KOREA EQUITY FUND, INC.

To Our Shareholders:

We present the Annual Report of Korea Equity Fund,
Inc. (the “Fund”) for the fiscal year ended October 31,
2011.

The Net Asset Value per share (“NAV”) of the Fund
on October 31, 2011 was $13.69, representing an in-
crease of 11.3% for the Fund’s fiscal year. The closing
New York Stock Exchange (“NYSE”) market price of the
Fund on October 31, 2011 was $12.41, representing a
9.3% discount to the NAV. The net assets of the Fund
amounted to $121,194,999 on October 31, 2011.

The Korea Composite Stock Price Index (“KOSPI”)
increased from 1,883.0 to 1,909.0 or 1.4%, in local cur-
rency terms, for the year. Including the South Korean
Won (“Won”) appreciation of 1.1% during the fiscal
year, this represented a total increase of 2.5% in United
States (“U.S.”) dollar terms. The Fund’s NAV outper-
formed the KOSPI, in U.S. dollar terms, by 8.8 percent-
age points during the year. The Fund’s share price
(quoted on the NYSE), increased by 10.3% during the
year.

For the quarter ended October 31, 2011, the KOSPI
decreased by 15.2% in U.S. dollar terms. The NAV of
the Fund decreased by 16.6%. The Fund underper-
formed the KOSPI, in U.S. dollar terms, by 1.4 percent-
age points during the quarter.

South Korean Economy

The U.S. Congress approved the Korea-U.S. free
trade agreement (“KORUS FTA”) on October 12, 2011.
Implementation of this agreement requires the Korean
National Assembly to ratify it before it is effective. The
deal is the second-largest FTA for the U.S. behind the
North American Free Trade Agreement. Korea would
become one of the first industrialized Asian economies
to benefit from improved competitive conditions due to
reduced or eventually eliminated tariffs. The base tariff
in the U.S. market is already low; therefore, the im-
provements will be of a fundamental and structural na-
ture rather having an immediate measurable impact.
The greatest beneficiaries of the KORUS FTA will likely
be the Automobile Equipment and Parts, Consumer
Electronics, Chemicals and Pharmaceuticals, and Mis-
cellaneous Manufacturing sectors.
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Korea's Gross Domestic Product (“GDP”) expanded
by 3.4% year-over-year (“yoy”) in the third quarter of
2011. This was the lowest growth since the fourth quar-
ter of 2010 but was in line with market expectations.
Facilities investment was partly to blame for holding
down the GDP growth rate. After providing a double-
digit growth rate last year, investment growth dropped
to 0.4% quarter-over-quarter (“qoq”) and 1.4% (yoy) in
the third quarter of 2011, down from 3.9% (goq) and
7.5% (yoy) in the second quarter of 2011, as the global
growth outlook deteriorated in the wake of the U.S.
credit rating downgrade and Europe's debt problems.
Export growth in October 2011 fell to 9.3% (falling be-
low 10% for the first time in 23 months), as exports to
the U.S. and Europe declined. However, daily non-ship
exports, a better indicator for underlying demand, were
stronger, rising 16.9% (yoy) and sequentially by 0.9%
month-over-month (“mom”). Korean exports will likely
continue to grow, at a moderate pace, on the back of a
competitive Won, diversified products, and exposure to
the relatively fast growing emerging markets.

During 2011, Consumer Price Index (“CPI”) headline
inflation peaked at 5.3% (yoy) in August 2011 but mod-
erated to 3.9% at the end of October 2011. In October,
agricultural produce inflation declined to -5.3% (yoy)
and -3.4% (mom) from -0.7% (yoy) and +0.2% (mom) in
September, bringing down headline year-on-year CPI
inflation by 0.34 percentage points and monthly infla-
tion by 0.2 percentage points. Therefore, the Fund does
not expect any interest rate hikes in the near term given
the slowing growth momentum and sustained uncer-
tainties relating to Eurozone sovereign credit issues.
The household debt burden also remains high, posing
further limitations on the continuation of monetary pol-
icy normalization in the near term. Korea's household
debt amounted to 997 trillion Won or 155% of dispos-
able income at the end of 2010. A 25 basis-point rise in
interest rates would roughly translate into an extra 2.5
trillion Won annual interest expense burden for house-
holds.

Korea's domestic economy has been relatively
strong with the consumer confidence index fluctuating
around the 100 range, though it is unlikely to show a
strong turnaround soon given the current fragile macro-
economic environment. The jobless rate has also been



fairly stable, hovering between 3% and 4%. Retail sales
are still growing by about 10% a month. The outlook for
Korea's sovereign ratings also appears stable and ad-
justment remains unlikely over the next six months.

South Korean Stock Market

During the year, the KOSPI rose from 1,883.0 to
1,909.0 and the Kosdaqg Index fell from 526.45 to
490.69. The KOSPI reached an all time high of 2,228.96
in May 2011 but most of the gains were lost during the
huge sell-off in August 2011 triggered by the European
debt crisis.

Before the sell-off in August 2011, Refining and
Petrochemical stocks were among the best performing
sectors as oil refining margins and petrochemical
spreads surged on the back of tight supply and strong
demand. Commodity stocks such as Korea Zinc Co.,
Ltd. also outperformed as silver, which contributes
40% of its operating profit, soared over the period
along with other metals as investors flocked to relatively
safe assets. Shipbuilding companies also gained as
they continued to dominate the high-end market (off-
shore and LNG orders) ahead of their Chinese counter-
parts. The Automobile sector outperformed due to
global market share gains, which translated to strong
quarterly earnings that beat market expectations. Con-
struction stocks with overseas exposure also per-
formed well aided by strong order momentum from the
Middle East. On the other hand, the Steel sector under-
performed despite attractive valuations, as companies
have been unable to raise prices, which has led to poor
quarterly earnings. Financial services had the largest
decline. Banks were hit by risks associated with the
mutual savings banks due to government pressure for
them to bail them out, and slower than expected rate
normalization during the period. The Brokerage sector
also underperformed due to increasing competition
within the industry. Transport stocks such as the ship-
pers and airlines were also sensitive to the rise in oil
prices.

Korea was negatively effected along with other mar-
kets in Asia (in local currency terms) during the August-
September sell off, which was triggered by the U.S.
debt rating downgrade and Europe's inability to solve
its debt problems, sending the KOSPI 17.0% lower to
1,769.65 points by the end of September from 2,133.21
points at the end of July. Notably, less cyclical sectors
such as the Consumer sector outperformed, as domes-
tic consumption remains buoyant. Internet stocks also
stood out as investors bought into stocks with relative
stable earnings. Defensive sectors such as Telecom-
munications also outperformed the market. Banks con-

tinued to underperform, although non-life insurers re-
bounded on strong earnings results. The shipbuilders
registered the biggest declines amid worries over
weaker earnings and a lack of new orders. Technology
companies also declined along with the deteriorating
demand outlook, although large cap stocks such as
Samsung Electronics Co., Ltd. outperformed.

In October 2011, the KOSPI rebounded along with
other Asian markets based on the hope that the Euro-
pean Union might have reached an agreement on mea-
sures to contain the sovereign debt crisis, along with
stronger than expected macroeconomic data from the
U.S. Stocks that had been heavily sold down, including
shipbuilders and banks, rebounded due to their attrac-
tive valuations. Large cap Consumer Electronics sector
companies continued to outperform, as Samsung Elec-
tronics announced that it had sold more smart phones
than Apple Inc. had during the third quarter.

Overall, during the year, sectors that outperformed
included Automobile Equipment and Parts, Consumer
Electronics and Internet and Gaming. Sectors that un-
derperformed included Banks, Brokerages, Ship-
builders and small-mid cap Technology stocks. Retail-
ers were mixed with Lotte Shopping Co., Ltd.
underperforming and Hyundai Department Store Co.,
Ltd. on continued weakness in its China business.
Samsung Engineering Co., Ltd. was the clear outper-
former in the construction industry. Korea Zinc Co., Ltd.
also performed well on the back of strong earnings dri-
ven by the silver price and capacity additions.

Portfolio Management Activity

Crucialtec Co., Ltd. in the Consumer Electronics
sector was added during the year after meeting with the
company's management. Its leadership in the optical
track pad business should allow it to win more cus-
tomers, while its new touch module business should
drive the company's next growth phase. NCsoft Corpo-
ration, a video game company, was added to the port-
folio in September as its eagerly anticipated new game
launch next year, Blade and Soul, should act as a huge
catalyst and earnings visibility is high relative to other
sectors. Duksan Hi-Metal Co., Ltd. was added given its
growth potential of AMOLED applications and consis-
tent strong quarterly earnings.

Changes in the Banking and Financial Services sec-
tor included the disposal of Industrial Bank of Korea
since earnings are likely to decline and its non-per-
forming loan ratio is rising. The Fund sold KB Financial
Group, Inc. for Shinhan Financial Group Co., Ltd.,
which is preferred given lower risk of any credit
mishaps and its diversified earnings stream, and Hana



Financial Group Inc. due to its attractive valuations and
its acquisition of Korea Exchange Bank. BS Financial
Group, Inc., was added as regional banks appear to
face less regulatory pressure than the major banks.
Samsung Card Co., Ltd. was also added and is one of
the main beneficiaries of increasing consumption and
restructuring of the Samsung Group. Positions in Dae-
woo Securities, Co., Ltd. and Samsung Securities were
disposed of given the competitive landscape, which will
hurt margins and profitability especially in view of the
larger capital base.

