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EXPLANATORY NOTE

This Post-Effective Amendment No. 1 to the RegtairaStatement on Form S-1 (File No. 333-166625¢ (Registration Statement”
of Cornerstone Bancshares, Inc. (the “Compaig/heing filed pursuant to the undertakings in Itefnof the Registration Statement to up
and supplement the information contained in theiRedion Statement, agriginally declared effective by the Securities aBxdchang
Commission (the “Commission”) on June 23, 2010ntdude the information contained in the Compamrsual Report on Form 1B-for the
fiscal year ended December 31, 2010 (the “Annugddr®) that was filed with the Commission on March 31, 201n addition to other iter
set forth in the Annual Report and herein statedMarch 29, 2011, the Company received from itgléera waiver regarding all previc
financial covenant violations in existence throl@grember 31, 2010 and a waiver of any covenanatiaol that occurs through December
2011. In consideration for such waivers, the Camyplaas agreed to, among other things, pay in fidldutstanding principal balance in
amount of $750,000 of one of its two outstandinteao Therefore, as of April 1, 2011, the Compaayg bnly one outstanding loan and
independent auditors have issued an unqualifiegi@piwith regard to our 2010 financial statemenith@ut a going concern consideration.




The information in this prospectus is not complatel may be changed. We may not sell these sesuuititl the registration statement fi
with the Securities and Exchange Commission iscéffe. This prospectus is not an offer to sell éhescurities and it is not soliciting an o
to buy these securities in any state or jurisdictidere the offer or sale is not permitted.

Preliminary Prospectus Subject to Completion, Datpdl 28, 2011
CORNERSTONE BANCSHARES, INC.
600,000 Shares of Series A Convertible Preferred &tk ($15,000,000)

We are offering to sell up to 600,000 shares of ®eies A Convertible Preferred Stock, which wesrrdéd in this prospectus as
“Series A Preferred Stockdt a price of $25.00 per share. The annual castetid on each share of Series A Preferred Sto$R.B0, which i
equal to 10% of the original issue price of $25p080 share of Series A Preferred Stock (subjectdjasément as described herein), ar
payable quarterly in arrears, if, as and when ded|eon the 15th day of February, May, August aogdinber that immediately follows the ¢
of the Dividend Period (as defined herein) to whscich dividends relate. Any dividend payable orrehaf Series A Preferred Stock that is
declared by our board of directors or paid will@oelate from the Initial Dividend Commencement D@ defined herein).

Each share of Series A Preferred Stock will be edtible at your option at any time into five (5)asés of our Common Stock, wh
we refer to herein as the “conversion raiilject to adjustment as described herein), réfigen initial conversion price of $5.00 per shaf
Common Stock. The shares of Series A Preferredk@tae also convertible at our option, in wholeropart, into shares of our Common Si
at the conversion rate, at any time on or aftey 3@l 2015 if the closing price (as defined hereindpur Common Stock equals or exceeds 1
of the conversion price on each of the 30 conseeutading days immediately preceding the date we gotice of our election to so conv
Cash will be paid in lieu of issuing any fractiosalares. Subject to prior regulatory approval Skees A Preferred Stock is also redeemab
us, in whole or in part, at any time after July 3Q15 for a redemption price equal to the origiralie price plus any accumulated and ur
dividends. All shares of our Common Stock issuednuponversion of the Series A Preferred Stock ballfreely tradable without restricti
under the Securities Act of 1933, as amended, ¢foephares purchased by our “affiliates.”

This offering will be made to our shareholders @ and Cornerstone Community Basour subsidiary) officers, directors
employees who are residents of those states inhwihis offering is being made, whom we collectivesfer to in this prospectus as
“Offerees.” We are offering these shares on at‘fiame, first servedbasis. We do not intend to sell less than 100 sharenore than 100,0
shares to any person, although we reserve thetoghtike exceptions in our sole discretion. Theraffy of shares of Series A Preferred S
to the Offerees is being made only through thereffof our directors and executive officers. Onaade subscriptions may not be revoke
subscribers. Shares of Series A Preferred Stoclpmahased by Offerees within four weeks of theaffe date of this prospectus may
made available to the public through any eligiblekier or dealer named in a subscription agreemehtsing assisted the subscriber in ma
the investment. Shares of Series A Preferred Stoltkthrough eligible brokers or dealers will bédsat a price of $25.00 per share and we
pay a commission equal to 2.0% of that amount. fAlarch 31, 2011, we have not paid a commissioa twoker or dealer for a sale of
Series A Preferred Stock. We may commence to sfiares through brokers and dealers at any timeth#teexpiration of the four week per
referred to above. Unless extended by us in ower distretion, this offering will terminate on Jus@ 2011.

We will conduct the offering solely on a best effprno minimum basis, which means there are nohase commitments frc
underwriters and no minimum number of shares thagtrbe sold in the offering in order to accept sdpsions and close the offering. W
respect to shares offered, all funds will be plaoe@d segregated account at Cornerstone Commuraitk Bending our acceptance of
associated subscriptions. Accordingly, we may rkss than $15,000,000 in the offering and the $unoim any subscriptions we accept wil
immediately available to us. As soon as practicalfer the acceptance of any subscription, we egdilise to be sent certificates for share
Series A Preferred Stock representing the subgamiptaccepted by us. If the offering is not comgdetor if any part of your subscription is
accepted, your funds will be returned, without iest, as soon as practicable. We reserve the tagatend or terminate the offering at
time.

Prior to this offering, there has not been a pubiirket for the shares of Series A Preferred Stééd.anticipate that the share:
Series A Preferred Stock will be quoted in the etercounter market and, thus, that a secondary, théogted, market may develop for t
shares sold in this offering. Our Common Stock ustqd on the OTC Bulletin Board under the symboBQS On April 1, 2011, the la
reported sale price of the Common Stock was $1e55ipare.

Investing in the Series A Preferred Stock involves high degree of risk which is described in the “Rik Factors” sectior
beginning on page 11 of this prospectus.

The following table presents an estimate of theraye per share proceeds to us and the maximumtg@btproceeds to us if tl
offering is fully subscribed, assuming paymenthaf 2.0% commission on 50% of the shares sold.

Per Shart Total
Price to the publi $ 25.0C $15,000,00
Brokel-dealer commissior $ 0.2 $ 150,00(

Proceeds, before expenses, t( $ 24. 7% $14,850,00




As of March 31, 2011, we have sold 148,920 shardsSeries A Preferred Stock and have not paid a comission on any sale «
such stock. In addition, on October 15, 2010, waeclared and paid a dividend on the Series A Prefegd Stock in the aggregate amout
of $34,462.50. Such dividend was subject to prigegulatory approval which was granted by the FederbReserve Bank and all future
dividends, if any, will be subject to prior regulabry approval. In subsequent dividend periods, we &ve neither sought regulator
approval or paid dividends.

Neither the Securities and Exchange Commission nany state securities commission has approved or digproved of thes:
securities or passed upon the adequacy or accuraoythis prospectus. Any representation to the conary is a criminal offense.

THE DATE OF THIS PROSPECTUS IS 2011.
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ABOUT THIS PROSPECTUS

It is important for you to read and consider altloé information contained in this prospectus befoaking your investment decisi
You should rely only on the information containedlis prospectus and any related free writing peotus that we file with the Securities
Exchange Commission, or the Commission. We haveauibtorized any other person to provide you wittlitawhal or different information.
anyone provides you with additional or differerfoimation, you should not rely on it. We are notking an offer to sell our Series A Prefer
Stock in any jurisdiction in which the offer or eak not permitted. You should assume that therimédion contained in this prospectu
accurate only as of the date on the front coveepzghis prospectus, regardless of the time afvdefl of this prospectus or any sale of
Series A Preferred Stock. Our business, finan@atition and results of operations may have chaisgezk that time.

In this prospectus we rely on and refer to infoioratind statistics regarding the banking industrgy banking markets in Georgia
Tennessee. We obtained this market data from indkgre publications or other publicly available imf@tion. Although we believe the
sources are reliable, we have not independentifiegtiand do not guarantee the accuracy and coemess of this information

No action is being taken in any jurisdiction ougsithe United States to permit a public offeringoaf Series A Preferred Stock
possession or distribution of this prospectus at ttrisdiction. Persons who come into possessidahis prospectus in jurisdictions outside
United States are required to inform themselvesibod to observe any restrictions as to this wffeand the distribution of this prospec
applicable to those jurisdictions.

In this prospectus, we frequently use the terms”,Weur”, “us” and the “Company"to refer to Cornerstone Bancshares,
Cornerstone Community Bank and Eagle Financial, lvbich we own as a combined entity, except wlieiseclear that the terms mean c
Cornerstone Bancshares, Inc. To understand theirgfféully and for a more complete description bé toffering you should read this en
document carefully, including particularly the “BRFACTORS” section beginning on page 11.




PROSPECTUS SUMMARY

This summary highlights selected information camgdi elsewhere in this prospectus. It may not cangdli of the information yc
should consider before investing in the Series éfdtred Stock. You should read the entire prosgecamefully, and particularly consider ¢
financial statements, the notes thereto and thémseon Risk Factors, before deciding to investhia shares of Series A Preferred Stock off
under this prospectus.

Bank Holding Company Structure and Operations

Cornerstone Bancshares, Inc. is a Tenneskagered bank holding company registered undeBtrek Holding Company Act
1956, as amended, and headquartered in Chattandegaessee. We conduct our operations primarilyuiin our wholly owned subsidia
Cornerstone Community Bank.

Cornerstone Community Bank (the “Banki§ a Tennessee banking corporation emphasizingopalrsservice to businesses
households located within the Chattanooga, Teneebtropolitan Statistical Area (MSA). The Bank Hag full-service banking office
located in Hamilton County, Tennessee, and one fwaduction office located in Dalton, Georgia. Tgréncipal business of the Bank cons
of attracting deposits from the general public andksting those funds, together with funds gener&tem operations and from principal ¢
interest payments on loans, primarily in commertialns, commercial and residential real estateslpaansumer loans, and residential
commercial construction loans. Funds not investedhie loan portfolio are invested by the Bank prifgain obligations of the U.!
Government, U.S. Government agencies, varioussstate their political subdivisions.

Eagle Financial, Inc. (“Eagle”pur indirect wholly owned subsidiary, primarily optes as a commercial factoring company w
concentrates its business on the purchase of atcoeseivable from small businesses and commdaozal placement on a conduit basis. E
has a primary focus of lending to temporary staffitompanies. The Company previously owned and tgebaagle. However, on June
2009, the Company sold its interest in Eagle toBhak, which allowed the Bank to consolidate addil capital and improve its regulat
capital position.

As of December 31, 2010, we had total assets of $ditlion, $285 million of loans net of unearned$e before loan loss allowance
$9.1 million, deposits of $335 million and sharetesk’ equity of $26 million.

Market and Competition

The banking business is highly competitive and wgeeience competition in our markets from many ofire@ncial institutions. TF
Bank competes actively with 29 commercial bankswel as finance companies, credit unions and ofimancial institutions located in
service area, which includes Hamilton County, Tesee.

Based on information most recently made availatldeofh December 31, 2010, the Baskdeposits totaled approximately $
million. The deposit base represents approxima®ly of the deposit base in the Chattanooga, Teamebtetropolitan Statistical Ar
(MSA). Three major regional banks represent apprately 70% of the deposits in the Chattanoogan&€ssee MSA. These larger finan
institutions have greater resources, higher lendimgts than the Bank, and each of the three inStihs has over 20 branches in
Chattanooga, Tennessee MSA.

Market Segment

The Banks primary market segment is businesses with ansales of $1 million to $50 million and householdsazted to ot
increased focus on customer service and personehtdo succeed in this competitive market segmeathave attracted highly trained i
experienced lending specialists that can advisaess owners with respect to financial and stratggials and recommended structures the
be implemented to accomplish their goals. ToolsBhak uses to accomplish this service include gdrammercial credit products, suct
lines of credit, term loans and cash managemengranas, as well as, asset based lending and Smsithéss Administration lending programs.




Business Strategy

The Bank competes for deposits principally by dffgrdepositors a variety of deposit programs widmpetitive interest rates, qua
service and convenient locations and hours. ThekBatends to continue to focus its resources tok st and attract small busin
relationships and take advantage of its abilitprvide flexible service that meets the needs isf¢hstomer class. We feel this market nicl
the most promising business area for the futurevtiref the Bank.

Supervision and Regulation

As a bank holding company, we are registered witth egulated by the Board of Governors of the FadReeserve System (1
“Federal Reserve”)We are also required to comply with the rules aedutations of the Securities and Exchange Comnmmisgibe
“Commission”) under federal securities laws. Asenilesseehartered commercial bank, the Bank is subjechéosupervision and regulat
of the Tennessee Department of Financial Institstithe “TDFI”). Because the Barskteposit accounts are insured up to the applidabits
by the Deposit Insurance Fund (“DIF”) of the Fedi&aposit Insurance Corporation (“FDICThe Bank is also subject to the supervision
regulation of the FDIC.

Recent Developments Giving Rise to this Offering

As a result of negative developments over the feastyears in the capital and credit markets geheeadd in the local areas in wh
we operate particularly, we have experienced digant declines in our asset quality. Resultant lses and related provision expe
greatly reduced our earnings in 2007, 2008, an® 201 led to a net loss of $4.7 million in 2010u@led with our continued payments of ¢
dividends throughout 2007 and 2008 and the first quarters of 2009, these losses caused matet@iatation in the Banls capital levels. T
assist the Bank in maintaining regulatory capitalels, we drew funds under our line of credit facilvith Silverton Bank, N.A. to fun
contributions to the Bank’capital during 2007 and 2008. In March 2009, lite of credit was reworked into two holding compdaans (i
revolving line of credit and a term loan). Howevedue to the continuing decline in our financial dition during 2009, we were unable
maintain compliance with certain financial coversaabntained in the credit facility agreement relgtio these holding company loans.
loans are secured by our pledge of 100% of the Baotmmon stock. In May 2009, Silverton Bank, N.Aasaclosed by the Office of t
Comptroller of the Currency, and the FDIC, whichsweamed receiver, formed Silverton Bridge Bank, Nd\take over its operations. 1
FDIC subsequently notified us that our holding camploans could be sold in the open market. In danf010, the loans were renewed
Cornerstone received a waiver regarding previousmant violations through December 31, 2009 ang tieed an aggregate outstanc
balance of approximately $5.25 million as of May, 2010. Because we did not receive further waiveus, independent registered pu
accounting firm stated in its opinion with regamddur 2009 financial statements substantial dobotutour ability to continue as a go
concern. However, on March 29, 2011, Cornerst@teived an additional waiver regarding all previ@mesenant violations in exister
through December 31, 2010 and a waiver of any caveviolation that occurs through December 31, 20hlconsideration for such additio
waivers, Cornerstone agreed to, among other thipmg,n full the outstanding principal balance fxe amount of $750,000 of one of the
outstanding notes. Therefore, as of April 1, 202drnerstone has only one outstanding loan in thecipal amount of $3.48 million and ¢
independent auditors have issued an unqualifiedi@piwith regard to our 2010 financial statemenitheut a going concern consideration.
“RECENT DEVELOPMENTS — Asset Quality Deterioratiand Covenant Considerations Under the Company Loan.

On November 12, 2009, following a joint examinatiminthe Bank by the FDIC and the TDFI commencedCatober 8, 2009, tl
FDIC presented us with a letter noting that the lBaad been downgraded from a “well capitalized’ato “adequately capitalizediositior
within the meaning of applicable FDIC regulatiorssaaresult of the decline in the Baslcapital levels as of September 30, 2009. As @ty
the FDIC, among other things, placed restrictiomshe Bank'’s ability to pay cash dividends, reqgrthat the Bank first obtain a nofjectior
from the FDIC. Therefore, we have not receiveddévids from the Bank since November 12, 2009, whashimpaired our ability to serv
our indebtedness under our holding company loadscantributed to the developments described abbue.to an increase in earnings al
reduction in risk-based assets, the Bank returaea “wvell capitalized’position under the FDIC regulations as of March 3110, but is no
subject to higher capital requirements under théd=8nd TDFI enforcement actions discussed below. ‘®=CENT DEVELOPMENTS—
Joint Examination of the Bank and Downgrade irCigpital Position.”




Following the issuance of a written report by tHai€ and the TDFI concerning their joint examinatioinithe Bank in October 20(
the Bank entered a consent order with the FDIC pril &, 2010 and a written agreement with the TBRIApril 8, 2010, each concerning ar
of the Banks operations identified in the report as warrantimprovement and presenting substantially simillemg for making tho:
improvements. The consent order and written agragmeénich we collectively refer to as the “ActiotaRs” in this prospectus, among ot
things, prohibit the Bank from declaring or paycash dividends without the written consent of tBeEand the TDFI, and further require t
the Bank develop and implement a number of spekifigtten plans, policies and procedures. In addijtthe Action Plans require the Ban|
prepare and implement a written capital plan todase its Tier 1 capital and to achieve and mairgpecified capital ratios that exceed
requirements for “well capitalizedhstitutions under current FDIC regulations. Fodetailed discussion of the requirements of the gk
Plans, see “RECENT DEVELOPMENTS — FDIC and TDFI &eEment Actions.The Action Plans will remain in effect until modifi o
terminated by the FDIC or the TDFI, as the case bwylo date, we have fully and timely compliedntie requirements of the Action Plans.

Also as a result of the October 2009 joint exanidmatwe received a letter dated March 30, 2010 foamprimary banking regulati
the Federal Reserve Bank of Atlanta (the “FedeeddRve Bank”)The letter directs us to obtain the written apptmfahe Federal Reser
Bank before we (i) incur any indebtedness; (ii)ldeor pay any dividends; (iii) redeem any corpostock; or (iv) make any other payrr
representing a reduction in our capital, excepttierpayment of normal and routine operating exgenshe letter notes that we are frotiblec
condition” under Regulation Y as a result of thenBa condition. Therefore, we are required to giveaeoto the Federal Reserve Bank be
we undertake any changes in senior executive mamageor directorships, and to obtain the appro¥dahe Federal Reserve Bank (with
written concurrence of the FDIC) before we granteoter into any agreement to provide a golden patacor severance payment.
“RECENT DEVELOPMENTS — Federal Reserve Bank Restnis.”

In light of the foregoing developments, we are agiihg this offering to raise the capital necess@ary(i) retire our outstandit
indebtedness under our company loan with SilveBddge Bank, N.A. (principal balance of $3.48 nalli as of April 1, 2011), (ii) fund tl
payment of the October 2010 dividend on the Sefid3referred Stock, (iii) fund anticipated holdingnecpany expenses over the nex
months, including dividends that will accumulateéhwiespect to the Series A Preferred Stock unthdime as we are permitted to declare
pay such dividends (estimated to be approximat&lg #illion for the next 12 months) and (iv) proeithe balance, if any, as additional ca
to the Bank so that it may meet the capital levetgiired under the Action Plans. See “USE OF PRATEE

Trading Market

Prior to this offering, there has not been a pubiarket for the shares of Series A Preferred Stdék.anticipate that the shares
Series A Preferred Stock will be quoted in the eercounter market and, thus, that a secondary, théongted, market may develop for t
shares sold in this offering.

Our Common Stock is quoted on the OTCBB, but itaslisted on a national securities exchange. Beza@ur Common Stock is 1
listed for trading on any national securities exg®there may be a limited market for these shamekjding any shares of Common St
acquired upon conversion of the Series A Prefestedk. The trading symbol for our Common Stock 88Q.

Our principal executive offices are located at &#forgia Avenue, Chattanooga, Tennessee 37402, uartdlephone number is (4:
385-3000. Our internet address is www.cscbank.com.ififeemation that is contained on or that may beeased through our website does
constitute a part of this prospectus.




Issuer

Shares Offere

Offering Price

Liguidation Preference

Maturity

Dividends;
Restrictions on Dividends

The Offering
Cornerstone Bancshares, |i

Up to 600,000 shares of Series A Preferred Stéck.of March 31, 2011, we have s
148,920 shares of Series A Preferred St

$25.00 per share. The offering price was estallisbg management and the boarc
directors after consideration of a number of faxtoGee DETERMINATION OF
OFFERING PRICI" at 24.

The sum of (i) the original issue price of $25.@0 phare of Series A Preferred Stock (su
to adjustment as described in this prospectus) (andhe amount of all accumulated ¢
unpaid dividends

Perpetual

10% per annum on the original issue price of $2580share of Series A Preferred S
(subject to adjustment as described in this prdsggcwhich is initially equal to $2.50 |
annum per share. Dividends on shares of SeriesefefPed Stock are cumulative from
Initial Dividend Commencement Date (as defined imrend are payable in cash quarterl
arrears, if, as and when declared, on the 15thofi&gbruary, May, August and Novembe
each year that immediately follows the end of theidend Period (as defined herein)
which such dividends relate. The foregoing defitexths are set forth in DESCRIPTION
THE SERIES A PREFERRED STOCK — Dividends” at page 4

Holders of Series A Preferred Stock have a priasitythe receipt of dividends relative to
holders of our junior securities, including our Goon Stock. Until we have declared
paid or set aside for full payment of the quartetilyidends on the Series A Preferred S
for all past dividend periods, we may not declaregpay dividends on shares of secur
junior to, or purchase or redeem shares of seesrin parity with or junior to, the Serie!
Preferred Stock. See “DESCRIPTION OF THE SERIES REPERRED STOCK—
Dividends” at page 42.

Pursuant to its letter dated March 30, 2010, tteeFa Reserve Bank has restricted our al
to declare or pay any dividends. Therefore, divitenn the Series A Preferred Stock
accumulate and will not be declared or paid uniitstime as the Federal Reserve Bank
terminate or waive this restriction. On October 2810, we declared and paid a dividen:
the Series A Preferred Stock with approval of teedfal Reserve Bank. However, we t
not paid a dividend nor sought approval of a dindigpayment since that date and ca
predict whether we will be in a position or able do so in the future. SeeRECENT
DEVELOPMENTS— Federal Reserve Bank Restricti” beginning at page 4




Conversion by Holder The holders of Series A Preferred Stock will hawe itight to convert, at any time and at t
option, some or all of their shares of Series Afétred Stock into shares of our Comr
Stock at the then applicable conversion rate. Stljefuture adjustment as described in
prospectus, each share of Series A Preferred S¢ocknvertible into five (5) shares of
Common Stock (which reflects an initial conversiorce of $5.00 per share of Comn
Stock). See “DESCRIPTION OF THE SERIES A PREFERREDOCK — Optiona
Conversion Righ” beginning at page 4

Conversion by Us We may, at our option, at any time on or after Bily2015, cause some or all of the shar
Series A Preferred Stock to be converted into shafeour Common Stock at the tl
applicable conversion rate if the closing priceoaf Common Stock equals or exceeds 1
of the then applicable conversion price of the &er\ Preferred Stock on each of the
consecutive trading days immediately precedingdidite we give notice of our election tc
convert. See “DESCRIPTION OF THE SERIES A PREFERREDOCK — Mandaton
Conversion Righ” beginning at page 4

Redemption Subject to prior approval by the Federal Resehe Series A Preferred Stock is redeem
in whole or in part, at our option at any time aflaly 31, 2015 for a redemption price et
to the original issue price of $25.00 per shareSefies A Preferred Stock, plus |
accumulated and unpaid dividends. SBESCRIPTION OF THE SERIES A PREFERR
STOCK— Redemptio” at page 43

Ranking The Series A Preferred Stock will be, with respextdividends and upon liquidatic
dissolution or winding4p: (i) junior to all our existing and future dedtligations; (ii) junio
to any future class or series of capital stocktémns of which expressly provide that it ra
senior to the Series A Preferred Stock; (iii) goeaity with any future class or series of ca|
stock, the terms of which expressly state that slabs ranks on a parity with the Serie
Preferred Stock; and (iv) senior to our Common Btrnd any other class or series of ca
stock, the terms of which do not expressly prowlu it ranks senior to or on a parity v
the Series A Preferred Stock. SEBESCRIPTION OF THE SERIES A PREFERR
STOCK— Rankin¢’ beginning at page 4.

