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Item 2: Summary of Material Changes

Karel Capital, Inc. hasfiled for registration with the Washington State Department of Financial
Institutions and the California Department of Corporations;

In the future this Summary of Material Changes will discuss only the material changes since the
last annual update of this Brochure.

Whenever you would like to receive a complete copy of our brochure, please contact us by
telephone or by email.
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Item 4: Advisory Business

We are a portfolio management company. Portfolios are structured to address each client’s
investment objectives. Clients are interviewed and queried as to their financial goals.
Additionally, the risk/reward parameters, under which they want their portfolios managed, are
ascertained. Once the client’s investment objectives and risk/reward tolerances are defined, a
portfolio is then designed and implemented.

We emphasize a conservative asset allocation approach to portfolio management. This
management style seeks first to preserve capital and second to enhance the return on
investment. Portfolios consist of stocks, bonds, mutual funds, and related securities (i.e.
warrants, options, and convertible securities). We seek to find equities whose values are not
adequately reflected in market prices. Superior long-term performance is sought by
identifying these “undervalued securities.” Fixed income investments (taxable and/or tax-
free) are selected according to investment grades, maturities, and cash flow. Portfolios of
fixed income investments are often designed with staggered maturities.

Services a so include frequent portfolio reviews and communication with clients. Accounts
are managed on a discretionary basis as to purchase and sale of client assets. We do not hold
any client cash or securitiesin its own account. All transactions are executed in the client’s
name only.

We provide investment advisory servicesto individua clients, aswell astrusts, qualified
retirement plan sponsors, and business entities.

For more on our investment philosophies, and the risks of our strategies and/or specific
investments recommended, please refer to Item 8.

Other professionals (e.g., lawyers, accountants, insurance agents, etc.) are engaged directly by
you on an as-needed basis. Conflicts of interest will be disclosed to you in the unlikely event
they should occur.

Theinitial meeting, which may be in person or by telephone, isfree of chargeand is
considered an exploratory interview to determine how investment management may be
beneficial to you.

Our Firm’s History
We were founded in 1990.
Our Principal Owner

James F. Karel isthe sole shareholder, President, and Chief Compliance Officer of the firm.
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Assets Under Management

As of December 31, 2011, we manage approximately $63,000,000 in assets on a discretionary
basis.

Types of Advisory Services
Asset Management
We provide investment supervisory services, also known as asset management Services.

Assets are invested primarily in stocks, bonds, mutual funds, and related securities (i.e.
warrants, options, and convertible securities). Fixed income investments (taxable and/or tax-
free) are selected according to investment grades, maturities, and cash flow. Portfolios of
fixed income investments are often designed with staggered maturities.

Stocks and bonds will be purchased or sold through a brokerage account. The brokerage firm
charges afee for stock and bond trades. We do not receive any compensation, in any form,
from fund companies.

We may, in providing servicesto client, utilize the services of other managers and/or brokers,
which may or may not incur additional feesto Clients. We currently use the services of
Lasecke Well Wesalth Advisors, LLC, (“LWWAG”) Palo Alto, CA, a no additional cost to
Clients. LWWAG specializesin financial planning with an emphasisin mutual funds and
asset dlocation models. There are additional fees that may apply in the event of substantia
financial planning. However, prior approval is obtained from the client before such
undertakings.

Investment advisory services on an hourly basis are available at the rate of $300.00 an hour.

We do not invest in wrap fee programs or manage assets for any wrap fee accounts. We do
not invest in Initial public offerings (1POs).

Our Fees

We base our fees on a percentage of assets under management.

Assets Under Management Annual Fee %

$0 to 2,000,000 1.00%.

$2,000,001 to 5,000,000. 0.75%

$5,000,001 and above Fees are negotiable

We, in our sole discretion, may waive our minimum fee and/or charge alesser investment
advisory fee based upon certain criteria (e.g., historical relationship, type of assets, anticipated
future earning capacity, anticipated future additional assets, dollar amounts of assetsto be
managed, related accounts, account composition, negotiations with you, etc.).
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Investment management fees are billed quarterly, in arrears, meaning that we invoice you
after the three-month billing period has ended. Payment in full is expected upon invoice
presentation. Fees are usually deducted from an account designated by you to facilitate
billing. Y ou must consent in advance to direct debiting of your investment account.

