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FBITATFTONDBANK

U.S.$ 60,000,000 8.5 per cent. Loan Participation Notes due 2019
issued by, but with limited recourse to,
TFB FINANCE DESIGNATED ACTIVITY COMPANY

for the sole purpose of financing a loan to
PUBLIC JOINT STOCK COMPANY "TATFONDBANK"
(a public joint stock company organised under the laws of the Russian Federation)

Issue Price: 100 per cent.

TFB Finance Designated Activity Company, a designated activity company incorporated under the laws of Ireland (the "Issuer"), is issuing an
aggregate principal amount of U.S.$ 60,000,000 8.5 per cent. Loan Participation Notes due 2019 (the "Notes") for the sole purpose of financing a
loan (the "Loan") to Public Joint Stock Company "Tatfondbank™, a public joint stock company organised under the laws of the Russian Federation
("TFB" or the "Borrower"), pursuant to a loan agreement dated 7 November 2016 (the "Loan Agreement") between the Issuer and the Borrower.

Pursuant to the trust deed (the "Trust Deed") relating to the Notes between the Issuer and BNY Mellon Corporate Trustee Services Limited as
trustee (the "Trustee"), the Issuer will provide certain security for all payment obligations in respect of the Notes for the benefit of the Noteholders,
including a first fixed charge in favour of the Trustee of all amounts paid and payable to it under the Loan Agreement and an assignment to the
Trustee of the Issuer's rights and interests under the Loan Agreement, other than in respect of the charged property and certain reserved rights (as
more fully described in "Description of the Transaction and the Security"). Interest on the Loan will be payable at a rate of 8.5 per annum semi-
annually in arrear with the interest payment dates falling on 12 May and 12 November in each year, commencing on 12 May 2017, provided that for
the avoidance of doubt, no interest payment will be due on 12 November 2016, provided that the Issuer receives such payment in full, the Notes will
bear interest from, and including, 9 November 2016 payable at the same rate and on the same dates as interest payment dates set in respect of the
Loan Agreement (provided that where the relevant date is not a business day, on the next succeeding business day).

The Notes are limited recourse obligations of the Issuer. In each case where amounts of principal, interest, premium (if any) and additional amounts
(if any) are stated to be payable in respect of the Notes, the obligation of the Issuer to make any such payment shall constitute an obligation only to
account to the Noteholders, on each date upon which such amounts of principal, interest, premium (if any) and additional amounts (if any) are due,
for an amount equivalent to the principal, interest, premium (if any) and additional amounts (if any) actually received and retained (net of tax) by or
for the account of the Issuer from the Borrower pursuant to the Loan Agreement. The Issuer will have no other financial obligation under the Notes.
Noteholders will be deemed to have accepted and agreed that they will be relying solely and exclusively on the credit and financial standing of the
Borrower in respect of the obligations of the Borrower under the Loan Agreement.

Except as set forth herein under "Tax Considerations”, payments in respect of the Notes (and the Loan) will be made without any deduction or
withholding for, or on account of, the taxes of any relevant jurisdiction. Except as otherwise expressly provided in this Prospectus and in the Trust
Deed, no proprietary or other direct interest in the Issuer's rights under or in respect of the Loan Agreement, (or in any rights that the Trustee may
receive by way of assignment in respect of the Loan), exists for the benefit of the Noteholders. Subject to the terms of the Trust Deed, no Noteholder
will be entitled to enforce any provisions of the Loan Agreement or have direct recourse to the Borrower.

The Notes are expected to be rated 'B3' by Moody's Investors Service Ltd. (“Moody's") and 'B' by Standard & Poor’s Financial Services LLC
("S&P"). Ratings included in this Prospectus have been or are expected to be issued by Moody's, S&P and Fitch Ratings Limited (*Fitch"), each of
which is established in the European Economic Area (the "EEA™) and registered under Regulation (EC) No 1060/2009 as amended by Regulation
(EVU) No 513/2011 (the "CRA Regulation™). As such, Moody's, S&P and Fitch are included in the latest update of the list of registered credit rating
agencies (as of 1 December 2015) on the European Securities and Markets Authority website http://www.esma.europa.eu. A security rating is not a
recommendation to buy, sell or hold securities and may be subject to suspension, reduction or withdrawal at any time by the assigning rating agency.

This Prospectus has been approved by the Central Bank of Ireland as competent authority under Directive 2003/71/EC (as amended, including by
Directive 2010/73/EU) (the "Prospectus Directive"). The Central Bank of Ireland only approves this Prospectus as meeting the requirements
imposed under Irish and European Union ("EU") law pursuant to the Prospectus Directive. Application has been made to the Irish Stock Exchange
plc (the "Irish Stock Exchange™) for the Notes to be admitted to the Official List (the "Official List") and trading on its regulated market, Main
Securities Market ("Main Securities Market™). This Prospectus constitutes a "prospectus" for the purpose of the Prospectus (Directive 2003/71/EC)
Regulations 2005 (the "Prospectus Regulations") (which implement the Prospectus Directive in Ireland). Reference in this Prospectus to being
"listed" (and all date references) shall mean that such Notes have been admitted to trading on the regulated market of the Irish Stock Exchange.

AN INVESTMENT IN THE NOTES INVOLVES CERTAIN RISKS. SEE "RISK FACTORS" BEGINNING ON PAGE 1.

The Notes and the Loan (together, the "'Securities') have not been, and will not be, registered under the U.S. Securities Act of 1933, as
amended (the ""Securities Act'), and, subject to certain exceptions, may not be offered or sold within the United States or to, or for the
account or benefit of, U.S. persons (as defined in Regulation S under the Securities Act (*"Regulation S™)).

The Notes will be offered and sold to non-U.S. Persons (as defined in Regulation S) outside the United States in an "offshore transaction” in the
minimum denomination of U.S.$200,000 and higher integral multiples of U.S.$1,000. The Notes will initially be represented by interests in a global
note certificate in registered form (the "Global Note Certificate"), without interest coupons, which will be deposited with a common depositary for
Euroclear Bank SA/NV ("Euroclear") and Clearstream Banking, société anonyme ("'Clearstream, Luxembourg"), and registered in the name of a
nominee, on or about 9 November 2016 (the "Issue Date"). Beneficial interests in the Global Note Certificate will be shown on, and transfers
thereof will be effected only through records maintained by Euroclear or Clearstream, Luxembourg (as the case may be) and their respective
participants. Individual note certificates in registered form ("Definitive Certificates”) will only be available in certain limited circumstances as
described herein.

Joint Global Coordinators, Joint Bookrunners and Joint Lead Managers
SC Lowy Merdeka Capital

Joint Bookrunners and Joint Lead Managers
B&N Bank Sherbank CIB
The date of this Prospectus is 7 November 2016.



IMPORTANT INFORMATION ABOUT THIS PROSPECTUS

Each of the Issuer (with respect to the information relating to it, the Loan and the Notes only) and the
Borrower accepts responsibility for the information contained in this Prospectus. To the best of the
knowledge of each of the Issuer and the Borrower (each of whom has taken all reasonable care to
ensure that such is the case), the information contained in this Prospectus is in accordance with the
facts and does not omit anything likely to affect the import of such information. In addition, the
Borrower, having made all reasonable enquiries, confirms that (i) this Prospectus contains all
information with respect to the Borrower and its consolidated subsidiaries taken as a whole
(collectively, the "Group™), the Loan and the Notes that is material in the context of the issue and
offering of the Notes; (ii) the statements contained in this Prospectus relating to the Borrower and the
Group are in every material respect true and accurate and not misleading; (iii) the opinions,
expectations and intentions expressed in this Prospectus with regard to the Borrower and/or the Group
are honestly held, have been reached after considering all relevant circumstances and are based on
reasonable assumptions; (iv) there are no other facts in relation to the Borrower and/or the Group, the
Loan or the Notes the omission of which would, in the context of the issue and offering of the Notes,
make any statement in this Prospectus misleading in any material respect; and (v) all reasonable
enquiries have been made by the Borrower to ascertain such facts and to verify the accuracy of all
such information and statements. Accordingly, save as set out in the immediately preceding sentence
and below, the Borrower accepts responsibility for the information contained in this Prospectus. This
Prospectus does not constitute an offer of, or an invitation by or on behalf of the Issuer, the Borrower,
the Joint Lead Managers (as defined in "Subscription and Sale™) or the Trustee to subscribe for or
purchase any Notes in any jurisdiction where it is unlawful to make such an offer or invitation. The
distribution of this Prospectus and the offering of the Notes in certain jurisdictions may be restricted
by law. Persons into whose possession this Prospectus comes are required by the Issuer, the Borrower,
the Joint Lead Managers and the Trustee to inform themselves about and to observe any such
restrictions. For a description of certain further restrictions on offers and sales of Notes and
distribution of this Prospectus, see "Subscription and Sale™ and "Transfer Restrictions".

No person is authorised to provide any information or to make any representation not contained in this
Prospectus and any information or representation not so contained must not be relied upon as having
been authorised by or on behalf of the Issuer, the Borrower, the Joint Lead Managers or the Trustee.
The delivery of this Prospectus at any time does not imply that the information contained in it is
correct as at any time subsequent to its date. Neither the delivery of this Prospectus nor the offering,
sale or delivery of any Note shall in any circumstances create any implication that there has been no
adverse change, or any event reasonably likely to involve any adverse change, in the condition
(financial or otherwise) of the Issuer or the Borrower since the date of this Prospectus.

To the fullest extent permitted by law, the Joint Lead Managers accept no responsibility whatsoever
for the contents of this Prospectus or for any other statement, made or purported to be made by the
Joint Lead Managers or on its behalf in connection with the Issuer, the Borrower or the offering of the
Notes pursuant to this Prospectus. Each Joint Lead Manager accordingly disclaims all and any
liability, whether arising in tort or contract or otherwise (save as referred to above), which it might
otherwise have in respect of this Prospectus or any such statement. None of the Issuer, the Borrower,
the Joint Lead Managers, the Trustee or any of its or their respective representatives or affiliates
makes any representation to any offeree or purchaser of the Notes offered hereby regarding the
legality of an investment by such offeree or purchaser under applicable legal, investment or similar
laws. Each investor should consult with its own advisers as to the legal, tax, business, financial and
related aspects of the purchase of the Notes.

Prospective investor must comply with all laws that apply to them in any place in which they buy,
offer or sell any Notes or possess this Prospectus. Any consents or approvals that are needed in order
to purchase any Notes must be obtained. The Issuer, the Borrower, the Joint Lead Managers and the
Trustee are not responsible for compliance with these legal requirements. The appropriate
characterisation of the Notes under various legal investment restrictions, and thus the ability of
investors subject to these restrictions to purchase the Notes, is subject to significant interpretative



uncertainties. No representation or warranty is made as to whether, or the extent to which, the Notes
constitute a legal investment for investors whose investment authority is subject to legal restrictions,
and investors should consult their legal advisers regarding such matters.

In connection with the issue of the Notes, SC Lowy Financial (HK) Ltd (the "Stabilising Manager")
(or any person acting on behalf of the Stabilising Manager) may over-allot Notes or effect transactions
with a view to supporting the market price of the Notes at a level higher than that which might
otherwise prevail. However, there is no assurance that the Stabilising Manager (or any person acting
on behalf of the Stabilising Manager) will undertake stabilisation action. Any stabilisation action may
begin on or after the date on which adequate public disclosure of the terms of the offer of the Notes is
made and, if commenced, may be discontinued at any time and must be brought to an end no later
than the earlier of 30 days after the issue date of the Notes and 60 days after the date of the allotment
of the Notes.

The contents of the Borrower's website do not form any part of this Prospectus. The language of this
Prospectus is English. Any foreign language text that is included with or within this document has
been included for convenience purposes only and does not form part of this Prospectus.

No representation or warranty, express or implied, is made by SC Lowy Financial (HK) Ltd, Merdeka
Capital Limited, SIB (Cyprus) Limited and B&N Bank (Public Joint-Stock Company) (the "Joint Lead
Managers"), the Trustee or any of its or their affiliates or any person acting on their behalf as to the
accuracy or completeness of the information set forth in this Prospectus. Nothing contained in this
Prospectus is, or shall be relied upon as, a promise or representation, whether as to the past or the
future.

Each person receiving this Prospectus acknowledges that such person has not relied on the Joint Lead
Managers, the Trustee or any of its or their affiliates or any person acting on their behalf in connection
with its investigation of the accuracy or completeness of such information or its investment decision.
Each person contemplating making an investment in the Notes from time to time must make its own
investigation and analysis of the creditworthiness of the Borrower and its own determination of the
suitability of any such investment, with particular reference to its own investment objectives and
experience, and any other factors which may be relevant to it in connection with such investment.

The Issuer is not and will not be regulated by the Central Bank of Ireland as a result of issuing the
Notes. An investment in the Notes does not have the stature of a bank deposit and is not within the
scope of the deposit scheme operated by the Central Bank of Ireland.

This document has been filed with and approved by the Central Bank of Ireland. The Prospectus
approved by the Central Bank of Ireland will be filed with the Irish Companies Registration Office in
accordance with Regulation 38(1)(b) of the Prospectus Regulations.

THE NOTES AND THE LOAN HAVE NOT BEEN AND WILL NOT BE REGISTERED UNDER
THE SECURITIES ACT OR WITH ANY SECURITIES REGULATORY AUTHORITY OF ANY
STATE OR OTHER JURISDICTION OF THE UNITED STATES. SUBJECT TO CERTAIN
EXCEPTIONS, THE NOTES MAY NOT BE OFFERED OR SOLD WITHIN THE UNITED
STATES OR TO, OR FOR THE ACCOUNT OR BENEFIT OF, U.S. PERSONS (AS DEFINED IN
REGULATION S).

