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Autocallable Market-Linked Step Up Notes Linked to the S&P 500® Index
The Bank of Nova Scotia ( BNS )
$10.00 per unit

Approximately three years, if not called

Market Measure 1 5gp 500® Index (Bloomberg symbol:  SPX )

Automatic Call

Call Level
Observation
Dates

Call Amount

Payout Profile
at Maturity

Step Up Value
Step Up
Payment
Threshold
Value
Investment
Considerations

Preliminary
Offering
Documents
Exchange
Listing

The notes will be called automatically on any Observation Date if the closing level of the
Market Measure is equal to or greater than the Call Level

100% of the Starting Value

Approximately one year and two years from the pricing date

[$10.80 to $10.90] if called on the first Observation Date and [$11.60 to $11.80] if called on
the second Observation Date, to be determined on the pricing date

. If the Market Measure is flat or increases up to the Step Up Value, a return equal to
the Step Up Payment

. If the Market Measure increases above the Step Up Value, a return equal to the
percentage increase in the Market Measure

. 1-to-1 downside exposure to decreases in the Market Measure, with up to 100% of

your principal at risk

125% of the Starting Value This graph reflects the hypothetical return on the
$2.50 per unit, a 25% return over the principal amount notes. This graph has been prepared for purpos

illustration only.
100% of the Starting Value

This investment is designed for investors who anticipate that the Market Measure will
increase over the term of the notes, are willing to take full downside risk and forgo interim
interest payments, and are willing to have their notes called prior to maturity.
https://www.sec.qov/Archives/edgar/data/9631/000110465916131614/a16-14459 6fwp.htm

No

You should read the relevant Preliminary Offering Documents before you invest.

Click on the Preliminary Offering Documents hyperlink above or call your Financial Advisor for a hard copy.

Risk Factors


http://www.sec.gov/Archives/edgar/data/9631/000110465916131614/a16-14459_6fwp.htm
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Please see the Preliminary Offering Documents for a description of certain risks related to this investment, including, but not limited to, the following:
. If your notes are not called prior to maturity, your investment may result in a loss; there is no guaranteed return of principal.

. Payments on the notes are subject to the credit risk of BNS, and actual or perceived changes in the creditworthiness of BNS are expected
to affect the value of the notes. If BNS becomes insolvent or is unable to pay its obligations, you may lose your entire investment.

. The initial estimated value of the notes on the pricing date will be less than their public offering price.

. If you attempt to sell the notes prior to maturity, their market value may be lower than both the public offering price and the initial
estimated value of the notes on the pricing date.

. If called, your return on the notes is limited to the applicable Call Premium.

. You will have no rights of a holder of the securities represented by the Market Measure, and you will not be entitled to receive securities
or dividends or other distributions by the issuers of those securities.

Final terms will be set on the pricing date within the given range for the specified Market-Linked Investment. Please see the Preliminary Offering
Documents for complete product disclosure, including related risks and tax disclosure.

The Bank of Nova Scotia ( BNS ) has filed a registration statement (which includes a prospectus) with the U.S. Securities and Exchange Commission
(SEC) for the notes that are described in this Guidebook. Before you invest, you should carefully read the prospectus in that registration statement
and other documents that BNS has filed with the SEC for more complete information about BNS and any offering described in this Guidebook. You
may obtain these documents without cost by visiting EDGAR on the SEC Website at www.sec.gov. BNS's Central Index Key, or CIK, on the SEC
website is 9631. Alternatively, Merrill Lynch will arrange to send you the prospectus and other documents relating to any offering described in this
document if you so request by calling toll-free 1-800-294-1322. BNS faces risks that are specific to its business, and we encourage you to carefully
consider these risks before making an investment in its securities.

I shares pursuant to the Plan should be treated for Federal income tax purposes as receiving a distribution in an
amount equal to the amount of money that the shareholders receiving cash dividends or distributions will receive and
should have a cost basis in the shares received equal to such amount. The Fund reserves the right to amend or
terminate the Plan as applied to any dividend paid subsequent to written notice of the change sent to participants in the
Plan at least 90 days before the record date for such dividend. There is no service charge to participants in the Plan;
however, the Fund reserves the right to amend the Plan to include a service charge payable by the participants. All
correspondence concerning the Plan, including requests for additional information about the Plan, should be directed
to the Plan Agent. BOARD OF DIRECTORS William G. Barker, Jr. William K. Grollman Yasushi Suzuki Chor
Weng Tan Arthur R. Taylor John F. Wallace OFFICERS Yasushi Suzuki, President Kiyoharu Ikeda, Vice President
Kenneth L. Munt, Vice President Rita Chopra-Brathwaite, Treasurer Neil A. Daniele, Secretary MANAGER Nomura
Asset Management U.S.A. Inc. Two World Financial Center, Building B New York, New York 10281 Internet
Address www.nomura.com INVESTMENT ADVISER Nomura Asset Management Co., Ltd. 1-12,1-Chome,
Nihonbashi, Chuo-ku, Tokyo 103-8260, Japan DIVIDEND PAYING AGENT, TRANSFER AGENT AND
REGISTRAR Equiserve Trust Company, N.A. P.O. Box 43011 Providence, RI 02940-3011 CUSTODIAN Brown
Brothers Harriman & Co. 40 Water Street Boston, Massachusetts 02109 COUNSEL Sidley Austin Brown & Wood
LLP 787 Seventh Avenue New York, New York 10019 INDEPENDENT REGISTERED PUBLIC ACCOUNTING
FIRM Ernst & Young LLP 5 Times Square New York, New York 10036 JAPAN SMALLER CAPITALIZATION
FUND, INC. TWO WORLD FINANCIAL CENTER, BUILDING B NEW YORK, NEW YORK 10281

