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OATH OR AFFIRMATION

I, _Carol A. Greenwald , swear (or affirm)
that, to the best of my knowledge and belief that the accompanying financial statements and supporting schedules pertaining to the firm
of Potomac Investment Company

as of December 31, 2013, are true and correct. I further swear (or 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 customer, except as follows:

0O, I

Signatug®,
e | | \
NOTARY PUBLIC President N— /
MARYLAND Title
wo--.;u-m

.

""" Notary Public

This report** contains (check all applicable boxes):
8 (a) Facing page.

(b) Statement of Financial Condition.

(c) Statement of Income (Loss).

(d) Statement of Cash Flows.

(e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietor’s Capital.

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

{g) Computation of Net Capital.

(h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.

(i) Information Relating to the Possession or Control Requirements Under Rule 15¢3-3.

(i) A Reconciliation, including appropriate 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.

(k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of
consolidation.

(1) An Qath or Affirmation.

{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.

2 (o) Independent auditor’s report on internal accounting control.
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**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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WILLIAM BATDORF & COMPANY, P.C.
CERTIFIED PUBLIC ACCOUNTANTS
1750 K STREET, N.W., SUITE 375
WASHINGTON, DC 20006
TELEPHONE: (202) 331-1040

INDEPENDENT AUDITORS' REPORT

Board of Directors
Potomac Investment Company
Chevy Chase, MD

We have audited the accompanying statement of financial condition of Potomac Investment Company as of
December 31, 2013, that is filed pursuant to Rule 17a-5 under the Securities Exchange Act of 1934, and the related
notes to the financial statements.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of the statement of financial condition in
accordance with accounting principles generally accepted in the United States of America; this includes the design,
implementation, and maintenance of internal control relevant to the preparation and fair presentation of the
statement of financial condition that is free from material misstatement, whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express an opinion on the statement of financial condition 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 statement of
financial condition is free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
statement of financial condition. The procedures selected depend on the auditor’s judgment, including the
assessment of the risks of material misstatement of the statement of financial condition, whether due to fraud or
error. In making those risk assessments, the auditor considers internal control relevant to the entity’s preparation
and fair presentation of the statement of financial condition in order to design audit procedures that are appropriate
in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity’s internal
control. Accordingly, we express no such opinion. An audit also includes evaluating the appropriateness of
accounting policies used and the reasonableness of significant accounting estimates made by management, as well
as evaluating the overall presentation of the statement of financial condition.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit
opinion.

Opinion

In our opinion, the statement of financial condition referred to above presents fairly, in all material respects, the
financial position of Potomac Investment Company as of December 31, 2013 in accordance with accounting
principles generally accepted in the United States of America.

Yoo Bty oy P

Washington, DC
February 12,2014



POTOMAC INVESTMENT COMPANY
STATEMENT OF FINANCIAL CONDITION

DECEMBER 31, 2013
ASSETS
CURRENT ASSETS
Cash and Cash Equivalents $ 8,886
Investment in Securities 231,645
Accounts Receivable - Trade 3,448
Accounts Receivable — Other 5,000
Prepaid Expenses 3.056
Total Current Assets 252,035
OTHER ASSETS
Fixed Assets 89,374
Accumulated Depreciation (__54,579)
Net Property and Equipment 34,795
Total Assets $ 286,830

LIABILITIES AND STOCKHOLDERS’ EQUITY

LIABILITIES
Accounts Payable $ 25,014
Accrued Retirement Contribution 33.000
Total Liabilities 58.014
STOCKHOLDERS’ EQUITY
Common Stock 6,000
Additional Paid-In Capital 16,210
Retained Earnings 206,606
Total Stockholders’ Equity 228.816
Total Liabilities and Stockholders’ Equity $ 286,830

See accompanying Notes to Financial Statement 2



POTOMAC INVESTMENT COMPANY
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2013

NOTE 1 - ORGANIZATION

Potomac Investment Company (the Company), was incorporated under the laws of the District of
Columbia on October 19, 1983 to provide investment services in the Washington metropolitan area.
The Company, which is regulated by the Securities and Exchange Commission (SEC) under the
Securities and Exchange Act of 1934, is an “introducing” broker-dealer as defined in Rule 15¢3-

1(a)(2).
NOTE 2 - SIGNIFICANT ACCOUNTING POLICIES

Revenue Recognition - Securities transactions and related commissions are recorded on a settlement
date basis, which management believes is not materially different than trade date.

