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Cornerstone Bancshares, Inc. and Subsidiaries
Consolidated Balance Sheets

PART | — FINANCIAL INFORMATION

Iltem 1. Financial Statements

ASSETS

Cash and due from banks
Federal funds sold

Cash and cash equivalents

Securities available for sale

Securities held to maturity

Federal Home Loan Bank stock, at cost

Loans, net of allowance for loan losses of
$3,891,711 at March 31, 2006, $3,545,042 at
December 31, 2005 and $2,845,765 at March 31, 2005

Bank premises and equipment, net

Accrued interest receivable

Goodwill and amortizable intangibles

Other assets

Total Assets

LIABILITIES AND STOCKHOLDERS' EQUITY

Deposits:

Noninteres-bearing demand deposits
Interest-bearing demand deposits

Savings deposits and money market accounts
Time deposits of $100,000 or more

Time deposits of less than $100,000

Total deposits

Federal funds purchased and securites sold under
agreements to repurchase

Federal Home Loan Bank advances

Accrued interest payable

Other liabilities

Total Liabilities

Stockholders' Equity

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

Common stock - $1.00 par value; 10,000,000 shanéaized
at March 31, 2006, December 31, 2005 and at Mat¢l2@05
issued and outstanding - 3,223,284 at March 316,200
3,201,334 at December 31, 2005 and 3,011,334 at
March 31, 2005

Additional paid-in capital

Retained earnings

Accumulated other comprehensive income

Unaudited Unaudited
March 31, December 31, March 31,
2006 2005 2005
7,942,411 14,590,49 7,885,43!
9,645,00! - 11,030,00
17,587,41 14,590,49 18,915,43
31,139,16 30,127,48 28,880,59
276,00: 322,18( 381,72
1,048,80! 1,033,90! 937,60(
271,697,40 262,008,63 217,109,38
7,121,94! 7,207,141 5,948,80!
1,686,43! 1,739,46! 1,213,83!
3,341,15 3,376,89: 2,541,471
6,707,48. 3,205,701 1,852,17
340,605,80 323,611,90 277,781,04
41,589,00 42,118,35 33,303,41
39,008,76 33,080,44 35,019,53
62,428,51 55,410,92 46,096,95
43,881,14 38,707,36 30,600,24
83,402,33 83,118,79 69,001,77
270,309,75 252,435,89 214,021,90
3,353,12! 4,790,73 2,835,88!
31,000,00 30,000,00 32,000,00
192,08( 242,86 111,14
1,973,65! 3,676,04 1,426,14.
306,828,61 291,145,53 250,395,08
3,223,28 3,201,33 3,011,33
21,399,19 21,211,13 19,255,07.
9,391,22! 8,229,55 5,181,17!
(226,820 (165,95¢) (61,61¢)




33,786,89 32,476,06 27,385,96
Treasury stock, 471 shares at March 31, 2006 and

December 31, 2005, at cost (9,709 (9,709 -
Total stockholders' equity 33,777,18 32,466,36 27,385,96
Total liabilities and stockholders' equity $ 340,60580 $ 323,611,90 $ 277,781,04

The Notes to Consolidated Finanical Statementaiaiategral part of these statements.




Cornerstone Bancshares, Inc. and Subsidiaries
Consolidated Statements of Income

INTEREST INCOME
Loans, including fees
Investment securities
Federal funds sold

Other earning assets

Total interest income

INTEREST EXPENSE

Interest bearing demand accounts

Money market accounts

Savings accounts

Time deposits of less than $100,000

Time deposits of more than $100,000

Federal funds purchased

Securities sold under agreements to repurchase
Other borrowings

Total interest expense

Net interest income before provision for loan las
Provision for loan losses

Net interest income after the provision for loassles

NONINTEREST INCOME
Service charges
Other income

Total noninterest income

NONINTEREST EXPENSE

Salaries and employee benefits
Occupancy and equipment expense
Other operating expense

Total noninterest expense

Income before provision for income taxes
Provision for income taxes

NET INCOME

EARNINGS PER COMMON SHARE
Basic net income per common share
Diluted net income per common share

DIVIDENDS DECLARED PER COMMON SHARE

The Notes to Consolidated Finanical Statementsiaiategral part of these statements.

Unaudited
Three months ended
March 31,

2006 2005
$ 6,125,44' $ 4,033,68!
362,96 265,13¢
15,89t 21,65(
5,061 2,03(
6,509,36! 4,322,49:
91,22: 65,53
389,46¢ 169,05¢
19,52¢ 12,93:
843,35: 411,61
432,42 204,52(
95,89( 12,96¢
16,73¢ 14,00¢
265,50¢ 244 ,68:
2,154,12! 1,135,311
4,355,24. 3,187,17!
378,00( 210,00(
3,977,24. 2,977,177
191,37¢ 154,44°
241,63 63,39¢
433,01: 217,84¢
1,368,05! 1,091,61
271,99: 256,72.
602,16° 472,49¢
2,242,22. 1,820,831
2,168,03: 1,374,18!
812,96( 534,00(
$ 1,355,07. $ 840,18¢
$ 04z $ 0.2¢
$ 04C $ 0.2¢
$ 0.0¢e $ -






Cornerstone Bancshares, Inc. and Subsidiaries
Consolidated Statements of Cash Flows

For the three months ended March 31,

CASH FLOWS FROM OPERATING ACTIVITIES
Net income

Adjustments to reconcile net income

to net cash provided by (used in) operating aetsiti
Provision for loan losses

Depreciation and amortization

Changes in other operating assets and liabilities:
Accrued interest receivable

Accrued interest payable

Other assets and liabilities

Net cash provided (used in) by operating activi

CASH FLOWS FROM INVESTING ACTIVITIES
Purchase of equity investment

Purchase of investment securities: AFS
Proceeds from security transactions: AFS
Proceeds from security transactions: HTM
Purchase of FHLB Stock

Loan originations and principal collections, net
Purchase of bank premises and equipment

Net cash used in investing activiti

CASH FLOWS FROM FINANCING ACTIVITIES

Net increase in deposi

Net decrease in securities sold under agreemengptwchas
Proceeds from Federal Home Loan Bank advancesthaed lmorrowings
Dividends paid on common stock

Issuance of common stock

Net cash provided by financing activiti

NET INCREASE CASH AND CASH EQUIVALENT?

CASH AND CASH EQUIVALENTS, beginning of period
CASH AND CASH EQUIVALENETS, end of period

SUPPLEMENTAL DISCLOSURES OF CASH
FLOW INFORMATION

Cash paid during the period for interest

Cash paid during the period for taxes

The Notes to Consolidated Statements are an intpgriof these statements.

