Securities and
Exchange Commission (“SEC”) filings, such as the Forms 10-K, 10-Q and 8-K, the Annual Report to Shareholders, press releases made by the Company, the
Company’s Internet Web sites (including Web sites of its subsidiaries), and oral statements made by the officers of the Company. Except for historical information
contained in these written or oral communications, such communications contain forward-looking statements. New risk factors emerge from time to time and it is
not possible for the Company to predict all such risk factors, nor can it assess the impact of all such risk factors on the Company’s business or the extent to which
any factor, or combination of factors, may cause actual results to differ materially from those contained in any forward-looking statements. Accordingly, forward-
looking statements cannot be relied upon as a guarantee of future results and involve a number of risks and uncertainties that could cause actual results to differ
materially from those projected in the statements, including, but not limited to the factors that are described in Part I, Item 1A under the caption of “Risk Factors”
of the Company’s 2007 Annual Report on Form 10-K and in Part II, Item 1A under the caption of “Risk Factors” in this Form 10-Q. The Company is not
required, and undertakes no obligation, to revise or update forward-looking statements or any factors that may affect actual results, whether as a result of new
information, future events, or circumstances occurring after the date of this report.
 
OVERVIEW
 

Management’s Discussion and Analysis of Financial Condition and Results of Operations (“MD&A”) is designed to provide a discussion of the
Company’s financial condition, results of operations, liquidity and certain other factors that may affect its future results from the perspective of management. The
discussion that follows is intended to provide information that will assist in understanding the changes in the Company’s financial statements from period to
period, the primary factors that accounted for those changes, and how certain accounting principles, policies and estimates affect the Company’s financial
statements. MD&A is provided as a supplement to the condensed consolidated financial statements and notes herein, and should be read in conjunction with the
Company’s 2007 Annual Report on Form 10-K as well as the Company’s reports on Forms 10-Q and 8-K and other publicly available information.
 

14
 
 



MD&A is presented in the following sections:
 
 • Business Overview
 • Consolidated Results of Operations
 • Analysis of Operating Revenue and Profit by Segment
 • Liquidity and Capital Resources
 • Business Outlook
 • Other Matters
 
BUSINESS OVERVIEW
 

Alexander & Baldwin, Inc. (“A&B”), founded in 1870, is a multi-industry corporation headquartered in Honolulu that operates in five segments in three
industries—Transportation, Real Estate, and Agribusiness.
 

Transportation: The Transportation Industry consists of Ocean Transportation and Logistics Services segments. The Ocean Transportation segment,
which is conducted through Matson Navigation Company, Inc. (“MNC”), a wholly-owned subsidiary of A&B, is an asset-based business that derives its revenue
primarily through the carriage of containerized freight between various U.S. Pacific Coast, Hawaii, Guam, China and other Pacific island ports. Additionally, the
Ocean Transportation segment has a 35 percent interest in an entity that provides terminal and stevedoring services at U.S. Pacific Coast facilities.
 

The Logistics Services segment, which is conducted through Matson Integrated Logistics, Inc. (“MIL”), a wholly-owned subsidiary of MNC, is a non-
asset based business that is a provider of domestic and international rail intermodal service (“Intermodal”), long-haul and regional highway brokerage, specialized
hauling, flat-bed and project work, less-than-truckload, expedited/air freight services, and warehousing and distribution services (collectively “Highway”).
Warehousing and distribution services are provided by Matson Global Distribution Services, Inc. (“MGDS”), a subsidiary of MIL.
 

Real Estate: The Real Estate Industry consists of two segments, both of which have operations in Hawaii and on the U.S. mainland. The Real Estate
Sales segment generates its revenues through the development and sale of land, commercial and residential properties. The Real Estate Leasing segment owns,
operates, and manages retail, office, and industrial properties. Real estate activities are conducted through A&B Properties, Inc. and various other wholly-owned
subsidiaries of A&B.
 

Agribusiness: Agribusiness, a division of A&B, contains one segment and produces bulk raw sugar, specialty food-grade sugars, and molasses;
produces, markets, and distributes roasted coffee and green coffee; provides general trucking services, mobile equipment maintenance, and repair services; and
generates and sells, to the extent not used in the Company’s operations, electricity.
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CONSOLIDATED RESULTS OF OPERATIONS
 
Consolidated – Third quarter of 2008 compared with 2007
 
  Quarter Ended September 30,

(dollars in millions)  2008   2007  Change
Operating Revenue  $ 458.6  $ 432.9 6%
Operating Costs and Expenses   424.1 

 
 389.5 9%

Operating Income   34.5   43.4 -21%
Other Income and (Expense)   (6.2)  

 0.2 NM 

Income Before Taxes   28.3   43.6 -35%
Income Taxes   (8.5)   (17.6) -52%
Discontinued Operations (net of income taxes)   17.0 

 
 23.1 -26%

Net Income  $ 36.8 
 $ 49.1 -25%

           

Basic Earnings per Share  $ 0.89  $ 1.15 -23%
Diluted Earnings per Share  $ 0.89  $ 1.14 -22%
 

Operating revenue for the third quarter of 2008 increased $25.7 million, or 6 percent, compared with the third quarter of 2007. This increase was due
principally to $12.9 million higher revenue for ocean transportation, $7.7 million higher revenue for logistics services, and $3 million higher real estate sales
(after excluding real estate sales revenue classified as discontinued operations). The reasons for the revenue growth are described below, by business segment, in
the Analysis of Operating Revenue and Profit by Segment.
 

Operating costs and expenses for the third quarter of 2008 increased $34.6 million, or 9 percent, compared with the third quarter of 2007. The increase in
operating costs and expenses was due principally to $27.3 million in higher operating costs for transportation, a $4.4 million increase in real estate operating costs
and expenses, and a $3.6 million increase in Agribusiness costs, partially offset by a $0.9 million decrease in selling, general and administrative expenses. The
reasons for the operating cost and expense changes are described below, by business segment, in the Analysis of Operating Revenue and Profit by Segment.
 

Other income and (expense) decreased by $6.4 million, primarily due to $3.7 million in higher real estate joint venture earnings recorded in the third
quarter of 2007 and $1.0 million in higher interest expense resulting from higher average debt balances.
 

The lower effective income tax rate for the third quarter of 2008 was principally due to the recognition of $2.0 million in unrecognized tax benefits as a
result of the expiration of certain statute limitations in the third quarter of 2008. The current projection for the full-year tax rate is estimated to be lower than the
rate for the nine months ended September 30, 2008.
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Consolidated – First nine months of 2008 compared with 2007
 
  Nine Months Ended September 30,

(dollars in millions)  2008   2007  Change
Operating Revenue  $ 1,501.2  $ 1,239.6 21%
Operating Costs and Expenses   1,365.8 

 
 1,113.7 23%

Operating Income   135.4   125.9 8%
Other Income and (Expense)   0.5 

 
 5.1 -90%

Income Before Taxes   135.9   131.0 4%
Income Taxes   (50.1)   (51.0) -2%
Discontinued Operations (net of income taxes)   22.7 

 
 25.8 -12%

Net Income  $ 108.5 
 $ 105.8 3%

           

Basic Earnings per Share  $ 2.63  $ 2.48 6%
Diluted Earnings per Share  $ 2.61  $ 2.46 6%
 

Operating revenue for the first nine months of 2008 increased $261.6 million, or 21 percent, compared with the same period in 2007. This increase was
due principally to $201.5 million in higher revenue from real estate sales (after excluding real estate sales revenue classified as discontinued operations), $39.6
million higher revenue for ocean transportation, $10.5 million higher logistics services revenue, and $3.2 million in higher revenue for Agribusiness. The reasons
for the revenue growth are described below, by business segment, in the Analysis of Operating Revenue and Profit by Segment.
 

Operating costs and expenses for the first nine months of 2008 increased $252.1 million, or 23 percent, compared with the same period in 2007 due to
$182.5 million in higher costs for the real estate business, $58.5 million in higher costs for transportation, and $10.8 million in higher production costs for
Agribusiness. The reasons for the operating cost and expense changes are described below, by business segment, in the Analysis of Operating Revenue and Profit
by Segment.
 

Other income and (expenses) decreased $4.6 million in the first nine months of 2008 compared with the same period in 2007, due primarily to $5.3
million in lower real estate joint venture income, $4.3 million in higher interest expense resulting from higher average debt balances, $1.8 million in lower
interest income on lower cash balances, partially offset by a $7.7 million gain on a 2005 fire insurance settlement recognized in 2008.
 

Income taxes in the first nine months of 2008 were comparable to the same period in 2007, but the effective tax rate for the first nine months of 2008
was lower due primarily to the same factors cited for the third quarter decrease.
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ANALYSIS OF OPERATING REVENUE AND PROFIT BY SEGMENT
 
TRANSPORTATION INDUSTRY
 
Ocean Transportation – Third quarter of 2008 compared with 2007
 
  Quarter Ended September 30,

(dollars in millions)  2008   2007  Change
Revenue  $ 272.8  $ 259.9 5%
Operating profit  $ 31.4  $ 38.6 -19%
Operating profit margin   11.5%   14.9%   

Volume (Units)*           

Hawaii containers**   39,900   42,900 -7%
Hawaii automobiles   21,800   30,800 -29%
China containers   12,300   12,500 -2%
Guam containers   3,600   3,600 -- 

 
* Container volumes included for the period are based on the voyage departure date, but revenue and operating profit are adjusted to reflect the percentage of
revenue and operating profit earned during the reporting period for voyages that straddle the beginning and/or end of each reporting period.
 
** Includes 919 containers moved under contract in 2008 that will not recur. The quarter-over-quarter change in Hawaii container volumes excluding the
non-recurring volumes related to the contract of carriage is a decrease of 9 percent.

 
Ocean Transportation revenue for the third quarter of 2008 increased $12.9 million, or 5 percent, compared with the third quarter of 2007. Of this

increase, approximately $24.5 million was due to increases in fuel surcharge revenues, including China Service surcharges, $11.7 million was due to improved
yields and cargo mix, and $1.9 million was due to higher purchased transportation revenue. These increases were partially offset by overall volume reductions of
approximately $23.8 million.
 

