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EDITORIAL 

Cl)tnr rra4rrst 

Th is issue of the journal is devoted to several issues of corporate board practices. 

JJethuel Sibongiseni Ngcamu states in the paper that the study contributes to the-<Jecis ion
makers' understanding of the implications of using the municipal resources to advance. political 
activities, consequently disadvantaging the alleged indigent local communities. Tho clearly 
demarcated roles and responsibilities of municipal employees guided by the core business of the 
units with clear performance standards a.nd expected output set could eliminate the politics
administration dichotomy. 

Andreas Jansson examines the issue of what motivates shareholder activism. His paper 
contributes to the literature by showing, with the help of a case study, that shareholder activism 
can also be a response to increasing costs for exiting the investment, making outside 
shareholders increasingly exi><>sed to expropriation risks. Significant expropriation risk can 
antecede a defensive type of shareholder activism characterired by intensified monitoring and 
reactive intervention to fend off expropriation attempts, which differs from the s tandard 
explanation in both motivation and outcome. 

Anthony O. Nwqfor and Glor ia C. Nwqfor mentioned in the paper that company 
directors owe duty of loyalty to the company which prohibits them from fraudulent dealing,s in 
the course of conducting the affairs of the company. Although the shareholders could, in the 
e.xercise of their voting powers, grant relieves to the directors from liabilities arising from a 
breach of duty that amounts to fraud, the extent and capacity in which the shareholders could 
exercise such powers is confounded by the elusive attempts by the courts in defining fraud. The 
paper argues that without a definite meaning ascribed to fraud, the power and capacity in which 
the shareholders could ratify a breach of duty arising from self-dealing and expropriation of 
corporate opportunities by directors cannot be predetermined, but that each case would be 
based on the peculiarities of its own facts. 

Nazrul llisyam Ab Ra.zak examined the relationship between director's remuneration, 
corporate governance structure and performance of a sample of iso companies listed on the 
Bursa Malaysia from year 2008 until 2013. This study uses panel based regression model to 
examine the impact of government control mechanism on company performance using two 
important measurers. Findings appear to suggest that there is a significant impact of 
government ownership on company performance after controlling for compan¥ specific 
characteristics. 

Mcshaal J. Alsl1ammary states that Islamic Corporate Social Responsibility (lCSR) derives 
itself from core principles in the holy Qur'an. !CSR concept appears to be in close conformity 
with the Ten Principles of the UN Global Compact, but in many respects go furth~ than the 
minimum standards adopted by this framework. MNCs should not underestimate the Middle 
Eastern region historical events of the Arab League boycott, the Danish cartoons and the 'Arab 
Spring' re\'olution. Admitting these, the ICSR concept will offers great opportunities for MNCs 
lo invest and operate in the Middle East. 

Ardiansyah Ra.<yid and I Cenik A1'da11a describe the corporations to take restatement in 
financial statement such as, corporate governance implementation and size of Audit Firm. The 
result of their research describes that number of independent commissioner and number of 
audit committee do not prevent from restated financial statement. This research describes the 
composition of independent commissioner, audit committee and also summarizes that Audit 
Firms size do not influence directly to restated financial s tatement. 
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CORPORATE GOVERNANCE, AUDIT FIRM SIZE AND 
RESTATED FINANCIAL STATEMENT IN INDONESIA 

STOCK EXCHANGE 

Ardiansyah Rasyid•, I Ccnik Ardana .. 

Abstract 

This research aims to describe the corporations to take restatement in financial statement such 
as, corporate governance implementation and size of Audit Firm. Corporate Governance and 
size of Audit Firm are involved in auditing process. Theoretically, those influence the quality of 
financial statement. The occurrence of restatement of financial reporting is as a proxy for a 
lower of financial statement quality. Hence, corporate governance and size of Audit Firm should 
prevent from restated financial statement. The result of this research describe that number of 
independent commissioner and number of audit committee do not prevent from restated 
financial statement. In addition, size of Audit Firm is 1101 obvious to increase the quality of 
financial statement, because there are several of big four audit firms have been appointed by 
such corporation as external auditor or some of restatements have been done by non-big four. 
This research describes the composition of independent commissioner, audit committee and 
also Audit Firms size do not influence directly to restated financial statement. 

