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      Introduction

      On the morning of March 12, 2009, Bernard Lawrence Madoff stood inside courtroom 24-B on the twenty-fourth floor of the Daniel
         P. Moynihan U.S. Courthouse in downtown Manhattan. Outside, a strong, wintry spring wind blew, but inside the air was stuffy
         and hot with tension. The seventy-year-old Madoff sat just past the wooden barrier that separated the public seating gallery.
         He did not look at anyone, just stared straight ahead, as everyone in the room and on the closed-circuit television watched
         his every move. Always impeccably dressed, Madoff wore a bespoke business suit in his trademark charcoal gray, paired with
         a lighter gray silk tie. He was flanked by four attorneys, two on either side of him. His longtime lawyer, Ira Sorkin, was
         seated on his immediate right, and another attorney, Daniel Horwitz, sat to his left. In front of Madoff and his lawyers were
         another table and chairs, full of federal prosecutors, but Madoff could see only the backs of their heads.
      

      Just a few months before, Madoff had commanded the respect and admiration of Wall Street, of his wealthy friends and his charities,
         of his thousands of investors and believers. But on this day, he commanded nothing and no one, except his own voice. On this
         morning, at ten a.m. exactly, Madoff faced up to 150 years in prison on eleven criminal counts.
      

      Madoff rested his fingers on the top of the table in front of him and occasionally took a sip of water from a glass. As U.S.
         District Judge Dennis Chin entered, everyone in the room stood, including Madoff, the phalanx of attorneys, dozens of reporters,
         and a court sketch artist. There was also a mob of angry Madoff investors, calling themselves “victims” and “casualties,”
         who had come to seek vengeance on the man who had done them wrong.
      

      “You wish to plead guilty to all eleven counts?” Judge Chin looked up matter-of-factly and spoke somewhat kindly to Madoff.

      Nodding his head of wavy, pewter-colored hair, Madoff listened and answered calmly throughout Judge Chin’s many questions
         and clarifications that followed: “You understand you are giving up the right to a trial? If there were a trial, you could
         see and hear witnesses, offer evidence on your behalf,” and so forth. Judge Chin wanted to make sure this was what Madoff
         had chosen: to plead guilty, and thus not to cooperate with the government’s investigation or to indict anyone else in his
         crime, the $65 billion Ponzi scheme that was proving to be America’s largest financial fraud ever. No, Madoff didn’t want
         a public trial; he didn’t want to have to point the finger at anyone else. Given the scope of the charges against him, it
         was a stubborn move.
      

      To each question, Madoff answered, “Yes, I do.” Madoff was waiving his right to due process in a court of law. He was going
         to plead guilty and would alone admit to everything he was charged with, including securities fraud, mail fraud, wire fraud,
         money laundering, making false statements, and perjury.
      

      And that was exactly how he wanted it.

      Madoff’s blue eyes looked weary and his expression resigned. No longer was he sporting that insane-looking smirk, the smile—of
         what? the unburdened?—that had incensed everyone who had seen him walking around freely while he was out on bail in the days
         after his December 11, 2008, confession and arrest. Now, three months later, the smirk had vanished. He began wringing his
         hands. One of the prosecutors in front of him, Acting U.S. Attorney Lev Dassin, stood up to address the court. “The charges
         reflect an extraordinary array of crimes committed by Bernard Madoff for over twenty years,” Dassin said. “While the alleged
         crimes are not novel, the size and scope of Mr. Madoff’s fraud are unprecedented.” Assistant U.S. Attorney Marc Litt, the
         chief prosecutor in the case, then stood up and told the judge that Madoff could face up to 150 years in prison under federal
         sentencing guidelines.
      

      Finally, it was Madoff’s turn to speak. The room stilled.

      “Mr. Madoff, tell me what you did,” Judge Chin said.

      Madoff had prepared a statement, which he read out loud from stapled paper pages. He took full blame. He wasn’t going to cooperate
         with the prosecutors, wasn’t going to help them out and bargain for leniency or a lesser sentence. He wasn’t about to indict his family or anyone else for helping in this fraud—a fraud so large,
         encompassing more than four thousand client accounts, that even the Nobel Peace Prize winner and Holocaust survivor Elie Wiesel,
         whose charity had lost millions, had been driven to calling Madoff “a thief and a scoundrel” in public.
      

      Madoff wanted everyone to believe that the crime was his and his alone—even though investigators suspected that his wife,
         his sons, his brother, and other relatives and top lieutenants helped carry it out, albeit perhaps unwittingly. The only other
         person indicted had been David Friehling, Madoff’s longtime accountant. Friehling later pleaded not guilty to securities fraud,
         aiding and abetting investment adviser fraud, and four counts of filing false audit reports with the SEC.
      

      Madoff’s voice was a strange blend of Queens-accented Noo Yawk and a soft but firm monotone: “Your honor, for many years up
         until my arrest on December 11, 2008, I operated a Ponzi scheme.… I am actually grateful for this first opportunity to publicly
         speak about my crimes, for which I am so deeply sorry and ashamed.… I am painfully aware I have deeply hurt many, many people.
      

      “When I began my Ponzi scheme, I believed it would end shortly and I would be able to extricate myself and my clients from
         the scheme. I am here today to accept responsibility for my crimes by pleading guilty and, with this plea allocution, explain
         the means by which I carried out and concealed my fraud.… I always knew this day would come. I never invested the money. I
         deposited it into a Chase Manhattan bank.”
      

      Madoff’s statement took only about ten minutes, and while he spoke he did not turn to or eye the packed crowd in the gallery.
         When he finished, he sat down, and the courtroom broke out into a series of murmurs. Madoff would not have to spell out any
         details of his crime, nor would he implicate anyone else. There was just his guilty plea and no further explanation.
      

      The tension crescendoed, for now it was time for three victims to make short statements. The first, George Nierenberg, took
         the podium and glared over at Madoff.
      

      “I don’t know if you’ve had a chance to turn around and look at the victims!” Nierenberg snapped.

      Madoff then glanced over his shoulder, but Judge Chin admonished Nierenberg to return to the argument at hand. For what reason,
         if any, should the judge not accept Madoff’s guilty plea, and not send him to jail?
      

      A filmmaker whose family had lost everything, Nierenberg wanted to know why there was no conspiracy charge by the government—surely
         there were other people who had helped Madoff in his decades-long fraud who should be held accountable too. “He didn’t commit
         this alone. I’m not suggesting that you reject the plea, but that there is another count to consider,” Nierenberg said. Madoff
         had just said that the fraud had started in the early 1990s, but even the prosecutors disputed that claim, saying they thought
         it had started much earlier.
      

      The second victim to address the court, Ronnie Sue Ambrosino, pointed out that the full extent of Madoff’s crimes might never
         be uncovered if he was not forced to provide more information. Madoff’s two sons, Mark and Andrew, and his brother, Peter,
         worked at the same firm too but had not been charged in the Ponzi scheme.
      

