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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549
FORM 10-K
ANNUAL REPORT PURSUANT TO SECTION 13 OR 15 (d) OF THE
SECURITIES EXCHANGE ACT OF 1934
For the Fiscal Year Ended December 31, 2007 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
(Zip Code)

(Address of principal executive offices)
(816) 234-2000

(Registrant s telephone number, including area code)

Securities registered pursuant to Section 12(b) of the Act:

Title of class Name of exchange on which registered
$5 Par Value Common Stock The NASDAQ Stock Market LLC

Securities registered pursuant to Section 12(g) of the Act:

NONE
Indicate by check mark if the Registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act.

Yesp Noo
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Indicate by check mark if the Registrant is not required to file reports pursuant to Section 13 or 15(d) of the Act.
Yeso Nop

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

As of June 30, 2007, the aggregate market value of the voting stock held by non-affiliates of the Registrant was
approximately $2,542,000,000.

As of February 8, 2008, there were 71,840,379 shares of Registrant s $5 Par Value Common Stock outstanding.

DOCUMENTS INCORPORATED BY REFERENCE

Portions of the Registrant s definitive proxy statement for its 2008 annual meeting of shareholders, which will be filed
within 120 days of December 31, 2007, are incorporated by reference into Part III of this Report.
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PART I

Item 1. BUSINESS

General

Commerce Bancshares, Inc. (the Company ), a bank holding company as defined in the Bank Holding Company Act of
1956, as amended, was incorporated under the laws of Missouri on August 4, 1966. The Company presently owns all
of the outstanding capital stock of three national banking associations, which are headquartered in Missouri (the

Missouri bank ), Kansas (the Kansas bank ), and Nebraska (the Nebraska bank ). The Nebraska bank is limited in its
activities to the issuance of credit cards. The remaining two banking subsidiaries engage in general banking business,
providing a broad range of retail, corporate, investment, trust, and asset management products and services to
individuals and businesses. The Company also owns, directly or through its banking subsidiaries, various non-banking
subsidiaries. Their activities include underwriting credit life and credit accident and health insurance, selling property
and casualty insurance (relating to consumer loans made by the banking subsidiaries), venture capital investment,
securities brokerage, mortgage banking, and leasing activities. The Company owns a second tier holding company that
is the direct owner of both the Missouri and Kansas banks. A list of the Company s subsidiaries is included as
Exhibit 21.

The Company is one of the nation s top 50 domestic bank holding companies, based on asset size. At December 31,
2007, the Company had consolidated assets of $16.2 billion, loans of $10.8 billion, deposits of $12.6 billion, and
stockholders equity of $1.5 billion. All of the Company s operations conducted by subsidiaries are consolidated for
purposes of preparing the Company s consolidated financial statements. The Company does not utilize unconsolidated
subsidiaries or special purpose entities to provide off-balance sheet borrowings or securitizations.

The Company s goal is to be the preferred provider of targeted financial services in its communities, based on strong
customer relationships. It believes in building long-term relationships based on top quality service, high ethical
standards and safe, sound assets. The Company operates under a super-community banking format with a local
orientation, augmented by experienced, centralized support in select critical areas. The Company s local market
orientation is reflected in its financial centers and regional advisory boards, which are comprised of local business
persons, professionals and other community representatives, that assist the Company in responding to local banking
needs. In addition to this local market, community-based focus, the Company offers sophisticated financial products
available at much larger financial institutions.

The Missouri bank is the Company s largest, with total assets of $14.7 billion and comprising approximately 92% of
the Company s total banking assets. The bank s facilities are located throughout Missouri, eastern Kansas, and central
[linois, with new locations in Tulsa, Oklahoma and Denver, Colorado. Its two largest markets include St. Louis and
Kansas City, which serve as the central hubs for the entire company. The Kansas bank has total assets of $1.3 billion.
It has significant operations and banking facilities in the areas of Wichita, Hays, Hutchinson, and Garden City,

Kansas.

The markets these banks serve, being located in the lower Midwest, provide natural sites for production and
distribution facilities and also serve as transportation hubs. The economy has been well-diversified in these markets
with many major industries represented, including telecommunications, automobile, aircraft and general
manufacturing, health care, numerous service industries, food production, and agricultural production and related
industries. In addition, several of the Illinois markets are located in areas with some of the most productive farmland
in the world. The banks operate in real estate markets that tend to be less volatile than in other parts of the country.
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The Company regularly evaluates the potential acquisition of, and holds discussions with, various financial
institutions eligible for bank holding company ownership or control. In addition, the Company regularly considers the
potential disposition of certain of its assets and branches. The Company seeks merger or acquisition partners that are
culturally similar and have experienced management and possess either significant market presence or have potential
for improved profitability through financial management,
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economies of scale and expanded services. During 2007 the Company completed two acquisitions; acquiring the
outstanding stock of South Tulsa Financial Corporation, located in Tulsa, Oklahoma, and Commerce Bank, located in
Denver, Colorado. The Company also completed two acquisitions in 2006; a purchase and assumption transaction
with Boone National Savings and Loan Association in Columbia, Missouri, and the acquisition of the outstanding
stock of West Pointe Bancorp, Inc. in Belleville, Illinois. For additional information on acquisition and branch
disposition activity, refer to pages 16 and 66.

Operating Segments

The Company is managed in three operating segments. The Consumer segment includes the retail branch network,
consumer installment lending, personal mortgage banking, bank card activities, student lending, and discount
brokerage services. It provides services through a network of 210 full-service branches, a widespread ATM network
of 392 machines, and the use of alternative delivery channels such as extensive online banking and telephone banking
services. In 2007 this retail segment contributed 57% of total segment pre-tax income. The Commercial segment
provides a full array of corporate lending, leasing, and international services, as well as business and government
deposit and cash management services. In 2007 it contributed 34% of total segment pre-tax income. The Money
Management segment provides traditional trust and estate tax planning services, and advisory and discretionary
investment portfolio management services to both personal and institutional corporate customers. This segment also
manages the Company s family of proprietary mutual funds, which are available for sale to both trust and general retail
customers. Fixed income investments are sold to individuals and institutional investors through the Capital Markets
group, which is also included in this segment. At December 31, 2007 the Money Management segment managed
investments with a market value of $12.5 billion and administered an additional $10.2 billion in non-managed assets.
Additional information relating to operating segments can be found on pages 44 and 85.

Supervision and Regulation
General

The Company, as a bank holding company, is primarily regulated by the Board of Governors of the Federal Reserve
System under the Bank Holding Company Act of 1956 (BHC Act). Under the BHC Act, the Federal Reserve Board s
prior approval is required in any case in which the Company proposes to acquire all or substantially all of the assets of
any bank, acquire direct or indirect ownership or control of more than 5% of the voting shares of any bank, or merge
or consolidate with any other bank holding company. The BHC Act also prohibits, with certain exceptions, the
Company from acquiring direct or indirect ownership or control of more than 5% of any class of voting shares of any
non-banking company. Under the BHC Act, the Company may not engage in any business other than managing and
controlling banks or furnishing certain specified services to subsidiaries and may not acquire voting control of
non-banking companies unless the Federal Reserve Board determines such businesses and services to be closely
related to banking. When reviewing bank acquisition applications for approval, the Federal Reserve Board considers,
among other things, each subsidiary bank s record in meeting the credit needs of the communities it serves in
accordance with the Community Reinvestment Act of 1977, as amended (CRA). The Missouri, Kansas and Nebraska
bank charters have current CRA ratings of outstanding .

The Company is required to file with the Federal Reserve Board various reports and such additional information as the
Federal Reserve Board may require. The Federal Reserve Board also makes regular examinations of the Company and
its subsidiaries. The Company s three banking subsidiaries are organized as national banking associations and are
subject to regulation, supervision and examination by the Office of the Comptroller of the Currency (OCC). All banks
are also subject to regulation by the Federal Deposit Insurance Corporation (FDIC). In addition, there are numerous
other federal and state laws and regulations which control the activities of the Company and its banking subsidiaries,
including requirements and limitations relating to capital and reserve requirements, permissible investments and lines
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of business, transactions with affiliates, loan limits, mergers and acquisitions, issuance of securities, dividend
payments, and extensions of credit. If the Company fails to comply with these or other applicable laws and
regulations, it may be subject to civil monetary penalties, imposition of cease and desist orders or other written
directives,
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removal of management and, in certain circumstances, criminal penalties. This regulatory framework is intended
primarily for the protection of depositors and the preservation of the federal deposit insurance funds, and not for the
protection of security holders. Statutory and regulatory controls increase a bank holding company s cost of doing
business and limit the options of its management to employ assets and maximize income.

In addition to its regulatory powers, the Federal Reserve impacts the conditions under which the Company operates by
its influence over the national supply of bank credit. The Federal Reserve Board employs open market operations in
U.S. government securities, changes in the discount rate on bank borrowings, changes in the federal funds rate on
overnight inter-bank borrowings, and changes in reserve requirements on bank deposits in implementing its monetary
policy objectives. These instruments are used in varying combinations to influence the overall level of the interest
rates charged on loans and paid for deposits, the price of the dollar in foreign exchange markets and the level of
inflation. The monetary policies of the Federal Reserve have a significant effect on the operating results of financial
institutions, most notably on the interest rate environment. In view of changing conditions in the national economy
and in the money markets, as well as the effect of credit policies of monetary and fiscal authorities, no prediction can
be made as to possible future changes in interest rates, deposit levels or loan demand, or their effect on the financial
statements of the Company.