Keywords: Restated Financial Statement; Corporate Governance; Size of Audit Firn1 
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I . Introduction 

This ~h observes disclosures surrounding restatements filed and some wording of audu opinion 
from 2003 to 2009 to describe the evidence of explanations from underlying cause of resunemcnts. 
Relying on these disclosures, we classify each restatement as having been attributed to one of the 
following four causes: (I) nn internal company error, (2) intentional manipulation, (3) 1111nsoc1ion 
complexity, and (4) some characteristic of the accounting standards (Plumlee and Yol\11. 2009). From that 
observation, restated financial statement come from internal process (corporation) and external process 
(Audit Firm) in financial statement. This means that corporation has a corporate governance mechanism 
to implement the whole of the corporate governance concept. such as independent commissioners and 
audit committee. They exist because corporation needs them to involve in financial reporting (financial 
stotement) preparation. They intervene in audit firm selection as exte11131 auditor nnd re\ iewing the 
internal control process to make sure that the financial data 1s right. 

In capital market, it is 1mponant that the corporations follow regulation to present financial staiemtnt 
fairly. Beside, they must be audited by Audit Firm. But occurrence of restated financial statement 
indic>tcs that there is something wrong in internal process or external process from financial statement 
preparation. Corporations have obligation to present the audited financial statements for corporate listed 
on the Indonesia Stock Exchange. Those events are rcl~tcd 10 restated financial statement that are 
presented to market or investors. The co1nplexity in 111casurc1ncnt and recognition of the transaclions can 
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lead to the resllltcd financial SllltemcnL This situation causes the violation in preparing the financial 
staten1cnts. 

Accounting complexity is a primary driver of restatements (Ciesielski and Weirich, 2006), which is a 
trigger for corporations to restate the financial statement. The restated financial statement leads to high 
tro1\snc1ion costs due to error in the first presenuuion. Thi~ error cnuses in misleading to interpret the 
condition of the corporation and finally influences decision making in stock market. This would a lso be 
inefficient in copital allocation and also The condition is not good for the capital market, mostly for 
invcstol'. 

The occurrence of restatement could be avoided by corporate governance implementation. Hence, it is 
necessary for corporation to implen>ent the concept of corporate governance (CG). This is part from 
corporate reformation how corporate govern well. They can reduce the agency cost resulting from the role 
of agents who try to fulfill their self-interest and also by involving outside parties of the corporation to 
nionitor how they perform good corporate governance. 

The process of preparing the financial sllltemcnts must involve the external parties as a Independent 
Auditor (Audi! Firm) 10 conduct audi1 process. Thal in\'olvemcn1 is to ensure that the financial slatemenlS 
have been presenlcd fairly and truthfully according to accounting regulation. Additionally, the 
implementation of corporate governance mechanisms is • ch:uactcristic of the corporation, as a 
manifcslation of their concern towards the highly quality of financial statements. It means 10 reduce the 
gap of knowledge beiv.oeen users and preparers which is called information asymmetry. Audil firm 
(lndependcn1 Audi1or) has an importanl role to prepare high quolity financial statement Therefore, 
selcc1ing Audil Firm (Independent Auditor) is a part of process in order to ensure the higher achievcmcnl 
for qualily of report. These issues arc the in1crscc1ion offinancia l reporting quality and audil qualily. 

II. Theoretical Review 

A. Restated Financial S tatement 

Standma Adv1SOry Group Meeting (SAG, 2008): ··we define a 'rcsllltemenl announcement' as 1hc first 
public announcement. publication date, or tiling date, that either: I) captures restalemenl, 2) reveals an 
inlent 10 restate, and 3) discusses a "concern" that correlaies to a subsequent restatemenl announcement''. 
Previously, academic researches examined restatements from di!Tencnt types of restatements, either 
unintentional errors or intentional manipulations (i e., Hennes, ~nc, and Miller 2008: Palmrose, 
Richardson, and Schollz 2004). 

