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Business failures in 1992 increased 9.9 percent over 1991, reaching a record high 

of 96,836 failures for the year.1 This paper addresses the reasons behind two general 
classes of business failures, Catastrophic Failures, and General Lack of Success (GLOS) 
Failures. In addition, practical guidelines are provided for use in avoiding these pitfalls, 
thereby nurturing the potential for success. 

Every business has a life span that is defined by its business life cycle.  This life 
cycle is usually defined as having four stages (Introduction; Growth; Maturity and Decline). 
Most businesses typically follow a skewed bell curve distribution, with sales eventually 
tapering off over time. Armed with this information, the key to predicting the nature of the 
eventual Decline phase of a company lies in efforts to determine why a business fails.  

In the past, much attention and emphasis has been placed on determining the 
quantitative side of the equation (e.g., the number of business failures per year, the mean 
life span of a new start-up, etc.). This paper will attempt to provide a framework of 
observations and arguments regarding the qualitative aspects of this subject (i.e., why a 
business fails). 
 
Definitions  
 

To understand why a business fails, we must first define what we mean by the term 
"failure.”  It has been my experience in counseling over 200 businesses in the past several 
years, that there are two basic categories of business failure:  Catastrophic Failures, and 
General Lack of Success (GLOS) Failures. For our purposes, Catastrophic Failures will be 
defined as those companies that have been impacted by a sudden shock to their standard 
method of operation such as the complete loss of working capital, the death of a sole 
proprietor/general partner, irreparable damage to a facility, etc.  

Such shocks often result in bankruptcy, receivership, and/or liquidation of the 
subject company. GLOS Failures, however, are characterized by the business not meeting 
up with the owner's profit expectations, resulting in the company eventually being sold off, 
shut down, etc. 
 
Reasons for Catastrophic Failure  
 

The overwhelming majority of businesses that are affected by Catastrophic Failure 
suffer this because of a lack of adequate cash flow. A significant shortfall in cash flow 
reduces the ability of the company to respond to outside problems/threats. This delayed 
response often results in the catastrophic failure of the business.   

Recent statistics from the Dun & Bradstreet Corporation indicate that of those 
businesses indicating economic factors as the reason for their failure, 75.2 percent cited a 
lack of sufficient profits as one of the primary reasons.2 This is made worse by the fact 



that many small businesses do not monitor their financial condition on a timely basis. 
Presently, over half of all of the businesses that we counsel do not monitor their cash flow. 
A sizeable portion of them do not perform any financial analysis on a monthly basis. 
These companies are prime candidates for a Catastrophic Failure. 
 As stated above, Catastrophic Failures can also be caused by the death of the sole 
proprietor/general partner. However, although it ranks as the highest among the "disaster" 
related causes for failure, the Dun & Bradstreet Corporation statistics indicate that this 
happens in less than 0.2% of the overall failures.3  Other "disaster" causes cited include 
Fire, Act of God, Employee Fraud, Burglary, and Strikes (in descending order of 
occurrence). 
 
Reasons for a GLOS Failure  
 

A GLOS Failure is characterized by profits not meeting the owner's expectations, 
resulting in the company eventually being sold off, shut down, etc. A thorough review of 
the Dun & Bradstreet Corporation statistics indicates that roughly 88.7 percent of all 
business failures are due to management mistakes. After looking at the underlying 
reasons for these management related mistakes, the following twelve (12) reasons for a 
GLOS failure were developed: 
 
1. The entrepreneur tends to go into business for t he wrong reasons.  In the 

process of counseling small business owners, we have heard the following cited as 
reasons for going into business: 
A. A desire to be one's own boss.  We have found that many  

entrepreneurs failed because they underestimated the time commitment the 
business would be exact upon their lifestyle. Reality is often in direct 
contradiction to the widespread belief that the "boss has it easy.” 

B. A desire for financial independence.  The desire for financial 
independence is a double edged sword. Unfortunately, the inexperienced 
entrepreneur often does not realize that along with the opportunity for 
financial independence, goes the opportunity to lose everything that he/she 
owns.  

C. A lack of ability to work with/for others.  Entrepreneurs that cite this 
reason often overlook the fact that this basic lack of human relation skills is 
going to adversely affect how they interact with their "new" boss, the buying 
public. 

D. A general disdain of "paperwork" in their curren t job.  This "free spirit" 
approach to entrepreneurship, unfortunately does not take into account the 
increasing demands of the IRS, EEOC, ADA, etc.  With increasing 
regulations, it appears that paperwork is going to become even more central 
to the entrepreneurial way of life. 

E. A desire for creative freedom.  Not a bad reason, as long as the end 
product will appeal to a large enough target market. The key here is that 
although we know entrepreneurs like to "do their own thing,” they must 
produce a marketable product if their companies are expected to survive. 

