





Strong competition within the Bank's market areas could adversely affect profits and slow growth.

The New York metropolitan area has a high density of financial institutions, of which many are significantly larger than
Carver Federal and with greater financial resources. Additionally, various large out-of-state financial institutions may continue
to enter the New York metropolitan area market. All are considered competitors to varying degrees.

Carver Federal faces intense competition both in making loans and attracting deposits. Competition for loans, both locally
and in the aggregate, comes principally from mortgage banking companies, commercial banks, savings banks and savings and
loan associations. Most direct competition for deposits comes from commercial banks, savings banks, savings and loan associations
and credit unions. The Bank also faces competition for deposits from money market mutual funds and other corporate and
government securities funds as well as from other financial intermediaries such as brokerage firms and insurance
companies. Market area competition is a factor in pricing the Bank's loans and deposits, which could reduce net interest
income. Competition also makes it more challenging to effectively grow loan and deposit balances. The Company's profitability
depends upon its continued ability to successfully compete in its market areas.

Controls and procedures may fail or be circumvented, which may result in a material adverse effect on the Company's
business.

Management regularly reviews and updates the Company's internal controls, disclosure controls and procedures, and
corporate governance policies and procedures. Any system of controls, however well designed and operated, is based in part on
certain assumptions and can provide only reasonable, not absolute, assurances that the objectives of the system are met. Any
failure or circumvention of the controls and procedures or failure to comply with regulations related to controls and procedures
could have a material adverse effect on Carver's business, results of operations and financial condition.

Carver and the Bank operates in a highly regulated industry, which limits the manner and scope of business activities.

Carver Federal is subject to extensive supervision, regulation and examination by the OCC and to a lesser extent the
FDIC. The Company is subject to extensive supervision, regulation and examination by the Federal Reserve. As a result, Carver
Federal and the Company are limited in the manner in which Carver Federal and the Company conducts its business, undertakes
new investments and activities and obtains financing. This regulatory structure is designed primarily for the protection of the
deposit insurance funds and depositors, and not to benefit the Company's stockholders. This regulatory structure also gives the
regulatory authorities extensive discretion in connection with their supervisory and enforcement activities and examination policies,
including policies with respect to capital levels, the timing and amount of dividend payments, the classification of assets and the
establishment of adequate loan loss reserves for regulatory purposes. In addition, Carver Federal must comply with significant
anti-money laundering and anti-terrorism laws. Government agencies have substantial discretion to impose significant monetary
penalties on institutions which fail to comply with these laws.

On October 4, 2006, the OCC and other federal bank regulatory authorities published the Interagency Guidance on
Nontraditional Mortgage Product Risk, or the Guidance. In general, the Guidance applies to all residential mortgage loan products
that allow borrowers to defer repayment of principal or interest. The Guidance describes sound practices for managing risk, as
well as marketing, originating and servicing nontraditional mortgage products, which include, among other things, interest-only
loans. The Guidance sets forth supervisory expectations with respect to loan terms and underwriting standards, portfolio and risk
management practices and consumer protection. For example, the Guidance indicates that originating interest-only loans with
reduced documentation is considered a layering of risk and that institutions are expected to demonstrate mitigating factors to
support their underwriting decision and the borrower's repayment capacity. Specifically, the Guidance indicates that a lender may
accept a borrower's statement as to the borrower's income without obtaining verification only if there are mitigating factors that
clearly minimize the need for direct verification of repayment capacity and that, for many borrowers, institutions should be able
to readily document income.

The Bank has evaluated the Guidance for compliance, risk management practices and underwriting guidelines as they
relate to originations and purchases of the subject loans, or practices relating to communications with consumers. The Guidance
has no impact on the Company's loan origination and purchase volumes or the Company's underwriting procedures currently or
in future periods.

On July 21, 2010, the President signed into law the Dodd-Frank Wall Street Reform and Consumer Protection Act (the
“Dodd-Frank Act”). The Dodd-Frank Act implements significant changes in the financial regulatory landscape and will impact
all financial institutions. This impact may materially affect our business activities, financial position and profitability by, among
other things. Increasing our regulatory compliance burden and associated costs, placing restrictions on certain products and services,
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and limiting our future capital raising strategies.

