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PART I. FINANCIAL INFORMATION

CARVER BANCORP, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF FINANCIAL CONDITION

June 30,
2016

March 31,
2016

$ in thousands except per share data (unaudited)
ASSETS
Cash and cash equivalents:
Cash and due from banks $ 45,771 $63,156
Money market investments 255 504
Total cash and cash equivalents 46,026 63,660
Restricted cash 225 225
Investment securities:
Available-for-sale, at fair value 54,012 56,180
Held-to-maturity, at amortized cost (fair value of $15,442 and $15,653 at June 30, 2016 and
March 31, 2016, respectively) 14,983 15,311

Total investment securities 68,995 71,491

Loans held-for-sale (“HFS”) 5,829 2,495

Loans receivable:
Real estate mortgage loans 491,889 517,785
Commercial business loans 69,664 71,192
Consumer loans 125 42
Loans, net 561,678 589,019
Allowance for loan losses (5,183 ) (5,232 )
Total loans receivable, net 556,495 583,787
Premises and equipment, net 5,774 5,983
Federal Home Loan Bank of New York (“FHLB-NY”) stock, at cost 2,216 2,883
Accrued interest receivable 4,310 3,647
Other assets 7,686 7,557
Total assets $ 697,556 $741,728

LIABILITIES AND EQUITY
LIABILITIES
Deposits:
Savings $ 95,630 $95,230
Non-interest bearing checking 54,698 56,634
Interest-bearing checking 33,887 33,106
Money market 143,959 163,380
Certificates of deposit 250,012 255,854
Escrow 1,757 2,537
Total deposits 579,943 606,741
Advances from the FHLB-NY and other borrowed money 49,403 68,403
Other liabilities 13,228 12,369
Total liabilities 642,574 687,513

EQUITY
45,118 45,118
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Preferred stock, (par value $0.01 per share: 45,118 Series D shares, with a liquidation
preference of $1,000 per share, issued and outstanding)
Common stock (par value $0.01 per share: 10,000,000 shares authorized; 3,698,031 shares
issued; 3,696,087 shares outstanding at June 30, 2016 and March 31, 2016, respectively) 61 61

Additional paid-in capital 55,470 55,470
Accumulated deficit (45,302 ) (45,710 )
Treasury stock, at cost (1,944 shares at June 30, 2016 and March 31, 2016) (417 ) (417 )
Accumulated other comprehensive income (loss) 52 (307 )
Total equity 54,982 54,215
Total liabilities and equity $ 697,556 $741,728

See accompanying notes to consolidated financial statements

1
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CARVER BANCORP, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF INCOME
(Unaudited)

Three Months
Ended June 30,

$ in thousands, except per share data 2016
2015
Restated
(1)

Interest income:
Loans $6,439 $ 5,642
Mortgage-backed securities 170 191
Investment securities 228 341
Money market investments 69 34
Total interest income 6,906 6,208

Interest expense:
Deposits 935 776
Advances and other borrowed money 306 282
Total interest expense 1,241 1,058

Net interest income 5,665 5,150
Provision for (recovery of) loan losses (204 ) 34
Net interest income after (recovery of) provision for loan losses 5,869 5,116

Non-interest income:
Depository fees and charges 802 668
Loan fees and service charges 143 172
Gain on sale of loans, net 66 194
Gain on sale of real estate owned, net — 18
Gain on sale of building, net 17 —
Other 135 141
Total non-interest income 1,163 1,193

Non-interest expense:
Employee compensation and benefits 2,936 2,781
Net occupancy expense 744 996
Equipment, net 188 162
Data processing 328 224
Consulting fees 192 145
Federal deposit insurance premiums 166 122
Other 2,033 1,421
Total non-interest expense 6,587 5,851

Income before income taxes 445 458
   Income tax expense 37 13
Net income $408 $ 445

Earnings per common share:
Basic $0.04 $ 0.05
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Diluted 0.04 0.05
(1) June 30, 2015 amounts have been restated from previously reported results to correct for a material and certain
other errors from prior periods. Refer to Note 1 for further detail.

See accompanying notes to consolidated financial statements

2
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CARVER BANCORP, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (LOSS)
(Unaudited)

Three Months
Ended June
30,

$ in thousands 2016
2015
Restated
(1)

Net income $408 $ 445

Other comprehensive income (loss), net of tax:
Change in unrealized gain (loss) of securities available-for-sale 359 (868 )
Less: Reclassification adjustment for sales of available-for-sale securities, net of tax — —
Total other comprehensive income (loss), net of tax 359 (868 )

Total comprehensive income (loss), net of tax $767 $ (423 )
(1) June 30, 2015 amounts have been restated from previously reported results to correct for a material and certain
other errors from prior periods. Refer to Note 1 for further detail.

See accompanying notes to consolidated financial statements

3
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CARVER BANCORP, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENT OF CHANGES IN EQUITY
For the three months ended June 30, 2016
(Unaudited)

$ in thousands Preferred
Stock

Common
Stock

Additional
Paid-In
Capital

Accumulated
deficit

Treasury
Stock

Accumulated
Other
Comprehensive
Loss

Total
Equity

Balance — March 31, 2016 $ 45,118 $ 61 $ 55,470 $ (45,710 ) $ (417 ) $ (307 ) $54,215
Net income — — — 408 — — 408
Other comprehensive income, net of
taxes — — — — — 359 359

Balance — June 30, 2016 $ 45,118 $ 61 $ 55,470 $ (45,302 ) $ (417 ) $ 52 $54,982

See accompanying notes to consolidated financial statements

4
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CARVER BANCORP, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS
(Unaudited)

Three Months
Ended June 30,

$ in thousands 2016
2015
Restated
(1)

CASH FLOWS FROM OPERATING ACTIVITIES
Net income $408 $445

Adjustments to reconcile net income to net cash provided by operating activities:
Provision for (recovery of) loan losses (204 ) 34
Stock based compensation expense — (1 )
Depreciation and amortization expense 215 245
Gain on sale of real estate owned — (18 )
Gain on sale of loans, net (66 ) (194 )
Gain on sale of building (17 ) —
Amortization and accretion of loan premiums and discounts and deferred charges 116 (41 )
Amortization and accretion of premiums and discounts — securities 77 (29 )
Increase in accrued interest receivable (663 ) (121 )
Increase in other assets (9 ) (1,230 )
Increase in other liabilities 859 1,692
Net cash provided by operating activities 716 782
CASH FLOWS FROM INVESTING ACTIVITIES
Purchases of investments: Available-for-sale (44 ) (5,118 )
Proceeds from principal payments, maturities, calls and sales of investments: Available-for-sale 2,509 13,278
Proceeds from principal payments, maturities and calls of investments: Held-to-maturity 313 539
Originations of loans held-for-investment, net of repayments 19,550 (2,566 )
Loans purchased from third parties — (7,416 )
Proceeds on sale of loans 4,463 —
Increase in restricted cash — (14 )
Redemption of FHLB-NY stock 667 1,086
Purchase of premises and equipment (10 ) (187 )
Proceeds from sale of real estate owned — 636
Net cash provided by investing activities 27,448 238
CASH FLOWS FROM FINANCING ACTIVITIES
Net (decrease) increase in deposits (26,798 ) 18,818
Net decrease in FHLB-NY advances and other borrowings (19,000 ) (25,000 )
Net cash used in financing activities (45,798 ) (6,182 )
Net decrease in cash and cash equivalents (17,634 ) (5,162 )
Cash and cash equivalents at beginning of period 63,660 50,992
Cash and cash equivalents at end of period $46,026 $45,830

Supplemental cash flow information:
Noncash financing and investing activities
Transfers to real estate owned $92 $—

Cash paid for:
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Interest $1,111 $934
Income taxes $— $30
(1) June 30, 2015 amounts have been restated from previously reported results to correct for a material and certain
other errors from prior periods. Refer to Note 1 for further detail.

See accompanying notes to consolidated financial statements
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CARVER BANCORP, INC. AND SUBSIDIARIES
Notes to Consolidated Financial Statements (Unaudited)
NOTE 1. ORGANIZATION

Nature of operations

Carver Bancorp, Inc. (on a stand-alone basis, the “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 Federal's
wholly owned subsidiaries are CFSB Realty Corp., Carver Community Development Corporation (“CCDC”) and CFSB
Credit Corp., which is currently inactive. The Bank has a majority-owned interest in Carver Asset Corporation, a real
estate investment trust formed in February 2004.

“Carver,” the “Company,” “we,” “us” or “our” refers to the Company along with its consolidated subsidiaries. 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. On October 24, 1994, the
Bank converted from a mutual holding company structure to stock form and issued 2,314,375 shares of 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 Company.

