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[MISSION STATEMENT]

Carver Bancorp, Inc. 1s the holding company
of Carver Federal Savings Bank, a federally
chartered savings bank. Carver was founded
54 years ago by visionary community leaders
to serve the financial scrvices needs of
African- and Caribbcan-Americans in New
York City. Today, Carver is the largest
publicly traded African- and Caribbean-
American run financial institution in the
United States.

Carver Federal Savings Bank is an urban
community development bank dcdicated to
providing a full range ot financial services to
its customers. Carver is committed to
meeting the credit needs of the communities it
serves, increasing profitability and enhancing
stockholder valuc.
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Dear Carver Stockholder,

Fiscal 2004 was another very successful year for Carver as the Bank delivered both strong financial and
opcrational performance, posting another record year of profitability. The financial results follow success
in expanding our loan and deposit portfolios while keeping a careful cye on asset quality and intercst rate
risk. They werc achieved despite margin compression and higher costs resulting from a backdrop of
continuing challenges in the business environment, including intercst rate volatility, significant new
regulatory requirements and a slowly recovering national and New York City economy. Operationally,
we made substantial progress in accelerating Carver’s investment in new products and physical expansion
in our neighborhoods, each of which are critical to growing our customer base and therefore arc essential
to Carver’s future.

Our success, on both fronts, continues into fiscal 2005. Following arc highlights of our key
accomplishments and forward momentum.

Fiscal 2004 and First Quarter Fiscal 2005 Review

. Record profits.
Carver reported net income available to common stockholders of $4.6 million, or $1.87 per diluted
common share, in fiscal 2004. This was up from $3.6 million, or $1.52 per diluted common share,
in fiscal 2003. Return on a verage assets increased to 0.93% for fiscal 2004 compared to 0.83% for
fiscal 2003, while rcturn on average cquity increased to 11.40% compared to 9.77% over the same
period.

The Company is also off to a good start for fiscal 2005. During the first three months, net income
available to common stockholders was $1.0 million, or $0.42 per diluted common share,
substantially unchanged from the first three months of fiscal 2004.

. Substantial value creation for stockholders.
For fiscal 2004, stockholders’ equity increased $3.6 million, or 8.7%, to $44.6 million compared to
$41.1 million at March 31, 2003,

For the first three months of fiscal 2005, stockholders’ equity decreascd $222,000, or 0.5%, to
$44.4 million. This decline was primarily attributable to a decrcase of $1.1 million in accumulated
other comprehensive income related to the mark-to-market of the Bank’s available-for-sale
securities.

We took pridc that investment bank Janney Montgomery Scott ranked Carver the best performing
stock of any bank or thrift stock in New York State during calendar 2003 - - nosmall
accomplishment considering the competition. While Carver’s stock has since declined from its
2003 peak, consistent with industry trends, be assured that we are sharply focused on executing our
business plan to further enhance stockholder value.

In fiscal 2004, the Board of Dircctors established a regular quarterly dividend on its common stock,
in an amount to be determined each quarter, and subsequently declared a $0.05 per sharc cash
dividend for each of the quarters ended in June, September and December 2003, and March 2004.




This compares to the Company’s previous practice of declaring a $0.05 per share cash dividend
annually,

In July 2004, the Board of Directors, citing its confidence in Carver’s long-tcrm growth and
earnings outlook, increased the cash dividend 40% from $0.05 to $0.07 per common share for the
quarter ended June 30, 2004,

Decreased net interest margin.

Our net interest margin decreased to 3.56% in fiscal 2004 from 4.30% in fiscal 2003. We achieved
these results in a challenging economic cnvironment characterized by lower interest rates,
significant competition for loan originations, high prepayments of mortgage loans and securities
and declining investment yields.

While our net interest margin remains favorablc rclative to our peers, maintaining this level will
continue to be challenging throughout fiscal 2005. In the first quarter of fiscal 2005, net intercst
margin decrcased to 3.49% compared to 3.55% in the prior ycar period. We remain focused on
effcctive balance sheet management by continuing our emphasis on increascd, yet disciplined
underwriting of re-priceable loans, emphasizing re-priceable assets in our investment portfolio and
restructuring our deposit rates where possible.

Realized greater internal efficiencies.

We were ablc to improve the Company’s efficiency ratio, which declined to 67.9% in fiscal 2004
comparcd to 68.2% in fiscal 2003, despite substantial investments in new delivery channels and
products as well as significant new regulatory requirements. While our cost structure reflects
investments to build long-term franchise value, we remain committed to continuing initiatives to
bring our cfficiency ratio into line with industry pecrs, particularly leveraging investments in
technology to further reduce costs.

During the first quartcr of fiscal 2005, non-interest expense incrcascd 4.2% to $3.9 million
compared to the prior year period, largely the result of expenses related to the new Jamaica Center
branch. The efficicncy ratio for this period was 69.26%, substantially unchanged from the same
period last year.

Increased fee income.

We continue to focus on opportunitics to further develop recurring fee income from our deposit and
mortgage products. Non-interest income increased $2.1 million, or 66.9%, to $5.3 million for fiscal
2004 compared to $3.2 million for the prior ycar period. This incrcase was primarily duc to
increased loan fees and service charges, principally higher mortgage prepayment penalties and a
onc-lime recovery of morigage income not previously recognized.

Non-interest income was substantially unchanged at $1.1 million in the first three months of fiscal
2005 compared to the prior year period. Thesc results were achieved primarily from a gain on the
sale of securities along with additional deposit and mortgage fees, offset by a reduction in loan fees
and service charges.

Improved asset quality.

Assct quality remains strong. As a result, the Company did not make additional provisions for loan
losses in fiscal 2004 or fiscal 2003. At March 31, 2004, non-performing loans totaled $2.1 million,
or 0.60% of total loans rceccivable, compared to $1.8 million, or 0.61% of total loans rcecivable, at
March 31, 2003. The ratio of allowance (o non-performing loans at March 31, 2004 was 194.3%
compared to 230.7% at March 31, 2003.




The Company did not make additional provisions for loan loss reserves for the first three months of
fiscal 2005, At June 30, 2004, non-performing assets totaled $1.9 million, or 0.50% of total loans
receivable, resulting in a ratio of allowance to non-performing loans of 217.8%.

Expanded delivery channels.

In February 2004, Carver opened its Jamaica Center branch in a major retail and transportation hub
in Queens. The response from the community has been gratifying as we seek to improve the
convenience of the Carver franchise and therefore our ability to retain and attract more customers.
Importantly, we were able to leverage significant public sector support under the Banking
Development District program as the City of New York deposited $10 million in the new branch in
March, followed by a $35 million deposit by the State of New York in August. We are most
grateful for the support of our City and State elected officials, which will assist us in absorbing the
extensive costs of the new branch. In addition, Carver significantly increased convenience for our
Harlem customers by opening two free-standing 24/7 ATM Centers on 125" Strect at Amsterdam
Avenue and on Broadway Avenue at 137" Street, ncar City College.

In August, we opened our seventh branch at Atlantic Terminal in the Fort Greene community of
Brooklyn, one of that borough’s busiest retail and transportation hubs.

Expanded product offerings.

During the second quarter of fiscal 2003, we launched Carver’s consumer debit card, which was
well received. This fiscal year we launched a debit card for busincsses. Fees from the Bank’s debit
cards have become a growing contributor to fee income as usage continues to build. In addition, we
introduced business online banking, which has improved convenience for our small business and
non-profit customers.

In June 2004, Carver launched its wealth management initiative with Carver Investment Services,
Inc. Through Essex Corporation and its affiliates, a third party provider of non-deposit products to
over 190 banks nationwide, Carver Investment Services, Inc. is now offering customers investment
products, including annuities and mutual funds of brands known around the world, as well as SBLI
insurance products. We are excited about the opportunitics this avenue presents for customer wealth
and financial literacy as well as fee income for Carver. We also recently introduced consumer and
corporate credit cards through an alliance with 5Star Bank, a leading third party provider of credit
cards for community banks. This strategy allows us to provide a convenient service for our
customers without taking on credit risk. Finally, we piloted Freedom Checking, Carver’s free
checking offering, with the Jamaijca Center branch launch. We have been pleascd with its results
and will monitor its success in conjunction with the Atlantic Terminal branch launch.

Focus on the Year Ahead

We know, as you do, that the lcvel of competition in banking generally, and in inner city markets
specifically, is increasing significantly. This competitive environment requires us more than ever to
diffcrentiate ourselves relative to competitors who have greater resources by providing superior personal
service and products directly relatcd to our inner city customers’ needs. Furthermorc, we have set
ourselves on a course for growth locally and regionally with the delivery channel expansion described in
this letter and announcement of our intention to purchasc Independence Federal Savings Bank, a $200
million asset Washington D.C. bank, which provides an opportunity for us to reach a large and growing
customer base with substantial financial assets and to gain greater scale, thereby spreading the costs of
our operations across a larger asset base. We belicve that this focused strategy provides significant long-
term potential for earnings growth and stockholder returns. Over the next year we are working to:
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Maintain effective balance sheet management. The current interest rate environment will require
continued attention to the Bank’s sensitivity to interest rate changes and asset allocation. In the
first three months of fiscal 2005 we continued to evaluate the tradeoffs inherent in originating
and/or purchasing loans, including our sprcad and assct quality objectives. Where appropriate, we
have purchased re-priceable securities to enhance our flexibility and mitigate interest rate risk in a
rising rate environment. While we believe that the conservatism of our balance sheet positions us
well for this challenging environment, we will continuously cvaluate the Company’s assct
allocation based on our analysis of yield and risk.

Continue to expand delivery channels. Prudently expanding our presence in our communities i
the most direct way to reinforce Carver’s identity as the financial institution of choice in its core
geographic markets and to expand its market share. Later this fiscal year we will open a full service
branch in a Pathmark supermarket anchoring Bradhurst Court, a new cooperative and retail
complex in north Harlem, and two 24/7 ATM Centers.

Build revenue through product expansion. This fiscal year we intend to promote our wealth
management products and services and expand our credit offerings, including sub-prime mortgages
(to be sold in the secondary market) and overdraft lines of credit for select customers. We believe
these products can play an important rolc in credit management for some of our customers and
provide greater opportunities to build fee income from existing customers and attract new
customers to Carver.

Market our brand effectively. In the coming fiscal year we plan to build on a successful fiscal
2004 in which we significantly increased communication with our customers. We expect to
continue grass roots advertising along with other “hands on™ strategies to market the “new” Carver
and ncw delivery channcls to prospective customers and to distinguish our company relative to
others new to the inner city communities we serve. In addition, we will introduce advertising to
launch new products, particularly our lending and investment products which we cxpect to
distinguish the company this year.

In closing, we arc gratified by two recent developments that recognize our success in expanding capital in
Carver’s target markets. First, Carver received its first “Outstanding” Community Reinvestment Act
rating by the Office of Thrift Supervision. Second, the Community Development Financial Tnstitutions
Fund of the Department of Treasury awarded the Bank a $1.5 million grant in recognition of its expanded
lending in its market. Both achievements, coupled with the momentum building from our financial
performance and the market presence of our lending and retail teams, position us for a strong and
promising future. We expect the year ahead to be a transformational one for Carver as we move
aggressively to grow our business, integrate new employees and operations from our acquisition and
expand our presence in inner city markets locally and regionally. Certainly, we also expect challenges.
Nevertheless, we remain confident that the investments we are making in the Carver franchise will
provide long term results of which our stockholders and community, Board and management team can all
be very proud. On behalf of the entire Carver team, thank you for your continued support of Carver.

T Derel e, W C

O. Terrell Deborah C. Wright
President & Chief Executive Officer

Sincerely,

August 11, 2004




FINANCIAL HIGHLIGHTS

The following tables set forth certain information concerning the consolidated financial condition, earnings
and other data regarding Carver Bancorp, Inc. at the dates and for the periods indicated. The financial
information should be read in conjunction with the consoldiated financial statements and notes thereto
included elsewhere herein.

Three Months Ending
June 30, At or for the Fiscal Year Ended March 31,
2004 2004 2003 2002 2001
(Dollars in thousands)

Selected Financial Condition Data:

Assets $ 552,842 $ 538,830 $ 509,845 $ 450,306 $ 424,500
Total loans 374,911 356,025 296,896 293,838 286,988
Securitics 131,346 139,877 165,585 105,464 87,788
Cash and cash equivalents 25,908 22,774 23,160 34,851 31,758
Deposits 397,430 373,665 347,164 324,954 279,424
Borrowed funds 102,266 104,282 108,996 75,651 105,600
Stockholders' equity 44,423 44,645 41,073 36,742 32,096
Number of deposit accounts 38,767 38,578 41,220 41,200 44,751
Number of offices 6 6 5 5 5
Total Assets ; Total Loans Total Deposits |
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FINANCIAL HIGHLIGHTS (cont.)

Three Months Ending

June 30, At or for the Fiscal Year Ended Mareh 31,
2004 2004 2003 2002 2001
{Dollars in thousands, except per share data)
Selected Operating Data:
Interest income $ 6,712 3 26,234 $ 27,390 $ 28,395 % 28,336
Interest expense 2,168 8,700 8,983 12,047 14,278
Net interest income 4,544 17,534 18,407 16,348 14,058
Provision for loan losses - - - 900 1,793
Net interest income after provision for loan lossey 4,544 17,534 18,407 15,448 12,265
Non-interest income 1,139 5,278 3,16l 4. 485 2,934
Non-interest expenses 3,938 15,480 14,704 14,339 15,490
Income (loss) before income taxes 1,745 7,332 6,864 5.594 (291)
Income tax (benefit) 663 2,493 3,033 881 98
Net income (loss) $ 1,082 $ 4,839 $ 3,831 3 4,713 $ (389)
Diluted earnings (loss) per common share $ 0.42 $ 1.87 $ 1.52 3 .89 $ (0,26)
i NET INCOME ‘ EARNINGS PER SHARE
| ;
$4,713 $4,839 §1.89 187
§1.52
$3,831
$0.42 $0.42
51,087 51,082 i I I I . -
N ' {$0.26)
(5389) 1
2001 2002 2003 2004 1st Qtr 2004t Qtr 2005 200 2002 2003 2004 1st Qtr 20088t Qtr 2005 :
Three Months Ending
June 30, At or for the Fiscal Year Ended March 31,
2004 2004 2003 2002 2001
Selected Statistical Data:
Return on average assets (1}(9) 079 % 093 % 083 % 111 % (0.07) %
Return on average equity (2)(9) 9.64 1140 9.77 1378 (0.89)
Net interest margin (3) 3.49 3.56 4.26 4.09 3.61
Average interest rate spread (4) 3.31 3.40 4.08 3.89 3.4%
Efficiency ratio (5) 69.29 67.86 68.18 77.89 96.93
Operatmg expense Lo average assels (6)(9) 2.88 297 3.18 337 372
Equity to total assets at end of period 8.04 829 8.06 8.16 7.56
Avierage equity to average assets R.20 8.13 4% 8.03 7.85
Dividend payout ratio {7) 11.04 9.86 3.19 2.55 (17.24)
Asset Quality Ratios:
Non-performing assels Lo total assets (8) 034 % 039 % 036 % 063 % 0.7t %
Non-performing assets o total loans reccivable (8) 0.50 0.60 0.61 0.96 1.04
Allowanee for loan losses W Lotal loans receivable I.10 1.16 1.40 1.41 1.24
Allowance for loan losses to non-performing asscls (8) 217.80 194.34 230.74 146.23 118.56
Net loan charge-offs (recovenies) to average loans outstanding (9) 0.02 0.01 (0.01) 0.10 0.42

(1) Net income divided by average total assets.
(2) Net income divided by average total equity.
(3) Net interest income divided by average interest-earning assets.

{4) The difference between the weighted average yield on interest-curning assels and the weighted average cost of interest-bearing liabilities.
(5) Non-interest expense (other than real estate owned expenses) divided by the sum of net interest income and non-interest

income (other than net sceurity gains and losses and other non-recurring income).
(6) Non-inlerest expense less real estate owned expenses, divided by average total assets.

(7) Dividends paid to common stockholders as a percentage of net income (loss) available to common stockholders.
(#) Non performing assets consist of non-accrual loans, loans aceruing 90 days or more past due, and property acquired in settlement of loans.

(9) Three month period ending June 30, 2004 annualized.



FORWARD-LOOKING STATEMENTS

Statements contained in this Annual Report on Form 10-K, including information incorporated by reference, which are not
historical facts are “forward-looking statements” within the meaning of Section 27A of the Securities Act of 1933, as amended (the
“Securities Act”), and Section 21E of the Securitics Exchange Act of 1934, as amended (the “Exchange Act™). In addition, senior
management may make forward looking statements orally to analysts, investors, the media and others. These forward-looking
statements may be identified by the use of such words as “believe,” “expect,” “anticipate,” “intend,” “should,” “will,” “would,”
“could,” “may,” “planned,” “estimated,” “potential,” “outlook,” “predict,” “project” and similar terms and phrases, including
references to assumptions.

LLINT

Forward-looking statements are based on various assumptions and analyses made by the Company (as defined below) in
light of the management's experience and its perception of historical trends, current conditions and expected future developments, as
well as other factors believed to be appropriate under the circumstances. These statements are not guarantees of future performance
and are subject to risks, uncertainties and other factors, many of which are beyond the Company’s control, that could canse actual
results to differ materially from future results expressed or implied by such forward-looking statements. Factors which could result in
material variations include, without limitation, the following:

o the Company's success in implementing its initiatives, including expanding its product line, adding new branches and
ATM centers, successfully re-branding its image and achieving greater operating efficiencies;

e  increases in competitive pressure among financial institutions or non-financial institutions;

o legislative or regulatory changes which may adversely affect the Company’s business;

o technological changes which may be more difficult or expensive than we anticipate;

e  changes in interest rates which may reduce net interest margins and net interest income;

e  changes in deposit flows, loan demand or real estate values which may adversely affect the Company’s business;

e  changes in accounting principles, policies or guidelines which may cause the Company’s condition to be perceived
differently;

e litigation or other matters before regulatory agencies, whether currently existing or commencing in the future, which
may delay the occurrence or non-occurrence of events longer than anticipated;

= the ability of the Company to originate and purchase loans with attractive terms and acceptable credit quality;
o the ability of the Company to realize cost efficiencies;
e the Company’s costs or difficulties in completing its planned acquisition of Independence Federal Savings Bank; and

e  general economic conditions, either nationally or locally in some or all areas in which the Company does business, or
conditions in the securities markets or the banking industry which could affect liquidity in the capital markets, the
volume of loan origination, deposit flows, real estate values, the levels of non-interest income and the amount of loan
losses.

The forward-looking statements contained herein are made as of the date of this report, and the Company assumes no
obligation to update these forward-looking statements to reflect actual results, changes in assumptions or changes in other factors
affecting such forward-looking statements or to update the reasons why actual results could differ from those projected in the

forward-looking statemernts. You should consider these risks and uncertainties in evaluating forward-looking statements and you
~ should not place undue reliance on these statements.

GENERAL DESCRIPTION OF BUSINESS
Carver Bancorp, Inc.

Carver Bancorp, Inc., a Delaware corporation (on a stand-alone basis, the “Holding Company™ or “Registrant”™), is the
holding company for Carver Federal Savings Bank, a federally chartered savings bank, and its subsidiaries (collectively, the “Bank”
or “Carver Federal”), Carver Statutory Trust I (the “Trust™) and Alhambra Holding Corporation, a Delaware corporation (“Alhambra™). The
Trust, which was formed in September 2003, exists for the sole purpose of issuing trust preferred securities and investing the proceeds
in an equivalent amount of subordinated dcbentures of the Holding Company. The Holding Company formed Alhambra to hold the
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Holding Company’s investment in a commercial office building that was subsequently sold in March 2000. Alhambra is currently
inactive. Collectively, the Holding Company, the Bank and the Holding Company’s other dircet and indirect subsidiaries arc referred
to hercin as the “Company” or “Carver,”

On Oclober 17, 1996, the Bank completed its reorganization into a holding company structure (the “Reorganization”™) and
became a wholly owned subsidiary of the Holding Company. Pursuant to an Agreement and Plan of Reorganization, dated May 21,
1996, each sharc of the Bank’s outstanding common stock was exchanged for one share of common stock of the Holding Company.
The olding Company conducts business as a unitary savings and loan holding company, and the principal business of the Holding
Company consists of the operation of its wholly owned subsidiary, the Bank,

The Holding Company’s exceutive offices are located at the home office of the Bank at 75 West 125th Street, New York,
New York 10027. The Holding Company’s telephonc number is (212) 876-4747.

Carver Federal Savings Bank

Carver Federal was chartered in 1948 and began opcrations in 1949 as Carver Federal Savings and Loan Association, a
federally chartered mutual savings and loan association, at which time it obtained federal deposit insurance and became a member of
the Federal Home Loan Bank (the “FHLB”) of New York. Carver Federal converted to a federal savings bank in 1986 and changed
its name at that time to Carver Federal Savings Bank. On October 24, 1994, Carver Fedceral converted from mutual to stock form and
issued 2,314,275 shares of its common stock at a price of $10 per share.

Carver Fcderal was founded as an African-Amcrican operatcd institution to provide residents of under-served communities
with the ability to invest their savings and obtain credit. Carver Federal’s principal business consists of attracting deposit accounts
through its six branch offices and investing those funds in mortgage loans and other investments permitted to federal savings banks.
Based on assct size as of March 31, 2004, Carver Federal is the largest African-American operated financial institution in the United
States.

On March 8, 1995, Carver Federal formed CFSB Realty Corp. as a wholly owned subsidiary to hold real estate acquired
through foreclosure pending cvenmal disposition. At March 31, 2004, this subsidiary had $220,000 in total capital and a net
operating loss of approximately $1,300. At March 31, 2004 there was no real estate owned pending disposition. Carver Fedcral also
owns CFSB Credit Corp., currently an inactive subsidiary originally formed to undertake the Bank’s credit card issuance. During the
fourth quartcr of the fiscal year ended March 31, 2003 (“fiscal 20037), Carver Federal formed Carver Asset Corporation, a wholly
owned subsidiary which qualifies as a rcal estate investment trust (“RETT”) pursuant to the Internal Revenue Code of 1986, as
amended. This subsidiary may, among other things, be utilized by Carver Federal to raise capital in the futare. Upon its formation,
Carver Federal transferred approximately $119 million of mortgage loans to Carver Asset Corporation,

Carver Federal’s current operating strategy consists primarily of: (1) the origination and purchasc of one— to four-tfamily
residential, commercial, construction and multifamily real cstate in its primary markct area; (2) investing funds not utilized for loan
originations or purchases in the purchase of United States Government Agency securities and mortgage-backed securities; (3)
cxpanding its branch network by opening de novo branches and stand-alone ATM centers; (4) generating fec income by attracting and
retaining high transaction corc deposit accounts; and (5) continuing to lower its expense ratio by efficiently utilizing personnel,
branch facilities and alternative dclivery channels (telephone banking, online banking, and ATMs) to servige its customers. Carver
Federal plans to generate additional fee income by utilizing third party providers to sell non-deposit investment products and to offer
a Carver Federal credit card. The business 1s not operated in such a way that would require segment rcporting.

Carver Federal’s primary market area for deposits consists of the areas scrved by its six branches. Carver Federal considers
its primary lending market to include Bronx, Kings, New York, Queens and Richmond counties, together comprising New York City,
and lower Westchester County, New York. See “Item 2—Properties.”