This Report, including the Financial Statements, is
transmitted to the Shareholders of Japan Smaller Capitalization Fund, Inc. for their information. This is not a
prospectus, circular or representation intended for use in the purchase of shares of the Fund or any securities
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mentioned in the Report.

JAPAN Smaller Capitalization Fund, Inc. ANNUAL

REPORT February 28, 2005

ITEM 2. CODE OF ETHICS

(a) As of February 28, 2005, the Registrant had
adopted a code of ethics that applies to the Registrant's Principal Executive Officer, Principal Financial Officer,
Principal Accounting Officer or Controller, or persons performing similar functions, regardless of whether these
individuals are employed by the Registrant or a third party. (b) There were no amendments during the fiscal year
ended February 28, 2005 to a provision of the code of ethics that applies to the Registrant's Principal Executive
Officer, Principal Financial Officer, Principal Accounting Officer, or persons performing similar functions, and that
relates to any element of the code of ethics definition enumerated in paragraph (b) of Item 2 of Form N-CSR. (c) Not
applicable. (d) Not applicable. (e) A copy of the Registrant's code of ethics is attached as an exhibit. ITEM 3. AUDIT
COMMITTEE FINANCIAL EXPERT The
Registrant's Board of Directors has determined that William K. Grollman, a member of the Registrant's Audit
Committee, is an "audit committee financial expert" and "independent,” as such terms are defined in this Item. This
designation will not increase the designee's duties, obligations or liability as compared to his duties, obligations and
liability as a member of the Audit Committee and of the Board; nor will it reduce the responsibility of the other Audit
Committee members. ITEM 4. PRINCIPAL ACCOUNTANT FEES AND SERVICES