Miscellaneous manufacturing stock KT&G Corpora-
tion was added to the portfolio for its market share
gains, resilient earnings and expectations for its gin-
seng business. Fila Korea Ltd. was accumulated due to
its strong quarterly results. Margin expansion coupled
with strong orders in the U.S. should also drive earnings
further.

The Fund disposed of its position in Hyundai Engi-
neering & Construction Co., Ltd. since order wins have
been weak and new management suggests that the
company will not be aggressive in bidding for overseas
projects. Posco was disposed of during the year as it is
vulnerable to rising raw material prices and a possible
demand slowdown in China. On the other hand, the
Fund added Korea Zinc Co., Ltd., given that capacity
expansion should lift earnings. It is also a proxy to ris-
ing prices in precious metals and prices should remain
stable given the negative real interest rate environment.

During the year, the Fund participated in the Doosan
Engine IPO. The share price surged during the first few
days of trading and the gains were locked in as it traded
at a huge premium over its peers. In June 2011, the
Fund also subscribed to shares of Himart Co., Ltd., Ko-
rea's largest electronics retailer, and the stock con-
tributed positively to the portfolio after releasing strong
earnings results.

Investment Strategy

Equity markets remain extremely volatile. Market
sentiment, and the "risk on/risk off" strategy of in-
vestors, will continue to depend crucially on perceptions
of how successful the authorities are in dealing with the
debt issues in European economies.

In Korea, globally competitive companies are emerg-
ing in three sectors in particular - Automobile Equipment
and Parts (Hyundai Mobis and Hyundai Motor Com-
pany), Consumer Electronics (Samsung Electronics Co.,
Ltd.), and Services (Samsung Engineering). Their global
market shares have risen over the years and will benefit
from a weaker Won. The Fund also favors consumer

stocks, which look set to benefit from China's con-
sumption growth (Lock & Lock Co., Ltd.) and strong
brand equity (Fila Korea Ltd. and Himart Co., Ltd.). The
Fund intends to maintain underweight positions in highly
regulated sectors in an inflationary environment, such as
Banking and Financial Services as elections in 2012
draw near.

Automobile Equipment and Parts stocks are sitill
among our biggest overweight sector positions and
have again outperformed the market during the year.
Valuations are above the historical average, but they are
not demanding. Market share gains are an ongoing
trend due to stronger brand equity and a weaker Won.
The Fund will continue to monitor the competitive land-
scape closely and reduce positions if valuations become
excessive or if there are any signs of recovery in the
Japanese automakers, which pose the biggest potential
competitive threat.

Most Technology stocks continue to underperform
amid weak demand and downward pressure on prices.
However, Samsung Electronics has outperformed its
peers as its handset business continues to beat expec-
tations. The Fund may seek to increase exposure to the
technology related sectors if demand improves, as
many stocks are still trading well below their post-2000
average. The Fund will focus on bellwether stocks that
have strong earnings visibility and are gaining market
share.

Within the Industrial sector, construction stocks that
are best positioned to benefit from strong overseas or-
der momentum and have the strongest track record are
favorable. The Fund favors construction stocks over the
shipbuilders as the latter will likely see a decline in earn-
ings next year and news of order cancellations will ex-
ert downward pressure on share prices. Order momen-
tum in the Construction sector should continue as
governments in emerging regions such as the Middle
East have maintained their budgets in building power
plants and other infrastructure projects. Korean compa-
nies have increased their overseas market share
tremendously over the last decade and due to their
strong track record, more order wins should materialize.
However, the Fund acknowledges there is still some
margin pressure due to increasing competition.
Nonetheless, most construction stocks are still trading
at mid-cycle valuations and hence, the Fund may se-
lect leaders in the field to maintain its overweight posi-
tion.



Stock Dividend and Tender Offer We appreciate your continuing support of your Fund.

On November 17, 2011, the Fund announced that its
Board of Directors has declared a stock dividend of Sincerely,
$3.065 payable on January 18, 2012 to holders of

record on November 30, 2011. The dividend will be
paid in newly-issued shares of the Fund’s stock. Share- .
holders of record may request that their dividends be

paid in cash, subject to the limits described in the no-
tice being distributed to the Fund’s shareholders of

record. Additional information is contained in Note 9 of Shigeru Shinohara
the Notes to Financial Statements contained in this re- President
port.

On the same date, the Fund announced that it in-
tends to commence a tender offer in January 2012 for
up to 10 percent of its outstanding stock. The proposed
tender offer and the tender offer completed in Decem-
ber 2010 are described in Notes 7 and 9 of the Notes to
Financial Statements included in this report.

PROXY VOTING

A description of the policies and procedures that the Fund uses to vote proxies relating to portfolio securities is avail-
able (1) without charge, upon request, by calling toll-free 1-800-833-0018; and (2) on the Securities and Exchange Com-
mission (“SEC”) Website at http://www.sec.gov. Information about how the Fund voted proxies relating to securities held
in the Fund’s portfolio during the most recent 12-month period ended June 30 is available (1) without charge, upon re-
quest, by calling toll-free 1-800-833-0018; and (2) on the SEC’s Website at http://www.sec.gov.

AVAILABILITY OF QUARTERLY SCHEDULE OF INVESTMENTS

The Fund files its complete schedule of portfolio holdings with the SEC for the first and third quarters
of each fiscal year on Form N-Q. The Fund’s Forms N-Q are available on the SEC’s Website at http://www.sec.gov. The
Fund’s Forms N-Q may also be reviewed and copied at the SEC’s Public Reference Room in Washington, D.C. Informa-
tion on the operation of the Public Reference Room may be obtained by calling 1-800-SEC-0330.

INTERNET WEBSITE

Nomura Asset Management U.S.A. Inc. has established an Internet Website which highlights its
history, investment philosophy and process and products, which include the Fund. The Internet web address is www.no-
mura.com. We invite you to view the Internet website.

FUND CERTIFICATION

In September 2011, the Fund filed its Chief Executive Officer Certification with the New York Stock
Exchange pursuant to Section 303A. 12(a) of the New York Stock Exchange Corporate Governance Listing Standards.

The Fund’s Chief Executive Officer and Chief Financial Officer Certifications pursuant to Section 302 of the Sarbanes-
Oxley Act of 2002 were filed with the Fund’s Form N-CSR and are available on the Securities and Exchange Commis-
sion’s web site at http://www.sec.gov.




KOREA EQUITY FUND, INC.
FUND HIGHLIGHTS—OCTOBER 31, 2011 (Unaudited)

KEY STATISTICS
NEt ASSEES o v v ettt e e e $121,194,999
Net Asset Value per Share . . ... i e et e e $13.69
Closing NYSE Market PrCe . ..o oo ittt et e $12.41
Percentage Increase in Net Asset Value per Share* . ......................... 11.3%
Percentage Increase in NYSE Market Price* . .. ....... ... ... . i, 10.3%

MARKET INDEX SOUTH

Percentage Increase in Market Index* KOREAN WON U.S.$
Korea Composite Stock Price Index* . ... ... . . i 1.4% 2.5%

*From November 1, 2010 through October 31, 2011

ASSET ALLOCATION
South Korean Equity Securities . ... ... ... 97.7%
Foreign CUITENCY . . .. oot e e e 1.7
Other Assets Less Liabilities, Net .. ......... ... . .. 0.6
Net ASSElS . .o e 100.0%

INDUSTRY DIVERSIFICATION

% of % of
Net Assets Net Assets

Automotive Equipment and Parts .. ... ... 17.5 Retail ......... ... ... .. 6.8
Consumer Electronics . ... ............. 17.4 Chemicals and Pharmaceuticals ........ 5.4
ServiCes . ... 13.8 Wholesale ........... ... ... ... ... 3.9
Miscellaneous Manufacturing . . ......... 9.7 Transportation . ........... ... . ... .. 3.6
Banking and Financial Services ......... 9.1 Information and Software .............. 2.1
Insurance ......... .. ..o 8.4

TEN LARGEST EQUITY HOLDINGS BY MARKET VALUE

Market % of
Issuer Value Net Assets
Samsung Electronics Co., Ltd. . . . ... .o $18,736,888 15.5
Hyundai Mobis . .. ... .o e 16,164,518 13.3
Samsung Engineering Co., Ltd. . ... ... . e 7,441,554 6.1
Korea Zinc Co., Ltd. . ... e e 4,928,049 41
LG Chem Ltd. ... e e e e 4,666,583 3.9
Hyundai Heavy Industries Co., Ltd. . ... ... . . i 4,194,968 3.5
Dongbu Insurance Co., Ltd. . ... ... i e 4,143,588 3.4
Samsung Card Co., Ltd. . ... ... e 3,999,261 3.3
Lotte Shopping Co., Ltd. .. ... . e 3,622,807 3.0

Hyundai Motor Company . . ... ...t e e 3,542,040 2.9



REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the shareholders and Board of Directors of
Korea Equity Fund, Inc.

We have audited the accompanying statement of assets and liabilities of Korea Equity Fund, Inc. (the “Fund”), including
the schedule of investments, as of October 31, 2011, and the related statements of operations for the year then ended,
the statement of changes in net assets for each of the two years in the period then ended and the financial highlights
for each of the five years in the period then ended. These financial statements and financial highlights are the responsi-
bility of the Fund’s management. Our responsibility is to express an opinion on these financial statements and financial
highlights based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United
States). Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements and financial highlights are free of material misstatement. We were not engaged to perform an
audit of the Fund's internal control over financial reporting. Our audits included consideration of internal control over
financial reporting as a basis for designing audit procedures that are appropriate in the circumstances, but not for the
purpose of expressing an opinion on the effectiveness of the Fund’s internal control over financial reporting. Accordingly,
we express no such opinion. An audit also includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements and financial highlights, assessing the accounting principles used and significant
estimates made by management, and evaluating the overall financial statement presentation. Our procedures included
confirmation of securities owned as of October 31, 2011 by correspondence with the custodian and others or by other
appropriate auditing procedures where replies from others were not received. We believe that our audits provide a
reasonable basis for our opinion.

