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Foreword

Credit cards are ubiquitous in industriaized countries and becoming more
commonly used by the urban middle and upper classes of developing
countries. In the rurd areas of developing countries, however, they areless
common due to the greater seasondity in income flows and the higher rates
of poverty. Financiera Trisan, a finance company in Cogta Rica, has
introduced a rurd credit card, targeting agricultura input suppliers and
farmers. The promise of this product is that it can dramaticaly reduce
transaction cogts for clients and merchants accepting the card. This paper
andyzes the experience of Financiera Trisan in developing and expanding
its credit card program. The principa findings are thet the credit card isa
viable and profitable product; that a culture of innovation is critica in the
company to sugtain and refine the product; and that infrastructural and legd
obstacles present in the country require cregtive solutions.

Marguerite Berger
Senior Advisor
Micro, Smal and Medium Enterprise Divison
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1. Introduction

The purpose of this paper isto andyze a program
that extends credit cards to agricultura input
suppliers and rura producers in Costa Rica and
to determine whether this program is financidly
viable and potentidly replicable in other rurd
areas of Latin America

A credit card program is very innovative and
unusud for arurd setting. Normally, credit cards
have been promoted in urban areas with busness
firms and sdaried employees who have steady
cash flows. Credit cardsin rurd areas are not as

common because potentid clients, especidly
agricultural producers, have more seasond and
uncertain monthly cash flows. This paper seeks
gpecificaly (1) to recount the genesis of an agri-
cultura credit card program (section 2); (2) to
describe the product, the typical client, and serv-
ice ddlivery methodology (section 3); (3) to ana-
lyze the financid performance of this product
(section 4); and (4) to conclude with outstanding
challenges facing the expansion and replication of
the product (sections 5 and 6).

2. The Genesis of an Agricultural Credit Card

The agriculturd credit card offered by Financiera
Trisan SA. grew out of a confluence of factors—
a company tradition of product innovetion,
changesin cgpitd contral lawsin the country, the
desire to lower adminidtrative costs, and compli-
ance with a ruling of the Superintendency of
Banking.

Tradition of Innovation

Financiera Trisan SA. is aregistered and regu-
lated finance company that operates in Costa
Rica and is part of a conglomerate that has a
long-established record of innovation. It is a
member of the Trisan Group, a family-owned
holding company, conssing of three reated
agribusiness undertakings (Trisan SA., Tran
SsAgro SA. and AgroAgil SA.). Trissn SA., the
parent company and core business specidizesin

the import and wholesde digtribution of agricu-
tura and indudrid chemicas. TransAgro SA.
gpecidizes in providing farm management con-
aulting services to commercia farmers. Agro Agil
SA. specidizes in the retail sde of agricultura
and indugtrid chemicals.

The parent company dates back to 1961 when
Fritz Trinler van der Water, a Swiss immigrant,

arrived in the country and sarted sdlling veteri-

nary medicines and agriculturd chemicas on a
amadl scae. Hiscompany, Trisan SA., grew over
time to become one of the three largest agricu-

turd input wholesders in the country with go-

proximatey US$10 million in sdes (as of De-

cember 1998).

Since the beginning, the Trisan Group has devel-
oped a reputation for being a pioneer and inno-



vaor. It wasthe firgt agriculturd input wholesaer
in the country to use radio phones to place and
receive orders, cold rooms to store veterinary
products, afleet of trucks to deliver productsto
retailers, elaborate showrooms to promote par-
ticular lines of products. Trisan, SA. wasadso the
firg to hold demondration seminars on the prem:
ises of retalers. At present, it is aleader in pro-
moting the use of biocengineered agriculturd inputs
and environmentally friendly technologies for
textile dyeing and food preparation. Thus, the
ideato spin-off afinancid subsdiary and to intro-
duce a credit card fits the pattern of visonary
leadership and corporate devel opment.

Changesin Capital Account Controls

Up until 1992, Costa Rica had capita account
controls in place that rationed foreign exchange,
requiring applications for access to hard curren-
cies. Financiera Trisan was formed in 1985 to
handle foreign exchange transactions, account
receivables, and factoring for dl companies within
the Group. At thetime, it made adminigtretive and
economic sense for the company to consolidate
al financia aspects of import transactions in one
entity. Asfinancid markets were gradudly liber-
dized and capitd account contrals findly dimi-
nated in February of 1992, the principa activity
of the Financiera became factoring or the dis-
counting of account receivables.

Administrative Convenience and
Superintendent Ruling

In the early 1990s, the impetus to introduce a
credit card came from two sources. Firs, the
management of Trisan Group sarted to think of
ways to improve the financia management of
account receivables. The adminigtrative costs of
making persond vists to collect on overdue
accounts were rising rapidly. Second, the Super-

intendency of Banking (Auditoria General de
Entidades Financieras (AGEF), now known as
the SUGEF) believed that Financiera Trisan was
engaging in excessve rdaed paty financid

dedlings because one hundred percent of its
factoring was with the Trisan Group. Financiera
Trisan  disagreed and argued that it was
purchasing account receivables from the various
retall digtributors affiliated with Trisan Group and,
thus, had more than one client. The consensus
solution that emerged out of a series of discus-

sonswas to introduce a credit card for retailers
affiliated with Trisan SA. The credit card would
serve as a subdtitute for atraditiona 30-day line
of supplier credit. As a consequence, thisinnova-

tion would lower transaction cods, incresse
credit sales volumes, and resolve the conflict with
the Superintendency because there would clearly
be didtinct individua accounts in the portfolio.

3. Credit Card Product Description and
Service Delivery Mechanism

Products

Financiera Trisan, SA. has developed two credit
card products amed a agriculturd input suppliers

and rura producersin Costa Rica: (1) a credit



card Agrimax; and (2) a vaue-added enhance-
ment to Agrimax called Maxi cuenta*
Agrimax

There are two types of Agrimax cards, the green
card, which isamed a retail didtributors of agri-
culturd chemica products, and the slver card,
which isamed at individuas who desire to pur-
chase agriculturd inputs and services from mer-
chants accepting the card. The same terms apply
for effiliated retalers as for individud users. The
only differences are that the typicd maximum
limits are much higher for businesses than for
individuals and that the guarantees required from
businesses are, accordingly, more subgtantid. The
abolute maximum  limit is ¢30 million
(US$117,187) as per the Superintendency
(SUGEF) ruling that no more than 20 percent of
paid-in capita can be loaned to asingle party). In
practice, each gpplicant’slimit is s&t according to
repayment capacity and both cards carry amar-
ket-adjusted rate of interest. In 1998, the interest
rate was 45 percent per annum.? Both cards
have a hilling cycle of 30 days and the typicd
guarantees used are co-Sgners who must have
pledgeable assets in the case of individud a-
counts and red property in the case of business
accounts. If the balance is not pad in full, the
client hasto pay aminimum of 33 percent of the
outstanding baance the first month. Theregfter,
interest would accrue on the unpaid baance. As
of December 1998, Agrimax credit card a-
counts represented approximately half of the
outstanding credit balances. Approximately, 250
were green cards, or distributor accounts, and
1,950 were slver cards, or individua accounts.