Unaudited
2006 2005

1,355,07. $ 840,18¢
378,00( 210,00(
144,67: 172,16t
53,02: (29,367)
(50,784 19,55(
(2,155,67) (96,17
(275,690 1,116,36
(3,000,001 -
(2,000,32) (5,883,44)
896,97: 3,193,12
46,58" 13,18¢
(14,900 (83,400
(10,058,67) (14,733,82)
(172,019 (138,46()
(14,302,35) (17,632,81)
17,873,86 26,189,00
(1,437,61) (4,573,27)
1,000,001 5,000,00!
138,70: 1,916,10:
17,574,95 28,531,83
2,996,91; 12,015,38
14,590,49 6,900,05:
17,587,41 18,915,43
2,204,90! 1,215,76.
600,00( 535,00(







Cornerstone Bancshares, Inc. and Subsidiaries
Consolidated Statement of Changes in Stockhol&ensty - Unaudited
For the three months ended March 31, 2006

Additional Other Total
Comprehensive Common Treasury Paid-in Retained Comprehensive Stockholders

Income Stock Stock Capital Earnings Income Equity

BALANCE, December 31, 200 $3,201,33- $ (9,709 $21,211,13 $8,229,55. $ (165,959 % 32,466,36

Issuance of common sto 21,50( - 113,94( - - 135,44(
under Director's stock option pli

Issuance of common sto 45C - 2,81: - - 3,26:
under employee compensati

option plan

Tax benefit received from Directol - - 48,49( - - 48,49(
stock option exercis

Employee compensation sto - - 22,82 - - 22,82
option expens

Dividend- $0.06 per shar - - - (193,39) - (193,39)
Comprehensive incom:

Net income $ 1,355,07 - - - 1,355,07 - 1,355,07
Other comprehensive income, net of t

Unrealized holding gains (losses)

securities available for sale, net
reclassification adjustme (60,86Y) - - - - (60,86Y) (60,86Y)

Total comprehensive incon $ 1,294,20!

BALANCE, March 31, 200¢ $3,223,28' $ (9,707 $21,399,19 $9,391,22' $ (226,82()$ 33,777,18




NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
CORNERSTONE BANCSHARES, INC.

PRESENTATION OF FINANCIAL INFORMATION

The financial information in this report for Mar&1, 2006 and March 31, 2005 has not been auditegl ifformation included herein sho
be read in conjunction with the notes to the cadatéd financial statements included in the 2005 ual Report to Shareholders which !
furnished to each shareholder of Cornerstone Bamesh Inc. (“Cornerstonem March of 2006. The consolidated financial statetr
presented herein conform to generally accepteduatita principles and to general industry practices

Consolidation
The accompanying consolidated financial statemieiside the accounts of Cornerstone and its sursédi Cornerstone Community B
(the “Bank”) and Eagle Financial, Inc. (“Eagle”).

Substantially all intercompany transactions, psodibd balances have been eliminated.

Accounting Policies

During interim periods, Cornerstone follows the@auting policies set forth in its IKSB for the year ended December 31, 2005 as filitd
the Securities and Exchange Commission. Since DieeeBil, 2005 there have been no significant chaimgesy accounting principles
practices, or in the method of applying any sudhagiples or practices, with the exception of impentation of SFAS No. 123(R), effect
January 1, 2006, which is addressed in the “StadeB Compensation” note.

Interim Financial Data (Unaudited)

In the opinion of Cornerston@’management, the accompanying interim financé&kstents contain all material adjustments, comgjsinly
of normal recurring adjustments necessary to ptefsdnty the financial condition, the results of erations, and cash flows for the inte
period. Results for interim periods are not neadlgsadicative of the results to be expected fdubiyear.

Earnings Per Common Share

Basic earnings per share (“EPS38)computed by dividing income available to comnsbrareholders (numerator) by the weighted av¢
number of common shares outstanding during theogpgdenominator). Diluted EPS is computed by dividincome available to comm
shareholders (numerator) by the adjusted weightestage number of shares outstanding (denominaftm®. adjusted weighted aver:
number of shares outstanding reflects the poteditiafion occurring if securities or other contra¢t issue common stock were exercise
converted into common stock resulting in the issg@asf common stock that share in the earningseétttity.

Common Shares for EPS Calculations

Three months ended

March-06 March-05

Average common stock issued and outstanding 3,215,27. 2,947,59
Effect of dilutive stock options 211,90¢ 303,03:




NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
CORNERSTONE BANCSHARES, INC.

Sock Based Compensation

As of March 31, 2006, Cornerstone has two stoclooptplans under which officers and employees @agrhnted incentive stock options
non-qualified stock options to purchase sharesash€rstones common stock. Previous to 2006, Cornerstone ateddor these plans unc
the recognition and measurement provisions of AREhiOn 25,Accounting for Sock Issued to Employees and the related interpretations
permitted by the Financial Accounting StandardsrBea(FASB) SFAS No. 123ccounting for Stock-Based Compensation. No stockbase!
employee compensation cost was recognized in derSent of Operations for years prior to 2006. Beigig January 1, 2006, Cornerstc
as required by FASB, adopted the fair value redagniprovisions of SFAS 123(R3hare-Based Payment using the modifiegrospectiv
method. For the period ending March 31, 2006, trapensation cost charged to earnings related todgbted incentive stock options v
approximately $23 thousand, which affected earnpegsshare less than $0.01per share.

During the quarter ending March 31, 2006, Corneestoranted 41,400 options to employees which V@t he second and third annivers
of the grant date and 40% on the fourth anniversaoynerstone also granted 20,000 shares to dieeatoich vests 50% the first and sec
anniversary of the grant date. The value of eadloomward is estimated using the Black-Schdleston formula. There were no optic
forfeited during the quarter ended March 31, 2006.

For comparability of March 31, 2006 income statenieformation to the March 31, 2005 income stateingre following table illustrates t

effect on net income and earnings per share if @stane had applied during 2005, the fair valu@gaition provisions of SFAS No. 1
Accounting for Stock- Based Compensation to stock-based compensation.

Three months

ended

March 31, 2005
Net Income, as reporte $ 840,18
Deduct: Total Stoc-based employe
compensation expense determined ul
fair value method for all awards, net
The related tax effec ($54,049)
Pro Forma Net Incom $ 786,14:
Earnings Per Shar
Basic-as reportet $ 0.2¢
Basic-pro forma $ 0.27
Diluted-as reporte! $ 0.2¢€

Diluted-pro forma $ 0.24




NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
CORNERSTONE BANCSHARES, INC.

Off-Balance Sheet Arrangements

The Bank is a party to financial instruments wiffrloalance sheet risk in the normal course of busitesseet the financing needs of
customers. These financial instruments include ditgrietters of credit and various commitments téepd credit. At March 31, 20(C
commitments under standby letters of credit andslmuised loan commitments aggregated $ 59,41510%9Banks credit exposure for the
financial instruments is represented by their amttral amounts. The Bank does not anticipate antermmahlosses as a result of
commitments under standby letters of credit andslmaised loan commitments.




Forward-Looking Statements

Certain written and oral statements made by or trighapproval of an authorized executive officelCofnerstone may constitute “forward-
looking statements” as defined under the PrivateufStes Litigation Reform Act of 1995. Words orrnakes such as “should resultdré
expected to,” “we anticipate,” “we estimate,” “weofect” or similar expressions are intended to tidgrforward-looking statements. The
statements are subject to certain risks and unetes that could cause actual results to diffetamally from Cornerstong’ historica
experience and its present expectations or projextiThese risks and uncertainties include, butnatdimited to, unanticipated econor
changes, interest rate fluctuations and the impacobmpetition. Caution should be taken not to elaadue reliance on any such forward-
looking statements since such statements spealasrdf the date they are made.

