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As COVID Turns Endemic,
Investors Remain Bullish on

Urgent Care Growth

Urgent message: De novo growth of urgent care continued through the pandemic. As COVID
turns endemic, investors remain bullish on urgent care growth.

ALAN A. AYERS, MBA, MAcc

long-term sustainability, uncertainty and urgent care

have always gone hand in hand. Case in point:
Largely driven by flu, the urgent care industry has first-
hand insight into years of flu research, seasonal trends,
and vaccine efficacy. Yet amid everything we already
know about the flu, each flu season arrives under a cloak
of uncertainty.

Financial statements provide evidence of this unpre-
dictability. If you look at historical financial statements
for any urgent care over a stable multiyear period before
the pandemic, you'll find both strong and weak years,
revenue-wise. While the statements themselves offer lit-
tle insight into revenue swings between one year and
the next, established owners will tell you why: “It’s
impossible to predict the severity of the flu.”

The same principles of uncertainty hold true for
COVID. While we know COVID is here to stay, we can’t
predict every new variant, its scope of severity, or when
it will spread. As ongoing waves of panic and restrictions
subside for good, urgent care is well-positioned as the
leading healthcare setting for all upper respiratory symp-
toms, including flu and COVID.

I]espite concerns about fluctuating visit volumes and

Post-COVID drop-offs in demand, coupled with wage
inflation and fixed payer contracts, have become com-
mon concerns for urgent care providers in the COVID
era. So...should we expect volume levels to plummet
when the world shifts back to normalcy? The short
answer is, No.

Industry Growth Opportunities of Today Will Remain
Tomorrow

As of the writing of this article, urgent care is at 2019
levels, and the summer months are typically off season.
So while we're seeing a dramatic fall-off from the Omi-
cron spikes earlier this year, metrics indicate an overall
return to “normalcy.”

Even before the pandemic, roughly 80%-85% of
urgent care visits were, and continue to be, upper respi-
ratory in nature. While a lot of reported urgent care vis-
its throughout the pandemic involved COVID tests for
respiratory concerns, the visit itself wasn’t necessarily
COVID-related. Some estimates even suggest that only
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Figure 1. Total De Novo Clinics per Month
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Figure 2. Breakdown of de Novos by Health System Affiliation
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Scaling Within and Outside Your Market

Why Opening in a Secondary Market or Scaling Within Your Own Can Unlock Greater Revenue Opportunities

Three advantages to scaling within your existing market

Thinking outside of the box (and your market!)

Expanding coverage in an existing area is an efficient way to build economies
of scale, especially if market research points to an optimal location nearby.
Doing so cuts down on costs while helping you spend money more efficiently
long term.

If you're considering scaling operations closer to home, factor these three
advantages into your growth planning:

« Flexible, rotating staffing. With nearby locations, you can rotate providers
and staff between different centers to better meet fluctuating patient needs
and/or volume. It’s easier to manage and keeps the patient experience con-
sistent across your different locations.

« Reduced management fees. Likewise, you can use the same management
team rather than hiring a separate team to manage a new area. In addition
to the cost savings, it also keeps your brand and internal culture closely
aligned.

« Bigger marketing ROI. Marketing opportunities get much bigger when you
pool budgets to advertise across more premium channels like television and
radio. These highly trafficked channels can help you boost brand recognition
quickly across the community.

Many secondary and tertiary markets, such as those in rural areas, struggle
with inadequate healthcare access, such as primary care shortages, hospital
closures, and, in a lot of cases, reasonable insurance coverage.

Yet these areas have enough density to support urgent care. As a rule of thumb,
if a city or county is large enough to support a Walmart Supercenter, it’s likely
big enough for urgent care.

With this in mind, we estimate there’s enough runway to add 1,000 more rural
and tertiary urgent care centers in the United States.

Centers in rural areas come with plenty of advantages, such as cheaper rent,
less expensive labor, and word-of-mouth marketing. Because you're adding a
service that didn’t exist before, ramp-up times to break even are much faster,
as well—near-immediate in many cases.

But these rural opportunities come with a caveat: These are “one-center towns,”
so once someone plants the flag in that location, the opportunity is gone.
Reimbursement opportunities for rural healthcare providers

It's important to note that federal subsidies, designed to offset foot traffic con-

cerns in less-populated areas, are available for centers serving vulnerable,
underserved, and rural communities.

