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PART I - FINANCIAL INFORMATION 
COMMUNITY BANK SHARES OF INDIANA, INC. AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS
(Unaudited)

See accompanying notes to consolidated financial statements.

Index

   
March 31, 

2009    
December 31,

2008  
    (In thousands, except share data)  
ASSETS            
Cash and due from financial institutions  $ 13,746   $ 19,724 
Interest-bearing deposits in other financial institutions    64,945     45,749 
Securities available for sale    109,150     121,659 
Loans held for sale    599     308 
Loans, net of allowance for loan losses of $8,818 and $9,478    606,155     623,103 
Federal Home Loan Bank and Federal Reserve stock    8,472     8,472 
Accrued interest receivable    3,271     3,163 
Premises and equipment, net    14,901     15,128 
Company owned life insurance    17,930     17,745 
Goodwill    15,335     15,335 
Other intangible assets    2,400     2,492 
Other assets    8,778     4,485 

Total Assets  $ 865,682   $ 877,363 

               
LIABILITIES AND SHAREHOLDERS’ EQUITY              
Deposits              
     Non interest-bearing  $ 96,593   $ 92,467 
     Interest-bearing    503,746     510,718 

Total deposits    600,339     603,185 
Other borrowings    75,166     78,983 
Federal Home Loan Bank advances    106,957     111,943 
Subordinated debentures    17,000     17,000 
Accrued interest payable    1,711     1,705 
Other liabilities    2,273      1,948 

Total liabilities    803,446     814,764 
               
Commitments and contingent liabilities    —     — 
               
Shareholders’ equity              

Preferred stock, without par value; 5,000,000 shares authorized;
    none issued or outstanding    —     — 

      Common stock, $.10 par value per share; 10,000,000 shares
            authorized; 3,863,942 shares issued; 3,251,669 and 3,242,577
            outstanding in 2009 and 2008, respectively       386        386 
       Additional paid-in capital    45,284     45,313 
       Retained earnings    28,323     28,268 
       Accumulated other comprehensive loss    (1,186)    (640)
       Treasury stock, at cost (2009- 612,273 shares, 2008- 621,365 shares)     (10,571)      (10,728)

Total shareholders’ equity     62,236       62,599 
Total Liabilities and Shareholders’ Equity  $ 865,682   $ 877,363 
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PART I - FINANCIAL INFORMATION 
COMMUNITY BANK SHARES OF INDIANA, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF INCOME AND COMPREHENSIVE INCOME
(Unaudited)

See accompanying notes to consolidated financial statements.

Index

   
Three Months Ended

March 31,
    2009     2008
Interest and dividend income          
   Loans, including fees  $ 8,613   $ 10,412
   Taxable securities    1,248     1,094
   Tax-exempt securities    218     136
   Federal Home Loan Bank and Federal Reserve dividends    159     99
   Interest-bearing deposits in other financial institutions    66     61
Interest and dividend income    10,304     11,802
              
Interest expense             
   Deposits    2,696     3,838
   Other borrowings    225     472
   Federal Home Loan Bank advances    1,376     1,421
   Subordinated debentures    167     289
Interest expense    4,464     6,020
Net interest income    5,840     5,782
              
Provision for loan losses    1,064     800
              
Net interest income after provision for loan losses    4,776     4,982
              
Non-interest income             
   Service charges on deposit accounts    760     749
   Commission income    33     48
   Net gain on sales of available for sale securities    773     -
   Mortgage banking income    80     80
   Earnings on company owned life insurance    185     171

Change in fair value and cash settlement of interest rate swap    -     157
Interchange income    207     192
Other income    143     111

Non-interest income    2,181     1,508
              
Non-interest expense             
   Salaries and employee benefits    3,219     2,970
   Occupancy    623     469
   Equipment    381     355
   Data processing    575     476
   Marketing and advertising    148     143
   Legal and professional service fees    321     259
   FDIC insurance premiums    288     16
   Other expense    725     595

Total non-interest expense    6,280     5,283
Income before income taxes    677     1,207

              
Income tax expense    54     171

              
Net Income  $ 623   $ 1,036

Earnings per share:             
Basic  $ 0.19   $ 0.32

Diluted  $ 0.19   $ 0.32

              
Dividends per share  $ 0.175   $ 0.175

              
Comprehensive income  $ 77   $ 1,979
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PART I - FINANCIAL INFORMATION 
COMMUNITY BANK SHARES OF INDIANA, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENT OF CHANGES IN SHAREHOLDERS’ EQUITY 
(Dollar amounts in thousands, except per share data)

(Unaudited)

See accompanying notes to consolidated financial statements.

Index

   

Common 
Shares 

Outstanding    
Common 

Stock    

Additional 
Paid-In 
Capital    

Retained 
Earnings    

Accumulated 
Other 

Comprehensive 
Loss    

Treasury
 Stock    

Total 
Shareholders’ 

Equity  
Balance, January 1, 2009    3,242,577   $ 386   $ 45,313   $ 28,268   $ (640)  $ (10,728)  $ 62,599 
Comprehensive income:                                                 

Net income    —     —     —     623     —     —     623 
Change in securities available for sale, net of 

reclassifications and tax effects    —     —     —     —     (522)    —     (522)
Unrealized loss on pension benefits, net of tax 

effects    —     —     —     —     (24)    —     (24)
Total comprehensive income    —     —     —     623     (546)    —     77 
Cash dividends declared ($0.175 per share)    —     —     —     (568)    —     —     (568)
Issuance of treasury stock under dividend 

reinvestment plan    9,092            (75)                  157     82 
Stock award expense    —     —     46     —     —     —     46 
Balance,  March 31, 2009    3,251,669   $ 386   $ 45,284   $ 28,323   $ (1,186)  $ (10,571)  $ 62,236 
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PART I - FINANCIAL INFORMATION 
COMMUNITY BANK SHARES OF INDIANA, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS
(Unaudited)

 
See accompanying notes to consolidated financial statements.

Index

   
Three Months Ended

March 31,  
    2009     2008  
CASH FLOWS FROM OPERATING ACTIVITIES   (In thousands)  

Net income  $ 623   $ 1,036 
Adjustments to reconcile net income to net cash from operating activities:              

Provision for loan losses    1,064     800 
Depreciation and amortization    474     451 
Net accretion of securities    (44)    (32)
Net gain on sales of available for sale securities    (773)    - 
Mortgage loans originated for sale    (5,363)    (5,031)
Proceeds from mortgage loan sales    5,144     4,723 
Net gain on sales of mortgage loans    (72)    (68)
Earnings on company owned life insurance    (185)    (171)
FHLB stock dividends    -     (5)
Shared based compensation expense    46     78 
Net loss on disposition of other real estate    10     13 
Net gain on disposition of premises and equipment    (1)    (2)
Net change in:              

Accrued interest receivable    (108)    221 
Accrued interest payable    6     (79)
Other assets    (4,237)    (146)
Other liabilities    288     194 
Net cash from operating activities    (3,128)    1,982 

CASH FLOWS FROM INVESTING ACTIVITIES              
Net change in interest-bearing deposits    (19,196)    4,154 
Available for sale securities:              

Sales    30,401     - 
Purchases    (24,099)    (10,687)
Maturities, prepayments and calls    6,238     7,576 

Loan originations and payments, net    15,558     1,108 
Proceeds from the sale of other real estate    556     45 
Purchases of premises and equipment    (171)    (343)
Proceeds from the sale of premises and equipment    1     8 
Purchase of Federal Reserve and FHLB stock    -     (1)

   Investment in cash surrender value of life insurance    -     (100)
Net cash from investing activities    9,288     1,760 

CASH FLOWS FROM FINANCING ACTIVITIES              
Net change in deposits    (2,835)    (8,276)
Net change in other borrowings    (3,817)    (8,531)
Proceeds from Federal Home Loan Bank advances    -     50,000 
Repayment of Federal Home Loan Bank advances    (5,000)    (35,000)
Purchase of treasury stock    -     (237)
Cash dividends paid    (486)    (569)

Net cash from financing activities    (12,138)    (2,613)
Net change in cash and due from financial institutions    (5,978)    1,129 
Cash and due from financial institutions at beginning of period    19,724     14,570 
Cash and due from financial institutions at end of period  $ 13,746   $ 15,699 

               
Supplemental noncash disclosures:              

Transfer from loans to foreclosed real estate   $ 342   $ 62 
Issuance of treasury shares under dividend reinvestment plan   $ 82   $ - 
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COMMUNITY BANK SHARES OF INDIANA, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(Unaudited)

1.   Presentation of Interim Information

Community Bank Shares of Indiana, Inc. (“we,” “our” or “us”) is a bank holding company headquartered in New Albany, Indiana. Our wholly-owned banking subsidiaries are Your Community Bank 
(“Your Community Bank” or “YCB”), and The Scott County State Bank (“Scott County State Bank”), which we acquired on July 1, 2006 through our acquisition of The Bancshares, Inc. (Your 
Community Bank and Scott County State Bank are at times collectively referred to herein as the “Banks”).  The Banks are state-chartered commercial banks headquartered in New Albany, Indiana and 
Scottsburg, Indiana, respectively, and are both regulated by the Indiana Department of Financial Institutions.  Your Community Bank is also regulated by the Federal Deposit Insurance Corporation 
and (with respect to its Kentucky branches) the Kentucky Office of Financial Institutions.  Scott County State Bank is also regulated by the Federal Reserve. 

