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BOLLAM, SHEEDY, TORANI & CO. LLP
Certified Public Accountants
New York, New York

INDEPENDENT AUDITOR’S REPORT

Board of Directors
771620 Equities Corp.
Forest Hills, New York

We have audited the accompanying statements of assets, liabilities, and stockholders’ deficit - income tax basis of 771620
Equities Corp. as of December 31, 2010 and 2009, and the related statements of revenues and expenses and accumulated deficit -
income tax basis, and cash flows - income tax basis for the years then ended. These financial statements are the responsibility of
the Company’s management. Our responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of America.
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements
are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in
the financial statements. An audit also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe that our audits provide a reasonable
basis for our opinion.

As described in Note 1, these financial statements were prepared on the basis of accounting the Company uses for income
tax purposes, which is a comprehensive basis of accounting other than accounting principles generally accepted in the United
States of America.

In our opinion, the financial statements referred to above present fairly, in all material respects, the assets, liabilities and
stockholders’ deficit of 771620 Equities Corp. as of December 31, 2010 and 2009, and its revenues and expenses and accumulated
deficit - income tax basis, and cash flows for the years then ended, on the basis of accounting described in Note 1.

As discussed in Note 6, the Company has not estimated the remaining lives and replacement costs of the common
property and, therefore, has not presented the estimates of future costs of major repairs and replacements that will be required in

the future that the American Institute of Certified Public Accountants has determined is required to supplement, although not
required to be a part of, the basic financial statements.

(Aot g S/{,a(_xa/?m FEC ey

New York, New York
July 30, 2011
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771620 EQUITIES CORP.

STATEMENTS OF ASSETS, LIABILITIES AND
STOCKHOLDERS’ DEFICIT - INCOME TAX BASIS

December 31,
2010 2009
ASSETS
Cash and cash equivalents (Notes 1 and 7) A 51,301 3 30,197
Cash reserve account (Notes 1, 3 and 7) 185,566 223,061
Tenant accounts receivable . 81,555 53,109
Escrow deposits for real estate taxes (Note 2) 16,777 14,880
Prepaid real estate taxes 43,107 43,104
Unexpired insurance and sundry receivables 4,119 3,620
Fuel inventory 7,703 5,595
390,128 373,565
PROPERTY AND EQUIPMENT (Notes 1, 3 and 6)
Building 1,640,175 1,640,175
Building improvements and equipment 1,355,514 1,352,482
2,995,689 2,992,657
Less accumulated depreciation 1,799,999 1,701,521
1,195,690 1,291,136
Land ' 267,005 267,005
1,462,695 1,558,141
MORTGAGE REFINANCING COSTS, net of accumulated amortization
of $39,983 and $32,943 at 2010 and 2009 (Note 1) 9,297 16,337
$ 1.862,120 $ 1.948.043
LIABILITIES AND STOCKHOLDERS' DEFICIT
LIABILITIES
Accounts payable and accrued expenses ) 5 68,996 b 58,039
Accrued interest payable on mortgage 13,750 12,813
Corporate taxes payable (Note 1) 650 943
Mortgage note payable (Note 3) 3,000,000 3,000,000
Total liabilities 3,083,396 3,071,795
COMMITMENTS AND CONTINGENCIES (Note 7)
STOCKHOLDERS' DEFICIT
Capital stock, authorized 40,000 shares; issued and
outstanding 28,225 shares at $.50 par value per share 14,113 14,113
Capital in excess of par value (Note 4) 1,296,600 1,296,600
Deficit (2,531,989) (2,434,465)
Total stockholders' deficit (1,221,276) (1,123,752)
$ 1.862.120 $ 1.948.043

The accompanying Notes to Financial Statements are an integral part of these statements.
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771620 EQUITIES CORP.

