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First of all, forcing banks to recognize expected lifetime losses on the day "

they make the loans clearly does not reflect the economics. Booking a loan on
market terms does not cause the bank to suffer a loss immediately. Day-one
losses based on lifetime expected losses could be quite substantial, especially for
long-term loans such as 30-year mortgages. Booking a loss on Day one would
cause loans to be on the books at amounts substantially below their true value,
thus creating a distorted picture. Because such Day-one losses do not reflect the
economics, imposing full lifetime losses at inception would have perverse
consequences. A bank that is increasing its long-term lending business could
show depressed earnings, even when its lending practices are perfectly healthy.

"That is clearly not a reflection of economic reality
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Abstract:

The economic recession has prompted accounting standards for bank loan loss provisions to
shift from an incurred loss approach to an expected credit loss approach. Banks' delay in
recognizing credit losses under the incurred loss approach to loan loss provisions was said to
contribute to the severity of the global financial crisis, as, by providing provisions too little
and too late, it could have prevented banks from being more prudent in good times. It reduces
the pressure that prompts them to take quick corrective action in difficult times. Therefore, the
study aimed to propose an accounting framework to hedge expected credit losses in
accordance with accounting standards and to develop early warning indicators in the Libyan
banking sector. To achieve this goal, the study targeted Libyan banks as a group, and was
applied to five banks out of nineteen banks, where the sample represented what It accounted
for approximately 26% during the period from 2008-2022 of the study population. The study
concluded with building a proposed accounting framework to hedge expected credit losses in
accordance with accounting standards and building early warning indicators in the Libyan
banking sector.

Keywords: Provision for loan losses , bank credit , credit losses, early warning indicators.
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