Total Hawaii container volume was down 7 percent from the third quarter of 2007, but included the benefit of transporting 919 containers for Polynesia
Lines that is not expected to recur. Excluding the one-time carriage, Hawaii container volume decreased 9 percent, and reflects a broad-based decline caused by
the overall weakness in Hawaii’s economy. Matson’s Hawaii automobile volume for the quarter was 29 percent lower than the third quarter of last year, also
reflecting economic weakness that is negatively impacting new car shipments from manufacturers to Hawaii auto dealers and rental car companies. Returning
eastbound rental cars also were lower because of the timing of these shipments to the U.S. mainland. China container volume decreased 2 percent in the third
quarter of 2008, compared with the third quarter of 2007, primarily because of weaker U.S. economic conditions that are slowing the demand for container
imports.
 

Operating profit for the third quarter of 2008 decreased $7.2 million, or 19 percent, compared with the third quarter of 2007. This decrease was
primarily the result of net overall volume decrease described above, and from the following operating expense changes, which offset revenue increases. Vessel
costs increased $21.1 million, primarily due to higher fuel and dry-dock expenses, partially offset
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by efficient fleet deployment initiatives. Terminal costs increased $3.6 million due to higher contractual stevedoring rates and neighbor island costs. The expense
increases were partially offset by $4.0 million in reduced transportation expenses due to lower usage of third-party inter-island barge services in 2008.
Additionally, earnings from Matson’s SSAT joint venture were $2.3 million lower in the third quarter of 2008 compared with the third quarter of 2007 due to
lower volumes and higher operating expenses. Earnings from joint ventures are not included in revenue, but are included in operating profit.
 

Matson’s operating margin of 11.5 percent for the quarter was higher than long-term historical averages principally due to yield improvement and cost
containment initiatives. However, Matson expects that operating margins for the full year will trend toward historical levels.
 
Ocean Transportation – First nine months of 2008 compared with 2007
 
  Nine Months Ended September 30,

(dollars in millions)  2008   2007  Change
Revenue  $ 784.2  $ 744.6 5%
Operating profit  $ 84.7  $ 96.5 -12%
Operating profit margin   10.8%   13.0%   

Volume (Units)*           

Hawaii containers**   116,800   126,000 -7%
Hawaii automobiles   71,000   76,900 -8%
China containers   36,700   38,000 -3%
Guam containers   10,600   10,700 -1%

 
* Container volumes included for the period are based on the voyage departure date, but revenue and operating profit are adjusted to reflect the percentage of
revenue and operating profit earned during the reporting period for voyages that straddle the beginning and/or end of the reporting period.
 
** Includes 919 containers moved under contract in 2008 that will not recur. The year-over-year change in Hawaii container volumes excluding the non-
recurring volumes related to the contract of carriage is a decrease of 8 percent.
 

Ocean Transportation revenue for the first nine months of 2008 increased $39.6 million, or 5 percent, compared with the same period in 2007. Of this
increase, approximately $58.5 million was due to an increase in fuel surcharge revenues, including China Service surcharges, and $27.2 million was due to
improved yields and cargo mix. These increases were partially offset by $43.0 million in overall lower volumes primarily in the Hawaii trade. Container and auto
volume changes were due to the same factors cited for the quarter; however the auto volume benefited from strong eastbound results during the first half of the
year.
 

Operating profit for the first nine months of 2008 decreased $11.8 million, or 12 percent, compared with the same period in 2007. This decrease was
primarily the result of the following operating expense changes: Vessel costs increased $56.0 million, primarily due to higher fuel, repair, and dry-dock expenses,
but was partially offset by efficient fleet deployment initiatives. Terminal costs increased $12.8 million due to higher contractual stevedoring rates and neighbor
island costs. The expense increases cited above were partially offset by $5.6 million in lower operations overhead costs, principally resulting from lower
westbound container repositioning expenses, and reduced transportation
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expenses of $7.3 million due to lower usage of third-party inter-island barge services. General and administrative costs were $0.9 million higher, primarily
reflecting $3.3 million in higher legal expenses, partially offset by $2.4 million of lower incentive compensation costs. Additionally, earnings from Matson’s
SSAT joint venture contributed $5.6 million less in the first nine months of 2008 compared with 2007 due to lower volumes and higher operating expenses.
Earnings from joint ventures are not included in revenue, but are included in operating profit.
 
Logistics Services – Third quarter of 2008 compared with 2007
 
  Quarter Ended September 30,

(dollars in millions)  2008   2007  Change
Intermodal revenue  $ 73.9  $ 71.7 3%
Highway revenue   44.2 

 
 38.7 14%

Total Revenue  $ 118.1  $ 110.4 7%
Operating profit  $ 5.1  $ 6.0 -15%
Operating profit margin   4.3%   5.4%   
 

Logistics Services revenue for the third quarter of 2008 was $7.7 million, or 7 percent, higher than the third quarter of 2007. This increase was
principally due to a $5.5 million increase in Highway revenue and a $2.2 million increase in Intermodal revenue. Of the $5.5 million increase in Highway
revenues, $3.9 million was due to the commencement of MGDS’s warehousing operations in the second quarter of 2008 and the acquisition of PACAM, a
regional, warehousing, packaging, and distribution company during the third quarter of 2008. Additionally, $1.6 million of the revenue increase was due to higher
rates, principally fuel surcharges. This increase was offset by an 8 percent decrease in Highway volumes. The $2.2 million increase in Intermodal revenue was
primarily due to higher revenue from domestic intermodal carriage stemming from higher rates, principally fuel surcharges, partially offset by an 11 percent
decline in Intermodal volumes. The reduction in Intermodal volumes is reflective of a general softening in the Intermodal market driven, in part, by declines in
U.S. import cargo. Highway volumes decreased due to the loss of agents and greater market softness in certain agents’ business segments.
 

Logistics Services operating profit for the third quarter of 2008 was $0.9 million, or 15 percent, lower than the third quarter of 2007. Logistics Services
operating profit margin decreased from 5.4 percent in 2007 to 4.3 percent in 2008. The decrease in operating profit and the operating profit margin was due to a
number of factors, including: lower aggregate volumes; lower provision for bad debt in 2007; and higher general and administrative expenses. These factors were
partially offset by higher yields in four of five service lines, and the contribution related to the commencement of MGDS’s operations in 2008 referenced above.
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Logistics Services – First nine months of 2008 compared with 2007
 
  Nine Months Ended September 30,

(dollars in millions)  2008   2007  Change
Intermodal revenue  $ 212.2  $ 209.8 1%
Highway revenue   124.0 

 
 115.9 7%

Total Revenue  $ 336.2  $ 325.7 3%
Operating profit

 $ 14.4 
 $ 17.2 -16%

Operating profit margin   4.3%   5.3%   
 

Logistics Services revenue for the first nine months of 2008 was $10.5 million, or 3 percent, higher than the same period in 2007. This increase was
principally due to an $8.1 million increase in Highway revenue and a $2.4 million increase in Intermodal revenue. Of the $8.1 million increase in Highway
revenues, $5.4 million was due to the commencement of MGDS’s warehousing operations in the second quarter of 2008 and the acquisition of PACAM, a
regional, warehousing, packaging, and distribution company, during the third quarter of 2008. Additionally, $2.8 million of the revenue increase was due to higher
rates, principally fuel surcharges. Highway volumes decreased 7 percent due to the same reasons cited for the quarter. The $2.4 million increase in Intermodal
revenue was primarily due to higher revenue from the domestic intermodal carriage resulting from higher rates, principally fuel surcharges, partially offset by a 9
percent decline in Intermodal volumes. The reduction in Intermodal volumes is due to the same reasons cited for the quarter.
 

Logistics Services operating profit for the first nine months of 2008 was $2.8 million, or 16 percent, lower than the same period in 2007. The decrease in
operating profit was due to the same factors cited for the quarter.
 
REAL ESTATE INDUSTRY
 

Real estate leasing and sales revenue and operating profit are analyzed before subtracting amounts related to discontinued operations. This is consistent
with how the Company evaluates and makes decisions regarding capital allocation, acquisitions, and dispositions for the Company’s real estate businesses. A
discussion of discontinued operations for the real estate business is included separately.

 
Effect of Property Sales Mix on Operating Results: Direct year-over-year comparison of the real estate sales results may not provide a consistent,

measurable barometer of future performance because results from period to period are significantly affected by joint venture income and the mix of property
sales. Operating results, by virtue of each project’s asset class, geography, and timing, are inherently episodic. Earnings from joint venture investments are not
included in segment revenue, but are included in operating profit. The mix of real estate sales in any year or quarter can be diverse and can include developed
residential real estate, commercial properties, developable subdivision lots, undeveloped land, and property sold under threat of condemnation. The sale of
undeveloped land and vacant parcels in Hawaii generally provides higher margins than does the sale of developed and commercial property, due to the low
historical-cost basis of the Company’s Hawaii land. Consequently, real estate sales revenue trends, cash flows from the sales of real estate, and the amount of real
estate held for sale on the balance sheets do not necessarily indicate future profitability trends for this segment. Additionally, the operating
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profit reported in each quarter does not necessarily follow a percentage of sales trend because the cost basis of property sold can differ significantly between
transactions. The reporting of real estate sales is also affected by the classification of certain real estate sales as discontinued operations.
 
Real Estate Leasing – Third quarter of 2008 compared with 2007
 
  Quarter Ended September 30,

(dollars in millions)  2008   2007  Change
Revenue  $ 26.2  $ 26.3 -- 

Operating profit  $ 11.1  $ 12.2 -9%
Operating profit margin   42.4%   46.4%   

Occupancy Rates:           

Mainland*   95%   97% -2%
Hawaii   98%   98% -- 

Leasable Space (million sq. ft.):           

Mainland*   5.9   3.9 51%
Hawaii   1.3   1.4 -7%

 
* Excludes Building B at Savannah Logistics Park (approximately 0.3 million sq. ft.), which had not been placed into service as of September 30, 2008.
The occupancy percentage includes Republic Distribution Center, which was 47 percent occupied when acquired on September 25, 2008. The
occupancy percentage would be 96 percent for the quarter if Republic Distribution Center was excluded.

 
Real Estate Leasing revenue for the third quarter of 2008, before subtracting amounts presented as discontinued operations, approximated the amount

reported for the third quarter of 2007. Revenue from Heritage Business Park and Savannah Logistics Park (Building A) acquired in November 2007 and February
2008, respectively, offset lower revenue due to the sale of properties and lower mainland occupancy. The sales of Boardwalk Shopping Center in Texas and
Marina Shores Shopping Center in California were completed in August and September 2008, respectively, and Republic Distribution Center, a 313,000 square-
foot logistics warehouse in Texas, was acquired in September 2008.
 

