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Vizo/ ARCSysPartnership

ÅVizoselected ARCSysafter reviewing numerous vendors and believes 
ARCSyswill provide Vizocustomers with quality allowance accounting and 
reporting.
ÅVizoand ARCSyscreated a partnership to help credit unions through the 

process.  Vizoand ARCSyswill support you through this accounting change 
and beyond.
ÅVizowill be supporting credit unions under 100 million in assets through 

the CECL process using ARCSysSoftware

+



Agenda

ÅData needs of the Warm  Method and Adjusting data

ÅHow the Warm Method Works

ÅPros/Benefits of the Warm Method

ÅCons/Obstacles of the Warm Method
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Warm Method Data
Data Needs
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WARM Method Minimum 
Data Needs by Pool 

ÅDetermine Contractual Term

ÅOriginal date 

ÅMaturity date includes TDRõs extended term

ÅAmortized Cost basis historically through economic cycle or 
contractual term (balance, accrued interest, deferred fees/costs, 
premiums/discounts)

ÅNet Charge off balance by pool year

ÅData to Determine prepayment speeds by Pool

ÅActual calculated prepayments

ÅALM Prepayments (how to validate)

ÅThird Party Data (how to Validate)
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WARM Method Data Needs

ÅMust have historical data through contractual term 
including TDR extensions

ÅWhat if you do not?
ÅThrough one economic cycle, can repeat cycle (2008 forward)

ÅUse third party data, but hard to find with vintages and different 
pool structures than yours (see using third party data)

ÅUsing summarized data is difficult because you do not have 
vintage information with summarized data.
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How the Warm Method Works

The following information was taken from FASB Staff Q&A , Topic 326 NO. 1 

WHETHER THE WEIGHTED-AVERAGE REMAINING MATURITY METHOD IS AN ACCEPTABLE 
METHOD TO ESTIMATE EXPECTED CREDIT LOSSES 



WARM Method
(unadjusted historical loss)
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ÅFASB òAverage annual charge-off rate contains loss content over 
several vintages. (Amortized Cost to number of losses)ó

ÅHow do you do this?
ÅDetermine vintages to use (which ones)?

ÅHow much data do you have?

ÅHow long is contractual term?

ÅDo you have vintage charge off by origination period?

ÅDo you have vintage amortized cost basis



WARM Method
(unadjusted historical loss)
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ÅC!{. ά/ƻƳǇŀǊŜŘ ǿƛǘƘ ǘƘŜ ƳŜǘƘƻŘ ƛǘ ǳǎŜǎ ǘƻŘŀȅ ǘƻ ŜǎǘƛƳŀǘŜ ƛƴŎǳǊǊŜŘ 
ƭƻǎǎŜǎΣ ǘƘŜ ŜƴǘƛǘȅΩǎ ŀǎǎǳƳǇǘƛƻƴǎ ŀƴŘ ƛƴǇǳǘǎ ǿƛƭƭ ƴŜŜŘ ǘƻ ŎƘŀƴƎŜ ǘƻ ŀǊǊƛǾŜ ŀǘ 
an estimate for expected credit losses that contemplates the contractual 
term of the financial assets adjusted for prepayments as well as 
ǊŜŀǎƻƴŀōƭŜ ŀƴŘ ǎǳǇǇƻǊǘŀōƭŜ ŦƻǊŜŎŀǎǘǎΦέ

ÅC!{. ά¢ƘŜ ŎŀƭŎǳƭŀǘƛƻƴ ƻŦ ǘƘŜ ǳƴŀŘƧǳǎǘŜŘ ƘƛǎǘƻǊƛŎŀƭ ŎƘŀǊƎŜ-off rate does 
not include a reasonable and supportable forecast period."