Subsidiary Banks

Under Federal Reserve policy, the Company is expected to act as a source of financial strength to each of its bank
subsidiaries and to commit resources to support each bank subsidiary in circumstances when it might not otherwise do
so. In addition, any capital loans by a bank holding company to any of its subsidiary banks are subordinate in right of
payment to deposits and to certain other indebtedness of such subsidiary banks. In the event of a bank holding
company s bankruptcy, any commitment by the bank holding company to a federal bank regulatory agency to maintain
the capital of a subsidiary bank will be assumed by the bankruptcy trustee and entitled to a priority of payment.

Substantially all of the deposits of the Company s subsidiary banks are insured up to the applicable limits by the Bank
Insurance Fund of the FDIC, generally up to $100,000 per insured depositor and up to $250,000 for retirement
accounts. The banks pay deposit insurance premiums to the FDIC based on an assessment rate established by the
FDIC for Bank Insurance Fund member institutions. The FDIC has established a risk-based assessment system under
which institutions are classified and pay premiums according to their perceived risk to the federal deposit insurance
funds. The FDIC is not required to charge deposit insurance premiums when the ratio of deposit insurance reserves to
insured deposits is maintained above specified levels. For several years, the ratio was above the minimum level and,
accordingly, the Company was not required to pay premiums. However, in 2006, legislation was passed reforming the
bank deposit insurance system. The reform act allowed the FDIC to raise the minimum reserve ratio and allowed
eligible insured institutions an initial one-time credit to be used against premiums due. As a result, in subsequent years
the Company will be assessed insurance premiums, which in years 2007 and 2008 may be partly or totally offset by
the one-time credit. The Company s one-time credit is approximately $12 million. During 2007, approximately

$6 million of that credit was used, leaving a balance remaining of approximately $6 million.

Payment of Dividends

The principal source of the Company s cash revenues is dividends from the subsidiary banks. The Federal Reserve
Board may prohibit the payment of dividends by bank holding companies if their actions constitute unsafe or unsound
practices. The OCC limits the payment of dividends by bank subsidiaries in any calendar year to the net profit of the
current year combined with the retained net profits of the preceding two years. Permission must be obtained from the
OCC for dividends exceeding these amounts. The payment of dividends by the bank subsidiaries may also be affected
by factors such as the maintenance of adequate capital.
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Capital Adequacy

The Company is required to comply with the capital adequacy standards established by the Federal Reserve. These
capital adequacy guidelines generally require bank holding companies to maintain total capital equal to 8% of total
risk-adjusted assets and off-balance sheet items (the Total Risk-Based Capital Ratio ), with at least one-half of that
amount consisting of Tier I, or core capital, and the remaining amount consisting of Tier II, or supplementary capital.
Tier I capital for bank holding companies generally consists of the sum of common shareholders equity, qualifying
non-cumulative perpetual preferred stock, a limited amount of qualifying cumulative perpetual preferred stock and
minority interests in the equity accounts of consolidated subsidiaries, less goodwill and other non-qualifying
intangible assets. Tier II capital generally consists of hybrid capital instruments, term subordinated debt and, subject to
limitations, general allowances for loan losses. Assets are adjusted under the risk-based guidelines to take into account
different risk characteristics.

In addition, the Federal Reserve also requires bank holding companies to comply with minimum leverage ratio
requirements. The leverage ratio is the ratio of a banking organization s Tier I capital to its total consolidated quarterly
average assets (as defined for regulatory purposes), net of the allowance for loan losses, goodwill and certain other
intangible assets. The minimum leverage ratio for bank holding companies is 4%. At December 31, 2007 all of the
subsidiary banks were well-capitalized under regulatory capital adequacy standards, as further discussed on page 89.

Legislation

These laws and regulations are under constant review by various agencies and legislatures, and are subject to

sweeping change. The Gramm-Leach-Bliley Financial Modernization Act of 1999 (GLB Act) contained major

changes in laws that previously kept the banking industry largely separate from the securities and insurance industries.
The GLB Act authorized the creation of a new kind of financial institution, known as a financial holding company and
a new kind of bank subsidiary called a financial subsidiary , which may engage in a broader range of investment
banking, insurance agency, brokerage, and underwriting activities. The GLB Act also included privacy provisions that
limit banks abilities to disclose non-public information about customers to non-affiliated entities. Banking
organizations are not required to become financial holding companies, but instead may continue to operate as bank
holding companies, providing the same services they were authorized to provide prior to the enactment of the GLB

Act.

In 2001, the Uniting and Strengthening America by Providing Appropriate Tools Required to Intercept and Obstruct
Terrorism Act of 2001 (The USA Patriot Act ) was signed into law. The USA Patriot Act substantially broadened the
scope of U.S. anti-money laundering laws and regulations by imposing significant new compliance and due diligence
obligations, creating new crimes and penalties and expanding the extra-territorial jurisdiction of the United States. The
U.S. Treasury Department issued a number of regulations implementing the USA Patriot Act that apply certain of its
requirements to financial institutions such as the Company s broker-dealer subsidiary. The regulations impose new
obligations on financial institutions to maintain appropriate policies, procedures and controls to detect, prevent and
report money laundering and terrorist financing.

Competition

The Company s locations in regional markets throughout Missouri, Kansas and central Illinois face intense competition
from hundreds of financial service providers. The Company competes with national and state banks for deposits, loans
and trust accounts, and with savings and loan associations and credit unions for deposits and consumer lending
products. In addition, the Company competes with other financial intermediaries such as securities brokers and

dealers, personal loan companies, insurance companies, finance companies, and certain governmental agencies. The
passage of the GLB Act, which removed barriers between banking and the securities and insurance industries, has
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resulted in greater competition among these industries. The Company generally competes on the basis of customer
services and responsiveness to customer needs, interest rates on loans and deposits, lending limits and customer
convenience, such as location of offices.
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Employees

The Company and its subsidiaries employed 4,520 persons on a full-time basis and 670 persons on a part-time basis at
December 31, 2007. The Company provides a variety of benefit programs including a 401K plan as well as group life,
health, accident, and other insurance. The Company also maintains training and educational programs designed to
prepare employees for positions of increasing responsibility.

Available Information

The Company s principal offices are located at 1000 Walnut, Kansas City, Missouri (telephone number
816-234-2000). The Company makes available free of charge, through its web site at www.commercebank.com,
reports filed with the Securities and Exchange Commission as soon as reasonably practicable after the electronic
filing. These filings include the annual report on Form 10-K, quarterly reports on Form 10-Q, current reports on
Form 8-K, and all amendments to those reports.

Statistical Disclosure

The information required by Securities Act Guide 3  Statistical Disclosure by Bank Holding Companies is located on
the pages noted below.

Page
I Distribution of Assets, Liabilities and Stockholders Equity; Interest Rates and

Interest Differential 19, 52-55

II. Investment Portfolio 34-36, 69-72
I1I. Loan Portfolio

Types of Loans 25

Maturities and Sensitivities of Loans to Changes in Interest Rates 25

Risk Elements 31-34

Iv. Summary of Loan Loss Experience 29-31

V. Deposits 52-53, 74

VL Return on Equity and Assets 14

VIL Short-Term Borrowings 75-76

Item 1a. RISK FACTORS

Making or continuing an investment in securities issued by Commerce Bancshares, Inc., including our common stock,
involves certain risks that you should carefully consider. The risks and uncertainties described below are not the only
risks that may have a material adverse effect on the Company. Additional risks and uncertainties also could adversely
affect our business and our results. If any of the following risks actually occur, our business, financial condition or
results of operations could be negatively affected, the market price for your securities could decline, and you could
lose all or a part of your investment. Further, to the extent that any of the information contained in this Annual Report
on Form 10-K constitutes forward-looking statements, the risk factors set forth below also are cautionary statements
identifying important factors that could cause the Company s actual results to differ materially from those expressed in
any forward-looking statements made by or on behalf of Commerce Bancshares, Inc.

The performance of the Company is dependent on the economic conditions of the markets in which the
Company operates.
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The Company s success is heavily influenced by the general economic conditions of the states of Missouri, Kansas and
central Illinois and the specific local markets in which the Company operates. Unlike larger national or other regional
banks that are more geographically diversified, the Company provides banking and financial services to customers in
such metropolitan areas as Kansas City, St. Louis, and Springfield in
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Missouri, Peoria and Bloomington in Illinois, and Wichita, Kansas. Since the Company does not have significant
presence in other parts of the country, a prolonged economic downturn in these markets could have a material adverse
effect on the Company s financial condition and results of operations.

The Company is subject to Interest Rate Risk.

The Company s net interest income is the largest source of overall revenue to the Company, representing 59% of total
revenue. Interest rates are beyond the Company s control, and they fluctuate in response to general economic
conditions and the policies of various governmental and regulatory agencies, in particular, the Federal Reserve Board.
Changes in monetary policy, including changes in interest rates, will influence the origination of loans, the purchase

of investments, the generation of deposits, and the rates received on loans and investment securities and paid on
deposits. Management believes it has implemented effective asset and liability management strategies to reduce the
potential effects of changes in interest rates on the Company s results of operations. However, any substantial,
unexpected, prolonged change in market interest rates could have a material adverse effect on the Company s financial
condition and results of operations.

