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THE EFFECT OF PROFITABILITY, CORPORATE
SOCIAL RESPONSIBILITY, CORPORATE
GOVERNANCE MECHANISMS, AND FIRM SIZE
ON DEBT POLICY

ABSTRACT

Good corporate governance practices can provide additional trust to external parties
and investors, especially in corporate debt policy. This research aims to investigate the
relationship between profitability, corporate social responsibility, corporate governance
mechanisms, and firm size on corporate debt policy. The research method used is quan-
titative analysis using ordinary least squares and robust regression on data from com-
panies listed on the Jakarta Islamic Index from 2017 to 2022. The results showed that
profitability and an independent audit committee significantly negatively affect debt pol-
icy, while corporate social responsibility, independent commissioners, and firm size have
a positive impact on debt policy. These findings provide important insights for compa-
nies in making smart debt policy decisions by business dynamics. The study also con-
firms the importance of agency theory in explaining how such elements help resolve
conflicts of interest between management and shareholders, as well as enhance hon-
esty, transparency, and better risk management in financial decision-making. By
strengthening corporate governance and enhancing corporate social responsibility, com-
panies can reduce the risk of conflicts of interest, increase integrity, and promote trans-
parency in financial decision-making. This not only creates a more ethical working en-
vironment but also strengthens relationships with investors and society.

Keywords: debt policy, profitability, corporate social responsibility, audit committees,
independent commissioners, firm size

JEL Classification: 71, G34, M42

INTRODUCTION

Debt policy is an important aspect of corporate financial management (Avabruth &
Padhi, 2023; Chen & Peng, 2020), which determines the future of the firm (Bhattacharya
et al., 2020). This policy reflects a commitment to sustainable operations (Ho, Lu, &
Lucianetti, 2021) and growth strategies (Shahwan & Fathalla, 2020) and has a signifi-
cant impact on the company's market value (Kalbuana et al., 2022). A good debt policy
can promote growth and expansion through funding profitable projects, while a bad
policy can hinder investment and corporate development (Wasiuzzaman & Nurdin,
2019). Therefore, debt policy planning should be done carefully (Trong & Nguyen,
2021), including evaluation of capital requirements, risks, and sustainable strategies.
Companies need to balance risks and returns to achieve long-term goals (Amosh et al.,
2022; Rahayu et al., 2020).

The net profit influences the company's liquidity as a percentage of sales (Migliaccio &
De Palma, 2023). More profitable companies tend to have more options in debt policy-
making (Aldubhani et al., 2022). High Profitability can allow companies to get loans at
lower interest rates (Beltrame et al., 2023; Panda & Nanda, 2018), While companies
with low profitability may have to pay higher interest (Tayachi et al., 2023) or have
limited access to debt markets (Mehzabin et al., 2022). Research results by (Sunardi et
al., 2020; Sulistiani & Agustina, 2019; Wahyudin & Salsabila, 2019; Nurfitriana &
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Fachrurrozie, 2018; Umbarwati & Fachrurrozie, 2018) demonstrate the impact of Profitability on debt policy, despite the
categorization of study findings to the contrary (Nugraha, Mohammad, 2020; Nurdani & Rahmawati, 2020).

Commitment to CSR can influence a company's preference regarding funding sources (Mu, Xu, & Chen, 2023; Tiep Le,
Ngo, & Aureliano-Silva, 2023). Some companies may prefer funding from parties supporting their CSR initiatives, such as
social or green bonds ( Zadeh et al., 2023). The decision to use this type of debt can have to do with the image of the
company and its social responsibility (Gonzalez-Ramos, Donate, & Guadamillas, 2022). Research results (Benlemlih, 2017;
La Rosa et al., 2018; Santos Jaén et al., 2021), the findings indicate that CSR does not have any influence on debt policy,
despite claims to the contrary from proponents of CSR (Yao, Qi, & Guo, 2022; Oware & Mallikarjunappa, 2021; Magnanelli
& Izzo, 2017).

There may be a correlation between a company's degree of openness and accountability and the existence and effective-
ness of an independent audit committee (Aksoy & Yilmaz, 2023; Alodat et al., 2023; Farooque et al., 2020). Companies
with strong and effective audit committees tend to have more trust from outside parties (Hassan et al., 2017), including
creditors (Neves et al., 2022). This can affect the price and terms of the debt received by the company (Velte, 2023;
Alhababsah, 2022). Research results (Dionne & Triki, 2005; Khalid, et al., 2020) show that the presence of an independent
audit committee affects debt policy, while other studies have shown that such a committee's formation does not affect
borrowing decisions (Azizah & Nurcahyani, 2020; Bacha, 2019; Nimer et al., 2012).

