
January 23, 2008

Dear Shareholder:

We are pleased to report continued balance sheet growth and ongoing improvement in operating results for the
fourth quarter and the full year of 2007 for CapStone Bank. At December 31, 2007, total assets were $103.9
million versus $98.1 million at September 30, 2007, an increase of $5.8 million or 5.9%. During the same period,
loans grew to $83.7 million, an increase of $9.2 million or 12.3 %, while deposits decreased from $66.7 million to
$63.5 million or 4.7%. The decrease in deposits was a result of a management decision to utilize advances from
the Federal Home Loan Bank to fund loan growth because they were significantly less expensive than retail
certificates of deposit.

Net income for the fourth quarter was $146.1 thousand versus $59.2 thousand for the preceding quarter, an
increase of $86.9 thousand. Growth in net income was primarily the result of increasing net interest income by
$58.5 thousand while reducing non interest expense by $16.6 thousand from the preceding quarter. Our income
for the fourth quarter of 2006 was negative $295.9 thousand.

The results for the year ended December 31, 2007 versus year end December 31, 2006 were also positive with
assets increasing $48.1 million, or 86.1%, from $55.8 million to $103.9 million. During the same period, loans
grew by $55.3 million, an increase of 194.1% while deposits grew by $32.8 million, an increase of 106.5%. The
net loss for the year ended December 31, 2007 was $274.1 thousand compared to a net loss of $636.8 thousand in
the prior year, an improvement of $362.7 thousand.

As we enter 2008, we are cautiously optimistic about the outlook for the year. There is no doubt it will be a
challenging year for financial institutions due to the current slowdown in overall economic growth and the
declining interest rate environment. As the Federal Reserve Bank continues to reduce the federal funds rate in
2008 to stimulate the economy, it will put additional pressure on the net interest margin of most financial
institutions, including CapStone. On the positive side, we are fortunate to be in one of the strongest economic
areas of the country and have a solid business strategy with a great team of experienced bankers to execute the
strategy. We have a strong capital position, excellent asset quality and good earnings momentum. During 2008,
we will continue to focus on building our balance sheet by making solid loans, growing our core deposits and
offering the highest quality service to our customers.

During the fourth quarter of 2007, five thousand shares of Capstone stock traded at $13.50 per share with the
stock ending the year at $13.50 a share. This compares to a price per share of $11.00 on December 31, 2006, an
increase of 22.7% for the year.

We wish to thank our shareholders for your support of CapStone both as investors and customers. Your support
has been invaluable to us and we hope you will continue to honor us with your business and by referring others to
your bank!

Sincerely,

Michael S. Patterson Steven R. Ogburn
Executive Chairman President and CEO



Balance Sheets (Unaudited)
Dollars in Thousands

Change

December 31,
2007

September
30, 2007 $ %

Assets

Cash and due from banks $533 $1,059 $(526) -49.7%

Federal funds sold 47 2,655 (2,608) -98.2%

Investment securities 19,352 19,512 (160) -0.8%

Loans, net of unearned income 83,727 74,560 9,167 12.3%

Less: Allowance for loan losses (1,047) (932) (115) 12.3%

Premises and equipment, net 541 575 (34) -5.9%

Accrued interest receivable & other assets 702 636 66 10.4%

Total Assets $103,855 $98,065 $5,790 5.9%

Liabilities & Shareholders' Equity

Deposits:

Non-Interest bearing $5,880 $7,151 $(1,271) -17.8%

Interest bearing 57,666 59,542 (1,876) -3.2%

Total Deposits 63,546 66,693 (3,147) -4.7%

FHLB Advances & other borrowings 16,436 8,084 8,352 103.3%

Accrued expenses and other liabilities 853 633 220 34.8%

Total Liabilities 80,835 75,410 5,425 7.2%

Shareholders' Equity 23,020 22,655 365 1.6%

Total Liabilities & Shareholders' Equity $103,855 $98,065 $5,790 5.9%


