UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

SCHEDULE 14A INFORMATION

Proxy Statement Pursuant to Section 14(a) of the
Securities Exchange Act of 1934

Filed by the Registrant: [x]
Filed by a Party other than the Registrant:[]

Check the appropriate box:

Preliminary Proxy Statement

Confidential, for Use of the Commission Only (asrpiéted by Rule 14a-6(e)(2))
Definitive Proxy Statement

Definitive Additional Materials

Soliciting Material Pursuant to §240.14a-12

OO000dmM

CORNERSTONE BANCSHARES, INC.

(Name of Registrant as Specified in Its Charter)

(Name of Person(s) Filing Proxy Statement, if otihan the Registrant)

Payment of Filing Fee (Check the appropriate box):
No fee required.
O Fee computed on table below per Exchange Act Ridast(i)(1) and 0-11.
(1) Title of each class of securities to which transecapplies:
(2) Aggregate number of securities to which transacioplies:

(3) Per unit price or other underlying value of tratigeccomputed pursuant to Exchange Act Rule 0-11
(set forth the amount on which the filing fee iscatated and state how it was determined):

(4) Proposed maximum aggregate value of transaction:
(5) Total fee paid:

O Fee paid previously with preliminary materials.

O Check box if any part of the fee is offset as pded by Exchange Act Rule 0-11(a)(2) and identify th
filing for which the offsetting fee was paid preusly. Identify the previous filing by registrati@statement
number, or the Form or Schedule and the date fifirtg.

(1) Amount Previously Paid:

(2) Form, Schedule or Registration Statement No.:
(3) Filing Party:

(4) Date Filed:




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

NOTICE OF MEETING OF SHAREHOLDERS
TO BE HELD ON APRIL 17, 2008
Notice is hereby given that the Annual Meeting tfaholders (the “Shareholders Meetingf)Cornerstone Bancshares, Inc
Tennessee corporation and bank holding compangtezgd under the Bank Holding Company Act of 1%6amended (the “Comparny”
will be held at the Ooltewah branch of the Complmated at 8966 Old Lee Highway, Ooltewah, Tenresse April 17, 2008, beginning
6:00 p.m. local time, for the following purposes:

1. Elect Directors To elect eleven (11) individuals to the Boafdaectors;

2. Ratification of Appointment of Independent Atads . To ratify the appointment of Hazlett, Lewis & Bie, PLLC a
independent auditors of the Company for the figear ending December 31, 2008; and

3. Other Business To transact such other or further business as mapyepy come before the Shareholders Met
or any adjournment or postponement thereof.

Information regarding the matters to be acted ugtothe Shareholders Meeting is contained in theyP&iatement attached to t
Notice.

Only shareholders of record at the close of busiresFebruary 29, 2008 are entitled to notice ofl to vote at, the Sharehold
Meeting or any adjournment(s) thereof.

All shareholders, whether or not they expect terattthe Shareholders Meeting in person, are reegiéstcomplete, date, sign ¢
return the enclosed proxy in the accompanying epeelThe proxy may be revoked by the person exggtitie proxy at any time before i
exercised by filing with the President of the Compan instrument of revocation or a duly executaaky bearing a latedate, or by electir
to vote in person at the Shareholders Meeting.

BY ORDER OF THE BOARD OF DIRECTORS

Chattanooga, Tennessee Gregory B. Jones

March 21, 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 17, 2008

SOLICITATION OF PROXIES

This Proxy Statement is being furnished to the efalders (the “Shareholderstf Cornerstone Bancshares, Inc., a Tennt
corporation (the “Company”) in connection with thelicitation of proxies by the Board of Directorstbe Company (the “Boardrom
holders of the outstanding shares of the commarks®1.00 par value per share, of the Company“@wenmon Stock”)for use at the annt
meeting of the Shareholders to be held at the CagipaDoltewah branch located at 8966 Old Lee Highwagltewah, Tennessee,
Thursday, April 17, 2008, beginning at 6:00p.maldime, and at any adjournment or postponemenmgtti€the “Shareholders Meeting”).

The Board has fixed the close of business on Fepr2@ 2008 as the record date for the determinadfoShareholders entitled
notice of, and to vote at, the Shareholders Meetiagh share of the Common Stock entitles the haotdeof to one vote. As of February
2008 there were issued and outstanding 6,319,7di@slof Common Stock.

Proxies for the Shareholders Meeting are herebggbsolicited on behalf of the Company. In connettwath the solicitation ¢
proxies, the Board has designated Mr. Gregory Bedar Doyce G. Payne, M.D. as their proxies. Shamgresented by all properly exect
proxy cards received in time for the meeting (tReoky Shares"Will be voted at the Shareholders Meeting in acanog with the directiol
on such proxies. If no directions are specifie@, Broxy Shares will be voted (a) “FORfe election of the eleven (11) persons specifs
nominees for directors of the Company; (b) “FOR thtification of the Audit Committeg’appointment of Hazlett, Lewis & Bieter, PLLC
independent auditors; and (c) in the best judgméiite person named in the enclosed proxy in caiorewith the transaction of such ot
business as may properly come before the ShareksoMeeting. The Board knows of no other businesd thill be presented f
consideration at the Shareholders Meeting other tha matters described in this Proxy Statemerdulshany director nominee named he
become unable or unwilling to serve if electeds iintended that the Proxy Shares will be votedtlfier election, in his or her stead, of <
other person as the Board may recommend.

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

This Proxy Statement is dated March 21, 2008 aruohdt the accompanying notice and form of proxyfase being mailed to tr
Shareholders on or about March 21, 2008. All co§tsreparing, printing, assembling and mailing fiven of proxy and the material usec
the solicitation will be paid by the Company.

The presence in person or by proxy of the holdés majority of the shares of the Common Stock wilhstitute a quorum for t
transaction of business at the Shareholders MeeWotes cast by proxy or in person at the Sharaheldeeting will be counted by 1
persons appointed by the Company to act as elet&pectors for the meeting. The election inspectoitl treat Proxy Shares that refl
abstentions as shares that are present and ertttledte for purposes of determining the preserfca quorum. Abstentions will not
counted as votes for or against any proposal. tisghinstances where shares are held by brokersandh@rohibited from exercisil
discretionary authority for beneficial owners whavh not given voting instructions (“broker nonv@jeshose shares will be counted
present for quorum purposes. Broker nonvotes willbe counted as votes for or against any proposal.




SECURITY OWNERSHIP OF CERTAIN BENEFICIAL
OWNERS AND MANAGEMENT

Set forth below is information, as of February 2908, with respect to beneficial ownership by @jreperson who is known to -
Company to be the beneficial owner of more than &%he outstanding shares of Common Stock, (b) eti@ttor and nominee of t
Company, (c) each named executive officer (as serch is defined under Item 402(a)(3) of Regulatiel, referred to herein collectively
the “named executive officersfpr fiscal 2007, and (d) all directors and execeitofficers of the Company as a group. Unless otise
indicated below, to the Compasyknowledge, all persons listed below have the goling and investment power with respect to tisbare
of Common Stock (except to the extent that authasishared by spouses under applicable law).

Directors, Nominees and Named Executive Officers

Name and Address of Beneficial Amount and Nature of Percent of Outstanding
Owner Description Beneficial Ownership Common Stock (1)
B. Kenneth Driver Director 114,844 (2)(7) 1.81%

835 Georgia Avenue
Chattanooga, Tennessee 37402

Karl Fillauer Director 150,260 (2)(8) 2.37%
835 Georgia Avenue
Chattanooga, Tennessee 37402

Nathaniel F. Hughes President, Chief Financial 245,100 (4)(9) 3.79%
835 Georgia Avenue Officer and Director

Chattanooga, Tennessee 37402

Gregory B. Jones Chairman of the Board, 239,900 (5)(10) 3.71%
835 Georgia Avenue Chief Executive Officer

Chattanooga, Tennessee 37402 and Director

Jerry D. Lee Executive Vice President 240,600 (6)(11) 3.72%
835 Georgia Avenue Senior Loan Officer and

Chattanooga, Tennessee 37402 Director

Lawrence D. Levine Director 49,810 (2)(12) *

835 Georgia Avenue
Chattanooga, Tennessee 37402

Frank S. McDonald Director 12,500 (3) *
835 Georgia Avenue
Chattanooga, Tennessee 37402

Doyce G. Payne, M.D. Director 173,860 (2)(13) 2.74%
835 Georgia Avenue
Chattanooga, Tennessee 37402

Wesley M. Welborn Director 19,500 (3) *
835 Georgia Avenue
Chattanooga, Tennessee 37402

Billy O. Wiggins Director 162,470 (2)(14) 2.56%
835 Georgia Avenue
Chattanooga, Tennessee 37402

Marsha Yessick Director 118,100 (2)(15) 1.86%
835 Georgia Avenue
Chattanooga, Tennessee 37402

Robert B. Watson Executive Vice President 24,600 (16) *
835 Georgia Avenue
Chattanooga, Tennessee 37402




All directors and executive officers as 1,551,544 22.71%
group (12) persons

* Signifies less than one percent




Notes

(1) Unless otherwise indicated, beneficial ownershipsigts of sole voting and investing power base®,819,718 shares issued a
outstanding on February 29, 2008. For the purpdseomputing the percentage of outstanding sharesedwby each benefic
owner, the shares issuable pursuant to stock aptietd by such beneficial owner that are exercisablwill become exercisal
within 60 days of February 29, 2008 are deemecktoudistanding, but are not deemed to be outstaridirthe purpose of computi
the percentage owned by any other person.

2 Includes 7,500 shares issuable within 60 days bfuy 29, 2008 upon exercise of options issuedyant to the 1996 Cornerst
Statutory and Non-statutory Stock Option Plan.

3) Includes 4,500 shares issuable within 60 days bfugey 29, 2008 upon exercise of options issuedyant to the 1996 Cornerstt
Statutory and Non-statutory Stock Option Plan.

4) Includes 147,100 shares issuable within 60 day$edfruary 29, 2008 upon exercise of options issuaduant to the 19¢
Cornerstone Statutory and Non-statutory Stock @fimn and the Cornerstone 2002 Long Term Incefftian.

(5) Includes 139,900 shares issuable within 60 day$eaifruary 29, 2008 upon exercise of options issusaduant to the 19¢
Cornerstone Statutory and Non-statutory Stock @fian and the Cornerstone 2002 Long Term Incefftian.

(6) Includes 144,700 shares issuable within 60 day$eaifruary 29, 2008 upon exercise of options issusaduant to the 19¢
Cornerstone Statutory and Non-statutory Stock @#imn and the Cornerstone 2002 Long Term Incelftiaa.

(7 Includes 107,344 shares held jointly with Mr. Drigespouse, as to which Mr. Driver disclaims beciafiownership.
(8) Includes 142,760 shares held by Fillauer Partnéim#ied Partnership, as to which Mr. Fillauer déms beneficial ownership.
9 Includes 3,000 shares held as custodian for Mr.hdagchildren, as to which Mr. Hughes disclaimsdif@mal ownership.

(10) Includes 29,000 shares held jointly with Mr. Jonggbuse, and 5,600 shares held in an IRA accoummylones’spouse, as
which Mr. Jones disclaims beneficial ownership.

(11) Includes 38,000 shares held in an IRA account byllde’s spouse and 2,400 shares held as custodian falda @s to which Mi
Lee disclaims beneficial ownership.

(12) Includes 800 shares held by Mr. Levisespouse and 35,610 shares held in a CharitablaiRdenr Trust as to which Mr. Levi
disclaims beneficial ownership.

(13) Includes 53,360 shares held jointly with Dr. Pagngdouse and 12,000 shares held individually byPdgne$ spouse, as to whi
Dr. Payne disclaims beneficial ownership.

(14) Includes 12,000 shares held as custodiaa &ild, as to which Mr. Wiggins disclaims beneflawnership.

(15) Includes 50,000 shares held by Ms. Yessick’s spaage which Ms. Yessick disclaims beneficial ovagp.

(16) Includes 24,400 shares issuable within 60 daysbfiary 29, 2008 upon exercise of options issuesiuamt to the Cornerstone 2(
Long Term Incentive Plan.

Greater than 5% Beneficial Owners

The Company is not aware of any person (including ‘@roup” as that term is used in the Securities ExchangeoAdi934, a
amended) who is the beneficial owner of more tHAn05 the outstanding shares of Common Stock, &ebfuary 29, 2008.

PROPOSALS
I ELECTION OF DIRECTORS

Pursuant to the Comparsybylaws, the Board has set the number of directbthe Company to be between nine and fifteen.
Board has nominated B. Kenneth Driver, Karl Fillgudathaniel F. Hughes, Gregory B. Jones, Jerrid2, Lawrence D. Levine, Frank
McDonald, Doyce G. Payne, M.D., Wesley M. WelboRilly O. Wiggins and Marsha Yessick to stand foeatlon as directors at t
Shareholders Meeting. Should any nominee becomeélerria serve for any reason, or choose not to sehes Board may designats
substitute nominee or nominees (in which evenp#rsons named in the enclosed proxy card will efitealid proxy cards for the election
such substitute nominee or nominees), allow thaweyg or vacancies to remain open until a suitahteitiate or candidates are located ¢
resolution provide for a lesser number of directors

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






Information about Director Nominees

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

Name

Age

Principal Occupation

B. Kenneth Driver

72

Vice Chairman and C@hief Executive Officer of Fillauer Companies, Insince Janua
2007, and President and Chief Operations Officemf1996 to 2007. Fillauer Companies,

is a Chattanooga based prosthetic manufacturehadebeen a director of the Company s
1997.