! The finance company also offers other financial
servicesto the larger public, namely, loans to indi-
viduals and corporations, factoring, investment man-
agement services, and certificates of deposit.

2 Exchange rate as of June 1998 US$1=¢256

The green card, which was introduced in August
1992, predates the introduction of the silver card
introduced in 1993. Initid pogtive results with the
green card, led the managers of the Financierato
believe that end-user clients would use the Agri-
max card to charge more of al types of products
purchased, and while not restricted to purchasing
only products exclusvely digtributed by Trisan,
the widespread use of the individua card would
contribute to an increased in consolidated profits
for the Trisan Group. Preferred customers were
able to recaive cash from the slver card. Cash
advances, however, are only disbursed from
Financiera Trisan’ s two offices.

Maxicuenta

Maxicuenta is an enhancement service avalable
to preferred Agrimax individud dients thet takes
into account the seasondity of rurd household
cash flows. It is intended to be used to help -
nance short-term agricultura and livestock pro-
duction and marketing. Instead of having to make
regular payments within 25 days of billing, the
client can make his or her fird payment as a
baloon once he or she has had the opportunity to
harvest and market the product. It is granted to
current Agrimax cardholders with good repay-
ment records (minimum of three months stand-
ing). The maximum limit is negotiable and cb-
pends on the type of agricultura/livestock activity
and the repayment capecity of theindividud. The
Financiera Trisan sdes agent mugt vist the farm,
veify the viahility of the farming enterprise and
review bank statements and sdes receipts of
previous crops. Another vist is scheduled 15
days prior to the due date of the first payment to
ascertain if there will be problems with repay-
ment. Maxicuenta has the same rate of interest
as Agrimax and the same conditions gpply. As of



December 30, 1998, the Financierareported 273
Maxi cuenta holders with an outstanding balance
of ¢151 million (US$556,333), representing 26
percent of the Financiera s portfolio.

The logic behind this additionad service is that
rurd dients desre more flexibility in managing
finances. Maxicuenta is essentidly a product
enhancement that serves to increase the average
outstanding balance and to keep clients satisfied
and loyd.

Service Delivery Mechanism
Product Marketing

At the dart of the credit card program, Financiera
Trisan depended on indirect marketing; it later
switched to more direct marketing campaigns. In

1992 and 1993, Financiera Trisan asked dis-
tributors affiliated with the Trisan Group to use
the credit card as opposed to the traditiona
supplier credit financing arrangements. The al-
vantage to Trisan SA. was that the management
of accounts receivable was essentidly being
transferred to Financiera Trisan with two attrac-
tive financid benefits lower adminidrative costs
and improved cash flow. The advantage to the
retailers was the promise of improved service in
the future due to cost savings and efficiencies
redlized by Trisan SA. The marketing campaign
sometimes relied on aggressive tactics such as
threatening cancdllation of didribution rightsif the
credit card was not accepted. Once the retailers
responded, Financiera Trisan followed three
digtinct stages of product promotion at the indi-
vidud dient leve.

In the firgt stage, Financiera Trisan strongly ar
couraged didributors affiliated with the Trisan
Group to promote the use of Agrimax among

individud dlients who had exiging credit ac-
counts. The credit card was presented as a sub-
dtitute for traditiona supplier credit provided by
the retaller to end users (farmers).

The advantage to the retailer was that the man-
agement of accounts receivable was essentidly
being trandferred to Financiera Trisan with three
atractive financid bendfits lower adminidrative
codts, improved cash flow, and the eimination of
default risk. The retaler receved immediate
payment for charges made on the Trisan credit
card within 24 hours of presentation of aclam.

In the second stage, Financiera Trisan requested
ligs of clientsfrom the retallers effiliated with the
Trisan Group. It issued cards to persons on these
ligts with little or no further screening. The god
was rgpid growth in the number of dientsin order
to lower unit operating costs.

In the third and current stage, the promotion
process is more direct and sdective. Growth in
clients is dower due largdly to the fact that the
drategy of contacting dients from affiliated retall-
ers proved to contain inherent mord hazard
risks.® Personnd of Financiera Trisan now pro-
moate the product with progpective dients through
presentations or charlas held in the locaes of
various agriculturd input vendors, many of whom
are not affiliated with the Trisan Group. The
advantages of dfiliation with the Trisan Group
and of the card are touted and the mechanics of
the program explained. In addition, to the direct
presentations, the sales representatives request
retalers to identify preferred clients with excellent

% Retailers had vested interests in promoting the wide-
spread acceptance of its clients regardless of creditwor-
thiness, since the possession of a credit card was
bound to increase sales without the attendant default
risk for theretailer.



credit histories and reputations for technical and
manageria capacity. These preferred clients are
then vigted a home or a their place of busness.

Evaluation, Approval, | ssuance and
Billing Processes

The evaluation and approva procedures for
obtaining credit cards are rigorous in the firg
ingtance but lessinvolved and more automatic at
the time of increasing the maximum credit avail-
ability. The steps are briefly described below.

Fird, a Sx-page gpplication form isfilled out and
andyzed. Mog often a representative of Finan
ciera Trisan completes the application in the home
or business of the prospective client and makes
whatever additiond visitsto third partiesthat are
necessary. The form gathers socio economic and
businesshousehold income data. The anayss
focuses on determining repayment capecity for
the business’household, the willingness to repay,
and the qudity of guaranteesthat can be offered.
To determine the repayment capacity, current
debt servicing burdens are compared to pro-
jected income flows. To determine willingness to
repay, credit bureau reports are used. To deter-
mine the qudity of guarantees, points are assgned
for the four commonly accepted forms of guar-
antees. (1) persond guarantee (most risky, least
points), (2) lien (somewhat risky, afew points),

(3) titled property (less risky, more points), or
(4) acertificate of depogit (least risky, high num-
ber of points). Three risk classfications can be
assgned to an gpplication based on the tota
number of points. A (acceptable), B (margind),
and C (poor). If the classfication is C, the appli-
cdion isautomdaticaly denied.

