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Chapter One General Principles 

Article 1 According to [THE PROVISION ON THE TRANSFORMATION OF THE 
OPERATIONAL MECHANISM OF STATE-OWNED INDUSTRIAL ENTERPRISES] 
(simplified as PROVISION hereafter), in order to enhance the vitality of the state-owned 
commercial enterprises (simplified as Enterprises hereafter), and raise their economic 
operational mechanism of state-owned commercial enterprises is hereby drafted. 

Article 2 The objective of operational mechanism transformation of the enterprise is to 
adapt the Enterprises to the needs of the market, and change the enterprises into the 
commodity producing and managing units with management autonomy, and also with the 
responsibility for their own profits and losses, and to turn them into the legal person with 
independent civil rights and responsibility for due civil obligations. 

Article 3 The commercial management departments at all levels should change their 
functions, undertake the enterprise management reform and develop the market system 
for the transformation of the operational mechanism of the enterprises; these departments 
should make plans according to the specific conditions and different types of enterprises, 
and intensify the leadership in order to achieve the objective of transforming the 
operational mechanism of the enterprise through experiments and specific guidance. 

Article 4 All organizations and staffs of the enterprises should act according to the basic 
task and obligatory principles regulated in the [ENTERPRISE LAW]. Efforts of all walks 
of life should be made to create conditions for the transformation of the operational 
mechanism. 

  

Chapter Two Enterprise operational autonomy 

Article 5 The enterprises may chose and implement the contract responsibility system and 
leasing system after being approved by the government departments in accordance with 
the government regulated or authorized operational management. The enterprises may 



also create conditions for the share-holding system and other government approved 
operational management formats. 

Article 6 The enterprises autonomy over production and management. 

The enterprises are entitled to independently decide the operational framework of all 
commodities except for those not permitted by the government. 

The enterprises may set up specialized or comprehensive wholesale market by utilizing 
their own facilities. 

Article 7 The enterprise autonomy over purchasing and retail channels. 

The enterprises may independently chose purchasing and retail channels. 

The enterprise may independently chose purchasing and retail channels, signing contracts 
and setting up economically rational purchasing and retail network regardless of regions, 
trades and departments according to the operational requirements. 

Besides the government purchase of mandatory planned commodities, the enterprises 
have the right to refuse orders to purchase and retail and designated supplying units and 
channels by any institution and department. 

The enterprises are entitled to refuse any inspection and punishment by inspection 
stations set up without the permission of the provincial government. 

Article 8 The enterprises are entitled to independently set price for commodities and 
services, except for those particular commodities controlled by the price departments of 
the State Council and the provincial government. Regarding the prices on released 
commodities and services, any departments should not interfere by means of gross 
interest rate, different rates and price limit except for those regulated by laws. 

Article 9 The enterprises autonomy over export and import. 

The enterprises may select on their own any enterprise with a foreign trade license as an 
agent and gave the right to negotiate directly with foreign businessmen. 

After being approved by the government department concerned, the enterprises may have 
the right to import and export, enjoying the equal treatment as foreign trade enterprises 
with respect to license and quota. 

The enterprises, in line with the government regulations, may set up joint venture or 
cooperate with foreign businessmen in retail after being ratified. 

With the approval of the local government, the enterprises may undertake the border 
trade. 



The enterprises, in line with the state rules, may also undertake engineering projects, 
technological co-operations or provide other services to foreign countries. 

Article 10 The enterprises autonomy over investment. 

In line with the laws and state regulations, the enterprises may have the right to invest in 
and buy shares of enterprises and institutions of any region and trade in the country with 
the retained capital, land, commercial facilities or in kind and commodities, technology 
and trade names. Approved by the government department, the enterprises, after being 
approved, may also set up enterprises in the special economic zone enjoying policies in 
the special economic zones. 

As enterprises undertake construction and development of commercial establishments 
with retained and self-funded capitals in conformity with the government industrial 
policies and development programs for specific trades and regions, they may decide on 
their own so long as they can properly handle the construction and management, but need 
to report to the government department and accept due supervision. The enterprises may 
decide to start the construction after formalities have been completed by the concerned 
departments according to laws. No estate department should raise rents without 
authorization when the enterprises renovate or repair their business establishments by 
their retained or borrowed capitals. 