Karl Fillauer

60

Chairman of Fillauer Companies, Inc., since 1998aler Companies, Inc. is a Chattano
based prosthetic manufacturer. He has been adlirecthe Company since 1997.

Nathaniel F. Hughes

49

President and Chief Financial Officer of the Compamd President and Chief Operat
Officer of Cornerstone Community Bank since Jun@f2Mr. Hughes was President and C
Financial Officer of the Company and Cornerstonen@unity Bank from April 2003 to Jul
2004. Mr. Hughes was Executive Vice President ahefdFinancial Officer of the Compa
and Cornerstone Community Bank from February 1@98gril 2003. Mr. Hughes has bee
director of the Company since April 2003.

Gregory B. Jones

55

Chairman of the Board and Chief Executive Officdr tbe Company and Cornerstd
Community Bank since April 2003. President and €hieecutive Officer of the Company &
Cornerstone Community Bank from January 1999 tal/&003. He has been a director of
Company since 1999.

Jerry D. Lee

46

Executive Vice President and Senior Loan OfficeCofnerstone Community Bank since A
1999. Mr. Lee has been a director of the CompamgesApril 2003.

Lawrence D. Levine

78

Retired insurance executive since 2002. Prior t®22®e was President of Finang
Management Corp. for over twenty years. Financianbement Corp. was a Chattang
based insurance and financial management compasyald been a director of the Comp|
since 1997.

Frank S. McDonald

56

President of FMA Architects, PLLC, for more tham tgears. FMA Architects, PLLC is
locally based architectural firm. He has been aadar of the Company since September 20

5.

Doyce G. Payne, M.D.

57

Retired physician of obstetrics and gynecologyhimm Chattanooga area. He practiced obstg
and gynecology in the Chattanooga area for mone téa years prior to his retirement in 20
He has been a director of the Company since 1997.

Wesley M. Welborn

49

President of Welborn & Associates, Inc. for morattten years. Welborn & Associates, Ing
a locally based consulting firm specializing inngportation logistics. He has been a direct
the Company since September 2005.

Billy O. Wiggins

65

President of Checks, Inc., for more than ten y&aingcks, Inc. is a Chattanooga based spe
check printing company. He has been a directon@Qompany since 1997.

Marsha Yessick

60

Owner of Yessick’'s Design Center for more than years. Yessicls Design Center is
Chattanooga based interior design company. Shebéas a director of the Company si

1997.

Voting for Directors

Directors will be elected by a plurality of the getcast at the Shareholders Meeting at which auqués presenfTHE BOARD OF
DIRECTORS RECOMMENDS THAT YOU VOTE “* FOR” THE ELECTION OF EACH OF THE NOMINEES AS DIRECTORS

OF THE COMPANY.




Il RATIFICATION OF APPOINTMENT OF INDEPENDENT AUDITORS

The Audit Committee of the Board has appointed ethzl ewis & Bieter, PLLC ("HLB") to serve as thediependent certified pub
auditors for the Company and its subsidiaries ffier fiscal year ending December 31, 2008 (sometirfesred to herein as “fiscal 2008”
HLB has served as the independent auditors foicCin@pany since 1997 and for Cornerstone CommunitykBthe Company only ban
subsidiary (the “Bank”)since 1996. HLB has advised the Company that neih® nor any of its partners have any direct otenal interes
in the Company and its subsidiaries except as @sdiind independent certified public accountanti@Company and its subsidiaries.

The Company is asking the shareholders to ratiéyAbdit Committees appointment for fiscal 2008. In the event therShalder
fail to ratify the appointment, the Audit Committedll consider it a direction to consider other #ark after fiscal 2008. A representative
HLB will be present at the Shareholders Meeting ailtlbe given the opportunity to make a statementbehalf of HLB if he or she
desires. The HLB representative is also expectedspond to appropriate questions from the shadensl

The affirmative vote by holders of a majority oktBhares of Common Stock represented at the Shdeebdvieeting, at which
qguorum is present, is required to ratify the appoant of HLB as the Company’s independent audfimrsiscal 2008.

THE BOARD UNANIMOUSLY RECOMMENDS A VOTE “ FOR” THE RATIFICATION OF THE APPOINTMENT OF
HAZLETT, LEWIS & BIETER, PLLC AS THE COMPANY’ S INDEPENDENT AUDITORS FOR THE FISCAL YEAR ENDING
DECEMBER 31, 2008.

CORPORATE GOVERNANCE AND THE BOARD OF DIRECTORS

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

Board Composition and Director Independence

The Board is comprised of three employee directbtsssrs. Hughes, Jones and Lee, and eightengpleyee director
Messrs. Driver, Fillauer, Levine, McDonald, Payn&glborn, Wiggins and Ms. Yessick. Each of the momployee directors is
“independent director,” as defined by the ruleshef National Association of Securities Dealers, (HNASD”). The Board has four standi
committees: the Audit Committee, the Asset/Liapilflanagement and Strategic Planning Committee Hhman Resource/Compensa
Committee (sometimes referred to herein as the ‘{@oreation Committee’and the Nominating/Board Governance Committee. Bbarc
limits membership on the Audit Committee, the Congagion Committee and the Nominating/Board Goveragdommittee to independ:
directors as defined by rules of the NASD and tkeusities and Exchange Commission (“SECThese committees advise the Boarc
policy origination and plan administrative strateggd assure policy compliance through managemeudrtieg from areas under th
supervision. These same four committees also sheeCompany's only bank subsidiary, Cornerstone r@onity Bank (the “Bank”).In
addition, the Bank has a Directors Loan Commitld® Company’s wholly owned subsidiary, Eagle Finandénc. (“Eagle”),has a Board «
Directors of four (4) independent non-managemergctibrs and four (4) management directors. The @Gmylp Board selects the non-
management directors from the Company’s indepentiestttors.

Code of Conduct

The Company has adopted a code of conduct, whintaits provisions consistent with the SE@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 or persons performing similamttions. The purpose of the code of conduct ispraymother things, to provide writt
standards that are reasonably designed to detargdoing and to: (1) promote honest and ethical aohd2) provide full, fair, accura
timely and understandable disclosure in reportsdmudiments that the Company files with the Seasrigind Exchange Commission and ¢
public communications by the Company; (3) be in piamce with applicable governmental laws, ruled eggulations; (4) promptly rep:
any violations of the code of conduct; and, (5pbksh accountability for adherence to the codearfduct. Each director is required to r
and certify annually that he or she has read, whaleds and will comply with the code of conduct.






Meetings of the Board of Directors

The Board of Directors held twelve meetings dur2@®7 and all of the directors, with the exceptiéiMo. Smith, attended at le:
75% of the aggregate total number of meetings®Bbard and meetings of the Board committees oclwthiey served. Mr. Smith suffere
stroke in August 2007 and has subsequently beeerumddical care and rehabilitation. Mr. Smith rasig from the Board in January 2C
During 2007, Mr. Smith attended 40% of the Board areetings of the Board committees on which heesbr¥he Company does not ha
policy for director attendance at annual meetings.

Audit Committee

The Audit Committee historically has recommendeduatly to the Board the accounting firm to be eraghgs independent audit
for the Company for the next fiscal year and affter enactment of the Sarbanes-Oxley Act of 2002 selects and engages the Company’
independent auditors. Pursuant to its Amended agstafed Audit Committee Charter, the Audit Committamong other things, revie
financial statements, plans and reviews the resaflt;iternal auditing, financial reporting procedsy reports of regulatory authoriti
compliance with internal controls required by thed€ral Deposit Insurance Corporation Improvemertt akal periodically reports to t
Board. The charter of the Audit Committee is not availabhethe Company’s website but is included as ExHibio this proxy statement.
Mr. Levine, Dr. Payne and Mr. McDonald constitute members of this Committee. This Committee higlel iheetings for the Company ¢
the Bank during 2007.

Policies and Procedures for the Approval of Reld®edson Transactions

The charter of the Audit Committee provides thamitst approve all transactions between the Compadyrelated parties, as defil
by applicable SEC and NASD rules and regulatioms@dcordance with this responsibility, the Auditn@uittee on a timely basis reviews &
if appropriate, approves all related party transast At any time in which an executive officerraditor or nominee for director becor
aware of any contemplated or existing transactia, in that persos’judgment may be a related party transaction, pecton is expected
notify the Chairperson of the Audit Committee oé ttransaction. Generally, the Chairperson of thdiiAGommittee reviews any repor
transaction and may consult with outside legal selimegarding whether the transaction is, in factelated party transaction requir
approval by the Audit Committee. If the transactisrconsidered to be a related party transactloen the Audit Committee will review t
transaction and, in deciding whether to approve tthasaction, will consider the factors it deemgrapriate under the circumstanc
including, but not limited to, the following:

» the approximate dollar amount involved in the teantion, including the amount payable to the relgedon;
« the nature of the interest of the related persdhértransaction;
« whether the transaction may involve a conflictrdérest;

« whether the transaction involves the provision @bds or services to the Company that are avaifabte unaffiliated thir
parties and, if so, whether the related party tatisn is on terms no less favorable than termsigdly available to &
unaffiliated third party under the same or simdacumstances; and,

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

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

Asset/Liability Management and Strategic Planning @mmittee
The Asset/Liability Management and Strategic PlagnCommittee oversees and reviews the Company&stiment portfolio, ris

management process, development and implementafithe Companys strategic plan and interest risk positions. Thamipers of thi
Committee are Mr. Driver, Mr. Welborn and Mr. Wiggi This Committee held four meetings for the Comypand the Bank during 2007.




Human Resource/Compensation Committee

The Human Resource/Compensation Committee makemraendations to the Board with respect to the corsgi@on of executiy
officers and employees of the Company and the Ba@hk. Company's Human Resource/Compensation Conendtleninisters the 401
plan, the Employee Stock Ownership Plan (“ESOR{§, 1996 Cornerstone Statutory and Natutory Stock Option Plan, the 2002 L
Term Incentive Plan and the 2004 Nemployee Director Compensation Plan. In addititie, Human Resource/Compensation Comrr
oversees the Company's employee benefit and sathmynistration functions. The Board has adoptedrittem charter for this Committe
which is not available on the Compasyvebsite but is included as Exhibit B to this pratatement. The Human Resource/Compens
Committee is comprised of three independent dirsathosen annually by the Board. Mr. Fillauer, Mevine and Ms. Yessick, who is 1
Committee Chairperson, constitute the members efHaman Resource/Compensation Committee. The HuRemource/Compensati
Committee held five meetings for the Company amdBank during 2007.

Compensation Committee Interlocks and Insider Egudtion

The members of the Compensation Committee durswafiyear 2007 were Mr. Fillauer, Mr. Levine and. Msssick. No member
the Compensation Committee was an officer or eng#ayf the Company or any of its subsidiaries atithe of such membes’service on tt
Compensation Committee during fiscal year 2007. Nohthe executive officers of the Company durirggdl year 2007: (a) served &
member of the compensation committee (or otherdboammittee performing equivalent functions orttie absence of any such commit
the board of directors) of another entity, one dioge executive officers served on the Compens&@mnmittee of the Company, (b) ser
as a director of another entity, one of whose etieewfficers served on the Compensation Committethe Company, or; (c) served &
member of the compensation committee (or otherdboammittee performing equivalent functions orthie absence of any such commit
the board of directors) of another entity, one bbge executive officers served as a director oCtbmpany.

Nominating/Board Governance Committee

The Nominating/Board Governance Committee idergjfiavestigates and recommends prospective dikettothe Board with tt
goal of creating a balance of knowledge, experiamzkdiversity. Candidates for director nomineesrarviewed in the context of the cur
composition of the Board, the operating requiremefthe Company and the Bank and the long-tererést of the Compang’shareholder
The Nominating/Board Governance Committee develapd maintains a list of potential candidates fog Board. In conducting tf
assessment, the Nominating/Board Governance Coegrttinsiders diversity, age, skills and such dteors as it deems appropriate gi
the current needs of the Board, the Company andBtek, to maintain a balance of knowledge, expeseand capability. T}
Nominating/Board Governance Committee also revidiaes performance and contribution of independent bwm of the Board al
determines the need for any corporate officer todesidered a candidate for nomination. The NormgaBoard Governance Committee \
not consider nominees for directors recommendedhnreholders. The Board has adopted a written ethéot the Nominating/Boa
Governance Committee, which is not available onGbmpany$ website but is included as Exhibit C to this gretatement. Each membe
the Nominating/Board Governance Committee wouldridependent as required by Nasdaq or the New YarkkSExchange. Mr. Fillaue
Mr. Driver and Ms. Yessick constitute the membershe Nominating/Board Governance Committee. Theniating/Board Governan
Committee held one meeting in 2007.

Communications with Directors
Shareholders are encouraged to communicate widtttdins either in person or in writing at any tin@mmunications are r

screened and written communications are passed thre tBoard for their review and consideration. t#ri communications should be ser
Cornerstone Bancshares, Inc., Attention: ChairnfaheAudit Committee, 6401 Lee Highway, Suite Bialanooga, Tennessee 37421.




COMPENSATION DISCUSSION AND ANALYSIS
Introduction

The Compensation Committee (the “Committee”) carrut the Board overall responsibilities with respect to exec
compensation, director compensation and revievhefGompany Chief Executive Officer's (the “CEQ¥¢rformance. The Committee &
oversees administration of the Company’s employemefit plans, including the Company’s 401(k) plard ahe Compang ESOP. Th
Committee operates under a written charter (seéblxB) that is approved annually by the Board. Tmmmittee Chairperson sets the agt
and calendar for the Committee. The Committee hasatithority to hire independent consultants tdsedthe Committee on compensa
matters. For fiscal year 2007 the Committee did g an independent consultant to advise the Cdét®endn compensation matters.
CEO reviews the performance of the other nameduwixecofficers and recommends to the Committee eamsption packages for eact
them.

