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Running Lean provides a step-by-step blueprint to put these ideas into
action. A business plan rests on a series of leap-of-faith assumptions,
each of which can be tested empirically. Will customers want the product
we’re building? Will they pay for it? Can we provide a service profitably?
And once we find customers, can we grow? Running Lean lays out Ash’s
approach to breaking these assumptions down so that they can become the
subjects of rigorous experiments.

Running Lean’s simple, action-oriented templates provide tools that
startups in all stages of development can use to help build breakthrough,
disruptive new products and organizations.

It’s been just about three years since I first wrote the phrase “lean startup”
in a blog post that a few dozen people read. Since then, these ideas have
grown into a movement, embraced by thousands of entrepreneurs around
the world dedicated to making sure that new products and new startups
succeed. As you read through Running Lean, 1 hope you will put these ideas
into practice and join our community. Odds are there is a Lean Startup
Meetup taking place in your city. A complete list of meetups and links
to other resources can be found at the official Lean Startup homepage:
hitp:/itheleanstartup.com.

Welcome to the cutting edge of entrepreneurial practice. I hope youw’ll share
what you learn, what works and what doesn’t. Thank you for being part of
this experiment.

Eric Ries
January 20, 2012
San Francisco, CA
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http://theleanstartup.com

We'd Like to Hear from You

Please address comments and questions concerning this book to the
publisher:

O’Reilly Media, Inc.

1005 Gravenstein Highway North

Sebastopol, CA 95472

(800) 998-9938 (in the United States or Canada)

(707) 829-0515 (international or local)

(707) 829-0104 (fax)

We have a web page for this book, where we list errata, examples, and any
additional information. You can access this page at:

http:/ishop.oreilly.com/product/0636920020141.do
To comment or ask technical questions about this book, send email to:
bookquestions@oreilly.com

For more information about our books, courses, conferences, and news, see
our website at hitp://www.oreilly.com.

Find us on Facebook: bttp://facebook.com/oreilly
Follow us on Twitter: htip://twitter.com/oreillymedia

Watch us on YouTube: htip://www.youtube.com/oreillymedia

Attributions and Permissions

This book is here to help you get your job done. If you reference limited
parts of it in your work or writings, we appreciate, but do not require,
attribution. An attribution usually includes the title, author, publisher, and
ISBN. For example: “Running Lean, Second Edition (O’Reilly). Copyright
2012 Ash Maurya, 978-1-449-30517-8.”

If you feel your use of examples or quotations from this book falls outside
fair use or the permission given above, feel free to contact us at permissions@
oreilly.com.
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Introduction

What Is Running Lean?

We live in an age of unparalleled opportunity for innovation. With the
advent of the Internet, cloud computing, and open source software, the cost
of building products is at an all-time low. Yet, the odds of building success-
ful startups haven’t improved much.

Most startups still fail.

But the more interesting fact is that, of those startups that succeed, two-
thirds report having drastically changed their plans along the way.!

So, what separates successful startups from unsuccessful ones is not neces-
sarily the fact that successful startups began with a better initial plan (or
Plan A), but rather that they find a plan that works before running out of
resources.

Up until now, finding this better Plan B or C or Z has been based more on
gut, intuition, and luck. There has been no systematic process for rigorously
stress-testing a Plan A.

That is what Running Lean is about.

Running Lean is a systematic process for iterating from Plan A to a plan
that works, before running out of resources.

Why Are Startups Hard?

First, there is a misconception around how successful products get built.
The media loves stories of visionaries who see the future and chart a perfect
course to intersect it. The reality, however, rarely plays out quite as simply.
Even the unveiling of the visionary computer, the iPad, in Steve Jobs’ words

1 John Mullins and Randy Komisar, Getting to Plan B (Boston, MA: Harvard Business
Review Press, 2009).
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was years in the making, built on several incremental innovations (and fail-
ures) of software and hardware.

Second, the classic product-centric approach front-loads some customer
involvement during the requirements-gathering phase but leaves most of
the customer validation until after the software is released. There is a large
“middle” when the startup disengages from customers for weeks or months
while they build and test their solution. During this time, it’s quite possible
for the startup to either build too much or be led astray from building what
customers want. This is the fundamental dilemma described by Steve Blank
in The Four Steps to the Epiphany, in which he offers a process for building
a continuous customer feedback loop throughout the product development
cycle that he terms “Customer Development.”

And finally, even though customers hold all the answers, you simply cannot
ask them what they want.

If I bad asked people what they wanted, they would have said faster
horses.
—Henry Ford

A lot of people cite the preceding quote and declare it hopeless to talk
to customers. But hidden in this quote is a customer problem statement:
had customers said “faster horses,” they would really have been asking
for something faster than their existing alternative, which happened to be
horses.

Given the right context, customers can clearly articulate their problems,
but it’s your job to come up with the solution.

It is not the customer’s job to know what they want.
—Steve Jobs
Is There a Better Way?

Running Lean provides a better, faster way to vet new product ideas and
build successful products:

e Running Lean is about speed, learning, and focus.

e Running Lean is about testing a vision by measuring how customers

behave.

e Running Lean is about engaging customers throughout the product
development cycle.

* Running Lean tackles both product and market validation in parallel
using short iterations.

e Running Lean is a disciplined and rigorous process.
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Running Lean references an array of methodologies and thinkers. Three of
the most important follow.

Customer Development

Customer Development is a term coined by Steve Blank and is used to
describe the parallel process of building a continuous feedback loop with
customers throughout the product development cycle. It is defined in his
book, The Four Steps to the Epiphany.

The key takeaway from Customer Development can best be summed up as:

Get out of the building.
—Steve Blank

Most of the answers lie outside the building—not on your computer, or in
the lab. You have to get out and directly engage customers.

Lean Startup

Lean Startup is a term trademarked by Eric Ries and represents a synthe-
sis of Customer Development, Agile Software Development methodologies,
and Lean (as in the Toyota Production System) practices.

The term Lean is often misunderstood as “being cheap.” While “being
Lean” is fundamentally about eliminating waste or being efficient with
resources, that interpretation is not completely misguided because money
happens to be one of those resources.

However, in a Lean Startup, we strive to optimize utilization of our scarc-
est resource, which is time. Specifically, our objective is maximizing learn-
ing (about customers) per unit time.

The key takeaway from Lean Startup can best be summed up around the
concept of using smaller, faster iterations for testing a vision.

Startups that succeed are those that manage to iterate enough times
before running out of resources.
—Eric Ries

Bootstrapping

Bootstrapping is more commonly understood as a collection of techniques
used to minimize the amount of external debt or funding needed from
banks or investors. Too often, people confuse bootstrapping with self-fund-
ing. A stricter definition is funding with customer revenues.
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However, I subscribe to a much more philosophical definition of bootstrap-
ping put forward by Bijoy Goswami:

Right action, right time.

Startups are inherently chaotic, but at any given point in time, there are
only a few key actions that matter. You need to just focus on those and
ignore the rest.
What Will This Book Teach You?
In this book, you’ll learn:

e How to first find a problem worth solving, before defining a solution

* How to find early customers

e When is the ideal time to raise funding

¢ How to test pricing

* How to decide what goes into Release 1.0

* How to build and measure what customers want

e How to maximize for speed, learning, and focus

e What is product/market fit

e How to iterate to product/market fit

Is This Book for You?

If you are an entrepreneur considering building a new product, or if you
already have a product and you want to raise your odds of making it suc-
cessful, this book is for you.

Running Lean is for:
e Business managers
e CEOs

® Developers and programmers who are interested in becoming successful
entrepreneurs

* Bloggers, cofounders, small-business people, writers, musicians—
anyone who’s creative and interested in starting a new business project

¢ Innovators

e Startup founders
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How Is This Book Organized?

This book is organized into four parts. The parts are meant to be read in
order, as they outline the chronological steps required to apply Running
Lean to your product—from ideation to product/market fit. Even if you
already have a product launched, I recommend starting from the beginning.
You will not have to spend as much time going through the stages, and this
exercise will help you baseline where you currently are and formulate your
next actions.

Each part ends with gating criteria that will help you decide if you’re ready
to move on to the next one.

Part 1: Roadmap

Part 1 provides an overall roadmap of the Running Lean process. Specifi-
cally, it describes the three core meta-principles that capture the essence of
Running Lean and ends with a short case study that helps illustrate these
principles in action.

The rest of the book covers each of the following meta-principles in detail
in three parts.
Part 2: Document Your Plan A

Part 2 walks through the process of documenting your initial vision (or
Plan A) using a portable one-page format called Lean Canvas. Your Lean
Canvas will serve as your product’s tactical map and blueprint.

Part 3: Identify the Riskiest Parts of Your Plan

Part 3 helps you identify which aspects of your plan to focus on first. It lays
some groundwork on the different types of risks startups face, shows you
how to prioritize them, and prepares you to start the process of testing and
experimentation.

