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PART I - FINANCIAL INFORMATION

ITEM 1. FINANCIAL STATEMENTS

MARSHALL & ILSLEY CORPORATION
CONSOLIDATED BALANCE SHEETS (Unaudited)
($000’s except share data)

Assets:

Cash and cash equivalents:

Cash and due from banks

Federal funds sold and security resale
agreements

Money market funds

Total cash and cash equivalents
Interest bearing deposits at other banks
Trading assets, at fair value
Investment securities:

Available for sale, at fair value
Federal Reserve Bank stock and FHLB
stock, at cost

Held to maturity, fair value $71,386
($74,555 at December 31, 2010 and
$107,319 at March 31, 2010)

Loans held for sale

Loans and leases

Allowance for loan and lease losses
Net loans and leases

Premises and equipment, net
Goodwill

Other intangible assets

Bank-owned life insurance

Other real estate owned (OREQO)
Accrued interest and other assets
Total Assets

Liabilities and Equity:

Deposits:

Noninterest bearing

Interest bearing

Total deposits

Federal funds purchased and security
repurchase agreements

Other short-term borrowings

Accrued expenses and other liabilities
Long-term borrowings

March 31,

2011

517,915

6,049
54,386
578,350
3,269,678
222,908

6,279,366

373,101

68,819
139,564
35,040,537
(1,374,077 )
33,666,460
519,825
609,517
110,424
1,243,864
340,842
2,218,228
49,640,946

8,305,990
29,097,465
37,403,455

195,977
3,753
836,564
4,966,723

December 31,

$

$

$

2010

510,961

25,039
64,966
600,966
2,374,010
258,066

6,504,607

380,097

71,918
138,213
36,861,144
(1,387,575 )
35,473,569
527,962
609,517
114,813
1,234,384
339,462
2,204,367
50,831,951

8,078,733
30,179,899
38,258,632

211,823
16,015
977,821
5,028,787

$

$

March 31,

2010

588,687

27,057
55,434
671,178
1,939,006
254,549

7,108,564

411,901

104,245
174,103
42,474,704
(1,515,154)
40,959,550
557,650
609,517
129,064
1,200,130
454,317
1,995,595
56,569,369

7,787,831
34,194,419
41,982,250

829,665
64,348
957,329
5,865,381
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Total Liabilities

Equity:

Preferred stock, $1.00 par value;
5,000,000 shares authorized; 1,715,000
shares issued and outstanding of Senior
Preferred Stock, Series B (liquidation
preference of $1,000 per share)
Common stock, $1.00 par value;
530,726,042 shares issued (530,164,081
shares at December 31, 2010 and
530,164,081 shares at March 31, 2010)
Additional paid-in capital

Retained earnings

Treasury stock, at cost: 203,635 shares
(1,487,080 shares at December 31, 2010
and 3,029,908 shares at March 31,
2010)

Deferred compensation

Accumulated other comprehensive
income, net of related taxes

Total Marshall & Ilsley Corporation
shareholders' equity

Noncontrolling interest in subsidiaries
Total Equity

Total Liabilities and Equity

See notes to financial statements.

43,406,472

1,715

530,726
4,926,497
880,754

(2,974
(35,466

(77,860
6,223,392

11,082
6,234,474

$ 49,640,946

)
)

)

44,493,078

1,715

530,164
4,947,943
1,028,051

(34,496 )
(38,629 )

(106,813 )
6,327,935

10,938
6,338,873

50,831,951 $

49,698,973

1,715

530,164
4,959,570
1,520,214

81,122 )
(37,751 )

(33,730 )

6,859,060
11,336
6,870,396
56,569,369




Edgar Filing: MARSHALL & ILSLEY CORP - Form 10-Q

Table of Contents
MARSHALL & ILSLEY CORPORATION

CONSOLIDATED STATEMENTS OF INCOME (Unaudited)
($000’s except per share data)

Three Months Ended March 31,

2011 2010
Interest and fee income
Loans and leases $ 424,034 $ 509,573
Investment securities:
Taxable 36,067 49,370
Exempt from federal income taxes 8,245 9,386
Trading securities 168 183
Short-term investments 1,719 1,086
Total interest and fee income 470,233 569,598
Interest expense
Deposits 76,614 112,564
Short-term borrowings 146 677
Long-term borrowings 46,739 52,892
Total interest expense 123,499 166,133
Net interest income 346,734 403,465
Provision for loan and lease losses 418,803 458,112
Net interest income (loss) after provision for loan
and lease losses (72,069 ) (54,647 )
Other income
Wealth management 74,260 68,092
Service charges on deposits 32,920 32,099
Gain on sale of mortgage loans 7,087 5,660
Other mortgage banking revenue 540 692
Net investment securities gains 7,212 102
Bank-owned life insurance revenue 11,180 10,794
Gain on termination of debt - 10,296
Sale of merchant portfolio processing - 48,272
Other 53,257 45,653
Total other income 186,456 221,660
Other expense
Salaries and employee benefits 155,491 161,598
Net occupancy and equipment 34,090 34,102
Software expenses 8,907 7,902
Processing charges 30,638 32,082
Supplies, printing, postage and delivery 7,653 8,154
FDIC insurance 22,523 27,254
Professional services 22,290 20,790
Amortization of intangibles 4,390 5,140
Net OREO expenses 15,757 31,600
Loss on brokered CDs - 5,792
Loss on termination of debt 795 -
Other 23,144 31,173

Total other expense 325,678 365,587
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Income (loss) before income taxes (211,291) (198,574)
Provision (benefit) for income taxes (95,028 ) (83,605 )
Net income (loss) including noncontrolling interests (116,263) (114,969)
Less: Net income attributable to noncontrolling

interests (331 ) (389 )
Net loss attributable to Marshall & Ilsley

Corporation (116,594) (115,358)
Preferred dividends (25,415 ) (25,180 )
Net loss attributable to Marshall & Ilsley

Corporation common shareholders $ (142,009) $ (140,538)

Per share attributable to Marshall & Ilsley
Corporation common shareholders

Basic $ (027 ) $ (027 )
Diluted $ (027 ) $ (027 )
Dividends paid per common share $ 0.01 $ 0.01
Weighted average common shares outstanding

(000's):

Basic 526,020 524,086
Diluted 526,020 524,086

See notes to financial statements.
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MARSHALL & ILSLEY CORPORATION
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS (Unaudited)

($000’s)
Three Months Ended March 31,
2011 2010

Net Cash Provided by Operating Activities $ 257,821 $ 379,613
Cash Flows from Investing Activities:
Net increase in short-term investments (895,669 ) (810,213)
Proceeds from sales of securities available for sale 2,816 8
Proceeds from redemptions of Federal Reserve Bank
stock and FHLB stock 7,006 1
Proceeds from maturities of securities available for
sale 276,467 346,053
Proceeds from maturities of securities held to
maturity 5,180 14,009
Purchases of securities available for sale (17,782 ) (754,518)
Purchases of Federal Reserve Bank stock and FHLB
stock (10 ) (16,621 )
Purchases of securities held to maturity (1,900 ) -
Net decrease in loans and leases 1,221,115 961,738
Purchases of premises and equipment, net (3,905 ) 5,474 )
Proceeds from sale of merchant portfolio processing - 48,272
Net proceeds from sale of OREO 92,958 106,641
Net cash provided by (used in) investing activities 686,276 (110,104)
Cash Flows from Financing Activities:
Net (decrease) increase in deposits (855,738 ) 413,879
Net decrease in short-term borrowings (28,089 ) (226,027)
Payments of long-term borrowings (56,559 ) (593,557)
Dividends paid on preferred stock (21,438 ) (21,437 )
Dividends paid on common stock (5,288 ) (5,269 )
Proceeds from the issuance of common stock 261 1,542
Other 138 55
Net cash used in financing activities (966,713 ) (430,814)
Net decrease in cash and cash equivalents (22,616 ) (161,305)
Cash and cash equivalents, beginning of year 600,966 832,483
Cash and cash equivalents, end of period $ 578,350 $ 671,178
Supplemental Cash Flow Information:
Cash paid / (received) during the period for:
Interest $ 131,236 $ 196,936
Income taxes 510 (136,313)

