Alternative PESTEL
In order to understand the industry better, an assessment of external forces is undertaken. These are influences that impact upon the customer under review and their competitors. It helps provide a 'big picture' of the climate within which a business must(operate. The key elements of this external summary are often summarized under the mnemonic PESTEL. These are to be considered only as they affect the borrower and should not be slavishly repeated for their own sake.
· Political

· Economic

· Sociological 

· Technological 

· Environmental 

· Legal

Political

· Consider the impact of war/unrest in different countries. Apart from direct impact there is a need to consider the indirect impact of raw materials or supplies at different stages of the supply chain: how do these influences impact upon the industry? Are additional costs incurred or certain materials in short supply?

· Levels of industrial harmony.

· Trade embargoes: which countries are involved in the supply chain leading to or from our customer?

· Petrol and fuel prices?

· What would be the impact of a change of government?

Economic

· This includes fiscal and monetary policy, interest rates, inflation.

· Exchange rates - certainly with reference to businesses involved in importing and/or exporting - but again there is a need to consider the supply chain. Are there any influences that will indirectly impact upon this business? This could mean increased cost of supplies (or reduced quantity or quality) or changed/ restricted markets for eventual sale of final products.

· Euro implications (for companies in the UK).

· Consider, also, possible future scenarios.

It can already be seen that there is an overlap with the 'political' section. This will often be the case when considering sections of the overall framework. The most important issue is that the risk is considered rather than trying to decide whether it should be in one box or another.

The pressures of business cycles and general economic cycles should be included under this heading.

Sociological

This can be split into three sections:

· 'trends': these tend to be long-term, e.g. demographic impact on target customer base, nursing home care, healthy eating;

· 'fashions': medium-term; examples include changes in leisure interests, computing/gym membership etc;

· 'fads': these tend to be short-term and of fleeting popularity; past examples can be seen in the popularity of toys such as the cyberpet.

Further examples, within the UK toy industry of products that are particularly popular just before Christmas and then fall off afterwards and do not recover, include Tellytubbies, Buzz Lightyear, BeyBlades etc.

Technological

The most obvious example would be the rapid change in computer systems and specifications: a top of the range system can soon become obsolete. Consider the costs of replacement and ability to compete. Are there any new developments that could impact on this business?

Other examples to consider are:

· information storage: computer control of stock ordering via the till;

· improved marketing capability: the use of loyalty cards by supermarkets, leading also to design shop layout and stock type and level; loyalty cards may also be used by smaller businesses. Examples may be local arrangements with Students' Unions, Christmas clubs, discount cards, and local business groupings setting up local brand cards or similar. The success of such approaches has been mixed, 
· Transmission of information e.g. post/fax/internet: the growth of internet business (e-commerce) has created new problems as well as opportunities. The ability to defraud businesses or mislead individuals is much greater due to heavy reliance of computer systems. The increased level of phishing attacks and malicious software (computer viruses and Trojans) has created the need for additional care and risk assessment.

Environmental (and ethical)
Although environmental issues can be listed separately under this section, there are also links with sociological and political/legal. There may also be a need to consider whether any form of licence is required - how would the lender find out what is specifically needed and what could happen if the correct documentation is not in place? This goes beyond levels of fines, but may also impact upon ability (or permission) to trade and also marketing competitiveness.

· .Activity of the business under review: to what extent are toxic materials used in production or other processes (e.g. chemicals in dry cleaning, drainage of pesticides on farms, printers)?

· land use: is there any possible liability due to use of contaminated land (e.g. disused petrol stations where underground tanks may have leaked over the years)? There would also be an impact of the value of any charged security taken in support of lending facilities.

· legislation: this refers to industries that are subject to specific legal controls (e.g. waste disposal/land fill).

Although these tend to be 'high level' issues, they do have an affect upon the borrower's business and can be used to help develop an understanding of the key risks impacting upon an industry. They then form the basis of lines of questioning to assess the customer's awareness of risk.
Legal
· Legal forces and influences can cover international, national, European and local legislation, rules, regulations and by-laws. In the UK, in recent years, this has included restrictions on certain foods (e.g .beef), sale of handguns, impact of minimum wage rules, Health & Safety rules, taxation procedures - such as penalties.

.What specific laws and regulations relate to this business?
