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CORNERSTONE BANCSHARES, INC.
835 Georgia Avenue
Chattanooga, Tennessee 37402

NOTICE OF ANNUAL MEETING OF SHAREHOLDERS
TO BE HELD ON APRIL 29, 2010
Notice is hereby given that the Annual Meeting tfafeholders (the “Shareholders Meetingf) Cornerstone Bancshares, Inc
Tennessee corporation and bank holding compangtezgid under the Bank Holding Company Act of 1@s6amended (the “Companyill
be held at the Ooltewah Branch, 8966 Old Lee Highwoltewah, Tennessee, on Thursday, on April 24,02 beginning at 6:00 p.m. lo
time, for the following purposes:

1. Election of Directors To elect ten (10) individuals to the Board ofdaitors.

2. Ratification of Appointment of Indemkent Registered Public Accounting FirnTo ratify the appointment of Hazlett, Le
& Bieter, PLLC as the Company’s independent regitgublic accounting firm for the fiscal year emgiDecember 31, 2010.

3. Approval of Charter Amendment to base the Number of Authorized Shares of CommonkStoto approve &
amendment to the Compasytharter to increase the number of authorizedeshaf Common Stock from 10,000,000 shares to 2000C
shares.

4. Other BusinessTo transact such other or further business as pnaperly come before the Shareholders Meetingny
adjournment or postponement thereof.

Information regarding the matters to be acted ugbthe Shareholders Meeting is contained in thexyP&tatement attached to t
Notice.

Only shareholders of record at the close of businesBeatmuary 26, 2010 are entitled to notice of, anddte at, the Sharehold
Meeting or any adjournment(s) thereof.

All shareholders, whether or not they expect teraitthe Shareholders Meeting in person, are reeghéstcomplete, date, sign
return the enclosed proxy in the accompanying epel The proxy may be revoked by the person exagitie proxy at any time before i
exercised by filing with the President of the Comypan instrument of revocation or a duly executexky bearing a later date, or by electin
vote in person at the Shareholders Meeting.

BY ORDER OF THE BOARD OF DIRECTOR

Chattanooga, Tenness Wesley M. Welborr Nathaniel F. Hughe
March 26, 201( Chairmar President and Chief Executive Offic

YOU ARE ENCOURAGED TO ATTEND THE SHAREHOLDERS MEETI NG IN PERSON. IF YOU ARE UNABLE TO ATTEND
THE SHAREHOLDERS MEETING, THE BOARD OF DIRECTORS RE QUESTS THAT YOU, AT YOUR EARLIEST
CONVENIENCE, PLEASE COMPLETE, DATE, SIGN AND RETURN THE ACCOMPANYING PROXY IN THE ENCLOSED
REPLY ENVELOPE, WHICH NEEDS NO POSTAGE IF MAILED IN THE UNITED STATES.




PROXY STATEMENT
FOR
ANNUAL MEETING OF SHAREHOLDERS
OF
CORNERSTONE BANCSHARES, INC.
TO BE HELD ON
APRIL 29, 2010

SOLICITATION OF PROXIES

This Proxy Statement is being furnished to the edalders (the “Shareholderst)f Cornerstone Bancshares, Inc., a Tennt
corporation (the “Company”), in connection with thkelicitation of proxies by the Board of Directart the Company (the “Boardfrom
holders of the outstanding shares of the Compatniismon stock, $1.00 par value per share (“Commonk3}, for use at the annual meet
of the Shareholders to be held at the Ooltewah @raB966 Old Lee Highway, Ooltewah, Tennessee,tarrsday, April 29, 2010, beginning
6:00 p.m. local time, and at any adjournment ortgansement thereof (the “Shareholders Meetingf)order to obtain directions to attend
Shareholders Meeting contact Ms. Charlotte Lindeatgd23) 385-3097.

The Board has fixed the close of business on Fepr2@, 2010 as the record date for the determinatioshareholders entitled
notice of, and to vote at, the Shareholders Meetitaxh share of Common Stock entitles the holderettf to one vote. As of February
2010, there were issued and outstanding 6,500/3@s of Common Stock.

Proxies for the Shareholders Meeting are herebggbsolicited on behalf of the Company. In connettwith the solicitation ¢
proxies, the Board has designated Mr. Nathani¢ilghes or Doyce G. Payne, M.D. as proxies. Sha®sented by all properly exect
proxy cards received in time for the meeting (tRedky Shares"Will be voted at the Shareholders Meeting in acano# with the directions
such proxies. If no directions are specified, thexl? Shares will be voted (i) “FORhe election of the ten (10) persons specifiedasinee
for directors of the Company; (ii) “FOR” the ratiition of the Audit Committese’ appointment of Hazlett, Lewis & Bieter, PLLC &%
Company’s independent registered public accountimg for the fiscal year ending December 31, 20{i0) “FOR” the approval of ¢
amendment to the Compagytharter to increase the number of authorizedeshaf Common Stock from 10,000,000 shares to 2000C
shares; and (iv) in the best judgment of the personed in the enclosed proxy in connection withtthesaction of such other business as
properly come before the Shareholders Meeting. Bbard knows of no other business that will be pmésgt for consideration at t
Shareholders Meeting other than the matters destiiitb this Proxy Statement. Should any director ines named herein become unabl
unwilling to serve if elected, it is intended thie Proxy Shares will be voted for the electionhis or her stead, of such other person a
Board may recommend.

The proxy is revocable by you by providing writteatice to the President of the Company at any fimer to the exercise of t
authority granted thereby or by attending the Shalders Meeting and electing to vote in person.

This Proxy Statement is dated March 26, 2010 arahdt the accompanying notice and form of proxy fast being mailed to tt
Shareholders on or about March 26, 2010. All cobtsreparing, printing, assembling and mailing filen of proxy and the material used in
solicitation will be paid by the Company.

The presence in person or by proxy of the holdéra majority of the shares of Common Stock will stitute a quorum for tt
transaction of business at the Shareholders Meéfioigs cast by proxy or in person at the Sharedrelteeting will be counted by the pers
appointed by the Company to act as election inspedébr the meeting. The election inspectors widht Proxy Shares that reflect abstentiol
shares that are present and entitled to vote figrgses of determining the presence of a quorumtefkisns will not be counted as votes fo
against any proposal. In those instances whereeshame held by brokers who are prohibited from @girg discretionary authority f
beneficial owners who have not given voting indiirts (“broker non-votes”those shares will be counted as present for quqrurpose:
Broker non-votes will not be counted as votes foagainst any proposal.

IMPORTANT NOTICE REGARDING THE AVAILABILITY OF PROX Y MATERIALS FOR THE SHAREHOLDER MEETING
TO BE HELD ON APRIL 29, 2010: This Proxy Statementand the Companys 2009 Annual Report to Shareholders are availablat
www.cschbank.com in the Investor Relations area.




SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT

Set forth below is information, as of February 2610, with respect to beneficial ownership by éxte person who is known to
Company to be the beneficial owner of 5% or mor¢hefoutstanding shares of Common Stock, (ii) eficdctor and nominee for director
the Company, (iii) each named executive officerdiash term is defined under Item 402(m)(2) of Ratiah SK, referred to herein collective
as the “named executive officers”) for the fiscahy ended December 31, 2009 (referred to hereffisaal 2009”), and (iv) all directors ar
executive officers of the Company as a group. Unteherwise indicated below, to the Comparknowledge, all persons listed below have
sole voting and investment power with respect &rtehares of Common Stock (except to the extattdhthority is shared by spouses u

applicable law).

Percent of

Amount and Nature Outstanding

Name and Address of Beneficial Owr Description Beneficial Ownershi Common Stock (:
5% or More Beneficial Owners:
The Banc Funds Company, L.L.
20 North Wacker Drive, Suite 3300
Chicago, IL 60606 407,40¢2) 6.27%
Directors and
Named Executive Officers:
B. Kenneth Drivel Director 112,9643) 1.7/%
Karl Fillauer Director 152,46¢(3)(4) 2.34%
David G. Fussel Director 1,025(3) *
Nathaniel F. Hughes President, Chief Executive Officer an
Director(5) 237,99:(3)(4) 3.6(%
Gregory B. Jone Former Chairman of the Board, Ch
Executive Officer and Director(t 106,24°(4) 1.6%
Jerry D. Lee Executive Vice President, Chief Cre
Officer and Director(7 203,59((3)(4) 3.0&8%
Lawrence D. Levint Director 40,3343)(4) *
Frank S. McDonalt Director 10,854(3) *
Doyce G. Payne, M.C Director 177,7643)(4) 2.7%
Gary W. Petty, Jr. Senior Vice President and Chief
Financial Officer 8,217(3) *
Carolyn J. Smith Senior Vice President and Chief
Deposit Officer 22,69¢3) *
Robert B. Watsol Executive Vice President and Sen
Loan Officer 26,51:(3) *
Wesley M. Welborr Chairman and Directc 31,90¢3) *
Kim H. White Former Director(8 8,63%(4) *
Billy O. Wiggins Director 162,9543)(4) 2.5(%
Marsha Yessicl Director 113,21:(3)(4) 1.7/%
All directors and executive officers as a group (16ersons) 1,417,37. 20.8%

* Signifies less than one perce




1)

2)

3)

(4)

(5)
(6)

(7)

(8)

Unless otherwise indicated, beneficial ownershipsigts of sole voting and investing power based6®0,396 shares issued
outstanding on February 26, 20:

This information is based solely upon a Schedulg/A3filed with the Commission on February 11, 200The Banc Fund Compal
L.L.C. (“TBFC") on behalf of Banc Fund VI L.P. (“BNI"), an lllinois limited partnership, Banc FundIM..P. (“BF VII"), an lllinois
limited partnership, and Banc Fund VIII L.P. (“BRIN), an lllinois limited partnership, (collectisg, the “Reporting Personsteporting
beneficial ownership of 407,406 shares of the CamjgaCommon Stock. The general partner of BF WiisiBanc VI L.P. (‘MidBanc
VI"), whose principal business is to be a geneeatner of BF VI. The general partner of BF VIINEdBanc VII L.P. (“MidBanc VII"),
whose principal business is to be a general padh&F VII. The general partner of BF VIl is Migic VIII L.P. (“MidBanc VIII"),
whose principal business is to be a general pagheBF VIII. MidBanc VI, MidBanc VII, and MidBanc/IIl are lllinois limited
partnerships. The general partner of MidBanc VIgRBaAnc VII, and MidBanc VIl is TBFC, whose princidausiness is to be a gene
partner of MidBanc VI, MidBanc VII, and MidBanc WIITBFC is an lllinois corporation whose principsthareholder is Charles
Moore. Mr. Moore has been the manager of the RiypRersons, since their respective inceptionsmagager, Mr. Moore has voti
and dispositive power over the securities of tiseés held by each of those entities. As the cdimgpimember of TBFC, Mr. Moore w
control TBFC, and therefore each of the Partnershtjiies directly and indirectly controlled by TBF

Includes the following numbers of shares subjegiuichase pursuant to options that are exercigabiéll become exercisable within
days of February 26, 2010: Mr. Driver—5,625 shaids; Fillauer—5,625 shares; Mr. Fussell—1,025 shatdr. Hughes—208,95(
shares; Mr. Lee—104,950 shares; Mr. Levine—5,62%es) Mr. McDonald—2,625 shares; Dr. Payne—5,628esh Mr. Petty—#,60(
shares; Ms. Smith—16,600 shares; Mr. Watson—26sb@des; Mr. Welborn—2,625 shares; Mr. Wiggins—5,6Rares; Ms. Yessiek
5,625 shares; and all directors and officers asoap—304,225 shares. Such shares are deemed to bendlitgtdor the purposes
computing the percentage ownership of the indivithatdding such shares, but are not deemed outstgridr purposes of computing -
percentage of any other person listed above asefibal owner.

