
PINNACLE FINANCIAL PARTNERS INC
Form 10-K
February 28, 2019
Table of Contents

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

FORM 10-K 
xANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934
For the fiscal year ended December 31, 2018 
OR

oTRANSITION REPORT PURSUANT TO SECTION 13 OR 15 (d) OF THE SECURITIES EXCHANGE ACT OF
1934

For the transition period from ________ to ________

Commission File Number: 000-31225
, Inc.
(Exact name of registrant as specified in
charter)
Tennessee 62-1812853

(State or other jurisdiction
of incorporation)

(I.R.S.
Employer
 Identification
No.)

150 Third Avenue South,
Suite 900, Nashville,
Tennessee

37201

(Address of principal
executive offices) (Zip Code)

Registrant's telephone number, including area code:   (615) 744-3700

Securities registered pursuant to Section 12 (b) of the Act:
Title of Each Class Name of Exchange on which Registered
Common Stock, par value $1.00 Nasdaq Global Select Market
Securities registered to Section 12(g) of the Act:
None

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act.
Yes x No o

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the
Act. Yes o No x

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. Yes x No o

Indicate by check mark whether the registrant has submitted electronically, if any, every Interactive Data File required
to be submitted pursuant to Rule 405 of Regulation S-T (§232.405 of this chapter) during the preceding 12 months (or
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for such shorter period that the registrant was required to submit such files). Yes x No o

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K (Section 229.405 of
this chapter) is not contained herein, and will not be contained, to the best of registrant's knowledge, in definitive
proxy or information statements incorporated by reference in Part III of this Form 10-K or any amendment to this
Form 10-K. o

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or a smaller reporting company.  See the definitions of "accelerated filer," "large accelerated filer" and "smaller
reporting company" in Rule 12b-2 of the Exchange Act.  (Check one):
Large Accelerated Filer x Accelerated Filer o
Non-accelerated Filer  o Smaller reporting company o  

Emerging growth company o  

If an emerging growth company, indicate by check mark if the registrant has elected not to use the extended transition
period for complying with any new or revised financial accounting standards provided pursuant to Section 13(a) of the
Exchange Act. o

Indicate by check mark if the registrant is a shell company (as defined in Rule 12b-2 of the Act). Yes o   No x

State the aggregate market value of the voting and non-voting common equity held by non-affiliates computed by
reference to the price at which the common equity was last sold, or the average bid and asked price of such common
equity as of the last business day of the registrant's most recently completed second fiscal quarter:  $4,632,460,322 as
of June 30, 2018.

APPLICABLE ONLY TO CORPORATE REGISTRANTS

Indicate the number of shares outstanding of each of the registrant's classes of common stock, as of the latest
practicable date: 77,531,750 shares of common stock as of February 26, 2019.

DOCUMENTS INCORPORATED BY REFERENCE

Portions of the Definitive Proxy Statement for the Annual Meeting of Shareholders, scheduled to be held April 16,
2019, are incorporated by reference into Part III of this Form 10-K.
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FORWARD-LOOKING STATEMENTS

All statements, other than statements of historical fact, included in this Annual Report on Form 10-K, are
forward-looking statements within the meaning of the Private Securities Litigation Reform Act of 1995, Section 27A
of the Securities Act and Section 21E of the Exchange Act. The words "expect," "anticipate," "intend," "plan,"
"believe," "seek," "estimate" and similar expressions are intended to identify such forward-looking statements, but
other statements not based on historical information may also be considered forward-looking statements. These
forward-looking statements are subject to known and unknown risks, uncertainties and other factors that could cause
the actual results to differ materially from the statements, including, but not limited to:  (i) deterioration in the
financial condition of borrowers resulting in significant increases in loan losses and provisions for those losses; (ii)
continuation of the historically low short-term interest rate environment; (iii) the inability of Pinnacle Financial, or
entities in which it has significant investments, like Bankers Healthcare Group, LLC ("BHG"), to maintain the
historical growth rate of its, or such entities', loan portfolio; (iv) changes in loan underwriting, credit review or loss
reserve policies associated with economic conditions, examination conclusions, or regulatory developments; (v)
effectiveness of Pinnacle Financial's asset management activities in improving, resolving or liquidating lower-quality
assets; (vi) the impact of competition with other financial institutions, including pricing pressures and the resulting
impact on Pinnacle Financial’s results, including as a result of compression to net interest margin; (vii) greater than
anticipated adverse conditions in the national or local economies including in Pinnacle Financial's markets throughout
Tennessee, North Carolina, South Carolina and Virginia,  particularly in commercial and residential real estate
markets; (viii) fluctuations or unanticipated changes in interest rates on loans or deposits or that affect the yield curve;
(ix) the results of regulatory examinations; (x) the ability to retain large, uninsured deposits; (xi) a merger or
acquisition; (xii) risks of expansion into new geographic or product markets; (xiii) any matter that would cause
Pinnacle Financial to conclude that there was impairment of any asset, including intangible assets; (xiv) reduced
ability to attract additional financial advisors (or failure of such advisors to cause their clients to switch to Pinnacle
Bank), to retain financial advisors (including as a result of the competitive environment for associates) or otherwise to
attract customers from other financial institutions; (xv) further deterioration in the valuation of other real estate owned
and increased expenses associated therewith; (xvi) inability to comply with regulatory capital requirements, including
those resulting from changes to capital calculation methodologies, required capital maintenance levels or regulatory
requests or directives, particularly if Pinnacle Financial's level of applicable commercial real estate loans were to
exceed percentage levels of total capital in guidelines recommended by its regulators; (xvii) approval of the
declaration of any dividend by Pinnacle Financial's board of directors; (xviii) the vulnerability of Pinnacle Bank's
network and online banking portals, and the systems of parties with whom Pinnacle Financial contracts, to
unauthorized access, computer viruses, phishing schemes, spam attacks, human error, natural disasters, power loss and
other security breaches; (xix) the possibility of increased compliance costs as a result of increased regulatory
oversight, including oversight by the Consumer Financial Protection Bureau, oversight of companies in which
Pinnacle Financial or Pinnacle Bank have significant investments, like BHG, and the development of additional
banking products for Pinnacle Bank's corporate and consumer clients;  (xx) the risks associated with Pinnacle
Financial and Pinnacle Bank being a minority investor in BHG, including the risk that the owners of a majority of the
equity interests in BHG decide to sell the company if not prohibited from doing so by Pinnacle Financial or Pinnacle
Bank; (xxi) changes in state and federal legislation, regulations or policies applicable to banks and other financial
service providers, like BHG, including regulatory or legislative developments; (xxii) the availability and access to
capital; (xxiii) adverse results (including costs, fines, reputational harm, inability to obtain necessary approvals and/or
other negative effects) from current or future litigation, regulatory examinations or other legal and/or regulatory
actions; and (xxiv) general competitive, economic, political and market conditions. A more detailed description of
these and other risks is contained in "Item 1A. Risk Factors" below. Many of such factors are beyond Pinnacle
Financial's ability to control or predict, and readers are cautioned not to put undue reliance on such forward-looking
statements. Pinnacle Financial disclaims any obligation to update or revise any forward-looking statements contained
in this release, whether as a result of new information, future events or otherwise.
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PART I

Unless this Form 10-K indicates otherwise or the context otherwise requires, the terms "we," "our," "us," "the firm,"
"Pinnacle Financial Partners," "Pinnacle" or "Pinnacle Financial" as used herein refer to Pinnacle Financial Partners,
Inc., and its subsidiaries, including Pinnacle Bank, which we sometimes refer to as "our bank subsidiary" or "our
bank" and its other subsidiaries.  References herein to the fiscal years 2014, 2015, 2016, 2017 and 2018 mean our
fiscal years ended December 31, 2014, 2015, 2016, 2017 and 2018, respectively.

ITEM 1.  BUSINESS

OVERVIEW

Pinnacle Financial Partners is a bank holding company headquartered in Tennessee, with approximately $25.0 billion
in total assets as of December 31, 2018. The holding company is the parent company of Pinnacle Bank, a Tennessee
state-chartered bank, and owns 100% of the capital stock of Pinnacle Bank. The firm started operations on October 27,
2000, in Nashville, Tennessee, and has since grown through a combination of acquisitions and organic growth to 114
offices, including 47 in Tennessee, 38 in North Carolina, 21 in South Carolina and eight in Virginia.

The firm operates as a community bank in 11 primarily urban markets and their surrounding communities. As an
urban community bank, Pinnacle provides the personalized service most often associated with smaller banks while
offering many of the sophisticated products and services, such as investments and treasury management, more
typically found at much larger banks. This approach has enabled Pinnacle Bank to attract clients from the regional and
national banks in all its markets. As a result, Pinnacle Bank has grown steadily in market share rankings in many of its
markets, according to the 2018 FDIC Summary of Deposits data.

The FDIC Summary of Deposits data as of June 30, 2018 is as follows:
Metropolitan Statistical Area (MSA) Deposit Rank PNFP Deposit Market Share
Nashville-Davidson-Murfreesboro-Franklin, TN 1 14.7%
Knoxville, TN 5 7.9%
Chattanooga, TN-GA 4 7.1%
Memphis, TN-MS-AR 6 3.2%
Greensboro-High Point, NC 3 11.4%
Charlotte-Concord-Gastonia, NC-SC 9 0.4%
Raleigh, NC 14 1.1%
Charleston-North Charleston, SC 8 4.1%
Greenville-Anderson-Mauldin, SC 14 1.3%
Roanoke, VA 5 7.3%
Winston-Salem, NC 3 2.8%

ACQUISITIONS

In July 2015, Pinnacle Financial completed the acquisition of CapitalMark Bank & Trust ("CapitalMark") for
approximately $19.7 million in cash (including payments related to fractional shares) and 3,306,184 shares of
Pinnacle Financial's common stock valued at approximately $175.5 million. All of CapitalMark's outstanding stock
options vested upon consummation of the CapitalMark acquisition and were converted into options to purchase shares
of Pinnacle Financial's common stock at the common stock exchange rate for the merger. The fair market value of
stock options assumed was approximately $30.4 million. The CapitalMark merger increased our presence in the
Knoxville MSA and expanded our operations into the Chattanooga MSA and surrounding counties.
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In September 2015, Pinnacle Financial completed the acquisition of Magna Bank ("Magna Bank") for an aggregate of
$19.5 million in cash (including payments related to fractional shares) and 1,371,717 shares of Pinnacle Financial's
common stock valued at approximately $63.5 million. Additionally, at the time of the merger there were 139,417
unexercised stock options that were exchanged for cash equal to $14.32 less the option's exercise price. This
consideration totaled approximately $847,000, including all applicable payroll taxes. The Magna merger expanded our
operations into the Memphis MSA.

In July 2016, Pinnacle Financial completed the acquisition of Avenue Financial Holdings, Inc. ("Avenue") for an
aggregate of $20.9 million in cash (including payments related to fractional shares) and 3,760,326 shares of Pinnacle
Financial's common stock valued at approximately $182.5 million. Additionally, at the time of merger there were
257,639 unexercised stock options that were exchanged for

4
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cash equal to $20.00 per share less the option's exercise price. This consideration totaled approximately $987,000,
including all applicable payroll taxes. The Avenue merger increased our presence in the Nashville MSA.

In June 2017, Pinnacle Financial completed the acquisition of BNC Bancorp ("BNC") for an aggregate of
27,687,100 shares of Pinnacle Financial's common stock valued at $1.9 billion and approximately $129,000 in cash
(related to fractional shares). Included in the shares of common stock issued were 136,890 shares of unvested
restricted stock that Pinnacle Financial assumed and which are continuing to vest over their original contractual terms.
The fair value of these awards was $9.2 million, with $5.4 million attributable to services provided by the recipients
prior to the merger, that accordingly was included as merger consideration. This acquisition expanded our operations
into the Carolinas and Virginia.

In February 2015, Pinnacle Bank acquired a 30% membership interest in Bankers Healthcare Group, LLC ("BHG"), a
company which primarily is engaged in the business of making term loans to healthcare practices, for $75 million in
cash. On March 1, 2016, Pinnacle Financial and Pinnacle Bank entered into an agreement to acquire 8.55% and
10.45%, respectively, of the outstanding membership interests in BHG for $114.0 million, payable in a mix of cash
and stock consideration. The cash consideration was $74.1 million and the stock consideration was 860,470 shares of
Pinnacle Financial's common stock, with a fair value of $39.9 million on the date of acquisition.

On March 1, 2016, Pinnacle Financial, Pinnacle Bank and the other members of BHG entered into an Amended and
Restated Limited Liability Company Agreement of BHG that provides for, among other things, the following terms:
(i) the inability of any member of BHG to transfer its ownership interest in BHG without the consent of the other
members of BHG until March 1, 2021, other than transfers to family members, trusts or affiliates of the transferring
member, in connection with the acquisition of Pinnacle Financial or Pinnacle Bank or as a result of a change in
applicable law that forces Pinnacle Financial and/or Pinnacle Bank to divest their ownership interests in BHG; (ii) the
inability of the board of managers of BHG (of which Pinnacle Financial and Pinnacle Bank have two of the five
members (the "Pinnacle Managers")) to approve a sale of BHG until March 1, 2020 without the consent of one of the
Pinnacle Managers; (iii) co-sale rights for Pinnacle Financial and Pinnacle Bank in the event the other members of
BHG decide to sell all or a portion of their ownership interests after March 1, 2021; and (iv) a right of first refusal for
BHG and the other members of BHG in the event that Pinnacle Financial and/or Pinnacle Bank were to sell all or a
portion of their ownership interests after March 1, 2021, except in connection with a transfer of their ownership
interests to an affiliate or in connection with the acquisition of Pinnacle Financial or Pinnacle Bank.

PRODUCTS AND SERVICES

Lending Services

We offer a full range of lending products, including commercial, real estate and consumer loans to individuals and
small-to medium-sized businesses and professional entities.  We compete for these loans with competitors who are
also well established in our geographic markets.

Pinnacle Bank's loan approval policies provide for various levels of officer lending authority. When the total amount
of loans to a single borrower exceeds an individual officer's lending authority, officers with higher lending authority
determine whether to approve any new loan requests or renewals of existing loans.  Loans to directors and executive
officers subject to Regulation O of the FDIC's rules and regulations require approval of the board, and, certain
extensions of credit, including loans above certain amounts require approval of a committee of the board.

Pinnacle Bank's lending activities are subject to a variety of lending limits imposed by federal and state law. Differing
limits apply based on the type of loan or the nature of the borrower, including the borrower's relationship to Pinnacle
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Bank. In general, however, at December 31, 2018, we were able to loan any one borrower a maximum amount equal
to approximately $364.9 million, for loans that meet certain additional collateral guidelines. These legal limits will
increase or decrease as Pinnacle Bank's capital increases or decreases as a result of its earnings or losses, the injection
of additional capital, payments of dividends, acquisitions, or for other reasons. Pinnacle Bank has internal loan limits
ranging from $15 million to $60 million, dependent upon the internal risk rating of a loan, all of which limits are well
below the legal lending limit of the bank. All relationships in excess of their limit were each approved by the
executive committee of the board of directors or the full board of directors. Pinnacle Bank currently has 39
relationships in excess of the $60 million internal loan limit.

The principal economic risk associated with each category of loans that Pinnacle Bank has made or may in the future
make is the creditworthiness of the borrower. General economic factors affecting a commercial or consumer
borrower's ability to repay include interest, inflation and unemployment rates, as well as other factors affecting a
borrower's assets, clients, suppliers and employees.  Many of Pinnacle Bank's commercial loans are made to small- to
medium-sized businesses that are sometimes less able to withstand competitive, economic and financial pressures than
larger borrowers.  During periods of economic weakness these businesses may be more adversely affected than other
enterprises and may cause increased levels of nonaccrual or other problem loans, loan charge-offs and higher
provision for loan losses.

5
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Pinnacle Bank's commercial clients borrow for a variety of purposes. The terms of these loans (which include
equipment loans and working capital loans) will vary by purpose and by type of any underlying collateral.
Commercial loans may be unsecured or secured by accounts receivable or by other business assets. Pinnacle Bank
also makes a variety of commercial real estate loans, including both loans secured by investment properties and
business loans secured by real estate.

Pinnacle Bank also makes a variety of loans to individuals for personal, family, investment and household purposes,
including secured and unsecured installment and term loans and lines of credit, residential first mortgage loans, home
equity loans and home equity lines of credit. We also offer credit cards for consumers and businesses directly as well
as through the marketing efforts of BHG.

Deposit Services

Pinnacle Bank seeks to establish a broad base of core deposits, including savings, checking, noninterest-bearing
checking, interest-bearing checking, money market and certificate of deposit accounts, including access to products
offered through various CDARS programs. Rates paid on such deposits vary among banking markets and deposit
categories due to different terms and conditions, individual deposit size, services rendered and rates paid by
competitors on similar deposit products. We act as a depository for a number of state and local governments and
government agencies or instrumentalities. Such public fund deposits are often subject to competitive bid and in many
cases must be secured by pledging a portion of our investment securities or a letter of credit.

To attract deposits, Pinnacle Bank has typically employed a marketing plan in its current geographic markets
primarily based on relationship banking and features a broad product line and competitive rates and services. The
primary sources of deposits are individuals and businesses located in those geographic markets. Pinnacle Bank
traditionally has obtained these deposits primarily through personal solicitation by its officers and directors, although
its use of media advertising has increased in recent years, primarily due to its advertising and banking sponsorships
with the Tennessee Titans NFL football team and the Memphis Grizzlies NBA basketball team.

Pinnacle Bank also offers its targeted commercial clients a comprehensive array of treasury management services as
well as remote deposit services, which allow electronic deposits to be made from the client's place of business. Our
treasury management services include, among other products, online wire origination, enhanced ACH origination
services, positive pay, zero balance and sweep accounts, automated bill pay services, electronic receivables
processing, lockbox processing, merchant card acceptance services, small business and commercial credit cards, and
corporate purchasing cards.

Investment, Trust and Insurance Services

Pinnacle Bank contracts with Raymond James Financial Services, Inc. ("RJFS"), a registered broker-dealer and
investment adviser, to offer and sell various securities and other financial products to the public from Pinnacle Bank's
locations through Pinnacle Bank employees that are also RJFS employees. RJFS is a subsidiary of Raymond James
Financial, Inc.

Pinnacle Bank offers, through RJFS, non-FDIC insured investment products in order to assist Pinnacle Bank's clients
in achieving their financial objectives consistent with their risk tolerances.  We believe that the brokerage and
investment advisory program offered by RJFS complements Pinnacle Bank's general banking business and further
supports its business philosophy and strategy of delivering to our clients a comprehensive array of products and
services that meet their financial needs.  Pursuant to its contract with us, RJFS is primarily responsible for the
compliance monitoring of dual employees of RJFS and Pinnacle Bank.  Additionally, Pinnacle Bank has developed its
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own compliance-monitoring program in an effort to further ensure that Pinnacle Bank personnel deliver these products
in a manner consistent with the various regulations governing such activities. Pinnacle Bank receives a percentage of
commission credits and fees generated by the program. Pinnacle Bank remains responsible for various expenses
associated with the program, including promotional expenses, furnishings and equipment expenses and general
personnel costs including commissions paid to licensed brokers.

Pinnacle Bank also maintains a trust department which provides fiduciary and investment management services for
individual and commercial clients.  Account types include personal trust, endowments, foundations, individual
retirement accounts, pensions and custody. 

Additionally, Pinnacle Wealth Advisors and Pinnacle Advisory Services, Inc., registered investment advisors, provide
investment advisory services to its clients and Miller Loughry Beach Insurance Services, Inc. and HPB Insurance
Group, Inc., each insurance agency subsidiaries of Pinnacle Bank, provide insurance products, particularly in the
property and casualty area, to their respective clients.

M&A Advisory and Securities Offering Services

During 2015, we formed PNFP Capital Markets, a registered broker dealer that partners with our financial advisors to
offer corporate clients merger and acquisition advisory services, private debt, equity and mezzanine placement
services, interest rate derivatives and other selected middle-market advisory services.

6
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Other Banking Services

Given client demand for being able to access banking and investment services easily, Pinnacle Bank also offers a
broad array of convenience-centered products and services, including 24-hour telephone and online banking, mobile
banking, debit and credit cards, direct deposit, remote deposit capture and mobile deposit options. We also offer cash
management services for small- to medium-sized businesses. Additionally, Pinnacle Bank is associated with a
nationwide network of automated teller machines of other financial institutions that our clients are able to use
throughout Tennessee and other regions. In many cases, Pinnacle Bank reimburses its clients for any fees that may be
charged to the client for using the nationwide ATM network, providing greater convenience as compared to regional
competitors.
Competitive Conditions
We face substantial competition in all areas of our operations from a variety of different competitors, many of which
are larger and have more financial resources than we do. Such competitors primarily include national, regional, and
internet banks within the various markets in which we operate though we also compete with smaller community banks
that seek to offer service levels similar to ours. We also face competition from many others types of institutions,
including, without limitation, savings and loans associations, credit unions, finance companies, brokerage firms,
insurance companies, and other financial intermediaries.

The financial services industry is becoming even more competitive as a result of legislative, regulatory and
technological changes and continued consolidation. Banks, securities firms, and insurance companies can operate as
affiliates under the umbrella of a financial holding company, which can offer virtually any type of financial service,
including banking, securities underwriting, insurance (both agency and underwriting), and merchant banking. Also,
technology has lowered barriers to entry and made it possible for nonbanks to offer products and services traditionally
provided by banks, such as automatic transfer and automatic payment systems. Many of our non-bank competitors
have fewer regulatory constraints and may have lower cost structures. Additionally, due to their size, many
competitors may be able to achieve economies of scale and, as a result, may offer a broader range of products and
services as well as better pricing for those products and services than we can. Finally, our competitors may choose to
offer lower interest rates and pay higher deposit rates than we do.

We believe that the most important criteria to our bank's targeted clients when selecting a bank is their desire to
receive exceptional and personal customer service while being able to enjoy convenient access to a broad array of
financial products. Additionally, when presented with a choice, we believe that many of our bank's targeted clients
would prefer to deal with an institution that favors local decision making as opposed to where many important
decisions regarding a client's financial affairs are made outside of the local community.

Employees

As of December 31, 2018, we employed 2,297.0 full-time equivalent associates. We believe these associates are
Pinnacle's most important asset and we strive to create a culture where associates are engaged and excited to come to
work.  All associates joining Pinnacle, including those joining as a result of an acquisition, participate in a three-day
orientation that focuses on our culture. Our employee focused culture is supported by the fact that consulting firm
Great Place to Work and FORTUNE magazine recognized us as one of the 100 Best Companies to Work For in 2017
and 2018. Prior to this eligibility, these organizations named us among best workplaces in the United States on their
Best Small & Medium Workplaces list in 2012, 2013 and 2014. American Banker also recognized Pinnacle Bank as
one of the top six "Best Banks to Work For" in the country in 2013, 2014, 2015, 2016, 2017 and 2018. Additionally,
we were inducted into the Nashville Business Journal's "Best Places to Work" Hall of Fame in 2013 after winning the
award for 10 consecutive years. We were also awarded the “Best Place to Work” among mid-sized companies by the
Memphis Business Journal in 2015, 2017 and 2018. And we were named a Top Workplace among mid-sized
companies by the Knoxville News Sentinel in 2017 and 2018. All of these awards place heavy emphasis on
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anonymous surveys of associates in the judging criteria. These awards illustrate that our culture is strong, and our
financial returns illustrate that our focus on culture is a winning business strategy.

None of our employees are represented by a union, collective bargaining agreement or similar arrangement, and we
have not experienced any labor disputes or strikes arising from any organized labor groups. We believe our employee
relations are good.

OTHER INFORMATION

Investment Securities

In addition to loans, Pinnacle Bank has investments primarily in United States agency securities, mortgage-backed
securities, and state and municipal securities. No investment in any of those instruments exceeds any applicable
limitation imposed by law or regulation. The risk committee of the board of directors reviews the investment portfolio
on an ongoing basis in order to ensure that the investments conform to Pinnacle Bank's asset liability management
policy as set by the board of directors.

7
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Asset and Liability Management

Our Asset Liability Management Committee ("ALCO"), composed of senior managers of Pinnacle Bank, manages
Pinnacle Bank's assets and liabilities and strives to provide a stable, optimized net interest income and margin,
adequate liquidity and ultimately a suitable after-tax return on assets and return on equity. ALCO conducts these
management functions within the framework of written policies that Pinnacle Bank's board of directors has adopted. 
ALCO works to maintain an acceptable position between rate sensitive assets and rate sensitive liabilities. The Risk
Committee of the board of directors oversees the ALCO function on an ongoing basis.

Available Information

We file reports with the Securities and Exchange Commission ("SEC"), including annual reports on Form 10-K,
quarterly reports on Form 10-Q and current reports on Form 8-K. The SEC maintains an Internet site at www.sec.gov
that contains the reports, proxy and information statements, and other information we have filed or furnished with the
SEC.

Our website address is www.pnfp.com.  Please note that our website address is provided as an inactive textual
reference only.  We make available free of charge through our website, the annual report on Form 10-K, quarterly
reports on Form 10-Q, current reports on Form 8-K, and all amendments to those reports as soon as reasonably
practicable after such material is electronically filed with or furnished to the SEC.  The information provided on our
website is not part of this report, and is therefore not incorporated by reference unless such information is otherwise
specifically referenced elsewhere in this report.

We have also posted our Corporate Governance Guidelines, Corporate Code of Conduct for directors, officers and
employees, and the charters of our Audit Committee, Human Resources and Compensation Committee, Executive
Committee, Risk Committee and Nominating and Corporate Governance Committee of our board of directors on the
Corporate Governance section of our website at www.pnfp.com. We will make any legally required disclosures
regarding amendments to, or waivers of, provisions of our Corporate Code of Conduct, Corporate Governance
Guidelines or current committee charters on our website. Our corporate governance materials are available free of
charge upon request to our Corporate Secretary, Pinnacle Financial Partners, Inc., 150 Third Avenue South, Suite 900,
Nashville, Tennessee 37201.

SUPERVISION AND REGULATION

Both Pinnacle Financial and Pinnacle Bank are subject to extensive state and federal banking laws and regulations that
impose restrictions on and provide for general regulatory oversight of Pinnacle Financial's and Pinnacle Bank's
operations.  These laws and regulations are generally intended to protect depositors and borrowers, not shareholders.

Pinnacle Financial

Pinnacle Financial is a bank holding company under the federal Bank Holding Company Act of 1956 that has elected
to become a "financial holding company" thereunder. As a result, it is subject to the supervision, examination, and
reporting requirements of the Bank Holding Company Act and the regulations of the Board of Governors of the
Federal Reserve System ("Federal Reserve").

Acquisition of Banks. The Bank Holding Company Act requires every bank holding company to obtain the Federal
Reserve's prior approval before:

•
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Acquiring direct or indirect ownership or control of any voting shares of any bank if, after the acquisition, the bank
holding company will directly or indirectly own or control more than 5% of the bank's voting shares;
•Acquiring all or substantially all of the assets of any bank; or
•Subject to certain exemptions, merging or consolidating with any other bank holding company.

Additionally, the Bank Holding Company Act provides that the Federal Reserve may not approve any of these
transactions if it would substantially lessen competition or otherwise function as a restraint of trade, or result in or
tend to create a monopoly, unless the anticompetitive effects of the proposed transaction are clearly outweighed by the
public interest in meeting the convenience and needs of the communities to be served. The Federal Reserve is also
required to consider the financial and managerial resources and future prospects of the bank holding companies and
banks concerned; the effectiveness of the applicant in combating money laundering; the convenience and needs of the
communities to be served; and the extent to which the proposal would result in greater or more concentrated risk to
the United States banking or financial system.

8
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Under the Bank Holding Company Act, as amended by the Dodd-Frank Wall Street Reform and Consumer Protection
Act ("Dodd-Frank Act"), if well capitalized and well managed, a bank holding company located in Tennessee may
purchase a bank located outside of Tennessee. Conversely, a well capitalized and well managed bank holding
company located outside of Tennessee may purchase a bank located inside Tennessee. In each case, however, state
law restrictions may be placed on the acquisition of a bank that has only been in existence for a limited amount of
time or will result in specified concentrations of deposits. For example, Tennessee law currently prohibits a bank
holding company from acquiring control of a Tennessee-based financial institution until the target financial institution
has been in operation for three years.

Change in Bank Control. Subject to various exceptions, the Bank Holding Company Act and the Federal Change in
Bank Control Act, together with related regulations, require Federal Reserve approval prior to any person or company
acquiring "control" of a bank holding company. Control is conclusively presumed to exist if an individual or company
acquires 25% or more of any class of voting securities of the bank holding company. Control is rebutably presumed to
exist if a person or company acquires 10% or more, but less than 25%, of any class of voting securities and either:

•The bank holding company has registered securities under Section 12 of the Exchange Act; or
•No other person owns a greater percentage of that class of voting securities immediately after the transaction.

Pinnacle Financial's common stock is registered under Section 12 of the Exchange Act. The regulations provide a
procedure for challenge of the rebuttable control presumption.

Permitted Activities. Bank holding companies generally are prohibited, except in certain statutorily prescribed
instances including exceptions for financial holding companies, from acquiring direct or indirect ownership or control
of 5% or more of any class of the outstanding voting shares of any company that is not a bank or bank holding
company and from engaging directly or indirectly in activities other than those of banking, managing or controlling
banks, or furnishing services to its subsidiaries. However, subject to prior notice or Federal Reserve approval, bank
holding companies may engage in, or acquire shares of companies engaged in, activities determined by the Federal
Reserve to be so closely related to banking or managing or controlling banks as to be a proper incident thereto. The
Gramm-Leach-Bliley Act of 1999 amended the Bank Holding Company Act and expanded the activities in which
bank holding companies and affiliates of banks are permitted to engage. The Gramm-Leach-Bliley Act eliminated
many federal and state law barriers to affiliations among banks and securities firms, insurance companies, and other
financial service providers, and provided that holding companies which elected to become financial holding
companies, as Pinnacle Financial has done, could engage in activities that are:

•Financial in nature;

•Incidental to a financial activity (as determined by the Federal Reserve in consultation with the Secretary of the U.S.
Treasury); or

•Complementary to a financial activity and do not pose a substantial risk to the safety or soundness of depository
institutions or the financial system generally (as determined by the Federal Reserve).

The Gramm-Leach-Bliley Act identifies the following activities as financial in nature:

•Lending, trust and other banking activities;

•Insuring, guaranteeing, or indemnifying against loss or harm, or providing and issuing annuities, and acting as
principal, agent, or broker for these purposes, in any state;
•Providing financial, investment, or advisory services;
•Issuing or selling instruments representing interests in pools of assets permissible for a bank to hold directly;
•Underwriting, dealing in or making a market in securities;
•
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Activities that the Federal Reserve has determined to be so closely related to banking or managing or controlling
banks as to be a proper incident to banking or managing or controlling banks;

•Activities permitted outside of the United States that the Federal Reserve has determined to be usual in connection
with banking or other financial operations abroad;
•Merchant banking, including through securities or insurance affiliates; and
•Insurance company portfolio investments.