Among the Dodd-Frank Act's significant regulatory changes, it creates a new financial consumer protection agency,
known as the Bureau of Consumer Financial Protection (the “Bureau’), that is empowered to promulgate new consumer protection
regulations and revise existing regulations in many areas of consumer protection. The Bureau has exclusive authority to issue
regulations, orders and guidance to administer and implement the objectives of federal consumer protection laws. The Dodd-Frank
Act also eliminated our previous regulator, the OTS and designated the Comptroller of the Currency to become our primary bank
regulator. Moreover, the Dodd-Frank Act permits States to adopt stricter consumer protection laws and authorizes State attorney
generals' to enforce consumer protection rules issued by the Bureau. The Dodd-Frank Act also may affect the preemption of State
laws as they affect subsidiaries and agents of federally chartered banks, changes the scope of federal deposit insurance coverage,
and increases the FDIC assessment payable by the Bank. We expect that the Bureau and these other changes will significantly
increase our regulatory compliance burden and costs and may restrict the financial products and services we offer to our customers.

The Dodd-Frank Act also imposes more stringent capital requirements on bank holding companies by, among other things,
imposing leverage ratios on bank holding companies and prohibiting new trust preferred issuances from counting as Tier I capital.
These restrictions will limit our future capital strategies. Under the Dodd-Frank Act, our outstanding trust preferred securities will
continue to count as Tier I capital but we will be unable to issue replacement or additional trust preferred securities that would
count as Tier I capital. Because many of the Dodd-Frank Act's provisions require subsequent regulatory rulemaking, we are
uncertain as to the impact that some of the provisions will have on the Company and cannot provide assurance that the Dodd-
Frank Act will not adversely affect our financial condition and results of operations for other reasons.

Changes in laws, government regulation and monetary policy may have a material effect on results of operations.

Financial institution regulation has been the subject of significant legislation and may be the subject of further significant
legislation in the future, none of which is in the Company's control. Significant new laws or changes in, or repeals of, existing
laws, including with respect to federal and state taxation, may cause results of operations to differ materially. In addition, cost of
compliance could adversely affect Carver's ability to operate profitably. Further, federal monetary policy significantly affects
credit conditions for Carver Federal, particularly as implemented through the Federal Reserve System. A material change in any
of these conditions could have a material impact on Carver Federal, and therefore on the Company's results of operations.

On October 3, 2008, President Bush signed the Emergency Economic Stabilization Act of 2008 ("EESA") into law in
response to the financial crises affecting the banking system and financial markets. Pursuant to the EESA, the US Treasury has
the authority to, among other things, purchase up to $700 billion of troubled assets (including mortgages, mortgage-backed securities
and certain other financial instruments) from financial institutions for the purpose of stabilizing and providing liquidity to the U.S.
financial markets. On October 14, 2008, the US Treasury, the Federal Reserve Board and the FDIC issued a joint statement
announcing additional steps aimed at stabilizing the financial markets. In this connection, the US Treasury announced the Troubled
Assets Relief Program ("TARP") and the Capital Repurchase Program ("CPP"), a $250 billion voluntary capital purchase program
available to qualifying financial institutions that sell preferred shares to the US Treasury (to be funded from the $700 billion
authorized for troubled asset purchases.)

There can be no assurance, however, as to the actual impact that the foregoing or any other governmental program will
have on the financial markets. The failure of any such program or the U.S. government to stabilize the financial markets and a
continuation or worsening of current financial market conditions and the national and regional economy is expected to materially
and adversely affect the Company's business, financial condition, results of operations, access to credit and the trading price of
the Company's common stock.

On January 20, 2009, the Company became a TARP CPP participant by completing the sale of $18.98 million in preferred
stock to the U.S. Treasury. As a participant, among other things, the Company must adopt the Treasury's standards for executive
compensation and corporate governance for the period during which the Treasury holds equity issued under this program. These
standards would generally apply to the Company's CEO, CFO and the three next most highly compensated officers (“Senior
Executive”). Thestandardsinclude (1)ensuring thatincentive compensation for Senior Executives does notencourage unnecessary
and excessive risks that threaten the value of the financial institution; (2) required claw-back of any bonus or incentive compensation
paid to a Senior Executive based on statements of earnings, gains or other criteria that are later proven to be materially inaccurate;
(3) prohibition on making golden parachute payments to Senior Executives; and (4) agreement not to deduct for tax purposes
executive compensation in excess of $500,000 for each Senior Executive. In particular, the change to the deductibility limit on
executive compensation would likely increase slightly the overall cost of the Company's compensation programs. the Company
also had to adopt certain monitoring and reporting processes.

