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Report at the close of business as of the end of fiscal year

This Report is required by law: Section 5(c)(1)(A) of the Bank
Holding Company Act (12 U.S.C. § 1844(c)(1)(A)); sections 8(a)
and 13(a) of the International Banking Act (12 U.S.C. §§ 3106(a)
and 3108(a)); sections 11(a)(1), 25, and 25A of the Federal
Reserve Act (12 U.S.C. §§ 248(a)(1), 602, and 611a); and sec-
tions 113, 165, 312, 618, and 809 of the Dodd-Frank Act (12 U.S.C.
§§ 5361, 5365, 5412, 1850a(c)(1), and 5468(b)(1)). Return to the
appropriate Federal Reserve Bank the original and the number of
copies specified.

This report form is to be filed by all top-tier bank holding compa-
nies, top-tier savings and loan holding companies, and U.S. inter-
mediate holding companies organized under U.S. law, and by
any foreign banking organization that does not meet the require-
ments of and is not treated as a qualifying foreign banking orga-
nization under Section 211.23 of Regulation K (12 C.FR. §
211.23). (See page one of the general instructions for more detail
of who must file.) The Federal Reserve may not conduct or spon-
sor, and an organization (or a person) is not required to respond
to, an information collection unless it displays a currently valid
OMB control number.

NOTE: The Annual Report of Holding Companies must be signed by
one director of the top-tier holding company. This individual shouid
also be a senior official of the top-tier holding company. In the event
that the top-tier holding company does not have an individual who is
a senior official and is also a director, the chairman of the board must
sign the report. If the holding company is an ESOP/ESOT formed as
a corporation or is an LLC, see the General Instructions for the
authorized individual who must sign the report.

I, Carolyn Baker

Date of Report (top-tier holding company's fiscal year-end):
December 31, 2016

Name of the Holding Company Director and Official

CFO and Director

Title of the Holding Company Director and Official
attest that the Annual Report of Holding Companies (including
the supporting attachments) for this report date has been pre-
pared in conformance with the instructions issued by the Federal
Reserve System and are true and correct to the best of my
knowledge and belief.

With respect to information regarding individuals contained in this
report, the Reporter certifies that it has the authority to provide this
information to the Federal Reserve. The Reporter also certifies
that it has the authority, on behalf of each individual, to consent or
object to public release of information regarding that individual.
The Federal Reserve may assume, in the absence of a request for
confidential treatment submitted in accordance with the Board's
"Rules Regarding Availability of Information," 12 C.F.R. Part 261,
that the Reporter and individual consent to public release of all
det }s in the report concerning that individual.

6”.;;&_.-

Signature of Holdjig Company Director and Official
3-22-2617
Date of Signature

Month / Day / Year
N/A
Reporter's Legal Entity Identifier (LEl) (20-Character LEI Code)

Reporter's Name, Street, and Mailing Address

Commerce BancShares. Inc.
Legal Title of Holding Company

P.O. Box 2188

(Mailing Address of the Holding Company) Street / P.O. Box

Lubbock TX 79408-2188
City State Zip Code

904 Avenue O, Lubbock, TX 79401-3924

Physical Location (if different from mailing address)

Person to whom questions about this report should be directed:
Jim A, Tidwell SVP
Name Title
806-775-8030

Area Code / Phone Number / Extension
806-291-5667

Area Code / FAX Number
jim.tidwell@bankoncb.com

E-mail Address

www.bankoncb.com

Address (URAL) for the Holding Company's web page

For holding companies not registered with the SEC—
Indicate status of Annual Report to Shareholders:

[ is included with the FR Y-6 report

X] will be sent under separate cover

[ is not prepared

For Federal Reserve Bank Use Only

[/C2 549 ]

RSSD ID
C.l.

Is confidentlal treatment requested for any portion |%=N°
of this report submission?.........ccccvcimiveieniennn. 1=Yes| O |

In accordance with the General Instructions for this report
(check only one),

1. a letter Justifying this request Is being provided along

withthereport ... e D
2. aletter Justifying this request has been provided
SeParately.........oeiiiiiciiiiii i ciee et e e e caene e s aaneas D

NOTE: Information for which confidential treatment Is being
requested must be provided separately and labeled
as "confldential."

