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Commerce

HIGHLIGHTS

2006 Annual Report

Mission Statement E Contents

[
Commerce Bancorp’s mission is to produce
superior financial returns to its Shareholders by
|

providing exceptional Customer experiences.

' Management’s Discussion
and Analysis of Financial Condition
. and Results of Operations,

Consolidated Financial Statements and Notes ... 64

Commerce Bancorp, Inc. and Subsidiaries
(dollars in millions, except per share data)

e ‘Zo Change Five-Year
| 2006 vs.2005 Growth 2005 2004 2003 2002
assets 1 sason [N [ER | 466 s30502  s2712  Sl6A04
| e -
Loans (Net) | 15455 ! 12,525 9,319 7,329 5,732
i r - .
. j— ‘
Deposits EYRL I 19 [ +309% 34727 27,659 20,701 14549
pe Ea ER . i
Netlncome | 299 | +21% 283 73 194 145
; ' ] _
Net Income ' o o
per Share 155 | 161 1.63 129 101

- Commerce

GBank‘ - -
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LETTER TO SHAREHOLDERS

Dear Shareholders, o .
Customers, Friends

and FANS:

The Directors, Management and
Commerce Bancorp Team are pleased

to report on another record year.

2006 was exciting, but also

challenging at Commerce.

The highlights included:

1
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* Commerce continued its legendary
core deposit growth, with core
deposits increasing 18% to

$40.1 billion.

* We continued our dynamic loan

growth — increasing loans 23%

to $15.6 billion. The Commerce Senior Management Team, from left: Robert D. Falese, President,
Commercial and Investment Banking; Vernon W, Hill, I, Founder, Chairman and
Chief Executive Officer; Dennis M. DiFlorio, President, Commerce Bank.
* We opened 55 new stores '

throughout our Markets, raising

. o
our store count to 428, your bank vtras ranked | ¢ Net income grew only 6% — low
#1 throughout America. by Commerce historic standards —
: | . .
* J.D. Power and Associates : while income per share declined 4%.
Yet, 2006 th f
announced its first Retail Banking y Was ana 'er yeare

Survey ranking Commerce #1 in chalienges: \ ” : Over the last three years, the

Metro NewYork and #1 among *» The unprecedented yield curve American banking industry has fa_aced
commercial banks in America. , agmn ciompre'ssc-:d-our net interest an unusual environment where
: , ' short-term rates are higher than
* Consumer Reports published its first incom? growth, hich wies orly long-term rates, reducing our net
National Retail Banking Survey and’ partially offset by our continued '

deposit growth.




A CROWTE COMPANY
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interest margin. Banks exist to borrow

short by accepting deposits at lower
rates and lending long at higher rates.
This lengthy inverted vield curve is an
abnormal, unusual, and hopefully,

temporary phenomencn.

However, duﬁn\g this period, we have
not allowed om?selves to succumb to
short-term fixes that would degrade
our Model and Brand, which ';ve have
so carefully built over 30+ years.
While we have controlled expense
growth, we have done nothing to
degrade the legendary Commerce
Customer experience, and we
continue to create new FANS by
improving the retail experience we

deliver.

We also have resisted the temptation
to slow our branch expansion. In
2006, we opened 55 new stores in 8
states, and we plan to open

approximately 65 new stores in 2007,

Comumerce Bark has a long-term
history of successful retail growth, .
although our net income growth.

sometimes is temporarily slowed by

= A History of Growth

We are proud of the tremendous progress Commerce has made.
Since ;2001, our growth has been phenomenal {dollars in thousands, except

store and per share data):

i . . Per Year
2006 2001 % Growth % Growth
Assets $45,271,816 $11,363,703 298% 32%
Deposits $41,288,211 $10,185,594 305% 33%
Loans, (Net) $15,454,9%6 $4,516,431 242% 28%
# Stores 428 184 133% 18%
Net Income - $299,313 $1_03,022 191% 25%
EPS - $1.55 $0.76 104% 16%
Shareholders’ Equity $2,801,098 $636,570 340% 35%
Market Capitalization $6,649,000 $2,5i82,000 158% 21%

Share Price $35.27

$19.67 79% 13%

The building is our Brand.

unusual market conditions. We con-

tinue to Iadd FANS and create value.

The W Starts Here

The cover of this year’s Annual
Report highlights our new 65,000-
square—ft:)ot Commerce University, a

symbol of our unwavering comumit-

ment to growing and training our

14,000+ Commerce Team Members.

We believe that GREAT companies
have value-differentiating Models,
with unique Cultures, that they
fanatically Execute. Our commitment

to world-class training is key to

delivering the Commerce experience.




What is Commerce Bank?

Commerce is a power retailer that has:
redefined the dehvc?ry of financial |
services throughout America. We l
provide the unique Commerce :
|
n

WOW! experience, which has become'

the basis for continued growth.

To us,“retail” means not only :
consumer, but also the commercial
and governmental Customer, and
defines our unique delivery methods
which provide exceptional Customer

experiences.,

| ‘
Yes, we are a bank, but at heart \
we are a power retailer where the
Customer experience always ;

comes first. :

FANS, Not Customers

In 2006, our fanatical devotion to

" Customer Service was acknowl-

edged by:

*]D. Powerjand Associates

recognizing Commerce Bank as #1

in Custormer Service for commercial

banks in America and all financial

retailers in Metropolitan New York.

¢ Consumer Reports recognizing .

Commerce as #1 in Customer ;

Service for retail banking in

America. -

¢ Greenwich Associates recognizing
Commerce as #1 for Commercial
Customer Service and #1 for our

Call Center.

As we attract millions of new
Customers each year — many of
them becoming FANS who spread
the Commerce word — our growth

Model continues to succeed.

‘Growth Results from a

Growth Company

. Financial results in 2006:

* Assets grew 18% to $45.3 billion

* Core deposits grew 18% to
$40.1 billion

* Loans grew 23% to $15.6 billion

* Total revenue grew 17% to

$1.9 billion

e Net income grew 6% to

$299.3 miltion

 Net income per share declined 4%

to $1.55

The Legendary
Brand Equation

" Commerce is about creating a

legendary Brand - not an ordinary

Brand, but an emotional Brand. A

-.Brand where our Customers become

FANS who develop emotional ties
with Commerce and spread the word
about their memorable service

experiences with us.

We believe the elements of a
legendary Brand are Model, Culture

and Execution.

MODEL

For more than 30 years, Commerce
has been built on a simple Model: the
value of a bank is in its core deposit
base and we can grow these deposits
at exceptional, predictable high rates

by providing world-class service.

The Commerce Model means always
exceeding Customers’ expectations by
providing superior products, services,

facilities and delivery channels.

Every great retailer knows distinctively
designed facilities are a crucial part of
its Model and Brand. Our easily

recognized prototype store is shown

on page 4.




The Commerce slogan, America’s
Most Convenient Bank®,
describes our message and our

mission.

CULTURE

Our Culture is our social fabric and
the spirit that enables our Company

to excel.

The Culture is unique to Commerce
and to our Model. The melding of a
unique Model and a reinforcing

Culture is the key to our success.

At Commerce, we know this Culture
has to be completely pervasive. We
have more than 14,000 Commerce
Tearn Members wha embrace the
Commerce Culture and who under-
stand that improving the Customer

experience is the key to our success.

EXECUTION

A cdrnpany can have a great Model
v;.r.ith a reinforcing Culture, but
Execution determines its fate. Great
retailers know it’s what happens at
the store level — at the point of

Customer contact — not at the

' Average
Core Deposits
. Per Store

i
In illions
[

S115

Averaga Stare Size , S'I '| 4

10 Million

105

1001501
{7 Million

2005 2006
December

“Stares 2 Years or Older

-

corporate level, that determines the

fate of a company.

We are fanatically focused on
delivering a unique Custorner
experience. Over-investment in
facilities, training and people, focused
geograp}.lic management, and more
than 106,000 mystery shops a year
ensure we always exceed our

Customers’ expectations.

B LEGENDARY BRAND

We have constructed the correct
combination of a differentiating
value-added Model, a reinforcing and
pervasive Culture, fanatical Execution
and a commitment to constant improve-

ment to create a legendary Brand.

This Brand has become who we are,

what we are, and creates the basis for

continued success.

The Commerce Markets

As reflected in this Report, Commerce

delivers its unique experience through

an unusual management structure led
}:;y highly talented Market Managers
who are responsible for all the
consumer, commercial and
governmerntal banking in each of our

geographic areas. They are the

- Commerce bankers.

QOur major Metropolitan Markets are:

* Metropolitan New York

fs

Metro New York is now our largest
Market with 255 stores and $23.9
billion in deposits. The Commerce
Brand has been widely successful

throughout Metro New York.
4




* Southeast Florida

s Metropolitan Philadelphia

i |
Commerce began in 1973 with one | From our 2005 acquisition of the 7

office in Mar;lton, New Jersey. At the offices of Palm Beach County Bank,

end of 2006, we had 147 stores and we have begun a dramatic expansion

$16.5 billion:in deposits, and we that will include up t07200' stores in

clearly are the dominant bank in Southeast Florida. In 2007, we expect

Metro Philadelphia. to open 15 to 20 new stores, including

our entry into Dade County.
* Metropolitan Washington, D.C.

i - QOur goal remains to increase our
We began in Metropolitan
store base approximately 15-20% a
Washmgton D.C. in mid-2005, and at '
year, and we presently have 200+ new
the end of 2906, we had 17 stores in ;
| , locations in land-use approvals

the District of Columbia, Northern ‘
‘ , . throughout our Metre Markets.

Virginia and suburban Maryland. We 1 :

foresee dramatic expansion in this
great Market.

;Commercial Deﬁosits & Loans

In Bl’llliuns (S] 5.3\ p
Sl —
j4 || Average Annual Growth
.| | Loons
121 Deposits
10

[— T S B -

2002 2003 : 2004 2005 2006
: I tonines ey [ st Booing. —— Lons ¢ Deposis

L u

i n g '

Commerce Bank —

The Commercial Bank

At Commerce, being a power retailer

means more than just serving the

" consumer market — in fact, only 42%

of our core deposits are consumer
deposits. We believe in delivering a
unique, differentiating, value;added
Customer experience to every
segment we serve, including con-

sumer, commercial and government.

Our commercial philosophy of

"

local bankers making local loans”

emphasizes our “relationship”Model.

Shown on the chart at left is our
dynamic growth in both commercial

deposits and commercial loans, as

- Commerce has transitioned from a

community bank, to a regional bank,

to a major commercial player.

Qur ability to deliver the best in all
areas of commercial needs, including
lending, cash management and
foreign trade, is a key strategic

advantage.




Shareholder Return

Long-term Shareholder return
remains a primary objective of
Commerce. The Manageﬁent Team
Members are major Shareholders in
the Company and our compensation
program is designed around

increasing the value of the Company.

Shown on the right are the 1-, 5- and

10-year Shareholder returns.

* The 10-year Shareholder retum
totaled 23%, the highest of any
major U.S. bank.

* In 2006, our shares were up 3%,
despite the most difficult interest

rate environment in our careers.

Annual Return

. CBH  S&P
! . Index

One-‘year.. LY 16%

Five:year iUy 6%

Ten-ifear 23% Y

Q
As of 12/31/06: $35.27
[

* Dividends also are important and,
for the 15th consecutive year, our
cash dividend increased — 10%

in 2006.

Growth Targets

We ]ljublish average annual growth
targets which make our growth plans
clear to all of our constituent .
communities. Shown on page 9 is our

projection for the next 5 years.

» Our store base will increase from

428 to 800.

* Deposits will continue to grow at

$20 million annually per store.

* We will expand our store base
approximately 15% to 20% per year -
in our existing Metropolitan
Markets of NewYork, Philadelphia,
Washington, D.C. and Southeast
Florida, and new Metrapolitan

Markets on the East Coast.

Growth Plan o

Average Annual  Last 5-Year

Growth  Average Annual Actual

Core Deposit Growth per Store (in millions) : _'7$20

Core Deposits

Comp Store Deposits
Total Revenue

Net Incorﬁe

Net Income Per Share

Targets Growth 2006
e
F 15-20% 31% 17%
o p——— .
oy =z
b20% 21%
: 1'5-18%J 12% 4%




* Total assets will increase from $45 | Commerce is poised to do what no professionals who live and share the

billion to exceed $100 billion. | one has ever done — create a $100+ Commerce vision and deliver
: . | : .
: . billion asset bank using a de novo America’s best financial experience |
» We will continue to create 1,800+ i
- retail Model and, in the process, every day.

new positions per year.
' | continue to create exceptional
. .o The best is yet to come.
* And, of cogrse, our primary focus ' Shareholder value.
will be cteating added Shareholder ° Very truly yours,
Every quest has its obstacles, and

while 2006 did not meet our goals for / / —

|
I
!
value. .
' |
1
| financial performance, the Commerce
Vernon W. Hill, I

Yet, 2011 is just a waypoint as

America’s Most Convenient Model continues to attract legions of

- i

Bank® continues to capitalize on the |  new Customers and we have Founder, Chairman and
o 3 o i o Chief Executive Officer
. power of our unique Model, . unlimited expansion possibilities.
legendary Brand and talented Team. - ' ' April 2, 2007

My thanks to the Commerce Team,

; the more than 14,000+ dedicated

The Commerce Future

Number of Stores : 800
== Proposed '
Growth rate of
\S20M/store/year /
78

fillion

2003 2004 2005 2006 2007 2008 2009 2010 2011

com [i7%) (%) 6% 05%):09%) (%) (16%) (%) (o4

1‘




e “- .. , . ‘
e v E B . . L, -Yl ! '] ]
4 toa . 1 ., . B T | 3 R
-~ . : | ‘ | | | I
. " ) |- | Al . - “ L _“-__._‘-L— | e
| ) ' N | o

'THE COMMERCE E BUZZ

- T

“4—.

T HF Bi}gi fion)0s

S b 1

Commerce Bank to add 21 branches

7 e -m ln-dd:lh it o rovint o
7 Loty W uptase &
llul-.,,“._.r
Aans to open tun: brances

lll-hlll,u Fin ; :

v--c|mi-<unnin|'|.r-|..,,|m.F o
Dade Counts, said Ve o) hﬂdu :
and udu-ﬂ-m"dl_“ News.
ban PP, Cominerce Rancup
(\Yu“ﬂ“ e

b
an BN
i !l)\ LA

I\J f > f .
Inoirhe wriam ! -

. W h t’s 2 .\ o
10 . / h re x t ;mm
‘ 1a a5 antigote 10 yield-curve

——




AT

& w} )3

"y

2 SO

“I wish to compli
ompliment you on the execution of your cust
omer

< &
« peally like Commerce Bank and I serw;ce oli
L toll all my oromds 0 Ty | policy. As a customer, | have sampled the afmosph
in s ore
everal other banks, but in my opinion, no other bank
) r ban

banking there. You have really good
people working there that always will
help you with your banking. Thank
you Commerce Bank for hiring good

people.”

even comes
ose to Comm
erce Bank's employees.”

“Personall
v, | know
other bank you are the best,
Commerce ;rcopymg ideas from Vo:I CI,
nk...! love ever Jthing a-b brag apout
out

Comm
erce
Bank. Thank You to everyone
one qat

COmmerce

, .-.kee

doing fo P up the GREAT 7

of mone; f:: st';‘:”"e"s like me. | ma;‘:,ORK you are

GREATI € bank, but the serViCe(:-t :rave a lot
e

W, every

“ have never been in @ bank wheré the
Tellers and all who are employed there treat
you like you are family, you certainty do that
at Commerce. What's more jmportant, your
Tellers and other employees really want 10

pe of service. Everyone Knows your name,

' and no matter how tired they might be, they

your bank] are cheerful,

attention 0O
and accurate. 1

ork. They are cooperative,
d work well together. All of
t the Custorncrs.”

«The Tellers {at
endly, prompt t© give
willing to help,

fro
custoImers,
admire the team W
help each other an
these qualities henefi

Y would ke to take just & fcw minutes to 5aY “Thank

You' to everyone at Commerce Bank. The term
5 not c]u[te émmj}r to describe

Customer Service seem
e call | have ever made to Commerce or every

every phan
ryone has been

visit | have made to my local branch..Eve
kind, he{afuf, and wpbeat re_qam’/ess af when [ have
by.. for whatever veason. Again,

le £5 call and visit MY

cafled or 5fappad
 thanks for making i m»yb)/ab

(a:nd family, and they
Ommerce as wel] »
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STMOIRES CIPENIED IIN 2008

CONNECTICUT

Fairfield

Darien
Norwalk/Westport
Westport/Downtown

New Haven
Milford

Orange

FLORIDA

Broward
Deerfield Beach
Lauderhill

MARYLAND

MQnthmgr){
Gaithersburg

Rockville

Prin eqrge’s
Clinton
New Carrollton

NEW JERSEY

Bergen

Englewood .
Hasbrouck Heights
Norwood

Tenafly

Burlington
Mt. Laurel /Route 73

Essex

. Newark

Roseland

Hudson
Jersey City

Morris
Montville

Qggan .

Tuckerton

Susﬁgx

Franklin

Warren
Phillipsburg

NEW YORK

Brookiyn

Bay Ridge
Borough Park
Sunset Park

Manhattan

50th & Broadway
86th & Columbus
Morris Park

Schuylerville/Throggs Neck

Nassau

East Meadow
Roslyn Heights
Wantagh
Westbury

Queens

Kew Gardens
Ridgewood /Downtown
Westchester

Jefferson Valley

Scarsdale

Thornwood-

White Plains/Central Ave.

PENNSYLVANIA

Chester
Paoli

Delaware
Radnor

Lehigh
19th & Tilghman’
South Whitehall

Montgomery
Cheltenham

Montgomeryville

Northampton
Palmer Park

Philadelphia
Chestnut Hill

Jefferson Hospital

VIRGINIA

City of Alexandria
Beacon Hill

Fairfax
Herndon
Reston

Tyson’s Corner
Vienna

Prince William
Woodbridge/Dumfrie

The Commerce Florida Store, -

12
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2006
WINNER

For J.D. Power and Assogiates award information, visit wyw. joRows




There’s No Place

Like Commerce!

A bank that's open 7 days a week,

361 days a year — from 7:30 am‘til

i
1

8:00 pm — land where the doors !
open 10 minutes BEFORE and close |
10 minutes AFTER the posted hours! |
A bank that counts yourioose changt:a

; _ i

— for FREE! A bank that gives you I‘
FREE online banking, FREE online !

bill pay, and a FREE Visa® Check Card!

What other bank handed out 21

million pens, nearly 12 million red ‘
: !

lollipops and more than 2 million dog ~

bones in 20067 And, where else could

Customers win prizes for wearing red

on Fridays? Only at Commerce!

!
But Commerce is more than great !
- products, ho fees and long hours. The
f
Commerce Culture is why we havej

FANS, not Customers! The

]
Commerce difference is the service.—

legendary service — provided by our

Team Members and supported by the

I
: |
unique Commerce Culture. )

i
We believe in our WOW! the j

Customér philesophy. We create ;

relationships with our Customers r—

an emotional attachment. How many

banks can say that? That’s why we
win awards — locally, regionally,
nationally! It’s all about our legendary

service.

Recognition for
Being the Best!"

The Commerce Bank Service Culture
is the reason Refail Banker
International named us “Best Retail

Bank in the Americas”and gave us its

_ “Best Branch Strategy” award. It was

our “dedicated Customer service” that
captured their attention. And it’s this
service that has our FANS voting us
“Best Bank”in their local

communities, too!

The Commerce Service Culture and
unique approach to banking also got
us included in“Mavericks at Work”,
by William C. Taylor and Polly
LaBarre. This book highlights the
organizations that“stand out from the
crowd” by “stand[ing] for something

truly original.”

But that’s not all. Forbes magazine
named Commerce to its 400 Best Big

Companies list — for the second

. time. Commerce was one of only 18

financial institutions nationwide to be

Derntis M. DiFlorio
President
Commerce Bank

included on the list. On his website,
business management guru Tom
Peters also named Commerce one of

his 2006 MVP Companies.

Surprise and Delight!

Our goal is to surprise and delight
our Customers with every
transaction! It doesn't matter if they
come into our stores, access
Commerce Ontine or talk to one of
our Centralized Customer Service
Representatives — we want them to

go away with a smile.

One way we do it is with our wildly
popular Penny Arcade™ coin-
counting machine. Our Customers,
and even nén-Customers, love our

Penny Arcade.

17




Left: Franklin/Beekman Store Manager Rosanna Salerno believes in
maintaining strong relationships with Customers such as Nicolas
DiMeglio, owner of DiMeglio Realty Group in Somerset, NJ.

Below: Store Manager Howard Green (left) and Teller Jai West
[frequently share treats with Schimitty, The Real New Yorkie™,
at our store at 68th & Broadway in Manhattan. Schmitty and
Ely McGuire (right) raised significant funds for firefighters
after 9/11 and animal welfare after the 2005 Tsunami.




l
I
, ?
In 2006, our Penny Arcade continued | |
- to be one of the busiest corners of ourI
\ .

stores! _ ‘l
* More than 5.7 million transactions

» An increase of 21% over total

transactions for 2005

* More than $425 million in coins

were counted in 2006

“America’s Best Call Center”was
recognized throughout 2006 for its.

outstanding WOW! the Customer |

service.

Greenwich Associates, the premierl
global financial research company,l;
recognized Comnmerce Centralized;
Customer Service (CCS) as the :
number one National Call Center in
2005 and 2006. And the Consumer
Advocacy organization — |
Gethuman.corm — also recognizejd

CCS for its exceptional service.

Gethuman.com gave the Commerce
Call Center an “A” for our “direct-to-
human” friendly service. Only 9 of

. i

the 500 companies evaluated earned

.
,
! 1
i

In 2006, we initiated the “We've Got

Red” campaign for our unbelievably

popular Commerce Visa® Gift Cards.
Customers purchased more than 1.1
million gift cards in 2006 — nearly an

87% increase over_2005 sales —a

total amount of nearly $82 million.

Linda Verba
Executive Vice President
Retail

Customers can purchase the instant-
issue Gift Cards for free, in any whole

dollar amounts between $25 and $500.

America’s Best Call Center

the “A”rating. The Gethuman survey  capability in 2006 with the addition

e

of a second Call Center located in

was based on the ability to reach a

live person, and how the caller was Harrisburg, PA.

treated along the way. r
Callers can reach a live Commerce

We not only continued to deliver live, ~ Customer Service Representative 24

superior service through our Call hours a day, seven days a week, 365

Center, but we also expanded that

Frank Papotto, Director of Centralized Customer Service (CCS),
Diane Coraluzzi, Director of CCS in Harrisburg, and Maria Joyce,
Operations Director for CCS, work with the CCS Team to prowde
WOW! the Customer Service. .

days a year by calling 1-888-751-9000.

19



Commerce Gift Cards are elegantly
wrapped in our upscale, signature red
box and tied with a white satin
ribbon. We alse initiated a“We
Deliver” mail order service for our Gift
Cards. Customers can personalize a
Commerce Gift Card by printing the .
recipient’s name on it and sending a
custom message on the accompanying
card carrier. Then we mail the Gift
Card to the recipient in a specially-

designed envelope.

Expanding the Brand

Model + Culture + Execution =

The Commerce Legendary Brand!

20 -

We continued to expand and support-

that Brand throughout 2006 —
reaching‘ a significant milestone in
our imprlessive growth: we opened

our 400th store! In all, we opened a .

total of 55 stores in 2006. In less than

a decade, we have more than tripled
1

the number of stores in our network,

further strengthening the Commerce

Brand locally.

Our consistent growth made
Commerce Bank number one again
when it comes to successful de novo
banking, according to Citigroﬁp
Global Markets. Citigroup Industry

Update noted that Comumerce is able

John J. Cunningham, Jr.
Chief Marketing Gfficer

Convenient Products
and Services
* 7-day in-store banking,
361 days a year

-O“Op.;en early, open late —

" weekdays ‘il 8:00 pm
* Free .personalJ checking

* Frée, instant-issue
Commerce Check Card

* Totally free ATMs for
~ qualified Customers

* No-fee Visa® Credit Card

e Co-mmerceh Online, the

: award-‘;vinnihg online
banking system found at

- commerceoniline.com

* Penny Arcade®™ free, interactive

coin-counting service ~

®

* 1-800-YES-2000"", a full-service
. bank-by-phone system,

. a\fai]:ab!e :24;' 7




Love Your
Ba'nk AtLast

We Do!

+ Open T Days
* No Stupid Fees '
+ Legendary Sarvice

Thars's No Placs Liks
Commerce!
em———__ "

Vit your naaresl Commarce store,
cornact 10 COMMeCeoniine Lom of cal 1-888-751-5000

Commerce

A i A T g 3 e o et o T P

to attract déposits at more than twice

the average rate because of our !

investments in marketing/branding, |

Customer service and store locations.

One of our largest branding/market-

International Championship — the

ing campaigns in 2006 was our culmination of the Commerce Bank

sponsorship of the Commerce Bank Triple Crown of Cycling — our
Triple Crown of Cycling — a long- signs and logos were EVERYWHERE.

standing Philadelphia region tradition ~ They even were painted on the

that nearly disappeared before we Benjamin Franklin Parkway at the

stepped in to ensure its continued Start/Finish line!
success. The Commerce Bank Triple
Crown of Cycling not only showcases
the world's best cyclists, but provides
significant fundraising opportunities

for local community organizations.

In addition to the more than 500,000
spectators lining the race course for

the 156-mile Philadelphia
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In 2006, our Team grew to more than |

i
14,000 of the best professionals in !
) !
banking. A staggering 117,000 pcople’

applied to join the Commerce Team :

in 2006 !

Some 65% of new Team Members

were referred by someone working
'

here and loving it, by walking into

. 1
one of our stores, or by going on our|

website. The Commerce Employer '
Brand is among the strongest in our ;
footprint and, because qualified !
candidates‘seek us out, one of the |

most cost-effective. '

Despite a tight labor market, reten- f
tion remained steady throughout

2006 because we focused on what |

matters most — having fun together

and creating opportunities for growth.

Our award-winning Team Member
website — Commerce TeamWOW! —
is one reason working at Commerce
is 50 great. The website received

hundreds of thousands of page visits

in 2006, where Team Members got

first crack at hot job
opportunities, scored
an exclusive discount
at a Commerce
Customer business,
spotted' a bargain in
the Marketplace, or
found news that
helped them do their

jobs more effectively!

Grace Migliaccio
Sentior Vice President
Human Resources

The Best of the Best!

Our goal is to bring out the BEST in
our people so they can deliver the

BEST to our FANS.

We celebrate the “Best of the Best”at

our annual WOW! Awards!|We took

our brand of Commerce fun to Radio
City Music Hall again in 2006, where
we honored our Lenders, Store
Managers, Tellers, Customer Service
Representatives and Support Team

Members. We rocked the place!

We're transforming the WOW!
Awards in 2007 — introducing a
series of 10 exditing WOW! events
that will culminate in a very special

|
“Super Stars” grande finale!

New Team Memtbers learnt how to WOW! at a Traditions class at
68th and Broadway in New York. '




Our spectacular New
Commerce University
boasts seven training rooms,
a dynamic meeting facility
and a 350+ seat theater.




Above: The Commerce Conference Center

offers a full WOW! Concierge service and |
a beautiful salon that rivals the lobbies of
America’s finest hotels. f

Right: Team Menibers can enjoy their Iunches, d
snacks or coffee breaks in the bright Café.

Welcome to the NEW Commerce [

and a 7,500-square-foot theater that

University! We are extremely excited can seat 350 people!
about our brand new facility at our |
i We also gained a new Dean of

Mount Laurel, NJ campus. !
. ' Commerce University in 2006.
|
This beautiful, state-of-the-art Rhonda Costello now oversees the

building houses one of the most professional development activities in

extensive training and professional five separate schools focusing on:

development institutions in the
* Retail Banking

financial services industry. Our new |
j * Lending
facility boasts 65,000 square-feet
! * Management and Leadership
of space, 7 training rooms equipped
' ' ¢ Compliance
.with the latest technology, :
i ® Insurance

Rhonda S. Costello
Dean
Commerce University,

<

But the key focus of Commerce

University is ensuring the growth and

expansion of our Culture, where we
instill a dedication to our WOW! the -
Customer spirit. Everything we want
to be as an organization begins at
Commerce University with our
Traditions class, where our Team
Members learn to live and breathe

the WOW!

“There’s no place like Commerce,”
and we have the best corporate

university in America!
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Commerce Cares !

Active community involvernent is at ,
|

the heart of our Service Culture. We :
strongly believe in the importance of i
giving back and enriching the qua]jtyf
of life of the people iiving in the

communities we serve.

To support that commitment,
Commerce donates a significant |
percentage of its net income each
year to nonprofit initiatives through !
its Corporate Giviﬁg Program —
4,900 c0ntr1{buﬁons and nearly

$9 million iﬁ 2006 alone.

Over the years, more than $56 million
in financial assistance — and
thousands of Team Member volunteer
hours — have been given to educa-
tional, community, human service,
arts, and health-related programs,
many focusing on improving the

welfare of children and families.

In addition to financial support, we
provide other essential assistance
through a number of special

community outreach initiatives:

..r‘-' .,

m“"éﬂr?’ﬁg"

Southeast Florida.

‘Above: The Commerce Bank Penny Arcade™ frequently counts coin donations for
organizations such as “Pennies for Patients” and American Red Cross’* Gwe 100"
campaign (NYC). At our Stamford, CT.Store, Manager Harris Towmne ( r:ght) helped
youngsters count the pennies, nickels, dimes and quarters collected for UNICEF.

* Coins for Caring
* Commerce WOW!Zone

» Executive Reading Week

» Summer Reading Program

* American Dream Scholarships

» Commerce’s Team Member
Volunteer Program

¢ Commerce Kids Days

¢ Hometown Hero Awards

We are dedicated to our role as a
caring corporate citizen, and are
committed to the philosophy:

“Involved today, improving tomorrow.”

Left: Commerce sponsors “Reading Together with Radio bisney” a community
program offering hour-long storytelling sessions that bring reading to life through
games and audience participation. Targeted to children under age 10, the progmm is
being offered FREE on a monthly basis at various Commerce Bank locations in
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REGIONAL BANKING

Fred Graziaio
President
Regionnl Banking

“We want to be the Bank of choice in every one of our
Markets. The Commerce Model remains a proven and
replicable model. It's easy to say, ‘I've got a model’,
it’s another thing to ensure that we properly execute
it across our footprint. That's my job and the job of
the Market Managers, the Regional Vice Presidents,
the Store Managers, everyone — to make sure we
provide a consistent and exceptional experience to

our Customers.”

“Commerce remains relationship-oriented, where
other banks are transaction-oriented. Our unique
Model and Culture focus on long-term relationships to
improve the Customer value. Ou‘r Model, Culture,
and legendary Brand enable our Team Members to be
responsive to our Customers’ needs, while providing

the highest level of Customer service.”

NNECTICUT & LONG ISLAND

GONNECTICUT

&

LONG ISLAND

Saiden A .
Hoampaon Bave

@

“The Commerce story is a great one — and an easy
story to tell. People are willing to listen because we
have proven that we say what we do and do what
we say. We have become a part of the fabric of the
communities throughout Suburban New York,
Connecticut and Long Island. The Commerce

Culture takes over

Customer-by-Customer,
deposit-by-deposit, loan-by-loan. Our Customers
know they don’t have to negotiate a maze of
people — whether it's getting help reconciling their

statement or taking out a $30 million loan!”



In 2006, we'continued to bring

|
|
|
L
|
!

“America’s Most Convenient Bank” td
our suburban New York Market of

|
Westchester County, Long Island and

1
Connecticut, |
|

We added four new stores in
Westchester County in 2006 —
expanding our presence to include 10,
locations. And, in Fairfield and New

Haven Counties in Connecticut, we

]

added a total of 5 new stores.
Additionally, we also increased our

deposits by 28% over 2005 totals.

Our Custorr'lers in Westchester i
County and Connecticut are finding |
that Commerce provides a refreshing’
difference in banking. They appreciaté
that the people making the decisions '
live and work in the local communlty
And, they have been surprised and i
delighted by the level of fabulous
service they receive.

1

{ \

3

|
Commerce Regional Vice President Mark Sicinski {left)
and Retail Market Manager Adam Kintish (rear) join
Rye YMCA Executive Director Gregg Howells and
Chief Financial Officer David Stern around the balance
beans in the "Y's” gymmnasium. The Rye Y has
12,000 members.