ÅC!{. ά¢ƘŜ ²!wa ƳŜǘƘƻŘ ŎƻƴǎƛŘŜǊǎ ŀƴ ŜǎǘƛƳŀǘŜ ƻŦ ŜȄǇŜŎǘŜŘ ŎǊŜŘƛǘ ƭƻǎǎŜǎ 
over the remaining life of the financial assets (that is, losses occurring 
ǘƘǊƻǳƎƘ ǘƘŜ ŜƴŘ ƻŦ ǘƘŜ ŎƻƴǘǊŀŎǘǳŀƭ ǘŜǊƳύΦέ



WARM Method
(unadjusted historical loss)
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ÅC!{. ά¢ƘŜ ŀǾŜǊŀƎŜ ŀƴƴǳŀƭ ŎƘŀǊƎŜ-off rate is applied through the 
contractual term, further adjusted for estimated prepayments to 
determine the unadjusted historical charge-off rate for the remaining 
ōŀƭŀƴŎŜ ƻŦ ǘƘŜ ŦƛƴŀƴŎƛŀƭ ŀǎǎŜǘǎΦέ 

ÅHow do you do this?

ÅNeed data through a contractual term if not you would need to adjust 
for periods not available

ÅNot average term, your estimated paydowns include prepayments

ÅThis is the unadjusted rate unless you must adjust due to using third 
party data

Å²Ƙŀǘ ƛŦ ȅƻǳ ŘƻƴΩǘ ƘŀǾŜ ŜƴƻǳƎƘ Řŀǘŀ ƻǾŜǊ ǘƘŜ ŎƻƴǘǊŀŎǘǳŀƭ ǘŜǊƳ ƻǊ 
charge off cycle



Complete Charge -Off 
Cycle vs 220 Month Term
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ÅOver what term do Charge-
offs occur?

ÅDo you have enough data to 
see a full cycle?

ÅCycles different by pool!



WARM Method - Adjusting Historical 
Loss
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ÅC!{. ά¢ƘŜ ƘƛǎǘƻǊƛŎŀƭ ǘƛƳŜ ǇŜǊƛƻŘ ǳǎŜŘ ǘƻ ŘŜǘŜǊƳƛƴŜ ǘƘŜ average annual charge-off rate is a 
ǎƛƎƴƛŦƛŎŀƴǘ ƧǳŘƎƳŜƴǘ ǘƘŀǘ ǿƛƭƭ ƴŜŜŘ ǘƻ ōŜ ǇǊƻǇŜǊƭȅ ǎǳǇǇƻǊǘŜŘ ŀƴŘ ŘƻŎǳƳŜƴǘŜŘέ

ÅC!{. άCƻǊ C!{. ŜȄŀƳǇƭŜΣ ŀǎǎǳƳŜ ǘƘŜ Ŝƴǘƛǘȅ ŎƻƳǇŀǊŜŘ ƘƛǎǘƻǊƛŎŀƭ ƛƴŦƻǊƳŀǘƛƻƴ ŦƻǊ ǎƛƳƛƭŀǊ 
financial assets with the current and forecasted direction of the economic environment, and 
believes that its most recent 5-year period is a reasonable period on which to base its 
expected credit-loss-rate calculation after considering the underwriting standards and 
contractual terms or loans that existed over the historical period in comparison with the 
ŎǳǊǊŜƴǘ ǇƻƻƭΦέ 

ÅWhat not adjusting your historical loss means 

ÅTerms are the same

ÅUnderwriting is the same

ÅEconomic cycle is the same and reasonable based on forecast

ÅFICO, LTV, DSCR are the same throughout the period

ÅNo changes in concentration

ÅThis is not reality



WARM Method - Adjusting Historical 
Loss
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ÅFASB òAdditionally, assume the entity considered whether any 
adjustments to historical loss information in accordance with 
paragraph 326-20-30-8 were needed before considering 
adjustments for current conditions and reasonable and 
supportable forecasts but determined that none were necessary.ó

ÅFASB òIt should be noted that this is a simplified example using a 
generic pool. An entity that estimates the allowance for credit 
losses using the WARM method (or any method) should determine 
if its historical loss information needs to be adjusted for changes in 
underwriting standards, portfolio mix, or asset term within the pool 
at the reporting date.ó



Adjusting Prepayments
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FASB òEstimated prepayments are also a significant 

judgment that will need to be properly supported and 

documented.ó



FASB Example
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The facts and circumstances of an entityõs situation should 

be considered. 