PricewaterhouseCoopers LLP ("PwC") resigned as
the Accountant to the Registrant in November 2004 because PwC had been appointed to provide non-audit services to
certain affiliates of Nomura Asset Management U.S.A. Inc. ("NAM-USA"), the Registrant's manager, that could be
viewed as inconsistent with auditor independence with respect to the Registrant. The Registrant's Board of Directors
appointed Ernst & Young LLP ("E&Y") as the Accountant to the Registrant for the Registrant's fiscal year ended
2/28/05. (a) Audit Fees for the Registrant were $64,000* and $49,000** for the fiscal years ended 2/28/05 and
2/29/04, respectively. (b) Audit-Related Fees for the Registrant were $9,000** and $9,000** for the fiscal years ended
2/28/05 and 2/29/04, respectively. These amounts represent procedures performed in connection with the review of
the Registrant's semi-annual reports. In addition, there were no Audit-Related Fees billed in the fiscal years ended
2/28/05 and 2/29/04 for assurance and related services by the Accountant to the Registrant's investment adviser (not
including any sub-adviser whose role is primarily portfolio management and is subcontracted with or overseen by
another investment adviser), and any entity controlling, controlled by or under common control with the investment
adviser that provides ongoing services to the Registrant ("service affiliates"), that were reasonably related to the
performance of the annual audit of the service affiliates. Accordingly, there were no such fees that required
pre-approval by the Audit Committee for the fiscal years ended 2/29/04 and 2/28/03, respectively. (c) Tax Fees for the
Registrant were $7,500** and $7,500** for the fiscal years ended 2/28/05 and 2/29/04, respectively. These amounts
represent aggregate fees paid for tax compliance, tax advice and tax planning services, which include (the filing and
amendment of federal, state and local income tax returns, timely RIC qualification review and tax distribution and
analysis planning) rendered by the Accountant to the Registrant. There were no fees billed for tax services by the
Accountant to service affiliates for the fiscal years ended 2/28/05 and 2/29/04, respectively, that required pre-approval
by the Audit Committee. * Fees paid to E&Y ** Fees paid to PwC (d) There were no All Other Fees for the Registrant
for the fiscal years ended 2/28/05 and 2/29/04, respectively. 2 There were no fees billed for all other non-audit
services rendered by the Accountant to service affiliates for the fiscal years ended 2/29/05 and 2/28/04, respectively,
that required pre-approval by the Audit Committee. (e) (1) The Charter for the Audit Committee of the Registrant
requires the Audit Committee (a) to preapprove all auditing services to be provided to the Registrant by the
Registrant's independent accountants; (b) to preapprove all non-audit services, including tax services, to be provided
to the Registrant by the Registrant's independent accountants in accordance with the Securities Exchange Act of 1934,
as amended (the "1934 Act"); provided, however, that the preapproval requirement with respect to the provision of
non-audit services to the Registrant by the Registrant's independent accountants may be waived by the Audit
Committee under the circumstances described in the 1934 Act; and (c) to preapprove non-audit services to be
provided to the Registrant's investment adviser (and any entity controlling, controlled by or under common control
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with the investment adviser that provides ongoing services to the Registrant) if the engagement relates directly to the
operations and financial reporting of the Registrant. (f) N/A (g) Non-audit fees billed by the Accountant for services
rendered to the Registrant and NAM-USA and any entity controlling, controlled by, or under common control with
NAM-USA that provides ongoing services to the Registrant were $259,700 and $363,375 for the fiscal years ended
3/31/04 and 3/31/03, respectively.*** These amounts represent aggregate fees paid for tax compliance, tax advice and
tax planning services and non-audit related services rendered by the Accountant to service affiliates. Non-audit fees
billed by E&Y for services rendered to the Registrant and NAM-USA and any entity controlling, controlled by, or
under common control with NAM-USA that provides ongoing services to the Registrant were $1.4 million for the
fiscal year ended 3/31/04.*** This amount represents aggregate fees paid for tax-related services and non-audit related
services rendered by E&Y to service affiliates. *** Amounts provided are the most recent available. (h) Yes. The
Registrant's Audit Committee has considered whether the provision of non-audit services that were rendered to
Service Affiliates which were not pre-approved (not requiring pre-approval) is compatible with maintaining the
Auditor's independence. All services provided by the Accountant to the Registrant or to Service Affiliates which were
required to be pre-approved were pre-approved as required. ITEM 5. AUDIT COMMITTEE OF LISTED
REGISTRANTS (a) The Registrant's Board of
Directors has a standing Audit Committee, which consists of the Directors who are not "interested persons" of the
Registrant within the meaning of the Investment Company Act of 1940, as amended. Currently, Messrs. William G.
Barker, William K. Grollman, Chor Weng Tan , Arthur R. Taylor and John F. Wallace are members of the Audit
Committee. (b) Not applicable. 3 ITEM 6. SCHEDULE OF INVESTMENTS

The Registrant's investments in securities of
unaffiliated issuers as of 2/28/05 are included in the report to shareholders filed under Item 1 of this Form. ITEM 7.
DISCLOSURE OF PROXY VOTING POLICIES AND PROCEDURES FOR CLOSED-END MANAGEMENT
INVESTMENT COMPANIES The Registrant has
delegated proxy voting responsibilities to its investment adviser, subject to the Board of Directors' general oversight.
The investment adviser has adopted its own Policy and Process on Corporate Governance and Proxy Voting for this
purpose. The Policy and Process is set forth below. Policy and Process on Corporate Governance and Proxy Voting
NOMURA ASSET MANAGEMENT NOMURA ASSET MANAGEMENT CO., LTD. NOMURA ASSET
MANAGEMENT U.S.A. INC. NOMURA ASSET MANAGEMENT U.K. LIMITED NOMURA ASSET
MANAGEMENT SINGAPORE LIMITED NOMURA ASSET MANAGEMENT HONG KONG LIMITED August
2004 1. Basic Policy for Proxy Voting This Proxy Voting Policy has been adopted by
Nomura Asset Management Co., Ltd. ("NAM") and its investment advisory subsidiaries (listed on Schedule 1). These
companies are hereinafter collectively referred to as "Nomura Asset Management". The overall objective of Nomura
Asset Management is to increase the value of its clients' investments. We recognize that the power to influence
management through voting rights is an effective way to achieve such an objective. Nomura Asset Management
believes the right to vote proxies is an important financial asset that must be managed with the same care and
diligence as any other client asset. We exercise proxy voting decisions solely in the best interests of our clients and
will acquire a company's equity securities only because we believe them to be good investment. We will not acquire
equity securities simply to obtain control of an issuer. II. Organizational Structure for Proxy Voting Process