Part 4: Systematically Test Your Plan

Part 4 outlines the four-stage process for systematically stress testing your
initial plan and shows you how to iterate from your Plan A to a Plan That
Works.
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About Me

I bootstrapped my most recent company, WiredReach, in 2002, and sold it
in late 2010. Throughout that time, I built products in stealth, attempted
building a platform, dabbled with open sourcing, practiced “release early,
release often,” embraced “less is more,”? and even tried “more is more.”

The first realization early on was that building in stealth is a really bad
idea. There is a fear, especially common among first-time entrepreneurs,
that their great idea will be stolen by someone else. The truth is twofold:
first, most people are not able to visualize the potential of an idea at such an
early stage, and second (and more importantly), they won’t care.

The second realization was that startups can consume years of your life. 1
started WiredReach with just a spark of an idea, and before I knew it, years
had passed. While I’ve had varying levels of success with the products I
built, I realized that I needed a better, faster way to vet new product ideas.

Life’s too short to build something nobody wants.

And finally, I learned that while listening to customers is important, you
have to know how to do it. I used a “release early, release often” method-
ology for one of my products, BoxCloud, and launched a fairly minimal
file-sharing product built on a new peer-to-web model we had developed
in 2006. After we launched, we got covered by a few prominent blogs and
dumped some serious cash into advertising on the DECK network (primar-
ily targeted at designers and developers).

We started getting a lot of feedback from users, but it was all over the place.
We didn’t have a clear definition of our target customer and didn’t know
how to prioritize this feedback. We started listening to the most popular
(vocal) requests and ended up with a bloated application and lots of one-
time-use features.

Around that time, I ran into Steve Blank’s lectures on Customer Develop-
ment, from which I followed the trail to Eric Ries’s early ideas of the Lean
Startup. I had dreamt the big vision, rationalized it in my head, and built
it and refined it the long, hard way. I knew customers held the answers but
didn’t know when or how to fully engage them. That’s exactly what Cus-
tomer Development and Lean Startup were attempting to address.

I was sold.

2 A product development philosophy popularized by 37signals.
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Why This Book?

I was determined to test these techniques on my next product (CloudFire)
but ran into many early challenges when trying to take these concepts to
practice.

For one, Steve Blank’s book was written for a specific type of business,
enterprise software, which made it hard to carry over many of the tactics
to my products. Also, while Eric Ries was sharing his retrospective lessons
learned from working at IMVU, IMVU was no longer a startup. With a
technical staff of 40 people and more than $40 million in revenue, what
you saw was a fully realized Lean Startup machine, which was at times
daunting.

I had more questions than answers, which prompted my two-year journey
in search of a better methodology for building successful products. The
product of that journey is Running Lean, which is based on my firsthand
experiential learning building products and the pioneering work of Eric
Ries, Steve Blank, Dave McClure, Sean Ellis, Sean Murphy, Jason Cohen,
Alex Osterwalder, and many others who I reference throughout the book.

I am thankful to the thousands of readers who subscribed to my blog, left
comments week after week, sent me notes of encouragement to keep on
writing, and subjected their products to my testing. This book was really
“pulled” out of me by them.

Field-Tested

As a way to test the content for this book, I started speaking and teaching
Running Lean workshops. I have shared this methodology with hundreds
of startups and worked closely with many of them to test and refine it.

Whereas my blog is a near-real-time account of my lessons learned, this
book benefits from retrospective learning and from reordering and refining
steps for a more optimal workflow.

I am applying this new workflow to my next startup, which is also a by-
product of my blogging and learning over the past year. As of this writing,
I have sold WiredReach and am in the process of building and launching a
new startup, Spark59.
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Disclaimers

Practice Trumps Theory

You get a gold star not for following a process, but for achieving results.
One of the things that particularly drew me to the Lean Startup method-
ology is that it is a meta-process from which more specific processes and
practices can be formulated. The same principles used to test your product
can and should be applied to test your tactics when taking these principles
to practice.’

Everything in this book is based on first-hand experiential learning and
experimentation on my own products. I encourage you to rigorously test
and adapt these principles for yourself. The legal, financial, and account-
ing aspects of launching a company are outside the scope of the book.
When the time comes, it is important to get competent professional advice
about financing and structuring your company and its intellectual property
assets.

There Are No Silver Bullets

No methodology can guarantee success. But a good methodology can pro-
vide a feedback loop for continuous improvement and learning.

That is the promise of this book.

3 There is no room for faith in a Lean Startup: http://www.ashmaurya.com/2011/02/do-you-
have-faith-in-lean-startups/.
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CHAPTER 1

Meta-Principles

The proper application of any methodology first requires a clear under-
standing and separation of principles from tactics.

Principles guide what you do. Tactics show you how.

The essence of Running Lean can be distilled into three steps:
1. Document your Plan A.
2. Identify the riskiest parts of your plan.
3. Systematically test your plan.

In this chapter, we’ll cover these meta-principles. The rest of the book will
focus on the reduction of these meta-principles to practice.

Step 1: Document Your Plan A

There Is an “I” in Vision

All men dream: but not equally. Those that dream by night in the dusty
recesses of their minds wake in the day to find that it was vanity:
but the dreamers of the day are dangerous men, for they may act
their dreams with open eyes, to make it possible.

—T.E. Lawrence, “Lawrence of Arabia”

Everyone gets hit by ideas when they least expect them (in the shower,
while driving, etc.). Most people ignore them. Entrepreneurs choose to act
on them.



While passion and determination are attributes that are essential in order
to drive a vision to its full potential, if they are left unchecked, they can also
turn the journey into a faith-based one driven by dogma.

Reasonably smart people can rationalize anything, but entrepreneurs are
especially gifted at this.

Most entrepreneurs start with a strong initial vision and a Plan A for real-
izing that vision. Unfortunately, most Plan A’s don’t work.

While a strong vision is required to create a mantra and make meaning,
a Lean Startup strives to uphold a strong vision with facts, not faith. It
is important to accept that your initial vision is built largely on untested
assumptions (or hypotheses). Running Lean helps you systematically test
and refine that initial vision.

Capture Your Business Model Hypotheses

Too many founders carry their hypotheses in their heads alone, which,
though the fastest way to iterate, only helps to further support their own
“reality distortion fields.”

The first step is writing down your initial vision and then sharing it with at
least one other person.

Traditionally, business plans have been used for this purpose. But, while
writing a business plan is a good exercise for the entrepreneur, it falls short of
its true purpose: Facilitating conversations with people other than yourself.

Additionally, since most Plan As are likely to be proven wrong anyway, you
need something less static and rigid than a business plan. Taking several
weeks or months to write a 60-page business plan largely built on untested
hypotheses is a form of waste.

Waste is any human activity which absorbs resources but creates
no value.
—James P. Womak and Daniel T. Jones, Lean Thinking (Free Press)

My format of choice is to use the one-page business model diagram (Lean
Canvas) shown in Figure 1-1.
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1
PROBLEM SOLUTION UNIQUE VALUE PROPOSITION| UNFAIR ADVANTAGE CUSTOMER SEGMENTS
Top 3 problems Top 3 features Single, clear, Can’t be easily Target customers
compelling message | copied or bought
that states why you
are different and
worth buying
I
I
KEY METRICS : CHANNELS
Key activities you | Path to customers
measure 1
I
I
I
I
I
I
COST STRUCTURE REVENUE STREAMS
Customer Acquisition Costs Revenue Model
Distributing Costs Lifetime Value
Hosting Revenue
People, etc. Gross Margin
PRODUCT ! MARKET

Figure 1-1. Lean Canvas

Lean Canvas is adapted from The Business Model Canvas (http://www.businessmodelgeneration.com)
and is licensed under the Creative Commons Attribution-Share Alike 3.0 Un-ported License.

Lean Canvas is my adaptation of Alex Osterwalder’s Business Model Can-
vas, which he describes in the book Business Model Generation (Wiley).!

I particularly like the one-page canvas format because it is:

Fast

Compared to writing a business plan, which can take several weeks
or months, you can outline multiple business models on a canvas in

one afternoon. Because creating these one-page business models takes
so little time, I recommend spending a little additional time up front,

brainstorming possible variations to your model and then prioritizing
where to start.

Concise

The canvas forces you to pick your words carefully and get to the
point. This is great practice for distilling the essence of your prod-
uct. You have 30 seconds to grab the attention of an investor over a

1 To understand the differences between Lean Canvas and the original Business Model

Canvas, see hitp:/fwww.ashmaurya.comfwhy-lean-canvas.
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hypothetical elevator ride, and eight seconds to grab the attention of a
customer on your landing page.?

Portable

A single-page business model is much easier to share with others,
which means it will be read by more people and probably will be
more frequently updated.

If you have ever written a business plan or created a slide deck for investors,
you’ll immediately recognize most of the building blocks on the canvas. I
won’t spend time describing these blocks right now, as we’ll cover them in
great detail in Part 2 of the book.

