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Review of 1Q01 and FY 2000 Results 
 
CSHB Records 9th Consecutive Quarter of Strong Asset Growth.  
Opens Third Branch. 
        

        Source: Big Charts.com 
 
Key Investment Points 
 
• CSHB continues to grab market share. 
• Earning assets increased 49% vs. 1Q00 and 10% from 4Q00. 
• 1Q01 EPS was $0.00, a $0.22 improvement from a year ago. 
• Interest income increased 63.1% in 1Q01 from 1Q00. 
• Deposits continued to grow steadily, up 57.2% or $39.2 million from 1Q00.  
• Our 12-18 month target price is $7.00 
 
 
Company Description 
Based in Muskegon, Michigan, Community Shores Bank Corporation (“CSHB”) is the holding 
company for Community Shores Bank (“Bank”), a Michigan chartered bank with FDIC coverage.  
The Bank commenced operations on January 18, 1999 and had over $138 million in total assets 
at March 31, 2001.  CSHB serves the greater Muskegon market with offices in Muskegon 
(headquarters location), and Grand Haven (Northern Ottawa County), Michigan.  A third location 
was open in the 1st quarter of 2001 in North Muskegon. 

Current Data EPS (FYE: Dec.) EPS P/E

Current Price 6.40$       2000 (0.58)$    -11.0

52-Week Range       7.0-4.88 2001E 0.23$     27.9

Shares Out (Mill) 1.17 2002E 0.50$     12.9

Ave Volume LTM 1,500       Valuation Current LTM

Market Capitalization 7.5$         P/E (Next FY) 27.85 na

Equity/Total Assets 6.3% P/B 0.86 1.0-0.6

Institutional Holdings na Operating Data This Qtr LTM

Insiders Holdings 32.0% Net Int. Inc. Growth 48.6% 74.8%

Book Value 7.41$       Net Interest Margin 3.0% 3.1%

10Yr Bond 5.32% Net Inc. Growth 101.6% 91.8%

Note: CSHB commenced operations January 1999.
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Recent Results: 1Q01 
CSHB continued to show strong operating performance as it grew market share.  Recent 
deposit growth allowed CSHB to fund its expanding loan portfolio while reducing reliance on high-
cost brokered CDs.  As a result, net interest income increased 63% from 1Q00 despite a lower 
net interest margin that was caused by the Fed’s rate cuts.  However, EPS was $0.00 as the 
opening of the bank’s third branch resulted in additional non-interest expenses.  Figure 1 
illustrates the relatively steady improvement in EPS. 
 
 
 
 
 
 
 
 
 
 
 
 
 
   Figure 1 
 
Earning assets increased 49% to $131 million while deposits grew 57.2% to $108 million (see 
Figure 2).  The major growth driver for the loan portfolio remains the commercial segment that 
generated 84% of the growth.  Retail loans increased 5% as the result of a new indirect 
automobile loan program and the financing of secured leases.   

Figure 2 
 

We believe that the Bank continues to build a strong foundation for future growth.  CSHB 
continues to garner more local deposits, which allows it to reduce the use of brokered deposits 
that carry a higher interest rate.   We also think that CSHB is well positioned to capture additional 
market share as regional banks acquire local competitors.   

   
Net interest income continued its steady rise, increasing 48.7% in 1Q01 to $0.95 million from a 
year ago (see Figure 3).  This increase was the result of earning asset growth (+49.0%) more 
than offsetting a decline in the net interest margin (“NIM”) to 3.04% from 3.27% in 1Q00 (see 
Figure 4).  The drop in the NIM is the result of the Fed rate cuts on the Bank’s variable rate loans 
while deposits remained largely unaffected during the quarter.  However, Management did note 
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that they expect 64% of their deposits (representing 64% of total deposits) to reprice during the 
next 12 months.  Also offsetting some of the NIM pressure was that the growth in local deposits 
allowed CSHB to reduce its reliance on larger, more expensive, brokered deposits.  Broker 
deposits dropped to 19% of total deposits at 1Q01 versus 27% at year-end 2000. 
   