Total compensation of the Company’s named executifieers is determined primarily by the Compasgize in earning assets,
Company’s financial performance and the individelsbcutives performance. In determining what types and legékstal compensation
offer the named executive officers, the Committas fwritten an “Executive Compensation Policy” (‘iBgl), including guidelines, usir
predetermined Company financial parameters fordik&ibution of the particular components of tatalmpensation to the named exect
officers.

Identification of Named Executive Officers

This Compensation Discussion and Analysis and treative, tables and footnotes below describe dked tompensation paid 1
fiscal 2007 to the Company’s named executive afficerho are:

Designation Name Title
Principal Executive Officer Gregory B. Jones Chairman and CEO
Principal Financial Officer Nathaniel F. Hughe President and CFO
Jerry D. Lee Executive Vice President and Senior Loan Officer

Robert B. Watson Executive Vice President and Senior loan Officer

for Asset Based Lending

Because the named executive officers are the dfises of the Company who had been designatedkasutive officers for fisci
2007, as determined by the Board of Directors, themperson has been included as a named exedffiiver in this proxy statement.

Philosophy

The Companys overall executive compensation philosophy islignaits compensation program with optimizing strenieler value
To that end, the program is designed to recognigeersor operating performance and to attract, megaid motivate the executive tal
essential to the Comparsyfinancial success. Consistent with this philogppghe Committee is guided by the following objees whei
administering the Company’s overall compensati@g@mm:

Objectives

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

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

« Provide substantial performance-related incentampensation that is aligned to the Comparstrategy and directly ti
to meeting specific Company objectives;

« Strongly link the interests of the executives te thalue derived by the Compasyshareholders from owning -
Company’s Common Stock; and,

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

In furtherance of these objectives, the followirnsiderations underlie the Committeeletermination with respect to the follow
principal elements of compensation for the nameatetive officers:




Base Salary Individual salary determinations should be basednuipcumbent qualifications, behaviors, culturah@ence ar
performance.

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

Long-Term Equity-Based AwardsExecutives who are critical to the Company’s kiagn success should participate in Idegy
incentive opportunities that link a portion of thital compensation to increasing shareholderevalu

Retirement Plans and Other BenefitExecutives participate in the Compasyenefit programs, such as health insurance, ¥
plan, ESOP, vacation and life insurance, at a lewesistent with policy, prevailing law and curreagulation.

The Elements of Executive Officer Compensation

Compensation for the named executive officers apmgirincipally of four elements: (1) base sal§®y,annual cash incentives,
long-term equity-based awards, and; (4) retirenpambs and other benefits. Total compensation snithéd to correlate to the Company’
ability to grow earning assets which in turn entesnthe Compang’ growth in shareholder value. The Committee diduse competitiv
salary surveys to determine or measure the totapensation of the named executive officers. A porof each named executive officer’
total compensation consists of cash payments, dimddubase salary and/or annual cash incentive awvémdaddition a portion of each nan
executive officers total compensation consists of equity awardsgdesi to align the interests of the named executifieers with the
interests of the Company’s stakeholders, who irelind shareholders, employees, directors and coityminterests.

Base Salary

In establishing executive officer base salaries ammleases, the Committee considers individual ahmerformance and t
relationship of individual total compensation t@ t@ompanys overall performance. It is deductive to assuna¢ &is the size and comples
of the Company increases, the skill sets of thecetkee officer's must also increase to manage effectively the tmxitjgs facing th
Company. Therefore the executive offieebase 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 tdedmaine the CEO’s base salary. The Committee themnews the CEQ
recommendations for the base salaries of the athered executive officers’ relative to the Compangverall performance and Pol
guidelines.

The Committee believes that a justification for DEO’s base salary must have a primary basis in theasidecomplexity of tr
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 CH®@is approach is scalable to size
complexity, but is also flexible to accommodate timiqueness of the CE©SKill sets and leadership attributes. This mattaal approac
ties base salary to the growth rate of the Commapgrning assets as that growth rate comparesetbahking industryg growth rate ¢
earning assets. By establishing a base year tourgett® change in earning asset growth, the Comenfitlieves that its determination a
the CEQ's base salary and increases thereto aer ladigned to the stakeholders’ interests. Grosftthe Companys earning assets in fis
year 2007 will translate into growth of shareholdaiue in future year:

For fiscal 2007, the mathematical approach follovegdthe Committee used a formula where the squaoe of the ratio of th
banking industry’s earning assets growth rate ftbenbase year ended on December 31, 2004 and thpabg's earning assets growth t
from the base year ended on December 31, 2005 witfplied by a December 31, 2004 baseline net @deincome. The result of tl
calculation was then adjusted by a proportionatéofato determine the CE®base salary. The Committee used publicly avaldata fror
2005 and 2006 to select a sample of 100 fedenadlyred banking institutions to build the baselinmdel. The sample reflects the structur
the banking industry in which relatively few larbanks control a disproportionately large dollar amtoof the banking industrg’earnin
assets. Following testing and verification to datiee the reliability of the model for various sizesbanking institutions, the Commiti
concluded that the model was statistically accuratketermining the CEO’s base salary.




In summary the Committee attempted to correlateGbenpany’s earning assets growth level to the GE@ise salary. Havi
established a statistical correlation, the Committeen established each of the other named execuficer's base salary within a reason:
range of the CEQ’s base salary. The Committee mesease or decrease a named executive offiaafculated base salary by up to
percent (10%) based on its evaluation of the falhowsix intangible leadership attributes of the ednaxecutive officer:

Advocating a vision and direction for the Companigisg term success;

Building and sustaining effective and focused teams

Effective strategic planning by meeting or excegdime goals approved by the Board of Directors;
Supporting staff in accomplishing the strategiceshives through delegation and mentoring;

Executing strong stewardship practices by manatiagcompany in a safe, sound and ethical manndr; an
Communicating effectively with the Company’s stafielers.

o0k whPE

Using the mathematical model the Committee caledlaa median base salary for the CEO of $217,345fi$oal 2007. Th
Committee determined the CEOpersonal leadership attribute rating (subjecfigeloring the six attributes listed above) was abaverage
and therefore awarded the CEO a base salary of @2250r 67.6% of the 50% median, for fiscal 200% important to note that even thot
the Company did not use competition salary surieydetermining the CE@’ base salary, the mathematical comparisons ta ottastr
banks includes a bias to the extent the other bgnkistitutions used competitive salary surveysiétermining their CEOsbase salarie
However over time the original bias, included ir thanking industry 2006 CEO base salaries, is reduced because themaical approar
does not incorporate any subsequent year's salave bias into the model.

As determined by the Committee the other executffieer's base salaries are established within getiage ranges of the CEQ’
base 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 fascfl 2007 are within the parameters set by the Gtren(See theSummary Compensati
Table” below)

Annual Cash Incentive Award

The annual cash incentive award program considisuofparts:
» Methodology for determining the amounts paid unither annual cash incentive award program and thg-term equity-
based award program;
« Calculation of the Company’s 2007 Total Performa8cere;

« Named executive officer personal performance evalns; and
» Calculating the payment amounts.

Partl- Methodology for Determining the 2007 Annual Casbeimtive Award and the Lor§erm Equity Based Award

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 valudevimproved. All annual cash incentive awards designed 1
optimize the operating performance of the Company/the business units operating within the Comp&wgry employee in the Compan!
eligible to earn an annual cash incentive awarde Tdmg-term equity-based awards are designed tarcethe employees for lortgsir
consistent improvement in the Company’s financaff@grmance. All Company employees with an officesignation participate in the long-
term equitybased award program. With such a large group j@atiog in both employee performance award prograims Committe
selected the following methodology for participatio both award programs:
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Determine a Company-wide pool size, given a pddictlotal Criteria Score,” based on the Companigtal base sala
expense (“Company-wide pool”);

Determine the percentage of the Company-wide gwohtimed executive officers will participate (“extee pool”);
Based on the named executive officebsi'se salary, determine the minimum and maximum roppidy each name
executive officer could receive from the execupeoml;

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

Based on each named executive offisgserformance evaluation adjust the final amouid pa each named execut
officer;

Determine if the Companyg’financial performance can accommodate the experdfor the award program withe
adversely affecting the Company'’s financial perfante; and,

Use appropriate discretion by the Committee to aonodate for any unforeseen events to optimize kbéder value.

Part 2- Calculation of the Company 2007 Total Performance Criteria Score Used irChieulation of the Annual

Incentive Cash Award and the Loefig@rm EquityBase Award

The Committee recognizes that the Company’s businesomplicated, but wanted to capture the essefdhe Company

performance, relative to shareholder value, withf@as components as possible. The weighting of tRerformance Criteria’'was
accomplished by considering which component couateith the most to increasing shareholder value.\iigighting combined both subject
and objective information consistent with the Compa strategy and financial budget for fiscal 2007ctwosing the five components
Committee believes that the most critical functi@mighe Company business have been included. Performance taagetestablished
February each fiscal year based on the Compangtegic plan, the financial budgeting process &eddecember 33 data from the bankir
industry’s “Uniform Bank Performance Report.” Asogin below in Table 1 the fiscal 2007 performand&eda were:

TABLE 1
Calculation for the Company’s 2007 Total Criteria Sore
2007 Performance Criteria Weight Target Actual % of Goal Score
EPS 25.00%/$ 1.0¢ |$ 0.1z 13.0(% 3.25%
ROE 20.0(% 16.0(% 2.15% 13.31% 2.6€%
Efficiency ratio 20.0(% 65.0(% 49.51% 100.0(% 20.0(%
Non-performing asset ratio 25.0(% 0.75% 0.4€% 100.0(% 25.0(%
Nor-interest expense ratio 10.0((% 2.75% 2.64% 100.0(% 10.0((%
TOTAL CRITERIA SCORE 60.91%

The business criteria and the Committee’s basisdtacting these criteria are as follows:

Earnings per Share’'EPS”) - EPS reflects the overall profitability of the Compgadivided by the number of outstand
shares of Common Stock. Sustained profitabilityl wibvide increased equity in the form of retaireainings. Retaint
earnings can be used for shareholder dividendscantinued growth of earning assets. The growthamiag asset
within the regulatory equity limits, will provideof future growth in profitability and thereby prdimg increases

dividends. Also EPS is the primary determinateefstablishing the ComparsyCommon Stock share price, as reflecte
the open market. All things remaining equal, as EfeBases the share price increases, thus imgra@hiareholder valu
In summary the two main determinates of shareholdire are the Common Stock share price and didigeryout. Th
Company’s fiscal 2007 target EPS was establishedi¢/h the budgetary process.

Return on Equity “ROE") - The Company’s earnings divided by the Compangverage equity determines

Companys ROE. The Company can grow earning assets by tipteudf its equity. Too much equity is an indicatitha
the growth in earning assts is too slow. Too liglguity might not provide a sufficient cushion imetevent of a
unforeseen loss. Equity management is criticalaimiag asset growth and future profitability. Ogtimg ROE, whil¢
remaining well capitalized, demonstrates managemetility to effectively use the shareholders ggfot the growth ¢
the Company. The fiscal 2007 target is a resuthefannual budgetary process adopted, reviewedppbved by tr
Board.
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- Efficiency Ratic- This ratio balances several banking componentstliegeSimply stated it is a ratio of how much
Company spends to attain $1 of revenue. The loheefficiency ratio the better the Company perfoahachieving it
profitability target. The first feature of the efiéncy ratio is the net interest margin (“NIMThe Company must alloc:
its total earning assets among different earnirsgtashoices with differing interest rates. Simuitamnsly the Compat
must fund those earning assets with different @wif liabilities with similarly differing interestites. The NIM is tr
positive difference between the average rates daynellearning assets less the average rates paid dakalities. This
is commonly referred to as “Asset/Liability Managamh” Asset/Liability Management is critical to profitéibi. The
second feature of the efficiency ratio is non-iegtrincome. The higher nanterest income is the better the efficie
ratio becomes. The last component in marfest expense. Expense controls are vital totaiaing a low efficiency rati
Therefore management is tied again to shareholaee\by achieving an efficiency ratio target tisatawer than its pe
group. The fiscal 2007 target efficiency ratio wagual to the Company’peer group median ratio as reportec
December 31, 2006 by the industry’s “Uniform BardcfBrmance Report.”

+ Nor-Performing Asset RatioThis is an asset quality ratio. As earning asgetsriorate in value they become rinteres
earning. Therefore the lower this ratio is the dretihe profitability. This ratio is directly linket making the right choic
among the various kinds of earning assets. The @agip fiscal 2007 target for this ratio was equathe Company
peer group median ratio as reported on Decembe2®K by the industry’s “Uniform Bank PerformancepRrt.”

« Nor-Interest Expense RatioThis ratio is an expense control measurement basegbsset size. As the Company gr(
expenses will grow as well. However controlling empes while growing earning assets must be manaoeérly. Over-
control might lead to high employee turnover andakvinternal controls. Underentrol might lead to over spending
routine business functions. Efficiently controllirexpenses while growing the Compasnyearning assets impro
shareholder value. The Company’s fiscal 2007 taiayethis ratio was equal to the Compasipeer group median ratio
reported on December 31, 2006 by the industry’sifttdm Bank Performance Report.”

The Company’s financial performance is graded ajdime targets and a “Total Criteria Scoirg"determined. The Total Crite
Score for fiscal 2007 was 60.91%.

