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KEY POINTS

M The acquisition last year of LDR Spine
for $1 billion by Zimmer Biomet is just

the latest success for Austin-based For much of the last two decades, though they differed in most
Santé Ventures, which helped create the other respects, large, multinational medical device firms and
company more than a decade ago. small medtech start-ups shared one trait: an almost obsessive fo-

cus on the value of technology and its role in improving patient
care, even if only marginally. Small medtech companies won by
discovering and developing solutions to unmet clinical needs and
improving outcomes; big companies won by introducing innova-
tive technologies into existing product portfolios and improving
outcomes. If the two had nothing else in common, they at least

M Indeed, Santé Ventures often acts as
much as company-creator as traditional
venture fund, leveraging a network of
experts that spans the country to find
valuable new ideas for medical technology.

W Santé’s truly differentiating feature, shared an abiding faith in the clinical value of innovation.
however, is the background and expertise

of two of its founders, who played major More recently, that common view seems less clear. As cus-
roles in running a leading IDN, Ascen- tomers have consolidated and cost pressures and other con-
sion Health, before embarking on second cerns have mounted, healthcare has changed and so have many
careers as medtech investors. of medtech’s fundamental assumptions. Improvements in clini-

cal outcomes, especially incremental ones, have lost perceived
value; customers are looking for ways to drive out costs and
bring in system efficiencies. In turn, big companies are now in-
creasingly looking beyond innovative technology alone, at least
conventionally defined, as they shape their portfolios both for
new influencers within existing customers and for new custom-

B Santé isn't a huge fund and it's physically
located far from the centers of venture
investment on the East and West Coasts.
But the firm’s strategy of investing early,
often creating the companies in which it
invests and taking an active role in their

management, has enabled it to make sub- ers. The moves into adjunct service and risk sharing programs
stantial returns on small investments, as its are just two examples of big-company initiatives that only coin-
success with LDR demonstrates. cidentally improve patient care—if they do so at all.
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Fortunately for small companies, the interest on the part
of strategics in these new kinds of offerings doesn’t appear
to have come at the expense of traditional forms of innova-
tion. Big companies are still buying valuable new technology,
as Johnson & Johnson’s recent acquisition of stroke start-up
Neuravi or the recent spate of mitral valve deals suggest.
(See “Transcatheter Mitral Devices: The Dam Finally Bursts
with a Flood of Deals,” The MedTech Strategist, August 31,
2015.) But the shift is certainly, on some level, changing how
more traditional forms of innovation are valued and, just as
importantly, changing as well the target audience for the
companies’ business development and sales efforts.

In a world where service offerings and risk-sharing packag-
es are attracting more attention, the role of small companies
is somewhat uncertain Should start-ups try to play along or
stay focused on technological innovation? Atthe same time,
the role of investors is also murky. Some medtech investors
have adapted their investment strategies by, for example,
shifting into digital health.

Perhaps what investors really need isn’t so much a change
in strategy but, rather, a change in mindset or orientation.
Instead of thinking the way traditional medtech investors
do, maybe today’s investors should think the way custom-
ers do. Testing that proposition is Austin, Texas-based Santé
Ventures, which brings to medtech investing a culture expe-
rienced and expert in the way healthcare systems function.
Key to Santé’s success: a deep understanding of the chal-
lenges and pain points of healthcare systems today, raising
the question: Does that understanding make them smarter
investors?

Evolutionary Investing

Santé Ventures was founded in 2006 by Joe Cunningham, MD,
Doug French, and Kevin Lalande, building on relationships
the three had formed when Lalande had earlier worked at
another Austin-based venture firm, Austin Ventures. Aus-
tin Ventures is one of the oldest and largest venture capital
firms between the two coasts, with about $4 billion under
management, having raised ten funds.

After seven years at Austin Ventures doing deals in soft-
ware and semiconductors, Lalande, who was an IT specialist,
felt it was time to do something else. Soon after getting to
Austin Ventures, he became convinced that the telecommu-
nications industry was about to hit a speed bump. “When
the sector cratered in 2001-2002 and there was a large secu-
lar downturn, it was one of the times we got it right,” he
says. He became convinced that it would take years for the
problems in telecommunications to work themselves out. “I
didn’t want to spend the next ten years of my life in the Red
Queen effect,” he goes on. “And | always believed that the
right place to invest venture capital can change more rapidly
than people’s mindset or knowledge base can change.”
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Looking around for new investment opportunities,
Lalande settled on life sciences as a sector that, in his words,
“had enormous unmet needs, was very technical, and was
highly regulated.” At Austin Ventures, Lalande started a
healthcare practice and it was there that he met Cunning-
ham and French, two former healthcare system executives,
who joined Austin Ventures as venture partners. “When |
met them, they were free agents, flying around the coun-
try on their own dollar, investing their own money,” Lalande
goes on. “Today, we would call them super angels, but it was
really venture investing in its purest form.”

French and Cunningham brought something traditional
venture partners didn’t: a deep knowledge of how the
healthcare system works. Formerly CEO and CMO, respec-
tively, at Ascension Health in St. Louis, both “understood the
administrative side of healthcare, the networks and reim-
bursement, physicians, and medicine,” says Lalande.

