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S. No. 1678 . . !

H. No. 32496
" REPUBLIC AcT No. 7042~

AN ACT TO PROMOTB FOREIGN INVESTMENTS,
PRESCRIBE THE PROCEDURES FOR REGISTER-
ING ENTERPRISES DOING BUSINESS IN THE
PHILIPPINES AND FOR O’I‘HER PURPOSES”

. Be it enacted by the Senate and House of Repmscnta,twes_

" of the Philippines in Congress assermbled.:

SEcTION 1. thbe —This Act shall be known as the , F01 -
eign Investments Act of 19917,

Spe. 9. Declaration of Policy.—l1t is the policy of the

- State to attract, promote and welcome productive invest-

ments from foreign 1nd1v1duals partnerships, corporations,

“and governments, including their political subdivisions, in

activities which significantly contribute to national indus-.
{rialization and socioeconcmic development fo the ‘extent

* that fom;gn investment is ‘allowed in such activity by the N

Censtitution and relevant hws Foreign investments shall
he encouraged in enterprises that significantly expand liveli-

hood and employment opportumtles for Flhpmos enhance,
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cconomic- value of farm products; promote the welfare of
Filipino consumers; expand the scope, quality and volume

" of exports and their access to foreign markets; and/cr

transfer relevant technologies in .a.griculture’: industry and
support services. Foreign investments shall be swelcome

-, as a supplement to Filipino capital and technology in those

- . - * ¥
enterprises serving mainly the domestic market:

. ; . . 1 - . .
As a general rule, there are no restrictions on extent of -

B N . . T .
foreign ownership of export ~enterprises’ In domestic

market enterprises, foreigners can invest as much as one

hundred percent (100%) equity except in ?’ar.eas ineluded

in the negative list. Foreign owned firms catering mainly
to the domestic market ghall be encouraged to undertake
measures that will gradually increase Filipino participation

in their businesses by taking in Filipino partners, electing

Filipinos to the board of directors, implémenting transfer
of technology to Filipinos, g‘eneratih_g more employment
for the economy and enhancing skills. of Filipino workers.
| ' -

SEc. 3. Definitions.—As used in this Act:

- ; g Ay
a) the term “Philippine National” shall mean a gitizo.n
of the Philippines or a doinestic partnership or association
wholly owned by citizens of ‘the Philippines; or @ corpo-
ratiom organized under the laws of the Philippines of whi_ch
at least sixty percent (60 %) of the capital stock outstand-

. ing and entitled to vote is owned and held Yy citizens of the

Philippines; or a trustee of funds for pension or other
employee- retirement wor separation benefits, whers
the trusted is a Philippine national and at least sixty (60%)
of the fund will accrue to the benefit of Philippine na-

_ tionals: Provided, Thal where a ¢orporation and its pomn- "’
. Filipine stockholders own stocks in a Sccurities and

Exchange Commission (SEQ) registered enterprise, . at
jeast sixty percent (60%) of the capital stocks outstanding

* and entitied to vote of both- corporations must be owned

and. held by citizens of ithe Philippines and at least sixty
percent (60%) of the members of the Board of Directors
of both corporations must be citizf_ens of the Philippines,
in order that the corporation shallbe consdiered. a Philip-
pine national; .

b) the term “investment” shall mean equity participation
in any enterprise crganized or existing under the laws of
the Philippines; . '

