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For the transition period from              to             

Commission file number 001-12019

A. Full title of plan and the address of the plan, if different from that of the issuer named below:
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Quaker Chemical Corporation
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Conshohocken, PA 19428-2380
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Report of Independent Registered Public Accounting Firm

To the Plan Administrator

Quaker Chemical Corporation Retirement Savings Plan

Conshohocken, Pennsylvania

We have audited the accompanying statements of net assets available for benefits of the Quaker Chemical Corporation
Retirement Savings Plan (the “Plan”) as of December 31, 2015 and 2014, and the related statements of changes in net
assets available for benefits for the years then ended. These financial statements are the responsibility of the Plan’s
management. Our responsibility is to express an opinion on these financial statements 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 are free of material misstatement. The Plan is not required to have, nor were we
engaged to perform, an audit of its 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 Plan’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, assessing the accounting principles used
and significant estimates made by management, as well as evaluating the overall financial statement presentation. We
believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the net assets available
for benefits of the Plan as of December 31, 2015 and 2014, and the changes in net assets available for benefits for the
years then ended, in conformity with accounting principles generally accepted in the United States of America.

The accompanying supplemental Schedule of Assets (Held at End of Year) as of December 31, 2015 has been
subjected to audit procedures performed in conjunction with the audit of the Plan’s financial statements. The
supplemental schedule is the responsibility of the Plan’s management. Our audit procedures included determining
whether the supplemental schedule reconciles to the financial statements or the underlying accounting and other
records, as applicable and performing procedures to test the completeness and accuracy of the information presented
in the supplemental schedule. In forming our opinion on the supplemental schedule, we evaluated whether the
supplemental schedule, including its form and content, is presented in conformity with the Department of Labor’s
Rules and Regulations for Reporting and Disclosure under the Employee Retirement Income Security Act of 1974. In
our opinion, the supplemental schedule is fairly stated, in all material respects, in relation to the financial statements as
a whole.

Edgar Filing: QUAKER CHEMICAL CORP - Form 11-K

5



/s/ BDO USA, LLP

Philadelphia, Pennsylvania
June 22, 2016
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QUAKER CHEMICAL CORPORATION

RETIREMENT SAVINGS PLAN

STATEMENTS OF NET ASSETS AVAILABLE FOR BENEFITS

As of December 31,
2015 2014

Assets
Investments:

Registered investment companies $ 63,655,016 $ 62,344,894
Vanguard Retirement Savings Trust 11,187,003 10,660,691
Quaker Chemical Corporation Stock Fund 25,084,402 27,986,422
Participant-directed brokerage account 1,196,181 1,354,961

Total investments 101,122,602 102,346,968
Receivables:

Employer's contributions 140,374 145,258
Participant notes receivable 1,672,037 1,773,083

Total receivables 1,812,411 1,918,341

Net assets available for benefits $ 102,935,013 $ 104,265,309

The accompanying notes are an integral part of the financial statements

2
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QUAKER CHEMICAL CORPORATION

RETIREMENT SAVINGS PLAN

STATEMENTS OF CHANGES IN NET ASSETS AVAILABLE FOR BENEFITS

For the Year Ended
December 31,

2015 2014
Additions
Investment income:

Interest and dividend income, investments $ 3,861,630 $ 2,699,140
Net (decrease) increase in fair value of investments (7,360,470) 6,881,843

(3,498,840) 9,580,983

Interest income, participant notes receivable 71,419 64,295

Contributions:
Employer 2,747,149 2,588,065
Participant 4,374,025 3,948,252

7,121,174 6,536,317

Other additions:
Plan merger assets transfer in — 6,000,515

Total additions 3,693,753 22,182,110

Deductions
Payment of benefits 5,024,049 8,869,456

Total deductions 5,024,049 8,869,456

Net (decrease) increase (1,330,296) 13,312,654

Net assets available for benefits:
Beginning of year 104,265,309 90,952,655
End of year $ 102,935,013 $ 104,265,309

The accompanying notes are an integral part of the financial statements

3
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Quaker Chemical Corporation

Retirement Savings Plan

Notes to Financial Statements

NOTE 1 – DESCRIPTION OF PLAN

The following description of the Quaker Chemical Corporation Retirement Savings Plan (the “Plan”) provides only
general information.  The Plan document provides a complete description of the Plan’s provisions.

General

The Plan is a defined contribution plan for certain U.S. employees of Quaker Chemical Corporation (the “Company”)
and adopting affiliates (AC Products, Inc.  (“AC”), Epmar Corporation (“Epmar”), G.W. Smith & Sons, Inc. (“G.W. Smith”)
and Summit Lubricants, Inc. (“Summit”)).  The Plan is administered by the Global Pension Committee, which is
appointed by the Company’s Board of Directors, and is subject to the Employee Retirement Income Security Act of
1974 (“ERISA”). 

Employees of the Company and adopting affiliates are eligible to participate in the Plan on their first day of
employment or as soon as administratively practicable thereafter, unless specified differently in any bargaining unit
agreement.

Plan Amendments

The Plan was amended effective January 1, 2014 to allow eligible employees of G.W. Smith and Summit to become
participants in the Plan.  Concurrent with the amendment, G.W. Smith and Summit became adopting affiliates.  The
Plan was further amended to merge the G.W. Smith 401(k) Profit Sharing Plan and the Summit 401(k) Plan.  The
mergers were effective as of January 1, 2014 and the transfers of assets into the Plan occurred in May of 2014.  G.W.
Smith and Summit participants are not eligible for the Plan’s discretionary non-elective contribution.

As of January 1, 2014, participants who are subject to the collective bargaining agreement with UAW Local 174
became eligible for the non-elective nondiscretionary contribution, equal to 3% of the eligible participant’s
compensation, to the extent the participants have completed one year of service.

The Plan was further amended effective January 1, 2014 to broaden the forms of after-tax rollover contributions
accepted by the Plan to include any amounts in the participants G.W. Smith or Summit accounts that are attributable
to rollover contributions.  Such amounts will be transferred to the participant’s Rollover Account under the Plan.

Contributions

Participants may elect to contribute on a before-tax and/or after-tax basis any whole percentage of their compensation,
up to 50%, during the year, not to exceed the annual Internal Revenue Code limits.  At the discretion of the Global
Pension Committee, the Plan matches 50% of the first 6% of compensation that is contributed to the Plan, with a
maximum matching contribution of 3% of compensation.  No changes were made to the discretionary matching
provision during 2015 or 2014.  In addition, the Plan provides for a non-elective nondiscretionary contribution on
behalf of participants who have completed one year of service equal to 3% of the eligible participant's compensation. 
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All employer contributions may be allocated to the Company Stock Fund, at the sole discretion of the Global Pension
Committee.  Participants may diversify the investment of Plan funds that are automatically invested in the Company
Stock Fund. 

The Company’s Board of Directors (and AC’s Board of Directors with respect to AC participants) reserves the right to
make future discretionary non-elective contributions, which are allocated on the basis of eligible participants’
compensation.  Upon completing one year of service, an eligible participant is eligible to receive discretionary
non-elective contributions on the first day of the month coinciding with or next following the date on which the
participant meets the one year of service requirement.  Epmar, G.W. Smith and Summit participants are not eligible
for a discretionary non-elective contribution.

Participants who are eligible to make contributions and who have or will attain age 50 before the end of the Plan year
are eligible to make catch-up contributions in accordance with, and subject to, the limitations of Internal Revenue
Code Section 414(v).  No Company matching contributions are made with respect to catch-up contributions.

The Company makes its non-elective nondiscretionary contribution and a portion of its discretionary matching
contribution in shares of Company common stock.  Non-cash contributions made by the Company were $2,133,574
and $1,999,217 in 2015 and 2014, respectively.

Participant Accounts

Each participant’s account is credited or deducted with the participant’s contribution and any applicable direct expenses
and allocation of the Company’s contributions and any Plan earnings and losses.

4
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Quaker Chemical Corporation

Retirement Savings Plan

Notes to Financial Statements – Continued

Participant Notes Receivable

Participants may borrow from their fund accounts (other than amounts invested in the Company Stock Fund) an
amount limited to the lesser of $50,000 or 50% of the participant’s vested account balance.  The loans bear interest at a
rate equal to the prevailing rate of interest charged for similar loans by lending institutions in the community
(generally the prime rate), plus 1%.  The term of each participant loan generally may not exceed five years except for
principal residence loans.  Interest rates on outstanding participant notes receivable at December 31, 2015 and 2014
ranged from 4.25% to 9.25%.  Principal and interest is paid ratably through periodic payroll deductions.  Loan
application fees and annual maintenance fees on all outstanding loans are paid by the participant.

