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OATH OR AFFIRMATION

L Philippe Leopando , swear (or affirm:) that, to the
best of my knowledge and belief the accompanying financial statements and supporting schaduled pertaining to the finm of
HER Investments, Inc. Lasof
December 31 , 2006 . are troe and correct. I further swear (or affinm) that neither the company

nor any partner, proprietor, principal officer or director has any peoprietary interest in any sccount classified solely as that of
8 custotnier, except as follows:
None

Signature

Executive Vice President, Secretary and Treasurer

Title
| "OFFICIAL SEAL'
Michael James Liccar
Notary Public, State of Hlinois
My Commission Exp. 11/23/2008
aaache SE|
CURmEsF§ EXChance CoMuss,
This report contains (check all appticable boxes): Ly On
.{(8) Facing page.
(b)  Statement of Fingncin! Condition. MAR 01 2007

(c) Statement of Ilncome (Loss).
(d) Statement of Changes in Cash Flows, MIDy
() Statement of Changss in Stockholders' Equity or Partncry' o Sole Proprictor's Capital, VEST R GIONAL o=
(D  Statement of Changes in Lisbilities Subordinated to Claims of Creditars. L OFFICE
() Computation of Net Capital,
(h) Computation for Determination of Reserve Requirements Pursusnt to Rule 15¢3-3.
() Information Relating to the Possession or control Requirements Under Rule 15¢3-3.
() A Reconciliation, including sppropriats explanation, of the Computation of Net Capital Under Rule 15¢3-1 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.,
D (&} A Reconciliation between the audited and unaudited Statements of Financin! Condition with respect to methods of con-
solidation.
(1)  An Osth or Affimation.
(m) A copy of the SIPC Supplemental Report, )
(n) A report describing any material inadequacies found to exist or found to have existed since the date of the previous audit.

*For conditions of canfidential treatment of certain portions of this filing, see saction 240.17a-5(e}(3).
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MICHAEL J, LICCAR & CO., PC. i
Certifiasd Public Accountants TLiwors CPA, Socorry

INDEPENDENT AUDITORS' REPORT

To the Sole Stockholder
HFR Investments, Inc.
Chicago, Illinois

We have audited the accompanying statement of financial condition of HFR Investments,
Inc. (formerly known as Arbordale Hedge Investments, Inc.) as of December 31, 2006,
and the related statements of income, changes in stockholder's equity, and cash flows for
the year then ended. These financial statements are the responsibility of the Company's
management. Our responsibility is to express an opinion on the financial statements
based on our audit.

We conducted our audit 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 audit
provides a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material
respects, the financial position of HFR Investments, Inc. as of December 31, 2006, and
the results of its operations and cash flows for the year then ended in conformity with
accounting principles generally accepted in the United States of America.

Our audit was made for the purpose of forming an opinion on the basic financial
statemnents taken as a whole. The supplementary schedules on pages 13 through 15
inclusive are presented for purposes of additional analysis and are not a required part of
the basic financial statements, but are schedules required by Rule 17a-5 of the Securities
and Exchange Commission. Such schedules have been subjected to the procedures
applied in the audit of the basic financial statements and, in our opinion, are fairly stated
in all material respects in relation to the financial statements taken as a whole.

‘ P'Q .

Chicago, Illinois Certified Public} Accountants
February 28, 2007

200 West Adams Street - Suite 2211 . Chicago, [llinois 60606-5208
(312)922 . 6600 (800) 922 - 6604 Fak (312) 922 - 0315

www.liccar.com




HFR INVESTMENTS, INC.

(an Illinois Corporation)
Statement of Financial Condition
December 31, 2006
Assets
Cash in bank
Fees receivable
Prepaid assets
Total assets
Liabilities and Slnﬂlﬁhﬂlnﬁt'ﬂ EII!!II!!
Liabiliti

Accounts payable and accrued expenses

Totat liabilities

Stockholder's Equity

Common stock, at stated value, (1,000 shares authorized,
110 shares issued and outstanding)
Additional Paid in Capital
Retained eamings
Total stockholder’s equity

Total liabilities and stockholder's equity

The accompanying notes are an integral part of these financial statements.
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$ 60,172
133,988
6,768
$__200928
$ 13,890
$ 13,89
s 100
38,400
148,538
$ 187,038
$ 200,928



HFR INVESTMENTS, INC.
(an [llinois Cerporation)
Statement of Income
For the Year Ended December 31, 2006

Reyvenne
Fee income 3 382,684
Interest income 255
Total revenue s 382,939

Expenses
Director's fees $ 249,000
Compensation and related benefits 67,961
Rent and occupancy 13,939
Professional fees 10,159
Regulatory fees 8,068
Communications 3,608
Insurance 2,775
Office 433
Other 26,307
Total expenses $ 382,250
Net income $ 639

