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I have been thinking about writing this book for over twenty years. You see, Michael Milken is a childhood friend. I met him when I was six years old. His younger brother, Lowell—who is my age and two years younger than Michael—and I have been close friends since the first grade. Though Michael was the “older brother,” we were in high school together in the San Fernando Valley of Los Angeles, were in college together at Berkeley, and lived together in the same fraternity. Our wives met as sorority sisters at Berkeley and remain very close friends. Our children are friends. In 1983, we began working together, and we still work together to this day. In short, we know each other very well.


In 1986, the Securities and Exchange Commission (SEC) and the US Attorney’s Office for the Southern District of New York began an investigation of Michael and Drexel Burnham Lambert and its High Yield and Convertible Bond Department, a department Michael created and headed. Michael was the most successful and innovative financier of his time, and Drexel, due to Michael, was the most successful securities firm on Wall Street.


Before this time, if I read there was a government investigation of an individual or a firm, I would assume the government had good reason to investigate and would act fairly. I would also assume press stories were accurate. But in this case, I knew the individual and the firm very well, and we had been working together for over three and a half years. My prior assumptions about the government and the media proved incorrect. I could not understand why the government would even think it had a good reason to investigate Michael. The press stories were not accurate. I quickly learned the problem. Every institution, whether the government or the media, is made up of people. People are complicated and have different motivations. Reporters want to make headlines and be recognized for their investigative skills. They depend on sources who will cooperate with them. Prosecutors want to win convictions, especially in high-profile cases. That is how they receive recognition and enhance their careers. And they wield enormous power. They rely on cooperating witnesses, and cooperating witnesses have their own issues and reasons for cooperating.


From the moment the investigation started, I became Mike’s personal lawyer, responsible for working with the lawyers we hired and overseeing the defense. As such, I witnessed exactly what happened, how it happened, and why it happened.


Michael Milken and this prosecution have been described in books and articles by others who had no firsthand knowledge of the events and were motivated to describe what happened in a certain way. I, too, am motivated to describe what happened, but I am motivated because I want the true story told, and I do have firsthand knowledge. I lived this matter day in and day out for over ten years. Michael was a public figure then and is still a public figure in financial and philanthropic circles. It is important for history to reflect what happened and how it happened.


As the first step to writing this book, I taught a class on the subject at Stanford Law School in both 2012 and 2020. These classes allowed me to gather all the information that only I had access to and to tell the story to students who knew little about Michael but cared about how the system worked. The prosecutor in charge of the case and the head of enforcement at the SEC at the time were guest lecturers, and they explained how they viewed this case both at the time and years later.


Whether you are (1) one of the thousands of people who attend Milken Institute events because of Michael Milken’s presence and ideas, (2) one of the thousands of people who grew up in the financial services business in the 1980s and know of Michael Milken as the most important financier of his time, (3) someone who has gone to business school, has worked in the financial services industry, has heard of Michael Milken, and is interested in knowing who he really is and what really happened to him, or (4) someone who is interested in understanding the criminal investigative process, especially in white-collar cases, and the incredible power the government wields in that process, this story is one that I believe will interest you.


Almost thirty-six years later, it is finally time for me to set the record straight. Everything in this book is based upon court documents, transcripts from the classes I taught at Stanford Law School, and my experience as one intimately involved in the workings of the High Yield Department at Drexel and in the details of the investigation and the defense. Thank you for your interest in this important story.
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It was Friday, November 14, 1986. I was sitting at my desk in my office at 9560 Wilshire Boulevard in Beverly Hills, planning to leave a little early since it was my son Nicholas’s sixth birthday. A few minutes after one o’clock, Lorraine Spurge, who worked in the Drexel Burnham Lambert High Yield and Convertible Bond Department two floors above my office, walked in and asked if I had seen the news that had just come over the tape—that Ivan Boesky had agreed to plead guilty to securities violations and to pay $100 million in a settlement with the United States Attorney’s Office for the Southern District of New York and the SEC. Ivan Boesky was the most famous arbitrageur of that time and had relationships with most firms on Wall Street. Drexel had completed a financing for the Boesky organization the previous March, and I was an investor in that financing. This was earthshaking news for the financial markets, especially for the many Wall Street firms that dealt with Ivan Boesky.


I had left the practice of law three and a half years earlier to help form a consulting group that would work closely with the members of the Drexel High Yield Department, helping to structure and oversee investments made by the members of the department. Many of the investments were in companies that Drexel financed, such as the Boesky entity. My position put me at the pulse point of the department.