Some reasons for restalements have been used 10 proxy for earnings management (Efendi, Srivas1ava and 
Swanson, 2007; Desai, Krishnamurthy and Vcnkat:uaman, 2006; Desai, Hogan and Wilk.ins, 2006), for 
accruols qualily (Doyle, Ge, and Mc Vay, 2007), for in1emal company errors from inexperienced finoncial 
exccu1ivcs (Aicr, Comprix, Gunlock, and Lee, 2005), ond for poor corporate governance (Srinivasan, 
2005). The occurrence of resla lcd financial rcporling is caused by errors in presentation. this will distort 
the price or shares in capital market The accuracy and fairness in the presentation of financial stutcmcnl,s 
have been achieved, this will reduce or eli111inate the share price distortjon. The restated financial 
s1a1cmcn1 is to indica1e 1ho1 therc is dcgrada1ion of quolily of financial sta1cmcnt. 

Those above can be reduced by corporate governance implementation and Audit Firm (lndepcodcnl 
Auditor), such as : 

I. The high quality of work from inlemal parties has been invol\ed in the process of preparing tho 
financial statements.. such as, avoiding from the l3ck of indepcndtnl commissioners- 1n\'Ol\cmcnt and 
audit comminccs. 
2. Audit Firm (Auditor characteristics) such as, the big four and non-big four external auditor. 

Resta1cmen1s have been used for internal corpora11011 errors from inexperienced financial cxccu1ive< 
(Aier, Comprix, Gunlock, and Lee, 2005), and for poor co11>0rale governance (Srinivasan, 2005). 
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B. Audit Committee and Independent Commissioner as a Proxy of Corporate 
Gouernance Mechanism 

Internally, the qua lily of fin:incial s1atcmcn1s can be obcained by 1he agent involvement of the company in 
preparing financial statements. as well as corporate governance mechanisms. Corporn1e Governance 
mechanism is useful to avoid from !he financial statements misrepresentation. Cadbury Commiuu define 
Corporate Governance : "the system by which organizations arc directed and controlled, or a set of n1le 
that define the relationship bel\veen shareJ1olders, 111nnagers. creditors, the gover11n1ent, e11rployee, nnd 
other Internal and external stakeholders in respect to their rights and resporuibilities ". 
Corporacc Governance mechanism, such as Audie Committee and Independent commissioner are pans 
from the internal process to govern corporation much better. Those two pans have played a key role in 
improving the quality of finnncial statenlcnts or to avoid the occurrence of restated financial statcnlcnt. 
The audil comminee and the Independent commissioner should inlervenc by iniliatively involving in the 
form of policy that can be channeled lhrough the media of meetings with company agents at high level or 
policy makers. 

Audit committee and Independent commissioner contribuce 10 increase level of internal control. this 
ensure for prcsenlation of financial statements that imprO\.'C the quality of financial stalcmcnt presentation 
(Srinivasan, 200S). It is likely a speech from Chainnan of the Securities •nd Exchon,gc Commission 
(SEC) about earnings management and !he quality of financial accounting practices, Arthur Levitt stoled 
lhat • ... qualified, committed, independenl, and cough-minded audit comminces represent 1he most 
reliable guardians of the public interest" (Levitt, I 998). 

C. Audit Firm Size and Audit Rotation 

Studies on the economics of audicing and !he pricing of audit services provide evidence of the big four as 
a SWTOgate for audit qualicy. The reason is big four audit firms have greaccr resources, !hey represent 
more attractive to provide external audit service thnn other audit firms. 

The other conttol is through an external mechanism as the markcl mechanism is done through Audit Finn 
(Independent Auditors). Audtt Firm (Independent Auditor) that aims to focus in the process of preparing 
the financial statements and also due to !hat matter. The Audie Firm (Independent Auditors) play an 
imponant role in ensuring 1he financial statements quality. This means lh:.t 1he Audie Firm (Independent 
Auditor) is the end-gate of financial statements process. 

The Audit Finn (Independent Auditors) can be classified according 10 the quality and reputation that !hey 
already have ii. With the reputation of Audit Firm (lndependcnl Auditors), 1hey can work perfectly to 
interprecc the whole corporation 11ansac1ion either complex or simple 11aosac1ion. It means that big four 
bas high reputation than the other. They will provide assurance to the faiIIy and truthfully presentation of 
financial statements. 