      “Judge, I believe you have the opportunity today to find out where the money is and who else is involved in this crime,” Ambrosino
         said. “And if this plea is accepted without those two pieces of information, I object to it being taken.”
      

      After the victims had made their statements, Judge Chin nodded and thanked them for speaking. Then he ordered Bernard Madoff
         remanded to prison. He would be sentenced three months later, in June 2009.
      

      Applause broke out in the courtroom. The thief would not be going back to his million-dollar penthouse apartment on the Upper
         East Side of Manhattan, where he had been under house arrest for the previous three months.
      

      Outside the courthouse, at 500 Pearl Street, near the intersection of Pearl and Cardinal Hayes Place, the people who had invested
         with Madoff felt eerily unsatisfied. Some got a small thrill from seeing and hearing the metal handcuffs click around Madoff’s
         wrists as Judge Chin ordered Madoff to prison for the first time since his confession to the FBI.
      

      “He wasn’t speaking the truth. It was a disgrace to the court,” said Brian Felsen, a twenty-three-year-old Minnesotan whose grandfather had invested with Madoff in the 1980s. “I’m happy my grandfather
         didn’t live to see this. His life’s work was stolen. He would have been horrified.” Felsen’s family had come to Madoff through
         Minne apolis-based money manager Michael Engler, a pillar of the local Jewish community who’d also been duped by Madoff. “To
         see Madoff in the flesh…” Felsen said. “It opened the wound.”
      

      Other victims couldn’t have cared less that Madoff had pleaded guilty and would probably go to jail for life—the time he served
         would not repay the lives he hurt. Adriane Biondo of Los Angeles asked out loud on the sidewalk, among a crowd of reporters
         and Madoff victims, “Where’s the money, Bernie?”
      

      Where was the money? It was a question that everyone across the nation—and the world—had been asking ever since news of the scam had
         broken. Was it in London, where two of Madoff’s longtime fund-raisers had set up an office? Was it in Switzerland, where Madoff
         had successfully courted Swiss banks like Safra Bank and Edgar de Picciotto’s UBP? Was it in Asia, even, where Madoff had
         traveled in a desperate last bid to raise money before the scam unfolded?
      

      Just three months earlier, Bernard L. Madoff had been relatively unknown outside of the close-knit circles of Wall Street.
         Now Madoff was a household name, a verb meaning “to rip off,” as in, “I was Madoffed.” His name was now equated with a crime
         bigger than Enron, bigger than WorldCom, bigger even than those of Charles Ponzi himself, the man whose name would grace the
         type of scheme that Madoff had taken to a whole new level. Madoff’s crime spanned the world and involved tens of billions
         of dollars, all of which had seemingly vanished overnight.
      

      Among financial traders on the Street and within the halls of the Securities and Exchange Commission (SEC), the government
         agency that regulates financial institutions, Madoff had been a prominent figure for decades. “Bernie,” to those who knew
         him well, and his brother, Peter, had made names for themselves in the 1970s and 1980s by starting a then-revolutionary electronic
         trading business. Their system, which allowed them to buy and sell stocks in seconds—instead of hours or even days—helped
         promote a onetime backwater exchange known as the NASDAQ. Today it is one of the largest trading venues in the world. Aside
         from a few close associates, few of Madoff’s Wall Street contemporaries ever suspected that he was at the same time pulling off one of the greatest cons in history.
      

      Madoff had also made a name for himself in Washington, D.C., and specifically on Capitol Hill, as a generous donor to both
         Republican and Democratic election campaigns and as an aggressive lobbyist for stock market restructuring. Wall Street regulators
         knew Madoff because, as an expert on market structure and trading, he sat on committees and volunteered as an adviser to the
         SEC. At elite beach clubs in Palm Beach and Los Angeles, ski resorts in Switzerland, and aristocratic dinner parties in London,
         Madoff was highly sought after, but only a few actually knew him. “Bernie,” as he was also known to his investors, would manage
         your money and promised a guaranteed 10 percent, even 12 percent or higher, annual return—as long as you didn’t ask any questions.
      

      Until his arrest in December 2008, however, Madoff was relatively unknown outside the financial world. It wasn’t until he
         admitted to his massive $65 billion fraud scheme over the course of—potentially—several decades that Main Street began to
         take notice.
      

      Overnight, America came to know Bernard Madoff as a man living a life of luxury and deception—not just for months or years,
         but possibly for his entire adult life—paid for with other people’s money. It quickly became apparent that much of the vanished
         money had never existed except on paper. The numbers represented profits that Madoff told investors he had made for them,
         when in fact he had spent the money they had given him and not invested it at all. The exact amount of actual money lost may
         never be known. What we do know is that, for decades, Madoff looked his investors in the eye with a smile, shook their hands,
         and never showed any indication—let alone remorse—that he was robbing them blind. He fooled his closest friends and family,
         as well as hundreds of university endowments, charities, and pension funds; he stole people’s hard-earned savings, their futures,
         and their dreams by faking investment returns under the cover of a legitimate Wall Street firm. And when he was caught, there
         was little recourse for his victims because, by then, the money had disappeared. Such is the nature of the pyramid scheme.
      

      Madoff’s crime, painstakingly carried out over many years, was audacious but based on a simple premise: he paid earlier investors
         with later investors’ money. This type of scam was made famous in America at the turn of the twentieth century by Charles Ponzi. Although he was not the first to engage in the practice, Madoff expanded the
         scam across decades and on a multibillion-dollar scale. The effects of Madoff’s lies rippled across the globe, and when he
         was exposed, investors around the world wondered how he could have managed such a vast fraud for so long without regulators
         catching on, despite numerous red flags and warnings.
      

      This is one of the many revelations that infuriated Madoff’s victims. How did regulatory agencies such as the SEC or FINRA
         (the Financial Industry Regulatory Authority), which are charged with monitoring financial institutions, fail to notice that
         one man was operating the largest Ponzi scheme in history? The SEC has said it found no evidence of foul play at Madoff’s
         firm, but there were plenty of warning signs that something was amiss.
      

      In the spring of 2001, I first heard about Bernard Madoff while working for Barron’s magazine. Several of my contacts mentioned his name to me and told me he was a hotshot in the hedge fund world, churning
         out consistent 15 percent annual returns on investments despite fluctuations of the market. Like legendary hedge fund managers
         George Soros and Julian Robertson, Madoff supposedly ran a $6 billion hedge fund, but unlike Soros or Robertson, Madoff’s
         performance numbers never seemed to show up in any of the usual databases or magazines. Strangely, Madoff asked his investors
         not to tell anyone he was managing their money; investors were intensely loyal to Bernie and were willing to keep their money
         with him for years. But others I spoke to were wary of Madoff and said his investment strategy did not make sense; even experts
         in his so-called strategy couldn’t duplicate his returns. After no luck getting an interview, I phoned his office one more
         time to say the story was running anyway. Suddenly, he was made available. Over a scratchy international phone line, Madoff
         told me he was in Switzerland; I asked Madoff how he was able to accomplish his amazing returns. “I can’t go into it in great
         detail. It’s a proprietary strategy.” Madoff further dismissed skeptics who tried to reverse-engineer his secret formula,
         saying they “didn’t do a good job. If he did, those numbers would not be unusual.” He sounded untroubled, affable, and didn’t
         tell me much of anything.
      

