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OATH OR AFFIRMATION

1, fla Jehl ' : , swear (or affirm) that, to the best of

my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of

FUTU CLEARING INC. » 88
of DECEMBER 31 ,2020 , are true and correct. I further swear (ot affirm) that

neither the company nor any partner, proprietor, principal officer or director has any proprietary interest in any account
classified solely as:that of a customer, except as follows: ’ ‘
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STATE OF TEXAS / Signature
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D ¥ 126386016

Notary |

Title

This report ** contains (check all applicable boxes):

(a) Facing Page.

7] (b) Statement of Financial Condition.

] (c) Statement of Income (Loss) or, if there is other comprehensive income in the period(s) presented, a Statement
of Comprehensive Income (as defined in §210.1-02 of Regulation S-X).

(d) Statement of Changes in Financial Condition.

(¢). Statement of Changes in Stockholders™ Equity or Partners’ or Sole Proprietors’ Capital.

(f) Statement of Changes in Liabilities Subordinated to Claims of Creditors.

() Computation of Net Capital.
() Computation for Determination’ of Reserve Requirements Parsuant to Rule 15¢3-3.
(i) Information Relating to the Possession or Control Requirements Under Rule 15¢3-3,

D (i) A Reconciliation, including appropriate explanation of the Computation of Net Capital Under Rule 15¢3-1 and the
n
n

Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.
(k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of

consolidation.
() An Oath or Affirmation.
(m) A copy of the SIPC Supplemental Report.
{(n) Areportdescribing any material inadequacies found to exist or foundto have existed since the date of the previous audit.

**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5 (e)(3).
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Report of Independent Registered Public Accounting Firm

To the Shareholder and Those Charged with Governance of Futu Clearing Inc.
Opinion on the Financial Statement

We have audited the accompanying statement of financial condition of Futu Clearing Inc. (the Company) as of
December 31, 2020, and the related notes (collectively referred to as the statement of financial condition). In
our opinion, the statement of financial condition presents fairly, in all material respects, the financial position
of the Company as of December 31, 2020, in conformity with accounting principles generally accepted in the
United States of America.

Basis for Opinion

The statement of financial condition is the responsibility of the Company’s management. Our responsibility is
to-express an opinion on the Company's statement of financial condition based on our audit. We are a public
accounting firm registered with the Public Company Accounting Oversight Board (United States) (PCAOB)
and are required to be independent with respect to the Company in accordance with the U.S. federal
securities laws and the applicable rules and regulations of the Securities and Exchange Commission and the
PCAOB.

We conducted our audit in accordance with the standards of the PCAOB. Those standards require that we
plan and perform the audit to obtain reasonable assurance about whether the statement of financial condition
is free of material misstatement, whether due to error or fraud. Our audit included performing procedures to
assess the risks of material misstatement of the statement of financial condition, whether due to error or
fraud, and performing procedures that respond to those risks. Such procedures included examining, on a test
basis, evidence regarding the amounts and disclosures in the statement of financial condition. Our audit also
included evaluating the accounting principles used and significant estimates made by management, as well
as evaluating the overall presentation of the statement of financial condition. We believe that our audit
provides a reasonable basis for our opinion.

Bfpr. Tty U, L7

We have served as the Company's auditor since 2019.

New York, New York
February 23, 2021

Baker Tilly US, LLP, trading as Baker Tilly, is a member of the global network of Baker Tilly International Ltd., the members of which are
separate and independent legal entities. © 2020 Baker Tilly US, LLP



FUTU Clearing Inc.

Statement of Financial Condition

ASSETS

Cash and cash equivalents
Deposits at clearing organizations
Right of use-asset

Fail-to-deliver

Prepaid expenses and other assets

TOTAL ASSETS

LIABILITIES AND SHAREHOLDER'S EQUITY
LIABILITIES
Accounts payable and accrued expenses
Payable to affiliate
Operating lease liability

TOTAL LIABILITIES

Shareholder's Equity

Common stock (1,000 shares authorized, issued and outstanding at $.0001 par vaiue)

Additional paid in capital
Accumulated deficit

TOTAL SHAREHOLDER'S EQUITY

December 31, 2020

TOTAL LIABILITIES AND SHAREHOLDER'S EQUITY

“The accompanying notes are an integral part of the financial statement

2

$ 11,332,691
5,815,000
462,636

53

29,053

$ 17,639,433

$ 143,780
26,500
488,982

659,262

20,200,000
(3.219,829)

16,980,171

$ 17,639,433



FUTU Clearing Inc.

Notes to Financial Statements
December 31, 2020

1. Organization and Nature of Business

FUTU Clearing Inc. (the “Company") was incorporated in the state of Delaware on August 13, 2018. The Company
is a wholly owned subsidiary of FUTU US Inc. (the Parent). The Company is a broker dealer registered with the
Securities and Exchange Commission (“SEC”) and a member of the Financial Industry Regulatory Authority
(“FINRA"). The Company provides execution, seftlement and clearance services of equities and options for
institutional and correspondent clients. The Company received its Broker Dealer approval from SEC and FINRA on
May 28, 2019. As of December 31, 2020, the Company has not yet begun substantial operations.

