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The primary objective of this study is to examine the relationship among market value of
equity and discretionary loan loss provision and discretionary allowance for loan loss.
An allowance for loan loss is an accounting adjustment made by manager in order to reflect
actual performance and to reveal appropriate value of loan portfolios. The sample group used in
this study consists of banks and financial companies listed in the Stock Exchange of Thailand
during 2000-2004. This study employs multiple regression analysis in the examination and used
a notification of the Bank of Thailand “Re: Worthless or Irrecoverable Assets and Doubtful Assets
that may be Worthless or Irrecoverable” as a principal means to partition loan loss provision and

allowance for loan loss into discretionary and non-discretionary components.

The research results indicate that, discretionary loan loss provision and discretionary
allowance for loan loss -are significantly related to market value of equity. Discretionary loan loss
provision is negative related to market value of equity, while discretionary allowance for loan loss
is positive related to market value of equity. The evidence suggests that investors view
discretionary loan loss provision as an expense that reduces current earning, while viewing
discretionary allowance for loan loss as a signal about future earnings. Therefore, this evidence

is consistent with Ahmed, Takeda and Thomas (1999) and Bever and Engel (1996).