A key point I would like you to take away for now, though, is that your
product is NOT “the product” of your startup.
Your Product Is NOT “the Product”

I purposely made the solution box less than one-ninth of the entire canvas
because, as entrepreneurs, we are most passionate about the solution box
and what we are naturally good at (see Figure 1-2).

e

PROBLEM SOLUTION UNIQUE VALUE PROPOSITION | UNFAIR ADVANTAGE

KEY METRICS CHANNELS

COST STRUCTURE REVENUE STREAMS

Your “business model” is the product

Lean Canvas is adapted from The Business Model Canvas (http://www.businessmodelgeneration.com)
and is licensed under the Creative Commons Attribution-Share Alike 3.0 Un-ported License.

Figure 1-2. Your product is NOT “the product”

2 It is estimated that up to 50% of visitors to landing pages will bail in the first eight
seconds. Source: MarketingSherpa’s “Landing Page Handbook” (2005).
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Dave McClure of 500 Startups has sat through hundreds of entrepreneur
pitches and will probably sit through hundreds more. During these ses-
sions, he has repeatedly called out entrepreneurs for spending a dispropor-
tionate amount of time talking about their solution and 7ot enough time
talking about the other components of the business model.

Customers don’t care about your solution. They care about their
problems.
—Dave McClure, 500 Startups

Investors, and more important, customers, identify with their problems and
don’t care about your solution (yet). Entrepreneurs, on the other hand, are
naturally wired to look for solutions. But chasing after solutions to prob-
lems no one cares enough about is a form of waste.

Your job isn’t just building the best solution, but owning the entire busi-
ness model and making all the pieces fit.

Recognizing your business model as a product is empowering. Not only
does it let you own your business model, but it also allows you to apply well-
known techniques from product development to building your company.

If you take a step back, you’ll see that these meta-principles are nothing
more than the divide and conquer technique applied to the process of start-

ing up.
Lean Canvas belps deconstruct your business model into nine distinct sub-
parts that are then systematically tested, in order of highest to lowest risk.

Step 2: Identify the Riskiest Parts of Your Plan

Building a successful product is fundamentally about risk mitigation.

Customers buy from you when they trust you can solve their problems.
Investors bet on you when they trust you can build a scalable business
model.

Startups are a risky business, and our real job as entrepreneurs is to system-
atically de-risk our startups over time.

Another technique taken from the Product Development playbook is that
of “tackling the riskiest parts first.” Not coincidentally, for most products,
the solution isn’t what’s riskiest.

Unless you are trying to solve a particularly hard technical problem (like
finding a cure for cancer, building the next big search algorithm, or split-
ting isotopes), chances are you will be able to build your product given
enough time, money, and effort.

META-PRINCIPLES 7



The bigger risk for most startups is building something nobody wants.
While what’s riskiest varies across products, a lot of that risk is driven by
the stage of your startup, which we’ll cover next.

The Three Stages of a Startup

A startup goes through three distinct stages, as shown in Figure 1-3.

AT o AT
PROBLEM/SOLUTION PRODUCT/MARKET SCALE
FIT » FIT »
Stage T Stage 2 Stage 3

Figure 1-3. Three stages of a startup

Stage 1: Problem/Solution Fit
Key question: Do I have a problem worth solving?

The first stage is about determining whether you have a problem worth
solving before investing months or years of effort into building a solution.

While ideas are cheap, acting on them is quite expensive.
A problem worth solving boils down to three questions:
e Is it something customers want? (must-have)
e Will they pay for it? If not, who will? (viable)
e (Can it be solved? (feasible)

During this stage, we attempt to answer these questions using a combina-
tion of qualitative customer observation and interviewing techniques that
we’ll cover in great detail Chapters 5 and 6.3

From there you derive the minimum feature set to address the right set of
problems, which is also known as the minimum viable product (MVP).
Stage 2: Product/Market Fit

Key question: Have I built something people want?

Once you have a problem worth solving and your MVP has been built, you
then test how well your solution solves the problem. In other words, you
measure whether you have built something people want.

3 In The Four Steps to the Epiphany, Steve Blank points out the importance of in-depth
customer interviews, which he terms “Customer Discovery.”
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In Part 4 of this book, we’ll cover both qualitative and quantitative metrics
for measuring product/market fit.

Achieving traction or product/market fit is the first significant milestone for
a startup. At this stage, you have a plan that is starting to work—you are
signing up customers, retaining them, and getting paid.

Stage 3: Scale
Key question: How do I accelerate growth?

After product/market fit, some level of success is almost always guaranteed.
Your focus at this stage shifts toward growth, or scaling your business
model.

Pivot Before Product/Market Fit, Optimize After

Achieving product/market fit is the first significant milestone of a startup
and greatly influences both strategy and tactics. For this reason, it is helpful
to further delineate the stages of a startup as “before product/market fit”
and “after product/market fit.”

Before product/market fit, the focus of the startup centers on learning and
pivots. After product/market fit, the focus shifts toward growth and opti-
mizations. (See Figure 1-4.)

’/—\\ AT, ‘/'—\\
PROBLEM/SOLUTION PRODUCT/MARKET SCALE
FIT » FIT »
Focus: Validated Learning Focus: Growth
Experiments: Pivots Experiments: Optimizations

Figure 1-4. Before and after product/market fit

Pivot is a term used by Eric Ries to describe a change in direction of a
startup while staying grounded in learning. The best way to differentiate
pivots from optimizations is that pivots are about finding a plan that works,
while optimizations are about accelerating that plan.

In a pivot experiment, you attempt to validate parts of the business model
hypotheses in order to find a plan that works. In an optimization experi-
ment, you attempt to refine parts of the business model hypotheses in order
to accelerate a working plan. The goal of the first is a course correction (or
a pivot). The goal of the second is efficiency (or scale).

META-PRINCIPLES 9



This may sound like a subtle distinction, but it has a significant impact on
both strategic and tactical execution. Before product/market fit, a startup
needs to be architected to maximize learning.

You stand to learn the most when the probability of the expected outcome
is 50%; that is, when you don’t know what to expect.

In order to maximize learning, you have to pick bold outcomes instead of
chasing incremental improvements. So, rather than changing the color of
your call-to-action button, change your entire landing page. Rather than
tweaking your unique value proposition (UVP) for a single customer seg-
ment, experiment with different UVPs for different customer segments.

Later in the book, we’ll visit many other examples that explain how you
purposely architect for learning over optimization.

Where Does Funding Fit into All This?

It’s funny to note how the 37signals folks went from “Outside money is
Plan B” to “Outside money is Plan Z” between their last two books: Get-
ting Real and Rework (37signals.com). Once you’re profitable, it’s easy to
make such a declaration, but some times are certainly better than others to
consider external funding (see Figure 1-5).

Ideal time to raise funding

PROBLEM/SOLUTION PRODUCT/MARKET SCALE

FIT » FIT »
Your Goal: Learning Your Goal: Growth
Investor's Goal: Growth Investor's Goal: Growth

Figure 1-5. Ideal time to raise funding

Even though you may need to raise seed funding sooner, the ideal time to
raise your big round of funding is after product/market fit, because at that
time, both you and your investors have aligned goals: to scale the business.

Traction is a measure of your product’s engagement with its market.
Investors care about traction over everything else.
—Nivi and Naval, Venture Hacks
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A lot of (especially first-time) entrepreneurs feel that Step 1 involves writing
a business plan/building a slide deck and getting funded. Taking several
months to write and pitch a business plan to investors is not the best use of
time for a startup; especially since all you have at that point is a vision and
a set of untested hypotheses. Selling this to investors without any level of
validation is a form of waste.

Instead, your first goal should be to establish just enough of a runway
to allow you to start testing and validating your business model with
customers.

While not the same thing, bootstrapping and Lean Startups are quite
complementary. Both cover techniques for building low-burn startups by
eliminating waste through the maximization of existing resources before
expending effort on the acquisition of new or external resources.

Bootstrapping + Lean Startup = Low-Burn Startup

(For more, see “How to Build a Low-Burn Startup” in the Appendix.)

Step 3: Systematically Test Your Plan

With your Plan A documented and your starting risks prioritized, you are
now ready to systematically test your plan. In a Lean Startup, this is done
by running a series of experiments.

The Lean Startup methodology is strongly rooted in the scientific method,
and running experiments is a key activity. We’ll cover steps for running
effective experiments in Part 3 of the book, but for now, let’s start by defin-
ing an experiment.

What Is an Experiment?

A cycle around the validated learning loop shown in Figure 1-6 is called an
experiment.

META-PRINCIPLES 1
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Figure 1-6. Build-Measure-Learn loop

The validated learning loop, or Build-Measure-Learn loop, was codified by
Eric Ries and describes the customer feedback loop that drives learning in
a Lean Startup.

It begins in the Build stage with a set of ideas or hypotheses that are used to
create some artifact (mock-ups, code, landing page, etc.) for the purpose of
testing a hypothesis. We put this artifact in front of customers and “mea-
sure” their response using a combination of qualitative and quantitative
data. This data is used to derive specific “learning” that serves to validate
or refute a hypothesis, which in turn drives the next set of actions.

The Iteration Meta-Pattern

While an experiment helps you validate or invalidate a specific business
model hypothesis, an iferation strings multiple experiments together
toward achieving a specific goal, such as getting to product/market fit.
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Figure 1-7 shows the basic iteration meta-pattern we’ll use throughout

this book.

