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FORWARD-LOOKING STATEMENTS

This form contains certain forward-looking statemsancluding statements relating to present orriufactors generally affecting the banking
industry and specifically affecting Cornerstone 8srares, Inc. (the "company") operations, marlagtd,products. Without limiting the
foregoing, the words "believes," "anticipates,'t&imds," "expects” or similar expressions are inéeintd identify forward-looking statements
that involve certain risks and uncertainties. Atteaults could differ materially from those prdjed for many reasons including, without
limitation, changing events and trends that hafleénced Cornerstone's assumptions. These tremblevamnts include (i) changes in the
interest rate environment which may reduce margisjon-achievement of expected growth, (iii)ddavorable than anticipated changes in
national and local business environment and séesiritarkets, (iv) adverse changes in the regulataqyirements affecting Cornerstone, (v)
greater competitive pressures among financialtirtigns in Cornerstone's market, and (vi) gredtantexpected loan losses. Additional
information and other factors that could affectifetfinancial results are included in Cornerstofilrgys with the Securities and Exchange
Commission.



PART |
ITEM 1. DESCRIPTION OF BUSINESS
OVERVIEW
THE COMPANY

Cornerstone Bancshares, Inc. (the "Company" orri@wstone") was incorporated under the laws of theeSf Tennessee and is a bank
holding company registered under the Bank Holdiogn@any Act of 1956, as amended, and was formerdyknas East Ridge Bancshares,
Inc. Its wholly-owned subsidiary, Cornerstone ComityiBank, a Tennessee banking corporation (thenkBa resulted from the merger of
The Bank of East Ridge and Cornerstone CommunitjkBdfective October 15, 1997.

The primary activity of the Company currently iadas expected to remain for the foreseeable futheeownership and operation of the
Bank. As a bank holding company, the Company enidéd to facilitate the Bank's ability to serveciistomers' requirements for financial
services. The holding company structure also pesritexibility for expansion through the possibégaisition of other financial institutions
and the provision of additional banking-related/gms, as well as certain non-banking serviceschvhitraditional commercial bank may not
provide under present laws. The holding companycsire also affords additional flexibility in term$ capital formation and financing
opportunities.

While the Company may seek in the future to acqaidlditional banks or bank holding companies omigagle in other activities appropriate
for bank holding companies under appropriate cistamces as permitted by law, the Company curréattyno plans, understandings or
agreements concerning any other activities othem #s described below. The results of operatiodginancial condition of the Company for
the foreseeable future, therefore, will be deteediprimarily by the results of operations and ficiahcondition of the Bank.

THE BANK

The Bank's business consists primarily of attractiaposits from the general public and, with these other funds, originating real estate
loans, consumer loans, business loans, and resident commercial construction loans. Funds ne¢sted in the loan portfolio are invested
by the Bank primarily in obligations of the U.S. ¥&@onment, various states and their political suisiws. In addition to deposits, sources of
funds for the Bank's loans and other investmemttisidie amortization and prepayment of loans, sdiésans or participations in loans, and
sales of its investment securities. The principairses of income for the Bank are interest and dediected on loans, fees collected on de|
accounts and interest and dividends collected berahvestments. The principal expenses of the Baaknterest paid on deposits, employee
compensation and benefits, office expenses and otteehead expenses.

EMPLOYEES

As of February 1, 2001, Cornerstone had 55 fulktequivalent employees of whom 53 are full-time] drare part-time. The employees are
not represented by a collective bargaining unitn@cstone believes its relationship with its emples/to be good.

CUSTOMERS

It is the opinion of management that there is mglsi customer or affiliated group of customers vehdsposits, if withdrawn, would have a
material adverse effect on the business of Cormees



COMPETITION

All phases of Cornerstone's banking activitiestaghly competitive. Cornerstone competes actively wventy-four commercial banks, as
well as finance companies, credit unions, and dihancial institutions located in its service aredich includes Hamilton County,
Tennessee.

Based on total assets of approximately $116,6730@®kcember 31, 2000, the Bank represents 2.12#%eafeposit base in Chattanooga,
Tennessee-Georgia Metropolitan Statistical Ared@iinooga MSA"). Three major regional banks regreapproximately 66% of the
deposits in the Chattanooga MSA. The larger fir@rostitutions have greater resources and lenlitinigs than the Bank, and each of the
three institutions has over 20 branches in the godrnere are several credit unions located in HtamiCounty. Since credit unions are not
subject to income taxes in the way commercial bamkgaxed, credit unions have an advantage mm@eompenuve rates to potential
customers. The Bank also faces competition in ireai@as of its business from mortgage banking @mies, consumer finance companies,
insurance companies, money market mutual fundsrams$tment banking firms, some of which are nofectito the same degree of
regulation as the Bank.

The Bank competes for deposits principally by adffgrdepositors a variety of deposit programs wdhpetitive interest rates, quality service
and convenient locations and hours. The Bank wdls its resources to seek out and attract smsithéss relationships and take advantag
the Bank's ability to provide flexible service timagets the needs of this customer class. Managdeelatthis market niche is the most
promising business area for the future growth efBlank.

SUPERVISION AND REGULATION
GENERAL

The Company is a bank holding company within themirey of the Bank Holding Company Act of 1956, asaded (the "Act") and is
registered with and regulated by the Board of Gowes of the Federal Reserve System (the "Boardig. Tompany is required to file with 1
Board annual reports and such additional infornmadie the Board may require pursuant to the Act.Bderd may also make examinations of
the Company and its subsidiaries. The Companysis r@lquired to comply with the rules and regulatiofithe Securities and Exchange
Commission (the "Commission") under federal semsilaws.

The Bank is a Tennessee-chartered commercial bahksaubject to the supervision and regulatiothefTennessee Department of Financial
Institutions (the "TDFI"). In addition, the Bankdeposit accounts are insured up to applicabledifmtthe Bank Insurance Fund (the "BIF"
the Federal Deposit Insurance Corporation (the &pand is, therefore, also subject to regulatiod supervision by the FDIC. The Bank is
not a member of the Federal Reserve System.

Federal and state banking laws and regulationsrg@leareas of the operation of the Company aedink, including reserves, loans,
mortgages, capital, issuance of securities, paywfedividends and establishment of branches. Fédeadhstate banking agencies also have
the general authority to limit the dividends paydiisured banks if such payments should be deemedirstitute an unsafe or unsound
banking practice. The TDFI, FDIC and Board haveatthority to impose penalties, initiate civil amdiministrative actions and take other
steps intended to prevent banks from engaging $afenor unsound practices.

INSURANCE OF DEPOSIT ACCOUNTS

Deposits of the Bank are insured by the FDIC toeaimum of $100,000 for each insured depositor tghotlne BIF, one of the two deposit
insurance funds established by Federal Law. Asisurér, the FDIC issues regulations, conducts enations and generally supervises the
operations of its insured institutions (institutsoinsured by the FDIC hereinafter are referredsttirssured institutions"). Any insured
institution, which does not operate in accordanith wr conform to FDIC regulations, policies andedtives may be sanctioned for non-
compliance. For example, proceedings may be institagainst an insured institution if the instiatior any director, officer or employee
thereof engages in unsafe and unsc
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practices, is operating in an unsafe or unsoundition, or has violated any applicable law, regolat rule, order or condition imposed by
FDIC. If insurance of accounts is terminated byFREC, the deposits in the institution will contto be insured by the FDIC for a period of
two years following the date of termination. ThelEDequires an annual audit by independent accatstnd also periodically makes its
own examinations of insured institutions. The FDA@y revalue assets of an institution, based uppre#als, and require establishment of
specific reserves in amounts equal to the diffezdretween such reevaluation and the book valueecdissets.

On September 15, 1992, the FDIC approved finalledigms adopting a risk-related deposit insurarystesn. The risk-related regulations,
which became effective January 1, 1993, resultedsignificant spread between the highest and lbdegosit insurance premiums. Under
risk-related insurance regulations, each insurgasitory institution is assigned to one of thresk glassifications: "well capitalized,"
"adequately capitalized,” or "under capitalized.ith each risk classification, there are threegsabps. Each insured depository institutic
assigned to one of these subgroups within itsalis&sification based upon supervisory evaluatiomsrstted to the FDIC by the institution's
primary federal regulator. Depending upon a BIF roens risk classification and subgroup, applicabtgulations provide that its deposit
insurance premium may be as low as .04% of insdepasits or as high as .31% of insured depositditiddally, because the BIF has
exceeded its designated reserve ratio, the FDIQitvaasreduced to zero the assessment rate thaplis@pe to the most highly rated BIF
members. The Bank has been notified that, baséts aisk classification and supervisory subgrotpBIF assessment rate is 0.03% of
insured deposits for the period from January Juiee 30, 2001. This is the second most favoralskesament rate applicable to insured
institutions. In addition, the Deposit Insurancenéisi Act of 1998 (DIFA) requires that a Financing@wation (FICO) assessment be paid by
the Bank. The annual FICO assessment rate for bamkesently 0.0196% of deposits. The Bank pa#tl 323 in assessments, during the year
ended December 31, 2000.

Subsequent to the enactment of FIRREA, the FDIGeidsisk-based bank capital guidelines which weta effect in stages through 1992. In
accordance with the FDIC's risk-based standardmstitution's assets and off-balance sheet aiévére categorized into one of four risk
categories, with either a 0%, 20%, 50%, or 100%arhof capital to be held against these assetddiition, the guidelines divide capital
instruments into Tier 1 (core) capital and Ties@@plementary) capital. The risk-based capital adey guidelines require that (i) Tier 1
capital equal or exceed 4% of risk-weighted as¢gXier 2 capital may not exceed 100% of Tiecdpital, although certain Tier 2 capital
elements are subject to additional limitations) éissets and off-balance sheet items be weiglteotding to risk; and (iv) the total capital to
risk-weighted assets ratio must be at least 8.0%.HADIC's current leverage capital requirementireqgbanks receiving the highest
regulatory rating based upon the FDIC's routiner@ration process, to maintain Tier 1 capital eqad.0% of the bank's total assets. Banks
receiving lower regulatory ratings are requirednaintain Tier 1 capital in an amount that is aste00 to 200 basis points higher than 3.0%
of total assets.

At December 31, 2000, the Bank had Tier 1 capit& .56 million or 8.40% of total average assets.

Certain provisions of the Federal Reserve Act, negg@icable to the Bank by Section 18(j) of the éatlDeposit Insurance Act (12 U.S.C.
Section1828(j)) and administered with respect &Bhnk by the FDIC, establish standards for thagesf, limit the amount of and establish
collateral requirements with respect to any loansxtensions of credit to, and investments injiaffis by the Bank as well as set arms-length
criteria for such transactions and for certain pthensactions (including payment by the Bank fawices) between the Bank and its affilia

In addition, related provisions of the Federal Resé\ct and the Federal Reserve regulations (alsairgsistered with respect to the Bank by
the FDIC) limit the amounts of, and establish regdiprocedures and credit standards with respeldans and other extensions of credit to
officers, directors and principal shareholdershef Bank and to related interests of such persons.

The FDIC may impose sanctions on any insured blaaikdoes not operate in accordance with FDIC réiguis, policies and directives.
Proceedings may be instituted against any insuz@#t br any director, officer or employee of the lo#tmat is believed by the FDIC to be
engaged in unsafe or unsound practices, includimigtion of applicable laws and regulations. The€bnay revalue assets of an institution,
based upon appraisals, and may require the estatdig of specific reserves in amounts equal talifierence between such revaluation and
the book value of the assets. The FDIC also is empad to assess civil penalties against companigslividuals who violate certain federal
statutes, orders or regulations. In addition, tbéG-has the authority to terminate insurance obaats, after notice and hearing, upon a
finding by the FDIC that the insured institutionoishas engaged in any unsafe or unsound prabtitdnas not been corrected, or is in an
unsafe or unsound condition to continue operatarisas violated any applicable law, regulationerait order of, or condition imposed by,
FDIC. The Bank does not know of any past or curpgattice, condition or violation that might leadtérmination of its deposit insurani
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Although the Bank is not a member of the FederaleRee System, it is subject to Board regulatioas tbquire it to maintain reserves against
its transaction accounts (primarily checking acdésumBecause reserves generally must be maintaingakh or in non-interest bearing
accounts, the effect of the reserve requiremeritsiiscrease the Bank's cost of funds. The Boagdlations currently require that average
daily reserves be maintained against transactioauats in the amount of 3% of the aggregate of sithransaction accounts up to $52.6
million, plus 10% of the total in excess of $52.8lion.

TENNESSEE SUPERVISION AND REGULATION

As a Tennessee-chartered commercial bank, the Banlbject to various state laws and regulationighvlimit the amount that can be loaned
to a single borrower, the types of permissible stnents, and geographic and new product expareimong other things. The Bank must
submit an application and receive the approvaheffDFI before opening a new branch office or magguith another financial institution.
The Commissioner of the TDFI has the authorityrtfoece state laws and regulations by ordering ectiir, officer or employee of the Bank
to cease and desist from violating a law or regutabr from engaging in unsafe or unsound bankiagtices.

Tennessee law contains limitations on the intewdss that may be charged on various types of laadsestrictions on the nature and amq
of loans that may be granted and on the type afstments which may be made. The operations of bemekalso affected by various
consumer laws and regulations, including thosdingldo equal credit opportunity and regulatiorcofsumer lending practices. All
Tennessee banks, including the Bank, must becochesamain insured under the Federal Deposit Inseré&ut (the "FDIA").

State banks are subject to regulation by the TD#H megard to capital requirements and the payroédividends. Tennessee has adopted the
provisions of the Board's Regulation O with resgegestrictions on loans and other extensiongeditto bank "insiders". Further, under
Tennessee law, state banks are prohibited fromrgrd any one person, firm or corporation amoumdse than fifteen percent (15%) of the
Bank equity capital accounts, except (i) in theecafscertain loans secured by negotiable title dumts covering readily marketable
nonperishable staples, or (ii) with the prior apalmf the Bank's board of directors or finance oattee (however titled), the Bank may m.

a loan to any person, firm or corporation of upmenty-five percent (25%) of its equity capital aoots. Tennessee law requires that
dividends be paid only from retained earnings (ativided profits) except that dividends may be gaitn capital surplus with the prior,
written consent of the TDFI. Tennessee laws refngdianks require certain charges against andfgenom an institution's undivided

profits account before undivided profits can be enadailable for the payment of dividends.

FEDERAL SUPERVISION AND REGULATION

The Company is regularly examined by the Board,thedBank is supervised and examined by the FDKe. Company is required to file
with the Board annual reports and other informatigarding its business operations and the busopesitions of its subsidiaries. Approval
of the Board is required before the Company mayiaeqdirectly or indirectly, ownership or contif the voting shares of any bank, if, after
such acquisition, the Company would own or contlskctly or indirectly, more than five percent (&6 the voting stock of the bank. In
addition, pursuant to the provisions of the Act #melregulations promulgated thereunder, the Compeay only engage in, or own or con
companies that engage in, activities deemed bBtlzed to be so closely related to banking as ta peper incident thereto.

The Bank and the Company are "affiliated" withie theaning of the Act. Certain provisions of the éstablish standards for the terms of,
limits the amount of and establish collateral regmients with respect to any loans or extensiomrsedfit to, and investments in, affiliates by
the Bank, as well as set ardesigth criteria for such transactions and for éertdher transactions (including payment by the lBgm services
and under any contract) between the Bank andfit@tds. In addition, related provisions of thet/Amd the regulations promulgated under
Act, limit the amounts of and establish requiredgedures and credit standards with respect toslaad other extensions of credit to officers,
directors, and principal shareholders of the Bami&,Company and any other subsidiary of the Compamy to related interests of such
persons.

In addition to the banking regulations imposedloa €ompany, the securities of the Company arexenpt from the federal and state
securities laws as are the securities of a bankordingly, an offering of the Company's securi



must be registered under both the Securities A2B88 (the "Securities Act") and state securiti@ss or qualify for exemptions from
registration.

Under Section 106(b) of 1970 Amendments to the(A2tU.S.C. Section 1972), the Bank is prohibitedrfrextending credit, selling or
leasing property or furnishing any service to angtomer on the condition or requirement that th&araer (i) obtain any additional property,
service or credit from the Company; the Bank (othan a loan, discount, deposit, or trust serviceggny other subsidiary of the Company;
refrain from obtaining any property, credit or seevfrom any competitor of the Company; the Banlkwy subsidiary of the Company; or (
provide any credit, property or service to the Camp the Bank (other than those related to andllysu@vided in connection with a loan,
discount, deposit or trust service) or any subsydid the Company.

Most bank holding companies are required to gieeBbard prior written notice of any purchase oeragtion of their outstanding equity
securities if the gross consideration for the pasehor redemption, when combined with the net denation paid for all such purchases or
redemptions during the preceding 12 months, isldquEd% or more of the bank holding company's octidated net worth. The Board may
disapprove such a purchase or redemption if itrdetes that the proposal constitutes an unsaf@sound practice, would violate any law,
regulation, Board order or directive or any commitimposed by, or written agreement with, the Bod@kee prior notice requirement does not
apply to certain "well-capitalized" bank holdingnepanies that meet specified criteria.

In November 1985, the Board adopted its Policye®taint on Cash Dividends Not Fully Covered by EaysiThe Policy Statement sets forth
various guidelines that the Board believes tharkiholding company should follow in establishitgydividend policy. In general, the Board
stated that bank holding companies should not pagiehds except out of current earnings and urtlesgrospective rate of earnings
retention by the holding company appears consistéhtits capital needs, asset quality and ovdnadincial condition.

Cornerstone Community Bank is operating under a btandum of Understanding with the Tennessee Depattof Financial Institutions
and the Federal Deposit Insurance Corporation. Apather things, the Memorandum provides the foliagyi

- The Board of Directors must develop a written agement plan that addresses Cornerstone Commuanit/ Bplans for size, structure,
growth, earnings, services, information systemessgranel, accounting, financial reporting and opegaiatters;

- Cornerstone Community Bank must maintain a Tiewérage capital ratio of equal to or greater 8%n

- Cornerstone Community Bank may not pay dividemnikout the prior approval of the FDIC; and

- Cornerstone Community Bank must report its pregi@n the actions required by the Memorandum t&BI€ on specific dates.

At December 31, 2000, Cornerstone Community Bapknted to the FDIC that it was in compliance wilhbait three provisions of the
Memorandum. The Bank feels it is substantiallyompliance with the remaining three provisions. Beseaof the increased regulatory
scrutiny required by the Memorandum, the activibé€ornerstone Community Bank and Cornerstonereme restricted, and these
restrictions may affect the flexibility of Cornensie in conducting its business operations.

LEGISLATION AFFECTING THE COMPANY AND THE BANK

The following information describes statutory ardulatory provisions and is qualified in its ertirby reference to the particular statutory
and regulatory provisions.