The Company operates in a highly competitive industry and market area.

The Company operates in the financial services industry, a rapidly changing environment having numerous
competitors including other banks and insurance companies, securities dealers, brokers, trust and investment
companies and mortgage bankers. The pace of consolidation among financial service providers is accelerating and
there are many new changes in technology, product offerings and regulation. New entrants offering competitive
products continually penetrate our markets. The Company must continue to make investments in its products and
delivery systems to stay competitive with the industry as a whole or its financial performance may suffer.

Potential future loan losses could increase.

The Company maintains an allowance for loan losses that represents management s best estimate of probable losses
that have been incurred at the balance sheet date within the existing portfolio of loans. The level of the allowance
reflects management s continuing evaluation of industry concentrations, specific credit risks, loan loss experience,
current loan portfolio quality, present economic, political and regulatory conditions and unidentified losses inherent in
the current loan portfolio. Over the past few years, historical losses have been low and the Company s credit loss ratios
have been below industry averages, in part due to the low level of commercial loan losses. Also, while the industry
has experienced low levels of loan losses for several years, loan losses on residential construction and consumer loans
have risen, especially in the second half of 2007. Much of this relates to the effects of the subprime lending issues and
a general housing slowdown creating an uncertain economic outlook. If the recent trend is prolonged and losses
continue to increase, the Company s results of operations could be negatively impacted by higher loan losses in the
future. See the section captioned Allowance for Loan Losses in Item 7 Management s Discussion and Analysis of
Financial Condition and Results of Operations located elsewhere in this report for further discussion related to the
Company s process for determining the appropriate level of the allowance for possible loan loss.

The Company s reputation and future growth prospects could be impaired if events occurred which breached
our customers privacy.

The Company relies heavily on communications and information systems to conduct its business, and as part of our
business we maintain significant amounts of data about our customers and the products they use. While the Company
has policies and procedures designed to prevent or limit the effect of failure, interruption or security breach of its
information systems, there can be no assurances that any such failures, interruptions or security breaches will not
occur, or if they do occur, that they will be adequately addressed. Should any of these systems become compromised,
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the reputation of the Company could be damaged, relationships with existing customers impaired and result in lost
business and incur significant expenses trying to remedy the compromise.
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The Company may not attract and retain skilled employees.

The Company s success depends, in large part, on its ability to attract and retain key people. Competition for the best
people in most activities engaged in by the Company can be intense, and the Company spends considerable time and
resources attracting and hiring qualified people for its various business lines and support units. The unexpected loss of
the services of one or more the Company s key personnel could have a material adverse impact on the Company s
business because of their skills, knowledge of the Company s market, years of industry experience, and the difficulty
of promptly finding qualified replacement personnel.

Item 1b. UNRESOLVED STAFF COMMENTS
None
Item 2. PROPERTIES

The bank subsidiaries maintain their main offices in various multi-story office buildings. The Missouri bank owns its
main offices and leases unoccupied premises to the public. The larger offices include:

Net rentable % occupied % occupied

Building square footage in total by bank
922 Walnut 256,000 95% 93%
Kansas City, MO
1000 Walnut 403,000 84 34
Kansas City, MO
811 Main 237,000 100 100
Kansas City, MO
8000 Forsyth 178,000 95 92
Clayton, MO
1551 N. Waterfront
Pkwy 120,000 98 32

Wichita, KS

The Nebraska credit card bank leases its offices in Omaha, Nebraska. Additionally, certain other installment loan,
trust and safe deposit functions operate out of leased offices in downtown Kansas City. The Company has an
additional 204 branch locations in Missouri, Illinois, Kansas, Oklahoma and Colorado which are owned or leased, and
144 off-site ATM locations.

Item 3. LEGAL PROCEEDINGS

The information required by this item is set forth in Item 8 under Note 18, Commitments, Contingencies and
Guarantees on page 93.

Item 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
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No matters were submitted during the fourth quarter of 2007 to a vote of security holders through the solicitation of
proxies or otherwise.
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Executive Officers of the Registrant

The following are the executive officers of the Company, each of whom is designated annually, and there are no
arrangements or understandings between any of the persons so named and any other person pursuant to which such
person was designated an executive officer.

Name and Age

Jeffery D. Aberdeen, 54

Kevin G. Barth, 47

A. Bayard Clark, 62

Sara E. Foster, 47

David W. Kemper, 57

Jonathan M. Kemper, 54

Charles G. Kim, 47

Seth M. Leadbeater, 57

Table of Contents

Positions with Registrant

Controller of the Company since December 1995. Prior thereto he was
Assistant Controller of the Company. He is Controller of the Company s
subsidiary banks, Commerce Bank, N.A. (Missouri, Kansas and Omaha).

Executive Vice President of the Company since April 2005 and Executive
Vice President of Commerce Bank, N.A. (Missouri), since October 1998.
Senior Vice President of the Company and Officer of Commerce Bank, N.A.
(Missouri) prior thereto.

Chief Financial Officer and Executive Vice President of the Company since
December 1995. Executive Vice President of the Company prior thereto.
Treasurer of the Company from December 1995 until February 2007.

Senior Vice President of the Company since February 1998 and Vice
President of the Company prior thereto.

Chairman of the Board of Directors of the Company since November 1991,
Chief Executive Officer of the Company since June 1986, and President of
the Company since April 1982. He is Chairman of the Board, President and
Chief Executive Officer of Commerce Bank, N.A. (Missouri). He is the son
of James M. Kemper, Jr. (a former Director and former Chairman of the
Board of the Company) and the brother of Jonathan M. Kemper, Vice
Chairman of the Company.

Vice Chairman of the Company since November 1991 and Vice Chairman
of Commerce Bank, N.A. (Missouri) since December 1997. Prior thereto, he
was Chairman of the Board, Chief Executive Officer, and President of
Commerce Bank, N.A. (Missouri). He is the son of James M. Kemper, Jr. (a
former Director and former Chairman of the Board of the Company) and the
brother of David W. Kemper, Chairman, President, and Chief Executive
Officer of the Company.

Executive Vice President of the Company since April 1995 and Executive
Vice President of Commerce Bank, N.A. (Missouri) since January 2004.
Prior thereto, he was Senior Vice President of Commerce Bank, N.A.
(Clayton, MO), a former subsidiary of the Company.

Vice Chairman of the Company since January 2004. Prior thereto he was

Executive Vice President of the Company. He has been Vice Chairman of
Commerce Bank, N.A. (Missouri) since September 2004. Prior thereto he
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was Executive Vice President of Commerce Bank, N.A. (Missouri) and
President of Commerce Bank, N.A. (Clayton, MO).
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Name and Age Positions with Registrant

Robert C. Matthews, Jr., 60 Executive Vice President of the Company since December 1989. Executive
Vice President of Commerce Bank, N.A. (Missouri) since December 1997.

Michael J. Petrie, 51 Senior Vice President of the Company since April 1995. Prior thereto, he
was Vice President of the Company.

Robert J. Rauscher, 50 Senior Vice President of the Company since October 1997. Senior Vice
President of Commerce Bank, N.A. (Missouri) prior thereto.

V. Raymond Stranghoener, 56 Executive Vice President of the Company since July 2005 and Senior Vice
President of the Company prior thereto. Prior to his employment with the
Company in October 1999, he was employed at BankAmerica Corp. as
National Executive of the Bank of America Private Bank Wealth Strategies
Group. He joined Boatmen s Trust Company in 1993, which subsequently
merged with BankAmerica Corp.

PART II

Item S. MARKET FOR REGISTRANT S COMMON EQUITY, REILATED STOCKHOLDER MATTERS
AND ISSUER PURCHASES OF EQUITY SECURITIES

Commerce Bancshares, Inc.
Common Stock Data

The following table sets forth the high and low prices of actual transactions for the Company s common stock (CBSH)
and cash dividends paid for the periods indicated (restated for the 5% stock dividend distributed in December 2007).

Cash
Quarter High Low Dividends
2007 First $ 4835 $ 4437 $ 238
Second 46.59 42.53 238
Third 46.10 41.22 238
Fourth 46.32 41.96 238
2006 First $ 47.65 $ 44.57 $ 222
Second 48.25 44.75 222
Third 46.49 44.09 222
Fourth 48.19 43.43 222
2005 First $ 43.19 $ 40.01 $ 207
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Second 44.00 39.86 207
Third 47.27 42.83 .207
Fourth 48.64 43.15 .207

Commerce Bancshares, Inc. common shares are listed on The Nasdaq Stock Market LLC (NASDAQ), a national
securities exchange and highly-regulated electronic securities market comprised of competing Market Makers whose
trading is supported by a communications network linking them to quotation dissemination, trade reporting, and order
execution systems. The Company had 4,581 shareholders of record as of December 31, 2007.

11
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Performance Graph

The following graph presents a comparison of Company (CBSH) performance to the indices named below. It assumes
$100 invested on 12/31/2002 with dividends invested on a Total Return basis.