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

In September 2003, the Company formed Carver Statutory Trust I (the “Trust”) for the sole purpose of issuing trust
preferred securities and investing the proceeds in an equivalent amount of floating rate junior subordinated debentures
of the Company. In accordance with Accounting Standards Codification (“ASC”) 810, “Consolidations,” Carver Statutory
Trust I is unconsolidated for financial reporting purposes. On September 17, 2003, Carver Statutory Trust I issued
13,000 shares, liquidation amount $1,000 per share, of floating rate capital securities.  Gross proceeds from the sale of
these trust preferred debt securities of $13 million, and proceeds from the sale of the trust's common securities of $0.4
million, were used to purchase approximately $13.4 million aggregate principal amount of the Company's floating rate
junior subordinated debt securities due 2033.  The trust preferred debt securities are redeemable at par quarterly at the
option of the Company beginning on or after September 17, 2008, and have a mandatory redemption date of
September 17, 2033. Cash distributions on the trust preferred debt securities are cumulative and payable at a floating
rate per annum resetting quarterly with a margin of 3.05% over the three-month LIBOR. Interest on the debentures
has been deferred, per the terms of the agreement, as the Company is prohibited from making payments without prior
approval.

Carver relies primarily on dividends from Carver Federal to pay cash dividends to its stockholders, to engage in share
repurchase programs and to pay principal and interest on its trust preferred debt obligation. The OCC regulates all
capital distributions, including dividend payments, by Carver Federal to Carver, and the FRB regulates dividends paid
by Carver. As the subsidiary of a savings and loan association holding company, Carver Federal must file a notice or
an application (depending on the proposed dividend amount) with the OCC (and a notice with the FRB) prior to the
declaration of each capital distribution. The OCC will disallow any proposed dividend, for among other reasons, that
would result in Carver Federal’s failure to meet the OCC minimum capital requirements. In accordance with the
Agreement, Carver Federal is currently prohibited from paying any dividends without prior OCC approval, and, as
such, has suspended Carver’s regular quarterly cash dividend on its common stock. There are no assurances that
dividend payments to Carver will resume.

Going Concern
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The going concern assumption is a fundamental principle in the preparation of financial statements. It is the
responsibility of management to assess the Company's ability to continue as a going concern. In assessing this
assumption, the Company has taken into account all available information about the future, which is at least, but is not
limited to, twelve months from the balance sheet date of June 30, 2016.

Debenture interest payments on the Carver Statutory Trust I capital securities remain on a deferral status, which is
permissible under the terms of the Indenture for up to twenty consecutive quarterly periods. The quarter ended
September 30, 2016 will represent the twentieth consecutive quarterly period for which interest payments have been
deferred. The Company has expensed the deferred interest through the current period and currently has cash available
to make the payment upon receipt of regulatory approval. We have applied for regulatory approval to make interest
payments on our Trust Preferred Debt securities in

6
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September 2016 and are not aware of any information as to whether or not such approval will be granted. In
connection with its application to the FRB to distribute the deferred interest payments, the Company anticipates that
the FRB will review the Company's internal assessment process for capital adequacy, the appropriate of the
Company's capital level given its overall risk profile, as well as the comprehensiveness and effectiveness of
management's capital planning. There can be no assurance that the FRB will not have a supervisory objection to the
Company's application, and, therefore, the Company has no control over whether or not the FRB will permit the
deferred interest payments. in the event that the deferred interest payments on the debentures are not paid by
September 19, 2016, an event of default will have occurred. If the Company fails to cure such default for a period
within 30 days, either the debenture trustee or the holders of not less than 25% of the aggregate principal amount of
the debentures then outstanding may, by written notice to the Company, declare the entire principal of the debentures
and the interest accrued thereon to be due and payable immediately. If the Company is unable to pay the principal and
interest of the debentures due to regulatory restrictions or otherwise, the holders may, thereafter, determine to sue the
Company for nonpayment, which lawsuit could include a petition for involuntary bankruptcy. Based on the foregoing
matters, there is substantial doubt about our ability to continue as a going concern.

The Company has prepared the consolidated financial statements contained in this report assuming that the Company
will be able to continue as a going concern, which contemplates the realization of assets and the discharge of liabilities
in the normal course of business for the foreseeable future. The Company's financial statements do not include any
adjustments that might be necessary if the Company is unable to continue as a going concern. The Company has
expensed the deferred interest as necessary and currently has rash available to make the payment upon receipt of
regulatory approval.

Regulation

On February 7, 2011, Carver Federal Savings Bank and Carver Bancorp, Inc. consented to enter into Cease and Desist
Orders (the “Bank Order” and the "Company Order," respectively, and together the "Orders") with the Office of Thrift
Supervision (“OTS”). The OTS issued these Orders based upon its findings that the Company was operating with an
inadequate level of capital for the volume, type and quality of assets held by the Company, that it was operating with
an excessive level of adversely classified assets, and earnings inadequate to augment its capital. Effective July 21,
2011, supervisory authority for the Company Order passed to the Board of Governors of the Federal Reserve System
(the "Federal Reserve") and supervisory authority for the Bank Order passed to the Office of the Comptroller of the
Currency (“OCC”). On November 3, 2014, the OCC notified the Bank that the OCC had determined that the Bank had
satisfied all of the requirements of the Bank Order and directed that the Bank Order be terminated. In addition, the
OCC notified the Bank that the OCC had determined that the Bank was no longer in “troubled condition” and was
relieved of all prior conditions imposed on the Bank by the OTS as a result of its troubled condition designation. On
September 24, 2015, the Federal Reserve notified the Company that the Company Order had been terminated and that
the Company was no longer in "troubled condition."

On October 23, 2015, the Board of Directors of the Company adopted resolutions requiring, among other things,
written approval from the Federal Reserve Bank of Philadelphia prior to the declaration or payment of dividends, any
increase in debt by the Company, or the redemption of Company common stock.

On May 24, 2016, the Bank entered into a Formal Agreement with the OCC to undertake certain compliance-related
and other actions as further described in the Company’s Current Report on Form 8-K as filed with the Securities and
Exchange Commission (“SEC”) on May 27, 2016. As a result of the Formal Agreement (“the Agreement”), the Bank must
obtain the approval of the OCC prior to effecting any change in its directors or senior executive officers. The Bank
may not declare or pay dividends or make any other capital distributions, including to the Company, without first
filing an application with the OCC and receiving the prior approval of the OCC. Furthermore, the Bank must seek the
OCC's written approval and the FDIC's written concurrence before entering into any "golden parachute payments" as
that term is defined under 12 U.S.C. § 1828(k) and 12 C.F.R. Part 359.
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On June 29, 2011, the Company raised $55 million of capital by issuing 55,000 shares of mandatorily convertible
non-voting participating preferred stock, Series C (the “Series C preferred stock”). The issuance resulted in a $51.4
million increase in equity after considering the effect of various expenses associated with the capital raise. The capital
raise enabled the Company to make a capital injection of $37 million in the Bank on June 30, 2011. In December
2011, another $7 million capital injection was made in the Bank. The remainder of the net capital raised is retained by
the Company for future strategic purposes or to downstream into the Bank, if necessary. No assurances can be given
that the amount of capital raised is sufficient to absorb the expected losses in the Bank's loan portfolio. Should the
losses be greater than expected, additional capital may be necessary in the future.

On October 25, 2011, Carver's stockholders voted to approve a 1-for-15 reverse stock split. A separate vote of
approval was given to convert the Series C preferred stock to non-cumulative non-voting participating preferred stock,
Series D (“the Series

7
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D preferred stock”) and to common stock and to exchange the U.S. Treasury's (“Treasury”) Community Development
Capital Initiative (“CDCI”) Series B preferred stock for common stock.

On October 27, 2011, the 1-for-15 reverse stock split was effected, which reduced the number of outstanding shares of
common stock from 2,492,415 to 166,161.

On October 28, 2011, the Treasury exchanged the CDCI Series B preferred stock for 2,321,286 shares of Carver
common stock and the Series C preferred stock converted into 1,208,039 shares of Carver common stock and 45,118
shares of Series D preferred stock.

Restatement

On July 12, 2016, the Finance and Audit Committee of the Board of Directors of Carver Bancorp, Inc.,  after
consultation with KPMG LLP, our independent registered public accounting firm at the time, determined that our
consolidated financial statements for the fiscal year ended March 31, 2015, and each of the quarters of 2015 and 2016
should no longer be relied upon.