Figure 3 

   Figure 4 
 

Operating efficiencies improved over the past nine quarters, except for the quarters when the 
Bank opened a new branch.  In 1Q01, the Bank’s efficiency ratio deteriorated slightly due to the 
increased personnel and other operating costs associated with the opening of CSHB’s third 
branch (see Figure 5).  However, we expect the ratio to improve as the bank leverages its new 
location.  Non-interest income grew 112% as the drop in interest rates resulted in higher service 
charges.   
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   Figure 5 
 
The Provision for Loan Loss Reserves for the quarter was $101,500 versus $172,000 in 1Q00, 
as the Allowance for Loan Losses reached Management’s targeted level of 1.31% of loans.   We 
think this is a fair level based upon the Bank’s size and the ratios at other banks of similar asset 
size.   
 
 
Table 1 compares the 1Q01 result with the prior year. 
 

 

Table 1: Quarter Comparison
($Million) 1Q00 1Q01 Change
Net Interest Inc 0.641 0.953 48.6%
Loan Loss Prov -0.172 -0.102 -41.0%
Dep.Service Chrgs 0.045 0.098 117.2%
Othr Non-Int Inc 0.034 0.069 102.9%

  Tot. Non-Int Inc 0.079 0.167 111.1%

Comp & bennies 0.467 0.558 19.4%
% Tot Revs 64.9% 49.8% -23.2%
Occ & Equip 0.143 0.173 21.0%
Other Non-Int Exp 0.192 0.283 47.6%

  Tot. Non-Int Exp 0.802 1.014 26.4%

Net BeforeTaxes -0.254 0.004 101.6%
Taxes 0.000 0.000 na

  Net After Tax -0.254 0.004 101.6%
EPS (0.22)$ 0.00$ 101.6%

Eff Tax Rate 0% 0%
Shares 1.17 1.17 0.00%

Return/AEA 3.30% 3.04% -8.0%
Ave Earning Assets 77.603 124.4 60.3%
ROAE -12.1% 0.2%
Efficiency Ratio 1.11 91%
Allowance/Total Loan 1.50% 1.31%

Efficiency Ratio
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Peer Group Comparison 
While CSHB’s rapid growth has resulted in increased market share, it has adversely impacted 
operating performance ratios during the near term.  As  shown in Table 2, expenses associated 
with the new branches and a tighter NIM caused CSHB’s return and efficiency ratios to be 
significantly below those of the peer group.  We think the reason for the notable difference in the 
NIM is due to a timing issue with the brokered CDs.  While brokered CDs were reduced, it 
occurred near the end of the quarter and did not have a material impact on the NIM.  We expect 
the NIMs to converge as this timing difference resolves itself in the next quarter.    
 

 
Financial Condition 
The Bank remains well capitalized with capital ratios in excess of regulatory levels.  Cash and 
cash equivalents increased $7.3 million as deposit growth exceeded loan growth.   
 
To finance the Bank’s rapid growth, it had to increase its borrowings from a group of Directors, 
and may required additional advances in 2001.  An additional $850,000 was borrowed in 1Q01, 
bringing the total amount loaned to CSHB to $2.855 million.   
 
FY2000 
During CSHB’s second year of operation, EPS improved 79% or $1.23 per share.  The Bank 
posted a net loss of $0.32 per share compared to a loss of $1.55 in 1999.  For the year 2000: 
 

• Assets increased 72%. 
• Loan portfolio grew 68% and deposits increased 75%. 
• Interest income rose 187%; despite the drop in net interest margin from 3.03% in 1999 to 

2.95% in 2000 as average earning assets grew 118%. 
• Non-interest income grew 173% as service fee income and other income grew. 
• Non-interest expense increased 32% as the bank opened a new branch near the end of 

the year.  
 

In addition to deposit growth, CSHB funded its asset growth via FHLB borrowings (which 
increased $4.5 million) and a note from shareholders ($2 million versus $1.6 million at year-end 
1999).  
 

Table 2: Peer Group Operating Comparison
Assets NIM Eff, FTE Deps/ Resrvs/ NCOs/

Bank Ticker ($000) ROAA ROAC (%) Ratio Emplyee Branch Loans Avg. Lns
Community Shores CSHB 138,127      0.01 0.19 3.04 90.94 39 35,920   1.3 0.2
Peer Group Average 82,303        0.34 4.15 3.795 90.805 63 37,885   1.8 0.1

Peer group (Under $200 Mill.)
  Capital Directions Inc. CTDN 112,392      1.43 12.51 4.08 51.73 37 22,957   1.3 0.0
  Michigan Heritage Bancorp, Inc.MHBC 117,457      0.44 4.19 3.55 85.46 39 33,371   1.9 0.3
  University Bancorp, Inc. UNIB 47,148        0.23 4.10 4.04 96.15 87 42,398   1.7 -0.1