The accompanying notes are an integral part of these financial statements.
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HBFR INVESTMENTS, INC.
{an Ilinois Corporation)
Statement of Changes in Stockholder’s Equity
For the Year Ended December 31, 2006

Statement of Changes in Stockholder's Equity

Additional
Common Paid-in Retained
Stock Capital Eamings Total

Balance at

January [, 2006 by 100 § 38,400 $ 348,304 § 386,804
Net income - - ‘ 639 689
Distributions to stockholder - - (200,455) (200,455)
Balance at

December 31, 2006 5 100 % 38,400 § 143,538 $ 187,038

The accompanying notes are an integral part of these financial statements.




HFR INVESTMENTS, INC,
{(an Illinois Corporation)
Statement of Cash Flows
For the Year Ended December 31, 2006

Cash Flows Provided By Operating Activities:

Net income $ 689
Adjustments to reconcile net income to net cash
used in operating activities:
Net change in:
Fees receivable $ 234,994
Prepaid assets (68)
Illinois personal property replacment taxes receivable - deferred 1,500
Accounts payable and accrued expenses (1,153)
Dividend payable (26,489)
Iltinois personal property replacment taxes payable-current (5,300)
Total adjustments $ 203,883
Net cash provided by operating activities $ 204,572

Cash Flows {(Applied To) Financing Activities:

Distributions to shareholder $ (200,455)
Net cash (applied to) financing activities $ (200,455)
Net increase in cash . 5 4,118
Cash Balance December 31, 2005 $ 56,054
Cash Balance December 31, 2006 $ 60,172

The accompanying notes are an integral part of these financial statements
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HFR INVESTMENTS, INC.
(an Illinois Corporation)
NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2006

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

A summary of the significant accounting policies which have been followed in preparing
the accompanying financial statements is set forth below.

Nature of Business

HFR Investments, Inc. was formerly named Arbordale Hedge Investments, Inc. until May
1, 2006. The Company was incorporated on August 11, 1993 in the State of Illinois for
various purposes including, but not limited to, the sale of direct participation programs
("DPP"). The Company's income is derived primarily from fees received in conjunction
with its marketing of DPPs. '

The Company is registered as a broker/dealer with the Securities and Exchange
Commission and is a member of the National Association of Securities Dealers, Inc.
("NASD"). Its activities are limited to the sale of DPPs.

The Company does not hold customer funds or securities. Consequently, it is not subject
to the Reserve Requirement as defined in Rule 15¢3-3 under the Securities Exchange Act
of 1934.

Income Taxes

The Company has elected to be treated as an "S Corporation” for federal tax purposes
under the Internal Revenue Code, as amended. Consequently, for federal and state
income tax purposes, the Company's income is directly taxable to the individual
shareholders. However, the Company is subject to the Illinois Personal Property
Replacement Tax of 1.5% of net income, as defined.

Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting
principles requires management to make estimates and assumptions that affect the
reported amount of assets and liabilities (and disclosures 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.

-10-



HFR INVESTMENTS, INC.
(an Hlinois Corporation)
NOTES TO FINANCIAL STATEMENTS
FOR THE YEAR ENDED DECEMBER 31, 2006
(continued)

NOTE 2 - COMMITMENTS

The Company entered into a lease agreement for office space, which either party can
cancel on two months notice.

Rent expense for the year ended December 31, 2006 was approximately $14,000.

NOTE 3 - MINIMUM CAPITAL REQUIREMENTS

As a registered "DPP" securities dealer the Company is subject to a minimum net capital
requirement under (Rule 15¢3-1) under the Exchange Act of 1934. The minimum is the
greater of $5,000 or one-fifteenth of aggregate indebtedness, as defined. As of December
31, 2006 the Company had net capital requirements and net capital of $5,000 and
$46,282, respectively.

The net capital requirements could effectively restrict the payment of cash distributions,
the purchase by the Company of its own stock and the making of unsecured loans to the
shareholders.

NOTE 4 - OFF BALANCE SHEET RISK AND CONCENTRATION OF CREDIT
RISK

The Company does not carry customer securities accounts as defined by Rule 15¢3-3 of
the Securities Exchange Act of 1934, Securities transactions are processed by the general
partners or managers of the DPPs on a fully disclosed basis. In conjunction with this
arrangement, the Company could become contingently liable for any unsecured debit
balances in a customer account which introduced by the Company. These customer
activities may expose the Company to off-balance-sheet risk in the event the customer is
unable to fulfill its contractual obligations.

