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

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

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 No

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

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 I1I of this Form 10-K or any amendment to this
Form 10-K.

Indicate by check mark if the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, a

smaller reporting company, or an emerging growth company. See the definitions of “large accelerated filer,” “accelerated
filer,” “small reporting company,” and “emerging growth company,” in Rule 12b-2 of the Exchange Act.

Large Accelerated filer Accelerated filer Non-accelerated filer Smaller reporting company

Emerging Growth Company

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.

Indicate by check mark whether the Registrant is a shell company (as defined in Rule 12b-2 of the Exchange
Act). Yes No

The aggregate market value of the voting stock held by non-affiliates of the Registrant as of June 30, 2018 was
$2,830,143,000.00 based on the closing sales price per share of the Registrant’s common stock on such date as
reported by NASDAQ.

As of February 25, 2019, there were 65,617,505 shares of the Registrant’s Common Stock outstanding.
DOCUMENTS INCORPORATED BY REFERENCE

Portions of the following documents are incorporated by reference into the designated parts of this Form 10-K:

(a) Annual Report to security holders for the fiscal year ended December 31, 2018 (in Parts I and II) and (b) Proxy
Statement relating to the Company’s 2019 Annual Meeting of Shareholders (in Part III).
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Part |

As used in this report, the words “Company,” “we,” “us” and “our” refer to International Bancshares Corporation, a Texas
corporation, its five wholly-owned subsidiary banks, and other subsidiaries. The information that follows may contain
forward-looking statements, which are qualified as indicated under “Cautionary Notice Regarding Forward-Looking
Statements” in Item 7 (Management’s Discussion and Analysis of Financial Condition and Results of Operations) of

this report. Our website address is www.ibc.com.

Item 1. Business
General

We are a registered multibank financial holding company providing a diversified range of commercial and retail
banking services in our main banking and branch facilities located in north, south, central and southeast Texas and the
State of Oklahoma. We were organized and we operate as a bank holding company within the meaning of the Bank
Holding Company Act of 1956, (BHCA). As a bank holding company, we may own one or more banks and may
engage in activities closely related to banking. In this regard, we are subject to supervision and regulation by the
Board of Governors of the Federal Reserve System (FRB). In addition, all of our wholly-owned banking subsidiaries
are members of and subject to regulation by the Federal Deposit Insurance Corporation (FDIC). Our principal
corporate offices are located in Laredo, Texas.

Our principal assets at December 31, 2018, consisted of all the outstanding capital stock of four Texas state banking
associations and one Oklahoma state banking corporation as follows:

- International Bank of Commerce, located in Laredo, Texas (IBC);

- Commerce Bank, located in Laredo, Texas (Commerce Bank);

- International Bank of Commerce, located in Brownsville, Texas (IBC Brownsville);
International Bank of Commerce, located in Zapata, Texas (IBC
Zapata); and

- International Bank of Commerce, located in Oklahoma City, Oklahoma (IBC-Oklahoma).

IBC-Oklahoma was formed as of January 1, 2017, as part of an internal corporate reorganization, whereby IBC
assigned and transferred certain assets and liabilities located in Oklahoma and Dallas, Texas to IBC-Oklahoma. These
five subsidiary banks are collectively referred to in this report as our “Subsidiary Banks.”

Our philosophy focuses on customer service as represented by the motto, “We Do More.” Our Subsidiary Banks
maintain a strong commitment to their local communities by, among other things, appointing selected community
members to local advisory boards (local boards). These local advisory boards help to direct the operations of the
branches, under the supervision of the Subsidiary Bank’s board of directors. These local boards also assist in
developing or modifying our products and services to meet local customer needs, as well as introducing prospective
customers to our many products and services.

We also own five direct non-banking subsidiaries:

- IBC Trading Company, an export trading company which is currently inactive;

- IBC Subsidiary Corporation, a second tier bank holding company incorporated in the State of Delaware;

- IBC Charitable and Community Development Corporation, a Texas nonprofit corporation formed to conduct
charitable and community development activities;
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- IBC Capital Corporation, a company incorporated in the State of Delaware for the purpose of holding certain
investments; and
- Premier Tierra Holdings, Inc., a liquidating subsidiary formed under the laws of the State of Texas.
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We also own a fifty percent interest in Gulfstar Group I and II, Ltd. and related entities, which are involved in
investment banking activities, a controlling interest in four merchant banking entities, and a majority ownership in a
real-estate development partnership.