ÅPool of financial assets of similar risk characteristics

ÅAmortized cost basis of $13.98 million

Å5-year term, 5-year cash flow forecast ( adjusted by 

prepayments) 



Warm Method ðAdjusting
Historical Loss
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Example Information: 

ÅPreparing for allowance as of 12/31/2020

Å5-year contractual term

ÅData from 2015 to 2020 ð5 years of data

Å2015 to 2020 economic cycle shows unemployment from 6% to 
3.5%

ÅForecast 2 years

ÅUnemployment is only factor considered (generally will have 
multiple factors)

ÅQualitative adjustment of .25% but FASB does not describe how the 
percentage was determined



FASB Example 



FASB Example 



FASB Example 



FASB Example
The facts and circumstances of an 
entityõs situation should be 
considered. 

ÅAssume 0.25% qualitative adjustment to 
represent both current conditions and 
reasonable and supportable forecasts 

ÅFASB does not show you how to do!



ACTUAL EXAMPLE 
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Commercial & Industrial 
Historical Data

Year End Current Balance Amortized Cost # of Loans Average Balance
Actual Annual Net 

C/Os Annual C/O Rate Average Interest Rate

2011 127,856,428.33 128,322,167.85 1,066 120,377.27 10 0.01% 5.33%

2012 115,533,691.43 115,939,948.57 943 122,947.98 13 0.01% 5.21%

2013 116,091,351.72 116,433,886.98 940 123,865.84 13 0.01% 4.98%

2014 120,844,452.43 121,130,344.00 955 126,838.06 31 0.02% 4.81%

2015 132,228,837.07 132,566,186.75 975 135,965.32 39 0.03% 4.75%

2016 127,116,119.00 127,425,131.14 931 136,869.10 59 0.04% 4.76%

2017 120,205,507.92 120,495,492.06 1,016 118,597.93 45 0.04% 4.98%

2018 150,961,487.69 151,318,596.20 998 151,621.84 30 0.02% 5.24%

2019 152,793,810.18 153,295,526.28 1,030 148,830.61 52 0.03% 5.17%

2020 214,741,362.85 215,667,876.99 1,526 141,328.88 62 0.04% 3.22%

Average Annual C/O 
rate 0.03%
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Commercial & Industrial 
WARM Allowance

Year End Amortized Cost Scheduled Pmts Prepayments Est Paydown
Average annual 

C/O rate Allowance Remg Life
Weighted Avg 

RemgLife

2020 215,667,876.99 $0.00 $0.00 $0.00 0.03% $53,916.97 

2021 196,114,384.45 $18,622,373.85 $931,118.69 $19,553,492.54 0.03% $49,028.60 1 0.09 

2022 177,054,461.06 $18,291,037.16 $768,886.23 $19,059,923.39 0.03% $44,263.62 2 0.18 

2023 157,386,854.24 $19,072,369.15 $595,237.66 $19,667,606.81 0.03% $39,346.71 3 0.27 

2024 137,092,191.38 $19,885,056.97 $409,605.89 $20,294,662.87 0.03% $34,273.05 4 0.38 

2025 116,150,482.31 $20,730,309.91 $211,399.16 $20,941,709.07 0.03% $29,037.62 5 0.49 

2026 94,377,443.81 $21,609,382.63 $163,655.86 $21,773,038.49 0.03% $23,594.36 6 0.61 

2027 71,961,213.90 $22,359,920.97 $56,308.94 $22,416,229.91 0.03% $17,990.30 7 0.73 

2028 48,733,642.11 $23,192,698.28 $34,873.51 $23,227,571.79 0.03% $12,183.41 8 0.86 

2029 24,746,715.83 $23,962,928.47 $23,997.80 $23,986,926.28 0.03% $6,186.68 9 1.00 

2030 - $24,734,330.47 $12,385.36 $24,746,715.83 0.03% $0.00 10 1.15 

Method One: Method Two: 