The Gramm-Leach-Bliley Act also authorizes the Federal Reserve, in consultation with the Secretary of the U.S.
Treasury, to determine activities in addition to those listed above that are financial in nature or incidental or
complementary to such financial activity. In determining whether a particular activity is financial in nature or
incidental or complementary to a financial activity, the Federal Reserve must consider (1) the purpose of the Bank
Holding Company Act and the Gramm-Leach-Bliley Act, (2) changes or reasonably expected changes in the
marketplace in which financial holding companies compete and in the technology for delivering financial services,
and (3) whether the activity is necessary or appropriate to allow financial holding companies to effectively compete
with other financial service providers and to efficiently deliver information and services.  Pinnacle Financial became a
financial holding company effective as of February 17, 2016.

9
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To maintain financial holding company status, a financial holding company and all of its depository institution
subsidiaries must be "well capitalized" and "well managed" and, except in limited circumstances, in satisfactory
compliance with the Community Reinvestment Act. A depository institution subsidiary is considered to be "well
capitalized" if it satisfies the requirements for this status discussed in the section captioned "Capital Adequacy" below.
A depository institution subsidiary is considered "well managed" if it received a composite rating and management
rating of at least "satisfactory" in its most recent examination. A financial holding company's status will also depend
upon it maintaining its status as "well capitalized" and "well managed" under applicable Federal Reserve regulations.
If a financial holding company ceases to meet these capital and management requirements, the Federal Reserve's
regulations provide that the financial holding company must enter into an agreement with the Federal Reserve to
comply with all applicable capital and management requirements. Until the financial holding company returns to
compliance, the Federal Reserve may impose limitations or conditions on the conduct of its activities, and the
company may not commence any of the broader financial activities permissible for financial holding companies or
acquire a company engaged in such financial activities without prior approval of the Federal Reserve. If the company
does not return to compliance within 180 days, the Federal Reserve may require divestiture of the holding company's
depository institutions or alternatively the holding company may be required to cease to engage in the activities that it
is engaged in that a bank holding company is not permitted to engage in without being a financial holding company.

In order for a financial holding company to commence any new activity permitted by the Bank Holding Company Act
or to acquire a company engaged in any new activity permitted by the Bank Holding Company Act, each insured
depository institution subsidiary of the financial holding company must have received a rating of at least "satisfactory"
in its most recent examination under the Community Reinvestment Act.

Despite prior approval, the Federal Reserve may order a financial holding company or its subsidiaries to terminate any
of these activities or to terminate its ownership or control of any subsidiary when it has reasonable cause to believe
that the financial holding company's continued ownership, activity or control constitutes a serious risk to the financial
safety, soundness, or stability of any of its bank subsidiaries or if there is a failure to maintain certain capital or
management standards.

Support of Subsidiary Institutions. Pinnacle Financial is required to act as a source of financial and managerial
strength for its bank subsidiary, Pinnacle Bank, and to commit resources to support Pinnacle Bank. This support can
be required at times when it would not be in the best interest of Pinnacle Financial's shareholders or creditors to
provide it. In the event of Pinnacle Financial's bankruptcy, any commitment by it to a federal bank regulatory agency
to maintain the capital of Pinnacle Bank would be assumed by the bankruptcy trustee and entitled to a priority of
payment.

Pinnacle Bank

Pinnacle Financial owns one bank - Pinnacle Bank.  Pinnacle Bank is a state bank chartered under the laws of the
State of Tennessee that is not a member of the Federal Reserve. As a result, it is subject to the supervision,
examination and reporting requirements and the regulations of the Federal Deposit Insurance Corporation ("FDIC")
and Tennessee Department of Financial Institutions ("TDFI"). The TDFI has the authority to approve or disapprove
mergers, the issuance of preferred stock and capital notes, the establishment of branches and similar corporate actions.
The TDFI regularly examines state banks like Pinnacle Bank and in connection with its examinations may identify
matters necessary to improve a bank's operation in accordance with principles of safety and soundness. The FDIC also
has examination powers with respect to state, non-member banks like Pinnacle Bank. Any matters identified in such
examinations are required to be appropriately addressed by the bank. Pinnacle Bank is also subject to numerous state
and federal statutes and regulations that will affect its business, activities and operations.
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Branching. While the TDFI has authority to approve branch applications, state banks are required by the State of
Tennessee to adhere to branching laws applicable to state chartered banks in the states in which they are located. With
prior regulatory approval, Tennessee law permits banks based in the state to either establish new or acquire existing
branch offices throughout Tennessee. As a result of the Dodd-Frank Act, Pinnacle Bank and any other national or
state-chartered bank generally may branch across state lines to the same extent as banks chartered in the state where
the branch is located.

FDIC Insurance. Deposits in Pinnacle Bank are insured by the FDIC up to $250,000 subject to applicable limitations.
To offset the cost of this insurance, the FDIC has adopted a risk-based assessment system for insured depository
institutions that takes into account the risks attributable to different categories and concentrations of an insured
depository institution’s assets and liabilities. An institution’s assessment rate depends on the category to which it is
assigned and certain adjustments specified by the FDIC, with less risky institutions paying lower assessments. Under
the Dodd-Frank Act, the FDIC has adopted regulations that base deposit insurance assessments on total assets less
capital rather than deposit liabilities and include off-balance sheet liabilities of institutions and their affiliates in
risk-based assessments. After an institution's average assets exceed $10 billion over four quarters as ours have, the
assessment rate increases compared to institutions at lower average asset levels. In addition, the FDIC retains the
authority to further increase Pinnacle Bank’s assessment rates and the FDIC has established a higher reserve ratio of
2% as a long-term goal which goes beyond what is required by statute.

10
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Continued increases in our FDIC insurance premiums could have an adverse effect on Pinnacle Bank’s and Pinnacle
Financial’s results of operations.

The FDIC may terminate its insurance of an institution's deposits if it finds that the institution has engaged in unsafe
and unsound practices, is in an unsafe or unsound condition to continue operations, or has violated any applicable law,
regulation, rule, order or condition imposed by the FDIC.

General Enforcement Authority of Regulators

Bank holding companies (including those that have elected to be financial holding companies) and insured banks also
may be subject to potential enforcement actions of varying levels of severity by the federal regulators for unsafe or
unsound practices in conducting their business, or for violation of any law, rule, regulation, condition imposed in
writing by any applicable agency or term of a written agreement with that agency. In more serious cases, enforcement
actions may include the issuance of directives to increase capital; the issuance of formal and informal agreements; the
imposition of civil monetary penalties; the issuance of a cease and desist order that can be judicially enforced; the
issuance of removal and prohibition orders against officers, directors, and other institution-affiliated parties; the
termination of the bank’s deposit insurance; the appointment of a conservator or receiver for the bank; and the
enforcement of such actions through injunctions or restraining orders based upon a judicial determination that the
agency would be harmed if such equitable relief was not granted.

Capital Adequacy

The Federal Reserve has established a risk-based and a leverage measure of capital adequacy for bank holding
companies. Pinnacle Bank is also subject to risk-based and leverage capital requirements adopted by the FDIC, which
are substantially similar to those adopted by the Federal Reserve for bank holding companies. The risk-based capital
standards are designed to make regulatory capital requirements more sensitive to differences in risk profiles among
banks and bank holding companies, to account for off-balance-sheet exposure, and to minimize disincentives for
holding liquid assets. Assets and off-balance-sheet items, such as letters of credit and unfunded loan commitments, are
assigned to broad risk categories, each with appropriate risk weights. The resulting capital ratios represent capital as a
percentage of total risk-weighted assets and off-balance-sheet items. Tennessee state banks are required to have the
capital structure that the TDFI deems adequate, and the Commissioner of the TDFI as well as federal regulators may
require a state bank (or its holding company in the case of federal regulators) to increase its capital structure to the
point deemed adequate by the Commissioner or such other federal regulator before granting approval of a branch
application, merger application or charter amendment.

The Dodd-Frank Act contains a number of provisions dealing with capital adequacy of insured depository institutions
and their holding companies, and for the most part these provisions have resulted in insured depository institutions
and their holding companies being subject to more stringent capital requirements than before passage of the act. Under
the Dodd-Frank Act, federal regulators have established minimum Tier 1 leverage and risk-based capital requirements
for, among other entities, banks and bank holding companies on a consolidated basis. These minimum requirements
require that a bank holding company maintain a ratio of Tier 1 capital to average assets, less goodwill, other intangible
assets and other required deductions ("Tier 1 leverage ratio") of not less than 4% and a total capital ratio of not less
than 8%.

In July 2013, the Federal Reserve and the FDIC approved final rules that substantially amended the regulatory capital
rules applicable to Pinnacle Bank and Pinnacle Financial, effective January 1, 2015. The final rules implement the
regulatory capital reforms of the Basel Committee on Banking Supervision reflected in "Basel III: A Global
Regulatory Framework for More Resilient Banks and Banking Systems" (Basel III) and changes required by the
Dodd-Frank Act.
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Under these rules, the leverage and risk-based capital ratios of bank holding companies may not be lower than the
leverage and risk-based capital ratios for insured depository institutions. The final capital rules implementing Basel III
include minimum risk-based capital and leverage ratios for banks and their holding companies. Moreover, these rules
refined the definition of what constitutes "capital" for purposes of calculating those ratios, including the definitions of
Tier 1 capital and Tier 2 capital. Total capital consists of two components, Tier 1 capital and Tier 2 capital. Tier 1
capital generally consists of common stock (plus related surplus) and retained earnings, minority interests in the equity
accounts of consolidated subsidiaries and noncumulative perpetual preferred stock and related surplus, less goodwill
and other specified intangible assets and other regulatory deductions. A portion of Pinnacle Financial's and Pinnacle
Bank's recorded investment in BHG, which as a minority interest in an unconsolidated entity, is subject to specified
deductions. Tier 2 capital generally consists of perpetual preferred stock and related surplus not meeting the Tier 1
capital definition, qualifying subordinated debt, qualifying mandatorily convertible debt securities, and a limited
amount of loan loss reserves. The Dodd-Frank Act also excludes trust preferred securities issued after May 19, 2010
from being included in Tier 1 capital unless the issuing company is a bank holding company with less than $500
million in total assets. Trust preferred securities issued prior to that date will continue to count as Tier 1 capital for
bank holding companies with less than $15.0 billion in total assets on that date unless the company's assets thereafter
exceed $15.0 billion as a result of a merger or acquisition. The trust preferred securities issued by Pinnacle Financial
or entities it has acquired previously qualified as Tier 1 capital, but no longer qualify as Tier 1 capital under the
Dodd-Frank Act and Basel III as a result of our total assets exceeding
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$15.0 billion as a result of the BNC merger. For a bank holding company to be considered "well-capitalized," it must
maintain a Tier 1 capital ratio of at least 8%, a total capital ratio of at least 10%, and not be subject to a written
agreement, order or directive to maintain a specific capital level.

The minimum capital level requirements applicable to bank holding companies and banks subject to the federal
regulators' capital rules are: (i) a Tier 1 common equity (“CET1”) capital ratio of 4.5%; (ii) a Tier 1 risk-based capital
ratio of 6%; (iii) a total risk-based capital ratio of 8%; and (iv) a Tier 1 leverage ratio of 4% for all institutions. The
rules also established a "capital conservation buffer" of 2.5% (to consist of CET1 capital and that was phased in over
three years) above the regulatory minimum capital ratios, that has resulted in the following minimum ratios: (i) a
CET1 capital ratio of 7%, (ii) a Tier 1 capital ratio of 8.5%, and (iii) a total capital ratio of 10.5%. The phase-in of the
capital conservation buffer requirement was fully implemented in January 2019. An institution will be subject to
limitations on paying dividends, engaging in share repurchases and paying discretionary bonuses if capital levels fall
below minimum levels plus the buffer amounts. These limitations establish a maximum percentage of eligible retained
income that could be utilized for such actions.

Under the Basel III capital rules, CET1 consists of common stock and paid in capital and retained earnings. CET1 is
reduced by goodwill, certain intangible assets, net of associated deferred tax liabilities, deferred tax assets that arise
from tax credit and net operating loss carryforwards, net of any valuation allowance, and certain other items specified
in the Basel III capital rules. The Basel III capital rules also provide for a number of deductions from and adjustments
to CET1. These include, for example, the requirement that mortgage servicing rights, deferred tax assets arising from
temporary differences that could not be realized through net operating loss carrybacks and significant investments in
non-consolidated financial entities be deducted from CET1 to the extent that any one such category exceeds 10% of
CET1 or all such categories in the aggregate exceed 15% of CET1.

The final rules allow banks and their holding companies with less than $250 billion in assets a one-time opportunity to
opt-out of a requirement to include unrealized gains and losses in accumulated other comprehensive income in their
capital calculation. Pinnacle Financial and Pinnacle Bank each opted out of this requirement.

Pinnacle Financial must qualify as "well capitalized," among other requirements, in order for it to engage in certain
acquisitions or be eligible for expedited treatment of certain regulatory applications, including those related to mergers
and acquisitions. For Pinnacle Financial to qualify as "well capitalized," for these purposes it must have a Tier 1
risk-based capital ratio of at least 6% and a total risk-based capital ratio of at least 10% and not be subject to a written
agreement, order or directive to maintain a specific capital level.

Failure to meet statutorily mandated capital requirements or more restrictive ratios separately established for a
financial institution or its holding company by its regulators could subject a bank or bank holding company to a
variety of enforcement remedies, including issuance of a capital directive, the termination of deposit insurance by the
FDIC, a prohibition on accepting or renewing brokered deposits, limitations on the rates of interest that the institution
may pay on its deposits and other restrictions on its business.

Additionally, the Federal Deposit Insurance Corporation Improvement Act of 1991 ("FDICIA") establishes a system
of prompt corrective action to resolve the problems of undercapitalized financial institutions. Under this system, the
federal banking regulators have established five capital categories (well-capitalized, adequately capitalized,
undercapitalized, significantly undercapitalized and critically undercapitalized) into one of which all institutions are
placed. Federal banking regulators are required to take various mandatory supervisory actions and are authorized to
take other discretionary actions with respect to institutions in the three undercapitalized categories. The severity of the
action depends upon the capital category in which the institution is placed. Generally, subject to a narrow exception,
the banking regulator must appoint a receiver or conservator within a specified period for an institution that is
critically undercapitalized. The federal banking agencies have specified by regulation the relevant capital level for
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Under FDIC regulations, a state regulated bank which is not a member of the Federal Reserve (a state non-member
bank) like Pinnacle Bank is "well capitalized" if it has a Tier 1 leverage ratio of 5% or better, a CET1 capital ratio of
6.5% or better, a Tier 1 risk-based capital ratio of 8% or better, a total risk-based capital ratio of 10% or better, and is
not subject to a regulatory agreement, order or directive to maintain a specific level for any capital measure. A state
non-member bank is considered "adequately capitalized" if it has a Tier 1 leverage ratio of at least 4%, a CET1 capital
ratio of 4.5% or better, a Tier 1 risk-based capital ratio of at least 6.0%, a total risk-based capital ratio of at least 8.0%
and does not meet the definition of a well-capitalized bank. Lower levels of capital result in a bank being considered
undercapitalized, significantly undercapitalized and critically undercapitalized.

State non-member banks are required to be "well capitalized" in order to take advantage of expedited procedures on
certain applications, such as those related to the opening of branches and mergers, and to accept and renew brokered
deposits without further regulatory approval.

An institution that is categorized as undercapitalized, significantly undercapitalized, or critically undercapitalized is
required to submit an acceptable capital restoration plan to its appropriate federal banking agency. In addition, a bank
holding company must guarantee that a subsidiary depository institution meets its capital restoration plan, subject to
various limitations. The controlling holding company's obligation to fund a capital restoration plan is limited to the
lesser of 5% of an undercapitalized subsidiary's assets or the amount required
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to meet regulatory capital requirements. An undercapitalized institution is also generally prohibited from increasing its
average total assets, making acquisitions, establishing any branches or engaging in any new line of business, except
under an accepted capital restoration plan or with FDIC approval. The FDIC is required to resolve a bank when its
ratio of tangible equity to tangible assets reaches 2%. The regulations also establish procedures for downgrading an
institution into a lower capital category based on supervisory factors other than capital.  As of December 31, 2018,
Pinnacle Bank maintained capital levels that would qualify it as "well-capitalized".

The Basel III capital rules prescribe a standardized approach for risk weightings that expand the risk-weighting
categories from the four Basel I-derived categories (0%, 20%, 50% and 100%) to a much larger and more
risk-sensitive number of categories, depending on the nature of the assets, generally ranging from 0% for U.S.
government and agency securities, to 600% for certain equity exposures, and resulting in higher risk weights for a
variety of asset categories. Specific changes to the rules impacting Pinnacle Financial’s and Pinnacle Bank’s
determination of risk-weighted assets include, among other things:

•applying a 150% risk weight instead of a 100% risk weight for certain high volatility commercial real estate
acquisition, development and construction loans;

•assigning a 150% risk weight to the unsecured portion of non-residential mortgage loans that are 90 days past due or
otherwise on nonaccrual status;

•providing for a 20% credit conversion factor for the unused portion of a commitment with an original maturity of one
year or less that is not unconditionally cancellable (previously set at 0%);

•providing for a risk weight, generally not less than 20% with certain exceptions, for securities lending transactions
based on the risk weight category of the underlying collateral securing the transaction;
•providing for a 600% risk weight on equity exposures; and
•eliminating the 50% cap on the risk weight for OTC derivatives.

In December 2017, the Basel Committee on Banking Supervision published the last version of the Basel III accord,
generally referred to as “Basel IV.” The Basel Committee stated that a key objective of the revisions incorporated into
the framework is to reduce excessive variability of risk-weighted assets (“RWA”), which will be accomplished by
enhancing the robustness and risk sensitivity of the standardized approaches for credit risk and operational risk, which
will facilitate the comparability of banks’ capital ratios; constraining the use of internally modeled approaches; and
complementing the risk-weighted capital ratio with a finalized leverage ratio and a revised and robust capital floor.
Leadership of the federal banking agencies who are tasked with implementing Basel IV has indicated that it is
considering how to appropriately apply these revisions in the United States. Although it is uncertain at this time, we
anticipate some, if not all, of the Basel IV accord may be incorporated into the capital requirements framework
applicable to Pinnacle Financial and Pinnacle Bank.

At December 31, 2018, Pinnacle Bank's CET1 capital ratio was 10.5%, Tier 1 risk-based capital ratio was 10.5%, total
risk-based capital ratio was 11.5% and Tier 1 leverage ratio was 9.8%, compared to 10.3%, 10.3%, 11.3% and 9.7% at
December 31, 2017, respectively. At December 31, 2018, Pinnacle Financial's CET1 capital ratio was 9.6%, Tier 1
risk-based capital ratio was 9.6%, total risk-based capital ratio was 12.2% and Tier 1 leverage ratio was 8.9%,
compared to 9.1%, 9.1%, 12.0% and 8.6% at December 31, 2017, respectively. All of these ratios exceeded regulatory
minimums and those required by Basel III and FDICIA (including after application of any capital conservation buffer)
to be considered well capitalized. More information concerning Pinnacle Financial's and Pinnacle Bank's regulatory
ratios at December 31, 2018 is included in Note 20 to the "Notes to Consolidated Financial Statements" included
elsewhere in this Annual Report on Form 10-K.

Capital Planning
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Banking organizations must have appropriate capital planning processes, with proper oversight from the board of
directors. Accordingly, pursuant to a separate, general supervisory letter from the Federal Reserve, bank holding
companies are expected to conduct and document comprehensive capital adequacy analyses prior to the declaration of
any dividends (on common stock, preferred stock, trust preferred securities or other Tier 1 capital instruments), capital
redemptions or capital repurchases. Moreover, the federal banking agencies have adopted a joint agency policy
statement, noting that the adequacy and effectiveness of a bank’s interest rate risk management process and the level of
its interest rate exposures are critical factors in the evaluation of the bank’s capital adequacy. A bank with material
weaknesses in its interest rate risk management process or high levels of interest rate exposure relative to its capital
will be directed by the relevant federal banking agencies to take corrective actions.

In November 2018, Pinnacle Financial announced that its board of directors had authorized a $100 million common
stock repurchase program. Repurchases of shares of Pinnacle Financial's common stock will be made in accordance
with applicable laws and may be made at management’s discretion from time to time in the open market, through
privately negotiated transactions or otherwise. The board authorized the repurchase program to remain in effect
through Dec. 31, 2019, unless the entire repurchase amount has been acquired before that date. As of December 31,
2018, Pinnacle Financial repurchased 405,200 shares for $20.7 million, representing a weighted average repurchase
price of $51.05 per share.
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Payment of Dividends

Pinnacle Financial is a legal entity separate and distinct from Pinnacle Bank. The principal source of Pinnacle
Financial's cash flow, including cash flow to pay interest to its holders of subordinated debentures and subordinated
notes, and any dividends payable to common shareholders, are dividends that Pinnacle Bank pays to Pinnacle
Financial as its sole shareholder. Under Tennessee law, Pinnacle Financial is not permitted to pay dividends if, after
giving effect to such payment, it would not be able to pay its debts as they become due in the usual course of business
or its total assets would be less than the sum of its total liabilities plus any amounts needed to satisfy any preferential
rights if it were dissolving. In addition, in deciding whether or not to declare a dividend of any particular size,
Pinnacle Financial's board of directors must consider its and Pinnacle Bank's current and prospective capital, liquidity,
and other needs.

In addition to state law limitations on Pinnacle Financial's ability to pay dividends, the Federal Reserve imposes
limitations on Pinnacle Financial's ability to pay dividends. As noted above, effective January 1, 2016, Federal
Reserve regulations limit dividends, stock repurchases and discretionary bonuses to executive officers if Pinnacle
Financial's regulatory capital is below the level of regulatory minimums plus the applicable capital conservation
buffer.

Statutory and regulatory limitations also apply to Pinnacle Bank's payment of dividends to Pinnacle Financial. 
Pinnacle Bank is required by Tennessee law to obtain the prior approval of the Commissioner of the TDFI for
payments of dividends if the total of all dividends declared by its board of directors in any calendar year will exceed
(1) the total of Pinnacle Bank's net income for that year, plus (2) Pinnacle Bank's retained net income for the
preceding two years.  As of December 31, 2018, Pinnacle Bank could pay dividends to Pinnacle Financial of up to
$465.8 million. Generally, federal regulatory policy encourages holding company debt to be serviced by subsidiary
bank dividends or additional equity rather than debt issuances.  Pinnacle Financial had available cash balances of
approximately $93.5 million at December 31, 2018.

The payment of dividends by Pinnacle Bank and Pinnacle Financial may also be affected by other factors, such as the
requirement to maintain adequate capital above statutory and regulatory requirements imposed on Pinnacle Bank or
Pinnacle Financial by their regulators. The federal banking agencies have indicated that paying dividends that deplete
a depository institution's capital base to an inadequate level would be an unsafe and unsound banking practice. Under
the FDICIA, a depository institution may not pay any dividend if payment would cause it to become undercapitalized
or if it already is undercapitalized. Moreover, the federal agencies have issued policy statements that provide that bank
holding companies and insured depository institutions should generally only pay dividends out of current operating
earnings, and the capital rules adopted implementing Basel III prohibit the payment of dividends when a holding
company or insured depository institution is not in compliance with the capital conservation buffer described
elsewhere in this report. See "Capital Adequacy" above.

During the fourth quarter of 2013, Pinnacle Financial initiated a quarterly common stock dividend in the amount of
$0.08 per share. The board of directors of Pinnacle Financial has increased the dividend amount per share over time.
The most recent increase occurred on October 16, 2018, when the board of directors increased the dividend to $0.16
per share. During the year ended December 31, 2018, Pinnacle Financial paid $45.5 million in dividends to its
common shareholders. On January 15, 2019, our board of directors declared a $0.16 per share quarterly cash dividend
to common shareholders which approximated $12.7 million in aggregate dividend payments paid on February 22,
2019 to common shareholders of record as of the close of business on February 1, 2019. The amount and timing of all
future dividend payments, if any, is subject to our board's discretion and will depend on our earnings, capital position,
financial condition and other factors, including new regulatory capital requirements, as they become known to us.

Restrictions on Transactions with Affiliates
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Both Pinnacle Financial and Pinnacle Bank are subject to the provisions of Section 23A of the Federal Reserve Act.
Section 23A places limits on the amount of:

•A bank's loans or extensions of credit, including purchases of assets subject to an agreement to repurchase, to or for
the benefit of affiliates;
•A bank's investment in affiliates;
•Assets a bank may purchase from affiliates, except for real and personal property exempted by the Federal Reserve;
•The amount of loans or extensions of credit to third parties collateralized by the securities or obligations of affiliates;

•Transactions involving the borrowing or lending of securities and any derivative transaction that results in credit
exposure to an affiliate; and
•A bank's guarantee, acceptance or letter of credit issued on behalf of an affiliate.

The total amount of the above transactions is limited in amount, as to any one affiliate, to 10% of a bank's capital and
surplus and, as to all affiliates combined, to 20% of a bank's capital stock and surplus. In addition to the limitation on
the amount of these transactions, each of the above transactions must also meet specified collateral requirements.
Pinnacle Bank must also comply with other provisions designed to avoid the taking of low-quality assets.
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Pinnacle Financial and Pinnacle Bank are also subject to the provisions of Section 23B of the Federal Reserve Act
which, among other things, prohibits an institution from engaging in the above transactions with affiliates unless the
transactions are on terms substantially the same, or at least as favorable to the institution or its subsidiaries, as those
prevailing at the time for comparable transactions with nonaffiliated companies.

Pinnacle Bank is also subject to restrictions on extensions of credit to its executive officers, directors, principal
shareholders and their related interests. These extensions of credit must be made on substantially the same terms,
including interest rates and collateral, as those prevailing at the time for comparable transactions with third parties,
and must not involve more than the normal risk of repayment or present other unfavorable features.

Community Reinvestment Act and Fair Lending

The Community Reinvestment Act (“CRA”) requires that, in connection with examinations of financial institutions
within their respective jurisdictions, the Federal Reserve and the FDIC shall evaluate the record of each financial
institution in meeting the credit needs of its local communities, including low- and moderate-income neighborhoods
consistent with safe and sound operations of the institutions. These facts are also considered in evaluating mergers,
acquisitions, and applications to open a branch or facility. Failure to adequately meet these criteria could impose
additional requirements and limitations on Pinnacle Bank. Additionally, banks are required to publicly disclose the
terms of various Community Reinvestment Act-related agreements. Pinnacle Bank received an "outstanding" CRA
rating from its primary federal regulator on its most recent regulatory examination.

Pinnacle Bank is also subject to certain fair lending requirements and reporting obligations involving its home
mortgage lending operations. Fair lending laws prohibit discrimination in the provision of banking services, and bank
regulators have increasingly focused on the enforcement of these laws. Fair lending laws include the Equal Credit
Opportunity Act of 1974 and the Fair Housing Act of 1968, which prohibit discrimination in credit and residential real
estate transactions on the basis of prohibited factors including, among others, race, color, national origin, gender and
religion. Pinnacle Bank may be liable, either through administrative enforcement or private civil actions, for policies
that result in a disparate treatment of or have a disparate impact on a protected class of applicants or borrowers. If a
pattern or practice of lending discrimination is alleged by a regulator, then that agency may refer the matter to the U.S.
Department of Justice (“DOJ”) for investigation. Pursuant to a Memorandum of Understanding, the DOJ and Consumer
Financial Protection Bureau (“CFPB”) have agreed to share information, coordinate investigations and generally commit
to strengthen their coordination efforts. Pinnacle Bank is required to have a fair lending program that is of sufficient
scope to monitor the inherent fair lending risk of the institution and that appropriately remediates issues which are
identified.

Cybersecurity and Data Privacy

State and federal banking regulators have issued various policy statements and, in some cases, regulations,
emphasizing the importance of technology risk management and supervision. Such policy statements and regulations
indicate that financial institutions should design multiple layers of security controls to establish lines of defense and to
ensure that their risk management processes also address the risk posed by compromised customer credentials,
including security measures to reliably authenticate customers accessing internet-based services of the financial
institution. A financial institution’s management is expected to maintain sufficient business continuity planning
processes to ensure the rapid recovery, resumption and maintenance of the institution’s operations after a cyber-attack
involving destructive malware. A financial institution is expected to develop appropriate processes to enable recovery
of data and business operations and address rebuilding network capabilities and restoring data if the institution or its
critical service providers fall victim to this type of cyber-attack.
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Federal statutes and regulations, including the Gramm-Leach-Bliley Act and the Right to Financial Privacy Act of
1978, limit Pinnacle Financial’s and Pinnacle Bank’s ability to disclose non-public information about consumers,
customers and employees to nonaffiliated third parties. Specifically, the Gramm-Leach-Bliley Act requires disclosure
of our privacy policies and practices relating to sharing non-public information and enables retail customers to opt out
of the institution’s ability to share information with unaffiliated third parties under certain circumstances. The
Gramm-Leach-Bliley Act also requires Pinnacle Financial and Pinnacle Bank to implement a comprehensive
information security program that includes administrative, technical and physical safeguards to ensure the security and
confidentiality of customer records and information and, if applicable state law is more protective of customer privacy
than the Gramm-Leach-Bliley Act, financial institutions, including Pinnacle Bank, will be required to comply with
such state law. Other laws and regulations impact Pinnacle Financial’s and Pinnacle Bank’s ability to share certain
information with affiliates and non-affiliates for marketing and/or non-marketing purposes. These regulations affect
how consumer information is transmitted through diversified financial companies and conveyed to outside vendors. In
connection with the regulations governing the privacy of consumer financial information, the federal banking
agencies, including the FDIC, have adopted guidelines for establishing information security standards and programs to
protect such information. In addition, Pinnacle Bank has established a privacy policy that it believes promotes
compliance with the federal requirements.
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Other Consumer Laws and Regulations

Interest and other charges collected or contracted for by Pinnacle Bank are subject to state usury laws and federal laws
concerning interest rates. For example, under the Service Members Civil Relief Act, a lender is generally prohibited
from charging an annual interest rate in excess of 6% on any obligations for which the borrower is a person on active
duty with the United States military.

Pinnacle Bank's loan operations are also subject to federal laws applicable to credit transactions, such as the:

•
Federal Truth-In-Lending Act, governing disclosures of credit terms and costs to consumer borrowers, giving
consumers the right to cancel certain credit transactions, and defining requirements for servicing consumer loans
secured by a dwelling;

•
Home Mortgage Disclosure Act of 1975, requiring financial institutions to provide information to enable the public
and public officials to determine whether a financial institution is fulfilling its obligation to help meet the housing
needs of the community it serves;

•Equal Credit Opportunity Act, prohibiting discrimination on the basis of race, creed or other prohibited factors in
extending credit;
•Fair Credit Reporting Act of 1978, governing the use and provision of information to credit reporting agencies;

•Fair Debt Collection Practices Act, governing the manner in which consumer debts may be collected by collection
agencies;

•Service Members Civil Relief Act, governing the repayment terms of, and property rights underlying, secured
obligations of persons in active military service;

•Rules and regulations of the various federal agencies charged with the responsibility of implementing the federal
laws;
•Electronic Fund Transfers Act, which regulates fees and other terms of electronic funds transactions;

•

Fair and Accurate Credit Transactions Act of 2003, which permanently extended the national credit reporting
standards of the Fair Credit Reporting Act, and permits consumers, including our customers, to opt out of information
sharing among affiliated companies for marketing purposes and requires financial institutions, including banks, to
notify a customer if the institution provides negative information about the customer to a national credit reporting
agency or if the credit that is granted to the customer is on less favorable terms than those generally available;

•
Fair Housing Act, which prohibits discriminatory practices relative to real estate related transactions, including the
financing of housing and the rules and regulations of the various federal agencies charged with the responsibility of
implementing such federal laws; and

•
Real Estate Settlement and Procedures Act of 1974, which affords consumers greater protection pertaining to
federally related mortgage loans by requiring, among other things, improved and streamlined loan estimate forms
including clear summary information and improved disclosure of yield spread premiums.