Available Information

Our Annual Report on Form 10 K, Quarterly Reports on Form 10 Q, Current Reports on Form 8 K, and amendments to
those reports, as well as our Proxy Statements, are available free of charge on or through our website,

www.ibc.com. We have also posted on the website a Code of Ethics that applies to our directors and executive

officers, and charters for our Audit Committee, Risk Committee, Compensation Committee, and Nominating

Committee.

Services and Employees

Our Subsidiary Banks have historically focused on providing commercial banking services to small and medium sized
businesses located in their trade areas and select international banking services. In recent years, however, the
Subsidiary Banks have emphasized consumer and retail banking, including mortgage lending, as well as locating
branches in retail locations and shopping malls. Today, we have 189 facilities and 287 ATMs serving 89 communities
in Texas and Oklahoma.

Through the Subsidiary Banks, we are engaged in the business of accepting checking and savings deposits and the
making of commercial, real estate, personal, home improvement, automobile and other installment and term loans.
Some Subsidiary Banks are very active in facilitating international trade along the United States border with Mexico
and elsewhere. Our international banking business includes providing letters of credit, making commercial and
industrial loans and providing foreign exchange services. Each Subsidiary Bank also offers other related services, such
as credit cards, safety deposit boxes, collections, notary public, escrow services, drive up and walk up facilities and
other customary banking services.

Each Subsidiary Bank makes available certain securities products through third party providers, as well as banking
services during traditional and nontraditional banking hours through their ATM network and retail locations in
shopping malls and other convenient places. Additionally, IBC also has introduced IBC Bank Online, an Internet
banking product, in order to provide customers online access to banking information and services 24 hours a day, as
well as, IBC Mobile Banking with access from mobile devices 24 hours a day. No material portion of our business
may be deemed seasonal.

As of December 31, 2018, we and our Subsidiary Banks employed approximately 2,816 persons full time and 574
persons part time. We provide extensive training to our employees in an effort to ensure that our customers receive
superior customer service. None of our employees are represented by any collective bargaining unit or are parties to a
collective bargaining agreement. We believe that our relations with our employees are good.

Competition

We are one of the largest independent financial bank holding companies in the State of Texas. Our primary market
area is bordered on the east by the Galveston area, the northwest by Dallas, the southwest by Del Rio and to the
southeast by Brownsville. Our primary market area also includes the State of Oklahoma. We compete for deposits
and loans with other commercial banks, savings and loan associations, and credit unions in our primary market
area. We have increased our market share in our primary market area in the past through strategic acquisitions.
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We also compete against non bank entities, which serve as an alternative to traditional financial institutions. The
percentage of bank related services being provided by non bank entities has increased during the last several years.

We do a large amount of business for customers domiciled in Mexico, with an emphasis in Northern Mexico. Deposits
from persons and entities domiciled in Mexico comprise a large and stable portion of the deposit base of the
Subsidiary Banks. These deposits comprised approximately 29%, 27% and 28% of the Subsidiary Banks total deposits
for the three years ended December 31, 2018, 2017 and 2016, respectively.
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Under the Gramm Leach Bliley Financial Services Modernization Act of 1999 (GLBA), banks, securities firms and
insurance companies may affiliate under an entity known as a financial holding company, which may then serve its
customers’ varied financial needs through a single corporate structure. The GLBA has significantly changed the
competitive environment in which we and our Subsidiary Banks conduct business. The financial services industry is
also likely to become even more competitive as further technological advances enable more companies to provide
financial services. These technological advances may reduce the necessity of depository institutions and other
financial intermediaries in the transfer of funds between parties.

Supervision and Regulation

Banking is a complex, highly regulated industry. In addition to the generally applicable state and federal laws
governing businesses and employers, we and our Subsidiary Banks are further extensively regulated by special federal
and state laws governing financial institutions. These laws comprehensively regulate the operations of the Subsidiary
Banks and include, among other matters:

requirements to maintain reserves against deposits;

restrictions on the nature and amount of loans that may be made and the interest that may be charged thereon;
- restrictions on the amounts, terms and conditions of loans to directors, officers, large shareholders and their

affiliates; and

restrictions related to investments in activities other than banking; and minimum capital requirements.

Furthermore, Congress, state legislatures and applicable federal and state regulatory agencies are continually
reviewing such statutes, regulations and policies. Any change in such laws or policies applicable to us and our
subsidiaries could have a material adverse effect on our business, financial condition or our results of

operations. Recent political developments, including the change in the United States’ administration, have increased
uncertainty with respect to the implementation, scope and timing of regulatory reforms. With few exceptions, state
and federal banking laws have as their principal objective either the maintenance of the safety and soundness of the
federal deposit insurance system or the protection of consumers, rather than the specific protection of our shareholders
or creditors.