Includes shares held by affiliated entities, sha&edd by spouses, children or other close relatisad shares held jointly with spouse
as custodians or trustees, as follows: Mr. Fillau#46,841 shares; Mr. Hughes—3,084 shares; Mr. 3885587 shares; Mr. Lee
41,554 shares; Mr. Levine—35,439 shares; Dr. Paygig228 shares; Ms. White—3,290 shares; Mr. Wiggithg:201 shares; a
Ms. Yessic—51,429 share:

Effective November 12, 2009, Mr. Hughes was appuairb serve as President and interim Chief Exeeu@ifficer of the Compan

Effective November 12, 2009, Mr. Jones resignechftis positions as the Chairman and Chief Execu@ffecer and as a director of 1
Company and from all other positions he held asfficer or director of the Company and its subgiéisiand affiliates

Mr. Lee has not been nominated for election to Bloard at the Shareholders Meeting and, as a regillicease to be a direc
immediately following the Shareholders Meeti

Effective December 16, 2009, Ms. White resignechatirector of the Company and of any and all subs&s and affiliates of tt
Company.




PROPOSALS
tem 1. ELECTION OF DIRECTORS

The Companys bylaws provide that the Board shall be compriskdine to fifteen directors. As a result of thesignation of tw
directors in late 2009, the size of the Board desed from a total of 13 directors to its presen¢ sif 11 directors. Effective November
2009, Gregory B. Jones resigned as Chairman aref Ekecutive Officer and as a director of the Comypand from all other positions he h
as an officer and director of its subsidiaries affiiates, including the Company’sole banking subsidiary, Cornerstone CommunitykBhe
“Bank”). Effective December 16, 2009, Kim H. White resigreda director of the Company and the Bank duedimaage of employment tt
created a conflict of interest and not as the tesfld disagreement with the Company.

On January 25, 2010, the Board nominated B. Kenbetber, Karl Fillauer, David G. Fussell, Nathaniel Hughes, Lawrence
Levine, Frank S. McDonald, Doyce G. Payne, M.D.,slé¢ M. Welborn, Billy O. Wiggins and Marsha Yessio stand for election
directors at the Shareholders Meeting. AlthoughyJBr Lee was not nominated for edection as a director of the Company and Cornee
Community Bank, he will continue in his presenterak Executive Vice President and Chief Creditd@ffi As a result, Mr. Lee will cease tc
a director after the Shareholders Meeting and iteecf the Board will be further decreased to 10nbers. Should any nominee become ur
to serve for any reason, or choose not to sereeBtiard may designate a substitute nominee or remai(in which event the persons name
the enclosed proxy card will vote all valid proxgrds for the election of such substitute nominerasninees), allow the vacancy or vacan
to remain open until a suitable candidate or ceatdislare located or by resolution provide for adesiumber of directors.

Each director elected at the Shareholders Meetiitigserve until the next Annual Meeting of Sharateds and until his or h
successor has been duly elected and qualifiedtdrisor her earlier resignation or removal.

Information about Director Nominees

Set forth below with respect to the nominees foeator of the Company is information regarding thrisiness experience during
past five years and other information. In additithrg individual experiences, qualifications, attitds and/or skills of each nominee for dire
that led to his or her nomination and contributéheBoard’s effectiveness as a whole are alsaug#st below.

Name Age Principal Occupation and Qualifications
B. Kenneth Drive! 74 Vice Chairman and (-Chief Executive Officer of Fillauer Companies, lna. Chattanooga bas
prosthetic manufacturer, since January 2007. Heiquely served as President and Chief Opera
Officer of Fillauer Companies, Inc. from 1996 to0Z0 He has been a director of the Company
1997. Mr. Driver has extensive experience in théensiinvolved in running a large public comp:
has served in several capacities from CFO to Reasiand has expertise in finance and accoul
corporate governance, employee matters, and meaigdracquisitions

Karl Fillauer 62 Chairman of Fillauer Companies, Inc., a Chattandwmaged prosthetic manufacturer, since 199¢
has been a director of the Company since 1997. Mltauer brings significant executi
management experience and insight to the Boardsaprbficient in matters relating to finance
accounting, corporate governance, employee mattecsmergers and acquisitiol

David G. Fussell 63 Retired Chief Investment Officer (CIO) of Unum Gpw leading worldwide provider of emplo
benefit insurance. Mr. Fussell was employed by UrBroup and its predecessors for 42 v«
including as its Senior Vice President of Investtagrom 2000 to 2004. He has been a direct
the Company since January 2009. As the CIO of gelgublic company, Mr. Fussell acqui
extensive experience in matters relating to finaawog accounting, corporate governance, emp
matters, mergers and acquisitions, risk assessneent, affairs, and government relations.
investment background adds material depth to theg@amys investment management and
oversight process. In addition, he also serve$erbbard of several n-profit organizations




Name Age Principal Occupation and Qualifications

Nathaniel F. Hughe 51 President and Chief Executive Officer of the Compand Cornerstone Community Bank si
November 2009. He previously served as PresidehtCimef Financial Officer of the Company
President and Chief Operating Officer of CornerstcBommunity Bank from June 2004
November 2009. Prior to this time, Mr. Hughes sdras President and Chief Financial Office
the Company and Cornerstone Community Bank fromil Af03 to June 2004, and as ExecL
Vice President and Chief Financial Officer of then@pany and Cornerstone Community Bank 1
February 1999 to April 2003. Mr. Hughes has beelirector of the Company since April 2003.
has over 25 years experience in the banking arahdial services industry, including expertis
finance and accounting. Mr. Hughes possesses éxtekisowledge of the Comparg/business ai
regulatory environment, including matters affectipgblic companies. As chief executive, h
intimately involved in the Company’strategic vision and direction and interacts Wik executive
and constituents within and outside the organimatlde also serves on the board of several non
profit organizations

Lawrence D. Levine 80 Retired insurance executive since 2002. Prior 1@22Me was President of Financial Manage!
Corp., a Chattanooga based insurance and finameiahgement company, for over twenty years
has been a director of the Company since 1997. Agrraer small business risk managen
consultant, Mr. Levine brings an extensive amoudrgx@erience concerning small business mi
and risk management. In addition, his backgrounsists the Company in human resou
management. He also serves on the board of sevan-profit organizations

Frank S. McDonal 58 President of FMA Architects, PLLC, a Chattanoogaduharchitectural firm, for more than ten ye
He has been a director of the Company since Sete?@95. Mr. McDonald extensive experien
in the development and real estate industry agssBanks loan origination process and credit
management. In addition, he has vast experienbeand governance and has served as Chairn
several no-profit organizations

Doyce G. Payne, M.L 59 Retired physician of obstetrics and gynecologyhia Chattanooga area. He practiced obstetric
gynecology in the Chattanooga area for more tharyéars prior to his retirement in 2004. He
been a director of the Company since 1997. As mlent of Chattanooga, his knowledge of
Chattanooga market fits well with the Compangtrategy of focusing on its core banking frane
in Hamilton County. He also serves on the boardsewgral no-profit organizations

Wesley M. Welborn 51 Chairman of the Board of Directors of the Compamg @ahe Bank since November 2009.
Welborn also has served as President of Welborrs&ogiates, Inc., a Chattanooga based cons
firm specializing in transportation logistics, forore than ten years. He has been a director «
Company since September 2005. Mr. Welborn has deore the boards of numerous truck
companies and associations. In addition, he seowetthe board of a publicly traded bank for m
years and for two terms as a director of the Fédeeaerve Bank of Atlan’s Birmingham Branc
He also serves on the boards of severa-profit organizations

Billy O. Wiggins 67 President of Checks, Inc., a Chattanooga baseda#fyecheck printing company, for more than
years. He has been a director of the Company 4i88&. Mr. Wiggins has expertise in retailing
wholesaling and extensive experience in the maitesved in running a large company, incluc
finance and accounting, corporate governance, graplmatters, and mergers and acquisiti




Name Age Principal Occupation and Qualifications
Marsha Yessick 62 Owner of Yessicls Design Center, a Chattanooga based interior mlesigpany, for more than 1
years. She has been a director of the Company 4i@@8@é. As the founder and operator of se\
businesses, Ms. Yessick has developed significgmereence in managing and operating busine
of varying sizes. In addition, her background d@sgise Company in human resources manager

Required Vote
Directors will be elected by a plurality of the gstcast at the Shareholders Meeting at which augu@ present.

THE BOARD RECOMMENDS A VOTE “* FOR” THE ELECTION OF EACH OF THE NOMINEES AS DIRECTORS O F
THE COMPANY.

Item 2.RATIFICATION OF APPOINTMENT OF INDEPENDENT REGISTER ED PUBLIC ACCOUNTING FIRM FOR FISCAL
2010

The Audit Committee of the Board has appointed EtazLewis & Bieter, PLLC (“HLB")to serve as the independent registered p
accounting firm for the Company and its subsidifoy the fiscal year ending December 31, 2010 (somext referred to herein agistcal
20107").HLB has served as the independent registered patdiocunting firm for the Company since 1997 andlierBank since 1996. HLB t
advised the Company that neither HLB nor any op#@gners have any direct or material intereshex@ompany and its subsidiary except a
independent registered public accounting firm ef @ompany and its subsidiary.

