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changed its name to Berjaya Sports Toto Bhd'

Capnal Md*es &tvieevol l'No 2

couldalsoreflectachangeinthefirm,sbusinessactivities,filmrestructuring'reorganrsa.lon

;;;; ;;;;;". *"*e nane chance sicna: 
:n :*"- :l::"":.::::"T:,:::::::T;;mergers n b lhuuw_ -'*' '--' _ 

t(uor increase in consumer preference for the

of the firm through higher employee morale aI

;;;". ;;";;;'; ; 
" 

t"t"v erflcient market' name change announcements could have a

effect on the firm's shareholders

A change of name might be due to merger or divestment exercise such as l'€ader Cable lndu

J ;;:;;;;;"'';sar cabre Maravsia Bhd a"- 
"**t" :: ::::"':::::::;ffi'i

.**:'il;;;;;;;;u rniti"t"a to uuoia 
"onrusion 

with another companv that have

;;;:;.; ";;;rt", 
*"'untins Industries Bhd chanse'r its name to KIB relii:."T":::::

:il:'" #;il;;;;cJ'po'ation eta e 
"nunge 

to a shorter name bv descnPtive acronv'

is usuarry initiated foi ease of recogniiion rike A'"-o tt"1'*:y:'^":a:::,11'::t"""*t:;

;J#;;ild' ;;it'u"i 
"nu 

t. to" 
"orporation 

Bhd and First Anied coI

;t;";;;a. 
^ ";mpanv 

wjth a new field of business misht chanse its namero

H il;Ji"" ;:"iiJ;'""*u""" 'n"n 
** *ttvitv to the pubric For exampre' in 1ee3'

EastAssetBhd'beganitsnew.spo(stoto'tlusinessthroughacquiringsportsToto(M)Bhd

Theconflictofidentitycrisis,thatisftequentchangesincorporatename'hasbeenlde

as one of the conmon basis for corporarc nane c**" t"l"t1*':oll]l-"j 
:t:""]t::j:

""*"r*rrO,rrrt".""""backtotheiroldnameduetodifficultyofgettinganewnameu;;;";;i;;; ;t"'harehorders and renects the ":^-:'Y :lit:::j":illlili'
il:;T"::ff.:;;"r"u"i""'"" ,. t*o 

"ua 
rndustries Bh'r in 1e84 and later chaD

ol"* ," 
","" 

t* 
""*'radon 

Bhd in the same vear' Another justificatron f.:: 
:'"T"::DACr ro Lren !w '-'r-_

changeistoavoidfocussingononepaniculalethnicgroupwhichconstfaintsonme

increase market shate or to en@r a new marKer' Fot *"-tt"'to "::":*::e:1::,::lt::u.
ffH;il;;; ";-g"ait" 

nu,n" to eunk orcomnerce Bhd in leTe in view orexp

their business on a national scale'

The process of changing a corpomte name is painstaking 
' 
risky' and costly (Bosch and Hir

re8e). chansing business name incur hlgh costs i" * l"'i 
t':11::t:.l"l"TlilT;

ff ffi ffi ;'-*y:::::"::^' mff :ffi ;ffi i"T;;::: :J:
staff uniforms, repainting the vehicles and | 

-t-.r^^"rE".^rrt
ut the literature documents that it cost Esso t

repoded data on the costsofchanging name' br

;;;:;^;t. its name ro Exxon in rq?2 tMcQuade '"tt' i* Yll'.li':jl"j,lll
ips and r€issuing stationery was esdmated

redoing signs at its headqudters and dealersh

13 to 16 million dollars (Bennett' 1986)'
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Harawa (1993) studied on the semi-sEong-form efficiency with respect ro the corpomre

change announcements in the Wal1 Street Joumal. The results suppo( the semi,strong-form

hypothesis ofthe stock market where the substaniial amount of the information of the

announc€menl ofDews o[corporale name change is a!arlable to invenors before the acrualpubli

of the news in the Wall Street Journal. Stock prices start rcacting at least four days before

announcement and no significant pnce rcsponse in the post-announcement period,

Karpoff and Rankine (1994) studied the wealth effect of name change on 147

for tne period from 1979 to 1987. They found that weak positive stock pdce reaction to

announcement and suggest that findings are sensitive to sample selection. They concluded

the results cast doubt on two purpo(ed motives for name changes: that they convey

Cdpital Markets Review Vol.l0 No.2,

to the market about changes in finn's line of business or that they signal managemeni's

information about the firm's firture performance. Finally, the conclusion suggests that

corpo.ate name changes rnay serve a useful purpose, they have small valuation effects or

be anticiDated bv investors.