Operating profit for the third quarter of 2008, before subtracting amounts presented as discontinued operations, was 9 percent lower than 2007, primarily
due to lower mainland occupancy related to higher-margin office properties, partially offset by the net improvement in margin resulting from the acquisitions and
dispositions described previously, as well as lower general and administrative costs. Real Estate Leasing’s operating profit percentage decreased to 42.4 percent in
2008 from 46.4 percent in 2007, due principally to higher depreciation and lower mainland occupancy previously cited. Depreciation expenses increased
primarily due to the sale of a non-depreciable asset (land that was ground leased to a retail tenant) in 2007, and the subsequent tax-deferred reinvestment of sale
proceeds into depreciable commercial property.
 

Leasable space increased by a net 1.9 million square feet in the third quarter of 2008 compared with the third quarter of 2007, due principally to the
acquisitions of Heritage Business Park, Savannah Logistics Park, and Republic Distribution Center previously cited. The facility in Savannah consists of two
buildings totaling 1.0 million square feet. The first building, Building A, totals approximately 0.7
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million square feet and was completed, leased, and placed in service in April 2008. Building B, totaling approximately 0.3 million square feet, has not been
placed in service as of September 30, 2008 because the Company plans to construct additional improvements to the facility. Building A is leased to MGDS, a
wholly-owned subsidiary of MIL. Accordingly, the revenues and expenses related to the intercompany lease transaction between Real Estate Leasing and MGDS,
respectively, are eliminated in consolidation, but are shown at their gross amounts for segment purposes. The revenue and expense recorded by Real Estate
Leasing and MGDS for the third quarter of 2008 was approximately $0.8 million. There were no intercompany revenue and expense recorded in the third quarter
of 2007. In a separate transaction, MGDS contracted with a major toy manufacturer to provide warehousing and storage services utilizing all of Building A, in the
second quarter of 2008.
 
Real Estate Leasing – First nine months of 2008 compared with 2007
 
  Nine Months Ended September 30,

(dollars in millions)  2008   2007  Change
Revenue  $ 82.3  $ 81.5 1%
Operating profit  $ 37.6  $ 39.5 -5%
Operating profit margin   45.7%   48.5%   

Occupancy Rates:           

Mainland*   96%   97% -1%
Hawaii   98%   98% -- 

 
* Excludes Building B at Savannah Logistics Park (approximately 0.3 million sq. ft.), which had not been placed into service as of September 30, 2008.
 
Real Estate Leasing revenue for the first nine months of 2008 was 1 percent higher than the amount reported for the first nine months of 2007. The

increase was principally due to the net improvement resulting from acquisitions and dispositions activity cited previously for the quarter, partially offset by lower
mainland occupancy. The increase was partially offset by the net effect of a final $1.4 million business interruption insurance payment for a 2005 fire at Kahului
Shopping Center that was received in the first quarter of 2008 and $1.7 million of nonrecurring items recorded in 2007.

 
Operating profit was 5 percent lower in the first nine months of 2008, compared with the same period in 2007, principally due to higher depreciation

expense and lower mainland occupancy. Real Estate Leasing’s operating profit percentage decreased to 45.7 percent in 2008 from 48.5 percent in 2007 due to the
same reasons cited previously. Depreciation expenses increased primarily due to the sale of a non-depreciable asset (land that was ground leased to a retail tenant)
in 2007, and the subsequent tax-deferred reinvestment of sale proceeds into depreciable commercial property.
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Real Estate Sales – Third quarter and first nine months of 2008 compared with 2007
 
  Quarter Ended September 30,

(dollars in millions)  2008   2007  Change
Improved property sales  $ 61.2  $ 73.6 -17%
Development sales   7.1   4.2 69%
Unimproved/other property sales   8.9 

 
 0.7 13X

Total revenue  $ 77.2  $ 78.5 -2%
Operating profit before joint ventures  $ 25.5  $ 33.9 -25%
Earnings from joint ventures   0.3 

 
 4.0 -93%

Total operating profit  $ 25.8  $ 37.9 -32%
 
 
  Nine Months Ended September 30,

(dollars in millions)  2008   2007  Change
Improved property sales  $ 73.3  $ 73.6 -- 

Development sales   211.8   4.2 50X
Unimproved/other property sales   10.7 

 
 7.6 41%

Total revenue  $ 295.8  $ 85.4 3X
Operating profit before joint ventures  $ 66.0  $ 35.7 85%
Earnings from joint ventures   10.3 

 
 15.6 -34%

Total operating profit  $ 76.3  $ 51.3 49%
 

The composition of sales in the third quarter and nine months ended September 30, 2008 and 2007 are described below.
 

2008 Third Quarter: Real Estate Sales revenue, before subtracting amounts presented as discontinued operations, was $77.2 million, and was
principally due to the sale of Boardwalk Shopping Center in Texas in August and the sales of Marina Shores Shopping Center in California and a 3.9-acre vacant
commercial property in Kahului, Maui in September. Additionally, six residential units and one commercial space at the Company’s Keola La’i residential
condominium project on Oahu, one home at the Company’s Keala’ula single-family residential project, and a land parcel on Maui closed during the quarter.
 

2008 – Nine Months Ended September 30: Revenue for the first nine months of 2008, before subtracting amounts presented as discontinued operations,
was $295.8 million and was principally related to the closings of 324 Keola La’i condominium residential units, two mainland shopping centers, Kahului Town
Terrace rental apartments and 28 Keala’ula single-family homes on Kauai. Operating profit for the first nine months of 2008 also included joint venture income of
$10.3 million, principally related to sales at the Company’s Kai Malu residential joint venture development on Maui and the partial sale of several buildings at the
Company’s Centre Pointe retail/office joint venture development in Valencia, California. Additionally, real estate sales operating profit for the first nine months of
2008
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included $7.7 million, representing a final insurance settlement for the 2005 fire at Kahului Shopping Center that occurred in the first quarter of 2008.
 

2007 Third Quarter: Real Estate Sales revenue, before subtracting amounts treated as discontinued operations, was $78.5 million. In the third quarter of
2007, the Company closed the sale of a four-acre land parcel ground leased to a retail tenant in Honolulu and two retail centers on Maui. Closings also
commenced Keala’ula, a single-family residential development on Kauai. Operating profit of $37.9 million for the third quarter of 2007 included the margin on
the sales referenced above as well as $4.0 million of joint venture earnings, principally representing the Company’s share of earnings related to sales at the
Company’s Kai Malu residential joint venture development on Maui.
 

2007 - Nine Months Ended September 30: Revenue for the first nine months of 2007 included the sales referenced above and first quarter revenue of
$6.5 million principally related to the final payment on an installment sale of an agricultural parcel on Kauai. Operating profit for the first nine months of 2007
also included $15.6 million for the Company’s earnings from its real estate joint ventures, generated principally from the Kai Malu and Centre Pointe joint
venture projects, partially offset by the Company’s share of marketing and other operating expenses of the Kukui’ula joint venture project.
 
Real Estate Discontinued Operations – 2008 compared with 2007
 
The revenue and operating profit on real estate discontinued operations for the third quarter and first nine months of 2008 and 2007 were as follows:
 
  Quarter Ended   Nine Months Ended  
  September 30,   September 30,  

(dollars in millions, before tax)  2008   2007   2008   2007  

Sales revenue  $ 69.3  $ 73.5  $ 82.5  $ 73.4 

Leasing revenue  $ 0.9  $ 3.6  $ 3.9  $ 11.0 

Sales operating profit  $ 26.8  $ 35.0  $ 34.4  $ 35.4 

Leasing operating profit  $ 0.5  $ 2.1  $ 2.0  $ 6.3 
 

2008: The revenue and expenses of land previously leased to a telecommunications tenant on Maui, a commercial leased fee parcel on Maui, a multi-
tenant residential rental property, and two retail properties on the mainland have been classified as discontinued operations.
 

2007: The revenue and expenses of land leased to a retail tenant on Oahu, four commercial properties on Maui, and a commercial property in California
have been classified as discontinued operations.
 

The leasing revenue and operating profit noted above includes the results for properties that were sold through September 30, 2008 and, if applicable,
the operating results of properties still owned, but meet the definition of “discontinued operations” under SFAS No. 144, “Accounting for the Impairment or
Disposal of Long-Lived Assets.” Revenue and operating profit for the third quarter and the nine
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months ended September 30, 2007 have been restated to reflect property that was classified as discontinued operations subsequent to September 30, 2007.
 
AGRIBUSINESS
 

The operating results of the Agribusiness segment are highly dependent on a number of factors, including sugar and power volumes and pricing, and the
costs of inputs such as labor, fuel, and fertilizers. Weather conditions represent one of the most important factors affecting operating results because weather
conditions affect yields, volume of electricity generation, plantings, harvesting, and factory operations. Consequently, operating results from the Agribusiness
segment will vary from period to period.
 
Agribusiness – Third quarter of 2008 compared with 2007
 
  Quarter Ended September 30,

(dollars in millions)  2008   2007  Change
Revenue  $ 37.5  $ 37.3 1%
Operating loss  $ (6.7)  $ (3.2) -109%
Operating profit margin   -17.9%   -8.6%   

Tons sugar produced   50,500   58,300 -13%
 

Agribusiness revenue for the third quarter of 2008 approximated the revenue for the third quarter of 2007. Higher power revenue of $2.5 million,
primarily from higher prices, and higher specialty sugar sales of $1.7 million, principally due to higher sales volumes, were offset by lower raw sugar sales of
$3.5 million, resulting from lower sales volumes, and by lower molasses revenue of $0.5 million as a result of lower prices.
 

Operating loss for the third quarter of 2008 increased $3.5 million compared with the third quarter of 2007. The increase in operating loss was
principally due to $4.1 million in lower sugar margins that were the result of higher production costs per ton, which is due principally to production volumes that
are expected to be lower and operating costs that are expected to be higher for the full year than for 2007. This unfavorable variance was partially offset by
$2.5 million in higher power revenue from higher prices and volumes sold.
 