F. A desire to use one's skills and knowledge.  Of these reasons cited, this is 
the best rationale behind starting one's own business.  This rationale 



dovetails into the five factors that predicate the success of a company. 
These factors are: 

Experience   knowledge of the industry 
Expertise   in the field of the new business 
Effort   the long hours necessary for most businesses 
Finances   positive cash flow 
Luck   this is what binds it all together 

2. The entrepreneur asks advice of family and frien ds.  In most cases, advice from 
relatives is well meaning, well intentioned, AND WRONG. It is human nature to not 
want to tell a loved one that his/her product tastes bad, or that his/her cleaning 
service is overpriced. Consequently, if an entrepreneur is not aware of this natural 
bias, it is easy to see how he/she would be led into making wrong decisions for the 
right reasons. 

3. The entrepreneur is in the wrong place at the wr ong time.   Because the 
business environment is in a constant state of flux, there are certain unforeseen 
problems.  For instance, by 1990, 46 percent of the original 1979 Fortune 500 were 
gone, having been replaced by companies such as Apple, Compaq, and MCI.4  The 
dramatic rise in popularity of the video disc industry and the impending fall of the 
Freon industry are two such examples. To a certain extent, such fluctuations are 
beyond the control of the typical business owner.  As stated above, it does not hurt 
to be lucky if you want to be an entrepreneur.   

4. The entrepreneur gets worn out and/or underestim ates the time requirements.  
To be a successful entrepreneur, one typically needs to be an aggressive, self-
starting, high energy individual. Over half of all small business owners work more 
than 60 hours per week, with one fourth of all small business owners working more 
than 70 hours per week.5 Clearly, if the would be entrepreneur is not aware of and 
prepared for these time commitments up front, the chances of the company 
becoming a GLOS Failure is greatly enhanced. 

5. Family pressures on both time and money commitme nts.   A family owned 
business can exert tremendous pressures upon a business owner. Caught in a 
constant conflict between what is best for the family, and what is best for the 
company, the business owner is faced with a "lose - lose" situation. This does not 
mean all family owned businesses are doomed to either bankruptcy or divorce. 
Instead, either the family will not be as strong as it could potentially be, or the 
company will not perform to its full potential. Therefore, a family owned business 
has a much higher probability of being a GLOS Failure than does a company that is 
not closely held by a family.   

6. Pride.   As with the saying "Pride goeth before the fall . . . ,” so it is with pride in the 
business world. It is not uncommon to find a business owner that is unwilling to 
seek help when facing a situation that he/she knows nothing about. Instead, by 
forging ahead without guidance, many companies get trapped into the poor 
performance that typifies a GLOS Failure. 

7. Lack of market awareness.   As stated in point # 1 above, a successful 
entrepreneur must have experience in the industry.  A demonstrable knowledge of 
the market is one of the first things that we look for in assessing the areas of need 
with a client.  What we often find is that he/she tends to underestimate the 
competition in size, strength, or quantity, and/or overestimates the size of the 



market. If an entrepreneur is attempting to penetrate a nonexistent or highly 
competitive market, and is not aware of these market characteristics, the company 
is probably headed for a GLOS Failure. 

  8. The entrepreneur falls in love with his/her prod uct.  This is a common 
characteristic with older, more established companies. We do not advocate 
"change for change sake," rather, that products should evolve to meet changing 
market dynamics. Many entrepreneurs are fearful of modifying existing product 
lines, to come up with new ones, or of dropping old favorites if they turn out to be 
losing money. Entrepreneurs should instead adopt a new buzzword for the 1990's - 
"Product Re-engineering.”  In some cases, the product does not need to be 
changed as much as the end market needs to be retargeted.  Such was the case 
with Arm & Hammer Baking Soda several years ago. They were able to increase 
their sales without modifying their existing product by simply stressing the use of 
their baking soda as a carpet deodorizer, cat litter box deodorizer, refrigerator 
"freshener,” and toothpaste. 

9. Lack of fiscal responsibility and awareness.   Probably the leading  
cause of business failure (whether Catastrophic or GLOS) is the lack of 
understanding of the importance of timely and accurate financial information. 
Ninety-five percent of all small business start-ups do not break even in their first 
month, with the majority of all start-ups not making a profit in their first year.6  An old 
business adage that we have seen proven time and again is, "Most businesses are 
out of business six months before the owner realizes it.” 

10. Lack of a clear focus.  Many GLOS Failures can be traced back to the lack of a 
clear mission statement and/or business plan. A recent publication of Small 
Business Success noted a Harvard University study that correlated the amount of 
time spent planning a business is directly related to the success of the business.7 
This study found that owners spending six months or less planning their business 
experienced an 80 percent failure rate. Correspondingly, those owners that took a 
year or more to plan their business experienced an 80 percent success rate.  
Although most of our clients do not take a year to develop a plan for their business, 
we have found that if they take the 40-60 hours necessary to develop a good 
business plan, they are much better prepared to respond to questions and/or 
problems as they arise. For instance, the "due diligence" currently required of most 
commercial loan officers strongly suggests that a business plan is developed prior 
to obtaining funding for a new business venture. It has been our experience that 
those companies without a mission statement or business plan lack the clear focus 
that is necessary to avoid the pitfalls that lead to a GLOS Failure. 

