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UNITED STATES SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-Q

(Mark One)

b QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE
SECURITIES EXCHANGE ACT OF 1934

For the quarterly period ended March 31, 2010
OR

0 TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE
SECURITIES EXCHANGE ACT OF 1934
For the transition period from to
Commission File No. 0-2989

COMMERCE BANCSHARES, INC.

(Exact name of registrant as specified in its charter)

Missouri 43-0889454
(State of Incorporation) (IRS Employer Identification No.)

1000 Walnut,
Kansas City, MO 64106
(Address of principal executive offices) (Zip Code)

(816) 234-2000
(Registrant s telephone number, including area code)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days.

Yesp Noo
Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if

any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T
(§ 232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required
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to submit and post such files).
Yeso Noo

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or a smaller reporting company. See the definitions of large accelerated filer, accelerated filer and smaller reporting
company in Rule 12b-2 of the Exchange Act. (Check one):
Large accelerated filer p Accelerated filer o Non-accelerated filer o Smaller reporting company o
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).

Yeso Nobp

As of April 30, 2010, the registrant had outstanding 83,465,264 shares of its $5 par value common stock, registrant s
only class of common stock.
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PART I: FINANCIAL INFORMATION
Item 1. FINANCIAL STATEMENTS
Commerce Bancshares, Inc. and Subsidiaries
CONSOLIDATED BALANCE SHEETS
March 31 December 31
2010 2009

(Unaudited)
(In thousands)

ASSETS

Loans $ 9,834,540 $ 10,145,324

Allowance for loan losses (197,538) (194,480)
Net loans 9,637,002 9,950,844

Loans held for sale 541,104 345,003

Investment securities:
Available for sale ($533,431,000 and $537,079,000 pledged in 2010 and 2009,

respectively, to secure structured repurchase agreements) 6,256,242 6,340,975
Trading 26,888 10,335
Non-marketable 122,508 122,078
Total investment securities 6,405,638 6,473,388
Federal funds sold and securities purchased under agreements to resell 500 22,590
Interest earning deposits with banks 7,818 24,118
Cash and due from banks 345,078 417,126
Land, buildings and equipment, net 396,296 402,633
Goodwill 125,585 125,585
Other intangible assets, net 13,419 14,333
Other assets 563,757 344,569
Total assets $ 18,036,197 $ 18,120,189
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LIABILITIES AND EQUITY
Deposits:
Non-interest bearing demand 1,583,090 $ 1,793,816
Savings, interest checking and money market 9,496,969 9,202,916
Time open and C.D. s of less than $100,000 1,733,534 1,801,332
Time open and C.D. s of $100,000 and over 1,191,166 1,412,387
Total deposits 14,004,759 14,210,451
Federal funds purchased and securities sold under agreements to repurchase 998,773 1,103,191
Other borrowings 731,507 736,062
Other liabilities 373,723 184,580
Total liabilities 16,108,762 16,234,284
Commerce Bancshares, Inc. stockholders equity:
Preferred stock, $1 par value
Authorized and unissued 2,000,000 shares
Common stock, $5 par value
Authorized 100,000,000 shares; issued 83,462,940 shares in 2010 and
83,127,401 shares in 2009 417,315 415,637
Capital surplus 859,849 854,490
Retained earnings 593,102 568,532
Treasury stock of 53,263 shares in 2010 and 22,328 shares in 2009, at cost (2,052) (838)
Accumulated other comprehensive income 58,088 46,407
Total Commerce Bancshares, Inc. stockholders equity 1,926,302 1,884,228
Non-controlling interest 1,133 1,677
Total equity 1,927,435 1,885,905
Total liabilities and equity $ 18,036,197 $ 18,120,189
See accompanying notes to consolidated financial statements.
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Commerce Bancshares, Inc. and Subsidiaries

CONSOLIDATED STATEMENTS OF INCOME

(In thousands, except per share data)

INTEREST INCOME

Interest and fees on loans

Interest and fees on loans held for sale

Interest on investment securities

Interest on federal funds sold and securities purchased under agreements to resell
Interest on deposits with banks

Total interest income

INTEREST EXPENSE

Interest on deposits:

Savings, interest checking and money market
Time open and C.D. s of less than $100,000
Time open and C.D. s of $100,000 and over

Interest on federal funds purchased and securities sold under agreements to repurchase

Interest on other borrowings

Total interest expense

Net interest income
Provision for loan losses

Net interest income after provision for loan losses

NON-INTEREST INCOME

Bank card transaction fees

Deposit account charges and other fees
Trust fees

Bond trading income

Consumer brokerage services

Loan fees and sales

Other

Table of Contents

For the Three Months
Ended March 31
2010 2009
(Unaudited)
130,922 $ 142,409
1,904 3,432
55,163 47,470
15 114
65 449
188,069 193,874
7,096 8,053
6,815 14,747
3,923 11,300
820 1,230
6,705 8,529
25,359 43,859
162,710 150,015
34,322 43,168
128,388 106,847
32,490 27,168
23,981 25,592
19,318 18,873
5,004 5,804
2,117 2,900
1,839 2,961
8,503 9,133
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Total non-interest income 93,252 92,431
INVESTMENT SECURITIES GAINS (LOSSES), NET