Although Carver Federal’s branches are located in areas that were historically underscrved by other financial institutions,
Carver Federal is facing increasing competition for deposits and residential mortgage lending in its immediate markct areas,
Management believes that this compctition has become more intense as a result of an increased examination emphasis by federal
banking regulators on financial institutions’ fulfillment of their responsibilities under the Community Reinvestment Act (“CRA”) and
the improving economic conditions in its market area. The Bank’s competition for loans comes principally from mortgage banking
companies, commercial banks, savings banks and savings and loan associations. The Bank’s most dircct competition for deposits
comes from commercial banks, savings banks, savings and loan associations and credit unions. Competition for deposits also comes
from money market mutual funds and other corporate and government sccurities funds as well as from other financial intermediaries
such as brokerage firms and insurance companics. Many of Carver Federal’'s competitors have substantially greater resources than
Carver Federal and offer a wider array of financial services and products than Carver Federal. At times, these larger financial
institutions may offer below market interest ratcs on mortgage loans and above market interest rates for deposits. These pricing
concessions combined with competitors’ larger prescnce in the New York market add to the challenges Carver Federal faccs in
expanding its current market share. The Bank believes that it can compete with these institutions by offering a competitive range of
products and services as well as through personalized attention and community involvement.




As of March 31, 2004, Carver Federal had 132 full-time equivalent employces, of whom 45 are officers and 87 arc non-
officers, none of whom was represented by a collective bargaining agreement. The Bank considers its employee relations to be
satisfactory.

Available Information

The Company makes available on or through its internet website, http://www.carverbank.com, its Annual Reports on Form
10-K, Quarterly Reports on Form 10-Q, Current Reports on Form 8-K, and all amendments to those reports filed or furnished
pursuant to Section 13(a) or 15(d) of the Exchange Act. Such reports are free of charge and are available as soon as rcasonably
practicable after the Company clectronically files such material with, or furnishes it to, the Securitics and Exchange Commission
(*SEC™). The public may rcad and copy any materials the Company files with the SEC at the SEC’s Public Reference Room at 450
Fifth Street, NW, Washington, DC, 20549. Information may be obtained on the operation of the Public Reference Room by calling
the SEC at 1-800-SEC-0330. The SEC maintains an internet sitc that contains reports, proxy and information statements and other
information regarding issuers that file electronically with the SEC, including the Company, at http://www.sec.gov.

In addition, on or before September 21, 2004, the date of our annual meeting of stockholders, we will post on our website
cerlain other basic corporate documents, including our Corporate Governance Principles, Code of Ethics, Code of Ethics for Senior
Financial Officers and the charters of our Finance and Audit Committee, Compensation Committee and Nominating/Corporate
Governance Committee. Printed copies of these documents are also available free of charge to any stockholder who requests them.
Stockholders seeking additional information should contact the Corporate Secretary’s office by mail at 75 West 125th Street, New
York, NY 10027 or by e-mail at linda.dunn@carverbank.com.

Pending Merger with Independence Federal Savings Bank

On March 15, 2004, the Company cntered into a definitive merger agreement to acquire Independence Federal Savings Bank
(“Independence™).  Tndependence is a federally chartered savings bank with approximately $201 million in asscts as of March 31,
2004 and five branches located in greater Washington, D.C. At the time of announcement, the cash transaction was valued at
approximately $33 million. The transaction is currently expected to closc before the end of 2004. It remains subject to both
regulatory and sharcholder approvals. See “Itern 7—Management's Discussion and Analysis of Financial Condition and Results of
Operations” for a more detailed discussion of the pending merger. Except as specifically noted otherwise, the information contained
or incorporated by reference in this Form 10-K does not give effect to the proposed transaction.

Asset Quality

General. One of the Bank’s key operating objectives continues (o be to maintain a high level of assct quality. Through a
variety of stratcgies, including, but not limited to, monitoring loan delinguencies, borrower workout arrangements and marketing of
forcclosed properties, the Bank has been proactive in addressing problem and non-performing assets which, in turn, has helped to
build the strength of the Bank’s financial condition. Such strategies, as well as the Bank’s concentration on one— to four-family and
commercial mortgage lending (which includes multifamily and non-residential real estate loans), the maintenance of sound credit
standards for new loan originations and a strong rcal estate market, have resulted in the Bank maintaining a low level of non-
performing asscts.

The underlying credit quality of the Bank’s loan portfolio is dependent primarily on each borrower’s ability lo continue to
make required loan payments and, in the event a borrower is unable to continue to do so, the value of the collateral should be
adequate to sccure the loan. A borrower’s ability to pay typically is dependent primarily on employment and other sources of income,
which, in turn, is impacted by general cconomic conditions, although other factors, such as unanticipated expenditures or changes in
the financial markets, may also impact the borrower’s ability 1o pay. Collateral valucs, particularly real cstate values, are also
impactled by a varicty of factors, including general cconomic conditions, demographics, maintenance and collection or foreclosure
delays.

Non-performing Assets. When a borrower fails to make a payment on a mortgage loan, immediate steps are taken by Carver
Federal’s sub-servicers to have the delinquency cured and the loan restored to current status, With respect to mortgage loans, once
the payment grace period has expired (in most instances 15 days after the duc date), a late notice is mailed to the borrower within two
business days and a late charge is imposed if applicable. Tf payment is not promptly received, the borrower is contacted by telephone
and cfforts are made to formulate an affirmative plan to curce the delinquency. Additional calls are made by the 20th and 25th day of
the delinquency. If 4 mortgage loan becomes 30 days delinquent, a lettcr is mailed (o the borrower requesting payment by a specified
date. If a mortgage loan becomes 60 days delinquent, Carver Federal sccks to make personal contact with the borrower and also has
the property inspected. 1f a mortgage becomes 90 days delinquent, a letter is sent to the borrower demanding payment by a certain
date and indicating that a foreclosure suit will be filed if the deadline is not met. If payment is still not made, the Bank may pursue
foreclosure or other appropriate action.

When a borrower fails to make a payment on a consumer loan, steps arc taken by Carver Federal’s loan servicing
department to have the delinquency cured and the loan restored to current status. Once the payment grace period has expired (15 days
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after the due date), a late notice is mailed to the borrower immediately and a late charge is imposed if applicable. If payment is not
promptly recetved, the borrower is contacted by telephone, and efforts are made to formulate an affirmative plan to cure the
delinquency. If a consumer loan becomes 30 days delinquent, a lctter is mailed to the borrower requesting payment by a specified
date. If the loan becomes 60 days delinquent, the account is given to an independent collection agency to follow up with the
collection of the account. If the loan becomes 90 days delinquent, a final warning letter is sent to the borrower and any co-borrower.
If the loan remains delinquent, it is reviewed for charge-off. The Bank’s collection efforts generally continue after the loan is charged
off.

The following table sets forth information with respect to Carver Federal’s non-performing assets at the dates indicated.

At March 31,

2004 2003 2002 2001 2000

(Dollars in thousands)

Loans accounted for on a non-accrual basis (1):
Real estate:

One- to four-family 558 £ 1,113 b3 756 $ 947 $ 966
Multifamily 1,532 - 253 978 870
Nen-residential - 639 1,754 565 -
Construction 23 23 23 23 122
Consumer and business 10 27 37 6 168
Total non-accrual loans 2,123 1,802 2,823 2,519 2,126
Accruing loans contractually past due 90 days or more - - - - -
Total of nou-accrual and accruing 90-day past due loans 2,123 $ 1,802 § 2,823 $ 2519 $ 2,126
Other non-performing assets (2):
Real estate:
One- to four-family - - - - 127
Multifamily - - - 27 27
Non-residential - - - 449 768
Consumer and business - - - - 16
Total other non-performing assets - - - 476 938
Total non-performing assets (3) 2,123 b 1,802 $ 2,823 $ 2,995 $ 3,064
Non-performing loans to total loans 0.60% 0.61% 0.96% 1.04% 1.12%
Non-performing assets to total assets 0.39% 0.36% 0.63% 0.71% 0.73%

(1)  Non-accrual status denotes any loan where the delinquency exceeds 90 days past duec and in the opinion of management the collection of additional
interest is doubtful. Payments received on 4 non-accrual loan are either applied to the outstanding principal balance or recorded as interest income,
depending on assessment of the ability to collect on the loan. Dhuring the year ended March 31, 2004, gross interest income of $185,000 would have
been recorded on non-accrual loans had they been current throughout the year

(2)  Other non-performing assets represent property acquired by the Bank in scttlement of loans (i.e., through foreclosure or repossession or as an in-
substance foreclosure). These assets are recorded at the lower of their fair value or the unpaid principal balance plus unpaid accrued interest of the

related loans.

(3)  Total non-performing assets consist of non-accrual loans, accruing loans 90 days or more past due and property acquired in settlement of loans.

At March 31, 2004, total non-performing assets increased by $321,000, or 17.8%, to $2.1 million compared to $1.8 million
at March 31, 2003. All non-performing assets at March 31, 2004 and 2003 relate to loans accounted for on a non-accrual basis. The
increase primarily reflects an increase in non-accruing multifamily real estate loans partially offset by a decrease in non-accruing one-
to four-family real estate loans and non-residential loans.

There were no accruing loans contractually past due 90 days or more at March 31, 2004 and March 31, 2003, reflecting the
continued practice adopted by the Bank during the fiscal year ended March 31, 2000 to either write off or place on non-accrual status
all loans contractually past due 90 days or more.

Asset Classification and Allowances for Losses. Federal regulations and the Bank’s policies require the classification of
assets on the basis of quality on a quarterly basis. An asset is classified as “substandard” if it is determined to be inadequately
protected by the current net worth and paying capacity of the obligor or the current value of the collateral pledged, if any. An assct is
classified as “doubtful” if full collection is highly questionable or improbable. An asset is classified as “loss™ if it is considered un-
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collectible, even if a partial recovery could be expected in the future. The regulations also provide for a “special mention”
designation, described as assets that do not currently expose a savings institution to a sufficient degree of risk to warrant classification
but do posscss credit deficiencies or potential weaknesses deserving management’s closc atfention. Assets classified as substandard
or doubtful require a savings institution to cstablish general allowances for loan losses. If an asset or portion thereof is classified as a
loss, a savings institution must either establish specific allowances for loan losses in the amount of the portion of the asset classified
loss or charge off such amount. Federal examiners may disagree with a savings institution’s classifications. If a savings institution
docs not agrec with an examiner’s classification of an asset, it may appeal this dctermination to the OTS Regional Director.

At March 31, 2004, Carver Federal had $2.7 million of loans classified as substandard which represented 0.5% of the Bank’s
total assets and 4.8% of the Bank’s tangible regulatory capital at March 31, 2004. There were no loans classified as doubtful or loss
at March 31, 2004.

The OTS, in conjunction with the other federal banking agencies, has adopted an interagency policy statement on the
allowance for loan losscs and leasc losses. The policy statement provides guidance for financial institutions on both the
responsibilities of management for the assessment and establishment of adequate allowances and guidance for banking agency
examiners to use in determining the adequacy of general valuation guidelines. Generally, the policy statement recommends that
institutions have effective systems and controls to identify, monitor and address assct quality problems, that management analyze all
significant factors that affect the ability to collect the portfolio in a reasonable manner and that management establish acceptable
allowancc evaluation processes that meet the objectives set forth in the policy statement, Although management believes that
adequate specific and general loan loss allowances have been established, actual losses are dependent upon future events and, as such,
further additions to the level of specific and gencral loan loss allowances may become necessary. Federal examiners may disagree
with the savings institution as to the appropriate level of the institution’s allowance for loan losses. While management believes
Carver Federal has established its existing loss allowances in accordance with generally accepted accounting principles, there can be
no assurance that regulators, in reviewing Carver Federal’s assets, will not requirc Carver Federal to increase its loss allowance,
thereby negatively affecting Carver Federal’s reported financial condition and results of operations.

Carver Federal’s methodology for establishing the allowance for loan losses takes into consideration probable losses that
have been identified in connection with specific loans as well as losses that have not been identified but can be expected to occur.
Further, management reviews the ratio of allowances to total loans (including projected growth) and recommends adjustments to the
level of allowances accordingly. The Internal Asset Review Committee conducts quarterly reviews of the Bank’s loans and evaluates
the necd to establish general and specific allowances on the basis of this review. In addition, management actively monitors Carver
Federal’s assct quality and charges off loans and properties acquired in settlement of loans against the allowances for losses on loans
and such properties when appropriate and provides specific loss reserves when necessary. Although management believes it uses the
best information available to make determinations with respect to the allowances for losses, future adjustments may be necessary if
economic conditions differ substantially from the economic conditions in the assumptions used in making the initial determinations.

Carver Federal’s Internal Asset Review Committec reviews its assets on a quarterly basis to determine whether any assets
require classification or re-classification. The Bank has a centralized loan servicing structure that relies upon outside servicers, each
of which generates a monthly report of delinquent loans. The Board has designated the Intcrnal Assct Review Comimittee to perform
quarterly reviews of the Bank’s asset quality, and their report is submitted to the Board for review. The Asset Liability and Interest
Rate Risk Committee establishes policy relating to internal classification of loans and also provides input to the Internal Asset Review
Commiltee in its review of classified assets. In originating loans, Carver Federal recognizes that credit losscs will occur and that the
risk of loss will vary with, among other things, the type of loan being made, the creditworthiness of the borrower over the term of the
loan, general economic conditions and, in the case of a secured loan, the quality of the security for the loan. It is management’s
policy to maintain a gencral allowance for loan losses based on, among other things, regular reviews of delinquencies and loan
portfolio quality, character and size, the Bank's and the industry’s historical and projected loss experience and current and forecasted
economic conditions. ln addition, considerable uncertainty exists as to the future improvement or deterioration of the real cstate
markets in various states, or of their ultimate impact on Carver Federal as a result of its purchased loans in such states. See “—
Lending Activitics—I.oan Purchases and Originations.” Carver Federal increases its allowance for loan losses by charging provisions
for possible losscs against the Bank’s income. General allowances are established by the Board on at least a quarterly basis based on
an asscssment of risk in the Bank’s loans, taking into consideration the composition and quality of the portfolio, delinquency trends,
current charge-off and loss experience, the state of the real estate market and economic conditions generally. Specific allowances arc
provided for individual loans, or portions of loans, when ultimate collection is considered improbable by management based on the
current payment status of the loan and the fair value or net realizable value of the security for the loan.

At the date of foreclosure or other repossession or at the date the Bank determines a property is an impaired property, the
Bank transfers the property 1o real estate acquired in settlement of loans at the lower of cost or fair value, less estimated selling costs.
Fair value is defined as the amount in cash or cash-equivalent value of other considcration that a real estatc parcel would yield in a
current sale between a willing buyer and a willing seller.  Any amount of cost in excess of fair value is charged-off apainst the
allowance for loan losses. Carver Federal records an allowance for estimated selling costs of the property immediately after
foreclosure. Subsequent to acquisition, the property is periodically cvaluated by management and an allowance is cstablished if the
estimated fair value of the property, less cstimated costs 10 sell, declines. If, upon ultimate disposition of the property, net sales
proceeds exceed the net carrying value of the property, a gain on sale of real estate is recorded. At March 31, 2004, the Bank had no
real estatc acquired in settlement of loans. Sec Note 1 of Notes to Consolidated Financial Statements.
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The following table sets forth an analysis of Carver Federal’s allowance for loan losses for the periods indicated.

Year Ended March 31,
2004 2003 2002 2001 2000
(Dollars in thousands)

Balance at beginning of period $ 4,158 $ 4128 3 3,551 $ 2935 $ 4,020
Loans charged-off:
Real Estate:
One- to four-family 6 2 - 252 138
Non-residential 55 - - 194 171
Consumer and business 264 226 500 931 2,260
Total Charge-offs 325 228 500 1,377 2,569
Recovertes:
One- to four-family 107 - 3 - 31
Multifamily - - - - 40
Non-residential 10 - - - 22
Consumcr and business 175 258 174 200 292
Total Recoveries 292 258 177 200 385
Net loans charged-off (rccovered) 33 (30) 323 1,177 2,184
Provision for losscs - - 900 1,793 1,099
Ralance at end of period $ 4,125 $ 4,158 $ 4,128 $ 3,551 $ 2935
Ratio of net charge-offs to loans outstanding 0.01% -0.01% 0.11% 0.42% 0.84%
Ratio of allowance to total loans 1.16% 1.40% 1.41% 1.24% 1.07%
Ratio of allowance to non-performing assets (1) 194.30% 230.74% 146.23% 118.56% 95.79%

(1)Non-performing assets consist of non-acerual loans, aceruing loans 90 days or more past due and property acquired in settlement of loans,

The following table allocates the allowance for loan losses by asset category at the dates indicated. The allocation of the
allowance to each category is not necessarily indicative of future losses and does not restrict the use of the allowance 1o absorb losses
in any category.

At March 31,

2004 2003 2002 2001 2000
% of Loans % of Loans % of Loans % of Loans % of Loans
in Each in Each in Each in Each in Each
Category Category Category Category Category
to Total to Total to Total to Total to Total

Amount Gross Loans Amount Gross Loans Amount Gross Loans Amount Gross Loans Amount Gross Loans

Loans:
Real Estate
One- to four-family $ 355 27.80% $ 298 24.20% § 429 41.84% § 1,198 54.94% § 1,050 55.76%
Multifamily 1,240 33.88% 656 44.45% 1,468 40.39% 748 29.13% 764 31.52%
Non-residential 853 28.92% 1,967 26.74% 729 13.66% 353 12.58% 202 8.31%
Construction 158 7.71% 170 3.89% 76 3.32% 290 2.03% 272 1.95%
Consumer and business 487 1.69% 344 0.72% 377 0.79% 962 1.32% 647 2.46%
Unallocated 1,032 N/A 723 N/A 1,049 N/A - N/A - N/A
Total Allowance for loan losses $ 4,125 100.00% § 4,158 100.00% § 4,128 100.00% % 3,551 100.00% $ 2,935 100.00%
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Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of Equity Securities

The Holding Company’s common stock is listed on the American Stock Exchange under the symbol “CNY.” As of May 31,
2004, there were 2,286,380 shares of the common stock outstanding, held by approximately 1,135 stockholders of record. The
following table shows the high and low per share sales prices of the common stock and the dividends declared for the quarters
indicated.

High Low Dividend High Low Dividend
Fiscal Year 2004 Fiscal Year 2003
June 30, 2003 $16.59 $ 1370 $§ 0.05 June 30, 2002 $ 13.10 $11.31 % -
September 30, 2003 $18.15 § 16.25 £ 005 September 30, 2002 § 12.15 $ 9.83 $ -
December 31, 2003 $26.50 % 17.60 3 0.05 December 31,2002 § 11.27 $ 908 § 0.05
March 31, 2004 $2599 § 23.02 § 0.05 March 31, 2003 $ 1454 $11.13 § 0.05

On January 9, 2003, the Holding Company’s Board of Directors announced the cstablishment of a quarterly cash dividend in
an amount to be determined each quarter dependent upon its earnings, financial condition and other factors, In each of the four fiscal
years prior to fiscal 2003, the Company paid an annual $0.05 per common share cash dividend.

The Bank will not be permitted to pay dividends to the Holding Company on its capital stock if its regulatory capital would
be reduced below applicable rcgulatory capital requirements or if its stockholders’ equity would be reduced below the amount
required to be maintained for the liquidation account, which was established in connection with the Bank’s conversion to stock form.
The OTS capital distribution regulations applicable to savings institutions (such as the Bank) that meet their regulatory capital
requirements permit, after not less than 30 days prior notice to the OTS, capital distributions during a calendar year that do not cxceed
the Bank’s net income for that year plus its rctained net income for the prior two years. For information concerning the Bank’s
liquidation account, sec Note 11 of the Notes to the Consolidated Financial Statements.

Unlike the Bank, the Holding Company is not subject to OTS regulatory restrictions on the payment of dividends to its
stockholders, although the source of such dividends will be dependent, in part, upon capital distributions from the Bank. The Holding
Company is subject to the requirements of Delaware law, which generally limit dividends to an amount cqual to the excess of the net
assets of the Company (the amount by which total assets exceed total liabilitics) over its statutory capital, or if there is no such excess,
to its net profits for the current and/or immediately preceding fiscal year.

On August 6, 2002 the Holding Company announced a stock repurchase program. To datc, 29,100 shares of its common
stock have been repurchased in open market transactions at an average price of $13.84 per sharc as part of this program. The Holding
Company iniends to use repurchased shares to fund its stock-based benefit and compensation plans and for any other purpose the
Board deems advisable in compliance with applicable law. The Holding Company did not make any purchases of its equity securities
during the fourth quarter of fiscal 2004.
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SELECTED FINANCIAL DATA
At or for the Fiscal Year Ended March 31,
2004 2003 2002 2001 2000
(Dollars in thousands, except per share data)

Selected Financial Condition Data:

Assets $ 538,830 $ 509,845 $ 450,306 $ 424,500 $ 420,119
Loans, net 351,900 292,738 289,710 283,437 270,148
Securitics 139,877 165,585 105,464 87,788 104,177
Cash and cash equivalents 22,774 23,160 34,851 31,758 22,202
Deposits 373,665 347,164 324,954 279,424 281,941
Borrowed funds 104,282 108,996 75,651 105,600 98,578
Stockholders' equity $ 44,045 $ 41,073 $ 36,742 $ 32,096 $ 32,641
Number of deposit accounts 38,578 41,220 41,200 44,751 54,597
Number of offices 6 5 5 5 7
Operating Data:
Interest income $ 26,234 § 27,390 $ 28,395 $ 28,336 $ 27,371
Interest expense 8,700 8,983 12,047 14,278 14,009
Net interest income 17,534 18,407 16,348 14,058 13,362
Provision for loan losses - - 900 1,793 1,099
Net interest income after provision for loan losses 17,534 18,407 15,448 12,265 12,263
Non-interest income 5,278 3,161 4,485 2,934 2,539
Non-interest expenses 15,480 14,704 14,339 15,490 15,827
Income (loss) beforc income taxes 7.332 6,864 5,594 (291) (1,025)
Income tax 2,493 3,033 881 93 110
Net income (loss) $ 4,839 $ 3,831 $ 4,713 § (389 $  (1,135)
Diluted earnings (loss) pcr common share $ 1.87 b 1.52 $ 1.89 $ _(0.26) 3 (0.53)
Selected Statistical Data:
Return on average assets (1) 0.93 % 083 % LIl % (0.07) % (0.27) %
Return on average equity (2) 11.40 9.77 13.78 (0.89) (3.29)
Net interest margin (3) 3.56 426 4.09 3.61 347
Average interest rate spread (4) 3.40 4.08 3.89 3.48 3.38
Efficiency ratio (5) 67.86 68.18 77.89 96.93 104.31
Operating expensc to average assets (6) 297 3.18 3.37 3.72 3.82
Equity to total assets at end of period 8.29 8.06 8.16 7.56 7.77
Average equity to average assets 8.13 8.48 8.03 7.85 8.33
Dividend payout ratio (7) 9.86 3.19 2.55 (17.24) (5.17)
Asset Quality Ratios:
Non-performing asscts to total assets (8) 039 % 036 % 0.63 % 0.71 % 0.73 %
Non-performing assets to total loans receivable (8) 0.60 0.61 0.96 1.04 1.12
Allowangce for loan losses to total loans receivable 1.16 [.40 1.41 1.24 1.07

(1) Net income divided by average total assets
(2) Net income divided by average total equity
(3) Net interest income divided by average interest-earning assets.
(4) The difference between the weighted average yield on interest-carning assets and the weighted average cost of interest-bearing liabilities.
(5) Non-interest expense (other than real estate owned expenses) divided by the sum of net interest income and non-interest
income (other than net security gains and losses and other non-recurring income).
(6) Non-interest expense less real estatc owned expenses, divided by average total asscts.
(7) Dividends paid to commen stockholders as a pereentage of net income (loss) available to common stockholders.
(8) Non performing assets consist of non-accrual loans, loans accruing 90 days or morc past due, and property acquired in scttlement of loans.
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Executive Summary

The Company’s results of operations are significantly affected by general cconomic and competitive conditions, particularly
changes in market interest rates, government policies, changes in accounting standards and actions of regulatory agencies.