Your Community Bank has three wholly-owned subsidiaries to manage its investment portfolio. CBSI Holdings, Inc. and CBSI Investments, Inc. are Nevada corporations which jointly own CBSI 
Investment Portfolio Management, LLC, a Nevada limited liability corporation which holds and manages investment securities previously owned by Your Community Bank. 

Your Community Bank also has a Community Development Entity (CDE) subsidiary formed in July 2002 named CBSI Development Fund, Inc.  The CDE enables Your Community Bank to participate in 
the federal New Markets Tax Credit (“NMTC”) Program.  The NMTC Program is administered by the Community Development Financial Institutions Fund of the United States Treasury and is 
designed to promote investment in low-income communities by providing a tax credit over seven years for equity investments in CDE’s. 

In June 2004 and June 2006, we completed placements of floating rate subordinated debentures through two trusts that we formed, Community Bank Shares (IN) Statutory Trust I and Trust II 
(“Trusts”).  Because the Trusts are not consolidated with us, pursuant to FASB Interpretation No. 46, our financial statements reflect the subordinated debt we issued to the Trusts. 

In the opinion of management, the unaudited consolidated financial statements include all normal adjustments considered necessary to present fairly the financial position as of March 31, 2009, the 
results of operations for the three months ended March 31, 2009 and 2008, and cash flows for the three months ended March 31, 2009 and 2008.  All of these adjustments are of a normal, recurring 
nature.  Interim results are not necessarily indicative of results for a full year. 

The accompanying unaudited consolidated financial statements have been prepared in accordance with U.S. GAAP for interim financial information and with the instructions for Form 10-
Q.  Accordingly, they do not include all of the information and footnotes required by U.S. GAAP for complete financial statements. 

For further information, refer to the consolidated financial statements and footnotes included in our annual report on Form 10-K for the year ended December 31, 2008.  The consolidated financial 
statements include our accounts and our subsidiaries’ accounts.  All material intercompany balances and transactions have been eliminated in consolidation. 

Index

7



COMMUNITY BANK SHARES OF INDIANA, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(Unaudited)

Reclassifications:  Some items in the prior financial statements were reclassified to conform to the current presentation. 

2.   Securities

The fair value of available for sale securities and the related gross unrealized gains and losses recognized in accumulated other comprehensive loss were as follows: 

Sales of available for sale securities were as follows.

Securities with unrealized losses at March 31, 2009 and December 31, 2008, aggregated by investment category and length of time that individual securities have been in a continuous loss position are 
as follows: 

Index

    Fair Value    

Gross 
Unrealized 

Gains    

Gross 
Unrealized 

Losses  
    (In thousands)  
March 31, 2009:      

Securities available for sale:                  
State and municipal  $ 26,674   $ 417   $ (255)
Mortgage-backed    80,317     2,457     - 
Corporate bonds, including trust preferred 

securities    1,914     -     (3,782)
Mutual funds    245     -     (5)

Total securities available for sale  $ 109,150   $ 2,874   $ (4,042)

                      
December 31, 2008:                     

Securities available for sale:                     
State and municipal   $ 20,542    $ 174    $ (558)
Mortgage-backed    97,588     2,430     (12)
Corporate bonds, including trust preferred 

securities    3,285     -      (2,411)
Mutual funds    244     -     (6)

Total securities available for sale  $ 121,659   $ 2,604   $ (2,987)

   
Three Months Ended

March 31
    2009     2008
    (In thousands)
Proceeds   $ 30,401    $ -
Gross gains     773      -
Gross losses     -      -
              

    Less than 12 Months     12 Months or More     Total  
    Fair     Unrealized     Fair     Unrealized     Fair     Unrealized  
    Value     Loss     Value     Loss     Value     Loss  
March 31, 2009   (In thousands)  
State and municipal   $ 8,149    $ (255)   $ -    $ -    $ 8,149    $ (255)
Corporate bonds, including trust 

preferred securities      -       -       1,914      (3,782)      1,914      (3,782)
Mutual funds     -      -      245      (5)     245      (5)
Total temporarily impaired   $ 8,149    $ (255)   $ 2,159    $ (3,787)   $ 10,308    $ (4,042)
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COMMUNITY BANK SHARES OF INDIANA, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(Unaudited)

 

 
 
All unrealized losses are reviewed on at least a quarterly basis to determine whether the losses are other than temporary and are reviewed more frequently when economic or market concerns warrant 
such evaluation. Consideration is given to the length of time and the extent to which the fair value has been less than cost, the financial condition and near-term prospects of the issuer, and our intent 
and ability to retain the investment in the issuer for a period of time sufficient to allow for any anticipated recovery in fair value. In analyzing an issuer’s financial condition, we may consider whether 
the securities are issued by the federal government or its agencies, whether downgrades by bond rating agencies have occurred, the results of reviews of the issuer’s financial condition, and, in the 
case of our trust preferred securities, the present value of the estimated remaining cash flows. 

A significant portion of the Company’s unrealized losses at March 31, 2009 were related to six trust preferred securities.  The decrease in the fair value of these securities is due primarily to the lack of 
transactions for these types of securities as market participants are currently unwilling to conduct transactions unless forced to do so.  Management reviewed these securities in accordance with FSP 
EITF 99-20-1, “Amendements to the Impairment and Interest Income Measurement Guidance of EITF Issue No. 99-20” (“FSP EITF 99-20-1”), which requires the Company to determine whether the fair 
value of the beneficial interest has declined below the reference amount and if the decline is other than temporary.  If the holder’s determination of the expected cash flows has adversely changed, an 
other-than-temporary impairment is considered to have occurred. 

Management utilized a discounted cash flow analysis to determine if there was other-than-temporary impairment related to these 6 securities.  The cash flow models were provided by our investment 
advisors and were used to determine if the expected cash flows as of March 31, 2009 were consistent with the expected cash flows at the date of purchase.  The cash flow models included 
assumptions related to prepayments and anticipated deferrals and defaults for the underlying issuers comprising each issuance.  The results of the analysis indicated there had not been an adverse 
change in the expected cash flows for each of the trust preferred securities we own.  Management also reviewed other relevant information in our assessment including:  multiple broker quotes, the 
duration of the unrealized loss, the severity of the decline in fair value, financial information of the underlying issuers within each trust preferred security, and the ability and intent of the Company to 
hold the security until recovery.  Also, the Company reviewed known and anticipated deferrals and defaults of the underlying issues within the trust preferred securities as of March 31, 2009 and 
subsequent to the end of the quarter.  Based on review of the cash flow analyses and the other factors identified above, management determined the Company’s trust preferred security were not 
other-than-temporarily impaired and therefore did not recognize a loss into income. 
 

3.   Loans

Loans at March 31, 2009 and December 31, 2008 consisted of the following: 

Activity in the allowance for loan losses was as follows:
 

.

 

Index

    Less than 12 Months     12 Months or More     Total  
    Fair     Unrealized     Fair     Unrealized     Fair     Unrealized  
    Value     Loss     Value     Loss     Value     Loss  
December 31, 2008   (In thousands)  
State and municipal   $ 13,174    $ (558)   $ -    $ -    $ 13,174    $ (558)
Mortgaged-backed     2,241      (8)     560      (4)     2,801      (12)
Corporate bonds, including trust 

preferred securities      -       -       3,285      (2,411)      3,285      (2,411)
Mutual funds     -      -      244      (6)     244      (6)
Total temporarily impaired   $ 15,415    $ (566)   $ 4,089    $ (2,421)    $ 19,504    $ (2,987)

   
March 31, 

2009   
December 31, 

2008  
    (In thousands)  
Commercial  $ 97,705   $ 95,365 
Mortgage loans on real estate:              

Residential    169,465     177,230 
Commercial    196,576     206,973 
Construction    75,124     73,936 

Home equity    59,196     60,539 
Loans secured by deposit accounts    1,156     1,242 
Consumer    15,751      17,296 

Subtotal    614,973     632,581 
Less:              

Allowance for loan losses    (8,818)    (9,478)
Loans, net  $ 606,155   $ 623,103 

   
Three Months Ended

March 31,  
    2009     2008  
    (In thousands)  
Beginning balance  $ 9,478   $ 6,316 
Charge-offs    (1,808)    (793)
Recoveries     84     34 
Provision for loan losses    1,064     800 
               
Ending balance  $ 8,818   $ 6,357 

    March 31,     December 31,
    2009     2008
    (In thousands)
Impaired loans  $ 22,239   $ 20,189
Amount of the allowance for loan losses 
allocated    3,706     4,413
Average impaired loans during the period    22,239     8,107
Interest income recognized and received during 

impairment     2      4
Loans past due over 90 days still on accrual  $ -   $ -
Non-accrual loans    24,165     20,702
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COMMUNITY BANK SHARES OF INDIANA, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(Unaudited)

4.   Deposits

Deposits at March 31, 2009 and December 31, 2008 consisted of the following: 

5.   Earnings Per Share

Earnings per share were computed as follows: 

Index

   
March 31, 

2009    
December 31, 

2008
    (In thousands)
           
Demand (NOW)  $ 72,035   $ 91,641
Money market accounts    103,667     101,032
Savings    31,728     29,302
Individual retirement accounts    31,078     28,981
Certificates of deposit, $100,000 and over    114,173     97,440
Other certificates of deposit    151,065     162,322
              
Total interest bearing deposits    503,746     510,718
              
Total non-interest bearing deposits    96,593     92,467
              

Total deposits  $ 600,339   $ 603,185

   
Three months ended

March 31,
    2009     2008
           
Basic:          

Net income   $ 623    $ 1,036

              
       Average shares outstanding     3,245,305      3,254,932
              
Net income per common share, basic   $ 0.19    $ 0.32

              
Diluted:             

Net income   $ 623    $ 1,036

              
Average shares outstanding for basic     3,245,305      3,254,932
Add: Dilutive effect of outstanding options     -      19,454

Average shares and dilutive potential common shares     3,245,305      3,274,386
Net income per common share, diluted   $ 0.19    $ 0.32
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COMMUNITY BANK SHARES OF INDIANA, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(Unaudited)

Stock options for 262,970 and 207,200 shares of common stock were excluded from the calculation of diluted net income per share for the three months ended March 31, 2009 and 2008, respectively, 
because their effect was antidilutive.  Performance units totaling 20,700 and 22,500 were excluded from the calculation of diluted net income per share for the three months ended March 31, 2009 and 
2008, respectively, because all of the conditions necessary for issuance of common stock had not been met as of those dates.  Deferred stock units totaling 45,000 and 0 were excluded from the 
calculation of diluted net income per share for the three months ended March 31, 2009 and 2008, respectively, because all of the conditions necessary for issuance of common stock had not been met 
as of those dates. 