The Company's audited results as of and for the year ended March 31, 2015 as well the unaudited condensed
consolidated financial information for the quarterly periods in 2016 and 2015 were restated in the Annual Report on
Form 10-K for the year ended March 31, 2016 (the "Restatement"). The Restatement corrected a material error related
to the accrual of data processing and other expenses related to invoices paid to the Bank's core system service
provider. In fiscal 2016, Carver Bancorp recognized expenses on invoices paid to its core system provider, and during
the course of preparation of the fiscal 2016 consolidated financial statements and audit, management determined that
$613 thousand of expenses should have been recognized in fiscal 2015. The impact of the restatement on the quarter
ended June 30, 2015 was decreases in the provision for loan losses of $83 thousand, data processing expense of $125
thousand, consulting fees of $23 thousand and other non -interest expense of $36 thousand. Management also
identified an accounting error related to the reporting of earnings per share (EPS).   Under the two class method of
computing EPS, the Company has two classes of stock to which undistributed earnings are allocated.  Previously, the
impact of the undistributed earnings allocated to the shares of the Company’s Series D convertible preferred stock had
not been considered in this computation.  Basic and Diluted EPS amounts were updated for all periods in a net income
position to include 45,118 shares of Series D Preferred Stock which, under certain circumstances, could convert to
5,518,006 shares of common stock. In addition to these errors, adjustments were made related to other individually
immaterial errors including certain corrections that had been previously identified but not recorded because they were
not material to our consolidated financial statements. These corrections included adjustments to accrued liabilities,
provision for loan losses and certain reclassification entries. All applicable amounts relating to this Restatement have
been reflected in the consolidated financial statements and disclosed in the notes to the consolidated financial
statements in this Form 10-Q.

NOTE 2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of consolidated financial statement presentation

The consolidated financial statements include the accounts of the Company, the Bank and the Bank’s wholly owned or
majority-owned subsidiaries, Carver Asset Corporation, CFSB Realty Corp., Carver Community Development
Corporation ("CCDC"), and CFSB Credit Corp. All significant intercompany accounts and transactions have been
eliminated in consolidation.
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The consolidated financial statements have been prepared in conformity with U.S. generally accepted accounting
principles ("GAAP") for interim financial information and with the instructions to Form 10-Q and Article 10 of
Regulation S-X. Accordingly, they do not include all of the information and footnotes required by GAAP for complete
financial statements. In the opinion of management, all adjustments (consisting of normal recurring accruals)
considered necessary for a fair presentation have been included. Operating results for the three month period ended
June 30, 2016 are not necessarily indicative of the results that may be expected for the year ended March 31, 2017.
The consolidated balance sheet at June 30, 2016 has been derived from the unaudited consolidated financial
statements at that date but does not include all of the information and footnotes required by GAAP for complete
financial statements. 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

8
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financial condition and revenues and expenses for the period then ended. These unaudited consolidated financial
statements should be read in conjunction with the Annual Report on Form 10-K for the year ended March 31, 2016.
Amounts subject to significant estimates and assumptions are items such as the allowance for loan losses, valuation of
real estate owned, realization of deferred tax assets, and the fair value of financial instruments. While management
uses available information to recognize losses on loans, future additions to the allowance for loan losses or future
writedowns of real estate owned may be necessary based on changes in economic conditions in the areas where Carver
Federal has extended mortgages and other credit instruments. Actual results could differ significantly from those
assumptions. Current market conditions increase the risk and complexity of the judgments in these estimates.

Certain comparative amounts for the prior period have been reclassified to conform to current period presentations.
Such reclassifications had no effect on net income or shareholders' equity.

In addition, the OCC, Carver Federal's regulator, as an integral part of its examination process, periodically reviews
Carver Federal's allowance for loan losses and, if applicable, real estate owned valuations. The OCC may require
Carver Federal to recognize additions to the allowance for loan losses or additional writedowns of real estate owned
based on their judgments about information available to them at the time of their examination.

NOTE 3. EARNINGS PER COMMON SHARE

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

Three Months
Ended
June 30,

$ in thousands except per share data 2016
2015
Restated
(1)

Earnings per common share
Net income as reported $408 $ 445
Less: Participated securities share of undistributed earnings 246 266
Net income available to common shareholders of Carver Bancorp, Inc. $162 $ 179

Weighted average common shares outstanding 3,696,4203,696,420
Effect of dilutive MRP shares 4,000 4,000
Weighted average common shares outstanding – diluted 3,700,4203,700,420

Basic earnings per common share $0.04 $ 0.05
Diluted earnings per common share $0.04 $ 0.05
(1) June 30, 2015 amounts have been restated from previously reported results to correct for a material and certain
other errors from prior periods. Refer to Note 1 for further detail.

NOTE 4. COMMON STOCK DIVIDENDS

On October 28, 2011, the Treasury exchanged the CDCI Series B preferred stock for 2,321,286 shares of Carver
common stock and the Series C preferred stock converted into 1,208,039 shares of Carver common stock and 45,118
shares of Series D preferred stock. Series C stock was previously reported as mezzanine equity, and upon conversion
to common and Series D preferred stock is now reported as equity attributable to Carver Bancorp, Inc. The holders of
the Series D Preferred Stock are entitled to receive dividends, on an as-converted basis, simultaneously to the payment
of any dividends on the common stock.
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On October 23, 2015, the Board of Directors of the Company adopted resolutions requiring, among other things,
written approval from the Federal Reserve Bank of Philadelphia prior to the declaration or payment of dividends, any
increase in debt by the Company, or the redemption of Company common stock.

On May 24, 2016, the Bank entered into a Formal Agreement with the OCC to undertake certain compliance-related
and other actions as further described in the Company’s Current Report on Form 8-K as filed with the Securities and
Exchange Commission (“SEC”) on May 27, 2016. As a result of the Formal Agreement, the Bank may not declare or
pay dividends or make

9
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any other capital distributions, including to the Company, without first filing an application with the OCC and
receiving the prior approval of the OCC.

NOTE 5. OTHER COMPREHENSIVE INCOME (LOSS)

The following tables set forth changes in each component of accumulated other comprehensive income (loss), net of
tax for the three months ended June 30, 2016 and 2015:

Other
Three months ended June 30, 2016 At Comprehensive At

$ in thousands
March
31,
2016

Income (loss),
net of tax

June
30,
2016

Net unrealized gain (loss) on securities available-for-sale $(307) $ 359 $ 52
Accumulated other comprehensive (loss) income, net of tax $(307) $ 359 $ 52

Other
Three months ended June 30, 2015 At Comprehensive At

$ in thousands March
31, 2015

Income, net of
tax

June 30,
2015

Net unrealized loss on securities available-for-sale $(1,045) $ (868 ) $(1,913)
Accumulated other comprehensive loss, net of tax $(1,045) $ (868 ) $(1,913)

There were no reclassifications out of accumulated other comprehensive income (loss) to the consolidated statement
of income for the three months ended June 30, 2016 and 2015.

NOTE 6. INVESTMENT SECURITIES

The Bank utilizes mortgage-backed and other investment securities in its asset/liability management strategy. In
making investment decisions, the Bank considers, among other things, its yield and interest rate objectives, its interest
rate and credit risk position, and its liquidity and cash flow.

Generally, the investment policy of the Bank is to invest funds among categories of investments and maturities based
upon the Bank’s asset/liability management policies, investment quality, loan and deposit volume and collateral
requirements, liquidity needs and performance objectives. ASC Subtopic 320-10-25 requires that securities be
classified into three categories: trading, held-to-maturity, and available-for-sale. At June 30, 2016, $54.0 million, or
78.3%, of the Bank’s total securities were classified as available-for-sale, and the remaining $15.0 million, or 21.7%,
were classified as held-to-maturity. The Bank had no securities classified as trading at June 30, 2016 and March 31,
2016.

The following table sets forth the amortized cost and estimated fair value of securities available-for-sale and
held-to-maturity at June 30, 2016:
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Amortized Gross
Unrealized Estimated

$ in thousands Cost Gains Losses Fair-Value
Available-for-Sale:
Mortgage-backed securities:
Government National Mortgage Association $ 4,201 $55 $ — $ 4,256
Federal Home Loan Mortgage Corporation 7,375 4 44 7,335
Federal National Mortgage Association 7,546 32 — 7,578
Other 45 — — 45
Total mortgage-backed securities 19,167 91 44 19,214
U.S. Government Agency Securities 24,601 151 2 24,750
Other investments 10,192 — 144 10,048
Total available-for-sale 53,960 242 190 54,012
Held-to-Maturity*:
Mortgage-backed securities:
Government National Mortgage Association 2,256 165 — 2,421
Federal National Mortgage Association and Other 11,727 274 — 12,001
Total held-to-maturity mortgage-backed securities 13,983 439 — 14,422
Corporate Bonds 1,000 20 — 1,020
Total held-to maturity 14,983 459 — 15,442
Total securities $ 68,943 $701 $ 190 $ 69,454
* The carrying amount and amortized cost are the same for all held-to-maturity securities, as no OTTI has been
recorded.