Pinnacle Bank's deposit operations are subject to the:

•Right to Financial Privacy Act, which imposes a duty to maintain confidentiality of consumer financial records and
prescribes procedures for complying with administrative subpoenas of financial records;

•

Electronic Fund Transfers Act and Regulation E issued by the Federal Reserve to implement that act, which govern
automatic deposits to and withdrawals from deposit accounts and customers' rights and liabilities (including with
respect to the permissibility of overdraft charges) arising from the use of automated teller machines and other
electronic banking services.
•Truth in Savings Act, which requires depository institutions to disclose the terms of deposit accounts to consumers;

•Expedited Funds Availability Act, which requires financial institutions to make deposited funds available according to
specified time schedules and to disclose funds availability policies to consumers; and
•
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Check Clearing for the 21st Century Act ("Check 21"), which is designed to foster innovation in the payments system
and to enhance its efficiency by reducing some of the legal impediments to check truncation. Check 21 created a new
negotiable instrument called a substitute check and permits, but does not require banks to truncate original checks,
process check information electronically, and deliver substitute checks to banks that wish to continue receiving paper
checks.

Pinnacle Bank's loan and deposit operations are both subject to the Bank Secrecy Act which governs how banks and
other firms report certain currency transactions and maintain appropriate safeguards against "money laundering"
activities.

Examination and enforcement by the state and federal banking agencies, and other such enforcement authorities, for
non-compliance with consumer protection laws and their implementing regulations have increased and become more
intense. The advent of the CFPB, as described in more detail below, further heightens oversight and review of
compliance with consumer protection laws and regulations. Due to these heightened regulatory concerns, including
increased enforcement of the CRA by the federal banking agencies, and new powers and authority of the CFPB,
Pinnacle Bank and its affiliates may incur additional compliance costs or be required to expend additional funds for
investments in their local community.
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Anti-Terrorism Legislation and Anti-Money Laundering

Pursuant to the Uniting and Strengthening America by Providing Appropriate Tools Required to Intercept and
Obstruct Terrorism (“USA PATRIOT”) Act of 2001, as amended, financial institutions are subject to prohibitions
against specified financial transactions and account relationships as well as enhanced due diligence and "know your
customer" standards in their dealings with foreign financial institutions and foreign customers.

A major focus of governmental policy on financial institutions in recent years has been aimed at combating money
laundering and terrorist financing. The Bank Secrecy Act (“BSA”) and its implementing regulations and parallel
requirements of the federal banking regulators require Pinnacle Bank to maintain a risk-based anti-money laundering
(“AML”) program reasonably designed to prevent and detect money laundering and terrorist financing and to comply
with the recordkeeping and reporting requirements of the BSA, including the requirement to report suspicious activity.
The USA PATRIOT Act substantially broadened the scope of AML laws and regulations by imposing significant new
compliance and due diligence obligations on financial institutions, creating new crimes and penalties and expanding
the extra-territorial jurisdiction of the United States. Financial institutions, including banks, are required under final
rules implementing Section 326 of the USA PATRIOT Act to establish procedures for collecting standard information
from customers opening new accounts and verifying the identity of these new account holders within a reasonable
period of time. Financial institutions are also prohibited from entering into specified financial transactions and account
relationships and must take certain steps to assist government agencies in detecting and preventing money laundering
and to report certain types of suspicious transactions. In May 2016, Treasury’s Financial Crimes Enforcement Network
(“FinCEN”) issued rules under the BSA requiring financial institutions to identify the beneficial owners who own or
control certain legal entity customers at the time an account is opened and to update their AML compliance programs
no later than May 11, 2018, to include risk-based procedures for conducting ongoing customer due diligence.

Pinnacle Bank currently has policies and procedures in place designed to comply with the USA PATRIOT Act, the
BSA and the other regulations targeting terrorism and money laundering. Federal banking regulators are required,
when reviewing bank holding company acquisition and bank merger applications, to consider the effectiveness of the
anti-money laundering activities of the applicants. Material deficiencies in anti-money laundering compliance, and
non-compliance with related requirements such as the U.S. economic and trade sanctions regimes, can result in public
enforcement actions by the bank regulatory agencies and other government agencies, including the imposition of civil
money penalties and supervisory restrictions on growth and expansion. Such enforcement actions could also have
serious reputational consequences for Pinnacle Financial and Pinnacle Bank.

The Office of Foreign Assets Control

The Office of Foreign Assets Control (“OFAC”), which is an office in the U.S. Department of the Treasury, is
responsible for helping to ensure that U.S. entities do not engage in transactions with “enemies” of the United States, as
defined by various Executive Orders and Acts of Congress. OFAC publishes lists of names of persons and
organizations suspected of aiding, harboring or engaging in terrorist acts; owned or controlled by, or acting on behalf
of target countries, and narcotics traffickers. If a bank finds a name on any transaction, account or wire transfer that is
on an OFAC list, it must freeze or block the transactions on the account. Pinnacle Bank has appointed a compliance
officer to oversee the inspection of its accounts and the filing of any notifications. Pinnacle Bank actively checks
high‑risk OFAC areas such as new accounts, wire transfers and customer files. These checks are performed using
software that is updated each time a modification is made to the lists provided by OFAC and other agencies of
Specially Designated Nationals and Blocked Persons.

The Dodd-Frank Act
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New regulations and statutes are regularly proposed that contain wide-ranging proposals for altering the structures,
regulations and competitive relationships of the nation's financial institutions. In 2010, the U.S. Congress passed the
Dodd-Frank Act, which includes significant consumer protection provisions related to, among other things, residential
mortgage loans that have increased, and are likely to further increase, our regulatory compliance costs. The
Dodd-Frank Act also imposes other restrictions on our operations, including restrictions on the types of investments
that bank holding companies and banks can make. Given the sweeping nature of the Dodd-Frank Act and the fact that
our total assets now exceed $10 billion, which results in the imposition of certain additional requirements thereunder,
we expect that the Dodd-Frank Act will continue to have a negative impact on our earnings through fee reductions,
higher costs and restrictions on certain activities. Failure to comply with the requirements would negatively impact
our results of operations and financial condition and could limit our growth or expansion activities. While we cannot
predict what effect any presently contemplated or future changes in the laws or regulations or their interpretations
would have on us, such changes could be materially adverse to our investors.

Set out below are certain of the additional provisions of the Dodd-Frank Act to which we are subject since our total
assets exceed $10 billion.

Durbin Amendment. The Dodd-Frank Act included provisions (known as the "Durbin Amendment") which restrict
interchange fees to those which are "reasonable and proportionate" for certain debit card issuers and limits the ability
of networks and issuers to
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restrict debit card transaction routing. The Federal Reserve issued final rules implementing the Durbin Amendment on
June 29, 2011.  In the final rules, interchange fees for debit card transactions were capped at $0.21 plus five basis
points (plus $0.01 for fraud loss) in order to be eligible for a safe harbor such that the fee is conclusively determined
to be reasonable and proportionate.  The interchange fee restrictions contained in the Durbin Amendment, and the
rules promulgated thereunder, only apply to debit card issuers with $10 billion or more in total consolidated assets,
like Pinnacle Bank. The implications of the Durbin Amendment first became applicable to us on July 1, 2017.

Consumer Financial Protection Bureau. The Dodd-Frank Act also created the CFPB, which took over responsibility
for enforcing the principal federal consumer protection laws, such as the Truth in Lending Act, the Equal Credit
Opportunity Act, the Real Estate Settlement Procedures Act and the Truth in Saving Act, among others, on July 21,
2011. We are subject to oversight by the CFPB.

The CFPB has broad rulemaking authority for a wide range of consumer financial laws that apply to all banks
including, among other things, the authority to prohibit "unfair, deceptive, or abusive" acts and practices. Abusive acts
or practices are defined as those that (1) materially interfere with a consumer's ability to understand a term or
condition of a consumer financial product or service, or (2) take unreasonable advantage of a consumer's (a) lack of
financial savvy, (b) inability to protect himself in the selection or use of consumer financial products or services, or
(c) reasonable reliance on a covered entity to act in the consumer's interests. The CFPB has the authority to investigate
possible violations of federal consumer financial law, hold hearings and commence civil litigation. The CFPB can
issue cease-and-desist orders against banks and other entities that violate consumer financial laws. The CFPB may
also institute a civil action against an entity in violation of federal consumer financial law in order to impose a civil
penalty or an injunction. The CFPB has been active in bringing enforcement actions related to consumer financial
protection laws and obtaining the forms of relief described above.

The rules issued by the CFPB will have a long-term impact on our business, including our mortgage loan origination
and servicing activities. Compliance with these rules will increase our overall regulatory compliance costs. On July 1,
2017, the CFPB took over conducting on-site consumer examinations from the FDIC for all regulations that
transferred under their supervision.

On May 24, 2018, President Trump signed into law the Economic Growth, Regulatory Relief, and Consumer
Protection Act (the “Growth Act”). The Growth Act alters some of the provisions of the Dodd-Frank Act. Certain of
these provisions, to which we became subject once our total assets exceeded $10 billion, are set out below, along with
the changes made to such provisions under the Growth Act.

Under the Dodd-Frank Act, publicly traded bank holding companies with $10 billion or more in total assets like
Pinnacle Financial were required to establish a risk committee responsible for oversight of enterprise-wide risk
management practices. Pinnacle Financial established a risk committee on February 7, 2017. The Growth Act raised
the minimum asset threshold triggering the requirement to establish a risk committee from $10 billion to $50 billion.
As a result, Pinnacle Financial is no longer required to maintain its standalone risk committee.

Pursuant to the Dodd-Frank Act, any banking organization, including whether a bank holding company or a
depository institution, with more than $10 billion in total consolidated assets and regulated by a federal financial
regulatory agency was required to conduct annual company-run stress tests to ensure it had sufficient capital during
periods of economic downturn. Pinnacle Financial’s and Pinnacle Bank’s first stress tests were due in July 2018. The
Growth Act raised the asset threshold at which companies are required to conduct the stress tests from $10 billion to
$250 billion. While we are no longer required to annually conduct stress tests under the Dodd-Frank Act, we expect to
continue to perform stress tests from time to time in connection with our capital planning process.

Securities Registration and Listing
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Pinnacle Financial’s securities are registered under the Securities Exchange Act of 1934, as amended (the “Exchange
Act”), and listed on the Nasdaq Global Select Market. As such, Pinnacle Financial is subject to the information, proxy
solicitation, insider trading, corporate governance, and other requirements and restrictions of the Exchange Act, as
well as the Marketplace Rules and other requirements promulgated by the Nasdaq Stock Market, LLC.

As a public company, Pinnacle Financial is also subject to the accounting oversight and corporate governance
requirements of the Sarbanes-Oxley Act of 2002, including, among other things, required executive certification of
financial presentations, increased requirements for board audit committees and their members, and enhanced
requirements relating to disclosure controls and procedures and internal control over financial reporting.

Insurance Agencies

Each of Miller Loughry Beach and HPB Insurance Group is subject to licensing requirements and extensive regulation
under the laws of the various states in which it conducts its insurance agency business. These laws and regulations are
primarily for the protection of policyholders. In all jurisdictions, the applicable laws and regulations are subject to
amendment or interpretation by regulatory authorities.
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Generally, those authorities are vested with relatively broad discretion to grant, renew and revoke licenses and
approvals and to implement regulations. Licenses may be denied or revoked for various reasons, including for
regulatory violations or upon conviction for certain crimes. Possible sanctions that may be imposed for violation of
regulations include the suspension of individual employees, limitations on engaging in a particular business for a
specified period of time, revocation of licenses, censures and fines.

Effect of Governmental Monetary Policies

Our earnings are affected by domestic economic conditions and the monetary and fiscal policies of the United States
government and its agencies. The Federal Reserve's monetary policies have had, and are likely to continue to have, an
important impact on the operating results of commercial banks through the Federal Reserve's statutory power to
implement national monetary policy in order, among other things, to curb inflation or combat a recession. The Federal
Reserve, through its monetary and fiscal policies, affects the levels of bank loans, investments and deposits through its
control over the issuance of United States government securities, its regulation of the discount rate applicable to
member banks and its influence over reserve requirements to which member banks are subject. We cannot predict the
nature or impact of future changes in monetary and fiscal policies.

Proposed Legislation and Regulatory Action

New regulations and statutes are regularly proposed that contain wide-ranging provisions for altering the structures,
regulations and competitive relationships of the nation’s financial institutions. Throughout 2017 and 2018, the U.S.
Congress has debated, proposed and, in some cases, passed changes to the financial institution regulatory landscape,
including the Growth Act and other proposed amendments to the Dodd-Frank Act, including raising the asset
threshold levels at which financial institutions and their holding companies become subject to enhanced regulatory
oversight and compliance requirements. We cannot predict whether or in what form any proposed regulation or statute
will be adopted or the extent to which our business may be affected by any new regulation or statute. Even if
modifications are enacted to existing or proposed regulations, including raising certain assets thresholds above those
currently in place, we may continue to face enhanced scrutiny from our regulators who may expect us to continue to
comply with the current, more stringent requirements as part of their safety and soundness and compliance
examinations and general oversight of our operations.

ITEM 1A.  RISK FACTORS

Investing in our common stock involves various risks which are particular to our company, our industry and our
market areas. If any of the following risks were to occur, we may not be able to conduct our business as currently
planned and our results of operations and financial condition could be materially and negatively impacted.  These
matters could cause the trading price of our common stock to decline in future periods.

Our net interest margin, and consequently our net earnings, are significantly affected by interest rate levels.

Our profitability is dependent to a large extent on net interest income, which is the difference between interest income
earned on loans and investment securities and interest expense paid on deposits, other borrowings, subordinated
debentures and subordinated notes. The absolute level of interest rates as well as changes in interest rates or that affect
the yield curve may affect our level of interest income, the primary component of our gross revenue, as well as the
level of our interest expense. Interest rate fluctuations are caused by many factors which, for the most part, are not
under our control. For example, national monetary policy plays a significant role in the determination of interest rates.
Additionally, competitor pricing and the resulting negotiations that occur with our customers also impact the rates we
collect on loans and the rates we pay on deposits. In addition, changes in the method of determining the London
Interbank Offered Rate (LIBOR) or other reference rates, or uncertainty related to such potential changes, may
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adversely affect the value of reference rate-linked debt securities that we hold or issue, which could further impact our
interest rate spread.

Changes in the level of interest rates also may negatively affect our ability to originate loans, the value of our assets
and our ability to realize gains from the sale of our assets, all of which could ultimately affect our results of operations
and financial condition. A decline in the market value of our assets may limit our ability to borrow additional funds.
As a result, we could be required to sell some of our loans and investments under adverse market conditions, upon
terms that are not favorable to us, in order to maintain our liquidity. If those sales are made at prices lower than the
amortized costs of the investments, we will incur losses. Following an increase in the general level of interest rates,
our ability to maintain a positive net interest spread is dependent on our ability to increase our loan offering rates,
replace loan maturities with new originations, minimize increases on our deposit rates, and maintain an acceptable
level and mix of funding. Although we have implemented procedures we believe will reduce the potential effects of
changes in interest rates on our net interest income, these procedures may not always be successful. Accordingly,
changes in levels of market interest rates could materially and adversely affect our net interest income and our net
interest margin, asset quality, loan origination volume, liquidity, and overall profitability. We cannot assure you that
we can minimize our interest rate risk.
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Over the last few years, interest rates have increased. Since December 2015, the Federal Reserve has raised short-term
interest rates nine times and may institute further changes in the future. Because of significant competitive pressures
in our markets and the negative impact of these pressures on our deposit and loan pricing, coupled with the fact that a
significant portion of our loan portfolio has variable rate pricing that moves in concert with changes to the Federal
Reserve’s federal funds rate or LIBOR, our net interest margin may be negatively impacted if these short-term rates
decline or do not continue to rise. However, further increases may also negatively impact our results of operations if
we are unable to increase the rates we charge on loans or earn on our investment securities in excess of the increases
we must pay on deposits and our other funding sources.

As interest rates change, we expect that we will periodically experience “gaps” in the interest rate sensitivities of our
assets and liabilities, meaning that either our interest-bearing liabilities (usually deposits and borrowings) will be more
sensitive to changes in market interest rates than our interest-earning assets (usually loans and investment securities),
or vice versa. In either event, if market interest rates should move contrary to our position, this “gap” may work against
us, and our results of operations and financial condition may be negatively affected. We attempt to manage our risk
from changes in market interest rates by adjusting the rates, maturity, repricing characteristics, and balances of the
different types of interest-earning assets and interest-bearing liabilities. Interest rate risk management techniques are
not exact. We employ the use of models and modeling techniques to quantify the levels of risks to net interest income,
which inherently involve the use of assumptions, judgments, and estimates. While we strive to ensure the accuracy of
our modeled interest rate risk profile, there are inherent limitations and imprecisions in this determination and actual
results may differ.

We have entered into certain hedging transactions including interest rate swaps, which are designed to lessen elements
of our interest rate exposure. We utilize fair value hedges in an effort to manage future interest rate exposure in both
our loan book and our investment securities portfolio. At December 31, 2018, these fair value hedges totaled a liability
of $21.8 million. In addition, we utilize cash flow hedges to manage interest rate exposure for our wholesale
borrowings portfolio. The hedging strategy converts the LIBOR-based variable interest rate on forecasted borrowings
to a fixed interest rate and is used in an effort to protect us from floating interest rate variability. At December 31,
2018, these cash flow hedges totaled a liability of $1.8 million. In the event that interest rates do not change in the
manner anticipated, such transactions may adversely affect our results of operations.

We have a concentration of credit exposure to borrowers in certain industries, and we also target small to
medium-sized businesses.

We have meaningful credit exposures to borrowers in certain businesses, including commercial and residential
building lessors, new home builders. These industries experienced adversity during 2008 through 2010 as a result of
sluggish economic conditions, and, as a result, an increased level of borrowers in these industries were unable to
perform under their loan agreements with us, or suffered loan downgrades which negatively impacted our results of
operations. If the economic environment in our markets weakens in 2019 or beyond, these industry or other
concentrations could result in increased deterioration in credit quality, past dues, loan charge offs and collateral value
declines, which could cause our results of operations and financial condition to be negatively impacted. Furthermore,
any of our large credit exposures that deteriorate unexpectedly could cause us to have to make significant additional
loan loss provisions, negatively impacting our results of operations and financial condition.

A substantial focus of our marketing and business strategy is to serve small to medium-sized businesses in our market
areas. As a result, a relatively high percentage of our loan portfolio consists of commercial loans primarily to small to
medium-sized businesses. At December 31, 2018, our commercial and industrial loans accounted for almost 29.8% of
our total loans. Additionally, approximately, 37.0% of our commercial real-estate mortgage loans at December 31,
2018 are owner-occupied commercial real estate loans, which are loans to businesses secured by the businesses’ real
estate. We expect to seek to expand the amount of such loans in our portfolio in 2019. During periods of lower
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economic growth or challenging economic periods, small to medium-sized businesses may be impacted more severely
and more quickly than larger businesses. Consequently, the ability of such businesses to repay their loans may
deteriorate, and in some cases this deterioration may occur quickly, which would adversely impact our results of
operations and financial condition.

As a result of our recent acquisitions and our organic growth in our legacy markets as well as our revaluation of
deferred tax assets and recognized investment securities losses following the passage of the Tax Cuts and Jobs Act
during the fourth quarter of 2017, our level of commercial real estate loans increased markedly from approximately
190% of total risk-based capital as of December 31, 2014 to approximately 278% of total risk-based capital as of
December 31, 2018. If our level of commercial real estate loans were to exceed regulatory guidelines (as was the case
during the first half of 2018), our ability to grow our loan portfolio in line with our targets may be negatively impacted
if we don’t increase our capital levels and it may be more difficult to secure any required regulatory approvals
necessary to execute on our expansion strategy without increasing our capital levels.
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The percentage of real estate construction and development loans in our loan portfolio was approximately 11.7% of
total loans at December 31, 2018 and approximately 80.3% of Pinnacle Financial's total risk-based capital. These
loans make up approximately 3.9% of our non-performing loans at December 31, 2018. This type of lending is
generally considered to have relatively high credit risks because the principal is concentrated in a limited number of
loans with repayment dependent on the successful completion and operation of the related real estate project. Real
estate industry pricing dynamics in the geographical markets in which we operate can vary from year to year, and with
respect to construction, can vary between project funding and project completion. Asset values to which we
underwrite loans can fluctuate from year to year and impact collateral values and the ability of our borrowers to repay
their loans. Like regulatory guidelines on commercial real estate loans, federal regulators have issued guidance that
imposes additional restrictions on banks with construction and development loans in excess of 100% of total capital. If
our level of these loans was to exceed these guidelines, our ability to make additional loans in this segment would be
limited.

Weakness in residential real estate market prices as well as demand could result in price reductions in home and land
values adversely affecting the value of collateral securing some of the construction and development loans that we
hold. Should we experience the return of adverse economic and real estate market conditions similar to those we
experienced from 2008 through 2010 we may again experience increases in non-performing loans and other real estate
owned, increased losses and expenses from the management and disposition of non-performing assets, increases in
provision for loan losses, and increases in operating expenses as a result of the allocation of management time and
resources to the collection and work out of loans, all of which would negatively impact our financial condition and
results of operations.

Our ability to grow our loan portfolio may be limited by, among other things, economic conditions, competition
within our market areas, the timing of loan repayments and seasonality.

Our ability to continue to improve our results of operations is dependent upon, among other things, aggressively
growing our loan portfolio. While we believe that our strategy to grow our loan portfolio is sound and our growth
targets are achievable over an extended period of time, competition within our market areas is significant, particularly
for borrowers whose businesses were less negatively impacted by the challenging economic conditions of the
recession. We compete with both large regional and national financial institutions, who are sometimes able to offer
more attractive interest rates and other financial terms than we choose to offer, and smaller community-based financial
institutions who seek to offer a similar level of service to that which we offer. This competition can make loan growth
challenging, particularly if we are unwilling to price loans at levels that would cause unacceptable levels of
compression of our net interest margin or if we are unwilling to structure a loan in a manner that we believe results in
a level of risk to us that we are not willing to accept. Moreover, loan growth throughout the year can fluctuate due in
part to seasonality of the businesses of our borrowers and potential borrowers and the timing on loan repayments,
particularly those of our borrowers with significant relationships with us, resulting from, among other things, excess
levels of liquidity. In addition, the passage of the Tax Cuts and Jobs Act, which contains provisions limiting the
mortgage interest tax deduction and eliminating the deduction for interest paid on home equity loans, may negatively
affect our ability to originate residential real estate loans (including home equity lines of credit).

Much of our organic loan growth that we have experienced in recent years (and a key part of our loan growth strategy
in 2019 and beyond) was the result not of strong loan demand but rather of our ability to attract experienced financial
services professionals who have been able to attract customers from other financial institutions. Inability to retain
these key personnel (including key personnel of the businesses we have acquired) or to continue to attract experienced
lenders with established books of business (including, in either case, as a result of competitive compensation and other
hiring and retention pressures), at all or at the pace we have anticipated, could negatively impact our growth because
of the loss of these individuals’ skills and customer relationships and/or the potential difficulty of promptly replacing
them. Moreover, if these advisors we hire are unable to cause their customers to move their relationships to us in the
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time periods that we are targeting or at all, or if we are unable to retain such business, our loan growth may be
negatively affected, which could have a material adverse effect on our results of operations and financial condition.

Negative developments in the U.S. and local economy may adversely impact our results in the future.
Our financial performance is highly dependent on the business environment in the markets where we operate and in
the U.S. as a whole. Unfavorable or uncertain economic and market conditions can be caused by declines in economic
growth, business activity, investor or business confidence, consumer sentiment, limitations on the availability or
increases in the cost of credit and capital, increases in inflation or interest rates, natural disasters, terrorist attacks, acts
of war, or a combination of these or other factors. Economic conditions in the markets in which we operate
deteriorated significantly between early 2008 and the middle of 2010. These challenges manifested themselves
primarily in the form of increased levels of provisions for loan losses and other real estate expense related to declining
collateral values in our real estate loan portfolio and increased costs associated
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with our portfolio of other real estate owned. A worsening of business and economic conditions generally or
specifically in the principal markets in which we conduct business could have adverse effects, including the following:
•a decrease in deposit balances or the demand for loans and other products and services we offer;

•
an increase in the number of borrowers who become delinquent, file for protection under bankruptcy laws or default
on their loans or other obligations to us, which could lead to higher levels of nonperforming assets, net charge-offs
and provisions for credit losses;
•a decrease in the value of loans and other assets secured by real estate;
•a decrease in net interest income from our lending and deposit gathering activities; and
•an increase in competition resulting from financial services companies.

Although economic conditions have strengthened in most of our markets in recent periods and we have focused our
efforts on growing our earning assets, we believe that it is possible we will continue to experience an uncertain and
volatile economic environment during 2019, including as a result of political uncertainties that led to the shutdown of
the federal government in January 2019 and which may contribute to similar shutdowns in the future. There can be no
assurance that these conditions will improve in the near term or that conditions will not worsen. Such conditions could
adversely affect our business, financial condition, and results of operations.

In addition, over the last several years, including beginning on December 22, 2018, the federal government has shut
down several times, in some cases for prolonged periods. It is possible that the federal government may shut down
again in the future. If a prolonged government shutdown occurs, it could significantly impact business and economic
conditions generally or specifically in our principal markets, which could have a material adverse effect on our results
of operations and financial condition.

Our operations are principally geographically concentrated in certain markets in the southeastern United States, and
changes in local economic conditions impact our profitability.

A significant percentage of our borrowers are situated in various MSAs in Tennessee, North Carolina, South Carolina
and Virginia in which we operate. Our success significantly depends upon the growth in population, income levels,
deposits, employment levels and housing starts in our markets, along with the continued attraction of business
ventures to these areas, and our profitability is impacted by the changes in general economic conditions in these
markets and other markets in which collateral securing our loans is located. We cannot assure you that economic
conditions, including loan demand, in these markets will not deteriorate during 2019 or thereafter, and upon any
deterioration, we may not be able to grow our loan portfolio in line with our expectations and the ability of our
customers to repay their loans to us may be negatively impacted and our financial condition and results of operations
could be negatively and materially impacted.

Our business may suffer if there are significant declines in the value of real estate.

The market value of real estate can fluctuate significantly in a short period of time as a result of market conditions in
the geographic area in which the real estate is located. If the value of the real estate serving as collateral for our loan
portfolio were to decline materially, a significant part of our loan portfolio could become under-collateralized. If the
loans that are collateralized by real estate become troubled during a time when market conditions are declining or have
declined, we may not be able to realize the value of the security anticipated when we originated the loan, which in turn
could have an adverse effect on our allowance and provision for loan and lease losses and our financial condition,
results of operations and liquidity.

Most of our foreclosed assets are comprised of real estate properties. We carry these properties at their estimated fair
values less estimated selling costs. While we believe the carrying values for such assets are reasonable and
appropriately reflect current market conditions, there can be no assurance that the values of such assets will not further
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decline prior to sale or that the amount of proceeds realized upon disposition of foreclosed assets will approximate the
carrying value of such assets. If the proceeds from any such dispositions are less than the carrying value of foreclosed
assets, we will record a loss on the disposition of such assets, which in turn could have an adverse effect on our results
of operations.

Compared to national financial institutions, we are less able to spread the risks of unfavorable local economic
conditions across a large number of diversified economies. Moreover, we cannot give any assurance that we will
benefit from any market growth or return of more favorable economic conditions in our primary market areas if they
do occur.
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If our allowance for loan losses is not sufficient to cover losses inherent in our loan portfolio, our results of operations
and financial condition will be negatively impacted.

If loan customers with significant loan balances fail to repay their loans, our results of operations, financial condition
and capital levels will suffer. We make various assumptions and judgments about the probable losses in our loan
portfolio, including the creditworthiness of our borrowers and the value of any collateral securing the loans. Utilizing
objective and subjective factors, we maintain an allowance for loan losses, established through a provision for loan
losses charged to expense, to cover our estimate of the probable losses in our loan portfolio. In determining the size of
this allowance, we utilize estimates based on analyses of volume and types of loans, internal loan classifications,
trends in classifications, volume and trends in delinquencies, nonaccruals and charge-offs, loss experience of various
loan categories, national and local economic conditions, industry and peer bank loan quality indications, and other
pertinent factors and information. Actual losses are difficult to forecast, especially if those losses stem from factors
beyond our historical experience or are otherwise inconsistent with our credit quality assessments. If our assumptions
are inaccurate, our current allowance may not be sufficient to cover potential loan losses, and additional provisions
may be necessary which would negatively impact our results of operations and financial condition.

In addition, federal and state regulators periodically review our loan portfolio and may require us to increase our
allowance for loan losses or recognize loan charge-offs. Their conclusions about the quality of a particular borrower or
our entire loan portfolio may be different than ours. Any increase in our allowance for loan losses or loan charge offs
as required by these regulatory agencies could have a negative effect on our results of operations and financial
condition. Moreover, additions to the allowance may be necessary based on changes in economic and real estate
market conditions, new information regarding existing loans, identification of additional problem loans, accounting
rule changes (like those related to the Financial Accounting Standards Board’s rules regarding accounting for current
expected credit losses that are not yet effective) and other factors, both within and outside of our management’s
control. These additions may require increased provision expense which would negatively impact our results of
operations and financial condition.

Liquidity risk could impair our ability to fund our operations and jeopardize our financial condition.

Liquidity represents an institution’s ability to provide funds to satisfy demands from depositors, borrowers and other
creditors by either converting assets into cash or accessing new or existing sources of incremental funds. Liquidity
risk arises from the possibility that we may be unable to satisfy current or future funding requirements and needs.

The objective of managing liquidity risk is to ensure that our cash flow requirements resulting from depositor,
borrower and other creditor demands as well as our operating cash needs, are met, and that our cost of funding such
requirements and needs is reasonable. We maintain an asset/liability and interest rate risk policy and a liquidity and
funds management policy, including a contingency funding plan that, among other things, include procedures for
managing and monitoring liquidity risk. Generally we rely on deposits, repayments of loans and cash flows from our
investment securities as our primary sources of funds. Our principal deposit sources include consumer, commercial
and public funds customers in our markets. We have used these funds, together with wholesale deposit sources such as
brokered deposits, along with Federal Home Loan Bank of Cincinnati (“FHLB Cincinnati”) advances, federal funds
purchased and other sources of short-term and long-term borrowings, to make loans, acquire investment securities and
other assets and to fund continuing operations.