UNDERSTAND DEFINE VALIDATE VERIFY
PROBLEM SOLUTION QUALITATIVELY QUANTITATIVELY
Problem/Solution Fit Product/Market Fit

Figure 1-7. [teration meta-pattern
The first two stages (Understand Problem and Define Solution) are about
getting to problem/solution fit or finding a problem worth solving.

Then you iterate toward product/market fit by testing whether you’ve built
something people want using a two-stage approach: first qualitative (micro-
scale), then quantitative (macro-scale).
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CHAPTER 2

Running Lean lllustrated

A great way to understand the meta-principles covered in Chapter 1 is to
see them applied to a real product.

I wanted to pick a simple example that would be readily understood. So,
rather than picking a software or hardware product, I decided to outline
the process I used to write this book.

Even if you haven’t written a book, you can probably appreciate the steps that
go into writing a book, which, as you’ll see, isn’t unlike building a product.

Case Study: How | Wrote Iterated This Book

Writing a book was never in my plans. I was too busy running my company.
I started my blog in October 2009 because I had more questions about
Lean Startups than answers.

Along the way, a few of my blog readers started suggesting that I turn my
blog posts into a book. I knew writing a book (even from blog posts) would
be a massive undertaking, so while I was flattered by the requests, I did
nothing at first. After about a dozen such requests, I decided to explore
further.

What follows is how I applied the Running Lean process to writing this book.

15



Understand the Problem

I called these readers and asked them why they wanted me to write a book.
Specifically, I asked what would be different about this book from what
was already on my blog, or in other blogs and books that are already out
there. In other words, I was trying to understand this book’s unique value
proposition in relation to existing alternatives.

From these interviews, I learned that, like me, my readers were also strug-
gling with taking Customer Development and Lean Startup techniques to
practice (problem statement) and viewed my blog posts as a “step-by-step”
guide for applying these techniques from the ground up (solution). Many
of them were also technical founders like me who were building web-based
products (early adopters).

Define the Solution

With that knowledge, I spent a day building a demo. It was a teaser land-
ing page with a table of contents, a title, and a stock book-cover image (see
Figure 2-1).

B —

Running Lean - the book Running Lean

Learn how to apply bootstrapping, customer development,
and lean startup techniques to pivot your way to
product/market fit.

web application

TABLE OF CONTENTS

Introduction STEP 3: Pivot to Product/Market Fit
« What n? Pivot, Don't Optimize

* Ab o . W s a Pivot?
e Di

T
Running Lean Roadmap ¢ The Pivot Litmus Test

Figure 2-1. Running Lean teaser page
I knew the riskiest part about writing this book was nailing down the table

of contents—not the title, book cover, or even price (since most business
books have fairly established pricing).
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I called the same readers and asked them: “If I were to write this book,
would they buy it?” Their feedback helped me refine the table of contents
(define the solution) and gave me a strong signal to move forward.

While encouraging, writing a book for just a dozen or so readers wasn’t
indicative of a problem worth solving. So I left the teaser page up and
announced the book with a “coming this summer” launch time frame on
my blog in March 2010. My readers helped spread the message (channel
testing). Then I went back to running my company.

By June, I had collected 1,000 emails (potential prospects), which made
writing the book a problem worth solving for me. My rationale for this was
at least covering my costs using a simple back-of-the-envelope calculation.

Validate Qualitatively

Writing a whole book was still a massive undertaking. I tried writing the
first chapter using “copy-and-paste” from my blog but wasn’t happy with
the results. I needed to build something even smaller that allowed me to
start learning from customers (a minimum viable product).

I took the table of contents and turned it into a slide deck with the same
outline and a few bullet points under each topic. I announced a free Run-
ning Lean workshop in Austin, Texas and got 30 people interested.

A local incubator, Tech Ranch, was gracious enough to provide a venue but
only had room for 10 people. This was perfect, as it meant I could run at
least two more workshops with the others (iterate in small batches).

Based on the success of the first workshop, not only did I run more work-
shops, but I also started charging for them (getting paid is the first form
of validation). With each workshop, I continually tweaked the slide deck
content for better flow and doubled pricing until T hit some resistance.

By the end of the summer, T understood the solution well enough and
started writing. Here again, instead of writing the whole book in isolation,
I contacted my potential prospects from the teaser page, many of whom
were growing impatient as my initial launch date had come and gone. I
apologized for not having finished the book and told them I'd be writing
and releasing the book iteratively, much like software. Rather than waiting
six more months to get the book, if they preordered the book, now they
would get two chapters of the book every two weeks in PDF format.

About half of the people agreed to this arrangement. The others chose to
wait for the “finished product,” citing print, iPad, and/or Kindle as their
preferred reading format. This further helped me distinguish early adopt-
ers from latter-stage customers. These early adopters were driven by the
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content alone and didn’t care how it was packaged. The content for me was
still the riskiest part of the product to test.

Customer feedback during this two-week iteration cycle was immensely
valuable. Entire chapters were rewritten for better flow, illustrations were
improved,! and little typos and grammatical errors were nipped in the
bud. Not only was I able to write a better book using this process, but I
did so faster.

Verify Quantitatively

Only once the book was “content-complete” in January 2011 did I hire
a designer for the book cover, start testing book subtitles, research print/
ebook options, and build a marketing website (right action, right time).

While I’d always been prepared to self-publish this book, an interesting
thing happened. I was contacted by a major publisher in December 2010
that got wind of the fact that I was writing this book. Not only had they
already reviewed the latest version out at the time, but they were interested
in publishing the book as-is.

I asked them if my model for writing and selling the book so far would be a
deal breaker. On the contrary, they wished more authors wrote their books
this way.

At first I was confused, but then it all made sense. The fact that I was able
to sell 1,000 copies of the book on my own demonstrated early traction,
which helped mitigate market risk for the publisher. This is not unlike how
a latter-stage investor views a startup.

As with building a product, the ideal time to attract external resources is
after product/market fit, which may or may not be the right action for you
at that time.

In my case, I’'m happy to say that additional conversations with other pub-
lishers, along with advice from Eric Ries, helped me determine that going
the publisher route was the right action given my goals. I signed a contract
with O’Reilly. Not only had the O’Reilly folks been early proponents of
the Lean Startup movement, but they were also highly supportive of an
official Lean series of books.

As of September 2011, I had sold just over 10,000 copies of Running Lean
on my own and was writing a new and updated edition (the book you
hold in your hands). This version was even further refined through count-
less interviews and workshops with entrepreneurs that spanned a wide

1 A reader and fellow Austin entrepreneur, Emiliano Villarreal, redid my illustrations and
sent me the updated files. We started collaborating on other visuals and he now works
with me at Spark59.
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spectrum of products (build a continuous feedback loop with customers).
The goal was to synthesize my learning over the past year and broaden
the audience beyond my initial prototypical early adopters of web-based
entrepreneurs.

The timeline shown in Figure 2-2 summarizes the process I used to write
the first edition of Running Lean.

quk
Publisher Finished

2-Week Interest
Preview Chapter + Releases
Paid Pre-order Option
Free Workshop
Teaser Workshop
Page
Blog ]

Oct Mar Jun Jul-Sep Oct Oct Dec Feb
2009 2010 2010 2010 2010 2010 2010 2011

Figure 2-2. Running Lean timeline

Is the Book Finished?
A book, like large software, is never finished—only released.

Because I wrote this book iteratively about a topic that is still evolving, the
book was just the beginning.

e [ still share my raw learning on my blog.
e T write a biweekly “Running Lean Mastery” newsletter.
® Demand for my workshops has gone up.

While I love teaching these workshops, my true passion still lies in building
products. Immersing myself in the world of hundreds of startups helped me
identify a number of problems worth solving.

That is how Lean Canvas and USERcycle came to be.

Lean Canvas is a business model validation tool. It’s a companion tool to
this book that helps you document your business model, measure progress,
and communicate learning with your internal and external stakeholders.

USERcycle is customer lifecycle management software that helps compa-
nies convert their users into passionate customers. Passionate customers
come back and use your product, tell others about your product, and pay
for your product (or get you paid).
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CHAPTER 3

Create Your Lean Canvas

Capture your business model in a portable, one-page diagram.

The Lean Canvas is the perfect format for brainstorming possible business
models, prioritizing where to start, and tracking ongoing learning.

The best way to illustrate the use of the canvas is through an example.
I’ll describe the thought process that went into building my first product,
CloudFire, using this methodology.

Brainstorm Possible Customers

When you first start out, all you have is an inkling of a problem, a solu-
tion, and maybe a customer segment. Just as rushing to build a solution can
lead to waste, so can prematurely picking a customer segment or business
model. The danger here is that this “selection bias” is untested and may
result in a suboptimal business model or local maxima.
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The Hill-Climbing Algorithm
and the Problem of Local Maxima

In computer science, hill climbing is a mathematical optimization technique. It is an
iterative algorithm that starts with an arbitrary solution to a problem, then attempts
to find a better solution by incrementally changing a single element of the solution.
If the change produces a better solution, an incremental change is made to the new
solution, and the process is repeated until no further improvements can be found.