Est. Unadjusted C/O $309,821.32 Weighted Avg Remg Life 5.75 

Unadjusted C/O Rate 0.14% Average Annual C/O rate 0.03%

Qualitative Adj 0.05% Unadjusted C/O Rate 0.14%

Total Allowance for Credit Losses Rate 0.19% Qualitative Adj 0.05%

Total Allowance of Credit Losses 417,655.26 Total Allowance for Credit Losses Rate 0.19%

Total Allowance of Credit Losses 417,655.26 
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Consumer Auto
Historical Data

Year End Current Balance Amortized Cost # of Loans Average Balance
Actual Annual Net 

C/Os Annual C/O Rate Average Interest Rate

2013 147,567,233.98 148,439,619.75 14,356 10,339.90 166 1.61% 8.06%

2014 116,068,864.35 116,985,122.30 11,699 9,999.58 299 2.99% 7.22%

2015 90,449,935.72 91,222,681.02 9,402 9,702.48 122 1.26% 6.50%

2016 81,194,003.74 81,924,392.69 8,123 10,085.48 92 0.91% 5.72%

2017 112,642,241.28 113,891,527.60 9,270 12,286.03 73 0.59% 4.70%

2018 208,669,396.95 211,451,374.62 13,327 15,866.39 93 0.59% 4.58%

2019 340,574,771.93 345,563,343.23 19,532 17,692.16 160 0.90% 4.95%

2020 441,893,822.73 449,626,194.40 25,482 17,644.85 325 1.84% 5.80%

5.80%

Average Annual C/O 
rate 1.34%
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Consumer Auto
WARM Allowance

Year End Amortized Cost Scheduled Pmts Prepayments Est Paydown
Average annual 

C/O rate Allowance Remg Life
Weighted Avg 

RemgLife

2020 449,626,194.40 $0.00 $0.00 $0.00 1.34% $6,008,130.02 

2021 399,311,802.19 $45,751,392.21 $4,563,000.00 $50,314,392.21 1.34% $5,335,803.96 1 0.11 

2022 342,138,158.95 $48,406,143.24 $8,767,500.00 $57,173,643.24 1.34% $4,571,821.15 2 0.25 

2023 286,507,721.23 $51,214,937.73 $4,415,500.00 $55,630,437.73 1.34% $3,828,459.42 3 0.37 

2024 230,313,007.08 $54,186,714.14 $2,008,000.00 $56,194,714.14 1.34% $3,077,557.56 4 0.50 

2025 170,284,077.48 $57,330,929.61 $2,698,000.00 $60,028,929.61 1.34% $2,275,420.99 5 0.67 

2026 109,526,487.48 $60,657,589.99 $100,000.00 $60,757,589.99 1.34% $1,463,547.69 6 0.81 

2027 45,249,205.71 $64,177,281.77 $100,000.00 $64,277,281.77 1.34% $604,642.51 7 1.00 

2028 - $45,149,205.71 $100,000.00 $45,249,205.71 1.34% $0.00 8 0.81 

Method One: Method Two: 

Est. Unadjusted C/O $27,165,383.30 Weighted Avg Remg Life 4.52 

Unadjusted C/O Rate 6.04% Average Annual C/O rate 1.34%

Qualitative Adj 1.15% Unadjusted C/O Rate 6.04%

Total Allowance for Credit Losses Rate 7.19% Qualitative Adj 1.15%

Total Allowance of Credit Losses 32,336,084.53 Total Allowance for Credit Losses Rate 7.19%

Total Allowance of Credit Losses 32,336,084.53 

All rights reserved - Harbinger Technology Solutions, LLC (ARCSys)



FICO 0-590 AUTO Pool - Actual Data WARM 
Method

AUTO > FICO SCORE 0 to 590

Year Current Balance Amortized Cost # of Loans Average Balance
Actual Annual Net 
C/Os Annual C/O Rate

