| CORNERSTONE

BANCSHARES, INC.

835 Georgia Avenue
Chattanooga, Tennessee 37402

March 28, 2012
Dear Shareholder:

We are pleased to invite you to attend our Annuaétihg of Shareholders, which will be held at 60®., on Thursday, April 26, 2012, at the Electric
Power Board (EPB) Building, % Floor Auditorium, located at 10 West Martin Luthéng Boulevard in Chattanooga, Tennessee.

As discussed in the accompanying proxy statementwill be asked at the Annual Meeting to electBoard of Directors and to ratify the
appointment of the auditors of Cornerstone Baneshanc.

Your vote is important. Whether or not you are dblattend, it is important that your shares beesgnted at the meeting. Accordingly, please sign,
date and return the enclosed proxy card at yoliesaconvenience.

Thank you for your cooperation.

Sincerely,
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Wesley M. (Miller) Welborr Nathaniel F. (Frank) Hughe

Chairman of the Boar Presiden




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

NOTICE OF ANNUAL MEETING OF SHAREHOLDERS
TO BE HELD ON APRIL 26, 2012

Notice is hereby given that the Annual Meeting bafholders (the “Shareholders Meetingf)Cornerstone Bancshares, Inc., a Tennt
corporation and bank holding company registereceuttte Bank Holding Company Act of 1956, as amer(tiezl “Company”) will be held at the EP
Building, 7% Floor Auditorium, 10 W. Martin Luther King, Jr. Bly Chattanooga, Tennessee, on Thursday, April @&2,2beginning at 6:00 p.m. lo
time, for the following purposes:

1. Election of DirectorsTo elect ten individuals to the Board of Direstor

2. Ratification of Appointment of Indeqkent Registered Public Accounting FirnTo ratify the appointment of Hazlett, Lewis
Bieter, PLLC as the Company’s independent regidtpulic accounting firm for the fiscal year endibgcember 31, 2012.

3. Other Busines§ o transact such other or further business aspr@yerly come before the Shareholders Meetinghgraajournmer
or postponement thereof.

Information regarding the matters to be acted wggadhe Shareholders Meeting is contained in theyP&tatement attached to this Notice.

Only shareholders of record at the close of busimasMarch 15, 2012 are entitled to notice of, tndote at, the Shareholders Meeting or
adjournment(s) thereof.

All shareholders, whether or not they expect teraitthe Shareholders Meeting in person, are reggiéstcomplete, date, sign and returr
enclosed proxy in the accompanying envelope. Thgypmay be revoked by the person executing theypadxany time before it is exercised by fil
with the President of the Company an instrumentegbcation or a duly executed proxy bearing a ld&e, or by electing to vote in person at
Shareholders Meeting.

BY ORDER OF THE BOARD OF DIRECTOR
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Chattanooga, Tenness Wesley M. Welborr Nathaniel F. Hughe
March 23, 201. Chairman Presiden

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




PROXY STATEMENT
FOR
ANNUAL MEETING OF SHAREHOLDERS
OF
CORNERSTONE BANCSHARES, INC.
TO BE HELD ON
APRIL 26, 2012

SOLICITATION OF PROXIES

This Proxy Statement is being furnished to the efaiders (the “Shareholdersij Cornerstone Bancshares, Inc., a Tennessee aigro(the
“Company”), in connection with the solicitation pfoxies by the Board of Directors of the Comparhe (tBoard”) from holders of the outstandi
shares of the Company’s common stock, $1.00 parevipér share (“Common Stockfpr use at the annual meeting of the Shareholdebetheld ¢
the EPB Building, " Floor Auditorium, 10 W. Martin Luther King, Jr. Bly Chattanooga, Tennessee, on Thursday, April @62,2beginning at 6:(
p.m. local time, and at any adjournment or postp@g thereof (the “Shareholders Meetindf).order to obtain directions to attend the Shalagre
Meeting contact Ms. Charlotte Lindeman at (423)-3897.

The Board has fixed the close of business on Mak;H012 as the record date for the determinatf@hareholders entitled to notice of, .
to vote at, the Shareholders Meeting. Each shaf@oaimon Stock entitles the holder thereof to one.vAs of February 28, 2012, there were is:
and outstanding,500,396shares of Common Stock.

Proxies for the Shareholders Meeting are herebygbsdlicited on behalf of the Company. In connettidth the solicitation of proxies, t
Board has designated Mr. Nathaniel F. Hughes olWarsley M. Welborn as proxies. Shares representel Iproperly executed proxy cards recei
in time for the meeting (the “Proxy Sharesi)ll be voted at the Shareholders Meeting in acanog with the directions on such proxies. I
directions are specified, the Proxy Shares wilvbted (i) “FOR”the election of the ten persons specified as nogsifier directors of the Company;
“FOR” the ratification of the Audit Committee’s apiptment of Hazlett, Lewis & Bieter, PLLC as the @panys independent registered pul
accounting firm for the fiscal year ending Decem®g&y 2012; and (iii) in accordance with the recomdsions of the Board in connection with
transaction of such other business as may properhe before the Shareholders Meeting. The Boargv&rad no other business that will be prese
for consideration at the Shareholders Meeting othan the matters described in this Proxy Statenfembuld any director nominee named he
become unable or unwilling to serve if electeds intended that the Proxy Shares will be votedtierelection, in his or her stead, of such otlezsq
as the Board may recommend.

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

This Proxy Statement is dated March 23, 2012 aaddtthe accompanying notice and form of proxyfiasebeing mailed to the Sharehold
on or about March 23, 2012. All costs of preparimignting, assembling and mailing the form of praqyd the material used in the solicitation wil
paid by the Company.

The presence in person or by proxy of the holdéesraajority of the shares of Common Stock will stitute a quorum for the transactior
business at the Shareholders Meeting. Votes caprdyy or in person at the Shareholders Meeting bl counted by the person appointed by
Company to act as election inspector for the mgefiihe election inspector will treat Proxy Shates reflect abstentions as shares that are prase
entitled to vote for purposes of determining thespnce of a quorum. Abstentions will not be courtedotes for or against any proposal. In t
instances where shares are held by brokers whprahgbited from exercising discretionary authoffity beneficial owners who have not given vo
instructions (“broker non-votes”), those shared b counted as present for quorum purposes. Bnogewotes will not be counted as votes fo
against any proposal.

IMPORTANT NOTICE REGARDING THE AVAILABILITY OF PROX Y MATERIALS FOR THE SHAREHOLDER MEETING TO BE
HELD ON APRIL 26, 2012: This Proxy Statement and tle Company’s 2011 Annual Report to Shareholders are availablat www.cscbank.con
in the Investor Relations area.




SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT

Set forth below is information, as of February 2812, with respect to beneficial ownership by &égle person who is known to the Comg
to be the beneficial owner of 5% or more of thestaniding shares of Common Stock, (ii) each direatmt nominee for director of the Company,
each named executive officer (as such term is ddfimder Iltem 402(m)(2) of Regulation S-K, refertedherein collectively as themamed executi
officers”) for the fiscal year ended December 3112 (referred to herein as “fiscal 20118pd (iv) all directors and executive officers of tBompan
as a group. Unless otherwise indicated below, @oGbmpanys knowledge, all persons listed below have the gotang and investment power w
respect to their shares of Common Stock (excefite@xtent that authority is shared by spousesruapdicable law).

Amount and
Nature of
Beneficial Percent of
Amount and Ownership of Outstanding
Nature of Percent of Series A Series A
Beneficial Outstanding Convertible Convertible
Name and Address Ownership of Common Preferred Preferred
Beneficial Ownel Description Common Stocl Stock (1) Stock (5) Stock
5% or More Beneficial Owners:
The Banc Funds Company,
L.L.C.
20 North Wacker Drive, Suite
3300
Chicago, IL 60606 407,40((2) 6.27%
Directors and
Named Executive Officers:
B. Kenneth Drivel Director 113,99¢3)(4) 1.7(% 4,440 (4 1.1(%
Karl Fillauer Director 215,74(3)(4) 3.22% 4,000*
David G. Fussel Director 2,05((3) * 2,00*
Nathaniel F. Hughe President and Direct 239,54(3)(4) 3.57% 10,00( 2.4&%
Lawrence D. Levint Director 30,48¢3)(4) * 60C*
Frank S. McDonalt Director 9,59¢(3) & 1,00(*
Doyce G. Payne, M.C Director 187,023)(4) 2.7% 1,20¢*
Gary W. Petty, Jr. Senior Vice Presider
and Chief Financial
Officer 13,31%(3) * *
Anthony W. Ray Jr Chief Risk Officer 2,20((3) * *
Robert B. Watson Executive Vice
President and Senio
Loan Officer 37,41(3)(4) * 1,88(*
Wesley M. Welborn Chairman and
Director 66,47(3)(4) * 4,000+
Billy O. Wiggins %
Director 163,97°(3)(4) 2.45* *
Marsha Yessicl Director 114,23{(3)(4) 1.7(%
All directors and executive officers as a group (1
persons) 1,196,04. 17.85% 29,12( 7.21%




@)

@)

®)

(4)

©)

Signifies less than one perce

Unless otherwise indicated, beneficial ownershipstsis of sole voting and investing power base®,600,396 shares issued and outstar
on February 28, 201.