Investigating ways to expand healthcare coverage to underserved communities,
the American Hospital Association (AHA) has proposed several federally backed
payment models for rural centers.

With growing, widespread gaps in healthcare access exposed by the pandemic,
we expect these types of subsidies to become promising avenues for rural
expansions.

a third of urgent care visits in 2021 were driven solely
by COVID.

Up to 80% of patients who were classified as “COVID”
most likely would have been seen anyway in past years
for flu, strep, RSV and other concerns.

Indeed, the impact of COVID is overstated in some
capacities, as are the concerns about post-COVID vol-
ume declines. We also expect the “floor” of visits to rise
as there’s now a “second flu” circulating. With COVID
antiviral medications like Paxlovid (nirmatrelvir tablets;
ritonavir tablets, Pfizer) and monoclonal antibody treat-
ments now readily available, urgent care providers can
both test and treat patients who experience COVID
symptoms. As vaccine efficacy and herd immunity
wanes, COVID will continue and the “ideal” urgent care
visit might entail a 3-in-1 test for influenza, RSV, and
COVID for every patient with viral respiratory concerns.

Another consideration pointing to sustained patient
volumes is the impact of widespread hygiene practices
adopted during the pandemic, which reduced herd
immunity for common viruses like the flu. This indi-
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cates that the flu will become more virulent in the com-
ing years. So, whether it’s the flu, COVID, strep throat,
or similar symptoms, communities will continue to rely
on urgent care services for trusted, accessible upper res-
piratory care. Revenue-wise, we expect these sustained
traffic levels will be akin to year-round flu seasons over
the coming years.

On average, urgent care centers saw a 25% increase
in usership through the duration of the pandemic.
Retention of first-time pandemic users at 66% is sim-
ilar to pre-pandemic first-time users at 75%. Effective
re-marketing is required to retain patients introduced
to UC during the pandemic.

Bullish Investments Point to Sustained Profitability
and Growth

If institutional and private investors learned anything
during the pandemic, it’s that “discretionary” consumer
businesses such as casinos, dining, and entertainment
are vulnerable not just to changing economic winds—
factors like inflation, fuel prices, unemployment—but
can be completely shut down in a crisis. As a result,

JUCM The Journal of Urgent Care Medicine | July-August 2022 37



AS COVID TURNS ENDEMIC, INVESTORS REMAIN BULLISH ON URGENT CARE GROWTH

Who's Now Driving Urgent Care Growth?

Historically, urgent care growth has been driven by the entrepreneurial efforts of founder-run businesses. However, pure “start-ups”
or new, single-site operators, decreased from 20% of de novos in 2019-2020 to approximately 14% of de novos over the past 18
months. Despite this decrease, the industry is still adding 50 entrepreneurial start-ups per quarter.

Although many of these single-location operators are content to remain as “onesies,” others aspire to grow to “twosies” and beyond.
Thus, the greatest growth of urgent care locations has been driven by expanding 2-4 center “chains.” But, today, these are the same
operators who are squeezed by wage inflation and staffing difficulties, provider and staff burnout, owners who are being called by
acquisition scouts, and who vacillate between growing and selling their business. The problem with selling, however, goes to difficulty
in valuing urgent care business on pandemic volumes and earnings. These tightly controlled businesses tend to be more risk-averse
with their hard-earned “COVID profits” than larger, corporate entities and, lacking a crystal ball, are more likely to sit on the fence.

Quarterly de Novo Locations Added by Operator Size
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With 2-4-unit operators sitting on the fence, the biggest “growth engine” for urgent care is now 10+ unit operators reflecting increased
investment in “scaling platforms,” private equity reinvestment of COVID profits vs taking taxable distributions, and new sources of
equity coming into the urgent care space. These scaled platforms see ample opportunity for revenue and profitability growth through
new geographies, patient populations, payers, and services.

Percent of De Novo Urgent Cares by Operator Size
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Source: National Urgent Care RealtySo, while the base of pure “start-ups” will continue, the coming years will see more units controlled by the largest urgent care entities.

So, while the base of pure “start-ups” will continue, the coming years will see more units controlled by the largest urgent care entities.
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those types of investments have fallen out of favor with
investors, replaced by those offering steady cash flows
and proven resilience.