Item 2. Management's Discussion and Analysis or Pheof Operation.
Introduction

Cornerstone Bancshares, Inc. (“Cornerstong’g bank holding company and the parent of CotoeesCommunity Bank, (tl
“Bank”) a Tennessee banking corporation, and E&glancial, Inc., (“Eagle”an accounts receivable financing company that ¢@énaant
around Hamilton County, Tennessee. The Barkisiness consists primarily of attracting degdsitm the general public and, with these
other funds, originating real estate loans, consuo®ns, business loans, and residential and coniaheronstruction loans. The princi
sources of income for the Bank are interest ansl éelected on loans, fees collected on deposiats, and interest and dividends colle
on other investments. The principal expenses®Bink are interest paid on deposits, employee eosgiion and benefits, office expen
and other overhead expenses. Eagjeincipal source of income is revenue receivethfthe purchase of receivables. Expenses are ddk
employee compensation and benefits, office andh@agt expenses.

The following discussion and analysis sets forth tiajor factors that affect Cornerstameésults of operations and finan
condition reflected in the unaudited financial staénts for the thremonth period ended March 31, 2006 and 2005. Thisudsion ar
analysis should be read in conjunction with Corteers’s Consolidated Financial Statements contaimedin and notes attached thereto.

Overview

As of March 31, 2006 Cornerstone had total conatdid assets of $340.6 million, total loans of $.27illion, total deposits
$270.3 million and stockholders equity of $33.8limil. The net income was $1,355,074 for the threatims ended March 31, 2006,

Results of Operations

Cornerstone ended the first three months of 2006 teital assets of $340.6 million, a 5.3% increfisen December 31, 201
and a 22.6 % increase from March 31, 2005. Coroeesteported net income for the three months eiidh 31, 2006 of $1,355,074,
$0.42 basic earnings per share, compared to $8300180.29 basic earnings per share, for the garied in 2005. The increase in earn
during the three months of 2006 represents a 6ing¥ease compared to the first three months of 200& total number of outstand
shares as of the end of the first quarter endeatiVat, 2006 was 3,223,284 compared to 3,011,38eiffirst quarter ended March 31, 2(
an increase of 21,950 from December 31, 2005.




Compared to March 31, 2005, the increase in netmecfor the first three months of 2006 was due arilypto the 25.1% grow
of loans, and the continued repricing of our loand investments resulting from recent Federal Resete increases. Further, Eagle a
$34 thousand to Cornerstoraiet income. The 26.3% growth of deposits supdddan growth and also provided additional mon@&Bves
in earning assets increasing the Bank'’s net int@nasgin to 5.76% compared to 5.38% for the samm®gén 2005. The Bank' manageme
expects the net interest margin to decrease slighth more historic level over the remainder od&@s liabilities reprice more consiste!
with assets.

The balance sheet growth and higher net interesgimanabled the Bank to increase its net intaéresime by $1.2 million ¢
36.7% compared to the same period in 2005. The 'Balgnding staff continues to be successful in etitig new loans and selli
participations to banks outside of the Bankiarket area. As in previous quarters, theseteffsovided an avenue for increased interes
fee income and allowed the opportunity to pursug aed cultivate existing deposit accounts relatovéhese loans.

The Bank was also able to increase deposits by3$hblion since March 31, 2005 and $17.9 millioncg December 31, 20(
The Bank'’s norinterest bearing checking accounts increased $8l®mand interest bearing checking accounts iasesl $4.0 million ¢
11.4% while savings accounts and money market atsdncreased 35.4% or $16.3 million when compaoetthe same time period in 20
Compared to December 31, 2005, nioterest bearing checking accounts decreased $&f2&and and savings and money market acc
increased $7.0 million. The Bank continues to foensattracting transaction accounts that shoulshathe Bank to maintain its above
average net interest margin. The Bank selects tetggm maturities to reduce its general interest riate and utilizes its federal funds lines
credit as an inexpensive source of funds. The Bemikipates slower deposit growth in transactioposdés during the remainder of 2006.

Non-nterest income increased 98.8% for the first thmemths of 2006 compared to the same period in 200 increase wi
due to lease income growth and an increase in mgstaliscretionary nosufficient funds of 30.9%. The Bank also saw a 6lthousan
increase from electronic payment processing. Mamagé expects to see this portfolio continue to gvath the addition of new products ¢
customers.

On the qualitative side, the Bank’s asset quakiynained at a superior level, which is quantifiedthy Banks average of pe
due loans to net loans ratio of 0.8%. However,Bhak did experience an increase in averagepwferming asset ratio to 1.3% due to ¢
million placed in non-accruing loans, the majotiging in two loans.

Through the end of March 2006, management contiriaedaintain an asset sensitive balance sheet whidns the Bang’
assets repriced more quickly than its liabilitieghwinterest rate increases. As the Federal Reseeeemes less likely to increase re
management will conservatively begin to move tharze sheet to a more neutral position.




During the first quarter of 2006 the Bank continuedwork on expanding its manpower and capital céypao provide
exceptional customer service in the rapidly growanyironment. The Bank is determined to continuadd highly qualified commerc
relationship managers as they become availabts imarket and build the appropriate operationdf sisenable them.

The Bank, pursuant to its strategic plan, intedsontinue to focus on providing a competitive foott (convenient branches)
the Chattanooga Metropolitan Statistical Area alf@pit to compete with the three major regional ksmafocated in the area. The Bank |
intends to focus its efforts in the suburb branetwark and not on a central hub bank located inrdown Chattanooga. It is also inten
that special emphasis will be placed on providiewyises specifically targeted to small businessekiadividual customers.

During the first quarter of 2006, the Bank inves§&imillion into 24.99% ownership of the Appalachigund for Growth, |
LLC. The LLC was created to fund $12 million of NeMarket Tax Credits with a seven year life span raed by the U.S. Treast
Department to encourage investment in economicldpreent projects in low to moderate census trabtsnerstone Community Bank joir
three other Tennessee Banks and plans to assict. @evith the underwriting of the loans and expettis funds to be deployed prior to
end of 2006. For their efforts the banks will reeeiax credits for seven years.

Financial Condition

Earning Assets. Average earning assets for the three months endadhvi31, 2006, increased by $66.7 million, or 23
compared to the three months ended March 31, 20b8e actual earning assets increased $55.5 mithio21.5% during the same peri
Compared to December 31, 2005, average earnintsasseeased by $38.0 million or 14.3% and actaahieg assets increased $20.3 mil
or 6.9%. The increases were due to strong loan dérmathe first three months of 2006 and rise ansaction deposits during the cur
reporting period which provided additional funds fiavestment. Management expects average earngggsat® grow at a similar pace dui
the remainder of 2006.

Loan Portfolio. The Bank's average loans for the first three moaft006 were $271.7 million, an increase of $&hibion, or
29.0% compared to the first three months of 200%|enactual balances increased to $271.7 millioninerease of 25.1% above the $2:
million in loans as of March 31, 2005. The actuadr portfolio balance grew $9.7 million from theayeending December 31, 20
Management anticipates similar loan growth forrédmaainder of the year.

Investment Portfolio. The Bank's average investment securities portfatid Federal Funds Sold increased by 19.1% or
million for the three months ended March 31, 2066 pared to the three months ended March 31, 200&e wctual balances increased $
thousand or 2.1%. Compared to the year ended DemeBih 2005, the average investment securitiedgbiortand Federal Funds St
increased $3.2 million and actual totals increg&Hel6 million or 33.8%. The majority of the increaser December was $9.6 million in |
Funds sold. This is primarily due to one large-abak money market account that has proven to fitetegularly.

