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EAST RIDGE BANCSHARES, INC.
4154 Ringgold Road
Chattanooga, Tennessee 37412-0416

July _, 1997
Dear Shareholder:

You are cordially invited to attend the Annual Megtof Shareholders of East Ridge Bancshares(IRast Ridge"), which will be held on
August __, 1997, at , Chattanooga, Tennessee 08tda.mn., Eastern Dayligl
Savings Time (the "East Ridge Meeting").

At this meeting, you will be asked to consider antk upon a proposed merger (the "Merger") invaitast Ridge, The Bank of East Ridge,
the wholly-owned subsidiary of East Ridge ("Bankeaist Ridge"), and Cornerstone Community Bank (h@wstone"), pursuant to which
Cornerstone will be merged with and into Bank o$tHidge. Upon the Merger, Bank of East Ridge, whally-owned subsidiary of East
Ridge, will be the surviving company and will charits name to "Cornerstone Community Bank," and Rage will amend its charter and
change its name to "Cornerstone Bancshares, [fi¢ei Cornerstone™). Shareholders of East Ridge etagt to receive cash and/or newly
issued shares of common stock of New Cornerstdiev("Cornerstone Common Stock"). The proposed Masgaiore fully described in the
accompanying Joint Proxy Statement/Prospectus.

The Merger Agreement provides that shareholdeEsast Ridge who do not exercise dissenters' rights etect to receive New Cornerstone
Common Stock and/or cash for their shares of EmgeRcommon stock. The number of shares of New &stane Common Stock received
in exchange for East Ridge Common Stock will beedamn an exchange ratio determined by multiplylmgrtumber of shares of East Ridge
Common Stock to be exchanged by $56.1772 and tivetind) by $12 (the "ERB Exchange Ratio"). Shareleot of East Ridge who
exchange their shares for cash will receive $5& 1t share. Accordingly, each share of East R€m®amon Stock will be converted into
the right to receive 4.6814 shares of New Cornaesstdommon Stock. However, the aggregate amourdsif t be delivered to the
shareholders of East Ridge will not exceed $4,2Z8Y,%0 the extent shareholders of East Ridge &demtceive in the aggregate more than
$4,287,500, cash will be paid on a pro-rata bastbdse East Ridge shareholders electing to recaisk. With respect to New Cornerstone
Common Stock received in the transaction by Eagdg&shareholders, the Merger Agreement provides far-free exchange.

The Merger Agreement provides that shareholdetoofierstone who do not exercise dissenters' rigititexchange each share of
Cornerstone common stock and each warrant currbaettyfor one share of New Cornerstone Common Saodkone warrant to purchase
share of New Cornerstone Common Stock for $12 Iperesif exercised by February 8, 1998 and for $i5spare if exercised by February 8,
2001 (the "Cornerstone Exchange Ratio").

The Merger will result in a change of control oé thwnership and management of East Ridge. Upon letiopof the Merger, Cornerstone
shareholders will own a minimum of 79.4% of thestamding shares of New Cornerstone Common Stockrendifficers and directors of
Cornerstone will continue as the officers and doexof New Cornerstone.

The Board of Directors of East Ridge believes thattransactions contemplated by the Agreemen®Pdand of Merger are fair to and in the
best interests of East Ridge and its sharehold@&esBoards of Directors of both East Ridge and €mtone have approved the Agreement
and Plan of Merger and the Board of Directors aftlRidge recommends that you vote FOR approvdi@figreement and Plan of Merger.
All shareholders are invited to attend the EasgRiMleeting in person. Approval of the Merger regsiithe affirmative vote of a majority of
the outstanding shares of common stock of EasteRiDgvid E. Young, a director of East Ridge andi@ian of the Board of Bank of East
Ridge, beneficially owns 76,139 shares of East Ridgmmon Stock, or approximately 69.8% of the aniding East Ridge Common Stock.
Mr. Young has agreed to vote all of his sharesawof of the Merger. Accordingly, approval of the iger Agreement by the East Ridge
shareholders is assured.

At the East Ridge Meeting shareholders of East ®islidj also elect six directors to serve as membétke Board of Directors of East Ridge
until the next annual meeting or until their susmes are duly elected and qualified.

The enclosed Notice of Annual Meeting of Sharehaldand Joint Proxy Statement/Prospectus explaiMérger and provide specific
information relative to the East Ridge Meeting.aRke carefully read these materials and thoughtéahsider the information contained in
them.

In order that your shares may be represented &akeRidge Meeting, you are urged promptly to detep sign, date and return the
accompanying Proxy in the enclosed envelope, whetheot you plan to attend the East Ridge Meetifwgou attend the



East Ridge Meeting in person, you may, if you wislte personally on all matters brought beforeBhst Ridge Meeting even if you have
previously returned your Proxy.

Sincerely,

James D. Renegar Presid



CORNERSTONE COMMUNITY BANK
5319 Highway 153
Chattanooga, Tennessee 37412-0416

July _, 1997
Dear Shareholder:

You are cordially invited to attend the Annual Magtof Shareholders of Cornerstone Community Bd@lo(herstone"), which will be held
on August __, 1997, at , Chattanooga, Tennessee 12 nabn Eastern Daylight
Savings Time (the "Cornerstone Meeting").

At this meeting, you will be asked to consider antk upon a proposed merger (the "Merger") invajVitast Ridge Bancshares, Inc. ("East
Ridge"), The Bank of East Ridge, the wholly-ownebsidiary of East Ridge ("Bank of East Ridge"), &watnerstone, pursuant to which
Cornerstone will be merged with and into Bank o$tHidge. Upon the Merger, Bank of East Ridge, whally-owned subsidiary of East
Ridge, will be the surviving company and will charits name to "Cornerstone Community Bank," and Rage will amend its charter and
change its name to "Cornerstone Bancshares, Itidégi Cornerstone"). The proposed Merger is morky fiscribed in the accompanying
Joint Proxy Statement/Prospectus.

The Merger Agreement provides that shareholde@oofierstone who do not exercise dissenters' rigiitexchange each share of
Cornerstone Common Stock and each warrant currbatty/for one share of common stock of New Coroaesi("New Cornerstone Common
Stock") and one warrant to purchase one share wfGlernerstone Common Stock for $12 per share ifased by February 8, 1998 and for
$15 per share if exercised by February 8, 2001"@wenerstone Exchange Ratio"). The Merger wiluteg a change of control of the
ownership and management of East Ridge. Upon caimplef the Merger, Cornerstone shareholders with@ minimum of 79.4% of the
outstanding shares of New Cornerstone Common Stodkhe officers and directors of Cornerstone eglitinue as the officers and directors
of New Cornerstone. With respect to shares of Nemné&rstone Common Stock received in the exchahgdylerger Agreement provides for
a tax-free exchange.

The Merger Agreement provides that shareholdeEsasft Ridge who do not exercise dissenters' riglig @lect to receive New Cornerstone
Common Stock and/or cash for their shares of EaggeRcommon stock. The number of shares of New €&stane Common Stock received
in exchange for East Ridge Common Stock will beeamn an exchange ratio determined by multiplylmgrtumber of shares of East Ridge
Common Stock to be exchanged by $56.1772 and tivedingy by $12 (the "ERB Exchange Ratio"). Shareleos of East Ridge who
exchange their shares for cash will receive $5& 1€t share. Accordingly, each share of East R@m@mon Stock will be converted into
the right to receive 4.6814 shares of New Cornaesstdommon Stock. However, the aggregate amourdsdf t be delivered to the
shareholders of East Ridge will not exceed $4,28Y,50 the extent shareholders of East Ridge &emwtceive in the aggregate more than
$4,287,500, cash will be paid on a pro-rata basthdse East Ridge shareholders electing to receisie.

The Board of Directors of Cornerstone believes thatMerger and the Agreement and Plan of Mergefair to, and in the best interests of,
Cornerstone and its shareholders. The Boards etchirs of both East Ridge and Cornerstone haveoapgithe Agreement and Plan of
Merger, and the Board of Directors of Cornersta@mmmends that you vote FOR approval of the Mergéshareholders are invited to
attend the Cornerstone Meeting in person. Approf/ethe Merger requires the affirmative vote of Hwdders of a majority of the outstanding
shares of Cornerstone common stock.

At the Cornerstone Meeting, shareholders will giselect 15 directors to serve as members of thar& of Directors of Cornerstone until the
next annual meeting or until their successors ahg elected and qualified; (ii) amend the Charte€ornerstone to authorize the exercise of
trust powers; and (iii) ratify the appointment oiditors.

The enclosed Notice of Annual Meeting of Sharehaldand Joint Proxy Statement/Prospectus explaiMérger and provide specific
information relative to the Cornerstone Meetinged®e carefully read these materials and thougphtfolhsider the information contained in
them. Your vote is of great importance, as the apgdrof Cornerstone shareholders is required tawaomate the Merger.

In order that your shares may be represented & dheerstone Meeting, you are urged promptly togeie, sign, date and return the
accompanying Proxy in the enclosed envelope, whetheot you plan to attend the Cornerstone Meegiven if you have previously returr
your Proxy.

Sincerely,

Timothy L. Hobbs Presidel



EAST RIDGE BANCSHARES, INC.
NOTICE OF ANNUAL MEETING OF SHAREHOLDERS
To Be Held on August __, 1997

NOTICE IS HEREBY GIVEN that an Annual Meeting of@kholders of East Ridge Bancshares, Inc. ("Eaigdr) will be held or
, August __, 1997 at , Chattanooga, Tennessee at 10 a.stere®aylight Savings Tim:
for the following purposes:

1. To consider and vote upon the approval and @mopf an Agreement and Plan of Merger dated ddath 18, 1997 (the "Merger
Agreement") among East Ridge, The Bank of East®{tiBank of East Ridge"), Cornerstone Community BB@iCornerstone") and David E.
Young, individually, a copy of which is set forth Appendix A to the attached Joint Proxy StatenRenpectus. The Merger Agreement
provides for, among other things, the proposed eresfjCornerstone (the "Merger") with and into BarikEast Ridge, a Tennessee banking
corporation that is a whollgwned subsidiary of East Ridge, with Bank of EdsigR to be the surviving corporation in the Merdrrt which,
upon the effectiveness of the Merger, will amescharter and change its name to "Cornerstone CaityrBBank”; and East Ridge will
amend its charter and change its name to "Cormexdtancshares, Inc.”;

2. To elect six directors to serve as memberseBthard of Directors of East Ridge until the naxt@al meeting or until their successors are
duly elected and qualified; and

3. To transact such other business as may propenhe before the meeting.
The foregoing items of business are more fully dbed in the Joint Proxy Statement/Prospectus apeoying this Notice.

Only shareholders of record at the close of busioesuly __, 1997 are entitled to notice of, anddte at, the meeting and any adjournments
thereof.

Approval of the Merger Agreement requires the aféitive vote of the holders of a majority of thestahding shares of East Ridge common
stock. Election of each of the nominees for directguires the affirmative vote of the holders gfiarality of the votes cast at the meeting.

The Board of Directors of East Ridge recommendsshareholders vote to approve the Merger Agreeiaathtvote for the election of the
nominees for directors.

BY ORDER OF THE BOARD OF DIRECTORS
Secretary

Chattanooga, Tennessee
July , 1997

To ensure your representation at the meeting, y@uw@ed to mark, sign, date and return the endlpsaexy as promptly as possible in the
postageprepaid envelope enclosed for that purpose. Tokeagoroxy, you must submit to the Secretary ot Radge, prior to voting, eithet
signed instrument of revocation or a duly execyiexky bearing a date or time later than the prosind revoked. If you attend the meeting,
you may vote in person even if you previously netuat a proxy



CORNERSTONE COMMUNITY BANK
NOTICE OF ANNUAL MEETING OF SHAREHOLDERS
To Be Held on August ___, 1997

NOTICE IS HEREBY GIVEN that the Annual Meeting di&@eholders of Cornerstone Community Bank ("Comoers’) will be held or
, August 1997 at , Chattanooga, Tennessee at 12:00 Bastern Daylight Savin(
Time (the "Cornerstone Meeting"), for the followipgrposes:

1. To consider and vote upon the approval and @mopf an Agreement and Plan of Merger dated ddath 18, 1997 (the "Merger
Agreement") among East Ridge, The Bank of East®{tiBank of East Ridge"), Cornerstone Community BB@iCornerstone") and David E.
Young, individually, a copy of which is set forth Appendix A to the attached Joint Proxy StatenRenpectus. The Merger Agreement
provides for, among other things, the proposed eresfjCornerstone (the "Merger") with and into BarikEast Ridge, a Tennessee banking
corporation that is a whollgwned subsidiary of East Ridge, with Bank of EdsigR to be the surviving corporation in the Merdrrt which,
upon the effectiveness of the Merger, will amescharter and change its name to "Cornerstone CaityrBBank”; and East Ridge will
amend its charter and change its name to "Cormexdtancshares, Inc.”;

2. To elect 15 directors to serve as members oBtard of Directors of Cornerstone until the next@al meeting or until their successors are
duly elected and qualified;

3. To amend the Charter of Cornerstone to authdhizexercise of trust powers, subject to regwadmproval;
4. To ratify the appointment of auditors; and

5. To transact such other business as may propenhe before the meeting.

The foregoing items of business are more fully dbsd in the Proxy Statement accompanying this ¢¢oti

Only shareholders of record at the close of busioesJuly _ , 1997 are entitled to notice of, tandote at, the meeting and any
adjournments thereof.

Approval of the Merger Agreement and the amendroétite Charter requires the affirmative vote of timéders of a majority of the
outstanding shares of Cornerstone Common Stockti&ifeof each of the nominees for director requihesaffirmative vote of the holders of
a plurality of the votes cast at the meeting. Rattfon of the appointment of auditors requireq thaes cast in favor of the proposal must
exceed the votes cast in opposition ti



The Board of Directors of Cornerstone recommendsghareholders vote to approve the Merger Agreeamehvote for the election of the
nominees for director, the amendment of the Chartdrthe appointment of auditors.

BY ORDER OF THE BOARD OF DIRECTORS

Chattanooga, Tennessee
July 1997

Secretary
YOUR VOTE IS IMPORTANT

To ensure your representation at the meeting, y@ui@ed to mark, sign, date and return the endlpsaxy as promptly as possible in the
postageprepaid envelope enclosed for that purpose. Tokeagproxy, you must submit to the Secretary ofin€mstone, prior to voting, eith

a signed instrument of revocation or a duly exetpt®xy bearing a date or time later than the pimeing revoked. If you attend the meeting,
you may vote in person even if you previously netuat a proxy
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JOINT PROXY STATEMENT/PROSPECTUS

CORNERSTONE COMMUNITY BANK EAST RIDGE BANCSHARES, INC.
PROXY STATEMENT FOR ANNUAL MEETING OF SHAREHOLDERS PROXY STATEMENT FOR ANNUAL MEETING OF SHAREHOLDERS
TO BE HELD ON AUGUST , 1997 TO BE HELD ON AUGUST , 1997

EAST RIDGE BANCSHARES, INC.
PROSPECTUS FOR 1,100,547 SHARES OF COMMON STOCK ANDWVARRANTS
TO PURCHASE 590,130 SHARES OF COMMON STOCK

This Joint Proxy Statement/Prospectus and the geaoying forms of proxy are being furnished in catima with the solicitation of proxies
by the Boards of Directors of East Ridge Bancshanes ("East Ridge") and Cornerstone Community IBE€ornerstone™) to be used at the
Annual Meeting of Shareholders of East Ridge théld on August __, 1997 at 10:00 a.m., EasterniBlatyBavings Time (the "East Ridge
Meeting") and the Annual Meeting of Shareholder€ofnerstone to be held on August __, 1997 at 12da, Eastern Daylight Savings
Time (the "Cornerstone Meeting", and together whih East Ridge Meeting, the "Meetings"), in eactecat

[ Chattandegagssee |. This Joint Proxy Statement/Pcaspand the accompanying
forms of proxy are first being mailed to sharehoddef East Ridge and Cornerstone on or about Julyt997.

At the Meetings, shareholders of each of East RadgkeCornerstone will consider and vote upon the@ml and adoption of an Agreement
and Plan of Merger dated as of March 18, 1997"(therger Agreement") among East Ridge, The BankastiRidge ("Bank of East Ridge"),
Cornerstone and David E. Young, individually, ayopwhich is set forth as Appendix A to the attedtloint Proxy Statement/Prospectus.
The Merger Agreement provides for, among otherghithe merger of Cornerstone with and into Bankadt Ridge, a Tennessee banking
corporation that is a wholly- owned subsidiary eSERidge (the "Merger"), with Bank of East Ridgde the surviving corporation in the
Merger, but which, upon the effectiveness of thedée will amend its charter and change its nani€tornerstone Community Bank." Upon
the effectiveness of the Merger, East Ridge wileathits charter and change its name to "Cornerdamneshares, Inc.” ("New Cornerston:
The Merger will result in a change of control o thwnership and management of East Ridge. Upon letiop of the Merger, Cornerstone
shareholders will own a minimum of 79.4% of thestamding shares of common stock of New Cornersttew Cornerstone Common
Stock™) and the officers and directors of Cornarstwill continue as the officers and directors oftrstone.

Upon the effectiveness of the Merger (the "Effeefiime"), each share of East Ridge common stocigt'Ridge Common Stock™)
outstanding prior to the Effective Time will be a@nted into a right to receive cash and/or New @mstone Common Stock. Shareholders of
East Ridge who do not exercise dissenters' rightg efect to receive New Cornerstone Common Stodkoarcash for their shares of East
Ridge common stock. The number of shares of Nemé&stone Common Stock received in exchange forBdgie Common Stock will be
based on an exchange ratio determined by multiglsie number of shares of East Ridge Common Stobk £xchanged by $56.1772 and
then dividing by $12.00 (the "ERB Exchange Rati@hareholders of East Ridge who exchange theiesHar cash will receive $56.1772 |
share. Accordingly, each share of East Ridge Com&took will be converted into the right to recei#6814 shares of New Cornerstone
Common Stock. However, the aggregate amount of tralsh delivered to the shareholders of East Riddeot exceed $4,287,500. To the
extent shareholders of East Ridge elect to redrittee aggregate more than $4,287,500, cash wilidie on a pro-rata basis to those East
Ridge shareholders electing to receive cash. Ske Merger Agreement.”

At the Effective Time, each share of Cornerstonamon stock and each warrant exercisable for Cammescommon stock (unless the
context requires otherwise, the Cornerstone comsiaek and warrants are referred to hereinafteectillely as "Cornerstone Common
Stock™) outstanding prior to the Effective Time Mik converted into a right to receive one shardef Cornerstone Common Stock and a
warrant to purchase one share of New Cornerstonen@m Stock for $12 per share if exercised by Faelr8al1998 and for $15 per share if
exercised by February 8, 2001 ("New Cornerstoner&vidl).

SEE "RISK FACTORS" ON PAGE 11 FOR A SUMMARY OF CERIN MATERIAL RISKS AND CONSIDERATIONS RELATING TO
AN INVESTMENT IN THE NEW CORNERSTONE COMMON STOCK.

This Joint Proxy Statement/Prospectus also sesrasPaospectus under the Securities Act of 1938rended (the "Securities Act"), relating
to a maximum of 1,100,547 shares of New Corners@sramon Stock and New Cornerstone Warrants exdlei$ar the purchase of up to
590,130 shares of New Cornerstone Common Stockldsin the Merger. Upon completion of the Merdgawrnerstone shareholders will
own a minimum of 79.4% of the New Cornerstone Comr8tock.

There is no established trading market for eitherEast Ridge Common Stock or the Cornerstone Can8tuck. To management of East
Ridge's knowledge and management of Cornerstonetsledge, the most recent transactions with regpette East Ridge Common Stock
and the Cornerstone Common Stock were $56.17 aB&@lrespectively. There will be no trading marfioetthe New Cornerstone Common
Stock and New Cornerstone Warrants upon their resia

At the Meetings, the shareholders of each of Eaijdrand Cornerstone also will be asked to elegtinees to serve on their respective
boards of directors until their respective succesace elected and qualified. Additionally, shatdbos of Cornerstone will be asked to
approve the amendment of its Charter to authohieeskercise of trust powers and to ratify the apipegnt of auditors



THE SHARES OF NEW CORNERSTONE COMMON STOCK OFFERHEREBY ARE NOT SAVINGS ACCOUNTS, DEPOSITS OR
OTHER OBLIGATIONS OF A BANK OR SAVINGS ASSOCIATIOMND ARE NOT INSURED BY THE FEDERAL DEPOSIT
INSURANCE CORPORATION OR ANY OTHER GOVERNMENTAL AGECY.

THE SECURITIES TO BE ISSUED IN THE MERGER HAVE NAEEN APPROVED OR DISAPPROVED BY THE SECURITIES AND
EXCHANGE COMMISSION OR ANY STATE SECURITIES COMMI3SGN NOR HAS THE SECURITIES AND EXCHANGE
COMMISSION OR ANY STATE SECURITIES COMMISSION PASSEJPON THE ACCURACY OR ADEQUACY OF THIS JOINT
PROXY STATEMENT/PROSPECTUS. ANY REPRESENTATION TGIE CONTRARY IS A CRIMINAL OFFENSE.

The date of this Joint Proxy Statement/ProspectusiJuly _ , 1997.
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Cornerstone and East Ridge have received an opaficounsel that the Merger will be a tax-free gamization, within the meaning of
Sections

368(a)(1)(A), 368(a)(2)(D), and 368(a)(1)(E) of théernal Revenue Code of 1986, as amended (thde'q,dfor holders of Cornerstone
Common Stock and for holders of East Ridge Comntonk3o the extent of the stock consideration neaiby the East Ridge shareholders
and the Cornerstone shareholders in the Merger.eiderythe exchange by the Cornerstone sharehafi€srnerstone warrants for New
Cornerstone Warrants may be a taxable transaction.

No person is authorized to give any informatiortcomake any representation other than those catamthis Joint Prox
Statement/Prospectus, and if given or made, sdomiation or representation should not be reliedruas having been authorized. This Joint
Proxy Statement/Prospectus does not constitutéfanto sell, or a solicitation of an offer to phase, the securities offered by this Joint
Proxy Statement/Prospectus, or the solicitatioa pfoxy, in any jurisdiction in which such offer swlicitation may not lawfully be made.
Neither the delivery of this Joint Proxy StatemBmiSpectus nor any distribution of securities pansuo this Joint Prox
Statement/Prospectus shall, under any circumstaocste an implication that there has been nogganthe information set forth herein
since the date of this Joint Proxy Statement/Prispe

AVAILABLE INFORMATION

East Ridge has filed with the SEC a Registrati@ie®hent on Form S-4 (the "Registration Statememtjer the Securities Act covering the
securities described herein. This Joint Proxy &tatdé/Prospectus does not contain all of the infionaset forth in the Registration
Statement, certain parts of which are omitted toetance with the rules and regulations of the SE&tements contained herein or
incorporated herein by reference concerning theigians of documents are summaries of such docwsnant each statement is qualified in
its entirety by reference to the applicable docunifdiled with the SEC or attached as an appermireto. For further information, reference
is hereby made to the Registration Statement améxhibits filed therewith. The Registration Stagetnand any amendments thereto,
including exhibits filed as a part thereof, areimde for inspection and copying as set forth ahov

New Cornerstone is subject to the information regqaients of the Securities Exchange Act of 1934nasnded (the "Exchange Act"), anc
accordance therewith will file reports and othdoimation with the SEC. Such reports and otherrimfation when filed by New Cornerstone
will be available for copying and inspection at fhgblic Reference Section of the SEC, 450 Fifte&trN.W., Washington, D.C. 20549, at
prescribed rates, as well as at the following Regli®ffices of the Commission, Seven World Tradet€e New York, New York 10048; a
Citicorp Center, 500 West Madison Street, Suite0]14thicago, lllinois 60661-2511. Such material \aiBo be accessible electronically by
means of the SEC's home page on the Internetmat/vivw.sec.gov.
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SUMMARY

The following is a summary of certain informatioontained elsewhere in this Joint Proxy Statemeosgffrctus. Reference is made to, and
this summary is qualified in its entirety by, them detailed information contained elsewhere ia fiint Proxy Statement/Prospectus and in
the attached Appendices. Shareholders of East Ridde€Cornerstone are urged to read carefully thig Proxy Statement/Prospectus and
attached Appendices in their entirety.

All information concerning East Ridge included fistJoint Proxy Statement/Prospectus and the &itbBppendices has been furnished by
East Ridge and all information concerning Cornerstimcluded in this Joint Proxy Statement/Prospeand the attached Appendices has
been furnished by Cornerstone.

THE COMPANIES

East Ridge. East Ridge, incorporated in Tenness#883, is a bank holding company registered utiteBank Holding Company Act of
1956, as amended. East Ridge's principal asda isatpital stock of Bank of East Ridge, a statkliawperation for over 12 years with
offices in Chattanooga, Tennessee. At March 317 1B8st Ridge had consolidated total assets ob%#dlion and shareholders' equity of
$3.1 million. East Ridge's principal offices aredted at 4154 Ringgold Road, Chattanooga, Tenn&39de2-0416 and its telephone number
is (423) 698-2454.

Cornerstone. Cornerstone, a Tennessee bankingratigpochartered on January 23, 1996, began itsatipas in February 1996 at its office
located in Chattanooga, Tennessee. Cornerstomiargrdeposit products are demand deposits, sagicgsunts, and certificates of deposit.
Its primary lending products are commercial busirieans, real estate loans, and installment lo@nslarch 31, 1997, Cornerstone had total
assets of $36.3 million and stockholders' equit$®B million. Cornerstone's principal offices &eated at 5319 Highway 153, Chattanooga,
Tennessee 37343-2289 and its telephone numbe233 ¥7-8181.

David E. Young. David E. Young is a director of ER&lge and Chairman of the Board of Bank of EadgR. Additionally, Mr. Young
beneficially owns 76,139 shares, representing 6@88e outstanding shares of East Ridge and haeddo vote all such shares in favor of
the Merger. Accordingly, approval of the Merger Agment by the shareholders of East Ridge is assured

ANNUAL MEETINGS OF SHAREHOLDERS

The East Ridge Meeting. The East Ridge Meetinglvélheld on August __, 1997, at
Chattanooga, Tennessee at 10:00 a.m., E&sglight Savings Time. Only holders of record @sSERidge Common Stock at the cl
of business on July __, 1997 (the "East Ridge RbD@tte") will be entitled to vote at the East Riddeeting. On the East Ridge Record D
there were issued and outstanding approximately0B0%hares of East Ridge Common Stock held byoappately holders of
record. Each such share is entitled to one voteash matter which comes up at the East Ridge Mgetin

At the East Ridge Meeting, shareholders of Easg®idill be asked to consider and vote upon a pralgosapprove and adopt the Merger
Agreement, which provides for the merger of Conwers with and into Bank of East Ridge with Bankaeaist Ridge being the surviving
banking corporation and changing its name to "Gmtoae Community Bank." The Merger will result ictzange of control of the ownership
and management of East Ridge. Upon completioneoirger, Cornerstone shareholders will own a mimmof 79.4% of the outstanding
shares of New Cornerstone Common Stock and theeofiand directors of Cornerstone will continu¢hasofficers and directors of New
Cornerstone. Upon consummation of the Merger, Rakie will amend its charter and change its nami€twnerstone Bancshares, Inc."
Approval of the Merger Agreement requires the aféitive vote of a majority of the outstanding shareBast Ridge.

At the East Ridge Meeting, shareholders will allsztesix directors to serve as members of the Rakie Board of Directors until their
successors are elected and qualified. The eleofieach of the nominees requires the affirmativie v the holders of a plurality of the votes
cast at the East Ridge Meeting.

As of the East Ridge Record Date, directors andwiee officers of East Ridge owned beneficiallyaggregate of 83,344 shares of East
Ridge Common Stock or approximately 76% of the shaf East Ridge Common Stock outstanding on sath ©f such 83,344 shares,
David E. Young, a director of East Ridge and Chainrof the Board of Bank of East
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Ridge, beneficially owns 76,139 shares of East Ridgmmon Stock, or approximately 69.8% of the aniding East Ridge Common Stock.
Mr.Young has agreed to vote all of his shares worf@f the Merger. Accordingly, approval of the Mer Agreement by the East Ridge
shareholders is assured.

The Cornerstone Meeting. The Cornerstone Meetitigo@iheld on ,August __ , 1997, at

Chattanoogae3see at 12:00 noon, Eastern Daylight Sawiimge. Only holders ¢
record of Cornerstone Common Stock at the clodmisiness on July __, 1997 (the "Cornerstone Reatd") will be entitled to vote at the
Cornerstone Meeting. On the Cornerstone Record, Blsee were issued and outstanding approxima@dy130 shares of Cornerstone
Common Stock held by approximately 400 holderseobrd. Each share is entitled to one vote on eattento come up at the Cornerstone
Meeting.

At the Cornerstone Meeting, shareholders of Cotareswill be asked to consider and vote upon agsapto approve and adopt the Merger
Agreement, which provides for the merger of Cortwers with and into Bank of East Ridge with Bankeafst Ridge being the surviving
banking corporation and amending its charter arahgimg its name to "Cornerstone Community Bank.btyponsummation of the Merger,
East Ridge will amend its charter and change itseto "Cornerstone Bancshares, Inc." The Mergdmrasult in a change of control of the
ownership and management of East Ridge. Upon caimplef the Merger, Cornerstone shareholders with@ minimum of 79.4% of the
outstanding shares of New Cornerstone Common Stodkhe officers and directors of Cornerstone eglitinue as the officers and directors
of New Cornerstone. Approval of the Merger Agreetrenquires the affirmative vote of a majority oétbutstanding shares of Cornerstone.

At the Cornerstone Meeting, shareholders will deasked to (i) elect 15 directors to serve as neesniif the Cornerstone Board of Directors
until their successors are elected and qualifiddagprove the amendment of the Cornerstone Chaotauthorize the exercise of trust powers
and (iii) ratify the appointment of auditors. THedaion of each of the nominees requires the afitime vote of the holders of a plurality of 1
votes cast at the Cornerstone Meeting. The appafthke amendment to the Cornerstone Charter regjtiire affirmative vote of a majority of
the outstanding shares of Cornerstone Common Sameckthe appontment of auditors requires that thesvcast in favor of the proposals
exceed the votes against the proposals.

As of the Cornerstone Record Date, directors ardutive officers of Cornerstone owned beneficiallyaggregate of 241,822 shares of
Cornerstone Common Stock, or approximately 41%efshares of Cornerstone Common Stock outstandirsgich date.

TERMS OF THE MERGER

Merger Consideration Available to East Ridge Shalddrs. Upon the effectiveness of the Merger (t#ective Time"), each share of East
Ridge common stock ("East Ridge Common Stock")tantting prior to the Effective Time will be convedtinto a right to receive cash
and/or New Cornerstone Common Stock. Shareholddtasi Ridge who do not exercise dissenters' rigtatg elect to receive New
Cornerstone Common Stock and/or cash for theireshafr East Ridge common stock. The number of studidsew Cornerstone Common
Stock received in exchange for East Ridge CommonkSwill be based on an exchange ratio determiryahltiplying the number of shares
of East Ridge Common Stock to be exchanged by $38.and then dividing by $12.00 (the "ERB ExchaRgé&io"). Shareholders of East
Ridge who exchange their shares for cash will kec#b56.1772 per share. Accordingly, each shareasf Ridge Common Stock will be
converted into the right to receive 4.6814 shafddew Cornerstone Common Stock. However, the aggesgmount of cash to be delivered
to the shareholders of East Ridge will not exce&@&7,500. To the extent shareholders of East Retl to receive in the aggregate more
than $4,287,500, cash will be paid on a pro-ratasta those East Ridge shareholders electingc&ive cash.

Although the Merger Agreement provides that ingkient shareholders of East Ridge elect less th®98200 in cash, Cornerstone may
terminate the Merger Agreement, such eventualihoidikely to occur in that David E. Young, whontadicially owns 76,139 shares of East
Ridge Common Stock, or approximately 69.8% of thistanding shares of East Ridge has notified Cetoee that he intends to exchange
to 70% of the shares of East Ridge Common Stoawires for cash in the aggregate amount of $2,994 j8@&ever, in the event the
elections of the East Ridge shareholders, inclutingYoung, for cash exceed $4,287,500. Mr. Youmrtgstion will be pro rated equally wi
all other East Ridge shareholders who have elexsh. See "The Merger -- Terms of the Merger".

The Merger will result in a change in control oé twnership and management of East Ridge. Upon letiomp of the Merger, if all of the
East Ridge shareholders except Mr. Young who he=eddgo exchange a certain portion of his shanesash, elect to receive all of the
remaining approximately 153,975 shares of New Qstnae Common Stock issuable in the Merger, shédeloof East Ridge will own a
maximum of 20.6% of the outstanding shares of Nemn€rstone Common Stock and Cornerstone sharesaldiéown 79.4% of the
outstanding shares of New Cornerstone Common Sidekofficers and directors of Cornerstone will itowe as the officers and directors of
New Cornerstone

Merger Consideration Available to Cornerstone Shalders. At the Effective Time, each share of Cstomne common stock and each
warrant exercisable for Cornerstone common stooles the context requires otherwise, the Corneestommon stock and warrants are
referred to hereinafter collectively as "Cornerst@ommon Stock™) outstanding prior to the Effectiwme will be converted into a right to
receive one share of New Cornerstone Common Stugtlaavarrant to purchase one share of New Cormesfommon Stock for $12 per
share if exercised by February 8, 1998 and forgsshare if exercised by February 8, 2001 (urtlessontext requires otherwise, "New
Cornerstone Common Stock" includes the warrantscesable for New Cornerstone Common Stock). Newn€rstone Warrants exercisable
for the purchase of up to 590,130 shares of Newé&rstone Common Stock are issuable in the Merger"Bhe Merger -- Terms of the
Merger."



Fractional Shares. No fractional shares of New €mtione Common Stock will be issued in connectigh the Merger. In lieu of fractional

shares, New Cornerstone will make a cash paymeratl ég the fractional interest which an East Ridgareholder would otherwise receive
multiplied by $56.1772. The fractional interestiaié determined by combining all shares owned loh $tast Ridge shareholder. See "The
Merger -- Terms of the Merger."

Election of Form of Merger Consideration

As promptly as practicable after the Merger, Newr@ostone will provide letters of transmittal tastholders of East Ridge for the purpose
of exchanging their certificates of East Ridge CamrStock for New Cornerstone Common Stock and/sh @& elected by the shareholder.
To the extent shareholders of East Ridge electdeive New Cornerstone Common Stock, such eleetibbbe satisfied. The amount of cash
received by an East Ridge shareholder is subjettietavailability of cash to the extent sharehad#rEast Ridge elect more than $4,287,500
in cash. In such event, the amount of cash upeartiximum amount of $4,287,500 will be prorated agnall shareholders of East Ridge,
including Mr. Young, requesting cash. In the ewahof the shareholders of East Ridge elect toiveceash for all of their shares of East
Ridge, each shareholder would receive 70% of higgsteconsideration in cash and 30% in New Cornaestdommon Stock.

As promptly as practicable after the Merger, Newr@ostone will provide letters of transmittal taseholders of Cornerstone for the purpose
of exchanging their certificates of Cornerstone @mn Stock and their warrants for certificates repréing New Cornerstone Common
Stock and New Cornerstone Warrants. See "The Mergaurrender of Certificates."

Advantages and Disadvantages of Form of Merger Coideration

To the extent shareholders of East Ridge electdeive New Cornerstone Common Stock, they willraobgnize gain or loss upon the
receipt of New Cornerstone Common Stock, excefitaextent of any cash received in lieu of fracdishares. To the extent shareholders of
East Ridge elect to receive cash, they will recoggain or loss as a result of the Merger. See Mémger -- Certain Federal Income Tax
Consequences.”

Additionally, there is no market for the New Costene Common Stock and there is no assurancerttadtize and liquid market will
develop. Therefore, East Ridge shareholders wtat tlgeceive New Cornerstone Common Stock and ddsire to liquidate their
investment may be unable to do so. See "Risk Fattor
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EFFECTIVE TIME

The Effective Time of the Merger will be 5:01 p.&astern time, on the later to occur of the acewgtdor filing by the Secretary of State of
the State of Tennessee of articles of merger filextcordance with the Tennessee Banking Act (IlBA™), or on such later date as the
articles of merger may specify. Unless otherwisgually agreed upon by East Ridge and Cornerstteelerger will occur on the last
business day of the month after all conditions aiord in the Merger Agreement have been satisfiedadved, including receipt of all

regulatory approvals and termination of all statyitwaiting periods.
REASONS FOR THE MERGER; RECOMMENDATION OF BOARDS OF DIRECTORS

The Board of Directors of East Ridge (the "Eastgri®oard") believes the Merger is fair to and ia iest interest of East Ridge and its
shareholders and recommends that East Ridge'shefidees vote FOR approval of the Merger Agreemsate "The Merger -- Background of
and Reasons for the Merger." For information onitiberests of certain officers and directors oftERisige in the Merger, see "The Merger --
Interests of Certain Persons in the Merger."

The Board of Directors of Cornerstone (the "Cortwers Board") believes the Merger is fair to anthi@ best interest of Cornerstone and its
shareholders and recommends that Cornerstonetshsiiders vote FOR approval of the Merger Agreentee¢. "The Merger -- Background
of and Reasons for the Merger." For informatiortlmminterests of certain officers and director€ofnerstone in the Merger, see "The
Merger -- Interests of Certain Persons in the Metge

OPINION OF FINANCIAL ADVISER

Mercer Capital ("Mercer") has delivered its writtgpinion to the Cornerstone Board to the effect, ths of the date of the Merger Agreement
and the date of this Joint Proxy Statement/Prospetiie transaction is fair, from a financial pahview, to the holders of Cornerstone
Common Stock. A copy of the opinion of Mercer dafguil 25, 1997 is attached hereto as Appendix Be ©pinion should be read in its
entirety for a description of the procedures fokalyvassumptions and qualifications made, mattersidered, and the limitations observed by
Mercer. See "The Merger -- Opinion of CornerstoR&@®mncial Adviser."

The East Ridge Board determined that it was notssary to engage a financial advisor for the pwpdproviding an opinion with respect
the fairness of the transaction from a financiahpof view to the holders of East Ridge Commonc&td he East Ridge Board made such
determination based on the facts that the EasteRdard had previously retained Alex Sheshunoffd@npany as its financial advisor which
had not been able to obtain any acquisition prdpagzerior to the Cornerstone proposal and manageaid¢ast Ridge had conducted, or
caused to be conducted, a due diligence investigafi the quality of the Cornerstone loan and s&earportfolios. See "The Merger --
Background and Reasons for the Merger."

CONDITIONS; REGULATORY APPROVALS

Consummation of the Merger is subject to variousditions, including receipt of the shareholder appt solicited hereby, receipt of the
necessary regulatory approvals, receipt of an opiof counsel regarding certain tax aspects oMbger, implementation, to the extent
consistent with generally accepted accounting fples ("GAAP"), of certain adjustments to East Ritdgoan, litigation and real estate
valuation policies and practices (including loaassifications and levels of reserves) and satisfacif customary closing conditions.

The regulatory approvals and consents necessagnsummate the transactions contemplated by thgévidigreement include the approval
of the Federal Deposit Insurance Corporation ("FPBERd the Tennessee Department of Financial Unigtits (the "TDFI"). Applications

have been submitted for such approvals. There eamlassurances as to when, if or with what camditsuch approvals will be granted. See
"The Merger -- Conditions to Consummation of ther§yée,"” "-- Regulatory Approvals" and "-- ConductRiisiness Pending the Merger."

TERMINATION OF THE MERGER AGREEMENT

The Merger Agreement may be terminated at any firigr to the Merger by the mutual consent of EddgR and Cornerstone, in the event
the shareholders of either East Ridge or Corneesfaihto approve the Merger Agreement or by eithégs Board of Directors so determines
by a vote of the majority of the members of itarenBoard, in the event of a material breach c@esentation, warranty or covenant in the
event such breach is not cured within 60 days ttaef such breach is provided to the breachinty@nd in the event East Ridge
shareholders elect to receive consideration oftheas $2,900,000 in cash. It is unlikely that therlyer Agreement would be terminated for
the last reason listed because David E. Young @iad to exchange 70% of his East Ridge Commork$tocash in the aggregate amount
of $2,994,076. See "The Merger -- Waiver and AmesakyiTermination.”

-6-



MANAGEMENT AFTER THE MERGER

After the Merger, the directors and officers of @enstone will become the directors and officerEas$t Ridge and Bank of East Ridge. See
"The Merger -- Management After the Merger."

INTERESTS OF CERTAIN PERSONS IN THE MERGER

Certain members of East Ridge's management artgatsteRidge Board have certain interests in the Bfeiwat are in addition to their
interests as shareholders of East Ridge geneEalsh of David E. Young, James D. Renegar, Jam&®itng, Jr. and Daniel O. Crye is a
party to a Change-in-Control Protective Agreemert an Executive Salary Continuation Agreement wipidvides for certain payments in
the event their employment is terminated undelagedircumstances after a change in control of Ridge.

At the time of the Merger, David E. Young will waihis right to receive severance payments purgaahe Change-in-Control Protective
Agreement and will enter into a consulting agreetméth East Ridge pursuant to which Mr. Young wpitbvide consulting services to East
Ridge for a period of five years and for which hi# veceive $75,000 annually payable in equal mbnihstallments. Under the terms of the
consulting agreement, Mr. Young will be availaldeCtornerstone to consult with it on general bankirajters, marketing issues, customer
contacts and personnel and other management idduegoung is not required to provide any minimumaunt of such services or work any
specific number of hours under such consultingemgent and is merely to make himself available upasonable notice.

Mr. Young also has the right to sell the shareN@fv Cornerstone Common Stock he receives in thegdtdyack to New Cornerstone over a
three-year period at $12.55 (46,745 shares), $128356 shares) and $16.00 (21,756) per sharearsyl998, 1999 and 2000, respectively.
New Cornerstone has the option to redeem suchsdareang the same period at the same prices. Ney &tast Ridge shareholders w

receive shares of New Cornerstone Common Stockhaile the same opportunity to require New Cornaesto redeem their shares. New
Cornerstone will reimburse Mr. Young for any inttrexpense he incurs in connection with the deliméiered to purchase substantially all
of his shares of East Ridge Common Stock if thegdedoes not close by August 12, 1997. Cornerstoagarticipant in a $3,750,000
commercial bank loan to Mr. Young, the proceedwloith were used to purchase East Ridge Common SBurkerstone's participation is
$750,000. New Cornerstone will also reimburse Msuivg for his attorneys fees incurred in connectwith the Merger. See "The Merger --
Interests of Certain Persons in the Merger."

Pursuant to the Change-in-Control Protective Agier@s (the "Protective Agreement"), Messrs. Renelganes R. Young, Jr. and Crye are
entitled to receive an aggregate of up to $30010@fer certain circumstances. However, it is prégeamtticipated that Messrs. Renegar, J¢

R. Young, Jr. and Crye will continue their employrhwith Cornerstone Community Bank after the Merged their current employment
agreements will remain in effect. Neverthelesshesentitled to severance benefits in the evergléets to terminate his employment within
30 days after the consummation of the Merger ohiwi®0 days of the Merger if he terminates his emplent for "Good Reason." "Good
Reason" is defined in the Protective Agreement)dabhd requirement that the employee move his pedsesidence, or perform his principal
executive functions, more than 30 miles from higpry office as of the date of the Change in Cdn{i) a reduction of more than 10% in
the employee's base compensation as in effecteoddte of the Change in Control; (iii) the faillmgethe successor corporation to provide the
employee with compensation and benefits substinsiahilar to those provided to him by East Ridge;

(iv) a failure to elect the employee to the bodfrdicectors of the successor corporation if the layge is serving on such board at the time of
the Change in Control. Additionally, the employseititled to the severance benefit in the evenéhiployment is terminated without "Just
Cause" as defined in the Protective Agreement duhe period beginning six months before a Chandeontrol and ending on the second
anniversary of the Change in Control. David E. Ygwill receive $75,000 per year for 5 years undsrcnsulting agreement in lieu of
severance benefits under the Continuation Agreesirae his employment will be terminated as a tesfuthe Merger. See "The Merger --
Interests of Certain Persons in the Merger."

Additionally, Messrs. David E. Young, Renegar aathds R. Young are parties to Executive Salary Goation Agreements (the
"Continuation Agreement") and Mr. Crye is a pagyatSurvivor Income Agreement each of which progdkary continuation benefits in the
event the executive remains in the employ of Eédgd&during his lifetime or until retirement at thge of 70. In the event the employment of
the executive is terminated prior to retiremeng, élecutive is entitled to a certain percentagh@benefits depending on his length of
employment. See "The Merger -- Interests of Cerarsons in the Merger."

CERTAIN DIFFERENCES IN SHAREHOLDERS' RIGHTS

Upon the effectiveness of the Merger, shareholde@ornerstone, a Tennessee banking corporatidhb@iome shareholders of New
Cornerstone (formerly, East Ridge), a Tennessqaocation, and their rights as shareholders of Newmn€rstone will be determined by the
Tennessee Business Corporation Act ("TBCA") andNbw Cornerstone's Charter and Bylaws, as amend&deatated pursuant to the
Merger Agreement, rather than the Tennessee Badh TBA") and the rules and regulations of theIE. The rights of shareholders of
Cornerstone currently differ from rights of the dt@olders of East Ridge with respect to certainartgnt matters, including their rights to
remove and elect directors, call annual meetinggect corporate books and records, amend theeclaard bylaws, dissolve the corporation,
take action without a meeting, receive dividendguire appraisal or dissent with respect to tHeres, and approve the corporation's
undertaking of conflict-of-interest transactiorfse required shareholder votes as to certain matbelsmnification provisions; and statutory
and other restrictions on certain business comipingiand share acquisitions. For a summary of thgfrences, see "Effect of the Merger
Rights of Shareholders."

Upon the effectiveness of the Merger, shareholdEEast Ridge who elect to receive shares of Nemé&gtone Common Stock will |



governed by the Amended and Restated Charter of Gawerstone and Amended and Restated Bylaws of Glmwerstone as provided in
the Merger Agreement. Their rights as shareholdeEsast Ridge will continue to be determined by TEBCA.

DISSENTERS' RIGHTS

Under the TBCA, holders of East Ridge Common Stebk vote against the Merger and who deliver to Ridge the required written
demand and who otherwise comply with the requirdmehthe TBCA will be entitled to receive the valaf their shares in cash as
determined under the provisions of the TBCA. SUABIRT WILL BE LOST, HOWEVER, IF THE PROCEDURAL REQBEMENTS OF
THE TBCA ARE NOT FULLY AND PRECISELY SATISFIED. Se&he Merger -- Dissenters' Rights" and Appendix C.

Under the TBA, holders of Cornerstone Common Stelek vote against the Merger and who deliver to €mstone the required written
demand and who otherwise comply with the requirdmehthe TBCA will be entitled to receive the valaf their shares in cash as
determined under the provisions of the TBCA. SUABIRT WILL BE LOST, HOWEVER, IF THE PROCEDURAL REQBEMENTS OF
THE TBCA ARE NOT FULLY AND PRECISELY SATISFIED. Se&he Merger -- Dissenters' Rights" and Appendix C.
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CERTAIN FEDERAL INCOME TAX CONSEQUENCES

Cornerstone and East Ridge have received an opaficounsel that for federal income tax purposesMierger will be treated as a
reorganization within the meaning of Section 36&fahe Internal Revenue Code of 1986, as amentied'Code"), and, accordingly, for
federal income tax purposes, neither shareholdeZ®merstone nor shareholders of East Ridge widbgnize gain or loss upon the receipt of
New Cornerstone Common Stock, except to the extesuhy cash received in exchange for shares of Edgte Common Stock or ca
received in lieu of fractional shares. In addititre exchange of the Cornerstone warrants for Nem&stone Warrants may not be
considered to be part of the reorganization undesgnt federal income tax regulations, and, thezefyain or loss may be recognized on this
exchange. Consummation of the Merger is dependgmnt,.among other conditions, receipt by East RafwgkBank of East Ridge of an
opinion of counsel substantially to this effectsERidge shareholders who elect to receive caslkghange for their shares of East Ridge
Common Stock may incur tax as a result of the exgbaln addition, the exchange of Cornerstone wésrior New Cornerstone Warrants is
not considered to be part of the reorganizatioreuttte present federal income tax regulations, tredefore, this exchange may not be tax-
free.

East Ridge and Cornerstone shareholders are ungezhsult their own tax advisers as to the spetaficconsequences to them of the Merger,
including the applicability and effect of federsfate, local and other tax laws. See "The Merg€ertain Federal Income Tax Consequen

ACCOUNTING TREATMENT

The Merger will be accounted for as a purchaseisadreverse acquisition” where the acquirer isnded to be Cornerstone in view of the
79.4% ownership interest of the Cornerstone shéder®in New Cornerstone after the Merger. See 'NMkgger -- Accounting Treatment."
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MARKET PRICES OF COMMON STOCK

Neither the East Ridge Common Stock nor the CotoeesCommon Stock is listed, traded or quoted gnsacurities exchange or in t
over-theeounter market, and no dealer makes a markethere@ommon Stock, although isolated transactiotwd®n individuals occur froi
time to time. To East Ridge management's knowletligemost recent transaction with respect to EagjeRCommon Stock was at $56.17
share; and to Cornerstone management's knowldugeydst recent transaction with respect to Coroees€Common Stock was $13.50 per
share. The shares of New Cornerstone Common Statklaw Cornerstone Warrants to be issued hereandeegistered under the
Securities Act of 1933, as amended (the "1933 Abtlj it is not anticipated that a trading marketdither will develop.

EQUIVALENT AND PRO FORMA SHARE DATA

The following table presents selected comparatheudited per share data for East Ridge Common StedkCornerstone Common Stock on
a historical basis, and for New Cornerstone Com@imck on a pro forma combined basis giving effe¢che Merger [on a purchase
accounting basis] as a "reverse acquisition" whiggeacquirer is deemed to be Cornerstone in viethe#9.4% ownership interest of the
Cornerstone shareholders in New Cornerstone &féefMierger. The data are not necessarily indicatitbe results of the future operations of
the combined entity or the actual results that @dwdve occurred had the Merger been consummatedtprihe periods indicated. For a
description of the purchase accounting basis veisipect to the Merger and the related effects ohiterical financial statements of East
Ridge, see "The Merger -- Accounting Treatment.& Triiformation is derived from and should be readdnjunction with the historical
financial statements of East Ridge and Cornerstogkiding the related notes thereto, included inei®ee "Index to Financial Information.”

The Merger Agreement provides that, as soon agipaéte prior to consummation of the Merger bueaffornerstone has acknowledged that
all conditions to its obligation to consummate kerger have been satisfied, East Ridge will, caastswith GAAP, modify and change its
loan, litigation and real estate valuation polices practices (including loan classifications Bnls of reserves) so as to be applied
consistently on a mutually satisfactory basis lithse of Cornerstone.

EQUIVALENT AND PRO FORMA SHARE DATA (UNAUDITED)

Ma rch 31, Year Ended December 31,

1997 1996 1996 1995(1) 1994(2)

Income Per Common Share:(1)

East Ridge ..........cccceeeues $ 10 2 $097 $434 $3.06 $1.96
cornerstone ................... 0.0 2 (0.87)
New Cornerstone pro forma ...... 0.1 8 0.52

Fully Diluted Income Per Common

Share:(2)
East Ridge ............cc....... $1.0 2 $097 $434 $3.06 $1.96
cornerstone .................... 0.0 2 (0.87)
New Cornerstone pro forma ...... 0.1 8 0.52

Book Value Per Common Share (end of

period):(3)
East Ridge ............c........ $28.2 8 $24.40 $27.70 $23.66 $19.90
Cornerstone .........ccceveenee 9.1 0 9.11
New Cornerstone pro forma ...... 9.3 4 9.35

(1) Information provided for Cornerstone is as 1o &or the three months ended March 31, 1997 amd Becember 31, 1996 and for the
period from inception (January 23, 1996) througleéeber 31, 1996.

(2) East Ridge's income per common share is basdidedfully diluted average number of shares ontitey for each period presented. Pro
forma income per share is calculated using combim&drical income for East Ridge and Cornerstaseadjusted for the Merger, divided by
the average pro forma common shares of the comlgingty. The average pro forma common shares ofdingbined entity have been
calculated by assuming the exchange of 30% of titgtanding shares of East Ridge Common Stock basélte ERB Exchange Ratio.

(3) New Cornerstone pro forma book value per comstare is based upon the historical total commarityeqf the combined entity.
SELECTED FINANCIAL DATA AND RATIOS (UNAUDITED)

The following tables present for East Ridge andn@wstone, on a historical basis, selected unaufiitadcial data and ratios and, for East
Ridge (consolidated), unaudited pro forma combi@dunts and ratios. This information is based erctinsolidated financial statements of
East Ridge and financial statements of Cornersappearing herein and the unaudited pro forma cosbin

-9-



financial information of New Cornerstone appeartgewhere in this Joint Proxy Statement/Prospesridsshould be read in conjunction
therewith and with the notes thereto. See "Inddxitancial Information." The pro forma data andaset forth in the following tables do

reflect certain accruals that may be required tonbade by New Cornerstone pursuant to the Mergeedment which are described under
"Summary -- Equivalent and Pro Forma Share Data."

SELECTED FINANCIAL DATA AND RATIOS (UNAUDITED)
(Dollars in thousands, except per share)

Th ree Months Ended
March 31, Twelve Months Ended December 31,
1 997 1996(1) 1996  1995(1) 1994(1 ) 1993(1) 1992(1)

Total Interest Income and Other

Income:
EastRidge .............. $ 964 $ 941 $3,786 $3,483 $2,97 9 $2646 $2,353
Cornerstone . ............. 695 1,269
New Cornerstone pro forma ....... 1,605 4,841

Net Income Applicable to Common

Stock:
EastRidge .............. $ 102 $ 097 $434 $306 $1.9 6 $ 149 $ 1.39
Cornerstone . ............. 0.02 (0.87)
New Cornerstone pro forma ....... 0.18 0.52

Net Income per Common Share:(2)
EastRidge .............. $ 102 $ 097 $434 $306 $1.9 6 $ 149 $ 1.39
Cornerstone . ............. 0.02 (0.87)
New Cornerstone pro forma ....... 0.18 0.52

Dividends Declared per Common

Share:
EastRidge .............. - - - - - - - -
Cornerstone . ............. - -

New Cornerstone pro forma . ... ... -
Total Assets (end of period):

EastRidge .............. $4 4,533  $42,410 $44,366 $40,399 $33,61 4 $32,307 $27,493
Cornerstone .............. 3 6,329 28,298
New Cornerstone pro forma ....... 7 9,868 71,706

Long-Term Debt and Capital Leases
(end of period):

EastRidge .............. $ 364 $ 355 $ 364 $ 355 $ 35 5 $ 324 $ 389
Cornerstone .............. -- --
New Cornerstone pro forma . ... ... 364 364

Performance Ratios:
Return on Average Assets(3)

EastRidge ............. 1.03% 1.11% 1.16% 091% 0.6 5%  0.53% 0.51%
Cornerstone ............. 0.14 (3.20)
New Cornerstone pro forma ... ... 0.59 0.47

Return on Average Shareholders'

Equity(3)

EastRidge .............. 15.27%  17.57% 17.06% 14.06% 10.2 1% 8.31% 8.53%
Cornerstone ............. 0.82 (9.74)

New Cornerstone pro forma ... ... 7.81 5.54

Shareholders' Equity to Total Assets . .
(end of period)

EastRidge ............. 6.92% 6.44% 6.87% 6.56% 6.6 3% 6.37% 6.18%
Cornerstone ............. 16.61 19.00
New Cornerstone pro forma . .. ... 7.57 8.44

(1) Information provided for Cornerstone is as 1o &or the three months ended March 31, 1997 amd Becember 31, 1996 and for the
period from inception (January 23, 1996) througleéeber 31, 1996.

(2) East Ridge's income per common share is bas#uedfully diluted average number of shares ontlitey for each period presented. Pro
forma income per share is calculated using combim&drical income for East Ridge and Cornerstaseadjusted for the Merger, divided by
the average pro forma common shares of the comlgingty. The average pro forma common shares ofdingbined entity have been
calculated by assuming the exchange of 30% of titgtanding shares of East Ridge Common Stock basélte ERB Exchange Ratio.

(3) Ratios for March 31, 1997 and 1996 have be@naized.
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RISK FACTORS
ABSENCE OF EXISTING PUBLIC MARKET; MARKET PRICES

There is no existing market for the New Cornerst@oenmon Stock. Application has not been made tdHes New Cornerstone Common
Stock on the NASDAQ National Market or on any othierck exchange. There can be no assurance tlaatisa and liquid trading market f
the New Cornerstone Common Stock will develop. lrerrtrading prices of the New Cornerstone CommaolSwvill depend on many factors
including, among other things, the operating resaitd financial condition of New Cornerstone arerttarket for similar securities. There
be no assurance as to the market price for the Glmwerstone Common Stock.

ABILITY OF NEW CORNERSTONE TO EXECUTE ITS BUSINESS STRATEGY

The financial performance of New Cornerstone wélpdnd in part on New Cornerstone's ability to sssftaly integrate the operations and
management of Cornerstone Community Bank and BéHlast Ridge. There can be no assurance that Neme@done will be able to
effectively and profitably integrate the operati@msl management of Cornerstone Community Bank amd Bf East Ridge.

INTEREST RATE RISK

Banking companies' earnings depend largely ondlagionship between the cost of funds, primarilpalits, and the yield on earning assets.
This relationship, known as the interest rate gprsasubject to fluctuation and is affected byresric and competitive factors which
influence interest rates, the volume and mix cfriest-earning assets and interest-bearing lias)iand the level of nonperforming assets.
Fluctuations in interest rates may affect the dedtsaiustomers have for banking companies' productservices. East Ridge and
Cornerstone are, and New Cornerstone will be, stibjeinterest rate risks to the degree that istelearing liabilities reprice or mature more
slowly or more rapidly or on a different basis thinnterest-earning assets. Given East RidgelsCamnerstone's current volume and mix of
interest-bearing liabilities and interest-earnisgeds, interest rate spread could be expectedreaise during times of rising interest rates and,
conversely, to decline during times of falling irgst rates. Although both East Ridge and Corneeshbatieve their current levels of interest
rates sensitivity is reasonable, significant flations in interest rates may have an adverse eifetiieir respective results of operations.

ECONOMIC CONDITIONS AND GEOGRAPHIC CONCENTRATION

East Ridge's operations are located and concetifpait@arily in the Chattanooga, Tennessee areghwihclude the counties of Hamilton in
Tennessee, and Catoosa and Walker in Georgia. Stone's operations are located and concentratediplly in Hamilton County,
Tennessee. As a result of the geographic concemtrétast Ridge's and Cornerstone's results delpegely upon economic conditions in
these areas. A deterioration in economic conditioribese market areas could have a materiallyraghienpact on the quality of the loan
portfolio and the demand for products and serviaed, accordingly, the results of operations. $effmation Concerning East Ridge" and
"Information Concerning Cornerstone."

GOVERNMENT REGULATIONS AND MONETARY POLICY

The banking industry is subject to extensive feldemd state supervision and regulation. Such réignldimits the manner in which East
Ridge, Bank of East Ridge and Cornerstone condhe@t tespective businesses, undertake new investraad activities, and obtain
financing. This regulation is intended primarily the protection of the deposit insurance fund emtsumers, and not to benefit the holde
East Ridge's and Cornerstone's securities. Finanst#ution regulation has been the subject gh#icant legislation in recent years, and r
be the subject of further significant legislatiortie future, none of which is in the control o6ERidge or Cornerstone. Significant new laws
or changes in, or repeals of, existing laws magedtast Ridge's and Cornerstone's results to
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differ materially. Further, federal monetary poliparticularly as implemented through the FederddRve System, significantly affects cre
conditions for East Ridge and Cornerstone, primahifough open market operations in the UnitedeStgbvernment securities, the discount
rates for bank borrowings and bank reserve reqinesn and a material change in these conditionddimailikely to have a material impact
on East Ridge's and Cornerstone's results of apesatSee "Information Concerning East Ridge - $uip®mn and Regulation" and
"Information Concerning Cornerstone - Supervisiaod &egulation."

COMPETITION

The banking and financial services business irChattanooga area generally, and East Ridge's anme3tone's market areas specifically, is
highly competitive. The increasingly competitiveveonment is a result primarily of changes in regiagn, changes in technology and proc
delivery systems, and the accelerating pace ofatioilagion among financial services providers. Hisige and Cornerstone compete for lo
deposits and customers and delivery of financialises with other commercial banks, savings and Essociations, securities and brokerage
companies, mortgage companies, insurance compdini@sce companies, money market funds, creditngjiand other non-bank financial
service providers. Many of these competitors arelarger in total assets and capitalization, tgreater access to capital markets and offer
a broader array of financial services than eittestiRidge or Cornerstone. There can be no assutlagicEast Ridge, Cornerstone or New
Cornerstone, after the Merger, will be able to cetageffectively and the results of operations @hezould be adversely affected if
circumstances affecting the nature or level of cetitipn change. See "Information Concerning EaggRi- Competition" and "Information
Concerning Cornerstone - Competition."

DEPENDENCE ON KEY PERSONNEL

After the Merger, New Cornerstone's success wilethel substantially on certain members of its sem@mnagement, in particular, Timothy L.
Hobbs, Earl A. Marler, Jr. and Carolyn C. Johnddew Cornerstone's business and financial conddamrd be materially adversely affected
by the loss of the services of either of such irtlials. New Cornerstone does not anticipate maiimgikey person life insurance. See
"Management of Cornerstone."

CREDIT QUALITY

A significant source of risk for East Ridge and @mstone arises from the possibility that lossdkbeisustained because borrowers,
guarantors and related parties may fail to perfioraccordance with the terms of their loans. BatlstERidge and Cornerstone have adopted
underwriting and credit monitoring procedures aratlit policies, including the establishment andeevof the allowance for credit losses
that management of each believes are appropriaignionize this risk by assessing the likelihoochofiperformance, tracking loan
performance and diversifying each company's cyatfitfolio. Such policies and procedures, howevery mot prevent unexpected losses that
could materially adversely affect East Ridge's @odherstone's results of operations and the restiiperations of New Cornerstone after
Merger.

ANTI-TAKEOVER PROVISIONS.

The Amended and Restated Charter of New Cornerstod¢he Amended and Restated Bylaws of New Caorewill contain provisions
which may make New Cornerstone a less attractigetdor acquisition by anyone who does not haeestipport of New Cornerstone's Bc

of Directors, including a requirement of the supejority vote of shareholders or directors for dpgproval of certain acquisitions of shares of
common stock. Additionally, holders of New Cornerst Common Stock who were formerly shareholdefSarherstone will become subje

to several state statutes which provide anti-takepvotection for Tennessee corporations. See ¢Effethe Merger on the Rights of
Shareholders."

FUTURE FINANCING NEEDS

While there is no current plan to do so, New Castmere may, in the future, incur indebtedness. ek to which New Cornerstone
becomes leveraged could have important consequémbedders of New Cornerstone Common Stock, ifolgid(i) New Cornerstone's
ability to obtain financing to meet regulatory daprequirements, for working capital, capital emgitures, acquisitions, general corporate
purposes or other purposes may be impaired inutiiee; (ii) a substantial portion of New Corners@ncash flow from operations could be
dedicated to the payment of principal of and irdeom any such future borrowings, thereby reduttiegfunds available to New Cornerstone
for its operations and other purposes; and (iiivN&ornerstone could be unable to adjust to rapitiBnging market conditions and could be
vulnerable in the event of a downturn in generaheenic conditions or its business.
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THE ANNUAL MEETINGS
MEETINGS OF SHAREHOLDERS

This Joint Proxy Statement/Prospectus is beingghed to the holders of East Ridge Common Stodoimection with the solicitation of
proxies by and on behalf of the East Ridge Boardife at the East Ridge Meeting to be held at 10, &astern Daylight Savings Time, on
August __ , 1997, at Chattanooga, Tennessee, any @djournments thereof. The East Ridge Boardiked the close of business on July
__,1997 as the East Ridge Record Date for detérgithe shareholders of East Ridge entitled te abtthe East Ridge Meeting. This Jc
Proxy Statement/Prospectus and the enclosed prexrst being sent to holders of East Ridge Com@tmtk on or about July _ , 1997.

This Joint Proxy Statement/Prospectus is also bieimgshed to the holders of Cornerstone CommoglSito connection with the solicitation
of proxies by and on behalf of the Cornerstone Bdar use at the Cornerstone Meeting to be hel®#10 noon, Eastern Daylight Savings
Time, on August ___, 1997, at Chattanobganessee, and at any adjournments thereof. Thef3tone Board has fixed the clc
of business on July __, 1997 as the CornerstonerB®ate for determining the shareholders of Qmtoae entitled to vote at the
Cornerstone Meeting. This Joint Proxy Statemeng$jpeotus and the enclosed proxy are first beingtedmilders of Cornerstone Common
Stock on or about July __, 1997.

PURPOSE OF MEETINGS

At the East Ridge Meeting, East Ridge's sharehsia@l consider and vote upon (i) the approval addption of the Merger Agreement (ii)
the election of each of six nominees to serve erghist Ridge Board until their successors areedemd qualified, and (iii) such other
business as may properly come before the East Riggging or any adjournments thereof.

At the Cornerstone Meeting, Cornerstone's sharen®Mill consider and vote upon (i) the approval adoption of the Merger Agreement;
(i) the election of each of 15 nominees to seméh® Cornerstone Board until their successorglaeed and qualified ; (iii) the approval of
an amendment to the Cornerstone Charter to authtirzexercise of trust powers, subject to regufagpproval; (iv) the ratification of the
appointment of auditors; and

(v) such other business as may properly come béier€ornerstone Meeting or any adjournments ttiereo

VOTING REQUIREMENTS AT MEETINGS

At the East Ridge Meeting, approval and adoptiothefMerger Agreement requires the affirmative \afta majority of the outstanding
shares of East Ridge and the election of eacheo$ithnominees to serve on the East Ridge Boaudresgthe affirmative vote of the holders
of a plurality of the votes cast. The presencé@atBast Ridge Meeting, in person or by proxy, eftiblders of a majority of the total number
of shares of East Ridge Common Stock outstandint@iast Ridge Record Date will constitute a qoofor the transaction of business by
such holders at the East Ridge Meeting. On the Eiggfe Record Date, there were 109,030 outstargtiages of East Ridge Common Stock,
each holder of which is entitled to one vote pearrsiwith respect to each matter to be voted oheaEfist Ridge Meeting. East Ridge has no
class or series of stock outstanding other than [Ridge Common Stock entitled to vote at the Eadg& Meeting.

As of the East Ridge Record Date, directors andwiee officers of East Ridge owned beneficiallyaggregate of 83,344 shares of East
Ridge Common Stock or approximately 76% of the shaf East Ridge Common Stock outstanding on sath ©f such 83,344 shares,
David E. Young, a director of East Ridge and Chamrof the Board of Bank of East Ridge, beneficiallyns 76,139 shares of East Ridge
Common Stock, or approximately 69.8% of the outitagn East Ridge Common Stock. Mr. Young has agteette all of
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his shares in favor of the Merger. Accordingly, apmal of the Merger Agreement by the East Ridgeetiaders is assured.

At the Cornerstone Meeting, approval and adopticth® Merger Agreement and approval of the amendnaetihe Cornerstone Charter to
authorize the exercise of trust powers requireaffiemative vote of the holders of a majority oktbutstanding shares of Cornerstone
Common Stock and the election of each of the 16ineas to serve on the Cornerstone Board requieeaffiimative vote of the holders of a
plurality of the votes cast. The ratification oéthppointment of auditors requires that votes ioafsivor of the proposal exceed votes cast
against the proposal. The presence at the Cormerdleeting, in person or by proxy, of the holddra majority of the total number of shares
of Cornerstone Common Stock outstanding on the @stone Record Date will constitute a quorum ferttansaction of business by such
holders at the Cornerstone Meeting. On the CormieesRecord Date, there were 590,130 outstandimgslod Cornerstone Common Stock,
each holder of which is entitled to one vote perstwith respect to each matter to be voted ohea€obrnerstone Meeting. Cornerstone he
class or series of stock outstanding other tham&stone Common Stock entitled to vote at the Gstore Meeting.

As of the Cornerstone Record Date, directors aedwive officers of Cornerstone owned beneficiallyaggregate of 241,822 shares of
Cornerstone Common Stock, or approximately 41%efshares of Cornerstone Common Stock outstandirsgich date.

At the Meetings, abstentions will be counted as@méfor quorum purposes, but will have the sarfeceés a vote "against” the proposal to
approve the Merger Agreement. Broker "nastes" will not be considered present for quorunppses and will have the same effect as a
"against" the proposal to approve the Merger AgegmA "broker non- vote" refers to shares represkat the Meetings in person or by
proxy by a broker or nominee where such brokeromninee (i) has not received voting instructionsaguarticular matter from the beneficial
owners or persons entitled to vote and (ii) thekbrar nominee does not have the discretionannggtower on such matter.

PROXIES

All proxies that are properly executed by holddrEast Ridge Common Stock and received by EasteRjulmpr to the East Ridge Meeting
will be voted in accordance with the instructiomsed thereon. Any proxy that does not specify todbntrary will be voted in favor of the
approval and adoption of the Merger Agreement. Aolgler of East Ridge Common Stock who submits aypwall have the right to revoke

it, at any time before it is voted, by filing withe Secretary of East Ridge written notice of redion or a duly executed later-dated proxy, or
by attending the East Ridge Meeting and voting dta$t Ridge Common Stock in person.

All proxies that are properly executed by holddr€ornerstone Common Stock and received by Coroeesprior to the Cornerstone Meet
will be voted in accordance with instructions notieeéreon. Any proxy that does not specify to thet@ry will be voted in favor of approval
and adoption of the Merger Agreement. Any holde€Cofnerstone Common Stock who submits a proxyheille the right to revoke it, at any
time before it is voted, by filing with the Secmgtaf Cornerstone written notice of revocation atudy executed later-dated proxy, or by
attending the Cornerstone Meeting and voting summé€stone Common Stock in person.

All costs relating to the solicitation of proxiestmlders of East Ridge Common Stock and Cornees@wmmon Stock will be borne by East
Ridge and Cornerstone, respectively. Proxies magobeited by officers, directors and regular enygles of East Ridge and Bank of East
Ridge and Cornerstone personally, by mail or bgpiebne or otherwise. Although there is no formaéament to do so, East Ridge and
Cornerstone may reimburse banks, brokerage houskesther custodians, nominees and fiduciaries hgldhares of stock in their names or
those of their nominees for their reasonable exgeirssending solicitation material to their prjyads.
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It is important that proxies be returned promp8jareholders who do not expect to attend the réspedeetings of East Ridge and
Cornerstone in person are urged to mark, sign atelttie respective accompanying proxy and mailthé enclosed return envelope, which
requires no postage if mailed in the United Stateghat their votes can be recorded.