See notes to financial statements.
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MARSHALL & ILSLEY CORPORATION
Notes to Financial Statements
March 31, 2011 & 2010 (Unaudited)

1. Basis of Presentation

The accompanying unaudited consolidated financial statements should be read in conjunction with Marshall & Ilsley
Corporation’s Annual Report on Form 10-K for the year ended December 31, 2010. In management’s opinion, the
unaudited financial information included in this report reflects all adjustments consisting of normal recurring accruals
which are necessary for a fair statement of the financial position and results of operations as of and for the three
months ended March 31, 2011 and 2010. The results of operations for the three months ended March 31, 2011 and
2010 are not necessarily indicative of results to be expected for the entire year.

Prior to June 30, 2010, the Corporation had presented investments in Federal Reserve Bank stock and FHLB stock
within Investment Securities Available for Sale on the consolidated balance sheet. During 2010, the Corporation
determined that investments in Federal Reserve Bank stock and FHLB stock should be separately presented on the
consolidated balance sheet. As a result, the accompanying consolidated balance sheet as of March 31, 2010 and the
condensed consolidated statement of cash flows for the three months ended March 31, 2010 have been restated to
present investments in Federal Reserve Bank stock and FHLB stock separately from Investment Securities Available
for Sale.

Prior to June 30, 2010, the Corporation had presented gains on sale of other real estate owned (“OREQO”) within Other
income as OREO income. During 2010, the Corporation determined that gains on sale of OREO should be presented
net along with OREO expenses in the consolidated statements of income. As a result, the accompanying consolidated
statement of income for the three months ended March 31, 2010 and related disclosures have been restated to present
gains on sale of OREO along with OREO expenses in Net OREO expenses.

2. New Accounting Pronouncements

In April 2011, the Financial Accounting Standards Board (“FASB”) issued new guidance to clarify the accounting
principles applied to loan modifications. The additional guidance clarifies when the restructuring of a receivable
should be considered a troubled debt restructuring (“TDR”), which the Corporation refers to as “Renegotiated Loans,” and
ends the deferral of activity-based disclosures about TDRs that are part of the new credit quality disclosure
requirements. The clarifications regarding which modifications constitute a TDR are effective for periods beginning

on or after June 15, 2011, and are to be applied retroactively to the beginning of the annual period of adoption and the
additional disclosures are effective for the Corporation as of September 30, 2011. The Corporation is continuing to
evaluate the impact of the adoption of this new accounting guidance.

3. Fair Value Measurements

The Fair Value Measurements and Disclosures Topic of the Codification generally applies whenever other topics
require or permit assets or liabilities to be measured at fair value. Under the topic, fair value refers to the price at the
measurement date that would be received to sell an asset or paid to transfer a liability in an orderly transaction
between market participants in which the reporting entity is engaged. The topic does not expand the use of fair value
in any new circumstances.

11
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MARSHALL & ILSLEY CORPORATION
Notes to Financial Statements - Continued
March 31, 2011 & 2010 (Unaudited)
Fair-Value Hierarchy

The Fair Value Measurements and Disclosures Topic of the Codification establishes a three-tier hierarchy for fair
value measurements based upon the transparency of the inputs to the valuation of an asset or liability and expands the
disclosures about instruments measured at fair value. A financial instrument is categorized in its entirety and its
categorization within the hierarchy is based upon the lowest level of input that is significant to the fair value
measurement. The three levels are described below.

Level 1- Inputs to the valuation methodology are quoted prices (unadjusted) for identical assets or liabilities in active
markets.

Level 2- Inputs to the valuation methodology include quoted prices for similar assets and liabilities in active markets
and inputs that are observable for the asset or liability, either directly or indirectly, for substantially the full term of the
financial instrument. Fair values for these instruments are estimated using pricing models, quoted prices of financial
assets or liabilities with similar characteristics or discounted cash flows.

Level 3- Inputs to the valuation methodology are unobservable and significant to the fair value measurement. Fair
values are initially valued based upon a transaction price and are adjusted to reflect exit values as evidenced by
financing and sale transactions with third parties.

Determination of Fair Value

The following is a description of the valuation methodologies used for instruments measured at fair value on a
recurring basis, as well as the general classification of such instruments pursuant to the valuation hierarchy.

Trading Assets and Investment Securities

When available, the Corporation uses quoted market prices to determine the fair value of trading assets and
investment securities; such items are classified in Level 1 of the fair value hierarchy.

For the Corporation’s investments in government agencies, residential mortgage-backed securities and obligations of
states and political subdivisions where quoted prices are not available for identical securities in an active market, the
Corporation determines fair value utilizing vendors who apply matrix pricing for similar bonds where no price is
observable or may compile prices from various sources. These models are primarily industry-standard models that
consider various assumptions, including time value, yield curve, volatility factors, prepayment speeds, default rates,
loss severity, current market and contractual prices for the underlying financial instruments, as well as other relevant
economic measures. Substantially all of these assumptions are observable in the marketplace, can be derived from
observable data or are supported by observable levels at which transactions are executed in the marketplace. Fair
values from these models are verified, where possible, against quoted prices for recent trading activity of assets with
similar characteristics to the security being valued. Such methods are generally classified as Level 2. However, when
prices from independent sources vary, cannot be obtained or cannot be corroborated, a security is generally classified
as Level 3.

The Corporation’s Private Equity investments generally take the form of investments in private equity funds. The
private equity investments are valued using the Corporation’s ownership interest in partners’ capital to which a
proportionate share of net assets is attributed via the valuations provided by the general partners on a quarterly
basis. These nonpublic investments are included in Level 3 of the fair value hierarchy because the fair value is not

13
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readily determinable and the redemption of the investments will occur via distribution though sale of the underlying
investments of the private equity fund. The length of investment in private equity funds is generally ten years and the
majority of the private equity distributions are expected to occur in the next five to ten years. At March 31, 2011,
unfunded private equity commitments were $52.3 million.

14
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MARSHALL & ILSLEY CORPORATION
Notes to Financial Statements - Continued
March 31, 2011 & 2010 (Unaudited)
Derivative Financial Instruments

Fair values for exchange-traded contracts are based on quoted prices and are classified as Level 1. The fair value of
over-the-counter interest rate contracts are measured using discounted cash flow analysis that incorporates significant
inputs, including LIBOR curve, derivative counterparty spreads and measurements of volatility. Interest rate contracts
that are valued using discounted cash flow analysis through use of models, and other observable inputs are considered
Level 2, observable market inputs.