Public reporting burden for this information collection is estimated to vary from 1.3 to 101 hours per response, with an average of 5.50 hours per response, including time to gather and
maintain data in the required form and to review instructions and complete the information collection. Send comments regarding this burden estimate or any other aspect of this collection of
information, including suggestions for reducing this burden 1o: Secretary, Board of Governors of the Federal Reserve System, 20th and C Strests, NW, Washington, DC 20551, and to the

Office of Management and Budget, Paperwork Reduction Project {(7100-0297), Washington, DC 20503.
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2016 FINANCIAL HIGHLIGHTS

DOLLARS IN THOUSANDS, EXCEPT PER SHARE

2015
NET INCOME AVAILABLE TO COMMON SHAREHOLDERS $ 10,339
PER COMMON SHARE DATA
Net income 5 7934 m&3 94.36
Cash dividends ' 7470 IS 27.88
Book value, excluding other comprehensive income ' 651436 &3 609.47
Dividend payout ratio 84 15% 29.55%
PERFORMANCE RATIOS
Net income as a percent of average assets 1.22% 1.42%
Net income — adjusted Sub S 0.88% 1.02%
Return on average common equity, excluding other comprehensive income 13.04% 16.72%
Net interest margin 4.26% 4.22%
YEAR-END BALANGE SHEET DATA
Loans S 4497 257 IR 519.466
Securities, net of unrealized gains or losses & 157.247 ] 154,220
Earning assets (interest and dividend earning assets) S 657,587 ) 676,704
TOTAL ASSETS 5 727,168 IR 737,078
Non-interest bearing demand deposits 196,292 BB 185,111
Interest-bearing deposits 449,374 ) 392,184
TOTAL DEPOSITS 545,666 B3 577,295
Long-term debt and other borrowings 11,146 BB 87,446
Shareholder’s equity, excluding other comprehensive income ' 67,860 B 66,781
Other comprehensive income (loss) ¢ (1.344) B3 1,992
TOTAL SHAREHOLDER'’S EQUITY 66.525 B 68,773

Certain prior year amounts have been restated to conform with the current year financial statement presentation.
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COMMERCE BANCSHARES, INC. AND SUBSIDIARY

CONSOLIDATED BALANCE SHEETS
DECEMBER 31, 2016 AND 2015
(IN THOUSANDS)

2016 2015
ASSETS
Cash and due from banks 32,241 W] 17,703
Interest-bearing deposits in other banks 547 1,484
Cash and cash equivalents 32,788 19,187
Securities available-for-sale 156,224 153,173
Securities held-to-maturity 1,023 1,047
Federal Reserve Bank stock and other investments, at cost 2.551 5,391
Loans, net 490,656 513,555
Note receivable 182
Premises and equipment, net 26,585 27,670
Accrued interest receivable 3.895 4,047
Other assets 13,446 12,826
TOTAL ASSETS 727,168 ME] 737,078
LIABILITIES AND STOCKHOLDERS' EQUITY
LIABILITIES
Deposits:
Non-interest-bearing demand 196,202 W3 185,111
NOW, money market and savings 290,040 276,782
Time deposits 159,334 115,402
TOTAL DEPOSITS 645,666 577,295
Federal Home Loan Bank advances 75,350
Other borrowings 423 1,373
Junior subordinated debentures 10,723 10,723
Accrued interest payable 182 101
Other liabilities 3,649 3,463
TOTAL LIABILITIES 660.643 668,305
STOCKHOLDERS' EQUITY
Series A preferred stock -
Series B preferred stock -
Common stock 143 143
Paid-in capital 2.059 2,059
Retained earnings 67.131 66,618
Treasury stock, at cost (1,464) (2,039)
Accumulated other comprehensive income (loss) (1.344) 1,992
TOTAL STOCKHOLDERS’ EQUITY 66.525 68,773
TOTAL LIABILITIES AND STOCKHOLDERS’ EQUITY 727.168 K 737,078
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COMMERCE BANCSHARES, INC. AND SUBSIDIARY

CONSOLIDATED STATEMENTS OF INCOME
YEARS ENDED DECEMBER 31, 2016 AND 2015
(IN THOUSANDS)

2015
INTEREST INGOME
Loans, including fees $ 25,663
Taxable securities 1,899
Tax-exempt securities 2,149
Other 131
TOTAL INTEREST INCOME 29,842
INTEREST EXPENSE
Deposits 1,258
Other borrowings 81
Junior subordinated debentures 283
TOTAL INTEREST EXPENSE 1,622
NET INTEREST INCOME 28,220
PROVISION FOR LOAN LOSSES 754
NET INTEREST INCOME AFTER PROVISION FOR LOAN LOSSES 27,466
NON-INTEREST INCOME
Service charges on deposit accounts 2,640
Trust fees 931
Net realized gain on sale of securities available-for-sale 8
Income from Bank-owned life insurance 397
Net gain on branch sale 2,951
Net other-than-temporary impairment gains on investments recognized in earnings -
Other operating income 782
TOTAL NON-INTEREST INCOME 7,709
NON-INTEREST EXPENSES
Salaries and employee benefits 12,831 13,113
Occupancy 2.216 2,266
Equipment 1,122 1,327
Data processing and service fees 1.829 2,308
Regulatory assessments and FDIC insurance 324 433
Professional fees 716 796
Marketing 852 1,208
Telecommunications 164 179
Other non-interest expenses 3.092 3,206
TOTAL NON-INTEREST EXPENSES 23,146 24,836
NET INCOME ' 8,765 10,339
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COMMERCE BANCSHARES, INC. AND SUBSIDIARY