6.   Derivative Financial Instruments and Hedging Activities

On June 19, 2003, we entered into a $25,000,000 interest rate swap arrangement to exchange variable payments of interest tied to Prime for receipt of fixed rate payments of 5.22%.  The variable rate of 
the swap resets daily, with net interest being settled monthly.  The notional amount of the swap does not represent amounts exchanged by the parties.  The amount exchanged is determined by 
reference to the notional amount and other terms of the swap.  The swap matured on June 19, 2008. 

During the three months ended March 31, 2009 and 2008, we recognized expense of $0 and $68,000 on the net settlements on our interest rate swaps, respectively. 

7.   Stock-Based Compensation Plans 

Our stock option plan provides for the granting of both incentive and nonqualified stock options at exercise prices not less than the fair market value of the common stock on the date of grant and 
expiration dates of up to ten years.  Terms of the options are determined by our Board of Directors at the date of grant and generally vest over periods of three to four years.  Payment of the option 
price may be in cash or shares of common stock at fair market value on the exercise date at the election of the employee.  Non-employee directors are eligible to receive only nonqualified stock 
options.  We may grant stock options under the current plan for an additional 227,750 shares of common stock. The aggregate intrinsic value for options outstanding and exercisable at March 31, 
2009 and December 31, 2008 was $0. There was $81,000 and $116,000 in total compensation cost related to unvested options not recognized at March 31, 2009 and December 31, 2008, respectively, 
with a weighted-average period of 1.0 and 1.2 years over which the cost is expected to be recognized as of March 31, 2009 and December 31, 2008, respectively.  The Company recognized $12,000 and 
$47,000 in expense for stock options for the three months ended March 31, 2009 and 2008, respectively.  The Company has options vested and expected to vest of 252,770 with aggregate intrinsic 
value of $0 and a weighted average remaining contractual term of 7.0 years as of March 31, 2009.  As of December 31, 2008, the Company had options vested and expected to vest of 262,970 which 
had an aggregate intrinsic value of $0 and a weighted average remaining contractual term of 7.1 years.  During the three months ended March 31, 2009, no options were granted and 10,200 options 
were forfeited. 

We may grant performance unit awards to employees for up to 275,000 shares of common stock.  The level of performance shares eventually distributed is contingent upon the achievement of 
specific performance criteria within a specified award period set at the grant date.  We recognized $3,000 and $14,000 in expense for performance unit awards for the three months ended March 31, 
2009 and 2008, respectively.  During the first quarter of 2009, 1,800 performance units were forfeited.  We did not grant performance units during the three months ended March 31, 2009. 

We granted 4,000 restricted stock awards to employees during the first quarter of 2009 which had an aggregate fair value of $32,000 at the date of grant and vest in the first quarter of 2012.  The fair 
value of restricted stock awards was calculated based on the Company’s stock price at the date of issuance.  For the three months ended March 31, 2009 and 2008, we recognized $21,000 and $22,000 
in expense for restricted stock awards, respectively.  During the first quarter of 2009, 1,500 restricted stock awards were forfeited. 

During the first quarter of 2009, we granted 45,000 deferred stock units to employees which had an aggregate fair value of $363,000 at the date of grant and vest on December 31, 2011.  The fair value 
of deferred stock unit awards was calculated based on the Company’s stock price at the date of issuance.  For the three months ended March 31, 2009 and 2008, we recognized $5,000 and $0 in 
expense for deferred stock units, respectively.

 
8. Other Comprehensive Income (Loss)

Other comprehensive income (loss) components and related taxes were as follows.

Index

   
Three months ended

 March 31,  
    2009     2008  
Unrealized holding gains (losses) on available for 

sale securities   $ (12)  $ 1,481 
Less reclassification adjustments for (gains) losses 

recognized in income    (773)    - 
Net unrealized gains (losses) on securities available 

for sale,  net of reclassifications    (785)    1,481 
               
Unrealized loss on pension benefits    (37)    (51)
               
Other comprehensive income (loss) before tax 

effects    (822)    1,430 
Tax effect    276     (487)
               
Other comprehensive income (loss)  $ (546)  $ 943 
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COMMUNITY BANK SHARES OF INDIANA, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(Unaudited)

 
9. Fair Value
 
FASB Statement No. 157 defines fair value as the exchange price that would be received for an asset or paid to transfer a liability (an exit price) in the principal or most advantageous market for the 
asset or liability in an orderly transaction between market participants on the measurement date.  Statement No. 157 also establishes a fair value hierarchy which requires an entity to maximize the use 
of observable inputs and minimize the use of unobservable inputs when measuring fair value.  The standard describes three levels of inputs that may be used to measure fair value: 

Level 1:  Quoted prices (unadjusted) for identical assets or liabilities in active markets that the entity has the ability to access as of the measurement date. 

Level 2:  Significant other observable inputs other than Level 1 prices, such as quoted prices for similar assets or liabilities, quoted prices in markets that are not active, and other inputs that are 
observable or can be corroborated by observable market data.

Level 3:  Significant unobservable inputs that reflect a company’s own assumptions about the assumptions that market participants would use in pricing an asset or liability. 

The Company used the following methods and significant assumptions to estimate fair value.

Securities:  The fair values of securities available for sale are determined by obtaining quoted prices on nationally recognized securities exchanges (Level 1 inputs) or matrix pricing, which is a 
mathematical technique used widely in the industry to value debt securities without relying exclusively on quoted prices for the specific securities but rather by relying on the securities’ relationship 
to other benchmark quoted securities (Level 2 inputs). In instances where broker quotes are used, these quotes are obtained from market makers or broker-dealers recognized to be market participants. 
These valuation methods are classified as Level 2 in the fair value hierarchy.  The fair values of certain of our collateralized debt obligations are determined by capital market traders of our bond 
accountant using a base discount margin driven by current market fundamentals adjusted for characteristics unique to each security and the security’s discounted projected cash flows.  If the inputs 
used to provide the evaluation are “unobservable” and/or there is very little, if any, market activity for the security or similar securities, the securities are classified as Level 3 

Index
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COMMUNITY BANK SHARES OF INDIANA, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(Unaudited)

Impaired Loans:  Impaired loans are evaluated at the time the loan is identified as impaired and are recorded at the lower of the carrying amount of the loan or the fair value of the underlying 
collateral.  The fair value of real estate is primarily determined based on appraisals by qualified licensed appraisers.  The appraisals are discounted to reflect management’s estimate of the fair value of 
the collateral given the current circumstances and condition of the collateral.  Impaired loans are evaluated quarterly for additional impairment.  Fair value of impaired loans is classified as Level 3 in 
the fair value hierarchy. 

Assets measured at fair value on a recurring basis are summarized below:

The rollforward of activity for the Company’s significant unobservable inputs (Level 3) is as follows: 

Index

     
Fair Value Measurements at

March 31, 2009, Using  

   

Assets at Fair 
Value at

March 31, 
2009    

Quoted Prices 
in Active 

Markets for 
Identical Assets 

(Level 1)    

Significant 
Other 

Observable 
Inputs (Level 

2)    

Significant 
Unobservable 
Inputs (Level 

3)  
          (in thousands)  
Assets:                        

Available for sale 
securities   $ 109,150    $ —    $ 107,236    $ 1,914 

     
Fair Value Measurements at 

December 31, 2008, Using  

   

Assets at 
Fair Value 

at December 
31, 2008    

Quoted Prices 
in Active 

Markets for 
Identical Assets 

(Level 1)    

Significant 
Other 

Observable 
Inputs (Level 

2)    

Significant 
Unobservable 
Inputs (Level 

3)  
          (in thousands)  
Assets:                        

Available for sale 
securities   $ 121,659    $ —    $ 118,374    $ 3,285 

   

Three Months 
Ended

March 31, 2009  
    (in thousands)  
       

Balance, beginning of period   $ 3,285 
Transfer into level 3     - 
Net unrealized loss     (1,371)
Balance, end of period   $ 1,914 
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COMMUNITY BANK SHARES OF INDIANA, INC. AND SUBSIDIARIES
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(Unaudited)

Assets measured at fair value on a nonrecurring basis are summarized below.

 

 

The Company measures for impairment using the fair value of the collateral for collateral-dependent loans.  The Company’s impaired loans totaled $22.2 million as of March 31, 2009, which included 
collateral-dependent loans with a carrying value of $17.9 million.  As of March 31, 2009, the Company’s collateral dependent loans had a valuation allowance of $3.6 million, resulting in a provision for 
loan losses of $658,000 and $460,000 for the three months ended March 31, 2009 and 2008, respectively.