Williams (1988) argues tha1 corporations change auditors when the contracting environmenl of the 
corporation changes, when a corporation desires a more effective auditor or different services, when a 
company wants to upgrade a camished image, or to reduce audit fees. When an auditor change occurs for 
one of these reasons, the change would generally be expected to benefit shareholders. 

The changing of independent auditor can be motivated by corporate expccllltion to eamrng management, 
this is the one of factor from ouditor rotaiion. By ch•nging to a lower quality auditor (i.e. from a B 1g Six 
to • non-Big Six firm) following a modified prior audit opinion, larger levels of diircrecionary current 
accrunls (Davidson Ill el al. 2005). 

D. Preuious Research 

Loebbecke et al. (1989) snrdy found 1hn1 there wos one of the key conttibutions 10 highlighled the 
polential for audit commiuee and board governance mechanism 10 reduce occurrences of financial 
statement fraud. Agraw:ol and Chad.ha (2004) found that the likelihood of restalement of fin•ncial 
statements was significantly smaller in firms tha1 havi< audi1 comminees and independent commissioners 
including financial cxpercisc. For 1ha1 research result, there is a relationship between good corporate 
governance n1cchanism and the restated financial statcn1ents. This research 'vas inspired by the prC\1ious 
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research and this research is to conduct further observations using the variables in the audit conunitlee 
and independent con1missioners that they have a relation.ship to restated financial staten1ents. 13achtiar 
and Veronica (2005) use a variable o restated financial statements as the dependent variable by using as a 
dum1ny variable. The result shO\VS that the corporate governance mechanism may reduce the errors that 
\Vill occur, or avoid the mistaken in the financial statements. 

C-0rporate's audit committee is in charge r.he process of preparing the financial staten1ents and for the 
presentation of infonnation derived fron1 financial staten1ents can be tested, reliable and relevant. Klein 
(2002) found a negative correlation betwee11 the audit committee with earnings management Therefore, 
the existence of an audit co1nn1ittec can avoid the occurrence of the presentation of false and inaccurate. 
The results of this study indicate that the concept of corporate governance mechanisms will increase the 
quality of financial statement presentation. At present, this is a global demand of doing good business 
practices that resulted in a more transparent and the higher quality of inforrnation from financial 
statements. 

Implementation of GCG can be seen by tluough the presence of audit commiuees and independent 
commissioners and from GCG can play an important role improving the qualify of the presentation of 
financial statements or to avoid the occurrence of errors in financial statement presentation. This n1eans 
that \Viii reduce or eliminate the occurrence of restatement of financial s1atcmcnts through that actively 
involvement of audit committees and independent commissioners in preparing the financial statements. 

Audit Firrn (Independent Auditor) is a external party to influence the quality of financial statements, 
because from this party the financial statement can be presented. Therefore, the size of external auditor is 
to characterize the capacity building from that external auditors. The External Auditors in the big four 
will have the ability in conducting the good audit process, because they have good human resources, good 
infrastructure and other system to support that work.Usually, they have had a lot of experience in 
providing services to corporates or clients. 

ill. Research Method 

Research Design 

The design of this study is like a descriptive research, which is a study to find the facts with the 
interpretation. The descriptive study aims to describe the characteristics of the variables that have a 
connection or relationship with the object to be observed (Sekaran & Bougie, 20 I 0). This research is also 
a translation and explanation of a causal association which aims to determine whether there is a 
correlation bctv.reen corporate governance mechanism and auditor characteristics 'vith the restated 
financial statements. With the implementation of corporate governance mechanism will affect the process 
of financial statements preparation and this will avoid from the restated financial statement. The 
composition of independent commissioners and audit committee will also have a relationship of financial 
staten1ent presentation quality and also the independent auditors can influence to. 

The composition of independent comm_issioners and audit committee mernbers are variables that can be 
associated with the restated financial statements. The composition of independent con1rnissioners and 
audit conlnliHee 1nen1bers can influence the higher the quality of financial reporting. This is to indicate 
the corporations a.void the occurrence of rcsuned financial statements. 