Far-reaching legislation, including the Financiatitutions Reform, Recovery, and Enforcement A&989 ("FIRREA"), and the Federal
Deposit Insurance Corporation Improvement Act 319'FDICIA") have for years impacted the businesbanking. FIRREA primarily
affected the regulation of savings institution$eatthan the regulation of state banks and bardifgplcompanies like the Bank and the
Company, but did include provisions affecting deépiosurance premiums, acquisitions of thrifts lanks and bank holding companies,
liability of commonly controlled depository instttans, receivership and conservatorship rightsededures and substantially increased
penalties for violations of banking statutes, ragiohs and order:
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FDICIA resulted in extensive changes to the fedeaalking laws. The primary purpose of FDICIA wastihorize additional borrowings by
the FDIC in order to assist in the resolution diefd and failing financial institutions. Howevehgt law also instituted certain changes to the
supervisory process and contained various prossidfecting the operations of banks and bank hgldompanies.

The additional supervisory powers and regulatioasdated by the FDICIA, include a "prompt correcthetion” program based upon five
regulatory zones for banks, in which all banks@eeed, largely based on their capital positioreguRators are permitted to take increasingly
harsh action as a bank's financial condition deslifiRegulators are also empowered to place invexshiip or require the sale of a bank to
another depository institution when a bank's chpgtaerage ratio reaches two percent. Better cligpgtd institutions are generally subject to
less onerous regulation and supervision than baitkdesser amounts of capital. The FDIC has adbpgulations implementing the prompt
corrective action provisions of the FDICIA, whiclape financial institutions in the following fiveategories based upon capitalization ratios:
(1) a "well capitalized" institution has a totakibased capital ratio of at least 10%, a Tiesk-hiased ratio of at least 6% and a leverage ratic
of at least 5%; (2) an "adequately capitalizedtiinSon has a total risk-based ratio of at lea4t & Tier 1 risk-based ratio of at least 4% and a
leverage ratio of at least 4%; (3) an "undercaigial’ institution has a total risk-based capitaioraf under 8%, a Tier 1 risk-based capital
ratio of under 4% or a leverage ratio of under 4%;

(4) a "significantly undercapitalized" institutidnas a total risk-based capital ratio of under 6%iea 1 risk-based ratio of under 3% or a
leverage ratio of under 3%; and (5) a “criticallydercapitalized" institution has a leverage rafi@% or less. Institutions in any of the three
undercapitalized categories would be prohibitedhfdeclaring dividends or making capital distribngo The proposed regulations also
establish procedures for "downgrading" an institutio a lower capital category based on supervifaarprs other than capital. Various other
sections of the FDICIA impose substantial new aadi reporting requirements and increase the faledependent accountants and outside
directors. Set forth below is a list containingtaar significant provisions of the FDICIA:

(i) annual on-site examinations by regulators (pkéer smaller, well-capitalized banks with highmagement ratings, which must be
examined every 18 months);

(i) mandated annual independent audits by indepeinpublic accountants and an independent auditgtie® of outside directors for
institutions with more than $500,000,000 in assets;

(iii) new uniform disclosure requirements for irgst rates and terms of deposit accounts;

(iv) a requirement that the FDIC establish a rislksdd deposit insurance assessment system by 1994;

(v) authorization for the FDIC to impose one or mepecial assessments on its insured banks toitadizgpthe BIF;

(vi) a requirement that each institution submiitsgprimary regulators an annual report on itstitial condition and management, which
report will be available to the public;

(vii) a ban on the acceptance of brokered depesitept by well capitalized institutions and by adketgly capitalized institutions with the
permission of the FDIC and the regulation of thekered deposit market by the FDIC;

(viii) restrictions on the activities engaged instate banks and their subsidiaries as principaluding insurance underwriting, to the same
activities permissible for national banks and tiseipsidiaries unless the state bank is well capi#dland a determination is made by the F
that the activities do not pose a significant tiskhe insurance fund;

(ix) a review by each regulatory agency of accaunprinciples applicable to reports or statemeadgiired to be filed with federal banking
agencies and a mandate to devise uniform requirenfie@nall such filings;

(x) the institution by each regulatory agency oficapital safety and soundness standards for eatitution it regulates which cover (1)
internal controls, (2) loan documentation, (3) dredderwriting, (4) interest rate exposure, (3eagrowth, (6) compensation, fees and
benefits paid to employees, officers and directgispperational and managerial standards, andd@t quality, earnings and stock valuation
standards for preserving a minimum ratio of mavkdtie to book value for publicly traded sharedg@sible);

(xi) uniform regulations regarding real estate laggand

(xii) a review by each regulatory agency of th&timsed capital rules to ensure they take into acamatuate interest rate risk, concentre
of credit risk, and the risks of non-traditionatiaities.

The activities permissible to the Company and thekBwere substantially expanded by the recentlgtedaGramm-Leach-Bliley Act (the
"Gramm Act") which President Clinton signed intavlan November 12, 1999. The Gramm Act repeals tiieadfiliation provisions of the
Glas:-Steagall Act to permit the common ownership of caroral banks
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investment banks and insurance companies. The Graahamended the Act to permit a financial holdemgnpany to engage in any activity
and acquire and retain any company that the Boetetmines to be (i) financial in nature or incid@nib such financial activity, or (ii)
complementary to a financial activity and that doespose a substantial risk to the safety anddoess of depository institutions or the
financial system generally. The Gramm Act also rfieslicurrent law relating to financial privacy acmmmunity reinvestment. The new
financial privacy provisions generally prohibit dincial institutions, including the Bank and the @amy, from disclosing nonpublic personal
financial information to third parties unless custys have the opportunity to "opt out" of the discire.

Bills are regularly introduced in both the Unitehtes Congress and the Tennessee general Assdrabbontain wide-ranging proposals for
altering the structures, regulations and competitalationships of the nation's financial instibas. It cannot be predicted whether or what
form any proposed legislation will be adopted @ éxtent to which the business of the CompanyeB#énk may be affected thereby.

ITEM 2. DESCRIPTION OF PROPERTY

As of December 31, 2000,the principal offices & @ompany and the Bank were located at 5319 Highs8y Chattanooga, Tennessee
37343. This property is owned by the Company.

The Bank and the Company operate four full-serbi@nches in Hamilton County, Tennessee:
5319 Highway 153, Chattanooga, Tennessee 4154 Blmh@pad, East Ridge, Tennessee 610 Georgia Av&hatanooga, Tennessee 2280
Gunbarrel Road, Chattanooga, Tennessee

During fiscal year 2000 the Bank purchased the Z280barrel Road property from AmSouth Bank. ThelBabnsed two branches that were
previously located at Albertson Food Stores on Wigy 58 and Gunbarrel Road. The Bank closed therfdbe grocery store branch location
on Highway 58 on August 1, 2000 and on Gunbarr@ldRan November 15, 2000. The Bank opened the 228®&rel Road location on
November 16, 2000. The 2280 Gunbarrel Road profieayfull service 3200 square foot bran

The Georgia Avenue branch contains 1800 squarafekis leased pursuant to a lease agreement, wioerdes for an initial term of three
years with two thre-year renewal options. The Company owns the prgpecated at 4154 Ringgold Road and 5319 Highwe8 15

The Company operates a service center to houiie athn-customer contact functions located at 8484 Corners, Suite B, Chattanooga,
Tennessee. The facility has 7800 square feet dedsed pursuant to a lease agreement, which m®¥d an initial term of 5 years with one
five-year renewal option.

ITEM 3. LEGAL PROCEEDINGS

As of the end of 2000, the Bank was a party inglseparate but related lawsuits stemming froreltgionship with Island Cove Marina (see
financial report note 11 for further comment). Mgement believes that the complaints are withouitraad that any loss to the Bank would
not have a material effect on the financial conditbf the Bank.

The Bank is periodically involved as a plaintiff @efendant in various legal actions in the ordir@yrse of its business. Management
believes that those claims are without merit ot tha ultimate liability, if any, resulting from ¢éim will not materially affect the Bank's
financial condition.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

No matters were submitted to a vote of shareholoettse Company during the fourth quarter of thenpany's fiscal year ended Decem
31, 2000
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PART Il
ITEM 5. MARKET FOR THE COMMON EQUITY AND RELATED ST OCKHOLDER MATTERS

The Company Common Stock is not listed, tradeduotef on any securities exchange or in the overeitnenter market, and no dealer me
a market in the Common Stock. To Cornerstone maneages knowledge, the most recent transaction regpect to Cornerstone Common
Stock was $13.00 per share. On February 4, 200Qdhepany filed a registration statement on Form(SEC File Number 333-96185) to
issue 150,000 shares of common stock at $13.0@ra.shhe Company terminated the offering on Decer8be2000 and has received
commitments for approximately 70,000 shares. Thea@my is in the process of collecting the proceadswill ultimately contribute capital
to the Bank with the majority of the funds. The Gmmy will retain the balance for working capital.

There were approximately 596 holders of recorchefdommon stock as of December 31, 2000.

Cornerstone currently intends to retain its earsjiifgany, for use in the business and does natipate paying any cash dividends in the
foreseeable future. The Board of Directors cannedipt when such dividends, if any will ever be matihe payment of dividends, if any,
shall at all times be subject to the payment ofn@wmstone's expenses, the maintenance of reasamaiiimg capital and risk reserves, and
minimum capitalization requirements for state bamssa condition of its approval to complete theBanerger with Bank of East Ridge, the
Company is currently restricted by the Federal ResBank from paying dividends without its priomapval.

ITEM 6. MANAGEMENT'S DISCUSSION AND ANALYSIS OR PLA N OF OPERATION
FORWARD-LOOKING STATEMENTS

Management's discussion of the Company and manarjsraealysis of the Company's operations and prispand other matters, may
include forward-looking statements within the megnof the Private Securities Litigation Reform AEt1995 and other provisions of federal
and state securities laws. Although the Bank beldahat the assumptions underlying such forwanlting statements contained in this Re,
are reasonable, any of the assumptions could lseunate and, accordingly, there can be no assuthatéhe forward-looking statements
included herein will prove to be accurate. The afsguch words as "expect,” "anticipate,” "forecashd comparable terms should be
understood by the reader to indicate that thersiteis "forward-looking" and thus subject to chaunga manner that can be unpredictable.
Factors that could cause actual results to diffanfthe results anticipated, but not guaranteethisnReport, include (without limitation)
economic and social conditions, competition fomlmamortgages, and other financial services andyats, changes in interest rates,
unforeseen changes in liquidity, results of operetj and financial conditions affecting the Compsueystomers, and other risks that cannot
be accurately quantified or completely identifidthny factors affecting the Company's financial dtod and profitability, including chang
in economic conditions, the volatility of intereates, political events and competition from othkaviders of financial services simply cannot
be predicted. Because these factors are unpreldiciad beyond the Company's control, earnings huajufate from period to period. The
purpose of this type of information is to providaders with information relevant to understanding assessing the financial condition and
results of operations of the Company, and not ¢dlipt the future or to guarantee results. The Comjsunable to predict the types of
circumstances, conditions and factors that canecanscipated results to change. The Company uskiEstno obligation to publish revised
forward-looking statements to reflect the occureeatchanges or unanticipated events, circumstaocessults.

GENERAL

The following should be read in conjunction witke tinformation and tables, which follow. For a dission of liquidity and the impact of
inflation, see "Capital Resources/Liquidity" below.

SUMMARY

Net income for 2000 was $362,124 a 188% increasa fLornerstone's net income of ($413,123) in 1889.income per common share
$0.31 for 2000 was 179% higher than 1999 net incpereshare of ($0.39). Pretax income of $684,682800 increased $1,358,083 from
1999 pretax loss of ($673,402).

The increase in net income per share from 199900 2epresents a general strengthening of the Baakince sheet while maintaining strict
expense control. Assisting in the recovery wasBhek's ability to increase its net interest masghile growing the balance sheet $14 milli
Still persisting is a higher than peer bank sulidash loan portfolio which continue
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to restrict the Bank's ability to rapidly increasarnings to a peer bank level. In 2000, the Bamtdoan charge-off was $419,640 down from
$1,253,191 in 1999.

BUSINESS OF THE COMPANY

The Company's earnings depend primarily on the Bdmlet interest income," which is the differenetvieen the interest income it receives
from its assets (primarily its loans and other Btagents) and the interest expense (or "cost ofdQnghich it pays on its liabilities (primarily
its deposits). Net interest income is a functioffipthe difference between rates of interest edeinterest-earning assets and rates of
interest paid on interest-bearing liabilities (thrgerest rate spread"” or "net interest spreadt) @hthe relative amounts of its interest-earning
assets and interest-bearing liabilities. When egkeearning assets approximate or exceed inteeasidg liabilities, any positive interest rate
spread will generate net interest income. The Batlleres to an asset and liability management gyrathich is intended to control the
impact of interest rate fluctuations upon the Conyfmearnings and to make the yields on the Bao&ts portfolio and other investments
more responsive to its cost of funds, in part byemosely matching the maturities of its intereatning assets and its interest-bearing
liabilities, while still maximizing net interesté@ome. Nevertheless, the Bank is and will contirwube affected by changes in the levels of
interest rates and other factors beyond its cantrol

Unless specifically noted below, the following infeation is presented on a consolidated basis taftethe Company's performance as a
whole. The Company's results of operations arertbgre primarily upon the results of operationshaf Bank

For the fiscal years ended December 31, 2000 a8, 1Be Company's weighted average rate earnel ioteaest-earning assets was 9.20%
and 8.37%, respectively, and the Company's weiginedage rate paid on all interest-bearing liabgifor the same years was 4.88% and
4.54%, respectively. The Company's interest rateaspfor the years ended December 31, 2000 andth@8Sfore was 4.32% and 3.83%,
respectively, and its net interest income for syedrs was $5,039,255 and $4,043,984, respectivehfiscal 2000, the Company recorded a
net income of $362,124 or $0.31 basic earningspare as compared with net income of ($413,1283@B9) basic earnings per share for
fiscal 1999. The increase in net income was dugdwth in earning assets coupled with an increlagbd Bank's net interest margin.

The table below sets forth certain additional measof the Company's performance for the periodeated. Average balances in the table,
as well as all average balances presented elsevwhtis report, were derived based on daily badéanghenever possible. However, some
average balances, which require data from the Com@es opposed to the Bank, were derived basedomihaend balances since the data
processing systems for those entities do not peodally average balance information. The use oftmend averages does not materially
any information given, and all averages are stjresentative of the operations of the Company.

YEARS ENDED DECEMBER 31,

2000 1999 1998
Net Interest Margin (Net interest
income divided by average interest-
€arNiNg aSSetS) ...ccvcvvveeeiiiiieeiiiieeeeeeee e 4.92% 4.40% 4.28%
Return on Average Assets
(Net income divided by average
total @SSELS) wovvveviiiiiie e e 0.318% (0.402)% 0.235%
Return on Average Equity
(Net income divided by average equity) ............. L 3.103% (3.79)% 2.42%
Equity-to-Assets
(Average equity divided by average total assets) .. 10.23% 10.60% 9.72%
Loans to Deposits (Average loans divided by average daily deposits) .... 82.13% 77.39% 74.41%

Dividend Payout Ratio

(Dividends declared by the Company divided by net i ncome) .............. 0.00% 0.00% 0.00%
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NET INTEREST INCOME

The following table sets forth information with pest to interest income from average interest-agrassets, expressed both in dollars and
yields, and interest expense on average in-bearing liabilities, expressed both in dollars aaies, for the periods indicated. The table
includes loan yields, which reflect the amortizataf deferred loan origination and commitment féeterest income from investment
securities includes the accretion of discountsandrtization of premiums.

YEARS ENDED DECEMBER 31,

2000 1999 1998
INTEREST AVERAGE INTEREST AVERAGE INTEREST AVERAGE
(In thousands) AVERAGE INCOME/ YIELD/ AVERAGE INCOME/ YIELD/ AVERA GE INCOME/ YIELD/
BALANCE EXPENSE(1) RATE BALANCE EXPENSE(1) RATE BALAN CE EXPENSE(1) RATE
ASSETS
Interest-earning assets:
Loans(1)(2) ..... 80,526 7,979 9.91% 69,643 6,361 9.13% 69,3 56 6,738 9.72%
Investment securities ... 20,907 1,382 6.58% 18,613 1,147 6.16% 20,2 69 1,297 6.40%
Federal funds sold .... 995 61 6.23% 3,580 179 5.01% 3,2 89 176 5.35%
Other earning assets... -- 0.00% -- 0.00% 16 1 6.25%
Total interest-earning assets ........... 102,428 9,422 9.20% 91,836 7,687 8.37% 92,9 30 8,212 8.84%
Allowance for loan losses . (1,069) (1,059) 9 00)
Cash and other assets ... 12,682 12,113 13,7 33
Total assets ......ccceevveereeennnn. 114,041 102,890 105,7 63
LIABILITIES AND STOCKHOLDERS' EQUITY
Interest-bearing liabilities:
Deposits
NOW accounts ..........ccoeeerveeene 15,463 270 1.75% 13,604 231 1.70% 12,2 87 260 2.12%
Money market / Savings accts ......... 11,084 393 3.55% 9,800 324 3.28% 10,1 95 374 3.67%
Time deposits, $100m and over ........ 16,147 956 5.94% 15,897 884 5.56%
Time deposits, other ................ 43,499 2,558 5.89% 39,554 2,107 5.33% 60,2 34 3507 5.82%
Total interest-bearing deposits ..... 86,193 4,183 4.85% 78,945 3,546 4.49% 82,7 16 4,141 5.01%
Federal Funds Purchased ................. 675 44 6.52% 29 2 517% 1 75 8 4.86%
Securities sold under agreement
to repurchase ..........ccceevvvvenne 154 5.24% 519 30 5.68%
Long-term debt .... . 1 4.55% 732 65 8.88% 1,0 25 82 7.97%
Total interest-bearing liabilities . 89,828 4,382 4.88% 80,225 3,643 4.54% 83,9 16 4,231 5.04%
Other liabilities:
Demand deposits ..........ccceeveeeninns 11,850 11,042 10,4 90
Accrued interest payable and
other liabilities ................. 693 718 1,0 79
Total other liabilities ......... 12,543 11,760 11,5 69
Total liabilities ............... 102,371 91,985 95,4 85
Redeemable Stock ............c..cc....... 239 4 79
Stockholders' equity ... 10,666 9,7 99

Total liabilities
and stockholders' equity ................ 114,041 102,890 105,7 63
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YEARS ENDED DECEMBER 31,

2000 1999 1998

FINANCIAL RATIOS

Excess of interest-earning
assets over interest-
bearing liabilities ...........ccoccenirninens 12,600 11,611 9,014

Ratio of interest-earning assets
to interest-bearing liabilities .................. ... 114.03% 114.47% 110.74%

Net interest iNCOME .........oeevveeeeeeeeeeeennnn. 5,039 4,044 3,981

Interest rate spread (difference

between rate earned on interest-

earning assets and rate paid on

interest-bearing liabilities....................... 4.32% 3.83% 3.79%

Net interest margin (net interest
income divided by average
interest-earning assets) ...........cc.cccoeveune. . 4.92% 4.40% 4.28%

(1) Interest income on loans includes amortizatibdeferred loan fees and other discounts of $ H3fh,and $ 0, for the fiscal years ended
December 31, 2000, 1999, and 1998, respectively.

