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

NOTICE OF MEETING OF SHAREHOLDERS
TO BE HELD ON APRIL 23, 2009

Notice is hereby given that the Annual Meeting dfafeholders (the “Shareholders Meetingf) Cornerstone Bancshares, Inc
Tennessee corporation and bank holding compangtezgd under the Bank Holding Company Act of 13&6amended (the “Companyill

be held at the EPB Building,““?FIoor Auditorium, 10 West ML King Blvd., Chattancaglennessee, on April 23, 2009, beginning at 6:6¢€
local time, for the following purposes:

1. Election of Directors To elect thirteen (13) individuals to the Babaf Directors.

2. Ratification of Appointment of Indemient Registered Public Accounting FirnTo ratify the appointment of Hazlett, Le
& Bieter, PLLC as the Company’s independent regigtgublic accounting firm for the fiscal year emgiDecember 31, 2009.

3. Advisory (NoiBinding) Vote on CompensationTo approve a nobinding advisory proposal on the compensation e
Company’s named executive officers as describéddraccompanying Proxy Statement.

4, Other Business To transact such other or further businessag properly come before the Shareholders Meetingng
adjournment or postponement thereof.

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

Only shareholders of record at the close of busirwes February 27, 2009 aeatitled to notice of, and to vote at, the Sharéén
Meeting or any adjournment(s) thereof.

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

BY ORDER OF THE BOARD OF DIRECTOR

Chattanooga, Tenness Gregory B. Jone
March 27, 200¢ Chairman of the Board of Directors a
Chief Executive Office

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




PROXY STATEMENT
FOR
ANNUAL MEETING OF SHAREHOLDERS
OF
CORNERSTONE BANCSHARES, INC.
TO BE HELD ON
APRIL 23, 2009

SOLICITATION OF PROXIES

This Proxy Statement is being furnished to the edalders (the “Shareholderst)f Cornerstone Bancshares, Inc., a Tennt
corporation (the “Company”) in connection with thaicitation of proxies by the Board of Directorfstoe Company (the “Boardfrom holder:
of the outstanding shares of the Company’s comntocks$1.00 par value per share (“Common Stod&f)use at the annual meeting of

Shareholders to be held at the EPB Buildin{:j“, Foor Auditorium, 10 West ML King Blvd., ChattanamgTennessee, on Thursday, April
2009, beginning at 6:00p.m. local time, and at adjournment or postponement thereof (the “Sharehsldleeting”).In order to obtai
directions to attend the Shareholders Meeting @biis. Charlotte Lindeman at (423)-385-3097.

The Board has fixed the close of business on Fepr2a, 2009 as the record date for the determinatioShareholders entitled
notice of, and to vote at, the Shareholders MeetlBgch share of the Common Stock entitles thedndltereof to one vote. As of February
2009, there were issued and outstanding 6,319dr@s of Common Stock.

Proxies for the Shareholders Meeting are herebgigbeolicited on behalf of the Company. In conrmttivith the solicitation ¢
proxies, the Board has designated Mr. Gregory BeS@r Doyce G. Payne, M.D. as their proxies. &heepresented by all properly exec
proxy cards received in time for the meeting (tRedky Shares"Will be voted at the Shareholders Meeting in acano# with the directions
such proxies. If no directions are specified, Brexy Shares will be voted (a) “FORHe election of the thirteen (13) persons specifi¢
nominees for directors of the Company; (b) “FORE tlatification of the Audit Committeg’appointment of Hazlett, Lewis & Bieter, PLLC
the Company’s independent registered public ac@ogtitrm for the fiscal year ending December 31020(c) “FOR” the approval of a non-
binding advisory proposal on the compensation ef@empanys named executive officers as described in thigyP8tatement; and (d) in t
best judgment of the person named in the enclos®d/pn connection with the transaction of suchenthusiness as may properly come be
the Shareholders Meeting. The Board knows of herdbusiness that will be presented for considemadi the Shareholders Meeting other
the matters described in this Proxy Statement.ulshany director nominee named herein become urablmwilling to serve if elected, it
intended that the Proxy Shares will be voted ferealection, in his or her stead, of such othergrees the Board may recommend.

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

This Proxy Statement is dated March 27, 2009 arahdt the accompanying notice and form of proxy fast being mailed to tt
Shareholders on or about March 27, 2009. All co$tsreparing, printing, assembling and mailing thiem of proxy and the material usec
the solicitation will be paid by the Company.

The presence in person or by proxy of the holdéra majority of the shares of Common Stock will stitute a quorum for tt
transaction of business at the Shareholders MeeWoges cast by proxy or in person at the Shaddrsl Meeting will be counted by 1
persons appointed by the Company to act as elegtgpectors for the meeting. The election inspactaill treat Proxy Shares that refl
abstentions as shares that are present and emtitiede for purposes of determining the preseriGgegquorum. Abstentions will not be cour
as votes for or against any proposal. In thostamtes where shares are held by brokers who atebgesl from exercising discretions
authority for beneficial owners who have not giwerting instructions (“broker nonvotes'those shares will be counted as present for qu
purposes. Broker nonvotes will not be countedass/for or against any proposal.

IMPORTANT NOTICE REGARDING THE AVAILABILITY OF PROX Y MATERIALS FOR THE SHAREHOLDER MEETING
TO BE HELD ON APRIL 23, 2009: This Proxy Statementand the Companys 2008 Annual Report to Shareholders are availablat
www.cschank.comin the Investor Relations area.




SECURITY OWNERSHIP OF CERTAIN BENEFICIAL
OWNERS AND MANAGEMENT

Set forth below is information, as of February 2809, with respect to beneficial ownership by @}reperson who is known to -
Company to be the beneficial owner of 5% or mor¢hefoutstanding shares of Common Stock, (b) e&eletdr and nominee for director
the Company, (c) each named executive officer ah serm is defined under Item 402(a)(3) of RegoaSK, referred to herein collective
as the “named executive officerd9r fiscal 2008, and (d) all directors and execaitofficers of the Company as a group. Unless utise
indicated below, to the Compasyknowledge, all persons listed below have the wolig and investment power with respect to tbares ¢
Common Stock (except to the extent that authosighiared by spouses under applicable law).

Name and Address of 5 % or More Amount and Nature ¢ Percent of Outstandir
Beneficial Ownel Beneficial Ownershij Common Stock (1

Banc Funds Company, LL
20 North Wacker Drive, Suite 3300

Chicago, IL 60606 396,0842) 6.2€%
Directors, Nominees and Named Amount and Nature o Percent of Outstandin
Executive Officers Description Beneficial Ownership Common Stock (1)
B. Kenneth Drivel Director 116,1443) 1.84%
Karl Fillauer Director 151,56((3)(8) 2.3%%
David G. Fussel Director 0 *
Nathaniel F. Hughe President, Chief Financial 261,15((4)(9) 4.04%
Officer and Directol
Gregory B. Jones Chairman of the Board, 253,25((5)(10; 3.91%
Chief Executive Officer
and Directol
Jerry D. Lee Executive Vice President, 252,05((6)(11; 3.8%
Senior Loan Officer and
Director
Lawrence D. Levint Director 46,7343)(12 *
Frank S. McDonalt Director 13,80((7) *
Doyce G. Payne, M.C Director 176,16((3)(13 2.7&%
Wesley M. Welborr Director 20,80((7) *
Kim H. White Director 3,40((14) *
Billy O. Wiggins Director 163,77(3)(15 2.5%
Marsha Yessicl Director 119,40((3)(16] 1.8%%
Robert B. Watsol Executive Vice Presidel 30,70((17) *

All directors and executive officers as a grou
(14 persons) 1,608,92. 23.45%




Notes
* Signifies less than one percent.

@ Unless otherwise indicated, beneficial ownershipsists of sole voting and investing power base®,19,718 shares issued a
outstanding on February 27, 2009. For the purpbsemputing the percentage of outstanding share®d by each beneficial own
the shares issuable pursuant to stock optionstheklich beneficial owner that are exercisable dirbveicome exercisable within
days of February 27, 2009 are deemed to be ouiagnbut are not deemed to be outstanding for tinpgse of computing tl
percentage owned by any other per:

(2) This information is based solely upon a Schedulé 1iBnhg with the Securities and Exchange Commissim February 13, 2009
Banc Fund VI L.P. ("BF VI"), an lllinois Limited Panership, Banc Fund VII L.P. ("BF VII"), an llline Limited Partnership, ai
Banc Fund VIII L.P. ("BF VIII"), an lllinois Limitel Partnership, (collectively, the "Reporting Pessdpmeporting beneficial ownerst
of 396,084 shares of the CompasmyCommon Stock. The general partner of BF VI igiB&inc VI L.P. ("MidBanc VI"), whos
principal business is to be a general partner oMBFThe general partner of BF VIl is MidBanc VLLP. ("MidBanc VII"), whos:
principal business is to be a general partner oMBF The general partner of BF VIII is MidBanc NIL.P. ("MidBanc VIII"), whose¢
principal business is to be a general partner of \BR. MidBanc VI, MidBanc VII, and MidBanc VIII & lllinois limitec
partnerships. The general partner of MidBanc VigR&anc VI, and MidBanc VIII is The Banc Funds Coamy, L.L.C., (“TBFC")
whose principal business is to be a general pagh&tidBanc VI, MidBanc VII, and MidBanc VIII. TBE is an lllinois corporatic
whose principal shareholder is Charles J. Moore. Moore has been the manager of BF VI, BF VII, @& VI, since thei
respective inceptions. As manager, Mr. Moore tatig and dispositive power over the securitieshefissuer held by each of th
entities. As the controlling member of TBFC, Mrobte will control TBFC, and therefore each of ttetRership entities directly a
indirectly controlled by TBFC

3) Includes 8,800 shares issuable within 60 days bflsey 27, 2009 upon exercise of options issuedyant to the 1996 Cornerst:
Statutory and Nc-statutory Stock Option Plan and the Cornerston@ 2@hg Term Incentive Plal

4) Includes 138,150 shares issuable within 60 dayebfuary 27, 2009 upon exercise of options issuesiant to the 1996 Cornerst
Statutory and Nc-statutory Stock Option Plan and the Cornerston® 2@hg Term Incentive Plal

(5) Includes 153,250 shares issuable within 60 day=ebfuary 27, 2009 upon exercise of options issuesuant to the 1996 Cornerst
Statutory and Nc-statutory Stock Option Plan and the Cornerston® 2@hg Term Incentive Plal

(6) Includes 156,150 shares issuable within 60 dayebfuary 27, 2009 upon exercise of options issuesiant to the 1996 Cornerst
Statutory and Nc-statutory Stock Option Plan and the Cornerston@ 2@hg Term Incentive Plal

(") Includes 5,800 shares issuable within 60 days bflsey 27, 2009 upon exercise of options issuedyant to the 1996 Cornerstt
Statutory and Nc-statutory Stock Option Plan and the Cornerston® 2@hg Term Incentive Plal

(8) Includes 142,760 shares held by Fillauer Partn&iméed Partnership, as to which Mr. Fillauer d&ms beneficial ownershij

(9) Includes 3,000 shares held as custodian for Mr.Hde children, as to which Mr. Hughes disclaims benafiownership

(20) Includes 29,000 shares held jointly with Mr. Jongsouse, and 5,600 shares held in an IRA accouMrbyones’spouse, as to whi
Mr. Jones disclaims beneficial ownerst

(11) Includes 38,000 shares held in an IRA account bylie’s spouse and 2,400 shares held as custodian Foldaas to which Mr. Le
disclaims beneficial ownershi

(12) Includes 800 shares held by Mr. Lev's spouse and 31,239 shares held in a CharitableaiRder Trust as to which Mr. Levi
disclaims beneficial ownershi

(13) Includes 53,360 shares held jointly with Dr. P¢'s spouse and 12,000 shares held individually byPyn’s spouse, as to which |
Payne disclaims beneficial ownerst

(14) Includes 1,200 shares held by Ms. W's spouse in an IRA account, as to which Ms. Whigeldims beneficial ownershi

(15) Includes 12,000 shares held as cumtofdir a child, as to which Mr. Wiggins disclaimenieficial ownership.