In our opinion, the financial statements and financial highlights referred to above present fairly, in all material respects,
the financial position of the Fund at October 31, 2011, the results of its operations for the year then ended, the changes
in its net assets for each of the two years in the period then ended, and the financial highlights for each of the five years
in the period then ended, in conformity with U.S. generally accepted accounting principles.

f:cm/m:é‘ + MLLP
New York, New York

December 21, 2011

See notes to financial statements.




KOREA EQUITY FUND, INC.

SCHEDULE OF INVESTMENTS*
OCTOBER 31, 2011

SOUTH KOREAN EQUITY SECURITIES

Automotive Equipment and Parts

HyundaiMobis . . ... .. ...
Automotive service components

Hyundai Motor Company .............. ..o,
Passenger cars, trucks, autoparts, and commercial vehicles

Mando Corp. . ..ot e
Brake, suspension, and steering system

Total Automotive Equipmentand Parts ..................

Banking and Financial Services

BS Financial Group Inc.T .. .......... i i
Banking-related financial services

Hana Financial Group Inc. . ........... ... ... .o iu...
Banking-related financial services

Shinhan Financial Group Co., Ltd. .....................
Banking-related financial services

Samsung Card Co., Ltd. ......... ... ...
Credit card services

Total Banking and Financial Services ...................

Chemicals and Pharmaceuticals

Celltrion InC. . . ... . e
Biopharmaceutical products

LGChemLtd. ...... ... ... i
Petrochemicals, plastic resins, and engineering plastics

Total Chemicals and Pharmaceuticals . ..................

Consumer Electronics

CrucialTec Co., Ltd.t ... ..o
Optic based input devices

Samsung Electronics Co., Ltd. ........ ... ... ... .....
Consumer electronics, computers, and telecommunications

Total Consumer Electronics .. .......... .. ...

See notes to financial statements.

Shares

55,665

17,356

8,774

232,450

34,390

82,820

106,040

53,696

14,260

187,513

21,530

% of

Market Net
Cost Value Assets

$ 5,826,541 $ 16,164,518 13.3
1,304,236 3,542,040 2.9
1,707,139 1,526,359 1.3
8,837,916 21,232,917 17.5
2,551,068 2,601,818 2.1
1,121,525 1,247,538 1.0
3,224,461 3,324,564 2.7
4,608,974 3,999,261 3.3
11,506,028 11,173,181 9.1
1,981,649 1,819,958 1.5
3,042,497 4,666,583 3.9
5,024,146 6,486,541 5.4
2,904,000 2,326,422 1.9
10,953,529 18,736,888 15.5
13,857,529 21,063,310 17.4




KOREA EQUITY FUND, INC.

SCHEDULE OF INVESTMENTS* —(Continued)

Information and Software

Ncsoft Corporation .........................
Online gaming

Total Information and software ................

Insurance

Dongbu Insurance Co., Ltd. ..................
Non-life insurance

Korean Reinsurance Company ................
Life and non-life insurance

Samsung Fire & Marine Insurance Co., Ltd. ......
Non-life insurance

Samsung Life Insurance Co. . .................
Life insurance

TotalInsurance . .............. i uiiiiiinnnnn

Miscellaneous Manufacturing

Duksan Hi-Metal Co., Ltd. T ...................
Solder balls used for electronics package types

Finetec Corporationt .......................
Superconducting materials

Korea Zinc Co., Ltd. ........ ... ... .. .. .....
Non-ferrous metals

KT&G Corporation .......... ...,
Tobacco

Lock&Lock Co., Ltd.. ............ ... . ... ...,

Plastic food storage
Total Miscellaneous Manufacturing . ............

Retail

Himart Co.,, Ltd.t ........ ...
Consumer electronics and household appliances

Hyundai Department Store Co., Ltd. ............
Department stores

Hyundai Home Shopping Network Corporation . . .
Merchandiser of consumer products

Lotte Shopping Co., Ltd. . ....................
Department and discount stores

Total Retail . ........ . ... . i,

See notes to financial statements.

OCTOBER 31, 2011

Shares

........ 7,924

........ 97,750
........ 141,206
........ 13,206

........ 16,328

........ 46,988
........ 171,087
........ 16,661
........ 32,616

........ 98,863

........ 25,858
........ 11,009
........ 9,840

........ 10,024

% of

Market Net
Cost Value Assets

$ 2,480,093 $ 2,504,078 2.1
2,480,093 2,504,078 2.1
3,489,587 4,143,588 3.4
1,560,587 1,910,591 1.6
2,518,043 2,825,702 2.3
1,519,854 1,274,180 1.1
9,088,071 10,154,061 8.4
911,689 1,077,222 0.9
752,356 512,200 0.4
3,950,952 4,928,049 4.1
2,131,419 2,037,950 1.7
2,994,051 3,173,073 2.6
10,740,467 11,728,494 9.7
1,408,375 1,973,698 1.6
1,174,786 1,593,499 1.3
1,100,185 1,043,891 0.9
$ 2,758,111 $ 3,622,807 3.0
6,441,457 8,233,895 6.8




KOREA EQUITY FUND, INC.

SCHEDULE OF INVESTMENTS* —(Continued)

Services

CJCGVCo., Ltd. ...

Movie theaters

Grand Korea Leisure Co., Ltd. ..............

Casino hotels

Hana Tour Servicelnc. ....................

Travel related services

Hotel ShillaCo., Ltd. ......................

Hotels

KT Skylife Co., Ltd.t ......................

Digital satellite broadcasting

Samsung Engineering Co., Ltd. .............

Engineering and construction

S.M. Entertainment Co.7 ...................

Korean rock and roll music

Total Services . .........cc ..

Transportation

Hyundai Heavy Industries Co., Ltd. ..........

Shipbuilding

Korea Aerospace Industries Ltd.t ............

Fixed-wing aircraft, helicopters, and satellites

Total Transportation . ............ . ...ccou...

Wholesale

FilaKorealLtd. ...........................

Textile and apparel

Samsung C&T Corporation .................

Import/export

Total Wholesale ..........................
TOTAL SOUTH KOREAN EQUITY SECURITIES

See notes to financial statements.

OCTOBER 31, 2011

Shares

.......... 65,730

.......... 77,880

.......... 40,192

.......... 80,340

.......... 48,210

.......... 35,988

.......... 22,929

.......... 15,425

.......... 5,230

.......... 43,693

.......... 27,062

% of

Market Net
Cost Value Assets
1,603,569 1,524,619 1.3
1,317,809 1,400,342 1.2
1,541,030 1,336,963 1.1
1,584,528 2,733,857 2.3
822,604 1,272,106 1.0
2,921,715 7,441,554 6.1
414,161 1,014,211 0.8
10,205,416 16,723,652 13.8
4,765,669 4,194,968 3.5
93,025 175,854 0.1
4,858,694 4,370,822 3.6
3,094,572 3,024,688 2.5
1,310,058 1,693,352 1.4
4,404,630 4,718,040 3.9
$87,444,447  $118,388,991 97.7




KOREA EQUITY FUND, INC.
SCHEDULE OF INVESTMENTS* —(Continued)
OCTOBER 31, 2011

% of

Market Net
Cost Value Assets

INVESTMENTS IN FOREIGN CURRENCY
South KoreaWon ...t $ 2,025,475 $ 2,076,520 1.7
Non-interest bearing account

TOTAL INVESTMENTS IN FOREIGN CURRENCY ........ 2,025,475 2,076,520 1.7
TOTALINVESTMENTS ......... ... ... ... . i, $89,469,925 $120,465,511 99.4
OTHER ASSETS LESS LIABILITIES,NET .............. 729,488 0.6
NET ASSETS . ... e i i $121,194,999 100.0

*The description following each investment is unaudited and not covered by the Report of Independent Registered Public

Accounting Firm.
TNon-income producing security.

Portfolio securities and foreign currency holdings were translated
at the following exchange rate as of October 31, 2011.

South Korean Won KRW 1,112.30 = USD $1.00

See notes to financial statements.



KOREA EQUITY FUND, INC.
STATEMENT OF ASSETS AND LIABILITIES
OCTOBER 31, 2011

ASSETS:
Investments in securities, at market value (cost—$87,444,447) . ... ....... .. ... ... ...
Investments in foreign currency, at market value (cost - $2,025,475) ..................
Cash and cash equivalents . ......... ... i e

Total ASSEES . .o e

LIABILITIES:
Accrued management fee .. ... ... . e e
Other aCCrued EXPENSES . . . v ittt ittt et e e e e e

Total Liabilities . .. ... oo

NET ASSETS:
Capital stock (par value of 8,849,912 shares of capital stock outstanding, authorized
100,000,000, par value $0.10 €ach) .......... ..ottt
Paid-in capital . ... ... .. e
Accumulated net realized gain on investments and foreign currency transactions ........
Unrealized net appreciation on investments and foreign currency transactions ..........
Accumulated net investment 0SS . .. ... ... e

Net ASSElS ... e

Net asset value pershare . ....... ... .. i e

See notes to financial statements.