(2) Nonperforming loans are included in the compaiaof average loan balances, and interest inommguch loans is recognized on a cash
basis.

The following table sets forth information regamglitne weighted average contractual yields earndti@Company's interest-earning assets
and the weighted average interest rates paid o@dngpany's interest-bearing liabilities outstandan@ecember 31, 2000. Investment
securities are shown at the Book value, as seesiidtie held available for sale and held to maturity

Average
(In thousands) Amou nt Yield/Rate
Interest-earning assets:
LOANS .ooiiiiiiieeeee e 80 ,526 9.91%
Investment securities
Taxable securities ..........c.cocueee.. 20 ,907 6.58%
Tax-exempt securities
Federal funds sold ...........ccccccvveeenns 995 6.23%
Total interest-earning assets .......... 102 428 9.20%
Interest-bearing liabilities:
NOW ACCOUNS ....oceevriiiiiaaiiiieeeene 15 463 1.75%
Money market and savings accounts .......... 11 ,084 3.55%
Time Deposits of $100,000 or more .......... 16 ,147 5.94%
Time deposits .......ccoeveveviiiiviinnnns 43 ,499 5.89%
Total deposits .......cccevevviivieenn. 86 ,193 4.85%
Federal Funds Purchased ...................... 675 6.52%
Securities Sold under agreement to repurchase 2 ,938 5.24%
Long term debt .......ovvveeiiiiiiiinnns 22 4.55%

Total interest-bearing liabilities ..... 89 ,828 4.88%
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Changes in interest income and interest expensat@ifsutable to three factors: (i) a change iruneé or amount of an asset or liability; (i) a
change in interest rates; or (iii) a change calbsetthe combination of changes in asset or depagit Time following table describes the extent
to which changes in interest rates and changesliime of interest-earning assets and interestibgéiebilities have affected the Company's
interest income and expense during the periodsaneil. For each category of interest-earning assetsnterest-bearing liabilities,
information is provided as to changes attributablehange in volume (change in volume multipliedchyrent rate) and change in rates
(change in rate multiplied by current volume). Tamaining difference has been allocated to mix.

Year Ended December 31,
2000 Compared to 1999

N et
(In thousands) Volume Rate Mix Ch ange
Interest income:
Loans (1)(2)....cccveerrreereiiiineeenns 1,079 629 -85 1 ,623
Investment securities 151 86 -9 228
Federal funds sold.... -160 12 31 -118
Other earning assets 0 0 0 0
Total interest income................... 1 ,733
Interest expense:
NOW accounts........c.occvvveernuneeeennns 32 7 -1 38
Money market and saving accounts 42 30 -3 69
Time deposits, $100,000 and over..... 15 61 -1 75
Time deposits, less than $100,000........... 232 242 -22 453
Total deposits.........cceevvvvevnnnns 635
Other borrowings. .........ccoceeeeniieeeenne -35 -1 -28 -64
Fed Funds Purchased..............cccoouueee. 43 9 -9 43
Securities sold under agreement to repurchase. 127 -13 11 124
Total other interest-bearing liabilities.... 103
Total interest expense.................. 738
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Year Ended December 31,
1999 Compared to 1998

Net
Volume Rate Mix Chan ge
Interest income:
e F-Ta S () 172 IO 26 -405 2 -377
Investment securities .... -102 -44 -4 -150
Federal funds sold......... 15 -12 1 3
Other earning assets.........cccccceeeenn. 0 0 -1 -1
Total interest income................... -524
Interest expense:
NOW accounts........c.occvvveernuneeeennns 22 -57 6 -29
Money market and saving accounts............ -10 -38 -1 -50
Time deposits, $100,000 and over............ -1,102 -195 -102 -1 ,399
Time deposits, less than $100,000........... 884 0 0 884
Total deposits.........cceevevvevnnnne -594
Other borrowings. .........ccoceveiviieeennne -26 7 3 -17
Fed Funds Purchased...........c..cccecuveeee. -8 0 0 -8
Securities sold under agreement to repurchase. 30 0 0 30
Total other interest-bearing liabilities.... 6
Total interest expense.................. -588
Change in net interest income (expense) 64

(1) Loan amounts include non-accruing loans.
(2) Interest income includes the portion of loaasfeecognized in the respective periods.

The following table sets forth the re-pricing oét@ompany's interest earning assets and interasindiabilities as of December 31, 2000.
The time periods in the table represent the pefalibwing December 31, 2000, during which an assédiability matures or can be repriced.
This interest sensitivity gap table is designethtmitor the Company's interest rate risk expostiteinvthe designated time period. In orde
control interest rate risk, management regularlyioos the volume of interest sensitive assetgiveldo interest sensitive liabilities over
specific time intervals. The Company's interest rabinagement policy is to attempt to maintain atinedly stable net interest margin in
periods of interest rate fluctuations. The Compapylicy is to attempt to maintain a ratio of cuativle gap to total interest sensitive assets of
negative 15.00% to positive 15.00% in the timegquknf one year or less. Presently the Bank isnegative one-year cumulative GAP
position of (24.63%) and is actively seeking adjbs rate loans and longer-term liabilities to the Bank's sensitivity. The Bank to date
has not participated in any derivative productaddress this issue and does not foresee the neledstmin the immediate future. Below is a
table, which reflects the Company's interest-earaissets and interest-bearing liabilities. Thermftion set forth below is based on the
following assumptions - by Management. (i) savind anoney market and NOW accounts will be less ésterate sensitive and the re-pricing
on these accounts will be spread out over a fivag-period; and (ii) the non-mortgage securitiesehiae@en scheduled by maturity date while
mortgages have been amortized over the life ofitbegage
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(In thousands) Lesst han 1to5 Over 5
One Ye ar Years Years Total

INTEREST SENSITIVE ASSETS

Fed Funds Sold...........ccccceevnnnnne 2,4 00 0 0 2,400
Investment Securities
Taxable (1).....cccevvevieiiiiiennn 4,1 55 13,831 2,291 20,314
Tax-exempt (1)...ccoovvveviveienennnns 0 0 132 132
Loans (2)
Fixed rate & Adjustable rate 1-4 mort.... 6,8 76 14,392 2,822 24,091
Scheduled payments.........cccccccee..... 29,2 40 30,454 789 60,483
Total Interest-Sensitive Assets............. 42,6 72 58,678 6,035 107,384
INTEREST SENSITIVE LIABILITIES
NOW ..ottt 7,2 64 10,895 0 18,159
Money Market.........ccceeevevviicininnnnns 4,4 94 1,498 0 5,992
Time Deposits........ccceevvveeiiieaninnnnn 56,6 06 10,899 12 65,179
Other interest-bearing liabilities......... 3,1 44 2,000 0 5,144
Long-term debt............ccciiiininnnns 0 0 0 0
Total Interest Sensitive Liabilities........ 69,1 70 25,292 12 94,474
Interest Sensitivity Gap.................... (26,46 1) 33,386 6,023 12,947

Cumulative Gap 8) 6,888 12,947

Ratio of cumulative gap to total
Interest sensitive assets................ (24.63 %) 6.45% 12.05%

(1) All AFS securities are shown at the market gadnd HTM are shown at book value.
(2) Non-performing loans are included as interestimg assets.

LENDING ACTIVITIES
LOAN POLICY

All lending activities of Cornerstone are under tliect supervision and control of the Director@ahdCommittee, which consists of the chief
executive officer, the executive vice presidenieofling and four outside directors. The loan corteaienforces loan authorizations for each
officer, makes lending decisions on loans exceedirg limits, services all requests for office @®tb extent allowable under current laws
and regulations, administers all problem creditsl, determines the allocation of funds for eachilegdivision. Cornerstone's established
maximum loan volume to assets is 80%. The loarfg@iriconsists primarily of real estate, commereiat installment loan:
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GENERAL

At December 31, 2000, the Company's loan portfodiostituted approximately 68.36% of the Comparotal tassets. The following table sets
forth the composition of the Company's loan poitfait the indicated dates.

At December 31,

(In thousands) 2000 1999

Amount Percent Amount Percent

Commercial, financial,

and agricultural............cccocuee 16,20 9 19.17% 13,661 18.89%
Real estate - construction.............. 9,97 6 11.80% 5,560 7.69%
Real estate - mortgage.................. 52,72 0 62.34% 46,760 64.65%
Consumer loans.............ccoeveenee 5,66 9 6.70% 6,345 8.77%
Total loans..........ccoeeeeennns 84,57 4 100.00% 72,326 100.00%

The following table sets forth the scheduled mégsiof the loans in the Company's loan portfoim&December 31, 2000 based on their
contractual terms to maturity. Overdrafts are reggbas due in less than one year. Loans unpaiciirity are renegotiated based on current
market rates and terms.

Loans Maturing

Less t han One to Five More than
One Ye ar Years Five Years Tota
Commercial, financial
and agricultural............cccoeueeee. 11,56 9 4,639 0 16,2 09
Real estate - construction.................. 8,05 4 1,922 0 9,9 76
Real estate - mortgage..............c...... 15,06 1 34,313 3,346 52,7 20
Consumer l0ans........cccccveveveeeeeeennn. 1,78 5 3,618 265 5,6 69

Total Loans.........ccccceevcviviiieens 36,47 0 44,492 3,611 84,5 74
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TYPES OF LOANS
COMMERCIAL LOANS

Commercial, industrial, and non-farm non-residéitians, hereinafter referred to as commercial $o@xcluding commercial construction
loans) totaled $ 16.2 million or 19.2% of the Comga loan portfolio at December 31, 2000. Commétoins consist of loans and lines of
credit to individuals, partnerships and corporagifor a variety of business purposes, such as ateoeceivable and inventory financing,
equipment financing, business expansion and workamital. The terms of the Bank's commercial logezerally range from 90 days to 5
year balloon and a 15 year amortization, and thada@enerally carry interest rates which adjusicitordance with changes in the prime r

but when appropriate will be fixed to match therbarer's needs. Substantially all of the Bank's cemuial loans are secured and guaranteed
by the principals of the borrower.

Loans secured by marketable equipment are reqtdrbd amortized over a period not to exceed 60 hso@Generally, loans secured by
current assets such as inventory or accounts r@geiare revolving lines of credit with annual niéieis. Loans secured by chattel mortgages
and accounts receivable may not exceed 80% of iemiket value. Loans secured by listed stocks, aipedibonds and mutual funds may not
exceed 70% of their market value. Unsecured gsieont-loans and lines of credit must meet critegtaby the Bank's Loan Committee. Cun
financial statements support all commercial loamg, such financial statements are updated ann@diynmercial loans, which are conside
small business loans, are the core business ofe@iome. Most loans are made with a long-termicgighip intended and Cornerstone also
seeks to obtain the borrower's business and pdrdepasitory accounts.

REAL ESTATE - CONSTRUCTION LOANS

As of December 31, 2000, Cornerstone had $10.0omilh construction and development loans outstamdivhich represented 11.8% of the
loan portfolio. All construction and developmenats are held in the Bank's loan portfolio. The Barakes residential construction loans to
owner-occupants and to persons building resideptigerties for resale. The majority of the Bamikastruction loans are made to residential
real estate developers for speculative single-famesidential properties. Construction loans arellg variable rate loans made for terms of
one year or less, but extensions are permittedni$ttuction has continued satisfactorily and iflthen is current and other circumstances
warrant the extension. Construction loans are d¢ichtb 80% of the appraised value of the lot andctimepleted value of the proposed
structure.

Construction financing generally is consideredoive a higher degree of credit risk than perman@rtgage financing of residential
properties, and this additional risk usually ideetfed in higher interest rates. The higher risloe$ on construction loans is attributable in
large part to the fact that loan funds are estithatel advanced upon the security of the projectuadnstruction, which is of uncertain value
prior to the completion of construction. Moreoveecause of the uncertainties inherent in estimatomgtruction costs, delays arising from
labor problems, material shortages and other umgisdie contingencies, it is relatively difficuti accurately evaluate the total loan funds
required to complete a project and to accuratehfuate the related loan-t@lue ratios. If the estimates of construction s@std the salabilit

of the property upon completion of the project mréw be inaccurate, the Bank may be required tarohfunds beyond the amount origin
committed to permit completion of the project.Hétestimate of value proves to be inaccurate, #rkBnay be confronted, at or prior to the
maturity of the loan, with a project with a valwehich is insufficient to assure full repayment.

The Bank's underwriting criteria are designed tal@ate and minimize the risk of each constructaanl Among other items, the Bank
considers evidence of the availability of permarfarancing or a takeut commitment to the borrower, the financial sgthrand reputation
the borrower, an independent appraisal and reviesost estimates, market conditions, and, if apilie, the amount of the borrower's equity
in the project, pr-construction sale or leasing information and cémlv projections of the borrowe
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REAL ESTATE - MORTGAGE LOANS

At December 31, 2000, real estate mortgage lodakethb$ 52.7 million or 62.3% of the Company's Ipantfolio. Real estate mortgage loans
include all loans secured by real estate for pugpasher than construction or acquisition and dgraknt and are hereinafter referred to as
real estate loans. All real estate loans are Imeldé Bank's loan portfolio. Of this amount, $ 2¢hillion or 28.5% of the Company's loan
portfolio was comprised of loans secured by on®to family residential properties, including homguity loans (loans secured by the equity
in the borrower's residence but not necessarilytferpurpose of home improvement). Most of thesadhequity loans are made at fixed
interest rates for terms of one to three years hatloon payment provisions and amortized over-43§ear period. The Bank's experience
indicates that real estate loans normally rematstanding for much shorter periods (seven yeamvenage) than their stated maturity
because the borrowers repay the loans in full eitpen the sale of the secured property or upomefieancing of the original loan.

In the case of owner occupied single family resodsn real estate loans are made for up to 95%eofalue of the property securing the loan,
based upon an appraisal if the loan amount is $1/80,000. When the loan is secured by real estatining a norewner occupied dwellin
of one to four family units, loans generally aredmdor up to 80% of the value, based upon an aggrdithe loan amount is over $100,000.
The Bank also requires title insurance to insueepttiority of the property lien on its real estltens over $50,000 and requires fire and
casualty insurance on all of its loans.

The real estate loans originated by the Bank cortddue-onsale" clause, which provides that the Bank mayatedhe unpaid balance of
loan immediately due and payable upon the salkedirtortgaged property. Such clauses are an impgornaans of reducing the average loan
life and increasing the yield on existing fixederaéal estate loans, and it is the Bank's polisyniorce due-on-sale clauses.

At December 31, 2000, the remainder of the Comgameg! estate loans totaled $ 28.6 million or 33d%e Company's loan portfolio.
These loans were comprised of multifamily residdregnd commercial properties.

CONSUMER LOANS

At December 31, 2000, consumer loans totaled $nillion or 6.7% of the Company's loan portfolio.&&e loans consist of consumer
installment loans and consumer credit card balarcesf December 31, 2000, the Bank had $ .3 mmiltoedit card balances outstanding.

The Bank makes both secured and unsecured consomnsrfor a variety of personal and household maepoMost of the Bank's consumer
loans are automobile loans, boat loans, propenpyorement loans and loans to depositors on thaisgotitheir certificates of deposit.

These loans are generally made for terms of uyéoylears at fixed interest rates. The Bank comsidensumer loans to involve a relatively
high credit risk compared to real estate loans.sGorer loans, therefore, generally yield a relagivedh return to the Bank and provide a
relatively short maturity. The Bank believes tha enerally higher yields and the shorter ternaslavle on various types of consumer loans
tend to offset the relatively higher risk assoalatgth such loans, and contribute to a profitalpieead between the Bank's average yield on
earning assets and the Bank's cost of funds.

ORIGINATION, PURCHASE AND SALE OF LOANS

The Bank originates loans primarily in Hamilton @ty Tennessee. The Bank also originates loansandvl, Sequatchie, and Bradley
Counties in Tennessee, and Dade, Walker and Ca@mgaties in Georgia each of, which is contiguauslamilton County. Loans are
originated by eight loan officers who operate fritva Bank's offices in Chattanooga. These loan@fiactively solicit loan applications frc
existing customers, local manufacturers and refilauilders, real estate developers, real estgeta and others. The Bank also receives
numerous loan applications as a result of custoaferrals and wa-ins to its offices
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Upon receipt of a loan application and all requisegporting information from a prospective borroytee Bank obtains a credit report and
verifies specific information relating to the loapplicant's employment, income and creditworthinEss significant extensions of credit in
which real estate will secure the proposed loarertfied appraisal of the real estate is underidkean independent appraiser approved by
the Bank. The Bank's loan officers then analyzectieit worthiness of the borrower and the valuarof collateral involved.

The Bank's loan approval process is intended tmobservative but also responsive to customer néedsis are approved in accordance with
the Bank's written loan policy, which provides $@mveral tiers of approval authority, based on advegr's aggregate debt with the Bank.
Certain loan officers have the authority to apprimans of up to $ 100,000. All other loan officlesse the authority to approve secured loans
of up to at least $ 10,000. There is an Officera.@ommittee comprised of the senior officers efBank which must approve any loan that
increases the borrower's aggregate indebtednese abandividual officer's limit, but that is notome than $ 250,000. The Directors Loan
Committee mentioned above must approve all loaes $250,000 but that is not more than $ 1,000,8000ans above $1,000,000 up to |
Bank's legal lending limit must be approved byBuoard of Directors of the Bank. The Bank's legalieg limit is 25% of the Bank's
qualifying equity for secured loans and 15% foramsed loans.

The Bank has in the past purchased and sold conmahkran participations with correspondent bankd aiil continue the practice when
management feels the action would be in the béstast of stockholders. The purchase of loan ppéiions allows the Bank to expand its
loan portfolio and increase profitability whilelsthaintaining the high credit standards, which applied to all extensions of credit made by
the Bank. The sale of loan participations allowes Bank to make larger loans which it otherwise wida¢ unable to make due to capital or
other funding considerations. As of the end Decartie 2000, the Bank had a purchased participdtdance of $540 thousand and had sold
participation balance of $4.1 million.

LOAN FEE INCOME

In addition to interest earned on loans, the Ba&teives origination fees for making loans, commithiees for making certain loans, and
other fees for miscellaneous loan-related servigash fee income varies with the volume of loanslen@repaid or sold, and the rates of fees
vary from time to time depending on the supplywfds and competitive conditions.

