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Key takeaways 

• As venture debt has grown over the past year, much of its success has 
centered on tech—in particular, the industry’s recurring revenues and 
high-growth companies. However, the life sciences market has quietly 
seen its venture loan book increase significantly, notching 535 loans at 
the value of $4.5 billion in 2020, a record on both accounts. This growth 
has occurred despite zero- to low-revenue businesses making up a large 
portion of the privately held portfolio companies, which is a huge risk to 
debt paybacks. 

• Life sciences companies’ product revenues are often generated far into 
the VC lifecycle, putting pressure on debt repayment schedules. Still, 
the market offers lenders several risk offsets that are often unavailable 
in tech: Life sciences companies often go public much sooner than tech 
counterparts, clinical trial and research data offers unique due diligence 
platforms, and patents on new technologies and therapies offer recourse 
to lenders when borrowing companies default. 

• Venture loans into life sciences are made considerably later than they 
are into tech. Each year, an average of 46% of venture debt financings 
into life sciences is made into companies at the late stage, whereas tech 
companies take more than 60% of their loans out before reaching the 
late stage.
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Introduction 
 
Venture debt is a growing industry that is being covered more extensively 
than in the past. For companies, nondilutive capital is alluring, as it allows 
founders to keep more control and larger stakes in the companies they 
have launched. In a market where growth and reaching specified milestones 
are the keys to raising more venture capital (VC), the use of debt as an 
insurance policy alongside an equity raise can help assure that the next 
milestones will be reached and enable another round of fundraising at an 
increased valuation. 

Venture lenders see VC-backed companies as an opportunity to receive 
strong returns in a market that is relatively less risky than many originally 
supposed—one major piece that other debt markets do not have is the 
partnership between VC firms and lenders to ensure the borrowing 
company will be able to service the loans on schedule. Annual loss rates 
for lenders are reportedly under 2%, and loans come with interest rates 
that can be 5% to 10% above the reference rates of the London Interbank 
Offered Rate (LIBOR) or the Wall Street Journal (WSJ) Prime Rate, 
providing a solid risk-return ratio for lenders and their LPs.

Tech has been a major target of venture lenders, with the industry seeing 
around 80% of completed loans by count each year. Recurring revenue 
models employed by many companies in this industry allow lenders 
to easily model out returns and lower risk, while the revenues provide 
companies with an easy standard to measure their own borrowing 
risks against. 

Healthcare is an entirely different industry. While some healthtech startups 
may operate products with recurring payments from clients, many startups 
can operate with product revenues still years away. Biotech & pharma 
companies must make it through several rounds of clinical trials before their 
therapies can generate significant income. Devices must also go through 
approval processes that can take years. These revenue schedules should 
preclude the introduction of debt into the capital stack, as lumpy revenues 
can make loan payments challenging from one month to the next, raising 
the risk of default, which could doom the company.

Despite the challenges, venture debt issuance to life sciences companies 
has grown significantly in the past decade, notching a growth of 2.3x by 
count and topping out at $3.9 billion in loans during 2020. Although some 
lenders see life sciences as too risky, others see it as a gold mine for returns, 
an industry with unique features for collateralizing loans.
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Venture debt market in life sciences 
 
In 2020, $7.8 billion in loans made it to VC-backed healthcare companies, 
setting a record by $2.2 billion. Similar to tech, healthcare reckoned with 
adversity caused by the COVID-19 pandemic; some companies used debt 
as stop-gap financing to weather the tumult, while companies in strong 
standing used the market to raise additional funds as insurance against 
the uncertainty. 

Unlike other industries, healthcare is omnipresent and necessary, regardless 
of the state of the economy—the pandemic has shined an even brighter 
light on this. But 2020 was a banner year for VC and healthcare, featuring 
increased interest levels for the latter—specifically, biotech and vaccine 
development. Overall venture activity in healthcare reached a record $48.2 
billion in 2020, though that figure has already been surpassed through the 
first three quarters of 2021. Our past research indicates that the venture 
debt market largely follows trends in the broader VC industry, so it is not 
surprising that the last few years of venture lending to healthcare and life 
sciences companies are the highest years on record in terms of both loan 
count and loan value.

Life sciences companies borrowed $4.5 billion in venture debt in 2020, the 
fourth consecutive year that venture loans to the industry have increased 
in amount. Though this adds up to roughly 13.5% of the total venture 
debt issued during the year, it was funded through more than 17.5% of the 
completed loans. At first glance, this proportion of deal count to deal value 
seems low, but similar to the equity market, a large portion of venture debt 
is driven by relatively few loans. In 2020, $12.4 billion (42.5%) of the total US 
venture debt market value was loaned through just 10 (0.3%) financings.
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As a subindustry within the 
broader healthcare sector, 
life sciences is delineated by 
combining healthcare devices 
& supplies and biotech & 
pharma industry groups.
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The life sciences venture debt market has grown rapidly. By loan count, the 
market has nearly doubled since 2012. By loan value, the market has grown 
nearly 10x during that time, with the pandemic-driven borrowing taking 
2020’s loan value to $4.5 billion. Though the market data is similar to tech’s, 
life sciences is the engine behind much of the venture debt market; it 
introduces a different set of risks for lenders and borrowing companies, as 
well as a different set of methods to secure loans.