We will send a statement to you showing the amount of the fee, the value of your assets upon
which the fee was based, and the specific manner in which the fee was calculated, (b) disclose
to you that it is your responsibility to verify the accuracy of the fee calculation and that the
custodian will not determine whether the feeis properly calculated, and (c) send a bill to the
custodian indicating only the amount of the fee to be paid by the custodian.

Management of Conflicts of Interest between Clients

Our relationship with you is non-exclusive; in other words, we provide investment advisory
services to multiple clients. We seek to avoid situations in which one client’ s interest may
conflict with the interest of another of our clients.

How Fees are Calculated

Billing amounts are based upon the value (market value or fair market value in the absence of
market value) of the client's account(s) (including both securities and cash) at the end of the
previous quarter (or, for new clients, upon a date agreed to by us and you). Valuations are
derived from recognized and independent pricing sources, such as Charles Schwab & Co.
Institutional, or other custodians.

Other Fees or Expenses Paid in Connection with Our Services

All fees paid to us for investment advisory services are separate and distinct from the fees and
expenses charged by mutual funds to their shareholders. Mutual fund expenses are generally
described in each fund's prospectus. These expenses will generally include a management fee,
other fund expenses, and possibly a distribution fee. In addition, mutual funds incur
transaction costs and addition, mutual funds incur transaction costs and opportunity costs,
which are not disclosed in the fund’s prospectus or Statement of Additional Information, but
which may be estimated.

Y ou will incur transaction fees or commissions in connection with trading of mutual funds,
ETFs, individual stocks and bonds (and/or principal mark-ups and mark-downs for principal
trades), which are charged by the custodian (brokerage firm holding safekeeping of your
assets for safekeeping. Mutual fund transaction fees charged by our recommended custodian,
Charles Schwab & Co. Institutional, or other custodians, generally vary from $24 to $50 for
each purchase and sale transaction. The transaction costs for stock and bond trades vary.
Accordingly, the client should review both the fees charged by the funds (including
transaction and opportunity costs within funds which are not included in afund’ s annual
expense ratio), the transaction fees charged by the custodian, as well as the fees charged by
us, to fully understand the total amount of fees and costs paid by you, in connection with any
recommended transaction. For adiscussion of our practice in recommending brokers
(custodians) to you and negotiating brokerage fees on your behalf, please see Item 12.
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Y ou may also incur “account termination fees” upon the transfer of an account from one
brokerage firm (custodian) to another. The range for these account termination feesis
believed to range generaly from $0 to $200 at present, but at times may be much higher. Y ou
should contact you custodians (brokerage firms, bank or trust company, etc.) to determine the
amount of account termination fees which may be charged and deducted from your accounts
for any existing accounts which may be transferred.

Comparable Services

We believe that the charges and fees offered are competitive with alternative programs
available through other firms offering a similar range of services; however, lower fees for
comparabl e services may be available from other sources.

Management of Conflicts of Interest Relating to the Fees We Receive, and
Receipt of Percentage-Based Compensation.

Our clients pay us fees based upon a percentage of the assets we advise upon. Thisisavery
common form of compensation for registered investment advisory firms and avoids the
multiple inherent conflicts of interest associated with commission-based compensation (we do
not accept commission-based compensation of any nature, nor do we accept 12b-1 fees).
Asset-advised-upon percentage method of compensation can still at times lead to conflicts of
interest between our firm and you as to the advice we provide. For example, conflicts of
interest may arise relating to the following financia decisionsin life: incur or pay down debt;
gift funds to charities or to individuals, purchases of a (larger) home or cars or other non-
investment assets; the purchase of alifetime immediate annuity; personal expenditures;
investment in private equity investments, and the amount of funds to place in non-managed
cash reserve accounts. We have adopted internal policies to properly manage these and other
potential conflicts of interest. Our goal isthat our advice to you remains at all timesin your
best interests, disregarding any impact of the decision upon our firm.

Each time such a potential conflict may arise, we will give you notice of the conflict in that

given situation if our advice regarding the proposed transaction would impact our
compensation

Our Services are Tailored to Meet Your Needs and Investment
Restrictions.

In generd, our advisory services are tailored to meet your needs. Each investment portfoliois
individually designed. As appropriate you will have a conference with us as needed.

Our Agreement with you may not be assigned without your consent.

