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

 

Frec Securities, LLC 

Statement of Financial Condition 

As of June 30, 2026  

  

  
Assets 

 

  
       Current Assets:  

Cash & Cash Equivalents                    $     1,600,472 

Accounts Receivable            446,006 

Clearing Deposit         1,039,885 

Intercompany Receivable from Affiliate                              128,356 

Other Current Asset                                38,724 

Total Current Assets $      3,253,443 

  
Liabilities & Member's Equity 

 

  
  Current Liabilities:  

Accounts Payable                    $          10,917 

Accrued Expenses            737,582 

Intercompany due to Parent              64,898 

Intercompany due to Affiliate            390,395 

Total Current Liabilities $      1,203,792 

  
 Member's Equity  

Capital Contributions $      5,838,961 

Retained Earnings         (3,789,310) 

Total Member's Equity $      2,049,651 

  
Total Liabilities & Member's Equity $      3,253,443 
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Notes to Financial Statements 
 
Note 1 – Summary of Significant Accounting Policies  
Organization and Nature of Operations 

Frec Securities LLC (the “Firm”) is a Delaware Limited Liability Company registered as an 
introducing broker- dealer with the Securities and Exchange Commission (SEC) and is a 
member of Financial Industry Regulatory Authority (FINRA). The Firm is a wholly owned 
subsidiary of Frec Markets Inc. (the "Parent") and is affiliated with Frec Advisors LLC (the 
“Affiliate”), another subsidiary of the Parent.  

The Firm was approved as a member of FINRA and commenced operations on May 5th, 2022. 
The Firm maintains an online platform allowing customers to purchase and sell most publicly 
traded stocks and ETFs available on the major US stock exchanges commission free, and 
certain money market funds within margin accounts. The Firm also offers its customers access 
to margin loans collateralized by their securities. The Affiliate receives full or limited 
discretionary authority from customers to trade within opened brokerage accounts with the Firm 
to provide managed direct indexing investment and treasury management services to its clients.  

Customer funds and securities are held by a third-party custodian and clearing firm, Apex 
Clearing Corporation (“Apex”). Apex is responsible for servicing customer accounts by 
executing, clearing, and settling trades; preparing and distributing account statements and trade 
confirmations; and extending credit to margin accounts. 

Financial Statement Presentation   

The accompanying financial statements are prepared in accordance with the U.S generally 
accepted accounting principles (“GAAP”). The Firm’s revenues are derived primarily from 
margin interest on customer debit balances, interest rebates on customer cash balances held at 
the clearing broker, agency transactions, and related brokerage services. 

Government and Other Regulation 

The Firm’s business is subject to significant regulation by various governmental agencies and 
self-regulatory organizations, including the SEC and FINRA. Such regulation includes, among 
other things, periodic examinations by these regulatory bodies to determine whether the Firm 
is conducting and reporting its operations in accordance with the applicable requirements of 
these organizations.  As a registered broker-dealer, the Firm is subject to the SEC’s net capital 
rules (Rule 15c3-1) which require that the Firm maintain a minimum net capital, as defined.  
 

Use of Estimates 

The preparation of financial statements is in conformity with accounting principles generally 
accepted in the United States of America and requires management to make estimates and 
assumptions that affect the reported amounts of assets and liabilities at June 30, 2026, and 
revenues and expenses during the year then ended. The actual outcome of the estimates 
could differ from the estimates made in the preparation of the financial statements. 
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Cash and Cash Equivalents 

For purposes of the Statement of Cash Flows, the Firm considers all highly liquid investments 
with original maturities of three months or less to be cash equivalents. The Firm maintains its 
operating cash in bank checking accounts insured by the Federal Deposit Insurance 
Corporation up to $250,000 per institution. At June 30, 2026, the Firm's cash balances 
exceeded federally insured limits by $1,233,374. The Firm also maintains two brokerage 
accounts with clearing broker Apex Clearing Corporation. 

 

Income Taxes 

No provisions have been made for income taxes since the Firm is a single member limited 
liability company and is considered a disregarded entity for income tax purposes. The sole 
member, Frec Markets Inc., is liable for income taxes based on the Firm’s taxable income.  

 

Revenue Recognition  

Margin interest fees represent interest charged on customer margin debit balances and are 
recognized monthly as earned. 