Part 3- Named Executive Officer Performance Evaluation

In February of each fiscal year the Committee desigs the percentage adjustment to the final payoedoulated for each narr
executive officer's annual cash incentive award dmuy-term equity-based award based on each namedutive officers person:
performance evaluation grade. The personal evalyationducted in December of each fiscal year, mmbination of subjective a
objective criteria specifically related to the nahexecutive being graded. The Committee strongiysféhat the final annual cash incen
award and long-term equityased award paid to a named executive officer shibeladjusted by a multiplier based on the named e
officer's personal performance. Therefore the folltg percentages in Table 2 below would be mukiplby the named executive officer’
annual cash incentive award and long-term equisetiaaward calculated to determine the final annash incentive award and lotepr
equity-based award payments to each named exeaitiver.

TABLE 2
Performance Grade Multiplier for Determining the Final
2007 Executive Officer's Cash Incentive Award Payms

Executive’s Performance Grade Maximum Allocation Multiplier Minimum Allocation Multiplier
(A) Above Average 10C% 10C[%
(B) Average 75% 75%
(C) Below Average 10% 0%

Part 4- Calculation for the 2007 Annual Cash Incentive Advar

The following Table 3, as established by the Coresitin February of each fiscal year, establishesrdmge of percentages
Committee used in establishing the fiscal 2007 Camgpwide annual cash incentive award pool (the “Gany-wide pool”).Based on tr
“Total Criteria Score,” the Committee may selegescentage within the applicable range and multipét percentage by the Companyota
base salary expense, thereby creating the Compateypeol.
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TABLE 3
Calculation for the Company’s 2007 Cash Incentive ward Pool

Total Criteria Score =100% or mor¢ | >=80% <100% | >=50% < 80% <50%
% of salary expense available to create the
Company’s cash incentive award pool 10% to 4 % 8% to 2 % 4% to 0 % 0%

In selecting an exact percentage within the appliceange the Committee weighs the Compamility to adequately accrue sufficient fu
into the Company-wide pool while still achievingt@ompany’s overall financial performance goals.

The Company’s total base salary expense for fig68l7 was $5,086,580. The Companyerformance score for fiscal 2007
60.91%. The range for the creation of a Companyewidol for fiscal 2007, based on the Companyérformance, was 4% to 0%. °
Committee, using its discretion, determined tha @ompany’s fiscal 2007 financial performance aneé €ompanys ability to accru
sufficient funds into the Company-wide pool were gofficient to create a Compamyide pool for fiscal 2007. Therefore no annual
incentive awards were distributed to any Compangleyee for fiscal 2007.

Assuming that a Companyide pool will be funded, the Committee, in Febsuaf each fiscal year, sets a percentage o
Company-wide pool to be allocated to the nhamedw@ikexofficers’ annual cash incentive award pobé(texecutive pool”)in February 200
the Committee set this percentage at 25%, therkbgating 25% of the Companyide pool to the executive pool for potential avwatd the
named executive officers, based on its belief thatpercentage provided the named executive offieers an adequate executive pool
relative to any level of the “Total Criteria Scdr&ecause all of the Company’s employees partieipat the Companyvide pool, thi
Committee strongly believes the majority of the @amy-wide pool should be distributed to the rxecutive employees. In February of €
fiscal year, the Committee establishes the nameduwive officers minimum and maximum percentages (See Table bHpsé salary th
would be eligible for payment from the executivempdhose maximum and minimum percentages are baiselde Companyg achieveme
of the target financial performance goals, as nreashy the “Total Criteria Score” shown in Table 1:

TABLE 4
Maximum and Minimum Percentages of Each Executive @icer's Base Pay
Allowed for a 2007 Cash Incentive Award Payment

Total Criteria Score =100% or more{ |>=80% <100% | >=50% < 80% <50%
Maximum Percentage 50% 25% 10[% 0%
Minimum Percentage 0% 0% 0% 0%

In December of each fiscal year, the Committeebdistees a percentage each named executive offioatdweceive from the executive pc
The Committee would make their decision on eacheathaxecutive officer’s allocation percentage bamethe Committees evaluation of tt
named executive officer’s level of contribution éSEable 2 above) to the Compasgttaining, or exceeding, the financial perforneatarget
as shown in Table 1.

LongTerm EquityBased Stock Awards

The long-term equity-based award program consfdisup parts:
+ Methodology for determining the amounts paid urtlerannual cash incentive award program;

« Calculation of the Company’s 2007 Total PerformaS8cere;
« Named executive personal performance evaluation;
« Calculating the payment amounts.

The first three parts are discussed in the AnnaahGncentive Award section above. The fourth sattie calculation of the Comparsyfisca
2007 long-term equity-based award, and is disculsekmiv.

Long-term equity-based awards, in the form of inisenstock options, are designed to reward empleyeethe longterm consistel
improvement in the Comparg/financial performance. All officers of the Compaare eligible to participate in the incentive #taiptior
award program. The Committee establishes, in Fepfaeach fiscal year, the financial targets ($able 1 above) to be used in determil
the pool size for the total Company-wide incensteck option awards. The following Table 5 desajbd@mased on the “Total Criteria Score,”
the applicable range of percentages multiplied H®y tbtal Company base salary expense that willterdee fiscal 2007 Comparwide



incentive stock option award pool (the “Company-evaption pool”).
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TABLE 5
Calculation for the Company’s 2007 Incentive StoclOption Award Pool

Total Criteria Score =100% or mor¢{ |>=80% <100% | >=50% < 80% <50%
Maximum Percentage 5% 6% 7% 10%
Minimum Percentage 3% 3% 3% 3%

The Committee chose to increase the percentageatito of the Company-wide option pool as the “T@#teria Score"decrease:
because a longer term reward program for successfubvement in financial performance would mitigdihe employees’ loss in shaerm
annual cash incentive awards. The Company’s tatsé lsalary expense for fiscal 2007 was $5,086;H38 Companys performance score
fiscal 2007 was 60.91%. The applicable range ferdteation of the Company-wide option pool for &is2007, based on the Company
performance, was 7% to 3% (See Table 5 above) Cidmemittee, using its discretion, chose to creaBmmpanywide option pool of 3.25!
of the total Company base salary expense, or appately $165,000. The Committee chose 3.25% baseth® Company fiscal 200
financial performance and the Company’s abilitpéorue sufficient funds into the Company-wide aptol.

In February of each fiscal year, the Committeengistis discretion, sets a percentage of the Compadsg option pool to be allocat
to the named executive officer’s incentive stocki@ppool (the “executive option pool”y February 2007 the Committee set this percel
at 43%, thereby allocating 43% of the Compavigte option pool to the executive option pool. Besaall Company officers participate in
Company-wide option pool, the Committee strongliigves the majority of the Company-wide option psbbuld be distributed to the non-
executive officers. The Committee also believedekecutive option pool size of 43% provided the adraxecutive officers with an adeqt
executive option pool relative to any level of tlietal Criteria Score.”In December, of each fiscal year, the Committeatdishes th
percentages each named executive officer wouldwedem the executive option pool. The Committeeudd make their decision on e
named executive officer's allocation percentageelamn the Committee’s evaluation of the named dkexwofficer’s skill sets and level
contribution to the Compang’attaining, or exceeding, the financial perforngatargets into the future. In Table 6 below, tiséidig describe
how the Committee allocated the executive optiosl pmweach named executive officer for fiscal 2007:

TABLE 6
Allocation of the 2007 Executive Incentive Stock Qjppn Award Pool to Each Executive Officer
Percentage of Executive Cash Incentive
Pool
Named Executive Allocated to Each Executive Officer
Greg Jones 21.0(%
Frank Hughes 28.0(%
Jerry Lee 28.0(%
Barry Watson 23.0(%
TOTAL 100.0(%

Also in February 2007 the Committee establishedntmaed executive offices’minimum and maximum percentages of base ¢
that would be eligible for payment from the exeeatoption pool. Those maximum and minimum percesgagye based on the Company’
achievement of the targeted financial performaaseneasured by the “Total Criteria Score” as shiowirable 1:

TABLE 7
Maximum and Minimum Percentages of Each Executive @icer's Base Pay
Allowed for the 2007 Incentive Stock Option Award Ryment

Total Criteria Score =100% or morq |>=80% <100% | >=50% < 80% <50%
Maximum Percentage 25% 35/% 50% 50%
Minimum Percentage 0% 0% 0% 0%
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Finally in February of each fiscal year the Comedttdesignates the percentage adjustment to tHepfiganent calculated for eg
named executive officer’s incentive stock optionaadvbased on each named executive officpersonal performance evaluation grade
Table 2).

Because the Committee allocated 43% of the $1650@00panywide option pool to the executive option pool, tleaned executi
officers were eligible to participate in an exeeatbption pool of approximately $71,000 for fis@@l07. All of the named executive officers
performance evaluations were rated above averaggrefore the total of all incentive stock optionaas to the named executive offic
could not exceed $71,000, and the value of eaaht ¢nad to be less than 50% of each named execoftieer’s base salary. Table 8 bel
shows the calculation for the fiscal 2007 allocatad the named executive officerincentive stock option pool among the named dkez
officers.

TABLE 8
Calculation of the Executive Officer’'s
2007 Incentive Stock Option Award

Maximum
Executive Incentive
Incentive Executive Individual Incentive Stock Option
Executive Stock Option Allocation Performance Stock Option Award
Name Base Pay Award Pool Percentage Grade % Award Allowed
Greg Jones $ 225,00( |$ 71,00( 21.0(% 100.0(1%!$ 14,900 '$ 112,50(
Frank Hughes 168,00( 71,00( 28.00% 100.0(% 19,90( 84,00(
Jerry Lee 160,00( 71,00( 28.0(% 100.0(% 19,90( 80,00(
Barry Watson 137,00( 71,00( 23.00% 100.0(% 16,30( 68,50(
TOTALS $ 71,00(

The Committee has chosen MarcPidf each year as the grant date of incentive stptios to eliminate any suspicion of timing
stock option grant date. Because March 1, 2008 av8aturday, the Committee used the Compmanidsing stock price as of February
2008 to set the exercise price of the incentivelkstoptions. The Blaclkscholes stock option pricing model was used toutate thi
Company’s incentive stock option price. As caloethtthe Company’s stock option price as of Marcl2AQ8 was $2.33. The Compaay’
stock option price of $2.33 was then divided irte talculated value assigned to each named eachtaxeofficer to determine the num!
of stock option awards each named executive offieeeived. Committee discretion was used to rotedcalculated number of stock opt
awards to the actual number of issued stock opieards. The stock option awards issued are forea fnumber of stock options as of g
date, therefore there are no opportunities to eitiizease or decrease the number of stock op#erdf this grant date. Table 9 below de
the summary of the fiscal 2007 executive officémsentive stock option awards as approved by thai@ittee.

TABLE 9
Allocation of 2007 Incentive Stock Option Awards
To the Executive Officers

Maximum
Value of Percentage of # of Incentive
Incentive Stock Percentage of Base Salary Stock Options
Named Executive Base Salary Award Base Salary Allowed Awarded

Greg Jones $ 225,000 $ 14,70( 6.5%% 50% 6,30(
Frank Hughes 168,00( 19,80( 11.6%% 50% 8,50(
Jerry Lee 160,00( 19,80( 12.25% 50% 8,50(
Barry Watson 137,00( 16,30( 11.7%% 50% 7,00(
Totals 70,60( 30,30(

In February 2008 the Committee recommended andBtteed approved the issuance of 71,500 incentivekstptions to th
Company and subsidiary officers, including the irtoe stock options issued to the named execulfifieeos, at an exercise price of $7.99
share, the closing stock price on February 29, 2008se incentive stock options have a grant dakéaoch 1, 2008 and an expiration dat:
March 1, 2018. All employee incentive stock optiorest 30% after the second anniversary date, 6@@6 tife third anniversary date ¢



100% after the fourth anniversary daldhe Committee does not support the timing of grapstock options with the release
material non-public information. Instead the Contedthas chosen Marchstof each year as the grant date of stock optioritwinate an
suspicion of timing the stock option grant datee Tommittee does not seek to time equity grantake advantage of information, eit
positive or negative, about the Company that ha$een publicly disclosed. The Compasigtock option grants are effective on the dat
award determination is made by the Committee aaceKercise price of options is the closing marketepof Common Stock on the busin
day prior to the date of the grant. The Companyreesgnized the compensation expense related tshidres subject to the awards.
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Retirement Plans and Other Benefits

The Companys compensation for its named executive officers ailsludes the opportunity to participate in twpaete retireme
qualified retirement plans. These plans are alsdl@e to all employees of the Company and itsgliiries. The Company does not pro
for any non-qualified or defined benefit retiremetans for its named executive officers or empleydde Companyg 401(k) plan provides
maximum employer match of 100% of an employees'trdoution up to 6% of the employeesbmpensation. The 401(k) plan does
provide any contributor the opportunity to purchéts® Company’s stock. In fact the employee’s onpartunity to purchase the Compasy’
stock is through the execution of an open markatsaction to buy. The 401(k) benefit is providedtaCompany and subsidiary employt
In December 2007 the Committee recommended, an@adhnepany provided, a 100% match of each empleyeentribution to their 401(
plan, with a maximum of 6% of each contributing éoype’s base pay. The Compasybtal expense in fiscal 2007 for the 401(k) plaat
$230,733.

The second plan is a Company-only contribution BmoESOP. This Compargrly contribution is limited to an annual maxim
contribution of 9% of the employee’s base salagjuding the norequity incentive cash award, if any. The Committessed on the financ
performance of the Company, recommended to thedBoddecember 2007 not to provide a fiscal 2007rtouation to the Compang’ ESOF
The Committee recommends to the Board in Decembeach fiscal year the amount, and or percentabesCompany will contribute f
both qualified retirement plans.