By 2004, the three had done their first deal, leading the
Series A round of LDR Spine—a pioneer in spinal disc re-
placement that was acquired last year by Zimmer Biomet
for $1 billion—and they were looking for more. But as their
reach and expertise in healthcare grew, the differences be-
tween IT and healthcare soon became clear. “Healthcare
and IT are such different worlds,” says Lalande. “The Austin
Venture partnership was very good at the IT world, but the
regulated healthcare world was new and different, and we
didn’t want to build a ‘B’ practice inside of an ‘A’ platform.” If
the three healthcare specialists were really going to build a
strong healthcare practice, one that could stand up to “any-
thing you’d find on either coast,” says Lalande, “we would
need to have control of the organization and build a special-
ist organization.” Indeed, today, with the exception of Lal-
ande himself, everyone at Santé Ventures has a background
in healthcare and medicine.

A Provider-Based Venture Firm

Doug French spent 25 years at Ascension Health, a St.
Louis-based integrated delivery network, with facilities in
26 states, $11 billion in revenues, and 120,000 employ-
ees, rising eventually to CEO. One of the initiatives French
launched at Ascension was a venture capital fund called
Ascension Health Ventures. The impetus came in the early
2000s, French explains, principally as a reaction to drug-
eluting stents. “I was getting phone calls from my large IDNs
that had significant heart programs, telling me that [the
price of DES] had the potential to put them out of business,”
he recalls. Rather than being reactive to the soaring price/
value of medical innovation, banging stent companies for
discounts they’d be unlikely to offer, French thought, why
not be proactive?
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22 VENTURE CAPITAL

Phrased differently, instead of trying to drive down
Ascension’s DES costs, French sought to find a way for
this health system to benefit from the value that innova-
tive technology was creating for its investors. “One of the
strategies we developed was the Ascension Health Ven-
tures Fund,” he goes on. The support within Ascension
among its member IDNs was strong and came quickly.
“The quickest $125 million I've ever raised came from go-
ing to the board and asking them to set aside the capital
to start the fund.” And when French looked for someone
to chair the investment committee, French turned to Joe
Cunningham, a physician, and, at the time, Chief Medical
Officer of the Providence Health System in Texas.

Two decades ago, Ascension wasn’t the only provid-
er group to experiment with the idea of a venture fund,”
French recalls. Then-Novation had set one up in the 1980s
and others explored the idea as well. Ascension’s has sur-
vived, French argues, “because we did it right.” Ascension
put together a dedicated team to run the venture fund, but
even more important, he says, “we put a firewall” between
the fund and the networks in the Ascension system to send
a message that the systems could help in vetting any pro-
spective investments and be part of a due diligence effort,
but they weren’t required to purchase or adopt any technol-
ogies Ascension invested in. “We were large enough that we
could have made a false market on a product or service that
we invested in, but we didn’t want to do that,” says French.

At the same time, the health systems within Ascension
did provide an opportunity to “showcase” the health sys-
tems within the investments the venture fund made, says
French, and the fund did—and has continued to do—well.
By 2004 or 2005, however, French and Joe Cunningham “got
the bug to do venture full time,” he goes on and launched
what French calls “JD Resources,” which eventually located
in Austin

JD Resources and Austin Ventures came together as both
looked at the early-stage investment in LDR Spine, where, as
noted, they met Lalande just as he was thinking of leaving
Austin Ventures to launch an investment fund focused on
life sciences. JD Resources wound up as angel investors in
LDR alongside Austin Ventures, with French and Cunning-
ham investing their own money. But it was more than just
the money that powered JD Resources. “We had the idea of
using our knowledge of the healthcare system to try to add
value,” says Joe Cunningham. “It was more than just dollars.
We didn’t want to just write checks; we wanted to bring net-
works and knowledge to the table. That’s what drove us.”

Cunningham argues that today, that same mindset lies
behind the creation of Santé Ventures. But it isn’t just the
expertise or experience of JD’s principals. One of the things
that makes Santé a different kind of venture fund is the
makeup of its LP base. “My goal as | was leaving Ascension

THE MEDTECH STRATEGIST

was to raise a fund,” Doug French notes. As he and Cunning-
ham worked with Austin Ventures, he also was busy rais-
ing the fund. “I met with eight other health systems around
the country, saying ‘Let’s pull some capital together and do
essentially what Ascension did with Ascension Ventures.”
When French’s health-system network responded positive-
ly, Kevin Lalande offered to join them with the idea of in-
creasing the amount of money the fund would raise and, in
the process, create “a more diversified base of capital with
institutional funds as well as strategics,” French explains.
Eighteen months later, that first fund became Santé Ven-
tures Fund I.

Bigger Than Just Texas

As noted, Austin Ventures was one of the oldest and larg-
est venture firms “between the two coasts,” an important
qualification given the wealth of venture capital dollars
available—not just in healthcare but in all sectors—in Cali-
fornia and in the New York-to-Boston corridor. Is Santé’s
Austin location a drawback, limiting the types, quality,
or number of deals it sees? “No,” Kevin Lalande argues.
“We’re interested in doing excellent work, period,” he
says, not in building a profile as a leading regional firm.
“We compete with the funds on both coasts, while getting
the benefits of living in Austin.”

