REPUBLI C ACT NO. 7042
(As amended by RA 8179)

AN ACT TO PROMOTE FOREIGN | NVESTMENTS, PRESCRIBE THE
PROCEDURES FOR REGQ STERI NG ENTERPRI SES DO NG BUSI NESS
I N THE PHI LI PPI NES, AND FOR OTHER PURPCSES

Be it enact ed by the Senate and House  of
Representatives of the Philippines in Congress assenbl ed:

SECTION 1. Title. — This Act shall be known as the
“Foreign Investnments Act of 1991”

SEC. 2. Declaration of Policy. - It is the policy of
the State to attract, pronote and welcone productive
i nvest ment s from foreign i ndi vi dual s, part ner shi ps,
corporations, and governnents, including their political

subdivisions, in activities which significantly contribute
to national industrialization and soci o-econonic devel opnent
to the extent that foreign investnent is allowed in such
activity by the Constitution and relevant | aws. For ei gn
i nvestnments shall be encouraged in enterprises that
significantly expand |ivelihood and enpl oynment opportunities
for Filipinos; enhance economc value of farm products;
pronote the welfare of Filipino consuners; expand the scope,
guality and volume of exports and their access to foreign
mar ket s; and/ or transfer rel evant t echnol ogi es in
agriculture, industry and support services. For ei gn
investnments shall be welcone as a supplenment to Filipino
capital and technology in those enterprises serving nmainly
t he donestic market.

As a general rule, there are no restrictions on extent
of foreign ownership of export enterprises. I n donestic
mar ket enterprises, foreigners can invest as much as one
hundred percent (100% equity except in areas included in

the negative list. Foreign owned firns catering mainly to
the domestic market shall be encouraged to wundertake
neasures that will gradually increase Filipino participation

in their businesses by taking in Filipino partners, electing
Filipinos to the board of directors, inplenenting transfer
of technology to Filipinos, generating nore enploynent for
t he econony and enhancing skills of Filipino workers.

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

a) the term “Philippine National” shall nmean a
citizen of the Philippines or a domestic partnership or
associ ation wholly owned by citizens of the Philippines; or
a corporation organi zed under the | aws of the Philippines of
which at |east sixty percent (60% of the capital stock
outstanding and entitled to vote is owned and held by
citizens of the Philippines or a corporation organized



abroad and registered as doing business in the Philippine
under the Corporation Code of which one hundred percent
(100% of the capital stock outstanding and entitled to vote
is wholly owned by Filipinos or a trustee of funds for
pensi on or other enployee retirenment or separation benefits,
where the trustee is a Philippine national and at |east
sixty percent (60% of the fund will accrue to the benefit
of Philippine nationals: Provided, That where a corporation
and its non-Filipino stockholders own stocks in a Securities
and Exchange Commission (SEC) registered enterprise, at
| east sixty percent (60% of the capital stock outstanding
and entitled to vote of each of both corporations nust be
owned and held by citizens of the Philippines and at |east
si xty percent (60% of the nenbers of the Board of Directors
of each of both corporations nust be citizens of the
Philippines, in order that the corporation shall be
considered a Philippine national; (as anended by R A 8179).

b) t he term “investnent” shal | mean equity
participation in any enterprise organized or existing under
the | aws of the Philippines;

C) the term“foreign investnent” shall nean an equity
i nvestment nmade by a non-Philippine national in the form of
forei gn exchange and/or other assets actually transferred to
the Philippines and duly registered with the Central Bank
whi ch shall assess and appraise the value of such assets
ot her than foreign exchange;

d) the phrase “doing business” shal | i ncl ude
soliciting orders, service contracts, opening offices,
whether called “liaison” offices or branches; appointing

representatives or distributors domciled in the Philippines
or who in any cal endar year stay in the country for a period
or periods totaling one hundred eighty (180) days or nore;
participating in the managenent, supervision or control of
any domestic business, firm entity or corporation in the
Philippines; and any other act or acts that inply a
continuity of commercial dealings or arrangenents, and
contenplate to that extent the performance of acts or works,
or the exercise of sone of the functions normally incident
to, and in progressive prosecution of, comercial gain or of
the purpose and object of the business organization:
Provi ded, however, That the phrase “doing business” shall
not be deenmed to include nere investnent as a sharehol der by
a foreign entity in domestic corporations duly registered to
do business, and/or the exercise of rights as such investor;
nor having a nom nee director or officer to represent its
interests in such cor porati on; nor appoi nting a
representative or distributor domciled in the Philippines
whi ch transacts business in its own nanme and for its own
account;