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (LOSS)
YEARS ENDED DECEMBER 31, 2016 AND 2015
(IN THOUSANDS)

2016 2015
NET INCOME 8,765 HE 10,339
OTHER ITEMS OF COMPREHENSIVE INCOME (LOSS)
Unrealized holding gains (losses) on securities available-for-sale (3,147) (443)
Reclassification adjustment for gains realized in net income (189) 8)

Unrealized holding losses on securities available-for-sale for which an
other-than-temporary impairment has been recognized

Reclassification adjustment for other-than-temporary impairment
losses realized in net income (loss) -

Other comprehensive income (l0ss) (3,336) (451)
COMPREHENSIVE INCOME (LOSS) : 5429 K3 9,388

COMMERCE BANCSHARES, INC. » 2016 ANNUAL REPORT 5
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COMMERCE BANCSHARES, INC. AND SUBSIDIARY

CONSOLIDATED STATEMENTS OF CASH FLOWS
YEARS ENDED DECEMBER 31, 2016 AND 2015
(IN THOUSANDS)

2016 2015
CASH FLOWS FROM OPERATING ACTIVITIES
Net income $ 10,339
Adjustments to reconcile net income to net cash provided by operating activities:
Provision for loan losses 754
Depreciation and amortization expense 1,816
Net amortization of premiums and discounts on securities 770
Net realized (gain) loss on securities (8)
Stock based compensation grant exercised 236
Gain {loss) on sale of foreclosed assets (48)
Gain (loss) on sale or disposition of premises and equipment 142
Net gain on sale of branch (2,951)
Change in accrued interest receivable 152 287
Change in other assets (1.530) (250)
Change in accrued interest payable 81 12
Change in other liabilities 186 639
Net cash provided by operating activities 11.275 11,738
CASH FLOWS FROM INVESTING ACTIVITIES
Proceeds from sales of securities available-for-sale 23.107 34,209
Proceeds from maturities and principal repayments on securities available-for-sale 169.498 163,949
Purchases of securities available-for-sale (199,632) (181,678)
Proceeds from maturities and principal repayments on securities held-to-maturity 16 -
Purchases of securities held-to-maturity (1,053)
Net cash from (paid for) sale of branch (35,117)
Net (increase) decrease in loans receivable 22.033 (23,377)
Purchase of premises and equipment (468) (1,442)
Proceeds from sale of premises and equipment 4 8
Proceeds from sale of foreclosed assets 927 1,446
Federal Home Loan Bank stock subscription remitted 2.840 1,224
Net cash provided (used) by investing activities 18.325 (41,831)
CASH FLOWS FROM FINANCING ACTIVITIES '
Net increase (decrease) in demand deposits, NOW and savings accounts 24 439 (20,768)
Net increase (decrease) in time deposits 43,932 15,382
Repayments of other borrowings {950j (858)
Payment of dividends (8.252) (3,055)
Decrease in note receivable 182 118
Increase (decrease) in FHLB overnight advances (75,350) 40,324
Net cash provided (used) by financing activities (15,999} 31,143
Net increase in cash and cash equivalents 13,601 1,050
CASH AND CASH EQUIVALENTS, BEGINNING OF YEAR 19,187 18,137
CASH AND CASH EQUIVALENTS, END OF YEAR 32,738 19,187
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COMMERCE BANCSHARES, INC. AND SUBSIDIARY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
YEARS ENDED DECEMBER 31, 2016 AND 2015

NOTE 1 — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

NATURE OF OPERATIONS

In 2012, HaleCo Bancshares, Inc. (HaleCo) and LubCo Bancshares, Inc. (LubCo), entities under common control, effectu-
ated a reorganization agreement and a merger agreement in which HaleCo and LubCo were merged. The shareholders
of HaleCo approved an amendment to change the corporation’s name to Commerce BancShares, Inc. (Commerce).

As a result of the merger, HCSB, a subsidiary of HaleCo BancShares, Inc., and Citizens Bank, a subsidiary of LubCo
BancShares, Inc., became subsidiaries of Commerce. Effective January 18, 2013, HCSB, a state banking association
(HCSB) and Citizens Bank (Citizens) merged to become Centennial Bank, a wholly owned subsidiary of Commerce. All
shares of Citizens’ stock were cancelled without consideration and the HCSB stock outstanding remained outstanding
as all of the outstanding common stock of Centennial Bank. As the entities were considered entities under common
control, the merger was accounted for as taking place January 1, 2013.