A critical issue for Santé from the very beginning was
whether there was enough of what Lalande calls “truly
first-class deal flow or investment opportunities,” to war-
rant locating a healthcare/life sciences fund in Austin. In
time, Santé executives found that, in fact, argues Lalande,
“there are enough deals for six Santé Ventures.” Santé
Ventures’ partners are all residents of Austin and like the
lifestyle Austin affords them, he goes on, “But we’re not
in the business of doing business development for Texas.
What we're looking for is a differentiated deal flow that
has not been picked over by 30 other firms.”

Just under half of Santé’s portfolio companies are Texas-
based, and the firm makes it a point to see “everything
that moves in Texas,” as Lalande puts it. But again, he
notes, “we’re not looking for the best company in Texas.
We’re looking for a company that can be the best in the
world,” whether it happens to be based in Texas or not.
There is, he concedes, something of a “geographic ele-
ment,” to Santé’s investment approach, “but we also do
deals nationally,” and the firm has even invested in compa-
nies located outside of the US as long as they have some
entity based in the US.

Geography aside, Santé’s size is another important differ-
entiator: the firm’s first fund, raised in 2006 was just over
$130 million; its second, raised in 2011, was just under $140
million. About 35% of the portfolio is in medtech, another
35% is in biopharmaceuticals, and the remaining 30% is al-
located to healthcare services.

© 2017 Innovation In Medtech, LLC. All rights reserved.



The funds’ size, in turn, leads Santé to focus as much on
company creation as on early stage funding. Lalande argues
that in venture capital, “Bigger isn’t better, better is better.”
“We create many of our companies from scratch,” he says.
And where they don’t, they like to invest early and take large
ownership stakes.

In addition, with those companies they haven’t created,
Santé has been the lead investor, almost without excep-
tion, in every company they’ve invested in at the time they
made their initial investment, whether at seed stage, Se-
ries A or Series B. “Our ownership percentages are higher
than average,” says Lalande; as a result, he goes on, “by
being disciplined around the total amount of capital that
we raise in funds, when we generate exits with higher
ownership and disciplined fund size, we’re able to return
a significant fraction of all the capital under management
in the fund.”

Investing in Value-Based Care

Santé executives point to a company they backed called
AbVitro, developers of an NGS (next generation sequenc-
ing) enrichment technology that can read, sequence, and
match the chain pairs of antibodies to see the entire anti-
body response in a blood or tissue sample. The company,
whose technology came out of Harvard and can be used
to create both new diagnostics and new therapeutics, was
sold to Juno Therapeutics for $125 million in January of
2016 after an investment of only $5.5 million. Santé was
the only investor in the company, having funded both the
seed stage and Series A rounds and owned 65% of the
company at exit. “That [investment] returned a substan-
tial portion of all of the capital in Fund Il,” says Lalande,
who adds, “We spend a lot of time thinking about the total
amount of capital that’s going to be required to get the
company all the way to an exit.”

But it’s not just deal structure or geography that makes
Santé different. With its roots in both medicine and the
administrative side of healthcare delivery, the fund’s ex-
pertise fits well in a world in which clinical or technical per-
formance of a technology increasingly must stand with or,
in some cases, give way to an emphasis on cost savings and
efficiencies of care in an era of value-based healthcare.

Successful medtech companies in Santé’s portfolio “will
produce better healthcare outcomes for fewer dollars in-
vested,” Lalande says. “We are looking for things that pro-
vide for fundamentally more efficient care, not a turn of
the screw in incremental improvement or based on reim-
bursement games. That’s been a guiding principle of our
firm from the very beginning.” And, interestingly, he adds,
“On top of that, we’re looking for opportunities that, for
some idiosyncratic reason, require less capital than a typi-
cal deal”
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Launched in 2011, AbVitro’s exit came quickly—just over
four years later. “You can’t really count on that; hold times
are often much longer,” says Lalande. But if the timing was
atypical, the investment itself wasn’t. “The net for Santé is
the combination of technologies that can really move the
needle in delivering care more efficiently, with fewer dol-
lars invested and larger ownership positions. That’s what
we’re looking for and we build many of them from scratch.”

“By being disciplined around the total
amount of capital that we raise in funds,
when we generate exits with higher
ownership and disciplined fund size, we'’re
able to return a significant fraction of all the
capital under management in the fund.”
—Kevin Lalande

In a way, Santé Ventures’ first deal—and its most success-
ful to date—was LDR Spine, an artificial disc company and
developer of one of the first cervical discs. LDR completed a
successful IPO in 2013 before Zimmer Biomet’s acquisition
last June. LDR was formed by Lalande, French, and Cunning-
ham when they worked together at Austin Ventures, along
with a group called Path4, made up of several executives
formerly with CenterPulse (which was later sold to Zimmer
Biomet), led by Jerry DeVries. (See “Ortho Kinematics: The
Challenge of Spinal Diagnostics,” The MedTech Strategist,
August 24, 2016.) Austin Ventures invested in LDR’s first two
rounds. Lalande served on the company’s board of directors
continuously from inception, through the IPO in 2013 and
subsequent acquisition by Zimmer Biomet last year.