NOTICE TO UNITED KINGDOM RESIDENTS

This document is only being distributed to and is only directed at (1) persons who are outside the
United Kingdom or (2) to investment professionals falling within Article 19(5) of the Financial
Services and Markets Act 2000 (Financial Promotion) Order 2005 (the "Order") or (3) high net worth
entities, and other persons to whom it may lawfully be communicated, falling within Article 49(2)(a)
to (d) of the Order (all such persons together being referred to as "Relevant Persons™). The Notes are
only available to, and any invitation, offer or agreement to subscribe, purchase or otherwise acquire



such Notes will be engaged in only with, Relevant Persons. Any person who is not a Relevant Person
should not act or rely on this document or any of its contents.

NOTICE TO RUSSIAN INVESTORS

This Prospectus or information contained therein is not an offer, or an invitation to make offers, to
sell, exchange or otherwise transfer the Notes in the Russian Federation to or for the benefit of any
Russian person or entity and does not constitute an advertisement or offering of securities in the
Russian Federation within the meaning of Russian securities laws. The information contained in this
Prospectus is not intended for any persons in the Russian Federation who are not "qualified investors"
within the meaning of Article 51.2 of Federal Law No. 39-FZ "On the Securities Market" dated
22 April 1996, as amended (the "Russian QIs"), and the Prospectus must not be distributed or
circulated into the Russian Federation or made available in the Russian Federation to any persons who
are not Russian Qls, unless and to the extent they are otherwise permitted to access such information
under Russian law. The Notes have not been and will not be registered in Russia and are not intended
for "placement™ or "circulation” in Russia (each as defined in Russian securities laws) unless and to
the extent otherwise permitted under Russian law.
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RISK FACTORS

Investment in the Notes involves a high degree of risk. Prospective investors may lose the
value of their entire investment or part of it and should carefully review this Prospectus in its
entirety. In particular, investors should consider all the risks inherent in making such an
investment, including the risk factors set forth below, before making a decision to invest. Any
of the following risks, individually or together, could adversely affect the Issuer's, TFB's and
TFB's and/or the Group's business, results of operations, financial condition and prospects,
in which case the trading price of the Notes could decline and investors could lose all or part
of their investment.

Prospective investors should note that the risks described below are not the only risks the
TFB and Group face. These are the risks the Issuer, TFB and the Group currently consider to
be material. There may be additional risks that the Issuer, TFB and the Group currently
consider to be immaterial or of which they are currently unaware, and any of these risks
could have similar effects to those set forth below.

Risks Relating to TFB's Business and Industry

The slowdown of growth of the global and the Russian economies and financial markets
could have a material adverse effect on TFB's and/or the Group's business, liquidity and
financial condition

Slowdown of global and Russian economies

The financial markets, both globally and in Russia, have faced significant volatility,
dislocation and liquidity constraints during the most recent global financial crisis, which
started in the U.S. in 2007 (the "global financial crisis™). In response to the global financial
crisis, many of the largest countries in the world, including Russia, the United States and
several European countries, implemented significant rescue packages, which included, among
other things: the recapitalisation of banks through the state purchase of common and
preferred equity securities; the state guarantee of certain forms of bank debt; the purchase of
distressed assets from banks and other financial institutions by the state; quantitative easing
and the provision of guarantees of distressed assets held by banks and other financial
institutions by the state. While the effect of the global financial crisis has continued, to some
degree, in present, generally, global economies have to a certain extent gradually recovered
from the downturn caused by the global financial crisis which resulted in tapering the
previously implemented rescue packages (for instance, tapering some of quantitative easing
policies by the U.S. in 2013 and 2014).

On 23 June 2016, a referendum was held on the United Kingdom's membership in the
European Union (the "EU"), which resulted in a public vote in favour of the United Kingdom
leaving the EU ("Brexit"). The outcome of the vote has caused considerable uncertainty,
which is likely to remain in the near future, as to the political implementation of that
mandate, the nature and timing of such an exit, the risk of contagion in other member states
and whether and to what extent this could continue to negatively impact the European
markets. Any similar events affecting the integrity of the Eurozone or EU generally or any
further economic downturns, could have an adverse effect on the financial stability both in
the EU and globally and could impact the investor sentiment towards EU financial markets
and international debt markets, generally. The latter could also be negatively impacted by
growing concerns over levels of fiscal deficits, requirements for support of the banking



system, increasing sovereign debt levels of the EU member states, speculations regarding the
stability of the Eurozone and the potential impact of these factors on individual EU member
state economies.

If volatility of the capital and credit markets increases as a result of a new financial crisis,
TFB's ability to tap such markers will deteriorate, and the TFB may face increased interest
rates on its new and existing borrowings and incur other costs associated with debt
financings. In addition, TFB's ability to tap the capital markets or borrow money may become
restricted at a time when the TFB would like, or need, to raise capital, which could have an
adverse impact on its ability to react to changing economic and business conditions, as well
as on its ability to fund operations and capital expenditures in the future. Therefore, if global
or European economic conditions deteriorate, the resulting tightening of the credit markets
and volatility could have a material adverse effect on TFB's and/or the Group's business,
results of operations, financial conditions or prospects.

Substantially all of TFB’s assets and customers are located in, or have businesses related to,
Russia. As a result, TFB is significantly affected by the state of the Russian economy, which
is, to a large extent, dependent on exports of key commaodities, such as oil, gas, iron ore and
other raw materials.

Following a period of stabilisation after the global economic crisis, the Russian economy's
growth has been gradually slowing down which eventually resulted in the decrease of the
gross domestic product ("GDP") by 3.7 per cent. in 2015. According to the Federal State
Statistics Service of the Russian Federation ("Rosstat™), GDP growth in real terms fell from
1.3 per cent. in 2013 to 0.6 per cent. in 2014. In 2015, Russia's GDP showed a decrease of 3.7
per cent. and, according to the World Bank, is likely to continue to contract in 2016, although
to a slightly lower extent. The decreases in growth rates from 2011 to 2014 and decline in
Russia’s GDP in 2015 were mainly attributable to sharp decrease in oil prices, decreased
volumes of investment in the Russian economy, significant capital outflow, the monetary
policy of the Central Bank of Russia (the "CBR™) aimed at inflation suppression and the
increase in production costs. The negative developments affecting the Russian economy in
2014 and 2015 have been aggravated by the impact of the political and economic crisis in
Ukraine and the introduction of sanctions by Western countries in relation to certain Russian
and former Ukrainian officials, politicians, businessmen and legal entities. The significant
escalation of the armed conflict in Eastern Ukraine between the Ukrainian army and local
militia throughout most of 2014 has destabilised the region and put further pressure on
international relations between Russia and Western countries, including the United States and
the EU, and has also led to the expansion of sanction programmes in respect of Russian legal
entities and individuals (see "—Non-compliance with OFAC and EU sanctions programmes,
an expansion of these programmes or an expansion of the Group's dealings with any parties
subject to sanctions could have a material adverse effect on the TFB's and/or the Group's
financial condition™).

The price of Brent crude oil decreased from U.S.$112.36 as at 30 June 2014 to U.S.$57.54 as
at 31 December 2014. Following an increase to U.S.$67.58 as at 6 May 2015, the price of
Brent crude oil continued to decrease to U.S.$37.57 as at 31 December 2015. As at 30
September 2016, the price of Brent crude oil was U.S.$ 49.05 and continues to be volatile and
unstable. As a result of the above factors, the Rouble depreciated sharply against the U.S.
dollar and other foreign currencies during 2014 and reached RUB 67.79 per U.S.$ 1.00 as at
18 December 2014. The Rouble then appreciated slightly and amounted to RUB 52.03 per
U.S.$ 1.00 as at 27 December 2014 but continued to decline throughout January 2015 which



resulted in the RUB/USD exchange rate amounting to RUB 69.66 per U.S.$1.00 as at
3 February 2015, representing a depreciation of 98.0 per cent. as compared to RUB 35.18 per
U.S.$ 1.00 as at 1 February 2014. The Rouble predominantly depreciated throughout 2015
which resulted in the exchange rate reaching a record maximum of RUB 83.59 per U.S.$ 1.00
on 22 January 2016. While the Rouble showed a subsequent recovery with the RUB/USD
exchange rate being RUB 62.20 per U.S.$ 1.00 as at 12 October 2016, it is likely to remain
volatile and vulnerable to economic downturns in the near future. These and other events
have resulted and could result in further economic uncertainty, decrease of foreign
investment into and increased capital outflows from Russia and emerging markets generally
as well as persistent volatility in global and regional financial markets.

Furthermore, there is currently significant political instability in the region due to the political
and economic crisis in Ukraine and Crimea's accession to the Russian Federation, which
resulted in the introduction of sanctions by Western countries. See "—The current crisis in
Ukraine and the reaction of the U.S., the EU and certain other countries to Russia's actions
in connection with Crimea creates significant political and economic uncertainty which may
adversely impact TFB's and/or the Group's financial condition"). These and other events
have resulted and could result in further economic uncertainty, decrease of foreign
investment into and increased capital outflows from Russia and emerging markets generally
as well as persistent volatility in global and regional financial markets.

The Russian Federation has experienced a significant decline in debt and equity securities
prices. There were periodic suspensions of Russian stock market trading, extreme volatility in
the Russian equity and financial markets and sharp declines in the share prices of Russian
financial institutions and companies, in particular in 2008 and early 2009, the second half of
2011 as well as more recently throughout 2014, 2015 and the first half of 2016.

A combination of these factors has in the past resulted, and may in the future result, in a
significant deterioration in the financial fundamentals of Russian banks, notably liquidity,
asset quality and profitability, including those of the Group. No assurance can be given that a
further downturn will not occur, or that further state support measures will not be required, or
that any state support measures will be sufficient to restore stability in the global banking
sector and financial markets in the short-term or beyond. Any future downturn could have a
material adverse effect on TFB's and/or the Group's business, financial condition, results of
operations and prospects and the value of the Notes.

Dislocation of global and Russian banking sectors

The volatility and market disruption in the global banking sector continued, to a certain
extent, throughout 2011 and 2012 affecting the liquidity of banks around the world, causing
the reduction in financing available to financial institutions and provoking persisting doubts
about the overall stability of the global economy, monetary system, banking sector and
economic conditions in certain countries, including certain EU countries and Russia.

Disruption in the global credit markets has had a negative impact on investor confidence and
has negatively affected the interbank markets and debt issuance in terms of volume, maturity
and credit spreads. Among the sectors of the global credit markets experiencing particular
difficulty due to the impact of the global financial crisis are those associated with sub-prime
mortgage-backed securities, asset-backed securities, collateralised debt obligations, leveraged
finance and complex structured securities. Although European markets generally showed
recovery during 2013-2015 and the first half of 2016, no assurance can be given that a further



economic downturn or financial crisis will not occur, or that measures to support the banking
system, if taken to overcome a crisis, will be sufficient to restore stability in the global
banking sector and financial markets in the short term or beyond. If global or European
economic conditions deteriorate, as a result of a further escalation of the European sovereign
debt crisis or otherwise, or a "double dip" recession occurs, the resulting tightening of the
credit markets and volatility could have a material adverse effect on TFB's and/or the Group's
business, results of operations, financial condition and prospects.

The majority of the Group's profit is generated in Russia, which means that the Group is
particularly exposed to economic conditions in Russia, including the state of the Russian
banking sector. In October 2011, Moody's changed its outlook on the Russian banking sector
from "stable” to "negative" which has remained negative ever since, including the most
recent confirmation announced in October 2015. The factors affecting this confirmation
included sharp increases in provisioning expenses in the first half of 2014 and increase in
problem loans by up to 9.5 per cent. of total loans over the next 12-18 months due to the
tighter credit conditions as compared to 2013. Moody's also noted other problems inherent to
Russian banking system, such as high single-borrower and related-party exposures continuing
to entail asset quality risks, increased funding costs and lower post-provision profitability,
which has already deteriorated during the first half of 2014.

On 16 January 2015, Fitch downgraded the long-term foreign currency Issuer Default Ratings
(the "IDRs") and debt ratings of 30 Russian and Russian-owned financial institutions by one
notch following the downgrade of Russia's sovereign ratings and revision of the country
ceiling one week earlier. In addition, Moody's downgraded Russia's sovereign debt rating to
Baa3/Prime 3 from Baa2/Prime 2 and S&P's lowered its long- and short-term foreign
currency sovereign credit ratings on the Russian Federation to 'BB+/B' from 'BBB-/A-3' in
January 2015. In February 2015, Moody's downgraded Russia's sovereign debt rating from
Baa3/Prime-3 to Bal/Not Prime (negative outlook). This rating action concluded the review
for downgrade that commenced in January 2015. While Moody's changed the outlook for
Russia's sovereign debt rating from negative to stable in December 2015, in March 2016, the
rating agency reported that it may reconsider Russia's sovereign debt rating towards further
downgrade. On 22 April 2016, Moody's confirmed Russia's sovereign debt rating at Bal and
assigned a negative rating outlook. Furthermore, in February 2016, Moody's, S&P and Fitch
revised the forecast of Russian economy development expecting the deterioration as a result
of the anticipated GDP decrease. In addition, on 15 April 2016, Fitch affirmed Russia's long-
term foreign and local currency IDRs at '‘BBB-' with a negative outlook with the country
ceiling affirmed at 'BBB-' and the short-term foreign currency IDR at 'F3'. Fitch also affirmed
the issue ratings on Russia's senior unsecured foreign and local currency bonds at '‘BBB-'.
Although, in September - October 2016, S&P and Fitch revised the outlook on Russia’s
sovereign credit rating from "negative" to "stable", there is no guarantee that Russia's
sovereign credit ratings will not be subject to subsequent negative rating actions by the
relevant rating agencies or that corresponding rating upgrade will be made by Moody’s.