The following table sets forth the amortized cost and estimated fair value of securities available-for-sale and
held-to-maturity at March 31, 2016:

Amortized Gross
Unrealized Estimated

$ in thousands Cost Gains Losses Fair
Value

Available-for-Sale:
Mortgage-backed securities:
Government National Mortgage Association $ 4,578 $45 $ — $ 4,623
Federal Home Loan Mortgage Corporation 7,778 — 100 7,678
Federal National Mortgage Association 7,860 — 36 7,824
Other 45 — — 45
Total mortgage-backed securities 20,261 45 136 20,170
U.S. Government Agency Securities 26,077 27 35 26,069
Other investments 10,148 — 207 9,941
Total available-for-sale 56,486 72 378 56,180
Held-to-Maturity*:
Mortgage-backed securities:
Government National Mortgage Association 2,379 150 — 2,529
Federal National Mortgage Association and Other 11,932 192 — 12,124
Total held-to-maturity mortgage-backed securities 14,311 342 — 14,653
Corporate Bonds 1,000 — — 1,000
Total held-to-maturity 15,311 342 — 15,653
Total securities $ 71,797 $414 $ 378 $ 71,833
* The carrying amount and amortized cost are the same for all held-to-maturity securities, as no OTTI has been
recorded.
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The following table sets forth the unrealized losses and fair value of securities in an unrealized loss position at
June 30, 2016 for less than 12 months and 12 months or longer:

11

Edgar Filing: CARVER BANCORP INC - Form 10-Q

22



Less than
12 months

12 months or
longer Total

$ in thousands Unrealized
Losses

Fair
Value

Unrealized
Losses

Fair
Value

Unrealized
Losses

Fair
Value

Available-for-Sale:
Mortgage-backed securities $—$— $44 $5,893 $44 $5,893
U.S. Government Agency Securities 2 2,998 — — 2 2,998
Other investments (1) — — 144 9,856 144 9,856
Total available-for-sale securities $2 $2,998 $188 $15,749 $190 $18,747
(1) CRA fund comprised of over 95% agency securities.

The following table sets forth the unrealized losses and fair value of securities in an unrealized loss position at
March 31, 2016 for less than 12 months and 12 months or longer:

Less than
12 months

12 months or
longer Total

$ in thousands Unrealized
Losses

Fair
Value

Unrealized
Losses

Fair
Value

Unrealized
Losses

Fair
Value

Available-for-Sale:
Mortgage-backed securities $—$— $136 $15,502 $136 $15,502
U.S. Government Agency Securities 3 2,996 32 11,242 35 14,238
Other investments (1) — — 207 9,793 207 9,793
Total available-for-sale securities $3 $2,996 $375 $36,537 $378 $39,533
(1) CRA fund comprised of over 95% agency securities.

A total of four securities had an unrealized loss at June 30, 2016 compared to 13 at March 31, 2016. There were two
mortgage-backed securities, and one investment in a CRA fund that had an unrealized loss position for more than 12
months at June 30, 2016. Given the high credit quality of the securities which are backed by the U.S. government's
guarantees, the risk of credit loss is minimal. Management believes that these unrealized losses are a direct result of
the current rate environment and has the ability and intent to hold the securities until maturity or the valuation
recovers.

The amount of an other-than-temporary impairment when there are credit and non-credit losses on a debt security
which management does not intend to sell, and for which it is more likely than not that the Company will not be
required to sell the security prior to the recovery of the non-credit impairment, the portion of the total impairment that
is attributable to the credit loss would be recognized in earnings. The remaining difference between the debt security’s
amortized cost basis and its fair value would be included in other comprehensive income (loss). At June 30, 2016, the
Bank does not have any securities that are classified as having other-than-temporary impairment in its investment
portfolio.

The following is a summary of the carrying value (amortized cost) and fair value of securities at June 30, 2016, by
remaining period to contractual maturity (ignoring earlier call dates, if any).  Actual maturities may differ from
contractual maturities because certain security issuers have the right to call or prepay their obligations.  The table
below does not consider the effects of possible prepayments or unscheduled repayments.

$ in thousands Amortized
Cost

Fair
Value

Weighted
Average
Yield

Available-for-Sale:
One through five years $ 4,999 $4,998 1.52 %
Five through ten years 12,120 12,184 2.05 %
After ten years 36,841 36,830 1.42 %
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Total $ 53,960 $54,012 1.57 %

Held-to-maturity:
Five through ten years $ 6,819 $7,069 3.02 %
After ten years 8,164 8,373 2.60 %
Total $ 14,983 $15,442 2.78 %
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NOTE 7. LOANS RECEIVABLE AND ALLOWANCE FOR LOAN AND LEASE LOSSES

The loans receivable portfolio is segmented into one-to-four family, multifamily, commercial real estate, construction,
business (including Small Business Administration loans), and consumer loans.

The allowance for loan and lease losses ("ALLL") reflects management’s judgment in the evaluation of probable loan
losses inherent in the portfolio at the balance sheet date. Management uses a disciplined process and methodology to
calculate the ALLL each quarter. To determine the total ALLL, management estimates the reserves needed for each
segment of the loan portfolio, including loans analyzed individually and loans analyzed on a pooled basis.

From time to time, events or economic factors may affect the loan portfolio, causing management to provide
additional amounts or release balances from the ALLL. The ALLL is sensitive to risk ratings assigned to individually
evaluated loans and economic assumptions and delinquency trends. Individual loan risk ratings are evaluated based on
the specific facts related to that loan. Additions to the ALLL are made by charges to the provision for loan losses.
Credit exposures deemed to be uncollectible are charged against the ALLL, while recoveries of previously charged off
amounts are credited to the ALLL.

The following is a summary of loans receivable, gross of allowance for loan losses, and net of loans held-for-sale at
June 30, 2016 and March 31, 2016:

June 30, 2016 March 31, 2016
$ in thousands Amount Percent Amount Percent
Gross loans receivable:
One-to-four family $133,353 24 % $141,243 24 %
Multifamily 81,527 15 % 94,202 16 %
Commercial real estate 267,463 48 % 272,497 47 %
Construction 5,021 1 % 5,033 1 %
Business (1) 69,745 13 % 71,277 12 %
Consumer (2) 125 — % 42 — %
Total loans receivable $557,234 100 % $584,294 100 %

Unamortized premiums, deferred costs and fees, net 4,444 4,725

Allowance for loan losses (5,183 ) (5,232 )
Total loans receivable, net $556,495 $583,787

Loans HFS $5,829 $2,495
(1) Includes business overdrafts
(2) Includes personal loans and consumer overdrafts
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The following is an analysis of the allowance for loan losses based upon the method of evaluating loan impairment for
the three month periods ended June 30, 2016 and 2015, and the fiscal year ended March 31, 2016.
Three months ended June 30, 2016

$ in thousands One-to-four
family MultifamilyCommercial

Real Estate ConstructionBusiness ConsumerTotal

Allowance for loan losses:
Beginning Balance $ 1,697 $ 622 $ 1,808 $ 62 $1,022 $ 21 $5,232
Charge-offs 3 7 — — — — 10
Recoveries — — 5 — 156 4 165
Provision for (Recovery of) Loan
Losses 181 (85 ) 45 — (322 ) (23 ) (204 )

Ending Balance $ 1,875 $ 530 $ 1,858 $ 62 $856 $ 2 $5,183
Allowance for Loan Losses Ending
Balance: collectively evaluated for
impairment

1,782 530 1,838 62 372 2 4,586

Allowance for Loan Losses Ending
Balance: individually evaluated for
impairment

93 — 20 — 484 — 597

Loan Receivables Ending Balance: $ 135,642 $ 82,885 $ 268,373 $ 4,988 $69,665 $ 125 $561,678
Ending Balance: collectively
evaluated for impairment 130,775 81,130 265,506 4,988 63,068 125 545,592

Ending Balance: individually
evaluated for impairment 4,867 1,755 2,867 — 6,597 — 16,086

Fiscal year ended March 31, 2016

$ in thousands One-to-four
family MultifamilyCommercial

Real Estate ConstructionBusiness ConsumerTotal

Allowance for loan losses:
Beginning Balance $ 1,970 $ 502 $ 1,029 $ 99 $813 $ 15 $4,428
Charge-offs 389 340 — — 176 517 1,422
Recoveries 113 — 9 — 578 31 731
Provision for (Recovery of) Loan
Losses 3 460 770 (37 ) (193 ) 492 1,495

Ending Balance $ 1,697 $ 622 $ 1,808 $ 62 $1,022 $ 21 $5,232
Allowance for Loan Losses Ending
Balance: collectively evaluated for
impairment

1,602 622 1,787 62 548 21 4,642

Allowance for Loan Losses Ending
Balance: individually evaluated for
impairment

95 — 21 — 474 — 590

Loan Receivables Ending Balance: $ 143,667 $ 95,648 $ 273,470 $ 5,000 $71,192 $ 42 $589,019
Ending Balance: collectively evaluated
for impairment 139,031 93,879 267,176 5,000 64,326 42 569,454

Ending Balance: individually evaluated
for impairment 4,636 1,769 6,294 — 6,866 — 19,565

Three months ended June 30, 2015

$ in thousands One-to-four
family Multifamily

Commercial
Real
Estate

ConstructionBusiness ConsumerTotal
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Allowance for loan losses:
Beginning Balance (restated) $ 1,970 $ 502 $ 1,029 $ 99 $ 813 $ 15 $4,428
Charge-offs 230 238 — — 112 1 581
Recoveries — — — — 93 1 94
Provision for (Recovery of) Loan Losses
(restated) (100 ) 146 3 — (3 ) (12 ) 34

Ending Balance (restated) $ 1,640 $ 410 $ 1,032 $ 99 $ 791 $ 3 $3,975
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The following is a summary of nonaccrual loans at June 30, 2016 and March 31, 2016.