The following table sets forth information about the Company s purchases of its $5 par value common stock, its only
class of stock registered pursuant to Section 12 of the Exchange Act, during the fourth quarter of 2007.

Total Total Number of
Maximum Number
Number Average Shares Purchased that
May Yet Be
of Shares Price Paid as Part of Publicly Purchased
Announced
Period Purchased per Share Program Under the Program
October 1 31, 2007 $ 1,695,284
November 1 30, 2007 165,513 $ 4485 165,513 1,529,771
December 1 31, 2007 768 $ 45.09 768 1,529,003
Total 166,281 $ 4485 166,281 1,529,003

The Company s stock purchases shown above were made under a 4,000,000 share authorization by the Board of
Directors on February 2, 2007. Under this authorization, 1,529,003 shares remained available for purchase at
December 31, 2007. On February 1, 2008, the Company s Board of Directors approved a new authorization for the
purchase of up to 3,000,000 shares of Company common stock.

Item 6. SELECTED FINANCIAL DATA

The required information is set forth below in Item 7.

12
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Item 7. MANAGEMENT S DISCUSSION AND ANALYSIS OF CONSOLIDATED FINANCIAL
CONDITION AND RESULTS OF OPERATIONS

Overview

Commerce Bancshares, Inc. (the Company) operates as a super-community bank offering an array of sophisticated
financial products delivered with high-quality, personal customer service. It is the largest bank holding company
headquartered in Missouri, with its principal offices in Kansas City and St. Louis, Missouri. Customers are served
from approximately 350 locations in Missouri, Kansas, Illinois, Oklahoma and Colorado using delivery platforms
which include an extensive network of branches and ATM machines, full-featured online banking, and a central
contact center.

The core of the Company s competitive advantage is its focus on the local markets it services and its concentration on
relationship banking, with high service levels and competitive products. In order to enhance shareholder value, the
Company grows its core revenue by expanding new and existing customer relationships, utilizing improved
technology, and enhancing customer satisfaction.

Various indicators are used by management in evaluating the Company s financial condition and operating
performance. Among these indicators are the following:

Growth in earnings per share Diluted earnings per share declined 4.1% in 2007 compared to 2006; however,
2007 earnings included a special indemnification charge related to certain estimated litigation expenses of
Visa, Inc., which is discussed further below. Excluding this charge, diluted earnings per share rose 2.0% over
2006, and has risen 6.1% and 8.3%, compounded annually, over the last 5 and 10 years, respectively.

Growth in total revenue Total revenue is comprised of net interest income and non-interest income. Total
revenue in 2007 grew 5.1% over 2006, which resulted from growth of $24.9 million, or 4.8%, in net interest
income coupled with growth of $19.0 million, or 5.4%, in non-interest income. Total revenue has risen 3.2%,
compounded annually, over the last five years.

Expense control  Excluding the Visa indemnification charge and the effects of recent bank acquisitions,
non-interest expense grew by 3.4% this year due to prudent management oversight and expanded use of
technology, and salaries and employee benefits, the largest expense component, grew by 5.3%. The operating
efficiency ratio was 60.42% in 2007 compared to 60.55% in 2006.

Asset quality  Net loan charge-offs in 2007 increased $16.7 million over those recorded in 2006, and averaged
42% of loans compared to .29% in the previous year. While non-performing assets at year end 2007 increased

to $33.4 million, this balance comprised only .32% of loans at year end 2007.

Shareholder return  Total shareholder return, including the change in stock price and dividend reinvestment,
was 9.9% over the past 5 years and 6.8% over the past 10 years.

13
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The following discussion and analysis should be read in conjunction with the consolidated financial statements and
related notes. The historical trends reflected in the financial information presented below are not necessarily reflective

of anticipated future results.

Key Ratios

(Based on average balance sheets):

Return on total assets

Return on stockholders equity

Tier I capital ratio

Total capital ratio

Leverage ratio

Equity to total assets

Non-interest income to revenue*

Efficiency ratio**

Loans to deposits***

Net yield on interest earning assets (tax equivalent
basis)

Non-interest bearing deposits to total deposits
Cash dividend payout ratio

2007

1.33%
14.00
10.31
11.49

8.76

9.54
40.85
62.72
88.49

3.80
5.45
33.76

* Revenue includes net interest income and non-interest income.

2006 2005
1.54% 1.60%
15.96 16.19
11.25 12.21
12.56 13.63
9.05 9.43
9.68 9.87
40.72 40.03
60.55 59.30
84.73 81.34
3.92 3.89
5.78 6.23
30.19 28.92

2004

1.56%

15.19
12.21
13.57

9.60
10.25
38.84
59.16
78.71

3.81
12.47
28.26

2003

1.52%

14.27
12.31
13.70

9.71
10.68
37.16
58.83
79.96

4.04
10.81
25.19

**  The efficiency ratio is calculated as non-interest expense (excluding intangibles amortization) as a percent of

revenue.
**%  Includes loans held for sale.

Selected Financial Data

(In thousands, except per share data) 2007

Net interest income $ 538,072
Provision for loan losses 42,732
Non-interest income 371,581
Investment securities gains, net 8,234
Non-interest expense 574,758
Net income 206,660
Net income per share-basic* 2.86
Net income per share-diluted* 2.82

Table of Contents

2006

513,199
25,649
352,586
9,035
525,425
219,842
2.98
2.94

2005

501,702 $
28,785
334,837
6,362
496,522
223,247
291
2.87

2004

497,331
30,351
315,839
11,092
482,769
220,341
2.72
2.68

2003

502,392
40,676
297,107
4,560
472,144
206,524

245
242
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Cash dividends 68,915 65,758 63,421 61,135 51,266
Cash dividends per share* 952 .889 .829 57 611
Market price per share* 44.86 46.10 47.27 43.36 40.33
Book value per share* 21.28 19.63 17.95 18.06 17.58
Common shares outstanding* 71,796 73,450 74,539 79,017 82,522
Total assets 16,204,831 15,230,349 13,885,545 14,250,368 14,287,164
Loans, including held for sale 10,841,264 9,960,118 8,899,183 8,305,359 8,142,679
Investment securities 3,297,015 3,496,323 3,770,181 4,837,368 5,039,194
Deposits 12,551,552 11,744,854 10,851,813 10,434,309 10,206,208
Long-term debt 1,083,636 553,934 269,390 389,542 300,977
Stockholders equity 1,527,686 1,442,114 1,337,838 1,426,880 1,450,954
Non-performing assets 33,417 18,223 11,713 18,775 33,685

*  Restated for the 5% stock dividend distributed in December 2007.

14
Table of Contents 27



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

Table of Contents

Results of Operations

$ Change % Change
(Dollars in thousands) 2007 2006 2005 07- 06 06- 05 07- 06 06- 05
Net interest income $ 538,072 $ 513,199 $ 501,702 $ 24,873 $ 11,497 4.8% 2.3%
Provision for loan
losses (42,732) (25,649) (28,785) 17,083 (3,136) 66.6 (10.9)
Non-interest income 371,581 352,586 334,837 18,995 17,749 54 5.3
Investment securities
gains, net 8,234 9,035 6,362 (801) 2,673 (8.9) 42.0
Non-interest expense (574,758) (525,425) (496,522) 49,333 28,903 9.4 5.8
Income taxes (93,737) (103,904) (94,347) (10,167) 9,557 9.8) 10.1
Net income $ 206,660 $ 219,842 $ 223247 $ (13,182) $ (3,405) (6.0) % (1.5)%

As a supplement to its GAAP (generally accepted accounting principles) financial results, the Company has provided
non-GAAP operating results for the year ended December 31, 2007. The Company believes that these non-GAAP
financial measures are useful because they allow investors to assess, on a consistent basis, the Company s operating
performance exclusive of items management believes are not indicative of the operations of the Company.
Management uses such non-GAAP financial measures to evaluate financial results and to establish operational goals.
These non-GAAP financial measures should be considered a supplement to, and not a substitute for, financial
measures determined in accordance with GAAP. The non-GAAP measures presented below exclude a $21.0 million
pre-tax indemnification charge recorded by the Company in the fourth quarter of 2007. This charge relates to the
Company s share of certain estimated Visa litigation costs, which are explained in more detail in the Non-Interest
Expense section of this discussion.

Comparison of GAAP and Non-GAAP Information

$ Change % Change
(Dollars in thousands) 2007 2006 2005 07- 06 06- 05 07- 06 06- 05
Non-interest
expense (GAAP) $ 574,758 $ 525,425 $ 496,522 $ 49,333 $ 28,903 9.4% 5.8%
Indemnification obligation (20,951) (20,951) - N.M. N.M.
Operating non-interest
expense (non-GAAP) $ 553,807 $ 525,425 $ 496,522 $ 28,382 $ 28,903 5.4% 5.8%
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Net income (GAAP)
Indemnification obligation,
net of tax

Operating net
income (non-GAAP)

GAAP basis:

Basic earnings per share
Diluted earnings per share
Return on average assets
Return on average equity
Efficiency ratio
Non-GAAP basis:

Basic earnings per share
Diluted earnings per share
Return on average assets
Return on average equity
Efficiency ratio
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$ 206,660

13,199

$ 219,859

$

2.86

2.82

1.33%
14.00%
62.72%

3.04

3.00

1.42%
14.89%
60.42 %

$ 219,842

$ 219,842

$

2.98

2.94

1.54%
15.96%
60.55%

2.98

2.94

1.54%
15.96%
60.55%

$ 223,247

$ 223,247

$

291

2.87

1.60%
16.19%
59.30%

291

2.87

1.60%
16.19%
59.30%

$ (13,182)

$

13,199

17

$ (3,405)

$ (3,405)

(6.0)%

N.M.