Cuknis cunns

Curtts Instruments’ President & CEQ Stuart Marwell (right) shows Ctul-ns CFO
Frank Fiumara, Commerce Market President Christopher Giamo and Credlf Officer
Jeffrey Robinson a piece of Curtis equipment at the company's headquarters in

© Mt Kisco, NY.
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In less than five years, our Long Customers’local needs and

Island Market has experienced I expectations. We have hired

tremendous growth — and '

1

additional lenders and support staff

unbelievable success. The people of | as well, so our Customers can work

Nassau and Suffolk Counties have |
|
become staimch Commerce Bank |

with a Team that really knows and

understands the local communities.

FANS. We have grown from 4 stores
_ ; In 2006, we initiated Private Banking
in June 2002, to closing 2006 with |
‘ ‘ for high net-worth Customers in our
nearly 30 locations on the Island! |
.o i Long Island Market. Commerce

We have divided our Market into Private Banking provides a high

|
four regions: two each in Nassau l degree of hands-on management
and Suffolk Counties. Créa_ting ! and advice, and is modeled after the
separate regions has enabled us to personal shopper services found

focus very specifically on our among high-end retailers.

e

T .
";‘1/411

,\'h.

1
Marders Nursery and Landscaping, Bridgehampton, NY, specializes in large, unusual trees
and shrubs, as well as wooden furniture, including this beautiful teak bench made from one
piece of a teak free’s tap root, Pictured, froml‘: Tito Ralman, Marder Operations Manager,
Sally Chironis, Marder COO/CFO, Sage the dog; back, from left: Commerce Senior Credit
Officer James Bingham, Owner Kathleen Marder, Commerce Vice President Robert Ehrlich,
Ouwner Charles Marder and Commerce Vice President Salvatore Trifiletti. .

Edward Blaskey
Senior Vice President
Market Manager
Long Island

Edward Travaglianti
President
Long Island

A key element of the Commerce
Model and Culture is a strong
commitment to community
involvement. We marked our third
consecutive year of sponsoring the
Commerce Bank Championship at

the famed Red Course at

Eisenhower Park in 2006, and
announced that we were extending
our sponsorship through 2009!
Proceeds from the golf tourmament

benefit Long Island charities.
' 31
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AREAS SERVED
Manhattan, Bronx, Brooklyn
and Queens

NUMBER OF STORES
51

DEepOsITS
$6.0 billion

ANNUAL DeposIT
GROWTH vs. 2005
42%

Map reflects stores as of 3721473
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"WOW! — Commerce Bank has comé
. i

a long way in five years! We opened |

our New Yotk Market in 2001 with

just two stores — 94th & Broadway |

and 55th & Sixth Avenue. In 2006, wef
added 9 new stores and now have a |
total of 51! Our growth has been so T*
phenomenal we divided the Market :
into six regions to ensure we provide .

our Customers with superior service

and convenience.

I
We hit a major milestone in 2006 -

we reached $6 billion in deposits. |

And, we grew our deposits by $1.8
billion from 2005 to 2006 — adding
$200 million in the month of

December alone.

During the past five years, Commerce
has fully expanded into every industry
sector in New York, with a particular
focus on Middle Market and
Institutional Lending, Small Business,
Healthcare, Real Estate and Private -
Banking. We are extraordinarily proud
of the success we have achieved in
these market segments and anticipate

even greater growth throughout 2007.

and our involvement in the

Peter Meyer
Senior Vice President
Market Manager

Our milestones and achievements in
2006 were not all focused on deposits
or loans. One of our proudest
moments came when Brooklyn
Borough declared Commerce|Bank
Day and presented us with a
proclamation for our oui;standing

WOW! service, convenient locations

community.

Commerce Regional Vice Presidei'ﬂl Thomas
Gilmartin (left) and Queens Library
Director Thomas Galante join Commerce
Commercial Lender Margaret Mcq-owan
(seated), Auburndale Store Manag:zr
Christine Modafferi, Cash Managelment
Vice President Kenneth Birke (rear, left),
Commerce Retail Market Manager; Peter
Sarantos and Queens Library Marketing &
Communications Director James Keller
{rear, right) in the Children’s Room in the
(Queens Library in Flushing, NY.
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AREAS SERVED .

) Bergen, Essex, Hudson and o
‘ Passaic Counties in 3

New Jersey; "

Rockland County in New York | « -

NUMBER OF STORES l ‘
50 ) )

DEPOSITS

@ﬂbmﬂm G20 m@zﬂwdhm oftlis $4.5 billion

17
w !
ANNUAL DEPOSIT -
GRowTH vs. 2005 }
24% I
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! i
Our Northern New Jersey Market
experience& another successful year
in 2006. A 24% increase in deposits

is a testament to our Model and to

the strength of the Commerce

philosophy bf acting like retailers.

Our Teamn Members were the key |
i
3
of the right people in all of the right |

element in our success — we had all

places. We also increased our

|
E
i
Consumer lending capacity in 2006 !

— doubling the number of Certified

Consumer Lenders throughout l
Northern New Jersey. 5

M
Conf a) e s e
G-

; o . .
In 2006, we opened our first location in Newark, which also was one of the first freestanding banks to open downtown in a decade.

We experienced continued growth in
Leasing and Small Business. We are
expanding our outreach to Higher
Education, Healthcare, and other
interesting industries, such as aircraft
leasing. In addition, our Private
Banking capability is growing and
we anticipate this will gain even

greater significance throughout 2007,

We also opened seven new locations
throughout the Market, including
our beautiful store in Newark at
Mulberry and Clinton Streets. The
opening of our Newark stcre, the

commerstone of the city’s Redevelop-

Gregg N. Gerken
Senior Vice President
Market Manager

ment Zone, also happened to be
Commerce’s 200th store in New
Jersey. Importantly, our Newark

location is one of the-first new

freestanding banks to open

downtown in more than a decade.
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METRO NEW YORK MARKET
CENTRAL NEW JERSEY

CENTRAL

N CENTRAL

« Morris, Sussex, Somerset, Union
and Warren Counties in
New Jersey;
Staten Island in New York;
Lehigh and Northampton
Counties in Pennsylvania

NUMBER OF STORES
72

" DEPOSITS
$6.5 billion

ANNUAL DEPOSIT
GROWTH vs. 2005
19%

*iap retlects stares as ¢f 3:31/07.



The Central Market continued ”best-L

in-class”banking in 2006, with a .

strong focus on higher education andl
the full-service financial capabilities '
Commerce successfully brings to :
colleges and universities, including i
\

public debt financing.

Our penetration of the higher
education market is partly responsib]é

for the 33% growth in Commercial

|
deposits in the Central Market. Other!
growth came from stronger j

relationships with law firms and .

mortgage and title companies.

Next-day availability of funds and our
extended-day deposit — with
deposits up to 6:00 pm credited to
accounts thét same day — attracted
new Customers. Commerce Cash
Management Customers utilizing
Commerce RapidDeposit™ have until

9:00 pm to make their deposits.

In 2006, we also demonstrated the
positive impact leasing can have on
the bottom line for small businesses.
In fact, the Central Market led the

bank in both conventional and our

Express leases.

Dominick Miceli
. Sentior Vice President
Market Manager

Small business lending continued its
significant growth in our Central

Market. Our dedication and
commitment to having local 1enaers
making local decisions ensures

Commerce remains the small

business bank of choice. Every other
bank has to bring in lenders from its
out-of -town headquarters or small
business‘, divisions but, at Commerce,
our lenders live and work in the local
communities. Commercial loans
overall grew 23% in 2006, in the

Central Market.

Pressman Toys” CEO James Pressman
and CFO Philip Licetti (front, left)|enjoy
Commerce’s legendary service, but |alsa
Jound out how much fun Commercle
Market President Kevin Gillen, Senior
Lender Kevin Corcoran (back) and East
Brunswick/Ryders Store Manager J‘f_lndrea
Lazarus can be during a rousing game of
“Deal or No Deal, "one of Pressman’s
leading games,
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[
Once again, Commerce maintained |

}
its position as the marketshare leader

in Ocean County. We are pleased to |
. !
note that we continue to gain market-

{

share in Monmouth County as well. |

The real key to our success in the

New Jersey Shore Market is our
dedication to service. Other banks in {
the Market do not focus on servicing

the Customer. Our commitment to :
building relaﬁonships, our involve- .
ment in the local communities in the;i
region, and our understanding of the;
unique composition of this Market |

support our growth and expansion. |

Healthcare and Tourism continue to
be key industries for us in the Shore
Market. Nearly 70% of this Market
comprises healthcare- and tourism-
related businesses. In 2006, the
tourism market was extremely strong
as hotels and bed and breakfast
establishments experienced higher
occupancy levels than in the previous
year. And, boat and other watercraft
loans were a strong driver of business

in our Market.

Additionally, we achieved significant
success in building our relationships
with local government, small
business, nonprofits and higher

education Customers in 2006.

James T. Kiernan
Senior Vice President
Market Manager

Joseph Buckelew
President

Commerce Vice President Domenick
Servodio (left) and Dr. Peter F. Buritham,
President, Brookdele Community|College,
the County College of Monmouth,
exchange the symbols of their "br{znd "in
front of the Donald D. Warner Student
Life Center, an 80,000-square-foot, state-of-
the-art events complex on Brookdgles’
Lincroft, NJ campus.
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METRO PHILADELPHIA MARKET ‘ 1 o

...,\. —

SOUTHERN NEW JERSEY, PEN NSYLVANIA &5DELAWARE | |

FAREASISERVED)]
JAtlanticButlington®Eamdeny
@‘[’@w Eumberland®

(Gounties)

and Phlladelphla
Counties in Pennsylvania

NUMBER OF STORES

147
DEPOSITS

$16.4 billion

ANNUAL DEPOSIT
GROWTH vs. 2005

9% : NEW JERSEY

T -

Michael C. Carbone
Market President

- S
/‘; \7/,* ! “We want everyone to think of Commerce as the
-~ jf\ 51 bank able to meet all o_f their finanrcial needs —
< / \ .. -~ individuals, nonprofits, businesses. We want ;to be
) é“_‘} ///;) // ’ ; the dominant community banker, lthe domina;nt
"%-‘ /’/,/ ‘ ) 1, small business lender, the dommm‘wt private |
8 /;/ A_ 'i bariker. We can do-this because welz consrstentlv
P J implement our Model, we stay focus,ed we bLuId
° ———— e __.iI relationships, and we work harder.”

\ I
ap refects siores as of 33107, '



Our heritage Southern New Jersey

|
I
and Delaware Market continues |
stronger than ever — 33 years after |
we opened our first store in Marlton,;

NJ with just 9 Team Members.

|
|
|
We had our best year ever for i
Consumer loans in 2006. We accepted
)

nearly 29,000 applications for almost!

$700 million in Consumer loans.

In addition to our Consumer loan

growth, we continued our focus on

Local Government and Small

Pennsauken, NJ-based Compas, Inc. is the largest corporate buyer of healthcare adtliertising in
the country. Compas CEQ Stan Woodland (left) and Commerce Market President IMike
Carbone are shown here in Woodland's office.

Business throughout Southem New

Jersey and Delaware. We have seen

significant success in these areas

during the last few years. We also
continue to expand our Healthcare
and Restaurant/Entertainment

business as well.

Commerce continued to prove that |

convenience and our legendary

service wins over Customers — even

in our heritage Market. We opened !

75,000 new accounts in the Market in
I

2006 — including 21,000 new f

households. Our local FANS cont-inuie

to believe there’s no place like * Shriver’s Salt Water Tuffy and Fudge has been on the boardwalk in Ocean City, N} since
C | | 1898. Pictured with Shriver's popular Mr. Taffy mascot is (from left) Commerce Bank Vice
ornrmerce: - President Paul Amann, Regional Vice President Ronald B. Matthew, [r., and Shriver's

owners Ginny Berwick, Hank Glaser, Blagoj Vangelov, and Meryl Vangelov.

1 41
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We added six new stores in our
Pennsylvania Market in 2006 — |
including a special location at
Jefferson University Hospital in
Philadelphia. The Jefferson Hospital |
store provides our full-service, 7-day ;
banking with extended hours that ou?r
FANS have come to expect from
Commerce — including our Penny |

Arcade™ coin-counting machine!

We continued to expand our Private .

Banking capability throughout the i

Metro Philadelphia Market,
particularly focusing on the
Philadelphia Main Line corridor. Our
Private Banking Customers also
benefit from the Wealth Management
capabilities of Commerce Capital

Markets.

Other areas of continued focus for the
Pennsylvania Market are Higher
Education, Healthcare, Technology,
Real Estate, Restaurants/Entertainment

and Local Government.

Roger L. Bomgardner
Senior Vice President
Market Manager

We remain dedicated to the
communities we serve, so Commerce
has joined a partnership with several
other banks and the Greater
Philadelphia Urban Affairs Coalition
{GPUAC) in a new pilot loan

program designed to help small
business. The Philadelphin Business
Leader Loan Program — $18.25 million
over four years — will increase small
business access to capital in low- to
moderate-income and predominately

minority areas.

Commerce Bank Serior Vice President
Thomas Shoemaker (back) and Vice
President Shirley Shea (front) join
proprietors Mary Jane and Bob Wagner in
the great room of the main bmldmg of The
Inn at Bally Spring Farm in Barto PA. The
main building is a magnificently restored
(circa 1734) Pennsylvania Dutch b:mk
barn which houses guest rooms, a three-
sfory fireplace and seating area.
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METRO WASHINGEON D.C. MARKET l | J

" WASHINGTON, DC., MARYLAND & VIRGINIA

Baltimore ¢

G Germantown

Montgomery Village

Gaitherstug @ Ici
e Rockyilis

Quincs Orchard (= aspen v Fort Meads

Cdenton
(S wnssion

Graenbelt

-SP-""G
Gcoﬂega Park
&

v
i y . a Norih Bethesds
1
|

Kevin Gillen
Market President
c Reston
‘ Vienna

walser Mil
Férestile

Oxon Hil  Camp Springs

Clinton ‘

Falrfax and Prince W1111am
Countles 4in Vlrglma
NUMBER OF STORES
. 17

DEePOSITS
$600 million

“The Commerce Cu}lture is superior to other
ANNUAL DEPOSIT

GROWTH Vs, 2005
Customers’. Commerce brings a refreshing C 607%

banks. It's ‘Let’s do the right thing for our

change to the marketplace, and it's more than
having great products and long hours —— it really

is about the moments of surprise and delight we
give our Customers.”
r

3

Map rIeIIecLs stores as of 3131/07.
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To say that 2006 was a great year in
i
the Metro Washington, D.C. Market |

would be an understatement!

i
We opened 10 new stores in 2006 — |

two in Montgomery County and two *
in Prince George’s County in \
Maryland, and four in Fairfax County, i
one in Prince William County, and |

one in Alexandria in Virginia.

Not only did we expand by opening

more stores, we grew our deposits in ;

the Market by more than 600%! \

" by our capabilities. We are creating

Clearly, our FANS in the Metro

Washington, D.C. Market recognize

that Commerce is not a mediocre,

me-too bank, but one that provides a

consistently superior level of service.

And it’s not only our Retail

Customers that realize all we bring to

the table. Qur local Commercial Bober.t Worlgy
Senior Vice President
Customers increasingty are engaged Market Manager

significant FANS among the
Government Contractors and
National Associations headquartered

in the Market, as well.

==y /T

w2
lm:nh’ﬂ' [l
bariiepesi-  F

Brian Monday
Senior Lender

Natelco is one of the fastest growing
electrical contractors in the Washirigton,
D.C., Maryland and Virginia area. \Pictured
in the company’s Capitol Heights, llVID
warehouse are CFO Deborah Sanford
{front}, CEOQ Donna LaScola, Oﬁ‘ic.'e
Manager Joan Bigber, Construction
President Michael Hurd, Service Pqesident
Daniel O'Connor, Commerce Regiorm! Vice
President William Olsen, and Natelco Senior
Project Manager Calvin Driskill { rear).
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FLORIDA

Palm Beach Gardens G

Royal Paim Baach {5/ \
Havarhil 67

Wallington 4@; ~ o

71l
Palm Springs
K Lake Worth 9 G[
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Coconut Creak

Coral SMWS‘LC% G
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‘I"amarac G
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bavinglalhighlyjpersonalizediexpericncel
superiorfstandardloffsenviceBaWOWService
(©urfpoaltisitolbelihelbestibankdbagnoneAWelare
linvo!vedlandfajpartiofthelcommunityBgdpeople
knowzitNAHEommercewelknowiwholwelare]

Landiweltelifthel€ommercelstoryigleveryldays
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W NUMBER OF STORES

AREAS SERVED
Broward, Dade and Palm Beach
Counties -
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We continue to build on our success

in the Florida Market — attracting

scores of Customers who recognize |
the Commerce difference of superior I
service and convenience. The E
Commerce Bank network has grown |

to 9 stores and we plan to open an '
additional 20 stores in 2007, includingf
our first store in Miami-Dade Countyi
in South Beach. In the first quarter of ?
2007, we also are opening new Palm }
Beach County stores in Palm Beach

and Boca Raton. During the coming |

5 years, we expect to grow to

$5 billion in our Florida Market.

Cérnmerce plans on being the pre-
eminent bank in the Market. We are
confident that our commitment to
providing legendary service, active

community involvement, and

growing commercial banking

" business will drive our success.

QOur commercial lending focus is on
Real Estate, I;Iealthcare, Small

Business and the Nonprofit sectors.
We also have significantly expanded
our International Banking capability

‘within the Florida Market to provide

letters of credit, trade finance, wire

transfers and foreign exchange.

Although Florida is our “newest”

Market, we quickly have become an
active member of the local
commu'nity by sponsoring many local

events and organizations.

Community involvement is a key
element of Commerce’s “local bank”

philosophy, and will play a significant

" role in our continuing grow'thl in

Florida.

Above: Tom Sheehan (right), owner of Sheehan
Buick Pontine GMC, shows Commerce Bank -
Senior Vice President Thomas te Riele and
Deerfield Beach Store Manager Karen
Zuckerberg a new Pontiac convertible at his
dealer lot in Lighthouse Point,

The Grand Opening of our Lauderhill store
gave us a chance to party with new Customers.




PRIVATE BANKING

Private Banking —
The Commerce Way

Private Banking at Commerce follows
our core philosophies — superior

service and ultimate convenience.

Banking Services
+ Dedicated Private Banking Team
* The Private Banking Account
— Earn premium rates that
increase with balances
— Next-day availability on
deposits
_ ATM/Platinum Visa® Check Card
~ Higher ATM daily cash
withdrawal and debit card limits
~Full reirnbu_rsefnent of ATM fees
from other banks |
— Unlimited check writing
privileges
- Personal checks
* Free online banking and bill
payment services
* Free safe deposit box
* Open 7 days, including early

morning and evening hours

1
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After an'exciting first year in 2005, we
significantly expanded our Private
Banking in 2006 to include our entire
footprint — from Connecticut to

Southeast Florida.

In Private Banking, our high net-

worth Clients deal directly with a

senior strategic Private Bankerand a -

Client Associate who help them
manage'their day-to-day banking
and financial needs. OurTeam
identifie.s and customizes the most
appropriate financial products and
services for each Client. The
Commerce Private Ba'nking&"eam has
their own dedicated lenders, enabling
loans to be delivered within our

Clients’ imeframes.

Commerce Private Banking offers
asset, debt and risk management
services with pricing that is
commensurate with significant
relationships. We offer financial
advice and access to complete wealth
management services — and we do
so only with our Clients’ best
interests in mind. Commerce Private
Bankeré are not paid or incented by

selling products.

Susan Petree

Managing Director
Private Banking

Debt Management

Services

* Preferred-rate mortgages and
home equity lines of credit‘
— Fixed- and adjustable-rate
| prodﬁcts
* Preferred-rate Platinum Visa®
éredit Card
-# Custom-tailored loans and
lines of credit
- Loans for personal investments
- Invesfrnent real estate financing
* <Loans for high-value items such
as watercraft, aircraft and more
- Secuired and unsecured

- Bridge financing




b

Our award-winning, Web-based |

)
holistic wealth management solution |
[

— eMoney Advisor — offers an

aggregated, comprehensive view of a |
Customer's financial portfolio, |
including: .

!

* Customer financial home page
¢ Daily aggregation of financial assets:
¢ Daily updated financial statement
* Asget allocation tools
¢ Daily alerts ’
* Web-based storage vault of i

personal documents :

|
eMoney Advisor has more than $100
billion in assets adrr;im'stered'by the |
system daily. Some 16,000 financial l
advisors offer eMoney products — up

|
from 6,000 in 2005.

eMoney Advisor also won its second
CPA Wealth Advisor magazine award
for financial planning in 2006.

eMONEY ADVISOR & VIRTUAL PRIVATE BANK

Commerce Launches First

Virtual Private Bank in 2006

Virtual Private Bank is our first

product collaboration with eMoney

Advisor. Exclusive to Commerce,

Virtual Private Bank is the industry’s

only free, comprehensive financial

Edmond Walters

application enabling Customers to Chief Execufive Officer

view their financial and related

accounts at a glance — from ] ) )
» Review asset inforrmation and

anywhere — via the Intemet. ) ] o
- monitor their financial picture

With Virtual Private Bank, Commerce
» Track frequent flier miles and

Customers can: .
rewards program points

* Manage and track financial accounts ) )
* Receive alerts for key account

and credit card information . '
changes — vesting of stock options,

* View deposit, credit, investment expiring frequent flier miles, etc.

and insurance data ‘ )
* Access calculators and informative

*+ Store important documents in an reports

online safe deposit box — The Vault .
» Collaborate with financial

professionals

eMoney

Advisor

Virtual & ‘

Private Bank ‘
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COMMERCIAL BANKING ' |

Best Security
Acquisition, LLC

Delray Beach, FL

A $5,000,000
' Term Loan

$1,000,000
Revolving Loan

United Stations
Radio Networks

! ' New York, NY

$3,000,000

! Revolving Credit Facility/
Cash Management

N B2I0)
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Safeguard Scientifics,
Inc.

Wayne, PA

$20,000,000
Line of Credit Facility

Contmerce Bauk Senior Vice President ferry Gmdu (frt;ht) G h SO bmadcmnnq
pointers fron: B101.1 (WEAZ) station owner jerry Lec inthe Pluhrd:'lphm Soft Rmk
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In 2006, we proved there’s no place
like Commerce for Commercial E

Baﬁking. We experienced:
j
* 23% loan growth to $15.6 billion ]
¢ Origination volumes totaling ,
$6 billion {
i

* Industry leading asset quality |
measurements, including .12% :
non-performing assets to total

assets

* Reserve coverage of 317% against
non-performing loans

Our continuing success in

|
'
i
.
!
i
1
1
'
i
'
1

Commercial Banking is a direct result |
of our Customer-focused Culture. :
Our Culture charges our Lenders, |
Credit Officers and Support Team |
with building relationships based on |

a sound knowledge of the Customer. |

The Commerce Commercial Banking

Team knows our Customers’or
Prospects’ businesses in depth. They

understand the motivations of the

company’s management and/or
ownership, and they know why the
proposed financings or refated
depository, services will work in the

Customer’s best interest.

The Commerce Bank Culture ensures
we remain a community-based bank
— ths is the core of our lending
business. Our Regional Vice
Presidents and their experienced
commercial lending staff live in the
local communities and know the
business leaders and organizations in

their areas. We believe in local lenders

‘making local lending decisions, and

we remain focused as a community-

based bank.

Lending Specialties

In addition, as Commerce Bank has
grown, we have built our Wholesale
Banking Team on a foundation of
industry knowledge. We have focused
on particular lending specialties to
ensure we know and thoroughly .

understand the nuances of each:

» Commercial Real Estate
{Investor/Developer)

¢ Government Contract Finance

» Healthcare

¢ Institutional Middle Market

* Large Corporate

¢ Leasing

¢ Asset Based Lending

* Media and Publication

Robert D. Falese
President
Commercial and Investment Banking

¢ Gaming

» Syndications

*» SBA Loan Production
¢ Technology Finance

* Venture Capital

* Trade Finance

Of course, as we move into additional
geographic areas, we will expand our
lending specialties to meet the needs
of our growing Customer base. In
2006, for example, we significantly
expanded our International Trade and
Wholesale Banking capability as a
result of our continued expansion in
the metropolitan dreas of New York
and Washington, D.C., as well'as in

Southeast Florida.
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Mega-Auto Dealership
(Flemington Car &
Truck Country)

Flemington, NJ

$42,000,000
Term/Mortgage Facility
$2,000,000
Working Capital
Line of Credit

Brightstar Corp.
Miami, FL.

' $63,500,000

Senior Debt/
Export Receivables

Commerce
'Bank

NYU Hospitals Center
New York, NY

$27,500,000
Private Placement
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COMMERCIAL BANKING

International Banking

Services

As the world of commerce has grown,

s0 has the capability of Commerce
Barik to service our Clients. Our
specialized approach in a global
economy'has fostered the
development of our International
Banking and Trade Finance Services
over the last 10 years. Today,

Commerce Bank is fully capable of

meeting the requirements of our

Customers by providing products to

assist cross-border trading, currency

and funds movement. These include:

* US Export/Import Bank Financing

Prograr'ns
¢ Private Insurance Programs
* Foreign Collections Capability

* Full Wire Services Capability

including Status Reporting
* Foreign Exchange Services and
Trading Activities

* Documentary and Stand-by Letter
of Credit Products with Internet

Linkage

Peter M. Musumeci, |r.
Chief Credit Officer

¢ Bankers Acceptance Financing
* Supply Chain Financing Programs

By growing our product offerings, our

geography, and our specialized

_industry segments, we provide more

opportunities to do business with the
compandes in our marketplace, as well

as add great diversity to our portfolio.

By focusing on specialized lending
areas, we can effectively manage our

lending capacity and the impact of the

. credit tisk to Commerce. Loan assets

pose the highest level of risk —
industry knowledge and locally
focused barikers enable us to lessen
the impact of potential problems
associated with lending risks. In 2006,
we were successful in managing the

balance between lending risk and retumn.




Our Credit Principles , Our credit principles ensure we

provide an appropriate credit
The combination of great products
structure so that Commerce adds
and great service from all areas of .
value to the Customer — and we

Commerce enable us to compete on

o maintain our credit standards.
those service standards — not on
Helping Small Business

cutting prices or our credit standards.

Achieve Success

We pride ourselves on not always

saying “yes”. Providing Customers Our focus on building relationships

with our Customers is particularly

with the best possible service

. e . critical with small business cwners.
sometimes means saying “no”. We !

' _ We en . :
consider everything — complete e enjoyed continued success with
information — and then we make an !

intelligent decision.

the Small Business segment in 2006.

For the fifth consecutive fiscal year

(ending September 30, 2006),

Commerce preduced more than $200

millien in Small Business

Administration (SBA) loans. We

boosted our ranking to ninth

nationwide in dollar volume among

the loans provided by some 650

banks participating in the SBA

program.

In New Jersey, Commerce ranked

number one in SBA loan dollar

volume. We received the SBA's

Commerce Bank Senior Vice President Emmet Conlon {left) and Vice President James Porr (right) join Dr. Grace |. Kim, Attending

Physician, Dr. George |. Todd, Chairman of ] the Department of Surgery, Continuum Health Partners’ John Collura, Executive Vice Preszdem

& CFO, and Michael Bruno, Senior Vice Presrdent Financial Operations & Reporting, in an exam room at 5. Luke’s-Roosevelt Hosp:ml

Center in New York, a Continuum Health Ptfrtuers Hospital.
|
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COMMERCIAL BANKING

Platinum Award for producing 272
loans totaling more than $108 million.
We also ranked first in dollar volume

of loans made in New Jersey to:

¢ Asian-owned businesses
» Women-owned businesses

» African American-owned businesses

Importantly for our Small Business
Customers, we also receivéd U.s.
Small Business Administration
approval for SBA Preferred Lenders
Program (PLP) Lending Status in all

SBA districts nationwide. This means
that Commerce has the authority
across the nation to make loan
decisionf:‘ for Customers without
obtaining advance approval of loans
from SBA regional offices. Commerce
is one of only five banks in the

country that has achieved this status.

We further expanded our support of
Small Business Customers with the
introduction of the Commerce Visa®

Platinul"n Credit Card that has no fees

$250,000,000 -

A Big Number |
for Smf'aﬂ-‘ B,usiqess

With Praterred SBA Lender statan nadicevrite,
Contwriatl hird prodissed over one quarter of o billion dollary
in SIA loany cver the past year.

Loans up to $2,000,000 to:

+ Construct, expand of renovate facilities

» Purchase equipment and flxtures.
= Finance receivables or refinance existing debt
* Finance a franchise or start-up busines.

For information or to apply for an S84 loan,
call 1-458-751-9000

Commerce
_ cBank P —

— [ —— &

and provides a significant rewards
program just for them. Qur no-fee
Visa Credit Card carries a low annual
percentage rate (APR) of prime plus
4.99%. Customers also will earn
quadruple Visa Extras Rewards Points
for every purchase made — four
points for every dollar spent. Rewards
points can be redeemed for a.variety
of business, travel, dinii]g and
entertainment products, services and
gift certificates from popular retailers

and service providers.

Commerce Senior Vice President Richard Cassin (left) and
Vice President Howard Hsu (rear) pose with Jeff Gural,
Chairman of Newmark & Company, in froni of one of
Newmark’s buildings. The property is a mixed-use building
with apartments, offices and a storage facility at 150 Bay
Street in fersey City, NJ.




America’s Best Cash ! supplementing our Commercial

Management " Banking relationships.
Commerce’s Cash Management ‘ Our Cash Management programs
capabilities have becomekeyin . | ytilize the industry’s most advanced

Commerce Market President Kevin Gillen and Vice President Cynthia Colucci (right) are
pictured in front of the main staircase in the Mansion at the College of Florham Campus of
Fairleigh Dickinson University with President |. Michael Adams, Ph.D. (left). The 100-room
Mansion is the work of architect Stanford White and interior decorations, such as this
staircase, are in Italian marble. i

systems to help our Customers
conveniently manage all their routine
cash management functions with
Internet-based “point and click”
technology. We have streamlined a
wide variety of cash management and
bookkeeping services — such as
balance and transaction reporting,
payroll, check imaging, wire transfers,
account reconcilement; f'raud|
protection, electronic paym;ent
services and more -~ for businesses

of any size.

Some of America’s Best Cash

Management offerings include:

* Commerce TreasuryDirect®
» Commerce RapidDeposit™
» Commerce EscrowDirect™
* Next day funds availability
¢ Account reconcilement

¢ Direct deposit payroll

* Lockbox services

* Electronic payment services
» Interest bearing checkjﬁg
* Merchant card processing

* Corporate credit cards
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COMMERCE BANC INSURANCE SERVICES

Cranbury, NJ

Commerce
Banc
lnsuram:e

Services

ENZ®N

PHAAMACEUTICALS
tex hnotogy-based p» product-driven » oncalogy-locusid

Bridgewater, NJ

Commerce

Banc
Insurance

Searvices

Thorofare, NJ

Commerce

'Banc
Insurance

Services
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A Decade of Growth

Commerce Banc Insurance Services
celebrated its 10th anniversary by

crossing the $1 billion premium

" among all U.S.

Commerce Banc
Insurance has three.

Customer segments:

* Personal Lines
* Property & Casualty

* Employee Benefits

All Customer segments are
supported by our claims and risk

confrol departments.

We also offer specialized

practice areas:

* Education
* Public Entity
s Executive Risk i
* Hospitality & Gaming
» Life Sciences & Biotechnology
» Financial Services
» Healthcare
. Cons&ucﬁon
» Risk Management &
L_bss Control
* Non-Profit

* Surety

expertise in the following

mark. Today, the
agency ranks 23rd

brokerage firms, up
from a ranking of |
58th in 1997, its
first full year of
operation. We
closed 2006 with
the largest new
business year in
our history, writing more than

$100 million in premiums.

Customer Focus A
Cornerstone —

All Business Segments

Our Commercial Insurance segment
continued to hone a disciplined
approach to risk management for our
larger business Customers, delivering
customized solutions that close
important coverage gaps and give
Customers greater control over their
potential exposures. In addition, we set
the stage to introduce a new best-of-
breed business insurance program for

smaller businesses in 2007.

Our Employee Benefits segment
implemented a major expansion in

resources and services to meet

George E. Norcross, I
Chairman

Michael Tiag!'wad
President

employers’ continued demand for
creative, cost-effective Employee
Benefits solutions. We also laid the
groundwork for a broader array of
consulting and administrative|services

for employers in 2007.

Our Personal Lines segment installed
a new convenience for Commerce
Retail Customers with instant} online
auto insurance rate quotes available

at commerceonline.com.