Commitment fees are charged by the Bank to theolaer for certain loans and are calculated as aepéage of the principal amount of the
loan. These fees normally are deducted from thegads of the loan and generally range from 1/2284mf the principal amount, depending
on the type and volume of loans made and marketitons such as the demand for loans, the avaitalif money and general economic
conditions. The Bank complies with FASB 91 and aimes all loan fees in excess of $5,000 over tieedf the loan.

The Bank also receives miscellaneous fee incomm fate payment charges, overdraft fees, propesyaation fees, and miscellaneous
services related to its existing loans. For the yealed December 31, 2000, the Bank recognizethatign, commitment and other loan fees
totaling $ 405,877, which equaled 4.31% of the Canyfs total interest income for the ye
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PROBLEM LOANS AND ALLOWANCE FOR LOAN LOSSES
PROBLEM LOANS

In originating loans, the Company recognizes thaill experience credit losses and that the risloss will vary with, among other things,
the type of loan being made, the creditworthindgsh@borrower over the term of the loan and, mmd¢hse of a secured loan, the guaranty of
the security for the loan. The Company has ingituheasures at the Bank which are designed toedteaisk of, and monitor exposure to,
credit losses.

The Bank's loan portfolio is systematically (alhis over $100,000 secured and $50,000 unsecurdoewitviewed and graded annually)
reviewed by the Bank's management and perioditalithird party loan review consultants, externaligars, and State and Federal regula

to identify deficiencies. Input from all the abogparties is used by the Bank to take correctiveoastas necessary. As discussed below, each
of the Bank's loans is assigned a rating in accm@lavith the Bank's internal loan rating systent pakt due loans are reviewed by the Bank's
senior lending officers and monthly by the Loan Quittee of the Board of Directors, and all loanssslfied as substandard or doubtful, as
well as any "special mention" loans (defined infibllowing paragraph), are placed on the Bank'stvdist and reviewed at least monthly by
the Director's Loan Committee. In addition, alldsdo a particular borrower are reviewed, regasdtd<lassification, each time such
borrower requests a renewal or extension of any tmaequests an additional loan. All lines of érede reviewed annually prior to renewal.
Such reviews include, but are not limited to, thdity of the borrower to repay the loan, a re-asseent of the borrower's financial condition,
the value of any collateral and the estimated pi@tEloss to the Bank, if any.

The Bank's internal problem loan rating systemtsistaes three classifications for problem assebstaundard, doubtful and loss. Additiona

in connection with regulatory examinations of themB, Federal and State examiners have authoritlettify problem assets and, if
appropriate, require the Bank to classify them.sBadard assets have one or more defined weakresdese characterized by the distinct
possibility that the Bank will sustain some losthé deficiencies are not corrected. Doubtful &skate the weaknesses of substandard asset
with the additional characteristic that the weakessmake collection or liquidation in full, on thasis of currently existing facts, conditions
and values, highly questionable and improbableagset classified as loss is considered uncollectibd of such little value that continuance
as an asset of the Bank is not warranted. Conségusuch assets are charged-off in the month #neyclassified as loss. Federal regulations
also designate a "special mention" category, desdras assets which do not currently expose thk ®aa sufficient degree of risk to warr:
classification but do possess credit deficiencigsabential weaknesses deserving management's atiesgion.

Assets classified as substandard or doubtful regbe Bank to establish general allowances for losses. If an asset or portion thereof is
classified as loss, the Bank must either establigtific allowances for loan losses in the amo@iiD0% of the portion of the asset classified
as loss or charge off such amount. General loswalices established to cover possible losses delat@ssets classified as substandard or
doubtful may be included, up to certain limitsdietermining the Bank's regulatory capital, while@fic valuation allowances for loan losses
do not qualify as regulatory capital.

The Bank's collection procedures provide that waéman becomes 15 days and 30 days delinquertiptihewer is contacted by mail and
payment is requested. If the delinquency continsielssequent efforts are made to contact and repagstent from the delinquent borrower.
Most loan delinquencies are cured within 60 daysramlegal action is required. In certain circumsts, the Bank, for a fee, may modify the
loan, grant a limited moratorium on loan paymemtsewise the payment schedule to enable the borrtaswstructure his or her financial
affairs. Generally, the Bank stops accruing intea@sl any accrued non collected interest will hersed in accordance with GAAP on
delinquent loans when payment is in arrears fod&s (unless the obligation is both well securadliarthe process of collection) or when
collection otherwise becomes doubtful. If the dgliancy exceeds 120 days and is not cured throwgBdhk's normal collection procedures
or through a restructuring, the Bank will instituteasures to enforce its remedies resulting frard#éfault, including commencing a
foreclosure, repossession or collection actiortdrain cases, the Bank will consider acceptinglantary conveyance of collateral in lieu of
foreclosure or repossession. Real property acqbiyatie Bank as a result of foreclosure or by ded@u of foreclosure is classified as "real
estate owned" until it is sold and is carried atlttwer of cost (defined as fair value at forectejwr fair value less estimated costs to disg
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Accounting standards define fair value as the armthat is expected to be received in a currentlsefieeen a willing buyer and seller other
than in a forced or liquidation sale. Fair valuefoeeclosure are based on appraisals. Lossea@ificim the acquisition of foreclosed
properties are charged against the allowance &or losses. Subsequent write-downs are provideddmamge to income through losses on
other real estate in the period in which the neesks.

The Bank attempts to sell real estate owned prongfter foreclosure, and it sold $833,995 of il iestate owned due to loan foreclosures
during the year ended December 31, 2000. The bahieof real estate owned that was sold by the Blanikg the year ended December 31,
2000 totaled $865,578. As of December 31, 2000¢etheas $542,000 in value of real estate ownedrasudt of foreclosure.

The following table sets forth information regaglithe Company's delinquent and non-performing assebdf the dates indicated.

(In thousands) At December 31,

Accruing loans which are contractually past due 90

Commercial, financial, and agricultural........ 0 3
Real estate - construction..................... 0 0
Real estate - mortgage 0 0
CONSUMET ..eiiiiiiiee et 1 3
Total oo, 1 6
Ratio of delinquent (30 days or more) but accruing loans to:
Total 10ans.....cccovvcivieiiiiiceeeeceeee 1.19% 1.20%
Total @SSetS....coccevviiiieeiiiieeeeeeee . 0.85% 0.82%

Non-accruing loans:

Commercial, financial, and agricultural.......... ... 243 532
Real estate - construction.........ccccceeveeeeee. L 0 0

Real estate - mortgage.......ccoovvvvvccceeee. 0 318
9

Consumer loans......ccccceveeevciiciiceeneeees 10
Total v 252 860
Real estate acquired through foreclosure........... L. 542 393
Property acquired through repossession.............. ... 6 31

Total loans and real estate acquired
through foreclosure and repossessions............ . 548 424

Total l0ans.....coovvvciiiieeeeeeeeee . 84,574 7 2,325

Ratio of non-performing assets to total loans:..... ... 0.95% 1.78%
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ALLOWANCE FOR LOAN LOSSES

The allowance or reserve for possible loan loss@smeans of absorbing future losses, which coeliddurred from the current loan portfo
The Bank maintains an allowance for possible lassés, and management adjusts the general allosvararghly by charges to income in

response to changes to outstanding loan balances.

The Bank maintains a general allowance equal tooxirpately 1.35% of the total principal amount odhs outstanding and management
adjusts the general allowance monthly by chargesaglits to income in response to changes in thgtanding loan balance. Management
also may establish specific loan loss allowancespecific loans after considering such factorpast delinquencies on the loan, the value of
the underlying collateral and the size of the loaoan or portion thereof is charged off agaim& general allowance when management has
determined that losses on such loans are probRbtmveries on any loans chargaftlin prior fiscal periods are credited to theoathnce. It i
the opinion of the Bank's management that the balanthe general allowance for loan losses asegeihber 31, 2000 is adequate to absorb
possible losses from loans currently in the pafol

The following table summarizes the Company's laas experience for the periods indicated.

Years Ended Dec ember 31,
(In thousands) 2000 1999
Average l0ans......cccccvveeeeiiiieeeeeiiieieeeeee e, 80,526 69,643
Allowance for possible loan losses,
beginning of the period........cccccoceeeeee. 1,002 1,400
Charge-offs for the period:
Commercial, financial, and agricultural........ 267 1,014
Real estate - construction..................... 0 0
Real estate - mortgage 209 111
CONSUMET ...ttt 186 387
Total charge-offS.....cccvveveveeeees 662 1,512
Recoveries for the period:
Commercial, financial, and agricultural........ 93 131
Real estate - construction..................... 0 0
Real estate - mortgage 54 13
CONSUMET ...t eeee e 95 115
Total reCoVeries....ovvvvvvevnccs s 242 259
Net charge-offs for the period.........cc....... L 420 1,253
Provision for loan 10SSes.......ccccccovvveeee e 560 855
Allowance for possible loan losses,
end of the period......ccccoovvvveevvvnnees 1,142 1,002
Ratio of allowance for loan losses to
total average loans outstanding.........c...... L. 1.42% 1.44%
Ratio of net charge-offs during
the period to average loans
0.52% 1.80%

outstanding during the period........ccc....... .~ L
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In addition to the Bank's loan rating system fayljppem assets described above (see Problem Loams)athe Bank has established a loan
rating system for all categories of loans whichisissnanagement and the Board of Directors in deteng the adequacy of the Bank's
allowance for loan losses. Each loan in the Bapde¢Holio is assigned a rating which is reviewednbgnagement periodically to ensure its
continued suitability. An exception is made in dase of (i) monthly installment loans which areugred together by delinquency status such
as over 10, 30, 60, or 90 days past due and @Blpm assets which are rated as substandard, dgubtfoss as discussed above. All other
loans are assigned a rating of excellent, goothaterate. The total amount of loans in each ofethesn rating categories is weighted by a
factor that management believes reasonably reflestes that can be anticipated with respect toslimeach of these categories. Based on
these weightings, the Bank's management establishalowance for loan losses that is reviewed®Board of Directors each month.

The following table sets forth the Company's altmraof the allowance for loan losses as of Decam3tie 2000, and 1999.

At December 31, 2000 At Decem ber 31, 1999
(In thousands) Percent of loans Per cent of loans
In each category In each category
Balance at end of period applicable to Am ount To total loans Amount To total loans
Commercial, financial, and agricultural......... 219 19.17% 189 18.89%
Real estate - construction...................... 135 11.80% 77 7.69%
Real estate - mortgage..........cccccvvvveenenns 712 62.33% 648 64.65%
CONSUMET i 76 6.70% 88 8.77%
Total v 1 ,142 100.00% 1,002 100.00%

INVESTMENT ACTIVITIES

INVESTMENT POLICY

The objective of Cornerstone's investment policpigvest funds not otherwise needed to meetadae emand of Cornerstone's market area
and to meet the five following objectives: Gap Mg@aent, Liquidity, Pledging, Return, and Local Commity Support. In doing so,
Cornerstone will use the portfolio to provide sture and liquidity that the loan portfolio canndhe management investment committee will
balance the market risk and credit risks agairesptitential investment return, make investmentspadiile with the pledge requirements of
Cornerstone's deposit of public funds, maintain plance with regulatory investment requirementsl assists the various public entities \
their financing needs. The management investmeantritiee is authorized to execute security traneastfor the investment portfolio based
on the decisions of the Board Asset Liability Cortted (ALCO). All the investment transactions ocgrsince the previous ALCO meeting
are reviewed by the ALCO at its next monthly megtin addition to the entire portfolio. The investnt policy allows portfolio holdings to
include short-term securities purchased to proddmerstone's needed liquidity and longer-term iseéesi purchased to generate stable
income for Cornerstone during periods of interagt fluctuations.

The Company's investment portfolio totaled $ 2lliamlor 17.4% of total assets at December 31, 2
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The following table sets forth the carrying valddie Bank's investments at the dates indicatecui@es held in both available for sale and
held to maturity status. Securities available fesare carried at fair market value and secuffitedd to maturity are held at their book value.

At Decem ber 31,
(In thousands) 2000 1999

Securities available for sale:
U.S. Government and agency

obligations.........ccccceevvieeininnn. 12,284 8,935
Mortgage-backed and other securities...... 3,632 4,404
States & political subdivisions tax-exempt 132 0
SEOCK...eevveeiiiiieerie e 350 0

Total oo e 16,398 13,339
Securities held to maturity:
U.S. Government and agency

obligations.........ccccceeevieeininnn. 200 198
Mortgage-backed and other securities...... 3,812 5,525
States & political subdivisions tax-exempt 0 0
TOtaleooiiiiiccccee e 4,012 5,723
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The following table sets forth the book value af Bank's investments at December 31, 2000, thehtezigaverage yields on the Bank's
investments at December 31, 2000 and the periontority of the Bank's investments from Decemtgr2®00.

(In thousands)

Weighte
AVAILABLE FOR SALE: Average
Amount Yield (

U. S. Treasuries ................. 0 0.00%

U. S. Government agencies ........ 999  6.72%
Mortgage backed Securities (2) ... 68 6.15%
Tax-exempt municipal bonds ....... 0 0.00%
Other bonds, notes, de-

bentures, and securities ...... 350 0.00%

Total Available for Sale: ..... 16,212 6.64%

(In thousands)
Weighte
HELD TO MATURITY: Average
Amount Yield (

U. S. Treasuries .........c....... 0 0.0
U. S. Government agencies ........ 200 6.2
Mortgage backed Securities (2) ... 0 0.0
Tax-exempt municipal bonds ....... 0 0.0
Other bonds, notes, de-

bentures, and securities ...... 0 0.0

Total Held to Maturity........ 4,013 6.7

Total Securities ............. 20,226 6.6

(1)The weighted average yields on tax-exempt stesithave been computed on a tax-equivalent basis.
(2) Mortgages are allocated by maturity and not rdizex!

Periods to Maturity from December 31, 2000

1-5Years 5-10 Years
d Weighted Weighted
Average Average
1) Amount Yield (1) Amount Yield (1)
0  0.00% 0 0.00%
11,110 6.46% 0 0.00%
87 6.98% 390 6.95%
0 0.00% 125 7.44%
0  0.00% 0 0.00%
11,197 6.46% 515 7.07%
Periods to Maturity from December 31, 2000
1-5Years 5-10 Years
d Weighted Weighted
Average Average
1) Amount Yield (1) Amount Yield (1)
0% 0 0.00% 0 0.00%
9% 0.00% 0 0.00%
0% 818 6.45% 791  6.84%
0% 0 0.00% 0 0.00%
0% 0 0.00% 0 0.00%
9% 818 6.45% 791 6.84%
0%
5%

Weighted
Average
Amount  Yield (1)

0 0.00%

0 0.00%
3,084 7.19%

0 0.00%

0 0.00%
3,084

Weighted
Average
Amount  Yield (1)

0 0.00%

0 0.00%
2,204 6.78%
0 0.00%

0 0.00%
2,204 6.78%
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SOURCES OF FUNDS
GENERAL

Time, money market, savings and demand deposithan@ajor source of the Company's funds for legp@dind other investment purposes.
deposits are held by the Bank. In addition, the gamy obtains funds from loan principal repayments proceeds from sales of loan
participations and investment securities. Loan yepants are a relatively stable source of funds|eneposit inflows and outflows and sales
of loan participations and investment securitiessagnificantly influenced by prevailing intereates, economic conditions and the
Company's asset and liability management strateBmsowings are used on either a short-term ast®mpensate for reductions in the
availability of other sources of funds or on a lentgerm basis to reduce interest rate risk.

DEPOSITS

The Bank offers several types of deposit accouwvith, the principal differences relating to the nmmim balances required, the time period
funds must remain on deposit and the interest Baposits are obtained primarily from the Bank'sttinooga Metropolitan Statistical Area
(MSA). The Bank does not advertise for depositsidetof this area. The Bank does not solicit fufinds brokers, nor does it rely upon any
single person or group of related persons for ar@tportion of its deposits.

A principal source of deposits for the Bank corssadtshort-term money market and other accountghndre highly responsive to changes in
market interest rates. Accordingly, the Bank, Bliefinancial institutions, is subject to shortitefluctuations in deposits in response to
customer actions due to changing short-term manketest rates. The ability of the Bank to attramtl maintain deposits and the Bank's cost
of funds have been and will continue to be sigaifity affected by money market conditions.

The following tables set forth the composition epdsits for the Company, excluding accrued intgragable, by type for the years ended
December 31, 2000 and December 31, 1999.

2000 1999

(In thousands)
Demand Deposits ........cccovcuveeeeriineeennns 11,924 12,412
NOW accounts ..........ccoevvvveeviverenenneennn. 13,688 12,626
Savings & Money market deposits 10,460 10,255
Time deposits less than $100,000 . . 48,266 39,923
Time deposits $100,000 or more ................... 16,912 16,130

Total deposits. .......ccceevvvernnnns 101,250 91,346

The following table presents a breakdown by categbthe average amount of deposits and the aveedggaid on deposits for the periods
indicated:

(In thousands) 2000 1999

Demand Deposits ......cccccveeeeeeeeennns 11,850 11,042

NOW accounts ........cccccvvereerueennen. 15,463 1.75% 13,604 1.70%
Savings & Money market deposits ........... 11,084 3.55% 9,890 3.28%
Time deposits less than $100,000 .......... 43,499 5.89% 39,554 5.33%

Time deposits $100,000 or more ............ 16,147 5.94% 15,897 5.56%

Total deposits................... 98,043 4.47% 89,987 4.05%
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BORROWINGS

The Bank joined the Federal Home Loan Bank of @inati in October of 2000. The Federal Home LoankB#&tLB) allows the Bank to
borrow funds on a contractual basis many timeatasrlower than the costs of local certificatedegfosit. In addition the FHLB has the
ability to provide structured advances that begdtice or leverage the interest rate risk of the Ba@ilhke Bank as of the end of the year had $2
million outstanding with the FHLB. The advance veas0-year advance at 5.0% with a two year one ¢intg call/put option. The Bank has
available several Federal Funds lines of creditlavig with correspondent banks with a total avaligy of $11 million as of the end of 2000.
As of December 31, 2000, the Bank had no outstgnittances. In addition, the Bank has the rigtaiwow from the Federal Reserve Bank
if necessary to supplement its supply of fundslatsée for lending and to meet deposit withdrawajuieements.

FINANCIAL CONDITION

EARNING ASSETS. Average earning assets in 200Cemed $10.6 million or 11.5% over 1999 due to kath security growth. This was as
a result of an across the board increase in depediich will be discussed below.