With current market conditions, bank managementebe$ the current level of $31.4 million in investm securities
appropriate and intends to increase the portfaigtiously. The Bank expects to maintain an investrstrategy of making prudent investmr
decisions with active management of the portfaticoptimize, within the constraints of establishedigles, an adequate return and ve
Investment objectives include, in order of priorigap management, liquidity, pledging, return, dochl community support. The Ba
maintains two classifications of investment se@sit"Held to Maturity" (HTM) and "Available for &' (AFS). The "Available for Sals
securities are carried at fair market value, wherédeld to Maturity" securities are carried at boeddue. Net unrealized losses in
"Available for Sale" portfolio amounted to $343,6&6d $211,997 at March 31, 2006 and 2005, respmygtiv




Deposits.  The Bank's average deposits increased by $59.Bmdlr 30.7 % for the three month period ended Ma&t, 200
compared to the same period ended March 31, 200ife actual deposit balances increased by $56.lBomibr 26.3% since March 31, 201
Compared to the year ending December 31, 2005ageeateposits increased $35.8 million or 16.5%. muthe quarter, the Bank launche
successful campaign to raise funds by offering réfioate of deposit special. The majority of thetwml deposit growth was representet
money market and time accounts with a $44.0 mililmmease or 30.2 % over the same period in 20d5542.5 million or 7.4% compared
the year ended December 31, 2005. Management mtencbntinue focusing its efforts on attractingecdeposits and expects certificate
deposits to increase over the remainder of 2006aasgrowth continues.

Liquidity and Capital Resources.

As of the end of the first quarter of 2006 the Bdrdd $31.0 million of Federal Home Loan Bank of édimati (“FHLB”)
borrowings. The borrowings are designed with a migtwf 10 years with call and put options aftestated conversion date. Managen
believes that FHLB borrowings provide an inexpeasivethod to reduce interest rate risks by obtaifonger term liabilities to match t
typically longer term assets the Bank has on itarze sheet that are usually below the cost officates of deposit.

Average stockholders' equity increased by $7.7ionilbr 29.8% to $33.5 million for the three montheded March 31, 20!
compared with $25.8 million during the three morghsled March 31, 2005. Actual equity increasedé #illion or 23.3% from March 3
2005 to March 31, 2006. Compared to the year ebadmémber 31, 2005, average stockholders’ equitgased by $4.6 million or 16.0%.

Results of Operations - Three months ended March 32006 compared to three months ended March 31, 200

Cornerstone Bancshares, Inc. and Subsidiaries
Consolidated Average Balance Sheets

Interest Income / Expense and Yield Rates
Taxable equivalent basis

(in thousands)

Three months ended

March 31
2006 2005
Average Income / Average Income /

Assets Balance Expense Yield/ Rate Balance Expense Yield / Rate
Loans, net of unearned income $ 271,65( $ 6,12¢ 9.14%$ 210,66' $ 4,03¢ 7.71%
Investment securities 34,31¢ 363 4.41% 26,42¢ 26E 4.22%
Other earning assets 1,51¢ 21 5.62% 3,66: 24 2.6€%
Total earning assets 307,48! 6,50¢ 8.6(% 240,75« 4,32: 7.3(%
Allowance for loan losses (3,629 (2,699
Cash and other assets 24,707 18,40:

TOTALASSETS 328,56 256,45¢
Liabilities and Stockholders' Equity
Interest bearing liabilities:
Interest bearing demand deposits $ 34,55. $ 91 1.07%3$ 32,68¢ $ 66 0.82%
Savings deposits 7,89¢ 20 1.05% 7,75C 13 0.6&%
MMDA's 44,46¢ 38¢ 3.55% 28,46¢ 16¢ 2.41%
Time deposits under $100,000 86,13 84:3 3.97% 61,63¢ 412 2.71%
Time deposits of $100,000 or more 42,82¢ 432 4.0% 29,23« 20t 2.84%
Federal funds and securities sold under
agreements to repurchase 9,92( 118 4.62% 7,291 27 1.5(%
Other borrowings 30,65¢ 26€ 3.52% 28,72 24E 3.4€%

Total interest bearing liabilities 256,45: 2,15¢ 3.41% 195,78t 1,137 2.36%




$ 4,35¢ $ 3,18¢

Noninterest bearing demand depo 36,64 33,44¢
Accrued expenses and other liabilities 1,98¢ 1,41¢€
Stockholders' equity 33,48¢ 25,80¢
TOTALLIABILITIES AND
STOCKHOLDERS'EQUITY 328,56 256,45!
Net interest margin on earning ass 5.7¢% 5.3&%
Net interest spread on earning as 5.1%% 4.94%

Net Interest Income. Net interest income is the principal component fihancial institution's income stream and représen
the spread between interest and fee income geddrata earning assets and the interest expenseopai@éposits. The following discussiot
on a fully taxable equivalent basis.

Net interest income before loan loss provision tfug first three months of 2006 increased $1.2 amillor 36.6% above r
interest income before loan loss provision forfih& three months of 2005. As in previous quarstdre rapid growth in earning assets ant
slower paced deposit costs were the driving fadiorihe increase in net interest income duringfitse quarter of 2006. Average earn
assets grew to $307.5 million compared to $24018amiin March 2005. Yields from earning assetsregased from 7.3% to 8.59% during
first quarter while the cost of deposits grew fréh®1% to 2.98% over the same period. The net istamargin outpaced the Bask’
projections again in the first quarter primarilprin the rapid growth created by the successful aptishments of the lending staff and
additional income from Eagle Financial, Inc.




Interest income increased $2.2 million or 50.6%tfa@ three month period ended March 31, 2006 coedptr the same peri
ended March 31, 2005. Interest income producedidydan portfolio increased $2.1 million or 51.986 the three month period ended Me
31, 2006 compared to three month period ended M3tct2005. This is due to the increase in averaged outstanding and the contin
repricing of the Bank’s loans caused by the FedReslerve rate increases during the past two years.

Management anticipates this growth will continustilghout the remainder of 2006 and expects Esglertfolio to grow as we
as the experienced staff continues to develop thaikket. Interest income on investment securities @ther earning assets increased 4
thousand or 32.9% for the three month period efdiath 31, 2006 compared to the three month pemade March 31, 2005.

Due to the $60.7 million increase in average irgelearing liabilities and market pressures togase rates paid on depa
from March 31, 2005 to March 31, 2006, total ingtrexpense increased $1.0 million or 89.7 % duttiegsame periods. Compared to the
ended December 31, 2005, average interest beaifities grew $35.8 million or 16.2%.

The net interest margin for the three months emdarth 31, 2006 was 5.76% compared to 5.39% foséme period of 200
The interest spread on earning assets increaséastd points to 5.19% for the period ended March2806, compared to 4.95 % for
period ended March 31, 2005.
The measure the Bank and many other financialtingtns use to measure this interest rate sertgitivia GAP repor
The report determines the amount of difference betwrepricing assets and liabilities over a peabtime. The period most commonly u:
by financial institutions is the one year cumulat@AP. Currently the Bank’balance sheet structure is considered assetigensihict
means the assets will reprice faster than liaeditiThe Banls one year cumulative GAP is 22.26% and consideeaeéficial if rates are risin
Management anticipates that the Federal ReserVearitinue to increase short term interest ratesafdeast one more time in 2006 wt
should benefit the Bank’s earning until liabilitieave time to reprice and the Baskiet interest margin returns to a more normalll
Management plans to actively manage the balancet simel during the remainder of 2006 reduce thet assesitivity of the Bank to a mc
neutral position that would not negatively impaatréngs if short term interest rates started a dweavd turn.