Compensation Committee Report for 2007

The Committee has reviewed and discussed with nesment the “Compensation Discussion and Analyssitained in this pro»
statement. Based on this review and discussioftimemittee recommended to the Board that the “Cogtéon Discussion and Analysibg
included in the Company’s Annual Report on FornKLfdr the year ended December 31, 2007 and thisypstatement.

This concludes the report of the Human Resourcerfittee/ Compensation Committee.

Lawrence D. Levine Marsha Yessick Karl Fillauer
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EXECUTIVE COMPENSATION INFORMATION

Under rules established by the SEC, the Comparsaisired to provide certain data and informatiagareing the compensation ¢

benefits provided to its chief executive officejaf financial officer and certain other executoféicers, including the three other most higc
compensated executive officers whose total compiemsaxceeded $100,000 (the “named executive offigeThe disclosure requireme
include the use of tables and a report explainirggrationale and considerations that led to fundahexecutive compensation decisi
affecting these individuals. The table below setthf certain elements of compensation for the naexegtutive officers of the Company
the Bank for the periods indicated.

SUMMARY COMPENSATION TABLE

Change in
Non- Pension
equity Value in
Incentive Non-qualified  All
Plan Deferred Other
Stock Option Compen- Compensatic Compen-

Name and Salary Bonus Awards Awards sation Earnings sation Total
Principal Position Year (%) ($)Q) (%)@ ($)B3 (%)) (%) ($)(4) (%)
@ (b) © (d) (€) () ) (h) (i) ()i

Gregory B. Jones 2007 $225,00( 0 0 $14,68( $ 0 0 $ 13,50 $253,18(
Chairman & CEO 2006 210,00( 0 0 24,30C 60,00( 0 29,94¢ 324,24
Company & Bank 2005 190,00( 0 0 26,65 50,00( 0 18,30( 284,95(
Nathaniel F. Hughe 2007 $168,00( 0 0 $19,80( $ 0 0 $ 11,95¢ $199,75¢
President & CFO 2006 150,00( 0 0 21,06C 43,00( 0 24,08t 238,14
Company; President 2005 133,50( 0 0 26,65 35,00( 0 12,55. 207,70:
& COO Bank
Jerry D. Lee 2007 $160,00( 0 0 $19,80( $ 0 0 $ 11,40¢ $191,20-
Ex. Vice President 2006 145,00( 0 0 21,06C 43,00( 0 23,47 232,53(
Sr. Loan Officer 2005 133,50( 0 0 26,65( 35,00( 0 13,77 208,92
Bank
Robert B. Watson 2007 $137,00( 0 0 $16,30( $ 0 0% 9,67C $162,97(
Sr. Vice President 2006  130,00( 0 0 16,20 45,00( 0 20,40: 211,60:
Bank 2005 102,80( 0 0 16,40 38,00( 0 10,66¢ 167,86t

(1)

()

(3)

(4)

Current SEC rules require cash payments contingerschievement of performance measured over angdéncluding, as in tr
case of the reported incentives, a period equathto Company’s fiscal year) shall be treated as eguity incentive pla
compensation, rather than as bonus. For ZI%, the amount of the cash incentive award wasirggent on achievement of cert
levels of Company performance as set by the Baszdordingly, all amounts earned in cash under thm@anys incentive plans fi
2005-2007 are reported in “Column (gash incentives earned are based on results foryese presented, but paid in the follow
year. All awards were paid pursuant to the Com'’s incentive plans in effect for the years presdnte

The Company maintains a “1996 Cornerstone Statutorgg Non-statutory Stock Option Plamthich was approved by t
shareholders in 1996 and a “2002 Long Term Incerfilan”"which was approved by the shareholders in 2002teTvere no shar
of restricted stock held by any executive officensDecember 31, 2007.

The value of the option awards shown is the grae¢ dair value of such options determined in acancg with FAS 123R. For
description of the valuation model used and tharagsions applied, please refer to footnote 15 e@ompanys financial statemer
filed with the Company’s “Annual Report on Form-KO-for the fiscal year ended December 31, 2007. Optamguired pursuant
option grants must generally be held at least teary before partial vesting is possible. The Comgaas not granted any Stc
Appreciation Rights, and stock option grants haserbadjusted for the 2 for 1 stock splits effec®eptember 2004 and Decen
2006.

The following “Table of All Other Compensation”@assummary and quantification of all amounts inctige“Column (i).”
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ALL OTHER COMPENSATION

ontributions o -
To Qualified 401(k) To Qqahﬂgd ESOP Perquisites a}nd
Contribution Plans Contribution Plans Other Benefits
Name Year $) ($) (%)
(a) (b) (€) (d) (e)
Gregory B. Jones 2007 $ 13,50 $ 0.0C $ 13,50(
200¢ 12,80( 17,14¢ 29,94¢
200¢ 12,00( 6,30( 18,30(
Nathaniel F. Hughe 2007 $ 11,95¢ $ 0.0C $ 11,95¢
200¢ 10,47 13,61: 24,08¢
200t 8,01( 4,541 12,55
Jerry D. Lee 2007 $ 11,40¢ $ 0.0C $ 11,40«
200¢ 10,20¢ 13,26: 23,47(
200t 9,182 4,591 13,77:
Robert B. Watson 2007 $ 9,67C $ 0.0C $ 9,67(
200¢ 8,87¢ 11,52¢ 20,40:
200¢ 7,46¢€ 3,20(C 10,66¢

The following table presents information concernatiggrants from the stock equity award plans ® tlamed executive officers
2007. All awards are granted in the year followthg fiscal yeaend of the Company. Therefore the equity stock dsvaresented in tt
table are based on 2007 financial performancealritgranted to the named executive officers in 200& Company did not issue to i
employee or director any Stock Appreciation RighBARs”), restricted stock or performance stock edgafor 2007.

GRANTS OF PLAN BASED AWARDS

All Grant
Other All Other Date
Stock  Option Fair
Awards Awards: Value
Estimated Future Payouts Numbel Number Exercist of
Under Estimated Future Payouts of of ~ orBase Stock
Non-Equity Incentive Plan Under Shares Securities Price  and
Awards(1) Equity Incentive Plan Awar( Of Stock Underlyinc ~ Of ~ Option
Grant Thresholc Target Maximurr Thresholc Target Maximumr or Units Options Option Awards
Name Date (#) (#) #) #) #) #) #) #) $) $)
(@) (b) I (d) () (f) 9 (h) (i) ) (k) |
Gregory B. Jones 3/01/0¢ N/A N/A N/A N/A  6,30( N/A 0 0% 7.9¢$14,68(
Nathaniel F. Hughe 3/01/0¢ N/A N/A N/A N/A  8,50( N/A 0 0% 7.9¢$19,80(
Jerry D. Lee 3/01/0¢ N/A N/A N/A N/A  8,50( N/A 0 0% 7.9¢$19,80(
Robert B. Watson 3/01/0¢ N/A N/A N/A N/A  7,00( N/A 0 0% 7.9¢€$16,30(
Q) All cash incentive awards earned for 2007 by thened executive officers are disclosed in “Column” (gh the “Summan

Compensation Table.” All such amounts were paigd@8, based on financial results for 2007.
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The following table sets forth information concemioutstanding equity based awards for each oh#treed executive officers
fiscal year-end 2007.

OUTSTANDING EQUITY AWARDS AT FISCAL YEAR -END

Option Awards(1) Stock Awards (2)

Equity
Equity Incentive
Incentive Plan

Plan Awards:
Awards: Market
Number of
Equity Market of Payout
Incentive Number  Value of Unearned Value or
Plan of Shares or Shares, Unearned
Awards: Shares or Units of  Units or Shares,
Number of Units of Stock Other Units or
Securities Stock Held Rights Other
Number of Securities  Underlying That That That Rights
Underlying Unexerciser Option Option Have Have Have That
Unexercised Options (3) Unearne d Exercist Expiration Not Not Not Have Not
Exercisable Unexercisabl  Options Price Date Vested Vested Vested Vested
Name #) #) #) $) #) $) #) $)
(a) (b) (€) (d) (e) (f) @) (h) (i) ()
Gregory B. Jones 4,00( 0 $ 3.25C 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 3.62t 3/01/201: 0 0 0 0
20,88( 13,92( 0 543t 3/01/201: 0 0 0 0
5,40( 12,60( 0 9.22t 3/01/201! 0 0 0 0
0] 13,00( 0 13.25( 3/01/201t 0 0] 0 0
0 7,50( 0 15.24( 3/01/201° 0 0 0 0
Nathaniel F. Hughe 22,00( 0 $ 3.75C 3/01/200! 0 0 0 0
22,00( 0 3.25( 3/01/201( 0 0 0 0
20,40( 0 3.25C 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
15,60( 10,40( 0 543t 3/01/201: 0 0 0 0
5,40( 12,60( 0 9.22t 3/01/201! 0 0 0 0
0 13,00( 0 13.25( 3/01/201t 0 0 0 0
0 6,50( 0 15.24( 3/01/201° 0 0 0 0
Jerry D. Lee 22,00( 0 $ 3.75C 3/01/200! 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
15,60( 10,40( 0 543t 3/01/201: 0 0 0 0
4,20( 9,80( 0 9.22t 3/01/201! 0 0 0 0
0 13,00( 0 13.25( 3/01/201t 0 0 0 0
0 6,50( 0 15.24( 3/01/201 0 0 0 0
Robert B. Watson 8,00( 0 $ 3.62t 3/01/201: 0 0 0 0
6,00( 4,00( 0 543t 3/01/201: 0 0 0 0



1)

()
(3)

2,00C 4,00( 0 9.22t 3/01/201! 0 0 0 0
0] 8,00( 0 13.25( 3/01/201¢
0 5,00( 0 15.24( 3/01/201° 0 0 0 0

o
o
o
o

The Company maintains a “1996 Cornerstone StatindyNon-statutory Stock Option Plan” which wasrappd by the
shareholders in 1996 and a “2002 Long Term Incerfilan” which was approved by the shareholder®@22All unexercised
stock options have been adjusted for the 2 fonékssplits of September 2004 and December 2006.

The Company has never issued any stock awardg ifotin of SARS, restricted stock or stock perforoeawards.

All employee stock options vest 30% after the sdcamiversary date, 60% after the third anniverslatg and 100% after the
fourth anniversary date.
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The following table sets forth information as tbsibck option exercises and restricted stock wefiethe named executive officers
for the fiscal year ending December 31, 2007.

OPTION EXERCISES AND STOCK VESTED

Option Awards Stock Awards (1)
Number of Shares
Number of Shares Value Realized on Acquired on Value Realized on
Name Acquired on Exercise Exercise Vesting Vesting

#) $) #) $)

(a) (b) (€) (d) (e)
Gregory B. Jones 0 % 0 0 % 0
Jerry D. Lee 0 0 0 0
Nathaniel F. Hughe 0 0 0 0
Robert B. Watson 0 0 0 0

Q) The Company has never issued any stock aviattie form of SAR'’s, restricted stock or stockfpemance awards.

DIRECTOR TOTAL COMPENSATION

The table below sets forth information with resptecthe compensation of the members of the ComgaBgard of Directors. Ti
Companys three employee directors, Mr. Jones, Mr. Hugheb Mr. Lee, do not receive committee attendance feeparticipate in ar
independent director benefit, other than to receagular Board meeting fees. The nemployee directors (also referred to herein a
“independent directors”pf the Company are eligible to receive an annuahdacentive award if the Company meets certaianiia
performance goals set forth in the compamgnnual profit plan, as from time to time amendétkse payments may be paid in cash or, i
election of each non-employee director under ti@g2QonEmployee Director Compensation Plan, in sharesashi@on Stock. Performan
targets are established at the beginning of thmlfigear through the financial budgeting procedse Tompanys financial performance
graded against these performance targets, and tal“Cadteria Score” is calculated. (See “Compemsabiscussion and Analysisrable 1
Therefore the independent directors’ cash incensiverds are determined based on the Compaayéerall financial performance. T
opportunity to earn a cash incentive award paymamges from 0% to 100% of the average independesttdrs’ compensation received
Board, subsidiary Board and committee fees (“tf#ak”). The average independent director compensationvesttéiom total fees for fisc
2007 was $11,947. The independent directors’ caséntive award pool is further limited to not beaer than the executive officecgst
incentive award pool. Therefore the independergatirs’ incentive cash award pool is the smaller of theraye compensation of t
independent directors times the number of indepeindieectors or the executive officersash incentive award pool. Because the Com
has eight (8) independent directors the first litnithe independent directorsash incentive award pool was $95,576. Becaus€tmepan
did not provide any funds for the executive off&arash incentive award pool in fiscal 2007, the sddonit was zero. Because the execu
officers’ cash incentive award pool was not fundtid directors'cash incentive award pool was not funded. Therefbeeindepende
directors did not receive any cash incentive awésdfiscal 2007.

Board and Committee Fee Compensation of DirectorsService on Subsidiary Boards

The directors of the Comparsyivholly owned subsidiary Bank in 2007, CornerstGoenmunity Bank, received $750 for each B«
meeting of the Bank. Each non-management direetwgived $250 for each Bank Audit Committee meesitignded. Each nomanagemel
director received $200 for all other committee rmagt attended. The Chairperson of the Bank Audiin@itee received $275 for ec
meeting attended. The Chairpersons of all otherkBanmmittees received $225 for each meeting attbnd@letal director fees paid by 1
Bank for services rendered on behalf of the Bark007 were $130,375.