Voting We will not issue any class or series of capitatkthat ranks senior to or on a parity with
Series A Preferred Stock without the approval ef lolders of a majority of the outstanc
shares of Series A Preferred Stock, voting togetisea separate group. In all other resp
the holders of Series A Preferred Stock will hagerating rights except as required by I

Offering Perioc Our shareholders and our and the F's officers, directors and employees who are retd
of those states in which this offering is being madll be offered the opportunity to purch
the shares of Series A Preferred Stock on a “ficshe, first served” basis during the four-
week period following the effective date of thiogpectus. Thereafter, any remaining st
may be made available to the public through eleglirlokers and dealers. Unless extende
us in our sole discretion, this offering will temmate June 30, 2011See “THE OFFERING”
beginning at page 2




Commissions

No Minimum Offering

Use of Proceeds

Shares Outstanding as of March 31, 2011
1

Shares Outstanding After this Offering:

Subscription Procedures

We expect to pay a commission equal to 2.0% ofofifering price for shares sold throt
eligible brokers and deale!

We have conducted and will continue to conduct daffering solely on a best efforts,
minimum basis, which means there is no minimum remd$ shares that must be purch:
in the offering. As of March 31, 2011, we have s&#B,920 shares of Series A Prefe
Stock. We may raise less than $15,000,000 in tfferiog and the funds from a
subscriptions will be immediately available to Wée may amend or terminate the offerin
any time. Se“ THE OFFERINC” beginning at page 2

If the offering is fully subscribed, the net prodseof the offering will be approximate
$14,708,930, depending on the amount of the aewpénses incurred. We have used
intend to use such proceeds as follows: (i) retive outstanding indebtedness under
company loan with Silverton Bridge Bank, N.A. (mipal balance of $3.48 million as
April 1, 2011), (i) fund the payment of the Octot#910 dividend on the Series A Prefe
Stock, (iii) fund anticipated holding company expes over the next 12 months, incluc
dividends that will accumulate with respect to 8eries A Preferred Stock until such tim
we are permitted to declare and pay such dividgedimated to be approximately $
million for the next 12 months) and (iv) providestbalance, if any, as additional capital tc
Bank so that it may meet the capital levels reguinader the Action Plans. Se&)SE OF
PROCEEDY! at page 23

6,500,396 shares of Common Stock.
148,920 shares of Series A Preferred St
6,500,396 shares of Common Sta

600,000 shares of Series A Preferred Stock, asguthensale of all offered shares, which
initially convertible into 3,000,000 shares of ConmriStock.

9,500,396 shares of Common Stock on a fully coedebasis

If you want to subscribe for shares of Series Afétred Stock, you must complete
subscription agreement which accompanies this padgp and send the comple
subscription agreement, with payment of the agdeegtiering price for the shares you w
to purchase, to Cornerstone Bancshares, Inc. Yithscsiption agreement and payment r
be received by us before the termination of theraffy. If you use the mail to submit y
order form, we recommend that you use registereiti neturn receipt requested. SeEHE
OFFERING — How to Subscribe” beginning at page 25.

All funds tendered for the purchase of Series AdPred Stock in the offering will be held
a segregated account at the Bank. Your subscrifiisths will not be released to us or for
use or commingled with our funds unless your supgon is accepted and shares are t
issued to you with respect to your fun

(1) The number of shares of Common Stock outstanding ebudes 829,150 shares of Common Stock issuable upmtercise of
outstanding stock options as of March 31, 2011, vhita weighted average exercise price of $5.20 perash .
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No Revocatior You may not revoke your subscription after we reeeyour subscription agreement.
“THE OFFERING— How to Subscrib” beginning at page 2

Regulatory Limitatior We will not issue Series A Preferred Stock in tffering to any person who, in our opini
would be required to obtain prior clearance or apal from any state or federal bz
regulatory authority to own or control such shafesich clearance or approval has not |
obtained or any required waiting period has notirexp prior to our termination of tl
offering. Se¢ THE OFFERING— Regulatory Limitatio” at page 26

Purchases by Directors and Execu We contemplate that all of our directors and a migj@f our executive officers will invest

Officers the offering, but we presently do not know how mahwgres of Series A Preferred Stock
intend to purchase. As of March 31, 2011, theyehawrchased 28,600 as a group. SEeE
OFFERING — Purchases by Directors, Executive Officand Others’at page 26. O
directors and executive officers currently beneflgi own approximately 20.36% of t
outstanding shares of Common Stc

No Board Recommendatiol Any investment in our Series A Preferred Stock niigstnade pursuant to your evaluatio
your best interests. Accordingly, our board of cioes does not make any recommendatit
you regarding whether you should purchase our Sériereferred Stocl

Risk Factors Before investing, you should cdhefueview the information contained undeRISK
FACTORS”beginning at page 11 for a discussion of the risksted to an investment in «
Series A Preferred Stoc

Questions on Subscription Procedt You should direct any questions concerning the gulace for subscribing to Frank Hughe
Cornerstone Bancshares, Inc. You may telephonekFHaghes at (423) 3(-3000.

SUMMARY CONSOLIDATED FINANCIAL DATA

The following table sets forth summary consolidatié@ncial data for us for the periods and at tla¢ed indicated. The summ
consolidated financial data have been derived foamaudited financial statements for each of the fiears that ended December 31, 2
2009, 2008, 2007, and 2006. Certain of the meassméedorth below are not measures recognized ugdeerally accepted account
principles, or GAAP, under the rules and regulaipmomulgated by the Commission. For a discussionamagemens reasons to present s
data and a reconciliation to GAAP, please see “—ABAReconciliation and Management Explanation of M8AP Financial Measures”
below. You should read the detailed information #m&l financial statements included elsewhere inpilespectus. Historical results are
necessarily indicative of future results.




At and for the Fiscal Years Ended December 3.

2010 2009 2008 2007 2006
Total interest incom $ 2521. % 26,30¢ % 30,68( $ 34,78: $ 29,15¢
Total interest expens 9,20z 11,18¢ 12,69¢ 14,41« 10,30¢
Net interest incom 16,00¢ 15,11¢ 17,98: 20,37( 18,85:
Provision for loan losse 7,291 14,89¢ 3,49¢ 10,40¢ 1,10¢
Net interest income after provision for loan los 8,71¢ 22C 14,48¢ 9,961 17,74¢
Noninterest incom 3,081 2,321 1,88 1,69¢ 2,111
Noninterest expens 18,04 16,06 12,56 10,92¢ 10,71¢
Income before income tax (6,24%) (13,519 3,80¢ 73C 9,13¢
Income tax (benefit) / expen (1,53 (5,33¢) 1,29¢ (142) 3,32¢
Net (loss) incomt $ (4,708 % (8,179 % 252: % 871 $ 5,811
Per Share Data:
Net income / (loss), bas $ 0.79) % (1.2¢) $ 03¢ $ 0.1: $ 0.817
Net income / (loss), assuming diluti $ 0.79) $ (1.2¢) % 03t $ 01z $ 0.8:
Cash dividends pai $ — % 0.1C % 0.2t $ 02z $ 0.1z
Book value $ 358 % 42¢ % 5.7¢ % 57C $ 5.8¢€
Tangible book value(1 $ 35t % 3.8¢ % 524 % 524 % 5.4C
Financial Condition Data:
Assets $ 441,49¢ $ 532,400 $ 471,800 $ 444,42. $ 374,94
Loans, net of unearned inter: $ 276,11! $ 330,78 $ 37847. $ 369,88. $ 305,87
Cash and investmen $ 13365 $ 164,98 $ 57,28¢ $ 51,79¢ $ 51,577
Federal funds sol $ — 3 — 3 11,02 $ — 3 —
Deposits $ 33544 $ 404,74: $ 326,580 $ 31325( $ 275,81
FHLB advances and other borrowir $ 54,718 3 72,35 % 71,25 $ 47,10C $ 39,50(
Federal funds purchased and repurchase agree  $ 24,32t 3 26,32: % 35,79C $ 41,56 $ 19,24¢
Shareholde’ equity $ 25,81¢ 3 27,837 % 36,50 $ 36,327 $ 38,18
Tangible shareholde’ equity(1) $ 25,78: % 25,25¢ % 33,66 $ 33,38¢ $ 35,13}
Selected Ratios
Interest rate spree 3.2% 2.95% 3.61% 4.51% 5.1%
Net interest margin(Z 3.4% 3.27% 4.16% 5.22% 5.8(%
Return on average ass (0.99% (1.69% 0.55% 0.21% 1.6%
Return on average equi (15.79% (24.39)% 6.71% 2.14% 16.27%
Return on average tangible equity (15.80)% (26.36% 7.2€% 2.31% 17.7¢%
Average equity to average ass 5.95% 6.95% 8.27% 9.8% 10.3¢%
Dividend payout ratic N/A N/A 70.5%% 149.7% 13.3%%
Ratio of nonperforming assets to total as 5.9¢% 3.36% 1.48% 0.4(% 0.4(%
Ratio of allowance for loan losses to nonperforn
loans 66.98% 80.24% 226.2% 791.1¢% 25.9(%
Ratio of allowance for loan losses to total average
loans, net of unearned incot 2.9% 1.62% 2.4% 3.8&% 1.5(%
@ Tangible shareholde’ equity is shareholde’ equity less goodwill and intangible assi
(2) Net interest margin is the net yield on intereshis assets and is the difference between theeisttgield earned on inter-earning

assets less the interest rate paid on interesinigdabilities.

GAAP Reconciliation and Management Explanation of Mn-GAAP Financial Measures

Certain financial information included in our sunmnaonsolidated financial data is determined byhuods other than in accorda
with GAAP. These non-GAAP financial measures aengible book value per share,” “tangible sharehsldequity,” and feturn on averag
tangible equity.” Our management uses these non¥SAweasures in its analysis of our financial pertoroe.

. “Tangible book value per shares’ defined as total equity reduced by recorded gidlbdnd other intangible assets dividec
total common shares outstanding. This measure psiitant to investors interested in changes froniodeo-period in boo
value per share exclusive of changes in intangibkets. Goodwill, an intangible asset that is @Embin a purchase busin
combination, has the effect of increasing totalkbealue while not increasing the tangible assets cdbmpany. For compan
such as us that have engaged in business combisagiorchase accounting can result in the recordiirgignificant amoun

of goodwill related to such transactiol

. “Tangible shareholde’ equity’ is shareholde’ equity less goodwill and other intangible ass






“Return on average tangible equiti§ defined as earnings for the period divided bgrage equity reduced by aver
goodwill and other intangible asse




These disclosures should not be viewed as a suflesfior results determined in accordance with GAARJ are not necessa
comparable to noGAAP performance measures which may be presenteth®y companies. The following table presentscaneiliation tc
provide a more detailed analysis of these non-GAAFormance measures:

Number of shares outstandi

Total shareholde’ equity
Less: Preferred Stock
Book Value

Book value per share

Book value

Less: goodwill and other intangible ass
Tangible book valu

Effect of intangible assets per shar

Tangible book value per share

Net (loss) / incom
Average equity
Return on average equity

Average equity

Less: goodwill and other intangible ass
Average tangible equit

Effect of intangible asset:

Return on average tangible equity

At and for the Fiscal Years Ended December 3:

2010 2009 2008 2007 2006

6,500,391 6,500,39 6,319, 71 6,360, 71 6,511,84

$ 25,819,15 $ 27,837,47 $ 36,501,50 $ 36,327,35 $ 38,183,26

2,727,42. - ] : :

$ 23,001,72 $27,837,47 $36,501,50 $ 36,327,35 $ 38,183,26

$ 358 $ 426 $ 5.7¢  $ 57C $ 5.8¢

$ 23,001,72 $27,837,47 $36501,50 $ 36,327,35 $ 38,183,26

37,311 2,579,21 2,840,77: 2,941,79 3,046,28

23,054,41 25,258,26 33,660,73 33,385,55 35,136,97

$ - % 03¢ $ 045 $ 0.4€ $ 0.4€

$ 358 $ 38¢ 532 $ 52/ $ 5.4(

$ (4,70752) $ (8,178,63) $ 2,511,82. $ 871,15, $ 5,811,60

29,820,00 33,600,00 37,435,00  40,737,00 35,728,00
(15.79% (24.3)% 6.71% 2.14% 16.27%

$ 29,820,00 $ 33,600,00 $ 37,43500 $ 40,737,00 $ 35,728,00

37,317 2,579,21 2,840,77: 2,941,79 3,046,28

$ 29,782,68 $31,020,78 $ 3459422 §$ 37,79520 $ 32,681,71
(0.02)% (2.02% 0.55% 0.17% 1.51%
(15.80)% (26.30% 7.26% 2.31% 17.7¢%
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RISK FACTORS

An investment in our Series A Preferred Stock irestisk, and you should not invest in our stodkssyou can afford to lose somi
all of your investment. You should carefully rebd tisks described below before you decide to myyad our Series A Preferred Stock.
business, prospects, financial condition and resoftoperations could be harmed by any of the foiig risks.

Risk Factors Related to this Offering

The Series A Preferred Stock is subordinated to @btigations to creditors and will rank junior tolaof our and our subsidiariesliabilities
in the event of bankruptcy, liquidation or the wiirtg-up of assets.

The Series A Preferred Stock is subordinated toobligations to our creditors, including our depors. If we are in default to the
creditors, you may not receive dividend paymentshenSeries A Preferred Stock. In the event ofrikhaptcy, liquidation or winding# of ou
Company, our assets will be available to pay theidiation preference of our Series A Preferred IStody after all of our liabilities have be
paid. In addition, our right to participate in adigtribution of assets of any subsidiary, upongtbsidiarys liquidation or otherwise, and tt
your ability as a holder of our Series A PreferBdck to benefit indirectly from such distributiomill be subject to the prior claims of credit
of that subsidiary, except to the extent that ahpwr claims as a creditor of such subsidiary mayrécognized. As a result, our Serie
Preferred Stock is also effectively subordinatedatioexisting and future liabilities and obligaterof our subsidiaries. In the event
bankruptcy, liquidation or winding-up, there mayt e sufficient assets remaining, after paying aod our subsidiariediabilities, to pa
amounts due on any or all of our Series A Prefe8tdk then outstanding.

As a bank holding company, we are subject to fedeegulatory oversight and may be, and currentlyegrprohibited from declaring ¢
paying dividends on the Series A Preferred Stockheiut regulatory approval

As a bank holding company, our ability to declared gay dividends is dependent on certain federglilagory consideratior
including the guidelines of the Board of Governoffsthe Federal Reserve System, or Federal Reseegarding capital adequacy
dividends. By letter dated March 30, 2010, the FaldReserve Bank restricted our ability to declanel pay any dividends, including w
respect to the Series A Preferred Stock, until suimb as the Federal Reserve Bank may terminagerdisiriction or approve a request for ¢
declaration or payment. Until then, however, we anable to declare or pay scheduled dividends enSéries A Preferred Stock, wh
dividends will instead only accumulate. In Octol2€x10, we requested and received regulatory apptovphy a dividend on the Serie:
Preferred Stock. Accordingly, in October 2010,deelared and paid dividends on the Series A PedeBtock. However, it is unlikely that -
Federal Reserve Bank will terminate or waive tlistriction again until the financial condition diet Bank significantly improves and sim
dividend restrictions currently imposed on the Bagkhe FDIC and the TDFI are terminated.

We depend on dividends, distributions and other pants from the Bank, which are currently restricteébr sufficient cash flow to ps
dividends on the Series A Preferred Stock and token@ayments on our indebtedness.

We are a legal entity separate and distinct frommBhnk. Our principal source of cash flow, inclglzash flow to pay dividends to «
shareholders and principal and interest on ourtautiing indebtedness, is dividends from the Barile @bility of the Bank to pay divider
and other distributions and to make loans to wuigect to regulatory oversight by both the FDI@ &me TDFI. If the Bank is unable to m:
dividend payments to us and sufficient capital ¢ atherwise available, we may not be able to ndikElend payments to our sharehold
including the holders of our Series A PreferreccBtor our Common Stock, or service our indebtedness

The Bank is currently subject to a consent ordeh whe FDIC and a written agreement with the TDd¢h of which prohibits tl
Bank from declaring or paying cash dividends withoonsent. These dividend restrictions will conéiruntil such time as the Barskfinancia
condition improves significantly enough for the ED&nd TDFI to terminate their respective ActionrBlaTherefore, we currently do not h
access to sufficient cash flow to allow us to dexknd pay scheduled dividends from this sourctherSeries A Preferred Stock. If we are
unable to adequately service our holding compadghbtedness and comply with financial covenantginglahereto or obtain a waiver for st
violations, the lender has the authority to dectheeloans in default and take possession of timkBacommon stock. In that event, we couli
forced into receivership or liquidation and you lcblose all or part of your investment in the SerePreferred Stock.
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The purpose of this offering is to alleviate marfiyh@ conditions and concerns described in thegatieg paragraph, in part, by rais
sufficient capital to retire our outstanding indetrtess under the holding company loan, which wasoapmately $3.48 million as of April
2011. However, we cannot assure you that the pdscee receive in this offering will be sufficiemt ¢nable such debt retirement. Further,
if we are able to retire such indebtedness, weaaititinue to be subject to restrictions prohibitimg declaration and payment of dividend:
the Series A Preferred Stock until such time adrderal Reserve Bank may terminate or waive thesés a bank holding company, we
subject to federal regulatory oversight and mayame, currently are, prohibited from declaring oyipg scheduled dividends on the Serie
Preferred Stock” above.

In the event each of the foregoing restrictions geldted conditions are terminated and we agair Isaificient cash flow and capi
resources to make scheduled dividend paymentse®ehies A Preferred Stock and our indebtednessnaeagain in the future have s
difficulty, in which case we may have to sell asseeek additional capital or restructure or refogaour indebtedness. If we cannot n
scheduled payments on our indebtedness, we coulatdxd into receivership or liquidation and yowlcblose all or part of your investmen
the Series A Preferred Stock.

No broker has agreed to purchase any of the SeAeBreferred Stock and we may not be able to sdllodlthe shares we are attempting
sell in the offering, in which case we may not bbla to provide sufficient capital to the Bank to mtethe capital levels required under t
Action Plans and could lead to deterioration of ofinancial condition and further adverse regulatorgction.

A significant portion of the Series A Preferred &tds being sold directly through the efforts of directors and executive officers.
broker, dealer or other person has any obligatigourchase, or find purchasers for, any sharegéSA Preferred Stock. Because the offe
is not underwritten, there can be no assuranceatiaiparticular number of shares will be sold. Adarch 31, 2011, we have sold 148,
shares. If less than all of the shares offeredsabscribed for, we will have less funds availdblethe uses contemplated in this prospe
including the provision of additional capital teetBank in an amount sufficient to meet the capéeéls required under the Action Plans.
“USE OF PROCEEDS.Under the Action Plans, the Bank is required toleanmgent a capital plan to increase its Tier 1 chpital achieve ar
maintain specified capital ratios for so long as #ction Plans remain in effect. In the event tteBfails to maintain such capital ratios,
FDIC and the TDFI may require the Bank to implemamontingency plan that could include the requéeetrto sell or merge the Bank. !
“RECENT DEVELOPMENTS — FDIC and TDFI Enforcement thms.” Assuming the Bank is no longer subject to the megoents of th
Action Plans, our failure to maintain the Bank agell capitalized”for bank regulatory purposes could adversely affestomer confidenc
our ability to grow, our costs of funds and FDIGunance costs, our ability to pay dividends to shalders, results of operation and finar
condition generally. A bank that is not “well cagited” is subject to a number of restrictions unEBIC rules not otherwise placed owéll
capitalized” institutions, including its ability to accept broke deposits and the deposit interest rates thagpaits. Further, su
undercapitalization may lead to adverse regulatotion, including the issuance of a consent ordeelated directive, such as the Action P
to which the Bank is currently subject, and pogsiblbeing forced into receivership.

There is currently no established public market ftre shares of Series A Preferred Stock, which abliinit your ability to sell such share
for an amount equal to or higher than the offeringrice or at all.

There is no established public trading market for Series A Preferred Stock. Although we curreatlyicipate that the Series
Preferred Stock will be quoted in the over-tteamnter market, we cannot assure you that this ehavlitl be established. Even if established
do not expect that an active public trading mafiethe Series A Preferred Stock will develop. isaannot assure you that any such tre
market will be sustained after the completion o tffering, or that holders of Series A Preferredc® will be able to sell their Series
Preferred Stock at favorable prices or at all. Adewly, the Series A Preferred Stock will likelgve little to no liquidity and holders ther:
should be prepared to hold the Series A PreferteckSor an indefinite period. If a market for tBeries A Preferred Stock develops, any
market may be discontinued at any time. If a putshding market develops for the Series A PrefeBtatk, future trading prices of the Se
A Preferred Stock will depend on many factors,udahg, among other things, the price of our Comi&tack into which the Series A Prefer
Stock is convertible, prevailing interest rates; operating results and the market for similar sities.
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The market for our Common Stock is limited and tosically has experienced significant price and vehe fluctuations, which may make
difficult for you to resell the Series A Preferre&tock or the shares of Common Stock into which tBeries A Preferred Stock a
convertible.