Item 5: Fees and Compensation

Please refer to the discussion about our fees under Item 4.
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Cancellation and Termination of Agreements

Our investment advisory contracts are cancelable with ten (10) days written notice by either
party. Unearned fees, if any, will be pro-rated to the effective date of cancellation. Y ou may
cancel anew advisory agreement without penalty by providing written notice of such
cancellation to us within five (5) business days of the date of signing the agreement.
Termination of an agreement will not affect: (@) the validity of any action previously taken by
us under the agreement; liabilities or obligations of the parties from transactions initiated
before termination of the agreement; or your obligation to pay advisor fees (prorated through
the date of termination). Upon the termination of the agreement, we will not possess any
obligation to recommend or take any action with regard to the securities, cash, or other
investments in your account.

Item 6: Performance Based Fees

Our fees are not based on a share of the capital gains or capital appreciation of managed
securities.

Item 7: Types of Clients

We provide investment advice primarily to individuals and their families, including high net
worth individuals, trusts, pension and profit sharing plans, and plan participants as well as
business entities.

Item 8: Methods of Analysis, Investment Strategies and Risk of Loss
Methods of Analysis

Security analysis methods include fundamental analysis, institutional reports, and technical
analysis.

The main sources of information include financial newspapers and magazines, inspections of
corporate activities, research materials prepared by others, corporate rating services, annual
reports, prospectuses, filings with the Securities and Exchange Commission, and company
press rel eases.

Other sources of information that we may use include the World Wide Web, etc.

Methods of Analysis; Sources of Information
Our security analysisis based upon a number of factors including those derived from
securities rating services; general economic, market, and financial information; due diligence

reviews, and specific investment analyses that clients may request. The main sources of
information include commercially available investment information and evaluation services,
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financial newspapers and journal's, academic white papers and periodicals. Prospectuses,
statements of additional information, and other issuer-prepared information are also utilized.

Types of Investments

Portfolios consist of stocks, bonds, mutual funds, ETFs and related securities (i.e. options).
We seek to find equities whose values are not adequately reflected in market prices. Superior
long-term performance is sought by identifying these “undervalued securities.” Fixed income
investments (taxable and/or tax-free) are selected according to investment grades, maturities,
and cash flow. Portfolios of fixed income investments are often designed with staggered
maturities.

Risk of Loss, Generally

Investing in securities involves arisk of loss that you should be prepared to bear. The
investment recommendations seek to limit risk through broad global diversification in equities
(through broadly diversified stock mutual funds and/or separate account management
programs) and investment in high quality fixed income securities or diversified bond funds.

Given the long-term nature of the expected equity premium (i.e., the additional expected
return for investing in the overall stock market, relative to less “risky” U.S. Treasury bills),
and the long-term nature of the expected value and small cap effects, our investment
philosophy is best suited for investors who desire abuy and hold strategy for a substantial
portion of their funds.

Even then, investing isinherently uncertain as to future returns. While both macroeconomic
and microeconomic risks are evaluated, for purposes of weighing risks and returns and for the
computation of the expected returns of various asset classes (for usein financial planning
decision-making), we do not generally engage in market-timing activities. We believe the
equity, value and small cap effects are highly likely to occur in the future, over long periods
of time. However, there can be no assurance that these effects will occur over any given time
period. While we seek to reduce non-compensated risks to which you may be exposed, other
risks (including but not limited to the risk of a general stock market decline) may be assumed
in order to seek to attain your longer-term financial goals and objectives; however, we cannot
provide any guarantee that your goals and objectives will be achieved.

Risk of Loss, Certain Higher-Risk Securities

Certain securities recommended, such as U.S. small cap value and mid cap value stock mutual
funds, U.S. small cap and micro-cap mutual funds, and similar pooled investment vehicles
inside variable annuities, possess higher levels of volatility (asindividual asset classes within
aportfolio). We may employ these securities as part of an overall strategic asset allocation
for you, and when such is undertaken we possess a reasonable belief that the risk-return
relationship for these securities will likely be beneficial you over the long term.

Cash Balances in Client Accounts

Cash in your investment accounts are typically swept into the bank or money market mutual
fund accounts of the custodian (Charles Schwab). We discuss with you, during review

11
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conferences and at other times, upcoming cash flow needs and seeks to plan accordingly to
meet those needs. While it is not the practice to encourage you to maintain alarge amount of
cash in your accounts, such may be undertaken at your request, to facilitate our billing of
periodic fees, or for other reasons. Upon your request, cash balances will be maintained for
temporary or short-term purposes.

