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Abstract .After the Covid-19 pandemic, the need for hospital infrastructure has 

become important. The government encourages the improvement of health facil-

ities by opening foreign and local financing opportunities and opening National 

Health Insurance (JKN) to meet the basic needs of decent public health. The 

source of funds to expand can use debt and equity, but the decision to use this 

source of funds will affect the cost of capital that will be borne by the company. 

The composition of debt and capital needs to be considered to increase the value 

of shareholders' value. The objective of this research is to determine the optimal 

capital structure of companies in the hospital industry in Indonesia, seen from the 

company's expansion pattern whether it is aggressive or moderate. The data anal-

ysis method used in this study is the deductive method and quantitative analysis 

determines the optimal capital structure of hospital companies that have been 

listed on IDX. The variables used are, Cost of Equity, Cost of Debt, WACC, 

DCF, and Cost of Financial Distress. This research calculates the optimal capital 

structure in the hospital industry through the highest corporate value approach by 

considering the lowest cost of capital and the risk of bankruptcy. From the calcu-

lation, HEAL's optimal capital structure value is 70% debt and 30% equity, 

MIKA is 35% debt and 65% equity, and PRIM is 2% debt and 98% equity. It can 

be concluded that companies that expand aggressively have a higher proportion 

of debt value than companies that expand moderately. 

Keywords: Free Cash Flow to Firm, Optimal Capital Structure, Valuation, 

WACC.  

1 INTRODUCTION 

The health industry is an industry that will continue to grow, this is because the health 

industry has become an important need needed by society which means that the demand 

for health products or services will always exist. In addition, the health industry is in-

cluded in the non-cyclical industry, which is an industry that develops well in the event 

of an economic crisis.  
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Fig. 1. The Number of Hospital in Indonesia  

Source: Indonesia Health Profile 2021 (data processed) 

  

The addition of this hospital is also driven by a government program in the form of 

Universal Healthcare Coverage (UHC) health insurance, also known as National Health 

Insurance (JKN). At the end of 2021, there are already more than 235.719 million 

participants in the JKN system in Indonesia, or 86.7%  of the Indonesian population 

with a government target of  98% of the population.  

 

Fig. 2. History of Health Expenditure and its Growth in Indonesia in 2010-219  

Source: World Bank Data (data processed) 
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2015 2016 2017 2018 2019 2020 2021

Jml RS di Indonesia 2,488 2,601 2,776 2,813 2,877 2,959 3,112

Jml RS kerjasama dengan BPJS 1,847 2,068 2,292 2,455 2,459 2,507 2,809

% RS Kerjasama dgn BPJS 74% 80% 83% 87% 85% 85% 90%
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The CAGR growth of healthcare expenditures in Indonesia is 11%, and the high 

potential growth in health expenditure in Indonesia attracts the attention of health 

service providers, especially hospital-based ones. If you look at the composition of the 

value of health expenditures, there has been a change in financing patterns that were 

formerly dominated by health expenditures financed by personal and private insurance, 

to financing originating from the government. This change is certainly caused by the 

establishment of the National Health Insurance (JKN) policy implemented in Indonesia. 

Reflecting on the COVID-19 pandemic that lasted almost two years, it provides 

lessons that the development of health infrastructure is important. In addition, the 

growth of the middle class is anticipated to raise demand for excellent and affordable 

healthcare. The government encourages the improvement of health facilities by opening 

foreign and local financing opportunities. This is supported by a change in the focus of 

bank financing on hospital infrastructure. So this makes it easier for hospital business 

actors to obtain additional capital in the form of debt and capital from investors.  

 

Fig. 3. IDX Heathcare Growth in 2021-2022  

Source: Investing.com (data processed) 

 

Figure 3 shows that during the past two years, the health sector’s stock price 

movement has increasied by 24%. The growth of IDX healthcare can show that 

industrially, hospitals are a profitable business sector. The decision to grow must 

frequently be made by management in an effort to boost financial performance. If you 

look at the expansion pattern carried out by hospitals that have IPOs, there are two 

categories of expansion: hospital that expand aggressively and hospitals that expand 

moderately. To expand, capital is needed in an effort to realize the company's goals. 

Each source of funds has different risks and returns; therefore, it is important for 

management to decide the source of funds used in order to provide optimal profits for 

the company and shareholders. 