LOAN PORTFOLIO. Cornerstone's average loans foi02@8re $80.5 million, an increase of 15.6% over.6@8illion in average loans for
1999. Loan growth for 2000 was funded through diéggpewth and growth of commercial repurchase age®s. The actual balance for the
end of 2000, was $84.6 million an increase of $1illon from 1999. During 2000, the portfolio gredvamatically as the Bank hired key
personnel from some other local banks in the arka.loan growth was concentrated in commercial ldgveent and commercial real estate.

INVESTMENT PORTFOLIO. Cornerstone's average investirsecurities portfolio increased 12.3% or $2.Bioni from 1999 to 2000. Whe
the balance of the portfolio and fed funds soldcamabined the growth is nonexistent. The averagesitment portfolio and average federal
funds sold for 2000 was $21.9 million a decreask.8% from 1999. Cornerstone maintains an investrsieategy of seeking portfolio yields
within acceptable risk levels as well as providiiagidity, pledging requirements, and GAP managemea assist in the accomplishment of
these missions the Bank materially reduced its gagee backed security exposure during 2000. The Badkd the year with less than 379
the portfolio in mortgage backed securities. ThalB@eplaced these securities with neaikable bullet and one time only callable U.S. Agg
securities that have a much lower interest rate @®rnerstone maintains two classifications ofstment securities. "Held to Maturity" and
"Available for Sale." The "Available for Sale" seities are carried at fair market value, wherekdsltl to Maturity" securities are carried at
book value. At year end 2000, unrealized gaintién"Available for Sale" portfolio amounted to $1&5).

DEPOSITS. Cornerstone's average deposits incréssdnillion or 9.0% from 1999 to 2000. From yeadd.999 to year end 2000, total
deposits increased $9.9 million or 10.8%. The Baslrategy shifted in 2000 to allow the growth eftificates of deposits, as well as,
attracting transaction deposits from small busiegsghis strategy funded the Bank's loan growthadiosved the Bank to increase its net
interest margin to an above peer bank level. Tin leapects to continue attracting deposits fromlsmssinesses, but will focus its efforts
transaction accounts, which are less expensivéiamdir customer base closely to the Bank.

CAPITAL RESOURCES. Stockholders average equitygased $0.9 million or 8.9%. The Bank had net incofr&362,124 in 2000, and the
value of the security portfolio increased from 8%1housand loss to a $122 thousand gain. Theldmience increased $0.9 million or
7.43% from $11.6 million as of the end of 1999 12$ million. The Bank completed a registered dfiigiof 150,000 shares of Company
common stock of which approximately 70,000 were st1$13 per share.

BALANCE SHEET MANAGEMENT

LIQUIDITY MANAGEMENT. Liquidity is the ability of acompany to convert assets into cash without siganif loss and to raise funds by
increasing liabilities. Liquidity management inveb/having the ability to meet day-to-day cash fteguirements of its customers, whether
they are depositors wishing to withdraw funds ardwers requiring funds to meet their credit ne
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The primary function of asset / liability managermismot only to assure adequate liquidity in orfderCornerstone to meet the needs of its
customer base, but to maintain an appropriate balbatween interest-sensitive assets and intezasttive liabilities so that Cornerstone can
profitably deploy its assets and therefore opting@aming. Both assets and liabilities are consitisoeirces of liquidity funding and both are,
therefore, monitored on a daily basis.

The asset portion of the balance sheet provideglity primarily through loan repayment and matyof investment securities. Additional
sources of liquidity are the investment in Fedétahds sold and prepayments from the mortgage bag@dities from the investment
portfolio.

The liability portion of the balance sheet providigsidity through various interest bearing and +fioterest bearing deposit accounts. Other
short-term liabilities, which do not qualify as epbsit, are Federal Funds purchased and secunitibes agreement to repurchase (REPO's).
Both are temporary solutions for liquidity as FachEis must be paid off at least once every 30 dagREPQO's must be collateralized by
investment securities. At year-end December 319.1@®rnerstone had $1 million in Federal Funds lpased and $1.2 million in REPO's.
Longer-term liabilities are limited to FHLB advas¢evhich would be used to reduce interest rateaiigkHolding Company loans used to
repurchase common stock or finance any acquisitidhe future.

RESULTS OF OPERATIONS
Year ended December 31, 2000 compared to year dbelseinber 31, 1999

NET INTEREST INCOME. Net interest income is thengipal component of a financial institution's ino@stream and represents the spi
between interest and fee income generated froningaaissets and the interest expense paid on tiabiliThe following discussion is on a
fully taxable equivalent basis.

Net interest income before the loan loss provisar2000 increased $995,271 or 24.7% over 1999.ifitrease in net interest income fri
1999 to 2000 is due to growth in loans and depdtsifsnd the growth. The Bank also benefited frésrprime rate loans, which increased as
the Federal Reserve raised interest rates. Thisantaspated in 2000 and is anticipated to revars2001; the Bank will focus efforts to re-
price its liabilities as quickly as assets in 2@@bugh the solicitation of transaction accountdMower interest cost

Interest income increased $1,734,124 or 22.6% @0 2bm 1999. Interest income produced by the fpantfolio increased $1,616,309 or
25.4% from 1999 to 2000. Interest income on investinsecurities and Federal Funds sold increased,&13 or 8.9% from 1999 to 2000.
The increase in loan interest income was due t@#rks hiring of key loan personnel who managegktaheir customers to migrate to
Cornerstone from their original institution. Thecgsties portfolio increase was due to the committ# the bank to invest in low interest
rate risk securities and the construction of a migtladder that can be shortened or stretchedtasdst rates dictate.

Total interest expense increased $738,853 or 23800 from 1999. The interest expense increasa 999 to 2000, was a result of
interest rates increasing as the Federal Resecveaised rates in 2000 and the Bank's percentageaseof certificates of deposits in the
deposit mix.

One of the most useful tools for measuring theitgtof a small community bank to make money isaitdlity to make money to maximize net
interest margin and the interest rate spread. Ehaterest margin, or the net yield on earningtsss computed by dividing fully taxable
equivalent net interest income by average-earnésgta. This ratio represents the difference betweeaverage yield on average-earning
assets and the average rate paid for all fundstossapport those earning assets. The net interasjin increased 52 basis points in 2000 to
4.92%. The net cost of funds, defined as intengstrse divided by average-earning assets, incré&sbdsis points from 3.97% in 1999 to
4.28% in 2000. The yield on earning assets incok88dasis points to 9.20% in 2000 from 8.37% 899

ALLOWANCE FOR LOAN LOSS. The allowance for possilid&n loss represents management's assessmeatrigfkt associated with
extending credit and its evaluation of the quaditghe loan portfolio. Management analyzes the lparifolio to determine the adequacy of
allowance for possible loan losses and the apmtgpprovisions required to maintain a level congidexdequate to absorb anticipated loan
losses. Management believes that the $1,141,86€
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December 31, 2000, in the allowance for possitd@ loss account is sufficient to absorb known ¢nésks in the portfolio. No assurance can
be given, however, that adverse economic circurnstawill not result in increased losses in the lparifolio and require greater provisions
for possible loan losses in the future.

NON-PERFORMING ASSETS. Non-performing assets include-performing loans and foreclosed real estate togldale. Non-performing
loans include loans classified as non-accrual megetiated. Cornerstone's policy is to place a thanon-accrual status when it is
contractually past due 90 days or more as to payofarincipal or interest. At the time a loan iaged on non-accrual status, interest
previously accrued but not collected may be revkss®l charged against current earnings. Recografiany interest after a loan has been
placed on non-accrual is accounted for on a casis.bas of December 31, 2000, Cornerstone had $33%f non-performing assets.

NON-INTEREST INCOME. Non-interest income consists ®fanues generated from a broad range of finaneigices and activities
including fee-based services and profits and comions earned through credit life insurance salelsodimer activities. In addition, gains or
losses realized from the sale of investment pactfédcurities are included in non-interest incofratal non-interest income increased by
$80,341 or 13.7% from 1999 to 2000. Fee income fsermice charges on deposit accounts increase@.6r 3.20% in 2000.

NON-INTEREST EXPENSE. Non-interest expense for 200&etsed by $12,839 or 0.3% from 1999. Salarieeamuloyee benefits
increased by $58,248 or 2.8% from 1999 for $2,193, This relatively small increase was due to mangnt's ability to reduce overtime ¢
maintain headcount to a number under sixty fulletieguivalents throughout 2000. Occupancy expenrsedsed 30.4% as the Bank opened
another full service branch on Gunbarrel Road doskd two grocery store branches as Albertson wétlidrom the market. All other non-
interest expense decreased $113,955 or 5.4% in p@iodarily due to reduced charge-offs.

Capital Resources / Liquidity

LIQUIDITY. Of primary importance to depositors, ditors and regulators is the ability to have readitailable funds sufficient to repay fu
maturing liabilities. Cornerstone's liquidity, regented by cash and cash from banks, is a restst@erating, investing and financing
activities. In order to insure funds are availadall times, Cornerstone devotes resources te@iing on a monthly basis the amount of fu
accessible. Liquidity requirements can also bethmetugh short-term borrowing or the dispositiorsbbrt-term assets which are generally
matched to correspond to the maturity of liabiditie

Cornerstone's liquidity target is measured by agldihthe Bank's net cash, short term and marketsddurities and dividing this number by
total deposits and short term liabilities not secuby assets pledged. The approved liquidity paidgrgeted at 15% and currently the Bank's
liquidity ratio is 11.4%. Cornerstone is not sulbjecany specific regulatory liquidity requiremeimgposed by regulatory orders. Cornerstone
is subject to general FDIC guidelines, which donegfuire a minimum level of liquidity. Managememtibves its liquidity ratios meet or
exceed these guidelines. Management does not khanydrends or demands, which are reasonablwlitetesult in liquidity increasing or
decreasing in any material manner.

The following table sets forth liquidity ratios fperiods indicated:

Decembe r 31, 2000 December 31, 1999

Average loans to average deposits......... 82.1% 77.4%

IMPACT OF INFLATION AND CHANGING PRICES. The finamal statements and related financial data presdmegin have been
prepared in accordance with generally accepteduaticny principles, which require the measuremenheffinancial position and operating
results in terms of historical dollars without cimtesing the changes in the relative purchasing pafenoney over time and due to inflation.
Management is concerned with two inflationary fagtehe first and the most common is the generphbichof inflation on operations of
Cornerstone and is reflected in increased operatists. The other and most dangerous to the Bprifisability is interest rate adjustments
by the Federal Reserve and the general fixed ingoar&et in reaction to inflation. In other wordsearest rate risk, unlike most industrial
companies substantially impacts the Company beoasally all of the assets and liabilities of @erstone are monetary in nature. As a
result, interest rates may have a more signifigapaict on Cornerstone's performance than the sffefageneral levels of inflation. Interest
rates do not necessarily move in the same directidom the same magnitude as the price of goodsandces and each issue must be dealt
with independently
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CAPITAL ADEQUACY

Capital adequacy refers to the level of capitalinegl to sustain asset growth and to absorb lo3$esobjective of Cornerstone's manager

is to maintain a level of capitalization that isfmient to take advantage of profitable growth oppnities while meeting regulatory
requirements. This is achieved by improving prdifility through effectively allocating resourcesnmre profitable business, improving asset
quality, strengthening service quality, and streaimd) costs. The primary measures used by manageamamonitor the results of these effc
are the ratios of average equity to average assgtsage tangible assets, and average equity toaret.

The FDIC has adopted capital guidelines goverrtiegaictivities of banks. These guidelines requieentfaintenance of an amount of capital
based on risk-adjusted assets so that categorassefs with potential higher credit risk will regumnore capital backing than assets with
lower risk. In addition, banks are required to ntaiim capital to support, on a risk-adjusted basstain off-balance sheet activities such as
loan commitments. The capital guidelines classiyital into two tiers, referred to as Tier | an@fTil. Under risk-based capital requirements,
total capital consists of Tier | capital which ismgrally common shareholder's equity less goodwil Tier Il which is primarily Tier | capital
plus a portion of the loan loss allowance. In deireing risk-based capital requirements, assetassigned risk-weights of 0% to 100%,
depending primarily on the regulatory assignedlkwécredit risk associated with such assets.mafince sheet items are considered in the
calculation of risk-adjusted assets through coneerfactors established by the regulators. The éwork for calculating risk-based capital
requires banks to meet the regulatory minimums¥6fier | and 8% total risk based capital. In 198@ulators added a leverage computation
to the capital requirements, comparing Tier | it total average assets less goodwill.

(In thousands) December 31, 2000 December 31, 1999
CAPITAL: Amount Amount
Tier | Capital:
Stockholders' equity ......ccoccvveeeeeeee L 9,556 8,480
Plus loss of AFS Securities ......cc...... . .. - 183
Less disallowed intangibles .......cc..... . . - -
Total Tier | capital .......c.....— L. 9,556 8,663
Tier Il capital:
Qualifying debt .....coovvvevevviceeee. L - -
Qualifying allowance for loan losses ..... ... 1,119 941
Total Tier Il capital ... L 10,674 9,604
Total capital ....oooeevveeeee. L 10,674 9,604
Risk-adjusted assets .........cocevvvvvvvvvvenens L 89,533 75,192
Average assSets ......ccccoovviiiiiiiiiiieeeee 114,041 102,890
RATIOS:
Tier | capital to risk-adjusted assets ............. .. 10.67% 11.52%
Tier Il capital to risk-adjusted assets ........... .. 11.92% 12.77%

Leverage - Tier | capital to average assets
Less disallowed intangibles .......ccccccceeeeeee. L 8.38% 8.42%
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The Federal Deposit Insurance Corporation Improvamet of 1991 ("FDICIA") established five capitedtegories for banks. Under the
regulation defining these five capital categorazch bank is classified into one of the five catiegobased on its level of risk-based capital as
measured by Tier | capital, total risk-based cdpétad Tier | leverage ratios and its supervisatyngs. The following table lists the five
categories of capital and each of the minimum regoénts for the three risk-based ratios.

Total Risk-Based Tier | Risk-Based Lever age

Capi tal Ratio Capital Ratio Rati o]
Well-capitalized ... 10%o0 r above 6% or above 5% o r above
Adequately capitalized .................... 8% o r above 4% or above 4% o r above
Under capitalized ...........cccceeeenee Less than 8% Less than 4% Less than 4%
Significantly undercapitalized ............ Less than 6% Less than 3% Less than 3%
Critically undercapitalized ............... - 2% o0 rless
On December 31, 2000, Cornerstone exceeded the regu latory minimums and qualified as a well-capitalized institution

under the regulations.

ITEM 7. FINANCIAL STATEMENTS

The following consolidated financial statementsh&f Company and its subsidiary, together with tepd®t of Independent Certified Public
Accountants thereon, are included on page F-1 gir¢430 of this Annual Report on Form 10-KSB:

Report of Independent Certified Public Accountartghe Financial Statements
Consolidated Balance Sheets as of December 31, 2600 1999
Consolidated Statements of Operations for the yeaded December 31, 2000, 1999 and 1998
Consolidated Statements of Changes in StockholHgtsty for the years ended December 31, 2000, H9@91998
Consolidated Statements of Cash Flows for the yaaded December 31, 2000, 1999 and 1998
Notes to Consolidated Financial Statements
Report of Independent Certified Public AccountarisAccompanying Information
Consolidating Balance Sheet
Consolidating Statement of Operation
ITEM 8. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTAN TS ON ACCOUNTING AND FINANCIAL DISCLOSURE

Neither the Company nor the Bank had any changedonuntants or disagreements with accountantsauating and financial disclosu
during the two most recent fiscal years or subsetyue
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PART IlI
ITEM 9. DIRECTORS AND EXECUTIVE OFFICERS OF THE REG ISTRANT

Information relating to the directors and executifiicers of the Company is set forth under theticemp'Proposal I: Election of Directors

- Information About Nominees" on pages 4 througsf the Company's 2001 Proxy Statement. Such infdemds incorporated into this
report by reference. Information relating to coraptie with the reporting requirements of

Section 16 (a) of the Securities Exchange Act &41%s amended, by the Company's executive offaxatdirectors, persons who own more
than ten percent of the Company's common stocktaxidaffiliates who are required to comply wittchueporting requirements is set fortl
“Introduction -

Section 16 (a) Beneficial Ownership Reporting Cdaemade” on page 3 of the Company's 2001 Proxy Sttéersuch information is
incorporated into this report by reference.

ITEM 10. EXECUTIVE COMPENSATION

Information relating to Director compensation isfeeth under the caption "Executive Compensatiod @ther Information” on page 10 of
the Company's 2001 Proxy Statement, and informaétating to executive compensation is set forttlasrthe caption "Executive
Compensation and Other Information" on pages augiiidl2 of the Company's 2001 Proxy Statement. 8iioimation is incorporated into
this report by reference.

ITEM 11. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL O WNERS AND MANAGEMENT

Information relating to ownership of the Comparggsnmon stock by certain persons is set forth utiteecaption "Introduction - Voting
Securities and Principal Holders Thereof' on pag#wough 3 of the Company's 2001 Proxy Statenfmnth information is incorporated into
this report by reference.

ITEM 12. CERTAIN RELATIONSHIPS AND RELATED TRANSACT IONS

Information relating to certain transactions betwdee Company, and its affiliates and certain opeFsons is set forth under the caption
"Certain Relationships and Related Transactiongjage 12 of the 2001 Proxy Statement. Such infoomas incorporated into this report by
reference
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ITEM 13. EXHIBITS AND REPORTS ON FORM 8-K
(a) Exhibits

The following exhibits are filed as a part of ocamporated by reference in this report:

Exhibit No. Description

2‘;1* ------ Articles ;)-fnlhn-c-:-c;;Joration of the Com pany

3.2 Bylaws of the Company, as amended (s ee attached amendment)

4. The right of securities holders are defined in the Articles of
Incorporation and Bylaws provided in exhibits 3.1 and 3.2

respectively.

10.1* Cornerstone Statutory-Nonstatutory S tock Option Plan

10.2** Employment Agreement between Corners tone Bancshares, Inc. and
Gregory B. Jones, dated March 1, 199 9.

10.3** Employment Agreement between Corners tone Bancshares, Inc. and
Nathaniel F. Hughes, dated March 1, 1999.

10.4** Employment Agreement between Corners tone Bancshares, Inc. and

Jerry D. Lee, dated May 1, 1999.

21.+ The sole subsidiary of Cornerstone B ancshares, Inc. is
Cornerstone Community Bank, Chattano 0ga, Tennessee.

*Incorporated herein by reference to the exhibithef same number in the Company's Registratioe@tit on Form S-4, as amended (No.
333-26699).

**Incorporated herein by reference to the exhibbithte same number in the Company's Registratiore®nt on Form S-1, as amended (No.
333-96185).

+ Filed herewith
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SIGNATURES

In accordance with Section 13 or 15(d) of the S&esrExchange Act of 1934, the Registrant has eatisis report to be signed on its behalf
by the undersigned, thereunto duly authorized.