$118,388,991
2,076,520
958,658

121,424,169

82,060
147,110

229,170

884,991
62,604,008
26,723,069
30,995,590

(12,659)
$121,194,999

$ 13.69




KOREA EQUITY FUND, INC.
STATEMENT OF OPERATIONS
FOR THE YEAR ENDED OCTOBER 31, 2011

INCOME:
Dividend income (less $199,747 of withholdingtaxes) .......................... $1,010,841
INterest INCOME . .. i e e e e e 1,207

Total INCOME . . .o e

EXPENSES:

Management fee . ... ... . e 1,108,146
Legal fees .. e 839,116
Custodian fees .. ... i e e e 141,041
Auditing and tax reporting fees . ... ... . e 103,862
Directors’ fees and eXpPenSES . . .. ..ot 102,581
Annual meeting EXPeNSES . ... .ottt 74,593
Shareholder repors . .. ..o e 56,380
Transfer agenCy fees . . . ...t 28,416
Registration fees . .. ... ..o 27,525
Miscellaneous fEES . . ... i e e 4,711

Total EXPeNSES . ..o oo e
INVESTMENT LOSS—NET . ... .. .. e e

REALIZED AND UNREALIZED GAIN (LOSS) ON INVESTMENTS AND FOREIGN CURRENCY:
Realized gain (loss) on investments and foreign currency transactions:

Net realized gain oninvestments . ......... ... . ...

Net realized loss on foreign currency transactions ............... ... ... ......

Net realized gain on investments and foreign currency transactions ...............

Change in net unrealized depreciation on investments ..........................
Change in net unrealized depreciation on translation of foreign currency

and other assets and liabilities denominated in foreign currency . ...............
Net realized and unrealized gain on investments and foreign currency transactions . ..
NET INCREASE IN NET ASSETS RESULTING FROM INVESTMENT OPERATIONS

See notes to financial statements.

$ 1,012,048

2,486,371

(1,474,323)

30,639,953
(114,736)

_ 80525217

(14,098,955)

(1,485,712)

14,940,550

$13,466,227



KOREA EQUITY FUND, INC.

STATEMENTS OF CHANGES IN NET ASSETS

INVESTMENT OPERATIONS:

Net investmentloss .. ... ... . . . i
Net realized gainoninvestments . . .......... ... ... ... . ... .. ...
Net realized gain (loss) on foreign currency transactions ...........
Change in net unrealized appreciation (depreciation) on investments
and foreign currency transactions . ............ .. .. . . ...

Increase in net assets derived from investment activities ... ........

CAPITAL SHARE TRANSACTIONS:
Net asset value of shares distributed as part of tender offer ........

Net asset value of shares distributed as capital share repurchase . . ..
Decrease in net assets derived from capital share transactions ... ...

NET ASSETS:
Beginningofyear . ........ ...
End of year (including accumulated net investment loss of
$12,659 and $168,063, respectively) .. .........ccvirnirn....

See notes to financial statements.

For the Year Ended

2011

$ (1,474,323)
30,639,953
(114,736)

(15,584,667)
13,466,227

(28,297,607)

(28,297,607)

136,026,379

$121,194,999

2010
$( 803,305)

14,225,453
12,410

14,614,419

28,048,977

(1,483,505)
(1,483,505)

109,460,907

$136,026,379



KOREA EQUITY FUND, INC.

NOTES TO FINANCIAL STATEMENTS

1. Significant Accounting Policies

Korea Equity Fund, Inc. (the “Fund”) is registered under
the Investment Company Act of 1940 as a non-diversified,
closed-end investment management company. The Fund
was incorporated in Maryland on September 7, 1993 and
investment operations commenced on December 3, 1993.
The Fund’s investment objective is to seek long-term cap-
ital appreciation through investments primarily in equity
securities of South Korean companies.

The following is a summary of significant accounting
policies followed by the Fund. In the opinion of manage-
ment, all material adjustments, consisting of normal recur-
ring adjustments, considered necessary for a fair presen-
tation have been included.

The accompanying financial statements have been pre-
pared in accordance with U.S. generally accepted ac-
counting principles (“GAAP”) and are stated in United
States dollars. The following is a summary of the signifi-
cant accounting and reporting policies used in preparing
the financial statements.

(@) Valuation of Securities—Investments traded on
stock exchanges are valued at the last sale price on the
principal market on which such securities are traded as of
the close of business on the day the securities are being
valued or, lacking any sales, at the last available bid price.
Securities traded in the U.S. over-the-counter market (as
opposed to the OTC market for foreign investors in South
Korea) are valued at the last reported sales price as of the
close of business on the day the securities are being val-
ued or, if none is available, at the mean of the bid and of-
fer price at the close of the day or, if none is available, at
the last reported sales price available to the Fund. Securi-
ties for which market quotations are not readily available
and restricted securities are valued in good faith at fair
value using methods determined by the Board of Direc-
tors. Short-term debt securities which mature in 60 days or
less are valued at amortized cost, which approximates fair
value, if their original maturity at the date of purchase was
60 days or less, or by amortizing their value on the 61st
day prior to maturity if their term to maturity at the date of
purchase exceeded 60 days. Securities and other assets,
including futures contracts and related options, are stated
at market value or, if market quotations are not available,
at fair value as determined in good faith by or under the di-
rection of the Board of Directors of the Fund.

(b) Foreign Currency Transactions—Transactions de-
nominated in South Korean Won (“Won”) are recorded in
the Fund’s records at the prevailing rate at the time of the
transaction. Asset and liability accounts that are denomi-
nated in Won are adjusted to reflect the current exchange
rate at the end of the period. Transaction gains or losses
resulting from changes in the exchange rate during the re-
porting period or upon settlement of foreign currency
transactions are included in the results of operations for
the current period.

The net assets of the Fund are presented at the ex-
change rate and market values at the close of the year. The
Fund isolates that portion of the results of operations aris-
ing as a result of changes in the foreign exchange rates on
investments from the fluctuations arising from changes in
the market prices of securities held at October 31, 2011.
Net unrealized appreciation or depreciation on translation
of foreign currency and other assets and liabilities denom-
inated in foreign currency includes gains or losses arising
from changes in the value of assets and liabilities including
investments in securities at October 31, 2011, resulting
from changes in the exchange rate. Net realized gain or
loss on foreign currency transactions include gains or
losses arising from sales of portfolio securities, sales and
maturities of short-term securities, currency gains or
losses realized between the trade and settlement dates on
securities transactions, the difference between the
amounts of dividends, interest, and foreign withholding
taxes recorded on the Fund’s books and the U.S. dollar
equivalent of the amounts actually received or paid.

(c) Security Transactions, Investment Income, Distribu-
tions to Shareholders—Security transactions are ac-
counted for on the trade date. Dividend income is
recorded on the ex-dividend date and interest income is
recorded on the accrual basis. Realized gains and losses
on the sale of investments are calculated on a first in first
out basis.

Distributions from net investment income and net real-
ized capital gains are determined in accordance with Fed-
eral income tax regulations, which may differ from GAAP.
To the extent these “book/tax” differences are permanent
in nature (i.e., that they result from other than timing of
recognition—“temporary”), such amounts are reclassified
within the capital accounts based on their Federal tax-ba-
sis treatment; temporary differences do not require reclas-
sification. Dividends and distributions which exceed net
realized capital gains for financial reporting purposes, but



KOREA EQUITY FUND, INC.

NOTES TO FINANCIAL STATEMENTS —(Continued)

not for tax purposes, are reported as distributions in ex-
cess of net realized capital gains.

Pursuant to a securities lending agreement with Brown
Brothers Harriman & Co., the Fund may lend securities to
qualified institutions. It is the Fund’s policy that, at origina-
tion, all loans are secured by collateral of at least 102% of
the value of U.S. securities loaned and 105% of the value
of foreign securities loaned. It is the Fund’s policy that col-
lateral equivalent to at least 100% of the market value of
securities on loan is maintained at all times. Collateral is
provided in the form of cash, which will be invested in cer-
tain money market funds. The Fund is entitled to receive all
income on securities loaned, in addition to a portion of the
income earned as a result of the lending transaction. Al-
though each security loan is fully collateralized, there are
certain risks. On November 21, 2008, the Fund suspended
its participation in the securities lending program. The
Fund may resume its participation in the future.

(d) Capital Account Reclassification—For the year
ended October 31, 2011, the Fund’s accumulated net in-
vestment loss was decreased by $1,629,727, and the ac-
cumulated net realized loss, was decreased by
$1,629,727. The adjustments were a result of the reclassi-
fication of foreign exchange losses, tax treatment of the re-
alized gains/losses upon disposition of passive foreign in-
vestment company stock, and net operating loss. These
had no impact on net assets.

(e) Income Taxes—A provision for United States income
taxes has not been made since it is the intention of the
Fund to continue to qualify as a regulated investment com-
pany under the Internal Revenue Code and to distribute
within the allowable time limit all taxable income to its
shareholders.

Under South Korean tax laws, a withholding tax is im-
posed on dividends and interest income at the rate of
16.5% and 13.2%, respectively, and such withholding
taxes are reflected as a reduction of the related revenue.
There is no withholding tax on realized gains.

The Fund evaluates tax positions taken or expected to
be taken in accordance with GAAP, to determine whether
the tax positions are “more-likely-than-not” of being sus-
tained by the applicable tax authority on Federal and State
income tax returns for all open tax years (the current and
prior three tax years). As of and during the year ended Oc-
tober 31, 2011 as well as for the prior three tax years, the
Fund did not have any liabilities for any uncertain tax posi-

tions. The Fund recognizes interest and penalties, if any,
related to uncertain tax positions as income tax expense in
the statement of operations. During the current year and
for the prior three tax years, the Fund did not incur any in-
terest or penalties.