Interest rebates represent the Firm’s share of the interest earned by the Clearing Broker on 
customer short credit balances (the proceeds of customer short sales held at the Clearing 
Broker), which arise primarily from short positions held within customers’ direct indexing 
portfolios managed by the Affiliate. Money market rebates represent the Firm’s share of the 
interest earned by the Clearing Broker on customer credit balances in accounts participating in 
the Clearing Broker’s FDIC-insured bank sweep program; under the clearing agreement, the 
Clearing Broker pays the Firm up to one-half of the effective federal funds rate less five basis 
points on the total customer credit balances in the sweep program. Both rebates are calculated 
by the Clearing Broker based on customer balances and prevailing rates and are recognized 
monthly, which is when the Firm believes its performance obligation has been contractually 
satisfied in all material respects. 

Interest income represents interest earned on the Firm’s cash and U.S. Treasury bills held in its 
clearing deposit account. Equity order flow rebates are described under Payment for Order Flow 
below. 

 

Equity Order Flow 

The firm generates revenue through a payment for order flow (PFOF) agreement with Apex. In 
this structure, the firm routes all customer orders to Apex. Apex, in turn, directs those orders to 
market makers based on its own routing strategy. Apex receives compensation from the market 
makers for executing these orders and shares 50% of this revenue with the firm. The firm has 
no influence over where the orders are executed or the specific amount of compensation 
received. The company believes the performance obligation is satisfied on the trade date 
because that is when the underlying financial instrument or purchaser is identified, pricing is 
agreed upon, and the risk and reward of ownership have been transferred. 
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Investments 

As of June 30, 2026, the Firm held $1,057,000 par value of U.S. Treasury bills classified as 
held-to-maturity. These securities are carried at amortized cost, which totaled $1,053,591 at 
period end; the estimated fair value was $1,053,406. Discount accretion of $13,800 earned 
through June 30, 2026 was recorded in July 2026 and is not reflected in the accompanying 
financial statements; management considers the amount immaterial. Any difference between 
amortized cost and fair value represents an unrealized gain or loss that is not recognized in the 
financial statements because the Firm intends to hold these securities to maturity, in accordance 
with ASC 320. The firm purchases T-bills with maturities of less than ninety days.  

 

 

Cash Deposits with Clearing Brokers 

Cash deposits with clearing broker consist of funds on deposit with the Clearing Broker pursuant 
to the Firm’s clearing agreement. The agreement requires the firm to maintain a minimum 
clearing deposit of $1,000,000, based on the Firm having only U.S customers and executing 
trades exclusively through Apex. During the year ended June 30, 2026, the required minimum 
deposit increased from $500,000 to $1,000,000, and the Firm deposited an additional $500,000 
with the Clearing Broker in December 2025. As of June 30, 2026, the carrying value of the 
clearing deposit account was $1,039,884.67 (before the discount accretion described under 
Investments above), the difference from the required minimum representing earnings on the 
money on deposit. The account holds the U.S. Treasury bills described under Investments and 
a small cash balance. As long as the Firm continues to use the clearing and execution services 
of the Clearing Broker, the Firm will be required to maintain the cash on deposit.  

Due from clearing broker and commissions receivables  

Due from the clearing broker and commissions receivable represent monies due the Firm from 
the Clearing Broker through securities generated transactions. An allowance for doubtful is not 
recorded since the Clearing Broker adjusts accounts monthly to actual collections.  

Note 2 — Concentration of Risk 
The Firm is engaged in brokerage activities in which counterparties primarily include other 
financial institutions. In the event counterparties do not fulfill their obligations, the Firm may be 
exposed to risk. The type of default depends on the creditworthiness of the counterparty or 
issuer of the instrument. It is the Firm's policy to review, as necessary, the credit standing of 
each counterparty. For the year ended June 30, 2026, APEX was the only major counterparty 
that the Firm engaged in brokerage activities. Substantially all of the Firm’s revenue, including 
margin interest fees, interest rebates and money market rebates, is earned through its clearing 
arrangement with Apex.   
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Note 3 — Credit Losses 
The Firm follows ASC Topic 326, Financial Instruments – Credit Losses (“ASC 326”). ASC 326 
impacts the impairment model for certain financial assets by requiring a current expected credit 
loss (“CECL”) methodology to estimate expected credit losses over the entire life of the financial 
asset. Under the accounting update, the Firm has the ability to determine that there are no 
expected credit losses in certain circumstances (e.g, based on the credit quality of the 
customer). 