Payment of Benefits

Generally, upon separation of service, for any reason, a participant may receive a lump sum amount equal to the value
of the participant’s account.  In addition, a participant may elect to take an in-service distribution from their rollover
account prior to reaching age 59 ½, and from all accounts upon reaching age 59 ½.  If a participant’s vested account
balance exceeds $1,000, the participant may defer payment until the first of the month coincident with or next
following attainment of age 65.

Hardship Withdrawals

Participants who are actively employed and who meet certain requirements may take a hardship withdrawal from their
elective contributions.  Participants who receive a hardship withdrawal will not be eligible to make contributions for
six months following the receipt of the hardship withdrawal.

Vesting

Upon entering the Plan, participants are fully vested in Company matching contributions, Company discretionary
non-elective contributions, Company nondiscretionary non-elective contributions and employee deferrals plus actual
earnings.

Plan Termination

Although it has not expressed any intent to do so, the Company has the right to terminate the Plan subject to the
provisions of ERISA.  In the event of Plan termination, participants would remain 100% vested.   

NOTE 2 – SUMMARY OF ACCOUNTING POLICIES

Basis of Accounting

The Plan’s financial statements are prepared on the accrual basis of accounting.

Use of Estimates
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The preparation of financial statements in conformity with accounting principles generally accepted in the United
States of America requires management to make estimates and assumptions that affect the reported amounts of assets,
liabilities, and changes therein, and disclosure of contingent assets and liabilities.  The most significant estimate is the
determination of the fair values of the Plan’s investments.  Actual results could differ from those estimates.

Administration of Plan Assets

The Plan’s assets are held by the Trustee of the Plan.  Certain administrative functions are performed by officers or
employees of the Company.  No such officer or employee receives compensation from the Plan.  Substantially all
administrative expenses, including the Trustee’s and audit fees, are paid directly by the Company and are therefore
excluded from these financial statements.

Investment Valuation and Income Recognition

The Plan’s investments are recorded at fair value.  Fair value is the price that would be received to sell an asset or paid
to transfer a liability in an orderly transaction between market participants at the measurement date.  Plan management
determines the Plan’s valuation policies utilizing information provided by the Trustee.  Refer to Note 5 – Fair Value
Measures for further information.

Purchases and sales of investments are recorded on a trade-date basis.  Net (decrease) increase in fair value of
investments includes gains and losses on investments bought and sold during the year as well as unrealized gains and
losses on those held at year end.  Interest income is accrued when earned.  Dividend income is recorded on the
ex-dividend date.  Capital gain distributions are included in dividend income.

Net investment returns reflect certain fees paid by the investment funds, which include costs for portfolio
management, administrative and other services as described in each fund’s prospectus.  These fees are deducted by the
investment funds prior to allocation of the Plan’s investment earnings activity and are therefore not separately
identified as Plan expenses.

5
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Quaker Chemical Corporation

Retirement Savings Plan

Notes to Financial Statements – Continued

Participant Notes Receivable

Notes receivable from participants are measured at their unpaid principal balance plus any accrued but unpaid
interest.  Interest income is recorded on the accrual basis.  No allowance for credit losses was recorded as of
December 31, 2015 or 2014.  Delinquent notes receivable from participants are recorded as a benefit payment when
the Plan Administrator deems the participant note receivable to be in default based on the terms of the Plan document.

Payment of Benefits

Benefits are recorded when paid.

Recently Issued Accounting Standards

In July 2015, the Financial Accounting Standards Board (“FASB”) issued Accounting Standard Update (“ASU”) No.
2015-12, Plan Accounting: Defined Benefit Pension Plans (Topic 960), Defined Contribution Pension Plans (Topic
962), Health and Welfare Benefit Plans (Topic 965): (Part I) Fully Benefit-Responsive Investment Contracts, (Part II)
Plan Investment Disclosures, (Part III) Measurement Date Practical Expedient.  The amendments in this update
remove the requirement to report fully benefit-responsive investment contracts at fair value with an adjustment to
contract value and to simplify certain investment disclosures required for employee benefit plans.  The update
designates contract value as the only required measure for fully benefit-responsive investment contracts and
eliminates certain disclosures (Part I).  Additionally, the update eliminates the requirements to disclose individual
investments greater than 5% or more of net assets available for benefits, the net appreciation or depreciation for
investments by general type, and the investment information disaggregated based on nature, characteristics and risks. 
The update eliminates the requirement to disaggregate participant-directed investments within a self-directed
brokerage account and allows for reporting such investments as a single type of investment (Part II).  The update also
allows plans to measure investments and investment-related accounts as of a month-end date that is closest to the
plan’s fiscal year end, when the fiscal period does not coincide with a month-end (Part III).  The amendments in this
update are effective for fiscal years beginning after December 15, 2015 and should be applied on a retrospective basis
for the periods presented for Parts I and II and on a prospective basis for Part III.  Early adoption is permitted. 

In May 2015, the FASB issued ASU No. 2015-07, Fair Value Measurement (Topic 820) – Disclosures for
Investments in Certain Entities That Calculate Net Asset Value per Share (or Its Equivalent) (Subtopic 835-30)
regarding the required disclosures for entities that elect to measure the fair value of certain investments using the net
asset value per share (or its equivalent) practical expedient in accordance with the fair value measurement
authoritative guidance.  The update removes the requirement to categorize within the fair value hierarchy investments
that are eligible to be measured at fair value using the net asset value per share practical expedient, and also limits the
requirement to make certain other disclosures, for all such investments.  The amendments in this update are effective
for fiscal years beginning after December 15, 2015, and interim periods within those fiscal years, and should be
applied on a retrospective basis for the periods presented.  Early adoption is permitted. 

The Plan has elected to early adopt the applicable parts of the above recently issued accounting standards in 2015 and,
accordingly, has prepared the accompanying financial statements and footnotes in conformance with the applicable
standards.
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NOTE 3 – RISKS AND UNCERTAINTIES

The Plan provides for investment options in various investment securities.  Investment securities are exposed to
various risks such as interest rate, credit and overall market volatility risks.  Due to levels of risk associated with
certain investment securities, it is at least reasonably possible that changes in the values of investment securities will
occur in the near term and that such changes could materially affect participants’ account balances and the amounts
reported in the statements of net assets available for benefits.

NOTE 4 – VANGUARD RETIREMENT SAVINGS TRUST

The Plan invests in a trust, the Vanguard Retirement Savings Trust (“VRST”), which is composed of an investment in
fully benefit-responsive contracts that are issued by insurance companies and commercial banks and in contracts that
are backed by bond funds and trusts that are selected by the Trustee.  Contract value, as reported by VRST, is the
amount participants would receive if they were to initiate a permitted transaction under the terms of the Plan, and also,
represents contributions made under the contract, plus earnings, less participant withdrawals.  Participants may
ordinarily direct the withdrawal or transfer of all or a portion of their investment at contract value.  Certain events
limit the Plan’s ability to transact at contract value, including: 1) Premature termination of the contracts by the Plan; 2)
Plan termination; and 3) Bankruptcy of the Plan sponsor.  The Plan administrator does not believe that any events that
would limit the Plan’s ability to transact at contract value with Plan participants are probable of occurring.  Contract
issuers may terminate and settle the contracts at other than contract value if there is a change in qualification status of
a participant, sponsor or plan, a breach of material obligations under the contract and misrepresentation by the contract
holder or failure of the underlying portfolio to conform to pre-established investment guidelines.

6
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Quaker Chemical Corporation

Retirement Savings Plan

Notes to Financial Statements – Continued

NOTE 5 – FAIR VALUE MEASURES

The Plan applies the guidance of the FASB regarding fair value measurements, which establishes a common definition
for fair value.  Specifically, the guidance utilizes a fair value hierarchy that prioritizes the inputs to valuation
techniques used to measure fair value into three broad levels.  The following is a brief description of those three
levels:

•         Level 1: Observable inputs such as quoted prices (unadjusted) in active markets for identical assets or
liabilities.

•         Level 2: Inputs other than quoted prices that are observable for the asset or liability, either directly or indirectly.
 These include quoted prices for similar assets or liabilities in active markets and quoted prices for identical or similar
assets or liabilities in markets that are not active.

•         Level 3: Unobservable inputs that reflect the reporting entity’s own assumptions.

The following is a description of the valuation methodologies used for the investments measured at fair value,
including the general classification of such instruments pursuant to the valuation hierarchy:

Registered Investment Companies

The shares of registered investment companies, which represent the NAV of shares held by the Plan, are valued based
on quoted market prices on an exchange in an active market and are classified as Level 1 investments.