Independent commissioners act as company supervisors and can play a role in debt policy-making (Ahmad & Mahmood,
2023). Good governance practices and an influential supervisory role of independent commissioners can provide additional
confidence to external parties and investors (Harmono et al., 2023). This can create a more supportive environment for
companies in debt negotiation (Amonhaemanon, 2023). Research results (Wahyuni, Dwi, 2019; Junus et al., 2022; Utami,
2021) suggested that the appointment of an independent commissioner affects debt policy, while other studies found the
opposite to be true (Rahma & Firmansyah, 2022; Ramadhan & Firmansyah, 2022).

Firm Size can also influence debt policy as part of a broader business strategy (Sunardi et al., 2020; Vieira, 2017). Larger
companies may have the flexibility to choose whether to adopt aggressive or conservative debt policies (Fajarwati, 2023;
Nurdani & Rahmawati, 2020; Nurfitriana & Fachrurrozie, 2018), depending on their goals for growth and expansion (Safitri
& Wulanditya, 2017; Esperanca et al., 2003;). Conversely, smaller companies may have limitations in terms of financing
options (Nurfitriana & Fachrurrozie, 2018) and may have to take on more debt to support their growth (Bandanuji &
Khoiruddin, 2020; Umbarwati & Fachrurrozie, 2018; Wahyudin & Salsabila, 2019). Research results (Bandanuji & Khoir-
uddin, 2020; Sunardi et al., 2020; Wahyudin & Salsabila, 2019) claims that firm size affects debt policy are at odds with
study findings that show no correlation between firm size and debt (Fajarwati, 2023; Nurdani & Rahmawati, 2020; Nurf-
itriana & Fachrurrozie, 2018; Umbarwati & Fachrurrozie, 2018; Safitri & Wulanditya, 2017; Vieira, 2017; Paulo et al., 2003).

This study presents a new perspective in assessing the impact of profitability, CSR, independent audit committees, inde-
pendent commissioners and firm size on corporate debt policy. By focusing on these key factors, the study aims to provide
a deeper understanding of how debt decisions can be influenced by crucial business aspects while making a valuable
contribution to corporate financial management knowledge. As such, this research is useful to complement the under-
standing of the role of debt policy in corporate financial management, explaining how these factors contribute to shaping
corporate debt policy.

The structure of this paper is as follows. Section 2, an overview of the reviewed literature is presented. Section 3 outlines
the methodology employed in this study. Finally, Section 4 contains the results and discussion, while Section 5 contains
the paper’s conclusions.

LITERATURE REVIEW

Agency Theory

The originator of agency theory is (Jensen & Meckling, 1976), giving a significant structure to figuring out the perplexing
connection between corporate administration and capital proprietors (Kalbuana et al., 2023). Identifies conflicts of interest
and information asymmetry as central issues in this relationship (Uzliawati et al., 2023). Conflicts of interest arise when
management has objectives that may not always align with the interests of capital owners (Kalbuana, et al., 2022). Infor-
mation asymmetry refers to situations where management has more profound knowledge of company operations than
capital (Kalbuana et al., 2022).
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Agency theory emphasizes the need for control mechanisms, including monitoring, incentives, and transparency, used by
capital owners to guarantee that management serves the interests of businesses and capital owners in overcoming these
obstacles (Jensen & Meckling, 1976). Along with the development of agency theory, the role of corporate social responsi-
bility (CSR) in shifting the power dynamic between managers and shareholders is discussed, as is the value of accountability
and openness in resolving agency problems (Prasetyo et al., 2021). A few distinct fees are associated with working with
an agency (Jensen & Meckling, 1976). The three assumptions of human nature that underpin agency theory are that
people are greedy, incapable of foreseeing the future, and fear taking risks (Eisenhardt, 1989).

Profitability Has a Positive Influence On Debt Policy

High Profitability can also reflect good management quality and transparency in the financial reporting (Nugraha, 2020).
It can affect outsiders' perceptions, including creditors and investors (Uzliawati et al., 2023), who may be more inclined to
provide favourable debt conditions to companies with strong financial performance (Sulistiani & Agustina, 2019). As a
result, a company's long-term development and expansion may be affected by its strong profitability, which may encourage
it to embrace more aggressive debt strategies (Sunardi et al., 2020). Research that has been carried out by (Sunardi et
al., 2020; Sulistiani & Agustina, 2019) demonstrates the link between Profitability and Debt Management, A hypothesis is
derived from the introduced theory:

H; = Profitability positively significantly affects Debt Policy
Corporate Social Responsibility Has a Positive Influence on Debt Policy

Companies focusing on CSR might also consider their debt policies' social and environmental impact (Magnanelli & Izzo,
2017). They can be more careful in minimizing financial risks that could jeopardize their CSR commitments. In other words,
they may choose financially beneficial debt policies (Zadeh et al., 2023) in line with the company's social and environmental
goals (Oware & Mallikarjunappa, 2021). Companies that are considered active in CSR may benefit additionally in terms of
image and reputation (Gonzalez-Ramos, Donate, & Guadamillas, 2022). This can increase the confidence of shareholders
and other stakeholders, affecting the price and terms of the debt received by the company (Santos-Jaén, Madrid-Guijarro,
& Garcia-Pérez-de-Lema, 2021).