Based on a Schedule 13G/A filed jointly by Banc &F\i L.P. ("BF VI"), an lllinois Limited Partnershj Banc Fund VII L.P. ("BF VII"), a
lllinois Limited Partnership, and Banc Fund VIIIR..("BF VIII"), an lllinois Limited Partnership, (collectively, the "ReportiRgrsons"). Tt
general partner of BF VI is MidBanc VI L.P. ("MidBea VI"), whose principal business is to be a gelngagtner of BF VI. The general parti
of BF VIl is MidBanc VII L.P. ("MidBanc VII"), whoe principal business is to be a general partn&FoY¥1l. The general partner of BF VIII
MidBanc VIII L.P. ("MidBanc VIII"), whose principabusiness is to be a general partner of BF VIlidB&nc VI, MidBanc VII, and MidBar
VIII are lllinois limited partnerships. The genegrtner of MidBanc VI, MidBanc VII, and MidBanc Wis The Banc Funds Company, L.L.
("TBFC"), whose principal business is to be a gahpartner of MidBanc VI, MidBanc VII, and MidBandll. TBFC is an lllinois corporatio
whose principal shareholder is Charles J. Moore. Mioore has been the manager of BF VI, BF VII, &fd VIII, since their respecti
inceptions. As manager, Mr. Moore has voting argpaitive power over the securities of the issudd by each of those entities. As
controlling member of TBFC, Mr. Moore will contrdBFC, and therefore each of tRartnership entities directly and indirectly coliad by
TBFC.

Includes the following numbers of shares subjegurhase pursuant to options that are exercisabhéll become exercisable within 60 di
of February 28, 2012: Mr. Driver—6,650 shares; MHiauer—6,650 shares; Mr. Fussell—2,050 shares; Hlighes—00,500 share
Mr. Levine—6,650 shares; Mr. McDonald—3,650 sharBs; Payne—6,650 shares; Mr. Petty—12,700 shares; Ray—2,200 share
Mr. Watson—37,000 shares; Mr. Welborn—3,650 shdvrs Wiggins—6,650 shares; Ms. Yessick;650 shares; and all directors and offi
as a group-201,650 shares. Such shares are deemed to bendirtgtéor the purposes of computing the percentageership of the individu
holding such shares, but are not deemed outstarfidinurposes of computing the percentage of ahgroperson listed above as a benel
owner. On March 28, 2011, all named independeetthrs voluntarily forfeited their options for thevard years 2006 and 2007, and the sl
underlying these options became available foriBigtion in connection with future awards under fihen.

Includes shares held by affiliated entities, shdresl by spouses, children or other close relatimesl shares held jointly with spouses c
custodians or trustees, as follows: Mr. Fillauer-6;841 common shares; Mr. Hughes—3,084 in commoreshdlr. Levine—21,334 comma
shares; Dr. Payne—75,456 common shares; Mr. Wigglt#5101 common shares; Mr. Ken Drivert87,344 common shares and 440 st
preferred; Mr. Welbor—34,328 common shares; Mr. Wat<—680 preferred shares; and Ms. Yes—51,429 common share

Series A Convertible Preferred Stock can be coedeid Cornerstone Bancshares common stock at meyat the discretion of the owner at
shares of common to 1 share of preferred conver




PROPOSALS
Item 1. ELECTION OF DIRECTORS

The Companys bylaws provide that the Board shall be compriskdine to fifteen directors. Currently, the Bodsedcomprised of te
directors.

On January 23, 2012, the Board nominated B. KenBeier, Karl Fillauer, David G. Fussell, Nathaniel Hughes, Lawrence D. Levil
Frank S. McDonald, Doyce G. Payne, M.D., WesleyWelborn, Billy O. Wiggins and Marsha Yessick torstafor election as directors at
Shareholders Meeting. Should any nominee becombleina serve for any reason, or choose not to sehee Board may designate a subst
nominee or nominees (in which event the personsedaimthe enclosed proxy card will vote all valibyy cards for the election of such substi
nominee or nominees), allow the vacancy or vacarncdeemain open until a suitable candidate or ickatels are located or by resolution provide 1
lesser number of directors.

Each director elected at the Shareholders Meetitigs@rve until the next Annual Meeting of Sharateis and until his or her successor
been duly elected and qualified or until his or éarlier resignation or removal.

Information about Director Nominees
Set forth below with respect to the nominees foeator of the Company is information regarding theisiness experience during the past

years and other informatiom addition, the individual experiences, qualificas, attributes and/or skills of each nomineedioector that led to his
her nomination and contribute to the Board’s effestiess as a whole are also discussed below.

Name Age Principal Occupation and Qualifications
B. Kenneth 76  Vice Chairman and C&hief Executive Officer of Fillauer Companies, Ing.Chattanooga based prosthetic manufac
Driver since 1914. He previously served as President duef Operations Officer of Fillauer Companies, Ifrom 1994 to 200’

Since 2007 to present he has served as the Viden@iraand Vice CEO of the Fillauer Companies. He Ibeen a direct
of the Company since 1997. Mr. Driver has extensi¥perience in the matters involved in running @agédapublic
company, has served in several capacities from @FPresident and has expertise in finance and aticgy corporat
governance, employee matters, and mergers ands#ams.

Karl Fillauer 64  Chairman and CEO of Fillauer Companies, Inc., att@haoga based prosthetic manufacturer, since 19&sas been
director of the Company since 1997. Mr. Fillaueings significant executive management experienckiasight to th
Board and is proficient in matters relating to fine and accounting, corporate governance, empioyters, and merge
and acquisitions

David G. Fussell 65  Former Chief Investment Officer (CIO) of Unum Groapleading worldwide provider of employee bendfisurance. M
Fussell was employed by Unum Group and its predecssfor 42 years, including as its Senior Viceskient o
Investments from 2000 to 2008. He has been a dire¢tthe Company since January 2009 the CIO of a large pub
company, Mr. Fussell acquired extensive experiénaeatters relating to finance and accounting, coafe governanc
employee matters, mergers and acquisitions, rislesasnent, civic affairs, and government relatidfis. investmer
background adds material depth to the Commaimyestment management and risk oversight protessldition, he als
serves on the boards of several-profit organizations




Name

Age

Principal Occupation and Qualifications

Nathaniel F
Hughes

Lawrence D
Levine

Frank S.
McDonald

Doyce G. Payne,
M.D.

Wesley M.
Welborn

Billy O. Wiggins

53

82

60

61

53

69

President of the Company and the Company’s sol&ibarsubsidiary, Cornerstone Community Bank (tha"iB’), since
November 2009. He previously served as PresidahiCimief Financial Officer of the Company and Presidand Chie
Operating Officer of the Bank from June 2004 to Bloper 2009. Prior to this time, Mr. Hughes servedPeesident ar
Chief Financial Officer of the Company and the Bé&mm April 2003 to June 2004, and as ExecutiveeVizesident ar
Chief Financial Officer of the Company and the Bémkn February 1999 to April 2003. Mr. Hughes haefva director «
the Company since April 2003. He has over 25 yeapgrience in the banking and financial serviceigtry, includin
expertise in finance and accounting. Mr. Hughesesses extensive knowledge of the Compmahysiness and regulat
environment, including matters affecting public qgamies. As chief executive, he is intimately inwain the Company
strategic vision and direction and interacts widly lexecutives and constituents within and outsi@dedrganization. F
also serves on the boards of severa-profit organizations

Retired insurance executive since 2002. Prior @220e was President of Financial Management Car&hattanoo¢
based insurance and financial management compangyér twenty years. He has been a director ofbepany sinc
1997. As a former small business risk managemensuitant, Mr. Levine brings an extensive amounggrperienc
concerning the small business market and risk n&mnagt. In addition, his background assists the Gamypn huma
resources management. He also serves on the lafaseigeral no-profit organizations