(16) Includes 50,000 shares held by Ms. Ye<'s spouse as to which Ms. Yessick disclaims berafisvnership

a7) Includes 30,300 shares issuable within 60 daysebfirary 27, 2009 upon exercise of options issuesuant to the Cornerstone 2(
Long Term Incentive Plal

PROPOSALS
I ELECTION OF DIRECTORS

The Companys bylaws provide that the Board shall be comprisedine to fifteen directors. In January 2009, Bward appointe
David G. Fussell to fill the director vacancy ceshtby the resignation of G. Turner Smith in Mar€&0& In February 2009, the Bo
increased its size from twelve members to thirte@mbers and appointed Kim H. White to fill the ngwteated director position. The Bo
has nominated B. Kenneth Driver, Karl Fillauer, Bb@. Fussell, Nathaniel F. Hughes, Gregory B. 3pderry D. Lee, Lawrence D. Levi
Frank S. McDonald, Doyce G. Payne, M.D., WesleyWlborn, Kim H. White, Billy O. Wiggins and Marshéssick to stand for election
directors at the Shareholders Meeting. Should ramyinee become unable to serve for any reasonhawse not to serve, the Board 1
designate a substitute nominee or nominees (inhmNent the persons named in the enclosed proxiyveifirvote all valid proxy cards for tl
election of such substitute nominee or nominedk)wahe vacancy or vacancies to remain open wn8uitable candidate or candidates
located or by resolution provide for a lesser nundfelirectors.

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




Information about Director Nominees

Set forth below with respect to the nominees foeator of the Company is information regarding therisiness experience during
past five years and other information.

Name

Age

Principal Occupation

B. Kenneth Driver

Karl Fillauer

David G. Fussell

Nathaniel F. Hughe

Gregory B. Jone

Jerry D. Lee

Lawrence D. Levint

Frank S. McDonald

Doyce G. Payne, M.D.

Wesley M. Welborr

Kim H. White

Billy O. Wiggins

Marsha Yessick

Voting for Directors

73

61

62

50

56

a7

79

57

58

50

49

66

61

Vice Chairman and C@hief Executive Officer of Fillauer Companies, lnsince Janua
2007, and President and Chief Operations Offia@mf1996 to 2007. Fillauer Compan
Inc. is a Chattanooga based prosthetic manufactHeethas been a director of the Comg
since 1997

Chairman of Fillauer Companies, Inc., since 19B8lauer Companies, Inc. is a Chattanc
based prosthetic manufacturer. He has been adiretcthe Company since 19¢

Retired Chief Investment Officer of Unum Groupeading worldwide provider of employ
benefit insurance. Mr. Fussell was employed by rdn@roup and its predecessors fol
years. Mr. Fussell served as Senior Vice Presidklmvestments from 2000 to 2004. He
Trustee of the UC Foundatic

President and Chief Financial Officer of the Compamd President and Chief Opera
Officer of Cornerstone Community Bank since Jun@20Mr. Hughes was President

Chief Financial Officer of the Company and Cornengt Community Bank from April 20!
to June 2004. Mr. Hughes was Executive Vice Peggidind Chief Financial Officer of t
Company and Cornerstone Community Bank from Felgri@89 to April 2003. Mr. Hugh
has been a director of the Company since April 2

Chairman of the Board and Chief Executive Officdrtbe Company and Cornerstc
Community Bank since April 2003. President andetliixecutive Officer of the Compa
and Cornerstone Community Bank from January 199%til 2003. He has been a directo
the Company since 199

Executive Vice President and Senior Loan OfficerGafrnerstone Community Bank sil
April 1999. Mr. Lee has been a director of the @amy since April 2002

Retired insurance executive since 2002. Prior @®22he was President of Finan
Management Corp. for over twenty years. Finanklahagement Corp. was a Chattanc
based insurance and financial management companyall been a director of the Comy.
since 1997

President of FMA Architects, PLLC, for more tham tgears. FMA Architects, PLLC is
locally based architectural firm. He has been r@atior of the Company since Septen
2005.

Retired physician of obstetrics and gynecology le tChattanooga area. He pract
obstetrics and gynecology in the Chattanooga aoeamfore than ten years prior to

retirement in 2004. He has been a director oftbmpany since 199

President of Welborn & Associates, Inc. for morattten years. Welborn & Associates,

is a locally based consulting firm specializing tiansportation logistics. He has bee
director of the Company since September 2!

President and Chief Executive Officer of Luken Hodb, Inc., a local real estate managel
company, for the past five years. Ms. White sereesthe Erlanger Hospital Board
Trustees, UTC Alumni Board and River City ExecutBeard.

President of Checks, Inc., for more than ten ye@isecks, Inc. is a Chattanooga b:
specialty check printing company. He has beenexttir of the Company since 19¢

Owner of Yessick’s Design Center for more tham years. Yessick’ Design Center is
Chattanooga based interior design company. Shédas a director of the Company si
1997.

Directors will be elected by a plurality of the getcast at the Shareholders Meeting at which augu@s present. THE BOARD OF
DIRECTORS RECOMMENDS THAT YOU VOTE “* FOR” THE ELECTION OF EACH OF THE NOMINEES AS DIRECTORS O F

THE COMPANY.




Il. RATIFICATION OF APPOINTMENT OF INDEPENDENT REGISTER ED PUBLIC ACCOUNTING FIRM FOR FISCAL
2009

The Audit Committee of the Board has appointed etazl ewis & Bieter, PLLC ("HLB") to serve as thediependent registered pul
accounting firm for the Company and its subsidgfier the fiscal year ending December 31, 2009 &ones referred to herein afistal
2009"). HLB has served as the independent registered pabtiounting firm for the Company since 1997 andGornerstone Commun
Bank, the Company’s only bank subsidiary (the “Bankince 1996. HLB has advised the Company that nelthd nor any of its partne
have any direct or material interest in the Compang its subsidiaries except as the independeridteegd public accounting firm of t
Company and its subsidiaries.

The Company is asking the shareholders to ratéyAhdit Committees appointment for fiscal 2009. In the event thar8holders fa
to ratify the appointment, the Audit Committee vadinsider it a direction to consider other indegsndegistered public accounting firms &
fiscal 2009. A representative of HLB will be prasat the Shareholders Meeting and will be givem dpportunity to make a statemen
behalf of HLB if he or she so desires. The HLB emgmtative is also expected to respond to apptepigestions from the Shareholders.

The affirmative vote by holders of a majority oketshares of Common Stock represented at the Shdeehideeting, at which
guorum is present, is required to ratify the appoent of HLB as the Company’s independent registereblic accounting firm for fiscal 2009.

THE BOARD UNANIMOUSLY RECOMMENDS A VOTE “* FOR” THE RATIFICATION OF THE APPOINTMENT OF
HAZLETT, LEWIS & BIETER, PLLC AS THE COMPANY’ S INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM FOR
THE FISCAL YEAR ENDING DECEMBER 31, 2009.

Il. ADVISORY (NON -BINDING) VOTE ON EXECUTIVE COMPENSATION

On February 17, 2009, President Obama signed theridan Recovery and Reinvestment Act of 2009 (thBRA”) into law. Thi
ARRA includes a provision, commonly referred to“8ay-on-Pay,"which requires entities, such as the Company, liaae received or w
receive funds under the United States Treasury iDepat's Capital Purchase Program (“CPRY,established under the Troubled Asset F
Program (“TARP?”), to permit a separate shareholder vote to approveaimpensation of executives, as disclosed pursughttoompensatic
disclosure rules of the [SEC] (which disclosurellsinelude the compensation discussion and analyfsescompensation tables and any re
material)” at their annual meetings of shareholders

The Company believes its compensation policies@ndedures are competitive, focused on pay foroperdnce and strongly ali
executive pay with the longerm interests of the shareholders. The Compasty laglieves the shareholders benefit from respensivporat
governance policies and constructive dialogue. tRese reasons and consistent with the requirenuéritee ARRA, the Board is providil
shareholders with a non-binding advisory vote ard eecommends a vote “FOR” approval of, the comatimis of the Compang’ name
executive officers.

The advisory “Say-on-Pay” proposal gives each stader the opportunity to endorse, or not endotise, Companys executiv
compensation program for the named executive offidescribed in this Proxy Statement through tlieviing resolution:

“RESOLVED, that the shareholders approve the compation of the Companyg named executive officers, as described in
Compensation Discussion and Analysis and the tabbulnd accompanying narrative disclosure regardingamed executive offict
compensation in this Proxy Statement.”

The Compensation Discussion and Analysis descilaed element of the Comparmyéxecutive compensation program, begin
with base pay and ending with long-term equiised stock awards and retirement benefits. Haatelsolder is encouraged to closely re
the Compensation Discussion and Analysis along thightabular and accompanying narrative disclosimgaded in the section below entit
Executive Compensation Information.

The affirmative vote of the holders of a majoritiytbe shares of Common Stock represented at theeBblders Meeting, at whict
quorum is present, is required to approve this bioding advisory proposal. Because this sharehsld®ete is advisory it will not be bindit
upon the Board. However, the Human Resource/Cosgiem Committee will take into account the outcoofighe vote when consideri
future executive compensation arrangements.




THE BOARD UNANIMOUSLY RECOMMENDS A VOTE “ FOR " THE APPROVAL OF THIS NON- BINDING
ADVISORY PROPOSAL, THEREBY APPROVING THE COMPENSATI ON OF THE COMPANY’'S NAMED EXECUTIVE
OFFICERS AS DESCRIBED IN THIS PROXY STATEMENT.

CORPORATE GOVERNANCE AND THE BOARD OF DIRECTORS

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

Board Composition and Director Independence

In January 2009, the Board appointed David G. Husséill the director vacancy created by the ggsition of G. Turner Smith
March 2008. In February 2009, the Board increassesize from twelve members to thirteen members appointed Kim H. White to fill t
newly created director position. The current Boerdomprised of three employee directors, Meddtgjhes, Jones and Lee, and ten non:
employee directors, Messrs. Driver, Fillauer, Fliskevine, McDonald, Payne, Welborn and Wigginslavises. Yessick and White. Eact
the non-employee directors is an “independent thrgcas defined by the listing standards of thestay Stock Market, Inc. (theNasda
listing standards”).The Board has four standing committees: the Audim@ittee, the Asset/Liability Management and Stratdlannin
Committee, the Human Resource/Compensation Conmamigemetimes referred to herein as the “Compensdafiommittee”) and th
Nominating/Board Governance Committee. The Boamitdi membership on the Audit Committee, the Comatos Committee and t
Nominating/Board Governance Committee to independ&ectors as defined by the Nasdaq listing stesrsland the rules and regulation
the Securities and Exchange Commission (“SEQhHe standing committees advise the Board on paiggination and plan administrati
strategy and assure policy compliance through memagt reporting from areas under their supervisitiese same four committees also s
the Company's only bank subsidiary, Cornerstone i@onity Bank (the “Bank”)In addition, the Bank has a Directors Loan ComraitfEh¢
Company’s wholly owned subsidiary, Eagle Finandiat, (“Eagle”), has a Board of Directors of fomdependent nomanagement directc
and four management directors. The Company’s BsaleLts the non-management directors from the @agip independent directors.

Code of Conduct

The Company has adopted a code of conduct, whigkaite provisions consistent with the SEG@escription of a code of ethi
which applies to its directors, officers and empley, including its principal executive officersingipal financial officer, principal accounti
officer, controller and persons performing simifanctions. The purpose of the code of conductimpng other things, to provide writ
standards that are reasonably designed to deteigaloing and to: (1) promote honest and ethical sond?2) provide full, fair, accurate, time
and understandable disclosure in reports and domisniigat the Company files with the SEC and othialip communications by the Compa
(3) be in compliance with applicable governmenaald, rules and regulations; (4) promptly report ginyations of the code of conduct; a
(5) establish accountability for adherence to tbéecof conduct. Each director is required to raad certify annually that he or she has r
understands and will comply with the code of coriduc

Meetings of the Board of Directors

The Board of Directors held twelve meetings durB@8, and all directors attended at least 75% efatgregate total number
meetings of the Board and meetings of the Boardnaitt®es on which they served (to the extent heldnduthe period for which the direc
had been a member of the Board or a member of Baatd committees). The Company does not have aypfar director attendance at anr
meetings. Seven of our then eleven directors wezsent at the Company’s 2008 Annual Meeting of&aders.




