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FUTU Clearing Inc.

 Statement of Financial Condition

June 30, 2022

ASSETS

Cash and cash equivalents 255,605,767$                   

Cash and cash equivalents - segregated for regulatory purposes 13,642,939                       

Restricted collateral held in trust 1,010,568                         

Customer debit balance 1,886,004,506                  

Deposits in and receivables from clearing organizations 74,868,278                       

Stock borrowed 31,207,050                       

Prepaid expenses and other assets 555,797                            

Receivables from brokers or dealers 7,314,817                         

Receivable from affiliates 900,051                            

Right of use-asset 884,042                            

Fixed assets, less accumulated depreciation of $10,974 109,291                            

Securities long 9,089                                

Customer fails to deliver 1,976                                

               TOTAL ASSETS 2,272,114,171$                

LIABILITIES AND SHAREHOLDER'S EQUITY

LIABILITIES

Stock loan 1,637,621,126$                

Payable to customer 176,211,605                     

Accounts payable and accrued expenses 3,348,800                         

Payables to brokers or dealers & clearing organizations 2,740,035                         

Payable to affiliate 1,245,287                         

PAB payable 994,235                            

Operating lease liability 976,376                            

Customer fails to receive 31,402                              

               TOTAL LIABILITIES 1,823,168,866                  

Shareholder's Equity

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

Additional paid in capital 430,200,000                     

Retained earnings 18,745,305                       

             TOTAL SHAREHOLDER'S EQUITY 448,945,305                     

             TOTAL LIABILITIES AND SHAREHOLDER'S EQUITY 2,272,114,171$                

The accompanying notes are an integral part of these financial statement
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FUTU Clearing Inc.

Notes to Financial Statement

For the period ended June 30, 2022

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, settlement 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.

2. Summary of Significant Accounting Policies

a) Basis of Presentation

The financial statement has 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. 

c) Cash and Cash Equivalents - Segregated for Regulatory Purposes

The Company, as a regulated broker-dealer, is subject to the Customer Protection Rule, and is required by its

primary regulators, the SEC and FINRA, to segregate cash to satisfy rules regarding the protection of client

assets under SEC Act of 1934 rule 15c3-3 ("Rule 15c3-3") which is subject to withdrawal restrictions. 

d) Restricted Collateral Held in Trust

The Company provides a 'fully-paid securities lending program' to its customers, under which enrolled

customers loan their fully paid and excess margin securities to the Company who in turn lends those

securities to various market participants. Under the requirements of Rule 15c3-3, the Company fully

collateralized these loans with cash and/or cash equivalents. 

e) Revenue Recognition

The Company 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 entitled 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, (c) 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 cumulative

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.  

f) 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 2021.

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 June 30, 2022.
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FUTU Clearing Inc.

Notes to Financial Statement

For the period ended June 30, 2022

g) Use of Estimates

The preparation of financial statement 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 statement. Actual results could differ from those estimates.

h) Recent Accounting Pronouncements - Financial Instruments-Credit Losses

In June 2016, the FASB issued Accounting Standards Update "ASU" No. 2016-13, Financial Instruments -

Credit Losses (Topic 326). The ASU introduces a new credit loss methodology, Current Expected Credit

Losses (CECL), which requires earlier recognition of credit losses, while also providing additional

transparency about credit risk. Since its original issuance in 2016, the FASB has issued several updates to

the original ASU. The CECL methodology utilizes a lifetime “expected credit loss” measurement objective for

the recognition of credit losses for loans, held-to-maturity securities and other receivables at the time the

financial asset is originated or acquired. The expected credit losses are adjusted each period for changes in

expected lifetime credit losses. The methodology replaces the multiple existing impairment methods in current

U.S. GAAP, which generally requires that a loss be incurred before it is recognized.

i) Deposits with Clearing Organizations 

Deposits with clearing organizations represent cash deposited with central clearing agencies for the purposes

of supporting clearing and settlement activities. 

Receivables from clearing organizations include amounts due from DTC, NSCC, and OCC. Each has specific

industry standard daily reconciliations of their securities activity, net settlements, and a daily update of margin

and clearing fund requirements for NSCC, and OCC. DTC and OCC's clearing fund requirement is updated

monthly. There is no prior loss history with these clearing organizations. Risk of loss from clearing

organizations is expected to be immaterial over the life of these receivables. 

j) Receivable from and Payable to Broker-Dealers 

Receivables include amounts receivable relating to open transactions, non-customer receivables, and

amounts related to unsettled securities activities. Payables include amounts payable relating to open

transactions, noncustomer payables, and amounts related to unsettled securities activities. These balances

are reported net by counterparty when the right of offset exists. Receivable from and Payable to Broker-

Dealers are included in the accompanying Statement of Financial Condition. 