(f) Subscription for New Shares—As part of their annual
corporate action matters, certain South Korean companies
offer rights to their shareholders to subscribe to new
shares which are eligible for a portion of the dividends paid
on existing shares in the year of subscription. The Fund
normally subscribes to new share offerings by South Ko-
rean companies.

(9) Use of Estimates in Financial Statement Prepara-
tion—The preparation of financial statements in accor-
dance with GAAP requires management to make esti-
mates and assumptions that affect the reported amounts
and disclosures in the financial statements. Actual results
could differ from these estimates.

(h) Concentration of Risk—A significant portion of the
Fund’s net assets consists of South Korean securities
which involve certain considerations and risks not typically
associated with investments in the United States. In addi-
tion to the smaller size, less liquidity and greater volatility,
the South Korean securities market is less developed than
the U.S. securities market and there is often substantially
less publicly available information about South Korean is-
suers than there is about U.S. issuers. Future economic
and political developments in South Korea could adversely
affect the liquidity or value, or both, of securities in which
the Fund is invested. Further, the Fund may be exposed to
currency devaluation and other exchange rate fluctuations.

(i) Indemnifications—Under the Fund’s organizational
documents, its officers and directors are indemnified
against certain liabilities arising from the performance of
their duties to the Fund. Additionally, in the normal course
of business, the Fund enters into contracts that contain a
variety of representations which provide general indemnifi-
cations. The Fund’s maximum exposure under these
agreements is unknown as this would involve future claims
that may be made against the Fund that have not yet oc-
curred. However, based on the Fund’s experience, the
Fund expects the risk of loss to be remote.
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2. Management Agreement and
Transactions With Affiliated Persons

Nomura Asset Management U.S.A. Inc. (“NAM-U.S.A.”
or the “Manager”) acts as the Manager of the Fund pur-
suant to a management agreement. Under the agreement,
the Manager provides all office space, facilities and per-
sonnel necessary to perform its duties. Pursuant to such
management agreement, the Manager has retained its par-
ent company, Nomura Asset Management Co., Ltd.
(“NAM”), as investment adviser for the Fund, and effective
July 24, 2001, the shareholders approved NAM retaining
its wholly-owned subsidiaries, Nomura Asset Management
Hong Kong Limited (“NAM-Hong Kong”) and Nomura As-
set Management Singapore Limited (“NAM-Singapore”),
as investment sub-advisers for the Fund.

As compensation for its services to the Fund, the Man-
ager receives a monthly fee computed at the
annual rate of 0.85% of the Fund’s average weekly net as-
sets. Under the management agreement, the Fund paid or
accrued fees, to the Manager of $1,108,146 for October
31, 2011. Under the Investment Advisory Agreement, the
Manager informed the Fund that NAM earned sub-advi-
sory fees of $295,492 from the Manager for the period
ended October 31, 2011. In addition, NAM-Hong Kong
and NAM-Singapore earned sub-advisory fees of $59,098
and $295,492, respectively. At October 31, 2011, the man-
agement fee payable to the Manager by the Fund was
$82,060.

Certain officers and/or directors of the Fund are
officers and/or directors of the Manager. Affiliates of No-
mura Holdings, Inc. (the Manager’s indirect parent) did not
earn any fees in commissions on the execution of portfo-
lio security transactions for the year ended October 31,
2011. The Fund pays each Director not affiliated with the
Manager an annual fee of $12,000 plus $1,500 per meet-
ing attended or $1,000 per telephone meeting attended,
together with such Director’s actual expenses related to
attendance at meetings. The Chairman of the Board,
presently Rodney A. Buck, who is not affiliated with the
Manager, is paid an additional annual fee of $5,000. The
Chairman of the Audit Committee, presently David B.
Chemidlin, receives an additional annual fee of $1,000.
Such fees and expenses for unaffiliated Directors aggre-
gated $102,581 for the year ended October 31, 2011.

3. Purchases and Sales of Investments

Purchases and sales of investments, exclusive of in-
vestments in foreign currency and short-term securities,
for the year ended October 31, 2011 were $94,652,889
and $124,052,637, respectively.

4. Rights Offering

The Fund issued to its shareholders of record as of the
close of business on January 19, 2007 transferable Rights
to subscribe for up to an aggregate of 2,803,000 shares of
the Fund’s stock at a rate of one share of stock for three
Rights held (“Primary Subscription”). During February
2007, the Fund issued a total of 2,803,000 shares of stock
on exercise of such Rights at the subscription price of
$9.76 per share, compared to a net asset value per share
of $12.30 and a market value per share of $10.79. A sales
load of 3.75% was included in the subscription price. Of-
fering costs of approximately $600,000 and the sales load
were charged directly against the proceeds of the Rights
Offering.

5. Federal Income Taxes

As of October 31, 2011, net unrealized appreciation on
investments, for Federal income tax purposes was
$30,922,544 consisting of $34,011,501 related to appreci-
ated securities and $3,088,957 related to depreciated se-
curities. The aggregate cost of investments, at October 31,
2011 for federal income tax purposes was $87,466,447.

At October 31, 2011 the components of accumulated
earnings on a tax basis were as follows:

Undistributed ordinary income $3,661,136
Undistributed long term capital gains 23,071,272
Unrealized appreciation on investments

and foreign currency transactions 30,973,590
Total accumulated earnings $57,705,999

For Federal income tax purposes, there was no distrib-
ution for the fiscal year ended October 31, 2011 and Oc-
tober 31, 2010.

During the year ended October 31, 2011, the Fund fully
utilized its capital loss carry forwards of $2,039,680
against current year net realized capital gains. The Fund
does not have any capital loss carryforwards as of Octo-
ber 31, 2011.
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6. Fair Value Measurements

In accordance with GAAP, fair value is defined as the
price that the Fund would receive to sell an asset or pay to
transfer a liability in an orderly transaction between market
participants at the measurement date. GAAP also estab-
lishes a framework for measuring fair value, and a three-
level hierarchy for fair value measurements based upon the
transparency of inputs to the valuation of an asset or lia-
bility. Inputs may be observable or unobservable and refer
broadly to the assumptions that market participants would
use in pricing the asset or liability. Observable inputs re-
flect the assumptions market participants would use in
pricing the asset or liability based on market data obtained
from sources independent of the Fund. Unobservable in-
puts reflect the Fund’s own assumptions about the as-
sumptions that market participants would use in pricing
the asset or liability developed based on the best informa-
tion available in the circumstances. Each investment is as-
signed a level based upon the observability of the inputs
which are significant to the overall valuation. The three-tier
hierarchy of inputs is summarized below.

e | evel 1—quoted prices in active markets for identical
investments

e | evel 2—other significant observable inputs (including
quoted prices for similar investments, interest rates,
prepayment speeds, credit risk, etc.)

e Level 3—significant unobservable inputs (including
the Fund’s own assumptions in determining the fair
value of investments)

In January 2010, Financial Accounting Standards Board
(“FASB”) issued Accounting Standards Update (“ASU”)
No. 2010-06 “Improving Disclosures about Fair Value Mea-
surements”. ASU 2010-06 requires reporting entities to
make new disclosures about amounts and reasons for sig-
nificant transfers in and out of Level 1 and Level 2 fair value
measurements as well as inputs and valuation techniques
used to measure fair value for both recurring and nonre-
curring fair value measurements that fall in either Level 2 or
Level 3, and information on purchases, sales, issuances
and settlements on a gross basis in the reconciliation of
activity in Level 3 fair value measurements. The new and
revised disclosures are required to be implemented for fis-
cal years beginning after December 2009 except for the
disclosures surrounding purchases, sales, issuances and
settlements, on a gross basis in the reconciliation of Level
3 fair value measurements, which are effective for fiscal

years beginning after December 15, 2010. The Fund
adopted the applicable portion of the ASU 2010-06 for the
year ended October 31, 2011 and the impact of such
adoption is limited to additional disclosures in the financial
statements.

The following table summarizes the valuation of the

Fund’s investments by the above fair value hierarchy levels
as of October 31, 2011.

Investments in

Level Securities
Level1...........
Equity Securities*. . $118,388,991
Foreign Currency . . 2,076,520
Level2 ........... -0-
Level3 ........... -0-
Total............. $120,465,511

*Please refer to the Schedule of Investments for break-
down of the valuation by industry type.

During the year ended October 31, 2011, there were
no transfers between Level 1 and Level 2.

During the year ended October 31, 2011, the Fund did
not hold any instrument which used significant unobserv-
able inputs (Level 3) in determining fair value.

7. Share Repurchases and Discount
Management Plan

The Board of Directors of the Fund announced a Dis-
count Management Plan on June 3, 2010. The Plan con-
sisted of an open-market share repurchase program and a
tender offer component. The Fund commenced share re-
purchases on the New York Stock Exchange on July 1,
2010. Between July 1, 2010 and August 13, 2010, the
Fund repurchased 149,609 shares of its capital stock for
an aggregate purchase price of $1,483,505. The impact of
the Plan resulted in less than a $.01 change to the net as-
set value per share.

The Board of Directors announced an enhanced Dis-
count Management Plan on August 17, 2010 that provided
for a tender offer of up to 20 percent of the Fund’s out-
standing shares of capital stock. The enhanced Plan also
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contemplates that the Board of Directors will annually eval-
uate whether, taking into account the Fund’s performance,
trading discount from net asset value and other relevant
factors, the Fund should make an additional tender offer
for between 5 and 15 percent of its outstanding shares of
capital stock. On November 17, 2010, the Fund com-
menced a tender offer for up to 2,212,479 shares of its
outstanding capital stock at a price equal to 98 percent of
the net asset value per share on the expiration date of the
offer (or if the tender offer is extended, on the date to
which the tender offer is extended). The tender offer ex-
pired on December 17, 2010, at which time the offer was
oversubscribed. The Fund purchased the maximum num-
ber of shares covered by the offer at a price of $12.79 per
share, which represented a price equal to 98 percent of
the net asset value per share as of the close of trading on
the New York Stock Exchange on December 17, 2010. As
a result of the tender offer, $28,297,607 was distributed to
the shareholders and there was a $.06 increase to the
net asset value per share.