Common Stock Fund

The common stock fund is comprised of investments in the Quaker Chemical Corporation Stock Fund, which is
composed of shares of the Company and uninvested cash.  The shares of the Company are traded on an exchange in an
active market and are classified as a Level 1 investment.

Participant-Directed Brokerage Account

The participant-directed brokerage account is mainly composed of investments in common stock and registered
investment companies, which are valued based on quoted market prices on an exchange in an active market and are
classified as Level 1 investments.

The valuation methodologies described above may produce fair value calculations that may not be indicative of net
realizable value or reflective of future fair values.  Furthermore, while the Plan believes its valuation methodologies
are appropriate and consistent with other market participants, the use of different methodologies or assumptions to
determine the fair value of certain financial instruments could result in a different fair value measurement at the
reporting date.  There have been no significant changes in methodologies used or transfers between levels during the
years ended December 31, 2015 and 2014.
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As of December 31, 2015 and 2014, the Plan’s investments measured at fair value on a recurring basis were as follows:

Fair Value Measurements at December 31,
2015

Total Using Fair Value Hierarchy
Assets Fair Value Level 1 Level 2 Level 3

Registered investment companies $ 63,655,016 $ 63,655,016 $ — $ —
Common stock fund 25,084,402 25,084,402 — —
Participant-directed brokerage account 1,196,181 1,196,181 — —

Total investments in fair value hierarchy $ 89,935,599 $ 89,935,599 $ — $ —
Common/collective trust measured at
NAV * 11,187,003 — — —

Total investments $ 101,122,602 $ 89,935,599 $ — $ —
7
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Quaker Chemical Corporation

Retirement Savings Plan

Notes to Financial Statements – Continued

Fair Value Measurements at December 31,
2014

Total Using Fair Value Hierarchy
Assets Fair Value Level 1 Level 2 Level 3

Registered investment companies $ 62,344,894 $ 62,344,894 $ — $ —
Common stock fund 27,986,422 27,986,422 — —
Participant-directed brokerage account 1,354,961 1,354,961 — —

Total investments in fair value hierarchy $ 91,686,277 $ 91,686,277 $ — $ —
Common/collective trust measured at
NAV * 10,660,691 — — —

Total investments $ 102,346,968 $ 91,686,277 $ — $ —
* Certain investments that are measured at fair value using the NAV per share (or its equivalent) have not been
classified in the fair value hierarchy in accordance with the adoption of ASU 2015-07.  The fair value amounts
presented in these tables are intended to permit reconciliation of the fair value hierarchies to the line items presented
in the statements of net assets available for benefits.

NOTE 6 – PARTY-IN-INTEREST TRANSACTIONS

The Plan invests in shares of mutual funds and a collective trust managed by an affiliate of Vanguard Fiduciary Trust
Company (“VFTC”).  VFTC acts as Trustee for Plan investments.  In addition, certain Plan assets are invested in shares
of the Quaker Chemical Corporation Stock Fund.  Transactions in such investments qualify as party-in-interest
transactions and are exempt from the prohibited transaction rules.  Fees incurred by the Plan for investment
management services are included in the net (decrease) increase in the fair value of investments.

Participant notes receivable qualify as party-in-interest transactions and are exempt from the prohibited transaction
rules.

NOTE 7 – TAX STATUS

The Internal Revenue Service (“IRS”) informed the Company by letter dated September 27, 2012, that the Plan is
qualified under Internal Revenue Code (“IRC”) Section 401(a).  The Plan has since been amended, however, the plan
administrator continues to believe the Plan is currently designed and being operated in compliance with the applicable
requirements of the IRC.  The Plan was submitted for a favorable determination letter application on January 29,
2016.  The plan administrator has not identified any uncertain tax positions which would require adjustment to or
disclosure in the Plan’s financial statements.  The IRS has the ability to examine the Plan’s tax return filings for all open
tax years, which generally relate to the three prior years.

NOTE 8 – PLAN MERGER

In May 2014, the G.W. Smith 401(k) Profit Sharing Plan and the Summit 401(k) Plan were merged into the Plan.  The
assets transferred into the Plan are included in the Statement of Changes in Net Assets Available for Benefits as Other
additions.  The assets transferred were as follows:
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Assets
Transferred

Participant assets 18.93
TOTAL INVESTMENT RETURN:
Market Value 8.94%# (1.34)% 35.60% 57.23% (39.43)% (2.46)%#
Net Asset Value(1) 6.29%# 0.32% 23.83% 42.32% (27.22)% 10.77%#
RATIOS, SUPPLEMENTAL DATA:
Net Assets, End of
Period
(Thousands) $ 1,285,914 $ 1,255,618 $ 1,345,669 $ 1,171,520 $ 923,962 $ 1,501,063
Ratio of Expenses to
Average
Net Assets 2.14%*+ 2.07%+ 2.28%+ 2.20%+ 2.80%+ 3.24%*+
Ratio of Expenses to
Average
Net Assets Excluding
Non
Operating Expenses 1.58%*+ 1.55%+ 1.62%+ 1.58%+ 1.59%+ 2.21%*+
Ratio of Net
Investment Income to
Average Net Assets 7.71%*+ 8.36%+ 8.61%+ 9.60%+ 11.90%+ 8.88%*+
Ratio of Rebate from
Morgan Stanley
Affiliates to Average
Net Assets 0.00%*§ 0.00%§ 0.00%§ 0.00%§ 0.00%§ 0.01%*
Portfolio Turnover Rate 29%# 100% 42% 74% 130% 58%#

^  Commencement of Operations.

(1)  Total investment return based on net asset value per share reflects the effects of changes in net asset
value on the performance of the Fund during each period, and assumes dividends and distributions, if any,
were reinvested. This percentage is not an indication of the performance of a stockholder's investment in
the Fund based on market value due to differences between the market price of the stock and the net asset
value per share of the Fund.

†  Per share amount is based on average shares outstanding.

‡  Amount is less than $0.005 per share.

#  Not annualized.

*  Annualized.

+  The Ratios of Expenses and Net Investment Income reflect the rebate of certain Fund expenses in
connection with the investments in Morgan Stanley affiliates during the period. The effect of the rebate on
the ratios is disclosed in the above table as "Ratio of Rebate from Morgan Stanley Affiliates to Average Net
Assets."

§  Amount is less than 0.005%.
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The accompanying notes are an integral part of the financial statements.
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Morgan Stanley Emerging Markets Domestic Debt Fund, Inc.

April 30, 2012 (unaudited)

Notes to Financial Statements

The Morgan Stanley Emerging Markets Domestic Debt Fund, Inc. (the "Fund") was incorporated in Maryland on
January 25, 2007 and is registered as a non-diversified, closed-end management investment company under the
Investment Company Act of 1940, as amended (the "Act"). The Fund's primary investment objective is to seek a high
level of current income, with a secondary investment objective of long-term capital appreciation. The Fund seeks to
achieve its investment objectives by investing, under normal circumstances, at least 80% of its managed assets in
emerging markets domestic debt. To the extent the Fund invests in derivative instruments that the Adviser believes
have economic characteristics similar to such securities, such investments will be counted for purposes of the Fund's
policy described in the previous sentence. To the extent the Fund makes such investments, the Fund will be subject to
the risk of such derivative instruments as described herein.

A.  Significant Accounting Policies: The following significant accounting policies are in conformity with U.S.
generally accepted accounting principles ("GAAP"). Such policies are consistently followed by the Fund in the
preparation of its financial statements. GAAP may require management to make estimates and assumptions that affect
the reported amounts and disclosures in the financial statements. Actual results may differ from those estimates.

1.  Security Valuation: Bonds and other fixed income securities may be valued according to the broadest and most
representative market. In addition, bonds and other fixed income securities may be valued on the basis of prices
provided by a pricing service. The prices provided by a pricing service take into account broker dealer market price
quotations for institutional size trading in similar groups of securities, security quality, maturity, coupon and other
security characteristics as well as any developments related to the specific securities. Securities listed on a foreign
exchange are valued at their closing price except as noted below. Unlisted securities and listed securities not traded on
the valuation date for which market quotations are readily available are valued at the mean between the current bid
and ask prices. Equity securities listed on a U.S. exchange are valued at the latest quoted sales price on the valuation
date. Equity securities listed or traded on NASDAQ, for which market quotations are available, are valued at the
NASDAQ Official Closing Price. Short-term debt securities purchased with remaining maturities of 60 days or less
are valued at amortized cost, unless the Board of Directors (the "Directors") determines such valuation does not reflect
the securities' fair value, in which case these securities will be valued at their fair value as determined in good faith
under procedures adopted by the Directors.