All Michigan Banks
Assets GT $1 Billion 11,628,831 0.71 9.68 4.17 58.62 4243 178        1.2 0.1
$500-$999 Mill. 584,580      0.90 12.23 4.22 60.31 135 164        1.5 0.1
   200-499 304,504      1.04 10.32 4.08 64.10 56 132        1.3 0.4
   20-199 103,781      0.53 5.25 3.68 81.07 54 201        1.5 0.1
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Outlook 
We expect CSHB to continue to grow through 2002, but reduced our forecast to reflect 1Q01’s 
lower than expected results and the faster than expected decline in interest rates. 
 
As shown in Table 3, we expect CSHB to end year 2001 with an EPS of $0.23 and 2002 at $0.50 
per share.  Our previous forecast (prior to the release of 4Q00 results) was an EPS of $0.50 in 
2001. 

 
 
Bank Industry Outlook 
During the 1Q01, the Fed decreased interest rates in the hope of providing a boost to the slowing 
economy.  However, there is a concern that earnings for the industry could still be depressed as 
the weak economy results in increased loan defaults.  While we think loan quality for community 
banks is better than the larger players, this pessimism could continue to weigh on bank stocks in 
general. 
 
Figure 6 (next page) shows how regional bank stocks have reacted to changes in the Fed 
Discount Rate during the last two years.  Note how quickly bank stocks fell when the Fed raised 
rates and how slowly they reacted to rate declines.  We think most of the recent strength is due 
to increased interest in financial stocks as a cyclical play on an expected economic recovery in 
2002. 
 
 
 

Table 3: Annual Earnings Model
($Million) 1999 2000 2001 P 2002 P
Net Interest Inc 1.458 3.095 4.320 5.405
Loan Loss Prov -0.852 -0.505 -0.477 -0.400
Dep.Service Chrgs 0.065 0.233 0.398 0.557
Othr Non-Int Inc 0.088 0.185 0.279 0.363
  Tot. Non-Int Inc 0.153 0.418 0.677 0.920

Comp & bennies 1.425 1.855 2.298 2.757
% Tot Revs 88% 53% 46% 44%
Occ & Equip 0.449 0.606 0.713 0.842
Other Non-Int Exp 0.687 0.926 1.063 1.159
  Tot. Non-Int Exp 2.561 3.688 4.074 4.958

Net BeforeTaxes -1.802 -0.680 0.445 0.967
Taxes 0.000 0.000 -0.177 -0.387
  Net After Tax -1.802 -0.680 0.269 0.580
EPS (1.55)$     (0.58)$     0.23$      0.50$       

Eff Tax Rate 0% 0% 40% 40%
Shares 1.16 1.17 1.17 1.17

Return/AEA 3.03% 2.95% 3.04% 2.96%
Earning Assets 67.6 118.2 166.0 199.2
  Growth 75% 40% 20%
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        Figure 6    Source: Baseline 
 
Bank stock volatility could increase if a large bank announces loan problems, but we think that 
Community Banks should be able to avoid any big problems due to the closer relationships they 
have with their customers.  But, Community Banks stocks may suffer from the fallout of a bigger 
bank’s problems. 
 
Valuation Analysis 
Our 12-18 month target price is $7.00 and is based upon our 2002 estimates and the 
assumptions noted in Table 4.   We based our assumed valuation multiples for CSHB on the 
trailing 12-month range.   Table 5 (next page) compares the current multiples for the CSHB, its 
peers, and other Michigan banks. 

 
 
 
  
 
 
 

Table 4: Target Price Methodology

Multiples 2002 Target
LTM Current Assumed Ests. Range

Pirce/Book High 1.00 0.86 1.10 7.98$    8.78$      
Low 0.64 0.64 5.11$      

P/E High 140.80 27.9 25.0 0.50$    12.50$    
Low -88.64 10.0 5.00$      

Weighted Ave. High 9.53$      
Low 5.09$      
Average 7.31$      
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Investment Risks 
Investors need to consider the following risks when investing in these shares: 
 
The Bank has only existed for two years and faces the challenges of building a brand name and 
reputation in a very competitive market.  However, we have found that in banking, the community 
banks often succeed in the face of larger competitors.   
 