e) the term “export enterprise” shall mean an
enterprise wherein a manufacturer, processor or service
(tncluding tourism enterprise exports sixty percent (60%
or nore of its output, or wherein a trader purchases
products donestically and exports sixty percent (60% or
nore of such purchases;

f) the term “donestic market enterprise” shall nmean
an enterprise which products goods for sale, or renders
services to the donestic market entirely or if exporting a
portion of its output fails to consistency export at |east
sixty percent (60% thereof; and

g) the term “Foreign Investnents Negative List” or
“Negative List” shall nman a list of areas of economc
activity whose foreign ownership is limted to a nmaxi num of
forty percent (40% of the equity capital of the enterprises
engaged therein.

SEC. 4. Scope. — This Act shall not apply to banking
and other financial institutions which are governed and
regul ated by the General Banking Act and other [|aws under
t he supervision of the Central Bank.

SEC. 5. Registration of Investnents of Non-Philippine
Nationals. - Wthout need of prior approval, a non-
Phi | i ppine national, as that termis defined in Section 3
a), and not otherwse disqualified by law may, upon
registration with the Securities and Exchange Comm ssion
(SEC), or with the Bureau of Trade Regul ation and Consuner
Protection (BTRCP) of the Departnent 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 donestic
enterprise up to one hundred percent (100% of its capital,
unl ess participation of non-Philippine nationals in the
enterprise is prohibited or limted to a snaller percentage
by existing law and/or under the provisions of this Act.
The SEC or BTRCP, as the case may be, shall not inpose any
l[imtations on the extent of foreign ownership in an
enterprise additional to those provided in this Act:
Provi ded, however, That any enterprise seeking to avail of
incentives under the Omibus Investnent Code of 1987 nust
apply for registration with the Board of Investnents (BO),
whi ch shall process such application for registration in
accordance with the criteria for evaluation prescribed in
said Code: Provided, finally, That a non-Philippine national
intending to engage in the sane l|line of business as an
existing joint venture, in which he or his mjority
sharehol der is a substantial partner, nmust disclose the fact
and the nanes and addresses of the partners in the existing
joint venture in his application for registration with SEC
During the transitory period as provided in Section 15
hereof, SEC shall disallow registration of the applying non-
Phi li ppine national i f the existing joint vent ure



enterprise, particularly the Filipino partners therein, can
reasonably prove they are capable to nake the investnent
needed for the donmestic market activities to be undertaken
by the conpeting applicant. Upon effectivity of this Act,
SEC shall effect registration of any enterprise applying
under this Act within fifteen (15) days upon subm ssion of
conpl eted requirenents.

SEC. 6. Foreign Investnent in Export Enterprises. -
Foreign investnent in export enterprises whose products and
services do not fall within Lists A and B of the Foreign
| nvest ment Negative List provided under Section 8 hereof is
all owed up to one hundred percent (100% ownership.

Export enterprises which are non-Philippine nationals
shall register wwith BO and submt the reports that may be
required to ensure continuing conpliance of the export
enterprise with its export requirenent. BA shall advise
SEC or BTRCP, as the case may be, of any export enterprise
that fails to neet the export ratio requirenent. The SEC or
BTRCP shall thereupon order the non-conplying export
enterprise to reduce its sales to the donestic market to not
nore than forty percent (40% of its total production;
failure to comply with such SEC or BTRCP order, w thout
justifiable reason, shal | subject the enterprise to
cancellation of SEC or BTRCP registration, and/or the
penal ties provided in Section 14 hereof.

SEC. 7. Foreign Investnent in Donestic Market
Ent er pri ses. Non- Phi | i ppine nationals may own up to one
hundred percent (100% of donestic market enterprises unless
foreign ownership therein is prohibited or limted by the
Constitution existing |aw or the Foreign |Investnent Negative
Li st under Section 8 hereof. (As anended by R A 8179)

SEC. 8. List of Investnent Areas Reserved to Philippine
National s (Foreign Investnment Negative List). — The Foreign
| nvestnent Negative List shall have two (2) conponents
lists; A and B

a) List A shall enunerate the areas of activities
reserved to Philippine nationals by nmandate of the
Constitution and specific | aws.

b) List B shall contain the areas of activities and
enterprises regul ated pursuant to | aw

1) which are defense-related activities, requiring
prior clearance and authorization from Departnent of
National Defense (DND) to engage in such activity,
such as the manufacture, repair, storage and/or
di stribution of firearns, anmmuni ti on, | et hal
weapons, mlitary or di nance, expl osi ves,
pyrotechnics and simlar materials; unless such



manufacturing or repair activity is specifically
aut horized, with a substantial export conponent, to
a non-Philippine national by the Secretary of
Nati onal Defense; or

2) which have inplications on public health and norals
such as the manufacture and distribution of
dangerous drugs; all fornms of ganbling; nightclubs,
bars, beerhouses, dance halls; sauna and steam
bat hhouses and massage clinics.