Allowance for Loan Losses. The allowance for loan losses represents manag&resgessment of the risks associated
extending credit and its evaluation of the quadityhe loan portfolio. Management analyzes the lpartfolio to determine the adequacy of
allowance for loan losses and the appropriate prows required to maintain a level considered adteqto absorb anticipated loan los
Management believes that the $3.9 million allowafureloan losses as of March 31, 2006 reflectsftitieknown extent of credit exposu
During the first three months ended March 31, 2066,Bank made a $378 thousand provision for leasds compared to $210 thous
during the same period of 2005. Included in the dlaB1, 2006 provision total is $9 thousand for Eainancial, Incs portfolio. Thi
increase in the provision during the first quar2®06, represents managemendéssessment of the loan portfolio and the inheriskt
associated with the loan growth, classified loamd mon-performing loans. During the recent pertbe&, Bank has seen an increase in non
performing loans and other assets (as discuss#tkifollowing section). The majority of the increai® nonperforming loans is with ol
relationship. Although the Bank performs prudengédir underwriting, no assurances can be given, lewethat adverse econor
circumstances will not result in increased loseabé loan portfolio and require greater provisiforspossible loan losses in the future.




Non-performing Assets. Non-performing assets include non-performing loand foreclosed real estate held for sale. Non
performing loans include loans classified as nocra or renegotiated. The Bank's policy is to placloan on nomeccrual status whi
payment of principal or interest is contractually& more days past due. At the time a loan isgulain noraccrual status, interest previot
accrued but not collected may be reversed and etamgainst current earnings. As of March 31, 2@006,Bank had $2.7 million in non-
accruing loans, the majority being two loans, afd@@bthousand in repossessed and foreclosed preperti which the majority is o
relationship with three, one to four family resides as collateral. These numbers are comparedl® thdusand in noaecruing loans at
$53 thousand in repossessed and foreclosed pregpeadiof March 31, 2005.

Non-interest Income. Non-nterest income consists of revenues generated &dmoad range of financial services and actiy,
including feebased services and profits, commissions earnedgdhroredit life insurance sales and other actiwitie addition, gains or loss
realized from the sale of residential mortgage $oare included in non-interest income. During tinst three months of 2006, total non-
interest income increased $215 thousand or 98.8r¥fpared with the first three months of 2005.

Non-interest Expense. Non-interest expense for the first three months of 2806:ased by $421 thousand or 23.14% compal
the first three months in 2005. Expenses for sedaaind employee benefits for the first three moatided March 31, 2006 increased by
thousand or 25.3% over the same period ended M&rcB005. As of March 31, 2006, occupancy and eqgaig expense increased by $:
thousand or 6.0 % over the same period in 20050tkker non-interest expenses for the thremith period ended March 31, 2006 incre:
$130 thousand or 27.4% over the non-interest exgsefts the same period ended March 31, 2005. T¢rease in nomAterest expenses
broad based and used to support the rapid growitiedBank’s assets and liabilities in a safe anthdananner.

Item 3. Quantitative and Qualitative Disclosures About Market Risk
2006 2005
Quarter Ending March 31 December 31  September 30 June 30 March 31

Balance at beginning of peric 3,545,04. 3,275,48! 3,054,84. 2,845,76! 2,665,46:
Loans charge-off (70,47¢) (239,78) (137,19) (135,05Y (44,99¢)
Loans recovere 39,14¢ 7,331 8,24 4,131 15,29t
Net charg-offs (recoveries 31,33: 232,44. 128,95! 130,92- 29,69¢
Provision for loan losses charg

to expenst 378,00( 502,00( 349,60( 340,00( 210,00(
Balance at end of peric 3,891,71. 3,545,04. 3,275,48 3,054,84. 2,845,76!
Allowance for loan losses as

percentage of average loe

outstanding for the peric 1.43"% 1.365% 1.321% 1.31/% 1.351%
Allowance for loan losses as

percentage of nonperforming ass

and loans 90 days past ¢

outstanding for the peric 113.26(% 233.92% 310.42:% 246.79%  1056.83%
Annualized QTD net char-offs as

a percentage of average lo:

outstanding for the peric 0.04% 0.158% 0.20€6% 0.22¢% 0.05%
Annualized YTD net char-offs as 0.04% 0.221% 0.17(% 0.14t% 0.051%

a percentage of average lo:
outstanding for the peric



YTD Average Outstanding Loal 271,650,00 236,108,03 228,142,00 219,566,30 210,666,68
QTD Average Outstanding Loa 271,650,00 259,746,35 247,938,15 232,409,64 210,666,68

Nonperforming assets ai 3,436,08: 1,515,47: 1,055,17. 1,237,79. 269,27

A comprehensive qualitative and quantitative analysgarding market risk was disclosed in Cornees® Form 10KSB for the year ends
December 31, 2005. No material changes in the g#soms used in preparing, or results obtained frtime, model have occurred si
December 31, 2005.




Item 4. Controls and Procedures

Evaluation of Disclosure Controls and Procedures

Cornerstone’s Chief Executive Officer and Treasurave evaluated the effectiveness of Cornerssomésclosure controls a
procedures (as such term is defined in Rules 18a)}&hd 15d-14(c) under the Securities ExchangeofAd934, as amended (thExchang
Act”)) as of a date within 90 days prior to therfg date of this quarterly report (the “EvaluatiDate”). Based on such evaluation, s
officers have concluded that, as of the Evaluabate, Cornerstone’disclosure controls and procedures are effeativaerting them on
timely basis to material information relating tor@erstone (including its consolidated subsidiariesjuired to be included in Cornerstane’
periodic filings under the Exchange Act.

Changes in Internal Controls

Since the Evaluation Date, there have not beers@mjficant changes in Cornerstogénternal controls or in other factors that c«
significantly affect such controls.

PART Il
OTHER INFORMATION

Item 1. Legal Proceedings

There are various claims and lawsuits in whichBhek is periodically involved incidental to the B@s business. In the opinion
Management, no material loss is expected from &sych pending claims or lawsuits.

ltem 1A. Risk Factors

Cornerstone intends to continue pursuing a grow#tegyy for its business though acquisitions andae branching. Cornerstoseprospeci
must be considered in light of the risks, expersses difficulties occasionally encountered by finahservices companies in growth sta
including maintaining loan quality, maintaining adate management personnel and information systenwsersee such growth;
maintaining adequate control and compliance funetio

There is no assurance that existing offices orréutffices will maintain or achieve deposit levdtzan balances or other operating re:
necessary to avoid losses or produce profits. Cstorees growth and de novo branching strategy necessanilgils growth in overhe
expenses as it routinely adds new offices and. Saffnerstone historical results may not be indicative of fetuesults or results that may
achieved as Cornerstone continues to increaseutihber and concentration of its branch offices.

There are considerable costs involved in openiagdires and new branches generally do not generfditgent revenues to offset their cc
until they have been in operation for at least arya more. Accordingly, Cornerstoseie novo branches may be expected to negs
impact its earnings during this period of time Lutite branches reach certain economies of scale.