The Proxy Voting Committee is primarily responsible for making final
determinations on proxy voting for Nomura Asset Management. The day-to-day operational activities relating to
proxy voting are performed at each of the departments within Nomura Asset Management. Notwithstanding the
foregoing, proxy voting shall be instructed through NAM's overseas affiliates, which owe a primary responsibility for
proxy voting under the investment advisory agreements entered into with their clients. 4 1. Proxy Voting Committee
The Proxy Voting Committee develops the firm's positions on specific voting issues, creates proxy voting guidelines
(the "Proxy Voting Guidelines"), and has oversight responsibility over the proxy voting process. From time to time, it
shall have direct decision-making input on a company's specific proxy voting matters, as more fully described in
Section V of this Policy. NAM's Board of Directors appoints the Chairman of the Proxy Voting Committee, who, in
turn, appoints the other members of the Committee. The Proxy Voting Committee may be held whenever necessary. 2.
Fund Operation Department Regarding accounts for which NAM serves as manager, its Fund Operation Department
has the primary responsibility for handling proxy voting instructions. The Department also provides necessary support
to NAM's overseas affiliates with respect to their accounts. For a Japanese issuer, the Fund Operation Department
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classifies the proxy materials received from the custodian depending upon whether (i) it is a company on the Watch
List (as defined in Section VIII below), (ii) its proxy agenda includes any extraordinary items (defined as an item not
considered a "routine agenda" item. See Note 1, Section III) and (iii) its audit opinion attached to the company's
financial statement is qualified. If a company meets one or more of the foregoing conditions, the company's proxy
materials shall be forwarded to NAM's Corporate Research Department for its review. If none of these conditions
apply to a company, the Fund Operation Department shall instruct the custodian to vote for the agenda. For agendas
that have been forwarded to the Corporate Research Department, the Fund Operation Department shall instruct the
custodian to vote in accordance with the determinations made by the Corporate Research Department, or when
necessary, by the Proxy Voting Committee. For a non-Japanese issuer, our Fund Operation Department, after
receiving the proxy materials from the custodian, shall forward such materials to the Corporate Research Department.
If proxy materials are available through other information sources, the Corporate Research Department may rely upon
the information from such sources. The Fund Operation Department shall instruct the custodian to vote in accordance
with the determinations made by the Corporate Research Department based on the recommendations made by
overseas affiliates, or when necessary, determinations made by the Proxy Voting Committee. Records of proxy voting
instructions shall be maintained. 3. Operations Departments at Overseas Affiliates The operations department of each
overseas affiliate ("Overseas Operations Department") generally handles proxy voting instructions in accordance with
the investment advisory agreements entered into with its client. The Overseas Operations Department shall also
provide necessary support to NAM or other overseas affiliates with respect to the accounts of NAM or other overseas
affiliates. The Overseas Operations Department, after receiving the proxy materials from the custodian, shall forward
as necessary such materials to NAM or other relevant overseas affiliates. If proxy 5 materials are available through
other information sources, NAM or other relevant overseas affiliates may rely upon the information from such
sources. After having the agenda reviewed by NAM or other relevant overseas affiliates, the Overseas Operations
Department shall instruct the custodian to vote. Records of proxy voting instructions shall be maintained. 4. Corporate
Research Department NAM's Corporate Research Department, through the support it provides to the Proxy Voting
Committee, plays an important role in the review of proxy materials. For Japanese issuers, the Corporate Research
Department is responsible for preparing, reviewing and maintaining the Watch List. The Corporate Research
Department reviews proxy materials received from the Fund Operation Department and informs of their
determinations on proxy voting. When the Corporate Research Department believes further review is necessary, it
requests the Proxy Voting Committee to deliberate on the specific agenda item in question. The Corporate Research
Department shall keep the minutes of the Proxy Voting Committee meeting, and will inform the Fund Administration
Department of the Proxy Voting Committee's determinations in a timely manner. The Corporate Research Department
also reviews the proxy materials received from NAM's overseas affiliates. For non-Japanese issuers whose equity
securities are held in Japanese investment trust portfolios and NAM's institutional accounts, the Corporate Research
Department, after receiving the proxy materials from the Fund Operation Department, shall forward such materials to
the relevant overseas affiliates. Recommendations of the overseas affiliates are then delivered to the Corporate
Research Department. The General Manager of the Corporate Research Department is responsible for the final
determinations on proxy voting, or when necessary, may refer specific agenda items to the Proxy Voting Committee.
The Corporate Research Department also provides its determinations on proxy voting to overseas affiliates that
manage Japanese equity accounts. 5. Investment Department at Overseas Affiliate The investment department of each
overseas affiliate ("Overseas Investment Department") handles proxy voting for non-Japanese issuers whose equity
securities are held in NAM's Japanese investment trust portfolios and institutional accounts. The Overseas Investment
Department is responsible for providing recommendations for proxy voting for the issuers in its region, i.e., Nomura
Asset Management U.S.A. Inc. is responsible for North and South American equity proxy voting recommendations,
Nomura Asset Management U.K. Limited is responsible for European equity proxy voting recommendations, and
Nomura Asset Management Singapore Limited is responsible for Asian equity proxy voting recommendations. When