Core Service Fundamentals

Live claims service, available 24/7,
continued to be a service
fundamental, with experienced claims
specialists available -to help
Customers at the time when help is

needed most.
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'COMMERCE CAPITAL MARKETS

$39,730,000
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Commerce Capital Markets, Inc.
provides access to a comprehensive
menu of products and services

through three key divisions:

¢ Fixed Income Group

* Brokerage and Wealth Management

¢ Asset Management

i
I
i
i

We have aggressively expanded the

scope of our product offerings and
services to deliver best-in-class
products and unbiased advice. Our

products and services include:

¢ Institutional Sales and Trading

¢ Investment Bariking

* Risk Management and Structured
Produds

» Asset Management and Trust
Services

» Full-Service and Self-Directed
Brokerage Services

¢ Private Wealth Management

*» Retiremnent Plan Services

¢ Financial and Estate Planning

Fixed Income Group

Our Fixed Income Group comprises

three divisions:

‘¢ Trading and Sales
¢ Investment Banking

* Structured Finance

;
!
|
|
!
|
1
I

}
l
i

The Trading and Sales Group offers
trading and investment banking
services to Institutional, Commercial
and Governmental Clients. Our
Investment Banking Group provides
underwriting services for
municipalities, not-for-profits and
various healthcare institutions, while
our Structured Finance Group offers
risk management and interest rate
swap trades for Commerce’s

Commercial Clients. The Fixed

Income Group is ranked number one

in the nation in number of
competitive note issues purchased

(351) with $1.8 billion in par value.

Brokerage and Wealth

Management

Brokerage and Wealth Management
offers a comprehensive suite of
products and services through a
personalized, consultative approach.
In 2006, we launched our managed
account program that provides our
Clients with access to some of the
most prestigious investment
managers in the world. To compiete
our Wealth Management offering, we
leverage Commerce eMoney Advisor,

a comprehensive financial planning

Stan Gregor
President &
Chief Executive Officer

and account aggregation platform

which brings the best of technology

and wealth management in o

exclusive offering.

Asset Management

Commerce Asset Managemen

provides custom—designéd

ne

—~

Investment Portfolioc Management for

Institutional, Commercial and
Net-Worth investors, in additi

comprehensive Trust Services.

High-

on to

iIn

2006, we introduced a new money

market fund — the Commerce Capital

Institutional Select Governme:
Money Market Fund. The Fun
assigned Standard & Poor’s hi

Tit

d was

Lies

rating — AAAm. The rating wa!s based

on Standard & Poor’s analysis
Fund’s high credit quality, low

of the

market

price exposure and management.
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|COMMERCE BANCORP

Left to right, front row: Donald T. Di Francesco; Joseph T. Tarquini; John K. Lloyd; Joseph Buckelew; Vernon W. Hill, II; \

Jack R Bershad; George E. Norcross, III; Steven M. Lewis. On the steps, from left: William A. Schwartz, Jr.; Daniel ]. Ragone;
Joseph S. Vassalluzzo; Morton N. Kerr.

Board of Directors

Vernon W. Hill, 1I
Founder, Chairman and CEO
Commerce Bancorp, Inc.

Cherry Hill, Nf

Jack R Bershad
Aftorney
Philadelphia, PA

Joseph Buckelew
President

Commerce Bank/Shore
Toms River, Nf

Former New Jersey Governor

Donald T. Di Francesco

Di Francesco, Bateman, Coley, Yospin,
Kunzman, Davis & Lehrer, PC.

Warren, NJ
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Morton N. Kerr
Retired Chairman
Markeim-Chalmers, Inc.
Cherry Hill, NJ

Steven M. Lewis
President
LL.5. Restaurants, Inc.
Blue Bell, PA

John K. Lloyd, FACHE
CEC

Meridian Health System
Wall, NJ

George E. Norcross, I11

Chairman

Commerce Bane Insurance
Services

Cherry Hill, NJ |

Daniel J. Ragone, CFA
Haddonfield, NJ

William A. Schwartz, Jr.
Chairman, CEQ and President
UL.S. Vision

Glendora, NJ

Joseph T. Tarquini Jr., A.LA.

Architect
Berlin, NT

Joseph 8. Vassalluzzo
Chairman

Federal REIT
Wynnewood, PA

Retired Vice Chairman
Staples, Inc. ..
Framingham, MA

Senior Executives

Vernon W. Hill, 11
Founder, Chairman and CEQ

Dennis M. DiFlorio
President
Commerce Bank

Robert D. Falese
President
Commercial and Investment Banking

Fred Graziano

President

Regional Banking

Peter M. Musumeci, Jr.
Chief Credit Officer
Douglas J. Pauls

Chief Financial Officer
John J. Cunningham, Jr.
Chief Marketing Officer

C. Edward Jordan, Jr.
Executive Vice President
Investor Relations



REGIONAL BOARDS OF DIRECTORS
o

f

Central %
|

Commerce Bank/
North

Michael Critchley
Attorney
West Orange, N]

Wiltiam F. Dator

President

Dator Commercial
Real Estate, Inc.

Mahwah, NJ

Joseph A. Haynes
First Vice President
USB Financial Services
Hackensack, NJ

Joseph M. LoScalzo
President

Jomac Realty Co., Inc
Saddle River, NJ

Vernon W, Hill, 11
Founder, Chairman

and CEOQ
Commerce Bancorp, Inc.
Cherry Hill, NJ

James R. Napolitano
Executive Vice President
Commerce Bank /North
Ramsey, NJ

New Jersey

Roland D. Boehrr“, Sr.
Vice Chairman |
Mercer Mutual !
[nsurance Company
Pennington, NJ |

Louis R. DeFalco
Founder/Managing
Partner \
DeFalco & Co., Certified
Public Accountants
Scotch Plains, NJ |
|
Dale J. Florio i
Founder/President
Princeton Public |
Affairs Group !
Trenton, NJ |

Harvey A. Holzb’erg
CEO 1
Hoboken University
Medical Center‘
Hoboken, NJ |

\
Gary T. Puma |
President |
Presbyterian Homes, Inc.
Princeton, NJ

Tom Russo }

Founding Partner
Russo, Scamardella and
¥ Amato, PC 1

Staten Island, NY:

|
|
!

L

New Jersey Shore

Franklin H. Berry, Jr.
Attorney, Senior Partner
Berry, Kagan, Sahradnik,

Kotzas and Riordan
Toms River, NJ

Dan D’Onofrio
Real Estate Developer
Toms River, NJ

Daniel M. Monroe, CPA
Senior Partner

Cabb, Monroe & Rhine
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Headquarters

Commerce Bancorp, Inc.
Commerce Atrjum

1701 Route 70 East

Cherry Hill, New Jersey 08034-5400
1-888-751-9000
commerceonline.com

Annual Shareholders’ Meeting

Commerce Bancorp, Inc.’s annual
Shareholders’ meeting will be held on
May 15, 2007, at 5 p.m. at Commerce
University, 4140 Church Road, Mount
Laurel, New Jersey.

.Dividend Reinvestment
and Stock Purchase Plan

Commerce Bancorp, Inc. offers its
Shareholders a convenient plan to
increase their investment in the
Company. Through the Dividend
Reinvestment and Stock Purchase Plan,
holders of commeon stock may have
their quarterly dividends and optional
monthly cash payments (with
limitations) reinvested in additional
common shares at a 3% discount
(subject to change) from the market
price, without brokerage fees,
commissions, or service charges.
Shareholders not enrolled in this plan,
as well as brokers and custodians who
hold stock for clients, may receive a
plan prospectus and enrollment card
by contacting Registrar and Transfer
Company at 1-800-368-5948, or Barbara
Furgione, Assistant Secretary, Investor
Relations, at 1-888-751-9000.
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commerceonline.com

To learn more about Commerce
Baricorp, please visit our online
interactive financial resources center
at commerceonline.com. Click on
“Investor Relations” for a
comprehensive portfolio of corporate
information including corporate
governance, earnings estimates,

dividend history, SEC filings and more.

Contacts

Analysts, portfolio managers, and
others seeking financial information
about Commerce Bancorp, Inc.,
should contact C. Edward Jordan, Jr.,
Executive Vice President, at
1—888—75|1-9000.

News media representatives and
others seeking general corporate
information should contact David
Flaherty, Chief Communications
Officer, at 1-888-751-9000.

Shareholders seeking assistance should
contact Barbara Furgione, Assistant
Secretary, Investor Relations, at

_ 1-888-751-9000. For assistance with

stock records, please contact
Registrar and Transfer Company at
1-800-368-5948. ‘

Annual Report and Form 10-K

Additional copies of Commerce
Bancorp, Inc."s Annual Report or
copies of the Company's Form 10-K are
available without charge by writing:

Commerce Bancorp, Inc.
Commerce Atrium

Investor Relations

1701 Route 70 East

Cherry Hill, New Jersey 08034-5400.

New York Stock Exchange Symbol

Shares of Commerce Bancorp, Inc.’s
common stock are traded on the
New York Stock Exchange under the
symbol CBH.

Transfer and Dividend Paying
Agent/Registrar

Registrar and Transfer Company
10 Comumerce Drive
Cranford, NJ 07016-3572

Certifications

The Company's Chief Executive Officer
certified to the New York Stock
Exchange (NYSE) that, as of May 17,
2006, he was not aware of any

violation by the Company of the
NYSE's corporate governance listing
standards. The certifications of the
Company's Chief Executive Officer and
Chief Financial Officer required under
Section 302 of the Sarbanes-Oxley

Act of 2002 were filed as Exhibits 31.1
and 31.2, respectively, to its 2006

Form 10-K.




Commerce Bancorp, Inc. and Subsidiaries Selected Financial Data; .- -
> T Year Ended December 31
" (dollars in thoysands, except per share data) . 2006 - 2005 2004 . - 2003 " |2002
lncomeStatementData ! R A R e e
*  Net interest income- $ 1, 274 508 %1, 153 582 ;' $ 1,017,785 - §. 755,866 .. $ | 572,755°
Provision for credlt losses . 33, 700 < 19,150 39,238 . 31,850 1 33,150
Noninterest income . | 591 153 . ' 442794 . 375071 " 332478 .| 257466 -
Noninterest expense e 1,355, 761 1 146, 380 938778 . . 763392 | 579,168 |
11ncome before income taxes R 476, 200 . 430, 846 L Tat4143840- 7 293,102 | 217,903 - - ;
Net i mcome ; N -".299,'313 ', < 282 939" . 273,418 - 194,287 . ',1‘__44,815 )
Balance Sheet Data B ) R L ' T - ‘
Total assets o .-$45,271,816  $38,466,037  $30,501,645 - $22,712;180 $16 403 981
" Loans-(net) - . T 15,454,996 - 12,524,988 9,318,991 7328519 - 5731856 |
. Securities avallable for sale - T e 11,098,113 9,518,821 * .- 8,044,150 10 650,655 7 806, 779 .
“Securities held to maturlty ' 14,884,982 13,005,364 10,463,658 ,2,/490,484 763,026 -
- -Trading securities. - _ , 106,007 . 143,016 . 169,103, - 170,458 | 326,479 :
Deposits E 41 288 211 34, 726 713 27; 658 ,885 720,701 400, 14/548,841.
Long-term debt.., e e . .7 200,0000 © .200,000- * | 200,000
Stockholders equnty TV 2801 098 2 309 173. . 1,665,705 1,277,288 o 1918,010
PerShareData ’ ; ,f_ o : S o T
.Net income-basic . .o $ 162 $1.70 $174° - $136 | $'1.08 .
Net mcome—chluted I : 1.55 " 161 1.63 . 129 1.01 -
. - Dividends declared T _: R . 7049 T 045 040 ° - 034, 0.31°
-~ Bookvalue _ - Ty - 1486 ¢ - --1292 T 1042 '835“.; ,677‘ :

E .Average shares outstandmg et e Dol T = - :
CSBasic o o e o L T 184,919 165 974 .7 156,625 142 169 . 133 590
D1luted oo o Lot 193,674 179 135: 172,603°_ . 156,507 - | 149,389,

Selected Ratlos TRl -
. Performance RV . S e . . el
_ Return on average assets ) o . B 0.71% . ... -0.83% ©1.03%: - - 0.99% .+ 1.05%
.- Return on average eqmty -0 1165 . 1490 .- 1878 e 18810 1850 .
‘Net interest margln L 3.35- e 377 4;28~ Do, 4.36] T 4.69.
Liquidity and Capltal L oo e ST L T
" . Average loans to average dep051ts 237, 09%‘ _ 35.01% 34 49% . 36.93% L 42.48%
Dividend payout-basic .- - '30 25 - : 2647 | 2299 .- ‘, -25.00 ., 28.70
‘Stockholders’ equity to total assets 619 . 6.00 5.46 . 1562 - 560
~ Risk- -based capltal e R - R -
- Tierl AR e L1073 o 1181 - 1230- <" 1266 11.47
. Total ~ = « - SN 12.44 ... 1258 ° 1325 13.62 . [ .. 1251
Leverage ratio, . - " 618 6.04.° . " ~6.19 661 - 6.37
Assét Qiality - L T i
_-Non-performing aSSets to.total year—end assets' . 0.12% - 0. 09"o -0 011% L - 0:10% S 011%- .
' __"Net charge-offs-to-average loans outstandmg R 1 5 | IR 1 ) 157 - 019 -~ = 016 ©.018 -
Non-performing loans to . .. . Co : oo e .
. total year-end loans - ‘ S 032, 0.22- . '.0'35: T 029 024
Allowance for credit losses t6 ~ L o : . A P
total end of year loans - " 1.03 Lz 1'431 - “151 ] 1.56.
Allowance for credit lossesto . -~ , - : e > Tt BT
non-performing loans .~ Iy Looes 31872 /" 406.85 412 88 .t 51539 b 64018,
E . 63




Management’s Dlscussmn and Analy51s L
of F1nanc1a1 Condltlon and Results of Operatlons

Management $ Dlscussmn and Analy51s of Financial

‘Condition-and’ Results of Operations of the Company-
S analyzes the major elements of the Company’s -
consolidated balance shieets and statemerits of income. This *

section shotild be tead in conjuniction with the Company s

consohdated ﬁnanc1a] statements and accompanymg notes

Executlve Summary T

" Thé Commerce model is built 'on the. gathermg and‘ A
reténtion of core deposits as being essential to shareholder .
. value. Management believes core dep051tgrowth has been
. .and will continue to- be the prlmary drlver of the
Company’s success, and that superior customer serviceand - - |
a- great retail experience, not rates, drive core.déposit. .

growth: The consistent inflow of long lived core deposits
allows the. Company .to avoid taking excessive risks in
growing its loan and investment portfolios. In addition,

- the Company’s significant cash flow provides ongoing _..

remvestment opportumhes as mterest rates change

- In 2006 the Company contmued to expand its umque
model while challenged with a very difficult intetest rate

environment. The 2006 fmancral hlghllghts are -

summarlzed be]ow

.- Opened 55 new stores, mcludlng 36 in metro New York y

- the Company s largest and fastest. growmg ‘market.

. Total assets grew 18%.

+ Total deposits grew 19%, with annuahzed dep051t growth '

per store of $17 mﬂhon

"« Total loans grew 23%, mcreasmg the ratlo of ]oans to

dep091tst038% T S r

.

The Company contmued to expernence a d1ff1cu1t mterest
rate environment throughout 2006, which caused the

Company’s net interest margin to decrease to 3.35%, from
3.77% in 2005, ancl unpeded its hlstoncal rate of net interest

lncome growth - S

Desplte the difficult:interest rate envnronment the

Company’s continued dep031t growth enabled the

“Company to grow revenue 17%. 'Net ificome and diluted

" net income per shareé are reflective of the challengmg'-
+ interest rate’ enwronment )

. e 2006.. .2005
(amiounts i billions) -, .. _
. Total Assets ~ - * $ .45.3 $ 38 5 .18% .
. Total Loans (net). . "15.5 - _ 12,5 23% -
Total Investments - - . : - 261 227 " 15%-

Total Deposits | 413 347 19%

(amounts in rn_flliorts). :
- $1,865.7

" Total Revenues,
. Net Income -.° o ..299.3 2829 6%
- “Net Income per, Share Diluted  1.55 . 161 -, (4)%- .

, .Th'é Company remains a depoéit\driv'en 'financial

institution with, emphasxs on core dep051t accumulation

and retention as a basis for sound growth and profitability..
- The Company’s unique business model continues to

produce strong top-line revenue growth that is driven by

'strongdep051t growth. S

“"The contmued ablllty to grow dep051ts has résulted in :

significant earning'asset growth This growth resulted in

- $1.3 billion of net interest income on a tax equivalent basis
- in 2006,.an increase of $126.3 million or 11% over 2005. As' '
.« more fully deplcted in the chart below, the increase in'net *
: ..',_mterest income in both 2006 and 2005 was die to volume o
- . increases in the Company s earnmg assets C

Net Iriterest Income
(dollars in mllllons)

_*'- Volume = Rate . -~ L
_ - Increase 'Change".-_, "To'tal'Increase .
¥ 2006 . $2543° © ($128.0) - $1263.° 11%
2005 . ‘$272.5 ($135.4) - " $137.1 . 13%

Cntlcal Accountmg Pohcy L

‘The Company’s accounting pohcres are fundamental to
" understanding Management s, Dlscussmn and Analysis
~ of Firlancial' Condition ‘and Results ‘of Operatigns.” See

‘Note 1 - Significant Accounting Policies of the Notes to-
~ Consolidated Financial Statements, which appears -
elsewhere herein. The Company s consolidated financial . .
-statements are prepared in accordance with accounting -
principles generally accepted in the United- Statés and’
follow general practlces w1th1n the mdustry in Wthh it

operates : ‘ :

) ‘Apphcatlon of these pr1nc1ples requires management to
. make estimates, assumptions, and judgments- that affect -
- the amounts reported in’the f1nanc1al statements and
accompanylng Tiotes. These estlmates assumptlons and‘ :

Change’

- $1,5964 17% -
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Management’s Dlscussmn and Analy51s

]udgments are basecl on mforma‘aon avarlable as of the date

‘of the hnanc1al statements, accordmgly, as this information’
. changes, ‘the frnancral statemenits could reflect chfferent

estimates, assumptlons ‘and ]udgments Certam po!1c1es
. inherently have a greater reliarice on the use of estimates, -
“ assumptions; and judgments and as “Stich have a greater
“possibility 'of-producing results that could be matenally
._d1fferent than originally reported S

‘The. Company has 1clent1f1ed the pol1cy related to the LR

“allowance for credit losses as bemg critical. The Company,
“in consultahon W1th the Audit Committee, has rev1ewed
and approved this cr1t1cal accountmg pohcy

Allowance for credit losses The allowance for cred1t losses

- represents management s estimate of probable credit losses

- inherent in thé Company‘sloan and lease portfolio, as well

as its’ commltments to lend. Determmmg the' amount of .

" the. allowance for credit: losses: 1s considered a critical

. 'accountmg ‘estimate beécause: 1t requlres 51gn1f1cant

 judgment and the use of éstimates related to the. amount .,

~ and timing of expected future cash flows on 1mpa1red
" loans, estimated losses basedion risk characteristics of loans

._factors, all of wh1ch may-be susceptlble ‘to. srgmflcant

Notes to Consohdated Financial. Statements descrlbes the
’ methodology used to determme the allowance for credit
“losses, and.a discussion of the: factors driving changes in .

the amount of the allowance for credit losses is mcluded
in the Allowance for Credrt Losses: d1scussron w1th1n this:
~ Management’s ‘Discussion.and Analysis of F1nanc1al
' Conchtron and Results of Operatlons Cooe T

.t

- . -

. ~ .=
i e .

- 'Segment Reportmg S S
The Company operates one reportable segment of busmess

- Community Banks, as more fully described-in Note 21 -

' Seégment Reporting of the Notes to Consolidated Financial :". =

* Statements, which appears elsewhere herein, The followmg
" table] summarizes net income by segment for each of the-
: last three years (amounts in thousands)

- .o % Tt

N .. NetIncome - .-+ +~."
A , 2006 . ' 2005 2004
' ,Commumty Banks y $289,228 $27U 960- $267 466
“ Parent/Other .. 10,085 -, 11,979, * 5, 952 -

-C_onsohdated-Tota'l

Rl

© $299,313 .$282,939 r$g73,418

s

o . S 2 of F1nanc1al Condltlon and Results of Operatlons

Average Balances and Net Interest Income g

The table on page67 sets. forth balance sheet 1tems ona.
darly average basis for the years ended December 31,2006, -

2005 and 2004 and presents the dally average mterest rates 1 Soe

“‘earned on assets and the daily average mterest rates pa1d
" on hab1l1t1es for such periods. During’ 2006 average
_ intetest earning assets totaled $38.8 billion, an increase of -
- $7.7 bllllon, or 25% over 2005, This mcrease resulted
pr1mar1]y from-the increase in the’ average balance of
investments, which rose $4.3 b1111on and |the average *
‘balance of loans, Wthh TOSe. $3 3 b1lhon durlng 2006. The -
. growth in- ‘the average balance of interest earning assets -
“was funded. primarily by -an increase in Ithe average-
“‘balanice of deposits- (including nomnterest-bearlng
demand deposrts) of $72b11110n AR R :

Net Interest Margm and Net Interest Income

Net 1nterest margin on a tax- equrvalent bas1s was 3. 35%
, for 2006, a decrease -of 42 basis points’ frorln 2005.'The
decrease was due to the drfﬁcult interest rate envrronment

. f _in 2006. Durmg 2006, short-term mterest rates increased -
-and commitments, and consideration-of other quahtahve o

-’ by 100 basis points, increasing the Company s overall cost

© '_ of funds by approxrmately 94 basis pomts Long—term
change. Note 1 - Significant Accounting Policies-of the = *

_interest rates 'did not increase as s1gmf1can:tly over the. -
' sametime penod resultmg inan inverted yreld curve for’
- the second half of 2006. As a result, the Company did'not
exper1ence a similar increase in the'yi€ld on its interest"
‘earning asgets: While the Company’s contmumg ability - .
© to grow core deposits produced net interest income growth
desplte the interest rate environment, management does-
not expect meamngful net interest margin expansion. untll

 the yield curve returns to a positive slope alnd steepens. - .
.~ The net interest margin-is ¢alculated by d1v1d1ng net o

mterest mcome by average earmng assets.:

Net 1nterest mcome is the dlfference betweep the mterest E
‘_ 1ncome on loans; mvestments and-other. mterest—earmng
-asset$ and the interest pa1d on deposits and other interest-

L]

- bearing liabilities. Net interest income is [the primary -

‘source of earnings for- the. Company There are several
factors that affect net mterest income, 1nclud1ng

"0 the volume, pricing, mix angd- maturlty of’ 1nterest-
} earmng assets and interest- bearmg habllmes

e

L market 1nterest rate ﬂuctuahons and

Te asset quallty T o
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Net mterest mcome on ‘a tax- equlvalent ba51s (whlch . The tax-equlvalent y1eld on mterest earnmg assets durmg :

ad]usts for the tax- exempt status of income. earned on " - 2006 was 5.94%, dn incréase, of 52 basis points from'5. 42% -
+" " 7. certainloans and 1nvestments to €xpress 'such i mcome asif % in 2005, The cost of. mterest—beanng liabilities increased. 11’7

= - expense for 2006 increased. $493.0 million to $1,0 billion D

. '1t were taxable) for 2006 was $1 3 billion, an mcrease of " basis: pomts in 2006 t0 3.24% from 2. 07% in 2005 The cost ‘
.$126:3 million, or. 11%; over 2005. Interest income ona tax— ‘ ".‘ . ‘of tofal funding sources increased 94 bas1s pomts to 2 59%

- equivalent basis increased to $2.3 b1lhon from $1. 7b11110n S in 2006 from I 65% in] 2005 e j. e

or. 37%: Th1s increase. was _primarily related'to volume L]

Thé foll th
mcreases in the!loan and investment portfohos ‘Interest .- The 0 meg table presents €. ma]or factors that

contributed. to'the changes in hét mterest income on a-tax._ -
‘equlvalent Basis, for the years ended Decernber 31, 2006

from $511.7 m11110n in 2005; " This-increase was- pr1mar1ly ~and 2005 as compare d to the respectwe prev10us perlo ds. -

. related. to increases in ‘the Company s average deposit. - ‘
"' - balances and the interest rates paid on depos:ts and other S R ST f;' ..

; 1nterest-bear1nghablhhes S e ST R RS "";:-‘
R L:'? St 2006 vs.2008 S 2005 vs. 2004

I Ry Increase (Decrease) Ao Increase (Decrease) -
‘ SRR ' Due to; Changes in. (1) S50 Duleto Changes in (1) AR
e e T Volume, . 'Rate ©* < .Tofal - " .'--_"Volume,,_‘_ . Rate ~ < “Total - «

I DR - B s - T . PR

SR R T VSO "-(do]]ars,i’nthous‘ands)* o ﬁ, - o

; . R -

D w:--— L . ‘,-'

Interest on Investrnents L TS B '-_j IR - ‘
Taxable . $225 767 $87475 $313 242 L sa4407 - $15,041. $229 4687
CTaxexempt. . © oL L0 U zgen 60417, 13302 T 3,097 (4 961" > (1:864)"
CTrading T L AN aa00). . - (824) e 124) (2 281) 684 (1 597)

Federal R I B Y S o . ':- -

_-funds sold ;}‘ CL e 1’7.837 T L8 3654 a ‘,7'6‘6__"7':- 1603 ' 2369-7
Intereston loans SR e R R P L ' R
Commerc1al mortgages‘e S 74 715'. L '_20,947*- 95 662 L4497 7 “-l0,798’- e 57,295_;'

Cominercial - Cee T T 68,532 “; 28,847 .7, 97,379 ‘40,'99,'9"__{,'_-; 24592 '6,5,-4591"',‘.-\5
“Consumer .t Ll 82011 )10,990‘1 .93 901" 60,702 - - 9,156 . 69,858, '
‘ Tax-exempt T a0l i 69 T 42707 L7871 (759) 7112 ¢
Total interestincome . : "¢ 463870~ ', 155416 - 619,286 % ,‘ {{_:37,2,078“ 56,_15,4.,. 423,233'_.-"-'

- -t ~ T .o
L

Interestexpense Pt FEREPE AT R T vJ RRE
Savings. .U a 166,538 T 714717 " 138,009 36 098‘ 40, 641 76,739 -
Interestbearmg demand X 'v . f-?, 79,697 i 162,777 - ° 1242,474. IR .'48 777 < " 108 643- . 157,420
‘Time'deposits - - . .21 921;-- 29997" L 51,918- oo 07413 & - 18530 25943'*
~Publicfunds-* ~ . T > 23,723 3155220 139,245 SRIRERY ¢ 590) 14,620, 13,030 - -

Otherborrowed money ' ‘ N 17, 61Z'. . _12 070 r_:". 29 687, e 12420 0 " 9,305.7 , 121, 725

Long—termdebt S e o e ('8,379)‘* (8379) - (3,568). .. - (133)‘ (3, 701)

" Total interest expense Sooo o 709,496 1. 283458 - 492,954 £.99,550 - 191,606 ., 291,156
Netchange LT 8254, 374 . 28, 042) - '$126, 332 $272 528 (135 452) $137 076"

B st et

(l) Changes due to both volume and rate have been allocated to volume or rate changes in proporhon to the absolute dollar

amounts ofthe changemeach B L A S S
. . [l ' * L B i b L ¢ . ’ l_" -
v . - " -, . v " L -
Lo i ' " , ' s T s E
Lo N v . . . . i .
. - - . o " i- - . Al _ 1
- . + . W e : e '
1 ‘.-' i - ;. ‘I !)‘ ) . . - .: .y ¥ F)
. R : B . [ L - n - ;
-~ o ~ - K A ‘ ! ‘, b e i - A
A - - ; ST T . : :
: ’ - P .:, y * ’ B . . ~
AT : ) S - . ' :
. ) ~ ' . . [ A . ~
L e - ) . . N .
66 : ' L R ‘ . :
- ] . . . i
T, - R : 3 .
3 T T . N T
= LR ' 5 ' . N “ . N
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Lo

HES

st Year Ended December 31

A

oo e 2006 - - 2005 . Pl 2004 7 |

" {dollars in thm_;s:zrgds) " Average ' - . Avera-ge _ Average K _ Average - Average 'Average
"Earning Assets ,'Balance_.: . lnterest Rate -:Balance  Interest - Rate ‘Balance .. Interest ' Rate
Investment securities B R ’ . i o T t A B

“Taxable .: 83, 846 823 $1 278, 936 * 536% - $19,637,178 |§ 965,684 ~4.92%  $15276,797-$ 736216 ", '4.82%

" Tax- -exempt 5*. 556, 773 . 30,516 548.; ' 7. 424,303 *17,214  4.06 347,979 19,078, 5.48
Trading . . 2 100,746 4,871 4.84 . 127,634 © - 6,995 - 548 - 169,242 - 8592, 5.8
Total investment securities.” . 24,504,342 . 1,314,313. 536 20]89 115 -989,893 490 15794018 . 763,886 . 484
Federal funds sold o 132336 . 6926 - 523 - 98, 265 3272 3.33 -7, 269 903, 120 .
Loans . . N - R I

- ‘Commercial mortgages‘. 4,869,826 342,700 .7.04 ‘ 3,808,107' 247,038 649 3091 350 189,743 © 614 .
Commercial ' 3,522,513.. . 273,386 . 7.76 2,639,491 - 176,007  6.67 2,024,648 - 110416 . 545 -

+ Consumer -~ 5221,014 «- 330,610 ‘633 © 3911672 ° 236709 --6.05 2,908,561 . 166,851 = 574

- . Tax-exempt 510,248 . 36,268 .7.11 . 451,151 31,998 -.7.09, ¢ 340,172 24,886 7.32
- Total loans * =, 14,123,601 - 982964 L 696 . 10810421 - 691,752 640 - .8364731 "~ 491,896° 588 -

_ ‘Total earning assets $38,760,279 $2,304,203 - 5.94% - $31,097,801 $1,684,917 .542%- $24,234,018 $1,256,685 . 5.19%
Sources of Funds’ T . I T L —
Interest-bearing liabilities &=« - S - ‘ ‘ ’ Tl

Savings . [$10,326,719 . $261,428° 2.53%_ $ 7698370 $ 123419 - 160% . § 5,446, 713 $. 46,680 .- 0.86%

.+ Interest- -bearing demand ..'14,867,213 | | -495, 147°,-.3.33 - 12,474,260 - - 252, 673 .2.03 - 10,066, 187 95, 253 1095

' Time depdsits ..° . 3,323,462 * 124,043 373 - 2736142 . 72,125- 264 . -+ 2454, 9io © 46,182 - 1.88
~ Public funds:"- #F - .7 1,295061 7 % 65,901 - 5.09. - 828,860 ‘26,656 . 3.22 878,310 - .. 13,626~ 1.55

" Total depOSItS | 29,812,455 - 946519 317 , 23,737,632 [474,873..200 18,846,120 201,741 = 107

 Other borrowed money ".1186068 . 58,097 * 450 826,400 - 28410 . 324 . ' - 1465137 6,685 * 144 - .
Long- -term debt - N ' ) -'140,274. 8.379. ~5.97~ 200,000 - . 12, 080 - 6.04

 Total'deposits and interest- N T ot R

bearing liabilities -30,998,523. ".1,004,616 | 3.24 - 24,704,306 - 511,662 2.07 19,511,257, '220,506 - 113
Noninterest- bearmg - N ' ) ! o o T b oo - - '
funds{net) 7,761,756 *. . " '6,393,495 .. 4,722,761
Total sources to R st Lo T N S B
fund earning assets " : $38,760,279 © 1,004,616 * .2.59 - - $31,097,801. 511,662 . 1.65 - - $24,234018 220,506  0.91 .
Netmterestmcomeand ~~. ey 0T N MR . )_ oo _‘ I
margm tax—equwalent ba51s - - .$1,%953,587 | 3.3.5 ) $1,173,255, o _$1.036,1|79 4.28 .

. ‘Tax exempt ad]ustment ’ . 25,079 _ _ 19,673 | . S 1839 , .
Net interest income and margin $1,274,508  3.29% " $1,153582  3.71% ~:'$1,017.7]85 420% . -
Other Balances * oL T e I A ] . ‘

» Cash and due from banks . S 12958 TS T o LT L 8, 113499 '

_Other. assets ! . 2,306,101 .« < T 1792339 - Tt 1376 006, .

.Total assets - 42 162,415 . 34,005,732 - L 26, 618,555
Total deposits 38 081 613 '_' . 30,881,184 ) 24,2542147, .

. Demand dep051ts _ . o . E R . .