The Series A Preferred Stock will be convertibl®ishares of our Common Stock. Our Common Stockiigently traded on the O”
Bulletin Board, or the OTCBB, under the symbol CSB@e volume of trading activity in our stock idatévely limited. A public tradin
market having the desired characteristics of depihidity and orderliness depends on the presémdbe marketplace of willing buyers
sellers of our Common Stock at any given time. Thesence depends on the individual decisionswvefsitors and general economic and m:
conditions over which we have no control. Givenltheer trading volume of our Common Stock, sigréfit sales of our Common Stock, or
expectation of these sales, could cause our stick fo fall. Even if a more active and liquid merldevelops, there can be no assuranc
such market will continue, or that you will be abdesell your shares at or above the offering price

Further, the market for our Common Stock histoljchhs experienced and may continue to experieiyefisant price and volun
fluctuations similar to those experienced by thealer stock market in recent years. Generally fltietuations experienced by the broe
stock market have affected the market prices ofiritges issued by many companies for reasons uekkl® their operating performance
may adversely affect the price of our Common Stdokaddition, our announcements of our quarterlgraping results, changes in gen
conditions in the economy or the financial marlkatd other developments affecting us, our affiliatesur competitors could cause the me
price of our Common Stock to fluctuate substantiall

If you hold Series A Preferred Stock, you are nattiédled to any rights with respect to our Commono8k, but you are subject to all chanc
made with respect to our Common Stock.

If you hold Series A Preferred Stock, you are nititied to any rights with respect to our Commormcgt (including, withot
limitation, voting rights and rights to receive adividends or other distributions on our Commoncg&jp but you are subject to all chan
affecting the Common Stock. You will only be emtitlto rights on the Common Stock if and when wévdekhares of Common Stock to
upon conversion of your Series A Preferred Stoak. é&xample, if an amendment is proposed to ourtehar bylaws requiring sharehol
approval and the record date for determining tleredtiolders of record entitled to vote on the amesdroccurs prior to delivery to you of
shares of Common Stock, you will not be entitledszéde on the amendment, although you will neveegbglbe subject to any changes ir
powers, preferences or special rights of our ComBtock.

Once you submit an executed subscription agreemegether with payment of the subscription price,uymay not revoke your subscriptis
for shares in the offering

Once you submit a properly completed subscriptigre@ment to us for the offering, together with papinin full of the subscriptic
price for the applicable number of shares in onthefforms prescribed, you may not revoke your stjpon, even if less than all of the she
that we are offering are actually purchased. Weshant established a minimum number of shares ®olik and we intend to accept prom
all properly completed and fully paid subscriptiavisich are received by us up to the maximum amofittie offering.

You may suffer dilution of the Common Stock issuahipon conversion of your Series A Preferred Stock.

The number of shares of our Common Stock issugida wonversion of your Series A Preferred Stockuisject to adjustment or
for stock splits and combinations and certain ofipercified transactions. The number of shares oCammon Stock issuable upon conver
of your Series A Preferred Stock is not subjecdpustment for other events. SEBESCRIPTION OF THE SERIES A PREFERRED STC
— Adjustments to the Conversion Price.”

The terms of the Series A Preferred Stock do rsttiot our ability to offer shares of our Commom& in the future or to engage
other transactions that could dilute our Commorcti§tdVe have no obligation to consider the intere$the holders of the Series A Prefe
Stock in engaging in any such offering or transactif we issue additional shares of our Commorci§tthat issuance may materially
adversely affect the price of our Common Stock dratause of the relationship of the number of shafeour Common Stock you are
receive on conversion to the price of our Commarci§tsuch other events may adversely affect thdintgaprice of the Series A Prefer
Stock.
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In the event we need additional capital, whethea assult of this offering being undersubscribedtirer factors, we may cond
another offering which could result in dilutionydur Common Stock upon conversion of your Seridaréferred Stock.

In the event you convert your shares of Series Aeferred Stock to Common Stock, your right to dividis on or repurchase or redempti
of such Common Stock would be subject to the pdaridend rights of the holders of our outstandingares of Series A Preferred Stock.

Holders of our Common Stock, including holders efi€s A Preferred Stock whose shares are convertedCommon Stock, a
subject to the prior dividend rights of any holdefsour Series A Preferred Stock then outstandisylong as shares of Series A Prefe
Stock are outstanding, cash dividend payments apdrchases or redemptions relating to certain yqaturities, including our Comm
Stock, are prohibited until all accumulated andaidmividends for all past dividend periods arelaes and paid in full (or set aside for
payment) on such Series A Preferred Stock. Thiddcadversely affect the market price of our Comn&tock. In light of the curre
restrictions on our and the Baslability to declare and pay dividends, some opfWhich are expected to continue through mucBGif0 an
possibly beyond, accumulated dividends on the Se&i®referred Stock are likely to be quite substhaind, as a result, to further extend
time period before which we would be able to dexlarpay dividends on or repurchase or redeem oor@on Stock.

Risk Factors Related to our Business
There could in the future be doubt as to our abjfito continue as a going concern.

In its report dated March 29, 2010, our independegistered public accounting firm stated that wtadety regarding our compa
loans raised substantial doubt about our abilitdatinue as a going concern. In that fisn@pinion, such doubt arose from our failur
comply with certain debt covenants under two lodr@sjing an aggregate outstanding balance of appetely $5.25 million as of May 2
2010, and secured by a pledge of all of the Bamdmmon stock. Since that time, on March 29, 20dd received a waiver regarding
previous covenant violations in existence througit@&nber 31, 2010 and a waiver of any covenanttiooldhat occurs through December
2011. In consideration for such waivers, we agreedamong other things, pay in full the outstagdprincipal balance in the amount
$750,000 of one of the two outstanding notes. &loee, as of April 1, 2011, we have only one outding loan and our independent audi
have issued an unqualified opinion with regardup2010 financial statements without a going concensideration.

However, if we are unable to comply with such carmds or obtain an additional waiver from the lenfderviolations that occur aft
December 31, 2011, if any, the lender may declaeeldan in default and take possession of the Baokmmon stock. If this event were
occur, our assets and operations would be subsligmeduced and therefore our ability to contimsea going concern would be in substa
doubt. This offering of Series A Preferred Stockb&ing conducted, in part, to provide us with sudfnt proceeds to pay off the hold
company debt. If we do not receive sufficient pet=in this offering to enable full repayment of tinlding company debt, our debt cove
violations and the going concern risks describealvaltould arise again unless an additional waieer e obtained. In that event, the per
who subscribe for shares of Series A PreferredkStothis offering could lose some or all of thgivestment.
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The Bank is subject to enforcement actions that &bunave a material negative effect on our businesperations, financial conditior
results of operations and the value of our Serieffeferred Stock and Common Stock.

The Bank entered into a consent order with the Fen@\pril 2, 2010 and a written agreement with Tz~ on April 8, 2010, whic
we collectively refer to in this prospectus as #mion Plans. The Action Plans are substantiallyilsir and relate to areas of the Bank’
operations identified as warranting improvementtigh a joint examination of the Bank by the FDIG @ime TDFI commenced on Octobe
2009. The Action Plans, among other things, prolf® Bank from declaring or paying cash dividemdhout the written consent of cert
officials of the FDIC and the TDFI. The Action P#afurther restrict the Bank from extending additiboredit to certain borrowers whe
existing credit has been classified as “loss,” ‘otfwi” or “substandard’or has been charged off the books of the Bank endach case,
uncollected. In addition, the Action Plans requine Bank within 60 days after their respective effee dates to prepare and impleme
written capital plan to (i) increase its Tier 1 itapto no less than 8% of the Baskaverage total assets; and (ii) achieve and niajraétel
establishing a reasonable allowance for loan aaskldéosses, (a) its Tier 1 leverage capital rdtimoaless than 8% of the Barskaverage tot
assets; (b) its Tier 1 risk-based capital ratioadtless than 10% of the Bank’s total risk-weighésdets; and (c) its total riflesed capital rat
at not less than 12% of the Bank’s total ng&ighted assets. Other requirements under the i&ians primarily relate to the development
implementation of written plans, policies and pihoes, including with respect to management anffirgda interest rate risk, apprai
weakness, liquidity, credit underwriting and loahmanistration, annual profit plan and budget, asduction and collection of delinquent lo¢
For a detailed discussion of the requirements efAbtion Plans, see “RECENT DEVELOPMENTS — FDIC arigF|l Enforcement Actions.”
The Action Plans will remain in effect until modifi or terminated by the FDIC or the TDFI, as theeamay be. Generally, enforcement act
such as théction Plans can be lifted only after subsequemtngixations substantiate complete correction oiuthderlying issues. The Bank
required to provide written progress reports torggulatory officials on a quarterly basis untitbuime as the requirements of the Action F
have been accomplished and the Bank has beeneadl@asvriting from such obligation. To date, we adully and timely complied with tt
requirements of the Action Plans. While we inteadake such further actions as may be necessarprtply with the requirements of 1
Action Plans, we may be unable to comply fully wtiture deadlines or other terms of the Action Bldrailure to adhere to the requiremen
the Action Plans could result in more severe rens and civil monetary penalties. Should we faimaintain the capital ratios specifiec
the Action Plans, the FDIC and the TDFI may require Bank to implement a contingency plan that couldude the requirement to sell
merge the Bank. If we suffer continued deterioratin our financial condition, the Bank may be sebj® being placed into a fede
conservatorship or receivership, in which case rabgbly would suffer a complete loss of the vali@ewr ownership interest in the Bank
we subsequently may be exposed to significant ddisnthe FDIC and the TDFI. The terms of the Actlelans could also have a mate
adverse effect on our business, operations, fiahoondition, results of operations and the valfieus Series A Preferred Stock and Comi
Stock.

Our loan portfolio includes residential constructioand land development loans, which have a greatexdit risk than residential mortgac
loans.

We engage in residential construction and land ldpmeent loans to developers. This type of lendghgenerally considered to h:
more complex credit risks than traditional sinfdesily residential lending because the principat@mcentrated in a limited number of lo
with repayment dependent on the successful operatiche related real estate project. Consequetithse loans are more sensitive to
current adverse conditions in the real estate narkd the general economy. These loans are genézali predictable and more difficult
evaluate and monitor and collateral may be diffitaldispose of in a market decline. Furthermoreirg) adverse general economic conditi
such as are now being experienced in resident@l estate construction nationwide, borrowers ingdhin the residential real est
construction and development business may suffevemormal financial strain. As the residentiall restate development and construc
market in our markets has deteriorated, our borrswre this segment have begun to experience diffiaepaying their obligations to us.
additional chargeffs or foreclosures relating to these loans aesgary in the future, our results of operationsldibe negatively impacte
Additionally, to the extent repayment is dependeyun the sale of newly constructed homes or loish sales are likely to be at lower price
at a slower rate than was expected when the loanmeale, which may result in such loans being plaredonaccrual status and subjec
higher loss estimates even if the borrower keefggest payments current. These adverse economiceahéstate market conditions may |
to further increases in non-performing loans artkoteal estate owned, increased charge-offs frardisposition of noperforming asset
and increases in provision for loan losses, alllich would negatively impact our financial conditiand results of operations.
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If our asset quality continues to decline or we dotue to experience greater loan losses than argated, our earnings and overall financi
condition will be adversely affected even further.

Our assets are primarily comprised of loans. Thk df credit losses on loans varies with, amongemothings, general econor
conditions, the type of loan being made, the cveatithiness of the borrower over the term of thenlaad, in the case of a collateralized I
the value and marketability of the collateral fbe loan. While the risk of nonpayment of loansniserent in banking, we have experier
higher nonpayment levels than anticipated, which led a significant adverse effect on our earnargkoverall financial condition. Althou
we have taken actions to prevent further declineluding the creation of a special asset committedevelop and review action plans
minimizing loan losses and the dedication of resesirto assist in the collection and recovery pmctgere can be no assurance tha
outcome of such actions will be successful. As ireguunder the terms of the Action Plans to whibh Bank is subject, the Bank
established a loan review committee comprised ofagority of non-employee directors to periodicalgview the Banlks loan portfolio an
identify and categorize problem credits. To minienike likelihood of a substandard loan portfoli@ &ssess the credit worthiness of custo
and perform collateral valuations. Management afsmintains an allowance for loan losses based upomgng other things, historit
experience and an evaluation of economic conditansregular reviews of delinquencies and loanfplastquality. Based upon such factc
management makes various assumptions and judgiaeots the ultimate collectability of the loan poti and provides an allowance for Ic
losses based upon a percentage of the outstandiagdes and takes a charge against earnings sjileceto specific loans when their ultirr
collectability is considered questionable. If maeagnts assumptions and judgments prove to be incorretthe allowance for loan losse
inadequate to absorb losses, or if regulatory aitth® require us to increase our allowance fonllwsses as a part of their examination pro
additional provision expense would be incurred and earnings and capital could be significantly addersely affected. For example
previously reported, for the third quarter of 200@ Bank was required to fund an additional provisof $1.625 million for loan loss
following a joint examination of the Bank by the EDand the TDFI. As of December 31, 2010, the badaof our allowance for loan los:
was $9.132 million. We incurred a $4.13 millioropision expense related to our allowance for lazsés during the fourth quarter of 2(
$3.2 million of which was a result of a joint exaraiion by the FDIC and TDFI.

Moreover, additions to the allowance may be necgsbased on changes in economic and real estat&etnaonditions, ne
information regarding existing loans, identificatiof additional problem loans and other factorsghbwithin and outside of management’
control. These additions may require increasedipi@mv expense which would negatively impact ouuhssof operations.

We have increased levels of other real estate, grity as a result of foreclosures.

As we have begun to resolve nperforming real estate loans, we have increasedethed of foreclosed properties, primarily th
acquired from builders and from residential landedepers. As of December 31, 2010, the balanceuoffareclosed properties was $1-2
million, representing a 20% increase over the Dde2009 balance of $10.33 million. Foreclosed estate expense consists of three t
of charges: maintenance costs, valuation adjussriré to new appraisal values and gains or lossdgsposition. As levels of other real es
increase and also as local real estate valuesdettiese charges will likely increase, negatiedfgcting our results of operations.

Our Series A Preferred Stock will reduce net incomreailable to holders of our Common Stock and eargs per common share.

The cash dividends paid or accumulated on our SéxiBreferred Stock, and any future capital stoekmay issue which is senior
our Common Stock, will reduce any net income abédldo holders of Common Stock and our earningscpermon share. The preferred st
will also receive preferential treatment in the rvef liquidation, dissolution or winding up of o@ompany. In light of the current restrictis
on our and the Bank'ability to declare and pay dividends, some oofllvhich are expected to continue through mucR@#1 and possib
beyond, dividends on the Series A Preferred Stoilkawcumulate and are likely to become quite saibsal. The higher these accumule
dividends, the higher the preference payable iretrent of liquidation, dissolution or winding up @fir Company and the less likely the hols
of our Common Stock will be to realize any proceiedsuch event. See “RECENT DEVELOPMENTS.”
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We may require additional capital which may not bble to be obtained or, if obtained, may cause #igant dilution to current
shareholders

We may require capital from sources other thaniegsngeneration. Such other sources may includefeming of equitybase
securities, which could significantly dilute yourvestment in the event of conversion. In Novemt@92 the FDIC downgraded the Bask’
status to an “adequately capitalizedstitution, which, among other things, restridis interest rates payable by the Bank for time digpdVe
are conducting this offering, in part, to providéddional capital to the Bank to meet these elaVatapital requirements. Se&JSE OF
PROCEEDS."In the event, however, proceeds from this offeidmg insufficient for such purpose, we intend tosper additional sources
capital, which may include additional equity invasnts, additional offerings of equibased securities, borrowed funds or any combinati
these sources. Our ability to access these alteenedipital sources may be limited due to the ratguy restrictions currently placed on us
the Bank or the condition of the capital marketserefore, we may have difficulty rebuilding the B&ncapital reserves and we may pro
new investors in the future certain rights, prefieess and privileges senior to our current sharehsld/hich may adversely impact our cur
shareholders.

Liquidity needs could adversely affect our resultsoperations and financial condition

We rely on dividends from the Bank as our primawyrse of funds. However, in November 2009, follogvithe conclusion of a joi
examination of the Bank by the FDIC and the TDRg EDIC placed restrictions on the Baskbility to pay cash dividends, requiring that
Bank first obtain a nowbjection from the FDIC. This restriction was sufpsently extended in April 2010 pursuant to the dwtPlans. Se¢
“RECENT DEVELOPMENTS — FDIC and TDFI Enforcement thams.” Furthermore, the majority of the Baskfunds are comprised
customer deposits and loan repayments. While sébeédinan repayments are a relatively stable sooféends, they are subject to the ability
borrowers to repay the loans. The repayment ofdozem be adversely affected by a number of facioadyuding changes in econor
conditions, adverse trends or events affectingnass industry groups, reductions in real estateegabr markets, business closings ordég;
inclement weather, natural disasters and internatimstability. Additionally, deposit levels mag laffected by a number of factors, incluc
rates paid by competitors, general interest ratel$e returns available to customers on alternadtivestments and general economic condit
Accordingly, we currently are, and may from timetitoe in the future be, required to rely on secondaurces of liquidity to meet withdrav
demands or otherwise fund operations. Alternatwgaes include advances from the Federal Home Baenk and federal funds lines of cre
from correspondent banks. While we believe thaseélsources are currently adequate, there can hesuoance they will be sufficient to
future liquidity demands. We may be required tawstiy discontinue loan growth, capital expendituesther investments or liquidate asse
these alternative sources are not adequate.

Our success depends significantly upon economicditions in the local markets where we operate.

Substantially all of our loan and deposit custontiees, work and bank in the Chattanooga, Tenne848A. As a result, our succe
depends upon a sound local economy to provide tymites for new business ventures, increased temand and the need for dep
servicesOur profitability is impacted by these local fagt@s well as general economic conditions and isteetes. For example, our earni
may be negatively impacted by increases in unemnpdoy rates or reductions in population, income Ikveeposits and housing starthe
Chattanooga, Tennessee MSA has experienced an remomlownturn characterized by falling home priceasing foreclosures, reduc
economic activity, increased unemployment and ameased level of commercial and consumer delingaendhese alverse econom
conditions have inhibited our growth and diminishbéé ability of some of our customers to serviceirthoan obligationsIf economir
conditions in our local markets do not improve etediorate further, we could experience any offtilewing consequences, each of wt
could further adversely affect our business:

« demand for our products and services could decline;
« loan delinquencies may continue to increase; and

« nonperforming assets and foreclosures may contmuerease
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A prolonged economic downturn could also negativeipact collateral values or cash flows of borrogvisusinesses, and as a re
our primary source of repayment could be insuffitim service the debt. In addition, adverse comsecges to us in the event of a prolor
economic downturn in our local markets could be pounded by the fact that many of our commercial radi estate loans are secured by
estate located in those market areas. Significaclirte in real estate values in these market aveatd mean that the collateral for many of
loans would provide less security. As a resultweelld be more likely to suffer losses on defaulteghs because our ability to fully recovel
defaulted loans by selling the real estate colwteould be diminished. Adverse economic conditionsur local markets, including sustai
periods of increased payment delinquencies, fosecés or losses in the State of Tennessee or dte &tGeorgia, could impair our ability
collect loans and could otherwise have a negaffeeteon our assets, revenues, results of opetod financial condition.

Continuing negative developments in the financiadrsices industry and U.S. and global capital andedit markets may lead to additior
regulation and further deterioration of our resultef operations and financial condition.

Negative developments in the capital and creditketarduring 2008, 2009 and 2010 have resulted gemainty in the financi
markets. Financial institutions across the Unit&ate3, including the Bank, have experienced detdiitg asset quality. Loan portfolios inclt
impaired loans to businesses struggling to staypiration or achieve adequate cash flow. Furtlterctine in collateral values supporting tr
loans have also impacted the ability of a busimesnsumer to obtain loans or increased finaricgitutions losses in the event of foreclo:
and liquidation. At the same time financial indiitms have experienced concerns regarding liquidltgis concern has increased
competition for deposits in our local market aslvesl wholesale funding options. These events hangacted our stock price, as well as
stock price of other bank holding companies. Thiepiial impact of these events may be an expardi@xisting or creation of new federal
state laws and regulations regarding lending andifig practices, liquidity standards and compliaissees. See, for example, “We cannc
fully predict the impact of recently enacted legigin on our businesdjelow. Continued negative developments as well iasability tc
respond to these new operating and regulatory rexpaints could further negatively impact our resoltsperations. The negative conseque
could limit our ability to originate new loans obtain adequate funding or increase costs associgtbdregulatory compliance. Ultimate
these changes could result in modifications toedusting or future strategic plans, capital requieats, compensation, financial performe
and stock performance.

There can be no assurance that recently enactedslegion will stabilize the U.S. financial system.

Under the Temporary Liquidity Guaranty Programl(@P"), the FDIC will (i) guarantee, through the earliernoaturity or June 3
2012, certain newly issued senior unsecured debedby participating institutions and (ii) providelimited FDIC deposit insurance cover
for noninterest bearing transaction deposit acaudégotiable Order of Withdrawal Accounts (comnyokithown as NOW accounts) pay
less than 0.5% interest per annum and Interestaamyérs Trust Accounts (commonly known as IOLTA)chat participating FDIGAsurec
institutions through December 31, 2009. Suclimitéd insurance coverage expired and was not detknder the DodBrank Act (define
below). The $250,000 deposit insurance coveragé kwas scheduled to return to $100,000 on Janual3010, but was extended
congressional action until December 31, 2012 ardNIOW and IOLTA accounts are subject to such $ZBD,@surance coverage lin
Coverage under the TLG Program was available feffitlst 30 days without charge. The fee assessfoerbverage of senior unsecured ¢
ranges from 50 basis points to 100 basis pointsapaum, depending on the initial maturity of thébtdeThe fee assessment for deg
insurance coverage is 10 basis points per quarteamounts in covered accounts exceeding $250,088. U.S. Congress enacted
Emergency Economic Stabilization Act of 2008 (“EEpAn response to the impact of the volatility andraligion in the capital and cre
markets on the financial sector. The Treasury &edféderal banking regulators implemented a nurobg@rograms under this legislation
address these conditions and the asset qualititatapd liquidity issues they have caused foraiarfinancial institutions and to improve
general availability of credit for consumers andihasses. In addition, the U.S. Congress enaceeArtierican Recovery and Reinvestment
of 2009 (“ARRA") in an effort to save and creatd$o stimulate the U.S. economy and promote long-gnowth and stabilityThe EESA an
ARRA have been followed by numerous actions byRbderal Reserve, the U.S. Congress, the U.S. Tmeabe FDIC, the Commission &
others to address the liquidity and credit cribist followed the sulprime meltdown. These measures include homeowlief tieat encouragt
loan restructuring and modification; the establishitof significant liquidity and credit facilitigfer financial institutions and investment bar
the lowering of the federal funds rate; emergernaijoa against short selling practices; a tempoargranty program for money market fur
the establishment of a commercial paper fundinglifiacto provide backstop liquidity to commercial paper issuers; and rdotec
international efforts to address illiquidity anchet weaknesses in the banking sector. The purdobese legislative and regulatory actior
to stabilize the U.S. financial system. The TLG# EESA, the ARRA and the other regulatory initiesi described above may not have
desired effects. If the volatility in the marketsntinues and economic conditions fail to improvesmrsen, our business, financial condit
results of operations and/or access to credit,ékas the trading price of our common stock, cdaédmaterially and adversely affected.
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We cannot fully predict the impact of recently ertad legislation on our business.

