Financing Health Tech
Health care’s new frontier
By Peter Micca
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A memorable year
Digital health technology, or health tech,
companies had quite a year in 2017. It was a
record-setting year for funding, according to
a year-end 2017 report by venture fund Rock
Health (Figure 1)1 that revealed some key
insights into the sector including:
•• Funding of health tech companies was
at an all-time high—$5.8 billion, up 32
percent over 2016
•• 8 “mega-deals” over $100 million occurred,
a record number to date

Yet perhaps the lack of IPOs isn’t that
surprising after all. Despite growth in the
US stock markets, company executives and
investors could be waiting until uncertainty
in the US legislative and regulatory
environment evens out, especially given
efforts to repeal and replace the Affordable
Care Act (ACA) and other initiatives of the
new administration’s first year.

among health care provider organizations,
health plans, and life sciences companies
including pharmaceuticals, biotechs, and
medical device companies. Convergence
between those sectors continued as well,
with traditional and non-traditional health
care players expanding their industry
footprint to gain economies of scale and
control more of the continuum of services to
health care consumers.

At the same time, consolidation in the
broader health care industry continued

•• Average deal size was $16.7 million
Impressive numbers, for sure, but not
all news was as positive. The size and
number of large, late-stage health tech
deals appeared to be leveling off. Exits
were down 18 percent in 2017, and all were
due to mergers or acquisitions. Maybe
most surprising, 2017 saw no health tech
company IPOs. These last findings led Rock
Health to indicate that “for now, M&A is the
new digital health IPO.”

Figure 1. The growth of health tech funding
2011–2017
(dollars in billions)

Total venture funding

Number of deals
$5.8

$6
$5

500

$4.4

$4.3

$4

400

$3
$2

For now, M&A is the new
digital health IPO.

600

$4.6

$1
$0

292

$2.1
$1.5

$1.1

308

324

345

300
200

193
140

100

89
2011

2012

2013

2014

2015

2016

2017

$12.9M

$10.6M

$10.8M

$14.8M

$14.8M

$13.7M

$16.7M

0

Average deal size (in millions of dollars)

Source: Rock Health Funding Database. Only includes U.S. deals >$2 million, data through December 31, 2017.
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An environment ripe for disruption
That ongoing consolidation and
convergence, along with three other “Cs”
that are driving disruption in the industry
(Consumerism, Cost, and Compliance, see
sidebar “The five Cs of disruption” on page
5) still leave what is often called “white
space” or opportunity in the industry as
incumbent companies often focus more
on reorganizing and less on technological
innovation. It is in that white space that
well-funded health tech companies keep

appearing, fueled by the expanding flow of
private equity and venture capital funding.
Consider that in almost all of the US metro
areas that are hotbeds of health tech
company development, the number of
funding deals at least doubled between the
first and second half of 2017 (see Figure 2
below).

and resources, financial services (Fin tech)
and Insurance (Insure tech), are shaking
up longstanding business models and
methods of health care, as well as sources
of and ways of accessing information. It’s
important to understand why this disruption
is occurring and what investment dynamics
are fueling health tech’s growth.

Health tech companies, much like their
cousins in other industries including energy

Figure 2. Number of funding deals in most active US metro areas in 2017
Nearly every most active US metro area, with the exception of San Francisco and San Diego, doubled the number of deals between the
first and second half of the year. The big growth in the second half of the year was in Chicago (nearly tripling its deals) and New York and
Boston (each increasing by ~30%).
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3
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$273M
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5
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5
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8
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7
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6
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5
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$776M

San Francisco
Bay Area
(126 deals)

$3.8B

Los Angeles
(21 deals)

$258M

$1.0B

New York City
(63 deals)

Denver
(11 deals)

$308M
San Diego
(16 deals)

$338M

Miami
(3 deals)

$234M
* Map shows Top 10 Metro Areas by Total Dollars (USD)

Source: StartUp Health Insights, 12-31-17, startuphealth.com/insights.
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As previously shown in Figure 1, significant
capital began being injected into the health
tech market in 2014, leading up to a record
year in 2017.
Pent-up demand and low interest rates have
likely driven much of this activity, with the
lion’s share of investment funding in 2017
going to health techs focused on consumer
health information, clinical decision support/
precision medicine, fitness and wellness,
disease monitoring and diagnostics, and
non-clinical workflow, as shown in
Figure 3(2) below.

Why such an influx? From the perspective of
private equity and venture capital investors,
health care has long trailed other industries
in using technology consistently across
the care continuum. Even in the face of
government and consumer encouragement
to migrate to electronic records and other
digital technologies, many incumbent
companies appear to have been wary of
cannibalizing their other sources of revenue
by developing new digital capabilities. That
has likely contributed to the creation of the
aforementioned white space—one that new
entrants and disruptive technologies are
eager to fill.

Companies appear
to have been wary of
cannibalizing their other
sources of revenue by
developing new digital
capabilities.

Figure 3. Top six funded value propositions in 2017

$1.6B

Outcome Health
($500M)

41
deals

Consumer health information
Empowering consumers to better
understand their own health, general
healthcare concepts, and the healthcare
system.

$517M
Livongo
($52.5M)

39
deals

$811M

Outcome Health
($500M)

19

deals

Clinical decision support
and precision medicine

Heartflow
($90M)

Peloton
($325M)

32
deals

Fitness and wellness

Providing timely information or alerts to a
healthcare provider to help inform decisions
about a patient’s care and/or tailor the
prevention, management, or treatment of
disease to an individual patient.

$493M

$752M

35
deals

General health maintenance and
promotion, including fitness, nutrition,
and sleep, where the prevention of illness
does not associate with a diagnostic
(ICD-10) code.