The Company conducts business with other brokers and Receivables from brokers refers to brokers'

proprietary activity and correspondent brokers' clients' activity. Risks and the assessment of ASC 326 for

correspondent brokers are addressed in non-Customer receivables. 

All other broker receivables risk and ASC 326 assessments are addressed in separate sections as they relate

to specific transactions elsewhere. 

k) Securities Financing Transactions

Securities borrowed and securities loaned transactions are recorded at the amount of cash collateral

received, respectively, with all related securities, collateral, and cash both held at and moving through DTC as

appropriate for each counterparty. Securities borrowed transactions require the Company to deposit cash or

other collateral with the lender. Securities loaned transactions require the receipt of collateral by the Company

in the form of cash in an amount generally in excess of the fair value of securities loaned. 

The carrying value of securities borrowed and loaned transactions approximates fair value as these items are

not materially sensitive to shifts in market interest rates because of their short-term nature and/or variable

interest rates or to credit risk because securities borrowed and loaned transactions are substantially

collateralized. 

For securities financing transactions, the Company’s policy is to monitor the fair value of the underlying

securities as compared with the amounts of cash received, and the Company may obtain additional collateral

from or return collateral pledged to counterparties when appropriate. Securities financing agreements do not

create material credit risk due to these collateral proviions and the allowance for loan losses is not material.

The collateral maintenance provisions consisting of daily margining of collateral is expected to be maintained

into the foreseeable future and any expected losses are assumed to not have a material impact to the

Company's balance sheet. 
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FUTU Clearing Inc.

Notes to Financial Statement

For the period ended June 30, 2022

k) Securities Financing Transactions (continued)

All securities financing activities are transacted under master securities lending agreements that give the

Company the right, in the event of default, to liquidate collateral held and to offset receivables and payables

with the same counterparty. 

l) Securities Failed to Deliver and Securities Failed to Receive

Securities failed to deliver or securities failed to receive represent sales and purchases of securities by the

Company, respectively, either for its account or for the accounts of its customers or other brokers and

dealers, which were not delivered or received on settlement date. Such transactions are initially measured at

their contracted value. These amounts are reported in the accompanying Statement of Financial Condition as

Receivable from and Payable to broker-dealers.

Securities failed to deliver are subject to losses due to counterparty risk as well as market risk through buy-

ins. The Company is a participant in Continuous Net Settlement ("CNS"), the process used by NSCC that

guarantees and nets street-wide activity, confirms all activity and ending positions, and marks them to market

daily. The Company also participates in Obligation Warehouse, who reprices and attempts to settle certain

outstanding fails through the automated CNS process. Broker fails outside of CNS and Obligation Warehouse

occur infrequently and are immaterial.

Risk of loss of CNS fails is very low as they are marked to market daily and guaranteed by NSCC. Non-CNS

fails receivable are collateralized by securities. The Company's use of Obligation Warehouse reduces overall

non-CNS fails coupled with continuous monitoring has resulted in minimal losses over the past three years.

Based on the above factors, there is no material current expected credit loss under ASC 326 for Securities

failed to deliver at June 30, 2022.

m) Bank Line of Credit

On March 15th, 2022, the Company entered into an secured, uncommitted bank line of credit with the Bank of

Montreal. The line of credit was established to be a liquidity option to address any short term need for liquid

capital to fund the Company's operations. The credit line can be drawn on for an amount of up to $150 million

at any given time. Interest will accrue at the bank offered rate plus 3% annually for any period in which the

Company borrows funds. The commitment fee for the line of credit is 0.1% annually. 

As of June 30, 2022, the Company has no outstanding liability associated with this line of credit. 

n) Counterparty Credit Risk

The Company is exposed to risk of loss if an issuer or a counterparty fails to perform its obligations under

contractual terms ("default risk"). The Company has established limits for credit exposure, limiting

transactions with specific counterparties, maintaining qualifying collateral and continually assessing the

creditworthiness of counterparties. 

In ther normal course of busines, the Company clears, settles and finances various customer and brokers and

dealers securities transactions. These activities may expose the Company to default risk arising from the

potential that a client, or counterparty, may fail to satisfy their obligations. The Company seeks to control the

risks associated with its customer and brokers and dealers' margin activities by requiring customers and

breokers and dealers to maintain collateral in compliance with regulatory and internal guidelines. 

Liabilities to clients related to unsettled transactions (ie. Failed to receive) are recorded at the amount for

which the securities were acquired, and are parid upon receipt of the securities from the counterparty. In the

case of aged securities failed to receive, the Company may purchase the underlying securities in the market

and seek reimbursement for any losses from the counterparty. 