The directors for the Comparsyvholly owned subsidiary in 2007, Eagle Finandiat,, received $400 for each Board meeting. E
held four Board meetings during 2007. There arether fees or compensation earned for being oneEagloard, and Eagle does not h
any standing committees. Total director fees pgithe Company for services rendered on behalf gieEia 2007 were $5,600.
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DIRECTOR TOTAL COMPENSATIONFOR FISCAL 2007

Fees Earned Non-Stock
or Paid in Option Incentive Pla  All Other
Name Cash Stock Award:  Awards (1) Compensatic Compensatic Total
$) ®) ®) ®) $) ®)
(@) (b) (©) (d) () (f) Q)
B Kenneth Driver $ 9,80( 0% 3,72¢ $ 0 0% 13,52¢
Karl Fillauer 10,22t 0 3,72¢ 0 0 13,95!
Nathaniel F. Hughe 9,00( 0 0 0] 0 9,00(
Gregory B. Jones 9,00( 0 0 0 0 9,00(
Jerry D. Lee 9,00( 0 0 0 0 9,00(
Lawrence D. Levine 11,25( 0 3,72¢ 0 0 14,97¢
Frank S. McDonald 12,15( 0 3,72¢ 0 0 15,87¢
Doyce G. Payne, M.D. 12,30( 0 3,72¢ 0 0 16,02¢
Wesley M. Welborn 14,02¢ 0 3,72¢ 0 0 17,75:
Billy O. Wiggins 13,90( 0 3,72¢ 0 0 17,62¢
Marsha Yessick 11,92t 0 3,72¢ 0 0 15,65:
(1) The value presented for stock options awarded teamployee directors, under the “1996 Cornerstaaéutry and Norstatuton

Stock Option Plan” which was approved by the shalddrs in 1996 and the “2002 Long Term IncentivenPlwhich was approve
by the shareholders in 2002, is the grant datevédire of such awards.

Director Long-Term Equity-Base Awards

The Company’s independent directors are also dédigib participate in the 1996 Cornerstone Statutamg Nonstatutory Stoc
Option Plan and the 2002 Long Term Incentive Pkath of which was previously approved by the Compamd its shareholders. T
Compensation Committee establishes, in Februasach fiscal year, based on financial targets desdrabove, the value of the Company’
incentive stock options that will be issued thddiwing calendar year. Based on the market valuthefincentive stock options issued tc
Company employees, the independent directors aswpgvill participate at a level of 15% of the foraarket value of all stock optio
granted to both employees and independent direddsrglescribed in the section entitled “Compensabiscussion and Analysigibove th
Companys employees received 71,500 incentive stock opiiamt awards. Therefore, by policy, the directas,a group, were to rece
12,800 non-qualified stock options for fiscal 2008ing the Black-Scholes stock option pricing mode market value of each ngoalifiec
stock option issued was $2.33 per share. In Fepra@08 the Committee recommended and the Boardoaegrthe issuance to |
independent directors 12,800 nqualified stock options of Company Common Stockraexercise price of $7.99 per share. Because |
1, 2008 was a Saturday, the Committee used the @ayigpclosing stock price as of February 29, 2008 totlse exercise price of t
incentive stock options. Each of the eight indegendirectors received 1,600 non-qualified stockioms valued at $3,728. These non-
qualified stock options have a grant date of Matct2008 and an expiration date of March 1, 2018.iidependent director nogualifiec
stock options have a vesting period of 50% afterftist anniversary date, 100% after the secondvarsary date. The Committee does
support the timing of granting stock options witle release of material non-public information. dsast the Committee has chosen March 1
of each year as the grant date of stock optiorditminate any suspicion of timing the stock optgmant date. The Committee has never,
has no plans to ever, time the stock option gratggito the release of material mmblic information for the purpose of affecting thedue o
executive compensation. The Company has recogttimedompensation expense related to the sharescstdjthe awards.
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The following table sets forth information with pext to the outstanding equity awards of the ComizaBoard of Directors as
December 31, 2007.

OUTSTANDING DIRECTOR EQUITY AWARDS AT FISCAL 2007 Y EAR-END

Number of Securities Option Expiration
Name Underlying Options (1) Option Exercise Price Date
(#) (%)
(@) (b) (c) (d)
B Kenneth Driver 2,000 $ 5.43¢ 3/01/201-
1,00C 9.22¢ 3/01/201!
4,00( 13.25( 3/01/201¢
1,00C 15.24( 3/01/201°
Karl Fillauer 2,000 $ 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°
Nathaniel F. Hughe 0 $ 0 0
Gregory B. Jones 0 $ 0 0
Jerry D. Lee 0 % 0 0
Lawrence D. Levine 2,000 $ 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°
Frank S. McDonald 4,000 $ 13.25( 3/01/201¢
1,00( 15.24( 3/01/201°
Doyce G. Payne, M.D. 2,00C $ 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°
G. Turner Smith 2,000 $ 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°
Wesley M. Welborn 4,00 $ 13.25( 3/01/201¢
1,00( 15.24( 3/01/201°
Billy O. Wiggins 2,000 $ 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°
Marsha Yessick 2,00 $ 5.43¢ 3/01/201-
1,00( 9.22¢ 3/01/201"

4,00( 13.25( 3/01/201¢



1,00C 15.24( 3/01/201°
(1) Non-qualified stock options are granted to independiectors at market price upon grant date, and@séed 50% after the first

anniversary date and 100% after the second anamyedste. All unexercised stock options have bekusted for the 2 for 1 stock
splits of September 2004 and December 2006.
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THE COMPANY'S LONG-TERM EQUITY AND QUALIFIED RETIRE MENT PLANS
401(k) Plan

The Company has a 401(k) plan covering employeestintgecertain age requirements and service dateiresgents. The plan
structured such that employees can contributeegtain on a taxeductible basis and have their contributions iteg various investme
funds offered under the plan. The plan permits,dogts not require, the Company to make an emplogéching contribution during the pl
year. Employer contributions, which represent 10d%e first 6% of an employee's salary contributethe plan, totaled $230,733 in 20

Employee Stock Ownership Plan

The Company has an “Employee Stock Ownership P{EBSOP”) to which the Company contributes 100% of the cbuotior
toward purchasing the CompasyCommon Stock, and allocating the contribution mgnthe participants based on regulatory guidelifs
Company has set a maximum guideline of 9% of basg ipcluding cash incentive performance awardsa asaximum contribution limi
However, the Company will only provide a contrilmitito the ESOP when the Compensation Committeen wmproval of Boar
recommends a Company contribution. The Companyribmition is determined by the financial perforroarof the Company on a year-to-
year basis, and the benchmarks are establisheldebgampensation Committee. Employer contributiaesaavailable to all employees w
complete more than 1,000 hours of service per y@are are certain age and yearsefvice requirements before contributions can bee
for the benefit of the employee. The ESOP plan alswides for a three year 100% vesting requiremti@refore employees terminat
employment before their third anniversary date faitfeit their accrued benefit under the ESOP. Tdréeiture will be reallocated among tl
remaining ESOP participants. The Company contrib&00 to the ESOP for 2007.

1996 Cornerstone Statutory and Non-statutory StockOption Plan

The Company established the 1996 Cornerstone 8tatahd Non-statutory Stock Option Plan (the "PJadiring 1996 as a long-
term incentive for eligible employees and directdiise total number of shares that may be issueérnuhe plan, as adjusted for the 2 fi
stock split effective September 2004 and the 21fgtock split effective December 2006, may not e’c820,000. Of such shares, 220
may be incentive stock options and the remainin@ @I shares of stock may be nonqualified stoclongt The persons eligible to rece
incentive stock options under the plan are key Caomgpemployees and officers selected by the Comfiensgaommittee. Persons design:
by the Compensation Committee who are eligibleeteeive nonqualified options need not be employé#seoCompany and generally will
nonimanagement directors of the Company. The nongedli§tock options are issued at the market valubefCompany's stock and
exercisable upon issue. The term of all optionsadsunder the Plan is for 10 years. As of DecerBheP007 there has been 218,400 ince
stock options issued with 1,600 incentive stockia® available for issue. There are 163,200 ingensitock options exercisable, ni
unexercisable and 55,200 incentive stock optionve eeen exercised. There have been 595,000 nofigdatock options granted under
Plan with 5,000 non-management stock options availfor issue. There are 42,000 nonqualified stopkions exercisable, 27,000 un-
exercisable and 526,000 nonqualified stock optlenge been exercised.

Cornerstone 2002 Long Term Incentive Plan

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

term incentive for eligible employees and directditse total number of shares, as adjusted for thoe 2 stock splits effective September 2
and December 2006, that may be issued under tlentike Plan may not exceed 1,200,000. The IncerRle@ allows for the issuance
restricted stock, stock appreciation rights, penimnce awards, nogualified stock options and incentive stock optioHse persons eligible
receive grants under the Incentive Plan are key 2oy officers, employees and directors selectethbyCompensation Committee. -
incentive stock options are issued at the markietevaf the Company's stock and are exercisable @t (2) years from issuance plus a tl
(3) year vesting period. The term of all grants determined by the Compensation Committee, but mall exceed ten (10) years. As
December 31, 2007 there has been 558,925 incestidak options granted only to Company employeesutite Incentive Plan throu
December 31, 2007. There are 641,075 stock optigasable for issue with 7,050 incentive stock ops exercised. There are 307,790 <
options exercisable and 244,085 unexercisable.€Tt@ve not been any other stock awards granted tieléncentive Plan.
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Cornerstone Bancshares, Inc. 2004 Non-Employee Dawr Compensation Plan

The Company’s Board of Directors established th@428on-Employee Director Compensation Plan (theéBtor Plan™)to provide
to nonemployee directors the option to receive all ot patheir compensation for serving on the Board an any committee of the Boarc
shares of THE Comparngy’Common Stock. The total number of shares that Imeagsued under the Director Plan may not exc€e@D8, a
adjusted for the 2 for 1 stock splits effective teember 2004 and December 2006. Shares of Commaik $ayable under the Director P
will be issued within fortyfive days of the end of the calendar quarter inciwtihey were earned. The number of shares deliyarestant t
the Director Plan will equal the amount of the &midle director compensation divided by the averdgsing price of the Common Stock
the five trading days immediately preceding theedat which such director compensation was earnedshdres Common Stock have t
issued under the Director Plan.

Equity Compensation Plan Information as of DecembeB1, 2007

Number of securities to Weighted average Number of securities
Plan category be issued upon exercise of exercise price of remaining available
outstanding options outstanding options for future issuance
Equity compensation plans
approved by security holders: 784,07F $ 6.92 647,67"
Equity compensation plans not
approved by security holders: 0 $ 0.0C 80,00(
Total 784,07 $ 6.92 727,67"

Employment Agreements; Potential Payments Upon Terimation or Change-in-Control

The Company has entered into "Key Executive Agreggigthe “agreementsiyith three members of senior management: Gre
B. Jones, Chief Executive Officer and Chairmanhaf Board; Nathaniel F. Hughes, President and Ghirefncial Officer and Jerry D. Le
Executive Vice President and Senior Loan Offichie (tkey executive(s)”)These agreements are not severance agreementareandh
activated when a change-in-control event is trigderA change-in-control occurs when greater thath 5 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 expiradate of each agreement has been extended, witld Bparoval, until March 2, 201

Each agreement contains change-in-control prowsiequiring a potential successor (the “acquiringty’) to negotiate, in goc
faith, with the key executive as a condition toaaquisition. The only benefit triggered by a chaimgeontrol event is the immediate vest
to 100% of the key executivesinvested and unexercised incentive stock optidres,401(k) plan and the ESOP. The final employi
agreement, if any, between the acquiring entity tredkey executive must be for a period of no ks two years with a similar to
compensation package, acceptable to the key execinithe event the acquiring entity enters intwa year employment agreement with
key executive, there will be no cash payment tokiheexecutive on the date of the changeentrol. At the end of the two year employrr
agreement with the acquiring entity the key exeeutvould not receive any further benefit if the @iciqpg entity terminated, with or witha
cause, the key executive’'s employment. If the kescative is terminated, without cause, on the datdhe change-ircontrol, he will receiv
all compensation and accrued benefits due at ithe &f termination plus two years base salary. Titlg cash payment to the key executiv
the two year base salary plus the accrued yedat®-annual cash incentive award, if any and ampgaidnbase salary. If the key executiv
terminated without cause on the date of the chamgentrol, the unexercised, but fully vested, incemtstock options must be exerci
within 90-days of the change-in-control date. I€lswhange-in-control cash payment is made, onlibege-ineontrol date, the key execut
will agree not to engage in any business or agtiwhich is directly or indirectly in competition thi the acquiring entity within tl
Chattanooga Standard Metropolitan Statistical Aocea period of one-year from the changezomtrol date. If the key executive is terming
for cause on the date of the changedémtrol no cash payment is made and the 100% gesimot made. The key executive car
terminated, for cause, any time during the emplaymagreement with the acquiring entity and receiodurther payment from the acquir
entity.
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Death or disability prior to the change-éontrol event does not accrue to the benefit oktirgiving key executive beneficiary. De
or disability after the change-in-control event sl@ecrue to the surviving beneficiary of the kegarive. Assuming the changedontro
occurred on December 31, 2007, and the key exeutitere terminated by the acquiring entity withoatise, the following Table bels
describes the potential payout.