On July 21, 2010, President Obama signed into leevDoddFrank Wall Street Reform and Consumer Protectioh ¢k2010 (th:
“Dodd-Frank Act”). The impact of the Dodeank Act on the financial services industry will broad, with enhanced regulatory oversight
compliance, including, among other things, (i) emde resolution authority of troubled and failingnks and their holding companies;
increased capital and liquidity requirements; (ili¢reased regulatory examination fees; (iv) chartgeassessments to be paid to the FDI
federal deposit insurance; and (v) numerous othevigions designed to improve supervision and agbtsof, and strengthening safety |
soundness for, the financial services sector.dtit®n, the Dodd~rank Act established a new framework for systerisic and oversight in tt
industry which has resulted and will continue teule in sweeping changes in the regulation of foianinstitutions aimed at strengthen
safety and soundness for the financial service®isek summary of certain provisions of the Dodéfk Act is set forth below:

« Increased Capital Standards and Enhanced Superv. The federal banking agencies are required tdksttaminimum leverage a
risk-based capital requirements for banks and bank tpldompanies. These new standards will be no lelager current regulato
capital and leverage standards applicable to idsdiepository institutions and may, in fact, be leigtvhen established by the agen:
The DoddFrank Act also increases regulatory oversight, sigien and examination of banks, bank holding cames and the
respective subsidiaries by the appropriate regnjatgency

o Federal Deposit Insuranc. The DoddFrank Act makes permanent the $250,000 deposiranse limit for insured deposits ¢
provides unlimited federal deposit insurance on-imp@rest bearing transaction accounts at all irsutepository institutions un
December 31, 2012. The Doddank Act also changes the assessment base faafetiposit insurance from the amount of ins
deposits to consolidated assets less tangibleyealiininates the ceiling on the size of the DI amcreases the floor of the size of
DIF.

« The Consumer Financial Protection Bureau (“Bureau”)The DoddFrank Act centralizes responsibility for consumerahcia
protection by creating a new agendhe Bureau, responsible for implementing, examinamgl, for large financial institutior
enforcing compliance with federal consumer finahlgias. Because the Bank has under $10 billiorotaltassets, however, the FI
will still continue to examine it at the federavé for compliance with such law

« Interest on Demand Deposit Accoul.. The Dod-Frank Act repeals the prohibition on the paymeninsérest on demand depc
accounts effective one year after the date of emaat, thereby permitting depository institutiongpty interest on business checl
and other account

» Mortgage Reforn. The Dod«-Frank Act provides for mortgage reform addressiraystome’s ability to repay, restricts varial-rate
lending by requiring the ability to repay to beeatatined for variable rate loans by using the maximrate that will apply during tl
first five years of a variable-rate loan term, andkes more loans subject to requirement for higlst-loans, new disclosures .
certain other restriction

We expect that many of the requirements calledrfdhe DoddFrank Act will be implemented over time, and modt e subject t
implementing regulations over the course of sevgealrs. Given the uncertainty associated with tlaamer in which the provisions of 1
Dodd+rank Act will be implement by the various regulgtagencies and through regulations, the full extérthe impact such requireme
will have on financial institutions’ operations umclear. The changes resulting from the Déddnk Act may impact the profitability of ¢
business activities, require changes to certaiowfbusiness practices, impose upon us more shinggpital, liquidity and leverage ra
requirements or otherwise adversely affect ourrmss. These changes may also require us to iniggsticant management attention
resources to evaluate and make necessary changeteimnto comply with new statutory and regulat@guirements.
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We are subject to federal and state regulationstthmpact our operations and financial performance.

We operate in a highly regulated industry and atgext to examination, supervision and comprehensdgulation by various fede
and state agencies, including the Federal Restred;DIC and the TDFI. Many of the banking reguiat we are governed by are intende
protect depositors, the public or the insurancedéumaintained by the FDIC, not shareholders. Canpk with the numerous bank
regulations is costly and requires investment iman and information technology resources. Cert&iouo activities, such as the paymen
dividends, mergers and acquisitions, investmentmd and interest rates charged, interest ratesgpadeposits and locations of offices,
impacted by these regulations. We are also subjecapitalization guidelines established by bankinghorities, which require us to maint
adequate capital to support our growth. To be caiegd as “well capitalized,” an institution musaimtain minimum total riskased, Tier
risk-based and Tier 1 leverage ratios.

The laws and regulations applicable to the bankmolyistry are subject to change at any time. We afpredict the events that v
result in regulatory changes nor their impact oa blanking industry in general and us in particuegcause government regulation gre
affects the business and financial results of @thimercial banks and bank holding companies, theafasompliance could adversely affect
ability to operate profitably.

The Sarbane®xley Act of 2002 and the related rules and regutat promulgated by the Commission have increakedstope
complexity and cost of corporate governance, rémprand disclosure practices. These regulationappdicable to us. We have experien
and may continue to experience, increasing comgdiaiosts as a result of the SarbaBetey Act. These necessary costs are proportioy
higher for a company of our size and will affect profitability more than that of some of our largempetitors.

We have a significant deferred tax asset and canassure you that it will be fully realized.

We have net deferred tax assets of $1.7 millioof@ecember 31, 2010. We did not establish a valnatllowance against our fede
net deferred tax assets as of December 31, 200@@ember 31, 2010 because we believe that it i tilaely than not that all of these as:
will be realized. In evaluating the need for a adion allowance, we estimated future taxable inctiaged on management prepared foret
This process required significant judgment by managnt about matters that are by nature uncertafature events differ significantly fro
our current forecasts, we may need to establishl@ation allowance, which could have a materialgerary adverse effect on our result
operations and financial condition.

Competition from financial institutions and otheriiancial service providers may adversely affect quofitability.

The banking business is highly competitive and wpeéence competition in each of our markets froranyn other financi
institutions. We compete with other commercial grdcedit unions, savings and loan associationstgage banking firms, consumer fina
companies, securities brokerage firms, insurancepamies, money market funds, and other mutual fuasisvell as other community ba
and super-regional and national financial institu$i that operate offices in our primary market suagad elsewhere.

Additionally, we face competition from de novo commmty banks, including those with senior management were previous
affiliated with other local or regional banks op#e controlled by investor groups with strong ldmadiness and community ties. These de
community banks may offer higher deposit rates awelr cost loans in an effort to attract our custanend may attempt to hire
management and employees.

We compete with these other financial institutitwagh in attracting deposits and in making loansadidition, we have to attract «

customer base from other existing financial insititus and from new residents. We expect compettiioimcrease in the future as a resu
legislative, regulatory and technological change$the continuing trend of consolidation in theaficial services industry.
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Changes in interest rates could adversely affect cesults of operations and financial condition.

Changes in interest rates may affect our levehtafrest income, the primary component of our gressnue, as well as the level of
interest expense. Interest rates are highly seaditi many factors that are beyond our controlluiag general economic conditions and
policies of various governmental and regulatoryhatities. Accordingly, changes in interest ratesldodecrease our net interest inca
Changes in the level of interest rates also mawtiagy affect our ability to originate real estddans, the value of our assets and the abil
realize gains from the sale of our assets, all lnithv ultimately affects earnings. Economic eventsmpted the Federal Reserve, beginnir
September 2007, to reduce its federal funds rate. 1 the rapid decline in interest rates, we werable to recalibrate our liabilities at
same rate at which loan rates declined. As a reb@tnet interest margin was impacted negativalyng 2009 but it improved slightly in 20:
If the Federal Resernvefederal funds rate remains at extremely low Eweldoes not increase above our interest ratesflaur funding cos
may increase which will negatively impact the mgefest margin and our financial performance.

We rely heavily on the services of key personnell éime unexpected loss of any of those personnelld@@adversely affect our operations.

In November 2009, Gregory B. Jones resigned ashuef executive officer, and this position was ased by Nathaniel F. Hughes
addition to his then existing role as presidentparinterim basis until a permanent successorrizeda The search for the successor is on¢
and will give consideration to external and intérrendidates, including Mr. Hughes unless he deslisuch consideration. Under the term
the letter dated March 30, 2010 we received frommRbderal Reserve Bank, however, we must first gptece to the Federal Reserve B
before undertaking any change in our senior exeeutianagement. See “RECENT DEVELOPMENTS — FedeeskeR/e Bank Restrictions.”
We rely on the strategies and management servickt.oHughes, particularly during this critical trsition period. The loss of his servi
could have a material adverse effect on our busjnesults of operations and financial conditiore ¥e also dependent on certain othel
officers who have important customer relationshipare instrumental to our lending and depositgrgrations. Changes in key personnel
their responsibilities may be disruptive to opemasi and could have a material adverse effect onfinancial condition and earnings.
believe that our future results will also dependmpur ability to attract and retain highly skilladd qualified personnel.

In January 2011, Jerry D. Lee resigned as our BEixecVice President and Chief Credit Officer.

We are subject to Tennessee’s atgkeover statutes and certain charter provisiongtltould decrease our chances of being acquiredrei
the acquisition is in the best interest of our skedmolders.

As a Tennessee corporation, we are subject to wariegislative acts that impose restrictions on aglire compliance wi
procedures designed to protect shareholders agaifair or coercive mergers and acquisitions. Thetatutes may delay or prevent offer
acquire us and increase the difficulty of consuningaany such offers, even if the acquisition wobiédin our shareholderfest interests. O
charter also contains provisions which may makadifficult for another entity to acquire us withotlie approval of a majority of t
disinterested directors on our board of directS8exondly, the amount of common stock owned by,athdr compensation arrangements \
certain of our officers and directors may make trendifficult to obtain shareholder approval of gmifal takeovers that they oppc
Agreements with our senior management also prdaidsignificant payments under certain circumstarnfcdowing a change in control. The
compensation arrangements, together with the constmok and option ownership of our board of directand management, could mak
difficult or expensive to obtain majority suppodrfshareholder proposals or potential acquisitiosppsals that the board of directors
officers oppose.

The success and growth of our operations will dedeon our ability to adapt to technological changes.
The banking industry and the ability to deliverdintial services is becoming more dependent on tdabical advancement, such
the ability to process loan applications over therdnet, accept electronic signatures, provide ggectatus updates instantly, reliablelina-

banking capabilities and other customer expecteteiences that are cost efficient to our busirgsgesses. As these technologies
improved in the future, we may, in order to remadmpetitive, be required to make significant cdptgenditures.
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CAUTIONARY STATEMENTS CONCERNING FORWARD-LOOKING ST ATEMENTS

The Private Securities Litigation Reform Act of BO@rovides a “safe harbortb encourage companies to provide prospe
information, as long as those statements are fikohths forwardeoking and are accompanied by meaningful cautpstatements identifyir
important factors that could cause actual resaldiffer materially from those included in the fawidiooking statements. Certain informat
contained in this prospectus or information incogbed by reference in this prospectus, or in ahgmotvritten or oral statements made by (
communications with the financial community or ained in documents filed with the Commission, ma&ydonsidered forwarlboking.
Forwardiooking statements are those not based on histdritarmation, but rather relate to, among othendgis, projections of revenu
earnings, earnings per share, cash flows, cappéraitures or other financial items, expectatioegarding acquisitions, discussions
estimated future revenue enhancements, potensalositions, and changes in interest rates. Thedenstnts also relate to our busi
strategy, goals and expectations concerning oukeh@osition, future operations, margins, profiliiliquidity and capital resources. You ¢
find many of these statements by looking for wasdsh as “will,” “may,” “should,” “could,” “believes “expects,” “anticipates,” “estimates,”
“intends,” “projects,” “goals,” “objectives,” or giilar expressions in this prospectus or in docusiémtorporated herein. Forwalalking
statements speak only as of the date made.

These forwardeoking statements are subject to numerous assangptiisks, and uncertainties, many of which agehd our contro
We caution readers that the following factors, ddidon to other factors mentioned from time to éinmay cause actual results to d
materially from those contemplated by the forwardking statements:
« our ability to comply with the Action Plan

« our ability to sell a substantial amount of thei&eA Preferred Stock;

« Uunanticipated deterioration in the financial coiwdit of borrowers resulting in significant increasiesloan losses al
provisions for those losse

« increased competition with other financial insibat;
« changes in economic conditions in our market area;
« rapid fluctuations or unanticipated changes inregerates

« the effect on us and our industry from difficult ket conditions, unprecedented volatility and tbarginess of other financ
institutions;

« ourinability to restructure our loan portfolio tegulatory acceptable levels and composition;
« the effect of recent legislative regulatory initiafs;
« changes in the legislative and regulatory enviramiand
« other factors described unc“RISK FACTORS above.
All subsequent written and oral forwalabking statements attributable to us or any peestdimg on our behalf are expressly quali
in their entirety by the cautionary statements amed or referred to in this section. We do notartake any obligation to release publicly

revisions to such forwartboking statements to reflect events or circumstanafter the date of this document or to refleetdbcurrence «
unanticipated events.
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USE OF PROCEEDS

The following table sets forth the calculation afr met proceeds from the offering at the subsanpfirice of $25.00 per share. Si
the offering is not conditioned on the sale of amimum number of shares and since it is being caeduon a best efforts basis, with
purchase commitment from any underwriter, we aes@mting this information assuming in the altexssathat we sell 15%, 50% and 100%
the shares offered.

Proceeds from Offering

As of 3/31/1: 50% 100%
Gross Offering Procee( $ 3,723,000 $ 7,500,000 $ 15,000,00
Maximum Amount of Potential Commissions 0 75,00( 150,00(
Estimated Expenses of the Offeri 144,00( 170,00( 170,00(
Net Proceed $ 3,579,000 $ 7,255,000 $ 14,680,00

(1) We would pay a commission of 2.0% of the subswiptprice to any eligible FINRA member firm named am execute
subscription agreement as having assisted the helite completing such subscription. For purposégshis table we han
assumed that we would pay this commission on 50%hef aggregate amount of shares sold in this offerexcept n
commissions has been paid on any sale as of March(31.

We have used and intend to use such proceedsl@sdoli) retire our outstanding indebtedness urmlgrcompany loan with Silvert
Bridge Bank, N.A. (principal balance of $3.48 nailli as of April 1, 2011), (ii) fund the payment b&tOctober 2010 dividend on the Serie
Preferred Stock, (iii) fund anticipated holding quemy expenses over the next 12 months, includinigelids that will accumulate with resg
to the Series A Preferred Stock until such timevasare permitted to declare and pay such dividéedsmated to be approximately $
million for the next 12 months) and (iv) provideetbalance, if any, as additional capital to the lBaa that it may meet the capital le
required under the Action Plans.Our company loas d maturity date of July 1, 2014, and interestuss on the outstanding indebtedne
an annual rate equal to the greater of prime plaB6.50% (floor increased from 6.25% as of Aprik011).

If less than all of the shares offered are subedrilor, we will have less funds available for tlses contemplated above. For exan

if we sell only 15% of the shares offered, we wonfut receive sufficient proceeds to enable theawmtent of our outstanding indebtedr
under our holding company loan.

23




DETERMINATION OF OFFERING PRICE

Our Series A Preferred Stock is a new issue forckvhthere is no existing market. The offering pritas been determined
management and our board of directors. In estabijsihe offering price, management and the boamirettors considered various factors
they deemed relevant, including among other things:

our current financial condition and operating parfance as presented in our financial statem:
our regulatory status;

the market value of our Common Sto

the number of shares sought to be iss

the amount sought to be raised;

the conversion price and conversion

the anticipated impact of the offering on the magkéce of our Common Stock; and

market factors and considerations based upon sietjaity issuances by other issue

NONE OF THE BOARD OF DIRECTORS OR MANAGEMENT HAS PRESSED AN OPINION OR HAS MADE AN
RECOMMENDATION AS TO WHETHER ANY CURRENT SHAREHOLDE SHOULD PURCHASE SHARES IN THE OFFERING. Al
DECISION TO INVEST IN THE SERIES A PREFERRED STOGKUST BE MADE BY EACH INVESTOR BASED UPON HIS OR HE
OWN EVALUATION OF THE OFFERING IN THE CONTEXT OF K OR HER BEST INTERESTS. WE WILL NOT SEEK AN OPIN
CONCERNING THE FAIRNESS OF THE OFFERING PRICE FORMYPERSON OR PURPOSE.
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THE OFFERING

We are offering to sell up to 600,000 shares of Series A Preferred Stock at a price of $25.00gbhare. Shares have been n
available to the public through our directors amdoaitive officers and we would make the shareslaiai to the public through any eligil
broker or dealer named in a subscription agreermehving assisted the subscriber in making thestnvent. We do not intend to sell less
100 shares or more than 100,000 shares to anympeatbough we reserve the right to make exceptionsur sole discretion. Once ma
subscriptions may not be revoked by subscribers.

Shares of Series A Preferred Stock sold througfibédéi brokers or dealers will be sold at a pricé25.00 per share and we will pe
commission equal to 2.0% of that amount. As of Ma3&, 2011, we have not paid a commission to ankesror dealer relating to a sale of
Series A Preferred Stock. We may commence to gfiares through brokers and dealers at any timeta#eexpiration of the four week per
referred to at the beginning of this paragraphedslextended by us in our sole discretion, thisrioif) will terminate June 30, 2011.

We will conduct the offering solely on a best effprno minimum basis, which means there are nohaisee commitments frc
underwriters and no minimum number of shares thadtrbe sold in the offering in order to accept stpsons and close the offering. W
respect to shares offered, all funds will be plaited segregated account at the Bank pending aepsance of the associated subscript
Accordingly, we may raise less than $15,000,00fénoffering and the funds from any subscriptiomsagcept will be immediately available
us. As soon as practicable after the acceptanemyfubscription, we will cause to be sent cedtfis for shares of Series A Preferred £
representing the subscriptions accepted by ukelbffering is not completed, or if any part of ysubscription is not accepted, your funds
be returned, without interest, as soon as pradéc#le reserve the right to amend or terminateoffering at any time.

How to Subscribe
Each investor who desires to purchase Series AeReef Stock in the offering should:
« complete, date and sign the subscription agreernmahiiding the Form \-9, accompanying this prospect

« make payment by personal check, bank or cg's check, or wire transfer payable to CornerstorecBlaares, Inc., in the amo
of $25.00 for each share subscribed for in therivffe and

« transmit the completed subscription agreement thagevith payment in full for all shares subscrifed (unless payment is me
separately by wire transfer), by mail, hand delp@r overnight or express courier service,

Cornerstone Bancshares, Inc.
835 Georgia Avenue
Chattanooga, Tennessee 37402

If payment of the subscription price is to be mbglavire transfer, the following wire instructionsaild be used:
Cornerstone Community Bank
ABA: 061304363
FBO Cornerstone Bancshares, Inc.
Acct: 143036803

Your completed subscription agreement, togethen pétyment in full for the number of shares for vihyou wish to subscribe in tl
offering, must be received by us prior to our teration of the offering.

DELIVERY TO AN ADDRESS OR IN A MANNER OTHER THAN TKOSE INDICATED ABOVE DOES NOT CONSTITUT
GOOD DELIVERY TO US.
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If the amount you send with your subscription isufficient to purchase the number of shares thatigdicate are being subscrit
for, or if you do not specify the number of shai@be purchased, then we will treat your subs@iptis one to purchase shares to the full €
of the payment sent.

FAILURE TO INCLUDE THE FULL OFFERING PRICE WITH YOH SUBSCRIPTION AGREEMENT MAY CAUSE US 1
REJECT YOUR SUBSCRIPTION.

The method of delivery of subscription agreement$ payment of the offering price will be at youe&ion and risk. If you send yc
subscription by mail, we recommend that you usésteged mail, return receipt requested, and that altow a sufficient number of days
ensure delivery and clearance of payment prioh&termination date. You will be required to pag tidditional postage costs relatin
registered mail.

We will decide all questions concerning the timikglidity, form and eligibility of subscription agements received and our decis
will be final and binding. We may, in our sole distion, waive any defect or irregularity, or permitlefect or irregularity to be corrected wil
such time as we may determine, or reject the ptedosubscription. Subscription agreements will Ibetdeemed to have been receive
accepted until all irregularities have been waigedured within such time as we determine in ole siiscretion. We will not be under any d
to give a subscriber notice of any defect or irfagty in the submission of subscription agreememtgicur any liability for failure to give su
notification.

SUBSCRIPTIONS FOR SERIES A PREFERRED STOCK MAY NBE REVOKED BY SUBSCRIBERS.
Purchases By Directors, Executive Officers and Othe

As of the date of this prospectus, our directors executive officers, including their affiliatesgreficially own approximately 20.3¢

of the outstanding shares of our Common Stock. @¥gemnplate that all of our directors and a majooitypur executive officers will subscri

for shares of Series A Preferred Stock in thisraffig but we presently do not know how many shéhey intend to purchase. However, a

March 31, 2011, they have purchased 28,600 sharasgaoup. Each director and executive officer whochases shares in this offering
purchased and will purchase with the intent of mgdhe shares as an investment.

Regulatory Limitation

We will not be required to issue shares of SerieBréferred Stock in the offering to any person wihoour judgment, would |
required to obtain prior clearance or approval frmmy state or federal bank regulatory authoritgwm or control such shares if such cleari
or approval has not been obtained or any requirgting period has not expired prior to our termioatof the offering. In our sole discreti
we may conditionally accept subscriptions whererdwired regulatory approvals have not been receiin which case all funds receivel
payment of the offering price will remain in a segated account pending the receipt of the requiggdlatory approvals. If we conditione
accept a subscription pending regulatory approzat] if any required regulatory approval is not reeg prior to the termination of tt
offering, you will not receive any shares in théedhg and you will receive a refund of your payrmehthe offering price as soon as practic
by mail. You will not receive any interest on yaubscription funds while they are on deposit with Bank and any refund will be withi
interest. Our determination as to whether clearan@pproval is required will be final and binding.