LDR was just one of several investments in the orthope-
dics/spine space Santé Ventures has done. It has also in-
vested in cardiovascular and neurostimulation technologies.
“We’re small enough that we don’t spend a lot of time sub-
specializing,” says Lalande.

Indeed, because of the extensive experience of its ven-
ture partners in medicine and healthcare, the firm’s reach
in medtech is broad. But it’s not just clinical expertise. “We
understand healthcare and what it takes to deliver care in a
way that is going to appeal to patients, physicians, and pay-
ors,” Lalande goes on. Informing Santé’s investment decisions
is what Joe Cunningham calls “a deep, rich understanding of
all of the different levers within the healthcare system, across
the spectrum” from the perspective of the health system, the
physician, and the patient. “And we’re able to use that experi-
ence and knowledge to understand how a technology is going
to fit into the ecosystem.”
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Conflicts of Interest?

Two decades ago, as CEO of Ascension Health, Doug
French decided to join, rather than fight against the rising
value of medical technology by launching a venture fund.
Ascension wasn’t alone, but the investment fever among
provider systems cooled dramatically in the early 2000s
when the US Senate, backed by some accusatory articles
in The New York Times, questioned the propriety, if not
the ethics, of group purchasing. In a series of hearings and
investigations, The Times and Senate investigators essen-
tially accused large systems and GPOs of self-dealing and
collusion with large device companies to their own ben-
efit at the expense of their members and patients. While
provider-based investment funds were not a central ele-
ment of the investigations, many systems began to worry
that even the perception of benefiting from investments in
early-stage technology companies might raise questions of
conflicts of interest, pitting the financial gains from invest-
ments against the best interests of patient care.

Interestingly, Joe Cunningham was part of a debate with
John Stossel, a noted libertarian, at an AdvaMed confer-
ence around the time Santé Ventures was being launched.
Cunningham took a hard line against conflicts of interest,
he recalls, in contrast to Stossel’s more market-driven phi-
losophy. Cunningham and French are no longer part of
Ascension Health System or running Ascension Ventures,
which would have been more directly implicated in any
conflict of interest concerns. But don’t such concerns reso-
nate with Santé and its provider LPs?

Doug French says such issues never became a concern at
Ascension, not just because of the firewall that went up,
but also because the size of the fund and the scope of the
investments couldn’t materially affect decision-making at
the level of patient care. “We had $7 billion in cash and put
$125 million in the venture fund,” he says. “It wasn’t like
we were diverting a significant amount of money to be de-
ployed. It was as much about learning from the 100 deals
we looked at in order to make one investment.” And while
physicians in the Ascension system were well aware of in-
vestments the fund contemplated—and in fact were often
asked to help vet technologies—investment decisions nev-
er influenced physicians’ technology-adoption decisions.
“It was just the opposite,” says French. “We didn’t make in-
vestments saying, ‘Boy, if we take this to all of our systems,
we’ll make a lot of money.””

The five healthcare systems that are limited partners in
Santé represent about one-third of the fund’s capital. And,
notes French, the systems are “true LPs. We work with
their financial advisors to get vetted on fund performance
and track record,” he says. “It’s more rare than common
that they’re actually a user of [the devices from] one of our
companies.”

THE MEDTECH STRATEGIST

It’s not just a matter of size, however, it’s also a matter
of timing. Because Santé invests mostly at early stages, Joe
Cunningham says, the investments are for the most part so
future-looking, they’re not likely to influence product se-
lection in anything like the short-term. “Our companies are
years and years away from being on the market,” he says.

“None of this has ever been an issue,” Cunningham goes
on, because by their very nature, long-term plays are large-
ly irrelevant to decision-making for today’s health system
executives. “One thing about running a health system to-
day, if you’re paying attention, you know that your busi-
ness plan is being disrupted. You’re not going to be in the
same business in ten years that you are today.” For that
reason, Cunningham argues, for the IDNs who participate
in Santé, the value is as much about “the culture of innova-
tion, looking for disruptive technologies,” as it is about a
return on investment. For all of its LPs, but particularly for
its IDNs, he goes on, “We're out there all the time looking
at things. We're not investing in everything we find, but
we’re keeping up with where [the disruptive technologies]
are, and that’s valuable insight,” particularly for the provider
systems.

A VC Firm That Creates Companies

Indeed, if anything, the influence flows the opposite way;
drawing on their networks, not just among their LPs but
from their days running one of the country’s leading IDNs
as well, Santé executives take the lessons learned by their
experience as healthcare providers and use them to shape
their portfolio and investing strategy.