Thus, we continue to see “smart money” injected into
urgent care by private equity firms, family offices, and
institutions seeking high-quality platforms through de
novos and fill-in acquisitions. Healthcare systems are also
building out urgent care on local levels—either on their
own or in joint ventures with private equity partners—
which further indicates a sustained recognized value of
urgent care across the broader healthcare ecosystem.

Indeed, urgent care has grown at a steady pace,
adding approximately 350 centers per quarter, 42% of
which are health system-affiliated (see Figure 1 and Fig-
ure 2), according to National Urgent Care Realty. We
only saw declines in opening during the busiest months
of the Alpha, Delta, and Omicron waves, in which cen-
ters struggled with hiring and staffing. Given the great-
est expense of a new center is working capital to fund
operating losses until break-even volumes are attained,
opening to the high demand of COVID enabled centers
to break even almost immediately.

More than steady cash flow and economic resilience,
urgent care remains a beacon of opportunity and growth.
Reaching new populations through geographical expan-
sions and new audiences represents a critical growth
driver for urgent care. Growing at a rate of approximately
7% between 2013 and 2020, we expect future growth to
continue at historic levels for the foreseeable future.

While some of the more suburban markets may appear
oversaturated with competition, the urgent care industry
hasn’t yet reached a point of national maturity. On the
contrary, it remains early in its consumer adoption curve.
It’s estimated that a third of the U.S. population—100
million people—have yet to even visit an urgent care loca-
tion. In many cases, this is because they simply haven't
experienced an urgent medical issue. In others, it comes
down to accessibility, insurance coverage, or both.

Inadequate healthcare access is a well-known struggle
for rural populations—exposed cracks that have deepened
and widened throughout the course of the pandemic.
These secondary and tertiary markets are naturally prone
to more primary care, hospital, and healthcare shortages
and coverage despite carrying enough population density
to warrant healthcare access and services.

Casting the net even wider, adding new payers is
another opportunity to promote, elevate, and grow
industry awareness among populations such as Medi-
caid and Medicare patients. Medicaid patients often
drive much of the nonemergent use of ERs, which
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means that urgent care can offer tangible cost savings
to Medicaid programs.

While it’s true that lots of folks will continue to favor
their primary care providers, today’s reality is that it’s
unusual to secure appointments with the same provider
on a timely or regular basis. As Baby Boomers are aging
into Medicare, we’ve seen many states expand and pri-
vatize Medicaid, which translates to millions more
newly insured patients. Medicaid and Medicare patients,
who tend to be far less exposed to urgent care than those
in more commercial populations, stand to benefit
greatly from the convenience, affordability, and easy
healthcare access that urgent care provides.

Conclusion

Urgent care providers have even more opportunities
post-COVID, both testing and treating patients experi-
encing symptoms. Investors remain attracted to urgent
care’s steady cash flows and proven resilience, continu-
ing to invest significantly in high-quality platforms.
Expanding geographically and reaching new popula-
tions are additional growth drivers for the industry. B

Take-Home Points

« There are numerous advantages to scaling within your existing market,
including flexible, rotating staffing; reduced management fees; and bigger
marketing return-on-investment.

The post-pandemic healthcare marketplace will likely favor urgent care for
multiple reasons, such as:

- As vaccine efficacy and herd immunity wane, you can expect COVID to
continue and that the “ideal” urgent care visit might entail a 3-in-1 test
for influenza, RSV, and COVID for every patient with viral respiratory
concerns.

- Reduced herd immunity, a result of more intensive hygiene practices
during the height of the pandemic, suggests that influenza will become
more virulent in years to come. As such, communities are expected to
rely heavily on urgent care, with sustained traffic levels driving revenue
akin to a 12-month flu season.

A dearth of existing healthcare options makes secondary and tertiary
markets (eg, rural areas) fertile ground for urgent care. Don’t assume that
lower population levels can’t support the arrival of an urgent care center.
Infact, it's estimated that there’s enough “runway” to accommodate 1,000
more rural and tertiary market urgent care centers in the U.S.

- Advantages of opening in secondary and tertiary markets include lower
rent, less expensive labor, and word-of-mouth marketing.

- A disadvantage is that many rural communities are “one-center towns.”
In other words, if you're not the first to open your doors, it may not be
worth your while.

Conversely, on the surface it may appear that suburban markets are over-
saturated. However, the reality is that on a national level urgent care has
not reached its maturity. It's estimated that 100 million Americans have
yet to visit an urgent care center.
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