¢} the term “foreign investment” shall mean as equity

investment made by a non-Philippine national in the form

of foreign exchange and/er other assets actually transfer-

red to the Philippines and duly registered with the Central

Bank which shall agsess and appraise the value of such
assets other than foreign exchange; -
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d) - the phrase “doing: business” shail include soliciting
" orders, service contracts, opening offices, whether called
_“Iiaisdn” -pffices or branqhes; appointing representa,tives or
_gistributors domicited in the Philippines or whe in any
calendar ygar stay in the country for a period or periods
totalling one hundred eight (180) days or more; parfici-
" pating in the management, supervision or control of any
. domestic business, firm, }entity or corporation in the Philip-
‘pines; and any other act or acts that imply a continuity of
commercial dealings nr::arrang'emehts, and contgmplate to
that extent the performance of acts or works, or the exer-
cise of some of the functions nprmally incident to, and
in progressive prosecution of, ‘commc_ercial' gain or of tha-
purpose and object of the business organization: Provided.
however, That the phrase “doing buginess” shall riot be
“Geemed. to include mere investment as a shareholder by a2
fbreign entity in domestic corporations duly registered to
do business, and/or the exercise of rights as such investor;
1or having. a nominee director or officer to represent its
interests in such  corporation; nor appointing a represen-
tative or distributor domiciled 'in the Philippines- which
.transacts business in its own name and for its own account;
¢) the term «“gxport enterprise” shall mean-an enter-
prise wherein a manufacture, processor or service (inelud-
ing tourism) nenterpriég exports . sixty percent’ (60% or
more of its output, or wherein a trader purchases products
domestically and exports sixty per cent {60% ) or more of
such purchases; 3 o L L
fy the term “domestic ‘market enterprise” shall raean an - .
enterprise which pmduoés goods -for sale, or renders ser-
vices to the domestic market entifely or if exporting a .
" portion of its output £ails to consistently export at least
sixty percent (60%) thereof; and R '
@) Ahe toriay “Fovelrn Tnvestments Iegative List” or
! ~ “Negative List” shall mean a list of areas of econonic
| ~ activity whose foreign ownership is limited to a maximum
“of forty percent {40%) of the equity capital of the enter- -
prises engaged therein. ) S

Sgc. 4. Scope.~This Act ghall not apply to banking and
 other finoncial institutions which are governed ‘and re- .
gulated by the General Bapking Act and otherlaws under-

the supervision of -the Centra_.l Bank. . )

SEC. b. Registration of Imvestments of Non-Philippine
Nationals—Without need of prior approval, a non-Philip-
pine national, as that term is defined in Section 3 &), and
not otherwise disquaiified by law may. upon registration
with-the Securities and Bxchange Commission (SEC), or
with the Bureau of Trade Regulation and Consumer Pro-
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teetion (BTRCP) of the Department of Trade and Industry
in the case of single proprietorships, do business as defined

in Section 3 d) of this Act or invest in a domestic enter-

prise up to one hundred percent (100%) *of its capital,
unless participation of non-Philippine nationals in the
enterprise is prohibited or limited to a -smé_ller percentage
by existing law and/or under the provisions of this Act.

 The SEC or BTRCP, as the case may be, s%lall not impose

any limitations on ‘the extent of foreign ownership in an
enterprise additional to those provided in this Act: Pro-

wided, however. That any enterprise seeking to avial of

incentives under the Omnibus Investment Code of 1987
must apply for registration with the Board of Investments
(BOIJ, which shall process such application for registra-

" tion in accordance with the criteria for evaluation pres-
cribed in said Code: Provided, finally, That a non-Philippine
- national intending to engage in the same line of business as

an existing joint venture, in which he or his majority
shareholder is a substantial partner; must disclose the fact
and the names and addreésses of the partners in the
existing joint venture in. his application for registratios
with SEC. During the’ transitory period as provided in
Section 15 hereof, SEC shall. disallow registration .of the
applying 'n(')n-_'Philipp-ine national if the existing joint

- yenture enterprise, particularly = the Filipino partners -

therein, ecan reasonably prove they -dre .capable to

make the investment- needed for the domest.c market, ~ -

activities to be undertaken by the  competing applicant.
Upon. effectivity of this ‘Act, SEC shall effect registraticn
of any enterprise applying under this Act within fifteen
{(15) days upon submission of completed requirements. '

Sgc. 6. Foreign Investments in Easpbrt Enterpﬁsc’s.-—

Foreign investment in export enterprises whose produets

and services do not fall within Lists A and B of the Foreign
Investment Negative List provided under Section 8 hereof

is aliowed up to one Hundred percent (100%) pwnership.

Export enterprises which ‘are non-Philippine nationals

shall Begis’ter with BOI and submit the reports that may
be required to ensure continuing compiiance of -the expori

" enterprise with its export reguirement. BOI shall advise

SEC or BTRCP, as the case may be, of any export enter-

prise that fails to meet the export ratio requirement. -Thé__

SEC or BTRCP shall thereupon order the non-complyirg
export enterprise to reduce iis sales to the domestic market
4o not more than forty percent (40%) ‘of its total pre-
duction ; failure to. comply ~with such SEC or BTRCP order,
without justifiable reason, ghall subject the enterprise to