President of FMA Architects, PLLC, a Chattag@dased architectural firm, for more than twefintg-years. He has be
a director of the Company since September 2005MdDonald’s extensive experience in the development andestat
industry assists the Barkloan origination process and credit risk managenle addition, he has vast experienc
board governance and has served as Chairman obteaee-profit organizations

Dr. Payne practiced obstetrics and gynecology énGhattanooga area for more than twenty years fwibis redirectin
his practice to International Medical Missions B0Z. He has been a director of the Company siné&.18s a resident
Chattanooga, his knowledge of the Chattanooga rhditsewell with the Company strategy of focusing on its ci
banking franchise in Hamilton County. He also serwe the boards of several 1-profit organizations

Chairman of the Board of Directors of the Compang the Bank since November 2009. Mr. Welborn alse $erved :
President of Welborn & Associates, Inc., a Chattg@obased consulting firm specializing in transgtoh logistics, fc
more than ten years. He has been a director d€tmepany since September 2005. Mr. Welborn has deymdahe boarc
of numerous trucking companies and associationadttition, he served on the board of a publiclgedbank for mar
years and for two terms as a director of the Féd®eaerve Bank of Atlanta’s Birmingham Brant¢te also serves on t
boards of several n-profit organizations

President of Checks, Inc., a Chattanooga basedatfyezheck printing company, for more than twepears. He has be
a director of the Company since 1997. Mr. Wiggias kbxpertise in retailing and wholesaling and esitenexperience
the matters involved in running a large companygluding finance and accounting, corporate govereameenploye
matters, and mergers and acquisitic




Name Age Principal Occupation and Qualifications
Marsha Yessick 64  Owner of Yessiclks Design Center, a Chattanooga based interior miesipany, for more than thirty years and a cu
member of the American Society of Interior Design&he has been a director of the Company sincé. #39the founde
and operator of several businesses, Ms. Yessickéasdoped significant experience in managing gretating business
of varying sizes. In addition, her background asdise Company in human resources manager

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

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

Item 2. RATIFICATION OF APPOINTMENT OF INDEPENDENT REGISTER ED PUBLIC ACCOUNTING FIRM FOR FISCAL 2012

The Audit Committee of the Board has appointed ethzLewis & Bieter, PLLC (“HLB")to serve as the independent registered p
accounting firm for the Company and its subsidianythe fiscal year ending December 31, 2012 (somext referred to herein as “fiscal 20124).B
has served as the independent registered publwuating firm for the Company since 1997 and for Benk since 1996. HLB has advised
Company that neither HLB nor any of its partnergehany direct or material interest in the Compang &s subsidiary except as the indepen
registered public accounting firm of the Compang ds subsidiary.

The Company is asking the shareholders to ratéyAtdit Committees appointment for fiscal 2012. In the event ther8halders fail to ratif
the appointment, the Audit Committee will consiéteat direction to consider other independent reget public accounting firms after fiscal 201
representative of HLB will be present at the Shalédrs Meeting and will be given the opportunityntake a statement on behalf of HLB if he or
so desires. The HLB representative is also expeotegspond to appropriate questions from the $indders.

Required Vote

The affirmative vote by holders of a majority obtehares of Common Stock represented at the Shdeehdleeting, at which a quorun
present, is required to ratify the appointment aBHas the Company’s independent registered pulbtioanting firm for fiscal 2012.

THE BOARD RECOMMENDS A VOTE “ FOR " THE RATIFICATION OF THE APPOINTMENT OF HAZLETT, LEW IS &
BIETER, PLLC AS THE COMPANY’ S INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM FOR THE FISCAL YEAR
ENDING DECEMBER 31, 2012.




CORPORATE GOVERNANCE AND THE BOARD OF DIRECTORS

The Companys business is managed by its employees under teetidn and oversight of the Board of DirectorsaBbmembers are ke
informed of the Compang’business through discussions with managemengrigdatprovided to them by management and thetigigetion in Boar
and Board Committee meetings.

Board Composition and Director Independence

The Board is currently comprised of ten directditse directors of the Company are also directoth@Bank. The current Board is compri
of one employee director, Nathaniel F. Hughes, @nd nonemployee directors, Messrs. Driver, Fillauer, Flissevine, McDonald, Payne, Welbc
and Wiggins and Ms. Yessick. Although the OTC BlirleBoard does not have rules regarding directdiependence, the Board in its busil
judgment has determined that each of the-employee directors is an “independent directas’defined by the listing standards of the Nasdagk
Market, Inc. (the “Nasdaq listing standardsThe Board has four standing committees: the Audiln@ittee, the Asset/Liability Management
Strategic Planning Committee, the Human Resourcafféasation Committee (sometimes referred to hexgithe “Compensation Committeedinc
the Nominating/Board Governance Committee. The @&danits membership on the Audit Committee, the @emsation Committee and
Nominating/Board Governance Committee to indepehd@ectors as defined by the Nasdaq listing stessland the rules and regulations of
Securities and Exchange Commission (“SEThe standing committees advise the Board on pdaigyination and plan administrative strategy
assure policy compliance through management regpftom areas under their supervision. Each ofetiear committees has an identical counte
which serves the board of the Bank. In additioe, Bank has a Directors Loan Committee (the “Bahlkian Committee”). The Bank'wholly owne:
subsidiary, Eagle Financial, Inc. (“Eagle”), is d@nt and has no committees or directors appoirttddsatime. The Company’s Board selects the non-
management directors from the Company’s indeperdiesttors if appointed.

Board Leadership Structure

Currently, the Chairman of the Board is an independlirector. The offices of Chairman of the Boardl Chief Executive Officer (“CEQ”
are separated, with Nathaniel F. Hughes holdingptiggtion of Principal Executive Officer and Weslgly Welborn being Chairman of the Boafdn
March 1, 2012, the Company filed a notice with Fexleral Reserve Bank of Atlanta pursuant to Sedibh of the Financial Institutions Refol
Recovery and Enforcement Act of 1989 to appoint iMrghes as Chief Executive Officer of the Comparhe Company does not have a formal pc
with respect to the separation or combination ef dfffices of Chairman of the Board and CEO. Rattiex,Board has the discretion to combin
separate these roles as it deems appropriate finogrtd time, which provides the Board with necegslixibility to adjust to changed circumstancet
light of the transition in management in 2009 ahd many challenges arising from the difficult eamim and regulatory environment, the Bc
determined that separating the roles of Chairmah@GEO would allow the CEO to devote the requisigmificant time and focus on managing
business and restoring financial strength. Howeweder other circumstances, the Board may deterthitecombining these roles would better s
the Company by enabling one individual to act asridge between management and the Board, theratiltefting their common purpose, &
clarifying lines of authority and responsibility.idtbrically, the Company has not designated a stépdead independent director at times whel
offices of Chairman and CEO were combined.

Risk Oversight

Oversight of risk management is a central focushef Board and its committees. The full Board redyleeceives reports both from Boi
committees and from management with respect tavahieus risks facing the Company, including the IBaand oversees planning and respondit
them as appropriate. The Audit Committee currehtlg primary responsibility for oversight of finaaiciisk and for oversight of the Compagyrisk
management processes, including those relatiriggation and regulatory compliance. Under its ¢darthe Audit Committee is required to discus:
Companys risk assessment and risk management policiesocaimdjuire about any significant risks and exposuaad the steps taken to monitor
minimize such risks. The Asset/Liability Managemamid Strategic Planning Committee actively measareb manages interest rate risk ar
responsible for approving the Compasnysset/liability management policies and for oseirsg the formulation and implementation of stragedc
improve balance sheet positioning and earnings.Himaan Resource/Compensation Committee is chieBpansible for compensatioelated risks
Under its charter, the Human Resource/Compens@&t@nmittee must discuss and review the key busiaedsther risks the Company faces ant
relationship of those risks to certain compensatorangements. The BarsklLoan Committee has primary responsibility fordirgisk and th
committee’s duties include oversight of the Bankredit risk department. Each of these committeegives regular reports from manager
concerning areas of risk for which the committes baersight responsibility. The Bank created thi&cefof Chief Risk Officer (“CRO”)who is
directly responsible for the BargkAudit and Compliance programs and all the em@syassigned to those functions. The CRO reporsttiirto the
Audit Committee, which allows the Audit Committeedssist in managing the Bank'’s risk.