$482M
Phreesia
($34M)

54
deals

Monitoring of disease

Diagnosis of disease

Non-clinical workflow

Enables the monitoring of a specific clinical
condition through biometric monitoring.

Enables the diagnosis of a specific
clinical indication.

Management of administrative, nonclinical operations in a provider setting
(e.g., scheduling, billing, etc.).

Source: Rock Health Funding Database
Note: Only includes U.S. deals >$2M; data through December 31, 2017.
Each company in the Rock Health Digital Health Funding Database is tagged with at least one and up to three “value propositions.” Since each company may fall into
multiple value propositions, the sum of the funds raised across value propositions does not sum to the total funds raised.
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Some implications of health
tech disruption
The continued maturation and vibrancy
of the health tech sector has important
implications for incumbent companies.
One is the broad change in ecosystems
caused by health tech companies, which
impacts both incumbents across sectors
and even health techs themselves. Beyond
a company’s supply chain, its ecosystem
includes any person or entity that it
interacts with: staff, customers or patients,
suppliers, affiliates or alliances, regulators…
the list goes on and on.

In the future, the number of entities in
the health care company ecosystem
could expand exponentially. The
interconnectedness of that ecosystem—its
strength driven in part by technology—
is increasingly likely to become a key
factor affecting operational and financial
performance. Companies will want to
consider testing the integrity of their
ecosystems to determine if all participants
are aligned on the same set of values or
mission as the core company.

The reality is that upstarts can be expected
to appear wherever there is friction in the
ecosystem. Consider that five of the eight
largest funding deals in 2017 involved
health techs specializing in consumer
health information (see Figure 4 below),
perhaps a natural result of individuals and
families shouldering an increasing amount
of responsibility for their health care.
Incumbent firms should carefully consider
who their customers are, where their
competition could come from, and what’s
keeping other organizations from taking
their business away.

Figure 4. Eight $100M+ mega deals of 2017
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23andme.com
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Modernizing
Medicine
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PatientPoint
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Healthcare
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Patientslikeme
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Sharecare

Consumer health information
Year founded: 2006
Business model: B2B2C

Fitness and wellness
Year founded: 2012
Business model: B2C

Consumer health information
Year founded: 2006
Business model: B2B, B2C

Clinical workflow
Year founded: 2010
Business model: B2B

Consumer health information
Year founded: 1987
Business model: B2B2C

Care coordination

Year founded: 2013
Business model: B2B, B2C

Consumer health information
Year founded: 2005
Business model: B2B2C

Consumer health information
Year founded: 2010
Business model: B2B2C

$500M

Goldman Sachs, CapitalG

$325M

Wellington, KPCB, True Ventures

$250M

Sequoia Capital

$231M

Warburg Pincus

$140M

Searchlight Capital Partners,
Silver Point Capital

$115M

Warburg Pincus

$100M
iCarbonX

$100M

Summit Partners

Chicago, IL

New York, NY

Mountain View, CA

Boca Raton, FL

Cincinnati, OH

Orange, CA

Cambridge, MA

Atlanta, GA

Source: Rock Health Funding Database
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Looking ahead
With the future of health tech IPOs
uncertain, important questions arise
about the future of health tech funding.
Will the record-setting influx of investor
dollars continue? Will acquisitions
continue to be the exit strategy of choice?
On a broader scale, what additional
consolidation and convergence are likely
to take place, and what role will the health
tech sector play in that?
These questions should interest
participants in the industry including
incumbents, nontraditional entrants,
investors, and health techs themselves.
The disruption caused by technologydriven entrants to the health care
industry appears to be creating significant
opportunities for incumbents to reinvent
themselves, for entrepreneurs and

investors to carve out new spaces in the
market, and for nontraditional companies
to enter the space and grow. If the dearth
of IPOs continues, M&A activity could pick
up as health techs mature and investors
seek to exit.
Being prepared is key. Having an effective
management team in place, along with
appropriate systems, processes, talent, and
governance will be critical. The ability to
focus on and support the mission and goals
of the organization is key, as is the increasing
need to measure operational performance
from a broader ecosystem perspective
rather than the traditional business unit
perspective. For those health techs that find
the right formula, the future is likely to be
very bright indeed.

Endnotes
1. A
 ll findings in this section from “2017 Year End Funding Report,” Rachana Jain and Megan Zweig, Rock Health, December 2017,
https://rockhealth.com/reports/2017-year-end-funding-report-the-end-of-the-beginning-of-digital-health/.

The five Cs
of disruption
Five main forces appear to be driving
broad changes across the health care
industry, including the emergence of
health tech companies, and resulting
disruption. They include:

Consumerism

Patients picking up ever-larger shares
of spend are demanding greater control
over their care, along with more value
and information on which to base their
decisions.

Consolidation

Scale is necessary for efficiencies and
the feasibility of scale depends heavily
on negotiation between those who
finance, pay for, and distribute the care
and those who conduct the research and
development for new products.

2. Ibid.

Convergence

With payment and care models changing
dramatically, health care providers are
acquiring or partnering with health
plans and organizations that finance the
industry, retail pharmacies are acquiring
or partnering with health plans, and online
retailers are acquiring health plans and
becoming pharmacies.

Cost
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The shift from fee-for-service to outcomesbased models is a major transformation,
affecting everything from systems
infrastructure to patient engagement.
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Compliance

Increasing regulatory requirements of the
ACA have increased the burden on many
market participants, forcing the migration
from often error-prone manual records
and reporting to digital solutions.

Copyright © 2019 Deloitte Development LLC. All rights reserved.

5