Nonqualified States or Foreign Countries
We have made a reasonable effort to comply withstmurities laws of all states in the United Statewhich current sharehold:
reside. We will not provide subscription materisdsany person who resides in any foreign countrjnceny state of the United States if

determine that compliance with the securities lafvsuch country or state would be impracticabled am will not accept any subscriptic
from subscribers located in those states or casatri
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MARKET PRICE OF OUR COMMON STOCK
AND RELATED SHAREHOLDER MATTERS

Market Information and Dividends

Our Common Stock is quoted on the OTC Bulletin Blpar OTCC, under the symbol CSBQ but is not listeda national securiti
exchange. There are ten market makers who provmarket for our Common Stock. The table below presquarterly high and low bid pric
per share of our Common Stock, as reported by shdsdi sources, and cash dividends declared on aum@a Stock for the last two fis
years. The prices reflect in-dealer prices, without retail mark-up, mark-dowrcommission and may not represent actual trarsati

Cash Dividend:
High and Low Common Stock Share Price for Cornerstoe Paid Per Share
2010 Fiscal Yeal

First Quarte! $ 21C $ 2.7t -
Second Quarte $ 1.7t $ 4.7 -
Third Quartel $ 1.3t % 3.0C -
Fourth Quarte $ 15¢ $ 2.0C -
2009 Fiscal Yeal

First Quartel $ 35C % 6.0C $ 0.07
Second Quarte $ 4.0C $ 6.0C $ 0.0z
Third Quartel $ 2.6 $ 5.77 -
Fourth Quarte $ 19t § 3.71 -

The last reported bid price per share of our Comr8totk as quoted on the OTCBB was $1.36 on Aprjl Z111. There we
approximately 550 holders of record of the commimclsas of December 31, 2010. This number doeinotude shareholders with share
nominee name held by the Depository Trust Comp@iyC). As of the end of 2010, there were approxetyaB3, 783,000 shares held
nominee name by DTC.

Pursuant to its letter dated March 30, 2010, thdeFd Reserve Bank has restricted our ability tolate or pay any dividenc
Therefore, no further dividends will be paid to @lrareholders until such time as the Federal ResBank may terminate or waive t
restriction. In October 2010, the Federal Res&aek waived this restriction as it allowed us ty padividend at that time. However, until
financial condition of the Bank significantly impres and similar dividend restrictions currently mspd on the Bank by the FDIC and
TDFI are terminated, it is unlikely that the Fedd€taserve Bank will waive this restriction agaieeSRECENT DEVELOPMENTS.”

At such time as the restrictions on dividend paytsieeferenced above no longer apply, our boardrettbrs will evaluate the amot
of future dividends to be declared and paid, if,aafyer capital needs required for expected gravftassets are reviewed. Subject to the
dividend rights of the holders of Series A Prefdr&ock, the payment of dividends on Common Stsckolely within the discretion of ¢
board of directors, considering our expenses, thimtenance of reasonable capital and risk reseanesappropriate capitalization requirem
for state banks. Any dividend payable on the Seki€seferred Stock that is not declared by our Badrdirectors or paid will accumulate.

Securities Authorized for Issuance Under Equity Corpensation Plans

Number of securities

be issued upon exerci Weighted averag Number of securitie
of exercise price of remaining available

Plan categor outstanding option outstanding option for future issuanc
Equity compensation plans approved by securitydrgt 621,15( $ 6.37 788,60(
Equity compensation plans not approved by sechutglers: 0 $ 0.0C 80,00(
Total 621,15( $ 6.37 868,60(
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PLAN OF DISTRIBUTION

Our executive officers and directors have and edghtact potential investors by correspondence imifiog them that we are conduct
an offering of securities pursuant to the termsgirospectus. The correspondence will direct amggpeinterested in purchasing share
Series A Preferred Stock offered in the offeringtmtact us to learn more about the offering. Wébpect to any person who contacts us
will offer securities for sale by the delivery otapy of this prospectus and a subscription agreeme

With respect to any shares not sold to Offereesimiend to approach FINRAegistered brokers and dealers (although we inte
exclude banks that are our competitors) and inthigen to offer shares of Series A Preferred Stockséde to the public. We have not at
time invited any such brokers or dealers to offares of our Series A Preferred Stock. We haveantitis time made a determination of wt
brokers and dealers we would invite to offer shafesur Series A Preferred Stock or on which tesmeh invitations will be made other tt
that we have determined that we would pay a comamissqual to 2.0%.
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OUR BUSINESS

Cornerstone Bancshares, Inc. was incorporated pteber 19, 1983 under the laws of the State oh&ssee. We are a bank holc
company registered under the Bank Holding Compactyof 1956, as amended, and were formerly knowBast Ridge Bancshares, Inc.
are headquartered in Chattanooga, Tennessee, apdoha whollyewned subsidiary: Cornerstone Community Bank, an€ssee bankil
corporation, which resulted from the merger of Benk of East Ridge and Cornerstone Community Bdfdctve October 15, 1997. T
Bank has one whollpwned subsidiary: Eagle Financial, Inc., a Tenresseporation, created December 1, 2005 with tBetasacquired fro
Eagle Financial, LLC, a Tennessee limited liabitigmpany, and Eagle Funding, LLC, a Nevada limiitguility company.

Cornerstone Bancshares, Inc.

The Companys primary activity is, and is expected to remaintfe foreseeable future, the ownership and omerati the Bank. As
bank holding company, we intend to facilitate thanB's ability to serve its customersequirements for financial services. The hols
company structure also provides flexibility for exion through the possible acquisition of otheafficial institutions and the provision
additional banking-related services, as well atagenonbanking services, which a traditional commerciaikbaay not provide under pres
laws. The holding company structure also affordditazhal flexibility in terms of capital formatioand financing opportunities.

Cornerstone Community Bank

The Bank is a Tennessebartered commercial bank established in 1985 whi its principal executive offices in Chattanq
Tennessee. The principal business of the Bank stsnsf attracting deposits from the general puélfid investing those funds, together \
funds generated from operations and from principal interest payments on loans, primarily in conuaétoans, commercial and resider
real estate loans, consumer loans and residentiat@mmercial construction loans. Funds not inwkstghe loan portfolio are invested by
Bank primarily in obligations of the U.S. Governmield.S. Government agencies, various states andgbktical subdivisions. In addition
deposits, sources of funds for the Bank loans atferoinvestments include amortization and prepayndnloans, sales of loans
participations in loans, sales of its investmewusiéies and borrowings from other financial instibns. The principal sources of income for
Bank are interest and fees collected on loans,dekscted on deposit accounts and interest anidetias collected on other investments.
principal expenses of the Bank are interest paideposits, employee compensation and benefitgeoffkpenses and other overhead expenses

The Bank has five fulkervice banking offices located in Hamilton Counfgnnessee. In 2007, the Bank established two
production offices (“LPO”). The first LPO is locatén Dalton, Georgia, and has expanded the Bapkésence in North Georgia. In Septer
2009, the Bank closed the second LPO, which wastdacin Knoxville, Tennessee.

Eagle Financial, Inc.

Eagles business concentrates on the purchase of accreogiwvable from small businesses and commerca lplacement on
conduit basis. The principal sources of Eagli@come are fees derived from the collection a@oaats receivable and fees generated fror
placement of loans with conduit financial instituts. Eagles principal expenses are employee compensatiomamefits, office expenses ¢
other overhead expenses. The Company previousheadwand operated Eagle. However, on June 30, 2689Company sold its interest
Eagle to the Bank. This transaction allowed thelkBarconsolidate additional capital and improverégulatory capital position.

Employees

As of December 31, 2010, we had 112 tutke equivalent employees. The employees are mpoesented by a collective bargair
unit. We believe that our relationship with our doyees is good.
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Competition

All phases of our banking activities are highly quatitive. The Bank competes actively with 29 conmeisrbanks, as well as finar
companies, credit unions and other financial ingtihs located in its service area, which includesilton County, Tennessee.

The Banks deposits totaled approximately $335 million adDetember 31, 2010. The deposit base represeptexamately 5% c
the deposit base in the Chattanooga, Tennesseepdétan Statistical Area (MSA). Three major retab banks represent approximately
of the deposits in the Chattanooga, Tennessee M3wse larger financial institutions have greag=mources, higher lending limits than
Bank, and each of the three institutions has o®ebbranches in the Chattanooga, Tennessee MSA.e Eireralso several credit unions loc
in Hamilton County, Tennessee. Credit unions aresabject to the same income tax structure as @ncial banks. This advantage ena
credit unions to offer competitive rates to potehtiustomers. The Bank also faces competitioreitai areas of its business from mortc
banking companies, consumer finance companiesransa companies, money market mutual funds andsiment banking firms, some
which are not subject to the same degree of regulas the Bank.

The Bank competes for deposits principally by offgrdepositors a variety of deposit programs wiimpetitive interest rates, qua
service and convenient locations and hours. ThekBaouses its resources to seek out and attractl dmsiness relationships and ti
advantage of its ability to provide flexible sewithat meets the needs of this customer class.edldlfis market niche is the most promit
business area for the future growth of the Bank.

Properties

Our principal offices are located at 835 Georgi®iwe, Chattanooga, Tennessee 37402. In additieBahk operates five fulervice
branches and one loan production office that aretésl at:

Banking Branche 4154 Ringgold Road, East Ridge, Tennessee (owndloebBank)
5319 Highway 153, Hixson, Tennessee (owned by tek}
2280 Gunbarrel Road, Chattanooga, Tennessee (dwynieed Bank’
8966 Old Lee Highway, Ooltewah, Tennessee (owneithéBank)
835 Georgia Avenue, Chattanooga, Tennessee (Ibgsthe Bank’

Loan Production Offict 202 West Crawford Street, Dalton, Georgia (leasethb Bank)

The Georgia Avenue facility located in downtown @anaooga, Tennessee serves as a branch locatitimef@&anks customers as w
as our executive offices. The Bank also owns amagailding and lot at 103 S. Campbell Station R&axville, Tennessee which is currer
for sale. We lease and operate a service centiciiitate all of our noncustomer contact functidosated at 6401 Lee Corners, Suite
Chattanooga, Tennessee.

Supervision and Regulation

As a bank holding company within the meaning of Blaek Holding Company Act of 1956, as amended (&), we are registere
with and regulated by the Federal Reserve. Weeayained to file with the Federal Reserve annuabrrspand such additional information as
Federal Reserve may require pursuant to the Aat.Héderal Reserve may also make examinations afidishe Bank. We are also require
comply with the rules and regulations of the Consiois under federal securities laws.

As a Tennesseehartered commercial bank, the Bank is subjech® dupervision and regulation of the Tennessee riepat o
Financial Institutions. In addition, the Baskdeposit accounts are insured up to applicablisliny the Deposit Insurance Fund of the FDIC
consequently, the Bank is also subject to regulaiod supervision by the FDIC. The Bank is not animer of the Federal Reserve System.

Federal and state banking laws and regulationsrgaleareas of our operations, including reserl@)s, mortgages, capital, issue
of securities, payment of dividends and establistitro€branches. Federal and state banking ageatseshave the general authority to limit
dividends paid by insured banks if such paymergsdaemed to constitute an unsafe or unsound bapkaugice. The TDFI, FDIC and Fede
Reserve have the authority to impose penaltietigiaicivil and administrative actions and takeeotbteps intended to prevent banks 1
engaging in unsafe or unsound practices.
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FDIC Insurance of Deposit Accounts

Deposits of the Bank are insured by the FDIC toaximum of $250,000 for each insured depositor thhothe DIF. As an insurer, t
FDIC issues regulations, conducts examinationsgererally supervises the operations of its insumsttutions (institutions insured by 1
FDIC hereinafter are referred to as “insured ingtins”). Any insured institution which does not operate at@dance with or conform
FDIC regulations, policies and directives, may aecsioned for norcompliance. For example, proceedings may be itstitagainst an insur
institution if the institution or any director, afér or employee thereof engages in unsafe andumdspractices, is operating in an unsat
unsound condition, or has violated any applicable, Iregulation, rule, order or condition imposedtbg FDIC. If insurance of account
terminated by the FDIC, the deposits in the ingttuwill continue to be insured by the FDIC fopariod of two years following the date
termination. The FDIC recommends an annual audihbgpendent accountants and also periodically m#keown examinations of insul
institutions, including the Bank. The FDIC may rkwa assets of an institution, based upon appraigats other analyses and req
establishment of general or specific reserves iounts equal to the difference between such reetrafuand the book value of the assets.

On September 15, 1992, the FDIC approved final legiguns adopting a risk-related deposit insuranggtesn. The riskelatec
regulations, which became effective January 1, 1988ulted in a significant spread between the désgland lowest deposit insura
premiums. Under the risk-related insurance reguiati each insured depository institution is assigneone of three risk classificationsvell
capitalized,” “adequately capitalized,” or “undepitalized.”Within each risk classification, there are threbggoups. Each insured institut
is assigned to one of these subgroups withinsts aiassification based upon supervisory evaluatsubmitted to the FDIC by the institutien’
primary federal regulator. The FDIC may terminageinsurance of deposits if it finds that the igion has engaged in unsafe and uns
practices, is in an unsafe or unsound conditiondiatinue operations, or has violated any applicédble regulation, rule, order or condit
imposed by the FDIC.

Subsequent to the enactment of the Financial itstits Reform, Recovery and Enforcement Act of 1¢89RREA"), the FDIC
issued risk-based bank capital guidelines whichtwen effect in stages through 1992. In accordamite the FDIC’s riskbased standards,
institution’s assets and offalance sheet activities are categorized into drieun risk categories, with either a 0%, 20%, 5@%100% amoul
of capital to be held against these assets. Intiaddithe guidelines divide capital instrumentsoirifier 1 (core) capital and Tier
(supplementary) capital. The risk-based capitatjadey guidelines require that (i) Tier 1 capitali@qgor exceed 4.0% of riskeighted assel
(i) Tier 2 capital may not exceed 100% of Tierepital, although certain Tier 2 capital elementssubject to additional limitations; (iii) ass
and off-balance sheet items must be weighted aiwptd risk; and (iv) the total capital to riskeighted assets ratio must be at least 8.0%
FDIC’s current leverage capital requirement requivanks receiving the highest regulatory ratingetlagpon the FDIG routine examinatic
process, to maintain Tier 1 capital equal to 3.0%e banks total assets. The FDIC may determine that amrégsimstitution needs to maint:
a higher capital level based on the institutiongstigular risk profile. When determining an insuriedtitution’s minimum capital level, ti
FDIC will consider whether the financial history oondition, managerial resources, the future egmiprospects, significant risks fr
concentrations of credit or nontraditional actedtj excessive interest rate risk exposure, orrafisignt volume of criticized assets poses a
to the insured institution’s capital adequacy.

Certain provisions of the Federal Reserve Act, maglglicable to the Bank by Section 18(j) of the érail Deposit Insurance #
(“FDIA") (12 U.S.C. 81828(j)) and administered with resped¢he Bank by the FDIC, establish standards fot¢hms of, limit the amount «
and establish collateral requirements with resfeainy loans or extensions of credit to, and inwesitts in, affiliates by the Bank as well as
armsiength criteria for such transactions and for éertaher transactions (including payment by the IBBfor services) between the Bank
its affiliates. In addition, related provisionstbe Federal Reserve Act and the Federal ReserwatiEms (also administered with respect tc
Bank by the FDIC) limit the amounts of, and estsibliequired procedures and credit standards withe to, loans and other extensior
credit to officers, directors and principal shailelecs of the Bank and to related interests of querisons.
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The FDIC may impose sanctions on any insured baak does not operate in accordance with FDIC réignls, policies an
directives. Proceedings may be instituted agaimgtimsured bank or any director, officer or empleyd the bank that is believed by the FI
to be engaged in unsafe or unsound practices,dimguwiolation of applicable laws and regulatiombe FDIC is also empowered to assess
penalties against companies or individuals whoat@kertain federal statutes, orders or regulatibnaddition, the FDIC has the authority
terminate insurance of accounts, after notice aratihg, upon a finding by the FDIC that the insuredditution is or has engaged in any un
or unsoundpractice that has not been corrected, or is inregafie or unsound condition to continue operatiankas violated any applical
law, regulation, rule or order of, or condition ioged by, the FDIC. Neither Cornerstone nor the Bardws of any past or current pract
condition or violation that might lead to termiraatiof its deposit insurance.

Although the Bank is not a member of the FederaleRee System, it is subject to Federal Reserveatiguos that require the Bank
maintain reserves against its transaction accojmmisarily checking accounts). Because reserve®mdly must be maintained in cash o
non-interest bearing accounts, the effect of tlsemee requirements is to increase the Barmdst of funds. The Federal Reserve regule
currently require that average daily reserves béntaiaed against transaction accounts in the amoti@% of the aggregate of such
transaction accounts up to $52.6 million, plus 1dfthe total in excess of $52.6 million.

State of Tennessee Supervision and Regula

As a commercial bank chartered and regulated byl'ihl, the Bank is subject to various state lawd eggulations which limit tr
amount that can be loaned to a single borrowerthadorrowers related interests, the types of permissible imrests, and geographic ¢
new product expansion, among other things. The Baunkt submit an application to, and receive theagg of, the TDFI before openin¢
new branch office or merging with another finandiatitution. The Commissioner of the TDFI has thehority to enforce state laws
regulations by ordering a director, officer or eoy@e of the Bank to cease and desist from violagidgw or regulation or from engaging
unsafe or unsound banking practices.

Tennessee law contains limitations on the intenasts that may be charged on various types of laadgestrictions on the nature
amount of loans that may be granted and on the afpevestments which may be made. The operatidrimpks are also affected by vari
consumer laws and regulations, including thosdinglao equal credit opportunity and regulationcohsumer lending practices. All Tenne:
banks, including the Bank, must become and remmaired under the FDIA.

State banks are subject to regulation by the TDiEh wegard to capital requirements and the paynoérdividends. Tennessee |
adopted the provisions of the Federal RessnRRégulation O with respect to restrictions on amd other extensions of credit to k
“insiders”. Further, under Tennessee law, state banks arebgezhifrom lending to any one person, firm or cogtion amounts more th
fifteen percent (15%) of the barskéquity capital accounts, except (i) in the cdsgedain loans secured by negotiable title docuseaverin
readily marketable nonperishable staples, or (iihwhe prior approval of the barkboard of directors or finance committee (howeitkxd),
the bank may make a loan to any person, firm opam@tion of up to twentyive percent (25%) of its equity capital accourfiennessee lg
requires that dividends be paid only from retairathings (or undivided profits) except that dividemay be paid from capital surplus with
prior, written consent of the TDFI. Tennessee laggilating banks require certain charges agairgtramsfers from an institutiog’'undivide:
profits account before undivided profits can be enadailable for the payment of dividends.

Federal Supervision and Regulation

We are regularly examined by the Federal Resencgttee Bank is supervised and examined by the FII€ are required to file wi
the Federal Reserve annual reports and other imfitomregarding our business operations and thméss operations of the Bank. Approve
the Federal Reserve is required before we may exqlirectly or indirectly, ownership or control thfe voting shares of any bank, if, after ¢
acquisition, we would own or control, directly edirectly, more than 5% of the voting stock of tremk. In addition, pursuant to the provisi
of the Act and the regulations promulgated thereungle may only engage in, or own or control congsmthat engage in, activities deeme:
the Federal Reserve to be so closely related tkithgmas to be a proper incident thereto.
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We and the Bank are “affiliatedtithin the meaning of the Act. Certain provisiorfgtee Act establish standards for the terms ofijt
the amount of, and establish collateral requires&vith respect to, any loans or extensions of trediand investments in, affiliates by
Bank, as well as set arntesagth criteria for such transactions and for dertaher transactions (including payment by the lBfor service
under any contract) between the Bank and its afii. In addition, related provisions of the Aad éme regulations promulgated under the
limit the amounts of, and establish required proces and credit standards with respect to, loadsatimer extensions of credit to office
directors, and principal shareholders of the Bamk, Company and any other subsidiary of our Companyg to related interests of s
persons.

Under Section 106(b) of the 1970 Amendments toAitie(12 U.S.C. § 1972), the Bank is prohibited fremtending credit, selling
leasing property or furnishing any service to angtomer on the condition or requirement that th&tauer (i) obtain any additional prope
service or credit from our Company, the Bank (ottieem a loan, discount, deposit, or trust servareany subsidiary of our Company;
refrain from obtaining any property, credit or deevfrom any competitor of our Company, the Banlany subsidiary of our Company; or (
provide any credit, property or service to our Camyp the Bank (other than those related to andllyspeovided in connection with a lo¢
discount, deposit or trust service) or any subgydid our Company.

Most bank holding companies are required to give Flederal Reserve prior written notice of any pasehor redemption of th
outstanding equity securities if the gross consitien for the purchase or redemption, when combinid the net consideration paid for
such purchases or redemptions during the precddingonths, is equal to 10% or more of the bankihgldompanys consolidated net wor
The Federal Reserve may disapprove such a purchasdemption if it determines that the proposaistitutes an unsafe or unsound pra
that would violate any law, regulation, Federal &es order or directive or any condition imposed drywritten agreement with, the Fed
Reserve. The prior notice requirement does notyajpptertain “well-capitalized” bank holding compes that meet specified criteria.

In November 1985, the Federal Reserve adoptedolisyPStatement on Cash Dividends Not Fully CovelogdEarnings. The Polit
Statement sets forth various guidelines that trdefa Reserve believes that a bank holding comphould follow in establishing its divide
policy. In general, the Federal Reserve statedlihak holding companies should not pay dividendspkout of current earnings and un
the prospective rate of earnings retention by thldihng company appears consistent with its capitsds, asset quality and overall finar
condition.

A bank or bank holding company that is deemed tinb&roubled condition”or that is operating under a formal supervisoryoa
may not, without the prior consent of its primagdéral regulator, make a “golden parachytayment. By letter dated March 30, 2010,
Federal Reserve Bank has notified us that we afiedobled condition” as a result of the Bank’s diiion. See RECENT DEVELOPMENT:!
— Federal Reserve Bank Restrictiongtie purposes of the law and the regulations proateththereunder include safeguarding the ass
financial institutions and limiting rewards to iitation-affiliated parties who may have contributedhe institution’s condition. An “institution-
affiliated party”includes any officer, director, employee and cdlitrg stockholder, as well as others who particgpiat the affairs of a financi
institution. Under the FDIC’s regulations, a “gatdparachute’payment means any payment in the nature of compensar an agreement
make such payment for the benefit of any curreriboner institutionaffiliated party of an insured depository institutior its holding compal
that meets three criteria. First, the payment oe@gent must be contingent upon the terminatigchefnstitution-affiliated party employmer
or association. Second, the payment or agreemeatésved on or after, or made in contemplationaafpng other things, a termination w
the institution or holding company is in a “trouhleondition” under the regulations of the applicable bankinghageThird, the payment
agreement must be payable to an institutiffiliated party who is terminated when the ingtdn or holding company meets certain spe
conditions, including being subject to a determiorathat it is in a troubled condition.