An inability to maintain or raise funds in amounts necessary to meet our liquidity needs could have a substantial
negative effect, individually or collectively, on Pinnacle Financial and Pinnacle Bank's liquidity. Our access to
funding sources in amounts adequate to finance our activities, or on terms attractive to us, could be impaired by
factors that affect us specifically or the financial services industry in general. For example, factors that could
detrimentally impact our access to liquidity sources include a decrease in the level of our business activity due to a
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market downturn or adverse regulatory action against us, a reduction in our credit rating, any damage to our reputation
or any other decrease in depositor or investor confidence in our creditworthiness and business. Our access to liquidity
could also be impaired by factors that are not specific to us, such as severe volatility or disruption of the financial
markets or negative views and expectations about the prospects for the financial services industry as a whole. Any
such event or failure to manage our liquidity effectively could affect our competitive position, increase our borrowing
costs and the interest rates we pay on deposits, limit our access to the capital markets, cause our regulators to criticize
our operations and have a material adverse effect on our results of operations or financial condition.

Deposit levels may be affected by a number of factors, including demands by customers, rates paid by competitors,
general interest rate levels, returns available to customers on alternative investments, general economic and market
conditions and other factors. Loan repayments are a relatively stable source of funds but are subject to the borrowers’
ability to repay loans, which can be adversely affected by a number of factors including changes in general economic
conditions, adverse trends or events affecting business industry groups or specific businesses, declines in real estate
values or markets, business closings or lay-offs, inclement weather, natural disasters, prolonged government
shutdowns and other factors. Furthermore, loans generally are not readily
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convertible to cash. Accordingly, we may be required from time to time to rely on secondary sources of liquidity to
meet growth in loans, deposit withdrawal demands or otherwise fund operations. Such secondary sources include
FHLB Cincinnati advances, brokered deposits, secured and unsecured federal funds lines of credit from correspondent
banks, Federal Reserve borrowings and/or accessing the equity or debt capital markets.

We anticipate we will continue to rely primarily on deposits, loan repayments, and cash flows from our investment
securities to provide liquidity. Additionally, where necessary, the secondary sources of borrowed funds described
above will be used to augment our primary funding sources. If we are unable to access any of these secondary funding
sources when needed, we might be unable to meet our customers’ or creditors’ needs, which would adversely affect our
financial condition, results of operations, and liquidity.

The performance of our investment securities portfolio is subject to fluctuation due to changes in interest rates and
market conditions, including credit deterioration of the issuers of individual securities.

Changes in interest rates can negatively affect the performance of most of our investment securities. Interest rate
volatility can reduce unrealized gains or increase unrealized losses in our portfolio. Interest rates are highly sensitive
to many factors including monetary policies, domestic and international economic and political issues, including trade
disputes, and other factors beyond our control. Fluctuations in interest rates can materially affect both the returns on
and market value of our investment securities. Additionally, actual investment income and cash flows from investment
securities that carry prepayment risk, such as mortgage-backed securities and callable securities, may materially differ
from those anticipated at the time of investment or subsequently as a result of changes in interest rates and market
conditions.

Our investment securities portfolio consists of several securities whose trading markets are “not active.” As a result, we
utilize alternative methodologies for pricing these securities that include various estimates and assumptions. There can
be no assurance that we can sell these investment securities at the price derived by these methodologies, or that we can
sell these investment securities at all, which could have an adverse effect on our financial condition, results of
operations and liquidity.

We monitor the financial position of the various issues of investment securities in our portfolio, including each of the
state and local governments and other political subdivisions where we have exposure. To the extent we have securities
in our portfolio from issuers who have experienced a deterioration of financial condition, or who may experience
future deterioration of financial condition, the value of such securities may decline and could result in an
other-than-temporary impairment charge, which could have an adverse effect on our financial condition, results of
operations and liquidity.

In addition, from time to time we may restructure portions of our investment securities portfolio as part of our asset
liability management strategies, and may incur losses, which may be material, in connection with any such
restructuring.

A new accounting standard may require us to increase our ALLL and could have a material adverse effect on our
financial condition and results of operations.

The FASB has adopted a new accounting standard that will be effective for Pinnacle Bank beginning January 1, 2020.
This standard, referred to as current expected credit loss, or CECL, will require financial institutions to determine
periodic estimates of lifetime expected credit losses on loans, and recognize the expected credit losses through
provision for loan losses. This will change the current method of provisioning for loan losses that are probable, which
may require us to increase our allowance for loan losses, and is likely to increase the types of data we would need to
collect and review to determine the appropriate level of our allowance for loan losses. In addition, this change may
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result in more volatility in the level of our allowance for loan losses. An increase, to the extent material, in our
allowance for loan losses or expenses incurred to determine the appropriate level of the allowance for loan losses
could have a material adverse effect on our capital levels, financial condition and results of operations. As discussed
above, a reduction in our capital levels could subject us to a variety of enforcement remedies available to the federal
regulatory authorities and would negatively impact our ability to pursue acquisitions or other expansion opportunities
if we are unable to satisfactorily raise additional capital.
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A decline in our stock price or expected future cash flows, or a material adverse change in our results of operations or
prospects, could result in impairment of our goodwill.

A significant and sustained decline in our stock price and market capitalization below book value, a significant decline
in our expected future cash flows, a significant adverse change in the business climate, slower growth rates or other
factors could result in impairment of our goodwill. At December 31, 2018, our goodwill and other identifiable
intangible assets totaled approximately $1.9 billion. If we were to conclude that a write-down of our goodwill is
necessary, then the appropriate charge would likely cause a material loss. Any significant loss would further adversely
impact the capacity of Pinnacle Bank to pay dividends to Pinnacle Financial without seeking prior regulatory
approval, which could adversely affect Pinnacle Financial’s ability to pay required interest payments on its outstanding
indebtedness or to continue to pay dividends to its shareholders.

Our accounting estimates and risk management processes rely on analytical and forecasting models and tools.

The processes we use to estimate probable credit losses and to measure the fair value of financial instruments, as well
as the processes used to estimate the effects of changing interest rates and other measures of our financial condition
and results of operations, depend upon the use of analytical and forecasting models and tools. These models and tools
reflect assumptions that may not be accurate, particularly in times of market stress or other unforeseen circumstances.
Even if these assumptions are accurate, the models and tools may prove to be inadequate or inaccurate because of
other flaws in their design or their implementation. Any such failure in our analytical or forecasting models and tools
could have a material adverse effect on our business, financial condition and results of operations.

Our selection of accounting policies and methods may affect our reported financial results.

Our accounting policies and methods are fundamental to how we record and report our financial condition and results
of operations. Our management must exercise judgment in selecting and applying many of these accounting policies
and methods so they comply with GAAP and reflect management’s judgment of the most appropriate manner to report
our financial condition and results of operations. In some cases, management must select the accounting policy or
method to apply from two or more alternatives, any of which may be reasonable under the circumstances, yet which
may result in our reporting materially different results than would have been reported under a different alternative.

Certain accounting policies are critical to presenting our financial condition and results of operations. They require
management to make difficult, subjective or complex judgments about matters that are uncertain. Materially different
amounts could be reported under different conditions or using different assumptions or estimates. Because of the
uncertainty of estimates involved in these matters, we may be required to do one or more of the following:
significantly increase the allowance for loan losses or sustain loan losses that are significantly higher than the reserve
provided; recognize significant impairment on goodwill and other intangible asset balances; reduce the carrying value
of an asset measured at fair value; or significantly increase our accrued tax liability. Any of these could have a
material adverse effect on our business, financial condition or results of operations. For a discussion of our critical
accounting policies, see “Part II, Item 7. Management’s Discussion and Analysis of Financial Condition and Results of
Operations - Critical Accounting Estimates” included elsewhere in this Annual Report on Form 10-K.

Changes to LIBOR may adversely affect the holder of, the market value of, and the interest expense paid on our
subordinated notes and our subordinated debentures and related trust preferred securities, and may affect certain of our
loans.

On July 27, 2017, the Financial Conduct Authority, which regulates LIBOR, announced that it intends to stop
persuading or compelling banks to submit rates for the calculation of LIBOR to the LIBOR administrator. The
announcement indicates that the continuation of LIBOR on the current basis will not be guaranteed after 2021. It is
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impossible to predict whether and to what extent banks will continue to provide LIBOR submissions to the LIBOR
administrator, whether LIBOR will cease to be published or supported before or after 2021 or whether any additional
reforms to LIBOR may be enacted in the United Kingdom or elsewhere. At this time, no consensus exists as to what
rate or rates may become accepted alternatives to LIBOR and it is impossible to predict the effect of any such
alternatives on the value of securities based on LIBOR such as our subordinated notes and our subordinated
debentures and related trust preferred securities.

Uncertainty as to the nature of such potential changes, alternative reference rates, the replacement or disappearance of
LIBOR or other reforms may adversely affect the value of and the return on our subordinated notes and our
subordinated debentures and related trust preferred securities, as well as the interest we pay on those securities.
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At December 31, 2018, approximately 31.4% of our total loan portfolio was indexed to 30-day, 90-day, 180-day and
one-year LIBOR. Many of our loan agreements that are indexed to LIBOR include provisions that do not require us to
default to any alternative index recommendations but instead allow us, in our sole discretion, to designate an
alternative interest rate index in the event that LIBOR should become unavailable or unstable. While we believe these
provisions within our loan agreements address the potential future unavailability of LIBOR, there can be no assurance
that such provisions will be effective or will not be challenged by our borrowers.

Our investment in BHG may not produce the contribution to our results of operations that we expect.

Pinnacle Financial and Pinnacle Bank collectively hold a 49% interest in BHG. While we have a significant stake in
BHG, are entitled to designate two members of BHG’s five person board of managers and in some instances have
protective rights to block BHG from engaging in certain activities, including, until March 1, 2020, a sale of BHG
(following March 1, 2020, the other managers can approve a sale of BHG without our consent), the other managers
and members of BHG may make most decisions regarding BHG’s operations without our consent or approval. Any
sale of all or a portion of our interest in BHG would adversely affect our recurring noninterest income. Moreover,
there are certain limitations on our ability to sell our interest in BHG without first offering BHG and the other
members a right of first refusal, and we are prohibited from transferring any portion of our interest without the consent
of the other members of BHG prior to March 1, 2021, other than transfers in connection with an acquisition of
Pinnacle Financial or Pinnacle Bank or as a result of a change in applicable law that forces Pinnacle Financial and/or
Pinnacle Bank to divest Pinnacle Financial’s or Pinnacle Bank’s ownership interests in BHG.

A significant portion of BHG’s revenue (and correspondingly our interest in any of BHG’s net profits) comes from the
sale of loans originated by BHG to community banks. Moreover, the aggregate purchase price we paid to acquire our
interest in BHG was based on our expectation that BHG will continue to grow its business and increase the amount of
loans that it is able to originate and sell. In the event that BHG’s loan growth slows over historical levels or its loan
sales decrease (including but not limited to as a result of regulatory restrictions on banks that are the principal
purchasers of BHG’s loans), its results of operations and our non-interest income would be adversely affected. BHG
currently operates in most states without the need for a permit or any other license. In the event that BHG was
required to register or become licensed in any state in which it operates, or regulations are adopted that seek to limit
BHG’s ability to operate in any jurisdiction or that seek to limit the amounts of interest that BHG can charge on its
loans, BHG’s results of operations (and Pinnacle Financial’s and Pinnacle Bank’s interest in BHG’s net profits) could be
materially and adversely affected.

BHG’s business may become subject to increased scrutiny by the FDIC or the Federal Reserve as it grows or as a result
of our investment. The FDIC has published guidance related to the operation of marketplace lenders and banks’
business relationships with such lenders and other third parties in which banks are required to exercise increased
oversight and ongoing monitoring and other responsibility for such third parties’ compliance with applicable regulatory
guidance and requirements. As a result, we are subject to enhanced responsibility for and risk related to BHG and our
relationship with it. BHG’s compliance costs may increase and its loan yields may be negatively impacted, which
would negatively impact its results of operations and Pinnacle Financial’s and Pinnacle Bank’s interest in BHG’s net
profits. If banks that are examined by the FDIC became restricted in their ability to buy loans originated by BHG,
BHG’s business would be negatively impacted, which would negatively impact our interest in BHG’s profits.

BHG may expand its business into other types of lending, which may not be as profitable as BHG’s current lending
products or successful at all. In addition, if any such expansion includes consumer lending, BHG’s compliance costs
may increase as it would likely become subject to increased regulatory and compliance scrutiny. Failure to realize the
expected revenue increases and/or other projected benefits from, and any increased compliance costs in connection
with, any such expansion could have a negative impact on BHG’s business, which would negatively impact our interest
in BHG’s profits.
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Because of our ownership of a portion of BHG, BHG is limited in the types of activities in which it may engage. 
Were BHG to desire to expand its operations into areas that are not permissible for an entity owned by a state member
bank like Pinnacle Bank, it may need to do so through separate entities in which we do not have an ownership
interest.  Were these businesses to be more profitable than BHG’s core business or require BHG’s management’s
attention in ways that are detrimental to BHG, our investment in BHG may be negatively impacted.
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Implementation of the various provisions of the Dodd-Frank Act may increase our operating costs or otherwise have a
material adverse effect on our business, financial condition or results of operations.

Since the 2008 financial crisis, financial institutions generally have been subjected to increased regulation and
scrutiny from federal regulatory authorities. The U.S. Congress responded to the financial crisis by enacting a variety
of statutes, in particular the Dodd-Frank Act, which contained numerous far-reaching changes and reforms for the
financial services industry and directs federal regulatory agencies to issue regulations to implement these reforms. The
Dodd-Frank Act also restructured the regulation of depository institutions, including the creation of the CFPB to
administer consumer protection and fair lending laws, a function that was formerly performed by the depository
institution regulators. The provisions of the Dodd-Frank Act and the rules adopted to implement those provisions have
made far-reaching changes to the regulatory framework under which we operate and have had, and may continue to
have, a material impact on our operations, particularly through increased regulatory burdens and compliance costs.

The Dodd-Frank Act and its implementing regulations impose various additional requirements on bank holding
companies with $10 billion or more in total assets, including compliance with portions of the Federal Reserve’s
enhanced prudential oversight requirements. In addition, banks with $10 billion or more in total assets are primarily
examined by the CFPB with respect to various federal consumer financial protection laws and regulations. Previously,
Pinnacle Bank was subject to regulations adopted by the CFPB, but the FDIC was primarily responsible for examining
our compliance with consumer protection laws and those CFPB regulations. As a relatively new agency with evolving
regulations and practices, there is uncertainty as to how the CFPB’s examination and regulatory authority might impact
our business. Should the CFPB take issue with our operations or determine that we are not complying with applicable
rules and regulations, we may incur additional costs (including personnel costs) which may be significant to comply
with those rules and regulations for which the CFPB has oversight responsibility or fines for noncompliance.

Beginning on July 1, 2017 we became subject to the Durbin Amendment promulgated under the Dodd-Frank Act.
Under the Durbin Amendment, interchange fees for debit card transactions are capped at $0.21 plus five basis points
(plus $0.01 for fraud loss). This limitation on interchange fees has adversely impacted our results of operations and
will continue to do so.

Ongoing compliance with our regulatory obligations may result in further increased regulatory compliance costs, fee
reductions and restrictions on activities in which we may have otherwise engaged, any of which could have a material
adverse effect on our business, financial condition or results of operations. Moreover, our failure to comply with these
or other regulations could result in regulatory enforcement actions against us or make it more difficult to receive any
required regulatory approvals necessary to execute on our growth strategy, each of which could have a material
adverse effect on our results of operations, business or financial condition.

Future changes to the laws and regulations applicable to the financial industry, if enacted or adopted, may impact our
profitability or financial condition, require more oversight or change certain of our business practices, and expose us
to additional costs, including increased compliance costs. We cannot predict whether any such legislative or
regulatory changes, including those that could benefit our business and results of operations, will be enacted or
adopted or, if they are, whether they will have a material effect on us.

Changes to capital requirements for bank holding companies and depository institutions that became effective January
1, 2015 and that are now fully phased in may negatively impact Pinnacle Financial’s and Pinnacle Bank’s results of
operations.

In July 2013, the Federal Reserve and the FDIC approved final rules that substantially amended the regulatory
risk-based capital rules applicable to Pinnacle Bank and Pinnacle Financial. The final rules, which became effective
on January 1, 2015, implement the Basel III regulatory capital reforms and changes required by the Dodd-Frank Act.
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Under these rules, the leverage and risk-based capital ratios of bank holding companies may not be lower than the
leverage and risk-based capital ratios for insured depository institutions. The final rules include new minimum
risk-based capital and leverage ratios. Moreover, these rules refine the definition of what constitutes “capital” for
purposes of calculating those ratios, including the definitions of Tier 1 capital and Tier 2 capital. The minimum capital
level requirements now applicable to bank holding companies and banks subject to the rules are: (i) a CET1 capital
ratio of 4.5%; (ii) a Tier 1 capital ratio of 6%; (iii) a total capital ratio of 8%; and (iv) a Tier 1 leverage ratio of 4% for
all institutions. The rules also establish a “capital conservation buffer” of 2.5% (that is now fully phased in as of January
1, 2019) above the new regulatory minimum risk-based capital ratios, and result in the following minimum ratios now
that the capital conservation buffer is fully phased in: (i) a CET1 capital ratio of 7%, (ii) a Tier 1 capital ratio of 8.5%,
and (iii) a total capital ratio of 10.5%. We will be subject to limitations on paying dividends, engaging in share
repurchases and paying discretionary bonuses if our capital levels fall below these minimums plus the buffer amounts.
These limitations establish a maximum percentage of eligible retained income that could be utilized for such actions.
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Under these rules, Tier 1 capital generally consists of common stock (plus related surplus) and retained earnings,
minority interest in the equity accounts of consolidated subsidiaries, and noncumulative preferred stock and related
surplus, less goodwill and other specified intangible assets and other regulatory deductions. CET1 capital generally
consists of common stock, retained earnings and paid in capital. CET1 capital is reduced by goodwill, certain
intangible assets, net of associated deferred tax liabilities, deferred tax assets that arise from tax credit and net
operating loss carryforwards, net of any valuation allowance, and certain other items specified in the Basel III capital
rules. The Basel III capital rules also provide for a number of deductions from and adjustments to CET1 capital. These
include, for example, the requirement that mortgage servicing rights, deferred tax assets arising from temporary
differences that could not be realized through net operating loss carrybacks and significant investments in
non-consolidated financial entities be deducted from CET1 capital to the extent that any one such category exceeds
10% of CET1 capital or all such categories in the aggregate exceed 15% of CET1 capital.

Tier 2 capital generally consists of perpetual preferred stock and related surplus not meeting the Tier 1 capital
definition, qualifying subordinated debt, qualifying mandatorily convertible debt securities, and a limited amount of
loan loss reserves. Cumulative preferred stock and trust preferred securities issued after May 19, 2010, no longer
qualify as Tier 1 capital, but such securities issued prior to May 19, 2010, including in the case of bank holding
companies with less than $15.0 billion in total assets at that date, trust preferred securities issued prior to that date,
continue to count as Tier 1 capital subject to certain limitations. Following the merger with BNC and as a result of that
merger, our total assets were in excess of $15.0 billion which caused the subordinated debentures we and BNC issued
related to trust preferred offerings to cease to qualify as Tier 1 capital under applicable banking regulations. Though
these securities no longer qualify as Tier 1 capital, we believe these subordinated debentures continue to qualify as
Tier 2 capital. We may need to increase the level of Tier 1 capital we maintain through issuance of common stock or
noncumulative perpetual preferred stock, which could cause dilution to our existing common shareholders.

The final rules allow banks and their holding companies with less than $250 billion in assets a one-time opportunity to
opt-out of a requirement to include unrealized gains and losses in accumulated other comprehensive income in their
capital calculation. Both Pinnacle Financial and Pinnacle Bank opted-out of this requirement.

The application of more stringent capital requirements for Pinnacle Financial and Pinnacle Bank, like those adopted to
implement the Basel III reforms or future reforms, could, among other things, result in lower returns on invested
capital, require the raising of additional capital, particularly in the form of common stock, make it more difficult for us
to receive regulatory approvals related to our growth initiatives and result in regulatory actions if we were to be unable
to comply with such requirements. Furthermore, the imposition of liquidity requirements in connection with the
implementation of Basel III either because we became subject to those requirements directly or because our regulators
seek to propose additional on-balance sheet liquidity requirements on us, could result in our having to lengthen the
term of our funding, restructure our business models and/or increase our holdings of liquid assets, which could
adversely impact our results of operations.

Implementation of changes to asset risk weightings for risk-based capital calculations, items included or deducted in
calculating regulatory capital and/or additional capital conservation buffers could result in management modifying its
business strategy and could limit our ability to make distributions, including paying dividends or buying back shares.

Our ability to maintain required capital levels and adequate sources of funding and liquidity could be impacted by
changes in the capital markets and deteriorating economic and market conditions.

Federal and state bank regulators require Pinnacle Financial and Pinnacle Bank to maintain adequate levels of capital
to support operations. At December 31, 2018, Pinnacle Financial’s and Pinnacle Bank’s regulatory capital ratios were at
“well-capitalized” levels under regulatory guidelines. Growth in assets (either organically or as a result of acquisitions)
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at rates in excess of the rate at which our capital is increased through retained earnings will reduce our capital ratios
unless we continue to increase capital. Failure by us to meet applicable capital guidelines or to satisfy certain other
regulatory requirements could subject us to a variety of enforcement remedies available to the federal regulatory
authorities and would negatively impact our ability to pursue acquisitions or other expansion opportunities.

We may need to raise additional capital (including through the issuance of common stock) in the future to provide us
with sufficient capital resources and liquidity to meet our commitments and business needs or in connection with our
growth or as a result of deterioration in our asset quality. Our ability to maintain capital levels, sources of funding and
liquidity could be impacted by negative perceptions of our business or prospects, changes in the capital markets and
deteriorating economic and market conditions. Pinnacle Bank is required to obtain regulatory approval in order to pay
dividends to Pinnacle Financial unless the amount of such dividends does not exceed its net income for that calendar
year plus retained net income for the preceding two years. Any restriction on the ability of Pinnacle Bank to pay
dividends to Pinnacle Financial could impact Pinnacle Financial’s ability to continue to pay dividends on its common
stock or its ability to pay interest on its indebtedness.
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We cannot assure you that access to capital will be available to us on acceptable terms or at all. Any occurrence that
may limit our access to the capital markets may materially and adversely affect our capital costs and our ability to
raise capital and/or debt and, in turn, our liquidity. If we cannot raise additional capital when needed, our ability to
expand through internal growth or acquisitions or to continue operations could be impaired.

We currently invest in bank owned life insurance (“BOLI”) and may continue to do so in the future.

We had $525.7 million in general, hybrid and separate account BOLI contracts at December 31, 2018. BOLI is an
illiquid long-term asset that provides tax savings because cash value growth and life insurance proceeds are not
taxable. However, if we needed additional liquidity and converted the BOLI to cash, such transaction would be
subject to ordinary income tax and applicable penalties. We are also exposed to the credit risk of the underlying
securities in the investment portfolio and to the insurance carrier’s credit risk (in a general account contract). If BOLI
was exchanged to another carrier, additional fees would be incurred and a tax-free exchange could only be done for
insureds that were still actively employed by us at that time. There is interest rate risk relating to the market value of
the underlying investment securities associated with the BOLI in that there is no assurance that the market value of
these securities will not decline. Investing in BOLI exposes us to liquidity, credit and interest rate risk, which could
adversely affect our results of operations, financial condition and liquidity.

Our acquisitions and future expansion may result in additional risks.

From 2015 through 2017, we completed the acquisitions of CapitalMark, Magna, Avenue and BNC. We expect to
continue to consider and explore opportunities to expand in our current markets and in select primarily high-growth
markets located outside of Tennessee in the southeastern portion of the United States through additional branches and
also may consider expansion within these markets through additional acquisitions of all or part of other financial
institutions. These types of expansions involve various risks, including:

Management of Growth. We may be unable to successfully:
•maintain loan quality in the context of significant loan growth;
•identify and expand into suitable markets;
•obtain regulatory and other approvals;
•identify and acquire suitable sites for new banking offices;
•attract sufficient deposits and capital to fund anticipated loan growth;
•maintain adequate common equity and regulatory capital;
•scale our technology platform and operational infrastructure;
•avoid diversion or disruption of our existing operations or management as well as those of the acquired institution;
•maintain adequate management personnel and systems to oversee and support such growth;
•maintain adequate internal audit, loan review and compliance functions; and
•implement additional policies, internal controls, procedures and operating systems required to support such growth.

Results of Operations. There is no assurance that existing offices or future offices will maintain or achieve deposit
levels, loan balances or other operating results necessary to avoid losses or produce profits. Our growth strategy
necessarily entails growth in overhead expenses as we add new offices and staff. Our historical results may not be
indicative of future results or results that may be achieved as we continue to evaluate opportunities to increase the
number and concentration of our branch offices in our newer markets.

Development of offices. There are considerable costs involved in opening branches, and new branches generally do
not generate sufficient revenues to offset their costs until they have been in operation for at least a year or more.
Accordingly, any new branches we establish can be expected to negatively impact our earnings for some period of
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time until they reach certain economies of scale. The same is true for our efforts to expand in these markets with the
hiring of additional seasoned professionals with significant experience in that market. Our expenses could be further
increased if we encounter delays in opening any of our new branches. We may be unable to accomplish future branch
expansion plans due to a lack of available satisfactory sites, difficulties in acquiring such sites, failure or inability to
receive any required regulatory approvals, increased expenses or loss of potential sites due to complexities associated
with zoning and permitting processes, higher than anticipated merger and acquisition costs or other factors. Finally,
we have no assurance any branch will be successful even after it has been established or acquired, as the case may be.
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Regulatory and economic factors. Our growth and expansion plans may be adversely affected by a number of
regulatory and economic developments or other events. Failure or inability to obtain required regulatory approvals,
changes in laws and regulations or other regulatory developments and changes in prevailing economic conditions or
other unanticipated events may prevent or adversely affect our continued growth and expansion. Such factors may
cause us to alter our growth and expansion plans or slow or halt the growth and expansion process, which may prevent
us from entering into or expanding in our targeted markets or allow competitors to gain or retain market share in our
existing markets.

Infrastructure and Controls. We may not successfully implement improvements to, or integrate, our information and
control systems, procedures and processes in an efficient or timely manner and may discover deficiencies in existing
systems and controls. In particular, our systems, controls and procedures must be able to accommodate an increase in
transaction volume and the infrastructure that comes with new products, branches, markets or any combination
thereof. Thus, our growth strategy may divert management from our existing operation and may require us to incur
additional expenditures to expand our administrative and operational infrastructure, which may adversely affect
earnings, shareholder returns, and our efficiency ratio.

Failure to successfully address these and other issues related to our expansion could have a material adverse effect on
our financial condition and results of operations, and could adversely affect our ability to successfully implement our
business strategy. Also, if our growth occurs more slowly than anticipated or declines, our results of operations and
financial condition could be materially adversely affected.

We may face risks with respect to future acquisitions.

When we attempt to expand our business through mergers and acquisitions (as we did from 2015 through 2017), we
seek targets that are culturally similar to us, have experienced management and possess either significant market
presence or have potential for improved profitability through economies of scale or expanded services. In addition to
the general risks associated with our growth plans which are highlighted above, in general acquiring other banks,
businesses or branches, particularly those in markets with which we are less familiar, involves various risks
commonly associated with acquisitions, including, among other things:
•the time and costs associated with identifying and evaluating potential acquisition and merger targets;

•inaccuracies in the estimates and judgments used to evaluate credit, operations, culture, management and market risks
with respect to the target institution;

•

the time and costs of evaluating new markets, hiring experienced local management, including as a result of de novo
expansion into a market, and opening new bank locations, and the time lags between these activities and the
generation of sufficient assets and deposits to support the significant costs of the expansion that we may incur,
particularly in the first 12 to 24 months of operations;
•our ability to finance an acquisition and possible dilution to our existing shareholders;

•the diversion of our management’s attention to the negotiation of a transaction and integration of an acquired
company’s operations with ours;

•the incurrence of an impairment of goodwill associated with an acquisition and adverse effects on our results of
operations;
•entry into new markets where we have limited or no direct prior experience;

•closing delays and increased expenses related to the resolution of lawsuits filed by our shareholders or shareholders of
companies we may seek to acquire;

•the inability to receive regulatory approvals timely or at all, including as a result of community objections, or such
approvals being restrictively conditional; and
•risks associated with integrating the operations, technologies and personnel of the acquired business.
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Though we expect to remain principally focused on organically growing our business in our existing markets in 2019,
we nonetheless may have opportunities to evaluate merger and acquisition opportunities that are presented to us in our
current markets as well as other markets throughout the southeastern portion of the United States and conduct due
diligence activities related to possible transactions with other financial institutions. As a result, merger or acquisition
discussions and, in some cases, negotiations may take place and future mergers or acquisitions involving cash, debt or
equity securities and related capital raising transactions may occur at any time. Generally, acquisitions of financial
institutions involve the payment of a premium over book and market values, and, therefore, some dilution of our book
value and fully diluted earnings per share may occur in connection with any future transaction. Failure to realize the
expected revenue increases, cost savings, increases in product presence and/or other projected benefits from an
acquisition could have a material adverse effect on our financial condition and results of operations.
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In addition, we may face significant competition from numerous other financial services institutions, many of which
may have greater financial resources than we do, when considering acquisition opportunities, particularly in our
targeted high-growth markets located outside of Tennessee. Accordingly, attractive acquisition opportunities may not
be available to us. There can be no assurance that we will be successful in identifying or completing any potential
future acquisitions.

Certain of our deposits and other funding sources may be volatile and impact our liquidity.

In addition to the traditional core deposits, such as demand deposit accounts, interest checking, money market savings
and certificates of deposits less than $250,000, we utilize or in the past have utilized several noncore funding sources,
such as brokered certificates of deposit, FHLB Cincinnati advances, federal funds purchased and other sources. Our
dependence on our noncore funding has and will continue to fluctuate in future periods due to increased competition
in our markets or as a result of our growth.

We utilize these noncore funding sources to fund the ongoing operations and growth of Pinnacle Bank. The
availability of these noncore funding sources is subject to broad economic conditions, in some instances regulation,
and to investor assessment of our financial strength and, as such, the cost of funds may fluctuate significantly and/or
the availability of such funds may be restricted, thus impacting our net interest income, our immediate liquidity and/or
our access to additional liquidity. We have somewhat similar risks to the extent high balance core deposits exceed the
amount of deposit insurance coverage available.

We use brokered deposits, subject to certain limitations and requirements, as a source of funding to augment deposits
generated from our branch network, which are our principal source of funding. In the event that our funding strategies
call for the use of brokered deposits, there can be no assurance that such sources will be available, or will remain
available, or that the cost of such funding sources will be reasonable. Additionally, should we no longer be considered
well-capitalized, our ability to access new brokered deposits or retain existing brokered deposits could be affected by
market conditions, regulatory requirements or a combination thereof, which could result in most, if not all, brokered
deposit sources being unavailable. The inability to utilize brokered deposits as a source of funding could have an
adverse effect on our results of operations, financial condition and liquidity.