Following the sovereign rating downgrade in 2015, Moody's downgraded senior unsecured,
subordinated debt and deposit and issuer ratings of seven Russian financial institutions —
Sberbank, Bank VTB JSC, Gazprombank, Russian Agricultural Bank, Agency for Housing
Mortgage Lending OJSC (AHML), Vnesheconombank and Alfa-Bank. In line with the
outlook on sovereign rating, the outlook on the long-term ratings of these financial
institutions is negative. In the same rating action Moody's also lowered the standalone bank
financial strength ratings of Sberbank, Bank VTB JSC, Gazprombank and Alfa-Bank due to



the expectation that the prolonged recessionary environment in Russia will produce a very
challenging operating environment for the country's leading banks and thereby impact their
financial fundamentals. In the course of a subsequent review, Moody's has taken negative
rating actions on 10 large Russian private banks (including, Home Credit & Finance Bank,
Russian Standard Bank, Tinkoff Credit Systems and Khanty-Mansiysk Bank Otkritie PJSC)
reflecting the deterioration in the operating environment in Russia (Bal negative), which
negatively impacts the banks' financial fundamentals. In addition, in February 2015, S&P
lowered credit ratings of more than 20 Russian banks and financial institutions. The rating
agency referred to the deterioration of Russian economy as a primary factor affecting the
downgrade. In December 2015, however, Moody's changed the outlook to stable from
negative on the long-term debt and deposit ratings of AO Raiffeisenbank and Bank Saint-
Petersburg PJSC. In April 2016, Moody's long-term ratings of many Russian banks
(including Sberbank, Bank VTB JSC, Alfa-Bank, Vnesheconombank, Agency for Housing
Mortgage Lending JSC, Gazprombank, Bank of Moscow, AO Raiffeisenbank,
Metallinvestbank JSCB) were confirmed following earlier confirmation of Russia's sovereign
debt rating, concluding the review for possible downgrade initiated in March 2016. On
2 February 2016, Fitch affirmed the long-term foreign currency IDRs of AO Raiffeisenbank,
AO UniCredit Bank, AO Citibank, Roshank, Rusfinance Bank and DeltaCredit Bank at
'‘BBB-' with negative outlooks. On 28 June 2016, Fitch affirmed the long-term foreign
currency IDRs of Alfa-Bank, Credit Bank of Moscow and Bank Saint-Petersburg PJSC at
'BB+' and 'BB' with negative outlooks, and 'BB-' with positive outlook, respectively.
According to Moody's credit outlook published on 21 March 2016, economic recession in
Russia will continue to negatively affect the operating environment for Russian banks. In
particular, Russian banks' asset quality and capital adequacy are expected to be most
adversely influenced by the recession with problem loans of rated banks rising by 3-5 per
cent. as compared to year-end 2015.

There can be no assurance that TFB or the Russian Federation will be able to maintain their
current credit ratings and any deterioration in the general economic or political environment
or TFB’s financial condition could lead to further downgrades.

Any such downgrades could adversely affect the TFB’s liquidity and undermine confidence
in TFB, which could lead to increased borrowing costs and restrict the TFB’s access to
capital markets. An increase in TFB's cost or reduction in availability of funding could render
it unable to meet deposit withdrawals on demand or at their contractual maturity, to service
the credit facilities of existing customers or to fund new loans, investments and businesses.
Furthermore, reduced liquidity and cost of capital could adversely affect the TFB’s ability to
repay its own borrowings as they mature, to meet covenants and other obligations under its
own financing facilities or to raise further financing, for example, by issuances of debt
securities, at favourable terms to TFB, or at all. Should TFB’s access to new financing
become limited, it could be forced to sell unencumbered assets to meet its liabilities. In a time
of reduced liquidity, TFB may be unable to sell some of its assets, or it could be forced to
make such sales at lower prices, which could adversely affect TFB’s business, financial
condition, results of operations or prospects.

Furthermore, recently, a number of Russian banks have experienced other difficulties,
including failure to make sufficient loss provisions, that have caused them to become
insolvent and have their licenses revoked or to recognise large loan impairments that required
steps to replenish their capital. The CBR revoked banking licenses from a large number of
banks, which substantially undermined the sustainability and reliability of the sector. The



most remarkable steps were the revocation of Master Bank's banking licence (Master Bank
was a major Moscow-based bank and the 41st largest bank in Russia as of 1 October 2013 by
customer accounts according to an Interfax rating) and subsequent revocation of licences of a
number of smaller banks, including Bank Russian Credit in July 2015 and financial group
Life, which included Probusinessbank, in August 2015. Furthermore, in January 2016, the
CBR revoked the banking license of the Foreign Economic Industrial Bank
(Vneshprombank), which was a major Moscow-based bank and the 37th largest bank in
Russia by customer accounts as of 1 January 2016 according to an Interfax rating. Intensified
withdrawal of banking licences as a result of inability of certain banks to meet the mandatory
requirements of the CBR, failure to comply with anti-money laundering regulations or due to
other reasons could result in lower investor confidence in Russian banking system generally
and investors or depositors, as the case may be, reducing their exposure to Russian bank
equities, debt or deposits, including those of TFB, which could be materially adverse to
TFB's and/or the Group's business, financial condition, results of operations and prospects, as
well as the price of the Notes.

Impact on the TFB's and the Group's Business Operations

Uncertainty in the international financial markets, and further tightening in credit conditions
and contraction of the Russian economy and other markets in which the Group operates could
adversely impact TFB's and/or the Group's business and operating results, should the market
conditions continue to worsen, due to:

o decreases in the Group's net interest income;

o decreases in the demand for TFB's credit products as a result of higher interest
rates;

o significant increase in non-performing loans, which are loans that are overdue

by more than 90 days ("non-performing loans") and loan provision charges,
loan losses and write-offs;

o decreases in the business activity of Russian companies and the credit-
worthiness of Russian companies and individuals;

o increases in borrowing costs and reduced, or zero, access to the capital
markets due to unfavourable market conditions;

o currency volatility;

o liquidity constraints;

o outflows of deposits from accounts;

o significant declines in the market values of securities held in the Group's

trading and available for sale portfolios; and
o deterioration of capital adequacy.

TFB believes that its funding sources, its credit standing and its liquidity and risk
management policies allow it to meet its liquidity needs. Nevertheless, a potential decrease in



TFB's ability to access the domestic interbank loan market and/or the capital markets,
whether resulting from worsening market conditions, disruptions in the financial markets,
recent geopolitical instability or otherwise, or maturity mismatches between the Group's
assets and liabilities, may, together or separately, have a material adverse effect on the
business, financial condition or results of operations of TFB and/or the Group as well as the
value of the Notes.

Impact on Liquidity

The disruptions in the Russian financial markets that resulted from the global economic crisis
have had a severe impact on liquidity in Russia, together with the availability of credit and
the terms and cost of funding. The slowdown of the growth of the Russian economy since
2014 and the tensions between Russia and the Western countries relating to Ukraine and
Crimea have, to a certain extent, resulted in similar liquidity constraints. The heavy reliance
of Russian banks on their customer deposit base and CBR funding as a source of funding
makes them vulnerable to liquidity risk in environments with limited liquidity, and that are
prone to disruption. In addition, limited-liquidity environments generally result in higher
costs of funding, which often result in a decrease in net interest margins®.

During the global economic crisis, Russian banks, generally, experienced a sharp reduction in
their ability to obtain funding, both from the interbank and short-term funding markets, as
well as from the longer-term capital markets and through bank finance instruments. The lack
of supply resulted in significant increases in the costs of funding across these markets. A
number of financial institutions suffered severe liquidity constraints and, in certain cases,
their majority shareholders had to sell their shares to other Russian institutions. The Russian
securitisation market also remained largely inaccessible during the global economic crisis.

Although starting from 2015 the liquidity position in the Russian banking sector has
somewhat improved, this improvement is primarily attributable to the maintenance of the
loan portfolio of the Russian credit institutions at approximately the same level. Hence, there
is no guarantee that, should the demand for the loan products grow, TFB will be able to
obtain funding sufficient to fund its operations at appropriate price or rate, or otherwise be
able to continue to run and develop its business as planned, which may adversely impact
TFB's and/or the Group's business, operating results, financial condition and prospects. In
addition, the CBR introduced new capital adequacy requirements in 2013 and certain capital
adequacy surplus ratios, including those to be complied with by systemically important
banks, in 2016. Further, with effect from 1 July 2016, the CBR has increased certain
mandatory reserves ratios, which require banks to make larger reserves in order to manage
their foreign currency liability portfolio (see also "Appendix A — Overview of the Banking
Sector and Banking Regulation in the Russian Federation™). A failure of TFB to make larger
reserves than previously in light of the new requirements, could materially and adversely
affect TFB's and/or the Group's business, financial condition, results of operations and
prospects and the value of the Notes.

! This measure is an APM. Net interest margin is calculated as the net interest income before provision for
impairment losses of interest bearing assets divided by average balance of such interest bearing assets and, in
relation to rates for the year and half year periods, by annualisation through multiplication by 2 in case of the
half year results for the period ending 30 June 2016. The average balances for such interest bearing assets are
calculated as the average of the beginning and end of period balances, as appropriate.



Non-compliance with OFAC and EU sanctions programmes, an expansion of these
programmes or an expansion of the Group's dealings with any parties subject to sanctions
could have a material adverse effect on TFB's and/or the Group's financial condition

The U.S. government has imposed economic sanctions against a number of
countries/territories and targeted individuals and entities, including Specially Designated
Nationals ("SDNs"), entities identified on a new Sectoral Sanctions Identifications List (the
"SSI List"), and entities owned 50% or more directly or indirectly by the foregoing
(collectively, "Sanctions Targets"). These sanctions are primarily administered by the U.S.
Department of the Treasury, Office of Foreign Assets Control ("OFAC"). OFAC's sanctions
regulations impose prohibitions or restrictions on U.S. persons, and in some cases U.S.-
owned or controlled entities, engaging in transactions with OFAC Sanctions Targets, as well
as transactions by non-U.S. persons with OFAC Sanctions Targets involving U.S. persons,
U.S. territory or the U.S. financial system.

OFAC has imposed sanctions in response to the situation in Ukraine under the authority of
several U.S. Executive Orders. Executive Orders 13660 and 13661 issued on 6 March 2014
and 16 March 2014, respectively, authorized the imposition of sanctions on individuals and
entities that the U.S. government determined to be contributing to the situation in Ukraine,
including Russian officials and persons operating in the arms or related sectors in the Russian
Federation. Under these Executive Orders OFAC has designated as SDNSs certain individuals
and entities, including a number of former Ukrainian governmental officials, Russian
governmental officials, Russian businessmen, Russian banks, Russian companies including
arms and defense companies, non-Russian companies holding assets in Russia, and Lugansk
and Donetsk People's Republics. Further, under the authority of Executive Order 13662,
issued on 20 March 2014, OFAC has broad authority to designate as SDNs persons who
operate in certain sectors of Russia's economy to be determined by the U.S. government, such
as financial services, energy, metals and mining, engineering, defense and related material.

As a result of these designations, it is unlawful for any U.S. person (meaning any U.S. citizen
or permanent resident alien wherever located, any U.S.-incorporated entities (including their
foreign branches), or any person or entity in the U.S.) to do business with a person designated
as an SDN under Executive Orders 13660 or 13661, absent an applicable OFAC license of
exemption. In addition, all property and assets of SDNs in the U.S. or under the possession or
control of a U.S. person are subject to blocking. This blocking also extends to any property
that later comes into the United States or into the possession or control of a U.S. person,
including any foreign branches of U.S. persons. Pursuant to guidance from OFAC, if one or
more SDNs own, separately or in the aggregate, directly or indirectly, 50% or more of an
entity, that entity is considered blocked regardless of whether the entity is separately listed as
an SDN, thereby requiring U.S. persons to block property of such an entity.

OFAC has not to date issued SDN designations under Executive Order 13662. However, on
16 July 2014, OFAC used the authority of Executive Order 13662 to create the SSI List. The
SSI listing does not impose blocking sanctions on the listed entities but rather only restricts
certain specified dealings by U.S. persons or involving the U.S. financial system with these
entities, as well as any entities owned 50% or more by them directly or indirectly. The SSI
List imposes sanctions on entities listed under the SSI's four directives.

Under SSI List Directive 1 (as published on 16 July 2014), OFAC prohibited U.S. persons
from transacting in, providing financing for, or otherwise dealing in new debt of longer than
90 days maturity or new equity for Gazprombank and Vnesheconombank, their property, or



their interests in property. Directive 2 (as published on 16 July 2014) prohibited U.S. persons
from transacting in, providing financing for, or otherwise dealing in new debt of longer than
90 days maturity for Rosneft and Novatek, their property, or their interests in property.

On 29 July 2014, OFAC expanded the SSI List sanctions against the Russian financial sector
by adding major Russian banks, VTB, Bank of Moscow and Rosselkhozbank to the SSI List
under Directive 1. The United States also announced a suspension of U.S. government
financing of exports to, and development projects in, Russia.