Legislation Affecting the Company and the Bat
The following information describes certain statytand regulatory provisions affecting the Companyg the Bank and is qualified

its entirety by reference to such statutory andul@gry provisions. In addition, the financial iihgtions industry is currently subject tc
number of legislative initiatives, and, as suchflgbry and regulatory provisions may change.
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FIRREA and FDICIA

Far-reaching legislation, including FIRREA and tRederal Deposit Insurance Corporation Improvemettt & 1991 (“FDICIA”),
have for years impacted the business of bankin@REIA primarily affected the regulation of savingstitutions rather than the regulatior
commercial banks and bank holding companies like Bank and the Company, but did include provisiaffecting deposit insuran
premiums, acquisitions of thrifts by banks and baokding companies, liability of commonly contrall@epository institutions, receivers
and conservatorship rights and procedures andasuizdty increased penalties for violations of biawgkstatutes, regulations and orders.

FDICIA resulted in extensive changes to the fedéahking laws. The primary purpose of FDICIA wasatathorize addition
borrowings by the FDIC in order to assist in theotation of failed and failing financial institutis. However, the law also instituted cer
changes to the supervisory process and contairmaaliggprovisions affecting the operations of baakd bank holding companies.

The additional supervisory powers and regulatioasdated by FDICIA, include a “prompt correctiveiaet program based upon fi
regulatory zones for banks, in which all banks @leeed largely based on their capital positiongyuReors are permitted to take increasi
harsh action as a barskfinancial condition declines. Regulators are @sgpowered to place in receivership or requirestie of a bank -
another depository institution when a baskapital leverage ratio reaches two percent (Bifter capitalized institutions are generally sat
to less onerous regulation and supervision tharkdavith lesser amounts of capital. The FDIC haspgetb regulations implementing
prompt corrective action provisions of the FDICMihich place financial institutions in the followirfiiye categories based upon capitaliza
ratios: (1) a “well capitalized” institution hagatal risk-based capital ratio of at least 10%jex T riskbased ratio of at least 6% and a leve
ratio of at least 5%; (2) an “adequately capitalizestitution has a total risk-based ratio of @adt 8%, a Tier 1 riskased ratio of at least ¢
and a leverage ratio of at least 4%; (3) an “uralgitalized” institution has a total risk-based talpratio of under 8%, a Tier 1 ridkase:
capital ratio of under 4% or a leverage ratio oflem4%; (4) a “significantly undercapitalized” iitgtion has a total riskased capital ratio
under 6%, a Tier 1 risk-based ratio of under 3% t@verage ratio of under 3%; and (5) a “criticallydercapitalizedinstitution has a levera
ratio of 2% or less. Institutions in any of thegrundercapitalized categories would be prohilfitech declaring dividends or making cap
distributions. The proposed regulations also eisflabprocedures for “downgradingén institution to a lower capital category baset
supervisory factors other than capital. Varioussosections of the FDICIA impose substantial aadd reporting requirements and increas
role of independent accountants and outside direc8et forth below is a list containing certaigrsiicant provisions of the FDICIA:

« annual o-site examinations by regulators (except for small@il-capitalized banks with high management ratingsctviniust b
examined every 18 month:

« mandated annual independent audits by independdait paccountants and an independent audit comendfeoutside directo
for institutions with more than $500,000,000 inedss

« new uniform disclosure requirements for interetgsand terms of deposit accoul
« arequirement that the FDIC establish a risk-balsgmbsit insurance assessment system;

« authorization for the FDIC to impose one or morecéal assessments on its insured banks to redapithe Bank Insurance Fu
(now called the Deposit Insurance Fur

« arequirement that each institution submit to tisnpry regulators an annual report on its financiahdition and manageme
which report will be available to the publ

« aban on the acceptance of brokered deposits ekgapell capitalized institutions and by adequatedypitalized institutions wi
the permission of the FDIC and the regulation eftthokered deposit market by the FD

« restrictions on the activities engaged in by skateks and their subsidiaries as principal, inclgdimsurance underwriting, to 1

same activities permissible for national banks tair subsidiaries unless the state bank is welitabzed and a determinatior
made by the FDIC that the activities do not pos@aificant risk to the insurance fur
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« areview by each regulatory agency of accountingcjples applicable to reports or statements reguto be filed with feder
banking agencies and a mandate to devise unifogoireements for all such filing:

- the institution by each regulatory agency of noftehgafety and soundness standards for eachutistitit regulates which cov
(1) internal controls, (2) loan documentation, ¢&dit underwriting, (4) interest rate exposurg,g&set growth, (6) compensati
fees and benefits paid to employees, officers amttrs, (7) operational and managerial standand,(8) asset quality, earnil
and stock valuation standards for preserving amrmim ratio of market value to book value for pulylitiaded shares (if feasible

« uniform regulations regarding real estate lendarg)

« a review by each regulatory agency of the-based capital rules to ensure they take into adcadequate interest rate ri
concentration of credit risk, and the risks of -traditional activities

GrammLeachBliley Act

The activities permissible to us were substantiablpanded by the Gramm-Leach-Bliley Act (the “GrarAet”). The Gramm Ac
repeals the anti-affiliation provisions of the Gl&teagall Act to permit the common ownership of caroial banks, investment banks
insurance companies. The Gramm Act amended theoAmermit a financial holding company to engagerny activity and acquire and ret
any company that the Federal Reserve determinks €9 financial in nature or incidental to suchancial activity, or (ii) complementary t
financial activity and that does not pose a sultigthrisk to the safety and soundness of depositwsiitutions or the financial system gener:
The Gramm Act also modifies current law relatingfittancial privacy and community reinvestment. Ti@w financial privacy provisiol
generally prohibit financial institutions, includjrus, from disclosing nonpublic personal finanaibrmation to third parties unless custon
have the opportunity to “opt out” of the disclosure

Temporary Liquidity Guarantee Program

On November 21, 2008, the Board of Directors offB@C adopted a final rule relating to the Tempypraiquidity Guarantee Progre
(“TLGP”). The TLGP was announced by the FDIC on October @@82preceded by the determination of systemicliiskhe U.S. Treasul
as an initiative to counter the system-wide crisighe nation$ financial sector. Under the TLGP, the FDIC Wi}l guarantee, through t
earlier of maturity or June 30, 2012, certain neisued senior unsecured debt issued by partingpétistitutions and (ii) provide unlimit
FDIC deposit insurance coverage for noninterestibgdransaction deposit accounts, Negotiable Oadetithdrawal Accounts (commor
known as NOW accounts) paying less than 0.5% istexer annum and Interest on Lawyers Trust Acco{amsimonly known as IOLTA) he
at participating FDIGnsured institutions through December 31, 2088ch unlimited insurance coverage expired and wagxtended und
the DoddFrank Act (defined below). The $250,000 depositiiaace coverage limit was scheduled to return @0¥I00 on January 1, 20
but was extended by congressional action until Bésr 31, 2012 and the NOW and IOLTA accounts abgestito such $250,000 insura
coverage limit. Coverage under the TLG Program awaslable for the first 30 days without charge.eThe assessment for coverage of s
unsecured debt ranges from 50 basis points to 46 Ipoints per annum, depending on the initiaunitstof the debt. The fee assessmen
deposit insurance coverage is 10 basis points ey on amounts in covered accounts exceeding,828. The Bank elected to particif
in the unlimited deposit insurance coverage forimenest bearing transaction deposit accounts,deatined to participate in the ser
unsecured debt guarantee coverage.

The DoddFrank Act

On July 21, 2010, President Obama signed into levDoddFrank Wall Street Reform and Consumer Protectioh 32010 (th
“Dodd-Frank Act”). The impact of the Dodeank Act on the financial services industry wil broad, with enhanced regulatory oversight
compliance, including, among other things, (i) emded resolution authority of troubled and failingnks and their holding companies;
increased capital and liquidity requirements; (iigreased regulatory examination fees; (iv) charigeassessments to be paid to the FDIi
federal deposit insurance; and (v) numerous othevigions designed to improve supervision and agbtsof, and strengthening safety |
soundness for, the financial services sector.dtitn, the Dodd-rank Act established a new framework for systenisic and oversight in tt
industry which has resulted and will continue teulein sweeping changes in the regulation of foi@ninstitutions aimed at strengthen
safety and soundness for the financial service®iset summary of certain provisions of the Dodéfk Act is set forth below:
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« Increased Capital Standards and Enhanced Superv. The federal banking agencies are required tdksttaminimum leverage a
risk-based capital requirements for banks and bank mgpldompanies. These new standards will be no |dkaar current regulato
capital and leverage standards applicable to idsdepository institutions and may, in fact, be leiglvhen established by the agen:
The DoddFrank Act also increases regulatory oversight, sigien and examination of banks, bank holding canips and the
respective subsidiaries by the appropriate regulatgency

« Federal Deposit Insuranc. The DoddFrank Act makes permanent the $250,000 deposiranse limit for insured deposits ¢
provides unlimited federal deposit insurance on-imperest bearing transaction accounts at all irsutepository institutions un
December 31, 2012. The Doddank Act also changes the assessment base faafetiposit insurance from the amount of ins
deposits to consolidated assets less tangibleyealiininates the ceiling on the size of the DIk amcreases the floor of the size of
DIF.

« The Consumer Financial Protection Bureau (“Bureau”)The DoddFrank Act centralizes responsibility for consumarahcia
protection by creating a new agency, the Bureaspamsible for implementing, examining and, for &rfjnancial institution:
enforcing compliance with federal consumer finahlgas. Because the Bank has under $10 billiorotaltassets, however, the FIL
will still continue to examine it at the federalé for compliance with such law

« Interest on Demand Deposit Accoul.. The Dodr-Frank Act repeals the prohibition on the paymentnéérest on demand depc
accounts effective one year after the date of emaat, thereby permitting depository institutiongptay interest on business checl
and other account

« Mortgage Reforn. The Dod-Frank Act provides for mortgage reform addressirgustome’s ability to repay, restricts varial-rate
lending by requiring the ability to repay to beetetined for variable rate loans by using the maximmate that will apply during tl
first five years of a variable-rate loan term, andkes more loans subject to requirement for higlst-loans, new disclosures .
certain other restriction:

Future Legislation

Legislation is regularly introduced in both the téuoi States Congress and the Tennessee General igsbat contains wideanging
proposals for altering the structures, regulatiand competitive relationships of the natfihancial institutions. Such legislation may che
banking statutes and our operating environmentibstantial and unpredictable ways and could inereaglecrease the cost of doing busit
limit or expand permissible activities or affecetbompetitive balance, depending upon whether &tlyiopotential legislation will be enact
and, if enacted, the effect that it or any impletmenregulations would have on our financial corditor results of operations.

MANAGEMENT
Our board of directors is comprised of ten direstadl of whom were elected at our annual meetinghareholders held on April -
2010 to serve for a one year term and until theficessors are elected and qualify. The directothefCompany are also the directors of
Bank. All of our executive officers serve at thealetion of the board of directors.

Directors

The names and ages, as of March 31, 2011, of auerdudirectors, a brief description of their pijped occupation and busine
experience, and certain other information are @ fbelow.
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Name Age Principal Occupation and Qualifications

B. Kenneth Drivei 75 Vice Chairman and (-Chief Executive Officer of Fillauer Companies, Ina. Chattanooga based prostt
manufacturer, since 1914. He previously servedrasident and Chief Operations Officer of Fillauemgpanies
Inc. from 1994 to 2007. Since 2007 to present & derved as the Vice Chairman and Vice CEO ofilteuel
Companies. He has been a director of the Compaeg 4997. Mr. Driver has extensive experience @nttatter
involved in running a large public company, hasvedrin several capacities from CFO to President faax
expertise in finance and accounting, corporate garee, employee matters, and mergers and acqos

Karl Fillauer 63 Chairman and CEO of Fillauer Companies, Inc., at@haoga based prosthetic manufacturer since 119éAha
been a director of the Company since 1997. Mra&él brings significant executive management egped an
insight to the Board and is proficient in mattegkating to finance and accounting, corporate goseca, employe
matters, and mergers and acquisitic

David G. Fussel 64 Interim Chief Investment Officer (CIO) of Unum Gmua leading worldwide provider of employee bems
insurance. Mr. Fussell was employed by Unum Grawpits predecessors for 42 years, including aSetsior Vice
President of Investments from 2000 to 2004. Helie®n a director of the Company since January 2883he
ClO of a large public company, Mr. Fussell acquiedensive experience in matters relating to fieaaac
accounting, corporate governance, employee matwegyers and acquisitions, risk assessment, cfiarg anc
government relations. His investment backgroundsaddterial depth to the Compasyihvestment managem
and risk oversight process. In addition, he alsweseon the board of several I-profit organizations

Nathaniel F. Hughe 52 President and Interim Chief Executive Officer of tBompany and the Bank since November 2009. Haqusly
served as President and Chief Financial OfficathefCompany and President and Chief Operating @ffic the
Bank from June 2004 to November 2009. Prior to tine, Mr. Hughes served as President and Chiedrigia
Officer of the Company and the Bank from April 20@3June 2004, and as Executive Vice PresidentCiriei
Financial Officer of the Company and the Bank freabruary 1999 to April 2003. Mr. Hughes has beéirectol
of the Company since April 2003. He has over 25yexperience in the banking and financial servindsstry
including expertise in finance and accounting. Mughes possesses extensive knowledge of the Corrgpan
business and regulatory environment, including emataffecting public companies. As chief executikie, i
intimately involved in the Company’ strategic vision and direction and interacts wktty executives at
constituents within and outside the organizatioa.atso serves on the board of severa-profit organizations

Lawrence D. Levin 81 Retired insurance executive since 2002. Prior t6022the was President of Financial Management C@
Chattanooga based insurance and financial managemepany, for over twenty years. He has beenecttir o
the Company since 1997. As a former small busirisksnanagement consultant, Mr. Levine brings ate mesive
amount of experience concerning the small busimesdket and risk management. In addition, his bamlige
assists the Company in human resources managerdentlso serves on the board of several pariit
organizations

Frank S. McDonald 59 President of FMA Architects, PLLC, a Chattaga based architectural firm, for more than tydive years. H
has been a director of the Company since SepterBb@5. Mr. McDonald$ extensive experience in
development and real estate industry assists tim’'8doan origination process and credit risk managpeie
addition, he has vast experience in board govemamud has served as Chairman of several pmofit
organizations
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Name %

Principal Occupation and Qualifications

Doyce G. Payne, M.I 60

Dr. Payne practiced obstetrics and gynecology & @hattanooga area for more than ten years pridris
retirement in 2004. He has been a director of tlmng@any since 1997. As a resident of Chattanoogs
knowledge of the Chattanooga market fits well witle Companys strategy of focusing on its core banl
franchise in Hamilton County. He also serves onbib&rds of several n-profit organizations

Wesley M. Welborn 52 Chairman of the Board of Directors of the Companyg ¢he Bank since November 2009. Mr. Welborn alag

Billy O. Wiggins 68

Marsha Yessicl 63

Executive Officers

served as President of Welborn & Associates, lac.Chattanooga based consulting firm specializin
transportation logistics, for more than ten yebis.has been a director of the Company since Sepgte2ti®5. Mt
Welborn has served on the boards of numerous trigaddmpanies and associations. In addition, hesgeown th
board of a publicly traded bank for many years #&ordtwo terms as a director of the Federal Res&apk o
Atlante’s Birmingham Branch. He also serves on the bodrdeweral no-profit organizations

President of Checks, Inc., a Chattanooga basedaiyecheck printing company, for more than tenrge&le ha
been a director of the Company since 1997. Mr. \iigifpas expertise in retailing and wholesaling exrtgnsivi
experience in the matters involved in running aéacompany, including finance and accounting, caig
governance, employee matters, and mergers andsitamns.

Owner of Yessic’'s Design Center, a Chattanooga based interior miesigmpany, for more than thirty years ai
current member of the American Society of InteB@signers. She has been a director of the Compaog $997
As the founder and operator of several busineddssyessick has developed significant experiencenamagin
and operating businesses of varying sizes. In iaddiher background assists the Company in humsouree
managemen

The following individuals are our executive offisewho are not also directors. Except where deséghlay an asterisk (*) in the ta
below (indicating an officer title for both the Cpany and the Bank), officer titles are only for Benk.

Name Age Principal Occupation Since
Gary W. Petty, Ji 35  Senior Vice President, Chief Financial Office 2000
Carolyn J. Smitt 58  Senior Vice President, Chief Deposit Offic 2000
Robert B. Watso! 53  Executive Vice President, Senior Loan Offi 2002

RECENT DEVELOPMENTS

Set forth below is a summary of key developmentsr dlve past two years that have led to us to cdrttliscoffering.
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Asset Quality Deterioration and Covenant Considerdabns Under the Company Loan

As a result of negative developments over the feastyears in the capital and credit markets geheeadd in the local areas in wh
we operate particularly, we have experienced dicanit declines in our asset quality. Resultant ltzsses and related provision expe
greatly reduced our earnings in 2007 and 2008Jethtb a net loss of $8.2 million in 2009 and &loss of $4.7 million in 2010. Coupled w
our continued payments of cash dividends througl0@7 and 2008 and the first two quarters of 20B@se losses caused mate
deterioration in the Bank’capital levels. To assist the Bank in maintainiegulatory capital levels, we drew funds under ling of credi
facility with Silverton Bank, N.A. to fund contriltions to the Banle capital during 2007 and 2008. In March 2009, lthe of credit wa
reworked into two holding company loans (a revalvime of credit and a term loan). However, du¢h® continuing decline in our financ
condition during 2009, we were unable to mainta@mpliance with certain financial covenants contdirie the credit facility agreeme
relating to these holding company loans. In May@@&ilverton Bank, N.A. was closed by the Officetloé Comptroller of the Currency, ¢
the FDIC, which was named receiver, formed SilveBsidge Bank, N.A. to take over its operationseTDIC subsequently notified us t
our holding company loans could be sold in the opmmket. In January 2010, the loans were renewelddGornerstone received a wai
regarding previous covenant violations through Dawmer 31, 2009 and they had an aggregate outstamdilzsnce of approximately $5.
million as of May 31, 2010. Because we did not rezdurther waivers, our independent registeredlipwdrcounting firm stated in its opini
with regard to our 2009 financial statements sutigtbdoubt about our ability to continue as a go@goncern. However, on March 29, 2(
Cornerstone received an additional waiver regardihgrevious covenant violations in existence tigio December 31, 2010 and a waive
any covenant violation that occurs through Decenier2011. In consideration for such additionaivees, Cornerstone has agreed to, an
other things, pay in full the outstanding principalance in the amount of $750,000 of one of the dwtstanding notes. Therefore, as of /
1, 2011, Cornerstone is subject to only one outlitanholding company loan and our auditors haveedsan unqualified opinion with regarc
our 2010 financial statements without a going comoensideration

Joint Examination of the Bank and Downgrade in itsCapital Position and Subsequent Joint Examination

On November 12, 2009, following a joint examinatioiithe Bank by the FDIC and the TDFI commencedOmtober 8, 2009, ti
FDIC presented us with a letter noting that thelBhad been downgraded from a “well capitalized’ato “adequately capitalizedjositior
within the meaning of applicable FDIC regulatiorssaaresult of the decline in the Baslcapital levels as of September 30, 2009. As @ty
the FDIC, among other things, placed restrictiomsh® Bank’s ability to pay cash dividends, reqgrthat the Bank first obtain a nofjectior
from the FDIC. Therefore, we have not receiveddiimids from the Bank since November 12, 2009, whahimpaired our ability to serv
our indebtedness under our holding company loarnk camtributed to the going concern risk noted by imaependent registered pul
accounting firm in its report dated March 29, 2010.

During the fourth quarter of 2010, the FDIC and T@Bnducted a subsequent joint examination of tlaakB We have not y
received the examination report in connection withh subsequent joint examination.

FDIC and TDFI Enforcement Actions

Following the issuance of a written report by tHel€ and the TDFI concerning their joint examinatioithe Bank that commenc
on October 8, 2009, the Bank entered into a conselgr with the FDIC on April 2, 2010 and a writtegreement with the TDFI on April
2010, each concerning areas of the Bardperations identified in the report as warranimgrovement and presenting substantially sir
Action Plans for making those improvements.

Under the terms of the Action Plans, the Bank cadeaclare or pay cash dividends without the pridtten consent of certain officie
of the FDIC and the TDFI (the “Joint Officials'n addition, the Bank is restricted from extendauglitional credit to certain borrowers wh
existing credit has been classified as “loss,” ‘totfwl” or “substandard’or has been charged off the books of the Bank enéach cas
remains uncollected. Other material provisionshefAction Plans require:

0] the following within 30 days after thefedtive date of the Action Plans:

« the Board of Directors of the Bank must establisim@mmittee comprised of a majority of nemployee directors to over
the Banl's compliance with the Action Plans and report miyrtit the full Board;
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(i)

the Bank must retain a bank consultant acceptabilket Joint Officials to develop a written analyarsl assessment of
Bank’s management and staffing needs for submissiohet@dint Officials within 90 days after the effgetidate of th
Action Plans and subsequent approval and implertientay the Bank

the Bank must restructure its Information Technglddpnagement, Risk Management and Special Assatsniitbees t
include no-employee director

the Bank must make provisions to its Allowance foan and Lease Losses (“ALLL'lh the amount of at least $1.¢
million, which has already been completed for thiedtquarter of 2009, and the Bank must review ameénd as necess
its Consolidated Reports of Condition and Incontedfiwith the FDIC after September 30, 2009 to aatmly reflect th
financial condition of the Bank as of the date afte such report and to contain a reasonable Al

the Bank must eliminate from its books all assetpartions of assets classified “loss” by the FDIC as a result of
examination of the Bank as of October 8, 2009 @ result of any future examination while theidwPlans remains
effect); anc

the Bank must establish a loan review committeeprsad of a majority of noemployee directors to periodically revi
the Banl's loan portfolio and identify and categorize probleredits;

the following within 60 days after thefeftive date of the Action Plans:

the Bank must formulate and submit to the Joinidffs a written profit plan and budget for calengtaar 2010 (and al
subsequent calendar year for which the Action Ptangin in effect) for quarterly evaluation by Beard based on acti
performance

the Bank must prepare and adopt a comprehensiategitc plan for submission to the Joint Officiatsdasubseque
approval and implementation by the Bank, which wélevaluated quarterly against performance byBthead and revise
annually thereafter while the Action Plans remaieffect;

the Bank must submit a written capital plan to Joet Officials to (a) increase its Tier 1 Capit@lno less than 8% of t
Bank’s Average Total Assets; and (b) require the Baftkr &stablishing an ALLL, to achieve and maintéip its Tier :
Leverage Capital ratio at not less than 8% of thal® Average Total Assets; (2) its Tier 1 RB&sed Capital ratio at r
less than 10% of the Bank’s Total Risk-WeightedeAssand (3) its Total RisBased Capital ratio at not less than 12¢
the Bank’s Total RiskVeighted Assets, which capital plan must includeoatingency plan (including a plan to sel
merge the Bank) to be implemented upon writtenceotiom the Joint Officials in the event of the Rdails to maintail
the foregoing capital ratios or submit or implemenadhere to an acceptable capital p

the Bank must submit to the Joint Officials a verittplan to reduce the remaining assets classifie”doubtfu” or
“substandard’as of October 8, 2009, specifically addressing eesset so classified with a balance of $300,008reate
and containing a schedule detailing the projecteldiction on a quarterly bas

the Bank must enhance and implement policies aondegures to correct credit underwriting and loamiadstratior
deficiencies disclosed in the report, including Benk’s AsseBased and Commercial Real Estate lending strafegigies
and procedure:

the Bank must correct all deficiencies in the lodisted for Special Mention in the Report, as wadl the technic
exceptions listed in the repo

the Bank must formulate and submit to the Jointdifis a written plan for the reduction and collestof delinquent loans
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« the Bank must eliminate and/or correct all violai®f law and regulation noted in the Report anglément procedures
ensure future compliance therewith, and the Bangtralso address any contraventions of policy niotede report; an

. the Bank must develop, adopt and implement anésterate risk policy and procedures that includeage minimun
requirements

(iii)  the following within 90 days after thefettive date of the Action Plans:

« the Bank must implement a system of monitoring lomecumentation exceptions on an ongoing basis arglemen
procedures designed to reduce the occurrence bfestgeptions in the futur

« the Bank must establish and enforce an appraisawepolicy for identifying appraisals containingeaknesses that bri
the appraised value into question;

« the Bank must develop and submit to the Joint @ifiica written plan (to be reviewed and reviseduatig thereafter whil
the Action Plans remain in effect), addressing ilidy, the Banks relationship of volatile liabilities to tempor:
investment, rate sensitivity objectives and adaeility managemen

The written agreement with the TDFI further regsirdhe Bank to develop and implement a written plan the continue
administration of its IT risk management practiaed controls. The Bank is required to provide writprogress reports to the Joint Official:
a quarterly basis until such time as the requirémehthe Action Plans have been accomplished adank has been released in writing f
such obligations. The Action Plans will remain ffeet until modified or terminated by the FDIC ¢twet TDFI, as the case may be. To date
have fully and timely complied with the requiremgenf the Action Plans.

