AVOIDING CoMMON PITFALLS
OF DATA COLLECTION

by Donald R. Narup, President, CRA Information Services

Compliance officers are faced with
highly complex data collection and re-
porting challenges that are essential not
only to the supervision, but also the
well being of the institution. Since the
establishment of new compliance regu-
lations in 1996, the requirements placed
on banks to collect, track, maintain,
report and analyze thousands of pieces
of CRA and HMDA data has increased.
Recent changes in the HMDA regula-
tion will intensify this situation.

Compliance officers are often tasked
to create their own processes for data
collection and analysis to meet these
growing requirements. The most com-
mon resources used are mainframe
systems and financial spreadsheets—
neither of which provide an efficient
methodology to manipulate the data
and prepare the required analysis. With-
out a customized program designed to
handle CRA and HMDA data, these
homegrown processes are even more
vulnerable to common data collection
pitfalls. These pitfalls have the poten-
tial to adversely affect the bank’s abil-
ity to make informed planning and
compliance decisions vital to proper
management of the institution.

This article will offer tips to help com-
pliance staff recognize and avoid some
of the more common pitfalls. These tips
are based on years of practical experi-
ence in receiving and analyzing com-
pliance data from institutions of all as-
set sizes and geographic areas of the
U.S. This is by no means a complete
listing, nor does it address all of the
issues surrounding any one item men-
tioned. It will hopefully help you to
begin to assess the effectiveness of your
bank’s data collection system.

StART Now

Establishing procedures and training
staff is the most time consuming part
of the effort. Give yourself sufficient
time to smooth out the wrinkles be-
fore you are faced with the first an-
nual submission. Don’t wait until the
bank is at the magic $250 million asset
mark and becomes a reporting institu-
tion to begin collecting information.
Starting from scratch, it could take at
least a year to get data collection pro-
cesses in place, especially if you don’t
have customized software to set up the
data fields and proper codes.

MakING THE MAINFRAME
WOoRK

If you decide to collect data on a main-
frame system, determine whether there
are any CRA data collection fields al-
ready available. If not, you will need
to find out how to add the necessary
fields to the system. Most systems al-
low customers a certain number of
fields they can customize. They are
most commonly called flex data fields.
The system you use may have a differ-
ent name.

Don’t be surprised if only a few, or
no flex data fields are available. The
system has likely been in place for
many years, during which time people
have set up fields for any number of
purposes (many long forgotten). De-
leting fields and reports that are no
longer needed may require manage-
ment approval, which may not hap-
pen according to your timetable.

Once you determine which data col-
lection fields are available, examine the
loan boarding document. Rework it to
include the new compliance data fields,

or make an addendum page that in-
cludes them. Following are some of the
more problematic areas you will en-
counter when adapting a mainframe
system for data collection purposes.

CRA ADDRESS

[l Use a specific CRA address field, as
the customer’s mailing address may
not be the CRA address. Many sys-
tems have several address fields that
can be used to capture address in-
formation. Having separate CRA
and mailing address fields also en-
sures that data is collected in a con-
sistent format.

[ Keep in mind that P.O. box ad-
dresses are not acceptable. The ac-
tual street address to where the loan
proceeds are going is the correct
CRA address.

[l Avoid the common pitfall of using
the “collateral description” field to
enter a CRA address. Usually, this
field is only 35 characters in length,
which is often not adequate to ac-
commodate the full address.

[l Require data to be entered in the
CRA address field even if it is the
same as the mailing address. This
avoids confusion over whether the
CRA address is the same as the
mailing address or was simply not
entered.

GEOCODING

[l Addresses need to be geocoded.
Geocoding is a skill, requiring par-
ticular knowledge of how it works
and the database engines used to
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do it. Not getting a match on the
FFIEC geocoder may be due to the
way an address was entered in the
search fields, and not because it's
not in the database.

[ Based on my experience, twelve to
fifteen percent of all addresses en-
tered on mainframe systems have
some type of error that prevent
them from being geocoded. Besides
spelling, the most common error is
placing an apartment or unit num-
ber between the street name and
directional prefix, as with “123 A E
Main St.” Address formats have a
street number followed by a direc-
tional prefix such as N, S, E, W, a
street name and then a suffix such
as Ave, Blvd, Ln and St. Geocoders
do not recognize the “A” as a pre-
fix and will not make a match. The
address must be reformatted to “123
E Main St #A” before it will
geocode. By entering it correctly
the first time, you save yourself
some duplication of effort.

(1 Always use standard U.S. postal
abbreviations. The abbreviation for
Trail is TRL, not TR. In some geog-
raphies, MLK will not generate a
match but Martin Luther King will.
4532 S Highway 76 may not match
but 4532 US Hwy 76 S or 4532
County Road 76 or 4532 Kentucky
Hwy might. If 2016 First St doesn’t
get a hit, try 2016 1st St.

(1 Do not enter an address range, as
in “1234-1242 Main St.” Only one
street number can be used to
geocode an address. For multiple
properties at different locations,
pick the one most advantageous to
the bank, such as the address in a
low- or moderate-income census
tract. For multiple addresses at a
single location, one street number
will suffice.
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Putting geocode information on the
mainframe is your choice. If you don’t
need to, then don’t. The FFIEC and the
Census Bureau’s America Fact Finder
make geocoding information available
at no charge on their web sites at
www.ffiec.gov and www.factfinder.
census.gov. However, entering one
address at a time gets a little tedious
and probably is not an efficient use of
time or personnel.