An increasing number of lenders are operating in the life sciences 
market. Examples include several of the large business development 
companies (BDCs) and smaller fund lenders, which are providing new 
borrowing opportunities for VC-backed companies. This shift, along with 
the continued growth of the broader venture market, portends a further 
boost to venture lending. Though interest rates are likely to increase from 
the basement rates that have marked the past decade, the use cases of 
borrowing and the return profile of venture lending will likely prove to be 
insulators against low to moderate rate increases. 

Risks of lending to life sciences companies

Risk is both a driving and limiting factor of venture lending. The risk of 
startups failing is an opportunity embraced by venture lenders as they 
finance companies that most banks and other financial lenders shy away 
from. These lenders are more adept at navigating higher-risk opportunities, 
but revenues, intellectual property, or other securities still need to be in 
place for venture lenders to balance the risk with profit. 

In tech, some recurring revenue models have brought about revenue 
generation that can be modeled to predict debt paydowns. The strong 
relationship between the lender and the existing venture firms is also 
necessary for completing tech loans and paring down the risk inherent in 
lending to startups that generally have little to no financial history.

The first of these risk factors, revenues, is something that many life sciences 
companies lack, even far into their lifetimes. Biotechs, especially, have long-
term development cycles but short-term financing needs. These development 
cycles can push revenues far down the line as product sales likely cannot 
begin to generate significant revenue until multiple rounds of clinical trials 
have been completed and the FDA, or other regulating body, has given 
approval. In fact, many companies show no revenues until well after an IPO. 
Though when revenues are ultimately generated, they can be enormous.

From a lender standpoint, this is a huge risk to take. Many products from 
life sciences companies must go through rounds of clinical trials and 
receive FDA approval to begin generating revenues while at the same 
time servicing interest payments. It is also estimated that more than 90% 
of drugs and therapies fail to make it through clinical trials, ending any 
opportunity for a huge portion of companies to generate product revenues. 
If a company is unable to make interest payments from product revenues, it 
shifts the onus onto other areas of income. 
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Life sciences companies can return massive profits, should their product 
pass through the approval process and target a large market. Generally, 
however, massive potential profits do not impact lender decisions simply 
because of the company’s increased ability to pay off the loan, as by the 
time the product is approved, the loan will have largely been paid off or 
heavily paid down. 

Tech’s ability to drive increased venture lending has been aided by its ability 
to alleviate the pressures from short financial histories by emphasizing 
the relationship between existing VC investors and the venture lender. 
As in life sciences, many VC-backed companies in tech look to borrow 
before significant revenues can be generated. Even if a company has 
some traction, the growth of many tech company revenues is hardly linear, 
causing monthly debt repayment to be a challenge. Though more lenders 
have been joining the market, that figure is still relatively low compared 
with the growth in debt demand. In many instances, a trusting relationship 
is then needed to complete a deal, with the existing VC investors standing 
firmly behind the borrowing company with assurances that they will 
do all they can to prevent default. To clarify, this may not be an explicit 
agreement to cover losses a lender may see from a loan, but it should be 
noted that leaving a lender to soak up all the losses on default can hurt a 
VC firm’s other portfolio companies that are looking to borrow from that 
lender in the future. 

Pressure outlets for risk in life sciences

The risk to lenders in the life sciences market has several outlets not 
enjoyed by tech companies. These outlets are also created by the very 
factor that increases the risk—low revenues.

Quick IPO

Zero to low revenues generated by life sciences companies and the length 
of time needed to capture product revenues create a unique financing 
schedule for these companies. VCs active in the market know this, and 
many are long-term investors, but the costs associated with creating a fully 
approved product are too high for these firms to fully finance throughout 
the duration. Because of this, life sciences companies go public at a much 
earlier juncture in their timeline than their tech counterparts. In 2021, the 
median and average time from first VC investment to IPO for life sciences 
companies is 4.2 and 5.6 years, respectively, lower than the corresponding 
figures for tech companies, 7.5 and 7.4 years.
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For most life sciences companies, an IPO is a full-fledged financing event, 
rather than an exit for its investors. Though VCs may choose to sell shares 
post IPO, the event is needed to raise further capital for the company’s 
ongoing clinical trials. However, this capital can also be used to pay 
down or restructure current loans or credit facilities already taken out by 
the company. 

Debt payments with IPO funds are not unique to life sciences companies. 
Many publicly listed companies use generated funds to pay down debt or 
refinance current loans. But the speed with which these funds are unlocked 
by life sciences companies lowers the overall risk of the venture debt. 
Many venture loans are termed at three to five years. With the assumption 
that these loans are generally not taken out at the onset of the company’s 
founding, the time to go public allows the repayment of the loan before full 
term is reached, so long as the company continues to progress.