Average Interest 
Rate

2011 3,391,280.31 3,415,136.22 334 10,224.96 111 1.09% 7.62%

2012 12,908,950.67 13,005,068.52 1,266 10,272.57 146 1.42% 6.10%

2013 9,331,357.37 9,401,197.04 1,008 9,326.58 108 1.16% 6.12%

2014 11,469,666.65 11,571,838.49 1,127 10,267.82 71 0.69% 5.36%

2015 30,835,193.24 31,205,971.01 2,379 13,117.26 44 0.34% 4.10%

2016 8,459,401.61 8,557,435.03 761 11,244.99 66 0.59% 5.70%

2017 16,183,847.32 16,411,477.99 1,186 13,837.67 112 0.81% 5.38%

2018 23,531,113.64 23,928,842.08 1,551 15,428.01 233 1.51% 5.37%

891

Average Annual 
C/O rate 0.95%



FICO 0-590 AUTO Pool - Actual Data 
WARM Method

Year End Amortized Cost Scheduled Pmts Prepayments Est Paydown

Average 
annual C/O 
rate Allowance Remg Life

Weighted Avg 
Remg Life

2018 23,928,842.08 $0.00 $0.00 $0.00 0.95% $227,623.11 

2019 21,209,580.10 $2,473,333.43 $245,928.55 $2,719,261.98 0.95% $201,756.13 1 0.11 

2020 18,152,368.89 $2,606,032.15 $451,179.05 $3,057,211.20 0.95% $172,674.41 2 0.26 

2021 15,106,641.65 $2,745,850.40 $299,876.84 $3,045,727.24 0.95% $143,701.93 3 0.38 

2022 11,998,105.98 $2,893,170.14 $215,365.53 $3,108,535.67 0.95% $114,131.98 4 0.52 

2023 8,874,288.94 $3,048,393.85 $75,423.19 $3,123,817.04 0.95% $84,416.67 5 0.65 

2024 5,637,647.31 $3,211,945.58 $24,696.05 $3,236,641.63 0.95% $53,628.12 6 0.81 

2025 2,238,375.15 $3,384,272.16 $15,000.00 $3,399,272.16 0.95% $21,292.54 7 0.99 

2026 - $2,223,375.15 $15,000.00 $2,238,375.15 0.95% $0.00 8 0.75 

Method One: Method Two: 

Est. Unadjusted C/O $1,019,224.90 Weighted Avg Remg Life 4.48 

Unadjusted C/O Rate 4.26% Average Annual C/O rate 0.95%

Qualitative Adj Unadjusted C/O Rate 4.26%

Total Allowance for Credit Losses 
Rate 4.26% Qualitative Adj

Total Allowance of Credit Losses 1,019,224.90 Total Allowance for Credit Losses Rate 4.26%

Total Allowance of Credit Losses 1,019,224.90 



AUTO Pool 740 to 900 - Actual Data 
WARM Method

AUTO > FICO SCORE 740 to 900

Year Current Balance Amortized Cost # of Loans Average Balance
Actual Annual 
Net C/Os Annual C/O Rate Average Interest Rate

2011 68,414,629.04 68,804,038.88 7,058 9,748.38 6 0.06% 5.04%

2012 50,401,276.12 50,797,065.52 5,395 9,415.58 16 0.17% 4.55%

2013 39,069,193.51 39,408,658.91 4,205 9,371.86 3 0.03% 3.99%

2014 35,666,528.78 35,997,255.80 3,575 10,069.16 - 0.00% 3.41%

2015 46,124,227.29 46,642,965.78 3,710 12,572.23 3 0.02% 2.81%

2016 102,771,946.72 104,186,055.85 6,480 16,078.10 4 0.02% 2.61%

2017 146,211,278.64 148,458,129.53 8,772 16,924.09 4 0.02% 2.95%

2018 174,270,926.55 177,439,066.59 10,734.0 16,530.56 13 0.08% 3.58%

Average annual C/O rate 0.05%



AUTO Pool 740 to 900 - Actual Data 
WARM Method

Year End Amortized Cost Scheduled Pmts Prepayments Est Paydown

Average 
annual C/O 
rate Allowance Remg Life

Weighted Avg 
Remg Life

2018 177,439,066.59 $0.00 $0.00 $0.00 0.05% $88,719.53 

2019 156,120,224.01 $19,545,628.21 $1,773,214.37 $21,318,842.58 0.05% $78,060.11 1 0.12 

2020 131,830,509.37 $20,245,797.45 $4,043,917.19 $24,289,714.64 0.05% $65,915.25 2 0.27 