With the opportunity to improve health facilities in Indonesia and the ease of access 

to funding for both third parties and investors, determining the source of funds is 

important. In hospital companies that engage in aggressive expansion (HEAL, MIKA) 
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and moderate expansion (PRIM), this is done to determine the ideal capital structure 

value as a guide when deciding how to employ finance sources for the business. The 

composition of debt and capital is also known as capital structure. The company's 

capital structure will greatly affect the cost of capital (WACC) that must be borne by 

the company. To determine the optimal cost of capital composition, the value of the 

company is commonly used as a parameter in calculating the optimal capital structure 

value.  

The cost of paying interest will rise if a business keeps taking on more debt since 

interest payments are linked to the risk of bankruptcy, which reduces the value of the 

company. The costs of bankruptcy risk are divided into two parts: the cost of bankruptcy 

itself and the chance of bankruptcy. The value of the cost of capital in particular capital 

structure compositions, serves as the basis for the calculation in this study, which then 

shows the potential costs related to bankruptcy (cost of financial distress). The best 

capital structure for the firm will be determined by these two factors, which will result 

in the maximum company value. 

2 LITERATURE REWIEW  

2.1 Capital Structure  

Capital structure is a method for companies to create the right side of its balance sheet 

consisting of capital and debt (Zani et al., 2013). "A company's capital structure is the 

mix of debt and equity the company uses to finance its business. The goal of a 

company's capital structure decision is to determine the financial leverage or capital 

structure that maximizes the value of the company by minimizing the weighted average 

cost of capital." (CFA Institute Lv III Volume 3 Corporate Finance:  2020: 296). The 

composition of debt and capital in the capital structure can be measured based on two 

ratios: total debt ratio and debt to equity ratio (Ross et al., 2010: 51). 

 Debt to Total Asset = Total Hutang / Total Asset (1) 

 Debt to Equity Ratio = Total Hutang / Modal Mandiri (2) 

2.2 Company Value 

(Modigliani-Miller, 1963) stated that company value is influenced by the expected 

return after-tax, tax rate, and leverage. This theory stated that interest costs are useful 

as a tax deduction. Companies that increase the amount of debt in the capital structure 

will increase company value. Companies can maximize the increase of their value by 

using funding through debt. However, at a certain point, the value of the debt can no 

longer be used as leverage to increase company value. For this reason, it is necessary 

to determine the optimal capital structure to calculate the highest company value. The 

FCFF valuation approach estimates a company's value as the present value of the future 

FCFF discounted at a weighted average cost of capital: 
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        (3) 

 

2.3 Optimal Capital Structure 

Brigham and Houston explained that optimal capital structure is a structure that 

maximizes company value. Furthermore, (Brigham and Houston, 2011: 172) explained 

that a capital structure that maximizes company value is a structure that can minimize 

the weighted average cost of capital (WACC). 

 

 

Fig. 4. Optimal Capital Structure  

Source: CFA Institute Lv III Volume 3 Corporate Finance  

 

A company's management employs these techniques to determine the proper level 

of debt for the business. The tax benefit from the loan's interest expenditure deduction 

must be weighed against the risk involved in using debt. Thus, the amount of financial 

leverage employed should be determined by the owners and management's tolerance 

for risk as well as the stability of the business environment. 

2.4 Cost Of Capital (WACC) 

According to (Sudana, 2013), the cost of capital is the minimum level of income 

required by the capital owner. Companies can maximize the increase of their value by 

using funding through debt. However, at a certain point, the value of the debt can no 

longer be used as leverage to increase company value. For this reason, it is necessary 

to determine the optimal capital structure to calculate the highest company value. The 
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weighted average cost of capital can be written in the following equation (Pratt, 2002: 

46): 

 

 𝑊𝐴𝐶𝐶=𝐸𝑤𝐾𝑒+𝑊𝑝𝐾𝑝+𝑊𝑑𝐾𝑑(1−𝑡)             (4) 

Where: 

WACC = Weighted Average Cost of Capital   

We  = Proportion of common equity  

Ke = Cost of common equity  

Wp = Proportion of preferred  equity 

Kp = Cost of preferred equity  

Wd  = Proportion of debt 

Kd = Cost of Debt  

T = Tax 

2.5 Cost of Financial Distress 

Companies that use a large amount of debt have the potential for financial distress. 

Financial distress occurs when the company is unable to pay the debt and debt costs. 

This risk will trigger creditors to ask for a higher rate of return from the company. 

Financial distress and agency costs can reduce the value of a leveraged company.  The 

more debt there is, the higher the probability of bankruptcy. In other words, the 

probability of bankruptcy depends partly on a firm's business risk. Other factors that 

influence the probability of bankruptcy are the firm's corporate governance structure 

and management.  