Success in the Company’s fiscal 2004 performance reflects multiple factors:

A strong net interest margin

o Strong credit quality

« Continued loan and deposit growth

e Prudent investment portfolio management
o Active capital management

During fiscal 2004, nct interest margin was strong. However, net interest margin compression impacted earnings growth
duc to the historically low interest rate environment. Net interest margin declined to 3.56% for fiscal 2004 from 4.26% for fiscal
2003. Prepayments continued at an accelerated rate over the last two fiscal years due to the sustained low interest rate environment.
Prepayments on mortgage-backed securities and mortgage loans contributed to net interest margin compression as these cash flows
were reinvested at lower market vields. Partially offseiting the decline in net interest margin was the increase in average intcrest-
carming assets of $61.2 million to $493.0 million for fiscal 2004 from $431.8 million for fiscal 2003.

Structurally, the Bank’s balance sheet exhibits an asset sensitive bias over the long term. As a result, the Bank’s greatest
cxposure is to a sustained lower rate environment as asset yields would be expected to decline further while deposit costs would be
expected to stabilize. Should rates begin to rise, additional margin compression would be expccted in the near term; however,
management anticipates that the Bank’s balance sheet would benefit over time from a prolonged rising rate environment. In the fiscal
year ending March 31, 2005 (“fiscal 2005"), it is anticipated that thc Bank will be operating with a lower net interest margin relative
to fiscal 2004,

Asset quality of the Bank's loan portfolio remained strong. To accomplish this objective the Company seeks to follow its
loan policies and underwriting practices, which include (1) granting loans on a sound and collectible basis; (2) understanding the
needs of borrowers and the economic conditions in the Company’s target market, whilc maintaining a balance between yield and risk;
(3) ensuring that primary, secondary and tertiary sources of repayment are adequate in relation to the amount of the loan; (4)
developing and maintaining adequate diversification of the Bank’s loan portfolio as a whole and within loan categories; (5) ensuring
that cach loan is properly documented; and (6) developing and applying adequate collection procedures.

The Bank expericnced strong growth in its core business with increascs in net loans receivable and deposits of 20.2% and
7.6%, respectively, compared to March 31, 2003. While the average balance of interest caming assets increased, the higher volume
was more than offsct by a decrcase in yields. Management is mindful of growth levels and the long-term effects of adding assets to
the balance shect in this low interest rate cnvironment. Management believes that its loans are priced scnsibly, and as the rate
environment shifts management is cognizant of potentially repositioning assets. Management continues its strategy not to take undue
risks by extending asset maturities or to compromise credit quality to record higher yielding asscts. Lowering the Bank’s cfficiency
ratio remains a priority while continuing to expand Carver’s franchise value through delivery channel expansion and new product
offerings. Financial resulis were achieved while maintaining an efficiency ratio of 67.86% for fiscal 2004,

For fiscal 2004, net gains from sales of securities available-for-sale totaled $31,000. The Bank sold investment securities
that were susceptible to increased prepayment risk in a continued low intercst rate environment. Additional securities were sold as
part of ongoing investment portfolio strategies. Mortgage-backed securities are sometimes sold when they pay down to a certain level
to mitigate increased price risk. Government sccurities are sometimes sold to take advantage of changes in the yield curve. Cash
flows from the investment and loan portfolios, as well as deposit growth, were deployed into loans and investment securities.

Earnings growth outpaced asset growth for the fiscal year, adding to the importance of active capital management. During
fiscal 2003, the Company approved a stock repurchasc plan, allowing the repurchase of up to 10% of its then current outstanding
common shares. Since inception of the stock repurchase program, the Company has purchascd 29,100 shares of its common stock in
open market transactions at an average price of $13.84 per share, representing 1.3% of its outstanding shares. In addition, in fiscal
2003 the Company established a regular quarterly dividend. Despite the change from an annual to a quarterly dividend, Carver’s
capital levels remain high and at a level that should be sufficient to support our intended acquisition of Independence and our planned
branch expansion and organic growth. In April 2004, the Bank successfully opened a full service state-of-the-art branch in Jamaica,
Queens and has plans to open an additional branch in fiscal 2005 in Fort Greene, Brooklyn. Additionally, in the last 12 months the
Bank opencd two 24/7 ATM banking centers in Harlem.

Each of these elements is discussed in the analysis of our financial results and the accompanying financial statements and
footnotes.
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Pending Merger with Independence Federal Savings Bank

On March 15, 2004, the Company entered into a definitive mcrger agreement to acquire Independence in a cash transaction
valucd at approximately $33 million. Under the terms of the merger agrcement, Independence’s stockholders will reccive $21.00 in
cash for cach share of their common stock. The merger agrecment has been approved by the directors of Independence, the Company
and the Bank, The transaction, which is expected to close before the end of 2004, is subject to customary closing conditions,
including regulatory approvals and the approval of Independence’s shareholders, The merger agrecment requires Independence to
pay the Company a termination fee of $1.6 million if the merger agrcement is terminated under certain circumstances following
Independence's receipt of a superior acquisition proposal or $325,000 if the merger is not approved by Independence’s sharcholders.

The Holding Company has made an Amended Share Voting Stipulation and Undertaking in favor of the OTS and entered
into a Trust Agreement with Amcrican Stock Transfer & Trust Company pursuant to which it hag placed 72,400 of the common
shares of Tndependence owned by the Holding Company, represcnting approximately 4.7% of the outstanding common shares of
Independence, in a non-voting trust. The shares held in the trust are sharcs of Independence owned by the Holding Company in
excess of the 5% limit sct forth in Section 10(e)(1)(AXiii) of HOLA prior to the OTS approving the Holding Company’s H-(¢)3
Application to acquire Independence. Section 10(c)(1)(A)(iii) provides that a savings and loan holding company may not acquire or
retain more than 5% of the outstanding voting sharcs of a savings association that is not a subsidiary without the prior approval of the
OTS. The Trust Agreement will terminate, and the Independence common shares held in the trust will be transferred back to the
Holding Company, upon the reccipt by the Holding Company of the approval of the OTS to retain more than 5% of Independence's
outstanding voting stock.

General

Carver Federal’s net income is dependent primarily on its nct interest income, which is the diffcrence between interest
income carned on its loan, investment and mortgage-backed securitics portfolios and the interest paid on its interest-bearing liabilities,
such as deposits and borrowings. In addition, net income is affected by the level of provision for loan losscs, as well as non-intercst
income and operating expenscs.

Lending activities arc influenced by the demand for and supply of housing, competition among lenders, the level of interest
rates and the availability of funds. Deposit flow and costs of funds arc influenced by prevailing market intcrest rates, primarily on
competing investments, account maturities, and the levels of personal income and savings.

Critical Accounting Policies

Various elements of our accounting policics, by their nature, arc inherently subject to estimation techniques, valuation
assumptions and other subjective assessments. Our policy with respect to the methodologies used to determine the allowance for loan
losses is our most critical accounting policy. This policy is important to the presentation of our financial condition and results of
operations, and it involves a higher degree of complexity and requires management to make difficult and subjective judgments, which
oftcn require assumptions or estimates about highly uncertain mattcrs. The use of differcnt judgments, assutptions and estimates
could result in matcrial differences in our results of operations or financial condition.

See Note 1 of Notes to Consolidated Financial Statements for a description of our critical accounting policy related to
allowance for loan losses and an explanation of the methods and assumptions wnderlying its application,

Asset/Liability Management

Net interest income, the primary component of Carver Federal’s net income, is determined by the difference or “spread”
between the yield earned on interest-carning assets and the rates paid on its interest-bearing liabilities and the relative amounts of such
assets and liabilities. Because Carver Federal’s interest-bearing liabilities consist primarily of shorter term deposit accounts, Carver
Federal's imtcrest rate spread can be adversely affected by changes in gencral interest rates if its intercst-eamning assets arc not
sufficiently sensitive to changes in interest rates. The Bank has sought to reduce its exposure to changes in interest rates by more
closely matching the cffective maturities and repricing periods of its interest-carning assets and interest-bearing liabilitics through a
variety of siratcgies, including the origination and purchase of adjustable-rate mortgage loans for its portfolio, investment in
adjustable-rate mortgage-backed securities and shorter-term investment sccuritics and the sale of all long-term fixed-rate mortgage
loans originated into the secondary market.

Discussion of Market Risk—Interest Rate Sensitivity Analysis

As a financial institution, the Bank’s primary component of market risk is interest ratc volatility. Fluctuations in interest
rates will ultimately impact both the level of income and expense recorded on a large portion of the Bank’s assets and labilitics, and
the market value of all interest-earning assets, other than thosc which possess a short term to maturity. Since all of the Company’s
interest-bearing habilities and virtually all of the Corupany’s interest-carning assets are located at the Bank, most of thc Company’s
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interest rate risk (“IRR™) exposure lies at the Bank level. As a result, all significant JRR management procedures are performed at the
Bank level. Bascd upon the Bank's naturc of operations, the Bank is not subject to foreign currency exchange or commodity price
risk. The Bank does not own any lrading assets.

Carver Federal seeks to manage its TRR by monitoring and controlling the variation in repricing intervals between its assets
and liabilities. To a lesser extent, Carver Federal also monitors its interest rate sensilivity by analyzing the estimated changes in
market value of its assets and liabilitics assuming various interest rate scenarios. As discussed more fully below, there are a variety of
factors which influence the repricing characteristics of any given asset or liability.

The matching of assets and liabilities may be analyzed by examining the extent to which such assets and liabilities are
“interest rate sensitive” and by monitoring an institution’s interest rate sensitivity gap. An asset or liability is said to be interest rate
sensitive within a specific period if it will mature or reprice within that period. The interest rate sensitivity gap is defined as the
difference between the amount of interest-earning assets maturing or repricing within a specific period of time and the amount of
interest-bearing liabilitics repricing within that same time period. A gap is considered positive when the amount of interest rate
sensitive assets cxceeds the amount of interest rate scnsitive liabilities and is considered negative when the amount of interest rate
sensitive liabilities exceeds the amount of interest rate sensitive asscts. Gencerally, during a period of falling intercst rates, a negative
gap could result in an increase in net interest income, while a positive gap could adverscly affect net interest income.  Conversely,
during a period of rising interest rates a negative gap could adversely affect net inferest income, while a positive gap could result in an
increase in net interest income. As illustrated below, Carver Federal had a negative one-year gap equal to 8.46% of total rate scnsitive
assets at March 31, 2004. As a result, Carver Federal’s net interest income could be negatively affected by rising interest rates and
positively affected by falling interest rates.

The following table scts forth information regarding the projected maturities, prepayments and repricing of the major rate-
sensitive asset and liability categories of Carver Federal as of March 31, 2004. Maturity repricing datcs have been projected by
applying estimated prepayment rates based on the current rate environment. The information presented in the following table is
derived in part from data incorporated in *Schedule CMR: Consolidated Maturity and Rate,” which is part of the Bank’s quarterly
reports filed with the OTS. The repricing and other assumptions are not necessarily representative of the Bank’s actual results,
Classifications of items in the table below are different from thosc presented in other tables and the financial statcments and
accompanying notes included herein and do not reflect non-performing loans.

The table above assumes that fixed maturity deposits are not withdrawn prior to maturity and that transaction accounts will
decay as disclosed in the table above.
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Three Over One
or Four to Through  Over Three  Over Five Over
Less Twelve Three Through Through Ten
Months Months Years Five Years Ten Years Years Total
(Dollars in thousands)

Rate Sensitive Assets:
Loans and Mortgage Backed Securities $ 23,023 § 103,025 $ 169308 § 112222 § 33,097 $ 32574 § 473248
Federal Funds Sold 8,200 - - - - - 8,200
Investment Securities 6,394 - 10,461 4,640 - 4,635 26,130

Total intcrest-carming asscts 37,617 103,025 179,769 116,862 33,097 37,209 507,578
Rate Sensitive Liabilities:
NOW demand 149 4,014 4,251 1,551 7,329 5,806 23,100
Savings and clubs 3,152 7,696 15,501 13,000 32,918 58,855 131,122
Money market savings 2,924 10,314 8.416 1,960 3,394 3,834 30,842
Certificates of Deposit 28,700 100,619 21,102 17,644 - - 168,065
Borrowings 2,025 24,000 60,974 4,300 242 - 91,541

Total interest-bearing liabilities $ 36,950 § 146,643 § 110244 § 38455 $ 43,883 $§ 68,495 § 444,670
Interest Sensitivity Gap $ 667 $§ (43,618) § 69,525 § 78407 $ (10,786) § (31,286) $ 62,908
Cumulative Interest Sensitivity Gap $ 667 § (42,951) § 26,574 § 104981 § 94,195 § 62,908 -
Ratio of Cumulative Gap to Total Rate
Sensitive assets 0.13% -8.46% 5.24% 20.68% 18.56% 12.39%




Certain shortcomings are inherent in the method of analysis presented in the table above. Although certain assets and
liabilities may have similar maturitics or periods of repricing, they may react in different degrees to changes in the market interest
rates. The interest rates on certain types of assets and liabilitics may fluctuate in advance of changes in market interest rates, while
rates on other types of assets and liabilities may lag behind changes in market interest rates. Certain assets, such as adjustable-rate
mortgages, generally have featurcs that restrict changes in interest rates on a short-term basis and over the life of the asset. In the
event of a change in interest rates, prepayments and early withdrawal levels would likely deviate significantly from those assumed in
calculating the table. Additionally, an increased credit risk may result as the ability of many borrowers to service their debt may
decrease in the event of an interest rate increase. Virtually all of the adjustable-rate loans in Carver Federal’s portfolio contain
conditions that restrict the periodic change in interest rate.

Net Portfolio Value ("NPV") Analysis. As part of its efforts to maximize net interest income while managing the risks
associated with changing interest rates, management uses the NPV methodology.

Under this methodology, IRR exposure is assessed by reviewing the estimated changes in net interest income (“NII”) and
NPV that would hypothetically occur if interest rates rapidly rise or fall all along the yield curve. Projected values of NII and NPV at
both higher and lower regulatory defined rate scenarios arc compared to base case values (no change in rates) to determine the
sensitivity to changing interest rates.

Presented below, as of March 31, 2004, is an analysis of the Bank’s IRR as measured by changes in NPV and NI for
instantaneous and sustained parallel shifts of 100 basis points in market interest rates. Such limits have been established with
consideration of the impact of various rate changes and the Bank’s current capital position. The Bank’s level of IRR, as measured by
changes in NPV, for fiscal 2004 is substantially unchanged from fiscal 2003. The information set forth below relates solely to the
Bank; however, because virtually all of the Company’s IRR exposure lies at the Bank level, management believes the table below
also accurately reflects an analysis of the Company’s IRR.

Change in Rate $ Amount $ Change % Change NPV Ratio Change
B (DoHMtars in thousands)
+300 bp 73,093 -14.877 -17% 13.39% -208 bp
+200 bp 79,383 -8,586 -10% 14.31% -116 bp
+100 bp 84,450 -3,519 -4% 15.02% -45 bp
0bp 87,970 - - 15.47% -
(100) bp 90,175 2,205 3% 15.71% +24 bp

March 31, 2004
Risk Measures: +200 BP Rate Shock

Pre-Shock NPV Ratio: NPV as % of PV of Assets 15.47%
Post-Shock NPV Ratio 14.31%
Sensitivity Measure; Decline in NPV Ratio 116 bp

Certain shortcomings are inherent in the methodology used in the above IRR measurements. Modeling changes in NPV
require the making of certain assumptions, which may or may not reflect the manner in which actual yields and costs respond to
changes in market interest rates. In this regard, the NPV table presented assumes that the composition of Carver Federal’s interest
sensitive assets and liabilities existing at the beginning of a period remains constant over the period being measured and also assumes
that a particular change in interest rates is retlected uniformly across the yield curve regardless of the duration to maturity or repricing
of specific assets and liabilities, Accordingly, although the NPV table provides an indication of Carver Federal’s IRR exposure at a
particular point in time, such measurements are not intended to and do not provide a precisc forecast of the effect of changes in
market interest rates on Carver Federal's net interest income and will differ from actual results.

Average Balance, Tnterest and Average Yields and Rates

The following table sets forth certain information relating to Carver Federal’s average interest-earning assets and average
interest-bearing liabilities and reflects the average yield on assets and the average cost of liabilities for the years indicated. Such
yields and costs are derived by dividing income or expense by the average balances of assets or liabilities, respectively, for the periods
shown. Average balances arc derived from average month-end balances, except for federal funds which are derived from daily
balances. The use of average monthly balances instead of average daily balances on all other accounts should not result in any
material difference in the information preseuated.
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The table also presents information for the years indicated with respect to the difference between the weighted average yield
earned on interest-earning assets and the weighted average rate paid on interest-bearing liabilities, or “interest rate spread,” which
savings institutions have traditionally used as an indicator of profitability. Another indicator of an institution’s profitability is its “net
interest margin,” which is its net interest income divided by the average balancc of intcrest-earning assels. Net interest income is
affected by the interest rate spread and by the relative amounts of interest-carning assets and interest-bearing liabilities. When
interest-earning asscts approximate or cxceed interest-bearing liabilities, any positive interest rate spread will generatc net intercst

income.
Month Ended March 31, 2004 Year Ended March 31, 2004
Average Average Average Average
Balance Yield/Cost Balance Interest Yield/Cost

(Dollars in thousands)
Interest-earning Assets:

Loans (1) $ 348,418 6.25% $ 314,297 $ 20,117 6.40%
Investment securities (2) 25,844 3.71% 29,708 1,161 3.91%
Mortgage-backed securities 120,666 3.93% 126,764 4,789 3.78%
Federal funds 6,626 0.89% 22,194 167 0.75%
Total interest-earning assets 501,554 5.49% 492,963 26,234 5.32%
Non-interest-earning assets 25,264 28,423
Total assets $ 526,818 $ 521,386
Interest-bearing Liabilities:
Decposits:
NOW demand $ 22,568 0.31% $ 23,286 $ 85 0.37%
Savings and clubs 130,771 0.59% 130,509 1,001 0.77%
Money market savings 29,383 0.80% 27,662 235 0.85%
Certificates of deposit 168,223 1.95% 163,382 3,304 2.02%
Total deposits 350,945 1.24% 344,839 4,625 1.34%
Mortgagors deposits 1,753 1.34% 1,643 24 1.46%
Borrowed money 104,375 4.03% 106,350 4,051 3.81%
Total deposits and interest-bearing liabilities 457,073 1.88% 452,832 8,700 1.92%
Non-intcrest-bearing liabilities;
Demand 19,508 19,408
Other liabilities 6,308 6,746
Total liabilitics 482,889 478,986
Stockholders' equity 43,929 42,400
Total liabilitics and stockholders' equity $ 526,818 $ 521,386
Net interest income $17,534
Average interest rate spread 3.61% 3.40%
Net interest margin 3.67% 3.56%

Ratio of average interest-eamning assels to
interest-bearing liabilitics 109.73% 108.86%

(1) Includcs non-accrual loans.
(2) Includes FHLB stock.




Year Ended March 31,

2003 2002
Average Average Average Average
Interest Earning Assets: Balance Interest  Vield/Cost Balance Interest Yield/Cost
(Dollars in thousands)

Loans (1) $ 282,439  $21,194 750% § 297,130  § 22,727 7.65%
Investment sccurities (2) 36,660 1,614 4.40% 38,505 2,324 6.04%
Mortgage-backed securities 93,002 4,282 4.60% 50,450 2,918 5.78%
Fed funds sold 19,744 300 1.52% 13,662 426 3.12%
Total intcrest earning assets 431,845 27,390 6.34% 399,747 28,395 7.10%
Non-interest carning assets 30,414 26,177
Total asscts $ 462,259 $ 425924
Interest Bearing Liabilities:
Deposits
NOW demand b 18,138 § 130 0.72% $ 21,114 § 237 1.12%
Savings and clubs 127,004 1,477 1.16% 126,065 2,342 1.86%
Money market savings 16,747 189 1.13% 16,181 302 1.87%
Certificatcs of deposit 155,187 3,964 2.55% 133,624 5,246 3.93%
Total deposits 317,076 5,760 1.82% 296,984 8,127 2.74%
Borrowed money 80,861 3,223 3.99% 78,153 3,920 5.02%
Total interest bearing liabilitics 397,937 8,983 2.26% 375,137 12,047 321%
Non-interest-bearing liabilities:
Dermand 15,234 7,781
Other liabilities 9,880 8,809
Total liabilities 423,051 391,727
Stockholders' equity 39,208 34,197
Total liabilitics and stockholders' equity $ 462,259 $ 425924
Net interest income $18,407 $ 16,348
Average interest rate spread 4.08% 3.89%
Net interest margin 4.26% 4.09%
Ratio of avg interest-earning assets to

interest-bearing liabilities 108.52% 106.56%

(1) Includes non-acerual loans.
(2) Includes FHLRB stock.

Rate/Volume Analysis

The following table scts forth information regarding the extent to which changes in interest ratcs and changes in volume of
interest related assets and liabilities have affected Carver Federal’s interest income and expense during the periods indicated. For
cach category of interest-camning asset and interest-bearing liability, information is provided for changes attributable to (1) changes in
volume (changes in volume multiplied by new rate), (2) changes in rates (change in rate multiplied by old volume) and (3) changes in
rate/volume. Changes in rate/volume variance are allocated proportionately between changes in rate and changes in volume.
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Year Ended March 31,

2004 vs. 2003 2003 vs. 2002
Increase (Decrease) due to Increase (Decrease) due to
Volume Rate Total Volume Rate Total

(Dollars in thousands)
Interest Earning Assets:

Loans $ 2,039 § @3,116) $ (1,077 § (1,124) $§  (409) § (1,533)
Investment securities (273) (180) 453) (81 (629) (710)
Mortgage-backed securities 1,270 (763) 507 1,959 (595) 1,364

Fed funds 18 (151) (133) 92 (218) (126)
Total interest earning assets 3,054 (4,210) (1,156) 846 (1,851) (1,005)

Interest Bearing Liabilities:

Deposits

NOW demand 19 (64) (45) (21) (85) (106)
Savings and clubs 27 (503) (476) 11 (876) (865)
Moncy market savings 93 47) 46 6 (119) (113)
Certificates of deposit 165 (801) (636) 551 (1,834)  (1,283)
Total deposits 304 (1,415)  (L,111) 547 2914) — (2,367)
Borrowed money 1,024 (196) 828 109 (806) (697)
Total deposits and interest bearing liabilities 1,328 (1,611) (283) 656 (3,720 (3,064)
Net change in interest income $ 1,726 § (2,599) $ (873) § 190 § 1,869 § 2,059

Comparison of Financial Condition at March 31, 2004 and 2003

At March 31, 2004, total assets increased by $29.0 million, or 5.7%, to $538.8 million compared to $509.8 million at March
31, 2003. The increase in total assets was primarily attributable to an increase in loans receivable, partially offsct by decreases in
securities. The increase in loans receivable and the decrease in securities reflects the decision to reinvest funds received from the
maturities and repayments of securities into higher yielding real estate loans.