Audit Committee

The Audit Committee selects and engages the Compamyependent registered public accounting firmheaar. In accordance w
its charter, the Audit Committee, among other thingviews the Comparg/financial statements, the results of internalitimg] financia
reporting procedures, reports of regulatory autlesj compliance with internal controls requiredtbg Federal Deposit Insurance Corporz
Improvement Act and regularly reports to the Boaith respect to all significant matters presentethaetings of the Audit Committee The
charter of the Audit Committee is available on @@mpany’s website www.cscbank.camthe Investor Relations area. The Audit Comm
is currently comprised of four non-employee direstdMessrs. Levine, Payne, Fussell and McDonald, each of whsrtindependent’as
defined by the Nasdaq listing standards and thesrahd regulations of the SEC. The Audit Committees not have amalidit committe
financial expert,’as defined in applicable SEC rules, because notdiren the Board satisfies the criteria of an aadimmittee financial expe
and the Company has not been able to find a seitadhrd member who is such an expert. The Audihi@ittee held four meetings for
Company and the Bank during 2008. Prior to theasd of quarterly reports in 2008, the Audit Corteribr a member of the Audit Commit
also reviewed and discussed the interim finangiédrimation contained therein with HLB, the Companyndependent registered pu
accounting firm during fiscal 2008.

Audit Committee Repol
Committee Charter

The Audit Committee and the Board have approved adupted an Amended and Restated Audit Committet&@hfor the Aud
Committee, a copy of which is available on the Camyps website www.cscbank.coim the Investor Relations area. In accordance g
charter, the Audit Committee assists the Boarduifillfing its responsibility for overseeing the ammting, auditing and financial report
processes of the Company. The responsibilitiekeofAudit Committee are described in greater tHetdhe charter.

Auditor Independence

The Audit Committee received from HLB written disslires and a letter regarding its independencecsred by Public Compa
Accounting Oversight Board Rule 3526, “Communicati@ith Audit Committees Concerning Independenade’cribing all relationshi
between the independent registered public accagrfirm and the Company that might bear on the teggsl public accounting firms’
independence, and discussed this information witB.HThe Audit Committee also reviewed and discdss@h management and with Hi
the quality and adequacy of the Company's intecoatrols. The Audit Committee also reviewed withBHand financial management of
Company the audit plans, audit scope and auditegioes. The discussions with HLB also includedntfagters required by generally acce|
auditing standards, including those described atestent on Auditing Standards No. 61, as amendetiaa adopted by the Public Comp
Accounting Oversight Board in Rule 3200T. The Audommittee has also considered, and concludedthiibagprovision of services by HI
described under the caption “All Other Fees” anmgatible with maintaining the independence of HLB.

Review of Audited Financial Statements

The Audit Committee has reviewed the audited fif@rgtatements of the Company as of and for treafigear ended December
2008 and has discussed the audited financial seattsmvith management and with HLB. Based on athefforegoing reviews and discussi
with management and HLB, the Audit Committee rec@mded to the Board of Directors that the auditedrftial statements be includes
the Company's Annual Report on Form 10-K for thaeryended December 31, 2008, to be filed with th€.SE

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

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




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

Policies and Procedures for the Approval of Relatedrson Transaction:

The charter of the Audit Committee provides thahitst approve all transactions between the Compadyrelated parties, as defil
in applicable SEC rules and regulations. In acancé with this responsibility, the Audit Committea a timely basis reviews and
appropriate, approves all related party transastiokt any time in which an executive officer, dit@r or nominee for director becomes av
of any contemplated or existing transaction thathat persors judgment may be a related party transaction, pecson is expected to nof
the Chairperson of the Audit Committee of the teantidn. Generally, the Chairperson of the Auditr@aittee reviews any reported transac
and may consult with outside legal counsel regarditnether the transaction is, in fact, a relatedyp@ansaction requiring approval by
Audit Committee. If the transaction is considetedbe a related party transaction, then the Audin@ittee will review the transaction and
deciding whether to approve the transaction, vatisider the factors it deems appropriate undeciticemstances, including, but not limited
the following:

« The approximate dollar amount involved in the teati®n, including the amount payable to the relgteson;

« The nature of the interest of the related persdhertransaction;

« Whether the transaction may involve a conflictraérest;

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

« The purpose of the transaction and any potentiaéfits to the Compan:

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

During fiscal 2008, there were no related partpdetions to report in this proxy statement.
Audit and Nor-Audit Fees

The following table presents the aggregate fedadtb the Company for professional services rezdidry HLB for the fiscal yea
ended December 31, 2007 and December 31, 2008:

Services 2007 2008
Audit Fees (1) $122,50( $134,05¢
Audit Related Fees (2 $ 21,15C $ 8,00(
Tax Fees (3) $ 10,25( $ 12,70(
All Other Fees (4) $ 8,60t $ 0
1) Audit fees consist of services rendered for theitaoflthe annual financial statements, includingjuieed quarterly review

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




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

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

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

The Audit Committee’s prepproval policies and procedures related to pradant services provided by its independent regie
public accounting firm are set forth in the Companfmended and Restated Audit Committee Charteffistal years 2007 and 2008,
Audit Fees, Audit Related Fees, Tax Fees and AleOFees were pre-approved by the Audit Committee.

Asset/Liability Management and Strategic Planning ©@mmittee

The Asset/Liability Management and Strategic PlagnCommittee oversees and reviews the Companyésiment portfolio, ris
management process, development and implementattithie Companys strategic plan and interest risk positions. Timeent members of tr
Committee are Messrs. Driver, Fussell, Welborn #idgins. Mr. Fussell first became a member of theset/Liability Management a
Strategic Planning Committee in January 2009. Asset/Liability Management and Strategic Plannirgm@ittee held four meetings for
Company and the Bank during 2008.

Human Resource/Compensation Committee

The Human Resource/Compensation Committee makesnreendations to the Board with respect to the corsgBon of executiy
officers and employees of the Company and the Bah&.Human Resource/Compensation Committee admiinitie Companyg'401(K) plar
Employee Stock Ownership Plan (“ESOP”), 1996 Catmere Statutory and Nastatutory Stock Option Plan, 2002 Long Term IncentPlar
and 2004 NorEmployee Director Compensation Plan. In addititve Human Resource/Compensation Committee overbee€dmpany
employee benefit and salary administration functioAs discussed in further detail in the sectiotitled “Compensation Discussion ¢
Analysis” below, the Human Resource/Compensatiom@iitee will also assume additional responsib#itiesulting from the Comparsy’
pending participation in the U.S. Department of aBwrys Capital Purchase Program. The Board has adapteditten charter for th
Committee, which is available on the Company's ‘itebswww.cscbank.comin the Investor Relations area. The Hul
Resource/Compensation Committee is comprised afifmlependent directors chosen annually by the ®@oMtessrs. Fillauer and Levine ¢
Mses. White and Yessick, who is the Committee Qigagon, constitute the current members of the HUResource/Compensation Commit
Ms. White first became a member of the Human Resg@ompensation Committee in February 2009. The&iuResource/Compensal
Committee held four meetings for the Company aed®ank during 2008.

Compensation Committee Interlocks and Insider Bgudition

The members of the Compensation Committee durgagfiyear 2008 were Messrs. Fillauer and LevineMsdYessick. No memb
of the Compensation Committee was an officer orleyge of the Company or any of its subsidiariethattime of such membaear'service o
the Compensation Committee during fiscal year 2008ne of the executive officers of the Companyimtyfiscal year 2008: (a) served ¢
member of the compensation committee (or otherdboammittee performing equivalent functions orthe absence of any such commit
the board of directors) of another entity, one bbge executive officers served on the Compens&@nmittee of the Company, (b) serve
a director of another entity, one of whose exeeutifficers served on the Compensation CommitteeefCompany, or; (c) served as a mer
of the compensation committee (or other board cdtemperforming equivalent functions or, in theaze of any such committee, the b
of directors) of another entity, one of whose exieewofficers served as a director of the Company.




Nominating/Board Governance Committee

The Nominating/Board Governance Committee idersjfiavestigates and recommends prospective dise¢tothe Board with tt
goal of creating a balance of knowledge, experiearat diversity. Candidates for director nomineesraviewed in the context of the cun
composition of the Board, the operating requirermeot the Company and the Bank and the long-termerést of the Company’
shareholders. The Nominating/Board Governance Gttegrdevelops and maintains a list of potentialdidates for the Board. In conduct
this assessment, the Nominating/Board Governaneentiitee considers diversity, age, skills and suttfeiofactors as it deems appropt
given the current needs of the Board, the Compard/ the Bank, to maintain a balance of knowledggeegrnce and capability. T
Nominating/Board Governance Committee also revithesperformance and contribution of independent besmof the Board and determi
the need for any corporate officer to be considexechindidate for nomination. The Nominating/ Bo&dvernance Committee will r
consider nominees for directors recommended byeslotders. The Board has adopted a written chéotehe Nominating/Board Governar
Committee, which is available on the Company’s tebsvww.cscbank.comin the Investor Relations area. Each member o
Nominating/Board Governance Committee would be dmkindependent under the Nasdaq listing standdvéssrs. Fillauer, Driver, a
Welborn and Ms. Yessick constitute the current memmbof the Nominating/Board Governance CommitfBee Nominating/Boal
Governance Committee held five meetings in 2008.

Shareholder Communications with Directors

Shareholders are encouraged to communicate witttdirs either in person or in writing at any tin@ommunications are r
screened and written communications are passed thetBoard for their review and consideration.iti#n communications should be ser
Cornerstone Bancshares, Inc., Attention: ChairnfaheoAudit Committee, 6401 Lee Highway, Suite 1C8attanooga, Tennessee 37421.

COMPENSATION DISCUSSION AND ANALYSIS
Introduction

The Compensation Committee (the “Committee”) carreut the Board overall responsibilities with respect to exece
compensation, director compensation and reviewhefGompany Chief Executive Officer's (the “CEQigrformance. The Committee ¢
oversees administration of the Company’s employsreefit plans, including the Compary401(k) plan and ESOP. The Committee ope
under a written charter (see www.cscbank.cothat is approved annually by the Board. The Cde Chairperson sets the agenda
calendar for the Committee. The Committee hasaithority to hire independent consultants to adtiee Committee on compensal
matters. For fiscal year 2008 the Committee ditl hice an independent consultant to advise the Citleenon compensation matters.
CEO reviews the performance of the other named wixecofficers and recommends to the Committee aamsption packages for eact
them.

Total compensation of the Company’s named executfieers is determined primarily by the Compangize in earning assets,
Company’s financial performance and the individes¢cutives performance. In determining what types and &ewéltotal compensation
offer the named executive officers, the Committes kritten an “Executive Compensation Policy” (‘iegl), including guidelines, usir
predetermined Company financial parameters fordik&ibution of the particular components of totaimpensation to the named exect
officers.

Identification of Named Executive Officers

This Compensation Discussion and Analysis and treative, tables and footnotes below describe @ tompensation paid 1
fiscal 2008 to the Company’s named executive officesho are:

Designation Name Title
Principal Executive Office Gregory B. Jone Chairman and CE(
Principal Financial Office Nathaniel F. Hughe President and CF
Jerry D. Lee Executive Vice President and Senior Loan Off
Robert B. Watso! Executive Vice President and Senior Loan OfficerAsset Based Lendir
Philosophy

The Companys overall executive compensation philosophy is lignaits compensation program with optimizing streielel
value. To that end, the program is designed togmize superior operating performance and to dftratain and motivate the executive ta
essential to the Comparsyfinancial success. Consistent with this phildbgopghe Committee is guided by the following objees whe:
administering the Company’s overall compensatiagmm:
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Objectives

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

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

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

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

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

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

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

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

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

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

TARP Capital Purchase Program: Executive Compensatin Restrictions

The Company may sell shares of preferred stockwaardants, for the purchase of preferred stockhéoU.S. Department of Treas
(the “Treasury”) in April 2009 under the CPP of fheasurys TARP. Because the Company may receive fundsighrthe CPP, the Compse
would be required to comply with provisions of tBemergency Economic Stabilization Act of 2008 (“EERAs amended by the ARRA, wh
require that participants meet appropriate starsgdandl restrictions on executive compensation sg &mthe preferred stock issued and sc
the Treasury under the CPP continues to be hetbdofederal government.

