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NOTICE A124

27 August 2002

CORONET EQUITIES (PTY) LTD – CRIMINAL PROSECUTION
Derivatives members are advised that Coronet Equities, a former broking member (equities) firm of the JSE, was declared to be in default on 3 May 1999 as the firm was unable to meet its commitments to the JSE Equity Clearing House.

In terms of its settlement guarantee obligations, the JSE ensured that all of Coronet Equities’ open transactions with the Clearing House were settled.  Although the JSE had to provide a certain amount of funds to achieve this, we were ultimately fully compensated, partly by Coronet Equities and partly by the JSE’s In & Out Insurance Policy.

Two senior executives of the firm, Elaine Price and Paul Esterhuizen, were subsequently arrested on suspicion of fraud and theft of client assets.  The JSE Surveillance Division, with the assistance of forensic accountants, conducted an extensive investigation into the circumstances which gave rise to the failure of the firm and the actions of Price and Esterhuizen.

Numerous clients of Coronet Equities instituted claims against the firm in respect of irregular transactions on their accounts, including the apparent misappropriation of funds and securities.  Each of these claims was investigated and all clients with valid claims were fully compensated through the JSE’s In & Out Insurance Policy.

The Surveillance Division subsequently assisted the Directorate of Public Prosecutions in compiling the indictment in respect of the charges against Price and Esterhuizen and gathering and analysing the evidence necessary for a successful prosecution.  An examination of the information contained in the JSE’s Surveillance System and the records of Coronet Equities maintained on the BDA system enabled each of the fraudulent transactions to be identified and assisted in identifying the persons responsible for those transactions.

The investigation by the Department of Public Prosecutions also resulted in charges being laid against the former Compliance Officer of Coronet Equities, Gregory Kangleas, in respect of his involvement in certain of the fraudulent transactions and his failure, as the Compliance Officer, to report the fraudulent activities of Price and Esterhuizen to the JSE.

The JSE wishes to advise members that the prosecution of Price, Esterhuizen and Kangleas took place in the Pretoria High Court on 26 August 2002.  The three accused pleaded guilty to numerous counts of fraud and theft, as summarised below, and were sentenced as indicated.

Paul Esterhuizen

· 9 counts of theft of client assets totalling R20,9 million.

Sentence:
12 years imprisonment of which 4 years is suspended.

· 8343 counts of fraud relating to transactions on the JSE on fictitious or front accounts for which the accused was responsible but for which there was no reasonable expectation of settlement.

2493 counts of fraud relating to bear sale transactions on the JSE which were knowingly not disclosed as such in order to misrepresent the nature of the transactions to the JSE.

43 counts of fraud relating to transactions on the JSE between fictitious or front accounts of which the accused was the beneficiary, in order to create the false impression that positions taken on the accounts had been settled, when in fact the transactions merely had the effect of transferring the positions from one account to another.

Sentence:
12 years imprisonment of which 4 years is suspended.

The sentences in respect of all of the above counts of theft and fraud will run concurrently, therefore Esterhuizen will serve an effective jail sentence of 8 years.

Elaine Price

· 5 counts of theft of client assets totalling R15,6  million.

Sentence:
15 years imprisonment of which 5 years is suspended.


· 1 count of fraud relating to a misrepresentation to the JSE Surveillance Division in respect of the introduction of a subordinated loan to cover a capital shortfall, when the funds deposited into the firm did not in fact represent a genuine loan.

Sentence:
10 years imprisonment.


· 13431 counts of fraud relating to transactions on the JSE on fictitious or front accounts for which the accused was responsible but for which there was no reasonable expectation of settlement.

3170 counts of fraud relating to bear sale transactions on the JSE which were knowingly not disclosed as such in order to misrepresent the nature of the transactions to the JSE.


46 counts of fraud relating to transactions on the JSE between fictitious or front accounts of which the accused was the beneficiary, in order to create the false impression that positions taken on the accounts had been settled when in fact the transactions merely had the effect of transferring the positions from one account to another.

221 counts of fraud relating to fictitious or false journal entries and cash transactions between fictitious or front accounts for which Esterhuizen and Price were responsible, in order to create the false impression that transactions on these accounts had been settled and intentionally understate the firm’s capital adequacy requirements.

Sentence:
15 years imprisonment of which 5 years is suspended.

The sentences in respect of all of the above counts of theft and fraud will run concurrently, therefore Price will serve an effective jail sentence of 10 years.

Gregory Kangleas


· 1 count of fraud relating to exercising his functions as the firm’s Compliance Officer and in so doing acting in common purpose with Price to misrepresent the true nature of the firm’s capital shortfall by creating the false impression that a subordinated loan had been introduced into the firm, when he knew that the funds deposited into the firm did not in fact represent a genuine loan.  Kangleas failed to report this to the JSE Surveillance Division and by his silence prevented the discovery thereof.

Sentence:
5 years imprisonment all of which are suspended.


· 889 counts of fraud relating to transactions on the JSE on fictitious or front accounts for which Price and Esterhuizen were responsible but for which there was no reasonable expectation of settlement.  


96 counts of fraud relating to bear sale transactions on the JSE which were knowingly not disclosed as such in order to misrepresent the nature of the transactions to the JSE.


35 counts of fraud relating to transactions on the JSE between fictitious or front accounts of which Price and Esterhuizen were the beneficiaries, in order to create the false impression that positions taken on the accounts had been settled when in fact the transactions merely had the effect of transferring the positions from one account to another.

Kangleas also acted in common purpose with Price and Esterhuizen in the fictitious account transactions, undisclosed bear sale transactions and false journal entries and cash transactions between fictitious accounts which Price and Esterhuizen executed, in that, as the Compliance Officer, he had knowledge of these transactions and the true nature of the accounts but failed to disclose this to the JSE Surveillance Division.


Sentence

5 years imprisonment all of which are suspended

The sentences in respect of all of the above counts of fraud will run concurrently. 

The above sentences illustrate the serious consequences for persons who abuse their position of trust in the financial community and who abuse the structures and the rules put in place by the JSE to protect the integrity of the market and the interests of investors and member firms.

This case follows extensive co-operation between the JSE and the Specialised Commercial Crime Unit and Directorate of Public Prosecutions in protecting the integrity of the South African financial markets.
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