On 12 September 2014, OFAC amended Directive 1 to prohibit U.S. persons from transacting
in, providing financing for, or otherwise dealing in new debt of longer than 30 days maturity
or new equity for Gazprombank, Vnesheconombank, VTB, Bank of Moscow,
Rosselkhozbank and Sherbank, their property, or their interests in property. In addition,
Directive 2 was amended to impose sanctions on Transneft and Gazprom Neft in addition to
Rosneft and Novatek. OFAC also introduced two new SSI List directives. SSI List Directive
3 prohibits U.S. persons from transacting in, providing financing for, or otherwise dealing in
new debt of longer than 30 days maturity of persons determined to be subject to Directive 3,
their property, or their interests in property. As of the date of this Prospectus, the sole entity
designated pursuant to Directive 3 was State Corporation Rostec. SSI List Directive 4
prohibits U.S. persons from providing, exporting, or reexporting, directly or indirectly, goods,
services (except for financial services), or technology in support of exploration or production
for deep water, Arctic offshore, or shale projects that have the potential to produce oil in the
Russian Federation, or in maritime area claimed by the Russian Federation and extending
from its territory, and that involve any person determined to be subject to Directive 4, its
property, or its interests in property. OFAC designated Gazprom, Gazprom Neft, Rosneft,
Lukoil and Surgutneftegaz under Directive 4. The SSI List was further expanded on 30 July
2015.

On 19 December 2014, the U.S. also imposed comprehensive sanctions against Crimea under
Executive Order 13685. Under this Executive Order, U.S. persons are prohibited from
engaging in or facilitating: (i) new investment in Crimea, (ii) the import of goods, services or
technology from Crimea to the United States, directly or indirectly, (iii) the export, re-export,
sale or supply, directly or indirectly, of any goods, services or technology to Crimea, and (iv)
facilitating commerce by others with Crimea. The sanctions also apply to non-U.S. persons in
respect of their dealings with U.S. persons or through the U.S. financial system.

The U.S. also has imposed export licensing restrictions related to the situation in Ukraine.
Effective 6 August 2014, the U.S. Department of Commerce's Bureau of Industry and
Security ("BIS") amended the Export Administration Regulations ("EAR™) by, among other
things, imposing significant new restrictions on exports, reexports, and incountry transfers of
certain U.S. origin goods, software, technology, and data for use in Russia's oil and gas sector
related to deepwater, Arctic offshore, and shale exploration and production operations. BIS
has also added a number of Russian and Ukrainian entities to its Entity List. These
designations generally mean that a BIS license is required for the transfer of items subject to
the EAR to the listed company, with BIS operating under a presumption of denial of the
license. On 12 September 2014, BIS added five Russian defense companies and five Russian
energy companies to its Entity List. The Entity List restriction for the five energy companies
imposes a license requirement for the export, reexport or foreign transfer of items subject to
the EAR to those companies when the exporter, reexporter or transferor knows those items
will be used directly or indirectly in exploration for, or production from, deepwater, Arctic
offshore, or shale projects in Russia. License applications for such transactions will be



reviewed with a presumption of denial when for use directly or indirectly for exploration or
production from deepwater, Arctic offshore, or shale projects in Russia that have the potential
to produce oil.

The EU has also introduced sanctions in response to the situation in Ukraine. The EU's
sanctions are directly applicable in the member states of the EU, including Ireland, where the
Issuer is registered.

In March 2014, the EU introduced sanctions which impose an asset freeze on, and prohibit
funds and economic resources being made available directly or indirectly to or for the benefit
of listed persons and entities determined to be contributing to the situation in Ukraine ("EU
Sanctions Targets"). The lists of EU Sanctions Targets have been supplemented or amended
from time to time. EU Sanctions Targets include, amongst others, individuals and entities
identified as responsible for or supporting actions or policies which undermine or threaten the
territorial integrity, sovereignty and independence of Ukraine and include certain former
Ukrainian government officials, Russian government officials, military commanders, Russian
businessmen and Russian companies, the Lugansk and Donetsk People's Republics and
officials of those.

On 31 July 2014, the EU approved Council Regulation (EU) No 833/2014, which was
subsequently amended by Council Regulations (EU) Nos 960 and 1290 in September and
December 2014 respectively (collectively, "Regulation 833"). Regulation 833 places
restrictions on the sale, supply, transfer or export, directly or indirectly, to Russia or for use in
Russia, of items suited to defined oil exploration and production projects in Russia.
Restrictions are also imposed on the associated provision of technical assistance, brokering
services, financing and financial assistance. Regulation 833 also prohibits the provision of
certain services necessary for defined categories of oil exploration and production projects in
Russia. Regulation 833 also applies restrictions on access to the capital markets by
prohibiting EU persons from directly or indirectly making or being part of any arrangement
to make new loans or credits with a maturity exceeding 30 days to listed entities, and other
defined categories of non-listed entities that are affiliated with them, after 12 September
2014. The listed entities are Sberbank, VTB Bank, Gazprombank, Vnesheconombank and
Rosselkhozbank (the "Listed Banks"). EU persons are also prohibited from directly or
indirectly purchasing, selling, providing investment services for or assistance in the issuance
of, or otherwise dealing with transferable securities and money-market instruments (i) with a
maturity exceeding 90 days, issued after 1 August 2014 to 12 September 2014, or with a
maturity exceeding 30 days, issued after 12 September 2014, by a Listed Bank (or defined
entities affiliated with them); or with a maturity exceeding 30 days, issued after 12 September
2014 by OPK Oboronprom, United Aircraft Corporation, Uralvagonzavod, Rosneft,
Transneft or Gazprom Neft, or defined categories of non-listed entities that are affiliated with
them. Regulation 833 further prohibits the sale, supply, transfer or export, directly or
indirectly, of listed dual-use goods and technology, whether or not originating in the EU, to
JSC Sirius, OJSC Stankoinstrument, OAO JSC Chemcomposite, JSC Kalashnikov, JSC Tula
Arms Plant, NKP Tecnhologii Maschinostrojenija, OAO Wysokototschnye Kompleksi, OAO
Almaz Antey or OAO NPO Bazalt. Regulation 833 also prohibits all sale, supply, transfer or
export, directly or indirectly, or dual-use goods and technology to Russian or for use in
Russia, if the items are or may be intended for military use or a military end-user. Some
restrictions in Regulation 833 are subject to exceptions, including in relation to the execution
of certain pre-existing contractual obligations, or have the possibility of authorisation
following application to relevant competent authorities. With effect from 23 June 2015, the
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sanctions listed in Regulation 833 were extended by Decision of the Council of the EU until
31 January 2016.

In June 2014, by Council Regulation (EU) No 692/2014, the EU also introduced sanctions
directed at certain categories of trade with Crimea or Sevastopol, and these sanctions have
been expanded to include broader categories of trade and investment, in Council Regulations
(EU) No. 825/2014 and No. 1351/2014 (collectively, "Regulation 692"). The restrictions and
prohibitions in Regulation 692 include prohibitions on the sale, supply, transfer or export,
directly or indirectly, of certain listed equipment and technology to or for use in Crimea,
which equipment and technology is related to the creation, acquisition or development of
infrastructure in the following sectors: transport; telecommunications; energy; the
exploitation of oil, gas and mineral reserves in Crimea or Sevastopol. Regulation 692 also
includes restrictions on financing related to the creation, acquisition or development of
infrastructure in those areas, and the acquisition of participations in entities engaged in those
sectors.

EU sanctions apply within the territory of the EU, including its airspace; on board any aircraft
or any vessel under the jurisdiction of an EU member state; to any person inside or outside
the territory of the EU who is a national of a member state; to any legal person, entity or
body, inside or outside the territory of the EU, which is incorporated or constituted under the
law of a member state; and to any legal, person, entity or body in respect of any business
done in whole or in part within the EU.

Australia, Canada, Norway, Switzerland, Japan and certain other countries have also imposed
sanctions on various Russian individuals and companies that, depending on particular
jurisdiction, include any or all of the following: travel bans, asset freezes, restrictions on
access to capital markets and prohibitions on exports of various equipment and technology. In
addition, Ukraine has adopted the Law "On Sanctions” which envisages a possibility of
imposing various restrictions and prohibitions against various domestic and foreign
individuals, legal entities and foreign states in response to, among others, actual or potential
threats to national interests, national security, sovereignty and territorial integrity of Ukraine.
Potential restrictive measures include asset freezes, trade restrictions, suspension or
prohibition of transit of resources through Ukraine, and other restrictions.

The Issuer is under the jurisdiction of the EU and as such is subject to applicable EU laws,
including the abovementioned sanctions. However, TFB itself is a Russian bank and is not a
U.S. or EU person and the OFAC and EU sanctions regimes, generally, do not apply to it, to
the extent TFB does not engage U.S. or EU persons in its transactions entered into in
violation of the OFAC or EU sanctions regulations. Nevertheless, the provision of any
material assistance or financial, technological or other support to sanctioned persons by TFB
may have certain commercial and business consequences as set out below.

None of the proceeds of the issue of the Notes will be used to fund activities or persons that
are subject to sanctions introduced by the U.S. and the EU, in violation of such sanctions. To
date, the imposed sanctions had insignificant impact on TFB's and/or the Group's business
and financial position as the Group's dealings with persons designated pursuant to the OFAC
and EU sanctions programmes are limited. No entity within the Group has been designated as
subject to either U.S. or EU sanctions by OFAC or the Council of the EU. However, there
can be no assurance that compliance issues under applicable OFAC and EU regulations,
measures or similar laws and regulations will not arise with respect to any member of the
Group or its personnel. For example, OFAC and EU sanctions programmes that target
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Russian persons is a relatively new phenomenon and the application of these sanctions
remains subject to interpretations and implementation by various regulators and market
participants which, although not expected, may deviate from TFB's interpretation and
application of these sanctions to itself and its counterparties.

Non-compliance with applicable OFAC and EU regulations by the Group or its member
companies could result in, among other things, debarment from the ability to contract with
the U.S. or EU governments or their agencies, liability of the Group and/or its personnel, the
imposition of significant fines and negative publicity and reputational damage. In addition,
should the Group's dealings with sanctioned counterparties become material, the Group's
ability to transact with U.S. or EU persons could be affected, even if such dealings would
comply with applicable law. OFAC also would have authority to designate the Group or its
member companies as Specially Designated Nationals if OFAC determines that they have
provided material assistance to a Specially Designated National. As a result of the above, the
ability of the Group or its member companies to raise funding from international financial
institutions or the international capital markets may be restricted.

In addition, should either OFAC or the Council of the EU continue to expand their respective
sanctions programmes further to include the TFB's additional existing or future clients,
suppliers or other counterparties, including through further broadening of the SSIL or
otherwise, such an expansion could result in greater financial difficulties for such persons, the
Group's dealings with designated persons could become material as a result of the expansion
of the sanctions programmes or the suspension or potential curtailment of business operations
between TFB and/or the Group and the designated persons could occur. Should such events
arise the Russian Government may continue to provide support to the Russian economy,
including the Russian financial services sector, and the Russian Government has put in place
initiatives with the view of limiting some of the effects of OFAC and EU sanctions, such as
the establishment of a national payment system. Furthermore, on the basis of existing Russian
legislation, TFB does not expect that the Russian state authorities will impose any restrictions
or other negative regulatory consequences on Russian banks that have or will become subject
to OFAC or EU sanctions.

Nonetheless, the introduction of additional large-scale sanctions on Russian companies or
sectors of the Russian economy, such as the Russian banking and financial services sector
including through broadening of the SSIL or otherwise, may further negatively affect the
Russian economy and investment climate and lead to further restrictions of access to capital
in Russia, acceleration of capital flight from Russia, weakening of the Rouble and further
deterioration of the Russian financial markets. Any of the foregoing, or the designation of any
member of the Group or its owners as the subject of U.S. or EU sanctions, or imposition of
sanctions on TFB's and/or the Group in some other manner, could result in a material adverse
effect on TFB's and/or the Group's business, financial condition, results of operations and
prospects and the value of the Notes.

Although so far the sanctions had limited impact on TFB's and/or the Group's business and
financial position and TFB has no reason to believe that any member of the Group may be
specifically targeted by OFAC or EU sanctions, the introduction of any large-scale sanctions
on the Group or additional sanctions on the Russian banking and financial services sector,
including through further broadening of the SSIL or otherwise, may negatively affect the
business of the Borrower and other Russian banks in a number of ways. For example, even
though Russian banks should be able to continue their operations and provide banking
services in Russia, they may be forced to discontinue their dealings with U.S. and EU
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persons, including financial institutions, Visa and MasterCard financial corporations and
rating agencies. In addition, Russian banks may not be able to use international settlement,
clearing, payment and information exchange systems, which would materially affect ordinary
banking services in Russian and any cross-border trade. The ability of Russian banks to
transact in U.S. Dollars or Euro with their counterparties may be limited, Russian banks may
not be able to raise funding or otherwise transact in the international markets, particularly
those involving investors from the U.S. and the EU, and funds or other assets of Russian
banks held by U.S. and EU financial institutions may be blocked. As a result, whilst TFB
would consider and, to the extent possible, take measures available to it to discharge its
obligations under the Loan, or facilitate the discharge of the Issuer's obligations under the
Notes, as the case may be, the expansion of sanctions imposed on the Russian banking and
financial services sector, including possible restrictions on transfer of funds and transacting
generally, could negatively affect, among other things, the ability of Noteholders to receive
payments under the Notes. Further, should any member of the Group become subject to
OFAC or EU related sanctions, there may be significant restrictions or bans imposed on
dealings with the relevant member of the Group which may also restrict or prohibit dealings
with the Issuer, the Agents (as defined below), the Trustee or the Notes, including their sale,
purchase or transfer, which could negatively affect the Noteholders. See also "—A4n expansion
of OFAC or EU sanctions programmes could adversely impact the trading market for the
Notes".