Agribusiness – First nine months of 2008 compared with 2007
 
  Nine Months Ended September 30,

(dollars in millions)  2008   2007  Change
Revenue  $ 96.2  $ 93.0 3%
Operating profit (loss)  $ (6.8)  $ 0.9 NM 

Operating profit margin   -7.1%   1.0%   

Tons sugar produced   114,800   130,500 -12%
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Agribusiness revenue for the first nine months of 2008 increased $3.2 million, or 3 percent, compared with the same period in 2007. The increase was
principally due to $7.1 million in higher power prices and volumes sold and $3.6 million in higher specialty sugar sales volumes, partially offset by $6.0 million
in lower bulk raw sugar sales volumes and $1.6 million in lower revenue from trucking, molasses and other operations.
 

Operating loss for the first nine months of 2008 was $6.8 million compared with an operating profit of $0.9 million for the same period in 2007. The
operating loss was primarily due to $10.8 million in lower sugar margins, a result of the same factors noted for the quarter, $1.7 million in lower soil sales, $1.4
million in higher power costs and lower profits from other operations, and $0.9 million in lower molasses sales. This unfavorable variance was partially offset by
$7.1 million in higher power revenue from higher prices and volumes sold.
 

For the year-to-date period, sugar production decreased by 12 percent compared with the same period in 2007 on a comparable number of acres
harvested. The decrease in sugar production was principally due to lower yields resulting principally from extended drought periods.
 
LIQUIDITY AND CAPITAL RESOURCES
 
Overview: Cash flows provided by operating activities continue to be the Company’s most significant source of liquidity. Additional sources of liquidity were
provided by available cash and cash equivalent balances as well as borrowings on available credit facilities.
 
Cash Flows: Cash Flows from Operating Activities totaled $202 million for the first nine months of 2008, compared with $78 million for the first nine months of
2007. This increase was due principally to proceeds from the sale of 324 residential units and one commercial unit at the Company’s Keola La’i condominium
project as well as lower spending on real estate development inventory, partially offset by the payment of higher income taxes and lower Matson earnings in
2008.
 

Cash Flows used in Investing Activities totaled $140 million for the first nine months of 2008, compared with $87 million used in the first nine months
of 2007. The increase in cash used in Investing Activities was due principally to the Company’s acquisition of PACAM for $24 million and a $55 million increase
in investments in 2008. The increase in investments included additional investments, totaling $33 million, in the Company’s joint venture projects, as well as
approximately $19 million in short-term investments. While capital expenditures increased by $19 million in 2008 when compared to the same period in 2007,
the increase was largely offset by $9 million in higher proceeds from the disposal of assets in 2008 that were principally related to the sale of Boardwalk
Shopping Center.
 

Capital expenditures for the first nine months of 2008 totaled $91 million compared with $72 million for the first nine months of 2007. The 2008
expenditures included $51 million for real estate related acquisitions, development and property improvements, $29 million for the purchase of ocean
transportation-related assets, and $11 million related to agricultural operations. The $91 million reported in Capital Expenditures on the Condensed Consolidated
Statement of Cash Flows for 2008 excludes $23 million of tax-deferred purchases since the Company did not actually take control of the cash during the
exchange period. The 2007 expenditures included $51 million for the purchase of ocean transportation-related assets, $8 million for real estate related
acquisitions, development and property improvements,
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and $13 million related to agricultural operations. The $72 million reported in Capital Expenditures on the Condensed Consolidated Statement of Cash Flows for
2007 excludes $12 million of tax-deferred purchases since the Company did not actually take control of the cash during the exchange period.
 

Cash Flows used in Financing Activities were $69 million for the first nine months of 2008, compared with $7 million used in the first nine months of
2007. The $62 million increase in cash flows used in Financing Activities was principally due to share repurchases totaling approximately $50 million compared
with $12 million for the first nine months of 2007. In addition net debt proceeds were $17 million in the first nine months of 2008 compared with $33 million in
2007.
 

The Company believes that funds generated from results of operations, available cash and cash equivalents, and available borrowings under credit
facilities will be sufficient to finance the Company’s business requirements for the next fiscal year, including working capital, capital expenditures, dividends, and
potential acquisitions and stock repurchases. There can be no assurance, however, that the Company will continue to generate cash flows at or above current
levels or that it will be able to maintain its ability to borrow under its available credit facilities.
 
Sources of Liquidity: In September 2008, the Company invested approximately $18.5 million in The Reserve’s Primary Fund (“Fund”). On September 16, 2008,
The Reserve froze all redemptions from the Fund due to a high level of redemption requests and announced that the net asset value (“NAV”) per share in the Fund
had fallen below $1.00 due to losses on certain underlying assets. Additionally, due to the high volume of redemption requests, The Reserve requested, and was
granted, an Order by the Securities and Exchange Commission (“SEC”) to suspend all rights of redemption from the Fund until a plan of liquidation could be
determined. As a result of this Order, the Company has not yet been able to gain access to its funds. Accordingly, the Company’s $17.6 million investment in the
Fund was reclassified to Prepaid Expenses and Other Assets, net of an accrued $0.9 million loss on its investment, which reflects an estimated decline in NAV to
$0.95 per share in the Fund. The actual loss has yet to be determined by The Reserve.
 

The SEC’s Order granting a suspension on redemptions did not have a material effect on the Company’s liquidity position. The Company has various
revolving credit and term facilities that provide additional sources of liquidity for working capital requirements or investment opportunities on a short-term as
well as longer-term basis. As of September 30, 2008, available borrowings under these facilities totaled $374 million. The Company regularly assesses the
strength and liquidity of its lenders and has confidence in its ability to access these funds as needed.
 

Additionally, funds generated by operating activities continue to be the Company’s primary source of liquidity. These sources of liquidity for the
Company consisted of cash and cash equivalents, receivables, and sugar and coffee inventories that totaled $238 million at September 30, 2008, an increase of
$27 million from December 31, 2007. The increase was due primarily to $31 million of higher receivable balances and $3 million in higher sugar and coffee
inventory balances, partially offset by lower cash balances of $7 million.
 
Balance Sheet: Working capital was $77 million at September 30, 2008, a decrease of $22 million from the balance at the end of 2007. The decrease in working
capital was due primarily to the sale of Keola La’i units that were classified as Real estate held-for-sale, and the subsequent use of a portion of the
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proceeds for other-than-working-capital purposes. This decrease in working capital was partially offset by an increase in receivables, in part due to receivables
related to the PACAM acquisition.
 

Cash and cash equivalents totaled $10 million at the end of the third quarter compared with $17 million at the beginning of the year. The lower cash
balance is due principally to dividends paid, capital expenditures, contributions to joint venture investments, and repurchases of stock, partially offset by cash
from operations and debt borrowings.
 

Other assets increased by $76 million, principally due to a $42 million increase in 1031 proceeds from property sales held in escrow, as well as a $34
million increase related to deferred dry-docking costs and intangible assets acquired through the purchase of PACAM.
 

Long-term debt, including current portion, totaled $526 million at September 30, 2008 compared with a balance of $509 million at December 31, 2007.
The proceeds from debt were used for share repurchases, working capital, and capital expenditures.
 
Tax-Deferred Real Estate Exchanges: Sales – During the third quarter of 2008, $68 million of proceeds from the sales of Boardwalk Shopping Center, Marina
Shores Shopping Center, a 3.9-acre vacant commercial property on Maui, and a 30.5-acre vacant parcel on Maui qualified for potential tax-deferral treatment
under Internal Revenue Code Section 1031. During the first nine months of 2008, $82 million of proceeds, including the $68 million referenced for the quarter,
from two mainland retail centers, the sale of a leased parcel, a multi-tenant residential rental property, a vacant commercial property, and three non-core land
holdings on Maui qualified for potential tax-deferral treatment under the Internal Revenue Code Section 1031.
 

Purchases – During the third quarter of 2008, approximately $18 million of tax-deferred funds were utilized to purchase the Republic Distribution
Center, a 313,000 square-foot logistics warehouse in Texas. During the first half of 2008, the Company utilized $5 million in proceeds from tax-deferred sales and
$10 million of Section 1033 tax-deferred condemnation funds to purchase a 1.0 million square-foot, two-building industrial facility in Savannah, Georgia for a
purchase price of $48 million. An additional $15 million of the purchase price was funded with tax-deferred proceeds from the sale of Boardwalk Shopping
Center, which was sold in the third quarter (through a reverse 1031 exchange)
 

The proceeds from 1031 tax-deferred sales are held in escrow pending future use to purchase new real estate assets. The proceeds from 1033
condemnations are held by the Company until the funds are redeployed. As of September 30, 2008, there were approximately $48 million in proceeds from tax-
deferred sales that had not been reinvested.
 

The funds related to 1031 transactions are not included in cash flows from investing activities in the Condensed Consolidated Statement of Cash Flows
but are disclosed as non-cash activities. For “reverse 1031” transactions, the Company purchases a property in anticipation of receiving funds from a future
property sale. Funds used for reverse 1031 purchases are included as capital expenditures on the Condensed Consolidated Statement of Cash Flows and the
related sales of property, for which the proceeds are linked, are included as property sales in the Statement.
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Commitments, Contingencies and Off-balance Sheet Arrangements: In response to the petitions filed in 2001 to amend the interim instream flow standards
(“IIFS”) in 27 East Maui streams, on September 25, 2008, the Commission on Water Resource Management of the State of Hawaii (the “Water Commission”)
took action on eight of the petitions, resulting in some quantity of water being returned to the streams rather than being utilized for irrigation purposes. Over an
interim period, which is expected to last at least a year, the Commission will monitor the results of the implementation of the IIFS for the eight streams, and will
attempt to further the establishment of IIFS for the remaining 19 East Maui streams. The Company, at this time, is unable to determine the extent to which the
Water Commission’s action on all 27 streams will have a material adverse effect on the Company’s sugar-growing operations.
 

In connection with the complaint filed by the Shipbuilders Council of America, Inc. and Pasha Hawaii Transport Lines LLC against the U.S. Department
of Homeland Security, the U.S. Coast Guard and the National Vessel Documentation Center, on September 30, 2008, the U.S. District Court judge entered a
preliminary order granting summary judgment to the plaintiffs. The District Court will issue an opinion setting forth the basis for the ruling and the relief to be
granted. The preliminary order may affect Matson’s right to operate its vessel Mokihana in the domestic trade. Matson does not agree with the decision and will
take appropriate action after the opinion is issued. The Company, at this time, is unable to predict the outcome of the lawsuit or the financial impact of the lawsuit.