2.6 Previous Research  

(Virda Dimas Ekaputra, 2021) conducted research on Optimizing Company Value with 

an Optimal Capital Structure Approach, a study at PT Bandarudara Internasional Jawa 

Barat, which aims to determine the capital structure and cost of capital that produces 

the highest company value using the DCF and FCFF methods. The results obtained that 

the optimal capital structure value intended in the highest company value is in the 

composition of debt of 60% and equity of 40% for PT Bandarudara Internasional West 

Java. The equation with this research is the same method of calculating valuation and 

financial distress. The industry of study is what makes the difference. 

(Norita and Yidi Wjayanto, 2015) examined the optimum capital structure in  IT 

company PT XYZ using the calculation of company value and capital cost by 

considering financial distress and agency cost. From the results of the study, the value 

of the company's capital structure is at  30% debt and  70% equity for the approach to 

the highest company value and the composition of 45% debt and  65% equity for the 

approach with the lowest cost of capital. Using the same FCFF method and approach. 

The industry of study is what makes the difference. 
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(Dessy  Elvina, 2021) conducted research to obtain an optimal capital structure to 

increase the corporate value of  PT Bukit Asam Tbk. Where in this study it was found 

that the optimal capital structure occurred in  2018 with a  WACC  value of 6.43%. 

Similarities in capital structure as a research variable, variations in both the areas 

analyzed and the methodologies employed. 

(Yuliana Uzliawati, 2018) conducted a study aimed at examining the effect of capital 

structure on company value using linear regression analysis. The results of this study 

show that a higher capital structure with a long-term Debt to Equity Ratio (DER) and 

Debt to Asset Ratio (LDAR) is an indicator of higher company value. Capital structure 

is being used as a research variable in this study. The distinction is in the approach 

taken and the area of study. 

(Wiagustini et al., 2017) conducted a study aimed at determining the optimal 

composition of capital structure that can increase company value with capital structure 

analysis methods and company value with Tobin's Q ratio. Similarities in capital 

structure as a research variable, variations in both the areas analyzed and the 

methodologies employed. 

3 RESEARCH METHODOLOGY 

The method of data analysis used in this study is the deductive method, which uses 

generally available data to then make a specific conclusion, and quantitative analysis 

determines the optimal capital structure of hospital companies that have been listed on 

the Indonesia Stock Exchange. The variables used in this study are the cost of Equity, 

Cost of Debt, WACC, DCF, and Cost of Financial Distress on a ratio scale. The object 

of research to be analysed in this study is the optimal capital structure of companies in 

the hospital industry in Indonesia. 

The sample of this study was taken by purposive sampling, where the sample was 

used if it met the following criteria:  

1. Hospitals that have IPO and listed on the IDX during the research period 

(2017-2021).  

2. Financial statements are available and published for the last 5 years (2017-

2021).  

3. Recorded net profit value in 5 consecutive years (2017-2021). 

Then the division of investment strategy categories was carried out, namely 

aggressive and moderate. Where companies that carry out aggressive investment 

strategies have the following criteria:  

1. The growth of the company is carried out inorganically through mergers and 

acquisitions. 

2. The growth in the number of hospitals is higher than the average growth of 

hospitals in the Health Industry.  

If the company meets both investment criteria, it is categorized as a company that 

invests aggressively, if it only meets one of the criteria, the company is categorized as 

moderate. From here obtained samples as follows:  
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Table 1. List of Research Samples 

No Name of Issuer Expansion Category 

1 PT Medikaloka Hermina Tbk Aggressive 

2 PT Mitra Keluarga Kaya Sehat Tbk Aggressive 

3 PT Royal Prima Tbk Moderate 
    

This study makes use of secondary data, specifically the company's most recent five 

years' worth of financial statements from 2017 to 2021. This information will become 

historic data, which will be processed and used to provide projections of future cash 

flows as a foundation for estimating the worth of the company. In order to calculate the 

WACC value, multiple capital structure scenarios are also used, as are simulations of 

the cost of financial distress under various debt situations. These calculations will then 

be merged to determine the company's maximum possible value. 

  

4 RESULT/FINDING 

 
4.1 Aggressive Expansion 

In expanding aggressively, companies tend to require a greater capital value compared 

to other companies. According to Kelly and Louise (2004), aggressive expansion means 

that the company allocates all its large resources to carry out market penetration 

strategies with the aim of increasing company profits. In this study, aggressive 

expansion is defined as having a growth in the number of hospitals equal to or greater 

than the industry average and expanding by acquiring hospitals. 