Hill climbing is good for finding a local optimum (a solution that cannot be im-
proved by considering a neighboring configuration), but it is not guaranteed to find
the best possible solution (the global optimum) out of all possible solutions (the
search space).

Source: http.//en.wikipedia.org/wiki/Hill_climbing

While there is no way to completely avoid the local maxima problem, you
raise your odds for finding a better solution when you are initially open to
exploring and even testing multiple models in parallel.

Start by brainstorming the list of possible customers for your product:

Distinguish between customers and users.

If you have multiple user roles in your product, identify your
customers.

A customer is someone who pays for your product. A user does not.

Split broad customer segments into smaller ones.

I’ve worked with startups that felt the problems they are solving are
so universal, they apply to everyone.

You can’t effectively build, design, and position a product for
everyone.

While you might be aiming to build a mainstream product, you need
to start with a specific customer in mind. Even Facebook, with its
now 500 million+ users, started with a very specific user in mind:
Harvard University students.

Put everyone on the same canvas at first.

If you are building a multisided business, you might find it necessary
to outline different problems, channels, and value propositions for
each side of the market. I recommend starting with a single canvas
first and using a different color or tag to identify each customer seg-
ment. This helps you visualize everything on a single page. Then split

if needed.
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Sketch a Lean Canvas for each customer segment.

As you’ll find shortly, the elements of your business model can and
will vary greatly by customer segment. I recommend starting with the
top two or three customer segments you feel you understand the best
or find most promising.

CASE STUDY

CloudFire
Background:

Prior to CloudFire, | had launched a file-sharing application called BoxCloud that
simplified the process of sharing large files, using a proprietary peer-to-web (p2web)
framework we had built.

BoxCloud's unique value proposition (UVP) was that it allowed the sharer to share
a file/folder directly from his computer without any uploading. Recipients accessed
the shared file/folder directly from their browser without the need to install any ad-
ditional software.

BoxCloud was primarily targeted at business users and was in use by graphic design-
ers, attorneys, accountants, and other small-business owners.

| was interested in exploring other uses of the p2web framework, especially around
media sharing (photos, videos, and music), which is how CloudFire came about.

Really broad category:
Anyone that shares lots of media content.

More specific possible customers:

Photographers

Videographers

Media consumers (scratch my own itch)

Parents
While | was initially drawn to building something for the consumer segment (with
myself as the prototypical customer), I had recently become a parent and witnessed

some pain points around photo and (especially) video sharing. That is the segment
| decided to model first.
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Sketching a Lean Canvas
In this section, I’ll outline the process for sketching a Lean Canvas.

Sketch a canvas in one sitting.

While it’s tempting to iterate endlessly on the whiteboard, your initial
canvas should be sketched quickly—in less than 15 minutes. The point
of creating the canvas is to take a snapshot of what’s in your head at
this moment in time, then move on to identifying what’s riskiest, and
finally get out of the building and test your model with people other
than yourself.

It’s OK to leave sections blank.

Rather than trying to research or debate the “right” answers, put
something down or leave it blank. Leaving a section blank might be
indicative of what’s really riskiest about your model and the place

to start your testing. Some other elements, like “Unfair Advantage,”
take time to figure out, and your best answer right now might be “I
don’t know,” which is also OK. The canvas is meant to be an organic
document that evolves with time.

Be concise.

It’s a lot easier to describe something in a paragraph than in a single
sentence. The space constraints on the canvas are a great way to dis-
till your business model down to its essence. Aim to fit your canvas
on a single page.

Think in the present.

Business plans try too hard to predict the future, which is impossi-
ble. Instead, write your canvas with a “getting things done” attitude.
Based on your current stage and what you know right now, what are
the next sets of hypotheses you need to test to move your product
forward?

Use a customer-centric approach.

Alex Osterwalder describes several techniques for approaching an ini-
tial business model canvas in his book. Since Running Lean is heavily
customer-driven, I find it sufficient to start with just a customer-centric
approach. As we’ll see shortly, tweaking just the customer segment
can completely change the business model.

When creating my canvases, I follow the prescribed order shown in Figure
3-1, which is the order the rest of the sections will follow.
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PROBLEM SOLUTION
Top 3 problems Top 3 features
KEY METRICS

Key activities you
measure

UNIQUE VALUE PROPOSITION | UNFAIR ADVANTAGE CUSTOMER SEGMENTS
Single, clear, Can’t be easily copied | Target customers
compelling message or bought

that states why you are
different and worth
buying

CHANNELS
Path to customers

COST STRUCTURE
Customer Acquisition Costs

Distributing Costs
Hosting

People, etc.

REVENUE STREAMS
Revenue Model

Lifetime Value
Revenue

Gross Margin

Lean Canvas is adapted from The Business Model Canvas (http://www.businessmodelgeneration.com)
and is licensed under the Creative Commons Attribution-Share Alike 3.0 Un-ported License.

Figure 3-1. Lean Canvas

Problem and Customer Segments

I find that the “problem-customer segment” pair usually drives the rest of
the canvas, which is why I tackle them together.

List the top one to three problems.

For the customer segment you are working with, describe the top one
to three problems they need solved. Another way to think about prob-
lems is in terms of the jobs customers need done:

When people need to get a job done, they hire a product or
service to do it for them. The marketer’s task is to understand
what jobs periodically arise in customers’ lives for which they
might hire products the company could make.

List existing alternatives.

—Clayton M. Christensen

Document how you think your early adopters address these problems

today. Unless you are solving a brand new problem (unlikely), most

problems have existing solutions. Many times these solutions may not
be from an obvious competitor.

As an example, the biggest alternative to most online collaboration tools
is not another collaboration tool, but email. Doing nothing could also be
a viable alternative for a customer if the pain is not acute enough.

CREATE YOUR LEAN CANVAS
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Identify other user roles.
Identify any other user roles that will interact with this customer.

Examples:

— In a blogging platform, the customer is the blog author while the
user is a reader.

— In a search engine, the customer is the advertiser while users are
people running searches.
Homne in on possible early adopters.

With these problems in mind, get more specific on the customer seg-
ment. Narrow down the characteristics of your prototypical customer.

Your objective is to define an early adopter, not a mainstream customer.

CASE STUDY

CloudFire: Problem and Customer Segments

Having just become a parent, | observed the “perfect storm” of problems that | want-
ed to explore further, listed here and shown in Figure 3-2:

The number of photos (and especially videos) we took increased significantly
after the baby was born.

We were sleep-deprived and found the existing solutions time-consuming and
sometimes painful to use.

The demand for this content from family (especially grandparents) and friends
was high and often time-sensitive.

PROBLEM SOLUTION UNIQUE VALUE PROPOSITION| UNFAIR ADVANTAGE CUSTOMER SEGMENTS

Sharing lots of Parents (creators)

photos/videos is . X

time- consuming. F'<1_m|ly and friends
(viewers)

Parents have no free

time.

There is lots of

external demand on - ISryyerpies CHANNELS

this content.

Existing alternatives: Early adopter:

Flickr Pro, SmugMug, Parents with young

Apple MobileMe, kids

Facebook

COST STRUCTURE REVENUE STREAMS

Lean Canvas is adapted from The Business Model Canvas (http://www.businessmodelgeneration.com)
and is licensed under the Creative Commons Attribution-Share Alike 3.0 Un-ported License.

Figure 3-2. CloudFire: problem and customer segments
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Unique Value Proposition

Dead center in the Lean Canvas is a box for your UVP. This is one of the
most important boxes on the canvas and also the hardest to get right.

Since writing the first version of Running Lean, I have refined my definition
of the UVP:

Unique Value Proposition: Why you are different and worth buying
getting attention.

“Selling” is a conversation, and I believe it’s too hard to do that with a
single statement. More important, the first battle isn’t even selling; it’s get-
ting a prospect’s attention.

NOTE

First-time visitors spend eight seconds on average on a landing page. Your
UVP is their first interaction with your product. Craft a good UVP and they
might stay and view the rest of your site. Otherwise, they'll simply leave.

Even with this revised definition, the UVP is still hard to get right because
you have to distill the essence of your product in a few words that can fit in
the headline of your landing page. Additionally, your UVP also needs to be
different, and that difference needs to matter.

The good news is that you don’t have to get this perfect right away. Like
everything on the canvas, you start with a best guess and iterate from there.

How to craft a unique value proposition

First, I highly recommend getting a copy of the classic book on market-
ing by Al Ries and Jack Trout: Positioning: The Battle for Your Mind
(McGraw-Hill). Ries and Trout are considered the fathers of modern adver-
tising. This is an “easy read” and the best crash course on marketing I’'ve
€Ver COme across.

Here are some of my tips on how to craft a UVP:

Be different, but make sure your difference matters.

The key to unlocking what’s different about your product is deriving
your UVP directly from the number-one problem you are solving.

If that problem is indeed worth solving, you’re more than halfway
there already.
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Target early adopters.