PROPOSAL 1. THE MERGER

The following information concerning the Mergersafar as it relates to matters contained in thegeieAgreement, is qualified in its entirety
by reference to the Merger Agreement which is ipoosited herein by reference and attached heredppsndix A. Cornerstone and East
Ridge shareholders are urged to read carefulljvibigger Agreement.

BACKGROUND OF AND REASONS FOR THE MERGER
Background.

Historically, the ownership of East Ridge has beamcentrated in the hands of four directors, h@dipproximately 70% of the outstanding
shares. Management held less than 5% of such odistpshares. In late 1994, one of the directotdihg approximately 40% of the
outstanding shares of East Ridge was approachesting the sale of his shares. This director didsell his shares but the possibility of a
sale of control of East Ridge began to concern igamant with regard to the future direction of Hislge. Management began to explore
possibility of acquiring East Ridge and made nurasriaquiries as to the financing of such acquisitibhese efforts were unsuccessful. In
September 1995, David E. Young, Chairman of Bankast Ridge and a director of East Ridge, in én&rreffort to maintain Bank of East
Ridge as a community bank, negotiated options qoiiae 74,629 shares of East Ridge Common Stock thenfour major shareholders who
were also members of the East Ridge Board at amisreprice of $35 per share. The options werafinitial term of six months, with a six
month extension.

At this point, Mr. Young began an active searchgotential acquirors of East Ridge and contacteda of six regional and community

banks to solicit proposals to acquire East Ridgeing the period from September 1995 through tmersar of 1996, Mr. Young received
acquisition proposals in the range of $5.2 millior$6 million from three of the institutions. Noo&these proposals was accepted by the Eas
Ridge Board.

Cornerstone opened on February 20, 1996, with tinegse of becoming a community bank for the er@@inattanooga area. Organizers of
Cornerstone believed that early opportunities fpeexi Cornerstone in the greater community shouleikpéored to implement its growth
plan. The Cornerstone Board was aware that thalplitysexisted to acquire Bank of East Ridge, whitad been formed to serve as a
community bank, and believed that this acquisitiffered the distinct advantage of combining twaalocommunity banks, consistent with
original intent of the Cornerstone organizers todme a community bank.

The Cornerstone Board appointed Directors Amin, b4oiarler, Pollard and Wiggins (the "Cornerstopeal Committee™) to contact Mr.
Young to explore the feasibility of a business comation. The Cornerstone Special Committee first with Mr. Young on February 29,
1996 to explore the possibility of a transactioheTCommittee was informed that a group of directdfSast Ridge, holding the majority of
the outstanding stock of East Ridge, was seekisf frzr its holdings. The Cornerstone representsitiledermined that the best approach
would involve the offer of a combination of bothsbaand stock.

In April 1996, Mr. Young exercised his option witlio of the optionors for a total of 21,620 shaned tendered his promissory notes in the
aggregate principal amount of $756,700 in paymenstich option shares. These promissory notes ethtur January 31, 1997 and provided
for interest at the rate of 6.5% per annum. Thenissory notes were secured by a pledge of the slaaguired under the options. Also in
April 1996, Mr. Young entered into amendments ® diptions with the other two optionors pursuantiich (i) the option term was extenc
until January 31, 1997 and (ii) the optionors wgnanted the right to share in the proceeds of abgequent resale of the option stock in
excess of $35.00 per share. Based upon the exchatigeset forth in the Merger Agreement, Mr. Youras paid or will pay an additional
$11.08 per share acquired under such option agrgsrae so amended.

Subsequent meetings between the Cornerstone Sgegiahittee and Mr. Young were held on April 10 dgl 1996, at which there were
further discussions concerning the consideratiailalvle for a proposed transaction and its accdjiatn both parties.
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At its regular meeting on April 22, 1996, the Spé€ommittee recommended that the Cornerstone Buoake an offer to East Ridge of $6.1
million to be paid 75% in stock and 25% in cashe Thornerstone Board believed that upon completi@n@rrangement combining the
banks, it would advance its business plan by apprately 36 months. The Cornerstone Board also betdighat the two banks were similai
philosophies and cultures. The combination wousdiitan additional operating facilities and brargbations for Cornerstone, which currei
has one 3,500 square foot branch location, anddyaavide immediate and adequate space for supporices thereby relieving Cornerste
from having to develop these on its own.

On May 2, 1996, the Cornerstone Special CommittgleMr. Young met again to explore the possibilités combination. Subsequently the
Cornerstone Special Committee informed the CorapesBoard on May 20, 1996 that its offer had begected because the East Ridge
Board had determined that the amount of stock efféry Cornerstone did not provide the liquidity Best Ridge shareholders desired.
However, the Cornerstone Board increased its ¢dfé6.25 million, with the proposed transactiongideration in the form of 50% cash and
50% stock. East Ridge rejected the revised offdrdiscussions between the parties terminated &rdmainder of 1996.

In September 1996, the East Ridge Board engaged3ieshunoff & Company ("Sheshunoff") of Austinx@e as its financial adviser.
Sheshunoff is a nationally recognized analystmricial institutions furnishing investment bankary other financial services to the banking
industry. Neither East Ridge nor the Bank of EadfR had a prior investment banking relationshith@heshunoff. Sheshunoff prepared a
confidential memorandum relating to East Ridge Badk of East Ridge in order to solicit offers taghase East Ridge. Sheshunoff
submitted its memorandum to approximately 12 padgéatquirors. As a result of this solicitationioferest, proposals from four institutions
were received valuing East Ridge in a range of $lomto $6 million. In a series of meetings dugithe fall of 1996, the East Ridge Board
determined to reject all of the submitted proposaiss belief that none of them reflected the tvadue of East Ridge. In rendering services to
East Ridge, Sheshunoff did not provide an apprais&ast Ridge or Bank of East Ridge nor did ityie a fairness opinion with respect to
any acquisition proposals solicited by it. Sinceaquisition transaction resulted from its effotsder the terms of its engagement,
Sheshunoff received no compensation for its salicihs on behalf of East Ridge.

At the end of 1996, management of East Ridge ezgltre possibility of electing sub-chapter S tatust for East Ridge in order to reduce
East Ridge's tax burden, thereby facilitating managnt's attempt to finance the acquisition of adrdf East Ridge. In furtherance of this
plan, approximately 2,700 shares of East Ridge Com8tock were redeemed at $35 per share in ordedtece the total number of
shareholders to less than 75 as required by rel¢aamaw. However, because of uncertainties caringrpotential adverse tax consequences
and continued inability to secure satisfactory fiiciag, this plan was abandoned.

At the January 20, 1997 meeting, the Cornerstorsgddetermined to inquire of East Ridge if discoissicould be reopened. Director
Wiggins contacted James Watkins, then the Chaifi&@ast Ridge, who informed him that all negotiaiavould be handled by Mr. Young.
Thereafter, on January 24, 1997, Mr. Wiggins mehwir. Young to discuss reopening the discussi@taéen the parties. On January 30,
1997, Messrs. Wiggins, Hobbs and Marler from Castoere met with Mr. Young from East Ridge. In comjlion with these negotiations,
Cornerstone agreed to finance Mr. Young's purcbéskares under the remaining outstanding optiodstiae payment of his notes to other
former optionors. The amount of such financinglexts3,750,000 with Cornerstone's participatiothmaggregate amount of $750,000.

A subsequent meeting was held at the law officaditdér & Martin in Chattanooga on February 3, 19@%tending this meeting were Mess
Young, Wiggins, Hobbs, and Marler from Cornerstand Ms. Kathryn Edge and W. Scott McGinness, froithe& Martin law firm who
represented Mr. Young and East Ridge. Also presastMark McDowell, a consultant engaged by Coroaesto assist in the negotiating
process. Colman Hoffman from Baker, Donelson, Baarand Caldwell, the legal representative of Catioee, was connected by telephone
for the entire meeting. During this meeting, thetipa discussed the transaction, including thectiire and amount and form of consideration
which was stock and up to approximately 70% ofabesideration in cash for an aggregate considerati@pproximately $6.125 million.

The same group with the exception of Mr. McDowieilt with Mr. Hoffman present in person, reconveoed-ebruary 6, 1997, at the Miller
& Martin law offices with the intent of finalizinthe terms of a transaction. An agreement in priecigas reached at this time subject to the
approval of the two Boards.

A special Cornerstone Board meeting was calledebrirary 10, 1997 and the agreement in principleapgsoved with a unanimous vote
with twelve of the sixteen directors in attendanidee other four directors approved the agreemethiinvihe next couple of days.
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On February 12, 1997, Mr. Young entered into a ISRrchase Agreement with Cornerstone relativbeégurchase of his shares of East
Ridge Common Stock on terms identical to thosdas#t in the Merger Agreement. Thereafter on Felyrd®, 1997, representatives of
Cornerstone including Messrs. Marler, Hobbs andgivis; and Colman Hoffman and Bill Carriger, attgrméor Cornerstone, met with the
East Ridge Board, at which meeting terms of th@@sed transaction were discussed in detail. TheRidge Board determined that the
Cornerstone proposal was superior to its prior psajs because the proportion of cash to be recéiydde shareholders of East Ridge was
significantly higher than in the prior proposalieTEast Ridge Board approved the proposal as bescand recommended its acceptance by
the East Ridge shareholders. The East Ridge Boatttef authorized the executive officers, with dawice of counsel, to negotiate, execute
and deliver for and on behalf of East Ridge a difim agreement with respect to the proposal.

The East Ridge Board discussed the advisabilitgtafining a financial advisor to assist it withpest to the proposed transaction and to
render an opinion as to its fairness from a finalhpoint of view to the unaffiliated shareholdef€£ast Ridge. However, the East Ridge B¢
determined that it was not necessary to engageaadial advisor for such purpose since the EagjdRigbard had previously retained
Sheshunoff as its financial advisor and Sheshuwndts satisfactory had not been able to obtainaquisition proposals superior to the
Cornerstone proposal which is valued at $6.125anillexclusive of amounts paid to Mr. Young undisr@onsulting Agreement.
Additionally management of East Ridge conductediaused to be conducted, a due diligence invegtigaf the Cornerstone loan portfolio.

The transaction was publicly announced on Sundelyruary 16, 1997, in the Chattanooga Free Presthariderger Agreement was forme
approved and adopted by the Cornerstone Board Btdatch meeting.

The Cornerstone Board approved the Merger AgreeoreMarch 18, 1997 and recommended its approvi#théyornerstone shareholders.
On March 18, 1997, East Ridge, Bank of East RidgkMr. Young entered into the Merger Agreement Wiithrnerstone, subject to East
Ridge Board approval, and terminated the earlieclSPurchase Agreement between Cornerstone andddng. At a meeting held on Mar
24, 1997, the East Ridge Board approved the Mekgezement, effective March 18, 1997 and recommeilitdegpproval by the East Ridge
shareholders.

Reasons for the Merger -- Cornerstone. In reaciténgetermination that the Merger and Merger Agreehare fair to, and in the best interest
of, Cornerstone and its shareholders, the Corneedbmard consulted with its legal and financialiadss, as well as with Cornerstone
management, and considered a number of factoilsding, without limitation, the following:

A. the Cornerstone Board's review, based in patherpresentation by Cornerstone management reggitdidue diligence of East Ridge, of
the business, operations, earnings and financralitions of East Ridge on both a historical andspextive basis, the enhanced opportunities
for operating efficiencies (particularly in termiiategration of operations, data processing amgett functions, although the Cornerstone
Board did not quantify such anticipated operatifiigiencies) that could result from the Merger, #r@hanced opportunities for growth that
Merger would make possible and the respective itarions the parties would bring to a combineditogbn;

B. the Cornerstone Board's belief, based upon alysis of the anticipated financial effects of Merger, that upon consummation of the
Merger, New Cornerstone and its banking subsidiayld be well capitalized institutions, the finaagbositions of which would be in excess
of all applicable regulatory capital requirements;

C. the Cornerstone Board's belief that, in lighth&f reasons discussed above, East Ridge was #teattractive choice as a long term
affiliation partner of Cornerstone;

D. the expectation that the Merger will generakyabtax-free transaction of Cornerstone and itsettwdders to the extent such shareholders
receive shares of New Cornerstone Common Stock. (Sertain Federal Income Tax Consequences");

E. the current and prospective economic and regiyl@&nvironment and competitive constraints fathgbanking and financial institutions
Cornerstone's market area; and

F. the recent business combinations involving fiarinstitutions, either announced or completadijrdy the past year in the United States,
the State of Tennessee and contiguous states amdféitt of such combinations on competitive caadg in Cornerstone's market area.
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The Cornerstone Board did not assign any spedifielative weight to the foregoing factors in theamsiderations.
Reasons for the Merger -- East Ridge.

The East Ridge Board believes that the transactiotemplated in the Merger Agreement is in the igstests of all the shareholders of East
Ridge and that it reflects a fair price from a fin&l standpoint for East Ridge as a whole, paddityiwhen compared to other proposals
received in the past. The Merger enables East Ralgemain a part of a community bank instituti@ditated to the service of customers in
the Hamilton County/North Georgia market. The Hislige Board believes that the Merger will also heisua more certain future for current
employees of Bank of East Ridge.

Recommendation of the East Ridge Board and the Cogatstone Board.

The Boards of Directors of both East Ridge and €mtone have approved the Merger Agreement andrbottmmend that the respective
shareholders of East Ridge and Cornerstone vote &iproval of the Merger Agreement. David E. Youegédficially owns 76,139 shares of
East Ridge Common Stock, representing 69.8% obtitetanding shares and has agreed to vote allsharles in favor of the Merger.
Accordingly, approval of the Merger Agreement bg thareholders of East Ridge is assumed.

OPINION OF CORNERSTONE FINANCIAL ADVISER

Cornerstone retained Mercer to render its opin®toghe fairness, from a financial point of vidarthe holders of Cornerstone Common
Stock of the consideration to be paid in the Merfreconnection with this engagement, Mercer evaltighe financial terms of the Merger,
but was not asked to, and did not recommend thafipeatio of exchange between East Ridge and &wstone common stocks and did not
assist in the Merger negotiations. The ratio ohexgye was determined by the East Ridge and Cooner&oards of Directors after arm's
length negotiations. Cornerstone did not placelamigations on the scope of Mercer's investigatiwmeview.

Mercer is a national valuation consulting and teetion advisory firm which renders independent atibns and related financial advisory
services, including the issuance of fairness opmior mergers and acquisitions, to financial tnstins and businesses throughout the United
States. Mercer was formed in 1982 and was seldgtelde Cornerstone Board based upon Mercer's exeeasperience of preparing
valuations, rendering fairness opinions, and featihg mergers by acting as transaction advisofsémcial institutions.

Mercer has provided the Cornerstone Board wittiradas opinion. THE FULL TEXT OF THE OPINION LETTE®F MERCER, DATED
APRIL 25, 1997, WHICH SETS FORTH CERTAIN ASSUMPTIGNMADE, MATTERS CONSIDERED, AND LIMITATIONS ON THE
REVIEW PERFORMED, IS ATTACHED AS APPENDIX B. THE SUIMARY OF THE OPINION OF MERCER SET FORTH IN THIS
JOINT PROXY STATEMENT/PROSPECTUS IS QUALIFIED INSTENTIRETY BY REFERENCE TO THE OPINION.

Mercer did not compile nor audit Cornerstone's astlRidge's financial statements, nor independeetiify the information reviewed. Merc
relied upon such information as being completeaulirate in all material respects. Mercer did nakenan independent evaluation of the
loan portfolio or the adequacy of the loan losgres, nor did it make specific evaluations of othesets or liabilities of either company.
Mercer's opinion does not constitute a recommeaodadt any shareholder as to how the shareholdeldivote on the Merger. Mercer did |
express an opinion as to the prices at which aoyrig of East Ridge, Cornerstone or New Cornerstanight trade in the future.

Mercer considered the following key issues in reimdethe fairness opinion: (i) terms of the Merggreement; (ii) an analysis of the
reasonableness of the proposed consideration whiche paid to East Ridge shareholders; (iii) aalgsis of the estimated pro forma
changes in the combined entities' balance sheehanthe statement, book value per share, earnieigshare, and dividends per share from
the perspective of the Cornerstone shareholdeedhgson financial information as of March 31, 1997;

(iv) the tax-free nature of the transaction for @astone shareholders with respect to the New €storee Common Stock; and (v)
consideration of the ability of the Merger to ade@iCornerstone's business plan;

Transaction Overview
Among other things, the Merger Agreement providegtie following:

(i) Cornerstone will merge into Bank of East Ridgiéh Bank of East Ridge as the surviving corponatiat closing, Bank of East Ridge will
amend and restate its charter and change its rmh@»tnerstone Community Bank."

(if) East Ridge will amend its charter and adogaiag, both of which are substantially similar tosk currently in effect for Cornerstone, to
increase its authorized shares to 1,500,000, retthecpar value from $10.00 per share to $1.00 pares change the name of East Ridge to
"Cornerstone Bancshares, Inc." and
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include other provisions satisfactory to Cornerstdrhe individuals serving on the Cornerstone Bgaia to the merger will comprise the
board of directors of New Cornerstone and BankastiRidge subsequent to the Merger.

(iii) Cornerstone shareholders will receive onersha New Cornerstone Common Stock for each shia@omerstone Common Stock. In
addition, Cornerstone shareholders will receiveaarant to purchase additional New Cornerstone Com8&tock for $12 per share if
exercised by February 8, 1998 and $15 per shaxeeitised by February 8, 2001. It is anticipated Mew Cornerstone shareholders will
exercise approximately 180,000 of the outstandieg/ i ornerstone Warrants at closing, the effectlitwwill be to increase New
Cornerstone's capital by $2.2 million.

(iv) East Ridge shareholders will receive a totaisideration of $6,125,000, payable in cash of 5586 per existing share of East Ridge
Common Stock, or New Cornerstone Common Stock baged the conversion ratio of $56.1776 divided bg Per each share of existing
East Ridge Common Stock. A condition of the Meligehat East Ridge shareholders owning at lea8?46shares (70%) elect the cash
option. If East Ridge shareholders elect to receash greater than 70%, then the proceeds wikteced on a pro rata basis with the balance
payable in the form of New Cornerstone Common Stbtkhe event that East Ridge shareholders ede@deive less than 70% cash, then
Cornerstone may terminate the Merger Agreement.

(v) David E. Young, Chairman of the Board of BarilEast Ridge and a director of East Ridge and Rafge's largest shareholder with a
69.8% interest, has agreed to exchange for cdshsit70% of the shares he owns.

(vi) David E. Young has also agreed to be bound hye year consulting agreement for which he vatieive consideration of $75,000
annually. In addition, change-of-control benefitiating up to approximately $300,000 may be paithtee Bank of East Ridge officers under
certain conditions.

The proposed purchase price for East Ridge is $§)0P, or 12.6x East Ridge's reported 1996 netiecand 200% of book value as of
December 31, 1996. As noted above, Mr. Young witkive $75,000 per year for five years in connectigh a consulting arrangement part
of a non-compete agreement. Based upon a discatendf 7%, the present value of the after-tax paymis about $191,000. In addition,
employment agreement payments may be incurredhfeetofficers, if they elect to terminate theirmat&gnship with Bank of East Ridge witt
30 days of the consummation of the merger. The-#dteliability of the payments approximates $18®0

Valuation Analysis

The valuation analysis of East Ridge is based @poanalysis of the Comparable Transactions Metined)ving the sale of banks and a
Discounted Cash Flow Method. It should be emphddizat each analysis must be considered in itsetptand that the overall fairness
analysis is based upon all factors consideredpabdpon any particular valuation method.

Comparable Transaction Analysis. The comparabtes&retion method seeks to develop an indicatiorabfes/for a subject company by
analyzing prices paid for similar institutions whibave been acquired. With regard to the bankidgsgtry, most transactions are measured in
terms of price/book ratios ("P/B"),price/tangibledi ratios ("P/TB") and price/earnings ratios ("B/En addition, some analysts also cons
pricing multiples for price/assets ("P/A"), pricefbsits ("P/D") and tangible book value premiumécteposits ("“TBP/CD").

Although the P/B ratio tends to be the more widglpted pricing multiple, the P/E ratio is generafigre important, because acquirors are
most concerned with the target's earning capaklso, the market's relative pricing of the buyaer i¢glation to earnings) will dictate the siz¢
an offer before earnings dilution becomes an issue.

With regard to banks, acquisition pricing in terafi$?/E multiples during the past ten years havelie¢he general vicinity of 14x to 16x
earnings, though there has been some upward peessumultiples during 1996.
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It should be noted that P/E ratios tend to vangidetthis range when a seller's earnings are egtyelnigh or low relative to the industry. The
markets tend to maintain or lower P/E for high neton equity ("ROE") banks, keeping other relativeasures of value in perspective. Very
high P/E ratios are often seen when banks havedearily depressed earnings and the market expettssfearnings to recover to more
normal levels.

In addition, P/B multiples will vary depending uptire amount of equity employed by the seller. Rffos tend to decline as equity rises (and
ROE declines) and increase when equity decreardsSR@E rises). In effect, excess equity is oftéoeul dollar-for-dollar by acquirors.

With regard to East Ridge, Mercer reviewed pricaisl or banks which have been acquired as compije8NL Securities, LC, an analyst
specializing in securities of financial institutrThe data was divided into six groups with averagd median P/E, P/B, P/TB, P/A, and
TBP/CD ratios calculated for calendar years 1992619 all U.S. banks; (ii) Southeast based bafikybanks based in Alabama, Georgia
and Tennessee; (iv) banks with $40 million to $480ion of total assets and an equity/assets miti®.0% to 13.0%; (v) banks which were
acquired for a combination of cash, common stockather securities; and, (vi) banks which were &egufor cash only.

The table below presents a summary of the mediandios and average P/B, P/TB, P/A and TBP/Csdtr the six acquisition groups as
applied to East Ridge's financial information foe fiscal year ended December 31, 1996.

1996 Tra nsaction Multiples

Price/  Price/  Pri ce/ Price/ Tng Bk Pr/

Earnings Book Tng Book Assets Core Dep
National Averages 16.6 195% 19 9%  18.4% 11.2%
Southeast Averages 18.9 197% 20 2%  19.4% 12.3%
Al, GA and TN Averages 14.8 176% 18 2% 17.6% 10.3%
Small Bank Averages 16.2 182% 18 4%  18.8% 11.1%
"Mixture" Payment Avg  17.1 197% 20 6% 17.8% 11.8%
Cash Payment Averages 14.5 170% 17 3% 16.2% 8.5%
HIGH 18.9 197% 20 6%  19.4% 12.3%
AVERAGE 16.4 186% 19 1% 18.0% 10.9%
MEDIAN 16.4 189% 19 2%  18.1% 11.2%
LOW 14.5 170% 17 3% 16.2% 8.5%
Vs. East Ridge Pricing 12.6 201% 20 1% 13.8% 8.1%

Implie d Acquisition Values
( In thousands)
Price/ Price/ Price/ Price/ Tang Bk Prem/

Earnings Book T angible Book Assets Core Deposits
National Averages $8,068 $5,942 $6,064 $8,164 $7,303
Southeast Averages $9,185 $6,003 $6,155 $8,608 $7,721
Al, GA and TN Averages  $7,193 $5,363 $5,546 $7,809 $6,961
Small Bank Averages S7,873 $5,546 $5,606 $8,341 $7,265
"Mixture" Payment Avg  $8,311 $6,003 $6,277 $7,898 $7,531
Cash Payment Averages  $7,047 $5,180 $5,271 $7,188 $6,277
HIGH $9,185 $6,003 $6,277 $8,608 $7,721
AVERAGE $7,946 $5,673 $5,820 $8,001 $7,176
MEDIAN $7,971 $5,744 $5,835 $8,031 $7,284
LOW $7,047 $5,180 $5,271 $7,188 $6,277

The analysis indicates an overall range of estichasédue of $5.2 million to $9.2 million, with a rge based upon averages only of $5.7
million to $8.0 million. The acquisition pricing fcast Ridge falls within the range.

Discounted Cash Flow Analysis. A discounted castv fI'DCF") analysis was also conducted to developstimate of value based upon



hypothetical cash flow that East Ridge could prediar a controlling shareholder. Value derived gsarDCF analysis is equal to the present
value of any interim cash flows (i.e., dividendejlahe present value of a projected terminal vélee the estimated value of the subject at
the end of the projection period). In preparingaitsilysis, Mercer assumed that East Ridge opetaseid” without considering any potential
expense economies or revenue enhancements thegjainoa might achieve. Mercer assumed a deposiasdt growth rate of 5% per year,
less than that which has been recorded in recemsyand a slight improvement in profitability framweturn on assets ("ROA") of 1.15% in
1996 to about 1.20% during the period. Mercer dagsepresent or warrant that East Ridge wouldeaghthe results assumed in Mercer's
analysis.
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Interim shareholder cash flows, consisting of divids, are constructed so that East Ridge's coasatictquity/assets ratio of approximately
7.0% is maintained. Accordingly, the projectionsuame that an acquiror could distribute about twadthof earnings each year to maintain
the targeted capital ratio.

The terminal value is derived by applying a P/Etipld to projected 2001 net income. The cash flaxgse then discounted to their present
values at a risk adjusted rate (assumed to besimitinity of 14%-15% based upon current U.S. Tuepsates and an appropriate premium).
A summary of the results is presented in the thblew.

SENSITIVITY ANALYSIS
PRICE/EARNINGS MULTIPLE vs. DISCOUNT RATE

Terminal Value Multiple
(In thousands)

12.0 13.0 14.0 15.0 16.0 17. 0
12.0% $5,976 $6,350 $6,723 $7,097 $7,471 $7,8 45
13.0% $5,743 $6,101 $6,458 $6,816 $7,174 $7,5 31
Discount 14.0% $5,523 $5,865 $6,207 $6,549 $6,891 $7,2 33
Rate
15.0% $5,313 $5,640 $5,968 $6,295 $6,623 $6,9 50
16.0%  $5,113 $5,426 $5,740 $6,054 $6,367 $6,6 81

17.0% $4,923 $5,223 $5,524 $5,824 $6,125 $6,4 25

The center of the matrix reflects a reasonablegdraged upon a discount rate of 14% to 15% andranal value based upon a P/E multiple
of 14x to 15x. The indicated range is $6.0 milltor$6.5 million.

Pro Forma Analysis

Another important element of the overall fairnesalgsis is the expected impact that the transaetiirhave on the combined banks' balance
sheet, earnings, and per share data. Mercer dbespresent or warrant that its pro forma analygsld reflect that which is presented
elsewhere in this Joint Proxy Statement/Prospeblescer's analysis indicated the following:

(i) The combined balance sheet will include apprately $82 million in assets, which would be suppdmwith approximately $9.4 million i
equity capital and $7.2 million in tangible equigpital. The pro forma stated equity-to-assetstangdible equity-to-tangible assets ratios
would be, respectively, 11.4% and 9.0%.

(il) Approximately $2.2 million of goodwill will becreated, resulting in an annual amortization egpeasf about $150,000 (assuming a 15
straight line amortization).

(iii) Cornerstone's pro forma earnings would insee&om $44,000 as budgeted for 1997 to over $840after considering the impact of the
foregone interest income on cash paid to East Rétigesholders, goodwill amortization, and the iaseein depreciation from the anticipated
write-up of Bank of East Ridge's main office. Poonfia earnings will potentially be greater onceaiarback office operations are combined.
Further, Cornerstone's business plan projected,8060n expenses in 1997 and another $240,000pareses in 1998 for the opening of a
second office in the Hamilton Mall/Gunbarrel Roada Bank of East Ridge's supermarket branch iatba will allow Cornerstone
management to forego constructing a traditionahtinan the area for an undetermined period of time.
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(iv) Book value per share is projected to increstseut a $1.00 per share; however, tangible boakevpér share will decline by
approximately $1.35 per share. As the goodwillh®gized, the difference between stated and taedibbk value per share will narrow.

(v) Reported earnings per share and cash earnargshpre (reported earnings per share plus goodmibrtization) are projected to exceed
what they otherwise would have been. The enhanceimearnings and per share earnings is a key eleimehe fairness analysis because of
the impact acceleration of the business plan firefitability) should have on the creation of @taslder value.

The Exchange Ratio

Although the transaction essentially consists césh purchase, a portion of the consideration paiadonsist of New Cornerstone Common
Stock issued to East Ridge shareholders. The egehatio is based upon a value of $12.00 per gbar@ornerstone (i.e., $56.1776 /
$12.00). Cornerstone completed its initial stodieidfig in early 1996 when 590,130 shares were f&wold price of $10.00 per share. In
addition, each share included a non-detachableawanvhich can be exercised before February 1988rfadditional share at $12.00 per
share, or $15.00 per share for the following ttyears before expiring.

There has been limited trading in Cornerstone'sestsince the original share offering, with alhsactions but one occurring at $12.00 per
share. The lone exception was one trade of 2,58@shvhich occurred at $12.50 per share. If thbaxge ratio were based upon $12.50 per
share, then East Ridge shareholders would recppmzaimately 147,000 shares versus 153,000 asgedvn the Merger Agreement.
Cornerstone shareholders would still receive 5dstfares of New Cornerstone Common Stock, plusantgifor all unexercised warrants.

Mercer also analyzed the implied price multiplesGornerstone Common Stock. At $12.00 per shaeesliares are presently "priced" at
132% of book value, 132% of tangible book valu€)xl8stimated 1997 earnings, and 20.3x projecte@ &88nings. Though the P/B multiple
is below median P/B ratios for publicly traded bsythe P/E ratios are well over the public mulgpl&nalysts and investors typically place
the greatest emphasis on P/E ratios to determeeethtive attractiveness of a stock.

Based upon the above, the exchange ratio appebesrgasonable from the perspective of Cornersthageholders.
Statement of Disinterestedness

For rendering its opinion, Cornerstone paid Meecprofessional fee of $15,000 plus outpafeket expenses. Neither Mercer nor its princi
own an interest in the securities of East Ridg€Eamerstone.

TERMS OF THE MERGER

Merger Consideration Available to East Ridge Shalddrs. At the Effective Time, each share of EadgR Common Stock outstanding prior
to the Effective Time will be converted into a righ receive cash and/or New Cornerstone CommockS&hareholders of East Ridge who
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do not exercise dissenters' rights may elect teivedNew Cornerstone Common Stock and/or casth&r shares of East Ridge common
stock. The number of shares of New Cornerstone Gami&tock received in exchange for East Ridge Com&took will be based on an
exchange ratio determined by multiplying the numifeshares of East Ridge Common Stock to be exathhy $56.1772 and then dividing
by $12.00 (the "ERB Exchange Ratio"). The $12.00share price for New Cornerstone Common Stockheagd on the per share price of
trades of Cornerstone Common Stock which manageaié@rnerstone was aware of prior to the execubioihe Merger Agreement.
Shareholders of East Ridge who exchange their stiareash will receive $56.1772 per share. Aceaglyi, each share of East Ridge
Common Stock will have converted into the rightdoeive 4.6814 shares of New Cornerstone Commark Sttowever, the aggregate
amount of cash to be delivered to the shareholufdEsist Ridge will not exceed $4,287,500. To thieeixshareholders of East Ridge elect to
receive in the aggregate more than $4,287,500, wdisbe paid on a pro-rata basis to those Easg&shareholders electing to receive cash.

Although the Merger Agreement provides that inglient shareholders of East Ridge elect less th®98200 in cash, Cornerstone may
terminate the Merger Agreement, such eventualihoidikely to occur in that David E. Young, whontadicially owns 76,139 shares of East
Ridge Common Stock, or approximately 69.8% of thistanding shares of East Ridge has notified Cetoee that he intends to exchange at
least 70% of the shares of East Ridge Common Steakwns for cash in the aggregate amount of $20984However, in the event the
elections of the East Ridge shareholders, inclutingYoung, for cash exceed $4,287,500, Mr. Youmrtgstion will be pro rated equally wi

all other East Ridge shareholders who have elexshl.

The Merger will result in a change in control oé thwnership and management of East Ridge. Upon letiomp of the Merger, if all of the

East Ridge shareholders except Mr. Young who he=eddo exchange a certain portion of his shanesash, elect to receive all of the
remaining 260,909 shares of New Cornerstone Conftack issuable in the Merger, shareholders of Rakie will own a maximum of
20.6% of the outstanding shares of New Cornersmramon Stock and Cornerstone shareholders will @w8.4% of the outstanding shares
of New Cornerstone Common Stock. The officers a@nettbrs of Cornerstone will continue as the officand directors of New Cornerstone.

Merger Consideration Available to Cornerstone Shalders. At the Effective Time, each share of Costoemne Common Stock outstanding
prior to the Effective Time will be converted irdaight to receive one share of New Cornerstone@omStock and one New Cornerstone
Warrant exercisable for one share of New Corneest@ommon Stock for $12 per share if exercised Ity 8, 1998 and for $15 per sh
if exercised by February 8, 2001. New Cornerstoragrdnts exercisable for the purchase of up to B@0shares of New Cornerstone
Common Stock are issuable in the Merger.

The Merger will result in a change in control oé twnership and management of East Ridge. Upon letiomp of the Merger, Cornerstone
shareholders will own a minimum of 79.4% of thestamding shares of New Cornerstone Common Stockrendifficers and directors of
Cornerstone will continue as the officers and doesof New Cornerstone.

Fractional Shares. No fractional shares of New €mtione Common Stock will be issued in connectiigh the Merger. In lieu of fractional
shares, East Ridge will make a cash payment equhlétfractional interest which an East Ridge dhaleer would otherwise receive
multiplied by $56.1772. The fractional interestlvaé determined after combining all shares ownedumh East Ridge shareholder.

ELECTION OF FORM OF MERGER CONSIDERATION

As promptly as practicable after the Merger, Newr@ostone will provide letters of transmittal tastholders of East Ridge for the purpose
of exchanging their certificates of East Ridge Camrtock for New Cornerstone Common Stock and/sih @& elected by the shareholder.
To the extent shareholders of East Ridge eleadeive New Cornerstone Common Stock, such eleutiibbe satisfied. The amount of cash
received by an East Ridge shareholder is subjettietavailability of cash to the extent sharehad#rEast Ridge elect more than $4,287,500
in cash. In such event, the amount of cash upeartiximum amount of $4,287,500 will be pro-ratedagnall shareholders of East Ridge,
including Mr. Young, requesting cash. In the ewahof the shareholders of East Ridge elect toiveceash for all of their shares of East
Ridge, each shareholder would receive 70% of higgsteconsideration in cash and 30% in New Cornaest@ommon Stock.

As promptly as practicable after the Merger, Newr@ostone will provide letters of transmittal tastholders of Cornerstone for the purpose
of exchanging their certificates of Cornerstone @Gmn Stock and their warrants for certificates repréing New Cornerstone Common
Stock and New Cornerstone Warrants. See "The Merdgaurrender of Certificates."

ADVANTAGES AND DISADVANTAGES OF FORM OF MERGER CONS IDERATION

To the extent shareholders of East Ridge elect Nemerstone Common Stock, they will not recogniam @r loss upon the receipt of New
Cornerstone Common Stock, except to the extentyptash received in lieu of fractional shares. f@éxtent shareholders of East Ridge
elect cash, they will recognize gain or loss assalt of the Merger. See "The Merger -- Certaindfaldincome Tax Consequences."

Additionally, there is no market for the New Costene Common Stock and there is no assurancerttadtize and liquid market will
develop. Therefore, East Ridge shareholders wtat tleeceive New Cornerstone Common Stock and ddsire to liquidate their
investment may be unable to do so. See "Risk Fattor

EFFECTIVE TIME

The Effective Time of the Merger will be 5:01 p.fRastern time, on the later to occur of the aceegtdor filing by the Secretary of State



the State of Tennessee of articles of merger fileatcordance with the TBA, or on such later datéhe articles of merger may specify.
Unless otherwise mutually agreed upon by East RéshgkCornerstone, the Merger will occur on the hasiness day of the month after all
conditions contained in the Merger Agreement haaentsatisfied or waived, including receipt of atjulatory approvals and termination of
all statutory waiting periods.

SURRENDER OF CERTIFICATES

As promptly as practicable after the Merger, Newr@ostone, acting in the capacity of exchange afgertoth East Ridge and Cornerstone
(the "Exchange Agent"), will mail to each formeidr of record of Cornerstone Common Stock a fofetber of transmittal, together with
instructions for the exchange of such holder'sfaeates representing shares of Cornerstone Conttock for certificates representing she
of New Cornerstone Common Stock and New Cornersfdaeants. The Exchange Agent will also mail toreholder of record of East
Ridge Common Stock a form of letter of transmittagjether with instructions for the exchange ofishiolder’s certificates representing sh
of East Ridge Common Stock for certificates repnénag shares of New Cornerstone Common Stock arvaéin.

HOLDERS OF CORNERSTONE COMMON STOCK AND EAST RIDG®MMON STOCK SHOULD HOLD THEIR CERTIFICATES
UNTIL THEY RECEIVE THE LETTER OF TRANSMITTAL FORM AID INSTRUCTIONS FROM THE EXCHANGE AGENT.

Upon surrender to the Exchange Agent of one or roeréficates for Cornerstone Common Stock togettitr a properly completed letter of
transmittal, there will be issued and mailed toHbtler of Cornerstone Common Stock surrenderiich gems a certificate or certificates
representing the number of shares of New Cornezsimmmon Stock and the number of New Cornerstonegama to which such holder is
entitled.
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Upon surrender to the Exchange Agent of one or roertficates for East Ridge Common Stock togetti#n a properly completed letter of
transmittal, there will be issued and mailed tohbiler of East Ridge Common Stock surrenderindy #igens a certificate or certificates
representing the number of shares of New Cornezsfmmmon Stock to which such holder is entitled, avttere applicable, a check for the
amount cash if the holder has elected to receish.ca

No dividend or other distribution payable after Merger with respect to either the Cornerstone Com@tock or the East Ridge Comn
Stock will be paid to the holder of any unsurrerdecertificate until the holder surrenders suchifezate(s), at which time the holder will be
entitled to receive all previously withheld dividknand distributions, without interest.

After the Merger, there will be no transfers omeitEast Ridge's or Cornerstone's stock transfeksof shares of either East Ridge Common
Stock or Cornerstone Common Stock issued and owlisign at the Merger. If certificates representihgres of either East Ridge Common
Stock or Cornerstone Common Stock are presenteddfiosfer after the Merger, they will be canceled axchanged for the shares of New
Cornerstone Common Stock or cash deliverable ipecighereof as determined in accordance with tbeigions of the Merger Agreement.

Neither East Ridge nor Cornerstone nor any othesgmewill be liable to any former holder of Corrteree Common Stock or East Rid
Common Stock for any amount properly delivered puhlic official pursuant to applicable abandoneaperty, escheat or similar laws.

If a certificate for Cornerstone Common Stock arEast Ridge Common Stock has been lost, stolelestroyed, East Ridge will issue the
consideration properly payable in accordance wighNMerger Agreement upon receipt of appropriatdende as to such loss, theft or
destruction, appropriate evidence as to the owiedtsuch certificate by the claimant, and appiaterand customary indemnification.

CONDITIONS TO CONSUMMATION OF THE MERGER

The respective obligations of Cornerstone and Ratge to effect the Merger are subject to the fation prior to the Merger of the
following conditions: (a) the Merger Agreement, terger and the transactions contemplated theriehly Isave been approved by the
requisite vote of the shareholders in accordantie agplicable law; (b) the procurement of appraxahe Merger Agreement and the
transactions contemplated thereby by the TDFI Bed=DIC, and the expiration of any statutory wajtperiods; (c) the procurement of all
other regulatory consents and approvals which ecessary to the consummation of the transactiomeogplated by the Merger Agreement;
provided, however, that no approval or consent fleatieemed to have been received if it shall ahelany conditions or requirements which
would reduce the benefits of the transactions coptated by the Merger Agreement to such a degrebrnerstone or East Ridge (as to
condition or requirement which directly adverseffgets the shareholders of East Ridge) would nettentered into the Merger Agreement
had such conditions or requirements been knowinestitne of execution of the Merger Agreement; (@) satisfaction of all other
requirements prescribed by law which are necedsdatye consummation of the transactions contenglayethe Merger Agreement; (e) no
party to the Merger Agreement shall be subjechyp@der, decree or injunction of a court or ageoicgompetent jurisdiction which enjoins
or prohibits the consummation of the Merger; (f)statute, rule, regulation, order, injunction oci@® shall have been enacted, entered,
promulgated or enforced by any governmental authaich prohibits, restricts or makes illegal comsnation of the Merger or which
imposes restrictions, conditions or requirementsamsummation of the Merger which would reduceltbeefits of the Merger to such a
degree that Cornerstone or East Ridge (as to atryateon, condition or requirement which directlglversely affects the shareholders of East
Ridge) would not have entered into the Merger Agresst had such conditions or requirements been kraduwhme date of execution of the
Merger Agreement; (g) the Registration Statemeall $tave become effective and no stop order suspgihe effectiveness of the
Registration Statement shall have been issued apdateedings for that purpose shall have beeiati®it or threatened by the Securities
Exchange Commission;
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(h) the receipt of all state securities laws anti&BSky" permits and other authorizations necessacpnsummate the transactions
contemplated hereby; and (i) the Merger shall leoeirred on or before December 31, 1997.

The obligation of Cornerstone to effect the Mergjeall be subject to the satisfaction prior to thergr of the following additional conditiol
(a) Cornerstone and its directors and officersl dtzle received from East Ridge's and Bank of Radge's independent certified public
accountants "cold comfort" letters, dated (i) thagedof the mailing of the Proxy Statement/ProspetitEast Ridge's shareholders and (ii)
shortly prior to the Merger, with respect to cartihancial information regarding East Ridge andBaf East Ridge in the form customarily
issued by such accountants at such time in transaadf this type; (b) Cornerstone shall have nea@ian opinion of East Ridge's, Bank of
East Ridge's and Young's counsel; (c) each ofd¢peesentations, warranties and covenants contairted Merger Agreement of East Ridge,
Bank of East Ridge, and Young, in all respectdrie on, or complied with by, the date of the Merge if made on such date (or on the date
when made in the case of any representation oawgrivhich specifically relates to an earlier daedept (i) for breaches which singly or in
the aggregate would not have a Material Adversedtffas defined in the Merger Agreement) and §ijcarepresentations, warranties or
covenants contained in the Merger Agreement of Ralije, Bank of East Ridge, and Young which dospetcifically refer to Material
Adverse Effect, for breaches which are not matenia Cornerstone shall have received a certifisigieed by the Chief Executive Officer or
Chief Financial Officer of East Ridge to such effé¢d) no litigation or proceeding is pending whighhas been brought against Cornerstone
or East Ridge or any of their subsidiaries by aoyegnmental agency seeking to prevent consummaefitire transactions contemplated
hereby or (ii) in the reasonable judgment of thée€CExecutive Officer of Cornerstone is likely tate a Material Adverse Effect on East
Ridge; (e) Cornerstone shall have conducted a digemktce review of East Ridge, the results of whitlall be satisfactory to the Cornerstone
Board; (f) the East Ridge shareholders shall hteeted to exchange East Ridge Common Stock for aashbt less than $2,900,000; and (g)
New Cornerstone shall have entered into a conguitgreement with Youn

The obligation of East Ridge to effect the Mergesubject to the satisfaction at or prior to therdée of the following additional conditions:
(a) East Ridge and Bank of East Ridge and thedctiirs and officers shall have received from Catogie's independent certified public
accountants "cold comfort" letters, dated (i) thgedof the mailing of the Joint Proxy Statementpaztus to Cornerstone's shareholders and
(i) shortly prior to the Merger, with respect tertain financial information regarding Cornerstaméhe form customarily issued by such
accountants at such time in transactions of thge;tyb) East Ridge and Bank of East Ridge shakrageived an opinion of Cornerstone's
counsel; (c) East Ridge shall have received aniapiregarding certain tax issues of Cornerstormissel; (d) each of the representations,
warranties and covenants contained in the Mergeeéwgent of Cornerstone shall, in all respectsrimdn, or complied with by, the date of
the Merger as if made on such date (or on thewlaém made in the case of any representation oawgrivhich specifically relates to an
earlier date) except (i) for breaches which siralyn the aggregate would not have a Material Agedtffect and (ii) as to representations,
warranties or covenants of Cornerstone which despetifically refer to Material Adverse Effect, foreaches which are not material and |
Ridge shall have received a certificate signedhieyGhief Executive Officer or Chief Financial O#frcof Cornerstone to such effect; and (e)
no litigation or proceeding is pending which (isHzeen brought against East Ridge or Cornerstoaayoof their subsidiaries by any
governmental agency, seeking to prevent consummafithe transactions contemplated hereby orr(ithe reasonable judgment of the ClI
Executive Officer of East Ridge will have a MatéAalverse Effect on Cornerstone; and (f) East Rislgall have conducted a due diligence
review of Cornerstone, the results of which shalkhtisfactory to the East Ridge Board.

CONDUCT OF BUSINESS PENDING MERGER

The Merger Agreement contains certain restrictimmshe conduct of East Ridge's and Cornerstonsiadsses pending consummation of the
Merger. In particular, the Merger Agreement prositleat neither party
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may without the prior written consent of the otreenong other things, (a) make, declare or pay angiehd on its common stock or declare
or make any distribution on, or directly or inditlgccombine, redeem, reclassify, purchase or otlseracquire, any shares of its capital stock
(other than in a fiduciary capacity or in respefca alebt previously contracted in good faith) othawize the creation or issuance of or issue or
sell or permit any subsidiary to issue or sell adglitional shares of its capital stock, or anyadi calls or commitments relating to its cay
stock, or any securities, obligations or agreemeaitsertible into or exchangeable for, or giving @erson any right to subscribe for or
acquire, shares of its capital stock or the capitatk of any subsidiary; (b) merge or consolidatpermit any subsidiary to merge or
consolidate with any other entity or engage in sinyilar transaction or sell or otherwise dispos¢hefstock of Bank of East Ridge; (c) pay
any bonus to, or increase the rate of compensaficamy of its directors, officers or employeesater into any employment contracts with
any persons; (d) enter into or modify or permit aapsidiary to enter into or modify (except as rhayrequired by applicable law and except
for the renewal of any existing plan or arrangenietihe ordinary course of business consistent patst practice) any pension, retirement,
stock option, stock purchase, savings, profit sttarileferred compensation, consulting, bonus, giagyrance or other employee benefit,
incentive or welfare contract, plan or arrangemengny trust agreement related thereto, in respfeanty of its directors, officers or other
employees; (e) except as contemplated by Secti@ant 5.13 of the Merger Agreement, substantratbglify the manner in which it and/or
its subsidiaries have heretofore conducted theimmss, taken as a whole, or amend its chartey-tavis; (f) except for transactions in the
ordinary course of its banking business, sell, @igpof or discontinue or permit any subsidiaryeih glispose or discontinue any of its
business, assets (including investment securiiepjoperty; (g) except for the acquisition of leamvestment securities and cash equivalent
assets in the ordinary course of its banking bsinacquire (other than through foreclosure osfeatiion in whole or in part of indebtedness
owed to it) any assets or business that is materiglich party; (h) except in the ordinary courkigsdbanking business, enter into off-balance
sheet transactions; (i) take any other actionmdté ordinary course of business of it or its glibges; (j) make any negative provision to the
reserve for possible loan losses of Bank of Eadg®&unless required by a regulatory authority hgyimisdiction; or (k) directly or indirectly
agree to take any of the foregoing actions.

Immediately prior to the Effective Time and subjtrthe satisfaction of the conditions precederdsing, East Ridge shall cause Bank of
East Ridge to declare and pay a dividend to Eatgdrat such time and in such amount as may be stgby Cornerstone. East Ridge shall
take and shall cause Bank of East Ridge to takapaltopriate and necessary steps, including withmitation, obtaining the requisite
approval from the TDFI and the FDIC for the dediamand payment of such dividend.

REGULATORY APPROVALS

The Merger of Cornerstone and Bank of East Ridgailigect to prior approval of the FDIC and TDFI.pAipations for such approval have
been filed with these agencies.

THERE CAN BE NO ASSURANCE THAT THE REGULATORY AUTHRITIES DESCRIBED ABOVE WILL APPROVE THE
MERGER, AND IF THE MERGER IS APPROVED, THERE CAN B¥O ASSURANCE AS TO THE DATE OF SUCH APPROVAL.
THERE CAN ALSO BE NO ASSURANCE THAT ANY SUCH APPRGALS WILL NOT CONTAIN A CONDITION OR
REQUIREMENT WHICH CAUSES SUCH APPROVALS TO FAIL TBATISFY THE CONDITIONS TO CONSUMMATION OF THE
MERGER

SET FORTH IN THE MERGER AGREEMENT.
NO SOLICITATION

East Ridge is prohibited by the Merger Agreememinfisoliciting or knowingly encouraging inquiriesgmoposals with respect to, or
furnishing any information relating to or partictjpey in any negotiations or discussions concernimy, acquisition or purchase of all or a
material portion of its assets (whether owned Hdjriéctly or owned by any of its subsidiaries) pba substantial equity interest in it or any
business combination with it or any of its subgidis other than as contemplated by the Merger Ageg¢. East Ridge has agreed to notify
Cornerstone immediately if any inquiries or progess described above are received by, any suotmiation is requested from, or any such
negotiations or discussions are sought to be fadiavith, East Ridge or Bank of East Ridge.
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WAIVER; AMENDMENT; TERMINATION

Prior to the Merger, any provision of the Mergerégment may be

(i) waived by the party benefitted by the provismrby both parties or (ii) amended or modifiecday time (including the structure of the
transaction) by an agreement in writing betweerptirdies and approved by the Boards of Directarshi extent allowed by law), except tl
after the vote by the shareholders of East RidgeGornerstone, the Merger Agreement may not be datkar revised to reduce the amount
or change the form of the consideration to be ketkby East Ridge's and Cornerstone's shareholders.

The Merger Agreement may be terminated at any firroe to the Merger, either before or after its myal by the holders of Cornerstone
Common Stock and East Ridge Common Stock, as fell¢ay by the mutual consent of Cornerstone antiEdge, if the Board of Directors
of each so determines by vote of a majority ofrtteambers of its entire Board; (b) in the event effdilure of the shareholders of either
Cornerstone or East Ridge to approve the Mergee&gent by the requisite vote at their respectivetimgs called to consider such appro
the Merger Agreement terminates automaticallycdby Cornerstone or East Ridge, if its Board afebiors so determines by vote of a
majority of the members of its entire Board, in &went of a breach by the other party hereto ofrapyesentation, warranty or agreement
contained herein which is not cured or not curabthin sixty (60) days after written notice of suisfeach is given to the party committing
such breach by the other party hereto which haglbhave had a Material Adverse Effect on the lotéag party.

MANAGEMENT AFTER THE MERGER
After the Merger, the directors and officers of @nstone will become the directors and officerblefv Cornerstone.
INTERESTS OF CERTAIN PERSONS IN THE MERGER

Certain members of East Ridge's management artgatsteRidge Board have certain interests in the Bfeitwat are in addition to their
interests as shareholders of East Ridge genefidlly East Ridge Board was aware of these interasts@nsidered them, among other
matters, in approving the Merger Agreement andrdmesactions contemplated thereby.

Each of David E. Young, James D. Renegar, Jam¥®ing, Jr. and Daniel O. Crye is a party to a CleaingControl Protective Agreement
and an Executive Salary Continuation Agreement vpiovides for certain payments in the event thgiployment is terminated under
certain circumstances after a change in contr&ast Ridge. Additionally, David E. Young will waives right to receive severance payments
pursuant to the Change-in-Control Protective Agresinand will enter into a consulting agreement Wtw Cornerstone pursuant to which
Mr. Young will provide consulting services to Newoi@erstone for a period of five years and for whietwill receive $75,000 annually
payable in equal monthly installments. Under thiengeof the consulting agreement, Mr. Young willdbailable to Cornerstone to consult
with it on general banking matters, marketing issweistomer contacts and personnel and other maresgéssues. Mr. Young is not requil

to provide any minimum amount of such services orkwany specific number of hours under such comgulgreement and is merely to
make himself available upon reasonable notice.

Additionally, Mr. Young is entitled to sell the glea of New Cornerstone Common Stock he receivédseiMerger back to New Cornerstone
over a three-year period at $12.55 (46,745 shabéd)00 (28,356 shares) and $16.00 (21,756) pee shyears 1998, 1999 and 2000,
respectively. New Cornerstone has the option teeedsuch shares during the same period at themaras. No other East Ridge
shareholders who receive shares of New Corner&onamon Stock will have the same opportunity to hegNew Cornerstone to redeem
their shares. New Cornerstone will reimburse Mrulg for any interest expense he incurs in conneaetith the debt he incurred to purchase
substantially all of his shares of East Ridge Comi8tock if the Merger does not close by August1B®7. Cornerstone is a participant in a
$3,750,000 commercial loan to Mr. Young, the proseef which were used to purchase East Ridge ConStark. Cornerstone's
participation is $750,000. New Cornerstone wilbalsimburse Mr. Young for his attorneys fees inedrin connection with the Merger.

Pursuant to the Change-in-Control Protective Agier@s (the "Protective Agreement"), Messrs. Renelganes R. Young, Jr. and Crye are
entitled to receive an aggregate of up to $30010@ter certain circumstances. However, it is anditgd that Messrs. Renegar, James R.
Young, Jr. and Crye will continue their employmeiith Conerstone Community Bank after the Merger, autordingly, their current
employment agreements will remain in effect. Newelgss, each is entitled to severance benefitseievyent he elects to terminate his
employment within 30 days after the consummatiothefMerger or within 90 days of the Merger if kentinates his employment for "Good
Reason." "Good Reason" is defined in the Prote&iyeement as (i) the requirement that the employeee his personal residence, or
perform his principal executive functions, morertt3® miles from his primary office as of the datéhe Change in Control; (ii) a reductior
more than 10% in the employee's base compensationedfect on the date of the Change in Contiid);thie failure by the successor
corporation to provide the employee with compesasind benefits substantially similar to those futes to him by East Ridge; or

(iv) a failure to elect the employee to the bodfrdicectors of the successor corporation if the laryge is serving on such board at the time of
the Change in Control. Additionally, the employseititled to the severance benefit in the evenéhiployment is terminated without "Just
Cause" as defined in the Protective Agreementndutie period beginning six months before a Cham@sontrol and ending on the second
anniversary of the Change in Control. David E. Yopwill receive $75,000 per year for 5 years undsrcnsulting agreement in lieu of
severance benefits under the Continuation Agreesieo¢ his employment will be terminated as a tesfuhe Merger.See "The Merger --
Interests of Certain Persons in the Merger."

Additionally, Messrs. David E. Young, Renegar aathds R. Young are parties to Executive Salary Goation Agreements (the
"Continuation Agreement”) and Mr. Crye is partyat&urvivor Income Agreement, each of which prowdkry continuation benefits in the
event the executive remains in the employ of Eédgd&during his lifetime or until retirement at thge of 70. In the event the employmen



the executive is terminated prior to retiremeng, élxecutive is entitled to a certain percentagb®benefits depending on his length of
employment. See "The Merger -- Interests of Cerearsons in the Merger."
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DISSENTERS' RIGHTS

The following summary of applicable provisions tdte law governing the rights of shareholders @lifjad in its entirety by reference to
Appendix C. Any shareholder of East Ridge entitlegdote on the Merger Agreement has the right teike payment of the fair value of his
shares of East Ridge Common Stock upon compliantteSections 48-23-202 and 48-23-204 of the TBCAdiionally, Section 45-2-1309
of the TBA provides that shareholders of Cornemstibave dissenters' rights as provided by the TBI. following discussion is applicable
to shareholders of both East Ridge and Cornerstnrepurposes of the discussion in this sectioy,dehst Ridge and Cornerstone are
referred to herein as "Corporation." A shareholday not dissent as to less than all of the shasgse beneficially owns. A nominee or
fiduciary may not dissent on behalf of any benafiowner as to less than all of the shares of sedeficial owner held of record by such
nominee or fiduciary. A beneficial owner assertitigsenters' rights to shares held on his behalf sulsmit to the Corporation the record
shareholder's written consent to the dissent et than the time the beneficial shareholder asskssenters' rights. Any shareholder
intending to enforce this right must not vote indaof the Merger Agreement and must file as wnitbetice of his intent to demand payment
for his shares (the "Objection Notice") with ther@arate Secretary of the Corporation either befloeeAnnual Meeting or before the vote is
taken at the meeting. The Objection Notice mudedteat the shareholder intends to demand payrehid shares of common stock if the
Merger is effected. A vote against approval of Merger Agreement will not, in and of itself, comiste an Objection Notice satisfying the
requirements of Section 48-23-202 of the TBCA. Bufe to vote will not constitute a waiver of apjza rights as long as the requirements of
Sections 48-23-101 through 48-23-302 of the TBCA@mplied with. HOWEVER, ANY SHAREHOLDER WHO EXEQE&S A PROXY
CARD AND WHO DESIRES TO EFFECT HIS APPRAISAL RIGHT8UST MARK THE PROXY CARD "AGAINST" THE PROPOSAL
RELATING TO THE MERGER BECAUSE IF THE PROXY CARD ISEFT BLANK, IT WILL BE VOTED "FOR" THE PROPOSAL
RELATING TO THE MERGER.

If the Merger Agreement is approved, each sharehaltho has filed an Objection Notice will be natdiby the Corporation of such approval
within 10 days of the Annual Meeting (the "Disseatéotice"). The Dissenters' Notice will (i) statbere dissenting shareholders must (a)
send the Payment Demand (as defined below) andevamet when they must (b) deposit their common steclificates (the "Certificates"),
(i) inform holders of uncertificated shares of #dent of any restrictions on the transferabititysuch shares, (iii) be accompanied by a form
for demanding payment that includes the date ofiteeannouncement to the news media or to shideh®of the terms of the proposed
Merger, (iv) set a date by which the Corporatiorstireceive the Payment Demand, which may not berféivan 1 or more than 2 months
after the date the Dissenters' Notice is deliveaed, (v) be accompanied by a copy of Sections 48e3through 48-23-302 of the TBCA.
Within the time prescribed in the Dissenters' Natia shareholder electing to dissent must makenalé for payment (the "Payment
Demand"), certify whether he acquired beneficiahevship of the shares before February 16, 1997ddhe of the first public announcement
of the principal terms of the Merger Agreement)] deposit his Certificates in accordance with #rens of the Dissenters' Notice. Upon
filing the Payment Demand and depositing the Gedtiés, the shareholder will retain all other rgybt a shareholder until these rights are
canceled or modified by consummation of the MergeP.ayment Demand may not be withdrawn unless tiryp&@ation consents. FAILURE
TO COMPLY WITH THESE PROCEDURES WILL CAUSE THE SHARIOLDER TO LOSE HIS DISSENTERS' RIGHTS TO
PAYMENT FOR THE SHARES. CONSEQUENTLY, ANY SHAREHOIHR WHO DESIRES TO EXERCISE HIS RIGHTS TO
PAYMENT FOR HIS SHARES IS URGED TO CONSULT HIS LEGADVISER BEFORE ATTEMPTING TO EXERCISE SUCH
RIGHTS.

As soon as the Merger is consummated, or uponpiesta Payment Demand, the Corporation shall,yansto Section 48-23-206, pay to
each dissenting shareholder who has complied Wéh@équirements of Section 48-23-294 of the TBCAdmount that the Corporation
estimates to be the fair value of the shares ofrcomstock, plus accrued interest. Section 48-23e@6e TBCA requires the payment to be
accompanied by (i) certain of the Corporation'sificial statements, (ii) a statement of the Corpmnat estimate of fair value of the shares
explanation of how the interest was calculated, r{tification of rights to demand payment, ang @ copy of Sections 48-23-101 through
48-23-302 of the TBCA. As authorized by Section283208, East Ridge and Cornerstone intend to delgypayments with respect to any
shares (the "aftemequired shares") held by a dissenting shareheoltiemh were not held by such shareholder on FebrLi&ry1997, the date
the first public announcement of the terms of thergér Agreement. When payments are so withheldjd®sc48-23-208(b) and 48-2339(a)
will
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require East Ridge and Cornerstone, as applicafiby,the Merger, to send to the holder of theredtgjuired shares an offer to pay the holder
an amount equal to East Ridge's or Cornerstontirsags of their fair value plus accrued interesgether with an explanation of the
calculation of interest and a statement of the éxtddright to demand payment under Section 48-Z8-20

If the Merger is not consummated within two moralffier the date set for demanding payment and dipp<£iertificates, the Corporation
shall return the deposited Certificates and rel#aséransfer restrictions imposed on uncertifidaglares. If, after returning deposited
Certificates and releasing transfer restrictions,Nlerger is consummated, the Corporation must aerelv Dissenters' Notice and repeat the
payment demand procedure.

If the dissenting shareholder believes that thewarhpaid by the Corporation pursuant to Sectior2d&06 or offered under Section 48-23-
208 is less than the fair value of his shares arrtthe interest due is calculated incorrectlyf tihé Corporation fails to make payment (or, if
the Merger has not consummated, the Corporatioa doereturn the deposited Certificates or rel¢lasdransfer restrictions imposed on
uncertificated shares) within two months afterdige set in the Dissenters' Notice, then the disgeshareholder may, within one month
after (i) the Corporation made or offered paymentlie shares or failed to pay for the sharesipth@ Corporation failed to return deposited
Certificates or release restrictions on uncertidashares timely, notify the Corporation in wigtiof his own estimate of the fair value of si
shares (including interest due) and demand payofesutch estimate (less any payment previously vecgi FAILURE TO NOTIFY THE
CORPORATION IN WRITING OF A DEMAND FOR PAYMENT WITHN ONE MONTH AFTER THE CORPORATION MADE OR
OFFERED PAYMENT FOR SUCH SHARES WILL CONSTITUTE AAWER OF THE RIGHT TO DEMAND PAYMENT.

If the Corporation and the dissenting shareholdenot agree on a fair price two months after thep@ation receives such a demand for
payment, the statute provides that the Corporatitinnstitute judicial proceedings in a court @faord with equity jurisdiction in Hamilton
County, Tennessee, (the "Court") to fix (i) the fadlue of the shares immediately before consunomaif the Merger, excluding any
appreciation or depreciation in anticipation of Merger, and (ii) the accrued interest. The "failue" of the common stock could be more
than, the same as, or less than that producedebgxithange ratios. The Corporation must make sdlediters whose demands remain unse
parties to the proceeding and all such parties imiserved with a copy of the petition. The Coualymin its discretion, appoint an appraiser
to receive evidence and recommend a decision oqubstion of fair value. The Court is requiredssuie a judgment for the amount, if any,
by which the fair value of the shares, as deterthimethe Court, plus interest, exceeds the amaaidtlpy the Corporation or for the fair
value, plus accrued interest, of his after-acquateates for which the Corporation elected to withpayment. If the Corporation does not
institute such proceeding within such two monthigugrthe Corporation shall pay each dissentingedi@der whose demand remains
unsettled the respective amount demanded by eachtsiider.

The Court will assess the costs and expenses bfoceeding (including reasonable compensatioarfidrthe expenses of the appraiser by
excluding fees and expenses of counsel and ex@graist the Corporation, except that the Court assess such costs and expenses as it
deems appropriate against any or all of the digsgshareholders if it finds that their demandddditional payment was arbitrary, vexatious
or otherwise not in good faith. The Court may as$ess and expenses of counsel and experts in asnitxenCourt finds equitable: (i) against
the Corporation if the Court finds that the Corpimmradid not substantially comply with the relevaatjuirements of the TBCA or (ii) against
either the Corporation or any dissenting sharehplfithe Court finds that the part against whoma thes and expenses are assessed acted
arbitrarily, vexatiously or not in good faith. He Court finds that the services of counsel for disgenter were of substantial benefit to other
dissenters and that the fees of such counsel sheuwdsessed against the Corporation, the Courwmasd reasonable fees to such counsel tc
be paid out of amounts awarded to benefitted dies@n

THE FOREGOING SUMMARY OF THE APPLICABLE PROVISIONSF THE TBCA IS NOT INTENDED TO BE A COMPLETE
STATEMENT OF SUCH PROVISIONS, AND IS QUALIFIED INTS ENTIRETY BY REFERENCE TO SUCH SECTIONS, WHICH El
INCLUDED AS APPENDIX C HEREOF.
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CERTAIN FEDERAL INCOME TAX CONSEQUENCES

The federal income tax discussion set forth belegresents a summary of the opinion of Baker, DamelBearman & Caldwell, a
Professional Corporation, counsel to Cornerstarmaaly not be applicable to a shareholder who aeduiis shares of East Ridge Common
Stock or Cornerstone Common Stock pursuant tosteecese of employee stock options or rights or ntlige as compensation. East Ridge
and Cornerstone shareholders are urged to cohgiltawn tax advisers as to the specific tax consrges to them of the Merger, including
the applicability and effect of federal, state,dband other tax laws.

General. It is the opinion of counsel that for fedéncome tax purposes the Merger will be tre@ed reorganization within the meaning of
Section 368(a) of the Code, and that, accordin@lyno gain or loss will be recognized by thosenemtone shareholders who receive New
Cornerstone Common Stock in exchange for CorneesBmmmon Stock in connection with the Merger; djdife tax basis of the New
Cornerstone Common Stock to be received by thoseeCstone shareholders who receive New Cornergonemon Stock in connection
with the Merger will be the same as the basis é@brnerstone Common Stock surrendered in exclthegefor. However, as more fully
discussed below in "Consequences of Warrant Exahatite exchange of Cornerstone warrants for Nemé&stone Warrants may not be
free. In addition, it is the opinion of counseltttize exchange of East Ridge Common Stock for Nemé&rstone Common Stock pursuant to
the Merger will be treated as a recapitalizatiothimithe meaning of Section 368(a)(1)(E) of the €odas an exchange described in Section
1036(a) of the Code, and that, accordingly, (agaia or loss will be recognized by those East Rislggareholders who receive only New
Cornerstone Common Stock in exchange for East Ritgamon Stock, and (b) the tax basis of the Newn&stone Common Stock to be
received by those East Ridge shareholders whoweogily New Cornerstone Common Stock in conneatiith the Merger will be the same
as the basis in the East Ridge Common Stock swereddn exchange therefor. Consequently, the hgldériod of any New Cornerstone
Common Stock received by the Cornerstone sharefsotdtedhe East Ridge shareholders in connectiom thid Merger will include the

holding period of the Cornerstone Common StockastiRidge Common Stock, respectively, surrenderexéhange therefor, provided that
the Cornerstone Common Stock or East Ridge Comntuck $ held as a capital asset at the time ofvteeger. Consummation of the Merg

is dependent upon, among other conditions, rebgifitast Ridge and the East Ridge Board, for thefitesf the East Ridge shareholders, of
an opinion of counsel, substantially to this effect

Consequences of Receipt of Cash.

Under the Merger Agreement, each East Ridge shiaihmay elect to take all or a portion of the amiquayable to him or her in cash rather
than New Cornerstone Common Stock. East Ridge kblaiers electing to receive only New Cornerstonen@on Stock will receive only
New Cornerstone Common Stock. East Ridge sharetsoddiecting to receive only cash may, in certainwrnstances, receive both cash
New Cornerstone Common Stock. The terms and conditbf the cash election are more fully descriloe€tThe Merger-- Terms of the
Merger." If an East Ridge shareholder receives ba#h and New Cornerstone Common Stock in exchfandis East Ridge Common Sto
then gain (but not loss) will be recognized by shareholder, but not in an amount in excess oétheunt of cash received. The general rule
is that any such gain will be treated as capital,daut if the exchange has the effect of the itiation of a dividend, then the amount of gain
recognized that is not in excess of that sharehsldatable share of the undistributed earningspaofits of East Ridge will be treated as a
dividend, taxable as ordinary income, rather thegpital gain. The determination of whether the exgfeahas the effect of the distribution of a
dividend will be made on a shareholder-by-sharedrdbésis in accordance with the principles enuadiat Commissioner v. Clark, 109 S.Ct.
1455 (1989). Any such gain will generally be trelads a long-term capital gain provided that (i) Hast Ridge Common Stock was held by
the shareholder as a capital asset on the dabe dfierger,

(i) the holding period for the shares of such Hisige Common Stock was more than one year, apdf (e shareholder had received New
Cornerstone Common Stock instead of cash and iN#ve Cornerstone Common Stock had been redeemeddrately after the Merger, the
redemption would have qualified as being "subs#digtdisproportionate” under Section 302(b)(2)ed Code.

The substantially disproportionate test will be tmgta shareholder if, after the transaction, tharedolder will own less than fifty percent
(50%) of all New Cornerstone Common Stock andsfdri her percentage ownership of New Cornerstoman@mn Stock after the transaction
will be less than eighty percent (80%) of whatdrier percentage ownership of East Ridge CommackStould have been if no East Ric
or Cornerstone shareholders received cash andifsbRidge or Cornerstone shareholders disseintegplying the above test to determine
whether a redemption is substantially dispropogteneach shareholder will be considered to owronlytthe stock which he or she actually
owns, but
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such shareholder also will be considered to coasuely own stock from certain related parties un8ection 318 of the Code. The related
parties whose stock ownership will be attributedrtidndividual shareholder include the sharehddsggbuse, children, grandchildren and
parents and also include partnerships, estatess tamd corporations in which the shareholder hastarest. If the shareholder is an entity
rather than a natural person, stock owned by thsope holding an interest in the entity may bekatted to the entity. In either case, stock
which is subject to an option may be attributethoption holder. The constructive ownership raesy be applied more than once so that
stock which is attributed to one person or entigynin turn, be attributed to yet another persoartity. Because both the substantially
disproportionate test and the constructive stockeyghip rules are very complex and the effect e§¢hprovisions will vary substantially
based on each shareholder's individual circumsgamaeh East Ridge shareholder electing to recaisie in whole or in part is urged to
consult his or her personal tax advisor as to wdrath not any cash received may be treated asdediy.

In the case of any East Ridge shareholder whovesdioth New Cornerstone Common Stock and caslshtmeholder's tax basis for the M
Cornerstone Common Stock received will be the sasrthe basis of all the shares of East Ridge ConBtack owned by the shareholder,
decreased by the amount of cash received by thetstider, increased by any amount that is treatealdividend and further increased by
amount of capital gain which is recognized by thareholder because of the Merger.

If an East Ridge shareholder or a Cornerstone Bbkter receives solely cash in exchange for hiseompresent Common Stock, either
because of an election to receive all cash or lzecatithe exercise of any right to dissent to thedaction, such cash will be treated as ha
been received as a distribution in redemption of/Kimrnerstone Common Stock, subject to the pronssif Section 302 of the Code. If, as a
result of the distribution, the shareholder ownd\mav Cornerstone Common Stock, either directlyyordason of the constructive stock
ownership rules under Section 318 of the Codergemption will be a complete termination of instreithin the meaning of

Section 302(b), and the cash will be treated astakilition in full payment in exchange for the sdteolder's Common Stock. Such
shareholders will recognize gain or loss measuyetthé difference between the amount of cash redeawnel the adjusted basis of the Com
Stock surrendered. As previously discussed, thécapipn of the constructive stock ownership rudes very complex, and the effect of these
rules will vary substantially based on each shddshts individual circumstances; therefore, eadreaiholder who will receive solely cash in
exchange for his or her shares of East Ridge Conttock or Cornerstone Common Stock is urged towbhss or her personal tax advisor.