 
As previously reported, the Company and Matson have been named as defendants in civil lawsuits purporting to be class actions alleging violations of

the antitrust laws and seeking treble damages and injunctive relief. The Company is aware of 24 such lawsuits that have been filed. On August 13, 2008 and
September 10, 2008, all such civil lawsuits were transferred (one of which was transferred conditionally) and consolidated into a consolidated civil lawsuit in the
Western District of Washington in Seattle purporting to be a class action. Another domestic shipping carrier operating in the Hawaii and Guam trades, Horizon
Lines, Inc., also has been named as a defendant in the consolidated civil lawsuit. The Company and Matson will vigorously defend themselves in this lawsuit. The
Company, at this time, is unable to predict the outcome of the lawsuit or the financial impact, if any, of this lawsuit.
 

There have been no material developments in the previously reported investigation by the Department of Justice into the competitive practices of
carriers operating in the domestic trades. Matson has fully cooperated, and will continue to fully cooperate, with the Department of Justice.

 
A description of other commitments, contingencies, and off-balance sheet arrangements at September 30, 2008 is described in Note 3 to the condensed

consolidated financial statements of Item 1 in this Form 10-Q.
 
BUSINESS OUTLOOK
 

The Company operates in multiple industries in domestic and international markets, and its operations are increasingly impacted by regional, national
and international economic and market trends. Additionally, a majority of the Company’s operations are centered in Hawaii and the Company’s performance is
therefore directly influenced by the fundamentals of the Hawaii economy, which have rapidly and adversely changed due to a number of factors, including trends
that have paralleled
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contraction in the U.S. Mainland economy: a loss of consumer confidence which has multiple manifestations, including significantly lower occupancy levels at
hotels, reduced air travel to and from the State, greatly reduced consumer demand for automobiles, home furnishings, and other “big-ticket” discretionary items,
and great market uncertainty in the housing sector stemming from tightening credit capacity and a decline in home values. Additionally, sustained and near
historic high prices for fuel have served to greatly reduce general economic activity. The above factors have had, and may continue to have, an adverse impact on
the Company’s operations, most notably in shipping volume levels to Hawaii and in residential real estate sales in Hawaii.
 

Starting in mid-2007, in advance of and in anticipation of the above trends, the Company inaugurated a series of company-wide cost containment and
revenue optimization initiatives designed to preserve operating margins and cash flow and sustain earnings momentum. Many of these had positive impacts on
2007 earnings and to the Company’s earnings and operations year to date. Some examples of these efforts include: management salary freezes, headcount freezes
and fleet redeployment initiatives.
 

In addition to these proactive, defensive measures, the Company’s short-term and long-term strategic intent is to grow its asset base, earnings streams
and cash flow generation prospects by leveraging its core competencies. The Company continues to seek higher-return investments in real estate leasing assets
and development projects, and expansion of Matson Integrated Logistics (“MIL”) into new service lines and geographies through acquisitions and expansion of
third-party logistics services.
 
Transportation: Matson’s financial performance in the Hawaii service is directly impacted by the strength of Hawaii’s economy, which has been increasingly
affected by the factors cited above. Recent periods have shown acceleration in volume declines. The Company therefore continues to expect that its container
volumes in Hawaii for the balance of 2008 will be lower than prior year levels.
 

The Company’s stevedoring joint venture, SSAT, which operates terminals on the U.S. West Coast, has been, and will continue to be, negatively
impacted by a reduction in import volumes from Asia.
 

Both the ocean shipping and stevedoring businesses are high fixed-cost operations and volume contraction can impact earnings disproportionately.
Future performance will be a function of how well the Company and its joint venture partner manage expenses through cost-containment and cost-cutting
measures. In the first nine months of the year, the Company was able to offset a portion of the volume-related earnings impact in its Hawaii trade lane through
improved yields and better cargo mix, and by capturing efficiencies in its fleet deployment. However, further reductions in fleet capacity are not likely to be
possible, thereby making it more difficult to offset further volume declines in the trade.
 

Performance of the Company’s China service continues to be positive, and the Company realized gains in the rate structure of this highly-regarded
service as annual contracts were renewed in May and June. The Company also implemented a fuel recovery mechanism during this contract cycle, as either a
percentage of the base rate or as an adjustable fuel charge, which partially mitigated the impact of escalating fuel cost levels. China volumes were negatively
impacted in the third quarter by a general softening of import trade volume and modest competitive pressures, but expectations are for relatively full capacity
utilization for the balance of the year.
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Matson Integrated Logistics has felt the impact of industry-wide volume contraction, which has negatively affected earnings year to date. Given the

economic trends cited above, MIL expects volume challenges for the balance of the year. MIL is pursuing new business opportunities and, in the most recent
quarter, through its MGDS subsidiary, acquired a regional warehousing and distribution company in the Bay Area of California. The Company expects that this
acquisition will provide a platform for growth at MIL, and expects to pursue other acquisitions of regional logistics providers, though timing is unpredictable.
Additionally, MGDS executed a multi-year contract with a major toy manufacturer at the Company’s Savannah, Georgia facility earlier in the year, which
provides earnings momentum that furthers MIL’s progress toward its goal of becoming a full-service, third-party logistics company.
 
Real Estate: Strong year-to-date results for the real estate sales segment are principally attributable to the success of the Company’s Keola La’i residential
development and to its sale of commercial property holdings in line with the Company’s expressed strategic goal to realize the embedded value of these
commercial assets as they reach full potential. At the same time, the Company expects that Hawaii residential real estate markets will continue to soften and will
impact sales and closing velocity at on-going developments. In short, the Company has very modest expectations of residential unit sales for the balance of the
year.
 

As a result of the softening real estate environment and dramatic changes to the financial markets, the Company is evaluating the feasibility and capital
structure of each of its development projects, including joint venture projects. Action to be taken could include adjustments to the timing and scope of project
starts and capital spending, the scaling back or deferral of project infrastructure and amenities to better match slower sales velocity, a reduction in overhead and
marketing expenses, and modifications to joint venture agreements.
 

Commercial real estate markets nationwide have been affected, starting from late 2007, by capital market shifts and moderation in occupancy and
tenancy strength, which impacted the performance of the Company’s commercial real estate portfolio in the third quarter of 2008. Despite the general market
conditions, the Company’s portfolio occupancy has been sustained at exceptionally high levels (98 and 95 percent in Hawaii and at its U.S. Mainland holdings,
respectively) due to its strong asset, tenant and geographic diversification. However, the Company does expect further slackening in tenant demand for space,
particularly in its office and retail properties. As a result, the Company expects that occupancy levels, and therefore financial performance, will be impacted by
ongoing deterioration in market conditions throughout the U.S.
 

In addition to development sales, the Company regularly makes dispositions of properties from its commercial portfolio. This allows the Company to
capture embedded value created by its property and asset management efforts and provides investment capital for redeployment in assets having higher
appreciation potential through efficient, tax-deferred 1031 exchanges. In 2008, the Company has sold a number of commercial properties and expects to sell more
of these assets, but notes that the number of dispositions and the prices at which these dispositions materialize could be impacted by the factors cited above.
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Agribusiness: The Company’s Agribusiness operations consist of sugar and coffee operations, both of which have power generation capability, trucking service
companies and related business service companies.
 

At the Company’s Hawaiian Commercial & Sugar Company (“HC&S”) operations, production levels have been adversely impacted by extraordinarily
dry weather, resulting in a reduction in forecasted production for the year. As a result, HC&S posted a loss in the third quarter and expects an additional loss in the
fourth quarter. In response to the disappointing results, HC&S has implemented a comprehensive set of operational enhancements, but, due to the two-year cycle
of the sugar crop, the full benefits will not be realized for some time. While the sugar operation generates meaningful financial benefits that accrue to Matson and
the Company’s other operating businesses, as well as the Maui community, the Company recognizes that losses on this scale are not sustainable and that further
action must be taken to improve the financial performance of the operation.
 

An important component of the Company’s agribusiness operations is the production and sale of electrical power. In 2008, fuel prices increased
significantly from 2007 levels, although decreases have occurred in recent periods. Higher fuel costs result in higher prices (“avoided energy cost”) the
Company’s Agribusiness units receive for electricity they sell to their power customers, and, therefore, the Company’s electricity production serves as a partial
hedge against the impact of rising fuel costs in the operations of the other components of the Agribusiness segment.   In the third quarter of 2008, HC&S was
notified that the Hawaii Public Utilities Commission (“PUC”) had issued a decision that provides for a new methodology of calculating avoided energy costs,
which resulted in a reduction in the avoided energy cost payable to energy producers, beginning in August 2008.  The decision affects the Company's power sales
on Maui, but not on Kauai.  If no changes were to occur to the decision or the terms of HC&S's power sales contract with Maui Electric Company ("MECO"), this
decision could result in an approximately $6 million annual reduction in HC&S's power revenue and profitability. The Company is currently evaluating its
options for challenging the PUC’s decision or negotiating a new power contract with MECO, and the final outcome of these actions cannot yet be determined.

 
In addition to the economic and market information presented above, there are two primary sources of periodic economic forecasts for the state of

Hawaii; the University of Hawaii Economic Research Organization (UHERO) and the State’s Department of Business, Economic Development & Tourism
(DBEDT).
 
OTHER MATTERS
 
Dividends: On April 23, 2008, the Company’s Board of Directors authorized a 9 percent increase in the quarterly dividend from $0.29 per share to $0.315 per
share, effective in the second quarter of 2008. On June 26, 2008, the Company’s Board of Directors announced a third-quarter 2008 dividend of $0.315 per share,
payable on September 4, 2008 to shareholders of record as of the close of business on August 7, 2008.
 
Significant Accounting Policies: The Company’s significant accounting policies are described in Note 1 of the consolidated financial statements included in
Item 8 of the Company’s 2007 Form 10-K.
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Critical Accounting Estimates: The preparation of financial statements in conformity with accounting principles generally accepted in the United States of
America, upon which the Management’s Discussion and Analysis is based, requires that management exercise judgment when making estimates and assumptions
about future events that may affect the amounts reported in the financial statements and accompanying notes. Future events and their effects cannot be determined
with absolute certainty and actual results will, inevitably, differ from those critical accounting estimates. These differences could be material. The most significant
accounting estimates inherent in the preparation of A&B’s financial statements were described in Item 7 of the Company’s 2007 Form 10-K.
 
