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Why is it that some businesses succeed and some fail? As is true for many things in life—school, career, marriage—there is usually no one reason. 
Let’s look at some statistics from the Office of Advocacy of the U.S. Small Business Administration:
In 2004, there were 24.7 million businesses in the U.S.  Small firms with fewer than 500 employees represented 99.9% of that total; only 25% had employees; 53% were home-based and 3% were franchises; and they employed more than half of private sector employees.
How many businesses open and close each year? In the period from 1995 thru 2003, for businesses with employees, there were slightly more business starts than closures, between 500,000 and 600,000 per year. During this same period, between 5% and 10% declared bankruptcy. 

Factors of Success

Looking at the survival rate for new firms, we find the following: 2/3 survive at least 2 years; 1/2 survive at least 4 years; and 1/3 of the closures were successful at closure. 
It is important to note that not all businesses close because they fail. Many business owners decide to close because the business does not provide them with the personal satisfaction they desire, they decide they want to try something else, or they simply retire.

There are some key factors for the survival of businesses: An ample supply of capital; large enough to have employees; the owner’s education level; and the owner’s reason for starting the business. 
Factors of Failure: 

For businesses that do fail, consider some of the reasons why:
1. Inadequate front-end planning.  No Business Plan was prepared; no Feasibility Study was done or no Cash Flow Projections were done.

The most common trap for an entrepreneur to fall into is to become so involved in start-up or day-to-day operations that long-range planning is neglected. 

2. Insufficient capital for startup and backup. Even the most dedicated workaholic cannot overcome ongoing capital deficiencies due to startup losses. 

3. Inexperienced management. Insufficient experience in the management and the day-to-day operations of a business. 

4. The wrong location. Low traffic; no expansion area; changing characteristics of the neighborhood.
5. Too much of the wrong inventory or too much capital tied up in fixed assets. 
6. Poor credit practices. Failure to properly extend and control your credit policy and practices.

7. Unplanned expansion. If one location is doing well, a second doesn't mean the business will do twice as well.
8. Having the wrong attitude. Not ready to work longer and harder than ever before; too much money in trappings and appearance. 
9. Inadequate records and financial knowledge and an unwillingness to work with a banker, accountant, and lawyer. These are three essential partners to have and use.  A basic knowledge of financial terms and an understanding of financial reports is critical to managing a business. 
10. Lack of managerial foresight. Failure to build staff to compensate for the weaknesses of the founder or owner and failure to adequately compensate second-line management. 

There are many reasons why businesses do not succeed or do not remain open. If you have a business or are thinking about starting a business, you might want to pay particular attention to the reasons listed above.


For assistance with the creation of your business plan or for other information and resources to assist your business, contact the Shenandoah Valley Small Business Development Center, with offices in Harrisonburg (540-568-3227) and Verona (540-248-0600) or visit our web-site at www.jmu.edu/sbdcenter.