Loans receivable, net, increased by $59.2 million, or 20.2%, to $351.9 million as of March 31, 2004 compared to $292.7
million one year ago. The loan growth during fiscal 2004 represented loan originations of $87.1 million and loan purchases of $93.7
million, offset by principal repayments of $111.9 million and loans sold to Fannie Mae of $9.4 million. The increase in mortgage
loan principal repayments, originations and purchases in fiscal 2004 and fiscal 2003 is primarily a result of the lower intercst rate
environment during both fiscal years, which has significantly increased the level of mortgage refinance activity. One- to four-family
mortgage loans increased by $26.9 million, or 37.5%, to $98.6 million at March 31, 2004 compared to $71.7 million at March 31,
2003. The increase in one- to four-family loans is primarily due to increased loan purchases as well as $8.3 million in incrcased loan
originations. Multifamily real estate loans decreased by $11.4 million, or 8.7%, to $120.3 million at March 31, 2004 compared to
$131.7 million at March 31, 2003. Non-residential real estate loans (including church loans) increased by $23.4 million, or 29.5%, to
$102.6 million at March 31, 2004 compared to $79.2 million at March 31, 2003. Construction loans increasced by $15.9 million, or
138.3%, to $27.4 million at March 31, 2004 compared to $11.5 million at March 31, 2003 primarily due to purchases. The Bank
continues to focus on the origination of multifamily, non-residential and construction real estate loans in the markets it serves and will
augment these originations with loan purchases. Consumer and business loans increased by $3.9 million, or 182.8%, to $6.0 million
at March 31, 2004 compared to $2.1 million at March 31, 2003. The increase in consumer and business loans comprises four scparate
secured business loans in the amount of $1.0 million each originated during fiscal 2004,

Total securitics at March 31, 2004 decreased $25.7 million to $139.9 million from $165.6 million at March 31, 2003,
reflccting a $32.7 million decrease in available-for-sale securities and a $6.9 million increase in held-to-maturity securities. The
decrease in available-for-sale securities primarily reflects $65.1 million in principal repayments, maturities and calls, $23.9 million in
proceeds from sales of securities, and an $860,000 decrease in the market value of the portfolio, substantially offset by purchases of
$58.5 million. The increase in held-to-maturity securities reflects sccurities purchases of $19.9 million offsct by principal payments
and maturitics of $12.7 million. Available-for-sale sccuritics represented 68.9% of the total sceuritics portfolio at March 31, 2004
compared to 77.9% at March 31, 2003. The Bank invests in securilies to help diversify its asset portfolios and satisfy collateral
requirements for certain deposits and borrowings.

At March 31, 2004, total liabilities increased $25.4 million, or 5.4%, to $494.2 million compared to $468.8 million at March
31, 2003. Deposits increased $26.5 million, or 7.6%, to $373.7 million at March 31, 2004 from $347.2 million at March 31, 2003.
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The increase in deposits was primarily attributable to increases of $10.1 million in money market accounts, $8.9 million in demand
accounts, $5.3 million in certificates of deposit and $2.2 million in regular savings and c¢hib accounts. Funds from deposit growth
were uscd to pay down higher cost advances from the FHLB-NY, resulting in a net decrease in total borrowed money of $4.7 million,
or 4.3%, to $104.3 million at March 31, 2004, from $109.0 million one year ago. Advances from the FHLB-NY declined by $17.5
million which were partially offset by new borrowings from the issuance of $12.7 million of trust preferred securities.

At March 31, 2004, stockholders’ equity increased $3.6 million, or 8.7%, to $44.6 million compared to $41.1 million at
March 31, 2003, The increase in stockholders’ equity was primarily attributable to net income of $4.8 million partially offset by other
comprehensive losses, net of taxes, of $492,000, a net increase in treasury stock holdings of $200,000 and dividends declared of
$659,000. The Bank’s capital levels meet regulatory requirements of a well capitalized financial institution.

Comparison of Operating Results for the Years Ended March 31, 2004 and 2003
Net Income

The Bank reported net income for fiscal 2004 of $4.8 million compared to $3.8 million for the prior fiscal year. Net income
available to common stockholders for fiscal 2004 was $4.6 million, or $1.87 per diluted common sharc compared to $3.6 million, or
$1.52 per diluted common share, for fiscal 2003, The increase in net income was primarily due to a $2.1 million increase in non-
Interest income and a $540,000 reduction in income tax expensc partially offsct by an $873,000 decrease in net interest income and a
$776,000 increase in non-interest expensc.

Interest Income

Interest income for fiscal 2004 was $26.2 million, a decrease of $1.2 million, or 4.2%, from the prior fiscal year. The
average balance of Intcrest-earning asscts increased to $493.0 million for fiscal 2004 from $431.8 million for the prior fiscal year.
This increase was more than oftset by a decline in the average yield on interest-earning assets to 5.32% for fiscal 2004 compared to
6.34% for fiscal 2003.

Interest income on loans decreased by $1.1 million, or 5.1%, to $20.1 million for fiscal 2004 compared to $21.2 million for
the prior fiscal year. The decrease in interest income from loans reflects a 110 basis point decrease in the average rate earned on loans
to 6.40% for fiscal 2004 from 7.50% for the prior fiscal year, the effects of which were partially offsct by an increase of $31.9
million, or 11.3%, in the average balance of loans to $314.3 million for fiscal 2004 compared to $282.4 million for fiscal 2003. The
increase in the average balance of loans reflects originations and purchases in excess of principal collections. The decline in the
average rate earned on loans was principally due to the downward pricing on loan products during the low interest rate environment
experienced during fiscal 2004, see “Item 7. Management Discussion and Analysis—Liquidity and Capital Resources.”

Interest income on mortgage-backed securities increased by $507,000, or 11.8%, to $4.8 million for fiscal 2004 compared to
$4.3 million for the prior fiscal year, reflecting an increase of $33.8 million in the average balance of mortgage-backed securities to
$126.8 million for fiscal 2004 compared to $93.0 million for fiscal 2003. The increase in the average balance of such securitics was
due to the utilization of part of the proceeds received from increased borrowings and deposits, coupled with the redeployment of
mortgage loan principal repayments, to purchase mortgage-backed securities. This increase was partially offset by an 82 basis point
decrease in the average rate earned on mortgage-backed securities to 3.78% for fiscal 2004 from 4.60% for the prior fiscal year.

Intercst income on investment securitics decreased by approximately $453,000, or 28.1%, to $1.2 million for fiscal 2004
compared to $1.6 million for the prior fiscal year. The decreasc in interest income on investment securities reflects a 49 basis point
decrease in the average rate earned on investment securities to 3.91% for fiscal 2004 from 4.40% for the prior {iscal year and a
decrease of $7.0 million in the average balance of investment securities to $29.7 million for fiscal 2004 compared to $36.7 million for
fiscal 2003,

Interest income on federal funds decreascd $133,000, or 44.3%, to $167,000 for tiscal 2004 compared to $300,000 for the
prior fiscal year. The decrcase is attributable to a 77 basis point decrease in the average rate earned on federal funds, partially offset
by a $2.5 million increase in the average balance of federal funds.

Interest Expense

Interest expense decreased by $283,000, or 3.2%, to $8.7 million for fiscal 2004 compared to $9.0 million for the prior fiscal
year. The decrease in interest expense reflects a decline of 34 basis points in the average cost of interest-bearing liabilities. This
decline in average rate paid was partially offset by a $54.9 million increase in the average balance of interest-bearing liabilities to
$452.8 million in fiscal 2004 from $397.9 million in fiscal 2003. The increase in the average balance of interest-bearing liabilities in
fiscal 2004 compared to fiscal 2003 was due to increases in the average balance of interest-bearing deposits, as well as increases in
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the average balance of borrowed moncy.

Interest expensc on deposits decreased $1.1 million, or 19.3%, to $4.6 million for fiscal 2004 compared to $5.8 million for
the prior fiscal year. This decrease is attribulable to a 48 basis point decrease in the cost of average deposits partially offset by a
$27.7 million, or 8.8%, increasc in the average balance of interest-bearing deposits to $344.8 million for fiscal 2004 compared to
$317.1 million for fiscal 2003. The increase in the average balance of interest-bearing deposits was primarily due to an increase in
the average balance of moncy market accounts of $10.9 million, or 65.2%, and an increase in the average balance of certificates of
deposit of $8.2 million, or 5.3%. The increasc in average interest-bearing deposits was achicved in part through deposits generated by
a new branch and two new ATM centers in fiscal 2004. The decreasc in the average rate paid on deposits was principally due to the
declining interest rate environment experienced in fiscal 2004,

Intercst expense on borrowed money increased by $828,000, or 25.7%, to $4.1 million for fiscal 2004 compared to $3.2
million for the prior fiscal ycar. The increase in interest expense on borrowed money for fiscal 2004 reflects a $25.5 million increase
in the average balance of borrowed money, of which $6.9 million resulted from the issuance of trust preferred securities, partially
oftset by a decrcase of 18 basis points in the average cost of borrowed money. The decrease in average cost of borrowings was due to
the continucd declining interest rate cnvironment experienced during fiscal 2004.

Net Interest Income

Net interest income represcnts the difference between income on interest-earning assets and expense on interest-bearing
liabilities. Net interest income depends primarily upon the volume of interest-earning assets and interest-bcaring liabilities and the
corresponding interest rates carned and paid. Our net interest income is significantly impacted by changes in interest rate and market
yield curves. See “-- Discussion of Market Risk- - Interest Rate Sensitivity Analysis” for further discussion on the potential impact of
changes in interest rates on our results of opcrations.

Net interest income before the provision for loan losses decreased $873,000, or 4.7%, to $17.5 million for fiscal 2004
compared to $18.4 million for the prior fiscal year. The 102 basis point decreasc in the return on avcrage interest-earning assets,
coupled with a 34 basis point decrease in the cost of interest-bearing liabilitics used to fund interest-earning assets, contributed to a 68
basis point decrease in the interest rate spread to 3.40% for fiscal 2004 compared to 4.08% for the prior fiscal year. The net interest
margin decreased to 3.56% for fiscal 2004 compared to 4.26% for tiscal 2003,

Provision for Loan Losses

During fiscal 2004 no provision was recorded for loan losses. The Bank rccords provisions for loan losses, which are
charged to earnings, in order to maintain the allowance for loan losscs at a level that is considercd appropriate to absorb probable
losses inherent in the existing loan portfolio. Factors considered when evaluating the adequacy of the allowance for loan losses
include the volumec and type of lending conducted, the Bank’s previous loan loss experience, the known and inherent risks in the loan
portfolio, adverse situations that may affect the borrowers’ ability to repay, the estimated valuc of any underlying collateral and trends
in the local and national economy and trends in the real estate market.

During fiscal 2004, the Bank had net charge-offs of $33,000 compared to nct recoveries of $30,000 for fiscal 2003. At
March 31, 2004, non-performing loans totaled $2.1 million, or 0.6% of total loans compared to $1.8 million, or 0.6% of total loans, at
March 31, 2003. At March 31, 2004, the Bank’s allowance for loan losses was $4.1 million, substantially unchanged from that of
March 31, 2003, resulting in a ratio of the allowance to non-performing loans of 194.3% at March 31, 2004 compared to 230.7% at
March 31, 2003, and a ratio of allowance for possible loan losscs to total loans of 1.16% and 1.40% at March 31, 2004 and March 31,
2003, respectively. The Bank believes its reported allowance for loan loss at March 31, 2004 is both appropriate in the circumstances
and adequate to provide for cstimated probable losses in the loan portfolio. For further discussion of non-performing loans and
allowance for loan losses, see “Item |—Business-—General Description of Business—Asset Quality” and Note 1 of Notes to the
Consolidated Financial Statements.

Non-Interest Income

Non-interest income 1s comprised of loan fees and service charges, gains or losses from the sale of securities and certain
other items, fee income for banking services and miscellancous non-interest income. Non-interest income increased $2.1 million, or
67.0%, to $5.3 million for fiscal 2004 compared to $3.2 million for fiscal 2003. The increase is primarily duc to a $1.3 million
increase in loan fees and service charges and a $590,000 increase in other, or miscellaneous, non-interest income, Loan fees and
service charges amounted to $2.6 million for {iscal 2004, a 94.4% increase from the prior fiscal year, primarily resulting from higher
mortgage prepayment penaltics relating to increased refinancing activity including several loans whose prepayment penalties were
based on the yield maintcnance method compared to a flat declining rate method usually used by the Bank. The yield maintenance
method is calculated by using a stated contractual interest rate for the remaining term of the loan multiplicd by the current outstanding
balance. Current loan production does not incorporate the yield maintenance method. Additionally, a decline in the refinance market
could result in lower prepayment penalty fee income. Other non-interest income amounted to $597,000 for fiscal 2004 compared to
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$7,000 for the prior fiscal year. The increase in other non-interest income was primarily a result of a recovery of $558,000 of which
$411,000 was related to the recognition of previously unrecognized mortgage loan income from one problem loan that had been held
in escrow pending the resolution of certain mechanics’ liens. The remaining recovery of $147,000 was from previously unrecognized
prepaid mortgage loan income.

Non-Interest Expense

Non-interest expense increased by $776,000, or 5.3%, to $15.5 million for fiscal 2004 compared to $14.7 million for the
prior fiscal year. The increase in non-interest expense was primarily attributable to increases of $813,000 in salarics and cmployee
benefits and $58,000 in net occupancy and equipment expenses, slightly offset by a decrease of $95,000 in other non-interest expense.
The increase in salaries and employce benefits was primarily attributable to annual salary increases, new hires and the increased costs
of benefit plans. Net occupancy expenses increased primarily from new and upgraded 24/7 ATM centers and the Bank’s recently
opened Jamaica Center branch.

Income Tax Expense

Income tax cxpensc was approximately $2.5 million for fiscal 2004, a $540,000, or 17.8%, decrease from $3.0 million for
fiscal 2003 duc to a reduction in the Company’s tax rate following the establishment of a RETT. The effective tax rate in fiscal 2004
was 34.0% compared to 44.2% in fiscal 2003.

Comparison of Operating Results for the Years Ended March 31, 2003 and 2002
Net Income

The Bank reporied net income for fiscal 2003 of $3.8 million compared to $4.7 million for the prior fiscal year, Net income
available to common stockholders for fiscal 2003 was $3.6 million, or $1.52 per diluted common share compared to $4.5 million, or
$1.89 per diluted common share, for fiscal 2002, The decrease in net income was primarily due to a $2.2 million increase in income
tax expense, a $1.3 million decrease in non-interest income and a $366,000 increase in non-interest expense partially offsct by a $2.1
million improvement in nel interest income and a $900,000 decrease in the provision for loan losses.

Interest Income

Interest income for fiscal 2003 was $27.4 million, a decrease of $1.0 million, or 3.5%, from the prior fiscal year. The
average balance of interest-earning assets incrcascd to $431.8 million for fiscal 2003 from $399.7 million for the prior fiscal year.
This increase was more than offset by a decline in the average yield on interest-earning assets to 6.34% for fiscal 2003 compared to
7.10% for fiscal 2002.

Interest income on loans decreased by $1.5 million, or 6.8%, to $21.2 million for fiscal 2003 compared to $22.7 million for
fiscal 2002, The decrease in interest income from loans reflects a decrease of $14.7 million, or 4.9%, in the average balance of loans
to $282.4 million for fiscal 2003 compared to $297.1 million for fiscal 2002, coupled with a 10 basis point decrease in the average
rale eamned on loans to 7.50% for fiscal 2003 from 7.65% for the prior fiscal year. The decrease in the average balance of loans
reflects amortization of prepayments in excess of originations and purchases. The decline in the average rate earned on loans was
principally duc to the downward pricing on loan products during the continuing declining interest ratc environment of fiscal 2003.

Interest income on mortgage-backed securities increased by $1.4 million, or 46.7%, to $4.3 million for fiscal 2003 compared
to $2.9 million for the prior fiscal year, reflecting an increase of $42.6 million in the average balance of mortgage-backed sceuritics to
$93.0 million for fiscal 2003 compared to $50.5 million for fiscal 2002. The increase in the average balance of such securities was
due to the utilization of part of the proceeds received from increcased borrowings and deposits, coupled with the redeployment of
mortgage loan principal repayments, to purchase mortgage-backed sceuritics. This increase was partially offset by a 118 basis point
decreasce in the average rate earned on mortgage-backed securities to 4.60% from 5.78%.

Interest income on investment sceurities decreased by approximately $710,000, or 30.6%, 10 $1.6 million for fiscal 2003
compared to $2.3 million for the prior fiscal year. The increasc in interest income on investment securities reflects a 164 basis point
deercasc in the average rate earned on investment securities to 4.40% from 6.04% and a decrease of $1.8 million in the average
balance of investment securities to $36.7 million for fiscal 2003 compared to $38.5 million for fiscal 2002.

Interest income on federal funds decreased $126,000 to $300,000 for fiscal 2003 compared to $426,000 for the prior fiscal
year. The decrease is attributable to a 160 basis point decrease in the average rate earned on federal funds, partially offset by a $6.1
million increase in the average balance of federal funds.
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Interest Expense

Interest expense decrcased by $3.1 million, or 25.4%, to $9.0 million for fiscal 2003 compared to $12.0 million for the prior
fiscal year. The decreasc in intcrest expense reflects a decline of 95 basis points in the average cost of interest-bearing liabilities.
This decline in average rate paid was partially offsct by a $22.8 million increasc in the average balance of intcrest-bearing liabilities
to $397.9 million in fiscal 2003 from $375.1 million in fiscal 2002. The increase in the average balance of interest-bearing liabilities
in fiscal 2003 compared to fiscal 2002 was due to increases in the average balance of intercst-bearing deposits and, to a lesser extent,
increases in the average balance of borrowed money.

Intcrest expense on deposits decreased $2.4 million, or 29.1%, to $5.8 million for fiscal 2003 compared to $8.1 million for
the prior fiscal year. This decrcasc is attributable to a 92 basis point decrease in the cost of average deposits partially offset by a
$20.1 million, or 6.8%, increase in the average balance of interest-bearing deposits to $317.1 million for fiscal 2003 compared o
$297.0 million for fiscal 2002, The increase in the average balance of interest-bearing deposils was primarily due to an increase in
the average balance of certificates of deposit of $21.6 million, or 16.1%. The increase in average intercst-bearing deposits was
achicved through increased retail production brought about by enhanced marketing efforts. The decreasc in the average rate paid on
deposits was principally due to the declining interest rate environment cxperienced in fiscal 2003.

Interest expense on borrowed money decreased by $697,000, or 17.8%, to $3.2 million for fiscal 2003 compared to $3.9
million for the prior fiscal year. The decrease in interest expense on borrowed money for fiscal 2003 reflects a decrease of 103 basis
points in the averagc cost of borrowed money partially offsct by a $2.7 million increase in the average balance of borrowed money.
The decrease in average cost of horrowings was duc to the continued declining intcrest rate environment experienced during fiscal
2003.

Net Interest Income

Net interest income before the provision for loan losses increased $2.1 million, or 12.6%, to $18.4 million for fiscal 2003
compared to $16.3 million for the prior fiscal year. Net interest income benefited from a general intercst rate decline, as well as an
increase in deposits. This benefit was partially offset by an increase in borrowed money, a decrease in loan originations and average
loan balances and accelerated prepayments of mortgage-backed securitics. The 95 basis point decrease in the cost of interest-bearing
Jiabilities used to fund interest-earning assets, coupled with a 76 basis point decrease in the rcturn on average interest-earning asscts,
contributed to a 19 basis point increase in the intcrest rate spread to 4.08% for fiscal 2003 compared to 3.89% for the prior fiscal year.
The net interest margin increased to 4.26% for fiscal 2003 compared to 4.09% for fiscal 2002.

Provision for Loan Losses

For fiscal 2003 there were no provisions recorded for loan losses compared to $900,000 for fiscal 2002. Management
belicves that the decrease in provisions for loan losses compared to fiscal 2002 was warranted by the decreases in charge-offs and
non-performing assets.

During fiscal 2003, the Bank had net recoveries of approximately $30,000 compared to net charge-offs of $323,000 for
fiscal 2002. At March 31, 2003, non-performing loans totaled $1.8 million, or 0.6% of total loans, compared to $2.8 million, or 1.0%
of total loans, at March 31, 2002. At March 31, 2003, the Bank’s allowance for loan losses was $4.2 million, substantially unchanged
from that at March 31, 2002, resulting in a ratio of the allowance to non-performing loans of 230.7% at March 31, 2003 compared to
146.2% at March 31, 2002, and a ratio of allowance for possible loan losses to total loans of 1.40% and 1.41% at March 31, 2003 and
March 31, 2002, respectively. Management believes the Company’s reported allowance for loan loss at March 31, 2003 is both
appropriate in the circumstances and adequate to provide for estimated probable losses in the loan portfolio. For further discussion of
non-performing loans and allowance for loan losscs, scc “Item 1—Business—General Description of Business—Asset Quality” and
Note 1 of Notes to the Consolidated Financial Statements.

Non-Interest Income

Non-interest income is composed of loan fees and scrvice charges, gains or Josses from the sale of securities and certain
other items, fee income for hanking services and miscellaneous non-interest income. Non-interest income decreased $1.3 million, or
29.5%, to $3.2 million for fiscal 2003 compared o $4.5 million for fiscal 2002. Despite increases in fees and charges for deposits and
loans, non-interest income decreased due to the inclusion in fiscal 2002 of $1.4 million relating to the sale of securities, $987,000
relating to the sale of the Bank’s East New York branch and the loss of $101,000 from the sale of the Bank’s automobile loan
portfolio.

Excluding the income and loss from sales of securitics, loans and deposits, total non-intercst income increased by $961,000,
or 43.7% compared (o [iscal 2002, Loan fees and service charges amounted to $1.3 million for fiscal 2003, a $655,000, or a 95.5%,
increasc from the prior fiscal year. The incrcasc in loan foes and service charges is primarily attributable to substantially higher
morlgage prepayment penaltics, primarily resulting from multifamily borrowers prepaying due 1o the lower interest rate environment,
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and a restructuring of the Bank’s loan fees in the second quarter of fiscal 2003. Depository fees and charges increased $316,000, or
21.1%, to $1.8 million for fiscal 2003 from $1.5 million for fiscal 2002. The increase in depository fees primarily relates to increased
ATM fees and the restructuring of the Bank’s service charges in the second quarter of fiscal 2003.

Non-Interest Expense

Non-interest cxpense increased by $366,000, or 2.6%, to $14.7 million for fiscal 2003 compared to $14.3 million for the
prior fiscal year. The increase in non-interest cxpensc was primarily attributable to increases of $307,000 in net occupancy and
equipment expenses and $269,000 in salaries and employee benefits, partially offset by a decrcase of $210,000 in other non-interest
expense. The increasc in met occupancy and equipment expenses are related to the opening of the Malcolm X Blvd. branch in
Scptember 2001 and the renovation of an existing branch facility which resulted in increases in maintenance contracts, butlding taxes
and water and sewer expense. The increasc in salarics and employee benefits was primarily attributable to increased compensation
resulting from thc Bank being able to successfully fill key management positions, including the Chief Operating Officer, Chief
Financial Officer, Chief Lending Officer and Chiet Credit Officer positions.

Income Tax Expense

Income tax expense was approximately $2.5 million for fiscal 2004, a $540,000, or 17.8%, decrease from $3.0 million for
fiscal 2003, reflecting the benefit of the Bank’s REIT. The cffective tax rate in fiscal 2004 was 34.0% compared to 44.2% in fiscal
2003.