$ in thousands
June
30,
2016

March
31,
2016

Gross loans receivable:
One-to-four family $3,060 $2,947
Multifamily 1,755 1,769
Commercial real estate 2,221 5,338
Business 2,469 3,896
Total nonaccrual loans $9,505 $13,950

Nonaccrual loans generally consist of loans for which the accrual of interest has been discontinued as a result of such
loans becoming 90 days or more delinquent as to principal and/or interest payments.  Interest income on nonaccrual
loans is recorded when received based upon the collectability of the loan. Nonaccrual loans decreased $4.4 million, or
31.9%, to $9.5 million at June 30, 2016 from $14.0 million at March 31, 2016, primarily due to the transfer of one
commercial real estate loan into the Bank's held-for-sale loan portfolio. The transferred loan with a carrying value of
$3.4 million, was subsequently sold at par value on July 7, 2016. TDR loans consist of loans where borrowers have
been granted concessions in regards to the terms of their loans due to financial or other difficulties, which rendered
them unable to repay their loans under the original contractual terms. Total TDR loans at June 30, 2016 were $7.7
million, $2.1 million of which were non-performing as they were either not consistently performing in accordance
with their modified terms or not performing in accordance with their modified terms for at least six months. At
March 31, 2016, total TDR loans were $7.8 million, of which $2.2 million were non-performing.

At June 30, 2016, other non-performing assets totaled $6.9 million which consisted of other real estate owned and
held-for-sale loans. At June 30, 2016, other real estate owned valued at $1.1 million comprised of eight
foreclosed properties which includes $810 thousand of residential properties, compared to $1.0 million comprised of
seven properties, which included $718 thousand at March 31, 2016. At June 30, 2016, held-for-sale loans totaled $5.8
million, compared to $2.5 million at March 31, 2016.  At June 30, 2016, Carver had 15 loans secured by one-to-four
family residential real estate in the process of foreclosure for a total outstanding balance of $2.5 million.

Although we believe that substantially all risk elements at June 30, 2016 have been disclosed, it is possible that for a
variety of reasons, including economic conditions, certain borrowers may be unable to comply with the contractual
repayment terms on certain real estate and commercial loans.

The Bank utilizes an internal loan classification system as a means of reporting problem loans within its loan
categories. Loans may be classified as "Pass," “Special Mention,” “Substandard,” “Doubtful,” and “Loss.” Loans rated Pass
have demonstrated satisfactory asset quality, earning history, liquidity, and other adequate margins of creditor
protection. They represent a moderate credit risk and some degree of financial stability. Loans are considered
collectible in full, but perhaps require greater than average amount of loan officer attention. Borrowers are capable of
absorbing normal setbacks without failure. Loans rated Special Mention have potential weaknesses that deserve
management's close attention. If left uncorrected, these potential weaknesses may result in deterioration of the
repayment prospects for the asset or in the Bank's credit position at some future date. Loans rated Substandard are
inadequately protected by the current sound worth and paying capacity of the obligor or of the collateral pledged, if
any. Assets so classified must have a well-defined weakness, or weaknesses, that jeopardize the liquidation of the
debt. They are characterized by the distinct possibility that the Bank will sustain some loss if the deficiencies are not
corrected. Loans rated Doubtful have all the weaknesses inherent in those classified Substandard with the added
characteristic that the weaknesses present make collection or liquidation in full, based on currently existing facts,
conditions and values, highly questionable and improbable. Loans classified as Loss are those considered
uncollectible with insignificant value and are charged off immediately to the allowance for loan losses.
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One-to-four family residential loans and consumer and other loans are rated non-performing if they are delinquent in
payments ninety or more days, a troubled debt restructuring with less than six months contractual performance or past
maturity. All other one-to-four family residential loans and consumer and other loans are performing loans.

15

Edgar Filing: CARVER BANCORP INC - Form 10-Q

29



As of June 30, 2016, the risk category by class of loans is as follows:

$ in thousands Multifamily Commercial
Real Estate Construction Business

Credit Risk Profile by Internally Assigned Grade:
Pass $ 81,130 $ 261,296 $ 4,988 $ 60,115
Special Mention — 4,210 — 2,005
Substandard 1,755 2,867 — 7,545
Doubtful — — — —
Loss — — — —
Total $ 82,885 $ 268,373 $ 4,988 $ 69,665

One-to-four
family Consumer

Credit Risk Profile Based on Payment Activity:
Performing $ 132,582 $ 125
Non-Performing 3,060 —
Total $ 135,642 $ 125

As of March 31, 2016, and based on the most recent analysis performed, the risk category by class of loans is as
follows:

$ in thousands Multifamily Commercial
Real Estate Construction Business

Credit Risk Profile by Internally Assigned Grade:
Pass $ 93,879 $ 262,937 $ 5,000 $ 61,331
Special Mention — 4,239 — 2,039
Substandard 1,769 6,294 — 7,822
Doubtful — — — —
Loss — — — —
Total $ 95,648 $ 273,470 $ 5,000 $ 71,192

One-to-four
family Consumer

Credit Risk Profile Based on Payment Activity:
Performing $ 140,720 $ 42
Non-Performing 2,947 —
Total $ 143,667 $ 42

The following table presents an aging analysis of the recorded investment of past due financing receivable as of
June 30, 2016 and March 31, 2016.
June 30, 2016

$ in thousands

30-59
Days
Past
Due

60-89
Days
Past
Due

90 or
More
Days
Past
Due

Total
Past
Due

Current
Total
Financing
Receivables

One-to-four family $624 $ 143 $1,707 $2,474 $133,168 $ 135,642
Multifamily 798 — 957 1,755 81,130 82,885
Commercial real estate — — 2,221 2,221 266,152 268,373
Construction — — — — 4,988 4,988
Business — — 1,660 1,660 68,005 69,665
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Consumer — — — — 125 125
Total $1,422 $ 143 $6,545 $8,110 $553,568 $ 561,678

16

Edgar Filing: CARVER BANCORP INC - Form 10-Q

31



March 31, 2016

$ in thousands

30-59
Days
Past
Due

60-89
Days
Past
Due

Greater
Than
90
Days

Total
Past
Due

Current
Total
Financing
Receivables

One-to-four family $986 $— $2,628 $3,614 $140,053 $ 143,667
Multifamily — — 1,769 1,769 93,879 95,648
Commercial real estate 889 3,410 — 4,299 269,171 273,470
Construction — — — — 5,000 5,000
Business 2,495 307 1,972 4,774 66,418 71,192
Consumer 2 — — 2 40 42
Total $4,372 $3,717 $6,369 $14,458 $574,561 $ 589,019

The following table presents information on impaired loans with the associated allowance amount, if applicable, at
June 30, 2016 and March 31, 2016.

At June 30, 2016 At March 31, 2016

$ in thousands Recorded
Investment

Unpaid
Principal
Balance

Associated
Allowance

Recorded
Investment

Unpaid
Principal
Balance

Associated
Allowance

With no specific allowance recorded:
One-to-four family $3,147 $ 4,120 $ — $2,909 $ 4,101 $ —
Multifamily 1,755 2,108 — 1,769 2,122 —
Commercial real estate 1,982 2,148 — 5,405 5,572 —
Business 3,955 4,027 — 4,223 4,403 —
With an allowance recorded:
One-to-four family 1,720 1,720 93 1,727 1,727 95
Multifamily — — — — — —
Commercial real estate 885 885 20 889 889 21
Business 2,642 2,642 484 2,643 2,643 474
Total $16,086 $ 17,650 $ 597 $19,565 $ 21,457 $ 590

The following tables presents information on average balances on impaired loans and the interest income recognized
on a cash basis for the three month period ended June 30, 2016 and 2015.