%

(1.5)%

N.M.

1.5)%

The Company s diluted earnings per share, based on operating results as shown in the table above, amounted to $3.00
in 2007 compared to $2.94 in 2006, an increase of 2.0%. Operating net income for 2007 was

15
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$219.9 million, relatively unchanged from 2006. The operating return on average assets amounted to 1.42% compared
to 1.54% last year, and the operating return on average equity totaled 14.89% compared to 15.96% last year. The
operating efficiency ratio was 60.42% in 2007 compared with 60.55% in 2006.

Financial results for 2007 compared to 2006 included growth in net interest income and non-interest income. These
increases to net income were offset by a higher provision for loan loss and an increase in non-interest expense. Net
interest income increased $24.9 million, or 4.8%, reflecting growth in average loan balances and higher average
overall rates earned on loans and investment securities, partly offset by declining average balances in investment
securities. Countering these effects was a rise in interest expense on deposit accounts and short-term borrowings,
resulting from increases in interest rates on virtually all deposit accounts, coupled with growth in certificate of deposit
balances and higher average short-term borrowings. Non-interest income rose $19.0 million, or 5.4%, largely due to
increases of 9.1% in bank card fees, 1.6% in deposit account fees, and 9.2% in trust revenues. Operating non-interest
expense grew $28.4 million, or 5.4%, which was mainly the result of a 7.1% increase in salaries and benefits.
Additional smaller increases occurred in occupancy, supplies and communication expense, and marketing expense.
The provision for loan losses increased $17.1 million to $42.7 million, reflecting higher incurred losses in nearly all
loan categories, with the largest increases in business, consumer credit card and personal banking loans. Income tax
expense declined 9.8% in 2007 and resulted in an effective tax rate of 31.2%, compared to an effective tax rate of
32.1% in the prior year. The decrease in income tax expense in 2007 occurred mainly due to the change in the mix of
taxable and nontaxable income.

The decline in net income in 2006 compared to 2005 was due to higher non-interest expense and income tax expense,
partly offset by an increase in net interest income, growth in non-interest income, and a lower loan loss provision. Net
interest income increased $11.5 million, or 2.3%, reflecting the effects of higher average overall rates earned on loans
and growth in average loan balances, partly offset by declining average balances in investment securities. Also,
interest expense on deposit accounts and short-term borrowings rose, mainly related to increases in interest rates on
deposit accounts and borrowings, coupled with growth in certificate of deposit balances. Non-interest income rose
$17.7 million, or 5.3%, largely due to increases of 10.0% in bank card fees, 2.2% in deposit account fees, and 5.7% in
trust revenues. Non-interest expense grew 5.8%, mainly the result of higher salaries and benefits (up 5.5%), with
additional increases of 6.5% in occupancy, 10.6% in equipment, and 5.7% in data processing and software costs. The
provision for loan losses decreased $3.1 million to $25.6 million, reflecting lower incurred losses, especially in credit
card and personal banking loans. Income tax expense increased 10.1% in 2006 and resulted in an effective tax rate of
32.1%, which increased from a tax rate of 29.7% in the prior year. The increase in income tax expense in 2006
occurred largely because tax benefits of $13.7 million, representing the effects of certain corporate restructuring
initiatives, were recognized in 2005 and these benefits did not recur in 2006.

The Company completed two bank acquisitions during 2007. On April 1, 2007, the Company acquired South Tulsa
Financial Corporation (South Tulsa). In this transaction, the Company acquired the outstanding stock of South Tulsa
and issued shares of Company stock valued at $27.6 million. The Company s acquisition of South Tulsa added two
branch locations in Tulsa, Oklahoma. On July 1, 2007, the Company acquired Commerce Bank in Denver, Colorado.
In this transaction, the Company acquired all of the outstanding stock of Commerce Bank for $29.5 million in cash.
The acquisition added the Company s first location in Colorado.

During 2006, the Company also acquired two banks. The first acquisition was in July 2006, when the Company,
through a bank subsidiary, acquired certain assets and assumed certain liabilities of Boone National Savings and Loan
Association (Boone) in a purchase and assumption agreement for cash of $19.1 million. Boone operated four branches
in central Missouri. In September 2006, the Company acquired the outstanding stock of West Pointe Bancorp, Inc.
(West Pointe) in Belleville, Illinois, which operated five branch locations in the greater St. Louis area. The total
purchase price of $80.5 million consisted of cash of $13.1 million and shares of Company stock valued at

$67.5 million.
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The transactions discussed above are collectively referred to as bank acquisitions throughout the remainder of this
report. Additional information about acquired balances and intangible assets recognized is presented below.
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2007 2006

(In millions) Denver South Tulsa Boone West Pointe
Purchase price $ 295 $ 27.6 $ 19.1 $ 80.5
Acquired balances:

Total assets, including intangible assets recognized 123.9 142.4 147.2 508.8
Loans 74.5 114.7 126.4 255.0
Deposits 72.2 103.9 100.9 381.8
Intangible assets recognized:

Goodwill 15.1 10.6 15.6 38.3
Core deposit premium 4.9 34 2.6 14.9
Mortgage servicing rights 3 .5

The Company continually evaluates the profitability of its network of bank branches throughout its markets. As a
result of this evaluation process, the Company may periodically sell the assets and liabilities of certain branches, or
may sell the premises of specific banking facilities. During the last three years, the Company has sold three or four
bank facilities each year, realizing pre-tax gains on these sales of $1.6 million, $579 thousand and $802 thousand
during 2007, 2006 and 2005, respectively. In January 2008, the Company agreed to sell its branch in Independence,
Kansas, with loans of $29 million and deposits of $83 million. The transaction is expected to close in the second
quarter of 2008, at which time the Company expects to receive a purchase premium of $7.2 million in cash.

The Company distributed a 5% stock dividend for the fourteenth consecutive year on December 13, 2007. All per
share and average share data in this report has been restated to reflect the 2007 stock dividend.

Critical Accounting Policies

The Company s consolidated financial statements are prepared based on the application of certain accounting policies,
the most significant of which are described in Note 1 to the consolidated financial statements. Certain of these policies
require numerous estimates and strategic or economic assumptions that may prove inaccurate or be subject to
variations which may significantly affect the Company s reported results and financial position for the period or in
future periods. The use of estimates, assumptions, and judgments are necessary most often when financial assets and
liabilities are required to be recorded at, or adjusted to reflect, fair value. Assets and liabilities carried at fair value
inherently result in more financial statement volatility. Fair values and the information used to record valuation
adjustments for certain assets and liabilities are based on either quoted market prices or are provided by other
independent third-party sources, when available. When such information is not available, management estimates
valuation adjustments primarily by using internal cash flow and other financial modeling techniques. Changes in
underlying factors, assumptions, or estimates in any of these areas could have a material impact on the Company s
future financial condition and results of operations.

The Company has identified several policies as being critical because they require management to make particularly
difficult, subjective and/or complex judgments about matters that are inherently uncertain and because of the
likelihood that materially different amounts would be reported under different conditions or using different
assumptions. These policies relate to the allowance for loan losses, the valuation of certain non-marketable
investments, and accounting for income taxes.
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The Company performs periodic and systematic detailed reviews of its loan portfolio to assess overall collectability.
The level of the allowance for loan losses reflects the Company s estimate of the losses inherent in the loan portfolio at
any point in time. While these estimates are based on substantive methods for determining allowance requirements,
actual outcomes may differ significantly from estimated results, especially when determining allowances for business,
lease, construction and business real estate loans. These loans are normally larger and more complex, and their
collection rates are harder to predict. Personal loans, including personal mortgage, consumer credit card and other
consumer loans, are individually smaller and perform in a more homogenous manner, making loss estimates more
predictable. Further explanation of
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the methodologies used in establishing the allowance is provided in the Allowance for Loan Losses section of this
discussion.

The Company, through its direct holdings and its Small Business Investment subsidiaries, has numerous private equity
and venture capital investments, which totaled $45.3 million at December 31, 2007. These private equity and venture
capital securities are reported at fair value. The values assigned to these securities where no market quotations exist

are based upon available information and management s judgment. Although management believes its estimates of fair
value reasonably reflect the fair value of these securities, key assumptions regarding the projected financial
performance of these companies, the evaluation of the investee company s management team, and other economic and
market factors may affect the amounts that will ultimately be realized from these investments.