Clinical trial data

Relying on potential IPOs is hazardous for any company. Again, many life 
sciences companies, especially biotechs and pharmaceutical developers, 
must go through long development cycles, pass through clinical trials, 
and reach certain milestones before they will be accepted by public 
market investors. 

At the same time, little to no company financial history poses a problem for 
traditional due diligence processes conducted by lenders to offset the risk 
of failure. Life sciences companies do have ample options to show lenders 
the viability of the company or product—namely, the amount of clinical trial 
data that these companies will have at the time they are looking to borrow. 
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Moving through clinical trials provides a strong view of the efficacy, or 
potential efficacy, of therapy pipelines and devices. Clinical trials also 
largely correspond with financial raises by the companies. Moving onto the 
next phase requires additional capital, which will be eagerly provided by 
VCs if the product shows potential. 

The use—and necessity, for many lenders—of clinical data skews venture 
debt for life sciences companies toward the later stages of VC. Through Q3 
2021, 47.5% of all venture loans had gone to companies currently financed 
as late-stage companies (Series C+). Over the past decade, that percentage 
has averaged 49.1%. For tech, the proportion of venture debt rounds going 
to late-stage companies has hovered around a low 30% over the past few 
years, with a decade average of only 36%.

Being able to see clinical trial data has a huge impact on lenders’ ability to 
derisk their investment. Barring poor usage of funds, continued success 
through phase trials nearly ensures continued payment on the debt.
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Intellectual property 

Securing loans in case of default is an essential component of limiting the 
downside risk to lending into the venture market. Intellectual property (IP) 
completely derisking a loan is difficult to model out, as IP that is promising 
could end up being worthless. If the IP is simply an idea, it carries little to 
no intrinsic value. Tech companies often compete with companies nearly 
identical to themselves—consider Lyft and Uber. While both are now worth 
billions, each company’s initial offering was very similar: hailing a rideshare 
through their app. Their direct competition also kept prices low for 
consumers and profits tough to reach for both companies.

Life sciences companies can have competitors, but the use of patents 
provides first movers with an advantage for creating and developing their 
product without generic competitors initially coming after market share. For 
example, a large pharmaceutical cannot use the same chemistry sequence 
to create a competing therapy, which gives life sciences companies a first-
mover advantage over competing products. 

Patents can have lifespans of 20 years, and at least 17 years from issuance, 
giving the holder a monopoly over the covered product or molecule for the 
duration. After that, other companies can develop competing products. 
From a biotech and pharmaceutical standpoint, this could mean the 
introduction of generic drugs with lower costs, which could be a drag on 
revenues and profits. 

Venture loans generally come as senior secured notes, putting the lender 
first in line to receive any benefits or payouts in case of bankruptcy or other 
company failures. Life sciences IP can be a valuable asset, especially if a 
significant length of time is left on the patent—they can be traded on the 
secondary market. In the case of venture lenders, these institutions would 
likely only come into ownership if a company they backed went bankrupt or 
defaulted on restrictions placed around the loan. Holding patents is not the 
ideal path for lenders, but securing loans through using patents reduces 
risk even further if the borrowing company is unable to go public or raise 
further VC.

PitchBook Analyst Note: Venture Debt in Life Sciences 8



Moving forward

The growing market of venture debt has met nearly every corner of the VC 
market, and it is likely to continue growing. As of Q3 2021, the number of 
companies that received their first venture investment this year is well on 
pace to surpass the previous yearly record. More companies in the lifecycle 
equate to a rising number of opportunities to lend, whether the borrowing 
companies are in tech, life sciences, or another sector within the market.

Life sciences has also seen a massive push from investors over the past 
few years. COVID-19 has had numerous market impacts, such as increasing 
investment into healthcare—and more specifically, life sciences. Venture 
debt has found a place within life sciences despite the heavy headwinds that 
revenue models predict. 

The current IPO market has been favorable for companies from all industries. 
For some sectors, now is the best time they have seen and possibly will 
see for a while. What we have observed from life sciences companies in 
the past, though, is that the IPO window is generally always open, and 
public investors have been willing to accept these unprofitable no-revenue 
companies despite the economy, as the potential windfalls of investing into 
the next healthcare giant are too great. 

Other than IPOs, the other risk outlets provided by life sciences are also 
likely to continue being available for lenders in the future. Patents and other 
copyrights are heavily protected, and the clinical trial and research data 
can provide better due diligence than some financial metrics, especially the 
financial histories available from young companies.

2021 has been a monumental year for equity investments in VC. Through Q3, 
more than $237 billion had been invested in the US alone, with other regions 
also setting records for capital investment. Venture debt has had a slower 
year, through we attribute this more to a dearth of the extra-large debt 
financings compared with the past couple of years, linked with the ease at 
which many companies are able to raise large equity rounds—nearly 600 VC 
deals of $100 million and over were completed through September.

Still, venture debt has followed trends of the broader VC market in the past. 
As life sciences sees continued growth in equity investments, venture loans 
into the space will surely follow. The risk outlets provided by the market are 
too great to pass up for lenders searching for strong returns.
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