necessary, other Overseas Investment Departments may provide to the relevant Overseas Investment Department their
recommendations about a certain issuer even if the issuer is not in its region. In addition, the Overseas Investment
Department may utilize third party proxy voting service providers (e.g., Institutional Shareholder Services (ISS)) to
formulate their recommendations. These recommendations are delivered to NAM's Corporate Research Department. 6
The Overseas Investment Departments also provide proxy voting recommendations to other overseas affiliates
managing non-Japanese equity accounts. For such accounts, the Overseas Operations Department sends voting
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information to the relevant overseas affiliate and instructs the custodian as recommended. The relevant overseas
affiliate shall determine the proxy voting through the process described above. III. Proxy Voting Process for Japanese
Equities Nomura Asset Management carries out the following proxy voting
process for Japanese equities: 1. Corporate Research Department prepares, reviews and maintains the Watch List. 2.
Fund Operation Department classifies the proxy materials received from the custodian into companies: 1) which are
on the Watch List, 2) their proxy agenda includes any extraordinary items (defined as an item not considered to be a
"routine agenda" item. See Note 1.), and 3) their audit opinion attached to their financial statement is qualified. 3. If
none of the conditions stated above applies to a company, the Fund Operation Department then instructs the custodian
to vote for the agenda. 4. When the Fund Operation Department finds that (i) the company is on the Watch List, (ii)
the proxy agenda includes any extraordinary item, or (iii) its audit opinion attached to the company's financial
statement is qualified, the proxy material is then forwarded to Corporate Research Department for its review. 5. The
Corporate Research Department reviews the agenda and if it finds any problems within the agenda, details are sent to
the Proxy Voting Committee for deliberation. When the Corporate Research Department determines that no problems
exist, it informs the Fund Operation Department of its determinations on proxy voting. 6. The Proxy Voting
Committee closely reviews the agenda in accordance with the Proxy Voting Guidelines. When the Proxy Voting
Committee finds specific agenda items that would not be in the clients' best interests, the Proxy Voting Committee
shall determine whether to vote against or to abstain from voting on the specific agenda items. The Proxy Voting
Committee's determinations shall be notified to the Fund Operation Department . 7. Agendas reviewed by the Proxy
Voting Committee shall be reported to NAM's Management Committee or Board of Directors. 8. For Japanese issuers
whose equity securities are held in overseas affiliates' accounts, the Overseas Operations Department receives the
proxy materials from the custodian, and instructs the custodian in accordance with the determinations on proxy voting
made by NAM's Corporate Research Department. Note 1. "Routine agenda" items are as follows: 1. Appropriation of
profit 7 2. Election of directors (uncontested elections only) 3. Election of statutory auditors 4. Payment of lump sum
bonus to retiring directors 5. Payment of lump sum bonus to retiring statutory auditors Notwithstanding the foregoing,
any shareholder proposal is not to be considered a routine proposal. IV. Proxy Voting Process for Non-Japanese
Equities Nomura Asset Management carries out the following proxy voting
process for non-Japanese equities: 1. For institutional client accounts, for which cash flows are infrequent, Nomura
Asset Management shall instruct, in principal, proxy voting with respect to each issuer of equity securities held in its
institutional accounts; provided the Company is authorized to do so by the client. 2. For Japanese investment trusts or
other open-ended investment vehicles, for which cash-flows are frequent, Nomura Asset Management shall instruct
proxy voting on each proxy voting matter; provided, however, that a proxy vote shall not be instructed if the exercise
of a proxy imposes any restriction on disposal of the securities. Nomura Asset Management, in instructing proxy
voting, considers costs and benefits associated therewith. 3. NAM's Corporate Research Department, in accordance
with the Proxy Voting Guidelines, prepares, reviews and maintains the Watch List or list of companies that potentially
have problems in terms of the clients' best interests. 4. NAM's Fund Operation Department, after receiving proxy
materials from the custodian, shall forward such materials to the Corporate Research Department. If proxy materials
are available through other information sources, they may rely upon information from such sources. 5. If the custodian
has not sent proxy materials, the Corporate Research Department may seek information through other informational
sources such as third party information vendors. 6. The Corporate Research Department shall forward the proxy
materials to the relevant overseas affiliates. The proxy materials that are available through other information sources
may be used in lieu of their hardcopies. 7. Each overseas affiliate sends its proxy voting recommendations to the
Corporate Research Department. The overseas affiliates may utilize third party proxy voting service providers to
formulate their recommendations. 8. Corporate Research Department, after reviewing the proxy voting
recommendations from the overseas affiliates, shall inform the Fund Operation Department of its determinations. 8
The Fund Operation Department shall instruct the custodian to vote in accordance therewith. When necessary, the
Corporate Research Department may refer specific agenda items to the Proxy Voting Committee for its review. The
Proxy Voting Committee closely reviews the agenda in accordance with the Proxy Voting Guidelines. If the Proxy
Voting Committee believes the agenda referred to is not in our clients' best interests, it shall determine either to vote
against or to abstain from voting on such agenda items. The determinations of the Proxy Voting Committee shall be
reported to Fund Operation Department. Agendas reviewed by the Proxy Voting Committee shall be reported to
NAM's Management Committee or Board of Directors. 9. For non-Japanese issuers whose equity securities are held in