As more fully discussed in Notes 1 and 9 of the consolidated financial statements, the Company accounts for income
taxes in accordance with SFAS No. 109, Accounting for Income Taxes . Accrued income taxes represent the net
amount of current income taxes which are expected to be paid attributable to operations as of the balance sheet date.
Deferred income taxes represent the expected future tax consequences of events that have been recognized in the
financial statements or income tax returns. Current and deferred income taxes are reported as either a component of
other assets or other liabilities in the consolidated balance sheets, depending on whether the balances are assets or
liabilities. Judgment is required in applying the principles of SFAS No. 109. The Company regularly monitors taxing
authorities for changes in laws and regulations and their interpretations by the judicial systems. The aforementioned
changes, and changes that may result from the resolution of income tax examinations by federal and state taxing
authorities, may impact the estimate of accrued income taxes and could materially impact the Company s financial
position and results of operations.
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Net Interest Income

Net interest income, the largest source of revenue, results from the Company s lending, investing, borrowing, and
deposit gathering activities. It is affected by both changes in the level of interest rates and changes in the amounts and
mix of interest earning assets and interest bearing liabilities. The following table summarizes the changes in net
interest income on a fully taxable equivalent basis, by major category of interest earning assets and interest bearing
liabilities, identifying changes related to volumes and rates. Changes not solely due to volume or rate changes are

allocated to rate.

(In thousands)

Interest income,

fully taxable equivalent basis
Loans

Loans held for sale

Investment securities:

U.S. government and federal
agency obligations

State and municipal obligations
Mortgage and asset-backed
securities

Other securities

Federal funds sold and securities
purchased under agreements to
resell

Total interest income

Interest expense

Interest bearing 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

Federal funds purchased and
securities sold under agreements
to repurchase

Other borrowings
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2007
Change due to
Average Average
Volume Rate
$ 77,356 $ 14,896
412 (260)
(8,190) 1,878
8,058 251
(3,547) 9,520
(3,126) (2,090)
11,852 (1,608)
82,815 22,587
) (132)
8,541 11,248
11,563 13,970
9,001 6,357
10,826 2,484
5,346 315)

Total

$ 92,252
152

(6,312)
8,309
5,973

(5,216)

10,244

105,402

a37)
19,789
25,533
15,358

13,310
5,031

2006

Change due to

Average Average
Volume Rate Total
$ 35616 $ 87,585 $§ 123,201
16,783 4,348 21,131
(15,977) (1,174) (17,151)
11,923 713 12,636
(24,993) 6,285 (18,708)
(75) 5,205 5,130
5,965 5,570 11,535
29,242 108,532 137,774
(29) 974 945
321 41,805 42,126
10,150 24,677 34,827
9,579 18,023 27,602
(7,785) 29,163 21,378
(5,819) 2,099 (3,720)
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Total interest expense 45,272 33,612 78,884 6,417 116,741 123,158

Net interest income, fully
taxable equivalent basis $ 37,543 $ (11,025) $ 26,518 $ 22,825 $ (8,209) $ 14,616

Net interest income was $538.1 million in 2007, representing an increase of $24.9 million, or 4.8%, compared to
$513.2 million in 2006. Net interest income increased $11.5 million, or 2.3%, in 2006 compared to $501.7 million in
2005. The increase in net interest income in 2007 resulted mainly from growth of $92.3 million in tax equivalent loan
interest income, due mainly to higher average balances and yields, and an increase in tax equivalent interest on
investment securities of $2.8 million, mainly due to higher yields. Also, interest earned on federal funds sold and
securities purchased under agreements to resell (resale agreements) increased $10.2 million, due mainly to higher
balances. Offsetting these increases in interest income were higher deposit interest costs of $60.5 million as a result of
higher balances and rates paid, coupled with increased interest expense on borrowings, which grew by $18.4 million.
The increase in rates on both interest earning assets and interest bearing liabilities was the result of increases in the
federal funds rate initiated by the Federal Reserve throughout 2005 and 2006 which impacted average balances and
rates for the full year in 2007. The tax equivalent net yield on earning assets decreased 12 basis points to 3.80% in
2007 compared to 3.92% in 2006.
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During 2006, net interest income increased $11.5 million compared to 2005. The increase was largely the result of
growth in loan interest income due to higher yields and average balances, but was partly offset by an increase in
interest expense due to higher deposit rates and balances, in addition to higher rates paid on federal funds purchased
and securities sold under agreements to repurchase (repurchase agreements).

Total interest income in 2007 was $936.1 million, compared to $832.3 million in 2006 and $697.6 million in 2005. On
a tax equivalent basis, interest income increased $105.4 million in 2007, or 12.6%, as a result of growth in interest on
loans ($92.3 million tax equivalent), investment securities ($2.8 million tax equivalent) and federal funds sold and
resale agreements ($10.2 million). The growth in interest on loans resulted from higher average balances in
commercial loans of $703.7 million (consisting of business, construction and business real estate loans) and in
personal loans of $381.1 million (consisting of personal real estate, home equity, consumer and consumer credit card
loans). This growth in average balances also resulted from four bank acquisitions occurring in 2006 and 2007, which
increased average loan balances by $337.8 million in 2007. As a result of the increases in the federal funds rate in
previous years as mentioned above, rates on most lending products increased, contributing approximately

$14.9 million (tax equivalent) to the growth in loan interest income. The overall tax equivalent rate earned on loans,
excluding loans held for sale, was 7.23% in 2007 compared to 7.08% in 2006, or an increase of 15 basis points.

The $2.8 million increase in tax equivalent interest income on investment securities was mainly the result of higher
rates earned on mortgage and other asset-backed securities and U.S. government and agency securities, which
contributed $11.4 million to interest income. In addition, higher average balances of municipal investment securities
and mortgage-backed securities contributed to the increase. Offsetting these increases, however, were the effects of
lower average balances in U.S. government and agency securities, other asset-backed securities, and short-term money
market investments. The increase in interest on federal funds sold and resale agreements was mainly due to higher
average balances of overnight resell agreements, which are used for funding and pledging purposes.

The overall tax equivalent rate earned on total interest earning assets amounted to 6.56% in 2007 compared to 6.32%
in 2006, or an increase of 24 basis points.

Interest expense increased $78.9 million, or 24.7%, in 2007 compared to 2006 primarily as a result of higher interest
expense on both deposit accounts and other borrowings. Interest expense on deposits increased $60.5 million as a
result of higher rates on virtually all deposit products, coupled with growth in average balances of money market
accounts and short-term certificates of deposit. The higher average balances occurred notably in the Company s
premium money market product, which requires higher customer balances but also pays higher rates, due to the
general rate environment and promotions during the year. Average short-term certificate of deposit balances grew by
$751.2 million partly due to customer preference, but also due to efforts by the Company to attract jumbo certificates
of deposit from commercial sources in an effort to diversify funding sources. Also, the four bank acquisitions
completed in 2006 and 2007, noted above, contributed to the growth in average deposits by $362.8 million.

Interest expense on other borrowings increased $18.4 million, mainly due to higher average balances in repurchase
agreements and higher rates on these balances, but offset by lower average balances of federal funds purchased. The
increase in the average balances of repurchase agreements was mainly due to the acquisition in August 2006 of
$500.0 million in term structured repurchase agreements, which were acquired to mitigate the risk of falling interest
rates. In addition, average advances from the Federal Home Loan Bank grew $103.8 million as the Company further
diversified its funding sources.

The overall rate paid on interest-bearing liabilities increased from 2.63% in 2006 to 3.01% in 2007, or an increase of
38 basis points.
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Interest income increased in 2006 by $134.7 million, or 19.3%, as a result of a $144.3 million increase in tax
equivalent loan interest income, offset slightly by an $18.1 million decrease in interest income from investment
securities. The tax equivalent average yield on interest earning assets was 6.32% in 2006 compared to 5.40% in 2005,
representing a 92 basis point increase. Interest income on loans increased in 2006 over 2005 as a result of a 98 basis
point increase in the average yield, coupled with an $859.9 million, or 10.0%, increase in average balances.
Approximately $137.1 million of the increase in average loan balances
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was the result of bank acquisitions in 2006, which contributed $10.2 million to interest income earned on loans in
2006. Excluding the impact of the acquisitions, the increase in average loan balances compared to 2005 was

$722.8 million, or 8.4%. The average yield on investment securities increased 36 basis points, which was offset by a
$763.5 million, or 17.7%, decrease in investment securities average balances, resulting in an overall decrease of
$18.1 million in interest income earned on the investment portfolio in 2006 compared to 2005. The Company funded
its loan growth principally by reducing its investment securities portfolio, in addition to growth in its overall deposit
base.

Interest expense increased $123.2 million, or 62.9%, in 2006 compared to 2005 as a result of the rising interest rate
environment and increases in average deposit balances. Interest expense on deposits increased $105.5 million, or
78.3%, in 2006 over the previous year as a result of a 92 basis point average rate increase, coupled with growth of
$607.9 million, or 6.2%, in average interest bearing deposit balances. Approximately $147.8 million of the increase in
average interest bearing deposit balances was a result of bank acquisitions in 2006. Bank acquisitions incurred

$5.1 million of deposit interest expense in 2006. Excluding the impact of bank acquisitions, the increase in average
interest bearing deposits compared to 2005 was $460.1 million, or 4.7%. Additionally, interest expense on federal
funds purchased and repurchase agreements increased $21.4 million, or 43.8%, resulting primarily from an increase of
179 basis points in rates paid. Average borrowings of federal funds purchased and repurchase agreements declined
9.6% primarily due to a decrease in federal funds purchased as a result of lower liquidity needs, offset by growth in
average repurchase agreement balances. Contributing to the increase in repurchase agreements was the addition of
$500.0 million in structured repurchase agreements, mentioned above.