We impose certain internal limits as to the absolute level of noncore funding we will incur at any point in time. Should
we exceed those limitations, we may need to modify our growth plans, liquidate certain assets, participate loans to
correspondents or execute other actions to allow for us to return to an acceptable level of noncore funding within a
reasonable amount of time, any one of which actions could adversely affect our results of operations.

An ineffective risk management framework could have a material adverse effect on our strategic planning and our
ability to mitigate risks and/or losses and could have adverse regulatory consequences.

We have implemented a risk management framework to identify and manage our risk exposure. This framework is
comprised of various processes, systems and strategies, and is designed to manage the types of risk to which we are
subject, including, among others, credit, market, liquidity, operational, capital, compliance, strategic and reputational
risks. Our framework also includes financial, analytical, forecasting, or other modeling methodologies, which involves
management assumptions and judgment. In addition, our board of directors, in consultation with management, has
adopted a risk appetite statement, which sets forth certain thresholds and limits to govern our overall risk profile.
However, there is no assurance that our risk management framework, including the risk metrics under our risk appetite
statement, will be effective under all circumstances or that it will adequately identify, manage or mitigate any risk or
loss to us. If our risk management framework is not effective, we could suffer unexpected losses and become subject
to regulatory consequences, as a result of which our business, financial condition, results of operations or prospects
could be materially adversely affected.
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We are dependent on our information technology and telecommunications systems and third-party servicers, and
systems failures, interruptions or breaches of security could have an adverse effect on our financial condition and
results of operations.

We are dependent upon information technologies, computer systems and networks, including those maintained by us
and those maintained and provided to us by third parties, to conduct operations and are reliant on technology to help
increase efficiency in our business. These systems could become unavailable or impaired from a variety of causes,
including storms and other natural disasters, terrorist attacks, fires, utility outages, internal or external theft or fraud,
design defects, human error or complications encountered as existing systems are maintained, replaced or upgraded.
We maintain a system of internal controls and security to mitigate the risks of many of these occurrences and maintain
insurance coverage for certain risks; however, should an event occur that is not prevented or detected by our internal
controls, causes an interruption in service, or is uninsured against
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or in excess of applicable insurance limits, such occurrence could have an adverse effect on our business and our
reputation, which, in turn, could have a material adverse effect on our financial condition, results of operations and
liquidity.

Our operations rely on the secure processing, storage and transmission of confidential and other information in our
computer systems and networks. Although we take protective measures and endeavor to modify these systems as
circumstances warrant, the security of our computer systems, software and networks may be vulnerable to breaches,
unauthorized access, misuse, computer viruses or other malicious code and other events that could have a security
impact. We provide our customers the ability to bank remotely, including over the Internet or through their mobile
device. The secure transmission of confidential information is a critical element of remote and mobile banking. Our
network, and the systems of parties with whom we contract or on which we rely, as well as those of our customers and
regulators, could be vulnerable to unauthorized access, computer viruses, phishing schemes, spam attacks, human
error, natural disasters, power loss and other security breaches. Sources of attacks vary and may include hackers,
disgruntled employees or vendors, organized crime, terrorists, foreign governments, corporate espionage and activists.
In recent periods, there continues to be a rise in electronic fraudulent activity, security breaches and cyber-attacks
within the financial services industry, especially in the commercial banking sector due to cyber criminals targeting
commercial bank accounts.

Cybersecurity risks for banking organizations have significantly increased in recent years in part because of the
proliferation of new technologies, and the use of the Internet and telecommunications technologies to conduct
financial transactions. For example, cybersecurity risks may increase in the future as we continue to increase our
mobile-payment and other internet-based product offerings and expand our internal usage of web-based products and
applications. Even the most advanced internal control environment may be vulnerable to compromise. Targeted social
engineering attacks are becoming more sophisticated and are extremely difficult to prevent. The techniques used by
bad actors change frequently, may not be recognized until launched and may not be recognized until well after a
breach has occurred. Additionally, the existence of cyber attacks or security breaches at third parties with access to our
data, such as vendors, may not be disclosed to us in a timely manner. Consistent with industry trends, we remain at
risk for attempted electronic fraudulent activity, as well as attempts at security breaches and cybersecurity-related
incidents. We may be required to spend significant capital and other resources to protect against the threat of security
breaches and computer viruses, or to alleviate problems caused by security breaches or viruses. To the extent that our
activities or the activities of our vendors, regulators or customers involve the storage and transmission of confidential
information, security breaches (including breaches of security of customer, vendor or regulator systems and networks)
and viruses could expose us to claims, litigation and other possible liabilities, which may be significant. Any inability
to prevent security breaches or computer viruses could also cause existing customers to lose confidence in our systems
and could adversely affect our reputation, results of operations and ability to attract and maintain customers and
businesses. In addition, a security breach could also subject us to additional regulatory scrutiny, expose us to civil
litigation and possible financial liability and cause reputational damage.

In addition, we outsource many of our major systems, such as data processing, loan servicing and deposit processing
systems. The failure of these systems, or the termination of a third-party software license or service agreement on
which any of these systems is based, could interrupt our operations. Because our information technology and
telecommunications systems interface with and depend on third-party systems, we could experience service denials if
demand for such services exceeds capacity or such third-party systems fail or experience interruptions. If sustained or
repeated, a system failure or service denial could result in a deterioration of our ability to process new and renewal
loans, gather deposits and provide customer service, compromise our ability to operate effectively, damage our
reputation, result in a loss of customer business and/or subject us to additional regulatory scrutiny and possible
financial liability, any of which could have a material adverse effect on our financial condition and results of
operations.
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We also face the risk of operational disruption, failure, termination, or capacity constraints of any of the third parties
that facilitate our business activities, including vendors, exchanges, and other financial intermediaries. Such parties
could also be the source or cause of an attack on, or breach of, our operational systems, data or infrastructure, and
could disclose such attack or breach to us in a delayed manner or not at all. In addition, we may be at risk of an
operational failure with respect to our customers’ systems. Our risk and exposure to these matters remains heightened
because of, among other things, the evolving nature of these threats and the continued uncertain global economic
environment.

As cyber threats continue to evolve, we may be required to expend significant, additional resources to continue to
modify or enhance our protective measures, investigate and remediate any information security vulnerabilities, or
respond to any changes to state or federal regulations, policy statements or laws concerning information systems or
security. Any failure to maintain adequate security over our information systems, our technology-driven products and
services or our customers’ personal and transactional information could negatively affect our business and our
reputation and result in fines, penalties, or other costs, including litigation expense and/or additional compliance costs,
all of which could have material adverse effect on our financial condition, results of operations and liquidity.
Furthermore, the public perception that a cyber attack on our systems has been successful, whether or not this
perception is correct, may damage our reputation with customers and third parties with whom we
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do business. A successful penetration or circumvention of system security could cause us negative consequences,
including loss of customers and business opportunities, disruption to our operations and business, misappropriation or
destruction of our confidential information and/or that of our customers, or damage to our customers’ and/or third
parties’ computers or systems, and could result in a violation of applicable privacy laws and other laws, litigation
exposure, regulatory fines, penalties or intervention, loss of confidence in our security measures, reputational damage,
reimbursement or other compensatory costs, additional compliance costs, and could adversely impact our results of
operations, liquidity and financial condition.

Our risk and exposure to cyber threats and other information security breaches is heightened as we expand our use of
cloud technology and internet and mobile banking delivery channels for our products and services.

Environmental liability associated with commercial lending could result in losses.

In the course of business, Pinnacle Bank may acquire, through foreclosure, or deed in lieu of foreclosure, properties
securing loans it has originated or purchased which are in default. Particularly in commercial real estate lending, there
is a risk that hazardous substances could be discovered on these properties. In this event, Pinnacle Financial, or
Pinnacle Bank, might be required to remove these substances from the affected properties at our sole cost and
expense. The cost of this removal could substantially exceed the value of affected properties. We may not have
adequate remedies against the prior owner or other responsible parties and could find it difficult or impossible to sell
the affected properties. These events could have a material adverse effect on our business, results of operations and
financial condition.

We have acquired a number of retail banking facilities and other real properties, any of which may contain hazardous
or toxic substances. If hazardous or toxic substances are found, we may be liable for remediation costs, as well as for
personal injury and property damage. Environmental laws may require us to incur substantial expenses and may
materially reduce the affected property’s value or limit our ability to use or sell the affected property. In addition,
future laws or more stringent interpretations or enforcement policies with respect to existing laws may increase our
exposure to environmental liability.

National or state legislation or regulation may increase our expenses and reduce earnings.

Bank regulators are increasing regulatory scrutiny, and additional restrictions (including those originating from the
Dodd-Frank Act) on financial institutions have been proposed or adopted by regulators and by Congress. Changes in
tax law, federal legislation, regulation or policies, such as bankruptcy laws, deposit insurance, consumer protection
laws, and capital requirements, among others, can result in significant increases in our expenses and/or charge-offs,
which may adversely affect our results of operations and financial condition. Changes in state or federal tax laws or
regulations can have a similar impact. State and municipal governments, including the State of Tennessee, could seek
to increase their tax revenues through increased tax levies which could have a meaningful impact on our results of
operations. Furthermore, financial institution regulatory agencies are expected to continue to be aggressive in
responding to concerns and trends identified in examinations, including the continued issuance of additional formal or
informal enforcement or supervisory actions. These actions, whether formal or informal, could result in our agreeing
to limitations or to take actions that limit our operational flexibility, restrict our growth or increase our capital or
liquidity levels. Failure to comply with any formal or informal regulatory restrictions, including informal supervisory
actions, could lead to further regulatory enforcement actions. In addition, the issuance of certain regulatory
enforcement actions against Pinnacle Financial or Pinnacle Bank could constitute an event of default under our loan
agreement with U.S. Bank, which could cause the acceleration of any outstanding borrowings under the loan
agreement and termination of the agreement.
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Negative developments in the financial services industry and the impact of recently enacted or new legislation in
response to those developments could negatively impact our operations by restricting our business operations,
including our ability to originate or sell loans, and adversely impact our financial performance. In addition, industry,
legislative or regulatory developments may cause us to materially change our existing strategic direction, capital
strategies, compensation or operating plans.

Our business reputation and relationships are important and any damage to them could have a material adverse effect
on our business.

Our reputation is very important in sustaining our business and we rely on our relationships with our current, former
and potential clients and shareholders and other actors in the industries that we serve. Any damage to our reputation,
whether arising from regulatory, supervisory or enforcement actions, matters affecting our financial reporting or
compliance with SEC and exchange listing requirements, negative publicity, the way in which we conduct our
business or otherwise could strain our existing relationships and make it difficult for us to develop new relationships.
Any such damage to our reputation and relationships could in turn lead to a material adverse effect on our business.
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We face substantial competition and are subject to certain regulatory constraints not applicable to some of our
competitors, which may decrease our growth or profits.

We face substantial competition for deposits, and for credit and trust relationships, and other financial services and
products in the communities we serve. Competing providers include other banks, thrifts and trust companies,
insurance companies, mortgage banking operations, credit unions, finance companies, title companies, money market
funds and other financial and nonfinancial companies which may offer products functionally equivalent to those
offered by us. Competing providers may have greater financial resources than we do and offer services within and
outside the market areas we serve. In addition to this challenge of attracting and retaining customers for traditional
banking services, our competitors include securities dealers, brokers, mortgage bankers, investment advisors and
finance and insurance companies who seek to offer one-stop financial services to their customers that may include
services that financial institutions have not been able or allowed to offer to their customers in the past. The
increasingly competitive environment is primarily a result of changes in regulation, changes in technology and
product delivery systems and the accelerating pace of consolidation among financial service providers. If we are
unable to adjust both to increased competition for traditional banking services and changing customer needs and
preferences, our financial performance could be adversely affected.

Some of our competitors, including credit unions, are not subject to certain regulatory constraints, such as the
Community Reinvestment Act, which, among other things, requires us to implement procedures to make and monitor
loans throughout the communities we serve. Credit unions also have federal tax exemptions that may allow them to
offer lower rates on loans and higher rates on deposits than taxpaying financial institutions such as commercial banks.
In addition, non-depository institution competitors are generally not subject to the extensive regulation applicable to
institutions, like Pinnacle Bank, that offer federally insured deposits. Other institutions may have other competitive
advantages in particular markets or may be willing to accept lower profit margins on certain products. These
differences in resources, regulation, competitive advantages, and business strategy may decrease our net interest
margin, may increase our operating costs, and may make it harder for us to compete profitably.

Inability to retain senior management and key employees or to attract new experienced financial services professionals
could impair our relationship with our customers, reduce growth and adversely affect our business.

We have assembled a senior management team which has substantial background and experience in banking and
financial services in our markets. Moreover, much of our organic loan growth that we have experienced in recent
years (and that we are seeking in 2019 and beyond) was the result not of strong loan demand but rather of our ability
to attract experienced financial services professionals who have been able to attract customers from other financial
institutions. We are deploying a similar hiring strategy in the Carolinas and Virginia. Inability to retain these key
personnel (including key personnel of the businesses we have acquired) or to continue to attract experienced lenders
with established books of business (including, in either case, as a result of competitive compensation and other hiring
and retention pressures), at all or at the pace we have anticipated, could negatively impact our growth because of the
loss of these individuals’ skills and customer relationships and/or the potential difficulty of promptly replacing them.
Moreover, the higher costs we have to pay to hire and retain these experienced individuals could cause our noninterest
expense levels to rise and negatively impact our results of operations.

We are subject to certain litigation, and our expenses related to this litigation may adversely affect our results.

We are from time to time subject to certain litigation in the ordinary course of our business. As we have aggressively
hired new revenue producing associates over the last five years we, and the associates we have hired, have also
periodically been the subject of litigation and threatened litigation with these associates’ former employers. We may
also be subject to claims related to our loan servicing programs, particularly those involving servicing of commercial
real estate loans. These and other claims and legal actions, as well as supervisory and enforcement actions by our
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regulators, including the CFPB or other regulatory agencies with which we deal, including those with oversight of our
loan servicing programs, could involve large monetary claims, capital directives, agreements with federal regulators,
cease and desist orders and significant defense costs. The outcome of any such cases or actions is uncertain.
Substantial legal liability or significant regulatory action against us could have material adverse financial effects or
cause significant reputational harm to us, which in turn could seriously harm our business prospects.

In accordance with GAAP, for matters where a loss is not probable or the amount of the loss cannot be estimated, no
accrual is established. For matters where it is probable we will incur a loss and the amount can be reasonably
estimated, we establish an accrual for the loss. Once established, the accrual is adjusted periodically to reflect any
relevant developments. The actual cost of any outstanding legal proceedings or threatened claims, however, may turn
out to be substantially higher than the amount accrued. Further, our insurance may not cover all litigation, other
proceedings or claims, or the costs of defense. Future developments could result in an unfavorable outcome for any
existing or new lawsuits or investigations in which we are, or may become, involved, which may have a material
adverse effect on our business and our results of operations.
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Our business is dependent on technology, and an inability to invest in technological improvements may adversely
affect our results of operations and financial condition.

The financial services industry is undergoing rapid technological changes with frequent introductions of new
technology-driven solutions, and as customer preferences and expectations continue to evolve, technology has
lowered barriers to entry and made it possible for non-banks to offer products and services traditionally provided by
banks, such as automatic transfer and automatic payment systems, as well as nontraditional alternatives like
crowdfunding and digital wallets. In addition to better serving customers, the effective use of technology increases
efficiency and enables financial institutions to reduce costs. We have made significant investments in data processing,
management information systems and internet banking accessibility. Our future success will depend in part upon our
ability to create additional efficiencies in our operations through the use of technology. Many of our competitors have
substantially greater resources to invest in technological improvements. We cannot make assurances that our
technological improvements will increase our operational efficiency or that we will be able to effectively implement
new technology-driven solutions or be successful in marketing these products and services to our customers.

We are subject to various statutes and regulations that may impose additional costs or limit our ability to take certain
actions.

We operate in a highly regulated industry and are subject to examination, supervision, and comprehensive regulation
by various regulatory agencies. Our compliance with these regulations is costly and restricts certain of our activities,
including payment of dividends, mergers and acquisitions, investments, loans and interest rates charged on loans,
interest rates paid on deposits and locations of offices. We are also subject to capital requirements established by our
regulators, which require us to maintain specified levels of capital. It is possible that our FDIC assessments may
increase in the future. Any future assessment increases could negatively impact our results of operations. Significant
changes in laws and regulations applicable to the banking industry have been recently adopted and others are being
considered in Congress. We cannot predict the effects of these changes on our business and profitability. Because
government regulation greatly affects the business and financial results of commercial banks and bank holding
companies, our cost of compliance could adversely affect our ability to operate profitably.

The soundness of other financial institutions could adversely affect us.

Our ability to engage in routine funding transactions could be adversely affected by the actions and financial stability
of other financial institutions. Financial services institutions are interrelated as a result of trading, clearing,
counterparty or other relationships. We have exposure to various counterparties, including brokers and dealers,
commercial and correspondent banks, and others. As a result, defaults by, or rumors or questions about, one or more
financial services institutions, or the financial services industry generally, may result in market-wide liquidity
problems and could lead to losses or defaults by such other institutions. Such occurrences could expose us to credit
risk in the event of default of one or more counterparties and could have a material adverse effect on our financial
position, results of operations and liquidity.

We depend on the accuracy and completeness of information about customers.

In deciding whether to extend credit or enter into certain transactions, we rely on information furnished by or on
behalf of customers, including financial statements, credit reports, tax returns and other financial information. We may
also rely on representations of those customers or other third parties, such as independent auditors, as to the accuracy
and completeness of that information. Reliance on inaccurate or misleading personal information, financial
statements, credit reports, tax returns or other financial information, including information falsely provided as a result
of identity theft, could have an adverse effect on our business, financial condition and results of operations.
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We may be subject to claims and litigation asserting lender liability.

From time to time, and particularly during periods of economic stress, customers, including real estate developers and
consumer borrowers, may make claims or otherwise take legal action pertaining to performance of our
responsibilities. These claims are often referred to as “lender liability” claims and are sometimes brought in an effort to
produce or increase leverage against us in workout negotiations or debt collection proceedings. Lender liability claims
frequently assert one or more of the following allegations: breach of fiduciary duties, fraud, economic duress, breach
of contract, breach of the implied covenant of good faith and fair dealing, and similar claims. Whether customer
claims and legal action related to the performance of our responsibilities are founded or unfounded, if such claims and
legal actions are not resolved in a favorable manner, they may result in significant financial liability and/or adversely
affect our market reputation, products and services, as well as potentially affecting customer demand for those
products and services. Any financial liability or reputation damage could have a material adverse effect on our
business, which, in turn, could have a material adverse effect on our financial condition, results of operations and
liquidity.
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We may be subject to claims and litigation pertaining to fiduciary responsibility.

From time to time as part of our normal course of business, customers may make claims and take legal action against
us based on actions or inactions related to the fiduciary responsibilities of Pinnacle Bank’s trust and wealth
management associates. If such claims and legal actions are not resolved in a manner favorable to us, they may result
in financial liability and/or adversely affect our market reputation or our products and services. Any financial liability
or reputation damage could have a material adverse effect on our business, which, in turn, could have a material
adverse effect on our financial condition and results of operations.

Natural disasters may adversely affect us.

Our operations and customer base are located in markets where natural disasters, including tornadoes, severe storms,
fires, wildfires, floods, hurricanes and earthquakes often occur. Such natural disasters could significantly impact the
local population and economies and our business, and could pose physical risks to our properties. Although our
banking offices are geographically dispersed throughout portions of the southeastern United States and we maintain
insurance coverages for such events, a significant natural disaster in or near one or more of our markets could have a
material adverse effect on our financial condition, results of operations or liquidity.

Pinnacle Financial is required to act as a source of financial and managerial strength for Pinnacle Bank in times of
stress.

Under federal law, Pinnacle Financial is required to act as a source of financial and managerial strength to Pinnacle
Bank, and to commit resources to support Pinnacle Bank if necessary. Pinnacle Financial may be required to commit
additional resources to Pinnacle Bank at times when Pinnacle Financial may not be in a financial position to provide
such resources or when it may not be in Pinnacle Financial’s, or its shareholders’ or its creditors’ best interests to do so.
Providing such support is more likely during times of financial stress for Pinnacle Financial and Pinnacle Bank, which
may make any capital Pinnacle Financial is required to raise to provide such support more expensive than it might
otherwise be. In addition, any capital loans Pinnacle Financial makes to Pinnacle Bank are subordinate in right of
payment to depositors and to certain other indebtedness of Pinnacle Bank. In the event of Pinnacle Financial’s
bankruptcy, any commitment by it to a federal banking regulator to maintain the capital of Pinnacle Bank will be
assumed by the bankruptcy trustee and entitled to priority of payment.

Non-compliance with the USA PATRIOT Act, the Bank Secrecy Act or other laws and regulations could result in
fines or sanctions against us.

The Bank Secrecy Act, as amended by the USA PATRIOT Act of 2001, requires financial institutions to design and
implement programs to prevent financial institutions from being used for money laundering and terrorist activities. If
such activities are detected, financial institutions are obligated to file suspicious activity reports with the U.S. Treasury
Department's Office of Financial Crimes Enforcement Network. These rules require financial institutions to establish
procedures for identifying and verifying the identity of customers seeking to open new financial accounts. Failure to
comply with these regulations could result in fines or sanctions, including restrictions on conducting acquisitions or
establishing new branches, as well as additional operating expenses to add staff and/or technological enhancements to
our systems to better comply with our obligations. Failure to maintain and implement adequate programs to combat
money laundering and terrorist financing could also have serious reputational consequences for us, which could have a
material adverse effect on our business, financial condition or results of operations.

The price of our common stock may be volatile or may decline.
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The trading price of our common stock may fluctuate as a result of a number of factors, many of which are outside our
control. In addition, the stock market is subject to fluctuations in trading volumes that affect the market prices of the
shares of many companies. These broad market fluctuations could adversely affect the market price of our common
stock. Among the factors that could affect our stock price are:
•actual or anticipated quarterly fluctuations in our results of operations and financial condition;

•changes in revenue or earnings estimates or publication of research reports and recommendations by financial
analysts;
•failure to meet analysts’ revenue or earnings estimates;
•speculation in the press or investment community;
•strategic actions by us or our competitors;
•actions by institutional shareholders;
•fluctuations in the stock price and operating results of our competitors;

•general market conditions and, in particular, developments related to market conditions for the financial services
industry;
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•market perceptions about the innovation economy, including levels of funding or "exit" activities of companies in the
industries we serve;
•proposed or adopted regulatory changes or developments;
•changes in the political climate;
•market reactions to social media messages or posts;
•anticipated or pending investigations, proceedings or litigation that involve or affect us; and
•domestic and international economic factors unrelated to our performance.

The trading price of the shares of our common stock and the value of our other securities will further depend on many
factors, which may change from time to time, including, without limitation, our financial condition, performance,
creditworthiness and prospects, and future sales of our equity or equity-related securities. In some cases, the markets
have produced downward pressure on stock prices and credit availability for certain issuers without regard to those
issuers’ underlying financial strength. A significant decline in our stock price could result in substantial losses for
individual shareholders and could lead to costly and disruptive securities litigation, as well as the loss of key
employees.

Our ability to declare and pay dividends is limited.

While our board of directors has approved the payment of a quarterly cash dividend on our common stock since the
fourth quarter of 2013, there can be no assurance of whether or when we may pay dividends on our common stock in
the future. Future dividends, if any, will be declared and paid at the discretion of our board of directors and will
depend on a number of factors, including our and Pinnacle Bank’s capital levels. Our principal source of funds used to
pay cash dividends on our common stock will be dividends that we receive from Pinnacle Bank. Although Pinnacle
Bank’s asset quality, earnings performance, liquidity and capital requirements will be taken into account before we
declare or pay any future dividends on our common stock, our board of directors will also consider our liquidity and
capital requirements and our board of directors could determine to declare and pay dividends without relying on
dividend payments from Pinnacle Bank.

Federal and state banking laws and regulations and state corporate laws restrict the amount of dividends we may
declare and pay and that Pinnacle Bank may declare and pay to us. For example, Federal Reserve regulations
implementing the capital rules required under Basel III do not permit dividends unless capital levels exceed certain
higher levels applying capital conservation buffers.

In addition, the terms of (i) our subordinated debentures, (ii) the subordinated notes we assumed upon consummation
of the Avenue merger, and (iii) the subordinated debentures and subordinated notes we assumed upon the
consummation of the BNC merger, prohibit us from paying dividends on our common stock at times when we are
deferring the payment of interest on such subordinated debentures or subordinated notes. Moreover, the terms of the
loan agreement for Pinnacle Financial’s line of credit prohibits us from paying dividends when there is an event of
default existing under the loan agreement, or the payment of a dividend would cause an event of default.

We may issue additional common stock or other equity securities in the future which could dilute the ownership
interest of existing shareholders.

We may issue additional shares of common stock, or securities convertible into, exchangeable for or representing
rights to acquire shares of common stock, including in connection with acquisitions. We may sell these shares at
prices below the current market price of shares, and the sale of these shares may significantly dilute shareholder
ownership. We could also issue additional shares in connection with acquisitions of other financial institutions (as we
did in connection with our acquisition of BNC and our other recent acquisitions) or investments in fee-related
businesses such as BHG, which could also dilute shareholder ownership.
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Holders of Pinnacle Financial’s and Pinnacle Bank’s indebtedness and junior subordinated debentures have rights that
are senior to those of Pinnacle Financial’s shareholders.

At December 31, 2018, Pinnacle Financial had outstanding trust preferred securities and accompanying junior
subordinated debentures totaling $133.0 million. Payments of the principal and interest on the trust preferred securities
are conditionally guaranteed by Pinnacle Financial, and the accompanying subordinated debentures are senior to
shares of Pinnacle Financial’s common stock. As a result, Pinnacle Financial must make payments on the subordinated
debentures (and the related trust preferred securities) before any dividends can be paid on common stock and, in the
event of Pinnacle Financial’s bankruptcy, dissolution or liquidation, the holders of the subordinated debentures must be
satisfied before any distributions can be made on Pinnacle Financial’s common stock. Pinnacle Financial has the right
to defer distributions on its junior subordinated debentures (and the related trust preferred securities) for up to five
years, during which time no dividends may be paid on its common stock.
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If our financial condition deteriorates or if we do not receive required regulatory approvals, we may be required to
defer distributions on our junior subordinated debentures.

From time to time, Pinnacle Financial and Pinnacle Bank have issued, and in connection with the Avenue merger and
BNC merger, assumed, subordinated notes. At December 31, 2018, Pinnacle Financial and Pinnacle Bank had an
aggregate of $339.9 million of subordinated notes outstanding, not including the subordinated debentures issued in
connection with our trust preferred securities. The terms of these notes prohibit or will prohibit Pinnacle Financial or
Pinnacle Bank, as applicable, from declaring or paying any dividends or distributions on its common stock at any time
when payment of interest on these notes has not been timely made and while any such accrued and unpaid interest
remains unpaid. Moreover, the notes we have issued or assumed rank senior to shares of Pinnacle Financial’s common
stock. In the event of any bankruptcy, dissolution or liquidation of Pinnacle Financial, these notes, along with Pinnacle
Financial’s other indebtedness, would have to be repaid before Pinnacle Financial’s shareholders would be entitled to
receive any of the assets of Pinnacle Financial.

Pinnacle Financial or Pinnacle Bank may from time to time issue additional subordinated indebtedness that would
have to be repaid before Pinnacle Financial’s shareholders would be entitled to receive any of the assets of Pinnacle
Financial or Pinnacle Bank.

We identified a material weakness in our internal controls over financial reporting and determined that our disclosure
controls and procedures were not effective. We may be unable to develop, implement and maintain effective internal
control over financial reporting and disclosure controls and procedures in future periods.

The Sarbanes-Oxley Act and related rules and regulations require that management report annually on the
effectiveness of our internal control over financial reporting and assess the effectiveness of our disclosure controls and
procedures on a quarterly basis. Among other things, management must conduct an assessment of our internal control
over financial reporting to allow management to report on the effectiveness of our internal control over financial
reporting, as required by Section 404 of the Sarbanes-Oxley Act and related rules and regulations. Maintaining and
adapting our internal controls is expensive and requires significant management attention. Moreover, as we continue
to grow, our internal controls may become more complex and require additional resources to ensure they remain
effective amid dynamic regulatory and other guidance. Failure to maintain effective controls or implement required
new or improved controls or difficulties encountered in the process may harm our results of operations and financial
condition or cause us to fail to meet our reporting obligations.

Based on management’s assessment, we concluded that our disclosure controls and procedures were not effective as of
December 31, 2018 and that we had as of such date a material weakness in our internal control over financial
reporting. The specific issues leading to these conclusions are described in Part II - Item 9A. “Controls and Procedures”
of this Form 10-K and in “Management’s Report on Internal Control over Financial Reporting” appearing elsewhere in
this Form 10-K. A material weakness is a deficiency, or a combination of deficiencies, in internal control over
financial reporting such that there is a reasonable possibility that a material misstatement of our annual or interim
consolidated financial statements would not be prevented or detected on a timely basis. The material weakness
identified in Item 9A did not result in any material misstatement in our consolidated financial statements and we have
implemented remedial measures intended to address the material weaknesses and related disclosure controls.
However, if the remedial measures we have implemented are insufficient, or if additional material weakness or
significant deficiencies in our internal control over financial reporting or in our disclosure controls occur in the future,
our future consolidated financial statements or other information filed with the SEC may contain material
misstatements. Any material misstatements could require a restatement of our consolidated financial statements, cause
us to fail to meet our reporting obligations or cause investors to lose confidence in our reported financial information,
leading to a decline in the market value of our securities.
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Our issuance of preferred stock could adversely affect holders of our common stock.

We have the ability under our current effective shelf registration statement to issue shares of preferred stock. Further,
our shareholders authorized our board of directors to issue up to 10,000,000 shares of preferred stock without any
further action on the part of our shareholders. Our board also has the power, without shareholder approval, to set the
terms of any series of preferred stock that may be issued, including voting rights, dividend rights, preferences over our
common stock with respect to dividends or in the event of a dissolution, liquidation or winding up, and other terms. In
the event that we issue preferred stock in the future that has preference over our common stock with respect to
payment of dividends or upon our liquidation, dissolution, or winding up, or if we issue debt securities, incur other
borrowings or issue preferred stock with voting rights that dilute the voting power of our common stock, the rights of
the holders of our common stock or the market price of our common stock could be adversely affected.
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We and/or the holders of certain classes of our securities could be adversely affected by unfavorable ratings from
rating agencies.

The ratings agencies regularly evaluate Pinnacle Financial and Pinnacle Bank, and their ratings of our long-term debt
are based on a number of factors, including our financial strength as well as factors not entirely within our control,
including conditions affecting the financial services industry generally. There can be no assurance that we will not
receive adverse changes in our ratings in the future, which could adversely affect the cost and other terms upon which
we are able to obtain funding, and the way in which we are perceived in the capital markets. Actual or anticipated
changes, or downgrades in our credit ratings, including any announcement that our ratings are under review for a
downgrade, could affect the market value and liquidity of our securities, increase our borrowing costs and negatively
impact our profitability. Additionally, a downgrade of the credit rating of any particular security issued by us or our
subsidiaries could negatively affect the ability of the holders of that security to sell the securities and the prices at
which any such securities may be sold.