. cancellation of SEC or BTRCP registration, and/or the
. penalties provided in Section 14 hereof.
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SEC. 7. Foreign Iavestments in Domestic Market Enter-
prises.—Non-Philippine national may own up to one hun-
dred percent (100%) of domestic market enterprises unless

- foreign ownership “therein is  prohibited or- limited by

‘existing law or the Foreign Investment Negative List
under Section 8 hereof. ! : :

A domestic market_en'i:,efprise may change its status to
export enterprise if over a three (3) year period it con-
sistently exports in each year _tht_e.reof sixiy per cent (60%)

‘or more of its output. . ]

Qme. 8. List of Investment Areas Reserved ©o Phikippne -~
Nationals (Foreign Investment Negative List) —The For-
eign Investment Negativé List shall have three (3) con-

. ponent lists: A, B,and C: - ' -

~a) List A shall enumerate the areas of a.cﬁviﬁes reserved
to Philippine nationals by mandate of the Constitution and’
‘specific laws. o . '

b) List B shall contain the areas of activities and.enter-
prises regulated pursuant t0 law: ‘ '

1) which are defense-related activities, requiring prior
clearance and authorization from Department of Na-:
tional Defense (DND) to engage in such activity,

- .such as the manufacture, repair, storage and/or dis-
tribution of firearms, ammunition, lethal weapons,
- military ordnance; explosives, pyrotechnics and simi-
lar materials; unless such ‘manufacturing or repair
activity is specifically authorized, with a substantial
"export component, to a.non-Philippine national by the

_ .Secretary of National Defense: or _ 3

2) which have implications on public health and morals,
- such as the manufacture and distribution of danger-
ous drugs; all forms of gamblings; nightelubs, bars,
beerhouses, dance halls; sauna and steam bathhouses
and massage clinics. ' 3

Small and medium-sized domestic market enterprises. - -
with paid-in equity capital less than.the 'equival'enf' of five -
hundred thousand US dollars (US$500,000) are reserved
tg Philippine nationals, unless they‘involve.zidvance_d tech-
nology as determined by the Department of Science and
‘Technology. Export enterprises which utilize raw mater--
ials from depleting natural resources, with paid-in equity ca-
pital of less than the equivalent of five hundred thousand’
US doflars (US§500,000) are likewise reserved to Philip-
pine nationals. . :

Amendments to List B may be made upon re_commenda-
tion of the Qecretary of National Defense, or the Secretary
of Health, or the Secretary of Education, -Culture anhd

Lot e ——— e
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.Sports, indorsed by the NEDA, or upon Tecommendation
motw propto of WNEDA, approved by the'! President, and

- ‘promulgated by Presidential ]E’roclamél.ti-::on.l _

¢) List G shall coniain the arens T.of investment : ) s i
in which existing enterprises already serve adequately the o : o
needs of the economy and the consumer and do not require
further foreign investments, as’ determined by NEDA - :
applying the criteria provided in Section. 9. of this Act, ' U

- approved by the President and promulgéted in a Presi- T
dential Proclamation. ' C :

" 'The Transitory Foreign Investment Negative List estab-.
lished in Sec. 15 hereof shall be Teplaced &t the end of the

~ transitory pericd by the first Regular Megative List to be
formulated and recommended by NED4, f{ollowing the

- process and criteria provided in Section 8 and 9 of this Act.
The first Regular Negative List shall ke published not
later than sixty (60) days before the eiid of the transitory
period provided in said section, and shall ‘become jmmedi-
ately effective at the end of the transitory period. Sub-

" sequent Foreign Investment Negative Lists shall becorive
effective fiftesn. (15) days after publication in two(Z)
newspapers .of géneral. circulation in the Philippines:
Provided, however, That each Foreign Investment Negative
List shall be prospective in‘operation and shail in ne wa
affect foreign investments existing on . the date of its -
publication. L : o o

Amendments to Listz B and C after premultgation and-
publicaticn of the first Regrilar Foreign® Investment e

- .gative List at the end of the transitory period shall not

" be made more often than once every two (2) years.