      In May of that year, my article on Madoff ran in Barron’s. It quickly became watercooler fodder in Wall Street circles as it questioned how Madoff could be making such great returns
         using a strategy that other investment professionals could not replicate. Unfortunately, despite the buzz generated by my
         article, the SEC, Madoff’s investors, and others connected to the scam turned a blind eye. Madoff continued to recruit unsuspecting
         clients around the world.
      

      I was not alone in my suspicion of Madoff. A week before my article ran, Michael Ocrant, a reporter at the industry publication
         MAR Hedge, published a similar story asking the same questions. His article received the same response: immediate buzz but otherwise
         a surprisingly lackluster reaction by those who could have intervened. Harry Markopolos, a financial analyst who had been
         introduced to Madoff’s firm in 1999 and was familiar with the strategy Madoff said he used—known as the “split-strike conversion”—realized
         that Madoff was running a fraud and made it his mission to expose him for the thief he was. Unfortunately, despite Markopolos’s
         years of attempts to out Madoff—including warning the SEC on multiple occasions—Madoff continued to fly under the radar.
      

      Madoff’s story is not just that of a financial mastermind and criminal. It is a complex, ever-changing, and expanding tale
         of a fraud of unprecedented proportions. How did Madoff defraud so many of his clients? How did human nature and his investors’
         willingness to delude themselves play a role? In a sense, the fraud was a vast, unwitting conspiracy among Madoff, his colleagues,
         family, friends, and investors. The conspiracy perpetuated a fantasy. Madoff promised returns that were too good to be true,
         and everyone else conspired to believe his unbelievable promises. Madoff was a master illusionist.
      

      There are many frustrating questions looming over l’affaire Madoff. Why would one of Wall Street’s icons create a web of so much deception and rob so many people of what would amount
         to billions of dollars of their money? Why did Madoff’s investors put all their financial eggs into one basket, including
         what they’d intended to bequeath to children and grandchildren? Why did so few people heed the warning signs that were evident
         all around Madoff? What motivated Madoff? Was one month of losses enough for him to start faking returns? What was the turning
         point, the moral line of demarcation between just some lax business practices and a much larger betrayal? Was Madoff a good person covering up a bad decision, or was he a lifelong sociopath?
         Who helped him perpetuate the fraud: his family, the feeder funds who enabled him, or people inside the regulatory agencies?
         Are there other Madoffs in the hedge fund world, and if so how can they be found out and stopped? Perhaps one positive to
         come out of this breathtaking crime is that secretive hedge funds will be dragged out into the light for public scrutiny,
         and there will be fewer shadows where crooks like Bernie Madoff can hide.
      

      —Erin E. Arvedlund

      June 2009

      erinarvedlund@yahoo.com

   
      
      
      
      Chapter One

      
      
    At just after eight o’clock on the morning of Thursday, December 11, 2008, FBI agent Theodore Cacioppi and another agent presented
         themselves to the doorman at 133 East Sixty-fourth Street in Manhattan. Outside on that gray morning, the twelve-story prewar
         apartment building on New York’s tony Upper East Side didn’t stand out as special, but inside the space reeked of money. Just
         past the outside awning and entrance is the lobby, replete with leather chairs and live orchids, understated and sumptuous.
         The wealthy tenants don’t want or need to advertise their affluence, but their prosperity and lives of luxury are obvious.
         In the past, the building, between Lexington and Park avenues just three blocks east of Central Park, had housed its share
         of famous tenants, including heirs to the writer Henry James. The residence was profiled in an issue of The New Yorker in 1927, the year of its construction. Today the famous occupants, several of whom are billionaires, range from Wall Street
         tycoons to Matt Lauer, the crooked-smiling anchor of the Today Show.
      

      The older couple that Agent Cacioppi and Agent B. J. Kang were about to meet had lived in the building since 1984, when the
         wife smartly purchased the palatial spread in the midst of a New York real estate bust. Today the agents took the elevator
        to the penthouse apartment, 12A, the couple’s $8 million, ten-thousand-square-foot home.
      

      Agents Cacioppi and Kang didn’t have to wait long at the door. They had been expected. The FBI had been summoned to the apartment
         after the New York branch received puzzling phone calls the evening before. The two sons of the man who lived in apartment
        12A had contacted federal officials to turn their father in. They had asked their lawyer to contact Wall Street regulators,
         who then called New York’s Southern District prosecutors, who then alerted the FBI. The sons had made emotional statements, claiming that their father, Bernard Lawrence Madoff, a pillar of Wall Street, was a fraud.
      

      It sounded like a joke. Cacioppi didn’t know exactly what to believe. The suspect’s sons claimed their father had defrauded
         his investors and family members out of $50 billion, possibly more. If that was true, the man who lived in this splendid apartment
         was the biggest con artist in history. But as the agents emerged from the elevator, it was hard to imagine this penthouse
         was the home of a thief and a swindler.
      

      Bernard Madoff answered the door wearing pajamas, slippers, and a pale blue bathrobe. He let the agents in.

      “Do you know why we’re here?” Cacioppi asked Madoff. “We are here to find out if there is an innocent explanation” for the
         strange summons the agency received. They spoke to the older man somewhat quietly now since they were all standing inside
         the apartment.
      

      Madoff paused, then said, “There is no innocent explanation.”

      Madoff went on to say that everything his two sons, Andrew and Mark, had told law enforcement was true. His investment advisory
         business, a hedge fund he had supposedly been running from an office one floor below his brokerage firm in an upscale midtown
         building, was a fraud. The brokerage business, Bernard L. Madoff Investment Securities, which he, his brother, and his extended
         family had built up since 1960, was legitimate, but the hedge fund was “a lie” and “a giant Ponzi scheme.”
      

      Madoff claimed he was broke. His clients were penniless too. There was no money left of the estimated $50 billion in assets
         Madoff had been overseeing for more than four thousand client accounts.
      

      Cacioppi wasn’t anticipating this. It was going to be one hell of a busy day. He hadn’t expected a full confession or to have
         to arrest Madoff on the spot. Usually these kinds of high-end criminals stonewall as long as possible.
      

      But Madoff had just spilled his guts. He had admitted to stealing billions of dollars from and lying to his family, friends,
         colleagues, clients, and Wall Street regulators for nearly a quarter of a century. The agents had no choice.
      

      “You’re under arrest,” Agent Cacioppi said before he read Madoff his rights. Agents Cacioppi and Kang brought Madoff downstairs
         and their team drove the onetime Wall Street legend to the Southern District prosecutor’s office downtown. Agent Cacioppi left in a separate car. He needed to speak to Madoff’s two sons to swear out
         a complaint against their father. In the complaint, Andrew and Mark Madoff were listed anonymously, saying only that Madoff
         had confessed the night before to “senior employee 1 and senior employee 2.”
      