Much of Cornerstons’ recent growth has been focused in the highly etitigee Chattanooga metropolitan markets. In thet@moog
market, Cornerstone faces competition from a widayaof financial institutions. Cornerstolsetontinued expansion into this market ma
impacted if it is unable to meet customer demamad®mpete effectively with the financial instituti® operating in these markets.

Cornerstones growth and expansion plans may be adverselytatfdry a number of regulatory and economic devetapimor other even
Failure to obtain required regulatory approvalsarages in laws and regulations or other regulateyetbpments and changes in preva
economic conditions may prevent or adversely affmnerstone’s continued growth and expansion.

Failure to successfully address the issues idedtifibove could have a material adverse effect andgtstones business, future prospe
financial condition or results of operations andldeadversely affect Cornerstone’s ability to sestelly implement its business strategy.

Cornerstones earnings are affected by its ability to propestiginate, underwrite and service loans. Cornerstoould sustain losses it
incorrectly assesses the creditworthiness of itsolaers or fails to detect or respond to deteriomain asset quality in a timely manr
Problems with asset quality could cause Cornerssoinéerest income and net interest margin to deeraad its provisions for loan losse
increase, which could adversely affect Cornerstonesults of operations and financial condition.

The risk of credit losses on loans varies with, agh@ther things, general economic conditions, tye tof loan being made, 1
creditworthiness of the borrower over the termhef lpan and, in the case of a collateralized |t yvalue and marketability of the collat:
for the loan. Management maintains an allowanceldan losses based upon, among other things, ltiatagxperience, an evaluation
economic conditions and regular reviews of delimgres and loan portfolio quality. Based upon suamttdrs, Management makes vari
assumptions and judgments about the ultimate cidlkty of the loan portfolio and provides an allance for loan losses based upt
percentage of the outstanding balances and takbsrge against earnings with respect to specifioadovhen their ultimate collectibility
considered questionable. If managemeasumptions and judgments prove to be incorrettlze allowance for loan losses is inadeque
absorb losses, or if the bank regulatory autharitexjuire the Bank to increase the allowance fan llmsses as a part of their examine
process, Cornerstone’s earnings and capital caukddnificantly and adversely affected.

Cornerstone relies on dividends from the Bank apiitimary source of funds. The Baskrimary source of funds is customer deposits
loan repayments. While scheduled loan repaymeets aelatively stable source of funds, they argesuitio the ability of borrowers to ref
the loans. The borrowerg2sources can be adversely affected by a numidactirs, including changes in economic conditi@userse trent
or events affecting business industry group, rédostin real estate values or markets, businessings or layeffs, weather relate
difficulties, natural disasters and internationadtability. Additionally, deposits levels may bdeated by a number of factors, including r
paid by competitors, general interest rate levedgyrns available to customers on alternative inaeats and general economic conditi
Accordingly, Cornerstone may be required from timéime to rely on secondary sources of liquiddayneet withdrawal demand or otherv
fund operations. Such sources include Federal Homa® Bank advances and federal funds lines of tfemtn correspondent banks. Wt
Cornerstone believes that these sources are dyrr@tquate, there can be no assurance they wiiulificient to meet future liquidi
demands. Cornerstone may be required to slow codisue loan growth, capital expenditures or otheestments or liquidate assets shi
such sources not be adequate.




The banking business is highly competitive and €mtone experiences competition in its market froany other financial institutior
Cornerstone competes with commercial banks, cregiibns, savings and loan associations, mortgag&itgarfirms, consumer finan
companies, securities brokerage firms, insurancepemies, money market funds, and other mutual fuasisvell as other community bal
and super-regional and national financial insting that operate office in Cornerstone’s primarykagareas and elsewhere.

Additionally, Cornerstone faces competition fromri®yzo community banks, including those with semmanagement who were previol
affiliated with other local or regional banks oo#ie controlled by investor groups with strong ldgasiness and community ties. Thes
novo community banks may offer higher deposit ratelower cost loans in an effort to attract Cost@nes customers, and may attemg
hire Cornerstone’s management and employees.

Cornerstone competes with these other financiditini®ns both in attracting deposits and in makiogns. In addition, Cornerstone ha
attract its customer base from other existing fananinstitutions and from new residents. Cornarstexpects competition to increase in
future as a result of legislative, regulatory aedhnological changes and the continuing trend ofsclidation in the financial servic
industry. Cornerstons’ profitability depends upon its continued ability successfully compete with an array of finanamstitutions in it
market areas.

From time to time Cornerstone may engage in additide novo branch expansion as well as the atiguisif other financial institutions
parts of those institutions. Cornerstone may atstsiler and enter into new lines of business arafew products or services. In addit
Cornerstone may receive future inquiries from ptiéérpurchasers of Cornerstone. Acquisitions andges involve a number of risl
including;

the time and costs associated with identifying evaluating potential acquisitions and merger pastne

« inaccuracies in the estimates and judgments usevatuate credit, operations, management and maigéet with respect to tl
target institution;

« the time and costs of evaluating new markets, digmperienced local management and opening newegffiand the time la
between these activities and the generation ofcserfit assets and deposits to support the costeadxpansion;

« Cornerstone’s ability to finance an acquisition @odsible dilution to its existing shareholders;

« the diversion of Cornerstone’s managememtitention to the negotiation of a transactior #re integration of the operations
personnel of the combining businesses;

« entry into new markets where Cornerstone lacks réxpee;




« the introduction of new products and services onerstone’s business;

« the incurrence and possible impairment of gooda#ikociated with an acquisition and possible adversetierm effects o
Cornerstone’s results of operations; and

« the risk of loss of key employees and customers.

Cornerstone may incur substantial costs to expahdre can be no assurance that the integratiomt&ffor any future mergers
acquisitions will be successful. Also, Cornerstomay issue equity securities, including common stacll securities convertible ir
shares of Cornerstoreecommon stock in connection with future acquissiowhich could cause ownership and economic ditutt
the Company’s shareholders. There is no assur#maefollowing any future mergers or acquisitio@®rnerstones integration effor
will be successful or Cornerstone, after givingeeffto the acquisition, will achieve profits comgale to or better than its histori
experience.

Cornerstones success significantly depends upon the growthojpulation, income levels, deposits and housingssia its marke
areas. If the communities in which Cornerstone af@sr do not grow or prevailing economic conditidosally or nationally ar
unfavorable, Cornerstone’s business may not sucéabarse economic conditions in Cornerstangdecific market areas could rec
its growth rate, affect the ability of its custormédo repay their loans to Cornerstone and gene&dtfct its financial condition ai
results of operations. Moreover, Cornerstone caming any assurance that it will benefit from anwgrket growth or favorab
economic condition in its primary market areahéyt do occur.

Any adverse market or economic conditions in treteStf Tennessee may increase the risk that Cooners borrowers will be unak
to timely make their loan payments, In additiore tharket value of the real estate securing loansolateral could be advers:
affected by unfavorable changes in market and enan@onditions. Any sustained period of increasegympent delinquencie
foreclosures or losses caused by adverse marketasromic conditions in the state of Tennessee cadleérsely affect the value
Cornerstone’s assets, revenues results of opesadiuth financial condition.