The Company is asking the shareholders to ratiéyAbdit Committees appointment for fiscal 2010. In the event ther&helders fa
to ratify the appointment, the Audit Committee vadinsider it a direction to consider other indegsndegistered public accounting firms &
fiscal 2010. A representative of HLB will be prese the Shareholders Meeting and will be given dapportunity to make a statement
behalf of HLB if he or she so desires. The HLB esgntative is also expected to respond to apptepyisgestions from the shareholders.

Required Vote

The affirmative vote by holders of a majority oketshares of Common Stock represented at the ShdeebdMeeting, at which
guorum is present, is required to ratify the appoent of HLB as the Company’s independent registereblic accounting firm for fiscal 2010.

THE BOARD RECOMMENDS A VOTE “* FOR” THE RATIFICATION OF THE APPOINTMENT OF HAZLETT, LEW IS
& BIETER, PLLC AS THE COMPANY’' S INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM FOR THE FISCAL
YEAR ENDING DECEMBER 31, 2010.

Item 3. APPROVAL OF AN AMENDMENT TO THE AMENDED AND RESTATE D CHARTER OF THE COMPANY, AS
AMENDED, TO INCREASE THE NUMBER OF AUTHORIZED SHARE S OF COMMON STOCK

The Board is requesting shareholder approval airmandment (the “Amendment”) to the Compafmended and Restated Cha
as amended (the “Charter'ipy order to increase the number of authorized shafeCommon Stock from 10,000,000 shares to 20000
shares. On February 22, 2010, the Board adoptedutiEss approving the Amendment, subject to shaldsr approval, and directed that
Amendment be submitted to a vote of the Compmsiareholders at the Shareholders Meeting. ThedBwes determined that the Amendn
is in the best interests of the Company and itsetttdders and recommends approval by the shareaisoltlee text of the proposed Amendn
to the Charter is attached as Exhibitothis proxy statement.




General Information

The Charter currently authorizes the issuance ofouf0,000,000 shares of Common Stock. As of Febr@s, 2010, there we
6,500,326 shares of Common Stock outstanding. dfitiad, as of February 26, 2010, the Company ha@l®¥26 shares of Common Stc
subject to outstanding stock options and 800,82Feshreserved for issuance pursuant to future gramder the Company’s shareholder-
approved equity compensation plans. The additishates of Common Stock to be authorized by thegsegp Amendment will have rigl
identical to currently outstanding Common Stock.

Purpose of the Amendment

The Board believes that an increase in the numbauthorized shares of Common Stock is advisabnsure that enough shares
be available in the event the Board determines ithit necessary or appropriate to (i) raise adddl capital through the sale of eq;
securities, (ii) acquire another company or itetsiii) provide equity incentives to employeefficers and directors, (iv) permit future sti
splits in the form of stock dividends and/or (Wislg other corporate purposes. The availabilityaoiditional shares of Common Stocl
particularly important in the event the Board netdandertake any of the foregoing actions on gredited basis and, thus, to avoid the
and expense of seeking shareholder approval inemtiom with the contemplated issuance of CommoniSto

As previously stated in its recent quarterly anduah reports, the Company experienced significaaetaquality declines during 2(
primarily as a result of the ngmayment of loans and higher than anticipated piowssfor loan losses. These losses in turn haveethth
Bank to no longer be a “well capitalizetfistitution within the meaning of applicable regidas of the Federal Deposit Insurance Corpore
In the Companys most recent annual report, the Company statedittimaay be necessary, among other things, to issuksell shares
Common Stock or securities convertible into Comr8tock in public or private offerings in order toopide additional capital to the Bank w
the intention of restoring its status as a wellitediged institution. The Board presently is catesing a potential registered public offering
shares of preferred stock convertible into shafé€doonmon Stock, in part, for this purpose. To eaghat the Company would have a suffic
number of authorized shares of Common Stock auailfaly issuance upon conversion of such prefertedks the preferences, limitations i
relative rights of which would be set forth in asate amendment to the Charter, without sharehaloigroval, pursuant to authority curre
provided to the Board under the Charter, the Bamgkeking shareholder approval of the Amendmeotvéver, the Company currently is
obligated to conduct an offering and is not bougdahy definitive agreement or arrangement with eesgo an offering. Accordingly, |
assurances can be given as to whether an offefilh@pevconducted or the specific terms of any safflering, and the Board would have
flexibility to issue the additional authorized sésuof Common Stock from time to time upon such seasiit may deem advisable and for ar
the corporate purposes set forth above.

Possible Effects of the Amendment

If the Amendment is approved by shareholders, tabtianal authorized shares of Common Stock wowdabailable for issuance
the discretion of the Board and without furtherrghalder approval, except as may be required bydathe listing standards of any sti
exchange on which shares of Common Stock may tesllet such time. The Board does not intend taisdlirther shareholder approval pi
to the issuance of any additional shares of Com8togk, except as so required. The additional aitbdrshares of Common Stock will h
rights identical to currently outstanding Commorockt Approval of the Amendment will not have an ietiate dilutive effect on tl
proportionate voting power or other rights of exigtshareholders. To the extent that the additian#thorized shares are issued otherwise
for a stock split in the future, such shares mayehadilutive effect on the voting power of exigtishareholders and, depending on the pric
which they are issued, may have a dilutive effetttt,e Company earnings per share and may adversely affect ke price for th
Common Stock. Existing shareholders have no pregept similar rights.

Although the Company has not proposed the increatiee number of authorized shares of Common Sidtik the intention of usir
the additional shares for artikeover purposes, the Company would be able téhesadditional shares to oppose a hostile takemvdelay o
prevent changes in control or management of thegaom For example, without further shareholder eapgl, the Board could sell share
Common Stock in a private transaction to purchaséswould oppose a takeover or favor the currevdrB. Although the proposal to incre
the authorized number of shares of Common Stockbkas prompted by business and financial considesatand not by the threat of ¢
known or threatened hostile takeover attempt, $luddlers should be aware that approval of this psapoould facilitate future efforts by 1
Company to oppose changes in control of the Companty perpetuate the Compasyhanagement, including transactions in whict
shareholder might otherwise receive a premiumHeirtshares over then current market prices.




If shareholders approve the Amendment, the Boatthave authority to file with the Secretary of ®&taof Tennessee articles
amendment to the Charter to authorize an additidé@a000,000 shares of Common Stock. Upon approndl fallowing such filing, th
Amendment will become effective on the date iilesof.

No Dissenters’ Rights

Neither Tennessee law nor the Charter or bylawkeCompany provide shareholders with dissentgrappraisal rights in connecti
with this proposal.

Vote Required
Approval of the Amendment to the Charter to inceetiee number of authorized shares of Common Staxk 0,000,000 shares
20,000,000 shares requires the affirmative vot¢hefholders of a majority of the shares of CommeociSrepresented at the Sharehol

Meeting and entitled to vote.

THE BOARD RECOMMENDS A VOTE * FOR ” THE APPROVAL OF AN AMENDMENT TO THE COMPANY’' S
CHARTER TO INCREASE THE NUMBER OF AUTHORIZED SHARES OF COMMON STOCK.




CORPORATE GOVERNANCE AND THE BOARD OF DIRECTORS

The Companyg business is managed by its employees under tbetidn and oversight of the Board of DirectorsaBbmembers a
kept informed of the Comparg/’business through discussions with managementrialat provided to them by management and
participation in Board and Board Committee meetings

Board Composition and Director Independence

As a result of the director resignations of GregBryJones effective November 12, 2009 and Kim H.ité&/affective December 1
2009, the size of the Board decreased from a t6taB directors to its present size of 11 directtmsaddition, because Jerry D. Lee was
nominated to stand for election as a director at $hhareholders Meeting, the Board will be furthecrdased to 10 members immedie
following the Shareholders Meeting.

The directors of the Company are also directorshef Bank. The current Board is comprised of two leyge directors, Mess
Hughes and Lee, and nine nemployee directors, Messrs. Driver, Fillauer, Fliskevine, McDonald, Payne, Welborn and Wiggingl dvis.
Yessick. Although the OTC Bulletin Board does nawvé rules regarding director independence, the Baarits business judgment |
determined that each of the non-employee diredsoas “independent directords defined by the listing standards of the NasdagkSMarket
Inc. (the “Nasdaq listing standards™he Board has four standing committees: the Auditm@ittee, the Asset/Liability Management
Strategic Planning Committee, the Human Resourcafieasation Committee (sometimes referred to heeminthe Compensatic
Committee™) and the Nominating/Board Governance Committee. Bbard limits membership on the Audit Committee, @empensatic
Committee and the Nominating/Board Governance Cdteento independent directors as defined by thelalpdisting standards and the n
and regulations of the Securities and Exchange Jesiom (“SEC”).The standing committees advise the Board on pali@ination and pla
administrative strategy and assure policy compbaticough management reporting from areas undér sopervision. Each of these fi
committees has an identical counterpart which sethie Board of the Comparsybnly bank subsidiary, Cornerstone Community Béhk
“Bank”). In addition, the Bank has a Directors Lo@ommittee (the “Bank’s Loan Committee”). The Bask/holly owned subsidiary, Eai
Financial, Inc. (“Eagle”), has a board of directas four independent nomanagement directors and three management directbe
Company’s Board selects the non-management digefrtam the Company’s independent directors.

Board Leadership Structure

Currently, the Chairman of the Board is an indegendlirector. The offices of Chairman of the Boardl Chief Executive Offic
(CEO) were formerly held by the same person, buevseparated following the resignation of Gregoryd@&nes on November 12, 2009.
Company does not have a formal policy with respethe separation or combination of the office€bgairman of the Board and CEO. Rat
the Board has the discretion to combine or sepdlegse roles as it deems appropriate from timenme,twhich provides the Board w
necessary flexibility to adjust to changed circuanses. In light of the recent transition in managenand the many challenges arising fron
difficult economic and regulatory environment, Beard determined that separating the roles of @Gieirand CEO following the departure
Mr. Jones would allow the CEO to devote the reggiisignificant time and focus on managing our bessnand restoring financial stren
However, under other circumstances, the Board nedgrohine that combining these roles would betteves¢he Company by enabling ¢
individual to act as a bridge between managementtzanBoard, thereby facilitating their common mgp, and clarifying lines of authority ¢
responsibility. Historically, the Company has nessidnated a separate lead independent directémas when the offices of Chairman
CEO were combined.

