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Abstract

The modern capital theory rising up after the 1950s, is a embranch-
ment of the microeconomics, and is the foundation of investment analy-
sis. The typical question faced by capital theory is: Under the complex-
ion being short of accurate measured data, we must analytically deduce a
complicated system$ moving direction and existing position. But as Paul
Samulson who gained the Nobel economic award pointed out: The ac-
complishment in economics can be classified into two categories (1) The
theorem deduced from firms and individuals maximum hypothesis, (2)
The stably condition existing among economic entities mutually effects.
However, the last aspect has not been satisfying studied up to recent-
ness. This indication means the hypothesis of stability is as important as
maximum.

In practice, we have found that some profitable corporations are
floundering going in financial distress. And that corporation in loss is go-
ing concern. This phenomenon tells us that there is some restricting —
buffer mechanism. This mechanism can be expressed with stability level
(CSL). In capital operation, logically CSL has mutuality with profit-
ability and cash flow and moderate cash flow serves as a guarantee for
going - concern.

The significance of this research — Evaluation Theory for Stability of
Corporation Capital ESCC is the revealing to CSL between profitability
and liquidity of capital, and the developing of a capital evaluation model
contained a kernal concept: stability . On the basis of modern investment
and advanced financial management, with the integrations of demonstra-

tion — theoretics; model — logic; system — emphases, we research the
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capital economy and stability. The main work is as follows:

1. Integrating economics and business theory,developed a point of
view that the economic stability of operating assets combination serves as
logic beginning of the paper.

2. The defining of kernal concepts. Defined two concepts: SL( Sta-
bility Level) is the covariance between capital earning ratio and cash
flow . SF( Stability Factor) is the related factor.

3. Broaded the efficient boundary of portfolio. Indicated that the ef-
ficient boundary should be consisted of eamings ratio risk and liquidity
index.

4. After advance research for capital structure, put forwords a new
concept — Capital Safety Marginal (CSM) , to estimate concept — capital
safety marginal (CSM) ,business distress.

5. Cash flow is the intrinsic factor that determine company capital

DR R Rl R R R

cost and capital flow . This paper investigated the composing process of
he statement of cash flow and based on the statement made a demonstra-
tion for business capital operation .

6. Finally, a theory frame for ESCC was set up, deems that capital
quality lies on profitability and liquidity, the matching of this two ele-
ments shape the capital stable position which can be recognized by CSL
and a systematical efficient evaluation for capital operation was obtained.

The research can advance capital management to systemization
standardization and quantification, and may serves as a reference for the
decision — making in operation under the circumstance of global econo-

my.

Key words: Corporation; Capital Returns; Capital Cost; Capital
Flow; Capital Stability; Financial Distress.
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