Liquidity and Capital Resources

Liquidity is a measure of the Bank’s ability to generate adequate cash to meet financial obligations. The principal cash
requirements of a financial institution are to cover potential deposit outflows, fund increases in its loan and investment portfolios and
cover its ongoing operating expenses. The Company’s primary sources of funds are deposits, borrowed funds and principal and
interest payments on loans, mortgage-backed securities and investment securities. While maturities and scheduled amortization of
loans, mortgage-backed securities and investment sccurities are predictable sources of funds, deposit flows and loan and mortgage-
backed securities prepayments arc strongly influenced by changes in general interest rates, economic conditions and competition.

Management believes the Bank’s short-term assets have sufficient liquidity to cover loan demand, potential fluctuations in
deposit accounts and to meet other anticipated cash requirements. In addition, as previously discussed, the Bank has the ability to
borrow funds from the FHLB-NY to further meet any liquidity needs. The Bank monitors its liquidity utilizing guidelines that are
contained in a policy developed by management of the Bank and approved by the Bank’s Board of Directors. The Bank’s several
liquidity measurements are evaluated on a frequent basis. The Bank was in compliance with this policy as of March 31, 2004.

Congress eliminated the statutory liquidity requirement which required federal savings banks to maintain a minimum
amount of liquid assets of between 4% and 10%, as determined by the Dircctor of the OTS, the Bank’s primary federal regulator. The
Bank is required to maintain sufticient liquidity to ensure its safe and sound operation. As a result of the elimination of the liquidity
requirement, the Bank manages its lquidity through a Board-approved liquidity policy. The Bank’s most liquid assets are cash and
short-term investments. The level of these assets is dependent on the Bank’s operating, investing and financing activities during any
given period. At March 31, 2004 and 2003, assets qualifying for short-term liquidity, including cash and short-term investments,
totaled $28.7 million and $45.3 million, respectively.

The levels of the Bank’s short-term liquid assets are dependent on the Bank’s operating, financing and investing activities
during any given period. The most significant liquidity challenge the Bank currently faces is the vanability in its cash flows as a result
of mortgage refinance activity, which has resulted in a lag in redeploying lower yielding federal funds into higher yiclding mortgage
loans, which has had a negative impact on the Company’s net interest margin and nct interest income. As mortgage interest rates
decline, customers’ refinance activities tend to accelerate, causing the cash flow from both the mortgage loan portfolio and the
mortgage-backed securitics portfolio to accelerate. In addition, as mortpage interest rates decrease, customers generally tend to prefer
fixed rate mortgage loan products over variable rate products. Since the Bank gencrally sells its 15-year and 30-year fixed rate loan
production into the secondary mortgage market, the origination of such products for sale does not significantly reduce the Bank’s
liquidity. During fiscal 2002, the Federal Open Market Commitiee reduced the federal funds rate on eight separate occasions by a
total of 325 basis points, resulting in a lower interest rate environment in fiscal 2002 compared to the fiscal year ended March 31,
2001. During fiscal 2003, the federal funds rate was again lowered on three separate occasions a total of 125 basis points. During
fiscal 2004 the federal funds rate has remainced unchanged. The increase in loan and securities repayments experienced by the Bank
over the past two fiscal ycars was primarily the result of the increase in mortgage loan refinancing activity caused by this lower
interest rate environment.

The Consolidated Statements of Cash Flows present the change in cash from operating, investing and financing activities.
During fiscal 2004, cash and cash equivalents decreased by $386,000. Net cash provided by operating activitics was $17.0 million,
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representing primarily the results of operations adjusted for depreciation and amortization and the provision for loan losses. Net cash
used in investing activities was $38.2 million, which was primarily the result of purchases of loans and securities and originations of
loans partially offsct by repayments and maturities of loans and sccurities. Net cash provided by financing activities was $20.8
million, reflecting primarily net increases in deposits and borrowed money.

Contractual Obligations

The following table presents the Bank’s contractual obligations at March 31, 2004.

Payments due by period

Contractual Less than 1-3 3-5 More than
Obligations Total 1 year years years 5 years
(In Thous ands)
Long term debt obligations:
FHLB advances $ 9151e $ 26,000 $ 64,274 $ 1,000 $ 242
Guaranteed preferred beneficial interest in
junior subordinated debentures 12,741 12,741
Total long term debt obligations 104,257 26,000 64,274 13,741 242

Operating lease obligations:
Lease obligations for rental properties 2,619 370 946 606 697
Total contractual obligations $ 106,876 $ 26,370 $ 65220 $ 14,347 $ 939

Regulatory Capital Position
The Bank must satisfy three minimum capital standards established by the OTS. For a description of the OTS capital
regulation, sec “Itcm 1—Regulation and Supervision—Federal Banking Regulation—Capital Requirements.”

The Bank presently exceeds all capital requirements as currently promulgated. At March 31, 2004, the Bank had tangible,
core, and total risk-bascd capital ratios of 10.6%, 10.6% and 17.7%, respectively.

The following table reconciles the Bank’s stockholders’ equity at March 31, 2004 under accounting principles generally
accepted in the United States of America (“GAAP”) to regulatory capital requirements.

Regulatory Capital Requirements

GAAP Tangible Leverage Risk-Based
Capital Capital Capital Capital
(in thousands)
Stockholders' Equity at March 31, 2004 (1) $ 57442 § 57442 § 57442 § 57,442
Add:
General valuation allowances - - 4,125
Deduct:

Unrealized loss on securities available-for-sale, net (251) (251) (251
Goodwill and qualifying intangible assets - - -
Regulatory Capital 57,191 57,191 61,316
Minimum Capital requirement 10,776 21,553 27,726
Regulatory Capital Exccss $ 46415 $ 35638 $ 33,590

(1) Reflects Bank only.

Impact of Inflation and Changing Prices

The financial statements and accompanying notes appearing elsewhere herein have been prepared in accordance with
GAAP, which require the measurement of financial position and operating results in terms of historical dollars without considering
the changes in the relative purchasing power of money over time due (o inflation. The impact of inflation is reflected in the increascd
cost of Carver Federal’s operations. Unlikc most industrial companies, nearly all the assets and liabilities of the Bank are monctary in
nature. As a result, interest rates have a greater impact on Carver Federal’s performance than do the effects of the general level of
inflation. Interest rates do not necessarily move in the same direction or to the samc extent as the prices of goods and services.
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KPMG LLP
345 Park Avenue
New York, NY 10154

Report of Independent Registered Public Accounting Firm

To the Board of Directors and Stockholders
Carver Bancorp, Inc.:

We have audited the accompanying consolidated statements of financial condition of
Carver Bancorp, Inc. and subsidiarics (“the Company™) as of March 31, 2004 and 2003, and the
related consolidated statements of operations, changes in stockholders' cquity and comprehensive
income, and cash flows for cach of the years in the three-year period ended March 31, 2004.
These consolidated financial statements are the responsibility of the Company's management. Qur
responsibility is to express an opinion on these consolidated financial statements based on our
audits.

We conducted our audits in accordance with standards cstablished by the Public
Company Accounting Oversight Board (United States). Those standards require that we plan and
perform the audit to obtain rcasonable assurance about whether the financial statements are frec
of material misstatement. An audit includes examining, on a test basis, cvidence supporting the
amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and sigmficant estimates made by management, as well as cvaluating
the overall financial statement presentation. We believe that our audits provide a reasonable basis
for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in
all material respects, the financial position of the Company as of March 31, 2004 and 2003, and
the results of their its operations and their cash flows for each of the years in the three-year period
ended March 31, 2004, in conformity with accounting principles generally accepted in the United
States of America.

KPMe LLP

New York, New York
Junc 24, 2004
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CARVER BANCORP, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF FINANCIAL CONDITION
(In thousands, except share data)

March 31,
2004 2003

ASSETS
Cash and cash equivalents:

Cash and duc from banks $ 11,574 $ 15,160

Federal tunds sold 8.200 5,500

Intcrest earning deposits 3,000 2,500

Total cash and cash cquivalents 22,774 23,160

Securities:

Available-for-sale, at fair value (including pledged as collateral of

$82,325 at March 31, 2004, $124,954 at March 31, 2003) 96,403 129,055
Held-to-maturity, at amortized cost (including pledged as collateral of $42,189 at March 31, 2004

and $35,138 at March 31, 2003; fair valuc of $43,794 at March 31, 2004 and $37,543

at March 31, 2003) 43 474 36,530

Total securitics 139,877 165,585
Loans reccivable:
Recal cstate mortgage loans 350,015 294,771
Consumer and business loans 6,010 2,125
Allowance for loan losses (4,125) (4,158)
Total loans receivable, net 351,900 292,738
Premises and equipment, net 11,826 10,193
Federal Home Loan Bank of New York stock, at cost 4,576 5,440
Accrued interest reccivable 2,489 3,346
Identifiable intangible asset, net - 178
Other asscts 5,388 9,205
Total assets $ 538,830 $ 509,845
LIABILITIES AND STOCKHOLDERS' EQUITY
Liabilitics:
Deposits $ 373,665 $ 347,164
Advances from the Federal Home Loan Bank of New York and other borrowed money 104,282 108,996
Other liabilities 16,238 12,612
Total liabilitics 494,185 468,772
Stockholders' equity:
Preferred stock (par value $0.01 per share; 1,000,000

shares authorized; 100,000 issued and outstanding) l 1
Common stock (par valuc $0.01 per share: 5,000,000 shares authorized; 2,316,358 sharcs issucd,

2,285,267 and 2,296,960 outstanding at March 31, 2004 and March 31, 2003, respectively) 23 23
Additional paid-in capital 23,882 23,781
Retained earnings 20,892 16,712
Unamortized awards of common stock under management rccognition plan ("MRP") @21n 4
Treasury stock, at cost (31,091 shares at March 31, 2004 and 19,398 sharcs at March 31, 2003) (390) (190)
Accumulated other comprchensive income 258 750

Total stockholders' cquity 44,645 41,073
Total liabilitics and stockholders' equity $ 538,830 $§ 509,845

Sce accompanying notes to consolidated financial statements.
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CARVER BANCORP, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENT OF INCOME
(In thousands, except per share data)

For the Year Ended March 31,

2004 2003 2002
Interest income:
Loans $ 20,117 $ 21,194 $ 22,727
Mortgage-backed securitics 4,789 4,282 2918
Investment securities 1,161 1,614 2,324
Federal funds sold 167 300 426
Total interest income 26,234 27,390 28,395
Interest expense:
Deposits 4,649 5,760 8,127
Advances and other borrowed money 4,051 3,223 3,920
Total interest expense 8,700 8,983 12,047
Net interest income 17,534 18,407 16,348
Provision for loan losses - — 900
Net interest income after provision for loan losses 17,534 18,407 15,448
Non-interest income:
Depository fees and charges 1,925 1,813 1,497
Loan fees and service charges 2,607 1,341 686
GGain on sale of investment securities 31 - 1,399
Income from sale of branches - - 987
Gain (loss) from sale of loans 118 - (on
Other 597 7 17
Total non-interest mcome 5,278 3,161 4,485
Non-interest expensc:
Compensation and benefits 7,587 6,774 6,505
Net occupancy cxpense 1,443 1,261 1,144
Equipment 1,486 1,610 1,420
Other 4,964 5,059 5,269
Total non-interest cxpense 15,480 14,704 14,338
Income before income taxcs 7,332 6,864 5,595
Income taxes 2,493 3,033 881
Net incotne 3 4,839 $ 3,831 $ 4,714
Dividends applicable lo preferred stock $ 197 § 197 $ 197
Net income available to common stockholders $ 4,642 $ 3,634 $ 4,517
Earnings per common share:
Basic $ 2.03 $ 1.59 $ 1.98
Diluted $ 1.87 $ 1.52 $ 1.89

See accompanying notes to consolidated financial statements.




CARVER BANCORP, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS’ EQUITY AND COMPREHENSIVE INCOME
(In thousands)

COMMON COMMON
ACCUMULATED OTHER STOCK STOCK
PREFERRED COMMON ADDITIONAL RETAINED TREASTRY COMPREHENSIVE ACQUIRED BY ACQUIRED BY  TOTALSTOCK-

STOCK STOCK PAID-IN CAPITAL EARNINGS STOCK INCOMF, ESOP MRP HOLDERS' EQUITY
Balance - March 31, 2001 51 $23 $23,769 $8,793 ($61) % - ($334) ($95) 32,096
Comprehensive income:
Net income - - - 4,714 - - - - 4,714
Change in net urrealized gain on
available-for-sale securities, net
of taxes - - - - - Ite - - 116
L omprehensive mcome, net of
taxes: 4,830
Dividends paid - - - (313) - - - - (313)
Purchase of treasury stock - - (5) - (77) - - - (82)
Allocation of ESOP Stock - - (8) - - - 182 - 174
Purchase of shares for MRP - - - - - - - 37 37
Balance - March 31, 2002 1 23 23,756 13,194 (138) 116 (152) (58) 36,742
Comprehensive income :
Net income - - - 3831 - - - - 3,831
Change in net unrcalized gain on
available-for-sale securities, net
of taxes - - - - - 634 - - 634
Comprchensive income, net of
taxes: 4,463
Dividends paid - - - (313) - - - - (313)
Treasury stock activity - - 5 - (32) - - - (47)
Allocation of ESOP Stock - - 20 - - - 152 - 172
Purchase of shares for MRP - - - - - - - 54 54
Balance—Mareh 31, 2003 1 23 23,781 16,712 (190) 750 - 4 41,073
Comprehensive incorne :
Net income - - 4,839 - - - - 4,839
Change in net unrealized gain on
available-for-sale sccurities, net
of taxes - - - - - (492) - - (492)
Comprehensive income, net of
tuxes: 4,347
Dividends paid - - (659) - - - - (659)
Treasury stock activity - - 32 - (200) - - - (118)
Allocation of ESOP Stock - - - - - . - - .
Issuance (Purchase) of shares for
MRP - - 19 - - - - (7 2
Balance—March 31, 2004 1§ 23 23,882 % 20,892 % (390) $ 258 % - 21 3 44,645

See accompanying notes to consolidated financial statements.

31




CARVER BANCORP, INC. AND SUBSIDIARIES
CONSOLIDA'TED STATEMENTS OF CASH FLOWS
(In thousands)
Year Ended March 31,
¥ 2004 T 2003 T 2002

Cash flows from operating activitics:
Net income $ 4,839 5 3,831 $ 4,713
Adjustments to reconcile nct income to net cash provided
by operating activities:

Provision for loan losses - - 900
ESOP and MRP cxpcnsc 33 206 206
Depreciation and amortization expensc 1,146 1,224 1.155
Amortization of intangibles 178 213 213
Other amortization 1,848 48] 625
Loss from sale of loans - - 101
Gain on salc of branches - - (987)
Gain on sale of foreclosed real estate - - 77)
Charge-off of branch improvements and related items, net - - (1,399)
Changes in assets and liabilities:
Decreasc (increasc) in accrued interest receivable 857 (542) (77)
Decrease (increase) in othcer assets 4,478 (6,112) (1.451)
Increase (decrease) in other liabilitics 3,615 (481) 6,185
(Decreasc) incrcasce in accrued interest payable (39) 134 (606)
Net cash provided by (used in) operating activities 16,955 (1,046) 9,501
Cash flows from investing activities:
Purchascs of scourities:
Available-for-sale (58,477) (91,112) (134,721)
Held-to-maturity (19,859) (4,145) -
Procceds from principal payments, maturitics and calls ol securities:
Available-for-sale 65,060 28,705 79,233
Held-to-maturity 12,693 6,578 6,357
Proceeds Itom sales of available-for-sale securities 23,871 - 32,676
Disburscments for loan originations (87,140) (59.,593) (63,190)
Loans purchascd from third parties (93,694) (42,260) (45,881)
Principal collections on loans 111,937 96,432 100,306
Redemption (Purchase) of FHLB-NY stock 864 (1,677) 1,992
Proceeds from loans sold 9,358 2,453 1,260
Proceeds from sale of other real cstate owned - - 553
Additions to premises and equipment (2,779) (1,166) (1,172)
Net cash used in investing activities (38,166) (65,787) (22,587)
Cash flows from linancing activitics:
Net increcase in deposits 26,501 22.210 61,900
Repayment of sccurities repurchase agreements - - (4,930)
Net (repayment of) proceeds from FHLB advances and - - -
other borrowed moncy (17.,455) 33,345 (25,019)
Issuance of trust preferred securities, net 12,741 - -
Cash paid for sale of deposits - - (15,383)
Common stock repurchased (303) (100) (77)
Dividends paid (659) (313) (312)
Net cash provided by financing activities 20,825 55,142 16,179
Net (deercase) increase in cash and cash cquivalents (386) (11,691) 3,093
Cash and cash equivalcents at beginning of the period 23,160 34,851 31,758
Cash and cash equivalents at end of the period % 22,774 $ 23,160 $ 34,851
Supplemental information:
Noncash Transfers-
Securities transferred from available-for-sale to held-to-maturity  $ - $ 22,811 $ -
Securities transferred from held-to-maturity to available-for-salce - - 45,700
Change in unrealized gain on valuation ol available-for-sale
investments, net (492) 634 116
Cash paid for-
Interest 8,739 9,616 12,685
Income taxes 2,825 3,106 473

See accompanying notes Lo consolidated financial statements
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CARVER BANCORP, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Nature of operations

Carver Bancorp, Inc. (on a stand-alone basis, the “Holding Company™ or “Registrant”), was incorporated in May 1996 and
its principal wholly owned subsidiary is Carver Federal Savings Bank (the “Bank™ or “Carver Federal™). Carver Statutory Trust I (the
“Trust”™) is another wholly owned subsidiary of the Holding Company. The Trust, which was formed in September 2003, exists for the
sole purpose of issuing trust preferred securities and investing the proceeds in an equivalent amount of subordinated debentures of the
Holding Company. CFSB Realty Corp. and CFSB Credit Corp. are wholly owned subsidiaries of the Bank. CFSB Credit Corp. is
currently inactive. The Bank owns a majority interest in Carver Asset Corporation, a real estate investment trust formed in the fourth
quarter of fiscal 2003. The Bank was chartered in 1948 and began operations in 1949 as Carver Federal Savings and Loan
Association, a federally chartered mutual savings and loan association. The Bank converted to a federal savings bank in 1986 and
changed its name at that time. On October 24, 1994, the Bank converted from mutual to stock form and issued 2,314,275 shares ol its
common stock, par value $0.01 per share. On October 17, 1996, the Bank completed its reorganization into a holding company
structure (the “Reorganization™) and became a wholly owned subsidiary of the Holding Company. 1In connection with the
Reorganization, each share of the Bank’s outstanding common stock was exchanged for one share of the Holding Company’s
common stock, par value $0.01 per share. See Note 11 of Notes to the Consolidated Financial Statements. Collectively, the Holding
Company, the Bank and the Holding Company’s other direct and indirect subsidiaries are referred to herein as the “Company™ or
“Carver.”

Carver Federal’s principal business consists of atlracting deposit accounts through its branch offices and investing those
funds in mortgage loans and other investments permitted by federal savings banks. The Bank has six branches located throughout the
City of New York that primarily serve the communities in which they operate.

Basis of consolidated financial statement presentation

The consolidated financial statements include the accounts of the Holding Company, the Bank, the Bank’s wholly owned or
majority owned subsidiarics, Carver Assct Corporation, CFSB Realty Corp. and CFSB Credit Corp., and Carver Statutory Trust I, a
subsidiary of the Holding Company. All significant intercompany accounts and transactions have been eliminated in consolidation.

The consolidated financial statements have been prepared in conformity with accounting principles generally accepled in the
United States of America. In preparing the consolidated financial statements, management is required to make estimates and
assumptions that affect the reported amounts of assets and liabilities as of the date of the consolidated statement of financial condition
and revenues and expenses for the period then ended. Estimates that are particularly susceptible to significant changes in the near-
term relate to prepayment assumptions on mortgage-backed securities, the determination of the allowance for loan losses and the
valuation of rcal estate owned. Actual results could differ significantly from those estimatcs.

Management believes that prepayment assumptions on mortgage-backed securities are appropriale, the allowance for loan
losses is adequate and real estate owned is properly valued. While management uses available information to recognize losses on
loans and real estate owned, future additions to the allowance for loan losses or futurc writc downs of real estate owned may be
necessary based on changes in economic conditions in the arcas where Carver Federal had extended mortgages and other credit
instruments,

In addition, various regulatory agencies, as an integral part of their cxamination process, periodically review Carver
Federal’s allowance for loan losses and real estate owned valuations. Such agencies may require Carver Federal to recognize
additions to the allowance for loan losses or additional write downs of real estate owned based on their judgments about information
available to them at the time of their examination.

Cash and cash equivalents

Cash and cash equivalents include cash and amounts due from depository institutions and federal funds sold. Generally,
federal funds sold are sold for one-day periods.

Securities
The Bank does not have trading securities, but does differentiate between held-to-maturity securities and available-for-sale

securities. When purchased, sceuritics arc classified in cither the sceuritics held-to-maturity portfolio or the securities available-for-
sale portfolio. Securities can be classified as held-to-maturity and carricd at amortized cost only if the Bank has a positive intent and
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ability 10 hold thosc sccurities to maturity. If not classificd as held-to-maturity, such securitics are classificd as securities available-
for-sale. Available-for-sale securities are reported at fair value. Unrealized holding gains or losses for securities available-for-sale
are to be excluded from earnings and reported net of deferred incomc taxes as a separate component of accumulated other
comprehensive income, a component of Stockholders’ Equity.

Sccurities held-to-maturity are carricd at cost, adjusted for the amortization of premiums and the accretion of discounts
using the level-yield method over the remaining period until maturity.

Gains or losses on sales of sccurities of all classifications are recognized based on the specific identification method.
Loans receivable

Loans receivable are carried at unpaid principal balances plus unamortized premiums, less the allowance for loan losses and
deferred loan fees and discounts.

The Bank defers loan origination fees and certain direct loan origination costs and accretes such amounts as an adjustment of
yicld over the contractual lives of the related loans using methodologies which approximate the interest method. Premiums and
discounts on loans purchased are amortized or accreted as an adjustment of yield over the contractual lives of the related loans using
methodologies which approximate the intercst method.

Loans are generally placed on non-accrual status when they are past due 90 days or more as to contractual obligations or
when other circumstances indicate that collection is questionable. When a loan is placed on non-accrual status, any interest accrued
but not received is reversed against interest income. Payments received on a non-accrual loan are either applied to the outstanding
principal balance or recorded as interest income, depending on an assessment of the ability to collect the loan. A non-accrual loan is
restored to accrual status when principal and intercst payments become less than 90 days past due and its future collectibility is
reasonably assured.

Allowance for loan losses

An allowance for loan losses is maintained at a level considered adequate to provide for potential loan losses. Management
is responsible for determining the adequacy of the allowance for loan losses and the periodic provisioning for estimated losses
included in the consolidated financial statements. The evaluation process is undertaken on a quarterly basis, but may increase in
frequency should conditions arise that would require management’s prompt attention, such as business combinations and
opportunities to dispose of non-performing and marginally performing loans by bulk salc or any development which may indicate an
adverse trend.

The methodology employed for asscssing the appropriateness of the allowance consists of the following criteria:

e  Establishment of reserve amounts for all specifically identified criticized loans that have been designated as
requiring attention by management’s internal loan review program, bank regulatory cxaminations or the external
auditors.

e  An average loss factor is applied to smaller balance homogenous types of loans not subject to specific review.
These loans include residential one- to four-family, multifamily, nonresidential and construction properties, which
also includes consumer and business loans.

