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A Study on the Usefulness of Accounting Information for the
Predication of Medium and Small Enterprises’ Bankruptcy
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Abstract The purpose of this study is to verify how the accounting information of a bankrupt firm which is
defined as a dishonor, an impaired total capital, a poor financial performance of a business, a rejection of
auditor's opinion and an incongruity of auditor's opinion differs from that of a healthy firm on the basis of the
index of financial affairs if the accounting information released by KOSDAQ is valuable. The sampling firms
consists of 45 KOSDAQ firms that went bankrupt from 2000 to 2007 and 45 healthy firms which are selected
in accordance with the sizes of assets. It has also selected the 30 sampling firms for the confirmation of the
model in the same way.

According to the result of the in-depth analysis, the variables related to security among the 17 indexes of
financial affairs that have been used in this study for 5 years show a noticeable difference between a bankrupt
firm and a healthy one. The accuracy of failed firms using this model for confirmation demonstrates 76.7% in
5 years before the bankruptcy, 76.7% in 4 years before that, 65.0% in 3 years before it, 76.7% in 2 years,
88.3% in 1 year. This data shows that the process from a healthy firm to a bankrupt one has progressed
gradually and confirms the value of the index of financial affairs, exhibiting the accuracy with 83.8% of a
presuming sample and 76.7% of a confirming sample for 5 years.

Key Words : KOSDAQ, Failure Prediction Model, Early Warning System, Logistic Regression Model
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