The enterprises may issue bonds and use foreign loans after ratified by the concerned 
departments if the retained capitals is deficient in developing and constructing the 
commercial establishments. 

Article 11 Enterprises autonomy over the retained capital utilization. 

The enterprises are entitled to decide the proportion and usage of the funds retained 
capital utilization. 

The enterprises are entitled to decide the proportion and usage of the funds retained from 
the profits after paying income taxes provided that the value-increment of enterprises 
property be ensured, the enterprises also need to report to the responsible department and 
financial department. The enterprises undertaking the construction of production facilities 
or supplementing the working capitals with their retained profits may be refunded 40% of 
their income tax on the part of reinvestment. 

Article 12 Enterprises autonomy over property. 

The enterprises may independently decide to lease, mortgage or transfer their general 
assets under the prerequisite that the evaluation of the assets should be done in line with 
government regulations; the small enterprises in deficit in the remote areas could be sold 
on auction basis after being approved; except for those ruled out by laws and 
administrative regulations. 



Revenues from fixed assets must be totally used for renewing equipment and business 
establishment transformation. 

Article 13 Enterprises autonomy over joint management and annexation. 

The enterprise may undertake joint management, annexation, combination with or even 
buy shares of enterprises of different regions, trades and ownerships, and the enterprises 
may develop commercial, trade, industrial, agricultural group enterprises and chain-stores 
in various forms. 

Article 14 Enterprises autonomy over personnel enrollment. 

The enterprises may decide the timing, term, type of enrollment through comprehensive 
examination on the open and fair basis according to the needs of the enterprises. The 
enrollment from rural populations if difficult in the urban areas should comply with the 
regulations of the provincial and autonomies and municipal governments where the 
enterprises locate. 

The enterprises have the right to refuse unnecessary personnel except for those clearly 
defined by laws and regulations of the State Council. 

The enterprises have the right on enrollment, by implementing labor contract system and 
management through contract. The enterprises may sign labor contracts with their staffs 
on fixed terms or non-fixed terms, or on specific jobs according to the nature of different 
trade and job. The technician and skilled worker may sign non-fixed term contract. In the 
enterprises implementation labor contract system, the treatment and status of the fixed 
term staff could be kept as file. 

The enterprises are entitled to chose the qualified employees by open exams on the basis 
of quota enrollment so as to rationalize the labor composition. The qualified employees 
after exam could be provided with suitable jobs, those failed in the exam could be given 
an probation period. 

The enterprises are entitled to terminate labor contracts and dismiss employees according 
to government laws and regulations as well as the enterprises rules. The enterprises may 
fire employees after approved by the workers representative congress. 

Article 15 Enterprises autonomy over personnel administration. 

The enterprises may break the distinction between the managers and workers. The 
enterprises may also install or appoint special provisional posts only applicable within the 
enterprises, and employ foreign management personnel after approved by the department 
concerned. The middle level executives of the enterprises are appointed and dismissed by 
the managers (directors) according to the state regulations, and the executives of deputy 
manager (director) level are appointed and dismissed by the government department with 



recommendations of managers (directors), or by directors with authorizations of 
government department, excluding those regulated by the laws. 

Article 16 Enterprises autonomy over distribution of wages and bonuses. 

The total wages of the enterprises are fixed according to the government regulations 
connecting the total wage with the economic efficiency. According to specific situation, 
the method could be applied to link the total wage with profit and sales volume index, or 
applied to the contracted wage system on a commission basis. The enterprises are entitled 
to use, distribute wages and bonuses within the volume of total wages. In line with the 
contract responsibility system, the enterprises may apply the various forms of wages 
system such as piece rate wage. The enterprises are entitled to set up term and timing for 
promotion and demotion through exams with a view of contributions, skills, discipline 
and quality. The enterprises should also set up higher wages and bonuses with respect to 
the responsibility and efficiency and hardship of the work. The enterprises may install 
funds to encourage salesmen. 

Article 17 Enterprises autonomy over setting internal institution. 