Provision for Loan Losses

The provision for loan losses was $42.7 million in 2007, compared with $25.6 million in 2006 and $28.8 million in
2005. The $17.1 million, or 66.6%, increase in the 2007 provision for loan losses reflected higher incurred losses in
almost all loan categories. The provision for loan losses is recorded to bring the allowance for loan losses to a level
deemed adequate by management based on the factors mentioned in the following Allowance for Loan Losses section
of this discussion.

Non-Interest Income

% Change

(Dollars in thousands) 2007 2006 2005 07- 06 06- 05
Deposit account charges and other fees $ 117,350 $ 115,453 $ 112,979 1.6% 2.2%
Bank card transaction fees 103,613 94,928 86,310 9.1 10.0
Trust fees 78,840 72,180 68,316 9.2 5.7
Consumer brokerage services 12,445 9,954 9,909 25.0 )
Trading account profits and commissions 8,647 8,132 9,650 6.3 (15.7)
Loan fees and sales 8,835 10,503 12,838 (15.9) (18.2)
Other 41,851 41,436 34,835 1.0 18.9
Total non-interest income $ 371,581 $ 352,586 $ 334,837 5.4% 5.3%
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Non-interest income as a % of total

revenue™ 40.8% 40.7% 40.0%
Total revenue per full-time equivalent
employee $  179.0 $ 1755 $ 1729

* Total revenue is calculated as net interest income plus non-interest income.

Non-interest income was $371.6 million in 2007, which was a $19.0 million, or 5.4%, increase over 2006. In 2007,
deposit account fees rose $1.9 million, or 1.6%, as a result of higher corporate cash management fees, which grew by
$2.8 million, or 12.2%. The growth in cash management fees was mainly due to increased sales of products, coupled
with increased usage. It was partly offset by a slight decline in deposit account overdraft fees. Bank card fees
increased $8.7 million, or 9.1%, over the prior year, primarily due to higher fees earned on debit and corporate card
transaction fees, which grew by 12.2% and 30.0%, respectively. The growth in debit card transaction fees resulted
from greater utilization by consumers and acceptance by retail businesses,
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which increased volumes. The growth in corporate card fees was attributable to transaction fees from commercial
businesses and non-profit enterprises that are utilizing these electronic transactions in greater proportion, in addition to
increased sales efforts to build business in areas outside the Company s retail footprint. These increases were partly
offset by a decline in merchant fees of 6.8%, mainly due to the loss of a large merchant customer at the end of last
year. Trust fees rose $6.7 million, or 9.2%, mainly due to an 8.3% increase in private client account fees and a 14.7%
increase in corporate and institutional trust account fees. Sales efforts in 2007 resulted in new annualized fees of

$5.0 million, an increase of 11.5%, for private client accounts and $1.1 million for corporate and institutional trust
accounts. Total trust assets, upon which fees are charged, grew to $22.7 billion, an increase of 7.2%. Consumer
brokerage services revenue rose $2.5 million, or 25.0%, mainly due to growth in annuity commissions and mutual
fund fees. In addition, due to recent Company initiatives, fees resulting from account management and sales of various
insurance products have also increased. Bond trading income increased $515 thousand, mainly due to an increase in
underwriting fees on customer debt issues, in addition to higher corporate and correspondent bank sales. Loan fees
and sales decreased $1.7 million as gains on student loan sales declined from $6.3 million in 2006 to $4.5 million in
2007, which resulted from narrowing profit margins on loans sold to various servicing institutions. Other non-interest
income rose $415 thousand over the prior year, largely due to increases of $1.1 million in cash sweep commission
income and $1.0 million in gains on sales of various bank facilities. Additional increases occurred in fees on tax credit
sales and international transaction fee income. These increases were partly offset by impairment losses of $1.3 million
recorded on several properties and the receipt in 2006 of $1.2 million in non-recurring income from an equity
investment held by Commerce Bancshares, Inc., the parent holding company (the Parent ).

In 2006, non-interest income increased $17.7 million, or 5.3%, to $352.6 million. Compared to 2005, deposit account
fees increased $2.5 million, or 2.2%, as a result of higher deposit account overdraft fees, which grew $3.7 million, or
4.7%. This growth was partly offset by lower cash management fee income and lower deposit account service charges.
The growth in overdraft fees was mainly due to higher unit prices, partly offset by lower transaction volumes. The
decline in corporate cash management fees continued to be affected by the higher interest rate environment in 2006,
which tended to reduce cash fees paid by corporate customers. Bank card fees rose $8.6 million, or 10.0% overall,
primarily due to solid growth in corporate card and debit card fee income, which grew by 21.8% and 17.5%,
respectively. Trust fees increased $3.9 million, or 5.7%, due to a 5.2% increase in private client account fees and a
6.4% increase in corporate and institutional trust account fees. Bond trading income fell $1.5 million due to lower
sales of fixed income securities to bank and corporate customers, while consumer brokerage income was relatively
flat. Loan fees and sales decreased by $2.3 million as gains on sales of student loans declined from $8.0 million in
2005 to $6.3 million in 2006, and fewer transactions occurred. Other non-interest income rose $6.6 million, which
included growth of $2.2 million in operating lease-related income, in addition to the non-recurring income from a
Parent company equity investment. Higher sweep fees and check sales income were also recorded.

Investment Securities Gains, Net

Net gains and losses on investment securities during 2007, 2006 and 2005 are shown in the table below. Included in
these amounts are gains and losses arising from sales of bonds from the banks available for sale portfolio, in addition
to sales of publicly traded equity securities held by the Parent. Also shown are gains and losses relating to
non-marketable private equity and venture capital investments, which are primarily held by the Parent s
majority-owned venture capital subsidiaries. These include fair value adjustments, in addition to gains and losses
realized upon disposition. Minority interest expense pertaining to these net gains is reported in other non-interest
expense, and totaled $389 thousand, $2.2 million and $383 thousand in 2007, 2006 and 2005, respectively. In 2006

the Company sold its shares of MasterCard Inc., which it had acquired through MasterCard s reorganization and initial
public offering in the same year.
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(Dollars in thousands) 2007 2006 2005

Available for sale:

Bonds $ 1,069 $ (2,083) $ 5,080
Equity securities 1,858

Non-marketable:

Private equity and venture investments 5,307 8,278 1,282
MasterCard restricted stock 2,840

Total investment securities gains, net $ 8,234 $ 9,035 $ 6,362

Non-Interest Expense

% Change
(Dollars in thousands) 2007 2006 2005 07- 06 06- 05
Salaries $ 265,378 $ 244,887 $ 234,440 8.4% 4.5%
Employee benefits 43,390 43,386 38,737 12.0
Net occupancy 45,789 43,276 40,621 5.8 6.5
Equipment 24,121 25,665 23,201 (6.0) 10.6
Supplies and communication 34,162 32,670 33,342 4.6 (2.0)
Data processing and software 49,081 50,982 48,244 3.7) 5.7
Marketing 18,199 17,317 17,294 5.1 1
Indemnification obligation 20,951 N.M. N.M.
Other 73,687 67,242 60,643 9.6 10.9
Total non-interest expense $ 574,758 $ 525,425 $ 496,522 9.4% 5.8%
Efficiency ratio 62.7% 60.6% 59.3%
Salaries and benefits as a% of total
non-interest expense 53.7% 54.9% 55.0%
Number of full-time equivalent employees 5,083 4,932 4,839

Non-interest expense was $574.8 million in 2007, which included a non-cash expense charge of $21.0 million related
to the Company s indemnification obligation to share certain estimated litigation costs of Visa, Inc. (Visa). The
expense charge was the result of revisions in October 2007 to Visa s by-laws affecting all member banks, as part of an
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overall reorganization in which the member banks indemnified Visa on certain covered litigation. The expense charge
relates to Visa s American Express litigation, which was settled by Visa in November 2007, and other Visa litigation,
including the Discover and other interchange litigation, which has not yet been settled. As part of the reorganization,
Visa plans an initial public offering early in 2008, and part of the proceeds from the offering representing the member
banks proportionate share will be placed in escrow and used to fund the actual litigation settlements when they occur.
The Company currently anticipates that its proportional share of the proceeds of the Visa initial public offering will
more than offset its liabilities related to the Visa litigation.

Excluding the Visa indemnification charge, non-interest expense was $553.8 million in 2007, and grew 5.4% over
2006. Salaries and benefits expense grew by $20.5 million, or 7.1%, due to merit increases, incentive compensation,
payroll taxes and the effects of the recent bank acquisitions, which contributed $5.4 million of this increase. Partly
offsetting these increases was a decline in employee group medical plan expense, resulting from favorable claims
experience. Occupancy expense increased by $2.5 million, or 5.8%, over last year mainly as a result of seasonal
maintenance costs, higher building depreciation and real estate taxes. Higher rent income from tenants, resulting from
an increase in overall building occupancy, partly offset these expenses. Equipment expense declined by $1.5 million,
or 6.0%, mainly due to declines in depreciation expense on data processing equipment and maintenance contract
expense, in addition to
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relocation costs of a check processing function in 2006. Supplies and communication costs grew by $1.5 million, or
4.6%, mainly due to higher costs for supplies, postage and courier expense, partly offset by a decline in data network
expense. Data processing and software expense declined $1.9 million, or 3.7%, mainly due to lower license costs
related to online banking systems and a decline in bank card processing fees. A smaller variance occurred in
marketing expense, which increased $882 thousand, or 5.1%, over the prior year. Other non-interest expense increased
$6.4 million, or 9.6%, in 2007 due to increases in intangible asset amortization (resulting from recent bank
acquisitions), bank card and other fraud losses, and dues and subscription expense. Partly offsetting these increases
were declines in minority interest expense and foreclosed property expense.