Certain derivative transactions are executed with counterparties who are large financial institutions (“dealers”). These
derivative transactions primarily consist of interest rate swaps that are used for fair value hedges, cash flow hedges
and economic hedges of interest rate swaps executed with the Corporation’s customers. The Corporation and its
subsidiaries maintain risk management policies and procedures to monitor and limit exposure to credit risk. Approved
dealers for these transactions must have and maintain an investment grade rating on long-term senior debt from at
least two nationally recognized statistical rating organizations or have a guarantor with an acceptable rating from such
organizations. International Swaps and Derivative Association Master Agreements (“ISDA”) and Credit Support
Annexes (“CSA”) are employed for all contracts with dealers. These agreements contain bilateral collateral
arrangements. Notwithstanding its policies and procedures, the Corporation recognizes that unprecedented events
could result in counterparty failure. The Corporation also recognizes that there could be additional credit exposure
due to certain industry conventions established for operational efficiencies.

On a quarterly basis, the Corporation performs an analysis using historical and market implied default and recovery
rates that also consider certain industry conventions established for operational efficiencies to estimate the potential
impact on the reported fair values of these derivative financial assets and liabilities due to counterparty credit risk and
the Corporation’s own credit risk. Based on this analysis, the Corporation determined that the impact of these factors
was insignificant and did not make any additional credit risk adjustments for purposes of determining the reported fair
values of these derivative assets and liabilities with dealers at March 31, 2011.

Certain derivative transactions are executed with customers whose counterparty credit risk is similar in nature to the

credit risk associated with the Corporation’s lending activities. As is the case with a loan, the Corporation evaluates
the credit risk of each of these customers on an individual basis and where, deemed appropriate, collateral is

obtained. The type of collateral varies and is often the same collateral as the collateral obtained to secure a customer’s
loan. To assess the potential impact of counterparty credit risk on the fair values of derivative assets with customers,

the Corporation incorporates a probability analysis to estimate the amount of expected loss of customer derivative

contracts outstanding at March 31, 2011. While not significant, the Corporation did factor in the estimated amount of
expected loss due to customer default in the reported fair value of its customer derivative assets at March 31, 2011.

Loans Held for Sale

Beginning in the second quarter of 2010, the Corporation elected to account for certain residential mortgage loans
held for sale into the secondary market at fair value. The fair value of those mortgage loans held for sale was
determined using current secondary market prices for loans with similar interest rates, maturities and credit quality
and are classified as Level 2.

15
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Notes to Financial Statements - Continued
March 31, 2011 & 2010 (Unaudited)

Assets and liabilities measured at fair value on a recurring basis are categorized in the tables below based upon the
lowest level of significant input to the valuations ($000’s):

Quoted
Prices in
Active
Markets for Significant
Identical Other Significant
Assets or Observable  Unobservable
Liabilities (Level Inputs (Level Inputs (Level

March 31, 2011 1) 2) 3)
Assets (1)
Trading Assets:
Trading securities $ - $ 17,082 $ -
Derivative assets - 205,826 -
Total trading assets $ - $ 222908 $ -
Investment securities available for sale
()
U.S. treasury $ - $ 2,118 $ -
U.S. government agencies - 5,205,002 -
States and political subdivisions - 750,865 25,815
Residential mortgage backed securities - 154 -
Asset backed securities - 577 156,611
Equity 1 - -
Private equity investments - - 73,520
Total investment securities available for
sale $ 1 $ 5,958,716 $ 255,946
Loans held for sale $ - $ 301 $ -

Loans and leases

Residential mortgage loans $ - $ 411 $ -
Accrued interest and other assets:

Financial guarantees - credit protection

purchased $ - $ 5 $ -
Liabilities (1)

Other short-term borrowings $ - $ 3,058 $ -
Accrued expenses and other liabilities:

Derivative liabilities $ - $ 180,397 $ 6,132
Financial guarantees - credit protection

sold - 7 -
Total accrued expenses and other

liabilities $ - $ 183462 $ 6,132
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March 31, 2011 & 2010 (Unaudited)

Quoted Prices in
Active Markets Significant

for Identical Other Significant
Assets or Observable  Unobservable
Liabilities (Level Inputs (Level Inputs (Level
December 31, 2010 1) 2) 3)
Assets (1)
Trading Assets:
Trading securities $ - $ 17,313 $ -
Derivative assets - 240,753 -
Total trading assets $ - $ 258,066 $ -
Investment securities available for sale
2
U.S. treasury $ - $ 2,122 $ -
U.S. government agencies - 5,444,275 -
States and political subdivisions - 747,724 38,117
Residential mortgage backed securities - 165 -
Asset backed securities - 45,220 86,481
Private equity investments - - 78,663
Total investment securities available for
sale $ - $ 6,239,506 $ 203,261
Loans held for sale $ - $ 27,532 $ -
Loans and leases
Residential mortgage loans $ - $ 413 $ -
Accrued interest and other assets:
Financial guarantees - credit protection
purchased $ - $ 2 $ -
Liabilities (1)
Other short-term borrowings $ - $ 5,005 $ -
Accrued expenses and other liabilities:
Derivative liabilities $ - $ 212,060 $ 6,132
Financial guarantees - credit protection
sold - 714 -
Total accrued expenses and other
liabilities $ = $ 2127714 $ 6,132
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Quoted Prices in
Active Markets Significant

for Identical Other Significant
Assets or Observable  Unobservable
Liabilities (Level Inputs (Level Inputs (Level
March 31, 2010 1) 2) 3)
Assets (1)
Trading Assets:
Trading securities $ - $ 21,859 $ -
Derivative assets - 232,690 -
Total trading assets $ - $ 254549 $ -
Investment securities available for sale
(2
U.S. treasury $ - $ 7,367 $ -
U.S. government agencies - 5,801,642 -
States and political subdivisions - 769,010 40,683
Residential mortgage backed securities - 203,167 -
Corporate notes - - -
Asset backed securities - 63,052 88,551
Foreign - - 43
Private equity investments - - 70,686
Total investment securities available for
sale $ - $ 6,844,238 $ 199,963
Accrued interest and other assets:
Financial guarantees - credit protection
purchased $ - $ 8 $ -
Liabilities (1)
Other short-term borrowings $ - $ 7,261 $ -
Accrued expenses and other liabilities:
Derivative liabilities $ - $ 203307 $ 11,600
Financial guarantees - credit protection
sold - 271 -
Total accrued expenses and other
liabilities $ - $ 203578 $ 11,600

(1) The amounts presented above exclude certain over-the-counter interest rate swaps that are the designated hedging
instruments in fair value and cash flow hedges that are used by the Corporation to manage its interest rate
risk. These interest rate swaps are measured at fair value on a recurring basis based on significant other
observable inputs and are categorized as Level 2. See Note 11 — Derivative Financial Instruments and Hedging
Activities in Notes to Financial Statements for further information. Level 3 derivative liabilities represent the fair
value of a derivative financial instrument entered into in conjunction with the sale of the Corporation’s shares of
Visa, Inc. (“Visa”) Class B common stock. See Note 11 — Derivative Financial Instruments and Hedging Activities
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for additional information regarding Visa.
(2) The amounts presented are exclusive of $64,703, $61,840 and $64,363 in affordable housing partnerships at

March 31, 2011, December 31, 2010, and March 31, 2010, respectively, which are generally carried on the equity
method.