" (noninterest- bearlng)' . 8,269, 153 . 7,143,552 0 - 5,408,094 -

Other liabilities L 324749 7 [ 258,886 - 243,284 E
Stockholders equxty 2,569,985 1,898,989 ,' Do 1,455,920 °

‘ Notes — Welghted average ylelds on tax-exempt obllgahons ‘have been computed on a tax-e qulvalent ba51s assummg a

' rate of 35%.

— Non-accrual toans have been mcluded in the average loan balance

k“ oA s

e

~

T

s

federal tax

- 67-




Management’s Dlscussmn and Analy51s

5214,246' ' $l74,132 .

Commerce Banc Insurance “the Company s insurance
" brokerage subsidiary, recorded increased revenues of -
$7:3 million, or 10%, while Commerce: Capital Markets
recorded increased revenues of $4.2 mllhon or “16%. .

Other increased by $23.1 mrlhon or 63%, prlmarlly due to
‘increased letter of credit fees and revenues generated by
the Company s trust, credit card and loan d1v1s1ons

“The Company recorded $2.7 million in net securities gains -

during 2006 compared to $14.0 million in net securities ..

lossesin 2005. Prior year logses were. prlmarlly attributable

_ tothe reposrtlomng of the Company’s investment portfolio,
" which resutted in a pre-tax chatge of approximately $25 5
. mrllron durmg the fourth quarter of 2005

Nonmterest Expenses -

. e

‘Noninterest expenses totaled $1 4 bllhon for 2006 -an
increase of $209.4 million, or 18% over 2005. Contrrbutmg
to this increase was the addition of 55 new stores during

- 2006. As a result of addmg these new stores, staff, facilities

and related expenses rose’ accordmgly

Other nonmterest expense increased by $43 8 rmllron or.
.19%. The increase in other noninterest expenses is deprcted
in the followrng chart (in thousands) :

v

of F1nanc1al Condltlon and Results of Operatlons I
Nomnterest Income R _ _ F S - _ 2006 2005.

For 2006, noninterest income totaled $591 2 million, an~ . Other Noninterest Exp'erises. - L Fe
increase of $148 4 million or 34% from 2005. Deposrt . Business Development Costs ©  $-41,254 ... $ 38,301 -
charges and 'service fees’ increased $91.5 million, ot 32%.. Bank-Card Related Servrce A
" Other operating income, which includes the Company’s _ Charges - ’ 55594 ' 47,337
insurance and capital markets.divisions, increased by :  Professional Services/ Insurance 48,652 38,723
. $40.1 million, or 23%. The increase in other operating P‘E"lsm_“s for NO“‘C""d‘.fl.R?'?ted aemas 28449 :

+ 7 -. Losses - : '+28,738 . 28,44

income is more fully deplcted in the followmg chart (m . JOther - . S 104352 - 81,985
thousands) AR G 4 : — Y . e —

: _ B T Total Othér ' =~ - $278,590  $234795 .
' . T 20067 2005 - ‘ ' . .
Other dperating Income:. : ) e T S "The growth in busrness development costs and bank-card'

Commerce Banc Insurance - $ 83,525 $76,216. .. - related service charges was due to the Company’s growth'
_Commerce Capital Markets . . 29,553 . 25390, " in new: stores and. customer accounts. Non-credlt-related
Operating lease revenue 15,587 7 . 9,278 - * losses, which includes fraud andforgery losses on deposrt
Loan brokerage fees ~ ~° ~* ' ' "9,861 15,757 _-'and other non-credit related items, did not change from
. eMoney Advisor revenues L. 8667 —.. " the prior year as the Company implemented several loss
- gams on SBA loansales *. . . 7431 10,991 - . prevention initiatives during.2006. The growth in
_ Other . 59622 36,500 .professional services and insurance expense was pnmanly‘
Total Other - :

attr:butable to mcreased legal fees

A key 1ndustry productrvrty measure is’ the operatmg )

efficiency ratio. This ratio expresses the relationship of. -
noninterest expenses {excluding other real estate expenses)
to net interest income plus noninterest income (excluding
non—recurrmg gains). This ratio equaled 72.75%, 71.16%;,

~ - and 67.62%, in 2006, 2005, and-2004, respectively.- The .

increase in the Company’s 2006 efﬁcnency ratio was caused .

-pnmanly by the difficult interest rate environment and the.‘, .

.resulting impact on the Company’s net interest income.

'Income Taxes o ' - .

Management believes the Company’s aggressive. growth
activities wrll keep 1ts efflc1ency ratio above its peer group '

'I'he provrsron for federal and state mcome taxes for 2006
was $176.9 million COmpared to $147.9 million in 2005 and

' $141.4 million in 2004 ‘The effective tax rate was 37. 1%,

34.3% and 34.1% in 2006, 2005, and 2004, respectwely The"
increase in the provision for federal and state income taxes, .
as well as the'i increase in the effective tax rate, is prlmanly .

* due to an additional $15.8 million net tax liability recorded

by the Company in ‘the fourth quarter of 2006. in
anticipation of -potential settlements with various taxing
authontles See Note 1 - Slgmflcant Accountmg Policies™
and Note 11 = Income Taxes of the Notes to Consolidated _
Financial Statements, which appear elsewhere herein: -

-'Net Income: - AR L

~

Neti 1nc0me  for 2006 was $299 3 mllhon, an mcrease “of $16 4 -

) _mlllron or 6% over the $282 9. mllllon recorded for 2005.: :




. . . i .. - v

D11uted net income- per share of common stock for 2006’
was $1 55 compared to $1 61 per common share for 2005. .

: K

Return on- Average Equlty and Average Assets S

Two. 1ndustry measures, of performance by.a bankmg
mstltuhon are its return on average assets and return on
average equity. ‘Réturn on average, assets! (”ROA")
" measures net income in relation to total average assets and

_profitably. The Company’s ROA was 0. 71%, 0. 83%, and
" 1.03% for 2006, 2005; and 2004 respect1vely

a2
Return on average. equrty (”ROE”) is_ deterrmned by
d1v1dmg annual net income- by, average stockholders

T

“indicates- a company 5 ablllty to’ employ its resources

.

. ~and bear the personal guarantees of the principals’

- equity ‘and 1nd1cates how effectlvely a company can "*

generate net iricome on the capltal invested by its _

Both ‘the 2006 ROA arid ROE were 1mpacted by the dltﬁcult
+interest rate envrronment and the resultmg 1mpact on the

Company snet interest’ mcome " : Coo s

. . i .
) - N . -

.

Loan Portfollo .‘ n R T L

The followmg table summarrzes the loan portfoho of, the
,Company by type of loan as of- December 31; for each of

the years 2002 through 2006 Ce "\; Tk
- . . rDecember 31 ) Sl
; 2006 2005 . ~2004°: . 2003 - 2002 - -
(dollnrs in thousands) w7 e s ‘J L oo,
Commerc1al g ' T !
Term - 5 2,392, 389 $ 1,781, 143 $1 283 476 $1 027, 526 $ 342 369
Line of (;l‘edlf _1 843 545 1,517, 347 l 168, 542 - 960,235 -. 683 957‘..

~ 4,236,434

Owner-occupled 2, 845 791 2, 402 300 1 998 203 ] 619 079 -1 345 306_

- -

-

" The Cornpany manages “risk’ assoc1ated with'its loan
portfollo through d1versrf1cat10n underwntmg pohcres and’

*3, 298 495 2 452,018 + 1 987 7617 1,526,826

Consumer S N : e
. Mortgages R e
-+ (14 family e P Ko e L
! resndentlal) *2,235,247 77 2,000,309 . 1,340,009 - 918 686 ’ 626 652
kX s - - e v R
. r.-Ins_talEment . 287,151. 211,332 * 132,646, 133 437 - 140 493 o
Home equity - 2,958,893 - 2, 353,581 1,799,841 1,405, 795 1,139, 589_
| Credit lines‘ . 137,429 100,431 -- 69, 079 60,579 -~ . 56,367
T 5,618, 720 4,665,653 3,341,575 2,523,497 -1','9;'53,101{ A
" Commercial : T R “
”real_estate EETRN A e : \'--:_L._ S
“Investor” . ... - SR L ’ - ,‘ . \.-,
- developer . 2,625,628 ~ 2,001,674 1,455891 1,167,672 885276
Construction 280,476 | 290,530  206,924." - 142,567 - 102,080°
R , 2,906, 104. 1.2,292,304 1,662,815 1,310,239 . "987,356
-‘ Total loans $15 607, 049- $12 658, 652 $9 454 611 $7 440 576 $5 822,589

5 -

¢

i

. ) EOCA, Management’s Dlscusswn and ﬂ&nalysm
"'f; S of Flnanc1al Condltlon and Results of Operatlons

"

. ‘procedures, and ongomg loan monltorrng
: commerg¢ial real estate portfollo includes 1nvestor/.-_ .

' A

-
R

developer permanent and constructlon loans and

résidential construction loans. The owner occupled‘ g

- portfolio.is cornprrsed primarily of commerc1al réal estate

.. loans in which the borrower occupies a ma;orrty of the -
‘Owner- occupred ‘and investor/ '

. commercial space.

. developer loans generally have five-year call provisions

' ‘mvolved Financing for-investor/developer|construction

N stockholders The Company § ROE was 11 65%, 14. 90%, N
_ and 18 78% for 2006, 2005, and 2004 respectlvely .

¢

© is,generally for pre- leased or pre-sold property, while
resxdentral construct1on is prov:ded agalnst firm Vo
. agreements of sale with speculative construction generally
limited to three samples per, project., The con}mermal loah ™

’ portfollo is comiprised of loans to businesses in the matkets .
- ‘which the Company serves. These loans are generally-

secured by business assets, personal 'guarantees, and /or

‘personal assets of the borrower. The consumer, loan”
portfolio is. comprlsed prlmarrly of loans secured by first.

- and second mortgage 11ens on res1dent1al| real estate.
) Exclus:ve of CRA act1v1t1es the Company’s underwrltmg_, .
p011c1es dorot. typlcally permit subpnme lendmg As such,
. subprlme loans are, 1mmater1al to’ the consumer loan

portfoho ST VRN BT

The contractual matunty ranges of the. loan portfoho and .
the amount of loans with predetermmed interest rates and

-‘ﬂoatmg rates in each. mat‘unty range, as of December 31,

- ‘2006 are summarlzed in the followmg table

.

T - m LT DecémberBl 2006| -

efforts The -

e Duéin @ :Duein = Duein’ -
e o * " OneYear ' Oneto - . Over, . .,
. or Less - Five Years - Five Years ' . Total,
* (dollars'in fhousands) . - .7 ) L
Commerc:al o NS "
5 Term . - $-'767,234' $1 328 716 $ 296939 $ 2,392, 889
o Line of credit - 1,433,007 394 081 . .16, 457 . 1,843,545
22002410 1,722,797 313,3,96- - 4,236,434 -
Owner-occupled‘ 446740 1,352,035 . 1,047,016 . 2,845,791
Consumer: ~ -~ . ' S R SR
: Mortgages o I 2 o
~ (14 family ; . g -
“residential) - - 60, 326 T 214,927 - 1,959,994 - 2,235,247
Installment " .- 71,693 . 103,806 T 111,652 .- 287,151 °
Home equity 242955 - 704980 . 2,010,958 2,958,803
Credit lines 46,0000 ¢ 91,429° T . . 137429 -
Y v T A0974 LIS, 142 4082, 5'04 F 5618720
Commercnal real estate ’

_ Investor developer.; 792,961 . 1419 967 412 70(] 2, 625 628
Construction 173,392 - 7 97629 < 7 9455 - 280,476
coNL e T 966,353 1,517,596 422,155 2,906,104 .

' Total loans’ $4,034,308 .

i

Interest Tates: - © . - : i,

Predetermined : $1,308,6‘73 ’ $3,809,ll] $4 247 906 $°9, 365 690
" Floating - 2,725,635 '-'1,898,459 1,617 265 6,241, 359
”l_'otal loans

1 $4,034,308,

'$5,707,570  $5,865,171 $15,607,049

™35, 707 570, $5 865, 171 $15,607, 049
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During 2006, loans 1ncreasecl $29 bllhon or 23% from $12 7

.

b1111on to $15. 6 billion. At December 31 2006 ]oans' B

represented 38% of total deposits and 34% of total assets.
All segments of the loan portfolio experlenced growth i’

" : 2006. Geographically, the metro New York market’

contributed 59% of the total growth in the loan portfollo.
while the metro Phlladelphm market contributed 32%. The

' rémaining growth came from the southeastern Floridaand .
metro Washington, D.C. ‘markets.’ During 2006; the metro -
New York and metro Ph1lade]ph1a loan portfohos grew by ’

' 28% and 16%, respechvely

The Company has tradmonally been an actrve provnder of -

-real estate loans.to creditworthy local: borrowers, with such -

loans secured by properties within the Company s primary

. service:areas. During 2006, commercial real’ estate lendlng
. increased $613.9 million or 27%, whlch was cons:stent with |
. the overall growth in the loan portfolip._Loans to fmance :
- owneér-occupied properties grew $443. 5 m1lhon or 18%.

Commercia] loan growth of $937.9, millicn or.28% was led

- by act1v1ty in the middle market and healthcare sectors .
‘Growth in consumer loans of $953.1 mrll1on or 20%, was *-

primarily in mortgage and home equity lending: The -

-residential mortgage ‘portfolio increased $234.9 million, or- -
.12%, during 2006. The Company s home equ1ty portfolio
- grew $605.3 million or 26%, which was con51stent w1th the |

overall growth in the loan portfollo

Non-Performmg Loans and Assets )

. Non-performmg assets (non—performmg loans and other
- “real estate, excluding | loans past due 90 days.or more and

'st1ll accrumg iriterest) at Decémber. 31, 2006 were $53.2
. m1ll1on or .12% of total assets, as compared t0 $35.1 mllhon

or. 09% of total assets at December 31 2005.

.Total non- performmg loans (non “accrual loans and.’

restructured loans, exc]udlng loans past due 90 days or

more and still accruing interest) at December 31,2006 were
$50.6 m:]llon as compared t0$34.8 million a year ago. The
" increase in non-performing loans was primarily dueto-the
‘addition of one not-for-profit healthcare credit: Generally _
“loans past due 90 days are placed on non-accrual status, '
" unless the loan is both well secured and ini the process of’
- collection. At December 31, 2006, loans past due. 90 days :
“or more and. still- accruing interest amounted fo $620
" thousand, compared to $248 thousand at December 31,

2005. Additional loans considered by the Company’s

'_:Management’s Dlscussmn and Analy51s B o E
~of Fmanmal Condltlon and. Results of Operatlons ER

~

1

'"_as to risk exposure in’ determ1n1ng the adequacy of the
-allowance for loan*and lease losses. Potential. ‘problem’

: loans increased by $43. 1 million which, .due to'growth in -

" the loan portfoho increased potential problem loans as a

.~ percentage of loans outstahding from .50% at December :
'¥ 31,2005 to .68% at December 31, 2006 v .o

o Other real estate (ORE)/ foreclosed assets totaled $2 6

- . miillion at December 31,2006 as compared to $279 thousand - .
Lat December 31, 2005 These properties/assets have beén

'dlsposmoncosts - .‘ ' L oo

written down to the lower of cost or falr va]ue less

s

The Company has, onan ongomg basrs, updated appralsals
onv non-performmg loans secured by real estate. In those -

-instances;whére updated appraisals reflect reduced -
- -collateral Values an evaluation of the’ borrowers overall

financial condition is made to determine the need; if any,

. ifor possible writedowns-or appropriate additlons to the
, allowance for loan'and lease losses, " :

"% The: followmg summary presents information regardmg

wr

A

non—performmg loans and assets as of December 31 2002

: -through 2006 t . .o

Year End:ed December 31, -

AR O Interest income of apprommately $2, 816 000 $2,760, 000 $2,906,000,

internal credit risk review department as potential problem '

loans, $105.8 million at December 31,2006 compared: to

- $62.7 mllhon at. December 31 2005 have been eva]uated

. 70_ . . R

-and$275000m2002 e
1. - * -

- $1,908,000, and $1,352,000 would have been recorded in 2006, 2005, 2004,
. 2003, and 2002, respectively, on non- performmg loans in accordance with..
their orrgmal terms. Actual interest recorded on these loans amounted to
$1,530,000 in 2006, $509,000 1n 2005 $1,070,000 in 2004, $418, 000 in 2003,

2002

. 2006 ' 2005 ~2004 - 2003
v '(d_ollar-s'in 'tho'usands_) . . . P ‘

Non- accrual loans @ - - s - e T
Commerual - $33,686 $16,712 -$17,874 $10,972 $ 6,829
Consumer e 11,820, - 8,834° 10,138 | '9,242., -6,326"

"+ Real estate . . R

‘Construction ¥ 3,531 1,763 - - - T4138 . 131
Mortgage 21,565 - 4,329 7 1,317 1,389 682
Total non-acerial loans 50,602 . 31,638 .. 29,329+ 21,741 14,168 °
*Restructured loans ®;. Do e e
" Commercial T - 3,133 .: 3,518 .1t . BT
+ Total non-performing "~ | o R e
loans +'50,602 34,771 32,847 0 21,742 14,173
Other real.estate/, T T e
" foreclosed assets -, - 2,610 ©279 - 626 - 1,831 " 3,589
" - Total non-performing  © 5 . 0. oo
assets; $53,212 $35,050 -, $33,473 © $23,573 $17,762" .
‘Non-performing '~ = ¢ .l . I
" .assets as a percent -0 - ‘ s o
" of total assets 012%. 009%  011% 0.10%  0.11%
- Loans past due . ) ‘ ' v K
-+90 days or more” .. [ ]
" and still ’ : R - e oo
aéci‘uing interest $ 620, $.248 % .602 % 338 § 620
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Allowance for Credlt Losses - )
The Company mamtams an allowance for losses mherent
in the loan and lease. portfolro and an allowance for losses
‘on unfunded credit comm1tments During 2005 ‘the
Company reclass1f1ed the, allowance related to unfunded

losses tg other liabilities.  Prior’to 2005; the’ Company

Tosses. Prev1ously reported penods were not réclassified. .
The. Company fefers t0.its allowance for loan and lease
losses’and its liability - for unfunded credlt comm1tments
as the allowance for cred1t losses . R SN

The allowance for credtt losses is mamtamed at.a level
believed adequate by management to absorblosses °
inherent in extendmg credit’ In con]unctron ‘with an mtemal

lending funétion, management monitors the loan portfoho

basis so'that an approprrate allowance carvbe mamtamed
Based on an_evaluation of the loan and léase portfoho

Board of Directors; mdlcatmg any changes since the last -

makmg its evaluation; in addition to the factors dlscussed
below, management considers the results of regulatory
‘examiinations, which typically~ include a. review- of ‘the -
allowance for Cred1t losses as an 1ntegral part of the
exammahon process ' B

+"

In estabhshmg the allowance for loan and lease losses, )

. thanagement evaluates individual large - cla551f1ed loans .
and non- -accrual:loans, and -determines an aggregate

.reserve for those loans based on that review. -AtDecember .

31; 2006, approxrmately 3% of the allowance for loan and
lease losses was atiributed to mdwrdually evaluated loans:.
A component of- the allowance for loan and lease losses'is
-also developed from. estlmated losses based on risk -
characteristics of edchi loan or lease.in the ‘portfolio. . At

December 31; 2006, approxunately 96% of ‘the allowance "
| was attrlbuted to risk character1st1cs of loans and leases 1n .

~ the portfoho ‘In"addition; a* ‘portionof the allowance-is.,
established for losses inherent i in the loan portfoho wh1ch

+
v

credit commrtrnents out of the allowance ‘for loan and lease )

_credit feview function that. operates mdependently of the

mcludmg commJtments to lend to 1dent1fy risks on a timely - g

review- and-any recommendations as to ad]ustments In ;

included the portlon of the allowance related to unfunded -
credlt commltments m its allowance for loan and lease

" .~ takinginto consrderatlon the probablhty of fulndmg these -

" was attrlbuted to. these quahtatlve factors

;_‘-‘ .on, J R -
e .. el

Lo o R Management’s Dlscussmn and Analysrs :
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. ur.'

descr1bed above Thls determmahon mherently mvolves
-a hlgher degree of sub]ectwrty, and. con51ders|rlsk factors
© that. may not have yet manifested themsellves in the.”
portfoho s ex1st1ng fisk- characterlstlcs Those, factors
sinclude specific economic stresses, varrablhty m ecoriomic-
. ‘conditions and geopohtlcal risks, recent loss. e>|(per1ence in
) spec1f1c portfollo segments, trends in.loan’ quality . and
" .gonceritrations of credit. At December| 31,2006,
. approxrmately 1% of the allowance for loan and lease losses

The allowance for losses on unfunded CI'Edlt commrtrnents

- is based onarisk characteristic methodology 51m11ar to that
“used in determmmg the allowance for loan andllease losses, -

commrtments

While the allowance for credlt losses is malrl'ltamecl at'a
level believed to be adequate by management for estimated

i _' ‘credit losses, determindtion of the allowanc[e for-credit

including commltments to lend, management presents-a; ",-
quarterly review of the allowance for credit losses to the -

J‘

“have not been 1dent1f1ed by the more quantrtatwe processes o

losses is mherently subjectivé, as it Tequires ¢ estitnates which”
may ' be susceptible to srgmﬁcant change. Changes in'thesé: .
‘estimates, may 1mpact the' provrslons charged to- expense
.in future perrods : : -

. The allowance for credit losses is mcreased by prov151ons> v
charged to expense and reduced by loan charge—offs netof .

~-recoveries. Charge—offs occur when loans" are ‘deemed to

“be uncollectlble During. 2006, net. charge—offs amounted
" to $14.9 million, or .11% of ‘average loans outstandmg for-

4.

" the, year,, compared to $15:8. million, ‘or 115% of: -average - -

" -'loans outstanding for 2005. Total charge—offs 1ncreased $1.9- .
% ..~ million<or 9% during 2006 Consumer charge offs
' 1ncreased $2.3 ‘million or 38% Wthh was |offset by.a ~
- decrease in commerdial real ‘estate charge- -offs, of $551
-thousand:or 49%. Commercial loan charge-offs remamed-.

-flat in 2006 as compared: t to the prlor year. Durmg 2006,

- the Company recorded’ prov1s1ons of $33.7 mlllhon to the_‘_"
- allowance, for- credit losses compared to.$19. 2 million for-

.+ 2005: Based upon the appllcatlon of the Company s reserve

methodology, allowance levels increased by $18 8 million Co
" to $160.3 million at December 31,2006, but decreased asa‘ "
percentage of the total loans due to growth in the portfoho S

(1.03% at December 31, 2006 versus 1 12% at December
31 2005) . e
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.‘_'Totalrecoverles g ST T

".Loanscharged-off .} B AU Lo
o R 4107

- Totalcharged-off ~ .o v .7 -
. Netchal"ge:offs" SR " S L -

- .ComPonents T T e T .
" $152,083

.. Total allowance for cred1tlosses -l

‘wBalance at begmmng of per1od ‘ ‘ 4
_Prows1ons charged to operatmg expenses -+ 33700 -

f

i

't

Ty

' :The followmg table presents for the penods 1nd1cated an ana]ys1s of the allowance for credlt losses and other- re]ated data..

e

PR .

Year Ended December 31

-

L -

. 7. 12006.

< 2005

2004

2003

k20020

:

e (dol!ars in thousands) R o L L

L $141.464 7

MU

1 $135,620 .
"19,150- -

- $192,057 .
\39,238 e

-

< 31,850

5 9073

"

- $66981
-7 33,150

- £

.-._‘

e L T ars1es

.. 154,770 -

151,295,

. 122583

. 100,131- *

'Recoverles of loans prev1ouslycharged—off \ -
:Commercial, e - .. 5,987

*Consumer . .. 7 % STl 1,604

-Commeéréial real estate. -7 .. 7 .- 7. 385

s
e 22,566
‘ -,I ' 80 ‘

§ 1,123

.52.'

1,000

L

669 .

584
L

. -

CEsT
" 339-

R

et 176

27976

. 5192

275

-1, 264

u '1’330 )

Commerc1a1
Consumer '

e L (8,179)
Commerc1al real estate L

(585) " L

(5912).
(1136)

" 13.948) s '

(6,733)°

(1,701)

! (95-41'6)

. (239) .

’ '(5,601);%".'
. (5950)- " *

(7181)
3514y . .-
Lo(33).

(22 871)

" (20,992) . .7~

‘(17,850) :

(11 790)

'('10,72’8) 0

-

(14 895)_ -

- (15800) © -

‘(15;675) 3

; -(9;398)," L

et Allowance for credit losses acqulred bank : LAy 494

3 T ya .
PRI

(10 526)

s

[

. Balance atend of period - O "'$16'0,269 $141 doa-c $135,'6'20'] '$112,05’7’" T §90733
R Netcharge -offs asapercentageofaverage : P X Tt e

X loansoutstandmg j . LoaeT 0.11%

Allowance for éredit losses as a percentage _
ofyear—endloans o e

C o 1.03%

'I'? .1.1'2%_ '

0A5% L

. 019%.

LI

L 046%. .

C018% - v

— " - S rCEEE

#.

7 Allowance for loan and lease losses
Allowance for unfunded

cred1t commitments © N D L 8,216

$133 664

7 800

Y
1

e 143% T

s

h I(. . l. ‘,‘

$112,057

C151%.

Py
$90,733 .

- T

$160 269 e

$141 464

$135 620.‘. f

$112 057 ‘

-7 $90,733 ;
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Allocatlon of the Allowance for Loan and Lease Losses .

L
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The followmg table details the allocation of the allowancé for loan and'lease [osses to the various lending categones The

L=
P 2

.allocation’is made for analytical purposes and it is not necessarily indicative of the categories in which futurellosses may - -
occur. The total allowance for loan and lease losses is avallable to absorb losses from any- segment of loans. ' '

- Allowance for Loqn_and Lease Losses at Deg:'emher' 31, -

2005 - -

2004 2003 - 2002 -

2006- .

. %Gross
Amount Loans-

L % Gross
Amount - Loans *

: Amonnt Loans_

% Gross
Amount Loans’

% Gross '%Gross .
Amount ‘Loans |

{doflars in thousana’s) o

i . ‘ [3

100%

Investment Secuntles

$152,053 . $133,i564

The following table summarizes the Company 5 securmes -
-available for sale and securities held to matunty as of the

dates shown.:

G L ' .December 31,

Obligations of state . .

- 2006 . . 2005 . 2004..
(dollars in thousands) *~ - . _ - T - R
US.Government. © -~ T oL T
agency and o
..-mortgage-backed” - oot T
obligations .. - $10, 984 247 $ 9, 422 478

E 7,902,816

and political - . ' DI
54,745 v 87,910.

* ‘subdivisions 59 127 :
~Equity securities CL190710 . 2772 23303
Other’ 40, 050 . 14,444 30,121
_Securities available - o S
- for sale $11 098 113 $9 518 821 $ 8,044,150
US. Government = } e '
agencyand . oo 0 W

mortgage-backed * e K U
. obligations $14, 205 534 $12 415 587 $ 9, 967 041 '
'Obligations of state . - . :
. and political’, Lo . o

" subdivisions . - 554,189 - - 490,257 - 398,963 -
. Other © - - 125259 199520 97,654
.Securitiesheld - . '~ _ . T
“to maturity - $14,884,982 " $13,005,364 $10,463,658

Commercial ~ - $ 61325 “27%, 55372 26% .- $47230- 26% . $50400 27%  $33,708.  26%
‘Owner-occupied - ©-30,755 18 o ' 18,255 - 19’ 29488 21 Coo0 268620 22 . 24 539 " 23 -
-Consumer - - 37,030 36 . 36868 37 38,100, 35-.. ..13082 34 . 14497 ' 34 '
,Commercnal real estate . 22943 19 ©.23,169; 18 20,802 18 - 21,713 177 ¢ 17,989 : .
100% 100%  $135620 100%  $112,057 $90,733 100%

_ The Company has qegregated a porhon of its mvest-ment

‘portfolio as securities avallable for sale. The balance of the

investment portfollo (excluding tfading se'curmes) is.
categorlzed as securities held to maturity. Investment

. securities are classified as available for sale.if|they could
* besold in response to changes in interest rates, prepayment .
risk, the Company’s income. tax position, the need to

" “increase regulatory capital, hquldlty needs or other similar
factors. These securities are carried at fair market value
~with unreallzed gains and losses, netof i mcome tax effects,

- recognized in stockholders’ equity. Investment securities

- are classified as held to maturity when the Coh1pany has’

-the intent and' ability to hold those securities to maturaty

Securities held to maturity aré carried at cost and adjusted

v 1
- - for accretion of discounts and amortization of prermums
) ..Tradlng securities, primarily, mummpal securltles are

carried at market value, with gainsand losses, both reallzed

‘and unreahzed included in other operatmg 1ncome

R In total, mvestment secunhes increased $3.4 bllhon from - P

~ $22.7 billion to $26.1 billion at December 31, 2006 ‘Deposit

growth and other funding sources were ‘used to increase

. the Company $ investment portfolio. The avallable forsale

* . portfolio increased $1.6'billion to-$11'1 bllhon and the--

securities held to maturity portfolio increased $1 I billion

to $14.9 billion at year-end 2006. The portfollo of trading

- . securities decreased t6 $106.0 mllhon at year-end 2006 from
143 0 rmlhon at year—end 2005 :

.

73 "
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At December 31, 2006 the average life and durahon of the,
invéstment portfollo were approximately 5.3 years and 327

srgmflcant cash flow prowdes remvestment opportumtles" -
"as 1nterest rates change. S

Durmg the fourth quarter of 2008, the Company, as’ aj E
protectwe measure against further net interest margin

portionof its investment portfolio by sellmg fixed rate ~
securities -and purchasing approxrmately $1 5 billion of -
ﬂoatmg rate securltles _‘ S .

‘4.." .‘ J

. “The Company s investment portfollo consists prrmarlly of
U.S.. Government agency ‘and mortgage-backed -
oblrgatlons These securities have little, if any, credit risk -
.since they are either backed by the full faith and credit of "

_ the U.S. Government; or ‘are giiaranteed by-an agency of -

. the IJ.S. Govemment or are AAArated. The portfolio does
“not have any securities backed by subprime: mortgages. A
majority of the Company’s. investment: securltles carry
fixed coupons whose rate doés not change over the life of-

' the securities. Certain securities are purchased at premiums
or discounts. Their yield will change depending on ariy

. change in the. eshmated rate of prepayments The Company

.

) S 2
v

A -
ot PR

- . .-

years; respectrvely, as compared to 5.8 years and 3.3 years L
© respectively, at December 31, 2005. The Company 5

. compression due to the flat yield curve, repositioned a -

Management’s Dlscussmn and Ana1y515 ’ .
of F1nanc1al Condltlon and Results of Operatlons AR
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L amortlzes pren"nums and accretes drscounts over the

estimated life of the securities in the mvestment ‘portfolio,
‘Changes in“the: estimated life of the sécurities in the.
‘investment portfoho will lengthen or shorten the period
- in.which the premium-of discount must be amortrzed or
accreted ‘thus affectinig the Company s investment yields. .
..For’ the year ended-December 31; 2006, the yield ‘on the

T ."1 1nvestment portfoho was 5.36%; an. increase’ of 46 basrs

pomts from 4.90% in flscal year 2005.

'At December 31, 2006, the net unreallzed deprec1atlon in
. securities available for sale included in stockholders’ equity
totaled $65.2 million, net of tax, comparecl to $59 2 ml”lOI‘l
* net of tax, at December 31 2005. o ’ -

The contractual maturlty dlstrrbutron and welghted
'_. average yleld of the Companyﬁs investment portfollo
(excluding equity and trading securitiés) at December 31;
2006, are summarlzed in- the following table. Weighted
. average'yield is calculated by d1v1d1ng income within each

o matunty range by the outstanding amorhzed costamount
" of the related investment and has ‘been. tax ‘effected,

“-assuming a- federal tax rate of 35% on. tax- exempt -
obllgatlons L T :

?

X

s December'31, 2006 ]

"Due Under 1 Year

. Due 1-5 Years

 Due5-10 Years - Due Over 10 Years -~ Total

5.39%.