10.  Recently Issued Accounting Standards

In December 2007, the FASB issued FAS No. 141 (revised 2007), Business Combinations (“FAS 141(R)”), which establishes principles and requirements for how an acquirer recognizes and measures 
in its financial statements the identifiable assets acquired, the liabilities assumed, and any noncontrolling interest in an acquiree, including the recognition and measurement of goodwill acquired in a 
business combination.  FAS No. 141(R) is effective for fiscal years beginning on or after December 15, 2008.  Earlier adoption is prohibited.  The adoption of FAS No. 141(R) did not have a significant 
impact on the Company’s results of operations or financial position.   

In December 2007, the FASB issued SFAS No. 160, “Noncontrolling Interest in Consolidated Financial Statements, an amendment of ARB No. 51”  (“SFAS No. 160”), which will change the 
accounting and reporting for minority interests, which will be recharacterized as noncontrolling interests and classified as a component of equity within the consolidated balance sheets. FAS No. 160 
is effective as of the beginning of the first fiscal year beginning on or after December 15, 2008.  The adoption of FAS No. 160 did not have a significant impact on the Company’s results of operations 
or financial position.

In March 2008, the FASB issued SFAS No. 161, “Disclosures about Derivative Instruments and Hedging Activities, an amendment of SFAS No. 133”. FAS No. 161 amends and expands the disclosure 
requirements of SFAS No. 133 for derivative instruments and hedging activities. FAS No. 161 requires qualitative disclosure about objectives and strategies for using derivative and hedging 
instruments, quantitative disclosures about fair value amounts of the instruments and gains and losses on such instruments, as well as disclosures about credit-risk features in derivative 
agreements.  FAS No. 161 is effective for financial statements issued for fiscal years and interim periods beginning after November 15, 2008, with early application encouraged.  The adoption of FAS 
No. 161 did not have a significant impact on the Company’s results of operations or financial position.   

In April 2008, the FASB issued FSP FAS 142-3, “Determination of the Useful Life of Intangible Assets.” This FSP provides guidance as to factors considered in developing renewal or extension 
assumptions used to determine the useful life of a recognized intangible asset under SFAS 142, “Goodwill and Other Intangible Assets.” This guidance was effective January 1, 2009. The adoption of 
FSP FAS 142-3 did not have a material effect on the Company’s results of operations or financial position. 

In June 2008, the Financial Accounting Standards Board (“FASB”) issued Staff Position Emerging Issues Task Force (EITF) 03-06-1, “Determining whether Instruments Granted in Share-Based 
Payment Transactions Are Participating Securities” (FSP EITF 03-6-1). FSP EITF 03-6-1 provides that unvested share-based payment awards that contain nonforfeitable rights to dividends or 
dividend equivalents (whether paid or unpaid) are participating securities and shall be included in the computation of earnings per share pursuant to the two-class method. FSP EITF 03-6-1 is 
effective for financial statements issued for fiscal years beginning after December 15, 2008 and interim periods within those years. Upon adoption, a company is required to retrospectively adjust its 
earnings per share data (including any amounts related to interim periods, summaries of earnings and selected financial data) to conform with the provisions in FSP EITF 03-6-1. Early application of 
FSP EITF 03-6-1 is prohibited. The adoption of FSP EITF 03-6-1 did not have an effect on the Company’s earnings per share data. 

In April 2009, the FASB issued FSP FAS 115-2 and FAS 124-2, which amends the other-than-temporary impairment model for debt securities. Under the FSP, an other-than-temporary-impairment must 
be recognized if an investor has the intent to sell the debt security or if it is more likely than not will be required to sell the debt security before recovery of its amortized cost basis. In addition, the FSP 
changes the amount of impairment to be recognized in current-period earnings when an investor does not have the intent to sell or if it is more likely than not will not be required to sell the debt 
security; in these cases only the amount of the impairment associated with credit losses is recognized in income. The FSP also requires additional disclosures regarding the calculation of credit 
losses, as well as factors considered in reaching a conclusion that an investment is not other-than-temporarily impaired. The FSP is effective for interim and annual reporting periods ending after 
June 15, 2009, with early adoption permitted for periods ending after March 15, 2009. The Company did not early adopt this standard and is in the process of evaluating its impact on its results of 
operations and financial position.

In April 2009, the FASB issued FSP FAS 157-4. The FSP provides additional guidance for estimating fair value in accordance with SFAS 157 when the volume and level of activity for the asset or 
liability have significantly declined. The FSP also includes guidance on identifying circumstances that indicate a transaction is not orderly. The FSP is effective for interim and annual reporting 
periods ending after June 15, 2009, with early adoption permitted. The Company did not early adopt this standard and is in the process of evaluating its impact on its results of operations and 
financial position.

In April 2009, the FASB issued FSP FAS 107-1 and APB 28-1. The FSP requires the SFAS 107 disclosures about the fair value of financial instruments to be presented in interim financial statements in 
addition to annual financial statements. The FSP is effective for interim reporting periods ending after June 15, 2009, with early adoption permitted for periods ending after March 15, 2009. The 
Company did not early adopt this standard and is in the process of evaluating its impact on its results of operations and financial position. 

On April 1, 2009, the FASB issued FSP No. FAS 141(R)-1, “Accounting for Assets Acquired and Liabilities Assumed in a Business Combination That Arise from Contingencies” (FSP FAS 141R-1) 
whereby assets acquired and liabilities assumed in a business combination that arise from contingencies should be recognized at fair value on the acquisition date if fair value can be determined 
during the measurement period. If fair value cannot be determined, companies should typically account for the acquired contingencies using existing accounting guidance. FSP FAS 141R-1 is 
effective for new acquisitions consummated on or after January 1, 2009. The adoption of FSP FAS No. 141R-1 did not have a significant impact on the Company’s results of operations or financial 
position.  
 

     
Fair Value Measurements at

March 31, 2009, Using  

   

Assets at Fair 
Value at

March 31, 
2009    

Quoted Prices 
in Active 

Markets for 
Identical Assets 

(Level 1)    

Significant 
Other 

Observable 
Inputs (Level 

2)    

Significant 
Unobservable 
Inputs (Level 

3)  
          (in thousands)  
Assets:                        

Impaired loans   $ 18,623    $ —    $ —    $ 18,623 

     
Fair Value Measurements at 

December 31, 2008, Using  

   

Assets at Fair 
Value at

 December 31, 
2008    

Quoted Prices 
in Active 

Markets for 
Identical Assets 

(Level 1)    

Significant 
Other 

Observable 
Inputs (Level 

2)    

Significant 
Unobservable 
Inputs (Level 

3)  
          (in thousands)  
Assets:                        

Impaired loans   $ 15,776    $ —    $ —    $ 15,776 



11.  Subsequent Event

Subsequent to March 31, 2009, we prepaid $20.0 million of outstanding putable FHLB advances, incurring $251,000 in prepayment penalties.  In accordance with EITF 96-19, we expensed the penalties 
in the second quarter of 2009.  Management has determined the prepayment of these advances will increase the Company’s net earnings for 2009. 
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MANAGEMENT’S DISCUSSION AND ANALYSIS 
OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

COMMUNITY BANK SHARES OF INDIANA, INC. AND SUBSIDIARIES

Safe Harbor Statement for Forward-Looking Statements 

This report may contain forward-looking statements within the meaning of the federal securities laws.  These statements are not historical facts, but rather statements based on our current 
expectations regarding our business strategies and their intended results and our future performance.  Forward-looking statements are preceded by terms such as “expects,” “believes,” “anticipates,” 
“intends” and similar expressions. 

Forward-looking statements are not guarantees of future performance.  Numerous risks and uncertainties could cause or contribute to our actual results, performance, and achievements to be 
materially different from those expressed or implied by the forward-looking statements.  Factors that may cause or contribute to these differences include, without limitation, general economic 
conditions, including changes in market interest rates and changes in monetary and fiscal policies of the federal government; legislative and regulatory changes; competitive conditions in the 
banking markets served by our subsidiaries; the adequacy of the allowance for losses on loans and the level of future provisions for losses on loans; and other factors disclosed periodically in our 
filings with the Securities and Exchange Commission. 

Because of the risks and uncertainties inherent in forward-looking statements, readers are cautioned not to place undue reliance on them, whether included in this report or made elsewhere from time 
to time by us or on our behalf.  We assume no obligation to update any forward-looking statements. 

Financial Condition

Total assets decreased to $865.7 million at March 31, 2009 from $877.4 million as of December 31, 2008 due to decreases in net loans of $16.9 million and securities available for sale of $12.5 
million.  The Company utilized the net cash inflows to offset decreases in total deposits, FHLB advances, and other borrowings and increase its interest bearing deposits in other financial institutions 
by $19.2 million.  Total deposits decreased to $600.3 million at March 31, 2009 from $603.2 million as of December 31, 2008 as interest-bearing deposits decreased by $7.0 million and non-interest 
bearing deposits increased by $4.1 million. 

Net loans decreased by 2.7% to $606.2 million as of March 31, 2009 from $623.1 million at December 31, 2008.  The decrease in the loan portfolio was concentrated in the Company’s commercial real 
estate and residential real estate portfolios which declined by a combined $18.2 million from December 31, 2008.  The decrease is the result of management’s efforts to further diversify the Company’s 
loan portfolio in addition to net loan payoffs of $13.8 million and net loan charge-offs of $1.7 million. 