Code of Conduct

The Company has adopted a Code of Conduct, whiokaits provisions consistent with the SE@escription of a code of ethics, wk
applies to its directors, officers and employees)uding its principal executive officers, principnancial officer, principal accounting offici
controller and persons performing similar functiolbe purpose of the Code of Conduct is, amongradttiegs, to provide written standards that
reasonably designed to deter wrongdoing and topKdjnote honest and ethical conduct; (2) providk fair, accurate, timely and understand:
disclosure in reports and documents that the Cognples with the SEC and other public communicasiday the Company; (3) assure compliance
applicable governmental laws, rules and regulafigd¥ require prompt reporting of any violations tife Code of Conduct; and (5) estak
accountability for adherence to the Code of Condtath director is required to read and certifyusdly that he or she has read, understands an
comply with the Code of Conduct. The Company’s CofléConduct is available on the Company’s websttevaw.cscbank.conin the Investc
Relations area.

Meetings of the Board of Directors

Because all directors of the Company are also @ireof the Bank, the Board of Directors of the @amy and the Bank meet concurre
(collectively referred to herein as the “Board”heélBoard held twelve meetings during 2011, andliadictors attended at least 85% of the aggr
total number of meetings of the Board and meetofghe Board committees on which they served (®ektent held during the period for which
director had been a member of the Board or a membsuch Board committees). The Company does net lapolicy for director attendance
annual meetings. Seven of our then ten directors weesent at the Company’s 2011 Annual Meetinghafreholders.

Audit Committee

The Audit Committee selects and engages the Compangtependent registered public accounting firmhegear. In accordance with
charter, the Audit Committee, among other thingsjews the Compang’ financial statements, the results of internalittng] financial reportin
procedures, reports of regulatory authorities, daanpe with internal controls required by the Fed@eposit Insurance Corporation Improvement
and regularly reports to the Board with respectltosignificant matters presented at meetings ef Audit Committee. The charter of the Al
Committee is available on the Company’s websitenaiv.cscbank.conin the Investor Relations area. The Audit Committeeurrently comprised
five non-employee directors, Messrs. Levine, Pailiguer, Fussell and McDonald, each of whom redé&pendentas defined by the Nasdagq list
standards and the rules and regulations of the $BE€ Audit Committee does not have an “audit corteifinancial expert,as defined in applicak
SEC rules, because no director on the Board sstisfie criteria of an audit committee financial ex@and the Company has not been able to f
suitable board member who is such an expert. ThaitADBommittee held four meetings for the Companyirdy 2011, each of which was h
concurrently with the Bank’ Audit Committee. Prior to the release of quaytedports in 2011, the Audit Committee or a membkthe Audi
Committee also reviewed and discussed the interan€ial information contained therein with HLB etiCompanys independent registered pul
accounting firm during fiscal 2011.

Audit Committee Report

Committee Charter

The Audit Committee and the Board have approved adupted a charter for the Audit Committee, a copywvhich is available on ti
Company’s website at www.cscbank.camthe Investor Relations area. In accordance With charter, the Audit Committee assists the Boa

fulfilling its responsibility for overseeing the @munting, auditing and financial reporting processéthe Company. The responsibilities of the A
Committee are described in greater detail in itsrie.




Auditor Independence

The Audit Committee received from HLB written disslres and a letter regarding its independencee@sired by Public Compa
Accounting Oversight Board Rule 3526, “Communicatiwith Audit Committees Concerning Independendgscribing all relationships between
independent registered public accounting firm dr@dl@ompany that might bear on the registered palgéounting firms independence, and discus
this information with HLB. The Audit Committee alseviewed and discussed with management and witB kHie quality and adequacy of
Companys internal controls. The Audit Committee also resgd with HLB and financial management of the Conypre audit plans, audit scope
audit procedures. The discussions with HLB alsduthed the matters required by generally accepteliting standards, including those describe
Statement on Auditing Standards No. 61, as ameratetias adopted by the Public Company Accountingr€dght Board in Rule 3200T. The AL
Committee has also considered, and concludedttbgirovision of services by HLB described underdhption “All Other Feesdre compatible wil
maintaining the independence of HLB.

Review of Audited Financial Statements

The Audit Committee has reviewed the audited firglratatements of the Company as of and for treafigear ended December 31, 2011
has discussed the audited financial statementsmatagement and with HLB. Based on all of the foireg reviews and discussions with managel
and HLB, the Audit Committee recommended to therBaa# Directors that the audited financial statetadse included in the CompasyAnnua
Report on Form 10-K for the year ended Decembeg311, to be filed with the SEC.

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

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

The information contained in this report shall et deemed to be “soliciting material,” or to be I§d” with the SEC or subject to Regulat
14A or 14C of the Securities Exchange Act of 1834amended (the “Exchange Act®ther than as provided by applicable SEC rulestathe
liabilities of Section 18 of the Exchange Act, @kde the extent that the Company specifically estigi that the information be treated as solici
material or specifically incorporates it by refel@ninto a document filed under the Securities Ad383, as amended (the “Securities Act,the
Exchange Act. In addition, such information shait tve deemed to be incorporated by reference imtp fding under the Securities Act or
Exchange Act, except to the extent that the Comgaaifically incorporates it by referenc

Policies and Procedures for the Approval of Related Person Transactions

The charter of the Audit Committee provides thamiist approve all transactions between the Compadyrelated parties, as definec
applicable SEC rules and regulations. In accordamitie this responsibility, the Audit Committee ontienely basis reviews and, if appropri
approves all related party transactions. At anyetimwhich an executive officer, director or nond@rfer director becomes aware of any contemp
or existing transaction that, in that persopldgment may be a related party transaction, pacton is expected to notify the Chairperson efAldi
Committee of the transaction. Generally, the Cleaipn of the Audit Committee reviews any reportadigaction and may consult with outside |
counsel regarding whether the transaction is, @t, fa related party transaction requiring apprdwalthe Audit Committee. If the transactior
considered to be a related party transaction, therAudit Committee will review the transaction anddeciding whether to approve the transac
will consider the factors it deems appropriate uride circumstances, including, but not limitedtteg following:

« The approximate dollar amount involved in the teanti®n, including the amount payable by or to #lated person;
« The nature of the interest of the related persahertransaction;
« Whether the transaction may involve a conflictraérest;




« Whether the transaction involves the provision @bds or services to the Company that are avaifabte unaffiliated third partie
and, if so, whether the related party transact®oori terms no less favorable than terms generalijladle to an unaffiliated thi
party under the same or similar circumstances;

« The purpose of the transaction and any potentiafits to the Company.

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

Audit and Non-Audit Fees

The following table presents the aggregate fedsdbib the Company for professional services rezdiday HLB for the fiscal years enc
December 31, 2010 and December 31, 2011:

Services 2010 2011
Audit Fees (1) $ 132,56¢ $ 125,65(
Audit Related Fees (2 $ 18,00( $ 17,50(
Tax Fees (3) $ 21,25¢ $ 30,60(
All Other Fees (4) $ 0% 0
Q) Audit fees consist of services rendered for thdtaafdhe annual financial statements, includinguieed quarterly reviews, statutory ¢

regulatory filings or engagements and services gleaierally only the independent registered puldicoanting firm can reasonably
expected to provide

2) Auditrelated services are assurance and related semiaesre reasonably related to the performancthefaudit or review of t
financial statements or that are traditionally perfed by the independent registered public accogrftrm and are not included in f
“Audit Fee” category.

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

4) All other fees are for services other than thoséha previous categories such as permitted compdia&nce assistance and permi
advisory services

The charter of the Audit Committee provides that dluties and responsibilities of the Audit Comneitieclude the prepproval of all service
that may be provided to the Company by the independccountants whether or not related to the alndfiscal years 2010 and 2011, the Audit F
Audit Related Fees, Tax Fees and All Other Feeg wez-approved by the Audit Committee.

Asset/Liability Management and Strategic Planning @mmittee

The Asset/Liability Management and Strategic PlagniCommittee oversees and reviews the Comparyvestment portfolio, ris
management process, development and implementafidthe Companys strategic plan and interest risk positions. Theremt members of tr
Committee are Messrs. Driver, Fussell, and Wiggirte Asset/Liability Management and Strategic PlagrCommittee held four meetings for
Company during 2011, each of which was held coeculy with an identical committee of the Bank. Keriver is the Companyg Asset / Liabilit
Committee Chairman and attended nine Managemert Atsability Committee meetings held in 2011.