The firm invested in 12 companies in Santé Fund | and 14
in Fund Il, the largest proportion of which—20 companies—
are still active. Four have exited. Among the medtech com-
panies still in the firm’s portfolio: Claret Medical, developer
of cerebral protection devices to prevent stroke in TAVR
patients; BaroNova (bariatric devices); and EndoStim (pro-
grammable devices to treat gastrointestinal neuromuscular
diseases). Santé’s medtech exits, in addition to LDR, include
Stereotaxis, the maker of navigational devices used to guide
catheters in interventional cardiology procedures, and To-
moTherapy, which developed a cancer treatment combin-
ing CT and radiation therapy (see Figure 1).

Typical of Santé’s projects in medical devices is Austin-
based TVA Medical, which has developed what James
Eadie, MD, a partner at Santé calls “a transformative tech-
nology.” TVA has developed a minimally invasive way of
creating an arteriovenous (AV) fistula, the preferred vascu-
lar access site for hemodialysis, usually created surgically.
The technology was developed by Billy Cohn, MD, a noted
cardiac surgeon and venture partner at Santé, who recent-
ly joined Johnson & Johnson to head its Center for Medical
Device Innovation in Texas. The company was incubated by
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Santé six years ago and last year completed its clinical trial
studies in Canada and Australia/New Zealand, after launch-
ing commercially in Germany.

The technology is based on an observation made by Cohn
about the body’s natural healing response. “In trauma,”
Eadie explains, “when a knife or a piece of shrapnel hits an
artery that’s next to a vein, the body naturally creates a fistu-
la.” Cohn’s observation: if, during a surgical procedure, such
a problem, called a missed vascular injury, occurs, surgeons
have to close the fistula because otherwise it won’t close on
its own. But fistulas created surgically to enable hemodialy-

Figure 1
Santé Ventures - Medtech Investments

Technology Initial

Company

Investment
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sis, which need to remain patent for long periods of time,
close all the time. Cohn wondered “whether there’s some-
thing unique about not disrupting the vessel that could be
leveraged—that the body knows something,” Eadie goes on.

Santé decided to focus on dialysis because the market is
large and “it’s an area that hasn’t seen a lot of innovation,”
says Eadie. Santé funded a Series A, “really more of a seed
stage investment,” he notes, in January 2010 and housed TVA
in Santé’s offices for the company’s first six months. “We put
together a team that went out and proved the thesis, first in
animals and then in humans and then as [the technology]

lowa Approach  Atrial Fibrillation Ablation 2016

Guided Next-Generation Fractional 2015

Interventions Flow Reserve Pressure Wire

BAROnNova Non-Surgical Endoscopic 2014
Treatment for Obesity

Claret Medical  Cerebral Embolic Protection for 2014
TAVR

Millipede Percutaneous Mitral Valve 2012
Repair System

TVA Medical Minimally Invasive Endovascular 2010
System for the Creation of AV
Fistula for Dialysis Access

Endostim Minimally Invasive Neurostimu- 2010
lation Treatment for GERD

BioStable Aortic Annuloplasty Ring for 2008
Surgical Aortic Valve Repair

LDR Spine * Spine Implants including 2004
Cervical Artificial Disc

TomoTherapy *  CT Image-Guided Radiation 2004
Treatment System

Stereotaxis * Atrial Fibrillation Ablation 2002

System

Initial Initial Current Stage

Investment Investment April 2017

Series Stage

Series A Pre-Clinical Clinical

Seed / Series A Pre-Clinical Pre-Clinical

Series C Completed FIM  FDA Clinical

Enrollment Complete

Series B Early European Commercial Europe,
Commercial, FDA Approval Pending
Pending FDA
Clinical Trial

Seed / Series A Pre-Clinical Clinical
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* Investments by team prior to founding Santé Ventures
Source: Santé Ventures
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gained traction, we expanded the syndicate,” which would
eventually include several strategics, including Medtronic,
Boston Scientific and Baxter, who joined the existing inves-
tors in the fall of 2015.

Perhaps because Santé starts so early, raising a syndicate
isn’t always easy. Eadie recalls that when he started mak-
ing calls to other investors about follow-on financing for
TVA, he found no takers. “A lot of them said, ‘No thanks. |
can’t take another dialysis deal to my partnership without
losing my head. My LPs will kill me.””

Because of Santé’s focus on building
companies around early-stage technologies
and its base in Austin, Santé has had to
adopt a certain flexibility, geographically
speaking, in its approach to investing.

Syndication is an issue for Santé because, in many cases,
the fund serves a dual role as both company creator and
initial source of capital, and also because it likes to hold a
large percentage of shares in any company it creates. Doug
French says Santé typically won’t begin to syndicate until
Series B and then shapes its syndication strategy based on
how much capital is needed to take the company to the
next stage. “Sometimes it’s going to take a lot of money,
other times it isn’t,” says Joe Cunningham, who adds, “One
way that | know one of our companies is successful is that
I have to talk the CEO down because outside venture firms
are trying to convince him that he needs $30 million.”

A Flexible Approach

Of course, the vast majority of Santé’s deals will in fact
be syndicated at some point. “What we look at is the im-
mediate value creation objective in front of us, and think
about how we best accomplish that,” says James Eadie.
For the earliest-stage companies in Santé’s portfolio, “we
think about them much more like an incubator and what
we want to do is to find really talented and experienced
executives, entrepreneurs who share our capital-efficient
mindset. That’s key.”