Consequences of Receipt of Cash in Lieu of FractiahShares.

An East Ridge shareholder who is entitled to rezewsh in lieu of a fractional share interest ofvNeornerstone Common Stock in
connection with the Merger will recognize, as of thate of the Merger, gain (or loss) equal to ifferénce between such cash amount and
the shareholder's basis in the fractional shaerést. Any gain (or loss) recognized will be cdpigin (or loss) if the East Ridge Common
Stock is held by such shareholder as a capitat atfiee date of the Merger.

Consequences of Warrant Exchange

Under Section 1.3541(e) of the Income Tax Regulatjoresently in effect, stock warrants are not iclemed to be either stock or securities
which may be exchanged tax-free in a reorganizafid@oordingly, the Internal Revenue Service hasduh the past that an exchange of
warrants of the acquired corporation for warraritdhe acquiring corporation should be treated asparable transaction from the
reorganization and that gain or loss on the exchafigvarrants should be recognized.

On December 23, 1996, the Internal Revenue Seprmgosed an amendment to the Income Tax Regulatiaineat warrants as securities
which could be exchanged tax-free in a reorgarimatiowever, there is no assurance that theseatgus will be adopted in their present
proposed form. In addition, the proposed effectiaie for the regulations is 60 days after the adoptf the final regulations. There is no
assurance that the regulations will be adoptediria to apply to the exchange of Cornerstone wasrinmtNew Cornerstone Warrants.

Accordingly, in view of the proposed but not yefeefive amendments to the Income Tax Regulatiomsnsel has expressed no opinion as to
whether any gain or loss will be recognized forefied income tax purposes on the exchange of warfantNew Cornerstone Warrants. In the
event that the exchange of warrants is a taxadtesaction, Cornerstone cannot make any represamtaiih respect to the value of the
warrants or the gain or loss realized on the exgbaBach Cornerstone warrant holder is urged tsubhis or her personal tax advisor.

ACCOUNTING TREATMENT

The transaction will be treated as a purchasedoowunting purposes and is a "reverse acquisitidrére/ the acquirer is deemed to be
Cornerstone in view of the 79.4% ownership inteoéshe Cornerstone shareholders in New Cornersiftee the Merger.

EXPENSES

The Merger Agreement provides, in general, that Radge and Cornerstone will each pay its own egpenn connection with the Merger
Agreement and the transactions contemplated theesdogpt that East Ridge and Cornerstone will @iddually the costs of printing this
Joint Proxy Statement/Prospectus and any othemdeicts required in connection with the Merger.

PROPOSAL 2. ELECTION OF DIRECTORS

EAST RIDGE



A board of six directors will be elected at the Haglge Meeting by the holders of East Ridge Comi@tuck, to hold office until their
successors have been elected and qualified.ritéaded that, unless authorization to do so isheith the proxies will be voted "FOR" the
election of the director nominees named below, @dethom is currently a director of East Ridge. Hust Ridge Board believes that, if
elected, each nominee will be willing to serve. Tollowing persons have been nominated:

James L. Eidson, Sr. James D. Renegar
Jason D. Helton, Jr. Paul M . Starnes
William B. Luther David E. Young

CORNERSTONE

A board of 15 directors will be elected at the Gustone Meeting by the holders of Cornerstone Com8tock, to hold office until their
successors have been elected and qualified.ritéaded that, unless authorization to do so isheith the proxies will be voted "FOR" the
election of the director nominees named below, @dethom is currently a director of CornerstoneeTornerstone Board believes that, if
elected, each nominee will be willing to serve. Tollowing persons have been nominated:

Ramesh V. Amin Russel I W. Lloyd
Randy Brooks Earl A . Marler, Jr.

B. Kenneth Driver Doyce G. Payne, M.D.
Karl Fillauer Bill P ollard

Timothy L. Hobbs Turner Smith

Carolyn C. Johnson Billy O. Wiggins
James H. Large Marsha Yessick

Lawrence D. Levine

PROPOSAL 3. AMENDMENT OF THE CHARTER OF CORNERSTONE

At the Cornerstone Meeting, shareholders will Heedsto amend the Charter of Cornerstone to authdhiz exercise of trust powers. While it
is not anticipated that Cornerstone will immediatetgin the operations of a trust department, th€stone Board believes that having the
ability to exercise trust powers is important foe implementation of Cornerstone's focus on serthiegbanking needs of its customers. The
amendment to the Charter is subject to the appfule TDFI and the FDIC. The Cornerstone Boambnemends a vote "FOR" the
amendment to the Charter.

PROPOSAL 4. RATIFICATION OF THE APPOINTMENT OF AUDI TORS OF CORNERSTONE

At the Cornerstone Meeting, shareholders will Hesdgo ratify the appointment of Hazlett, Lewis §eRer, PLLC, as Cornerstone's
independent certified public accountants. Hazlettyis & Bieter, PLLC, has served as the independenbuntants for Cornerstone since its
inception on January 23, 1996. The Cornerstonedamommends a vote "FOR" the ratification of thp@ntment of auditors as described
herein.
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INFORMATION CONCERNING EAST RIDGE
SELECTED FINANCIAL DATA FOR EAST RIDGE

The following table presents for East Ridge, onistohical basis, selected financial data and rafitss information is based on the
consolidated financial statements of East Ridgkided herein and should be read in conjunctiorethigh and with the notes thereto. See
"Summary -- Equivalent and Pro Forma Share Datd™anSelected Financial Data and Ratios," and élntb Financial Statements of East
Ridge Bancshares, Inc. and Subsidiary."

Thr ee Months
ended March 31, Years ended Decemb er 31,
1997 1996 1996 1995 1994 1993 1992

(Dollars in thousands except per
share data)
SUMMARY INCOME STATEMENTS:

Interest income ................... $ 863 $ 798 $3,328 $3,041 $2,480 $2,160 $2,175
Less interest expense ............. 400 395 1,541 1,402 936 859 999
Net interest income ............... 463 403 1,787 1,639 1,544 1,301 1,176
Provision for loan losses ......... 12 12 36 48 74 75 60
Net interest income after provision
for loan losses .........cccee.e. 451 391 1,751 1,591 1,470 1,226 1,116
Noninterest income ................ 101 143 458 442 499 486 178
Adjusted gross income after
provision for loan losses 552 534 2,209 2,033 1,969 1,712 1,294
Noninterest expense ........ 397 377 1,521 1,541 1,617 1,551 1,102
Income before income taxes ........ 155 157 688 492 352 161 192
Applicable income taxes ........... 44 48 202 149 133 5 53
Netincome .......ccccccevvinnnne $ 111 $ 109 $ 486 $ 343 $ 219 $ 156 $ 139
COMMON STOCK DATA:
Net income per common share ....... $ 1.02 $097 $434 $ 306 $1.96 $ 149 $ 1.39
Cash dividends declared per common

share ......coceeeeeevienenne - - - - - -- -
SELECTED AVERAGE BALANCES:
Total assets ......ccovvvveernnnes $43,014 $39,377 $42,025 $37,747 $33,597 $29,409 $27,088

Total loans .......... $24,731 $22,261 $24,237 $21,947 $20,715 $17,857 $15,699
Investment securities ............. $12,032 $11,543 $12,338 $10,153 $7,897 $5878 $6,037
Earning assets ....... $38,739 $35,372 $37,914 $33,699 $29,374 $25,216 $24,914
Deposits ........ccueee. $39,092 $36,145 $38,396 $34,626 $30,201 $26,953  $25,019
Shareholders' equity .............. $ 2,908 $2,481 $2,849 $2440 $2,144 $1,878 $1,629
Shares outstanding (thousands) .... 109 112 112 112 112 112 112
SELECTED PERIOD-END BALANCES:

Total assets ......ccceeerenne. $44,533 $42,410 $44,366 $40,399 $33,614 $32,307 $27,493
Total loans ........cccoevveenne. $25,016 $23,180 $25,274 $22,714 $21,809 $19,280 $16,292
Investment securities ............. $12,790 $13,071 $10,774 $13,119 $7,545 $6,986 $6,543
Earning assets ....... $40,406 $37,976 $40,363 $36,408 $29,954 $28,146  $24,535
DEepOSits ...cceevveeeieriinins $40,684 $38,947 $40,562 $37,117 $30,676 $29,690 $25,253
Shareholders' equity .............. $ 3,083 $2,733 $3,047 $2,650 $2,229 $2,058 $1,698
Shares outstanding (thousands) .... 109 112 110 112 112 112 112
SELECTED RATIOS:

Return on average equity(1)........ 15.27% 17.57% 17.06% 14.06%  10.21% 8.31% 8.53%
Return on average assets(1) 1.03% 1.11% 1.16% 0.91% 0.65% 0.53% 0.51%
Net interest margin (not a fully

taxable equivalent)(1)............. 4.33% 4.17%  4.29% 4.53% 4.99% 5.07% 4.45%
Allowance for loan losses to loans. 1.24% 1.35% 1.17% 1.35% 1.31% 1.00% 1.01%
Net charge-offs to average loans(1) -0.05% 0.13% 0.19% 0.12% 0.09% 0.26% 0.18%
Average equity to average assets .. 6.76% 6.30% 6.78% 6.46% 6.38% 6.39% 6.01%

(1) Information for three months ended March 3197.&nd 1996 has been annualized.
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EAST RIDGE'S MANAGEMENT'S DISCUSSION AND ANALYSIS O F FINANCIAL CONDITION
AND RESULTS OF OPERATIONS

GENERAL

East Ridge's Management's Discussion and Analys$igiancial Condition and Results of Operationsudtidoe read in conjunction with the
information and tables which follow. For a discossof liquidity and the impact of inflation, seedfital Resources/Liquidity" below.

SUMMARY

Net income for 1996 was $486,000, a 42% increasa fast Ridge's net income of $343,000 in 1995.ifdmme for 1995 was $124,000
57% higher than the 1994 net income of $219,000.imM®me per common share for 1996 was 42% hidteer in 1995 and in 1995 was 56%
higher compared to 1994. Pretax income for 1996ased $196,000 or 40% from 1995 and $141,000%r fA@n 1994 to 1995. The larger
increase in the 1995 net income over the 1995 piatame is attributable to a $67,000 increasevneixempt interest income.

The increase in net income from 1995 to 1996 imarily due to an increase in interest-earning assie$4.215 million and only a 0.05% (tax
adjusted) decrease in the net interest marginifidrease in net income from 1994 to 1995 was aitiaible to an increase in interest-earning
assets of $4.325 million offset somewhat by a deseén the net interest margin by 0.29% (tax adf)stThe 1995 increase was also due in
part to a $26,000 decrease in the loan loss pmvind decreases of $31,000 in the FDIC assessmdr$#35,000 in computer rental expense
offset by a decrease in income from SBA loan safe&&59,000.

The first three months of 1997 reflect net incorh&Xil 1,000, 1.8% more than the $109,000 earnethéfirst three months of 1996. As of
March 31, 1997, average federal funds sold incrbbye289% as compared to March 31, 1996. Thisdetid $38,000 increase in other
interest income for 1997. In addition, noninteieasbme decreased by 29.4% as no SBA loans weralsiolag the first three months of 1997,
while income generated by SBA loan sales were $4bduiring the first three months of 1996. No ottmaterial changes occurred in the
results of operations or balance sheet duringitbeduarter of 1997.

For the remainder of the year in 1997, East Ridijecentinue its objectives of maintaining assealiy and providing superior customer
service to its markets. New services have not lmaptemented during 1997 due to the anticipated Merg

FINANCIAL CONDITION

Earning Assets. Average earning assets in 199&ased $4.2 million or 12.5% over 1995 primarily dw@n increase in average loans
outstanding and an increase in the average invesseeurities portfolio. The loan growth was priityaiunded by a significant increase in
time deposits. Average earning assets in 1995asectby $4.3 million or 14.7% over 1994 due prifgdd an increase in average investment
securities.

Loan Portfolio. East Ridge's average loans for 1886 $24.2 million, an increase of 10.4% over $2tillion in average loans for 1995.
Loan growth for 1996 was primarily funded throughrieased deposit growth and prepayments from ngetbacked securities and
maturities in the investment portfolio. Real estatns increased by $1.8 million or 12.3% over 199&rage loans for 1995 increased by
$1.2 million over 1994, an increase of 5.9%. Theeéase in ending balance from 1995 to 1996 and &®%995 was consistent with the
increase in average balances.

Investment Portfolio. East Ridge's investment sdesrportfolio decreased by 17.9% or $2.3 millfoom 1995 to 1996. The balance in the
securities portfolio decreased in order to fundhlgeowth. The 1995 investment securities portfaicreased by $5.6 million over 1994, an
increase of 74.7% The increase in deposits helpédhd the investment securities portfolio growlast Ridge maintains an investment
strategy of seeking portfolio yields within accdpéarisk levels, as well as providing liquidity. a&Ridge maintains two classifications of
investment securities:

"Held to Maturity" and "Available for Sale." The VAilable for Sale" securities are carried at faarket value, whereas the "Held to Matur
securities are carried at book value. At year e9f8blunrealized gains in the "Available for Salettfplio amounted to $15,000. At the enc
1995 the unrealized gains in the "Available foreSglortfolio amounted to $47,000.

Deposits. East Ridge's average deposits increa&s8dhllion or 10.9% from 1995 to 1996. Average ogifs increased $4.4 million or 14.7%
from 1994 to 1995. From year end 1995 to year &8 1total deposits increased $3.4 million or 9.3%e largest portion of growth during
1996 was in time deposits that increased $2.6amiltir 14.2%. This is due to East Ridge's stratégyaveasing time deposits by offering
competitive prices to
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customers. From 1995 to 1996 interest-bearing aation deposits increased $280,000 or 3.4%, sawapssits decreased $64,000 or 1.0%
and other time deposits of less than $100,000 aser@ $2.4 million or 16.9%. From 1994 to 1995 kdebearing transaction deposits
increased $426,000 or 5.4%, savings deposits desnlegl.329 million or 20.1%, other time depositkee$ than $100,000 increased $4.578
million or 47.1%, and time deposits of $100,000rmre increased by $1.887 million or 109.1%. Thgdat portion of deposit growth was in
time deposits. This was also due to East Ridgedtesty of offering better rates to increase timgodits.

Capital Resources. Stockholders' equity increa88@ $00 or 15.0% to $3.0 million as of Decemberl®B6, compared with $2.6 million at
the end of 1995, and $2.2 million at year end 1#3t Ridge purchased and retired 1,980 sharesnmon stock in 1996. Retention of
earnings accounted for all the increase in stoaérsl equity during 1996.

A decrease in unrealized appreciation of "AvaildbleSale" investment securities accounted foraetese of $19,825 in stockholders' equity
as of December 31, 1996. The changes in valudwinnrealized appreciation are not taken into agcioudetermining regulatory capital
requirements. Excluding the securities "Availalde $ale" adjustment, stockholders' equity was #8llon as of year end 1996, compared to
$2.6 million for 1995, an increase of $417,000 519%.

No new common stock was issued by East Ridge d1i99¢.
BALANCE SHEET MANAGEMENT

Liquidity Management. Liquidity is the ability of@mpany to convert assets into cash without siitf loss and to raise funds by increa
liabilities. Liquidity management involves havirtgetability to meet the day-to- day cash flow regmoients of its customers, whether they are
depositors wishing to withdraw funds or borrowerguiring funds to meet their credit needs.

The primary function of asset/liability managemisntot only to assure adequate liquidity in oraerEast Ridge to meet the needs of its
customer base, but to maintain an appropriate balbatween interest-sensitive assets and intezasttive liabilities so that East Ridge can
profitably deploy its assets. Both assets andliiggs are considered sources of liquidity fundamgl both are, therefore, monitored on a daily
basis.

The asset portion of the balance sheet providegliiy primarily through loan repayments and mdtesi of investment securities. Additional
sources of liquidity are the investments in fedéwnads sold and prepayments from the mortgage-lsas&eurities from the investment
portfolio.

The liability portion of the balance sheet providigsidity through various interest bearing and imberest bearing deposit accounts. At year
end East Ridge had $1.0 million of federal fundailable and a line of credit from a commercial bafkvhich approximately $600,000 was
available and unused.

RESULTS OF OPERATIONS

Net Interest Income. Net interest income is thagipal component of a financial institution's ina@stream and represents the spread be’
interest and fee income generated from earningsaase the interest expense paid on deposits. dllesving discussion is on a fully taxable
equivalent basis.

Net interest income for 1996 increased $192,0001d5% over 1995, $129,000 or 8.3% in 1995 over 1884#$235,000 or 17.9% in 19

over 1993. The increase in the net interest inctsora 1995 to 1996 is primarily due to the increasthe interest-earning assets with a slight
decrease in the net interest margin. The increatieeinet interest income from 1994 to 1995 watbatable to an increase in interest-earning
assets offset by a 0.29% decrease in the net stter@gin. See "Net Interest Income" for the dethdhanges in interest income, interest
expense
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and net interest margin due to changes in volumdsaes, in addition to the changes in interestirg assets and interest-bearing liabilities.

Interest income increased $331,000 or 10.8% in 896 1995, and increased $595,000 or 24.0% in 1896 1994. Interest income
produced by the loan portfolio increased $168,00D.9% in 1996 from 1995, and increased $328,0Q6dt% in 1995 from 1994. Interest
income on investment securities increased $20190@2.9% from 1995 to 1996, and increased $192g0@1%.8% from 1994 to 1995. The
increase in investment income from 1994 to 199ues to the increase in the average investmentiiesysortfolio during the two years.
Interest income-other increased by $38,000 fothihee months ended March 31, 1997 over March 396.1Bhis was due to the average
federal funds sold increase of 289% as of Marchl997 as compared to March 31, 1996. Income fratertd funds sold decreased $38,000
or 36.2% from 1995 to 1996 and increased $75,0@50% from 1994 to 1995. The average federal fwadts decreased from 1995 to 1996
which generated less in interest income. For 10905 average federal funds increased; theretoeanterest income increased over the
previous year.

Total interest expense increased by $139,000 66 4191996 from 1995, and increased $466,000 or’49r81995 from 1994. The interest
expense increase from 1994 to 1996 is primarilytdube increase in average time deposits.

The trend in net interest income is commonly ev&ldian terms of average rates using the net inttemasgin and the interest rate spread. The
net interest margin, or the net yield on earnirgptssis computed by dividing fully taxable equiveleet interest income by average earning
assets. This ratio represents the difference betteeaverage yield on average earning assetdharal/erage rate paid for all funds used to
support those earning assets. The net interestimaegreased 5 basis points in 1996 to 4.92%. Eheast of funds, defined as interest
expense divided by average-earning assets, dedrédsasis point from 4.50% in 1995 to 4.49% in 198 yield on earning assets
decreased 14 basis points to 8.99% in 1996 froi398.ih 1995.

The interest rate spread measures the differertegebn the average yield on earning assets andrérage rate paid on interest bearing
sources of funds. The interest rate spread eliméntdte impact of noninterest bearing funds andsgavdirect perspective on the effect of
market interest rate movements. During recent yélagsnet interest margins and interests rate dprigave been under intense pressure to
maintain historical levels, due in part to tax laivat discouraged investment in tax-exempt seesrédind intense competition for funds with
non-bank institutions. As a result of changes sdhkset and liability mix during 1996, the intemes¢ spread decreased 13 basis points from
1995 to 1996. The change in the asset and lialiligyduring 1995 resulted in an interest rate spidecrease of 37 basis points.

Allowance for Loan Losses. Lending officers argassible for the ongoing review and administratibeach loan. They make the initial
identification of loans which present some diffiguh collection or where there is an indicatioattthe probability of loss exists. Lending
officers are responsible for the collection effmnta delinquent loan. Senior management is inforafede status of delinquent and problem
loans on a monthly basis.

Senior management makes recommendations monttte tooard of directors as to chamfés. Senior management reviews the allowanc
possible loan losses on a quarterly basis. EagfeRigholicy is to discontinue interest accrual whayment of principal and interest is 90 d
or more in arrears.

The allowance for possible loan losses represeatsmagement's assessment of the risks associateéxtatiding credit and its evaluation of
the quality of the loan portfolio. Management azalythe loan portfolio to determine the adequadh®fllowance for possible loan losses
and the appropriate provisions required to mairgdievel considered adequate to absorb anticipatedlosses. In assessing the adequacy of
the allowance, management reviews the size, quatitlyrisk of loans in the portfolio. Managemenbalensiders such factors as loan loss
experience, the amount of past due and nonperfgrioans, specific known risk, the status and amoéinbnperforming assets, underlying
collateral values securing loans, current and gatied economic conditions and other factors whittect the allowance for potential credit
losses.
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While it is East Ridge's policy to charge off iretburrent period the loans in which a loss is atergid probable, there are additional risks of
future losses which cannot be quantified preciselgttributed to particular loans or classes ohto@ecause these risks include the state of
the economy, management's judgment as to the acleqlithe allowance is necessarily approximateientecise.

Management believes that the $311,000 for Marci1827 and $296,000 for December 31, 1996 in tlwevalhce for loan losses was
adequate to absorb known risks in the portfolio.assurance can be given, however, that advers@miogircumstances will not result in
increased losses in the loan portfolio, and requiieater provisions for possible loan losses irftifere.

Nonperforming Assets. Nonperforming assets inclunlgperforming loans and foreclosed real estate floelsale. Nonperforming loar

include loans classified as nonaccrual or renegmatigEast Ridge's policy is to place a loan on nonal status when it is contractually past
due 90 days or more as to payment of principahtarést. At the time a loan is placed on nonacatadls, interest previously accrued but not
collected is reversed and charged against curegntrgys. Recognition of any interest after a loas been placed on nonaccrual is accounted
for on a cash basis.

East Ridge had no nonperforming assets at March®17 or December 31, 1996.

Noninterest Income. Noninterest income consisteweénues generated from a broad range of finaser&ices and activities including -
based services and profits and commissions eamnedgh credit life insurance sales and other a@#viIn addition, gains or losses realized
from the sale of investment portfolio securities arcluded in noninterest income. Total noninteesbme decreased by $42,000 or 29.49
the three months ended March 31, 1997 as comparE@P6, since no SBA loans were sold during thet firee months of 1997 while inco
generated by SBA loan sales was $45,000 durin§jrétehree months of 1996. Total noninterest inedncreased $16,000 or 3.6% in 1996
compared to 1995. Noninterest income for 1995 skiodexrease of $57,000 or 11.4% from 1994.

Fee income from service charges on deposit accaaeteased $17,000 or 4.9% in 1996 following a @2 @r 1.1% decrease in 1995. Due to
increased competition, East Ridge lowered its sergharge on small business accounts in 1995 irgg it decreased service charge income
in 1995 and 1996. Nonrecurring items of noninteiesdme include sales of investment portfolio séigs; however, East Ridge did not
realize any gains or losses from the sales of &= 1995 or 1996. Included in other noninteirsome are gains on sales of the
guaranteed portions of SBA loans. In 1996 East ®mglized $45,000 from the sale of SBA loans. &lvegre no gains in 1995.

Noninterest Expenses. Noninterest expense for #@86ased $20,000 or 1.2% from 1995, decrease@@®¥6r 4.7% in 1995 from 1994 a
increased $66,000 or 4.3% in 1994 from 1993. Ssdaand employee benefits in 1996 increased $3@0BB% from 1995 to a total of
$931,000 at year-end 1996. Salaries and employmsefiteein 1995 decreased $14,000 or 1.5% from 19B4.increase in 1996 was the result
of normal pay increases. The decrease in 1995 uasoda reduction in staff.

Occupancy expense decreased by $18,000 or 18.899hfollowing an increase of $2,000 or 2.3% inA.99ccupancy expense was lowe
1996 due to a decrease in building repairs and tevaamce.

All other noninterest expenses decreased by $3110807% in 1996, following a $65,000 or 10.7% @ase in 1995. Included in all other
noninterest expense is FDIC insurance that in TR@Beased $34,000 or 94.2% from 1995. The othesresqs include supplies and printing,
telephone, postage and legal and audit fees. Téreak in other noninterest expenses was duedncaited effort by senior management
staff to reduce overhead.

EFFECTS OF INFLATION AND CHANGING PRICES

Inflation generally increases the cost of funds apérating overhead, and to the extent loans dmat assets bear variable rates, the yields on
such assets. Unlike most industrial companiesjafiyt all of the assets and
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liabilities of a financial institution are monetarynature. As a result, interest rates generallyeha more significant impact on the
performance of a financial institution than theeett of general levels of inflation. Although irgst rates do not necessarily move in the same
direction or to the same extent as the prices oflg@nd services, increases in inflation geneheallye resulted in increased interest rates. At
the beginning of 1996, the Federal Reserve Boactkdsed interest rates 75 basis points in an éff@hhance growth in the economy
through monetary policy. The prime rate remainechamged through 1996 and increased 25 basis poitiis first quarter of 1997. In
addition, inflation affects financial institutionsdst of goods and services purchased, the castlafies and benefits, occupancy expense and
similar items. Inflation and related increasesieiest rates generally decrease the market vaingaestments and loans held and may
adversely affect liquidity, earnings and stockhadlequity. Mortgage originations and refinanciteysd to slow as interest rates increase and
can reduce East Ridge's earnings from such ae8vithd the income from the sale of residential gage loans in the secondary market.
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NET INTEREST INCOME

The following table sets forth weighted yields eatiby East Ridge on its earning assets and thentegi@verage rates paid on its deposits
and other interest-bearing liabilities for the yeimdicated and certain other information:

1996 1995
Interest  Average Interest Average
Average Income/  Yields/ Average Income/ Yields/
(Fully taxable equivalent) (Dollars in thousands) Balance Expense Rates  Balance Expense Rates
ASSETS:
Interest-earning assets:
$24,237 $2,529 10.43% $ 21,947 $ 2,361 10.76%
U.S. Treasury and other U.S. government
agencies 9,490 577 6.08% 8,814 503 5.71%
States and municipalities . 2,848 235 8.25% 1,339 108 8.07%
Federal funds sold 1,339 67 5.00% 1,599 105 6.57%
Total interest-earning assets/interest income.. $37,914 $3,408 8.99% $ 33,699 $ 3,077 9.13%
Cash and due from banks ..........ccccccuvvvveee. 2,422 2,324
Other assets ........ccccuuue.... 2,002 2,036
Allowance for loan losses (313) (312)
Total @SSetS .....c.eeevveveeieeciieiieeins $42,025 $ 37,747
LIABILITIES AND SHAREHOLDERS' EQUITY:
Interest-bearing liabilities:
Demand deposits $ 8,773 $ 204 233% $ 8,214 $ 197 2.40%
Savings ........c..... 6,500 228 3.51% 6,862 247 3.60%
Time certificates . 18,684 1,077 5.76% 15,748 926 5.88%
Other borrowings ... 397 32 8.06% 355 32 9.01%
Total interest-bearing liabilities/interest
EXPENSE ..o $34,354 $1,541 4.49% $ 31,179 $ 1,402 4.50%
Non-interest-bearing demand deposits.............. 4,439 3,802
Other liabilities ...........cccecvviininnnne 383 326
Shareholders' equity ..........ccccovevvirinennne 2,849 2,440
Total liabilities and shareholders' equity..... $ 42,025 $ 37,747
Net interest earnings ..........ccccveeveveenene $1,867 $ 1,675
Net interest on interest-earning
ASSELS Lo 4.92% 4.97%
Taxable equivalent adjustment:
Investment SECUNtIES .......c.cevrveeenene. $ 80 $ 36
Ave rage Volume Change in Volume Average Rate
1996 1995 1994  1996-95 1995-94 199 6 1995 1994

Interest-earning assets:
LO@ANS .ooiieiiiiiiiiie s $24,237 $21,947 $20,715 $2,290 $1,232 10. 43% 10.76% 9.81%

U.S. Treasury and other U.S.

government agencies ... 9,490 8,814 7,792 676 1,022 6. 08% 571% 5.29%

States and municipalities . . 2,848 1,339 105 1,509 1,234 8. 25% 8.07% 6.67%

Federal funds sold .............. 1,339 1,599 762 (260) 837 5. 00% 6.57% 3.94%
Total interest-earning assets ....... $37,914 $33,699 $29,374 $4,215 $4,325

Interest-bearing liabilities:

Demand deposits .... $8,214 $7,821 $ 559 $ 393 2. 33% 2.40% 2.07%

Savings 6,862 7,863 (362) (1,001) 3. 51% 3.60% 3.59%

Time certificates 15,748 11,084 2,936 4,664 5. 76% 5.88% 4.23%

Other borrowings 355 330 42 25 8. 06% 9.01% 6.97%
Total interest-bearing liabilities .. $34,354 $31,179 $27,098 $3,175 $4,081

Net interest on interest-earning assets 4. 92%  4.97% 5.26%
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Income/Expen se Variance 1996 1995

1996 1995 1994 1996-95 1995-94 Volume Rate Mix Volume Rate Mix
Interest-earning assets:
Loans .....cccccvvrvennnnns $2,529 $2,361 $2,033 $168 $328 $239 $(80) $9 $133 $208 $(13)
U.S. Treasury and other U.S.
government agencies ......... 577 503 412 74 91 41 35 (2) 58 37 (4
States and municipalities ..... 235 108 7 127 101 124 5 (2) 100 19 (18)
Federal funds sold ............ 67 105 30 (38) 75 (13) (21) 4 55 42 (22)
Total interest-earning assets $3,408 $3,077 $2,482 $331 $595 $391 $(61) $1 $346 3$306 $(57)

Interest-bearing liabilities:

Demand deposits ............... $ 204 $ 197 $162 $ 7 $35 $ 13 $(6) $- $ 9 $27 $(0)
SAVINGS v 228 247 282 (19) (35) (13) (6) ~-- 36) 1 -
Time certificates ............. 1,077 926 469 151 457 169 (22) 4 274 260 (77)
Other borrowings .............. 32 32 23 - 9 3 4 1 2 7 -

Total interest-bearing
liabilities ............... $1,541 $1,402 $ 936 $139 $466 $172 $(38) $5 $249 $295 $(78)

Net interest earnings .. $1,867 $1,675 $1,546 $192 $129 $219 $(23) $(4) $97 $11 $21

LIABILITY AND ASSET MANAGEMENT

The matching of assets and liabilities may be aealyby examining the extent to which such assetdiabilities are "interest rate sensitive”
and by monitoring an institution's interest ratasigvity "gap.” An asset or liability is said t@bnterest rate sensitive within a specific time
period if it will mature or reprice within that tienperiod. The interest rate sensitivity gap isridias the difference between the amount of
interest-earning assets maturing or repricing withspecific time period and the amount of intebestring liabilities maturing or repricing
within that time period. A gap is considered pesitiwvhen the amount of interest rate sensitive assateeds the amount of interest rate
sensitive liabilities. A gap is considered negatieen the amount of interest rate sensitive liibdiexceeds the amount of interest rate
sensitive assets. During a period of rising interates, a negative gap would tend to adversegcaffet interest income while a positive gap
would tend to result in an increase in net inteiesdme. During a period of falling interest rates)egative gap would tend to result in an
increase in net interest income while a positive wauld tend to adversely affect net interest ineom

The asset/liability committee, which consists @& president and one other director and certairr afieers is charged with monitoring the
liquidity and funds position of Bank of East Ridgée Committee regularly reviews (a) the rate sityi position on a three-month, six-
month, and one-year time horizon; (b) loans to dépatios; and (c) average maturity for certaitegaries of liabilities.

The following table represents an interest sernigitprrofile for East Ridge as of December 31, 19Bi8e table represents a static point in time
and does not consider other variables, such agyattaapread relationships or interest rate levélst repricing gap" is the difference
between total earning assets and total interesirtgeliabilities repricing in any given period atclmulative gap"” is the sum of the net
repricing gap from period to period.
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Since interest-bearing demand deposits and sasicgsunts do not reprice on a regular basis, thalsetes have been

5 years and non-rate sensitive" category.

Within

3 months
(Dollars in thousands)
EARNING ASSETS:

After 3 months

After 5 years
After 12 months and Non-rate

Within 12 months  Within 5 years ~ Sensitive

Loans .....ccoceevereniiiennnnn. $ 1,537 $10,594 $ 33
Investment securities 1,518 3,947 4,723
Federal funds sold ......... - -- --
Total earning assets ... $ 3,055 $14,541 $ 4,756
INTEREST-BEARING LIABILITIES:
Interest-bearing deposits ....... $ 4,346 $ 10,856 $5,270 $ 15,107
Other borrowed funds ............ - - 364 -
Total interest-bearing
liabilities .......... $ 4,346 $ 10,856 $ 5,634 $ 15,107
RATE SENSITIVITY GAP:
Net repricing gap ............... $13,665 $ (7,801) $ 8,907 $(10,351)
Net repricing gap as a percentage
of total earning assets ....... 33.86% -19.33% 22.07% -25.64%
Cumulative gap .........ccue.... $13,665 $ 5,864 $14,771 $ 4,420
Cumulative gap as a percentage of
total earning assets .......... 33.86% 14.53% 36.60% 10.95%
DEPOSITS

included in the "After

East Ridge's primary sources of funds are intdreating deposits. The following table sets fortistBRidge's deposit structure at December

31, in each of the last two years.

(In thousands) Non interest-bearing deposits:
Individuals, partnerships and corporations........

U. S. Government and states and political subdivisi
Certified and official checks.....................

Total non-interest-bearing deposits.............
Interest-bearing deposits:
Interest-bearing demand accounts..................
Saving acCcouNntS........ceeeeeeeveieiiiiiiiiinens
Certificates of deposit, less than $100,000.......
Certificates of deposit, more than $100,000.......

Total interest-bearing deposits
Total depositS.......cccveeeericiieeeeiiiieen.

December 31,

35,579 32,810
$40,562 $37,117

The following table presents a breakdown by categbthe average amount of deposits and the aveedggaid on deposits for the periods

indicated:

December 3

(Dollars in thousands)

Non interest-bearing deposits. $ 4,439
Savings deposits.............. 6,500 3.51%
Time deposits................. 18,684 5.76%

Interest-bearing demand deposits 8,773 2.33%

Total deposits....
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At December 31, 1996, time deposits greater th®9$00 aggregated approximately $3,754,000. Theviaig table indicates, as of
December 31, 1996, the dollar amount of $100,000ane by the time remaining until maturity (in tisamds):

D ecember 31, 1996
3 Months 3t 012 1to5 Over 5
or less Mon ths Years Years
Time certificates............ $760 $1, 098 $1,896

ASSETS

The management of East Ridge considers many eriternanaging assets, including creditworthinesgrdification and structural
characteristics, maturity and interest rate serisitiThe following table sets forth East Ridgeiterestearning assets by category at Decer

31, in each of the last two years.

De cember 31,
1996 1995
(In thousands)
Interest-bearing deposits with banks
Investment securities............ $10,774 $13,119
Federal funds sold............... 4,315 575
Loans:
Real estate.................... 16,607 14,782
Commercial and other........... 8,667 7,932
Total loans.................. 25,274 22,714
Interest-earning assets $40,363 $36,408

INVESTMENT PORTFOLIO

East Ridge has classified all investment securigesither available for sale or held to maturigpehding upon whether East Ridge has the
intent and ability to hold the investment secusitie maturity. The classification of certain invasht securities as available for sale is
consistent with East Ridge's investment philosapihpaintaining flexibility to manage the portfoliét December 31, 1996, approximately
$5.3 million of investment securities were clagsifas available for sale. Approximately $9,000mfalized gain was included in

shareholders' equity related to the available dte Bwvestment securities.

At year end 1996, obligations of the United St&@esernment or its agencies and obligations of statel political subdivisions, including

Fannie Mae, Freddie Mac, Ginnie Mae and Small BessriAdministration loans
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represented approximately 97.4% of the total inmesit portfolio. The following table presents thergimg amounts of East Ridge's
investment portfolio at December 31, in each ofl#is¢ two years.

Dec ember 31,
1996 1995
(In thousands)
AVAILABLE FOR SALE:
U.S. Treasury............. $1,841 $2,411
U.S. Government agencies.. 2,232 3,442
States and political
subdivisions........... 951 885
Other securities.......... 275 277
Total available for sale.... $5,299 $ 7,015
HELD TO MATURITY:
U.S. Government agencies.. $ 3,568 $ 4,345
States and political
subdivisions........... 1,907 1,759
Total held to maturity...... $ 5,475 $6,104
Total investment portfolio.. $10,774 $13,119
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The following table presents the maturity distribatof the carrying value and estimated marketeafiEast Ridge's investment portfolio at
December 31, 1996. The weighted average yieldbesetinstruments are presented based on finalitgattields on obligations of states
and political subdivisions have not been adjustea fully-taxable equivalent basis.

December 31, 1996

Estimated Weighted
Carrying Va lue Market Value Average Yield
(In thousands)
AVAILABLE FOR SALE:
U.S. Treasuries:
Due within 1 year ................ $ 599 $ 602 6.34%
Due after 1 year but within 5
YEAIS weveieeiiiiieeeeieean 1,238 1,239 5.74%
Total ..o 1,837 1,841 5.93%
U.S. Government agencies:
Due within 1 year ................ 234 235 6.22%
Due after 1 year but within 5
YEArS wevvvviveeeeeeeeiiiens 1,240 1,242 6.47%
Due after 5 years but within 10
YEArS .oovvviiieieeeeiiiie 200 198 7.22%
Due after 10 years ............... 556 557 6.95%
Total oo 2,230 2,232 6.63%
States and political subdivisions:
Due after 10 years 937 951 5.32%
Other:
Due after 10 years ............... 280 275 6.57%
Total investments available for
sale .., $5,824 $5,299 6.15%
HELD TO MATURITY:
U.S. Government agencies:
Due after 1 year but within 5
YEAIS .eevieiiiiieeeeaiiienn $2,107 $2,086 5.82%
Due after 10 years ............... 1,461 1,457 6.13%
Total ..o 3,568 3,543 5.94%
States and political subdivisions:
Due after 5 years but within 10
YEArS ..ovvveiieieeeiiiiie 146 146 5.00%
Due after 10 years ............... 1,761 1,793 5.50%
Total ..o 1,907 1,939 5.46%
Total investments held to
maturity ........ccceeee.. $5,475 $5,482 5.78%

INVESTMENT POLICY

The objective of East Ridge's investment policipigvest funds not otherwise needed to meet the tiemand of Bank of East Ridge's
market area to earn the maximum return for Barkast Ridge, yet still maintain sufficient liquidity meet fluctuations in Bank of East
Ridge's loan demand and deposit structure. In daindg-ast Ridge balances the market and crediagsaknst the potential investment return,
makes investments compatible with the pledge requénts of Bank of East Ridge's deposits of pubin§, maintains compliance with
regulatory investment requirements, and assistgdhieus public entities with their financing neetibe Investment Committee is comprised
of the president and three other directors. Theigeat is authorized to execute security transastfor the investment portfolio and to make
decisions on purchases and sales of securitieshélhvestment transactions occurring since teeipus board of directors' meeting are
reviewed by the board at its next monthly meetinmitations on the Committee's investment authangiude: (a) investment in any one
municipal security may not exceed 20% of equityitedyp(b) the entire investment portfolio may notiease or decrease by more than 10% in
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any one month; (c) investments in obligations ef 8tate of Tennessee may not exceed 30% of eqpitat and (d) investment in mortgage-
backed securities may not exceed more than 40%uifyecapital. The investment policy allows porifoholdings to include short-term
securities purchased to provide Bank of East R&dgeeded liquidity and longer term securities paseldl to generate stable income for Bank

of East Ridge during periods of interest rate fiations.

LOAN PORTFOLIO

The following table sets forth the composition @SERidge's loan portfolio at December 31 in eddhepast two years (in thousands).

Real estate loans:
Construction and land

development .........ccccceeeens
Secured by residential properties

Other real estate loans .......

Total real estate loans ......

Commercial and industrial loans

Other consumer loans ..........

All other loans ........cccccceeeen..

Total loans ............ccccevvvnnne

Less:
Allowance for loan losses .....

Netloans ......cccceeveveeeeeeennn.

December 31,

1996 1995
$1,112 $ 733
6,485 5,566
9,010 8,483
16,607 14,782
4,329 3,602
3,901 3,936
437 394
25,274 22,714
296 307
$24,978 $22,407

The following table summarizes certain informatemmcerning East Ridge's loan portfolio (dollarshausands):

Real estate loans:

December 31, 1996

Construction and land development .........
Secured by residential properties .........
Other real estate loans ...................

Total real estate loans

Commercial and industrial loans

Other consumer loans

All other loans

Total loans

Less:
Allowance for

loan 10SSes ......cccvvveeeeees

Netloans .....ccccoeeeeeviviiiiinnnnns

Amount % of Total Loans
$1,112 4.40%
6,485 25.66%
9,010 35.65%
16,607 65.71%
4,329 17.13%
3,901 15.43%
437 1.73%
25,274 100.00%
296
$24,978
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The following table sets forth maturities of thartoportfolio and the sensitivity to interest ralteeges of East Ridge's loan portfolio (in
thousands).

December 31, 1996

Maturity Range

One Yea r One Through Over

or Less Five Years Five Years Total
LOAN MATURITY:
Real estate construction loans ......... $1,112 $ -- $-- $ 1,112
Real estate mortgage loans ............. 4,049 8,435 3,011 15,495
Commercial and industrial loans ........ 2,459 1,602 268 4,329
All other loans ................cc... 667 3,441 230 4,338

Total l0ans .........cccceeevveenneee. $8,287 $13,478 $3,509 $ 25,274

LOAN INTEREST RATE SENSITIVITY:
Selected loans with:

Predetermined interest rates ......... $3,119 $10,594 $ 33 $ 13,746
Floating or adjustable interest
Fates .ovvvvvviiiieeieeeeeeeenns 5,168 2,884 3,476 11,528
Total cvevveeeeieecieeeeiees $8,287 $13,478 $3,509 $ 25,274
LOAN POLICY

All lending activities of Bank of East Ridge areden the direct supervision and control of the ERidge Board with secondary authority
vested in the Executive Committee. The Senior LGammittee, which consists of the president, onerdirector and two senior lending
officers, enforces loan authorizations for eacliceff decides on loans exceeding such limits, sesvall requests for officer credits to the
extent allowable under current laws and regulatiadsninisters all problem credits, and determihesatlocation of funds for each lending
division. The loan portfolio consists primarily fal estate, commercial, small business, residartiestruction and consumer installment
loans. Maturity of term loans is normally limiteml 15 years. Conventional real estate loans mayduterap to 80% of the appraised value or
purchase cost of the real estate for no more ttg0rygear term. Installment loans are based ondhgireg capacity and vocational stability of
the borrower.

The Bank of East Ridge board at its regularly saletimeetings reviews all new loans made the piegadonth. Loans which are 30 day:
more past due are reviewed monthly.

The Loan Committee of Bank of East Ridge periodiycadviews the loan portfolio, particularly nonagat and renegotiated loans. Each loan
officer is responsible for monitoring and collegtinis or her own loan portfolio. Loan Committeeiesy may result in a determination that a
loan should be placed on a nonaccrual status éomie recognition, subject to East Ridge Board dppeaddition, to the extent that
management identifies potential losses in the fmatfolio and reduces the book value of such laAnsugh charge-offs, to their estimated
collectible value, East Ridge's policy is to clssis nonaccrual any loan on which payment of moisloor interest is 90 days or more past
due, where there is adequate collateral to covecipal and accrued interest and the loan is imptieeess of collection. No concessions are
granted and late fees are collected. In additidoaa will be classified as nonaccrual if, in thgrgon of the Loan Committee, based upon a
review of the borrower's or guarantor's financiatdition, collateral value or other factors, paymisrmuestionable, even though payments
not 90 days or more past due.

When a loan is classified as nonaccrual, any unpégdest is reversed against current income. éstas included in income thereafter only to
the extent received in cash. The loan remainsnoreaccrual classification until such time as thenles brought current, when it may be
returned to accrual classification. When principainterest on a nonaccrual loan is brought curiéim management's opinion future
payments are questionable, the loan would remassifled as nonaccrual. After a nonaccrual or retiggd loan is charged off, any
subsequent payments of either interest or pringpabkpplied first to any remaining balance outditamy then to recoveries and lastly to
income.
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The large number of consumer installment loanstaadelatively small dollar amount of each makesgnalividual review impracticable. It is
East Ridge's policy to charge off any consumemlimsent loan which is past due 90 days or more.

In addition, mortgage loans secured by real estaglaced on nonaccrual status when the mortgagobankruptcy, or foreclosure
proceedings are instituted. Any accrued interestivable remains in interest income as an obligatiothe borrower.

CREDIT RISK MANAGEMENT AND RESERVE FOR LOAN LOSSES

Credit risk and exposure to loss are inherent mdrtise banking business. Management seeks to maradyminimize these risks through its
loan and investment policies and loan review praoesl Management establishes and continually reviemding and investment criteria and
approval procedures that it believes reflect thk sensitive nature of East Ridge. The loan reyieyeedures are set to monitor adherence to
the established criteria and to ensure that omtreong basis such standards are enforced andairadal.

Management's objective in establishing lendingiamdstment standards is to manage the risk ofdogsto provide for income generation
through pricing policies. To effectuate this poli&ast Ridge makes commercial real estate loarsantiireeyear or less fixed maturity whi
may be amortized over a maximum of 15 years.

The loan portfolio is regularly reviewed and manmagat determines the amount of loans to be charffethaddition, such factors as East
Ridge's previous loan loss experience, prevailimdjanticipated economic conditions, industry cotregions and the overall quality of the
loan portfolio are considered. While managemens as®ilable information to recognize losses ondaamd real estate owned, future
additions to the allowance may be necessary basetanges in economic conditions. In addition,aasiregulatory agencies, as an integral
part of their examination process, periodicallyieawvthe allowances for losses on loans and reateesivned. Such agencies may require Eas
Ridge to recognize additions to the allowancesdasetheir judgments about information availabléhattime of their examinations. In
addition, any loan or portion thereof which is sified as a "loss" by regulatory examiners is chergff.

The reserve for loan losses is increased by pavischarged to operating expense. The reservdused by charging off loans or portions of
loans at the time they are deemed by manageméet tocollectible and increased when loans prewoelshrged off are recovered. The
resulting reserve for loan losses is viewed by rganent as a single, unallocated reserve availablalifloans and, in management's opinion,
is adequate to provide for reasonably foreseeatifenfial loan losses. The risk associated withdoaaries with the creditworthiness of the
borrower, the type of loan (consumer, commerciakat estate) and its maturity. Cash flows adeqimaseipport a repayment schedule is an
element considered for all types of loans. Reatedbans are impacted by market conditions reggrttie value of the underlying property
used as collateral. Commercial loans are also itegdny the management of the business as wella®atc conditions. The approximate
anticipated amount of loan charge-offs by categhmmng 1997 is as follows:

Real Estate Loans $10,000

Commercial and industrial loans

All other loans 48,000
Total $56,000

Management's estimate of charge-offs for 1997 setaipon historical data as well as the compositfdhe loan portfolio at December 31,
1996. Management believes the allowance for loasdss is adequate to absorb such anticipated ebfisge

Rules and formulas relative to the adequacy ofékerve, although useful as guidelines to managemennot rigidly applied. The reserve
for loan losses was $311,000 as of march 31, 18&9%.24% of loans outstanding. The reserve for loases was $296,000 at year end 1996,
or 1.17% of loans outstanding compared to $307,000,35%, and $285,000, or 1.31%, at year endS 488 1994, respectively. The
following table presents data related to East R&dgeserve for loan losses for the periods inditate
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Year-to-Date

1996 1995
(In thousands)
Total loans:
Average outstanding during the period ........... .. $24,237  $21,947

Allowance for loan losses:

Balance at beginning period ..................... .. $ 307 $ 285
Charge-offs:
Real esstate l0ans .........ccccoccvveeennnnen. -- -

Installment loans ............cccceeenee 18 21
Credit cards and related plans .................. 8 3
Commercial and all other loans .................. 32 10
58 34
Recoveries:
Real estate loans ..........cccoocveveeinnnen. -- -
Installment loans ...........ccocceeeviineeenne 10 8
Credit cards and related plans 1 --
11 8
Net charge-offs 47 26
Provision charged to income .............c.c....... 36 48
Balance at end of period .............cc..ccuve.. .. $ 296 $ 307
Net charge-offs to average loans outstanding ...... 0.19% 0.12%
Allowance for loan losses to average loans outstand ing
1.22% 1.40%
Allowance for loan losses to net charge-offs ...... 6.30X 11.81X

The following table sets forth information with pest to nonperforming loans of East Ridge on theglmdicated. Accrual of interest is
discontinued when there is reasonable doubt dwetéutl, timely collections of interest or princip&#/hen a loan becomes contractually past
due ninety (90) days with respect to interest orgypal, it is reviewed and a determination is maddo whether it should be placed on
nonaccrual status. When a loan is placed on nonakstatus, all interest previously accrued butaodiected is reversed against current
period interest income. Income on such loans is teeognized only to the extent that cash is rexkand where the future collection of
principal is probable. Interest accruals are regloresuch loans only when they are brought fullyrent with respect to principal and interest
and when, in the judgment of management, the laemgstimated to be fully collectible as to primtipnd interest. Restructured loans are
those loans on which concessions in terms have gregrted because of a borrower's financial difficunterest is generally accrued on such
loans in accordance with the new terms. The infeionagrovided below is as of December 31 for thargaendicated (dollars in thousands).

1996 1995
Nonaccrual [0ans .......ccccoeevvvvvcvevvnneee $ - $ -
Restructured 10ans .......cccocvvvvevvvceeee $ - $ -
Loans past due 90 days or more to principal or
interest payments .......cccccoeeeevevveeiieeeens $ 13 $ 5
Nonperforming loans as a percentage of net loans be fore
allowance for loan losses .......cccccoevveees L 0.05% 0.02%
Allowance for loan losses as a percentage of
nonperforming loans ........ccccoevvcvcvveeeee. 2276.92% 6140.00%

CAPITAL RESOURCES/LIQUIDITY

Liquidity. Of primary importance to depositors, diters and regulators is the ability to have readilailable funds sufficient to repay fully
maturing liabilities. East Ridge's liquidity, repemted by cash and cash due from banks,
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is a result of its operating, investing and finaugcactivities. In order to insure funds are avadadi all times, East Ridge devotes resources to
projecting on a monthly basis the amount of fundgctv will be required and maintains relationshipgwva diversified customer base so ful
are accessible. Liquidity requirements can alsmbethrough short-term borrowings or the dispositié short-term assets which are
generally matched to correspond to the maturitjadilities.

East Ridge has a formal liquidity policy, and ie thpinion of management, its liquidity levels aomsidered adequate. Neither East Ridge nor
Bank of East Ridge is subject to any specific ratioh liquidity requirements imposed by regulatauthorities. Bank of East Ridge is subject
to general FDIC guidelines which do not requireinimum level of liquidity. Management believeslityuidity ratios meet or exceed these
guidelines. Management does not know of any tremdiemands which are reasonably likely to resuligimidity increasing or decreasing in
any material manner.

The following table sets forth liquidity ratios five periods indicated:

December 31,

199 6 1995 1994

Average loans to average deposits........ 63.1 2% 63.38% 68.59%

CAPITAL ADEQUACY

Capital adequacy refers to the level of capitalineg to sustain asset growth over time and tordbiesses. The objective of East Ridge's
management is to maintain a level of capitalizatiat is sufficient to take advantage of profitagplewth opportunities while meeting
regulatory requirements. This is achieved by imprg\profitability through effectively allocating seurces to more profitable businesses,
improving asset quality, strengthening service ifpyand streamlining costs. The primary measugesiiby management to monitor the
results of these efforts are the ratios of avesagety to average assets, average tangible equiaydrage tangible assets, and average equity
to net loans.

The Federal Reserve Board has adopted capital ljyédeoverning the activities of bank holding ca@nies. These guidelines require the
maintenance of an amount of capital based on dgksted assets so that categories of assets wightgedly higher credit risk will require
more capital backing than assets with lower rikaddition, banks and bank holding companies ayeired to maintain capital to support, on
a risk-adjusted basis, certain off-balance shdatites such as loan commitments.

The capital guidelines classify capital into twersi, referred to as Tier | and Tier Il. Under risdsed capital requirements, total capital
consists of Tier | capital which is generally cormmehareholders' equity less goodwill and Tier pita which is primarily a portion of the
allowance for loan losses and certain qualifyinigtdestruments. In determining risk-based cap#gluirements, assets are assigned risk-
weights of 0% to 100%, depending primarily on tegulatory assigned levels of credit risk associatithl such assets. Off-balance sheet
items are considered in the calculation of risksatd assets through conversion factors establishéuk regulators. The framework for
calculating risk-based capital requires banks amktholding companies to meet the regulatory mimswf 4% Tier | and 8% total risk-
based capital.

In 1990 regulators added a leverage computatidinet@apital requirements, comparing Tier | capiietbtal average assets less goodwill.
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CAPITAL:

Tier | capital:
Stockholders' equity ....................
Less disallowed intangibles

Total Tier | capital ...........
Tier Il capital:
Qualifying debt ........coeeeerennnnn.

Qualifying allowance for loan losses ....

Total Tier Il capital ..........
Total capital ..................
Risk-adjusted assets .........

Quarterly average assets
RATIOS:

Tier | capital to risk-adjusted assets ...........
Tier Il capital to risk-adjusted assets . .
Total capital to risk-adjusted assets ............
Leverage-- Tier | capital to quarterly
average assets less disallowed intangibles

December 31, 1996

Dollars in thousands)

$ 3,038

10.90%
11.96%
11.96%

7.03%

The Federal Deposit Insurance Corporation Improveret of 1991 ("FDICIA") established five capitehtegories for banks and bank
holding companies. The bank regulators adopteda#guos defining these five capital categories @pt®ember 1992. Under these new
regulations each bank is classified into one offitrescategories based on its level of risk-basggital as measured by Tier | capital, total risk-
based capital, and Tier | leverage ratios andiipesrisory ratings.

The following table lists the five categories opital and each of the minimum requirements forttiree risk-based capital ratios.

Well-capitalized......................

Adequately capitalized.

Undercapitalized....................

Significantly undercapitalized

Critically undercapitalized.......

Total Risk-Based
Capital Ratio

Tier | Risk-Based
Capital Ratio

10% or above
8% or above
Less than 8%
Less than 6%

6% or above
4% or above
Less than 4%
Less than 3%

Leverage
Ratio
5% or above
4% or above
Less than 4%
Less than 3%
2% or less

On March 31, 1997, East Ridge exceeded the regulatmimums and qualified as a well-capitalizedtiingion under the regulations.

-49-



BUSINESS OF EAST RIDGE
GENERAL

East Ridge, incorporated in Tennessee, is a baldingocompany that commenced operations in 1983rincipal asset is the capital stocl
Bank of East Ridge. At March 31, 1997, East Ridge total assets of $44.5 million and stockholdegsity of $3.1 million. Bank of East
Ridge, East Ridge's wholly-owned subsidiary, issaffessee banking corporation. Bank of East Ridgeéqes a variety of banking and
financial services to businesses and individuadskBof East Ridge's headquarters and principalibgriffice is located at 4154 Ringgold
Road, Chattanooga, Tennessee 37412-0416. In agdiank of East Ridge has two branches locatedaodmax Supermarkets at 2290
Gunbarrel Road and 4976 Highway 58 in Chattanobganessee.

EMPLOYEES

As of March 31, 1997, East Ridge had approxima2élyull-time employees. The employees are not ssreed by a collective bargaining
unit. East Ridge believes its relationship witheisployees to be good.

CUSTOMERS

It is the opinion of management that there is mglsi customer or affiliated group of customers vehdeposits, if withdrawn, would have a
materially adverse effect on the business of EaigdR

PROPERTIES

East Ridge has its principal offices in its headtgra building at 4154 Ringgold Road, Chattanodgamnessee 37412-0416, which is owned
and occupied by Bank of East Ridge. Bank of EadgRleases the space in which it operates two besnio Foodmax Supermarkets. These
branches each are comprised of approximately 468redeet in each supermarket and are leased mitsu@ase agreements entered into in
August and November 1992 for initial five year terrkach lease provides two five year extensionsk®& East Ridge has renewed each
such lease for the first renewal period.

LEGAL PROCEEDINGS

The nature of its business generates a certain mnoblitigation against East Ridge and Bank oftHRislge involving matters arising in the
ordinary course of business. None of the legalgedimngs currently pending or threatened to whicst Bidge or Bank of East Ridge is a
party or to which any of their properties are sabjeill have, in the opinion of management of Hagtge, a material effect on the business or
financial condition of East Ridge or Bank of Eagide.

BANKING

Bank of East Ridge conducts its business as a coomthbank, with special emphasis in retail bankimgluding the acceptance of checking
and savings deposits, and the making of commereial estate, personal, home improvement, automabidl other installment and term
loans. It also offers collections, notary publicviges, and other customary bank services to gsocoers.

COMPETITION

All phases of East Ridge's banking activities aghlly competitive. Bank of East Ridge competesvadtyi with nine commercial banks in
Tennessee, and at least four commercial banks dngize as well as finance
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companies, credit unions and other financial ingths located in its service area, which inclubasnilton County in Tennessee and Catoosa
and Walker Counties in Georgia.

SUPERVISION AND REGULATION

East Ridge is a bank holding company within the miregaof the federal Bank Holding Company Act of 698s amended (the "Act"), and is
registered with the Board of Governors of the FaldBeserve System (the "Board"). East Ridge isireduo file with the Board annual
reports and such additional information as the Baaay require pursuant to the Act. The Board mag alake examinations of East Ridge
and its subsidiaries. The following summary of &wt and of the other acts described herein is fjadlin its entirety by express reference to
each of the particular acts.

The Act requires every bank holding company to iolttae prior approval of the Board before acquiritigect or indirect ownership or conti
of more than 5% of the voting shares of any banicwis not majority owned by East Ridge. The Adaihpbits a bank holding company, with
certain exceptions, from acquiring direct or indtrewnership or control of more than 5% of the tariding voting shares of any company
which is not a bank and from engaging in any bussrther than banking or furnishing services tpesforming services for its subsidiaries.
The 5% limitation is not applicable to ownershipsbfres in any company the activities of whichBbard has determined to be so closely
related to banking or managing or controlling baagso be a proper incident thereto.

Subject to limited exceptions, the Act prohibite thirect or indirect acquisition by a bank holdemmnpany or any of its subsidiaries of more
than five percent of the voting shares or substintall of the assets of a bank located outsigestiate in which the operations of its banking
subsidiaries are principally conducted, unlessattwuisition is specifically authorized by a statot¢he state in which the bank to be acquired
is located. The Tennessee Reciprocal Banking Astamaended, effective January 1, 1991, generafbhetmit nationwide reciprocal interst:
banking.

Bank of East Ridge is an "affiliate" of East Ridgihin the meaning of the Federal Reserve Act. Haisplaces restrictions on a bank's loans
or extensions of credit to, purchases of or invesiisiin the securities of, and purchases of afseisan affiliate, a bank's loans or extensi

of credit to third parties collateralized by thewsgties or obligations of an affiliate, the issuarof guarantees, acceptances, and letters of
credit on behalf of an affiliate, and certain baransactions with an affiliate, or with respectoich an affiliate acts as agent, participates, or
has a financial interest. Furthermore, a bank hgldompany and its subsidiaries are prohibited femgaging in certain tie-in arrangements
in connection with any extension of credit, leassale of property or furnishing of services.

Under Federal Reserve Board policy, East Ridgepseted to act as a source of financial strengtts teubsidiary bank and to commit
resources to support its subsidiary. This suppeyt be required at times when, absent such FedessriRe Board policy, East Ridge may not
be inclined to provide it. Under the Financial Ingtons Reform, Recovery, and Enforcement Act @89 ("FIRREA"), a depository
institution insured by the FDIC can be held liafdleany loss incurred by, or reasonably expectdukttincurred by, the FDIC after August 9,
1989 in connection with (a) the default of a comigaontrolled FDIC-insured depository institution () any assistance provided by the
FDIC to any commonly controlled FDIBsured depository institution "in danger of defaulDefault" is defined generally as the appoinir
of a conservator or receiver and "in danger of dléfés defined generally as the existence of ¢ertanditions indicating that a default is
likely to occur in the absence of regulatory assise. Under FDICIA (see discussion below) a ban#ihg company may be required to
guarantee the capital plan of an undercapitalizgmbsitory institution. Any capital loans by a bdmkding company to any of its subsidiary
banks are subordinate in right of payment to dep@asid to certain other indebtedness of such sialpgibank. In the event of a bank holding
company's bankruptcy, any commitment by the badlihng company to a federal bank regulatory agenayaintain the capital of a
subsidiary bank will be assumed by the bankruptestée and entitled to a priority of payment.
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Bank of East Ridge is a member of the FDIC andiligext to examination and regulation by that atitihoBank of East Ridge is chartered
under the banking laws of the State of Tennessédésasubject to the supervision of, and regulangration by, the TDFI.

The Tennessee Reciprocal Banking Act requiresiting bf an application with and the approval oéthennessee Commissioner of Financial
Institutions to acquire a Tennessee bank or baldifgppcompany.

Tennessee law was amended in 1990 to permit biaantking in any county in the state. Prior to theeadment, statewide branching was
possible pursuant to a May 1988 federal court d@tis

In December 1991, a major banking bill entitled Heeleral Deposit Insurance Corporation Improvemenibf 1991 ("FDICIA") was
enacted, which substantially revises the bank e¢gul and funding provisions of the Federal Deplysitirance Act and makes revisions to
several other federal banking statutes. Among dtiiegs, FDICIA requires the federal banking re¢mia to take "prompt corrective action”
in respect of depository institutions that do n@etiminimum capital requirements. The Bank of BRadge has capital levels well above the
minimum requirements. In addition, an institutiblttis not well capitalized is generally prohibifeaim accepting brokered deposits and
offering interest rates on deposits higher tharmptiesailing rate in its market and also may noabke to "pass through" insurance coverag
certain employee benefit accounts. FDICIA also ieguthe holding company of any undercapitalizeggodéory institution to guarantee, in
part, certain aspects of such depository instittdicapital plan for such plan to be acceptabléCEDcontains humerous other provisions,
including new accounting, audit and reporting reguients, termination of the "too big to fail" dact except in special cases, limitations on
the FDIC's payment of deposits at foreign branchew, regulatory standards in such areas as asaktygaarnings and compensation and
revised regulatory standards for, among other tipgwers of state banks, real estate lending apitat adequacy. FDICIA also requires t
a depository institution provide 90 days prior netof the closing of any branches.

EFFECT OF GOVERNMENTAL POLICIES

East Ridge and Bank of East Ridge are affectedidyolicies of regulatory authorities, including thederal Reserve System. An important
function of the Federal Reserve System is to regufee national money supply. Among the instrumehtsonetary policy used by the
Federal Reserve are: purchases and sales of Uv@rioent securities in the marketplace; changéseiiscount rate, which is the rate any
depository institution must pay to borrow from thederal Reserve; and changes in the reserve rewrits of depository institutions. These
instruments are effective in influencing economid anonetary growth, interest rate levels and iidftat

The monetary policies of the Federal Reserve Systeaother governmental policies have had a sianifi effect on the operating results of
commercial banks in the past and are expectedrinee to do so in the future. Because of changorglitions in the national economy and
in the money market, as well as the result of astioy monetary and fiscal authorities, it is nodgible to predict with certainty future chan
in interest rates, deposit levels, loan demanti@btsiness and earnings of East Ridge or whdikezhtanging economic conditions will he
a positive or negative effect on operations andiags.

Bills are pending before the United States Congaesisthe Tennessee General Assembly which couddtéfie business of East Ridge and
Bank of East Ridge, and there are indicationsdttegr similar bills may be introduced in the fututecannot be predicted whether or in what
form any of these proposals will be adopted orextent to which the business of East Ridge and Bémlast Ridge may be affected thereby.
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MANAGEMENT OF EAST RIDGE
DIRECTORS AND EXECUTIVE OFFICERS

The following table provides certain informatioryaeding directors, all of whom are nominees foleetion to serve as members of the East
Ridge Board.

DIRECTOR PRINCIPAL OCCUPATION
NAME AGE POSITIONS SINCE FOR PREVIOUS 5 YEARS
James L. Eidson, Sr... 78 Director 1984 Owner/Eidson's Restaurant
Jason D. Helton, Jr 66 Director 1984 Retired
William B. Luther.... 64 Director 1984 Attorney
James D. Renegar. 59 Chairman of the Board and 1984 Bank President
President 1984
Paul M. Starnes..........c....... 62 Director 1984 Health and Education
Consultant
Bank's Chief Executive
David E. Young..........ccceueene 62 Director 1984 Officer

No director of East Ridge is related to any othiegador. David E. Young is not related to Jame¥ 8ung, Jr., identified below as Senior V
President of Bank of East Ridge. No director oftERidge is a director or executive officer of armtbank holding company, bank, savings
and loan association, or credit union. The folloyvie a brief description of the business experiefaertain executive officers of East Ridge.

DAVID E. YOUNG (62), is the Chairman of the BoarfiRank of East Ridge and a director of East Ridde.Young was Chairman of the
Board of Bank of East Ridge during its organizafioi984 and 1985 and was employed by Bank of Rafge in 1990 as its Chief Executi
Officer.

JAMES D. RENEGAR (59), is the Chairman of East Ri@dnd President of Bank of East Ridge. Mr. Renegaran organizer of Bank of
East Ridge and has been its President since thedmemed in 1985. He received a B.S. degree frentthiversity of Chattanooga and is a
graduate of the School for Bank Administrationhet University of Wisconsin.

JAMES R. YOUNG, JR. (52), Senior Vice PresidenBahk of East Ridge has been employed by Bank dof [Eiage since 1986. Mr. Young
attended the University of Tennessee at Chattananddas completed Tennessee Bankers CommercidingeSchool and Tennessee
Young Bankers School. He has completed a numba&nrican Institute of Banking courses.

DANIEL O. CRYE (49), Vice President of Bank of E&&tige, joined Bank of East Ridge in 1992. He ggaduate of the University of
Tennessee and the Graduate School of Retail Bamlayfaent at the University of Virginia.

TRANSACTIONS WITH MANAGEMENT

East Ridge has and expects to have in the futurkifigpand other business transactions in the ordicaurse of its banking business with
directors, officers, and 10% beneficial owners as§ERidge and their affiliates, including membdrtheir families or corporations,
partnerships, or other organizations in which sofficers or directors have a controlling interest,substantially the same terms (including
price, or interest rates and collateral) as thasegiling at the time for comparable transactioits wnrelated parties. Any such banking
transactions will not involve more than the normsk of collectibility nor present other unfavoralfbatures to East Ridge.
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SECURITIES LAW LIMITATIONS

Insofar as indemnification for liabilities arisinmpder the Securities Act of 1933, as amended @€'}, may be permitted to directors,
officers and controlling persons of East Ridge,tlRidge has been advised that in the opinion ofStbeurities and Exchange Commission
such indemnification is against public policy apmessed in the Act and is, therefore, unenforceable

THE EAST RIDGE BOARD AND ITS COMMITTEES

Directors of East Ridge and Bank of East Ridgesteeted annually and each director holds officdl g or her successor is elected and
qualified. Committees of the board of Bank of HRiilge and their members include Executive Comm({ftéessrs. Luther, Renegar, Young,
Helton and Eidson); Senior Loan Committee (Meséaging, Renegar, James Young and Crye); Assetslitjaiommittee (Messrs. Reneg
David E. Young and James Young and Crye); Audit @dittee (Messrs. Young, Eidson, Helton and Luthang Personnel Committee
(Messrs. Helton, Starnes and Eidson).

EXECUTIVE COMPENSATION

The Summary Compensation Table provides informdtiothe years indicated about the Chief Execufifcer ("CEQ"). No other
executive officer of East Ridge or Bank of Eastdrideceived compensation in excess of $100,00théoyear ended December 31, 1996.