STATEMENTS OF REVENUES AND EXPENSES AND ACCUMULATED DEFICIT - INCOME TAX BASIS

Years Ended December 31,

2010 2009
REVENUES (Notes 1 and 6)
Maintenance charges b 588,575 $ 558,188
Assessment income 111,258 26,551
Total maintenance charges 699,833 584,739
Laundry income 5,400 5,400
Interest and dividend income 516 1,420
Late fees, sublet fees and sundry income 14,007 17,345
Total revenues, forwarded 719,756 608,904
OPERATING EXPENSES
Labor costs
Salaries and wages 75,804 74,337
Payroll taxes 6,457 6,043
Workmen's compensation insurance 2,849 3,526
Employee pension and welfare funds 26,175 33,094
Telephone 550 550
Total labor costs 111,835 - 117,550
Electricity and gas 15,111 14,300
Heating 83,938 50,483
Total operating expenses 210,884 182,333
ADMINSTRATIVE EXPENSES
Management fees 17,300 16,800
Professional fees 11,038 31,579
Office, payroll service and miscellaneous expenses 2,756 2,522
Total administrative expenses 31,094 50,5901
REPAIRS AND MAINTENANCE
Elevator 11,229 , 17,394
Supplies and tools 6,568 5,362
Plumbing and heating 14,836 22,379
Exterminating 2,090 1,303
Tile and plaster 2,891 1,108
Boiler 11,786 6,394
Miscellaneous 5,809 2,266
Total repairs and maintenance 55,209 56,206
Expenses, forwarded 297,187 289,440

The accompanying Notes to Financial Statements are an integral part of these statements.
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771620 EQUITIES CORP.

STATEMENTS OF REVENUES AND EXPENSES AND ACCUMULATED DEFICIT - INCOME TAX BASIS

Years Ended December 31,

2010 2009
Total revenues, forwarded $ 719,756 $ 608,904
Total expenses, forwarded 297,187 289,440
GENERAL EXPENSES
Financing interest (Note 3) 160,312 153,750
Real estate taxes (Note 5) 180,882 169,989
Water and sewer expense ’ 28,073 24,758
Insurance, building 42.047 31,340
Permits and fees 1,798 1,961
Corporation taxes (Note 1) 1,463 1,284
Total general expenses 414,575 383,082
Total expenses before depreciation and amortization 711,762 672,522
Excess (deficiency) of revenues over expenses
before depreciation and amortization 7,994 {63,617)
Depreciation of property and equipment (Note 1) : 98,478 98,157
Amortization of mortgage refinancing costs (Note 1) 7,040 ' 7,040
Total depreciation and amortization 105,518 105,197
Net loss (97,524) (168,814)
ACCUMULATED DEFICIT, beginning of year (2,434,465) (2,265,651)
ACCUMULATED DEFICIT, end of year $ (2,531.989) _§ (2.434.465)

The accompanying Notes to Financial Statements are an integral part of these statements.
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771620 EQUITIES CORP.

STATEMENTS OF CASH FLOWS - INCOME TAX BASIS

CASH FLOWS PROVIDED (USED) BY OPERATING ACTIVITIES
Net loss
‘Adjustments to reconcile net loss to net cash provided
(used) by operating activities
Depreciation and amortization
(Increase) decrease in
Tenant accounts receivable
Escrow deposits for real estate taxes
Prepaid real estate taxes
Unexpired insurance and sundry receivables
Fuel inventory
(Decrease) increase in
Accounts payable and accrued expenses
Corporate taxes payable

CASH FLOWS PROVIDED (USED) BY INVESTING ACTIVITIES
Cash, reserve fund
Property and equipment acquisitions

Net increase (decrease) in cash and cash equivalents
CASH AND CASH EQUIVALENTS, beginning of year
CASH AND CASH EQUIVALENTS, end of year
SﬁPPLEMENTAL CASH FLOW INFORMATION
Cash paid during year for

Interest
Corporation taxes

The accompanying Notes to Financial Statements are an integral part of these statements.

Years Ended December 31,

2010 2009
$ (97,524) 3 (168,814)
105,518 105,197
(28,446) (4,713)
(1,897) (1,119)
3) (4,574)

(499) 12
(2,108) 850
11,893 2,138
(293) (337
(13,359) (71,360)
37,495 26,242
(3,032) (6,079)
34,463 20,163
21,104 (51,197)
30,197 81,394

$ 51,301 $ 30,197
$ 159,375 $ 153,750
1,756 1,621
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771620 EQUITIES CORP.