Second, once the application is evaluated a rec-
ommendation is made whether to issue a card

with corresponding limits. The higher the limit, the
more persons are involved in the decison (Table
1).

Third, once the application has been approved,
legd contracts are drawn and signed by the card-
holder and guarantors. A card is printed and
delivered to the resdence of the dient. Financiera
Trisan usudly assumes the lion's share of the
transaction costs involved.

Fourth, once the card is activated, monthly state-
ments are sent by mail no later than four days
ater the dlose of the billing cycdle” Clients have
25 days to pay from the end of the billing cycle,
thus resulting in a maximum 55-day credit term.
Payments can be made in one of four ways.
These are, in order of descending frequency: (1)
deposit in an account of the Financierain one of
the state-owned banks conveniently |ocated
throughout the country (very rdiable); (2) to the
sdes agent of Financiera Trisan on routine vidts
(very reliable); (3) in person a the regiond or
headquarters offices of the Financiera (most
reliable); or (4) by mall (leest redidble and rardly

used).

* From 1992-97, several problems were encountered

with the postal service but since 1998 the quality of
service has improved, and the number of lost and
returned to sender statements have diminished consid-
erably. Inthe earlier years, due to poor postal services,
marketing and sales agents either delivered the state-
ments personally or made arrangements for pick-up at
acentral location, normally a dry goods store or input
supply store.



Table 1. CreditsLimitsand Composition of Credit Approval Committee

Credit Limits®

Persons|nvolved in Approval

¢0.5to 1.5 million (US$1,953 to 5,859)

Credit analyst and credit manager

¢1.5to 7 million (US$5,859-27,343)

Credit analyst, credit manager, operations manager,
and deputy manager

¢7 to 20 million(US$27,343-73,529)

Credit analyst, credit manager, operations manager,
deputy manager, and manager

¢20to 30 million(US$78,125-117,187)

Board of directors

Notes: a. Exchange rate as of June 1998 US$1=¢256

Collection Processing

Normdly, the personnd of Financiera Trisan
monitor Agrimax clients periodicaly (once or
twice during the growing season), and occasion
dly when Trisan's representative runs into its
clients at the input store, gas dtation or on the
road. Monitoring of Maxicuenta holders may be
more frequent. Billing Satements are mailed after
the close of one of the 5 hilling cycles in the
month (the 5th, 10th, 15th, 20th, and 25th of
each month). If payment is not received within 2
days of the officid due date, the following steps
are taken:

@ aphonecdl is made;

(2)  atdegramissent after the 5" day and the
co-signers are contacted by phone;

3 aletter is sent after 10 days,

4 a letter from a lawyer is sent after 15
days;

) amarketing and sdes agent from Fnan-
cieraTrisan vigtsthe client in person &-
ter 30 days;

(6) if amutudly satisfactory agreement can-
not be made, legd enforcement begins.

At each of the above steps, additiona charges
are added to the outstanding baance (each phone
cdl ¢500 (US$L.84); tdegram ¢1000
(US$3.68); letter from the Financiera ¢2,000
(US$7.37); letter for retained lawyer ¢2,500
(US$9.21); and each vist by a marketing and
sales agent ¢3,000. Late pendty interest charges
are aso added to the balance. Financiera Trisan
has atotd staff of 27, most of whom are located
in the headquartersin the cgpitd. A smdl number
(four) arelocated in a branch officein Muele, in
the northern zone. It is difficult for the company to
maintain an aggressive collection presence in the
countryside due to the distances. Approximately
9 sdes and marketing executives vigt dientson a
route basis.

Client Profiles

Thetypicd credit card client of Financiera Trisan
isaprimary school educated, middle-aged, mde,
medium-szed farmer with a substantia asset base
and relatively high yearly income. The cardhold-
es tend to be more



Table 2. Client Profile: Individual End-Users?

Variable Value

Number surveyed 100

Mean age 39.9 years

Education (% with completed level) Primary 58.0
Secondary 25.7
University 3.0

Gender (%) Male 97.0
Femde 3.0

Average farm size (owned land) 155ha

Total assets US$26,517

Average grossincome US$23,197

Average yearly household net income US$10,850

Value of principal crop US$18,424

Main agricultural activities (%) Horticulture  39.0
Coffee/Tobacco 10.0
Livestock 7.0
Dairy 30
Grains 28.0

Note:  a Sample excludesretail distributors

commercidly oriented and specidized than the
typicd farmer in the country (Table 2). For ex-
ample, Financiera Trisan's clients tend to gener-
ate doseto 79 percent from income of one activ-
ity. The most common agriculturd activity is
horticultura production. In comparison, the typi-
cd farmer in Cogta Rica has a farm of less than
10 ha and depends on a mix of fied crops and
livestock to generate income and subs stence for
hisfamily. Likewise, whereas 26 percent of Tri-
san's clients have completed secondary school-
ing, only 16 percent of the generd population has
done so Direccion Generd de Edadigtica y
Censos, 1999). Ladlly, the household income
levels are above the norm for rurd aress but
roughly equd to nationd per capitaincome leve
(US$10, 849/4.1 average rurd household
Sze=$2,646; nationd per capitaincome leve in
1997 was $2,640) (World Bank, 1998 and
Direccion Generd de Estadigticay Censos).

Ascan be seenin Figure 1, the largest number of
clients and digtributors are concentrated in the
central highlands, the area of the country with the
highest population densty and the most devel-
oped infrastructure. In the centrd highlands,
average fam szeis smdler and the predominant
cash crop is coffee but other main cropsinclude
sugar cane, vegetables, and badc grains. The
second largest concen- tration of dientsisin the
northern humid zone that runs from the centra
mountains north, northesst to the frontier with
Nicaragua. It is an area characterized by lower
population density, more rudimentary infrastruc-
ture, and larger farms dedicated to dairy, beef
cattle, and the cultivation of export tree crops
(atrus, African pdm and heart of pam). Average
farm szes are larger in this region compared to
the centrd highlands.