Commerce and Subsidiary’s (the Company) revenue, operating income and assets are primarily from the banking indus-
try. The Company provides a full range of commercial and consumer banking services to individuals and businesses in
agriculture, cattle and commercial sectors in primarily West and South Central Texas.

PRINCIPLES OF CONSOLIDATION

The accompanying consolidated financial statements include the accounts of Commerce and its wholly owned sub-
sidiary, Centennial Bank (Centennial) as of December 31, 2016 and 2015. All significant intercompany balances and
transactions have been eliminated in consolidation.

In addition, the Company wholly owns Capital Trust 2 (Trust 2) as a 100% owned, unconsolidated subsidiary.

USE OF ESTIMATES

The preparation of financial statements in conformity with accounting principles generally accepted in the United States
of America (GAAP) requires management to make estimates and assumptions that affect certain reported amounts of
assets and liabilities and disclosures of contingent assets and liabilities at the date of the financial statements and the
reported amounts of revenue and expenses for the period. Actual results could differ from those estimates. Materi-

al estimates that are particularly susceptible to significant change in the near term relate to the determination of the
allowance for loan losses and related provision and the fair value of financial instruments.

CASH AND CASH EQUIVALENTS

For purposes of the consolidated statements of cash flows, the Company considers cash and cash equivalents to
include cash on hand, interest-bearing deposits of other banks and amounts due from banks (including cash items
in process of clearing) and federal funds sold. The Company normally considers all highly liquid investments with an
initial maturity of less than ninety days to be cash equivalents. Cash flows from loans and deposits are reported net.
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COMMERCE BANCSHARES, INC. AND SUBSIDIARY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
YEARS ENDED DECEMBER 31, 2016 AND 2015

NOTE 1 — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

SECURITIES

Certain debt securities that management has the positive intent and ability to hold to maturity are classified as “held

to maturity” and recorded at amortized cost. Trading securities are recorded at fair value with changes in fair value in-
cluded in earnings. The Company had no securities classified as trading at December 31, 2016 or 2015. Securities not
classified as held-to-maturity or trading, including equity securities with readily determinable fair values, are classified
as “available for sale” and recorded at fair value, with unrealized gains and losses excluded from earnings and reported
in other comprehensive income. Purchase premiums and discounts are recognized in interest income using the inter-
est method over the terms of the securities. Gains and losses on the sale of securities are recorded on the trade date
and are determined using the specific identification method.

The Company follows accounting guidance related to recognition and presentation of other-than-temporary impair-
ments (OTTI), which is primarily codified in Financial Accounting Standards Board (FASB) Accounting Standard Codi-
fication (ASC) 320-10. This guidance amended the recognition guidance for OTTI of debt securities and expands the
financial statement disclosures for OTTI on debt and equity securities. The guidance replaced the “intent and ability”
indication by specifying that (a) if a corporation does not have the intent to sell a debt security prior to recovery and

(b) it is more likely than not that it will not have to sell the debt security prior to recovery, the security would not be
considered other-than-temporarily impaired unless there is a credit loss. When an entity does not intend to sell the
security and it is more likely than not the entity will not have to sell the security before recovery of its cost basis, it will
recognize the credit component of an OTTI of a debt security in earnings and the remaining portion in other compre-
hensive income. For held-to-maturity debt securities, the amount of OTTI recorded in other comprehensive income for
the noncredit portion of a previous OTTI should be amortized prospectively over the remaining life of the security on the
basis of the timing of future estimated cash flows of the security.

In accordance with OTTI guidance, the Company’s Consolidated Statement of Income reflects the full impairment (that
is, the difference between the security’s amortized cost basis and fair value) on debt securities that the Company in-
tends to sell or would more likely than not be required to sell before the expected recovery of the amortized cost basis.
For available-for-sale and held-to-maturity debt securities that management has no intent to sell and believes that it
more likely than not will not be required to sell prior to recovery, only the credit loss component of the impairment is
recognized in earnings, while the fair value loss is recognized in Accumulated Other Comprehensive Income (Loss). The
credit loss component recognized in earnings is identified as the amount of principal cash flows not expected to be
received over the remaining term of the security as projected based on cash flow projections,

For equity securities, when the Company has decided to sell an impaired available-for-sale security and the Company
does not expect the fair vaiue of the security to fully recover before the expected time of sale, the security is deemed
other-than-temporarily impaired in the period in which the decision to sell is made. The Company recognizes an im-
pairment loss when the impairment is deemed other-than-temporary even if a decision to sell has not been made.
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COMMERCE BANCSHARES, INC. AND SUBSIDIARY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
YEARS ENDED DECEMBER 31, 2016 AND 2015

NOTE 1 — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

FEDERAL RESERVE BANK STOCK AND OTHER INVESTMENTS
Federal Reserve Bank (FRB) stock is carried at cost and can only be sold back to the FRB at par value. Dividends on
FRB stock are included in interest income in the Consolidated Statement of Income.