NOTES FINANCIAL STATEMENTS
December 31,2010 and 2009

NOTE 1 - SUMMARY OF ACCOUNTING POLICIES
a. Business Organization

771620 Equities Corp. (Company) is a cooperative apartment corporation (consisting of 72 residential apartments)
incorporated under the laws of New York State and qualifies under Section 216 of the Internal Revenue Code. Pursuant
thereto, its shareholders may be entitled to deduct for federal, state, and city income tax purposes their proportionate share of
the real estate taxes and mortgage interest paid in connection with the property.

A summary of significant accounting policies consistently applied in the preparation of the accompanying financial statements
follows.

b. Accounting Method

The Company’s policy is to prepare its financial statements on the accounting basis used for federal income tax purposes. The
income tax basis of accounting differs from generally accepted accounting principles (GAAP) in the following significant
respects.

The building and land are shown at the sponsor’s adjusted cost basis at the time the property was transferred to the
Corporation rather than at the fair value which would be required by GAAP. Accordingly, depreciation is different than it
would be if the property were reported at fair value. In addition, the amount of maintenance paid by tenant-cooperators under
proprietary leases which is used for mortgage amortization is deemed to be additional paid-in capital rather than revenue,
which would be required by GAAP.

The accompanying financial statements have been prepared using the accrual basis of accounting.

The preparation of financial statements in conformity with the income tax basis of accounting requires management to make
estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets and
liabilities at the date of the financial statements and the reported amounts of revenues and expenses during the reporting
period. Actual results could differ from those estimates. Because many types of transactions are susceptible to varying
interpretations under federal and state income tax laws and regulations the amounts reported in the accompanying financial
statements may be subject to change at a later date upon final determination by the taxing authorities.

c. Cash and Cash Equivalents

The Corporation considers all highly liquid debt instruments purchased with a maturity of three months or less to be cash
equivalents. The money market fund included in cash equivalents bear interest of .20% and .40% at December 31, 2010 and
2009, respectively.

d.  Property and Equipment

Building improvements are being depreciated on both the straight-line and accelerated methods over 27.5 years. The buildin g
is being depreciated over 35 years.

Maintenance and repairs are charged to operations as incurred, whereas the cost of significant betterments are capitalized.
Upon sale or retirement of property assets, the related costs and accumulated depreciation are eliminated from the accounts
and gains or losses are reflected in operations.

e. Mortgage refinancing costs

The costs of financing the mortgage are being amortized over seven years on the straight-line basis.
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771620 EQUITIES CORP.

NOTES FINANCIAL STATEMENTS
December 31,2010 and 2009

NOTE 1 - SUMMARY OF ACCOUNTING POLICIES - Continued
/- Revenue Recognition

Maintenance charges on residential units and commercial and garage income are recognized on an accrual basis when due
from stockholders and tenants.

g. Corporation Taxes

The Company is subject to federal and state taxation pursuant to Subchapter T of the Internal Revenue Code and pays taxes
on both patronage and non-patronage net income.

The Corporation’s federal and state income tax returns are subject to examination by taxing authorities. The Corporation is
no longer subject to income tax examinations for the years ended December 31, 2006 and prior.

h. Subsequent Events

In preparing the financial statements and notes thereto, the Corporation has considered subsequent events through July 30,
2011, the date the financial statements were available to be issued.

NOTE 2 - ESCROW DEPOSITS HELD BY MORTGAGEE

Under the terms of the mortgage, the Company is required to make monthly escrow deposits in an amount equal to 1/12th of
the estimated annual real estate taxes. As of December 31, 2010, the Company was making monthly escrow payments of
$15,238.