Summary Compensation Table

Annual Compensation

() (b) (c) (d)

Name and Principal Position Year Salary ($) Bonus ($ )
1996 $85,650 $15,000
David E. Young 1995 78,320 --
Chairman and CEO of Bank of East Ridge 1994 73,579

COMPENSATION OF DIRECTORS

During 1996, each director received $100 per mgedttended, with the exception of Mr. Luther whoves as secretary to the East Ridge
Board and who received $200 per meeting attendedcidrs are not compensated for committee meetings

OWNERSHIP OF EAST RIDGE COMMON STOCK

As of July _ , 1997, East Ridge's records indic#éttedollowing number of shares were beneficialyned by (i) all persons who own
beneficially 5% or more of the East Ridge Commauckt (ii) each person who is a director or a nameztutive officer of East Ridge and
(iii) all directors and executive officers as agpo

Amount and Nature

Name of of Beneficial Ownership Percent
Beneficial Owner (Number of Shares) of Class
0] David E. Young 76,139 69.8%
(i)  David E. Young 76,139 69.8%
James L Eidson, Sr. 100 *
James D. Renegar 2,504 2.3%
Jason D. Helton, Jr. 90 *
William B. Luther 2,420 2.2%
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Paul M. Starnes 2,091 1.9%
(iii)  Directors and executive
officers as a group (6 persons) 83,344 76.44%

* | ess than 1%.
DESCRIPTION OF EAST RIDGE COMMON STOCK

East Ridge is authorized by its charter (the "Gitdrto issue a maximum of 150,000 shares of comstock, $10.00 par value (the "East
Ridge Common Stock") of which 109,030 were outsitagnat July _ , 1997. The holders of East Ridge @om Stock are entitled to one v
for each share held of record on all matters subrthib a vote of shareholders. Cumulative votingasallowed. Holders of East Ridge
Common Stock are entitled to receive ratably sucldends, if any, as may be declared by the Eadgg®but of funds legally available
therefore and, in the event of liquidation, dissolu or winding up of East Ridge, will be entitlemishare ratably in all assets remaining after
payment of liabilities. Holders of East Ridge Conm&tock will have no preemptive rights. Holder€ast Ridge Common Stock will have
no right to convert their East Ridge Common Stad& any other securities. All shares of East Ridggstanding are fully paid and
nonassessable. Bank of East Ridge acts as théatragent and registrar for East Ridge Common Stock

Holders of the East Ridge Common Stock are entitle@ceive ratably such dividends, if any, as mayleclared by the East Ridge Board
from funds legally available whether in cash ocktigrovided, however, that the declaration andpeyt of dividends by the East Ridge
Board shall be subject to the rules and regulatidrite Federal Reserve governing the amount afleinds which may be paid to
shareholders, the manner in which dividends are, @aid the methods, if any, by which capital stacll surplus may be retired and reduced.
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INFORMATION CONCERNING CORNERSTONE
SELECTED FINANCIAL DATA FOR CORNERSTONE

The following table presents for Cornerstone, diséorical basis, selected financial data and safltis information is based on the financial
statements of Cornerstone included herein and ghmitead in conjunction therewith and with theesdhereto. See "Summary -- Equivalent
and Pro Forma Share Data" andSelected Financial Data and Ratios," and "Indexit@ancial Statements of Cornerstone Community Bt

From Inc eption
(January 2 3, 1996)
March 31, Through Dec ember 31,
1997 199 6
(Dollars in thousands except per share data)
SUMMARY INCOME STATEMENTS:
Interest iNCOME ....ooovvieviiiiiiieiiieeeees $ 671 $ 12 31
Less interest eXpense .......cccceeeeevcveeenne . 347 4 49
Netinterest inCOme ........cccccvvcvvvvevvvceeeees . 324 7 82
Provision for loan 10Sses ......ccccccovvveeeee L 80 2 01
Net interest income after provision for loan losses ... 244 5 81
Noninterest iNCOMe ......cccccovvcveveviciees . 24 38
Adjusted gross income after provision for loan loss €S .. 268 6 19
Noninterest eXpPenSse .....ccccecvveeeeevevevcccceeee e 262 1,2 64
Income before income taxes .......ccccceeeeeveeeeee. L. 6 6 45)
Applicable income taxes ......ccccccvvcvveeeeeeeee (5) 1 31)
Netincome (I0SS) ...ccovvevvvveeviiicviieeeees i, $ 11 $ (5 14)
COMMON STOCK DATA:
Net income (loss) per common share ................ .02 (0. 87)
Cash dividends declared per common share .......... -- - -
SELECTED AVERAGE BALANCES:
Total aSSets ....eeeveeeiiiieiee e $33,102 $ 16,0 89
Total loans .................. 20,037 9,4 95
Investment securities .. 8,319 2,0 42
Earning assets ............ 32,006 14,5 95
Deposits ......coccvveeeennnes . 27,475 10,7 76
Shareholders' equity ............coccvvvvivennnnns 5,386 52 77
Shares outstanding (thousands) ......cccccoeeeeeee. 590 5 20
SELECTED PERIOD-END BALANCES:
Total @SSetS .oooveevciiiiieeieeeeeeeee e, $36,329 $28,2 98
Total 10ans ... e, 22,475 16,1 13
SECUMLIES ..o 8,919 6,2 04
Earning assets .......cccoceeeiiiiiieeiiniieeennn 34,710 25,6 23
Deposits .....ccocvveeeennnes . 30,814 22,7 79
Shareholders' equity ............coccvuvvirennnnns 5,368 53 77
Shares outstanding (thousands) ......cccccceeeeeee. 590 5 20
SELECTED RATIOS:
Return on average equity(1)....cccccovvveeenneees . 0.82% -9. 74%
Return on average assets(l)....cccccccvvvveeennee . 0.14% -3. 20%
Net interest margin ..........cccccvvvveveeeenennn. 2.89% 3. 7%
Allowance for loan losses to loans . 1.25% 1. 25%
Net charge-offs to average loans ... 0% 0%
Average equity to average assets .. 16.27% 32. 80%

(1) Information for March 31, 1997 has been anrzaali

-56-



CORNERSTONE'S MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION
AND RESULTS OF OPERATIONS

GENERAL

Cornerstone's Management's Discussion and Analy$igiancial Condition and Results of Operationgars the period from inception
(January 23, 1996) through December 31, 1996 andldlbe read in conjunction with the informatiorddables which follow. For a
discussion of liquidity and the impact of inflaticsee "Capital Resources/Liquidity" below.

RESULTS OF OPERATIONS --FROM INCEPTION (JANUARY 23, 1996) THROUGH DECEMBER 31,
1996

During the period from January 23, 1996 (the daim€rstone operations began) to December 31, I8@®erstone experienced steady
growth in loans, deposits and total assets. Aseafdinber 31, 1996, total loans were $16.1 milliotaltdeposits were $22.7 million; and total
assets were $28.2 million. Net loss for the yealedrDecember 31, 1996 was $(514,127) or $(0.873peme.

NET INTEREST INCOME

The following table sets forth weighted yields esttipy Cornerstone on its earning assets and trghteei average rates paid on its deposits
and other interest-bearing liabilities for the thraonths ended March 31, 1997 and the period frmption (January 23, 1996) through
December 31, 1996.

Incep tion (January 23, 1996)

March 31, 1997 thr ough December 31, 1996
Interest Average Interest Average
Average Income/ Yields/  Average Income/ Yields/
(Fully taxable equivalent) (Dollars in thousands) Balance Expense Rates Balance Expense Rates
ASSETS:
Interest-earning assets:
Loans net of unearned income ...................... ... $20,037 $ 496 9.90% $ 9,495 $ 969 10.21%
Other investments ............ccoceevniinnne ... 8319 130 6.25% 2,042 117 5.73%
Interest-bearing deposits with banks ............. ... 1,200 15 5.00% 1,940 96 4.95%
Federal funds sold ..............cccoeviiininnne .. 2,450 30 4.90% 1,118 49 4.38%
Total interest-earning assets/interest income . ... 32,006 671 8.39% 14,595 1,231 8.43%
Cash and due from banks ..............ccccoeveueee 70 437
Other assets 1,250 1,166
Allowance for loan losses (224) (109)
Total oo ... $33,102 $ 16,089
LIABILITIES AND SHAREHOLDERS' EQUITY:
Interest-bearing liabilities:
Demand deposits ...$ 890 $ 5 2.25% $ 507 $ 9 1.78%
Savings .....ccceeeeene ... 1,989 19 3.82% 1,094 35 3.20%
Time certificates .........ccceevveevveeneennnes e 22,325 323 5.79% 8,038 405 5.04%
Total interest-bearing liabilities/interest exp ense 25,204 347 5.50% 9,639 449 4.66%
Non interest-bearing demand deposits ............. . 2,271 1,167
Other liabilities ............cccooeeiiiis 241 6
Shareholders' equity ........ccccooeeriienineene 5,386 5,277
Total ..o ... $33,102 $ 16,089
Net interest earnings .........c.ccocevevereenne. $324 $ 782
Net interest on interest-earning assets .......... 4.05% 5.36%
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LIABILITY AND ASSET MANAGEMENT

The matching of assets and liabilities may be awalyby examining the extent to which such assetdiahilities are "interest rate sensitive"
and by monitoring an institution's interest ratesigvity "gap.” An asset or liability is said t@bnterest rate sensitive within a specific time
period if it will mature or reprice within that tienperiod. The interest rate sensitivity gap isrdEdias the difference between the amount of
interest-earning assets maturing or repricing withspecific time period and the amount of intebestring liabilities maturing or repricing
within that time period. A gap is considered pesitivhen the amount of interest rate sensitive ags@eeds the amount of interest rate
sensitive liabilities. A gap is considered negatileen the amount of interest rate sensitive liilefiexceeds the amount of interest rate
sensitive assets. During a period of rising intera®s, a negative gap would tend to adversebchffet interest income while a positive gap
would tend to result in an increase in net inteiesdme. During a period of falling interest rates)egative gap would tend to result in an
increase in net interest income while a positive wauld tend to adversely affect net interest ineom

The asset/liability committee, which consists & thief executive officer, president and four otthieectors are charged with monitoring the
liquidity and funds position of Cornerstone. Thentoittee regularly reviews

(a) the rate sensitivity position on a three-mostk;month, and one-year time horizon; (b) loandéposit ratios; and (c) average maturity for
certain categories of liabilities.

Cornerstone operates an internal asset/liabilitpagament model. No estimates of the impact of dnagrigterest rates on historical or
projected earnings are available. The current lef/glterest rate risk can, however, be inferrearfirmaturity and repricing data. At March .
1997, Cornerstone had a positive cumulative repgigap within one year of approximately $4.3 millior approximately 11.84% of total
assets. This positive repricing gap indicates @mnerstone's future earnings may be adverselydtegay a fall in market interest rates.
Such an impact would primarily be felt in the tweslmonth period after a fall in rates.

The following tables represent an interest sensitjwofile for Cornerstone as of March 31, 199'd &ecember 31, 1996. The tables repre

a static point in time and do not consider otheraldes, such as changing spread relationshipstereist rate levels. "Net repricing gap" is the
difference between total earning assets and totddst bearing liabilities repricing in any giveeriod and "cumulative gap" is the sum of the
net repricing gap from period to period. Interestfing demand, savings and money market accounsigegre presented as repricing in the
earliest period presented.

March 31, 1997

Within  After 3 months  After 12 months

3 months Within 12 months Within 5 years A fter 5 years Total
(Dollars in thousands)
EARNING ASSETS:
LOANS ..cvvirieecienieeeee e $12,870 $1,866 $7,359 $ 380 $22,475
Investment SECUrities .........c.cceveeereennn. 265 6,095 2,446 113 8,919
Other earning assets .. 926 - - - 926
Federal funds sold 1,850 - - -- 1,850
Total earning assets ................... $15,911 $7,961 $ 9,805 $ 493 $34,170
INTEREST-BEARING LIABILITIES:
Interest-bearing deposits ............cc.ce.... $7,728 $11,844 $8,917 $ -- $28,489
Total interest-bearing liabilities $7,728 $11,844 $8,917 $ -- $28,489
RATE SENSITIVITY GAP:
Net repricing gap .....ccceeeveeeveeveeieeenns $8,183  $(3,883) $ 888 $ 493 $5,681
Net repricing gap as a percentage of total
ASSELS .o 22.52%  (10.69)% 2.44% 1.36% 15.64%
Cumulative gap ....ccoeeeeereveneenneeeneenne. $8,183 $4,300 $5,188 $5,681 $5,681
Cumulative gap as a percentage of
total asSets ......cccvevviiieeiiieeiinnn 22.52% 11.84% 14.28% 15.64% 15.64%

December 31, 1996

Within  After 3 months  After 12 months

3 months Within 12 months Within 5 years A fter 5 years Total
(Dollars in thousands)
EARNING ASSETS:
LOANS ...vveeieeiieeree et $9,741  $1,000 $ 5,002 $ 370 $16,113
Investment securities . 228 4,607 1,255 114 6,204
Other earning assets .. 1,023 1,023
Federal funds sold ..............ocevvevvivennnes 2,300 2,300
Total earning assets ................... $13,292 $5,607 $ 6,257 $ 484  $25,640
INTEREST-BEARING LIABILITIES:
Interest-bearing deposits ............cc..ce... $7,367 $6,066 $ 7,698 $ - $21,131
Total interest-bearing liabilities $7,367 $6,066 $ 7,698 $ -- $21,131

RATE SENSITIVITY GAP:
Net repricing gap ......cceeeveeeveeveeiieeenns $5,925 $ (459) $(1,441) $ 484 $4,509



Net repricing gap as a percentage of total
ASSELS Leieiiiiiieiiie e 20.94% (1.62)%

Cumulative gap ......ccoveeveeeeveenneesreeenne. $5,925 $5,466

Cumulative gap as a percentage of

total assets 20.94% 19.32%
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Management has made the following assumptionsambiove analysis: (i) Assets and liabilities aneegally assigned to a period based upon
their earliest repricing period when the repriciadess than the contractual maturity; (ii) Investrhsecurities available for sale are currently

treated in the same manner as comparable seciumities investment securities held to maturity fmdid in that they are scheduled according

to the earlier of their contractual maturities arliest repricing dates; and (iii) Interest-bearitggand deposits, money market deposits and

savings deposits that have no contractual matsidtie scheduled in the within 3 months category.

DEPOSITS

Cornerstone's primary sources of funds are intéxesting deposits. The following table sets fortm@rstone's deposit structure at March

1997 and December 31, 1996.

Non interest-bearing deposits:

March 31,

1997

December 31,
1996

(In thousands)

Individuals, partnerships and corporations ....... $2,214 $1,278
Certified and official checks .................... 111 370
Total non interest-bearing deposits ............ 2,325 1,648
Interest-bearing deposits:
Interest-bearing demand accounts ................. 980 814
Savings acCounts .......ccccevveeeeeerieiiiienens 2,038 2,818
Certificates of deposit, less than $100,000 ...... 15,918 11,144
Certificates of deposit, $100,000 or more ........ 9,553 6,355
Total interest-bearing deposits ................ 28,489 21,131
Total deposits ......cceeevvveeiiieeiiienee. $30,814 $22,779

The following table presents a breakdown by categbthe average amount of deposits and the aveedgegaid on deposits for the period

indicated:

March 31

Non interest-bearing deposits ...... $2,271
Savings deposits ........cccceeeees 1,989

Time deposits ........cccoeuveeeen.
Interest-bearing demand deposits ... 890

Total deposits ............ $27,475

, 1997 December 31, 1996
(Dollars in thousands)
$1,167
3.82% 1,064 3.29%
5.79% 8,038 5.04%
2.25% 507 1.78%
$10,776

At March 31, 1997 and December 31, 1996, time diépo§$100,000 or more aggregated approximatel§ $8llion and $6.3 million,
respectively. The following table indicates, asve#rch 31, 1997 and December 31, 1996, the dollaruatnof $100,000 or more by the time

remaining until maturity (in thousands):

March 31, 1997

Dec ember 31, 1996

3 Months  3to 12
orless  Months

Time certificates..........cccoovvvene. $2,215 $3,947

3 Months 3t 012 1to5 Over 5
orless Mon ths  Years Years

$1,189 $2, 854 $2,312 $ --



ASSETS

Management of Cornerstone considers many critenmaanaging assets, including creditworthiness,rdifieation and structural
characteristics, maturity and interest rate sentitiThe following table sets forth Cornerstoniaet®rest-earning assets by category at March
31, 1997 and December 31, 1996.

March 31 , 1997 December 31, 1996

(In thousands)

Interest-bearing deposits with banks ...... $1, 207 $ 1,207
Investment securities held to maturity .... 7, 050 4,279
Investment securities available for sale . 1, 869 1,925
Federal funds sold ...................e. 1, 850 2,300
Loans:
Real estate .............cceevvvvnnnns 16, 949 11,979
Commercial and other .................... 5, 726 4,134
Total loans .........ccccvvvveeeeennn. 22, 475 16,113
Provision for loan losses ............. 281 201
Loans, et ........oooeevvveveiienennnn. 22, 194 15,912

Interest-earning assets

INVESTMENT PORTFOLIO

At December 31, 1996, obligations of the Unitedé&tadovernment or its agencies represented 81.@Pe dfivestment portfolio. The
following table presents the composition of the lowalue (historical amortized cost basis) of Costamne's investment portfolio at March 31,
1997 and December 31, 1996.

March 31, 1997 December 31, 1996

(In thousands)
AVAILABLE FOR SALE:
Obligations of U.S. Government agencies ........... ... $1,869 $1,925
HELD TO MATURITY:

Obligations of U.S. Government agencies ........... .... 6,088 3,137

Other investment securities ....................... e 962 1,142
Total investment securities held to maturity . ... $7,050 $4,279
Total investment portfolio .................. ... $8,919 $6,204

The following table presents the maturity distribatof the book value and estimated market valuBarherstone's investment portfolio at
March 31, 1997 and December 31, 1996. The weightedage yields on these instruments are preseas=titon final maturity.
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March 31, 1997 December 31, 1996

Estimated Weighted Estimated  Weighted
Book Va lue  Market Value Average Yield Book Value Market Value Average Yield
(In thousands) (In thousands)

AVAILABLE FOR SALE:
Obligations of U.S. Government agencies:
Due after 1 year but within 5 years ... $1,809 $1,869 5.00%  $1,925 $1,925 5.00%
HELD TO MATURITY:
Obligations of U.S. Government agencies:

Due after 1 year but within 5 years ... $6,088 $6,077 6.72% $3,137 $3,157 6.63%
Other investment securities:
Due within L year ........c.ccccc... 762 761 7.57% 913 916 7.43%
Due after 1 year but within 5 years .. 200 200 7.09% 229 230 7.37%
Total oo, $8,919 $8,907 6.35% $6,204 $6,228 6.25%

INVESTMENT POLICY

The objective of Cornerstone's investment policpigvest funds not otherwise needed to meetadae demand of Cornerstone's market area
to earn the maximum return for Cornerstone, yétratiintain sufficient liquidity to meet fluctuatis in Cornerstone's loan demand and
deposit structure. In doing so, Cornerstone bakttoe market and credit risks against the poteimi@stment return, makes investments
compatible with the pledge requirements of Corerst deposits of public funds, maintains compkanith regulatory investment
requirements, and assists the various public eatith their financing needs. The president ib@tited to execute security transactions for
the investment portfolio based on the decisionhefasset/liability committee. All the investmeransactions occurring since the previous
board of directors' meeting are reviewed by thedahits next monthly meeting, in addition to #rgire portfolio. The investment policy
allows portfolio holdings to include short-term saties purchased to provide Cornerstone's neadaitlity and longer term securities
purchased to generate stable income for Cornerstorieg periods of interest rate fluctuations.

LOAN PORTFOLIO

The following table summarizes certain informatammcerning Cornerstone's loan portfolio (in thowsan

March 31, 1997 December 31, 1996
Amount % of Total Loans Amount % of Total Loans
Real estate loans:
Construction and land development $ 5,254 23.38% $ 4,449 27.61%
Secured by residential properties 4,908 21.84 3,144 19.51
Other real estate loans ......... 6,587 29.31 4,386 27.22
Total real estate loans ....... 16,749 74.52 11,979 74.34
Commercial and industrial loans ... 3,481 15.49 2,316 14.37
Consumer loans .........cc.ueeee... 1,289 5.74 1,071 6.65
All other loans ................... 956 4.25 747 4.64
Total loans ................... $22,475 $16,113
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The following tables set forth maturities of thartoportfolio and the sensitivity to interest ralt@eges of Cornerstone's loan portfolio (in
thousands).

March 31, 1997

Maturity Range

One Ye ar One Through Over
or Les S Five Years Five Years Total
Real estate construction loans .... $12,79 7 $ - $ - $12,797
Real estate mortgage loans ........ - - -- 4,908 4,908
Commercial and industrial loans ... - - 3,481 -- 3,481
All other loans ................... 7 9 1,210 -- 1,289
Total loans .........ccc......... $12,87 6 $4,691 $4,908 $22,475
December 31, 1996
Maturity Range
One Ye ar One Through Over
or Les s Five Years Five Years Total
Real estate construction loans .... $9,10 6 $ - $ - $9,106
Real estate mortgage loans ........ - - - 3,626 3,626
Commercial and industrial loans ... - - 2,316 -- 2,316
All other loans ................... 7 9 986 -- 1,065
Total loans ................. $9,18 5 $3,302 $3,626 $16,113
LOAN POLICY

All lending activities of Cornerstone are under tliect supervision and control of the senior leaammittee, which consists of the chief
executive officer, president, executive vice prestdand four other directors. The loan committderers loan authorizations for each offic
decides on loans exceeding such limits, servidesa@liests for officer credits to the extent alliweaunder current laws and regulations,
administers all problem credits, and determinesatloeation of funds for each lending division. Gerstone's established maximum loan
volume to deposits is 85%. The loan portfolio cetssprimarily of real estate, commercial and itgtaht loans. Commercial loans consist of
either real estate loans or term loans. Maturitieah loans is normally limited to five to severay® Conventional real estate loans may be
made up to 95% of the appraised value or purchasteot the real estate for no more than a thjggr term. Installment loans are based or
earning capacity and vocational stability of therbwer.

Management of Cornerstone periodically reviewsdaa portfolio, particularly nonaccrual and renégietd loans. The review may result in a
determination that a loan should be placed on acmmal status for income recognition. In additimnthe extent that management identifies
potential losses in the loan portfolio, it reduties book value of such loans, through charge-tiffheir estimated collectible value.
Cornerstone's policy is to classify as nonaccrogllaan on which payment of principal or interess0 days or more past due except where
there is adequate collateral to cover principal amtued interest and the loan is in the processltgction. No concessions are granted and
late fees are collected. In addition, a loan wélldbassified as nonaccrual if, in the opinion @& thanagement, based upon a review of the
borrower's or guarantor's financial condition, atdlal value or other factors, payment is queshienaven though payments are not 90 days
or more past due.

When a loan is classified as nonaccrual, any unpégdest is reversed against current income. éstas included in income thereafter only to
the extent received in cash. The loan remainsnoreaccrual classification until such time as thenles brought current, when it may be
returned to accrual classification. When princigainterest on a nonaccrual loan is brought curiéim management's opinion future
payments are questionable, the loan would remassifled as nonaccrual. After a nonaccrual or retiggd loan is charged off, any
subsequent payments of either interest or prin@pmabkpplied first to any remaining balance outditamy then to recoveries and lastly to
income.

The large number of consumer installment loanstaaedelatively small dollar amount of each makegnalividual review impracticable. It is
Cornerstone's policy to charge off any consumealiment loan which is past due 90 days or more.

In addition, mortgage loans secured by real estaglaced on nonaccrual status when the mortgagobankruptcy, or foreclosure
proceedings are instituted. Any accrued interestivable remains in interest income as an obligaticthe borrower.
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Cornerstone's underwriting guidelines are appliethtee major categories of loans, commercial addstrial, real estate, which includes
residential, construction and development and rediher real estate loans and consumer loans.eGgiome requires its loan officers and |
committee to consider the borrower's characterbtiveower's financial condition as reflected inremt financial statements, the borrower's
management capability, the borrower's industrythedeconomic environment in which the loan willrbpaid. Before approving a loan, the
loan officer or committee must determine that therdawer is basically honest and creditworthy, deiae that the borrower is a capable
manager, understand the specific purpose of the loaderstand the source and plan of repaymergsrdite that the purpose, plan and so
of repayment as well as collateral are acceptabésonable and practical given the normal framewgaitkin which the borrower operates.

CREDIT RISK MANAGEMENT AND RESERVE FOR LOAN LOSSES

Credit risk and exposure to loss are inherent mdrtise banking business. Management seeks to rearadyminimize these risks through its
loan and investment policies and loan review praoesl Management establishes and continually reviemding and investment criteria and
approval procedures that it believes reflect thk sensitive nature of Cornerstone. The loan regiewedures are set to monitor adherence to
the established criteria and to ensure that omtreong basis such standards are enforced andairadal.

Management's objective in establishing lendingiamdstment standards is to manage the risk ofdodsprovide for income generation
through pricing policies. To effectuate this poliGornerstone makes commercial real estate and lotdaes with one year or less fixed
maturity.

The loan portfolio is regularly reviewed and manmagat determines the amount of loans to be charffetha@ddition, such factors as
Cornerstone's previous loan loss experience, giregaind anticipated economic conditions, industycentrations and the overall quality of
the loan portfolio are considered. While managermsat available information to recognize lossel®ans and real estate owned, future
additions to the allowance may be necessary basetanges in economic conditions. In addition,aasiregulatory agencies, as an integral
part of their examination process, periodicallyieawthe allowances for losses on loans and reateesivned. Such agencies may require
Cornerstone to recognize additions to the allowaased on their judgments about information abklat the time of their examinations. In
addition, any loan or portion thereof which is sified as a "loss" by regulatory examiners is cheggff.

The reserve for loan losses is increased by pavischarged to operating expense. The reservdused by charging off loans or portions of
loans at the time they are deemed by manageméet tocollectible and increased when loans prewoelshrged off are recovered. The
resulting reserve for loan losses is viewed by rganent as a single, unallocated reserve availablalifloans and, in management's opinion,
is adequate to provide for reasonably foreseeatitengfial loan losses. Rules and formulas relatviné adequacy of the reserve, although
useful as guidelines to management, are not rigigplied. The reserve for loan losses was $201a098ar end, or 1.25% of loans
outstanding. The following table presents datatedléo Cornerstone's reserve for loan losses #tittee months ended March 31, 1997 and
the year ended December 31, 1996.

March 31, 199 7 December 31, 1996
(1 n thousands
Beginning balance...................... $ 201 $ -
Provision for loan losses.............. 80 201
Net charge-offs.........ccccoeeee - -
Ending balance....................... $ 281 $ 201

As of March 31, 1997 and December 31, 1996, Cotoeeshad no nonperforming loans.
CAPITAL RESOURCES/LIQUIDITY
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Liquidity. Of primary importance to depositors, diters and regulators is the ability to have readilailable funds sufficient to repay fully
maturing liabilities. Cornerstone's liquidity, regented by cash and cash due from banks, is & oéstsl operating, investing and financing
activities. In order to insure funds are availaall times, Cornerstone devotes resources te@iing on a monthly basis the amount of fu
which will be required and maintains relationshipth a diversified customer base so funds are adgles Liquidity requirements can also be
met through short-term borrowings or the dispositid short-term assets which are generally matthedrrespond to the maturity of
liabilities.

Although Cornerstone has no formal liquidity poliay the opinion of management, its liquidity levalre considered adequate. Cornersto
not subject to any specific regulatory liquidityjterements imposed by regulatory orders. Corneesi®subject to general FDIC guidelines
which do not require a minimum level of liquiditlanagement believes its liquidity ratios meet ared these guidelines. Management «
not know of any trends or demands which are redspti&ely to result in liquidity increasing or dexasing in any material manner.

The following table sets forth liquidity ratios fivre periods indicated:

March 31, 1997 December 31, 1996

Impact of Inflation and Changing Prices. The finahstatements and related financial data presdrmeein have been prepared in accordance
with generally accepted accounting principles whituire the measurement of financial position @perating results in terms of historical
dollars without considering the changes in thetiatgurchasing power of money over time and dueftation. The impact of inflation on
operations of Cornerstone is reflected in increagmstating costs. Unlike most industrial companiasyally all of the assets and liabilities
Cornerstone are monetary in nature. As a restiérést rates may have a more significant impacomerstone's performance than the
effects of general levels of inflation. Interesesado not necessarily move in the same direction the same magnitude as the price of goods
and services.

CAPITAL ADEQUACY

Capital adequacy refers to the level of capitalinegl to sustain asset growth over time and torlblesses. The objective of Cornerstone's
management is to maintain a level of capitalizatiat is sufficient to take advantage of profitagplewth opportunities while meeting
regulatory requirements. This is achieved by imprg\profitability through effectively allocating seurces to more profitable businesses,
improving asset quality, strengthening service ifpjand streamlining costs. The primary measugesiiby management to monitor the
results of these efforts are the ratios of avesagety to average assets, average tangible equiaydrage tangible assets, and average equity
to net loans.

The FDIC has adopted capital guidelines goverrtiegaictivities of banks. These guidelines requieerttaintenance of an amount of capital
based on risk-adjusted assets so that categorassefs with potentially higher credit risk wilbrgre more capital backing than assets with
lower risk. In addition, banks are required to ntaiim capital to support, on a risk-adjusted basstain off-balance sheet activities such as
loan commitments.

The capital guidelines classify capital into twersi, referred to as Tier | and Tier Il. Under risdsed capital requirements, total capital
consists of Tier | capital which is generally conmmehareholders' equity less goodwill and Tier pita which is primarily a portion of the
allowance for loan losses and certain qualifyinigtdestruments. In determining risk-based cap#gluirements, assets are assigned risk-
weights of 0% to 100%, depending primarily on thgulatory assigned levels of credit risk associatithl such assets. Off-balance sheet
items are considered in the calculation of riskdatd assets through conversion factors establishéuk regulators.
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The framework for calculating risk-based capitgjuiees banks to meet the regulatory minimums off4é6 | and 8% total risk-based capital.
In 1990 regulators added a leverage computatidimet@apital requirements, comparing Tier | capietbtal average assets less goodwill.

March 31, 1997

December 31, 1996

(Dollars in thousands)
CAPITAL:
Tier | capital:
Stockholders' equity .........cccveenee.. $ 5,398 $5,377
Less disallowed intangibles .. - -
Total Tier | capital ............ $ 5,398 $5,377
Tier Il capital:
Qualifying debt .........ccccvevveninne $ - $ -
Qualifying allowance for loan losses ..... .. $ 281 $ 201
Total Tier Il capital ........... $ 281 $ 201
Total capital ................... $5,679 $5,578
Risk-adjusted assets ........ $25,438 $18,531
Quarterly average assets $33,102 $22,984
RATIOS:
Tier | capital to risk-adjusted assets 21.22% 29.02%
Tier Il capital to risk-adjusted assets 27.32% 30.10%
Leverage-- Tier | capital to quarterly average ass ets less disallowed intangibles ... 16.31% 23.39%

The Federal Deposit Insurance Corporation Improvemet of 1991 ("FDICIA") established five capitedtegories for banks. Under the
regulations defining these five capital categorgagh bank is classified into one of the five categg based on its level of ridlased capital
measured by Tier | capital, total risk-based cdpitad Tier | leverage ratios and its supervisatyngs.

The following table lists the five categories opital and each of the minimum requirements forttiree risk-based capital ratios.

Total Risk-Based  Tier | Risk-Based Leverage
Capital Ratio Capital Ratio Ratio

Well-capitalized

................................... 10% or above 6% or above 5% or above
Adequately capitalized..............ccccvvvrevnnnn 8% or above 4% or above 4% or above
Undercapitalized.................... Less than 8% Less than 4% Less than 4%
Significantly undercapitalized.................... ... Lessthan 6% Less than 3%

Less than 3%
Critically undercapitalized

2% or less

On March 31, 1997, Cornerstone exceeded the regylatinimums and qualified as a well-capitalizestitution under the regulations.
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BUSINESS OF CORNERSTONE
GENERAL

Cornerstone, a Tennessee banking corporation, cogedeoperations on January 23, 1996. Cornerstanédess a variety of banking and
financial services to businesses and individuatsnérstone's headquarters and principal bankirigeoi§ located at 5319 Highway 153,
Chattanooga, Tennessee. Cornerstone conductssiteelsa as a commercial bank, with special emphasidail banking, including the
acceptance of checking and savings deposits, ahaiking of commercial, real estate, personal, hiompeovement, automobile and other
installment and term loans. It also offers colleet, notary public services, escrow service andrathstomary bank services to its customers.

EMPLOYEES

As of March 31, 1997, Cornerstone had approximatéijull-time employees. The employees are notesgmted by a collective bargaining
unit. Cornerstone believes its relationship witheéimployees to be good.

CUSTOMERS

It is the opinion of management that there is mglsi customer or affiliated group of customers vehdsposits, if withdrawn, would have a
materially adverse effect on the business of Cstpae.

PROPERTIES

Cornerstone has its principal offices in its maffice building at 5319 Highway 153, Chattanooganiessee, which is owned and occupied
by Cornerstone.

LEGAL PROCEEDINGS

The nature of its business generates a certain mnoblitigation against Cornerstone involving neast arising in the ordinary course of
business. None of the legal proceedings curremthdimg or threatened to which Cornerstone is ayarto which any of their properties are
subject will have, in the opinion of managemen€ofnerstone, a material effect on the businesmanéial condition of Cornerstone.

COMPETITION

All phases of Cornerstone's banking activitiestaghly competitive. Cornerstone competes activelihwine commercial banks, as well as
finance companies, credit unions and other findmesditutions located in its service area, whinbludes Hamilton County, Tennessee.

SUPERVISION AND REGULATION

Cornerstone is a member of the FDIC and is suljeexamination and regulation by that authorityrr@@ostone is chartered under the
banking laws of the State of Tennessee and is sgj¢ghe supervision of, and regular examinatipntbe TDFI.

The Tennessee Reciprocal Banking Act requiresiting bf an application with and the approval oéthennessee Commissioner of Financial
Institutions to acquire a Tennessee bank or baldkirigppcompany.
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Tennessee law was amended in 1990 to permit biaargking in any county in the state. Prior to theeadment, statewide branching was
possible pursuant to a May 1988 federal court datis

In December 1991, a major banking bill entitled Heeleral Deposit Insurance Corporation Improvemetiof 1991 ("FDICIA") was

enacted, which substantially revises the bank e¢gnl and funding provisions of the Federal Deplysitirance Act and makes revisions to
several other federal banking statutes. Among dttings, FDICIA requires the federal banking reguis to take "prompt corrective action”

in respect of depository institutions that do n&etminimum capital requirements. Cornerstone hp#al levels well above the minimum
requirements. In addition, an institution that @ well capitalized is generally prohibited froncapting brokered deposits and offering
interest rates on deposits higher than the prexgikte in its market and also may not be abl@&ss$ through" insurance coverage for certain
employee benefit accounts. FDICIA also requireshibiding company of any undercapitalized depositosgitution to guarantee, in part,
certain aspects of such depository institutionfstahplan for such plan to be acceptable. FDICbhtains numerous other provisions,
including new accounting, audit and reporting regmients, beginning in 1995 termination of the 'bagto fail" doctrine except in special
cases, limitations on the FDIC's payment of depasiforeign branches, new regulatory standardsich areas as asset quality, earnings and
compensation and revised regulatory standardsufisong other things, powers of state banks, reateekinding and capital adequacy.
FDICIA also requires that a depository institutfmovide 90 days prior notice of the closing of &mgnches. Complete regulations have not
yet been issued under FDICI

EFFECT OF GOVERNMENTAL POLICIES

Cornerstone is affected by the policies of reguiatuthorities, including the Federal Reserve Syst&n important function of the Federal
Reserve System is to regulate the national mongplguAmong the instruments of monetary policy ubgdhe Federal Reserve are:
purchases and sales of U.S. Government securititag imarketplace; changes in the discount rata&haik the rate any depository institution
must pay to borrow from the Federal Reserve; amthgés in the reserve requirements of depositotiftiens. These instruments are
effective in influencing economic and monetary gttovinterest rate levels and inflation.

The monetary policies of the Federal Reserve Systeaother governmental policies have had a sianifi effect on the operating results of
commercial banks in the past and are expectedninee to do so in the future. Because of changorglitions in the national economy and
in the money market, as well as the result of astioy monetary and fiscal authorities, it is nodgible to predict with certainty future chan
in interest rates, deposit levels, loan demant@business and earnings of Cornerstone or wht@@hanging economic conditions will
have a positive or negative effect on operatiortsearnings.

Bills are pending before the United States Congaesksthe Tennessee General Assembly which couddtafie business of Cornerstone, and
there are indications that other similar bills nteyintroduced in the future. It cannot be predictéether or in what form any of these
proposals will be adopted or the extent to whighlihsiness of Cornerstone may be affected thereby.
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DIRECTORS AND EXECUTIVE OFFICERS

MANAGEMENT OF CORNERSTONE

The following table provides certain informatiomaeding directors, all of whom are nominees foteetion at the Cornerstone Meeting and
all of whom have served as director since the itieef Cornerstone in January 1996, and the ekexofficers of Cornerstone.

NAME AGE
Ramesh V. Amin..........ccc....... 49
Randy Brooks.............cc.ce.. 44
B. Kenneth Driver................. 61
Karl Fillauer...........ccc.cc.... 49
Timothy L. Hobbs.... 38
Carolyn C. Johnson 53
James H. Large........cccccceo... 53
Lawrence D. Levine............... 65
Russell W. Lloyd 56
Earl A. Marler, Jr 60
Doyce G. Payne, M.D............... 46
Bill Pollard.............cc...... 49
Turner Smith.........ccceeeenen. 56
Billy O. Wiggins.................. 54
Marsha Yessick............cc.c.... 49

POSITIONS(1) PRINCIPAL O
FOR PREVIOU
Director President, Am
Plastics, Inc
Director President, R.
& Company, In
Director President and
Operating Off
Fillauer, Inc
Director Chairman, Fil
President, Director Banker
Executive Vice President, Banker
Director
Director President, Ke
Company, Inc.
Director President, Fi
Director President, MP
Chairman of the Board, Banker
Chief Executive Officer
Director Physician
Director Consultant
Director President, Ch
Services, Inc
Director President, Ch
Director Owner, Yessic

(1) All positions with Cornerstone are since inéapt(January 23, 1996).

CCUPATIONS
S 5 YEARS
erican

.K. Haskew

c.
Chief
icer,

lauer, Inc.

y James Brick & Supply

nancial Management Corp.
L Construction Co.,

ief Executive

ecks, Inc.
k's Design Center

No director of Cornerstone is related to any othierctor, except Messrs. Brooks and Fillauer wietkapther-in-law. No director of
Cornerstone is a director or executive officermdther bank holding company, bank, savings and &saociation, or credit union. The

following is a brief description of the businespesience of the executive officers of Cornerstone:

EARL A. MARLER, JR., Chairman of the Board and Qhsecutive Officer, was employed by J.C. Bradf@&€ompany as an investment
broker from 1992 until 1995. From 1978 to 1992, Marler was executive vice president of Inter Fatl&avings Bank, Chattanooga,
Tennessee. His duties consisted primarily of adstrative responsibilities with emphasis on stratgd@anning and marketing. From 1954 to
1978, Mr. Marler was employed by First TennessegkBéational Association, Chattanooga, Tennesseeravhe became senior vice

president

-68-



primarily responsible for the retail operations. tdeeived both a B.S. in Business Administratiod aMasters of Business Administration
from the University of Tennessee, Chattanooga B8l#hd 1963, respectively. He completed the Stgbiaduate School of Banking,
Rutgers, New Jersey and received Graduate Cetéfiéa investments and commercial banking fromAlerican Institute of Banking.

TIMOTHY L. HOBBS, President, was vice presidenfiofncial planning of First Federal Bank, FSB/Am8oBank, Chattanooga,
Tennessee from July 1992 to September 1993. Fr@th ttBJune 1992 he was employed by Inter Federah@aBank, Chattanooga,
Tennessee, where he served as vice presidenyreeasd chief financial officer. Mr. Hobbs recadve B.S. in Accounting from the
University of Tennessee, Chattanooga, in 1980.

CAROLYN C. JOHNSON, Executive Vice President, waartth manager of the Dallas Bay office of AmSou#mBof Tennessee from
February 1993 to April 1995. She served as vicsigemt and branch manager of First Federal Sawindd oan, Chattanooga, Tennessee,
Union Square branch, from April 1992 to Februar93.9Ms. Johnson was employed by Inter Federal §avank from January 1965 to
April 1992.

TRANSACTIONS WITH MANAGEMENT

Cornerstone has and expects to have in the fuankifg and other business transactions in the arglicourse of its banking business with
directors, officers, and 10% beneficial owners ofri@rstone and their affiliates, including membartheir families or corporations,
partnerships, or other organizations in which sofficers or directors have a controlling interest,substantially the same terms (including
price, or interest rates and collateral) as thoseagiling at the time for comparable transactioiith wnrelated parties. Any such banking
transactions will not involve more than the normsk of collectibility nor present other unfavoralfeatures to Cornerstone.

THE CORNERSTONE BOARD AND ITS COMMITTEES

Directors are elected annually and each directtatshaffice until his successor is elected and djigali Committees of the Board and their
members include Executive Committee (Messrs. FélladHobbs, Levine and Marler), Directors' Loan Cadttea (Messrs. Amin, Brooks,
Hobbs, Large, Marler, Pollard and Ms. Johnson) Bksility Committee (Messrs. Driver, Fillauer, Hbs, Marler, Payne and Wiggins) and
Audit Committee (Messrs. Levine, Lloyd, Payne, $naihd Ms. Yessick).

EXECUTIVE COMPENSATION

No executive officer of Cornerstone received caghpensation in excess of $100,000 for the yeamgnidecember 31, 1996. The Summ
Compensation Table provides information for thergéadicated about the Chief Executive Officer (@
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Summary Compensation Table

Annual Compensation

(@) (b) (c) (d)
Name and Principal Position Year Salary ($) Bonus ($)
Earl A. Marler, Jr., CEO 1996 $65,000(1) $0

(1) Annualized.

COMPENSATION OF DIRECTORS

During 1996, no director received any compensdtoserving as a member of the Cornerstone Board.
OWNERSHIP OF CORNERSTONE COMMON STOCK

As of July __, 1997, Cornerstone's records indit#te following number of shares were beneficiallyned by (i) all persons who own
beneficially 5% or more of the Cornerstone Commtotl§ (ii) each person who is a director and nomifog director or a named executive
officer of Cornerstone and (iii) all directors aexkecutive officers as a group.

Amount and Nature

Name of of Beneficial Ownership Perce nt
Beneficial Owner (Number of Shares)(1) of Cl ass

@) Ramesh V. Amin.......cccovvveevveeeee. L 25,000 5.83 %
Timothy L. Hobbs.......ccccoooevvee. L 20,050 5.01 %
Carolyn C. Johnson.......cccceceveeeeeeee L 20,050 5.01 %
Earl A. Marler, Jr..ccvveeeiieee 25,178 5.86 %
(i) Ramesh V.Amin.....ccccooeeevviveeee. L 25,000 5.83 %
Randy Brooks.......cccccoueveveeveceeees L 16,556 4.42 %
B. Kenneth Driver.........ccooeeeeeeeee. L 15,186 4.20 %
Karl Fillauer........ccocvevvvcceeeees L 15,000 4.17 %
Timothy L. Hobbs ......cccoooevveee. L 20,050 5.01 %
Carolyn C. Johnson ......ccccceeveceeees L 20,050 5.01 %
James H. Large......ccooevvvvvveeeenen. L 18,980 4.03 %
Lawrence D. Levine.......ccoeevvveeeeee L 7,500 2.92 %
Russell W. Lloyd......c.ccooevvveenee. L 15,000 3.36 %
Earl A. Marler, Jr...ccooevvviceee L 25,178 5.86 %
Doyce G. Payne, M.D......ccovvveeeeeee. L 18,500 4.75 %
Bill Pollard......cccooovvviviiieneee 12,500 3.75 %
Turner Smith.....oovvvvieniiiiee. L 10,000 3.33 %
Billy O. Wiggins......cccocevvveveveees L 14,500 3.28 %
Marsha YesSiCK......ooooevvvveveenaneee L 8,000 2.18 %

(i)  Directors and executive officers as a gro up
(16 PersonsS)...ceeeeeeeeeeveiiciee 242,000 41.01 %

(1) Excludes shares subject to options exercisalthén 60 days after the Record Date held by tHiofang persons: Amin (10,000); Brooks
(10,000); Driver (10,000); Fillauer (10,000); Hohld®,000); Johnson (10,000); Large (5,000); Leyi®000); Lloyd (5,000); Marler
(10,000); Payne (10,000); Pollard (10,000); Smiih,@00); Wiggins (5,000); and Yessick (5,000) arkE&ors and executive officers as a
group (130,000). Such shares are deemed to bendisy for the purpose of computing the percentdgritstanding shares owned by such
person, but are not deemed to be outstanding éoptinpose of computing the percentage owned by#rer person.
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DESCRIPTION OF CORNERSTONE CAPITAL STOCK

Cornerstone is authorized by its charter (the "@mngrto issue a maximum of 2,000,000 shares ofrmomstock, $1.00 par value (the
"Cornerstone Common Stock") of which 590,130 warestanding at July _, 1997. The Charter alsoaizks the issuance of a maximum
of 2,000,000 shares of preferred stock (the"Prefe8tock™), of which no shares were outstandingatch 31, 1997.

COMMON STOCK

The holders of Cornerstone Common Stock are edititleone vote for each share held of record omatters submitted to a vote of
shareholders. Cumulative voting is not allowed.d¢o$ of Cornerstone Common Stock are entitleddeive ratably such dividends, if any.
may be declared by the Cornerstone Board out aflegally available therefore and, in the everiqufidation, dissolution or winding up of
Cornerstone, will be entitled to share ratablyliraasets remaining after payment of liabilitiemléters of Cornerstone Common Stock hav
preemptive rights. Holders of Cornerstone CommamtiShave no right to convert their Common Stock iy other securities. All
outstanding shares of Cornerstone are fully patirammassessable. Cornerstone acts as the tragsfarand registrar for Cornerstone
Common Stock.

Holders of Cornerstone Common Stock are entitle@¢eive ratably such dividends, if any, as magédared by the Board from funds
legally available whether in cash or stock; prodideowever, that the declaration and payment afldivds by the Cornerstone Board shall be
subject to the rules and regulations of the TDFl te FDIC governing the amount of dividends whitdly be paid to shareholders, the
manner in which dividends are paid, and the methibdsy, by which capital stock and surplus maydteed and reduced. See "Dividends."

PREFERRED STOCK

The Preferred Stock may be issued by vote of the&stone Board without shareholder approval, slijeall respects to approval by the
TDFI under the provisions of T.C.A. ss. 45-2-20feTPreferred Stock may be
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issued in one or more classes and series, withdesilgnations, full or limited voting rights (ortwout voting rights), redemption, conversi

or sinking fund provisions, dividend rates or psiens, liquidation rights, and other preferences lanitations as the Cornerstone Board may
determine in the exercise of its business judgmiémg. Preferred Stock may be issued by the Cornerdoard for a variety of reasons.
Cornerstone has no present plans to issue any Bféferred Stock.

The Preferred Stock could be issued in public tmgpe transactions in one or more (isolated oresenf) issues. The shares of any issue of
Preferred Stock could be issued with rights, initlgdroting, dividend, and liquidation features, stipr to those of any issue or class of
Common Stock, including the shares of Common Ssuoitdect to the Offering. The issuance of shareb@Preferred Stock could serve to
dilute the voting rights or ownership percentagaalfiers of the shares (or any other shares of Gomftock). The issuance of shares of the
Preferred Stock might also serve to deter or blookattempt to obtain control of Cornerstone, datilitate any such attempt.

WARRANTS

As of July __ , 1997, Cornerstone has Warrantsandéng which are exercisable for 590,130 sharésonherstone Common Stock. The
Warrants may be exercised in whole or in part fi2 Ber share if exercised by February 8, 1998 an@X5 per share if exercised by Febr

8, 2001. The Warrants may not be separately tradeday be transferred with the Common Stock. tiepto exercise the Warrant, the
holder must deliver a notice to Cornerstone oftibleler's intent to exercise the Warrant. The Warearrcise price and the number of shares
which can be purchased on exercise thereof widldjasted in the event of stock dividends, stocksptombinations or reclassifications and
certain other events that would cause a dilutiothefWarrants. The holders of Warrants are notledtio any rights of holders of shares of
Common Stock.

CONTROL-SHARE ACQUISITION PROVISIONS

Cornerstone's Charter includes a control-shareisitiqn provision where acquirers of control bloakKsstock are required to obtain
disinterested shareholder approval or by the affiive vote of 75% of the Cornerstone Board in otderote such shares. The Charter
specifically provides that no person shall makertrol-share acquisition by directly or indirectiffering to acquire, or acquiring the
beneficial ownership of more than 10% of any clafsan equity security of Cornerstone. In the exanbntrol-share acquisition is made in
violation of the Charter, all stock beneficially ned by any person in excess of 10% shall be coreidexcess stock" and shall not be
counted as stock entitled to vote and shall notdted by any person or counted as voting sharesrinection with any matters submitted to
the shareholders for a vote.

Any person who proposes to make or has made aotafiare acquisition may at the person's electiowveletin acquiring person statemen
Cornerstone at Cornerstone's principal office. abguiring person statement must set forth all efféllowing: (i) the identity of the acquiril
person and each other member of any group of whielperson is a part for purposes of determiningrobshares; (ii) a statement that the
acquiring person statement is given pursuant telaril of the Charter;

(iii) the number of shares of Cornerstone ownegdlly or indirectly, by the acquiring person amatle other member of the group; (iv) the
range of voting power under which the control-shagguisition falls or would, if consummated, fgll) if the controlshare acquisition has t
taken place: (a) a description in reasonable detdiie terms of the proposed contsblare acquisition; and (b) representations of tlogiaing
person, together with a statement, in reasonatiégl def the facts upon which they are based, thatproposed control-share acquisition, if
consummated, will not be contrary to law and thatacquiring person has the financial capacity aerthe proposed control-share
acquisition.

If the acquiring person so requests at the timdeti’ery of an acquiring person statement and gareandertaking to pay Cornerstone's
expenses of an annual meeting, within 10 days dftere the directors of Cornerstone or others aighd to call such a meeting under
Cornerstone's By-Laws shall call a special meeting
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shareholders of Cornerstone for the purpose ofideriag the voting rights to be accorded the shapegiired or to be acquired in the control-
share acquisition. Unless the acquiring personeagrewriting to another date, the special meedihghareholders shall be held within 50
days after receipt by Cornerstone of the requeslielacquiring person so requests in writing atttme of delivery of the acquiring person
statement, the special meeting must not be heldesdban 30 days after receipt by Cornerstoneeatiquiring person statement. If no
request is made, the voting rights to be accorbdedlhares acquired in the control-share acquisitiadi be presented to the next special or
annual meeting of the shareholders.

If a special meeting is requested, notice of thexig meeting of shareholders shall be given amptly as reasonably practicable by
Cornerstone to all shareholders of record as ofaberd date set for the meeting, whether or ntitieth to vote at the meeting. Notice of the
special or annual shareholder meeting at whiclvtitieg rights are to be considered must includeeoaccompanied by both of the following:
(a) a copy of the acquiring person statement dedivéo Cornerstone pursuant to Article 11 of theu®@r; (b) a statement by the Cornerstone
Board, authorized by its directors, of its positmmrecommendation, or that it is taking no positis making no recommendation, with
respect to the proposed control-share acquisition.

Control shares acquired in a control-share acduiisitave voting rights as were accorded the shHaefese the control-share acquisition only
to the extent granted by resolution approved byapority of the shares other than the interestedesher by the affirmative vote of 75% of
Cornerstone Board excluding any director who igppgeing to make a control share acquisition or veh@ member of a group making or
proposing to make a control share acquisition.

To be approved by the shareholders, the resolutiast be approved by: (a) each class or seriedeghtd vote separately on the proposal by a
majority of all the votes entitled to be cast bg tass or series with the holders of the outstandhares of a class or series being entitled to
vote as a separate class; and (b) each classi@s satitled to vote separately on the proposa ajority of all the votes entitled to be cast
by that group, excluding all interested shares.

INDEMNIFICATION OF DIRECTORS AND OFFICERS

Cornerstone's Charter and By-Laws provide thataiy indemnify directors and officers who are a p#otgny litigation or proceeding by
reason of the fact that he is or was a directafiicer of Cornerstone. Such indemnification maglirde reasonable expenses incurred in
connection with the action, suit or proceedingjl@v criminal, except as may be otherwise limitgdlaw, including attorneys fees and out-of-
pocket costs. Such indemnification will be in act@rce with the provisions of the Tennessee Bankiigand the Tennessee Business
Corporation Act and applicable rules and regulaiohall governmental authorities (including but himited to the FDIC, the TDFI, and the
Federal Reserve Board) as they may exist from toviene.

Cornerstone will indemnify its officers, directoesmployees and agents to the maximum extent pearity law. Judgments, fines and
settlements incurred by him in connection with angh suit or proceeding, if he acted in good faittl in a manner reasonably believed to be
in or not opposed to the best interest of the aaam, and, in the case of a derivative actiolehalf of the corporation, that he not be
adjudged to be liable for negligence or miscondaat,covered by the indemnification.

SECURITIES LAW LIMITATIONS

Insofar as indemnification for liabilities arisinmpder the Securities Act of 1933, as amended @le€'), may be permitted to directors,
officers and controlling persons of Cornerstonein@cstone has been advised that in the opinioheoBecurities and Exchange Commission
such indemnification is against public policy ap®essed in the Act and is, therefore, unenforceable
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EFFECT OF THE MERGER ON RIGHTS OF SHAREHOLDERS

East Ridge is a Tennessee corporation subjecetprivisions of the TBCA. Cornerstone is a Tennessaking corporation subject to the
provisions of the TBA and to the extent provisiafishe TBCA are not inconsistent with those of @A, Cornerstone is also subject to the
provisions of the TBCA. After the Merger, shareleklof Cornerstone, whose rights are governed bgeZstone's current Charter and
Bylaws and by theTBA and the TBCA, as describedsabwill become shareholders of New Cornerstonesghi@hts will then be governed
by the Amended and Restated Charter and AmendeRestdted Bylaws of New Cornerstone and by the TB&ffer the Merger, the rights
of shareholders of East Ridge who become sharetsotddéew Cornerstone will be governed by the Anezhdnd Restated Charter and
Amended and Restated Bylaws of New Cornerstonefdilmving is a summary of the material differenéeshe rights of shareholders of
East Ridge and Cornerstone and is qualified ientirety by reference to the governing law andcingent Charters and Bylaws of each of
East Ridge and Cornerstone and the proposed AmerdeRestated Charter ("Proposed Charter") and Aeteand Restated Bylaws
("Proposed Bylaws") of New Cornerstone. Copiesheffiroposed governing documents are attached hesefppendix "D." Certain topics
discussed below are also subject to federal lawtledegulations promulgated thereunder, includivage of the FDIC currently applicable to
Cornerstone.

REMOVAL OF DIRECTORS

East Ridge's, Cornerstone's and the Proposed Byewsle that any director is subject to removablyajority of the directors for cause or
by a majority of the shareholders without cause.

CONFLICT-OF-INTEREST TRANSACTIONS

The TBCA generally permits transactions involvirgsERidge and an interested director of East Rifdgethe material facts are disclosed
and a majority of disinterested directors or a cdtem of the East Ridge Board consents, (ii) théemia facts are disclosed and a majority of
disinterested shares entitled to vote thereon casse (iii) the transaction is fair to East Ridgée TBCA prohibits loans to directors by East
Ridge unless approved by a majority vote of disggted shareholders or the East Ridge Board detesntihat the loan benefits East Ridge
and either approves the specific loan or a gemdaal of loans by East Ridge.

The TBA has no specific provisions with regard ¢ofticts of interests of directors; however theemuind regulations of the FDIC goven such
transactions for directors of insured depositostitations.

MEETINGS OF SHAREHOLDERS

East Ridge's Bylaws authorize the Chairman of tharB, one-third of the members of the East Ridgar@or, shareholders owning at least
20% of the outstanding common stock, to call a ighe@reeting of shareholders for any purpose. Suchllshall state the purpose or purpc
of the proposed meeting.

Cornerstone's Bylaws and the Proposed Bylaws amathtire President, one-third of the members oBibard of Directors or, shareholders
owning at least 20% of the outstanding common sttckall a special meeting of shareholders for umpose. Such a call shall state the
purpose or purposes of the proposed meeting.

REQUIRED VOTE FOR AUTHORIZATION OF CERTAIN ACTIONS

The TBA provides that the recommendation of then@mstone Board and the approval of a majority efdhtstanding shares of Cornerstone
entitled to vote thereon is required to effect ageeor consolidation or to sell, lease or exchaswgestantially all of Cornerstone's assets.
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The TBCA provides that the approval of the EasgRiBoard and of a majority of the outstanding shafeEast Ridge entitled to vote ther
would also generally be required to approve a mayg® sell, lease, exchange or otherwise dispbsebstantially all of East Ridge's assets.
In accordance with the TBCA, submission by the Radge Board of any such action may be conditiomedny basis, including without
limitation, conditions regarding a supermajoritytimg requirement or that no more than a certainlmemof shares indicate that they will seek
dissenters' rights.

With respect to a merger, no vote of the sharelsloEEast Ridge would be required if East Ridgeevthe surviving corporation and (i) East
Ridge's Charter would remain unchanged after thgyengsubject to certain exceptions, (ii) each shaider of East Ridge immediately bef
the merger would hold an identical number of shaséth identical rights and preferences, afterrterger, (iii) the number of voting shares
outstanding immediately after the merger plus thlper of voting shares issuable as a result ofmbeyer (either by conversion of securities
issued pursuant to the merger or the exercisgbfsiand warrants issued pursuant to the mergér)yjat exceed by more than 20% the
number of voting shares of the surviving corporaotstanding immediately before the merger; andtie number of participating shares
outstanding immediately after the merger, plusniber of participating shares issuable as a restiie merger (either by conversion of
securities issued pursuant to the merger or theemeeof rights and warrants issued pursuant torteeger), will not exceed by more than 2
the total number of participating shares outstagdimmediately before the merger.

With respect to a sale, lease, exchange or otkppsition of substantially all the assets of EdadgR, no vote of the shareholders of East
Ridge would be required if such transfer were cateldiin the regular course of business or if suahsfer were made to a wholly-owned
subsidiary of East Ridge.

For a discussion of the Control-Share Acquisitioovgsions of the Proposed Charter, See "Descripifofiornerstone Capital Stock."
ACTION BY WRITTEN CONSENT

The TBCA provides that action may be taken witheghareholder meeting and vote if all shareholdetisled to vote on the action consent
to taking such action without a meeting. Actionviajtten consent of the East Ridge shareholderb@Ciornerstone shareholders is
impracticable, and action by written consent ofsheaeholders of New Cornerstone will be impratlieagiven the number of holders of E
Ridge Common Stock and Cornerstone Common Stock.

INSPECTION RIGHTS

The TBCA contains provisions granting shareholdleesright to inspect certain records of each cafion. East Ridge shareholders are
entitled to inspect and copy, during regular businigours at East Ridge's principal office, the t@gawf shareholder meetings, charter,
bylaws, annual reports, and certain other recofdiseocorporation, provided the shareholder givesdorporation written notice of his
demand at least 5 business days before the dathioh he wishes to inspect and copy the recordadtition, a shareholder who makes a
demand in good faith, for a proper purpose, andridzss with reasonable particularity his purpose @we records he desires to inspect, and if
the records are directly connected with his purpossy also, upon 5 days' written notice, inspedt@py: (i) accounting records of the
corporation, (ii) the records of shareholders axxkegpts from minutes of any meeting of the boardicdctors, (iii) records of any action of a
committee of the board of directors while actinglace of the board of directors on behalf of tbgoration, (iv) minutes of any meeting of
the shareholders, and (v) records of action taketid shareholders or board of directors withouresting.

The TBA has no such provisions.
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AMENDMENT OF CERTIFICATE OF INCORPORATION OR CHARTE R AND BYLAWS

The Charter and Bylaws of East Ridge and the Charté Bylaws of Cornerstone and the Proposed Ghamtbthe Proposed Bylaws may all
be amended by the affirmative vote of a majorityhaf outstanding shares entitled to vote thereon.

VOLUNTARY DISSOLUTION

The TBCA provides that East Ridge may be dissolf/éite East Ridge Board proposes dissolution andhpority of the shares of East Ridge
entitled to vote thereon approves. In accordande tve TBCA, the East Ridge Board may conditiorsitbmission of a proposal for
dissolution on any basis, including a greater di@der vote requirement.

The TBA and the rules and regulations of the FDd@egn the dissolution of Cornerstone.
INDEMNIFICATION

The TBCA provides in certain situations for mandgat@nd permissive indemnification of directors anfficers. The TBCA provides that
statutory indemnification is not to be deemed esigle: of any other rights to which a director segkimdlemnification may be entitled;
provided, however, no indemnification may be mddgefinal adjudication adverse to the director fiicer establishes his liability (1) for any
breach of loyalty to the corporation or its shatdhos; (2) for acts or omissions not in good faittwhich involve intentional misconduct or a
knowing violation of law; or (3) for unlawful dishutions.

The Bylaws of both East Ridge and Cornerstone hedPtoposed Bylaws provide for indemnification iwédtors and officers as allowed by
the TBCA.

BUSINESS COMBINATION STATUTE

Tennessee's Business Combination Act providesatpatty owning 10% or more of stock in a "resid#ornestic corporation” (such party is
called an "interested shareholder") cannot engagebusiness combination with the resident domestigoration unless the combination (i)
takes place at least 5 years after the interesi@etolder first acquired 10% or more of the residi®mestic corporation, and (i) either (A’
approved by at least 2/3 of the non-interestechgathares of the resident domestic corporatioBpsétisfies certain fairness conditions
specified in the Business Combination Act.

These provisions apply unless one of two eventarsc@é business combination with an entity can peatwithout delay when approved by
the target corporation's board of directors betbat entity becomes an interested shareholdeheoresident corporation may enact a charter
amendment or bylaw to remove itself entirely frdra Business Combination Act. This charter amendmehylaw must be approved by a
majority of the shareholders who have held sharembre than one year prior to the vote. It maytake effect for at least 2 years after the
vote. East Ridge has not adopted a charter or bgtaendment removing East Ridge from coverage uh@eBusiness Combination Act.

The Business Combination Act further provides aengption from liability for officers and director$ esident domestic corporations who
not approve proposed business combinations orestemendments and bylaws removing their corporatitom the Business Combination
Act's coverage as long as the officers and diredot in "good faith belief" that the proposed hass combination would adversely affect
their corporation's employees, customers, supplgrthe communities in which their corporation @tes and such factors are permitted t
considered by the board of directors under thetehar
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For a discussion of the change of control provisiohthe FDIC rules and regulations with respec@oonerstone and of the Federal Reserve
Board with respect to East Ridge, see "Businesoofierstone” and "Business of East Ridge," resyslgti

CONTROL SHARE ACQUISITION ACT

The Tennessee Control Share Acquisition Act ("TCS)pstrips a purchaser's shares of voting rightstang an acquisition of shares in a
covered Tennessee corporation brings the purcbassimg power to 1/5, 1/3 or a majority of all gt power. The purchaser's voting rights
can be established only by a majority vote of ttiepshareholders. The purchaser may demand a ANtaging of shareholders to conduct
such a vote. The purchaser can demand such a géefiore acquiring a control share only if it hofddeast 10% of outstanding shares and
announces a good faith intention to make the cbabrare acquisition. A target corporation may oymat redeem the purchaser's shares if
the shares are not granted voting rights. The TBdtains no similar provisions.

The Proposed Charter includes similar provisiornthéoTCSAA.
INVESTOR PROTECTION ACT

Tennessee's Investor Protection Act ("TIPA") appteetender offers directed at corporations (caltdteree companies") that have
"substantial assets" in Tennessee and that aer @ittorporated in or have a principal office imhessee. The TIPA requires an offeror
making a tender offer for an offeree company @ fiith the Commissioner of Commerce and Insuratiee"Commissioner") a registration
statement. When the offeror intends to gain cordfdhe offeree company, the registration statemmugt indicate any plans the offeror has
for the offeree. The Commissioner may require &oltéitl information material to the takeover offedanay call for hearings. The TIPA does
not apply to an offer that the offeree companyarbaf directors recommends to shareholders.

In addition to requiring the offeror to file a regiation statement with the Commissioner, the TiBduires the offeror and the offeree
company to deliver to the Commissioner all solitita materials used in connection with the tendéaroThe TIPA prohibits "fraudulent,
deceptive, or manipulative acts or practices" liyegiside, and gives the Commissioner standingpdydor equitable relief to the Chancery
Court of Davidson County, Tennessee, or to anyrathancery court having jurisdiction whenever ipegrs to the Commissioner that the
offeror, the offeree company, or any of its respecaffiliates has engaged in or is about to engageviolation of the TIPA. Upon proper
showing, the Chancery Court may grant injunctivieefeThe TIPA further provides civil and criminpénalties for violations.

The TBA contains no similar provisions with respecinvestor protection.
AUTHORIZED CORPORATION PROTECTION ACT

The Tennessee Authorized Corporation Protection(SACPA") is the vehicle through which the Tennesstatutes attempt to permit the
Business Combination Act and the TCSAA to govemneiffn corporations. The TACPA provides that an arted corporation can adopt a
bylaw or a charter provision electing to be subfjedhe operative provisions of the Business Coumifidm Act and the TCSAA, which then
become applicable "to the same extent as suchgioogi apply to a resident domestic corporation thatized corporations are those that are
required to obtain a Certificate of Authority fralre Tennessee Secretary of State and that satigfg af certain tests including having its
principal place of business located in Tennessaany a significant subsidiary located in Tenneskaging a majority of such corporation's
fixed assets located in Tennessee; having morell®%nof the beneficial owners of the voting stockmmre than 10% of such corporation's
shares of voting stock beneficially owned by resideof Tennessee; employing more than 250 individimalennessee or having an annual
payroll paid to residents of Tennessee that ixaess of $5,000,000; producing goods and/or ses\iit@ennessee that result
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in annual gross receipts in excess of $10,000,600aving physical assets and/or deposits locatddnaTennessee that exceed $10,000,000
in value.

The United States Court of Appeals for the Sixtredit, however, has held the TACPA unconstituticamlt applies to target corporations
organized under the laws of states other than Temee

The TBA contains no similar provisions with respectuthorized corporation protection.
GREENMAIL ACT

The Tennessee Greenmail Act ("TGA") applies to @mporation chartered under the laws of Tennes$gehvinas a class of voting stock
registered or traded on a national securities exghar registered with the SEC pursuant to Sedt®{g) of the Exchange Act. The TGA
provides that it is unlawful for any corporationsubsidiary to purchase, either directly or indigg@ny of its shares at a price above the
market value, as defined in the TGA, from any pensbo holds more than 3% of the class of the stesipurchased if such person has held
such shares for less than 2 years, unless eitbgruithase is first approved by the affirmativeevafta majority of the outstanding shares of
each class of voting stock issued or the corparatiakes an offer of at least equal value per sioaa## holders of shares of such class.

The TBA contains no similar provisions with respecgreenmail.
DIVIDENDS AND OTHER DISTRIBUTIONS
Neither East Ridge nor Cornerstone has ever paidisdends on its common stoc

The TBA generally allows dividends to be paid ousarplus of Cornerstone or out of the net prafit€ornerstone for the current fiscal year
and/or the prior fiscal year. Cornerstone is prbtiad by the TDFI from paying dividends for a periaf three years from the date
Cornerstone began its operations. See "Informa&iamcerning Cornerstone -- Supervision and Reguilatio

The TBCA provides that East Ridge generally may endikidends or other distributions to its sharekdaddunless after the distribution either
(i) East Ridge would not be able to pay its deBtthay become due in the usual course of busing#} Bast Ridge's assets would be less
than the sum of its liabilities plus the amount tlvauld be needed to satisfy the preferential digsgm rights of its preferred stock. There are
no shares of East Ridge preferred stock authorized.

DISSENTERS' RIGHTS
For a discussion of dissenters' rights under thA @aBd the TBCA, see "The Merger -- Dissenters' Rigand Appendix C.
VALIDITY OF COMMON STOCK

A legal opinion to the effect that the shares oiiN&ornerstone Common Stock when issued in accoedaitb the Merger Agreement, will
be validly issued, fully paid and nonassessable been rendered by Baker, Donelson, Bearman & GadlidavProfessional Corporation,
Memphis, Tennessee, counsel to Cornerstone.

EXPERTS

The consolidated financial statements of East Radgkits subsidiary included herein have been dadied in reliance on the report of Jos
Decosimo and Company, LLP, independent certifidalipiaccountants, given on the authority of saithfas experts in auditing and
accounting. Representatives of Joseph Decosim&@antpany,
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LLP, are expected to be present at the East Ridegtilg, will have an opportunity to make a statenifethey desire to do so and are
expected to be available to respond to appropgiagstions.

The financial statements of Cornerstone includedihénave been so included in reliance on the tegfddazlett, Lewis & Bieter, PLLC,
independent certified public accountants, givenhenauthority of said firm as experts in auditimgl@ccounting. Representatives of Hazlett,
Lewis & Bieter, PLLC, are expected to be preserthatCornerstone Meeting, will have an opportutotynake a statement if they desire tc

so and are expected to be available to responppi@priate questions.

-79-



INDEX TO FINANCIAL INFORMATION

Pro Forma Financial Information

East Ridge Pro Forma Combined Condensed Ba

East Ridge Pro Forma Combined Condensed St
March 31, 1997 .....ccoceeiiiiieeee

East Ridge Pro Forma Combined Condensed Ba

East Ridge Pro Forma Combined Condensed St
31,1996 ...ooiiiiii e

FINANCIAL STATEMENTS OF EAST RIDGE BANCSHARES, INC.

Consolidated Balance Sheet at March 31, 19

Consolidated Statements of Income for the
and 1996 (unaudited) .........ccccee......

Consolidated Statement of Stockholders' Eq
March 31, 1997 (unaudited) ...............

Consolidated Statements of Cash Flows for
and 1996 (unaudited) ...........cceeeene

Report of Independent Accountants ........
Consolidated Balance Sheets at December 31
Consolidated Statements of Income for the

Consolidated Statements of Stockholders' E
December 31, 1996, 1995 and 1994..........

Consolidated Statements of Cash Flows for
December 31, 1996, 1995 and 1994..........

Notes to Consolidated Financial Statements

Balance Sheet at March 31, 1997 (unaudited
Statement of Operations for the three mont
Statement of Cash Flows for the three mont
Notes to Financial Statements (Unaudited)
Report of Independent Certified Public Acc
Balance Sheet at December 31, 1996........
Statement of Operations From Inception (Ja

Statement of Changes in Stockholders' Equi
Through December 31, 1996 ................