Impairment (losses) reversals on debt securities 1,295 (21,885)
Less noncredit-related (losses) reversals on securities not expected to be sold (2,752) 21,332
Net impairment losses (1,457) (553)
Realized gains (losses) on sales and fair value adjustments (2,208) (1,619)
Investment securities losses, net (3,665) 2,172)
NON-INTEREST EXPENSE

Salaries and employee benefits 87,438 86,753
Net occupancy 12,098 11,812
Equipment 5,901 6,322
Supplies and communication 7,338 8,684
Data processing and software 16,606 14,347
Marketing 4,718 4,347
Deposit insurance 4,750 4,106
Other 16,938 16,515
Total non-interest expense 155,787 152,886
Income before income taxes 62,188 44,220
Less income taxes 18,377 13,592
Net income before non-controlling interest 43,811 30,628
Less non-controlling interest expense (income) (359) (208)
Net income $ 44170 $ 30,836
Net income per common share basic $ S3 08 .38
Net income per common share diluted $ S3 08 .38
See accompanying notes to consolidated financial statements.
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Commerce Bancshares, Inc. and Subsidiaries

CONSOLIDATED STATEMENTS OF CHANGES IN EQUITY

Commerce Bancshares, Inc. Shareholders

Accumulated
Other Non-
(In thousands, Common Capital Retained TreasuryComprehensiv€ontrolling
Income
except per share data) Stock Surplus Earnings Stock (Loss) Interest Total
(Unaudited)

Balance January 1,2010 $ 415,637 $ 854,490 $ 568,532 $ (838) $ 46407 $ 1,677 $ 1,885,905

Net income 44,170 (359) 43,811
Change in unrealized gain

(loss) related to available

for sale securities for which

a portion of an

other-than-temporary

impairment has been

recorded in earnings, net of

tax 3,908 3,908
Change in unrealized gain

(loss) on all other available

for sale securities, net of

tax 7,422 7,422
Amortization of pension
loss, net of tax 351 351

Total comprehensive

income 55,492
Distributions to

non-controlling interest (185) (185)
Purchase of treasury stock (878) (878)

Issuance of stock under
purchase and equity

compensation plans 927 3,312 (198) 4,041
Net tax benefit related to

equity compensation plans 820 820
Stock-based compensation 1,840 1,840
Issuance of nonvested

stock awards 751 (613) (138)

Cash dividends paid ($.235

per share) (19,600) (19,600)
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Balance March 31,2010 $ 417,315 §$ 859,849 §$ 593,102 $ (2,052) $ 58,088 $ 1,133 $ 1,927,435

Balance January 1, 2009 $ 379,505 $ 621,458 §$ 633,159 § (761) $ (56,729) $ 2,835 $ 1,579,467

Net income 30,836 (208) 30,628
Change in unrealized gain

(loss) related to available

for sale securities for which

a portion of an

other-than-temporary

impairment has been

recorded in earnings, net of

tax 483 483
Change in unrealized gain

(loss) on all other available

for sale securities, net of

tax 14,901 14,901
Amortization of pension
loss, net of tax 425 425

Total comprehensive
income 46,437

Distributions to

non-controlling interest (198) (198)
Purchase of treasury stock (357) (357)
Issuance of stock under

open market sale program 15 ©) 6

Issuance of stock under
purchase and equity

compensation plans 266 1,001 42) 1,225
Net tax benefit related to

equity compensation plans 80 80
Stock-based compensation 1,640 1,640
Issuance of nonvested

stock awards 764 (934) 170

Cash dividends paid ($.229

per share) (18,259) (18,259)

Balance March 31, 2009 $ 380,550 $ 623,236 $ 645,736 $ (990) $ (40,920) $ 2429 $ 1,610,041

See accompanying notes to consolidated financial statements.
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Commerce Bancshares, Inc. and Subsidiaries

CONSOLIDATED STATEMENTS OF CASH FLOWS

For the Three Months

Ended March 31

(In thousands) 2010 2009
(Unaudited)

