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Abstract

According to The Internal Control of Basic Principles™ definition, “ The internal
environment is the basis for the enterprise to implement internal control, generally
including governance structure, institutional arrangements and responsibilities
alocation, internal audit, human resources policies, corporate culture and so on.”
Control activities are the policies and procedures that help ensure management
directives are carried out. The internal environment is the basis of the control
activities. Only did the control activities fully consider the characteristics of the
internal environment when implementing, the effectiveness of the control activities
and goals of internal control could be guaranteed.

Since the 1980s, financial innovation 's acceleration, loosing global financial
regulation and support for mixed-operation of financial institutions on policies has
created a number of financial institutions giant, followed by unauthorized trading
fraud from the proprietary trading and had a huge negative impact on the entire
financial system. In September 2011, the unauthorized and fictitious trading caused
by Kweku Adoboli, who is an employee in Global Synthetic Equities business unit
of UBS AG was found to result in a great losses of 2 billion dollars, making UBS
who is just recovering from financial crisis suffer huge losses on property and
reputation.

The case focuses on UBS unauthorized trading fraud and explores the origin
through discussion on control environment which includes governance structure,
internal audit, human resources and compensation plans, corporate culture and other
factors, control activities and relationship between the two. And by the collection of
changes on external financial regulatory environment and same type unauthorized
and fictitious cases, the case further discusses the feasibility and effect of
‘Dodd-Frank Act’'s proposa on separating proprietary trading from financial

institutions and common origin of similar cases and puts forward targeted



suggestion, wishing to be alittle beneficial to the prevention of similar incident.

The article is divided into five parts. The first and second part is the
Introduction and reviews of the literature and related concepts. The third part is the
introduction of UBS AG and UBS unauthorized and fictitious trading. The fourth
part is the analysis from aspects of the internal environment and control activities as
well as perspective of stakeholders. The fifth part is the suggestions to the case and

the inspiration.

Key words: Internal Control; Internal Environment; UBS AG; WUnauthorized
Trading;
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