Risk Oversight

Oversight of risk management is a central focushef Board and its committees. The full Board reduleeceives reports both frc
Board committees and from management with respetttet various risks facing the Company, including Bank, and oversees planning
responding to them as appropriate. The Audit Cotemiturrently has primary responsibility for ovgtgiof financial risk and for oversight
the Companys risk management processes, including those mgldt litigation and regulatory compliance. Undex charter, the Auc
Committee is required to discuss the Compamigk assessment and risk management policiescaimdjuire about any significant risks ¢
exposures and the steps taken to monitor and nageisuch risks. The Asset/Liability Management atret&gic Planning Committee activ
measures and manages interest rate risk and isngbfe for approving the Compasyasset/liability management policies and for oseirs;
the formulation and implementation of strategiesinprove balance sheet positioning and earningge Hlliman Resource/Compensa
Committee is chiefly responsible for compensatielated risks. Under its charter, the Human Resg@ampensation Committee must dis
and review the key business and other risks thepaomfaces and the relationship of those risksettain compensation arrangements.
Bank’'s Loan Committee has primary responsibility @wedit risk and the committee’s duties includeemsight of the Banls credit risl
department. Each of these committees receivesaegports from management concerning areas ofgiskhich the committee has oversi
responsibility. The Board is currently conductingamprehensive review of the Compagyisk management processes and expects to
changes to restructure and enhance those prochsseg 2010.




Code of Conduct

The Company has adopted a Code of Conduct, whinkaes provisions consistent with the SEGiescription of a code of ethi
which applies to its directors, officers and empgley, including its principal executive officersingipal financial officer, principal accounti
officer, controller and persons performing simifanctions. The purpose of the Code of Conduct isprag other things, to provide writl
standards that are reasonably designed to deteigaloing and to: (1) promote honest and ethical sond?2) provide full, fair, accurate, time
and understandable disclosure in reports and douisntigat the Company files with the SEC and othidalip communications by the Compa
(3) be in compliance with applicable governmengad, rules and regulations; (4) promptly report ginyations of the Code of Conduct; ¢
(5) establish accountability for adherence to tleleCof Conduct. Each director is required to remdl @ertify annually that he or she has r
understands and will comply with the Code of Condude Company’s Code of Conduct is available oe @ompanys website ¢
www.cscbank.conin the Investor Relations area.

Meetings of the Board of Directors

Because all directors of the Company are also wirecof the Bank, the Board of Directors of the Qamy and the Bank me
concurrently (collectively referred to herein asg tiBoard”). The Board held twelve meetings during 2009, andliaéictors attended at le
75% of the aggregate total number of meetings efBbard and meetings of the Board committees ortwtiiey served (to the extent
during the period for which the director had beeneanber of the Board or a member of such Board dttews). The Company does not ha
policy for director attendance at annual meetif®zen of our then thirteen directors were presettteaCompanys 2009 Annual Meeting
Shareholders.

Audit Committee

The Audit Committee selects and engages the Compamyependent registered public accounting firmhegear. In accordance w
its charter, the Audit Committee, among other thingviews the Comparg/financial statements, the results of internalitang] financia
reporting procedures, reports of regulatory autlesyi compliance with internal controls requiredtbg Federal Deposit Insurance Corporz
Improvement Act and regularly reports to the Boaith respect to all significant matters presentediaetings of the Audit Committee. 1
charter of the Audit Committee is available on Bempany’s website at www.cscbank.cam the Investor Relations area. The A
Committee is currently comprised of four nemployee directors, Messrs. Levine, Payne, Fussetl McDonald, each of whom
“independent” as defined by the Nasdaq listingddéads and the rules and regulations of the SEC Alligit Committee does not have aawiti
committee financial expertds defined in applicable SEC rules, because netdir®n the Board satisfies the criteria of an aadimmitte:
financial expert and the Company has not been t@bfand a suitable board member who is such an gxpée Audit Committee held fo
meetings for the Company during 2009, each of wiiels held concurrently with an identical committdghe Bank. Prior to the release
quarterly reports in 2009, the Audit Committee omamber of the Audit Committee also reviewed anstwulsed the interim financ
information contained therein with HLB, the Companindependent registered public accounting firmimyfiscal 2009.

Audit Committee Report
Committee Charter

The Audit Committee and the Board have approvedaaioghted a charter for the Audit Committee, a cofpyhich is available on tl
Company’s website at www.cscbank.camthe Investor Relations area. In accordance thighcharter, the Audit Committee assists the E
in fulfilling its responsibility for overseeing theccounting, auditing and financial reporting psses of the Company. The responsibilitie
the Audit Committee are described in greater déeiathe charter.
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Auditor Independence

The Audit Committee received from HLB written disslires and a letter regarding its independencecsred by Public Compa
Accounting Oversight Board Rule 3526, “Communicati@ith Audit Committees Concerning Independenadgscribing all relationshi
between the independent registered public accayirftrm and the Company that might bear on the tegesl public accounting firrg’
independence, and discussed this information witB.H he Audit Committee also reviewed and discussid management and with HLB 1
quality and adequacy of the Compasynternal controls. The Audit Committee also rexéd with HLB and financial management of
Company the audit plans, audit scope and auditegiaes. The discussions with HLB also includedntiagters required by generally acce|
auditing standards, including those described ateatent on Auditing Standards No. 61, as amendetiaa adopted by the Public Comp
Accounting Oversight Board in Rule 3200T. The Audidmmittee has also considered, and concludedhikagprovision of services by HI
described under the caption “All Other Fees” anmpatible with maintaining the independence of HLB.

Review of Audited Financial Statements

The Audit Committee has reviewed the audited fimaratatements of the Company as of and for theafigear ended December
2009 and has discussed the audited financial seattsmvith management and with HLB. Based on athefforegoing reviews and discussi
with management and HLB, the Audit Committee rec@mded to the Board of Directors that the auditedrftial statements be include«
the Company’s Annual Report on Form 10-K for tharyended December 31, 2009, to be filed with th€.SE

The foregoing report is submitted by the followimgmbers of the Audit Committee:

Doyce G. Payne, M.D., Chariman
Lawrence D. Levine
Frank S. McDonald
David G. Fussell

The information contained in this report shall i@ deemed to be “soliciting material,” or to be I§d” with the SEC or subject
Regulation 14A or 14C of the Securities ExchangeofAd 934, as amended (t'Exchange Act”),other than as provided by applicable £
rules, or to the liabilities of Section 18 of thedhange Act, except to the extent that the Comppegifically requests that the informatior
treated as soliciting material or specifically impmrates it by reference into a document filed urttie Securities Act of 1933, as amended
“Securities Act”), or the Exchange Act. In addition, such informatshrall not be deemed to be incorporated by referémimeany filing unde
the Securities Act or the Exchange Act, exceptdektent that the Company specifically incorpaatéy reference.

Policies and Procedures for the Approval of Related Person Transactions

The charter of the Audit Committee provides thahitst approve all transactions between the Compadyrelated parties, as defil
in applicable SEC rules and regulations. In acamdawith this responsibility, the Audit Committe@ @ timely basis reviews and,
appropriate, approves all related party transastiém any time in which an executive officer, dii@cor nominee for director becomes awal
any contemplated or existing transaction thathat persors judgment may be a related party transaction, pecson is expected to notify -
Chairperson of the Audit Committee of the transactiGenerally, the Chairperson of the Audit Comeeitteviews any reported transaction
may consult with outside legal counsel regardingtiver the transaction is, in fact, a related padgsaction requiring approval by the Al
Committee. If the transaction is considered to belated party transaction, then the Audit Commaitell review the transaction and,
deciding whether to approve the transaction, vatigider the factors it deems appropriate undecitcemstances, including, but not limited
the following:

« The approximate dollar amount involved in the tesot®n, including the amount payable to the relgedson

« The nature of the interest of the related persdhértransactior

« Whether the transaction may involve a conflictraérest;

« Whether the transaction involves the provision @édgs or services to the Company that are availlabhe unaffiliated thir
parties and, if so, whether the related party @atisn is on terms no less favorable than termsigédly available to ¢
unaffiliated third party under the same or simdacumstances; ar
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« The purpose of the transaction and any potentia¢tits to the Company.

In addition to the Audit Committee’s written respdbility, as mandated by the Audit Committeeharter, to approve related pi
transactions, the Company also has other writtdinips and procedures for approving and monitoriglgted third party transactions.

During fiscal 2009, there were no related partpdeections to report in this proxy statement.
Audit and Non-Audit Fees

The following table presents the aggregate fedschib the Company for professional services residry HLB for the fiscal yea
ended December 31, 2008 and December 31, 2009:

Services 2008 2009
Audit Fees (1) $134,05! $144,25¢
Audit Related Fees (2 $ 17,50( $ 18,00(
Tax Fees (3) $ 12,70 $ 16,67¢
All Other Fees (4) $ 0% 0
(1) Audit fees consist of services rendered for theitaofithe annual financial statements, includinguieed quarterly review

statutory and regulatory filings or engagements serdices that generally only the independent tegid public accounting fir
can reasonably be expected to prov

(2) Audit-related services are assurance and related sethiitesre reasonably related to the performandbeoéudit or review of tt
financial statements or that are traditionally parfed by the independent registered public accogritim and are not included
the“Audit Fee” category.

3) Tax fees are for professional services renderethfocompliance, tax advice and tax plann

4) All other fees are for services other than thosehm previous categories such as permitted compdiafince assistance ¢
permitted advisory service

The charter of the Audit Committee provides that duties and responsibilities of the Audit Comnaitbeclude the prepproval of a
services that may be provided to the Company bynithependent accountants whether or not relatéldet@udit. In fiscal years 2008 and 2(
the Audit Fees, Audit Related Fees, Tax Fees ah@tker Fees were pre-approved by the Audit Conemitt

Asset/Liability Management and Strategic Planning @mmittee

The Asset/Liability Management and Strategic PlagnCommittee oversees and reviews the Compamyestment portfolio, ris
management process, development and implementititre Companyg strategic plan and interest risk positions. Timeent members of tF
Committee are Messrs. Driver, Fussell, Welborn ®idgins. Mr. Fussell first became a member of thesét/Liability Management a
Strategic Planning Committee in January 2009. TheefiLiability Management and Strategic Planningn@ittee held four meetings for t
Company during 2009, each of which was held coretly with an identical committee of the Bank.