Figure 1. Geographic Distribution
of Clientsand Distributors
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4. Performance Analysis

Outreach and Growth Indicators

Hnandera Trisan has exhibited high growth in the
number of dients and nomind outstanding bal-
ances, but a dight drop in average outstanding
baance. The nomind dallar portfolio in the same
period increased from US$1.58 miillion in De-
cember of 1995 to US$2.32 million in December
of 1998, or 47 percent. The number of clients
increased in the same period from 1,658 to
2,467, or 49 percent. Over the same period the
average outstanding baance declined from
US$H953 to USHA40 (Table 3). Also, the average
number of new cards issued monthly has fdlen
over time,

from 69 in 1996 to 14 in 1998 (Table 4). Simi-
larly, the number of cards cancelled or revoked
has made up a Sizeable percentage of the total
number issued up to May 1999 (715 out of
2,289 or 31 percent) (Table 5). These trends
reflect a switch from a “massfication” drategy
toward amore deliberate sdlection process and
greater concern about delinquency management.

Despite the growth in the credit card portfolio
over time (Table 3), the number of cards with
transaction activity has trended downward in the
last two years on amonthly basis (Figure 2).



Table 3: Growth of Outreach, Financiera Trisan 1995-1998

Total Credit Card Portfolio Number of Active Clients Average Balances
Year* Total Portfolio Growth % Total # Growth % Average Out- Percent
(USsmillions) standing Balance [ Change %
(USH)
1995 158 1,658 952.95
1996 2.09 32% 2,375 43.2% 880.74 -7.5%
1997 2.25 7.6% 2,746 15.6% 819.37 -6.8%
1998* 2.32 3.1% 2467 -10% 94041 14.7%
Total
Change 46.8% 48.79% -1.3%

Source: Financiera Trisan
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Table 4. Number of Cards|ssued

Month 1996 1997 1998
January 33 53 19
February 46 67 18
March 72) 59 11]
April 35 65) 9
May 109 86 8
June 69 65 13
July 70) 58 9
August 92 45 24
September 87 19 12
October 88 16 11
November 74 pal 18
December 51 15 14
Total 826 569 166
Average 69 47 14

Source: Financiera Trisan

Table5. Agrimax: Closure Rates November 1997 to May 1999

Reason for Closing Credit Card Account Number of Closed Accounts Per centage
Client’ srequest 366 51
Poor repayment performance 283 39
Other 66 9
Total 715 100

Source: Financiera Trisan
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In January of 1997, dightly over 500 accounts
had transaction activity while in November of
1998, the number of accounts with transaction
activity dipped below 400. The account activity
coincide pegks with in the agricultura cycle. In
Costa Rica there are two agricultural seasons,
one that sartsin May-June and one that Sartsin
October-November. During these months, the
volume of monthly transactions increases as
producers purchase inputs. During the harvest
periods and the dry season (January to March),
the number of transactions fall as clients tend to
pay down balances. At the end of 1998, 64
percent or 1,240 accounts had transaction activ-
ity & some time during the year, with transactions
totaing ¢1,180 million (US$4.3 million). A fifth of
these transactions were cash advances.

Financial Analysis

The two credit card products condtitute nearly 75
percent of Financiera Trisan's assets; thus, the

performance of these products largely shape and
determine the performance of the entire finance
company (Table 6). On the liability Sde, the
finance company accesses funds grictly on com
mercid terms; it recelves no concessonary loans
or grants.

Structure of Assets, Liabilities, Capital
and the Portfolio

As can be seenin Table 7, Financiera Trisan had,
on average, 67 percent of its assets in the credit
card and loan portfolio. However, a Szeable
sharewasin liquid assets, on average, 25 percent
between 1992 and June 1998. Over time the
ratio of capital to assets has declined. The ratio
delinquent loans to net loans tended to be highin
the mid-1990s but has declined. The loan loss
reserve to net loan ratio has mirrored the previ-
oudy mentioned indicator, reflecting a prudentia
response on the part of management.

Table6. Principal Assetsand Liabilities at December 31, 1998

Type Balance (millions of US$) Percent share
Credit 2.17 100.0
Agrimax 103 475
Maxicuenta 556 256
Loansinlocal currency 438 20.1
Loansin dollars 138 6.4
Factoring 008 04
Depositsfrom public® 2.14 100.0
Certificates of deposit-stock exchange 155 72.3
Certificates of deposits-walk-in 59 277

Note: a. Financiera Trisan issues certificates of depositsin the national securities exchange and to walk-in cli-

ents. Source: Financiera Trisan

Table 7. Financial Indicators. Structure of Assets, Liabilities, and Capital
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Indicator 1992% | 1993 | 1994 | 1995 | 1996 | 1997 | 1998° | Avg.

Asset Structure

Cash/Total Assets (%) 152 19.6 133 14.3 151 14.0 151 152
Temporary Investments/Total Assets 10.9 15.9 111 23 10.8 7.6 89 9.6
%

E\Iei Revolving Credit/Total Assets (%) 68.6 60.0 613 69.5 65.2 7.7 711 66.8
Fixed and Other Assets/Total A ssets (%) 40 36 14.9 145 9.0 70 6.2 85
Liability Structure

Deposits/Total A ssets (%) 52.7 446 60.0 60.5 63.8 68.2 68.8 59.8
Other Liabilities/Total Assets (%) 45 17 10 11 9.7 14 15 30
Capital Structure

Paid in Capital/Total Assets 353 419 289 257 16.1 242 217 277
Reserves/Total A ssets 15 15 12 12 0.9 10 0.9 12
Portfolio Structure

Gross Portfolio/Net Loans 1039 | 1039| 1046 1063| 1026 1029| 1034 | 104.0
Delinquent Loans/Net Loans 182 250 464 408 457 332 219 270
Loan Loss Reserve/Net Loans 39 39 46 6.3 26 29 34 4
Total Assets(US$ millions) 1511 | 1.608 | 2.140| 2.03| 2.861| 2.833| 3.004 | 2.28

Notes: a. Changein Accounting Calendar. b. Up to June 1998

Source: Financiera Trisan

Profitability and Sustainability

Financiera Trisan has consstently posted profits
and respectable returns on assets (Tables 8 and
9). The return on equity has not been as high due
to the rdativey drong equity postion, a high
share of paid-in capita compared to total assets.
However, between 1995 and 1997, Financiera
Trisan, reported high levels of extraordinary
income that made substantia contributions to net
eanings. The average share of extraordinary
income in net income before taxes and digtribu-
tions for the three years was 39 percent. This
income was generated, by the sde of property.
Asareault of this high dependency on extraordi-
nary income combined with a large bad debt
write-off, Financiera Trisan did not attain financid
sdf-sufficiency in 1997 because extraordinary
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income does not enter the numerator. Due to
sugtained profitability, Financiera Trisan has been
able to atain operationa sdf-sufficiency in dl
yearsfor which datais available.