Item 9: Disciplinary Information

We possess no legal or disciplinary events which are required to be disclosed.

Item 10: Other Financial Industry Activities and Affiliations

Financial Industry Activities

We are not involved in any other financial industry activities.
Affiliations

We utilize the services of third party firms for operations and back office support aswell as
compliance services. There are confidentiality agreementsin place with these firms.

Item 11: Code of Ethics, Participation or Interest in Client
Transactions and Personal Trading

We seek to avoid material conflicts of interest. Accordingly, neither we nor itsinvestment
adviser representatives nor its team members receive any third party direct monetary
compensation (i.e., commissions, 12b-1 fees, or other fees) from brokerage firms (custodians)
or mutual fund companies.

However, some additional services and non-direct monetary or other forms of compensation
are offered and provided to us as aresult of its relationships with custodian(s) and/or
providers of mutual fund products. For example, our investment advisors and employees may
be invited to attend educational conferences and/or entertainment events sponsored by such
brokerage firms or custodians or mutual fund companies. Other services may be provided as
outlined below. We believe that the services and benefits actually provided to it by brokerage
firms (custodians) and mutual fund providers do not materially affect the investment
management recommendations made to you. However, in the interest of full disclosure of any
potential conflicts of interest, we discuss the possible conflicts herein.

Although we believe that our business methodol ogies, ethics rules, and adopted policies are
appropriate to eliminate, or at least minimize, potential materia conflicts of interest, and to
manage appropriate any material conflicts of interest that may remain, you should be aware
that no set of rules can possibly anticipate or relieve al potential material conflicts of interest.

Our Code of Ethics

12
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We have adopted a Code of Ethics, to which al investment advisor representatives and
employees are bound to adhere. The key component of our Code of Ethics states:

We and its investment advisor representatives and employees shall aways:

e Actinthebest interests of each and every client;

e Act withintegrity and dignity when dealing with clients, prospects, team members, and
others;

e Striveto maintain and continually enhance our high degree of professional education
regarding Modern Portfolio Theory, strategic asset alocation, and financial, tax, estate,
and risk management planning; and

o Seek at al timesto preserve our firm's independence and to maintain our complete
objectivity with respect to our advisory services and each recommendation made to our
clients.

We further adopted a detailed Code of Ethics expressing our commitment to ethical conduct,
which is adopted by reference by us, and which is utilized to guide the personal conduct of
our various team members. This detailed Code of Ethics describes our fiduciary duties and
responsibilities to you and sets forth our practice of supervising the personal securities
transactions of employees with prior or concurrent access to client trade information.

A copy of the Code of Ethicsis available to you upon request.
Participation or Interest in Client Transactions and Personal Trading

Our Code of Ethics provides that individuals associated with our firm may buy or sell
securities for their personal accounts identical or different than those recommended to you.
However, it is the expressed policy of our firm that no person employed by the firm shall
prefer his or her own interest to yours nor make personal investment decisions based on your
investment decisions.

The Code of Ethics further includes our policy prohibiting the use of material non-public
information and protecting the confidentiality of client information. We require that all
individuals must act in accordance with all applicable Federal and State regulations governing
registered investment advisory practices. Any individual not in observance of the above may
be subject to discipline.

Item 12: Brokerage Practices
Use of Brokerage Firms (Custodians), Generally
We utilize the services of Charles Schwab. The custodian provides our team members with
access to institutional trading and custody services, which services are typically not available
to retail investors. These services generally are available to independent investment advisors

on an unsolicited basis and at no charge to them. However, not all independent investment
advisors recommend their clientsto utilize particular custodians.

Discussion of Benefitsto Adviser, to us as to Custodians

13
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The benefits provided by Charles Schwab include assistance with practice management and
assistance with the management of client accounts, including but not limited to: (a) receipt of
duplicate client confirmations; (b) receipt of electronic duplicate statements; (c) accessto a
trading desk serving investment adviser firm participants exclusively, and providing research,
pricing information, and other market data; (d) accessto the investment advisor portion of
their web sites which includes practice management articles, compliance updates, and other
financia planning related information and research materials (including, for example, rating
reports on individual companies from Standard and Poor’ s or other sources); (€) access to
other vendors (such as insurance or compliance providers, or providers of research or other
materials) on a discounted fee basis through discounts arranged by the custodians; (f)
permitting us to access an electronic communication network for client order entry and to
access clients’ account information and which may otherwise assist us with its back-office
functions, including recordkeeping and client reporting; and (g) conferences at which advisors
and employees of our firms may attend (with no registration fees) and receive education on
issues such as practice management, marketing, investment theory, financial planning,
business succession, regulatory compliance, and information technology.