On August 27,2010, the Company redeemed the preferred stock and issued $18.98 million in Series B preferred stock in connection
with the Company;s changing its participation from TARP CPP to TARP Community Development Capital Initiative ("CDCI").
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On October 25,2011 Carver's shareholders voted and approved the conversion of TARP CDCI Series B preferred stock to common
stock. On October 28, 2011 the Treasury converted the CDCI series B preferred stock to Carver common stock. Under the terms
of the agreement between the Treasury and the Company, the Company agreed that so long as the Treasury has an equity interest
in the Company, it will to continue to be bound by all the current restrictions and requirements and those the Treasury may choose
to implement, The Company is unable to determine the impact future restrictions and/or requirements may have on results of
operations.

Future Federal Deposit Insurance Corporation assessments will negatively impact our results of operations.

In November 2009, the FDIC issued a rule that required all insured depository institutions, with limited exceptions, to
prepay their estimated quarterly risk-based assessments for the fourth quarter of 2009 and for all of 2010, 2011 and 2012. The
FDIC also adopted a uniform three-basis point increase in assessment rates effective on January 1,2011. Any additional emergency
special assessment or increases in insurance premiums imposed by the FDIC will likely negatively impact the Company's earnings.

The Company is subject to certain risks with respect to liquidity.

Liquidity refers to the Company's ability to generate sufficient cash flows to support operations and to fulfill obligations,
including commitments to originate loans, to repay wholesale borrowings, and to satisfy the withdrawal of deposits by customers.

The Company's primary sources of liquidity are the cash flows generated through the repayment of loans and securities,
cash flows from the sale of loans and securities, deposits gathered organically through the Bank's branch network, from socially
motivated depositors, city and state agencies and deposit brokers and borrowed funds, primarily in the form of wholesale borrowings
from the FHLB-NY. In addition, and depending on current market conditions, the Company has the ability to access the capital
markets from time to time.

Deposit flows, calls of investment securities and wholesale borrowings, and prepayments of loans and mortgage-related
securities are strongly influenced by such external factors as the direction of interest rates, whether actual or perceived, local and
national economic conditions and competition for deposits and loans in the markets the Bank serves. Furthermore, changes to the
FHLB-NY's underwriting guidelines for wholesale borrowings may limit or restrict the Bank's ability to borrow, and could therefore
have a significant adverse impact on liquidity.

A decline in available funding could adversely impact the Bank's ability to originate loans, invest in securities, and meet
expenses, or to fulfill such obligations as repaying borrowings or meeting deposit withdrawal demands.

The Bank's ability to pay dividends or lend funds to the Company is subject to regulatory limitations that may prevent
the Company from making future dividend payments or principal and interest payments on its debt obligation.

Carver is a unitary savings and loan association holding company regulated by the OCC and Federal Reserve Board and
almost all of its operating assets are owned by Carver Federal. Carver relies primarily on dividends from the Bank 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 and Federal Reserve Board regulates all capital distributions by the Bank to the Company, including dividend
payments. 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 Federal Reserve Board prior to each capital distribution. The
OCC and Federal Reserve Board will disallow any proposed dividend that would result in failure to meet the OCC minimum
capital requirements. In accordance with the Orders, the Bank and Company are currently prohibited from paying any dividends
without prior regulatory approval, and, as such, suspended the regularly quarterly cash dividend on its common stock. There are
no assurances that the payments of dividends on the common stock will resume. The regulators also precluded future payment of
debenture interest payments on the Carver Statutory Trust I (trust preferred securities ("TruPS"). These payments remain on deferral
status.

Carver may not be able to utilize its income tax benefits.

The Company's ability to utilize the deferred tax asset generated by New Markets Tax Credit income tax benefits as well
as other deferred tax assets depends on its ability to meet the NMTC compliance requirements and its ability to generate sufficient
taxable income from operations to generate taxable income in the future. Since the Bank has not generated sufficient taxable
income to utilize tax credits as they were earned, a deferred tax asset has been recorded in the Company's financial statements.
For additional information regarding Carver's NMTC, refer to Item 7, “New Markets Tax Credit Award.”
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