Human Resource/Compensation Committee

The Human Resource/Compensation Committee makesimendations to the Board with respect to the cosgon of executive office
and employees of the Company and the Bank. The HUResource/Compensation Committee administers trap@nys 401(k) plan, Employ:t
Stock Ownership Plan (“ESOP”), Statutory-NonstatytStock Option Plan, 2002 Long Term Incentive Pird 2004 NorEmployee Directc
Compensation Plan. In addition, the Human ResoGarepensation Committee oversees the Compgaegiployee benefit and salary administre
functions. The Board has adopted a written chddetthis Committee, which is available on the Comyga website at www.cscbank.coim the
Investor Relations area. The Human Resource/ComfiensCommittee is comprised of four independeméalors chosen annually by the Bo.
Messrs. Driver, Fillauer and Levine and Ms. Yessigkho is the Committee Chairperson, constitute tuerent members of the Hurmr
Resource/Compensation Committee. The Human Red@Qamgensation Committee held two meetings for tben@any during 2011, each of wh
was held concurrently with an identical committé¢he Bank. Ms. Yessick serves as the chairmaheHuman Resource / Compensation Commi
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Nominating/Board Governance Committee

The Nominating/Board Governance Committee idergtjfisvestigates and recommends prospective dietddhe Board with the goal of creal
a balance of knowledge, experience and diversigyndilates for director nominees are reviewed irctirgext of the current composition of the Bo
the operating requirements of the Company and thekBand the long-term interests of the Compsanshareholders. The Nominating/Bc
Governance Committee develops and maintains aofigtotential candidates for the Board. In assessmudidates for service as an indeper
director, the Nominating/Board Governance Committeesiders: the individuad’knowledge and contacts in the communities in withe Compar
does business; diversity of viewpoints, backgrowngherience and other demographics; ability antingitess to commit adequate time to Board
committee matters; and the fit of the individsaskills and personality with those of other dioestand potential directors in building an effeetant
responsive Board. The Nominating/Board Governanaen@ittee does not set specific, minimum qualificas that nominees must meet in orde
the Committee to recommend them for service orBibard, but rather believes that each nominee shogildvaluated based on his or her indivi
merits, taking into account the needs of the Compzend the composition of the Board.

As described above diversity, broadly defined t@mdiversity of viewpoints, background, experieand other demographics, is one criteriol
which the Nominating/Board Governance Committeeebdts recommendations of new nominees for direptsitions. The Board believes t
diversity is important to the effective functionirgf the Board. More generally, the Board is comaitto fostering an environment of non-
discrimination and equal opportunity for employemsstomers and suppliers and treatment of everwiti®ut discrimination or harassment base:
race, color, religion, sex, sexual orientation, dgmidentity, national origin, age, veteran staiuslisability. However, neither the Nominating/Bd
Governance Committee nor the Board has a formadypulith regard to the consideration of diversityidentifying director nominees.

The Nominating/Board Governance Committee alsoemgsithe performance and contribution of independeembers of the Board a
determines the need for any corporate officer tacdmsidered a candidate for nomination. The NonrgatBoard Governance Committee will
consider nominees for directors recommended byeslotders. The Board has adopted a written chadertife Nominating/Board Governal
Committee, which is available on the Company'’s vitebat www.cscbank.corim the Investor Relations area. Each member oNbminating/Boar
Governance Committee would be deemed independetdr the Nasdaq listing standards. Messrs. FillaDeryer and Welborn and Ms. Yess
constitute the current members of the NominatingfBoGovernance Committee. The Nominating/Board Gwee Committee held no meeti
during 2011. Mr. Welborn served as the chairmanhef Nominating/Board Governance Committee. All théependent Directors agreed to s
another year at the request of Mr. Welborn durirganuary Board meeting and the Nominating coraeittas not required to meet for 2012.

Shareholder Communications with Directors
Shareholders are encouraged to communicate wigtttdiis either in person or in writing at any til@mmunications are not screened

written communications are passed on to the Boardtleir review and consideration. Written commatiiens should be sent to Cornerst
Bancshares, Inc., Attention: Chairman of the A@bimmittee, 6401 Lee Highway, Suite 119, Chattanp®ganessee 37421.
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EXECUTIVE COMPENSATION
Introduction

The Compensation Committee (the “Committee”) carmeit the Board overall responsibilities with respect to execaittompensatio
director compensation and review the performancethef Company’s principal executive officer (the ‘®BE The Committee also overs:
administration of the Company’s employee benefinpl| including the Compars/401(k) plan and ESOP. The Committee operatesrumdeitter
charter (see www.cscbank.conthat is approved annually by the Board. The CoitemiChairperson sets the agenda and calendadrgd@ammittes
The Committee has the authority to hire independensultants to advise the Committee on compensatiatters. For fiscal 2011, the Committee
not hire an independent consultant to advise thar@ittee on compensation matters. The PEO reviewpdnformance of the other named execi
officers and recommends to the Committee compeasatickages for each of them.

Total compensation of the Company’s named executiifieers is determined primarily by the Compasigize in earning assets,
Company'’s financial performance and the individerstcutives performance. In determining what types and lepél®tal compensation to offer 1
named executive officers, the Committee followsvitstten Executive Compensation Policy, includingidglines, using predetermined Comp
financial parameters for the distribution of thetjgallar components of total compensation to thmed executive officers.

Compensation Philosophy

The Companys overall executive compensation philosophy islignats compensation program with optimizing strenieler value. To th
end, the program is designed to recognize supeperating performance and to attract, retain andvaie the executive talent essential to
Company'’s financial success. Consistent with thisogophy, the Committee is guided by the followwigectives when administering the Company’
overall compensation program:

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

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

« Provide substantial performance-related incentompmensation that is aligned with the Compangtrategies and directly tied
meeting specific Company objectivt

« Strongly link the interests of the executives te tralue derived by the Company’s shareholders foswning the Companyg
Common Stock; an

- Be fair, ethical, transparent and accountable fitingeand disclosing executive compensation.

In furtherance of these objectives, the followirmgsiderations underlie the Committee@letermination with respect to the following pijrad
elements of compensation for the named executiveeos:

Base Salary— Individual salary determinations should be basgdn the officers qualifications, behaviors, cultural adherence
performance.

Annual Cash Incentives Executives should have a portion of their totalhcasmpensation at risk, contingent upon meeting oy
objectives.

Long-Term Equity-Based AwardsExecutives who are critical to the Company’s kbeign success should participate in Idegn incentiv:
opportunities that link a portion of their totalapensation to increasing shareholder value.

Retirement Plans and Other BenefitExecutives should participate in the Comparhenefit programs, such as health insurance, ¥pldk
ESOP, vacation and life insurance, at a level abeist with policy, prevailing law and current regpion.

Total compensation is intended to correlate toGbenpany’s ability to grow earning assets, whicluim enhances the Compasygrowth ir
shareholder value. The Committee did not use cdtiygessalary surveys to determine or measure tha& wompensation of the named exect
officers. A portion of each named executive offisetotal compensation consists of cash paymentsidimg base salary and/or annual cash ince
awards. In addition, a portion of each named exeeudfficer's total compensation consists of equity awardsgdesi to align the interests of
named executive officers with the interests of@enpany’s stakeholders, who include shareholdenp)@yees, directors and community interests.
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Fiscal 2011 Summary Compensation Table and Narratey

Under rules established by the SEC, the Compamsgjisired to provide certain data and informatiogareing the compensation and ben
awarded to, earned by or paid to all persons wheedeas principal executive officer of the Compaluying 2011 and certain other executive offic
including the two other most highly compensatedcesige officers whose total compensation exceedd&dPO00 (the “named executive officersThe
disclosure requirements include the use of tabhek rearrative discussion of any material factorsessary to an understanding of the informe
disclosed in the tables. The summary compensagible tbelow sets forth certain elements of compé@nsdbr the named executive officers of
Company and the Bank for the periods indicated.