¢  An allocation to the remaining loans giving effect to historical loss cxperience over several years and linked to
cyclical trends.

Recognition is also given to the changed risk profile brought about by business combinations, customer knowledge, the
results of ongoing credit quality monitoring processes and the cyclical nature of cconomic and business conditions. An important
consideration in applying thesc methodologies is the concentration of real estate related loans located in the New York City
metropolitan area.

The initial allocation or specific-allowance methodology commences with loan officers and underwriters grading the quality
of their loans on an eight-category risk classification scale. Loans identificd from this process as below investment grade are referred
to the Internal Asset Review Committee for further analysis and identification of those factors that may ultimately affect the full
recovery or collectibility of principal and/or interest. Thesc loans are subject to continuous review and monitoring while they remain
in the criticized category. Additionally, the Internal Assct Review Committce is responsible for performing periodic reviews of the
loan portfolio that are independent from the identification process employed by loan officers and underwriters. Gradings that fall
into criticized categorics are further evaluated and reserve amounts arc established for cach loan,

The scecond allocation or loss factor approach to common or homogencous loans is made by applying the average loss factor
to the outstanding balances in cach loan category.
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The final allocation of the allowance is made by applying scveral years of loss experience to categorics of loans. It gives
recognition to the loss experience of acquired businesscs, business cycle changes and the real cstate components of loans. Since
many loans depend upon the sufficiency of collateral, any adverse trend in the real estate markets could seriously affect underlying
values available to protect against loss.

Other cvidence used to support the amount of the allowance and its components are as follows:

e  Repulatory examinations

e  Amount and trend of criticized loans

e  Actual losses

®  TPeer comparisons with other financial institutions

e  Economic data associated with the real estate market in the Company’s market area
e  Opportunities to dispose of marginally performing loans for cash consideration

Carver Federal maintains a loan review system, which allows for a periodic review of its loan portfolio and the early
identification of potential problem loans. Such system takes into consideration, among other things, delinquency status, size of loans,
type of collatcral and financial condition of the borrowers. Loan loss allowances are established for problem loans bascd on a review
of such information and/or appraisals of the underlying collateral. On the remainder of its loan portfolio, loan loss allowances are
based upon a combination of factors including, but not limited to, actual loan loss cxperience, composition of loan portfolio, current
economic conditions and management’s judgment. Although management believes that adequate loan loss allowances have been
established, actual losses are dependent upon future events and, as such, further additions to the level of the loan loss allowance may
be necessary in the future.

A loan is considered to be impaired, as defined by Statement of Financial Accounting Standards (“SFAS™) No. 114,
“Accounting by Creditors for Impairment of a Loan” (“SFAS 114”), when it is probable that Carver Federal will be unable to collect
all principal and interest amounts duc according to the contractual terms of the loan agreement. Carver Federal tests loans covered
under SFAS 114 for impairment if they are on non-accrual status or have been restructured. Consumer credit non-accrual loans are
not tested for impainment because they are included in large groups of smaller-balance homogeneous loans that, by definition along
with lcases, are excluded from the scope of SFAS 114. Impaired loans are required to be measured based upon the present value of
expecled future cash flows, discounted at the loan’s initial effective interest rate, or at the loan’s market price or fair value of the
collateral if the loan is collatcral dependent. If the loan valuation is less than the recorded value of the loan, an impairment reserve
must be established for the difference. The impairment reserve is established by cither an allocation of the reserve for credit losses or
by a provision for credit losses, depending on various circumstances. [mpairment reserves are not needed when credit losses have
been recorded so that the recorded investment in an impaired loan is less than the loan valuation.

Concentration of risk

The Bank's principal lending activities are concentrated in loans secured by real estate, a substantial portion of which is
Jocated in the State of New York. Accordingly, the ultimate collectibility of a substantial portion of the Company’s loan portfolio is
susceptible to changes in New York’s market conditions.

Premises and equipment
Premises and equipment are comprised of land, at cost, and buildings, building improvements, furnishings and equipment

and leaschold improvements, at cost, less accumulated depreciation and amortization. Depreciation and amortization charges are
computed using the straight-line method over the following estimated useful lives:

Buildings and improvements 10 to 40 years
Furnishings and equipment 3 to 10 years
Leasehold improvements Lesser of useful life or remaining term of lease

Significant rencwals and betterments are charged to the property and equipment account. Maintenance and repairs are
charged to expensc in the year incurred.

Real estate owned

Real estatc acquired by foreclosure or deed in lieu of foreclosure is recorded at the fair value at the date of acquisition and
thercafter carried at the lower of cost or fair value less estimated sclling costs. The fair value of such assets is determincd based
ptimarily upon independent appraisals and other relevant factors. The amounts ultimately recoverable from real estate owned could
differ from the nct carrying value of these properties because of economic conditions.
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Costs incurred to improve propertics or prepare them for sale are capitalized. Revenues and expenses related to the holding
and opcrating of properties are recognized in operations as carned or incurred. Gains or losses on sale of properties are recognized as
incurred. The Bank had no real estate owned as of March 31, 2004.

ldentifiable Intangible Assets

Carver Federal adopted Statement of Financial Accounting Standards No.142 (“SFAS No. 142™), “Goodwill and Other
Intangible Assets” on January 1, 2002. SFAS 142 requires that goodwill and intangible assets with indefinite useful lives no longer be
amortized, but instead tested for impairment at least annually.

Identifiable intangible assets relate primarily to core deposit premiums, resulting from the valuation of core deposit
intangibles acquired in the purchase of two branch offices. These identifiable intangible assets are amortized using the straight line
method over periods not cxcceding the estimated average remaining life of the existing customer deposits acquired. Amortization
periods range from § to 15 years. Amortization periods for intangible assels are monitored to determine if events and circumstances
require such periods to be reduced.

Income taxes

Carver Federal accounts for income taxes using the asset and liability method. Temporary differences between the basis of
asscts and liabilities for financial reporting and tax purposcs are measured as of the balance sheei date. Deferred tax liabilities or
recognizable deferred tax assets are calculated on such differences, using current statutory rates, which result in future taxable or
deductible amounts. The cffect on deferred taxes of a change in tax rates is recognized in income in the period that includes the
enactment date,

Impairment

The Company annually evaluates long-lived assets, certain identifiable intangibles, deferred cost and goodwill for indication
of impairment in value. There has been no impairment for the past three years. When required, asset impairment will be recorded as
an expense in the current period.

Earnings (loss) per common share

Basic camings per share (“EPS”) is compuled by dividing income available to common stockholders by the weighted-
average number of common sharcs outstanding. Diluted EPS includes any additional common shares as if all potentially dilutive
common shares were issued (e.g. convertible preferred stock). For the purpose of these calculations, unreleased shares of the Carver
Federal Savings Bank Employee Stock Ownership Plan (“ESOP™) are not considered to be outstanding.

Treasury Stock
Treasury stock is recorded at cost and is presented as a reduction of stockholders’ equity.
Pension Plans

In Fcbruary 1998, the FASB issued SFAS No. 132, “Emplovers’ Disclosures about Pensions and Other Postretirement
Benefits " (“SFAS 1327). SFAS 132 revises employers’ disclosures about pension and other postretirement bencfit plans. It does not
change the measurement or recognition of those plans. Carver Federal has made the required disclosures in the accompanying Notes
1o the Consolidated Financial Statements,

Stock-Based Compensation Plans

Compensation expense is recognized for the Bank’s ESOP cqual to the fair value of shares committed to be released for
allocation to parlicipant accounts. Any difference between the fair valuc at that time and the ESOP’s original acquisition cost is
charged or credited to stockholders™ equity (additional paid-in capital). The cost of unallocated ESOP shares (sharcs not yet
committed 1o be released) is reflected as a reduction of stockholders’ equity.

The Holding Company accounts for its stock option plan (“Stock Option Plan”) in accordance with Accounting Principles
Board (*APB”) Opinion No. 25, Accounting for Stock Issued to Employees. Accordingly, compensation expense is recognized only if
the exercise price of the option is less than the fair value of the underlying stock at the grant date. SFAS 123, “Accounting for Stock-
Based Compensation” (“SFAS 123"), cncourages entities to recognize the fair value of all stock-based awards (measured on the grant
datc) as compcnsation expense over the vesting period.  Alternatively, SFAS 123 allows entities to apply the provisions of APB
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Opinion No. 25 and provide pro forma disclosures of net income and earnings per share as it the fair-value-based method defined in
SFAS 123 had been applied. The Holding Company has elected to apply the provisions of APB Opinion No. 25 and provide these
pro forma disclosures.

Carver Federal applies Accounting Principles Board Opinion No. 25, “Accounting for Stock Issued to Employees,” and
related interpretations in accounting for our stock-based Plan under which there is no charge to earnings for stock option awards and
the dilutive effect of outstanding options is reflected as additional share dilution in the computation of earnings per share.

Alternatively, Carver Federal could have accounted for its Stock Option Plan under SFAS 123, under which compensation
cost for stock option awards would be calculated and recognized over the service period (generally equal to the vesting period). Had
Carver Federal applied SFAS 123 for its Stock Option Plag, net income and carnings per common share would have been to the pro
forma amounts indicated below for the years ended March 31:

2004 2003 2002
(Dollars in thousands, except per share data)

Net income (loss) avatlable to common shareholders:
As reported $4,642 $3,634 $4,517
Total stock-based employee compensation expensc
determined under fair value basced methods for
all awards, net of related tax cffects (158) (88) (102)
Pro forma $ 4,484 $ 3,546 $ 4,415

Basic earnings (loss) per share:
As reported $2.03 $1.59 $1.98
Pro forma 1.96 1.55 1.94

Diluted earnings (loss) per share:

As reported $1.87 $1.52 $1.89
Pro forma 1.81 1.48 1.85
Weighted average number of shares outstanding 2,283,802 2,290,934 2,276,920

The fair valuc of the option grants was cstimated on the date of the grant using the Black-Scholes option pricing model
applying the following weighted average assumptions: risk-free interest rates of 2.50%, 2.50% and 4.50%, for the relevant fiscal years
ended March 31, 2004, 2003 and 2002 (“fiscal 20047, “fiscal 2003” and “fiscal 2002™), respectively; volatility of 45% for fiscal 2004
and 30% fiscal 2003 and fiscal 2002; expected dividend yicld was calculated using annual dividends of $0.20 per share for fiscal 2004
and fiscal 2003 and $0.05 for fiscal 2002; and an cxpected life of five years for employee option grants and scven years for directors
option grants.

The Holding Company’s management recognition and retention plan (“MRP”) is also accounted for in accordance with
Accounting Principles Board Opinion No. 25. The fair value of the shares awarded, measured at the grant date, is recognized as
unearncd compensation (a deduction from siockholders’ equity) and amortized to compensation expense as the shares become vested.
When MRP shares become vested, the Company rccords a credit to additional paid-in capital for tax benefits attributable to any MRP
deductions in excess of the grant-datc fair value charged to expense, for financial reporting purposes.

Reclassifications

Certain amounts in the consolidated financial statcments presented for prior periods have been reclassificd to conform with
the current year presentation.
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NOTE 2. SECURITIES

The following is a summary of securities at March 31, 2004:

Gross Unrealized
Carrying Estimated
Value Gains Losses Fair-Value
(Dolars in thousands)

Available-for-Sale:
Mortgage-backed securities:
Pass-through certificates:

Government National Mortgage Association $ 55,703 $ 169 $ (360) 5 55512
Federal Home Loan Mortgage Corporation 6,753 52 (93) 6,712
Federal National Mortgage Association 12,657 47 (78) 12,626
Total mortgage-backed securities 75,113 268 (531) 74,850
Equity Securities 48 10 - 58
U.S. Government Agency Securilies 21,200 296 (N 21,495
Total available-for-sale 96,361 574 (532) 96,403

Held-to-Maturity:
Mortgage-backed securities:
Pass-through certificates:

Government National Mortgage Association 1,465 96 - 1,561
Federal Home Loan Mortgage Corporation 21,305 362 (N 21,666
Federal National Mortgage Association 20,386 94 (234) 20,246
Small Business Administration 318 3 - 321
Total mortgage-backed securities 43.474 555 (235) 43,794
U.S. Government Agency Securities - - - -
Total held-to-maturity 43.474 555 (235) 43,794
Total securities $139,835 $ 1,129 $ (767) $140,197
The following is a summary of sccuritics at March 31, 2003:
Gross Unrealized
Carrying Estimated
Value Gains Losses Fair Value
(Dollars in thousands)
Available-for-Sale:
Mortgage-backed securities:
Pass-through certificates:
Government National Mortgage Association $ 47,066 8 184 $§ (130) $ 47,120
Fedcral Home Loan Mortgage Corporation 19,614 90 (1D 19,693
Federal National Mortgage Association 23,286 216 (32) 23,470
Total mortgage-backed sccurities 89,966 490 (173) 90,283
U.S. Government Agency Sceurities 38,187 585 - 38,772
Total available-for-salc 128,153 1,075 (173) 129,055
Held-to-Maturity:
Mortgage-backed sceurities:
Pass-through certificates:
Government National Mortgage Association 2,473 157 - 2,630
Federal Home Loan Mortgage Corporation 27,482 682 - 28,164
Federal National Mortgage Association 6,203 177 - 6,380
Small Business Administration 372 - (3) 369
Total mortgage-backed sccurities 36,530 1,016 (3) 37,543
Total held-to-maturity 36,530 1,016 (3) 37,543
Total securities $164,683 $ 2,091 $ (176) $166,598
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The net unrealized gain on available-for-sale sceurities was $42,000 ($26,000 after taxes) at March 31, 2004 as compared to
$902,000 ($750,000 after taxes) at March 31, 2003. On November 30, 2002 the Bank transferred $22.8 million of mortgage-backed
securities from available-for-sale to held-to-maturity as a result of management’s intention to hold these securities in portfolio until
maturity. A related unrealized gain of $468,000 was recorded as a separate component of stockholders’ equity and is being amortized
over the remaining lives of the sccurities as an adjustment to yield. As of March 31, 2004 the carrying value of these securities is
$18.1 million and a related unrealized gain of $232,000 (net of amortization) continues to be reported. Changes in unrealized holding
gains and losses between fiscal 2004 and fiscal 2003 resulted in an after-tax decrease in stockholders’ cquity of $492,000. These
gains and losses will continue to fluctuatc based on changes in the portfolio and market conditions.

Sales of available-for-sale securities resulted in gross realized gains during fiscal 2004 and the fiscal ycar ended March
31, 2002 of $31,000 and $1.4 million, respectively. There were no sales of sccurities in fiscal 2003.

The following is a summary of the carrying value (amortized cost) and fair valuc of securities at March 31, 2004, by
remaining period to contractual maturity (ignoring earlicr call dates, if any). Actual maturities may differ from contractual maturities
because certain security issuers have the right to call or prepay their obligations.

Carrying Fair
Value Value
(In thousands)

Available-for-sale ;

Less than one year $ 6,452 $ 6,461
One through five years 15,707 16,058
Five through ten years - -

After ten years 74,202 73,384

§ 96,361 $§ 96,403

Held-to-maturity:

Less than one year 12 12
One through five years 174 183
Five through ten years - -

After ten years 43,288 43,599

$ 43474  § 43,794

The unrealized losses and fair value of securitics that have been in a continuous unrealized loss position for less than 12
months and 12 months or longer were as follows:

March 31, 2004
Less than 12 months 12 months or longer Total
Unrealized Fair Unrealized Fair Unrealized Fair
Losses Value Losses Value Losses Value
(In thousands)
Available-for-Sale:
Mortgage-backed securities 3 (342) $ 32,035 § (189) $ 15220 % (531) $ 47,255
U.S. Government Agency Securities (1) 6,394 - - (1) 6,394
Total available-for-sale ~(343) 38,429 (189) 15,220 (532) 53,649
Held-to-Maturity:
Mortgage-backed sccurities (226) 17,951 (9) 1,379 (235) 19,330
Total securitics $ (569) $ 56,380 §  (198) § 16,599 § (767) § 72,979
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NOTE 3. LOANS RECEIVABLE, NET
A summary of loans receivable, net follows:

March 31,
2004 2003
Amount Percent Amount Perecent
(Dollars in thousands)

Real estate loans:

One- to four-family $ 98,645 2780 % § 71,735 24.20 %
Multifamily 120,252 33.88 131,749 44.45
Nonresidential 102,641 28.92 79,244 26.74
Construction 27,376 7.71 11,539 3.89
Constructton loans in process - - - -

Consumer and business 6,010 1.69 2,125 0.72

Total gross loans 354,924 100.00 % 296,392 100.00 %

Add:

Premium on loans 1,264 867

Less:

Deferred fees and loan discounts (163) (363)

Allowancc for loan Losses (4,125) (4,158)

Total $ 351,900 $ 292,738

At March 31, 2004, 91.0% of the Company’s rcal estate loans receivable were principally secured by properties located in
the State of New York,

The mortgage loan portfolios serviced tor Fannie Mac are not included in the accompanying consolidated financial
statements, The unpaid principal balances of these loans aggregated $11.7 million, $4.1 million and $2.9 million at March 31, 2004,
2003 and 2002, respectively. Custodial escrow balances, maintained in conncction with the foregoing loan scrvicing, werc
approximately $40,000, $16,000 and $28,000 at March 31, 2004, 2003 and 2002, respectively. During the year ended March 31, 2004
the Bank sold $9.4 million in loans with a gain of $118,000 recognizcd, as compared to $2.5 million in loans sold during fiscal 2003
and a minimal gain recognized.

The following is an analysis of the allowance for loan losses:

Year ended March 31,
2004 2003 2002
(Dollars in thousands)

Balance at beginning of the year $4.158 $4,128 $3,551
Provision charged to operations - - 900
Recoveries of amounts previously charged off 292 258 177
Loans charged-off (325) (228) (500)
Balance at cnding of the year $4,125 $4,158 $4,128

Non-accrual loans consist of loans for which the accrual of interest has been discounted as a resull of such loans becoming
90 days or more delinquent as to principal and/or intercst payments. Interest income on non-accrual loans is recorded when received.
Restructured loans consist of loans where borrowers have been granted concessions in regards to the terms of their loans due to
financial or other difficuliics, which rendered them unable to repay their loans under the original contractual terms.

At March 31, 2004, 2003 and 2002 the recorded investment in impaired loans was $2.1 million, $1.8 million and $2.8
million, respectively all of which represented non-accrual loans. The related allowance for credit losses was approximately $317,000
and $195,000 at March 31, 2004 and 2003, respectively. The impaired loan portfolio is primarily collateral depcndent. The average
recorded investment in impaired loans during the fiscal years ended March 31, 2004, 2003 and 2002 was approximately $2.0 million,
$1.8 million and $2.3 million, respectively. For the fiscal years ended March 31, 2004, 2003 and 2002, the Company did not
recognize any interest income on these impaired loans. Interest income of $185,000, $173,000 and $288,000, respectively, for the
fiscal years ended March 31, 2004, 2003 and 2002 would have been recorded on impaired loans had they performed in accordance
with the original contract.

At March 31, 2004 and 2003, there were no loans to officers or directors.
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NOTE 4. PREMISES AND EQUIPMENT, NET

The detai] of premises and equipment is as follows:

March 31,
2004 2003

(Dollars in thousands)
Land $ 415 $ 415
Building and improvements 8,838 8.477
Leasehold improvements 1,976 975
Furniture and Equipment 6,799 5,383

18,028 15,250
Less accumulated depreciation and amortization 6,202 5,057

§ 11,826 $ 10,193

Depreciation and amortization charged to operations for the fiscal years cnded March 31, 2004, 2003 and 2002 amounted to
$1.1 million, $1.2 million and $1.2 million, respectively.

NOTE 5. ACCRUED INTEREST RECEIVABLE

The detail of accrued interest receivable is as follows:

March 31,
2004 2003
(Dollars in thousands)
Loans receivable $ 1,683 $ 1,984
Mortgage-backed securitics 580 716
Investments and other interest bearing assets 226 646
Total accrued interest receivable $ 2,489 $ 3,346

NOTE 6. IDENTIFTABLE INTANGIBLE ASSETS

The identifiable intangible asscts relate to the acquisition of the Bedford-Stuyvesant branch office. Details follow:

March 31,
2004 2003
(Dollars in thousands)
Gross Net Gross Net

Carrying Accumulated  Carrying Carrying  Accumulated  Carrying

Value Amortization Valuc Valuc Amortization Value
Corc deposit premiums $ 582 $ 582 % - $ 582 % 410 % 172
Other 22 22 - 22 16 6
$ 604 $ 604 § - $ 604 § 426 $ 178
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NOTE 7. DEPOSITS

Decposit balances and weighted average stated interest rates at March 31 follow:

2004 2003
Percent of Percent of
Total Weighted Total Weighted
Amount Deposits Average Rate Amount Deposits Average Rate

(Dollars in thousands)

Non-intcrest -bearing demand % 20,966 5.6 % - % % 16,539 4.8 % - %
NOW demand 22,671 6.0 0.30 18,190 5.2 0.53
Savings and clubs 131,120 35.1 0.60 128,935 37.1 1.06
Maney Market savings 30,842 8.3 0.74 20,735 6.0 0.92
Certificates of deposit 168,066 45.0 1.97 162,765 46.9 2.20

Total $ 373,665 100.0 % 1.18 % § 347,164 100.0 % 1.51 %

Scheduled maturities of certificates of deposit follow:

March 31,
2004 2003
(In thousands)

Certificates of deposit by remaining
term to contractual maturity:

Within one year $ 127,739 $ 127,668
After one but within two years 15,817 12,492
After two but within three years 6,573 10,387
After three years 17,937 12,218

Total $ 168,066 $ 162,765

The aggregate amount of certificates of deposit with minimum denominations of $100,000 or more was approximately
$104.3 million at March 31, 2004 compared to $100.1 million at March 31, 2003.

Interest expense on deposits for the years ended March 31 follows:

2004 2003 2002
(In thousands)

NOW demand h) 85 $ 131 $ 237
Savings and clubs 1,000 1,477 2,342
Money market savings 235 189 302
Certificates of deposit 3,316 3,975 5,263
4,636 5,772 8,144
Mortgagors deposits 24 - -
Penalty for carly withdrawal of
certificates of deposit (11) (12) (17)
Total interest expense $ 4,649 $ 5,760 $ 8,127
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NOTE 8. BORROWED MONEY

Federal 1lome Loan Bank Advances (“FHLB"). FHLB advances and weighted average interest ratcs at March 31 follow, by
remaining period to maturity:

2004 2003
(Dollars in thousands)
Maturing

Year Ended Weighted Weighted

March 31, Average Rate Amount Average Rate Amount
2004 - % 3 - 1.93 % $ 18,250
2005 4.05 26,000 4.05 26,000
2006 3.46 32,840 3.46 32,840
2007 4.42 28,134 442 28,134
2008 3.49 3,300 349 3,300
2009 2.86 1,000 - -
2012 3.50 242 3.50 265

3.92 % $ 91,516 3.59 % $108,789

As a member of the FHLB, the Bank may have outstanding FHLB borrowings in a combination of term advances and
overnight funds of up to 25% of its total assets, or approximatcly $134.7 million at March 31, 2004. Borrowings are securcd by the
Bank’s investment in FHLB stock and by a blanket security agrcement. This agreement requires the Bank to maintain as collateral
certain qualifying assets (principally residential mortgage loans and sccurities) not otherwise pledged. At March 31, 2004 and 2003,
advances were sccured by pledges of the Bank’s investment in the capital stock of the FHLB of New York totaling $4.6 million and
$5.4 million, respectively and a blanket assignment of the Bank’s unpledged qualifying mortgage, mortgage-backed securities and
investment portfolios.