      Madoff had his reasons for confessing. He very likely had seen this day coming, and once his sons turned him in for securities
         fraud, he would be arrested by the Feds. He might escape state prison, or the dreaded Rikers Island, New York City’s infamous
         jail. He would be eligible for bail and potentially house arrest. If he did go to prison, Madoff could end up in a federal
         facility, which might be more comfortable than a state one. His lawyer, Ira Sorkin, had advised it. Sorkin was worth all the
         money Madoff paid him over the years. He had gotten Madoff out of scrapes as far back as 1992. They were old friends.
      

      Later that afternoon, after the stock market’s four o’clock close—and the end of a daylong plummet on the Dow Jones—Michelle
        Caruso-Cabrera, a pretty brunette news anchor on CNBC business television, asked Wall Street to “stop what you’re doing for
         one second.… Bernard Madoff has been arrested.” The legendary pillar of Wall Street had crumbled.
      

      Bernard Madoff was born at the dawn of World War II, on April 29, 1938, the second child of Ralph and Sylvia Muntner Madoff.
         He grew up near the Atlantic Ocean in New York City, in the town of Laurelton, Queens. Throughout his adult life he would
         have homes near the sea. Over the years, the mansions he and his wife, Ruth, bought became bigger and more expensive, but
         apart from the Manhattan penthouse, all of them were a stone’s throw from the water.
      

      Eventually, Bernard and Ruth would spend their summers at an oceanfront retreat in Montauk, at the far eastern tip of Long
         Island. They wintered in a $9.4 million Palm Beach, Florida, house that had once been owned by the Pulitzer family. Palms,
         banyan trees, and bougainvillea surrounded the estate, and an asymmetric stone swimming pool occupied the backyard. Sometimes
         the Madoffs, who rarely spent time apart, would spend weeks at a villa in Cap d’Antibes in the south of France. But this opulent
         lifestyle came decades, and hundreds of millions of dollars, after Bernie’s early years in Laurelton.
      

      Though Madoff became synonymous with abundant wealth, he came from a relatively humble background. When he was growing up,
         in the 1940s, Laurelton was a town of twenty-five thousand people, many of them immigrants looking to move up and out of the
         area. Laurelton resembled other middle-class American towns, except that its residents spoke either Yiddish or English with
        a thick accent. Today Laurelton is still a neighborhood of immigrants, but it is the languages, patois, and accents of the
         West Indies, Haiti, or elsewhere in the Caribbean that fill the air.
      

      Bernie Madoff’s paternal grandparents, Solomon David and Rose Madoff, emigrated to the United States in 1907. Solomon Madoff,
         who went by the name David after his move to America, was born in 1882 in the town of Pshedbersh, located on the shifting
         boundary between Russia and the Austro-Hungarian Empire (today it is part of the Czech Republic). Rose was born in Sopooschna,
         Russia. David and Rose married and fled tsarist Russia in search of a better life together. They arrived in New York via Hamburg,
         Germany, on May 11, 1907, aboard the steamship Graf Waldersee. In his U.S. naturalization petition, David listed his wife, Rose, and his three children, Abraham, Zookan, and Broocha,
         all born in Pennsylvania. Mr. Julius Segal and Mr. Louis Shiffman were the witnesses who signed the Madoffs’ 1913 petition
         for naturalization, submitted in U.S. District Court for the Middle District of Pennsylvania in Scranton.
      

      “It is my intention to become a citizen of the United States and to renounce absolutely and forever all allegiance and fidelity
         to any foreign prince, potentate, state or sovereignty, and particularly to Nicholas II Emperor of all the Russias,” David
         Madoff attested in his petition. According to 1920 U.S. census records from Pennsylvania, Madoff’s grandparents listed their
         birthplace as Russia and their mother tongue as Hebrew. David’s occupation was listed as “laborer” and Rose was not employed
         outside of the home.
      

      David and Rose resided for several more years in Lackawanna County, Pennsylvania. They had a fourth child, a daughter they
         named Rae, moved to New York City, and were living in the Bronx by the time the 1930 census was taken. They once again listed
         Russia as their birthplace, but then crossed that out and wrote, “Warsaw.” The borders back in Europe continued to shift.
      

      David, who was now forty-eight years old, wrote that he worked as a tailor in wholesale clothing. Their second son, Zookan,
         who would become Bernie Madoff’s father, was now nineteen years old and known as Ralph. He was an assistant manager in the
         wholesale jewelry business.
      

      During the Great Depression, Ralph Madoff married Sylvia Muntner, and together they had three children: Sondra, Bernard, and
         Peter. Sylvia’s parents came from equally humble beginnings. Her parents had been born in Austria and Romania and also emigrated
         to the United States; her father, Harry, was the proprietor of a bathhouse, according to the 1930 Manhattan census. Ralph
         and Sylvia settled in Laurelton, Queens, in the 1950s.
      

      Despite its proximity to bustling Manhattan, Laurelton is a rather isolated place. During Bernie’s early years, it did not
         have its own subway stop, so there was no easy access to the lifeblood and transport network of New York City’s five boroughs;
         its only rail connection was a station on the Long Island Rail Road’s Atlantic Avenue branch. Today most of Laurelton is crisscrossed
         by highways that are lined with strip malls, giving it a semi-industrial feel.
      

      But when Bernie Madoff and Ruth Alpern, the woman who would become his wife, were growing up in Laurelton, it was much more
         pastoral. Nearby Far Rockaway Beach provided a perfect venue for relaxation. The sand dunes stretched so far back that one
         classmate of Madoff’s, Carol Marston, recalled riding horses on land that would be paved over for runways at Idlewild Airport,
         later renamed the John F. Kennedy International Airport.
      

      Jay Portnoy, a childhood friend of Madoff’s, had rich memories of their grade school years at Public School 156. In an interview
         with the Saratogian, the local newspaper of Saratoga Springs, New York, where Portnoy now lives, he recalled how Bernie and his best friend,
         Elliot, created a social club called the Ravens. They even had sweaters with the Raven emblem. “This club was the status organization
         for my age group,” Portnoy said. “There was a counter-popular club.… This club was called the Maccabees. I was one of its
        earlier members.” Both clubs met in the Laurelton Jewish Center, across the street from PS 156. The Maccabees club was comprised
         mostly of Jews; the Ravens were pretty much split between Jews and non-Jews.
      

      In the fall of 1951, Portnoy was invited to join the Ravens. He was surprised by the invitation but he eagerly accepted. “The
         Ravens had a reverse quota system,” he explained. “Since they were housed in a Jewish synagogue, the Ravens always had one more Jew than
         non-Jew. This way they could justify their presence as a Jewish organization. If a popular Gentile was wanted as a member,
         they had to search for a less popular Jew to invite.” Only decades later did Portnoy realize that this was probably the reason
         he was drafted. He was being used by Bernie Madoff and Bernie’s best friend.
      