The OFAC and EU sanctions programs that target Russian persons are relatively recent and
the application of these sanctions remains subject to interpretation and implementation by
various regulators and market participants which may deviate from TFB's interpretation and
application of these sanctions to TFB and its counterparties, and no assurance can be given
that the potential impact of such dealings or of such varying interpretations would not have a
material adverse effect on TFB's and/or the Group's business, financial condition and results
of operations or the legal positions of the Noteholders and/or the value of the Notes. Should
the manner in which the sanctions are applied or interpreted change, the ability of Russian
companies to transact with U.S. or EU persons could be affected, and, as such, Russian
companies may be unable to make scheduled payments of principal and interest on their
borrowings.

TFB could be negatively affected by the deterioration of the commercial soundness and/or
the perceived soundness of other financial institutions, which could result in significant
systemic liquidity problems, losses or defaults by other financial institutions and
counterparties

TFB routinely executes a high volume of transactions with numerous counterparties in the
financial services industry, including brokers and dealers, commercial banks and other
institutional clients, resulting in a significant counterparty credit exposure. This counterparty
risk is heightened as a result of financial institutional failures and nationalisations. In recent
years, the CBR has actively monitored the Russian banking sector and revoked licenses of
numerous small and medium-sized Russian banks with the aim of removing fraudulent,
failing or undercapitalised financial institutions from the sector and making it more robust
and stable in the event of any potential systemic shocks. Although TFB monitors its
counterparties on a constant basis, TFB has been negatively affected by recent failures of
LLC Vneshprombank and JSC Unifin, which resulted in recognition by the Group of losses
from investments available for sale and increase in the allowance for impairment, and will
continue to be exposed to the risk of loss if any counterparty financial institutions fail, their
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licenses are revoked or are otherwise unable to meet their obligations. A default by, or even
concerns about the stability of, one or more financial services institutions could lead to
further significant systemic liquidity problems, or losses or defaults by other financial
institutions or counterparties which could materially and adversely affect TFB's ability to
raise interbank or other funding, TFB's and/or the Group's business, results of operations,
financial condition and prospects.

Instability of the Russian banking system could have a material adverse effect on TFB's
and/or the Group's business, financial condition and results of operations

Historically, the Russian banking sector has experienced several downturns and constraints.
The most recent one, started in 2013, resulted in a number of Russian banks being unable to
make sufficient loss provisions, becoming insolvent and having their licenses revoked or
recognising large loan impairments that required steps to replenish their capital. The
revocation of banking licences resulted in constraints in the Russian interbank market, which
had a negative impact on the liquidity of certain banks. This revocation, combined with
market concerns, including concerns regarding the stability of the Russian banking system
and the ability of the State Corporation Deposit Insurance Agency (the "DIA") to service any
further pay-outs to insured depositors should any similar bank collapses occur, led to sudden
withdrawals of deposits by both retail and corporate customers from certain banks, which, in
turn, further reduced liquidity of a number of Russian banks.

Liquidity constraints which emerged in Russian banking sector in 2013 continued throughout
2014 and 2015 and remained, to a certain extent, in the first half of 2016. Liquidity shortage
was aggravated by the access to the EU and US capital markets being shut down to a number
of Russian banks as a result of sanctions imposed by the EU and US in response to the events
in Ukraine. The second half of 2014 was marked by the continuous depreciation of the
Rouble against foreign currencies, especially Euro and US Dollar, with the most acute stage
of depreciation falling on January 2016 (See "—Devaluation of the Rouble against the U.S.
dollar and other currencies may have a material adverse effect on TFB and/or the Group").
In response to these events and with a view to strengthen the national currency and provide
support to Russian banking system, the CBR increased the base rate from 10.5 per cent. to 17
per cent., on 16 December 2014, which, however, did not bring the desired immediate effect
and failed to combat the Rouble depreciation and liquidity shortage. Although starting from
2015 the liquidity position in the Russian banking sector has somewhat improved, this
improvement is primarily attributable to the maintenance of the loan portfolio of the Russian
credit institutions at approximately the same level. Hence, there is no guarantee that, should
the demand for the loan products grow, the liquidity level will be sufficient to satisfy it.

In 2015 and the first half of 2016, the CBR implemented a number of measures to support
liquidity of the Russian banking sector, in particular, gradually lowered the CBR base rate to
10 per cent. which remained at the same level as of the date of this Prospectus, retained low
interest rate lending programmes provided to small and medium enterprises, expanded the list
of securities included in the CBR Lombard List, a list of high-quality securities that are
accepted by the CBR as collateral required to receive Lombard loans (short-term loans
provided by the CBR to credit institutions to meet their temporary borrowing requirements
secured by the pledge of securities). Moreover, in 2015, 27 Russian banks selected by the
DIA received an aggregate of RUB 830 billion as additional support from the state in the
form of Federal loan bonds ("OFZ") in the amount equal to 25 per cent. of their capital (own
funds) as of 1 January 2015 being transferred to such banks on a pro rata basis. However, no
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assurance can be given that these measures would be sufficient to bring the expected positive
economic effect and increase capitalisation across the Russian banking sector.

Furthermore, the Russian banking system has been experiencing severe internal perturbation
due to regulation tightening exercised by the CBR. More stringent regulations or
interpretations imposed by the CBR could lead to determinations of inadequate capital, other
regulation violations and the insolvency of some banks. The CBR has also commenced a
"cleanup” campaign aimed at financial rehabilitation of the banking system. In
implementation of this campaign the CBR revoked banking licenses from a large number of
banks, which substantially undermined the sustainability and reliability of the sector (See "—
The slowdown of growth of the global and the Russian economies and financial markets
could have a material adverse effect on TFB's and/or the Group's business, liquidity and
financial condition—Dislocation of global and Russian banking sectors™). These steps have
raised some concerns about the stability of the Russian banking system and the ability of the
DIA to service any further pay-outs to insured depositors should any similar bank collapses
occur in the near future. It also adversely affected liquidity on the domestic market.

Such intensified withdrawal of banking licences as a result of inability of certain banks to
meet the mandatory requirements of the CBR, failure to comply with anti-money laundering
regulations, liquidity shortage, large deposit withdrawals or any other reasons could result in
lower investor confidence in Russian banking system generally and investors or depositors,
as the case may be, reducing their exposure to Russian bank equities, debt or deposits,
including those of TFB, which could have a material adverse effect on TFB's and/or the
Group's liquidity, business, financial condition, results of operations and prospects.

TFB may not be successful in implementing its strategy

TFB's ability to execute its strategy depends on a variety of factors, some of which are
outside of TFB's control, such as global economic conditions, interest rates and demand for
certain products. TFB cannot be certain that its strategy will be a success or whether it will
meet its aims and objectives, and any failure to achieve its strategic goals may have a
material adverse effect on its business, financial condition, results of operations and
prospects.

According to TFB's existing strategy, its key objectives are to maintain strong business
profile, enhance its SME and retail segments, maintain adequate levels of liquidity and
increase efficiency and reducing operational costs. To achieve this goal, the TFB seeks to
strengthen business profile, increase retail banking, grow SME banking, diversify funding
base, improve its capital position and increase operational efficiency.

The implementation of TFB's strategy exposes it to a number of risks and challenges,
including, among others, the following:

e the expansion of TFB's business may be constrained by the capital position of TFB,
should TFB fail to improve its capital position;

e new business activities may experience less growth and/or generate smaller profits than

anticipated, and there can be no assurance that new business activities will become
profitable at the level currently expected to be achieved by TFB or at all;
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e TFB's competitors may have greater experience in, and resources for, the business
activities TFB wishes to commence or expand. In particular, TFB may not be able to
develop its business, including through attracting clients from its competitors, as
successfully as planned in the regions outside of the Republic of Tatarstan;

e TFB may fail to identify and offer attractive new products and services in a timely
fashion, putting it at a disadvantage as regards its competitors;

e new business activities may require greater marketing and compliance costs than are
currently required,;

e TFB is likely to be exposed to a greater credit risk while expanding SME and retail
banking operations which may lead to increased allowance for loan impairment; and

e TFB will need to enhance the capability of its information technology and risk
management systems to support a broader range of activities and increased retail client
base.

Historically, TFB's operations focused in the Republic of Tatarstan where it has developed
strong working relationships with leading companies, as well as establishing a distribution
network to maintain close relationships with its corporate and retail customers. In light of its
strategy to maintain its presence outside of the Republic of Tatarstan, TFB may be exposed to
additional risks in these regions due to less sophisticated knowledge and experience in terms
of origination, risk management and loan collection than in the Republic of Tatarstan.

The growth of TFB's business requires the continued development of TFB's financial, IT and
information management control systems, the continued training of sales representatives,
management and other personnel, the supervision and maintenance of its client services
operations and the recruitment of additional employees. TFB's expansion plans entail
additional investment and increased operating costs. Failure to manage any such risks could
have a material adverse effect on the TFB's and/or Group's business, financial condition,
results of operations and prospects.

TFB may not be able to successfully integrate entities or assets it has acquired or may
acquire in the future

TFB's and the Group's financial position and results of operations depend, to a certain extent,
on a number of acquisitions TFB has completed in the past (see "Business — History™) and the
ones that may be made in the future. Most recently, in March 2016, the Group acquired
control over AO Bank "Sovetsky", a Russian bank providing traditional banking services to
corporate and retail clients, which was consolidated in the Group's financial statements for
the six months ended 30 June 2016. There can be no assurance that the Group will be able to
fully or effectively integrate entities or assets it has acquired or which it may acquire in the
future. TFB strives to achieve revenue and cost synergies, operating efficiencies and business
growth opportunities, as well as other benefits from any acquisition. The integration of any
such acquisition into the Group, however, may be complex and expensive and may present a
number of challenges for management. In addition, expected business growth opportunities,
revenue and cost synergies, operational efficiencies and other benefits may not materialise, in
part because the assumptions upon which TFB determined to proceed with any such
acquisition may prove to be incorrect. It is the policy of TFB to complete extensive diligence
in relation to any potential acquisition, but there can be no guarantee that such diligence has
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been or would be sufficient to uncover all material issues or that the quality of assets acquired
will not negatively impact upon TFB's overall loan portfolio. As a result, if anticipated
synergies or other benefits of an acquisition are not achieved, or those achieved are materially
different from those that were expected to be achieved prior to the acquisition, then this could
have a material adverse effect on TFB's and/or the Group's business, results of operations,
financial condition and prospects.

TFB faces increased levels of competition in the Russian banking industry

The Russian market for banking and financial services is highly competitive and TFB faces
competition from both domestic and foreign banks and banking groups in each of the
segments and regions where it operates. In particular, the Russian banking sector is
dominated to a material extent by large state-owned banks, such as Sherbank and VTB,
which have an advantage because of their size and support from the Russian Government.
See "Appendix A— Overview of the Banking Sector and Banking Regulation in the Russian
Federation—Structure of the Russian Banking Sector—State-Owned or State-Controlled
Banks". Furthermore, as the Russian market for banking and financial services matures, it has
become increasingly competitive as a result of competition from both local banks and
subsidiaries of foreign financial institutions. See "Appendix A— Overview of the Banking
Sector and Banking Regulation in the Russian Federation —Structure of the Russian Banking
Sector—Privately Owned Russian Banks" and "—Foreign Owned Banks." This competition
has adversely affected net interest margins and funding costs, among other areas. Price
competition for deposits may result in TFB offering higher interest rates for new deposits,
and increased competition for high quality client loans may force TFB to offer lower interest
rates on loans to clients. In addition, the ongoing consolidation in and further tightening of
the Russian banking industry is expected to further enhance competition. TFB's ability to
compete effectively will depend on its ability to adapt quickly to industry trends. If TFB fails
to compete effectively with either local competitors, including large state-owned banks, or
subsidiaries of foreign financial institutions in the corporate, retail, small business or
investment banking segments, or if interest rate margins are compressed further, this could
have a material adverse effect on TFB's and/or the Group's business, results of operations,
financial condition and prospects and the value of the Notes.

The competitive landscape in the Russian banking sector has changed after the global
economic crisis. While a number of privately-owned banks have scaled down their
operations, banks which are directly or indirectly owned by or affiliated with the Russian
Federation, such as Sberbank, VTB, Russian Agricultural Bank and Gazprombank, have
continued to strengthen their positions in the Russian banking sector. State-owned banks and
banks affiliated with the Russian Federation have been able to entrench and consolidate their
positions partly because they receive significantly larger amounts of state funding than
privately-owned banks and state funding in Russia generally tends to be cheaper than that
which is available from the private sector. If state-owned or affiliated banks continue to
benefit from greater levels of state funding and credit support than privately-owned banks,
including TFB, in the future this could adversely affect TFB's ability to compete with such
banks, which could have a material adverse effect on the business, financial condition, results
of operations and prospects of TFB and/or the Group.

Due to the large number of banks in Russia, TFB faces competition in all regions and
locations in which it operates and in which it intends to expand its banking operations. TFB
believes that, in terms of both corporate and retail lending, its primary competitors in the
Republic of Tatarstan are Sberbank of Russia and AK BARS. In retail segment TFB also
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competes with VTB24, Home Credit and Finance Bank, Russian Standard Bank, Tinkoff
Credit Systems and Bank Vostochniy. In corporate banking, TFB's competitors also include
Alfa-Bank, Ural Bank for Reconstruction and Development, SMP Bank, Promsvyazbank,
Russian Agricultural Bank and Gazprombank.

TFB faces competition in its corporate (including SME) and retail banking operations. As
other banks and financial institutions launch competitive finance programmes or joint
ventures in Russia and as existing competitors' programmes develop further, TFB's share in
these markets may decline. TFB faces intense price competition from its principal
competitors in the corporate (including SME) and retail markets.