The shares are not very liquid due to the high percentage of insider ownership and the lack of 
information on CSHB available to investors.   
 
Operating results are dependent upon the economic health of the western Michigan market.   
 
 
This report contains "forward looking" statements within the meaning of U.S. federal securities laws.  
Forward-looking statements regarding the Company's performance inherently involve risks and uncertainties 
that could cause actual results to differ from such forward-looking statements.  Factors that would cause or 
contribute to such differences include, but are not limited to, continued acceptance of the Company's 
products/services in the marketplace; acceptance in the marketplace of the Company's new product 
lines/services; competitive factors; new product/service introductions by others; technological changes; 
dependence upon third party vendors; and other risks discussed in the Company's periodic report filings, 
including interim reports, with the Securities and Exchange Commission,  By making these forward looking 
statements, researchstock.com, Inc. undertakes no obligation to update these statements for revisions or 
changes after the date of this report. 
 
Unless specifically attributed to others, all opinions, comments, forecasts, assumptions, and estimates 
contained in this report are those of the analyst and researchstock.com and were based on public 
information believed to be correct as of the date of this report.   
 
NEITHER RESEARCHSTOCK.COM NOR ANY PROVIDERS OF INFORMATION MAKE ANY WARRANTIES, EXPRESS 
OR IMPLIED, AS TO RESULTS TO BE OBTAINED FROM USING THIS INFORMATION AND MAKE NO EXPRESS OR 
IMPLIED WARRANTIES OF MERCHANANILITY OF FITNESS FOR A PARTICULAR USE. 
 
 
researchstock.com, Inc. is an independent research firm that publishes research reports on companies that may, 
or may not be clients.  researchstock.com, Inc. derives most of its compensation from investment research and 
financial advisory services, and has been compensated for the preparation of this report.  researchstock.com, 
Inc.'s monthly retainer fee is $2,500.00.  This information is solely for informative purposes and is not solicitation 
or an offer to buy or sell any security. It is not intended as being a complete description of the securities, markets or 
developments referred to in the material. The information contained herein is subject to change without notice, and 
we assume no responsibility to update the information in this report.  Any sales or earnings forecasts contained in 

Table 5: Peer Group Valuations
Div Mkt Val. Price Change (%) P/E

Bank Name Ticker City Price Yld (%) ($000) 3 mo 1 yr 2001 P/B
Community Shores Bank Corp. CSHB Muskegon 6.40$    0.0 7.5 12 -0.83 27.8 80.3
Peer Group Average 3.78$    0.0 6.3 13.1 23.36 na 211.7

Peer Group ($20-199 Mill.)
  Capital Directions, Incorporated                   CTDN Mason 39.25$  3.6 23.5 7.9 12.14 na 178.7
  Michigan Heritage Bancorp, Inc.                    MHBC Farmington Hills 5.20$    0.0 7.7 15.6 12.43 na 61.9
  University Bancorp, Inc.                           UNIB Ann Arbor 2.35$    0.0 4.9 10.6 34.29 na 361.5

All Michigan Banks # Banks
   GT $1 Bn 6 27.21$  3.1 2198.4 8.0 44.49 12.2 194.4
   500-999 4 16.82$  1.9 64.2 14.5 49.75 13.0 141.6
   200-499 8 25.83$  2.4 49.1 5.8 4.04 na 149.3
   20-199 4 13.19$  0.9 10.8 11.5 14.51 27.8 170.6
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this report were independently prepared by researchstock.com, Inc., unless otherwise stated, and are not 
endorsed by the management of the company which is the subject of this report.  All expressions of opinion are 
subject to change without notice.  The information contained herein was obtained from sources, which we 
consider reliable, but we have not independently verified such information and thus do not guarantee that it is 
accurate or complete. Additional information is available upon request.  researchstock.com, Inc. and/or its officers 
and directors, stockholders, and employees, and/or members of their families may have a long/short position in 
the securities mentioned in this report and may make purchases and or sales for their own account of those 
securities as principal or agent in the open market or otherwise. researchstock.com, Inc. or one of its affiliates may 
from time to time perform investment banking or other services for, or solicits investment banking or other 
business from, any company mentioned in this report.  This report does not take into account the investment 
objectives, financial situation or particular needs of any particular person.  Investors should obtain individual 
financial advice based on their own particular circumstances before making investment decisions on the basis of 
this report. 
 