FISCAL 2011 SUMMARY COMPENSATION TABLE

Director
Non- equity Fees Earne  All Other
Stock Option  Incentive Pla  or Paid in  Compens-
Salary Bonus Awards Awards Compensatic Cash ation Total
Name and Principal Positi  Year (%) $)AQ) (%) []&)] (%) ®B $4@ (%)
(@) (b) (©) (d) (e) (® ()] (h) (i) 0]
Nathaniel F. Hughe 2011 169,20( 1,00( 0 24,25( 0 8,064 0 202,51
Presiden 2010 179,20( 20z 0 0 0 9,48( 0 188,88
Company & Banl 2009 179,20( 20: 0 11,30( 0 9,48( 0 200,18
Robert B. Watsol 2011 140,00( 1,00(¢ 0 14,55( 0 0 0 155,55(
Ex. Vice Presider 2010 150,00( 20z 0 0 0 0 0 150,20
Sr. Loan Officel 2009 150,00( 20z 0 11,30( 0 0 0 161,50:
Bank
Anthony Ray 2011 97,00( 1,00( 0 14,55( 0 0 0 112,55(
Sr. Vice Presider 2010 85,00( 217 0 0 0 0 0 85,217
Chief Risk Officer 2009 62,40( 217 0 2,26( 0 0 0 64,87
Bank
Gary W. Petty Jt 2011 115,00( 1,00( 0 14,55( 0 0 0 130,55(
Sr. Vice Presider 2010 115,00( 217 0 0 0 0 0 115,21°
CFO 2009 92,50( 217 0 5,65( 0 0 0 98,36
Company & Banl
Q) Represents cash bonuses paid to the entire woekfiorconnection with the Christmas holiday sea

(2) The amounts in this column reflect the aggregasatgdate fair value of option awards computed icoettance with FASB ASC Topic 7:
The fair value of each option award is estimatedhendate of grant using the Black-Scholes opfidoing model. Fiscal 2009 option awa
were made on March 1, 2009 with a Blé®&holes value of $1.13 per share. No options werarded in 2010 based on fiscal 2
performance. Fiscal 2011 option awards were madéarch 1, 2011 with a Blackcholes value of $0.97 per share. A more del
discussion of the assumptions used in the valuatia@ption awards made in fiscal 2009 and 2011 daseperformance during 2008 and 2
may be found in Note 15 of the Notes to the FinalnStatements in the Company’s FormK.®er the fiscal year ended December 31, 2
Options acquired pursuant to option grants musegely be held at least two years before partiating is possible

3) The amounts in this column reflect the aggregatewarhof cash fees earned or paid to employee direéor attending meetings of the Ba
and the Bank, as described in greater detail uth@esection entitle” Director Compensatic’ below.

4) No contributions were made for fiscal 2009, 2018 2611 to the Compa’s retirement or ESOP plar
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Outstanding Equity Awards at 2011 Fiscal Year-End Bble and Narrative

The following table sets forth information concegioutstanding equity based awards for each ofigineed executive officers as of Decen
31, 2011 Because the Company has never issued stock apjadights, restricted stock awards or other stawskards, the table excludes all colu
relating to such awards.

OUTSTANDING EQUITY AWARDS AT 2011 FISCAL YEAR -END

Option Awards (1

Number of Securities Underlying Option
Unexercised Options (. Exercise Option
Grant Exercisable Unexercisable Price Expiration
Name Date (#) (# ($) Date
Nathaniel F. Hughes(: 5/01/2002 20,00( 3.62f  5/01/2012
3/01/20083 22,00( 3.62F  3/01/2013
3/01/2004 26,00( 5.43¢  3/01/2014
3/01/200& 18,00( 9.22F  3/01/201t
3/01/200¢8 5,10 3,40( 7.99C  3/01/201¢
3/01/200¢ 3,00¢ 7,00( 3.60C  3/01/201¢
3/01/2011 0 25,00( 1.70C  3/01/2021
Robert B. Watson( 3/01/20083 8,00( 3.62F  3/01/2013
3/01/2004 10,00( 5.43¢  3/01/2014
3/01/200& 6,00( 9.22F  3/01/201t
3/01/2008 4,20( 2,80( 7.99C 3/01/201¢8
3/01/200¢ 3,00¢ 7,00( 3.60C  3/01/201¢
3/01/2011 0 15,00( 1.70C  3/01/2021
Anthony Ray(3; 3/01/200¢8 60C 40C 7.99C  3/01/201¢8
3/01/200¢ 60C 1,40(C 3.60C  3/01/201¢
3/01/2011 0 15,00( 1.70C  3/01/2021
Gary W. Petty Jr.(3 5/01/2002 1,00(¢ 3.62f  5/01/2012
3/01/20083 1,60( 3.62F  3/01/2013
3/01/2004 2,60( 5.43¢  3/01/2014
3/01/200& 1,50(C 9.22F  3/01/201¢t
3/01/2008 1,80(C 1,20C 7.99C  3/01/201¢
3/01/200¢ 1,50(C 3,50( 3.60C  3/01/201¢
3/01/2011 0 15,00( 1.70C  3/01/2021
Q) All employee stock options have been awarded utifdeiCompan’s Statutor-Nonstatutory Stock Option Plan, which was approbgdhe

shareholders in 1996, and the Compar002 Long Term Incentive Plan, which was apprdwedhe shareholders in 2002. All unexerc
stock options have been adjusted for t-for-1 stock splits of September 2004 and December -

(2) All employee stock options vest 30% on the secomdvarsary of the grant date, 60% on the third wensiary of the grant date and 100%
the fourth anniversary of the grant d¢

3) On February 26, 2010, all named executive officgrsintarily forfeited their options for the awar@éars 2006 and 2007, and the sh
underlying these options became available foriBistion in connection with future awards under pien.

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

There are no Key Executive Employment Agreements aiy employees in the Company.
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Company Equity Plans

Under the terms of the Compary2002 Long Term Incentive Plan, the vesting of anistanding stock options and other awards urith
plan will be accelerated upon the occurrence dfiange of control so that all awards not previowstgrcisable and vested are fully exercisable
vested. For purposes of this plan, a “change ofroBrmeans the happening of any of the following:

« When any “person” (as such term is used in Secti®(d) and 14(d) of the Securities Exchange Act284l(the “Exchange Ac})
other than the Company or a subsidiary or any Comganployee benefit plan (including its trustes)pr becomes thebéneficia
owner” (as defined in Rule 13&l-under the Exchange Act) directly or indirectlysafcurities of the Company representing 51!
more of the combined voting power of the Comy’s then outstanding securiti¢

« The occurrence of a transaction requiring sharerolpproval for the acquisition of the Company oy emtity other than tt
Company or a subsidiary through purchase of adsgtsierger or otherwise; (

« The filing of an application with any regulatorytharity having jurisdiction over the ownership betCompany by any “persondyq
defined above) to acquire 51% or more of the combwoting power of the Compa’s then outstanding securitit

Also under the terms of the plan, if the employmafré participant in the plan is terminated for aegison following a change of control,
outstanding stock options or other awards undepldue granted to the participant that are not fabgrcisable and vested will become fully exerdi
and vested as of the date of such termination agpdhbligations to pay amounts to the Company orsubsidiary in connection with an award will
terminated as of the date when such terminationrscc
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DIRECTOR COMPENSATION
Fees for Board Service

The Companys directors do not receive fees for attendanceesdtimgs of the Board or committees of the Boardhef Company. Rathe
because these meetings are held concurrently étimeetings of the Board and equivalent committééise Board of the Bank, meeting fees are
by the Bank solely with respect to attendance attings of the Board and committees of the Boarthef Bank. Although employee directors
entitled to receive cash fees for attendance ardageetings, they are not eligible for Board coneeitattendance fees or to participate ir
Company’s annual cash incentive or Iadegm incentive award programs. In fiscal 2011, edickctor received $672 for attendance at eachwoe
Board meeting (two paid absences per calendarayeallowed). Each non-employee director (alsarefeto herein as an “independent directat®c
received $204 for attendance at each concurrenit Aginmittee meeting and $179 for attendance &t edteer Board committee meeting (incluc
concurrent meetings of equivalent Board and Banmkroittees and meetings of the Basikkloan Committee), except that the ChairpersomefAudi
Committee and of each other Board committee oBliuek received $247 and $204, respectively, fomatiece at such meetings. The Chairman c
Board also receives cash chairmanship fees (clyre$&5,000 on an annualized basis) for such sergfcwhich $50,291 was allocated to the B
Total director fees paid by the Bank for servicasdered on behalf of the Bank in 2011 (excludirgs feaid for Eagle Board Service) were $183,802.

In addition, Board members who are also directdérEagle received $340 for each Eagle board meetitended in 2011. Eagle held 1
board meetings during 2011. There are no other éeesompensation earned for being on Eagledard and Eagle does not have any sta
committees. Total director fees paid by Eagle fwiges rendered on behalf of Eagle in 2011 wer&QRL The Eagle Board was eliminated du
2011 when the Bank absorbed Eagle Financial, lnsiness activities. Eagle Financial, Inc. remaisslasidiary of the Bank in a dormant status.

Director Annual Cash Incentive Awards

The independent directors of the Company are ddigib receive an annual cash incentive award if Goenpany meets certain financ
performance goals set forth in its profit planfrasn time to time amended. These payments may tikip&ash or, at the election of each indeper
director under the 2004 Ndemployee Director Compensation Plan, in sharesashi@on Stock. Performance targets are establishék dteginnin
of the fiscal year through the financial budgetprgcess. Therefore, the independent directngiual cash incentive awards are determined bai
the Companys overall financial performance. The opportunityearn a cash incentive award payment ranges fromtdd%00% of the avera
independent directors’ compensation received inrosubsidiary Board and committee fees. The indéeet directorstash incentive award pool
further limited to not be greater than the exeautificers’ cash incentive award pool. Because the Companyndidprovide any funds for t
executive officers’ cash incentive award pool stél 2011, the independent directors did not recaiw cash incentive awards for fiscal 2011.