Even though our common stock is currently traded on the Nasdaq Stock Market’s Global Select Market, it has less
liquidity than many other stocks quoted on a national securities exchange.

The trading volume in our common stock on the Nasdaq Global Select Market has been relatively low when compared
with larger companies listed on the Nasdaq Global Select Market or other stock exchanges. Although we have
experienced increased liquidity in our stock, we cannot say with any certainty that a more active and liquid trading
market for our common stock will continue to develop. Because of this, it may be more difficult for shareholders to
sell a substantial number of shares for the same price at which shareholders could sell a smaller number of shares.

We cannot predict the effect, if any, that future sales of our common stock in the market, or the availability of shares
of common stock for sale in the market, will have on the market price of our common stock. We can give no
assurance that sales of substantial amounts of common stock in the market, or the potential for large amounts of sales
in the market, would not cause the price of our common stock to decline or impair our future ability to raise capital
through sales of our common stock.

The market price of our common stock has fluctuated significantly, and may fluctuate in the future. These fluctuations
may be unrelated to our performance. General market or industry price declines or overall market volatility in the
future could adversely affect the price of our common stock, and the current market price may not be indicative of
future market prices.

Our corporate organizational documents and the provisions of Tennessee law to which we are subject contain certain
provisions that could have an anti-takeover effect and may delay, make more difficult or prevent an attempted
acquisition of Pinnacle Financial that you may favor.

Our amended and restated charter, as amended, and bylaws, as amended, contain various provisions that could have an
anti-takeover effect and may delay, discourage or prevent an attempted acquisition or change of control of Pinnacle
Financial. These provisions include:

•a provision requiring our board of directors to take into account specific factors when considering an acquisition
proposal;

•a provision that all extraordinary corporate transactions to which we are a party must be approved by a majority of the
directors and a majority of the shares entitled to vote;

•
a provision that any special meeting of our shareholders may be called only by our chairman, our chief executive
officer, our president, our board of directors, or the holders of 25% of the outstanding shares of our voting stock that
have held those shares for at least one year; and
•

Edgar Filing: PINNACLE FINANCIAL PARTNERS INC - Form 10-K

77



a provision establishing certain advance notice procedures for nomination of candidates for election as
directors at an annual or special meeting of shareholders at which directors are elected.

Additionally, our amended and restated charter, as amended, authorizes the board of directors to issue shares of our
preferred stock without shareholder approval and upon such terms as the board of directors may determine. The
issuance of our preferred stock, while providing desirable flexibility in connection with possible acquisitions,
financings, and other corporate purposes, could have the effect of making it more difficult for a third party to acquire,
or of discouraging a third party from acquiring, a controlling interest in us. In addition, certain provisions of
Tennessee law, including a provision which restricts certain business combinations between a Tennessee corporation
and certain affiliated shareholders, may delay, discourage or prevent an attempted acquisition or change in control of
our company.
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An investment in our common stock is not an insured deposit and is not guaranteed by the FDIC.

An investment in our common stock is not a bank deposit and, therefore, is not insured against loss or guaranteed by
the FDIC, any other deposit insurance fund or by any other public or private entity. An investment in our common
stock is inherently risky for the reasons described herein and our shareholders will bear the risk of loss if the value or
market price of our common stock is adversely affected.

ITEM 1B.  UNRESOLVED STAFF COMMENTS

None.

ITEM 2.  PROPERTIES

The Company's executive offices are located at 150 Third Avenue South, Suite 900, Nashville, Tennessee. At
December 31, 2018, we conducted banking operations in 114 offices in four states. These offices include both owned
and leased facilities as follows:
State OwnedLeasedTotal
Tennessee 27 20 47
North Carolina 30 8 38
South Carolina 12 9 21
Virginia 6 2 8

75 39 114

ITEM 3.  LEGAL PROCEEDINGS

Various legal proceedings to which Pinnacle Financial or a subsidiary of Pinnacle Financial is party arise from time to
time in the normal course of business. There are no material pending legal proceedings to which Pinnacle Financial or
any of its subsidiaries is a party or of which any of its or its subsidiaries' properties are subject.

ITEM 4.  MINE SAFETY DISCLOSURES

Not applicable.
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PART II

ITEM 5.  MARKET FOR REGISTRANT'S COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND
ISSUER PURCHASES OF EQUITY SECURITIES

Pinnacle Financial's common stock is traded on the Nasdaq Global Select Market under the symbol "PNFP" and has
traded on that market since July 3, 2006. As of February 22, 2019, Pinnacle Financial had approximately 4,936
stockholders of record.

In connection with the settlement of income tax liabilities associated with the Company's equity compensation plans
and pursuant to the common stock share repurchase program approved by the Pinnacle Financial board of directors
and announced during the fourth quarter of 2018, Pinnacle Financial repurchased shares of its common stock during
the quarter ended December 31, 2018 as follows:

Period

Total
Number of
Shares
Repurchased
(1)

Average
Price
Paid Per
Share

Total
Number of
Shares
Purchased
as Part of
Publicly
Announced
Plans or
Programs (2)

 Approximate
Dollar Value
of Shares
That May
Yet Be
Purchased
Under the
Plans or
Programs

October 1, 2018 to October 31, 2018 1,782 $ 55.27 — $ —
November 1, 2018 to November 30, 2018 161,482 56.13 161,200 90,950,000
December 1, 2018 to December 31, 2018 244,000 47.69 244,000 79,314,000
Total 407,264 $ 51.12 405,200 $ 79,314,000

(1) During the quarter ended December 31, 2018, 48,225 shares of restricted stock previously awarded to certain of our
associates vested. 40,306 of these shares that vested were subject to Section 83(b) elections made at the time the
award was granted. For the remaining 7,919 restricted share awards which vested during the quarter ended December
31, 2018, we withheld 2,064 shares to satisfy tax withholding requirements associated with their vesting.

(2) On November 13, 2018, Pinnacle Financial announced that its board of directors authorized a share repurchase
program for up to $100.0 million of Pinnacle Financial’s outstanding common stock. The repurchase program is
scheduled to expire upon the earlier of Pinnacle Financial’s repurchase of shares of its common stock having an
aggregate purchase price of $100.0 million and December 31, 2019. Pinnacle Financial repurchased 405,200 shares of
its common stock at an aggregate cost of $20.7 million in the fiscal year ended December 31, 2018. Share repurchases
may be made from time to time, on the open market or in privately negotiated transactions, at the discretion of the
management of Pinnacle Financial, after the board of directors of Pinnacle Financial authorizes a repurchase program.
The approved share repurchase program does not obligate Pinnacle Financial to repurchase any dollar amount or
number of shares, and the program may be extended, modified, suspended, or discontinued at any time. Stock
repurchases generally are affected through open market purchases, and may be made through unsolicited negotiated
transactions. The timing of these repurchases will depend on market conditions and other requirements.
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ITEM 6.  SELECTED FINANCIAL DATA
(dollars in thousands, except per share
data) 2018 2017 (1) 2016 (2)(3) 2015 (4)(5) 2014

Total assets $25,031,044 $22,205,700 $11,194,623 $8,714,544 $6,018,248
Loans, net of unearned income 17,707,549 15,633,116 8,449,925 6,543,235 4,590,026
Allowance for loan losses 83,575 67,240 58,980 65,432 67,359
Total securities 3,277,968 2,536,045 1,323,797 966,442 770,730
Goodwill, core deposit and other
intangible assets 1,853,282 1,864,712 566,698 442,773 246,422

Deposits and securities sold under
agreements to repurchase 18,953,848 16,586,964 8,845,014 7,050,498 4,876,600

Advances from FHLB 1,443,589 1,319,909 406,304 300,305 195,476
Subordinated debt and other borrowings 485,130 465,505 350,768 141,606 96,158
Stockholders' equity 3,965,940 3,707,952 1,496,696 1,155,611 802,693
Statement of Operations Data:
Interest income $946,717 $636,138 $363,609 $255,169 $206,170
Interest expense 210,375 92,831 38,615 18,537 13,185
Net interest income 736,342 543,307 324,994 236,632 192,985
Provision for loan losses 34,377 23,664 18,328 9,188 3,635
Net interest income after provision for
loan losses 701,965 519,643 306,666 227,444 189,350

Noninterest income 200,870 144,903 121,003 86,530 52,602
Noninterest expense 452,887 366,560 236,285 170,877 136,300
Income before income taxes 449,948 297,986 191,384 143,098 105,653
Income tax expense 90,508 124,007 64,159 47,589 35,182
Net income 359,440 173,979 127,225 95,509 70,471
Per Share Data:
Earnings per share available to common
stockholders – basic $4.66 $2.73 $2.96 $2.58 $2.03

Weighted average common shares
outstanding – basic 77,111,372 63,760,578 43,037,083 37,015,468 34,723,335

Earnings per share available to common
stockholders – diluted $4.64 $2.70 $2.91 $2.52 $2.01

Weighted average common shares
outstanding – diluted 77,449,917 64,328,189 43,731,992 37,973,788 35,126,890

Common dividends per share $0.58 $0.56 0.56 0.48 0.32
Book value per common share $51.18 $47.70 $32.28 $28.25 $22.45
Common shares outstanding at end of
period 77,483,796 77,739,636 46,359,377 40,906,064 35,732,483

Performance Ratios:
Return on average assets 1.53 % 1.02 % 1.27 % 1.36 % 1.27 %
Return on average stockholders' equity 9.37 % 6.26 % 9.47 % 10.06 % 9.33 %
Net interest margin 3.68 % 3.76 % 3.70 % 3.72 % 3.75 %
Net interest spread 3.35 % 3.53 % 3.46 % 3.55 % 3.65 %
Noninterest income to average assets 0.85 % 0.85 % 1.21 % 1.23 % 0.90 %
Noninterest expense to average assets 1.92 % 2.15 % 2.36 % 2.42 % 2.33 %
Efficiency ratio 48.32 % 53.26 % 52.98 % 52.88 % 55.50 %
Average loan to average deposit ratio 96.92 % 95.14 % 96.66 % 96.39 % 93.15 %

132.69 % 136.10 % 139.39 % 142.77 % 142.64 %
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Average interest-earning assets to
average interest-bearing liabilities
Average equity to average total assets
ratio 16.29 % 16.32 % 13.40 % 13.47 % 13.46 %

Dividend payout ratio 13.79 % 20.00 % 19.31 % 18.97 % 16.67 %
Asset Quality Ratios:
Allowance for loan losses to nonaccrual
loans 95.15 % 117.00 % 213.90 % 222.90 % 403.20 %

Allowance for loan losses to total loans 0.47 % 0.43 % 0.70 % 1.00 % 1.47 %
Nonperforming assets to total assets 0.41 % 0.38 % 0.30 % 0.42 % 0.46 %
Nonperforming assets to total loans and
other real estate 0.58 % 0.55 % 0.40 % 0.55 % 0.62 %

Net loan charge-offs to average loans 0.11 % 0.13 % 0.21 % 0.21 % 0.10 %
Capital Ratios:
Common equity Tier 1 capital 9.58 % 9.14 % 7.86 % 8.61 % 10.10 %
Leverage 8.91 % 8.65 % 8.55 % 9.37 % 11.30 %
Tier 1 capital 9.58 % 9.14 % 8.64 % 9.63 % 12.10 %
Total capital 12.21 % 12.01 % 11.86 % 11.24 % 13.40 %

(1)

Information for the 2017 fiscal year includes the operation of BNC from its acquisition date of June 16, 2017 and
reflects approximately 27.7 million shares of Pinnacle Financial Common Stock issued in connection with the
BNC merger and approximately 3.2 million shares issued in connection with a public offering consummated in
January 2017.

(2)
Information for the 2016 fiscal year includes the operations of Avenue from its acquisition date of July 1, 2016 and
reflects approximately 3.8 million shares of Pinnacle Financial Common Stock issued in connection with
the Avenue merger.

(3)
Information for the 2016 fiscal year includes our additional 19% membership interest in BHG which we
acquired in March 2016 and reflects approximately 861,000 shares of Pinnacle Financial Common Stock issued in
connection with the additional investment in BHG.

(4)

Information for the 2015 fiscal year includes the operations of CapitalMark from its acquisition date of July 31,
2015 and Magna from its acquisition date of September 1, 2015 and reflects approximately 3.3 million shares and
1.4 million shares of Pinnacle Financial Common Stock issued in connection with the CapitalMark merger and the
Magna merger, respectively.

(5)Information for 2015 fiscal year includes our 30% membership interest in BHG which we acquired in February
2015.
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ITEM 7.  MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS

The following is a discussion of our financial condition at December 31, 2018 and 2017 and our results of operations
for each of the years in the three-year period ended December 31, 2018.  The purpose of this discussion is to focus on
information about our financial condition and results of operations which is not otherwise apparent from our
consolidated financial statements.  The following discussion and analysis should be read along with our consolidated
financial statements and the related notes included elsewhere herein.

Overview

General.  Our fully diluted net income per common share for the year ended December 31, 2018 was $4.64 compared
to fully diluted net income per common share of $2.70 and $2.91 for the years ended December 31, 2017 and 2016,
respectively.  At December 31, 2018, loans had increased by $2.1 billion as compared to December 31, 2017. The
comparability of our financial condition and performance has been impacted by the acquisitions we have completed as
well as the passage of the Tax Cuts and Jobs Act in December 2017, in each case as discussed below.

Acquisitions. We acquired a 30% membership interest in Bankers Healthcare Group, LLC (BHG) on February 1, 2015
for $75.0 million in cash and acquired an additional 19% membership interest in BHG on March 1, 2016 for $74.1
million in cash and 860,470 shares of Pinnacle Financial common stock, with a fair value of $39.9 million on the date
of the acquisition.

We acquired CapitalMark Bank and Trust (CapitalMark) on July 31, 2015 and Magna Bank (Magna) on September 1,
2015. We acquired Avenue Financial Holdings, Inc. and its wholly owned bank subsidiary, Avenue Bank (together,
Avenue), on July 1, 2016. At the acquisition date, CapitalMark's net assets were fair valued at $73.2 million, including
loans of $857.5 million and deposits valued at $953.2 million. At the acquisition date, Magna's net assets were fair
valued at $49.1 million, including loans of $440.7 million and deposits valued at $452.7 million. At the acquisition
date, Avenue's net assets were fair valued at $81.7 million, including loans of $952.5 million and deposits valued at
$966.7 million. These acquisitions further expanded our franchise within our Tennessee market.  

We acquired BNC Bancorp and its wholly owned bank subsidiary, Bank of North Carolina (together, BNC), on June
16, 2017. At acquisition date, BNC's net assets were fair valued at $602.7 million, including loans valued at $5.6
billion and deposits valued at $6.2 billion. This acquisition expanded our footprint into the Carolinas and Virginia.

Each holder of BNC common stock (including restricted shares) received 0.5235 shares of Pinnacle Financial's
common stock for each share of BNC common stock held by each shareholder on the closing date. We
issued 27,687,100 shares of common stock and paid cash consideration of approximately $129,000, related to
fractional shares, to the BNC shareholders. Included in the common stock issued were 136,890 assumed shares of
unvested restricted stock that are continuing to vest in accordance with their original contractual terms. The fair value
of these awards was $9.2 million, with $5.4 million attributable to precombination services provided by the recipients
prior to the merger, that accordingly was included as merger consideration.

Tax Cuts and Jobs Act. On December 22, 2017, the Tax Cuts and Jobs Act ("Tax Act") was signed into law. Among
other items, the Tax Act reduced the corporate statutory tax rate from 35% to 21%, which resulted in a reduction of
our blended statutory tax rate from 39.23% in 2017 to 26.14% in 2018. As a result of such decrease, we recognized a
charge of $31.5 million in the fourth quarter of 2017 resulting from the revaluation of our deferred tax assets.

Results of operations.  Our net interest income increased to $736.3 million for 2018 compared to $543.3 million for
2017 and $325.0 million for 2016. Much of this growth in net interest income was largely the result of our acquisition
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of BNC as well as continued organic growth subsequent to the merger. The net interest margin (the ratio of net interest
income to average earning assets) for 2018 was 3.68% compared to 3.76% and 3.70% for 2017 and 2016,
respectively. 

Our provision for loan losses was $34.4 million for 2018 compared to $23.7 million in 2017 and $18.3 million in
2016. Provision expense for the year ended December 31, 2018 when compared to the comparable periods in 2017
and 2016 was impacted by organic loan growth and by charge-offs realized in our consumer portfolio, primarily
related to non-prime automobile loans and our commercial and industrial portfolio. Our net charge-offs were $18.0
million during 2018 compared to $15.4 million in 2017 and $24.8 million in 2016. Additionally, in 2018, our
provision expense was impacted by a $1.8 million provision for potential losses incurred in connection with Hurricane
Florence that impacted operations in the Carolinas and Virginia.
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Our allowance for loan losses as a percentage of total loans increased from 0.43% at December 31, 2017 to 0.47% at
December 31, 2018. The increase in the allowance as a percentage of total loans is primarily attributable to provision
expense related to organic loan growth and new loan originations in our expanded footprint during 2018. The overall
balance of our allowance for loan losses is impacted by fair value accounting on our acquired loan portfolios. At
December 31, 2018, the remaining fair value discount for all acquired portfolios was $95.7 million. For loans acquired
in connection with our acquisitions, the calculation of the allowance for loan losses subsequent to the acquisition date
is consistent with that utilized for legacy Pinnacle Financial loans. Our accounting policy is to compare the computed
allowance for loan losses on purchased loans to the remaining fair value adjustment at the individual loan level.
Generally the fair value adjustments are expected to accrete to interest income over the remaining expected life of the
underlying loan agreements and decrease proportionately with the related loan balance. However, if the computed
allowance is greater than the remaining fair value adjustment, the excess is added to the allowance for loan losses by
a provision for loan losses. Additional provisioning for purchased portfolios results from credit deterioration on the
individual loan or from increased borrowings on loans and lines that existed as of the acquisition date. Should a loan
with a remaining fair value discount be paid off prior to maturity, the remaining fair value discount is recognized as
interest income in the period when the loan is paid off.

Noninterest income for 2018 compared to 2017 increased by $56.0 million, or 38.6%. Noninterest income for 2017
compared to 2016 increased by $23.9 million, or 19.8%. The increase in noninterest income from 2018 to 2017 and
2017 to 2016 was partially due to an increase in income from our investment in BHG, which was $51.2 million for the
year ended December 31, 2018 compared to $38.0 million and $31.4 million for the years ended December 31, 2017
and December 31, 2016, respectively. The growth unrelated to our BHG investment in both comparable periods was
attributable to our overall increase in our geographic footprint in those periods as well as increased transaction
accounts and increased production in our fee-based products such as investments, insurance and trust resulting from
both organic growth and our merger with BNC. Also impacting noninterest income was a $2.3 million net pre-tax loss
on the sale of $169.9 million of investment securities in 2018 and an $8.3 million net pre-tax loss on the sale of $319.1
million of investment securities in 2017 as we sought to restructure a portion of our securities portfolio in each period
in preparation for a flattening yield curve. The year-over-year decline in 2018 in net gains on the sale of mortgage
loans was attributable to the impact of the interest rate environment on mortgage production during those periods. The
year-over-year growth in 2017 in net gains on the sale of mortgage loans was attributable to increased volumes due to
our acquistion of BNC.

Noninterest expense for 2018 compared to 2017 increased by $86.3 million, or 23.6%, primarily due to the inclusion
of our expanded footprint in the Carolinas and Virginia for all of 2018 compared to just over six months of operations
in 2017. With the exception of OREO and merger-related expenses, we realized increases in all noninterest expense
categories. Salaries and employee benefits expense increased $62.0 million, primarily resulting from annual merit
increases awarded in the first quarter of 2018 as well as the increase in our associate base primarily as a result of our
merger with BNC, including their participation in the 2018 annual incentive program as compared to 2017, and
continued hiring of experienced bankers throughout our footprint. We also realized increases in equipment and
occupancy costs of $20.2 million in 2018 versus 2017 due to our expanded footprint. Additionally, other noninterest
expense, which includes deposit and lending related expenses, investment and trust sales expenses and administrative
expenses, increased $20.9 million in 2018 compared to 2017. Offsetting these increases was a decrease in
merger-related expenses of $23.6 million in 2018 compared to 2017. There were no merger-related expenses recorded
in the second half of 2018. Noninterest expense for 2017 compared to 2016 increased by $130.3 million, or 55.1%,
primarily due to an increase in salaries and employee benefits expense. Salaries and employee benefits expense
increased $68.8 million, resulting from annual merit increases awarded in the first quarter of 2017 as well as the
increase in our associate base primarily as a result of our mergers with Avenue and BNC. We also realized increases
in equipment and occupancy costs due to our merger with BNC. Additionally, merger-related expense accounted for
approximately $31.8 million of non-interest expense for the year ended December 31, 2017 compared to $11.7 million
of merger-related expense during the same period in 2016. Among other items, merger-related expense for the years
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ended December 31, 2017 and 2016 includes the costs of technical conversions which were completed in the third
quarter of 2016 for Avenue and in the fourth quarter of 2017 for BNC. Certain associate-related expenses such as
retention bonuses are also included in merger-related expenses for all periods.

The number of full-time equivalent employees increased from 1,179.5 at December 31, 2016 to 2,132.0 at December
31, 2017 and 2,297.0 at December 31, 2018. 

During the three years ended December 31, 2018, 2017 and 2016, we recorded income tax expense of $90.5 million,
$124.0 million and $64.2 million, respectively. Income tax expense for 2018 was impacted by the reduction in the
statutory federal income tax rate from 35% to 21% as a result of the Tax Act, which was signed into law in December
2017. The Tax Act also impacted income tax expense for the year ended December 31, 2017 as our deferred tax assets
were revalued as a result of such rate change, resulting in a charge of $31.5 million.
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Our effective tax rate for the years ended December 31, 2018, 2017 and 2016, was 20.1%, 41.6% and 33.5%,
respectively. Our effective tax rate differs from the combined federal and state income tax statutory rate primarily due
to our investments in bank-qualified municipal securities, tax benefits from our real estate investment trust subsidiary,
participation in Tennessee's Community Investment Tax Credit (CITC) program, tax benefits associated with
bank-owned life insurance and tax savings from our captive insurance subsidiary, offset in part by the limitation on
deductibility of meals and entertainment expense, certain merger-related expenses and, in 2018, non-deductible FDIC
insurance premiums and non-deductible executive compensation.We also recorded tax benefits associated with our
equity-based compensation program pursuant to the adoption of ASU 2016-09 for the years ended December 31, 2018
and 2017, resulting in the recognition of $3.0 million and $5.4 million of tax benefits, respectively. Prior to the
adoption of ASU 2016-09, these tax benefits were recorded in the statement of stockholders' equity directly to
additional paid-in-capital.

Our efficiency ratio (the ratio of noninterest expense to the sum of net interest income and noninterest income) was
48.3%, 53.3% and 53.0% for the three years ended December 31, 2018, 2017 and 2016, respectively. The efficiency
ratio measures the amount of expense that is incurred to generate a dollar of revenue. The efficiency ratio improved in
2018 primarily due to the completion in 2018 of the integration and technology conversion associated with the
acquisition of BNC and the growth in net interest income and noninterest income.

Net income for 2018 was $359.4 million compared to $174.0 million in net income for 2017 and $127.2 million in net
income in 2016.  Fully-diluted net income per common share was $4.64 for 2018 compared to $2.70 for 2017 and
$2.91 for 2016. Net income and fully-diluted net income per common share in 2017 were each significantly and
negatively impacted by the $31.5 million charge resulting from the revaluation of our deferred tax assets following the
passage of the Tax Act, while net income and fully-diluted net income per common share in 2018 benefited from the
reduced rate under the Tax Act.

Financial Condition.  Our loan balances increased by $2.07 billion during 2018 compared to an increase of $7.18
billion during 2017. The increase in our outstanding loan balances during 2018 is largely due to the continued
economic growth in our core markets, increases in the number of relationship managers, primarily in our commercial
lending program, and increased focus on attracting new customers to our company. During 2017, the increase was
primarily the result of our acquisition of BNC in addition to organic growth caused by similar factors that resulted in
growth in 2018.

Total deposits increased from $16.45 billion at December 31, 2017 to $18.85 billion at December 31, 2018. Within
our deposits, the ratio of core funding to total deposits decreased slightly from 80.8% at December 31, 2017 to 79.0%
at December 31, 2018. 

We believe we have hired experienced relationship managers that have significant client portfolios and longstanding
reputations within the communities we serve.  As such, we believe they will attract more relationship managers to our
firm as well as loans and deposits from new and existing small-and middle-market clients particularly if the
economies in our principal markets continue to expand.

Capital and Liquidity.  At December 31, 2018 and 2017, our capital ratios, including our bank's capital ratios,
exceeded regulatory minimum capital requirements and those necessary to be considered well-capitalized under
applicable federal regulations. From time to time, we may be required to support the capital needs of our bank
subsidiary. At December 31, 2018, we had approximately $94.0 million of cash at the holding company which could
be used to support our bank. We believe we have various capital raising techniques available to us to provide for the
capital needs of our bank, including an established line of credit with another bank that can be utilized to provide up to
$75 million of additional capital support to Pinnacle Bank, if needed.
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In January 2017, we completed a public offering of 3.22 million shares of our common stock in a transaction that
resulted in net proceeds to us, after deducting underwriting discounts and commissions and other expenses payable by
us, of approximately $191.2 million. We contributed $185.0 million of these net proceeds to our bank subsidiary.

On November 13, 2018, we announced that our board of directors had authorized a share repurchase program for up to
$100.0 million of our outstanding common stock. The repurchase program is scheduled to expire upon the earlier of
our repurchase of shares of our common stock having an aggregate purchase price of $100.0 million and December
31, 2019. We repurchased 405,200 shares of our common stock at an aggregate cost of $20.7 million in 2018.

Critical Accounting Estimates

The accounting principles we follow and our methods of applying these principles conform with U.S. generally
accepted accounting principles and with general practices within the banking industry.  In connection with the
application of those principles, we have made judgments and estimates which, in the case of the determination of our
allowance for loan losses and the assessment of impairment of goodwill, has been critical to the determination of our
financial position and results of operations.
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Allowance for Loan Losses (allowance). Our management assesses the adequacy of the allowance prior to the end of
each calendar quarter. This assessment includes procedures to estimate the allowance and test the adequacy and
appropriateness of the resulting balance. The level of the allowance is based upon management's evaluation of the
loan portfolio, loan loss experience, asset quality trends, known and inherent risks in the portfolio, adverse situations
that may affect the borrowers' ability to repay the loan (including the timing of future payment), the estimated value of
any underlying collateral, composition of the loan portfolio, economic conditions, industry and peer bank loan quality
indications and other pertinent factors, including regulatory recommendations.  The level of allowance maintained is
believed by management to be adequate to absorb probable losses inherent in the loan portfolio at the balance sheet
date. The allowance is increased by provisions charged to expense and decreased by charge-offs, net of recoveries of
amounts previously charged-off.  Allocation of the allowance may be made for specific loans, but the entire allowance
is available for any loan that, in management's judgment, is deemed to be uncollectible.

Our allowance for loan loss assessment methodology was modified during the year ended December 31, 2017 to (i)
extend the lookback period from 24 quarters to a period beginning January 1, 2006 to better capture the risk associated
with this extended economic cycle, (ii) eliminate the use of risk ratings in the calculation of the loss rate and instead
focus on loss rate by loan type and (iii) expand the economic variables used in the qualitative assessment to
incorporate our expanded footprint. We also eliminated the use of a loss emergence period in light of the minimal
population of losses available to evaluate that were previously being extrapolated to the full population of loans, and
shifted the focus of our analysis to more of a quantitative model. There was no material impact on the adoption of the
change in the allowance for loan loss assessment methodology.

Our allowance for loan losses is composed of the result of two independent analyses pursuant to the provisions of
ASC 450-20, Loss Contingencies and ASC 310-10-35, Receivables. The ASC 450-20 analysis is intended to quantify
the inherent risks in our performing loan portfolio. The ASC 310-10-35 analysis includes a loan-by-loan analysis of
impaired loans, including those reported as nonaccrual, troubled-debt restructurings and purchase credit impaired.

In assessing the adequacy of the allowance, we also consider the results of our ongoing independent loan review
process. We undertake this process both to ascertain those loans in the portfolio with elevated credit risk and to assist
in our overall evaluation of the risk characteristics of the entire loan portfolio.  Our loan review process includes the
judgment of management, independent internal loan reviewers, and reviews that may have been conducted by
third-party reviewers, primarily regulatory examiners. We incorporate relevant loan review results in the allowance. 

The ASC 450-20 component of the allowance for loan losses begins with a historical loss rate calculation for each
loan pool with similar risk characteristics. The losses realized over a rolling four-quarter cycle are utilized to
determine an annual loss rate for each loan pool for each quarter-end in our look-back period. The look-back period in
our loss rate calculation begins with January 2006, as we believe the period from January 1, 2006 to present is
more representative of this economic cycle. The loss rates for each category are then averaged and applied to the end
of period loan portfolio balances to determine estimated losses. The loss rates provide a quantitative estimate of credit
losses inherent in our end of period loan portfolio based on our actual loss experience.

The estimated loan loss allocation for all loan segments also considers management's estimate of probable losses for a
number of qualitative factors that have not been considered in the quantitative analysis. The qualitative categories and
the measurements used to quantify the risks within each of these categories are subjectively selected by management,
but measured by objective measurements period over period.  The data for each measurement may be obtained from
internal or external sources.  The current period measurements are evaluated and assigned a factor commensurate with
the current level of risk relative to past measurements over time. The resulting factor is applied to the non-impaired
loan portfolio.  This amount represents estimated probable inherent credit losses which exist, but have not yet been
identified either in our risk rating or impairment process, as of the balance sheet date, and is based upon quarterly
trend assessments in portfolio concentrations, policy exceptions, economic conditions, associate retention,
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independent loan review results, collateral considerations, credit quality, competition and regulatory requirements,
enterprise wide risk assessments, and peer group credit quality. The qualitative allowance allocation, as determined by
the processes noted above, is increased or decreased for each loan segment based on the assessment of these
various qualitative factors. 

The allowance for loan losses for purchased loans is calculated similarly to that utilized for our legacy loans. Our
accounting policy is to compare the computed allowance for loan losses for purchased loans to any remaining fair
value adjustment on a loan-by-loan basis. If the computed allowance is greater than the remaining fair value
adjustment, the excess is added to the allowance for loan losses by a provision for loan losses. 

The ASC 450-20 portion of the allowance also includes a small unallocated component. We believe that the
unallocated amount is warranted for inherent factors that cannot be practically assigned to individual loan categories,
such as the imprecision in the overall loss allocation measurement process, the subjectivity risk of not considering all
relevant environmental categories and related measurements and imprecision in our credit risk ratings process.  The
appropriateness of the unallocated component of the allowance is assessed each quarter end based upon changes in the
overall business environment not otherwise captured. 
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The impaired loan allowance is determined pursuant to ASC 310-10-35. Loans are impaired when, based on current
information and events, it is probable that we will be unable to collect all amounts due according to the contractual
terms of the loan agreement. Collection of all amounts due according to the contractual terms means collecting all
interest and principal payments of a loan as scheduled in the loan agreement. This evaluation is inherently subjective
as it requires material estimates including the amounts and timing of future cash flows expected to be received on
impaired loans that may be susceptible to significant change. Loan losses are charged off when management believes
that the full collectability of the loan is unlikely. A loan may be partially charged-off after a "confirming event" has
occurred which serves to validate that full repayment pursuant to the terms of the loan is unlikely.