  All other securities and investments for which market values are not readily available, including restricted securities,
and those securities for which it is inappropriate to determine prices in accordance with the aforementioned
procedures, are valued at fair value as determined in good faith under procedures adopted by the Directors, although
the actual calculations may be done by others. Factors considered in making this determination may include, but are
not limited to, information obtained by contacting the issuer, analysts, or the appropriate stock exchange (for
exchange-traded securities), analysis of the issuer's financial statements or other available documents and, if
necessary, available information concerning other securities in similar circumstances.

  Most foreign markets close before the New York Stock Exchange ("NYSE"). Occasionally, developments that could
affect the closing prices of securities and other assets may occur between the times at which valuations of such
securities are determined (that is, close of the foreign market on which the securities trade) and the close of business
on the NYSE. If these developments are expected to materially affect the value of the securities, the valuations may be
adjusted to reflect the estimated fair value as of the
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close of the NYSE, as determined in good faith under procedures established by the Directors.

2.  Foreign Currency Translation: The books and records of the Fund are maintained in U.S. dollars. Foreign
currency amounts are translated into U.S. dollars at the mean of the bid and ask prices of such currencies against U.S.
dollars last quoted by a major bank as follows:

  �investments, other assets and liabilities at the prevailing rate of exchange on the valuation date;

  �investment transactions and investment income at the prevailing rates of exchange on the dates of such transactions.

  Although the net assets of the Fund are presented at the foreign exchange rates and market values at the close of the
period, the Fund does not isolate that portion of the results of operations arising as a result of changes in the foreign
exchange rates from the fluctuations arising from changes in the market prices of securities held at period end.
Similarly, the Fund does not isolate the effect of changes in foreign exchange rates from the fluctuations arising from
changes in the market prices of securities sold during the period. Accordingly, realized and unrealized foreign
currency gains (losses) on investments in securities are included in the reported net realized and unrealized gains
(losses) on investment transactions and balances.

  Net realized gains (losses) on foreign currency transactions represent net foreign exchange gains (losses) from
foreign currency exchange contracts, disposition of foreign currencies, currency gains (losses) realized between the
trade and settlement dates on securities transactions, and the difference between the amount of investment income and
foreign withholding taxes recorded on the Fund's books and the U.S. dollar equivalent amounts actually received or
paid. Net unrealized currency gains (losses) from valuing foreign currency denominated assets and liabilities at period
end exchange rates are reflected as a component of unrealized appreciation (depreciation) on investments and foreign
currency translations in the Statement of Assets and Liabilities. The change in unrealized currency gains (losses) on
foreign currency translations for the period is reflected in the Statement of Operations.

  A significant portion of the Fund's net assets consist of securities of issuers located in emerging markets, which are
denominated in foreign currencies. Such securities may be concentrated in a limited number of countries and regions
and may vary throughout the year. Changes in currency exchange rates will affect the value of and investment income
from foreign currency denominated securities. Emerging market securities are often subject to greater price volatility,
limited capitalization and liquidity, and higher rates of inflation than U.S. securities. In addition, emerging market
issuers may be subject to substantial governmental involvement in the economy and greater social, economic and
political uncertainty.

3.  Structured Investments: The Fund invested a portion of its assets in structured investments. A structured
investment is a derivative security designed to offer a return linked to a particular underlying security, currency,
commodity or market. Structured investments may come in various forms including notes, warrants and options to
purchase securities. The Fund will typically use structured investments to gain exposure to a permitted underlying
security, currency, commodity or market when direct access to a market is limited or inefficient from a tax or cost
standpoint. Investments in structured investments involve risks including issuer risk, counterparty risk and market
risk. Holders of structured investments bear risks of the underlying investment and are subject to issuer or
counterparty risk because the Fund is relying on the creditworthiness of such issuer or counterparty and has no rights
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structured investments may be thinly traded or have a limited trading market and may have the effect of increasing the
Fund's illiquidity to the extent that the Fund, at a particular time, may be unable to find qualified buyers for these
securities.

4.  Derivatives: The Fund may, but is not required to, use derivative instruments for a variety of purposes, including
hedging, risk management, portfolio management or to earn income. Derivatives are financial instruments whose
value is based on the value of an underlying asset, interest rate, index or financial instrument. A derivative instrument
often has risks similar to its underlying asset and may have additional risks, including imperfect correlation between
the value of the derivative and the underlying asset, risks of default by the counterparty to certain transactions,
magnification of losses incurred due to changes in the market value of the securities, instruments, indices or interest
rates to which they relate, and risks that the transactions may not be liquid. The use of derivatives involves risks that
are different from, and possibly greater than, the risks associated with other portfolio investments. Derivatives may
involve the use of highly specialized instruments that require investment techniques and risk analyses different from
those associated with other portfolio investments. All of the Fund's holdings, including derivative instruments, are
marked-to-market each day with the change in value reflected in unrealized appreciation (depreciation). Upon
disposition, a realized gain or loss is recognized.

  Certain derivative transactions may give rise to a form of leverage. Leverage magnifies the potential for gain and risk
of loss. Leverage associated with derivative transactions may cause the Fund to liquidate portfolio positions when it
may not be advantageous to do so to satisfy its obligations or to meet earmarking or segregation requirements,
pursuant to applicable Securities and Exchange Commission rules and regulations, or may cause the Fund to be more
volatile than if the Fund had not been leveraged. Although the Adviser seeks to use derivatives to further the Fund's
investment objectives, there is no assurance that the use of derivatives will achieve this result.

  Following is a description of the derivative instruments and techniques that the Fund used during the period and their
associated risks:

Foreign Currency Exchange Contracts: In connection with its investments in foreign securities, the Fund also
entered into contracts with banks, brokers or dealers to purchase or sell securities or foreign currencies at a future date.
A foreign currency exchange contract ("currency contracts") is a negotiated agreement between two parties to
exchange specified amounts of two or more currencies at a specified future time at a specified rate. The rate specified
by the currency contract can be higher or lower than the spot rate between the currencies that are the subject of the
contract. Currency contracts may be used to protect against uncertainty in the level of future foreign currency
exchange rates or to gain or modify exposure to a particular currency. In addition, the Fund may use cross currency
hedging or proxy hedging with respect to currencies in which the Fund has or expects to have portfolio or currency
exposure. Cross currency hedges involve the sale of one currency against the positive exposure to a different currency
and may be used for hedging purposes or to establish an active exposure to the exchange rate between any two
currencies. Hedging the Fund's currency risks involves the risk of mismatching the Fund's objectives under a currency
contract with the value of securities denominated in a particular currency. Furthermore, such transactions reduce or
preclude the opportunity for gain if the value of the currency should move in the direction opposite to the position
taken. There is an additional risk to the effect that currency contracts create exposure to currencies in which the Fund's
securities
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are not denominated. Unanticipated changes in currency prices may result in poorer overall performance for the Fund
than if it had not entered into such contracts. The use of currency contracts involves the risk of loss from the
insolvency or bankruptcy of the counterparty to the contract or the failure of the counterparty to make payments or
otherwise comply with the terms of the contract. A currency contract is marked-to-market daily and the change in
market value is recorded by the Fund as unrealized gain or (loss). The Fund records realized gains (losses) when the
currency contract is closed equal to the difference between the value of the currency contract at the time it was opened
and the value at the time it was closed.

  Financial Accounting Standards Board ("FASB") Accounting Standards CodificationTM ("ASC") 815, "Derivatives
and Hedging: Overall" ("ASC 815"), is intended to improve financial reporting about derivative instruments by
requiring enhanced disclosures to enable investors to better understand how and why the Fund uses derivative
instruments, how these derivative instruments are accounted for and their effects on the Fund's financial position and
results of operations.

  The following table sets forth the fair value of the Fund's derivative contracts by primary risk exposure as of April
30, 2012.

Primary Risk Exposure

Statement of
Assets and
Liabilities

Foreign
Currency
Exchange
Contracts

(000)
Assets:
Currency Risk Receivables $ 1,561

  The following tables set forth by primary risk exposure the Fund's realized gains (losses) and change in unrealized
appreciation (depreciation) by type of derivative contract for the six months ended April 30, 2012 in accordance with
ASC 815.

Realized Gain (Loss)

Primary Risk Exposure
Derivative

Type
Value
(000)

Currency Risk
Foreign Currency
Exchange Contracts $ 6,568

Change in Unrealized Appreciation (Depreciation)

Primary Risk Exposure
Derivative

Type
Value
(000)

Currency Risk
Foreign Currency
Exchange Contracts $ (1,955)
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  For the six months ended April 30, 2012, the average monthly principal amount of foreign currency exchange
contracts was approximately $168,727,000.