“Smal |  and mediumsized donmestic narket enterprises,
with paid-in equity capital less than the equivalent two
hundred thousand US dollars (US$200,000) are reserved to
Philippine nationals, Provided that if: (1) they involve
advanced technology as determned by the Departnent of
Science and Technology or (2) they enploy at least fifty
(50) direct enpl oyees, then a mninmum paid-in capital of one
hundred thousand US dol |l ars (US$100, 000. 00) shall be all owed
to non-Philippine nationals.

Amendnents to List B may be nmade upon recomrendati on of
the Secretary of National Defense, or the Secretary of
Health, or the Secretary of Education, Culture and Sports
endorsed by the NEDA, approved by the President, and
pronmul gated by a Presidential Proclamation.

“Transitory For ei gn | nvest ment Negati ve Li st”
established in Sec. 15 hereof shall be replaced at the end
of the transitory period by the first Regular Negative List
to be fornmulated and recommended by NEDA, follow ng the
process and criteria provided in Sections 8 of this Act.
The first Regul ar Negative List shall be published not |ater
than sixty (60) days before the end of the transitory period
provided in said section, and shall beconme immediately
effective at the end of the transitory period. Subsequent
Foreign Investnment Negative Lists shall becone effective
fifteen (15) days after publication in a newspaper of
general circulation in the Philippines: Provided, however,
That each Foreign Investnment Negative List shall Dbe
prospective in operation and shall in no way affect foreign
i nvestment existing on the date of its publication.

“Amendnents to  List B after promul gation and
publication of the first Regular Foreign Investnment Negative
List at the end of the transitory period shall not be made
nore often than once every two (2) years”. (As anended by
R A 8179)

SEC. 9. Investnment Rights of Former Natural-born
Filipinos. — For the purpose of this Act, fornmer natural
born citizens of the Philippines shall have the sane

investrment rights of a Philippine citizen in Cooperatives
under Republic Act No. 6938, Rural Banks under Republic Act



No. 7353, Thrift Banks and Private Devel opnent Banks under
Republic Act No. 7906, and Financing Conpanies under
Republic Act No. 5980. These rights shall not extend to
activities reserved by the Constitution, including (1) the
exercise of profession; (2) in defense related activities
under Section 8 (b) hereof. Unless specifically authorized
by the Secretary of National Defense; and, (3) activities
covered by Republic Act No. 1180 (Retail Trade Act).
Republic Act No. 5187 (Security Agency Act), Republic Act
No. 7076 (Small Scale Mning Act), Republic Act No. 3018
As anended (Rice and Corn Industry Act). And P.D. 449
(Cockpits Operation and Mnagenent)”. (As anended by R A
8179)

SEC. 10. O her Rights of Natural Born Citizen Pursuant
to the Provisions of Article X, Section 8 of the
Constitution. — Any natural born citizen who has lost his
Philippine citizenship and who has the |egal capacity to
enter into a contract wunder Philippine laws nmay be a
transferee of a private land up to a maxinmum area of five
t housand (5, 000) square neters in the case of urban |and or
three (3) hectares in the case of rural land to be used by
him for business or other purposes. |In the case of nmarried
couples, one of them may avail of the privilege herein
granted: Provided, That if both shall avail of the sane, the
total area acquired shall not exceed the nmaximum herein
fixed.

In the case the transferee already owns urban or rural
land for business or other purposes, he shall still be
entitled to be a transferee of additional urban or rura
land for business or other purposes which when added to
those already owned by him shall not exceed the nmaximm
areas herein authorized.

A transferee under this Act may acquire not nore than
two (2) Ilots which should be situated in different
muni ci palities or cities anywhere in the Philippines:
Provided, That the total |and area thereof shall not exceed
five thousand (5,000) square neters in the case of urban
| and or three (3) hectares in the case of rural |land for use
by himfor business or other purposes. A transferee who has
already acquired urban land shall be disqualified from
acquiring rural land and vice versa”. (As anended by R A
8179)

SEC. 11. Conpliance with Environnental Standards. — All
i ndustri al enterprises regardless of nationality of
ownership shall conply with existing rules and regul ations
to protect and conserve the environnment and neet applicable
envi ronment al standards.