In corporate (including SME) and retail banking markets, some of TFB's competitors have a
broader geographic reach, more branches, and greater capital resources than TFB and are
supported by the state or regional authorities. The relatively moderate size of TFB's balance
sheet (See "Financial Review" for financial condition and results of operations of the Group
for the periods under review), as compared to major Russian banks, might impede TFB's
ability to compete successfully with larger rivals now or in the future, in particular in light of
TFB's strategy to increase retail and SME banking operations and to expand its presence in
certain Russian regions, which may have a material adverse effect on TFB's and/or the
Group's business, financial condition, results of operations or prospects. In addition, TFB
may fail to accurately assess competition when entering new markets. TFB expects increased
competition in deposit-taking and lending activities in corporate (including SME) and retail
markets, which could have a material adverse effect on TFB's and/or the Group's business,
financial condition, results of operations and prospects.

The quality of the TFB’s loan portfolio may deteriorate as a result of adverse economic
conditions

TFB has been subject to risks regarding the credit quality and recovery of loans to, and
amounts due from, customers and market counterparties. Downturns in the Russian economy
have affected, and may continue to affect, the ability of many companies and individuals to
repay their loans, particularly foreign currency-denominated loans. Factors including, without
limitation, increased unemployment in Russia, inflation, reduced corporate liquidity and
profitability, increased corporate and personal insolvencies and/or fluctuating interest rates
may reduce the ability of TFB's customers and market counterparties to repay loans.

In addition, changes in economic conditions may result in further deterioration in the value of
collateral securing loans (See "—TFB may experience a decline in the value or liquidity of the
collateral securing loans provided™) and increase the risk of loss in the event of borrower
default. Any changes in the credit quality of TFB's borrowers and counterparties resulting
from systemic risks in the Russian and global financial systems, could reduce the value of the
Group's assets, and increase write-offs and allowances for loan impairment.

Allowance for impairment is a major component of the Group's income statement. As such,
changes in the allowance for impairment have affected the Group's results of operations in
the past and are likely to continue to affect the Group's results of operations in the future.

The Group's has recently experienced downturns in its position with respect to allowance for
impairment. For the year ended 31 December 2015, the Group's allowance for impairment
increased by 99.1 per cent. to RUB 6,793 million from RUB 3,412 million for the year ended
31 December 2014. This increase is primarily attributable to a RUB 3,000 million, or 85.0

-18-



per cent., increase in allowance for impairment of loans to customers which was in turn due
to the overall growth of the Group's loan portfolio and general worsening of the economic
situation in Russia.

The percentage of the Group's allowance for loan impairment to the Group's gross loans to
customers decreased to 13.1 per cent. as at 31 December 2015 from 13.3 per cent. as at
31 December 2014.

Any further increase in the Group's allowance for impairment, deterioration in the
performance of the Russian economy or a reduction in levels of personal income, individual
purchasing power and consumer confidence, either generally or specifically in respect of the
banking sector, could have a material adverse effect on the development of TFB's business,
financial condition, results of operations and prospects, and, in particular, may adversely
impact its ability to expand and achieve profitability in its loan portfolio.

The majority of TFB's business is located in, or related to, the Republic of Tatarstan

As at 31 December 2015, the Group's net loans to customers related to the Republic of
Tatarstan, amounted to RUB 85,930.6 million, or 70.9 per cent. of the Group's net loan
portfolio as compared to RUB 70,665.7 million, or 73.1 per cent. of the Group's net loan
portfolio, as at 31 December 2014. As at 31 December 2015, the Group's customer accounts
from customers located within the Republic of Tatarstan amounted to RUB 74,225.8 million,
or 66.3 per cent. of the Group's customer accounts, as compared to RUB 58,484.0 million, or
64.9 per cent.of the Group's customer accounts, as at 31 December 2014. The majority of
TFB's offices and client base are located in the Republic of Tatarstan.

As a result of TFB's business being concentrated in, or owing to customers from, the
Republic of Tatarstan, TFB's and/or the Group's results could be significantly affected by a
downturn in the economy of the Republic of Tatarstan, which is concentrated in the oil,
petrochemical and agricultural industries. In the event of such a downturn, the Group could
suffer a decrease in generated income, which could have a material adverse effect on TFB's
and/or the Group's business, financial condition, results of operations and prospects.

TFB may be unable to adequately assess the credit risk of customers and counterparties

TFB is exposed to credit risk related to its customers and counterparties. TFB's and/or the
Group's business, results of operations, financial condition and prospects depend on an
accurate assessment of the creditworthiness of its customers and counterparties, the adequacy
of its provisioning levels and the continued management and monitoring of the risks of its
loan portfolio.

The financial performance of Russian companies is generally more variable and their credit
risk is, on average, less predictable than those of similar companies doing business in more
mature markets and economies, which makes assessment more difficult. In addition, an
accurate assessment of credit risk may be difficult due to the fact that good quality financial
and credit information may not be available. Therefore, notwithstanding TFB's credit risk
evaluation procedures, TFB may be unable to accurately assess the current financial
condition of existing or potential customers or counterparties and to accurately determine the
ability of its borrowers to repay the relevant loans or other types of credit or of its
counterparties to meet their financial obligations, which may have a material adverse effect
on TFB's and/or the Group's business, results of operations, financial condition and prospects.
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Furthermore, the retail lending market in Russia is relatively undeveloped as compared to
Western countries and limited resources are available to Russian banks to ascertain the credit
history of individual borrowers. Although legislation regulating credit bureaus has been in
place since 2004, credit bureaus are not as widely developed in the Russian Federation as in
Western countries and limited information on the borrowers is available from them.
Therefore, it is particularly difficult to accurately assess the credit risk of individuals, and
TFB may be unable to evaluate correctly the current financial condition of each prospective
individual borrower.

The Group's total loans and advances to customers (before provision for loan impairment)
were RUB 146,350.7 million as at 30 June 2016, RUB 139,577.1 million as at 31 December
2015 and RUB 111,621.7 million as at 31 December 2014. The Group's loan portfolio
requires continued and improved monitoring by management of credit quality and the
adequacy of the Group's provisioning levels. See "Assets, Liabilities and Risk Management".
TFB is subject to risks regarding the credit quality of, and the recovery on loans to and
amounts due from, customers and market counterparties.

Failure to accurately assess the credit risk of potential borrowers or acceptance of a higher
degree of credit risk in the course of current lending operations may result in a deterioration
of the loan portfolio and a corresponding increase in loan impairments, which may have a
material adverse effect on TFB's and/or the Group's business, results of operations, financial
condition and prospects and the value of the Notes.

TFB may experience a decline in the value or liquidity of the collateral securing loans
provided

A substantial proportion of the Group's gross loan portfolio is secured by collateral such as
deposits with TFB, real estate, traded securities, motor vehicles, inventories and equipment.
Downturns in various industries and markets and the general deterioration of economic
conditions in Russia may result in declines in the value of collateral securing the Group's
secured loans to levels below the amounts of the outstanding principal and accrued interest
and other amounts on the loans. The reduced collateral values may not be sufficient to cover
uncollectible amounts on TFB's secured loans, which may require TFB to reclassify the
degree of risk on the loans and establish additional provisions for loan impairment.

Russian law provides for certain formalities and procedures to be followed when enforcing
collateral, many of which are complex and time-consuming (See "Appendix A— Overview of
the Banking Sector and Banking Regulation in the Russian Federation —Developments in
Regulation of Pledge and Pledge Enforcement"). There can be no assurance that TFB will
always be able to comply with these formalities and procedures and ultimately enforce its
rights against the collateral supporting its loans. In addition, any failure to adequately assess
the value of collateral pledged against loans to corporate customers and individuals, enforce
its rights to collateral and/or recover the expected value of collateral in the case of foreclosure
may expose TFB to loan losses, which may adversely affect TFB's and/or the Group's
business, results of operations, financial condition and prospects and the value of the Notes.

The increase in the proportion of retail loans and small business loans in the Group's loan
portfolio may result in an increase in the Group's non-performing loans

The Group's loan portfolio consists of loans to corporate clients, small and medium
enterprises ("SMEs") and loans to individuals. As at 30 June 2016, the proportion of non-

-20-



performing loans? in the Group's overall loan portfolio was 2.95 per cent, compared to 3.35
per cent. as at 31 December 2015. As of 30 June 2016, the Group's non-performing loan
ratios for corporate loans, small business loans and loans to individuals were 0.90 per cent.,
0.76 per cent. and 1.29 per cent., respectively, compared to 0.50 per cent., 0.55 per cent. and
2.30 per cent., respectively, as at 31 December 2015. Retail loans and small business loans
are expected to increase as a result of TFB's strategy of growing such businesses. TFB may
be unable to accurately assess credit risk with respect to these categories of clients, which
may result in an increase in the proportion of non-performing loans in the Group's loan
portfolio, affect its non-performing loan ratios, increase loan provision charges, loan losses
and write-offs, which may adversely affect TFB's and/or the Group's business, results of
operations, financial condition and prospects and the value of the Notes.

The Group is subject to interest rate risks and has experienced decreases in net interest
margin in recent years

The Group is generally dependent on the interest rate environment and has experienced
decreases in its net interest margin® in recent years. For the year ended 31 December 2015,
the Group's net interest margin decreased to 0.92 per cent. from 2.92 per cent. for the year
ended 31 December 2014. See "Financial Review — Results of Operations for the Years
Ended 31 December 2015 and 2014—Net Interest Income and Net Interest Margin”. Any
further reduction in the Group's net interest margin, whether as a result of reduced yields on
its interest-bearing assets, increased rates on its interest-bearing liabilities, changes in the mix
of its interest-bearing assets and/or liabilities, or other factors, could have a material adverse
effect on TFB's and/or the Group's business, financial condition, results of operations and
prospects.

The Group may be unable to reduce the industry and borrower concentrations in its loan
portfolio

The Group's loan portfolio is relatively highly concentrated in a number of industries and
borrowers which it may be unable to reduce. As at 30 June 2016, the trade, finance, real
estate (together with construction and manufacturing) and agriculture (together with the food
industry) industries accounted for 28.1 per cent., 19.6 per cent., 17.5 per cent. and 8.9 per
cent. of the Group's gross loans to customers, respectively, as compared to 30.9 per cent.,
20.9 per cent., 16.4 per cent. and 8.3 per cent. of the Group's gross loans to customers,
respectively, as at 31 December 2015. As at 30 June 2016, the Group had 80 borrowers with
aggregate amount of their loans (for each borrower above RUB 500 million) totalling
RUB 95,347.7 million, representing 65 per cent. of the Group's gross loans to customers, as
compared to 74 borrowers with aggregate amount of their loans (for each borrower above
RUB 500 million) totalling RUB 89,540.7 million, representing 64 per cent. of the Group's
gross loans to customers, as at 31 December 2015.

The Group's financial condition is sensitive to the downturns in the sectors in which it has
high industry concentrations or its largest borrowers operate, as well as to adverse changes in
such borrowers' business, financial condition, results of operation and prospects. Although

2 Non-performing loans to customers, or NPLs, are loans that are overdue by more than 90 days.

® This measure is an APM. Net interest margin is calculated as the net interest income before provision for
impairment losses of interest bearing assets divided by average interest-earning assets for the relevant period.
The average balances for interest-earning assets are calculated as the average of the beginning and end of period
balances, as appropriate.
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TFB continues to take measures to diversify the Group's loan portfolio by expanding SME
and retail banking operations, which would help to reduce the risks of such high industry
concentration in the Group's loan portfolio, there can be no assurance that it will be able to
achieve or maintain a greater level of diversification in its loan portfolio in the future. TFB's
failure to reduce the current level of concentration in the Group's loan portfolio may have a
material adverse effect on TFB's and/or the Group's business, financial condition, results of
operations and prospects.

TFB is sensitive to fluctuations in the market values of the securities in its securities
portfolio and fluctuations of the land value

TFB is exposed to the movement in market values in its securities portfolio, including the risk
of unfavourable market price changes relative to its long or short positions, a decline in the
market liquidity of securities, volatility in market prices, interest rates or foreign currency
exchange rates relating to these positions and the risk that instruments TFB chooses to hedge
certain positions do not track the market value of those positions. TFB trades various
financial instruments and other assets on behalf of its clients and for its own account.
Financial instruments at fair value through profit or loss represented 15.7 per cent. of the
Group's total assets as at 30 June 2016, compared to 15.6 per cent. as at 31 December 2015.
Investments available for sale represented 3.4 per cent. of the Group's total assets as at
30 June 2016, compared to 5.4 per cent. as at 31 December 2015. The Group recognised a
RUB 398.1 million loss on its financial instruments at fair value through profit or loss for the
six months ended 30 June 2016, compared to RUB 758.9 million gain for the six months
ended 30 June 2015. The Group recognised a RUB 108.7 million loss on its financial
instruments at fair value through profit or loss in 2015, compared to a RUB 50.2 million gain
in 2014. The Group recognised a RUB 240.6 million loss on its available for sale securities
portfolio for the six months ended 30 June 2016, compared to RUB 20.0 million loss for the
six months ended 30 June 2015. The Group recognised a RUB 673.5 million gain on its
available for sale securities portfolio in 2015, compared to a RUB 18.9 million loss in 2014.
If prices of securities held by the Group decrease significantly or the market becomes more
volatile, the Group may not make profits on, or incur substantial losses from, these securities,
and suffer losses which could have a material adverse effect on its business, results of
operations, financial condition and prospects and the value of the Notes.