Securities Sold Under Agreements to Repurchase. In securilies sold under agreements to repurchase, the Bank borrows
funds through the transfer of debt securities to the FHLB, as counterparty, and concurrently agrees to repurchase the identical
sceurities at a fixed price on a specified date. Repurchase agreements are collateralized by the securities sold and, in certain cases, by
additional margin securities. At March 31, 2004 and 2003 there were no securitics sold under agreements to repurchase outstanding.

Subordinated Debt Securities. On September 17, 2003, Carver Statutory Trust I, issucd 13,000 shares, liquidation amount
$1,000 per share, of floating rate capital securities. Gross procceds from the sale of these trust preferred securities were $13.0
million, and, together with the proceeds from the sale of the trust's common securities, were uscd to purchase approximately $13.4
million aggregate principal amount of the Holding Company's floating rate junior subordinated debt securities due 2033, The trust
preferred sccuritics are redeemable quarterly at the option of the Company beginning on or after July 7, 2007 and have a mandatory
redemption date of September 17, 2033. Cash distributions on the trust preferred securitics are cumulative and payable at a floating
rate per annum (reset quarterly) equal to 3.05% over three-month LIBOR, with a current rate of 4.16%.




The following table sets forth certain information regarding Carver
indicated:

Amounts outstanding at the end of period:
FHLB advances
Guaranteed preferred bencficial interest in junior subordinated debentures
Loan for employee stock ownership plan

Weighted average rate paid at period end:
FHIL.B advances
Guaranteed preferred bencficial interest in junior subordinated debentures
Loan for employce stock ownership plan

Maximum amount of borrowing outstanding at any month end:
FHLB advances
Guaranteed preferred beneficial interest in junior subordinated debentures
Loan for employee stock ownership plan

Approximate average amounts outstanding for period:
FHLB advances
Guaranteed preferred bencficial interest in junior subordinated debentures
Loan for employee stock ownership plan

Approximate weighted average rate paid during period (1):
FHLB advances
Guaranteed preferred beneficial interest in junior subordinated debentures
Loan for employce stock ownership plan

Federal’s borrowings at the dates and for the periods

At or for the Year Ended
March 31,

2004 2003

(Dollars in thousands)

$ 91,516 $ 108,789
12,741 -

25 207

3.92% 3.59%
4.20% -

4.00% 4.00%

$ 112,030 $ 108,789
12,742 -
207 389

$ 99,359 $ 80,541
6,854 -
137 320

3.74% 3.99%
4.78% -

4.07% 4.24%

(1) The approximate weighted average ratc paid during the period was computed by dividing the average

amounts outstanding into the related interest expensc for the period.

NOTE 9. INCOME TAXES

The components of income tax cxpense for the years ended March 31 are as follows:

2004 2003 2002
(In thousands)
Federal income tax cxpense (bencfit):
Current $ 1,634 $ 4,200 $ 569
Deferrcd 427 (1,626) 1,792
2,061 2,574 2,361
State and local income tax expense (benefit):
Current 342 1,104 913
Deferred 90 (645) 46
432 459 959
Valuation allowance - - (2,439)
Total provision (or income tax $ 2493 $ 3,033 $ 331
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The reconciliation of the expected federal income tax rate to the consolidated effective tax rate for fiscal years cnded March
31 follows:

2004 2003 2002
Amount  Percent Amount  Percent Amount  Percent
(Dollars in thousands)

Statutory Federal income tax $ 2493 340 % $§ 2334 340 % $ 1,902 340 %
State and local income taxes, net of Federal tax benefit 285 3.9 303 44 632 11.3
Change in valuation allowance - - - - (2439 (43.6)
Other (285) (3.9) 396 5.8 786 14.0
Total income tax expense $ 2493 340 % § 3,033 42 % § 881 15.7 %

Carver Federal’s stockholders’ equity includes approximately $2.8 million at each of March 31, 2004, 2003 and 2002, which
has been scgregated for federal income tax purposes as a bad debt reserve. The usc of this amount for purposes other than to absorb
losscs on loans may result in taxable income for federal income taxes at the then current tax rate.

Tax effects of existing temporary diffcrences that give rise to significant portions of deferred tax assets and deferred tax
liabilities at March 31 of the years indicated follow:

2004 2003
(In thousands)
Deferred tax assets
Income from affiliate $ 1,943 $ 2,050
Allowance for loan losses 1,414 1,414
Deferred loan fees 52 287
Compensation and benefit plans 100 281
Rescrves for losses on other asscts 20 22
Non-accrual loan interest 242 194
Contributions carryforward - 1
Total deferred tax assets before valuation allowance 3,771 4,249
Valuation allowance - -
Total deferred tax assets 3,771 4,249
Deferred tax liabilities
Unrealized gain on available-for-sale securities 159 616
Identifiable Intangibles - 71
Depreciation 393 283
Total deferred tax Labilitics 552 970
Net deferred tax assets $ 3219 § 3279

A valuation allowance against the deferred tax assets at March 31, 2004 and 2003 was not established since it is more likely
than not that the results of future operations will generate sufficient future taxable income to realize the deferred tax assct.
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NOTE 10. EARNINGS PER COMMON SHARE

The following table reconciles the camings (loss) available to common shareholders (numerator) and the weighted average
common stock outstanding (denominator) for both basic and diluted carnings per share for the periods presented:

Year Ended March 31,

2004 2003 2002
(In thousands)

Net income 3 4,839 $ 3,831 $ 4,713
Preferred stock dividends (197) (197) (197)
Net income - basic 4,642 3,634 4,516
Impact of potential conversion of convertible preferred stock to common

stock 197 197 197
Net income — diluted $ 4,839 $ 3,831 % 4,713
Weighted average common shares outstanding — basic 2,284 2,291 2,277
Effect of dilutive securities convertible preferred stock and options 305 235 218
Weighted average common shares outstanding — diluted 2,589 2,526 2,495

NOTE 11. STOCKHOLDERS®* EQUITY

Conversion and Stock Offering. On October 24, 1994, the Bank issued in an initial public offering 2,314,375 shares of
common stock (par value $0.01) at a price of $10 per share resulling in net proceeds of $21.5 million. As part of the initial public
offering, the Bank established a liquidation account at the time of conversion, in an amount equal to the surplus and reserves of the
Bank at September 30, 1994. In the unlikely event of a complete liquidation of the Bank (and only in such cvent), eligible depositors
who continue to maintain accounts shall be entitled to receive a distribution from the liquidation account. The total amount of the
liquidation account may be decrcascd if the balances of eligible deposits decreased as mcasured on the annual determination dates.
The balance of the liquidation account was approximately $2.1 million (unaudited), and $2.1 million (unaudited) at March 31, 2004
and 2003, respectively, based on an assumed decrease of 15.25% of eligible deposits per annum. On October 17, 1996, the Bank
complected the Reorganization and becamc the wholly owned subsidiary of the llolding Company. Pursuant to an Agreement and
Plan of Reorganization, dated May 21, 1996, each share of the Bank’s outstanding common stock was exchanged for one sharc of the
Holding Company’s common stock. In connection with the Reorganization, a shareholder of the Bank cxercised appraisal rights and
100 shares of the Bank’s common stock were purchased from such shareholder in the fourth fiscal quarter of 1997. Accordingly,
2,314,275 shares of thc Holding Company’s common stock were outstanding. The Bank is not permitted to pay dividends to the
Holding Company on its capital stock if the effect thereof would cause its net worth to be reduced below cither: (i) the amount
required for the liquidation account, or (ii) the amount required for the Bank to comply with applicablc minimum regulatory capital
requirements.

“onvertible Preferred Stock.  On January 11, 2000, the Holding Company sold, pursuant to a Securities Purchase
Agreement, dated January 11, 2000, in a privatc placement 40,000 shares of Series A Convertible Preferred Stock (the “Scries A
Preferred Stock™) to Morgan Stanley & Co. Incorporated (“MSDW™) and 60,000 Shares of Serics B Convertible Preferred Stock (the
“Series B Preferred Stock™) to Provender Opportunitics Fund L.P. (“Provender”). In addition, Carver Federal entered into a
Registration Rights Agrcement, dated January 11, 2000, with MSDW and Provender. The gross procceds from the private placement
were $2.5 million. On June 1, 2004, Provender sold all 60,000 of its Series B Preferred Stock to Keefe Bruyette & Woods, Inc.

The Serics A Preferred Stock and Series B Preferred Stock (collectively the “Preferred Stock™) accrue annual dividends at
$1.97 per share. Dividends arc payable semi-annually on June 15 and December 15 of cach year. Each share of Preferred Stock is
convertible at the option of the holder, at any time, into 2.08333 shares of Carver Federal’s Common Stock, subject to certain
antidilution adjustments. The Holding Company may redeem the Preferred Stock beginning January 15, 2004. In the event of any
liquidation, dissolution or winding up of Carver Fedcral, whether voluntary or involuntary, the holders of the shares of Preferred
Stock shall be entitled to receive $25 per sharc of Preferred Stock plus all dividends accrued and unpaid thereon. Each share of
Prcferred Stock is cntitled to one vote for cach share of Common Stock into which the Preferred Stock can be converted.

At March 31, 2004 unpaid accrued dividends related to the Preferred Stock amounted to $58,000.

Regulatory Capital. The operations and profitability of the Bank are significantly affected by legislation and the policies of
the various regulatory agencies. The Office of Thrift Supervision (*OTS™) has promulgated capital requirements for financial
institutions consisting of minimum tangible and core capital ratios of 2.0% and 3.0%, respectively, of the institution’s adjusted total
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assets and a minimum risk-based capital ratio of 8.0% of the institution’s risk weighted assets. Although the minimum core capital
ratio is 3.0%, the Federal Deposit Insurance Corporation Improvement Act, as amended (“FDICIA™), stipulates that an institution
with less than 4.0% core capital is deemed undercapitalized. At March 31, 2004 and 2003, the Bank exceeded all of its regulatory
capital requirements.

The following is a summary of the Bank’s actual capital amounts and ratios as of March 31, 2004 and 2003 compared to the
OTS requirements for minimum capital adequacy and for classification as a well-capitalized institution:

Minimum Capital Classification as
Bank Actual Adequacy Well Capitalized
Amount Ratio Amount Ratio Amount Ratio
March 31, 2004 (Dollars in theusands)
Tangible capital $ 57,191 106 % $ 10,776 2.0 % N/A N/A %
Leverage capital 57,191 10.6 21,553 4.0 26,941 5.0
Risk-based capital:
Tier 1 $ 57,191 16.5 $ 13,863 40  $ 20,794 6.0
Total 61,316 17.7 27,726 8.0 34,657 10.0
March 31, 2003
Tangible capital $ 39,725 7.8 % $ 10,170 2.0 % N/A N/A %
Leverage capital 39,725 7.8 20,341 4.0 25,426 5.0
Risk-based capital:
Tier 1 $ 39,725 12.8 $ 12,422 4.0 $ 18,633 6.0
Total 43,610 14.0 24,844 8.0 31,055 10.0

The following table reconciles the Bank’s stockholders’ equity at March 31, 2004, in accordance with accounting principles
generally accepted in the U.S. to regulatory capital requirements:

Regulatory Capital Requirements

GAAP Tangible Leverage Risk-Based
Capital Capital Capital Capital
(In thousands)
Stockholders' Equity at March 31, 2004 (1) $ 57442 § 57442 § 57,442 $ 57,442
Add:
General valuation allowances - - 4,125
Deduct:

Unrealized loss on securities available-for-sale, net (251) (251 (251)
Goodwill and qualifying intangible assets - - -
Regulatory Capital 57,191 57,191 61,316
Minimum Capital requirement 10,776 21,553 27,726
Regulatory Capital Excess $ 46415 § 35638 § 33,590

(1) Reflects Bank only.

Comprehensive Income. Comprehensive income represents net income and certain amounts reported directly in
stockholders’ equity, such as the nct unrealized gain or loss on securities available for salc. The Holding Company has reported its
comprehensive income for fiscal 2004 and 2003 in the consolidated statements of changes in stockholders’ equity and comprehensive
income. Carver Federal’s other comprehensive income or loss (other than net income), which is attributable to unrealized gains and
losses on securities, for the year ended March 31, 2004 and 2003 were $258,000 and $750,000, respectively. Included in the amounts
at March 31, 2004 and 2003 was $232,000 and $255,000, respectively, relating to an unrealized gain on available-for-sale securities
that were transferred during fiscal 2003 to held-to-maturity. This unrealized gain is an unrealized gain reported as a separate
component of stockholders’ equity and is amortized over the remaining lives of the securities as an adjustment to yield.
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NOTE 12. EMPLOYEE BENEFIT AND STOCK COMPENSATION PLANS

Pension Plan. Carver Federal has a non-contributory defined benefit pension plan covering all eligible employees. The
benefits arc based on each cmployee’s term of service. Carver Federal’s policy is to fund the plan with contributions which equal the
maximum amount deductible for federal income tax purposes. The plan was curtailed during the fiscal year cnded March 31, 2001.

The following table scts forth the plan’s changes in bencfit obligation, changes in plan assets and funded status and amounts
recognized in Carver Federal’s consolidated financial statements at March 31:

2004 2003
(Tn thousands)
Change in projected benefit obligation during the year
Projected benefit obligation at the beginning of year 2,752 % 2,623
Interest cost 172 178
Actuarial loss 43 182
Benefits paid (231) (231
Projected bencfit obligation at ¢nd of year 2,736 § 2,752
Change in fair value of plan asscts during the ycar
Fair value of plan assets at beginning of year 2,907 % 3,360
Actual return on plan assets 392 (23D
Bcenefits paid (231) (231)
Fair value of plan asscts at end of ycar 3,068 § 2,907
Funded status 332 % 155
Unrecognized (gain) / loss (33) 93
Accrued pension cost 299 3§ 248
Net periodic pension benefit included the following components for the years ended March 31 are:
2004 2003 2002
(In thousands)
Interest cost $ 172 $ 178 $ 182
Expected rcturn on plan assets (223) (260) (279)
Amortization of:
Unrecognized (gain) — {19) {56)
Net periodic pension (benefit) $ (51) $ (101) $ (153)

Significant actuarial assumptions used in determining plan benefits for the years ended March 31 are:

2004 2003 2002
Annual salary increase (1) N/A N/A N/A
Expected Long-term return on assets 8.00% 8.00% 8.00%
Discount rate used in measurement of benefit obligations 6.50% 6.50% 7.00%

(1) The annual salary increase rate is not applicable as the plan is frozen,

Savings Incentive Plan. Carver has a savings incentive plan, pursuant to Section 401(k) of the Code, for all eligible
employees of the Bank. Pursuant to the plan, Carver may make an annual non-¢lective contribution to the 401(k) plan on behalf of
each eligible employee up to 2% of the employee’s annual pay, subject to IRS limitations. This non-elective Carver contribution may
be made regardless of whether or not the employee makes a contribution to the 401(k) plan. To be eligible for the non-elective
Carver contribution, the employee must have comipleted at least one year of service and be employed as of the last day of the plan
year, December 31. In addition, Carver matches contributions to the plan equal 10 100% of pre-tax contributions made by each
employee up to a maximum of 4% of their pay, subject to IRS limitations. All such matching contributions to the plan will be fully
vested and non-forfeitable at all times regardless of the years of service. However, the non-glective Carver contribution, if awarded,
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vests over a five-ycar period. Total savings incentive plan expenses for the years ended March 31, 2004, 2003 and 2002 wcre
$95,000, $127,000 and $60,000, respectively,

Directors’ Retirement Plan. Concurrent with the conversion to the stock form of ownership, Carver Fedcral adopted a
retirement plan for non-employee directors. The plan was curtailed during the fiscal ycar ended March 31, 2001. The benefits are
payable bascd on the term of service as a divector. The following table sets forth the plan’s changes in benefit obligation, changes in
plan assets and funded status and amounts recognized in Carver Federal's consolidated financial statements at March 31:

2004 2003
(In thousands)

Changg in projected benefit obligation during the ycar
Projected benefit obligation at beginning of year $ 200 % 264
Interest cost 12 17
Actuarial (gain) - (38)
Bencfits paid (43) _(43)

Projected benefit obligation at end of year $ 169 % 200
Change in fair value of plan assets during the year
Fair value of plan assets at beginning of year b - % -
Employer contributions 43 43
Benefits paid (43) _(43)
Fair value of plan assets at end of year $ - 8 -
Funded Status $ (169 $  (200)
Unrecognized (gain) (7 a7n
Accrued pension cost §  (186) & (217)

Net periodic pension cost for the years ended March 31, 2004, 2003 and 2002 included the following:

2004 2003 2002
(Tn thousands)
Interest cost $ 12 $ 17 3 19
Net periodic pension cost 8 12 b 17 b3 19

The actuarial assumptions used in determining plan benefits include a discount rate of 6.5%, 6.5% and 7.25% for the ycars
ended March 31, 2004, 2003 and 2002, respectively.

Management Recognition Plan (*MRP”). The MRP provides for automatic grants of restricted stock to certain cmployces as
of the September 12, 1995 adoption of the MRP. In addition, the MRP provides for additional discretionary grants of restricted stock
to those employees sclected by the committce established to administer the MRP, Awards generally vest in three to five equal annual
installments commencing on the first anniversary date of the award, provided the recipient is still an employee of the Holding
Company or the Bank on such date. Awards will become 100% vested upon termination of service duc to death or disability. When
shares become vested and are distributed, the recipients will receive an amount equal to any accrued dividends with respect thereto.
On September 23, 2003, the MRP was amended to increase the number of shares available to 119,431, Pursuant to the MRP, the
Bank recognized $128,000, $79,000 and $119,000 as expense for the years ended March 31, 2004, 2003 and 2002, respectively.

Employee Stock Ownership Plan. Effective upon conversion, an ESOP was established for all eligible employees. The ESOP
used $1,%21,320 in proceeds from a term loan obtained trom a third-party institution to purchase 182,132 shares of Bank common
stock in the initial public offering. The term loan principal is payable over forty equal quarterly installments through September 2004,
Intercst on the term loan is payable quarterly, initially at a rate of 3.00% over the average federal funds ratc. On May 20, 2002, the
term loan was modified to provide for interest at a fixed rate of 4% per annum. Each year, the Bank intends to make discretionary
contributions (o the ESOP, which will be equal to principal and intcrest payments required on the term loan less any dividends
received by the ESOP on unallocated shares,

Shares purchased with the loan procecds were initially pledged as collateral for the term loan and are held in a suspensc
account for future allocation among the participants on the basis of compensation, as described by the Plan, in the year of allocation,
Accordingly, the ESOP shares pledged as collateral are teported as uneamed ESOP sharcs in the consolidated statements of financial
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condition. As shares are committed to be released from collateral, the Bank reports compensation expense equal to the current market
price of the shares, and the shares become outstanding for net income per common share computations. ESOP compensation expense
was $0, $172,000 and $174,000 for the years ended March 31, 2004, 2003 and 2002, respectively.

The ESOP shares at March 31 follow:

2004 2003
(In thousands)
Allocated shares 177 163
Unrecleased shares 5 19
Total ESOP shares 182 182
Fair value of unrcleased shares $ 117 $ 261

Stock Option Plan. During 1995, the Holding Company adopted the 1995 Stock Option Plan (the “Plan™) to advance the
interests of the Bank through providing stock options to select key employees and directors of the Bank and its affiliates. The number
of shares reserved for issuance under the plan is 338,862. At March 31, 2004, there were 229,636 options outstanding and 108,925
were exercisable. Options are granted at the fair market value of Carver Federal common stock at the time of the grant for a period
not to exceed ten years. Under the Plan, as amended, option grants generally vest on an annual basis ratably over either three or five
years, commencing afier one year of service. In some instances, portions of option grants vest at the time of the grant. All options are
exercisable immediately upon a participant’s disability, death or a change in control, as defined in the Plan,

Information regarding stock options as of and for the ycars ended March 31 follows:

2004 2003 2002
Weighted Weighted Weighted
Average Average Average
Exercise Exercise Exercise
Options Price Options Price Options Price
Outstanding, beginning ol year 192,176  §& 10.07 134,767 $ 910 112,963  § 917
Granted 43,638 16.35 65,142 12.05 59,767 9.86
Exercised (77) 12.06 (333) 9.93 (2,500) 6.75
Forfeited (6,101) 10.39 (7,400) 10.14 (35,463) 10.61
Outstanding, end of ycar 229,636 11.25 192,176 10.07 134,767 9.10
LExercisable at year end 108,925 106,020 - 65,600 -
Information regarding stock options at March 31, 2004 follows:
Options Outstanding Options Exercisable
Weighted  Weighted Weighted
Average Average Average
Range of Remaining Exercise Excrcise
Exercise Prices Shares Life Price Shares Price
$ 800 $ 899 68,000 6 years $ 824 50,000 $ 826
9.00 9.99 46,560 7 years 9.86 32,369 9.83
10.00 10.99 7,000 7 years 10.53 4,600 10.54
11.00 11.99 2,500 9 years 11.28 833.00 11.28
12.00 12.99 61,176 8 years 12.08 20,123 12.08
13.00 13.99 1,000 4 years 13.81 1,000 13.81
15.00 15.99 10,000 9 years 15.96 -
16.00 16.99 33,019 9 years 16.41 -
21.00 21.99 381 10 years 21.76 — -
Total 229,636 108,925
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NOTE 13. COMMITMENTS AND CONTINGENCIES

The Bank is a party to financial instruments with off-balance sheet risk in the normal course of business to meet the
financing nceds of its customers.

These financial instraments primarily include commitments to extend credit and to scll loans. Those instruments involve, to
varying degrees, elements of credit and interest rate risk in excess of the amount rccognized in the statements of financial condition.
The contract amounts of those instruments reflect the extent of involvement the Bank has in particular classes of financial
instruments,

The Bank's exposure to credit loss in the event of nonperformance by the other party to the financial instrument for
commitments to extend credit is represented by the contractual notional amount of those instruments. The Bank uses the same credit

policies making commitments as it does for on-balance-sheet instruments.

The Bank has outstanding various commitments as follows:

March 31,
2004 2003
(In thousands)
Commitments to originate mortgage loans $ 71,114 $ 10,643
Commitments to originate consumer loans 2,844 2,464
Letters of Credit 1,908 1,908
Total b 75,866 $ 15,015

At March 31, 2004, of the $71.1 million in outstanding commitments to originate mortgage loans, $58.8 million rcpresented
commitments to originate non-residential mortgage loans at variable rates within a range of 5.45% to 7.25%, $5.9 million represented
the balance of all other real estate loans at fixed rates between 4.50% to 6.50% and $6.4 million represented construction loans at an
average rate of 4.79%.

At March 31, 2004, undisbursed funds from approved consumer lines of credit, primarily credit cards, totaled $2.4 million.
Such lines consist of unsecured and secured lines of credit of $2.1 million and $281,000 respectively. All such lines carry adjustable
rates. At March 31, 2004, undisbursed funds from approved unsecured commercial lines of credit totaled $45,000. At March 31,
2004, the Bank maintains one letter of credit in the amount of $1.9 million.