Participation in the custodian’s program a so provides access to certain mutua funds which
generally require significantly higher minimum initial investments or are generally available
only to ingtitutional investors.

The benefits received through participation in the custodian’ s programs may depend upon the
amount of transactions directed to, or amount of assets placed in custody with Charles
Schwab.

Generally, many of these services may be utilized to service al or a substantial number of our
clients' accounts. Educational, research, or other services provided by custodians (i.e., Charles
Schwab) or mutual fund companies may benefit all of our clients, or may benefit only some
clients.

Our Recommendations of Brokerage Firms

Y ou are permitted to direct us to utilize your desired brokers. However, if such brokers are
utilized, we may not possess access to certain mutual funds and other investments that are
generally available only to institutional investors or which would require asignificantly

higher minimum initial investment, and commission rates paid or transaction fees paid may be
higher than the fees negotiated by us.

While as afiduciary, we endeavor to act in your best interests, our desire that you maintain
much of your assets in accounts at Charles Schwab may be based in part on the benefit to our
firms of the availability of some products and services (previously described) at no cost to us,
or at reduced costs, and not solely on the nature, cost, or quality of custody and brokerage
services provided by the brokers, and this may create a potential conflict of interest. You
may, therefore, pay higher transaction fees, commissions (for individual stock and ETF
trades), and principal mark-ups and mark-downs (relating to purchases and saleson a
principal, as opposed to an agency, basis), than those charged by other discount brokers.
However, we have negotiated fees with the custodian we recommend, and we have selected

14



Karel Capital, Inc. FORM ADV Part2 A CRD Number: 105607
(“FIRM BROCHURE")

this custodian for their generally low fees relative to another large custodian. Also, please
note that we prefer to recommend custodians whom possess significant size and financia
resources, for purposes of enhanced safety of your funds. For al of these reasons, the lowest
cost custodian for you may not be recommended to you by us.

Soft Dollars

We receive adiscount for electronic transactions download services and software
(SchwabLink) from Charles Schwab & Co., Inc. (“Schwab”), an independent and unaffiliated
broker dealer. This service provides daily downloading of information about accounts held by
Schwab for our clients and allows for more efficient execution of orders and accessto certain
research. Clientswho do or do not select Schwab do not pay commissions higher than those
which might have been obtained had such services or software not been obtained from
Schwab. All of our clients benefit to the same extent from the services and software obtained
from Schwab.

All client transactions through Schwab receive a twenty percent discount versus Schwab’'s
normal commissions. In addition, all client transactions effected through electronic
submission receive an additional ten percent discount.

We use Portfolio Center software for client portfolio reporting and management purchased
from asubsidiary of Charles Schwab & Co., Inc. Clients who do or do not select Schwab do
not pay commissions higher than those which might have been obtained had such services or
software not been obtained from Schwab.

Order Aggregation
Whenever possible and appropriate per the affected client’ s investment guidelines, we will
aggregate trades in order to obtain best execution, price, and lowest cost. All effected clients

will pay them same average price per security and the same average cost. Subject to minimum
transaction charges imposed by the broker/dealer.

Item 13: Review of Accounts

James F. Karel, President, regularly reviews assets held in accounts managed by us. Markets
are monitored daily for asset performance while keeping investment risk to a minimum and
maintai ning consistency with individual client objectives.

Additional Portfolio Reviews are undertaken upon your request, such as when special cash
needs arise or when additional cash or securities are added to the investment portfolio. We
will respond to such requests within areasonable period of time.

We may also undertake sales and purchases to effect tax loss harvesting.
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Regular Reports

Clients receive quarterly reports from us. Mr. Karel is available daily to clients to discuss their
account(s).