OPERATING ACTIVITIES:
Net income $ 44170 $ 30,836
Adjustments to reconcile net income to net cash used in operating activities:
Provision for loan losses 34,322 43,168
Provision for depreciation and amortization 12,564 12,659
Amortization (accretion) of investment security premiums/discounts, net 5,463 (300)
Investment securities losses, net(A) 3,665 2,172
Gain on sale of branch (644)
Net gains on sales of loans held for sale (569) (1,627)
Originations of loans held for sale (227,463) (188,954)
Proceeds from sales of loans held for sale 31,883 49,770
Net (increase) decrease in trading securities 897 (23,835)
Stock-based compensation 1,840 1,640
(Increase) decrease in interest receivable 37 (634)
Increase (decrease) in interest payable (2,121) 3,394
Increase in income taxes payable 18,525 13,430
Net tax benefit related to equity compensation plans (820) (80)
Other changes, net 22,869 (10,499)
Net cash used in operating activities (54,738) (69,504)
INVESTING ACTIVITIES:
Cash paid in branch sale (3,494)
Proceeds from sales of investment securities(A) 19,991 2,032
Proceeds from maturities/pay downs of investment securities(A) 375,027 235,716
Purchases of investment securities(A) (305,499) (855,915)
Net decrease in loans 279,520 307,458
Purchases of land, buildings and equipment (2,782) (5,684)
Sales of land, buildings and equipment 365 41
Net cash provided by (used in) investing activities 366,622 (319,846)
FINANCING ACTIVITIES:

(8,713) 628,446
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Net increase (decrease) in non-interest bearing demand, savings, interest checking and
money market deposits

Net increase (decrease) in time open and C.D. s (289,019) 414,304

Net decrease in federal funds purchased and securities sold under agreements to

repurchase (104,418) (24,985)
Repayment of long-term borrowings (4,555) (100,506)
Net decrease in short-term borrowings (800,000)
Purchases of treasury stock (878) (357)
Issuance of stock under open market stock sale program, stock purchase and equity

compensation plans 4,041 1,231

Net tax benefit related to equity compensation plans 820 80

Cash dividends paid on common stock (19,600) (18,259)
Net cash provided by (used in) financing activities (422,322) 99,954

Decrease in cash and cash equivalents (110,438) (289,396)
Cash and cash equivalents at beginning of year 463,834 1,299,356

Cash and cash equivalents at March 31 $ 353,396 $ 1,009,960

(A) Available for sale and non-marketable securities

Income tax net payments (refunds) $ (169) $ 90
Interest paid on deposits and borrowings $ 27,480 $ 40,458

See accompanying notes to consolidated financial statements.

6
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Commerce Bancshares, Inc. and Subsidiaries

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
March 31, 2010 (Unaudited)

1. Principles of Consolidation and Presentation

The accompanying consolidated financial statements include the accounts of Commerce Bancshares, Inc. and all
majority-owned subsidiaries (the Company). The consolidated financial statements in this report have not been
audited. All significant intercompany accounts and transactions have been eliminated. Certain reclassifications were
made to 2009 data to conform to current year presentation. In the opinion of management, all adjustments necessary to
present fairly the financial position and the results of operations for the interim periods have been made. All such
adjustments are of a normal recurring nature. The results of operations for the three month period ended March 31,
2010 are not necessarily indicative of results to be attained for the full year or any other interim periods.

The significant accounting policies followed in the preparation of the quarterly financial statements are disclosed in
the 2009 Annual Report on Form 10-K.

2. Loans and Allowance for Loan Losses

Major classifications within the Company s held to maturity loan portfolio at March 31, 2010 and December 31, 2009
are as follows.

March 31 December 31

(In thousands) 2010 2009

Business $ 2,862,680 $ 2,877,936
Real estate  construction and land 574,355 665,110
Real estate  business 2,028,620 2,104,030
Real estate  personal 1,509,980 1,537,687
Consumer 1,281,560 1,333,763
Home equity 484,405 489,517
Student 325,384 331,698
Consumer credit card 760,514 799,503
Overdrafts 7,042 6,080
Total loans $ 9,834,540 $ 10,145,324

At March 31, 2010, loans of $3.0 billion were pledged at the Federal Home Loan Bank as collateral for borrowings
and letters of credit obtained to secure public deposits. Additional loans of $1.5 billion were pledged at the Federal
Reserve Bank as collateral for discount window borrowings.

Table of Contents 13
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In addition to its basic portfolio, the Company originates other loans which it intends to sell in secondary markets.
Loans classified as held for sale primarily consist of loans originated to students while attending colleges and
universities. The Company maintains contracts with various student loan agencies to sell student loans when the
student graduates and the loan enters into repayment status. Also included as held for sale are certain fixed rate
residential mortgage loans which are sold in the secondary market, generally within three months of origination. The
following table presents information about loans held for sale, including impairment losses resulting from declines in
fair value, which are further discussed in Note 13 on Fair Value Measurements. Previously recognized impairment
losses amounting to $422 thousand were reversed during the current quarter, as certain impaired loans were sold.