Corporate Social Responsibility can influence companies' choices in their debt policy-making, considering the long-term
benefits of a good image and firm shareholder and market support (Yao et al., 2022; La Rosa et al., 2018). Investigations
conducted (Santos-Jaén et al., 2021;) exhibit the effect of CSR on government borrowing practices; a hypothesis is derived
from the introduced theory:

H> = Corporate Social Responsibility positively significantly affects Debt Policy
Independent Audit Committee Influences Debt Policy Positively

The Independent Audit Committee assists in managing company risks (Bacha, 2019). When the audit committee can
provide effective oversight of the company's financial aspects, including debt management, it can assist the company in
identifying and managing financial risks that may arise from the debt policy adopted. It can affect how companies design
their debt policies, including the level and type of debt taken on (Farooque et al., 2020).

The existence and quality of independent audit committees can influence how companies design and manage their debt
policies (Farooque et al., 2020). An influential audit committee can create a more conducive environment for companies
to obtain debt with favourable conditions, assist in managing risks, and make better financial decisions related to debt
(Alodat, Al Amosh, Khatib, & Mansour, 2023). Research results (Khalid et al., 2020), the theoretical framework allows us
to derive the following hypothesis, predicated on the idea that the presence of an independent audit committee affects
debt policy:

H3 = Independent Audit Committee positively significantly affects Debt Policy
Independent Commissioners Influence Debt Policy Positively

Independent commissioners can assist in making more objective decisions related to debt policy (Junus, Harymawan,
Nasih, & Anshori, 2022). They tend to have a broader view and do not have a direct conflict of interest in corporate
financial policy (Dwi Wahyuni, 2019). Independent commissioners can also play a role in monitoring management perfor-
mance related to debt management (Ahmad & Mahmood, 2023). They can assess the extent to which companies can
manage debt well and identify risks that may arise (Harmono, Haryanto, Chandrarin, & Assih, 2023). Research results
(Junus et al., 2022; Utami, 2021; Wahyuni, Dwi 2019) stated that the presence of an independent commissioner on the
board of directors can affect the company's debt policy-making by allowing for better oversight, more objective decisions,
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and more effective monitoring of management performance in debt management, a hypothesis is derived from the pre-
sented theoretical framework:

H4 = Independent Commissioners positively significantly affect Debt Policy
Firm Size Influences Debt Policy Positively

Larger companies tend to have more financial resources available (Sunardi et al., 2020). A larger size may reflect more
assets, income, and market capitalization (Esperanca et al., 2003). With more significant resources, companies can more
easily access the capital market to borrow funds at lower interest rates (Nurdani & Rahmawati, 2020). Therefore, more
giant corporations may have lower debt levels since they can run their businesses with more readily available equity capital
(Nurfitriana & Fachrurrozie, 2018).

Firms can also affect debt policy as part of a broader business strategy (Fajarwati, 2023). Larger companies may have the
flexibility to choose whether to adopt aggressive or conservative debt policies, depending on their goals for growth and
expansion (Fajarwati, 2023). Research results (Bandanuji & Khoiruddin, 2020; Sunardi et al., 2020) stated that Firm size
can influence debt policy through its influence on financial resources, business risk, access to capital markets, and strategic
decisions. Based on the theory given, a hypothesis is derived on the link between business size and debt policy, which
considers the exact nature of this relationship will differ from one firm to the next and from one financial strategy to the
next.

H5 = Firm Size has a positive significant effect on Debt Policy

AIMS AND OBIJECTIVES

This research aims to investigate the impact of various factors on corporate debt policy. In particular, the study examines
the relationship between profitability, corporate social responsibility, corporate governance mechanisms and the size of
the firm with corporate debt policy.

METHODS

This research uses a quantitative approach to test the theory by measuring variables numerically and analysing them using
statistics. This research is descriptive and explanatory to see the relationship or influence between the independent and
dependent variables. The population in this study consisted of 30 companies listed on the Jakarta Islamic Index during the
2017-2022 period. All data from these companies were used as the main sample in this study. This study uses a ratio scale
to measure each independent and dependent variable. In this study, the variables used are Profitability, Corporate Social
Responsibility, Independent Audit Committee, Independent Commissioners, Firm Size, and Debt Policy. The measurement
of each variable can be seen in the following Table 1.