Securities available for sale decreased from December 31, 2008 by $12.5 million to $109.2 million as of March 31, 2009 primarily due to sales of $30.4 million and maturities, prepayments and calls of $6.2 
million, offset primarily by purchases of $24.1 million.  The securities portfolio serves as a source of liquidity and earnings and plays an important part in the management of interest rate risk.  The 
current strategy for the investment portfolio is to maintain an overall average repricing term between 3.0 and 3.5 years to limit exposure to rising interest rates. 

FHLB advances and other borrowings decreased to $107.0 million and $75.2 million at March 31, 2009, respectively, from $111.9 million and $79.0 million at December 31, 2008.  The decrease in FHLB 
advances and other borrowings was offset through net cash inflows from net loans and securities available for sale. 
 

 

Index
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COMMUNITY BANK SHARES OF INDIANA, INC. AND SUBSIDIARIES

Net Income.  Net income was $623,000 for the three months ended March 31, 2009 compared to $1.0 million for the same period in 2008.  Basic and diluted earnings per share decreased to $0.19 per 
share for the first quarter of 2009 from $0.32 for basic and diluted earnings per share for 2008.  The decrease in net income and basic and diluted earnings per share for the first quarter in 2009 was due 
to increases in the provision for loan losses and non-interest expenses, offset by increases in net interest income and non-interest income and a decrease in income tax expense.  The annualized return 
on average assets and average shareholders’ equity were 0.30% and 3.99% for the three months ended March 31, 2009, respectively, compared to 0.51% and 6.34% for the equivalent periods in 2008. 

Net interest income.  Net interest income for the three months ended March 31, 2009 increased by $58,000 to $5.8 million.  The Company’s net interest margin on a taxable equivalent basis decreased 
to 3.08% for the three months ended March 31, 2009 from 3.13% for the same period in 2008.  The increase in net interest income for the three months ended March 31, 2009 as compared to same 
period on 2008 was due to a larger decrease in the cost of interest bearing liabilities as compared to the yield on interest earning assets.  The net interest margin on a taxable equivalent basis for the 
first quarter of 2009 decreased as compared to 2008 as average interest earning assets increased by $31.6 million.  The net interest margin was negatively impacted by the increase in the average 
balance of interest bearing deposits in other financial institutions which have a lower yield as compared to the Company’s other interest earning assets. 

The cost of interest-bearing liabilities continues to be significantly affected by the $67.0 million in funding provided by FHLB advances, which principally consists of putable (or convertible) 
instruments that give the FHLB the option at the conversion date (and quarterly thereafter) to put an advance back to us, and are on average higher than current alternative costs of funds.  If the 
FHLB puts an advance back to us, we can choose to prepay the advance without penalty or allow the interest rate on the advance to adjust to three-month LIBOR (London Interbank Offer Rate) at 
the conversion date (and adjusted quarterly thereafter).  We estimate the three-month LIBOR would have to rise in excess of 300 basis points before the FHLB would exercise its option on the 
majority of the individual advances.  We use FHLB advances for both short- and long-term funding.  The balances reported at March 31, 2009 and December 31, 2008 are comprised of long-term and 
short-term advances.  Subsequent to quarter end, we elected to prepay $20.0 million of the $67.0 million of outstanding putable advances incurring $251,000       in prepayment penalties as a result 
which will be expensed in the second quarter in accordance with EITF 96-19.  Management has determined the prepayment of these advances will have a net accretive impact on net earnings for 2009 
as the prepayment penalties will be fully offset by an increase in net interest income. 

Index
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Average Balance Sheets.  The following tables set forth certain information relating to our average balance sheets and reflect the average yields earned and rates paid.  Such yields and costs are 
derived by dividing income or expense by the average balance of assets or liabilities, respectively, for the periods presented.  Average balances are computed on daily average balances.  For 
analytical purposes, net interest margin and net interest spread are adjusted to a taxable equivalent adjustment basis to recognize the income tax savings on tax-exempt assets, such as state and 
municipal securities.  A tax rate of 34% was used in adjusting interest on tax-exempt assets to a fully taxable equivalent (“FTE”) basis.  Loans held for sale and loans no longer accruing interest are 
included in total loans. 

Index

    Three Months Ended March 31,  
    2009     2008  

   
Average
Balance     Interest    

Average
Yield/Cost    

Average
Balance     Interest    

Average 
Yield/Cost  

    (In thousands)     (In thousands)  
ASSETS                                    
Earning assets:                                    

Interest-bearing deposits with banks  $ 26,314   $ 66     1.02%  $ 9,095   $ 61     2.70%
Taxable securities    99,393     1,248      5.09     86,118     1,094      5.11 
Tax-exempt securities    20,599     332      6.53     13,069     206      6.34 
Total loans and fees (1) (2)    627,959     8,613      5.56     634,744     10,412      6.60 
FHLB  and Federal Reserve stock     8,472      159      7.59      8,096      99      4.92 

Total earning assets    782,737     10,418      5.40     751,122     11,872      6.36 
                                           

Less: Allowance for loan losses    (9,388)                  (6,296)              
Non-earning assets:                                          

Cash and due from banks    26,178                   14,027               
Bank premises and equipment, net    15,070                   15,202               
Other assets    41,785                   43,169               

Total assets   $ 856,382                  $ 817,224               

                                           
LIABILITIES AND STOCKHOLDERS’ EQUITY                                          
Interest-bearing liabilities:                                          

Savings and other  $ 209,534   $ 339      0.66%  $ 210,172   $ 933      1.79%
Time deposits    285,030     2,357      3.35     260,217     2,905      4.49 
Other borrowings    65,720     225      1.39     69,378     472      2.74 
FHLB advances    108,450     1,376      5.15     105,099     1,421      5.44 
Subordinated debentures     17,000      167      3.98      17,000      289      6.84 

Total interest-bearing liabilities    685,734     4,464      2.64     661,866     6,020      3.66 
                                           
Non-interest bearing liabilities:                                          
   Non-interest demand deposits    104,608                   84,361               
   Accrued interest payable and other liabilities    2,755                   5,234               
   Stockholders’ equity     63,285                    65,763               
Total liabilities and stockholders’ equity   $ 856,382                  $ 817,224               

                                           
Net interest income (taxable equivalent basis)         $ 5,954                 $ 5,852        
Less: taxable equivalent adjustment           (114)                  (70)       
Net interest income         $ 5,840                 $ 5,782        

Net interest spread                  2.76%                 2.70%
Net interest margin                   3.08                    3.13 

(1) The amount of direct loan origination cost included in interest on loans was $163 and $148 for the three months ended March 31, 2009 and 2008. 

 (2) Calculations include non-accruing loans in the average loan amounts outstanding. 

17



PART I - ITEM 2 

MANAGEMENT’S DISCUSSION AND ANALYSIS 
OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

COMMUNITY BANK SHARES OF INDIANA, INC. AND SUBSIDIARIES

Rate/Volume Analysis.  The table below illustrates the extent to which changes in interest rates and changes in the volume of interest-earning assets and interest-bearing liabilities affected our 
interest income and interest expense during the periods indicated.  Information is provided in each category with respect to (i) changes attributable to changes in volume (changes in volume 
multiplied by prior rate), (ii) changes attributable to changes in rate (changes in rate multiplied by prior volume), and (iii) the net change.  The changes attributable to the combined impact of volume 
and rate have been allocated proportionately to the changes due to volume and the changes due to rate. 

   

Three Months Ended
March 31, 2009 compared to

Three Months Ended
March 31, 2008

Increase/(Decrease) Due to  

   
Total Net
Change     Volume     Rate  

    (In thousands)  
Interest income:                  

Interest-bearing deposits with banks   $ 5    $ 61    $ (56)
Taxable securities     154      167      (13)
Tax-exempt securities     82      80      2 
Total loans and fees     (1,799)     (110)     (1,689)
FHLB and Federal Reserve stock     60      5      55 

Total increase (decrease) in interest income     (1,498)     203      (1,701)
                      
Interest expense:                     

Savings and other     (594)     (3)     (591)
Time deposits     (548)     258      (806)
Other borrowings     (247)     (24)     (223)
FHLB advances     (45)     44      (89)
Subordinated debentures     (122)     -      (122)

Total increase (decrease) in interest expense     (1,556)     275      (1,831)
Increase (decrease) in net interest income   $ 58    $ (72)   $ 130 
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PART I - ITEM 2 

MANAGEMENT’S DISCUSSION AND ANALYSIS 
OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

COMMUNITY BANK SHARES OF INDIANA, INC. AND SUBSIDIARIES

Allowance and Provision for Loan Losses.  Our financial performance depends on the quality of the loans we originate and management’s ability to assess the degree of risk in existing loans when it 
determines the allowance for loan losses.  An increase in loan charge-offs or non-performing loans or an inadequate allowance for loan losses could have an adverse effect on net income.  The 
allowance is determined based on the application of loss estimates to graded loans by categories. 