Statement of Cash Flows From Inception (Ja

Notes to Financial Statements.............

lance Sheets as of March 31, 1997 ................

atements of Income for the three months ended

lance Sheets as of December 31, 1996 ..............

atements of Income for the year ended December

AND SUBSIDIARY
97 (unaudited) ......ccceeeiiiiiieieieee e

three months ended March 31, 1997

,1996 and 1995 .......coiiiiiiiin

years ended December 31, 1996, 1995 and 1994.......

quity for the years ended

FINANCIAL STATEMENTS OF CORNERSTONE COMMUNITY BANK

hs ended March 31, 1997 (unaudited) ...............

hs ended March 31, 1997 (unaudited) ...............

nuary 23, 1996) Through December 31, 1996 .........

ty From Inception (January 23, 1996)



PRO FORMA FINANCIAL INFORMATION

The following unaudited pro forma combined condensalance sheet reflects (a) the combined conddraadce sheets of East Ridge and
Cornerstone as of March 31, 1997 and December@®b and (b) the pro forma combined condensed statenof income as of March 31,
1997 and December 31, 1996 giving effect to thesation as a "reverse acquisition” where the aeqis deemed to be Cornerstone in view
of the 79.4% ownership interest of the Cornershrsgeholders in New Cornerstone after the Merdee.dombined financial statements
reflect the combined financial position as if tlembination had been consummated as of the endgfahiod for which a balance sheet is
presented and the combined results of operatiofidtess combination had been consummated at thanbieg) of the fiscal year presented,
after giving effect to certain pro forma adjustneedéscribed in the accompanying notes. All adjustmeecessary to arrive at a fair staten

of the financial condition of East Ridge and Costene at March 31, 1997 and December 31, 1996¢iopinion of the managements of the
respective companies, have been included and a@&ofmal recurring nature. This unaudited pro odata should be read in conjunction
with the consolidated historical financial statemsesf East Ridge and Cornerstone, including thpeetive notes thereto, which are included
herein. See "Summary -- Equivalent and Pro FornaaeSbata" and "-- Selected Financial Data and R&tithe pro forma data set forth in
the following pro forma combined condensed balastmet does not reflect, due to immateriality, ¢Gerd@cruals, reserves and one-time costs
that may be required to be made by Cornerstoneipatgo the Merger Agreement which are describetutSummary -Equivalent and Pi
Forma Share Data."
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PRO FORMA COMBINED CONDENSED BALANCE SHEET
AS OF MARCH 31, 1997
(IN THOUSANDS)(UNAUDITED)

Pro forma
Cornerstone East Ridge Adjustments(g) Pro for ma
Assets:
Cash and due from banks $ 730 $ 2,479 $ $ 32 09
Interest-bearing deposits 1,207 1,2 07
Securities available for sale 1,869 7,428 9,2 97
Securities held to maturity 7,050 5,362 12,4 12
Federal funds sold 1,850 2,600 (4,288)a 1 62
Loans, net 22,194 24,705 46,8 99
Premises, net 941 823 500 b 2,2 64
Accrued interest receivable 217 288 5 05
Goodwill 2,794 ¢ 2,7 94
Other assets 271 848 - 11 19
Total $ 36,329 $ 44,533 $ (994) $798 68
Liabilities and stockholders' equity:
Deposits $ 30,814 $ 40,684 $ $71,4 98
Federal funds purchased
Other borrowed funds 364 3 64
Other liabilities 147 402 252 8 01
Total liabilities 30,961 41,450 252 72,6 63
Redeemable common stock 1,162 d 11 62
Stockholders' equity:
Common stock 590 1,090 (97)d 6 46
153 e
(1,090)f
Surplus 5,311 10 (1,065)d 5,9 30
1,684 e
(20)f
Retained earnings (503) 2,014 (2,014)f 5 03)
Unrealized appreciation (loss on
securities available-for-sale (30) (31) 31f ( 30)
Total stockholders' equity 5,368 3,083 (2,408) 6,0 43
Total liabilities and stockholders' equity $ 36,329 $ 44,533 $ (994) $798 68

a. Cash paid to East Ridge shareholders repregef@f, or $4,287,500, of the purchase price.
b. Estimated mark-to-market adjustment for EasgRidranch office, based on assessed value.
c. Goodwill related to the transaction is estimatete $2,794,000 and is to be amortized straigktdver 15 years.

d. Redeemable equity held by David E. Young repiss@6,857 shares redeemable at $12.00 per shane diate of closing, $12.55 per st
in 1998 (46,745 shares), $14.00 per share in 1883%6 shares) and $16.00 per share in 2000 (25/T&@s).

e. Adjustments for redeemable equity held by D&itYoung and assumes that 30%, or $1,837,500 egbuinchase price will be paid in the
form of New Cornerstone Common Stock resultinghimissuance of 153,125 newly issued shares.

f. Adjustments to eliminate capital of East Ridge.

g. Allocation of purchase price:

[Equity in carrying value of net assets of East Rid ge $ 3,083
Adjustments to state at fair market value:
Write-up fixed assets 500

Acquisition accruals:
Severance pay 0



Legal, accounting, and professional fees
Tax effect of purchase adjustments
Goodwill

Adjusted equity in carrying value of assets
Allocated as follows:
Cash of $56.1772 per share paid to East Ridge

shareholders up to a maximum of $4,287,500

Par value of an estimated 153,125 shares issued for
30% of outstanding East Ridge Common Stock

Estimated amount in excess of par value of 153,125
shares of New Cornerstone Common Stock issued at
$12.00 per share, $1.00 par value per share

Total purchase price
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PRO FORMA COMBINED CONDENSED STATEMENTS OF INCOME
THREE MONTHS ENDED MARCH 31, 1997
(IN THOUSANDS, EXCEPT PER SHARE DATA)(UNAUDITED)

Pro forma

Corners tone East Ridge Adjustments Pro forma
Interest income:
Interest and fees on loans $ 49 6 $ 636 $1,132
Interest and dividends on securities 13 0 177 307
Other interest income 4 5 50 (54)a 41
Total interest income 67 1 863 (54) 1,480
Interest expense:
Interest on deposits 34 8 395 743
Interest on other borrowed funds 5 5
Total interest expense 34 8 400 748
Net interest income 32 3 463 (54) 732
Provision for loan losses 8 0 12 92
Net interest income after provision 24 3 451 (54) 640
Non-interest income 2 4 101 125
Non-interest expense 26 1 397 @4nb 611
Income before income taxes 6 155 ) 154
Income taxes ( 5) 44 3) 36
Net income $ 1 1 $ 111 $ 4 $ 118

Average shares outstanding:

Pro forma, reported 59 0 109 (52) 647
Earnings per share:
Pro forma $0.18

a. Earnings foregone from proceeds used to pawsin distribution to East Ridge shareholders reptegg70%, or $4,287,500, of the
purchase price at an average rate of 5.00%.

b. Estimated net cost savings through operatirigieficies realized in connection with the Merger.

Increases in non-interest expense:

Amortization of goodwill (15 year period) $47
Amortization of write-up on fixed assets 4
Total 51

Decreases in non-interest expense:

Personnel costs (61)

Other (37)

(98)

Net decrease in non-interest expense $(47)
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PRO FORMA COMBINED CONDENSED BALANCE SHEETS
AS OF DECEMBER 31, 1996
(IN THOUSANDS) (UNAUDITED)

Pro forma
Cornerstone East Ridge Adjustments(g) P ro forma
Assets:
Cash and due from banks ............ccccccveene. $ 1,306 $2361 $ $ 3,667
Interest-bearing deposits ......... 1,206 1,206
Securities available for sale 1,925 5,299 7,224
Securities held to maturity .............cccoceeee 4,279 5,475 9,754
Federal funds sold .........cccccceeeeeiiininnnne 2,300 4,315 (4,288)(a) 2,327
Loans, Net ....ceeeviiiiieeciee e 15,912 24,978 4 0,890
Premises, net .........cccceevinneenn. 949 848 500 (b) 2,297
Accrued interest receivable 167 286 453
GoOdWill(1)...ccvveeeiiieiiiieiiienne 2,830 (c) 2,588
Other assets ......cccceeviiiieeiiiiiiee s 254 804 0 1,058
Total oo $28,298 $44,366 $ (958) $7 1,706
Liabilities and stockholders' equity:
DEPOSILS ..ocvveeireeciieecee e $22,779 $40,562 $ $6 3,341
Federal funds purchased
Other borrowed funds ...........ccccoociiieennns 364 364 364
Other liabilities ..........cccceviiiinnne. 142 393 252 787
Total liabilities ...........ccccccveennee 22,921 41,319 252 6 4,492
Redeemable common stock............ccceeeennnee. 1,162 (d) 1,162
Stockholders' equity:
Common StOCK ......covvveiieiiiiiiee e 590 1,100 (97)(d) 646
153 e
(1,100) f
SUMPIUS .o 5,311 35 (1,065)(d) 5,930
1,684 e
(35)()
Retained earnings .......cccccccceveeeeeeenennnn. (514) 1,903 (1,903)(f) (514)
Unrealized appreciation (loss) on securities..... s
available-for-sale...........ccccocoeeennne (20) 9 9) (10)
Total stockholders' equity ............... 5,377 3,047 (2,372) 6,052
Total liabilities and stockholders'
EQUILY vveeeiieeiiee e $28,298 $44,366 $ (958) $7 1,706

(a) Cash paid to East Ridge shareholders repragen®%, or $4,287,500, of the purchase price.

(b) Estimated mark-to-market adjustment for EasigRiBranch office; based on assessed value.

(c) Goodwill related to the transaction is estirddie be $2,830,000 and is to be amortized strdightever 15 years.

(d) Redeemable equity held by David E. Young regmes 96,857 shares redeemable at $12.00 per shdne date of closing, $12.55 per
share in 1998 (46,745 shares), $14.00 per shdr@9 (28,356 shares) and $16.00 per share in ZOQ@56 shares).

(e) Adjustments for redeemable equity held by D&vi®Young and assumes that 30%, or $1,837,50begbtirchase price will be paid in the
form of New Cornerstone Common Stock resultinghimissuance of 153,125 newly issued shares.

(f) Adjustment to eliminate capital of East Ridge.

(9) Allocation of purchase price:

[Equity in carrying value of net assets of East Rid ge $ 3,047
Adustments to state at fair market value:
Write-up fixed assets 500

Acquisitoin accruals
Severance pay 0

Legal, accounting and professional fees (100)



Tax effect of purchase adjustments
Goodwill

Adjusted equity in carrying value of assets
Allocated as follows:

Cash of $56,1772 per share paid to East Ridge
shareholders up to a maximum of $4,287,500

Par value of an estimated 153,125 shares issued for

30% of outstanding East Ridge Common Stock

Estimated amount in excess of par value of 153,125
shares of New Cornerstone Common Stock issued at

$12.00 per share, $1.00 par value per share

Total purchase price



PRO FORMA COMBINED CONDENSED STATEMENTS OF INCOME
YEAR ENDED DECEMBER 31, 1996
(IN THOUSANDS, EXCEPT PER SHARE DATA) (UNAUDITED)

Pro forma

Cornerst one EastRidge Adjustments Pro forma
Interest income:
Interest and fees on loans .............. 9 69 $2,529 $ 3,498
Interest and dividends on securities .... 1 17 732 849
Other interest income .................. 1 45 67 (214)(a) 2)
Total interest income ................... 1,2 31 3,328 (214)(a) 4,345
Interest expense:
Interest on deposits ..........ccceeueeee 44 9 1,509 1,958
Interest on other borrowed funds ........ 32 32
Total interest expense .................. 44 9 1,541 1,990
Net interest income ..........cc.o....... 78 2 1,787 (214) 2,355
Provision for loan losses ............... 20 1 36 237
Net interest income after provision ..... 58 1 1,751 (214) 2,118
Non-interest income ..................... 3 8 458 496
Non-interest expense .................... 1,26 4 1,521 (568)(b) 2,217
Income before income taxes .............. (64 5) 688 354 397
Income taxes .......cocceeeereniinennn. (13 1) 202 9) 62
Net income .......cccccovveevveeennnn. $ (51 4) $ 486 $ 363 $ 335
Average shares outstanding:
Pro forma, reported .................... 59 0 112 (55) 647
Earnings per share:
Pro forma ......cccoocvvvvvienennnne $ 0.52

(a) Earnings foregone from proceeds used to pdy diasribution to East Ridge shareholders représgm0%, or $4,287,500, of the purchase
price at an average rate of 5.00%.

(b) Estimated net cost savings through operatifigieficies realized in connection with the Merger.

Increases in non-interest expense:

Amortization of goodwill (15 year period) $ 189
Amortization of write-up on fixed assets 17
Total 206

Decreases in non-interest expense:

Personnel costs (236)

Cornerstone organization costs (377)

Other (161)

(774)

Net decrease in non-interest expense $ (568)
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EAST RIDGE BANCSHARES, INC. AND SUBSIDIARY

CONSOLIDATED BALANCE SHEET
MARCH 31, 1997
(IN THOUSANDS)

(UNAUDITED)

ASSETS

Cash and Due from Banks
Federal Funds Sold

Total Cash and Cash Equivalents

Securities Available-for-Sale
Securities to be Held to Maturity
Loans - less allowance for loan losses
Bank Premises and Equipment, net
Interest Receivable

Other Assets

TOTAL ASSETS

LIABILITIES AND STOCKHOLDERS' EQUITY

LIABILITIES
Deposits -
Demand
Interest-Bearing Demand
Savings
Certificates of Deposit of $100 or More
Certificates of Deposit Under $100

Total Deposits

Other Liabilities

Total Liabilities

STOCKHOLDERS' EQUITY
Common Stock
Paid-In Surplus
Retained Earnings
Unrealized Appreciation (Depreciation) on
Securities Available-for-Sale, net of tax

Total Stockholders' Equity

TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY
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EAST RIDGE BANCSHARES, INC. AND SUBSIDIARY
CONSOLIDATED STATEMENTS OF INCOME
THREE MONTHS ENDED MARCH 31, 1997 AND 1996
(IN THOUSANDS)

(UNAUDITED)

1 997 1996
INTEREST INCOME
Loans $ 636 $610
Investment Securities -
U.S. Treasury 30 33
U.S. Government Agencies 100 99
States and Political Subdivisions 42 41
Other 5 3
Income on Federal Funds Sold 50 12
863 798

INTEREST EXPENSE
Interest on Certificates of Deposit

of $100 or More 58 57
Interest on Other Deposits 337 330
Other 5 8

400 395

NET INTEREST INCOME BEFORE

PROVISION FOR LOAN LOSSES 463 403
Provision for Loan Losses 12 12
NET INTEREST INCOME 451 391

NONINTEREST INCOME

Service Charges on Deposit Accounts 79 79

Credit Life Commissions - - 2

Other 22 62
101 143

NONINTEREST EXPENSES

Salaries 199 198
Employee Benefits 39 35
Net Occupancy 22 20
Other 137 124
397 377

INCOME BEFORE PROVISION FOR

INCOME TAXES 155 157
Provision for Income Taxes 44 48
NET INCOME $ 111 $109

COMMON STOCK DATA
Weighted Average Number of
Common Shares Outstanding 109 112

Net Income Per Share $1 .02 $.97



EAST RIDGE BANCSHARES, INC. AND SUBSIDIARY
CONSOLIDATED STATEMENT OF STOCKHOLDERS' EQUITY
THREE MONTHS ENDED MARCH 31, 1997
(IN THOUSANDS)

(UNAUDITED)

UNREA
APPREC
(DEPREC
ON SEC
COMMON ST OCK PAID-IN RETAINED AVAIL
SHARES AMOUNT SURPLUS EARNINGS FOR-S
BALANCE - December 31, 1996 110 $ 1,100 $ 35 $ 1,903 $
Retirement of Common stock 1) (10) (25)
Net Changes in Unrealized
Appreciation on Securities
Available-for-Sale (
Net Income 111
BALANCE - March 31, 1997 109 $ 1,090 $ 10 $2,014 $ (

LIZED
IATION
IATION)
URITIES
ABLE-
ALE

10

41)



EAST RIDGE BANCSHARES, INC. AND SUBSIDIARY

CONSOLIDATED STATEMENTS OF CASH FLOWS

THREE MONTHS ENDED MARCH 31, 1997 AND 1996
(IN THOUSANDS)

(UNAUDITED)

1997 1996
NET CASH FLOWS FROM OPERATING ACTIVITIES $ 131 $ 202
CASH FLOWS FROM INVESTING ACTIVITIES
Proceeds from Sales, Calls and Maturities of
Available-for-Sale Securities 226 1,524
Purchase of Available-for-Sale Securities (2,416) (1,192)
Proceeds from Calls and Maturities of
Held-to-Maturity Securities 114 223
Purchase of Held-to-Maturity Securities - (546)
Net (Increase) Decrease in Loans 261 (1,223)
Proceeds on Sale of Loan -- 795
NET CASH USED BY INVESTING ACTIVITIES (1,815) (419)
CASH FLOWS FROM FINANCING ACTIVITIES
Net Increase in Deposits 122 1,830
Retirement of Common Stock (35) -
NET CASH PROVIDED BY FINANCING ACTIVITIES 87 1,830
NET INCREASE (DECREASE) IN CASH
AND CASH EQUIVALENTS (1,597) 1,613
CASH AND CASH EQUIVALENTS - beginning of year 6,676 2,824
CASH AND CASH EQUIVALENTS - end of year $5,079 $ 4,437
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REPORT OF INDEPENDENT ACCOUNTANTS

Board of Directors and Stockholders
East Ridge Bancshares, Inc. and Subsidiary EageRitennessee

We have audited the accompanying consolidated balsineets of East Ridge Bancshares, Inc. and safysic of December 31, 1996 and
1995, and the related consolidated statementsofiie, stockholders' equity and cash flows for edc¢he three years in the period ended
December 31, 1996. These consolidated financitdrsents are the responsibility of the company'sagament. Our responsibility is to
express an opinion on the consolidated financekstents based on our audits.

We conducted our audits in accordance with geneaaltepted auditing standards. Those standardsedhat we plan and perform the audit
to obtain reasonable assurance about whether tteokidated financial statements are free of mdtarisstatement. An audit includes
examining, on a test basis, evidence supportingutheunts and disclosures in the consolidated fiahatatements. An audit also includes
assessing the accounting principles used and &ignifestimates made by management, as well asatirgj the overall financial statement
presentation. We believe that our audits providesaonable basis for our opinion.

In our opinion, the consolidated financial statetegeferred to above present fairly, in all matenégpects, the financial position of East
Ridge Bancshares, Inc. and subsidiary as of DeceBihel 996 and 1995, and the results of their djpgrsiand their cash flows for each of
the three years in the period ended December 28, 18 conformity with generally accepted accougfminciples.

Our audits were made for the purpose of formingginion on the basic consolidated financial stateisiéaken as a whole. The
accompanying consolidating information is preserfitegurposes of additional analysis and is natquired part of the basic consolidated
financial statements. Such information has beefestdd to the auditing procedures applied in thditawf the basic consolidated financial
statements and, in our opinion, is fairly statedllrmaterial respects in relation to the basicsotidated financial statements taken as a whole.

The corporation changed its method of accountinglédt securities during 1994.

Chattanooga, Tennessee
February 10, 1997
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EAST RIDGE BANCSHARES, INC. AND SUBSIDIARY
CONSOLIDATED BALANCE SHEETS
December 31, 1996 and 1995

1996 1995
ASSETS
Cash and Due from Banks $ 2,360,643 $ 2,249,472
Federal Funds Sold 4,315,000 575,000
Total Cash and Cash Equivalents 6,675,643 2,824,472
Securities Available-for-Sale 5,299,037 7,014,683
Securities to be Held to Maturity 5,475,306 6,104,238
Loans - less allowance for loan losses of
$296,487 for 1996 and $306,997 for 1995 24,977,654 22,407,252
Bank Premises and Equipment, net 847,832 950,772
Interest Receivable 286,396 324,157
Other Assets 803,822 773,655
TOTAL ASSETS $44,365,690 $40,399,229
LIABILITIES AND STOCKHOLDERS' EQUITY
LIABILITIES
Deposits -
Demand $4,983,065 $ 4,306,914
Interest-Bearing Demand 8,547,951 8,267,850
Savings 6,559,326 6,623,161
Certificates of Deposit of $100,000 or More 3,754,252 3,616,387
Certificates of Deposit Under $100,000 16,717,625 14,302,457
Total Deposits 40,562,219 37,116,769
Other Liabilities 756,195 632,437
Total Liabilities 41,318,414 37,749,206
STOCKHOLDERS' EQUITY
Common Stock - $10 par value - 150,000 shares
authorized; 110,020 shares issued for 1996 and
112,000 shares issued for 1995 1,100,200 1,120,000
Paid-In Surplus 34,500 84,000
Retained Earnings 1,903,145 1,416,767
Unrealized Appreciation (Depreciation) on
Securities Available-for-Sale, net of tax
of $5,781 for 1996 and $(17,931) in 1995 9,431 29,256
Total Stockholders' Equity 3,047,276 2,650,023
TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY $44,365,690 $40,399,229

The accompanying notes are an integral part ofitlamcial statements.
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EAST RIDGE BANCSHARES, INC. AND SUBSIDIARY
CONSOLIDATED STATEMENTS OF INCOME

Years Ended December 31, 1996, 1995 and 1994

INTEREST INCOME

Loans

Investment Securities -
U.S. Treasury
U.S. Government Agencies
States and Political Subdivisions
Other

Income on Federal Funds Sold

INTEREST EXPENSE
Interest on Certificates of Deposit
of $100,000 or More
Interest on Other Deposits
Other

NET INTEREST INCOME BEFORE
PROVISION FOR LOAN LOSSES

Provision for Loan Losses

NET INTEREST INCOME

NONINTEREST INCOME
Service Charges on Deposit Accounts
Credit Life Commissions
Other

NONINTEREST EXPENSES
Salaries
Employee Benefits
Net Occupancy
Other

INCOME BEFORE PROVISION FOR
INCOME TAXES

Provision for Income Taxes

NET INCOME

COMMON STOCK DATA
Weighted Average Number of
Common Shares Outstanding

Net Income Per Share

The accompanying notes are an integral part ofitlamcial statements.

1996 1995 1994

$2,529,196 $2,361,102 $2,033,287
133,902 106,748 75,152
425586 397,268 337,239
155,187 71,563 4,551
17,104 - -

67,565 104,596 29,900
3,328,540 3,041,277 2,480,129
214,004 202,325 78,099
1,294,923 1,167,519 835,586
31,929 31,689 22,811
1,540,856 1,401,533 936,496
1,787,684 1,639,744 1,543,633
36,000 48,000 74,000
1,751,684 1,591,744 1,469,633
323,677 340,389 344,051
10,260 6,034 6,394
124,404 95,450 148,621
458,341 441,873 499,066
795,670 761,432 763,920
135,706 140,057 151,043
79,228 97,219 94,983
510,943 542,042 607,083
1,521,547 1,540,750 1,617,029
688,478 492,867 351,670
202,100 149,800 132,300
$ 486,378 $ 343,067 $ 219,370
111,993 112,000 112,000

$ 434 $ 306 $ 1.96




EAST RIDGE BANCSHARES, INC. AND SUBSIDIARY
CONSOLIDATED STATEMENT OF STOCKHOLDERS' EQUITY
Years Ended December 31, 1996, 1995 and 1994

COMMON
SHARES
BALANCE - December 31, 1993 112,000

Adjustment of Securities
to Market Value Upon
Adoption of Statement of
Financial Accounting
Standards No. 115

Net Changes in Unrealized
Appreciation on
Securities Available-
for-Sale

Net Income

BALANCE - December 31, 1994 112,000

Net Changes in Unrealized
Appreciation on Securities
Available-for-Sale

Net Income

BALANCE - December 31, 1995 112,000
Retirement of Common Stock ( 1,980)

Net Changes in Unrealized
Appreciation on Securities
Available-for-Sale

Net Income

BALANCE - December 31, 1996 110,020

STOCK
AMOUNT
$ 1,120,000

PAID-IN RETAINED
SURPLUS EARNINGS
$ 84,000 $ 854,330

219,370

1,120,000

84,000 1,073,700

343,067

1,120,000

( 19,800)

84,000 1,416,767

(49,500)

486,378

$ 1,100,200

$ 34,500 $1,903,145

The accompanying notes are an integral part ofitlamcial statements.
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EAST RIDGE BANCSHARES, INC. AND SUBSIDIARY
CONSOLIDATED STATEMENTS OF CASH FLOWS
Years Ended December 31, 1996, 1995 and 1994

1996 1995 1994
CASH FLOWS FROM OPERATING
ACTIVITIES
Interest Received $3,366,301 $2,964,086 $2,410,007
Noninterest Income Received 388,761 407,447 405,566
Interest Paid (1,479,462) (1,359,883) (908,268
Cash Paid to Suppliers and Employees (1,429,366) (1,496,536) (1,451,387
Income Taxes Paid (175,228) (251,363) (47,378
NET CASH PROVIDED BY OPERATING ACTIVITIES 671,006 263,751 408,540
CASH FLOWS FROM INVESTING ACTIVITIES
Proceeds from Sales, Calls and Maturities of
Available-for-Sale Securities 3,083,912 1,152,294 1,682,997
Purchase of Available-for-Sale Securities (1,386,535) (4,551,189) (548,750
Proceeds from Calls and Maturities
of Held-to-Maturity Securities 1,715,964 1,001,420 662,759
Purchase of Held-to-Maturity Securities (1,051,162) (3,012,886) (2,427,911
Net Increase in Loans (3,356,102) (931,519) (3,307,799
Acquisition of Premises and Equipment (6,194) (94,564) (93,892
Proceeds on Sale of Loan 794,682 -- 855,737
NET CASH USED BY INVESTING ACTIVITIES (205,435) (6,436,444) (3,176,859
CASH FLOWS FROM FINANCING ACTIVITIES
Net Increase in Deposits 3,445,450 6,441,091 985,504
Principal Payments on Long-Term Debt - - (324,000
Proceeds from Issuance of Long-Term Debt -- -- 355,000
Retirement of Common Stock (59,850) -- --
NET CASH PROVIDED BY FINANCING ACTIVITIES 3,385,600 6,441,091 1,016,504
NET INCREASE (DECREASE) IN CASH
AND CASH EQUIVALENTS 3,851,171 268,398 (1,751,815
CASH AND CASH EQUIVALENTS -
beginning of year 2,824,472 2,556,074 4,307,889
CASH AND CASH EQUIVALENTS -
end of year $6,675,643 $2,824,472 $2,556,074

The accompanying notes are an integral part ofitlamcial statements.
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EAST RIDGE BANCSHARES, INC. AND SUBSIDIARY
CONSOLIDATED STATEMENTS OF CASH FLOWS
Years Ended December 31, 1996, 1995 and 1994

1996 1995 1994
RECONCILIATION OF NET INCOME TO
NET CASH PROVIDED BY
OPERATING ACTIVITIES
Net Income $ 486,378 $ 343,067 $ 219,370
Depreciation 109,134 113,087 102,580
Amortization and Accretion (49,487) (38,434) (6,122 )
Provision for Loan Losses 36,000 48,000 74,000
Gain on Investments (89) -- --
Gain on Sale of Loan (44,982) -- (58,893 )
Deferred Income Taxes (1,000) (14,600) (34,125 )
Deferred Compensation 16,879 15,303 13,495
Net Increase in Cash Surrender Value
of Insurance Policies (24,509) (34,426) (34,607 )
Changes in Operating Assets and
Liabilities -
Decrease (Increase) in -
Interest Receivable 37,761 (77,191) (70,122 )
Other Assets 7,492 246 (3,321 )
Increase (Decrease) in -
Interest Payable 61,394 41,650 28,228
Other Liabilities 8,123 (45,988) 58,969
Income Taxes Payable 27,912 (86,963) 119,088
NET CASH PROVIDED BY OPERATING
ACTIVITIES $ 671,006 $ 263,751 $ 408,540

SUPPLEMENTAL DISCLOSURES OF
NONCASH INVESTING AND
FINANCING ACTIVITIES
Unrealized Appreciation (Depreciation)
on Available-for-Sale Securities,
net of deferred taxes $ (19,825) $ 77,560 $ (48,304 )
Issuance of Promissory Note Upon
Purchase and Retirement of Common
Stock $ 9450 $ - 3 -

The accompanying notes are an integral part ofitlamcial statements.
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EAST RIDGE BANCSHARES, INC. AND SUBSIDIARY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accounting and reporting policies and practiddsast Ridge Bancshares, Inc. and subsidiaryaconfvith generally accepted accounting
principles and general practice within the bankirdystry.

Descriptions of significant policies and practiess as follows:

DESCRIPTION OF BUSINESS - The corporation is a baek holding company primarily conducting busin@sdamilton County in
Tennessee and the surrounding areas through g&dgardy, The Bank of East Ridge.

CASH AND DUE FROM BANKS - The company maintainsvatious financial institutions cash accounts whitdy exceed federally
insured amounts at times.

CASH AND CASH EQUIVALENTS - For purposes of casbviils, the corporation considers Federal Funds Sald#her cash items to be
cash equivalents.

PRINCIPLES OF CONSOLIDATION - The consolidated fingal statements include the accounts of the pa@mpany and its wholly-
owned subsidiary. All intercompany accounts anddaations have been eliminated in consolidation.

INVESTMENT SECURITIES 4nvestment securities that the corporation hagptsitive intent and ability to hold to maturityeaslassified a
held-to-maturity and are stated at cost adjustedruortization of premiums and accretion of disasuwhich are recognized as adjustments
to interest income. Investment securities consitlexailable-for-sale are adjusted for unrealizeldihg gains and losses and recorded at fair
value. The difference in fair value and cost adjd$br amortization and accretion for securitieailable-for-sale is shown as a separate
component of stockholders' equity net of incomeatiigcts. Gains or losses on disposition are bagdtie net proceeds and the adjusted
carrying amount of the securities sold, using tecic identification method.

ALLOWANCE FOR LOAN LOSSES - The allowance for lokrsses is established through a provision for loases charged to expenses.
Loans are charged against the allowance for losse®when management believes the collection mfipsl is unlikely. The allowance is
determined by management based on loan loss erperaénd evaluation of potential loss in the curteam portfolio.

BANK PREMISES AND EQUIPMENT - Bank premises and gupent are stated at cost less accumulated depioeci&xpenditures for
repairs and maintenance are charged to expensewasad and additions and improvements that sicanifily extend the lives of assets are
capitalized. As assets are retired or otherwisgodisd of, cost and accumulated depreciation areveafrom the related accounts and any
gain or loss is reflected in operations.

Depreciation is provided primarily using the straitine method over the estimated useful liveshef depreciable assets.
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EAST RIDGE BANCSHARES, INC. AND SUBSIDIARY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - contin  ued

INTEREST INCOME ON LOANS - Interest on loans is aed and credited to income based on the prineipedunt outstanding. The
accrual of interest on loans is discounted whethénopinion of management, there is an indicatiah the borrower may be unable to meet
payments as they become due. Upon such discontiayatt unpaid accrued interest is reversed.

INCOME TAXES - The parent and its wholly-owned sidiiery file consolidated federal income tax returns

Income taxes are computed based on the provisioBtatement of Financial Accounting Standards Ni®, TAccounting for Income Taxes."
Deferred tax assets and liabilities are recogniaethe estimated future tax effects attributetetmporary differences between book and tax
bases of assets and liabilities and for carryfodwams. The measurement of current and deferseddsets and liabilities is based on enacted
tax law. Deferred tax assets are reduced, if nacgsy a valuation allowance for the amount ofttarefits that may not be realized.

COMMON STOCK DATA - Earnings per share is compubgdlividing the net income for the period by theghted average number of
common and common equivalent shares outstandinggltire period.

ESTIMATES AND UNCERTAINTIES - The preparation ofifincial statements in conformity with generallyeqated accounting principles
requires management to make estimates and assas it affect the reported amounts of assetsiabiities and disclosure of contingent
assets and liabilities at the date of the finanstalements and the reported amounts of revenuesxqenses during the reporting period.
Actual results could differ from those estimates.

RECLASSIFICATIONS - Certain reclassifications hdeen made to prior years' financial statementsndorm with the current year
presentation.

INVESTMENT SECURITIES

During 1994, the bank adopted Statement of FinhAgeounting Standards No. 115, "Accounting for @ar Investments in Debt and Equ
Securities." The statement requires investmentrimsuto be classified in three categories:

held-to-maturity, available-for-sale and tradingr Becurities to be classified as heldataturity, the bank must demonstrate the posititeni
and ability to hold the securities to maturity. diray securities, of which the bank has none, atar#ées bought and held principally for the
purpose of selling them in the near future. Avdéafor-sale securities are those securities natsdfi@d as held-to-maturity or trading.

The amortized cost and estimated market valueafriies at December 31, 1996 and 1995, by contehchaturity, are shown below.
Expected maturities will differ from contractual tugties because borrowers may have the right lcoc@repay obligations with or without
call or prepayment penalties. Included in U.S. Goreent Agencies and other securities are certdiatecalized mortgage obligations with
an amortized cost of $144,048 available-for-sal $169,213 held-to-maturity for 1996 and $727,7@¢&lable-for-sale and $313,624 held-
to-maturity for 1995 and an estimated market valu$144,487 available-for-sale and $154,337 helchsturity for 1996 and $721,696
available-for-sale and $305,394 held-to-maturity f895.
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EAST RIDGE BANCSHARES, INC. AND SUBSIDIARY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

INVESTMENT SECURITIES - continued

DECEMBER 31, 1996

GROSS GROSS GROSS ESTIMATED
AMORTIZ ED UNREALIZED UNREALIZED MARKET
COST GAINS LOSSES VALUE
AVAILABLE-FOR-SALE
U.S. Treasury -
Maturing within one year $ 598, 798 $3640 $ - $ 602,438
Maturing after one but
within five years 1,237, 900 3,123 2,101 1,238,922
1,836, 698 6,763 2,101 1,841,360
U.S. Government Agencies -
Maturing within one year 234, 446 900 168 235,178
Maturing after one but within
five years 1,240, 210 4,030 2,567 1,241,673
Maturing after five but within
ten years 200, 000 -- 1,859 198,141
Maturing after ten years 555, 782 4,204 3,450 556,536
2,230, 438 9,134 8,044 2,231,528

States and Political Subdivisions -

Maturing after ten years 937, 210 14,563 374 951,399
Other -
Maturing after ten years 279, 479 - 4,729 274,750

Total Investment Securities
Available-for-Sale $5,283, 825 $30,460 $ 15,248 $5,299,037

HELD-TO-MATURITY

U.S. Government Agencies -
Maturing after one but within

five years $2,106, 754 $ 177 $ 20,614 $2,086,317
Maturing after ten years 1,461, 628 10,465 14,991 1,457,102
3,568, 382 10,642 35,605 3,543,419

States and Political Subdivisions -
Maturing after five but within

ten years 145, 834 -- 500 145,334
Maturing after ten years 1,761, 090 37,782 5,746 1,793,126
1,906, 924 37,782 6,246 1,938,460

Total Investment Securities
Held-to-Maturity $5,475, 306 $48,424 $ 41,851 $5,481,879
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EAST RIDGE BANCSHARES, INC. AND SUBSIDIARY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

INVESTMENT SECURITIES - continued

DECEMBER 31, 1995

GROSS GROSS GROSS ESTIMATED
AMORTIZ ED UNREALIZED UNREALIZED MARKET
COST GAINS LOSSES VALUE
AVAILABLE-FOR-SALE
U.S. Treasury -
Maturing within one year $ 901 512 $ 663 $ 2,116 $ 900,059
Maturing after one but
within five years 1,491, 877 19,243 - 1,511,120
2,393, 389 19,906 2,116 2,411,179
U.S. Government Agencies -
Maturing within one year 100, 562 -- 790 99,772
Maturing after one but within
five years 1,915, 485 10,444 758 1,925,171
Maturing after five but within
ten years 447, 907 6,642 -- 454,549
Maturing after ten years 958, 578 10,902 7,650 961,830
3,422, 532 27,988 9,198 3,441,322
States and Political Subdivisions -
Maturing after ten years 872, 260 12,722 -- 884,982
Other -
Maturing after ten years 279, 315 - 2,115 277,200
Total Investment Securities
Available-for-Sale $6,967, 496 $60,616 $ 13,429 $7,014,683
HELD-TO-MATURITY
U.S. Government Agencies -
Maturing within one year $ 38, 266 $ -- $ - $ 38,266
Maturing after one but within
five years 1,644, 391 - 35,595 1,608,796
Maturing after five but within
ten years 1,594, 653 9,447 876 1,603,224
Maturing after ten years 1,068, 042 10,423 14,629 1,063,836
4,345, 352 19,870 51,100 4,314,122
States and Political Subdivisions -
Maturing after ten years 1,758, 886 42,758 6,108 1,795,536
Total Investment Securities
Held-to-Maturity $6,104, 238 $62,628 $ 57,208 $6,109,658

Securities pledged to secure various public depasitl other balances have an amortized cost 084483 and a market value of $1,625,624
as of December 31, 1996, and an amortized co2,d64,422 and a market value of $2,453,867 as oéDéer 31, 1995.
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EAST RIDGE BANCSHARES, INC. AND SUBSIDIARY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

INVESTMENT SECURITIES - continued

Gross realized gains and gross realized losseales sf available-for-sale securities were $6,32¥ $6,238, respectively, for 1996. No sales

transactions occurred during 1995 and 1994.

As permitted by the Financial Accounting Standd@dard, the bank made a one-time reclassificatioredfain securities prior to December
31, 1995. Securities transferred from the held-tdurity to the available-for-sale classificatiordremortized costs of $1,383,392 and

unrealized gains of $12,171 as of the date of feans
LOANS
Major classifications of loans are as follows:

199
Real Estate Loans
Commercial and Industrial Loans
Consumer Installment Loans

Allowance for Loan Losses

Net Loans

$ 16,60
4,32
4,33

6

7,000
9,000
8,141

4,141

6,487)

7,654

1995
$ 14,782,000
3,602,000
4,330,249
22,714,249
(306,997)

$ 22,407,252

Transactions in the allowance for loan losses amensarized as follows:

Allowance for Loan Losses -

beginning of year
Provision for Loan Losses
Loans Charged Off
Recoveries

Allowance for Loan Losses - end of year

1996 1995 1994

$ 306,997
36,000
(58,458)
11,948

$284,714 $192,636
48,000

(33,765)
8,048

74,000
(25,587)
43,665

$ 296,487

$ 306,997

$ 284,714

Because of uncertainties inherent in the estimgirogess, management's estimate of credit loshesant in the loan portfolio and the related
allowance may change in the near term. Howeveramheunt of the change that is reasonably possiriaat be estimated.
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EAST RIDGE BANCSHARES, INC. AND SUBSIDIARY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

BANK PREMISES AND EQUIPMENT

Bank premises and equipment consist of the follgwin

1996 1995

Land and Improvements $ 182,712 $ 182,712
Buildings 447,447 447,447
Furniture and Equipment 828,851 822,658

Automobiles 36,590 36,590
1,495,600 1,489,407
Accumulated Depreciation (647,768) (538,635)
$ 847,832 $ 950,772

OTHER LIABILITIES

On March 29, 1994, the corporation entered intd,20,000 revolving credit agreement with a finahwistitution. The corporation may
borrow up to the maximum principal amount of thieland it is collateralized by all of the outstangdstock of The Bank of East Ridge.
Interest equal to the financial institution's basemercial rate is payable annually. The line efldragreement expires April 1, 1997, but |
be converted to a 10-year term note if the corpamas in compliance with the terms of the agreeimen

An outstanding balance of $355,000 is includedtireoliabilities as of December 31, 1996 and 1995.

The loan agreement related to the revolving cleditcontains various restrictive covenants whintiide minimum capital and performance
ratios of the subsidiary, restrictions on fixededsglditions, other indebtedness and dividend pagsn&he corporation was not in complial
with certain covenants as of December 31, 1996;elvew the financial institution has waived its tighinder the agreement arising from th
violations.

The corporation entered into a promissory note endinber 31, 1996, in the amount of $9,450. Intevédkbe paid at a rate of 6% per annum
with the note due June 30, 1997.

RELATED PARTIES

Certain directors of the corporation and compaimeghich they were principal owners were loan costos of the bank during 1996 and
1995. Such loans are made in the ordinary courbaigihess at normal credit terms, including intera® and collateralization. The total of
such loans amounted to $168,058 as of Decembdr9®8, and $122,958 as of December 31, 1995. DW99G, $151,072 of these loans
were made and repayments totaled $105,972.
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EAST RIDGE BANCSHARES, INC. AND SUBSIDIARY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

INCOME TAXES

The provision for income taxes consists of theofwlhg:

1996 1995 1994
Current Provision $ 203,100 $ 164,400 $ 166,500
Deferred Provision (1,000) (14,600) (34,200)
$ 202,100 $ 149,800 $132,300

Reconciliation of the provision for income taxestatutory rates is as follows:

1996 1995 1994

Federal Income Tax at Statutory Rate $ 236,900 $167,600 $ 116,800
Decreases Resulting From -

Tax Exempt Interest (45,900) (24,300) (1,700)

Life Insurance (9,300) (13,100) (13,200)

Other (4,600) (3,900) (2,500)
Increases Resulting From -

State Income Taxes, net of federal income tax ben efit 24,300 17,200 10,800

Other 700 6,300 22,100

$202,100 $149,800 $ 132,300

The following is a summary of the significant compats of the corporation's deferred tax assetdialitities:

1996 1995
DEFERRED TAX ASSETS
Loan Loss Reserve $102,74 3 $106,947
Other 16,57 0 13,195
119,31 3 120,142

DEFERRED TAX LIABILITIES

Property and Equipment 79,73 6 81,565
Securities Available-for-Sale 5,78 1 17,931
85,51 7 99,496

NET DEFERRED TAX ASSETS $ 33,79 6 $ 20,646



EAST RIDGE BANCSHARES, INC. AND SUBSIDIARY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

401(k) PLAN

The bank's 401(k) Plan (the plan) covers employsssting certain age and service requirements.dieatits of the plan may make elective

contributions up to the maximum percentage allowabtough a salary reduction plan. The bank mayenma&tching contributions equal to a
discretionary percentage, to be determined by émd bof the participants' salary reductions. Coutions to the plan were $7,020 for 1996,

$6,554 for 1995 and $6,817 for 1994.

DEFERRED COMPENSATION PLAN

The bank's salary continuation and survivor incqia@s cover certain officers and directors. Th@phlaere funded by single premium
contributions. The present value of future berpdigments is accrued annually. The following sumeearihis information:

1996 1995

Current Value of Life Insurance Policies -

beginning of year $706,198 $671,772

Amortization of Surrender Charges (10,395) -

Mortality Cost (6,582) (6,106)

Policy Income 41,486 40,532
Current Value of Life Insurance Policies -

end of year $ 730,707  $ 706,198
Present Value of Future Benefit Payments $ 55,064 $ 38,185

OPERATING LEASE

The bank leases certain real estate under nonedmhe@perating leases. The leases include an oftimnew during 1997 for a five year
term. Future minimum lease payments under the $e@sef December 31, 1996, are as follows:

YEAR ENDING
December 31, 1997 $ 36,400

Rental expense totaled $46,444 for 1996, $67,081965 and $102,290 for 1994.
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EAST RIDGE BANCSHARES, INC. AND SUBSIDIARY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

FINANCIAL INSTRUMENTS WITH OFF-BALANCE-SHEET RISK A ND CONCENTRATIONS OF CREDIT RISK

The bank is a party to financial instruments withlmlance-sheet risk in the normal course of besinto meet the financing needs of its
customers. These financial instruments include cidments to extend credit and standby letters aditr&hose instruments involve, to
varying degrees, elements of credit risk in exadésbe amount recognized in the balance sheetcdh&ract or notional amounts of those
instruments express the extent of involvement #rekihas in particular classes of financial instratee

East Ridge Bancshares, Inc. and subsidiary's expdscredit loss from nonperformance by the offaety to the financial instruments for
commitments to extend credit and standby lettegedit is represented by the contractual amouthasge instruments. The bank uses the
same credit policies in making commitments and @@l obligations as it does for on-balance-shestruments.

The bank generally requires collateral or otheusgcto support financial instruments with off-bakce-sheet credit risk.

CONTRACT OR NOTIONAL AMOUNT
DECEMBER 31,

1996 1995
Financial Instruments Whose
Contracts Represent Credit Risk -
Commitments to Extend Credit $5,702,298 $6,578,245
Standby Letters of Credit 366,025 152,300

$6,068,323  $6,730,545

Commitments to extend credit are agreements totleedstomers. Commitments generally have fixedraiipn dates or other termination
clauses and may require payment of fees. Since wiatme commitments are expected to expire with@itng drawn upon, the total
commitment amounts do not necessarily represeunteiguidity requirements. The amount drawn onttital commitments is $3,475,990 as
of December 31, 1996, and $3,805,750 as of DeceBhelr995. The bank evaluates each customer's gvedhiness on a case-by-case
basis. The amount of collateral obtained if deemsxkssary by the bank on extension of credit ischas management's credit assessment of
the counterparty. Collateral held varies but mayjude certificates of deposit, assignment of lifsurance policies, automobiles and real
estate. The amount collateralized as of Decembet @6, was 69% and as of December 31, 1995, wis 60

Standby letters of credit are conditional committeéssued by the bank guaranteeing performancecogtamer to a third party. The credit
risk involved in issuing letters of credit is essalty the same as that involved in extending I¢ecilities to customers. The bank holds
personal guarantees as collateral supporting tbasenitments. The extent of collateral held for gnoemmitments varies.
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EAST RIDGE BANCSHARES, INC. AND SUBSIDIARY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

FINANCIAL INSTRUMENTS WITH OFF-BALANCE-SHEET RISK A ND CONCENTRATIONS OF CREDIT
RISK - continued

The bank's loan portfolio is diversified with reddo customers, industries and types of collat@@thbugh most of the bank's business is in
Hamilton County and 66% of its 1996 loans and 65%sdl995 loans are real estate related. Occakyoih@ans to a customer or to a groug
related entities may constitute a concentratiocredlit risk. As of December 31, 1996, three suaiceatrations existed consisting of loans to
three customers representing 17%, 17% and 16%edfahk's total capital. As of December 31, 1998¢ fmich concentrations existed
consisting of loans to four customers represerttirid, 16%, 16% and 15% of the bank's total capital.

The bank's aggregate amount of cash value lifeamae policies as a percent of the bank's totatalapas 22% as of December 31, 1996,
24% as of December 31, 1995.

SUPPLEMENTAL FINANCIAL DATA

Components of other noninterest income and norastexpenses in excess of 1% of income not distlelsewhere for the respective peri
are as follows:

1996 1995 1994
Noninterest Income -
Earnings on Cash Surrender Value

of Life Insurance Policies $41,486 $40,532  $40,277
Noninterest Expense -
Furniture and Equipment Repair $62,381 $54,780 $62,137
Printing Supplies $53,979 $62,011  $59,951
FDIC Insurance Premiums $ -- $36,101 $7,323
Telephone $ -- $31,480 $35,662

REGULATORY MATTERS

The corporation and bank are subject to variouslaggry capital requirements administered by tliefal banking agencies. Failure to meet
minimum capital requirements can initiate certasnhatory - and possibly additional discretionaagtions by regulators that, if undertaken,
could have a direct material effect on the corporeég financial statements. Under capital adequrigelines and the regulatory framework
for prompt corrective action, the corporation amdbmust meet specific capital guidelines that inw@uantitative measures of the
corporation and bank's assets, liabilities, anthoepff-balance-sheet items as calculated undgriagory accounting practices. The
corporation and bank's capital amounts and classifin are also subject to qualitative judgmentshiayregulators about components, risk
weightings and other factors.
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EAST RIDGE BANCSHARES, INC. AND SUBSIDIARY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

REGULATORY MATTERS - continued

Quantitative measures established by regulati@nsure capital adequacy require the corporatiorban#t to maintain minimum amounts :
ratios (set forth in the table below) of total aridr | capital (as defined in the regulations)igk+weighted assets (as defined), and Tier |
capital (as defined) to average assets (as defiMat)agement believes, as of December 31, 1996thtbaorporation and bank meet all
capital adequacy requirements to which they argestib

As of December 31, 1996, the most recent notiticetifrom the Federal Deposit Insurance Corporatadaegorized the bank as well
capitalized under the regulatory framework for ppbrorrective action. To be categorized as welitatiped, the corporation and bank must
maintain minimum total risk-based, Tier | risk-bdsand Tier | leverage ratios as set forth in thetaThere are no conditions or events since
that notification that management believes havegéd the corporation and bank's category.

The corporation's and bank's actual capital amoamdsratios are also presented in the table.

TO BE WELL
FOR CAPITAL CAPITALI ZED UNDER PROMPT
ACTUAL ADEQUACY PURPOSES CORRECTIVE ACTION PROVISIONS
AMOUNT RA TIO AMOUNT RATIO AMOUNT RATIO
DECEMBER 31, 1996
TOTAL CAPITAL
(TO RISK WEIGHTED ASSETS)
East Ridge Bancshares,
Inc. and Subsidiary $3,334,332 12 .0% $ 2,230,000 >8.0% $2,787, 500 >10.0%
The Bank of East
Ridge $ 3,634,000 13 .0% $2,230,240 >8.0% $2,787, 800 >10.0%
TIER | CAPITAL
(TO RISK WEIGHTED ASSETS)
East Ridge Bancshares,
Inc. and Subsidiary $ 3,037,845 10 .9% $ 1,115,000 >4.0% $1,672, 500 >6.0%
The Bank of East
Ridge $ 3,337,236 12 .0% $1,115,120 >4.0% $1,672, 680 >6.0%
TIER | CAPITAL
(TO AVERAGE ASSETS)
East Ridge Bancshares,
Inc. and Subsidiary $3,037,845 7 .0% $1,727,600 >4.0% $ 2,159, 500 >5.0%
The Bank of East

Ridge $3,337,236 7 1% $1,727,720 >4.0% $ 2,159, 650 >5.0%
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ACTUAL
AMOUNT RA
DECEMBER 31, 1995

TOTAL CAPITAL
(TO RISK WEIGHTED ASSETS)
East Ridge Bancshares,

Inc. and Subsidiary $ 2,927,764
The Bank of East
Ridge $3,288,935 13

TIER | CAPITAL
(TO RISK WEIGHTED ASSETS)
East Ridge Bancshares,
Inc. and Subsidiary $ 2,620,767
The Bank of East
Ridge $2,981,938 11

TIER | CAPITAL
(TO AVERAGE ASSETS)
East Ridge Bancshares,
Inc. and Subsidiary $ 2,620,767
The Bank of East
Ridge $2,981,938 7

COMMITMENTS

SUBSEQUENT EVENT

EAST RIDGE BANCSHARES, INC. AND SUBSIDIARY

REGULATORY MATTERS - continued

11

10

TIO

.6%

.0%

3%

.8%

.6%

.6%

TO

FOR CAPITAL

ADEQUACY PURPOSES

AMOUNT

$ 2,026,270

$ 2,026,510

$ 1,013,135

$ 1,013,255

$ 1,577,280

$ 1,577,400
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RATIO

>8.0%

>8.0%

>4.0%

>4.0%

>4.0%

>4.0%

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

CAPITAL
CORRECTIV
AMOUNT

$ 2,532,

$ 2,533,

$1,519,

$1,519,

$1,971,

$1,971,

BE WELL

IZED UNDER PROMPT

E ACTION PROVISIONS
RATIO

838 >10.0%

138 >10.0%

703  >6.0%
883 >6.0%
600 >5.0%

750 >5.0%

On November 8, 1996, the corporation and bank edt&rto an agreement with officers and full-timepdomyees of the bank to pay severance
benefits if officers and employees are involunyat@rminated within the two-year period after th@sing date of a change in control as
defined in the agreement. The maximum severancefitepayable could be approximately $299,000.

Subsequent to year end, The Bank of East Ridgeeshieto discussions to merge with another banlk. Sirviving corporation will be The
Bank of East Ridge. At the closing, The Bank oftERisige will amend and restate its charter to ckeatgname and change its authorized
shares and par value.



EAST RIDGE BANCSHARES, INC. AND SUBSIDIARY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

CONDENSED PARENT COMPANY FINANCIAL STATEMENTS
Condensed financial statements of East Ridge Baneshinc. are summarized as follows:

CONDENSED BALANCE SHEETS

1996 1995

ASSETS

Cash $ 102,862 $ 7,687
Investment in Subsidiary 3,346,667 3,011,194
Receivable from Subsidiary 42,544 36,134
TOTAL ASSETS $3,492,073  $3,055,015
LIABILITIES AND STOCKHOLDERS' EQUITY

LIABILITIES

Other Liabilities $ 444,797 $ 404,992
STOCKHOLDERS' EQUITY

Common Stock - $10 par value - 150,000 shares aut horized;

110,020 shares issued 1,100,200 1,120,000
Paid-In Surplus 34,500 84,000
Retained Earnings 1,903,145 1,416,767
Unrealized Appreciation on Securities

Available-for-Sale 9,431 29,256

Total Stockholders' Equity 3,047,276 2,650,023
TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY $3,492,073  $3,055,015
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EAST RIDGE BANCSHARES, INC. AND SUBSIDIARY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

INCOME
Dividend $
Other Income

EXPENSES
Interest
Other Expense

INCOME (LOSS) BEFORE INCOME TAX
BENEFIT AND EQUITY IN
UNDISTRIBUTED INCOME OF
SUBSIDIARY

Income Tax Benefit

INCOME (LOSS) BEFORE EQUITY IN
UNDISTRIBUTED INCOME OF SUBSIDIARY

Equity in Undistributed Income of Subsidiary

NET INCOME

RETAINED EARNINGS - beginning of year

RETAINED EARNINGS - end of year

CONDENSED PARENT COMPANY FINANCIAL STATEMENTS - con tinued

CONDENSED STATEMENTS OF INCOME AND RETAINED EARNING S

1996 1995 1994
150,000 $ 15000 $ 86,000
329 1,972 562
150,329 16,972 86,562
31,929 31,689 22,811

120 - 556
32,049 31,689 23,367
118,280  (14,717) 63,195
(12,800)  (10,300)  (10,500)
131,080 (4,417) 73,695
355,298 347,484 145,675
486,378 343,067 219,370
1,416,767 1,073,700 854,330
1,903,145 $1,416,767 $ 1,073,700
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EAST RIDGE BANCSHARES, INC. AND SUBSIDIARY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

CONDENSED PARENT COMPANY FINANCIAL STATEMENTS - con tinued

CONDENSED STATEMENTS OF CASH FLOWS

CASH FLOWS FROM OPERATING ACTIVITIES
Net Income
Adjustments to Reconcile Net Income
to Net Cash Provided by Operating
Activities -
Equity in Earnings of Subsidiary
Dividends Received from Subsidiary
Changes in Operating Assets and Liabilities -
Decrease (Increase) in -
Receivable from Subsidiary
Taxes Receivable
Increase (Decrease) in -
Payable to Subsidiary
Interest Payable
Other Payables
Taxes Payable

NET CASH PROVIDED BY OPERATING ACTIVITIES

CASH FLOWS FROM INVESTING ACTIVITIES
Additional Capitalization of Subsidiary

CASH FLOWS FROM FINANCING ACTIVITIES
Repayment of Debt
Proceeds from Issuance of Long-Term Debt
Retirement of Common Stock

NET CASH PROVIDED (USED) BY
FINANCING ACTIVITIES

NET INCREASE (DECREASE) IN CASH

CASH - beginning of year

CASH - end of year

SUPPLEMENTAL DISCLOSURES OF CASH FLOW
INFORMATION
Interest Paid
Income Tax Received
Changes in Unrealized Appreciation
(Depreciation) on Available-for-Sale
Securities, net of deferred taxes
Issuance of Promissory Note Upon
Purchase and Retirement of Common Stock
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1996 1995 1994
$486,378 $343,067 $ 219,370
(505,298) (362,484) (231,675)
150,000 15,000 86,000
(6,410) 89,151 (125,285)

- - 14,390
- - (5,386)

511 3,424 5599
1,932 103 548
27,912  (86,963) 104,698
155,025 1,298 68,259
- -~ (100,000)

- -~ (324,000)

- -~ 355,000
(59,850) - -
(59,850) - 31,000
95,175 1,298 (741)
7687 6389 7,130

$102,862 $ 7,687 $ 6,389

$ 31,418 $ 28265 $ 17,212
$(34,302) $(12,488) $ (1,606)

$(19,825) $ 77,560 $(48,304)

$ 9,450 $

- $ -



EAST RIDGE BANCSHARES, INC. AND SUBSIDIARY
CONSOLIDATING BALANCE SHEET
DECEMBER 31, 1996

THE BANK OF EAST RIDGE
EAS T RIDGE BANCSHARES, INC. CONSOLIDATED
0]
ASSETS
Cash and Due from Banks $ 2,360,643 $ 102,862 $2,360,643
Federal Funds Sold 4,315,000 -- 4,315,000
Total Cash and Cash Equivalents 6,675,643 102,862 6,675,643
Securities Available-for-Sale 5,299,037 -- 5,299,037
Securities to be Held to Maturity 5,475,306 - 5,475,306
Loans - less allowance for
loan losses of $296,487 2 4,977,654 - 24,977,654
Bank Premises and Equipment, net 847,832 -- 847,832
Interest Receivable 286,396 -- 286,396
Investment in Subsidiary -- 3,346,667 -
Other Assets 806,822 42,544 803,822
TOTAL ASSETS $4 4,368,690 $3,492,073 $44,365,690

(i) Certain items have been eliminated in consdida
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THE
EAS

LIABILITIES AND
STOCKHOLDERS' EQUITY
LIABILITIES
Deposits -
Demand $
Interest-Bearing Demand
Savings
Certificates of Deposit of
$100,000 or More
Certificates of Deposit
Under $100,000 1

Total Deposits 4

Other Liabilities
Total Liabilities 4

STOCKHOLDERS' EQUITY

Common Stock - $10 par value -
150,000 shares authorized;
110,020 shares issued

Common Stock - $40 par value -
20,000 shares authorized;
17,142 shares issued

Paid-In Surplus

Retained Earnings

Unrealized Appreciation on Securities
Available-for-Sale

Total Stockholders' Equity

TOTAL LIABILITIES AND
STOCKHOLDERS' EQUITY $4
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BANK OF  EAST RIDGE
T RIDGE BANCSHARES, INC. CONSOLIDATED
0]
4,983,065 $ -- $ 4,983,065
8,650,813 -- 8,547,951
6,559,326 -- 6,559,326
3,754,252 -- 3,754,252
6,717,625 -- 16,717,625
0,665,081 -- 40,562,219
356,942 444,797 756,195
1,022,023 444,797 41,318,414
-- 1,100,200 1,100,200
685,680 -- --
1,114,320 34,500 34,500
1,537,236 1,903,145 1,903,145
9,431 9,431 9,431
3,346,667 3,047,276 3,047,276
4,368,690 $3,492,073 $44,365,690




EAST RIDGE BANCSHARES, INC. AND SUBSIDIARY
CONSOLIDATING SCHEDULE OF INCOME
Year Ended December 31, 1996

THE
EAS

INTEREST INCOME
Loans $

Investment Securities -
U.S. Treasury
U.S. Government Agencies
States and Political Subdivisions
Other
Income on Federal Funds Sold
Other

INTEREST EXPENSE
Interest on Certificates of Deposit
of $100,000 or More
Interest on Other Deposits
Other

NET INTEREST INCOME (EXPENSE)
BEFORE PROVISION FOR LOAN LOSSES

Provision for Loan Losses

NET INTEREST INCOME (LOSS)

NONINTEREST INCOME

Service Charges on Deposit Accounts

Credit Life Commissions
Dividend from Subsidiary
Equity in Earnings of Subsidiary
Other

NONINTEREST EXPENSES
Salaries
Employee Benefits
Net Occupancy
Other

INCOME BEFORE INCOME TAX
PROVISION (BENEFIT)

Income Tax Provision (Benefit)

NET INCOME

(i) Certain items have been eliminated in consdia

BANK OF  EAST RIDGE
T RIDGE BANCSHARES, INC. CONSOLIDATED

@

2,529,196 $ - $2529,196

133,902 - 133,902
425,586 - 425,586
155,187 - 155,187
17,104 - 17,104
67,565 - 67,565

- 329 -

3,328,540 329 3,328,540
214,004 - 214,004
1,295,252 ~ 1,294,923

- 31,929 31,929
1,509,256 31,929 1,540,856
1,819,284  (31,600) 1,787,684
36,000 - 36,000
1,783,284  (31,600) 1,751,684
323,677 - 323,677
10,260 - 10,260

- 150,000 -

- 355,298 -
124,404 - 124,404
458,341 505,298 458,341
795,670 - 795,670
135,706 - 135,706
79,228 - 79,228
510,823 120 510,943
1,521,427 120 1,521,547
720,198 473,578 688,478
214900  (12,800) 202,100
505,298 $ 486,378 $ 486,378




CORNERSTONE COMMUNITY BANK

BALANCE SHEET
As of March 31, 1997

(Unaudited)
Assets:
Cash and due from banks.....ccccccoocvvvvveeneee L $ 730,204
Interest-bearing deposits.........ccccocvvveeeeee. L 1,207,058
Securities available for sale.........cccccceeeeee. L 1,868,704
Securities held to maturity.......cccocevveeeeeee. L 7,049,716
Federal funds sold.........ccccocvvveenvcces L 1,850,000
Loans, Net.....cocciiieeeeeeeeee 22,194,099
Premises, Net......ccooevvvviieciiieeeeeee L 940,956
Accrued interest receivable...........ccccccceeee. L 217,219
Other @assets......cccccvvviieiiviiiieeeiees L 270,958
TOtaleiiiiiei e $36,328,914
Liabilities and stockholders' equity:
DEPOSIS...covieiiiec et $30,814,374
Other liabilities.......ccccooevvccvviveneee. L 146,890
Total liabilities.......cccccovvvcveeeeee 30,961,264
Stockholders' equity:
CommoOnN StOCK....ccoviiiiiei it 590,130
Surplus - 5,311,170
Retained earnings.....cccccecevveeeevevevieeeeeee L (503,180)
Unrealized appreciation (loss) on available-for-
sale SeCUrtieS.....oeeevvvvveeiiiiiiieeee L (30,470)
Total stockholders' equity......ccoccceeeeee. L 5,367,650
Total liabilities and stockholders' equity.. ... $36,328,914
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CORNERSTONE COMMUNITY BANK
STATEMENTS OF INCOME
Three Months ended March 31, 1997

(Unaudited)
Interest income:
Interest and fees on loans...........coeeeeeeeee.. L $ 495,695
Interest and dividends on securities................ ... 130,009
Other interest incOome.......cccccvvevvevvevene. 45,352
Total interest incOMe..........ccooevevevccvnvnees 671,056
Interest expense:
Interest on depositS......ccovvvvveevevveveeeenns 348,378
Interest on other borrowed funds................... .~ ... -0-
Total interest eXpense......ccoveevevvvcveeeeneee . 348,378
Net interest iNCOMe......ccvvvveveveeeeeiiiiiieeeee 322,678
Provision for loan losses.......... P 79,516
Net interest income after provision................. .. 243,162
Non-interest inCOMe........cccovvvvvvvveeeenens 23,597
Non-interest eXpense.......ccccvvvvvvveeveveneees 261,245
Income before income taxes..........cccoeevvcceeeee. L 5,514
Income taxes o (5,432)
NetinCoOMe......covvviiieiiiiiee e $ 10,946
Average shares outstanding........ccccccevvceeeeee. L 590,130
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CORNERSTONE COMMUNITY BANK
STATEMENT OF CASH FLOWS

(Unaudited)

Cash flows from operating activities:

Net Income

Adjustments to reconcile net loss to net
cash used in operating activities:
Depreciation and amortization.................

Provision for loan losses

Deferred income taxes.............ccccuvvuene

Net amortization of premium on securities.....
Changes in other operating assets and liabilit

Accrued interest receivable.................

Accrued interest payable......
Other assets and liabilities

Net cash used in operating activities

Cash flows from investing activities

Purchase of securities available for sale........
Purchase of securities held to maturity..........
Principal collected on securities held to maturit
Net increase in loans.............cccceveerinnes .

Purchase of bank premises and equipment..........

Net cash used in investing activities...... .

Cash flows from financing activities:
Net increase in deposits..........cccceeeeueeee.
Issuance of common stock...............ccee..ee.

Cash provided by financing activities
Net increase in cash and cash equivalents........ .

Cash and cash equivalents, beginning of period...

ies:

For the Three Months Ended March 31, 1997

. $ 10,946

16,468

79,516
(5,432)
8,232

(50,513)
38,380

. (3,388,419)
y...
. (6,361,312)

633,400

(3,430)

8,035,635

8,035,635

... (1,025,056)

4,812,318

Cash and cash equivalents, end of period......... $ 3,787,262



CORNERSTONE COMMUNITY BANK

Notes to Unaudited Financial Statements For thed Months Ended March 31, 19

In the opinion of management, the accompanying dited financial statements of Cornerstone CommuBégk contain all adjustments,
consisting of only normal, recurring adjustmenecessary to fairly present the financial resultgtie interim periods presented. The results
of operations for any interim period is not necefsandicative of the results to be expected faremtire year. These interim financial
statements should be read in conjunction with tirual financial statements and notes thereto.
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Report of Independent Certified Public Accountatghe Financial Statements

To the Stockholders and Board of Directors CoregestCommunity Bank
Chattanooga, Tennessee

We have audited the accompanying balance sheatroke@&tone Community Bank as of December 31, 1896 the related statements of
operations, changes in stockholders' equity, ast fltaws from inception (January 23, 1996) throltember 31, 1996. These financial
statements are the responsibility of the Bank'sagament. Our responsibility is to express an opiio these financial statements based on
our audit.

We conducted our audit in accordance with generadbepted auditing standards. Those standardsedtyat we plan and perform the audit
to obtain reasonable assurance about whethenthedial statements are free of material misstatem@naudit includes examining, on a test
basis, evidence supporting the amounts and digeesn the financial statements. An audit alsoudek assessing the accounting principles
used and significant estimates made by managememtell as evaluating the overall financial statetpeesentation. We believe that our
audit provides a reasonable basis for our opinion.

In our opinion, the financial statements refereadlbove present fairly, in all material respedts, financial position of Cornerstone
Community Bank as of December 31, 1996, and thdtsesf its operations and its cash flows for tleeiqd from inception (January 23, 19¢
through December 31, 1996, in conformity with gafigraccepted accounting principles.

/sl Hazlett, Lewis & Bieter, PLLC

Chatt anooga, Tennessee
February 13, 1997
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CORNERSTONE COMMUNITY BANK

BALANCE SHEET
December 31, 1996

ASSETS
Cash and due from banks $ 1,305,872
Interest-bearing deposits at other banks 1,206,446
Federal funds sold 2,300,000
Securities available for sale (Note 2) 1,924,725
Securities held to maturity (Note 2) 4,278,954
Loans, net of allowance for loan losses (Note 3) 15,912,303
Bank premises and equipment (Note 4) 949,340
Accrued interest receivable 166,706
Other assets 253,935

Total assets $28,298,281

LIABILITIES AND STOCKHOLDERS' EQUITY

Deposits:
Noninterest-bearing demand deposits $ 1,647,691
Interest-bearing demand deposits 813,649
Money market accounts 2,636,778
Savings deposits 181,671
Time deposits (Note 5) 17,498,950
Total deposits 22,778,739
Accrued interest payable 75,119
Other liabilities 67,852
Total liabilities 22,921,710

Stockholders' equity (Note 10):
Preferred stock; no par value; 2,000,000 shares
authorized; no shares issued -
Common stock, $1.00 par value; 2,000,000 shares

authorized; 590,130 shares issued 590,130

Surplus 5,311,170

Undivided profits (deficit) (514,127)

Net unrealized loss on securities available

for sale, net of tax (10,602)
Total stockholders' equity 5,376,571
Total liabilities and stockholders' equity $28,298,281

The Notes to Financial Statements are an integuralgf this statement.
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CORNERSTONE COMMUNITY BANK

STATEMENT OF OPERATIONS
From Inception (January 23, 1996) Through DecembeB1, 1996

INTEREST INCOME

Loans $ 969,283
Securities 116,867
Federal funds sold and deposits in banks 144,668
1,230,818
INTEREST EXPENSE 448,312
Net interest income 782,506
Provision for loan losses (Note 3) 201,422
Net interest income after provision for loan | o0sses 581,084

NONINTEREST INCOME

Service charges on deposit accounts 31,277
Other service charges, fees, and commissions 1,216
Other 5,188

37,681

NONINTEREST EXPENSES

Salaries and employee benefits 507,008
Occupancy expense of bank premises 46,197
Organization and start-up costs 376,301
Other operating expenses (Page F-53) 333,987
1,263,493
Loss before income tax benefit (644,728)
Income tax benefit (Note 6) (130,601)
Net loss $(514,127)

The Notes to Financial Statements are an integrlgf this statement.
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CORNERSTONE COMMUNITY BANK

STATEMENT OF CHANGES IN STOCKHOLDERS' EQUITY
From Inception (January 23, 1996) Through DecembeB1, 1996

Net
Unrealized
Loss on
Undivi ded  Securities
Common Profi ts Available
Total Stock Surplus (Defic it) for Sale
BALANCE, at inception $ $ $ $ $
Issuance of common stock 5,901,300 590,130 5,311,170
Net loss (514,127 ) (514,1 27)
Net changes in unrealized
loss on securities available
for sale (10,602 ) - - - (10,602)
BALANCE, December 31, 1996 $5,376,571 $590,130 $5,311,170 $(514,1 27)  $(10,602)

The Notes to Financial Statements are an integuralgd this statement.
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CORNERSTONE COMMUNITY BANK

STATEMENT OF CASH FLOWS
From Inception (January 23, 1996) Through DecembeB1, 1996

CASH FLOWS FROM OPERATING ACTIVITIES
Net loss $ (514,127)
Adjustments to reconcile net loss to net
cash used in operating activities:

Depreciation and amortization 53,795
Provision for loan losses 201,422
Deferred income taxes (130,601)
Net amortization of premium on securities 12,192
Changes in other operating assets and liabilit ies:
Accrued interest receivable (166,706)
Accrued interest payable 75,119
Other assets and liabilities (64,125)
Net cash used in operating activities (533,031)

CASH FLOWS FROM INVESTING ACTIVITIES

Purchase of securities available for sale (1,941,825)
Purchase of securities held to maturity (5,139,394)
Principal collected on securities held to maturit y 848,248
Net increase in loans (16,113,725)
Purchase of bank premises and equipment (987,994)
Net cash used in investing activities (23,334,690)

CASH FLOWS FROM FINANCING ACTIVITIES

Net increase in deposits 22,778,739
Issuance of common stock 5,901,300

Net cash provided by financing activities $ 28,680,039
NET INCREASE IN CASH AND CASH EQUIVALENTS 4,812,318

CASH AND CASH EQUIVALENTS, beginning of period -

CASH AND CASH EQUIVALENTS, end of period $ 4,812,318

SUPPLEMENTAL DISCLOSURES OF CASH
FLOW INFORMATION
Cash paid during the period for interest $ 373,193

The Notes to Financial Statements are an integuralgs this statement.
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CORNERSTONE COMMUNITY BANK

NOTES TO FINANCIAL STATEMENTS
December 31, 1996

Note 1. Summary of Significant Accounting Policies

The accounting and reporting policies of CornerstGommunity Bank (Bank) conform with generally guteel accounting principles and
practices within the banking industry. The polidileat materially affect financial position and ritswf operations are summarized as follows:

Nature of operation:

The Bank was incorporated under the laws of the stTennessee on January 23, 1996, and begaatiopsron February 20, 1996, at its
office located in Hixson, Tennessee. The Bankis@ry deposit products are demand deposits, saatmgmunts, and certificates of deposit
primary lending products are commercial busineasdpreal estate loans, and installment loans.

Use of estimates:

The preparation of financial statements in conftymiith generally accepted accounting principleguiees management to make estimates
and assumptions that affect the reported amourdss#ts and liabilities and disclosure of contingesets and liabilities at the date of the
financial statements and the reported amountsvefmges and expenses during the reporting periodiahcesults could differ from those
estimates.

A material estimate that is particularly susceptitsl significant change relates to the determinaticthe allowance for losses on loans. In
connection with the determination of the allowafardosses on loans, management obtains indepeagenaisals for significant properties.

While management uses available information togetze losses on loans, future additions to thenaiece may be necessary based on
changes in local economic conditions. In additr@gulatory agencies, as an integral part of thean@nation process, periodically review the
Bank's allowance for losses on loans. Such agenwgsrequire the Bank to recognize additions toal@mvance based on their judgments
about information available to them at the timehafir examination. Because of these factors,rit@sonably possible that the allowance for
losses on loans may change materially in the reear.t

Cash and cash equivalents:

For purposes of reporting cash flows, cash and egslvalents include cash on hand, amounts due lixXmks, interest-bearing deposits at
other banks, and federal funds sold.