Too many marketers try to target the “middle” in the hopes of reach-
ing mainstream customers, and in the process they water down their
message. Your product is 7ot ready for mainstream customers yet.
Your sole job should be to find and target early adopters, which
requires bold, clear, and specific messaging.

Focus on finished story benefits.

You’ve probably heard about the importance of highlighting benefits
over features. But benefits still require your customers to translate
them to their worldview. A good UVP gets inside the head of your
customers and focuses on the benefits your customers derive after
using your product.

So, for instance, if you are creating a résumé-building service:
— A feature might be “professionally designed templates.”
— The benefit would be an “eye-catching résumé that stands out.”

— But the finished story benefit would be “landing your dream job.”

A good formula for crafting an effective UVP (by way of Dane
Maxwell) is:

Instant Clarity Headline = End Result Customer Wants + Specific
Period of Time + Address the Objections

—— NOTE

The second and third items in the preceding formula are great if you can use
them, but they are not required.

A classic example that fits this formula is Domino’s slogan:

Hot fresh pizza delivered to your door in 30 minutes or it’s free.

Pick your words carefully and own them.

30

Words are key to any great marketing and branding campaign. Look
at how the top luxury car brands have used a single word to define
themselves:

— Performance: BMW
— Design: Audi

— Prestige: Mercedes

Picking a few “key” words that you consistently use also drives your
search engine optimization (SEO) ranking.
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Answer: what, who, and why.

A good UVP needs to clearly answer the first two questions—what
is your product and who is your customer. The “why” is sometimes
hard to fit in the same statement, and I’ll frequently use a subheading
for that.

Here are example UVPs I have used in products:

Lean Canvas
Spend More Time Building Versus Planning Your Business.

The faster, more effective way to communicate your business
model

USERcycle
Turn your users into passionate customers.

Customer Lifecycle Management Software

Study other good UVPs.

The best way to craft a good UVP is to study the UVPs of the brands
you admire. Visit their landing pages and deconstruct how and why
their messaging works.

Some of my best teachers have been Apple, 37signals, and FreshBooks.

Create a high-concept pitch.

Another useful exercise is creating a high-concept pitch. High-concept
pitches are used heavily by Hollywood producers to distill the general
plot of a movie to a memorable sound bite. The high-concept pitch
was also popularized as an effective pitching tool by Venture Hacks
in its ebook, Pitching Hacks.

Examples:
— YouTube: “Flickr for video”
— Aliens (movie): “Jaws in space”
— Dogster: “Friendster for dogs”

The high-concept pitch should not be confused with a UVP and is not
intended to be used on your landing page. There is a danger that the
concepts the pitch is based on might be unfamiliar to your audience.
For this reason, the high-concept pitch is more effective when used to
quickly get your idea across and make it easy to spread, such as after
a customer interview. We’ll cover this specific use of the high-concept
pitch in Chapter 7.
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CASE STUDY

CloudFire: Unique Value Proposition

Given the current list of existing alternatives, | decided to use speed as the “differ-
ence that would matter” for my UVP and “no uploading” as the key words to position

around (see Figure 3-3).

Later, you'll see how this UVP

evolved significantly after just a few customer

interviews.
PROBLEM SOLUTION UNIQUE VALUE PROPOSITION| UNFAIR ADVANTAGE CUSTOMER SEGMENTS
Sharing lots of The Fastest Way to Parents (creators)
photos/videos is Share Your Photos . X
time- consuming. and Videos Family and friends

(viewers)

Parents have no free
time.
There is lots of
extornal demand on - yeyyrraigs CHANNELS
this content.
Existing alternatives: High-level concept: Early adopter:
Flickr Pro, SmugMug, Photo and video Parents with young
Apple MobileMe, sharing without the kids
Facebook uploading
COST STRUCTURE REVENUE STREAMS

Lean Canvas is adapted from The Business Model Canvas (http://www.businessmodelgeneration.com)
and is licensed under the Creative Commons Attribution-Share Alike 3.0 Un-ported License.

Figure 3-3. CloudFire: UVP

Solution
You are now ready to tackle solution possibilities.

Because all you have are untested problems, it is fairly common for them
to get reprioritized or completely replaced with new ones after just a few
customer interviews. For this reason, I recommend not getting carried away
with fully defining your solution just yet. Rather, simply sketch out the sim-
plest thing you could possibly build to address each problem.

Bind a solution to your problem as late as possible.
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CASE STUDY

CloudFire: Solution

Based on my list of problems, | created a short list of top features | would include in
the minimum viable product, or MVP (see Figure 3-4).

PROBLEM SOLUTION UNIQUE VALUE PROPOSITION| UNFAIR ADVANTAGE CUSTOMER SEGMENTS
Sharing lots of Instant, no-upload The Fastest Way to Parents (creators)
photos/videos is time- | sharing Share Your Photos and Family and friends
consuming. iPhotoffolder Videos (viewers)
Parents have no free integration
time. -

Better notification
There is lots of tools
external demand on
this content. KEY METRICS CHANNELS
Existing alternatives: High-level concept: Early adopter:
Flickr Pro, SmugMug, Photo and video Parents with young
Apple MobileMe, sharing without the kids
Facebook uploading
COST STRUCTURE REVENUE STREAMS

Lean Canvas is adapted from The Business Model Canvas (http://www.businessmodelgeneration.com)
and is licensed under the Creative Commons Attribution-Share Alike 3.0 Un-ported License.

Figure 3-4. CloudfFire: solution

Channels

Failing to build a significant path to customers is among the top reasons
why startups fail.

The initial goal of a startup is to learn, not to scale. So, at first it’s OK to
rely on any channels that get you in front of potential customers.

The good news is that following a “customer discovery!/interview” process
forces you to build a path to “enough” customers early. However, if your
business model relies on acquiring large numbers of customers to work,
that path may not scale beyond the initial stages, and it’s quite possible
you’ll get stuck later.

1 The first step described by Steve Blank in his book The Four Steps to the Epiphany (http://
www.cafepress.com/kandsranch).
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For this reason, it’s equally important to think about your scalable chan-
nels from day one so that you may start building and testing them early.

While there are a plethora of channel options available, some channels may
be outright inapplicable to your startup, while others may be more viable
during later stages of your startup.

I typically look for the following characteristics in my early channels.

Freer versus paid

First, there is no such thing as a free channel. Channels we normally asso-
ciate as being free, like SEO, social media, and blogging, have a nonzero
human capital cost associated with them. Calculating their ROI is compli-
cated because, unlike a paid channel that is used up after you pay for it,
these channels keep working for you over time.

A commonly cited paid channel is search engine marketing (SEM). Eric
Ries has written about how he tested his early product on $5 a day using
Google AdWords, driving 100 clicks at a cost-per-click of § cents. If you
can pull this off today, by all means use it, but unfortunately those days are
long gone for most products. Keyword competition is so fierce now that you
need to either outspend or outwit your competition. Both of these activities
are better suited to the after product/market fit time frame when your focus
shifts to optimizing versus learning.

Inbound versus outbound

Inbound channels use “pull messaging” to let customers find you organically,
while outbound channels rely on “push messaging” to reach customers.

Examples of inbound channels:
* Blogs

e SEO

* Ebooks

e White papers

® Webinars

Examples of outbound channels:
e SEM

e Print/TV ads

® Trade shows

e Cold calling
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When you don’t yet have a tested value proposition, it’s hard to justify
spending marketing dollars or effort on outbound messaging. Getting
“tech-crunched” or seeking other forms of PR before then is a form of
waste. Now might be the time to start building inroads to influencers, but
you are not ready to “get covered.”

Interviews are a form of outbound channel that are the exception. As we’ll
see with the next two points, the return on learning from an interview far
exceeds the cost of running an interview.

Direct versus automated

As a scalable channel, direct sales only make sense in businesses where the
aggregate lifetime value of the customers exceeds the total compensation
of your direct sales people, such as in certain B2B and enterprise products.

But as a learning channel, direct selling is one of the most effective, since
you interact face to face with the customer.

First sell manually, then automate.

Direct versus indirect

Another area where startups waste energy is prematurely trying to estab-
lish strategic partnerships. The idea is to partner with a larger company to
leverage its channels and credibility. The problem is that until you have a
proven product, you won’t get the right level of attention from the bigger
company’s sales reps to make this work. Imagine you are a sales rep at the
bigger company. Given the choice of selling what you know or selling an
unproven product to make your quota, which would you choose?

The same principle applies to hiring external salespeople. While a sales-
person can probably outsell you on the execution of a sales plan, she can’t
create that plan.

You have to first sell your product yourself, before letting others do it.

Retention before referral

Many startups are obsessed with building virality and referral/affiliate pro-
grams into their product from day one. While referral programs can be
very effective in spreading the word about your product, you need to have
a product worth spreading first.

Build a remark-able product.
—Seth Godin, Purple Cow (Portfolio Hardcover)
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CASE STUDY

CloudFire: Channels

| planned to start with several outbound channels (friends and other parents at
daycare) for interviews, and list a few possible, more scalable channels for later (see
Figure 3-5).