In more recent study, Koku (1997) investigates the effectiveness of corporate name

signalling in the service industry. Analysing 28 firms fiom the Wall Street Journal for the

3. METHODOLOGY

The sample of firms used in this study was divided into two groups: failed and non-failed

Failed firms werc selected based on the follonins criteria:

t
tr

from 1980 to 1990, they found that firms which announced the name change together with

managerial decisions andregularly release news on other firm specific activities fared much

than firms which did not release such information.

l. Firms that are protected under section 176 of the Companies Acr 1965,

2. Firms that arc approved to undertake restructudng scheme to revive their financial

3. Firms that arc under receivership status.

The non-failed closely matched fims *ere selecred randomly. Thiay-!hree failed fi16
found for the pedod of 1984 to 1997 and after checking the availability of the required d

18 firms were available for analysis. The same number of non-failed firms was used as a
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t= .- ^,^----; 

-

vrxqn+r\r r r\ o, rxn

The variance of the abnormal return over the cut off point

The covariance between the currenl and lag period return

Number ofdays in the CAR statistics

The tesr sratisrics on rhe sigDrficanl of name change rs obrarned u'ing Fresr. l he nu ll hy

to be tested in this study is that the announcement of corporate name change has no

effect on the shareholders wealth.To determine the t-statistics for daily wealih of corporate n

chanses is calculated as follows.

Average sk adjusted return for the day 20 to +20-

The standard deviation.

The total number of sample.

The significance of the period abnormal retums was tested using t-test, which descdbes

follows,

CARJ,

AV,

^t;

SE (CAR!,)

SE (CARJ,\

o,,rrtx

T

The significance ofdaily average abnormal returns was further tested using a non-

binomial statistic calculated as,

Where A is the actual number of positive abnormal retums: E, equal to NP, is the

number of positive abnormal retumsi N is the number ol observations; and P is the

percentage ofposirive prediction errors- Under the null hypothesis ofno effect. P=0.5, this

statistic is more conservative than the tstatistic test and does not require the assumDtion of
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Exhibit 1: Summary of the Averag€ Abnormal Return for the Failed and Non-fail€d

?anelA: Tin S€ries ofAvehge Daily Abnomal Re1um

Pan.l B: Cunulalile Ab.omal R€tums

P6n l: Failed Firms CrcuP

(+1,10)

cl0,+10)

PanelB: Cunuladve Abnomal Ret!fts

Pait 2: Non Failed Fims CronP

(+1,l0)

C10.+10)
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One possibte reason for the extraordinary effect is that most of the failed firms have been

ftom active tading at the bourses quite sometime and the shates were being re-quoted

with announc€ment of management sfategies for the future and name change The market

of these counters was rc-valued to reflect its curent potential economic value based on the

information. This notion is further substantiated by the fact that those failed firns with

unpromising strategies or lack of profitable restructuring business plan were not able to

their sharehotder's wealth at re-quotation.

Exhibit 3: Frequency Distdbution ond Descriptive Statistics

the Announcem€nt Periotl for the Non'Fait€d
Observatiotrs

for Abnormal Return
Group of 18 Name C



CAR

o1$5-o)-@iNs ,N5
I

?I
'Tt

=

'Tt

o
))

I

I
z
-n
g
o
'Tl

5

o

^)

rurBN 8l Jo dno
urnleu lBErouqv.

ot slqe lou ara,a usl

qrF\ suuiJ polq.
uo poseq enF^ trurr

t lj?ur 5qI o8ueq3 ar

Petonb-er Suroq er:

u0aq e^eq suulj tr

:astD\J )wDN anrodroJ lo t)tg!
'oN 0t 10 ^anza 

slaub,



__--:.::::

Capitzl Ma*ets Reeiew vol. t0 No 2

4.1 TIIE IMPACT OF PREVIOUS CORPORATE RESTRUCTURING

REORGANISATIONS

Eighteen failed firms changed their name following a scheme of arrangement' merger' acqulsl

sell-off. sDin-off or some other major corporate restructuring together with profitable busi

strategy as presented in exhibit 4 It is impotant to note that the name change was initiated

reflect these changes. Since these restuctudngs were successfully implemented' the market respori

positively to the announcements of name change'

Exhibil 4: Important Events Associated the Fail€d Firms During Name Changes

Important EventsCo panY Name

Reconstruction scheme

Incorporate new company and close old company-

Debt equity conversion

Olympia Industries Bhd

Under receivershiP
In restructunng Process

Scheme of anangement_reconstroction'
Capital reduction and debt setdement

Mega Fhst Corporation Bhd'

Scheme of anangement (Sn 176).

Capital rcduction and debt settlement'
Uniphoenix Coryoration Bhd

Resructuring schemeAdvance SYnergY Bhd.

Restlucturing scheme

Incorporate new company to acquirc old compant-Diversified Resources Bhd

Equity and financial restructudng scheme

Debt equity conversion.
Larur Consolidated Bhd

Resuuctunng scheme.
Debt equity conversion

RJ Reynolds Bhd.

Capital teconshuction and reshucturrng scneme'
Be4aya Sports Toto Bhd.

capital recons[uctron scheme.

Scheme of arrangement (Sn 176)'

Capital reduction and debt settlement'
Lion Land Bhd

Restructunng scheme

Change of ownershiP
MBf Land Bhd.
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27.08.1991Leader Universal Holdings Bhd
Universal Cable Holdings Bhd

08.01.1990Landmarks Bhd
Landmarks Holdings Bhd

UMW Holdings Bhd
UMW Management Services Bhd

Talam Corporation Bhd
Talam Mines Bhd
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30.09.1995
Westmont lndustries Bhd

Westmont Bhd

11.09.1996

r5.03.1996

Sources: Kuala Lumpur Stock Exchange