Table 1. Variable operationalization. (Source: Processed data, 2024)

No. Variable Measurement Source Scale

(Migliaccio & De Palma, 2023), (Bel-
_| trame, Grassetti, Bertinetti, & Sclip,
2023; Panda & Nanda, 2018), Ratio
(Tayachi, Hunjra, Jones, Mehmood,
& Al-Faryan, 2023)

1. Debt Policy (DP) DP = Total liability. Total equity

(Migliaccio & De Palma, 2023), (Bel-
trame et al., 2023; Panda & Nanda, Ratio
2018), (Tayachi et al., 2023)

2. Profitability (Profit) ROA = Net profit. Total assets

Corporate Social Re-

3. sponsibility (CSR) CSR = N. k (Yao et al., 2022), Ratio
Independent Audit IAC = Total of the independent audit | (Ferriswara, Sayidah, & Buniarto,
4, Confmittee (IAC) committee. Total of the audit com- 2022), (Purbawangsa, Solimun, Fer- Ratio
mittee nandes, & Mangesti Rahayu, 2020)
5 Independent Commis- IC = Total of independent commis- (Susbiyani et al. (Susbiyani et al., Ratio
' sioners (IC) sioners. Total of commissioners 2022), (Purbawangsa et al., 2020)
6. Firm Size (FZ) FZ = Log (Fixed assets) (Sunardi et al., 2020) Ratio
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After the stage of selecting and collecting research data, the next step involves data testing techniques, which include
examining the research data. The main purpose of data analysis is to measure the quantitative effect of changes in one
event on another and forecast or anticipate future events. In this context, data analysis was conducted using the OLS
Regression model and Robust method simultaneously through Stata statistical software. Using panel data regression anal-
ysis, this research examines the interplay between profitability, Corporate Social Responsibility (CSR), Independent Audit
Committee, Independent Commissioner, and Firm Size as independent variables concerning corporate debt policy-making.
We can formulate an equation model that will serve as the primary tool in testing the research hypothesis:

DPi,t = Bo + [31 PI’Oﬁti,t,+ Bz CSRiyt+ [33 IACi,t,+ [34 ICi,t,+ [35 in,+ € (1)

The description of the variable is given in Table 2.

Table 2. Description of Variable.

Data Description of Variable

Company cross-section data

t

Company time series data

DP Debt Policy

Profit Profitability

CSR Corporate Social Responsibility
IAC Independent Audit Committee
IC Independent Commissioners
Fz Firm Size

B1, B2, B3, B4, B5

Regression coefficients of variables Profit, CSR, IAC, IC, FZ

€

Error

RESULTS

Descriptive Statistics

Descriptive statistics provide a range of presentation options, including the sampled company's data's lowest, maximum,
mean, and standard deviation. Information for the year 2017-2022 is shown in Table 3 below, based on a sample of
Jakarta Islamic Index enterprises.

Table 3. Descriptive Statistics. (Source: Processed data, 2024)

Variables Obs Mean Std. Dev. Min Max p1 p99 Skew. Kurt.
DP 150 423 .179 .029 773 .126 .768 .074 2.303
Profit 150 -1410000 6090000 -48800000 -.232 -27000000 -.291 -5.066 31.758
CSR 150 .004 .001 .002 .009 .002 .009 1.336 6.8
IAC 150 .305 .077 143 1 .167 333 4.505 45.632
IC 150 .385 .119 167 .833 .167 .833 1.336 6.8
Fz 150 12.549 2.135 6.462 14.565 6.502 14.546 -1.69 4.608

The result table above (Table 3) shows that there were 150 observations (N), the lowest value of Debt Policy was .029,
and the highest value was .773. Maximum Profitability is -.232, lowest Profitability is -.48,800,000, and the mean value is
-1,410,000 based on 150 observations. CSR value (minimum) is .002, and the highest is .009; the mean value (based on
150 observations) is .004, and the standard deviation is .001. The smallest IAC is .143, and the highest IAC is 1, with a
mean value of .305 and a standard deviation of .077 based on 150 observations. The lowest value of IC is .167, the
maximum value of IC is .833, and the mean value of 150 observations is .385 with a stand. Deviation of .119. Based on
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150 samples, the mean value is 12.549, and the standard deviation is 2.135 the lowest FZ value is 6.462, and the highest

is 14.565.

Pearson Correlation Test

The effects of Profitability, Corporate Social Responsibility, an Independent Audit Committee, Independent Commissioners,
and Firm Size on debt policy were tested using the Pearson correlation coefficient. A value of r (correlation coefficient)

greater than 0.05 (five per cent) signifies a substantial correlation with the independent variables.

