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MASTER’S REPORT REGARDING SPECIAL PURPOSE
——ZRUSTEES' REPQRT FILED APRIL 27, 1999
Comes now COLBERT M. MATSUMOTO, duly appointed Master

for the 109% 1107, and 111% Annual Accounts of HENRY HAALILIO
PETERS, OSWALD KOFOAD STENDER, RICHARD SUNG HUNG WONG, MARION MAE
LOKELANI LINDSEY and GERARD AULAMA JERVIS, TRUSTEES UNDER THE
WILL AND OF THE ESTATE OF BERNICE PAUAHI BISHOP, DECEASED
(hereinafter the "Incumbent Trustees") and hereby submits this
report and makes the findings sat forth therein regarding the
Special Purpose Trustees’ Report filed herein on April 27, 1999,
regarding the pending IRS Audit of the Trust Estate and its

subsidiaries.



I. EROCEDURAL HISTORY
On November 17, 1997, the Master's Report on the One

Hundred Ninth Annual Account of the Trustees ("109th Master's
Report") first disclosed to the Court the pendency of the IRS
Audit of the Trust Estate. Your Master reported that

The information sought pursuant to the audit is
quite extensive and overlaps a number of areas of
inquiry in connection with the annual account. Despite
the potential significance of that inquiry, your Master
has not had an opportunity to cbtain adequate
information regarding its nature and scope.

The Masgter’s Consolidated Report on the 109" 110%
and 111** Annual Accounts of the Trustees filed herein on
August 7, 1998 “"Master's Consolidated Report”) again reported
that the IRS was conducting a wide-ranging audit of the Trust
Estate. The IRS Audit was described as covering activities of
the Trust Estate and Incumbent Trustees during the three fiscal
years being reviewed.

The Master’s Consolidated Report cautioned that based
upon issues raised by the Information Document Requests ("IDRs")
relating to individual Incumbent Trustees, their conduct might
become subjects of the audit. As such, negotiations between the
IRS and the Trust Estate through the Incumbent Trustees might
involve situations of conflicting interests which might
necessitate Court intervention to ensure that such conflicts
would be dealt with appropriately and the interests of the Trust
Estate properly protected. Recommendation No. 18 of the Master’s
Consolidated Report therefore recommended that the Court issue

appropriate orders to the Incumbent Trustees



f// A stipulation regarding Recommendation No. 18 of the
Master’s Consolidated Report could not be reached among the
Incumbent Trustees, the Attorney General and your Master.
Consequently, after a hearing held on October 2, 1998, the Couyr

Consclidated Report on the 109%, 110%, and 111% Annual Accounts
of the Trustees on October <l, 1598 ("Order Adopting

Recommendation No. 18*). Pursuant to that order, the Incumbent
Trustees were required to:

Provide the Master with timely confidential reports
regarding the status of the IRS Audit, including any
issue which may raise a potential conflict between the
interests of any Trustee pPerscnally and the interests
of the Trust Estate and any negotiations between the
Trustees and the IRS related o a resolution of issues
affecting the Trust Estate;

The Order Adopting Recommendation No. 18 further

‘equired that:

Should the overall resolution of issues between the
Trust Estate and the IRS include the proposed
resolution of any issue in which one or more Trusteas
may face a conflict of interest, the Trustees shall
neither negotiate nor enter into any Closing Agreement
Or other agreement relating to the Proposed resolution
without notice to, review by, and approval of this
Court pursuant to a proper petition in accordance with
HRS § 554A-5(b) or such other procedure as this Court
may order.

In the meantime, the Trust Estate had received a
mmunication from the Internal Revenue Service on October 1
98 which, in part, advised:

Because there is an apparent conflict between the
Lrustees’ individual interests and the duties of the
trustees with regpect to the examination of tha Righep



Estate, we [the IRS] have suspended communication with
the trustees and their agents and powers of attorney
with whom we have been dealing. We will resume
communications and the exchange of information upon
notification that the issue concerning the conflict of
interest has been resolved so that we know that the
persons with whom we are dealing are authorized to act
on behalf of the Estate in this matter.

See Exhibit XX to Master’s Second Supplemental Report on the One

Hundred Ninth, One Hundred Tenth, and One Hundred Eleventh Annual
Accounts of the Trustees (“Master’s Second Supplemental Report”).

Your Master therefore caused to be filed on November 2,
1998, the Master’s Second Supplemental Report and on November 13

1998, filed Amended Recommendation No. 22 to the Master’s Second