10
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Level 3 Gains and Losses

The table presented below summarizes the change in balance sheet carrying values associated with financial
instruments measured using significant unobservable inputs (Level 3) during the three months ended March 31, 2011
($000’s):

Private
Investment Equity
Securities Investments Derivative
(D) 2) Total Liabilities
Balance at December 31,
2010 $ 124598 $ 78663 $ 203,261 $ 6,132
Purchases - 3,144 3,144 -
Sales - - - -
Maturities (75 ) (16,065 ) (16,140 ) -
Accretion/amortization 31 - 31 -
Transfers into level 3 53,506 - 53,506 -
Transfers out of level 3 (12,134 ) - (12,134 ) -
Total gains or losses (realized
or unrealized):
Included in earnings - 7,778 7,778 -
Included in other
comprehensive income 16,500 - 16,500 -

Balance at March 31, 2011 $ 182426 $ 73,520 $ 255946 $ 6,132

Unrealized gains or (losses)

for the period included in

earnings attributable to

unrealized gains or losses for

financial instruments still held

at March 31, 2011 $ - $ 7,778 $ 7,778 $ -

(1) Unrealized changes in fair value for available-for-sale investments (debt securities) are recorded in other
comprehensive income, while gains and losses from sales are recorded in Net investment securities
gains in the Consolidated Statements of Income.

(2) Private equity investments are generally recorded at fair value. Accordingly, both unrealized changes in fair
value and gains or losses from sales are included in Net investment securities gains in the Consolidated
Statements of Income.

This increase in Level 3 investment securities at March 31, 2011, was primarily due to transfers of investments from

Level 2. The Corporation could not obtain a sufficient number of observable inputs in the form of market or broker

quotes to substantiate a Level 2 classification for those investments.

Transfers to and from Level 3 were recognized at the end of each interim reporting period.
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Level 3 Gains and Losses

The table presented below summarizes the change in balance sheet carrying values associated with financial
instruments measured using significant unobservable inputs (Level 3) during the three months ended March 31, 2010
($000’s):

Private
Equity
Investment  Investments Derivative
Securities (1) 2) Total Liabilities
Balance at December 31,
2009 $ 271,196 $ 68482 $ 339678 $ 11,600
Net payments, purchases and
sales (370 ) 1,402 1,032 -
Discount accretion (8 ) - (8 ) -
Transfers out of Level 3 (140,483) - (140,483) -
Total gains or losses (realized
or unrealized):
Included in earnings - 802 802 -
Included in other
comprehensive income (1,058 ) (1,058 )

Balance at March 31,2010 $ 129,277 $ 70,686 $ 199,963 $ 11,600

Unrealized gains or losses for

the period included in

earnings attributable to

unrealized gains or losses for

financial instruments still held

at March 31, 2010. $ - $ 802 $ 802 $ -

(1) Unrealized changes in fair value for available-for-sale investments (debt securities) are recorded in other
comprehensive income, while gains and losses from sales are recorded in Net investment securities
gains in the Consolidated Statements of Income.

(2) Private equity investments are generally recorded at fair value. Accordingly, both unrealized changes in fair
value and gains or losses from sales are included in Net investment securities gains in the Consolidated
Statements of Income.

The Corporation transferred securities, which mainly consisted of $62,140 of senior tranche asset backed securities
and $66,692 of Government National Mortgage Association securities, from Level 3 to Level 2 as significant inputs to
the pricing model used to value these securities became observable in the marketplace, could be derived from

observable data or the values could be supported by observable levels at which transactions were executed in the
marketplace.

Transfers to and from Level 3 were recognized at the end of each interim reporting period.
Assets and Liabilities Measured at Fair Value on a Nonrecurring Basis
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Certain assets are measured at fair value on a nonrecurring basis. These assets are not measured at fair value on an
ongoing basis; however, they are subject to fair value adjustments in certain circumstances, such as when there is
evidence of impairment or a change in the amount of a previously recognized impairment.

12
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The table presented below summarizes the adjusted carrying values and level of fair value hierarchy for assets
measured at fair value on a nonrecurring basis ($000’s):

March 31, 2011 March 31, 2010
Quoted Quoted
Prices Prices
in  Significant in Significant
Active Active
Markets  Other Significant Markets  Other Significant
for for
Identical Observable Unobservable Identical Observable Unobservable
Assets Inputs Inputs Assets Inputs Inputs
(Level (Level (Level
1) 2) (Level 3) Total 1) (Level 2) (Level 3) Total
Loans held
for sale $ - $ 705 $ - $ 705 $ - $ 6618 $ - $ 6,618
Impaired
loans - - 528,642 528,642 - - 658,275 658,275
Other real
estate
owned - - 68,401 68,401 - - 76,360 76,360
Total $ - $ 705 $ 597,043 $ 597,748 $ - $ 6,618 $ 734,635 $ 741,253

Net (gains) losses related to nonrecurring fair value measurements of certain assets consisted of the following ($000’s):

Three Months Ended March

31,
2011 2010
Loans held for sale $ (697 ) $ 7,236
Impaired loans 235,997 210,919
Other real estate owned 4,289 18,975
Total $ 239,589 $ 237,130

Net (gains) losses on loans held for sale represent adjustments during the period presented to record the loans at the
lower of cost or fair value subsequent to their initial classification as loans held for sale. Such fair values are
generally based on bids and are considered Level 2 fair values.

When impairment was measured based on the fair value of the collateral less estimated selling costs or the fair value
of the loan, the loan is considered to be measured at fair value on a nonrecurring basis. The Corporation generally
obtains appraisals to support the fair value of collateral underlying loans. Appraisals incorporate measures such as
recent sales prices for comparable properties and costs of construction. The Corporation considers these fair values
Level 3.

Losses on impaired loans represent net write-downs during the periods presented on impaired loans that were
individually evaluated for impairment based on the estimated fair value of the collateral less estimated selling costs,
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excluding impaired loans fully charged off.

OREO is recorded at fair value based on property appraisals, less estimated selling costs, at the date of transfer.
Subsequent to transfer, OREO is carried at the lower of cost or fair value, less estimated selling costs. The carrying
value of OREO is subject to fair value adjustments when the carrying value exceeds the fair value, less estimated
selling costs.

Losses on OREO represent the net write-downs during the periods presented where the carrying value of the
foreclosed real estate exceeded the current fair value less estimated selling costs of the foreclosed real estate
subsequent to their initial classification as foreclosed assets.

Fair Value of Financial Instruments
Book values and estimated fair values for on and off-balance sheet financial instruments are presented in the following
table. Derivative financial instruments designated as hedging instruments are included in the book values and fair

values presented for the related hedged items. Derivative financial instruments designated as trading and other free
standing derivatives are included in Trading assets.

13
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Balance Sheet Financial Instruments ($ in millions)

March 31, 2011 March 31, 2010

Book Value Fair Value  Book Value Fair Value
Financial assets:
Cash and short term
investments $ 3,848.0 $ 3,848.0 $ 2,610.2 $ 2,610.2
Trading assets 222.9 222.9 254.5 254.5
Investment securities
available for sale 6,279.4 6,279.4 7,108.6 7,108.6
Federal Reserve Bank
stock and FHLB stock, at
cost 373.1 373.1 411.9 411.9
Investment securities held
to maturity 68.8 71.4 104.2 107.3
Net loans and leases 33,806.0 30,310.3 41,133.7 36,511.1
Interest receivable 129.4 129.4 164.3 164.3
Financial guarantees -
credit protection
purchased - - - -
Financial liabilities:
Deposits $ 37,403.5 $ 37,5939 $ 41,9823 $ 423255
Short-term borrowings 199.7 199.7 894.0 894.0
Long-term borrowings 4,966.7 4,962.7 5,865.4 5,745.8
Derivative liabilities 186.5 186.5 215.2 215.2
Interest payable 102.6 102.6 126.8 126.8
Financial guarantees -
credit protection sold - - 0.3 0.3

Quoted market prices are utilized by the Corporation for determining fair value, where readily available. If quoted
market prices are not available, fair values are based on estimates using present value or other valuation
techniques. These techniques are significantly affected by the assumptions used, including the discount rate and
estimates of future cash flows. The calculated fair value estimates, therefore, cannot be substantiated by comparison
to independent markets and, in many cases, could not be realized upon immediate settlement of the instrument. The
current reporting requirements exclude certain financial instruments and all nonfinancial assets and liabilities from its
disclosure requirements. Accordingly, the aggregate fair value amounts presented do not represent the underlying
value of the entire Corporation.