      In the 1950s, the area had only one high school, Far Rockaway High School, and students from a few surrounding towns, including
         Laurelton, commuted daily by bus or train to attend classes. The beachside town of Far Rockaway had an aura of life without
        crime or concerns. Think Happy Days meets Beach Blanket Bingo. Life in Far Rockaway was lovely and clean but exceedingly strict. Children could play on the sandy boardwalk, but they enjoyed
         summer days and nights under watchful eyes. If kids even sat on the boardwalk railing, a local beat cop would tap their knees
         with a nightstick and roust them off. Bungalow houses dotted the side streets from Beach Twenty-fifth to Beach Forty-sixth
         streets.
      

      Nora Koeppel, a student at Far Rockaway High School during the same years as Bernard Madoff, recalled the area and her morning
         commute by bus to the school, which was located just a few blocks from the beach. “In those years, even at the age of twelve,
         you could catch a bus on Rockaway Beach Boulevard, which would take you to Central Avenue in Far Rockaway.… [After school]
         you could go to the movies at the Strand or Columbia Theater or to the bowling alley, which was above the stores. Of course
        the day also consisted of going to the Pickwick luncheonette for a snack. The Rockaways were always safe and fun. Rockaway
         Playland, Fabers Fascination, the boardwalk, the pool at the Park Inn Hotel on Beach 115th Street were places we all frequented.”
      

      As a teenager Bernie was slender and sometimes wore glasses. He began his years at Far Rockaway High School in 1952. At the
         time, it was considered one of the best high schools in New York City. Its notable alumni include three Nobel Prize winners—Baruch
         S. Blumberg, Richard Feynman, and Burton Richter—as well as the financier Carl Icahn and psychologist and advice columnist
         Dr. Joyce Brothers.
      

      At Far Rockaway, Bernie joined the swim team, the Mermen, his sophomore year. Since most of the meets were held right after school, his friends sometimes stayed after class to watch him
         compete. Bernie usually swam as part of the medley relay, doing either the butterfly or the breaststroke. Portnoy said he
         recently found a 1954 issue of the Far Rockaway newsletter, The Chat. “It mentioned that the Mermen finished their season with a 4–4 record, but also noted that Bernie’s medley team had won
         their last two contests,” Portnoy said. Bernie learned discipline from his swim coach, who then hired him as a lifeguard at
         the Silver Point Beach Club in Atlantic Beach, Long Island.
      

      Harry Colomby was a favorite teacher among students at Far Rockaway. Colomby, who eventually left teaching for Hollywood,
         noted that there were other far more illustrious graduates of Far Rockaway. Colomby said that all he remembered of Madoff
         was that “the kid was on the swim team.”
      

    Some of Madoff’s high school contemporaries paint him as a Zelig-like figure, a chameleon. “Bernie was around when we were
         in school. But nobody seemed to know him,” said Sanford “Sandy” Elstein, who graduated in 1955. “I wasn’t the most popular
         guy. I was in the band, had a lot of friends who were with the ‘in’ group, so to speak. But nobody remembers this guy.”
      

      The people who do remember Madoff remember him as a bright guy who didn’t work too hard. Fletcher Eberle, cocaptain of the
        swim team, who’d applied for the lifeguard job that Madoff got, told the New York Daily News, “The Bernie I knew was a good-natured, happy-go-lucky guy, always smiling and kidding, who swam the butterfly very well
         and never got overly serious.… If you had said to me that Bernie was going to be chairman of the NASDAQ and make all this
         money, I never would have believed it possible.”
      

      Jay Portnoy and Madoff were in the same music and English classes. “We rode on the train together and sometimes sat together,”
         Portnoy said. “There was a group of nine or ten of us who would do things. I wasn’t his best friend by any means. He was a
         bit above average, but he wasn’t an honor student. When it came to studies, at least at that time, he wasn’t going to his
         full potential.” Portnoy recalled a particular English class in which each student was scheduled to give an oral book report.
         Prior to their presentation, Madoff took a quick look at Portnoy’s book and pronounced it “boring… hardly any pictures.” Bernie
         was one of the first to give his report. Even though he had apparently not read any book, he wasn’t visibly concerned. He
         smoothly announced his title as Hunting and Fishing, by an author no one had ever heard of, Peter Gunn.
      

      
      Classmates snickered but quickly suppressed their laughter, because, according to Portnoy, “no one really wanted to see Bernie
         fry.” Madoff smoothly went through his book report, explaining that he didn’t have the book in hand because he had returned
         it already to the public library. “Perhaps the teacher saw through it.… She was less than a decade older and pretty sharp.
         But nobody could really get mad at Bernie. He had a put-upon Charlie Brown persona that carried him through.”
      

      But Bernie’s hijinks didn’t end in the classroom. He volunteered as a locker room guard as part of his student service assignment.
         The 1956 Far Rockaway High School yearbook lists only two school activities next to Bernie’s name: varsity swimming and “locker
         guard.” The year-book photo shows Bernie dressed neatly in a patterned jacket and sideways-striped tie, presenting an uneven
         smile.
      

      “He would tell his buddies how dumb most of [the guards] were and how they liked to play ‘punch for punch’—hitting each other
         in the fists until one gave up,” Portnoy recalled. “Bernie himself often showed bruised knuckles. When asked about it, he
         ventured that he could not let the idiots think he was chicken.” Bernie and Elliot rushed for a fraternity near the end of
         their sophomore year in high school. “They thought the hazing was stupid, but felt that they wanted to prove themselves,”
         Portnoy explained.
      

      Another one of Bernie’s favorite hobbies was cruising—a favorite 1950s pastime meaning driving around looking at girls, American Graffiti–style. At that time, New York State allowed seventeen-year-olds to apply for junior driver’s licenses as long as they didn’t
         venture into New York City. Bernie, Elliot, and two neighbors got their junior driver’s licenses near the beginning of senior
         year. Each took turns driving to school. They would take the back streets of Laurelton and Rosedale to reach Nassau County,
         drive down Peninsula Boulevard to the New York City line, and then take back streets to school. “We would park about two blocks
         from school so as to make sure none of the teachers would see us,” Portnoy said.
      

      During the fall of 1955 and into the winter of 1956, Portnoy and Madoff’s group of friends formed an amateur football team called the Long Island Spartans. Bernie’s father was the coach.
         Bernie often played quarterback and defensive end. They played on the grass apron between the Belt Parkway and its parallel
         service road, Conduit Boulevard, near the Aqueduct Racetrack. While they chalked the outer boundaries of the playing field,
         there were no yard lines. Portnoy, who was small and had terrible vision, was the linesman.
      

      But the best diversion turned out to be girls. At graduation time, fellow 1956 graduate Judi Asch was pleased that Bernard
         Madoff signed her Dolphin yearbook and wrote on the page with his picture: “I really think that every school should have you.
         But I’m too selfish to give you up. Lots of luck & happiness to the greatest. Bernie.”
      

