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ABSTRACT

The purpose of this paper is to examine the relation between corporate governance and capital structure
with CEO tenure as moderation effect in manufacturing firms. The data in this study is collected from
the annual report published. The data cover the period from 2013 to 2017. Multiple linear regression
model and moderated regression analysis are used in this study. Capital structure as dependent variable
is measured by ratio of total debt to total assets are used in this study. Corporate governance is
independent variables which is measured by audit committees while moderating variable is CEO tenure.
The novelty of this research examines CEQ tenure as moderation variables on the influence of audit
committees on capital structure which is rarely studied. The results showed that CEO tenure weakens
the positive effect of audit committees on capital structure. The results of this study can help the firms to
pay attention to the corporate governance and CEQ tenure because they can affect the firm’s capital

structure policy.
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I. INTRODUCTION

The firm's decision in choosing a source of
funding 1is the important decisions for
management because it can impact the value of
the firm. According to Brealey et al. (2006: 341-
342) there are two alternative sources of firm
funds, namely internal and external funding
sources. Sources of internal funds come from
within the firm (retained earnings), while
external sources of funds come from outside the
firm (bank loans, bond issuance and shares).

The more a firm develops, the sources of
funding used to make investments will also
increase. It is not enough for a firm to use its
internal funding source because its availability is
limited and depends on how much the profit is
obtained during the year. The way that firm can
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do to overcome these problems is to use external
funding sources. The management needs to
determine the optimal capital structure that is
able to produce maximum firm value in
determining the composition of funding sources
(Sudana, 2015: 173).
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Fig.1 Average Capital Structure of Manufacturing Firms Listed on the
IDX between 2013 to 2017.

The ratio of total debt used in the firm to its
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total assets is a measurement to calculate level of
capital structure. The figure 1 shows the level of
capital structure in manufacturing firms in
Indonesia. In 2013-2017, the average level of debt
used in manufacturing firms in Indonesia
fluctuated. The level of debt increased in 2014
and 2016, but decreased in 2015 and 2017.
Changes in debt levels indicate that there are
some variables or factors that affect the capital
structure. In a study conducted by Tarus and
Ayabei (2016) explained that capital structure can
be influenced by corporate governance.

The governance literature explain that
corporate governance can provide solutions in
overcoming agency conflict between several
parties related to the firm: insiders (managers)
and outsiders (shareholders). The agency theory
by Jensen and Meckling (1976) explains the
contractual relationship between the owner of the
firm (principal) who delegates certain decision
making to improve his prosperity with the
management (agent) who receives the delegation.
This often triggers agency conflicts caused by
differences in interests between 2 parties:
managers and shareholders.

Agency conflict occurs due to information
asymmetry. This information asymmetry occurs
when managers have relatively more internal
firm information and get information relatively
quickly than external parties, such as investors
and creditors. Therefore, corporate governance
mechanism is needed to overcome agency
conflict that occurs in a firm.

The number of audit committee members
owned by the firm can be used for corporate
governance measurement (Tarus and Ayabei,
2016). Audit committee is a mechanism for
monitoring to alleviate agency problems. The
higher of audit committee shows that the firm
has good corporate governance.

POJK Number 55 of 2015 Article 1
paragraph 1 explains that the audit committee is
corporate governance mechanism that formed by
the board of commissioners whose responsibility
are helping the task or duties owned by the board
of commissioners. Continued in Article 10, the
audit committee has the duty and responsibility,
one of which is to conduct a review of the
financial information to be issued by the issuer to
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the public and / or authorities. The reviews made
by audit committee including financial
statements, projections and other reports of
public company.

An increasing audit committee member
support the firm in achieving good corporate
governance. The task of audit committee is
assisting the duties of commissioners in
monitoring the performance of the board of
directors. According to Salipadang et al. (2017),
the audit committee's role is to supervise the
audit of financial statements and to ensure that
the financial statements comply with regulations
so information asymmetry between the firm and
external parties can be minimized.

The greater audit committee cause creditors
to trust more to provide loans to firms with more
accurate financial statements because it will
reduce uncertainty about the return of interest
and principal of debt. Therefore, firms with an
increasing number of audit committee members
can obtain external funds more easily because
creditors feel that the firm's financial information
is more accurate (Detthamrong et al., 2017).

Capital structure decisions can also be
influenced by the tenure of the CEO who is
leading the firm. The CEO has the responsibility
to lead, direct, coordinate, control and oversee
the implementation of general policies,
regulations and operational tasks of the firm in
accordance with the vision, mission, business
goals and strategies that are applied. CEO tenure
in Indonesia varies greatly and this can affect the
level of debt.

If CEO's tenure getting longer, it will make
the level of debt in the firm higher. A CEO who
has a longer tenure makes the CEO more
confident and bolder in taking risks from the use
of debt (Orens and Reheul, 2013). Longer CEOs
have more knowledge and skills in managing
debt. Therefore, creditors will increasingly trust
the firm led by the CEO with a longer tenure.

Research conducted by Tarus and Ayabei
(2016) examined CEO tenure as a moderating
variable in the relationship between audit
committees and capital structure. The longer the
CEO has served in a firm will cause the positive
effect of audit committees on the capital
structure will be weaker. This is because firms
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