The Firm had accounts receivable as of June 30, 2026 and 2025 of $446,006 and $57,291, 
respectively.  

 

Note 4 — Net Capital Requirements  
The Firm is subject to the SEA Uniform Net Capital Rule("SEA Rule15c3-1"), under which the 
Firm is required to maintain a minimum net capital, as defined, of the greater of $5,000 or 6.67% 
of aggregate indebtedness and requires that the percentage of aggregate indebtedness to net 
capital, as defined, shall not exceed 15 to 1 or 6.67%. 

At June 30, 2026, the Firm had net capital of $2,017,327, which was $1,937,074 in excess of its 
required net capital of $80,253. The Firm's ratio of aggregate indebtedness to net capital was 
0.60 to 1 at June 30, 2026. 

Note 5 — Related Party Transactions 
The Firm has an expense agreement with its Parent, whereby the Firm makes use of a portion 
of the Parent's office, personnel, insurance coverage, and accounting and H&R services. The 
Firm incurred $308,127 in shared expenses, which are recorded on the Statement of 
Operations. 

At June 30, 2026, the Firm has an outstanding payable of $64,898 to the Parent.  During the 
year ended June 30, 2026, the Parent contributed $1,980,000 in cash capital contributions, and 
$350,000 in debt forgiveness was recorded as capital contributions.  

The Firm debits management fees and credits promotion bonuses to customer brokerage 
accounts on behalf of the Affiliate through its clearing broker. As of June 30, 2026, the Firm has 
an outstanding receivable of $128,356 and an outstanding payable of $390,395 to the Affiliate.  

 

Note 6 - Commitments and Contingencies 
In March 2026, the Firm settled a legal matter for $330,000. The settlement was paid in full 
during the year ended June 30, 2026 and is included in Other Operating Expenses on the 
Statement of Income; the Firm has no remaining obligations under the settlement agreement. 
Other than the foregoing, the Firm does not have any commitments or contingencies as of June 
30, 2026. 
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Note 7 - Going Concerns  
The accompanying financial statements have been prepared assuming the Firm will continue as 
a going concern. Due to significant losses since inception, it may be necessary to obtain 
additional capital. Management has received assurances from the Parent that they have the 
wherewithal to, and will, infuse additional capital in the future should the Firm need it to fund its 
operations. 

 

Note 8 – Subsequent Events  
The Firm’s management has evaluated subsequent events through the date the financial 
statements were available to be issued, and has concluded that there are no significant 
subsequent events that would require adjustment to or disclosure in the financial statements. 

 

Note 9 – Fair Value Measurements 
The Firm measures certain financial assets and liabilities at fair value in accordance with ASC 
820, Fair Value Measurement. ASC 820 establishes a fair value hierarchy that prioritizes the 
inputs to valuation techniques used to measure fair value. The hierarchy gives the highest 
priority to quoted prices in active markets for identical assets or liabilities (Level 1) and the 
lowest priority to unobservable inputs (Level 3). 

The three levels of the fair value hierarchy are defined as follows: 

 Level 1: Quoted prices (unadjusted) in active markets for identical assets or liabilities 
that the Firm can access at the measurement date. 

 Level 2: Inputs other than quoted prices included in Level 1 that are observable for the 
asset or liability, either directly or indirectly. 

 Level 3: Unobservable inputs for the asset or liability. 

 

The following table presents the Firm’s financial assets and liabilities measured at fair value on 
a recurring basis as of June 30, 2026: 

     

 Level 1 Level 2 Level 3 Total 
U.S. Treasury bills $1,053,406 - - $1,053,406 

 

The Firm’s investments in U.S. Treasury bills are classified within Level 1 of the fair value 
hierarchy because they are valued using quoted market prices in active markets. 

There were no transfers between levels of the fair value hierarchy during the year ended June 
30, 2026. 
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Note 10 – Segment Reporting 
 

In accordance with Accounting Standards Codification (“ASC”) 280, Segment Reporting, 
management has determined that the Firm operates as a single reportable segment. The Firm 
has identified its President as the chief operating decision maker ("CODM"), who uses net 
income to evaluate the results of the business, predominantly in the forecasting process, to 
manage the Firm. As such, all of the Firm’s operations, assets, and liabilities are managed 
within this single business segment, and no separate segment disclosures are presented. 