Potential Payments Due the Key Executives
For a Change-in-Control Event
as of December 31, 2007

Accrued and Accrued and
Unpaid Cash Unpaid Value of
Incentive Two Times Base Retirement Plan Unexercised
Name Award Salary Payments Stock Options Total
Gregory B. Jones $ 0% 450,000 $ 13,50( $ 789,90: $ 1,253,40:
Nathaniel F. Hughe 0 336,00t 11,95¢ 881,46: 1,229,41.
Jerry D. Lee 0 320,00( 11,40¢ 879,45 1,210,85!
Totals $ 0 1,106,001 36,86( 2,550,81! 3,693,671

AUDIT COMMITTEE REPORT

The information contained in this report shall beehed to be “soliciting material,” or to be “filedlith the SEC or subject
Regulation 14A or 14C of the Securities Exchange @dtc934, as amended (the “Exchange Aabther than as provided by applicable ¢
rules, or to the liabilities of Section 18 of thedBange Act, except to the extent that the Compaegifically requests that the informatior
treated as soliciting material or specifically ingorates it by reference into a document filed urtde Securities Act of 1933, as amended
“Securities Act”),or the Exchange Act. In addition, such informatirall not be deemed to be incorporated by referamoeany filing unde
the Securities Act or the Exchange Act, exceph&odxtent that the Company specifically incorpaétby reference.

Identification of Members and Functions of Committee

The Audit Committee of the Company's Board of Dioes is currently comprised of three nemployee directors: Lawrence
Levine, Doyce G. Payne and Frank S. McDonald. Eaember of the Audit Committee is “independeas’defined by the rules of the NA
and the SEC. The Audit Committee does not haveaanlit committee financial expertds defined in applicable SEC rules, becaus
director on the Board of Directors satisfies thigecia of an audit committee financial expert ahd Company has not been able to fil
suitable board member who is such an expert.

Committee Charter

The Audit Committee and the Board have approvedattupted an Amended and Restated Audit Committeet&hfor the Aud
Committee, a copy of which is attached to this greiatement as Exhibit C. In accordance with thelinCommittee charter, the Au
Committee assists the Board in fulfilling its resptbility for overseeing the accounting, auditingddinancial reporting processes of
Company. The Audit Committee met five times in disgear 2007. Prior to the release of quarterlyorepin fiscal year 2007, the Au
Committee or a member of the Audit Committee aésaawed and discussed the interim financial infdiamacontained therein with HLB.
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Audit Fees

The aggregate fees billed for professional servieadered by HLB for the fiscal years ended Decer3the 2006 and Decemt
31, 2007 were:

Fiscal
Services Year  Amount
Audit Fees (1): 200¢ $ 82,82
2007 $ 122,50(
Audit Related Fees (2): 2006 $ 18,52(
2007 $ 21,15(
Tax Fees (3): 200€ $  9,30(
2007 $ 10,25(
All Other Fees (4): 200€ $ 0
2007 $  8,60¢
Q) Audit fees consist of services rendered for theitaofdthe annual financial statements, includinguieed quarterly review
statutory and regulatory filings or engagementsserdlices that generally only the auditor can reably be expected to provit
2 Audit-related services are assurance and related sethi@eare reasonably related to the performanddeofiudit or review (
the financial statements or that are traditionptlyformed by the independent auditor.
3 Tax fees are for professional services renderethfocompliance, tax advice and tax planning.
4) All other fees are for services other than those¢hin previous categories such as permitted compdiaance assistance ¢

permitted advisory services.

The Audit Committee’s prepproval policies and procedures related to pradactd services provided by its princ
accountants are set forth in the Companiimended and Restated Audit Committee Chartefistal years 2006 and 2007, the Audit F
Audit Related Fees, Tax Fees and All Other Feeg wex-approved by the Audit Committee.

Auditor Independence

The Audit Committee received from HLB written disslires and a letter regarding its independencecasred by Independer
Standards Board Standard No. 1, describing alltioglships between the auditors and the Company night bear on the auditc
independence, and discussed this information witB.H'he Audit Committee also reviewed and discussétd management and with HI
the quality and adequacy of the Company's intezoatrols. The Audit Committee also reviewed withB1and financial management of
Company the audit plans, audit scope and auditggiwres. The discussions with HLB also includedmiagters required by generally accej
auditing standards, including those described mteBtent on Auditing Standards No. 61, as amendid. Audit Committee has al
considered, and concluded, that the provision ofises by HLB described under the caption “All QtHeees” are compatible wil
maintaining the independence of HLB.

Review of Audited Financial Statements

The Audit Committee has reviewed the audited fimgrstatements of the Company as of and for themafigear ended December
2007 and has discussed the audited financial stattsmwith management and with HLB. Based on alith& foregoing reviews al
discussions with management and HLB, the Audit Cdtemrecommended to the Board of Directors thatahdited financial statements
included in the Company's Annual Report on FornK1fer the year ended December 31, 2007, to be filgd the Securities and Exchat
Commission.

The foregoing report is submitted by the Audit Coittee, consisting of:

Doyce G. Payne, M.D. Lawrence D. Levine Frank S. McDonald
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CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

Various Company directors, executive officers amgirtaffiliates, including corporations and firmwhich they are officers or
which they and/or their families have an ownershtprest, are customers of the Company and itsidiabg. These persons, corporations
firms have had transactions in the ordinary coofdeusiness with the Company and its subsidiamglugting borrowings, all of which, in tl
opinion of management, were on substantially theesderms including interest rates and collaterathase prevailing at the time -
comparable transactions with unaffiliated persams @did not involve more than the normal risk ofleclibility or present other unfavoral
features. The Company and its subsidiary expeleht® such transactions on similar terms with diresgtexecutive officers and their affilia
in the future. The aggregate amount of loans oudétg by Cornerstone Community Bank to directoxgceative officers and related partie:
of December 31, 2007 was approximately $772,94Zwhepresented 2.13% of the Company’s consolidgttadeholdersequity on that datt

OTHER MATTERS
Section 16(a) Beneficial Ownership Reporting Compdince

Under 16(a) of the Securities Exchange Act of 1@&4amended the directors and officers of the Cosnpad any person who ow
10% or more of the Company’s Common Stock are reduio report to the Securities and Exchange Cosiaris(the “SEC”),within
specified due dates, their initial beneficial owsteép of the Compang’ Common Stock and all subsequent changes to liesieficia
ownership. Officers, directors and greater than Kbreholders are required by SEC regulationsradin the Company with copies of
forms they file in accordance with Section 16(ads&d solely on the Compasyreview of these reports or on representatiorisformatior
provided to the Company by the persons requiredidake such filings, the Company believes that atitie 16(a) filing requirements we
complied with during the last fiscal year, with tieception of the following filings: (1) Jerry Dek filed one late report on Form 4 on Aui
20, 2007, in which he reported one late transactitated to a purchase of 2,500 shares of the Coyp&ommon Stock on August 15, 2C
and, (2) Lawrence D. Levine filed one late repartFmrm 4 on August 29, 2007, in which he reported late transaction related to a sal
1,100 shares of the Company’s Common Stock on Aufys2007.

Shareholder Proposals for the 2009 Annual Meeting

Under SEC rules, proposals from the Comparsligible shareholders for presentation for actrthe 2009 Annual Meeting
Shareholders must be received by the Company gtiitsipal executive offices no later than Novemb@y 2008 in order to be considered
inclusion in the Company's Proxy Statement and yPrebating to the 2009 Annual Meeting of Sharehdde
Available Information

The Company is subject to the informational requieats of the Exchange Act and, in accordance th#irevg required to fil
reports, proxy statements and other informatiorhwitie SEC. This information is available on theeinet at the SEG’ website ¢
www.sec.gov. Shareholders may also read and copy such regodsy statements and other information at the ieURéference Room
100F Street, N.E., Washington, D.C. 20549. Shadsnislmay obtain information on the operation of $#6C's 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 13-Keing mailed with this proxy statement to eduéwrsholder of record.
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EXHIBIT A
CORNERSTONE BANCSHARES, INC.
AMENDED AND RESTATED CHARTER OF THE AUDIT COMMITTEE
Approved By the Board of Directors January 2008

Purpose

The purpose of the Audit Committee (the “Commit)es’to assist the Board of Directors (the “Boardf)Cornerston
Bancshares, Inc. (the “Companyil) fulfilling its oversight of (1) the integrity othe Company's financial statements (2)
Company's compliance with legal and regulatory imegoents (3) the independent Auditor's qualificasi@and independence and
the performance of the Company's internal audittion and independent auditors. The Committee sklah prepare the rep
required by the Securities and Exchange Commis&ionnclusion in the Company's proxy statement ttee annual meeting
shareholders.

The Committee will fulfill these responsibilitiey lzarrying out the activities enumerated in Secfoof this Charter. Tt
Committee shall be given full and direct accestheoCompanys Internal Auditor, the Chairman of the Board, Camp executive
and independent accountants as necessary to agrthese responsibilities. However the Commiteenction is one of oversic
only and shall not relieve the Compasiyhanagement of its responsibilities for prepafingncial statements which accurately
fairly present the Companyfinancial results and condition or the respotfiids of the independent accountants relatindhaudi
or review of financial statements. The Committestope of responsibility spans all divisions anbisgdiaries of the Company &
encompasses all business and activities engadsdtire Company.

The independent accountantdtimate responsibility is to the Board and the Audommittee, as representatives of
shareholders. The Committee has the ultimate atyhtw select, compensate, evaluate and, whereopppte, replace ti
independent accountants.

Membership of the Audit Committee

The Audit Committee shall be comprised of not ldemn three (3) directors, each of whom will be peledent as requir
by Rule 10A(3) under the Securities Exchange Act384, as amended (the “SEC AcBach appointed Committee member sha
subject to annual reconfirmation and may be remdyethe Board at any time.

All members of the Committee shall be able to rand understand fundamental financial statementfjding a balanc
sheet, income statement and cash flow statemerea&t one member of the Committee shall have gragioyment experience
finance or accounting, or any other comparable e&pee or background which results in the individlsidinancial sophisticatio
This person shall satisfy the requirements as ddfiny the Securities and Exchange Commission @tC”) for qualifying as
“financial expert.”

Responsibilities and Duties

To fulfill its responsibilities and duties, the AiiCommittee shall:
A. Review annually the Audit Committee Charter for@acy and recommend any changes to the Board.

B. Review the significant accounting principles, pglicand practices followed by the Company in actingrfor and reportin
its financial results of operations in accordandd @enerally Accepted Accounting Principles (“GAAP
Review the financial, investment and risk managemeticies followed by the Company in operatinghtssiness activities.

D. Review the Compang’ annual audited financial statements, relatedatisees, including the Management Discussion
Analysis portion of the Comparg/public filings, and discuss with the independattountants the matters required ti
discussed by Auditing Statement Number 61, inclgdih the quality as well as acceptability of thecaunting principle
applied in the financial statements, and (ii) new ahanged accounting policies: significant estimatpidgment:
uncertainties or unusual transactions: and, acamypolicies relating to significant financial satent items.

E. Review any management letters or internal conteplorts prepared by the independent accountantheoilCbmpanyg
internal auditor and responses to prior managensdtelrs, and review with the independent accoustém Company’
internal financial controls, including the budgatgffing and responsibilities of the Company’s intd auditing function.

O
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Review the effectiveness of the independent adftitteincluding approval of the scope of, and febarged in connectit
with, the annual audit, quarterly reviews and aag-audit services being provided.

Be responsible for the appointment, determinatiotih@ funding for and oversight of the work of ineependent account:
employed to conduct the audit (including resolutidrdisagreements between the independent accdarstad manageme
regarding financial reporting). The independenbaatants shall report directly to the Audit Committ

Approve in advance all services that may be pralidethe Company by the independent accountantsheher not relate
to the audit, and review the hiring policies foy@mployees or former employees of the independecduntants.

Obtain on an annual basis a formal written statéfrem the independent accountants whether alticglships between tl
accountants and the Company are consistent withefiandence Standards Board Standard Narid"review and discu
with the accountants all significant relationshipe accountants have with the Company which magcathe accountants’
independence.

Be responsible for the disclosure that the Committas reviewed and discussed the audited finastaéments wil
management and discussed the matters required eoy'Statements on Auditing Standards 61" with themPany’s
independent auditors.

For each of the first three fiscal quarters angeatr end, at a Committee meeting review with mamege the financi:
results and review with the independent accountiigsesults of their review of the interim finaaicinformation and auc
of the annual financial statements.

Review managemerst’analysis of any significant accounting issueanges, estimates, judgments or unusual itemsirrg
to the financial statements and the selection,iegmin and effects of critical accounting policigsplied by the Compa
(including an analysis of the effect of alternat®8AP methods) and review with the independent antamts the reports
such subjects delivered pursuant to Section 108f{kj)e SEC Act.

Following completion of the annual audit, reviewpaetely with the independent accountants, thernateauditor an
management any significant difficulties encountatadng the course of the audit.

Engage and determine funding for such independmfegsional advisors and counsel as the Committeermines ai
appropriate to carry out its function hereunder.

Report to the Board on a regular basis on the mejents covered by the Audit Committee and makemegendations !
the Board and management concerning these madittehsding at least annually an evaluation deterngrihe effectivene
of the Committee.

In accordance with its responsibility, the Auditr@mittee on a timely basis reviews and, if apprdpriapproves all relat
party transactions.

Perform any other activities consistent with thiaiter, the Compang’Bylaws and governing law as the Committee o
Board deems necessary or appropriate, includingdtuimited to the Company’s legal and regulatooynpliance.
Establish procedures for:

() the receipt, retention and treatment of complair@seived by the Company regarding accounting, riad
accounting controls or auditing matters; and,

(i) the confidential, anonymous submission by employdfesoncerns regarding questionable accountinguditiag
matters.