For the Three Months Ended June 30,
2016 2015

$ in thousands Average
Balance

Interest
Income
Recognized

Average
Balance

Interest
Income
Recognized

With no specific allowance recorded:
One-to-four family $3,153 $ 7 $5,275 $ 3
Multifamily 1,755 2 1,406 —
Commercial real estate 1,985 — 1,869 —
Construction — — — —
Business 4,099 134 5,294 9
Consumer and other — — — —
With an allowance recorded:
One-to-four family 1,721 1 2,209 2
Multifamily — — — —
Commercial real estate 885 — 739 —
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Business 2,647 — 511 —
Consumer and other — — — —
Total $16,245 $ 144 $17,303 $ 14

In certain circumstances, the Bank will modify a loan as part of a troubled debt restructure ("TDR") under ASC
Subtopic 310-40 and the related allowance under ASC Subtopic 310-10-35. Situations around these modifications
may include extension
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of maturity date, reduction in the stated interest rate, rescheduling of future cash flows, reduction in the face amount
of the debt or reduction of past accrued interest. Loans modified in TDRs are placed on nonaccrual status until the
Company determines that future collection of principal and interest is reasonably assured, which generally requires
that the borrower demonstrate performance according to the restructured terms for a period of at least six months.
There were no TDR modifications made during the three month periods ended June 30, 2016 and 2015.

In an effort to proactively resolve delinquent loans, Carver has selectively extended to certain borrowers concessions
such as extensions, rate reductions or forbearance agreements. For the periods ended June 30, 2016 and 2015, there
were no modified loans that subsequently defaulted within the last 12 months.

At June 30, 2016, there were 11 loans in the TDR portfolio totaling $5.6 million that were on accrual status as the
Company has determined that future collection of the principal and interest is reasonably assured. These have
generally performed according to restructured terms for a period of at least six months. At March 31, 2016, there were
11 loans in the performing TDR portfolio totaling $5.6 million.

Transactions With Certain Related Persons

Federal law requires that all loans or extensions of credit to executive officers and directors must be made on
substantially the same terms, including interest rates and collateral, as those prevailing at the time for comparable
transactions with the general public and must not involve more than the normal risk of repayment or present other
unfavorable features. Loans to our current directors, principal officers, nominees for election as directors, security
holders known by us to own more than 5% of the outstanding shares of common stock, or associates of such persons
(together, “related persons”), are made in the ordinary course of business, on substantially the same terms, including
interest rates and collateral, as those prevailing at the time for comparable loans with persons not related to Carver
Federal, and do not involve more than the normal risk of collectibility or present other unfavorable features.

The aggregate amount of loans outstanding to related parties was $3.6 million at June 30, 2016 and $4.4 million at
March 31, 2016. During the three months ended June 30, 2016, advances totaled $495 thousand and principal
repayments totaled $1.3 million. These loans were made in the ordinary course of business, on substantially the same
terms, including collateral, as those prevailing at the time for comparable loans with persons not related to Carver
Federal, and do not involve more than the normal risk of collectibility or present other unfavorable features.

 Furthermore, loans above the greater of $25,000, or 5% of Carver Federal’s capital and surplus (up to $500,000), to
Carver Federal’s directors and executive officers must be approved in advance by a majority of the disinterested
members of Carver Federal’s Board of Directors.

NOTE 8. FAIR VALUE MEASUREMENTS

ASC 820 clarifies that fair value is an “exit” price, representing the amount that would be received when selling an
asset, or paid when transferring a liability, in an orderly transaction between market participants. Fair value is thus a
market-based measurement that should be determined based on assumptions that market participants would use in
pricing an asset or liability. As a basis for considering such assumptions, ASC 820 establishes a three-tier fair value
hierarchy, which prioritizes the inputs used in measuring fair value as follows:

•Level 1— Inputs to the valuation methodology are quoted prices (unadjusted) for identical assets or liabilities in active
markets.

•
Level 2— Inputs to the valuation methodology include quoted prices for similar assets and liabilities in active markets,
and inputs that are observable for the asset or liability, either directly or indirectly, for substantially the full term of the
financial instrument.
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•Level 3— Inputs to the valuation methodology are unobservable and significant to the fair value measurement.

A financial instrument’s categorization within this valuation hierarchy is based upon the lowest level of input that is
significant to the fair value measurement.
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The following table presents, by valuation hierarchy, assets that are measured at fair value on a recurring basis as of
June 30, 2016 and March 31, 2016, and that are included in the Company’s Consolidated Statements of Financial
Condition at these dates:

Fair Value Measurements at June 30,
2016, Using

$ in thousands

Quoted
Prices
in
Active
Markets
for
Identical
Assets
(Level
1)

Significant
Other
Observable
Inputs
(Level 2)

Significant
Unobservable
Inputs
(Level 3)

Total
Fair
Value

Mortgage servicing rights $—$ — $ 190 $190
Investment securities
Available-for-sale:
Mortgage-backed securities:
Government National Mortgage Association —4,256 — 4,256
Federal Home Loan Mortgage Corporation —7,335 — 7,335
Federal National Mortgage Association —7,578 — 7,578
Other — 45 45
U.S. Government Agency Securities —24,750 — 24,750
Other investments —9,856 192 10,048
Total available-for-sale securities —53,775 237 54,012
Total $—$ 53,775 $ 427 $54,202

Fair Value Measurements at March
31, 2016, Using (1)

$ in thousands

Quoted
Prices
in
Active
Markets
for
Identical
Assets
(Level
1)

Significant
Other
Observable
Inputs
(Level 2)

Significant
Unobservable
Inputs
(Level 3)

Total
Fair
Value

Mortgage servicing rights $—$ — $ 201 201
Investment securities
Available-for-sale:
Mortgage-backed securities:
Government National Mortgage Association —4,623 — 4,623
Federal Home Loan Mortgage Corporation —7,678 — 7,678
Federal National Mortgage Association —7,824 — 7,824
Other —— 45 45
U.S. Government Agency securities —26,069 — 26,069
Other investments —9,793 148 9,941
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Total available-for-sale securities —55,987 193 56,180
Total $—$ 55,987 $ 394 $56,381
(1) March 31, 2016 has been corrected from previously reported amounts for the classification of a private equity
investment from Level 2 to Level 3.

Instruments for which unobservable inputs are significant to their fair value measurement (i.e., Level 3) include
mortgage servicing rights (“MSR”) and other available-for-sale securities. Level 3 assets accounted for 0.03% of the
Company’s total assets measured at fair value at June 30, 2016 and at March 31, 2016.

The Company reviews and updates the fair value hierarchy classifications on a quarterly basis. Changes from one
quarter to the next that are related to the observable inputs to a fair value measurement may result in a reclassification
from one hierarchy level to another.

Below is a description of the methods and significant assumptions utilized in estimating the fair value of
available-for-sale securities and MSR:

Where quoted prices are available in an active market, securities are classified within Level 1 of the valuation
hierarchy.
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If quoted market prices are not available for the specific security, then fair values are estimated by using pricing
models, quoted prices of securities with similar characteristics, or discounted cash flows. These pricing models
primarily use market-based or independently sourced market parameters as inputs, including, but not limited to, yield
curves, interest rates, equity or debt prices, and credit spreads. In addition to market information, models also
incorporate transaction details, such as maturity and cash flow assumptions. Securities valued in this manner would
generally be classified within Level 2 of the valuation hierarchy and primarily include such instruments as
mortgage-related securities and corporate debt.

In the three month period ended June 30, 2016, there were no transfers of investments into or out of each level of the
fair value hierarchy.

In certain cases where there is limited activity or less transparency around inputs to the valuation, securities are
classified within Level 3 of the valuation hierarchy. In valuing certain securities, the determination of fair value may
require benchmarking to similar instruments or analyzing default and recovery rates. Quoted price information for the
MSRs is not available. Therefore, MSRs are valued using market-standard models to model the specific cash flow
structure. Key inputs to the model consist of principal balance of loans being serviced, servicing fees and prepayment
rates.

The methods described above may produce a fair value calculation that may not be indicative of net realizable value
or reflective of future fair values. Furthermore, while the Company believes its valuation methods are appropriate and
consistent with those of other market participants, the use of different methodologies or assumptions to determine the
fair value of certain financial instruments could result in a different estimate of fair value at the reporting date.

The following table includes a rollforward of assets classified by the Company within Level 3 of the valuation
hierarchy for the three months ended June 30, 2016 and 2015:

$ in thousands

Beginning
balance,
April 1,
2016

Total
Realized/Unrealized
Gains/(Losses)
Recorded in Income
(1)

Issuances /
(Settlements)

Transfers
to/(from)
Level 3

Ending
balance,
June 30,
2016

Unrealized
Gains and
(Losses)
Related to
Instruments
Held at June
30, 2016

Securities Available-for-Sale $ 193 $ — $ (44 ) $ —$ 237 $ —

Mortgage servicing rights 201 (11 ) — — 190 (11 )

$ in thousands

Beginning
balance,
April 1,
2015

Total
Realized/Unrealized
Gains/(Losses)
Recorded in Income
(1)

Issuances /
(Settlements)

Transfers
to/(from)
Level 3

Ending
balance,
June 30,
2015

Unrealized
Gains and
(Losses)
Related to
Instruments
Held at June
30, 2015

Securities Available-for-Sale $ 47 $ — $ 1 $ —$ 46 $ —

Mortgage servicing rights 210 (6 ) — — 204 (6 )
(1) Includes net servicing cash flows and the passage of time.