Director Long-Term Equity Based Awards

The Company'’s independent directors are also édigibparticipate in the Company’s Statutdtgnstatutory Stock Option Plan and the 2
Long Term Incentive Plan, each of which was presipapproved by the Board and its shareholders. Gtipensation Committee establishe:
February of each fiscal year, assuming the achiemérof certain financial targets for such fiscahyethe value of the Comparsyincentive stoc
options that will be issued the following calengaar. Based on the market value of the incentiweksbptions issued to all Company employees
independent directors as a group participate avel lof 15% of the total market value of all staptions granted to both employees and indepe
directors. The employee grant represents 85% ofataé Company grant, while the independent dinegtant, as a group, represents 15% of the
Company grant. The independent directors did negtive a fiscal 2011 award of n@ualified stock options to date due to reluctamcissue an awa
given the Company'’s financial condition. When aveatdnongualified stock options issued to independent tlimscvest 50% on the first annivers
of the grant date and 100% on the second anniyetdahe grant date. The Company has recognizeaddhgpensation expense related to the s
subject to these awards.

Director Compensation Table
The following table sets forth the compensatiomedrby the Company’independent directors for services rendered dutie fiscal yee

ended December 31, 2011:
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DIRECTOR COMPENSATION FOR FISCAL 2011 *

Fees Earned Non-Equity
or Paid in Stock Option Incentive Plan All Other
Cash Awards Awards Compensatiol  Compensatiol Total
Name ($)@) (%) ()2 (C)] (%) (6]
B Kenneth Drivel 17,54: 0 0 0 0 17,54:
Karl Fillauer 11,97¢ 0 0 0 0 11,97¢
David G. Fussel 12,34¢ 0 0 0 0 12,34¢
Lawrence D. Levint 13,54¢ 0 0 0 0 13,54¢
Frank S. McDonal 15,867 0 0 0 0 15,867
Doyce G. Payne, M.L 17,03¢ 0 0 0 0 17,03¢
Wesley M. Welborr 93,06¢ 0 0 0 0 93,06¢
Billy O. Wiggins 19,00: 0 0 0 0 19,00:
Marsha Yessicl 11,76¢ 0 0 0 0 11,76¢
* Nathaniel F. Hughes is a named executive officethia proxy statement and Mr. Hughes was a membé#neoBoard of Directors of tl

Company during all of fiscal 2011. His director quensation is set forth under “Column (h)” of thHeistal 2011 Summary Compensa
Table” above and, as a result, has been omitted frontahis.

Q) The aggregate amount of director fees for fiscdll2hcludes aggregate meeting fees paid by Eaglseivice on its board of directors
follows: Mr. Driver $680; Ms. Yessick $340; Mr. Wjins $680. In addition, the aggregate amount for Mr. Welbaroludes fiscal 201
chairmanship fees paid to him following his appwiaht as Chairman of the Board effective Novembe20R9.

(2) For each noemployee director, the aggregate number of shdré€&ommon Stock underlying option awards outstandinbether or nc
exercisable) at December 31, 2011, after givingatffo the 2-fort stock splits in September 2004 and December 2086,as follows: M
Driver—6,650 shares; Mr. Fillauer—6,650 shares; Mussell—2,050 shares; Mr. Levine—6,650 shares; NMtDonald—3,650 shares; C
Payne—=6,650 shares; Mr. Welborn—3,650 shares; Mggits—6,650 shares; and Ms. Yessick—6,650 shi¥ern:qualified stock optior
are granted to independent directors with an egengiice equal to the market price on the grarg, gatd vest 50% on the first anniversar
the grant date and 100% on the second anniver$ding grant date. On March 28, 2011, all namedpedeent directors voluntarily forfeit
their options for the award years 2006 and 200d,tha shares underlying these options became blailar distribution in connection wi
future awards under the ple

THE COMPANY'S LONG-TERM EQUITY AND QUALIFIED RETIRE MENT PLANS
401(k) Plan

The Company has a 401(k) plan covering employeedingecertain age and service requirements. The iplatructured such that employ
can contribute to the plan on a tdeductible basis and have their contributions iteegé various investment funds offered under tla@ pThe pla
permits, but does not require, the Company to naakemployer matching contribution during the plaary Employer contributions, which when m
represent 33% of the first 6% of an employee’srgatantributed to the plan, totaled $0 in 2011.

Employee Stock Ownership Plan

The Company has an Employee Stock Ownership PIB&@P”) to which the Company contributes 100% of the cbotion towart
purchasing the ComparsyCommon Stock, and allocates the contribution antbe participants based on regulatory guidelifés. Company has se
maximum guideline of 9% of base pay, plus cashritice performance awards, as a maximum contribuiioit. However, the Company will on
provide a contribution to the ESOP when the Comaiims Committee, upon approval of the Board, recemas a Company contribution. 71
Company'’s contribution is determined by the finahgierformance of the Company on a yeay#ar basis, and the benchmarks are establisheue
Compensation Committee. Employer contributionsav@ilable to all employees who complete more th@9Q hours of service per year. There
certain age and years-sérvice requirements before contributions can beéenfiar the benefit of the employee. The ESOP plsm provides for a thre
year 100% vesting requirement; therefore, employemsinating employment before their third anniagysdate will forfeit their accrued benefit un
the ESOP. The forfeiture will be re-allocated amtmgremaining ESOP participants. The Company diccantribute to the ESOP for 2011.
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Cornerstone Bancshares, Inc. Statutory-Nonstatutonstock Option Plan

The Company established the Statutory-NonstatuBiock Option Plan during 1996 as a Idegmn incentive for eligible employees
directors. A total of 820,000 shares, as adjustedHe 2-ford stock splits effective September 2004 and Decer2b@6, were available for issual
under the plan, of which 220,000 were allocatednasntive stock options and 600,000 were allocatedonqualified stock options. The pers
eligible to receive incentive stock options undex plan are key Company employees and officersteeldby the Compensation Committee. Per
designated by the Compensation Committee who agiblel to receive nonqualified options need noebgployees of the Company and generally
be non-management directors of the Company. Thejuadified stock options are issued at the markétievaf the Compang stock and a
exercisable upon vesting. The term of all optiassieéd under the plan is 10 years. Under the tefrite@lan, no further incentive stock options |
be awarded. As of December 31, 2011, a total d0QLjncentive stock options had been exercisedyutstanding incentive stock options rema
exercisable and 148,400 had been forfeited unéetetims of the plan. As of December 31, 2011, a tt599,000 nonqualified stock options had t
granted under the plan of which, 526,000 had beencesed and 24,000 remained exercisable no slaaeeavailable for issuance. On February
2011, all independent directors voluntarily foréeittheir options for the award years 2006 and 2@660d,the shares underlying these options be
available for distribution in connection with fueuawards under the plan.

Cornerstone Bancshares, Inc. 2002 Long Term Incené Plan

The Company established the 2002 Long Term Incerfilan (the “Incentive Plan”) with shareholder aaid in April 2002 as londgerm
incentive for eligible employees and directors. dhat of 1,200,000 shares, as adjusted for the A-fetock splits effective September 2004
December 2006, are available for issuance undeinttentive Plan. The Incentive Plan allows for ibsuance of restricted stock, stock apprecii
rights, performance awards, ngoalified stock options and incentive stock optiofise persons eligible to receive grants undeirhentive Plan ai
key Company officers, employees and directors sadelsy the Compensation Committee. The incentiweksbptions are issued at the market valt
the Common Stock and vest 30% on the second asameof the grant date, 60% on the third annivgreérthe grant date and 100% on the fo
anniversary of the grant date. The nonqualifiedlstaptions are issued at the market value of the@on Stock and vest 50% on the first annivel
of the grant date and 100% on the second anniyeocsahe grant date. The term of all grants arexdeined by the Compensation Committee, but
not exceed ten years. As of December 31, 2011tahdb977,250 incentive stock options had beengdso Company employees under the Ince
Plan, of which 572,600 remained outstanding. Ofiticentive stock options that had been issued &eoémber 31, 2011, 12,650 had been exer:
295,415 remained exercisable, 277,185 remainedstedend 392,000 had been forfeited and made biailer future issuance under the plan. A
December 31, 2011, a total of 33,300 nonqualifiextis options had been issued to Company directodemuthe Incentive Plan, of which 31,:
remained outstanding. Of the nonqualified stockamyst that had been issued as of December 31, 2tk had been exercised, 31,250 rem:
exercisable, none remained unvested and 2,050d&dfbrfeited and made available for future isseamaer the plan. The Incentive Plan has 58:
remaining stock options available for future isste&an

Cornerstone Bancshares, Inc. 2004 Non-Employee Dotr Compensation Plan

The Company’s Board of Directors established th@428on-Employee Director Compensation Plan (theéEBtor Plan”) to provide to non-
employee directors the option to receive all ort pditheir compensation for serving on the Board an any committee of the Board in share
Common Stock. The total number of shares that neaigdued under the Director Plan may not excee@d80as adjusted for the 2-ftrstock split
effective September 2004 and December 2006. Sba@smmon Stock payable under the Director Plansseed within fortyfive days of the end
the calendar quarter in which they were earned. Mumaber of shares delivered pursuant to the Direetan is equal the amount of the applic
director compensation divided by the average ctpgirice of the Common Stock for the five tradingysl@nmediately preceding the date on wil
such director compensation was earned.
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Equity Compensation Plan Information as of DecembeB1, 2011.