Depreciation - The Company’s equipment is depreciated using the straight line method over three to
seven years.

Use of Estimates - The preparation of financial statements in conformity with general accepted
accounting principles requires management to make estimates and assumptions. This will affect the
reported amounts of assets and liabilities, disclosure of contingent assets and liabilities at the date of
the financial statements, and the reported amounts of revenues and expenses during the reported
period. Actual results could differ from these estimates.

Income Taxes - Beginning with the taxable year ending December 31, 1983, the Company’s S
shareholders elected to be treated as an S Corporation for Federal income tax purposes. Under this
election, income, losses and credits are included in the individual tax returns of the shareholder.
Therefore, no provision has been made for income taxes in the accompanying financial statements.

Accounts Receivable - Accounts receivable are recorded net of allowance for expected losses. The
allowance, estimated at zero for 2013, is estimated based on historical performances.

Cash and Cash Equivalents - Cash and cash equivalents consisted of cash on deposit with
established federally insured financial institutions. For purposes of the statement of cash flows, the
Company considers all highly liquid instruments with original maturities of three months or less to be
cash equivalents.

Statement of Cash Flows - For purposes of the statement of cash flows, the Company considers all
highly liquid debt instruments purchases with a maturity of three months or less to be cash equivalents

Investment in Security - The Company holds equity securities with a total cost basis of $137,504 and
a total fair market value of $231,645 at December 31, 2013.



POTOMAC INVESTMENT COMPANY
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2013

NOTE 2 - SIGNIFICANT ACCOUNTING POLICIES - Continued

Retirement Plan - The Company maintains a Simplified Employer Plan (SEP) for employees. The
Company provides a discretionary contribution to the SEP on an annual basis and the contribution is
accrued as a liability in the year to which it applies. For 2013, the Company elected to make a
contribution of $33,000.

NOTE 3 - FAIR VALUE MEASUREMENT

FASB ASC 820 defines fair value, establishes a framework for measuring fair value, and
establishes a fair value hierarchy which prioritizes the inputs to valuation techniques. Fair value is
the price that would be received to sell an asset or paid to transfer a liability in an orderly
transaction between market participants at the measurement date. A fair value measurement
assumes that the transaction to sell the asset or transfer the liability occurs in the principal market
for the asset or liability or, in the absence of a principal market, the most advantageous market.
Valuation techniques that are consistent with the market, income or cost approach, as specified by
FASB ASC 820, are used to measure fair value.

The fair value hierarchy prioritizes the inputs to valuation techniques used to measure fair value
into three broad levels Level 1, Level 2 and Level 3.

e Level 1 inputs are quoted prices (unadjusted) in active markets for identical assets or
liabilities the Company has the ability to access.

e Level 2 inputs are inputs (other than quoted prices included within level 1) that are
observable for the asset or liability, either directly or indirectly.

e Level 3 are unobservable inputs for the asset or liability and rely on management's own
assumptions about the assumptions that market participants would use in pricing the asset or
liability. (The unobservable inputs should be developed based on the best information
available in the circumstances and may include the Company's own data.)

The following table presents the Company's fair value hierarchy for those assets and liabilities
measured at fair value on a recurring basis as of December 31, 2013.

Level 1 Level 2 Level 3 Total
Equity Securities $ 231,645 $ - 3 - $ 231,645

NOTE 4 - RELATED PARTY TRANSACTIONS

The Company leases operating space from the sole shareholder. The monthly payment represents a
percentage of space used and is determined on a month to month basis.



POTOMAC INVESTMENT COMPANY
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2013

NOTE 5 - NET CAPITAL REQUIREMENTS

The Company is subject to the Securities and Exchange Commission Uniform Net Capital Rule (SEC
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. At December 31,
2013, the Company had net capital of $133,308 which was $128,308 in excess of its required net
capital of $5,000. The Company's ratio of aggregate indebtedness to net capital was .44 to 1.

NOTE 6 - OTHER REGULATORY REQUIREMENTS

The Company is exempt from the provisions of the reserve requirements of the Securities and
Exchange Commission under Section (k)(2)(ii) since the Company does not carry security accounts for
customers or perform custodial functions relating to customer securities.

NOTE 7 - SUBSEQUENT EVENTS

Management has evaluated subsequent events through February 12, 2014, the date on which the
financial statements were available to be issued. No events have occurred since the balance sheet date
that would have material impact on the financial statements.