An impairment allowance is recognized if the fair value of the loan is less than the recorded investment in the loan
(recorded investment in the loan is the principal balance plus any accrued interest, net of deferred loan fees or costs
and unamortized premium or discount). The impairment is recognized through the provision for loan losses and is a
component of the allowance. Loans that are impaired are recorded at the present value of expected future cash flows
discounted at the loan's effective interest rate, or if the loan is collateral dependent, at the fair value of the collateral,
less estimated disposal costs. If the loan is collateral dependent, the principal balance of the loan is charged-off in an
amount equal to the impairment measurement. The fair value of collateral dependent loans is derived primarily from
collateral appraisals performed by independent third-party appraisers.  Management believes it follows appropriate
accounting and regulatory guidance in determining impairment and accrual status of impaired loans. This analysis is
completed for all individual loans greater than $750,000. The resulting allowance percentage by segment adjusted for
specific trends identified, if applicable, is then applied to the remaining population of impaired loans.

Pursuant to the guidance set forth in ASU 2011-02, A Creditor's Determination of Whether a Restructuring is a
Troubled Debt Restructuring, the above impairment methodology is also applied to those loans identified as troubled
debt restructurings. 

We then test the resulting allowance by comparing the balance in the allowance to historical trends and industry and
peer information. Our management then evaluates the result of the procedures performed, including the results of our
testing, and decides on the appropriateness of the balance of the allowance in its entirety. The audit committee of our
board of directors approves the allowance for loan loss policy annually and reviews the methodology and approves
the resultant allowance prior to the filing of quarterly and annual financial information.

While our policies and procedures used to estimate the allowance for loan losses, as well as the resultant provision for
loan losses charged to operations, are considered adequate by management and are reviewed from time to time by our
regulators, they are necessarily approximate and inherently imprecise. There are factors beyond our control, such as
conditions in the local, national, and international economy, a local real estate market or particular industry conditions
which may materially negatively impact our asset quality and the adequacy of our allowance for loan losses and thus
the resulting provision for loan losses.

Effective January 1, 2020, management will adopt ASU 2016-13, Financial Instruments - Measurement of Current
Expected Credit Losses on Financial Instruments (CECL), which will modify the accounting for the allowance for
loan losses from an incurred loss model to an expected loss model, as discussed more fully under "Part II - Item 8.
Financial Statements and Supplementary Data - Note 1. Summary of Significant Accounting Policies" of this Report
for further information.

Impairment of Goodwill. Goodwill is evaluated for impairment annually and more frequently if events and
circumstances indicate that the asset might be impaired. ASC 350,  Intangibles — Goodwill and Other, provides an
entity the option to first perform a qualitative assessment to determine whether it is more likely than not that the fair
value of a reporting unit is less than its carrying amount. If an entity does a qualitative assessment and determines it is
necessary, or if a qualitative assessment is not performed, it is required to perform a two-step goodwill impairment
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test to identify potential goodwill impairment and measure the amount of goodwill impairment loss to be recognized
for that reporting unit (if any). If, based on a qualitative assessment, an entity determines that the fair value of a
reporting unit is more than its carrying amount, the two-step goodwill impairment test is not required. The results of
our qualitative assessment as of September 30, 2018, our annual assessment date, indicated that the fair value of our
reporting unit was more than its carrying value, and accordingly, the two-step goodwill impairment test was not
performed.

Should our common stock price decline or other impairment indicators become known, additional impairment testing
of goodwill may be required. Should it be determined in a future period that the goodwill has become impaired, then a
charge to earnings will be recorded in the period such determination is made. While we believe that the assumptions
utilized in our testing were appropriate, they may not reflect actual outcomes that could occur.  Specific factors that
could negatively impact the assumptions used include the following: a change in the control premium being realized
in the market or a meaningful change in the number of mergers and acquisitions occurring; the amount of expense
savings that may be realized in an acquisition scenario; significant fluctuations in our asset/liability balances or the
composition of our balance sheet; a change in the overall valuation of the stock market, specifically bank stocks;
performance of Southeast U.S. Banks; and Pinnacle Financial's performance relative to peers.  Changing these
assumptions, or any other key assumptions, could have a material impact on the amount of goodwill impairment, if
any.
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Results of Operations

The following is a summary of our results of operations for 2018, 2017 and 2016 (in thousands except per share data):

Years ended
December 31,

2018-2017
Percent
Increase

Year
ended
December
31,

2017-2016
Percent
Increase

2018 2017 (Decrease) 2016 (Decrease)
Interest income $946,717 $636,138 48.82  % $363,609 74.95  %
Interest expense 210,375 92,831 126.62  % 38,615 140.40  %
Net interest income 736,342 543,307 35.53  % 324,994 67.17  %
Provision for loan losses 34,377 23,664 45.27  % 18,328 29.11  %
Net interest income after provision for loan losses 701,965 519,643 35.09  % 306,666 69.45  %
Noninterest income 200,870 144,903 38.62  % 121,003 19.75  %
Noninterest expense 452,887 366,560 23.55  % 236,285 55.13  %
Net income before income taxes 449,948 297,986 51.00  % 191,384 55.70  %
Income tax expense 90,508 124,007 (27.01 )% 64,159 93.28  %
Net income $359,440 $173,979 106.60  % $127,225 36.75  %
Basic net income per common share $4.66 $2.73 70.70  % $2.96 (7.77 )%
Diluted net income per common share $4.64 $2.70 71.85  % $2.91 (7.22 )%

Net Interest Income.  Net interest income represents the amount by which interest earned on various earning assets
exceeds interest paid on deposits and other interest bearing liabilities and is the most significant component of our
revenues. For the year ended December 31, 2018, we recorded net interest income of approximately $736.3 million,
which resulted in a net interest margin of 3.68%. For the year ended December 31, 2017, we recorded net interest
income of approximately $543.3 million, which resulted in a net interest margin of 3.76%. For the year ended
December 31, 2016, we recorded net interest income of approximately $325.0 million, which resulted in a net interest
margin of 3.70%. These increases in net interest income were attributable to the growth in our loan portfolio due to
our mergers with BNC and Avenue, organic growth, and an increase in the interest rates we receive on interest earning
assets offset in part by increases in the volume and the rates we pay on deposits and our other funding sources.
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The following table sets forth the amount of our average balances, interest income or interest expense for each
category of interest-earning assets and interest-bearing liabilities and the average interest rate for total interest-earning
assets and total interest-bearing liabilities, net interest spread and net interest margin for each of the years in the
three-year period ended December 31, 2018 (in thousands):

2018 2017 2016
Average
Balances Interest Rates/

Yields
Average
Balances Interest Rates/

Yields
Average
Balances Interest Rates/

Yields
Interest-earning assets:
Loans (1) (2) $16,899,738$850,4725.09% $12,254,790$578,2864.79% $7,586,346 $335,7354.51%
Securities:
Taxable 1,804,958 48,192 2.67% 1,724,612 39,060 2.26% 937,710 19,179 2.05%
Tax-exempt (2) 1,202,143 35,995 3.58% 488,478 13,712 3.76% 201,842 6,014 4.00%
Federal funds sold and
other 518,923 12,058 2.32% 335,491 5,080 1.51% 293,542 2,681 0.91%

Total interest-earning assets20,425,762 946,717 4.71% 14,803,371 636,138 4.38% 9,019,440 363,609 4.06%
Nonearning assets:
Intangible assets 1,859,183 1,273,577 509,899
Other nonearning assets 1,269,083 939,269 495,554

$23,554,028 $17,016,217 $10,024,893
Interest-bearing liabilities:
Interest-bearing deposits:
Interest bearing demand
deposits $835,929 $9,774 1.17% $583,052 $3,926 0.67% $303,390 $1,147 0.38%

Interest checking 2,228,399 18,993 0.85% 1,745,298 7,335 0.42% 1,161,281 2,993 0.26%
Savings and money market 6,994,938 73,431 1.05% 5,455,607 32,844 0.60% 3,426,842 14,289 0.42%
Time deposits 3,070,071 48,845 1.59% 1,765,089 15,479 0.88% 777,343 5,489 0.71%
Total interest-bearing
deposits 13,129,337 151,043 1.15% 9,549,046 59,584 0.62% 5,668,856 23,918 0.42%

Securities sold under
agreements to repurchase 129,899 588 0.45% 119,055 406 0.34% 75,981 185 0.24%

Federal Home Loan Bank
advances 1,663,968 34,174 2.05% 788,237 12,399 1.57% 481,711 4,136 0.86%

Subordinated debt and
other borrowings 470,189 24,570 5.23% 420,790 20,443 4.86% 243,905 10,376 4.25%

Total interest-bearing
liabilities 15,393,393 210,375 1.37% 10,877,128 92,832 0.85% 6,470,453 38,615 0.60%

Noninterest-bearing
deposits 4,305,942 — 0.00% 3,331,741 — 0.00% 2,179,398 — 0.00%

Total deposits and interest-
bearing liabilities 19,699,335 210,375 1.07% 14,208,869 92,832 0.65% 8,649,851 38,615 0.45%

Other liabilities 18,281 30,218 31,349
Stockholders' equity 3,836,412 2,777,130 1,343,693

$23,554,028 $17,016,217 $10,024,893
Net interest income $736,342 $543,306 $324,994
Net interest spread (3) 3.35% 3.53% 3.46%
Net interest margin (4) 3.68% 3.76% 3.70%
(1)Average balances of nonperforming loans are included in average loan balances.
(2)Yields computed on tax-exempt instruments on a tax equivalent basis and include $16.2 million, $12.3 million and

$8.7 million for the years ended December 31, 2018, 2017 and 2016, respectively. The tax-exempt benefit has been
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reduced by the projected impact of tax-exempt income that will be disallowed pursuant to IRS Regulations for the
period presented.

(3)

Yields realized on interest-bearing assets less the rates paid on interest-bearing liabilities. The net interest spread
calculation excludes the impact of demand deposits. Had the impact of demand deposits been included, the net
interest spread for the year ended December 31, 2018 would have been 3.65% compared to a net interest spread for
the years ended December 31, 2017 and 2016 of 3.73% and 3.61%, respectively.

(4)Net interest margin is the result of net interest income calculated on a tax-equivalent basis divided by average
interest earning assets for the period.

For the year ended December 31, 2018, our net interest spread was 3.35%, while the net interest margin was 3.68%
compared to a net interest spread of 3.53% for the year ended December 31, 2017 and 3.46% for the year ended
December 31, 2016, and a net interest margin of 3.76% and 3.70%, respectively. Although our net interest margin was
positively impacted by yield expansion in our earning asset portfolio, these increases were offset by increases in our
total funding costs.
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The expansion of our earning asset yields was driven in part by the impact of Federal funds rate increases, which
positively impacted our floating and variable rate loan and investment portfolios. During the year-ended December 31,
2018, our earning asset yield increased by 33 basis points and 65 basis points, from the years ended December 31,
2017 and 2016, respectively, while total funding rates increased by 42 basis points and 62 basis points compared to
the years ended December 31, 2017 and 2016, respectively. The increase in our core funding costs was primarily
caused by higher prevailing market interest rates and increased FHLB borrowings which have higher interest rates
than our deposits. The application of fair value accounting on the BNC accounts we acquired also positively impacted
our net interest margin in 2018 and 2017, but will continue to become less impactful in future periods.

We continue to deploy various asset liability management strategies to manage our risk to interest rate fluctuations.
Although the rise in interest rates over the last two years has lifted the yields we receive on earning assets, pricing for
creditworthy borrowers and meaningful depositors is very competitive in our markets and this competition has
adversely impacted, and may continue to adversely impact our margins. Although we believe our net interest margin
should remain relatively stable in 2019, we do anticipate that this challenging competitive environment will continue
in 2019. We also expect the impact of purchase accounting on our net interest income will continue to lessen in future
periods, which will negatively affect our net interest margin in 2019. More importantly, we believe our net interest
income should continue to increase in 2019 compared to 2018 primarily due to an increase in average earning asset
volumes, including both loans and our securities portfolio. We seek to fund these increased earning assets by growing
our core deposits, but will utilize noncore funding to fund a shortfall, if any.

Rate and Volume Analysis.   Net interest income increased by $193.0 million between the years ended December 31,
2017 and 2018 and by $218.3 million between the years ended December 31, 2016 and 2017. The following is an
analysis of the changes in our net interest income comparing the changes attributable to rates and those attributable to
volumes (in thousands):

2018 Compared to 2017
Increase (decrease) due to

2017 Compared to 2016
Increase (decrease) due to

Rate Volume Net Rate Volume Net
Interest-earning assets:
Loans $43,386 $228,800 $272,186 $26,745 $215,806 $242,551
Securities:
Taxable 7,195 1,937 9,132 2,901 16,980 19,881
Tax-exempt (2,575 ) 24,858 22,283 (1,837 ) 9,535 7,698
Federal funds sold 3,551 3,427 6,978 1,896 503 2,399
Total interest-earning assets 51,557 259,022 310,579 29,705 242,824 272,529

Interest-bearing liabilities:
Interest-bearing deposits:
Interest bearing demand deposits 3,608 2,240 5,848 1,372 1,407 2,779
Interest checking 8,674 2,984 11,658 2,401 1,941 4,342
Savings and money market 28,261 12,326 40,587 8,326 10,229 18,555
Time deposits 17,969 15,397 33,366 2,225 7,765 9,990
Total deposits 58,512 32,947 91,459 14,324 21,342 35,666
Securities sold under agreements to repurchase 138 44 182 99 122 221
Federal Home Loan Bank advances 6,134 15,641 21,775 4,693 3,570 8,263
Subordinated debt and other borrowings 1,643 2,484 4,127 2,048 8,018 10,066
Total interest-bearing liabilities 66,427 51,116 117,543 21,164 33,052 54,216
Net interest income $(14,870) $207,906 $193,036 $8,541 $209,772 $218,313
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Changes in net interest income are attributed to either changes in average balances (volume change) or changes in
average rates (rate change) for earning assets and sources of funds on which interest is received or paid. Volume
change is calculated as change in volume times the previous rate while rate change is change in rate times the previous
volume. The change attributed to rates and volumes (change in rate times change in volume) is considered above as a
change in volume.

Provision for Loan Losses. The provision for loan losses represents a charge to earnings necessary to establish an
allowance for loan losses that, in management's evaluation, we believe to be adequate to provide coverage for the
inherent losses on outstanding loans. The provision for loan losses amounted to approximately $34.4 million, $23.7
million and $18.3 million for the years ended December 31, 2018, 2017 and 2016, respectively.
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Impacting the provision for loan losses in any accounting period are several factors including the change in
outstanding loan balances, the level of charge-offs and recoveries, the changes in the amount of impaired loans, results
of regulatory examinations, credit quality comparison to peer banks, the industry at large, economic conditions both in
our market areas and more broadly, and, ultimately, the results of our quarterly assessment of the inherent risks of our
loan portfolio including past loan loss experience.

Provision expense for the year ended December 31, 2018 has increased as compared to 2017 and continued to be
negatively impacted due to charge-offs realized in our consumer portfolio, primarily related to non-prime automobile
loans and in 2018, our commercial and industrial portfolio. Additionally, in 2018, our provision expense was impacted
by a $1.8 million provision for potential losses incurred in connection with Hurricane Florence that impacted
operations in the Carolinas and Virginia. Provision expense for the year ended December 31, 2017 increased as
compared to 2016 and was negatively impacted due to charge-offs realized in our consumer portfolio, primarily
related to non-prime automobile loans. The balance of our non-prime automobile portfolio was $6.3 million at
December 31, 2018 compared to $21.8 million at December 31, 2017 and $30.0 million at December 31, 2016. We
expect the percentage of our loan portfolio represented by non-prime automobile loans will continue to decrease in
2019.

Our allowance for loan losses is adjusted to an amount deemed appropriate to adequately cover probable losses in the
loan portfolio based on our allowance for loan loss methodology. Our allowance for loan losses as a percentage of
loans increased from 0.43% at December 31, 2017 to 0.47% at December 31, 2018. The increase in the allowance as a
percentage of total loans is primarily attributable to provision expense associated with organic loan growth and new
loan originations in our expanded footprint during 2018. The absolute level of our allowance for loan losses is largely
driven by continued favorable credit experienced in our larger portfolios and we believe it is supported by the strong
economies presently in place in the markets in which we operate.

Noninterest Income. Our noninterest income is composed of several components, some of which vary significantly
between annual periods. Service charges on deposit accounts and other noninterest income generally reflect our
growth, while investment services, fees from the origination of mortgage loans, swap fees and gains or losses on the
sale of securities will often reflect market conditions and fluctuate from period to period.

The following is our noninterest income for the years ended December 31, 2018, 2017, and 2016 (in thousands):

Years ended
December 31,

2018-2017
Percent
Increase

Year
ended
December
31,

2017-2016
Percent
Increase

2018 2017 (Decrease) 2016 (Decrease)
Noninterest income:
Service charges on deposit accounts $24,906 $20,034 24.32 % $14,501 38.16 %
Investment services 21,175 14,315 47.92 % 10,757 33.08 %
Insurance sales commissions 9,331 7,405 26.01 % 5,310 39.45 %
Gains on mortgage loans sold, net 14,564 18,625 (21.80 %) 15,754 18.22 %
Investment gains (losses) on sales and impairments, net (2,254 ) (8,265 ) 72.73 % 395 NM
Trust fees 13,143 8,664 51.70 % 6,328 36.92 %
Income from equity method investment 51,222 37,958 34.94 % 31,403 20.87 %
Other noninterest income:
Interchange and other consumer fees 39,928 29,887 33.60 % 24,221 23.39 %
Bank-owned life insurance 12,535 7,945 57.77 % 3,547 123.99 %
Loan swap fees 4,043 1,795 125.24 % 3,865 (53.56 %)
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SBA loan sales 4,604 2,879 59.92 % 1,275 125.80 %
Gain on other equity investments 2,778 365 661.10 % 533 (31.52 %)
Other noninterest income 4,895 3,297 48.47 % 3,114 5.88 %
Total other noninterest income 68,783 46,168 48.98 % 36,555 26.30 %
Total noninterest income $200,870 $144,904 38.62 % $121,003 19.75 %

The increase in service charges on deposit accounts in 2018 compared to 2017 and 2016 is primarily related to
increased analysis fees due to an increase in the volume and number of commercial checking accounts resulting from
our acquisitions and organic growth within this product subsequent to the closing of our acquisitions.

51

Edgar Filing: PINNACLE FINANCIAL PARTNERS INC - Form 10-K

99



Table of Contents

Income from our wealth management groups (investments, insurance and trust) is also included in noninterest income.
For the year ended December 31, 2018, commissions and fees from investment services at our financial advisory unit,
Pinnacle Asset Management, a division of Pinnacle Bank, were $21.2 million, compared to $14.3 million at December
31, 2017 and $10.8 million at December 31, 2016, reflecting increases in brokerage assets and, for much of 2018,
2017 and 2016, year-over-year increases in the value of the stock market. At December 31, 2018, Pinnacle Asset
Management was receiving commissions and fees in connection with approximately $3.8 billion in brokerage assets
compared to $3.3 billion and $2.2 billion at December 31, 2017 and 2016, respectively. Insurance commissions were
approximately $9.3 million during 2018 compared to $7.4 million during 2017 and $5.3 million during 2016.
Additionally, at December 31, 2018, our trust department was receiving fees on approximately $2.1 billion and $1.5
billion of managed and custodied assets, respectively, compared to approximately $1.8 billion and $1.1 billion at
December 31, 2017 and $1.0 billion and $755 million at December 31, 2016. The growth in our wealth management
businesses is attributable to our expanded distribution platform in our new markets as well as the addition of
associates in our legacy Tennessee markets.

Gains on mortgage loans sold, net of related expenses, including commissions, consists of fees from the origination
and sale of residential mortgage loans. These mortgage fees are for loans originated in our current markets that are
subsequently sold to third-party investors. Substantially all of these loan sales transfer servicing rights to the buyer.
Generally, mortgage origination fees increase in lower interest rate environments and more robust housing markets
and decrease in rising interest rate environments and more challenging housing markets. Mortgage origination fees
will fluctuate as the rate environment changes. Gains on mortgage loans sold, net, were $14.6 million, $18.6 million
and $15.8 million, respectively, for the years ended December 31, 2018, 2017 and 2016. The year-over-year decline in
2018 in net gains on the sale of mortgage loans was attributable to the impact of the generally rising interest rate
environment on mortgage production. The year-over-year growth in net gains on the sale of mortgage loans in 2017
was due to increased volumes due in large part to our acquisition with BNC. We hedge a portion of our mortgage
pipeline as part of a mandatory delivery program. The hedge is not designated as a hedge for GAAP purposes and,
as such, changes in its fair value are recorded directly through the income statement.There is a positive correlation
between the dollar amount of the mortgage pipeline and the value of this hedge. Therefore, the change in the
outstanding mortgage pipeline at any reporting period will directly impact the amount of gain recorded for mortgage
loans held for sale in any reporting period. At December 31, 2018, the mortgage pipeline included $77.0 million in
loans expected to close in 2019 compared to $131.5 million in loans at December 31, 2017 expected to close in 2018,
respectively.

For the year ended December 31, 2018, investment gains (losses) on sales and impairments, net, represent a $2.3
million pre-tax loss we recognized upon the sale of $169.9 million of investment securities as we sought to restructure
a portion of our securities portfolio to offer some protection against a flattening yield curve in 2018 and 2019. For the
year ended December 31, 2017, investment gains (losses) on sales and impairments, net, represent an $8.3 million
pre-tax loss we recognized in order to reposition $319.1 million of investment securities as we sought to provide our
balance sheet more protection from a potentially flatter yield curve in the future. This loss also allowed us to capture
an increased tax deduction in 2017 due to the reduction in corporate tax rates beginning in 2018 as a result of the
passage of the Tax Cuts and Jobs Act.

Income from equity-method investment is comprised solely of income from our 49% equity-method investment in
BHG.  We acquired a 30% investment during the first quarter of 2015 and subsequently increased our investment by
19% in the first quarter of 2016. Income from this equity-method investment was $51.2 million for the year ended
December 31, 2018 compared to $38.0 million and $31.4 million for the years ended December 31, 2017 and 2016,
respectively. Income from equity-method investment is recorded net of associated expenses, including amortization
expense associated with customer lists and other intangible assets of $2.8 million, $3.3 million and $3.4 million for
the years ended December 31, 2018, 2017 and 2016, respectively. At December 31, 2018, there were $10.7 million of
these intangible assets that are expected to be amortized in lesser amounts over the next 17 years.  Also included in
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income from equity-method investment, is accretion income associated with the fair value of certain of BHG's
liabilities of $2.9 million, $3.1 million and $2.5 million for the years ended December 31, 2018, 2017 and 2016,
respectively. At December 31, 2018, there were $7.4 million of these liabilities that are expected to be accreted into
income in lesser amounts over the next 8 years.

During the years ended December 31, 2018, 2017 and 2016, respectively, Pinnacle Financial and Pinnacle
Bank received $33.7 million, $21.7 million and $29.0 million in dividends in the aggregate from BHG, which reduced
the carrying amount of our investment in BHG while earnings from BHG increase the carrying amount of our
investment in BHG. Our proportionate share of earnings from BHG are included in our consolidated tax return. Profits
from intercompany transactions are eliminated. Earnings from BHG may fluctuate from period-to-period.

As our ownership interest in BHG is 49% and our representatives do not occupy a majority of the seats on BHG's
board of managers, we do not consolidate BHG's results of operations or financial position into our financial
statements but record the net result of BHG's activities at our percentage ownership in income from equity method
investment in noninterest income.  For the year ended December 31, 2018, BHG reported $220.3 million in gross
revenues, net of substitution losses of $43.7 million, compared to $160.2 million and $136.7 million, respectively, for
the years ended December 31, 2017 and 2016, net of substitution losses of $42.5 million and $23.4 million,
respectively. The following discussion considers BHG's results of operations for 2018, 2017 and 2016 prior to
consideration of our ownership interest.
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•

Approximately $175.8 million, or 79.8%, of these revenues for the year ended December 31, 2018 related to gains on
the sale of commercial loans BHG had previously issued primarily to doctor, dentist and other medical practices
compared to $127.2 million, or 79.4%, for the year ended December 31, 2017 and $95.6 million, or 69.9%, for the
year ended December 31, 2016.  BHG refers to this activity as its core product.  BHG typically funds these loans from
cash reserves on its balance sheet.  Subsequently, these core product loans are sold with no recourse to BHG to a
network of community banks and other financial institutions at a premium to the par value of the loan.  The purchaser
may access a BHG cash reserve account of up to 3% of the loan balance to support loan payments.  BHG retains no
servicing or other responsibilities related to the core product loan once sold.  As a result, this gain on sale premium
represents BHG's compensation for absorbing the costs to originate the loan as well as marketing expenses associated
with maintaining its business model. 

•

At December 31, 2018 and 2017, there were $1.9 billion and $1.5 billion, respectively, in core product loans
previously sold by BHG that were actively serviced by BHG's network of bank purchasers. BHG, at its sole
option, may also provide purchasers of these core product loans the ability to substitute the acquired loan with another
more recently-issued BHG loan should the previously-acquired loan become at least 90-days past due as to its
monthly payments.  This substitution is subject to the purchaser having adhered to the standards of its purchase
agreement with BHG.  Additionally, all substitutions are subject to the approval by BHG's board of managers.  As a
result, the reacquired loans are deemed purchase credit impaired and recorded on BHG's balance sheet at the net
present value of the loan's anticipated cash flows.  BHG will then initiate collection efforts and attempt to restore the
reacquired loan to performing status. As a result, BHG maintained a liability as of December 31, 2018 and 2017 of
$88.9 million and $69.8 million, respectively, that represents an estimate of the future inherent losses for the
outstanding core portfolio that may be subject to future substitution. This liability represents 4.7% of core product
loans previously sold by BHG as of both December 31, 2018 and 2017.

•

BHG will maintain loans on its balance sheet for a period of time prior to sale or transfer to a purchaser. BHG also has
an investment portfolio on which it earns interest and dividend income. Net interest income and fees associated with
these activities amounted to $32.5 million, $19.6 million and $20.3 million for the years ended December 31, 2018,
2017 and 2016, respectively. 

•

Additionally, BHG will also refer loans to other financial institutions and, based on an agreement with the
institution, earn a fee for doing so. Typically, these are loans that BHG believes would either be classified as
consumer-type loans rather than commercial loans, fail to meet the credit underwriting standards of BHG but
another institution will accept the loans or are to borrowers in certain geographic locations where BHG has
elected not to do business.  For the years ended December 31, 2018, 2017 and 2016, BHG recognized fee
income of $1.5 million, $6.5 million and $10.0 million, respectively, from these activities. 

Included in other noninterest income are interchange and other consumer fees, gains from bank-owned life insurance,
swap fees earned for the facilitation of derivative transactions for our clients, SBA loan sales, gains or losses on other
equity investments and other noninterest income items. Interchange revenues increased in 2018 as a result of increased
debit and credit card transactions as compared to the comparable periods in 2017 and 2016 resulting from both
customers added through acquisition and organic growth, but were negatively impacted by the Durbin amendment
which was applicable to us beginning on July 1, 2017. Other noninterest income included changes in the cash
surrender value of bank-owned life insurance which was $12.5 million for the year ended December 31, 2018
compared to $7.9 million and $3.5 million for the years ended December 31, 2017 and 2016, respectively. The
increase in earnings on these bank-owned life insurance policies resulted from the purchase of $100.0 million in
policies with similar terms to our existing policies during the year ended December 31, 2018 and the additional $202.3
million in bank-owned life insurance with terms similar to our existing policies which were added upon acquisition of
BNC in June of 2017. The assets that support these policies are administered by the life insurance carriers and the

Edgar Filing: PINNACLE FINANCIAL PARTNERS INC - Form 10-K

102



income we receive (i.e., increases or decreases in the cash surrender value of the policies) on these policies is
dependent upon the returns the insurance carriers are able to earn on the underlying investments that support the
policies. Earnings on these policies generally are not taxable. Loan swap fees and SBA loan sales are all included in
other noninterest income and fluctuate based on the current market environment. Additionally, included in other
noninterest income are changes in the value of other primarily equity investments. The carrying values of these
investments are adjusted either upwards or downwards from the transaction price to reflect expected exit values as
evidenced by financing and sale transactions with third parties, or when determination of a valuation adjustment is
confirmed through ongoing reviews by senior investment managers.
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Noninterest Expense.   The following is our noninterest expense for the years ended December 31, 2018, 2017, and
2016 (in thousands):

Years ended
December 31,

2018-2017
Percent
Increase

Year
ended
December
31,

2017-2016
Percent
Increase

2018 2017 (Decrease) 2016 (Decrease)
Noninterest expense:
Salaries and employee benefits:
Salaries $161,229 $130,929 23.14 % $83,164 57.43 %
Commissions 12,644 7,573 66.96 % 5,932 27.66 %
Cash and equity incentives 53,990 40,693 32.68 % 27,182 49.71 %
Employee benefits and other 43,810 30,467 43.79 % 24,541 24.15 %
Total salaries and employee benefits 271,673 209,662 29.58 % 140,819 48.89 %
Equipment and occupancy 74,276 54,092 37.31 % 35,072 54.23 %
Other real estate expense 723 1,079 (32.99 %) 396 172.47 %
Marketing and business development 11,712 8,321 40.75 % 6,536 27.31 %
Postage and supplies 7,815 5,736 36.24 % 3,929 45.99 %
Amortization of intangibles 10,549 8,816 19.66 % 4,281 105.93 %
Merger-related expenses 8,259 31,843 (74.06 %) 11,747 171.07 %
Other noninterest expense:
Deposit related expenses 22,768 13,098 73.83 % 8,315 57.52 %
Lending related expenses 19,448 13,422 44.90 % 11,938 12.43 %
Wealth management related expenses 1,837 1,271 44.53 % 1,316 (3.42 %)
Audit, exam and insurance expense 7,791 5,785 34.68 % 4,178 38.46 %
Administrative and other expenses 16,036 13,435 19.36 % 7,758 73.18 %
Total other noninterest expense 67,880 47,011 44.39 % 33,505 40.31 %
Total noninterest expense $452,887 $366,560 23.55 % $236,285 55.13 %

The increase in total salaries and employee benefits expense in 2018 over 2017 and 2016 is primarily the result of an
increase in the number of employees in 2018 over 2017 and 2016 and annual merit increases to base salaries.  At
December 31, 2018, our associate base had expanded to 2,297.0 full-time equivalent associates as compared to
2,132.0 and 1,179.5 at December 31, 2017 and 2016, respectively, primarily resulting from our acquisition of BNC
and our efforts to continue to hire experienced bankers and other associates throughout our footprint. We expect salary
and employee benefit expenses will continue to rise as we continue to hire more experienced bankers and other
associates throughout our expanded footprint. We also expect salaries and benefits expense will increase in 2019 when
compared to 2018 due to our increased associate base and annual merit increases given in the first quarter of each
fiscal year and as we continue to enhance the infrastructure around our operations to account for our increased size
and geographic reach.