March 31 December 31
(In thousands) 2010 2009

Balance outstanding:

Student loans, at cost $ 537,780 $ 335,358
Residential mortgage loans, at cost 3,730 10,473
Valuation allowance on student loans (4006) (828)
Total loans held for sale, at lower of cost or fair value $ 541,104 $ 345,003
For the Three Months
Ended March 31
(In thousands) 2010 2009

Net gains on sales:

Student loans $ 149 $ 1,088
Residential mortgage loans 420 539
Total gains on sales of loans held for sale, net $ 569 $ 1,627

The table below shows the Company s investment in impaired loans at March 31, 2010 and December 31, 2009. These
loans consist of loans on non-accrual status and other restructured loans whose terms have been modified and
classified as troubled debt restructurings under ASC 310-40. The restructured loans have been extended to borrowers
who are experiencing financial difficulty and who have been granted a concession. Restructured loans were

$89.8 million at March 31, 2010, and the December 31, 2009 restructured total was revised to reflect the retrospective
application of more definitive regulatory guidance. The change in restructured loans was mainly due to inclusion of
certain business, construction and business real estate loans, totaling $70.8 million and $85.7 million at March 31,
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2010 and December 31, 2009, respectively, and classified as substandard, which when renewed at maturity were at
interest rates equal to or greater than the previous rates in effect. The new rates, however, were not judged to be
market rates for new debt with similar risk, and thus these loans were classified as troubled debt restructurings. These
restructured loans are performing in accordance with their modified terms, and because the Company believes it
probable that all amounts due under the modified terms of the agreements will be collected, interest on these loans is
being recognized on an accrual basis. However, because of their substandard classification they are also regarded as
potential problem loans, as disclosed at both December 31, 2009 and March 31, 2010 in the Risk Elements of Loan
Portfolio section of the following discussion. Troubled debt restructurings also include certain credit card loans under
various debt management and assistance programs, which totaled $18.9 million at March 31, 2010 and $16.0 million
at December 31, 2009.

March 31 December 31

(In thousands) 2010 2009

Non-accrual loans $ 95749 $ 106,613

Restructured loans 89,781 101,765

Total impaired loans $ 185,530 $ 208,378
8
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The Company s holdings of foreclosed real estate totaled $14.3 million and $10.1 million at March 31, 2010 and
December 31, 2009, respectively. Personal property acquired in repossession, generally autos and marine and
recreational vehicles, totaled $12.9 million and $14.5 million at March 31, 2010 and December 31, 2009, respectively.
These assets are carried at the lower of the amount recorded at acquisition date or the current fair value less estimated

costs to sell.

The following is a summary of the allowance for loan losses for the three months ended March 31, 2010 and 2009.

(In thousands)

Balance, January 1

Additions:
Provision for loan losses

Total additions

Deductions:
Loans charged off
Less recoveries on loans

Net loans charged off

Balance, March 31

3. Investment Securities

2010

$ 194,480

34,322

34,322

35,520
4,256

31,264

$ 197,538

2009

$ 172,619

43,168

43,168

38,420
3,501

34,919

$ 180,868

Investment securities, at fair value, consisted of the following at March 31, 2010 and December 31, 2009.

(In thousands)

Available for sale:
U.S. government and federal agency obligations
Government-sponsored enterprise obligations

Table of Contents

$

March 31
2010

497,900
212,758

December 31
2009

$ 447,038
165,814
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State and municipal obligations 892,887 939,338
Agency mortgage-backed securities 2,082,409 2,262,003
Non-agency mortgage-backed securities 636,658 609,016
Other asset-backed securities 1,692,250 1,701,569
Other debt securities 191,656 176,331
Equity securities 49,724 39,866
Total available for sale 6,256,242 6,340,975
Trading 26,888 10,335
Non-marketable 122,508 122,078
Total investment securities $ 6,405,638 $ 6,473,388

Most of the Company s investment securities are classified as available for sale, and this portfolio is discussed in more
detail below. Securities which are classified as non-marketable include Federal Home Loan Bank (FHLB) stock and
Federal Reserve Bank (FRB) stock held for debt and regulatory purposes, which totaled $72.6 million at both

March 31, 2010 and December 31, 2009. Investment in FRB stock is based on the capital structure of the investing
bank, and investment in FHLB stock is tied to the level of borrowings from the FHLB. Non-marketable securities also
include private equity investments, which amounted to $49.8 million and $49.5 million at March 31, 2010 and
December 31, 2009, respectively.
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A summary of the available for sale investment securities by maturity groupings as of March 31, 2010 is shown

below. The investment portfolio includes agency mortgage-backed securities, which are guaranteed by

government-sponsored agencies such as the FHLMC, FNMA and GNMA, and non-agency mortgage-backed
securities which have no guarantee. Also included are certain other asset-backed securities, which are primarily
collateralized by credit cards, automobiles, and commercial loans. These securities differ from traditional debt
securities primarily in that they may have uncertain maturity dates and are priced based on estimated prepayment rates
on the underlying collateral. The Company does not have exposure to subprime originated mortgage-backed or

collateralized debt obligation instruments.