Table 4. Pearson Correlation Test. Note: *** p<0.01, ** p<0.05, * p<0.1. (Source: Processed data, 2024)

Variable 1) (2) 3) 4) (5) (6)
(1) DP 1.000
(2) PROFIT -0.152 1.000
(0.064)
(3) CSR 0.160 -0.110 1.000
(0.050) (0.181)
(4) IAC -0.308 -0.086 -0.076 1.000
(0.000) (0.296) (0.358)
(5)1IC 0.160 -0.110 1.000 -0.076 1.000
(0.050) (0.181) (0.000) (0.358)
(6) FZ 0.051 0.636 -0.026 -0.240 -0.026 1.000
(0.533) (0.000) (0.754) (0.003) (0.754)

The result table above (Table 4) shows Debt Policy is the dependent variable in this table. As a result, the conceptual
framework for this study indicates that Profitability, Corporate Social Responsibility, an Independent Audit Committee,
Independent Commissioners, and Firm Size all have values greater than 0.05 (5%). So, all of these factors are good
enough to use in model validations. The results above of the reliability tests justify values higher than 0.05 (5%). It proves
that all relevant factors produce the same outcomes when tested.

Multicollinearity

The multicollinearity test is a tool to assess whether there is a strong correlation between the independent variables in
the regression model.

Table 5. Multicollinearity Test. (Source: Processed data, 2024)

Variables VIF 1/VIF
PROFIT 1.75 0.571085
CSR 1.48 0.676815
IAC 1.09 0.917295
IC 1.17 0.854033
Fz 1.95 0.511722
Mean VIF 1.49

Based on the results of the multicollinearity test (Table 5), it can be seen that the VIF for all five variables is almost close
to the number 1. It can be It is concluded that these five variables have a very small. In other words, this model is free
from multicollinearity, because the value of VIF is less than 10% (VIF < 10).

Goodness of Fit Models

The results of the Goodness of Fit Models test are presented in the following Table 6.
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Table 6. Testing the Goodness of the Fit Model. Note: Standard errors in parentheses *** p<0.01, ** p<0.05, * p<0.1. (Source: Processed data,

2024)
(Model 1) (Model 2)
Variables Ordinary Least Square Test Robustness Test
PROFIT -6.69e-09** -6.690e-09**
2.93e-09 2.12e-09
0.024 0.002
CSR .2751309** .27513094**
124148 .126296
0.028 0.031
IAC -.70921687*** -.70921687**
1829269 .2204344
0.000 0.002
IC .26875047** .26875047
1227522 .1470676
0.030 0.070
FZ .01835611** .01835611**
.0088299 .0075476
0.039 0.016
Constant .22293051 .22293051
Observations 150 150
R-squared . 18106532 .18106532
Number of Years 5 5

The result table above (Table 6) shows that Debt Policy is the dependent variable in this table. The results showed that
profitability and an independent audit committee significantly negatively affect debt policy, while corporate social respon-
sibility, independent commissioners, and firm size have a positive impact on debt policy.

DISCUSSION

Profitability Has a Positive Influence on Debt Policy

A pessimistic coefficient estimate will provide a positive profit if the original hypothesis is correct. The t-test explains why
Profitability negatively and substantially influences debt policy in the OLS and Robustness models, with a p-value of 0.024
< 0.05 (5%). Proposed continuation of the original idea in light of further supporting evidence from earlier studies (Sunardi
et al., 2020; Sulistiani & Agustina, 2019). Results from empirical tests show that better Profitability is associated with less
debt policy, and poorer Profitability is associated with more debt policy.

These empirical findings confirm that Profitability plays an essential role in corporate debt policy-making, and companies
tend to reduce their debt policies when Profitability increases and increase debt policies when Profitability decreases
(Nugraha, 2020). These results make an essential contribution to understanding the factors influencing corporate debt
policy in the context of this study. Agency theory, a theoretical framework often applied to the interaction between man-
agement (as agents) and shareholders (as principals) in a corporation, is responsible for these empirical results. According
to agency theory, managers who run a firm day-to-day may have competing interests with those of the shareholders who
put money into the business (Jensen & Meckling, 1976).

In the context of debt policy, a high level of Profitability can be interpreted as an indication that management has managed
to generate sufficient profits to meet the company's financial needs without relying on funding through debt (Nurdani &
Rahmawati, 2020). In other words, management is incentivized to reduce debt policies when Profitability is high because
they can better use internal resources for financing (Sunardi et al., 2020).

However, at low levels of Profitability, management may face pressure to seek additional funding sources, and one option
is to increase debt policy. Profitability might lead to tensions between management, who may prioritize long-term financial
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security, and shareholders, who may prioritize short-term profit maximization via increased reliance on debt financing. As
a result, these results lend credence to agency theory since they describe how Profitability, one of the elements determining
debt policy, may mirror the dynamics of conflicts of interest between management and shareholders (Jensen & Meckling,
1976). Also provides a further understanding of how companies adapt to changing profitability conditions in the context
of debt policy-making.