6
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overseas affiliate's accounts, the Overseas Operations Department receives the proxy materials from the custodian,
and instructs the custodian in accordance with the proxy voting recommendations made by the Overseas Investment
Department of other relevant overseas affiliates. The Overseas Investment Department shall provide its
recommendations through the process described above. V. Proxy Voting Guidelines Nomura
Asset Management closely examines company voting agendas under the cases listed below. If it believes that specific
agenda items are not in our clients' best interests, Nomura Asset Management shall decide either to vote against or to
abstain from voting on such agenda items. 1. If it is publicly announced that the issuer violated the law or otherwise
engaged in conduct that severely harmed social interests, then Nomura Asset Management would vote for shareholder
social or political proposals; but only if they enhanced investment value. 2. If the issuer's audit opinion is qualified
(for Japanese equity securities). 3. If the issuer's disclosure is inadequate and is deemed particularly harmful to
investor interests. 4. If the issuer continuously reports poor business results and its management's efforts for
improvement are found to be inadequate. 5. If the issuer plans a substantial change in its financial or business strategy
and such plans might potentially cause harm to the interests of shareholders or the issuer's long-term business
development. Notwithstanding the foregoing, Nomura Asset Management may vote for such a plan if justified based
on considerations of reasonable business judgment. 6. If the issuer's board of directors or statutory auditors do not
provide an adequate level of internal control and are likely to harm shareholder interest. 7. If extraordinary agenda
items, such as amendments to articles of incorporation are proposed which are likely to harm shareholder value. 9 8.
For a shareholder proposal, the Proxy Voting Committee makes the final determination based upon whether the
proposal would contribute to higher shareholder value. VI. Conflicts of Interest Due to the
nature of Nomura Asset Management's business and its large size, it is possible that material conflicts of interest will
arise in voting of proxies of public companies (for example, Nomura Asset Management may have a business
relationship with an issuer whose securities are held in client portfolios). When such a material conflict arises,
Nomura Asset Management shall vote in accordance with recommendations made by a third party proxy voting
service vendors (e.g., ISS). A material conflict of interest will occur if Nomura Asset Management is required to vote
on behalf of its client for a certain issuer with a close business relationship generating revenue of more than 1 percent
of the total revenue of Nomura Asset Management and such proxy voting is for the purpose of providing an unjust
enrichment to the director, officer, or other affiliate of this issuer. If the revenue from a business relationship with this
issuer is more than 0.5 percent of the total revenue of Nomura Asset Management, Nomura Asset Management shall
closely examine the agenda to see whether there is any potential conflict of interest. VIL. Positions on Special Matters
Corporate Governance o Election of Directors Nomura Asset
Management votes for candidates that best serve our clients' best interests. Nomura Asset Management votes, in
principal, for proposals calling for a board consisting of directors who are independent of the company, subject to the
skills and experience of the candidates. We vote against proposals that stagger the board, if it does material harm to
shareholder's interest. 0 Mergers, Acquisitions and Other Corporate Restructurings Nomura Asset Management views
all proposals on a case-by-case basis by examining the financial impact on our clients. o Anti-takeover Measures
Nomura Asset Management will vote, in principal, against proposals that make it more difficult for a company to be
acquired by another company. We believe that anti-takeover measures may depress the company's market value.
Shareholder Rights Protection Plans (Poison Pills): Shareholder rights protection plans, commonly known as poison
pills, often involve issuing stock purchase rights or warrants to shareholders. These rights or warrants are usually not
exercisable unless a hostile takeover offer is tendered or a potential acquirer of the company purchases a specific
percentage of the shares. Typically, the plan will allow the rights holders to purchase shares from, or sell shares to, the
company at very favorable prices. This increases the costs to the potential acquirer, thus making the takeover less
attractive. 10 Nomura Asset Management recognizes that there are arguments in favor and against shareholder rights
protection plans (i.e., "Poison Pills"). We vote, in principal, against proposals that ask shareholders to approve such
plans. Nomura Asset Management will assess shareholder rights protection plans on a case-by-case basis, generally
supporting plans designed to protect shareholder value rather than to insulating the board and management.
Supermajority Provisions: Supermajority voting requires the vote of more than a simple majority (typically 66.7% to
80% of the vote) to approve a decision or transaction. Supermajority voting can limit the ability of shareholders to
effect change by essentially giving veto power to a large minority shareholder or group of minority shareholders. As a
result, Nomura Asset Management will vote against proposals to impose supermajority requirements, while voting in
favor of proposals that remove supermajority voting requirements. Capital Structure Changes 0
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Increases in Authorized Common Stocks Companies may request increases in authorized stocks for a variety of
legitimate business purposes. For example, the additional shares may be used to raise new investment capital for
acquisitions, stock splits, recapitalization or debt restructurings. Nomura Asset Management votes for these proposals
in the absence of unusual circumstances. Otherwise, proposals will be voted on a case-by-case basis. o "Blank Check"
Preferred Stocks Nomura Asset Management will carefully scrutinize proposals to authorize preferred stocks whose
voting, conversion, dividend and distribution, and other rights are determined by the company's board of directors
when the stocks are issued ("Blank Check Preferred Stock). We recognize that Blank Check Preferred Stocks can be
used for legitimate financing purposes, but also could be used to thwart hostile but desirable takeovers without
shareholder approval. To protect our clients, but still give financial flexibility to management, Nomura Asset
Management will vote for the authorization of, or an increase in, Blank Check Preferred Stock in cases where the
company expressly states that the stock will not be used as an anti-takeover defense or carry superior voting rights. All
other Blank Check Preferred Stock proposals will be handled on a case-by-case basis. Management Compensation
Nomura Asset Management votes for reasonable compensation of executives, particularly
equity-based compensation plans that are linked to the interests of the company's long-term shareholders. We vote
against plans that are inconsistent or inequitable with the company's overall financial condition or that would
substantially dilute the interests of our clients. Corporate and Social Responsibility
Nomura Asset Management believes it is management's responsibility to handle ordinary business matters. Rather
than arbitrarily impose a judgment on such matters, we will 11 typically abstain from voting on proposals concerning
corporate and social policy issues. However, Nomura Asset Management may decide to vote on such issues on a
case-by-case basis recognizing that corporate and social responsibility issues sometimes do impact the risk-adjusted
financial return of our investments. VIII. The Watch List Instructing the exercise of proxy voting