%+ Y sl v, Amount Yield . Amount Yield.. . Amount Yield. " - Amount Yield .-~ Amount- Yield -
{dollars in .thmts_avnds'% ,. R - ‘ l o oo '
‘Securities available for sale: ’ ) LT i
Us. Govemment agency © R el 3 .
“and mortgage-backed” . .. U S S oo T
; obligations ’ I;$24’4-10." 4.75% "~ -'$_20$,845 5.59% - $ 460,761 5.54% $10 295, 23] '5.59% ~$10,084,247: 5.49%
S Obligations of $tate and R o e AT D -
B ‘political subdivisions* - 314 514, - - < o 7427 550% - 53,689 6.86-. 54,745 6.83
‘  Other securities _ 10,946 2260 ° , 1256 4.93 BN 27,848 612 . 40,050 5.03.
. N L $35,670 3.99% - $205,101 .5.59% $ 461,503 5.54% $10;376,768 5.60% - $11,079,042 '5.49%"
Securities held to matiirity: - u o, < S o l
" U.S. Government agency R .
and mortgage—backed B oo T o . e
 obligations DU IL 8729 861% T $491,155 '433%  $1,011,125 -552%° $12,703225 . 5.39% $14,205,534 5.35%
Oblrgahonsofstateand _ ST Lo e T " o L e S
. political subdivisions ':434;140 571... - 5,@10.2’.5.6‘3 . 41,080...5.78 73,959, 6.36. - 554,189 5.80
| Other securities~ 125259 °-4.65 °° . T oc-r. -0 - et D e 0 T 125,289 465
5.47% ~ $1,052,205 " 5.53% '$14,884,982 5.36%.

ot 8559428

. +$496,165 -4.14%

N . P

$12,777,184

o




Management’s DlSCllSSlOI‘l and Analy51s

Deposrts N

Total dep051ts at: December 31, 2006 were $41 3 b1ll1on an '

increase of $6:6 billion or 19% above total depos1ts of $34 7 -

billion ‘at December 31, 2005. The Company remains a
deposit- drlven financial institution with-emphasis on core

deposit accumulation and retention ag a basis for sound "
growth and profltablhty -The Company regards core °

dep051ts as-all deposits other than public certificates of ~ @

deposit. Core deposits increased $6.2 billion from year-end -

2005 to year-end 2006. Core depo:-uts by type of customer.

is as’ follows (m mllllons)

¥

‘Décember.31,

- o ST 20060 - 2005
Consumer .. .- 816,624 '$14,990
-Commercial 15768 12,380
Government 7,685 6,500
Total I $40;077 -'s33.870‘-

P

Total deposrts averaged $38 1 bllllOl‘l for 2006 an increase-

of $7.2 billion or 23% above the 2005 dverage. The average

balance of noninterest-bearing demand deposits in 2006

was $8.3 billion, a-$1.1-billion or 16% increase over “the

average ba]ance for. 2005 The average total balance of o

f

-

| of Fmanc1al Condltlon and Results of Opelratlons.

H

- savmgs accounts 1ncreased $2.6 bllllOI‘\ or 349

o compared ‘

+ to’the prior year. The average balance of intefest- bearing”
demand accounts for 2006 was $14.9 billion, a|$2.4 billion”

or 19% incréase over the average balance for the prior year.
" The average balance of time depos1ts and publ!}c funds for
.2006 was $4.6 billion, a $1.1 billion or 30% increase.over
“the average balance for 2005 For 2006; the cost of total
depos1ts was 2.49%' as compared to 1. 54% in 2005

" The Company believes, that its record of sustammg core’

dep051t growth is reflectlve of the Company'’s %pproach to

* banking which empha51zes a’ combination. of superior” ~ ‘
~customer service, convenient store locatlons extended

" hours of operation, free checkmg accounts (subject to small
minimum balance requn'ements) and achvelmarketmg

This approach is espec1ally reflected in the Company’s -
comparable store deposit. growth The Company’ 5. -

comparable store deposit growth is measured as the year

" over year percentage increase in core cleposﬂs at the balance -
- sheet date for stores open one year or.more. At Decembet
.-31,72006, the comparable store deposrt groyvth for-the -

Company s 373 stores open oné ‘year or more was 17%

The average balances and welghted average rates of

dep051ts for each of the years "2008, 2005, and 2004 are

presented below. ' _ e

N -

ca e ga T
< r

2006

2004

K ' : L C 2005 =
CoM .7 T- 0 Avefage. - Avefage:’ . Average  Averagé _ Average| Average
. ) " .-, Balance"” ". Rate °° ..Balance - . Rate  ". Balance | -Rate
(doliars in thousands) v . ' ‘ ) IR ' .
Demand- deposits: ) . < : R B ",. '
Noninterest-bearing ! : $,. 8,269,158 . 3 "_7,'1:43,552 - $ 5 408 094 ’ )
lnterest-bearmg (money market ands: e e S R
N.OW. accounts) - - 14,867,213 . - 3.33%. - 12,474,260 - 2.03% 10,066,1787 pIA 95"/ )
| Savingé deposits LT T 10326719 - 253 - .7,698370.° 160 ‘5446713 - qse :
Time deposits/public funds ;- LT e 4618523 - 411.° 3565002 277 - C.- 3333220 179
Total depos1ts ' $38,081,613 “ ©.o$24254214

$30,881,184 T ¢
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~ The remaining maturlty of certlflcates of dep051t for . composed primarily of interest rate risk.  The primary
-, $100,000 of ‘more as of December 31 2006 2005 and 2004 objective of the Company s:asset/ llablhty management
'1s presented below L _ - _ .. . - .activities is to maximize net interest income while
. : - I A mamtammg acceptable levels of. interest rate risk. The
Maturity .~ -~ .- 2006 . . -2005 _3 2004 "/ + Company’s Asset/Liability Committee (ALCO) is
(dollars in thousands) * o o responsible for establishing policies to limit exposure to.
3 months of less , *  -$1,453,925 $'1 088,353 $ 983,909, ' - interestraterisk, and toensure procedures are established
Sto6months ~ L 694344 .. 198,166 ‘182573 ¢ o monitor compliance with those policies. The guidelines
. 6to12months  © ., 350,651 - 272,156- . 206,326 - - established by ALCO are revrewed and. approved by the
. Over 12 months .. 110457 538 952 -~ - - 457,489 Company s Board of Dlrectors : . .
" Total - L $2.609,377, $2.;097'627' $1,830,297- .- An interest raté sensitive asset*or llablllty is one that
: : o ‘ : ... within a defined time period, either matures or experiences
' The followmg is a summary of the remaining maturlty of . aninterestrate change inline with general market interést
time dep051ts, including certificates of deposits $1{JO 000 . - rates. Historically, the most common method of eshmatmg
g and over, as of December 31, 2006 e : .. interestrate risk was to measure the maturity and repricing
K M — — Cis relatlonshlpsbetween mterest-earmng assets and interest-
. Maturity b liabiliti t specific ‘points in timeé ("GAP”) .
— - — . bearing liabilities at sp P

. (dollais in thousands) © . Tew. . . i o7 typically oné year. Under this method, a company is
(20077 e T T B4 741636 ~; considered, liability sensitive, when the amount of its
- gggg L L T L 1;8:;‘28 N interest-bearing llabllltles ‘exceeds the amount of its

© 20100 _ y .‘ .- e R 45956 . 'mterest-earmng assets within the one year horizon.’ )
Tr2om I o .- 10324 - | However, assets and liabilities with similar repricing
'I‘_hereafte_r. o L .22 }charactensncs may not reprice at the same time or to the
Total " .- L ',$5,,O38,624' "same degree. As a'result, a company’s GAP ‘does rot
o - S - C T " necessarily predict the unpactofchangesm general levels

of 1nterest rates on net mterest mcome
Interest Rate Sensrtwlty and quurdlty

" The fo]lowmg table illustrates the GAP posmon of the
The Company  risk of loss arising from adverse changes Company as of December 31, 2006

in'the falr value of financial mstruments or market riskis T

13

.Interest Rate Sensmvlty Gaps
December 31, 2006 .

ool <t 1% - 91-180 - 181-365 .- . 1-5. . Beyond -

C ot 'y ... Days' T ‘Days: . .« Da)}s',j © . Years . - .5Years. ‘ 'I:ota_l .
(dollarsmmzlhons) E - ' _ T p e T e S
* Rate sensitive: ° Lo L -
lnterest—eammgassets S e e e N o
" Loans. . - A $5760.5 -7 $ 32017 0§ 6317 . $ 44229 44741 . $156093
Irivest'ment securities - - . - 3,881 . 9448. | 1,7740- . --9,8708 . 9,613.4 - .26,089.1:
“Federal funds soId L 93" " [ S T X )
Totabinterest-eardingassets - ...~ 96559 12649 24057 0142937 ' 140875 417077
lnterest-bearmg liabilities T : . " '
. Transaction-accounts oo T8B3e e T T e T 187812 27,3128 .
"Time deposits . . oe et 22528 ¢ 16560 .- 8328 . . © 2968 i, . 027 - 50386 .
. Other borrowed money - - N /£ S S o7 R S 7774
. Total mterest-beannghabrlihes LT 115618 1,6560 © . 8328 . -2968- 187814 - I 331288
Periodgap .. .. " .-+ . . .- (19059) -  (3911) .  15729° - .- 139969 - (4,6939) ' . § 85789
Cumulative gap“ L $(1,905.9). - .$(2,297.0).- ' .§ (7241)- . $132728 . .$:85789 - L~
_Cumulative gap'as a percentageof .- > -~ . 5 LT L
total mterest-eammgassets R (46)% (5.5)% U (1% - 318%.- .- 206%

. ., . . -, . . R . - - - R .
ol M . . P o ; . C e ) . i ., Lo A
. '76 . . . . . e R A R e e ,. e e



Management belleves that the simulation of net mterest
income in different interest rate env1ronments provides a
more meaningful measure of interest rate risk. Income
simulation analysi$ captures, not only the potential of all’
assets and liabilities to-mature or reprice, but also, the

probability that they will. do so. Income simulation also

attends'to the relative interest rate sen51t1v1hes of these
iterns, and projects their behavior over an extended. penod
of time. Finally, income 51mulat10n permits management.
to assess thé probablé effects on the balance sheetnotonly _ -
of changes in interest rates; but also of proposed strateg1es
for- respondmg to them. - :

LY

The Company s income sxmulanon model analyzes interest-
rate sensitivity by pro]ectmg riet income over the next 24

months in a flat rate scenario versus.net income in -

'alternatwe interest rate scenarios. Management continually
rev1ews and refines its interest rate risk management
process-in response to the changmg economic climate.

Currently, the Company s model projects a proportionate _.

plus 200 and minus 100 basis point change during the next
year, Wlth rates remdining constant m the second year. '

The Company s ALCO policy has established that interest
incofne sensitivity will be considered acceptable if net
income in the above interest rate scenario is within 10% of
forgécasted net income in the first year and within 15% over

the two year time-frame. The following table illustrates ' -

the impact on projected net income at December 31, 2006
and 2005 of a plus.200 and mlnus 100 bas1s pomt change
in mterest rates. .

AP ] Bas1s Pomt Change:

oo T v Ps200 - Minis 100 )
December 31, 2006 ' ",';_‘_ s

- Twelve Months  * (5 2)% . L 22%
". Twenty Four Months (0 1)%,_. C(04)%
December 31, 2005: . . .

. Twelve Months (6.9Y% 3.2% -

Twenty.Four Months {3.9Y% 0.7%

.All of these forecasts are within an acceptable level of

.

interest rate risk per the policies established by ALCO. In -

the event the model indicates an unacceptable level of risk,
the Company could undertake a-number of actions that
‘would reduce this risk, including the sale of a portion of ,
its available for sale investment portfoho the useof risk .
management strategies such as interest rate swaps and
Caps or ﬁxmg the cost of 1ts short-term borrowmgs

~ . . . - .
" R ~ - -

.~

' -_ Managerient also monitors 1nterest rate risk by ut1l1zmg a

market value of equity. model. The model : assesses the

1
value in the current rate scenario, and then' compares the
excess of market value over book value given an immediate

plus 200 and minus 100 basis point change m| rates. The °
Company’s ALCO policy indicates that the level of interest - '
‘raterisk'is unacceptable if the immediate plus 200 or minus .
: 100 basis point change would result in the loss of 45% or .
‘more of the excess.of market value over book v'alue in the
“current rate scenario. At December:31, 2006, ‘the miatket

value of eqmty md1cates an acceptable level of interest rate

. risk.

The market value of equlty model reﬂects certam estlmates

and assu_mphons regarding the impact on the m.:-llrket value -
_ofthe Company’s dssets and liabilities given an unmedlate‘r :
' plus 200 or minus 100 basis point change in. mterest rates.
. One of the key assumptions is the market value assigned

t
to ‘the Company s core deposits, or the, cote deposit
‘premium. ‘Utilizing an independent consultant, the

Company has completed and updated comprehenswe core

deposit stud:es in order to assign its own core, deposit.

R
premiums."The studies have consistently. conflrmed

_ management’s assertion that the Comipany’s core deposits
. have stable balances over-long' penods ofltlme are -
" generally insensitive to changes in interest rates: and have
‘srgmflcantly longer average lives and durahon than the
Company’s loans and investment securities: Thus, these.
" core deposit balances provide a natural hedgejto market -
value fluctuations i in the Company s fixed rate assets At
‘December 31, 2006, the average life of the Company s core’
. deposit transaction accounts was 17.7 years. The market
-value of equity model analyzes both sides of the balance -
“sheet and, as indicated below, demonstrates the inherent * -
_;'value of the Company s core dep051ts in a: £1sxng rate
" environment. As rates rise, the valué of the Company's core
Co dep051ts increases which helps offset the decrease in value

., _.‘.
A

R DRI Management s Drscussmn and Analysrs '
of Fmanc1al Condltlon and Results of Operatlons

- Many assumphons were tised by the Company to calculate '
~ the-impact of changes in interest rates, mcludmg the
_ proportionate shift in rates. Actual results may not be
 similar to the Company s projections dueto sevleral factors
mcludmg the timing and frequency of rate changes market .
conditions and the shape of the yield curve. Acltual results
' may’also differ due to the Company s actlons if any, in
) ',response to the changmg rates . '

- impactofa ‘change in interest rates on the market valueof
all the Company’s assets and liabilities, as well1 asany off .
balance sheet items. The model calculates the market value.

" -of the Company s assets and liabilities in- excelss of book




Minus 100 basis peint

. Other Borrowed Money

Management’s Dlscussmn and Analy51s
. of Fmanc1al Condltlon and Results of Operatlons

of the Company s flxed rate assets The followmg table
summarizes the market 'value of equity at December 31,
2006 (in millions, except for per share amounts)

'MarketValue. ‘ oo T

_ of Equity ."Per Share.
Plus 200 basis point * . $9,230  $48.64
Current Rate o, - $9,700. v $51.12

’ $8,806’ $46.41

N

quu1d1ty involves the Company 5 ab111ty to raise- funds to _-
" support assét growth or’ reduce assets to meet deposit

w1thdrawals and.other borrowmg needs, to maintain

resefve requirements and to otherwise operate the
Company on an ongoing basis. The Company’s liquidity .

needs are primarily met by growth in core deposits, its cash
position, and cash flow from its amortizing inyestment and

“loan portfolios. If necessary, the Company- has the ab111ty
. tb generate liquidity through collateralized borrowmgs '
~ FHLB advances, or the sale of-its available for gale

investment portfolio. As of December-31, 2006 the
Company. had-in excess of $15.8 billion in immediately

" available liquidity which includes securities that could be

sold or used for collateralized borrowings, cash on hand,

.- and borrowing capacities under existing lines of credit.

During 2006, deposit growth and short-term borrowings

were used to fund growth in the loan portfolio and:
» purchase addlhonal investment securltles :

i

Other borrowed money, or short-term borrowmgs which

“consist prlmarlly of securities sold under agreement to

repurchase, federal funds purchased, and.lines of credit,

were used in 2006 to meet short-term liquidity needs. For--

2006, short-term borrowings averaged $1.2 billion as
compared to $826.4 million in 2005. The average rate on

the Company’s short-term borr0w1ngs was 4.90% and
- 3.44% during 2006 and 2005, respectively. At December 31, *
2006, short-term borrowings included $662.4 million.of

securities sold under agreements to repurchase at an
average rate of 5.29%, compared to $981.4 million at an

average rate of 4.31 % as of December 31, 2OQ5.

Long Term Debt S

Efféctive September ]4 2005 ‘the Company redeemed all .

$200.0 million of its 5.95% Convertible Trust Capltal

Securities issued through Commerce Capital Trust II, a

Delaware business trust, on March. 11, 2002. Each

* outstanding security was converted into-1.8956 shares of

78

X the Company s common stock resultmg in the 1ssuance of
- approximately 7. 6 m1]l|on shares.

. At December 31, 2006, stockholders equlty totaled
*" $2.8 billion, up $491.9 million or 21%. over stockholders’

equity of $2.3 billion at December 31, 2005. This increase

" - was due to the Company’s net income for the year as well

- as'-shares issued under the Company’s dividend

" plans. Stockholders’ equity as a percent of total assets was
T 6.2%at Decembeér 31, 2006 and 6.0% at December 31, 2005.

'Capital Resources

Risk- based capital standards issued. by “bank regulatl)’ry

- company’s capital to the risk profile of.its assets and
_ provide the basis for Wl’llCh all banking companies and

based capital ‘standards require all banks to have Tier 1

Stockholders’ Equlty and D1v1dends

reinvestment and employee compensation and benefit

‘y

authorities in the United States attempt to relate a banking

banks are evaluated in terms of capital adequacy. The risk-

capital (as defined in the regulations) of at least 4% and
total capital (as defined in the regulatlons) -of at least 8%
of risk-adjusted assets (as def;ned in-the regulations).

' Banking 'regulator's have also issued leverage ratiol

requirements. The leverage ratio requirement is measured |
as the ratio of Tier 1 capital to adjusted average assets (as
defined in the regulations). The following table provides a

_comparison of the Company’s risk-based capital ratios and

leverage ratio to the minimum regulatory requlrements for

’ the periods i 1nd1cated

N -7 Minimum
Regula_tory

December.31, .  Requirements -

2006 - 2005 - 2006 - 2005

Risk based 'capital ratios: -
T Tier1 - - o -11.73%.

11.81%  4.00%

 4.00%
. _Totalcapital -~ 7 1244 1258 - "800  8.00.
" Leverageratic - -.. . 618 % 604 | 400 4.00-

i

- The Federal Deposnt Insurance Corporahon Improvement
- Act of 1991 (“FDICIA"), which became law in Decéember.

of 1991, requires each federal banking agency incliding

" the Board of Governors of the FRB, to revise its risk-based.

capttal standards to ensure that those standards take

'adequate account-of intetest rate risk, concentration of

credit risk and the risks of non- tradmonal activities, as well
as reflect the actual performance and expected risk of loss

- on multi-family mortgages. This law also requires each

federal bankmg agency, mcludmg the FRB to spemfy by
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regulatlon the, ievels at which an msured mshtutron would

‘be considered “well capltallzed " ”adequately cap1tallzed -

“undercapitalized,” “sngmfxcantly undercaprtahzed

- crltrcally undercapltahzed "

At December 31; 2006, the Company 5 consohdated capltal
levels and each of the Company s banking subsidiaries met -
the regulatory definition of a “well capltallzed’ financial
institution, i.e., a leverage capltal ratio exceeding.5%, a

~Tier 1 risk-based capital ratio exceedrng 6%, and a total ,

¢

risk-based cap1tal ratio exceedmg 10%.: ", Vo T

1

The Company s common stock is hsted for tradmg on the
New York Stock’ Exchange under the symbol CBH. The

"quarterly matrket price ranges and dividends declared per -
‘common share (as adjusted for the two-for-one stock split-

effective March 7, 2005) for each of the last two years are
_shown in the tablé below. As of January 26 2007, there were
-approximately 91 500 holders of- record of the Company s .
- common stock . . '

-

Common Share Data

- - . e L+
[N . . 1

. .. Markél Prlggﬁ ‘ T Declared
‘High . Low °. PerShare
,2006 Quarter Ended . s ) S '
""" December 31 $37.05% $3451 - $0.1300,
. September 30 , 3673, 3L64_ . 01200 .
“Juned0". .. . 4096~ 3425° 01200 -
. March 31 T L " 36.77"_ - 32.06 o 0]200
2005 Quarter Ended . | . v o~ .
- December 31" . $35.29 - $28.08 - $0.1200 * -
" September 30 -35.29° - -30.05 - 0.1100.
June30 ~- ¢ 73181 . 2747 ©, -, 0.1100.
March'31 ©° .. | 7 3247 - 2834, . O 1100

" The Company offers a D1v1dend Remvestment and Stock

Purchase’ Plan by which dividends on the Company s

..common stock-and optlonal monthly cash payments may.
“be invested in the Company’s common stock at a 3%,

discount (subject to change) to’the market prlce and
w1thout payment of brokerage commissions, -

In the normal couirse of busmess the Company hés’ various.
outstanding cornmnments to'extend credit, such as letters o
- of credit, which are not reflected in-the accompanying.’

financial statements. These arrangements have credit risk.
essentrally the saime as that involved in extending loans to
customers and are sub]ect to the Company’s normal credit .

" policies. See Note 12 ~ Commrtments, Letters of Credit

- and Guarantees of the Notes to Consohdated F1nanc1al

' Statements which appear elsewhere herem

-'Contractual Obllgatrons and Commltments

- As drsclosed in the Notes to Consolldated Financial

Statements; wh1ch appears elsewheré herein, the Company

d
- has certain obligations and ‘commitments to make future -
' paymeiits under éontracts. At December 31, 2006, the . -
‘aggregate contractual obligations and com.mrtments are -

7 . showni m the followmg table.

DlVlder‘ldS T

C o

** Contractual Obligations

-Payments Due By Pericd «

AR ... Oneto ‘Threeto  Beyond .
»+ v .. .OneYear - Three '-Five .- -Five .’ . -
. + orLess - Years - Years Years - Total
-« (dollars in mrllwns) T ’ : B
. Depasits without - o - :
" astated matunty $11,212, 7. - -, $250369 $36,249.6
Time deposrts T 47416 $286.5 - $103 . 02 © 5,038.6 -
Other borrowed P L . o E
. money . 7774 e - “ ' i 7774
Operating leases 727 - 1463 148.0 . 796.4 1,1634
Total $16,804.4 ., $4328 $158.3 15258335 $43,229.0
Commitments ¢ _' ' Expiratioh by Period.|” -
B .. Oneto "Threeto Beyond. _
One Yéar . Three - Five - Flve . e
or Less Years- - Years Years , Total
- (dollars in millions)* < - -
- Standby letters oL ¢ .
of credit .5 5508 § 1911 $.3484 $ 337 $1,124.0
. Linesofcredit -~ 22088 © 5163  487.1 . ,.371 13,2993
. -Commitmients to e ‘ T
+ extend credit: . T : o - s i
Construction 293.1 3752 1.7 7 -]09 670.9'
.~ Home equity - 789 -157.8, ‘1578 7888  1,1833
" Other . 3269 - 470.0 L 279, 242, 890 ’
. Total -0 $3,4585 $17104 $1,022.9 . $9347 $7,1265 .
. . . ) ) .-:.1 o . o B
: Related Partles R E

. The Company engaged in ‘Certain’activities w1th entmes T

that would be considered related parties. l\'llanagement

. I
believes: disbursements ‘made to related parties were

‘ substantially equivalent to those that would halve been pald

|
to unaffiliated companies for, s1mrlar goods and services

" {further discussed i in Note 14— Related Party ;I"ransachons .
-of the Notes to Consolldated Fmanc1al Statements, which

“a appears elsewhere herem)

' ,Recent Accountmg Statements

In September 2006 the . Securmes and Exchange
Commission issued Staff Accounting Bulletin No 108 (SAB’

o f,.’lOS), which provides gmdance regardlng thle process of
: quantrfymg financial statement misstatements and .

addresses the diversity in practice in quantrfymg financial

L statement mrsstatements .The Company adopted SAB 108 ~°

W

)
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durmg the fourth quarter of 2006 Refer to Note 1=

Significant- Accounting Policies, of ‘the. Notes to

- Consolidated Financial Statements, which- -appears -
. elsewhere herem for further mformatlon on the 1mpactof ,

SAB108.: -

SIn ]une 2006 the Fmancral Accountmg Standards Board

' (FASB) issued Interpretatron No. 48, ”Accountmg for -
Uncertainty in.Income Taxes” (FIN 48). ‘FIN 48’is‘an .
interpretation of FASB Statement No. 109, “Accountmg for -~ .
" Income Taxes™; and seeks to reduce the diversity in-practice .

+

- associated w1th certain aspécts of measurement and

recognition in accounting for income taxes. 'In addltlon

FIN 48 requires expanded  disclosure with respect fo-

uncertain tax positions and is effective as of January1,2007. -
.Refer to Note 1 - Slgmflcant Accountmg Policies of the . =
. Notes to Consolidated Finiancial Statements, which appears ’

_elsewhere herein, for further information ¢ on the expected

impact FIN 48 w111 have on the Company . results of‘
. operatlons : .

3

 Results of Operations -2005 versus 2004

Net income for 2005 was $282 9 miillion compared to $273 4.
million in 2004. Diluted net income per common share was '
"$1.61 compared to $1.63 per common share. for the prior”

year. The challenging interest rate envrronment throughout

impeded theé Company’s historical net interest income

~:growth. In addition, during the fourth quarter of 2005,

N

-

-~ Intérest income’on a tax-eqmvalent basis mcreased $428 2

million or 34% to $1.7 billion in 2005. Thls increasé was
prlmarlly related ‘to volume. increases 'in the loan and"

" ¥ investment portfolios. Interest expense for 2005 increased
T $291.2 ‘million to $511.7 million from $220. 5 million i in 2004.

This increase was primarily related to increases in ‘the

© Company’s average deposit balances and the interest rates

paid on dep051ts and other mterest-bearmg liabilities:

During 2005, the Company. recorded provrsrons of $19.2.

' million to the allowance for credit losses compared to $39.2

)

.the Company, as a protective r measure against further, net

- interest margin compression dué to the flat yield curve, -
_reposmoned a portion of its investment portfolio which .
- resulted in an after-tax charge of approxrmately $17.0
. million, or $.09- per share : : :

~ Net iriterest income on a tax-equwalent basis for 2005
- amounted to $1. 2 bllllon an. mcrease of $137 1 mllhon or..

. 13% over 2004

80 -

million for 2004, At December 31, 2005 the allowance

' aggregated $141.5 million or 1.12% of total loans. -

For 2005 noninterest mcome totaled $442.8 mllhon an‘:'

_increase of $67.7 m1lhon or 18% from 2004:- The growth in
" noninterest income was primarily reflected in increased .
" deposit and sérvice. fees of $64:6 million, or. 30%: Other

‘operating income, .which included Commerce Banc
. Insurance and Commerce Capital Markets, increased by
.$19.8 million, or 13%. Commerce Banc Insurance récorded.

increased revenues of $3.7 mllhon or 5%, while Commerce

' Capital Markets recorded decreased reveriues of $2.7

million, or 9% .Other mcreased by $16.2 m]lllon or 40%,

" .. primarily due to increased letter of credit feesand 1 revenues -
_'generated by the’ Company s leasing d1V151on

B Nonmterest expenses. totaled $1'1 brlhon for 2005 an

-2005 reduced the’ Company s net interest margm and - - - .. increase of $2076 mllhon or 22% over 2004. Contrlbutmg'

to-this increase was the addition of 54 new stores during .
2005: With thé addition of these'new stores, staff, facilities,

. marketing; and related expenses rose accordingly. Salaries

and benefits had -the largest increase of $95.3 million
during 2005. Other noninterest expenses rose $39.9 million
to $234.8 million in 2005. This increase mcluded increased

* bank-card related service charges of $11.6 million and

- increased busmess development expenses of $8 8 million.
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Report on Management’s Assessment of Internal Control Over F1nanc1al
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Commerce Bancorp, Inc.’s mana gement is respon.Slble for the preparanon mtegrlty and fa1r presentatlon of the consohclated
- financial statements mcluded in this annual report. The consolldated finarcial statements and notes 1ncluded| in this annual - .

report have beenprepared in conform1ty with United States generally accepted accountmg prmc1ples and nece >sanly include =7 -
some amounts that are based on management ] best estlmates and ]udgments . e 1

..,_q

B
Ve

Management of Commerce Bancorp, Inc is: respon51ble for estabhshmg and mamtammg adequate mternal control -over
‘financial. reportmg as defined in Exchange Act Rule 13a - 15(f). Internal control over financial reporting mcludes those
pollc1es and procedures that pertain to the thaintenance of records that in reasonable cleta11 accurately and farrly reflect the .
transachons and dispositions of the assets of the Company; providé reasonable asstirance that transactions alre recorded as -
necessary to permit preparation ‘of ﬁnanaal statements in accordance w1th generally accepted accounting principles, and

 that receipts and expenditures of the Company are being made only ifi accordance with'authorizations of ma nagementand < C

“directors of the . Company; and prov1de reasonable assurance 'régarding prevention or timely_detection of juriauthorized.
- acquisition, use, or-disposition of the Company s assets that could have a material effect on the financial statemeits. . The

- system of internal control over: financial reportmg as it relates to the. financial: statements is evaluated for effectlveness by, -

management and tested for rehablhty through a program of mtemal audits Actlons are taken to’ correct potenti jal def1c1enc1es

as’ they are. 1dent1f1ed

[

PR

1

‘H.

]

Any system of l.nternal control no matter how well de51gned ‘has- mherent ]1m1tat10ns 1nc1ud1ng the possrbllrty that a
control can be circumvented or overridden and misstatements dite to erfor or fraud may occur and riot be detected Also,
becausé of changes in conditions; internal dontrol effectiveness may,vary overtime: Accordmgly, even an effectlve system '

of internal control w1ll pr0v1cle only reasonable assurance w1th respect to fman(:lal statement preparatlon

L7

.1.

*
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'v'

| Management w1th the part1c1pat10n of the Company s pr1nc1pal exec utive offlcer and pr1nc1pa1 fmanc1al ofﬁcer eva]uated
_the effectiVeness of the Company s system of internal control over fin aricial reporting as of Decernber 31, 2006 based on the

Internal Control - Integrated Framework 1ssued by the Commlttee of Sponsormg Organlzatlons of the: Treadway. .

. Commission. During the evaluation of the Company’s internal control over financial reporting as of December 31, 2006,
deficiencies were identified surrounding the evaluation and interpretation of the appllcabﬂrty of tax laws to-the Company’s’

" activities. -Management has determined that these deficiencies replesent a material weakness'in the Company sinternal -
- control over financial reportmg A material weakness as defiried in Public Company’ Accountmg Oversrght (l?CAOB_)‘.. )
Auditing Standard No. 2, isa control deficiency, or aggrégation of control deficiencies, that results in'inore .

than a remote

- risk that a material m1sstatement in the Company’ $ annual or intetim financial statements will not be preventf.d or detected.