CORNERSTONE BANCSHARES, INC.
(Registrant)

Date: March 26, 2001 By: /'s/ GREGORY B. JONES

Gregory B. Jones
Presi dent and Chi ef
Executive Oficer

By: /'s/ NATHANI EL F. HUGHES

Nat hani el F. Hughes
EVP & Chief Financial Oficer

In accordance with the Securities Exchange Act9®41 this report has been signed below by thevatig persons on behalf of the Registr
and in the capacities indicated on March 26, 2001.

Si ghat ure Title

..................................... Chai rman of the Board
Earl A Marler, Jr.

/sl GREGORY B. JONES Presi dent, Chief Executive
------------------------------------- O ficer and Director
Gregory B. Jones (principal executive officer

and principal financial officer)

/sl RAMESH V. AM N Di rector

Ramesh V. Amin



/sl B. KENNETH DRI VER

B. Kenneth Driver

/sl KARL FI LLAUER

Karl Fillauer

/sl JAMES H LARGE

Janes H. Large

/sl LAWRENCE D. LEVINE

Lawr ence D. Levine

/'s/ RUSSELL W LLOYD

Russel | W LI oyd

/sl DOYCE G PAYNE

Doyce G Payne

/sl TURNER SM TH

Turner Snith

/sl BILLY O WGGE NS

Billy O Wggins

/sl MARSHA YESSI CK

Mar sha Yessi ck
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Di rector

Di rector

Di rector

Di rector

Di rector

Di rector

Di rector

Di rector

Di rector
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Exhibit No. Description

;31* ------ Articles 01:_I-r-\;:_(-)-r-p-;)ration of the Com pany

3.2* Bylaws of the Company, as amended (s ee attached amendment)

4. The right of securities holders are defined in the Articles of
Incorporation and Bylaws provided in exhibits 3.1 and 3.2

respectively.

10.1** Cornerstone Statutory-Nonstatutory S tock Option Plan

10.2** Employment Agreement between Corners tone Bancshares, Inc. and
Gregory B. Jones, dated March 1, 199 9.

10.3** Employment Agreement between Corners tone Bancshares, Inc. and
Nathaniel F. Hughes, dated March 1, 1999.

10.4** Employment Agreement between Corners tone Bancshares, Inc. and

Jerry D. Lee, dated May 1, 1999.

21.+ The sole subsidiary of Cornerstone B ancshares, Inc. is
Cornerstone Community Bank, Chattano 0ga, Tennessee.

*Incorporated herein by reference to the exhibithaf same number in the Company's Registratioei@tit on Form S-4, as amended (No.
333-26699).

**Incorporated herein by reference to the exhilbithe same number in the Company's Registratiore®int on Form S-1, as amended (No.
333-96185).

+ Filed herewith



REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS
ON THE FINANCIAL STATEMENTS

To the Stockholders and
Board of Directors
Cornerstone Bancshares, Inc.
Chattanooga, Tennessee

We have audited the accompanying consolidated balsineets of Cornerstone Bancshares, Inc. anddgaysas of December 31, 2000 and
1999, and the related consolidated statementseratipns, changes in stockholders' equity, and ftasls for each of the three years in the
period ended December 31, 2000. These financi@retants are the responsibility of the Company'sagament. Our responsibility is to
express an opinion on these financial statemersisdoan our audits.

We conducted our audits in accordance with geneaaltepted auditing standards. Those standardsedhat we plan and perform the audit
to obtain reasonable assurance about whethemthedial statements are free of material misstaterdenaudit includes examining, on a test
basis, evidence supporting the amounts and dis@lssn the financial statements. An audit alsoudek assessing the accounting principles
used and significant estimates made by managememtell as evaluating the overall financial statetpeesentation. We believe that our
audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statetegaferred to above present fairly, in all matenégpects, the financial position of
Cornerstone Bancshares, Inc. and subsidiary agoémber 31, 2000 and 1999, and the results of dpeirations and their cash flows for
each of the three years in the period ended DeceBih000, in conformity with generally accepted@unting principles.

Chattanooga, Tennessee
January 12, 2001
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CORNERSTONE BANCSHARES, INC. AND SUBSIDIARY

CONSOLIDATED BALANCE SHEETS
December 31, 2000 and 1999

2000
ASSETS
Cash and due from banks $ 4,633,514
Federal funds sold 2,400,000
Securities available for sale 16,397,715
Securities held to maturity (fair value approximate s $4,009,990
at December 31, 2000) 4,012,414
Loans, net of allowance for loan losses of $1,141,8 69 in 2000
and $1,001,809 in 1999 83,431,776
Bank premises and equipment, net 3,391,138
Accrued interest receivable 849,142
Excess cost over fair value of net assets acquired 2,662,499
Other assets 1,600,557
Total assets $119,378,755
LIABILITIES AND STOCKHOLDERS' EQUITY
Deposits:
Noninterest-bearing demand deposits $11,924,140
Interest-bearing demand deposits 13,687,959
Savings deposits and money market accounts 10,459,568
Time deposits of $100,000 or more 16,911,729
Time deposits under $100,000 48,266,503
Total deposits 101,249,899
Accrued interest payable 183,834
Federal funds purchased and securities sold under
agreements to repurchase 3,144,291
Federal Home Loan Bank advance 2,000,000
Other liabilities 282,570
Total liabilities 106,860,594
Commitments and contingencies
Redeemable common stock -
Stockholders' equity:
Preferred stock - no par value; 2,000,000 share s
authorized; no shares issued -
Common stock - $1.00 par value; 2,000,000 share S
authorized; 1,166,129 shares issued and
outstanding in 2000 and 1999 1,166,129
Additional paid-in capital 11,322,276
Retained earnings (deficit) (92,694)
Accumulated other comprehensive income 122,450
12,518,161

Total stockholders' equity

Total liabilities and stockholders' equity

The Notes to Consolidated Financial Statementamiategral part of these statements.
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$ 7,721,701
13,339,306
5,723,320

71,323,878
2,231,179
656,159
2,722,651
2,084,033

$ 12,411,939
12,626,200
10,254,825
16,129,350
39,923,313

91,345,627
189,870
2,179,363

193,108

1,166,129
11,128,734
(454,818)
(183,290)



CORNERSTONE BANCSHARES, INC. AND SUBSIDIARY

CONSOLIDATED STATEMENTS OF OPERATIONS
Years Ended December 31, 2000, 1999 and 1998

2000 1999 1998
INTEREST INCOME
Loans $7,977,863 $6,361, 554 $ 6,739,054
Securities 1,382,448 1,146, 591 1,296,613
Federal funds sold 61,282 179, 324 176,299
Total interest income 9,421,593 7,687, 469

INTEREST EXPENSE

Time deposits of $100,000 or more 955,612 884, 435 988,663
Other deposits 3,226,911 2,662, 507 3,152,473
Federal funds purchased and securities
sold under agreements to repurchase 198,722 22, 500 8,518
Federal Home Loan Bank advance 1,093 - -
Other - 74, 043 81,736
Total interest expense 3,643, 485 4,231,390
Net interest income before provision for | oan losses 5,039,255 4,043, 984 3,980,576
Provision for loan losses 559,700 855, 000 715,343
Net interest income after provision for lo an losses 4,479,555 3,188, 984 3,265,233
NONINTEREST INCOME
Service charges 502,504 486, 898 467,718
Other noninterest income 54,774 47, 324 108,304
Net gains from sale of loans and securities 107,905 50, 620 110,218
Total noninterest income 665,183 584, 842 686,240
NONINTEREST EXPENSES
Salaries and employee benefits 2,173,199 2,114, 951 1,669,883
Net occupancy and equipment expense 293,971 225, 435 224,717
Other operating expenses 1,992,887 2,106, 842 1,656,585
Total noninterest expenses 4,460,057 4,447, 228 3,551,185
Income (loss) before income tax expense (b enefit) 684,681 (673, 402) 400,288
Income tax expense (benefit) 322,557 (260, 279) 151,956
Net income (loss) $ 362,124 $ (413, 123) $ 248,332

EARNINGS (LOSS) PER SHARE
Basic $ 31 $ (0 .39) $ .25
Diluted 30 © .39) 24

The Notes to Consolidated Financial Statementsiaiategral part of these statements.
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CORNERSTONE BANCSHARES, INC. AND SUBSIDIARY

CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS' EQUITY
Years Ended December 31, 2000, 1999 and 1998

Accumulated

Total Additional Retained Other
Co mprehensive Stockholders' Common  Paid-in Earnings Comprehensive
Income Equity Stock Capital (Deficit)  Income
BALANCE, December 31, 1997 $8,215,085 $ 874,954 $7,587,44 1 $(290,027) $ 42,717
Redemption of common stock (350,107)  (27,897) (322,21 0) - -
Issuance of common stock 1,964,187 162,404 1,801,78 3 - -
Increase in redeemable common stock (49,584) - (49,58 4) - -
Comprehensive income:
Net income $ 248,332 248,332 - - 248,332 -
Other comprehensive income, net of tax:
Unrealized holding gains (losses) on
securities available for sale, net
of reclassification adjustment (3,626) (3,626) - - - (3,626)
Total comprehensive income $ 244,706
BALANCE, December 31, 1998 10,024,287 1,009,461 9,017,43 0 (41,695) 39,0901
Redemption of common stock (270,928)  (19,352) (251,57 6) - -
Issuance of common stock 2,568,588 176,020 2,392,56 8 - -
Increase in redeemable common stock (29,688) - (29,68 8) - -
Comprehensive income:
Net loss $(413,123)  (413,123) - - (413,123) -
Other comprehensive income, net of tax:
Unrealized holding gains (losses) on
securities available for sale, net
of reclassification adjustment (222,381) (222,381) - - - (222,381)
Total comprehensive income (loss) (635,504)
BALANCE, December 31, 1999 11,656,755 1,166,129 11,128,73 4 (454,818) (183,290)

(continued on page 5)
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CORNERSTONE BANCSHARES, INC. AND SUBSIDIARY

CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS' EQUITY
Years Ended December 31, 2000, 1999 and 1998

(continued from page 4)

Total
Comprehensive  Stockholders ! Common
Income Equity Stock
BALANCE, December 31, 1999 $11,656,755 $1,166,129
Issuance of common stock 193,542 -
Comprehensive income:
Net income $ 362,124 362,124 -
Other comprehensive income, net of tax:
Unrealized holding gains on securities ava ilable
for sale, net of reclassification adjus tment 305,740 305,740 -
Total comprehensive income $ 667,864
BALANCE, December 31, 2000 $12,518,161 1,166,129
Accumulated
Additional Retained Other
Paid-in Earnings Comprehensive
Capital (Deficit) Income
BALANCE, December 31, 1999 $ 11,128,734 $ (454,81 8) $ (183,290)
Issuance of common stock 193,542 - -
Comprehensive income:
Net income - 362,12 4 -
Other comprehensive income, net of tax:
Unrealized holding gains on securities ava ilable
for sale, net of reclassification adjus tment - - 305,740
Total comprehensive income
BALANCE, December 31, 2000 $ 11,322,276 $ (92,69 4) $ 122,450

The Notes to Consolidated Financial Statementamiategral part of these statements.

F-5



CORNERSTONE BANCSHARES, INC. AND SUBSIDIARY

CONSOLIDATED STATEMENTS OF CASH FLOWS
Years Ended December 31, 2000, 1999 and 1998

2000 1999 1998
CASH FLOWS FROM OPERATING ACTIVITIES
Net income (loss) $ 362,124 $ (413,123) $ 248,332
Adjustments to reconcile net income (loss) to n et cash
provided by operating activities:
Depreciation and amortization 347,566 309,842 421,406
Provision for loan losses 559,700 855,000 715,343
Gains on sales of loans (82,407) (50,620) (110,218)
Gains on sales of securities (25,498) - -
Deferred income taxes 76,090 119,294 (248,610)
Proceeds from sales of loans held for sale 5,645,356 4,267,333 6,969,087
Originations of loans held for sale (5,562,949) (4,216,713) (6,858,869)
Changes in other operating assets and liab ilities:
Accrued interest receivable (192,983) (17,718) (53,995)
Accrued interest payable (6,036) (80,764) (54,917)
Other assets and liabilities 603,756 (298,644) (144,068)
Net cash provided by operating activ ities 1,724,719 473,887 883,491
CASH FLOWS FROM INVESTING ACTIVITIES
Proceeds from security transactions:
Securities available for sale 1,791,570 4,904,263 6,318,245
Securities held to maturity 1,687,329 3,323,155 8,736,045
Purchase of securities available for sale (4,403,171) (9,246,955) (8,139,733)
Purchase of securities held to maturity - - (7,101,585)
Net increase in loans (13,621,136) (771,662) (12,796,580)
Purchase of bank premises and equipment (1,496,731) (369,322) (223,054)
Proceeds from sale of other real estate 803,995 153,326 -
Payments related to bank combination - - (457,637)
Net cash used in investing activitie S (15,238,144) (2,007,195) (13,664,299)
CASH FLOWS FROM FINANCING ACTIVITIES
Net (decrease) increase in deposits 9,904,272  (6,665,981) 16,161,803
Increase in federal funds purchased and securit ies
sold under repurchase agreements 964,928 2,179,363 -
Proceeds from borrowings on debt 2,000,000 - 395,000
Principal paid on notes payable - (1,250,000) -
Redemption of common stock (237,504) (270,928) (350,107)
Issuance of redeemed common stock 193,542 2,568,588 1,964,187
Net cash provided by (used in) finan cing activities 12,825,238  (3,438,958) 18,170,883
NET INCREASE (DECREASE) IN CASH AND
CASH EQUIVALENTS (688,187) (4,972,266) 5,390,075
CASH AND CASH EQUIVALENTS, beginning of year 7,721,701 12,693,967 7,303,892
CASH AND CASH EQUIVALENTS, end of year $ 7,033,514 $ 7,721,701 $ 12,693,967
SUPPLEMENTAL DISCLOSURES OF CASH
FLOW INFORMATION
Cash paid during the period for interest $ 4,388,107 $ 3,724,249 $ 4,215,080
Cash paid during the period for taxes 210,000 44,403 425,171
NONCASH INVESTING AND FINANCING ACTIVITIES
Acquisition of real estate through foreclosure $ 1,015,151 $ 545,929 $ -
Increase in redeemable common stock - 29,688 49,584

The Notes to Consolidated Financial Statementsiaiategral part of these statements.
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CORNERSTONE BANCSHARES, INC. AND SUBSIDIARY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2000, 1999 AND 1998

Note 1. Summary of Significant Accounting Policies

The accounting and reporting policies of CornerstBancshares, Inc. and subsidiary (Company) confatmgenerally accepted accounting
principles and practices within the banking industihe policies that materially affect financialgitdon and results of operations are
summarized as follows:

Nature of operation:

The Company is a bank-holding company which owhefahe outstanding common stock of Cornerstonm@ainity Bank (the Bank). The
Bank provides a variety of financial services thlglodiour locations in Chattanooga, Tennessee. Tik'Barimary deposit products are
demand deposits, savings accounts, and certific@tgdsposit. Its primary lending products are conuia loans, real estate loans, and
installment loans.

Principles of consolidation:

The consolidated financial statements include to®ants of the Company and its subsidiary. All maténtercompany accounts and
transactions have been eliminated in consolidation.

Excess cost over fair value of net assets acquired:

The excess cost over fair value of net assets atjtepresents the excess of the cost of the inesdtover the underlying net assets of the
subsidiary bank at the date of acquisition. Ceréaitounts have been allocated to specific tangsseta in the accompanying financial
statements. The excess cost over fair value ciigssts acquired is being amortized over 25 yeang tie straight-line method. Amortization
expense for the years ended December 31, 2000,ar#92998, amounted to $114,753, $111,473 and $1Qlrespectively.

Use of estimates:

The preparation of financial statements in conftymiith generally accepted accounting principleguiees management to make estimates
and assumptions that affect the reported amourdassats and liabilities and disclosure of contihgssets and liabilities at the date of the
financial statements and the reported amountsvefnges and expenses during the reporting perioaiahcesults could differ from those
estimates.

Material estimates that are particularly susceetiblsignificant change in the near term relatin¢odetermination of the allowance for losses
on loans, the allowance for losses on foreclossdtasand deferred income taxes. In connectiontivétfdetermination of the allowances for
losses on loans and foreclosed assets, managebtaintsoindependent appraisals for significant prige and other assets.
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Note 1. Summary of Significant Accounting Policiegcontinued)
Use of estimates: (continued)

While management uses available information togetze losses on loans, future additions to thenadiece may be necessary based on
changes in local economic conditions. In additi@gulatory agencies, as an integral part of than@nation process, periodically review the
Bank's allowances for losses on loans and foreglassets. Such agencies may require the Bankdgmize additions to the allowances
based on their judgments about information avalablthem at the time of their examination. Becaafdbese factors, it is reasonably
possible that the allowances for losses on loadS@eclosed assets may change materially in the teem.

Cash and cash equivalents:
For purposes of reporting cash flows, cash and egslvalents include cash on hand, amounts due fiaomks, and federal funds sold.
Securities held to maturity:

Bonds, notes, and debentures for which the BankHeapositive intent and ability to hold to maturdtre reported at cost, adjusted for
premiums and discounts that are recognized inésténcome using the interest method over the gedanaturity.

Securities available for sale:

Securities available for sale consist of bondsesiadebentures and certain equity securities assified as securities held to maturity.
Unrealized holding gains and losses, net of taxsemurities available for sale are reported as ameunt in a separate component of
stockholders' equity until realized. Gains andésssn the sale of securities available for salelatermined using the specific-identification
method. Premiums and discounts are recognizedeneist income over the period to maturity.

Securities sold under agreements to repurchase:

Securities sold under agreements to repurchasehveiné classified as secured borrowings, genesadlyepurchased within one to four days
from the transaction date. Securities sold undezeagents to repurchase are reflected at the anebgash received in connection with the
transaction. The Company may be required to proadtétional collateral based on the fair valuehaf tinderlying securities.
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Note 1. Summary of Significant Accounting Policiegcontinued)
Loans:
Loans are stated at unpaid principal balancegtesallowance for loan losses.

Loans are placed on nonaccrual when a loan isfsgalyi determined to be impaired or when, in thEnton of management, there is an
indication that the borrower may be unable to npegments as they become due. Any unpaid interestqarsly accrued on those loans is
reversed from income. Interest income generalhyisrecognized on specific impaired loans unleedikelihood of further loss is remote.
Interest payments received on such loans are apgdie reduction of the loan principal balanceerkgt income on other nonaccrual loans is
recognized only to the extent of interest paymeatsived.