appropriately and effectively is often made difficult by the large number of proxies and information to be processed.
In order to facilitate the proxy voting process, Nomura Asset Management shall screen its investments based on
certain predetermined criteria to create a list of companies that requires increased review (the "Watch List"). Separate
Watch Lists are created for Japanese and non-Japanese issuers. 1. Watch List Criteria for Japanese Companies A
Japanese company shall be placed on the Watch List if: a. it is publicly announced that the company violated the law
and/or if it was determined that the company's conduct severely harms social interests; b. the company's disclosure is
determined to be inadequate, or its financial strategy and/or business operations are deemed to pose a severe threat to
shareholders' interests and to the company's future business developments, or it is deemed that its internal control
program is inadequate and is likely to harm shareholder interests; c. it meets one or more of the following conditions:
i. the company has an accumulated deficit in the most recent accounting period; ii. the company has reported losses or
has paid no dividend for the past three accounting periods; iii. the company has reported losses or has paid no
dividend for the past five accounting periods; d. it meets all of the following conditions: i. the company's
PBR(Price/Book Value Ratio) is below 1.0; ii. the company's ROE is below 5 percent; iii. the company's shareholder's
equity exceed 50 percent of its total assets; iv. the company' s net financial assets exceed 30 percent of its total sales;
v. the company's net financial assets exceed 30 percent of its total assets; vi. (The term "net financial asset" shall equal
cash and investment securities less bonds and bank loans) 12 Companies shall be excluded if they have been listed in
the last three years, or if they can demonstrate reasonable investment plans for their surplus financial assets. e. it meets
one of the following conditions: i. For a company listed on the First Section of either of Tokyo, Osaka, or Nagoya
Stock Exchanges, its annual investment return has belonged to the worst quartile of its TSE 33 industry sector during
the past three years. ii. For a company listed on the Second Section of either of Tokyo, Osaka, or Nagoya Stock
Exchanges, its annual investment return has belonged to the worst quartile of its TSE 33 industry sector during the
past three years. iii. For a company traded on an OTC market, its annual investment return has belonged to the worst
quartile of the entire OTC stocks during the past three years. f. when Nomura Asset Management holds more than five
percent of all the outstanding shares of a certain issuer. 2. Watch List Criteria for non-Japanese Issuers A
non-Japanese company shall be placed on the Watch List if: a. it meets one or more of the following conditions: i.
investment return has been below the sector index return (i.e., an index based upon the MSClI's 10 sectors) by 40
percent for the past three years, and if the company has reported losses (computed on earnings per share basis) for the
past three accounting periods. If sector classification information is not available for a certain company, the company
is compared with the MSCI country index to which the issuer belongs; ii. investment return has been below the sector
return index (i.e., an index based upon the MSCI's 10 sectors) by 70 percent for the past three years. If sector
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classification information is not available for a certain company, the company is compared with the MSCI country
index to which the issuer belongs; iii. Nomura Asset Management holds more than one percent of all the outstanding
shares of a certain issuer. b. The Corporate Research Department shall produce and send the Watch List to the
overseas affiliates and other relevant departments. Each overseas affiliate reviews the company on the Watch List, in
accordance with the Proxy Voting Guidelines, and may remove a company from the Watch List if it reasonably
believes that its inclusion on the list is not warranted. The overseas affiliate, when necessary, may add a company to
the Watch List. 13 c. General Managers of the Corporate Research Department are responsible for making the final
determinations regarding the deletion or addition of certain companies to and from the Watch List. The Corporate
Research Department shall maintain records of their determinations. d. The Watch List generally shall be up-dated on
a semi-annual basis. Screening criteria shall be reviewed when necessary, and any changes to the criteria must be
approved by the Proxy Voting Committee. Nomura Asset Management Policy and Process on Corporate Governance
and Proxy Voting Schedule 1 Nomura Asset Management Co., Ltd. Nomura Asset Management Hong Kong Limited
Nomura Asset Management Singapore Limited Nomura Asset Management U.K. Limited Nomura Asset Management
U.S.A. Inc. ITEM 8. PORTFILIO MANAGERS OF CLOSED-END MANAGEMENT INVESTMENT
COMPANIES (a) Not applicable (b) Not applicable
ITEM 9. PURCHASES OF EQUITY SECURITIES BY CLOSED-END MANAGEMENT INVESTMENT
COMPANY AND AFFILIATED PURCHASERS
(a) Not applicable (b) Not applicable ITEM 10. SUBMISSION OF MATTERS TO A VOTE OF SECURITY
HOLDERS The principal purpose of the Registrant's
Nominating Committee is to select and nominate the Directors of the Registrant. It evaluates candidates' qualifications
for Board membership and, with respect to nominees for positions as independent directors, their independence from
the Registrant's manager and its affiliates and other principal service providers. The Nominating Committee will
consider potential director candidates recommended by Registrant shareholders provided that the proposed candidates
satisfy the director qualification requirements provided in the Nominating Committee's Charter; are not "interested
persons” of the Registrant or the Registrant's investment adviser within the meaning of the Investment Company Act;
and are "independent” as defined in the New York Stock Exchange listing standards. The Committee has determined
that potential director candidates recommended by Registrant shareholders must satisfy the Securities and Exchange
Commission's ("SEC") 14 nominee requirements found in Regulation 14A of the Securities and Exchange Act of
1934, as amended ("1934 Act"). Shareholders recommending potential director candidates must substantiate
compliance with certain requirements at the time of submitting their proposed director candidate to the attention of the
Registrant's Secretary. The Nominating Committee identifies prospective candidates from any reasonable source and
has the ability to engage third-party services for the identification and evaluation of potential nominees. The
Committee meets annually to identify and evaluate nominees for Director and makes its recommendations to the
Board. In identifying and evaluating a potential nominee to serve as an independent Director of the Registrant, the
Nominating Committee will consider, among other factors: (i) whether the individual has any material relationships
that could create any appearance of impropriety with respect to or a lack of independence from NAM-U.S.A. or any of
its affiliates; (ii) whether the individual has the integrity, independence of mind and personal qualities to fulfill the
fiduciary duties of an independent Director of the Registrant and to protect the interests of Registrant shareholders;
(iii) the individual's corporate or other business experience in significant positions which demonstrate sound business
judgment; (iv) whether the individual has financial and accounting experience; (v) the individual's ability to and attend
at least four regular meetings a year and (vi) whether the individual can add to the balance of experience of the present
independent Directors. The standard of the Nominating Committee is to treat all equally qualified nominees in the
same manner. [TEM 11. CONTROLS AND PROCEDURES