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

Plan categor outstanding option outstanding option for future issuanc
Equity compensation plans approved by secur
holders: 627,85( $ 4.7¢ 583,50(
Equity compensation plans not approvec
security holders: 0 $ 0.0C 80,00(

Total 627,85( $ 4.7¢ 663,50(

CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

Various Company directors, executive officers dmalrtaffiliates, including corporations and firmsvehich they are officers or in which th
and/or their families have an ownership interest, @istomers of the Company and its subsidiarysé&lpersons, corporations and firms have
transactions in the ordinary course of businesk thi¢ Company and its subsidiary, including borrggi all of which, in the opinion of managem
were on substantially the same terms includingé@sterates and collateral as those prevailingatithe for comparable transactions with unaffild
persons and did not involve more than the norns&l of collectibility or present other unfavorabafures. The Company and its subsidiary expt
have such transactions on similar terms with dinegtexecutive officers and their affiliates in foéure. The aggregate amount of loans outstanioly
the Bank to directors, executive officers and eslaparties as of December 31, 2011 was $1,514\8b&h represented 4.3% of the Company’
consolidated shareholders’ equity on that date.

OTHER MATTERS
Section 16(a) Beneficial Ownership Reporting Compdince

Under 16(a) of the Exchange Act, directors and etiee officers of the Company and persons who o®W#o lor more of the Compary’
Common Stock are required to report to the Seesriind Exchange Commission (the “SEGH}thin specified due dates, their initial benefi
ownership of the Compargy’Common Stock and all subsequent changes to Ilesieficial ownership. Officers, directors and geeahan 109
shareholders are required by SEC regulations tushithe Company with copies of all forms they fileaccordance with Section 16(a). Based s
on the Company review of these reports or on representationeformation provided to the Company by the pers@ugiired to make such filing
the Company believes that all Section 16(a) filleguirements were complied with during the lastdlsyear, with the exception of the follow
filings: (1) David Fussell filed one report on Fodron February 16, 2011, reporting one late traimacelated to the purchase on December 20,
of 2,000 shares of the CompasyBeries A Convertible Preferred Stock. (2) Milléelborn filed one report on Form 4 on November2@., 1, reportin
one late transaction related to the purchase oreidber 4, 2011 of 3,750 shares of the Company’s Gamatock.

Shareholder Proposals for the 2013 Annual Meeting

Under SEC rules, proposals from the Compargfigible shareholders for presentation for actibthe 2013 Annual Meeting of Shareholi
must be received by the Company at its princip&catve offices no later than November 28, 201rider to be considered for inclusion in
Company’s proxy statement and proxy relating to20&3 Annual Meeting of Shareholders.
Available Information

The Company is subject to the informational requiats of the Exchange Act and, in accordance th#reis required to file reports, pro
statements and other information with the SEC. Tifisrmation is available on the Internet at theC3Ewebsite at www.sec.gavShareholders m:

also read and copy such reports, proxy statemewtotner information at the Public Reference Roorh08F Street, N.E., Washington, D.C. 20!
Shareholders may obtain information on the opematfcthe SEC'’s Public Reference Room by calling$k« at 1-800-SEC-0330.
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Annual Report on Form 10-K

A copy of the Company’s Annual Report on Form 1@sKeing mailed with this proxy statement to eduéwrsholder of record.
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THE DIRECTORS AND OFFICERS OF
CORNERSTONE BANCSHARES, INC.
CORDIALLY INVITE YOU TO ATTEND OUR
IE CORNERSTONE ANNUAL MEETING OF SHAREHOLDERS
BAMCSHARES, IMNC.
THURSDAY, APRIL 26, 2012
6:00 PM. EDT
EPB BuiLDING

7TH FLOOR AUDITORIUM
10 W. MARTIN LUTHER KING, JR. BLVD.

CHATTANOOGA, TN 37402

OFFICE USE ONLY

You may vote by:

MAIL VOTE EITHER:
[] with Management on all
Proposals (must sign bolow)
OR
Make individual selections
below {must sign below)

It you personally plan to atend the Annual Mesting of Sharsholdars,
plaase check tha box below and list namas of attandese on reverse side,

ATTENDANCE L1Yes [InNO

IMPORTANT NOTICE REGARDING INTERNET AVAILABILITY OF PROXY MATERIALS FORTHE ANNUAL
MEETING OF SHAREHOLDERS:
The Company's Proxy Statement and 2011 Annual Report to Shareholders are available at:
www.cschbank.com in the Investor Relations Section.

REVOCABLE PROXY CORNERSTONE BANCSHARES, INC.

The undersigned hereby appointa Mathanial F Hughes and Doyee Payne, with full power of substitution, as proxies to vote all shares of Common Stock of
Carnerstone Bancshares, Inc, (the "Company”) which the undersignad is entrtlad to vaote at the Sharaholders Maatlng to be held on, April 26, 2012, baglnnlng

at 6:00 p.m. local time, and at any adjournment or postponament thereof. The Dire at a i - pvoke fis
person af the Sharaholdars Meeting arriva at the mesting location by 6:00 p.m, local time to racﬁﬁam n:mﬂrmﬂmn c»‘ rmm!m orshum gn'rgmla to vm

THE BOARD GF DIRECTORS RECOMMENDS AVOTE FOR EACH OF THE NOMINEES FOR DIRECTOR AND FOR PROPCOSAL 11,

I, Election of Directors:

FOR  AGAINET ABETAIN FOR AGAINST ABETAIN
01 B. Kenneth Driver O | 06 Frank 5. McDonald [ O O
02 Kar Fillauer [ (| (| 07 Doyoe G, Payne, M.O, O O O
03 David G. Fussall [ O O 08 Wesley M. Welborn [ O O
04 Mathaniel F Hughes [ O O 0% Billy ©. Wiggins O O O
05 Lawrence D, Levine [ | | 10 Marzha Yossick | | |

II. To ratify the appaintment of Hazlett, Lewis & Bister, PLLC as the Company's independent registered public accounting finm for 2012,
0 FOR [ AGAINST [0 ABSTAIN

lll. To transact such other business as may properly come before the Annual Meeting or any adjournmeants or postponements theraof.

Said proxies will vote on the proposals aet forth in the Motice of Mesting and Proxy Statement as specified on this card, H a vote is not epecified, said procies will vots
(I} IN FAVOR of the election of the ten director nominess listed in the proxy statement, and (H) FOR the ratification of the appointment of the outeide indepandent
ragieterad public accounting firm g2t forth in the Procy Statemant. B any other matters prepsrly come before the Annual Sharsheldere Mesting, said provise will vote on
euch matters in accordance with the recommendatione of The Board of Directors.

SIGNATURE DATE SIGHATURE LATE

Flaases aign your name ae it appeare on thie card, i sxscutad by a corponate antity, a duly authorized officer should edon. Exscutore, adminktrators, aflormeaye, guardiana and trustess, should eo
ndicate whan signing, i aharsa ars hald by joint tenanta, both ehould sign.









FPLEASE LIST NAMES OF PERSONS ATTENDING

IMPORTANT

THE PROMPT RETURN OF PROXIES WILL SAVE THE CORPORATION THE
EXPENSE OF FURTHER REQUESTS FOR PROXIES TO ENSURE A QUORUM

AT THE MEETING. A SELF-ADDRESSED, POSTAGE-PREPAID ENVELOPE IS
ENCLOSED FOR YOUR CONVENIENCE.