11. Too much money.   Although this may sound strange, there are definite problems 
that can be associated with having too much money. The root problem is that it 
allows for inefficiencies to enter the operation. Once discovered, the initial attempt 
to resolve a problem is all too often to throw money at it rather than to spend the 
time and effort necessary to uncover the root source. This will ultimately lead to a 
GLOS Failure.  

12. Optimist/Realist/Pessimist.  Unlike the traditional saying "A good business 
manager hires optimists as salesmen and pessimists to run the credit department,” 
a successful business owner must have a blend of each of these personality traits 
in order to effectively deal with the changing business environment. If one particular 



area overshadows all of the others, the company will not achieve its optimum level 
and a GLOS Failure will result.    

 
Factors That Will Help Ensure Success  
 

Although there are no "magic bullets" that will guarantee success for a small 
business owner, the following items should provide some guidance to help ensure his/her 
ultimate success. 

 
1. Develop a business plan and mission statement fo r your business.   This 

should include a three-year financial projection (including cash flow projection). 
Remember, it is better to lose $5,000 on paper with a projected scenario, than to 
actually lose $50 by following that dead end. 

2. Obtain accurate financial information on your co mpany in a timely  
manner. A Profit & Loss statement and Balance Sheet should be on the owner’s 
desk each month by the 15th of the following month. It has been our experience 
that the only useful purpose we have found for quarterly statements is as kindling. 

3. Profile your target customer.  Determine both the demographics (hard core 
variables such as age, sex, race, income group, etc.) and the psychographics (likes 
and dislikes) of your target customer. Use this information along with Census 
Bureau and/or PRISM data to focus your advertising and promotional efforts on 
these target customers.   

4. Profile your competition. It is critical that you know the strengths and weaknesses 
of your competition as well as your own company. Do some "mystery shopping" of 
your competition to see what they charge, how deep their inventory is, how quickly 
they service you, how well the salespersons are trained, what types of "close" 
techniques they use, etc.  It is always amazing what information you can find out 
from a company if you act both interested and naive.   

5. Go into business for the right reasons. Make sure that you have the Experience, 
Expertise, Effort, Finances and Luck necessary to make the business a success. 
There are many sources that can provide personality tests that will help you 
determine if you are really suited to go into business for yourself. Spending a little 
money might save you from some big heartache later. 

6. Don't borrow family money, and don't ask the fam ily for advice.   Although you 
might feel that there are no strings attached to family money, the pressure that you 
will place on yourself if you start having difficulties is not worth the risk. Remember, 
your banker may seem difficult, but at least you don't have to live with him. Seek 
out your nearest SBA office for free assistance from the SBDC, SCORE, or SBI 
groups.  They are guaranteed to be free, impartial, professional and confidential. 

7. Network with other business owners in similar in dustries.  As long as you are 
not competing with them directly, most entrepreneurs like to talk about their 
companies. By developing a network, you will find that you have a resource which 
you can use as a sounding board for ideas, promotions, problems, etc. 

8. Don't forget, someone will always have a lower p rice than you.  You have to 
use something other than price to set yourself apart. This can be anything from the 
timeliness and quality of the service that you provide, to your business cards and 
brochures. Be different.  



9. Realize that tastes change.  Just like your company has a fixed life cycle, so do 
your target customers. As your target customers get older, their tastes will change. 
You will either have to adapt your products and services to these changing tastes, 
or refocus on the younger customers that are now growing into your target 
customers. This is a never-ending cycle. 

10. Become better informed of the resources that ar e available in your local area. 
Your local SBA office can put you in touch with various types of resources ranging 
from free publications to low cost seminars to free one-on-one help.  Ask for help 
before you think you need it. Remember that most businesses are out of business 
six (6) months before they realize it. Look ahead, and plan ahead. 
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LIBRARY REFERENCES FOR STARTING A BUSINESS  
 
1. Standard and Poor's Industry Surveys - Use this to research the state of the economy as a whole. 
2. Value Line - This is a very good source of what is happening within a particular industry. 
3. Business Periodical Index - Use this to find a listing of current articles about a particular industry, 

and what is happening in that industry. 
4. Kansas Directory of Commerce - Use this to find out what other Kansas companies are in that same 

type of business (indexed by alphabet, county, and product produced). 
5. Encyclopedia of Associations - This lists all associations within a particular industry, as well as the 

trade journals and related costs. 
6. Thomas Register - This provides a listing of the various manufacturers in the U.S., as well as their 

approximate previous year's sales. 
7. Rand McNally Commercial Atlas and Marketing Guide -This breaks down the population by county, 

and gives a lot of demographics about the population (also indexed by age and income level). 
8. Kansas Business Directory - This lists all of the businesses in Kansas by business type. 
9. Gale Directory of Publications - This lists the media companies, their respective advertising rates, 

and frequency of publication or broadcasting by city. 
10. Kansas Statutes Annotated - General Index - This lists the particular state laws which apply to a 

specific industry. 
11.     Commerce Clearing House U.S. Master Tax Guide - This provides  

information about Federal Income Taxes for the various types of company structures, and particular 
situations of business transactions. 
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