-
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' BEC. 2. Determination of Areas.'ofrlmjéstment for Inclu- .
sion in List C of the Foreign Investment Negative [ist.—
Upon petition by a Philippine national engaged therein, o ' ;
an area ‘of investment may be recommended by NEDA for - . ;
inclusion in List .C of the Foreign Investment Negative
List upon determining that it complies with all the follow-
ing criteria: _ _ C . o
~ a) The industry is controlled by firms owned at least

, sixty percent (60%) by Filipinos; ' :

b) Industry capacity ig ample to meet domeastic demand;
¢} Sufficient competition exisis within the industry:
dj) Industry products comply with Philippine st&ndard's
“of health and safety or, in the absence of such, with
internztional standards, and a.re_feas'onably comneti-
- - ctivein quality with similar products in the same price
- range imported into the country; - :
‘) Quantitative restrictions are not app!
of directly competing products;
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£) The leading firms of the industry substantially comply
with oovi.ronmental §taﬁdards; and - 7 '
g) The prices of industry products &1e reasonable.

The petition shall be subjected” to a public hearing at -
which -affected parties will have the o_ppor;tunity"to show
" whether the petitioner industry adequately serves the eco-
pomy and the consumer, in. general; and meets the above
stated criferid in particuiar. WEDA may deiegate evalua- .
tion of the petition and conduct of the public hearing to
any government agency having cognizance of the petitioner ‘
. industry. The d‘elegated?agency_‘shalf make its evaluation
report and recommendations to EDA which retains the
right and sole responsibility to deterriine whether to recomr-.

" mend to the President to promulgate the area.of investment
in List O of the Negative List. An industry or aved of in-
vestment included in Last C of the Negative List by Presi-
dential Proclamation shall remain in the said List C for

© two (2) years, without prejudice to re-inclusion upon new
petition, and due process. _ o

Sgc. 10. Strategic I%duétwies.—-Withih eighteen (18)

months after the effectivity of this Act, the NEDA Board

shall formulate and publish a list of industries strategic

to the development of the economy. The list shall specify,

- as a matter of policy and not-as a legal requirement, the
desired equity participation by CGovernment and/or private
Filipino investors in each strategic industry. Sald list of
gtrategic industries,-as _Well as the corresponding desired

© o equity partioipation of government and/or private Filipino
investors, may be amended by NEDA {o reflect changes in -

~ economie needs ang policy directions of Government. The
amended list of strategic industries shall be published con-

currently with publication of the Foreign Investment Ne-
 gative-List. - o : o

- ' The . term wgtrategic industries” shall mean industries

that are characterized by ali of the following:

a) crucial to the accelerated industrialization of the coun-

try, - ‘ BT -

b) require magsive capital investments to achjeve eco-

nomies of scalefor efficient operations; _

¢) require highly specialized: 0T advanced technology

which- necessitates fechnology transfer and Droven
production technigues in gperations; . _—

d) characterized by strong backward and forward lnk-

ages with most i_ndustries existing in the country, and

"g) generate substantial foreign exchange savings through

" import substitution and collateral foreign exchange

.earnings'throug‘n export of part of the output that

will result with the octablishment, expansion oY dev-

elopment of -the industry. - ' -
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SEc. 11. Compliance awith Emvironmental Standards.—
All industrial enterprises regardless of rztionality of owner-

" ship shall comply with existing rtilesland regulations to
~ protect and conserve the environment and meet applicable

environinental standards.

Sme. 12. Consistent Governmeni VA*ction.—-—No agency,
instrumentality or political subdivision of the Government
shall take any action on conflict with oir which will nullify
the provisions of this Act, or any certificate or authority
granted hereunder. ‘ ‘ '

Sgc. 13, Implementing Rules and Regulations.—NEDA,

~ in consultation with BOL SEC and other government agen-

cies concerned, shall issue the rules and regulations {o
implement this Act within one hundred and twenty (120)
days after its effectivity. A-copy of.such rules and regula-
tions shall be furnished the Congress of the Republic of

' _the Philippines. r o

" Sge..14. Administrative Sanctions—A person who vio-
lates any provision of this Act or of the terms and condi-
tions of registration or of the rules and regulations issued
‘pursuant thereto, or aids or abets in any -matiner any -
violation shall be subject to a fine not exéeeding One hun-

~dred .ﬁ_housand peses (P100,000}.

If the offense is committed by a juriaical entity, it shall
be subject to a fine in an amount not exceeding 1/2 of 1%
of total paid-in capital but nov more than Five -million

_ .Iieso_s (F5,000.0002)..  The president and/or officials respon--
sible therefor shall also be subject to 2 fine- not exceeding
"Two hundred thousand pesos (P200,000).