SEC. 12. Consi stent Governnent Action. — No agency,
instrumentality or political subdivision of the CGovernnent



shal |l take any action in conflict with or which will nullify
the provisions of this Act, or any certificate or authority
grant ed hereunder.

SEC. 13. I mpl ementing Rul es and Regul ati ons. — NEDA,
in consultation with BAO, SEC and ot her governnent agencies
concerned, shall issue the rules and regulations to

i nplenment this Act within one hundred and twenty (120) days
after its effectivity. A copy of such rules and regul ations
shall be furnished the Congress of the Republic of the
Phi | i ppi nes.

SEC. 14. Adm ni strative Sanctions. — A person who
violates any provision of this Act or of the terns and
conditions of registration or of the rules and regulations
i ssued pursuant thereto, or aids or abets in any manner any
violation shall be subject to a fine not exceeding one
hundred t housand pesos (P100, 000).

If the offense is commtted by a juridical entity, it
shall be subject to a fine in an anmount not exceeding ¥ of
1% of total paid-in capital but not nore than five mllion
pesos (P5, 000, 000). The president and/or officials
responsi ble therefor shall also be subject to a fine not
exceedi ng two hundred thousand pesos (P200, 000. 00)

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

SEC shall have the power to inpose admnistrative
sanctions as provided herein for any violation of this Act
or its inplenenting rules and regul ati ons.

SEC. 15. Transitory Provisions. - Prior to effectivity
of the inplementing rules and regulations of this Act, the
provisions of Book |1l of Executive Oder 226 and its

i npl enenting rules and regul ations shall remain in force.

During the initial transitory period of thirty-six (36)
nmonths after issuance of the Rules and Regulations to
inplenent this Act, the Transitory Foreign |nvestnent
Negative List shall consist of the follow ng:

A List A

1. All areas of investnent in which foreign ownership
is limted by nmandate of Constitution and specific
| aws.

B. List B:

1. Manufacture, repair, storage and/or distribution of
firearns, ammuni ti on, | et hal weapons, mlitary



or dnance, expl osi ves, pyrotechnics and simlar
materials required by law to be licensed by and
under the continuing regulation of the Departnent of
Nati onal Defense; wunless such manufacturing or
repair activity is specifically authorized, wth
substantial export conponent, to a non-Philippine
national by the Secretary of National Defense;

2. Manufacture and distribution of dangerous drugs; all
forms of ganbling; nightclubs, bars, beerhouses,
dance halls; sauna and steam bathhouses, nassage

clinics and other like activities regulated by |aw
because of risks they may pose to public health and
nor al s;

3. “Smal |l and nediumsized donestic market enterprises
with paid-in equity capital |ess than the equival ent
of Two- hundred thousand US dollars (US$200, 000.00),
reserved to Philippine nationals: Provided, That if:
(1) they involve advanced technology as determ ned
by the Departnment of Science and Technol ogy or (2)
they enploy at least fifty (50) direct enployee,
then a mninum paid-in capital of One hundred
t housand US dol | ars (US$100, 000.00) shall be all owed
to non-Philippine nationals.

SEC. 16. Repealing Clause. — Articles forty-four (44)
to fifty-six (56) of Book Il of Executive Order No. 226 are
her eby repeal ed.

Al'l other laws or parts of |laws inconsistent with the
provisions of this Act are hereby repealed or nodified
accordingly.

SEC. 17. Separability Cause. — If any part or section
of this Act is declared unconstitutional for any reason
what soever, such declaration shall not in any way affect the
other parts or sections of this Act.

SEC. 18. Effectivitiy. — This Act take effect from
fifteen (15) days after approval and publication in two (2)
newspapers of general circulation in the Philippines.

Appr oved,
(SG) JOSE DE VENECI A, JR (SGD) NEPTALI A. GONZALES
Speaker of the House of Presi dent of the Senate

Representati ves
This Act, which is a consolidation of Senate Bill No.

1399 and House Bill No. 5029 was finally passed by the
Senate and the House of Representatives on March 25, 1996.

CAM LO L. SABIO HEZEL P. GACUTAN



Secretary Ceneral Secretary of the Senate
House of Representatives

Approved: March 28, 1996

(SGD) FIDEL V. RAMOS
President of the Philippines
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