At this time, the Company cannot ascertain withtaiety all of the specific effects of this new Islgition or pending implementi
regulations. However, as of the date of this Pr&gtement, the Company expects the effects ohéwe regulations to include, but |
necessarily be limited to, the following:

» Excluding incentives from compensation programscfrered executives to take unnecessary and exeeassis that threat
the value of the Compan

« Prohibiting severance payments in the event ofiteation;

« Implementing “clawbacl” provisions providing for the recovery by the Compaof incentive compensation based
materially inaccurate financial or other performaucciteria;

« Limiting the Compan’s annual tax deduction for each covered executiduSection 162(m) of the Internal revenue (
to $500,000, including performar-based compensatio

« Prohibiting the Company from paying a bonus, rétenaward or incentive compensation other tharhenform of restricte
stock with a value no greater than one-third ohezmvered executive’'total annual compensation and that does not vl
so long as the preferred stock the Company issnédald to Treasury remains outstanding, subjeantexception for bon
payments required to be paid under written employnoentracts executed on or before February 119 20@cause tt
Company expects to receive less than $25 millio€RP funds, this restriction applies only to thempany’s most hight
compensated employet

« Requiring the Board to establish a policy regardirgessive or luxury expenditures;

» Requiring the Company to permit a I-binding shareholder vote on executive compensgaoproposal providing for tt
advisory vote is included in this Proxy Statemendwee under “Proposal Il — Advisory (NdBinding) Vote on Executi\
Compensatic”); and

« Requiring annual reviews and certifications asampliance with applicable restrictior
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Many aspects of the foregoing restrictions will bet clarified until the Treasury and/or SEC issegutations. In light of these n
requirements, the Committee will review existindigies, programs and arrangements and will implema€lditional or take appropriate step
modify existing policies, programs and arrangemestsecessary to comply with the new regulatior@duding with respect to 2009 execu
compensation. The actions required by the amepd®dsions of the EESA and related consideratioay nequire that changes be made t
form and amount of compensation paid to the Comigeayecutive officers, including adjustments to bealaries, the reduction or eliminat
of bonus compensation and modifications to existagyeements that provide for certain types of comaton that may now
prohibited. The Company will work with its exeadi officers and other affected employees to takeh steps as the Committee de
necessary to comply with the new standards.

The Elements of Executive Officer Compensation

Compensation for the named executive officers amgirincipally of four elements: (1) base sald®), annual cash incentives,
long-term equity-based awards, and (4) retiremé&artgpand other benefits. Total compensation enikéd to correlate to the Compasgbility
to grow earning assets which in turn enhances thmpanys growth in shareholder value. The Committee ditl use competitive sale
surveys to determine or measure the total compiensaf the named executive officers. A portioneafch nhamed executive officertota
compensation consists of cash payments, includasg Isalary and/or annual cash incentive awardsdftiition, a portion of each nan
executive officers total compensation consists of equity awardsgdesi to align the interests of the named executifreers with the interes
of the Company’s stakeholders, who include shadsre] employees, directors and community interests.

Base Salary

In establishing executive officer base salaries ameases, the Committee considers individual ahmerformance and t
relationship of individual total compensation te @ompanys overall performance. The Committee understaratsath the size and comple:
of the Company increases, the skill sets of thecatkee officers must also increase to manage e¥felgt the complexities facing tl
Company. Therefore, the executive offisebase salary must change, relative to size angleaity of the Company, to recruit and retain
best people possessing the required skill sets.

The Committee’s first step in this process is tdedaine the CEQO’s base salary. The Committee tlenews the CEQ
recommendations for the base salaries of the athemed executive officers relative to the Compangtverall performance and Pol
guidelines.

The Committee believes that a justification for BEO’s base salary must have a primary basis in theasidecomplexity of tt
Company relative to the stakeholders’ intereststhi® end the Committee follows a mathematical apph in establishing the CE©bas
salary and adjusts the calculated results to iraratp the intangible attributes of an effective CEXhis approach is scalable to size
complexity, but is also flexible to accommodate timqueness of the CE®'skill sets and leadership attributes. This nrattecal approac
ties base salary to the growth rate of the Comsaegining assets as that growth rate comparesg toatiiking industryg growth rate of earnil
assets. By establishing a base year to measuph#mge in earning asset growth, the Committee \®di¢hat its determination as to the CEO’
base salary and increases thereto are better dlignthe stakeholders’ interests. Growth of then@any's earning assets in fiscal 200t
expected to translate into increased stakeholdaeva future years.

For fiscal 2008, the mathematical approach follolwgdhe Committee used a formula where the squarteaf the ratio of the bankil
industry’s earning assets from the year ended arelber 31, 2006 and the Compangarning assets from the year ended on Decemf,
2007 was multiplied by the banking industnbecember 31, 2006 net interest income. Thdtresthat calculation was then adjusted t
baseline year proportionate factor to determineGE®’s base salary for 2008. The Committee used pybdichilable data from 2005 &
2006 to select a sample of 100 federally insuretking institutions to build the baseline model @hd baseline year proportionate factor.
sample reflects the structure of the banking ingust which relatively few large banks control ajglioportionately large dollar amount of
banking industryd earning assets. Following testing and verifticatio determine the reliability of the model forrieais sizes of bankir
institutions, the Committee concluded that the nhodes statistically accurate in determining the C&®ase salary. The Committee cha
mathematical approach because it minimizes the adsgn biases associated with other approachedeflthe mathematical approach,
Company’s earning asset growth is compared agaissatic baseline each year in determining adjustsn® the CEG base salary, whi
eliminates comparison bias with peer group bankisleads to a more rational decision about such pay.
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In summary, the Committee attempted to correfhée Company’s earning assets growth level to th©'Gbbase salary. Havi
established a statistical correlation, the Committeen established each of the other named execofficer's base salary within a reason:
range of the CEQ’s base salary. The Committeein@agase or decrease a named executive offiaadculated base salary by up to ten pe
(10%) based on its evaluation of the following isitangible leadership attributes of the named etkeewfficer:

Advocating a vision and direction for the Comp’s long term succes

Building and sustaining effective and focused tee

Effective strategic planning by meeting or excegdhre goals approved by the Board of Direct
Supporting staff in accomplishing the strategicechkiyes through delegation and mentori

Executing strong stewardship practices by manatiegCompany in a safe, sound and ethical mannéi
Communicating effectively with the Comp¢'s stakeholder:

oo

Using the mathematical model the Committee caledlat median base salary for the CEO of $240,26fskal 2008. The Committ
determined the CE®’personal leadership attribute rating (subjectigebring the six attributes listed above) was abawverage, and therefi
awarded the CEO a base salary of $240,000, or 48f5#e 50% median, for fiscal 2008. Even thougik €EOS rating was above avera
the annual percentage increase in base pay wasdap|s.67% at the CE®request. It is important to note that even ttothgg Company d
not use competition salary surveys in determinimg CEOS base salary, the mathematical comparisons to bttestry banks includes a b
to the extent the other banking institutions usexhpetitive salary surveys in determining their CEGase salaries. However, over time
original bias included in the banking indus&y2006 CEO base salaries is reduced because themmtical approach does not incorporate
subsequent year’s salary survey bias into the model

As determined by the Committee, the other execudffieers’ base salaries are established withicg@etage ranges of the CEbas
salary as follows:

Range
as a % of CEO Base P
President & COC 65% to 85%
Executive Vice Presiden 50% to 80%
Senior Vice Presiden 40% to 75%

All of the executive officers’ base salaries fosckl 2008 are within the parameters set by the Gtieen See theSummary Compensati
Table” below.

Annual Cash Incentive Awards

The Companys annual cash incentive award program consistsoaf parts, each of which is described in greatetail
below. Because the first three parts are also compts of the Company’s long-term equiigsed award programs, both programs are inc
in the discussion below.

Partl- Methodology for Determining the 2008 Annual Castelmtive Award and the Lo-Term Equit-Based Awarc

The Committee believes the higher the level of @ygé participation in the Compasyannual cash incentive award program an
long-term equitybased award program the greater shareholder vailidbavimproved. All annual cash incentive awam@® designed
optimize the operating performance of the Company the business units operating within the Compdiyery employee in the Compan
eligible to earn an annual cash incentive awarde Tong-term equity-based awards are designedvtarcethe employees for lortgsir

consistent improvement in the Company'’s financetfgrmance. All Company employees with an offidesignation participate in the long-

term equitybased award program. With such a large group gigating in both employee performance award prograthe Committe
selected the following methodology for participatio both award programs:
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. Determine a Company-wide pool size, given a paldic“Total Criteria Score,” based on the Compantgtal base sals
expense“Compan-wide poo”);

« Determine the percentage of the Company-wide gmhamed executive officers will participate (“edtree pool”);

» Based on the named executive offisdbvase salary, determine the minimum and maximuporbgnity each named execul
officer could receive from the executive pc

« Determine the percentage each named executiveepffiould receive, within the minimum and maximumits, from th
executive pool

« Based on each named executive of’s performance evaluation, adjust the final amouaitl jo each named execul
officer;

. Determine if the Compang’financial performance can accommodate the expeedor the award program without adver:
affecting the Compar's financial performance; ar

« Use of appropriate discretion by the Committeecimoanmodate for any unforeseen events to optimiaesiolder value.

Part 2- Calculation of the Compa’s 2008 Total Performance Criteria Score Used irChleulation of the Annual Incenti
Cash Award and the Lo-Term Equit-Based Awarc

The Committee recognizes that the Company’s busingscomplicated, but wanted to capture the esseficthe Company
performance, relative to shareholder value, witfeascomponents as possible. The weighting of Beformance Criterialvas accomplishe
by considering which component contributed the ntoshcreasing shareholder value. The weightinglmoed both subjective and objec!
information consistent with the Compaaystrategy and financial budget for fiscal 2008.choosing the five components the Comm
believes that the most critical functions of thenfpany’s business have been included. Performance taagetsstablished in February e

fiscal year based on the Company’s strategic plam financial budgeting process and the Decembe¥ &dta from the banking industsy’
“Uniform Bank Performance Report.” As shown belowfable 1 the fiscal 2008 performance criteriaaver

TABLE 1
Calculation for the Company’s 2008 Total Criteria Sore
2008 Performance Criter Weight Target Actual % of Goal Score
EPS 25.0% $ 094 % 0.3¢ 41.4% 10.31%
ROAE 20.0(% 15.0(% 6.72% 44.8(% 8.9¢%
Efficiency ratio 20.0(% 61.0(% 54.7%% 100.0(% 20.0(%
Non-performing asset rati 25.0(% 1.0(% 1.72% 58.14% 14.5%
Nor-interest expense ratio 10.0(% 2.8(% 2.4(% 100.0(% 10.0(%
TOTAL CRITERIA SCORE 63.87%

The business criteria and the Comnigtbasis for selecting these criteria are as faftow

« Earnings per Share" EPS") — EPS reflects the overall profitability of the Compgadivided by the number of outstand
shares of Common Stock. Sustained profitabilityl miovide increased equity in the form of retainearnings. Retain
earnings can be used for shareholder dividendscantinued growth of earning assets. The growtbaming assets, witt
the regulatory equity limits, will provide for futel growth in profitability and thereby providingcireases in dividends. Al
EPS is the primary determinate for establishing @mmpanys Common Stock share price, as reflected in then
market. All things remaining equal, as EPS incesdbe share price increases, thus improving sblgiehvalue. In summa
the two main determinates of shareholder valuetle@eCommon Stock share price and dividend paydbhe Company
fiscal 2008 target EPS was established througlbdidgetary proces

« Return on Average Equity' ROAE") — The Compan’'s earnings divided by the Compi's average equity determines
Companys ROAE. The Company can grow earning assets bultpihe of its equity. Too much equity is an indion tha
the growth in earning assts is too slow. Tooelittuity might not provide a sufficient cushiortlie event of an unforese
loss. Equity management is critical to earninggagsowth and future profitability. Optimizing R@A while remaining we
capitalized, demonstrates managen®ability to effectively use the shareholders ggfot the growth of the Company. 1
fiscal 2008 target is a result of the annual bualyeprocess adopted, reviewed and approved by dhedt
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» Efficiency Ratio— This ratio balances several banking componentsthege Simply stated it is a ratio of how much
Company spends to attain $1 of revenue. The Idherefficiency ratio the better the Company perforat achieving i
profitability target. The first feature of the iefency ratio is the net interest margin (“NIM"Yhe Company must allocate
total earning assets among different earning a$sstes with differing interest rates. Simultanglguhe Company must fu
those earning assets with different choices ofiliteds with similarly differing interest rates. hiE NIM is the positiv
difference between the average rates earned eamiing assets less the average rates paid gakdlities. This is common
referred to as “Asset/Liability Managementsset/Liability Management is critical to profitéibi. The second feature of 1
efficiency ratio is non-interest income. The higmeninterest income is the better the efficiency rdteromes. The e
component in nofnRterest expense. Expense controls are vital timtaiaing a low efficiency ratio. Therefore maeagen
is tied again to shareholder value by achievingefiiciency ratio target that is lower than its pegoup. The fiscal 20(
target efficiency ratio was equal to the Compangeer group median ratio as reported on Decembe?@07 by th
industry s “Uniform Bank Performance Rep(”

« Nor-Performing Asset Rati— This is an asset quality ratio. As earning asdetsriorate in value they become -interes
earning. Therefore the lower this ratio is thetdrethe profitability. This ratio is directly lidd to making the right choic
among the various kinds of earning assets. Thepaawis fiscal 2008 target for this ratio was equathe Company pee
group median ratio as reported on December 31, B@Qfe industr’'s “Uniform Bank Performance Rep(”

+ Nor-Interest Expense Ratie This ratio is an expense control measurement baredsset size. As the Company grt
expenses will grow as well. However controllingperses while growing earning assets must be manageerly. Over-
control might lead to high employee turnover andakvinternal controls. Underantrol might lead to over spending
routine business functions. Efficiently controflinexpenses while growing the Companyéarning assets impro
shareholder value. The Company’s fiscal 2008 taigethis ratio was equal to the Compasyeer group median ratio
reported on December 31, 2007 by the indr's “Uniform Bank Performance Rep(”’

The Company'’s financial performance is graded agjdire targets and a “Total Criteria Scoietletermined. The Total Criteria Sc
for fiscal 2008 was 63.87%.