LOANS

The Company grants loans to customers based on source of repayment, credit history, availability of collateral and other
considerations. Loans that management has the intent and ability to hold for the foreseeable future or until maturity or
pay-off generally are reported at their outstanding unpaid principal balances adjusted for charge-offs, the allowance for
loan losses and unearned interest, as well as any deferred fees or costs on originated loans. Interest income is accrued
on the unpaid principal balance.

The accrual of interest on impaired loans is discontinued when, in management’s opinion, the borrower may be unable
to meet payments as they become due. All interest, accrued but not collected, for loans that are placed on nonaccrual
or charged off is reversed against interest income. The interest on these loans is accounted for on the cash-basis or
cost-recovery method, until qualifying for return to accrual. Loans are returned to accrual status when all the principal
and interest amounts contractually due are brought current and future payments are reasonably assured.

ALLOWANCE FOR LOAN LOSSES

The allowance for loan losses is established as losses are estimated to have occurred through a provision for loan loss-
es charged to earnings. Loan losses are charged against the allowance when management believes the uncollectibility
of a loan balance is confirmed. Subsequent recoveries, if any, are credited to the allowance.

The allowance for loan losses is evaluated on a regular basis by management and is based upon management’s peri-
odic review of the collectibility of the loans in light of historical experience, the nature and volume of the loan portfolio,
adverse situations that may affect the borrower’s ability to repay, estimated value of any underlying collateral and
prevailing economic conditions. This evaluation is inherently subjective, as it requires estimates that are susceptible to
significant revision as more information becomes available.

The allowance consists of specific, general and unallocated components. The specific component relates to loans that
are classified as either doubtful, substandard or special mention. For such loans that are also classified as impaired,
an allowance is established when the discounted cash flows (or collateral value or observable market price) of the
impaired loan is lower than the carrying value of that loan. The general component covers nonclassified loans and is
based on historical loss experience adjusted for qualitative factors. An unaliocated component is maintained to cover
uncertainties that could affect management’s estimate of probable losses. The unallocated component of the allow-
ance reflects the margin of imprecision inherent in the underlying assumptions used in the methodologies for estimat-
ing specific and general losses in the portfolio.
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COMMERCE BANCSHARES, INC. AND SUBSIDIARY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
YEARS ENDED DECEMBER 31, 2016 AND 2015

NOTE 1 — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

ALLOWANCE FOR LOAN LOSSES (CONTINUED)

Aloan is considered impaired when, based on current information and events, it is probable that the Company will be
unable to collect the scheduled payments of principal or interest when due according to the contractual terms of the
loan agreement. Factors considered by management in determining impairment include payment status, collateral
value, and the probability of collecting scheduled principal and interest payments when due. Loans that experience
insignificant payment delays and payment shortfalls generally are not classified as impaired.

Management determines the significance of payment delays and payment shortfalls on a case-by-case basis, taking
into consideration all of the circumstances surrounding the loan and the borrower, including the length of the delay, the
reasons for the delay, the borrower’s prior payment record, and the amount of the shortfall in relation to the principal
and interest owed. Impairment is measured on a loan-by-loan basis for real estate, agricultural and commercial loans
by either the present value of expected future cash flows discounted at the loan’s effective interest rate, the loan’s
obtainable market price, or the fair value of the collateral if the loan is collateral dependent.

Large groups of smaller balance homogeneous loans are collectively evaluated for impairment. Accordingly, the Com-
pany does not separately identify individual consumer loans for impairment disclosures.

PREMISES AND EQUIPMENT
Land is carried at cost. Bank premises and improvements, furniture and equipment are stated at cost, net of accumu-
lated depreciation. Depreciation is computed on the straight line method over the following estimated useful lives:
Buildings and improvements  20-40 years
Furniture and equipment 3-10 years

OTHER INCOME
Revenue from trust services is accrued and recognized as services are provided. Service charges and fees on custom-
er deposits are recognized as the services are provided.

FORECLOSED ASSETS

Assets acquired through, or in lieu of, loan foreclosure are to be sold and are initially recorded at fair value less cost to
sell at date of foreclosure establishing a new cost basis. Foreclosed assets, after foreclosure, are carried at the lower
of carrying amount or the property’s estimated fair value minus estimated costs to sell (fair value). Impairment losses
are measured as the amount by which the carrying amount of a property exceeds its fair value, and losses are charged
to operations.