Corporate Social Responsibility Has a Positive Influence On Debt Policy

The positive coefficient estimate findings in CSR demonstrate the validity of the null hypothesis. The t-test explains that
OLS and Robustness models find a positive and statistically significant influence of Corporate Social Responsibility on debt
policy, with a p-value of 0.028 < 0.05 (5%). Proposed continuation of the original idea in light of further supporting
evidence from earlier studies (Santos-Jaén et al., 2021; La Rosa et al., 2018). Empirical tests show that a greater level of
Corporate Social Responsibility is associated with a more liberal debt policy. In contrast, a lower level of CSR is associated
with @ more restrictive debt policy.

These results from the real world prove the significance of CSR in the decision-making process of corporations' debt policies
(Magnanelli & Izzo, 2017). Companies with a solid commitment to CSR often have more generous debt policies that can
be put toward various CSR projects. Low CSR companies are more likely to adhere to stringent credit regulations. CSR
demonstrates the company's dedication to corporate social responsibility and its effect on its bottom line (La Rosa et al.,
2018).

The results also support the idea that businesses focusing on CSR are more likely to receive financial backing for the debt
policies they create. Agency theory explains these empirical results, particularly in the context of CSR. Management
(agents) and stockholders (principals) sometimes have competing interests in business, which are highlighted by agency
theory (Jensen & Meckling, 1976). In this case, a high level of CSR can be interpreted as management's efforts to meet
shareholder demands related to social and environmental responsibility.

Companies can improve their standing with various constituencies, including shareholders, by adopting a CSR ethos in
their debt policy deliberations (Oware & Mallikarjunappa, 2021). Shareholders may be more inclined to support a more
significant debt policy if they believe the company conducts socially responsible business practices (Yao et al., 2022). It
can incentivize management to adopt more extensive debt policies to strengthen the company's image and meet share-
holder expectations.

However, it is essential to remember that there is an element of conflict of interest in this, where management may have
to consider improving debt policies without compromising the company's financial stability. Therefore, the interplay be-
tween CSR and debt policy illustrates the nuanced interplay among management, shareholders, and CSR. These findings
provide a further understanding of how CSR affects debt policy within the framework of agency theory.

Independent Audit Committee Influences Debt Policy Positively

The Audit Committee of Independent presented the initial hypothesis' pessimistic coefficient estimate findings. A negative
and statistically significant influence of the Audit Committee on debt policy was found in the OLS and Robustness models,
as determined by the t-test, with a p-value of 0.000 < 0.05 (5%). Presenting the initial hypothesis's proposed course of
action in light of prior studies' findings that point in a similarly positive direction (Khalid et al., 2020). The empirical tests
show that the Independent Audit Committee's composition affects debt policy positively or negatively, depending on the
direction of the test.

These results from the field show that the Independent Audit Committee is an integral part of the corporate debt policy-
making process. A more cautious debt policy may emerge due to an Independent Audit Committee's increased scrutiny of
the company's financial dealings (Khalid et al., 2020). It is because the idea that the Independent Audit Committee should
protect the reliability of the company's financial statements and mitigate the dangers of overly aggressive debt strategies
is widely accepted (Bacha, 2019).

Agency theory explains these observed phenomena, particularly in light of the Independent Audit Committee's function as
an internal check and balance designed to mitigate tensions of interest between the company's management (the agents)
and its owners (the principals) (Jensen & Meckling, 1976). In agency theory, an Independent Audit Committee is consid-
ered an oversight tool that can help reduce the potential for an undesirable agent or management behaviour incompatible
with shareholder interests (Eisenhardt, 1989).

Investors can be assured that the company's financial activities are being closely watched due to the existence and influ-
ential function of the Independent Audit Committee (Khalid et al., 2020). It incentivizes management to pursue a more
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conservative debt policy, as they know their actions will be subject to rigorous scrutiny and evaluation by an Independent
Audit Committee. The attempts to lessen conflicts of interest and increase openness and accountability in the company's
financial decision-making are reflected in the Independent Audit Committee's connection to the debt policy (Herrera-
Barriga & Escandon-Barbosa, 2023).

The results also support the argument that an Independent Audit Committee can help safeguard shareholders' interests
by mitigating dangers posed by harmful financial policies or practices like taking on too much debt. Thus, these findings
corroborate the basic concepts of agency theory in corporate supervision and control.

Independent Commissioners Influence Debt Policy Positively

The Independent Commissioner presented the findings of the original hypothesis' optimistic coefficient estimation. A t-test
explains that the Independent Commissioner has a positive and statistically significant effect on debt policy at the 5%
significance level in both the OLS and Robustness models, with a p-value of 0.030 < 0.05 (5%). Proposed continuation of
the original idea in light of further supporting evidence from earlier studies (Wahyuni, 2019; Junus et al., 2022; Utami,
2021). The empirical test results reveal that the greater the composition of the Independent Commissioner, the greater
the influence on raising debt policy, and in reverse, the lower the influence the Independent Commissioner has on reducing
debt policy.