Certain assets are measured at fair value on a non-recurring basis. Such instruments are subject to fair value
adjustments under certain circumstances (e.g. when there is evidence of impairment). The following table presents
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assets and liabilities that were measured at fair value on a non-recurring basis as of June 30, 2016 and March 31,
2016, and that are included in the Company’s Consolidated Statements of Financial Condition at these dates:

Fair Value Measurements at June 30,
2016, Using
Quoted
Prices
in
Active
Markets
for
Identical
Assets

Significant
Other
Observable
Inputs

Significant
Unobservable
Inputs

Total
Fair
Value

$ in thousands (Level
1) (Level 2) (Level 3)

Loans held-for-sale $—$ —$ 5,829 $5,829
Impaired loans with a specific reserve allocated $—$ —$ 4,649 $4,649
Other real estate owned $—$ —$ 1,100 $1,100
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Fair Value Measurements at March
31, 2016, Using
Quoted
Prices
in
Active
Markets
for
Identical
Assets

Significant
Other
Observable
Inputs

Significant
Unobservable
Inputs

Total
Fair
Value

$ in thousands (Level
1) (Level 2) (Level 3)

Loans held-for-sale $—$ —$ 2,495 $2,495
Impaired loans with a specific reserve allocated $—$ —$ 4,669 $4,669
Other real estate owned $—$ —$ 1,008 $1,008

Loans held-for-sale are carried at the lower of cost or market value. The valuation methodology for loans held-for-sale
for the period ended June 30, 2016 was based upon amounts offered, or other acceptable valuation methods and, in
some instances, prior loan loss experience of the Bank in connection with recent note sales.

The fair values of collateral dependent impaired loans are determined using various valuation techniques, including
consideration of appraised values and other pertinent real estate market data.

Other real estate owned represents property acquired by the Bank in settlement of loans less costs to sell (i.e., through
foreclosure, repossession or as an in-substance foreclosure).  These assets are recorded at the lower of their cost or fair
value. At the time of acquisition of the real estate owned, the real property value is adjusted to its current fair value.
Any subsequent adjustments will be to the lower of cost or market.

NOTE 9. FAIR VALUE OF FINANCIAL INSTRUMENTS

Disclosures regarding the fair value of financial instruments are required to include, in addition to the carrying value,
the fair value of certain financial instruments, both assets and liabilities recorded on and off-balance sheet, for which it
is practicable to estimate fair value. Accounting guidance defines financial instruments as cash, evidence of ownership
of an entity, or a contract that conveys or imposes on an entity the contractual right or obligation to either receive or
deliver cash or another financial instrument. The fair value of a financial instrument is discussed below. In cases
where quoted market prices are not available, estimated fair values have been determined by the Bank using the best
available data and estimation methodology suitable for each such category of financial instruments. For those loans
and deposits with floating interest rates, it is presumed that estimated fair values generally approximate their recorded
carrying value. The Bank's primary component of market risk is interest rate volatility.  Fluctuations in interest rates
will ultimately impact the Bank's fair value of all interest-earning assets and interest-bearing liabilities, other than
those which are short-term in maturity.
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The carrying amounts and estimated fair values of the Bank’s financial instruments and estimation methodologies at
June 30, 2016 and March 31, 2016  are as follows:

June 30, 2016

$ in thousands Carrying
Amount

Estimated
Fair
Value

Quoted
Prices in
Active
Markets
for
Identical
Assets
(Level 1)

Significant
Other
Observable
Inputs
(Level 2)

Significant
Unobservable
Inputs (Level
3)

Financial Assets:
Cash and cash equivalents $46,026 $ 46,026 $ 46,026 $ —$ —
Restricted cash 225 225 — 225 —
Securities available-for-sale 54,012 54,012 — 53,775 237
FHLB Stock 2,216 2,216 — 2,216 —
Securities held-to-maturity 14,983 15,442 — 15,442 —
Loans receivable 556,495 559,098 — — 559,098
Loans held-for-sale 5,829 5,829 — — 5,829
Accrued interest receivable 4,310 4,310 — 4,310 —
Mortgage servicing rights 190 190 — — 190
Other assets - Interest-bearing deposits 984 984 — 984 —
Financial Liabilities:
Deposits 579,943 562,867 311,978 250,889 —
Advances from FHLB of New York 31,000 31,204 — 31,204 —
Other borrowed money 18,403 19,402 — 19,402 —
Accrued interest payable 2,304 2,304 — 2,304 —

March 31, 2016 (1)

$ in thousands Carrying
Amount

Estimated
Fair
Value

Quoted
Prices in
Active
Markets
for
Identical
Assets
(Level 1)

Significant
Other
Observable
Inputs
(Level 2)

Significant
Unobservable
Inputs (Level
3)

Financial Assets:
Cash and cash equivalents $63,660 $ 63,660 $ 63,660 $ —$ —
Restricted cash 225 225 — 225 —
Securities available-for-sale 56,180 56,180 — 55,987 193
FHLB Stock 2,883 2,883 — 2,883 —
Securities held-to-maturity 15,311 15,653 — 15,653 —
Loans receivable 583,787 585,650 — — 585,650
Loans held-for-sale 2,495 2,495 — — 2,495
Accrued interest receivable 3,647 3,647 — 3,647 —
Mortgage servicing rights 201 201 — — 201
Other assets - Interest-bearing deposits 983 983 — 983 —
Financial Liabilities:
Deposits 606,741 585,394 329,398 255,996 —
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Advances from FHLB of New York 50,000 50,141 — 50,141 —
Other borrowed money 18,403 18,734 — 18,734 —
Accrued interest payable 2,174 2,174 — 2,174 —
(1) March 31, 2016 has been corrected from previously reported amounts for the classification of a private equity
investment from Level 2 to Level 3.
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Cash and Cash Equivalents

The carrying amounts for cash and cash equivalents approximate fair value and are classified as Level 1 because they
mature in three months or less.

Restricted Cash

The carrying amounts for restricted cash approximates fair value and are classified as Level 2 because they represent
short-term interest-bearing deposits.

Interest-Bearing Deposits

The carrying amounts for interest-bearing deposits approximates fair value and are classified as Level 2 because they
represent interest-bearing deposits with a maturity greater than one year.

Securities

The fair values for securities available-for-sale and 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. Available-for-sale securities are classified across Levels 2 and 3. Held-to-maturity
securities are classified as Level 2.

FHLB-NY Stock

Ownership in equity securities of the FHLB-NY is restricted and there is no established market for resale. The
carrying amount is at cost, which is the estimated fair value, and is classified as Level 2.

Loans Receivable

The fair value of loans receivable is estimated by discounting future cash flows, using current rates at which similar
loans would be made to borrowers with similar credit ratings and for the same remaining maturities of such loans. The
method used to estimate the fair value of loans is extremely sensitive to the assumptions and estimates used. While
management has attempted to use assumptions and estimates that best reflect the Company's loan portfolio and current
market conditions, a greater degree of objectivity is inherent in these values than in those determined in active
markets. The loan valuations thus determined do not necessarily represent an “exit” price that would be achieved in an
active market. Loans receivable are classified as Level 3.

Loans Held-for-Sale

Loans held-for-sale are carried at the lower of cost or market value and are classified as Level 2. The valuation
methodology for loans held-for-sale are based upon amounts offered or other acceptable valuation methods and, in
some instances, prior loan loss experience of Carver in connection with recent note sales.

Accrued Interest Receivable

The carrying amounts of accrued interest approximate fair value resulting in a Level 2 classification.

Mortgage Servicing Rights
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The fair value of mortgage servicing rights is determined by discounting the present value of estimated future
servicing cash flows using current market assumptions for prepayments, servicing costs and other factors and are
classified as Level 3.

Deposits

The fair value of demand, savings and club accounts is equal to the amount payable on demand at the reporting date.
These deposits are classified as Level 1. The fair value of certificates of deposit is estimated using rates currently
offered for deposits of similar remaining maturities resulting in a Level 2 classification. 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.
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FHLB-NY Advances and Other Borrowed Money

The fair values of advances from the FHLB-NY and other borrowed money are estimated using the rates currently
available to the Bank for debt with similar terms and remaining maturities and are classified as Level 2.

Commitments to Extend Credits, Commercial, and Standby Letters of Credit

The fair value of the commitments to extend credit was estimated to be immaterial as of June 30, 2016 and March 31,
2016. The fair value of commitments to extend credit and standby letters of credit was evaluated using fees currently
charged to enter into similar agreements, taking into account the risk characteristics of the borrower, and estimated to
be insignificant as of the reporting date.