8. Recent Accounting Pronouncements

In May 2011, the FASB issued ASU No. 2011-04
"Amendments to Achieve Common Fair Value Measure-
ment and Disclosure Requirements in GAAP and Interna-
tional Financial Reporting Standards ("IFRS") ("ASU 2011-
04"). ASU 2011-04 includes common requirements for
measurement of and disclosure about fair value between
GAAP and IFRS. ASU 2011-04 will require reporting enti-
ties to disclose the following information for fair value mea-
surements categorized within Level 3 of the fair value hier-
archy: quantitative information about the unobservable
inputs used in the fair value measurement, the valuation
processes used by the reporting entity and a narrative de-
scription of the sensitivity of the fair value measurement to
changes in unobservable inputs and the interrelationships
between those unobservable inputs. In addition, ASU
2011-04 will require reporting entities to make disclosures
about amounts and reasons for all transfers in and out of
Level 1 and Level 2 fair value measurements. The new
and revised disclosures are effective for interim and an-
nual reporting periods beginning after December 15,
2011. At this time, management is evaluating the impli-
cations of ASU No. 2011-04 and its impact on the finan-
cial statements.

On December 22, 2010, the Regulated Investment
Company Modernization Act of 2010 (the "Act") was en-

acted, which changed various technical rules governing
the tax treatment of regulated investment companies.
The changes are generally effective for taxable years be-
ginning after the date of enactment. One of the more
prominent changes addresses capital loss carryfor-
wards. Under the Act, each Fund will be permitted to
carry forward capital losses incurred in taxable years be-
ginning after the date of enactment for an unlimited pe-
riod. However, any losses incurred during those future
taxable years will be required to be utilized prior to the
losses incurred in pre-enactment taxable years, which
carry an expiration date. As a result of this ordering rule,
pre-enactment capital loss carryforwards may be more
likely to expire unused. Additionally, post-enactment
capital loss carryforwards will retain their character as
either short-term or long-term capital losses rather than
being considered all short-term as permitted under pre-
vious regulation.

9. Subsequent Events

The Fund has declared a stock dividend in the amount
of $3.065 per share, consisting of $0.46 ordinary income
and $2.605 capital gain, payable on January 18, 2012, The
Fund’s intention to conduct a tender offer was announced
on June 7, 2011 to holders of record on November 30,
2011. The Fund will limit the aggregate amount of cash to
be paid out in the dividend distribution to all shareholders
to 33% of the aggregate dollar amount of the total divi-
dend distribution.

On November 17, 2011, in connection with the an-
nouncement of the stock dividend, the Fund reaffirmed its
intention to commence a tender offer in January 2012. The
Fund’s intention to conduct a tender offer was announced
on June 7, 2011. This tender offer was for up to 10 percent
of the Fund’s outstanding stock during the fourth quarter
of 2011 if the Fund's stock traded at a specific discount
during the third quarter of 2011. The stock did trade at the
specific discount. The Fund expects to announce the tim-
ing and terms of the tender offer, which will commerce in
January 2012, in an upcoming statement to shareholders.
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Selected data for a share of beneficial interest outstanding throughout each year:
For the Year Ended

October 31,
2011 2010 2009 2008 2007
Net asset value, beginning of year ........... $12.30 $9.76 $6.51 $16.42 $11.28
Net investment income (loss)* ............. (0.16) (0.07) (0.02) 0.04 0.02
Net realized and unrealized gain (loss) on
investments and foreign currency ........ 1.49 2.61 3.28 (9.93) 5.64
Total from investment operations ............ 1.33 2.54 3.26 (9.89) 5.66
Distributions:
Dividends from investment income, net . . .. .. - - (0.01) (0.02) —
Fund Share Transactions
Effect of Tender Offer™* .. .. .............. 0.06 - — — -
Dilutive effect of Rights Offering™ .......... - - — — (0.38)
Offering costs charged to paid-in capital in
excessofpar ........... .. ... ... ... — — — — (0.14)
Total Fund share transactions ............. 0.06 — — - 0.52)
Net asset value, end ofyear ................ $13.69 $12.30 $9.76 $6.51 $16.42
Market value, endofyear................... $12.41 $11.25 $8.40 $5.54 $15.38
Total investmentreturnt . ................... 10.3% 33.9% 51.9% (63.9%) 47.9%
Ratio to average net assets/supplemental data:
Net assets, end of year (000) .............. $121,195 $136,026 $109,460 $72,940 $184,129
Operatingexpenses ..................... 1.90% 1.81% 1.64% 1.36% 1.36%
Net investment income (loss) ............. (1.13%) (0.68%) (0.33%) 0.32% 0.20%
Portfolio turnover . .......... ... .. ... ... 75% 52% 57% 45% 20%

T Based on market value per share, adjusted for reinvestment of income dividends and capital distributions and capital
share transactions. Total investment return does not reflect sales commissions.

* Based on average shares outstanding.

**Decrease is due to the Rights Offering. (See Note 4)

***Increase is due to Tender Offer (See Note 7)

TAX INFORMATION (UNAUDITED)

We are required by subchapter M of the Internal Revenue Code of 1986, as amended, to advise you within 60 days of the
Fund’s fiscal year ended October 31, 2011 as to the federal tax status of distributions received by shareholders during such
fiscal year. Accordingly, the Fund designates $199,747 as foreign tax credit with the associated gross income of $1,210,588.
In addition, for the year ended October 31, 2011, the Fund designates $3,661,136 as qualified short term capital gain divi-
dends in accordance with Section 871(k)(2) of the Internal Revenue Code of 1986, as amended.

Shareholders should not use the above information to prepare their tax returns. The information necessary to complete your
income tax returns will be included with your Form 1099 DIV which will be sent to you separately in January 2012.

See notes to financial statements.
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The 2011 Annual Meeting of the Shareholders of the Fund was held at the offices of Nomura Asset Man-
agement U.S.A. Inc. at Two World Financial Center, Building B, New York, New York on August 18, 2011. The
purpose of the meeting was (1) to elect two Class Il Directors each to serve for a term to expire in 2014; and
(2) to transact such other business as may properly come before the Meeting or any adjournment thereof.

At the meeting, Shigeru Shinohara and Chor Weng Tan received the affirmative vote of a majority of the out-
standing shares of the Fund. Accordingly, Mr. Shinohara and Mr. Tan were elected to serve until 2014 and their
successors are elected and qualified.

The results of the voting at the Annual Meeting were as follows:

1. To elect the Fund’s Class Il Directors:

% of % of
Shares Voted Outsta(r)iding Shares Voted Outsta(r)\ding
For Shares Withhold Authority Shares
Shigeru Shinohara ................. 4,566,891 51.60% 3,240,740 41.51%
ChorWengTan ................... 4,608,554 52.07% 3,199,067 40.97%

INTERESTED DIRECTOR

Set out below is biographical and other information relating to a Director who is an “interested person,”
as that term is defined in the Investment Company Act of 1940 (“1940 Act”), of the Fund is set out below.

Other
Term of Number of Public
Position(s) Office and Funds in the Directorships
Held with Length of Principal Occupation(s) Fund Complex Held by the
Name, Address and Age the Fund Time Served During Past Five Years Overseen** Director
Shigeru Shinohara (50)* Class Il President President NAM-U.S.A. and Nomura 2 registered None
c/o Nomura Asset Director and Global Alpha LLC since 2007 and investment
Management U.S.A. Inc. Director 2008, respectively; Executive Vice companies
Two World Financial since June  President of Nomura Corporate Re- consisting of
Center, Building B 2007 search and Asset Management Inc. 2 portfolios
New York, from 2006 to 2007; previously Chief
New York 10281 Fund Analyst at Nomura Funds Re-

search and Technologies Co., Ltd.

*  Mr. Shinohara is an “interested person,” as defined in the 1940 Act, of the Fund based on his positions with Nomura
Asset Management Co., Ltd. (“NAM”) and its affiliates. Mr. Shinohara is a Director of Japan Smaller Capitalization Fund,
Inc. for which NAM-U.S.A. acts as manager and NAM acts as investment adviser.

** In addition to the Fund, the “Fund Complex” includes Japan Smaller Capitalization Fund, Inc.



INDEPENDENT DIRECTORS
Biographical and other information relating to the non-interested Directors of the Fund is set out below.

Position(s)

Held with
Name, Address and Age the Fund
Rodney A. Buck (63) Class llI
1857 West County Road Director and
Calais, Chairman of
Vermont 05648 the Board
Phillip Goldstein (66) Class |
60 Heritage Drive Director
Pleasantville, NY 10570
E. Han Kim (65) Class |
2980 Hickory Lane, Director
Ann Arbor, Ml 48104
David B. Chemidlin (54) Class llI
67 Glen Eagle Drive Director
Watchung,
New Jersey 07069

Class Il

Chor Weng Tan (75) Director

6245 Paseo Privado-
Carlsbad,
California 92009

KOREA EQUITY FUND, INC.