The yidd on portfolio compares favorably with
medium-scae microfinance ingtitutions in Latin
America that target a broad set of clients. For
example, the peer group including ProEmpresa
(Peru), FAMA (Nicaragua), FUNDADEH and
FED (Ecuador), CHISPA (Nicaragua), AC-
TUAR (Colombia) and others for which portfolio
size ranges from US$1 to US$8 miillion, reported
a group average portfolio yied (interest in-
come/avg. loan portfolio) of 62.6 percent com-
pared to Financiera Trisan's average of 68 per-
cent (Micro Banking Bulletin, 1999). As can be
seen in Table 8, Financiera Trisan' s two principa



sources of income are interest paid on the credit
card and loan products (financid margin) and
commissons recaived from effilisted vendors and
merchants who accept Trisan's cards (net oper-
ating income). These two sources of income
generate a dear surplus over adminidrative cods,
yielding a postive profit margin or postive rate of
returnindl years.

Asset Quality

Financiera Trisan's portfolio at risk has been
consggently high (Table 9). However, the finance
company has improved its collection efficiency
over time. The aging dructure of arrears shows a
divergent pattern. Whereas the portfolio with
payments overdue of more than 90 days has
congstently remained grester than 5 percent in
the period 1994-97, the portfolio with overdue
payments less than 30 days and

between 30 and 90 days has improved dramati-
cdly. One would expect higher rates of ddin-
quency with acredit card product compared to a
normal loan product, but the deliquency tendsto
be pronounced in the near term rather than the
long term. This is an area of wesknesses for
Financiera Trisan and a

number of factors explain the less than ided
ddlinquency contral performance: (1) difficult

economic times (e.g. 2.4 percent GDP growth
rate in 1995 and —0.6 percent in 1996); (2)
difficulties in screening and monitoring dients; (3)
apervasive culture of late payment or no repay-
ment; and (4) weeknessin the legd framework of
contract enforcement and the distribution of
creditor and debtor rights.

Liquidity and Leverage

In the mid-1990s, Cogta Rica has experienced
meacroeconomic and financid sector fragility. This
is reflected in weak economic growth in 1991
and 1995, a dight economic recesson in 1996,
some bank failures in 1996 and 1998, and suc-
cessve years of high public budget

deficits. Againg this background, Financiera
Trisan has decided to maintain a farly liquid
position, largdly to satisfy the potentia demand of
savers how may not renew certificates of depodts
and to avoid extending credit in weak economic
times. Many other financid

inditutions in the country followed the same
course. Nonetheless, the leverage ratio has i
creased dowly over time indicating that Finan-
ciera Trisan is not totadly risk averse and has
acquired more confidence in managing the credit
card program.

Table8: Financial Marginsand Costsin Financiera Trisan (Per cent)

1992* 1993 1994 1995 1996 1997| 1998**

a. Financial Margin/Avg. Assets 16.07| 11.85 22.97 21.06 20.18 15.69 7.86

b. Write-offs/Avg. Assets 0.00 0.00 1.39 1.70 241 513 0.31

c. Net Operating Income/Avg. 4,05 1191 134 123 0.79 7.06 331
Assets

d. Administrative Costs/Avg. 12.63 18.01 20.09 2046 16.34] 16.77 8.38
Assets

e. Other Income/Avg. Assets 0.00 0.00 0.00 3 149 295 0.00
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f. Rate of Return on Assets 7.49

575

2.84 3.67 3.71 3.79 249

Sources. Profit and Loss Financial Statements of Financiera Trisan

Notes: *Accounting Calendar Change

Operating Efficiency and Staff Productiv-
ity

Financiera Trisan reports average operationd
efficiency (operating expensesaverage totd
assats) of 19 percent and average operating
income as a percent of average tota assets of 40
percent for the period 1993-98 (Table 9). These
figures compare wdl with other microfinance
ingitutions in Latin America® Where Financiera
Trisan is week is in gaff productivity. It has a
total staff of 27 and as of March 1999 had 2,289
active cardholders, yidding aproductivity retio of
84. What explains the mostly favorable efficiency
ratios are large average baances and a high
degree of automation. In short, its streamlined
operating processes and structure of costs com-
pensate for smdl portfolio (scde) and low Saff
productivity.

Structure of | nterest Rates

Financiera Trisan higoricaly has charged high
rates of interest, because it must compete

® See MicroBanking Bulletin Issue No. 3 July 1999
(medium Latin American (broad targeting) and small
Latin American (low-end targeting) peer groups). Note
that Financiera Trisan is not the typical microfinance
organization (MFO). It is a deposit-taking, regulated
entity that is self-sustaining. In contrast, most MFOs
are not regulated and depend on donor funds. Finan-
ciera Trisan shares much in common with American
Express Corp. and banks that issue VISA cards. These
include high delinquency rates and a high dependence
on computer automation. However, its small scale, low
average outstanding balances, high operating costs,
and its focus on a difficult to serve clientele, makes it
similar to MFOs.

** Asof June 1998
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* a-b+c-d+e=f

with large state banks to capture deposits and to
cover the higher costs associated with operating
inarurd setting (Table 10). The effective rate of
interest paid for raising funds (issuing certificates
of depodts) is increased due to legd reserve
requirements. Similarly, on the lending sde, the
effective lending rate of interest charged to clients
is lower than the nomind lending rate because
dients can pay in full a the end of the billing cyde
and many do.’ Thus, the difference between the
effective lending and cost of funds rates is 7.6
percent. In comparison, the average margin for
the banking system is 9 points. Financiera Tri-
san'slower margin isdueto two factors. Firg, it
has to compete for public deposits with strong
date banks, which dominate the financia market
and enjoy implicit deposit insurance, by offering
higher rates on certificates of deposits’ Second,
it has largdy agriculturd dients with marked
seasond income flows. There are limits asto the
interest rates that agricultura projects can bear.