5.  Fair Value Measurement: FASB ASC 820, "Fair Value Measurements and Disclosures" ("ASC 820"), defines
fair value as the value that the Fund would receive to sell an investment or pay to transfer a liability in a timely
transaction with an independent buyer in the principal market, or in the absence of a principal market the most
advantageous market for the investment or liability. ASC 820 establishes a three-tier hierarchy to distinguish between
(1) inputs that reflect the assumptions market participants would use in valuing an asset or liability developed based
on market data obtained from sources independent of the reporting entity (observable inputs) and (2) inputs that reflect
the reporting entity's own assumptions about the assumptions market participants would use in valuing an asset or
liability developed based on the best information available in the circumstances (unobservable inputs) and to establish
classification of fair value measurements for disclosure purposes. Various inputs are used in determining
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the value of the Fund's investments. The inputs are summarized in the three broad levels listed below.

•  Level 1 � unadjusted quoted prices in active markets for identical investments

•  Level 2 � other significant observable inputs (including quoted prices for similar investments, interest rates,
prepayment speeds, credit risk, etc.)

•  Level 3 � significant unobservable inputs including the Fund's own assumptions in determining the fair value of
investments. Factors considered in making this determination may include, but are not limited to, information
obtained by contacting the issuer, analysts, or the appropriate stock exchange (for exchange-traded securities),
analysis of the issuer's financial statements or other available documents and, if necessary, available information
concerning other securities in similar circumstances

  The inputs or methodology used for valuing securities are not necessarily an indication of the risk associated with
investing in those securities and the determination of the significance of a particular input to the fair value
measurement in its entirety requires judgment and considers factors specific to each security.

  In May 2011, FASB issued Accounting Standards Update ("ASU") 2011-04. The amendments in this update are the
results of the work of FASB and the International Accounting Standards Board to develop common requirements for
measuring fair value and for disclosing information about fair value measurements, which are effective during interim
and annual periods beginning after December 15, 2011. Consequently, these amendments improve the comparability
of fair value measurements presented and disclosed in the financial statements prepared in accordance with GAAP and
International Financial Reporting Standards. At this time, the Fund's management is evaluating the implications of
ASU 2011-04.

6.  Indemnifications: The Fund enters into contracts that contain a variety of indemnifications. The Fund's maximum
exposure under these arrangements is unknown. However, the Fund has not had prior claims or losses pursuant to
these contracts and expects the risk of loss to be remote.

7.  Other: Security transactions are accounted for on the date the securities are purchased or sold. Realized gains
(losses) on the sale of investment securities are determined on the specific identified cost basis. Interest income is
recognized on the accrual basis. Dividend income and distributions are recorded on the ex-dividend date (except for
certain dividends which may be recorded as soon as the Fund is informed of such dividends) net of applicable
withholding taxes.

B.  Advisory Fees: Morgan Stanley Investment Management Inc. (the "Adviser"), a wholly-owned subsidiary of
Morgan Stanley, provides the Fund with advisory services under the terms of an Investment Advisory Agreement,
computed weekly and payable monthly at an annual rate of 1.00% of the Fund's average weekly managed assets.

C.  Administration Fees: The Adviser also serves as Administrator to the Fund and provides administrative services
pursuant to an Administration Agreement for an annual fee, accrued daily and paid monthly, of 0.08% of the Fund's
average weekly managed assets.
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Under a Sub-Administration Agreement between the Administrator and State Street Bank and Trust Company ("State
Street"), State Street provides certain administrative services to the Fund. For such services, the Administrator pays
State Street a portion of the fee the Administrator receives from the Fund.

D.  Custodian Fees: State Street (the "Custodian") and its affiliates serve as Custodian for the Fund. The Custodian
holds cash, securities, and other assets of the Fund as required by the
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Act. Custody fees are payable monthly based on assets held in custody, investment purchases and sales activity and
account maintenance fees, plus reimbursement for certain out-of-pocket expenses.

The Fund has entered into an arrangement with its Custodian whereby credits realized on uninvested cash balances
were used to offset a portion of the Fund's expenses. If applicable, these custodian credits are shown as "Expense
Offset" in the Statement of Operations.

E.  Federal Income Taxes: It is the Fund's intention to continue to qualify as a regulated investment company and
distribute all of its taxable income. Accordingly, no provision for Federal income taxes is required in the financial
statements. Dividend income and distributions to stockholders are recorded on the ex-dividend date.

The Fund may be subject to taxes imposed by countries in which it invests. Such taxes are generally based on income
and/or capital gains earned or repatriated. Taxes are accrued and applied to net investment income, net realized gains
and net unrealized appreciation as such income and/or gains are earned. Taxes may also be based on transactions in
foreign currency and are accrued based on the value of investments denominated in such currency.

FASB ASC 740-10 "Income Taxes � Overall" sets forth a minimum threshold for financial statement recognition of the
benefit of a tax position taken or expected to be taken in a tax return. Management has concluded there are no
significant uncertain tax positions that would require recognition in the financial statements. If applicable, the Fund
recognizes interest accrued related to unrecognized tax benefits in "Interest Expense" and penalties in ''Other
Expenses" in the Statement of Operations. The Fund files tax returns with the U.S. Internal Revenue Service, New
York and various states. Each of the tax years in the four-year period ended October 31, 2011, remains subject to
examination by taxing authorities.

The tax character of distributions paid may differ from the character of distributions shown in the Statements of
Changes in Net Assets due to short-term capital gains being treated as ordinary income for tax purposes.

The tax character of distributions paid during fiscal 2011 and 2010 was as follows:

2011 Distributions
Paid From:

2010 Distributions
Paid From:

Ordinary
Income

(000)

Long-Term
Capital
Gain
(000)

Ordinary
Income

(000)

Long-Term
Capital
Gain
(000)

$ 86,918 $ � $ 86,918 $ �

The amount and character of income and capital gain distributions to be paid by the Fund are determined in
accordance with Federal income tax regulations, which may differ from GAAP. These book/tax differences are
considered either temporary or permanent in nature.
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Temporary differences are attributable to differing book and tax treatments for the timing of the recognition of gains
(losses) on certain investment transactions, the timing of the deductibility of certain expenses and the recognition of
premium amortization.

Permanent differences, primarily due to differing treatments of gains (losses) related to foreign currency transactions
and premium amortization adjustments for certain securities sold, resulted in the following reclassifications among the
components of net assets at October 31, 2011:

Undistributed
(Distributions in

Excess of)
Net Investment
Income (Loss)

(000)

Accumulated
Net Realized
Gain (Loss)

(000)

Paid-in
Capital
(000)

$ 3,914 $ (3,914) $ �
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At October 31, 2011, distributable earnings for the Fund on a tax basis were as follows:

Undistributed Ordinary
Income

(000)

Undistributed
Long-Term Capital Gain

(000)
$ 21,394 $ �

At April 30, 2012, the aggregate cost for federal income tax purposes approximates the aggregate cost for book
purposes. The aggregate gross unrealized appreciation was approximately $79,075,000 and the aggregate gross
unrealized depreciation was approximately $74,511,000 resulting in net unrealized appreciation of approximately
$4,564,000.

On December 22, 2010, the Regulated Investment Company Modernization Act of 2010 (the "Modernization Act")
was signed into law. The Modernization Act modernizes several tax provisions related to Regulated Investment
Companies ("RICs") and their shareholders. One key change made by the Modernization Act is that capital losses will
generally retain their character as short-term or long-term and may be carried forward indefinitely to offset future
gains. These losses are utilized before other capital loss carryforwards that expire. Generally, the Modernization Act is
effective for taxable years beginning after December 22, 2010.

At October 31, 2011, the Fund had a capital loss carryforward for U.S. Federal income tax purposes of approximately
$35,593,000 to offset against future capital gains of which $2,022,000 will expire on October 31, 2016, and
$33,571,000 will expire on October 31, 2017. To the extent that capital loss carryforwards are used to offset any
future capital gains realized during the carryforward period as provided by U.S. Federal income tax regulations, no
capital gains tax liability will be incurred by the Fund for gains realized and not distributed. To the extent that capital
gains are offset, such gains will not be distributed to the stockholders. During the year ended October 31, 2011, the
Fund had utilized capital loss carryforwards for U.S. Federal income tax purposes of approximately $28,206,000.

F.  Security Transactions and Transactions with Affiliates: For the six months ended April 30, 2012, purchases
and sales of investment securities for the Fund, other than long-term U.S. Government securities and short-term
investments, were approximately $547,464,000 and $463,835,000, respectively. There were no purchases and sales of
long-term U.S. Government securities for the six months ended April 30, 2012.