The following methods and assumptions are used in estimating the fair value for financial instruments.

Cash and short-term investments
The carrying amounts reported for cash and short-term investments approximate the fair values for those assets.
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Trading assets and investment securities
Fair value is based on market prices where available. The fair value of trading assets and investment securities are
categorized as Level 1, Level 2 and Level 3, based on the inputs to the valuations.

14
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Net loans and leases

The fair value of loans and leases was derived from discounted cash flow analyses. Loans and leases as of March 31,

2011 were grouped into 1,744 pools based on similar characteristics such as maturity, payment type and payment

frequency, rate type and underlying index, recent loan-to-value (LTV) measures and various types of credit indicators

such as recent FICO scores and the Corporation’s internal loan rating system. Credit spreads were derived from
observable information wherever possible. In cases where observable information was not available because of
inactive markets or the change in the loan characteristics such as declining collateral values, certain adjustments were

made in management’s judgment to estimate credit spreads consistent with the manner the Corporation believes market
participants would assess the fair value of the loan pool. The Corporation has estimated that increasing or decreasing

the credit spreads by the equivalent of a one credit rating adjustment could affect the aggregate fair value of the loans

and leases by approximately $0.5 billion or 1.5% of the net carrying value of total loans and leases at March 31,

2011. The fair value of loans held for sale is based on the expected sales price. At March 31, 2011, the fair value of

net loans and leases is considered Level 2 and Level 3 in the fair value hierarchy.

Deposits

The fair value for demand deposits or any interest bearing deposits with no fixed maturity date is considered to
approximate carrying value. Time deposits with defined maturity dates are considered to have a fair value which
approximates the book value if the maturity date was within three months of the measurement date. The remaining
time deposits are assigned fair values based on a discounted cash flow analysis using discount rates that approximate
interest rates currently being offered on time deposits with comparable maturities. At March 31, 2011, the fair value of
deposits is considered Level 2 in the Fair Value Hierarchy.

Borrowings

Short-term borrowings are generally carried at cost that approximates fair value. Long-term debt is valued using
discounted cash flow analysis with discount curves developed using several methods. Wherever possible, the
Corporation uses pricing from industry accepted services or recently observed transactions in the Corporation’s
long-term debt to develop the discounting curves. The observed transactions are between unaffiliated parties where
there has been sufficient transaction volume to conclude that the observed pricing is representative of the fair value of
the long-term debt obligation. In the absence of representative observed transactions, the Corporation develops
discount curves based on current incremental borrowing rates for similar types of arrangements. At March 31, 2011,
the fair value of borrowings is considered Level 2 in the Fair Value Hierarchy.

Off-Balance Sheet Financial Instruments

Fair values of loan commitments and letters of credit have been estimated based on the equivalent fees, net of
expenses, that would be charged for similar contracts and customers ($ in millions):

March 31,

2011 2010
Loan
commitments $ 4.7 $ 9.7
Commercial
letters of credit 0.3 0.3
Standby letters
of credit 5.3 8.6
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4. Comprehensive Income

The following tables present the Corporation’s comprehensive income ($000’s):

Three Months Ended March 31, 2011

Tax
Before-Tax (Expense) Net-of-Tax
Amount Benefit Amount

Net loss including noncontrolling

interests $ (116,263)
Other comprehensive income (loss):

Unrealized gains (losses) on available

for sale investment securities:

Arising during the period $ 35263 $ (12,641) $ 22,622
Reclassification for securities

transactions included in net income - - -

Total unrealized gains (losses) on

available for sale investment securities $ 35,263 $ (12,641) $ 22,622

Unrealized gains (losses) on derivatives

hedging variability of cash flows:

Arising during the period $ 79 $ 156 $ 235
Reclassification adjustments for

hedging activities included in net

income 10,316 (3,870 ) 6,446
Total unrealized gains (losses) on

derivatives hedging variability of cash

flows $ 10,395 $ 3,714 ) $ 6,081

Unrealized gains (losses) on funded

status of defined benefit postretirement

plan:

Arising during the period $ - $ - $ -
Reclassification for amortization of

actuarial loss and prior service credit

amortization included in net income 560 ) 210 (350 )
Total unrealized gains (losses) on

funded status of defined benefit

postretirement plan $ (560 ) $ 210 $ (350 )
Other comprehensive income (loss), net

of tax 28,953
Total comprehensive income (loss) (87,310 )

Less: Comprehensive income

attributable to the noncontrolling

interests (331 )
$ (87,641 )
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Comprehensive income (loss)
attributable to Marshall & Ilsley
Corporation

Three Months Ended March 31, 2010

Before-Tax
Amount
Net loss including noncontrolling
interests
Other comprehensive income (loss):
Unrealized gains (losses) on available
for sale investment securities:
Arising during the period $ 40,310
Reclassification for securities
transactions included in net income -
Total unrealized gains (losses) on
available for sale investment securities $ 40,310

Unrealized gains (losses) on derivatives

hedging variability of cash flows:

Arising during the period $  (29,136)
Reclassification adjustments for

hedging activities included in net

income 16,889
Total unrealized gains (losses) on

derivatives hedging variability of cash

flows $ (12,247)

Unrealized gains (losses) on funded

status of defined benefit postretirement

plan:

Arising during the period $ -
Reclassification for amortization of

actuarial loss and prior service credit

amortization included in net income 559 )
Total unrealized gains (losses) on

funded status of defined benefit

postretirement plan $ 559 )
Other comprehensive income (loss), net

of tax

Total comprehensive income (loss)

Less: Comprehensive income

attributable to the noncontrolling

interests

Comprehensive income (loss)

attributable to Marshall & Ilsley

Corporation

Tax

(Expense)
Benefit

(14,636 )

(14,636 )

10,850

(6,289 )

4,561

162

162

Net-of-Tax
Amount
$ (114,969)
$ 25,674
$ 25,674
$ (18,286 )
10,600
$ (7,686 )
$ -

(397 )
$ (397 )
17,591

(97,378 )
(389 )
$ (97,767 )
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Earnings Per Common Share

Basic:

Net loss attributable to Marshall &
IIsley Corporation

Preferred stock dividends

Net loss attributable to Marshall &
IIsley Corporation common
shareholders

Effect of dilutive securities:

Stock option, restricted stock and other

plans

Diluted:

Net loss attributable to Marshall &
IIsley Corporation

Preferred stock dividends

Net loss attributable to Marshall &
IIsley Corporation common
shareholders

Basic:

Net loss attributable to Marshall &
IIsley Corporation

Preferred stock dividends

Net loss attributable to Marshall &
IIsley Corporation common
shareholders

Effect of dilutive securities:

A reconciliation of the numerators and denominators of the basic and diluted per common share computations are as
follows (dollars and shares in thousands, except per share data):

Three Months Ended March 31, 2011

Income
(Numerator)
$ (116,594)
(25,415 )
$ (142,009)
$ (116,594)
(25,415 )
$ (142,009)

Average

Shares Per Share
(Denominator) Amount

526,020 $ (027 )

526,020 $ (027 )

Three Months Ended March 31, 2010

Income
(Numerator)

$ (115,358)
(25,180 )

$ (140,538)

Average
Shares Per Share
(Denominator) Amount
524,086 $ (027 )
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Stock option, restricted stock and other

plans

Diluted:

Net loss attributable to Marshall &

Ilsley Corporation $ (115,358)
Preferred stock dividends (25,180 )

Net loss attributable to Marshall &
IIsley Corporation common
shareholders $ (140,538) 524,086 $ (027 )

The table below presents the outstanding options to purchase shares of common stock not included in the computation

of diluted earnings per common share because the stock options’ exercise price was greater than the average market
price of the common shares for the three month period ended March 31, 2011 and 2010 (anti-dilutive options). As a

result of the Corporation’s reported net loss for the three months ended March 31, 2011 and 2010, all stock options
outstanding were excluded from the computation of diluted earnings per common share (shares in thousands):

Three Months Ended
March 31,
2011 2010
Shares Subject
to Options 30,026 33,276
4.76 - 4.76 -

Price Range  $ $36.82 $ $36.82

17
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An outstanding warrant to purchase 13,815,789 shares of the Corporation’s common stock issued in connection with
the Corporation’s participation in the U.S. Treasury Department’s Capital Purchase Program was not included in the
computation of diluted earnings per common share for the three months ended March 31, 2011 and 2010, because of
the reported net loss in the respective periods. In addition, the $18.62 per share exercise price of the warrant was
greater than the average market price of the common shares for the three months ended March 31, 2011 and 2010.

6. Investment Securities

The amortized cost, fair value and unrealized gains and losses of selected investment securities, by major security
type, held by the Corporation were as follows ($000's):

March 31, 2011

Amortized Unrealized Unrealized Fair
Cost Gains Losses Value

Available for sale:
U.S. Treasury $ 2,102 $ 16 $ - $ 2,118
U.S. Government
agencies 5,240,416 36,754 72,168 5,205,002
States and political
subdivisions 762,052 25,719 11,091 776,680
Residential mortgage
backed securities 140 14 - 154
Asset backed securities 206,025 5 48,842 157,188
Private Equity
investments 73,520 - - 73,520
Affordable Housing
Partnerships 64,703 - - 64,703
Equity 1 - - 1
Total $ 6,348,959 $ 62,508 $ 132,101 $ 6,279,366
Federal Reserve Bank
stock and FHLB stock
Federal Reserve Bank
stock $ 171,655 $ - $ - $ 171,655
FHLB stock 201,446 - - 201,446
Total $ 373,101 $ - $ - $ 373,101
Held to maturity:
States and political
subdivisions $ 53,390 $ 2,608 $ 333 $ 55,665
Corporate notes 10,000 245 - 10,245
Foreign 5,429 94 47 5,476
Total $ 68,819 $ 2,947 $ 380 $ 71,386
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December 31, 2010

Amortized Unrealized Unrealized Fair
Cost Gains Losses Value

Available for sale:
U.S. Treasury $ 2,104 $ 18 $ - $ 2,122
U.S. Government
agencies 5,479,691 43,532 78,948 5,444,275
States and political
subdivisions 780,784 21,215 16,158 785,841
Residential mortgage
backed securities 149 16 - 165
Asset backed securities 206,232 6 74,537 131,701
Private Equity
investments 78,663 - - 78,663
Affordable Housing
Partnerships 61,840 - - 61,840
Total $ 6,609,463 $ 64,787 $ 169,643 $ 6,504,607
Federal Reserve Bank
stock and FHLB stock
Federal Reserve Bank
stock $ 178,624 $ - $ - $ 178,624
FHLB stock 201,473 - - 201,473
Total $ 380,097 $ - $ - $ 380,097
Held to maturity:
States and political
subdivisions $ 58,389 $ 2,582 $ 309 $ 60,662
Corporate notes 10,000 273 - 10,273
Foreign 3,529 97 6 3,620
Total $ 71,918 $ 2,952 $ 315 $ 74,555

March 31, 2010

Amortized Unrealized Unrealized Fair

Cost Gains Losses Value
Available for sale:
U.S. Treasury $ 7,325 $ 42 $ - $ 7,367
U.S. Government
agencies 5,739,353 69,796 7,507 5,801,642
States and political
subdivisions 799,007 22,796 12,110 809,693

Residential mortgage
backed securities 201,297 3,440 1,570 203,167



19

Edgar Filing: MARSHALL & ILSLEY CORP - Form 10-Q

Asset backed securities
Private Equity
investments
Affordable Housing
Partnerships

Foreign

Total

Federal Reserve Bank
stock and FHLB stock
Federal Reserve Bank
stock

FHLB stock

Total

Held to maturity:
States and political
subdivisions
Corporate notes
Foreign

Total

207,261
70,698

64,363
43
7,089,347

202,996
208,905
411,901

88,877
10,000
5,368
104,245

7

3,192
13
121
3,326

55,665
64

76,916

239

13
252

151,603
70,686

64,363
43
7,108,564

202,996
208,905
411,901

91,830
10,013
5,476
107,319
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The following tables provide the gross unrealized losses and fair value, aggregated by investment category and the
length of time the individual securities have been in a continuous unrealized loss position ($000’s):

Less than 12 Months 12 Months or More Total

Fair Unrealized Fair Unrealized Fair Unrealized

Value Losses Value Losses Value Losses
March 31, 2011
U.S. Treasury $ - $ - $ - $ - $ - $ -
U.S. Government
agencies 3,052,978 71,948 47,167 220 3,100,145 72,168
States and
political
subdivisions 103,990 4,322 36,403 7,102 140,393 11,424
Residential
mortgage backed
securities - - - - - -
Corporate notes - - - - - -
Asset backed
securities - - 156,611 48,842 156,611 48,842
Private Equity
investments - - - - - -
Affordable
Housing
Partnerships - - - - - -
Equity - - - -
Foreign 4,055 45 298 2 4,353 47
Total $ 3,161,023 $ 76,315 $ 240,479 $ 56,166 $ 3,401,502 $ 132,481

Less than 12 Months 12 Months or More Total
Fair Unrealized Fair Unrealized Fair Unrealized
Value Losses Value Losses Value Losses
December 31,
2010
U.S. Treasury $ - $ - $ - $ - $ - $ -
U.S. Government
agencies 2,587,880 78,832 51,866 116 2,639,746 78,948
States and
political
subdivisions 153,848 7,205 48,487 9,262 202,335 16,467
Residential
mortgage backed
securities - - - - - -
Corporate notes - - - - - -
Asset backed
securities - - 130,978 74,537 130,978 74,537
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Private Equity
investments
Affordable

Housing
Partnerships

Foreign

Total $

March 31, 2010
U.S. Treasury $
U.S. Government
agencies

States and

political
subdivisions
Residential
mortgage backed
securities

Corporate notes
Asset backed
securities

Private Equity
investments
Affordable

Housing
Partnerships

Foreign

Total $
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2,094 6 - - 2,094 6
2,743,822 $ 86,043 $ 231,331 $ 83915 $ 2,975,153 $ 169,958