The enterprises are authorized to set, adjust and cancel internal institutions, as well as to 
decide personnel size, on the other hand to refuse requests from any department and unit 
by any pretext to set up relevant institutions; no department and unit should be allowed to 
interfere the enterprise management through the equivalent institutions, except for those 
requested by laws and special regulations of State Council. 

Article 18 Enterprises autonomy over requests disposed by others. 

The enterprises are entitled to refuse requests from any department and unit regarding 
labor resources, materials and financial resources allocations. The selective exams by any 
department and unit should be conformable with the laws and regulations, the enterprises 
are entitled to ask for compensation for the economic losses caused by the excessiveness. 

  

Chapter Three Enterprises Self-Responsibility for Profits and Losses. 

Article 19 The enterprises are required to set up distribution restraint system and 
supervisory mechanism. The enterprises should maintain a lower increase of the total 
wages than their economic efficiency (referring to profits and taxes), and keep the real 
average increase of staff income lower than enterprise productivity (according to net 
output value). The wages, bonuses, allowances, subsidies and other income of the 
employees should be included into the total wages and rewards in whatever forms must 
be abolished. The enterprises should decide the ups and downs of their employees’ salary 
in line with the economic efficiency. In the enterprises which link the efficiency with 
work, the increase of wages and bonuses should be fixed within the total wage volume 
ratified by the government department concerned. 



Article 20 The income of the managers (directors) should be fixed according to the 
concerned government regulations. First, their annual income should be linked with the 
basic contract quota and actual profits they realized, the bonuses should be given if the 
contract quota has been overfulfilled taking into consideration of the scope and hardship; 
second, their income should be linked with ups and downs of annual income per capita of 
the employees of their enterprises. 

Article 21 Those enterprises undertaking the contract responsibility system should make 
up losses out of their risk mortgages, wage reserves or retained profits to the state. Those 
enterprises undertaking leasing responsibility system should make up the targeted profits 
or rents out of their risk deposits, borrowed living revenues and annual income of the 
contractors, and even their property mortgages when short of capitals, if the enterprises 
fail to fulfill the contracts. 

Article 22 The enterprises required to produce the mandatory products should sign 
agreement of compensation with the government if the mandatory production is to cause 
losses, and the financial department should also subsidize appropriately according to the 
actual losses due to policy reasons. Besides the government mandatory productions, the 
losses due to the forced purchase and sale ordered by the department concerned should be 
compensated appropriately by the due decision making department. 

Article 23 The managers (directors) and other enterprise leaders as well as employees 
should be held responsible for the losses due to improper management. 

In the enterprises of one year losses, the total wages should be appropriately deducted, 
the managers (directors) and other leaders and relevant persons should not have bonuses. 
In enterprises with serious losses, the wages of the managers (directors) and other leaders 
and employees should by relevantly deducted according to the responsibility. 

In the enterprises undergone losses for second successive year with the increased losses, 
the total wages should be deducted, and the wages of the managers (directors) and other 
leaders and employees should be lowered; the leaders should be punished by salary cuts 
and even removed from their posts or demoted. 

Article 24 If the enterprises have achieved the targets by recovering losses and even 
increasing their profits, the new managers (directors) and other enterprise leaders are to 
be awarded accordingly. The bonuses are to be distributed by the government department 
concerned. 

If the enterprises have fulfilled their comprehensive contributions to the state for three 
successive years and realized their value-increment to property, the managers (directors) 
and other enterprise leaders are to be awarded accordingly. The bonuses are to be 
distributed by the government department concerned. 



Article 25 The accumulated losses before the implementation of the PROVISION should 
be dealt with after making an inventory according to the concerned regulations of the 
State Council. 

Article 26 The enterprises should strictly carry out laws and regulations regarding the 
state finance, taxation and property management, constantly make an inventory of goods; 
the enterprises should also set up debt and profit checking system and accounting system, 
constantly analyze the stock and its value as well as the marketing in order to avoid a 
superficial increase of profits; the profits of the enterprise should have audit before 
distribution, the deficient part of retained funds should be supplemented with the profits 
of the very year. 