From there, he goes on, “We then try to tackle the
problems that we’ve identified and the milestones that
will create value.” Syndication decisions and financing
strategies overall follow from that. Santé is willing to
take risks that other VCs may not, such as funding the
first couple of million dollars needed to get through early
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animal studies. “That’s the big risk,” says Eadie. “There
are certainly risks after that, but that is a major gating
feature, and we know if we can prove that, that’s key.
But we’re willing to go alone in that, keeping the team
streamlined.” Santé may invest in other deals at later
rounds or a portfolio company may seek partners to fund
a later-stage milestone, such as a major clinical trial—and
that’s when Santé begins to look for partners, Eadie adds.

And those syndication partners can come from any-
where. When EndoStim looked for syndication partners
for its latest round, the company found its lead investor
in the Geneva office of Endeavor Vision, one of Europe’s
top medtech investors. Says Doug French, “Our typical
syndicate partner is a fund larger than $150 million and
someone we’ve worked with in the past.”

Santé executives dismiss the notion that being based
in Austin, rather than one of the two coasts, limits their
syndication options. James Eadie points out that Santé’s
track record in terms of both the companies it has cre-
ated and the exits it has achieved—including AbVitro
(Juno), Explorys (IBM) and LDR (Zimmer Biomet)—make
the firm a credible partner. “I don’t think the fact that
we’re based in Austin means that our capital or the com-
panies we’ve built are valued less,” he says.

Still, because of Santé’s focus on building companies
around early-stage technologies and its base in Austin,
Santé has had to adopt a certain flexibility, geographi-
cally speaking, in its approach to investing. All of the ven-
ture partners travel extensively, not just around the US,
but in Europe as well, and they’ve even begun scouting
technologies in emerging markets, though they’ll only in-
vest in ex-US companies that establish a presence in the
US. Today, there is, to be sure, a strong Austin flavor to
Santé’s portfolio, but it also has companies in California,
Ohio, St. Louis, and lowa.

A case in point: Millipede, which has developed a semi-
rigid annuloplasty ring to treat mitral valve regurgitation.
Built around technology developed by Steve Bolling, MD,
a cardiovascular surgeon from the University of Michi-
gan, the company was incubated by an engineering team
assembled in Austin but eventually moved to Santa Rosa,
California “because that’s where the right people are,”
says Joe Cunningham. “The company needed to be in the
Bay Area.” Today, Millipede is run by Randy Lashinski, for-
mer CEO of Claret Medical, another Santé Venture’s com-
pany and an early advisor to Millipede, who took over
the reins as CEO in 2014.

About the firm’s investment in Millipede, James Eadie
notes, “You have to remember, when we did the deal in
2012, there were a lot of venture-backed companies, but
none of the strategics had a mitral play except Abbott.” Un-
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like TAVR (transcatheter aortic valve replacement) which,
at the time, had two well-entrenched strategics in Edwards
Lifesciences Corp. and Medtronic plc, mitral at the time
“was a crowded space in terms of venture-backed com-
panies, but at the strategic level, it was wide open,” Eadie
says. “We needed to make sure that we were competing
head on with other venture-backed companies, but not
with the strategics.” Whether the flood of deals by large
strategics in mitral valves over the last couple of years will
limit Millipede’s exit opportunities remains to be seen, but
the investment was characteristic of Santé’s approach: find
the best early-stage technology in a space where the multi-
national device companies don’t have an established busi-
ness. “The bar is so much higher when you have to com-
pete against a large strategic or an established technology,”
says Eadie. “We don’t like to go there.”

A Big Pain Point

Millipede is typical of Santé investments in another way:
its focus on doing a lot with a small amount of money.
James Eadie notes that Millipede has already done nine
human studies on less than $7 million.

In some measure, Millipede also illustrates why being a
big fish in the Austin pond is valuable: Santé was tipped off
about the Michigan-born technology by contacts within its
Austin network. Santé has also formed close relationships
with nearby Texas Medical Center, the largest medical com-
plex in the world. The firm’s networks also extend beyond
Austin—Joe Cunningham is on the Board of Cleveland Clin-
ic Innovations, the tech innovation and development arm
of The Cleveland Clinic Foundation, and has a similar role
at Partners Innovation, the tech development arm of Bos-
ton-based Partners’ Health System, as well as other large
IDNs located around the country—a legacy of Cunningham
and French’s long history at Ascension Health. Says Cun-
ningham, “We see opportunities from all over the country.
When people ask whether we see enough deal flow, | say,
‘The fact is, you wake up in the morning and open your
door and there’s deal flow."”