The Fund invests in the Institutional Class of the Morgan Stanley Institutional Liquidity Funds � Money Market
Portfolio (the "Liquidity Funds"), an open-end management investment company managed by the Adviser. Advisory
fees paid by the Fund are reduced by an amount equal to its pro-rata share of advisory and administration fees paid by
the Fund due to its investments in the Liquidity Funds. For the six months ended April 30, 2012, advisory fees paid
were reduced by approximately $13,000 relating to the Fund's investment in the Liquidity Funds.

A summary of the Fund's transactions in shares of the Liquidity Funds during the six months ended April 30, 2012 is
as follows:
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Value
October 31,

2011
(000)

Purchases
at Cost
(000)

Sales
(000)

Dividend
Income

(000)

Value
April 30,

2012
(000)

$ 3,822 $ 177,510 $ 177,798 $ 12 $ 3,534

The Fund has an unfunded Deferred Compensation Plan (the "Compensation Plan"), which allows each independent
Director to defer payment of all, or a portion, of the fees he or she receives for serving on the Board of Directors. Each
eligible Director generally may elect to have the deferred amounts credited with a return equal to the total return on
one or more of the Morgan Stanley funds that are offered as investment options under the Compensation Plan.
Appreciation/depreciation and distributions received from these investments are recorded with an offsetting
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increase/decrease in the deferred compensation obligation and do not affect the net asset value of the Fund.

G.  Credit Facility:  The Fund will use the proceeds from the use of leverage to purchase additional securities
consistent with the Fund's investment objectives, policies and strategies. The Fund has engaged JPMorgan Securities
Inc. to arrange a syndicate of lenders to provide a revolving line of credit facility ("facility") in the amount of
$400,000,000. The term of the facility is 364 days and the loans under the facility will bear interest at the rate of
LIBOR for the applicable interest period plus a spread. The loans will be secured by a fully perfected first priority lien
on all of the assets of the Fund capable of being pledged. The facility also has a commitment fee of 0.20% of the daily
unused portion of the facility. The facility was set to expire in April 2012. It was extended for 30 days and then
renewed for another 364 days until May 2013. The average borrowings and interest rate for the six months ended
April 30, 2012 were approximately $392,615,000 and 1.77%, respectively, during a period of 182 days. During the
same period, the Fund incurred approximately $3,504,000 in interest expense associated with the outstanding loans.

H.  Other: On January 10, 2008, the Fund commenced a share repurchase program for purposes of enhancing
stockholder value and reducing the discount at which the Fund's shares trade from their net asset value. During the six
months ended April 30, 2012, the Fund did not repurchase any of its shares. Since the inception of the program, the
Fund has repurchased 886,200 of its shares at an average discount of 23.87% from net asset value per share. The
Directors regularly monitor the Fund's share repurchase program as part of their review and consideration of the
Fund's premium/discount history. The Fund expects to continue to repurchase its outstanding shares at such time and
in such amounts as it believes will further the accomplishment of the foregoing objectives, subject to review by the
Directors.

For More Information About Portfolio Holdings

The Fund provides a complete schedule of portfolio holdings in its semi-annual and annual reports within 60 days of
the end of the Fund's second and fourth fiscal quarters. The semi-annual reports and the annual reports are filed
electronically with the Securities and Exchange Commission (SEC) on Form N-CSRS and Form N-CSR, respectively.
Morgan Stanley also delivers the semi-annual and annual reports to Fund stockholders and makes these reports
available on its public website, www.morganstanley.com/im. Each Morgan Stanley fund also files a complete
schedule of portfolio holdings with the SEC for the Fund's first and third fiscal quarters on Form N-Q. Morgan
Stanley does not deliver the reports for the first and third fiscal quarters to stockholders, nor are the reports posted to
the Morgan Stanley public website. You may, however, obtain the Form N-Q filings (as well as the Form N-CSR and
N-CSRS filings) by accessing the SEC's website, www.sec.gov. You may also review and copy them at the SEC's
Public Reference Room in Washington, DC. Information on the operation of the SEC's Public Reference Room may
be obtained by calling the SEC toll free at 1(800) SEC-0330. You can also request copies of these materials, upon
payment of a duplicating fee, by electronic request at the SEC's e-mail address (publicinfo@sec.gov) or by writing the
public reference section of the SEC, Washington, DC 20549-0102.

In addition to filing a complete schedule of portfolio holdings with the SEC each fiscal quarter, the Fund makes
portfolio holdings information available by periodically providing the information on its public website,
www.morganstanley.com/im.
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The Fund provides a complete schedule of portfolio holdings on the public website on a calendar-quarter basis
approximately 31 calendar days after the close of the calendar quarter. The Fund also provides Top 10 holdings
information on the public website approximately 15 business days following the end of each month. You may obtain
copies of the Fund's monthly or calendar-quarter website postings, by calling toll free 1(800) 231-2608.
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Proxy Voting Policy and Procedures and Proxy Voting Record

A copy of (1) the Fund's policies and procedures with respect to the voting of proxies relating to the Fund's portfolio
securities; and (2) how the Fund voted proxies relating to portfolio securities during the most recent twelve-month
period ended June 30, is available without charge, upon request, by calling toll free 1(800) 548-7786 or by visiting our
website at www.morganstanley.com/im. This information is also available on the SEC's web site at www.sec.gov.
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Portfolio Management

The Fund is managed by members of the Emerging Markets Debt team. The team consists of portfolio managers and
analysts. Current members of the team jointly and primarily responsible for the day-to-day management of the Fund's
portfolio are Eric J. Baurmeister and Federico L. Kaune, each a Managing Director of the Adviser. Mr. Baurmeister
has been associated with the Adviser in an investment management capacity since 1997 and began managing the Fund
at its inception. Mr. Kaune has been associated with the Adviser in an investment management capacity since 2002
and began managing the Fund at its inception.
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The Fund may, but is not required to, use derivative instruments for a variety of purposes, including hedging, risk
management, portfolio management or to earn income. Derivatives are financial instruments whose value is based on
the value of an underlying asset, interest rate, index or financial instrument. A derivative instrument often has risks
similar to its underlying asset and may have additional risks, including imperfect correlation between the value of the
derivative and the underlying asset, risks of default by the counterparty to certain transactions, magnification of losses
incurred due to changes in the market value of the securities, instruments, indices or interest rates to which they relate,
and risks that the transactions may not be liquid. The use of derivatives involves risks that are different from, and
possibly greater than, the risks associated with other portfolio investments. Derivatives may involve the use of highly
specialized instruments that require investment techniques and risk analyses different from those associated with other
portfolio investments. Certain derivative transactions may give rise to a form of leverage. Leverage magnifies the
potential for gain and risk of loss. Leverage associated with derivative transactions may cause the Fund to liquidate
portfolio positions when it may not be advantageous to do so to satisfy its obligations or to meet earmarking or
segregation requirements, pursuant to applicable SEC rules and regulations, or may cause the Fund to be more volatile
than if the Fund had not been leveraged. Although the Adviser seeks to use derivatives to further the Fund's
investment objectives, there is no assurance that the use of derivatives will achieve this result.

Following is a description of the derivative instruments and techniques that the Fund may use and their associated
risks:

Foreign Currency Exchange Contracts. In connection with its investments in foreign securities, the Fund also may
enter into contracts with banks, brokers or dealers to purchase or sell securities or foreign currencies at a future date. A
foreign currency exchange contract ("currency contract") is a negotiated agreement between two parties to exchange
specified amounts of two or more currencies at a specified future time at a specified rate. The rate specified by the
currency contract can be higher or lower than the spot rate between the currencies that are the subject of the contract.
Currency contracts may be used to protect against uncertainty in the level of future foreign currency exchange rates or
to gain or modify exposure to a particular currency. In addition, the Fund may use cross currency hedging or proxy
hedging with respect to currencies in which the Fund has or expects to have portfolio or currency exposure. Cross
currency hedges involve the sale of one currency against the positive exposure to a different currency and may be used
for hedging purposes or to establish an active exposure to the exchange rate between any two currencies. Hedging the
Fund's currency risks involves the risk of mismatching the Fund's objectives under a currency contract with the value
of securities denominated in a particular currency. Furthermore, such transactions reduce or preclude the opportunity
for gain if the value of the currency should move in the direction opposite to the position taken. There is an additional
risk to the effect that currency contracts create exposure to currencies in which the Fund's securities are not
denominated. Unanticipated changes in currency prices may result in poorer overall performance for the Fund than if
it had not entered into such contracts. The use of currency contracts involves the risk of loss from the insolvency or
bankruptcy of the counterparty to the contract or the failure of the counterparty to make payments or otherwise
comply with the terms of the contract.