      Madoff clearly liked Asch, but he had already set his sights on someone else: his future wife, Ruth Alpern, from the class
         of 1958. A few months before he graduated, in June 1956, Bernie started seeing Ruth. Portnoy and other old friends described
         her as “a very pretty petite blond with green almond eyes. Elliot thought she was an airhead, but she was no more so than
         most fifteen-year-old girls. Perhaps Elliot was a bit envious of being displaced by Ruth in Bernie’s attentions.”
      

      Following high school, Bernie went to the University of Alabama but left after just one year. Stan Hollander was a year ahead
         of him at Alabama and a member of Sigma Alpha Mu, or Sammy House, when Madoff pledged that fraternity. Bernie was “shy, vanilla,
         very quiet—and by vanilla I mean no flavor, no excitement. Why he came to Alabama, I don’t know. Our house was very popular,
         more eastern pledges than southern.” Among the Jewish fraternity houses on campus, such as Alpha Epsilon Pi, Kappa Nu, and
         Zeta Beta Tau, “Sammy, of all the frats, was the best one of the group. He got into the pledge class, even though he didn’t
         really know anybody, and then he left a year later.” Stan Hollander said he was surprised that Madoff, who was basically a
         social wallflower at the fraternity, would work so hard to get in and then leave. “I couldn’t understand it. He spent a whole
         year trying to get in, pledging, swinging in, and then, boom, he left.” Bernie returned to New York.
      

      Back in New York, Bernie enrolled at Hofstra College. Jay Portnoy remembered an incident while he was a student there that
         he believes in retrospect hinted at what was to come.
      

      It was in early 1958, and Bernie was giving Portnoy a ride to a card game. There was snow on the streets and parked cars on
         either side of a narrow driving lane. As Portnoy recalled, Madoff was driving about forty miles an hour. Because of the conditions,
         Portnoy said, “I would have driven much slower, perhaps twenty miles an hour. And I said, ‘Bernie, why are you going so fast?
         You could nick one of the parked cars.’ He replied that the vehicle had the same width at forty miles an hour as at a lesser
         speed, and so he wasn’t increasing the risk of crashing.” Madoff was right about the width of the car, but in Portnoy’s opinion,
         he was discounting the fact that at the higher speed there was a better chance he would crash and the resulting damage would
         be greater.
      

      Bernie’s youthful misdeeds and lapses in judgments didn’t necessarily portend a life of crime. Lots of high school kids drive
         recklessly and fudge their way through book reports and go on to become good citizens. But Portnoy’s take on Madoff many years
         later was that “he showed pride of appearance, willingness to deceive, [and] no fear of the eventual consequences when there
         was a good chance of success.”
      

      Bernie Madoff graduated from Hofstra with a degree in political science in October 1960. Earlier that year, in March, he had
         passed the Series 7 licensing test that would allow him to work in securities, and the month after he graduated he founded
        his Wall Street firm. Madoff nurtured a misperception that he had actually graduated from law school after college, but in
         fact Bernie left the law to his younger brother, Peter.
      

      Peter joined his brother’s firm in 1970, after earning his undergraduate degree from Queens College and his law degree from
         Fordham Law School. “When Bernie was working next door to me, I remember Peter would come in and do stuff while he was still
        in college,” recalled Michael Murphy, who worked at Martin J. Joel brokerage, another small firm with offices next door to
         Bernard L. Madoff Investment Securities.
      

      Madoff himself helped foster the myth that he had a law degree. He even alluded to attending law school on his company’s Web
         site in 2008, which stated that he founded the firm “in 1960, soon after leaving law school.” Michael Allison, chairman of
         International Business Research, a due diligence firm specializing in hedge funds, confirmed that Madoff took some classes
         but never graduated from law school. It was a small but significant lie, and also a red flag. “One of the flags of [his] fraud is that investors assumed some law school training or that he was a lawyer,” Allison said.
      

      Bernie Madoff and his future wife, Ruth, grew up in the same neighborhood and commuted to the same high school, but she had
         a more outgoing and studious reputation than he did.
      

      Like Madoff, Ruth grew up in a family of recent immigrants who had arrived in America at the dawn of the twentieth century.
         Ruth’s paternal grandmother, Beile Alpern, hailed from a town called Jedwadne, which was then part of tsarist-era Russia but
         is now located in Poland. Beile arrived in New York in 1905 at the age of thirty on a steamship called the Manchester. On the journey she carried Ruth’s father, Israel, also known as Sol, in her arms, as he was just a year old. Beile spoke
         Yiddish, and the ship’s manifest indicates that she was bound for East Liverpool, Ohio, her passage already paid by her husband
         and father. But instead, the Alpern family ended up regrouping in New York.
      

      Sol Alpern grew up in New York and eventually married Sara, with whom he had two daughters, Joan and Ruth. On the Far Rockaway
        High School reunion Web site, Joan Alpern recalled moving to Laurelton in 1950, when she was in the eighth grade. Sol Alpern
         founded his own accounting firm in midtown Manhattan with his partner, Sherman Heller, and they did business as Alpern & Heller
         from the respectable address of 10 East Fortieth Street, not far from Grand Central train station.
      

    In high school, Ruth worked on the school newspaper and was a member of Phi Delta Gamma, a Laurelton-area sorority, according
         to sorority sister Marion Sher. The sorority was a social club that included Laurelton students from other high schools, most
        of whom were Jewish. Ruthie, as she was known by friends, was sociable and preppy. During her senior year, she earned the
        designation Josie College, a flattering nickname implying that this bright girl would go on to be successful. After graduation,
        Ruth enrolled at Queens College and graduated with a degree in psychology.
      

    Bernie Madoff and Ruth Alpern were married the Saturday night after Thanksgiving in 1959. It was a traditional Jewish wedding
         at the Laurelton Jewish Center. Bernie and Ruth started out as many young couples do—with very little. Their first home was a modest
        one-bedroom apartment in Bayside, Queens.
      

      Far Rockaway graduates of the Madoffs’ generation still get together for reunions—but not at the high school anymore. Today
         the place where they grew up could not be more different than it was in the 1950s. Far Rockaway is now mostly impoverished,
         and the high school is no longer a paradise where kids come and go safely and innocently, or flit between classes and the
         local candy store. Upon entering the high school building, a masterful William H. Gompert architectural design that was one
         of hundreds of high schools New York City constructed in the 1920s, visitors encounter a sign posted on the right-hand wall:
         THERE IS A NO-WEAPONS POLICY AT THIS SCHOOL. New York Police Department officers patrol the hallways and carry guns.
      

      Most of the high school reunions these days take place somewhere far away. In November 2008, Bernie Madoff accompanied Ruth
         to her fiftieth reunion at a swanky hotel in Fort Lee, New Jersey. According to Karen Lutzker, a schoolmate of Ruth’s, the
        Madoffs were treated like rock stars. A few months later, however, the hundreds of photographs posted on the class reunion
         Web site would include only one of Ruth Madoff, and that one a side view of her talking to someone else. You couldn’t see
         her face.
      