PROBLEM SOLUTION UNIQUE VALUE PROPOSITION | UNFAIR ADVANTAGE CUSTOMER SEGMENTS
Sharing lots of Instant, no-upload The Fastest Way to Parents (creators)
photos/videos is time- | sharing Share Your Photos and Family and friends
consuming. iPhoto/folder Videos (viewers)
Parents have no free integration
time. -
Better notification
There is lots of tools
external demand on
this content. KEY METRICS CHANNELS
Friends
Existing alternatives: High-level concept: Daycare Early adopter:
Flickr Pro, SmugMug, Photo and video Birthday parties Parents with young
Apple MobileMe, sharing without the AdWords kids
Facebook uploading Facebook
Word of mouth
COST STRUCTURE REVENUE STREAMS

Lean Canvas is adapted from The Business Model Canvas (http://www.businessmodelgeneration.com)
and is licensed under the Creative Commons Attribution-Share Alike 3.0 Un-ported License.

Figure 3-5. CloudFire: channels

Revenue Streams and Cost Structure

The bottom two boxes, labeled “Revenue Streams” and “Cost Structure,”
are used to model the viability of the business. Rather than thinking in
terms of three- or five-year forecasts, take a more ground-up approach.

First, model the runway you will need to define, build, and launch your
MVP. Then, revise after you get there.
Revenue streams

A lot of startups choose to defer the “pricing question” because they don’t
think their product is ready. Something I hear a lot is that an MVP is, by
definition, embarrassingly minimal. How can you possibly charge for it?
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First, an MVP is not synonymous with a half-baked or buggy product.
Your MVP should address not only the top problems customers have iden-
tified as being important to them, but also the problems that are worth
solving. By that definition, you should plan to deliver enough value to
justify charging.

But there is another line of reasoning that is frequently cited for deferring
pricing: to accelerate initial learning. The argument goes that pricing cre-
ates unnecessary friction that should be avoided early on.

The mindset most of us have when we’re launching a new product is one
of lowering signup friction. We want to make it as easy as possible for the
customer to say yes and agree to take a chance on our product, hoping the
value we deliver over time will earn us the privilege of his business.

Not only does this approach delay validation of one of the riskier parts of
the model (because it’s too easy for a user to say yes), but a lack of strong
customer “commitment” can also be detrimental to optimal learning.

Furthermore, you don’t need a lot of users to support learning—just a few
good customers.

I believe that if you intend to charge for your product, you should charge
from day one.

NOTE

A reasonable exception is when you're offering a value proposition that is
built over time—for example, premium LinkedIn accounts.

Here’s why:

Price is part of the product.

Suppose I place two bottles of water in front of you and tell you that
one costs 50 cents and the other costs 2 dollars. Despite the fact that
you wouldn’t be able to tell them apart in a blind taste test (the prod-
ucts are similar enough), you might be inclined to believe (or at least
wonder) whether the more expensive water is of higher quality.

Here, price has the power to change your perception of the product.
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Price defines your customers.

More interesting is the fact that the bottled water you pick determines
your customer segment. From the existing market for bottled water,
we know there is a viable business for bottled water at both price seg-
ments. What you charge signals your positioning on which customers
you want to attract.

Getting paid is the first form of validation.
Getting a customer to give you money is one of the hardest actions

you can ask them to take and is an early form of product validation.

Although there is a lot of science around pricing, pricing is more art than
science. For a great primer, I highly recommend getting a copy of Neil
Davidson’s free ebook on software pricing, Don’t Just Roll the Dice.

One technique for setting initial pricing is pricing against the list of exist-
ing alternatives from the Problem box. These alternatives provide reference
price anchors against which your offering will be measured.

(For more specific techniques for pricing Software as a Service [SaaS] prod-
ucts, including when to use freemium pricing, see “How to Set Pricing for
a SaaS Product” in the Appendix.)

Cost structure

List the operational costs you will incur while taking your product to mar-
ket. It’s hard to accurately calculate these too far into the future. Instead,
focus on the present:

e What will it cost you to interview 30 to 50 customers?
e What will it cost you to build and launch your MVP?

e What will your ongoing burn rate look like in terms of both fixed and
variable costs?

Use the revenue streams and cost structure inputs to calculate a break-even
point and estimate how much time, money, and effort you need to get there.
You will use this later to prioritize which model you start with.
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CASE STUDY

CloudFire: Revenue Streams and Cost Structure

Using the existing alternatives for price anchoring, which ranged from $24 to $39 per
year for Flickr and SmugMug, to $99/year for Apple’s MobileMe (a lot more than just
photos/videos), | decided to start with $49/year pricing.

Prints (and other merchandise) were also revenue streams these companies used,
but | wasn't sure if enough people still purchased prints anymore to make it worth-
while (@ hypothesis that would need to be tested). More important, prints represent-
ed a potential secondary revenue stream that could only be realized once customers
derived a core UVP. For this reason, | left out prints from both the MVP and initial
canvas (see Figure 3-6).

The only initial costs to getting an MVP out were people costs, which | list in the
next section.

PROBLEM SOLUTION UNIQUE VALUE PROPOSITION | UNFAIR ADVANTAGE CUSTOMER SEGMENTS
Sharing lots of Instant, no-upload The Fastest Way to Parents (creators)
photos/videos is time- | sharing Share Your Photos and ; X
consuming. ) Videos Fa_mlly and friends
iPhoto/folder (viewers)
Parents have no free integration
time. o
Better notification
There is lots of tools
external demand on
this content. KEY METRICS CHANNELS
Friends
Existing alternatives: High-level concept: Daycare Early adopter:
Flickr Pro, SmugMug, Photo and video Birthday parties Parents with young
Apple MobileMe, sharing without the AdWords kids
Facebook. uploading Facebook
Word of mouth
COST STRUCTURE REVENUE STREAMS
Hosting costs - Heroku (currently $0) 30-day free trial then $49/yr
People costs - 40 hrs * $65/hr = $10k/mo
Break-Even Point:
2,000 customers

Lean Canvas is adapted from The Business Model Canvas (http://www.businessmodelgeneration.com)
and is licensed under the Creative Commons Attribution-Share Alike 3.0 Un-ported License.

Figure 3-6. CloudFire: revenue streams and cost structure

Key Metrics

Find the key number that tells you how your business is doing in
real time, before you get the sales report.
—Norm Brodsky and Bo Burlingham,
The Knack (Portfolio Hardcover)
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Every business has a few key numbers that can be used to measure how well
it is performing. These numbers are key for both measuring progress and
identifying hot spots in your customer lifecycle.

A model I use heavily is Dave McClure’s Pirate Metrics,? shown in Figure 3-7.

ACQUISITION

How do users find you?

ACTIVATION

Do users have a great first experience?

RETENTION

Do users come back?
REVENUE

How do you make money?

Do users tell others?

Figure 3-7. CloudFire: Pirate Metrics

Even though Pirate Metrics was built with software companies in mind,
the model is applicable to many different types of businesses. Let’s walk
through each step using a flower shop and a software product as examples.

Acquisition

Acquisition describes the point when you turn an unaware visitor into an
interested prospect.

In the case of the flower shop, getting someone walking by your window to
stop and come in to your shop is an acquisition event.

On a product website, getting someone to do anything other than leave
your website (abandon) is a measure of acquisition. I specifically measure
successful acquisition as getting my visitors to view my signup page.

Activation

Activation describes the point when the interested customer has his first
gratifying user experience.

2 Dave McClure called them Pirate Metrics because when you put the first letter in each
funnel step together, they spell the word: AARRR.
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In the case of the flower shop, if the prospect found the shop in disarray
once he comes inside, there would be a disconnect with the promise made
at the front of the store. That wouldn’t be a gratifying first user experience.

On the product site, once the prospect signs up, you have to make sure you
get the customer to a point where he can connect the promise you made on
your landing page (your UVP) with your product.

Retention

Retention measures “repeated use” and/or engagement with your product.

So, in the case of the flower shop, the action of coming back to the store—
and in the case of the product website, the act of logging back in to use the
product again—would count toward retention.

As we’ll see in Part 4 of the book, this is one of the key metrics to measuring
product/market fit.

Revenue

Revenue measures the events that get you paid.

These could be buying flowers or buying a subscription for your product.
These events may or may not occur on the first visit.

Referral

Referral is a more advanced form of a user acquisition channel where your
happy customers refer or drive potential prospects into your conversion
funnel.

In the case of the flower shop, this could be as simple as telling another
friend about the store.

For the software product, this could range from implicit viral or social
sharing features (like Share with a friend), to explicit affiliate referral pro-
grams or Net Promoter Score.
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CASE STUDY

In Figure 3-8 I map specific user actions that correspond to each of the key metrics

discussed earlier.

CloudFire: Key Metrics

PROBLEM SOLUTION UNIQUE VALUE PROPOSITION UNFAIR ADVANTAGE CUSTOMER SEGMENTS
Sharing lots of Instant, no-upload sharing The Fastest Way to Share Parents (creators)
photos} \{ldeos is time- iPhoto/folder integration Your Photos and Videos Family and friends
consuming. A

Better nofification tools (viewers)
Parents have no free time.
There is lots of external
demand on this content.