In 2006, non-interest expense was $525.4 million, an increase of $28.9 million, or 5.8%, over 2005. Compared with
the prior year, salaries and benefits expense grew $15.1 million, or 5.5%, due to normal merit increases and higher
costs for incentive compensation, medical insurance, and payroll taxes. In addition, the effects of the bank acquisitions
occurring in 2006 increased salaries and benefits by approximately $2.4 million. Partly offsetting these increases was
a decline in stock-based compensation of $1.8 million, which resulted from the implementation in 2006 of estimated
forfeiture accounting requirements and a slightly longer vesting period for new grants. Net occupancy costs grew

$2.7 million, or 6.5%, compared to the prior year, mainly as a result of a full year of depreciation, real estate taxes and
utilities expense incurred on two office buildings purchased in 2005, in addition to costs related to several branch
facilities constructed during 2006. These increases were partly offset by lower net rent expense as certain banking
offices were moved from leased facilities to the new buildings and office space was leased to outside tenants. In
addition, in 2006 the Company recorded an asbestos abatement obligation on an office building in downtown Kansas
City, which increased occupancy expense by $854 thousand. Equipment expense increased $2.5 million, or 10.6%,
mainly due to higher equipment depreciation expense and the relocation of a check processing function mentioned
above. Data processing and software expense increased $2.7 million, or 5.7%, due to higher bank card processing
fees, online banking fees and software amortization expense. Software amortization expense increased mainly due to
the installation of new data system applications, while bank card processing fees increased commensurate with the
increase in bank card fee income mentioned above. Smaller variances occurred in marketing, which increased slightly,
while lower telephone and network costs resulted in a reduction in supplies and communication expense of $672
thousand. Other non-interest expense increased $6.6 million due to increases in legal and professional fees, operating
lease depreciation, foreclosed property expense (related to a single property acquired and subsequently sold in

2006) and minority interest expense relating to investment gains recorded by venture capital affiliates. Partly
offsetting these increases were lower processing losses and bank card fraud losses.

Income Taxes

Income tax expense was $93.7 million in 2007, compared to $103.9 million in 2006 and $94.3 million in 2005.
Income tax expense in 2007 decreased 9.8% from 2006, compared to a 7.2% decrease in pre-tax income. The effective
tax rate was 31.2%, 32.1% and 29.7% in 2007, 2006 and 2005, respectively. The Company s effective tax rates in
those years were lower than the federal statutory rate of 35% mainly due to tax exempt interest on state and municipal
obligations and, in 2005, the recognition of additional tax benefits from various corporate reorganization initiatives.
These tax benefits, which amounted to $13.7 million in 2005, did not reoccur in 2007 or 2006.
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Financial Condition

Loan Portfolio Analysis

A schedule of average balances invested in each category of loans appears on page 52. Classifications of consolidated
loans by major category at December 31 for each of the past five years are as follows. The Company s student loan

portfolio was classified as held for sale in the first quarter of 2006, and is not included in the table below for 2006 and
2007. Refer to the following section, Loans Held For Sale, for information regarding student loans.

(In thousands)

Business

Real estate  construction
Real estate  business
Real estate  personal
Consumer

Home equity

Student

Consumer credit card
Overdrafts

Total loans

2007

$ 3,257,047
668,701
2,239,846
1,540,289
1,648,072
460,200

780,227
10,986

$ 10,605,368

Balance at December 31

2006

$ 2,860,692
658,148
2,148,195
1,478,669
1,435,038
441,851

648,326
10,601

$ 9,681,520

2005

$ 2,527,654
424,561
1,919,045
1,352,339
1,287,348
448,507
330,238
592,465
10,854

$ 8,893,011

2004

$ 2,246,287
427,124
1,743,293
1,329,568
1,193,822
411,541
357,991
561,054
23,673

$ 8,294,353

2003

$ 2,102,605
427,083
1,875,069
1,325,999
1,150,732
352,047
355,763
526,653
14,123

$ 8,130,074

The contractual maturities of loan categories at December 31, 2007, and a breakdown of those loans between fixed
rate and floating rate loans are as follows:

(In thousands)

Business $
Real estate  construction

Real estate  business

Real estate  personal

Total business and real estate loans $

Table of Contents

Principal Payments Due

In After One
One Year Year Through
or Less Five Years

1,704,381 $ 1,274,730
403,394 251,142
709,508 1,254,621
136,099 301,669

2,953,382 $ 3,082,162

After
Five
Years

$ 277,936
14,165
275,717
1,102,521

$ 1,670,339

Total

3,257,047

668,701
2,239,846
1,540,289

7,705,883
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Consumer(") 1,648,072
Home equity® 460,200
Consumer credit card® 780,227
Overdrafts 10,986
Total loans, net of unearned income $ 10,605,368
Loans with fixed rates $ 610,009 $ 1,662,509 $ 506,821 $ 2,779,339
Loans with floating rates 2,343,373 1,419,653 1,163,518 4,926,544
Total business and real estate loans $ 2,953,382 $ 3,082,162 $ 1,670,339 $ 7,705,883

(1) Consumer loans with floating rates totaled $100.0 million.
(2) Home equity loans with floating rates totaled $452.7 million.
(3) Consumer credit card loans with floating rates totaled $695.8 million.

Total period end loans at December 31, 2007 were $10.6 billion, an increase of $923.8 million, or 9.5%, over balances

at December 31, 2006. Loan growth came principally from business, business real estate, personal real estate,

consumer and credit card loans, as demand for loan products remained solid during 2007. The 2007 bank acquisitions

also contributed to the higher loan balances, adding approximately
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$262.1 million to the year end 2007 balance. The acquisition-related growth occurred mainly in business loans

($95.0 million), construction loans ($49.2 million), business real estate loans ($88.2 million), and personal real estate
loans ($22.2 million). Excluding these acquired loans, business loans grew $301.3 million, or 10.5%, reflecting new
business in regional markets, strength in agribusiness lending, and increased borrowings by existing customers. Lease
balances, which are included in the business category, increased $10.2 million, or 3.9%, compared with the previous
year end balance, as equipment financing remained strong. Consumer loans grew $207.7 million, or 14.5%, during the
year mainly as a result of continued growth in marine and recreational vehicle lending. Personal real estate loans grew
by $39.4 million, or 2.7%, and business real estate loans rose $3.4 million, or .2%. Consumer credit card loans
increased $131.9 million, or 20.3%, and saw growth especially at year end, when holiday activity is at its peak. During
2007, home equity loans increased $16.7 million, or 3.8%, due to an increase in new account activations. Construction
loans declined $38.6 million, or 5.9%.

Period end loans increased $788.5 million, or 8.9%, in 2006 compared to 2005, resulting from increases in business,
construction, business real estate, personal real estate and consumer loans.

The Company currently generates approximately 32% of its loan portfolio in the St. Louis market, 28% in the Kansas
City market, and 40% in various other regional markets. The portfolio is diversified from a business and retail
standpoint, with 58% in loans to businesses and 42% in loans to consumers. A balanced approach to loan portfolio
management and an historical aversion toward credit concentrations, from an industry, geographic and product
perspective, have contributed to low levels of problem loans and loan losses.

Business

Total business loans amounted to $3.3 billion at December 31, 2007 and include loans used mainly to fund customer
accounts receivable, inventories, and capital expenditures. This portfolio also includes sales type and direct financing
leases totaling $276.1 million, which are used by commercial customers to finance capital purchases ranging from
computer equipment to office and transportation equipment. These leases comprise 2.6% of the Company s total loan
portfolio. Business loans are made primarily to customers in the regional trade area of the Company, generally the
central Midwest, encompassing the states of Missouri, Kansas, Illinois, and nearby Midwestern markets, including
Iowa, Oklahoma, Colorado and Ohio. The portfolio is diversified from an industry standpoint and includes businesses
engaged in manufacturing, wholesaling, retailing, agribusiness, insurance, financial services, public utilities, and other
service businesses. Emphasis is upon middle-market and community businesses with known local management and
financial stability. The Company participates in credits of large, publicly traded companies when business operations
are maintained in the local communities or regional markets and opportunities to provide other banking services are
present. Consistent with management s strategy and emphasis upon relationship banking, most borrowing customers
also maintain deposit accounts and utilize other banking services. There were net loan charge-offs in this category of
$4.4 million in 2007 compared to net loan recoveries of $823 thousand in 2006. The increase in net loan charge-offs
over the prior year was partly due to a $1.4 million charge-off on an agribusiness loan secured by equipment, grain
and real estate. Non-accrual business loans were $4