Further, our earnings are affected by the fiscal and monetary policies of the FRB, which regulates the national money
supply in order to mitigate recessionary and inflationary pressures. These monetary policies significantly influence the
overall growth of bank loans, investments and deposits, as well as, the interest rates charged on loans or paid on time
and savings deposits. The nature of future monetary policies and the effect of such policies on our future earnings and
business cannot be predicted.

The Dodd-Frank Act

On July 21, 2010, sweeping financial regulatory reform legislation entitled the “Dodd Frank Wall Street Reform and
Consumer Protection Act” (Dodd Frank Act) was signed into law. The Dodd Frank Act represents a significant overhaul
of many aspects of the regulation of the financial services industry, addressing, among other things, systemic risk,

capital adequacy, deposit insurance assessments, consumer financial protection, interchange fees, derivatives, lending
limits, mortgage lending practices, registration of investment advisors and changes among the bank regulatory

agencies. These far reaching changes across the financial regulatory landscape include provisions that, among other
things, have or will:

- Centralize responsibility for consumer financial protection in a new agency named the Bureau of Consumer
Financial Protection (CFPB);
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Restrict the preemption of state law by

federal law;
- Apply the same leverage and risk based capital requirements that apply to insured depository institutions to most

bank holding companies;
- Require financial holding companies, to be well capitalized and well managed in order to acquire banks located

outside their home state;
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- Change the assessment base for federal deposit insurance from the amount of insured deposits to consolidated assets
less tangible capital, eliminate the ceiling on the size of the Deposit Insurance Fund (DIF) and increase the floor of
the size of the DIF;

- Impose comprehensive regulation of over the counter derivatives market, which would include certain provisions
that would effectively prohibit insured depository institutions from conducting certain derivatives businesses in the
institution itself;

- Require publicly traded bank holding companies with at least $10 billion in assets to create a risk committee to be
chaired by an independent director, with at least one member with risk management expertise.

- Require annual stress testing of certain financial institutions with consolidated assets greater than $10 billion, but, at
this time, none of the Subsidiary Banks meets the $10 billion asset threshold required to conduct the bank stress
tests;

- Implement corporate governance revisions, including an advisory shareholder vote on executive compensation and
proxy access by shareholders;

- Make permanent the $250,000 limit for federal deposit insurance and increase the cash limit of Securities Investor
Protection Corporation protection from $100,000 to $250,000;

Repeal the federal prohibitions on the payment of interest on demand deposits;

- Amend the Electronic Fund Transfer Act to give the FRB authority to establish rules regarding interchange fees,
which must be reasonable and proportional to the actual cost of a transaction to the issuer;
Increase the authority of the FRB to examine us and our Subsidiary Banks;

Permit interstate de novo branching without the need to acquire an existing bank;

- Require extensive new restrictions relating to residential mortgage transactions to increase compliance for financial
institutions that originate mortgage loans;

Establish a Whistleblower Incentives and Protection Program for public company employees;

- Require each agency to establish an Office of Minority and Women Inclusion and to develop diversity assessment
standards for all the entities regulated by the agencies;

- Require the federal financial regulatory agencies to adopt rules that prohibit banks and their affiliates from engaging
in short term proprietary trading and investing in and sponsoring certain unregistered investment companies; and

- Authorize the FRB to adopt enhanced supervision and prudential standards for bank holding companies with total
consolidated assets of $250 billion (as modified by EGRRCPA) or more (often referred to as “systemically important
financial institutions” or “SIFI”).

Many provisions of the Dodd-Frank Act became effective upon enactment, while others were subject to further study,

SEC rulemaking and discretion afforded to federal regulators. Some provisions have only recently taken effect or will

take effect in the future making it difficult to anticipate the overall financial impact on us, our customers or the

financial industry in general. Provisions in the legislation that affect deposit insurance assessments, payment of
interest on demand deposits and interchange fees are likely to increase the costs associated with deposits, as well as
place limitations on certain revenues those deposits may generate. Provisions that require revisions to our capital
requirements could require us to seek other sources of capital in the future.

Emergency Economic Stabilization Act

On October 3, 2008, President Bush signed into law the Emergency Economic Stabilization Act of 2008 (EESA),
which, among other measures, authorized the Secretary of the Treasury to establish the Troubled Asset Relief
Program (TARP). Under TARP, the Treasury created a capital purchase program (CPP), pursuant to which it provided
access to capital that serves as Tier 1 capital to financial institutions through a standardized program to acquire
preferred stock (accompanied by warrants) from eligible financial institutions. Subsequently, we sold $216 million of
Series A Preferred Stock to the Treasury and a warrant (Warrant) to purchase 1,326,238 shares of our class of
common stock at a price per share of $24.43 per share that expired on December 23, 2018.