Securities held to maturity:

The Bank has the positive intent and ability todhiol maturity or return of principal all securitieeld to maturity. Securities held to maturity
are reported at cost, adjusted for premiums armbdigs that are recognized in interest income theeperiod to maturity.
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CORNERSTONE COMMUNITY BANK

NOTES TO FINANCIAL STATEMENTS
December 31, 1996

Note 1. Summary of Significant Accounting Policiegcontinued)
Securities available for sale:

Securities available for sale consist of mortgagekld securities not classified as securities toeldaturity. Unrealized holding gains and

losses, net of tax, on securities available foe saé reported as a net amount in a separate cemipoistockholders' equity until realized.

Gains and losses on the sale of securities avaifablsale are determined using the speddfastification method. Premiums and discounts
recognized in interest income over the period toumits.

Interest income on loans:

Interest on loans is recognized as income ovetettme of the loans based on the principal amourgtantiing. The accrual of interest on loans
is discontinued when a loan is determined to beaired. A loan is impaired when, in the opinion cimagement, there is an indication that
the borrower may be unable to meet payments ashibeyme due. At December 31, 1996, the Bank hddams classified as impaired. The
interest accrual was not discontinued on any |lgamisg the year ended December 31, 1996.

Fee income on loans:

Loan origination fees and certain direct originatémsts were recognized as income and expense airth the loan was recorded in 1996.
The effect of not capitalizing these was not sigaift to the accompanying financial statementswdince for loan losses:

The allowance for loan losses is maintained avel vhich, in management's judgment, is adequasdsorb credit losses inherent in the |
portfolio. The amount of the allowance is basedrmamagement's evaluation of the collectibility of than portfolio, including the nature of
the portfolio, credit concentrations, trends irtdiical loss experience, specific impaired loamg} aconomic conditions. Allowances for
impaired loans are generally determined based letel values or the present value of estimatehdlows. The allowance is increased by
a provision for loan losses, which is charged tpegse, and reduced by charge-offs, net of recaerie

Bank premises and equipment:

Bank premises and equipment are stated at costagesimulated depreciation. Depreciation is contgpuséng the straight-line depreciation
method and accelerated depreciation methods forfbwncial statement purposes and income tax pa@gdank premises are depreciated
over 30 years; and furniture, fixtures and equipnaea depreciated over 5 to 12 years.

Additions and major renewals and betterments gogatzed and depreciated over their estimatedulsiees. Repairs, maintenance, and
minor renewals are charged to operating expenseased. When property is replaced or otherwispaosed of, the cost of such assets and
the related accumulated depreciation are remowed fhe accounts. The gain or loss, if any, is @edrin the statement of income.

Income taxes:

Income taxes are computed based on the provisioBtatement of Financial Accounting Standards Ni®, IAccounting for Income Taxes."
Deferred tax assets and liabilities are recogniaethe extimated future tax effects attributedemporary differences between book and tax
bases of assets and liabilities and for carryfodwims. Deferred tax assets and liablities afdectfd at currently enacted income tax rates
applicable to the period in which the deferreddagets or liabilities are expected to be realizezktiled. As changes in tax laws or rates are
enacted, deferred tax assets and liabilities grestadi through the provision for income taxes.

Note 2. Securities

Securities have been classified in the balancet stegerding to management's intent as either gezsuhield to maturity or securities available
for sale.
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CORNERSTONE COMMUNITY BANK

NOTES TO FINANCIAL STATEMENTS
December 31, 1996

Note 2. Securities (continued)

The amortized cost and approximate market valiseofirities at December 31, 1996, are as follows:

Gros s Gross
Amortized Unreali zed Unrealized Market
Cost Gain s Losses  Value
Securities available for sale:
Mortgage-backed securities  $1,941,825 $ - $(17,100) $1,924,725
Securities held to maturity:
Mortgage-backed securities  $4,278,954  $24, 714 $ (49) $4,303,619

Securities with a book value of approximately $590, at December 31, 1996, were pledged to secui@gadeposits.

Note 3. Loans and Allowance for Loan Losses

A summary of transactions in the allowance for ltzmses for the period ended December 31, 1936 fsllows:

Provision charged to operating expense $201,422
Recoveries of loans charged off -
Loans charged off

Balance, end of year $201,422
At December 31, 1996, the Bank's loans consist of t he following (in
thousands):

Real estate loans $11,979

Commercial and industrial loans 2,316

Loans to individuals for household,

family, and other consumer expenditures 1,072
Other 746
Total loans 16,113
Less - Allowance for loan losses (201)
Net loans $ 15,912
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CORNERSTONE COMMUNITY BANK

NOTES TO FINANCIAL STATEMENTS
December 31, 1996

Note 3. Loans and Allowance for Loan Losses (contired)

The Bank's only significant concentration of crediDecember 31, 1996, occurred in real estatesladnich totaled approximately
$11,979,000. While real estate loans accounte@4quercent of total loans, these loans were prisnegsidential development and
construction loans, residential mortgage loans,mengial loans secured by commercial properties,camdumer loans. Substantially all real
estate loans are secured by properties locatedrninéssee.

In the normal course of business, the Bank malassito directors and executive officers of the Bamlsubstantially the same terms,
including interest rates and collateral, as thasegiling at the time for comparable transactioiith wther borrowers. Loans to directors and
executive officers totaled approximately $130,00D@cember 31, 1996.

At December 31, 1996, there were no loans spelijficessified as impaired by management. The @geaccrual was not discontinued on
any loans during the year ended December 31, 1996.

Note 4. Bank Premises and Equipment

Bank premises and equipment at December 31, 1986ummarized as follows:

Land $3 00,000
Buildings and improvements 5 05,761
Furniture, fixtures and equipment 1 82,233
9 87,994
Accumulated depreciation ( 38,654)
$9 49,340

The charge to operating expense for depreciatich$8&,654 in 1996.

Note 5. Time Deposits

The aggregate amount of jumbo CDs, each with aimuimi denomination of $100,000, was $6,354,946 acbéer 31, 1996.
At December 31, 1996, the scheduled maturitiegvd tleposits are as follows:

1997 $ 9,724,066

1998 6,600,570
1999 618,882
2000 -

2001 565,432

Total $17,498,950



CORNERSTONE COMMUNITY BANK

NOTES TO FINANCIAL STATEMENTS
December 31, 1996

Note 6. Income Taxes

The income tax benefit in the statement of incoordlie period ended December 31, 1996, includefotlusving:

Current tax expense $

Deferred income taxes related to:

Provision for loan losses (18,200 )
Net operating loss carryforward (46,600 )
Organization and start-up costs (65,000 )
Other (801 )
Income tax benefit $(130,601 )

The income tax benefit is different from the exgédax benefit computed by multiplying loss befieome tax benefit by the statutory
federal income tax rates. The reasons for thiguifice relate to the provision for loan lossesrat@ation of bank premises and equipment,
and organization and start-up costs.

The Bank realized a net operating loss for tax psep in 1996 which can be carried forward and tseffset future taxable income. This net
operating loss carryforward will expire in 15 years

As of December 31, 1996, deferred tax assets rémegjfior deductible temporary differences totalé8%201, and deferred tax liabilities for
taxable temporary differences totaled $2,600. Aiztibn allowance has not been provided to redueeléfierred tax asset from the amount of
tax benefit management believes it will more likdign not realize. Realization of the net operalirsg carryforwards is not assured,;
however, management believes the Bank has attairfidient operations to generate future taxabt®ime of approximately $350,000 which
would result in the realization of such net opergiioss carryforwards prior to expiration in thewy2011.

Note 7. Employee Benefit Pl

The Bank has a 401(k) employee benefit plan cogesibstantially all employees who have completddast one year of service and met
minimum age requirements. The Bank made no coriibdo the plan in 1996.

Note 8. Financial Instruments With Off-Balance-SheeRisk

The Bank is a party to financial instruments witfilmalance-sheet risk in the normal course of besinto meet the financing needs of its
customers. These financial instruments includeowsrcommitments to extend credit and standby tetibcredit. These instruments expose
the Bank to varying degrees of credit and interatst risk in excess of the amount recognized irattdmpanying balance sheet. To manage
this risk, the Bank uses the same management @okaid procedures for financial instruments witrbafance-sheet risk as it does for
financial instruments whose risk is reflected om blalance sheet.
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CORNERSTONE COMMUNITY BANK

NOTES TO FINANCIAL STATEMENTS
December 31, 1996

Note 8. Financial Instruments With Off-Balance-SheeRisk (continued)

The credit risk of all financial instruments variggsed on many factors, including the value ofatetll held and other security arrangements.
To mitigate credit risk, the Bank generally deteres the need for specific covenant, guaranteecealfateral requirements on a case-by-case
basis, depending on the customer's creditworthiffidss amount and type of collateral held to redtreelit risk vary, but may include real
estate, machinery, equipment, inventory, and adsagceivable as well as cash on deposit, stocks]d) and other marketable securities that
are generally held in the Bank's possession. Tdilateral is valued and inspected to ensure bethxistence and adequacy. The Bank
requests additional collateral when appropriate.

At December 31, 1996, commitments under standbgrieof credit and undisbursed loan commitmentseagded $4,081,000. The Bank's
credit exposure for these financial instrumente@esented by their contractual amounts. The Blaels not anticipate any material losses as
a result of the commitments under standby lettecsexlit and undisbursed loan commitments.

Note 9. Stock Options and Warrants

The Bank has a stock option plan under which membfkthe Board of Directors have been granted optto purchase a total of 145,000
shares of the Bank's common stock. The option si$40.00 per share, and the options expire tamsyfeom the date of grant.

The Bank also has a stock option plan under whiftbeos and employees have been granted optiopanthase a total of 5,200 shares of the
Bank's common stock. The option price is $10.00spere, and the options expire ten years from &te af grant.

A stock warrant was issued with each original sledithe Bank's common stock which entitles eachldtolder to purchase an additional
share of the Bank's common stock at a specifiemepAt December 31, 1996, warrants for the purclod$90,130 shares were outstanding.
The exercise price is $12.00 per share within teary of issuance and $15.00 per share theredftert éxercised, such options will expire
five years after issuance.

Note 10. Regulatory Matters

The Bank is subject to various regulatory capigjuirements administered by the Tennessee DeparohEmancial Institutions and the
federal banking agencies. Failure to meet minimapital requirements can initiate certain mandatand possibly additional discretionary--
actions by regulators that, if undertaken, coubldeha direct material effect on the Bank's finanstatements. Under capital adequacy
guidelines and the regulatory framework for prowmtrective action, the Bank must meet specifictedygiuidelines that involve quantitative
measures of the Bank's assets, liabilities, anthioceoff-balance-sheet items as calculated undgriatory accounting practices. The Bank's
capital amounts and classification are also sulbgegtialitative judgments by the regulators abaumgonents, risk weightings, and other
factors.
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CORNERSTONE COMMUNITY BANK

NOTES TO FINANCIAL STATEMENTS
December 31, 1996

Note 10. Regulatory Matters (continued)

Quantitative measures established by regulati@nsure capital adequacy require the Bank to maim@imum amounts and ratios (set fc

in the table below) of total and Tier | capital (efined in the regulations) to risk-weighted as¢as defined), and of Tier | capital (as
defined) to average assets (as defined). Managdmeéiates, as of December 31, 1996, that the Bagdtsrall capital adequacy requirements
to which it is subject.

As of December 31, 1996, the most recent notiticafifom the Commissioner of the Tennessee Depattafdfinancial Institutions
categorized the Bank as well capitalized underdgelatory framework for prompt corrective actidere are no conditions or events since
that notification that management believes havegéd the institution's prompt corrective actioregaty.

The Bank's actual capital amounts and ratios @ @esented in the table. Dollar amounts are pteden thousands.

For Capital
Actual Adequa cy Purposes
Amount Ratio Amount Ratio
Total capital
(to risk-weighted assets) $5,578 30.10% $1,48 2  8.00%
Tier | capital
(to risk-weighted assets) 5,377 29.02% 74 1 4.00%
Tier | capital
(to average assets) 5,377 23.39% 1,83 9 8.00%

The Bank received its charter subject to certaiarftial and nonfinancial conditions. The chartedogditions are as follows:
- The Bank cannot pay dividends for the first thyears of operation.

- Any changes in senior level officers and direstimr the first two years require written regulgtapproval.

- Director's fees are not to be paid until the Bhak achieved an annual operating profit.

- The Bank must maintain a Tier | capital to assati® of no less than 8% during the first threargeof operation.

- The Bank must maintain a minimum allowance fandosses ratio of 1.25% during the first threeryeé operation.

The Bank was in compliance with all of these chrartpconditions at December 31, 1996.
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CORNERSTONE COMMUNITY BANK

NOTES TO FINANCIAL STATEMENTS
December 31, 1996

Note 11. Subsequent Event

On March 18, 1997, the Bank entered into an agraetnenerge with The Bank of East Ridge. The tedlie of the transaction is $6,125,!
consisting of 70 percent cash payment and 30 peiggimance of common stock to shareholders of Eiggfe Bancshares, Inc., a one-bank
holding company which owns all of the outstandihgres of The Bank of East Ridge. The merged initita will operate as Cornerstone
Community Bank. The merger will be consummatedd@i7land is subject to shareholder approval, disgoamd regulatory approval.
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REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS
ON ACCOMPANYING INFORMATION

To the Stockholders and Board of Directors CoreaestCommunity Bank
Chattanooga, Tennessee

Our report on our audit of the basic financialesta¢nts of Cornerstone Community Bank for 1996 aggpea page 1. The audit was made for
the purpose of forming an opinion on the finanstatements taken as a whole. The accompanyingmafimn shown on page 15 is presented
for purposes of additional analysis and is notcuired part of the basic financial statements. Sofdrmation has been subjected to the
auditing procedures applied in the audit of tharficial statements and, in our opinion, is fairbtetl in all material respects in relation to the
financial statements taken as a whole.

/sl Hazlett, Lewis & Bieter, PLLC

Chat t anooga, Tennessee
February 13, 1997, except for Notell,
as to which the date is March 18, 1997
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CORNERSTONE COMMUNITY BANK

OTHER OPERATING EXPENSES
From Inception (January 23, 1996) Through DecembeB1, 1996

Depreciation - furniture and equipment $ 24,806
Software amortization 15,141
Advertising and promotions 39,876
Professional fees 49,570
Data processing 25,034
Insurance 15,049
Postage and courier fees 16,315
Office supplies 17,990
Stationery and printing 24,615
State franchise tax 14,750
Other expense categories (individually below $12,36 0) 90,841
Total other operating expenses $333,987
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APPENDIX A
AGREEMENT AND PLAN OF MERGER
DATED AS OF THE 18th DAY OF MARCH, 1997
BY AND AMONG

CORNERSTONE COMMUNITY BANK,

EAST RIDGE BANCSHARES, INC.,

THE BANK OF EAST RIDGE
AND
DAVID E. YOUNG, INDIVIDUALLY
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AGREEMENT AND PLAN OF MERGER

AGREEMENT AND PLAN OF MERGER, dated as of the 18ty of March 1997, by and among CORNERSTONE COMMDNBANK
("Cornerstone"), a Tennessee banking corporatidé@ TERIDGE BANCSHARES, INC. ("ERB"), a Tennesseepmation, THE BANK OF
EAST RIDGE ("Bank of East Ridge"), a Tennessee ankorporation, and DAVID E. YOUNG ("Young"), andividual residing in
Hamilton County, Tennessee.

Recitals

1. Cornerstone. Cornerstone has been duly incagubend is an existing banking corporation in gstahding under the laws of the State of
Tennessee, with its principal executive officesated in Chattanooga, Tennessee. As of the datefh@wernerstone has 2,000,000 authorized
shares of common stock, par value $1.00 per shavehich 590,130 shares are outstanding as of da@da 1997, and warrants to purchase
one additional share of Cornerstone common stockdoh share owned of which 590,130 are outstarafiraf January 31, 1997,
(Cornerstone common stock and warrants collectjv&wrnerstone Common Stock") and 2,000,000 authdrshares of preferred stock, no
par value, none of which are outstanding (no othess of capital stock being authorized).

2. ERB; Bank of East Ridge. ERB has been duly ipomted and is an existing corporation in goodditanunder the laws of the State of
Tennessee, with its principal executive officesated in East Ridge, Tennessee. As of the date h&B®& has 150,000 authorized shares of
common stock, par value $10.00 per share ("ERB Com&tock"), of which 109,030 shares are outstandigf January 31, 1997 (no other
class of capital stock being authorized). At thie&fve Time of the Merger, the ERB charter willdmended to authorize 1,500,000 share
common stock, par value $1.00 per share ("New ERBiBion Stock") and 1,500,000 authorized shareseféped stock, no par value. Bank
of East Ridge has been duly incorporated and exésting banking corporation in good standing urtlerlaws of the State of Tennessee,
with its principal executive offices in East Ridgennessee. ERB owns all of the issued and ouisiguegdmmon stock of Bank of East
Ridge.

3. Young. David E. Young is an individual residimgHamilton County, Tennessee. As of the date HeMmung owns 76,139 shares of ERB
Common Stock

4. Rights, Etc. Neither Cornerstone, ERB nor Bahkast Ridge has any shares of its capital stos&rved for issuance, any outstanding
option, call or commitment relating to shares sfaapital stock or any outstanding securities,gatiions or agreements convertible into or
exchangeable for, or giving any person any rightl(iding, without limitation, preemptive rights) sabscribe for or acquire from it, any
shares of its capital stock (collectively, "Right®xcept as set forth on Exhibit "A" hereto (a€mrnerstone) and Exhibit "B" hereto (as to
ERB and Bank of East Ridge).

5. Materiality. Unless the context otherwise regsjrany reference in this Agreement to materiali@gll, as to ERB, be deemed to be with
respect to ERB and its subsidiaries taken as aayhslto Cornerstone shall be deemed to be wilece$o Cornerstone and as to Young ¢
be deemed to be with respect to Young.

In consideration of their mutual promises and dadligns hereunder, and intending to be legally bcweréby, Cornerstone, ERB, Bank of E
Ridge and Young adopt and make this Agreement egstpbe the terms and conditions hereof and thanaraand basis of carrying it into
effect, which shall be as follows:
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ARTICLE |
THE MERGER

1.1 The Merger. On the Effective Date (as defimediiicle VII), Cornerstone will merge (the "Merdgwith and into Bank of East Ridge,
with Bank of East Ridge being the surviving corpiana (the "Surviving Corporation™), pursuant to f@visions of, and with the effects
provided in, the Tennessee Business CorporatioraAdtthe Tennessee Banking Act. At the Effectivad (as defined in Article VII), the
charter and bylaws of Bank of East Ridge (as th@ing Corporation) shall be the charter and bydaf Bank of East Ridge in effect
immediately prior to the Effective Time. At the Efftive Time the charter and bylaws of ERB shalhbiended and restated to increase
authorized shares of ERB common stock to 1,500sb@@es, change the name of ERB to Cornerstone Bamsss Inc. and include other
provisions as set forth on EXHIBIT "C". At the Eftive Time the charter and bylaws of the Bank aétERidge shall be restated and amer
to change the name of "Bank of East Ridge" to "@mtone Community Bank" and to include other priovis as set forth on EXHIBIT "D".
At the Effective Time, the directors and officefsGmrnerstone shall be the directors and officéithe Surviving Corporation. At the
Effective Time, the directors and officers of Castene shall also become the directors and officEEERB. The Plan of Merger is set forth
EXHIBIT "E".

1.2 Conversion of Cornerstone Common Stock and EBBmon Stock. By virtue of the Merger, automaticalhd without any action on the
part of the holder thereof, at the Effective Tirak of the Cornerstone Common Stock issued andandeg immediately prior to the
Effective Time (other than shares held directlynalirectly by ERB or any subsidiary of ERB, excéph fiduciary capacity or in satisfaction
of a debt previously contracted, and other thameshlaeld in the treasury of Cornerstone, whicheshahall be canceled, retired and cease to
exist by virtue of the Merger and without any paymade in respect thereof) shall be convertedtimaight to receive shares of New ERB
Common Stock, as described below:

(a) Shares of Cornerstone Common Stock and Stotk©Oplan.

(i) Shares of Cornerstone Common Stock. Each sifaternerstone Common Stock issued and outstaralitige Effective Time shall
become and be converted into one share of New E®Bn@n Stock, and each outstanding warrant to paecbae share of Cornerstone
Common Stock at the Effective Time shall becomel@donverted into one warrant to purchase onegifddew ERB Common Stock for
$12.00 per share if exercised by February 8, 19@i8far $15.00 per share if exercised by FebruaB081 (the "Cornerstone Exchange
Ratio");

(if) Cornerstone Stock Option Plan. ERB shall adopew stock option plan substantially in the famn forth in Exhibit F. The Cornerstone
Statutory-Nonstatutory Stock Option Plan (the "Plamd all options issued under the Plan will lrenieated at the Effective Time, and the
new ERB stock option plan shall substitute newangifor the terminated options in a transactiortidiesd in Section 424(a) of the Code. -
holders of all outstanding statutory or nonstatutgstions issued under the Plan will receive idaltstatutory or nonstatutory options to
purchase shares of ERB Common Stock subject teaime terms and conditions of the outstanding ogtigsued under the Plan in
cancellation of their Cornerstone options. All optholders shall receive credit under the vestaigdule with respect to the new ERB
options from the date of the grant of the Cornerstoptions.

(b) Shares of ERB Common Stock. Each shareholdER& Common Stock issued and outstanding at thecEye Time shall have the
option to elect from the following:

(i) exchange all or a designated portion of theehaf ERB Common Stock for shares of New ERB Com®ick based on an exchange
ratio ("ERB Exchange Ratio") determined by multiptythe number of shares of ERB Common Stock heglglugh shareholder for which he
or she elects to be
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exchanged by $56.1772 and then dividing by $1218® ggreed fair market value of Cornerstone Com8tonk); or

(i) exchange all or a designated portion of thareh of ERB Common Stock for cash in the amou866£1772 per share. If an ERB
shareholder elects to receive in cash all or agodf the consideration to which such sharehoislentitled, the amount of cash to be
delivered in exchange for each share of ERB Com8tonk shall be determined by multiplying the numiieshares of ERB Common Stock
held by such shareholder for which he or she eleatsceive cash by $56.1772 per share; providedekier, the obligation of ERB to redeem
ERB Common Stock for cash shall be limited to $%,280, in the aggregate. In the event ERB shareh®id the aggregate elect to exche
ERB Common Stock for more than $4,287,500, ERBI gl#gl cash to shareholders who have elected toaggehtheir ERB Common Stock
for cash on a pro-rata basis with the balance@ttinsideration due to such ERB shareholders o the form of New ERB Common Stock
based on a value of $12.00 per share within thiédtion set forth above. In no event shall ERBw#liin cash more than $4,287,500. In the
event ERB shareholders elect to receive less tA@08,000, Cornerstone may terminate this Agreeinestcordance with the provisions of
Section 6.2(f).

(c) Change In ERB Common Stock Shares. Subsequéme tdate of this Agreement but prior to the BffecDate, if the outstanding shares
of ERB Common Stock shall be increased, decreabeahged into or exchanged for a different numbelass of shares by reason of any
reclassification, recapitalization, stock splireverse stock split, split-up or if a stock dividghereon shall be declared with a record date
within such period, or other like changes in ER&lpitalization shall have occurred, the terms andipions of Sections 1.2(a) and 1.2(b)
shall be adjusted accordingly.

(d) Young. Young agrees to exchange at least sgyamtent (70%) of all shares of ERB Common Staalk by him for cash in the amount
of $56.1772 per share subject to the limitationngah in
Section 1.2(b)(ii).

1.3 No Fractional Shares. Notwithstanding any ofitevision hereof, no fractional shares of New ER#Bnmon Stock and no certificates or
scrip therefor, or other evidence of ownershipgbé&rwill be issued in the Merger; instead, ERBlIigbay to each holder of ERB Common
Stock exchanged pursuant to this Agreement who dvotlierwise be entitled to a fractional share anwarhin cash determined by
multiplying such holder's fractional interest by2#10 (rounded to the nearest cent).

1.4 Procedures.
(a) Exchange of Certificates.

(i) Exchange of Certificates by Cornerstone Shddre for ERB Common Stock. Certificates which esent shares of Cornerstone
Common Stock that are outstanding at the Effeckivee (each, a "Certificate") and are converted thright to receive shares of New ERB
Common Stock and warrants to purchase New ERB Canftock pursuant to the Merger shall, after the&ffe Time, be exchangeable by
the holders thereof in the manner provided in thesmittal materials described below for new degtes representing the shares of New
Common Stock into which such shares have been ceve

(i) Exchange of Certificates for Cash and/or ER&r@non Stock. Certificates which represent sharésRE Common Stock that are
outstanding at the Effective Time (each, a "Cexdifé") and are exchanged for cash or New ERB Conftack in accordance with the
provisions of Section 1.2 shall, after the EffeetiMme, be exchanged by the holders thereof in the
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manner provided in the transmittal materials désctibelow for cash or new certificates represergimyes of New ERB Common Stock.
(b) Surrender of Certificates.

(i) Surrender of Cornerstone Common Stock. As pithrgs practicable after the Effective Date, ERBIskend to each holder of record of
shares of Cornerstone Common Stock outstandirtiedEffective Time transmittal materials for usekthanging the Certificates for
certificates for shares and warrants of the New ERBimon Stock into which such shares and warrdrtteecCornerstone Common Stock
have been converted pursuant to the Merger. Uporraler of a Certificate, together with a duly axted letter of transmittal and any other
required documents, the holder of such Certifisaial be entitled to receive in exchange therefegréificate and warrant for the number of
shares of New ERB Common Stock to which such ha&lentitled. If any such delivery is to be madevimole or in part to a person other
than the person in whose name a surrendered Cattifis registered, it shall be a condition to sielivery or exchange that the Certificate
surrendered shall be properly endorsed or shaitterwise in proper form for transfer and thatpkeson requesting such delivery or
exchange shall have paid any transfer and othesteequired by reason of such delivery or exchéamgename other than that of the
registered holder of the Certificate surrendereshaidl have established to the reasonable saimfiact ERB or its agent that such tax either
has been paid or is not payable.

(i) Surrender of ERB Common Stock. As promptlypaacticable after the Effective Date, ERB shalldsemeach holder of record of share!
ERB Common Stock outstanding at the Effective Tiraasmittal materials for use in exchanging thetifieaites for (x) certificates
representing shares of the New ERB Common StocWifiich such shares of the ERB Common Stock have eeghanged pursuant to
Section 1.2, or

(y) cash, as the case may be. Upon surrender eftdi€ate, together with a duly executed lettetrahsmittal and any other required
documents, the holder of such Certificate shaktitled to receive in exchange therefor a cegtBdor the number of shares of New ERB
Common Stock or cash, as the case may be, to whidhholder is entitled. If any such delivery id®omade in whole or in part to a person
other than the person in whose name a surrendedifi€ate is registered, it shall be a conditiorstich delivery or exchange that the
Certificate surrendered shall be properly endomsezhall be otherwise in proper form for transfed ¢hat the person requesting such delivery
or exchange shall have paid any transfer and ¢dixess required by reason of such delivery or exgbam a name other than that of the
registered holder of the Certificate surrendereshaidl have established to the reasonable sai@fiact ERB or its agent that such tax either
has been paid or is not payable. Notwithstandiegi@hegoing, in the event ERB shareholders in ggregate elect to exchange ERB
Common Stock for more than $4,287,500, ERB shallgash to shareholders who have elected to exchthrgeERB Common Stock for
cash on a proata basis to the extent possible within the litiotaset forth above. In no event shall ERB delivecash more than $4,287,5!

(c) Cornerstone Shareholders: Rights and Dividépdsibutions. No holder of Cornerstone Common Etskeall be entitled to exercise any
rights as a shareholder of ERB until such holdell $tave properly surrendered its Certificate(sléther with all required documents) as set
forth above. No dividend or other distribution pblgafter the Effective Time with respect to theANERB Common Stock shall be paid to
the holder of any unsurrendered Certificate uhgl holder thereof properly surrenders such Ceati¢together with all required documents),
at which time such holder shall receive all dividerand distributions, without interest thereonyjmesly withheld from such holder pursuant
hereto. After the Effective Time, there shall betramsfers on the stock transfer books of Cornaestif shares of Cornerstone Common S
which were issued and outstanding at the Effeclimee and converted pursuant to the provisions efMlerger into the right to receive New
ERB Common Stock. If after the Effective Time, (farates are presented for transfer to Cornersttivey; shall be cancelled and exchanged
for the shares of
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New ERB Common Stock deliverable in respect theasadetermined in accordance with the provisiorSemftion 1.2 and in accordance w
the procedures set forth in this Section 1.4(c).

(d) Cornerstone and Redeeming ERB ShareholderstfRigfter the Effective Time, holders of CornersdCommon Stock shall cease to be,
and shall have no rights as, shareholders of Cstore, other than to receive shares of New ERB CamBtock into which such shares have
been converted or fractional share payments putsadhis Agreement.

After the Effective Time, holders of ERB Common &avho choose to redeem their shares of ERB Confatock shall cease to be, and
shall have no rights as, shareholders of ERB #setghares of ERB Common Stock redeemed, othertéhaateive (i) shares of New ERB
Common Stock for which such shares have been egeldaor (i) cash, as the case may be, pursuahig@dgreement.

(e) Liability to Former Shareholders. Notwithstamglthe foregoing, neither ERB nor Cornerstone mgrather person shall be liable to any
former holder of shares of Cornerstone or ERB Com®tmck for any amount properly delivered to a pubfficial pursuant to applicable
abandoned property, escheat or similar laws.

(f) Certificate Replacement. In the event any Giegtie shall have been lost, stolen or destroypdnueceipt of appropriate evidence as to
such loss, theft or destruction and to the ownprehsuch Certificate by the person claiming suehti@icate to be lost, stolen or destroyed
and the receipt by ERB of appropriate and custormtgmnification including, when appropriate, thesfing of bond, ERB will issue in
exchange for such lost, stolen or destroyed ceatii shares of New ERB Common Stock and the fraadtighare payment, if any, deliverable
in respect thereof as determined in accordance with

Section 1.3 or cash as the case may be.

ARTICLE Il
ACTIONS PENDING MERGER

Prior to the earlier of the Effective Time or termaiion of this Agreement by either party under éetiVIl, the parties agree to the following
restrictions and actions.

2.1 Cornerstone and ERB Common Stock; Other Met@ersolidations. Subject to Section 2.3, withoet phior written consent of
Cornerstone, ERB and Bank of East Ridge will not] without the prior written consent of ERB, Costene will not:

(a) make, declare or pay any dividend on ERB ComBtogk or declare or make any distribution on,icealy or indirectly combine,
redeem, reclassify, purchase or otherwise acqaing shares of its capital stock (other than irdadiary capacity or in respect of a debt
previously contracted in good faith) or authorize treation or issuance of or issue or sell or fieany subsidiary to issue or sell any
additional shares of ERB's capital stock, or amyomyis, calls or commitments relating to its capdigick, or any securities, obligations or
agreements convertible into or exchangeable fogjying any person any right to subscribe for ajudre, shares of its capital stock or the
capital stock of any subsidiary; and/or

(b) merge or consolidate or permit any subsidiargnerge or consolidate with any other entity orag@gin any similar transaction or sell or
otherwise dispose of the stock of Bank of East Ridg
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2.2 Cornerstone and ERB Operations. Without ther prritten consent of Cornerstone, which consefitneit be unreasonably withheld, El
will not and will not permit any subsidiary to, amithout the prior written consent of ERB, whichnsent will not be unreasonably withheld,
Cornerstone will not:

(a) pay any bonus to, or increase the rate of cosgi®n of, any of its directors, officers or emyges or enter into any employment contracts
with any persons;

(b) enter into or modify or permit any subsidianyetnter into or modify (except as may be requingafiplicable law and except for the
renewal of any existing plan or arrangement indftnary course of business consistent with pasttime) any pension, retirement, stock
option, stock purchase, savings, profit sharinferled compensation, consulting, bonus, group arste or other employee benefit, incentive
or welfare contract, plan or arrangement, or angttagreement related thereto, in respect of aiitg directors, officers or other employees;

(c) except as contemplated by Section 1.2 and Sult&tantially modify the manner in which it arglstibsidiaries have heretofore conducted
their business, taken as a whole, or amend itgarhar by-laws;

(d) except for transactions in the ordinary cowfits banking business, sell, dispose of or ditooe or permit any subsidiary to sell, disp
or discontinue any of its business, assets (innpdivestment securities) or property;

(e) except for the acquisition of loans, investnegdurities and cash equivalent assets in theamdoourse of its banking business, acquire
(other than through foreclosure or satisfactiowile or in part of indebtedness owed ERB) anytassebusiness that is material to such

party;
(f) except in the ordinary course of its bankingibess, enter into off-balance sheet transactions;
(g) take any other action not in the ordinary cewsbusiness of it or its subsidiaries;

(h) make any negative provision to the reservepémsible loan losses of Bank of East Ridge unkegsired by a regulatory authority having
jurisdiction; or

(i) directly or indirectly agree to take any of tteeegoing actions.

2.3 Bank of East Ridge Dividends. Immediately ptathe Effective Time and subject to the satiséacof the conditions precedent in Artit
VI, ERB shall cause Bank of East Ridge to declawe: @ay a dividend to ERB at such time and in sunbunt as may be requested by
Cornerstone. ERB shall take and shall cause Baidasf Ridge to take all appropriate and necessepg sincluding without limitation,
obtaining the requisite approval from the Tenne&sgartment of Financial Institutions ("TDFI") atite Federal Deposit Insurance
Corporation ("FDIC") for the declaration and payrmehsuch dividend.

ARTICLE Il
REPRESENTATIONS AND WARRANTIES OF CORNERSTONE,
ERB, AND BANK OF EAST RIDGE

Cornerstone represents and warrants to ERB and &daéist Ridge (as to itself, but not as to ERB Badk of East Ridge), and ERB and
Bank of East Ridge represent and warrant to Cotoreeqas to themselves, but not as to Cornersttma),except as previously disclosed in a
letter of Cornerstone or ERB and Bank of East Ridggpectively, of even date herewith delivereth®other party or in the Exhibits attac
hereto:

3.1 Recitals of Fact. The facts set forth in theiRés of this Agreement with respect to it areetand correct.
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3.2 Capital Stock Shares. The outstanding shareapifal stock of it are duly authorized, validdguied and outstanding, fully paid and non-
assessable, and subject to no preemptive rights.

3.3 Jurisdictional Power and Authority. Each dfais the power and authority, and is duly qualifredll jurisdictions where such qualificati

is required, to carry on its business as it is beimg conducted and to own all its material prdperand assets, and it has all federal, state,
local, and foreign governmental authorizations seagy for it to own or lease its properties an@isand to carry on its business as it is now
being conducted, except for such powers and authtévns the absence of which, either individuallynothe aggregate, would not have a
Material Adverse Effect as defined in Section 9.1.

3.4 Capital Stock Shares. The shares of capitaksice owned by it free and clear of all liensjras encumbrances and restrictions on
transfer and there are no rights with respect ¢b sapital stock.

3.5 Validity of Agreement. Subject to approval tsflboard of directors and any required shareha@dproval of this Agreement and the
Merger, this Agreement is a valid and binding agrest of it enforceable against it in accordancén\itét terms, subject to bankruptcy,
insolvency, fraudulent transfer, reorganizationyaarium and similar laws of general applicabiligfating to or affecting creditors' rights
to general equity principles.

3.6 Breaches or Violations. The execution, delivang performance of this Agreement by it does aad, the consummation of the
transactions contemplated hereby by it will nopstdute (a) a breach or violation of, or a defamitler, any law, rule or regulation or any
judgment, decree, order, governmental permit @nkse, or agreement, indenture or instrument afitssubsidiaries or to which it or i
subsidiaries (or any of their respective propeytiesubject, which breach, violation or defaulgividually or collectively, will have a
Material Adverse Effect, or enable any person foiarany of the transactions contemplated herebpa breach or violation of, or a default
under, the charter or bylaws of it; and the consation of the transactions contemplated herebymaitirequire any consent or approval
under any such law, rule, regulation, judgmentyekecorder, governmental permit or license or tresent or approval of any other party to
any such agreement, indenture or instrument, dkizer the required approvals of applicable reguadmthorities referred to in Sections 6..
and (c) and the approval of the respective boadirettors and shareholders of ERB, Bank of Eadg&and Cornerstone referred to in
Section 3.5 and other than any consents and appriinaabsence of which will not have a Materialv&ie Effect.

3.7 Financial Statements. Each of the balance sleer incorporated by reference into the audiiegincial statements (including the related
notes and schedules) for the year ended Decemb&®8& and the most recent unaudited financiatstants fairly presents the financial
position of the entity or entities to which it rida as of its date and each of the income statesna@it statements of stockholder equity and of
cash flow and changes in financial position or egl@nt statements in or incorporated by referenteits audited financial statements
(including any related notes and schedules) andhitst recent unaudited financial statements fairgsents the results of operations, retained
earnings and cash flows and changes in financiitipo, as the case may be, of the entity or @stitd which it relates for the periods set f
therein (subject, in the case of unaudited intestatements or reports, to normal year-end auditsaaiients that are not material in amount or
effect), in each case in accordance with geneaalbepted accounting principles ("GAAP") applicaioldanks and bank holding companies,
consistently applied during the periods involved;ept as may be noted therein. It has no obligat@riabilities (whether absolute, accrued,
contingent or otherwise) which are not disclosethanaudited financial statements, the omissionto€h would singly or in the aggregate
have a Material Adverse Effect. Since the datésohudited financial statements, it has not inclieney liabilities or obligations (whether
absolute, accrued, contingent or otherwise) ofraature except liabilities or obligations incurredtie ordinary course of business or which
would singly or in the aggregate have a Materiavéyde Effect.

3.8 Financial Condition. There has been no adwelraege in the financial condition of it, since Deder 31, 1996, which has had a Material
Adverse Effect.
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3.9 Taxes; Tax Returns; Tax Liabilities. All masdriederal, state, local, and foreign tax retuetired to be filed by or on behalf of it or any
of its subsidiaries have been timely filed or resjador extensions have been timely filed and arch £xtension shall have been granted and
not have expired, and all such returns filed arepdete and accurate in all material respects.aés shown on returns filed by it have been
paid in full or adequate provision has been madaily such taxes on its balance sheet (in accoedaith GAAP). As of the date of this
Agreement, there is no audit examination, defigiee refund litigation with respect to any taxdst@nd it is not aware of any basis for the
assertion of any claim for any tax deficiency fdrigh adequate provision has not been made onlast@sheet that would result in a
determination that would have a Material Adversteé&if All taxes, interest, additions, and penaltiae with respect to completed and settled
examinations or concluded litigation relating thdtve been paid in full or adequate provision reentmade for any such taxes on its balance
sheet (in accordance with GAAP). It has not exatateextension or waiver of any statute of lim@ia on the assessment or collection of
material tax due that is currently in effect.

3.10 Pending Litigation and/or Other Binding Agrests.

(a) Pending Litigation. Except as disclosed in Bii3.10(A) as to Cornerstone or Exhibit 3.10(Bx@a&£RB and Bank of East Ridge hereto,
no litigation, proceeding or controversy before anyrt or governmental agency is pending, and tisene pending claim, action or
proceeding against it or any of its subsidiarieisiclv in the reasonable judgment of its Chief ExmeuOfficer is likely to have a Material
Adverse Effect or to prevent consummation of taegactions contemplated hereby, and, to the bést kfiowledge, no such litigation,
proceeding, controversy, claim or action has bbezatened or is contemplated, and, to its knowlethgge are no facts or circumstances
which could form the reasonable basis for any claation or proceeding (including, but not limitieg a claim for violation of any state or
federal fair lending laws or regulations) whicHiily to have a Material Adverse Effect or prevenhsummation of the transactions
contemplated hereby.

(b) Binding Agreements. Neither it nor any of itdsidiaries is subject to any cease and desist,oxtléten agreement or memorandum of
understanding with, or a party to any commitmetieteor similar undertaking to, or is subject ty amder or directive by, or is a recipient of
any extraordinary supervisory letter from, or ibjeat to any board resolutions at the requestedferfal or state governmental authorities
charged with the supervision or regulation of bamkbank holding companies or engaged in the imagaf bank deposits ("Bank
Regulators"), nor has it been advised by any BagdguRator that it is contemplating issuing or redues(or is considering the appropriater
of issuing or requesting) any such order, directiviétten agreement, memorandum of understandixtga@rdinary supervisory letter,
commitment letter, board resolutions or similar eraking.

3.11 Material Contracts. Except as disclosed iniliikB.11(A) hereto in the case of Cornerstone Brhibit 3.11(B) hereto in the case of E
and Bank of East Ridge and except for this Agredrard arrangements made in the ordinary coursesifibss, it is not bound by any
material contract (as defined in Item 601(b)(10aY (ii) of Regulation S-K promulgated under tlee&ities Act of 1933, as amended) to be
performed after the date hereof that has not bissthwith or incorporated by reference in the aeditinancial statement.

3.12 Employee Benefit Plans. All "employee bengifins,” as defined in Section 3(3) of the Emplogedrement Income Security Act of
1974 ("ERISA"), that cover any of its and as to ERBor any of its subsidiaries, employees coniplgll material respects with all applica
requirements of ERISA, the Code and other apple&ws and no event has occurred and, to its krgeleno fact or circumstance exists
with respect to any employee benefit plan now ewvjusly existing which would result in a Materfedverse Effect on ERB or Cornerstone;
neither it nor as to ERB any of its subsidiariess Bngaged in a "prohibited transaction” (as ddfineSection 406 of ERISA or

Section 4975 of the Code) with respect to any sliah which is likely to result in any material péiies or taxes under Section 502(i) of
ERISA or

Section 4975 of the Code; no material liabilityhe Pension Benefit Guaranty Corporation has beénexpected by it or them to be incur
with respect to any such plan which is subjectite TV of ERISA ("Pension Plan"), or with respdotany "single-employer plan" (as defined
in Section 4001(a)(15) of
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ERISA) currently or formerly maintained by it, theamany entity which is considered one employehwtiunder Section 4001 of ERISA or
Section 414 of the Code; no Pension Plan had anutiaglated funding deficiency” [as defined in

Section 302 of ERISA (whether or not waived)] ashef last day of the end of the most recent plam gading prior to the date hereof; the
market value of the assets of each Pension Plaedsdhe present value of the "benefit liabilitiess' defined in Section 4001(a)(16) of
ERISA) under such Pension Plan as of the end antb& recent plan year with respect to the respe@lan ending prior to the date hereof,
calculated on the basis of the actuarial assumptised in the most recent actuarial valuationdch$Pension Plan as of the date hereof; no
notice of a "reportable event" (as defined in Secd043 of ERISA) for which the thirty (30) day ceping requirement has not been waived
has been required to be filed for any Pension Ri#rin the twelve (12) month period ending on tta¢edhereof; neither it nor as to ERB, any
of its subsidiaries has provided, or is requiregrtvide, security to any Pension Plan pursua®teiction 401(a)(29) of the Code; it and as to
ERB its subsidiaries have not contributed to a tramiployer plan” as defined in

Section 3(37) of ERISA, on or after September 2801 and it and as to ERB its subsidiaries do mgttany obligations for retiree health :
life benefits under any benefit plan, contract waagement.

3.13 Title to Property. Except as set forth in Eihs.13(A) as to Cornerstone and Exhibit 3.13(BY@ERB and Bank of East Ridge, each of
it and its subsidiaries has good title to its prtipe and assets (other than property as to whishéssee) except for such defects in title w
would not, in the aggregate, have a Material Advé&Eect on it.

3.14 Regulatory Approvals. It knows of no reasory e regulatory approvals referred to in Secti®rigb) and (c) should not be obtained
without the imposition of any condition of the typaferred to in the proviso following such Secti@$(b) and (c).

3.15 Loan Reserve. Its reserve for possible loasde as shown in its audited financial statementhé year ended December 31, 1996, was
adequate in all material respects under GAAP agplécto banks and bank holding companies and safs@und banking practices.

3.16 Permits, etc. and Filings, etc. It has alhges, licenses, certificates of authority, ordensg approvals of, and have made all filings,
applications, and registrations with, federal,estéical, and foreign governmental or regulatorglibs that are required in order to permit it to
carry on its business as it is presently conduatetithe absence of which would have a Material fpslv&ffect; all such permits, licenses,
certificates of authority, orders, and approvassiarfull force and effect, and to the best knowledf it no suspension or cancellation of any
of them is threatened.

3.17 Capital Stock Shares. In the case of ERBsliages of capital stock to be issued pursuantiscdreement and the Merger, when issued
in accordance with the terms of this AgreementtaedMerger, will be duly authorized, validly issyédlly paid and nonassessable and
subject to no preemptive rights.

3.18 Collective Bargaining. It is not a party toy s it bound by, any collective bargaining agreemcontract, or other agreement or
understanding with a labor union or labor orgamizgtnor is it or any of its subsidiaries the sebjef a proceeding asserting that it or any
such subsidiary has committed an unfair labor praair seeking to compel it or such subsidiaryagghin with any labor organization as to
wages and conditions of employment, nor is theyestiike or other labor dispute involving it or aofyits subsidiaries pending or threatened.

3.19 Broker/Finder Fees. Neither it, nor any ofrthespective officers, directors, or employees @mployed any broker or finder or incurred
any liability for any financial advisory fees, bexiage fees, commissions, or finder's fees, andaiebor finder has acted directly or
indirectly for it or any of its subsidiaries, inmuection with this Agreement or the transactiongemplated hereby.

3.20 Untrue Statements. The information to be sedgiy it for inclusion in (1) the Registration &ent on Form S-4 and/or such other
form(s) as may be appropriate to be filed undeiSbeurities Act of 1933, as amended
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(the "Securities Act"), with the SEC by ERB for thierpose of, among other things, registering th& ERmmon Stock to be issued to the
shareholders of Cornerstone in the Merger (the iS2egion Statement"), or (2) the proxy statemeatse distributed in connection with
ERB's and Cornerstone's meetings of their respestiareholders to vote upon this Agreement (as deteor supplemented from time to
time, the "Proxy Statement”, and together withghmspectus included in the Registration Statensnémended or supplemented from time
to time, the "Proxy Statement/Prospectus”) will abthe time such Registration Statement beconfestiefe, and in the case of the Proxy
Statement/Prospectus at the time it is mailed atigeatime of the meeting of shareholders conteteglander this Agreement, contain any
untrue statement of a material fact or omit toestaty material fact required to be stated thereimecessary in order to make the statements
therein, in light of the circumstances under whindly are made, not misleading.

3.21 Environmental Law Violations.
(a) Definitions. For purposes of this section, filllowing terms shall have the indicated meanings:

"Environmental Law" means any federal, state oalléew, statute, ordinance, rule, regulation, cdidense, permit, authorization, approval,
consent, order, judgment, decree, injunction ceaigient with any governmental entity relating totii@) protection, preservation or
restoration of the environment (including, withdintitation, air, water vapor, surface water, growader, drinking water supply, surface soil,
subsurface soil, plant and animal life or any ottetural resource); and/or (b) the use, storaggcliag, treatment, generation, transportation,
processing, handling, labeling, production, releasdisposal of Hazardous Substances. The termif@mental Law" includes, without
limitation, (1) the Comprehensive Environmental resse, Compensation and Liability Act, as amend2d).S.C. ss. 9601, et seq., the
Resource Conservation and Recovery Act, as amed@dd,S.C. ss. 6901, et seq., the Clean Air Acgrasnded, 42 U.S.C. ss. 7401, et seq.,
the Federal Water Pollution Control Act, as amen®8dJ.S.C. ss. 1251, et seq., the Toxic Substafioatrol Act, as amended, 15 U.S.C. ss.
9601, et seq., the Emergency Planning and CommBgfigt to Know Act, 42 U.S.C. ss. 11001, et sdwe, $afe Drinking Water Act, 42
U.S.C. ss. 300f, et seq., all comparable statdarad laws; and (2) any common law (including, weiti limitation, common law that may
impose strict liability) that may impose liability obligations for injuries or damages due tohoeatened as a result of, the presence of or
exposure to any Hazardous Substance.

"Hazardous Substance" means any substance prebsteitly defined, designated or classified as ttamas, toxic, radioactive or dangerous, or
otherwise regulated, under any Environmental Lathetier by type or by quantity, including any matkcontaining any such substance as a
component. Hazardous Substances include, withmitilion, petroleum or any derivative or by-prodtietreof, asbestos, radioactive
material, and polychlorinated biphenyls.

"Loan Portfolio Properties and Other Properties @d/means those properties now or previously ovanaxperated by Cornerstone or ERB
or any of their subsidiaries including propertiesed or operated in a fiduciary capacity.

(b) Violations by Corporate/Subsidiary. It has hegn in violation of or liable under any Environrteaw, except any such violations or
liabilities which would not reasonably be expededingly or in the aggregate have a Material AdedEffect.

(c) Violations by Loan Portfolio Properties and &ttProperties Owned. None of the Loan Portfoliopertes and Other Properties Ownec
it or its subsidiaries have been or are in violat or liable under any Environmental Law, excapy such violations or liabilities which
singly or in the aggregate will not have a MateAdverse Effect.

(d) Pending Liability. To the best knowledge cdiitd its subsidiaries, there are no actions, slgisilands, notices, claims, investigations or
proceedings pending or threatened relating toiddity of the
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Loan Portfolio Properties and Other Properties Qlmgit or its subsidiaries under any Environmehtal, including, without limitation, ar
notices, demand letters or requests for informdtiom any federal or state environmental agencstire to any such liabilities under or
violations of Environmental Law, except such whigii not have or result in a Material Adverse Effec

ARTICLE IV
REPRESENTATIONS AND WARRANTIES OF YOUNG

Young represents and warrants to Cornerstone,agkegpt as previously disclosed in a letter of @stone of even date herewith delivered to
the other party or in the Exhibits attached hereto:

4.1 Recitals of Fact. The facts set forth in theifés of this Agreement with respect to Young tave and correct.

4.2 Jurisdictional Power and Authority. Young hals power and authority to execute and deliver thigeement and to perform his
obligations hereunder. This Agreement constitutesvalid and legally binding obligation of Youngferceable in accordance with its terms
and conditions. Young need not give any noticentake any filing with, or obtain any authorizati@moensent, or approval of any government
or governmental agency in order to consummater#imsactions contemplated by this Agreement.

4.3 Breaches or Violations. Neither the executiod #he delivery of this Agreement, nor the consumimnaof the transactions contemplated
hereby, will (A) violate any constitution, statutegulation, rule, injunction, judgment, order, isx; ruling, charge, or other restriction of any
government, governmental agency, or court to whiohing is subject or, (B) conflict with, result irbaeach of, constitute a default under,
result in the acceleration of, create in any pHréyright to accelerate, terminate, modify, or @per require any notice under any agreement,
contract, lease, license, instrument, or othemaement to which Young is a party or by which hbasnd or to which any of his assets are
subject.

4.4 Capital Stock Shares. Young holds of recordamds beneficially 76,139 shares of ERB Common IStBgcept as set forth in Exhibit
4.4, all of Young's shares are owned by him frele@ear of any restrictions on transfer or othendi (other than any restrictions under the
Securities Act and state securities laws). Younpisa party to any option, warrant, purchase righbther contract or commitment that cc
require Young to sell, transfer, or otherwise d&pof any capital stock of ERB, and Young is npagy to any voting trust, proxy, or other
agreement or understanding with respect to thegaif any capital stock of the ERB.

ARTICLE V
COVENANTS

Except as otherwise provided below, Cornerstonethyecovenants to ERB, and ERB and Bank of EastéRiidgeby covenant to Cornerstc
that:

5.1 Best Efforts. It shall use its best effortgjond faith to take or cause to be taken all aatiecessary or desirable under this Agreement on
its part as promptly as practicable so as to pethmiconsummation of the transactions contemplayetiis Agreement at the earliest possible
date and cooperate fully with the other party hetetthat end.

5.2 Shareholders' Meeting and Approval. It shaltgée all steps necessary to duly call, give motif; convene and hold a meeting of its
shareholders for the purpose of approving this Agrent as soon as is reasonably practicable; (bjmeend to its shareholders that they
approve this Agreement and use its best effortdbtain such approval; (c) distribute to its shatéérs the Proxy Statement/Prospectus in
accordance with applicable federal and
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state law and with its certificates of incorporatir charter, as the case may be, and bylaws;@rabperate and consult with Cornerstone
with respect to each of the foregoing matters.

5.3 Preparation/Filing of Proxy Statement/Prospeetud Registration Statement. It will cooperatthapreparation and filing of the Proxy
Statement/Prospectus and Registration Statememnt@r to consummate the transactions contemplatehid Agreement as soon as is
reasonably practicable.

5.4 Effective Time of Registration Statement; Stglers, etc. In the case of ERB, it will advise i@stone, promptly after ERB receives
notice thereof, of the time when the Registratitatenent has become effective or any supplemesatn@endment has been filed, of the
issuance of any stop order or the suspension ajubéfication of the shares of New ERB Common &tigsuable pursuant to this Agreement
for offering or sale in any jurisdiction, of thatiation or threat of any proceeding for any sucingose or of any request by the SEC for the
amendment or supplement of the Registration Stateorgor additional information.

5.5 Blue Sky Permits. It shall use its reasonabk bfforts to obtain, prior to the effective datéhe Registration Statement, all necessary
state securities law or "Blue Sky" permits and appls required to carry out the transactions coptatad by this Agreement.

5.6 Press Releases. Subject to its disclosureatlaits imposed by law, unless approved by the gthey hereto in advance, it will not issue
any press release or written statement for geeémallation relating to the transactions contenmgalatereby. As to any disclosure obligation

imposed by law, it will deliver to the other pagycopy of such press release or written notic@as as practicable and in any event, prior to
its issuance.

5.7 Copies of Written Communications. It shall ppily furnish the other party with copies of writteammunications received by it, or any
of its respective subsidiaries, Affiliates or Asses (as such terms are defined in Rule 12b-2nthdeSecurities Exchange Act of 1934, as
amended, as in effect on the date hereof), frondebvered by any of the foregoing to, any governtakbody or agency in connection witt
material to the transactions contemplated hereby.

5.8 Access to Corporate Information.

(a) Access to Corporate Records. Upon reasonalikend shall afford the other party hereto, atsdaifficers, employees, counsel,
accountants and other authorized representatiediectively, such party's "Representatives") accdasng normal business hours, to all o
and its subsidiaries' properties, books, contraaxsteturns, commitments and records; it shalbenthe other party's Representatives to
discuss its business affairs, condition (finanaiad otherwise), assets and liabilities with sudtdthersons, including, without limitation, its
directors, officers, employees, accountants andselyas the other party considers necessary oopgte; and it shall furnish promptly to
the other party hereto (i) a copy of each repatiedule and other document filed by it and to teslfprior to the Effective Time pursuant to
the requirements of federal or state securitidsaoking laws since December 31, 1996; and (iiptér information concerning its business,
properties and personnel as the other party heratoreasonably request, provided that no investigatursuant to this

Section 5.8 shall affect or be deemed to modify l@pyesentation or warranty made by, or the caoniitio the obligations to consummate
Agreement of, the other party hereto.

(b) Information Provided to Any Governmental BodyAmency. It will, upon request, furnish the otlparty with all information concerning
it, its subsidiaries, directors, officers, partnensl shareholders and such other matters as maabenably necessary or advisable in
connection with the Proxy Statement/ProspectusRegistration Statement or any other statemenpplication made by or on behalf of
Cornerstone, ERB, Bank of East Ridge or any ofrtfesipective subsidiaries to any governmental lisdygency in connection with or
material to the Merger and the other transactiamieamplated by this Agreement.
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(c) Prohibited Use and Confidentiality of Infornaati It will not use any information obtained purstuto this Section 5.8 for any purpose
unrelated to the consummation of the transactionsetnplated by this Agreement and, if the traneaatbntemplated by this Agreement is
not consummated, it will hold all information andadiments obtained pursuant to this Section 5.8fidence unless and until such time as
such information or documents otherwise becomeiglytdvailable or as it is advised by counsel @@y such information or document is
required by law to be disclosed, and in the evétit@termination of this Agreement, it will delivio the other party hereto all documents so
obtained by it and any copies thereof.

5.9 Information Disclosure: Prohibition. It shabtrsolicit or knowingly encourage inquiries or posgls with respect to, or furnish any
information relating to or participate in any nagtibns or discussions concerning, any acquisitiopurchase of all or a material portion o
assets (whether owned by it directly or owned hy@inits subsidiaries), or of a substantial equitgrest in it or any business combination
with it or any of its subsidiaries other than astemplated by this Agreement, and it shall institscofficers, directors, agents, advisors and
affiliates to comply with the above. ERB agreeg thahall notify Cornerstone immediately if anygiriries or proposals as described in this
Section 5.9 are received by, any such informasarguested from, or any such negotiations or d&ouns are sought to be initiated with,
ERB or Bank of East Ridge.

5.10 Material Adverse Effect. It shall notify thther party hereto as promptly as practicable o&(g) breach of any of its representations,
warranties or agreements contained herein thatldwle a Material Adverse Effect and as to reptesiens, warranties or agreements
contained herein which do not specifically refeMaterial Adverse Effect, of any material breactérdof, and (b) any change in its condition
(financial or otherwise), properties, businessultsf operations or prospects (in its marketplaceith respect to its existing customers)
could have a Material Adverse Effect.

5.11 Filings, etc. It shall cooperate and useaetst lefforts to promptly prepare and file all neeggslocumentation, to effect all necessary
applications, notices, petitions, filings and otlecuments, and to obtain all necessary permitsserts, approvals and authorizations of all
third parties and governmental bodies or ageniiekjding submission of applications for approvathos Agreement and the transactions
contemplated hereby to the TDFI and the FDIC iroedt@nce with the provisions of the Bank Merger &atl T.C.A. ss.45-2301 et seq., ar
to such other regulatory agencies as requiredwy la

5.12 Information Submitted to Third Parties. Itisk&) permit the other to review in advance awndhte extent practicable, will consult with
the other party on all characterizations of theirinfation relating to the other party and any oféispective subsidiaries, which appear in any
filing made with, or written materials submitted &my third party or any governmental body or agenaonnection with the transactions
contemplated by this Agreement; and (b) consuh Wit other with respect to obtaining all necesgaiynits, consents, approvals and
authorizations of all third parties and governmebtalies or agencies necessary or advisable tauoomste the transactions contemplated by
this Agreement and will keep the other party apgatisf the status of matters relating to completibthe transactions contemplated herein.

5.13 Policies and Practices: Conformity. At or intiagely prior to the Closing, ERB shall, consistefith generally accepted accounting
principles, modify and change its and the Bank adtERidge's loan, litigation and real estate vadngbolicies and practices (including loan
classifications and levels of reserves) so as tagptied consistently on a mutually satisfactorgibavith those of Cornerstone; provided,
however, that ERB shall not be obligated to takgsrch action pursuant to this Section 5.13 urdeskuntil Cornerstone certifies that all
conditions to its obligation to consummate the Mergave been satisfied.

A-15



5.14 Reasonable Dispatch. It shall not take oreagrecommit to take any action which would cauge lte unable to consummate the Merger
with reasonable dispatch, unless such action, aggetor commitment is otherwise required by lavgswor regulations.

5.15 Regulatory Approval. It shall not take anyi@tunless otherwise required by law, rules or t&tipns, that would materially adversely
affect the ability of either party or any of itsbsidiaries to obtain any necessary approval ofleagry authorities required for the
consummation of the Merger without imposition afandition or restriction of the type referred toSactions 6.1(b) and (c).

ARTICLE VI
CONDITIONS TO CONSUMMATION

6.1 Conditions. The respective obligations of Cestene, ERB and Bank of East Ridge to effect thegdeshall be subject to the satisfaction
prior to the Effective Time of the following conidibs:

(a) this Agreement, the Merger and the transactiongemplated hereby shall have been approvededsetiuisite vote of the shareholders in
accordance with applicable law;

(b) the procurement of approval of this Agreementt the transactions contemplated hereby by the EDEIthe FDIC, and the expiration of
any statutory waiting periods;

(c) procurement of all other regulatory consentd @pprovals (including, without limitation, any téed consents or approvals from state
banking authorities) which are necessary to thesgamation of the transactions contemplated byAQigement; provided, however, that no
approval or consent in Sections 6.1(b) and (c) sleatleemed to have been received if it shall imkelany conditions or requirements which
would reduce the benefits of the transactions copltated hereby to such a degree that CornerstoB&Br(as to any condition or
requirement which directly adversely affects tharsholders of ERB) would not have entered into Agigeement had such conditions or
requirements been known at the date hereof;

(d) the satisfaction of all other requirements priged by law which are necessary to the consunimneof the transactions contemplated by
this Agreement;

(e) no party hereto shall be subject to any ordiecree or injunction of a court or agency of corapgjurisdiction which enjoins or prohibits
the consummation of the Merger;

(f) no statute, rule, regulation, order, injunctamndecree shall have been enacted, entered, pgated or enforced by any governmental
authority which prohibits, restricts or makes ibkégonsummation of the Merger or which imposesiegins, conditions or requirements on
consummation of the Merger which would reduce thedfits of the Merger to such a degree that Cotmeesor ERB (as to any restriction,
condition or requirement which directly adverseffgets the shareholders of ERB) would not haveredtéto this Agreement had such
conditions or requirements been known at the detedtf;

(9) the Registration Statement shall have becorieetefe and no stop order suspending the effecéisemf the Registration Statement shall
have been issued and no proceedings for that peigiadl have been initiated or threatened by th@;SE

(h) the receipt of all state securities laws antli&BSky" permits and other authorizations necesgacpnsummate the transactions
contemplated hereby; and

(i) the Effective Date of the Merger shall haveweted on or before December 31, 1997.
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6.2 Additional Conditions. The obligation of Cora&me to effect the Merger shall be subject tostitesfaction prior to the Effective Time of
the following additional conditions:

(a) Cornerstone and its directors and officersldteale received from ERB's and the Bank of Easg®&lindependent certified public
accountants "cold comfort" letters, dated (i) tlagedof the mailing of the Proxy Statement/ProspgetitERB's shareholders and

(i) shortly prior to the Effective Date, with resgt to certain financial information regarding ERBJ Bank of East Ridge in the form
customarily issued by such accountants at suchitirtransactions of this type;

(b) Cornerstone shall have received an opinioreditite Effective Date, of ERB's, Bank of East Rislg&d Young's counsel substantially in
the form of Exhibit "F" attached hereto;

(c) Each of the representations, warranties andmavts contained herein of ERB, Bank of East Ridgd,Young, subject to the disclosure
letter of Cornerstone provided pursuant to Artitleshall, in all respects, be true on, or complheith by, the Effective Date as if made on
such date (or on the date when made in the cameyafepresentation or warranty which specificadiiates to an earlier date) except (y) for
breaches which singly or in the aggregate woulchaot a Material Adverse Effect and (z) as to regméations, warranties or covenants
contained herein of ERB, Bank of East Ridge, andrigowhich do not specifically refer to Material Aztge Effect, for breaches which are
not material and ERB shall have received a ceatiéicigned by the Chief Executive Officer or Chigfancial Officer of ERB dated the
Effective Date, to such effect;

(d) No litigation or proceeding is pending whichias been brought against Cornerstone or ERByooftheir subsidiaries by any
governmental agency seeking to prevent consummaefitre transactions contemplated hereby or (ithereasonable judgement of the C
Executive Officer of Cornerstone is likely to haavdlaterial Adverse Effect on ERB;

(e) Cornerstone shall have conducted a due dilgeeniew of ERB, the results of which shall bedatitory to the Board of Directors of
Cornerstone;

(f) The ERB shareholders shall have elected to @xgh ERB Common Stock for cash of no less tharD$2000;

(g) Cornerstone, at its option, shall have receaégtter from Mercer Capital, or another firm guadble to Cornerstone, within ten (10) days
prior to the Effective Date, to the effect thatlie opinion of such firm, the terms of the trangarcare fair to the shareholders of Cornerstone
from a financial point of view; and

(h) ERB shall have entered into a consulting agergwith Young, dated the Effective Date, substdiytin the form of Exhibit "H" attached
hereto.

Any effect on ERB and the Bank of East Ridge assalt of action taken by ERB and the Bank of Eadg& pursuant to Section 5.13 shall be
disregarded for purposes of determining the trutboorectness of any representation or warrangRB and Bank of East Ridge and for
purposes of determining whether any conditionssatisfied and shall not affect the Exchange Ratio.

6.3 Additional Conditions. The obligation of ERBdaBank of East Ridge to effect the Merger shalsbleject to the satisfaction at or prior to
the Effective Time of the following additional cdtidns:

(a) ERB and Bank of East Ridge and their direcamd officers shall have received from Cornerstoinelespendent certified public
accountants "cold comfort” letters, dated (i) tlagedof the mailing of the Proxy Statement/ProspetitCornerstone's shareholders and (ii)
shortly prior to the Effective Date,
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with respect to certain financial information redjag Cornerstone in the form customarily issuegibgh accountants at such time in
transactions of this type;

(b) ERB and Bank of East Ridge shall have recearedpinion, dated the Effective Date, of Corners®eounsel substantially in the form of
Exhibit "I" attached hereto;

(c) ERB and Bank of East Ridge shall have recearedpinion regarding certain tax issues, datedffextive Date, of Cornerstone's counsel
substantially in the form of Exhibit "J" attacheelréto;

(d) ERB and Bank of East Ridge shall have recedavéadter from a firm acceptable to ERB and Bankas$t Ridge, to be included in the pr
statement to be sent to the ERB shareholders astetegh within ten (10) days prior to the Effectivat®, to the effect that in the opinion of
such firm, the terms of the transaction are fath®shareholders of ERB from a financial poinviefv;

(e) each of the representations, warranties andmaonis contained herein of Cornerstone, subjabetdisclosure letter of Cornerstone
provided pursuant to Article 11l shall, in all re=gis, be true on, or complied with by, the Effeetivate as if made on such date (or on the date
when made in the case of any representation oawgriwhich specifically relates to an earlier daegept (y) for breaches which singly or in
the aggregate would not have a Material Adversedtfind (z) as to representations, warrantiesweramts contained herein of Cornerstone
which do not specifically refer to Material Adverséfect, for breaches which are not material andBERall have received a certificate sigi

by the Chief Executive Officer or Chief Financidfi®er of Cornerstone, dated the Effective Datesuch effect; and

(f) no litigation or proceeding is pending whichlfias been brought against ERB or Cornerstoneyooftheir subsidiaries by any
governmental agency, seeking to prevent consummafithe transactions contemplated hereby orr(ithe reasonable judgment of the ClI
Executive Officer of ERB will have a Material Adwger Effect on Cornerstone; and

(9) ERB shall have conducted a due diligence rewie@ornerstone, the results of which shall besgattory to the Board of Directors of
ERB.

ARTICLE VII
TERMINATION

This Agreement will be terminated as set forth éct®n 7.2(a) and this Agreement may be terminptéxd to the Effective Date, either
before or after its approval by the shareholdeilSaherstone and ERB:

7.1 Mutual Majority Vote. By the mutual consent@drnerstone and ERB, if the Board of Directorsadheso determines by vote of a
majority of the members of its entire Board.

7.2 Nonapproval of Agreement by Shareholders.

(@) In the event of the failure of the sharehola#rsither Cornerstone or ERB to approve this Agreet by the requisite vote at their
respective meetings called to consider such apprthisa Agreement shall terminate automatically; or

(b) By Cornerstone or ERB, if its Board of Direct@o determines by vote of a majority of the membéits entire Board, in the event of a
breach by the other party hereto of any representavarranty or agreement contained herein wtsahoit cured or not curable within sixty
(60) days after written notice of such breach i&gito the party committing such breach by the rotlagty hereto which has or will have he
Material Adverse Effect on the breaching party.
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7.3 Postfermination Liability. Subject to the provisions ®&ction 9.2, in the event of the termination @ #hgreement by either Cornerstc
or ERB, as provided above, this Agreement shafktifeer become void and there shall be no liabditythe part of any party hereto under
Agreement or their respective officers or directesscept that any such termination shall be withmejudice to the rights of any party hereto
arising out of the willful breach by any other yaof any covenant or willful misrepresentation @ned in this Agreement.

ARTICLE VI
EFFECTIVE DATE AND EFFECTIVE TIME

On the last business day of the month during witiehexpiration of all applicable waiting periodscionnection with governmental approvals
occurs and all conditions to the consummation isf Agreement are satisfied or waived, or on sucliegar later date as may be agreed by
the parties, a certificate of merger shall be etextin accordance with all appropriate legal rezmients and shall be filed as required by law,
and the Merger provided for herein shall becomeatiffe upon such filing or on such date as maypeeified in such certificate of merger.
The date of such filing or such later effectiveedistherein called the "Effective Date". The "Effee Time" of the Merger shall be 5:01 P.M.
Eastern Time on the Effective Date (or such otime ton the Effective Date as may be agreed upchédyparties).

ARTICLE IX
OTHER MATTERS

9.1 Certain Definitions. As used in this Agreeméiné, following terms shall have the meanings inidaxcept where otherwise specifically
defined:

(a) "Material Adverse Effect,” with respect to agm, means any condition, event, change or oaecerthat, individually or collectively, is
reasonably likely to have a material adverse efipcin (x) the condition, financial or otherwisegperties, business, results of operations or
prospects (in its marketplace or with respecta@xiisting customers) of such person and its sigvid, taken as a whole, except as may have
resulted or may result from changes to laws olthited States or regulations of federal bank okbdaolding company regulators or changes
in national economic conditions applicable to bagkinstitutions generally or in national generaiells of interest rates that affect it and its
subsidiaries, taken as a whole, or (y) the abiftguch person to perform its obligations unded nconsummate the transactions
contemplated by, this Agreement; provided, howetlett, as to the representations and warrantiesdtidghs 3.21(a), (b), (c) and (d), a
Material Adverse Effect shall have occurred if thasonably projected costs of remediation andcdst of all fines, penalties, costs or
expenses to which the person is or may be subjelgruEnvironmental Laws as a result of any one arenbreaches of such representations
and warranties exceed $25,000 in the aggregatelatdd on a pre-tax basis and as to all other septations, warranties and covenants, a
Material Adverse Effect shall have occurred if #utual or reasonably projected costs of all losfaess, penalties, costs or expenses
(including attorneys' fees) as a result of any anmore breaches of such representations, warsaatieé covenants exceed $50,000 in the
aggregate calculated on a pre-tax basis.

(b) "Person" includes an individual, corporatioartpership, limited liability company, associatidmst or unincorporated organization.