Officer and Management Changes: The following management changes occurred between July 1, 2008 and October 15, 2008.
 

Stanley M. Kuriyama was promoted to president, Alexander & Baldwin, Inc. effective October 1, 2008. Mr. Kuriyama was most recently president and
chief executive officer of the A&B Land Group and chief executive officer and vice chairman of A&B Properties, Inc. W. Allen Doane remains
chairman and chief executive officer of Alexander & Baldwin, Inc.
 
James S. Andrasick was appointed chairman, Matson Navigation Company, Inc. effective October 1, 2008. Mr. Andrasick was most recently president
and chief executive officer of Matson Navigation Company, Inc.
 
Matthew J. Cox was promoted to president, Matson Navigation Company, Inc. effective October 1, 2008. Mr. Cox was most recently executive vice
president and chief operating officer of Matson Navigation Company, Inc.
 
Robert K. Sasaki was appointed vice chairman of A&B Properties, Inc. effective October 1, 2008. Mr. Sasaki was most recently president of A&B
Properties, Inc.
 
Norbert M. Buelsing was promoted to president, A&B Properties, Inc. effective October 1, 2008. Mr. Buelsing was most recently executive vice
president of A&B Properties, Inc.
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ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK
 
Information concerning market risk is incorporated herein by reference to Item 7A of the Company’s Form 10-K for the fiscal year ended December 31, 2007.
There has been no material change in the quantitative and qualitative disclosure about market risk since December 31, 2007.
 
ITEM 4. CONTROLS AND PROCEDURES
 
 (a) Disclosure Controls and Procedures. The Company’s management, with the participation of the Company’s Chief Executive Officer and Chief

Financial Officer, has evaluated the effectiveness of the Company’s disclosure controls and procedures (as such term is defined in Rules 13a-15(e) and
15d-15(e) under the Securities Exchange Act of 1934, as amended (the “Exchange Act”)) as of the end of the period covered by this report. Based on
such evaluation, the Company’s Chief Executive Officer and Chief Financial Officer have concluded that, as of the end of such period, the Company’s
disclosure controls and procedures are effective.

 
 (b) Internal Control Over Financial Reporting. There have not been any changes in the Company’s internal control over financial reporting (as such term

is defined in Rules 13a-15(f) and 15d-15(f) under the Exchange Act) during the fiscal quarter to which this report relates that have materially affected,
or are reasonably likely to materially affect, the Company’s internal control over financial reporting.
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PART II. OTHER INFORMATION
 
ITEM 1. LEGAL PROCEEDINGS
 
In response to the petitions filed in 2001 to amend the interim instream flow standards (“IIFS”) in 27 East Maui streams, on September 25, 2008, the Commission
on Water Resource Management of the State of Hawaii (the “Water Commission”) took action on eight of the petitions, resulting in some quantity of water being
returned to the streams rather than being utilized for irrigation purposes. Over an interim period, which is expected to last at least a year, the Commission will
monitor the results of the implementation of the IIFS for the eight streams, and will attempt to further the establishment of IIFS for the remaining 19 East Maui
streams. The Company, at this time, is unable to determine the extent to which the Water Commission’s action on all 27 streams will have a material adverse
effect on the Company’s sugar-growing operations.
 
In connection with the complaint filed by the Shipbuilders Council of America, Inc. and Pasha Hawaii Transport Lines LLC against the U.S. Department of
Homeland Security, the U.S. Coast Guard and the National Vessel Documentation Center, on September 30, 2008, the U.S. District Court judge entered a
preliminary order granting summary judgment to the plaintiffs. The District Court will issue an opinion setting forth the basis for the ruling and the relief to be
granted. The preliminary order may affect Matson’s right to operate its vessel Mokihana in the domestic trade. Matson does not agree with the decision and will
take appropriate action after the opinion is issued. The Company, at this time, is unable to predict the outcome of the lawsuit or the financial impact of the lawsuit.
 
As previously reported, the Company and Matson have been named as defendants in civil lawsuits purporting to be class actions alleging violations of the
antitrust laws and seeking treble damages and injunctive relief. The Company is aware of 24 such lawsuits that have been filed. On August 13, 2008 and
September 10, 2008, all such civil lawsuits were transferred (one of which was transferred conditionally) and consolidated into a consolidated civil lawsuit in the
Western District of Washington in Seattle purporting to be a class action. Another domestic shipping carrier operating in the Hawaii and Guam trades, Horizon
Lines, Inc., also has been named as a defendant in the consolidated civil lawsuit. The Company and Matson will vigorously defend themselves in this lawsuit. The
Company, at this time, is unable to predict the outcome of the lawsuit or the financial impact, if any, of this lawsuit.
 
There have been no material developments in the previously reported investigation by the Department of Justice into the competitive practices of carriers
operating in the domestic trades. Matson has fully cooperated, and will continue to fully cooperate, with the Department of Justice.
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ITEM 6. EXHIBITS
 
10.b.1.(lxvii)  Executive Transition Agreement, dated August 28, 2008, between James S. Andrasick and Matson Navigation Company, Inc.

31.1 Certification of Chief Executive Officer, as Adopted Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.
 
31.2 Certification of Chief Financial Officer, as Adopted Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.
 
32 Certification of Chief Executive Officer and Chief Financial Officer Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002.
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SIGNATURES
 

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the undersigned
thereunto duly authorized.
 
 

  ALEXANDER & BALDWIN, INC.
  (Registrant)
   
   
   
Date: October 24, 2008  /s/ Christopher J. Benjamin
  Christopher J. Benjamin
  Senior Vice President,
  Chief Financial Officer and Treasurer
   
   
   
Date: October 24, 2008  /s/ Paul K. Ito
  Paul K. Ito
  Vice President, Controller and
  Assistant Treasurer
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EXHIBIT 31.1
CERTIFICATION

 
I, W. Allen Doane, certify that:
 

 1. I have reviewed this quarterly report on Form 10-Q of Alexander & Baldwin, Inc.;
 
2.         Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the

statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;
 
3.         Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects

the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;
 
4.         The registrant's other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in

Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the
registrant and have:
 

(a)         Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our
supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this report is being prepared;
 

(b)         Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under
our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles;
 

(c)         Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our conclusions about the
effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and
 

(d)         Disclosed in this report any change in the registrant's internal control over financial reporting that occurred during the registrant's most
recent fiscal quarter (the registrant's fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect,
the registrant's internal control over financial reporting; and
 

5.         The registrant's other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to
the registrant's auditors and the audit committee of the registrant's board of directors (or persons performing the equivalent functions):
 

(a)         All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are
reasonably likely to adversely affect the registrant's ability to record, process, summarize and report financial information; and
 

(b)         Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant's internal
control over financial reporting.
 
 
 By /s/ W. Allen Doane

W. Allen Doane, Chairman and
Chief Executive Officer

Date: October 24, 2008
 
 



EXHIBIT 31.2
CERTIFICATION

 
I, Christopher J. Benjamin, certify that:
 

 1. I have reviewed this quarterly report on Form 10-Q of Alexander & Baldwin, Inc.;
 
2.         Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the

statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;
 
3.         Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects

the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;
 
4.         The registrant's other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in

Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the
registrant and have:
 

(a)         Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our
supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this report is being prepared;
 

(b)         Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under
our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles;
 

(c)         Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report our conclusions about the
effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and
 

(d)         Disclosed in this report any change in the registrant's internal control over financial reporting that occurred during the registrant's most
recent fiscal quarter (the registrant's fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect,
the registrant's internal control over financial reporting; and
 

5.         The registrant's other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to
the registrant's auditors and the audit committee of the registrant's board of directors (or persons performing the equivalent functions):
 

(a)         All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are
reasonably likely to adversely affect the registrant's ability to record, process, summarize and report financial information; and
 

(b)         Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant's internal
control over financial reporting.
 
 

By /s/ Christopher J. Benjamin
Christopher J. Benjamin, Senior Vice President,
Chief Financial Officer and Treasurer

Date: October 24, 2008
 
 



EXHIBIT 32
 

Certification of Chief Executive Officer and
Chief Financial Officer Pursuant to

18 U.S.C. Section 1350, As Adopted Pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002

 
In connection with the Quarterly Report on Form 10-Q of Alexander & Baldwin, Inc. (the "Company") for the quarterly period ended September 30, 2008, as
filed with the Securities and Exchange Commission on the date hereof (the "Report"), W. Allen Doane, as Chairman and Chief Executive Officer of the Company,
and Christopher J. Benjamin, as Senior Vice President, Chief Financial Officer and Treasurer of the Company, each hereby certifies, pursuant to 18 U.S.C.
Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that to their knowledge:
 

(1)The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and
 

(2)       The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company.
 
 
/s/ W. Allen Doane
Name: W. Allen Doane
Title: Chairman and Chief Executive Officer
Date: October 24, 2008
 
 
/s/ Christopher J. Benjamin
Name: Christopher J. Benjamin
Title: Senior Vice President, Chief Financial Officer and Treasurer
Date: October 24, 2008
 
 
 
 



EXECUTIVE TRANSITION AGREEMENT

This Executive Transition Agreement (this “Agreement”), dated as of August 28, 2008, is entered into by and between James S. Andrasick
(“Executive”), and Matson Navigation Company, Inc. (the “Company”) (collectively the “Parties”).

RECITALS

A.        Executive is currently employed by the Company in the capacity of President and Chief Executive Officer; and

B.        In connection with the Company’s succession plan, Executive has agreed to provide services as Executive Chairman for a period of one year,
commencing on the date hereof, following which he will retire from employment with the Company, in each case, on the terms and conditions set forth herein.

NOW THEREFORE, it is understood and agreed by and between the Parties hereto that in full, sufficient and complete consideration of the mutual
promises and covenants contained herein, Executive and the Company hereby agree as follows:

AGREEMENT

1.         Resignation. Executive hereby voluntarily resigns his positions as President and Chief Executive Officer of the Company, effective as of the
close of business (Pacific Time) on September 30, 2008 [Parties crossed out “August 31” and added and initialed “September 30.”] (the “Transition Date”), after
which Executive shall be employed by the Company solely as its Executive Chairman.