6
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In November 2012, we repurchased all of the Series A Preferred Stock and exited the TARP program. In 2013, the
Treasury sold the Warrant to a third party. On September 18, 2018, the Company entered into an agreement to
repurchase the Warrant from the third party at an aggregate purchase price of $29,005,000, which transaction was
consummated in the third quarter of 2018. The repurchase of the outstanding Warrant eliminates any restrictions on
certain shareholder distributions or payments of cash dividends in excess of $0.33 per semi-annual period that would
have impacted the exercise price of the Warrant while it remained outstanding.

FRB Approvals

As a registered bank holding company we are subject to supervision by, among others, the FRB. As such, we are
required to file with the FRB annual reports and other information regarding our business operations and those of our
Subsidiary Banks. We are also subject to periodic examination by the FRB. Under the BHCA, a bank holding
company is prohibited from acquiring direct or indirect control of any company that is not a bank or bank holding
company, and must engage only in the business of banking, managing, controlling banks and furnishing services to or
performing services for its subsidiary banks, except where the FRB has determined the ownership to be so closely
related to banking, managing or controlling banks as to be a proper incident thereto.

The BHCA and the Change in Bank Control Act of 1978 require that either FRB approval must be obtained or notice
must be furnished to the FRB and not disapproved prior to any person or company acquiring “control” of a bank holding
company, subject to exception for certain transactions. Control is conclusively presumed to exist if any person

acquires 25% or more of the voting securities of a bank holding company; control is a rebuttable presumption between
10% and 25% ownership. Ownership by affiliated persons, or persons acting in concert, is typically aggregated for
these purposes.

As a bank holding company, we are required to obtain approval prior to merging or consolidating with any other bank
holding company, acquiring all or substantially all of the assets of any bank, or acquiring ownership or control of
shares of a bank or bank holding company if, after the acquisition, we would directly or indirectly own or control 5%
or more of the voting shares of such bank or bank holding company. In approving acquisitions or the addition of
activities, one of the issues the FRB considers is whether the acquisition or the additional activities can reasonably be
expected to produce benefits to the public, such as greater convenience, increased competition, or gains in efficiency,
that outweigh such possible adverse effects as undue concentration of resources, decreased or unfair competition,
conflicts of interest or unsound banking practices.

The USA PATRIOT Act

Combating money laundering and terrorist financing is a major focus of financial institution regulatory policy. The
Uniting and Strengthening America by Providing Appropriate Tools Required to Intercept and Obstruct Terrorism Act
of 2001 (PATRIOT Act), substantially expanded the responsibilities of U.S. financial institutions with respect to
countering money laundering and terrorist activities. The implementing regulations impose obligations on financial
institutions to maintain appropriate policies, procedures and controls to detect, prevent and report money laundering
and terrorist financing and to verify the identity of their customers. Also, the PATRIOT Act requires the bank
regulatory agencies to consider the record of a bank or bank holding company in combating money laundering
activities in their evaluation of bank and bank holding company merger or acquisition transactions. Anti-money
laundering regulations are continually evolving, including recent new requirements effective May 11, 2018 requiring
U.S. financial institutions to ascertain and document the beneficial owners of legal entity customers opening new
accounts.

We have a program in place to monitor and enforce our policies on money laundering, corruption and bribery, as well
as our policies on prohibiting the use of Company assets to finance or otherwise aid alleged terrorist groups. Failure of

13
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a financial institution to maintain and implement adequate programs to combat money laundering and terrorist
financing, or to comply with all the relevant laws or regulations, could have serious legal and reputational
consequences for the institution.
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In 2013, the IRS published a rule requiring U.S. banks to report on the interest they pay to nonresident alien
individuals, and the IRS will share the information with tax authorities in other countries with whom the United States
has an agreement regarding the exchange of tax information.

Foreign Account Tax Compliance Act

On July 1, 2014, the Foreign Account Tax Compliance Act (FATCA) became effective. Originally enacted in 2010,
FATCA is aimed at curbing offshore tax evasion by foreign financial institutions by requiring such institutions to
identify any U.S. account holders. Moreover, FATCA requires U.S. withholding agents, including U.S. banks, to
withhold a tax (30%) on U.S. sourced income payable to foreign financial institutions that do not agree to report
certain information to the IRS regarding their U.S. accounts, as well as on payments to nonfinancial foreign entities
that do not provide information on their U.S. account owners to withholding agents.