Part 3- Named Executive Officer Performance Evaluation

In February of each fiscal year the Committee destigs the percentage adjustment to the final payesdoulated for each nam
executive officer's annual cash incentive award amag-term equity-based award based on each namedutve officers person:
performance evaluation grade. The personal evatyatonducted in December of each fiscal yeaa, éembination of subjective and objec
criteria specifically related to the named exeautieing graded. The Committee strongly feels timatfinal annual cash incentive award
long-term equity-based award paid to a named ekecuwfficer should be adjusted by a multiplier khs the named executive officer’
personal performance. Therefore the following petages in Table 2 below would be multiplied by tfsned executive offices’annual cas
incentive award and long-term equity-based awatdutated to determine the final annual cash ineenéward and long-term equibase:
award payments to each named executive officer.

TABLE 2
Performance Grade Multiplier for Determining the Final
2008 Executive Officer’'s Cash Incentive Award Paym#

Executive' s Performance Grac Maximum Allocation Multiplie  Minimum Allocation Multipliel
(A) Above Average 10C% 10C%
(B) Average 75% 75%
(C) Below Average 1C% 0%

Part 4— Calculation for the 2008 Annual Cash Incentive Advar

The following Table 3, as established by the Coreritin February of each fiscal year, sets forth rdnege of percentages
Committee used in establishing the fiscal 2008 Camgpwide annual cash incentive award pool (the “Gany-wide pool”).Based on tt
“Total Criteria Score,” the Committee may selegiescentage within the applicable range and multibit percentage by the Companyjota
base salary expense, thereby creating the Compate/pool.
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TABLE 3
Calculation for the Company’s 2008 Cash Incentive ward Pool

Total Criteria Scori =100% or more >=80% <100% >=50% < 80% <50%
% of salary expense available to create the
Compan’s cash incentive award pc 10% to 4% 8% to 2% 4% to 0% 0%

In selecting an exact percentage within the applicaange the Committee weighs the Compargbility to adequately acct
sufficient funds into the Company-wide pool whitél achieving the Company’s overall financial pemhance goals.

The Company’s total base salary expense for fi26@8 was $5,414,960. The Companyerformance score for fiscal 2008 -
63.87%. The range for the creation of a Compargewpool for fiscal 2008, based on the Comparpgéerformance, was 4% to 0%. °
Committee, using its discretion, determined that@ompany’s fiscal 2008 financial performance dr@l@ompanys ability to accrue sufficie
funds into the Company-wide pool were not suffitiem create a Companyide pool for fiscal 2008. Therefore no annualhcasentive
awards were distributed to any Company employeédoal 2008.

Assuming that a Company-wide pool will be fundéw, Committee, in February of each fiscal year, agisrcentage of the Company-
wide pool to be allocated to the named executiieers’ annual cash incentive award pool (the “exee pool”). In February 2008 tt
Committee set this percentage at 25%, therebyatllog 25% of the Companwide pool to the executive pool for potential avsato the name
executive officers, based on its belief that thecpetage provided the named executive officers avaadequate executive pool size relati
any level of the “Total Criteria Score.” Becaudleohthe Company’s employees participate in therpanywide pool, the Committee stron
believes the majority of the Company-wide pool dtdwe distributed to the noexecutive employees. In February of each fiscalrythe
Committee establishes the named executive of§aaihimum and maximum percentages (See Table dase salary that would be eligible
payment from the executive pool. Those maximum mimdmum percentages are based on the Compaufiievement of the target finan
performance goals, as measured by the “Total Grifcore” shown in Table 1:

TABLE 4
Maximum and Minimum Percentages of Each Executive @icer's Base Pay
Allowed for a 2008 Cash Incentive Award Payment

Total Criteria Scor =100% or mor >=80% <1009 >=50% < 809 <50%
Maximum Percentag 50% 25% 1C% 0%
Minimum Percentag 0% 0% 0% 0%

In December of each fiscal year, the Committeebdistees a percentage each named executive officeddwreceive from tt
executive pool. The Committee makes its decisisncaeach named executive officer's allocation @etage based on the Committee’
evaluation of the named executive officer’s levekontribution (See Table 2 above) to the Compsarattaining, or exceeding, the finan
performance targets as shown in Table 1.

LongTerm EquityBased Awards

Like the annual cash incentive award program, then@any’s long-term equitipased award program also consists of four pare
first three of which are discussed in the sectiatitled “Annual Cash Incentive Awardsibove. The fourth part, calculating the payr
amounts, is discussed below.

Long-term equity-based awards, in the form of iis@nstock options, are designed to reward employeethe longeerm consistel
improvement in the Comparg/financial performance. All officers of the Compaare eligible to participate in the incentive citaptior
award program. The Committee establishes, in Eebraf each fiscal year, the financial targets ($akle 1 above) to be used in determil
the pool size for the total Company-wide incentiteck option awards. The following Table 5 desesibbased on the “Total Criteria Score,”
the applicable range of percentages multipliednytbtal Company base salary expense used to ¢heatiscal 2008 Companyide incentivi
stock option award pool (the “Company-wide optiaol).
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TABLE 5
Calculation for the Company’s 2008 Incentive StoclOption Award Pool

Total Criteria Scor =100% or mor >=80% <1009 >=50% < 809 <50%
Maximum Percentag 5% 6% 7% 10%
Minimum Percentag 3% 3% 3% 3%

The Committee chose to increase the percentageatitto of the Company-wide option pool as the “T@steria Score’decrease
because a longer term reward program for successfubvement in financial performance would mitgdbhe employees’ loss in shaerr
annual cash incentive awards. The Company’s batsé salary expense for fiscal 2008 was $5,414,96@. Companys performance score
fiscal 2008 was 63.87%. The applicable range lier dreation of the Company-wide option pool focdis2008, based on the Company’
performance, was 7% to 3% (See Table 5 abovelebmuary 2009 the Committee, using its discretibiose to create a Compamyde optior
pool of 3.00% of the total Company base salary Bgpe The Committee chose 3.00% based on the Corgpéiscal 2008 financi
performance and the Company’s ability to accrudicgant funds into the Company-wide option poolowkver, the Compang’ Commo
Stock market price fell by more than 15% betweeanttme the Committee made its decision and Febr@@rn2009, the date for pricing -
Companywide option pool. The number of stock options veéready determined and could not be adjusted duerit Board approve
therefore the actual Company-wide option pool wE30§911 or 2.41% of the Company’s total base ppgese.

In February of each fiscal year, the Committeengisis discretion, sets a percentage of the Compadyg option pool to be allocat
to the named executive officer’s incentive stocki@ppool (the “executive option pool”)n February 2008 the Committee set this perce!
at 40%, thereby allocating 40% of the Compavigie option pool to the executive option pool. Bese all Company officers participate in
Company-wide option pool, the Committee strongllidves the majority of the Company-wide option pshbuld be distributed to the non-
executive officers. The Committee also believesléRecutive option pool size of 40% provided thmed executive officers with an adeqt
executive option pool relative to any level of theotal Criteria Score.”In December of each fiscal year, the Committeebdistees th
percentages each named executive officer woulduedeom the executive option pool. The Committeakes its decision as to each na
executive officer's allocation percentage basedtliem Committee’s evaluation of the named executiffeces’s skill sets and level
contribution to the Compang’attaining, or exceeding, the financial perforneatargets. Table 6 below, lists how the Committkecated th
executive option pool to each named executive @ffior fiscal 2008:

TABLE 6
Allocation of the 2008 Executive Incentive Stock Qgoon Award Pool to Each Executive Officer

Percentage of Executive Cash Incen

Pool
Named Executivi Allocated to Each Executive Offic
Greg Jone 33.3%
Frank Hughe: 22.2:%
Jerry Lee 22.22%
Barry Watsor 22.2%
TOTAL 100.0(%

Also in February 2008 the Committee establishednidmmed executive offices’minimum and maximum percentages of base ¢
that would be eligible for payment from the exeeatoption pool as shown in Table 7 below. Thos&imam and minimum percentages
based on the Company’s achievement of the tardigt@acial performance, as measured by the “TotakGa Score” (See Table 1):
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TABLE 7
Maximum and Minimum Percentages of Each Executive @icer's Base Pay
Allowed for the 2008 Incentive Stock Option Award Ryment

Total Criteria Scor =100% or mor >=80% <1009 >=50% < 809 <50%
Maximum Percentag 25% 35% 5C% 50%
Minimum Percentag 0% 0% 0% 0%

Finally in February of each fiscal year the Comegtdesignates the percentage adjustment to thepfiyanent calculated for ee
named executive officer’s incentive stock optionaadvbased on each named executive officpersonal performance evaluation grade
Table 2).

Because the Committee allocated 40% of the $130C8drhpanywide option pool to the executive option pool, tr@med executiy
officers were eligible to participate in an exeeatbption pool of approximately $52,365 for fis@8l08. All of the named executive officers’
performance evaluations were rated above aver@igerefore the total of all incentive stock optiomaads to the named executive offic
could not exceed $52,365, and the value of eacht dpad to be less than 50% of each named execofiier's base salary. Table 8 be
shows the calculation for the fiscal 2008 allocatad the named executive officerincentive stock option pool among the named e
officers.

TABLE 8
Calculation of the Executive Officer’s
2008 Incentive Stock Option Award

Maximum

Executive Incentive
Incentive Executive Individual Incentive Stock Option

Executive Stock Option  Allocation Performance  Stock Option Award

Name Base Pa Award Pool Percentag Grade % Award Allowed
Greg Jone $ 240,000 $ 52,36¢ 33.3% 100.0(% $ 17,45 $ 120,00(
Frank Hughe: 179,20( 52,36¢ 22.22% 100.0(% 11,63t 89,60(
Jerry Lee 170,70( 52,36¢ 22.22% 100.0(% 11,63¢ 85,35(
Barry Watson 146,10( 52,36¢ 22.2%% 100.0(% 11,63¢ 73,05(

TOTALS $ 52,35¢

The Committee has chosen Marcfi af each year as the grant date of incentive stptions to eliminate any suspicion of timing
stock option grant date. Because March 1, 2009aM@snday, the Committee used the Compmnldsing stock price as of February 27, -
to set the exercise price of the incentive stockoog. The Black-Scholes stock option pricing models used to calculate the Company’
incentive stock option price. As calculated, thentpany’s stock option price as of March 1, 2009 W& 3. The Compang’stock optio
price of $1.13 was then divided into the calculatatle assigned to each named executive officetetermine the number of stock opi
awards each named executive officer received. Gteendiscretion was used to round the calculatemiber of stock option awards to
actual number of issued stock option awards. Theksoption awards issued are for a fixed numbestotk options as of grant date, there
there are no opportunities to either increase oradese the number of stock options as of this gtat@. Table 9 below details the summal
the fiscal 2008 executive officer’s incentive stagkion awards as approved by the Committee.
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TABLE 9
Allocation of 2008 Incentive Stock Option Awards
To the Executive Officers

Maximum

Value of Percentage ¢ # of Incentive
Incentive Stocl Percentage ¢  Base Salary  Stock Options

Named Executivi Base Salar Award Base Salar Allowed Awarded
Greg Jone $ 240,00 $ 17,45( 7.271% 50% 15,00(
Frank Hughe: 179,20( 11,63t 6.4<% 50% 10,00(
Jerry Lee 170,70( 11,63t 6.81% 50% 10,00(
Barry Watsor 146,10( 11,63¢ 7.9€% 50% 10,00(
Totals $ 52,35¢ 45,00(

In February 2009 the Committee recommended andBterd approved the issuance of 115,850 incentigeksbptions to th
Company and subsidiary officers, including the mtoee stock options issued to the named executifieess, at an exercise price of $3.60
share, the closing stock price on February 27, 200%se incentive stock options have a grant ofakdarch 1, 2009 and an expiration dat
March 1, 2019. All employee incentive stock optiarest 30% after the second anniversary date, 6@&the third anniversary date and 1(
after the fourth anniversary date. The Committeesdnot support the timing of granting stock opiavith the release of material npoblic

information. Instead the Committee has chosen Martof each year as the grant date of stock optiomdintinate any suspicion of timing
stock option grant date. The Committee does nek e time equity grants to take advantage of imfation, either positive or negative, ak
the Company that has not been publicly disclosgte Companys stock option grants are effective on the dateatix@rd determination is me
by the Committee and the exercise price of optisrnthe closing market price of Common Stock onlibsiness day prior to the date of
grant. Compensation expense will be recognizeti@sptions vest.