2. Summary of Significant Accounting Policies

a) Basis of Presentation
The financial statements have been prepared in accordance with accounting principles generally accepted in the
United States of America ("US GAAP").

b) Cash and Cash Equivalents and Concentrations of Credit Risk

The Company considers money market funds and all investments purchased with an original maturity of three
months or less to be cash equivalents. The Company's cash is held at three financial institutions which are insured
by the Federal Deposit Insurance Corporation and at times may exceed federally insured limits. The Company has
not experienced losses in such accounts and believes it is not subject to any significant credit risk on cash.

¢) Reventue Recognition

The Company's revenue is expected to be comprised of clearing fees, which will be recognized at the time
transactions occur, which is when the Company is entitled to earn its fees. As of December 31, 2020 the Company
earned $55,528 in interest income,

The Gompany follows Financial Accounting Standards Board (FASB) ASC Topic 606, Revenue from Contracts with
Customers ("ASC Topic 606"). The new revenue recognition guidance requires that an entity recognize revenue to
depict the transfer of promised goods or services to customers in an amount that reflects the consideration to which
the entity expects to be entitied in exchange for those goods or services. The guidance requires an entity to follow a
five step model to (a) identify the contract(s) with a customer, (b) identify the performance obligations in the
contract, (¢) determine the transaction price, (d) allocate the transaction price to the performance obligations in the
contract, and (e) recognize revenue when (or as) the entity satisfies a performance obligation. In determining the
transaction price, an entity may include variable consideration only to the extent that it is probable that a significant
reversal in the amount of cumuiative revenue recognized would not occur when the uncertainty associated with the
variable consideration is resolved. The Company applied the modified retrospective method of adoption which
resulted in no adjustment to retained earnings. The new revenue recognition guidance does not apply to revenue
associated with financial instruments, interest income and expense, leasing and insurance contracts.

d) Income Taxes
The Company's method of accounting for income taxes conforms with FASB ASC 740.

The provision for income taxes varies from the expected federal statutory rate primarily as a result of a full valuation
allowance assessed in 2020.

This method requires the recognition of deferred tax assets and liabilities for the expected future tax considerations
of temporary differences between the financial reporting basis and tax basis of assets and liabilities. Management
regularly assesses the likelihood that any deferred tax assets will be recovered from future taxable income. To the
extent management believes that it is more likely than not a deferred tax asset will not be realized, a valuation
allowance is established.

The Company's federal and state income tax returns are subject to possible examination by the tax authorities until
the expiration of the related statute of limitations of those tax returns. In general, tax returns have a three year
statute of limitations. The Company's tax returns since inception remain open to review by the appropriate
jurisdictions. There were no uncertain positions as of December 31, 2020.

The Company has available at December 31, 2020, unused operating loss carry-forwards, which may be applied
against future taxable income, resulting in a net deferred tax asset of approximately $715,000, that expires in 2038,
As of December 31, 2020 the Company recognized a valuation allowance in the amount of $715,000 that fully
offsets the deferred tax asset.



FUTU Clearing Inc.

Notes to Financial Statements
December 31, 2020

e) Use of Estimates

The preparation of financial statements in conformity with US GAAP requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and contingent assets and liabilities at the date
of the financial statements, and the reported amounts of revenue and expenses during the reporting period. Actual
results could differ from those estimates.

3. Valuation of Investments in Securities, at Fair Value
Fair value is defined as the price that would be received to sell an asset or paid to transfer a liability (i.e., the “exit
price”} in an orderly transaction between market participants at the measurement date.

In determining fair value, the Company uses various valuation techniques. A fair value hierarchy for inputs is used in
measuring fair value that maximizes the use of observable inputs and minimizes the use of unobservable inputs by
requiring that the most observable inputs are to be used when available. Valuation techniques that are consistent
with the market or income approach are used to measure fair value. The fair value hierarchy is categorized into
three levels based on the inputs as follows:

Level 1 - Valuations based on unadjusted quoted prices in active markets for identical assets or liabilities that the
Company has the ability to access.

Level 2 — Valuations based inputs, other than quoted prices included in Level 1, that are observable either directly or
indirectly.

Level 3 - Valuations based on inputs that are unobservable and significant to the overall fair value measurement.

The availability of valuation techniques and observable inputs can vary from security to security and is affected by a
wide variety of factors including, the type of security, whether the security is new and not yet established in the
marketplace, and other characteristics particular to the transaction. To the extent that valuation is based on models
or inputs that are less observable or unobservable in the market, the determination of fair value requires more
judgment. Those estimated values do not necessarily represent the amounts that may be ultimately realized due to
the occurrence of future circumstances that cannot be reasonably determined. Because of the inherent uncertainty
of valuation, those estimated values may be materially higher or lower than the values that would have been used
had a ready market for the securities existed. Accordingly, the degree of judgment exercised by the Company in
determining fair value is greatest for securities categorized in Level 3. In certain cases, the inputs used to measure
fair value may fall into different levels of the fair value hierarchy. In such cases, for disclosure purposes, the level in
the fair value hierarchy within which the fair value measurement in its entirety falls is determined based on the
lowest level input that is significant to the fair value measurement.

