
STEP 20

Identify Key Assumptions
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IN THIS STEP, YOU WILL:

• Determine which assumptions about your business have not been thoroughly tested.

• Rank your top 5 to 10 assumptions in order of importance.

Everything is looking and feeling good but before you go and build, step back and revisit again with the
benefit of greater wisdom—what are the key assumptions that need to go right for your new venture to work?

220



You now have an understanding of who the customer is, what value you bring to them, how they
will acquire your product, how much it costs to acquire a customer, and how much profit the

customer will bring to you. However, yours is a new business with a product that has not previously
existed. You are making certain assumptions based on logic and research, but without identifying and
rigorously testing your assumptions, you will not know if they are valid. You have initially tested some
of these assumptions already in the course of earlier steps; but in this step you will directly and
rigorously test your key assumptions.

Yes, you have spoken to customers, you have observed them at work, you have queried them on
each step along the way by talking to them and seeing if they find your plan consistent with their
needs. But now you will step back and think about your big assumptions and test whether they are
consistent with how the world works, not how you think or your customer says the world works.

Identifying and breaking down your key assumptions is not difficult, but entrepreneurs tend to
skip over this step, trusting intuition or research to substitute for actual testing of business and cus-
tomer behavior assumptions. But until you have tested your business assumptions and you have
shown you will take a specified action, there is too much of a leap of faith for our disciplined
entrepreneurial approach. Actions speak louder than words.

Those of you familiar with lean startup methodology will see similarities to the concept of a
“minimum viable product” or MVP. However, in the 24 Steps framework, a “product” should always
be complete enough that a customer can gain value from it. The MVP framework, by comparison,
includes in its definition of “products” actions that merely test individual assumptions about the new
venture idea. Therefore, I detail the process of identifying and testing assumptions in Steps 20 and 21,
which will be followed in Step 22 by establishing what I call the “Minimum Viable Business Product”
(MVBP)—a different concept than the MVP as used in Lean Startup language. The process of
establishing an MVBP provides a “systems test” of whether your customer will pay money for what
you are offering, not just a channel through which to test an assumption. Much as you do not have a
meaningful business until you have a paying customer, your business does not have a product until
someone purchases it, gets value from it, and can provide meaningful feedback to you about it.

Over the next two steps, you will unpack your assumptions, breaking them down into a prioritized
list to test empirically before you launch your MVBP.

HOW TO IDENTIFY YOUR KEY ASSUMPTIONS

First, review each step of the framework and make a list of the areas in which you have made logical
conclusions based on your primary market research. Have you correctly identified your Persona’s
priorities? Will your customer find the value proposition attractive when it comes time for them to
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make a purchase? Will the customer make the time and effort to integrate your product into their
workflow?

One key area in which you should question assumptions is your gross margin. Are your cost
targets accurate? If your product is hardware, review the bill of material and carefully analyze the
cost of the most important items in the bill of material. If yours is a software development effort, you
will do a similar thing, listing the key development challenges, assumptions, and cost items. Identi-
fying and taking a closer look at these easily testable hypotheses provides an additional level of
analysis to the most significant areas.

Two other key areas to test are the Next 10 Customers list and the Decision-Making Unit. Out of
the customers you have already identified, are any of them “lighthouse” customers, where other
customers will buy if they do? Are any “linchpin” customers, where if they don’t buy, others will not?
Are there other linchpin customers who you have not yet identified? And, most importantly, are the
lighthouse and linchpin customers interested in purchasing your product?

EXAMPLE

Sasa

Started by three dynamic young female entrepreneurs—Ella Peinovich, Gwen Floyd, and Catherine
Mahugu—Sasa is a for-profit social venture empowering women in Africa by allowing them to sell

Customer—Assumptions about the producers

Producers Assumptions

1. Craftswomen (i.e., Producers) want to be economically empowered.
2. Craftswomen will adopt the Sasa platform into their market practices.
3. The vendors will earn a sustainable income.
4. Vendors will trust the Sasa technology and services.
5. Existing infrastructures will be consistent and expand with demand.
6. Vendors will earn more using Sasa than by selling in the open-air markets.
7. A vendor can afford to buy a simple feature phone, which is camera-enabled.
8. A vendor is familiar with using SMS.
9. A vendor is able to leverage their knowlege of SMS to quickly adopt the use of MMS.

Figure 20.1 Sasa customer assumptions about the producers.
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their art worldwide using mobile phones. As the team looked to launch and grow their business in a
capital-constrained situation, they were very careful to identify their assumptions and test them
so as not to waste any precious money or time. As a two-sided market, with the producers being the
African artisans and the consumers being customers worldwide (with a beachhead market in the
United States), they identified several key assumptions for each side of the market (Figures 20.1
and 20.2).

Note that some of the assumptions for the consumer side are not specific enough and will need
to be decoupled into multiple assumptions.

SUMMARY

Identifying key assumptions is the first part of the process to validate your primary market research by
looking for customers to take specific actions, which will happen in the next step. Before the
assumptions can be tested, they need to be broken down into their component parts, so that each
assumption represents a specific, narrow idea that can be empirically tested in the next step using a
single experiment design. Do not worry about how you will design the experiment yet. Focus on
breaking out all the key assumptions, because if you skip over an assumption fearing that testing it is
difficult, you will neglect a potentially important factor in your business’s health.

Customer—Assumptions about the web consumer

Web Consumer Assumptions

1. Consumers not only value, but prefer handmade goods.
2. Consumers want to know who made their products and how.
3. International consumers will trust the Sasa technology and services.
4. International consumers will be compelled to buy products on the Sasa platform.
5. Sasa customers will return to Sasa to buy more products.
6. International consumers will happily wait for up to three weeks to receive products
    from Africa.
7. Sasa can profit greatly just from selling jewelry to start.
8. The necessary infrastructure and policy will be consistent and expand with demand.

Figure 20.2 Sasa customer assumptions about the web consumers.
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