Quarterly Reports from us of your investment portfolio, including a consolidated inventory of
the investments upon which advice is provided to you. Such reports may also include a
performance report of your portfolio. In addition, in January or February of each calendar
year, you may be provided with arealized gains and loss report for any taxable accounts
which are under management to aid your CPA/accountant/tax preparer in income tax
preparation.

While we are hopeful that the information supplied by custodians and data aggregation
servicesisreliable, we cannot guarantee its accuracy.

Monthly or Quarterly Statements Directly from Account Custodians are sent to you directly
from the corresponding brokers, banks, mutual funds, partnership sponsors, and/or insurance
companies which hold your investments. These statements reflect the assets in the custodian’s
custody, together with confirmations of each transaction executed in the account(s). For some
custodians, you may elect to receive these statements by e-mail rather than U.S. mail.

Y ou are strongly encouraged to review the monthly or quarterly statements you receive from
custodians. Despite the best efforts of any firm to safeguard client’ s assets, fraud could still
occur. While we hope that you trust our firm and advisors, and we have never had an instance
of theft of client funds, we believe it is nevertheless important for you to verify your
investment holdings.

Item 14: Payment for Client Referrals
Incoming Referrals
We have been fortunate to receive many client referrals over the years. Thereferrals came
from current clients, estate planning attorneys, accountants, employees, persona friends of

employees and other similar sources. The firm does not compensate referring parties for these
referrals.

Referrals Out

We do not accept referral fees or any form of remuneration from other professionals when a
prospect or client is referred to them.

Other Compensation

We do not receive any commissions or referral fees for any recommendations we make to
other professionals.
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Item 15: Custody

All assets are held at a qualified custodian, which means the custodians provide account
statements directly to you at your address of record at |east quarterly.

However, with your consent, we may be provided with the authority to seek deduction of our
fees from your accounts; this process generally is more efficient for both you and us, and
there may be tax benefits for you to this method when fees can be paid from certain non-tax-
deferred accounts.

We will comply with al regulatory authority safekeeping requirements.

Item 16: Investment Discretion

We accept discretionary authority to manage securities accounts on your behalf. We have the
authority to determine, without obtaining your specific consent, the securities to be bought or
sold, and the amount of the securities to be bought or sold.

Y ou approve the custodian to be used and the commission rates paid to the custodian. We do
not receive any portion of the transaction fees or commissions paid by you to the custodian on
certain trades.

Item 17: Voting Client Securities

As amatter of firm policy and practice, we do not accept authority to vote proxies on your
behalf. Y ou retain the responsibility for recelving and voting proxies for any and all securities
maintained in your portfolios. Generally, you will receive their proxies or other solicitations
directly from the custodian or transfer agent. However, you may call or e-mail uswith
guestions regarding a particular proxy or other solicitation, and we may provide advice to you
regarding your voting of proxies or such solicitations, upon your request.

Item 18: Financial Information

We do not have any financia impairment that will preclude the firm from meeting contractual
commitments to you.

A balance sheet is not required to be provided because we do not serve as a custodian for your

funds or securities, and do not require prepayment of fees of more than $500 and six months
or more in advance.
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Item 19: Requirements for State Registered Advisors

All principa executive officers and management persons are described in ADV Part 2 B
attached.

We are not actively engaged in any other business.
We do not receive any performance based compensation.

No disclosure events have occurred.

Additional Information

Washington Disclosures

Karel Capital, Inc. will comply with the safekeeping requirements as set forth in WAC 460-
24A-106.

California Disclosures

The California Code of Regulations (10 CCR Section 260.235.2) imposes two notice
requirements upon financial advisers. (a.) lower cost comparable services may be available
from others, and (b.) the possibility exists for a conflict of interest between your interests and
ours. You are under no obligation to purchase advice or services from us.

All materia conflicts of interest under CCR Section 260.238 (k) have been disclosed
regarding the adviser, its representatives or any of its employees, which could be reasonably
expected to impair the rendering of unbiased and objective advice.

General Disclosure

All materia conflicts of interest have been disclosed regarding the adviser, its representatives
or any of its employees.

Business Continuity Plan

We have a Business Continuity Plan in place that provides detailed steps to mitigate and
recover from the loss of office space, communications, services or key people.

