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Citations and Sources
Footnote citations are required for all statistics and quotations. Such citations
must either include a page number (for journal articles or books) or a URL
linking to the exact web page that provided the information. An example page
from the 2010 journal is provided on p. 2 as an example.
All graphs and charts must be cited with a footnote.
Wherever you can add sources to support your claims, you enhance the validity
of your article for the reader.
Provide full names for authors (or organizations), rather than initials, wherever
possible.
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As long as healthcare costs
continue to rise, someone has
to pay the bill. Money is going
to come out of our paychecks
to pay an ever increasing
healthcare bill, whether it be
through reduced wages in
employer-based insurance,
higher taxes in government
sponsored programs (Medicare,
Medicaid), or higher out of
pocket costs. Worse yet, the higher

up from just 12% in 2000. The future cost
implications are staggering.
The obesity epidemic is having perhaps the
most significant impact on healthcare costs.
Obesity is clearly implicated in diabetes and in
cardiovascular and orthopedic costs. The annual
cost of obesity nearly doubled between 1998 and
14
2008, from $78.5B to $147B. Between 1987 and
2001, the rise in U.S. obesity was responsible for
more than a quarter of the increase in
15
healthcare spending; during that same time,
obese people cost the healthcare system an
average of $1,429 more per year (Figure 7).
16
Given that a third of U.S. adults and 17% of
17
U.S. children are obese, the aggregate cost to
our system is evident.

healthcare costs could result in loss of jobs
because a higher relative cost of U.S. employees,
which includes healthcare costs, drives business
overseas.

!
A Different Problem Altogether
I originally got into reimbursement to understand
how to get medical devices reimbursed and how
much that would cost our companies, so I could
add value and differentiate myself within
venture. I took the job no one wanted because I
realized how important it was becoming to our
portfolio.
Ultimately, I came away with a new
investment thesis: removing costs from our

What is behind this dramatic
rise in healthcare costs? Medical
technology has been blamed as a driver of the
increase. It is difficult to calculate this cost
directly, but one analysis estimates that

advances in medical innovation
and the care it enables (including

Limiting rising
healthcare costs will be an
imperative to our economy and
therefore could represent the
next big wave of healthcare
investment.

healthcare system.

drugs, medical technology, and all related
patient care) accounts for as much as 50% of the
11
increase in healthcare cost. Of course, medical
technology is not simply a cost driver; it has
been contributing to a steady rise in longevity
and quality of life. Slowing innovation would
likely result in a trade-off in the advancement of
medical care.
Two major demographic trends are also

Cost reduction is a path fraught with political
landmines, as evidenced by our healthcare
reform debate. Little progress has been made on
the cost control aspect of healthcare; the larger
effort focused on increased access. Our current
systems, as detailed above, do not reward

the aging
population and the obesity
epidemic. Annual healthcare expenditures

driving healthcare costs:

are $8,776 for someone over 65, compared to
12
$2,330 for someone between ages 25 and 44.
This cost differential will become even more
important as the first Baby Boomers turn 65 this
year; by 2030, the population over 65 is
projected to rise to 20% of the total population,

!
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Credit Suisse, “Eye on the Election,” July 10, 2008, quoting figures
from the U.S. Census Bureau.
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Eric A. Finkelstein et al., “Annual Medical Spending Attributable To
Obesity: Payer-And Service-Specific Estimates,” Health Affairs (2009,
July 27): w822—31, doi 10.1377/hlthaff.28.5.w822.
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K. E. Thorpe et al., “The Impact of Obesity on Rising Medical
Spending,” Health Affairs (Millwood) 23(2004): w480—86.
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Katherine M. Flegal et al., “Prevalence and Trends in Obesity
Among US Adults, 1999—2008,” JAMA 303, no. 3 (2010): 235–41, doi
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Congressional Budget Office, Technological Change and the Growth
of Health Care Spending, January 2008, quoting data from a study by
Smith, Heffler, and Freeland, “The Impact of Technological Change on
Health Care Cost Increases: An Evaluation of the Literature,” 2000.
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Centers for Disease Control, “2007-2008 National Health and
Nutrition Examination Survey (NHANES),” http://www.cdc.gov/nchs/
nhanes/nhanes2007-2008/current_nhanes_07_08.htm.
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Benchmarking Performance
Returns have trended down for the last decade.
The rolling 10-year IRR for the venture capital
industry as a whole as been trending below 10%
(Figures 4 and 5), much lower than the 20%+ IRR
that is typically demanded from venture
investments. U.S. venture returns over a 10-year
horizon dropped from 26.2% in Q2 2009 to 14.3%
in Q3 2009 as venture returns for the first half of
19996!when the exit market was especially
active and profitable!were no longer included in
the calculation.
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• Exit strategies
• Capital structure
• Management teams
• Size of rounds
• Sectors/geographies

Companies

Figure 1. The Virtuous Cycle of Venture.