Term of
Office and
Length of

Time Served

Director
since 2006
and
Chairman of
the Board
since 2010

Director
since 2010

Director
since 2010

Director
since 2006

Director
since 1993

SUPPLEMENTAL SHAREHOLDER INFORMATION (Unaudited)

Number of Other
Funds in Public
the Fund Directorships
Principal Occupation(s) Complex* Held by
During Past Five Years Overseen Director
Owner, Buck Capital Manage- 2 registered None
ment (private investment man- investment
agement firm) since 2005; Execu- companies
tive Vice President and Chief consisting of
Investment Officer, National Life 2 portfolios
Group (insurance holding com-
pany) from 2000 to 2005; Chief
Executive Officer, Sentinel Advi-
sors Company (investment advi-
sor) from 1996 to 2005.
Principal of the general partner of 1 registered Brantley
several private investment part- investment Capital
nerships in the Bulldog Investors company Corp.; Mex-
group of funds since 1993. Princi- consisting of  ico Equity
pal of Brooklyn Capital Manage- 1 portfolio Income
ment LLC, a registered invest- Fund; Spe-
ment advisory firm since 2009. cial Opper-
tunities
Fund; ASA
Ltd.
Professor, University of Michigan 2 registered Korea
since 1980; Director of Korea investment Telecom
Telecom since 2009; Advisor to companies
CEO of Taubman Company since ~ consisting of
2009; and Advisor to CEO of 2 portfolios
POSCO from 2008 to 2009.
Corporate Controller, Advance 2 registered None
Magazine Publishers, Inc. (d/b/a investment
Conde Nast) since 1995. companies
consisting of
2 portfolios
Retired. Mr. Tan’s professional ca- 2 registered None
reer spans more than 30 years in  investment
engineering management and companies
eductaion, including service for consisting of
12 years as Dean of the School of 2 portfolios

Engineering at The Cooper Union.

*In addition to the Fund, the “Fund Complex” includes Japan Smaller Capitalization Fund, Inc.



KOREA EQUITY FUND, INC.
SUPPLEMENTAL SHAREHOLDER INFORMATION (Unaudited)

Committees and Directors’ Meetings. The Board of Directors has a standing Audit Committee, a standing
Nominating Committee, and a standing Governance and Compliance Committee, each of which consists of the
Directors who are not “interested persons” of the Fund within the meaning of the 1940 Act and are “indepen-
dent” as defined in the New York Stock Exchange listing standards. Currently, Messrs. Buck, Chemidlin, Gold-
stein, Kim and Tan are members of these Committees. The Fund has no standing Compensation Committee.
The non-interested Directors have retained independent legal counsel to assist them in connection with their
duties.

During the fiscal year ended October 31, 2011, the Board of Directors held nine meetings, the Audit
Committee held two meetings and the Nominating Committee held one meeting. Each incumbent Director
attended at least 75% of the aggregate number of meetings of the Board of Directors held during the period
for which he served and, if a member, of the aggregate number of meetings of the Audit and Nominating Com-
mittees held during the period for which he served.



Name, Address* and
Age of Officers

KOREA EQUITY FUND, INC.

SUPPLEMENTAL SHAREHOLDER INFORMATION (Unaudited)

Position(s) Held
with the Fund

Term of Office** and
Length of Time Served

Shigeru Shinohara (50)

Kenneth L. Munt (65)

Hiroyuki Nakano (41)

Rita Chopra-Brath-
waite (42)

Neil Daniele (51)

Robert Kleinman (45)

Amy J. Marose (34)

President and
Class Il Director

Vice President

Vice President

Vice President

Secretary
and Chief
Compliance
Officer

Treasurer

Assistant
Treasurer

President since 2007

Vice President since
2001

Vice President since
2008

Vice President since
November 2011

Secretary since 2002;
Chief Compliance Officer
since 2005

Treasurer since
November 2011

Assistant Treasurer since
November 2011

Principal Occupation(s) or
Employment During Past Five Years

President NAM-U.S.A. and Nomura Global Alpha
LLC since 2007 and 2008, respectively; Executive
Vice President of Nomura Corporate Research and
Asset Management Inc. from 2006 to 2007; previ-
ously Chief Fund Analyst at Nomura Funds Re-
search and Technologies Co., Ltd.

Managing Director and Secretary of NAM-U.S.A.
since 1999.

Managing Director and Chief Administrative Offi-
cer of NAM-U.S.A. since 2008; Senior Marketing
Executive of NAM from 2005 to 2008; Senior Mar-
keting Executive of Nomura Securities Co., Ltd.
from 2003 to 2005.

Executive Director of NAM-U.S.A. since 2010; Se-
nior Vice President of NAM-U.S.A. from 2007 to
2010; Vice President of NAM-U.S.A. from 2001 to
2007.

Chief Compliance Officer of NAM-U.S.A. since
2005 and Managing Director of NAM-U.S.A. since
2007; Senior Vice President of NAM-U.S.A. from
2002 to 2007; Chief Compliance Officer of Nomura
Global Alpha LLC since 2008; Chief Compliance
Officer of Nomura Corporate Research and Asset
Management Inc. and Nomura Funds Research
and Technologies America, Inc. since 2009.

Executive Director, Controller and Treasurer of
NAM-U.S.A. since 2008; Senior Vice President and
Controller of Prospect Capital Corp. from 2007 to
2008; Director of Merrill Lynch & Co. from 2006 to
2007; Vice President of JP Morgan Chase & Co.
from 2000 to 2006.

Vice President of NAM-U.S.A. since 2009; Senior
Manager at Deloitte & Touche LLP from 2007 to
2009; Manager at Deloitte & Touche LLP from
2005 to 2007.



KOREA EQUITY FUND, INC.
REVIEW OF THE FUND’S MARKET PRICE COMPARED TO NET ASSET VALUE

Shares of closed-end investment companies, including funds focusing on a single country, have at various times traded at
both premiums and discounts to their net asset value. Although the shares of the Fund have traded at such a premium, they
also have traded at a discount from their net asset value per share (“NAV”).

Since the Fund was established, the Board of Directors on a quarterly basis has reviewed the trading price of the Fund’s
shares. The purpose of such review has been to determine whether a discount exists and, if so, whether it would be in share-
holders’ overall best interests for the Fund to conduct share repurchases, make an issuer tender offer for shares or consider
another means of possibly reducing the discount. During July and August, 2010, in accordance with a Discount Management
Plan announced by the Board of Directors of the Fund on June 3, 2010, the Fund conducted open market share repurchases
on the New York Stock Exchange and repurchased 149,609 shares of its common stock for an aggregate purchase price of
$1,483,505.

On December 17, 2010, the Fund completed a tender offer for up to approximately 20 percent of its outstanding shares of
common stock. The tender offer was made pursuant to an enhanced Discount Management Plan adopted by the Board of Di-
rectors of the Fund in August 2010. The enhanced Discount Management Plan also contemplates that the Board of Directors
will annually evaluate whether, taking into account the Fund’s performance, trading discount from net asset value and other rel-
evant factors, the Fund should make an additional tender offer between 5 and 15 percent of its outstanding shares. On No-
vember 17, 2011, the Fund reaffirmed its intention to make the Tender Offer described in Subsequent Events Note 9.

The Board of Directors has also considered whether it would be in the best interests of the Fund to convert to an open-
end fund or to an interval fund, which is a form of investment company that makes periodic share repurchases at prices based
on NAV. To date, the Board of Directors has not felt that it would be in the best interests of the Fund or its shareholders to con-
vert to an open-end fund or to have interval fund status. As a “country fund,” the Fund’s NAV is more volatile than might be the
case for a fund with a broader investment focus. The Directors believe that converting the Fund to either an open-end or in-
terval fund would subject the Fund to redemptions or repurchases at times when liquidation of portfolio securities could dis-
advantage remaining shareholders, and they believe that the recent sometimes extreme volatility of the financial markets in
South Korea supports their view. Additionally, since an open-end fund has a limited ability to invest in illiquid securities, such
a conversion could hinder the Fund’s ability to pursue its investment objectives. The Directors intend to continue to review, on
a quarterly basis, the trading market for the Fund’s shares.

DIVIDEND REINVESTMENT PLAN

The Dividend Reinvestment Plan (the “plan”) is available automatically for any holder of common stock with shares regis-
tered in his/her own name who wishes to purchase additional shares with income dividends or capital gains distributions re-
ceived on shares owned, unless such shareholder elects to receive all dividends and capital gain distributions in cash, paid by
check and mailed to the shareholder. If a shareholder holds shares in his/her own name, communications regarding the Plan
should be addressed to the plan agent, Computershare Trust Company, N.A. (the “Plan Agent”), PO. Box 43078 Providence,
RI 02940-3078. Under the Plan, shareholders appoint the Plan Agent to reinvest dividends and distributions in shares of the
Fund. Such shares will be acquired by the Plan Agent for shareholders either through open market purchases if the Fund is
trading at a discount or through the issuance of authorized but unissued shares if the Fund is trading at net asset value or a
premium. If the market price of a share on the payable date of a dividend or distribution is at or above the Fund’s net asset
value per share on such date, the number of shares to be issued by the Fund to each shareholder receiving shares in lieu of
cash dividends or distributions will be determined by dividing the amount of the cash dividends or distributions to which such
shareholder would be entitled by the greater of the net asset value per share on such date or 95% of the market price of a share
on such date. If the market price of a share on such distribution date is below the net asset value per share, the number of
shares to be issued to such shareholders will be determined by dividing such amount, less brokerage commission, by the per
share market price.