Office of Foreign Assets Control Regulation

The United States has imposed economic sanctions that affect transactions with designated foreign countries, nationals
and others. The Office of Foreign Assets Control of the U.S. Department of the Treasury (OFAC) publishes lists of
specially designated countries and enforces economic and trade sanctions based on U.S. foreign policy and national
security goals against targeted foreign countries and regimes, terrorists, international narcotics traffickers, those
engaged in activities related to the proliferation of weapons of mass destruction, and other threats to the national
security, foreign policy or economy of the United States. The OFAC administered sanctions take many forms,
including restrictions on trade or investment and the blocking of certain assets related to the designated foreign
countries and nationals. Blocked assets, which may include bank deposits, cannot be paid out, withdrawn, set off or
transferred in any manner without a license from OFAC. Failure to comply with the OFAC sanctions could have
serious legal and reputational consequences.

Gramm Leach Bliley

The GLBA eliminates the barriers to affiliations among banks, securities firms, insurance companies and other
financial service providers. The GLBA provides for a new type of financial holding company structure under which
affiliations among these entities may occur. Under the GLBA, a financial holding company may engage in a broad list
of financial activities and any non financial activity that the FRB determines is complementary to a financial activity
and poses no substantial risk to the safety and soundness of depository institutions or the financial system. In addition,
the GLBA permitted certain non banking financial and financially related activities to be conducted by financial
subsidiaries of banks.

Under the GLBA, a bank holding company may become certified as a financial holding company by filing a
declaration with the FRB, together with a certification that each of its subsidiary banks is well capitalized, is well
managed, and has at least a satisfactory rating under the Community Reinvestment Act of 1977 (CRA). We elected
and were approved by the FRB to become a financial holding company under the GLBA in 2000 and the election was
made effective by the FRB as of March 13, 2000. During the second quarter of 2000, IBC established an insurance
agency subsidiary and acquired two insurance agencies.

The investments that may be made under the GLBA are substantially broader in scope than the investment activities
otherwise permissible for bank holding companies and are referred to as “merchant banking investments” in “portfolio
companies.” The FRB and the Secretary of the Treasury have regulations governing the scope of permissible merchant
banking investments. Before making a merchant banking investment, a financial holding company must either be or
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have a registered securities firm or a qualified insurance affiliate. The merchant banking investments may be made by
the financial holding company or any of its subsidiaries, other than a depository institution or a subsidiary of a
depository institution. The regulations place restrictions on the ability of a financial holding company to become
involved in the routine management or operation of any portfolio company. The regulation also generally limits the
ownership period of merchant banking investments to no more than ten years.
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The FRB, the Office of the Comptroller of the Currency (OCC), and the FDIC have rules governing the regulatory
capital treatment of equity investments in non financial companies held by banks, bank holding companies and
financial holding companies. The rules apply a graduated capital charge on covered equity investments, which would
increase as the proportion of such investments to Tier 1 capital increases.

On September 8, 2016, the FRB published a report to Congress in which it recommended the repeal of the merchant
banking authority granted to financial holding companies under the GLBA. Specifically, the FRB recommended that
Congress repeal the statutory merchant banking authority and the grandfathering exemption for certain companies that
became financial holding companies after 1999. The FRB also noted in its report that it is considering regulatory
measures that would limit what it termed “safety and soundness risks of merchant banking investments.” It is uncertain
what, if any, action the FRB or Congress will take regarding the FRB’s report.

State Law Preemption

At the beginning of 2004, the OCC issued final rules clarifying when federal law overrides state law for national

banks and their operating subsidiaries and confirming that only the OCC has the right to examine and take

enforcement action against those institutions. The Dodd-Frank Act, however, limits the applicability of the preemption
doctrine so that state laws affecting national banks are preempted only in certain circumstances. In this regard, the
OCC has concluded that the Dodd Frank Act did not create a new, standalone preemption standard, but rather, existing
OCC regulations are “preserved,” including federal preemption over state consumer protection laws. The OCC also
clarified that a state attorney general or chief law enforcement officer may enforce any applicable law against a
national bank (as opposed to a non preempted state law), and to seek relief if, and as, authorized by that law.

Financial Privacy

In accordance with the GLBA, the federal banking regulators adopted rules that limit the ability of banks and other
financial institutions to disclose nonpublic information about consumers to nonaffiliated third parties. Pursuant to
these rules, financial institut