The valuation of foreclosed assets is subjective in nature and may be adjusted in the near term because of changes in
economic conditions or by review by regulatory examiners. Foreclosed assets and other purchased real estate owned
at December 31, 2016 and 2015 were approximately $31,000 and $1,002,000, respectively, and are included in other
assets on the accompanying consolidated balance sheets.
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COMMERCE BANCSHARES, INC. AND SUBSIDIARY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
- YEARS ENDED DECEMBER 31, 2016 AND 2015

'NOTE 1 — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

TRANSFERS OF FINANCIAL ASSETS

Transfers of financial assets are accounted for as sales, when control over the assets has been surrendered. Control
over transferred assets is deemed to be surrendered when (1) the assets have been isolated from the Company, (2)
the transferee obtains the right (free of conditions that constrain it from taking advantage of that right) to pledge or
exchange the transferred assets, and (3) the Company does not maintain effective control over the transferred assets
through an agreement to repurchase them before their maturity.

COMPREHENSIVE INCOME (LOSS)
Comprehensive income (loss) consists of net income and other items of comprehensive income (loss). Other items of
comprehensive income (loss) include realized/unrealized gains and losses on securities available-for-sale.

MARKETING COSTS
Marketing costs are expensed as incurred. Marketing expense incurred for the years ended December 31, 2016 and
2015 was approximately $852,000 and $1,208,000, respectively.

CONCENTRATIONS
The Company’s business operations are concentrated in the West and South Central Texas areas and primarily serve
agricultural, commercial, real estate and consumer deposit and lending activities.

The ability of debtors to honor their contracts is dependent upon cash flows from business operations, including real
estate, and other sources which are dependent upon general economic conditions in this area and in these industries.
The Company does not have any significant concentrations of credit risk to any one customer other than the U.S. gov-
ernment or its agencies (including guaranties of borrower credits by these agencies).

The Company holds its primary liquid assets in the form of demand deposits in, and Federal funds sold to, other com-
mercial banks and the FRB. Management monitors the safety and soundness of its correspondents and does not
believe these institutions present a significant credit risk.

TAX STATUS

Commerce and Centennial are Subchapter S corporations for federal tax purposes. Earnings and losses are included

in the personal income tax returns of the stockholders. These entities will generally not incur additional income tax
obligations, and future financial statements are not expected to include a provision for federal income taxes for these
entities. Because the Company’s stockholders are obligated to pay federal income taxes on the earnings of the Compa-
ny, the Gompany expects to declare cash dividends sufficient to fund stockholders’ tax payments as they come due.

The Company follows the provisions of the FASB ASC Topic 740, Accounting for Uncertainty in Income Taxes — An Inter-

pretation of FASB Statement No. 109. The Company has evaluated their status as a pass-through entity and believes
there is sufficient positive evidence to support their position.
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COMMERCE BANCSHARES, INC. AND SUBSIDIARY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
YEARS ENDED DECEMBER 31, 2016 AND 2015

NOTE 1 — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

TAX STATUS (CONTINUED)

The Company’s Federal Tax Returns for 2014, 2015 and 2016 are subject to examination by the Internal Revenue Ser-
vice for three years after they were filed.

OFF-BALANCE-SHEET FINANCIAL INSTRUMENTS

In the ordinary course of business, the Company has entered into off-balance-sheet financial instruments consisting of
commitments to extend credit and standby letters of credit. Such financial instruments are recorded in the consolidat-
ed financial statements when they are funded or related fees are incurred or received.

RECLASSIFICATIONS
Certain prior year amounts have been reclassified to conform with the current year presentation.
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COMMERCE BANCSHARES, INC. AND SUBSIDIARY
SUPPLEMENTARY INFORMATION

CONSOLIDATING BALANCE SHEET — December 31, 2016

CONSOLIDATING STATEMENT OF INCOME — Year Ended December 31, 2016
CENTENNIAL BANK — Four-Year Comparative Balance Sheets

CENTENNIAL BANK — Four-Year Comparative Statements of Income
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COMMERCE BANCSHARES, INC. AND SUBSIDIARY

CONSOLIDATING BALANCE SHEET

DECEMBER 31, 2016
(IN THOUSANDS)