Furthermore, since the value of certain of the Group's assets, for example, mutual funds and
equity securities, is determined by reference to the value of the land plots, the Group is
exposed to negative fluctuations of their value. If the prices of the land plots decrease
significantly or the market becomes more volatile, the Group may not make profits on, or
incur substantial losses from, such assets, and suffer losses which could have a material
adverse effect on its business, results of operations, financial condition and prospects and the
value of the Notes.

TFB is exposed to a potential outflow of deposits and is reliant on the availability of
wholesale funding

Customer accounts and client deposits represent a significant proportion of TFB's funding. As
at 30 June 2016, customer accounts amounted to 69.9 per cent. of the Group's total liabilities,
compared to 63.8 per cent. as at 31 December 2015 and 60.0 per cent. as at 31 December
2014. Withdrawals of deposits by individuals, who are entitled under Russian legislation to
withdraw such deposits at any time, or legal entities, which may be permitted to withdraw
such deposits depending on the applicable contractual provisions, could lead to liquidity gaps
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for which TFB would have to compensate by other means. In addition, TFB may be unable to
obtain alternate funding at a rate contemplated in its asset and liability repricing projections,
or at all, which may have a material adverse effect on TFB's and/or the Group's business,
results of operations, financial condition and prospects. As at 30 June2016 and
31 December 2015 and 2014, approximately 96.3 per cent., 97.5 per cent. and 97.4 per cent.
of the Group's customer accounts, respectively, had the remaining contractual maturity of less
than one year, with approximately 62.1 per cent. and 67.0 per cent. and 52.0 per cent. of loans
in the Group's loan portfolio having the remaining contractual maturity of less than one year
as at the same dates. This increases the volatility of TFB's funding base, although the average
duration of customer deposits at the Group is between one and three years. Furthermore, TFB
has relatively high depositor concentration. As at 30 June 2016 and 31 December 2015 and
2014, the Group received funds from 8, 11 and 7 customers amounting to RUB 15,575.3
million or 11 per cent. of total customer accounts, RUB 21,581.5 million or 19 per cent. and
RUB18,453.3 million or 20 per cent., respectively, which individually exceeded RUB 500
million. A withdrawal of large deposits may have a material adverse effect on TFB's and/or
the Group's business, results of operations, financial condition and prospects and the value of
the Notes.

TFB seeks to diversify its funding sources by continuing to access domestic and international
capital markets through syndicated loan facilities and rouble-denominated bond and
Eurobond issues, which are more costly and may contain negative covenants restricting TFB
from carrying out particular activities. TFB's ability to continue to access the above markets
to the extent sufficient to meet its funding needs, including the refinancing of outstanding
debt falling due, could be adversely affected by a number of factors, including Russian and
international economic conditions and the state of the Russian banking and financial systems.
See "-The slowdown of growth of the global and the Russian economies and financial
markets could have a material adverse effect on TFB's and/or the Group's business, liquidity
and financial condition—Impact on Liquidity".

A decrease in TFB's ability to access the international and domestic capital markets, or the
domestic or international interbank loan market, or to effectively manage maturity
mismatches between the Group's assets and liabilities may, together or separately, have a
material adverse effect on TFB's and/or the Group's business, results of operations, financial
condition and prospects and the value of the Notes.

TFB's risk management policies and procedures may be ineffective

TFB's policies and procedures for managing credit risk, market risk, liquidity risk and
operational risk may prove ineffective. See "Assets, Liabilities and Risk Management". Some
of TFB's methods for managing risk are based upon observations of historical market
behaviour, and TFB applies statistical techniques to these observations to arrive at
quantifications of its potential risk exposures. However, these methods may not accurately
quantify TFB's risk exposures, especially in situations that cannot be identified based on its
historical data. In particular, if TFB enters new lines of business, historical data may be
incomplete.

It is also possible that in times of financial and economic crisis TFB's ability to assess credit
exposure and asset values is impaired as the models and techniques used may be less
predictive of future conditions, behaviours and valuations. As additional information
becomes available, TFB may need to make additional provisions if default rates are higher
than expected. If circumstances arise whereby TFB did not identify, anticipate or correctly
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evaluate certain risks in developing its statistical models, losses could be greater than the
maximum losses envisaged under its risk management system. In addition, certain risks may
not be accurately quantified by TFB's risk management systems. If a material deficiency in
TFB's risk management or other internal control policies or procedures arises, this may
expose it to significant credit, liquidity, market or operational risk, which, in turn, may have a
material adverse effect on TFB's and/or the Group's business, results of operations, financial
condition and prospects and the value of the Notes.

Deficiencies in respect of credit risk management may lead to TFB not being able to
accurately assess default risk on loans provided to corporate, small business and retail clients.
TFB may, therefore, need to make additional provisions if default rates are higher than
expected. See "—-TFB may be unable to adequately assess the credit risk of borrowers and
counterparties”. Deficiencies in respect of liquidity risk management may result in the
inability of TFB to meet its obligations in full when they become due without borrowing
funds at higher than market rates, or at all. For instance, unanticipated decreases in corporate
and small business client deposits and/or unexpected withdrawals of retail deposits may result
in liquidity gaps that TFB may not be able to cover through borrowing in domestic and
international capital, syndicated loan and interbank markets or other funding sources that may
become available to TFB. Deficiencies in respect of interest rate risk management may have
a negative impact on TFB's funding costs, net interest income and net interest margin and
may result in a gap between its interest-rate sensitive assets and liabilities. Currency risk
management deficiencies may adversely affect the value of the Group's assets and liabilities
denominated in foreign currencies and its income from operations in currency spot market
and currency futures and over-the-counter ("OTC™") forwards market. Deficiencies in respect
of securities price risk management may adversely affect the value of TFB's securities
portfolio. Operational risk management deficiencies may result in significant unanticipated
losses resulting from, among other things, fraud by employees or outsiders, mismanagement,
unauthorised transactions by employees and operational errors. Therefore, material
deficiencies in TFB's risk management policies or procedures could have a material adverse
effect on its business, results of operations, financial condition and prospects and the value of
the Notes.

TFB may be adversely affected by interest rate volatility

The Group's net interest income is significantly impacted by volatility of interest rates.
Movements in interest rates may adversely affect TFB's operations in a number of different
ways. Interest rates are sensitive to many factors beyond TFB's control, including the policies
of the CBR and central banks of other jurisdictions, domestic and international economic
conditions and political factors. There can be no assurance that TFB will be able to protect
itself from adverse effects of future interest rate fluctuations. Any fluctuations in market
interest rates could lead to a reduction in associated net interest income and net interest
margin and adversely affect TFB's and/or the Group's business, results of operations,
financial condition and prospects and the value of the Notes.

Devaluation of the Rouble against the U.S. dollar and other currencies may have a
material adverse effect on TFB and/or the Group

The Group's loan portfolio is principally denominated in Roubles. However, since a portion
of the Group's assets and liabilities are denominated in foreign currencies, the Group's
financial position and cash flows are exposed to the fluctuations of the foreign currencies
exchange rates.
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As a result of the general economic slowdown, decline in global oil prices and capital
outflows, the Rouble depreciated sharply against the U.S. dollar and other foreign currencies
during 2014 and reached RUB 67.79 per U.S.$ 1.00 as at 18 December 2014. The Rouble
then appreciated slightly and amounted to RUB 52.03 per U.S.$ 1.00 as at 27 December 2014
but continued to decline throughout January 2015 which resulted in the RUB/USD exchange
rate amounting to RUB 69.66 per U.S.$1.00 as at 3 February 2015, representing a
depreciation of 98.0 per cent. as compared to RUB 35.18 per U.S.$ 1.00 as at 1 February
2014. The Rouble predominantly depreciated throughout 2015 which resulted in the
exchange rate reaching a record maximum of RUB 83.59 per U.S.$ 1.00 on 22 January 2016.
While the Rouble showed a subsequent recovery with the RUB/USD exchange rate being
RUB 62.20 per U.S.$ 1.00 as at 12 October 2016, it is likely to remain volatile and vulnerable
to economic downturns in the near future.

According to data published by the CBR, the CBR spent over U.S.$ 100 billion of Russia's
international reserves on money market interventions to support the Rouble since January
2014. As a result Russia's international reserves decreased by 4.4 per cent. in 2015. This,
according to the regulator, induced the CBR to consider loosening the exchange rate policy
and focusing on the measures to strengthen Russia's economic independence from the oil
export prices rather than using Russia's international reserves. Hence, no assurance can be
given that the CBR will continue to apply reserves or implement any other efficient measures
to support the Rouble in the future.

Although TFB sets internal limits and performs certain other measures aimed at reducing
exchange rate risk, including limiting TFB's open currency position to 2 per cent. of TFB's
own assets, these efforts may be insufficient and fluctuations in exchange rates may adversely
affect TFB's and/or the Group's business, results of operations, financial condition and
prospects and the value of the Notes.

In addition, TFB plans to continue to access the international capital markets, which subjects
it to risks inherent in borrowing funds in foreign currencies and then using such funds to
make loans predominantly in Roubles. Although TFB seeks to minimise such risks by buying
foreign currency spot contracts and entering into foreign currency swaps, there is no
guarantee that these measures will be effectively implemented, that they will allow TFB to
minimise the impact of currency volatility or that they will be available to TFB going
forward, in which case fluctuations in exchange rates may have a material adverse effect on
TFB's operations.

Furthermore, during the periods under review, volatility of currencies had a significant
impact on the Group's profit and loss. TFB trades currency for its own account and maintains
open currency positions that result in foreign exchange risk. Although TFB has established
limits on its open positions under the CBR regulations and internal policies that seek to
minimise open currency positions, future changes in currency exchange rates and the
volatility of the Rouble may have a material adverse effect on TFB's and/or the Group's
business, results of operations, financial condition and prospects and the value of the Notes.

TFB's ability to achieve its strategic objectives is dependent on highly-qualified employees

TFB depends on highly-qualified employees, who are difficult to attract, retain and motivate.
Competition for personnel with relevant expertise, including, for example, private bankers or
personnel with knowledge and expertise in IFRS, is intense due to the relatively small
number of available qualified individuals. The continued growth of TFB's existing operations
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and its ability to execute its strategy depends on TFB's ability to retain existing employees
and to identify and recruit additional individuals who are not only familiar with local customs
and market conditions, but who also have the necessary qualifications and level of experience
in corporate banking, small business banking, retail banking and investment banking. The
pool of individuals with the required set of skills in the Russian Federation is much smaller
than in most Western European countries or in the United States. Increasing competition from
state-owned financial institutions in the Russian Federation may make it more difficult for
TFB to pay competitive salaries and to attract and retain qualified employees and may lead to
rising labour costs in the future. If TFB is unable to attract, train and retain sufficiently
qualified individuals or if competition for qualified employees increases its labour costs, this
may have a material effect on TFB's and/or the Group's business, results of operations,
financial condition and prospects and the value of the Notes, and may impair TFB's ability to
achieve its strategic objectives.

TFB's business is highly dependent on its information technology system

TFB's financial performance and its ability to meet its strategic objectives depend, and will
depend to a significant extent in the future, upon the functionality of its information
technology and its ability to increase systems capacity and scalability, in particular in light of
TFB's strategy to increase retail and SME banking operations and to expand its presence in
certain Russian regions. There can be no assurance that any disruption (even short term) to
the functionality of TFB's existing or future information technology systems, delays, or other
problems in increasing the capacity of the information technology systems, or increased costs
associated with such systems, will not have a material adverse effect on TFB's and/or the
Group's business, financial condition, results of operations and prospects.

TFB's activities may be limited by the highly regulated banking industry in which it
operates

All banks operating in Russia are subject to extensive regulation and supervision.
Requirements imposed by regulators, including capital adequacy and licensing requirements,
are designed to ensure the integrity of the financial markets and to protect customers and
other third parties with whom TFB deals. These requirements are not necessarily designed to
protect creditors of TFB. Consequently, these regulations may limit TFB's activities,
including its lending, and may increase its costs of doing business, or require TFB to seek
additional capital in order to comply with applicable capital adequacy or liquidity
requirements. Existing laws and regulations could be amended, the manner in which laws and
regulations are enforced or interpreted could change and new laws or regulations could be
adopted. Any breach of applicable regulations could expose TFB to potential liability and
other sanctions, including the revocation of its general banking licence, thus depriving it of
the opportunity to carry on its business which, in turn, could have a material adverse effect on
TFB's and/or the Group's business, results of operations, financial condition and prospects
and the value of the Notes.

Violation of covenants in documentation related to the outstanding Eurobonds could lead
to materially adverse consequences for its future operations

On 28 April 2014, the Issuer placed U.S.$ 70 million 11 per cent. loan participation notes due
2017 (the "2017 Notes") issued with a sole purpose to finance a loan to TFB. On 27 October
2015, the 2017 Notes in the amount of U.S.$ 55 million were early repaid under an offer. As
at 30 June 2016, the amortized cost of the 2017 Notes was RUB 974.5 million. As long as
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any of the 2017 Notes remain outstanding, TFB is required to pay or discharge or cause to be
paid or discharged, before the same become overdue, all taxes, assessments and
governmental charges levied or imposed upon, or upon the income, of TFB and certain of its
subsidiaries, and to comply with certain other covenants, some of which restrict TFB and its
subsidiaries from corporate reorganisations, mergers and acquisitions and disposing of certain
assets.