When Drexel raised money for the Boesky organization in March 1986, some of my partners had done work on the transaction, and partnerships that we were responsible for had invested. Within a few minutes, I learned that federal marshals were serving grand jury subpoenas and SEC subpoenas on Michael Milken, Lowell Milken, and entities I had invested in. Suddenly, at thirty-eight years old, my life dramatically changed. I never imagined that I would be part of a criminal investigation.


Several years before I left the practice of law, I began representing members of Drexel’s High Yield Department. I learned much about the business and the members of the department. That experience allowed for a smooth transition as I went from being a practicing attorney to a business consultant, and a client, as I interacted with lawyers advising on the transactions I was working on. I witnessed firsthand the vision Michael brought to the financial services industry and his personal commitment to excellence and creating value in everything he did. I learned firsthand about the inner workings of what was the most innovative and entrepreneurial investment banking firm at the time.


My responsibilities prior to 1:00 p.m. on November 14, 1986, had me working closely with members of Drexel’s High Yield Department, members of the Corporate Finance Department, and Drexel lawyers. But on November 14, 1986, my responsibilities changed. Suddenly I was a lawyer again, a white-collar criminal defense attorney, and I did not know what they did. I learned quickly over the ensuing months.


I could not have anticipated on that day that this process would dominate my life for the next twelve years. I was still a licensed attorney of law but had no experience with a criminal investigation, and certainly nothing approaching this magnitude. My normal reaction that day would have been to meet with Lowell Milken to strategize as to who we needed to contact and what we needed to do. Lowell had been ill and was not in the office. I spoke with Kevin Madigan, who was the in-house counsel and compliance officer for Drexel in the High Yield Department. We had no idea what Michael Milken or Drexel was being investigated for. We knew that Ivan Boesky was involved in insider trading, and the grand jury subpoena referenced something called the Racketeer Influenced and Corrupt Organizations Act.
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I did understand that this was serious and that we needed the assistance of attorneys who were experienced in such matters. Lowell came into the office later that afternoon. We met in his office and began to discuss how to proceed. Lowell and Michael also were in contact with Drexel’s management in New York, which had also received subpoenas, and Fred Joseph, Drexel’s CEO, and Leon Black, the head of Drexel’s Corporate Finance Department, arranged to fly to Los Angeles two days later, on Sunday. We started compiling a list of defense counsel. I kept asking myself throughout that weekend, How can this be happening to people I know so well?


Almost exactly twenty years earlier, in September 1966, a friend picked me up at my home in Encino, California, and we drove to Berkeley as I began my college career as an eighteen-year-old freshman. I was naturally apprehensive but also excited as I left for college. I had decided to attend the University of California at Berkeley and to room together with Lowell Milken, my closest friend since the first grade, as freshmen in the university dormitory. We chose Berkeley in part because it was an outstanding university and in part because Lowell’s brother Michael was a student there and highly recommended it. Orientation for freshmen took place a few days before they would officially move into the dorms and prepare for their first year in college. Lowell was going to miss orientation, as he had recently undergone eye surgery for a detached retina, but would be joining me the following week as we moved into Norton Hall. I spent my first night at college at Michael’s apartment.


Though Michael Milken was barely two years older than me, at that time of life two years was a generation. I had known Michael since I was six years old, but mainly as Lowell’s older brother. When we were at Birmingham High School together in Van Nuys, California, Mike was a varsity basketball player, head cheerleader, prom king, and generally a big man on campus. As head cheerleader, he was always out in front of the crowd and seemed very comfortable being there.


On my first night in Berkeley, Michael gave me a tour of the campus and went over my class schedule. He was a member of the Sigma Alpha Mu fraternity, which Lowell and I both pledged as freshmen. Michael was president of the fraternity. Who could have known then that twenty years later, just as I looked to Michael for guidance and support when I was a college freshman, Michael would look to me for guidance and support as he became the target of a criminal investigation?


After graduating from the University of California at Berkeley in 1970, I attended UCLA School of Law and upon graduation joined my father’s law firm at Sandler & Rosen. Our practice focused on the civil side of the law with an emphasis on business transactions and real estate. My father, Raymond Sandler, was a very successful attorney. We worked together for ten years, during which time he instilled in me, as he had through my entire life, the importance of hard work, loyalty, and integrity. A number of his clients had become his close friends, and I observed his devotion to them as well as their devotion to him. My father had also taught me the importance of one’s word and one’s reputation. I am sure that background had a significant effect on how I conducted myself throughout this investigation, and it definitely influences my motivation for writing this book: to tell the true story of Michael Milken and his prosecution.