Cunningham is also an advisor to payors such as Unit-
ed Healthcare and Health Services Corp., and his and
Doug French’s backgrounds on the provider side have
also given them a deep understanding of the issues and
concerns payors face. Today, Cunningham says, “every-
body, across the spectrum, is looking at where to allo-
cate risk for patients’ health and how to manage that
risk.” Drug and device companies no longer can afford
to think in terms of selling pills or devices; rather they
have to think in terms of sharing or mitigating risk.
“We’re not investing in medical devices, we’re investing
in a big pain point,” he goes on. “We want to find a way
to take cost out of the system and still produce better
products.”
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That’s a difficult enough conversation for multination-
als like Medtronic and Johnson & Johnson; how relevant
is it for the kinds of early stage start-ups that Santé is in-
cubating? “We have [those discussions] before we launch
a start-up,” Cunningham adds. “It’s all about where you fit
in the chain; that’s the conversation.” A case in point: TVA,
he notes: “End-stage renal disease is an area that is mov-

[Mitral] was a crowded space in terms
of venture-backed companies, but at
the strategic level, it was wide open.

“We needed to make sure that we were
competing with other venture-backed
companies, but not with other strategics.”

-James Eadie

ing rapidly to bundled payments and other forms of risk
sharing. There are a lot of entities that are paying atten-
tion to how we can provide care for this very specialized
population with better outcomes and lower costs. That’s
a huge driver for the value you create with a company like
TVA, and that’s the discussion we had before we made the
decision to launch TVA.”

A Play in Services

As noted, just over one-third of Santé’s deals are in
healthcare services, a segment in which the fund has
a special expertise given both the backgrounds of the
partners and the overall mission of the fund to drive bet-
ter healthcare-system economies. “We look at a lot of
healthcare service and IT deals and have had success,”
says Joe Cunningham. There has been a lot of venture
money flowing into the sector, he points out, though a
lot of that is what he calls unsophisticated money. “They
end up paying too much and the deals are too crowded,”
he says. “We haven’t found [the sector] as compelling
lately even though we have backgrounds and networks
[in the provider side].” Santé has had one recent success,
an EMR/Big Data company called Explorys, developing
technology that came out of The Cleveland Clinic.

Explorys was sold to IBM in 2015 in a deal reportedly
valued around $300 million. Santé officials won’t say
how much, but, says Cunningham, “We had a great out-
come,” though he adds, “those deals are harder to find
[i.e., service deals with strong returns].” A second service
company, Rise Health, which helps primary care physi-
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cians provide better access and outcomes for their patients,
while improving the practice environment and financial vi-
ability of PCP practices, was sold to Best Doctors in 2014.
Santé has investments in two other service companies: HNI,
a hospitalist company, which provides dedicated physicians
to hospitals to provide mostly internal medicine and pri-
mary care to patients on an inpatient basis, and Healthcare
Highways, an innovative narrow network and virtual health
plan provider. Cunningham notes that hospitalist services is
“the fastest growing medical specialty today,” and HNI did
around $75 million last year, and has grown between 30-
60% a year over the past several years.

Kevin Lalande says Santé will back
digital companies “as long as it’s about
the healthcare economy. That’s where
we specialize—understanding the
healthcare economy.”

The Business of Hits

About related deals in digital health, Kevin Lalande says
Santé will back digital companies “as long as it’s about the
healthcare economy. That’s where we specialize—under-
standing the healthcare economy.”

Santé Ventures launched in 2006, in the middle of the
one true recent bull market in medtech investing. Within
two years, however, the global recession hit and the total
venture dollars available to medtech saw a precipitous de-
cline. Along with that came other challenges: regulatory
and reimbursement roadblocks ramped up and time to
exit lengthened, for some companies significantly. “Time
to exit is long today,” says Lalande. “And that’s why we be-
lieve we need to own a large part of the companies Santé
invests in. It’s not greed, it’s math: When the time to exit is
long and the chances of losing capital are high, a winning
company needs to return a substantial portion of all of the
fund’s capital,” he goes on, because successful deals pay
for all of the companies that don’t exit—either on time or
atall.

It’s a key difference, he states between venture investing
and private equity: “We’re in the hits business, and while
we’ll have our share of billion-dollar exits, we can’t ever
count on those. They’re the exception, not the rule. We
keep our fund sizes and our ownership percentages con-
sistent to be able to return significant portions of all the
capital on a winning deal without requiring exits that are a
billion dollars.”

THE MEDTECH STRATEGIST

Santé is one of a vanishing breed of VC firms that remain
committed to medtech, notwithstanding the pains of the
last decade or so. Doug French notes that the 35% of the
portfolio in medtech “isn’t a goal, it’s a result” of a careful
consideration of the opportunities that Santé has looked
at. “We’re 35% in medtech just because the deals that
came through that we ultimately invested in added up to
that percentage,” he says.

And certainly in the face of their own commitment, Santé
has noted that same departure from medtech by VCs that
others have observed. Joe Cunningham notes that Santé
talks to a lot of the same LPs that other venture firms
talk to. “And a lot of them think ‘As LP’s we’ve invested in
medtech in the past and lost a lot of money; | don’t think
we want to put a lot more money into medtech.”” Faced
with skittish LPs, VCs have only two choices, he goes on:
stop doing medtech deals or come up with a differenti-
ated approach to investing. For Santé, it all comes down to
understanding the pain points today’s healthcare systems
are facing. “It’s not rocket science,” Cunningham goes on.
“It’s pretty easy to understand: We want to do things that
are less invasive rather than more invasive; we want to do
things that cost less rather than cost more; and we want to
solve problems for which there isn’t a good solution in the
market right now. You have to get back to the fundamen-
tals. If you can accomplish those things, it doesn’t matter
whether you’re investing in medtech, biotech, or IT”

Kevin Lalande says it’s a mistake to point to medtech as
a particularly risky space post-2008. “There have been a
bunch of funds that have exited healthcare altogether, not
just medtech,” he says. “We haven’t solved medtech in-
vesting or the challenges there; we’ve only solved it for
us.” What does that mean? “We deploy relatively small
amounts of capital into very concentrated deals,” he goes
on. Santé’s investing strategy isn’t about putting a billion
dollars to work every year, he says, it’s about “generating
great returns on fund sizes that look like our fund size.”