Human Resource/Compensation Committee

The Human Resource/Compensation Committee makesnreendations to the Board with respect to the corsgBon of executiy
officers and employees of the Company and the B&h&.Human Resource/Compensation Committee admiaitie Compang’'401(k) plar
Employee Stock Ownership Plan (“ESOP”), Statutopnbtatutory Stock Option Plan, 2002 Long Term ItieenPlan and 2004 Non-
Employee Director Compensation Plan. In additibe, Human Resource/Compensation Committee oversegSampanys employee bene
and salary administration functions. The Boardddspted a written charter for this Committee, whghvailable on the Comparsyvebsite ¢
www.cschank.conin the Investor Relations area. The Human ResoOmepensation Committee is comprised of four inddpen director
chosen annually by the Board. Messrs. Driver, &dlaand Levine and Ms. Yessick, who is the Commi@dairperson, constitute the cur
members of the Human Resource/Compensation Conemiits. White served as a member of the Human ResfZmmpensation Commiti
from February 2009 to November 2009. Mr. Driver veggpointed to serve on the Human Resource/Compensabmmittee in Novemb
2009. The Human Resource/Compensation Committeefbal meetings for the Company during 2009, edciwhich was held concurren
with an identical committee of the Bank.
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Nominating/Board Governance Committee

The Nominating/Board Governance Committee idergjfiavestigates and recommends prospective dietdothe Board with the gc
of creating a balance of knowledge, experience dindrsity. Candidates for director nominees ardesged in the context of the curr
composition of the Board, the operating requiremeftthe Company and the Bank and the long-tererésts of the Compars/shareholder
The Nominating/Board Governance Committee devedops maintains a list of potential candidates far Board. In assessing candidate:
service as an independent director, the Nomin@&iogrd Governance Committee considers: the inditidueanowledge and contacts in
communities in which the Company does businesserdity of viewpoints, background, experience ankeotdemographics; ability a
willingness to commit adequate time to Board anchimmittee matters; and the fit of the individugabkills and personality with those of ot
directors and potential directors in building afeefive and responsive Board. The Nominating/Bo@alernance Committee does not
specific, minimum qualifications that nominees monget in order for the Committee to recommend tli@nservice on the Board, but rat
believes that each nominee should be evaluatedb@sdis or her individual merits, taking into aonbthe needs of the Company and
composition of the Board.

As described above diversity, broadly defined tamdiversity of viewpoints, background, experieacel other demographics, is
criterion on which the Nominating/Board Governa@mmmittee bases its recommendations of new nomiieeelirector positions. The Boe
believes that diversity is important to the effeetfunctioning of the Board. More generally, theaBibis committed to fostering an environn
of nondiscrimination and equal opportunity for employeesstomers and suppliers and treatment of everydatteout discrimination ¢
harassment based on race, color, religion, sexyjatexientation, gender identity, national origage, veteran status or disability. Howe
neither the Nominating/Board Governance Committee the Board has a formal policy with regard to ttensideration of diversity
identifying director nominees.

The Nominating/Board Governance Committee alsoesgsithe performance and contribution of independesrmbers of the Boa
and determines the need for any corporate offizdret considered a candidate for nomination. The iNatimg/ Board Governance Commit
will not consider nominees for directors recommehtdy shareholders. The Board has adopted a writbamter for the Nominating/Boe
Governance Committee, which is available on the gamy’s website at www.cscbank.cdmthe Investor Relations area. Each member ¢
Nominating/Board Governance Committee would be dmkindependent under the Nasdaq listing standadssrs. Fillauer, Driver ai
Welborn and Ms. Yessick constitute the current menslof the Nominating/Board Governance Committém Nominating/Board Governar
Committee held five meetings during 2009, each loittv was held concurrently with an identical comegtof the Bank.

Shareholder Communications with Directors
Shareholders are encouraged to communicate wigletdirs either in person or in writing at any tir@@mmunications are not scree

and written communications are passed on to therdBéar their review and consideration. Written coomitations should be sent
Cornerstone Bancshares, Inc., Attention: ChairnfaheoAudit Committee, 6401 Lee Highway, Suite 1CBattanooga, Tennessee 37421.

13




EXECUTIVE COMPENSATION
Introduction

The Compensation Committee (the “Committee”) carreut the Board overall responsibilities with respect to exece
compensation, director compensation and revienhefGompany Chief Executive Officer's (the “CEQjgrformance. The Committee &
oversees administration of the Company’s employareefit plans, including the Compasy401(k) plan and ESOP. The Committee ope
under a written charter (see_www.cscbank.cpthat is approved annually by the Board. The CottemiChairperson sets the agenda
calendar for the Committee. The Committee has tiieoaity to hire independent consultants to adt#igeCommittee on compensation mat
For fiscal 2009, the Committee did not hire an jpeledent consultant to advise the Committee on cosgi®n matters. The CEO reviews
performance of the other named executive officatsracommends to the Committee compensation paskageach of them.

Total compensation of the Company’s named executfieers is determined primarily by the Compasgize in earning assets,
Company’s financial performance and the individex¢cutives performance. In determining what types and lewélotal compensation
offer the named executive officers, the Commit@oivs its written Executive Compensation Poligyluding guidelines, using predetermi
Company financial parameters for the distributibthe particular components of total compensatthe named executive officers.

Compensation Philosophy

The Companys overall executive compensation philosophy isligndts compensation program with optimizing sheniger value. T
that end, the program is designed to recognizergrpeperating performance and to attract, retaic anotivate the executive talent essenti
the Companys financial success. Consistent with this philogophe Committee is guided by the following objees when administering t
Company’s overall compensation program:

« Attract and retain highly qualified executives tpattray the Company’s culture and values;

« Motivate executives to provide excellent leadersirid achieve the Company’s goals;

« Provide substantial performance-related incentm@pensation that is aligned to the Comparstrategy and directly tied
meeting specific Company objectivt

« Strongly link the interests of the executives te H#alue derived by the Company’s shareholders fsaming the Company’
Common Stock; an

« Be fair, ethical, transparent and accountable ftingeand disclosing executive compensat

In furtherance of these objectives, the followirgnsiderations underlie the Committealetermination with respect to the follow
principal elements of compensation for the namestetive officers:

Base Salary- Individual salary determinations should be basednumcumbent qualifications, behaviors, culturahagnce ar
performance.

Annual Cash IncentivesExecutives should have a portion of their totahcesmpensation at risk, contingent upon meeting (o
objectives.

Long-Term Equity-Based AwardsExecutives who are critical to the Company’s kbegn success should participate in Idegy
incentive opportunities that link a portion of th&tal compensation to increasing shareholderezalu

Retirement Plans and Other BenefitExecutives should participate in the Companyisdfie programs, such as health insurance, 40:
(k) plan, ESOP, vacation and life insurance, @&vall consistent with policy, prevailing law and reunt regulation.

Total compensation is intended to correlate toGoenpany’s ability to grow earning assets, whictltum enhances the Compasay’
growth in shareholder value. The Committee did i@ competitive salary surveys to determine or nreathe total compensation of
named executive officers. A portion of each nameelcetive officers total compensation consists of cash payment8jdimg base sala
and/or annual cash incentive awards. In additioppdion of each named executive officetotal compensation consists of equity aw
designed to align the interests of the named ekecufficers with the interests of the Compangtakeholders, who include shareholt
employees, directors and community interests.
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Fiscal 2009 Summary Compensation Table and Narrate

Under rules established by the SEC, the Compamggsired to provide certain data and informatiogareing the compensation ¢
benefits awarded to, earned by or paid to all peyseho served as principal executive officer of @Ge@mpany during 2009 and certain o
executive officers, including the two other mosghly compensated executive officers whose total pgmation exceeded $100,000
“named executive officers”)The disclosure requirements include the use oketabhd narrative discussion of any material facteressary
an understanding of the information disclosed mttibles. The summary compensation table belowf@gfscertain elements of compensa
for the named executive officers of the Company thedBank for the periods indicated.

FISCAL 2009 SUMMARY COMPENSATION TABLE

Director
Non- equity Fees Earne All Other
Stock Option Incentive Plar or Paid in Compens-
Salary Bonus Awards Awards Compensatio Cash ation Total
Name and Principal Positic Year ($) ($)(1) ($) ($)(2 ($) ($)(3) ($)4) ($)
@ (b) © (@ ©)] ® ()} () ® @
Gregory B. Jones(t 2009 210,00( 0 0 0 0 7,90(C 30,79 248,69!
Former Chairman & CE( 2008 240,00( 50C 0 17,45( 0 9,48( 13,81¢ 281,24¢
Company & Ban} 2007 225,00( 25C 0 14,68( 0 9,00( 13,50( 262,43(
Nathaniel F. Hughe 2009 179,20( 25C 0 0 0 9,48( 0 188,93(
President & CEC 2008 179,20( 50C 0 11,63¢ 0 9,48( 10,32¢ 211,14(
Company & Ban} 2007 168,00( 25C 0 19,80( 0 9,00( 11,95¢ 209,00¢
Jerry D. Lee 2009 170,70( 25C 0 0 0 9,48( 0 180,43(
Ex. Vice Presider 2008 170,70( 50C 0 11,63¢ 0 9,48( 9,741 202,05¢
Chief Credit Officel 2007 160,00( 25C 0 19,80( 0 9,00( 11,40¢ 200,45«
Bank
Robert B. Watsol 2009 150,00( 25C 0 0 0 0 0 150,25(
Ex. Vice Presider 2008 146,10( 50C 0 11,63¢ 0 0 7,91: 166,14¢
Sr. Loan Officel 2007 137,00( 25C 0 16,30( 0 0 9,67C 163,22(
Bank
Carolyn J. Smitt 2009 95,50( 25C 0 0 0 0 0 95,75(
Sr. Vice Presider 2008 93,00( 50C 0 5,81¢ 0 0 5,22: 104,54
Chief Deposit Office 2007 89,00( 25C 0 6,99( 0 0 4,962 101,20:
Bank
Gary W. Petty Jr 2009 92,50( 25C 0 0 0 0 0 92,75(
Sr. Vice Presider 2008 89,00( 50C 0 5,81¢ 0 0 5,13¢ 100,45:
CFO 2007 85,00( 25C 0 6,99( 0 0 4,81% 97,05¢
Company & Bant
@ Represents small cash bonuses paid to the entildanee in connection with the Christmas holidagsen.