-11-
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FINANCIAL AND OPERATION COMBINED UNIFORM SINGLE REPORT

PART 1A
BROKER OR DEALER
HFR INVESTMENTS, INC. as of December 31, 2006
COMPUTATION OF NET CAPITAL
).~ Tots) ownership equity from Statement of Finsncial Conditicn ) 187,038 30
2. Deduct ownership equity not allowed for Net Caplta) 3490
3. Tot qwnership equity qualifiod for Net Capital 187,038 | 3s00
4 Add
A Liabilitics subordinated to the clsims of general creditors allowable in computtion of et capital N
B.  Other (deduction) or sllowable credits (Lixt) 3525
$.  Totxl cxpita! and allowsble subordinsted tisbilities $ 187,038 3530
6. Deductions and/or charges:
A, Total nonallowablo assets from Statement of Financial Condition 5 140,756 | 3340
B,  Secured demand note deficlency 3350
€. Commodity futnres contracts and spot commoditics-
peopriety capital charpes 3600
D, Other deductions md/ar charges 3610 (140,756) 3520
7. Other additions andor allowabls credits (List) ) 3530
3. Netcapital befory haircats on securities positions s 46,282 | 3540
9, Haimuts on secarities {compated, where applicabt
parsaant bo 15¢3-1 (£
A, Contractusl sccrities commitments 1 3660
B.  Sebondimted securitics borowings 1670
C.  Trading and investment securities:
1. Excmped securitics 3733
2. Debt pocurities 3733
3. Options 3730
4, Other socurities 3734
D. Usdve Concentration 3650
E  Oterflisy 3736 0] 3740
10. NeCpital . s 46282 3750
Non-allgwable sssets:
Fees receivable $ 133,988
Prepaid assets 6,768
Total s 140,756

Net capital per unaudited FOCUS Report Part 11A $ 136,047
Increase in non-allownble assets {89,765)
Net capital per audited financial statements s 46,282

See Independent Auditors’ Report.
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FINANCIAL AND OPERATION COMBINED UNIFORM SINGLE REPORT
PART 1A

BROKER OR DEALER
HFR INVESTMENTS, INC. as of December 31, 2006

COMPUTATION OF BASIC NET CAPITAL REQUIREMENT

Part A
1. Minimum net capital required (6-2/3% of lino 19) b 926 ' 1756 |
$2.  Minimum dollar net capital requirement of reporting broker or dealer and minimum net capital requirement
of subsidiaries computed i sccordance with Note (A) s 50001 3758
13, Netcapital roquirement (greater of line 11 or 12) 5 5,000 3760
14.  Excess net capital {line 10 less 13) s 41,2821 amo
15.  Excess net capital at 1000% (line 10 lesa 10% of line 19) s 44,893 | 3780
COMPUTATION OF AGGREGATE INDEBTEDNESS

16.  Total AL linbilities from Statement of Financia) Condition L4 13,890 | 3790 l
17.  Add:

A Drafis for immediate credis 3 | 3300 |

B. Market value of securities borrowed for which no equivalent

vatue is paid or credited s 30

C.  Other urrecorded amounts (List) $ 3g20 | § 0| mo
19.  Total sggregate indebtedness s 13,890| 3840
20.  Percentage of sggregate indebtedness to net capital (line 15+by Line 10) % 30.01%| 3850
21.  Percentage of debt to debi-equity total computed in recordance with Rule 15¢3-1 (d) % 0.00%| 3860

See Independent Auditors' Report.
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HFR INVESTMENTS, INC.
(formerly Arbordale Hedge Investments, Inc.)
{An Hllinois Corporation)
COMPUTATION FOR DETERMINATION OF RESERVE REQUIREMENTS FOR
BROKER-DEALERS UNDER RULE 15¢3-3

INFORMATION FOR POSSESSION OR CONTROL REQUIREMENTS
UNDER RULE 15¢3-3

as of December 31, 2006

The Company does not carry customer accounts as defined by rule
15¢3-3 of the Securities Exchange Act of 1934, Therefore, the
Company is exempt from the provisions of that rule.
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INDEPENDENT AUDITOR'S REPORT ON INTERNAL ACCOUNTING
CONTROL
REQUIRED BY SEC RULE 17a-5

To the Sole Stockholder
HFR Investments, Inc.
Chicago, lllinois

We have examined the financial statements of HFR Investments, Inc. (formerly
Arbordale Hedge Investments, Inc.), for the year ended December 31, 2006, and issued
our report thereon dated February 28, 2007. As part of our examination, we made a study
and evaluation of the Company's system of internal accounting control (which includes
the procedures for safeguarding -securities) to the extent we considered necessary to
evaluate the system as required by generally accepted auditing standards. The purpose of
our study and evaluation, which included obtaining an understanding of the accounting
system, was to determine the nature, timing, and extent of the auditing procedures
necessary for expressing an opinion on the financial statements. Due to the small size of
the small size of the Company and the limited number of accounts, we placed little
reliance on the Company’s internal controls and we tested 100% of the accounts.