3. 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 under these arrangements and has not recorded any contingent liability in

the financial statement for these indemnifications.
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FUTU Clearing Inc.

Notes to Financial Statement

For the period ended June 30, 2022

3. Indemnifications (continued)

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 statement for these

indemnifications.

4. Net Capital Requirement

The Company is subject to the Securities and Exchange Commission Uniform Net Capital Rule (SEA Rule

15c3-1), 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 June 30, 2022, the Company had net capital of $440,386,518, which was $401,683,407 in

excess of its required net capital of $38,703,111. At July 31, 2022, the Company had net capital of

$495,055,560, which was $457,645,464 in excess of its required net capital of $37,410,096.

5. Customer and PAB Reserve Requirement

At June 30, 2022 cash and securities segregated in special reserve accounts under the SEC Customer

Protection Rule totaled $13,642,939. Of this amount, $12,376,014 was for the exclusive benefit of customers

and $1,266,925 was for the exclusive benefit of proprietary accounts of brokers ("PAB"). 

6. Leases

The Company accounts for its leasing obligations under Topic 842, Leases. This standard requires 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.

As of June 30, 2022, the Company rents office space under operating leases expiring in 2025, and the

Company has no financing leases. The leases call for base rent plus escalations as well as other operating

expenses. The following table represents the Company’s lease right-of-use assets and lease liabilities on the

statement of financial condition. 

On June 30, 2022, the Company had security deposits of $14,265 held by the landlord, which is included in

the prepaid expenses and other assets on the statement of financial condition. It is accounted for as an

operating lease. Maturities of lease liabilities under noncancellable operating leases as of June 30, 2022 are

as follows:

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 as of June 30, 2022.
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As of June 30, 2022

Assets

Right of use-asset $884,042

Liabilities

Operating lease liability $976,376

2022 86,115$     

2023 206,098     

2024 209,715     

2025 213,667     

2026 220,969     

2027 149,523     

Total undiscounted lease payments 1,086,087  

 Less Imputed Interest (109,711)    

Total lease liability 976,376$   



FUTU Clearing Inc.

Notes to Financial Statement

For the period ended June 30, 2022

7. 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. As of June 30,

2022, $11,789 was due and payable to the affiliate. 

The Company has also entered into an expense sharing agreement with its parent company, FUTU US, Inc.

(the "Parent"). The Parent pays all payroll costs on behalf of the Company which is then reimbursed by the

Company. 

The Company currently holds three customer accounts with its affiliates: Futu Securities International (Hong

Kong) Limited ("FUTU HK"), Futu Securities (Australia) Limited ("FUTU AU"), and FUTU Inc. 

FUTU HK uses the Company as its clearing broker to custody and clear trades for which the Company

charges Clearing Fees. FUTU HK also borrows money from the Company, pledging its securities as collateral

in the form of a margin loan for which the Company charges interest. At June 30, 2022, FUTU HK has a

margin debit balance of $1,886,004,506. Additionally, due to SEC Rule 15c3-3, the Company is required to

gross-up certain credit items, or payables, associated with the FUTU HKs customer account.  

FUTU Inc. is an affiliated entity which is also a SEC-registered U.S. Broker-Dealer. FUTU Inc. introduces

customers to the Company on an omnibus and also maintains a Proprietary Account of a Broker-Dealer

("PAB Account") with the Company. The Company is required to account these balances in the Company's

Customer Reserve Calculation and PAB Reserve Calculation under SEC Rule 15c3-3.

For the period ended June 30, 2022, the Company had payables for related party customer balances in the

amount of $176,211,605 which is reflected in payable to customer on the statement of financial condition and

broken down as follows:

8. Fixed Assets

Fixed assets consisted of the following as of June 30, 2022:

9. Employee Benefit Plan

The Company provides a defined contribution 401(k) employee benefit plan (the "Plan") that covers

substantially all employees. Under the Plan, the Company makes a discretionary match contribution. All

employees are eligible to participate in the Plan, based on meeting certain terms of employment requirements. 
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Useful Life

Fixed Assets                                           120,265$     5 years

Less: Accumulated depreciation                   10,974        

Net fixed assets                                         109,291$    

FUTU HK 175,503,703          

FUTU AU 604,827                  

FUTU INC 103,075                  

176,211,605$    



FUTU Clearing Inc.

Notes to Financial Statement

For the period ended June 30, 2022

10. Subsequent Event

The Company evaluates subsequent events through the date on which the financial statement was issued.

Other than the item below, there have been no material subsequent events that occurred during this period

that could require an adjustment to this financial statement. 

The Parent Company made a capital contribution of $50,000,000 to the Company on July 6, 2022. 

11. 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 2022. We currently

anticipate that a large number of our employees will continue to work remotely for the indefinite future.
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