The Registrant's Principal Executive Officer and
Principal Financial Officer have evaluated the Registrant's disclosure controls and procedures within 90 days of the
filing of this report and have concluded that they are effective in providing reasonable assurance that the information
required to be disclosed by the Registrant in its reports or statements filed under the 1934 Act is recorded, processed,
summarized and reported within the time periods specified in the rules and forms of the Securities and Exchange
Commission. There were no changes in the Registrant's internal control over financial reporting that occurred during
the second fiscal quarter of the period covered by this report that have materially affected, or are reasonably likely to
materially affect, the Registrant's internal control over financial reporting. ITEM 12. EXHIBITS
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(a) (1) Code of Ethics for Principal Executive and
Senior Financial Officers. (a) (2) Certifications of Principal Executive Officer and Principal Financial Officer pursuant
to Rule 30a-2 under the Investment Company Act of 1940 are attached hereto as an exhibit. (a) (3) Not applicable. (b)
Certifications pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 are furnished herewith as an exhibit. 15
SIGNATURES ---------- Pursuant to the requirements of the Securities Exchange Act of 1934 and the Investment
Company Act of 1940, the Registrant has duly caused this report to be signed on its behalf by the undersigned,
thereunto duly authorized. Japan Smaller Capitalization Fund, Inc. By: /s/ Yasushi Suzuki
Yasushi Suzuki, President (Principal Executive Officer) Date: May 9, 2005 Pursuant to the
requirements of the Securities Exchange Act of 1934 and the Investment Company Act of 1940, this report has been
signed below by the following persons on behalf of the Registrant and in the capacities and on the dates indicated. By:
/s/ Rita Chopra-Brathwaite Rita Chopra-Brathwaite, Treasurer (Principal Financial Officer)
Date: May 9, 2005 16
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