2021 108,943,768.43 $20,971,048.36 $1,915,692.58 $22,886,740.94 0.05% $54,471.88 3 0.39 

2022 86,260,440.08 $21,722,279.41 $961,048.94 $22,683,328.35 0.05% $43,130.22 4 0.51 

2023 63,584,583.78 $22,500,421.29 $175,435.01 $22,675,856.30 0.05% $31,792.29 5 0.64 

2024 40,199,353.38 $23,306,437.99 $78,792.41 $23,385,230.40 0.05% $20,099.68 6 0.79 

2025 16,018,025.31 $24,141,328.06 $40,000.00 $24,181,328.06 0.05% $8,009.01 7 0.95 

2026 - $15,978,025.31 $40,000.00 $16,018,025.31 0.05% $0.00 8 0.72 

Method One: Method Two: 

Est. Unadjusted C/O $390,197.99 Weighted Avg Remg Life 4.40 

Unadjusted C/O Rate 0.22% Average Annual C/O rate 0.05%

Qualitative Adj Unadjusted C/O Rate 0.22%

Total Allowance for Credit Losses 
Rate 0.22% Qualitative Adj

Total Allowance of Credit Losses 390,197.99 Total Allowance for Credit Losses Rate 0.22%

Total Allowance of Credit Losses 390,197.99 



PROS AND CONS OF THE 
WARM METHOD SUMMARIZED
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PROS AND CONS FOR DATA

Pros Cons

ÅUsing Summarized Loan data, 
such as historical allowances, 
call report, or other 
summarized data sets.

ÅSummarized Charge offs and 
Recoveries by pool

ÅRecorded Investment needed

ÅUsing Average balances

ÅDo you have enough Data 
through contractual term 
(charge off cycle)

ÅCalculating prepayments by 
pool

ÅRecorded Investment needed

ÅRestricted Pooling if 
summarized data is used



PROS AND CONS OF
ADJUSTING HISTORICAL DATA

Pros Cons

ÅPossible analysis if loan level data is 
available, however more data such as 
FICO, maturity dates.

Summarized data 

ÅHow to adjust unadjusted historical loss 
information (charge-offs, prepayments) ς
what needs to be considered?

ÅHow do you adjust for underwriting 
standards?

ÅHow do you adjust for portfolio mix 
(including LTV, FICO)

ÅWhat if the economic environment is not 
similar?

ÅHow do you adjust for contractual term 
mix

ÅIƻǿ Řƻ ȅƻǳ ŀŘƧǳǎǘ ŦƻǊ ¢5wΩǎ



PROS AND CONS FOR 
MODELING/CALCULATION 

Pros Cons

ÅPool level cash flow calculation

ÅWorks well on pools with very 
consistent losses through time

ÅDetermining and documenting risk pools

ÅOther models such as Probability of 
default may not work with data set 
created

ÅDetermining pool level calculations for 
payments

ÅPreparing a forecast

ÅCalculating unused commitments by pool



PROS AND CONS OF
THIRD-PARTY DATA

Pros Cons

Å5ƻƴΩǘ ƘŀǾŜ ǘƻ ƎŜǘ ȅƻǳǊ ŘŀǘŀΗ

ÅMust determine if contractual terms match your 
contractual terms

Å If not, then how do you adjust?

ÅMust determine if historical loss rates match your loss 
rates

Å If not, then how do you adjust?

ÅMust determine if pre-payment rates match your 
prepayment rates

Å If not, then how do you adjust?

ÅMust determine if loan data went through a similar 
economic cycle

Å If not, then how do you adjust?

Å If not, then how do you forecast?

ÅHow do you know the underwriting standards are the 
same, LTV, FICO?



OTHER PROS AND CONS

Pros Cons

ÅSituations involving minimal loss 
history

ÅLosses that are sporadic with no 
predictive patterns

ÅLow numbers of loans in each pool, 
data that is only available for a short 
historical period

ÅA composition that varies significantly 
from historical pools of financial 
assets

ÅChanges in the economic 
environment

ÅEasier to understand the model 

because of the basic calculations 

involved



Questions?