(Dollars in thousands)

U.S. government and federal agency obligations:
Within 1 year

After 1 but within 5 years

After 5 but within 10 years

Total U.S. government and federal agency obligations

Government-sponsored enterprise obligations:
Within 1 year
After 1 but within 5 years

Total government-sponsored enterprise obligations

State and municipal obligations:
Within 1 year

After 1 but within 5 years

After 5 but within 10 years
After 10 years

Total state and municipal obligations

Mortgage and asset-backed securities:
Agency mortgage-backed securities
Non-agency mortgage-backed securities
Other asset-backed securities

Table of Contents

$

Amortized
Cost

52,955
215,948
217,631

486,534

66,368
143,020

209,388

103,124
399,680
121,957
256,057

880,818

2,019,481
667,411
1,673,857

$

Fair
Value

52,963
219,468
225,469

497,900

67,438
145,320

212,758

104,247
411,601
124,821
252,218

892,887

2,082,409
636,658
1,692,250
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Total mortgage and asset-backed securities 4,360,749

Other debt securities:

Within 1 year 4,999
After 1 but within 5 years 173,940
Total other debt securities 178,939
Equity securities 17,897
Total available for sale investment securities $ 6,134,325

4,411,317

5,055
186,601

191,656

49,724

$ 6,256,242

Included in U.S. government securities are $435.8 million, at fair value, of U.S. Treasury inflation-protected securities
(TIPS). Interest paid on these securities increases with inflation and decreases with deflation, as measured by the
Consumer Price Index. Included in state and municipal obligations are $158.1 million, at fair value, of auction rate
securities (ARS), which were purchased from bank customers in the third quarter of 2008. These bonds are
historically traded in a competitive bidding process at weekly/monthly auctions. These auctions have not functioned
since early 2008, and this market has not recovered. Interest is currently being paid at the maximum failed auction
rates. Included in equity securities is common stock held by the holding company, Commerce Bancshares, Inc. (the

Parent), with a fair value of $36.1 million at March 31, 2010.

10
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For securities classified as available for sale, the following table shows the unrealized gains and losses (pre-tax) in
accumulated other comprehensive income, by security type.

(In thousands)

March 31, 2010

U.S. government and federal agency obligations
Government-sponsored enterprise obligations
State and municipal obligations

Mortgage and asset-backed securities:

Agency mortgage-backed securities
Non-agency mortgage-backed securities

Other asset-backed securities

Total mortgage and asset-backed securities

Other debt securities
Equity securities

Total

December 31, 2009

U.S. government and federal agency obligations
Government-sponsored enterprise obligations
State and municipal obligations

Mortgage and asset-backed securities:

Agency mortgage-backed securities
Non-agency mortgage-backed securities

Other asset-backed securities

Total mortgage and asset-backed securities

Other debt securities
Equity securities

Total
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$

Amortized

Cost

486,534
209,388
880,818

2,019,481

667,411
1,673,857

4,360,749

178,939
17,897

6,134,325

436,607
162,191
917,267

2,205,177
654,711
1,685,691

4,545,579

164,402
11,285

6,237,331

Gross
Unrealized
Gains

$ 11,366
3,533
21,469

63,395

7,087
18,781

89,263

12,749
31,827

$ 170,207

$ 10,764
3,743
25,099

58,740
4,505
17,143

80,388

11,929
28,581

$ 160,504

Gross
Unrealized
Losses

(163)
(9,400)

(467)
(37,840)
(388)

(38,695)

(32)

$ (48,290)

$ (333)

(120)
(3,028)

(1,914)

(50,200)
(1,265)

(53,379)

$ (56,860)

Fair
Value

$ 497,900

212,758
892,887

2,082,409

636,658
1,692,250

4,411,317

191,656
49,724

$ 6,256,242

$ 447,038
165,814
939,338

2,262,003

609,016
1,701,569

4,572,588

176,331
39,866

$ 6,340,975
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The Company s impairment policy requires a review of all securities for which fair value is less than amortized cost.
Special emphasis and analysis is placed on securities whose credit rating has fallen below A3/A-, whose fair values
have fallen more than 20% below purchase price for an extended period of time, or have been identified based on
management s judgment. These securities are placed on a watch list, and for all such securities, detailed cash flow
models are prepared which use inputs specific to each security. Inputs to these models include factors such as cash
flow received, contractual payments required, and various other information related to the underlying collateral
(including current delinquencies), collateral loss severity rates (including loan to values), expected delinquency rates,
credit support from other tranches, and prepayment speeds. Stress tests are performed at varying levels of delinquency
rates, prepayment speeds and loss severities in order to gauge probable ranges of credit loss. At March 31, 2010, the
fair value of securities on this watch list was $292.0 million.