2 The amounts in this column reflect the aggregaaatodate fair value of option awards computed toetance with FASB ASC Toy
718. The fair value of each option award is estadain the date of grant using the Black-Scholemoyricing model. No optior
were awarded based on fiscal 2009 performancealR2008 option awards were made on March 1, 2009 avBlackScholes value
$1.13 per share. A more detailed discussion ofas®imptions used in the valuation of option awandde in fiscal 2009 based
performance during 2008 may be found in Note 1thefNotes to the Financial Statements in the Coripdrorm 10K for the fisca
year ended December 31, 2009. Options acquiredigntrgo option grants must generally be held aitléao years before part
vesting is possible

3) The amounts in this column reflect the aggregateuarnof cash fees earned or paid to employee direébr attending meetings of -
Board and the Bank, as described in greater detditr the section entitle* Director Compensatic’ below.
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(4)

(5)

Amounts for fiscal 2008 represent aggregate Commgamributions to its 401(k) plan and Employee &t@wnership Plan (ESOI
which consisted of the following for each namedaenize officer: Mr. Jones — $4,827 (401(k)) and9B8 (ESOP); Mr. Hughes
$3,608 (401(k)) and $6,717 (ESOP); Mr. Lee — $3,421(k)) and $6,337 (ESOP); and Mr. Watson2: 765 (401(k)) and $5,1
(ESOP). No such contributions were made for fi&19. The fiscal 2009 amount for Mr. Jones reprsstire aggregate amount
severance payments and continued benefits pagirabursed to Mr. Jones with respect to fiscal 2008er the terms of his separa
agreement following his resignation. Assuming Monds complies with the terms of the separationeagemt and assuming -
continuation of benefits payable to him through Mz, 2010, Mr. Jones will be entitled to receive aggregate of $94,158
additional payments and reimbursable benefits dufiscal 2010. These payments are described in rdetail under the headi
“Separation Agreement with Mr. Jo” below.

Mr. Jones resigned as Chairman and Chief Exec@ifieer and as a director of the Company, and wadonger employed by tl
Company, effective November 12, 2009. See themeetititled “Separation Agreement with Mr. Jonbslow for a description of t
separation agreeme!

Outstanding Equity Awards at 2009 Fiscal Year-End Bble and Narrative

The following table sets forth information concermioutstanding equity based awards for each oh#imed executive officers as

December 31, 2009.Because the Company has never issued stock appaaights, restricted stock awards or other staalards, the tab
excludes all columns relating to such awards.

OUTSTANDING EQUITY AWARDS AT 2009 FISCAL YEAR -END

Option Awards (1

Number of Securities Underlying Option
Unexercised Options (. Exercise Option
Grant Exercisable Unexercisablt Price Expiration
Name Date (#) (#) (%) Date

Gregory B. Jones(: 3/01/200C 4,00( 3.25( 3/01/201C
3/01/2001 20,40( 3.25( 3/01/2011

5/01/2002 32,00( 3.62¢ 5/01/2012

3/01/2003 34,00( 3.62¢ 3/01/2013

3/01/2004 34,80( 5.43¢ 3/01/2014

3/01/200& 18,00( 9.22¢ 3/01/201&

3/01/200€ 7,80( 13.25( 3/01/201€

3/01/2007 2,25( 15.24( 3/01/2017

3/01/2008 0 7.99( 3/01/2018

Nathaniel F. Hughes(« 3/01/200C 22,00( 3.25(C 3/01/201C
3/01/2001 20,40( 3.25( 3/01/2011

5/01/2002 20,00( 3.62¢ 5/01/2012

3/01/2003 22,00( 3.62¢ 3/01/2013

3/01/2004 26,00( 5.43¢ 3/01/2014

3/01/200& 18,00( 9.22°¢ 3/01/201&

3/01/200€ 7,80( 5,20( 13.25( 3/01/201€

3/01/2007 1,95(C 4,55( 15.24( 3/01/2017

3/01/2008 0 8,50( 7.99( 3/01/2018

3/01/200¢ 0 10,00( 3.65( 3/01/201¢

Jerry D. Lee(4 3/01/200C 22,00( 3.25( 3/01/201C
3/01/2001 20,40( 3.25( 3/01/2011

5/01/2002 20,00( 3.62¢ 5/01/2012

3/01/2003 22,00( 3.62¢ 3/01/2013

3/01/2004 26,00( 5.43¢ 3/01/2014

3/01/200& 14,00( 9.22°¢ 3/01/201&

3/01/200€ 7,80( 5,20( 13.25( 3/01/201€

3/01/2007 1,95(C 4,55( 15.24( 3/01/2017

3/01/2008 0 8,50( 7.99( 3/01/2018

3/01/200¢ 0 10,00( 3.65( 3/01/201¢
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Option Awards (1

Number of Securities Underlying Option
Unexercised Options (: Exercise Option
Grant Exercisable Unexercisablt Price Expiration
Name Date (#) (#) (%) Date

Robert B. Watson(4 3/01/2003 8,00( 3.62¢ 3/01/2013
3/01/2004 10,00( 5.43¢ 3/01/2014

3/01/200& 6,00( 9.22¢ 3/01/201&

3/01/200€ 4,80( 3,20( 13.25( 3/01/201€

3/01/2007 1,50( 3,50( 15.24( 3/01/2017

3/01/2008 0 7,00( 7.99( 3/01/2018

3/01/200¢ 0 10,00( 3.65( 3/01/201¢

Carolyn J. Smith(4 3/01/200C 1,60( 3.25( 3/01/201C
3/01/2001 2,00( 3.25( 3/01/2011

5/01/2002 3,20( 3.62¢ 5/01/2012

3/01/2003 4,00( 3.62¢ 3/01/2013

3/01/2004 4,00( 5.43¢ 3/01/2014

3/01/200& 2,50( 9.22¢ 3/01/201&

3/01/200€ 2,40( 1,60( 13.25( 3/01/201€

3/01/2007 67E 1,57¢ 15.24( 3/01/2017

3/01/2008 0 3,00( 7.99( 3/01/2018

3/01/200¢ 0 5,00( 3.65( 3/01/201¢

Gary W. Petty Jr.(4 5/01/2002 1,00( 3.62¢ 5/01/2012
3/01/2003 1,60( 3.62¢ 3/01/2013

3/01/2004 2,60( 5.43¢ 3/01/2014

3/01/200& 1,50( 9.22¢ 3/01/201&

3/01/200€ 90C 60C 13.25( 3/01/201€

3/01/2007 30C 70C 15.24( 3/01/2017

3/01/2008 0 3,00( 7.99( 3/01/2018

3/01/200¢ 0 5,00( 3.65( 3/01/201¢

Q) All employee stock options have been awarded utidelCompany’s Statutorjonstatutory Stock Option Plan, which was apprt

by the shareholders in 1996, and the Compa@902 Long Term Incentive Plan, which was apprdwethe shareholders in 2002.
unexercised stock options have been adjusted éoi-for-1 stock splits of September 2004 and December 2

(2) All employee stock options vest 30% on the secamtvarsary of the grant date, 60% on the third aensiary of the grant date ¢
100% on the fourth anniversary of the grant d
3 In accordance with the terms of the respectivekstgtion plans and agreements under which Mr. Jsrsteck options were award

(i) all stock options that had not vested as ofresgnation date of November 12, 2009 were deetmédve expired and terminat
and (i) all stock options that had vested as sfresignation date remained exercisable for a peri®0 days thereafter. The num
of shares underlying unvested stock options thatiteated effective as of his resignation date wafodows: 5,200 shares underly
options granted on March 1, 2006; 4,550 sharesriying options granted on March 1, 2007; 8,500 skamderlying options grant
on March 1, 2008; and 15,000 shares underlyingooptgranted on March 1, 2009. In addition, becAliselones did not exercise ¢
of the vested stock options within 90 days after eisignation date, all such options were deemdthte expired and terminatec
that time. Pursuant to the terms of the Compau@@02 Long Term Incentive Plan, following theipeation and termination all sha
underlying options previously granted to Mr. Jonesler this plan became available for distributiorconnection with future awar
under the plar

4) On February 26, 2010, all named executive offisetantarily forfeited their options for the awardars 2006 and 2007, and the sh
underlying these options became available foribistion in connection with future awards under [tten.

Agreements or Arrangements Providing for PotentialPayments Upon Termination or Change-in-Control
Key Executive Employment and Severance Agreements

The Company has entered into Key Executive Employraad Severance Agreements (the “key executiveeagents”)with two of
the named executive officers: Nathaniel F. HugRessident and Chief Executive Officer; and Jerry8e, Executive Vice President and C
Credit Officer (the “key executives”Although the Company also entered into a key exeewtgreement with Mr. Jones, this agreement
terminated effective November 12, 2009 in connectidth his resignation from the Company and entiyp ithe separation agreement desci
below. The key executive agreements had an inéiah of three years and have been extended, wigindBapproval, until March 2, 2011. |
change-ineontrol event occurs within nine months of the eagion of the term, the term of the agreement beéllautomatically extended to
date of the change-ioentrol. Under the terms of the key executive ageds, the key executives are entitled to the paysnand benefi
described below only if a change-éontrol occurs with respect to the Company or thekBand the successor entity fails to offer emples
to the key executive at the position of vice presidor above, following negotiations between thg &recutive and the successor entity



documented by a written employment agreement Wmithsticcessor entity containing minimum terms sjgettielow.
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As a condition to the closing of any such mergetansolidation, the Company must require that tleeassor entity negotiate with
key executive for continued employment upon termbé set forth in the written employment agreem@nta minimum, the employme
agreement, if any, must (i) be for a period of @sslthan two years from the date of the changmiirol; (ii) provide for annual salary at le
equal to the key executive’s annual base compemsati effect on the date of the changezomtrol; (iii) provide for reimbursement
necessary and reasonable expenses, including gapehses; (iv) include the key executive in alidfgs generally available to employee:
the successor entity and such other benefits amgliséies as are provided to other employees ofpeoable position and status; (v)
vacations and holidays in an amount not less thantb which the key executive is entitled on thédf the change-ioentrol or such amou
as is made available to other employees of compafadsition and status; and (vi) include the keganive in all plans providing spec
benefits to other employees of comparable posdiuh status.

The payments and benefits that would be payabléthéokey executive in the event good faith negatiedi fail to result in ¢
employment agreement (containing the minimum tetme$)veen the key executive and the successor éollibyving a change-in-control are:

« All salary accrued but not yet paid through theedht key executive’s employment is terminated;

« Reimbursement of all expenses incurred by the kegwive on behalf of the Company, the Bank ordhecessor entity, t
not yet paid, through the termination de

« All cash benefits previously earned, but not yatipacluding deferred compensation, accrued pendionus or incenti
compensation, through the termination d

« All other payments to which the key executive maydmtitled under the terms of any benefit planhaf Company or tt
Bank;

« All incentive stock options, restricted stock artidck appreciation rights to which the key executimay be entitled wi
immediately become fully vested; a

« A lump sum payment, equal to two times the key atee’s annualized base compensation then in effecteatetfminatio
date.

In the event the key executive fails to negotiate dmployment in good faith, he will be entitledlyoto the accrued but unp:
compensation and benefits set forth in the firat foullets above and will not be entitled to acratled vesting of equity awards or the lump
severance payment. The key executive agreemerdspadhibit the key executives, so long as any changontrol payment is made
described above, from engaging in any businesyitiesi within the Chattanooga Standard Metropolitaratistical Area which are
competition with any business or activity of thesessor entity for a period of one-year from thange-in-control date.