Changes in interest rates may affect Cornerstoles’el of interest income, the primary compondrtsogross revenue, as well as
level of its interest expense. Interest rates aghly sensitive to many factors that are beyondn@mtones control, including genet
economic conditions and the policies of variousegomental and regulatory authorities. Accordinglganges in interest rates cc
decrease Cornerstone’s net interest income. Changie level of interest rates also may negatiafect Cornerstons’ ability tc
originate real estate loans, the value of Cornaessoassets and Cornerstanability to realize gains from the sale of itsedssall o
which ultimately affects Cornerstone’s earnings.

Cornerstone depends on the strategies and managsereites of Gregory B. Jones, its Chairman ofBbard and Chief Executi
Officer. Although Cornerstone has entered into arpleyment agreement with him, the loss of Mr. Jore=mvices could have
material adverse effect on Cornerstanleusiness, results of operations and financiadlitiom. Cornerstone is also dependent on ce
other key officers who have important customerti@hships or are instrumental to its operationsar@@fes in key personnel and tl
responsibilities may be disruptive to Cornerstonaisiness and could have a material adverse effedCornerstons’ busines:
financial condition and results of operations.




Cornerstone believes that its future results widloadepend in part upon its attracting and retainiighly skilled and qualifie
management and sales and marketing personnekyarly in those areas where Cornerstone may openhmanches. Competition
such personnel is intense, and Cornerstone casaoteayou that it will be successful in attractimgetaining such personnel.

Cornerstone operates in a highly regulated industy/is subject to examination, supervision, andmehensive regulation by varic
federal and state agencies including the Board o¥e@ors of the Federal Reserve Bank (FRB), theCFBhd the Tenness
Department of Financial Institutions. Cornerst@neggulatory compliance is costly and restrictsaterof its activities, includin
payment of dividends, mergers and acquisitionsestments, loans, and interest rates charged, sthtesites paid on deposits i
locations of offices. Cornerstone is also subjectdpitalization guidelines established by its tatgus, which require it to maintz
adequate capital to support its growth.

The laws and regulations applicable to the bankmuystry could change at any time, and Cornersttamaot predict the effects
these changes on its business and profitabilitgaBse government regulation greatly affects thénkas and financial results of
commercial banks and bank holding companies, Cstmees cost of compliance could adversely affect itditglto operate profitably

Cornerstone may not be able to sustain its histbrate of growth or may not even be able to grtasbusiness at all. In additic
Cornerstones recent growth may distort some of its historfag@ncial ratios and statistics. In the future, @astone may not have
benefit of several recently favorable factors, sasha generally favorable interest rate environmargtrong residential mortge
market, or the ability to find suitable expansigeportunities. Various factors, such as economidlitimms, regulatory and legislati
considerations and competition, may also impedgahibit Cornerstone’s ability to expand its margetsence.

As a Tennessee corporation, Cornerstone is sulgje@trious legislative acts which impose restricsi@n and require compliance v
procedures designed to protect shareholders agaifiair or coercive mergers and acquisitions. Tretatutes may delay or prev
offers to acquire Cornerstone and increase thedity of consummating any such offers, even if #tguisition of Cornerstone wol
be in its shareholders’ best interests.

The amount of common stock owned by, and other emrsgtion arrangements with, Cornersteragficers and directors may mak
more difficult to obtain shareholder approval ofgxdial takeovers that they oppose.

As of February 28, 2006, directors and executifiearfs beneficially owned approximately 23.35% afr@@erstones common stoc
Agreements with Cornerstorse’senior management also provide for significantnmnts under certain circumstances followir
change in control. These compensation arrangem@gisther with the common stock and option ownersiiiCornerstona’ board c
directors and management, could make it difficultegpensive to obtain majority support for shardeolproposals or potent
acquisition proposals of us that Cornerstone’sctiims and officers oppose.




Cornerstones continued pace of growth may require it to raidditional capital in the future, but that capitey not be available wh
it is needed.

Cornerstone is required by federal and state régylauthorities to maintain adequate levels ofitedypo support its operations. Wk
Cornerstones capital resources will satisfy its capital reqments for the foreseeable future, Cornerstoneahagme point, howewvi
need to raise additional capital to support itsticored growth.

Cornerstones ability to raise additional capital, if needed]|lwlepend on conditions in the capital marketstatt time, which ai
outside its control, and on its financial perforrm@anAccordingly, Cornerstone cannot assure itsestodders that it will be able to ra
additional capital if needed on terms acceptabli. ttf Cornerstone cannot raise additional capithlen needed, its ability to furtt
expand its operations through internal growth acglissitions could be materially impaired.

The banking industry and the ability to deliverdiintial services is becoming more dependent on téatjical advancement, such as
ability to process loan applications over the Inéty accept electronic signatures, provide prostasis updates instantly and lame
banking capabilities and other customer expectetemiences that are cost effective to Cornerstobesiness processes. As ti
technologies are improved in the future, Cornemstaray, in order to remain competitive, be requitednake significant capit
expenditures.

Cornerstone cannot say with any certainty when aenactive and liquid trading market for its commstock will develop or
sustained. Because of this, Cornerstershareholders may not be able to sell their shatrése volumes, prices, or times that !
desire.

Cornerstone cannot predict the effect, if any, thaire sales of its common stock in the marketailability of shares of its comm
stock for sale in the market, will have on the neaifirice of Cornerstong’common stock. Cornerstone, therefore, can givassaranc
that sales of substantial amount of its commonkstod¢he market, or the potential for large amouwftsales in the market, would |
cause the price of its common stock to declinevgrair its ability to raise capital through salestefcommon stock.

The market price of Cornerstose&Zommon stock may fluctuate in the future, angdeHkictuations may be unrelated to its performs
General market price declines or overall markettidtly in the future could adversely affect théger of our common stock, and
current market price may not indicative of futurariet prices.

In order to maintain its capital at desired levaisequired regulatory levels, or to fund futurewth, Cornerstons’ board of directo
may decide from time to time to issue additionarsks of common stock or securities convertible, int@hangeable for or represen
rights to acquire shares of its common stock. Tdle ef these shares may significantly dilute Castmre’s Shareholderswnershij
interest as a shareholder and the per share bk shits common stock. New investors in the fatoray also have rights, preferer
and privileges senior to its current shareholdeictvimay adversely impact its current shareholders.




Cornerstone derives its income solely from divicend the shares of common stock of the Bank. Thk'Baability to declare and p
dividends is limited by its obligations to maintainfficient capital and by other general restriction its dividends that are applice
to banks that are regulated by the FDIC and theaPeyent of Financial Institutions. In addition, tRRB may impose restrictions
Cornerstones ability to pay dividends on its common stock.aAsesult Cornerstone cannot assure its sharehdlusrg will declare c
pay dividends on shares of its common stock irfuhee.

Item 6. Exhibits and Reports on Form 8-K
(@  Exhibits
Exhibit Number Description
3 First Amendment to Amended and Restated Chart€oaofierstone Bancshares, Inc. (1)
31 Certifications under Section 302 of the Sarbane¥Act of 2002.
32 Certifications under Section 906 of the SarbaneAct of 2002.

(1) Incorporated by reference from Exhibit 3 of tlegistrant’s Form 10- QSB filed on May 14, 2004.

(b)  Reports on Form 8-K
(1) Form 8K dated January 13, 2006 disclosing a press reledated to the fiscal quarter ended Decembe
(2 Iig?ri 8K dated February 27, 2006 announcing the declaraifoa $0.06 per share quarterly dividend wi
record date of March 15, 2006 and a payment dafgof 10, 2006.
SIGNATURES

In accordance with the requirements of the Exchakaethe registrant caused this report to be gigmeits behalf by the undersigned,
thereunto duly authorized.