The allowance for loan losses is maintained avel ivhich, in management's judgment, is adequasdsorb credit losses inherent in the |
portfolio. The amount of the allowance is basedrmamagement's evaluation of the collectibility af than portfolio, including the nature of
the portfolio, credit concentrations, trends intdnigal loss experience, specific impaired loams] aconomic conditions. Allowances for
impaired loans are generally determined based batel values or the present value of estimatshdlows. The allowance is increased by
a provision for loan losses, which is charged tpegse, and reduced by charge-offs, net of recaerie

Foreclosed assets:

Assets acquired through, or in lieu of, loan foosalre are held for sale and are initially recoraefhir value at the date of foreclosure,
establishing a new cost basis. Subsequent to fime®, valuations are periodically performed by ag@ment and the assets are carried at the
lower of carrying amount or fair value less cosséll. Revenue and expenses from operations andjeban the valuation allowance are
included in net expenses on foreclosed assets.

Bank premises and equipment:

Bank premises and equipment are stated at costatesimulated depreciation. Depreciation is contgpuséng the straight-line depreciation
method and accelerated depreciation methods forfbwncial statement purposes and income tax pa@gdank premises are depreciated
over 30 years, and furniture, fixtures and equipnaea depreciated over 5 to 12 years.

Additions and major renewals and betterments gogatzed and depreciated over their estimatedul$iees. Repairs, maintenance, and
minor renewals are charged to operating expenseased. When property is replaced or otherwispased of, the cost of such assets and
the related accumulated depreciation are remowed fhe accounts. The gain or loss, if any, is edrin the statement of income.
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Note 1. Summary of Significant Accounting Policiegcontinued)
Deferred income taxes:

Deferred income tax assets and liabilities arerdeteed using the liability (or balance sheet) metHdnder this method, the net deferred tax
asset or liability is determined based on the féects of the temporary differences between theklawl tax bases of the various balance ¢
assets and liabilities and gives current recognititochanges in tax rates and laws.

Reclassifications:
Certain amounts in the 1999 and 1998 financiaéstants have been reclassified to conform with 6G02resentation.
Note 2. Securities

Securities have been classified in the balancet stegerding to management's intent as either gezsuhield to maturity or securities available
for sale.

The amortized cost and approximate market valis=ofirities at December 31, 2000 and 1999, is bswel

2000
Gross Gross
Amor tized Unrealized Unrealized Market
Cost Gains Losses Value
Securities available for sale:
Securities of U.S. Government
agencies and corporations $12,1 08,747 $ 181,060 $ (5,495) $ 12,284,312
State and municipal securities 1 25,000 6,724 - 131,724
Mortgage-backed and
other securities 3,9 78,439 21,380 (18,140) 3,981,679
$16,2 12,186 $ 209,164 $ (23,635) $ 16,397,715
Securities held to maturity:
Securities of U.S. Government
agencies and corporations $ 1 99,760 $ - $ (57) $ 199,703
Mortgage-backed and
other securities 3,8 12,654 8,836 (11,203) 3,810,287
$ 4,0 12,414 $ 8,836 $ (11,260) $ 4,009,990
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Note 2. Securities (continued)

Amortize
Cost
Securities available for sale:
Securities of U.S. Government
agencies and corporations........... $ 9,1411

Mortgage-backed and
other securities . 4,475,8

Securities held to maturity:
Securities of U.S. Government
agencies and corporations.......... $ 198,44

Mortgage-backed and
other securities...........cc....... 5,524,8

1999

Gross Gross
d Unrealized Unrealized

Gains Losses
83 - $ (206,480)
36 6,757 (77,990)
19 6,757 $ (284,470)
36 - $ (401)
84 5,559 (57,759)
20 5,559 $ (58,160)

Market
Value

$ 8,934,703

4,404,603

$ 198,035

5,472,684

At December 31, 2000 and 1999, securities withreyzey value of approximately $12,816,000 and $8,880, respectively, were pledged to
secure public deposits and for other purposes redjair permitted by law. At December 31, 2000 a®@91 the carrying amount of securities
pledged to secure repurchase agreements was apptek $6,226,000 and $3,628,000, respectively.

The amortized cost and estimated market valueafriees at December 31, 2000, by contractual nitgguare shown below. Expected
maturities will differ from contractual maturitié®cause borrowers may have the right to call qugyr@bligations with or without call or

prepayment penalties.

Securities Av

Amortized
Cost

Due in one year or less............. $ 1,066,914

Due from one year to five years.....
Due from five years to ten years....

Due after ten years................. 3,083,978
15,862,186
Other securities with no
stated maturity.................. 350,000
$16,212,186

ailable For Sale Securities Held To Maturity

Fair Amortized Fair
Value Cost Value

$1,067,634 $ 199,760 $ 199,703
11,371,881 817,792 817,844
521,160 791,136 791,205
3,087,040 2,203,726 2,201,238

16,047,715 4,012,414 4,009,990

350,000 - -

$16,397,715  $4,012,414 $4,009,990

F-11



Note 2. Securities (continued)

There were no sales of securities available fa 5all999 and 1998. For the year ended Decembe&OBD, proceeds from sales of securities
available for sale amounted to $1,020,625. The Beatkgross realized gains of $25,498 in 2000. There no gross realized losses in 2000.
The tax provision applicable to these net realgaitds amounted to $9,700 in 2000.

Note 3. Loans and Allowance for Loan Losses

At December 31, 2000 and 1999, the Bank's loansisbof the following (in thousands):

2000 1999
Mortgage loans on real estate:
Residential 1-4 family.......c.cccooveevvveeeeee. L $ 18,666 $ 17,063
Residential multifamily (5 or more).............. . ... 3,133 1,475
commercial....cooooeviiieeiiiiiiieeeeee 25,496 21,843
CONSLIUCHION. ...eviieiiiiiec e 9,976 5,560
Second MOrgagesS....ccocvvveveeveeeeeeeieeeeeeee 3,295 4,090
Equity lines of credit.......ccovveveeeeeeeees L 2,130 2,289
62,696 52,320
Commercial l0ans......cccccoovcvveeviiieaenneee 16,209 13,661
Consumer installment loans:
Personal......ccoooviiviiiiiiiiicceeeeee 5,354 5,427
Credit cards.....cccoocvvvvevniiiecieices 315 918
5,669 6,345
84,574 72,326
Less: Allowance for loan losses......c.ccccceeeeee. L (1,142) (1,002)
LOANS, NEL.ccveiieieiee e $ 83,432 $71,324
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Note 3. Loans and Allowance for Loan Losses (contiled)

A summary of transactions in the allowance for l@ses for the years ended December 31, 2000, 4899998, is as follows:

2000 1999
Balance, beginning of year............ $1,001,809 $1,400,000
Provision for loan losses........... 559,700 855,000
Loans charged-off................... (661,930) (1,512,047)
Recoveries of loans
previously charged-off........... 242,290 258,856
Balance, end of year.................. $1,141,869 $1,001,809

The Bank's only significant concentration of cretiDecember 31, 2000, occurred in

$ 915,005

715,343
(318,041

real estatesladnich totaled approximately

$62,696,000. While real estate loans accounte@d4qrercent of total loans, these loans were prignegsidential development and
construction loans, residential mortgage loans,camdmercial loans secured by commercial proper8abstantially all real estate loans are

secured by properties located in Tennessee.

In the normal course of business, the Bank malassito executive officers and directors and thiiiieaes of the Bank on substantially the
same terms, including interest rates and collgtasathose prevailing at the time for comparal@degactions with other borrowers. Loans to
executive officers, principal shareholders, anéators and their affiliates were approximately $0,800 and $1,711,000 at December 31,

2000 and 1999, respectively.

The following is a summary of information pertaigito impaired loans at December 31, 2000 and 1@9H@usands):

Total impaired loans........cccccceeeevevenne

Valuation allowance related to impaired loans..

Year

Average investment in impaired loans
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2000 1999
$252 $860
$25 $169

s Ended December 31,

2000 1999

$377

$904



Note 3. Loans and Allowance for Loan Losses (contiled)
Impaired loans without a valuation allowance wasgnificant in relation to the Bank's loan porificht December 31, 2000 and 1999.

Interest income recognized on impaired loans wsigimificant to total interest income on loans faclke of the years ending December 31,
2000, 1999 and 1998.

Note 4. Bank Premises and Equipment

A summary of bank premises and equipment at DeceBihe2000 and 1999, is as follows:

2000 1999

Land.......cocoeeeeeniiieenieeen $1,183,278 $ 463,278
Buildings and improvements............ 1,744,601 1,249,851
Furniture, fixtures and equipment..... 1,239,284 1,016,765
Work in progress.......cccceeeeenn. - 136,217

4,167,163 2,866,111
Accumulated depreciation.............. (776,025) (634,932)

$3,391,138 $2,231,179

Depreciation expense for the years ended Decenih@0B0, 1999 and 1998, amounted to $221,905, $&881and $199,944 respectively.

Certain bank facilities and equipment are leasetbumarious operating leases. Total rent expensinéoyears ended December 31, 2000,
1999 and 1998, was $144,080, $108,863, and $8%.650ectively.

Future minimum rental commitments under noncandeli#ases are as follows:

2001.......ccoiiinnne $106,542
2002 89,628
2003......cciiiiiiee 71,520
2004........cceiiinne 55,904
2005.......cccciiine 6,172
Total.....ccoovueenee $329,766



Note 5. Time Deposits
At December 31, 2000, the scheduled maturitiegvd tleposits are as follows:

$53,952,360
5,476,788
4,062,294
382,799

..... 1,303,991

Note 6. Income Taxes

The Company files a consolidated federal incomeatxrn with its subsidiary. Under the terms of&$haring agreement, the subsidiary's
allocated portion of the consolidated tax liabilgycomputed as if it was reporting income and egps to the Internal Revenue Service as a
separate entity.

Income tax expense (benefit) in the statement efatjpns for the years ended December 31, 200® 488 1998, consists of the following:

2000 1999 1998
Current tax expense (benefit).......ccceeveeeeee. L $246,467 $(379,573) $400,566
Deferred tax expense (benefit) related to:
Provision for loan losses........cccccevveeeeee (24,513) 235,688 (199,449)
Net operating loss carryforward........ccoccc.. L 58,981 (125,504) (11,121)
Other. it 41,622 9,110 (38,040)
Income tax expense (benefit)....cccoovvvcevee. L $322,557 $(260,279) $151,956

The income tax provision (benefit) is differentrfrdhe expected tax benefit computed by multiplyimgpme before income tax benefit by the
statutory federal income tax rates. The reasonthfedifference are as follows:

2000 1999 1998

Expected tax at statutory rates..........coceeeeeee. L. $232,792 $(228,956) $136,097
Increase (decrease) resulting tax effect of:

State income taxes, net of federal

tax benefit...ccovvciiiiiiiiee 27,387 (26,667) 16,013

Nondeductible amortization..........ccccocvveeeee. L 43,606 37,082 35,911

(@ 1T P 18,772 (41,738) (36,065)
Income tax expense (benefit)........coceeeeee. L $322,557 $(260,279) $151,956



Note 6. Income Taxes (continued)

At December 31, 2000 and 1999, the Company hadp®ting loss carryforwards for state tax purpagegpproximately $445,000 and
$1,078,000, respectively. Such net operating lass/forwards expire in 2014.

As of December 31, 2000, deferred tax assets rémedyifior deductible temporary differences totalpdraximately $1,270,000 and deferred
tax liabilities for taxable temporary differencesaled approximately $514,000.

Note 7. Federal Home Loan Bank Advance

The Company has borrowings under a $2,000,000 ctiblesfixed rate advance from the Federal HomerLBank of Cincinnati dated
December 27, 2000, maturing through 2010. Theaatihe advance is 5% and is fixed for two year$ Wit option for the Federal Home
Loan Bank to convert the advance at the end ofpthigod to a three-month London Interbank OffereRaiBOR) at a spread of zero basis
points to the LIBOR index. Borrowing is collaterdd by certain securities of the Company. Intdeegayable monthly. In the event that the
Federal Home Loan Bank of Cincinnati converts ttheaaice from the fixed rate to the LIBOR rate thenfpany may prepay the advance in
full or part, without fee, on the effective conviersdate or the quarterly repricing date.

Note 8. Employee Benefit Plan

The Bank has a 401(k) employee benefit plan cogesibstantially all employees who have completddast one year of service and met
minimum age requirements. The amount of employatrimution is computed annually under a definearfola based primarily on the
employees' salaries. The maximum employer requioadribution to the plan is 3 percent of the empks} annual salaries. Any additional
contribution to the plan is determined at the @ition of the Board of Directors. For the years ehbecember 31, 2000, 1999 and 1998, total
contributions to the plan were $12,851, $13,868, $t0,850, respectively.

Note 9. Financial Instruments With Off-Balance-SheeRisk

The Bank is a party to financial instruments witfilmalance-sheet risk in the normal course of besinto meet the financing needs of its
customers. These financial instruments includeowsrcommitments to extend credit and standby &etEcredit. These instruments expose
the Bank to varying degrees of credit and interatst risk in excess of the amount recognized iratttsmpanying balance sheet. To manage
this risk, the Bank uses the same management @®kaid procedures for financial instruments witFbafance-sheet risk as it does for
financial instruments whose risk is reflected om blalance sheet.
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Note 9. Financial Instruments With Off-Balance-SheeRisk (continued)

The credit risk of all financial instruments vartessed on many factors, including the value ofatetal held and other security arrangements.
To mitigate credit risk, the Bank generally detares the need for specific covenant, guaranteecaltateral requirements on a case-by-case
basis, depending on the customer's creditworthiffdssamount and type of collateral held to redereelit risk vary, but may include real
estate, machinery, equipment, inventory, and adsaegeivable as well as cash on deposit, stocks]d) and other marketable securities that
are generally held in the Bank's possession. Tdliateral is valued and inspected to ensure betkxistence and adequacy. The Bank
requests additional collateral when appropriate.

At December 31, 2000, commitments under standibgriedf credit and undisbursed loan commitmentsexgded approximately
$15,151,000. The Bank's credit exposure for thiesa€ial instruments is represented by their cetiiid amounts. The Bank does not
anticipate any material losses as a result of tinencitments under standby letters of credit and shdised loan commitments.

Note 10. Fair Value of Financial Instruments

Fair value estimates are made at a specific poititrie, based on relevant market information abieefinancial instrument. These estimates
do not reflect any premium or discount that coe@sult from offering for sale at one time the Compsientire holdings of a particular
financial instrument. Because no market existafeignificant portion of the Company's financiatiiments, fair value estimates are based
on judgments regarding future expected loss expegiecurrent economic conditions, risk charactegsif various financial instruments, and
other factors. These estimates are subjectivetirganvolve uncertainties and matters of judgmand, therefore, cannot be determined
precision. Changes in assumptions could signiflgaffect the estimates.

Fair value estimates are based on existing finhims&ruments without attempting to estimate thilugaf anticipated future business and the
value of assets and liabilities that are not cavgid financial instruments. The following methodd assumptions were used to estimate the
fair value of each class of financial instruments:

Cash and cash equivalents:
For cash and cash equivalents, the carrying amsunteasonable estimate of fair value.
Securities:

The fair value of securities, excluding Federal ldnoan Bank stock, is estimated based on bid pgab$ished in financial newspapers or
bid quotations received from securities dealerg ddrrying amount of Federal Home Loan Bank stggk@imates fair value based on the
redemption provisions of the Federal Home Loan Bank
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Note 10. Fair Value of Financial Instruments (contiued)
Loans:

The fair value of loans is calculated by discoumptiecheduled cash flows through the estimated ntatusing estimated market discount rates,
adjusted for credit risk and servicing costs. Téitngate of maturity is based on historical expezéewith repayments for each loan
classification, modified, as required, by an estaxa the effect of current economic and lendingditions.

Deposits:

The fair value of deposits with no stated matustych as demand deposits, money market accountsaamgs accounts, is equal to the
amount payable on demand. The fair value of tinpodits is based on the discounted value of contaactash flows. The discount rate is
estimated using the rates currently offered forodép of similar remaining maturities.

Federal funds purchased and securities sold umgleements to repurchase:

The estimated value of these liabilities, which extremely short term, approximates their carryiatye.

Federal Home Loan Bank advances:

Rates currently available to the Bank for debt githilar terms and remaining maturities are useestonate the fair value of existing debt.

The carrying amount and estimated fair value of@Gbenpany's financial instruments at December 3Q@02thd 1999, are as follows (in
thousands):

2000 1999
Carrying Estimated Carrying Esti mated
Amount  Fair Value  Amount Fair Value
Assets:
Cash and due from banks $4,634 $4,634 $7,722 $7 722
Federal funds sold 2,400 2,400 - -
Securities 20,410 20,408 19,063 19 ,010
Net loans 83,432 83,979 71,324 71 ,600
Liabilities:
Noninterest-bearing demand deposits 11,924 11,924 12,412 12 412
Interest-bearing demand deposits 13,688 13,687 12,626 12 ,626
Savings deposits and money market accounts 10,460 10,460 10,255 10 ,255
Time deposits 65,178 64,987 56,053 55 ,883
Federal funds purchased and securities
sold under agreements to repurchase 3,144 3,144 2,179 2 179
Federal Home Loan Bank advances 2,000 2,000 - -
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Note 11. Contingencies

During 1999, a third party complaint was filed agstithe Bank alleging that checks amounting to $&®81 were deposited into accounts a
Bank under forged endorsements and the third jatytiff seeks recovery of the funds. During 2080¢ther third party complaint was filed
against the Bank also alleging that checks amogntir$403,065 were deposited into accounts at HrkBinder forged endorsements and the
third party plaintiff seeks recovery of the funtisboth instances, the deposit accounts were olgdbde same Bank customer. The Bank has
filed claims under its forgery bond insurance polnd the insurance company is aggressively defgritie Bank against the allegations.
Subsequent to December 31, 2000, the Bank andainseicompany settled these matters resulting insggnificant loss to the Bank.

During 1999, the Bank was one of six defendantsathim a lawsuit seeking $3,000,000 in compensatargages and $5,000,000 in punitive
damages. With respect to the Bank, the lawsuigefig€1) that the Bank and a Bank employee violasetking obligations to the plaintiffs,
who are partners in a limited partnership, by ait@ithe limited partnership to run large overdraftpartial consideration for improper
benefits given to the Bank employee by the manag#re limited partnership; (2) that the Bank enyele influenced another bank to loan
funds to the limited partnership at a time thatBamk employee knew of large overdrafts at the BéBkthat the Bank carried an overdraft
with the limited partnership without notifying tipdaintiffs; and (4) that the Bank breached dutieed to the plaintiffs under state common
law and state and federal banking laws. The Baské&aewed the matter with its general counseliamijorously defending the lawsuit.
Although no assurance can be given with respettidaltimate outcome of the lawsuit, managemernebes that the allegations against the
Bank are without merit and should not have a maltedverse effect on the consolidated financiabtliwn of the Company or the financial
condition of the Bank. Accordingly, no provisiorr finis matter has been made in the Company's ddased financial statements.