Federal Reserve Bank Restrictions

Also as a result of the October 2009 joint exanidmatwe received a letter dated March 30, 2010 fommprimary banking regulat
the Federal Reserve Bank. The letter directs wbtain the written approval of the Federal Res&apk before we (i) incur any indebtedn:
(i) declare or pay any dividends; (iii) redeem amyporate stock; or (iv) make any other paymeptagenting a reduction in our capital, ex
for the payment of normal and routine operatingegiges. The letter notes that we are in “troubledtlition” under Regulation Y as a resul
the Banks condition. Therefore, we are required to givaaeoto the Federal Reserve Bank before we undegaiehanges in senior execu
management or directorships, and to obtain theosapof the Federal Reserve Bank (with the writtencurrence of the FDIC) before we g
or enter into any agreement to provide a goldeagyarte or severance payment.

In light of the foregoing developments, we are agrithg this offering to raise the capital necesdary(i) retire our outstandi
indebtedness under our company loan with SilveBddge Bank, N.A. (principal balance of $3.48 nalli as of April 1, 2011), (ii) fund tl
payment of the October 2010 dividend on the Setid3referred Stock, (iii) fund anticipated holdingnecpany expenses over the nex
months, including dividends that will accumulateéhwiespect to the Series A Preferred Stock unthdime as we are permitted to declare
pay such dividends (estimated to be approximat&lg #illion for the next 12 months) and (iv) progithe balance, if any, as additional ca
to the Bank so that it may meet the capital levetgiired under the Action Plans. See “USE OF PRATEE

DESCRIPTION OF THE SERIES A PREFERRED STOCK

This section summarizes all material features ef$leries A Preferred Stock. The terms of the Séi€seferred Stock will incluc
those stated in an amendment to our charter, wkifited as an exhibit to this registration statemfled with the Commission of which tl
prospectus is a part. The following summary oftérens and provisions of the Series A PreferredStimes not purport to be complete ar
qualified in its entirety by reference to the peetit sections of our charter, as will be amendésttye immediately prior to the closing of
offering, including the amendment to the chartertfe Series A Preferred Stock. You should readcbarter, including the amendment, fi
more complete understanding of the terms and pongsof the Series A Preferred Stock.
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General

Our charter authorizes the issuance of up to 200@0shares of preferred stock, in any number afsels and series within classes
having the preferences, limitations and relatights as may be determined from time to time bybiberd of directors.

When issued, the Series A Preferred Stock will tiiie a single series of our preferred stock, stimg of 600,000 shares, no
value, having a liquidation preference of (i) $Zbgfer share (the “Original Issue Pricaid subject to adjustment as provided herein) &
the amount of all accumulated and unpaid dividefide holders of the Series A Preferred Stock walédn no preemptive rights. All of t
shares of the Series A Preferred Stock, when isandgaid for, will be validly issued, fully paididnon-assessable.

Under applicable provisions of Tennessee law, wknat be entitled to create or issue any classasies of our capital stock hav
rights or preferences with respect to dividendslissolution that rank senior to or on a parity witle Series A Preferred Stock without
approval of the holders of the shares of our Se&i®seferred Stock then outstanding, voting toge#tsea single class. We may, however, 1
time to time, without notice to or consent fromdheris of the Series A Preferred Stock, create aetidunior Stock (defined below).

Ranking
The Series A Preferred Stock will, with respectlididend rights and rights upon our liquidationnding-up or dissolution, rank:

« senior to our Common Stock and any other claseres of capital stock established after the igkate, the terms of which do |
expressly provide that such class or series raahi®isto or on a parity with the Series A Prefer8tdck as to dividend rights
rights upon our liquidation, windit-up or dissolution (collectively referred to“Junior Stoc”);

« 0n a parity with any class or series of capitatktestablished after the issue date by our boadirettors, the terms of whi
expressly provide that such class or series wilkran a parity with the Series A Preferred Stockaadividend rights or righ
upon our liquidation, windir-up or dissolution; an

« junior to any class or series of capital stockeries of preferred stock established after theciskate by our board of directors,
terms of which expressly provide that such classesies will rank senior to the Series A Preferi®dck as to dividend rights
rights upon our liquidation, windit-up or dissolution

The rights of the holders of Series A Preferreccitwill be subordinate to the rights of our genexaditors, including depositors. ¢
also “RISK FACTORS —The Series A Preferred Stock is subordinated toobligations to creditors and will rank junior tb @f our and ou
subsidiaries’ liabilities in the event of bankruptiquidation or the winding-up of assets.”

If the Bank becomes subject to federal conservatorshipagivership, the Company would likely suffer a piete loss of the value
its ownership interest in the Bank. In that eveng Company may elect to cease operations anddétgiior seek bankruptcy protection
which case it is unlikely that there would be assmtailable to holders of the capital stock of @@mpany, including for the payment
amounts due on the Series A Preferred Stock thiestamding.
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Dividends

Dividends on the Series A Preferred Stock will agable quarterly in arrears, if, as and when aighdrand declared by our boarc
directors out of legally available funds, on a cletive basis on the $25.00 per share Original I192ee, at an annual rate equal to :
(“Applicable Dividend Rate”)Subject to the foregoing, dividends will accumulfitam the Initial Dividend Commencement Date (afircs
below) and shall be payable in arrears on the d&shof February, May, August and November of eagdr yeach, a “Dividend Payment Dgte”
that immediately follows the end of the DividendriBeé (as defined below) to which such dividendsitel Each dividend will be payable
holders of record as they appear on our stock texgim the applicable record date, which shallheelt5th calendar day immediately prece
such Dividend Payment Date or such other recore filetd by our board of directors that is not mibran 60 days nor less than 10 days pri
such Dividend Payment Date (each, a “Dividend Re:zate”). Any such day that is a Dividend Record Date shalalDividend Record De
whether or not such day is a Business Day. Eaclogpdérom and including the first day of Februarya August and November (eacl
“Dividend Commencement Date’\hich for each share of Series A Preferred Stodkaemmence with the Initial Dividend Commencen
Date for such share, to but excluding the nexbfeihg Dividend Commencement Date is herein refetoeas a “Dividend Period.” Thdritial
Dividend Commencement Dat@/ith respect to any share of Series A PreferrediStall be the Dividend Commencement Date immedj
following the date on which such share was issug@dovided, however, that for any shares of Desigh&eeferred Stock purchased prio
September 1, 2010, the Initial Dividend CommenceanDate shall be August 1, 2010. Therefore, for singres of Series A Preferred Stock
are issued on or before August 31, 2010, dividevilsaccumulate from August 1, 2010 and will be phie on November 15, 2010. Divide
payable for each Dividend Period will be computedite basis of a 360-day year consisting of tw8@&lay months. If a scheduled Divide
Payment Date falls on a day that is not a busidags the dividend will be paid on the next busingag as if it were paid on the schedi
Dividend Payment Date, and no interest or otherwamvill accrue on the dividend so payable for gegiod from and after that Divide
Payment Date to the date the dividend is paid. t€ha “business dayteans any day that is not Saturday or Sunday atdiththe State
Tennessee, is not a day on which banking institgtigenerally are authorized or obligated by law@cutive order to be closed.

Dividend Restrictions

Dividends on the Series A Preferred Stock will benalative. So long as any share of Series A Prede®tock remains outstanding,
dividend or distribution shall be declared or paidthe Common Stock or any other shares of JurtmeckSand no Common Stock or Jut
Stock shall be, directly or indirectly, purchaseslleemed or otherwise acquired for consideratiomwr any of our subsidiaries, unles:
either case, all accumulated and unpaid dividemsafl past Dividend Periods, including the latesimpleted Dividend Period, on
outstanding shares of Series A Preferred Stock baea or are contemporaneously declared and pdidl ifor have been declared and a
sufficient for the payment thereof has been seteafir the benefit of the holders of shares ofe&eA Preferred Stock on the applicable re
date). The foregoing limitation shall not apply(tpredemptions, purchases or other acquisitionshafres of Common Stock or other Ju
Stock in connection with the administration of amployee benefit plan in the ordinary course ofifess and consistent with past prac
(i) the acquisition by us or any of our subsidisriof record ownership in Junior Stock for the lfiers@ ownership of any other persons (o
than us or any of our subsidiaries), including rastees or custodians; and (iii) the exchange awvesion of Junior Stock for or into ot
Junior Stock solely to the extent required pursuaritinding contractual agreements entered intorgd the date on which shares of Seri
Preferred Stock are first issued or any subsecagmetement for the accelerated exercise, settleanentchange thereof for Common Stock.

Subject to the foregoing, and not otherwise, suellends (payable in cash, securities or other @ryp as may be determined by
board of directors may be declared and paid oncdmyur securities, including Common Stock and otharior Stock, from time to time out
any funds legally available for such payment, aoldiérs of Series A Preferred Stock shall not béledtto participate in any such dividends.

Redemption

The shares of Series A Preferred Stock will be eetible at our option and, with the prior approahe Federal Reserve, if requir
in whole or in part, at any time after July 31, 3paut of funds legally available for payment, ks tash redemption price of $25.00 per she
Series A Preferred Stock, plus declared and ung@idends, if any, from any and all Dividend Paymé@&ates preceding the date fixed
redemption.

If fewer than all of the outstanding shares of & Preferred Stock are to be redeemed, we wétséhose to be redeemptb rats
or in any other manner as our board of directory aetermine to be fair and equitable. Subject ® pheceding paragraph, our boar
directors shall have the full power and authorityptescribe the terms and conditions upon whicheshaf Series A Preferred shall be redee
from time to time.
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On and after the date fixed for redemption, proditieat the redemption price has been paid or peavidr, dividends shall cease
accumulate or be declared on all shares of theSériPreferred Stock so called for redemption. €rsdsres will no longer be deemed ti
outstanding, and all rights with respect to sucare$ shall forthwith on such redemption date ceemskterminate, except only the righ
holders thereof to receive the amount payable oh sedemption, without interest.

Shares of Series A Preferred Stock that are redderapurchased or otherwise acquired by us shafirtéo authorized but unisst
shares of preferred stock of the Company (provitiat any such cancelled shares of Series A Preff@&teck may be reissued only as shar
any series of preferred stock other than SeriesefeRred Stock).

If we redeem any shares of Series A Preferred Stamtice of redemption will be given by firstass mail, postage prepaid, mailed
less than 30 days nor more than 60 days beforeethemption date, to the holders of record of theresh of Series A Preferred Stock tc
redeemed as their addresses appear on our stastere§ach such notice of redemption shall stdfethe redemption date; (2) the numbe
shares of Series A Preferred Stock to be redee(Bgthe redemption price; and (4) the place orgdawhere certificates for such shares a
be surrendered for payment of the redemption price.

Notwithstanding the foregoing, if shares of Sere$referred Stock are issued in boaktry form through The Depository Tr
Company or any other similar facility, notice ofieenption may be given to the holders of Series éfé?Pred Stock at such time and in
manner permitted by such facility.

Optional Conversion Rights

Each share of the Series A Preferred Stock mayhbeected at any time, at the option of the holden shares of fully paid and non-
assessable shares of our Common Stock at a rdteeofs) shares of Common Stock for each shareeafeS A Preferred Stock which
converted (which reflects an initial conversioncprof $5.00 per share of Common Stock, subjectljwstment as provided in “-Adjustment
to the Conversion Pricdjelow), plus cash in lieu of fractional shares. Aadjustment to the conversion price will resultairtorrespondir
adjustment to the conversion rate. To the exteatinitial conversion price (or subsequent adjustedversion price) is increased, you
receive a corresponding decrease in the numbdrasés of our Common Stock upon conversion, antieécektent the initial conversion pr
(or subsequent adjusted conversion price) is dsetkaou will receive a corresponding increasd@rnumber of shares of our Common S
upon conversion.

In order to exercise the right to convert shareSerfies A Preferred Stock into shares of CommogkSpairsuant to such an optio
conversion, a holder of Series A Preferred Stocktr{iy provide written notice to us that the hol@ézcts to convert the same and setting
the number of shares of Series A Preferred Stotletoonverted and the name or names in which tlieehwishes the certificate or certifics
for shares of Common Stock to be issued; andyiesider to us the certificate or certificates éffier, duly endorsed for transfer to us (if we
require), at the principal office of our companyafrany transfer agent for the Series A PreferretlS Upon receipt of such notification ¢
surrender (the “Optional Conversion Datefle will, as soon as practicable thereafter, issubdeliver at such office to such holder a cerit
or certificates for the number of whole shares ofrthon Stock to which such holder will be entitledia check or checks payable to ¢
holder in the amount of any cash amounts payabtbeasesult of a conversion into fractional shasE€ommon Stock and the amount of
accumulated but unpaid dividends per share on lthees of Series A Preferred Stock so converted. gugh optional conversion will
deemed to have been made immediately prior to lthee @f business on the Optional Conversion Ddting thereto. If fewer than all t
shares of Series A Preferred Stock representeddeytidicate surrendered for conversion are comekrive will issue and deliver to the hol
thereof a new certificate representing the uncdedeshares without charge to such holder.

Any accumulated but unpaid dividends payable omeshaf Series A Preferred Stock that are conveste@n Optional Conversi

Date or a Mandatory Conversion Date (as definedviglwhich occurs subsequent to the record date Bividend Period shall be paid to
holder of record of the converted shares on (btibaéore) the Dividend Payment Date relating tchsiezord date.
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Mandatory Conversion Rights

We may, at our option, at any time on or after @uo time before) July 31, 2015, cause somel af &#he Series A Preferred Stocl
the time outstanding to be mandatorily converted folly paid and norassessable shares of Common Stock at the convead®im effect o
the Mandatory Conversion Date (hereinafter definédhe Closing Price (hereinafter defined) of eattare of Common Stock equals
exceeds 150% of the then applicable Conversioreumiceach of the 30 consecutive trading days imatelgli preceding the date we give nc
of such mandatory conversion.

If we elect to cause less than all of the shareSesfes A Preferred Stock to be converted, theeshiar be converted will be selec
eitherpro rataor in such manner as our board of directors magrdehe to be fair and equitable. Subject to thegeph above, our board
directors shall have full power and authority tesuaribe the terms and conditions upon which shafe3eries A Preferred Stock shall
converted from time to time pursuant to a mandatorwersion.

In order to exercise the right to convert shareSearies A Preferred Stock into shares of CommorkSpairsuant to such a mandat
conversion, we must provide written notice, coritajnthe information required below, to each hold&iSeries A Preferred Stock subjec
such mandatory conversion that we elect to corthersame. The date of a mandatory conversion will blate selected by us (thddndaton
Conversion Date”and will be no more than 20 days and not less fttadays after the date on which we deliver theceotf mandatol
conversion relating thereto. In addition to anyomfiation required by applicable law or regulatitme notice of mandatory conversion n
state: (i) the Mandatory Conversion Date; (ii) thember of shares of Series A Preferred Stock todmerted; (iii) the number of shares
Common Stock to be issued upon conversion of ehatesof Series A Preferred Stock; and (iv) the @p#rice and the Conversion Price
each share of Common Stock and Series A Prefetmak Sespectively, on each of the 30 consecutialing Days immediately preceding
date we give notice of mandatory conversion. Effecimmediately prior to the close of business ddandatory Conversion Date, the shi
of Series A Preferred Stock subject to such conwerwill automatically convert to shares of Comm@tock. On the Mandatory Convers
Date, holders of shares of Series A Preferred S$ockonverted will be obligated to deliver to usat principal office (or at such other off
as we may designate by notice to such holdershdwiur normal business hours, the certificate difmates for the shares so converted, |
endorsed for transfer to us (if we so require).sAsen as practicable thereafter, we will issue agliver to each such holder a certificat
certificates for the number of whole shares of Cami8tock to which such holder shall be entitled amtheck or checks payable to such he
in the amount of any cash amounts payable as thdtref a conversion into fractional shares of Camngtock and the amount of
accumulated but unpaid dividends per share ontihees of Series A Preferred Stock so convertedil Bmnth time as a holder of share:
Series A Preferred Stock shall surrender such hi@ddeertificate(s) therefor, such certificate(s) ke deemed to represent the share
Common Stock to which such holder shall be entitlpdn the surrender thereof. A mandatory convenrgitinbe deemed to have been m
immediately prior to the close of business on trenifatory Conversion Date relating thereto. If fetram all the shares of Series A Prefe
Stock represented by a certificate surrendereddoversion are converted, we will issue and delteethe holder thereof a new certific
representing the unconverted shares without chtargech holder.

“Closing Price”of any security on any determination date meani§ tfie security is primarily traded on the New ¥@&tock Exchang
or the Nasdaq Stock Market, closing sale priceafarp closing sale price is reported, the last regmb sale price of the security on that dat
reported by such exchange, (i) if the securitgrisnarily traded on any other U.S. national or cegil securities exchange, the closing sale
or, if no closing sale price is reported, the leegiorted sale price of the security on that dateeasrted in composite transactions for
exchange on which the security is traded, or ifithe security is not listed on any such excharte,last quoted bid price for the security
that date in the over-thesunter market as reported by the OTCBB, Pink OT&ldts or other similar organization, or, if th&d price is nc
available or if the security is not otherwise palylitraded, the market price of the security ort thete as determined in good faith by our b
of directors and set forth in a written resolutadrour board of directors.

A “trading day”is, with respect to any security that is publicigded, any day on which the exchange, market @gesysn which th
security is traded is open for the transactionusfithess and the security is not suspended frormtgad the close of business.
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Adjustments to the Conversion Price
The conversion price will be subject to adjustnigrdfter the issue date, any of the following etgemccur:

« we subdivide or combine our Common Stc
« we subdivide or combine our Series A PreferredIStoc

« we reclassify, exchange or substitute the CommoukSssuable upon conversion into the same or réiffienumber of shares
any other class or classes of capital st

With respect to the first bullet point, in the etéhe outstanding shares of Common Stock shallubgigided (by stock split, t
payment of a stock dividend or otherwise) into @ager number of shares of Common Stock, the CoioveRsice in effect immediately prior
such subdivision shall, concurrently with the effiéeness of such subdivision, be proportionatelgreased. In the event the outstanding sl
of Common Stock shall be combined into a lesserbrarof shares of Common Stock, the Conversion Pmiegfect immediately prior to su
combination shall, concurrently with the effectiess of such combination, be proportionately inadas

With respect to the second bullet point, in thenéwtbe outstanding shares of Series A PreferredkSball be subdivided (by stc
split, by payment of a stock dividend or otherwised a greater number of shares of Series A PredeBtock, the Applicable Dividend Rz
Original Issue Price and Liquidation Preferencerémafter defined) of the Series A Preferred Stotleffect immediately prior to su
subdivision shall, concurrently with the effectiems of such subdivision, be proportionately deaeak the event the outstanding share
Series A Preferred Stock shall be combined intesadr number of shares of Series A Preferred Stioeképplicable Dividend Rate, Origit
Issue Price and Liquidation Preference of the Sekid’referred Stock in effect immediately priorstech combination shall, concurrently v
the effectiveness of such combination, be propoatiely increased.

With respect to the third bullet point, if the CommStock issuable upon conversion of Series A PerdeStock shall be changed i
the same or a different number of shares of angrattass or classes of capital stock, whether pitalaeorganization, reclassification or ott
(other than a subdivision or combination of shares/ided for above), then, in any such event, éu lof the number of shares of Comr
Stock which the holders would otherwise have be#itled to receive, each holder of Series A Prei@iBtock shall have the right thereafte
convert such shares of Series A Preferred Stockantumber of shares of such other class or claxfseapital stock which a holder of
number of shares of Common Stock deliverable upmversion of Series A Preferred Stock immediatedfote that change would have b
entitled to receive in such reorganization or resifécation, all subject to further adjustment asvided herein with respect to such other shi

Upon the occurrence of each adjustment or readgrstraf the Conversion Price, we, at our expens#,promptly compute suc
adjustment or readjustment in accordance with #énmg set forth in our charter and furnish to eaolddr of Series A Preferred Stoc
certificate setting forth such adjustment or reatifijent and showing in detail the facts upon whigthsadjustment or readjustment is ba
Upon written request of any holder of Series A emefd Stock, at any time, we will provide a cectiie setting forth (i) adjustments i
readjustments, (ii) the Conversion Price at theetimeffect, (iii) the number of shares of Commaac® and amount, if any, of other prop¢
which at the time would be received upon the cosivarof Series A Preferred Stock.

Any downward adjustment of the Conversion PricéhefSeries A Preferred Stock may be waived by timsent or vote of the hold:
of at least a majority of the outstanding sharesumh Series A Preferred Stock either before ar dfte issuance causing the adjustment.
such waiver shall bind all future holders of shaESeries A Preferred Stock.