As Arthur Liman, the brilliant lawyer who led the defense team for Michael, stated in his memoirs, Lawyer: A Life of Cases, Counsel, and Controversy,




Throughout my career, I’ve known and represented some powerful figures in the financial industries, but none like him. None so modest in how they lived, or for whom money meant so little. None as committed as he was to his own visions and aspirations. An enigmatic figure to me, even now. But I think I can say this about him. He was the most imaginative financier of his generation. He was also the least understood—and, surely, the most demonized.





Michael is still a public figure, and what happened in this investigation is still misunderstood.
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In the late 1960s, fraternities and sororities began to decline in popularity on the Berkeley campus. There was a focus on the Civil Rights Movement, the anti–Vietnam War activities, and the women’s liberation movement, and fraternities were identified with the “establishment.” Sigma Alpha Mu was one of the strongest houses on campus at the time, and our members were very engaged in these issues and everything but establishment. I have always considered myself fortunate to have been at Berkeley during this period. I believe I received not only a first-class education in the classroom but also an equivalent education about people and society outside the classroom. The most important figures in the country would speak at Berkeley, and many classes focused on the issues of the time.


While Michael was president of the fraternity, we had an incident where the pledge class pulled a prank that caused considerable damage to the house. It was traditional that each pledge class would take a “sneak,” where they would invite the president of the house to go away with them for the weekend and they would leave in the middle of the night and usually create a mess for the members left behind to clean up. In this case the “mess” was unusually extensive, and the members decided they would blame Michael and not clean up until he returned. When he did return, he faced an angry group, who many of us felt had overreacted. Michael’s reaction was to try to calm the situation. Instead of confronting those who were angry, he rolled up his sleeves and began to clean the place up.


As I look back over the many years I have known Michael, this was the first time that I recall his extraordinarily nonconfrontational nature and his desire to fix any problem and resolve any conflict as calmly as possible. When the year ended, Michael was presented a plaque as a thank-you for his service as president.


On the plaque was inscribed the poem “If,” by Rudyard Kipling:


If you can keep your head when all about you


Are losing theirs and blaming it on you,


If you can trust yourself when all men doubt you,


But make allowance for their doubting too;


If you can wait and not be tired by waiting,


Or being lied about, don’t deal in lies,


Or being hated, don’t give way to hating,


And yet don’t look too good, nor talk too wise:


If you can dream—and not make dreams your master;


If you can think—and not make thoughts your aim;


If you can meet with Triumph and Disaster


And treat those two impostors just the same;


If you can bear to hear the truth you’ve spoken


Twisted by knaves to make a trap for fools,


Or watch the things you gave your life to, broken,


And stoop and build ’em up with worn-out tools:


If you can make one heap of all your winnings


And risk it on one turn of pitch-and-toss,


And lose, and start again at your beginnings


And never breathe a word about your loss;


If you can force your heart and nerve and sinew


To serve your turn long after they are gone,


And so hold on when there is nothing in you


Except the Will which says to them: “Hold on!”


If you can talk with crowds and keep your virtue,


Or walk with Kings—nor lose the common touch,


If neither foes nor loving friends can hurt you,


If all men count with you, but none too much;


If you can fill the unforgiving minute


With sixty seconds’ worth of distance run,


Yours is the Earth and everything that’s in it,


And—which is more—you’ll be a Man, my son!


I found great meaning in these words back then, and I find even greater meaning in this poem today.


Michael was home from college in the summer of 1965 after the Watts riots, one of many civil rights protests for racial equality and civil rights that exploded in major cities in the 1960s. He visited South Central Los Angeles in the aftermath of these protests and saw buildings where people worked burned down, to the detriment of the residents of the area as well as the owners of the businesses who did not live in the area. Michael speaks often of his reaction to people burning down the buildings where they worked. He decided then and there that going into the financial services business and providing capital to people who could build businesses and create jobs was the best way for him to have a positive effect on society.