Retirement Plans and Other Benefits

The Companys compensation for its named executive officers @isludes the opportunity to participate in tweamte retireme
qualified retirement plans. These plans are alsdlable to all employees of the Company and itssgliaries. The Company does not pro
for any non-qualified or defined benefit retiremetdns for its named executive officers or empleye€he Companyg 401(k) plan provides
maximum employer match of 100% of an employee’srdmution up to 6% of the employeetompensation. The 401(k) plan does not pr¢
any contributor the opportunity to purchase the @any’s stock. In fact the employee’s only oppoitiuto purchase the Compasystock i
through the execution of an open market transadtiohuy. The 401(k) benefit is provided to all Guany and subsidiary employees.
December 2008 the Committee recommended, and thgp&uy provided, a 33% match of each emplay@entribution to their 401(k) ple
with a maximum of 6% of each contributing employelease pay. The Compasybtal expense in fiscal 2008 for the 401(k) phaas $92,89C

The second plan is a Company-only contribution imoESOP. This Comparoprly contribution is limited to an annual maxim
contribution of 9% of the employee’s base salaghiding the norequity incentive cash award, if any. The Commijtteesed on the financ
performance of the Company, recommended to thedBimaDecember 2008 to provide a fiscal 2008 contidn to the Compang ESOP ¢
$166,628. This contribution represents a 3.07%ridmrtion based on the Compasytotal base pay paid in 2008. The Committee recend:
to the Board in December of each fiscal year thewarhand/or percentages the Company will contrifotdoth qualified retirement plans.

Risk Review of the Executive Incentive Program

The Committee required the Compamgenior internal auditor to examine the riskshef éxecutive incentive payment program.
senior internal auditor considered both the longitand shorterm risks associated with the executive incengisgment program that cot
threaten the value of the Company. The seniornateauditor identified those features, if anythie executive incentive payment program
could lead to a senior executive officer takingtstisks and threatening the value of the Compang,mepared a report to the Committee.
Committee upon completing the review of the semternal auditors report and discussing the report findings with sknior internal auditc
determined that the executive incentive paymengmanm did not contain any risks significant enoughjeopardize the value of 1
Company. Therefore, the Committee certifies thdtais reviewed with its senior risk officer the exeve incentive payment program
arrangements, and has made reasonable effortstweethat such arrangements do not encourage thp&wy’s senior executive officers
take unnecessary or excessive risks that threaéevaue of the Company.
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Compensation Committee Report for 2008

The Committee has reviewed and discussed with neenexgt the “Compensation Discussion and Analys@itained in this pro»
statement. Based on this review and discussiotmmittee recommended to the Board that the “Corsgaton Discussion and Analysilé
included in the Company’s Annual Report on FornKLfdr the year ended December 31, 2008 and thizyP8tatement.

This foregoing report is submitted by the followimgmbers of the Human Resource/ Compensation Cdeanit

Kim H. White
Lawrence D. Levine
Marsha Yessick
Karl Fillauer

The information contained in this report shall o deemed to be “soliciting material,” or to be [&d” with the SEC or subject
Regulation 14A or 14C of the Exchange Act, othantas provided by applicable SEC rules, or toltaleilities of Section 18 of the Exchat
Act, except to the extent that the Company spalificequests that the information be treated agc#gmg material or specifically incorporat:
it by reference into a document filed under theuiges Act, or the Exchange Act.
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EXECUTIVE COMPENSATION INFORMATION

Under rules established by the SEC, the Compamggsired to provide certain data and informatiogareing the compensation ¢
benefits provided to its chief executive officelnjef financial officer and certain other executficers, including the three other most hic
compensated executive officers whose total compensaxceeded $100,000 (the “named executive ofige The disclosure requireme
include the use of tables and a report explainivg rationale and considerations that led to fundaaheexecutive compensation decisi
affecting these individuals. The table below detth certain elements of compensation for the rcheeecutive officers of the Company |
the Bank for the periods indicated.

SUMMARY COMPENSATION TABLE

Nonr-
equity
Incentive Non-qualified
Plan Deferred All Other
Stock Option Compel- Compensatio Compelr-
Name anc Salary Bonus Awards Awards sation Earnings sation Total
Principal Positior Year ($) ($)(1) ($)(2) ($)(3) ($)(1) ($) ($)(4) ($)
@ (b) © (@ (e ® ()] (W] @® 0]

Gregory B. Jone 2008 240,00( 0 0 17,45( 0 0 13,81t 271,26
Chairman & CEC 2007 225,00( 0 0 14,68( 0 0 13,50( 253,18(
Company & Ban} 2006 210,00( 0 0 24,30( 60,00( 0 29,94¢ 324,24¢
Nathaniel F. Hughe 2008 179,20( 0 0 11,63¢ 0 0 10,32¢ 201,16(
President & CFC 2007 168,00( 0 0 19,80( 0 0 11,95¢ 199,75t
Company; Presidel 2006 150,00 0 0 21,06( 43,00( 0 24,08¢ 238,14¢
& COO Bank
Jerry D. Lee 2008 170,70( 0 0 11,63¢ 0 0 9,741 192,07¢
Ex. Vice Presider 2007 160,00( 0 0 19,80( 0 0 11,40 191,20:-
Sr. Loan Officel 2006 145,00( 0 0 21,06( 43,00( 0 23,47( 232,53(
Bank
Robert B. Watsol 2008 146,10( 0 0 11,63¢ 0 0 7,91: 165,64¢
Ex. Vice Presider 2007 137,00( 0 0 16,30( 0 0 9,67(C 162,97(
Bank 2006 130,00 0 0 16,20( 45,00( 0 20,40t 211,60
@ Current SEC rules require cash payments contingerachievement of performance measured over angdpéncluding, as in tt

case of the reported incentives, a period equidecCompany’s fiscal year) shall be treated asemrity incentive plan compensati
rather than as bonus. For 2008038, the amount of the cash incentive award waingent on achievement of certain level:
Company performance as set by the Board. Accolgdiradl amounts earned in cash under the Compaingentive plans for 2006-
2008 are reported in “Column (g)Cash incentives earned are based on results for yesar presented, but paid in the follow
year. All awards were paid pursuant to the Com’s incentive plans in effect for the years preser

2 The Company maintains a “1996 Cornerstone StatwtndyNon-statutory Stock Option Plawhich was approved by the sharehol
in 1996 and a “2002 Long Term Incentive Plawtiich was approved by the shareholders in 2002.rdstricted stock awards w
made to the named executive officers during fi2€4I8.

(3) The value of the option awards shown is the grae dair value of such options determined in acance with SFAS 123R. Fo
description of the valuation model used and theragsions applied, please refer to footnote 14 en@ompanys financial statemer
filed with the Company’s “Annual Report on Form-KO-for the fiscal year ended December 31, 2008. @ptacquired pursuant
option grants must generally be held at least twary before partial vesting is possible. The Campaas not granted any st
appreciation rights, and stock option grants hasenbadjusted for the 2 for 1 stock splits effectBaptember 2004 and Decerr
2006.

4 The following table of*All Other Compensatic” is a summary and quantification of all amountsudeld in“Column (i)”
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ALL OTHER COMPENSATION

Registran Registran’
Contributions Contributions Total
To Qualified 401(k To Qualified ESO Perquisites ar
Contribution Plan: Contribution Plan Other Benefit:

Name Year (%) (%) ($)

@ (b) (©) (d) (e)
Gregory B. Jone 2008 4,821 8,98¢ 13,81t
2007 13,50( 0 13,50(
2006 12,80( 17,14¢ 29,94¢
Nathaniel F. Hughe 2008 3,60¢ 6,717 10,32t
2007 11,95¢ 0 11,95¢
2006 10,477 13,61 24,08¢
Jerry D. Lee 2008 3,404 6,337 9,741
2007 11,40« 0 11,40«
2006 10,20¢ 13,26: 23,47(
Robert B. Watsol 2008 2,76¢ 5,14¢ 7,91
2007 9,67( 0 9,67(
2006 8,874 11,52¢ 20,40:

The following table presents information concernatiggrants from the Compars/equity based plans to the named executive of
for 2008. All awards for any fiscal year are geghin the year following such fiscal yeand. Therefore the equity awards presented i
table are based on 2008 financial performance abeitgranted to the named executive officers in 2008 Company did not issue to .
employee or director any stock appreciation rigt8®\Rs"), restricted stock or performance stock edgafor 2008.

GRANTS OF PLAN BASED AWARDS

All Other Grant
All Other Option Date
Stock Awards: Fair
Awards: Number Exercise Value of
Estimated Future Payouts Under Number of or Base Stock
Non-Equity Incentive Plai Estimated Future Payouts Unc of Shares  Securities Price and
Awards(1) Equity Incentive Plan Awarc of Stock Underlyinc Of Option
Grant Thresholc Target Maximum  Thresholc Target Maximum  or Units Options Option Awards
Name Date # #) # #) # #) # #) ® ®
Gregory B. Jone 3/01/09 N/A N/A N/A N/A 15,00( N/A 0 0 3.6C 17,45(
Nathaniel F. Hughe 3/01/09 N/A N/A N/A N/A 10,00( N/A 0 0 3.6C 11,63¢
Jerry D. Lee 3/01/09 N/A N/A N/A N/A 10,00( N/A 0 0 3.6C 11,63¢
Robert B. Watsol 3/01/09 N/A N/A N/A N/A 10,00(¢ N/A 0 0 3.6( 11,63¢

(1)

Compensation Tabl” All such amounts were paid in 2009, based on firgmesults for 200€
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The following table sets forth information concewgioutstanding equity based awards for each ofitileed executive officers at fis
yea-end 2008.