B.Sample 

Our san1plc \vas selected fron1 audited financial statcnlcnt by revic,ving the statement of auditor opinion 
and annual report. 1\nnual report is identified by using key-\vord searches for restate1ncnts (c.g.1 restate, 
revise, adjust, error). Tbe research is to select the right sample by filtcrization. Filterization is only to find 
those corporations that really to make errors and they can be read from their audit statement (audit 
opi11ion statement). 
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IV. Result and Analysis 

A. Descriptive Data 

The total corporation is listed in Indonesia Stock Exchange thar rbere are 36 corporarions 10 restare 
finnncial si.11emen1 by periods from 2004 up to 2009.Thcn. the research is to select the right sample by 
filtcrization from 36 corporation. By filteri:tarion, the research find 11 corporates only. 

B. Corporate Gouernance Mecltani.9m (CGM) 

B.1.Audit Committee (AC> 

The description of Audit Committee in resrated finnncial statement is shown in table IV.I.: 

Table IV.I. Committee Audit 

No Ran•e of Members #of Co-ration MembersT·-
I Up lO 3 members 8 I Ind.Commissioner 

2 Outside Com. 
2 More than 3 Members 3 I ind. Commissioner 

3 Outside Com. 

Based on the above !able there are 11 corporations facing lower quality in financial presentation. From 
the 11 corporations, there is a difference between the category of up to three members in audit committee 
member and more than three members. There arc eight corporations in the category of up lO three 
memben. There arc only three corporations in the category of more than three members. The number of 
corporations from the category of up to three members is less rhan to the category of more than three 
members. This is to indicate even that corporations have audit committee members, they are not free from 
nilitaken of reporting. Audit commiuec members should contribute lO detect if there is mistaken. 

From 11 corporations are only three corporarions from the category of more than three audit committee 
members that indicate lO be able lO detect reporting errors or mistaken. For remaining eight corporations 
have ability lO detect errors reporting from the category up to three members. From this situation that 
audit committee members is not really to provide a guarantee that prevent from error reporting. 

B.2. Compos·itign ofCommissjoners Board 

The composition of commissioners board from outside corporations has been demanded by public. This is 
lO ensure corporations should ethiccally govern their business activities. The outside corporation is called 
Independent Commissioner (IC) and IC should have more experience, well known and good reputation. 
The research have found the composition of Board Commissioner that ha\e restated their financial 
statement, for as below: 

Tabel Vl.2. Board Commissioner Composition 

No Ran•e level of members Number of Co~oration Con1n.l\silion 
I Up to 3 members 4 llC 

2 Not·IC 
2 4 up to 5 members 3 I IC+ 4 Not IC (I) 

2 IC + 3 Not IC 12\ 
3 More than S members 4 2 IC+4 Not IC (2) 

2 IC+ S Not IC (I) 
2 IC + 6 Not IC (I) 

The nbove table describes that there are three categories, for as follows : 
I. Up lO three members category contains to one Independent Commissioner (IC) and two Not· 

Independent Commissioners (Not-IC). 
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2. Four members up to five members category contains to one Independent Commis•ioner (JC) and 
two Not-Independent Commissioners (Not-IC) and the other one contains to two Independent 
Commissioner (JC) and three Not-Independent Commissioners (Not-IC). 

3. More th.1n five members category contains to two Independent Commissioner (IC) and four Not
lodcpendcnt Commissioners (Not-IC), two Independent Commissioocr (IC) and five Not
lndependcnt Commissioners (Not-IC) and the other one con10ins 10 two Independent Commissioner 
(IC) and six not-Independent Commi<sioners (Not-IC). 

The number of corporation is for each category, for._, follows: 

I. There arc four corporations for the first category. 
2. There three corporations for the second category. 
3. There four corporations for the third category. 

This is to indicate even that corporations have one member or two members IC, they do not prevent from 
mistaken of repor1ing. 