11

Table of Contents 22



Edgar Filing: COMMERCE BANCSHARES INC /MO/ - Form 10-Q

Table of Contents

As of March 31, 2010, the Company had recorded other-than-temporary impairment (OTTI) on certain non-agency
mortgage-backed securities having an aggregate fair value of $154.9 million, which included an unrealized loss of
$31.3 million. The credit-related portion of the impairment totaled $3.9 million and was recorded in current earnings.
The noncredit-related portion of the impairment totaled $27.4 million on a pre-tax basis, and has been recognized in
other comprehensive income. The Company does not intend to sell these securities and believes it is not more likely
than not that it will be required to sell the securities before the recovery of their amortized cost bases.

The credit portion of the loss on these securities was based on the cash flows projected to be received over the
estimated life of the securities, discounted to present value, and compared to the current amortized cost bases of the
securities. Significant inputs to the cash flow models used to calculate the credit losses on these securities included the
following:

Significant Inputs Range

Prepayment CPR 3% - 25%
Projected cumulative default 8% - 45%
Credit support 2% - 14%
Loss severity 33% - 57%

The following table shows changes in the credit losses recorded in the three months ended March 31, 2010 and 2009,
for which a portion of an OTTI was recognized in other comprehensive income.

For the
Three Months
Ended March 31

(In thousands) 2010 2009
Balance, January 1 $ 2,473 $
Credit losses on debt securities for which impairment was not previously recognized 20 553
Credit losses on debt securities for which impairment was previously recognized 1,437
Balance, March 31 $ 3,930 $ 553

12
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Securities with unrealized losses recorded in accumulated other comprehensive income are shown in the table below,
along with the length of the impairment period. The table includes securities for which a portion of an OTTI has been

recognized in other comprehensive income.

Less than 12 months

Unrealized
(In thousands) Fair Value Losses
At March 31, 2010
Government-sponsored enterprise
obligations $ 74780 $ 163
State and municipal obligations 41,824 1,163
Mortgage and asset-backed
securities:
Agency mortgage-backed
securities 36,385 464
Non-agency mortgage-backed
securities 130,134 14,530
Other asset-backed securities 52,785 25
Total mortgage and asset-backed
securities 219,304 15,019
Other debt securities 14,464 32
Total $ 350,372 $ 16,377

Less than 12 months

Unrealized
(In thousands) Fair Value Losses
At December 31, 2009
U.S. government and federal
agency obligations $ 168,172 $ 333
Government-sponsored
enterprise obligations 24,842 120
State and municipal obligations 16,471 121

Table of Contents

12 months or longer

Fair Value

92,171

116

203,787
28,725

232,628

$ 324,799

Unrealized
Losses

8,237

23,310
363

23,676

$ 31,913

12 months or longer

Fair Value

104,215

Unrealized
Losses

2,907

Total
Unrealized
Fair Value Losses

$ 74780 $ 163

133,995 9,400
36,501 467
333,921 37,840
81,510 388

451,932 38,695

14,464 32

$ 675,171 $ 48,290

Total
Unrealized
Fair Value Losses

168,172 $ 333

24,842 120

120,686 3,028
24
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Mortgage and asset-backed

securities:

Agency mortgage-backed

securities 214,571 1,911 150 3 214,721 1,914
Non-agency mortgage-backed

securities 209,961 18,512 215,158 31,688 425,119 50,200
Other asset-backed securities 290,183 218 34,456 1,047 324,639 1,265

Total mortgage and asset-backed
securities 714,715 20,641 249,764 32,738 964,479 53,379

Total $ 924200 $ 21,215 $ 353979 $§ 35645 $ 1,278,179 $ 56,860

The total available for sale portfolio consisted of approximately 1,200 individual securities at March 31, 2010, with
104 securities in a loss position. Securities with temporary impairment totaled 90, of which 36 securities, or 4% of the
portfolio value, had been in a loss position for 12 months or longer.

The unrealized losses on the Company s investments, as shown in the preceding tables, are largely contained in the
portfolio of non-agency mortgage-backed securities. These securities are not guaranteed by an outside agency and are
dependent on payments received from the underlying mortgage collateral. While nearly all of these securities, at
purchase date, were comprised of senior tranches and were highly rated by various rating agencies, the adverse
housing market, liquidity pressures and overall economic climate has resulted in low fair values for these securities.
Also, as mentioned above, the Company maintains a watch list comprised mostly of these securities, and has recorded
OTTI losses on certain of these securities. The Company continues to closely monitor the performance of these
securities. Additional OTTI on these and other securities may arise in future periods due to further deterioration in
expected cash flows, loss severities and delinquency levels of the securities underlying collateral, which would
negatively affect the Company s financial results.

13
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The following table presents proceeds from sales of securities and the components of investment securities gains and
losses which have been recognized in earnings.