We have a mutual agreement with ACC Investment Management, Inc. (aregistered

investment adviser) to provide services to each other’s clients in the absence (e.g. vacations)
of aprincipal.
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Privacy Notice

We are committed to maintaining the confidentiality, integrity and security of the personal
information that is entrusted to us. The categories of nonpublic information that we collect
from you may include information about your persona finances, information about your
health to the extent that it is needed for the financial planning process, information about
transactions between you and third parties, and information from consumer reporting
agencies, e.g., credit reports. We use this information to help you meet your personal
financial goals.

With your permission, we disclose limited information to attorneys, accountants, and
mortgage lenders with whom you have established arelationship. Y ou may opt out from our
sharing information with these nonaffiliated third parties by notifying us a any time by
telephone, mail, fax, email, or in person. With your permission, we share a limited amount of
information about you with your brokerage firm in order to execute securities transactions on
your behalf.

We maintain a secure office to ensure that your information is not placed at unreasonabl e risk.
We employ afirewall barrier, secure data encryption techniques and authentication
procedures in our computer environment.

We do not provide your personal information to mailing list vendors or solicitors. We require
strict confidentiality in our agreements with unaffiliated third parties that require access to
your personal information, including financial service companies, consultants, and auditors.
Federal and state securities regulators may review our Company records and your personal
records as permitted by law.

Personally identifiable information about you will be maintained while you are a client, and
for the required period thereafter that records are required to be maintained by federal and
state securities laws. After that time, information will be destroyed.

We will notify you in advance if our privacy policy is expected to change. We are required
by law to deliver our Privacy Policy to you annually, in writing.
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Brochure Supplement (Part 2 B of Form ADV)
Karel Capital, Inc.

221 N. Wall Street, Suite 609
Spokane, WA 99201-0809

PHONE
509-838-9900

FAX
509-838-9909

WEBSITE
KARELCAPITAL.COM

EMAIL
jim@kar el capital.com

CRD Number: 105607

The brochure supplements provide information about James F. Karel, Robert E. Pisano, and Jan
E. Karel that supplements the Karel Capital, Inc. brochure. Y ou should have received a copy of
that brochure. Please contact us if you did not receive Karel Capital, Inc.’s brochure or if you

have any questions about the contents of this supplement.

Additional information about James F. Karel, Robert E. Pisano, and Jan E. Kardl is available on

the SEC’ s website at www.adviserinfo.sec.gov.

DATE
May 31, 2012
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Education and Business Standards

We require that advisors in our employ have a bachelor's degree, further coursework
demonstrating knowledge of investment management. Additionally, advisors must have work
experience that demonstrates their aptitude for investment management.
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James F. Karel

Item 2. Educational Background and Business Experience:

* Y ear of birth: 1953

* Institutions:

University of California— Berkeley, B.A. - Ancient History — 1976

Cdifornia State University at San Francisco, M.Ed. — Educationa Technology — 1978
Business Experience:

James F. Karel has been the President and Chairman of the Board of Directors since founding
Karel Capital, Inc. in 1990. Mr. Karel determines the general investment advice given to clients
and isresponsible all trading activitiesin client accounts.

Item 3. Disciplinary Information

None

Item 4. Other Business Activities:

None

Item 5. Additional Compensation:

None

Item 6. Supervision:

Mr. Karel isthe President and Chief Compliance Officer. Assuch, heisresponsiblefor all
advice provided to clients.

Item 7. Requirements for State-Registered Advisers

Arbitration Claims. None

Self-Regulatory Organization or Administrative Proceeding: None

Bankruptcy Petition: None
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Jan E. Karel

Item 2. Educational Background and Business Experience:

* Y ear of birth: 1964

* Institutions

University of Washington — Sesttle, B.S — Marketing — 1986.

Business Experience:

Ms. Karel isthe Vice President of Karel Capital, Inc. Ms. Karel performs investment research
and serves on the Board of Directors. Karel Capital, Inc. 1997 — Present

Item 3. Disciplinary Information

None

Item 4. Other Business Activities:
None

Item 5. Additional Compensation:
None

Item 6. Supervision:

Ms. Karel is supervised by James F. Karel, President. He reviews Ms. Karel’s work through
frequent office interactions as well as remote interactions.

SUPERVISOR'’S contact information:
PHONE: 509-838-9900
EMAIL: jim@karel capital.com

Item 7. Requirements for State-Registered Advisers
Arbitration Claims: None

Self-Regulatory Organization or Administrative Proceeding: None
Bankruptcy Petition: None
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