4.2 PT Medikaloka Hermina Tbk (HEAL) 

A company's projected future cash flow must be calculated in order to determine the 

worth of the company. For the purpose of estimating company performance projections, 

historical data analysis is the foundation. HEAL recorded an increase in historical 

performance for five consecutive years; this was also driven by an increase in the 

number of hospitals. In 2021, HEAL had 43 hospitals, with a target of adding up to 60 

hospitals. From 2015 to 2021, hospital CAGR growth HEAL reached 35%, with an 

average growth in the number of industrial hospitals worth 35%. 

Table 2. HEAL  Financial Projections 

 
Source: processed data 
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Table 2 will be the basis for calculating cash flows in the future, by simulating the 

value of capital structure to obtain the cost of capital (WACC). The cost of capital 

decreases if a company's debt increases at some given point. A company that continues 

to increase its debt will lead to an increase in the cost of financial disress. 

Table 3.   HEAL - WACC Simulation on Specific Capital Structures  

 
Source: processed data 

 

An analysis of company value can be used to assess management's success in 

maximizing future profit. When bankruptcy risk is taken into consideration, the ratio of 

debt to equity will be at its highest point. Bankruptcy risk is calculated using the Debt 

Service Coverage Ratio (DSCR) approach, where the DSCR value required by banks 

is 1.25 of its EBITDA value. In HEAL, the cost of financial distress occurs when the 

debt value is more than 70%, with the highest company value being at a DER ratio of 

235%, or the equivalent of 70.15% debt and 29.85% equity. 

Table 4.   HEAL Company Value Calculation 

 
Source: processed data 

 

In Figure 5, you can see a graph of the value of HEAL companies with different 

capital structure values. The company's value rises as debt increases, however at the 

time where DER 235% indicates the maximum value, the company's leverage is no 

longer increased, so the value of the company gradually decreases as debt is added. 
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Fig. 5. Optimal Capital Structure HEAL 

Source: data processed 

 

4.3 PT Mitra Keluarga Kaya Sehat (MIKA) 

MIKA recorded revenue growth that continued to increase in line with the addition of 

its hospitals. In 2021, MIKA has 25 hospitals and plans to add up to 32 hospitals. From 

2015 to 2021, the hospital's CAGR growth reached 36%, with an average growth in the 

number of industrial hospitals of 35%. 

 

Table 5. Fig. 6. Table 5.   MIKA Financial Projections 

 
Source: processed data 

 

In the simulation of MIKA's capital structure, the value of the cost of capital 

(WACC) continues to decrease along with the increase in debt; This comes due to the 

fact that businesses who use bank loans to finance their operations gain tax benefits. 

Tax benefits are calculated by multiplying the value of the cost of debt by the proportion 

of debt, resulting in a smaller WACC value. 
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Table 6. MIKA - WACC Simulation on Specific Capital Structures  

 
Source: processed data 

Table 7 shows the probability of the cost of financial distress starts to increase when 

the debt value exceeds 50%. MIKA's highest company value is at a DER value ratio of  

55%, equivalent to debt at 35% and equity at 65%. 

Table 7.   MIKA Company Value Calculation 

Source: processed data 

In Figure 6, MIKA's company value reaches its highest level at a DER ratio of 55%, 

at which point increasing debt causes the value of the company to decrease. The 

probability of cost of financial distress increased because of changes in the increasing 

DER capital structure because the decrease was brought on by MIKA's high capital 

requirement. 
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Fig. 7. Optimal Capital Structure MIKA 

Source: data processed 

4.4 Moderate Expansion 

The study defines the category of moderate expansion as meeting either of these two 

criteria: growth in the number of hospitals equal to or greater than the industry average, 

or expansion through hospital acquisitions. 

PT Royal Prima Tbk 

. PT Royal Prima only has three hospitals until 2021. Where the CAGR growth of 

PRIM hospitals is 25%, with an average growth in the number of industrial hospitals as 

large as 35%. At the time of the IPO in 2018, PRIM planned to add four hospitals; this 

year, PRIM also made an acquisition of one hospital to increase its service capacity. 

Table 8.   PRIM Financial Projections 

 

Source: processed data 
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Table 9.  PRIM - WACC Simulation on Specific Capital Structures 

Source: processed data 

 

The capital worth of PRIM, a corporation with only three hospitals, is often lower 

than that of HEAL and MIKA, which both have dozens of hospitals. While the slight 

increase in debt will have a significant impact on the company's performance since the 

business scale is not yet enormous but already has interest expenses, which will reduce 

the company's profits. The company will not experience the results of leverage to its 

fullest potential. The maximum firm value for PRIM is at a DER ratio of 2% with a 

debt value of 2% and 98% equity, as illustrated in Table 10 and Figure 7. 