Fractional Shares

No fractional shares of our Common Stock will beuesd to holders of the Series A Preferred Stockugumversion. In lieu of al
fractional share to which the holder would otheeni® entitled, we shall pay cash equal to the mtodliusuch fraction multiplied by the Marl
Value (as defined in the amendment to our chaglkating to the Series A Preferred Stock) of oneesltd Common Stock on the date
conversion. For such purpose, all shares of Sé&iPseferred Stock held by each holder of SeriesréfdPred Stock shall be aggregated,
any resulting fractional share of Common Stockldtebpaid in cash.
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Common Stock Rights

Reference is made to the “Description of Other @Gh@btock” for a description of the rights of holders of Commm®tock to b
delivered upon conversion of the Series A Prefegtatk.

Sinking Fund Provisions
There are no sinking fund provisions with respeatur Series A Preferred Stock.
Liquidation Rights

In the event that we voluntarily or involuntariliglidate, dissolve or wind up, the holders of SerePreferred Stock at the til
outstanding will be entitled to receive for eaclarghof Series A Preferred Stock, out of our assetgroceeds thereof (whether capita
surplus) available for distribution to our sharetask, subject to the rights of our creditors, befany distribution of such assets or procee
made to or set aside for the holders of CommonkSaod other Junior Stock as to such distributiaynpent in full in an amount equal to
sum of (i) $25.00 per share of Series A Preferted¢iSand (ii) the amount of any accumulated andaichgividends, whether or not declarec
the date of payment (such amounts collectively, thguidation Preference”).

In the event that our assets available for distidiouto shareholders upon any liquidation, dissolutor windingup of our affairs
whether voluntary or involuntary, are not suffidieéa pay in full the amounts payable with respectll outstanding shares of the Serie
Preferred Stock, the holders of Series A Prefe®tedk will share in any distribution of our assietproportion to the full respective liquidati
distributions to which they would otherwise be edjvely entitled.

If the Liquidation Preference has been paid in toilbll holders of Series A Preferred Stock, thiléis of our other capital stock v
be entitled to receive all our remaining assetfoceeds thereof) according to their respectigbtsi and preferences. In other words, a h
of Series A Preferred Stock will not be entitlechtticipate twice, but rather only as a holdeBefies A Preferred Stock or, in respect of st
of Series A Preferred Stock that have been comndentshares of Common Stock, as a holder of ComBtook.

For such purposes, our consolidation or merger witlinto any other corporation or entity, includiagmerger or consolidation
which the holders of Series A Preferred Stock recensh, securities or other property for theirataor the sale, lease or exchange (for
securities or other property) of all or substahtiall of our assets, shall not constitute a liguidn, dissolution or winding up.

Voting Rights

The holders of our Series A Preferred Stock willdhao voting rights, except as required by Tenreetse.
Miscellaneous

We will at all times reserve and keep available afuhe authorized and unissued shares of our Camftack, solely for the purpc
of effecting the conversion of the shares of Selid¥eferred Stock, such number of our shares @fifdon Stock as shall from time to time
sufficient to effect the conversion of all then stahding shares of Series A Preferred Stock; amd dény time the number of authorized
unissued shares of Common Stock shall not be gtrifito effect the conversion of all then outstagdshares of the Series A Preferred St

we will take such corporate action as may, in thimion of our counsel, be necessary to increasaotiorized but unissued shares of Com
Stock to such number of shares as shall be suffifoe such purpose.
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DESCRIPTION OF OTHER CAPITAL STOCK
General
We are currently authorized to issue (i) 20,000,668res of Common Stock, $1.00 par value per sharkii) 2,000,000 shares
preferred stock, of which (a) 18,000 shares aréggdated as Fixed Rate Cumulative Perpetual PrefeBteck, Series A, $0.01 par value
share (“Designated Series A Stockdyd (b) 561.00561 shares are designated as Fixeed@anulative Perpetual Preferred Stock, Seri
$0.01 par value per share (“Designated Series Bk3to

As of March 11, 2011, there were issued and oul#ngn,500,396 shares of Common Stock and 148,B2fes of Desighated Sel
A Preferred Stock issued and outstanding.

Common Stock

All shares of Common Stock have equal voting, ligtion and dividend rights. All shares of Commooc&tnow outstanding are fu
paid for and non-assessable.

The common stock is quoted on the OTCBB under yh#hsl CSBQ, but it is not listed on a national gé@s exchange.
Voting Rights

Each holder of Common Stock is entitled to one ya#e share held on any matter submitted to a vbshareholders. There are
cumulative voting rights in the election of directo

Dividends

The holders of outstanding shares of our CommorkSaoe entitled to receive dividends out of legaiailable funds at such tin
and in such amounts as our board of directors maay fime to time determine. Our ability to pay diends will be dependent on our earn
and financial condition and subject to certainrieBbns imposed by state and federal laws.

No dividend will be declared or paid during anyecadar year on the Common Stock unless and unti thas been paid in full (or :
aside for purposes of such payment) to the holofeosir Series A Preferred Stock accumulated andidngividends on such shares of Seris
Preferred Stock through the date on which we prepopay the cash dividend on the Common Stock.

No Preemptive or Conversion Rights

Holders of shares of our Common Stock do not hagemptive rights to purchase additional sharesuofG»mmon Stock and have
conversion or redemption rights.

Liguidation Rights

In the event of our liquidation, dissolution or @ding-up, the holders of our Common Stock shall be etitb receive ratably, in ce
or in kind, our assets legally available for disttion remaining after payment or provision for pegnt of our debts and liabilities &
distributions or provision for distributions to ldelrs of our Series A Preferred Stock and any opneferred stock that may be issued
outstanding having preference over the Common Stock

Anti-takeover Provisions
Some provisions of our charter and bylaws and teen€ssee Business Corporation Act may be considerbdve anttakeove
effects which may hinder or prevent a tender offieoxy contest or other attempted takeover thate$ttdders may consider to be in their

interest. Those provisions may allow our boardicdéators to defend against an attempted transatt@nmight otherwise result in paymen
a premium over the market price of our Common Std¢& describe some of these provisions below:
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Special Shareholder Meeting®©ur bylaws provide that special meetings of dhalders may be called by a majority of our boat
directors, our president, the Commissioner of Farerninstitutions and the Federal Deposit InsuraGoeporation. However, in order for «
shareholders to call a special meeting, we musiive@ written notice from the holders of at le¢ast percent or more of our outstanding shi

Number of Directors; VacanciesOur bylaws provide that the board of directorsstntonsist of between nine (9) and fifteen
members. We currently have ten (10) directors,@mndoylaws provide that the board of directors rimyease the number of directors up tc
maximum number of fifteen (15) without shareholdg@proval. Our bylaws also provide that all vacasi@e our board may be filled by
majority of the remaining directors unless suchavey was the result of a director being removedhleyshareholders at any regular or sp
meetings of the shareholders.

Bylaw AmendmentsOur bylaws provide that the bylaws may be alteneddified, amended or repealed, except for thémesrelate
to duties, term of office and indemnification ofefitors, at any regular or special meeting of amart of directors where a quorum is pre
with a three-fourth’s vote.

VALIDITY OF THE SECURITIES

The validity of the securities offered under thimgpectus will be passed upon for us by Miller &riita PLLC. Certain members
Miller & Martin PLLC hold shares of our Common Skoand our Series A Preferred Stock.

EXPERTS

The consolidated financial statements incorporbteceference in this prospectus and elsewhereeimgbistration statement have b
incorporated by reference in reliance upon the ntepfoHazlett, Lewis & Bieter, PLLC, an independeagistered public accounting firm, uf
the authority of said firm as experts in accountngl auditing.

WHERE TO FIND MORE INFORMATION ABOUT US

We are subject to the information requirementshef Exchange Act, and in accordance therewith fileual, quarterly and curre
reports, proxy statements and other informatior whiie Commission. Such reports, proxy statemerdsodimer information may be read
copied at the Commissig’Public Reference Room at 100 F Street, N.E., Wgtin, DC 20549. Information may be obtained o€
operation of the Public Reference Room by callihng Commission at 1-800-SBEU330. Copies of such materials may also be obta#
prescribed rates by writing to the Public RefereBeetion of the Commission at 100 F Street, N.Easkihgton, DC 20549. Such reports, pi
statements and other information, as well as tldsather registrants that file electronically witthe Commission, are also contained or
website maintained by the Commission at www.sec.gov

We have filed with the Commission a registraticatesnent on Form $; of which this prospectus is a part, registetimg securitie
that we may offer under this prospectus. As peeaitty the Commissios’rules, this prospectus does not contain allrif@mation required !
be set forth in the registration statement or fiésdexhibits and schedules to the registratiorerstant. WWhenever a reference is made ir
prospectus or any prospectus supplement, if aggpéc#o any contract or other document of ours, sloould refer to the exhibits that are a
of the registration statement for a copy of themeficed contract or document. Statements cont&inds prospectus concerning the provis
of any such documents are necessarily summari#gsé documents, and each statement is qualifigd antirety by reference to the copy
the document filed with the Commission. For furtirdormation with respect to our company and theusiées offered by this prospectus,
refer you to the registration statement, exhihitd schedules.
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A copy of any of the documents referred to abov# be furnished, without charge, by writing to us &5 Georgia Avenu
Chattanooga, Tennessee 37402, Attention: Charattéeman. In addition, we maintain a corporate vitehsvww.cscbank.com. We me
available through our website, our Annual ReportsForm 10-K, Quarterly Reports on Form 10-Q, Curfeeports on Form & and an
amendments to those reports filed or furnishedyansto Section 13(a) or 15(d) of the Exchangeascsoon as reasonably practicable afte
electronically file such material with, or furnishto, the Commission. This reference to our webst for the convenience of investors
required by the Commission and shall not be deetmédcorporate any information on the website ititis registration statement, prospe
and any prospectus supplement.

DOCUMENTS INCORPORATED BY REFERENCE
The Commission allows us to “incorporate by refegfrinto this prospectus the information in other doeats we file with th
Commission, which means that we can disclose imporinformation to you by referring you to thosecdments filed separately with 1
Commission. The information we incorporate by refiee is an important part of this prospectus. Werjporate by reference the follow
documents, all of which we have previously filedtwthe Commission:

o Our Current Reports on Forn-K filed with the Commission on January 21, 2011 Madch 7, 2011

e Our Annual Report on Form 1Qfor the fiscal year ended December 31, 2010q¢ filéth the Commission on March 31, 2011;

o Our Proxy Statement for the 2011 Annual Meetin@bareholders on Schedule 14A filed with the Comimisen April 5, 2011

Any statement contained in a document that is jpa@ted by reference will be modified or supersefdedll purposes to the ext
that a statement contained in this prospectus nesdifr is contrary to that previous statement. 8i@fement so modified or superseded wil
be deemed a part of this prospectus except as ddiaetbor superseded. Notwithstanding the foregpimg are not incorporating any docun

or information deemed to have been furnished andiled in accordance with Commission rules.

You may request a copy of any of these filings @atcost by writing or telephoning us at Cornerst&aacshares, Inc., 835 Geot
Avenue, Chattanooga, Tennessee 37402, Attentioarl@te Lindeman, (423) 385-3000.
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PART Il —INFORMATION NOT REQUIRED IN PROSPECTUS

ltem 13. Other Expenses of Issuance and Distributior

The expenses relating to the registration of tlveisges will be borne by the registrant. Such exges, other than the SEC registre
fee, are estimated to be as follows:

SEC registration fe $ 1,07¢
Legal fees and expens 100,00(
Accounting fees and expens 15,00(
Printing and distributions expens 15,00(
Miscellaneous 10,00(
Total $ 141,07
Item 14. Indemnification of Directors and Officers.

The Tennessee Business Corporation Act, or the TBE@vides that a corporation may indemnify anyitsfdirectors and office
against liability incurred in connection with a peeding if (i) the director or officer acted in gbfaith, (ii) in the case of conduct in his or
official capacity with the corporation, the directar officer reasonably believed such conduct wathe corporatiors best interest, (iii) in ¢
other cases, the director or officer reasonablieidet that his or her conduct was not opposedead#st interest of the corporation, and (i
connection with any criminal proceeding, the dioeatr officer had no reasonable cause to beliea¢ ltis or her conduct was unlawful.
actions brought by or in the right of the corparatihowever, the TBCA provides that no indemnifmatmay be made if the director or offi
was adjudged to be liable to the corporation. TIBECA also provides that in connection with any pextiag charging improper perso
benefit to a director or officer, no indemnificationay be made if such director or officer is adpdidiable on the basis that personal be
was improperly received by such director or offidgnless limited by the corporatiantharter, in cases where the director or offisaxtolly
successful, on the merits or otherwise, in the mfeof any proceeding instigated because of hiseorstatus as an officer or director «
corporation, the TBCA mandates that the corporatiiemnify the director or officer against reasdeadxpenses incurred in the proceec
The TBCA provides that a court of competent jugsdn, upon application, may order that a directoofficer be indemnified for reasona
expenses if, in view of all relevant circumstandbs, court determines that such individual is Ya&hd reasonably entitled to indemnificat
notwithstanding the fact that (i) such officer @redtor was adjudged liable to the corporation ijpraceeding by or in right of the corporati
(ii) such director or officer was adjudged liabla the basis that personal benefit was improperteived by such director or officer,
(iiif) such director or officer breached his or laety of care to the corporation.

Under its charter, the registrant has the powéndemnify its directors, officers, employees anérdg (each, an “indemniteet) the
fullest extent permitted by the TBCA and its bylavibe registrant is obligated to indemnify permdtiademnitees only if all of the followit
conditions are met: (i) the board of directors datees in writing that the indemnitee acted in gdaith and in the registrargt’best interes
(ii) the board of directors determines that therpagt will not materially affect the registrasitsafety and soundness; (iii) the payment doe
fall within a prohibited indemnification under stabr federal law or regulation; and (iv) the indé@® agrees in writing to reimburse
registrant, to the extent not covered by permissifburance, for payments made in the event thatarinistrative action brought by a stat
federal banking regulator results in a final ordersettlement in which the indemnitee is assessed/ihmoney penalty, is removed
prohibited from banking or is required, under alfiarder, to cease any action or take any affirmeadiction. If any provision of the registrant’
charter is found to be in conflict with any statefederal banking laws or regulations or the TBGWe provisions of governing law &
regulation shall govern the conduct of the regmtsabusiness and board governance.
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Under its bylaws, the registrant is obligated teimnify each person who was or is made a party threatened to be made a par
or is otherwise involved in any action, suit or gegeding, whether civil, criminal, administrativeinvestigative, by reason of the fact that h
she is or was a director, officer or employee eftgistrant or is or was serving at the requettefegistrant as a director, officer, or emplc
of another corporation or enterprise to the fulkedient authorized by the TBCA against all expetiagjlity and loss reasonably incurred
suffered by such indemnitee in connection therewaitth such indemnification shall continue as toralemnitee who has ceased to be a dire
officer or employee and shall inure to the benefithe indemnitees heirs, executors and administrators; provideeyever, that, except
provided with respect to proceedings to enforchtsido indemnification, the registrant shall indéiyonly if such proceeding (or part there
was authorized by the board of directors of thasteant. The foregoing right to indemnificationascontract right and includes the right tc
paid by the registrant the expenses incurred irra#hg any such proceeding in advance of its fiigposition, but only if the registre
receives an undertaking by or on behalf of suctermgitee to repay all amounts so advanced if itlisnately determined by final, non-
appealable judicial decision that such indemniteaadt entitled to be indemnified for such expenseder the bylaws or otherwise. ~
registrant may, to the extent authorized from timéime by its board of directors, grant rightsindemnification and to the advancemer
expenses to any agent of the registrant to thedubxtent of the bylaw provisions with respecth® indemnification of and advancemen
expenses to directors, officers and employeeseofdgistrant.

The rights to indemnification and to the advancenoéexpenses conferred under the bylaws are ratigixe of any other right whi
any person may have or hereafter acquire underetfistrants bylaws, any statute, agreement, vote of sharet®lat disinterested directors
otherwise.

Item 15. Recent Sales of Unregistered Securitie
None.

Item 16. Exhibits and Financial Statement Schedules
€) Exhibits

Exhibit Number Description

31 Amended and Restated Charter of the registeenamended (incorporated by reference to ExBillitof the registrand’
Form 1(-Q/A filed on May 5, 2010)

32 Articles of Amendment to the Amended and Restatedrt@r of the registrant (incorporated by referetac&xhibit 3.1 o
the registrar's Form K filed on May 5, 2010)

3.3**  Form of Articles of Amendment to the Amended andtRed Charter of the registrant establishing tbeeS A Preferre
Stock.

34 Amended and Restated Bylaws of the regisifianbrporated by reference to Exhibit 3.2 of thgistrant's Form 1(KSB
filed on March 24, 2004

41**  Form of Series A Preferred Stock Certifice

5.1*  Opinion of Miller & Martin PLLC.

101 Cornerstone Bancshares, Inc. Statutory and Nonstgt&tock Option Plan (incorporated by referer&xhibit 10.1 of th

registran’s Registration Statement on Fori-1 filed on February 4, 2000, as amended (File 186-96185)).

102 Cornerstone Bancshares, Inc. 2002 L-Term Incentive Plan (incorporated by reference xbilkit 99.1 of the registra’s
Registration Statement on Forr-8 filed on March 5, 2004 (File No. 3-113314)).
103 Cornerstone Bancshares, Inc. 2004 Ramployee Director Compensation Plan (incorporatedelference to Exhibit 99.3

the registrar's Registration Statement on Fori-8 filed on March 5, 2004 (File No. 3-113314)).

104 Cornerstone Community Bank Employee Stock Gship Plan (incorporated by reference to ExhibitL1df the registrang’
Form &K filed on July 19, 2005

107 Separation Agreement dated November 12, 2009, byasmnong Gregory B. Jones, Cornerstone Communityk Bam
Cornerstone Bancshares, Inc. (incorporated by eater to Exhibit 10.7 of the registrant’'s Form K/ filed on May 5
2010).

211*  Subsidiaries of the registra

23.1* Consent of Hazlett, Lewis & Bieter, PLL!

232**  Consent of Miller & Martin PLLC (included in Exhitob.1).

241*  Power of Attorney (included on signature page efrgistration statement filed on May 7, 20!

242**  Power of Attorney
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* Filed herewitr
*x Previously filed

(b) Financial Statement Schedules

The registrant has not provided any financial stetet schedules because the information calledsfoot required or is sho
either in the financial statements or the notesstioe

ltem 17. Undertakings.

The undersigned registrant hereby undertakes:

1) To file, during any period in which efs or sales are being made, a miftetive amendment to this registra
statement:
() To include any prospectus requiredsbygtion 10(a)(3) of the Securities Act of 1933;
(i) To reflect in the prospectus anytéaor events arising after the effective date ef tbgistration stateme

(or the most recent posffective amendment thereof) which, individuallyinrthe aggregate, represent a fundamental change
information set forth in the registration statemexbtwithstanding the foregoing, any increase atrease in volume of securit
offered (if the total dollar value of securitiefesfd would not exceed that which was registered) any deviation from the low
high end of the estimated maximum offering range tma reflected in the form of prospectus filed witle Commission pursuant
Rule 424(b) if, in the aggregate, the changes lonae and price represent no more than 20 percertgehin the maximum aggreg
offering price set forth in the “Calculation of Refation Fee” table in the effective registratsiatement ;

(iii) To include any material informatianth respect to the plan of distribution not pasly disclosed in tt
registration statement or any material change ¢b sguformation in the registration statement.

2 That, for the purpose of determiningy diability under the Securities Act of 1933, eashch postffective
amendment shall be deemed to be a new registrstéd@ment relating to the securities offered tmerand the offering of such securities at
time shall be deemed to be the initi@na fideoffering thereof.

3 To remove from registration by meansagbosteffective amendment any of the securities beingsteged whic
remain unsold at the termination of the offering.

Insofar as indemnification for liabilities arisinmder the Securities Act of 1933 (the “Securitiet”’Amay be permitted to directo
officers and controlling persons of the registrantsuant to the foregoing provisions, or otherwibe, registrant has been advised that i
opinion of the Securities and Exchange Commissiarh Sndemnification is against public policy as egsed in the Securities Act anc
therefore, unenforceable. In the event that a clmindemnification against such liabilities (oththan the payment by the registran
expenses incurred or paid by a director, officecantrolling person of the registrant in the susbdsdefense of any action, suit or proceec
is asserted by such director, officer or contrglliperson in connection with the securities beirgjstered, the registrant will, unless in
opinion of its counsel the matter has been selfjedontrolling precedent, submit to a court of aygpiate jurisdiction the question whether <
indemnification by it is against public policy aspeessed in the Securities Act and will be goverpgthe final adjudication of such issue.
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SIGNATURES

Pursuant to the requirements of the Securities Act933, the registrant has duly caused this amentimo. 1 to the registrati
statement to be signed on its behalf by the ungieesi, thereunto duly authorized, in the City of trepoga, State of Tennessee, on Apri

2011.

CORNERSTONE BANCSHARES, IN

By: /s/ Nathaniel F. Hughe

Nathaniel F. Hughe
Presiden
(principal executive officer

Pursuant to the requirements of the SecuritiesoAdt933, this amendment no. 1 to the registratiatement has been signed by
following persons in the capacities and on theglatdicated.

Signature Title Date

* Chairman of Board of Directors and Direc April 28, 2011
Wesley M. Welborr
/s| Gary W. Petty, J Senior Vice President and Chief Financial Offif@mincipal April 28, 2011
Gary W. Petty, Ji financial officer, and principal accounting offigt

* Director April 28, 2011
B. Kenneth Drivel

* Director April 28, 2011
Karl Fillauer

* Director April 28, 2011
David G. Fussel

* Director April 28, 2011
Lawrence D. Levint

* Director April 28, 2011
Frank S. McDonalt

* Director April 28, 2011
Doyce G. Payne, M.C
/s/ Nathaniel F. Hughe President and Director (principal executive afic April 28, 2011
Nathaniel F. Hughe

* Director April 28, 2011
Billy O. Wiggins

* Director April 28, 2011

Marsha Yessicl

* By: /s/ Nathaniel F. Hughe

Nathaniel F. Hughe
Attorney-in-fact
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EXHIBIT 23.1

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
We consent to the incorporation by reference ia Bost-Effective Amendment No. 1 to Registratioat&hent (No. 333-166625) on FormlS-
of Cornerstone Bancshares, Inc. and subsidiaryofeport dated March 30, 2011, relating to ouritsuaf the consolidated financial statem

included in its Annual Report on Form 10-K incorg@d by reference in the Prospectus, which is agdasuch PosEffective Amendmet
No. 1 to Registration Statement on For-1.

We also consent to the reference of our firm utldercaption “Experts” included in such Prospectus.
/sl HAZLETT, LEWIS & BIETER, PLLC

Chattanooga, Tennessee
April 27, 2011
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