9.2 Survival. The agreements and covenants ofdhéep which by their terms apply in whole or intpafter the Effective Time shall survive
the Effective Date. All other representations, \&aties, agreements and covenants shall be deerbedctinditions of this Agreement and
shall not survive the Effective Date. If this Agneent shall be terminated, the agreements of théepan Section 5.8(c), in Section 5.14 and
Sections 9.6 and 9.7 shall survive such termination

9.3 Amendment; Modification; Waiver. Prior to théfdetive Date, any provision of this Agreement niegy(i) waived by the party benefitted
by the provision or by both parties or (i) amendednodified at any time
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(including the structure of the transaction) byagmeement in writing between the parties heretosgmioved by its Boards of Directors (to
the extent allowed by law), except that, afterthee by the shareholders of ERB and Cornerstongtjd®el.2 shall not be amended or revi

9.4 Counterparts. This Agreement may be executedunterparts each of which shall be deemed totitotesan original, but all of which
together shall constitute one and the same instiime

9.5 Governing Law. This Agreement shall be goverdmgdand interpreted in accordance with, the lafith® State of Tennessee.

9.6 Expenses. Each party hereto will bear all egpeincurred by it in connection with this Agreetemd the transactions contemplated
hereby including fees and expenses of its own bsoimders, financial consultants, accountants@ndsel ("Transaction Expenses"), exi
that (a) the filing fee and expenses incurred imeetion with the filing of the Registration Statmwith the SEC and (b) the expenses
incurred in connection with printing and mailingetRroxy Settlement/Prospectus shall be sharedlgdpedlveen ERB and Cornerstone. ERB
agrees that its Transaction Expenses will not ex§425,000.

9.7 Disclosure. Each of the parties and its resgeeagents, attorneys and accountants will mairtteérconfidentiality of all information
provided in connection herewith which has not beelicly disclosed as permitted under Section H@ss it is advised by counsel that any
such information is required by law to be disclosed

9.8 Notices. All notices, requests, acknowledgesiant other communications hereunder to a partylsh& writing and shall be deemed
have been duly given when delivered by hand, tghe¢oonfirmed by overnight courier delivery of drigl document), telegram or telex
(confirmed in writing) to such party at its address forth below or such other address as sucl peay specify by notice to the other party
hereto.

IF TO ERB, East Ridge Bancshares, Inc

BANK OF EAST RIDGE c/o Bank of East Ridge

AND YOUNG TO: 4154 Ringgold Road
Chattanooga, Tennessee 37 412-0416
ATTN: David E. Young, Chie f Executive Officer
Telecopy No.: 423-698-2468

With Copies to: Miller & Martin
Suite 2325, SunTrust Finan cial Center
424 Church Street
Nashville, Tennessee 3721 9
ATTN: Kathryn R. Edge
Telecopy No.: 615-244-1423

IF TO CORNERSTONE CORNERSTONE COMMUNITY BANK

TO: 5319 Highway 153
Chattanooga, Tennessee 373 43
ATTN: Timothy L. Hobbs, Pr esident
Telecopy No.: 423-877-8923

With Copies to: BAKER, DONELSON, BEARMAN & CALDWELL
2200 Riverview Tower, 900 S. Gay Street

Knoxville, Tennessee 37902
ATTN: Colman B. Hoffman
Telecopy No.: 423-525-8569
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9.9 No Third-Party Beneficiaries. All terms and yigions of this Agreement shall be binding upon ahadll inure to the benefit of the parties
hereto and their respective successors and as&igospt as expressly provided for herein, nothinthis Agreement is intended to confer
upon any other person any rights or remedies ofnatyre whatsoever under or by reason of this Ages.

9.10 Entire Agreement. This Agreement represemt®tiire understanding of the parties hereto veiterence to the transactions
contemplated hereby and supersedes any and atlarddeor written agreements heretofore made, diolythe Stock Purchase Agreement
between Cornerstone Community Bank and David Engalated February 12, 1997.

9.11 Assignment. This Agreement may not be assipgeahy party hereto without the written consenthef other parties.

IN WITNESS WHEREOF, the parties hereto have catisisdnstrument to be executed in counterpartshbyr duly authorized officers as of
the day and year first above written.

CORNERSTONE COMMUNITY BANK

/sl Tinmothy L. Hobbs

EAST RI DGE BANCSHARES, | NC.
/sl James D. Renegar

THE BANK OF EAST RI DGE

/sl David E. Young

/'s/ David E. Young
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APPENDIX B

Mercer Capital Management, Inc.
5860 Ridgeway Center Parkway, Suite 410
Memphis, Tennessee 38120

April 25, 1997

The Board of Directors
Cornerstone Community Bank
5319 Highway 153
Chattanooga, Tennessee 37343

Re: Re: Fairness Opinion Regarding the Proposed&iénvolving Cornerstone Community Bank, East Ri@@ncshares, Inc., The Bank of
East Ridge, and David E. Young

Dear Directors:

Mercer Capital Management, Inc. ("Mercer Capithly been retained by the Board of Directors of €mtone Community Bank
("Cornerstone™) to issue a fairness opinion forpgheposed merger between Cornerstone and East Ratyeshares, Inc. ("ERB"). The
fairness opinion is issued from a financial poihtiew from the perspective of Cornerstone shardéis.

Under the terms of the Agreement and Plan of Meogeand between Cornerstone Community Bank, EalgdRBancshares, The Bank of
East Ridge and David E. Young, Individually, dakédrch 18, 1997, the following will occur upon consmation of the merger:

- Cornerstone will merge into the Bank of East Ridgth the Bank of East Ridge as the surviving ocaion. At closing, the Bank of East
Ridge will amend and restate its charter to chatsggame to Cornerstone Community Bank.

- ERB will amend its charter to adapt bylaws suhtadly similar to those currently in effect for @@rstone, increase its authorized shares to
1,500,000, reduce the par value from $10.00 peesio=$b1.00 per share, change the name of ERBinahdle other provisions satisfactory to
Cornerstone. The individuals serving on the bo#mdirectors of Cornerstone prior to the merger wilmprise the board of directors of ERB
and the Bank of East Ridge subsequent to the merger
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- Cornerstone shareholders will receive one shBER® common stock for each share of Cornerstomencon stock. In addition,
Cornerstone shareholders will receive a warrapttechase additional ERB common stock for $12.00spere if exercised by February 8,
1998 and $15.00 per share if exercised by Feb®ig2901 to replace warrants Cornerstone sharelwidry hold. It is anticipated that
Cornerstone shareholders will exercise approximat®0 thousand of such warrants at closing to es®eERB's capital by about $2.2 milli

- Based upon arm's length negotiations, ERB shédetowill receive a total consideration of $6,1H), payable in cash of $56.18 per
existing ERB share, or "new" ERB stock based upencbnversion ratio of $56.18 divided by $12.00gmeh share of existing ERB share. A
condition of the merger is that ERB shareholdersiog at least 76,321 shares (70%) elect the casbropf ERB shareholders elect to
receive cash greater than 70%, then the procedidseneduced on a pro rata basis with balancelgayia the form of new ERB common
stock. In the event that ERB shareholders elemdsive less than 70% cash, then Cornerstone majntete the Agreement.

- David E. Young, the Bank of East Ridge's chied@xive officer and largest shareholder with a 8iterest in ERB, has agreed to
exchange for cash at least 70% of the shares he.own

- David E. Young has also agreed to be bound liyeayear non-compete for which he will receive ddagation of $75,000 annually. In
addition, change-of-control benefits totaling umpproximately $300,000 may be paid to three Bdrikast Ridge officers under certain
conditions.

The proposed purchase price for ERB's common sleaf6125,000, or 12.6x ERB's reported 1996 rarime and 200% of book value as of
December 31, 1996. Based upon a discount rate oftifpresent value of the after-tax payments whiilbe made to Mr. Young is about
$191,000. In addition, employment agreement paysneraly be incurred for three officers, if they electerminate their relationship with T
Bank of East Ridge within 30 days of the consumamatif the merger. The after-tax liability of theypgents approximates $189,000.

As part of the engagement, a representative of dteCapital visited with Cornerstone and ERB managern Chattanooga, Tennessee.
Mercer Capital was not asked to, and did not recenththe exchange ratio between ERB and Cornerstimenon stocks and did not assist
in the merger negotiations. Factors considerednering the opinion include:

1. Terms of the Agreement;
2. An analysis of the reasonableness of the prabosesideration which will be paid to ERB shareleodq

3. An analysis of the estimated piarma changes in the combined entities' balancetstra income statement, book value per shareinga
per share, and dividends per share from the petrgpaxf the Cornerstone shareholders;

4. The tax-free nature of the transaction for Cstome shareholders; and,
5. Consideration of the ability of the merger toaace Cornerstone's business plan;
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Mercer Capital did not compile nor audit Cornersteror ERB's financial statements, nor have wegeddently verified the information
reviewed. We have relied upon such informationgisdcomplete and accurate in all material resp&¢eshave not made an independent
evaluation of the loan portfolio or the adequacyhefloan loss reserve, nor have we made speeiiltiations of other assets or liabilities of
either institution.

Our opinion does not constitute a recommendati@antoshareholder as to how the shareholder shattdon the proposed merger. Mercer
Capital has not expressed an opinion as to thegpatwhich any security of Cornerstone or ERB rigtde in the future.

Based upon our analysis of the proposed transadtisnour opinion that the transaction is fairGornerstone's stockholders from a financial
point of view.

Sincerely yours,
MERCER CAPITAL MANAGEMENT, INC.
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APPENDIX C

WEST'S TENNESSEE CODE
TITLE 48. CORPORATIONS AND ASSOCIATIONS
CHAPTER 23. BUSINESS CORPORATIONS--DISSENTERS' RIGHTS

PART 1--RIGHT TO DISSENT AND OBTAIN PAYMENT FOR SHA RES
48-23-101. Definitions. -- As used in this chapterless the context otherwise requires:
(1) "Beneficial shareholder" means the person gt lheneficial owner of shares held by a nomingbesecord shareholder;

(2) "Corporation" means the issuer of the sharé&$nea dissenter before the corporate actionheisurviving or acquiring corporation by
merger or share exchange of that issuer;

(3) "Dissenter" means a shareholder who is entttdedissent from corporate action under ss. 48@3dnd who exercises that right when and
in the manner required by part 2 of this chapter;

(4) "Fair value", with respect to a dissenter'sebameans the value of the shares immediatelydéfe effectuation of the corporate actio
which the dissenter objects, excluding any apptieciaor depreciation in anticipation of the corpgeraction;

(5) "Interest" means interest from the effectivéedaf the corporate action that gave rise to tlagediolder's right to dissent until the date of
payment, at the average auction rate paid on USitates treasury bills with a maturity of six (6pmths (or the closest maturity thereto) as of
the auction date for such treasury bills closestich effective date;

(6) "Record shareholder" means the person in whas®e shares are registered in the records of amatipn or the beneficial owner of she
to the extent of the rights granted by a nominetfioate on file with a corporation; and

(7) "Shareholder" means the record shareholddreobéneficial shareholder.

48-23-102. Right to dissent. -- (a) A shareholdegrititled to dissent from, and obtain paymenheffair value of the shareholder's shares in
the event of, any of the following corporate acsion

(1) Consummation of a plan of merger to which tbgporation is a party:

(A) If shareholder approval is required for the gesrby ss. 48-21-104 or the charter and the shitehis entitled to vote on the merger; or
(B) If the corporation is a subsidiary that is metgvith its parent under ss. 48-21-105;

(2) Consummation of a plan of share exchange tahwthie corporation is a party as the corporationsehshares will be acquired, if the
shareholder is entitled to vote on the plan;

(3) Consummation of a sale or exchange of allubstantially all, of the property of the corporatiother than in the usual and regular course
of business, if the shareholder is entitled to \mtehe sale or exchange,
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including a sale in dissolution, but not includimgale pursuant to court Forder or a sale for passuant to a plan by which all or
substantially all of the net proceeds of the salebe distributed to the shareholders within ofig\ear after the date of sale;

(4) An amendment of the charter that materially addersely affects rights in respect of a dissénstrares because it:

(A) Alters or abolishes a preferential right of steares; (B) Creates, alters, or abolishes a iiglgspect of redemption, including a provision
respecting a sinking fund for the redemption ourepase, of the shares;

(C) Alters or abolishes a preemptive right of tluddier of the shares to acquire shares or otherrisiesy (D) Excludes or limits the right of the
shares to vote on any matter, or to cumulate votbgr than a limitation by dilution through issaarof shares or other securities with similar
voting rights; or (E) Reduces the number of shavased by the shareholder to a fraction of a shtke fractional share is to be acquired for
cash under ss. 48-16-104; or

(5) Any corporate action taken pursuant to a stwdeh vote to the extent the charter, bylaws, msalution of the board of directors provi
that voting or nonvoting shareholders are entittedissent and obtain payment for their shares.

(b) A shareholder entitled to dissent and obtaynpent for the shareholder's shares under this ehamty not challenge the corporate action
creating the shareholder's entitlement unlessdtierais unlawful or fraudulent with respect to teareholder or the corporation.

(c) Notwithstanding the provisions of subsectiop (@ shareholder may dissent as to any sharesedwity which, as of the date of the
effectuation of the transaction which would othessvgive rise to dissenters' rights, is listed oexahange registered under ss. 6 of the
Securities Exchange Act of 1934, as amended, atf'mational market system security,” as definediies promulgated pursuant to the
Securities Exchange Act of 1934, as amended.

48-23-103. Dissent by nominees and beneficial osunel(a) A record shareholder may assert diss&ntghts as to fewer than all the shares
registered in the record shareholder's name oiheifecord shareholder dissents with respect &hafes beneficially owned by any one (1)
person and notifies the corporation in writing leé hame and address of each person on whose Hehadfcord shareholder asserts disser
rights. The rights of a partial dissenter undes thibsection are determined as if the shareswaisith the partial dissenter dissents and the
partial dissenter's other shares were registeréteinames of different shareholders.

(b) A beneficial shareholder may assert dissentigigs as to shares of any one (1) or more classlelson the beneficial shareholder's behalf
only if the beneficial shareholder:

(1) Submits to the corporation the record sharedrtddvritten consent to the dissent not later thartime the beneficial shareholder asserts
dissenters' rights; and

(2) Does so with respect to all shares of the salass of which the person is the beneficial shddsnar over which the person has power to
direct the vote.

PART 2--PROCEDURE FOR EXERCISE OF DISSENTERS' RIGHTS
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48-23-201. Notice of dissenters' rights. -- (g)ribposed corporate action creating dissenterdsrighder ss. 48-23-102 is submitted to a vote
at a shareholders' meeting, the meeting notice stat that shareholders are or may be entitledgert dissenters' rights under this chapter
and be accompanied by a copy of this chapter.

(b) If corporate action creating dissenters' righrider ss. 48-23-102 is taken without a vote ofedmalders, the corporation shall notify in
writing all shareholders entitled to assert dissesitrights that the action was taken and send therdissenters' notice described in ss. 48-23-
203.

(c) A corporation's failure to give notice pursusmthis section will not invalidate the corporatgion.

48-23-202. Notice of intent to demand paymenta}{ proposed corporate action creating dissentigists under ss. 48- 23-102 is submitted
to a vote at a shareholders' meeting, a shareheli@wishes to assert dissenters' rights must:

(1) Deliver to the corporation, before the votgaisen, written notice of the shareholder's interdeémand payment for the shareholder's si
if the proposed action is effectuated; and

(2) Not vote the shareholder's shares in favohefaroposed action. No such written notice of interdemand payment is required of any
shareholder to whom the corporation failed to pilewthe notice required by ss. 48-23-201.

(b) A shareholder who does not satisfy the requénaisiof subsection (a) is not entitled to paymenttie shareholder's shares under this
chapter.

48-23-203. Dissenters' notice. -- (a) If proposerborate action creating dissenters' rights unsle48-23-102 is authorized at a shareholders
meeting, the corporation shall deliver a writtessginters' notice to all shareholders who satisfiedequirements of ss. 48-23-202.

(b) The dissenters' notice must be sent no lagar tbn (10) days after the corporate action wasoaized by the shareholders or effectuated,
whichever is the first to occur, and must:

(1) State where the payment demand must be semwlasick and when certificates for certificated shaneist be deposited:;
(2) Inform holders of uncertificated shares to wénetent transfer of the shares will be restrictiéerahe payment demand is received;

(3) Supply a form for demanding payment that inelithe date of the first announcement to news need@shareholders of the principal
terms of the proposed corporate action and reqthashe person asserting dissenters' rightsfgertiether or not the person asserting
dissenters' rights acquired beneficial ownershithefshares before that date;

(4) Set a date by which the corporation must rex#ie payment demand, which date may not be fdveer dne (1) nor more than two (2)
months after the date the subsection (a) notidelisered; and

(5) Be accompanied by a copy of this chapter ifdtigooration has not previously sent a copy of ¢higpter to the shareholder pursuant to ss.
48-23-201.

48-23-204. Duty to demand payment. -- (a) A shddsresent a dissenters' notice described in s&34803 must demand payment, certify
whether the shareholder acquired beneficial ownmgisththe shares before the date required to béosdtin the dissenters' notice pursuant to
ss. 48-23-203(b)(3), and deposit the shareholdertfficates in
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accordance with the terms of the notice.

(b) The shareholder who demands payment and dspibsishareholder's share certificates under stitns€a) retains all other rights of a
shareholder until these rights are cancelled orifieoidby the effectuation of the proposed corporatton.

(c) A shareholder who does not demand paymentposiethe shareholder's share certificates wheyeired, each by the date set in the
dissenters' natice, is not entitled to paymenttiershareholder's shares under this chapter.

(d) A demand for payment filed by a shareholder matybe withdrawn unless the corporation with whtclas filed, or the surviving
corporation, consents thereto.

48-23-205. Share restrictions. -- (a) The corporathay restrict the transfer of uncertificated skdrom the date the demand for their
payment is received until the proposed corporatieracs effectuated or the restrictions releasedenrss. 48-23-207.

(b) The person for whom dissenters' rights arergessas to uncertificated shares retains all atights of a shareholder until these rights are
cancelled or modified by the effectuation of thegmsed corporate action.

48-23-206. Payment. -- (a) Except as provided .id823-208, as soon as the proposed corporatmnasteffectuated, or upon receipt of a
payment demand, whichever is later, the corporatiail pay each dissenter who complied with s23&04 the amount the corporation
estimates to be the fair value of each dissergbdses, plus accrued interest.

(b) The payment must be accompanied by:

(1) The corporation's balance sheet as of the éadiscal year ending not more than sixteen (16hths before the date of payment, an
income statement for that year, a statement ofgdem shareholders' equity for that year, andatest available interim financial statemel
if any;

(2) A statement of the corporation's estimate efftir value of the shares;
(3) An explanation of how the interest was caladat
(4) A statement of the dissenter's right to denyaadnent under ss. 48-23-209; and

(5) A copy of this chapter if the corporation has previously sent a copy of this chapter to th@rsholder pursuant to ss. 48-23-201 or ss. 48
23-203.

48-23-207. Failure to take action. -- (a) If thepmration does not effectuate the proposed actiahdgave rise to the dissenters' rights within
two (2) months after the date set for demandingmeayt and depositing share certificates, the cotjporahall return the deposited certifica
and release the transfer restrictions imposed oprtificated shares.

(b) If, after returning deposited certificates aatkasing transfer restrictions, the corporatidaatfiates the proposed action, it must send a
new dissenters' notice under ss. 48-23-203 anatdipe payment demand procedure.

48-23-208. After-acquired shares. -- (a) A corporatnay elect to withhold payment required by $23-206 from a dissenter unless the
dissenter was the beneficial owner of the sharfsd¢he date set forth in the dissenters' notictha date of the first announcement to news
media or to shareholders of the principal termthefproposed



corporate action.

(b) To the extent the corporation elects to witldhmhyment under subsection (a), after effectuatiegoroposed corporate action, it shall
estimate the fair value of the shares, plus accintedest, and shall pay this amounetxh dissenter who agrees to accept it in fulsfatiion
of the dissenter's demand. The corporation shadl géth its offer a statement of its estimate & thir value of the shares, an explanation of
how the interest was calculated, and a statemeheadissenter's right to demand payment undet823-209.

48-23-209. Procedure if shareholder dissatisfieti wayment or offer. €a) A dissenter may notify the corporation in vmgt of the dissente!
own estimate of the fair value of the dissentdrares and amount of interest due, and demand paywhtre dissenter's estimate (less any
payment under ss. 48-23-206), or reject the cotjmora offer under ss. 48-23-208 and demand paywighee fair value of the dissenter's
shares and interest due, if:

(1) The dissenter believes that the amount paigussl 48-23-206 or offered under ss. 48-23-208ssthan the fair value of the dissenter's
shares or that the interest due is incorrectlyutated;

(2) The corporation fails to make payment unded8s23-206 within two
(2) months after the date set for demanding paynoent

(3) The corporation, having failed to effectuate ginoposed action, does not return the depositdificates or release the transfer restrictions
imposed on uncertificated shares within two (2) therafter the date set for demanding payment.

(b) A dissenter waives the dissenter's right to aearpayment under this section unless the disseatiies the corporation of the dissenter's
demand in writing under subsection (a) within ohenfonth after the corporation made or offered paynfor the dissenter's shares.

PART 3--JUDICIAL APPRAISAL OF SHARES

48-23-301. Court action. -- (a) If a demand forpawnt under ss. 48-23-209 remains unsettled, th@cation shall commence a proceeding
within two (2) months after receiving the paymeabtind and petition the court to determine thevialine of the shares and accrued interest.
If the corporation does not commence the proceeditign the two-month period, it shall pay eachseister whose demand remains unsettled
the amount demanded.

(b) The corporation shall commence the proceedirgdourt of record having equity jurisdiction ietcounty where the corporation's
principal office (or, if none in this state, itggistered office) is located. If the corporatioraiforeign corporation without a registered offine i
this state, it shall commence the proceeding ircthenty in this state where the registered offithe domestic corporation merged with or
whose shares were acquired by the foreign cormoratas located.

(c) The corporation shall make all dissenters (Webr not residents of this state) whose demasmdain unsettled, parties to the proceeding
as in an action against their shares and all [gamiast be served with a copy of the petition. Nsitlents may be served by registered or
certified mail or by publication as provided by law

(d) The jurisdiction of the court in which the peseling is commenced under subsection (b) is plearatyexclusive. The court may appoint
one (1) or more persons as appraisers to receiderame and recommend decision on the questionrofdlue. The appraisers have the
powers described in the order appointing themn@ny amendment to it. The dissenters are entitlélde same discovery rights as parties in
other civil proceedings.
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(e) Each dissenter made a party to the proceediagtitled to judgment:

(1) For the amount, if any, by which the court Brttie fair value of the dissenter's shares, plasiad interest, exceeds the amount paid b
corporation; or

(2) For the fair value, plus accrued interesthef dissenter's afterequired shares for which the corporation eleatedithhold payment unde
ss. 48-23-208.

48-23-302. Court costs and counsel fees. -- (a)cDet in an appraisal proceeding commenced urslet8s23-301 shall determine all costs

of the proceeding, including the reasonable comgt@rsand expenses of appraisers appointed byoilre. @ he court shall assess the costs

against the corporation, except that the court assgss costs against all or some of the disseimtersiounts the court finds equitable, to the
extent the court finds the dissenters acted arbhtraexatiously, or not in good faith in demandipayment under ss. 48-23-209.

(b) The court may also assess the fees and expehsesnsel and experts for the respective paitiesmounts the court finds equitable
against:

(1) The corporation and in favor of any or all @isters if the court finds the corporation did nadbtstantially comply with the requirements of
part 2 of this chapter; or

(2) Either the corporation or a dissenter, in favbany other party, if the court finds that thetpagainst whom the fees and expenses are
assessed acted arbitrarily, vexatiously, or ngioiad faith with respect to the rights provided hig tthapter.

(c) If the court finds that the services of courfselany dissenter were of substantial benefittteendissenters similarly situated, and that the
fees for those services should not be assesseusatfa corporation, the court may award to thesmsel reasonable fees to be paid out ¢
amounts awarded to the dissenters who were bemefite
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APPENDIX D

AMENDED AND RESTATED CHARTER
OF
NEW CORNERSTONE

Pursuant to the Tennessee Business Corporatiorih&ctindersigned corporation hereby adopts theviitig as its Charter:
1. The name of the Corporation is Cornerstone Baares, Inc.

2. The authorized amount of common voting stocthisf Bank shall be one million five hundred thows#h,500,000) shares of Common
Stock, $1.00 par value, that have unlimited votights and that are entitled to receive the nettassf the Corporation upon dissolution.

The authorized amount of preferred stock of thep@ration shall be one million five hundred thous&h@00,000) shares, but said preferred
stock may be increased or decreased from timent® ith accordance with the provisions of the lawS&finessee. Except as otherwise limited
by law, the Board of Directors shall be empoweressue such stock in one or more series, andswith rights and preferences and upon
such terms, including convertibility, as the Boahall determine.

3. The street address of the registered offic@@fQorporation shall be 5319 Highway 153 Chattanpd@gnnessee 37343. The name of the
Corporation's initial registered agent at its regyisd office is Timothy L. Hobbs.

4. The address of the principal office of the Cogpion is 5319 Highway 153 Chattanooga, Tennesggd3
5. The Corporation is a for profit corporation.

6. The Corporation shall have and exercise alheffowers and rights conferred by the Tennesseie&ssCorporation Act as amended from
time to time or any successor provisions thereto.

7. The business and affairs of the Corporationl fieamanaged by a Board of Directors, not less flv@n(5) nor more than twenty-five (25),
the number to be fixed by the Bylaws. Bylaws sballadopted and may be amended by a vote of thersaddl a majority of the outstanding
voting shares voted at the meeting of the sharehs|dut the Bylaws may provide for amendment leyBbard of Directors of any provision
other than those relating to the duties, term Btefor indemnification of a Director.

8. a. To the fullest extent that the Tennesseerggsi Corporation Act as it exists on the date lienreas it may hereafter be amended permits
the limitation or elimination of the liability of ibectors, a Director of the Corporation shall netgdersonally liable to the Corporation or its
shareholders for monetary damages for a breaddwfiary duty as a Director, except for liability for any breach of the Director's duty of
loyalty to the Corporation or its shareholderg,fér acts or omissions not in good faith or whigtiolve intentional misconduct or a knowing
violation of law, or (iii) under Section 48-18-304the Tennessee Business Corporation Act, asatine gxists or hereafter may be amended.
If the Tennessee Business Corporation Act is angeatter approval by the shareholders of this piowiso authorize corporate action further
eliminating or limiting the personal liability ofiictors, the liability of a Director of the Corpion shall be eliminated or limited to the
fullest extent permitted by the Tennessee Busi@esporation Act, as so amended from time to timey Aepeal or modification of this
paragraph by the shareholders of the Corporatiah sb prospective only, and shall not adverseigafany limitation on the
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personal liability of a Director of the Corporatieristing at the time of such repeal or modificatio

b. The Corporation shall have the power to indeynaify Director, officer, employee, agent of the @wation, or any other person who is
serving at the request of the Corporation in arghsiapacity with another corporation, partnersfaipt venture, trust, or other enterprise
(including, without limitation, any employee beriqgflan) to the fullest extent permitted by the Tessee Business Corporation Act as it e:
on the date hereof or as it may hereafter be antkaahel any such indemnification may continue aapperson who has ceased to be a
Director, officer, employee, or agent and may intoréhe benefit of the heirs, executors, and adstriamiors of such a person.

c. By action of its Board of Directors, notwithstimg any interest of the Directors in the actidrg €orporation may purchase and maintain
insurance, in such amounts as the Board of Directeems appropriate, to protect any Director, effiemployee, or agent of the Corporation
or any other person who is serving at the requigsteoCorporation in any such capacity with anottemporation, partnership, joint venture,
trust, or other enterprise (including, without liation any employee benefit plan) against any litgbasserted against him or incurred by him
in any such capacity or arising out of his stagisuch (including, without limitation, expensesigments, fines, and amounts paid in
settlement) to the fullest extent permitted by Teanessee Business Corporation Act as it exista@date hereof or as it may hereafter be
amended, and whether or not the Corporation woala the power or would be required to indemnifyhsperson under the terms of any
agreement or by-law or the Tennessee Business o Act. For purposes of this paragraph (che§" shall include any excise taxes
assessed on a person with respect to any empleyesditplan.

9. Notwithstanding anything contained in this Chadr the By-Laws of the Corporation:

a. Beneficial Ownership Limitation. No person simalike a control share acquisition by directly afirectly offering to acquire, or acquiring
the beneficial ownership of more than ten percé@¥{) of any class of any equity security of thefooation. In the event a control share
acquisition is made in violation of this Paragr&plall stock beneficially owned by any person icess of ten percent (10%) shall be
considered "excess stock" and shall not be couadeddock entitled to vote and shall not be votedroyperson or counted as voting shares in
connection with any matters submitted to the shaldehis for a vote including any vote pursuant ie Baragraph 9.

b. Definitions.
The following definitions apply:
(i) "CONTROL SHARES"

As used in this Paragraph, "Control Shares" mehages that, except for this Paragraph, would hatiey power with respect to shares of
Corporation that, when added to all other sharébefCorporation owned by a person or in respewathtich that person may exercise or direct
the exercise of voting power, would entitle thatgos, immediately after acquisition of the shadagctly or indirectly, alone or as a part of a
group, to exercise or direct the exercise of thinggpower of the Corporation in the election ofégitors in excess of ten percent (10%) of all
voting power.
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(il) "CONTROL-SHARE ACQUISITION"

(a) As used in this Paragraph, "Control-Share Asitiagh" means the acquisition, directly or inditgcby any person of ownership of, or the
power to direct the exercise of voting power wigkpect to, issued and outstanding Control Shares.

(b) For purposes of this Paragraph, shares acquitéth ninety (90) days or shares acquired purstma plan to make a Control-Share
Acquisition are considered to have been acquirgdarsame acquisition.

(c) For purposes of this Paragraph, a person whoigs shares in the ordinary course of businasth&benefit of others in good faith and
not for the purpose of circumventing this Paragragé voting power only of shares in respect of Whiat person would be able to exercise
or direct the exercise of votes without furtheitinstion from others.

(d) The Acquisition of any shares of the Corpomatilmes not constitute a Control-Share Acquisitfdhé acquisition is consummated in any
of the following circumstances:

(i) Pursuant to the laws of descent and distritsutio
(i) Pursuant to the satisfaction of a pledge dweotsecurity interest created in good faith andfaiothe purpose of circumventing this Article.
(iii) Pursuant to a merger or consolidation if tberporation is a party to the agreement of mergeoasolidation.

(iv) Pursuant to any savings, employee stock owngrer other employee benefit plan of the Corgorabr any of its subsidiaries or any
fiduciary with respect to any such plan when actinguch fiduciary capacity.

(e) The acquisition of shares of the Corporatiogand faith and not for the purpose of circumvemtinis Paragraph by or from:
(i) Any person whose voting rights had previousieb authorized by shareholders or Directors in diamge with this Paragraph; or

(i) Any person whose previous acquisition of slsawéthe Corporation would have constituted a GafBhare Acquisition but for subsection

(D).

does not constitute a Control-Share Acquisitionesmthe acquisition entitles any person, diregtlindirectly, alone or as part of a group, to
exercise or direct the exercise of voting powethef Corporation in the election of Directors in ess of the range of the voting power
otherwise authorized.

(iii) "INTERESTED SHARES"

As used in this Paragraph, "Interested Shares" sinshares of the Corporation in respect of whithcquiring person or member of a
group with respect to a Control-Share
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Acquisition may exercise or direct the exercis¢hefvoting power of the Corporation in the electdrbirectors.

c. Notice of Control-Share Acquisition. Any persgho proposes to make or has made a Control-Shageigiton may at the person's
election deliver an acquiring person statementi¢oQorporation at the Corporation's principal @&fi¢he acquiring person statement must set
forth all of the following:

() The identity of the acquiring person and eattteomember of any group of which the person iardfor purposes of determining Control
Shares.

(i) A statement that the acquiring person staterngegiven pursuant to this Paragraph.

(iii) The number of shares of the Corporation owrdicectly or indirectly, by the acquiring persamdaeach other member of the group.
(iv) The range of voting power under which the GohShare Acquisition falls or would, if consummajtéall.

(v) If the Control-Share Acquisition has not tak®gace:

(a) A description in reasonable detail of the teahthe proposed Control-Share Acquisition; and

(b) Representations of the acquiring person, tagetlith a statement, in reasonable detail, of &vtsfupon which they are based, that the
proposed Control-Share Acquisition, if consummatetl,not be contrary to law and that the acquirppgrson has the financial capacity to
make the proposed Control-Share Acquisition.

d. Shareholder Meeting to Determine Control-Sh¥i@ing Rights.

(i) If the acquiring person so requests at the tifhéelivery of an acquiring person statement amdsyan undertaking to pay the Corporati
expenses of a special meeting, within ten (10) dageafter, the Directors of the Corporation dreos authorized to call such a meeting u
the Corporation's By-Laws shall call a special rimgedf shareholders of the Corporation for the pgeof considering the voting rights to be
accorded the shares acquired or to be acquirdwi€ontrol-Share Acquisition.

(il) Unless the acquiring person agrees in writim@nother date, the special meeting of sharet®klsll be held within fifty (50) days after
receipt by the Corporation of the request.

(iii) If the acquiring person so requests in wigtiat the time of delivery of the acquiring perstatement, the special meeting must not be
sooner than thirty (30) days after receipt by tlogpOration of the acquiring person statement.

(iv) If no request is made, the voting rights todeeorded the shares acquired in the Control-Shegeisition shall be presented to the next
special or annual meeting of the shareholders.
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e. Notice of Shareholder Meeting.

(i) If a special meeting is requested, notice ef $pecial meeting of shareholders shall be givgsr@sptly as reasonably practicable by the
Corporation to all shareholders of record as ofréward date set for the meeting, whether or ntitlet to vote at the meeting.

(i) Notice of the special meeting or annual shatdér meeting at which the voting rights are tacbasidered must include or be accompa
by both of the following:

(a) A copy of the acquiring person statement dedigido the Corporation pursuant to this Paragraph.

(b) A statement by the Board of Directors of thegoation, authorized by its Directors, of its fimsi or recommendation, or that it is taking
no position or making no recommendation, with respe the proposed Control-Share Acquisition.

f. Resolution Granting Control-Shares Voting Rights

(i) Control Shares acquired in a Control-Share Asitjon have voting rights as were accorded theeshbefore the Control-Share Acquisition
only to the extent granted by resolution approved Imajority of the shares other than the InteckSteares or by the affirmative vote of
seventy-five percent (75%) of the Corporation'siiflazf Directors excluding any Director who is prepw to make a Control-Share
Acquisition or who is a member of a group makingparposing to make a Control-Share Acquisition.

(i) To be approved by the shareholders undergihissection, the resolution must be approved by:

(a) Each class or series entitled to vote sepgratethe proposal by a majority of all the votestlad to be cast by the class or series with the
holders of the outstanding shares of a class tssbeing entitled to vote as a separate class; and

(b) Each class or series entitled to vote sepgratethe proposal by a majority of all the votetited to be cast by that group, excluding all
Interested Shares.

10. The date on which the original charter for@wporation was filed by the Secretary of Stat& efinessee was .

11. This Amended and Restated Charter contains émmemts to the original charter of the Corporatidriol required shareholder approval.
This Amended and Restated Charter was duly addpt@edmajority of the shareholders of each classutétanding stock of the Corporatiol
a meeting held on the ___ day of , 188d supersedes the Corporation's original Charter.
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RESTATED BYLAWS OF
NEW CORNERSTONE

ARTICLE 1.
OFFICES

Section a. The principal offices of this corporatare 5319 Highway 153, Chattanooga, Tennessee33TB& said principal office may be
changed at any time by appropriate resolution @Bbard of Directors. The corporation may haveceffiand places of business at such other
places within or without the State of Tennesseghal be determined by the Board of Directors.

Section b. The registered office of the corporafmmany particular state may be, but need notdemtical with the principal office of the
corporation in that state, and the address ofdhistered office may be changed from time to timeypropriate resolution of the Board of
Directors.

ARTICLE 2.
SHAREHOLDERS

Section a. Meetings. All meetings of shareholdbedl e held either in the principal office of tberporation or at any other place within or
without the city of Chattanooga, Tennessee, agdatid by the Board of Directors.

Section b. Annual Meeting. A meeting of the shatééis shall be held in the principal office of @poration on the third Thursday in April
of each year for the purpose of electing direcémd for the transaction of any other business aizéwbto be transacted by the shareholde
the appointed day is a legal holiday the meetiradl &le held at the same time on the next succeatiigqiot a holiday. In the event that the
annual meeting is omitted by oversight or othervaisghe date herein provided for, the directordl slaase a meeting in lieu thereof to be
held as soon thereafter as conveniently may beaapdbusiness transacted or elections held atrmgehing shall be as valid as if transacted
or held at the annual meeting. Such subsequeninmgestall be called in the same manner as providethe annual shareholders meeting.

Section c. Special Meetings. Except as otherwisgiged by law, special meetings of the shareholdéthis corporation shall be held at such
places and times as may be determined by the Brasid by one-third of the Board of Directors, dramever one or more shareholders who
are entitled to vote and who hold at least 209%hefdommon shares issued and outstanding shall vwdiken application therefor to the
Secretary stating the time, place and purposeeoifitbeting called for. No business shall be traeskat a special meeting except as stated in
the notice sent to the shareholders, unless byrihaimous consent of the shareholders, eitherrsopeor by proxy, all such stock being
represented at the meeting.

Section d. Notice of Meetings. Notice of all shanldlers' meetings stating the time, place and thectbfor which such meetings are called
shall be given by the President or the Vice Pragidethe Secretary to each shareholder of recordess than ten nor more than sixty days
prior to the date of the meeting. If mailed, suctice shall be deemed to be delivered when depbsitthe United States Mail in a sealed
envelope with postage thereon prepaid, addressthe tshareholder at his address as it appearseatdbk record books of the corporation,
unless he shall have filed with the Secretary efdbrporation a written request that notice intenfde him be mailed to some other address,
in which case it shall be mailed to the addresggdased in such request.

Any meeting of which all shareholders entitled tievhave waived or at any time shall waive noticeviiting shall be a legal meeting for the
transaction of business, notwithstanding that edtias not been given as herein before provided.
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Section e. Notice of Right to Dissent. If shareleoddare to vote at a meeting on a corporate aatioch would give rise to a dissenter's right
to payment for his shares in accordance with then&ssee Business Corporation Act, notice of suaktingeshall be given to every share
holder who will be entitled to dissent from suchi@t and to receive payment for his shares whetheot entitled to vote thereon. Such
notice shall be given in accordance with the priovis of Section 4 of this Article and shall alsomtzn a statement, displayed with reason.
prominence, that upon compliance with the TenneBss@ess Corporation Act, dissenting shareholderentitled to be paid the fair value
of their shares as provided in said Act.

Section f. Closing of Transfer Books or Fixing afd®rd Date. For the purpose of determining theedtadders entitled to notice of or to vote
at any meeting of shareholders or any adjournntemetf, or shareholders entitled to receive payrokanhy dividend, or in order to make a
determination of shareholders for any other prguepose, the Board of Directors of the corporatiay provide that the stock transfer book
shall be closed for a stated period not to exceethy case sixty days. If the stock transfer bdwhl de closed for the purpose of determining
shareholders, such books shall be closed for st tea days immediately preceding such meetinfietnof closing the stock transfer books,
the Board of Directors may fix in advance a datéhasecord date for any such determination ofediaders, such date in any case to be not
more than sixty days and, in case of a meetindhafeholders, not less than ten days prior to the @awhich the particular action requiring
such determination of shareholders is to be talf¢he stock transfer books are not closed andegond date is fixed for the determination of
shareholders entitled to notice of or to vote ateseting of shareholders, or shareholders entitleddeive payment of a dividend, the date on
which notice of the meeting is mailed or the datemhich the resolution of the Board of Directorgldeing such dividend is adopted, as the
case may be, shall be the record date for suchndiet&tion of shareholders. When a determinatioshafreholders entitled to vote at any
meeting of shareholders has been made as providégsiSection, such determination shall applyrty adjournment thereof.

Section g. Voting Lists. The officer or agent haysharge of the stock transfer books for commomeshaf the corporation shall make, at
least ten days before each meeting of shareholal@@nplete list of the shareholders entitled tieat such meeting or any adjournment
thereof, arranged in alphabetical order, with thérass of and the number of shares held by eachlsfider, which list, for a period of ten
days prior to such meeting shall be kept on filthatregistered office of the corporation and shalbubject to inspection by any shareholder
at any time during usual business hours. SuckHiali be certified by the corporate officer respllesfor its preparation or by the transfer
agent and shall be produced and kept open atrtteeatnd place of the meeting and be subject tapection of any shareholder during the
entire time of the meeting. In the event of anylleinge to the right of any person to vote at theting, the presiding officer at such meeting
may rely on said list as proper evidence of thbtraf parties to vote at such meeting.

Section h. Quorum. Except as may be otherwise geavby law, a majority of the outstanding sharethefcorporation entitled to vote,
represented in person or by proxy, shall constdugeiorum at a meeting of shareholders. In thetdhaha majority of the outstanding shares
are represented at any meeting, a majority of ltlaees represented thereat entitled to vote sheifideny question brought before such
meeting, unless the question is one upon whichxpyess provision of law or of the certificate ofdmporation or of these bylaws a larger or
different vote is required, in which case such egpmprovision shall govern and control the decisiosach question.

Section i. Proxies. Shareholders of record whceatiled to vote may vote at any meeting eithgsénson or by proxy in writing, which shall
be filed with the Secretary of the meeting befaginb voted. Such proxy shall entitle the holdeesdbf to vote at any adjournment of such
meeting, but shall not be valid after the finalaofhment thereof. No proxy shall be valid after ¢éipiration of eleven months from the date
of its execution unless the shareholder executishall have specified therein the length of titnis to continue in force, which shall be for
some limited period.

Section j. Voting of Shares. Except as otherwiswipied in the certificate of incorporation or thdésgaws, each outstanding share entitled to
vote shall be entitled to one vote upon each mattbmitted to a vote at a meeting of shareholders.
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Shares standing in the name of another corporat@mnbe voted by such officer, agent or proxy ashgiaws of such corporation may
prescribe, or in the absence of such provisioth@a8oard of Directors of such corporation may duaire.

Shares held by an administrator, executor, guamiiaonservator may be voted by him, either in geisr by proxy, without a transfer of
such shares into his name. Shares standing iretine of a trustee may be voted by him, either isg@epor by proxy, but no trustee shall be
entitled to vote shares held by him without a tfanef such shares into his name.

Shares standing in the name of a receiver may tegl\lay such receiver and shares held by or unéecdhtrol of a receiver may be voted by
such receiver without the transfer thereof intorfame, if authority so to do be contained in arrepgate order of the court by which such
receiver was appointed.

A shareholder whose shares may be pledged shalitiited to vote such shares until the shares baee transferred into the name of the
pledgee, and thereafter the pledgee shall be aahtitl vote the shares so transferred.

Shares of its own stock belonging to the corporatioheld by it in a fiduciary capacity shall ne@ Woted, directly or indirectly, at any
meeting and shall not be counted in determiningdted number of outstanding shares at any givee ti

Section k. Informal Action by Shareholders. Anyiagctrequired to be taken at a meeting of the studdels, or any other action which may
taken at a meeting of the shareholders, may batakbout a meeting if a consent in writing, sedtfiorth the action so taken, shall be signed
by all of the shareholders entitled to vote withpect to the subject matter thereof.

ARTICLE 3.
BOARD OF DIRECTORS

Section a. Number, Tenure and Qualifications. Timalmer of Board of Directors of this corporationlsba fixed at nine (9). The Board of
Directors shall be chosen by ballot annually byshareholders at their annual meeting or at anytingebeld in place thereof as provided by
law. Each director shall serve until the next ahmu@eting of the shareholders or until his successduly elected and qualified. Directors
shall be of full age and citizens of the Unitedt&aDirectors must be shareholders.

Section b. Powers of Directors. The Board of Dmexshall have the entire management of the busiofethe corporation. In the managerr
and control of the property, business and affdith® corporation, the Board of Directors is hergbgted with all the powers possessed b
corporation itself, so far as this delegation dhauty is not inconsistent with the laws of the®tof Tennessee, with the certificate of
incorporation of the corporation, or with theseaws. The Board of Directors shall have the powelet@rmine what constitutes net earnings,
profits, and surplus, respectively, what amountidiereserved for working capital and to estabtisberves for any other proper purpose, and
what amount shall be declared as dividends, an determination by the Board of Directors shalfibal and conclusive. The Board of
Directors shall have the power to declare dividendsnd on behalf of this corporation, which demdis may include or consist of stock
dividends.

Section c. Regular Meetings of the Board. Immetliaéer such annual election the newly electedators may meet at the same place for
the purpose of organization, the election of caapmofficers and the transaction of other businéssguorum of the directors be then present
no prior notice of such meeting shall be requither regular meetings of the Board shall be he&lieh times and places as the Board by
resolution may determine and specify, and if semheined no notice thereof need be given, provitatlunless all the directors are present at
the meeting at which said resolution is passed thigafirst meeting held pursuant to said resotuiball not be held for at least two days
following the date on which the resolution is passe
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Section d. Special Meetings. Special meetings®Bbard of Directors may be held at any time oc@lahenever called by the President, or
by written request of at least one-third of theadiors, or any two (2) executive officers, noticereof being given to each director by the
Secretary or other officer calling the meetingttay may be held at any time without formal noficevided all of the directors are present or
those not present shall at any time waive or haai@ed notice thereof.

Section e. Notice. Notice of any special meetirfgglde given at least twenty-four hours previouklgreto by written notice delivered
personally or by telegram or at least five day«ionesly thereto by written notice mailed to eactedior at his business address. If mailed,
such notice shall be deemed to be delivered whpagiked in the United States mail so addresseti, pastage thereon prepaid. If notice be
given by telegram, such notice shall be deemea tetivered when the telegram is delivered to ¢éfegraph company.

Section f. Quorum. A majority of the members of Bward of Directors as constituted for the timenlgeshall constitute a quorum for the
transaction of business, but a lesser number mayadany meeting and the meeting may be held paiated without further notice. Whet
quorum is present at any meeting, a majority ofntteenbers present thereat shall decide any qudstimght before such meeting, except as
otherwise provided by law or by these bylaws. Tdat that a director has an interest in a mattéetooted on at the meeting shall not prevent
his being counted for purposes of a quorum.

Section g. Vacancies. Any vacancy occurring inBbard of Directors, including vacancies by virtdeemoval for cause, may be filled by
the vote of a majority of the remaining Directors.

Section h. Compensation. By resolution of the BadrDirectors, the directors may be paid their ewgess, if any, of attendance at each
meeting of the Board of Directors, and may be pafiked sum for attendance at each meeting of tierdBof Directors or a stated salary as a
director. No such payment shall preclude any direitbm serving the corporation in any other cafyaand receiving compensation therefor.

Section i. Removal. Any director may be removeduiitt cause by a majority vote of the sharehold®director may be removed for cause
by a majority of the entire Board of Directors. Gawshall be defined as the final conviction oflarfg, declaration of unsound mind by court
order, adjudication of bankruptcy, nonacceptanceffafe or conduct prejudicial to the interest bé&tcorporation.

Section j. Committees. The majority of the Boardafctors may appoint an executive committee, lo@ammittee and investment committee
or such other committees as it may deem advisablaposed of two or more directors, and may delegatieority to such committees as is
not inconsistent with the Tennessee Business CatiporAct. The members of such committee shallesatthe pleasure of the Board of
Directors.

Section k. Presumption of Assent. A director of ¢beporation who is present at a meeting of ther@oé Directors at which action on any
corporate matter is taken shall be presumed to assented to the action taken unless his dissalitehentered in the minutes of the mee

or unless he shall file his written dissent to saction with the person acting as the Secretatii@Mmeeting before the adjournment thereof or
shall forward such dissent by registered mail toSlecretary of the corporation immediately afterabdjournment of the meeting. Such right
to dissent shall not apply to a director who vdtethvor of such action.

Section |. Informal Action by Directors. Any actioequired to be taken at a meeting of the Boardiadctors, or any other action which may
be taken at a meeting of the Board of Directorsy betaken without a meeting if a consent in wgtisetting forth the action so taken, shall
be signed by all of the directors entitled to wetth respect to the subject matter thereof.
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ARTICLE 4.
WAIVER OF NOTICE

Whenever any notice whatever is required to bergbyethese bylaws, or the certificate of incorpiarabf this corporation, or any other
corporation laws of the State of Tennessee, a w#nzeof in writing signed by the person or pessentitled to such notice, whether before
or after the time stated therein, shall be deengeidvalent thereto. Where the person or personfieghto such notice sign the minutes of any
shareholder's or directors meeting, which minutegain the statement that said person or persoreswaived notice of the meeting, then
such person or persons are deemed to have waitieg imowriting.

ARTICLE 5.
OFFICERS

Section a. Number. The officers of the corporatiball be a Chairman of the Board, a Presidentoomaeore Vice Presidents (the number
thereof to be determined by the Board of DirectasJecretary and a Treasurer, each of whom shalldzted by the Board of Directors. S
other officers and assistant officers as may benéelenecessary may be elected or appointed by thedBd Directors. Any two or more
offices may be held by the same person, excepiffiees of President and Secretary.

Section b. Election and Term of Office. The offeef the corporation to be elected by the BoarDiodctors shall be elected annually by the
Board of Directors at the first meeting of the Bbaf Directors held after each annual meeting efghareholders. If the election of officers
shall not be held in such meeting, such electiatl &ie held as soon thereafter as conveniently IoeayjNo officer shall be elected for a tern
excess of one (1) year. Subject to the foregoiagh efficer shall hold office until his successbals have been duly elected and shall have
qualified or until his death or until he shall igsior shall have been removed in the manner hdteiraovided.

Section c. Removal. Any officer or agent electedgpointed by the Board of Directors may be remduethe Board of Directors whenever
in its judgment the best interests of the corporatvould be served thereby, but such removal sleallithout prejudice to the contract rights,
if any, of the person so removed.

Section d. Vacancies. A vacancy in any office beeaaf death, resignation, removal, disqualificatorther wise, may be filled by the Bo:
of Directors for the unexpired portion of the term.

Section e. Chairman of the Board. The Chairman,shhben present, preside at all meetings of theettwders and of the Board of Directors
and in general shall perform all duties incidenthte office of Chairman and such other duties ag beaprescribed by the Board of Directors
from time to time.

Section f. The President. The President shall bgestuito the control of the Board of Directors atall in general supervise and control all of
the business and affairs of the corporation. H#,shahe absence of the Chairman, preside anektings of the shareholders and of the
Board of Directors. He may sign, with the Secretargny other proper officer of the corporationréumto authorized by the Board of
Directors, certificates for shares of the corpomatiany deed, mortgages, bonds, contracts, or otsieuments which the Board of Directors
has authorized to be executed, except in case®uimesigning and execution thereof shall be espyekelegated by the Board of Director:
by these bylaws to some other officer or agenhefdorporation, or shall be required by law to theenwise signed or executed; and in gen
shall perform all duties incident to the officeRrfesident and such other duties as may be preddripthe Board of Directors from time to
time.

Section g. The Secretary. The Secretary shalkdap the minutes of the shareholders' and of tteedBof Directors’ meetings in one or more
books provided for that purpose; (b) see thatdatilces are duly given in accordance with the priowis of these bylaws or as required by law;
(c) be custodian of the corporate records andeg#al (if any) of the corporation and see that saal is affixed to all documents, the
execution of which on behalf of the corporation @nitis seal is duly authorized; (d) keep a registehe post office address of each
shareholder
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which shall be furnished to the Secretary by sinaveholder; (e) sign with the President certifisdter shares of the corporation, the issuance
of which shall have been authorized by resolutibthe Board of Directors; (f) have general charfjghe stock transfer books of the
corporation; and (g) in general perform all duaissrom time to time may be assigned to him byRtesident or by the Board of Directors.

Section h. The Treasurer. If required by the Badrmirectors, the Treasurer shall give a bond fier faithful discharge of his duties in such
sum and with such surety or sureties as the Bdabirectors shall determine. He or she shall: @écharge and custody of and be
responsible for all funds and securities of theoaoation; receive and give receipts for moneysahgpayable to the corporation from any
source whatsoever, and deposit all such moneyginame of the corporation in such banks, trustpaomes or other depositories as shall be
selected in accordance with the provisions of Aeti¢l of these bylaws; and (b) in general perfolhofthe duties incident to the office of
Treasurer and such other duties as from time te timay be assigned to him by the President or battaed of Directors.

Section i. Registered Agent. The Board of Directosy appoint a Registered Agent for the corporaticeccordance with the Tennessee
Business Corporation Act and may pay the agent sogipensation from time to time as it may deem ayate.

ARTICLE 6.
CONTRACTS, LOANS, CHECKS AND DEPOSITS

Section a. Contracts. The Board of Directors mdlaize any officer or officers, agent or agendsemter into any contract or execute and
deliver any instrument in the name of and on betiatiie corporation, and such authority may be garoe confined to specific instances.

Section b. Loans. No loans shall be contractedetralb of the corporation and no evidences of ineléess shall be issued in its name unless
authorized by a resolution of the Board of Direstapproved by a majority of the Board of Direct@ach authority may be general or
confined to specific instances.

Section c. Checks, Drafts, Etc. All checks, draftspther orders for the payment of money, notestloer evidences of indebtedness issued in
the name of the corporation, shall be signed by sdiicer or officers, agent or agents of the cogpion and in such manner as shall from-
to time be determined by resolution of the Boar®wéctors.

Section d. Deposits. All funds of the corporatiart atherwise employed shall be deposited from tiogme to the credit of the corporation
such banks, trust companies or other depositosi¢iseaBoard of Directors may select.

ARTICLE 7.
SHARES OF STOCK

Section a. Certificates for Shares. Certificatggasenting shares of the corporation shall be ¢h $orm as shall be determined by the Board
of Directors. Such certificates shall be signedh®yPresident and by the Secretary or any Viceidets All certificates for shares shall be
consecutively numbered or otherwise identified. Mame and address of the person to whom the stegnessented thereby are issued, with
the number of shares and date of issue, shall teeeghon the stock transfer books of the corpama#idl certificates surrendered to the
corporation for transfer shall be cancelled andchew certificate shall be issued until the formatiieate for a like number of shares shall
have been surrendered and cancelled, except thasaof a lost, destroyed or mutilated certifigateew one may be issued therefor upon
such terms and indemnity to the corporation a$terd of Directors may prescribe.
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Section b. Transfer of Shares. Shares of stockbedyansferred by delivery of the certificate acpamied either by an assignment in writing
on the back of the certificate or by a written powkattorney to sell, assign and transfer the sam#he books of the corporation, signed by
the person appearing by the certificate to be treeo of the shares represented thereby, and shalhbsferable on the books of the
corporation upon surrender thereof so assignedawrsed. The person registered on the books afdhmoration as the owner of any shares
of stock shall be entitled to all the rights of @wship with respect to such shares. It shall balthg of every shareholder to notify the
corporation of his post office address.

ARTICLE 8.
DIVIDENDS

The Board of Directors may from time to time deeland the corporation may pay dividends on itstantling shares in the manner and 1
the terms and conditions provided by the TenneBsisiess Corporation Act and by its articles obiporation.

ARTICLE 9.
FISCAL YEAR

The books of the corporation shall be on a calegdar basis and shall begin on the 1st day of Jsraral end on the 31st day of Decemb
each year.

ARTICLE 10.
SEAL

This corporation may or may not have a seal arahinevent the failure to affix a corporate seary instrument executed by the corporation
shall not affect the validity thereof. If a seabdopted, the seal of this corporation shall ineltlte following letters cut or engraved thereon:
CORNERSTONE BANCSHARES, INC.

ARTICLE 11.
INDEMNIFICATION OF OFFICERS, DIRECTORS AND EMPLOYEE S

The corporation shall indemnify every officer, diter or employee, his heirs, executors and admaitts against judgments resulting from
and expenses reasonably incurred by him in cororeetith any action to which he may be made a paytyeason of his being an officer,
director or employee of the corporation, includany action based upon any alleged act or omissidmniggher part as an officer, director or
employee of the corporation, except in relatiomtaiters as to which he shall be finally adjudgesoh action to be liable for his negligence
or his/her misconduct, and except that in the egéatsettlement, indemnification shall be providedy in connection with such matters
covered by the settlement as to which the corpmmasi advised by counsel that in the opinion ofrsml the person to be indemnified was not
liable for such negligence or misconduct. The foieg right of indemnification shall not be exclusiaf other rights to which such officers,
directors or employees may be entitled.

ARTICLE 12.
AMENDMENTS

The bylaws of this corporation may be altered, asheeror repealed and new bylaws may be adopted/ahaating of the Board of Directors
of the corporation by a majority vote of the distpresent at the meeting or at any meeting olilageholders by a majority vote of the
common stock represented thereat.
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PART Il
INFORMATION NOT REQUIRED IN PROSPECTUS

Item 20. Indemnification of Directors and Officers

Tennessee Code Annotated Sections 48-18-501 thefi8-509 authorize a corporation to provide Far indemnification of officers,
directors, employees and agents in terms suffigidmbad to permit indemnification under certaircamstances for liabilities (including
reimbursement for expenses incurred) arising utideSecurities Act of 1933, as amended. East Ridgeadopted the provisions of the
Tennessee statute pursuant to Article XXIV of itdaivs.

Tennessee Code Annotated, Section 48-12-102, rsetinaitinclusion in the charter of a Tennessee catjom of a provision, with certain
exceptions, eliminating the personal monetary liighof directors to the corporation or its sharktess for breach of the duty of care. East
Ridge has adopted the provisions of the statuparagraph Ninth of its charter.

Iltem 21. Exhibits and Financial Statement Schedules

(a) Exhibits
Number Description
-2—"“ Agreement and Plan of Merger and A"m“;r;;j-r—r;ents (included as Appendix "A" to the Joint P roxy
Statement/Prospectus)
*3(a) Articles of Incorporation of East Ridge
*3(b) Bylaws of East Ridge, as amended
*4(a) Form of Common Stock Certificate
*5 Opinion Regarding Legality
8 Opinion Regarding Tax Matters
*10(a) Form of Consulting Agreement by a nd between David E. Young and Cornerstone Bancshare S,
Inc.
10(b) Change-in-Control Protective Agre ement and Form of Amendment (David E. Young)
*10(c) Executive Salary Continuation Agr eement by and between David E. Young and The Bank o f
East Ridge
10(d) Change-in-Control Protective Agre ement (James D. Renegar)
*10(e) Executive Salary Continuation Agr eement by and between James D. Renegar and The Bank of
East Ridge
10(f) Change-in-Control Protective Agre ement (James R. Young, Jr.)
*10(9g) Executive Salary Continuation Agr eement by and between James R. Young and The Bank o f East Ridge
10(h) Change-in-Control Protective Agre ement (Daniel Crye)
10(i) Survivor Income Agreement (Daniel Crye)
24(a) Consent of Joseph Decosimo and Co mpany, LLP
24(b) Consent of Hazlett, Lewis & Biete r, PLLC
*24(c) Consent of Mercer Capital Managem ent, Inc.
24(d) Consents of Baker, Donelson, Bear man & Caldwell included in Exhibits 5 and 8
28(a) Form of Opinion of Mercer Capital Management, Inc. (included as Appendix "B" to the Joint Proxy
Statement/Prospectus)
*28(b) Form of Proxy for Annual Meeting of Shareholders of East Ridge
*28(c) Form of Proxy for Annual Meeting of Shareholders of Cornerstone

* Previously filed.



(b) Financial Statement Schedules--Not applicable
(c) Not Applicable
Item 22. Undertakings

() Insofar as indemnification for liabilities arig under the Securities Act of 1933 may be pegditb directors, officers and controlling
persons of the Registrant pursuant to the foregpiogisions or otherwise, the Registrant has beersad that in the opinion of the Securities
and Exchange Commission, such indemnification &rea public policy as expressed in the Act anthistefore, unenforceable. In the event
that a claim for indemnification against such ligigis (other than the payment by the Registranefgpenses incurred or paid by a director,
officer or controlling person of the Registrantlie successful defense of any action, suit or fdicg) is asserted by such director, officer or
controlling person in connection with the secusitieing registered, the Registrant will, unlesthaopinion of its counsel the matter has t
settled by controlling precedent, submit to a cofidppropriate jurisdiction the question whethgetsindemnification by it is against public
policy as expressed in the Act and will be goverogdhe final adjudication of such issue.

(b) The undersigned Registrant hereby undertakes:

(1) to file, during any period in which offers ales of the securities are being made, a postiefleamendment to this Registration
Statement:

(i) to include any Prospectus required by Sectidfai3) of the Securities Act of 1933;

(ii) to reflect any facts or events arising aftee effective date (or most recent post-effectivemdment) which, individually, or in the
aggregate, represent a fundamental change infibveniation set forth in the Registration Statement;

(iii) to include any material information with resgt to the plan of distribution not previously désed or any material change to such
information set forth in the Registration Statement

Provided, however, that paragraphs (a)(1)(i) apd.Y&i) do not apply if the registration stateménbn Form S-3, Form S-8, and the
information required [or] to be included in a pestective amendment by those paragraphs is comtaimperiodic reports filed by the
Registrant pursuant to section 13 or section 16{the Securities Exchange Act of 1934 that areiiporated by reference in the registration
statement.

(2) that, for the purpose of determining any lidpilinder the Securities Act of 1933, each postafie amendment shall be deemed to be a
new Registration Statement relating to the seegritiffered therein and the offering of such seiegrit that time shall be deemed to be the
initial bona fide offering thereof.

(3) to remove from registration by means of a ggtetive amendment any of the securities beingsteged which remain unsold at the
termination of the offering.

(c) The undersigned Registrant hereby undertalasftr purposes of determining any liability undlee Securities Act of 1933, each filing
the Registrant's annual report pursuant to sedtdga) or section 15(d) of the Securities Exchangeof 1934 (and, where applicable, each
filing of an employee benefit plan's annual repontsuant to section 15(d) of the Securities Exchahgt of 1934) that is incorporated by
reference in the Registration Statement shall leengel to be a new registration statement relatiniggsecurities offered therein, and the
offering of such securities at that time shall kemed to be the initial bona fide offering thereof.

(d) The undersigned Registrant hereby undertakédlawss: that prior to any public reoffering ofalsecurities registered hereunder through
use of a prospectus which is a part of this Reajisin Statement, by any person or party who is @éekim be an underwriter within the
meaning of Rule

145(c), the issuer undertakes that s



reoffering prospectus will contain the informaticadled for by the applicable registration form wigspect to reofferings by persons who r
be deemed underwriters, in addition to the infoiomatalled for by the other Items of the applicaiolem.

(e) The Registrant undertakes that every prospéittieat is filed pursuant to paragraph (d) imnagelly preceding, or (ii) that purports to
meet the requirements of section 10(a)(3) of thieahd is used in connection with an offering ofiséies subject to Rule 415, will be filed
a part of an amendment to the Registration Statearehwill not be used until such amendment isatiffe, and that, for purposes of
determining any liability under the Securities A£t1933, each such post-effective amendment skaldemed to be a new registration
statement relating to the securities offered timer@nd the offering of such securities at that taghall be deemed to be the initial bona fide
offering thereof.

(f) The undersigned Registrant hereby undertakesspond to requests for information that is inooaped by reference into the Proxy
Statement-Prospectus pursuant to Items 4, 10(bprit3 of this Form, within one business day akipt of such request, and to send the
incorporated documents by first class mail or otrgarally prompt means. This includes informationtamed in documents filed subsequent
to the effective date of the Registration Statentiermtugh the date of responding to the request.

(9) The undersigned Registrant hereby undertaksesgply by means of a post-effective amendmenbfdimation concerning a transaction,
and the company being acquired involved thereit, Was not the subject of and included in the Resdien Statement when it became
effective.
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1997.
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Exhibit 8
Opinion Regarding Tax Matters
June 13, 1997

East Ridge Bancshares, Inc.
4154 Ringgold Road
Chattanooga, Tennessee 37412-0416

Cornerstone Community Bank
5319 Highway 153
Chattanooga, Tennessee 37412-0416

RE: MERGER BETWEEN CORNERSTONE COMMUNITY BANK AND T HE BANK OF EAST RIDGE - FEDERAL INCOME
TAX CONSEQUENCES

Gentlemen:

We have acted as counsel for Cornerstone CommBaitk ("Cornerstone") in connection with the Agreatrend Plan of Merger dated as of
March 18, 1997 (the "Agreement"), by and betweem€mtone, East Ridge Bancshares, Inc. ("East Ridgel The Bank of East Ridge
("Bank of East Ridge"). The Agreement provides tbatnerstone will be merged with and into Bank asERidge under the Tennessee
Business Corporation Act and the Tennessee Baieh@the "Merger"). The corporate existence of Gostone will cease and Bank of East
Ridge will be surviving corporation.

Pursuant to the Agreement, Cornerstone shareholdéreceive one share of New Cornerstone CommmcikSfor each share of Cornerstone
Common Stock which they owned prior to the Mergeiaddition, Cornerstone shareholders will rec&ime New Cornerstone Warrant for
each Cornerstone Warrant which they owned pridheédMerger. Each East Ridge shareholder at higioelection may receive in exchange
for each currently outstanding share of East Ridgmmon Stock either cash consideration of $56. b &pproximately 4.68 shares of New
Cornerstone Common Stock. A condition of the mergénat East Ridge shareholders owning at lea8216shares (70% of outstanding
shares) elect the cash option. If East Ridge sbédets elect to receive cash with respect to mtoma 70% of outstanding shares, then the
proceeds will be reduced on a pro rata basis \Wwittbalance payab



East Ridge Bancshares, Inc.
Cornerstone Community Bank
June 13, 1997

Page 2

in the form of New Cornerstone Common Stock. Indkient that East Ridge shareholders elect cashresfiect to less than 70% of
outstanding shares, then Cornerstone may termihatdgreement.

This opinion is provided pursuant to the requiretaer ltem 4 of Form S-4 and Section 6.3(c) of Aggeement. Capitalized terms not
defined herein shall have the meaning ascribeddgmtin the Agreement.

We have been provided with an Officers' Certifioddeed June 13, 1997, in which an officer of Costmare makes certain representations on
behalf of Cornerstone regarding the Merger, andvae2 been provided with an Officers' CertificateedaJune 13, 1997, in which an officer
of East Ridge makes certain representations onfuefaast Ridge regarding the Merger (the "Cectifes”). We assume those representa
to be not only statements in the signers' bestrimdtion but also currently true statements of fant] we rely thereon in rendering this
opinion.

In rendering the following opinion, we have consatkthe Agreement, the Certificates, applicable ¢aw and applicable provisions of the
Internal Revenue Code of 1986, as amended anckasiyly in effect (the "Code"), and regulationsgdd thereunder, and Revenue Rulings
and Revenue Procedures published thereunder.

Based on the foregoing, and assuming that the septations made in the Certificates also will be ts of the Effective Date of the Merger
as defined in the Agreement, we are of the opittiamb, upon consummation of the Merger in accordavittethe terms and conditions of the
Agreement, for federal income tax purposes:

(a) The Merger will be a reorganization within theaning of Section 368(a) of the Code, and CoroeestEast Ridge and Bank of East
Ridge will each be a party to the reorganizatiothimithe meaning of Section 368(b) of the Code.

(b) The exchange of East Ridge Common Stock for Bewnerstone Common Stock pursuant to the Mergiebwria recapitalization within
the meaning of Section 368(a)(1)(E) of the Codaroexchange described in
Section 1036(a) of the Code.

(c) No gain or loss will be recognized by CornemstoEast Ridge or Bank of East Ridge by reasoheoMerger



East Ridge Bancshares, Inc.
Cornerstone Community Bank
June 13, 1997

Page 3

(d) Cornerstone shareholders will recognize no gaiess upon their exchange of Cornerstone Com&took solely for shares of East Ridge
Common Stock.

(e) The basis of the New Cornerstone Common Steckived by each Cornerstone shareholder will bedhee as the basis of the shares of
Cornerstone Common Stock surrendered in exchargefdr.

(f) East Ridge shareholders will recognize no gaitoss upon their exchange of East Ridge Commook3iolely for shares of New
Cornerstone Common Stock.

(9) If an East Ridge shareholder receives both aashNew Cornerstone Common Stock in exchangeisasrther East Ridge Common
Stock, then gain (but not loss) will be recognizaat, not in an amount in excess of the amount sifi caceived. The general rule is that any
such gain will be treated as capital gain, buté &xchange has the effect of the distribution divalend, then the amount of gain recognized
that is not in excess of the East Ridge sharehsldetable share of the undistributed earningspaofits of East Ridge will be treated as a
dividend, rather than capital gain. The determoratif whether the exchange has the effect of theeillition of a dividend will be made on a
shareholder by shareholder basis in accordancetiétbrinciples enunciated in Commissioner v. GIA00 S.Ct. 1455 (1989). Any such g
will generally be treated as a long-term capitahgaovided that (i) the East Ridge Common Stock Wweld by the shareholder as a capital
asset on the Effective Date, (ii) the holding pétior the shares of such East Ridge Common Stoskmaae than one (1) year, and (iii) if the
shareholder had received New Cornerstone Commark 8istead of cash and if such New Cornerstone Com&tock had been redeemed
immediately after the Merger, the redemption wcdgte qualified as being "substantially dispropaoréie" under Section 302(b)(2) of the
Code. The substantially disproportionate test élimet if after the transaction the shareholddrawmih less than fifty percent (50%) of all
New Cornerstone Common Stock and if his or hergrgege ownership of New Cornerstone Common Stdek tife transaction is less th
eighty percent (80%) of what his or her percentagrership of New Cornerstone Common Stock woulcehzeen if no cash elections had
been made by East Ridge shareholders in connegttbrthe Merger (in each case determined with @agibn of Section 318 attributing stc
ownership among family members and related enlities

(h) The basis of the New Cornerstone Common Steckived by each East Ridge shareholder (includmgibnal shares) will be the same
the basis of all of the shares of East Ridge Com8tonk owned by such shareholder, decreased ntloeint of cash received by st
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shareholder, increased by any amount that is tteete dividend and further increased by any amafucdipital gain which is recognized by
such shareholder because of the Merger.

(i) The holding period of the New Cornerstone Comrstock received by a Cornerstone or East Ridgekistdder will include the period
during which the Cornerstone or East Ridge ComntookSsurrender in exchange therefor was held, gexvihat such common stock was
held by such stockholder as a capital asset okffeetive Date.

(j) If an East Ridge shareholder receives soleghda exchange for shares of East Ridge Commork®ititer because of an election to
receive cash or because of the exercise of anytoglissent to the transaction, such cash witrbéated as having been received as a
distribution in redemption of the East Ridge Comnsdock subject to the provisions of Section 30thefCode. Where, as a result of such
distribution, the East Ridge shareholder owns ne Bernerstone Common Stock, either directly orédgson of the application of Section
318 of the Code, the redemption will be a compietmination of interest within the meaning of SertB02(b), and such cash will be treated
as a distribution in full payment in exchange far ér her East Ridge Common Stock. Such sharel®ldidirrecognize gain or loss measured
by the difference between the amount of cash redesnd the adjusted basis of the East Ridge Con8tawk surrendered.