NOTE 10. IMPACT OF RECENT ACCOUNTING STANDARDS NOT YET ADOPTED

In May 2014, the FASB issued Accounting Standards Update No. 2014-09, Revenue from Contracts with Customers
(ASU 2014-09), which supersedes nearly all existing revenue recognition guidance under U.S. GAAP. The core
principle of ASU 2014-09 is to recognize revenues when promised goods or services are transferred to customers in an
amount that reflects the consideration to which an entity expects to be entitled for those goods or services. ASU
2014-09 defines a five step process to achieve this core principle and, in doing so, more judgment and estimates may
be required within the revenue recognition process than are required under existing U.S. GAAP. The standard is
effective for annual periods beginning after December 15, 2016, and interim periods therein, using either of the
following transition methods: (i) a full retrospective approach reflecting the application of the standard in each prior
reporting period with the option to elect certain practical expedients, or (ii) a retrospective approach with the
cumulative effect of initially adopting ASU 2014-09 recognized at the date of adoption (which includes additional
footnote disclosures). The adoption of the standard did not have a material impact on the Company's consolidated
statements of financial condition and results of operations.

In February 2015, the FASB issued ASU No. 2015-02, "Consolidation (Topic 810): Amendments to the Consolidation
Analysis." The amendments are intended to clarify consolidation guidance for legal entities such as limited
partnerships and limited liability companies and simplify consolidation accounting by reducing the number of
consolidation models. ASU No. 2015-02 is effective for periods beginning after December 15, 2015. The adoption of
the standard did not have a material impact on the Company's consolidated statements of financial condition and
results of operations.

In January 2016, the FASB issued ASU No. 2016-01, "Financial Instruments - Overall (Subtopic 825-10):
Recognition and Measurement of Financial Assets and Financial Liabilities." The amendments will (1) require equity
investments, with certain exceptions, to be measured at fair value with changes in fair value recognized in net income,
(2) simplify the impairment assessment of equity investments without readily determinable fair values by requiring a
qualitative assessment to identify impairment, (3) eliminate the requirement to disclose the methods and significant
assumptions used to estimate the fair value that is required to be disclosed for financial instruments measured at
amortized cost on the balance sheet, (4) require public business entities to use an exit price notion when measuring the
fair value of financial instruments for disclosure purposes, (5) require an entity to separately present in other
comprehensive income the portion of the total change in the fair value of a liability resulting from a change in the
instrument-specific credit risk when the entity has elected to measure the liability at fair value in accordance with the
fair value option for financial instruments, (6) require separate presentation of financial assets and financial liabilities
by measurement category and form of financial asset on the balance sheet or the accompanying notes to the financial
statements, and (7) clarify that an entity should evaluate the need for a valuation allowance on a deferred tax asset
related to available-for-sale securities in combination with the entity's other deferred tax assets. ASU No. 2016-01 is
effective for fiscal years beginning after December 15, 2017, including interim periods within those fiscal years. The
adoption of the standard is not expected to have a material impact on the Company's consolidated statements of
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financial condition and results of operations.

In February 2016, the FASB issued ASU No. 2016-02, "Leases (Topic 842)." From the lessee's perspective, the new
standard establishes a right-of-use (ROU) model that requires a lessee to record a ROU asset and a lease liability on
the balance sheet for all leases with terms longer than 12 months. Leases will be classified as either finance or
operating, with classification affecting the pattern of expense recognition in the income statement for a lessee. From
the lessor's perspective, the new standard requires a lessor to classify leases as either sales-type, finance or operating.
A lease will be treated as a sale if it transfers all of the risks and rewards, as well as control of the underlying asset, to
the lessee. If risks and rewards are conveyed without the transfer of control, the lease is treated as a financing. If the
lessor doesn't convey risks and rewards or control, an operating lease results. A modified retrospective transition
approach is required for lessors for sales-type, direct financing, and operating leases existing at, or entered into after,
the beginning of the earliest comparative period presented in the financial statements, with certain practical expedients
available. ASU No. 2016-02 is effective for fiscal years beginning after December 15, 2018, including interim
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periods within those fiscal years. The Company is currently evaluating the potential impact of the adoption of the new
standard on its consolidated statements of financial condition and results of operations.

In May 2016, the FASB issued ASU 2016-12, "Revenue from Contracts with Customers (Topic 606)," which amends
the revenue recognition standard that was issued in 2014. The amendments clarify the guidance on asessing
collectibility, presenting sales taxes, measuring noncash consideration, and certain transition matters. ASU 2016-12 is
effective for annual reporting periods beginning after December 15, 2017, including interim periods within that year.
The Company is currently evaluating the potential impact of the adoption of the new standard on its consolidated
statements of financial condition and results of operations.

In June 2016, the FASB issued ASU No. 2016-13, "Financial Instruments - Credit Loss," which updates the guidance
on recognition and measurement of credit losses for financial assets. The new requirements, known as the current
expected credit loss model (CECL) will require entities to adopt an impairment model based on expected losses rather
than incurred losses. ASU No. 2016-13 is effective for fiscal years beginning after December 15, 2019, including
interim periods within those fiscal years. The Company is currently evaluating the potential impact of the adoption of
the new standard on its consolidated statements of financial condition and results of operations.

Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations

Explanatory Note

Within this report, we have included restated audited results for the quarter ended June 30, 2015, which are noted as
“Restated 2015”. Our consolidated financial statements as of and for the quarter ended June 30, 2015 included in this
Quarterly Report on Form 10-Q have been restated from the original filing.

Forward-Looking Statements

This Quarterly Report on Form 10-Q contains certain “forward-looking statements” within the meaning of the Private
Securities Litigation Reform Act of 1995 which may be identified by the use of such words as “may,” “believe,” “expect,”
“anticipate,” “should,” “plan,” “estimate,” “predict,” “continue,” and “potential” or the negative of these terms or other comparable
terminology. Examples of forward-looking statements include, but are not limited to, estimates with respect to the
Company's financial condition, results of operations and business that are subject to various factors that could cause
actual results to differ materially from these estimates. These factors include but are not limited to the following:

•
The effect of the Restatement of our previously issued financial statements for the quarterly periods of 2016 as
described in Note 1 to the restated financial statements on Form 10-K, filed with the SEC on August 12, 2016, and
any claims, investigations, or proceedings arising as a result;

•Our ability to remediate the material weakness in our internal controls over financial reporting described in Item 9A
of our annual report on Form 10-K and our ability to maintain effective internal controls and procedures in the future;

•
the ability of the Bank to comply with the Formal Agreement between the Bank and the Office of the Comptroller of
the Currency, and the effect of the restrictions and requirements of the Formal Agreement on the Bank's non-interest
expenses and net income;

•

the ability of the Company to obtain approval from the Federal Reserve Bank to distribute all deferred interest
payments owed to the holders of the Company's subordinated debt securities through September 2016 and the effect
on the Company's operations from an event of default on the Company's agreement with the holders of the
subordinated debt securities  if the Federal Reserve Bank does not approve such deferred interest payments;
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•
the limitations imposed on the Company by board resolutions which require, among other things, written approval of
the Federal Reserve Bank of Philadelphia prior to the declaration or payment of dividends, any increase in debt by the
Company, or the redemption of Company common stock, and the effect on operations resulting from such limitations;

•

the results of examinations by our regulators, including the possibility that our regulators may, among other things,
require us to increase our reserve for loan losses, write down assets, change our regulatory capital position, limit our
ability to borrow funds or maintain or increase deposits, or prohibit us from paying dividends, which could adversely
affect our dividends and earnings;
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•restrictions set forth in the terms of the Series D preferred stock and in the exchange agreement with the United States
Department of the Treasury (the "Treasury") that may limit our ability to raise additional capital;

•

national and/or local changes in economic conditions, which could occur from numerous causes, including political
changes, domestic and international policy changes, unrest, war and weather, or conditions in the real estate, securities
markets or the banking industry, which could affect liquidity in the capital markets, the volume of loan originations,
deposit flows, real estate values, the levels of non-interest income and the amount of loan losses;

•adverse changes in the financial industry and the securities, credit, national and local real estate markets (including
real estate values);

•changes in our existing loan portfolio composition (including reduction in commercial real estate loan concentration)
and credit quality or changes in loan loss requirements;

•changes in the level of trends of delinquencies and write-offs and in our allowance and provision for loan losses;

•

legislative or regulatory changes that may adversely affect the Company’s business, including but not limited to the
impact of the Dodd-Frank Wall Street Reform, the JOBS Act, the Consumer Protection Act and new capital
regulations, which could result in, among other things, increased deposit insurance premiums and assessments, capital
requirements, regulatory fees and compliance costs, and the resources we have available to address such changes;

•changes in the level of government support of housing finance;

•the Company’s success in implementing new business initiatives, including expanding its product line, adding new
branches and ATM centers and successfully building its brand image;

•our ability to control costs and expenses;

•risks related to a high concentration of loans to borrowers secured by property located in our market area;

•changes in interest rates, which may reduce net interest margin and net interest income;

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

•changes in consumer spending, borrowing and savings habits;

•technological changes that may be more difficult to implement or more costly than anticipated;
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