© As a result of this materlal weakness, the Company concluded that its internal control over fmanc1al reportlng was not o

effectlve as of December 31 2006

-
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Ernst & Young LLP 1ndependent reglstered accountmg f1rm has 1ssued an attestat1on report on management s assessment .
of the efféctiveness of the Company s 1nternal control over fmanc1al reportmg as of December 31, 2006 whrch rs mcludecl

elsewhere herem

.
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(i /s/VemonW.HAILII,

VernonW Hill 1T

Presrdent and Chief Executwe G)fflcer
(Prmcrpal Executlve Ofﬁcer) '

/s/'Dou'glas]-‘Pauls R

- Douglas J. Pauls -

-

- Executlve V1ce President and Chief- F1nanc1al Offu:er L

+ ~ {Principal Fl_nanclal and Accountm'g Offlcer)
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Report of Ernst & Young LLP Independent Reglstered Publlc Accountlng
Flrm on Effectlveness of Intemal Control Over F1nanc1a1 Reportmg

AUdlt Comm1ttee of the Board of Dlrectors and the Stockholders of Commerce Bancorp, Inc

' 7‘ We have audlted management s assessment mcluded inthe’ accompanymg Report on Management s Assessment of Intemal
- Control Over Financial Reporting, that Commerce Bancorp Ing: did not maintain effective internal ‘control over financial .
reportmg as of December 31, 2006, becausé of the effect of the material weakness described below, based on criteria established

in Internal Control - Integrated Framework issued. by ‘the Commiittee of Sponsorrng Organizations of the: Treadway

. Commission (the COSO criteria). ‘Commerce Bancorp;-Inc.’s management is responsible for' maintaining effective internal
"“control over financial reporting and for its assessment of the effectiveness of internal control over financial reporting. Our
 responsibility is to express an opinion on management’s assessment and an’ oplmon on the effectlveness of the company S
mtema] control over fmanc1a1 reportlng based on our audrt T S ‘

T We conducted our audlt in accordance w1th the standards of the Public Company Accountmg Over31ght Board (Unlted
States) Those standards require that we plan and perform the audlt to obtain reasonable assurarice about whether effective
internal control over.financial reportmg was maintained in all material respects. Ouir audit included obtammg an
_understanding of internal control over financial reporting, evaluatmg management's assessment, testing and evaluatmg

- the design and operating effectiveriess of internal control, and performing such other procedures aswe con51dered necessary
NP the circumstances. We beheve that our audlt prov1des a reasonable basis for our opinion. ~ © - -

YA company s mternal control over ﬁnancxal reportmg isa process de51gned to prov1de reasonable assurance regardlng the
rehabrhty of financial reporting and the preparatxon of financial statements for external purposes in accordance with generally -
, -accepted accounting principles. A company’s internal control over financial réporting includes those policies and procedures -
- that (1) pertain-to'the mamtenance of records that,'in reasonable detail, accurately and fairly reflect the transachons and
dlsposmons of the assets of the company, (2)-provide reasonable‘assurance that transactions are recorded as necessary to ,
* permit preparatron of financial statements in accordance with general]y accepted accountmg prmc1p1es, and that réceipts
“and expenditures.of the company are being made only in accordance with-authorizations of management and directors of
the company; and (3) provide reasonable assurance regardmg prevention or timely detection of unauthorized acqulsltlon, )
use -or dlSpOSlthl"l of the company 5 assets that could have a matenal effect on the financial statements ' ’ :

Because of 1ts mherent 11m1tahons, mternal control over f1nanc1al reportlng may not prevent or detect misstatements. Also .
projections of any evaluationof effectiveness to. future periods are subject to the risk that controls may become’ madequate

because of changes in condltlons, or that the degree of comphance w1th the pohcles or procedures may deterlorate

A materlal weakness is.a control deflc1ency, or. comblnatlon of contro] def1c1enc1es, that results in more than a remote
- likelihood that a matérial misstatement of the anniial or interim financial statements will not be prevented or detected. The
followmg material weakness has been identified and'included in management’s asseéssment. Management determined that
controls surroundmg the evaluation and mterpretatlon of the applicability of tax laws to the 'Company's activities were not
© operating effectively and that these' deficiencies represent a material weakness. As a result ‘of. this material weakness, .
-adjustments were identified durmg the audit process, which have been recorded in the 2006 consolidated fmanmal statements.
- This material weakness was considered in determmlng the’ nature, trmmg and extent of audit tests-applied in our audit of
 the 2006 consolidated fmanc1a1 statements and thls report does not affect our report dated March 16; 2007 on those f1nanc1al
statements - w oL .. .- . . . . S -

. [
'

“In our oplmon management s assessment that Commerce Bancorp, Inc. d1d not malntam effectlve mtemal control over-
financial reporting as of December 31;.2006, is fairly’ stated, in all material respects, based on the COSO criteria. - Also, in
- our opinion, because of the effect of the material weakness descnbed above on the achlevement of the ob]ectlves of the
control criteria, Commerce’ Bancorp, Inc has 'not mamtamed effectlve 1nterna1 control over f1nanc1al reportlng as of
Deceniber 31, 2006, based on the CGsO cr1ter1a PRI : oo : :
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Audlt Comm1ttee of the Board of D1rectors and the Stockholders ol Commerce Bancorp, Inc i b

We Have audlted the accompanylng consohdated balance sheets ot Commerce Bancorp, Inc. as of Decem‘t er 31 2006 and
2005 and the related consolldated statements of i income, changes in stockholders _equity,’ and cash. flows for each of the
“three years in. the'period ended December .31, 2006. These financial statements are_the responsrblllty of the Company 5"

management Our responsrblhty 1s to express an’ opmlon on these fmanmal statements based on our audlts R _—

s K < s . . R ' B T, Ty

“We conducted our aud1ts in. accordance w1th the. standards of the Pubhc Company Accountmg Oversrght Board (Unlted o
_States). Those standards require that we plan and perform the ‘audit-to obtain reasonable assurance’ about ‘whether the
flnancral statéments-are free of material m1sstatement An aud1t includes exammmg, oia test basis, evidence supportmg
‘the amounts and-disclosures-in the fmanc1al statements An audit also includes-assessing the accounting prmcrples used’
arid 51gmf1cant estlmates made by management as ‘well as evaluatmg the’ overall flnanc1al statement presentahon We ER

- belleve that our, audlts prov1de a reasonable basis for our: opm1on R S - N LT

L t -
4 .

Inour opmlon the fmanc1al statements referred o above present falrly, in all materlal respects the consolldated fmanc1a] _
position of Commerce Bancotp; Inci at December 31, 2006 and 2005, and the consohdated results of its opleratlons and its s
cash flows for edch of the ‘three: years in the perlod ended. December 31 2006 in conformrty with' U S. gen erally accepted

accountmgprmcrples P S S -_ RO R L, ‘-.3__. - .

As dlscussed in Note 16 to the consohdated fmanc1al statements, on ]anuary 1,2006; Commerce Bancorp, Inc changed its -
" method of accountmg for.stock based compensahon in- accordance with. guldance prowded in Statement of F1nanc1a1

Accountmg Standards No 123 (rev1sed 2004) Share Based Payment L T T ‘
We also have aud1ted "in accordance w1th the standards of the Pubhc Company Accountmg Overs1 ght Board (Umted States)
‘the effectiveness of Commerce Bancorp, Inc.'s infernal control over financial reporting as of December-31} 2006, based on’
. critéria‘established in Internal Control = Integrated Framework 1ssued by the Compiittee of. Sponsormg Organlzahons of
_ the Treadway Commission and our report dated March 16, 2007 expressed an unqualrfled op1n10n on.management’s.”’. .

assessment and an adverse opu‘uon on the effectlveness of mternal control over flnanc1al reportmg o R

L
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... Consolidated Balance Sheets:-. " .-+ T &
- Y | R
cad R e T - ’ December31 SR
|l~_.'-. : o e ‘(d'oilars in 'tltous'arids) PR IR e . 2006 ; ‘ 2005
I T “Aséets " o Cash and. due from banks DU . $1 207, 390;". § . ., $1_,284,064
- o Federal funds sold - ST e ° .y .~ 9300 0 0. 12,700 .
K o . ©¥7 Cash and cash eqlrlvalents B S e 1,216,690 - 1"1‘,296‘,76;4, o
. 1 ‘Loanis held for sale” .~ "% . . L0 Lo52,741 .. 30,091
- N L ; Tradmg secuntles I - '106,007. ., . 0143, 016
g . - Securities avallable forsale. . - R -~ 11,098,113 . . ' 7 9,518, 821:
- . Securltles held'to maturity : R A + 14,884,982 .. . ,13 005, 364
) L N (market Value 2006 $14 617 764 2005 $12 758 552) : -. C ;
: 7 \Loans By : - * 15,607,049 12 658, 652 ;
i . Less allowance for loan and lease losses L 7,152,053 ; 133,664
‘ S e T 1.'15454996 © 12504988
" Bank’ premlses and equ1pment net ST 1,753,670 . : 1,378,786
L . Goodwill and other mtang1ble assets e M .631 o '_ -,7_ . 106, 926
. . v “Otherassets : *.° ~ .. i, L -.0 0 562,986 - B © 461,281
S e Total assets o AT 845,271,816 $38 466,037
I Liabilities- B Depos1ts T R | L - DL e T \
. . Demand ST e N
; A : Nomnterest—bearmg '7 T, .. $8,936,824, .. . $8,019,878
. Interest-bearmg R B e 16,853,457 = 13,286, 678
o . Savmgs - . b 7 10,459,306 - .. .. 9,486, 712 -
; ; Time = " -] St ) : .. '5,038,624 . .- 3933445
T Total dep051ts o g 41 288, 21 _,;-' 34 736, 713
- ‘ : Other borrowed rr}oney 5 » N : '777 404 1 106 443 N
2 Other liabilities” ~ = - . TA L N . 405,103 v323,708 .
. Total 11ab111t1es o . ! ' 7--'_,-'11_2‘,470;;718 ©, 36,156,864 -
N Stockholders Equlty Common stock 189 738, 423 shares 1ssued _ RN A L. R C.
oo _ _ (179,498,717 shares in 2005) - S 7,189,738 I .. 179,499 .
:; ; Capltal in excess of par value 1 A B - - 1,744,691 ) 1, 450,843 .
- Retained eammgs . STl - s ‘958,770 . " 750, 710
;. Accumulated other comprehenswe loss b ;- (65,2400 (59,169) .
| | | : o . " 2,827,959, 2,321,883 .‘
' B Less treasury stock atcost 1231 081 shares L s Tl t‘ L i
: (837 338 sharesm2005) I - -26,861 e .12,7105'
2 : “Total stockholders equ1ty e .-'2,801,098 - L 2,309,173
) Total 11ab111t1es and stockholders equ1ty $45 271 816 $38 466 037:
T : See accompanymg notes . , hﬂ-_




Consolidated Statéfents of Income . .

p ' (doHars in thousands except per share amaunts)" L7 2006 - 2005 ~ 2004
Interest Interest and fees on loans o ) Ce -~ §. 970,270 | $ J6l30,_5.5’é_3— 483,186
Income: Interést oninvestment securities . - . . 1,301,928 +981,420 {754,202 -

o * Other interest - ' e S .. 6,926 3272 903
' Total interest income -~ . . T 2279124 © 1,665244.. - 1,238291- -
Interest Intereston deposxts RS T e oL R
"Expense . Demand D LT T .S 495,147 '_252,674' 95,253
Savings- ., . v . e .o T L. 261,428 123,419 46,680 .
Time . . . . , ) oo 189,944 . 98,780 59,808
. Total interest on dep051ts ,~" JoT T 946,519 474,873 201,741
Interest on.other- borrowed money. . S . 58,097 "'.'28,410 ol 6,685
. Interest on long—term debt = - - U ) 8,379 .1 12,080
. "Total mterest expense PRI : ' © 1,004,616 - - - 511,662 | 220,506 -
Net interest income . " oo PR . 1,274,508 - frl{‘153,582~.' 017,785
Provision for credlt losses Lo o T 33,700 ©.19,150 - 39,238
Net interest income after provision for credit losses .. = - 1,240,808 1;134}432 | 978;547- -
Nonmterest Dep051t charges and servme fees” @ . -374,210 282,692 S | 218126
Income. . *" Other operating income ~ - oL 214246 . 174132 "1 154,306
- "Net mvestment SECUI‘]tlES gains _Losses) : o 2,697 (14,030) 2,639 °
i Total nonmterest income e T '591,153 . 442,794 . - | 375,071,
Ndninterest' Salaﬁes and beriefits i ’ B S _‘ . 614,627 ' -5-2_6,428‘ 431,144
Expense Occupancy O LS e 196,498 165,077 . 121,210
Lo - Furniture and equlpment 7 Tt 161,075 - 126,986 109,242
Office ™ * =~ . . LT 62,234 . 55,833 46,025
Marketing., = .- . S~ A » ¥ £ . 37,261 36,236
Other- ~. - = - .7 = . T 278,590 L .-234,795 ° 194,921 -
. Total noninterest expense ' ST LT 1,385,761 - 1,146;380 938,778
Income before i income taxes .. ' ' . ) -~ - 476,200. | ._ 430,846 .. 414,840 ]
Provision for federal and state income taxes ' : " 176,887 . © 147,907 - 141,422
Netircome . « N - $ 209313 ¢ § 282,939 ' § 273418
_ Net income per common and common equwalent share: - : o D
“Basic " - - , . . R 1.62 1.70 ~ 1.74
) Diluted - - .. - .. . § 155 161 - § 163
Average common and common equlvalent shares' R ‘ |
outstanding: e T O A . S
. Bdsic_- .. . .o L C .. 184919 ° " 165974 156,625
© Diluted - - . - . T T 0oL L 193,674 "179,135 172,603 .
Dividends deéclaréd, common stock . A 8 0.49 ' 0.45 0.40
_éeq accor}:panyfﬁg notes.
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‘Consolidated Statements of Ca_s-h,FI(v)IWS

Year Ended December 31, -

.86

i

Llablhtles assumed

See accompanying ;fxotes."

14,091 7

{dollars in thousands) - 2006. - 2005 - 2004
Operating Net income . . ] % 299,313 $ 282939  -$ 273418
" Activities' -~ Adjustments to reconc1le net income to net cash ' P P .
' provided by operating activities: . ' - : '
Provision for credit losses - - 33, 700 19,150 - -39,238,
Provision for depreciation, amortization and accretlon 156,560 163,502 -+ . ' 133,535
Stock-based'compensation expense . . 7,376 . - BT
Net (gain) loss on sales of securities N E (2,697) - 14,030 (2,639) -
. Proceeds from sales of toans held for sale 745,391 . 1,001,884 750,854 -
" Originations of loans held for sale . . (760,691) " (738,402) (752,157) .
" Net decrease in 'trading securities 37,009 26,087 - - 1,355
Increase in other assets P (91,612) {78,898) - (58,429)
. Increase in other hablh»tles . : 88,134 . 32,666 - 82,851, -
". Deferred income tax (benefit) expense - _ (23,414) (17,612) 16,005,
Net cash prov1ded by operatmg act1v1t1es - 489,069 705,346 | 484,031
Investing - Proceeds from the sales of securltles avallable for sale . 421,455 = - 3,7ﬁ2,875 2,119,230
Activities * Proceeds from the sales of securmes held to maturity - S T e T © 125,580
- Proceeds from the maturity of securltles available for sale 2,883,670 2,732,109 . 3,876,918
Proceeds from the maturity of securities held to maturlty 2,227,077 . ‘2,627,750 1,019,449
" Purchase of securities available for.sale (4,897,038) - (8,046,583) . - (9,304,341)
Purchase of securities held to maturlty .(4,118,§21) (6,191,021) - (3,203,025)
Net increase'in loans } ] (2,971,024)° - (3 160,857) {2,029,710) °
" Capital expendltures : ) ' - . .7 (512,312). (424,476) - (339,956)
Cash acquired in purchase. acqulsmon ' R © 5664 R
. " Net cash used by mvestmg act1v1t1es (6,966,493) (7,734,539) -'(7,735,855)
- - Financing Net mcrease in demand and savmgs dep051ts : © 5,456,319 6,138,554 7,129,650
Activities- Net increase (decrease) in time deposits - : - 1,105,179 - 626,949 "(172,165)
. Net (decrease) increase in other borrowed money (329,039) 445,248 - - 349,685
Dividends paid ) - (88,192). - (72,363) (59,205)
. " Redemiption of long-term debt . : : o '(57,255) .
Proceeds from i issuance of common stock under .o ¢ : . '
‘dividend remvestment and other st0ck plans ' '253,050. 194,022 . 146,057 . -
Other : i . 33 4) - (1,484) -
Net cash provided by fmancmg actwltles - 6,397,350 | [ 7.275 151‘ 17,392,538
. (Decrease) mcrease in cash and cash equxvalents . (80,074). - .- 245,958 . 140,714
Cash and cash equlvalents at begmmng of year 1,296,764 - 1,050,806 - 910,092 .
Cash and cash equwalents at end of year - $1,216,650 $1,296,764 ' $1,050,806
' Supp]ementa] chsclosmes of cash flow mformatlon
- Cash paid during the year for: . : e
' Interest ‘ $ 980,656 . $ 506,574 $ 218,986 -
Income taxes 153,447 151,757 - 127,538
Other noncash activities: Lt R o
Transfer of loans to held for sale ©- 7,350 . . -249,500 e
Transfer of secuntles to securities held to maturlty - ’ 5,919,301
Fair value of non-cash assets and llablhtles acquired: . Do '
" Assets acquired ' 43,091 ° 380,191
366,160
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Consolidated Statements of Changes in Stockhglders” Equity -

- Years ended December 31'; 2006, 2005_aﬁd-2(_)'04'._ : . . . T l‘ ' ‘ .

L o e : ‘ ook . Capltal : L Accumulated Other
e P YU . Cornmén mExcess Retamed Treasury Comprehenswe‘ .
{in thoasands) R AT " Stock” - of Par Value Eammgs Stock - Income (Loss) - Total

.Balances at December 31,2003 © .- §153,739 $7ss 25 . $347, 365- s ©9:339) " - $(3702) $1,277,288
Net incormie’ e LT 08, T 273,418 .

. Other comprehenswe ]oss, net of tax - _'t . s g A ' .

_ Un.reahzed loss on securities (pre-tax $3, 222) : ' . 1,465 " 1,465
Rec]ass:fmatlon ad]ustment (pre tax $35 677) i - B 23,190 23,190
:Other comprehenswe loss '7‘ . : R . v N . 24,655

- Total comprehenswe mcome _ . R SR 298,073 - -

_Cash leldends declared - . = e ) < *(62,258) S| - (62,258)
Shares issued undér dmdend reinvestrient and S Do e

o compensatlon and beneflt plans (6 898 shares) . 6898 - 139,159 .. . - " L 146,057 -

.’Other L ‘ _ . Te(1). T v 23,092 s (14,547) {1,999) " " 6,545
Balances at DecemberSl 2004 e . $160,636 -~ $951,476 -~ $543976 $(11,338) .. - $20953 ' §1,665,705°
Netindome, o oo e 282939 - 282,939 -
Other comprehenswe mcome, “net of tax . .o , S -0 '
Unreahzed loss on securities (pre-tax $136, 027) : : ", {85,768) (85,768) .-
‘Reclassification ad]ustrnent {pre-tax $8 686) . 5646 . 5,646
Other comprehensive i mcome R _ ) - Y : (80,122) -

. Total comprehenswe mcome VRIS ’ 202,817 .
- Cash dividends . ) g T T ,' el (76 203) (76,203) -
Shares issued under dlvxdend remvestment and Lot Ty ) . o

‘compensation and benefit plans @, 933 shares) 7,933. 185 14-4 . - , 193,077
Shares issued upon- redemiption of : ST L * oo T

) Conveitible Trust Capital Securities (7, 576 shares) - 7,576 . 187,493 o 195,069 -
Acquisition of Palm Beach County Bank (3,325 shares) 3,325 * ' -109,309 . - o 112,634
Acquisition of i msurance brokerage agency (29 shares) 29' . 797, s S R : 826
Other , — 16,624 - @, a3z 15,248

- Balances at December 31, 2005 N -$179,499: $1,450,843.  '$750,710 . $(12,710)- - . $(59,169) '_-:52,309,1735 )
‘Nét income : e - ] 29’9,313
Other comprehenswe loss, net of tax_ S L .

‘Unrealized loss on securities (pre-tax $8, 454) - - (5:010) - (5,010).

- .Reclassification ad)ustment (pre -tax Sl 632) N . . {1,061) (1 061) .
_ther comprehenswe loss S ‘ ' - : o (6.071).

. -Total comprehenswe mcome . ~ M o , - 293,24%

‘Cash dividends declared : - ) .. (91,252) . *(91,252)

_ Shates issued under dividend remvestment and- LR R ) : .

' compensat:on ‘and benefit plans (9,379 shares) 19,379 257,799 ‘1 267,178

: ACC[UlSlhOI\ of eMoney Adv1sors (860 shares) 860 " 28,140 - S . 29,000
‘Other o ) 7,909 (1Y~ (14,151) , . (6,243)
Balances at December 31 2006 - ... '$139 738 $1,744691  $958,770 ~ $(26,861) - " $(65;240) - [$2,801,098
'See aécompanying notes. - . . ’ g
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Notes to Consolidated Financial Statements . . .-'._'f e SN
Srgmflcant Ll Basrs of Presentatlon AR L
Accounting ", '

.- Policies

!.a-'

The consohdated fmanc1al statements mc]ude the accounts of Commerce Bancorp, Inc. (the

Company) and its consolldated subsidiaries. All materlal rntercompany transactions have been .

“'eliminated. Certam amounts from prior years have been recla531f1ed to conforrn w1th the current

L f yearpresentatton ; . coa

- The Company'is a multi- bank holdmg company headquartered in Cherry Hrl] New ]ersey,

. ST operating prlmarlly in the mietropolitan New York, metropolitan Philadelphia, metropolitan
. © 7 <. - Washington, D.C.-and Southeast Florida markets. Through its subsidiaries, ‘the Company

S : provides retail and commercial bankmg services, corporate trust services, 1nsurance brokerage '

serv1ces, and certain secunhes servrces

- ‘ " The preparation of. fmanc1al statements in conform1ty w1th us. generally accepted accountmg
* principles requires management to make estimates and assumptions that affect the amounts

reported in the f1nanc1al statements and accompanylng notes Actual resu]ts could dlffer fiom

those estlmates . ] R
Stock:Spln oS o SRR

Per share data and other approprlate share mformatlon for all perlods presented have been
_restated for the two-for-one stock split in the form ofa 100% stock d1v1dend effectwe March 7,

S2005. R

¥

. BusmessCombmatlons R LT o :' .

A 'Busifiess combinations are accounted for under the-purchase method of accounhng Under :

- .the purchasé method, assets and liabilities of the busmess acquired are recorded’ at their
" estimated fair values as of the date of acquisition with any excess of the'cost of the acquisition

over- the' fair value of the net tangible and intangible assets acquired recorded as goodwill...
‘Results of operations of the acquired busmess are mcluded in the income statement from the :

dateofacqulsrhon - . R AR

-

- Cash and Cash Eqmvalents .

~ .o . . .Cashand cash equrvalents are defmed as short-term mvestments Wthl‘l have an orrglnal
o maturlty of three months or less and’ are readily converhble mto cash.’

P InvestmentSecuntles P - _' ',‘. . e

R Investment securities are’ class1f1ed as held to matunty when the Company has the mtent and -

-« 7 ability to-hold those securities to. maturity. Securities held to maturity are stated at cost and-

SRR .o adjusted for accrehon of. d1scounts and amortization of premmms

. Those securities that could be sold in response to chariges in fnarket mterest rates prepayment*

. = '~ risk, the Company’s income tax position, the need to increase regulatory capital; or similar other

factors are classified as avallable for sale. Available for sale securities are carried at fair, value,

-with unrealized gains and losses, net of tax, reported as a component of stockholders® equity.

. The amortized cost of debt securities in this category is ad]usted for aécretion of discounts and .

amortrzatlon of premiums. Realized gains and losses are determmed on the spec1f1c

1dent1f1cat10n method and are mcluded in nonlnterest income..

The Company reviews the falr valué of the investment’ portfolxo and evaluates 1nd1v1dua1
securities for declines in' fair value ‘that ' may be other than temporary. If declines are' deemed

current fair value

other. than temporary, an 1mpa1rment loss is recogmzed and the’ securlty is written clown toits.




Notes to C’ohs’olfdated FinanCial Statements 3
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- .Commerce Capltal Markets Inc (CCMI) maintains a portfollo of tradmg account securrnes, -

T Loans

. which are carried at’ market Gains and losses, both realized and unrealized, are 1.|ncluded in
other Ooperating income. Tradmg gains of $3.4 million, $2.1 million, and $4. 4 rmlllon were
. recorded in 2006, 2005, and 2004, respectlvely, including an unrealized loss of $127 000 and an
unrealrzed gam of $54, 000 at- December 31, 2006 and 2005, respechvely

.-Loans are: stated at- prmcrpal amounts outstandlng, net of deferred loan orlgmatlon fees and

.. !
- costs, Interest income on loans is accrued and credited to interest income monthly as earned.

Loans held for:sale are valued on an aggregate basis at the lower of cost or fair value. Net
deferred loan origination fees and costs are amortized ‘over the estunated hves of the related‘ .
vloans as an ad]ustment to the y1eld

Loans are placed on a non-accrual status and cease accrulng mterest when loan payment :

+,- performance is deemed unsatlsfactory However, all loans past due 90 days ard placed on

: non-accrual status, uhless the loan is both well secured and in the process of collechon

. 'Allowance for Credlt Losses - - o IR . ..7 .

 The Company méintains an al]owance for losses mherent in the loan and lease portfollo and o
‘an allowance for losses on unfunded- credit commitments. During 2005, the Company
teclassified, the allowance related to losses on unfunded credit commitments.out of the
. allowance for loan and lease losses to’ ‘other liabilities. Prior to 2005, the Company included
the portion of the allowance related to unfunded credit commitments in its allowance for loan
" and lease losses. The allowance for credit losses is increased by provisions charged to expense |
.-and reduced by charge-offs net of recoveries. The level of the allowance for loan and| lease losses -
- is based on an evaluation of-individual large classified loans and nonaccrual loans, estimated
_ losses based on risk characteristics of loans in the portfolio and other quahtatlve factors “The.
_level of the allowance for losses on unfunded credit commitments is- based on a risk
characteristic methodology similar to that used in determining the allowance for loan and lease ',
. losses, taking into consideration the probab1hty of funding these comm1tments! While the = °
_allowance for credit losses is maintained at.a level considered to be adequate by management
for estlmatecl credit losses; determination of ‘the allowance is inherently sub]ectlve, as lt reqmres
: eshmates that may be suscephble to srgmflcant change '

»

>

) Transfers of Flnanc1al Assets .

The Company accounts for the transfers of financial assets, mcludmg sales of loans as sales:
"whien' control over the asset has been surrendered. Control dver transferred assets is deemed °
to be Surrendered when (1) the assets have been isolated from the- Company, (2) the transferee
obtains thé rlght (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 mamtam effective
- control over the transferred assets through an agreement to repurchase before thelr maturlty

|

BankPremlsesanquulpment | o -

‘Bank prem1ses and equipment are carried at cost less: accumulated depremahon Deprec1at10n
and amortization dre recorded on a-straight-line basis over the estimated, usefull lives-of the

assets for financial repornng purposes, and accelerated methods for income tax purposes The’
estimated useful lives range from 15 to 40 years for burldmgs '3 fo 5 years for- furmture, fixtures
and equipment and the 'shorter of the lease terms or thé estimated useful lives of leasehold " -
improvements, When capitalizing costs for store construction, the Company ; mcludes the costs

, of purchasing the land, developing' the site, constructing the building (olr leasehold -
g 1mprovements if the property is leased) and furnlture, flxtures and equ1pment necessary to’

“
.4
-




Notes to Consolidated_ | Ei’nanei‘al' Statements
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‘ .Advertrsmg Costs . v

M . 4 LR
L P T .

equlp the store Deprec1at10n charges i commence the month in which the store opens. All other

: pre-opemng and post—opemng costs related to stores are expensed as mcurred

. Other Real Estate (ORE)

Real estate acqulred in satisfaction of a loan is reported in other assets at the lower of cost or
+ fair value less disposition costs. Propernes acquired by foreclosure or deed in lieu of foreclosure

are transferred to, ORE and recorded at the lower of cost or fair value less dnsposmon costs
based on their appraised value at the date actually or constructively received. Losses arising

"~ from the acquisition of such property are charged against the allowance for-loan and lease losses.
_Subsequent adjustments to the carrying values of ORE properties ‘are charged to operating:
. expense. Included in other noninterest expense i $615,000, $851,000, and $916 000 related to

ORE expenses for 2006 2005, and 2004, respectlvely ' .

L
i

.Otherlnveshnents o ' S ' R -t

'The Company makes uwestments du'ectly in low -income housmg tax credit (LIHTC) operatmg

partnerships, prlvate veriture capital funds and Srhall Business Investment Companies (SBIC):
At Décember 31, 2006 and 2005, the Company s investment in these entities totaled $68.7 million
and $53.5 million, respectively. The ma]onty of these 1nvestments are accounted for under the
equrty method of accounhng e :

Goodwill and Other Intangrble Assets ) N

* Goodwill, the excess of cost over fair value of net assets acqu1red amounted to $125 8 million

and $96.9 million at December 31, 2006 and 2005, respectwely Goodwill is not amortized into
net income but rather is tested at least annually for impairment. Other intangible assets, which
include core deposit mtangrbles, totaled $15. 8 m1111on and $10.0 million at December 31, 2006

‘and 2005, respectively. These amounts are amortized over their estimated useful lives, generally '

7-10 years, and also continue to be subject to unpau'ment testmg -

. .Amorhzahon expense of other intangible assets amounted to $2 3 million, $614 000, and $591, 000 .
:for 2006, 2005, and-2004, respectively. The es‘amated amortization expense for the next five
* years is $2.4° million per year. - S '

Advernsmg costs are expensed as mcurred

Income Taxes .

The provision for income ‘taxes is based on current taxable income. Deferred i income taxes are
provided on temporary differences between amounts reported for financial statement and tax-

purposes : : : - _ . o o]

Income Tax Contmgencles

- The Company is subject to_the income tax laws of the United States, as well as its states and

municipalities. These tax laws are complex and subject to different interpretations by taxpayers

"and.the relevant taxing authorities. In establishing its provision for income tax expense, the

Company must make ]udgments and mterpretatlons about the application of these inherently
cornplex tax laws. - : ,

Actual income taxes pa1d may vary from estimates dependmg upon changes in income tax laws, -
actual results of operations, and the final-audit of tax returns by taxing authorities. Tax
assessments may arise several years after tax returns have been filed. The Company reviews
its tax balances quarterly as new 1nformat10n becomes avallable, the balances are ad;usted as
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approprlate The Company beheves that its’ recorded tax habllmes adequately prov.lrrde for the .
probable outcome of these assessments, however, revrs1ons of 1ts estrmate of accrued mcome

| taxes could materrally effect its operatmg res ults ’ e D

C
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Restnctlon on Cash and Due From Banks

s

~r_r‘,--
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The Company S bankmg sub51d1ar1es are requ1red to mamtam reserve balances w1th

. Resérve Bank. The werghted -average amount of the.reserve balances for 2006 and

the Federal RSN
1200_5 were

approxunately $109 8 rn1lhon and $138 4 m] llOI‘l respectwely

Denvatwe Fmanmal Instruments L

-

R O )

_-‘

“ As part of- CCMI’s broker—dealer actnntles, CCMI mamtams a tradmg securmes portfoho for _
dzstrlbutron to customers in- order to meet those customers’ needs. Derivative' 1n|struments R
prlmarlly intérest rate futures and optlons, are used in ‘order to. reduce the exposire to interest .

fe rate risk relatmg to the tradmg portfoho These contracts are carriéd at fa1r value with changes S

in fair- value included in other’ operating income and’ recorded in the same period as changes
Jin falr value of the tradlng portfolio. As an, accommodatlon to'its loan customers, the Company _
enters into’ interest rate swap agreernents The Company minimizes.its risk by matchmg these: "~

positions W1th a counterparty These swaps ate carrled at fair value wrth changes in falr value

mcluded in nonmterest mCOme LTy

Recent Accountmg Statements

Ceae

- e

-

.
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v
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In September 2006 the Securmes and Exchange Commxss:on (SEC) 1ssued Staff Accountlng
Bulletm No. 108, “Con51derlng the Effects of Prlor ‘Year. Mlsstatements whén. Quantlfymg!
Mrsstatements in’ Current Year-Financial Statements” (SAB 108) Wthh prov1des gurdance
regardlng the process of quantlfymg financial mlsstatements SAB.108 réquires mlslstatements
- tobeé quanhfled using both anincome, statement and balance sheet approach and evaluated-as

7‘ '_ to swhether either approach results in a misstatement- that.is: matenal A reglstrant s fmanc1al
"- statéments would require- adjustment when either approach results.in quantlfymg a o

m1sstatement that s, material, after con51der1ng all- relevant factors." SAB- 108 pertmts initial

= adophon of its provisions by either restating prior financial statements or through a cumulatwe o
effect transition method, whicH records any ad]ust:ments made to. the 2007 openmg} balance of o .