For purposes of the key executive agreements, anfgin-control’occurs when (i) the shareholders of the CompantherBan|
approve a merger or consolidation of either emtiityy any other entity as a result of which lesstb@% of the outstanding voting securitie
the surviving entity are owned by the former shateéérs of the Company or the Bank; or (ii) the shatders of the Company approve a sa
substantially all of the assets of the Bank to mtityethat is not a wholly owned affiliate of the@pany.
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Separation Agreement with Mr. Jones

Effective November 12, 2009 (the “resignation dgt®fr. Jones resigned his employment and directorshitisthe Company and t
Bank pursuant to a separation agreement. Exceprasdded in the separation agreement, no future pesrsation, allowances or bene
payable by the Company will accrue to Mr. Jones.

Under the terms of the separation agreement, Niesl@ entitled to receive the following:

« Cash severance payments totaling $120,000, lesompge withholdings, payable in equal veéekly installments for
period of six months from November 13, 2009 throlgy 7, 2010 (i.e., for a total of 13 hieekly payments of $9,230.
each), in full satisfaction of any other severapagment obligations the Company or the Bank magretifse have had to b
Jones; an

« Reimbursement of the costs of health insurancefiterentinued under COBRA through May 31, 201Cuatil Mr. Jone
becomes eligible for replacement coverage, whicussoonet

The separation agreement also includes a genégabkeein favor of the Company and the Bank, adisparagement provision, and
agreement of Mr. Jones not to disclose confidewotiaecret information of the Company and not ticé@mployees, for a period of one y
following the resignation date, to terminate threlationships with the Company or the Bank or todmee employed or associated with anc
bank or bank holding company. The violation of afiyhese provisions could result in the forfeitofeamounts otherwise payable to Mr. Jc
under the separation agreement.

Company Equity Plans

Under the terms of the Compary2002 Long Term Incentive Plan, the vesting of anystanding stock options and other aw
under the plan will be accelerated upon the ocogeef a change of control so that all awards mevipusly exercisable and vested are 1
exercisable and vested. For purposes of this plachange of control” means the happening of anheffollowing:

« When any“persor” (as such term is used in Section 13(d) and 1l4(dhefExchange Act, other than the Company
subsidiary or any Company employee benefit plaaloting its trustee)) is or becomes the “benefiolher” @s defined i
Rule 13d3 under the Exchange Act) directly or indirectly sifcurities of the Company representing 51% or nodrthe
combined voting power of the Compi's then outstanding securitie

« The occurrence of a transaction requiring sharetnagproval for the acquisition of the Company hyeatity other than tt
Company or a subsidiary through purchase of adsgtsierger or otherwise;

« The filing of an application with any regulatorytharity having jurisdiction over the ownership dfet Company by a
“person” (as defined above) to acquire 51% or mufrédhe combined voting power of the Companyhen outstandir
securities

Also under the terms of the plan, if the employmeht participant in the plan is terminated for aegson following a change
control, any outstanding stock options or other rawaunder the plan granted to the participant #natnot fully exercisable and vested
become fully exercisable and vested as of the afaseich termination and any obligations to pay am®tio the Company or any subsidiar
connection with an award will be terminated ashef date when such termination occurs.
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DIRECTOR COMPENSATION
Fees for Board Service

The Companys directors do not receive fees for attendance esdtimgs of the Board or committees of the Boardhef Company
Rather, because these meetings are held concyrreitti the meetings of the Board and equivalent wottees of the Board of the Ba
meeting fees are paid by the Bank solely with resfreattendance at meetings of the Board and ctiewsiof the Board of the Bank. Althot
employee directors are entitled to receive cash feeattendance at Board meetings, they are igible for Board committee attendance 1
or to participate in the Company’s annual cashntige or longterm incentive award programs. In fiscal 2009, edichctor received $790 1
attendance at each concurrent Board meeting (hibgissences per calendar year are allowed). Eaclemployee director (also referrec
herein as an “independent directoalyo received $265 for attendance at each conduiwedit Committee meeting and $210 for attendart
each other Board committee meeting (including caomeu meetings of equivalent Board and Bank congegitand meetings of the Baslkloar
Committee), except that the Chairperson of the AGdimmittee and of each other Board committee ef Bank received $290 and $2
respectively, for attendance at such meetings. Chairman of the Board also receives cash chairniarfeles (currently, $100,000 on
annualized basis) for such service. Total direfdes paid by the Bank for services rendered onlbehthe Bank in 2009 (excluding fees p
for Eagle Board Service) were $161,624.

In addition, Board members who are also directéiSagle received $400 for each Eagle board meetitended in 2009. Eagle h
four board meetings during 2009. There are no dithes or compensation earned for being on Eadleard and Eagle does not have
standing committees. Total director fees paid bgl&éor services rendered on behalf of Eagle ind2@ére $4,400.

Director Annual Cash Incentive Awards

The independent directors of the Company are édigibreceive an annual cash incentive award iGbmpany meets certain finant
performance goals set forth in its profit plan,fiasn time to time amended. These payments may kkipacash or, at the election of e
independent director under the 2004 Nemployee Director Compensation Plan, in shares a@m@on Stock. Performance targets
established at the beginning of the fiscal yeaough the financial budgeting process. Therefore, ittdependent directorginnual cas
incentive awards are determined based on the Coytgpamnerall financial performance. The opportunityeson a cash incentive award payr
ranges from 0% to 100% of the average independeattdrs’ compensation received in Board, subsidiary Boam @mmittee fees. Tl
independent directors’ cash incentive award poduither limited to not be greater than the exemubfficers’ cash incentive award po
Because the Company did not provide any fundsHereixecutive officerstash incentive award pool in fiscal 2009, the iretefent directo
did not receive any cash incentive awards for fi26Q9.

Director Long-Term Equity Based Awards

The Company’s independent directors are also édigib participate in the Company’s StatutdNgnstatutory Stock Option Plan ¢
the 2002 Long Term Incentive Plan, each of whichs vaeviously approved by the Company and its sludders. The Compensati
Committee establishes, in February of each fiseat yassuming the achievement of certain finanaigkets for such fiscal year, the value of
Companys incentive stock options that will be issued tbkofving calendar year. Based on the market vafuthe incentive stock optio
issued to all Company employees, the independeattdrs as a group participate at a level of 15%heftotal market value of all stock opti
granted to both employees and independent directths employee grant represents 85% of the totahfiamy grant, while the independ
director grant, as a group, represents 15% ofdta Company grant. Because the Company did notchimaentive stock options to employ
in fiscal 2010 based on fiscal 2009 performance,itldependent directors did not receive a fiscalo2@ward of nomualified stock option
When awarded, noqualified stock options issued to independent dimscvest 50% on the first anniversary of the gdate and 100% on t
second anniversary of the grant date. The Compens@ommittee does not support the timing of gragttock options with the release
material nonpublic information. Instead the Compensation Corterithas chosen March 1 of each year as the grémtofiatock options -
eliminate any suspicion of timing the stock optgmant date. The Compensation Committee has newdrhas no plans to ever, time the s
option grant dates to the release of material punlic information for the purpose of affecting thalue of executive compensation. -
Company has recognized the compensation experaeddod the shares subject to these awards.
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Director Compensation Table

The following table sets forth the compensatiomedrby the Compang’independent directors for services rendered duha fisce
year ended December 31, 20

DIRECTOR COMPENSATION FOR FISCAL 2009 *

Fees Earne Non-Equity
or Paid in Stock Option Incentive Plar  All Other
Cash Awards Awards  Compensatio Compensatic Total
Name ®@) () ®2) (6] (6] ()
B Kenneth Drivel 10,74( 0 0 0 0 10,74(
Karl Fillauer 10,32( 0 0 0 0 10,32(
David G. Fussell (3 10,90¢ 0 0 0 0 10,90¢
Lawrence D. Levint 11,41( 0 0 0 0 11,41C
Frank S. McDonal 13,30( 0 0 0 0 13,30(
Doyce G. Payne, M.C 14,71( 0 0 0 0 14,71(
Wesley M. Welborr 29,04¢ 0 0 0 0 29,04¢
Kim H. White (4) 10,63( 0 0 0 0 10,63(
Billy O. Wiggins 16,09( 0 0 0 0 16,09(
Marsha Yessicl 12,01( 0 0 0 0 12,01(
* Nathaniel F. Hughes, Gregory B. Jones and Jerrie®. are named executive officers in this proxyestent and are or were 8

members of the Board of Directors of the Companyndufiscal 2009. Their director compensation isfeeth under “Column (h)of
the “Fiscal 2009 Summary Compensation Taledve and, as a result, has been omitted frontahls. Mr. Jones resigned from
Board effective November 12, 2009, and Mr. Leersbeen elected to stand fo-election to the Board at the Shareholders Mee

@ The aggregate amount of director fees for fisc@l2idicludes aggregate meeting fees paid by Eagleeiwice on its board of direct:
as follows: Mr. Welborn $1,200; Ms. Yessick $1,608r. Wiggins $1,600. In addition, the aggregate amount for Mr. Welk
includes fiscal 2009 chairmanship fees paid to fullowing his appointment as Chairman of the Boaffe:ctive November 12, 200

2 For each noremployee director, the aggregate number of shdr€ommon Stock underlying option awards outstandimbether o
not exercisable) at December 31, 2009, after gigfigct to the 2-fort stock splits in September 2004 and December 2086,a
follows: Mr. Driver—11,650 shares; Mr. Fillauer—850 shares; Mr. Fussell—2,050 shares; Mr. Leviid;650 shares; N
McDonald—8,650 shares; Dr. Payne—11,650 shares;Vi#iborn—8,650 shares; Mr. Wiggins—11,650 shares!, lls. Yessick-
11,650 shares. On February 26, 2010, all indeperdieectors voluntarily forfeited their options fthie award years 2006 and 2(
and the shares underlying these options becaméableaifor distribution in connection with future awls under the plan. Non-
gualified stock options are granted to independinectors with an exercise price equal to the mapkiee on the grant date, and \
50% on the first anniversary of the grant date Hd@P%6 on the second anniversary of the grant

3) Mr. Fussell began serving as a director on Jan2@y2009.