Commerce Centennial Eliminating
BancShares, Inc BANK Entries
ASSETS _
Cash and due from banks $ 1257 $§ 32241 § (1,257)
Interest-bearing deposits in other banks 501 46 -
Cash and cash equivalents 1,758 32,287 (1,257)
Investment in subsidiary 75,299 - (75,299)
Securities available-for-sale - 156,224 -
Securities held-to-maturity - 1,023 -
Federal Reserve Bank stock and other investments, at cost < 2,551 -
Loans, net - 490,656 -
Note receivable - - -
Premises and equipment, net - 26,585 -
Accrued interest receivable - 3,895 -
Other assets 663 12,783 -
TOTAL ASSETS $ 77720 $ 726004 $ (76,556)
LIABILITIES AND STOCKHOLDERS' EQUITY
LIABILITIES
Deposits:
Non-interest-bearing demand $ - 197549 $§ (1,257)
NOW, money market and savings - 290,040 -
Time deposits - 159,334 -
Federal Home Loan Bank advances - - -
Other borrowings 423 - -
Junior subordinated debentures 10,723 - -
Accrued interest payable 14 168 -
Other liabilities 35 3,614 -
TOTAL LIABILITIES 11,195 650,705 (1,257)
STOCKHOLDERS’ EQUITY
Series A preferred stock - - -
Series B preferred stock - - -
Common stock 143 1,000 (1,000)
Paid-in capital 2,059 30,000 (30,000)
Retained earnings 67,131 45,643 (45,643)
Treasury stock, at cost (1,464) - -
Accumulated other comprehensive income (l0ss) (1,344) (1,344) 1,344
TOTAL STOCKHOLDERS' EQUITY 66,525 75,299 (75,299)
TOTAL LIABILITIES AND STOCKHOLDERS’ EQUITY 77,720 726,004 (76,556)

COMMERCE BANCSHARES, INC. - 2016 ANNUAL REPORT

Consolidated

$

Balance

32.241
547
32,788

156,224
1.023
2,551

490,656

26.985
3.895
13,446
727168

196,292
290,040
158.334

423
10,723
182
3.649
660.643

143
2.059
67,131
(1.464)
(1.344)
66.525
727.168
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COMMERCE BANCSHARES, INC. AND SUBSIDIARY

CONSOLIDATING STATEMENT OF INCOME
YEAR ENDED DECEMBER 31, 2016

INTEREST INGCOME

Loans, including fees

Taxable securities

Tax-exempt securities

Other
TOTAL INTEREST INCOME

INTEREST EXPENSE

Deposits

Other borrowings

Junior subordinated debentures
TOTAL INTEREST EXPENSE
NET INTEREST INCOME

PROVISION FOR LOAN LOSSES

NET INTEREST INCOME AFTER
PROVISION FOR LOAN LOSSES

NON-INTEREST INCOME
Service charges on deposit accounts
Trust fees

(IN THOUSANDS)

Consolidated
Balance

26.101

1.785

- 2173
170

30.229

1.579
234
- 3N

- 2.124

- 28.105
- 835

Net realized loss on sale of securities available-for-sale -

Income from Bank-owned life insurance
Net gain (loss) on branch sale

Net other-than-temporary impairment gains on investments

recognized in earnings
Other operating income
Equity in earnings of subsidiary

TOTAL NON-INTEREST INCOME
NON-INTEREST EXPENSES
Salaries and employee benefits
Occupancy
Equipment
Data processing and service fees
Regulatory assessments and FDIC insurance
Professional fees
Marketing
Telecommunications
Other non-interest expenses

TOTAL NON-INTEREST EXPENSES
NET INCOME

16

Commerce Centennial Eliminating
BancShares, Inc BANK Entries
$ 3 26,098
- 1,785
- 2,173
10 160
13 30,216
- 1,579
- 234
31 -
N 1,813
(298) 28,403
- 835
(298) 27,568
- 2,678
- 934
167 -
- 337 -
= 29 .
- 503 -
9,943 (9,943)
9,943 (9,943)
700
21
102
57 3,035 -
880 22,266 -
$ 8765 § 9943 $ __gQ,943)
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CENTENNIAL BANK

BALANCE SHEETS
FOUR-YEAR COMPARATIVE

(IN THOUSANDS)

2016

ASSETS
Cash and cash equivalents : 32.287
Securities 157,247
Federal Reserve Bank stock and other investments 2,551
Loans, net 490.656
Premises and equipment, net 26.585
Accrued interest receivable 3.895
Other assets 12,783

TOTAL ASSETS ' 726.004

LIABILITIES AND STOCKHOLDERS’ EQUITY
LIABILITIES

Deposits 646.923
Accrued interest payable 168
Federal Home Loan Bank advances -
Other liabilities 3.614

TOTAL LIABILITIES 650,705

STOCKHOLDERS’ EQUITY

Common stock 1,000
Paid-in capital 30.000
Retained earnings 45,643
STOCKHOLDERS' EQUITY BEFORE UNREALIZED
GAIN (LOSS) ON SECURITIES 76.643
Accumulated other comprehensive income (loss) (1,344)
TOTAL STOCKHOLDERS' EQUITY 75,299

TOTAL LIABILITIES AND STOCKHOLDERS’ EQUITY 726,004

* HCSB, a State Banking Association and Citizens Bank merged January 18, 2013.