  

Chapter Four Change and Close of Enterprises 

Article 27 The enterprises should adjust operational management and undertake 
transformation once their leading products are unfit for the market and cause serious 
stockpiles. The wholesale enterprises may adjust organizational structures to enterprises 
may initially undertake structural adjustment for better economic efficiency. 

Article 28 The enterprises with operational losses due to improper management may 
apply for production suspension and rectification, and governmental authorities may also 
order the enterprises to do so. During the rectification period, the responsible department 
should restructure the leading group of the enterprise, the rectified enterprises should 
submit their rectification programs to the responsible department for approval. 

Article 29 The combination of the enterprises between different departments should be 
initialized by the enterprises and ratified by the government with the approval of the 
responsible departments. The combination and separation of enterprises within the same 
department should be initialized jointly by enterprises and the responsible department and 
submitted to the government for approval. 

Article 30 The enterprises are authorized to decide to merge with other enterprises of 
different region, trade and ownership. The merging enterprises have to report to the 
responsible department for approval. 

Article 31 The enterprise remaining in the red should be paid back by means of retained 
capital or even by mortgaging properties of the enterprises. Those enterprises unable to 
pay back debts could declare bankruptcy according to the [Law of Enterprise Bankruptcy 
in the People’s Republic of China]. 

  

Chapter Five Relationship between Enterprises and Responsible Department 



Article 32 The responsible commercial departments at different levels should exercise the 
following duties to ensure the ownership of the enterprises properties: 

1. to examine the value-increment quota to the enterprise property, and to exercise audit 
and supervision over the debts and losses and profits of the enterprise property; 

2. to decide the form, ratio and quota of distribution of profits of the properties between 
state and enterprises in accordance with the regulations of the State Council; 

3. to decide or ratify the operational management of the enterprises and the 
establishment, combination (excluding annexation), separation, close and auction of the 
enterprises, to approve the applications of the enterprises to be combined and declare 
bankruptcy initialized by the enterprises; 

4. to ratify, according to the regulations of the State Council, the damage, cancellation 
after verification, balance and reverse of enterprise property, as well as mortgage and 
gratuitous transfer of key establishments and complete sets of equipments, also to 
organize clearing and to take over the property of dissolved enterprise; 

5. to appoint and dismiss and reward the enterprise managers (directors) in accordance 
with legal rules and procedurals; 

6. to supervise and inspect the management of the enterprises properties; 

7. to maintain the operational management of enterprises, to protect their operational 
activities form being interfered. 

Article 33 The responsible commercial departments should undertake function 
transformation and intensify the management within its trade together with the concerned 
government departments. 

1. to make commercial policy, and commercial system reform program, commercial laws 
and regulations and to implement according to its legal procedures; 

2. make commercial development strategy, principles, to organize the necessary 
commodity (grain) reserves according to the state plan; 

3. to regulate and guide the performance of the enterprises by means of economic lever 
such as interests rate, tax rate, exchange rate and price policy; 

4. to standardize the technology in its trade; 

5. to supervise the quality of commodities and services in cooperation with the 
departments concerned. 



Article 34 The responsible commercial departments should take the following measures 
to serve the enterprises. 

1. to develop the commercial education and public services, to provide the market 
projection and consultative services such as accounting and auditing personnel training; 

2. to positively support the enterprises to join the pension, unemployment security and 
health security, to organize the enterprises to raise pension funds before the social 
security system be set up and completed; 

3. to extend and apply the commercial science and technology, to appraise major 
scientific accomplishments, to organize the international economic and technical 
cooperations and exchanges. 

  

Chapter Six Appendix 

Article 35 This Provision is applicable to the state-owned commercial (grain) enterprises, 
services and reserve enterprises. 

Article 36 This Measure prevails if administrative regulations, municipal rules and 
regulations, other administrative documents promulgated before the Measures are not in 
line with the Measure. 

Article 37 The Measures is to be explained by the Ministry of Commerce and 
implemented by the local commercial executive departments. 

Article 38 Matters excluded in the Measure should follow the PROVISION accordingly. 

Article 39 This measures is to be effective from the day of promulgation. 

 