® Thirty-eight percent is the minimum possible effective
interest rate, an estimate that isbased in the assumption
that the client paysthetotal outstanding balance, at the
latest, on the official due date.

" When anumber of private finance companiesfailedin
the late 1980s, depositors were not reimbursed. In
contrast, the Government of Costa Ricapaid all deposi-
tors in full when a state-owned bank, Banco Anglo
Costarricense, failed in the mid-1990s. These circum:
stances probably strengthen the belief by depositors
that similar actions will be taken in the event of the
collapse of one of the three remaining large deposit-
taking- state-owned financial institutions. Banco Na-
cional de Costa Rica (BNCR), Banco de Costa Rica
(BCR), and Banco Crédito Agricola de Cartago (BCAC).
Therefore, depositors are more attracted to state-owned
institutions despite lower rates of interest.



Table9: Sdected Financial Indicators

I ndicator 1992° 1993 1994 1995 1996 1997 1998° Avg.
Profitability
Net Income (US$) 113242 | 89683 | 53252 | 76560 90,752 | 107,874 | 72585 | 86,278
Return on Assets (%) 749 5.58 249 3.77 317 381 242 4
Return on Equity (%) 12.69 1041 7.00 90.82 10.86 12,50 1119 11
Yield on Portfolio (%) 48.65 36.33 8295 ( 10410 99.70 75.28 28.77 68
Asset Quality
Portfolio at Risk (%) 18 26 43 33 44 32 21 3171
Portfolio< 30 days past
due/Total Portfolio (%) 16.88 2491 26.56 19.00 20.76 1328 5.90 1818
Portfolio>31<90 days past
due/Total Portfolio (%) 04 .66 8.07 6.13 817 7.88 7.19 544
Portfolio >91 <180 days past
due/Total Portfolio (%) .58 17 5.38 5.29 6.60 546 268 3.73
Liquidity
Liquid Assets/Total Assets (%) 26.10 35.46 2443 16.60 25.87 21.60 24.02 25
Capital Adequacy
Total Equity/Total Assets (%) 59.05 5355 35.55 38.40 29.19 30.45 2159 38.26
Assetsat Risk
Total Equity/Total Assets less
Cash Equivalents (%) 79.92 82.97 47.05 46.05 39.38 38.84 2841 51.80
L everage
Total Assets/Equity (%) 1.69 1.87 281 2.60 343 328 4.63 3
Operating Efficiency
Operating Costs/Average Total
Assets (%) 12.70° 18.40 20.30 20.64 18.46 1902 | 1852 19.22
Total Operating Income/Avg.
Total Assets (%) 37.49° 35.25 39.06 41.33 41.73 4117 | 3854° 3951
Overall Performance
Operational self-sufficiency (%) | 124.98 11949 [ 10785 | 100.32 | 105.6 102.08 114.82
Financial self-sufficiency (%) 121 11373 | 10463 | 97.92 1035 100.28 110.97

Notes: a. Changein accounting calendar. b. Figures up to June c. Not annualized, not included in average. d. An

nualized. Included in average.

Table 10. Agrimax: Structure of Interest Rates (December) 1998

Lending Rate of Inter est Codt of Funds Margin of | ntermedi ation
Rates of I nter est
(Percent) (Percent) (Per cent)
Nominal 450 265 185
Effective 381 305 76

Source: Financiera Trisan
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5. Challenges Facing the Expansion and Degpening
of the Product

Financiera Trisan faces a number of chdlengesin
expanding and perfecting its credit card products.
The challenges can be grouped into three broad
aees. (1) maketing; (2) legd, inditutiond and
technologica congtraints; and (3) competition.

Marketing Challenges

Financiera Trisan has three marketing options: (1)
maintain current individud clientele but increase
average outstanding card balances and add serv-
ices/enhancements, (2) focus on expanding the
digributor dientdle and rurd smal retail business
clientele; or (3) target more “down market” cli-
ents, those with less totd household income,
gmaller assat bases, and more seasondity in cash
flows. Each option has profound implications and
could be mutudly exclusve.

The firg dternative marketing Srategy (mantain-
ing its current individua clientele base but i
creading card transaction activity and the out-
ganding badance), would imply getting more
vendors to accept the card, aggressvely promot-
ing its use through mailings and specid discounts
for selected products purchased with the card. In
addition to the credit card, Financiera Trisan
could entice its clientele to invest or purchase
other products (such as certificates of deposits),
offer a multifunctiond smart card (debit and
credit) as well as provide ingtant access to ac-
count baance/payment history information
thereby further reducing transaction costs, and/or
offer financid invesment advice. The focuswould
likely have to be on high worth “up market”
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individuas with very predictable cash flows. The
grategy would be to build long-term relaionships
and develop brand loyalty.

The second dternative marketing strategy would
be to target smdl non fam, retall busnesses
located in rurd areas and convince them that it
would be advantageous to use the credit card to
finance inventory. Just as Financiera Trisan con-
vinced agriculturd input suppliers that there were
adminidrative cogt savingsto be redized by usng
the card as opposed to the traditional 30-day
supplier credit arrangements, it can do the same
with dry good stores (pulperias), gasoline sa
tions, restaurants, gift shops and a number of
other retall establishments. Wholesdlers extending
more generous supplier credit terms (60 and 90
day terms) as opposed to 30 days, however,
could counter this srategy. Nonethdess, the
credit card should be theoreticaly superior to
traditiond supplier credit and could effectively
extend the term of financing beyond 60-90 days,
increasing its atractiveness. In certain subsectors,
such as handicrafts retalling, consgnment ar-
rangements may remain superior to a credit card
arangement and thus demand may not be high
for a credit card product.

Thethird dternative marketing strategy would be
to go “down market” and attempt to increase the
volume of cards, cognizant that the outstanding
baances on each card will be smaller dueto the
lower economic means of the clientele. The chal-
lenge of a “mass market dtrategy” is that new
invesmentsin techno-logy and changesin oper-



Table 11. Utilization Rate of Credit Card

(A) (B)
Period Total Valueof Approved Total Outstanding Utilization Rate (B/A)
Linesof Credit Balances (Percent)
(USY) (US$)
December 97 5,622,193 1,537,396 27
December 98 5,343,141 1,613,773 30
December 99 4,496,922 1,664,705 37

Source: FinancieraTrisan

ating procedures will be needed to keep the
transactions costs down and to quickly evauate
and maintain collec-tion discipline. The requisite
investments in product design, technology, and
gaff traning will be high in order to achieve ahigh
level of productivity and efficiency in control
systems. The focus would be on “ standardizing”
the process as much as possible.