KEY METRICS CHANNELS

A - Signup Friends
Existing alternatives: " High-level concept: Early adopter:

A - Created first gall D:
Flickr Pro, SmugMug, Apple realed irstGalery 1 poto and video sharing aycare Parents with young Kids
MobileMe, Facebook R - Shared an album without the uploading Birthday parties

and/or video AdWords

R - Invited family and

friends Facebook

R - Paid after ral Word of mouth
COST STRUCTURE REVENUE STREAMS
Hosting costs - Heroku (currently $0) 30-day free trial then $49/yr
People costs - 40 hrs * $65/hr = $10k/mo

Break-Even Point:
2,000 customers

Figure 3-8. CloudFire: key metrics

Unfair Advantage

This is usually the hardest section to fill, which is why I leave it for last.
Most founders list things as competitive advantages that really aren’t—
such as passion, lines of code, or features.

Another frequently cited advantage in business models is the “first-mover”
advantage. However, it doesn’t take much to see that being first can actu-
ally be a disadvantage, as most of the hard work of paving new ground
(risk mitigation) falls on your shoulders, only to be potentially picked up
later by fast-followers unless you’re able to constantly outpace them with a
real “unfair advantage.” None of these companies were first movers: Ford,
Toyota, Google, Microsoft, Apple, or Facebook.

An interesting perspective (via Jason Cohen) to keep in mind is that any-
thing worth copying will be copied, especially once you start to demon-
strate a viable business model.
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Imagine a scenario where your cofounder steals your source code, sets up
shop in Costa Rica, and slashes prices. Do you still have a business? How
about if Google or Apple launches a competitive product and drops the
price to $0?

You have to be able to build a successful business in spite of that, which led
Jason Cohen to offer the following definition:?

A real unfair advantage is something that cannot be easily copied or
bought.
—Jason Coben, A Smart Bear blog

Here are some examples of real unfair advantages that fit this definition:
e Insider information

e The right “expert” endorsements

e A dream team

®  Personal authority

* Large network effects

e Community

e Existing customers

e SEO ranking

Some unfair advantages can also start out as values that become differen-
tiators over time.

For example, Zappos CEO Tony Hsieh believes strongly in creating happi-
ness for his customers and employees. This manifested itself in many com-
pany policies that, on the surface, didn’t make much business sense, such
as allowing customer service representatives to spend as much time as was
needed to make a customer happy and offering a 365-day return policy
with two-way paid shipping. But these policies served to differentiate the
Zappos brand and build a large, passionate, and vocal customer base that
played a large role in the company’s eventual $1.2 billion acquisition by
Amazon in 2009.

You may have to leave this box blank when you first start out, but it’s here
to make you really think about how you can/will make yourself different
and make your difference matter.

3 Jason Cohen. “No, that IS NOT a competitive advantage”; http://blog.asmartbear.com/
not-competitive-advantage.html.
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CASE STUDY

CloudFire: Unfair Advantage

Even though CloudFire is built on a proprietary p2web framework that might give
us an early advantage, anything worth copying will be copied. So | decide to base
my unfair advantage on something harder to replicate. In this case, community (see

Figure 3-9).
PROBLEM SOLUTION UNIQUE VALUE PROPOSITION | UNFAIR ADVANTAGE CUSTOMER SEGMENTS
Sharing lots of Instant, no-upload The Fastest Way to Community Parents (creators)
photos/videos is time- | sharing Share Your Photos and Family and friends
consuming. Videos
uming iPhoto/folder I (viewers)
Parents have no free integration
time. _—
Better notification
There is lots of tools
external demand on
this content. KEY METRICS CHANNELS
A - Signup Friends
gifing altgrnat/&es: A - Created first ’l)i(lgft;-levz/ c%ncept: Daycare ’E)'ar/y taclo;?:‘re;r:
ickr Pro, SmugMug, | gallery oto and video : . arents with young
Apple MobileMe, R - Shared an album | sharing without tne | Birthday parties Kids
Facebook and/or video uploading AdWords
R - Invited family and Facebook
friends Word of mouth
R - Paid after trial
COST STRUCTURE REVENUE STREAMS

Hosting costs - Heroku (currently $0)
People costs - 40 hrs * $65/hr = $10k/mo

30-day free trial then $49/yr

Break-Even Point:
2,000 customers

Lean Canvas is adapted from The Business Model Canvas (http://www.businessmodelgeneration.com)

Figure 3-9. CloudFire: unfair advantage

and is licensed under the Creative Commons Attribution-Share Alike 3.0 Un-ported License.
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Now It’s Your Turn

Documenting your Plan A is a prerequisite for moving on. Too many found-
ers carry their hypotheses in their heads alone, which makes it hard to sys-
tematically build and test a business.

You have to draw a line in the sand.

How you create your Lean Canvas is up to you.

You can:
o Visit http://LeanCanvas.com and create your online canvas there.
¢ Create a version in PowerPoint or Keynote.
e Sketch a canvas on paper.

The important thing is to share your Lean Canvas with at least one other
person when you are done.

CREATE YOUR LEAN CANVAS 45


http://leancanvas.com/

NV ONINNOY

S300) My R € 00y UMY WAY 31933

ATUIY.O elney

Enjoyed the excerpt?
Buy the full copy.

o\

RUNNING

[EAN

Iterate from PanAtoa Par Tha

OREILLY

t Wors

ﬁi&iww

bR

500+ 5-Star reviews

amazon

Avallable Everywhers, Including:
amazoncom  OREILLY"  BARNESSNOBLE
Kitunes


Enjoyed the excerpt?
Buy the full copy.

http://amzn.to/2r65Sy7

	Foreword
	Preface
	Introduction
	Part 1: Roadmap
	Chapter 1: Meta-Principles
	Step 1: Document Your Plan A
	Step 2: Identify the Riskiest Parts of Your Plan
	Step 3: Systematically Test Your Plan

	Chapter 2: Running Lean Illustrated
	Case Study: How I Iterated This Book


	Part 2: Document Your Plan A
	Chapter 3: Create Your Lean Canvas
	Brainstorm Possible Customers
	Sketching a Lean Canvas
	Now It's Your Turn


	Part 3: Identify the Riskiest Parts of Your Plan
	Chapter 4: Prioritize Where to Start
	What Is Risk?
	Rank Your Business Models
	Seek External Advice

	Chapter 5: Get Ready to Experiment
	Assemble a Problem/Solution Team
	Running Effective Experiments
	Applying the Iteration Meta-Pattern to Risks


	Part 4: Systematically Test Your Plan
	Stage One: Understand Problem
	Chapter 6: Get Ready to Interview Customers
	No Surveys or Focus Groups, Please
	But Talking to People Is Hard
	Finding Prospects
	Preemptive Strikes and Other Objections (or Why I Don't Need to Interview Customers)

	Chapter 7: The Problem Interview
	What You Need to Learn
	Testing the Problem
	Formulate Falsifiable Hypotheses
	Conduct Problem Interviews
	Do You Understand the Problem?


	Stage Two: Define Solution
	Chapter 8: The Solution Interview
	What You Need to Learn
	Testing Your Solution
	Testing Your Pricing
	Formulate Testable Hypotheses
	Conduct Solution Interviews
	Do You Have a Problem Worth Solving?

	Chapter 9: Get to Release 1.0
	Product Development Gets in the Way of Learning
	Reduce Your MVP
	Get Started Deploying Continuously
	Untitled


	Stage Three: Validate Qualitatively
	Chapter 10: Get Ready to Measure
	The Need for Actionable Metrics
	Metrics Are People First
	Simple Funnel Reports Aren't Enough
	Say Hello to the Cohort
	How to Build Your Conversion Dashboard

	Chapter 11: The MVP Interview
	What You Need to Learn
	Formulate Testable Hypotheses
	Conduct MVP Interviews

	Chapter 12: Validate Customer Lifecycle
	Make Feedback Easy
	Troubleshoot Customer Trials
	Are You Ready to Launch?


	Stage Four: Verify Quantitatively
	Chapter 13: Don't Be a Feature Pusher
	Features Must Be Pulled, Not Pushed
	Implement an 80/20 Rule
	Constrain Your Features Pipeline
	Process Feature Requests
	The Feature Lifecycle

	Chapter 14: Measure Product/Market Fit
	What Is Product/Market Fit?
	The Sean Ellis Test
	Focus on the "Right" Macro
	What About Revenue?
	Have You Built Something People Want?
	What About the Product/Market Fit?
	Summary

	Chapter 15: Conclusion
	What's Next?
	Resources



	Appendix: Bonus Material
	How to Build a Low-Burn Startup
	Why Premature Fundraising Is a Form of Waste
	How to Achieve Flow in a Lean Startup
	How to Set Pricing for a SaaS Product
	How to Build a Teaser Page
	How to Get Started with Continuous Deployment
	How to Build a Conversion Dashboard

	Index