4 Ms. White began serving as a director on Febru&ry2009 and resigned effective December 16, 2009%ptions awarded to M
White prior to her resignation were forfeited aghadf date of resignatio

THE COMPANY'’S LONG-TERM EQUITY AND QUALIFIED RETIRE MENT PLANS
401(k) Plan
The Company has a 401(k) plan covering employeestinge certain age requirements and service dateiregents. The plan
structured such that employees can contributedqtan on a taxleductible basis and have their contributions iteds$n various investme
funds offered under the plan. The plan permits,dngs not require, the Company to make an employgeching contribution during the pl

year. Employer contributions, which when made repné 33% of the first 6% of an emplo’s salary contributed to the plan, totaled $
2009.
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Employee Stock Ownership Plan

The Company has an Employee Stock Ownership PEE@P”)to which the Company contributes 100% of the cbotion towart
purchasing the Comparg/Common Stock, and allocates the contribution antba participants based on regulatory guideliiég. Compan
has set a maximum guideline of 9% of base payudiclf cash incentive performance awards, as a maricontribution limit. However, tt
Company will only provide a contribution to the EBQvhen the Compensation Committee, upon approvdah@fBoard, recommends
Company contribution. The Company'’s contributionlétermined by the financial performance of the @any on a year-tgear basis, and t
benchmarks are established by the Compensation @wamEmployer contributions are available toafiployees who complete more t
1,000 hours of service per year. There are cedgéand years-afervice requirements before contributions can beenfar the benefit of tt
employee. The ESOP plan also provides for a theae $00% vesting requirement; therefore, employessinating employment before tr
third anniversary date will forfeit their accrueéngfit under the ESOP. The forfeiture will beallscated among the remaining ES
participants. The Company contributed $0 to the E$@® 2009.

Cornerstone Bancshares, Inc. Statutory-Nonstatutorystock Option Plan

The Company established the Statutory-Nonstatusdogk Option Plan during 1996 as a ldegm incentive for eligible employe
and directors. A total of 820,000 shares, as agjufir the 2-fort stock splits effective September 2004 and Decer2d@6, are available f
issuance under the plan, of which 220,000 werecalém as incentive stock options and 600,000 wireaded as nonqualified stock optic
The persons eligible to receive incentive stockanst under the plan are key Company employees Hingrs selected by the Compensa
Committee. Persons designated by the Compensatiomtiitee who are eligible to receive nonqualifigdions need not be employees of
Company and generally will be nonanagement directors of the Company. The nongedlgtock options are issued at the market valube
Companys stock and are exercisable upon issue. The temll options issued under the plan is for 10 yedrsder the terms of the plan,
further incentive stock options may be awardedofBecember 31, 2009, a total of 71,600 incentbeelsoptions had been exercised, 124
outstanding incentive stock options remained egalde and 23,600 had been forfeited under the tefrige plan. As of December 31, 200
total of 595,000 nonqualified stock options hadrbgeanted under the plan (of which, 526,000 hadchbeeercised and 69,000 remai
exercisable) and 5,000 nonqualified stock opticermained available for future issuance. On Febr2#y2010, all independent direct
voluntarily forfeited their options for the awaréars 2006 and 2007, and the shares underlying tpgms became available for distribul
in connection with future awards under the plan.

Cornerstone Bancshares, Inc. 2002 Long Term Incemnté Plan

The Company established the 2002 Long Term IncerRian (the “Incentive Plan”) with shareholder awad in April 2002 as long-
term incentive for eligible employees and directokstotal number of 1,200,000 shares, as adjustedtfe 2-forl stock splits effecti
September 2004 and December 2006, are availabissieance under the Incentive Plan. The Incentiga &lows for the issuance of restric
stock, stock appreciation rights, performance agjandngualified stock options and incentive stock optiofise persons eligible to rece
grants under the Incentive Plan are key Compangesf, employees and directors selected by the @osgtion Committee. The incent
stock options are issued at the market value ofttvmon Stock and vest 30% on the second anniyeosahe grant date, 60% on the tt
anniversary of the grant date and 100% on the licamhiversary of the grant date. The nonqualifiedlsoptions are issued at the market v
of the Common Stock and vest 50% on the first aansiary of the grant date and 100% on the seconigeasary of the grant date. The tern
all grants are determined by the Compensation Cai@enibut may not exceed ten years. As of Dece®be?009, a total of 789,550 incent
stock options had been issued to Company emplayedasr the Incentive Plan, of which 674,875 remaioet$tanding. Of the incentive st
options that had been issued as of December 3B, 20650 had been exercised, 463,152 remainedisable, 211,723 remained unve:
and 70,725 had been forfeited and made availabléufore issuance under the plan. As of Decemiie2B809, a total of 33,300 nonqualif
stock options had been issued to Company directmdsr the Incentive Plan, of which 31,250 remaioetstanding. Of the nonqualified st
options that had been issued as of December 3B, 2@he had been exercised, 6,400 remained exelesis?4,850 remained unvested
2,050 had been forfeited and made available fanréuissuance under the plan. The Incentive Plan3®,075 remaining stock optic
available for future issuance.
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Cornerstone Bancshares, Inc. 2004 Non-Employee Dar Compensation Plan

The Company’s Board of Directors established th@&42@on-Employee Director Compensation Plan (theéBtior Plan”)to provide t
non-employee directors the option to receive all oit phrtheir compensation for serving on the Board an any committee of the Boarc
shares of Common Stock. The total number of shifwssmay be issued under the Director Plan mayeroged 80,000, as adjusted for the 2-
for-1 stock splits effective September 2004 and Decer2b@6. Shares of Common Stock payable under thecir Plan are issued witl
forty-five days of the end of the calendar quarter inciwithey were earned. The number of shares deliyaueslant to the Director Plar
equal the amount of the applicable director comatems divided by the average closing price of themthon Stock for the five trading d:
immediately preceding the date on which such direcompensation was earned. No shares of Commak $i@ve been issued under
Director Plan.

Equity Compensation Plan Information as of DecembeB1, 2009

Number of securities to Weighted averageNumber of securitie
be issued upon exercise exercise price of remaining available

Plan categor outstanding option  outstanding optior for future issuanc
Equity compensation plans approved by securitydrsh 899,92! $ 6.5¢ 486,22!
Equity compensation plans not approved by sechotgers: 0% 0.0C 80,00(

Total 899,92 $ 6.5¢% 566,22!

CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

Various Company directors, executive officers ameirt affiliates, including corporations and firmgwhich they are officers or
which they and/or their families have an ownershiprest, are customers of the Company and itsidialbg. These persons, corporations
firms have had transactions in the ordinary cowfseusiness with the Company and its subsidiargiuiing borrowings, all of which, in tl
opinion of management, were on substantially th@esaerms including interest rates and collaterathexse prevailing at the time
comparable transactions with unaffiliated persamd did not involve more than the normal risk ofledtibility or present other unfavoral
features. The Company and its subsidiary expebatw@ such transactions on similar terms with dinsgtexecutive officers and their affilia
in the future. The aggregate amount of loans ouditg by the Bank to directors, executive officansl related parties as of December 31,
was approximately $190,041, which represented 0.68#te Company’s consolidated shareholders’ equityhat date.

OTHER MATTERS
Section 16(a) Beneficial Ownership Reporting Compdince

Under 16(a) of the Securities Exchange Act of 1981amended, directors and executive officers ®fGbmpany and persons v
own 10% or more of the Company’s Common Stock atgiired to report to the Securities and Exchangar@igsion (the “SEC”)within
specified due dates, their initial beneficial owstep of the Compang’ Common Stock and all subsequent changes toltbeéficial ownershi
Officers, directors and greater than 10% sharehsldee required by SEC regulations to furnish tben@any with copies of all forms they f
in accordance with Section 16(a). Based solelyhenGompanys review of these reports or on representatiorisformation provided to tt
Company by the persons required to make such §ilitige Company believes that all Section 16(apdilfequirements were complied w
during the last fiscal year, with the exceptiontted following filings: (1) David Fussell filed (ane late report on Form 3 on March 5, 2!
reporting that he did not beneficially own any C@my securities at the time he became a reportingppeon December 2, 2008, and (b)
late report on Form 4 on March 5, 2009, reporting tate transaction related to the grant on March0D9 of stock options to acquire 2,
shares of the ComparsyCommon Stock; (2) Nathaniel F. Hughes filed tHage reports on Form 4, which were filed (a) orgAst 14, 200!
reporting one late transaction related to the paseton August 11, 2009 of 1,500 shares of the Coy@&ommon Stock, (b) on Novembe
2009, reporting one late transaction related topinehase on October 29, 2009 of 193 shares o€tmpanys Common Stock, and (c)
November 12, 2009, reporting one late transactteted to the purchase on November 5, 2009 of Aades of the Compa’s Common Stoc
(3) Lawrence D. Levine filed two late reports onriRo4, which were filed (a) on March 16, 2009, rejpgr one late transaction related to
sale of 1,250 shares of the Compan@ommon Stock on March 11, 2009, and (b) on Sdperh0, 2009, reporting one late transaction rd
to the sale of 416 shares of the Compangbmmon Stock on August 10, 2009; (4) Wesley MIbaim filed one late report on Form 4
August 28, 2009, reporting two late transactiornateel to the purchase of an aggregate of 3,50@sharthe Compang’ Common Stock ¢
August 25, 2009; and (5) Kim H. White filed (a) diage report on Form 3 on March 5, 2009, reporiggnpany securities beneficially owr
by her at the time she became a reporting persdrebrnuary 17, 2009, and (b) two late reports om¥4dr which were filed (i) on March
2009, reporting one late transaction related togttaat on March 1, 2009 of stock options to acqibs0 shares of the CompasyCommo
Stock, and (ii) on April 1, 2009, reporting two datransactions related to the purchase of 500 sterd 1,500 shares of the Company’
Common Stock on March 12, 2009 and March 13, 26&hectively.
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Shareholder Proposals for the 2011 Annual Meeting

Under SEC rules, proposals from the Compangfigible shareholders for presentation for actdrthe 2011 Annual Meeting
Shareholders must be received by the Company gtiitsipal executive offices no later than NovemB&r 2010 in order to be considered
inclusion in the Company’s proxy statement and pne@lating to the 2011 Annual Meeting of Sharehodde

Available Information

The Company is subject to the informational requiats of the Exchange Act and, in accordance thtreis required to file report
proxy statements and other information with the SERIs information is available on the Internettla¢ SEC’s website at www.sec.gov
Shareholders may also read and copy such repoosy gtatements and other information at the PuRiéerence Room at 100F Street, N
Washington, D.C. 20549. Shareholders may obtawrinétion on the operation of the SEC’s Public Refee Room by calling the SEC at 1-
800-SEC-0330.

Annual Report on Form 10-K

A copy of the Company’s Annual Report on Form 1@sKeing mailed with this proxy statement to edwwreholder of record.
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