In order to determine the correct strategy to
pursue it is important to understand five factors:
(1) dze of the potentid market segment; (2)
patterns of card utilization among existing

clients; (3) number and type of merchants a-
cepting the card; (4) ddlivery festures of the card;
and (5) generd market conditions. Fird, the
company estimates that the total potentid agri-
cultura credit card market is 20,000. Thus, F-
nanciera Trisan with its gpproximately 3,000
clients has sufficient market to grow. Second,
utilization rate, as measured by the ratio of actua
charges to total amount of credit approved,
ranges from 27%-37%, (Table 11). Existing
dientsare not utilizing the card to the fullest extent
but the rate is trending upward. Third, the num-
bered type of merchants accepting the card has
increased markedly in the last three years (Table
12). Thus, acceptance of the card in the market-
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place does not seem be amajor factor explaining
dow growth or low utilization ratio. By process of
elimination, the two mgor condraining factors on
more rapid portfolio and client growth seemsto
be (1) a poor business environment (negetive or
low positive economic growth rates 1996-99);
and (2) undaitractive ddlivery fegtures, such asthe
need to authorize charges by a phone connection
limited to the working hours of the heedquarters
office, inability to quickly handle problems a the
point of sale; srong interest rate competition from
traditiond supplier lines of credit, and most im+
portantly the condition that 33% of outstanding
baance must be pad within a firs month of
charge on the Agrimax card. Given the poor
busness environment, the management is ex-
tremely concerned about delinquency manage-
ment and has become increasingly selective and
cautiousin its gpprova policies. The chdlenge, in
ghort, is to relax the unattractive festures of the
Agrimax card, especidly the requirement to pay
33% of each new charge, without compromising
asset quality.

Legal, Ingtitutional and
Technological Challenges

Regardless of the marketing strategy chosen,




Financiera Trisan has a series of legd, inditu- tiond, and technologica chdlenges
Table 12. Number and Type of M erchants Accepting Agrimax
Type of Merchant 1997 1998 1999
Trisan Affiliated Agro-Chemical Distributors 4 4 4
Non-Affiliated Agro-Chemical Distributors 168 184 207
Hardware Stores 12 13 15
Gasoline Stations 0 1 2
Oil Change and L ubrication Shops 1 2 3
V ehicle and Equipment Repair Shops 1 2 3
TOTAL NUMBER OF MERCHANTS 186 206 234

Source: FinancieraTrisan

that will have to be overcome. The choice of
marketing strategy will depend on how binding
these condraints are. The specific chalenges can
be identified as having to do with credit bureaus,
the postd service, computer technology and
connectivity, and delinquency control.

Credit Bureaus. Only three credit bureaus are
functioning in Costa Rica. These credit bureaus
have limited databases due to afinancid secrecy
law that protects consumers from having data on
their repayment performance reported without
prior permisson. This legd redriction tends to
limit the reach of credit bureaus. Those clients
that appear in the databases tend to be high
worth individuas and well-established businesses
thet clearly seeit in their interest to grant permis-
son. Many moderate and lower-income persons
tend not to apply due to the absence of aforma
credit higtory or refuse to grant permission for
release of datain the event they do have credit.
Theinformation in the credit bureau helps mostly
in determining if prospective dlients have “nega-
tive marks’, such as liens and collection actions
and not positive indicators such as consstent on-
time payment patterns. Accordingly, the absence
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of “negative marks’ on a credit report has limited
predictive power. The current system helps to
identify who should not be approved and less so
the likelihood of someone with a certain set of
characterigtics repaying on time. The lack of fuller
and more complete information on dients retards
efforts to develop credit-scoring models appro-
priate for developing countries that could repre-
sent a ggnificant cos-reducing innovation in
credit andyss.

Postal Service: The qudity of postd service has
improved in the last two years, especidly the
ability to successfully ddliver the mail, but it can
be a limiting factor for an aggressive outresch
campaign. The average time for the ddivery of
mail from one point to the other can il be quite
vaidble (3-10 days). This variability in time
needed to successtully deliver the mall, forcesthe
Financiera to use a very long effective billing
cycle, which has ggnificant cost implications. A
reduction in the ddivery time could contribute to
the ability to lower interest rates and thusincrease
the demand for credit card services. When the
postd service fals and dterndtive arrangements
have to be made, such as leaving the hill a a



centraly located store to be picked up by the
client, it increases transaction costs and creates
unrdigbility.

Computer Technology and Connectivity:

Financiera Trisan invested a sgnificant amount of
its own resources in developing a management
information system to handle the credit card
operations® Furthermore, it has acquired redl-

time connectivity between its branch office in
Mudlle and the company’ s headquarters as well

as with anumber of vendors. Future growth and
expangon will hinge on the ahility to handle more
types of individud dient subaccounts and a
greater absolute number of clients. The ability to
recruit more vendors to accept the Trisan credit

card will hinge on the rdiability and cost of com-
municating and trangmitting data. To date, data
tranamisson is largely over fixed land-lines and
the cost of the service is high. For example, the
monthly cost for telecommunications averaged
US$3,932in 1999.

Delinquency Control and Contract Enforce-
ment: In Costa Rica, debtors rights outweigh
those of creditors. Coupled with poorly function-
ing property regidtries and an overloaded judici-
ary sysem, this implies that financid indtitutions
operate a a disadvantage and, subsequently, face
higher intermediation costs and risk than would
be the case if the environment were more favor-
able. The solution lies in improving the overdl
legd framework as well as refining the ddivery
and collection technology. Financiera Trisan has
little ability to effect changes a the nationd level.
However, more can be done to improve screen
ing and collection sysems within the organization.

8 According to the company’s managing director,
Financiera Trisan spent US$250,000 starting in the late
1980s to develop software to manage the credit card
program. This amount has been fully depreciated.
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This includes experimenting with the notion of
dedicating gaff to focus on accounts with peculiar
risk factors, building rudimentary credit scoring
models, and offering the staff performance incen+
tives based on a composite measure of the num-
ber of clients served and the volume, and quality
of the portfolio.