Less than 12 Months 12 Months or More Total

Fair Unrealized Fair Unrealized Fair Unrealized
Value Losses Value Losses Value Losses
: $ - $ - $ - $ - $ -
1,632,198 5,749 457,651 1,758 2,089,849 7,507
55,955 5,533 96,724 6,816 152,679 12,349
11,263 1,066 34,926 504 46,189 1,570
- - 150,690 55,665 150,690 55,665
- - - 64 - 64
1,438 12 399 1 1,837 13

1,700,854  $ 12,360 $ 740,390 $ 64,808 $ 2,441,244 § 77,168
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Other-Than-Temporary-Impairment (OTTI)

The investment securities reported in the March 31, 2011 table above were temporarily impaired. This temporary
impairment represents the amount of loss that would have been realized if the investment securities had been sold on
March 31, 2011. The Corporation determined that the temporary impairment in the investment securities at March 31,
2011 was not from a decline in value due to a credit event that would result in other-than-temporary-impairment
(“OTTI”). AtMarch 31, 2011, the Corporation does not intend to sell these temporarily impaired investment securities
until a recovery of the recorded investment, which may be at maturity. In addition, the Corporation concluded that it
is more likely than not that it will not have to sell the investment securities prior to recovery of the recorded
investment.

The most severe impairment was recognized in the Corporation’s investments in asset backed securities, which consist
primarily of senior tranche collateralized debt obligations (“CDOs”) that are secured by pools of trust-preferred
securities issued by financial institutions or insurance companies. To assess the CDOs for potential OTTI, the
Corporation estimated the expected cash flows for each security in this portfolio. The analysis was completed by
evaluating the credit quality of the underlying collateral and the cash flow structure. At March 31, 2011, the estimated
cash flow analysis for each security indicated that contractual principal and interest was fully collectible by maturity.

The credit quality analysis included analyses of profitability, credit quality, operating efficiency, leverage, and
liquidity using the most recently available financial and regulatory information for each underlying collateral
issuer. The credit review also incorporated historical industry default data and current/near term operating
conditions. Using the results of this analysis, the Corporation estimated appropriate default and recovery probabilities
for each piece of collateral. No recoveries were assumed on issuers who were deferring interest or currently in
default.

There are various tranches or investment classes issued within each CDO. The most senior tranches generally have

the lowest yield but the most protection from credit losses compared to other tranches that are subordinate to the most

senior tranches. The Corporation holds only the two most senior tranches of the CDO issuances. Because of that

seniority, the Corporation’s investments receive credit support from the subordinated tranches. At March 31, 2011, the
Corporation estimated that the percentage of the currently performing collateral that would be required to default to

cause the Corporation’s tranches to not receive all of its contractual cash flows (principal and interest) ranged from
18% to 45%. Based on that analysis, the Corporation concluded that there was excess protection to absorb the

expected credit losses from both current and projected defaults and there was no OTTI. In addition, the Corporation

concluded that the lengthening of the expected time for principal repayment combined with the illiquid market for

trust preferred securities resulted in market expectations of higher yields for similar instruments which explained the

entire decline in the fair value of the securities compared with their book values.

Other classes of investments with impairment at March 31, 2011 included US Government Agency Securities and
obligations of states and political subdivisions. US Government Agency Securities consist of mortgage-backed
securities issued by Federal Home Loan Mortgage Corporation (“FHLMC”), Federal National Mortgage Association
(“FNMA”), Federal Home Loan Bank (“FHLB”) and Government National Mortgage Association (“GNMA”). This
portfolio consists of securities with both fixed and floating rate interest rates, average lives of 3-5 years and
contractual cash flows guaranteed by the U.S. government or agencies of the U.S. government.

Obligations of states and political subdivisions are bank qualified fixed rate securities with original maturities of ten to
twenty years. The securities primarily consist of general obligation bonds with some essential service revenue

42



Edgar Filing: MARSHALL & ILSLEY CORP - Form 10-Q

bonds. The majority of these securities have credit ratings of investment grade or better. Management performs
ongoing credit quality reviews on these securities and at March 31, 2011, determined there were no credit losses.
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The amortized cost and fair value of investment securities by contractual maturity at March 31, 2011 ($000’s):

Investment Securities Investment Securities
Available for Sale Held to Maturity
Amortized Fair Amortized Fair
Cost Value Cost Value
Within one year $ 139,058 $ 141,089 $ 6,521 $ 6,586
From one through five
years 4,272,671 4,264,638 41,711 43,087
From five through ten
years 1,324,568 1,313,751 20,587 21,713
After ten years 612,662 559,888 - -
$ 6,348,959 $ 6,279,366 $ 68,819 $ 71,386

Federal Reserve Bank stock and FHLB stock have no contractual maturities.

The gross investment securities gains and losses, including Wealth Management transactions, amounted to $9,510 and
$2,296 for the three months ended March 31, 2011, respectively and $3,066 and $2,964 for the three months ended
March 31, 2010, respectively. See the Consolidated Statements of Cash Flows for proceeds from the sale of
investment securities.

At March 31, 2011, December 31, 2010 and March 31, 2010, securities with a value of approximately $733,102,

$1,020,202, and $1,665,228 respectively, were pledged to secure public deposits, short-term borrowings, interest rate
swaps and for other purposes required by law.
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7. Loans and Leases

The Corporation’s loan and lease portfolio consisted of the following ($000’s):

March 31, December 31, March 31,

Loans held for sale 2011 2010 2010
Commercial, financial and agricultural $ 20,144 $ - $ 2774
Real estate

Commercial mortgage 26,772 4,517 14,995

Construction and development 65,634 27,392 50,014

Residential mortgage 16,244 80,788 36,947

Home equity loans and lines of credit 10,586 25,516 43,040
Total real estate 119,236 138,213 144,996
Personal 184 - 26,333
Total loans held for sale $ 139,564 $ 138,213 $ 174,103

Portfolio loans and leases
Commercial, financial and agricultural $ 10,864,957 $ 11,196,883 $ 11,858,422
Real estate

Commercial mortgage 11,906,140 12,396,772 13,517,055
Construction and development 2,573,413 3,174,290 5,055,544
Residential mortgage 4,018,740 4,260,480 4,786,886
Home equity loans and lines of credit 4,040,626 4,187,316 4,547,066
Total real estate 22,538,919 24,018,858 27,906,551
Personal 1,176,178 1,142,345 2,131,523
Lease Financing 460,483 503,058 578,208
Total portfolio loans and leases $ 35,040,537 $ 36,861,144 $ 42,474,704
Total loans and leases $ 35,180,101 $ 36,999,357 $ 42,648,807

Loans and leases are presented net of unearned income and unamortized deferred fees, which amounted to $75,528,
$83,768 and $100,224 at March 31, 2011, December 31, 2010 and March 31, 2010, respectively.

Included in the loans held for sale category are nonaccrual loans which amounted to $105,494, $23,448, and $55,063
at March 31, 2011, December 31, 2010, and March 31, 2010, respectively.

For the three months ended March 31, 2011 and 2010, loans transferred to OREO, net of initial write-downs,
amounted to $98,397 and $146,852, respectively. These amounts are considered non-cash transactions for purposes of
the Consolidated Statements of Cash Flows.

