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5. Conclusion

According to the earnings management hypothesis, managers manipulate earnings upwards to mislead investors into believing that
the firm has better operational performance and a higher value than it actually does by engaging in earnings management prior to
implementing financing policies. Once the earnings management is reversed, the firm's deteriorating operational performance forces
investors to reconsider the value of the firm, thus imposing negative investment returns on investors. This study explores whether such
external financing anomalies are associated with the managers' use of earnings management strategies and whether the choice of an
earnings management strategy is affected by the presence and effectiveness of an ERM structure.

In 2004, the Committee of Sponsoring Organizations of the Treadway Commission (COSO) issued its integrated framework for ERM,
which depicts key concepts for managing organizational risk and connects this structure with business strategy and objective setting
such that it stresses the importance of daily managerial decision making, control, and accountability (Arena, Arnaboldi, & Azzone,
2010). The innovative ERM system concept incorporates not only internal controls but also risk management. Under such a framework,
ERM is expected to improve performance and create firm value by reducing overall risk that deviates from normal operating conditions
or is likely to result in firm failure. Although COSO's ERM framework has been popular in the U.S. since its issuance, it is a relatively new 
development in the Taiwanese capital market. Therefore, our research provides a pertinent investigation by constructing an ERM index 
using Taiwanese data and a contingency perspective, and by applying this measure in the context of managerial decision making and 
business practice.
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