Further, the loan agreement made in connection with the issue of 2017 Notes contains cross-
default provisions, pursuant to which the Group is required to fully comply with the
mandatory ratios and other requirements established by the CBR and maintain the ratio of
capital to risk-weighted assets of at least 11 per cent. calculated in accordance with Basel 1l
Accord 2004 under IFRS accounting. As at 30 June 2016 and 31 December 2015, the actual
ratio of capital to risk-weighted assets was 8.01 per cent. and 10.57 per cent., respectively,
which constituted a formal default under the 2017 Notes. Following the breach of the
covenants, the Issuer may declare all amounts outstanding under the relevant loan agreement
(including the principal amount and the accrued interest) immediately due and payable.
Should this happen, TFB may be required to obtain adequate cash to discharge such
obligations. Moreover, default by TFB or certain of its subsidiaries may trigger the cross-
default provisions of other agreements of TFB and attract negative publicity.

Since most of Eurobonds were repaid under the offer, the Group does not believe the
redemption of the remainder will be demanded. Although the Group's management believes
that implementation of measures under the plan for additional capitalization (See "Business —
Strategy — Improve its capital position™) will help keep the ratio at the level of at least 11 per
cent., any material violations by TFB of covenants in documentation related to the 2017
Notes that could cause acceleration of repayments obligations or trigger cross-defaults could
make it substantially more difficult for TFB to obtain financing in the future, which could
prevent it from successful implementation of its strategy and could have a material adverse
effect on its business, results of operations, financial condition and prospects and the value of
the Notes.

TFB may be unable to meet capital adequacy requirements

Under the CBR requirements, TFB is required to comply with a number of mandatory ratios.
The CBR Instruction No. 139-1 "On Banks' Mandatory Economic Ratios" dated
3 December 2012 provides that capital adequacy ratios consisting of common equity tier 1
capital adequacy ratio (N1.1), tier 1 capital adequacy ratio (N1.2) and the total capital
adequacy ratio (N1.0) (previously, N1 ratio) must be at least 4.5 per cent., 6.0 per cent. and
8.0 per cent., respectively, calculated on the basis of the Russian accounting standards (the
"RAS"). In addition, with effect from 1 January 2016, new surplus capital adequacy ratios
including specific ratios which apply to systemically important banks only, have been
introduced. If TFB's capital adequacy ratios were to fall below the minimum levels, the CBR
could impose various sanctions or, in the event of repeated violations, revoke TFB's general
banking licence. Furthermore, the loan agreement entered into in connection with TFB's
outstanding 2017 Notes contains covenants that require TFB's ratio of risk to capital-
weighted assets, calculated in accordance with the requirements of the Basel Accord of 1988,
to be at least equal to 11 per cent. and that TFB fully complies with the CBR mandatory
ratios and other requirements. As at 30 June 2016 and 31 December 2015, the actual ratio of
capital to risk-weighted assets calculated in accordance with Basel 11 Accord 2004 under
IFRS accounting was 8.01 per cent. and 10.57 per cent., respectively, which constituted a
formal default under the 2017 Notes. In addition, the CBR may amend the capital adequacy
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requirement, increase the capital adequacy ratios at any point or introduce additional capital
requirements and, in such circumstances, TFB would be forced to seek additional capital or
alternative sources of financing to comply with these requirements, which may not be
available or may only be available at commercially unsustainable prices. The shareholders of
TFB are under no obligation to inject additional capital into TFB, and there can be no
assurance that the shareholders will be willing or able to provide required capital and funding
support to TFB in the future. Failure to increase TFB's capital levels may adversely affect
TFB's ability to implement its strategic plans and may ultimately have a material adverse
effect on TFB's and/or the Group's business, financial condition, results of operations and
prospects and the value of the Notes.

The revocation of TFB's existing banking licence by the CBR would have a material
adverse effect on TFB's and/or the Group's business, financial condition or results of
operations

As at the date of this Prospectus, all banking and various related operations performed by
banks in Russia require a banking licence from the CBR. TFB has the required licence in
connection with its banking activities. The CBR is the only body that is authorised to suspend
or revoke a banking licence of a credit organisation for breach of any applicable banking
regulations or non-compliance with mandatory economic ratios and reserve requirements set
out by the CBR. If the CBR were to suspend or revoke TFB's general banking licence, then
this would render TFB unable to perform any banking operations (including processing
payments of its customers) and/or would lead to winding-up of its business (whether by way
of bankruptcy proceedings or liquidation). If TFB's licence were to be revoked, it would have
a material adverse effect on the business, financial condition, results of operations and
prospects of TFB and/or the Group.

The interests of TFB's shareholders may conflict with those of the Noteholders

As at the date of this Prospectus, 32.8 per cent. of TFB's share capital is directly and
indirectly owned by two individuals (one of which is a member of the Management Board of
TFB and both of which are members of the TFB's Board of Directors), and 45.3 per cent. of
TFB's share capital is directly and indirectly controlled by the Republic of Tatarstan, the
major portion of which (36.1 per cent. of TFB's share capital) is owned by JSC Tatspirtprom
(17.3 per cent. of TFB's share capital), the Ministry of Land and Property Regulations (10.1
per cent. of TFB's share capital) and OJSC Mortgage Agency of the Republic of Tatarstan
(8.7 per cent. of TFB's share capital) which are all owned by the Republic of Tatarstan. See
"Shareholders”. The majority shareholders' interests may differ from the interests of
Noteholders and from TFB. These three shareholders, acting in concert, will be able to
determine the outcome of certain matters requiring shareholder approval without recourse to
the minority shareholders, including related party transactions, approving acquisitions,
dividend payments, other distributions or payments to shareholders designed to benefit the
beneficial owners of TFB or cause TFB to enter into transactions advantageous to them or
their business interests, even though such transactions may result in increased risk for TFB
and the Noteholders, which could have a material adverse effect on TFB's and/or the Group's
business, results of operations, financial condition and prospects and the value of the Notes.

TFB has a significant volume of transactions with its related parties. The proportion of the
Group's gross loans to related party customers as a percentage of the Group's total tier 1
capital calculated in accordance with Basel 1l Accord 2004 under IFRS accounting increased
to 107.2 per cent. as at 31 December 2015 from 83.8 per cent. as at 31 December 2014.
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Although the Group plans to reduce the volume of related party transactions, no guarantee
can be given that the Group will not enter into related party transactions on a non-arm's
length basis in the future, which may have a material adverse effect on TFB's and/or the
Group's business, financial condition, results of operations and prospects.

TFB’s employees may not adhere to compliance procedures

TFB runs the risk that its employees will not adhere to its compliance procedures and limits
on risk related activities. As a result, TFB faces the risk of loss due to issues that may arise
out of its employees' lack of knowledge and wilful, negligent or involuntary violations of
laws, rules and regulations or other misconduct. Misconduct by employees is a recurring risk
in the financial services industry and could involve, among other things, the improper use or
disclosure of confidential information, violation of laws and regulations concerning financial
abuse and money laundering, or embezzlement and fraud, any of which could result in
regulatory sanctions or fines as well as serious reputational or financial harm. Misconduct by
employees, including the violation of TFB's own internal risk management policies, could
also include binding TFB to transactions that exceed authorised limits or present
unacceptable risks, or hiding unauthorised or unsuccessful activities, which, in either case,
may result in unknown and unmanaged risks and losses. It is not always possible to guard
against employee misconduct and ensure full compliance with TFB's risk management
policies, and the precautions TFB takes to detect such activity may not always be effective.
The direct and indirect costs of employee misconduct can be substantial and could have a
material adverse effect on TFB's and/or the Group's business, financial condition, results of
operations and prospects.

Risks Relating to the Russian Federation

TFB is a Russian bank and substantially all of its and the Group's net interest income is
derived from the Russian Federation. There are certain risks associated with an investment in
Russia.

Emerging markets such as the Russian Federation are subject to greater risks than more
developed markets and a financial crisis could have a particularly significant adverse effect
on banks, including TFB, operating in emerging markets such as the Russian Federation

Prospective investors should exercise particular care in evaluating the risks involved and
must decide for themselves whether, in light of those risks, their investment is appropriate.
Generally, investment in emerging markets is suitable only for sophisticated investors who
are familiar with and fully appreciate the significance of the risks involved in investing in
emerging markets.

Investors in emerging markets such as the Russian Federation should be aware that these
markets are subject to greater risk than more developed markets, including, in some cases,
significant legal, economic, financial and political risks. Investors should also note that
emerging economies such as the economy of the Russian Federation are subject to rapid
changes and that the information set out in this Prospectus may become outdated relatively
quickly. Moreover, financial turmoil in any large developing country may tend to adversely
affect prices in equity and debt markets of other developing countries as investors move their
money to more stable and developed markets. Thus, even if the Russian economy remains
relatively stable, financial turmoil in other emerging market countries could have an adverse
effect on the Russian economy.
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The Russian markets have been highly volatile during the global economic downturn
beginning in 2008. For example, in the fourth quarter of 2008, during the acute stage of the
global financial and economic crisis, the Russian securities markets were highly volatile,
resulting, on occasions, in a series of temporary suspensions in trading on the Closed joint-
stock company "MICEX Stock Exchange"” (the "MICEX") and Open Joint Stock Company
"Russian Trading System" (the "RTS") by the Federal Service for Financial Markets of the
Russian Federation, which had an adverse impact on the price of Russian securities generally.

As has happened in the past, financial problems, or an increase in the perceived risks
associated with investing in emerging economies, could dampen foreign investments in
Russia and have an adverse effect on the Russian economy as a whole, which, in turn, could
have an adverse effect on most Russian banks, including TFB, due to, among other factors,
declines in the creditworthiness of many borrowers and an overall decrease in demand for
loans. See "Financial Review—Significant Factors Affecting Results of Operations—Russia’s
Economic Condition™. In addition, any financial turmoil can result in severe liquidity
constraints for companies that operate in emerging markets due to the withdrawal of foreign
funding sources or the reluctance of foreign investors to provide financing to borrowers in
such emerging markets. Since TFB derives a significant proportion of its funding from
issuing Eurobonds and interbank borrowing from banks located outside Russia, any
significant decrease in availability of funding through international capital markets or
bilateral or syndicated loan facilities provided by international banks could have an adverse
effect on its operations. Accordingly, investors should exercise particular care when
evaluating the risks associated with an investment in the Notes and must decide for
themselves whether, in light of those risks, their investment is appropriate. Generally,
investments in emerging markets are only suitable for sophisticated investors who fully
appreciate the significance of the risks involved in, and are familiar with, such investments,
and investors are therefore urged to consult with their own legal and financial advisers before
making an investment in the Notes.

The European sovereign debt crisis of 2011 and 2012, generally, had limited impact on the
Russian economy since it has not led to significant declines in the prices of Russia's key
exports (which are mainly natural resource commaodities, including oil and gas) as well as due
to Russia's relatively healthy public finances including a low debt to GDP ratio, small budget
deficit, and high level of international reserves. While European markets generally showed
recovery during 2013 and 2014, in 2015 and in the first quarter of 2016, they remained
relatively unstable and highly susceptible to financial and political events, including
slowdown of China's economy and the future exit of the United Kingdom from the EU
following Brexit. No assurance can be given that a further economic downturn or financial
crisis will not occur, or that measures to support the banking system, if taken to overcome a
crisis, will be sufficient to restore stability in the global banking sector and financial markets
in the short term or beyond. Should any of these events lead to a significant worsening of the
global macroeconomic situation and/or impact commodity prices and global trade flows,
Russia's overall economic and financial position in the short and medium term could also be
negatively affected.

Political risks
Political and governmental instability in the Russian Federation

Since 1991, the Russian Federation has sought to transform itself from a one-party state with
a centrally planned economy to a democracy with a market-oriented economy. As a result of
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the sweeping nature of the reforms, and the limited success of some of them, the Russian
political system remains vulnerable to popular dissatisfaction, including dissatisfaction with
the results of privatisations of the 1990s, as well as to unrest by some social and ethnic
groups.

Political conditions in the Russian Federation were highly volatile in the 1990s, as evidenced
by the frequent conflicts amongst executive, legislative and judicial authorities; this impacted
negatively upon the business and investment climate in the Russian Federation. Over the past
two decades the course of political, economic, regulatory and other reforms has, in some
respects, been uneven and the composition of the Russian Government has, at times, been
unstable.

Vladimir Putin, the President of the Russian Federation, is generally credited with having
increased governmental stability and continued the economic reform process, which made the
political and economic situation in Russia more conducive to investment.

On 4 March 2012, the most recent presidential elections were held in the Russian Federation.
In September 2016, the State Duma elections were held in the Russian Federation and the
next presidential elections are scheduled for March 2018. Although the structure of political
forces in the State Duma did not change substantially, it is currently unclear what outcome
the most recent State Duma and the upcoming presidential elections might have on the
Russian political system. While the Russian political system and the relationship between the
Russian President, the Russian Government and the State Duma currently appear to be stable,
future political instability could result from deterioration in the overall economic situation,
including any decline in standards of living, as well as from the results of the elections to the
State Duma and upcoming elections of the Russian President. Shifts in government policy
and regulation in the Russian Federation are less predictable than in many Western
democracies and could disrupt or reverse political, economic, regulatory and other reforms.
Any significant change in, or suspension of, the Russian Government's programme of reform
in Russia, major policy shifts or lack of consensus between the Russian President, the
Russian Government, the State Duma and powerful economic groups could lead to a
deterioration in Russia's investment climate that might limit the ability of the Group to obtain
financing in the international capital markets or otherwise have a material adverse effect on
TFB's and/or the Group's business, results of operations, financial condition and prospects
and the value of the Notes.

Political, social and military conflicts, acts of terrorism or natural disasters could have an
adverse effect on the global or Russian financial markets and economy

The Russian Federation is a federation of 85 political units, which include republics,
territories, regions, cities of federal significance, an autonomous regio