Commitments to extend credit are agrcements to lend to a customer as long as there is no violation of any condition
established in the contract, Commitments generally have fixed expiration dates or other termination clauses and may require payment
of a fee. Since some of the commitments are expected to expire without being drawn upon, the total commitment amounts do not
necessarily represent future cash requirements. The Bank cvaluates each customer’s creditworthiness on a case-by-case basis. The
amount of collateral obtained if deemed necessary by the Bank upon extension of credit is based on management’s credit evaluation
of the counter-party.

Collateral held consists primarily of residential real estate, but may include income-producing commercial properties.

Rentals, including real estate taxes, under long-term operating leases for certain branch offices aggregated approximately
$245.000, $186,000, and $142,000 for the years cnded March 31, 2004, 2003 and 2002, respectively. As of March 31, 2004,
minimum rental commitments under all noncancellable leases with initial or remaining terms of more than one year and expiring
through 2012 follow:

Year Ending Minimum
March 31, Rental

(In Thousands)
2005 $ 370

2006 374
2007 291
2008 281
2009 299
Thereafter 1,004
§ 2619
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The Bank also has, in thc normal course of business, commitments for services and supplics. Management does not
anticipate losscs on any of these transactions.

Legal Proceedings. From time lo time, Carver Federal is a party to various legal proceedings incident to its business.
Certain claims, suits, complaints and investigations involving Carver Federal, arising in the ordinary course of business, have been
filed or are pending. The Company is of the opinion, after discussion with legal counsel representing Carver Federal in these
proceedings, that the aggregate liability or loss, if any, arising from the ultimatc disposition of these matters would not have a material
adverse effect on the Company’s consolidated financial position or results of operations. At March 31, 2004, excepl as set forth
below, there were no material legal procecedings to which the Cormpany or its subsidiaries was a party or to which any of their
property was subject.

On or about April 29, 1999, plaintiff Reginald St. Rose (“St. Rose™), a former Carver Federal employee, filed suit against
Carver Federal in the Supreme Court of the State of New York, County of New York (the “St. Rose Action™). On or about January
12, 1999, Carver Federal and St. Rose entered into an agreement (the “Agreement”) providing that $t. Rose would resign from Carver
Federal on the terms and conditions set forth in the Agreement. In the St. Rose Action, St. Rose alleged breach of contract,
promissory estoppel, and fraudulent misrepresentation related to the Agreement and St. Rose’s scparation from Carver Federal, 5t
Rose sought damagces in an arount not less than $50,000 with respect to the breach of contract causc of action and sought undisclosed
damages with respect to the promissory estoppel claim. Carver Federal had unasserted counterclaims against St. Rose for, among
other claims, payment of certain financial obligations to Carver Federal, The parties reached a final settlement during the fourth
quarter of fiscal 2004, which scttlement will not have a material impact on the Bank's financial condition or results of operations.

Carver Fedcral was a defendant in two actions brought by Ralph Williams (“Williams Action I” and “Williams Action II")
and an action brought by Janice Pressley (the “Pressley Action”™) both of which arose out of events concerning the Northeastern
Conference Federal Credit Union (“Northeastern™). Plaintiff Williams is a former member of the Board of Directors of Northeastern
and plaintifl Pressley is former treasurer of Northeastern. Northeastern was a federal credit union, and it maintained accounts with
Carver Fedcral and other banks in the New York metropolitan area (collectively, the “Bank Defendants™). Plaintiffs alleged that the
National Credit Union Administration (“NCUA™) acted improperly when it placed Northeastern into conservatorship and subsequent
liquidation. In or about July 1998, Williams commenced Williams Action T in the United Statcs District Court, District of Columbia,
seeking to restrain thc NCUA from executing on the conscrvatorship order and an order directing the Bank Defendants to “restore
[their] accounts to their original status.” The Bank Defendants were not served with the pleadings in Williams Action L, and the court
entered judgment against them on default. After the Bank Defendants learned of this case, they made a motion in September 2001 to
vacate the defaull judgment. In January 2004, Williams Action I was dismissed without prejudice.

On or about November 22, 2000, Williams filed Williams Action 11 in the United States District Court, District of Columbia,
against the NCUA and the Bank Defendants seeking damages in the amount of $1 million plus certain additional unspecified amounts
for the allcgedly “unauthorized” or “invalid” actions of the NCUA Board of Directors in taking control of Northeastern as well as
damages for discrimination and civil rights violations. Plaintiff Pressley filcd the Pressley Action in the same court against the same
defendants secking unspecitied compensatory and punitive damages based on identical allegations as Williams, except that she also
alleged certain claims of employment discrimination. The Bank Defendants filed a joint motion to dismiss Williams Action 11, which
motion was granted by the District Court and appealed by Williams, The Bank Defendants collectively filed & motion for summary
affirmance of the District Court's decision on October 9, 2003, which motion was granted on April 1, 2004, resolving Williams
Action I and Williams Action 1l in the Bank Defendants’ favor. The Bank Defendants also madc a joint motion to dismiss the
Pressley Action. After grant of the motion and appeal by Pressley, the Court of Appeals dismissed the appeal in August 2003 and, in
October 2003 with the consent of Pressley’s counsel, the District Court ordered the dismissal of Pressley’s case against the Bank
Defendants, resolving the Pressley Action in its entircty.

In or about January 2004, Michael Lee & Company, former accountants for ITale House Center, Inc. (“Michael Lee™), filed
an action against Carver I'ederal in New York County Supreme Court, asserting a single claim for contribution against Carver
Federal. The complaint alleges that Carver Federal should be liable to Michacl Lee in the cvent that Michacl Lee is found liable to
non-parties Hale Tlouse Center, lnc. and its affiliated corporations (“lHale House plaintiffs™) in a scparate action that the 1lale House
plaintiffs have filed against Michael Lee. The llale House plaintiffs have asserted claims of professional malpractice and breach of
contract against Michael Lee for providing deficient accounting scrvices to Ilalc House, The basis of Michael Lee's contribution
claim against Carver Federal is that Carver Federal allegedly breached a lepal duty it owed Hale House by improperly opening and
maintaining a checking account on behalf of one of the ITalc House affiliates. Michacl Lee seeks contribution from Carver Federal in
the amount of at least $8.5 million or the amount of any moncy judgment entered against Michael Lee in favor of the Hale House
plaintiffs, On February 4, 2004 Carver Federal filed a motion to dismiss the complaint in its entircty and, on February 11, 2004,
Michael Lee scrved a cross-motion for summary judgment against Carver Federal. In May 2004, the court ruled in favor of Carver
Federal and judgment was entered in Carver Federal’s favor on June 14, 2004. Michacl Lee’s time to appeal will run until July 20,
2004,




NOTE 14. FAIR VALUE OF FINANCTAL INSTRUMENTS

The fair value of a financial instrument is defined as the amount at which the instrument could be exchanged in a current
transaction between willing parties, other than a forced or liquidation sale. Significant estimations were used by the Bank for the
purpose of this disclosure. Estimated fair values have been determined by the Bank using the best available data and estimation
methodology suitable for each category of financial instrument. For thosc loans and deposits with floating interest rates, it is
presumed that estimated fair values generally approximate their recorded book balances. The estimation methodologies used and the
estimated fair values and carrying values of the Bank’s financial instruments are set forth below:

Cash and cash equivalents and accrued interest receivable

The carrying amounts for cash and cash equivalents and accrued interest receivable approximate fair valuc because they
mature in threc months or less.

Securities

The fair values for securities available-for-sale, mortgage-backed sceurities held-to-maturity and investment securities held-
to-maturity are based on quoted market or dealer prices, if available. If quoted market or dealer prices are not available, fair value is
estimated using quoted market or dealer prices for similar securities.

Loans receivable

The fair value of loans receivable is estimated by discounting future cash flows, using current rates at which similar loans
would be madc to borrowers with similar credit ratings and for the same remaining maturities of such loans.

Deposits

The fair valuc of demand, savings and club accounts is equal to the amount payablc on demand at the reporting date. The
fair value of certificates of deposit is cstimated using rates currently offered for deposits of similar remaining maturities. The fair
value estimates do not include the benefit that results from the low-cost funding provided by deposit liabilities compared to the cost of
borrowing funds in the market,

Borrowings

The fair values of advances from the Federal Home Loan Bank of New York, securities sold under agreement to repurchase
and other borrowed money are cstimated using the rates currently available to the Bank for debt with similar terms and remaining
maturitics.

Commitments

The fair market value of unearned fees associated with financial instruments with off-balance sheet risk at March 31, 2004
approximates the fees received. The fair value is not considered material.

The carrying amounts and estimated fair values of the Bank’s financial instruments at March 31, 2004 and 2003 follow:

2004 2003
Carrying Estimated Carrying Estimated
Amount Fair Valuc Amount Fair Value
(In thousands)

Financial Assets:

Cash and cash equivalents $ 22714 % 227774 % 23,160 % 23,160
Investment sccurities available-for-sale 21,248 21,553 38,187 38,772
Mortgage backed securitics held-to-maturity 43,474 43,794 36,530 37,543
Mortgage backed securities available-lor-sale 75,113 74,850 89,966 90,283
Loans receivablc 351,900 362,684 292,738 316,073
Accrucd interest reccivable 2,489 2,480 3,346 3,346
Financial Liabilities:
Deposits $ 373,665 § 375294 § 347,164 § 349317
Advances from FHLB of New York 91,516 94,469 108,789 112,443
Other borrowed money 12,766 13,027 207 215
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Limitations

The fair value estimates are made at a discretc point in time based on relevant market information about the financial
instruments. These estimates do not reflect any premium or discount that could result from offering for salc at onc time the entire
holdings of a particular financial instrument. Because no quoted market vatue exists for a significant portion of the Bank’s financial
instruments, fair value estimates are based on judgments regarding future expected loss experience, current economic conditions, risk
characteristics of various financial instruments, and other factors. These estimates are subjective in nature and involve uncertainties
and matters of significant judgment and, therefore, cannot be determined with precision. Changes in assumptions could significantly
affect the estimates,

In addition, the fair value estimatcs are based on existing off balance sheet financial instruments without attempting to value
anticipated futurc business and the value of assets and liabilities that are not considered financial instruments. Other significant assets
and liabilitics that are not considered financial assets and liabilities include premises and equipment and advances from borrowers for
taxes and insurance, In addition, the tax ramifications related to the realization of unrealized gains and losses can have a significant
effect on fair value estimates and have not been considered in any of the estimates.

Finally, reasonable comparability between financial institutions may not be likely due to the wide range of permitted
valuation techniques and numerous estimates which must be made given the absence of active secondary markcts for many of the
financial instruments. This lack of uniform valuation methodologies introduces a greater degree of subjectivity to these estimated fair

values.

NOTE 15. QUARTERLY FINANCIAL DATA (UNAUDITED)

The following is a summary of unaudited quarterly financial data for fiscal ycars ended March 31, 2004 and 2003:

Three Months Ended
June 30 September 30 December 31 March 31
(Dollars in thousands, except per share data)

Fiscal 2004
Interest income $6,516 $6.602 $6,483 $6,633
Interest expense (2,230) (2,109) (2,217) (2,144)

Net interest income 4,286 4,493 4,266 4,489
Provision for loan losses - - - -
Non-interest income 1,140 1,574 1,577 984
Non-interest expense (3,780) (3,890) (3,971) (3,836)
Income tax expense (559) (751) (636) (547)

Net income $1,087 $1,426 $1,236 $1,090
Earnings per common share

Basic $0.45 $0.60 $0.52 $0.46

Diluted $0.42 $0.55 $0.47 $0.42
Fiscal 2003
Interest income $6,768 $6,759 $6,761 $7.,101
Interest expense (2,338) (2,210) (2,218) (2,216)

Net interest income 4,430 4,549 4,543 4. 885
Provision for loan losses - - - -
Non-interest income 953 716 750 741
Non-interest expense (3,795) (3,533) (3,539) (3,837)
Income taxes (expense) benefit (714) (797) (807) (715)

Net income (loss) $874 $935 $947 $1,074
Earnings (loss) per common share

Basic $0.36 $0.39 $0.39 $0.45

Diluted $0.35 $0.37 $0.38 $0.42




NOTE 16. CARVER BANCORP, INC. (PARENT COMPANY ONLY) FINANCIAL STATEMENTS

CONDENSED STATEMENTS OF FINANCIAL CONDITION

ASSETS

Cash on deposit with the Bank
Investment Securities
Investment in the Subsidiaries
Other Assets

Total assets

LIABILITIES AND STOCKHOLDERS’ EQUITY
LIABILITIES

Borrowings

Accounts payable to Subsidiaries

Other liabilities

Total liabilities

Stockholders” equity
Total liabilities and stockholders’ equity

CONDENSED STATEMENTS OF INCOME

INCOME

Equity in net income from Subsidiaries
Interest income from deposit with the Bank
Other income

Total income

EXPENSES

Interest Expense on Borrowings
Salarics and employce benefits
Legal expense

Shareholder expense

Other

Total expense

Income before income taxes
Income tax cxpensc
Net income

As of March 31,

2004

2003

(In thousands)

$ 93 % 87
59 -
57,846 41,055
12 -

$ 58010 § 41,142
$ 13,144 % -
22 1

199 68

$ 13365 % 69
44,645 41,073
$ 58010 § 41,142

Year Ended March 31,

2004 2003 2002
(Tn thousands)

8,328 $ 7,320 $ 6,247
9 6 33

9 - -
8,346 7,326 6,280

337 - -
169 52 82
- 102 236
458 248 296
50 60 72
1,014 462 686
7.332 6,864 5,594
2,493 3,033 881
4,839 h) 3,831 $ 4,713




CONDENSED STATEMENTS OF CASH FLOWS
Year Ended March 31,
2004 2003 2002
(Dollars in thousands)

CASIIFLOWS FROM OPERATING ACTIVITIES

Net income $ 4,839 $ 3,831 $ 4713
Adjustments to reconcile net loss to net cash

provided by opcrating activities:

Equity in net income of Subsidiarics (8,328) (7,320) (6,247)
Income Taxes from the Bank 2,493 3,033 -
Increase (decrease) in accounts payable to Bank 21 (13) (104)
Increase (decrease) in other liabilitics 131 (1,182) 976
Allocation of ESOP Stock - - 206
Other, nct 1,772 1,664 (844)
Net cash provided by (used in) operating activitics 928 13 (1,300)
CASH FLOWS FROM INVESTING ACTIVITIES

Additional Investment in Bank (13,153) - -
Purchase of Investment Sceurities (59) - -
Net cash (used in) provided by investing activities (13,212) - -

CASH FLOWS FROM FINANCING ACTIVITIES

Issuance of Sub Debt 13,144 - -
Purchase of treasury stock, net (200) (52) 77
Dividends paid (654) (313) (312)
Net cash (used in) provided by financing activitics 12,290 (365) (389)
Net increase in cash 6 (352) (1,689)
Cash and cash cquivalents - beginning 87 439 2,128

Cash and cash cquivalents - ending $ 93 $ 87 $ 439

NOTE 17. RECENT ACCOUNTING PRONOUNCEMENTS

ACCOUNTING AND DISCLOSURE REQUIREMENT RELATED TO THE MEDICARE PRESCRIPTION DRUG,
IMPROVEMENT AND MODERNIZATION ACT OF 2003

In January 2004, the Financial Accounting Standards Board (“FASB™) issued Staff position No. 106-1 “Accounting and
Disclosure Requirements Related to Medicare Prescription Drug, Improvement and Modernization Act of 2003 (“Medicare Act™) for
annual financial statcments of fiscal years ending after December 7, 2003. The Medicare Act introduced both a Medicare
prescription-drug benefit and federal subsidy to sponsors of retirce health-care plans that provide a benefit at lcast “actuarially
equivalent” to the Medicare benefit. Carver Federal is not aflected by the Medicare Act sincce it docs not provide retiree health-care
benefits.

EMPLOYERS’ DISCLOSURES ABOUT PENSIONS AND OTHER POSTRETIREMENT BENEFIT

In December 2003, the FASB issucd a revised SFAS No. 132, “Emplovers’ Disclosures about Pensions and Other
Paostretirement Benefits - an amendment of FASB Statemeniy Nos. 87, 88 and 106" (SFAS No. 132(R)). SFAS No. 132 (R) requircs
additional disclosures to thosc in the original statement about the assets, obligations, cash flows and net periodic benefit cost of
defined benefit pension plans and other defined postretirement plans. SFAS No. 132 (R) also amends Accounting Principles Board
(“APB™) Opinion No. 28, "Interim Financial Reporting,” to require interim disclosure of the components of net periodic benefit cost
and, if significantly different from previously disclosed amounts, the amounts of contributions and projccted contributions to fund
pension plans and other postretirement benefit plans. SFAS No. 132 (R) is effective for financial statements for fiscal years ending
after December 15, 2003, except for disclosure of estimated future benefit payments, which is effective for fiscal ycars cnding after
June 15, 2004. As the provisions of SFAS No. 132 (R) are disclosure related, the adoption of SFAS No. 132 (R) had no impact on
Carver Federal’s financial condition or results of operations.




CONSOLIDATION OF VARIABLE INTEREST ENTITIES

Tn December 2003, the FASB issucd Interpretation No. 46 (revised), “Consolidation of Variable Interest Entities, an
interpretation of ARB No. 51,7 (“FIN 46R™). Fin 46R addresses how a business cnterprise should evaluate whether it has a controlling
financial interest in an entity through means other than voting rights and, accordingly, should consolidate the variable interest entity
(“VIE™). FIN 46R replaces FIN46 that was issued in January 2003, All public companies, such as Carver Federal, arc required to
fully implerent FIN 46R no later than the end of the first reporting period ending after March 15, 2004. The adoption of FIN 46R
resulted in the deconsolidation of the Trust, which did not have a material impact on Carver Federal’s financial condition or results of
operations.

ACCOUNTING FOR CERTAIN LOANS OR DEBT SECURITIES ACQUIRED IN A TRANSFER

In December 2003, the Amcrican Institute of Cerlificd Public Accountants issued Statement of Position No. 03-3,

“Accounting For Certain Loans Or Debt Securities Acquived In A Transfer” (SOP No. 03-3). SOP No. 03-3 addresses accounting for
differences between contractnal cash flows and cash flows expected to be collected from an investor’s initial investment in loans or
debt securilics acquired in a transfer if thosc diffcrences are attributable, at least in part, to credit quality. SOP No. 03-3 prohibits
“carry over” ot ¢reation of valuation allowances in the initial accounting of all loans acquired in transfers within the scope of SOP No.
03-3, which includes loans acquired in a business combination. SOP No. 03-3 is effective for loans acquired in fiscal years beginning
after December 15, 2004, The adoption of SOP No. 03-3 is not expected to have an impact on Carver Federal’s financial condition or
results of operations.

ACCOUNTING FOR CERTAIN FINANCIAL INSTRUMENTS WITH CHARACTERISTICS OF BOTH LIABILITIES
AND EQUITY

In May 2003, the FASB issued Statement No. 150, “Accounting for Certain Financial Instruments with Characteristics of
Both Liahilities and Fquity "(*SFAS No. 150”). The SFAS No. 150 requires issucrs to classify as liabilities (or asscts in some
circumstances) three classes ol [recstanding financial instruments that cmbody obligations for the issucr. Generally, the statement is
effective for financial instruments entered into or moditied after May 31, 2003 and is otherwise effective al the beginning of the first
interim period beginning after June 15, 2003, The adoption of SFAS No. 150 did not have a material impact on the Company’s
carnings or financial position.

AMENDMENT OF STATEMENT 133 ON DERIVATIVE INSTRUMENTS AND HEDGING ACTIVITIES

In April 2003, the FASB issued SFAS No. 149, “Amendment of Statement 133 on Derivative Instruments and Hedging
Activities,” which amends and clarifies financial accounting and reporting of derivative instruments, including certain derivative
instruments embedded in other contracts, and for hedging activities under SFAS No. 133, “Accounting for Derivative Instruments and
Hedging Activities.” SFAS No. 149 is generally effective for contracts entered into or modified after June 30, 2003, and for hedging
relationships designated after June 30, 2003, and should generally be applicd prospectively. The provisions of SFAS No. 149 that
relate to SFAS No. 133 Implcmentation Tssues that have been effective for fiscal quarters that began prior to June 15, 2003, should
continue to be applied in accordance with their respective cffective dates. In addition, the provisions of SFAS No. 149 which relate to
forward purchases or sales of when-issued securities or other securities that do not yet cxist, should be applied to both cxisting
contracts and new contracts entered into after June 30, 2003. The adoption of SFAS No. 149 did not have a material impact on
Carver Federal’s financial condition or results of operations.

GUARANTOR’S ACCOUNTING AND DISCLOSURE REQUIREMENTS FOR GUARANTEES, INCLUDING INDIRECT
GUARANTEES OF INDEBTEDNESS OF OTHERS

In November 2002, FASB issued Interpretation No. 45, “Guurantor’s Accounting and Disclosure Requirements jfor
Guarantees, Including Indirect Guarantees of Indebtedness of Others” (“FIN 457), which addresses the disclosure to be made by a
guarantor in its interim and annual financial statements about its obligations under guarantees. FIN 45 also requires the recognition of
a liability by a guarantor at the inception of certain guarantecs.

FIN 45 requires the guarantor to rccognize a liability for the non-contingent component of the guarantee; this is the
obligation to stand ready to perform in the event that specified triggering events or conditions occur. The initial measurement of this
liability is the fair value of the guarantee at inception. The recognition of the liability is required cven if it is not probable that
payments will be required under the guarantee or if the guarantee was issucd with a premium payment or as part of a transaclion with
multiple elements.

The Company will adopt the disclosure requirements of FIN 45 and will apply the recognition and measurement provisions
for all guarantees entered into or modified afier March 31, 2004, As of March 31, 2004 the Company mainlains onc letter of credit in
the amount of $1.9 million and thercfore management does not anticipate that the adoption of this interpretation will have a
significant cffcet on the Company’s carnings or financial position.
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NOTE 18. PENDING ACQUISITION

On March 15, 2004, the Company entered into a definitive merger agreement to acquire Independence in a cash transaction
valued at approximately $33 million. Under the terms of the merger agreement, Independence’s stockholders will reccive $21.00 in
cash for each share of their common stock. The merger agreement has been approved by the directors of Independence, the Company
and the Bank. The transaction, which is expected to close before the end of 2004, is subject to customary closing conditions,
including regulatory approvals and the approval of Independence’s sharcholders. The merger agreement requires the Tndependence to
pay the Company a termination fee of $1.6 million if the merger agreement is terminated under certain circumstances following
Independence's receipt of a superior acquisition proposal or $325,000 if the merger is not approved by Independence’s shareholders.

The Holding Company has made an Amended Share Voting Stipulation and Undertaking in favor of the OTS and entered
into a Trust Agreement with American Stock Transfer & Trust Company pursuant to which it has placed 72,400 of the common
shares of Independence owned by the Holding Company, represcnting approximately 4.7% of the outstanding common shares of
Independence, in a non-voting trust.  The shares held in the trust are shares of Independence owned by the Holding Company in
excess of the 5% limit set forth in Section 10(e)(1)(A)iii) of IIOLA prior to the OTS approving the Holding Company’s H-(e)3
Application to acquire Independence. Section 10(e)(1)(A)(i1i) provides that a savings and loan holding company may not acquire or
retain more than 5% of the outstanding voting shares of a savings association that is not a subsidiary without the prior approval of the
OTS. The Trust Agreement will tcrminate, and the Independence common shares held in the trust will be transferred back to the
Holding Company, upon the receipt by the Holding Company of the approval of the OTS to retain more than 5% of Independence's
outstanding voting stock.
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