OUTSTANDING EQUITY AWARDS AT FISCAL YEAR -END

Option Awards(1 Stock Awards (2

Equity

Incentive

Equity Plan

Incentive Awards:

Plan Market

Awards: of

Equity Market Number Payout

Incentive Number Value of of Value or
Plan of Shares or Unearned Unearned

Awards: Shares or Units of Shares, Shares,

Number of Units of Stock Units or Units or

Securities Stock Held Other Other

Underlying That That Rights Rights

Number of Securities Underlyii  Unexercise Option Option Have Have That Have That

Unexercised Options (: Unearnec Exercise Expiratior Not Not Not Have Not

Exercisable Unexercisabl Options Price Date Vested Vested Vested Vested

Name #) # # ® #) ©® #) ©®

@ (b) (© (@ (O] ® @ ()] ® @
Gregory B. Jone 4,00( 0 3.25( 3/01/201( 0 0 0 0
20,40( 0 3.25( 3/01/201: 0 0 0 0
32,00( 0 3.62t 5/01/201. 0 0 0 0
34,00( 0 3.62% 3/01/201: 0 0 0 0
34,80( 0 5.43¢ 3/01/201« 0 0 0 0
10,80( 7,20(C 0 9.22% 3/01/201! 0 0 0 0
3,90( 9,10(C 0 13.25( 3/01/201¢ 0 0 0 0
0 7,50(C 0 15.24( 3/01/201° 0 0 0 0
0 6,30(C 0 7.99C 3/01/201¢ 0 0 0 0
Nathaniel F. Hughe 22,00( 0 3.25( 3/01/201( 0 0 0 0
20,40( 0 3.25( 3/01/201: 0 0 0 0
20,00( 0 3.62t 5/01/201. 0 0 0 0
22,00( 0 3.62t 3/01/201: 0 0 0 0
26,00( 0 5.43¢ 3/01/201- 0 0 0 0
10,80( 7,20C 0 9.22t 3/01/201! 0 0 0 0
3,90( 9,10( 0 13.25( 3/01/201¢ 0 0 0 0
0 6,50C 0 15.24( 3/01/201° 0 0 0 0
0 8,50( 0 7.99C 3/01/201¢ 0 0 0 0
Jerry D. Lee 22,00( 0 3.75( 5/01/200¢ 0 0 0 0
22,00( 0 3.25( 3/01/201( 0 0 0 0
20,40( 0 3.25( 3/01/201: 0 0 0 0
20,00( 0 3.62t 5/01/201. 0 0 0 0
22,00( 0 3.62t 3/01/201: 0 0 0 0
26,00( 0 5.43¢ 3/01/201- 0 0 0 0
8,40( 5,60(C 0 9.22t 3/01/201! 0 0 0 0
3,90( 9,10( 0 13.25( 3/01/201¢ 0 0 0 0
0 6,50C 0 15.24( 3/01/201° 0 0 0 0
0 8,50( 0 7.99C 3/01/201¢ 0 0 0 0
Robert B. Watsol 8,00( 0 3.62% 3/01/201: 0 0 0 0
10,00( 0 5.43¢ 3/01/201« 0 0 0 0
3,60( 2,40 0 9.22t 3/01/201! 0 0 0 0
2,40 5,60(C 0 13.25( 3/01/201¢ 0 0 0 0
0 5,00( 0 15.24( 3/01/201° 0 0 0 0
0 7,00(C 0 7.99C 3/01/201¢ 0 0 0 0

@ The Company maintains a “1996 Cornerstone StatwtndyNon-statutory Stock Option Plan” which wasrappd by the shareholders
in 1996 and a “2002 Long Term Incentive Plan” whigdis approved by the shareholders in 2002. Alkar@sed stock options have
been adjusted for the 2 for 1 stock splits of Smpker 2004 and December 201

2 The Company has never issued any stock awarde ifotim of SARS, restricted stock or stock perforoeawards

3) All employee stock options vest 30% after the sdcamniversary date, 60% after the third annivergatg and 100% after the fou
anniversary date
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The following table sets forth information as tbstbck option exercises and restricted stock wk&iethe named executive officers
for the fiscal year ending December 31, 2008.

OPTION EXERCISES AND STOCK VESTED

Option Awards Stock Awards (1
Number of Share
Number of Share Value Realized ¢ Acquired on  Value Realized c

Name Acquired on Exercis Exercise Vesting Vesting
#) $) #) $)
Gregory B. Jone 0 0 0 0
Nathaniel F. Hughe 22,00( 110,88( 0 0
Jerry D. Lee 0 0 0 0
Robert B. Watso! 0 0 0 0
(1) The Company has never issued any stock awarde ifothn of SARSs, restricted stock or stock perforoeawards

DIRECTOR COMPENSATION

The table below sets forth information with respicthe compensation of the members of the CompgaByard of Directors. TI
Companys three employee directors, Messrs. Jones, HughdsLae, do not receive committee attendance feepadticipate in an
independent director benefit, other than to receagular Board meeting fees. The remployee directors (also referred to herein a
“independent directors”pf the Company are eligible to receive an annuahcacentive award if the Company meets certaiarfim
performance goals set forth in its profit planfrasn time to time amended. These payments mayalkip cash or, at the election of each non-
employee director under the 2004 NEmployee Director Compensation Plan, in sharesoofiion Stock. Performance targets are estab
at the beginning of the fiscal year through theaficial budgeting process. The Companfihancial performance is graded against t
performance targets, and a “Total Criteria Score"calculated. (See “Compensation Discussion andly8isa Table 1) Therefore, tl
independent directors’ cash incentive awards ateraéned based on the Compasigverall financial performance. The opportungyegarn
cash incentive award payment ranges from 0% to 1608te average independent directasinpensation received in Board, subsidiary B
and committee fees (“total fees"The average independent director compensationvetdiom total fees for fiscal 2008 was $12,000e
independent directors’ cash incentive award poofuisher limited to not be greater than the exaeutofficers’ cash incentive awa
pool. Therefore, the independent directangentive cash award pool is the smaller of theraye compensation of the independent dire
times the number of independent directors or thecetive officers’cash incentive award pool. Because the Companyelgd independe
directors at the end of fiscal 2008 the first linaitthe independent directorsash incentive award pool was $96,000. Becaus€dinepany di
not provide any funds for the executive officeca’sh incentive award pool in fiscal 2008, the sdcimit was zero. Because the execL
officers’ cash incentive award pool was not fundd directors’cash incentive award pool was not funded. Theeeftlte independe
directors did not receive any cash incentive awéodfiscal 2008.

Compensation of Directors’ for Service on Subsidiar Boards

The directors of the Comparsyivholly owned subsidiary Bank in 2008 received 3#& each Board meeting (two paid absence
calendar year are allowed). Each non-managemeectdir received $265 for their attendance at eacktinge of the Banls Audit
Committee. Each non-management director receiddd $or all other committee meetings attended. Thairperson of the Bank’Audit
Committee received $290 for each meeting attendéd Chairpersons of all other Bank committees iveck $240 for each meeti
attended. Total director fees paid by the Banks@awices rendered on behalf of the Bank in 200& $&26,020.

The directors for Eagle received $400 for each Boaeeting attended. Eagle held four Board meetihggg 2008. There are

other fees or compensation earned for being oneEa@loard, and Eagle does not have any standing cibeesi Total director fees paid
Eagle for services rendered on behalf of EagledbB82vere $4,400.
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DIRECTOR COMPENSATIONFOR FOR FISCAL 2008

Fees Earned Non-Stock
or Paid in Stock Option Incentive Pla All Other
Name Cash Awards Awards (1) Compensatio Compensatio Total
$) $ $ $ $ (6]
(@) (b) (©) (d) (e) (®) )]
B Kenneth Drivel 11,37( 0 3,72¢ 0 0 15,09¢
Karl Fillauer 10,59( 0 3,72¢ 0 0 14,31¢
David G. Fussell (2 0 0 0 0 0 0
Nathaniel F. Hughe 9,48( 0 0 0 0 9,48(
Gregory B. Jone 9,48( 0 0 0 0 9,48(
Jerry D. Lee 9,48( 0 0 0 0 9,48(
Lawrence D. Levint 11,11¢ 0 3,72¢ 0 0 14,84
Frank S. McDonalt 12,37¢ 0 3,72¢ 0 0 16,10:
Doyce G. Payne, M.C 12,66( 0 3,72¢ 0 0 16,38¢
Turner Smith (3 1,58( 0 0 0 0 1,58(
Wesley M. Welborr 14,85( 0 3,72¢ 0 0 18,57¢
Kim H. White (4) 0 0 0 0 0 0
Billy O. Wiggins 14,56( 0 3,72¢ 0 0 18,28¢
Marsha Yessicl 12,88( 0 3,72¢ 0 0 16,60¢
Q) The value presented for stock options awarded teamployee directors, under the “1996 Cornerstaia¢utdry and Norstatuton

Stock Option Plan” which was approved by the shaldgrs in 1996 and the “2002 Long Term IncentivenPwhich was approved |
the shareholders in 2002, is the grant date, May@908, fair value of such awart

(2) Mr. Fussell began serving as a director on Jan2@,2009, and did not receive any director comp@msauring 2008

3 Mr. Smith resigned from the Board on March 1, 2(

4) Ms. White began serving as a director on Febru@n2@09, and did not receive any director compémsaturing 2008

Director Long-Term Equity Based Awards

The Company’s independent directors are also ddigdparticipate in the 1996 Cornerstone Statuéorg Nonstatutory Stock Optic
Plan and the 2002 Long Term Incentive Plan, eachhia¢h was previously approved by the Company &ndhareholders. The Compense
Committee establishes, in February of each fisealybased on financial targets described aboeeyalue of the Company’incentive stoc
options that will be issued the following calendaar. Based on the market value of the incentteeksoptions issued to all Comps
employees, the independent directors as a groupavilicipate at a level of 15% of the total markatue of all stock options granted to
employees and independent directors. As desciibeétde section entitled “Compensation Discussiod @&malysis” above, the Comparsy’
employees received 115,850 incentive stock optiantgawards for fiscal 2008. The employee graptagents 85% of the total Company g
with the remaining 15% to be granted to the indelpan directors as a group. The ten current indéggendirectors, as of February 27, 2(
will each receive 2,050 non-qualified stock optidmsfiscal 2008, or a total of 20,500 as a grosing the BlackScholes stock option prici
model, the market value of each ngmalified stock option issued was $1.13 per shame=ebruary 2009 the Committee recommended ar
Board approved the issuance to the independerntdtdiseof 20,500 nogualified stock options of Company Common Stockraexercise pri¢
of $3.60 per share. Because March 1, 2009 wasddyuthe Committee used the Comparglosing stock price as of February 27, 2009 1
the exercise price of the incentive stock optioBach of the ten independent directors, servindi@stors on March 1, 2009, received 2,
non-qualified stock options valued at $2,317. Bheengualified stock options have a grant date of Makcl2009 and an expiration date
March 1, 2019. All independent director nqualified stock options have a vesting period dfe5éfter the first anniversary date, 100% afte
second anniversary date. The Committee does nmmiosuthe timing of granting stock options with thelease of material ngoublic

information. Instead the Committee has chosen Martof each year as the grant date of stock optiomdintinate any suspicion of timing
stock option grant date. The Committee has nearst,has no plans to ever, time the stock optiontgtates to the release of material non-
public information for the purpose of affecting thalue of executive compensation. The Companyréesgnized the compensation expt
related to the shares subject to the awards.
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The following table sets forth information with pext to the outstanding equity awards of the ComsaBoard of Directors as

December 31, 2008.

OUTSTANDING DIRECTOR EQUITY AWARDS AT FISCAL 2008 Y EAR-END

Number of Securitie

Option Expiratior

Name Underlying Options (I Option Exercise Pric Date
(#) ®
@ (b) (©) (d)
B Kenneth Drivel 2,00¢ 5.43¢ 3/01/201-
1,00( 9.22¢ 3/01/201!
4,00( 13.25( 3/01/201t
1,00( 15.24( 3/01/201°
1,60( 7.99( 3/01/201¢
Karl Fillauer 2,00¢ 5.43¢ 3/01/201-
1,00( 9.22¢ 3/01/201!
4,00( 13.25( 3/01/201t
1,00( 15.24( 3/01/201°
1,60( 7.99( 3/01/201!
David G. Fussell (2 0 0 0
Nathaniel F. Hughe 0 0 0
Gregory B. Jone 0 0 0
Jerry D. Lee 0 0 0
Lawrence D. Levine 2,00( 5.43¢ 3/01/201:
1,00( 9.22¢ 3/01/201!
4,00( 13.25( 3/01/201t
1,00( 15.24( 3/01/201°
1,60( 7.99( 3/01/201¢
Frank S. McDonal 4,00( 13.25( 3/01/201t
1,00( 15.24( 3/01/201°
1,60( 7.99( 3/01/201!
Doyce G. Payne, M.L 2,00¢ 5.43¢ 3/01/201-
1,00( 9.22¢ 3/01/201!
4,00( 13.25( 3/01/201¢
1,00( 15.24( 3/01/201°
1,60( 7.99( 3/01/201¢
G. Turner Smith (3 2,00¢ 5.43¢ 3/01/201-
1,00( 9.22¢ 3/01/201!
4,00( 13.25( 3/01/201t
1,00( 15.24( 3/01/201°
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Number of Securitie Option Expiratior

Name Underlying Options (1 Option Exercise Pric Date
#) $
(@) (b) (©) (d)

Wesley M. Welborr 4,00( 13.25( 3/01/201¢
1,00( 15.24( 3/01/201°
1,60( 7.99( 3/01/201¢

Kim H. White (4) 0 0 0

Billy O. Wiggins 2,00( 5.43¢ 3/01/201-
1,00( 9.22¢ 3/01/201!
4,00( 13.25( 3/01/201t
1,00(¢ 15.24( 3/01/201°
1,60( 7.99( 3/01/201¢

Marsha Yessicl 2,00¢ 5.43¢ 3/01/201-
1,00( 9.22¢ 3/01/201!
4,00( 13.25( 3/01/201t
1,00( 15.24( 3/01/201°
1,60( 7.99( 3/01/201¢

(1) Non-qualified stock options are granted to independietctors at market price upon grant date, andested 50% after the first

anniversary date and 100% after the second anaiyedate. All unexercised stock options have taasted for the 2 for 1 stock
splits of September 2004 and December 2

(2) Mr. Fussell began serving as a director on Jan2@,2009, and did not receive any director optidusng 2008

(3) Mr. Smith resigned from the Board on March 1, 2008] did not receive any director options during&!