For the Three
Months Ended
March 31
(In thousands) 2010 2009
Proceeds from sales of available for sale securities $ 19,991 $ 2,032
Available for sale:
Gains realized on sales $ 510 $ 8
Losses realized on sales (102)
Other-than-temporary impairment recognized on debt securities (1,457) (553)
Non-marketable:
Fair value adjustments, net (2,616) (1,627)
Investment securities losses, net $ (3,665) $ (2,172)

At March 31, 2010, securities carried at $3.9 billion were pledged to secure public fund deposits, securities sold under
agreements to repurchase, trust funds, and borrowing capacity at the Federal Reserve Bank. Securities pledged under
agreements pursuant to which the collateral may be sold or re-pledged by the secured parties approximated

$533.4 million, while the remaining securities were pledged under agreements pursuant to which the secured parties
may not sell or re-pledge the collateral.

4. Goodwill and Other Intangible Assets

The following table presents information about the Company s intangible assets which have estimable useful lives.

March 31, 2010 December 31, 2009

Gross Gross

Carrying Accumulated Valuation Net Carrying Accumulated Valuation Net
(In thousands) Amount AmortizationAllowance Amount  Amount Amortization Allowance Amount
Amortizable
intangible assets:
Core deposit
premium $ 25720 $ (13,802) $ $ 11,918 $ 25,720 $ (12,966) $ $ 12,754
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Mortgage
servicing rights 2,931 1,275) (155) 1,501 2,898 (1,206) (113) 1,579
Total $ 28651 $ (15077) $ (155) $ 13,419 §$ 28,618 $ (14,172) $ (113) $ 14,333

Aggregate amortization expense on intangible assets was $905 thousand and $1.2 million, respectively, for the three
month periods ended March 31, 2010 and 2009. The following table shows the estimated annual amortization expense
for the next five fiscal years. This expense is based on existing asset balances and the interest rate environment as of
March 31, 2010. The Company s actual amortization expense in any given period may be different from the estimated
amounts depending upon the acquisition of intangible assets, changes in mortgage interest rates, prepayment rates and
other market conditions.

(In thousands)

2010 $ 3,384

2011 2,840

2012 2,309

2013 1,784

2014 1,316
14
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Changes in the carrying amount of goodwill and net other intangible assets for the three month period ended
March 31, 2010 is as follows.

Mortgage
Core Deposit Servicing
(In thousands) Goodwill Premium Rights
Balance at January 1, 2010 $ 125,585 $ 12,754 $ 1,579
Originations 33
Amortization (836) (69)
Impairment 42)
Balance at March 31, 2010 $ 125,585 $ 11,918 $ 1,501

Goodwill allocated to the Company s operating segments at March 31, 2010 and December 31, 2009 is shown below.

(In thousands)

Consumer segment $ 67,765
Commercial segment 57,074
Wealth segment 746
Total goodwill $ 125,585

5. Guarantees

The Company, as a provider of financial services, routinely issues financial guarantees in the form of financial and
performance standby letters of credit. Standby letters of credit are contingent commitments issued by the Company
generally to guarantee the payment or performance obligation of a customer to a third party. While these represent a
potential outlay by the Company, a significant amount of the commitments may expire without being drawn upon.
The Company has recourse against the customer for any amount it is required to pay to a third party under a standby
letter of credit. The letters of credit are subject to the same credit policies, underwriting standards and approval
process as loans made by the Company. Most of the standby letters of credit are secured and in the event of
nonperformance by the customers, the Company has rights to the underlying collateral, which could include
commercial real estate, physical plant and property, inventory, receivables, cash and marketable securities.
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Upon issuance of standby letters of credit, the Company recognizes a liability for the fair value of the obligation
undertaken, which is estimated to be equivalent to the amount of fees received from the customer over the life of the
agreement. At March 31, 2010 that net liability was $3.0 million, which will be accreted into income over the
remaining life of the respective commitments. The contractual amount of these letters of credit, which represents the
maximum potential future payments guaranteed by the Company, was $378.7 million at March 31, 2010.

The Company periodically enters into risk participation agreements (RPAs) as a guarantor to other financial
institutions, in order to mitigate those institutions credit risk associated with interest rate swaps with third parties. The
RPA stipulates that, in the event of default by the third party on the interest rate swap, the Company will reimburse a
portion of the loss borne by the financial institution. These interest rate swaps are normally collateralized (generally
with real property, inventories and equipment) by the third party, which limits the credit risk associated with the
Company s RPAs. The third parties usually have other borrowing relationships with the Company. The Company
monitors overall borrower collateral, and at March 31, 2010, believes sufficient collateral is available to cover
potential swap losses. The Company receives a fee from the institution at the inception of the contract, which is
recorded as a liability representing the fair value of the RPA. Any future changes in fair value, including those due to
a change in the third party s creditworthiness, are recorded in current earnings. The terms of the RPAs, which
correspond to the terms of the underlying swaps, range from 5 to 10 years. At March 31, 2010, the liability recorded
for guarantor RPAs was $337 thousand, and the notional amount of the underlying swaps was $43.1 million. The
maximum
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potential future payment guaranteed by the Company cannot be readily estimated, but is dependent upon the fair value
of the interest rate swaps at the time of default. If an event of default on all contracts had occurred at March 31, 2010,
the Company would have been required to make payments of approximately $3.1 million.