Cornerstone Bancshares, Inc.

Date: May 10, 2006 /sl Gregory B. Jones

Gregory B. Jones
Chairman and Chief Executive Offic

Date: May 10, 2006 /s/ Nathaniel F. Hughes

Nathaniel F. Hughe
President and Treasutr




EXHIBIT INDEX

Exhibit Number Description
3 First Amendment to Amended and Restated Chart€oafierstone Bancshares, Inc. (1)
31 Certifications under Section 302 of the SarbaneeAct of 2002.
32 Certifications under Section 906 of the Sarbane¥Act of 2002.

(1) Incorporated by reference from Exhibit 3 of theisegnt's Form 10-QSB filed on
May 14, 2004.




EXHIBIT 31
CERTIFICATION

I, Gregory B. Jones, Chairman and Chief Executiffec€r, certify that:
1. | have reviewed this quarterly report on FAorQ of Cornerstone Bancshares, Inc (the “Regisian

2. Based on my knowledge, this quarterly report dadscontain any untrue statement of a material dacimit to state a material f
necessary to make the statements made, in ligtheofircumstances under which such statements mvade, not misleading with respec
the period covered by this quarterly report;

3. Based on my knowledge, the financial statementd,ctiner financial information included in this gteaty report, fairly present
all material respects the financial condition, tesof operations and cash flows of the Registatand for, the periods presented in
quarterly report;

4. The Registrarg’ other certifying officers and | are responsilie dstablishing and maintaining disclosure contesld procedurt
(as defined in Exchange Act Rules 13a-15(e) and1Bd)) and internal controls over financial repagt{as defined in Exchange Act Rt
13a-15(f) and 15d-15(f) for the Registrant and have

(@) designed such disclosure controls and proceduresaused such disclosure controls and procedurée tdesigned under ¢
supervisions, to ensure that material informatielating to the Registrant, including its consol@hsubsidiaries, is made known to u¢
others within those entities, particularly durihg fperiod in which this quarterly report is beinggared,;

(b) Designed such internal control over financial réipar, or caused such internal control over finahi@aorting to be designed uni
our supervision, to provide reasonable assurargardang the reliability of financial reporting atlde preparation of financial statements
external purposes in accordance with generally@edeaccounting principles;

(c) Evaluated the effectiveness of the Registsadisclosure controls and procedures; and presentdus report our conclusio
about the effectiveness of the disclosure contral$ procedures, as of the end of the period covaydtiis report based on such evalua
and

(d) Disclosed in this report any change in thgiReants internal control over financial reporting thatomed during the most reci
fiscal quarter that has materially affected, aei@sonably likely to materially affect, the Regdasi’'s internal control over financial reporting.

5. The Registrant’s other certifying officers dnithve disclosed, based on our most recent evatydb the Registrarg’auditors ar
the audit committee of Registrant’s board of divest(or persons performing the equivalent funciipns

(@) all significant deficiencies and material weaknsssethe design or operation of internal controéofinancial reporting which a
reasonably likely to adversely affect the Regidtsaability to record, process, summarize and refioancial information; and

(b) any fraud, whether or not material, that imes management or other employees who have disatti role in the Registrarst’
internal control of internal controls over finanaiaporting.

Date: May 10, 2006
/sl Gregory B. Jone

Gregory B. Jone:
Chairman and Chief Executive Offic




CERTIFICATION
I, Nathaniel F. Hughes, President and Treasuretifycéhat:
1. | have reviewed this quarterly report on FAdrQ of Cornerstone Bancshares, Inc;

2. Based on my knowledge, this quarterly report dadscontain any untrue statement of a material dacimit to state a material f
necessary to make the statements made, in ligthteofircumstances under which such statements mvade, not misleading with respec
the period covered by this quarterly report;

3. Based on my knowledge, the financial statementd,ctiner financial information included in this gteaty report, fairly present
all material respects the financial condition, tesof operations and cash flows of the Registastand for, the periods presented in
quarterly report;

4. The Registrarg’ other certifying officers and | are responsilie dstablishing and maintaining disclosure contesld procedurt
(as defined in Exchange Act Rules 13a-15(e) and1Bd)) and internal controls over financial repagt{as defined in Exchange Act Rt
13a-15(f) and 15d-15(f) for the Registrant and have

(@) designed such disclosure controls and proceduresawsed such disclosure controls and procedurée tdesigned under ¢
supervision, to ensure that material informatidatieg to the Registrant, including its consolidhseibsidiaries, is made known to us by ot
within those entities, particularly during the metin which this quarterly report is being prepared

(b) Designed such internal control over financial réipgr, or caused such internal control over finahi@gorting to be designed uni
our supervision, to provide reasonable assurargardang the reliability of financial reporting atlde preparation of financial statements
external purposes in accordance with generally@edeaccounting principles;

(c) Evaluated the effectiveness of the Registsadlisclosure controls and procedures and presantai report our conclusions ab
the effectiveness of the disclosure controls andeguiures, as of the end of the period coveredibyéport based on such evaluation; and

(d) Disclosed in this report any change in thgiReants internal control over financial reporting thatomed during the most reci
fiscal quarter that has materially affected, aei@sonably likely to materially affect, the Regdasi’'s internal control over financial reporting.

5. The Registrarg’ other certifying officers and | have disclosealsédd on our most recent evaluation of internalrotsbver financic
reporting, to the Registrant’s auditors and theitaadmmittee of Registrarg’ board of directors (or persons performing theiveden!

functions);

(@) all significant deficiencies and material weaknsssethe design or operation of internal controéofinancial reporting which a
reasonably likely to adversely affect the Regidtsaability to record, process, summarize and refioancial information; and

(b) any fraud, whether or not material, that imes management or other employees who have disatti role in the Registrarst’
internal control of internal controls over finanaiaporting.

Date: May 10, 2006 /s/ Nathaniel F. Hughes

Nathaniel F. Hughe
President and Treasur




Exhibit 32

CERTIFICATIONS PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002
(18 U.S.C. SECTION 1350)

In connection with the Quarterly Report of Cornengt Bancshares, Inc., a Tennessee corporatiofiGtimapany”), on Form 10-Q
for the quarter ended March 31, 2006, as filed WithSecurities and Exchange Commission (the “R&p@regory B. Jones, Chief
Executive Officer of Cornerstone and Chairman ofr@ostone’s Board of Directors, and Nathaniel Fghis, President and Treasurer of
Cornerstone, respectively, do each hereby cepifysuant to § 906 of the Sarbanes-Oxley Act of 20482U.S.C. § 1350), that to his
knowledge:

(1) The Report fully complies with the requiremeotsection 13(a) or 15(d) of the Securities Exg®Act of 1934; and

(2) The information contained in the Report faphgsents, in all material respects, the finan@aldition and result of operations of
Cornerstone.

/sl Gregory B. Jones

Gregory B. Jones
Chairman and Chief Executive Officer
May 10, 2006

/sl Nathaniel F. Hughe

Nathaniel F. Hughe
President and Treasurer
May 10, 2006

[A signed original of this written statement recuairby Section 906 has been provided to Corner®aneshares Inc. and will be retained by
Cornerstone Bancshares, Inc. and furnished todbar8ies and Exchange Commission or its staff ugguiest.]