At March 31, 2011 and 2010, loans and leases with a value of approximately $15.3 billion and $19.7 billion,
respectively, were pledged to secure deposits, borrowings and for other purposes required by law.
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For additional information relating to the recorded investment of the Corporation’s loan and lease portfolio by
segments and classes of financing receivables that is used in the determination of the allowance for loan and lease
losses see the disclosures in Note 8 - Allowance for Loan and Leases.
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8. Allowance for Loan and Lease Losses

The allowance for loan and lease losses represents management’s estimate of probable losses inherent in the
Corporation’s loan and lease portfolio. Some factors considered in determining the adequacy of the allowance for
credit losses include an assessment of individual problem loans, historical loss patterns of homogeneous loan pools
and adjustments to reflect current economic conditions. In addition, environmental factors, including economic
conditions and regulatory guidance, unique to each measurement date are also considered. The determination of the
allowance for loan and lease losses is inherently subjective as it requires estimates, including amounts of future cash
collections expected on nonaccrual loans, which may be susceptible to significant change.

The Corporation’s reserving methodology considers the following portfolio segments, which are collectively reported
as the allowance for loan and lease losses. The entire allowance for loan and lease losses is available to absorb losses
from loans and leases in any of the segments.

Specific Reserve: The Corporation individually evaluates certain loans for impairment. Nonaccrual loans, which the
Corporation refers to as nonperforming loans and troubled debt restructurings, which the Corporation refers to as
renegotiated loans, meet the definition of an impaired loan. In general, these loans have been internally identified via
the Corporation’s loan grading system as credits requiring management’s attention due to underlying problems in the
borrower’s business or collateral concerns. This evaluation considers expected future cash flows, the value of
collateral and also other factors that may impact the borrower’s ability to make payments when due. For nonaccrual
loans greater than $1.0 million and renegotiated commercial loans greater than $250,000 impairment is individually
measured each quarter using one of three alternatives: (1) the present value of expected future cash flows discounted
at the loan’s effective interest rate; (2) the loan’s observable market price, if available; or (3) the fair value of the
collateral less costs to sell for collateral dependent loans and loans for which foreclosure is deemed to be probable.
The specific reserve or valuation allowance for impaired loans is determined as the excess, if any, of the carrying
value of the loan over the amount determined using the measurement alternative employed at the measurement
date. The required valuation allowance is included in the allowance for loan and lease losses in the Consolidated
Balance Sheets. The carrying value of the loan reflects reductions from prior charge-offs. Nonaccrual loans below the
threshold are collectively evaluated for impairment.

Impairment for consumer-related renegotiated loans is measured on a pool level at the present value of expected future
cash flows discounted at the loan pool’s effective interest rate. Contractual cash flows are adjusted for probability of
default, expected prepayments, the expected collateral value for loans that will not be fully amortized at maturity and
other factors that may impact the timing and amount of expected cash flows. Factors used to adjust contractual cash
flows are based on historical experience and market performance statistics where available.

The Corporation utilizes a dual credit risk rating system (“DRR”) to measure the credit quality of individual commercial
loans. The DRR measures the probability of default (“PD”) of an obligor and the loss given default (“LGD”) of credit
facilities. The DRR system has 14 grades of PD (numeric) and 8 grades of LGD (alpha). The Company uses the DRR

for regulatory reporting purposes, determining the frequency of review of credit exposures, and the evaluation and
determination of the allowance for commercial credit losses. The PD for all business purpose credit relationships are
reviewed at least annually, while loans on criticized status are reviewed as frequently as quarterly depending on the
relationship size. The DRR system is designed to provide a consistent method and means to assess the credit risk of

the Corporation’s loan customers across all commercial products. The PD attempts to measure the likelihood of an
obligor going into default over a one-year time horizon. The probabilities are intended to represent a long-term
average covering periods of high and low defaults. The LGD attempts to measure the economic loss the Corporation
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would incur subsequent to an event of default. Each credit facility of an obligor must have an independent LGD
rating.

Collective Loan Impairment: This segment of the allowance for loan and lease losses is comprised of two elements.
First, the Corporation makes a significant number of loans and leases, which due to their underlying similar
characteristics, are assessed for loss as homogeneous pools. Included in the homogeneous pools are commercial and
retail loans and leases that were excluded from the specific reserve allocation.
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For purposes of determining collective loan impairment, commercial loans not evaluated individually are further
disaggregated by the following loan types: commercial and industrial loans, commercial real estate loans, commercial
construction and development loans and commercial leases. Using the Corporation’s internal risk ratings, commercial
loans and leases are further stratified into three stratums. One stratum consists of loans and leases with risk ratings that
are indicators of a nonperforming loan or lease or potential problem loan or lease (PD ratings 11-14), which the
Corporation refers to as criticized loans and leases. Two stratums, (PD ratings 1-8 for “pass” credits) and (PD ratings
9-10 for “rated” credits) are developed for loans and leases that indicate no particular weakness. Using historical loss
information, an estimate of loss is determined for each stratum. All nonaccrual loans and leases are classified as
criticized.

For criticized loans and leases, more recent historical loss information forms the basis to determine the estimates of
losses inherent in the pools at the measurement date. For the other stratums of loans and leases, longer-term historical
loss information is used to form the basis to determine the estimates of losses inherent in the pools at the measurement
date. Longer-term historical loss information is expected to be representative of inherent losses over an entire business
cycle. Historical loss information is updated quarterly to reflect current experience. Historical loss information may
be adjusted for portfolio trends, the effect of loan sales and factors that may be unique to a particular loan or lease type
to ensure the loss rates ultimately used are appropriate at the measurement date. Selecting the appropriate loss rates
that are used to determine the estimates of losses inherent in the pools at the measurement date requires significant
judgment.

For the three months ended March 31, 2011 and 2010, historical loss rates used to determine the allowance for loan
losses for commercial loans and leases collectively evaluated for impairment were adjusted to exclude charge-offs
recognized in 2007, 2008 and 2009 related to one large commercial loan to a borrower in the business of subprime
lending and servicing. Those charge-offs were excluded because that loan was not representative of the underlying
businesses or collateral existing in the Corporation’s commercial loan portfolio at those measurement dates.

Historical loss rates used to determine the allowance for loan losses for commercial real estate loans and leases

collectively evaluated for impairment at March 31, 2011 and 2010 were adjusted to exclude charge-offs in 2009 and

2010 related to one large commercial real estate loan relationship that consisted of multiple geographically dispersed

commercial real estate loans in a specialty niche of the hospitality / lodging industry. Those charge-offs were

excluded because they were not considered representative of typical hospitality / lodging or other commercial real

estate loans existing in the Corporation’s loan portfolios at the measurement dates due to the nature of the specialty
niche and the fact that many of the projects were outside of the Corporation’s markets.

Retail loans and leases consist of residential real estate loans, residential construction and development loans, home
equity loans and lines of credit, personal loans and personal leases. Other than retail nonaccrual loans greater than
$1.0 million and renegotiated loans, retail loan types are stratified based on origination channels, underwriting
guidelines, collateral type and product features such as a loan or line of credit and delinquency status. The loans are
further stratified by selected markets (Arizona, Wisconsin, Florida and others), updated credit scores and the loan’s
year of origination. Credit scores are updated quarterly. In the event an updated credit score cannot be obtained, the
original credit scores are used. Loss factors are derived from historical loss experience by delinquency status for each
stratum and applied to the outstanding loan and lease balance by delinquency status to determine a reserve. Based on
current market conditions, the Corporation estimates additional probable loss by evaluating probability of default and
loss severity, the factors that collectively impact the am