Figure 1. The Virtuous Cycle of Venture.
3

Both Thomson Reuters and Dow Jones have historical data on
venture capital dating back to 1980 but did not methodically collect
data on venture before that period. Thomson Reuters data were
retrieved from VentureXpert data service, http://www.venturexpert.
com. Dow Jones data were retrieved from VentureSource data
service, http://www.venturesource.com/.
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regional insurance plans are more likely to adopt

Stage 1:

Tables positive coverage policies first. They can write a

Case by Case Reimbursement
coverage policy, even in the absence of a
This is typically the starting point for a new
Clean lines, and spare use of fill and color are
desired.code. Larger, national plans typically
permanent
product or procedure. Before a product has its
differentiate on provider network and cost and
own code for which coverage has been
Software:
therefore can justify being later adopters of
identified, physicians and hospitals must ask for
technology. This process also takes several years
Word or Excel
PowerPoint
will not be accepted.
reimbursement
on only.
a case-by-case
basis, requiring
to develop local champions and have hundreds of
additional time and documentation from the
meetings with insurance companies.
Size:
healthcare provider. This includes appealing
denied
claims, sometimes
reaching
third
One-column
width: 3”
wide,a height
flexible Stage 3:
appeal that is reviewed outside the insurance
Two-column width: 6.6” wide, height flexible
Coverage
company.
After at least three years of driving utilization
Font:
with the aid of case-by-case and then plan-byStage 2:
Trebuchet
MS
8-11,
black
plan
reimbursement while simultaneously putting
Plan by Plan Reimbursement
Usecase-by-case
bold for row
andcontinues
columnuntil
headings
together the clinical data package and society
The
process
an
support, it’s time to apply for a new code to get
insurance plan has seen a sufficient number of
Color
codes:
systematic coverage of the procedure. A code
claims to believe that it is worth their time to
doesn’t guarantee coverage, but it goes a long
review
a broader
Light on
blue:
200, scale.
241, Plans
255 will review
way toward convincing insurance companies who
coverage
a local
level
(often state
Mediumpolicies
blue: on
102,
204,
255
have been denying claims or haven’t established
level)
and 0,
typically
Dark first
blue:
102, don’t
204 make national
a coverage policy as well as for larger, national
coverage decisions for several years. In these
plans to establish positive coverage decisions.
circumstances,
a physician who is submitting a
Use of color:
For physicians, it also initiates a process by
large number of claims should request a meeting
which Medicare
valuesexamples
and pays forbelow.
the
Instead
of
horizontal
lines,
use
shading
of
alternate
rows—see
with the medical director to review the need for
procedure.
One
row
with
no
shading
(i.e.,
white),
and
the
next
with
light
blue
shading.
the procedure and the clinical data. The more
Unfortunately, as may be evident, the process
influential the physician is with that particular
for
obtaining reimbursement is both capitalVertical
and
horizontal
lines:
insurance plan, the more successful those
intensive
and uncertain. Does this mean another
appeals for a policy will be. Smaller, more

Do not use.

Reimbursement
Support

Clinical Trials

Revenue Ramp

Total

Low

High

8 field support
(3 ramping to 10)

8 field support
(3 ramping to 10)

$120K per year per FTE

$120K per year per FTE

3 years

5 years

= $2.9M

= $4.8M

300 patients

500 patients

$10K per patient

$15K per patient

= $3.0M

= $7.5M

40% of unconstrained demand

33% of unconstrained demand

$400K per month average
additional burn
18 months

$700K per month average
additional burn
18 months

= $7.2M

= $12.6M

= $ 13M

= $25M

Figure 2. Capital Requirements for New Medical Device Reimbursement.
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sources, the emergent companies, and the
investors!where IP is most effectively
commercialized by experts in the production and
management of new businesses with little or no
outlay of public funds.

Industry Organization has stated the following
complementary best practices for sector
development.12
Affiliated universities:
• Engage in economic development
• Commit to technology transfer
• Create vehicles for technology
commercialization
Funding mechanisms:
Pre-Seed/
• Create programs to address the
Seed
Early-Stage
commercialization,
pre-seed,Growth
and seed

Kauffman Fellows Report Submission Guidelines

.

Concept

Activities

Conduct R&D
Identify
discoveries
with possible
commercial
potential

Translational
Research/ Precommercialization
Assess potential of
technology
Identify market
Develop prototype
Test and validate

Establish
business
function

Prepare
business
strategy

Secure initial
financing

Put serial
management
team in place

Demonstrate proof-ofconcept at lab scale

Secure followon financing

Protect IP

Begin initial
sales and
marketing

Optimize engineering

Financing
Sources

License or form business
Conventional
peerreviewed
federal grant
support

Within university: Grants
funded with university,
state, or industry dollars
Non-university: Grants
funded by public and
philanthropic support

Investment

SBIR I
Varies

$50,000 – $500,000

Friends and
family
Pre-seed/
seed funds
Angel
investors
SBIR II
< $1 million

Early seedstage venture
capital
Publiclysupported
investment
funds
$1-2 million

Begin full-scale
production
Staff-up for sales
and marketing

Venture funds
Equity
Commercial debt
Industry: strategic
alliances, mergers
and acquisitions
>$2 million

Figure 1. Bioscience Startup Company Growth Stages and Funding Requirements. 11

Biotechnology Industry Organization
Best Practices 11
This analysis of bioscience incubator program
best practices shows that dedicated venture
capital funding, intellectual property, and talent

•

11

financing gaps to help establish and
build firms
Have active informal angel networks
investing in the biosciences

12

Battelle Technology Partnership Practice, Technology, Talent and
Capital.

Battelle Technology Partnership Practice and SSTI, Growing the
Nation’s Bioscience Sector.
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