Fair value is a market-based measure considered from the perspective of a market participant rather than an entity-
specific measure. Therefore, even when market assumptions are not readily available, the Company’s own
assumptions are set to reflect those that market participants would use in pricing the asset or liability at the
measurement date. The Company uses prices and inputs that are current as of the measurement date, including
periods of market dislocation. In periods of market dislocation, the observability of prices and inputs may be reduced
for many investments.

As of December 31, 2020, the Company held no securities positions.



FUTU Clearing Inc.

Notes to Financial Statements
December 31, 2020

4. Leases

In January 2016, the FASB issued ASU 2016-02, Topic 842, Leases. Also, in July 2018, the FASB issued ASU
2018-10, Codification Improvements to Leases. These standards require the recognition of lease assets and lease
liabilities by lessees for those leases previously classified as operating leases under previous U.S. GAAP. The lease
asset would reflect a right-to-use asset and the lease liability would reflect the present value of the future lease
payments. ASU 2016-02 is effective for fiscal years beginning after December 15, 2018 and a modified retrospective
transition approach is required where companies will have to recognize and measure leases at the beginning of the
earliest period presented. The Company has performed an assessment of ASU 2016-02.

In 2020 the Company entered a new lease ending November 2025. FASB ASC Topic 842 which requires
capitalization of leases on the statement of financial condition to represent a "Right of Use Asset" and corresponding
"Lease Liability". As of December 31, 2020, the Company has reported a right to use asset in the amount of
$462,636, which is offset by a liability in the amount of $488,982. There is no impact to the Company’s net capital,
as the right of use asset is allowable to the extent of the offsetting lease obligation.

5. Indemnifications

In the normal course of its business, the Company indemnifies and guarantees certain service providers against
specified potential losses in connection with their acting as an agent of, or providing services to, the Company. The
maximum potential amount of future payments that the Company could be required to make under these
indemnifications cannot be estimated. However, the Company believes that it is unlikely it will have to make material
payments Linder these arrangements and has not recorded any contingent liability in the financial statements for
these indemnifications.

The Company provides representations and warranties to counterparties in connection with a variety of commercial
transactions and occasionally indemnifies them against potential losses caused by the breach of those
representations and warranties. The Company may also provide standard indemnifications to some counterparties
to protect them in the event additional taxes are owed or payments are withheld, due either to a change in or
adverse application of certain tax laws. These indemnifications generally are standard contractual terms and are
entered into in the normal course of business. The maximum potential amount of future payments that the Company
could be required to make under these indemnifications cannot be estimated. However, the Company believes that
it-is unlikely it will have to make material payments under these arrangements and has not recorded any contingent
liability in the financial statements for these indemnifications.

6. Related Party Transactions

The Company has entered into an expense sharing agreement with FUTU Inc., an affiliate of the Company. The
terms of the expense sharing agreement provide that any expenses paid on behalf of the Company, such as
salaries, rent and other various operating expenses are to be repaid to the affiliate at cost. Expenses recorded for
services provided on behalf of the Company was $323,437 as of December 31, 2020. As of December 31, 2020,
$26,500 was due and payable to the affiliate.

7. Net Capital Requirement

The Company is subject to the Securities and Exchange Commission Uniform Net Capital Rule (SEA Rule 15¢3-1),
which requires the maintenance of minimum net capital and requires that the ratio of aggregate indebtedness to net
capital, both as defined, shall not exceed 15 to 1 (8 to 1 in the Firm’s first year of operations). At December 31,
2020, the Company had net capital of $16,951,110, which was $16,701,110 in excess of its required net capital of
$250,000.

8. Subsequent Events

The Company has evaluated events and transactions that occurred between January 1, 2020 and February 23,
2021, which is the date the financial statements were available to be issued, for possible disclosure and recognition
in the financial statements.

9. Coronavirus Disease 2019 ("COVID-19 Pandemic")

The Company continues to monitor the effects of the COVID-19 Pandemic both on a national level as well as
regionally and locally and is responding accordingly. In addition, we continue to provide frequent communications to
clients, employees, and regulators. In early March 2020, the vast majority of our employees began to work remotely
with only “essential" employees reporting to the office. We accomplished this by significantly expanding the use of
technology infrastructure that facilitates remote operations. Our ability to avoid significant business disruptions is
reliant on the continued ability to have the vast majority of employees work remotely. To date, there have been no
significant disruptions to our business or control processes as a result of this dispersion of employees. Recent
outbreaks in various states indicate that COVID-19 will continue to impact the economy and, by extension, our
business, well into 2021, We currently anticipate that a large number of our employees will continue to work
remotely for the indefinite future.