These results give empirical evidence for the significance of the role of Independent Commissioners in establishing corpo-
rate debt policy. An Independent Commissioner is associated with increased debt policy because of increased scrutiny and
control of the company's financial activity (Wahyuni, 2019). It is a direct result of the Independent Commissioner's duty
to protect the company's and its shareholders' financial interests and the honesty and reliability of the company's account-
ing practices (Junus et al., 2022).

These results can be explained by agency theory, which emphasizes the Independent Commissioner's function as an
external watchdog to reduce potential conflicts of interest between management (the agent) and shareholders (the prin-
cipal). According to agency theory, stockholders worry that management will make decisions counter to their best interests.
(Jensen & Meckling, 1976).

With an independent commissioner who has authority and autonomy in supervising the company's financial actions, share-
holders can feel more confident that the debt policy taken by management will be in their best interests (Ramadhan &
Firmansyah, 2022). Increased numbers of Independent Commissioners on the board of directors have been shown to
improve the quality of oversight and the openness of the organization's financial decision-making processes (Rahma &
Firmansyah, 2022).

External oversight, as emphasized by agency theory, is crucial in lowering the risk of harmful agent conduct, and studies
have shown that the presence of an Independent Commissioner has a favourable effect on debt policy. These results
support the view that Independent Commissioners are crucial in reducing the potential for bias in corporate debt regulation.

Firm Size Influences Debt Policy Positively

The optimistic coefficient estimation is reflected in the company's size, consistent with the null hypothesis. The findings of
the t-test demonstrate that Firm significantly affects debt policy in both the OLS and Robustness models, with a p-value
of 0.016 < 0.05 (5%). Submitting a first hypothesis in a positive direction based on the outcomes of prior studies (Ban-
danuji & Khoiruddin, 2020; Sunardi et al., 2020). Has been shown through empirical analysis that a greater emphasis on
debt is adopted when the Firm is large, and the opposite is true when the Firm is small.

These empirical results show that firm size is critical in corporations' debt policy decisions (Safitri & Wulanditya, 2017).
Larger companies tend to have more significant debt policies, which can be used to support various corporate activities
and initiatives that require more significant financial resources (Esperanca et al., 2003). Conversely, according to their
financial capacity, smaller companies tend to have more conservative debt policies.

One of the factors influencing debt policy is the company's size. The inherent tension between management (as agents)
and shareholders (as principals) is a crucial idea in agency theory (Jensen & Meckling, 1976). Management tends to have
the motivation to take lower risks and maintain more conservative policies to maintain the stability of the company, while
shareholders may have an interest in optimizing the value of the company by leveraging debt for growth or investment
(Bandanuji & Khoiruddin, 2020).

In this context, the finding that larger companies have more significant debt policies fits with agency theory. Larger
companies may have better access to financial markets and more options for managing their financial resources. Therefore,
they tend to be more comfortable paying more debt to support their growth and business initiatives. Conversely, smaller
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companies may have limited access to financial markets and be more cautious about using debt to avoid high financial
risks. It is by the principles of risk reduction in agency theory. Thus, these findings corroborate the concept of conflict of
interest in agency theory and how factors such as Firms can influence debt policy to address such conflict.

CONCLUSIONS

This empirical finding confirms that profitability significantly negatively affects debt policy; higher profitability impacts
decreasing debt policy, and conversely, lower profitability impacts increasing debt policy. It indicates that profitability is
important in making debt policy, and companies tend to reduce their debt when profits increase.

Second, corporate social responsibility (CSR) has a significant positive effect on debt policy; the higher the Corporate Social
Responsibility has an impact on increasing debt policy, and conversely, the lower the Corporate Social Responsibility has
an impact on decreasing debt policy. Companies with high levels of CSR tend to have better debt policies, which can be
used to promote corporate social responsibility. Firms with low CSR tend to comply with strict credit regulations.

Third, the Independent Audit Committee significantly negatively affects debt policy; a higher Independent Audit Committee
impacts decreasing debt policy, and conversely, a lower Independent Audit Committee impacts increasing debt policy. This
indicates that A more conservative approach to debt results from more oversight of a company's finances by an independ-
ent Audit Committee. Fourth, Independent Commissioners have a significant positive effect on debt policy; the higher
Independent Commissioners have an impact on increasing debt policy, and conversely, the lower Independent Commis-
sioners have an impact on decreasing debt policy. The more prestigious the Independent Commissioners, the more strin-
gent the company's debt policy. It directly results from the Independent Commissioner's efforts to reduce the potential for
bias and promote more effective debt policy-making. Finally, Firm Size have a significant positive effect on debt policy; the
higher Firm Size impacts increasing debt policy, and conversely, the lower Firm Size impacts decreasing debt policy. Larger
companies tend to have more significant debt policies, while smaller companies tend to have more conservative ones.

