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Hardware-as-a-Service is taking off, backed by
variety of new ways of production and funding

Nobuhiro Seki

Chief Investment Officer, Monozukuri Ventures

Abstract

Subscription and pay-as-you-go business models, where you pay only for what you use, are beginning to
penetrate the hardware world. Startups promoting business through hardware-as-a-service (HaaS) are beginning
to emerge in the U.S. around 2021.

According to a research report published by Silicon Valley Bank in June 2022, the number of startups funded
by the HaaS business model in 2021 increased 89% over the previous year, indicating that they are receiving
more favorable conditions for investment than startups that adopt the traditional hardware-as-a-service business
model.

There are multiple reasons for the launch of HaaS. First, startups and investors have come to realize that,
from a long-term perspective, it is easier for startups to stabilize their operations and grow their businesses with
a HaaS model than a sell-off model. Second, startups have begun to avoid custom components as much as
possible, and many of the latest hardware solutions can be realized with hardware made from a combination of
existing components or off-the-shelf products. Secondly, hardware startups now have a variety of financing
options, including debt, rather than just the equity financing.

The HaaS business model has penetrated a wide range of industries and applications, but one area that is
familiar to Japanese companies is industrial robotics. While being a robotics startup, it procures the robot
hardware itself from existing manufacturers, adds its own functions to the hardware, and provides them to end-
user companies in the form of “services”.

In the U.S., the autonomous truck is about to be commercialized as a solution to the logistics bottleneck of
truck drivers' limited working hours. In the transportation area as well, a "HaaS" model is emerging, in which
existing trucks are purchased, autonomous driving features are added, and "autonomous trucks" are used by
truck operating companies. While some of these projects are being dissolved or scaled back due to recent
economic downturn, there is likely to be growing market. This would be an interesting solution for Japan as a

solution to the "2024 logistics problem" that is being talked about in the country.

Key Players

Silicon Valley Bank Waymo TechShop Kickstarter Pebble Perl Street Lighter Capital Camber
Road Oura Ring Proteus Motion Magic Leap Mira Labs

Keywords

HaaS SaaS Crowdfunding Project Finance Venture Debt Financing FabLab 3D Printing Design
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Hardware startups fared better in 2022 than other industries
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i i D

68,929

BACKERS

$10,266,845

PLEDGED OF $100,000 GOAL

0

SECONDS TO GO

FUNDING SUCCESSFUL

This project successiully raised its funding
poal on May 18.
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Crowdfunding is Debt

December 1, 2015

Kickstarter, Indiegogo and other crowdfunding platforms are often
misunderstood. It definitely isn't investment: It's debt.
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Here's the simple seed-stage r;_] °
It is just math: =
software hardware
Exit Valuation S50M S50M
Seed Investment $1.5M $2.5M
Required Return
(50% @ 5 years) $11.7M $18.6M
Exit Ownership 23% 37%
Follow-on Investments (Dilution) S4.2M $11.9M
Required Seed-Stage Ownership 28% 68%
okay yikes
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The key to high leverage is building high
credit structures

Hardware Startup Project Project Company
Dividends

+ Overhead Expenses . @A . Project Expenses

+ Other Revenues ‘ <’ i + Project Revenues

+ Other Expenses * Financing Costs

Re-investment
: qGe
a1 Y
y - 7y
()% ®

Equity Investors Project Financiers
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