Futures. A futures contract is a standardized, exchange-traded agreement to buy or sell a specific quantity of an
underlying asset, reference rate or index at a specific price at a specific future time. The value of a futures contract
tends to increase and decrease in tandem with the value of the underlying instrument. Depending on the terms of the
particular contract, futures contracts are settled through either physical delivery of the underlying instrument on the
settlement date or by payment of a cash settlement amount on
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the settlement date. A decision as to whether, when and how to use futures involves the exercise of skill and judgment
and even a well-conceived futures transaction may be unsuccessful because of market behavior or unexpected events.
In addition to the derivatives risks discussed above, the prices of futures contracts can be highly volatile, using futures
can lower total return, and the potential loss from futures can exceed the Fund's initial investment in such contracts.

Options. If a Fund buys an option, it buys a legal contract giving it the right to buy or sell a specific amount of the
underlying instrument or futures contract on the underlying instrument at an agreed-upon price typically in exchange
for a premium paid by the Fund. If the Fund sells an option, it sells to another person the right to buy from or sell to
the Fund a specific amount of the underlying instrument or futures contract on the underlying instrument at an
agreed-upon price typically in exchange for a premium received by the Fund. A decision as to whether, when and how
to use options involves the exercise of skill and judgment and even a well-conceived option transaction may be
unsuccessful because of market behavior or unexpected events. The prices of options can be highly volatile and the
use of options can lower total returns.

Structured Investments. The Fund also may invest a portion of its assets in structured investments. A structured
investment is a derivative security designed to offer a return linked to a particular underlying security, currency,
commodity or market. Structured investments may come in various forms including notes, warrants and options to
purchase securities. The Fund will typically use structured investments to gain exposure to a permitted underlying
security, currency, commodity or market when direct access to a market is limited or inefficient from a tax or cost
standpoint. Investments in structured investments involve risks including issuer risk, counterparty risk and market
risk. Holders of structured investments bear risks of the underlying investment and are subject to issuer or
counterparty risk because the Fund is relying on the creditworthiness of such issuer or counterparty and has no rights
with respect to the underlying investment. Certain structured investments may be thinly traded or have a limited
trading market and may have the effect of increasing the Fund's illiquidity to the extent that the Fund, at a particular
point in time, may be unable to find qualified buyers for these securities.

Swaps. An over-the-counter ("OTC") swap contract is an agreement between two parties pursuant to which the parties
exchange payments at specified dates on the basis of a specified notional amount, with the payments calculated by
reference to specified securities, indexes, reference rates, currencies or other instruments. A small percentage of swap
contracts are cleared through a central clearinghouse. Most swap agreements provide that when the period payment
dates for both parties are the same, the payments are made on a net basis (i.e., the two payment streams are netted out,
with only the net amount paid by one party to the other). The Fund's obligations or rights under a swap contract
entered into on a net basis will generally be equal only to the net amount to be paid or received under the agreement,
based on the relative values of the positions held by each party. Most swap agreements are not entered into or traded
on exchanges and often there is no central clearing or guaranty function for swaps. These OTC swaps are often subject
to credit risk or the risk of default or non-performance by the counterparty. Swaps could result in losses if interest rate
or foreign currency exchange rates or credit quality changes are not correctly anticipated by the Fund or if the
reference index, security or investments do not perform as expected.
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April 30, 2012 (unaudited)

Dividend Reinvestment Plan

Pursuant to the Dividend Reinvestment Plan (the Plan), each stockholder will be deemed to have elected, unless
Computershare Trust Company, N.A. (the Plan Agent) is otherwise instructed by the stockholder in writing, to have
all distributions automatically reinvested in Fund shares.

Dividend and capital gain distributions (Distribution) will be reinvested on the reinvestment date in full and fractional
shares. If the market price per share equals or exceeds net asset value per share on the reinvestment date, the Fund will
issue shares to participants at net asset value or, if net asset value is less than 95% of the market price on the
reinvestment date, shares will be issued at 95% of the market price. If net asset value exceeds the market price on the
reinvestment date, participants will receive shares valued at market price. The Fund may purchase shares of its
Common Stock in the open market in connection with dividend reinvestment requirements at the discretion of the
Board of Directors. Should the Fund declare a Distribution payable only in cash, the Plan Agent will purchase Fund
shares for participants in the open market as agent for the participants.

The Plan Agent's fees for the reinvestment of a Distribution will be paid by the Fund. However, each participant's
account will be charged a pro rata share of brokerage commissions incurred on any open market purchases effected on
such participant's behalf. Although stockholders in the Plan may receive no cash distributions, participation in the Plan
will not relieve participants of any income tax which may be payable on such dividends or distributions.

In the case of stockholders, such as banks, brokers or nominees, that hold shares for others who are the beneficial
owners, the Plan Agent will administer the Plan on the basis of the number of shares certified from time to time by the
stockholder as representing the total amount registered in the stockholder's name and held for the account of beneficial
owners who are participating in the Plan.

Stockholders who do not wish to have Distributions automatically reinvested should notify the Plan Agent in writing.
There is no penalty for non-participation or withdrawal from the Plan, and stockholders who have previously
withdrawn from the Plan may rejoin at any time. Requests for additional information or any correspondence
concerning the Plan should be directed to the Plan Agent at:

Morgan Stanley Emerging Markets Domestic Debt Fund, Inc.
Computershare Trust Company, N.A.
P.O. Box 43078
Providence, Rhode Island 02940-3078
1 (800) 231-2608
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U.S. Privacy Policy

An Important Notice Concerning Our U.S. Privacy Policy

This privacy notice describes the U.S. privacy policy of Morgan Stanley Distribution, Inc., and the Morgan Stanley
family of mutual funds ("us", "our", "we").

We are required by federal law to provide you with notice of our U.S. privacy policy ("Policy"). This Policy applies to
both our current and former clients unless we state otherwise and is intended for individual clients who purchase
products or receive services from us for personal, family or household purposes. This Policy is not applicable to
partnerships, corporations, trusts or other non-individual clients or account holders, nor is this Policy applicable to
individuals who are either beneficiaries of a trust for which we serve as trustee or participants in an employee benefit
plan administered or advised by us. This Policy is, however, applicable to individuals who select us to be a custodian
of securities or assets in individual retirement accounts, 401(k) accounts, or accounts subject to the Uniform Gifts to
Minors Act.

This notice sets out our business practices to protect your privacy; how we collect and share personal information
about you; and how you can limit our sharing or certain uses by others of this information. We may amend this Policy
at any time, and will inform you of any changes to our Policy as required by law.

We Respect Your Privacy

We appreciate that you have provided us with your personal financial information and understand your concerns about
your information. We strive to safeguard the information our clients entrust to us. Protecting the confidentiality and
security of client information is an important part of how we conduct our business.

This notice describes what personal information we collect about you, how we collect it, when we may share it with
others, and how certain others may use it. It discusses the steps you may take to limit our sharing of certain
information about you with our affiliated companies, including, but not limited to our affiliated banking businesses,
brokerage firms and credit service affiliates. It also discloses how you may limit our affiliates' use of shared
information for marketing purposes.

Throughout this Policy, we refer to the nonpublic information that personally identifies you as "personal information."
We also use the term "affiliated company" in this notice. An affiliated company is a company in our family of
companies and includes companies with the Morgan Stanley name. These affiliated companies are financial
institutions such as broker-dealers, banks, investment advisers and credit card issuers. We refer to any company that is
not an affiliated company as a nonaffiliated third party. For purposes of Section 5 of this notice, and your ability to
limit certain uses of personal information by our affiliates, this notice applies to the use of personal information by our
affiliated companies.

1. What Personal Information Do We Collect From You?

We may collect the following types of information about you: (i) information provided by you, including information
from applications and other forms we receive from you, (ii) information about your transactions with us or our
affiliates, (iii) information
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U.S. Privacy Policy (cont'd)

about your transactions with nonaffiliated third parties, (iv) information from consumer reporting agencies, (v)
information obtained from our websites, and (vi) information obtained from other sources. For example:

•  We collect information such as your name, address, e-mail address, telephone/fax numbers, assets, income and
investment objectives through applications and other forms you submit to us.

•  We may obtain information about account balances, your use of account(s) and the types of products and services
you prefer to receive from us through your dealings and transactions with us and other sources.

•  We may obtain information about your creditworthiness and credit history from consumer reporting agencies.

•  We may collect background information from and through third-party vendors to verify representations you have
made and to comply with various regulatory requirements.