The findings of this study provide a complete picture of the interaction between Profitability, Corporate Social Responsibility
(CSR), Independent Audit Committee, Independent Commissioner and firm size on debt policy, Given the importance of
financial stability and CSR to modern businesses, the results of this study can provide useful insights for companies in
managing their objectives and policies. These findings, which are based on agency theory, highlight the importance of
solid governance, transparency, and risk management in upholding sound debt policies that benefit firms' long-term sur-
vival and growth.

Future Research

This study is important for future research because it provides in-depth insights into how various factors affect corporate
debt policy. The results of this study can be the basis for further studies that explore the mechanism behind the influence
of these factors on debt policy. Future research can extend these findings by testing other variables that may be influential,
such as market conditions, government regulations, and risk management practices.

Research Limitations

This study has several limitations that need to be considered. First, this study only uses data from Jakarta Islamic Index
companies listed on the Indonesia Stock Exchange, so the results may not be generalizable to other sectors or companies
in other countries.
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BMNJIMB MPUBYTKOBOCTI, KOPMOPATUBHOI COL{IAJZIbHOI BIANOBIAAJIbHOCTI,
MEXAHI3MIB KOPMOPATUBHOIO YMPAB/IIHHSA TA PO3MIPY ®IPMU HA i BOPrOBY
MONITUKY

HanexHa npakTuka KopnopaTUBHOIO ynpaeniHHA MOXxe 3abe3neunTi 4oAaTKOBY AOBIPY 30BHILUHIM CTOPOHaM Ta iHBECTO-
pam, ocobnuBo y cepi noniTvkn kopnopaTueHoro 6opry. Lie AocnigkeHHs CNpsiMOBaHE Ha BUBYEHHS B3aEMO3B'A3KY MiX
NpubYTKOBICTIO, KOPNOPATUBHOIO COLIia/IbHOIO BiANOBIAAMNBHICTIO, MEXaHI3MaM1 KOPNOPATUBHOIO YMNpasiHHA Ta po3MipoM
¢ipMu Ha 60proBy MoniTMKY KopropaLii. BUKOpUCTOBYBaHMIA METOZ AOCTIIKEHHS —KiNbKICHWIA aHani3 i3 BUKOPUCTaHHAM
3BUYANHUX HAMEHLLX KBaapaTiB i CTilKol perpecii AaHUx KOMMNaHii, 3apeecTpoBaHux y IcnamcbkoMy iHAekc [kakapTu 3
2017 po 2022 poky. Pe3ynbTaTi nokasanu, WO MpuOYTKOBICTb i HE3ANEXHWI ayaUTOPCbKUIA KOMITET MaloTb CYTTEBWI
HeraTUBHUWIM BNIMB Ha 60ProBy NONITUKY, TOAI SIK KOPMOPaTUBHA COLlianbHa BiAMOBIAANbHICTb, HE3aNeXHi KoMiCioHepu Ta
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FINANCIAL AND CREDIT ACTIVITY: PROBLEMS OF THEORY AND PRACTICE
Volume 6 (59), 2024

po3Mip dipMy NO3UTMBHO BNNMBAtOTL Ha Hel. Lli pe3ynbTaT HagaTb KOMMaHIAM BaxuBy iHdOpMaLito Ans NpUAHATTS
PO3YMHMX pilleHb Woao 60pro.oi NONITUKK 3@ ANHaMIKOK 6i3Hecy. JoCnimKeHHs TakoX NiATBEPAXKYE BaXIIMBICTb areHT-
CbKOI Teopii AN NOSICHEHHS TOro, SIK Taki eleMeHTN JoMNoMaratoTb BUPILLYBATU KOHMIIKTU iHTEPECIB MDK MEHEIKMEHTOM
Ta aKLioHepaMK, a TakoX MiABMLLYIOTb YECHICTb, MPO30PICTb i Kpalle ynpaBniHHS pyU3nKaMy Npu NPUAHSATTI hiHaHCOBMX
pileHb. 3MILHIOYM KOpriopaTUBHE YrpaBiHHA Ta MOCKJIIOI0YM KOPNOPaTMBHY couianbHy BiAnoBiAanbHICTb, KOMNaHii Mo-
XYTb 3HU3UTU PU3UK BUHUKHEHHSI KOHGNIKTY iHTEpeciB, NiABULLMTY JOBPOYECHICTb | CNPUSITU NPO30POCTi NPUNHSATTS di-
HaHCOBMX pilleHb. Lle He Tinbku cTBOPIOE Binbl eTUYHE poboye cepesioBULLE, ane 1 3MILHIOE BiAHOCKMHM 3 iHBECTOpaMK Ta
CyCrifibCTBOM.

KnrouoBi cnoBa: 6oprosa nonitvka, NpubyTKOBICTb, KOpNopaTUBHa ColianbHa BignoBiAanbHICTb, ayANUTOPCbKi KOMITETH,
He3anexHi KoMicapu, po3mip dipmu
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