Audit Committee Meetings

The Audit Committee will meet on a regular basiteast 4 times each year, and will hold specialtings, as circumstances requ
The timing of the meetings shall be determinedh®sy Audit Committee. However the Committee will maetny time that the independ
accountants believe communication to the Commiitesequired. At each regular meeting the Committesy meet separately with 1
independent accountants, the internal auditor dr mianagement.

At all Audit Committee meetings a majority of thwal number of members shall constitute a quorurmajority of the members
the Committee present at each meeting shall be eBmed to act on behalf of the entire Committee. litis shall be kept of each meetin

the Committee.
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Subcommittees

The Committee may, by resolution passed by a ntgjofithe Committee, designate one or more subcdraes, each subcommit
to consist of one or more of the members of the @dtee. The Committee may delegate such authasity subcommittee as the commi
deems appropriate.

Reporting

The Committee shall maintain written minutes ofrafletings and consent actions, which shall be decbor files with the Secretz
of the Company and made available to the Board. Chair of the Committee will make regular reponsthe Board with respect to
significant matters presented at meetings of the@Gittee.

Assistance from Others

The Committee may engage external advisors anduttanss, to the extent determined appropriate lkeyGbmmittee, to facilitate tl
performance of the functions of the Committee. édternal advisors engaged by the Committee shadirtadirectly to the members of |
Committee. Specifically, the Committee shall hawe $ole authority to retain and terminate any clbaistiand shall have the sole authorit
approve the consultastfees and other retention terms. The Committeeth®same authority to retain other experts to sedoir assist
including independent counsel, accountants, firramalysts or others. The Committee may also qg@ports from the Chief Execut
Officer, the Chief Financial Officer or any othdficer of the Company.

Performance Evaluation

Each year, the Committee shall review and assessadequacy and appropriateness of this charterttemdCommittees owr
performance. The results of such evaluation andoanyosed changes will be presented to the Board.
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EXHIBIT B
CORNERSTONE BANCSHARES, INC.
HUMAN RESOURCES AND COMPENSATION COMMITTEE CHARTER
Approved by the Board of Directors on January 2008

Purpose

The Board of Directors (the “Board®f Cornerstone Bancshares, Inc. has establishedHtiman Resources and Compens:
Committee (the “Committee”) of the Board to asHigt Board in:

1. Reviewing and adopting Human Resource policiesdornerstone Bancshares, Inc., Cornerstone Commuéahk an
Eagle Financial, Inc. (collectively, the “Company”)
2. Ensuring the overall personnel needs of the Compaayeing met.

Members of the Committee

The Committee must be comprised of at least thnelen@ more than five members of the Board. The Citteenmust be compris
solely of independent directors. An independenedor must not be an officer or employee of the gany and must not have ¢
relationship that, in the opinion of the Board, Wbinterfere with the exercise of independent juggmin fulfilling the responsibilities of
Committee member. In addition the Companiicentive stock plans are intended to comply whth requirements of Section 162(m) of
Internal Revenue Code; therefore all directors shive on the Committee must be “Outside Directaii#fiin the meaning of Section 162(
of the Internal Revenue Code.

No Committee member may participate in any discussvith respect to, or vote on, any matter in whibk member is n
independent. If there is any basis for believingammittee member is not independent, the factscandmstances should be reported tc
Board, and the Committee member should not pasieir vote on any matter until the Board has detexd the Committee membel
independent. No Committee member shall have anesitén the Company precluding their ability to antbehalf of the shareholders of
Company.

The Committees members shall be nominated for membership onCitnamittee by the Board and elected by the Boarah
member of the Committee shall serve a one-year,termntil such membes’earlier resignation or removal. Any member magjgre thei
position as a member of the Committee upon noftieengin writing or electronic transmission to thed8d. A member may be removed fi
the Committee upon the majority vote of the Boditae Chair of the Committee will be chosen by then@uttee members at their first ann
meeting each year.

No member of the Compensation Committee shall befficer or employee of the Company or any of itbsidiaries at the time
such membes service on the Compensation Committee. Noneeéxecutive officers of the Company during anydisear shall have: (
served as a member of the compensation committegt{er board committee performing equivalent fior or, in the absence of any s
committee, the board of directors) of another gnthe of whose executive officers served on they@Ensation Committee of the Compe
(b) served as a director of another entity, onavlebse executive officers served on the Compens&@mmmittee of the Company, or;
served as a member of the compensation committesti{er board committee performing equivalent fior or, in the absence of any s
committee, the board of directors) of another gntihe of whose executive officers served as attirof the Company.

Responsibilities of the Committee
The Committee is responsible to the Board for tiewing activities:

1. Reviewing and adopting all Human Resource polifbeshe Company.
2. Ensuring the overall personnel needs of the Compaayeing met, such as, but not limited to:
« Adopting succession and management developmerd fdaappropriate Company personnel.
» Reviewing future personnel needs and recruitmesgnam results.
« Adopting and monitoring the Company'’s Affirmativetfon Plan.
» Overseeing the Company'’s performance appraisadsyst
« Evaluating employee morale and human resource risk.
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The Committee is responsible to the Board for thersight of the following activities:

1. Establishing strategies and compensation pracaoesprograms for the Compasyemployees providing incentives
effectively delivering improved value to the Companshareholders, and ensuring all compensation gegraents comp
with applicable law.

2. Establishing practices to hire and retain executifieers, with the objective of aligning the conmgation of those executi
officers with the business interests of the Compamy the Company’s shareholders.

3. Reviewing and submitting for approval to the Botird Company’s goals and objectives relevant toettexutive officers
compensation program.

4. Administering and maintaining a compensation pofimyexecutive officers containing appropriate pemfance incentive

and equitylinked components, determining those executiveceffi eligible to receive such compensation and et
they are to receive based on the performance aCtmepany and relative to the Company’s goals afjektibes.

5. Performing an annual survey to determine the amandttype of executive compensation paid to exeeuificers b
comparable financial institutions.

6. Evaluating annually adherence to the Company’s #aidConduct’policy by each executive officer, and use the eatidu
in determining the level of compensation for eaxtceative officer.

7. Reviewing and recommending to the Board for apdramgt employment, non-competition, changezantrol, severance
similar agreements, including any amendments, @itcutive officers.

8. Performing annual written reviews evaluating eacécative officers individual performance in light of the approveshly

and objectives. Specifically the Committee will geamend for Board approval the CEOtompensation, equity ba
incentives and noequity based incentives. Additionally the Committeid review and approve the compensation, ec
based incentives and non-equity based incentivethéoother named executive officers.

9. Reviewing and discussing with senior managementwttiten “Compensation Discussion and Analysiis¢luded in th
Company’s proxy statement, and providing a repiscidsing this review and discussion in the Compapyoxy statement.

10. Reviewing compensation and incentive arrangementalff other officers of the Company.

11. Reviewing all employee benefit plans including nplans and revisions, the overall cost of those fiepkns and th
regulatory compliance of those benefit plans.

12. Reviewing and administering the Company’s equitd aonequity based incentive plans to ensure they propiadpe

incentives and avoid excessive ownership dilutmexisting shareholders, and make recommendatiotietBoard and tl
shareholders with respect to amendments to theses pl

13. Reviewing for submission to the Board and the Camjsashareholders all new equity based incentive pland an
amendments to those plans.
14. In addition to the matters listed above the Comemitivill perform such other functions as requireddw or authorized t

Board resolution.
Meetings

The Committee shall at least meet four times a gadrmay from time to time require specially calfieeetings, as deemed neces
by the Chair of the Committee. The Chair of the @uttee will preside at each meeting of the Commaitaad shall set the length of e
meeting and the agenda of items to be addressedcit meeting. The Committee shall meet in execugassion when assessing
performance of and when determining the compensaticluding incentives, of the CEO and at suchepttimes as the Chair or 1
Committee may determine.

Subcommittees

The Committee may, by resolution passed by a ntgjofithe Committee, designate one or more subcdt@es, each subcommit
to consist of one or more of the members of the @dtee. The Committee may delegate such autharity subcommittee as the commi
deems appropriate.
Reporting

The Committee shall maintain written minutes ofrafietings and consent actions, which shall be decbor files with the Secret:

of the Company and made available to the Board. Chair of the Committee will make regular reponsthhe Board with respect to
significant matters presented at meetings of theGittee.
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Committee Report on Executive Compensation

The Committee shall prepare a report, regardingutkee compensation, for inclusion in the Compangtoxy statement or ann
report as required by, and in accordance with,iegiple rules and regulations.

Assistance from Others

The Committee may engage external advisors and ensagtion consultants, to the extent determinedogpiaite by the Committe
to facilitate the performance dfie functions of the Committee. All external advisengaged by the Committee shall report directiyht
members of the Committee. Specifically, the Comemitthall have the sole authority to retain anditeta any compensation consultant t
used to assist in the evaluation of the executffieass and shall have the sole authority to apprthe consultard’ fees and other retent
terms. The Committee has the same authority tinrether experts to advise or assist it, includimdependent counsel, accountants, fina
analysts or others. The Committee may also reqegsirts from the Chief Executive Officer, the Chighancial Officer, the Director
Human Resources or any other officer of the Company

Performance Evaluation

Each year, the Committee shall review and assessaadequacy and appropriateness of this charterttemdCommittees owr
performance. The results of such evaluation andpanyosed changes will be presented to the Board.
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EXHIBIT C
CORNERSTONE BANCSHARES, INC.
NOMINATING/BOARD GOVERNANCE COMMITTEE CHARTER
Approved By the Board of Directors January 2008

Purpose

The Nominating/Board Governance Committee (the “Guttee”) shall carry out the Board of Directors gthBoard”) overal
responsibility with respect to:
Overseeing the Board’s committee structure

Maintaining the Board’s “Director’s Policy,” or gewning rules of operation and procedures
Identifying and recommending candidates for appoéntt or election to the Board
Conducting searches to fill the positions of therpany’s Chief executive Officer (the “CEQ”)
Overseeing the evaluation of the Board members

a s wbdhpRE

Membership on the Committee

The Committee must be comprised of at least thnelen@ more than five members of the Board. The Citteenmust be compris
solely of independent directors. An independenedor must not be an officer or employee of the gany and must not have ¢
relationship that, in the opinion of the Board, Wbinterfere with the exercise of independent juégimin fulfilling the responsibilities of
Committee member.

No Committee member may participate in any disaussiith respect to, or vote on, any matter in whibk member is n
independent. If there is any basis for believifgaammittee member is not independent, the factscandmstances should be reported tc
Board, and the Committee member should not pastieipr vote on any matter until the Board has dated the Committee membel
independent. No Committee member shall have ameisitén the Company precluding their ability to antbehalf of the shareholders of
Company.

The Committees members shall be nominated for membership onCtamittee by the Board and elected by the Boarah
member of the Committee shall serve a one-year,terrmntil such membes’earlier resignation or removal. Any member magjgre thei
position as a member of the Committee upon notieengin writing or electronic transmission to thed8d. A member may be removed fi
the Committee upon the majority vote of the Boditae Chair of the Committee will be chosen by then@uttee members at their first ann
meeting each year.

Responsibilities of the Committee

6. Recommending to the Board a slate of nominees fwémented to the shareholders for election to the
Board at each annual or special meeting of thectinddters
7. Considering and recommending to the Board theditiee Board on an annual basis

8. Conducting executive searches for the Company’s CEO

9. Evaluating and recommending to the Board thoseviddals who should be appointed or elected to fill
new positions on the Board and to fill vacanciesxisting Board positions
10. Overseeing the bi-annual evaluations of the Boagthbers

11. Evaluate the relationship between the Board ancagement
12. Monitor the orientation and continuing educatiorbDifectors

13. Evaluate the organization and performance of ther@committees and recommend changes to the Boarc
to consider

14. Review and report to the Board on the Company’pa@te governance structure and policies, and to
recommend changes as appropriate.

15. Monitor the Company’s compliance with governanagdiation and related regulations, and recommend
changes as appropriate

16. Review and approve the “Directors Manual” at leastually, as the operating procedural guidelingter
Company’s Board conduct
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Meetings

The Committee shall at least meet one time a yedmaay from time to time require specially calledetings, as deemed neces
by the Chair of the Committee. The Chair of the @uttee will preside at each meeting of the Commaitaad shall set the length of e
meeting and the agenda of items to be addressathtmeeting.

Subcommittees

The Committee may, by resolution passed by a ntgjofithe Committee, designate one or more subcdraes, each subcommit
to consist of one or more of the members of the @dtee. The Committee may delegate such authasity subcommittee as the commi
deems appropriate.

Reporting

The Committee shall maintain written minutes ofrafietings and consent actions, which shall be decbor files with the Secret:
of the Company and made available to the Board. Chair of the Committee will make regular reponsthhe Board with respect to
significant matters presented at meetings of the@Gittee.

Assistance from Others

The Committee may engage external advisors andittanss, to the extent determined appropriate byGbmmittee, to facilitate tl
performance of the functions of the Committee. édternal advisors engaged by the Committee shadirtadirectly to the members of |
Committee. Specifically, the Committee shall hawve $ole authority to retain and terminate any ctbastiand shall have the sole authorit
approve the consultastfees and other retention terms. The Committeeth@same authority to retain other experts to sedair assist
including independent counsel, accountants, fireramalysts or others. The Committee may also tqg@ports from the Chief Execut
Officer, the Chief Financial Officer or any othdficer of the Company.

Performance Evaluation

Each year, the Committee shall review and assessadequacy and appropriateness of this charterttmdCommittees owr
performance. The results of such evaluation andoangosed changes will be presented to the Board.
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