Commissions expense represents compensation paid to our wealth management lines of business including investment
services, trust, insurance and capital markets. Commissions expense for the year ended December 31, 2018 was 67.0%
greater than in 2017 which was 27.7% greater than in 2016. The increase in 2018 as compared to 2017 and 2016 is
primarily related to growth in our investment portfolio commissions. Commissions expense incurred related to the
production of residential mortgages is recorded net of the related mortgage revenues.

We believe that cash and equity incentives are a valuable tool in motivating an employee base that is focused on
providing our clients effective financial advice and increasing shareholder value. As a result, and unlike many other
financial institutions, all of our non-commissioned associates participate in our annual cash incentive plan with a
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minimum targeted bonus equal to 10% of each associate's annual salary, and all of our associates participate in our
equity compensation plans. Under the annual cash incentive plan, the targeted level of incentive payments requires
achievement of a certain soundness threshold and a targeted level of revenues and diluted earnings per share (subject
to certain adjustments). To the extent that the soundness threshold is met and revenues and earnings are above or
below the targeted amount, the aggregate incentive payments are increased or decreased. Historically, we have
paid between 0% and 125% of our targeted incentives. In 2018, our cash incentives represented 100% of targeted
incentive compensation compared to 105% in 2017 and 90% in 2016. Cash incentives paid in 2018 totaled $36.4
million, compared to $24.1 million in 2017 and $16.2 million in 2016. The increase in 2018 when compared to 2017
was primarily the result of certain new associates that we had hired being able to participate in the annual cash
incentive plan, particularly the BNC associates that did not participate in the company-wide plan in 2017. Similarly,
the increase in 2017 when compared to 2016 was the result of certain new associates that we had hired being able to
participate in the plan,
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particularly the Avenue associates that had not participated in 2016, and the payout in 2017 being at 105% of target
compared to 90% of target in 2016.

Also, included in cash and equity incentives for the years ended December 31, 2018, 2017 and 2016, were
approximately $12.0 million, $10.3 million and $7.7 million, respectively, of compensation expenses related to
equity-based restricted share awards and approximately $5.7 million, $6.3 million and $3.2 million, respectively, of
compensation expenses related to equity-based restricted share units with performance-based vesting criteria. We have
not issued stock options since 2008. Under our equity incentive plans, we provide a broad-based equity incentive
program for all associates. We believe that equity incentives provide a vehicle for all associates to become meaningful
shareholders of Pinnacle Financial over an extended period of time and create a shareholder-centric culture throughout
our organization. Our compensation expense associated with equity awards for 2018 increased when compared to
2017 and 2016 as a result of the additional associates we hired in those periods, including associates obtained in
connection with an acquisition as well as increases in the amount of performance units awarded to our senior
associates. We expect our compensation expense associated with equity awards to increase in 2019 when compared to
2018 as a result of our intention to hire additional experienced financial advisors in 2019 as well as increases in the
amount of performance units awarded to our senior associates. 

Employee benefits and other expenses include costs associated with our 401k plan, health insurance, payroll taxes and
contract labor. These expenses increased by $13.3 million in 2018 compared to 2017 which increased by $5.9 million
when compared to 2016. The increase in 2018 as compared to 2017 and 2017 as compared to 2016 was primarily the
result of the increase in full-time equivalent associates in each respective period.

Equipment and occupancy expense for the year ended December 31, 2018 was 37.3% greater than in 2017 which was
54.2% greater than in 2016. The increase in 2018 as compared to 2017 and 2016 is due to our BNC merger, including
the completion and opening of an office in North Carolina in 2018, and two new locations opened in our Tennessee
markets in the latter part of 2017. We believe the number of our locations will increase over an extended period of
time. In future periods, these expansions may lead to higher equipment and occupancy expenses as well as related
increases in salaries and benefits expense.

Other real estate expense for the year ended December 31, 2018 was $723,000 compared to $1.1 million in 2017 and
$396,000 in 2016. The decrease in 2018 compared to 2017 is related to the $12.7 million decrease in other real estate
owned during the year ended December 31, 2018. The increase in 2017 is primarily related to the acquisition of $20.7
million in other real estate due to our merger with BNC.

Marketing and business development expense for the year ended December 31, 2018 was 40.8% greater than in 2017
which was 27.3% greater than in 2016. The primary source of the increases in 2018 as compared to 2017 and 2017 as
compared to 2016 is related to our merger with BNC and the associated marketing and business development
expenses for our expanded footprint. Additionally, our relationship with a Memphis professional sports franchise,
which began in the latter half of 2016, was in place for the full year in 2017, representing a larger expense in 2017
when compared to 2016.

Noninterest expense related to the amortization of intangibles was $10.5 million for the year ended December 31,
2018 compared to $8.8 million and $4.3 million for the years ended December 31, 2017 and 2016, respectively. The
increase in amortization expense is attributable to an increase in amortizing intangibles resulting from our acquisitions
in 2017 and 2016, respectively. The following table outlines our amortizing intangible assets, their initial valuations
and their intangible lives as of December 31, 2018:

 Year
acquired

Initial
Valuation

Amortizable
Life
(in years)

Remaining
Value
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 (in
millions)

(in
millions)

Core Deposit Intangible:
CapitalMark 2015 6.2 7 1.6
Magna Bank 2015 3.2 6 0.6
Avenue 2016 8.8 9 4.6
BNC 2017 48.1 10 36.8
Book of Business Intangible:
Miller Loughry Beach Insurance 2008 1.3 20 0.3
CapitalMark 2015 0.3 16 0.2
BNC Insurance 2017 0.4 20 0.4
BNC Trust 2017 1.9 10 1.6
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These assets are being amortized on an accelerated basis which reflects the anticipated life of the underlying assets.
Amortization expense related to these assets is estimated to decrease from $9.1 million per year to $4.7 million per
year over the next five years with lesser amounts for the remaining amortization period.

During the years ended December 31, 2018, 2017 and 2016, respectively, merger-related expenses of $8.3 million,
$31.8 million and $11.7 million were incurred associated with our acquisitions which occurred in, or prior to, those
respective periods. Merger-related expenses in 2018 included costs to finalize the cultural and technical integrations
related to our acquisition of BNC and associate retention packages. Merger-related expenses in 2017 primarily
included the cost of the technical and cultural integration, lease termination fees, costs associated with the BNC
branch rationalization plan we executed in 2017, the cost of certain assumed equity awards that vested upon the
change in control, and retention bonuses paid to former BNC associates for their services during the conversion.
Merger-related expenses during 2016 include legal costs incurred associated with the Avenue merger to defend
ourselves and Avenue's directors in a shareholder suit as well as investigation and other legal costs associated with a
former director's alleged improper trading in Avenue common stock. Merger-related expenses for the years ended
December 31, 2018, 2017 and 2016, also include the costs of technical conversions which were completed during, or
prior to, those periods. Certain associate-related expenses such as retention bonuses are also included in these
expenses.

Total other noninterest expenses increased by $20.9 million to $67.9 million during 2018 when compared to
2017. Included in other noninterest expenses are deposit and lending related expenses, investment and trust sales
expenses, audit, exam and insurance expense and administrative expenses. Deposit and lending expenses increased by
$9.7 million and $6.0 million, respectively, in 2018 primarily as a result of our increased loan and deposit volumes in
the period and, in the case of deposit-related expenses, as a result of an increase in FDIC deposit insurance premiums
of $6.0 million in 2018. Audit, exam and insurance expense is comprised of the fees associated with ongoing audit
and regulatory exams of our operations as well as the cost of our corporate insurance. Increases in audit, exam and
insurance expense in 2018 as compared to 2017 and 2016 is primarily related to increased regulation of our operations
as a result of our expanded footprint and increased asset size following the acquisition of BNC. Administrative and
other expenses increased by $2.6 million to $16.0 million during 2018 when compared to 2017. Additionally,
franchise tax expense increased $1.4 million in connection with our expanded tax base.

Total other noninterest expenses increased by $13.5 million to $47.0 million during 2017 when compared to
2016. Included in other noninterest expenses are deposit and lending related expenses, investment and trust sales
expenses, audit, exam and insurance expense and administrative expenses. Deposit and lending expenses increased by
$4.8 million and $1.5 million, respectively, in 2017 primarily as a result of our acquisition of BNC and in the case of
deposit-related expenses, as a result of an increase in FDIC deposit insurance premiums of $3.2 million in
2017. Administrative and other expenses increased by $5.7 million to $13.4 million during 2017 when compared to
2016. Included in those expenses were increased legal fees, director fees and insurance costs as a result of our
acquisition of BNC. Franchise tax expense increased $952,000 in connection with our expanded tax base. 

Our efficiency ratio (ratio of noninterest expense to the sum of net interest income and noninterest income) was 48.3%
in fiscal year 2018 compared to 53.3% in fiscal year 2017 and 53.0% in fiscal year 2016. The efficiency ratio
measures the amount of expense that is incurred to generate a dollar of revenue. Improvements in our efficiency ratio
in each of 2018, 2017 and 2016 when compared to the prior years were largely driven by our increase in size and
growth in net interest income and noninterest income as a result of our acquisitions we completed during those
periods.

Income Taxes.  During the year ended December 31, 2018, we recorded income tax expense of $90.5 million
compared to $124.0 million and $64.2 million in 2017 and 2016, respectively. As a result of the Tax Act, in 2017 we
recorded a non-cash charge of $31.5 million related to the revaluation of our net deferred tax assets due to the
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statutory federal income tax rate for corporate entities decreasing from 35 percent to 21 percent for 2018 and future
periods. Our effective income tax rate was 20.1%, 41.6% and 33.5%, respectively, for the years ended December 31,
2018, 2017 and 2016. The reduction in 2018 was primarily due to the reduction in the federal statutory corporate tax
rate following enactment of the Tax Act. Our effective tax rate differs from the combined federal and state income tax
statutory rate in effect of 26.14% and 39.23%, during the respective periods, primarily due to our investments in
bank-qualified municipal securities, tax benefits from our real estate investment trust subsidiary, participation in
Tennessee's CITC program, tax benefits associated with bank-owned life insurance and tax savings from our captive
insurance subsidiary, offset in part by the limitation on deductibility of meals and entertainment expense, certain
merger-related expenses and, in 2018, non-deductible FDIC insurance premiums and non-deductible executive
compensation. Impacting tax expense during the years ended December 31, 2018 and 2017, was also our adoption on
January 1, 2017 of FASB Accounting Standards Update (ASU) 2016-09, Stock Compensation Improvements to
Employee Share-Based Payment Activity, which represented a change in accounting for the tax effects related to
vesting of common shares and the exercise of stock options previously granted to our employees through our various
equity compensation plans. This change resulted in a reduction in tax expense of $3.0 million and $5.4 million,
respectively, for the years ended December 31, 2018 and 2017 as the income tax effects related to settlements of
share-based payment awards is now required to be reported as increases (or decreases) to income tax expense.
Previously, income tax benefits at settlement of an award were reported as an increase (or decrease) to additional
paid-in capital.
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Financial Condition

Our consolidated balance sheet at December 31, 2018 reflects an increase of $2.1 billion in outstanding loans to $17.7
billion and an increase of $2.4 billion in total deposits to $18.8 billion from December 31, 2017. Total assets were
$25.0 billion at December 31, 2018 as compared to $22.2 billion at December 31, 2017. We acquired loans of $5.6
billion and deposits totaling $6.2 billion upon our acquisition of BNC in 2017. We acquired loans of $952.5 million
and deposits totaling $966.7 million upon our acquisition of Avenue in 2016. Collectively, we acquired $1.3 billion in
loans and $1.4 billion in deposits upon our acquisitions of CapitalMark and Magna in 2015.

Loans.  The composition of loans at December 31 for each of the past five years and the percentage (%) of each
segment to total loans are summarized as follows (dollars in thousands):

2018 2017 2016 2015 2014
Amount Percent Amount Percent Amount Percent Amount Percent Amount Percent

Commercial
real estate -
Mortgage

$7,164,954 40.4 % $6,669,610 42.7 % $3,193,49637.8 % $2,275,48334.8 % $1,544,09133.6 %

Consumer
real estate -
Mortgage

2,844,447 16.1 % 2,561,214 16.4 % 1,185,917 14.0 % 1,046,517 16.0 % 721,158 15.7 %

Construction
and land
development

2,072,455 11.7 % 1,908,288 12.2 % 912,673 10.8 % 747,697 11.4 % 322,466 7.0 %

Commercial
and industrial5,271,421 29.8 % 4,141,341 26.5 % 2,891,710 34.2 % 2,228,542 34.1 % 1,784,729 38.9 %

Consumer
and other 354,272 2.0 % 352,663 2.2 % 266,129 3.2 % 244,996 3.7 % 217,583 4.8 %

Total loans $17,707,549100.0% $15,633,116100.0% $8,449,925100.0% $6,543,235100.0% $4,590,027100.0%

The composition of our loan portfolio has changed due to our acquisition of BNC, which focused more on commercial
real estate lending, including construction, than we did in our legacy Tennessee markets. As we intend to focus on
growth of the commercial and industrial segment in our expanded footprint, we continue to believe our commercial
and industrial portfolio will again become a more substantial portion of our total loan portfolio at December 31, 2018.
This focus was evident in 2018, as the commercial and industrial segment represented 3.3% more of our total loan
portfolio than it did at December 31, 2017. We will continue to focus on the growth of this segment in 2019 and future
periods, as well as growth in owner-occupied commercial real estate loans.

The commercial real estate – mortgage category includes owner-occupied commercial real estate loans. At December
31, 2018, approximately 37.0% of the outstanding principal balance of our commercial real estate - mortgage loans
was secured by owner-occupied commercial real estate properties. Owner-occupied commercial real estate is similar
in many ways to our commercial and industrial lending in that these loans are generally made to businesses on the
basis of the cash flows of the business rather than on the valuation of the real estate. While the construction and land
development loan segment continued to grow in 2018, this segment represents a smaller portion of our portfolio as
compared to 2017 as we continued our efforts to reduce the level of these loans as a percentage of our total portfolio to
pre-BNC merger levels. Nonetheless, construction and land development lending continues to be a meaningful portion
of our portfolio and reflects the development in the local economies in which we operate and is diversified between
commercial, residential and land.

The following table classifies our fixed and variable rate loans at December 31, 2018 according to contractual
maturities of (1) one year or less, (2) after one year through five years, and (3) after five years.  The table also
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classifies our variable rate loans pursuant to the contractual repricing dates of the underlying loans (dollars in
thousands):

Amounts at December 31, 2018

Fixed
Rates

Variable
Rates Totals

At
December
31,
2018

At
December
31,
2017

Based on contractual maturity:
Due within one year $952,826 $2,394,299 $3,347,125 18.9 % 18.2 %
Due in one year to five years 4,734,961 4,057,543 8,792,504 49.7 % 48.2 %
Due after five years 2,685,100 2,882,820 5,567,920 31.4 % 33.6 %
Totals $8,372,887 $9,334,662 $17,707,549 100.0 % 100.0 %
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Amounts at December 31, 2018

Fixed
Rates

Variable
Rates Totals

At
December
31,
2018

At
December
31,
2017

Based on contractual repricing dates:
Daily floating rate $— $2,755,333 2,755,333 15.6 % 16.4 %
Due within one year 952,826 5,952,578 6,905,404 39.0 % 37.8 %
Due in one year to five years 4,734,961 363,959 5,098,920 28.8 % 28.4 %
Due after five years 2,685,100 262,792 2,947,892 16.6 % 17.4 %
Totals $8,372,887 $9,334,662 $17,707,549 100.0 % 100.0 %

The above information does not consider the impact of scheduled principal payments.

Loan Origination Risk Management. We maintain lending policies and procedures designed to maximize lending
opportunities within an acceptable level of risk. Management reviews and approves these policies and procedures on a
regular basis. A reporting system supplements the review process by providing management with frequent reports
related to loans in our portfolio, loan quality, concentrations of credit, loan delinquencies and non-performing loans.
Diversification in the loan portfolio is measured and monitored as a means of managing risk associated with
fluctuations in economic conditions.

Underwriting standards are designed to promote relationship banking rather than transactional banking. Management
examines current and projected cash flows to determine the expected ability of a borrower to repay its obligations as
agreed. Commercial and industrial loans are primarily underwritten based on the identified cash flows of the borrower
and generally are collateralized by business assets and may have a personal guaranty of business principals.  Collateral
pledged may include the assets being financed or other assets such as accounts receivable, inventory or equipment.
Some short-term loans may be advanced on an unsecured basis.

Commercial real estate mortgage loans are subject to underwriting standards and processes similar to commercial and
industrial loans. These loans are viewed primarily as cash flow loans and are underwritten based on the ability of the
property (in the case of income producing property), or the borrower's business (if owner occupied) to generate
sufficient cash flow to amortize the debt.  Secondary emphasis is placed upon collateral value and the financial
strength of guarantors, if any. Commercial real estate loans may be adversely affected by conditions in the real estate
markets or in the general economy. As detailed in the discussion of real estate loans below, the properties securing our
commercial real estate portfolio generally are diverse in terms of type and industry and we measure and monitor
concentrations regularly. We believe this diversity helps reduce our exposure to adverse economic events that affect
any single industry or type of real estate product. Management monitors and evaluates commercial real estate loans
based on cash flow, collateral, geography and risk grade criteria. We also utilize third-party experts to provide insight
and guidance about economic conditions and trends affecting market areas we serve.

Construction loans are underwritten utilizing independent appraisals, sensitivity analysis of absorption and lease rates,
financial analysis of the developers and property owners, and expectations of the permanent mortgage market, among
other items. Construction loans are generally based upon estimates of costs and appraised value associated with the
completed project, which may be inaccurate. Construction loans involve the disbursement of funds during
construction with repayment substantially dependent on the success of the ultimate project. Sources of repayment for
these types of loans may be sales of developed property, refinancing in the permanent mortgage market, or an interim
loan commitment from us until permanent financing is obtained. These loans are closely monitored by on-site
inspections and are considered to have higher risks than other real estate loans because their ultimate repayment
depends on the satisfactory completion of construction and is sensitive to interest rate changes, governmental
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regulation of real property, general economic conditions and the availability of long-term financing.

We also originate consumer loans, including consumer real-estate loans, where we typically use a computer-based
credit scoring analysis to supplement the underwriting process. To monitor and manage consumer loan risk, policies
and procedures are developed and modified, as needed, jointly by line and staff personnel. This activity, coupled with
relatively small loan amounts that are spread across many individual borrowers, seeks to minimize risk. Additionally,
trend and outlook reports are reviewed by management on a regular basis. Underwriting standards for home equity
loans are heavily influenced by statutory requirements.

We also maintain an independent loan review department that reviews and validates the credit risk program on a
periodic basis. Results of these reviews are presented to management and the audit and risk committees of our board
of directors. The loan review process complements and reinforces the risk identification and assessment decisions
made by lenders and credit personnel, as well as our policies and procedures.
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Lending Concentrations.  We periodically analyze our loan portfolio to determine if a concentration of credit risk
exists to any one or more industries. We use broadly accepted industry classification systems in order to classify
borrowers into various industry classifications. We have a credit exposure (loans outstanding plus unfunded
commitments) exceeding 25% of Pinnacle Bank's total risk-based capital to borrowers in the following industries at
December 31, 2018 and 2017 (in thousands):

At December 31, 2018

Outstanding
Principal
Balances

Unfunded
Commitments

Total
exposure

Total
Exposure
at
December
31, 2017

Lessors of nonresidential buildings $3,149,948 $ 782,111 $3,932,059 $3,483,597
Lessors of residential buildings 1,200,653 284,044 1,484,697 1,151,676
New housing for-sale builders 511,484 589,505 1,100,989 780,137
Hotels and motels 779,390 140,611 920,001 836,320

Banking regulations have established guidelines for the construction ratio of less than 100% of total risk-based capital
and for the non-owner occupied ratio of less than 300%. Should a bank’s ratios be in excess of these guidelines,
banking regulations generally require an increased level of monitoring in these lending areas by bank management.
Both ratios are calculated by dividing certain types of loan balances for each of the two categories by Pinnacle Bank’s
total risk-based capital.  At December 31, 2018 and 2017, Pinnacle Bank’s construction and land development loans as
a percentage of total risk-based capital was 85.2% and 89.4%, respectively.  Non-owner occupied commercial real
estate and multifamily loans (including construction and loan development loans) was 277.7% and 297.1% for
December 31, 2018 and 2017, respectively. While Pinnacle Bank was in excess of the 300% guideline for the first six
months of 2018, Pinnacle Bank was within the 100% and 300% guidelines for the remainder of 2018 and has
established what it believes to be appropriate controls to monitor its lending in these areas as it aims to keep the level
of these loans to below the 100% and 300% thresholds.

Performing Loans in Past Due Status.  The following table is a summary of our accruing loans that were past due at
least 30 days but less than 89 days and 90 days or more past due as of December 31, 2018 and 2017 (dollars in
thousands):

Accruing loans past due 30 to 89 days: December
31, 2018

December
31, 2017

Commercial real estate – mortgage $11,756 $23,331
Consumer real estate – mortgage 18,059 14,835
Construction and land development 3,759 4,136
Commercial and industrial 21,451 7,406
Consumer and other 3,276 6,311
Total accruing loans past due 30 to 89 days $58,301 $56,019

Accruing loans past due 90 days or more:
Commercial real estate – mortgage $— $104
Consumer real estate – mortgage — 1,265
Construction and land development — 146
Commercial and industrial 1,082 1,348
Consumer and other 476 1,276
Total accruing loans past due 90 days or more $1,558 $4,139

Ratios:
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Accruing loans past due 30 to 89 days as a percentage of total loans 0.33 % 0.36 %
Accruing loans past due 90 days or more as a percentage of total loans 0.01 % 0.02 %
Total accruing loans in past due status as a percentage of total loans 0.34 % 0.38 %

Potential Problem Loans. Potential problem loans amounted to approximately $176.3 million, or 1.0% of total loans
outstanding at December 31, 2018, compared to $164.0 million, or 1.1% of total loans outstanding at December 31,
2017. Potential problem loans, which are not included in nonperforming loans, represent those loans with a
well-defined weakness and where information about possible credit problems of borrowers has caused management to
have doubts about the borrower's ability to comply with present repayment terms. This definition is believed to be
substantially consistent with the standards established by Pinnacle Bank's primary regulators, for loans classified as
substandard or worse, but not considered nonperforming loans. Approximately $17.1 million of potential problem
loans were past due at least 30 but less than 90 days as of December 31, 2018.
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Non-Performing Assets and Troubled Debt Restructurings.  At December 31, 2018, we had $103.2 million in
nonperforming assets compared to $85.5 million at December 31, 2017. Included in nonperforming assets were $87.8
million in nonperforming loans and $15.4 million in other real estate owned and other nonperforming assets at
December 31, 2018 and $57.5 million in nonperforming loans and $28.0 million in other real estate owned and other
nonperforming assets at December 31, 2017. At December 31, 2018 and 2017, there were $5.9 million and $6.6
million, respectively, of troubled debt restructurings that were performing as of the restructured date and remain on
accrual status but are considered impaired loans pursuant to U.S. GAAP.

All nonaccruing loans are reassigned to a special assets officer who was not responsible for originating the loan. The
special assets officer is responsible for developing an action plan designed to minimize our future losses. Typically,
these special assets officers review our loan files, interview prior officers assigned to the relationship, meet with
borrowers, inspect collateral, reappraise collateral and/or consult with legal counsel. The special assets officer then
recommends an action plan to a committee of senior associates including lenders and workout specialists, which could
include foreclosing on collateral, restructuring the loan, issuing demand letters or other actions.

We discontinue the accrual of interest income when (1) there is a significant deterioration in the financial condition of
the borrower and full repayment of principal and interest is not expected or (2) the principal or interest is more than 90
days past due, unless the loan is both well-secured and in the process of collection. During 2018, 2017 and 2016,
respectively, we recognized $469,000, $95,000 and $159,000 of interest income from nonperforming loans, reflecting
cash payments received from the borrower and our belief, at the time of payment, that the underlying collateral
supported the carrying amount of the loans.

Due to the weakening credit status of a borrower, we may elect to formally restructure certain loans to facilitate a
repayment plan that seeks to minimize the potential losses, if any, that we might incur.  These loans are considered
troubled debt restructurings and are considered to be impaired loans pursuant to U.S. GAAP. If on nonaccruing status
as of the date of restructuring, any restructured loan is included in the nonperforming loan balances as discussed above
and is classified as an impaired loan. Loans that have been restructured that are on accrual status as of the restructure
date are not included in nonperforming loans; however, such loans are still considered impaired.

At December 31, 2018, we owned $15.2 million in other real estate which we had acquired, usually through
foreclosure, or by deed in lieu of foreclosure, from borrowers compared to $27.8 million at December 31, 2017; the
majority of this real estate is located within our principal markets. Of the $27.8 million balance at December 31, 2017,
$21.5 million was acquired in conjunction with our merger with BNC.
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The following table is a summary of our nonperforming assets and troubled debt restructurings at December 31, 2018
and 2017 (in thousands):

December
31, 2018

December
31, 2017

Nonperforming assets:
Nonperforming loans (1):
Commercial real estate – mortgage $32,335 $16,064
Consumer real estate – mortgage 28,069 18,117
Construction and land development 3,387 5,968
Commercial and industrial 23,060 17,306
Consumer and other 983 —
Total nonperforming loans (1) 87,834 57,455
Other real estate owned 15,165 27,831
Other repossessed assets 228 197
Total nonperforming assets 103,227 85,483
Accruing troubled debt restructurings:
Commercial real estate – mortgage 179 194
Consumer real estate – mortgage 4,547 2,852
Construction and land development 347 —
Commercial and industrial 826 3,565
Consumer and other — —
Total accruing troubled debt restructurings 5,899 6,611
Total nonperforming assets and accruing troubled debt restructurings $109,126 $92,094
Ratios:
Nonperforming loans to total loans 0.50 % 0.37 %
Nonperforming assets to total loans plus other real estate owned 0.58 % 0.55 %
Nonperforming assets plus troubled debt restructurings to total loans plus other real estate
owned 0.62 % 0.59 %

Nonperforming assets, potential problem loans and troubled debt restructurings to Pinnacle
Bank Tier 1 capital and allowance for loan losses 12.40 % 12.80 %

Classified Asset Ratio  (Pinnacle Bank) (2) 12.40 % 12.90 %
Allowance for loan loss coverage ratio 95.2 % 117.0 %

(1)
Approximately $52.5 million and $45.8 million as of December 31, 2018 and 2017, respectively, of nonperforming
loans included above were currently paying pursuant to their contractual terms at December 31, 2018 and
December 31, 2017.

(2)Classified assets as a percentage of Tier 1 capital plus allowance for loan losses.

Allowance for Loan Losses (allowance). We maintain the allowance at a level that our management deems
appropriate to adequately cover the probable losses inherent in the loan portfolio.  As of December 31, 2018 and 2017,
our allowance for loan losses was $83.6 million and $67.2 million, respectively, which our management deemed to be
adequate at each of the respective dates. Our allowance for loan loss as a percentage of total loans has increased from
0.43% at December 31, 2017 to 0.47% at December 31, 2018. The increase in the allowance as a percentage of total
loans is primarily attributable to provision expense associated with organic loan growth and new loan originations in
our expanded footprint during 2018 in contrast to 2017 when much of our loan growth was the result of our
acquisition of BNC. The absolute level of our allowance for loan losses is largely driven by continued favorable credit
experience in our larger portfolios and we believe it is supported by the strong economies presently in place in the
markets in which we operate.
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Also impacting the overall balance of our allowance for loan losses is fair value accounting on our acquired loan
portfolios as no allowance for loan losses is assigned to acquired loans as of the date of acquisition; however, an
allowance for loan losses is recorded for purchased loans that have experienced credit deterioration subsequent to
acquisition or increases in balances outstanding. Our accounting policy is to compare the computed allowance for loan
losses on a loan-by-loan basis for purchased loans to the remaining fair value adjustment. If the computed allowance
at the loan level is greater than the remaining fair value adjustment, the excess is added to the allowance for loan
losses by a charge to the provision for loan losses. The judgments and estimates associated with our allowance
determination are described under "Critical Accounting Estimates" above. As of December 31, 2018, net loans
included a net fair value discount of $95.7 million. For the years ended December 31, 2018 and 2017, respectively, the
net fair value discount changed as follows:

Accretable
Yield(1)

Nonaccretable
Yield(2) Total

December 31, 2016 $(30,364 ) $ (3,633 ) $(33,997 )
Acquisitions (149,116 ) (32,314 ) (181,430 )
Year-to-date accretion/settlement 47,478 4,410 51,888
December 31, 2017 $(132,002) $ (31,537 ) $(163,539)
Year-to-date accretion/settlement 53,720 14,143 67,863
December 31, 2018 $(78,282 ) $ (17,394 ) $(95,676 )

(1) The accretable yield will be recorded as a component of interest income using the level-yield method based on the
life of the underlying loans.
(2) The nonaccretable yield will be reduced as purchase credit impaired loans are settled.

The following table sets forth, based on management's best estimate, the allocation of the allowance to types of loans
as well as the unallocated portion as of December 31 for each of the past five years and the percentage of loans in each
category to total loans (in thousands): 

At December 31,
2018 2017 2016 2015 2014
Amount Percent Amount Percent Amount Percent Amount Percent Amount Percent

Commercial real estate –Mortgage $26,94640.4 %$21,18842.7 %$13,65537.8 %$15,51334.8 %$22,20233.6 %
Consumer real estate – Mortgage 7,670 16.1 %5,031 16.4 %6,564 14.0 %7,220 16.0 %5,424 15.7 %
Construction and land
development 11,128 11.7 %8,962 12.2 %3,624 10.8 %2,903 11.4 %5,724 7.0 %

Commercial and industrial 31,731 29.8 %24,863 26.5 %24,743 34.2 %23,643 34.1 %29,167 38.9 %
Consumer and other 5,423 2.0 %5,874 2.2 %9,520 3.2 %15,616 3.7 %1,570 4.8 %
Unallocated 677 NA 1,322 NA 874 NA 537 NA 3,272 NA
Total allowance for loan losses $83,575100.0%$67,240100.0%$58,980100.0%$65,432100.0%67,359 100.0%

The allocation of the allowance for loan losses by category is determined based on historical loss experience for that
category and qualitative factors applicable to each category of loans. The allocated loan loss attributable to impaired
loans is included in the respective category above. The unallocated category is intended to allow for losses that are
inherent in our portfolio that we have not yet identified or attributable to a specific risk factor and for modeling
imprecision.  Additional information on the allocation of the allowance between performing and impaired loans is
provided in Note 6 to the "Notes to the Consolidated Financial Statements."
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The following is a summary of changes in the allowance for loan losses for each of the years in the five-year period
ended December 31, 2018 and the ratio of the allowance for loan losses to total loans as of the end of each period (in
thousands):

2018 2017 2016 2015 2014
Balance at beginning of period
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