NOTE 3 - MORTGAGE NOTE PAYABLE

On May 12, 2005, the Company refinanced the mortgage with Sovereign Bank (Formerly Independence Community Bank) to
an aggregate amount of $3,000,000 (secured by a first mortgage lien on the premises), and a revolving credit loan in the
maximum amount of $300,000. Payments of interest only on the mortgage loan will be at 5.125% for the first five years and
5.5% for the sixth and seventh year, when the entire principal balance is due (May 12, 2012). The loan may be extended for
an additional five years upon giving sixty days prior written notice and the payment of a fee based on 1% of the outstanding
principal balance. The interest rate during the extension period will be at a rate equal to the Five Year Fixed Advance Rate of
the Federal Home Loan Bank of New York, plus 2%, but not less than the current interest rate. The constant monthly
payments will be adjusted to include a 1% per year amortization factor. The loan may be prepaid in full, only, upon payment
of'a premium equal to 5% in the first and second years, declining to 1% in the sixth and seventh years. During the extension
period, the premium will be 5% in the eighth year, declining 1% thereafter to year twelve. As additional collateral, the
Company has assigned its rights to collection of all rents and all present and future leases as collateral.

The line-of-credit is to be used solely for capital improvements, and provides for draws in the minimum principal amount of
$60,000, with interest at a rate equal to 2.25% per year in excess of LIBOR for three month contracts (2.5% at December 31,
2009). The line-of-credit is coterminous with the first mortgage loan. At December 31, 2010 and 2009, no monies were
outstanding on the line-of-credit.

The Company is required to maintain operating and reserve accounts with the bank, escrow monies for real estate taxes and
" water and sewer taxes (if the charges are based on frontage), and is prohibited from obtaining secondary financing.

Page 7



771620 EQUITIES CORP.

NOTES FINANCIAL STATEMENTS
December 31, 2010 and 2009

NOTE 4 - STOCKHOLDERS® EQUITY

Pursuant to Internal Revenue Service Rulings and court decisions, the amount of maintenance paid by tenant-cooperators
under proprietary leases which is used for mortgage amortization and capital improvements is deemed to be additional paid-in
capital. This amount is credited to additional paid-in capital and does not constitute income to the Company.

NOTE 5 - MAINTENANCE CHARGES

Maintenance charges are based on an annual budget determined by the Board of Directors. Tenant-cooperators are billed
monthly based on their respective stock holdings. The Company retains excess operating funds, if any, at the end of the
operating year, for use in future operating periods.

Maintenance charges for 2010 and 2009 are reflected net of real estate tax abatements of $34,858 and $32,202, respectively.
During 2010 and 2009, the Board of Directors instituted operating assessments of $27,546 and $26,551, respectively.

Effective De‘:cember 1, 2009, the Board of Directors approved a 5% increase in maintenance charges and in June 2010
approved a six-month operating assessment of $2.85 per share (totaling $80,441) payable July to December 2010.

NOTE 6 - FUTURE MAJOR REPAIRS AND REPLACEMENTS
The Company’s governing documents do not require that funds be accumulated for future major repairs and replacements.

‘The Company has not conducted a study to determine the remaining useful lives of the components of common property and
current estimates of costs of major repairs and replacements that may be required in the future. The Board has also not
developed a plan to fund those needs. When funds are needed, the Company plans to borrow, use existing funds, increase
maintenance charges, or delay repairs and replacements until funds are available. The effect on future assessments has not
been determined at this time.

NOTE 7 - COMMITMENTS AND CONTINGENCIES

The Company maintains cash balances at financial institutions located in New York. Accounts at each institution are insured,
up to certain limits, by the Federal Deposit Insurance Corporation (FDIC).

An action had been commenced by a shareholder in Supreme Court, Queens County, in which the shareholder was seeking
unspecified and punitive damages asserting an incorrect allocation of shares to their apartment. The matter was referred to the
Company’s officer and directors’ insurance company for defense and coverage. The Company’s Counsel has moved for and
been granted summary judgment. The shareholder had appealed the summary judgment and in January 2011 the court
affirmed the original decision with no payments made by the Company. The Company has instituted an action to collect the
arrears from the shareholder.

In May 2011 another action has been commenced by a shareholder in Supreme Court, Queens County, in which the
shareholder is seeking monetary damages (no maximum amount specified) asserting an incorrect allocation of shares to their
apartment and holder of unsold share status. The matter has been referred to the Company’s officer and director’s insurance
company for defense and coverage. The Company Counsel has moved to dismiss all but one cause of action and the motion
is scheduled to be heard by the court in September 2011. No discovery has occurred to date and the outcome of the case
cannot be determined at this time.
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