      At the reunion, just a month before Bernie’s arrest, everything about the couple shined like gold. Ruth reflected on her and
        her husband’s success in the Far Rockaway memorial booklet. “I graduated from Queens College in 1961,” she wrote. “[Bernie
         and I] worked together in the investment business he founded. We have 2 sons, 5 grandchildren. After spending some years in
         the family business, I went back to school to study nutrition and received a masters from NYU. During that time I co-authored
         Great Chefs, only available on eBay these days. I travel and hang out with my grandchildren. I’m on the board of Queens College, and
         the Gift of Life Bone Marrow Foundation.”
      

      By 1959, Sol Alpern had enough money to help his young newlywed daughter and son-in-law. Bernie had some money saved from
        his stint as a lifeguard and also from a summer job installing sprinklers, but he needed more, so he took a $50,000 loan from his in-laws to start Bernard L. Madoff Investment Securities in November 1960.
      

      “The only time I was in debt was when I borrowed $50,000 from my wife’s parents to start my own firm, and I paid that back,”
         Madoff would later boast to Credit Suisse and other investors. At the time, $50,000 was a lot of money, so it was no small
         feat for a struggling college graduate to pay it back. A decade later, his brother Peter would join the firm.
      

      Stan Hollander, Bernie’s fraternity brother at the University of Alabama, heard over the years that Bernie and Peter had started
         an electronic brokerage and trading firm. Hollander himself worked on Wall Street for two different firms, Gruntal & Co. and
         Ladenburg Thalmann, in corporate finance. He recognized that the two Madoff brothers were on to something, by taking advantage
         of the speed offered by computers to make money. “Prior to electronic trading, people who wanted to buy and sell stock had
         to go down to a human broker on the trading floor, who would charge, say, a one-dollar bid and a three-dollar ask, or selling
         price. That was an enormous spread, enough for brokers to make a lot of money,” Hollander explained. Madoff capitalized on
         that two-dollar spread, or difference, and offered to execute trades faster and more cheaply than other brokers. Eventually,
         he also capitalized on the use of computers to set up a completely automated trading desk—sans human beings—which put him way ahead of his time.
      

      Hollander claims he has a nose for frauds and prides himself on avoiding them. He had been introduced to Jordan Belfort, who
         went on to start the bucket shop Stratton Oakmont, the inspiration for the movie Boiler Room, and Barry Minkow, who also acquired a white-collar criminal record. But unlike those two, Hollander admits, he did not suspect
         anything dubious about Madoff.
      

      As early as the 1970s, the Madoffs were starting their ascent to royalty status in New York social circles. At the time, Hollander
         was friends with the Wilpons, future owners of the New York Mets. “According to them,” Hollander said, “the Madoffs could
         do no wrong.” Other mutual friends in Hollander’s circle said they were making 2 percent a month investing with Madoff.
      

      Around the time that Bernie was starting up his business on Wall Street, his mother, Sylvia, was running a brokerage firm
        named Gibraltar Securities. The broker-dealer firm was registered in Sylvia’s name and listed at her and Ralph’s home address until the SEC
         forced her to shut it down, in 1963.
      

      Technically, a broker is an agent who executes orders on behalf of clients, whereas a dealer acts as a principal and trades
         for his or her own account. Because most act as both brokers and principals, the term “broker-dealer” is commonly used to
         describe these firms. Not only was it strange to be running a brokerage firm out of their house, but the Madoffs had no background
         on Wall Street. What’s more, in an era when most women didn’t work outside the home, it was especially unusual for a woman
         to work in the securities trading business. Some suspected it was a front for her husband.
      

      Sylvia Madoff closed her business after the SEC ran a sweep of “bucket shops,” as these small operations were known. The agency
         announced in a statement issued in August 1963 that it was “instituting proceedings… to determine whether” forty-eight broker-dealers,
         including “Sylvia R. Madoff [doing business as] Gibraltar Securities,” had “failed to file reports of their financial condition…
         and if so, whether their registrations should be revoked.”
      

      An SEC litigation release a month later announced hearings in the case of Sylvia Madoff and many of the other firms. But in
         January of the following year, the SEC abruptly dismissed all the administrative proceedings against a number of the firms,
         including Sylvia’s. “The firms conceded the violation,” the litigation release noted, “but requested withdrawal of their registrations;
         and in this connection they represented that they are no longer engaged in the securities business and do not owe any cash
         or securities to customers. The Commission concluded that the public interest would be served by permitting withdrawal, and
         discontinued its proceedings.”
      

      Apparently, the SEC had struck a deal: if these little storefront operations and their suspect operators agreed to get out
         of the business—and stay out—the SEC would let them off with a warning.
      

      So Sylvia Madoff wound down her career in the investment business, just as her son Bernie was building his.

      It appears that as early as the 1960s Bernie Madoff was building two businesses. The one he registered with the SEC, the broker-dealer
         firm Bernard L. Madoff Investment Securities, was the one that executed stock trades. But Madoff had another business that was
         growing in its shadow. Thanks in part to the bragging of his father-in-law, Sol Alpern, Madoff quickly developed a reputation
        as a savvy investor. Alpern told everyone how successful his son-in-law was, and soon people were giving him money to invest
         for them.
      

      Bernie Madoff’s early investment clients were friends and relatives in the New York Jewish community. For many years, Ruth’s
         parents vacationed in the Catskills, a favorite spot for many Jewish families of that era. For them, the Catskills represented
         the American dream and was a reward for all their hard work in the hot city. It was a place to get away and enjoy leisure
         time in a natural setting, far away from the asphalt jungle they called home. Not only did the Catskills foster a sense of
        physical refuge, but the socializing there also allowed these first-and second-generation immigrants to feel like they were
         really fitting in, assimilating into America at the same time they were building bonds within their own community. There were
         more than five hundred retreats, including children’s camps, hotels, and other summer getaway spots, similar to the one immortalized
         in the Hollywood film Dirty Dancing. Wives and children trekked to the mountains sometimes for the whole summer while husbands took the train up on weekends
         and worked during the week.
      

      The Alperns stayed at the Sunny Oaks Hotel, in Woodridge, New York. Sunny Oaks was a collection of wooden bungalows where
         many families would return year after year. Guests became like family to one another. The hotel was owned by the Arenson family,
        and over the years the Alperns and the Arensons became close friends. According to Cynthia Arenson, who inherited the property
         from her parents (it closed in 1999), Sunny Oaks naturally became “fertile ground” for Madoff. Eventually, even Cynthia came
         to invest with Madoff’s firm, as had her parents, who had been referred by their good friends the Alperns. Cynthia’s father
         was a retired attorney, and many of his friends were retired teachers. The Arenson family was hardworking but not wealthy,
         and they provide a perfect example of Madoff investors who were not high-fliers but average Joes and Janes just trying to
         hold on to and increase their nest eggs.
      