 2. Transition Period.

(a)       During the period beginning with the Transition Date, and ending on August 31, 2009, or such earlier date on which Executive’s
employment is terminated in accordance with terms hereof (this period is referred to as the “Transition Period,” and the last day of the period is referred to as the
“Retirement Date”), the Parties agree that Executive will continue to be employed by the Company as Executive Chairman.

(b)       As Executive Chairman, Executive shall have primary responsibility for Matson Integrated Logistics, Inc., the Company’s legal
department and the Company’s safety, quality and environmental department, as well as such additional responsibilities as the Board of Directors of the Company
(the “Board”) may reasonably request consistent with such position. During the Transition Period, Executive shall report directly to the Chairman and Chief
Executive Officer of Alexander & Baldwin, Inc. (“Parent”).

(c)       On the Retirement Date Executive shall voluntarily resign from all positions that Executive may hold as an employee, officer and/or
director of the Company or any of its subsidiaries or affiliates, including, but not limited to, his position as Executive Chairman.

 



(d)       During the Transition Period, Executive shall be permitted, with the consent of Parent’s Board of Directors (which consent shall not be
unreasonably withheld), to serve on the board of directors or other governing board or committees of any for profit or not for profit corporation or entity that does
not engage in the conduct of business competitive with that of the Company, Parent or any of their respective subsidiaries; provided, that such service does not
materially and adversely affect Executive’s ability to perform his duties for and on behalf of the Company hereunder and is not in violation of the Company’s or
Parent’s ethics codes, conflicts of interest policies and corporate governance guidelines in effect from time to time.

3.         Compensation. Subject to Executive’s continued compliance with the terms of this Agreement and Executive’s execution on the Transition Date
and non-revocation (pursuant to the terms thereof) of a Release of Claims in the form attached hereto as Exhibit A (which Release of Claims the Company agrees
to execute):

(a)       During the Transition Period, Executive shall be entitled to receive a base salary at a rate equal to his current base salary rate ($500,000
per year), subject to possible increase in 2009 in the sole discretion of the Compensation Committee of the Board of Directors of Parent (the “Compensation
Committee”). Executive’s base salary shall be payable in accordance with the Company’s customary practices applicable to its executive officers.

(b)       During the Transition Period, Executive shall continue to participate in the One-Year Performance Improvement Incentive Plan (“PIIP”)
on such terms and conditions as may be determined from time to time by the Compensation Committee in accordance with the terms and conditions of the PIIP.

(c)       During the Transition Period, Executive shall be entitled to receive an equity grant in 2009, the amount of which shall be equal to the
amount awarded to Executive in 2008 ($850,000), with the number of options and shares determined by the methodology approved by the Compensation
Committee.

(d)       During the Transition Period, the Company shall continue to provide Executive all life insurance, disability insurance, medical, dental,
vision and other employee benefit plans, perquisites (including tax and financial planning), programs and arrangements that may from time to time be made
available generally to other senior executives of the Company, all to the extent Executive is eligible under the terms of such plans, programs and arrangements.
Executive’s participation in such plans, programs and arrangements shall cease on the Retirement Date.

(e)       During the Transition Period, Executive shall be entitled to continue to participate in the Company’s 401(k)/profit sharing plan and
retirement and excess benefit plans in accordance with the terms and conditions thereof. Executive’s participation in such plans, programs and arrangements shall
cease on the Retirement Date.

Notwithstanding anything herein to the contrary, Executive’s position as Executive Chairman shall be deemed equivalent to his position as President and Chief
Executive Officer for purposes of determining the level of awards or benefits to be provided to Executive under the compensation plans and programs described
above.
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4.         Termination. Executive’s employment by the Company under this Agreement prior to August 31, 2009 may only be terminated: (i) by mutual
agreement of the Company and Executive, (ii) voluntarily by Executive by written notice to the Company, (iii) by the Company for misconduct by Executive or a
material breach by Executive of this Agreement, any other written agreement between the Company and Executive or any of the Company’s written policies or
procedures, which misconduct or breach, if curable, is not cured within a reasonable time after written notice by the Company stating the alleged breach, or
(iv) by reason of Executive’s death or disability. In the case of any termination of Executive’s employment pursuant to this paragraph 4, Executive’s entitlement to
full, partial or pro-rated compensation and other benefits under this Agreement, if any, shall be determined under the generally applicable policies and benefit
plans of the Company.

5.         Payment Of All Unpaid Wages and Accrued Vacation. On the Retirement Date, the Company shall pay Executive all unpaid wages and accrued
vacation pay through the Retirement Date.

 6. Cooperation.

(a)       During the Transition Period and following the termination of Executive’s employment with the Company, Executive agrees that upon
any reasonable request, Executive will fully cooperate with and assist the Company, Parent, their respective subsidiaries, and their respective legal counsel in
connection with any and all claims, disputes, negotiations, investigations, lawsuits, administrative proceedings or other disputes in which the Company or any of
its affiliates or other business relations are involved, so long as any such matter was in any manner related to Executive’s duties and activities conducted on behalf
of the Company or its subsidiaries or affiliates (for the avoidance of doubt, both during and prior to the Transition Period).

(b)       After the termination of Executive’s employment with the Company, the Company agrees to reimburse Executive for actual and
reasonable out of pocket expenses, including, but not limited to, travel and other necessary expenses, directly incurred in connection with any cooperation and/or
assistance rendered at the request of the Company pursuant to this paragraph 6, but not including lost compensation from other sources. Executive will be
compensated for his time under this paragraph 6(b) at an hourly rate as follows: (i) for services provided in connection with any litigation, administrative
proceedings or investigations, an hourly rate of $400 per hour, (ii) for services provided in connection with business-related matters or general consulting, an
hourly rate of $600 per hour.

7.         Full Disclosure To Company. Executive represents and hereby reaffirms that he has disclosed to the Company and/or Parent any information in
his possession concerning any conduct involving Executive, the Company, any of its subsidiaries or affiliates, or any of its current or former employees, that
Executive has any reason to believe may be unlawful or may violate Company policies in any material respect, except any information of which the Company is
aware or reasonably should be aware as of the date hereof.

8.         No Admission Of Liability Or Wrongdoing. This Agreement should in no way be construed as an admission of liability or wrongdoing by the
Company, or any of the other
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Company Releasees (as defined in Exhibit A hereto), or an admission or acknowledgement that Executive has any rights whatsoever against the Company or any
of the other Company Releasees, except as specifically provided herein. The Company specifically disclaims any liability to or wrongful acts against Executive.

9.         No Other Claims Or Lawsuits. Executive represents that, as of the date of this Agreement, he has not filed any complaint, charge, claim or
lawsuit against the Company or any of the other Company Releasees, and he further agrees that he will not file any complaint, charge, claim or lawsuit against the
Company or any of the other Company Releasees at any time hereafter, for any act or event occurring up to the Transition Date. Executive further represents that
he is unaware of any complaint, charge, claim or lawsuit that has been filed against the Company or any of the other Company Releasees with respect to
Executive’s employment by the Company. Executive agrees that he will not voluntarily assist any other person in bringing or pursuing, or preparing to bring or
pursue, any complaint, charge, claim or lawsuit against the Company or any of the other Company Releasees, except as may be specifically required pursuant to a
subpoena or to the extent compelled to do so by law.

10.       Dispute Resolution. If any dispute concerning interpretation, application or enforcement of this Agreement arises which cannot be resolved by
mutual discussion between the Company and Executive, then each of the Parties agrees to submit such dispute to confidential, final and binding arbitration
conducted before a single arbitrator with the Judicial Arbitration and Mediation Services (“JAMS”) or such other arbitration service the Company and Executive
agree upon. The Parties acknowledge that by agreeing to this arbitration procedure, each waives the right to resolve any such dispute through a trial by judge, jury
or administrative proceeding. The Company will be responsible for paying any filing fees and costs associated with the arbitration proceeding itself (for example,
arbitrator’s fees, conference room, transcripts), but not the cost of any attorneys or experts hired by Executive. The Company and Executive agree that the rules of
JAMS governing employments disputes shall be used in any such arbitration, and this promise to arbitrate covers any dispute arising out of or relating to this
Agreement, the Release of Claims, Executive’s employment with the Company or the termination thereof and any claims or disputes concerning the validity,
interpretation, effect or violation of this Agreement. The arbitrator, and not a court, shall be authorized to determine whether provisions of this paragraph 10 apply
to a dispute, controversy or claim sought to be resolved in accordance with this arbitration procedure, and the arbitrator shall issue a written arbitration decision
which includes the essential findings and conclusions and a statement of the award. Nothing in this paragraph 10 shall prevent either the Company or Executive
from seeking injunctive relief in court to prevent irreparable harm pending the conclusion of any such arbitration, in accordance with applicable law. The
arbitration shall be conducted in the San Francisco, California, unless otherwise mutually agreed.

11.       Indemnification. During the Transition Period and thereafter, the Company shall provide to Executive the same defense, indemnification and
contribution rights and benefits with respect to third party claims as it provides generally to its current directors and executive officers. During the Transition
Period, the Company shall cover Executive under its directors and officers liability insurance policy and other liability policies, if any, in the same amount and to
the same extent, if any, as the Company covers its other officers and directors during any such period of time. Executive’s rights under any such policy following
the Retirement Date shall be
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the same as those provided generally to other former directors and executive officers of the Company.

12.       Binding Effect. The Parties acknowledge that this Agreement embodies the terms of a settlement arrived at through negotiation between the
Parties, and that both Parties had an opportunity to review this Agreement with and involve counsel of their respective choosing. As such, the language of all
parts of this Agreement shall in all cases be construed as a whole, according to its fair meaning, and not strictly for or against either of the Parties.

13.       Binding On Parties and Representatives. This Agreement shall be binding upon Executive, and upon his spouse, heirs, administrators,
representatives, executors, successors and assigns, and shall inure to the benefit of the Company and to the Company Releasees, and each of them, and to their
respective administrators, representatives, executors, successors and assigns.

14.       Governing Law. This Agreement is made and entered into in the State of California, and shall in all respects be interpreted, enforced and
governed under the laws of the State of California.

15.       Entire Agreement. This Agreement sets forth the entire agreement between the Parties hereto and expressly supersedes any and all prior
agreements or understandings between the Parties hereto pertaining to any of the subjects addressed herein.

16.       Amendments. This Agreement can be amended, modified or terminated only by a writing executed by both Executive and an authorized
representative of the Company.