: retained earnmgs -The Company adopted SAB108. dunng the fourth quarter ‘of 2006. .The
adoptron of SAB 108 d1d not result in the 1dent1f1cat10n of any “material fmanclal mrsstatements

In Septernber 2008, the Fmancral Accountlng Standards Board (FASB) 1ssued Staternent N 0. 157
”Fa1r Value Measurements” (FAS 157): - FAS 157 prov1des a smgle deﬁmhon of falr Value;
establlshes a framéwork for measuring, fair value, and' expands d1sclosures aboutI fair valué -
: measurements Itis requlred to be applied whenever another financial accountmg standard
requlres or perrmts an asset or hab1hty to'be measured at fair value. The Compalny will be -
" required. to adopt FAS 157 on: -January -1, 2008 and does not beheve 1ts adoptlon will have a ol

w matenal unpact on its results of operahons

H,

In }une 2006, Jthe FASB issued Interpretahon No 48, Accountmg for Uncertamty in lncome

Taxes” (FIN 48). FIN 48isan mterpretatlon of FASB Statement No. 109, ”Accountmg for Income "

*"Taxes”,

and seeks to reduce the diversity.in pract1ce assoc1ated with certain Iaspects of

measurement and recognltlon in accounting for income ‘taxes: FIN 48 prescrlbes alminimum .

cn threshold atax posrtlon is requ;red to meet before being recogmzed in the- hnancml statements

" In addition, FIN 48 requires expanded dlsclosure with respect to uncerta1n tax pos1t10ns and is’

.o

: . effective as of Ianuary 1,2007. The Companvr is still evaluating. the unpact 1f any the adopt]on - : ’
g of FIN 48 Wlll have on its. fmanc1al posmon or results of operahons
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In February 2006 the FASB 1ssued Statement No 155, ”Accountmg for. Certam Hybnd Fmanc1a1‘

", Instruments - an amendment to FASB Statements No. 133 and 140” (FAS 155). FAS 155 requires

A " entities to evaluate and identify whether interests in secunnzed financial assets are freestandmg
Cooa e D CrderivatiVes, hybrid’ financial instruments that contain an émbedded derivative. -Tequiring
o © .7« bifurcation, or ‘“hybrid financial instruments that contain embedded ‘derivatives that do-not
Sl T o, requ1re blfurcahon FAS 155 also permlts fair value measurement for any hybnd fmanc1al
o s, . instrument that contams an embedded derivative that otherwisé would reqitire bifurcation. This,
‘$tatement is effectrve for financial instruments acqtiired or issued by'the Company on or after

i Ianuary 1, 2007.-The Company does not belleve the adoptlon of FAS 155 w1ll have a matenal

. ,; o

.f ? Tt
v T

impact on its results of operatlons

"c

T

[

o

. \‘

On December 5 2005, the Company completed the acqursmon of Palm Beach County Bank
(PBCB) based. in West Palm Beach, Florlda -PBCB was. a prlvately held bank ‘with
approxrmately $370.0. million in assets and sevén retail stores.’: The Company 1ssued‘

... approximately 3.3 rhillion shares of commion stock in exchange for the 0utstand1ng PBCB shares.
e Yo ..\ ' The purchase pnce was’ appr0x1mate1y $110.0 niillion based on the value of common ‘stock
- 4L+ .7 . exchanged. In connection with the acquisition, the Company, recorded $90.9 million of goodwﬂl

' Lo - and $6.0 million of core deposit mtanglble The.core deposit mtanglble is bemg amortlzed over
oo e e e years, the- estxmated useful llfe, ona stralght-lme bas1s : ;

2 Mergers and
T Acqulsltlons

SO “On February 1 2006 the Company, completed the acqu1s1tlon of eMoney Adv1sors Inc
S ) Ce - (eMonéy), a. provider. of ‘web-énabled wealth and financial planning solutions. The Company
e " ... -issued approximately 900, 000 shares, of common stock i in‘exchange for the outstanding eMoney

T ' e . -..shares: In. connection with the acqmsmon the Company recorded $25:5 million of goodwﬂl
L ‘and $8.1 m1111on of other mtanglble assets, whxch are bemg amorhzed over est1mated useful

L T hvesofseven}’ears Lo B P N S
s . ' o f‘.i‘ R A . S : . ’ ; - T . .
~ 3. 'Investment- ~ . .. : A summary of the amortlzed cost and market value of secur1t1es avallable for sale and secunhes
.. . Securities . ' held to matunty (m thousands) at December 31 2006 and 2005 follows e
" : AR - . . L - ' December-_éal,-. _ ST _‘: R
O T L. . TRt S W5 e
o ) W e T oSS0 “Gross - .. Gross ‘ .o Gross ., Gross ; ST
- : S et st e 7 - Amortized Unreallzed Unreallzed Market Amorhzed Unrealized Unreallzed Market "
I T T . Gams " Losses” -~ Value ", ~"Cost - (Gains ' Logses -, Value
: -.~US. 'Govemmentagency . " cent y : ) ' ) )
- ... and mortgage—backed R S U T UL Lo ‘
. obligations * USIL098131 | $16047. SU25,931)° S10984247 [ 99529645 _$ 5779 $(112946) | $9422478
Obhgahonsofstateand : T T S
] T , political subdivisions 54517 L9 0 [ . 154745 59517 . 41*_ (431) J, 59127 -
U e T T Equltysecunhﬁl~" N L 9679 T9392 - T T, 190M D967 - 13093L N e
: e © .\ :Other | : Sdozr a7y . - 40050 .. 14330 . " 116 Q) 14444
o A N = - Securities available’ - -~. RN “_ S o e S
- ' s 0T i forsale” - sum 548. . $25668° (130109 SO | $9613171° $19,029 . §{113,379) - $9518821;
o A o ] USS. Government agency .. . LU ' e ) o -
LT and mortgage-backed, .0 DU CL T T T e o T D TR e
o -t ml obligations” < - §12,205534 -$14843 $(283,519) . $13,936,858 .+ « $12415567 - $5191 $(252231) $12,168,547
- : ©-FL .7 Obligationsof stateand |+ L. .o e LT T e s T e e e
e ¢ politialsubdivisions 77 SS4169 18817 T22)”  SSSEME T 490257 L6 (B8] 40485
. PR Other. ..° - (125259, A 125259 99520 - FCC 99520
) ot sedwritiesheldto . . . IR
o ST e L matunty - $14,884,982 ° $16,724 . $(283,941) ~ $14,617,765 . $13005364 .$6407 $(253,219) $12,758,552
. e L s Ttn T . . Y o e L R . Lo - . ‘. N e
. o ; - e ; - N - . ,{' .
. . i : . R : ' . g \
92 ’ ;- ) i : e - T ) . ".‘A ' ,_"
. : ~';' ; - Y .
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"' The Company s mvestment portfollo con51sts pr1marlly of U.S. Government agency and
- mortgage-backed obligations. These securities have little, if any, credit fisk since they are either
" backed by the full faith and credit of the U:S. Government or are guaranteed by an agency of

7' The amorhzed cost and estlmated market value of mvestment secur1t1es {in thcusands) at
" December 31; 2006, by contractual matunty aré shown below. ‘Actual maturities willldiffer from °

contractual maturmes because obllgors have the rlght to repay obl1gatlons without prepayment '
: ,penalhes . - - . )

.t

“Available for Sale . Held to Maturity

“Amortized . Market Amortized' , | Market
R ‘ ] Cost °  Value | - Cost - Value

. Due in‘oné year or less . S ‘$” 35,670 "- 8 35-,670 ‘ :; .$ 559,400 . $. 559334‘

. Due aftér one year through five years 206,275 - .~ 205,101 "o 491,361 475942 - .
Due after five years through ten years ‘465,611 . ° 461,503 . -, 1,033,730° 1,023,705.: °
Due after.ten years . T . 100727 100,134 = .. 126,626 | 126,812

. Mortgage backed securities R 10,384,586 ...\, 10,276,634 ' 12,673,865 12,431,972 .
Equity securities . . S 9679 - 19071 .. L b

R L $11,202,548 . -$11,098,113 - $14,884, 9é2‘ $14,617,765

_ Proceeds from sales of seciirities avallable for sale durmg 2006, 2005, and 2004 were $418 7
- million; $3.7. billion and $2:1 brlhon respectively. Gross gains of $2.7 million, $12.5 mrll1on and
$16.7 million were realized on the sales in.2006, 2005; and 2004, respectively, and gross losses -

B ~of $0 $26.6 mllllon and $14.1 million were realrzed in 2006, 2005 and 2004 respectlvely

T Durmg the- fourth quarter of 2005, the Company, as-.a protectwe measure against further net
" interest margin compression due to the flat vield curve, repos1t10ned a portion of its|investinent
- ‘portfolio by sellmg fixed rate securities and purchasing approximately $1.5 billion of floating
rate securities. In'order to complete the repositioning, the Company incurred an after-tax charge
of approxrmately $17.0 million, or $ 09 per share, during the fourth quarter of 2005

" At December 31, 2006 and 2005, mvestment securities with a carrymg value of $9.2 bﬂhon and

- $7.8 brlhon respechvely, were pledged to secure deposrts of public, f'unds

The unrealized losses and’ related fair value of mvestments with unreahzed losses less than
- 12 months and those with urirealized losses 12 months or longer (in thousands) as of December -
,31 2006 are shown below C . : :

> .

" Less than 12 months . ° _12 months or more - . Totals

Fair Unrealized . Fair ,Unrealized'. - Fair " Unrealized .

" " Value  ".. Losses Value ~ Losses: . Value Losses
Available for sale: B S R L o
Us. Govemmentagencyand ' B Y

mortgage-backed obligatioris - $1 561 310 $ 7 200 $6,312,710 . $122,731 - $-7,874,020° $129,931
. Obligations of state and - ' T .
political subdivisions/other .' 27, 848 . ‘1_52 1,439 - T 21, © 29,287 . "173

Securities available forsale  $1,589,158 $ 7,352  $6,314,149 $122,752 § 7,903,307 $130,104

e

" - Held to maturlty L

-

U.S. Government agericy and ' L S ‘ L
. mortgage -backed obllgatlons $2 068, 128 $§‘!8,430_ $9,56§,628 $255,089 $11 631, 756 $283,519.
' Obllgatlons of state and . e S
politicdl sitbdivisions/othet. -180,371 150 9,955 272 190; 326 Lo 422
Securities held _to-mah.mty. $2,248,499 , $28,580 $9,573,5§§3‘ $255,361 | $11,822,0$2 _$283,'941

. ".‘. ~. 1 - ) 93‘




 Notes to Consolidated Financial Statements

4, Loans

5. Allowance for"

Cred:t Losses

~

ros’-

' As described in  Note 1 ngmﬁcant Accountmg Policies, the Company reviews the investment

T

securities portfolio to determine if other-than-temporary impairment has ‘occurred.
Management does not believe any mdmdual unrealized loss as of December 31, 2006 represents
an other-than—temporary impairment. The unrealized losses on these securities are caused by

" the changes-in general- ‘market interest rates and not by material changes in the credit
~ characteristics of the investment securities portfolio. The duration and average life of securities.

with unrealized losses at December 31, 2006 was 3.4 years and 5.3 years, respectlvely

' Durmg 2006, no securities were sold whlch had unreahzed losses at December 31 2005

r

" The fo.'l!lé)»\;ing isa su}rlmery of loans outstanding (ln tho_usands)lat December 31, 2:006 and 2005:;

December 31,

T 2006 R 2005
Commercial: S . o -
 Term- - IR $ 2392 889. -. $ 1,781,148
. Lineofcredit =~ . . - - " 1,843,545 - - 1517,347
| S o 4236438 - 3298495
" Owner‘occupied - C e amsFOL . 2402300
Consumer o : SO : ‘ ‘ _ ) : . )
Mortgages (1-4 famlly resn:lentlal) v 112,235247 T '2,000,309 |
Installment. = .. R ST © 287,151 .+, 0 211,332
Homeeqmty T T - 2,958,893 - 2,353,581
Creditlines -~ .. . = . L. 137,429 100,431
. o ) L C T 5618720 .- © 4665653
Commercial real estate: . L e
' Investor deyeldper . o, 2,625,628 R 2,001,674
Construction - s ‘ o .. 280476 T 290,530
T ' . C 2,906,104 2,292,204
AR LS _$15,‘607,049-. : $12,658,652,

The followmg is an analys1s of changes in the allowance for credit losses (in thousands) for

2006, 2005 and 2004:

E ~ Year Ended December 31,
- _ T L2006 0 2005 - . 2004 .
Balance, Januaryl . . . . $141,464 -"$135 620 $112,057
Provision charged to operating expense 33,700 - :.19;150 . - 39,238
Recovenes of loans’ prevmusly charged off ) 7976 - . 5, 192 - 2, 175
~ Loan charge-offs o : . (22,871 - (20_,992) . (17,850)
" Allowarice for credit losses acqulred bank S 2494 . -
Balance, December31 .~ - ‘' . $160,269 $141464  $135,620
Amount reclassified as allowance for . - , - .
unfunded credit commitments = . .- . 8216 7800,
Allowance for loan and lease losses o - $152,053° . . $133664° -  $135,620 -
’ ] 1‘f~
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'Loans and Other _
‘Real Estate/ -

. Foreclosed

. Assets

Bank Premises,

' Equlpment and a

i Leases
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~

Notes to Consolidated Financial Statements

Y

Dunng 2005 the Company reclass1f1ed the allowance related to unfunded credxt corlnmrtments ,
.out of the allowance for loan and lease losses to other liabilities. Prior to 2005, the Company .
mcluded the portion of the allowance related to unfunded credit commitments in 1ts allowance
~ for loan and lease losses. Because of- this recla551f1cat10n the Company now refefs to its
allowance for-loan and lease losses and 1ts 11ab1hty for unfunded ¢credit commitments as the
allowance for credit losses I P AR A

P

Total non-performmg loans (non -accrual and restructured loans) were $50 6 mllhon and $34.8°
million at December 31, 2006 and 2005, respechvely Non-performing loans of $4.4 rmllron and

. $748 thousand were transferred to other reat estate/foreclosed.assets dunng 2006 and 2005,

. respecnvely Other real estate/ foreclosed assets ($2.6 miilion and $279 thousand alt December
+31, 2006 ‘and 2005, respechvely) are included in other assets Non-performing assets (non-

performmg foans and other real estate,. excludmg loans past dite 90 days-or molre and still..,
, accruing interest) at December 31, 2006 were $53.2 million or .12% of total assets, as compared

-~ 10 $35.1 mllhon or 09% of total assets at December 31, 2005.- _
At December 31, 2006 and 2005, the recorded investment in ]oans consrdered to be unpalred'

‘under FASB Statemeént No. 114 “Accounting by Creditors for Impalrment of a Loan” totaled -
" $34.7 mllhon and $26.0 million, respectively, all of which are included in non-performmg loans~
. The reserve for loan and lease losses related t impaired loans totaled approximately|$4.5 mrlhon
and $6.6 million at December 31, 2006 and. 2005, respectively. As permitted, all homogenous' -
~smaller balance consumer, cominercial and residential mortgage loans are excluded from
“individual review for 1mpalrment The ma]onty of 1mpa1red loans were measured using the.
. fair’ market value of collateral . -

, Impaxred loans averaged approxrmately $30.2 mllhon and $25 6 m1]l1on durmg 2006 and 2005 -
. respectively. Interest income of approximately $2.8 million, $2.8 million, and $2.9 m11110n would

_have been tecorded on non-performing loans (1nclud1ng 1mpa1red loans) in accordance with

. their ongmal terms in 2006, 2005, and 2004, respectrvely Actual interest income Irer:orded on -
. these loans.amounted to $1,5 mllhon $809 thousand and $1. 1 mrlhon durmg 2006 2005, and

2004 respectlvely

'-, o e - . . 3 - - . v

LT

" Asummaryof bank premises and equlprnedt (in thousands) is as follows: = "] . 7 .-

, S L. . December 31, |

I - : 2006 ', 2005 -
Land = oo o T g 370,974 $ 297,644 .
Bullchngs T T 750,551 . '570 905
-.Leasehold unprovements St e e T 260,106 T 207 193
~Furniture, fixtures and equipment - -~ - © - 691,551 - 541 106

. Leased property under capital leases -~ - . .~ o0 o 124 7. 1 124- .
CT e Lo = 2,073316 . 1616972 '
¢ -, Accumulated depreciation and amortization 7, . .. (571,062)" - (437 247) -

N T dsea 1179725'.
* . Premises and equipment in progress . - .. - . . .7'251,416 199,061

" $1,753,670 - .- $1,378,786 .
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8. Deposits' - .~ °

"9, Other :

Borrowed Money ’

+ , =

Total rent expense charged to operahons under operating ]eases was approxrmately $73.1 million

" in 2006, $60.0 million in 2005, and $40.1 miltion in 2004. Total depreciation expense charged to
' --operations was $137.4 mrlllon $112 5 million and $91 9 mrlllon in 2006, 2005 and 2004
respectively. - _ : . S

.' " The future minimum rental commrtments, by year, undér the non-cancelable leases, mcludmg
T _escalahon clauses, are as follows (in thousands) at December 31, 2006: .

: . . , N ‘O'perating-
o007 e T v D e e e § 72688
2008 - . T D T T e 73646
2009 Do L o, e LD e T 72,620
2000 700 et T e . . “73170
2010 T e e T 786
'Lateryears ST e e T e " 796,488
Net minimum leasepayments SR o s - . $1,1_63,398

;T -

. The aggregate amount of time cerhflcates of deposrts in‘denominations‘of $100,000 or:more
‘- was $2 6 bllhon and $2 1 billion at December 31, 2006 and 2005 respectwely Co e

.Other borrowed money consists prrmarrly of securrtres sold under agreements to. repurchase,

federal funds purchased, and lines of credit. The followirig table represents mformatlon for other

borrowed money (in thousands) at December 31 2006 and 2005

' Decembér31, o

12006~ e ., 2006 .«
_ S . Average o Average
‘ R . Amount .Rate . Amount . . Rate.
‘Secuntréssoldunder K N . ~ ‘ .- L ;o I
agreements to repurchase L% 662,404 529%_ $ 981443 . 431%
. Federal funds purchased . 115000 - 5.28% .. 125000 - - 4.36% °
CTotal ;. . §.777,404 - 5.29%.  .$1,106443 4.32%
. Averageamountoutstanding . $1,186,068°  4.90% - $ 826, 400 1 3.44%
‘Maximum month-end balance . . . " .2,568,445 . l 244,059 ° T

10. Long-Term Debt

‘96

As.of December 31 2006, the Company had a hne of credit of 516 brllron from the Federal

> - Home Loan Bank of Pittsburgh, a line of crédit of $121.3 million from the Federal Home Loan
" Bank of New_York, and a $125.0 mrllron lrne of credrt from a group of other banks all, of wh1ch
- was avarlable ' e : . :

‘»"

_Effechve September 14 2005, the Company redeemed all $200. 0 mrlhon of its 5 95% Convertrble

Trust Capital Securities issued through :Commerce Capital Trust II; a Delaware business trust,

- . on March 11, 2002. Each outstanding security was converted into 1.8956 shares of the.
Company’s common stock, resulting in the issuance of approxrmate_ly_ 7.6 million shares.

L .
K




S T Expected prov1s1on at statutory rate I

L leference resultmg from: .
Tax-exempt mterest on loans -

Tax-exempt mterest on securlhes

L@
@ -

o 35.0% -

T 350%.

-

i

{10y,

u
(L)

T

|- 3'5'.b‘f/o,_‘-.""

- .‘,'._ ‘ L ..l e . .';{ - r ‘ Ar|-' ‘A"' - ; . L "‘ :::.-.._. . _'7_.:.._ ‘-._' ;- ~ . - B .._‘- ¢ . -. :‘V ) “ . ‘
Voo oy o L7 “Notes to Consolidated Financial Statements:
w1'_1'.'__'.Ir‘ico"rm.: flfla)c'es' R s f-‘""‘l'he;projvi'sior.{‘ for income ta)-(es.consists'of- the following (m thoﬁ‘s:ands):; RS - _7 o ;- s
. T : “‘, : u ' . '-jf o _"_ ’ g “ u' ’,\” -". e ’ ., ’ December 31 o _ . . .
' R TR 2006 200500 |722008
z . Current S L ’ ’ > S S ] \”“ R K
L . Federal Cneeo T e T $16__7,lp_6 -+ -$156,805 - [ -$118,301 . .
, ) ; State el e TUT U U33195: e . 8714, | Tll6
e ,. Deferred R ) ‘ PG S S e
. - Federal R T -23,414) .. (17, 61'2) 16,005 -
SRR S B T P T "‘;'; f$1'7'6,887- $147907 -'$'141,422i‘ s
T The above prov1sron mcludes income tax expense of $900 000 related to net rnvestment secunty_ .
. ! gains. recorded in 2006, an income tax beneflt of $4. 9 ‘million related -to. net mvestment- g
| ' secunty losses recotded i m 2005 and inicome. tax expense of $900 000 related to net 1nvestment .-
T secunty gams recorded in 2004 - _ffL - », " e . j' B
.o T Asa result of an analys1s of the tax’ strw_tures of certaln wholly owned subs1d1ar1es “the
' — Company recorded | an addmonal estimated state'income tax: liability ‘of $24.4 million durmg s
L “w_. i, " -the fourth quarter of 2006 in antlcrpatlon of potentlal settlements with-various taxmg] authorltles .
_' . The final settlement of.this matter may be' materiaily, different from: this estrmate |The 1mpact -
T . on. net income, net of federal tax benefits, is $15.8 m1111on The 1mpact on.the’ Company 5"
o 2 effect1ve tax rate is presented in- the table below - E . S : 7
. T Q_. The prov1s1on for mcome taxes drffers from the expected statutory prowsron a follows ‘A o
. f“ . e i - . \ : a . __N o :-}'[')ecemberjll,'.‘ e e i
R ! _:. 3 " e 2006 T 2005 L2004 -

AR Fuonl T h State mcome taxes (net of federal benef1t| CoT 45 f Tl 137 -0 11 .
o ; . Other Lot T (15 ) AU o1 S 06> "
D SN U S 5 %
L ’ R - The amounts payable for federal 1ncome taxes for 2006 and 2005 were reduced by approxunately
; : - $26 3 rmlhonrand $14.6 mrlhon respectrvely, due’ to the exercrse of stock optlons | ;
T . Deferred ircome taxes reflect the nét tax’ effects of temporary d1fferences between the carrymg
" . amounts of assets and lrab1ht1es for financial reportlng purposes and the amoun ts used "for
' " - ‘income taxpurposes ST S T 7,'9 .
N . i “‘ ' “, . T}: PR f . ' . . ’
- . QL . n ‘:’: B P i ) “ i ‘
- LI "" ’ . 7: ( i - s : ] .
T 5 - o 3 ! ' Ay “y -
’. f bk ' } oo * IR "‘_—_-n ot 3 ) ,
DI N : e 2L A
cn i 2 T o

.
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. Notes to Consolidated Financial Statements -

Comn'utments
Letters of Credlt

and Guarantees B

col Lol 2006 2005
- Deferred tax assets "'\ TS T . R _ g
. . Loanlossréserves” = . - : ‘ $ 56,094 T $ 48 640‘u-r -
Intangrbles B . ST 1,832 .
. Deferred rents o I o 17,010 _1,1,460,‘ ,
* - Net operatlng loss carryforwards ' e 6,384 TR _ T
~ -Fair value adjustrhent, available for sale securltles 139195 7 - 35181
- Federal beneflt on state taxes —~ . 8,527 . S R
. "Other reserves. ' : P 4,481 L 3,024
L Total deferred tax assets ©2 131,691 v . 100,137 "

PR

-

¢

Lo

N T

e : The 51gn1f1cant components of the Company s deferred tax 11ab111t1es and assets as s of December
. 31 2006 and 2005 are as follows (1n thousands)

December 31 W e e

:Deferred tax 11ab111t1es

Deprec1atlon c e

U @7,388) -

o (51996)

‘.N.E,t, deferred E}ssgts'(llabllihes_). O

+ Intangibles. . = . * v 2,711) . Lo
. - Other .. o ) 71(10,249) - 7.(9,028) -
" Total deferred tax liabilities " ~(60,348) - L (61,024)
o $ 71;3'4.3- . ;$ 39,11'3“'— ‘

2005

'.i
I

S

1

T

.__.,"

w

rNo valuatlon allowance was- recogmzed for the deferred tax- assets at December 31 2006 or:'

In the normal course of busmess, there are various outstandmg commltments to extend credlt

“such as’ letters of credit, which are not reflected.in_the accompanymg consolidated financial -

statements. These’ arrangements have credit risk essentlally the same as‘that involved in~

:* extending loans to'customers and are subject to. the Company s normal credlt pohc1es ‘Collateral-

. is obtairied based on management’s credit assessment of the borrower At December 31,2006,
", - the Company had outstanding standby letters. of credit in the amount of $1.1 billion. Fees

.-‘,'assoc1ated with standby letters of credit Have been ‘deferred and.recorded in other liabilities

“. o the Consolidated Balarice Sheets. These fées are 1mmater1al to the Company s consohdated_' .
' fmanc1al statements at December 31, 2006 : :

In addltlon the Company is- comm1tted as of December 31 2006 to advance $6'70 9 m11hon on'
_ construction loanis, $1.2 bllhon onhome equity lines of credit and $3.3° b11110n o other lines of |
" credit. All other commltments ‘total appr0x1mately $849.0 mrlhon The Company does not ,

T antlclpate any mater1a1 losses as aTesult of these transactlons DT . R
" ‘The Company has comrmtments to fund LH—ITC partnershlps pnvate venture capltal funds_-,
" and SBICs that total approx1mate1y $43 7 mllhon at December 31 2006. 0o :

£




13. Comnion' Stock

‘14. Related Party

Transactions

o ,At December 31, 2006 the Company s’common stock had a par value of $1 00 The Company_ |

'Loans T oo

' Company s related party loans (in mlllxons] at December 31 2006 and 2005:"

" Leases. '_ -t';'

' -OtherSermces ': s - A IR f'

- Notes to Consolidated-Financial Statements -

-

is authonzed to issue 500 000 000 shares.as of this date

. On December 20, 2006 the Board of Directors declared a cash d1v1dend of $0 13 for each share
~ -of common stock outstandmg, payable }anuary 19, 2007 to stockholders of record on January
5, 2007 R

. -,On February 15, 2005 the' Board ‘of D1rectors declared a two- for -one stock. spht in|the form of -
+ .72 100% stock dividend, distributed on Marc h 7 2005 to stockholders of record on Pebruary 25 o
B 2005 e ) : -

 Loans fo executwe offxcers and dlrectors of the Company and.-its sub51d1ar1es and compames L

with which they are associated, are made in the ordinary coursé of business anid on substanhally
the same terms as-comparable unrelated transactions. The f0110w1ng table summanzes the,

/-.{

. , A 2006 - 2005
. Executiveofficers -+ Co T sss. 522
" Bancorp directors” ~ . - . , . R 720 - - 7 |44

D LYo T $11:.0° ) |56.6

- In addition,’ the Company had loans to d1rectors of its sub51d1ary banks totahng |$4 4 mllhon' '
Co and $4. 6 m11110n at December 31, 2006, and 2005, respectlvely

" The COmpany has nineteen operatmg leases with related parties, from 2002 and ppor, for land <
" and bank premises. Rents paid under these agreements are approved by the mdependent
: members of.the Board of Directors and supported by independent appraisals. The aggregate-

anhual rental under these leases was approximately $1.9 million, $1.9 million, and|$1.7 million

" in 2006, 2{)05 and 2004, respectively. These leases expire perrodlcally begmrung in 2008, but'

are renewab]e through 2042,

" The Company has obtalned archltectural desrgn and facilities management services for over -

25 years from a business owned by the spouse of the Chairman of the Board of’ the Company.

- . The Company spent $9 2 million, $7.5 million, and $6.5 mllllon in 2006, 2005 and 2004,
- . ~respectively, for such services and related costs :

The Company conducts business with relatéd. partles that perform legal services and prowde
. facilities for the purpose of busmess development. Disburséments aggregated ;‘51 2. m1lhon -
o $1. 4 mllhon, and $1 9 rmlhon in 2006, 2005, and 2004, respectlvely, for these services,
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'15. Earnings’ ~ ~ The calcutation of eamtngs-per-ehare fo‘llowsl(in.thouéands;'égcept for ‘p,e'r‘sh.a’re amounts): ©
Per Share . ' SR e e o e T e e

! _Year Ended December 31,-
2006 ., 2005. - ...-2004"
' 'Net income apphcable to common stock :-, . ; $299,313 = $282,939, ©o.$273,418 B
. Average common shares outstanding. © . - .184,919 . 165974  _ .. 156,625
¢ Netincome percommon'share . . . . -$162 . - $1.70 7, -$1.74 -
. Diluted: T - R : |
- ' Net i mcome apphcable to common stock 7 R T AP
‘on a diluted basis . "~ . LY 08299313 L $282939 - ..--$273,418"
Add: Interest expense'on Convernble ' ST I T
Trust Capltal Seécurities ' L+ S ey T 5446 o 0 7,852
' - Lt - 0$299,313 (. $288,385 7 ¢ .'$281,270
Average common shares outstandmg o B 7184;1.919 a '-165__,974 -_-156,625
Additional shares. con51dered indiluted . . " "7 L ' T
S computahonassummg A T A S
g Exercise of stock optlons v . -8,755 G, 7,843 e 8,396 .
"+ Conversion of trust capital securities | o= oo . -5318 0 . .7,582.
. o Average common ‘and common equlvalent . e PR U
N ", shares Outstandlng Coe e .ot 193,674 0,179,135 7 - 172,603
. ","Netmcome per common and common Co S S BRI
s * equivalent share . B SR o 8155 ¢ - 816l . - $1.63 .
'16 Stock-Based - . In. 2004, the Board of . Drrectors adopted and Company shareholders approved the 2004‘--,_

Employee Stock Option Plan (the 2004 Plan) for the officers, and employees of the Company'
and its subsidiaries. The 2004 Plan authorizes the issuance of up to 30,000, 000 shares of common

' stock (as adjusted for all stock splits ¢ and stock d1v1dends) upon the exercise of ophons As of .
' _".December 31,2006, 0pt1ons to putchase 8,016,143 shares of common stock have been issued

: ,under the 2004 Plan, In addltlon to the'2004 Plan, the Company has a plan for its non-employee
_directors. The option price for ophons 1ssued under the Company’s plans must be at least equal"

" - t0,100% of. the fair market value of the Company’s common stock as of the date'the option is’

granted. All options. granted will vest evenly over four years from the date-of grant. The options:

) . expire not later than 10 years from the date of grant. In addlhon there are options outstandmg,'
., from prior: istock option plans of the Company, which were granted under similar‘terms. No
: addmonal options may be issued. under these prior plans. - : -

Prior to ]anuary 1, 2006, the COmpany accounted for its stock optlon plans in accordance wrth :

APB Opinion No. 25, “Accountingfor Stock Issued to Employees" (APB 25) and related -
- Interpretatlons Typlcally, stock-based compensatlon expense was not recognized in the

Consolidated Statements of Income as all ophons granted under the Company s option plans-

- .had an exércise price equal to the market value on the:date’of grant. Effective January 1; 2006, °
‘the Company adopted FASB Statemerit No: 123 (revised 2004), “Share:Based. Payment” (FAS "

123R), which is a revision of FASB_ Statement No. 123, “Accounting for Stock-Based:

' Compensatlon” (FAS 123) FAS 123R was adopted usmg the mod1f1ed prospectlve method.,
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Under the modlﬁed prospecnve method compensatron cost for the year ended December 31,

2006 mcluded (a) compensatlon costfor all share-based awards granted prior to; but not- yet =
o vested: as of January 1, 2006, based on the grant ¢ date fair value net of estimated \forfe1tures,
- and (b)- compensanon cost for all share-based payments granted subsequent to ]anulary 1, 2006,
“based on the grant date fair value net of eshmated forfextures Results for prlor per1ods have .
 notbeen restated.” "\ .t T : : , i

i"-._expense of approx1mately $7.4 million- dunng the year ended December: 31, 21006 which’ |
.~decredsed fiet income per.share by $.03.-- There was no material impact to cash flows resulting
. from the . adoption-of FAS 123R as compared to- what would have been recorded under APB’

k _stock optlons granted under the Company’s plans was $29.8 mlllron whlch is. expected to be

-

recogmzed overa welghted-average vestmg, per1od of 3.2 years

o

‘ "As a result of adoptmg FAS 123R on. January 1, 2006 the Company recorded compensahon ;

25, As of Deécember 31,2006, the-total remammg unrecogmzed compensatron cost felated to . -

The Company uses the Black-Scholes ophon pricing model to estrmate an opnon S fair"value"

The fair value’ of ophons ‘included in the compensation charge recorded in 2006 was estimated-
usmg the: followmg assumptions: a nsk free intérest rate of 4.68%, a d1v1dend yleld of 1. 32%,
“an expected volat111ty of 25:4%,. and'a welghted average expected life of 4.63'years. The risk-. |
free-interest rate is:based on the*5-year U:S.. Treasury yield in effect atthe time of grant.-The -
d1v1dend ylelds reflect: the. Company s actual dividend yield. at the date’of grant Expected
volatxhty is based on the historical volahhty “of the Company s-stock. over the 5-year period-
- prior to the grant date "The weighted average expected lives represents, the wexghted average -
: period of time that’ ‘options granted are-expected to be outstanding giving con51derat10n to

~vesting s ‘schiedules and the Company s historical exercise patterns. . All optlons vest. evenly over .