" In addition to the foregoing, any person, firm or juridical
entity involved shall be subject to forfeiture of all benefits
granted under this Act. - : Co :

SEC shall have the power to imposé adminigtrative sanc-

“tions ‘as provided. herein for sny violation of this Act or
its implemeénting rules and regulaticns. - T i

SEC. 15. Transitory Provisions.-—Prior to effectivity of
the implementing rules and regulations of this Act, the
provisions of Book II of Executive Grder 226 and‘its im-
plementing rules and regulations shall remain- in force.

During the initial trensitory period of thirty-six (38)
months after issuance of the Rules and Regulations to im-
plement thig Act, the Transitory Foreign Inve_stnmnt Nega-
tive List shall consist of the following: '

A, List A: | I

1. All areas of investment in which foreign ownership -

ig limited by mandate of Constitution anl specific laws.

t .
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B. List B: '

1. Manufactare repalr storage and/or dlstrlbutlon of
' firearms, ammunmons tethal weapons, military ord-
nance, eA'ploswes pyrotechnics and similar materials -
required by law to be licensed by and under the
. " continuing regulatlon of the Department of National

- - Defense; urnless. such manu;acturmg or repair activity
"is ‘specifically aumorlued with a substantlal export
component, to a non-Philippine national by ‘the Secre-
tary of*National Defense;

9. Manufactire and dist tribution of dangerous drugs; aIl
forms of gambling; nightclubs, bars, beerhouses, dance
halls; sauna and steam bathhouses, massage clinic and
other like activities regulated by law because of risks
they may pose to public health and morals;

3. Small and medium-nize domestic market enterprlses'

With Ua,d in equity capital of less than the equivalent

¢ TJSE500,000, unless they involve advanced tech-

no‘ogy as determined by the D°partment of Science
and Technology, and .

4. BExport enterprises which utilize raw materials from
“depleting natural resources, and with paid-in- equity
capital of less than the equlvalent US$500 600,

C. List C: : : ,

Y Import and wholesale act1v1tles not integwated with
- production or manufacture of goods; . -

- 2. Services reguiring a license or specific authorization,
and subject to con tinuing regulatlonq by national
government sgencies other than BOI and SEC which”
at the time of effectivity of this Act are restricted to.
Philiprine nationals by existing administrative regula--
tions and practice of the regulatory "agencies con-
cerned: Provided, That after effectivity of this Act,
no other services shall be additionally subjected to
such resirictions on nationality of ownership by the
corresponding regulatory agencies, and such restric-
tions once removed shall not be reimposed ; and

3. Enterprises owned in the maJority by a forelgn licen-
-gor and/or its affiliates for the assembly, processing
or manufacture of goods for the domestic market
which are being preduced by a Philippine national as -
“of the date of effectivity of this Act under a tech- -
nology, know-how and/or brand hame license from
such licensor during the term of the license agree-
ment: Provided, That, the license ig duly registered
“with the Central Bank and/or the Technology Trans-
fer Board and is operatively in force as of the date of
effectivity of this Act. ‘

- i
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NEDA shall make the enwneration ag appropriate of
-the areas of investment covered in this Transitory Foreign
" Investment Negative List and publish the Negative List in’
full at the same time as, oY prior to, the ﬁublica’_cion of the
rules and regulations to ‘jmplement this :,Act.

The areas of investment contained in List C above shall-
be reserved 1o Philippine nationals only ‘during the tran-

sitory period. The incinsion of any of them in the regular

" OFFICIAL GAZETTE

due public hearings that such'inclusxoli is: warranted under
the criteria set forth in Sections 8 and. 9 hereof.

SEC. -16.-Rbp-eal£ng -Claxaj,'se.-—;Artiéles forty-four (44) to
hereby repealed. ) .
‘All other laws or parts of laws inconsistent: with the
'pro_visions of this Act are hereby repealed or modified ac-
cordingly. o _ '
g, 17. Separability Clause—If any part or section of

other parts or sections of this Act. _

. (15) -days after approval and publicaﬁon in two 2) news-
_paper of genera.l circulation i the Philippines. o

* Approved: June 13, 1991.

A ——

Negative List will ‘require determination: by NEDA after. -

" fty-six (56) of Book II of Executive Order No. 226 are

o this Act is ‘de,clared unconstitutiongﬂ for any reason what- "
. goever, such declaration.-shall ‘pot in .any way affect the =

_SEC. 18 Effectivity—This Act shall take effect fiftesn”
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