4 Ms. White began serving as a director on Febru@n2009, and did not receive any director optiomsnd) 2008.

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

The Company has a 401(k) plan covering employeestinge certain age requirements and service dateiregents. The plan
structured such that employees can contributedqtan on a taxleductible basis and have their contributions iteds$n various investme
funds offered under the plan. The plan permits,dogs not require, the Company to make an emplogching contribution during the pl
year. Employer contributions, which represent 33%e first 6% of an employee's salary contributethe plan, totaled $92,890 in 20!

Employee Stock Ownership Plan

The Company has an “Employee Stock Ownership RI&B8OP”)to which the Company contributes 100% of the cbantion towart
purchasing the ComparsyCommon Stock, and allocates the contribution anba participants based on regulatory guidelingse Compan
has set a maximum guideline of 9% of base payudicl cash incentive performance awards, as a mamigontribution limit. However, ti
Company will only provide a contribution to the EBQvhen the Compensation Committee, upon approvah@fBoard, recommend:
Company contribution. The Company’s contributisrdetermined by the financial performance of thenGany on a year-tgear basis, ar
the benchmarks are established by the Compensatiommittee. Employer contributions are availablaltemployees who complete more t
1,000 hours of service per year. There are cedgéand years-afervice requirements before contributions can bdenfar the benefit of tt
employee. The ESOP plan also provides for a theae 100% vesting requirement; therefore, employessinating employment before tt
third anniversary date will forfeit their accrueénefit under the ESOP. The forfeiture will beatscated among the remaining ES
participants. The Company contributed $166,62¢0ESOP for 2008.
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1996 Cornerstone Statutory and Non-statutory StockOption Plan

The Company established the 1996 Cornerstone Statahd Non-statutory Stock Option Plan (the "PJahiring 1996 as a lontgrir
incentive for eligible employees and directors. Tokal number of shares that may be issued und@eplém, as adjusted for the 2 for 1 si
splits effective September 2004 and December 28@, not exceed 820,000. Of such shares, 220,000bmaycentive stock options and
remaining 600,000 may be nonqualified stock optidree persons eligible to receive incentive stopkoms under the plan are key Comp
employees and officers selected by the Compens&mmmittee. Persons designated by the Compens@iiommittee who are eligible
receive nonqualified options need not be employ#ehe Company and generally will be noranagement directors of the Company.
nonqualified stock options are issued at the mar&kte of the Company's stock and are exercisgia issue. The term of all options iss
under the Plan is for 10 years. As of December2808 218,400 incentive stock options have bearegsinder the plan and 1,600 incer
stock options remain available for future issuan®é.the incentive stock options that have beeneds 71,600 have been exercised an
remaining 146,800 are currently exercisable. A®etember 31, 2008 595,000 nonqualified stock ogtisave been granted under the
and 5,000 nonqualified stock options remain avélédr future issuance. Of the nonqualified stopkions that have been issued, 526,000
been exercised, 64,500 are currently exercisalleld&00 are unvested.

Cornerstone 2002 Long Term Incentive Plan

The Company established the 2002 Long Term IncerRian (the "Incentive Plan") with shareholder apgt in April 2002 as long-

term incentive for eligible employees and directdiise total number of shares, as adjusted for tfog 2 stock splits effective September 2
and December 2006, that may be issued under thentime Plan may not exceed 1,200,000. The Incerfilan allows for the issuance
restricted stock, stock appreciation rights, perfance awards, nogualified stock options and incentive stock optioiiie persons eligible
receive grants under the Incentive Plan are key 2o officers, employees and directors selectedhbyCompensation Committee. -
incentive stock options are issued at the markktevaf the Common Stock and are exercisable dfieddpse of two years from the dat
issuance plus a three year vesting period. Thejusldified stock options are issued at the markétevaf the Common Stock and are £
exercisable after the lapse of one year from thie odbhissuance and 100% exercisable after the lafolseo years from the date of issuance.
term of all grants are determined by the Compeosafiommittee, but may not exceed ten years. Asaufeihber 31, 2008 a total of 621,
incentive stock options have been issued to Compamgloyees under the Incentive Plan. Of the ineergtock options that have been iss
12,650 have been exercised, 402,716 are curremtlycisable and 205,909 are unvested. As of Decerlhe 2008 a total of 12,8
nonqualified stock options have been issued to Gmpmlirectors under the Incentive Plan. Of thequatified stock options that have b
issued, none have been exercised, none are cyretcisable and 12,800 are unvested. The Ineetan has 565,925 remaining si
options available for future issuance.

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

The Company’s Board of Directors established th@&42@on-Employee Director Compensation Plan (theéBtior Plan”)to provide t
non-employee directors the option to receive alpait oftheir compensation for serving on the Board andioyn committee of the Board
shares of Common Stock. The total number of shifwssmay be issued under the Director Plan mayeroged 80,000, as adjusted for tl
for 1 stock splits effective September 2004 anddbdwer 2006. Shares of Common Stock payable uhéeDirector Plan are issued wit
forty-five days of the end of the calendar quarter incivithey were earned. The number of shares detlvyewesuant to the Director Plar
equal the amount of the applicable director comatms divided by the average closing price of thmmthon Stock for the five trading ds
immediately preceding the date on which such direcompensation was earned. No shares Common $i@oi been issued under
Director Plan.

Equity Compensation Plan Information as of DecembeB1, 2008

Number of securities to Weighted average Number of securities
be issued upon exercisH exercise price of remaining available
Plan categor outstanding option outstanding option for future issuanc
Equity compensation plans approved by
security holders 837,22 $ 7.0% 572,52!
Equity compensation plans not approved by
security holders: 0 $ 0.0C 80,00(
Total 837,22 $ 7.0% 652,52!
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Employment Agreements; Potential Payments Upon Terimation or Change-in-Control

The Company has entered into "Key Executive Agredsid€the “agreementsiyith three members of senior management: Gregc
Jones, Chief Executive Officer and Chairman of Bward; Nathaniel F. Hughes, President and Chieérdial Officer; and Jerry D. Le
Executive Vice President and Senior Loan Officéie (tkey executive(s)”).These agreements are not severance agreementsyearchl
activated when a change-in-control event is triggerA change-in-control occurs when greater th@®o f the Compang’ outstandin
Common Stock is acquired through a merger or aitguishy an acquiring entity. The original agreertsewere in effect for a period of th
years and expired on March 2, 2002. The expiratee of each agreement has been extended, witidl Bparoval, until March 2, 201

Each agreement contains change-in-control provésiequiring a potential successor (the “acquirintity’) to negotiate, in good fail
with the key executive as a condition to an actjoisi The only benefit triggered by a changesontrol event is the immediate vesting to 1(
of the key executivesinvested and unexercised incentive stock optitves401(k) plan and the ESOP. The final employmgreement, if an'
between the acquiring entity and the key executiust be for a period of no less than two years wigimilar total compensation packe
acceptable to the key executive. In the event togiieing entity enters into a two year employmegreament with the key executive, there
be no cash payment to the key executive on the afatee change-ircontrol. At the end of the two year employmenteggnent with th
acquiring entity the key executive would not reeeany further benefit if the acquiring entity temaied, with or without cause, the |
executive's employment. If the key executive isrtimated, without cause, on the date of the chamg®ntrol, he will receive all compensat
and accrued benefits due at the time of termingilas two yearsbase salary. The only cash payment to the key éixeds the two year ba
salary plus the accrued yeardate annual cash incentive award, if any, and aipaid base salary. If the key executive is terteithavithou
cause on the date of the changesamitrol, the unexercised, but fully vested, incemtstock options must be exercised within 90 ddythe
change-in-control date. If such change-in-cont@ath payment is made, on the changeentrol date, the key executive will agree nc
engage in any business or activity which is disecit indirectly in competition with the acquiringtéy within the Chattanooga Stand
Metropolitan Statistical Area for a period of oneay from the change-ioentrol date. If the key executive is terminateddause on the date
the change-ircontrol no cash payment is made and the 100% ygeiinot made. The key executive can be termindtedcause, any tin
during the employment agreement with the acquieintity and receive no further payment from the @oug entity.

Death or disability prior to the change-dontrol event does not accrue to the benefit oktivgiving key executive beneficiary. De
or disability after the change-in-control event sl@ecrue to the surviving beneficiary of the kepaiive. Assuming the changegontro
occurred on December 31, 2008, and the key exexutiere terminated by the acquiring entity withcatise, the table below describes
potential payout.

Potential Payments Due the Key Executives
For a Change-in-Control Event
as of December 31, 2008

Accrued and Accrued and
Unpaid Cash Unpaid Value of
Incentive Two Times Base  Retirement Plan Unexercised
Name Award Salary Payment: Stock Options Total
Gregory B. Jone $ (O 480,000 $ 13,89: $ 156,05( $ 649,94.
Nathaniel F. Hughe 0 358,40( 10,38 153,05( 521,83:
Jerry D. Lee 0 341,40( 9,79¢ 186,05( 537,24t
Totals $ 0 $ 1,179,801 $ 34,07, $ 495,15( $ 1,709,02.

CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

Various Company directors, executive officers ameirt affiliates, including corporations and firmgwhich they are officers or
which they and/or their families have an ownershiprest, are customers of the Company and itsidiabg. These persons, corporations
firms have had transactions in the ordinary cowfsleusiness with the Company and its subsidiarglugting borrowings, all of which, in tl
opinion of management, were on substantially th@esaerms including interest rates and collaterathexse prevailing at the time
comparable transactions with unaffiliated persamd did not involve more than the normal risk ofledlibility or present other unfavoral
features. The Company and its subsidiary expebtt@ such transactions on similar terms with darsg executive officers and their affilia
in the future. The aggregate amount of loans antshg by Cornerstone Community Bank to directexgcutive officers and related partie
of December 31, 2008 was approximately $189,672viepresented 0.51% of the Company’s consolidstiadeholders’ equity on that date.
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OTHER MATTERS
Section 16(a) Beneficial Ownership Reporting Compdince

Under 16(a) of the Securities Exchange Act of 13&4amended the directors and officers of the Copnpad any person who ow
10% or more of the Company’s Common Stock are reduio report to the Securities and Exchange Cosiarigthe “SEC”) within specifie
due dates, their initial beneficial ownership ofe tlCompanys Common Stock and all subsequent changes to theireficia
ownership. Officers, directors and greater tha#o Xhareholders are required by SEC regulationsinaish the Company with copies of
forms they file in accordance with Section 16(Based solely on the Compasyeview of these reports or on representatioriaformatior
provided to the Company by the persons requirechda@e such filings, the Company believes that aditiSe 16(a) filing requirements we
complied with during the last fiscal year, with theception of the following filings: (1) Karl Filleer filed one late report on Form 4 on Mz
5, 2008, in which he reported one late transactelated to the grant on March 1, 2008 of stock aito acquire 1,600 shares of
Companys Common Stock; and (2) Robert B. Watson filed laite report on Form 3 on May 28, 2008, in whichréported shares of t
Company’s Common Stock and stock options benelfjoiained by him at the time he became a reporterggn on January 1, 2008

Shareholder Proposals for the 2010 Annual Meeting

Under SEC rules, proposals from the Compamgfigible shareholders for presentation for actidrthe 2010 Annual Meeting
Shareholders must be received by the Company gtiitsipal executive offices no later than NovemB@&r 2009 in order to be considered
inclusion in the Company's proxy statement and prejating to the 2010 Annual Meeting of Sharehodde
Available Information

The Company is subject to the informational requizats of the Exchange Act and, in accordance thtreis required to file report
proxy statements and other information with the SHG@Gis information is available on the Internet #te SECS website ¢
www.sec.gov. Shareholders may also read and copy such regodsy statements and other information at theliPuReference Room
100F Street, N.E., Washington, D.C. 20549. Shddehs may obtain information on the operation & 8ECS Public Reference Room
calling the SEC at 1-800-SEC-0330.
Annual Report on Form 10-K

A copy of the Company's Annual Report on Form 1&-Keing mailed with this proxy statement to eduwsholder of record.
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