. four years from- the date of grant and expire 10 years from the date of grant. Cor:npensation
cost is: recogmzed net of estrmated forfeltures over the vestmg perrod 'of the optlons ona’

stralght-hnebasm RV LT T s

o T

-

' The Black-Scholes optron valuahon model was developecl for use. m eshmatmg the fa1r value
-, of fraded optlons which have no vesting restrictions and ‘atre fullyitransferable Iln addition,
optlon valuationl models’ require the’ mput of hlghly subjective- assumptions m(l:ludmg the-.
"_expected stock price volatility. -Because the Company s.stock options-have: characterrstrcs

assumptions'can matenally affect the fair value estimate, in management 5 op1mon the existing

rnodels do not necessanly prov1de a rehable smgle measure of.the fair value of its stock ophons

¢

- significantly ¢ different from those of traded: options; and because changes in- the sub]echve input | '_~




“

o

~

: !

~

- 1\“ e . SR K . . B -

Add Interest expense on Convertlble S

; g;, Basic . .o 7 Lt oo 0 . RLT0 T sta e

Notés :to;'Consolvidated_'F_in,an‘ciﬂ'al'__St'atem'éntS'"jj{ T e L e

. ‘ T
Through December 31, 2005 the Company accounted for share—based payments to employees .
usmg ‘APB 25's intrinsic value method and, therefore, did mot typ1cally recognize compensatlon
. ‘expense for employeé stock options. Had the Company adopted FAS 123R in prior periods,

" the unpact would have approximated the unpact -of FAS 123°as described in the disclosure of ’
~ pro forma net income and Pro forma net income- per share below (in thousands, except per :
share amounts) T -

© e . o . el [

* S "_*Decernb'er31,.'_ SRR

ottt e e e TS o 200
' S ves039 $273418

\,‘

Reported net income™ * "

" Less: Stock option compensation expense :

- deterrmned under falr value method, netof tax. = '(5:5,5_41) o "_. (11 849)

Pro forma neti mcome basxc R N 2‘27,39,8h ey 261,569

Trust Caprtal Securltles net of tax - t - 5;,446: ST ‘ "7,852 )

. '. Pro forma net mcome,-drluted -:;‘, b Co T ‘$232,844— _; T -; - $269,421:' N

Reported netmcome pershare Lo “u

Dlluted R 3'_' T X RN - R
Proformanetmcomepershare oL ST
‘Basic .- . ..l ol e ST T $1 37 © o ble7- ‘
Dll,uted LT T e e T 5-': 130'-.'"': L -"1-56 S

.

‘ On December 8 2005 the Company ) board of drrectors approved the acceleratlon of vestmg'_,
of all outstandrng unvested stock options awarded prior to‘July. 1, 2005 to- employees ‘and

d1rectors This’ acceleration was effective as of December 16, 2005." As a result of the .

" ' acceleratlon optlons to. purchase approximately. 10.6 million shares of common stock bécame

1mmed1ately exercisable. The future ‘unrecognized compensatlon expense related to the -
- accelerated options,: approx1mately $41.0 million, net of tax; is reflected in the 2005. pro. forma
amounts above. The purpose of ‘the, accelération was to ehmmate thlS future compensatlon .
expense that otherw1se would have been recogmzed under FAS 123R ' , '

Informa‘non concermng optron achvrty for all optlon plans for the penods mdrcated is as follows .

Werghted Average -
Exerc1se Pnce

R Shares Under
L : Optron _ ;
' Balance at Januaryl 2004 R 2, 915204’ “ i $1438. . L
" Options granted .- " 7 t L 6112444+ 0 o .2937.
Optlons exercised - :_ J L 3064 024, Lo 12 39 . ..
~Options'canceled . ~.. =" 270 e T.‘-L g -.439,;488,:;»«, 24190

(' L Balance at December 31 2004"'}. R ISP 26,524,136 - 17.89. . B

Optlonsgranted SRR TR T 3,807,829 O B 31 17 .
-Options exerc1sed e ‘»2 869,666 . - . -1 14. 25 .

‘Options canceled - | S T 56803 e T 27T
Balance at December 31 2005 T ,"»"26 894 076'\ ST e T 19.88 L
 Options granted ™ '-‘_u PRI T 42600627 1. 3648 .
Optlons exercised’ - . 0T oot 4556 325 . e 16,80 -
- Options canceled - - - ° -7 e T 1~' . 224,377 <. |34, 55’.

-
-

.~ Balance at December 31 2006 o -0 26,373,436 L 220




17. ‘Benefit Plans

_18. Fair Value of B

. "Financial
Instruments "

.

- was $9.61.

" Notes to Consolidated Financial Statements .
The welghted average falr value of optlons granted durlng the year ended December 31 2(306‘

Cash recelved from optlon exerc1ses for the year ended December 31, 2006 was approxunately .

*$70.4 million. The intrinsic value of stock options exerased durmg the year ended December .

31,.2006 was.approximately $85.9 million. The aggregate intrinsic value for stock optlons both-

o outstanclmg and exercisable, at December 31 2006 was $330.5 million.-

Employee401(k)Plan oo =

The Company offers no post—employment or post-retlrement beneﬁts

Addmonal 1nformat10n concernmg optlons outstandmg as.of December 31 2006 is|as follows '

PR
/

Optlons QOutstanding . -; . . Options Exelrmsable
Lo Welghted—Average Weighted- Exerct_sable ‘Welghted- -
: . - Number- - Remaining ..,  Average. - ' asof - .| Average’
Range of exerctse prices ‘Ou'tstanding Contractual Lifé Exercise Price . 12/31/2006  Exercise Price, .
L §34410$500 .. - 1984 0 017 $462 - .. 1984 |$ 462"
. $501t0$10.00, - 3226293 T 22 895 3226293 | 895
o "$10.01 to $17.50 . - 5,‘262,‘_661' - < 30... . 7 1300 . 5262661 - | 13.00
© $17.51 to $25.00 . ~ 6,160,536 . ~ 5.7 ¢ 2084 - 76,153,264 20.84

T e25.01t0$40.12 - G11,721,92 81 T - .0 3230 7707135, | 3015

The Company has a defmed contribution plan under Sectlon 401(k) of the Intérnal Revenue

+Code. The plan aliows all eligible employees to defer a‘percentage of their income|on a'pretax
basis through contributions to the plan. Under the provisions of the plan,.the Company may
*match a percentage of the employees’ contnbutlons subject to a maximum limit. The charge to
~ operations for Company. matching contributions was $6.4 million, $5.5 million and $3 3 million’
for 2006, 2005 and 2004, respectively. As part of the 401(k) plan, the Company mamtams an
Employee Stock Ownership Plan (ESOP) component for all eligible employees. As of December
" 31, 2006, the ESOP held 2,690, 044 shares of the Company’s common stock, all of whlch were
allocated to part1c1pant accounts. Employer contributions are determined at the dlscretlon of "
-the Board of D:rectors No contribution expense was recorded for the ESOP in 2006, 2005 or

2004 ' : e , S

Supplemental Executive Rettrement Plan

a

- Effective ]anuary 1, 2004, 'the Company’s . Board of Dlrectors formallzed a Supplemental
Executlve Retirement Plan (SERP), which was previously- approved ]anuary 1, 1992| for certain
des:gnated executives in order to prov1de supplemental retirement income. The SERP is a -
" defined contribution plan, is unfunded, and contributions are made at the Company s discretion,
For the years ended December. 31, 2006, 2005 and 2004, the Company expensed $374 000,
$355 000 and $7.2 million, respectwely, for the SERP : ] oo

Past—employment or Post- retrrement Beneﬁts

-

FASB Statement No 107, “Disclosurés abouit Fair Value of Fmancnal Instruments (FAS 107),

' requires disclosure: of fair value mformatlon about financial 1nstruments, whether or not

-Tecognized in the balance sheet, for which it is practicable to estimate that value. In Fases where -
quoted market prices are not available, fair values are based on estimateés usmg present value .

. or other valuation techniques: Those techniques are 51gnlf1cantly affected by the a'ssumptlons
. used, in¢luding the discount rate and estimates of future cash flows. In that regard, the derived
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many cases, could not be realized in 1mmed1ate settlement of the instrument.

. FAS 107" excludes Certarn f1nanc1al mstruments and all Aon- fmanc:al mstruments from 1ts

) represent the underlymg value of the Company S foee RS

1nstruments at December 31 2006 and 2005

* . . . +.

e o - Degember 31, - .* |

L T e T e T aoee e 2005~
. o e T " Carrying -"'.-'F"a'ir”_ " Carfying . - Fair - )
o S0 . (Amount . Value --'  ° Amount Value - -,

' Fmanc:al assets

Cash and cash equlvalents

§ 1,216,690

-$°1,216,690"-

o o . _Loans held-for sale. . ‘52,741 . 52,741 30,090t - 30,091
. : s .. '.Tradihgsecurities . 106,007 . - 106,007 143,016 143,016
' “.. . InvestmentSecurities” 25,983,095 .- 25,715,877 * - 22,524,185 22,277,373
\ - - Loans (net): = . ‘' 15454,996 - .15377,817 .- '1.12,524988 12,729,831
. . Financiallliahilities': o o B
) . ‘Deposits’ . " - . - 41,288,211 - 41 334 666 34,726,713, -, 34,740,409 .
) K " . ‘Other borrowed money ' 777,404 ~7774o4 Q.-'l‘,106','443 T. 1,106,443
L ' " Off- balancesheetmstruments : ' e e T
' ' Standby-letters of credit - " :$. ~ 2,952 $ = 2,_952‘- 2% 2,605 - % - 2,605 .-
. Comm1trnents to’extend credit . T PR ’ 1',283

'__Refer to Note 22 Denvahve Fmanc1al Instruments for fa1r value mformatron on der1vat1ve, )

‘,-method s S

disclosures for financial mstruments o R

,-_l . . B

fmanc1al mstruments i S

The followmg methods. and assumphons were used by the Company in eshmatmg 1ts falr value

>
.

. farr value estimates cannot be substantlated by comparlson to mdependent markets and in ’

"drsclosure requrrements Accordmgly, the aggregate fa1r value amounts presented do not -

S The followmg table represents the carrymg amounts and fa1r values of the Company s fmancral.— :

$1,296,764  $ 1,296,764 .

© Cash and cash equwalents loans held for sale and tradmg securttzes The carrymg amounts reported -
-approxunate those assets fair value.. - . ‘ o JREC AR R

*rInvestment- secur:tres Falr values for mvestment securmes are based on quoted market prlces,

_where available, If quoted market prlces are-not avallable fair values are. based ‘on. quoted

market pnces of comparable 1n5truments Co A

1 L]

estrmated usmg dlscounted cash flow. analyses, using interest rates curtently béing offered for

- loans'with_ similar terms to ‘borrowers of similar credit.quality. Loans with _significant

o .Loans For vanable-rate loans that reprlce frequently and wrth no 51gmf1cant change in credlt '
. rigK, fair values are based on carrying values. The fdir values for other loans receivable were

collechbrhty concerns were fa1r valued ona loan-by loan baS1s unllzmg a drscounted cash flow“

...\_

are, by- definition, equal to'the amount payable on.demand at the reporting date (i.e., their
carrymg amou.nts) Fair values for frxed rate cerhﬁcates of deposit are est1mated usmg a

* Deposit [mb:lztres The faxr values dlsclosed for demand depos:ts (e §es 1nterest-bearmg and
nonmterest-bearmg checking, passbook savings, and certain types of money market accounts) -
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... -y . . . .. - . Y
T . . : : ;

- L dlscounted cash flow calculation that apphes interest rates currently bemg offered on certiﬁca_tee 1
o of dep051t to a schedule of- aggregated expected monthly rnaturlhes on t1me dep051ts._ Lo '

. Other borrowed money The carrymg amounts reported approx1mate fair value "., o

‘ L Off balance sheet ltabrht:es Off balance sheet liabilities of the Company consxst of letters of CI‘ECllt

p ~ loan comm1tments and unfunded lines of credit. Fair values for the Company s off- balance sheet - -

-~ liabilitiés are based on fees currently charged to enter into similar agreements, takmg into
. account the remammg terms of the agreements ‘and the counterpartles CI'Edll.‘ standmg L

.’_

19. Quarterly' = The followmg represents summanzed unaudited quarterly fmanaal data of the Company

*Financial Data - .- - which, in the opinion of management, reflects ad]ustments {(comprising only normal recurring

(unaud:ted) " *" . accruals) necessary for fair presentation. ‘As described in Note 11.~ Income Taxes, thie Company .
".recorded-an addltlonal eshmated net tax llablllty of $15 8 m1lhon durmg the fourth quarter of - -
‘-‘2006 R - . . '

N S _IhreeMdnthsEnded I I

‘ ' ':Decerr!ber}l : _Septerhbe'r 30 - June 30 IMarch 3 -

*“(dollars in thousands)”

) . V '!-’ l-. N L L . T -
Lo ,Interest mcome e . . $609,093 . $597,406 ' $562,162 .. |$510,463.

Interest expense - . .. . 283422 - 275436 ' 243225 - 202,533
... -Netinterestincome -, 325,671 7" . 321,970 " 318,937 - | 307,930
- * Provision for creditlosses . 0102000 - 9499 .0 - 7,500, 6,501
S -'Prov151onforfederaland o o ' Lo ' T
~ - state mcome taxes ., .. -56108- . 39,890 41,089 . 39,800 ;
. Netincome™ . - .- . i 62,827 .0 79,669 ‘79520 - | 77297 - ' -
-_Netmcomepercommonshare P LAY P
. Basic’ CeaLl e .. 78033 - $043 , .$0.43 " $043 . -
Dllutecl SO LR 032 . 041 T 041 0 |7 041 0
! 2005

ST " Interestincome- © i . T - 5473227 ‘,$423,5§39 " '$397,698 | $370,480
S B ;Interestexpense T eo e 174,387 ¢+ - 136,465 - 109,231, . | 91,579

. Netinterestincome “*° ', -7 298840 - 287374 - 288467 | 278,901
' Provnslon for credit losses - .. '5,400 - h 3000 4,500° G 6250 v
L Provision for federaland~ *". - - .7 L7 0 B 7
; - - state income taxes. o 24292 41;1'16 - 41,702 40,797 B
; -+ Neti income - - .; ‘ T 4693807 79455 1 .- '79,409 S - 77,137
o 0T Netmcomepercommonshare Coe T e
. - . Basic - .. 80270 Tt $0.48 $0 49 | - %048 -
) .Diluted” . . . .:.. 026 < 045 <1 046 |’ 045




MY (dollars in thousands) - 2006 2005
Company and - » — : :
. ,'(_).therMatte'fs‘_ - Assets e e Vol
o - . Cash- , - $ 5488  § - 4530
_“Securities available for sale R 39,034 . -0 82754,
Investment in subsmllaries-f * . 2754 104 S 2,278,869 .
Other assets” ' ' 25890 . . 21496
Total assets - - $2,824,516 - $2,387,649
0 Liabilities. - . - B
, -~ - .. .Otherliabilities - . ) .$ 23418 - $. 78476 -
) : Total liabilities - 23418 . T 78476
Stockholders’ equlty - . Sl
o Common stock p . 189,738 - 179,499
LR ‘ Capltalmexcess of par value 1,744,691 " 1,450,843;
o . Retained earnings - 958,770 750,710
T Accumulated other comprehenswe loss (65,240) . - (59 169)
Lo e . 2,827,959, *2,321,883 . -
e S Less treasury stock, at cost " " 26,861 12,710 .
o .. ‘fotal stockholders’ equity 2,801,098 .2,309173 , -
-+ " Total liabilities and stockholders’ equity ©$2,824516 . . . $2,387,649
"Sta'temerits'ofvlnconl‘e |
) Year Ended December 3, -
(dollars in Hiousands) - 20060 72005 2004
_.Income ) : o T T .
| N Dividends from subsxdlarles : " $ 17,000 '$ 25,000 $ 20,000
B . :Interest income o ~ . 289 7 " 438, o499
n Other ‘ 15,774 3,659 8,028 - -
. - S ] Ca30637 0 29097 28527 -
Expenses LT . - ._‘, - : B
' Interestexpense L _ _ . s o 8,639 12,448
) Opera_tlng expenses’ - - . ;15,432 - - 1,728 - " 10,370
S ‘ 15,432 © . .10,367 22,818 -
_ Income before income taxes and T e S
. equxtymundlstrlbuted income of sub51d1ar1es . 7,631 ° 18,730 . - 5,709
. Income tax beneflt S {2973). . - (2,220) (5,025)
' 710,604 720,950 10,734
,Equlty in undlstnbuted income of sub51d1ar1es 2_88,-'769 R 261,989 262,684'
Net: mCOme L ' $299,313 - $282,939 . $273418

L

P20, Condensed Ba.l'ance Sheets
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. - . Notes to Consolidated Financial Statements.
,Statehrent"s'of Cash F]ow"'s__'
T oy . Year Ended December 3, _
" dollars i thousaridg) .. o og:2006 2005 .| 2004 -
Operatmgactlvmes ‘“ . .‘ ' o,
" Netincome ' - .- Lo $299,313‘» $[2_.32,_,939 . §273,418
Ad]ustments to reconcrle net income. tonetcash BRI w
, provided by operating activities: o
. Provisionfor depreciation, " ... T L L
- amortization and accrétion” © © . . < .. 34 - 152 189
_ "Stock-based compensation expense . f-7,376 . T
,Undlstrlbuted income of sub51d1ar1eo T 7 (288,709). - (261,989)  -|(262,684) " "
- Increase in other assets -~ - S L (4,618) - o (4001) | (13,278)
. (Decrease) mcreasemother l1ab111t1e5 - -(56,346) - = 35453 - .| 45,072
S i Netcash(used)provrdedby U Y
S operatmg achvrhes Tooo e {42950 . 0 51,954 42,717
Investmgachv1t1es s S T e " S
'Investments in subsxdlarles Cos T s {161,193) - (155 000) o |(168,700) .
Proceeds from the maturrtyof securiies " Ul . T R I
* available for sale- ~ .7, : . o .. 245000 7 .. 158 000 198,000
Purchase of securities avallable for sale " {(204,790) - - (177, 451y :  [(154;528)" .
" “/"Net cash used by mvestmg act1v1t1es (120;9@3)_ . (174,451) (125,228l
Fmancmgachwnes - B R T
-+ *-Proceeds from i issuance of common stocl\ under IR e
) d1v1dend rernvestment and other stock plans . 253,050 Lo 194,022 146,057 -~
. D1v1dends paid . .. L. - (88,192) - - (72,363) '(59 205)
S Redemptron of long term debt B '_ L T (188) - I
'_Other ST - S < B SR ¢ ) (1 484)_ S
L * Net cash provrded by fmancmg activities - 164 891 1Zl 503 - | 85368 .
"Increase (decrease) in cash and cash-equivalents LT r958 0 (994) g 2,857.
Cash and cash equlvalents at begmnmg of year -, " c_ 4,530 - 5,524 . 2,667 .
~Cash and cash equivalents atend of year . .. ‘$ .5488 - . $~‘ 4_,530' . $. 5524 .
SuPplemental disclosures of cash ﬂow mformatlon ' ST .
Cashparddurmgtheperlodfor PO I
~ Interest CN B R - $ 9201 g 12,268. -
. Income taxes - ST ($145183 144479 - | 121766,

4

Holders of common stock of the Company are entrtled to receive d1v1dends when declared byf
. the Board: of Drrectors out of funds Jegally available. Under the New ]ersey Business -

Corporatlon Act; the. Company may pay dividends only if it is solvent and would not bé. ..

“‘rendered insclvent by the dividend payment and only to the extent of- surplus (the excess of '
the net assets of the Company over 1ts stated capital). '

The approval of the Comptroller of the Cutrency is reqmred for a natronal bank to pay d1v1clends .
1f the total of all dividends declared in any. calendar year exceecls net profits (as defined) for

. that year combined w1th its retained net: proﬁts for the preceding two calendar years. New Jersey, o
“state banks are subject to similar dividend restfictions: Commerce N.A. and Commerce North - .
can declare dividends in 2007 ‘without additional approval of approximately $468.4 m1lhon and . °-

$83. 2 rhillion; respectively, plus an additional amount. equal to, each bank s net pro ht for 2007
‘ upte to the date of any stich d1v1dend declarat1on - : :

\'- -
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Notes to Consolrdated Fmanc1al Statements s el L e e T
o The Federal Reserve Act requ1res the extensiofi of credlt by any of the Company 5 bankmg

B “* . - ‘subsidiaries to certam afﬁhates including Commerce- Bancorp, Inc. (parent)“be secured by-
L e S readlly marketable securltxes, that extension of credit to any one affiliate be limitéd to.10% of

oo 0t the caprtal and caprtal in excess of p par.or stated value, as defined, and: that extenswns of credrt

|, P “to all such affiliates be limited to 20% of. capital and capltal in excess of.par or- stated value At

e o D December 31, 2006 and 2005 the Company comphed w1th these gurdelmes

| . .

PR wo o - : . ;»‘
R L The Company and 1ts subsrdlarles are sub]ect to- var1ous regulatory caprtal requlrements
e LT -'.'_'_ - . admiristered. by the federal banking agencies. Failure-to meet minimu capital requirements

Goceen 7Y s A initiate certain mandatory and possibly- addltlonal dlscretlonary actions by. regulators that, .

T - if undertaken cotild have a direct material effect on the Company s financial statements. Under -
oo e v capital adequacy guldelmes and the régulatory framework for prompt correctlve actlon the"
T Company must meet’ specrflc gu1delmes that mvolve quantltahve measures of the Company 5
BRI R assets lrabllltles, and certain off-balance-sheet items as calculated under. regulatory accountmg
ea LT . practlces ‘The- Company s caprtal amounts and- classification are also subject to qualrtatlve

P ]udgments by the regulators about components rlsk welghtmgs, and other factors. . .- -

‘ LT As of- December '31; 2006 and 2005 the Company and each of its subsrdlary banks were

. ) TR j_;_-- . categonzed as well—capltahzed” under the- regulatory framework for prompt corrective actron
N . There, are. no ‘conditions of events since December 31, 2006 that management beheves have
I ; changed any subsrdlary bank’s caprtal category L : IR P
coo T T Quantltatlve measures estabhshed by regulatron to ensure capltal adequacy requrre "the

o R Company and its Subsidiaries to Thaintain minimum amounts -and ratios of total ‘and Tier I

A capital (as defmed in ‘the regulatlons) to risk- based assets (as. defmed in‘the regulatrons) ‘and’

LTl - P . .

e h o D of Tier It caprtal to average assets (as defmed in the regulahons) or'leverdge. Management
LT T belreves, as of: December 31, 2006, that'the’ Company and 1ts subsrdlarles meet all capltal
I R adequacy requu‘ements to whlch they are sub]ect o , S, .
- Ly L, e o ) o , t_ s Lol

R N oy a X : . ~ N ; ' + ' b ‘ ,
. (P .‘,'_,_“_ STt ST S R A LT A v S <5
n - - , L - E - ) t, ) , L ‘," - . . . P . i B . oo .
1 <« ; 3 - - . , . - . Sa . + = N - . ~
A -, ¢ PR S n « ! * ) e
t « : 1 K oot - . . PR K 1 -
p > “ N 4 ' N ' e, AE ) ’ = . N - 1 S i i .' 3
. M e - . . ' - T = o ..Wl“ o ; ‘_ + - i : :
o : . ; TR SR T s .
. <00 - AT NP e - R
= [ " -. s - f - ”‘ ok ' . ’ PON r" . = i
. . N | A . - _ , . . ..
’ = - ' IR g T >
- i e e o mA T : e -
- ., 1y - N ; ,j ) . " 1 N '." . . :. J v‘ ) |_' ; r . :. ' .1
' LS . '_, . 1 & H ) B ‘ \ -'Ai ". f -‘ : ' T - ' !
) N ". U ‘L ' : - ' ‘ ¥ K M-. ” : --.” . s tr - Al . ts
N X, . - s - ALY A . 14 T N . n
N e L vl ! b ome - . . .
. 1 . . , . = . _ . - N . . - N
1 . . v T ¢ * . Y - a v < . . - :' !
- N -. . . 4 . d _‘,’ . ) 3 N "
. IR el . A S - R Ny ;
o T T et - PR o) RO R
i v - '.‘ _ ‘-_ - R . "_ﬁ( fl . f_" .—_“; L .,
. L " g s , T Do - ,’ -‘ A . - N
, o L . . R N LT . , ~ i - -
RIETP . SRR SIS e T e o v
Lot . B g Yo 6 . ) o R ¢ , < .
T R ~ ., ., ' i - N ' ro R o iy . S [2 N
e, y 5 ; . : - N . :
- '108 . - R s R . FE E ' N o N . N v &
v BRE T TR ‘ et L
> 3 s . ' L ™ . - , 4 P
: o . - N LT L \ o - P o= bE




E capltal rahos at December 31 2006 and 2005. -

'Notes to Consolidated Financial Statements -

. _'\ -7
'

The followmg table presents the Cornpany s, and Commerce N As risk- based and leverage ’

"L Per Regulatory Guldelmles
I ) "Well Cap!tallzed"

’ ",. . e Actual - Mlnlmurn-. .

‘ Amount -

"Amount  ‘ Ratio . .Ratio * - Amount| 'Ratio =~

0
’

December 31 2006

_ Company

Rlskbased capltal ratlos . e e B PPN
" Tierl. © $2,724,708 7 11.73% .. $ 929,142 4.00% ~ $1,393, 712 600%_; .
. Total capital 2,889,203 . 12.44 " | 1,858,283 "800 = .2,322854 1000 -
' Leverageraho 2,724,708. 618" 1762 755_.4.00- © 2,203,443, 5.00
CommerceNA “e ) N
R.lskbasedcapltalratlos R P -
Tier 1. - $2,403,663° 11.30% <. $ 850,791 4.00% . $I, 276 187 - 6.0(}%_ '
 Total capital 2546651 1197 - 1,701,583 8.00° 2126979 10.00
> Le‘verag‘e 'ratio' B 2,403,663 - 600 .. 1,602,556 ~4.00 - 2,003, 196 - 500 - .
December 31 2005 :
‘Company - RS o
_ mskbasedcapltalrahos P : [ A
- Tierl:. $2,261,416° ,.11.81% - - $ 765,812  4.00% " $1,148,718 ° 6.00%
Total capltal 12,4087727 1258 .. 1531625 800 . 1914, 531 1000
.Leverage ratio . . 2261416 604 . .1497,889 400 - 1872362 500 |
CommerceNA
- Risk based capltalrahos . e P T
' Tierl _ $2 004, 448 11.46% $ 699,719 4.00% $1,049 78 - 6.00%
Total capxtal 2,130,878- 12.18 - 1399438 8.00 1,749,297, 10.00
Leverage ratio .. - 2,004,448 - 592 .. 1,354,615 74.00 - 1, 1693, 269 5.00. -

Tt
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. Notes to Consolidated Financial Statements
.- 21. Segment . -~ . - The Company operates one reportable segment of busmess, Commumty Banks wh1ch mcludes
' Reporting Commerce N.A. and Commerce North. Through its Commumty Banks, the Company provides
' * a broad range of retail and commercial banking services, and corporate trust services. Parent/

» Other includes the holdmg company, Commerce. Banc Insurance (whose nonmterest revenues:
of $83.5 million, $76.2 million and_$72.5 million in 2006, 2005, and 2004, respectwely, were
- . ‘“reported in other operating, .income), and CCMI (whose noninterest revenues of $29.6 million,

. - 8254 mlllron, and $28, 1 million’ in 2006, 2005 and 2004 respectlvely, were reported in-other

operating. mcome) o o

‘Selected segment 1nformat10n for each of the three years ended Decembgér 31 is as- follows (m

-thousands) o Sl —
) ; 2006 .. - - C.o2008 O - 72004 -
hE ) . . Community Parent/ * - Commuruty Parent/ | Comumunity Parent/ .
: Banks ., Other- "-Total  Banks'.” ' Other. Total '  Banks-  .Other Total
. ." Net interest income " - ‘- o o s o . ’

- (expense) ' - $1,271,050 § 13,458 $1,274,508 $1,157,208 $ (3,5526) $1,153,582 51,024,0?2 $(6,307} .51,017,785

S ' - Provisionfor . , . Lo oL ST K e el
creditlosses . . 33700 — 33700 19,150 - — 19,150 39,238 — 39238

. S . ,.,.,' . Net'intérest income . IR .o o - S ." P ,
- : oo ot . ' after provision | 1,237,350 - 3,458 1,240,808 . 1,138,058 (3,626) 71,134,432 984,854 * (6,307) 978,547
. . ' .~ - Noninterest income ', 463,873 127,280 591,153  -337,979 104,815 - 442,794 - 267,912 107,159 375,071
o, LT - - Noninterest expense 1,241,873 -113,888 1,355,761 1,063,467"' 82913 1,146,380 © B46,421 92,357 938,778
Income before '. SRR S s 3 e - o .
o incomie taxes - -~ 459,350 16,850 476,200 ~ 412,570 | 18,276 ' 430,846 406,345 8,495 414,840
L . © .+ . ‘Incometaxexpense - 170,122 ° 6,765 . 176887 141610 . 6297-. 147,907 138879 - 2,543 141,422

Netincome . .  $.289,228 $°10,085 § 299,313 § 270,960 § 11,979 § 282,939 § 267,466 '$ 5952 § 273,418

'Averageassets .' N B o T ' . e ' K
(1n millions) ' $ 39,260 § '2,902 § 42,162 -5 31,534 "§' 2472 -§. 34,006'5 24,452 § 2,167 § -26,619°

. .

RN The f1nanc1al mformahon for each segment 1s reported on the ba51s used mternally by the'
- IR Company s management.to evaluate performance Measurement of the performance of each
h ' ' segment is based on the ‘management structure of-the, Company and. is- not necessarlly
e e omparable with financial information from other entities. The information presented is not
" - . '~ necessarily indicative of the segment’ s results of operatlons if each of' the Commumty Banks
' ‘ 'weremdependentenhnes B R

’ - - T . - . - .
- . . . ‘ . . .
N 3. -



22. Derivative
Financial

Instruments

.

“Notes to Consoiidaféd'.Finaritial ‘Stateménfs

. . ° .
f,‘”'- - ' + g . P

" As part of CCMI’S broker-dealer activities, CCMI mamtams a tradmg securmes portfoho for

. distribution to its customers in order to meet those customets’ needs. In order to reduce the
". " .exposure to market risk relating to the tradmg securities portfollo, CCMI buyé and sells
‘derivative financial instruments, primarily interest rate futures and option. contracts Realized

i
and- unreallzed gains ‘and losses on derivative' financial 1nstruments are 1ncluded in other.

operating income.. As of December 31, 2006 and 2005, the notional amount of 1nterest rate . -

futures and option contfact positions was $39.0 million and $8.0 mllhon w1th aggregate fair -

- values of $262 thousand and $0, respectively.

As’an accommodatlon to its loan customers the Company enters irito mterestI rate swap_ _
agreements The’ Company minimizes its market risk by concurrently entering into offsetting *

- swap agreements with counterparties. The offsetting swap agreements generally have identical
“notional values and terms.- These swaps are carried at estimated fair value with changes in
‘estimated fair value included in other.operating income. As of Decemiber 31, 2006 and 2005,
thie notional amount of-interest rate swap positions was $1.3 billion and’ $510 5'million with -
aggregate’ falr values of $5.7 milliori and $1.4 million, respectwely -

" As part of the Company’s residential mortgage act|v1t1es, the COmpany enters into mterest rate
“lock commitments with its customers. The interest rate lock commitments on* residential
- mortgage loans intended to be held for sale are considered free standing derivative instruments.

The option to sell the mortgage loans at the time the ‘commitments ‘are made are also -free

< -standing derivative instruments. Generally, the change in fair value of thr—:sei derivative’
g 1nstruments due to changes in mterest rates offset each other.




R N T ) B FINANCIAL PERFORMANCE

J o The graph below shows the cumulatlve return expenenced by CBH 5 Shareholdcrs over the years o

—_— 2002 through:2006; the S&P. Mid 400 Fin Index and the S&P 500- -Index, assummg an mvestment
T of $100 in each at Deccmber 31 2001, and the remvestment of d1v1dends ' .

Companson of Flve-Year Cumulatlve Total Return
Lot . Commerce S&P Mid 400 Fin Index; S&P 500 lndex ’

Dollars -’

$250 - : Yenr e-nd 2002 to Year-end 2006

A

v R 5200 foemioltl

: $50-4 :
- 2001 2002 To20030 - T 2004 20057, © 2006

| 8 S&P 500 Index "8 S&PMid 400 Fin Index _

- -The b_eghining :amd:e‘nd dz_ifzi-'poin't's Lised forr_thé perfonnance-graphiaré listed below. -
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T T e e
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