The Bank is involved in certain other claims argsfrom normal business activities. Management keehat those claims are without merit
or that the ultimate liability, if any, resultingoin them will not materially affect the Bank's firi@al condition or the Company's consolidated
financial position.

Note 12. Liquidity and Capital Resources

The Company's primary source of funds is the reéadigividends from its subsidiary bank. Bankingukators limit the amount of dividends
that the Bank may pay without prior approval of Benk's regulatory agency. As discussed in NotaHiBank cannot pay dividends with
specific regulatory approval.
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Note 13. Stock Options and Warrants

The Company has a stock option plan under which Ineesnof the Board of Directors, at the formationthaf Bank, were granted options to
purchase a total of 150,000 shares of the Banksmmmn stock. These options were granted for theifspgarpose of raising capital. The
option price was $10.00 per share which was thimastd fair value of the stock at the June 30, 188&nt date. The options expire ten years
from the date of grant and were fully vested atgrant date. On October 15, 1997, the Bank stotkbmg@were converted to Company stock
options. At December 31, 2000, the remaining catied life of outstanding options was 5.5 yearsufnmary of the status of this plan is
presented below:

2000 1999 1998
Weighted Weighted Weighted
Average Average Average
Exercise Exercise Exercise
Shares Price Shares Price Shares Price
Outstanding at
beginning of year 140,000 $10.00 150,000  $10.00 150,000 $10.00
Granted - - - - - -
Forfeited (10,000) 10.00 (10,000) 10.00
Outstanding at
end of year 130,000 $10.00 140,000  $10.00 150,000 $10.00

The Company also has a stock option plan underhwdfiicers and employees can be granted up to B%f@ons to purchase shares of the
Company's common stock. The options vest at 3Cepean the second and third anniversary of thetgtate and 40 percent on the fourth
anniversary. There were no shares allocated uhdeplan during 1998. A summary of the status o fitan is presented below:

2000 1999
Weighted Weighted
Average Average
Exercise Exercise
Sha res Price Shares Price
Outstanding at beginning of year 16 ,500 $15.00 - $ -
Granted 19 ,200 13.00 21,500 15.00
Forfeited - - (5,000) 15.00
Outstanding at end of year 35 , 700 $13.92 16,500 $15.00



Note 13. Stock Options and Warrants (continued)

The Company applies APB Opinion 25, ACCOUNTING FEROCK ISSUED TO EMPLOYEES, and related Interpretadiin accounting
for its stock option plan for officers and emplogeAccordingly, no compensation cost has been rezed for its fixed price stock option
plan. Compensation costs for the Company's stotikioplan for officers and employees were insiguifit for the years ended December 31,
2000 and 1999.

A stock warrant was issued with each of the 590dr&final shares of the Company's common stock fwhittitles each stockholder to
purchase an additional share of the Company's constoek at a specified price. At December 31, 280 1999, warrants for the purchase
of 166,767 shares were outstanding. The exercise pras $12.00 per share until February 1999 af#d5s00 per share thereafter. During a
certain period of 1999, the Company offered was@aht$13.00. If not exercised, such warrants williee five years after issuance. No
warrants were exercised in 2000, 157,168 warraate wxercised in 1999, and 134,507 warrants wezecised in 1998.

Note 14. Regulatory Matters

The Bank is subject to various regulatory cap#guirements administered by the Tennessee DepartahEmancial Institutions and the
federal banking agencies. Failure to meet minimapital requirements can initiate certain mandatand possibly additional discretionary--
actions by regulators that, if undertaken, couldeha direct material effect on the Bank's finanstatements. Under capital adequacy
guidelines and the regulatory framework for promgtrective action, the Bank must meet specific tedygiuidelines that involve quantitative
measures of the Bank's assets, liabilities, an@icenff-balance-sheet items as calculated unagriatory accounting practices. The Bank's
capital amounts and classification are also sulbgegtialitative judgments by the regulators abaumgonents, risk weightings, and other
factors.

Quantitative measures established by regulati@msure capital adequacy require the Bank to maimt@mimum amounts and ratios (set fc

in the table below) of total and Tier | capital @&fined in the regulations) to risk-weighted asg¢as defined), and of Tier | capital (as
defined) to average assets (as defined). Managdméaves, as of December 31, 2000, that the Bagdtsrall capital adequacy requirements
to which it is subject.

As of December 31, 2000, the most recent notificafifom the Federal Deposit Insurance Corporataiegorized the Bank as well capitali
under the regulatory framework for prompt corregtaction. There are no conditions or events singertotification that management
believes have changed the institution's promptectitre action category for bank capital.
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Note 14. Regulatory Matters (continued)

The Bank's actual capital amounts and ratios & @iesented in the table. Dollar amounts are pteden thousands.

For Capital
Actual Adequacy Purposes
Amount Ratio Amount Ratio
As of December 31, 2000:
Total capital (to risk-weighted assets) $10,674 11.9% $7,154 8.0%
Tier | capital (to risk-weighted assets) 9,556  10.7% 3,577 4.0%
Tier | capital (to average assets) 9,556 8.4% 9,115 8.0%
As of December 31, 1999:
Total capital (to risk-weighted assets) $9,604 12.8% $6,015 8.0%
Tier | capital (to risk-weighted assets) 8,663 11.5% 3,008 4.0%
Tier | capital (to average assets) 8,663 8.6% 8,105 8.0%

The Bank is operating under a Memorandum of Undetihg (Memorandum) dated November 24, 1998, betwezBoard of Directors, the
Tennessee Department of Financial Institutions,tead-ederal Deposit Insurance Corporation. Amahgrahings, the Memorandum
provides the following:

- The Board of Directors was required to develagriten management plan that addresses the Balakis for size, structure, growth,
earnings, services, information systems, persomaebunting, financial reporting and operating eratt

- The Bank shall maintain a Tier | capital ratioegfual to or greater than 8%.
- The Bank shall not pay dividends without the papproval of the FDIC.
- The Bank shall report its progress on the actiensiired by the Memorandum to the FDIC on spedifites.

At December 31, 2000, the Bank continues to openatgier the Memorandum and management of the Bdidvbs that they are conforming
to all provisions of the Memorandum.
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Note 15. Other Comprehensive Income

Other comprehensive income consists of unrealinddifg gains and losses on securities availabledte. A summary of other

comprehensive income and the related tax effecthéoyears ended December 31, 2000, 1999 and 088 follows:

Year ended December 31, 2000:
Unrealized holding gains and losses
arising during the period

Less reclassification adjustment for
gains realized in net income

Year ended December 31, 1999:
Unrealized holding gains and losses
arising during the period

Less reclassification adjustment for
gains realized in net income

Year ended December 31, 1998:
Unrealized holding gains and losses
arising during the period

Less reclassification adjustment for
gains realized in net income

Note 16. Earnings Per Common Share

Before-Tax
Amount

Tax
(Expense)
Benefit

Net-of-Tax
Amount

Basic earnings per share represents income awatialiommon stockholders divided by the weightegiage number of common shares
outstanding during the period. Diluted earningsgtere reflects additional common shares that wioal@d been outstanding if dilutive
potential common shares had been issued, as watlyaadjustment to income that would result fromdlssumed issuance. Potential common
shares that may be issued by the Company relatetstanding stock options and warrants, determirsitg the treasury stock method, and
redeemable common stock, determined using thegewszasury stock method.
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Note 16. Earnings Per Common Share (continued)

Earnings per common share have been computed bagbé following:

2000 1999 1998

Net income (loss) $ 362,124  $(413,123) $248,332
Less: Preferred stock dividends - - -
Net income (loss) applicable to common stock $ 362,124  $(413,123) $248,332
Average number of common shares outstanding 1,166,129 1,069,411 987,043
Effect of dilutive options 30,000 - 30,000
Average number of common shares outstanding used

to calculate diluted earnings per common share 1,196,129 1,069,411 1,017,043

Note 17. Redeemable Common Stock

At December 31, 1999, the Company was obligateddeem certain shares of common stock issued imextion with the combination of

the Bank of East Ridge with Cornerstone CommunapniBon October 15, 1997. Such obligation incluttesright of a certain shareholder to
sell certain shares of common stock to the Compamy a three-year period at $12.55, $14.00, andd®lger share in years 1998, 1999, and
2000, respectively. The Company has the optioedeem such shares during the same period at treepg@res. During 2000, 1999, and
1998, the Company redeemed 14,844, 19,756, an@2%&res, respectively, under this obligationoABecember 31, 2000, all shares have

been redeemed.
Note 18. Condensed Parent Company Financial Statemits
Condensed financial statements of Cornerstone Banes, Inc. are summarized as follows:

CONDENSED BALANCE SHEETS

2000
ASSETS
Cash $ 136,432 $
Excess cost over fair value of net assets acquired 2,662,499
Other assets 43,350
Investment in subsidiary 9,677,620
Total assets $12,519,901 $1
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1999

475,506
2,722,651

196,044
8,480,172



Note 18. Condensed Parent Company Financial Statemts (continued)

CONDENSED BALANCE SHEETS (continued)

LIABILITIES AND STOCKHOLDERS'
Liabilities:
Other liabilities

Total liabilities

Redeemable common stock

Stockholders' equity:

Preferred stock; no par value; 2,000,000 shar
authorized; no shares issued

Common stock, $1.00 par value; 2,000,000 shar
authorized; 1,166,129 shares issued and ou
in 2000 and 1999

Additional paid-in capital

Retained earnings (deficit)

Accumulated other comprehensive income

Total stockholders' equity

Total liabilities and stockholders' equity

CONDENSED STATEMENTS OF OPERATIONS AND

INCOME

Equity in subsidiary's earnings
Interest income on securities

Total income
EXPENSES
Interest expense
Other operating expenses
Total expenses
Income (loss) before income tax benefi

Income tax benefit

NET INCOME (LOSS)

RETAINED EARNINGS (DEFICIT), beginning of year

RETAINED EARNINGS (DEFICIT), end of year

2000

EQUITY

es

es
tstanding
1,166,129
11,322,276
(92,694)
122,450

RETAINED EARNINGS
2000

$ 591,708
267

t 337,449

(24,675)

362,124

(454,818)
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1999

$ (19,886)

1,166,129
11,128,734
(454,818)
(183,290)

1999

(579,028)

(165,905)

(413,123)

(41,695)



Note 18. Condensed Parent Company Financial Statemts (continued)

CONDENSED STATEMENTS OF CASH FLOWS

CASH FLOWS FROM OPERATING ACTIVITIES
Net income (loss)
Adjustments to reconcile net income (loss) to
provided by (used in) operating activities
Amortization
Equity in earnings of subsidiary
Changes in other operating assets and li
Decrease in accrued interest payable
Decrease (increase) in other assets an

Net cash provided by (used in) operat
CASH FLOWS FROM INVESTING ACTIVITIES
Additional capitalization of subsidiary
CASH FLOWS FROM FINANCING ACTIVITIES
Principal paid on notes payable

Redemption of common stock
Issuance of common stock

Net cash provided by (used in) financ
NET INCREASE (DECREASE) IN CASH AND
CASH EQUIVALENTS
CASH AND CASH EQUIVALENTS, beginning of year

CASH AND CASH EQUIVALENTS, end of year

SUPPLEMENTAL DISCLOSURES OF CASH
FLOW INFORMATION
Cash paid during the period for interest

net cash

abilities:

d liabilities

ing activities

ing activities
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2000

$ 362,124

60,152
(591,708)

1999

$ (413,123

111,473
141,071

(19,027

174,320 (395,482

4,888 (575,088
(300,000) -
- (1,250,000
(237,504) (270,928
193,542 2,568,588

(43,962) 1,047,660

(339,074) 472,572
475,506 2,934
$ 136432 $ 475506
- $ 93,070




CORNERSTONE BANCSHARES, INC. AND SUBSIDIARY

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 20. Quarterly Data (unaudited)

December 31, 2000 and 1999

Years Ended December 31,

2000
Fourth Third Second
Quarter Quarter Quarter
Interest income $ 2,438,482 $ 2,452,205 $ 2,354,441
Interest expense 1,228,295 1,156,391 1,048,185
Net interest income 1,210,187 1,295,814 1,306,256
Provision for loan losses 55,200 90,000 256,000
Net interest income, after provision 1,154,987 1,205,814 1,050,256
for loan losses
Noninterest income 183,816 184,089 137,687
Noninterest expenses 1,063,230 1,120,293 1,173,644
Income (loss) before income taxes 275,573 269,610 14,299
Provision for income taxes 135,679 144,500 18,154
Net income (loss) $ 139,894 $ 125,110 $ (3,855)
Earnings per common share:
Basic $ 0.12 $ 0.11 $ -
Diluted $ 0.12 $ 0.10 $ -
Years Ended December 31,
1999
Fourth Third Second
Quarter Quarter Quarter
Interest income $ 2,002,689 $1,968,741 $1,824,432
Interest expense 902,511 879,658 901,369
Net interest income 1,100,178 1,089,083 923,063
Provision for loan losses 95,000 105,000 605,000
Net interest income, after provision 1,005,178 984,083 318,063
for loan losses
Noninterest income 146,486 151,581 158,566
Noninterest expenses 1,156,306 1,090,420 1,209,219
Income (loss) before income taxes (4,642) 45,244 (732,590)
Provision for income taxes (109,715) (58,957) (113,475)
Net income (loss) $ 105,073 $ 104,201 $(619,115)
Earnings per common share:
Basic $ 0.09 $ 0.09 $ (0.56)
Diluted $ 0.08 $ 0.08 $ (0.56)
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Quarter
$2,176,465
949,467

1,226,998
158,500

1,068,498

159,591
1,102,890

125,199
24,224

First
Quarter

$ 1,891,607
959,947

881,660

128,209
991,283




REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS
ON ACCOMPANYING INFORMATION

To the Stockholders and
Board of Directors
Cornerstone Bancshares, Inc.
Chattanooga, Tennessee

Our report on our audits of the basic financiatesteents of Cornerstone Bancshares, Inc. and sabgiftir 2000, 1999 and 1998 appears on
page 1. Those audits were made for the purposarmirig an opinion on the consolidated financialesteents taken as a whole. The
consolidating information shown on pages 29 ang30esented for purposes of additional analyste@fconsolidated financial statements
rather than to present the financial position, Itesaf operations, and cash flows of the individomdpanies. The consolidating information
been subjected to the auditing procedures appli¢iki audits of the consolidated financial stateland, in our opinion, is fairly stated in all
material respects in relation to the consolidaiedricial statements taken as a whole.

Chattanooga, Tennessee
January 12, 2001
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CORNERSTONE BANCSHARES, INC. AND SUBSIDIARY

ASSETS

Cash and due from banks

Federal funds sold

Securities available for sale

Securities held to maturity

Loans, net of allowance for loan losses

Bank premises and equipment, net

Accrued interest receivable

Excess cost over fair value of net assets acquired
Other assets

Investment in subsidiary

Total assets

LIABILITIES AND STOCKHOLDERS' EQUITY

Deposits:
Noninterest-bearing demand deposits
Interest-bearing demand deposits
Savings deposits and money market accounts
Time deposits of $100,000 or more
Time deposits under $100,000

Total deposits

Accrued interest payable

Federal funds purchased and securities sold under
agreements to repurchase

Federal Home Loan Bank advance

Other liabilities

Total liabilities

Stockholders' equity:
Preferred stock
Common stock
Additional paid-in capital
Surplus
Retained earnings (deficit)
Accumulated other comprehensive income

Total stockholders' equity

Total liabilities and stockholders' equity

CONSOLIDATING BALANCE SHEET
December 31, 2000

Cornerstone Cornerstone
Community Bancshares,
Bank Inc. Elimina
$ 4,633,514 $ 136,432 $ 136,
2,400,000 - -
16,397,715 - -
4,012,414 - -
83,431,776 - -
3,391,138 - -
849,142 - -
- 2,662,499 -
1,557,207 43,350 -

- 9,677,620 9,677,

$ 116,672,906

$12,519,901 $9,814,0

$ 12,060,572 $- $ 136
13,687,959 - -
10,459,568 - -
16,911,729 - -
48,266,503 - -

101,386,331 - 136,
183,834 - -
3,144,291 - -
2,000,000 - -
280,830 1,740 -
106,995,286 1,740 136,
590,130 1,166,129 590,
- 11,322,276 -
8,162,448 - 8,162,
802,592 (92,694) 802,
122,450 122,450 122,
9,677,620 12,518,161 9,677,

$116,672,906

$12,519,901 $9,814,
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tions

432

432

Consolidated

$ 4,633,514
2,400,000
16,397,715
4,012,414
83,431,776
3,391,138
849,142
2,662,499
1,600,557

$ 11,924,140
13,687,959
10,459,568
16,911,729
48,266,503

3,144,291
2,000,000
282,570

1,166,129
11,322,276

(92,694)
122,450



CORNERSTONE BANCSHARES, INC. AND SUBSIDIARY

CONSOLIDATING STATEMENT OF OPERATIONS
Year Ended December 31, 2000

INTEREST INCOME

Cornerstone Cornerstone
Community Bancshares,

Bank Inc.

Consolidated

Loans $7,977,863 $ - $7,977,863
Securities 1,382,181 267 1,382,448
Federal funds sold 61,282 - 61,282

9,421,326 267

Total interest income
INTEREST EXPENSE
Time deposits of $100,000 or more 955,612 - 955,612
Other deposits 3,226,911 - 3,226,911
Federal funds purchased and securities
sold under agreements to repurchase 198,722 - - 198,722
Federal Home Loan Bank advance 1,093 - - 1,093
Total interest expense 4,382,338 - - 4,382,338
Net interest income before
provision for loan losses 5,038,988 267 - 5,039,255
Provision for loan losses 559,700 - - 559,700
Net interest income after
provision for loan losses 4,479,288 267 - 4,479,555
NONINTEREST INCOME
Service charges 502,504 - - 502,504
Other noninterest income 54,774 - - 54,774
Net gains from sale of loans and securities 107,905 - - 107,905
Equity in subsidiary's earnings - 591,708 (591 ,708) -
Total noninterest income 665,183 591,708 (591 ,708) 665,183
NONINTEREST EXPENSES
Salaries and employee benefits 2,173,199 - - 2,173,199
Net occupancy and equipment expense 293,971 - - 293,971
Other operating expenses 1,738,361 254,526 - 1,992,887
Total noninterest expenses 4,205,531 254,526 - 4,460,057
Income (loss) before income tax expense (ben efit) 938,940 337,449 (591 ,708) 684,681
Income tax expense (benefit) 347,232 (24,675) - 322,557
Net income (loss) $ 591,708 $ 362,124 $ (591 ,708) $ 362,124
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