Summary of Loan Loss Experience: 

 
Provision for loan losses increased to $1.1 million for the three months ended March 31, 2009 compared to $800,000 for the equivalent period in 2008.  Net charge-offs during the first quarter in 2009 
were $1.7 million, an increase from $759,000 from the same period in 2008.  The increase in the provision for loan losses for the first quarter was due to deterioration in the underlying collateral on 
certain loans during the quarter, an increase in classified credits to $55.7 million as of March 31, 2009 from $44.1 million at December 31, 2008, and an increase in management’s allocation for 
environmental factors.  The aforementioned resulted in an increase in the allowance for loan losses as a percentage of loans to 1.43% as of March 31, 2009 from 1.00% as of March 31, 2008 while 
decreasing from 1.50% as of December 31, 2008.  The decrease in the allowance as a percentage of loans was attributable to a large construction real-estate charge-off, which reduced the allowance for 
losses by $1.0 million which had been fully provided for in previous periods.    Assuming the construction real-estate charge-off had not occurred in the first quarter of 2009, the Company’s allowance 
for loan losses to total loans would have increased to 1.60% as of March 31, 2009 due to increases in classified credits and the allocation for environmental factors.  Federal regulations require insured 
institutions to classify their assets on a regular basis.  The regulations provide for three categories of classified loans:  substandard, doubtful and loss.  The regulations also contain a special mention 
and a specific allowance category.  Special mention is defined as loans that do not currently expose an insured institution to a sufficient degree of risk to warrant classification but do possess credit 
deficiencies or potential weaknesses deserving management’s close attention.  Assets classified as substandard or doubtful require the institution to establish general allowances for loan losses.  If 
an asset or portion thereof is classified as loss, the insured institution must either establish specified allowances for loan losses in the amount of 100% of the portion of the asset classified loss, or 
charge off such amount.  The increase in the Company’s classified credits was concentrated primarily in the least severe classification which did not significantly increase the Company’s allocation 
for probable incurred losses associated with those credits.  The Company’s internal asset review committee meets on a monthly basis to review the Company’s classified credits and determine the 
appropriate classification given the current circumstances for each problem credit relationship.  The committee reviews all relevant information in establishing these classifications including:  the 
financial position of the borrower, payment history, underlying collateral of the loan, loan officer provided updates on the borrower’s current status, and any other information deemed significant to 
the determination of the quality of the relationship.  In addition, the Company’s Chief Credit Officer reviews the values assigned to the underlying collateral securing classified credits for 
appropriateness.  In particular, the Chief Credit Officer reviews the dates of the appraisals supporting the valuations to determine they are current, and if not, that appropriate adjustments have been 
made to the values to reflect current economic conditions.  The Company continues to see weakness in its construction and commercial real estate loan portfolios and has provided for the probable 
incurred losses in those portfolios accordingly.  The increase in net charge-offs during the three months ended March 31, 2009 was due to a construction real estate charge-off for $1.0 million related 
to one credit during the quarter.  The Company had identified and classified the credit prior to 2009 and had allocated amounts to cover the entire charge-off in previous years.  The credit has a 
remaining balance of $2.5 million which represents the anticipated collateral liquidation value, less costs to sell.  The Company continues to closely monitor its loan portfolio to identify any additional 
problem credits, deterioration in underlying collateral values, and credits requiring further downgrades in accordance with the Company’s internal policies.  As of March 31, 2009, management has 
reserved for probable incurred losses within the loan portfolio based on information currently available to the Company. 

Index

   
Three Months Ended

March 31,  
Activity for the period ended:   2009     2008  
    (In thousands)  
Beginning balance  $ 9,478   $ 6,316 
Charge-offs:              

Residential real estate    (89)    (19)
Commercial real estate    —     — 
Construction    (1,006)    (21)
Commercial business    (374)    (650)
Home equity    (178)    (21)
Consumer    (161)    (82)

Total    (1,808)    (793)
               
Recoveries:              

Residential real estate    30     — 
Commercial real estate    10     1 
Construction    —     — 
Commercial business    10     3 
Home equity    1     1 
Consumer    33     29 

Total    84     34 
Net loan charge-offs    (1,724)    (759)

               
Provision    1,064     800 
               
Ending balance  $ 8,818   $ 6,357 
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MANAGEMENT’S DISCUSSION AND ANALYSIS 
OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

COMMUNITY BANK SHARES OF INDIANA, INC. AND SUBSIDIARIES

Non-performing assets.  Loans (including impaired loans under the Financial Accounting Standard Board’s Statement of Financial Accounting Standards 114 and 118) are placed on non-accrual 
status when they become past due ninety days or more as to principal or interest, unless they are adequately secured and in the process of collection.  When these loans are placed on non-accrual 
status, all unpaid accrued interest is reversed and the loans remain on non-accrual status until the loan becomes current or the loan is deemed uncollectible and is charged off.  We define impaired 
loans as those loans for which it is probable that all scheduled interest and principal payments will not be received based on the contractual terms of the loan agreement.  Impaired loans increased to 
$22.2 million at March 31, 2009 as compared to $20.2 million at December 31, 2008 due to further downgrades in certain commercial credits and an increase in non-accrual commercial credits.  Impaired 
loans consist of commercial, commercial real estate, and construction real estate credits that are on non-accrual or have been internally classified as “substandard” or “doubtful”. 

Index

   
March 31,

2009    
December 
31, 2008  

    (In thousands)  
       
Loans on non-accrual status  $ 24,165   $ 20,702 
Loans past due over 90 days still on accrual    -     - 
Other real estate owned    955     1,147 
Total non-performing assets  $ 25,120   $ 21,849 

               
Non-performing loans to total loans    3.93%    3.27%
Non-performing assets to total loans    4.08     3.45 
Allowance as a percent of non-performing 

loans    36.49     45.78 
Allowance as a percent of total loans    1.43     1.50 
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MANAGEMENT’S DISCUSSION AND ANALYSIS 
OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

COMMUNITY BANK SHARES OF INDIANA, INC. AND SUBSIDIARIES

Non-interest income.  Non-interest income increased by 44.6% to $2.2 million for the three months ended March 31, 2009 compared to $1.5 million in 2008.  The increase was primarily due to net gains 
on sales of investment securities during 2009, offset by a decrease in the change in fair value and cash settlements of interest rate swap.  During the first quarter in 2009, the Company sold $30.4 
million of investment securities which resulted in a net gain of $773,000; the Company did not sell securities in the first quarter of 2008.  The Company was able to sell a portion of its portfolio at a gain 
and reinvest the proceeds in securities with substantially the same yield and risk profile while extending out slightly further on the yield curve.  The proceeds realized from the sale were utilized to 
purchase securities in the first quarter while the remaining proceeds were used to prepay certain FHLB advances in the second quarter of 2009 (See Note 11 to the Consolidated Financial 
Statements).  The change in fair value and cash settlement of interest rate swap decreased to $0 for the period ended March 31, 2009 from $157,000 for 2008 due to the maturation of the swap 
agreement in second quarter of 2008.  The Company expensed $68,000 for cash settlements and had an unrealized gain of $225,000 in the first quarter of 2008 associated with the swap. 

Non-interest expense.   Non-interest expense increased to $6.3 million for the three months ended March 31, 2009 from $5.3 million for the equivalent period in 2008 due primarily to increases in 
salaries and employee benefits, occupancy expense, data processing expense, legal and professional expense, FDIC insurance premiums, and other expenses.  Salaries and employee benefits 
increased by $249,000 from the three month period ended March 31, 2008 due to an increase in the employer portion of insurance premiums, a severance payment to a former employee, and normal 
recurring pay raises.  The Company’s full time equivalent employees decreased to 227 as of March 31, 2009 from 241 in 2008 while the expense per full time equivalent increased to $14,200 from $12,300 
for the same period in 2008.  The decrease in full time equivalent employees is due to attrition of employees whose positions were not filled while the increase in expense per full time equivalent was 
due to the aforementioned increases in salaries and benefits expense.  Occupancy expenses were $623,000 for the three months ended March 31, 2009, an increase of $154,000 from the same period in 
2008 as the Company opened a new YCB branch location in the third quarter of 2008 which increased the number of the Company’s branch locations to 23 from 22.  Also factoring into the increase in 
occupancy expense was an increase in the property tax assessments from the Company’s owned branch locations.  Data processing expenses increased by 20.8% to $575,000, primarily because of the 
conversion of SCSB’s to a new core banking data processing system and associated charges to terminate certain related contracts.  Legal and professional fees were $321,000 for the first quarter of 
2009, an increase of 23.9% from 2008 due to additional legal fees incurred associated with collection efforts of certain loans in the Company’s portfolio.  FDIC insurance premiums were $288,000 for the 
period ended March 31, 2009 compared to $16,000 for the same period in 2008 due to a uniform 7 basis point increase in the Company’s premium during the first quarter of 2009 and the expiration of a 
credit granted to SCSB.  Effective April 1, 2009, the FDIC is modifying its risk based assessment to incorporate additional risk-based adjustments for unsecured and secured borrowings and brokered 
deposits and also increasing the base assessment rate for all risk categories.  Also, in the first quarter of 2009, the FDIC announced a proposed special one-time assessment of 20 basis points to be 
imposed on June 30, 2009 and payable on September 30, 2009.  There has been continued debate about the amount of the assessment subsequent to its announcement with the possibility existing 
that the assessment may be lowered.  The effects of these changes will result in a significant increase in the Company’s FDIC insurance premiums throughout 2009.  If the one time special assessment 
passes, the Company estimates all the changes will result in an increase in FDIC insurance premiums of $2.0 million for the year in 2009 as compared to 2008.  Other expenses increased to $725,000 for 
the first quarter in 2009 due primarily to expenditures for delinquent property taxes on foreclosed real estate. 