Also, as required by rule 17a-5(g)(1) of the Securities and Exchange Commission (the
"Commission"), we have made a study of the practices and procedures followed by the
Company including tests of such practices and procedures that we considered relevant to
the objectives stated in rule 17a-5(g), (1) in making the periodic computations of
aggregate indebtedness and net capital under rule 17a-3(a)(11) and the procedures for
determining compliance with the exemptive provisions of rule 15¢3-3. We did not review
the practices and procedures followed by the Company in making the quarterly securities
examinations, counts, verifications and comparisons, and the recordation of differences
required by rule 17a-13 or in complying with requirement for prompt payment for
securities under section 8 of Regulation T of the Board of Governors of the Federal
Reserve System, because the Company does not currently carry securities accounts for
customers or perform custodial functions relation to customer securities.

The management of the Company is responsible for establishing and maintaining a
system of internal accounting control and the practices and procedures referred to in the
preceding paragraph. In fulfilling this responsibility, estimates and judgments by
management are required to assess the expected benefits and related costs of control

200 West Adams Sueet - Suite 2211 - Chicago, Hlinois 60606-5208
(312) 922 - 6600 (800} 92} 61.5604 Fax (312) 921 - 0315
www.liccar.com



procedures and of the practices and procedures referred to in the preceding paragraph and
to assess whether those practices and procedures can be expected to achieve the
Commission's above-mentioned objectives. The objectives of a system and the practices
and procedures are to provide management with reasonable, but not absolute, assurance
that assets for which the Company has responsibility are safeguarded against loss from
unauthorized use or disposition, and that transactions are executed in accordance with
management's authorization and recorded properly to permit the preparation of financial
statements in accordance with generally accepted accounting principles. Rule 17a-5(g)
lists additional objectives of the practices and procedures listed in the preceding

paragraph.

Because of inherent limitations in any internal accounting control structure or the
practices and procedures referred to above, errors or irregularities may occur and not be
detected. Also, projection of any evaluation of them to future periods is subject to the
risk that they may become inadequate because of changes in conditions or that the
effectiveness of their design and operation may deteriorate.

Our consideration of the internal control structure would not necessarily disclose all
matters in the internal control structure that might be material weaknesses under
standards established by the American Institute of Certified Public Accountants. A
material weakness is a condition in which the design or operation of the specific intemal
control structure elements does not reduce to a relatively low level the risk that errors or
irregularities in amounts that would be material in relation to the financial statements
being audited may occur and not be detected within a timely period by employees in the
normal course of performing their assigned functions.

We understand that the practices and procedures that accomplish the objectives referred
to in the second paragraph of this report are considered by the Commission to be
adequate for its purposes in accordance with the Securities Exchange Act of 1934 and
related regulations, and that practices and procedures that do not accomplish such
objectives in all material respects indicate a material inadequacy for such purposes.
Based on this understanding and on our study, except as noted above, we believe that the
Company's practices and procedures were adequate at December 31, 2006 to meet the
Commission's objectives.

This report is intended solely for the information and use of the Board of Directors,

management, the Securities and Exchange Commission and the National Assoctation of
Securities Dealers and should not be used for any other purpose.

C.

Chicago, Illinois Certified Public Accountants
February 28, 2007
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MICHAEL J. LICCAR & CO,,PC, Ananicun Jrrirs on
Ceortifisd Public Accountants T woos CPA Soctary

February 28, 2007

Securities and Exchange Commission
175 W. Jackson, Suite 900
Chicago, Illinois 60604

To whom it may concemn:

Enclosed please find one copy of the public annual filing of the audited financial
statements of Arbordale Hedge Investments, Inc. as of December 31, 2006.

Please acknowledge receipt by signing and dating a copy of the enclosed transmittal letter
and retuming to me. A self-addressed, stamped envelope is enclosed for your
convenience.

Sincerely,
—
%\’\'\r\ W\
Thomas JAMg¢Carthy, C
Enclosures

cc: Mr. Mark Tucker, Arbordale Hedge Investments, Inc.

RECEIPT ACKNOWLEDGED:
[aVLATIIN
Signature
(W

Title

2 —\-0N

Date

200 West Adams Street - Suite 2211 - Chicago, lllincis 60606-5208
(312) 922 - 6600 (800) 922 - 6604 Fax (312)922 . 0315
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