“* The key to good
data collection
is to collect it the
way you will use it’”

There are very inexpensive software
products available that will scrub ad-
dresses to check for spelling errors,
correct non-standard formats and ap-
pend current zip and zip+4 codes.
These products are designed for bulk
mailers; but the address scrubbing fea-
tures used for bulk mailing purposes
are also excellent to use for geocoding
purposes. Additionally, they have the
capacity to geocode as many as 1,000
records in a few seconds for as little as
$50. The more records geocoded, the
more the cost per thousand decreases.
Yet another alternative for much less
than the cost of personnel, an institu-
tion can eliminate a lot of work and
save far more than the costs they now
incur, by using an outside professional
geocoding service. These are a few
ways to ease your compliance burdens.

BorrROWER INCOME

Depending on the CRA loan type clas-
sification, there are two different data
collection requirements for reporting
income. Small business/small farm

classified loans require a code num-
ber; all other loan types require a dol-
lar amount. Do not mix codes and dol-
lar amounts in the same field. Putting
two different kinds of data in the same
field causes problems in analysis and
reporting.

[0 Don't customize the codes. CRA
and HMDA have well-defined
specifications for reporting data
using a standardized code. If a small
business/farm standardized income
code is 1 = $1,000,000 or less and
2= greater than $1,000,000, why use
A or B as a code? Using the field
titled “income” where the codes
A=low, B=moderate, C=middle,
D=upper, E=small business and
F=small farm is an example of put-
ting two different types of informa-
tion in the same field as well as us-
ing customized coding. To make this
information useful, it would need to
be converted to another form. The
key to good data collection is to col-
lect it the way you will use it.

0 Don't allow data entry personnel
to round the income dollar amount
to the nearest $1,000—the way
regulations ask for it. Because
rounding errors are common, it is
not unusual to see an amount like
$36,600 rounded to 40 instead of
37. It is better to have data entry
personnel simply copy the full dol-
lar amount of the borrower’s gross
annual revenue or income. Later,
compliance personnel can decide
which loans need a revenue code
or a rounded dollar amount when
the information is needed for re-
porting purposes.

Prorer CobDING

[0 Small Business/Small Farm: It is
very important to be consistent
when designating which loans are
classified as small business or small



farm. Start by designating the per-
son who will be responsible for
making that classification decision
and make sure they are knowledge-
able of the regulations. It may also
help to print some basic guidelines
on the mainframe boarding docu-
ment. For instance, “small business
must be $1 million or less, used for
a business-related purpose, not col-
lateralized by residential property.”

Federal Call Codes: At the time the
loan is input a federal call code
must also be determined and en-
tered. A common problem occurs
when the CRA loan type is changed
from small business/farm after the
loan has been input. The loan type
code is changed, but seldom is the
federal call code assigned at board-
ing corrected. The result is that in-
correct amounts are reported on the

institutions quarterly call report.

[ CRA Action/Affiliate Codes: Two
other essential data collection fields
are CRA action code (1=originated,
6=purchased) and affiliate lending
flag (1=originated/purchased by
your institution and 2=originated /
purchased by an affiliate of your
institution). If your bank purchases
loans or has an affiliate, these CRA
data collection fields need to be
added the mainframe.

UNDERSTANDING
SPREADSHEETS

Everyone has a different way of for-
matting the collected data into a spread-
sheet. Following are some basic rules
that I've found to be effective.

Don'’t create a separate spreadsheet
for every month. At the end of a
year you will probably have to com-
bine them all anyway. You can al-
ways sort the monthly data using
tools in the spreadsheet program.

Put your collected data in columns,
which allows you to sort, and not
in rows. Each column should be a
separate data collection field.

If your data processing system uses
the same loan number at each re-
newal, put a -1 or -2 or some des-
ignation after the loan number. This
makes it a unique reporting num-
ber per regulations and eliminates
duplicate account numbers. Don’t
put the designator before the ac-
count number, as it will throw the
account number out of numerical
order when sorted.

Don’t enter an entirely different
number in the CRA data collection
program provided by the govern-
ment. While the number is unique,
examiners cannot cross-reference
the loan.

BE CONSISTENT. All personnel
should be entering data the same
way. Merging spreadsheets into a
usable format becomes difficult if
one spreadsheet has a date format
of yy/mm/dd and another enters it
as dd/mm/yy, or if one has sepa-
rate address fields for city, state and
zip and another has a combined
city/state/zip field. Format indi-
vidual fields the same across
spreadsheets on such aspects as
number of decimal places and type
of data field (numerals, text, etc.).
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CONCLUSION

CRA data are one of the best sources
of information an institution has. How-
ever, without a standardized data col-
lection program, thousands of dollars
and thousands of work hours can be
wasted. CRA and HMDA data are tan-
gible company assets and not some-
thing collected only for the regulators
to be reported once a year. This is in-
formation that can be used to deter-
mine usage of products and services
within a marketing area, to show where
there is a need for new products and
services to meet the needs of specific
communities, and to develop market-
ing strategies that will increase sales and
profitability. Don't be satisfied with just
collecting data; for an effective compli-
ance effort you must use it. The deci-
sions of your staff are only as good as

the information they have can access. Cl
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