Income tax expense.  Income tax expense for the three months ended March 31, 2009 was $54,000 as compared to $171,000 for the equivalent period in 2008.  The decrease in income tax expense was 
due to a decrease in pre-tax net income while income from tax exempt obligations and Company owned life insurance as well as income tax credits remained constant.  During the first quarter of 2008, 
the Company received notification the Internal Revenue Service had completed their audits of our 2004 and 2005 federal tax returns and had determined adjustments were not required for tax positions 
taken in those returns and that a refund would be issued for 2006 for $20,000.  Accordingly, the Company reduced its reserve for unrecognized tax benefits by $55,000, reversed its accrual for the 
associated interest and penalties of $17,000 and recorded a receivable of $20,000 in the first quarter of 2008. 

Liquidity and Capital Resources

Liquidity levels are adjusted in order to meet funding needs for deposit outflows, repayment of borrowings, and loan commitments and to meet asset/liability objectives.  Our primary sources of funds 
are customer deposits, customer repurchase agreements, proceeds from loan repayments, maturing securities and FHLB advances.  While loan repayments and maturities are a predictable source of 
funds, deposit flows and mortgage prepayments are greatly influenced by market interest rates, general economic conditions and competition.  At March 31, 2009, we had cash and interest-bearing 
deposits with banks of $78.7 million and securities available-for-sale with a fair value of $109.2 million.  If we require funds beyond the funds we are able to generate internally, we have $46.7 million in 
additional aggregate borrowing capacity with the Federal Home Loan Bank of Indianapolis based on our current FHLB stock holdings, unused federal funds lines of credit with various nonaffiliated 
financial institutions of $29.0 million.  The holding company currently has $629,000 of an unused line of credit with a nonaffiliated financial institution and can declare and pay dividends without prior 
regulatory approval from its subsidiaries of $775,000. 

Index
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The Banks are required to maintain specific amounts of capital pursuant to regulatory requirements.  As of March 31, 2009, Your Community Bank and Scott County State Bank were each in 
compliance with all regulatory capital requirements that were effective as of such date with capital ratios as follows: 

March 31, 2009: 

December 31, 2008: 

YCB currently has a regulatory agreement with the FDIC that requires YCB to maintain a Tier 1 capital ratio of 8%.  YCB is currently in compliance with the Tier 1 capital requirement. 

We have been repurchasing shares of our common stock since May 21, 1999.  A net total of 612,273 shares at an aggregate cost of $10.6 million have been repurchased since that time under both the 
current and prior repurchase plans.  Our Board of Directors authorized a share repurchase plan in June 2007 under which a maximum of $5.0 million of our common stock may be purchased.  Through 
March 31, 2009, a total of $1.6 million had been expended to purchase 85,098 shares under the current repurchase plan. 

During June 2004 and 2006, we completed placements of $7.0 million and $10.0 million floating rate subordinated debentures through Community Bank Shares (IN) Statutory Trust I and Trust II, 
(trusts we formed), respectively.  These securities are reported as liabilities for financial reporting, but Tier 1 Capital for regulatory purposes.  We intend to utilize the proceeds for general business 
purposes and to support our future opportunities for growth. 

Index

   

Total
Capital To

Risk-
weighted
Assets    

Tier 1
Capital To

Risk-weighted 
Assets    

Tier 1
Capital To
Average
Assets  

Consolidated     10.9%    9.7%    7.5%
Your Community Bank     11.8%    10.5%    8.4%
Scott County State Bank     15.1%    14.0%    9.7%
                      
Minimum for banks to be well capitalized 

under regulatory capital requirements:     10.0%    6.0%    5.0%

   

Total
Capital To

Risk-
weighted
Assets    

Tier 1
Capital To

Risk-weighted 
Assets    

Tier 1
Capital To
Average
Assets  

Consolidated     10.7%    9.5%    7.6%
Your Community Bank     11.5%    10.3%    8.2%
Scott County State Bank     14.1%    13.3%    9.4%
                      
Minimum for banks to be well capitalized 

under regulatory capital requirements:     10.0%    6.0%    5.0%
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Off Balance Sheet Arrangements and Contractual Obligations

The amount and nature of our off balance sheet arrangements and contractual obligations at March 31, 2009 were not significantly different from the information that was reported in the Company’s 
annual report on Form 10-K for the year ended December 31, 2008. 
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QUANTITATIVE AND QUALITATIVE
DISCLOSURES ABOUT MARKET RISK

Asset/liability management is the process of balance sheet control designed to ensure safety and soundness and to maintain liquidity and regulatory capital standards while maintaining acceptable 
net interest income.  Interest rate risk is the exposure to adverse changes in net interest income as a result of market fluctuations in interest rates.  Management continually monitors interest rate and 
liquidity risk so that it can implement appropriate funding, investment, and other balance sheet strategies.  Management considers market interest rate risk to be our most significant ongoing business 
risk consideration. 

We currently contract with an independent third party consulting firm to measure our interest rate risk position.  The consulting firm utilizes an earnings simulation model to analyze net interest 
income sensitivity.  Current balance sheet amounts, current yields and costs, corresponding maturity and repricing amounts and rates, other relevant information, and certain assumptions made by 
management are combined with gradual movements in interest rates of 200 basis points up at December 31, 2008 and March 31, 2009 within the model to estimate their combined effects on net interest 
income over a one-year horizon.  In 2008, the Federal Open Market Committee lowered its target for the federal funds rate to 0-25 bps.  A majority of our loans are indexed to the prime rate, therefore, 
the Company has excluded an evaluation of the effect on net interest income assuming a decrease in interest rates as further reductions in the prime rate are extremely unlikely.  We feel that using 
gradual interest rate movements within the model is more representative of future rate changes than instantaneous interest rate shocks.  Growth in amounts are not projected for any balance sheet 
category when constructing the model because of the belief that projected growth can mask current interest rate risk imbalances over the projected horizon.  We believe that the changes made to the 
model’s interest rate risk measurement process have improved the accuracy of results of the process, consequently giving better information on which to base asset and liability allocation decisions 
going forward. 

Assumptions based on the historical behavior of our deposit rates and balances in relation to changes in interest rates are incorporated into the model.  These assumptions are inherently uncertain 
and, as a result, the model cannot precisely measure future net interest income or precisely predict the impact of fluctuations in market interest rates on net interest income.  We continually monitor 
and update the assumptions as new information becomes available.  Actual results will differ from the model's simulated results due to timing, magnitude and frequency of interest rate changes, and 
actual variations from the managerial assumptions utilized under the model, as well as changes in market conditions and the application and timing of various management strategies. 

The base scenario represents projected net interest income over a one year forecast horizon exclusive of interest rate changes to the simulation model.  Given a gradual 200 basis point increase in the 
projected yield curve used in the simulation model (Up 200 Scenario), we estimated that as of March 31, 2009 our net interest income would decrease by an estimated 2.6%, or $671,000, over the one 
year forecast horizon.  As of December 31, 2008, in the Up 200 Scenario we estimated that net interest income would decrease 2.2%, or $571,000, over a one year forecast horizon ending December 31, 
2009. 

The projected results are within our asset/liability management policy limits which states that the negative impact to net interest income should not exceed 7% in a 100 or 200 basis point increase or 
decrease in the projected yield curve over a one year forecast horizon.  The forecast results are heavily dependent on the assumptions regarding changes in deposit rates; we can minimize the 
reduction in net interest income in a period of rising interest rates to the extent that we can curtail raising deposit rates during this period.  We continue to explore transactions and strategies to both 
increase our net interest income and minimize our interest rate risk. 
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Our interest sensitivity profile at any point in time will be affected by a number of factors.  These factors include the mix of interest sensitive assets and liabilities as well as their relative repricing 
schedules.  It is also influenced by market interest rates, deposit growth, loan growth, and other factors.  The tables below illustrate our estimated annualized earnings sensitivity profile based on the 
above referenced asset/liability model as of March 31, 2009 and December 31, 2008, respectively.  The tables below are representative only and are not precise measurements of the effect of changing 
interest rates on our net interest income in the future. 

The following table illustrates our estimated one year net interest income sensitivity profile based on the asset/liability model as of March 31, 2009 and ending on March 31, 2010: 

Index

   
Interest Rate Sensitivity as of March 

31, 2009  

    Base    

Gradual Increase 
in

Rates of 200
Basis Points  

             
Projected interest income:            

Loans  $ 35,324   $ 36,931 
Investments    4,991     5,258 
FHLB  and FRB stock    409     409 
Interest-bearing bank deposits    18     221 
Federal funds sold    57     384 

Total interest Income    40,799     43,203 
               
Projected interest expense:              

Deposits    9,736     11,840 
   Federal funds purchased, line of credit and 
Repurchase agreements.    788     1,515 

FHLB advances    4,101     4,203 
Subordinated debentures    562     704 

Total interest expense    15,187     18,262 
Net interest income  $ 25,612   $ 24,941 

               
Change from base           (671)
Percent change from base           (2.62)%
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The following table illustrates our estimated one year net interest income sensitivity profile based on the asset/liability model as of December 31, 2008 and ending December 31, 2009: 

 

Index

   
Interest Rate Sensitivity as of 

December 31, 2008  

    Base    

Gradual Increase 
in

Rates of 200
Basis Points  

Projected interest income:            
   Loans   $ 36,673    $ 38,562 
   Investments     5,666      5,975 
   FHLB and FRB stock     432      432 

Interest-bearing deposits in other financial 
   Institutions      1       148 

Federal funds sold     11      185 
Total interest income     42,783      45,302 
               
Projected interest expense:              
   Deposits     10,729      12,914 
   Federal funds purchased, line of credit and
       Repurchase agreements      740       1,437 
   FHLB advances     4,809      4,875 
   Subordinated debentures     623      765 
Total interest expense     16,901      19,991 
Net interest income   $ 25,882    $ 25,311 

               
Change from base          $ (571)
% Change from base            (2.21)%
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CONTROLS AND PROCEDURES

Our management, including our Chief Executive Officer (serving as the principal executive officer) and Chief Financial Officer (serving as the principal financial officer), have conducted an evaluation 
of the effectiveness of disclosure controls and procedures pursuant to Securities Exchange Act of 1934 Rule 13a-15 as of the end of the period covered by this Form 10-Q. Based on that evaluation, 
the Chief Executive Officer and the Chief Financial Officer concluded that the disclosure controls and procedures are effective in ensuring that all material information required to be filed in this 
quarterly report has been made known to them in a timely fashion. There have been no significant changes in internal controls, or in other factors that could significantly affect internal controls, 
subsequent to the date the Chief Executive Officer and the Chief Financial Officer completed their evaluation. 
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PART II

OTHER INFORMATION

Item 1.  Legal Proceedings

There are various claims and lawsuits in which the Company or its subsidiaries are periodically involved, such as claims to enforce liens, foreclosure or condemnation proceedings on properties in 
which the Banks hold mortgages or security interests, claims involving the making and servicing of real property loans and other issues incidental to the Banks’ business.  In the opinion of 
management, no material loss is expected from any such pending claims or lawsuits.