Lalande isn’t arguing that Santé’s provider-centric model
is the solution to the issues medtech investors and their
portfolio companies face. “We’ve found good opportuni-
ties in medtech, but that’s not to say therefore that there
aren’t challenges with medtech,” he says. “There are.”
Moreover, he says, “we’re so skewed in what we do that it
doesn’t generalize. Check back with us later and we’ll see
how Claret and Millipede and TVA play out.”

Indeed, notwithstanding the discipline that a deep un-
derstanding of healthcare delivery systems brings to San-
té’s investment strategy, the firm’s executives are well
aware of the capriciousness inherent in investing. “Ven-
ture investments are so difficult and risky that trying to
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control where the market is going and whether it is going
to be receptive to various things in your portfolio sev-
en or eight years from now is like trying to forecast the
weather that far out,” says Lalande. “The best we can do
is form excellent teams, hit clinical milestones that mat-
ter, and build real value in the companies.” Whether San-
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té does that by itself or in syndication with other funds
depends on the trajectory of the company. But, Lalande
goes on, “our main focus is to get companies with a clear,
compelling value proposition and a set of clinical mile-
stones that, if they’re hit, the rest of the world sits back

/N

and says, ‘That’s new, it’s unique, it’s valuable.” [ |

(The Virtues of Being Small

Lou Bock, a venture partner at
Santé, was formerly a founder of
the Bay Area VC fund Scale Ven-
tures, a diversified firm that had in-
vested in such medtech companies
as Vnus Medical, Cardiac Pathways,
Rita Medical, and Cardiokinetix.
When Scale shifted away from
medical devices after the global re-
cession of 2008-2009, Bock moved
to Austin where he connected with
Santé’s principals, formally join-
ing as a venture partner about two
years ago.

For Bock, one of the appealing
things about Santé is the idea of
keeping fund sizes at “reasonable
levels,” he says, to match both the
fund’s investment philosophy and
its focus on capital efficiency. A
lot of funds on the East and West
Coast, “got so big, they could ratio-
nalize a $20 or $40 million round,”
he goes on; Scale itself was, sever-
al years ago, about a $500 million
fund. After a while, Bock says, “you
start to wonder whether the capi-
tal invested is driven by the amount
of capital the company needs or by
the size of the fund that is investing
in it.” As some funds get bigger, too
many rounds are “getting outsized
and out of control,” he says. In turn,
the size of the exit the firm needs to
achieve a decent return gets larger,
increasing the risk for the VC firm.
“I'just think that [Santé’s] mentality
around capital need, capital intensi-
ty, and capital efficiency is dramati-
cally different,” he says.

\

Joe Cunningham agrees that sim-
ply putting more money to work in
medtech doesn’t guarantee great-
er success. “We have a chart that

“We have a chart
that tracks the
correlation between
the capital in and
the value of the
company,” says
Joe Cunningham.
“And I can make
that same chart
with a shotgun.”

tracks the correlation between the
capital in and the value of the com-
pany,” he says. “And | can make that
same chart with a shotgun.”

Complicating the calculations
about how much money a com-
pany needs, medtech investors
have to weigh another consider-
ation, says James Eadie: the fact
that the milestones that medtech
start-ups have to reach in order to
achieve a great exit have gotten
tougher. Notwithstanding the run
of deals in mitral valves that have

taken place over the last year or
so—deals Eadie calls “outside the
norm”—Santé operates on the as-
sumption that deal valuations will
be more modest than some of the
high-profile deals that the industry
has seen in recent years. “There’s
only one Ardian, one Cameron
[Health],” he says. “Unless you
intend to hold something for
ten years and then take it public,
you’re not going to see a billion-
dollar deal.”

Companies that get through clini-
cal trials and regulatory approval
and find a reimbursement path
are more likely to fetch valuations
in the $250-$400 million range, he
goes on. “And you can’t put $100
million into those companies [be-
cause] you can’t make a return off
of them. You have to figure out how
to hit $300 million, with only $25-
30 million invested.”

Lou Bock notes that some strate-
gics take into account paid-in capi-
tal when arriving at the valuation of
an acquisition, making an implicit
correlation between the amount
of capital invested and value of the
company. That works for investors
when the start-up has raised $100
million, he argues, but not when
the amount of capital is lower, as
Santé’s model strives for. “We have
to get them out of that mindset
early on and make them under-
stand this is about value, not about
paid-in capital.” [
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