Competition

Currently, Financiera Trisan has no mgor com
petitors for credit cards in rural areas. Severa
private commercid banks offer VISA and
MASTERCARD products, but the clientele
congsts of mogtly of urban wage earners. The
Banco Naciond de Cogta Rica (BNCR), a date-
owned bank which accounts for 32 percent of the
total assats of the country’sformd financid sector
and has the most extensive network of branches
in the country (135 branches), is experimenting
with a smilar product. In conjunction with the
Centrd American Bank for Economic Integration
(BCIE) BCNR isintroducing a smart debit card
(Futura 3000) in rurd aress. To date, Futura
3000 is prepad debit card with very low limits,
(US$105 for individuas and US$3,500 for busi-
nesses). The card pays no interest for mandatory
deposits and charges a 4 percent user fee. In
addition to thisrurd focused product, BNCR has
a VISA product that is well-accepted in urban
areas. BNCR charges a rate of interest thet is
condderably lower than that of Agrimax, doseto
the average lending rate in the entire banking
system (Figure 3). BNCR can charge a low
lending rate because it enjoys s comparative
advantages in capturing savings. The generd
public prefers to save with BNCR despite con-
sderably lower deposit rates because of an im+
plicit depogt insurance scheme. Given the size,
reputation, and network of branches, BNCR
could quickly emerge as a strong competitor in



rural aress. If the state-owned banks were to
enter the rurd areas with a credit card product,
FHnandera Trisan would mogt likely have to com+
pete on qudity of service (timdinessin processing
of gpplications, hilling accuracy, and on-time

payment of vendors), its reputation as an innovar
tor, and the promise of product enhancements
(insurance sarvices, financid consulting, smart
card).

Figure 3: Nominal Interest Rates Charged for Agrimax and VISA-BNCR

Compared to the Average Lending rate in the Financial System
September 1992 - December 1998
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6. Conclusions

Financiera Trisan has pioneered the introduction
of awholly rural credit card. The card has been
generdly wdl accepted by the target population,
demondrating the viability of a new financid
service that helps to better manage risk and |-
quidity. More importantly, the product has been
profitable and the entire firm is operationdly sdf-
sufficient. While outreach has been limited it is
driven by attemptsto better contain delinquency
in a less than favorable economic environment.
This section discussed the principd findings con-
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cerning replicability, lessons learned that may help
others contemplating the introduction of asmilar
product, and short- to medium-term ingtitutiona
needs.

Replicability of the Product

The credit card product that Financiera Trisan
has pioneered could be established in to other
areas of Latin Americaif certain conditions hold;
namdy: (1) adengty of rurd dientswith variable



but predictable cash flows, (2) aminimum leve of
functioning physicd infrastructure (telecommuni-

cations, dectricity, postd services, roads), (3) an
gopropriate legd and financid regulaory infra-

dructure that permits profitable intermediation,

and (4) a profit-oriented, client-driven service
provider with a history of active participation in
the rurd sector. Mogst of Financiera Trisan's
clients are located in the densdy populated cen+

tral highland or in the northern zone which has a
high agriculturd potentid and is characterized by
high vaue agricultura production. Coda Rica has
high rates of tledensity and rurd eectrification.

For example, it has 155 main telephone lines per
1000 people compared to the average for low
and middle income Latin American and Carib-

bean countries of 102 per 1000 in 1996 (World
Bank, 1998). Also Costa Rical's consumption per
capita of eectric power exceeds the regiona

average, the country consumesl,348 kilowatt-

hours (kwh) per person versus 1,298 kwh
(World Bank, 1998). The lack of alarge manu-

facturing base suggests that consumption is evenly
digributed across the country. Smilarly, the
financid regulatory framework does not hinder
profitable intermediation, but the legd framework
does increase the cost and risk of intermediation.
Lagly, the parent company enjoys a strong
reputetion for qudity service and innovation built
up over nearly four decades of operationsin rura
aress. Its &ff is dso extremdy knowledgeable
about loca conditions and skilled in agriculturd
credit andyss.

L essons L earned

The key lessons to be drawn from the Financiera
Trisan experience are:

? Incrementa product innovetion is a safe and
proven route to sustainability. Financiera Tri-
san essentidly promoted the credit card asa
subdtitute to factoring and traditiona 30 day-
supplier credit provided by the parent agri-

culturd input wholesde company to a“cap-

tive dientde’ of agricultura input retalers.

Once experience was gained, the card was
introduced to individua end-users. A more
massive intervention would have required a
subgtantia investment of resources, resulting
in a larger volume of dients but possbly
greater delinquency. In short, Financiera Tri-

san is moving on a spectrum from enchanced
agricultura supplier credit toward a widely
accepted credit card.

? The typicd first wave of adopters will be,
most likely, higher income rurd resdents with
large and predictable cash flows. An agricu-
turd credit card is not best suited for low-
income subsistence producers. Nonfarm en-
terprises may be an even more attractive cli-
entele than farmers.

? Infrastructural weeknesses such as dow
posta service, high percentage of unpaved
roads, and the limited utility of credit buresus
can be overcome by means of crestive solu-
tions such asleaving bills a centraly located
gtores and having saes agents vigting dients
to ddiver bills to other clients on the route.
These steps, nonethel ess, increase operating
costs and may reach athreshold that makes
the credit card product nonviable. Fortu-
nately, the infrastructurd wesknesses in
Costa Rica are not severe.

? A clear and well-developed plan for product
testing, expansion, and enhancement is cru-
cdd. Fnanciera Trisan congtantly seeks
feedback from clients and g&ff to fine-tuneits
product, pricing, and processing procedures.
The company dso is actively seeking to in-
creaseits scae of operations.

Institutional Needs

While Financiera Trisan is an interesting example



of how to engage in financid product innovation
inarurd sdting, it il faces some chdlenges and
has short and medium-term ingtitutiona needs, as
detailed below:

? Financiera Trisan needs to undertake cost
accounting exercises, marketing studies and
product testing in order to determine how
best to expand and refine its product(s). At
present, the company is serving two distinct
segments—retalersand individua farmers—
and little is known about the costs of serving
these two niches. Moreover, the company
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needs to research and test products suitable
for new market segments such as nonfarm
enterprises.

Financiera Trisan needs the services of ex-
pertsin credit card operations to learn about
best management practices in developed
countries and adopt them to its own setting.

Financiera Trisan needs access to additiona
financing (deposdits, debt, equity, or some
combination) in  order to grow.
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