A four step guide to evaluating
startup and new venture ideas

from Medium.com

Assessing the problem, solution, underlying business assumptions,
and surrounding vibes of startups



What is a startup?

A startup is a hypothetical company that is designed
or created to try to grow very quickly.

So if a business idea is not aiming to build a company
that grows very fast, then it's just a small business.



Why to evaluate?

There are numerous reasons as to why we need frameworks to evaluate
startups.

Wanna-be entrepreneurs may have numerous ideas that they don't know
which to pursue or which to quit their jobs over.

Business leaders and investors may have questions about why ideas are not
growing efficiently or as they would have expected them to.

Venture capitalists need to analyze and understand the ultimate potentials of
a startup idea and build constructive communication mechanisms with
entrepreneurs if they are to invest fruitfully.

Here, at EITT, the evaluation will be done from the angle of the investors and/
or business leaders because they are the ultimate target of a startup pitch,
which is the end result of your project.



What to evaluate?

Four factors need to be analyzed when assessing the
potentials of a startup:

The demand side — the problem, or initial conditions
The supply side — the solution and offering

The connectors — drivers, insights, or reasoning as to
why the ‘assumed’ company, will successtully connect
the supply and demand sides and create economic
value

[The beliefs — the positive emotions, the excitement
around the company and its people]



The demand side:
The Problem

The problem is the external market setting that
will allow the startup idea to grow very quickly.

Good problems generally have one or a number of
the characteristics described next.



The demand side:
The Size of the Problem

Size — good problems are popular, meaning
a lot of people have the problem.

You want to avoid problems that only a small
number of people experience them



The demand side:
The Growth of the Problem

Growth — good problems need to be
growing, at a rate whereby more and more
people will be having the problem in the tuture.

The taster the growth rate, compared to the rate
of growth of other problems or market drivers,
the more interesting the idea will be



The demand side:
The Urgency of the Problem

Urgency — good problems need to be fixed
ASAP, dire and pressing problems, such as climate
change, air pollution, etc. will tend to be more
interesting for investors compared to finding a

ocal plumber
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How to evaluate the Problem



The demand side:
The Cost of the Problem

Costly — good problems need capital to be
solved, problems that are expensive to be
solved will build barriers of entry for other
players, building monopolies and opportunities
for return on investments



The demand side:
The Price of the Problem

High willingness to pay — by customers, because
investors don't want to solve costly problems where
customers are not willing to pay for them



The demand side:
The Enforcement of the Problem

Mandatory — good problems are somehow
enforced, by regulation, legal contracts, or
agreements, for example, healthcare or car
Insurance



The demand side:
The Frequency of the Problem

Frequent — good problems tend to be
encountered often, over a specific and
measured time interval, such as the need for

daily commute



The demand side:
The Summary of Problem

Be large — have millions of users

Be growing — a market growing at 20% annually
is said to be growing fast

Have urgency — people are trying to solve it right
now immediately

Be costly to be solved
High willingness to pay - by its customers
Somehow be mandatory

Have high frequency — needs to be solved
multiple times a day



The demand side:
The Impacts of the Problem

® EFconomic
e FEnvironmental

e Social



The demand side:
The Canvas of the Problem

What is the Size
of the problem?

How can |
support my
assessment?

How much
could
customers pay
to have the
problem
solved?

What is the

Growth of the

problem?

How can |
support my
assessment?

What is the
Urgency of the
problem?

Why it should
be solved today,
not tomorrow?

s it mandatory to have the

problem solved?

s there a regulatory framework?

s it expected any time soon?
s it expected to last? Is it short-

termed?

What is the Cost

of solving the
problem?

How frequently
is the problem
experienced?

Daily? Weekly?
Monthly? A few
times a year?



The demand side:
The Canvas of the Problem

How relevant How is the What is the new

(big) is the problem being solution?

problem? solved today?

s it growing, What are the Why is it better

how much? limitations of than current
current solutions?
solutions?

Do | know how
to implement
the solution?

What is the
value chain of
the solution?

How much
could
customers pay
for the solution?