JV.c. Audit Firm Size (Independent Auditor) 

W.c.1. Audit Firm Size 

Audit Finn Siu (Independent Auditor) should influence t.hc quality of financial statement, it means 
Independent Auditor from the Big Four (BF) arc more qualified than Not-Big Four (Not-BF). BF has 
many clients, more experince, good reputation, good infrastucture and good human resources. Now. the 
research have found such as in the below: 

Table IV.e-1. Before and At the Restated Financial Statement 

No Dcscrintion The Number Exnlaination 
I BF Before Restated s From Big Four 

Not-BF Before Restated 6 From Not Bio Four 
2 BF At the Restated 4 From Big Four 

Not-BF At the Restated 7 From Not Bi2 Four 

In the above table has indicated that it is not to support that there is a relationship between Audit Firm 
Size and the quality of financial statement. Because Audit Firm from before restatement indicates that 
there arc fil.'e Audit Firm from the Big Four. This number is from 11 audit firm of total restatements. 
Hence, almost nn half from the tollll number of restatement indicate to have lower quality in financial 
sta1emenL 

After restatc1ncn1, it is only four fron'I the big four, ii rnean~ they are four audit finns 10 contribute to 
increase the financial statenlent. Thnt condition is vice versa with Not Big Four Audit Finns, because Not 
Big Four Audit Firms indicate high quality in audit by finding the erroneous from the previous audit 
result. This is not good for the reputation of Big Four Audit Firm, because Big Four Audit Finn should 
have good performance. 

IV.c.2. A udit Jlirm Switch (Rolqtionl 

Restatenlcnt of financial statcrncnt occurs because Independent Auditor finds sorncthing error frorn the 
financial s1n1c1ncn1. 'fhe n101iva1ion of ~uditor rotation cnn increase the quality of financial s1atctc1ncnt 
Hence, the restated financial state1ncnt does happen and it cnn be se~n tOr the table IV.c.2: 

No 

2 

The 
of r, 
Stole 

scvc 
Base 
bctw 
can i 
Four 
occu 

v.c 

A.Ca 

Thea 

I. 

2. 

3. 

B. r. 

Thcr 

c. S' 

I. 

2 

3. 

4. 
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Tabtl IV.c.2. Auditor Swi1ch 

No Swi1eh/Withou1-Swi1ch Number Descrin11on 
I Among Big Four 
3 Among Not-Big Four 

I Switch 0 Big Four - Nol-Big Four 
Not-Big Four - Big Four 

0 

2 Witbou1 Swilch 3 Big Four 
4 No1-Bi2 Four 

The above table indica1es that is no1 strong enough 10 suppon Audit Firm swiich can increase the qualiiy 
of finan<:ial statcmcni, because the fact is wi1hout auditor swiich can increase the qualiiy of finan<:ial 
statement The fact is only four occurences for auditor swiiching and the others wilhoul swiiching are 
seven occurences. Moreover, from this table can be seen tha1 No1-Big Four is much better than Big four. 
Based on lilerarurc, Big Four should be much better than No1 Big Four. Bui the research can analyze 
between Big four and Not-Big Four, the number from Not-Big Four is more than Big Four. Those thing 
can indicate that it is not always Big Four can p.:rform good qualily audit, because there are 7 Not-Big 
Four can perform to find something error from the financial statement. But for Big Four is only 4 
occurence. 

V. CONCLUSION, LIMITATION AND SUGGF.sTION 

A.Conclusion 

The re&earch result conclude for as below: 

I. The research can not proof that CG mechanism ensure to prevent from error reponing, even 
corporations incrca.~e the number of member from Independent Commissioners and Audit 
committee. 

2. The research describes that Audit Firms size is not always to ensure prevent from error reporting. It 
means Audit Firm from the Big Four are not always much better than Audit Firms from Not-Big 
Four. 

3. 3.Tbe rescan:b describes that Auditor switcbs (rotations) indica1e to ensure corporations can detect 
or find error n:poning. 

B. Limitation 

The research has some limitations such as: 

I. The period is only between 2004 - 2009. 

2. The research is only to include the corporations have done 1he restated financial stalement. 

3. The research does not classify the type of error from the res1a1ed financial s1atement. 

4. The rescan:h model is only <kseription research model and the research is only to describe it. 

C. Suggestion 

I. The research hus 10 cx1cnd the periods. 

2. The research should in<:lude the corporations that do not restate the financ13l smemcnt. 

3. The research should identify and clossify the type of error from the res1a1cment. 

4. 4.The research should develope 1he 01her research mode and more in depth analysis. 
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