COMMERCE BANCSHARES, INC. - 2016 ANNUAL REPORT
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2015 2014 2013*
17,749  § 15927 § 20,811
154,220 170,860 182,446
5,391 6,615 4,637
513,555 500,273 463,230
27,670 28,674 28,706
4,047 4,481 4,252
12,101 12,267 14,231
734733 $ 739097 $ 718,313
578,214 $ 629,804 $ 633,148
88 77 80
75,350 35,026 19,981
3,421 2,797 2,555
657,073 667,704 655,764
1,000 1,000 1,000
30,000 30,000 30,000
44,669 37,850 34,700
75,669 68,950 65,700
1,991 2,443 (3,151)
77,660 71,393 62,549
734733 $ 739,097 $ 718,313
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NET INTEREST INCOME
Interest income
Interest expense

Net interest income

OTHER INCOME
Service charges
Trust fees
Securities gains (losses)
Net gain (loss) on branch sale
Other income
TOTAL OTHER INCOME

OTHER EXPENSES

Employee expense

Occupancy expense

Equipment

Data processing and service fees

Regulatory assessments and FDIC insurance

Professional fees
Marketing
Telecommunications

Net other-than-temporary impairment losses on

investments recognized in eamings
Other operating expenses
TOTAL OTHER EXPENSES
Income before loan loss provision
PROVISION FOR LOAN LOSSES
NET INCOME

CENTENNIAL BANK

STATEMENTS OF INCOME
FOUR-YEAR COMPARATIVE
(IN THOUSANDS)

2016 2015 2014 2013*
30216 K3 29824 $ 29,119 §$ 28,798
1.813 1,339 1,425 1,781
28.403 28,485 27,694 27,017
2,640 2,613 2,608
931 882 756
8 (61) 25
3,050 - -
1,209 1,878 610
7,838 5,312 3.999
_;___ r- B - ﬂ.l' A = "' 1a '™ 1[
12,770 13,100 12,118
2,245 2,210 2,083
1,327 1,614 1,510
2,308 3,548 3,636
545 519 527
690 73 702
1,208 1,434 1,354
179 182 225
- 10 328
3,035 3,228 2,065 1,778
22.266 24,500 25,413 24,261
10,778 11,823 7,593 6,755
835 754 794 515
S 9943 &3 11,069 § 6,799 §$ 6,240

* HCSB, a State Banking Association and Citizens Bank merged January 18, 2013.
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COMMERCE BANCSHARES, INC. & CENTENNIAL BANK
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i Amanda Williams EXECUTIVE VICE PRESIDENTS
Gregg Appel Gary C. Lawrence Penny Van Shoubrouek
Craig Reeves Executive Vice President Executive Vice President

Lubbock Business Wealth Management
Development

DIRECTORS — CENTENNIAL BANK BANKING CENTER MANAGEMENT

J. David Williams Richard Kimbrough y
Chairman Kevin Malone B”gn BOWGFS) - Jax L'.Kemf‘;’m_ -
Brian Pohimeier C. Brett McDowell ‘BI'IIO_F Vice Presidant bm'uor‘\lrck. lﬁolEl‘,m
o > Kerrville Lubbock — Quaker
Vice Chairman Craig Reeves Michael Crump Glynna Koonsman
Gregg Appel Terry Teague Senior Vice President Senior Vice President
Cecil Atkission Lubbock — Upland & Post Slaton
Carolyn Baker, cPA Marty Gerber Cynthia Scroggins
Senior Vice President Senior Vice Presidant
Hart Fredericksburg
ADVISORY DIRECTORS - CENTENNIAL BANK Justin Hammack Kevin W. Thompson
Harold P. Brown, Jr. Gary C. Lawrence ﬁi'x“g,vgﬁﬁfg(ﬁ Sl_dem E;';'f;;v‘ce S
Matt Kelley Monty Long Loan Production Office
James E. “Pete” Laney Cindy Hurt
Senior Vice President
Tulia

EXECUTIVE MANAGEMENT

J. David Williams Monty Long
Chairman Executive Vice President &
Brian Pohimeier Chief Investment Officer
Vice Chairman Kevin Malone
Gregg Appel Executive Vice President &
Pfesiden‘t & Chl&f Credll Offic(:!l'
Chiel Executive Officer C. Brett McDowell
Carolyn Baker, CPA Executive Vice President &
Execulive Vice President & Chief Lending Officer

Chief Financial Officer
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