 

Table 10.   PRIM Company Value Calculation 

Source: processed data 
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Fig. 8. Optimal Capital Structure PRIM 

Source: processed data 

5 DISCUSSION 

The optimal capital structure is when the composition of the value of debt and own 

capital is at a certain level that can produce the highest company value. While the value 

of the company is calculated using the company's projected performance in the future 

and then doing a discount calculation to get the current value, To determine the value 

of the company, an analysis of the company's performance history is first carried out, 

and then projections of previous historical conditions are carried out. 

The optimal capital structure depends on several factors, including the business risks 

faced by the company, along with its tax condition, financial information management, 

and transparency. However, based on this theory, we can state that a company must 

take into consideration a number of factors, including its business risks and the possible 

cost of financial distress when deciding on its capital structure. According to the 

calculation's results, the value of WACC will rise in line with the level of debt. The 

WACC number will have an impact on the company's value; the greater the WACC 

value, the lower the company's value, and vice versa. However, because the tax shelter 

is no longer present, the leverage created by debt will eventually reach its maximum 

level. This is in line with Modigliani and Miller's theory of proposition II (Modigliani 

& Miller, 1963). 

This condition is also in accordance with the theory of Bringham and Houston, 

where the ability of the structure to minimize the overall cost of capital allows for 

maximizing company value (Brigham and Houston, 2010: 172). According to De Klerk 

et al,. (2015), the purpose of investing shareholders in a company is to get returns in 

the form of dividends and differences in stock price increases, and it is the responsibility 

of company management to take actions that will maximize the combination of 

dividends and stock price increases. The stock price itself is associated with an increase 

in company value; the higher the company value, the higher the company's share price, 
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and a high company value indicates an increase in shareholder wealth and good 

investment management (Ernawati and Widyawati, 2015). 

From the results of this study, it is determined that the optimal capital structure value 

for companies that expand aggressively has a greater DER value ratio compared to 

companies that expand moderately. HEAL has an optimal capital structure ratio of a 

DER ratio of 235%, or debt of 70.15% and equity of 29.85%, and MIKA has an optimal 

capital structure ratio of a DER ratio of 55%, or debt of  35% and 65%. Meanwhile, 

PRIM, which is a company that is expanding moderately, has an optimal capital 

structure with a DER  ratio of 2% or 2% debt and 98% equity. 

The difference in the value of this capital structure is due to differences in company 

growth and the size of the company itself (Selvi Sembiring and Ita Trisnawati, 2019). 

In addition, the company's profitability also contributes to its value, so if there is a 

change in the capital structure due to an increase in the value of debt, of course, this 

will affect the company's financial performance. 

6 CONCLUSION AND RECOMMENDATION  

The calculation results show that each company has an optimal capital structure that 

varies according to company conditions. HEAL has an optimal capital structure ratio 

of 235% DER, equivalent to 70.15% debt and 29.85% equity. This value was obtained 

with a company value of Rp. 18,816,238 million; the results of the WACC calculation 

were at a  value of 13.37% with a large cost of financial distress of Rp. 229,490 million. 

MIKA has an optimal capital structure ratio at the DER level of 55% with debt of 35% 

and equity of 65%. MIKA has the highest company value of Rp. 9,061.848 million at 

a WACC value of 12.04%. Meanwhile, in PRIM companies, the capital structure is at 

a ratio of DER 2%, with debt 2% and equity 98%. The highest company value was 

obtained at Rp. 1,206,208 million, with a WACC value of 10.75%. 

From the results of this study, it can be concluded that companies that expand 

aggressively have a greater debt value ratio compared to companies that expand 

moderately. This is because the capital requirements differ according to the type of 

expansion. 

For hospital companies that want to carry out expansion activities, it is necessary to 

pay attention to the condition of the company's existing capital structure in advance. 

For companies that want to expand aggressively, they need to pay attention to the 

capital structure that has a DER ratio between 55% and 235%, or equivalent to the value 

of the proportion of debt between 35% and 70.15%. As for companies that want to 

expand moderately, the recommended DER value ratio is 0% to less than 55%. Where 

the company will need to conduct simulations in advance to determine with certainty 

the optimal capital structure in accordance with the company's financial condition. This 

optimal capital structure will then provide an increase in company value, which is also 

accompanied by an increase in stock price. An increase in stock price will result in an 

increase in shareholder wealth. 
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