2. When Do We Disclose Personal Information We Collect About You?

We may disclose personal information we collect about you in each of the categories listed above to affiliated and
nonaffiliated third parties.

a. Information We Disclose to Affiliated Companies. We may disclose personal information that we collect about
you to our affiliated companies to manage your account(s) effectively, to service and process your transactions, and to
let you know about products and services offered by us and affiliated companies, to manage our business, and as
otherwise required or permitted by law. Offers for products and services from affiliated companies are developed
under conditions designed to safeguard your personal information.

b. Information We Disclose to Third Parties. We may disclose personal information that we collect about you to
nonaffiliated third parties to provide marketing services on our behalf or to other financial institutions with whom we
have joint marketing agreements. We may also disclose all of the information we collect to other nonaffiliated third
parties for our everyday business purposes, such as to process transactions, maintain account(s), respond to court
orders and legal investigations, report to credit bureaus, offer our own products and services, protect against fraud, for
institutional risk control, to perform services on our behalf, and as otherwise required or permitted by law.

When we share personal information about you with a nonaffiliated third party, they are required to limit their use of
personal information about you to the particular purpose for which it was shared and they are not allowed to share
personal information about you with others except to fulfill that limited purpose or as may be permitted or required by
law.

3. How Do We Protect The Security and Confidentiality Of Personal Information We Collect About
You?

We maintain physical, electronic and procedural security measures that comply with applicable law and regulations to
help safeguard the personal information we collect about you. We have internal policies governing the proper
handling of client information by
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U.S. Privacy Policy (cont'd)

employees. Third parties that provide support or marketing services on our behalf may also receive personal
information about you, and we require them to adhere to appropriate security standards with respect to such
information.

4. How Can You Limit Our Sharing Certain Personal Information About You With Our Affiliated
Companies For Eligibility Determination?

By following the opt-out procedures in Section 6 below, you may limit the extent to which we share with our affiliated
companies, personal information that was collected to determine your eligibility for products and services such as
your credit reports and other information that you have provided to us or that we may obtain from third parties
("eligibility information"). Eligibility information does not include your identification information or personal
information pertaining to our transactions or experiences with you. Please note that, even if you direct us not to share
eligibility information with our affiliated companies, we may still share your personal information, including
eligibility information, with our affiliated companies under circumstances that are permitted under applicable law,
such as to process transactions or to service your account.

5. How Can You Limit the Use of Certain Personal Information About You by Our Affiliated
Companies for Marketing?

By following the opt-out instructions in Section 6 below, you may limit our affiliated companies from marketing their
products or services to you based on personal information we disclose to them. This information may include, for
example, your income and account history with us. Please note that, even if you choose to limit our affiliated
companies from using personal information about you that we may share with them for marketing their products and
services to you, our affiliated companies may use your personal information that they obtain from us to market to you
in circumstances permitted by law, such as if the affiliated party has its own relationship with you.

6. How Can You Send Us an Opt-Out Instruction?

If you wish to limit our sharing of eligibility information about you with our affiliated companies, or our affiliated
companies' use of personal information for marketing purposes, as described in this notice, you may do so by:

•  Calling us at (800) 548-7786
Monday�Friday between 8a.m. and 5p.m. (EST)

•  Writing to us at the following address:

  Morgan Stanley Services Company Inc.
c/o Privacy Coordinator
201 Plaza Two, 3rd Floor
Jersey City, New Jersey 07311

If you choose to write to us, your request should include: your name, address, telephone number and account
number(s) to which the opt-out applies and whether you are opting out with respect to sharing of eligibility
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U.S. Privacy Policy (cont'd)

used for marketing (Section 5 above), or both. Written opt-out requests should not be sent with any other
correspondence. In order to process your request, we require that the request be provided by you directly and not
through a third party. Once you have informed us about your privacy preferences, your opt-out preference will remain
in effect with respect to this Policy (as it may be amended) until you notify us otherwise. If you are a joint account
owner, we will accept instructions from any one of you and apply those instructions to the entire account.

Please understand that if you limit our sharing or our affiliated companies' use of personal information, you and any
joint account holder(s) may not receive information about our affiliated companies' products and services, including
products or services that could help you manage your financial resources and achieve your investment objectives.

If you have more than one account or relationship with us, please specify the accounts to which you would like us to
apply your privacy choices. If you have accounts or relationships with our affiliates, you may receive multiple privacy
policies from them, and will need to separately notify those companies of your privacy choices for those accounts or
relationships.

7. What if an affiliated company becomes a nonaffiliated third party?

If, at any time in the future, an affiliated company becomes a nonaffiliated third party, further disclosures of personal
information made to the former affiliated company will be limited to those described in Section 2(b) above relating to
nonaffiliated third parties. If you elected under Section 6 to limit disclosures we make to affiliated companies, or use
of personal information by affiliated companies, your election will not apply to use by any former affiliated company
of your personal information in their possession once it becomes a nonaffiliated third party.

SPECIAL NOTICE TO RESIDENTS OF VERMONT

The following section supplements our Policy with respect to our individual clients who have a Vermont
address and supersedes anything to the contrary in the above Policy with respect to those clients only.

The State of Vermont requires financial institutions to obtain your consent prior to sharing personal information that
they collect about you with nonaffiliated third parties, or eligibility information with affiliated companies, other than
in certain limited circumstances. Except as permitted by law, we will not share personal information we collect about
you with nonaffiliated third parties or eligibility information with affiliated companies, unless you provide us with
your written consent to share such information.
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U.S. Privacy Policy (cont'd)

SPECIAL NOTICE TO RESIDENTS OF CALIFORNIA

The following section supplements our Policy with respect to our individual clients who have a California
address and supersedes anything to the contrary in the above Policy with respect to those clients only.

In response to a California law, if your account has a California home address, your personal information will not be
disclosed to nonaffiliated third parties except as permitted by applicable California law, and we will limit sharing such
personal information with our affiliates to comply with California privacy laws that apply to us.
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Item 2.  Code of Ethics.

Not applicable for semiannual reports.

Item 3.  Audit Committee Financial Expert.

Not applicable for semiannual reports.

Item 4. Principal Accountant Fees and Services

Not applicable for semiannual reports.

Item 5. Audit Committee of Listed Registrants.

Not applicable for semiannual reports.

Item 6.

(a) Refer to Item 1.

(b) Not applicable.

Item 7. Disclosure of Proxy Voting Policies and Procedures for Closed-End Management Investment Companies.

Not applicable for semiannual reports.
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Item 8. Portfolio Managers of Closed-End Management Investment Companies

Applicable only to reports filed by closed-end funds.
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Item 9. Closed-End Fund Repurchases

REGISTRANT PURCHASE OF EQUITY SECURITIES

Period

(a) Total
Number of
Shares (or

Units)
Purchased

(b) Average
Price Paid per
Share (or Unit)

(c) Total
Number of
Shares (or

Units)
Purchased as

Part of Publicly
Announced

Plans or
Programs

(d) Maximum
Number (or

Approximate
Dollar Value)
of Shares (or

Units) that May
Yet Be

Purchased
Under the Plans

or Programs
mo-da-year �mo-da-year N/A N/A

mo-da-year �mo-da-year N/A N/A

mo-da-year �mo-da-year N/A N/A

mo-da-year �mo-da-year N/A N/A

mo-da-year �mo-da-year N/A N/A

mo-da-year �mo-da-year N/A N/A
Total N/A N/A

Item 10. Submission of Matters to a Vote of Security Holders

Not applicable.

Item 11. Controls and Procedures

(a)  The Trust�s/Fund�s principal executive officer and principal financial officer have concluded that the Trust�s/Fund�s disclosure controls and
procedures are sufficient to ensure that information required to be disclosed by the Trust/Fund in this Form N-CSR was recorded, processed,
summarized and reported within the time periods specified in the Securities and Exchange Commission�s rules and forms, based upon such
officers� evaluation of these controls and procedures as of a date within 90 days of the filing date of the report.
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(b)  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 has materially affected, or is reasonably likely to materially affect, the registrant�s internal control over financial
reporting.

Item 12. Exhibits

(a) Code of Ethics � Not applicable for semiannual reports.

(b) A separate certification for each principal executive officer and principal financial officer of the registrant are attached hereto as part of
EX-99.CERT.
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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.

Morgan Stanley Emerging Markets Domestic Debt Fund, Inc.

/s/ Arthur Lev
Arthur Lev
Principal Executive Officer
June 19, 2012

Pursuant to the requirements of the Securities Exchange Act of 1934 and the Investment Company Act of 1940, this report has been signed by
the following persons on behalf of the registrant and in the capacities and on the dates indicated.

/s/ Arthur Lev
Arthur Lev
Principal Executive Officer
June 19, 2012

/s/ Francis Smith
Francis Smith
Principal Financial Officer
June 19, 2012
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