Purchases will be made by the Plan Agent from time to time on the New York Stock Exchange (the “Exchange”) or else-
where to satisfy dividend and distribution investment requirements under the Plan. Purchases will be suspended on any day
when the closing price (or the mean between the closing bid and ask prices if there were no sales) of the shares on the Ex-
change on the preceding trading day was higher than the net asset value per share. If on the dividend payable date, purchases
by the Fund are insufficient to satisfy dividend or distribution investments and on the last trading day immediately preceding



KOREA EQUITY FUND, INC.
DIVIDEND REINVESTMENT PLAN-(Continued)

the dividend payable date the closing price or the mean between the closing bid and ask prices of the shares is lower than or
the same as the net asset value per share, the Plan Agent will continue to purchase shares until all investments by sharehold-
ers have been completed or the closing price or the mean between the bid and ask prices of the shares becomes higher than
the net asset value, in which case the Fund will issue the necessary additional shares from authorized but unissued shares. If
on the last trading day immediately preceding the dividend payable date, the closing price or the mean between the bid and
ask prices of the shares is higher than the net asset value per share and if the number of shares previously purchased on the
Exchange or elsewhere is insufficient to satisfy dividend investments,the Fund will issue the necessary additional shares from
authorized but unissued shares. There will be no brokerage charges with respect to shares issued directly by the Fund to sat-
isfy the dividend investment requirements. However, each participant will pay a pro rata share of brokerage commissions in-
curred with respect to the Fund’s open market purchases of shares. In each case, the cost per share of shares purchased for
each shareholder’s account will be the average cost, including brokerage commissions, of any shares purchased in the open
market plus the cost of any shares issued by the Fund. For the fiscal year ended October 31, 2011, the Fund did not purchase
any shares in the open market or issue any new shares for dividend reinvestment purposes.

Shareholders who elect to hold their shares in the name of a broker or other nominee should contact such broker or other
nominee to determine whether they may participate in the Plan. To the extent such participation is permitted, the Plan Agent
will administer the Plan on the basis of the number of shares certified from time to time by the broker as representing the total
amount registered in the shareholder’s name and held for the account of beneficial owners who are participating in such Plan.
Shareholders that participate in the Plan holding shares in a brokerage account may not be able to transfer the shares to an-
other broker and continue to participate in the Plan. Shareholders who are participating in the Plan may withdraw from the Plan
at any time. There will be no penalty for withdrawal from the Plan, and shareholders who have previously withdrawn from the
Plan may rejoin it at any time. Changes in participation in the Plan should be made by contacting the Plan Agent if the shares
are held in the shareholder’s own name and must be in writing and should include the shareholder’'s name and address as they
appear on the account registration. If the shares are held in the name of a broker or other nominee, such person should be con-
tacted regarding changes in participation in the Plan. Upon withdrawal from the Plan, the Plan Agent will deliver to the share-
holder a certificate or certificates for the appropriate number of full shares and a cash payment for any fractional shares. In lieu
of receiving a certificate, the shareholder may request the Plan Agent to sell part or all of the shareholder’s shares at the mar-
ket price and remit the proceeds to the shareholder, net of any brokerage commissions. A $2.50 fee will be charged by the Plan
Agent upon any cash withdrawal or termination. An election to withdraw from the Plan will, until such election is changed, be
deemed to be an election by a shareholder to take all subsequent distributions in cash. An election will be effective only for a
dividend or distribution if it is received by the Plan Agent not less than 10 days prior to such record date.

The Plan Agent will maintain all shareholders accounts in the Plan, and furnish written confirmation of all transactions in
such account, including information needed by shareholders for tax records. Shares in the account of each Plan participant
may be held by the Plan Agent in non-certificated form in the name of the participant, and each shareholder’s proxy will include
those shares purchased or received pursuant to the Plan.

The automatic reinvestment of dividends will not relieve participants of any income taxes that may be payable (or required
to be withheld) on such dividends. Shareholders receiving dividends or distributions in the form of additional 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 di-
rected to the Plan Agent at Computershare Investor Services, P.O. Box 43078, Providence, RI 02940-3078.

SHAREHOLDER ACCOUNT INFORMATION

Shareholders whose accounts are held in their own name may contact the Fund’s transfer agent, Computershare Trust
Company, N.A. at (800) 426-5523 for information concerning their accounts.




KOREA EQUITY FUND, INC.

Board Review of the Management,
Investment Advisory and Investment Sub-Advisory Agreements

The Board of Directors of the Fund (the “Board”) consists of six directors, five of whom are independent, or
non-interested, directors (the “Independent Directors”). The Board considers matters relating to the Fund's
management and investment advisory agreements throughout the year. On an annual basis, the Board specif-
ically considers whether to approve the continuance of these agreements for an additional one-year period.
The specific agreements (the “Agreements”) consist of the Fund's management agreement with Nomura
Asset Management U.S.A. Inc. (the “Manager”), the investment advisory agreement between the Manager and
its parent, Nomura Asset Management Co., Ltd. (the “Investment Adviser”), and investment sub-advisory
agreements between the Investment Adviser and two affiliated advisers, Nomura Asset Management Hong
Kong Limited and Nomura Asset Management Singapore Limited (the “Investment Sub-Advisers”).

The Board, including its Independent Directors, most recently approved the continuance of the Agreements
at a meeting held on August 18, 2011. In connection with their deliberations at that meeting and at a separate
meeting of the Independent Directors held on August 5, 2011, the Independent Directors received materials
that included, among other items, information provided by the Manager regarding (i) the investment perfor-
mance of the Fund, performance of other investment companies and performance of the Fund’s benchmark,
(i) expenses of the Fund and the management fee paid by the Fund to the Manager, the advisory fee paid by
the Manager to the Investment Adviser and the sub-advisory fees paid by the Investment Adviser to the In-
vestment Sub Advisers, (jii) advisory fees charged by the Manager and the Investment Adviser to comparable
accounts and (iv) the profitability of the Agreements to the Manager, the Investment Adviser and the Invest-
ment Sub-Advisers. The Independent Directors sought and received additional information from the Invest-
ment Adviser. The Independent Directors were advised by, and received materials (including a detailed mem-
orandum reviewing the applicable legal standards) from their independent counsel in considering these
materials and the continuance of the Agreements.

In considering the continuance of the Agreements at the meeting held on August 18, 2011, the Board, in-
cluding the Independent Directors, did not identify any single factor as determinative. Matters considered by
the Directors in connection with their review of the Agreements included the following:

The nature, extent and quality of the services provided to the Fund under the Agreements. The Board con-
sidered the nature, extent and quality of the services provided to the Fund by the Manager, the Investment
Adviser and the Investment Sub-Advisers and the resources dedicated by the Manager, the Investment
Adviser and the Investment Sub-Advisers. These services included both investment advisory services and re-
lated services such as the compliance oversight provided by the Manager. In addition, the Independent Direc-
tors discussed in particular the portfolio management personnel involved with management of the Fund. The
Independent Directors concluded that the Manager, the Investment Adviser and the Investment Sub-Advisers
perform valuable advisory, administrative and compliance services to the Fund. Based on its review of all of
these services, the Board, including the Independent Directors, concluded that the nature, extent and quality
of these services supported the continuance of the Agreements.

Investment performance. The Board considered information about the performance of the Fund compared
to the Fund’s benchmark index and comparative fee, expense ratio and performance information for other
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Board Review of the Current Management,
Investment Advisory and Investment Sub-Advisory Agreements-(Continued)

funds investing primarily in South Korean stocks. This information showed that, based on changes in net as-
set value for the one-year period ended June 30, 2011, the Fund ranked first of four U.S. investment compa-
nies identified by the Manager that invest in Korean securities (although the performance of all four funds was
within one percentage point). For the three-year and five year-year periods ended June 30, 2011, the Fund
ranked third of these four funds. The Manager provided information regarding factors impacting the relative
performance of the Fund during the most recent year, including investments in sectors that had underper-
formed the market. The Manager also noted that the Fund had outperformed its benchmark index, the Korea
Composite Stock Price Index (“KOSPI”), for the one-year and three-year periods ended June 30, 2011 and that
the Fund’s net asset value had increased approximately 30.9% during the year ended June 30, 2011.

After considering all factors deemed appropriate, the Board, including the Independent Directors, concluded
that the Fund’s performance supported the continuance of the Agreements.

The costs of the services to be provided and the profits to be realized by the Manager and its affiliates from
their advisory relationships with the Funds. The Board considered the Fund's management fee in connection
with other information provided for the Directors’ consideration. The Manager also provided the Board with in-
formation prepared by the Manager, the Investment Adviser and the Investment Sub-Advisers indicating the
profitability of the Agreements to these respective advisors. The Independent Directors reviewed this informa-
tion with the Manager and requested and received certain supplemental information from the Manager and the
Investment Adviser. The Manager and its affiliates also act as advisers to additional investment companies reg-
istered under the Investment Company Act of 1940 and the Board of Directors of the Fund compared the ad-
visory arrangements and fees for these companies.

After reviewing the information described above, the Independent Directors concluded that the management
fee proposed to be charged to the Fund was reasonable and that the costs of the services provided pursuant
to the Agreements and the profitability of the Agreements to the Manager, the Investment Adviser and the
Investment Sub-advisers supported the continuance of the Agreements.

Economies of Scale. The Board also considered whether the Manager realizes economies of scale as the
Fund grows larger. The Board also noted the reduction in the contractual rate of the management fee that be-
came effective several years ago. The Board further considered variations in the Fund’s operating expense ra-
tio over the past several years. After consideration of information it considered relevant, the Board concluded
that it would not request a breakpoint in the management fee.

Based on an evaluation of all factors deemed relevant, including the factors described above, the Board, in-
cluding each of the Independent Directors, concluded that each of the Agreements should be continued
through August 31, 2012.
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