(k) A stockholder of East Ridge Common Stock wheerees cash in the Merger in lieu of a fractiorfedre interest in New Cornerstone
Common Stock will be treated as having receivethi a@asedemption of such fractional share interestvided that such East Ridge Common
Stock was held by such East Ridge stockholdercapiial asset on the Effective Date, the receigiugh cash should generally result in
capital gain or loss equal to the difference betwthe amount of cash received and the portion cif §iast Ridge stockholder's adjusted basis
in the shares of East Ridge Common Stock allodabilee fractional share interest. Such capital gailoss will be long-term capital gain or
loss if the holding period for the shares of Easige Common Stock for which cash is received isariban (1) year.

The shares of Cornerstone, East Ridge or New Cstorver Common Stock referred to herein do not ireclaly stock rights, rights or options
to acquire common stock of any of these corporatitinder Section 1.354-1(e) of the Income Tax Rat@ns as presently in effect, stock
warrants are not considered to be either stockaurities which may be exchanged tax-free in agauization. On December 23, 1996, the
Internal Revenue Service proposed an amendmehngtimtome Tax Regulations to treat warrants asriesuwhich could be exchanged tax-
free in a reorganization. In view of the
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proposed but not yet effective amendments to therhe Tax Regulations, we express no opinion whethgmgain or loss will be recognized
for income tax purposes on the exchange or CowregstVarrants for New Cornerstone Warrants.

Based on the foregoing assumptions, we are fudhtire opinion that under the corporate incomexaise tax laws of the State of Tennes:
no gain or loss will be recognized by Cornerstdfesst Ridge or Bank of East Ridge by reason of tleegier.

This opinion is limited to the effect of the incortax laws of the United States of America, the StdtTennessee, and we have expressed no
opinion as to the laws of any jurisdiction otheartithe United States of America and these stateshdVe not considered the effects of the
transaction on the stockholders of East Ridge on@stone under the income tax laws of the stateshich they reside, and we have not
considered the effects on the transaction, if ahgales and use taxes or any other state andtbbczd except for corporate income or excise
taxes. We express no opinion as to the federahiecax consequences of the exchange of East RidQeroerstone shares by any individual
who receives such shares as compensation andtheluisat the Effective Date subject to any restittielated to employment.

Changes to the Code, regulations, rulings thereyagde changes by the courts and the interpretafitime authorities relied upon, may be
applied retroactively and may affect the opiniopressed herein.

The foregoing opinion is furnished to you and te shhareholders of East Ridge or Cornerstone whaveconsideration for their shares of
East Ridge or Cornerstone Common Stock in the Mesgdely in connection with the abodescribed transaction and may not be relied |
by any other person or entity, or used for any ogugpose. Unless a prior written consent of ounfis obtained, this opinion is not to be
guoted or otherwise referred to in any report, pretatement, or registration statement, and igmbe filed with or furnished to any
governmental agency or other entity or person, @xae otherwise required by la
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We have consented to the filing of a copy of tlps@mn as an exhibit to the Registration StatenoenForm S4 to be filed by East Ridge wi
the Securities and Exchange Commission.

Very truly yours,

BANKER, DONELSON, BEARMAN &
CALDWELL, P.C.

By: William H. Fones, Jr.
A Member Thereof

WHDF, Jr:tgh



Exhibit 10(b)
CHANGE-IN-CONTROL PROTECTIVE AGREEMENT

AGREEMENT entered into this 8th day of NovemberQ@ $the "Effective Date"), by and between The Bahkast Ridge (the "Bank"), East
Ridge Bancshares, Inc. (the "Company"), and Daviddting (the "Employee").

WHEREAS, the Employee has heretofore been emplbydtie Bank as an executive officer, and the Bargntk it to be in its best interes
enter into this Agreement as additional incentivéhie Employee to continue as an executive emploj&ee Bank; and

WHEREAS, the parties desire by this writing to feeth their understanding as to their respectigbts and obligations in the event a change
of control occurs with respect to the Bank or thlerpany.

NOW, THEREFORE, the undersigned parties AGREE Havfis:
1. Defined Terms
When used anywhere in the Agreement, the followdmms shall have the meaning set forth herein.

(&) "Change in Control" shall mean the sale of #@%nore of the voting stock of the Bank or the Campto a person or entity that is not as
of the date hereof a stockholder of the Company.

(b) "Code" shall mean the Internal Revenue CodE986, as amended from time to time, and as integthrough applicable rulings and
regulations in effect from time to time.

(c) Code ss. 280G Maximum" shall mean product 80 2nd his "base amount" as defined in Code s$G@H().

(d) "Good Reason" shall mean any of the followingre, which has not been consented to in advant¢keéozmployee in writing: (i) the
requirement that the Employee move his personalense, or perform his principal executive funcipmore than 30 miles from his primary
office as of the date of the Change in Contro);gireduction of more than 10% in the Employee&elmmmpensation as in effect on the da
the Change in Control or as the same may be inetieiasm time to time; (iii) the failure by the Bankthe Company to continue to provide
the Employee with compensation and benefits pral/ide on the date of the Change in Control, assdme may be increased from time to
time, or with benefits substantially similar to seoprovided to him under any of the employee bepkfins in which the Employee now or
hereafter becomes a participant, or the takingigfaaction by the Bank or the Company which wouleclly or indirectly reduce any 1



such benefits or deprive the Employee of any mat&inge benefit enjoyed by him at the time of @leange in Control; to the Employee of
duties and responsibilities materially differerdrfr those normally associated with his position(ivra failure to elect or reelect the
Employee to the Board of Directors of the Bankiar Company, if the Employee is serving on such 8oarthe date of the Change in
Control.

(e) "Just Cause" shall mean, in the good faithrddtetion of the Bank's Board of Directors, the Hoype's personal dishonesty,
incompetence, willful misconduct, breach of fidugiduty involving personal profit, intentional faike to perform stated duties, willful
violation of any law, rule or regulation (other thimaffic violations or similar offenses) or fineéase-and- desist order, or material breach of
any provision of this Agreement. No act, or failtweact, on the Employee's part shall be considasdtiul’ unless he has acted, or failed to
act, with an absence of good faith and withoutasoeable belief that his action or failure to aaswn the best interest of the Bank and the
Company.

(f) "Protected Period" shall mean the period thegibs on the date six months before a Change itr@and ends on the second anniversary
of the Change in Control.

(9) "Trust" shall mean a grantor trust designeddoordance with Revenue Procedure 92-64 and havingtee independent of the Bank and
the Company.

2. Trigger Events

The Employee shall be entitled to collect the sawee benefits set forth in Section 3 of this Agreahin the event that for any reason other
than Just Cause (i) the Employee voluntarily teatéa employment either for any reason within thel®@ period beginning on the date of a
Change in Control, (ii) the Employee voluntarilyrténates employment within 90 days of an event tiwdih occurs during the Protected
Period and constitutes Good Reason, or (iii) thekBthe Company, or their successor(s) in intestinate the Employee's employment
during the Protected Period. The Employee shal avright to receive compensation or other bemédit any period after termination for
Just Cause or if a Change in Control never occurs.

3. Amount of Severance Benefit

If the Employee becomes entitled to collect sevegdrenefits pursuant to Section 2 hereof, the Baiakl pay the Employee a severance
benefit equal to one-half times the Employee's lbasrial salary in effect when the Protected Pdyamgins. In no event, however, will this
amount exceed the difference between the Code88& Rlaximum and the sum of any other "parachutengeys” as defined under Code ss.
280G(b)(2) that the Employee receives on accoutti@fChange in Control. Said sum shall be paichimlomp sum within ten days of the
later of the date of the Change in Control andBheployee's last day of employment with the BankherCompany.
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In the event that the Employee and the Bank adraetie Employee has collected an amount exced¢ldénGode ss. 280G Maximum, the
parties may jointly agree in writing that such esscehall be treated as a loan ab initio which ti@lByee shall repay to the Bank, on terms
and conditions mutually agreeable to the part@gether with interest at the applicable federa pabvided for in Section 7872(f)(2)(B) of 1
Code.

4. Funding of Grantor Trust upon Change in Control

Not later than ten business days after a Chan@eirrol, the Bank shall (i) deposit in a Trust lifie insurance policy which the Bank h
purchased to fund the Bank's Executive Salary @aation Agreement with the Employee, unless the leyee has previously provided a
written release of any claims under this Agreemand, (i) provide the trustee of the Trust with atten direction to hold said life insurance
policy in a segregated account for the benefihefEmployee, and to follow the procedures set fiorthe next paragraph as to the paymei
benefits from the Trust. Neither the Bank nor itscessors may thereafter change said life insunpolégy (including changing the insured
parties) without the written consent of the Emplayand the Bank hereby agrees that notwithstaratiggorovision to the contrary in its
Executive Salary Continuation Agreement with theptayee, his benefits thereunder shall be determiwitiout regard to his employment
status, by reference solely to the plan year thatdsignates for payment of such benefits, in glsam, of the value as identified in Schec
A of said agreement (or in the alternative, the Exyge may elect to receive, beginning upon hisratiant of age 70, 10 annual installments
of $27,000). In the event that the Employee diés po the payment of any benefits under the Exgeubalary Continuation Agreement and
Section 4 hereof, then the payments shall be nradedordance with Section 4.1 of the Executivergal@ntinuation Agreement. If the
Employee dies after payment of such benefits hamoenced, any remaining amounts due to the Emplajlebe payable to his designated
beneficiary or, if none, to his estate. Upon theeigt by the Employee or his beneficiary of all s that may become payable under the
Executive Salary Continuation Agreement, the tristiethe Trust shall pay to the Bank the entiraba¢ remaining in the segregated account
maintained for the benefit of the Employee. The Exyge shall thereafter have no further intereshenTrust.

Until the Employee's receipt of all benefits thatynbecome payable under the Executive Salary Qaation Agreement, the Employee may
provide the trustee of the Trust with a writtenio@trequesting that the trustee pay to the Emplayeamount designated in the notice as
being payable pursuant to this Agreement. Withieahousiness days after receiving said noticetrtistee of the Trust shall send a copy of
the notice to the Bank via overnight and registenedl return receipt requested. On the tenth bgsiday after mailing said notice to the
Bank, the trustee of the Trust shall pay the Emgédothe amount designated therein in immediatelilabla funds, unless prior thereto the
Bank provides the trustee with a written noticediing the trustee to withhold such payment. Inléitier event, the trustee shall submit the
dispute to non-appealable binding arbitration folegermination of the amount payable to the Empgyersuant to this
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Agreement, and the costs of such arbitration dfeappaid by the Bank. The trustee shall chooserthigrator to settle the dispute, and such
arbitrator shall be bound by the rules of the AwemmiArbitration Association in making his deterntioa. The parties and the trustee shall be
bound by the results of the arbitration and, withiree days of the determination by the arbitrator,trustee shall pay from the Trust the
amounts required to be paid to the Employee artiéoBank, and in no event shall the trustee bédiabeither party for making the payme
as determined by the arbitrator.

5. Post-Termination Health Coverage. At any tim®igethe closing date of a Change in Control, thgplbyee may obtain the right to
employer-paid health coverage through executionrandn to the Bank of the Non-Competition Agreetregtached as an addendum hereto.

6. Term of the Agreement. This Agreement shall rianraeffect for the period commencing on the Efffiee Date and ending on the earlier of
(i) the later of (A) the date 12 months after tge&ive Date and (B) if a Change in Control occdusing the term of this Agreement, the end
of the Protected Period, and (ii) the date on witiehEmployee terminates employment with the Bankyided that the Employee's rights
hereunder shall continue following the terminatidrinis employment with the Bank under any of thewinstances described in Section 2
hereof. Additionally, on each annual anniversangdeom the Effective Date, the Board of Directhes discretion to extend this Agreement
for an additional one-year period beyond the tHésttve expiration date.

7. Expense Reimbursement.

In the event that any dispute arises between thel@me and the Bank or the Company as to the terrimgerpretation of this Agreement,
whether instituted by formal legal proceedings thieowise, including any action that the Employdesato enforce the terms of this
Agreement or to defend against any action taketh&Bank or the Company, the Employee shall belreised for all costs and expenses,
including reasonable attorneys' fees, arising fsoich dispute, proceedings or actions, providedtieaEmployee shall obtain a final
judgement in favor of the American Arbitration Asgdion. Such reimbursement shall be paid withindays of Employee's furnishing to t
Bank and the Company written evidence, which mainltke form, among other things, of a cancelecktw receipt, of any costs or
expenses incurred by the Employee.

8. Successors and Assigns.

(a) This Agreement shall inure to the benefit af &e binding upon any corporate or other succesfsitie Bank or Company which shall
acquire, directly or indirectly, by merger, consdalion, purchase or otherwise, all or substantilipf the assets or stock of the Bank or
Company.
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(b) Since the Bank and the Company are contraétinthe unique and personal skills of the Employke, Employee shall be precluded from
assigning or delegating his rights or duties hedeunmvithout first obtaining the written consenttloé Bank and the Company.

9. Consideration from Company: Joint and Severability. In the event that the Bank does not paylibnefits due to the Employee under
Section 3 of this Agreement, the Company herebgegythat to the extent permitted by law, it shaljdintly and severally liable with the
Bank for the payment of all amounts due underAlgigeement.

10. Amendments. No amendments or additions toAgisement shall be binding unless made in writind signed by all of the parties,
except as herein otherwise specifically provided.

11. Applicable Law. Except to the extent preemigdrederal law, the laws of the State of Tenneska# govern this Agreement in all
respects, whether as to its validity, construct@apacity, performance or otherwise.

12. Severability. The provisions of this Agreemsimll be deemed severable and the invalidity onfareeability of any provision shall not
affect the validity or enforceability of the othgrovisions hereof.

13. Entire Agreement. This Agreement, together with understanding or modifications thereof asedjte in writing by the parties, shall
constitute the entire agreement between the pdrtiesto.

-5



IN WITNESS WHEREOF, the parties have executedAlgieement on the day and year first hereinabovtemri
THE BANK OF EAST RIDGE
EAST RIDGE BANSHARES, INC.

/sl David E. Young

DAVI D E. YOUNG



ADDENDUM TO
CHANGE-IN-CONTROL PROTECTIVE AGREEMENT

BANK OF EAST RIDGE AND
EAST RIDGE BANCSHARES, INC.

NON-COMPETITION AGREEMENT

AGREEMENT, made this 8th day of November, 1996 bg between the Bank of East Ridge (the "Bank")t Rigge Bancshares, Inc. (the
"Company"), and David E. Young (the "Employee")®half of themselves, and their heirs, successatassigns with reference to the
following:

WHEREAS, the parties have entered into a Chandeeintrol Protective Agreement dated November 8, 1896 "Protective Agreement”),
and desire by this writing to set forth the terrha @on-competition agreement that is being offdcetthe Employee on a voluntary basis; and

WHEREAS, the parties agree that the terms defingde Protective Agreement shall have the same img&erein, and that the
consideration recited below is mutually acceptalnié sufficient for the covenants made.

NOW THEREFORE, the undersigned agree as follc

1. For a period of three years following the Empgl@g termination of employment during the Prote&edod, the undersigned Employee
shall not engage in any activities, business, terprise which competes directly with the busingfsthe Bank or the Company or any of their
subsidiaries or affiliates within any county in whithe Bank or Company has a branch at the tintieeo€hange-in-Control, nor during such
period will Employee make use of any confidentidbrmation related to the Bank or the Companypftsrations or its customer base gained
during the course of Employee's employment in @egbent activity, business or enterprise.

2. The Bank and any successors will provide, atig iy all premiums for health insurance covertmehe Employee and his family from
the date of the Change-in-Control until the Emptopegins to receive comparable family coverage uadether employer's group health
plan (or, if earlier, the date on which Employeé &ais spouse, if any, have both become eligibléMfedicare Coverage), becomes employed
with another employer, or a maximum of three years.

3. The Employee recognizes that any breach ofdbiictions set forth in this Agreement will resinlirreparable injury to the Bank and the
Company for which there is not an adequate monetangdy at law, and therefore agrees that the Badkhe Company shall be entitled to
injunctive relief in order to enforce the provissohereof. In the event this Agreement shal
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determined by any court of competent jurisdictiomé unenforceable in part by reason of it beimggieat a period of time or covering too
great a geographical area, it shall be in full éoand effect as to that period of time or geogregitdrea determined to be reasonable by the
court.

4. In the event that the Employee is assigned &yBt#nk or the Company to work for any other compamngrganization which is a subsidiary
or joint venture of or is otherwise affiliated withe Bank, such employment shall be deemed to Iptogment by the Bank for the purpose of
this Agreement.

5. The provisions of Sections 7 through 13 of thatdttive Agreement shall be incorporated by refeeen, and hereby become terms of, this
Agreement.

IN WITNESS WHEREOF, the parties have enacted tlgjeeAment on the day and year first hereinaboveearit
THE BANK OF EAST RIDGE
EAST RIDGE BANCSHARES, INC.

/'s/ David E. Young

DAVI D E. YOUNG



CHANGE-IN-CONTROL PROTECTIVE AGREEMENT
AMENDMENT

THIS AMENDMENT TO THE CHANGE-IN-CONTROL PROTECTIVRGREEMENT (the "Agreement") entered into on Novem®ge
1996, by and between THE BANK OF EAST RIDGE (thefiR") and DAVID E. YOUNG (the "Employee") (the "Ameément") is entered
into this day of , 1997,y lzetween the Bank and the Employee.

WITNESSETH:

WHEREAS, the Employee intends to enter into a ChimguAgreement
(the "Consulting Agreement") with Cornerstone ComityuBank (the "Company")
contemporaneously with the merger of the Comparytha Bank; and

WHEREAS, it is the desire of the parties to the éegment that certain of the provisions of the Agreenhsurvive the merger of the Company
and the Bank;

NOW, THEREFORE, the undersigned parties agreelms\&

1. Paragraph 3, Amount of Severance Benefit, islherescinded.

2. The remainder of the Agreement shall survivenieeger of the Company and the Bank.

IN WITNESS WHEREOF, the parties have executedAlniendment to the Agreement on the day and yearfaxeinabove written:

THE BANK OF EAST RIDGE

By:
Its Secretary

DAVID E. YOUNG



EXHIBIT 10(d)
CHANGE-IN-CONTROL PROTECTIVE AGREEMENT

AGREEMENT entered into this 8th day of NovemberQ@ $the "Effective Date"), by and between The Bahkast Ridge (the "Bank"), East
Ridge Bancshares, Inc. (the "Company"), and Jamé&hegar (the "Employee").

WHEREAS, the Employee has heretofore been emplbydtie Bank as an executive officer, and the Bargntk it to be in its best interes
enter into this Agreement as additional incentivéhie Employee to continue as an executive emploj&ee Bank; and

WHEREAS, the parties desire by this writing to feeth their understanding as to their respectigbts and obligations in the event a change
of control occurs with respect to the Bank or thlerpany.

NOW, THEREFORE, the undersigned parties AGREE Havfis:
1. Defined Terms
When used anywhere in the Agreement, the followdmms shall have the meaning set forth herein.

(&) "Change in Control" shall mean the sale of #@%nore of the voting stock of the Bank or the Campto a person or entity that is not as
of the date hereof a stockholder of the Company.

(b) "Code" shall mean the Internal Revenue CodE986, as amended from time to time, and as integthrough applicable rulings and
regulations in effect from time to time.

(c) Code ss. 280G Maximum" shall mean product 80 2nd his "base amount" as defined in Code s$G@H().

(d) "Good Reason" shall mean any of the followingre, which has not been consented to in advant¢keéozmployee in writing: (i) the
requirement that the Employee move his personalense, or perform his principal executive funcipmore than 30 miles from his primary
office as of the date of the Change in Contro);gireduction of more than 10% in the Employee&elmmmpensation as in effect on the da
the Change in Control or as the same may be inetieiasm time to time; (iii) the failure by the Bankthe Company to continue to provide
the Employee with compensation and benefits pral/ide on the date of the Change in Control, assdme may be increased from time to
time, or with benefits substantially similar to seoprovided to him under any of the employee bepkfins in which the Employee now or
hereafter becomes a participant, or the takingigfaaction by the Bank or the Company which wouleclly or indirectly reduce any 1



such benefits or deprive the Employee of any mat&inge benefit enjoyed by him at the time of @leange in Control; to the Employee of
duties and responsibilities materially differerdrfr those normally associated with his position(ivra failure to elect or reelect the
Employee to the Board of Directors of the Bankiar Company, if the Employee is serving on such 8oarthe date of the Change in
Control.

(e) "Just Cause" shall mean, in the good faithrddtetion of the Bank's Board of Directors, the Hoype's personal dishonesty,
incompetence, willful misconduct, breach of fidugiduty involving personal profit, intentional faike to perform stated duties, willful
violation of any law, rule or regulation (other thiaffic violations or similar offenses) or fineéaseanddesist order, or material breach of
provision of this Agreement. No act, or failureattt, on the Employee's part shall be considereliftiWiunless he has acted, or failed to act,
with an absence of good faith and without a redslenaelief that his action or failure to act waghe best interest of the Bank and the
Company.

(f) "Protected Period" shall mean the period thegibs on the date six months before a Change itr@and ends on the second anniversary
of the Change in Control.

(9) "Trust" shall mean a grantor trust designeddoordance with Revenue Procedure 92-64 and havingtee independent of the Bank and
the Company.

2. Trigger Events

The Employee shall be entitled to collect the sawee benefits set forth in Section 3 of this Agreahin the event that for any reason other
than Just Cause (i) the Employee voluntarily teatéa employment either for any reason within thel®@ period beginning on the date of a
Change in Control,

(i) the Employee voluntarily terminates employmeiithin 90 days of an event that both occurs duthegProtected Period and constitutes
Good Reason, or

(i) the Bank, the Company, or their successdr(shterest terminate the Employee's employmenindguhe Protected Period. The Employee
shall have no right to receive compensation orrdtleaefits for any period after termination fortJdause or if a Change in Control never
occurs.

3. Amount of Severance Benefit

If the Employee becomes entitled to collect sevegdrenefits pursuant to Section 2 hereof, the Baiakl pay the Employee a severance
benefit equal to 2.99 times the average gross iecuayable by the Bank and the Company to the Ereplayer the five most recent taxable
years ending prior to the year in which the Changeontrol occurs. In no event, however, will thimount exceed the difference between
Code ss. 280G Maximum and the sum of any otheagtaute payments" as defined under Code ss. 28} thit the Employee receives on
account of the Change in Control. Said sum shafldid in one lump sum within ten days of the latethe
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date of the Change in Control and the Employestsday of employment with the Bank or the Company.

In the event that the Employee and the Bank adnatetie Employee has collected an amount excedldin@ode ss. 280G Maximum, the
parties may jointly agree in writing that such esccehall be treated as a loan ab initio which tinglByee shall repay to the Bank, on terms
and conditions mutually agreeable to the partmgether with interest at the applicable federad pabvided for in Section 7872(f)(2)(B) of 1
Code.

4. Funding of Grantor Trust upon Change in Control

Not later than ten business days after a Chan@eirrol, the Bank shall (i) deposit in a Trust lifie insurance policy which the Bank h
purchased to fund the Bank's Executive Salary @aation Agreement with the Employee, unless the [Byge has previously provided a
written release of any claims under this Agreemand, (i) provide the trustee of the Trust with atten direction to hold said life insurance
policy in a segregated account for the benefihefEmployee, and to follow the procedures set fiorthe next paragraph as to the paymel
benefits from the Trust. Neither the Bank nor itscessors may thereafter change said life insunaoloey (including changing the insured
parties) without the written consent of the Empkayand the Bank hereby agrees that notwithstaratiggorovision to the contrary in its
Executive Salary Continuation Agreement with thepimee, his benefits thereunder shall be determiwétiout regard to his employment
status, by reference solely to the plan year thatdsignates for payment of such benefits, in glsom, of the value as identified in Schec
A of said agreement (or in the alternative, the Exyqee may elect to receive, beginning upon hisratiant of age 70, 10 annual installments
of $18,000). In the event that the Employee diésr po the payment of any benefits under the Exgeubalary Continuation Agreement and
Section 4 hereof, then the payments shall be mradedordance with Section 4.1 of the Executiver$alantinuation Agreement. If the
Employee dies after payment of such benefits hasmenced, any remaining amounts due to the Emplhajliebe payable to his designated
beneficiary or, if none, to his estate. Upon theeiet by the Employee or his beneficiary of all s that may become payable under the
Executive Salary Continuation Agreement, the tristethe Trust shall pay to the Bank the entirabed remaining in the segregated account
maintained for the benefit of the Employee. The Eiyge shall thereafter have no further intereshenTrust.

Until the Employee's receipt of all benefits thatynibecome payable under the Executive Salary Qaation Agreement, the Employee may
provide the trustee of the Trust with a writtenioetrequesting that the trustee pay to the Emplayeamount designated in the notice as
being payable pursuant to this Agreement. Withieerbusiness days after receiving said noticetrtis¢ee of the Trust shall send a copy of
the notice to the Bank via overnight and registenadl return receipt requested. On the tenth bssigly after mailing said notice to the
Bank, the trustee of the Trust shall pay the Emgéothe amount designated therein in immediatelifadola funds,
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unless prior thereto the Bank provides the trusti¢te a written notice directing the trustee to viithd such payment. In the latter event, the
trustee shall submit the dispute to non-appealaibiéing arbitration for a determination of the ambpayable to the Employee pursuant to
this Agreement, and the costs of such arbitrati@il e paid by the Bank. The trustee shall chdlsearbitrator to settle the dispute, and <
arbitrator shall be bound by the rules of the Aaami Arbitration Association in making his deterntioa. The parties and the trustee shall be
bound by the results of the arbitration and, withiree days of the determination by the arbitrator,trustee shall pay from the Trust the
amounts required to be paid to the Employee artdéoBank, and in no event shall the trustee bédiabeither party for making the payme
as determined by the arbitrator.

5. Post-Termination Health Coverage. At any tim®ieethe closing date of a Change in Control, thgplbyee may obtain the right to
employer-paid health coverage through executionrandn to the Bank of the Non-Competition Agreetatached as an addendum hereto.

6. Term of the Agreement. This Agreement shall riaenraeffect for the period commencing on the Efffiee Date and ending on the earlier of
(i) the later of (A) the date 12 months after ttiee&ive Date and (B) if a Change in Control occdusing the term of this Agreement, the end
of the Protected Period, and (ii) the date on wiiiehEmployee terminates employment with the Bankyided that the Employee's rights
hereunder shall continue following the terminatadrinis employment with the Bank under any of thewinstances described in Section 2
hereof. Additionally, on each annual anniversangdeom the Effective Date, the Board of Directhes discretion to extend this Agreement
for an additional one-year period beyond the tHésttve expiration date.

7. Expense Reimbursement.

In the event that any dispute arises between thgl@me and the Bank or the Company as to the terrirgerpretation of this Agreement,
whether instituted by formal legal proceedings thieowise, including any action that the Employde$ato enforce the terms of this
Agreement or to defend against any action taketh&Bank or the Company, the Employee shall belveised for all costs and expenses,
including reasonable attorneys' fees, arising fsoich dispute, proceedings or actions, providedttiaEmployee shall obtain a final
judgement in favor of the American Arbitration Asgdion. Such reimbursement shall be paid withmdays of Employee's furnishing to t
Bank and the Company written evidence, which mainlitke form, among other things, of a cancelecktw receipt, of any costs or
expenses incurred by the Employee.

8. Successors and Assigns.

(a) This Agreement shall inure to the benefit af & binding upon any corporate or other succesfsibie Bank or Company which shall
acquire, directly or indirectly, by merger,
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consolidation, purchase or otherwise, all or sufi&thy all of the assets or stock of the Bank antpany.

(b) Since the Bank and the Company are contraétinthe unique and personal skills of the Employke,Employee shall be precluded from
assigning or delegating his rights or duties hedeunvithout first obtaining the written consenttloé Bank and the Company.

9. Consideration from Company: Joint and Severability. In the event that the Bank does not paylibnefits due to the Employee under
Section 3 of this Agreement, the Company herebgegthat to the extent permitted by law, it shaljdintly and severally liable with the
Bank for the payment of all amounts due underAlggeement.

10. Amendments. No amendments or additions toAgieement shall be binding unless made in writind signed by all of the parties,
except as herein otherwise specifically provided.

11. Applicable Law. Except to the extent preemgigdrederal law, the laws of the State of Tennesbka# govern this Agreement in all
respects, whether as to its validity, constructaapacity, performance or otherwise.

12. Severability. The provisions of this Agreemsimall be deemed severable and the invalidity onforeeability of any provision shall not
affect the validity or enforceability of the othgrovisions hereof.

13. Entire Agreement. This Agreement, together waitjl understanding or modifications thereof asedjte in writing by the parties, shall
constitute the entire agreement between the pdntie=o.
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IN WITNESS WHEREOF, the parties have executedAlgieement on the day and year first hereinabovtemri
THE BANK OF EAST RIDGE
EAST RIDGE BANCSHARES, INC.

/sl James D. Renegar

JAMES D. RENEGAR
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ADDENDUM TO
CHANGE-IN-CONTROL PROTECTIVE AGREEMENT

BANK OF EAST RIDGE AND
EAST RIDGE BANCSHARES, INC.

NON-COMPETITION AGREEMENT

AGREEMENT, made this ___ day of , by and between the Bank of East Ridge (the "Baflast Ridge Bancshares,
Inc. (the "Company"), and James D. Renegar (theplByee") on behalf of themselves, and their hsisgcessors and assigns with reference
to the following:

WHEREAS, the parties have entered into a Chandeeintrol Protective Agreement dated November 8, 1(#96 "Protective Agreement”),
and desire by this writing to set forth the terrha @on-competition agreement that is being offécetthe Employee on a voluntary basis; and

WHEREAS, the parties agree that the terms defingde Protective Agreement shall have the same img&erein, and that the
consideration recited below is mutually acceptalnié sufficient for the covenants made.

NOW THEREFORE, the undersigned agree as follc

1. For a period of three years following the Empgleg termination of employment during the Prote&edod, the undersigned Employee
shall not engage in any activities, business, terprise which competes directly with the busingfsthe Bank or the Company or any of their
subsidiaries or affiliates within any county in whithe Bank or Company has a branch at the tintlieeo€hange-in-Control, nor during such
period will Employee make use of any confidentidbrmation related to the Bank or the Companypftsrations or its customer base gained
during the course of Employee's employment in @egbent activity, business or enterprise.

2. The Bank and any successors will provide, atig iy all premiums for health insurance covertmehe Employee and his family from
the date of the Change-in-Control until the Emptopecomes employed with another employer, or ammaxi of three years.

3. The Employee recognizes that any breach ofdhteictions set forth in this Agreement will reslirreparable injury to the Bank and the
Company for which there is not an adequate monetamgdy at law, and therefore agrees that the Badkhe Company shall be entitled to
injunctive relief in order to enforce the provissohereof. In the event this Agreement shal
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determined by any court of competent jurisdictiomé unenforceable in part by reason of it beimggieat a period of time or covering too
great a geographical area, it shall be in full éoand effect as to that period of time or geogregitdrea determined to be reasonable by the
court.

4. In the event that the Employee is assigned &yBt#nk or the Company to work for any other compamngrganization which is a subsidiary
or joint venture of or is otherwise affiliated withe Bank, such employment shall be deemed to Iptogment by the Bank for the purpose of
this Agreement.

5. The provisions of Sections 7 through 13 of thatdttive Agreement shall be incorporated by refeeen, and hereby become terms of, this
Agreement.

IN WITNESS WHEREOF, the parties have enacted tlgjeeAment on the day and year first hereinaboveearit
THE BANK OF EAST RIDGE

By:
Title:

EAST RIDGE BANCSHARES, INC.

By:
Title:

JAMES D. RENEGAR



EXHIBIT 10(f)
CHANGE-IN-CONTROL PROTECTIVE AGREEMENT

AGREEMENT entered into this 8th day of NovemberQ@ $the "Effective Date"), by and between The Bahkast Ridge (the "Bank"), East
Ridge Bancshares, Inc. (the "Company"), and Jam&©Bng Jr. (the "Employee").

WHEREAS, the Employee has heretofore been emplbydtie Bank as an executive officer, and the Bargntk it to be in its best interes
enter into this Agreement as additional incentivéhie Employee to continue as an executive emploj&ee Bank; and

WHEREAS, the parties desire by this writing to feeth their understanding as to their respectigbts and obligations in the event a change
of control occurs with respect to the Bank or thlerpany.

NOW, THEREFORE, the undersigned parties AGREE Havfis:
1. Defined Terms
When used anywhere in the Agreement, the followdmms shall have the meaning set forth herein.

(&) "Change in Control" shall mean the sale of #@%nore of the voting stock of the Bank or the Campto a person or entity that is not as
of the date hereof a stockholder of the Company.

(b) "Code" shall mean the Internal Revenue CodE986, as amended from time to time, and as integthrough applicable rulings and
regulations in effect from time to time.

(c) Code ss. 280G Maximum" shall mean product 80 2nd his "base amount" as defined in Code s$G@H().

(d) "Good Reason" shall mean any of the followingre, which has not been consented to in advant¢keéozmployee in writing: (i) the
requirement that the Employee move his personalense, or perform his principal executive funcipmore than 30 miles from his primary
office as of the date of the Change in Contro);gireduction of more than 10% in the Employee&elmmmpensation as in effect on the da
the Change in Control or as the same may be inetieiasm time to time; (iii) the failure by the Bankthe Company to continue to provide
the Employee with compensation and benefits pral/ide on the date of the Change in Control, assdme may be increased from time to
time, or with benefits substantially similar to seoprovided to him under any of the employee bepkfins in which the Employee now or
hereafter becomes a participant, or the takingigfaaction by the Bank or the Company which wouleclly or indirectly reduce any 1



such benefits or deprive the Employee of any mat&inge benefit enjoyed by him at the time of @leange in Control; to the Employee of
duties and responsibilities materially differerdrfr those normally associated with his position(ivra failure to elect or reelect the
Employee to the Board of Directors of the Bankiar Company, if the Employee is serving on such 8oarthe date of the Change in
Control.

(e) "Just Cause" shall mean, in the good faithrddtetion of the Bank's Board of Directors, the Hoype's personal dishonesty,
incompetence, willful misconduct, breach of fidugiduty involving personal profit, intentional faike to perform stated duties, willful
violation of any law, rule or regulation (other thiaffic violations or similar offenses) or fine¢ase-and-desist order, or material breach of
any provision of this Agreement. No act, or failtweact, on the Employee's part shall be considasdtiul’ unless he has acted, or failed to
act, with an absence of good faith and withoutasoeable belief that his action or failure to aaswn the best interest of the Bank and the
Company.

(f) "Protected Period" shall mean the period thegibs on the date six months before a Change itr@and ends on the second anniversary
of the Change in Control.

(9) "Trust" shall mean a grantor trust designeddoordance with Revenue Procedure 92-64 and havingtee independent of the Bank and
the Company.

2. Trigger Events

The Employee shall be entitled to collect the sawee benefits set forth in Section 3 of this Agreahin the event that for any reason other
than Just Cause (i) the Employee voluntarily teatéa employment either for any reason within thel®@ period beginning on the date of a
Change in Control,

(i) the Employee voluntarily terminates employmeiitthin 90 days of an event that both occurs duthegProtected Period and constitutes
Good Reason, or

(i) the Bank, the Company, or their successdr(shterest terminate the Employee's employmenindguhe Protected Period. The Employee
shall have no right to receive compensation orrdtleaefits for any period after termination fortJdause or if a Change in Control never
occurs.

3. Amount of Severance Benefit

If the Employee becomes entitled to collect sevegdrenefits pursuant to Section 2 hereof, the Baiakl pay the Employee a severance
benefit equal to two times the Employee's base arsalary in effect when the Protected Period kedimno event, however, will this amoi
exceed the difference between the Code Section 28&@mum and the sum of any other "parachute paystiers defined under Code
Section 280G(b)(2) that the Employee receives aowatt of the Change in Control. Said sum shalldid j one lump sum within ten days
the later of the date of the Change in Control thiedEmployee's last day of employment with the Banthe Company.
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In the event that the Employee and the Bank adnaietie Employee has collected an amount exceddéngGode Section 280G Maximum,
parties may jointly agree in writing that such esscehall be treated as a loan ab initio which ti@lByee shall repay to the Bank, on terms
and conditions mutually agreeable to the part@gether with interest at the applicable federa pabvided for in Section 7872(f)(2)(B) of 1
Code.

4. Funding of Grantor Trust upon Change in Control

Not later than ten business days after a Chan@eirrol, the Bank shall (i) deposit in a Trust lifie insurance policy which the Bank h
purchased to fund the Bank's Executive Salary @aation Agreement with the Employee, unless the leyee has previously provided a
written release of any claims under this Agreemand, (i) provide the trustee of the Trust with atten direction to hold said life insurance
policy in a segregated account for the benefihefEmployee, and to follow the procedures set fiorthe next paragraph as to the paymei
benefits from the Trust. Neither the Bank nor itscessors may thereafter change said life insunpolégy (including changing the insured
parties) without the written consent of the Emplayand the Bank hereby agrees that notwithstaratiggorovision to the contrary in its
Executive Salary Continuation Agreement with theptayee, his benefits thereunder shall be determiwitiout regard to his employment
status, by reference solely to the plan year thatdsignates for payment of such benefits, in glsam, of the value as identified in Schec
A of said agreement (or in the alternative, the Exyge may elect to receive, beginning upon hisratiant of age 70, 10 annual installments
of $16,000). In the event that the Employee diés po the payment of any benefits under the Exgeubalary Continuation Agreement and
Section 4 hereof, then the payments shall be nradedordance with Section 4.1 of the Executivergal@ntinuation Agreement. If the
Employee dies after payment of such benefits hamoenced, any remaining amounts due to the Emplajlebe payable to his designated
beneficiary or, if none, to his estate. Upon theeigt by the Employee or his beneficiary of all s that may become payable under the
Executive Salary Continuation Agreement, the tristiethe Trust shall pay to the Bank the entiraba¢ remaining in the segregated account
maintained for the benefit of the Employee. The Exyge shall thereafter have no further intereshenTrust.

Until the Employee's receipt of all benefits thatynbecome payable under the Executive Salary Qaation Agreement, the Employee may
provide the trustee of the Trust with a writtenio@trequesting that the trustee pay to the Emplayeamount designated in the notice as
being payable pursuant to this Agreement. Withieahousiness days after receiving said noticetrtistee of the Trust shall send a copy of
the notice to the Bank via overnight and registenedl return receipt requested. On the tenth bgsiday after mailing said notice to the
Bank, the trustee of the Trust shall pay the Emgédothe amount designated therein in immediatelilabla funds, unless prior thereto the
Bank provides the trustee with a written noticediing the trustee to withhold such payment. Inléitier event, the trustee shall submit the
dispute to non-appealable binding arbitration folegermination of the amount payable to the Empgyersuant to this
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Agreement, and the costs of such arbitration dfeappaid by the Bank. The trustee shall chooserthigrator to settle the dispute, and such
arbitrator shall be bound by the rules of the AwemmiArbitration Association in making his deterntioa. The parties and the trustee shall be
bound by the results of the arbitration and, withiree days of the determination by the arbitrator,trustee shall pay from the Trust the
amounts required to be paid to the Employee artiéoBank, and in no event shall the trustee bédiabeither party for making the payme
as determined by the arbitrator.

5. Post-Termination Health Coverage. At any tim®igethe closing date of a Change in Control, thgplbyee may obtain the right to
employer- paid health coverage through executi@hraturn to the Bank of the Non-Competition Agreatregtached as an addendum hereto.

6. Term of the Agreement. This Agreement shall riaenraeffect for the period commencing on the Efffiee Date and ending on the earlier of
(i) the later of (A) the date 12 months after tge&ive Date and (B) if a Change in Control occdusing the term of this Agreement, the end
of the Protected Period, and (ii) the date on witiehEmployee terminates employment with the Bankyided that the Employee's rights
hereunder shall continue following the terminatidrinis employment with the Bank under any of thewinstances described in Section 2
hereof. Additionally, on each annual anniversangdeom the Effective Date, the Board of Directbes discretion to extend this Agreement
for an additional one-year period beyond the tHésttve expiration date.

7. Expense Reimbursement.

In the event that any dispute arises between thel@me and the Bank or the Company as to the terrimgerpretation of this Agreement,
whether instituted by formal legal proceedings thieowise, including any action that the Employdesato enforce the terms of this
Agreement or to defend against any action taketh&Bank or the Company, the Employee shall belveised for all costs and expenses,
including reasonable attorneys' fees, arising fsoich dispute, proceedings or actions, providedttiaEmployee shall obtain a final
judgement in favor of the American Arbitration Asgdion. Such reimbursement shall be paid withindays of Employee's furnishing to t
Bank and the Company written evidence, which mainltke form, among other things, of a cancelecktw receipt, of any costs or
expenses incurred by the Employee.

8. Successors and Assigns.

(a) This Agreement shall inure to the benefit af &e binding upon any corporate or other succesfsitie Bank or Company which shall
acquire, directly or indirectly, by merger, consdalion, purchase or otherwise, all or substantilipf the assets or stock of the Bank or
Company.
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(b) Since the Bank and the Company are contraétinthe unique and personal skills of the Employke, Employee shall be precluded from
assigning or delegating his rights or duties hedeunmvithout first obtaining the written consenttloé Bank and the Company.

9. Consideration from Company: Joint and Severability. In the event that the Bank does not paylibnefits due to the Employee under
Section 3 of this Agreement, the Company herebgegythat to the extent permitted by law, it shaljdintly and severally liable with the
Bank for the payment of all amounts due underAlgigeement.

10. Amendments. No amendments or additions toAgisement shall be binding unless made in writind signed by all of the parties,
except as herein otherwise specifically provided.

11. Applicable Law. Except to the extent preemigdrederal law, the laws of the State of Tenneska# govern this Agreement in all
respects, whether as to its validity, construct@apacity, performance or otherwise.

12. Severability. The provisions of this Agreemsimll be deemed severable and the invalidity onfareeability of any provision shall not
affect the validity or enforceability of the othgrovisions hereof.

13. Entire Agreement. This Agreement, together with understanding or modifications thereof asedjte in writing by the parties, shall
constitute the entire agreement between the pdrtiesto.
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IN WITNESS WHEREOF, the parties have executedAlgieement on the day and year first hereinabovtemri
THE BANK OF EAST RIDGE
EAST RIDGE BANCSHARES, INC.

/sl James R Young

JAMES R YOUNG



ADDENDUM TO
CHANGE-IN-CONTROL PROTECTIVE AGREEMENT

BANK OF EAST RIDGE AND
EAST RIDGE BANCSHARES, INC.

NON-COMPETITION AGREEMENT

AGREEMENT, made this day of , by and between the Bank of East Ridge (the KBakast Ridge Bancshares,
Inc. (the "Company"), and James R. Young, Jr. (Hmaployee") on behalf of themselves, and theird)edtuccessors and assigns with
reference to the following:

WHEREAS, the parties have entered into a Chandeeintrol Protective Agreement dated November 8, 1896 "Protective Agreement”),
and desire by this writing to set forth the termha mon-competition agreement that is being offécethe Employee on a voluntary basis; and

WHEREAS, the parties agree that the terms defindde Protective Agreement shall have the same img&erein, and that the
consideration recited below is mutually acceptalné sufficient for the covenants made.

NOW THEREFORE, the undersigned agree as follc

1. For a period of three years following the Empgl@g termination of employment during the Prote&edod, the undersigned Employee
shall not engage in any activities, business, terprise which competes directly with the businefsthe Bank or the Company or any of their
subsidiaries or affiliates within any county in whithe Bank or Company has a branch at the tintleeo€hange-in-Control, nor during such
period will Employee make use of any confidentiibrmation related to the Bank or the Companypjisrations or its customer base gained
during the course of Employee's employment in @egbent activity, business or enterprise.

2. The Bank and any successors will provide, atig iy all premiums for health insurance coverémehe Employee and his family from
the date of the Change-in-Control until the Emptpecomes employed with another employer, or amnaxi of three years.

3. The Employee recognizes that any breach ofdbiictions set forth in this Agreement will resialirreparable injury to the Bank and the
Company for which there is not an adequate monetangdy at law, and therefore agrees that the Badkhe Company shall be entitled to
injunctive relief in order to enforce the provissohereof. In the event this Agreement shal
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determined by any court of competent jurisdictiomé unenforceable in part by reason of it beimggieat a period of time or covering too
great a geographical area, it shall be in full éoand effect as to that period of time or geogregitdrea determined to be reasonable by the
court.

4. In the event that the Employee is assigned &yBt#nk or the Company to work for any other compamngrganization which is a subsidiary
or joint venture of or is otherwise affiliated withe Bank, such employment shall be deemed to Iptogment by the Bank for the purpose of
this Agreement.

5. The provisions of Sections 7 through 13 of thatdttive Agreement shall be incorporated by refeeen, and hereby become terms of, this
Agreement.

IN WITNESS WHEREOF, the parties have enacted tlgjeeAment on the day and year first hereinaboveearit
THE BANK OF EAST RIDGE

By:
Title:

EAST RIDGE BANCSHARES, INC.

By:
Title:

JAMES R. YOUNG, JR.



EXHIBIT 10(h)
CHANGE-IN-CONTROL PROTECTIVE AGREEMENT

AGREEMENT entered into this 8th day of NovemberQ@ $the "Effective Date"), by and between The Bahkast Ridge (the "Bank"), East
Ridge Bancshares, Inc. (the "Company"), and DabieCrye (the "Employee").

WHEREAS, the Employee has heretofore been emplbydtie Bank as an executive officer, and the Bargntk it to be in its best interes
enter into this Agreement as additional incentivéhie Employee to continue as an executive emploj&ee Bank; and

WHEREAS, the parties desire by this writing to feeth their understanding as to their respectigbts and obligations in the event a change
of control occurs with respect to the Bank or thlerpany.

NOW, THEREFORE, the undersigned parties AGREE Havfis:
1. Defined Terms
When used anywhere in the Agreement, the followdmms shall have the meaning set forth herein.

(&) "Change in Control" shall mean the sale of #@%nore of the voting stock of the Bank or the Campto a person or entity that is not as
of the date hereof a stockholder of the Company.

(b) "Code" shall mean the Internal Revenue CodE986, as amended from time to time, and as integthrough applicable rulings and
regulations in effect from time to time.

(c) Code ss. 280G Maximum" shall mean product 80 2nd his "base amount" as defined in Code s$G@H().

(d) "Good Reason" shall mean any of the followingre, which has not been consented to in advant¢keéozmployee in writing: (i) the
requirement that the Employee move his personalense, or perform his principal executive funcipmore than 30 miles from his primary
office as of the date of the Change in Contro);gireduction of more than 10% in the Employee&elmmmpensation as in effect on the da
the Change in Control or as the same may be inetieiasm time to time; (iii) the failure by the Bankthe Company to continue to provide
the Employee with compensation and benefits pral/ide on the date of the Change in Control, assdme may be increased from time to
time, or with benefits substantially similar to seoprovided to him under any of the employee bepkfins in which the Employee now or
hereafter becomes a participant, or the takingigfaaction by the Bank or the Company which wouleclly or indirectly reduce any 1



such benefits or deprive the Employee of any mat&inge benefit enjoyed by him at the time of @leange in Control; to the Employee of
duties and responsibilities materially differerdrfr those normally associated with his position(ivra failure to elect or reelect the
Employee to the Board of Directors of the Bankiar Company, if the Employee is serving on such 8oarthe date of the Change in
Control.

(e) "Just Cause" shall mean, in the good faithrddtetion of the Bank's Board of Directors, the Hoype's personal dishonesty,
incompetence, willful misconduct, breach of fidugiduty involving personal profit, intentional faike to perform stated duties, willful
violation of any law, rule or regulation (other thiaffic violations or similar offenses) or fine¢ase-and-desist order, or material breach of
any provision of this Agreement. No act, or failtweact, on the Employee's part shall be considasdtiul’ unless he has acted, or failed to
act, with an absence of good faith and withoutasoeable belief that his action or failure to aaswn the best interest of the Bank and the
Company.

(f) "Protected Period" shall mean the period thegibs on the date six months before a Change itr@and ends on the second annual
anniversary of the Change in Control.

(9) "Trust" shall mean a grantor trust designeddoordance with Revenue Procedure 92-64 and havingtee independent of the Bank and
the Company.

2. Trigger Events

The Employee shall be entitled to collect the sawee benefits set forth in Section 3 of this Agreahin the event that for any reason other
than Just Cause (i) the Employee voluntarily teatéa employment either for any reason within thel®@ period beginning on the date of a
Change in Control, (ii) the Employee voluntarilyrténates employment within 90 days of an event tiwdih occurs during the Protected
Period and constitutes Good Reason, or (iii) thekBthe Company, or their successor(s) in intestinate the Employee's employment
during the Protected Period. The Employee shal avright to receive compensation or other bemédit any period after termination for
Just Cause or if a Change in Control never occurs.

3. Amount of Severance Benefit

If the Employee becomes entitled to collect sevegdrenefits pursuant to Section 2 hereof, the Baiakl pay the Employee a severance
benefit equal to one times the Employee's baseasalary in effect when the Protected Period ®dmno event, however, will this amot
exceed the difference between the Code Section 28&@num and the sum of any other "parachute paystiers defined under Code
Section 280G(b)(2) that the Employee receives aowatt of the Change in Control. Said sum shalldid ;m one lump sum within ten days
the later of the
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date of the Change in Control and the Employestsday of employment with the Bank or the Company.

In the event that the Employee and the Bank adpagetie Employee has collected an amount excedldinGode Section 280G Maximum,
parties may jointly agree in writing that such esccehall be treated as a loan ab initio which tinglByee shall repay to the Bank, on terms
and conditions mutually agreeable to the partmgether with interest at the applicable federad pabvided for in Section 7872(f)(2)(B) of 1
Code.

4. Funding of Grantor Trust upon Change in Control

Not later than ten business days after a Chan@eirrol, the Bank shall (i) deposit in a Trust amoaint equal to the severance ber

provided for in Section 3, unless the Employeegrasiously provided a written release of any claimder this Agreement, and (ii) provide
the trustee of the Trust with a written directiorhbld said amount and any investment return theire@ segregated account for the benefit of
the Employee, and to follow the procedures sehforthe next paragraph as to the payment of soahuats from the Trust. Upon the earlier
of the Trust's final payment of all amounts duearttie following paragraphs or the date 27 monttes the change in control, the trustee of
the Trust shall pay to the Bank the entire balaragaining in the segregated account maintainethfobenefit of the Employee. The
Employee shall thereafter have no further inteiretite Trust.

During the 27-consecutive month period after a @ean Control, the Employee may provide the trustiethie Trust with a written notice
requesting that the trustee pay to the Employesnasunt designated in the notice as being payallupnt to this Agreement. Within three
business days after receiving said notice, thaéeeusf the Trust shall send a copy of the notidhi¢oBank via overnight and registered mail
return receipt requested. On the tenth businesaiftiaymailing said notice to the Bank, the trusikthe Trust shall pay the Employee the
amount designated therein in immediately availélhels,

-3



unless prior thereto the Bank provides the trusti¢te a written notice directing the trustee to viithd such payment. In the latter event, the
trustee shall submit the dispute to non-appealaibiéing arbitration for a determination of the ambpayable to the Employee pursuant to
this Agreement, and the costs of such arbitrati@il e paid by the Bank. The trustee shall chdlsearbitrator to settle the dispute, and <
arbitrator shall be bound by the rules of the Aaami Arbitration Association in making his deterntioa. The parties and the trustee shall be
bound by the results of the arbitration and, withiree days of the determination by the arbitrator,trustee shall pay from the Trust the
amounts required to be paid to the Employee artdéoBank, and in no event shall the trustee bédiabeither party for making the payme
as determined by the arbitrator.

5. Post-Termination Health Coverage. At any tim®ieethe closing date of a Change in Control, thgplbyee may obtain the right to
employer-paid health coverage through executionrandn to the Bank of the Non-Competition Agreetatached as an addendum hereto.

6. Term of the Agreement. This Agreement shall riaenraeffect for the period commencing on the Efffiee Date and ending on the earlier of
(i) the later of (A) the date 12 months after ttiee&ive Date and (B) if a Change in Control occdusing the term of this Agreement, the end
of the Protected Period, and (ii) the date on wiiiehEmployee terminates employment with the Bankyided that the Employee's rights
hereunder shall continue following the terminatadrinis employment with the Bank under any of thewinstances described in Section 2
hereof. Additionally, on each annual anniversangdeom the Effective Date, the Board of Directhes discretion to extend this Agreement
for an additional one-year period beyond the tHésttve expiration date.

7. Expense Reimbursement.

In the event that any dispute arises between thgl@me and the Bank or the Company as to the terrirgerpretation of this Agreement,
whether instituted by formal legal proceedings thieowise, including any action that the Employde$ato enforce the terms of this
Agreement or to defend against any action taketh&Bank or the Company, the Employee shall belveised for all costs and expenses,
including reasonable attorneys' fees, arising fsoich dispute, proceedings or actions, providedttiaEmployee shall obtain a final
judgement in favor of the employee in a court ahpetent jurisdiction or in binding arbitration umdiee rules of the American Arbitratic
Association. Such reimbursement shall be paid witbh days of Employee's furnishing to the Bank thirdCompany written evidence, wh
may be in the form, among other things, of a catteheck or receipt, of any costs or expensesriedury the Employee.

8. Successors and Assigns.

(a) This Agreement shall inure to the benefit af &e binding upon any corporate or other succesfsibie Bank or Company which shall
acquire, directly or indirectly, by merger,
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consolidation, purchase or otherwise, all or sufi&thy all of the assets or stock of the Bank antpany.

(b) Since the Bank and the Company are contraétinthe unique and personal skills of the Employke,Employee shall be precluded from
assigning or delegating his rights or duties hedeunvithout first obtaining the written consenttloé Bank and the Company.

9. Consideration from Company: Joint and Severability. In the event that the Bank does not paylibnefits due to the Employee under
Section 3 of this Agreement, the Company herebgegthat to the extent permitted by law, it shaljdintly and severally liable with the
Bank for the payment of all amounts due underAlggeement.

10. Amendments. No amendments or additions toAgieement shall be binding unless made in writind signed by all of the parties,
except as herein otherwise specifically provided.

11. Applicable Law. Except to the extent preemgigdrederal law, the laws of the State of Tennesbka# govern this Agreement in all
respects, whether as to its validity, constructaapacity, performance or otherwise.

12. Severability. The provisions of this Agreemsimall be deemed severable and the invalidity onforeeability of any provision shall not
affect the validity or enforceability of the othgrovisions hereof.

13. Entire Agreement. This Agreement, together waitjl understanding or modifications thereof asedjte in writing by the parties, shall
constitute the entire agreement between the pdntie=o.
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IN WITNESS WHEREOF, the parties have executedAlgieement on the day and year first hereinabovtemri
THE BANK OF EAST RIDGE
EAST RIDGE BANCSHARES, INC

/sl Daniel O Crye

DANI EL O. CRYE



ADDENDUM TO
CHANGE-IN-CONTROL PROTECTIVE AGREEMENT

BANK OF EAST RIDGE AND
EAST RIDGE BANCSHARES, INC.

Non-Competition Agreement

AGREEMENT, made this ____ day of , by and between the Bank of East Ridge (th@kRBaEast Ridge Bancshar
Inc. (the "Company"), and James D. Renegar (theplByee") on behalf of themselves, and their hsisgcessors and assigns with reference
to the following:

WHEREAS, the parties have entered into a Chandeeintrol Protective Agreement dated November 8, 1896 "Protective Agreement"),
and desire by this writing to set forth the termha mon-competition agreement that is being offécethe Employee on a voluntary basis; and

WHEREAS, the parties agree that the terms defindde Protective Agreement shall have the same img#&erein, and that the
consideration recited below is mutually acceptalné sufficient for the covenants made.

NOW THEREFORE, the undersigned agree as follc

1. For a period of three years following the Empgl@g termination of employment during the Prote&edod, the undersigned Employee
shall not engage in any activities, business, terprise which competes directly with the businefsthe Bank or the Company or any of their
subsidiaries or affiliates within any county in whithe Bank or Company has a branch at the tintleeo€hange-in-Control, nor during such
period will Employee make use of any confidentiibrmation related to the Bank or the Companypjisrations or its customer base gained
during the course of Employee's employment in @egbent activity, business or enterprise.

2. The Bank and any successors will provide, atig iy all premiums for health insurance coverémehe Employee and his family from
the date of the Change-in-Control until the Emptpecomes employed with another employer, or amnaxi of three years.

3. The Employee recognizes that any breach ofdbiictions set forth in this Agreement will resialirreparable injury to the Bank and the
Company for which there is not an adequate monetangdy at law, and therefore agrees that the Badkhe Company shall be entitled to
injunctive relief in order to enforce the provissohereof. In the event this Agreement shal
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determined by any court of competent jurisdictiomé unenforceable in part by reason of it beimggieat a period of time or covering too
great a geographical area, it shall be in full éoand effect as to that period of time or geogregitdrea determined to be reasonable by the
court.

4. In the event that the Employee is assigned &yBt#nk or the Company to work for any other compamngrganization which is a subsidiary
or joint venture of or is otherwise affiliated withe Bank, such employment shall be deemed to Iptogment by the Bank for the purpose of
this Agreement.

5. The provisions of Sections 7 through 13 of thatdttive Agreement shall be incorporated by refeeen, and hereby become terms of, this
Agreement.

IN WITNESS WHEREOF, the parties have enacted tlgjeeAment on the day and year first hereinaboveearit
THE BANK OF EAST RIDGE

By:
Title:

EAST RIDGE BANCSHARES, INC.

By:
Title:

By: /s/ Daniel O Crye

DANI EL O CRYE



Exhibit 10()
THE BANK OF EAST RIDGE
SURVIVOR INCOME AGREEMENT

THIS AGREEMENT is made this 20th day of April, 1988 and between The Bank of East Ridge (the "Coryipamd Daniel O. Crye (the
"Executive").

INTRODUCTION

To encourage the Executive to remain an employd¢eeo€ompany, the Company is willing to provide &f@s to the Executive's beneficiary
if the Executive dies prior to terminating employmerhe Company will pay the benefits from its gahassets, but only so long as one of its
general assets is a life insurance policy on thecHtve's life.

AGREEMENT
The Executive and the Company agree as follows:
Article 1 Entitlement to Benefit

1.1 Pre-Termination Survivor Income Benefit. If tBeecutive dies before otherwise terminating empiegt with the Company, and if the
Company owns a life insurance policy on the Exeetlgilife at the time of such death, the Compaml glay to the Executive's designated
beneficiary the survivor income benefit describediticle 2.

1.2 Disability Continuation. If the Executive temmaies employment due to disability and then diésrbeecovering from such disability, the
Company shall pay to the Executive's designatedfimary the survivor income benefit described iriidle 2. Whether the Executive is
disabled or has recovered from a disability shaltlbtermined by the Company in its sole discretion.

1.3 Suicide. No benefits shall be payable if theditive commits suicide within two years after tlage of this Agreement.
Article 2 Survivor Income Benefit
2.1 Amount of Benefits. The survivor income bensfiall be $160,000.00.

2.2 Form of Benefits. The survivor income bendiilsbe paid to the Executive's beneficiary in £2@ial monthly installments payable on
first day of each month commencing with the firay @f the month following the Executive's death.

Article 3 Beneficiaries

3.1 Beneficiary Designations. The Executive shaflignate a beneficiary by filing a written desigoatwith the Company. The Executive
may revoke or modify the designation at any timdiliyg a new designation. However, designationt anly be effective if signed by the
Executive and accepted by the Company during tleeiiive's lifetime. The Executive's beneficiaryigeation shall be deemed
automatically revoked if the beneficiary predecsabe Executive, or if the Executive names a spagdeeneficiary and the marriage is
subsequently dissolved. If the Executive dies wittevalid beneficiary designation, all paymentslishe made to the Executive's surviving
spouse, if any, and if none, to the Executive'siging children and the decedents of any deceabid loy right of representation, and if no
children or decedents survive, to the Executivetate.



3.2 Facility of Payment. If a benefit is payableatminor, to a person declared incompetent, orgeraon incapable of handling the
disposition of his or her property, the Company rpay such benefit to the guardian, legal represigatar person having the care or custody
of such minor, incompetent person or incapableqrershe company may require proof of incompetenapority or guardianship as it may
deem appropriate prior to distribution of the bén&uch distribution shall completely discharge @ompany from all liability with respect
such benefit.

Article 4 Claims and Review Procedures

4.1 Claims Procedure. The Company shall notifyERecutive's beneficiary in writing, within ninet9@) days of his or her written applicat
for benefits of his or her eligibility or noneligiiby for benefits under the Agreement. If the Caang determines that the beneficiary is not
eligible for benefits or full benefits, the notiskall set forth (1) the specific reasons for suehial, (2) a specific reference to the provisioh
the Agreement on which the denial is based, (¥szription of any additional information or maténacessary for the claimant to perfect his
or her claim, and a description of why it is needatl (4) an explanation of the Agreement's claiengew procedure and other appropriate
information as to the steps to be taken if the fieilagy wishes to have the claim reviewed. If thenipany determines that there are special
circumstances requiring additional time to makeeision, the Company shall notify the beneficiafyhe special circumstances and the date
by which a decision is expected to be made, andewtnd the time for up to an additional ninety-gayiod.

4.2 Review Procedure. If the beneficiary is detaediby the Company not to be eligible for benefitsf the beneficiary believes that he or
she is entitled to greater or different beneftg, beneficiary shall have the opportunity to havehsclaim reviewed by the company by filin
petition for review with the Company within sixtgQ) days after receipt of the notice issued byGbmpany. Said petition shall state the
specific reasons which the beneficiary believeglertim or her to benefits or to greater or diffet benefits. Within sixty (60) days after
receipt by the Company of the petition, the Compstmgll afford the beneficiary (and counsel, if aag)opportunity to present his or her
position to the Company orally or in writing, argetbeneficiary (or counsel) shall have the rightetdew the pertinent documents. The
Company shall notify the beneficiary of its decisia writing within the sixty-day period, statingexifically the basis of its decision, written
in a manner calculated to be understood by theflogary and the specific provisions of the Agreernen which the decision is based. If,
because of the need for a hearing, the sixty-dapgés not sufficient, the decision may be defdrf@r up to another sixty-day period at the
election of the Company, but notice of this defiestall be given to the beneficiary.

Article 5 Conversion to Split Dollar

If the Executive voluntarily terminates employmafter age 65, the Executive may elect to entertimoSplit Dollar Insurance Agreement
attached as the Addendum to this Agreement.

Article 6 Amendments and Termination
The Company may amend or terminate this Agreentearyatime prior to the Executive's death by writtetice to the Executive.
Article 7 Miscellaneous

7.1 Exclusive Agreement/Binding Effect. This Agrearhis the entire agreement between the Compantharieixecutive, written or oral,
related to the Company's obligation to pay anyisanincome benefits to the Executive's benefieiaidr survivors. This Agreement
supersedes all prior agreements, understandings and
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negotiations. This Agreement shall bind the Exeruéind the Company, and their beneficiaries, sorgivexecutors, administrators and
transferees.

7.2 No Guaranty of Employment. This Agreement isaroemployment policy or contract. It does noegilve Executive the right to remain
an employee of the Company, nor does it interfatk the Company's right to discharge the Executivalso does not require the Executive
to remain an employee nor interfere with the Exigeld right to terminate employment at any time.

7.3 Tax Withholding. The Company shall withhold daxes that are required to be withheld from theefies provided under this Agreement.

7.4 Applicable Law. The Agreement and all rightsdumder shall be governed by the laws of {STATKLept to the extent preempted by the
laws of the Untied States of America.

7.5 Unfunded Plan. The beneficiary is a generatcmsed creditor of the Company for the paymentesfdfits under this Agreement. The
benefits represent the mere promise by the Comfzapgty such benefits. The beneficiary's rightsuthsbenefits are not subject in any
manner to anticipation, alienation, sale, transissignment, pledge, encumbrance, attachmentyoisgeent by creditors. Any insurance on
the Executive's life is a general asset of the @ygo which the Executive and designated benefi¢iave no preferred or secured claim.

IN WITNESS WHEREOF, the Executive and a duly autted Company officer have signed this Agreement.

EXECUTI VE: COVPANY:
THE BANK OF EAST RI DGE

/'s/ Daniel Crye By: /s/ James Renegar

DANI EL O CRYE Title: President



ADDENDUM TO
THE BANK OF EAST RIDGE

SURVIVOR INCOME AGREEMENT
ELECTIVE SPLIT DOLLAR INSURANCE AGREEMENT

THIS AGREEMENT is made this 20th day of April, 1988 and between The Bank of East Ridge (the "Coryipamd Daniel O. Crye (the
"Executive").

Under the terms of the Survivor Income Benefit Agnent, the Executive and the Company desire tal@itie death proceeds of a life
insurance policy on the Executive's life.

AGREEMENT
The Executive and the Company agree as follows:
Article 1
The following terms shall have the meanings spedifi
1.1 "Insurer" means The Mutual Group Life Insura@oempany.
1.2 "Policy" means insurance policy number 534348ed by the Insurer.
Article 2 Policy Ownership/Interests

2.1 Executive's Interest. The Executive shall haeeright to designate the beneficiary of the dgatiteeds of the Policy in an amount equal
to the lesser of (i) $160,000.00, or (ii) the exxcebthe total death proceeds over the cash sweresadue of the Policy on the day before the
Executive's death. The Executive shall also hageitiht to elect and change settlement optionsrtteat be permitted for such beneficiaries.

Article 3 Premiums

The Executive shall annually pay premiums equéhéocurrent team rate for the Executive's age plidtl by the aggregate death benefit
payable to the beneficiaries designated by the lkex The "current term rate" is the minimum amiowaguired to be imputed under
Revenue Rulings 64-328 and 66-110, or any subségp@ficable authority. The Company shall then fheeybalance of any premiums due.

Article 4 Insurer

The Insurer shall be bound only by the terms ofRbkcy. Any payments the Insurer makes or actibtekes in accordance with the Policy
shall fully discharge it from all claims, suits ademands of all persons. The Insurer shall notdumd) by or be deemed to have notice of the
provisions of this Agreement.
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Article 5 Claims Procedure

5.1 Claims Procedure. The Company shall notifyERecutive's beneficiary in writing, within ninet9@) days of his or her written applicat
for benefits, of his or her eligibility or noneltglity for benefits under the Agreement. If the Quany determines that the beneficiary is not
eligible for benefits or full benefits, the notiskall set forth (1) the specific reasons for suehial, (2) a specific reference to the provisioh
the Agreement on which the denial is based, (¥szription of any additional information or maténacessary for the claimant to perfect his
or her claim, and a description of why it is needatl (4) an explanation of the Agreement's claiengew procedure and other appropriate
information as to the steps to be taken if the beiaey wishes to have the claim reviewed. If thengpany determines that there are special
circumstances requiring additional time to makeeision, the Company shall notify the beneficiafyhe special circumstances and the date
by which a decision is expected to be made, andewtnd the time for up to an additional ninety-gayiod.

5.2 Review Procedure. If the beneficiary is deteediby the Company not to be eligible for benefitsf the beneficiary believes that he or
she is entitled to greater or different benefitg, beneficiary shall have the opportunity to hawehsclaim reviewed by the Company by filing
a petition for review with the Company within six§0) days after receipt of the notice issued lgyGompany. Said petition shall share the
specific reasons which the beneficiary believegleathim or her to benefits or to greater or diffet benefits. Within sixty (60) days after
receipt by the Company of the petition, the Compstmll afford the beneficiary (and counsel, if aag)opportunity to present his or her
position to the Company orally or in writing, argetbeneficiary (or counsel) shall have the rightetdew the pertinent documents. The
Company shall notify the beneficiary of its decisia writing within the sixty-day period, statingexifically the basis of its decision, written
in a manner calculated to be understood by theflogary and the specific provisions of the Agreernen which the decision is based. If,
because of the need for a hearing, the sixty-deapgés not sufficient, the decision may be defdrier up to another sixty-day period at the
election of the Company, but notice of this defestall be given to the beneficiary.

Article 6 Amendments and Termination
The Company may amend or terminate this Agreentearyatime prior to the Executive's death by writtetice to the Executive.
Article 7 Miscellaneous

7.1 Binding Effect. This Agreement shall bind theeEutive and the Company, their beneficiaries, isarg, executors, administrators and
transferees, and any Policy beneficiary.

7.2 No Guaranty of Employment. This Agreement isaroemployment policy or contract. It does nokegilve Executive the right to remain
an employee of the Company, nor does it interfate the Company's right to discharge the Executivalso does not require the Executive
to remain an employee nor interfere with the Exeeld right to terminate employment at any time.

7.3 Applicable Law. The Agreement and all rightsdumder shall be governed by and construed acaptdithe laws of [STATE], except to
the extent preempted by the laws of the UnitedeStat America.

IN WITNESS WHEREOF, the Executive and a duly autted Company officer have signed this Agreement.
EXECUTIVE: COMPANY:
THE BANK OF EAST RIDGE
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/'s/ Daniel Crye By: /s/ James Renegar

DANI EL O CRYE Title: President



THE BANK OF EAST RIDGE
SURVIVOR INCOME AGREEMENT

BENEFICIARY DESIGNATION
| designate the following as beneficiary of bersefinder the Survivor Income Agreement:

Primary:

Contingent:

NOTE: TO NAME A TRUST AS BENEFICIARY, PLEASE PROVID E THE NAME OF THE TRUSTEE AND THE EXACT DATE
OF THE TRUST AGREEMENT.

| understand that | may change these beneficiasigdations by filing a new written designation witle Company. | further understand that
the designations will be automatically revokechi beneficiary predeceases me, or, if | have namesdpouse as beneficiary, in the event of
the dissolution of our marriage.

Signature:

Date

Accepted by the Company this day of ,199

By:

Title:




Exhibit 24(a)

Consent of Joseph Decosimo and Company, LL



EXHIBIT 24(a)
Consent of Independent Public Accountants

We hereby consent to the inclusion in this RedistnaStatement on Form S-4 of our report dated traatyr 10, 1997, with respect to the
consolidated financial statements of East RidgecBlaares, Inc. and Subsidiary included in the Resdish Statement. We also consent to the
reference to our firm under the caption "Experts."

Joseph Decosimo and Company, LLP

Chattanooga, Tennessee
July 10, 199}



Exhibit 24(b)

Consent of Hazlett, Lewis & Bieter, PLLC



EXHIBIT 24(b)
Consent of Independent Public Accountants

We hereby consent to the inclusion in this RedistnaStatement on Form S-4 of our report dated raatyr 13, 1997, with respect to the
financial statements of Cornerstone Community Baockuded in the Registration Statement. We alssennhto the reference to our firm
under the caption "Experts."

Hazlett, Lewis & Bieter, PLLC

Chattanooga, Tennessee
July 10, 1997
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