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Empirical Study on Causes of Business Failure and Their

Accountability during Years before Failure
LEE Li-tze'*, CHIANG Fang-ping®, WU Yi-jhen'
(1.3 Department of Accounting and Information, Overseas Chinese University, Taichung40721, China; 2. Department of
Marketing and Supply Chain Management, Overseas Chinese University, Taichung40721, China)

Abstract: Business failure is caused over years and won't occur over one night. According to Pretorius (2008),
causes of business failure include human causes, internal and external causes, structural causes and financial causes
associated with failure. This study analyzes the relationship between causes of business failure and years before failure.

From 2007 to 2010, 69 public traded business which failed were sampled, excluding banks and insurance compa-
nies. During the same periods, 69 public traded normal companies were collected when matching the similar net assets
in the same operating industry. It made up total sample size of 138.

Results of this study indicate that financial ratios have better predicting power over business failure among three
years before business failure. Ratio of sales over total assets has significant effects over three years. In addition, four
causes have effects on predicting business failure when analyzing data thee years before business failure. Both two caus—
es(structure causes and financial ratios causes) have effects on predicting business failure when analyzing data two
years before business failure. However, only financial causes have effects on predicting business failure when analyzing
data one year before business failure. These ratios include: liability ratio, equity market value over book value of total
liabilities, and total assets turnover rate.

Key words: business failure; financial ratio; logistic regression