      Sol Alpern told anyone who would listen that his son-in-law had a firm on Wall Street and that “he was doing very well,” Arenson
         told Bloomberg News. “Wouldn’t you encourage your friends to invest with him? Sometimes they got 18 percent, sometimes they got
         19 percent” annually in returns. Many of Madoff’s early investors were retired, and their accounts, which ranged from $5,000
         to $50,000, were puny by Wall Street standards.
      

      Madoff’s name was synonymous with “bank,” according to David Arenson, Cynthia’s stepson, who wrote about his family’s involvement
         with Madoff on his blog. Most of the Arenson family had Madoff accounts, and over the years so did many others who stayed
         at Sunny Oaks. Investors with Madoff “radiated out through the guest population, through our distant relatives and the distant
         relatives of guests. I can think of a dozen people I know” who had invested at least $5 million all together, David recalled.
        “Madoff had wormed his way into the system to such an extent that everyone felt comfortable with him.”
      

      But Sunny Oaks was only the first of many vacation spots on the emerging recruiting circuit for Madoff investors. Later they
         would come from country clubs in Palm Beach, near Boston, and in the Hamptons, from churches and synagogues in Florida and
         New York, Minnesota and Los Angeles. Each of these were places that fostered an atmosphere of trust, which helped soothe prospective
         investors.
      

      Meanwhile, the Alpern & Heller accounting firm was thriving, and as new clients came in Sol would tell them what a great investment
         manager Bernie was. Soon Sol and Sherman were having trouble keeping up with all of the work coming their way. To help handle
        their growing business, they hired two young accountants named Frank Avellino and Michael Bienes. The two young men were roughly
         the same age as Madoff, who also sometimes helped out around his father-in-law’s office.
      

      Eventually, nearly everyone in the accounting firm started referring clients to Madoff. Frank Avellino began recruiting clients
         in 1962, according to the SEC. Bienes started fund-raising for Madoff in 1968.
      

      Starting in the 1960s, and continuing over thirty years, Alpern, Bienes, and Avellino would refer, or raise directly, nearly
         half a billion dollars’ worth of business. That money was promptly filtered to Madoff, Avellino and Bienes instructing their
         customers to open a brokerage account with Bernard L. Madoff Investment Securities. The accounting firm raised money for Madoff by promising investors fixed returns of between 13.5 percent and 20 percent a year on their money.
         The accountants would then give their investors’ money to Madoff, who usually paid them at an even higher rate. They paid
         themselves by keeping what was left after giving investors the agreed-upon return. They were acting as money managers, as
         investment advisers, although they were not licensed to do so.
      

      The name on the door of the accounting firm would change over the decades, but the investment operation inside never did.
         All told, over a period of thirty years, continuing until 1992, when the SEC stepped in to stop the practice, the accounting
        firm had raised $441 million from roughly thirty-two hundred people. In exchange, the investors got promissory notes and usually
         their returns sent to them quarterly in the form of a dividend check. Many were retirees living off the quarterly checks.
      

      This was to be the template for all of Madoff’s future fund-raising: friends and family were guaranteed a certain return on
         their money annually, and, pleased and grateful, they were converted into an instant sales force. Who better to refer new
         clients than current satisfied clients? They came with indubitable references and glowing reports about the young Bernie Madoff.
         Sometimes the people who referred clients to Madoff took a commission. Sometimes it was disclosed; other times, it wasn’t.
         What people didn’t know wouldn’t hurt them.
      

      It’s unclear if Sherman Heller knew that the rest of his accounting firm was so eagerly raising money for Madoff. Heller died
        on December 8, 1967, leaving behind his accounting practice, a wife, and three children. In an obituary, Sol Alpern wrote
         that “members of the firm of Alpern and Heller record with sorrow the passing of an esteemed colleague and friend and extend
         heartfelt sympathy to the bereaved family.”
      

      After Heller died, Sol took his old partner’s name off the firm. He made the two young men his new partners, and the firm
        became known as Alpern, Avellino and Bienes. Sol Alpern retired at the end of 1974, and by the 1980s the accounting firm Alpern
         & Heller had fully changed hands and become Avellino and Bienes, according to court records filed by the SEC.
      

      In 1981, the successor firm, Avellino and Bienes, was sued for a shoddy audit, unrelated to their work for Madoff. Avellino
         and Bienes was a certified public accounting firm in New York City and was hired by M. Frenville Co. as an independent auditor and accountant.
         As part of its duties, Avellino and Bienes prepared certified financial statements of the company for fiscal years 1978 and
       1979. In July 1980, creditors of Frenville filed an involuntary petition for bankruptcy against the company under Chapter 7 of the Bankruptcy Reform Act of 1978. In January 1981, creditors also filed involuntary petitions under Chapter 7 against
         two principals of the company, Rudolph Frenville, Sr., and Rudolph Frenville, Jr.
      

      More important, the company’s lenders argued that Avellino and Bienes had signed off on financial statements that did not
         reflect the company’s true failing health. The banks Chase Manhattan, Fidelity, Fidelity International, and Girard International
         filed suit in the Supreme Court of New York on November 16, 1981, against the firm, alleging that Avellino and Bienes “negligently
         and recklessly prepared the Frenville financial statements, that the statements were false, and that because of their reliance
         on the statements, the banks had collectively suffered losses in excess of five million dollars.” Avellino and Bienes won
         the case on appeal against the banks, whose claims in court were shown to be unfounded. However, as a result of that and other
         lawsuits, the accountants could no longer afford insurance for their accounting practice, and they stopped taking on big corporate
         clients.
      

      In a 2009 documentary about the Madoff scandal on PBS’s Frontline, Bienes admitted he never asked questions about how Madoff generated his returns but insisted that Sol Alpern had reassured
         him that the securities industry was so highly regulated he didn’t need to worry.
      

      “Sol, his father-in-law, had been doing it,” Bienes recalled. “One of the first things Alpern said to me when I went to work
         for him was: ‘Listen, you got money, you can invest it with my son-in-law, Bernie. You’ll get 20 percent.’ Well, I didn’t
         have any money, and I wasn’t even thinking 20 percent—I didn’t even know. But then, a few short years later, my wife had saved
         up $5,000, and she says, ‘I want to open an account with Bernie.’ And he let her do it. And she started with $5,000.”
      

      With Madoff’s guarantee of 20 percent or more, they pocketed a few percentage points, and by the 1980s the two accountants
         were pulling down $10 million a year just for passing on money to Madoff. The two men never questioned how he was making his returns.
      

      “I was gonna walk in and say, ‘Bernie, let me see your books’? He’d show me the door,” Bienes said. “He was my income. He
         was my life. How could I do such a thing? First of all, Sol once said, ‘He is in the most heavily regulated industry in America.’
         And I knew that the SEC investigates brokerage houses, and I knew that NASDAQ did. So who am I? Who am I to say, ‘Bernie,
         show me your books’? And if he did, what would I know? What would I see? How could I judge? How could I figure it out? I had
         no way.”
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