17.       Voluntary Execution. This Agreement is executed voluntarily by each party without duress or influence on the part of the other party or any third
person.

18.       Attorneys’ Fees and Costs. The Parties understand that each party is responsible for bearing his or its own costs and attorneys’ fees incurred in
connection with the preparation of this Agreement.

19.       Invalid Provisions. If any provision of this Agreement is determined to be invalid or unenforceable, all of the other provisions shall remain valid
and enforceable notwithstanding.

20.       Counterparts and Facsimile. This Agreement may be executed in counterparts, and each counterpart shall have the same force and effect as an
original and shall constitute an effective, binding agreement on the part of each of the undersigned Parties. The Parties agree that this Agreement may be executed
using facsimile signatures and that such signatures shall be deemed to be as valid as original signatures.

21.       No Reliance On Company Representations. Executive represents and acknowledges that in executing this Agreement, he does not rely and has
not relied upon any representation or statement not set forth herein made by any of the Company Releasees or by any of the Company Releasees’ agents,
representatives or attorneys with regard to the subject matter, basis or effect of this Agreement or otherwise.
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22.       Section 409A. The intent of the Parties is that payments and benefits under this Agreement comply with Section 409A of the Internal Revenue
Code of 1986, as amended and the regulations and other guidance promulgated thereunder and, accordingly, to the maximum extent permitted, this Agreement
shall be interpreted to be in compliance therewith.

PLEASE READ CAREFULLY. THIS EXECUTIVE TRANSITION AGREEMENT INCLUDES A RELEASE OF ALL KNOWN OR UNKNOWN
CLAIMS. THE PARTIES HAVE READ THIS RELEASE, UNDERSTAND AND ACCEPT EACH OF ITS TERMS, AND AGREE TO BE FULLY BOUND
HEREUNDER.

 
 

Dated: August 28, 2008 By /s/ James S. Andrasick
               James S. Andrasick

 

Dated: August 28, 2008 Matson Navigation Company, Inc.

 
By /s/ W. Allen Doane
               [Name] W. Allen Doane
               [Title] Chairman of the Board

 
 

Dated: August 28, 2008 Matson Navigation Company, Inc.

 
By /s/ Alyson J. Nakamura
               [Name] Alyson J. Nakamura
               [Title] Secretary
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Exhibit A
Release of Claims

Reference is made to that certain Executive Transition Agreement (this “Executive Transition Agreement”), dated as of August 28, 2008, by and
between James S. Andrasick (“Executive”), and Matson Navigation Company, Inc. (the “Company”), to which this Release of Claims was attached as an exhibit.

1. Release of Claims by Executive

In exchange for the consideration referred to in paragraph 3 of the Executive Transition Agreement, to which Executive would not otherwise be entitled,
and the Company’s execution of this Release of Claims, Executive, on behalf of himself, his spouse, heirs, agents, assigns and representatives, hereby irrevocably
and unconditionally releases, acquits, holds harmless and forever discharges the Company, and/or any of its parents, subsidiaries, affiliates, predecessors,
successors and assigns, as well as the Company’s or Parent’s current and former directors, officers, employees, partners, investors, shareholders, agents,
representatives, attorneys and all persons acting by, through, under or in concert with any of them (collectively the “Company Releasees”), to the full extent
permitted by law, of and from any and all claims, liabilities, demands, causes of action, costs, expenses, attorneys’ fees, damages, indemnities, and obligations of
every kind and nature in law, equity or otherwise, known or unknown, suspected or unsuspected, disclosed or undisclosed, arising out of or in any way relating to
Executive’s employment with the Company and/or Alexander & Baldwin, Inc. (“Parent”) and/or any of their respective subsidiaries, or any other matter or event
occurring up to the date hereof, including without limitation, any matter or event which affected or could have affected Executive’s decision to enter into the
Executive Transition Agreement. Notwithstanding any other provision of this Release of Claims, or of the Executive Transition Agreement, Executive is not
releasing, and this Release of Claims shall not apply to: (i) any claim that Executive may have for defense, indemnification or contribution from any Company
Releasee for liabilities to, or claims by, any third party under any provision of the Articles of Incorporation or Bylaws of the Company, under any insurance policy
or established policies of Company, pursuant to a written agreement, if any, expressly providing for such indemnity between Executive and the Company, or
under any provision of applicable law, including, without limitation, the California Corporations Code, or (ii) any claim for material breach of the Executive
Transition Agreement or this Release of Claims.

Without limiting the generality of the foregoing, Executive releases Company Releasees from any and all claims and disputes arising out of any state,
municipal or federal statute, ordinance, regulation, order or common law, including without limitation: claims for wrongful termination based on public policy;
claims under the Employee Retirement Income Security Act of 1974, as amended; claims for violation of the California Labor Code or the federal Fair Labor
Standards Act, including, without limitation, any wage and hour claims, claims for overtime pay and claims for back pay and penalties; claims for discrimination
or harassment under Title VII of the Civil Rights Act of 1964, as amended, the Civil Rights Act of 1991, the Age Discrimination in Employment Act, the
Americans with Disabilities Act, and the California Fair Employment and Housing Act; claims under the Older Workers’ Benefit Protection Act, the federal
Workers’ Adjustment and Retraining Notification Act, the federal Sarbanes-Oxley Act, the Family

 



Medical Leave Act, and California Family Rights Act (or any state law similar or equivalent to any of the foregoing); and any and all other claims whatsoever
based on contract, quasi-contract, implied contract or tort, including without limitation, defamation, libel, slander, invasion of privacy, interference with business
opportunity or with contract, or infliction of emotional distress; claims for breach of the implied covenant of good faith and fair dealing, conspiracy, negligence or
negligent misrepresentation; or any claim for bonus or severance pay. This Release of Claims extends to any current or former Company and/or Parent officer,
director, employee, investor, consultant, agent and attorney, whether or not acting in his or her representative, individual or any other capacity; however, this
Release does not extend to claims which cannot, as a matter of law, be waived.

Executive expressly waives and relinquishes all rights and benefits afforded by Section 1542 of the California Civil Code, and in so doing understand
and acknowledge the significance and consequences of such specific waiver of Section 1542. Section 1542 provides as follows:

Section 1542. A MUTUAL RELEASE DOES NOT EXTEND TO CLAIMS WHICH THE CREDITOR DOES NOT KNOW OR SUSPECT TO EXIST
IN HIS OR HER FAVOR AT THE TIME OF EXECUTING THE RELEASE, WHICH IF KNOWN BY HIM/HER, MUST HAVE MATERIALLY AFFECTED
HIS/HER SETTLEMENT WITH THE DEBTOR.

Executive understands that in accordance with the terms of the Older Workers’ Benefits Protection Act, he has been advised to review this Release of
Claims with counsel of his choice, and that he has twenty-one (21) days within which to consider this Agreement before signing it, although he is not required to
wait twenty-one (21) days before signing this Release of Claims. Executive further understands that he has seven (7) days after signing this Release of Claims
within which to revoke it. This Agreement shall be effective on the eighth (8th) day following Executive’s signature, assuming he elects not to revoke the
Agreement. In the event Executive elects to revoke this Agreement, he must do so by sending written notice of revocation to Son-Jai Paik, Vice President, Human
Resources, Alexander & Baldwin, Inc., 822 Bishop Street, Honolulu, HI 96813.

2. Release of Claims by the Company

In exchange for Executive’s execution of this Release of Claims, and in reliance on Executive’s representation in paragraph 7 of the Executive Transition
Agreement, the Company, on behalf of itself and Parent, hereby irrevocably and unconditionally releases, acquits, holds harmless and forever discharges
Executive, and/or any of his spouse, heirs, agents, assigns and representatives (collectively the “Executive Releasees”), to the full extent permitted by law, of and
from any and all claims, liabilities, demands, causes of action, costs, expenses, attorneys’ fees, damages, indemnities, and obligations of every kind and nature in
law, equity or otherwise, known or unknown, suspected or unsuspected, disclosed or undisclosed, arising out of or in any way relating to Executive’s employment
with the Company and/or Parent and/or any of their respective subsidiaries, or any other matter or event occurring up to the date hereof, excepting only any right
of any the Company arising by reason of Executive (i) having materially breached the Executive Transition Agreement (including, without limitation, paragraph 7
thereof) and/or this Release of Claims, (ii) having committed a crime or an act or omission to act which constitutes fraud or willful misconduct, or (iii) having
committed any act or omission to act

 



which constitutes material self-dealing or a material breach of Executive’s confidentiality obligations to Company. In the event Executive has materially breached
the Executive Transition Agreement or this Release of Claims or has committed a crime or an act or omission to act which constitutes fraud, willful misconduct,
material self-dealing or a material breach of Executive’s confidentiality obligations to Company, the Company’s Release of Claims under this paragraph 2 shall be
null and void as to the matters in question.

The Company expressly waives and relinquishes all rights and benefits afforded by Section 1542 of the California Civil Code, and in so doing
understand and acknowledge the significance and consequences of such specific waiver of Section 1542. Section 1542 provides as follows:

Section 1542. A MUTUAL RELEASE DOES NOT EXTEND TO CLAIMS WHICH THE CREDITOR DOES NOT KNOW OR SUSPECT TO EXIST
IN HIS OR HER FAVOR AT THE TIME OF EXECUTING THE RELEASE, WHICH IF KNOWN BY HIM/HER, MUST HAVE MATERIALLY AFFECTED
HIS/HER SETTLEMENT WITH THE DEBTOR.

PLEASE READ CAREFULLY. THIS RELEASE OF CLAIMS INCLUDES A RELEASE OF ALL KNOWN OR UNKNOWN CLAIMS. THE
PARTIES HAVE READ THIS RELEASE, UNDERSTAND AND ACCEPT EACH OF ITS TERMS, AND AGREE TO BE FULLY BOUND HEREUNDER.

 
 

Dated: August 28, 2008 By /s/ James S. Andrasick
               James S. Andrasick

 

Dated: August 28, 2008 Matson Navigation Company, Inc.

 
By /s/ W. Allen Doane
               [Name] W. Allen Doane
               [Title] Chairman of the Board

 
 

Dated: August 28, 2008 Matson Navigation Company, Inc.

 
By /s/ Alyson J. Nakamura
               [Name] Alyson J. Nakamura
               [Title] Secretary

 
 
 