The following information reflects developments with respect to certain legal proceedings of the Company that occurred in the first and second quarters of 2009.  This information should be read 
together with the Company’s discussion set forth under “Legal Proceedings” in Part I, Item 3 of the Company’s Annual Report on Form 10-K for the year ended December 31, 2008. 

D.F. Crane Construction Corporation (“Crane”) Litigation – 

On May 21, 2008, the Jefferson Circuit Court (Commonwealth of Kentucky) entered judgment and an order of sale of the property pursuant to a Settlement Agreement (the “Agreement”) entered into 
by Crane and YCB.  The obligations of the parties under the Agreement were contingent upon entry of the order resolving all claims against YCB.  Subsequently, the Company tendered the 
settlement payment to Crane on July 3, 2008.  The foreclosure sale took place on September 23, 2008 and YCB was the high bidder for the sum of $1,500,000.  YCB has moved the court to confirm the 
Master Commissioner’s Report of Sale and to direct the Master Commissioner to deliver a deed conveying title to it.  The Court has referred this motion to the Master Commissioner’s Office and YCB 
and the Master Commissioner are in the process of finalizing the deed conveying the real property to YCB.

Item 2.  Unregistered Sales of Equity Securities and Use of Proceeds

The Company did not purchase its common shares during the three months ended March 31, 2009.

The Board of Directors of the Company authorized a share repurchase plan in June 2007 under which a maximum of $5.0 million of the Company’s common stock can be purchased.  As of March 31, 
2009, the Company could repurchase up to $3.4 million of the Company’s common stock under the current repurchase plan. 

Item 6.  Exhibits

Exhibits 

The exhibits required by Item 601 of Regulation S-K are listed in the Exhibit Index of this Form 10-Q and are filed as a part of this report. 
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed by the undersigned thereunto duly authorized. 
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  COMMUNITY BANK SHARES OF INDIANA, INC.
  (Registrant)
      
Dated:  May 15, 2009 BY: /s/ James D. Rickard
         James D. Rickard
         President and
      Chief Executive Officer
         (Principal Executive Officer)
      
Dated:  May 15, 2009 BY: /s/ Paul. A. Chrisco
         Paul A. Chrisco
         Executive Vice-President and 
     Chief Financial Officer
         (Principal Financial Officer)
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Exhibit 31.1 

CERTIFICATIONS PURSUANT TO
SECTION 302 OF

THE SARBANES-OXLEY ACT OF 2002 

CERTIFICATION

I, James D. Rickard, certify that:

1)  I have reviewed this quarterly report on Form 10-Q of Community Bank Shares of Indiana, Inc.; 

2)  Based on my knowledge, this quarterly report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the statements made, in light of the 
circumstances under which such statements were made, not misleading with respect to the period covered by this quarterly report; 
 
3)  Based on my knowledge, the financial statements and other financial information included in this quarterly report, fairly present in all material respects the financial condition, results of operations 
and cash flows of the registrant as of and for the periods presented in this quarterly report;
 
4)  The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) for 
the registrant and have:

a)  designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that material information relating to the 
registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in which this report is being prepared; 

b)  designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision, to provide reasonable assurance regarding 
the reliability of financial reporting and the preparation of financial statements for external purposes in accordance with U.S. generally accepted accounting principles; 

c)  evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this quarterly report our conclusions about the effectiveness of the disclosure controls and 
procedures, as of the end of the period covered by this quarterly report based on such evaluation;

d)  disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent fiscal quarter that has materially affected, or is 
reasonably likely to materially affect, the registrant’s internal control over financial reporting; 

 
5)  The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the registrant’s auditors and the audit committee 
of registrant’s board of directors (or persons performing the equivalent functions): 

a)  all significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting, which are reasonably likely to adversely affect the registrant’s ability to 
record, process, summarize and report financial information; and

b)  any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control over financial reporting. 
 
Date: May 15, 2009

/s/ James D. Rickard
James D. Rickard
President and Chief Executive Officer
 



 
Exhibit 31.2

CERTIFICATIONS PURSUANT TO
SECTION 302 OF

THE SARBANES-OXLEY ACT OF 2002 

CERTIFICATION

I, Paul A. Chrisco, certify that:

1)  I have reviewed this quarterly report on Form 10-Q of Community Bank Shares of Indiana, Inc.; 

2)  Based on my knowledge, this quarterly report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the statements made, in light of the 
circumstances under which such statements were made, not misleading with respect to the period covered by this quarterly report; 
 
3)  Based on my knowledge, the financial statements and other financial information included in this quarterly report, fairly present in all material respects the financial condition, results of operations 
and cash flows of the registrant as of and for the periods presented in this quarterly report;
 
4)  The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) for 
the registrant and have:

a)  designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that material information relating to the 
registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in which this report is being prepared; 

b)  designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision, to provide reasonable assurance regarding 
the reliability of financial reporting and the preparation of financial statements for external purposes in accordance with U.S. generally accepted accounting principles; 

c)  evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this quarterly report our conclusions about the effectiveness of the disclosure controls and 
procedures, as of the end of the period covered by this quarterly report based on such evaluation;

d)  disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent fiscal quarter that has materially affected, or is 
reasonably likely to materially affect, the registrant’s internal control over financial reporting; 

 
5)  The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the registrant’s auditors and the audit committee 
of registrant’s board of directors (or persons performing the equivalent functions): 

a)  all significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting, which are reasonably likely to adversely affect the registrant’s ability to 
record, process, summarize and report financial information; and

b)  any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control over financial reporting. 
 
Date: May 15, 2009

/s/ Paul A. Chrisco
Paul A. Chrisco
Executive Vice-President and 
Chief Financial Officer
 



 
Exhibit 32.1

CERTIFICATION OF PRINCIPAL EXECUTIVE OFFICER PURSUANT TO 18 U.S.C. SECTION 1350, AS ADOPTED PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 

In connection with the accompanying Form 10-Q of Community Bank Shares of Indiana, Inc. (the “Company”) for the quarter ended March 31, 2009, I, James D. Rickard, Chief Executive Officer of 
Community Bank Shares of Indiana, Inc., hereby certify pursuant to 18 U.S.C. § 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that to the best of his knowledge: 

(1)  Such Form 10-Q for the quarter ended March 31, 2009 fully complies with the requirements of section 13(a) or 15(d) of the Securities Exchange Act of 1934; and 

(2)  The information contained in such Form 10-Q for the quarter ended March 31, 2009 fairly presents, in all material respects, the financial condition and results of operation of the Company. 

By:  /s/ James D. Rickard
     James D. Rickard
     President and
     Chief Executive Officer

Date:  May 15, 2009

A signed original of this written statement required by Section 906 has been provided to the Company and will be retained by the Company and furnished to the Securities and Exchange Commission 
or its staff upon request.

This certification shall not be deemed filed by the Company for purposes of §18 of the Securities Exchange Act of 1934, as amended. 
 



 
Exhibit 32.2

CERTIFICATION OF PRINCIPAL FINANCIAL OFFICER PURSUANT TO 18 U.S.C. SECTION 1350, AS ADOPTED PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 

In connection with the accompanying Form 10-Q of Community Bank Shares of Indiana, Inc. (the “Company”) for the quarter ended March 31, 2009, I, Paul A. Chrisco, Chief Financial Officer of 
Community Bank Shares of Indiana, Inc., hereby certify pursuant to 18 U.S.C. § 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that to the best of his knowledge: 

(1)  Such Form 10-Q for the quarter ended March 31, 2009 fully complies with the requirements of section 13(a) or 15(d) of the Securities Exchange Act of 1934; and 

(2)  The information contained in such Form 10-Q for the quarter ended March 31, 2009 fairly presents, in all material respects, the financial condition and results of operation of the Company. 

By:  /s/ Paul A. Chrisco
     Paul A. Chrisco
     Executive Vice-President,   
     Chief Financial Officer

Date:  May 15, 2009

A signed original of this written statement required by Section 906 has been provided to the Company and will be retained by the Company and furnished to the Securities and Exchange Commission 
or its staff upon request.

This certification shall not be deemed filed by the Company for purposes of §18 of the Securities Exchange Act of 1934, as amended. 
 