At March 31, 2010 the Company had recorded a liability of $8.8 million representing its obligation to share certain
estimated litigation costs of Visa, Inc. (Visa). An escrow account has been established by Visa, and is being used to
fund actual litigation settlements as they occur. The escrow account was funded initially with proceeds from an initial
public offering, and subsequently with contributions by Visa. The Company s indemnification obligation is
periodically adjusted to reflect changes in estimates of litigation costs, and is reduced as funding occurs in the escrow
account. The Company currently anticipates that its proportional share of eventual escrow funding will more than
offset its liability related to the Visa litigation.

6. Pension

The amount of net pension cost for the three months ended March 31, 2010 and 20009 is as follows.

For the
Three Months
Ended March 31

(In thousands) 2010 2009
Service cost  benefits earned during the period $ 183 $ 268
Interest cost on projected benefit obligation 1,367 1,363
Expected return on plan assets (1,640) (1,598)
Amortization of unrecognized net loss 567 675
Net periodic pension cost $ 477 $ 708

Substantially all benefits under the Company s defined benefit pension plan were frozen effective January 1, 2005.
During the first three months of 2010, the Company made no funding contributions to its defined benefit pension plan,
and made minimal funding contributions to a supplemental executive retirement plan (the CERP), which carries no
segregated assets. The Company has no plans to make any further contributions, other than those related to the CERP,
during the remainder of 2010.
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7. Common Stock

Presented below is a summary of the components used to calculate basic and diluted income per share. The Company

applies the two-class method of computing income per share, as unvested share-based awards that contain

nonforfeitable rights to dividends are considered securities which participate in undistributed earnings with common
stock. The two-class method requires the calculation of separate income per share amounts for the unvested
share-based awards and for common stock. Income per share attributable to common stock is shown in the table

below. Unvested share-based awards are further discussed in Note 12 below.

(In thousands, except per share data)

Basic income per common share:
Net income attributable to Commerce Bancshares, Inc.
Less income allocated to unvested restricted stockholders

Net income available to common stockholders

Distributed income
Undistributed income

Weighted average common shares outstanding

Distributed income per share
Undistributed income per share

Basic income per common share

Diluted income per common share:
Net income attributable to Commerce Bancshares, Inc.
Less income allocated to unvested restricted stockholders

Net income available to common stockholders

Distributed income
Undistributed income
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For the Three
Months Ended
March 31
2010 2009
44,170 $ 30,836
234 134
43,936 $ 30,702
19,487 $ 18,174
24,449 $ 12,528
82,874 79,487
24 $ 23
29 .15
53 $ 38
44,170 $ 30,836
234 134
43,936 $ 30,702
19,487 $ 18,174
24,449 $ 12,528
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Weighted average common shares outstanding 82,874
Net effect of the assumed exercise of stock-based awards based on the treasury stock

method using the average market price for the respective periods 452
Weighted average diluted common shares outstanding 83,326
Distributed income per share $ 24
Undistributed income per share 29
Diluted income per common share $ 53

8. Other Comprehensive Income (Loss)

79,487

320

79,807

$ 23
15

$ 38

Activity in other comprehensive income (loss) for the first three months of 2010 and 2009 is shown in the table below.
The first component of other comprehensive income is the unrealized holding gains and losses on available for sale
securities. These gains and losses have been separated into two groups in the table below, as required by current

accounting guidance for other-than-temporary impairment (OTTI) on debt securities. Under this guidance,

credit-related losses on debt securities with OTTI are recorded in current earnings, while the noncredit-related portion

of the overall gain or loss in fair value is recorded in other comprehensive income (loss). Changes in the

noncredit-related gain or loss in fair value of these securities, after OTTI was
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initially recognized, are shown separately in the table below. The remaining unrealized holding gains and losses
shown in the table apply to available for sale investment securities for which OTTI has not been recorded (and include
holding gains and losses on certain securities prior to the recognition of OTTI).

In the calculation of other comprehensive income, certain reclassification adjustments are made to avoid double
counting gains and losses that are included as part of net income for a period that also had been included as part of
other comprehensive income in that period or earlier periods. These reclassification amounts are shown separately in
the table below.

The second component of other comprehensive income is pension gains and losses that arise during the period but are
not recognized as components of net periodic benefit cost, and corresponding adjustments when these gains and losses
are subsequently amortized to net periodic benefit cost.

For the Three
Months Ended
March 31
(In thousands) 2010 2009
Available for sale debt securities for which a portion of OTTI has been recorded in
earnings:
Unrealized holding gains subsequent to initial OTTI rec