As Arthur Liman said in his memoirs, Michael Milken was the most innovative and successful financier of the 1970s and 1980s. He may be the most influential financier of the last century. He revolutionized the world of finance by his use of high yield securities to finance companies. He disrupted and disintermediated the traditional way that businesses were financed on Wall Street by making capital available to companies that traditional banks and Wall Street firms previously did not finance. He created and headed the High Yield and Convertible Bond Department at the Wall Street firm of Drexel Burnham Lambert. Prior to Michael Milken, issuance of securities and financing of businesses were principally done through traditional banks or large established financial firms on Wall Street. The clients of these firms were the largest and most successful companies in the country. Small and medium-size businesses were not able to access the public markets to get capital to grow their businesses. Michael Milken and Drexel changed that. They democratized access to capital for the 99 percent of companies previously unable to access the public market. They started a financial revolution and fueled unprecedented economic growth from the late 1970s that continues to this day.
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Michael showed a particular interest in business, finance, and accounting as an undergraduate at the University of California. After graduating Berkeley, Michael wanted to continue his business education and was accepted at the Wharton School at the University of Pennsylvania. In 1969, while still a student at Wharton, he began working at Drexel Burnham Lambert. His studies included financial history, credit analysis, and corporate capital structure. Mike concluded from his studies that investing in what was known as high yield securities (referred to by many investors as “junk bonds”) with a focus on proper research and analysis would provide extraordinary returns.


As I have heard Mike explain a number of times, there is a big difference between investing in stocks and investing in bonds. The stock market is emotional. One could research a company and be right about a company, but if the market did not agree that it was a good company, the stock would likely decline or not increase in value.


Bonds are different. Bonds are a contract. If the company has the ability to pay interest and then principal when due, the bondholder will receive what the contract provided for. If the market did not like the bond, the bond will trade at a discount, and the investor who does like that bond will make outstanding returns.


Michael began studying this subject while at Berkeley, where he discovered the work of W. Braddock Hickman entitled Corporate Bond Quality and Investor Experience (1958). This research concluded that the lower ratings on many bonds were misplaced, because the market considered them to be riskier than they actually were. The key to investing in these bonds was research and evaluating the companies rigorously.


Michael went to Drexel, not because it was one of the prestigious firms on Wall Street (it wasn’t) but because it emphasized research as the foundation for investing. Michael became head of research while in his twenties; he convinced his boss his theory was valid. Drexel gave him capital to invest. He combined his theories with an extraordinary encyclopedic mind and an enormous drive and work ethic as well as a very engaging personality. He quickly doubled the value of the capital the firm allotted him.


Michael initially worked at Drexel’s Philadelphia office. He and his wife, Lori, were living in Cherry Hill, New Jersey, across the river from Philadelphia. When he was transferred to the Wall Street office, he continued to live in Cherry Hill with Lori and their infant son, Gregory, and would commute by bus every day. He would use the commute time to study prospectuses and do his research.


Michael was researching companies that had issued debt as he bought and sold securities in the debt markets. There are different types of debt: US government debt, municipal bond debt, mortgage debt, consumer debt (such as credit cards and auto loans), and corporate debt. Corporate debt is in the form of bonds issued by corporations to investors. Corporate debt was rated principally by Moody’s Investors Service and Standard & Poor’s. For better or worse, these two firms were the standard in rating corporate bonds in the 1970s and 1980s when Michael Milken was building the business. Higher-rated or investment-grade bonds have ratings such as AAA, AA, A, or BBB. Anything rated below BBB is called high yield or, pejoratively, “junk bonds.” Still today, there are fewer than five hundred companies in the United States that are rated investment grade. Over 99 percent of all companies that might be eligible to issue debt in the marketplace are rated below investment grade.


When Michael Milken first started investing in the high yield bond market, there were basically two types of high yield bonds: “fallen angels” and “conglomerates.” Fallen angels were bonds originally rated as investment grade and later downgraded when the issuing corporations had financial difficulties. Conglomerates were companies that were making many acquisitions in often unrelated industries and would issue bonds to help make those acquisitions. Those bonds did not receive investment-grade ratings and were purchased principally by institutional investors such as insurance companies and pension funds. Michael would carefully research the companies issuing these high yield bonds and would identify bonds that he believed provided yields in excess of any risk the company might default on its payments. The rating agencies gave a rating based on the past. Michael did research to understand the future, where a particular company was going and where its industry was heading. This research often included meeting the management of the company, since Michael believed the most valuable asset was human capital, and that was not on the balance sheet. Michael, as long as I have known him, has been focused on people—human capital.


The high yield bond market grew rapidly from the early 1970s when Michael Milken became involved through the time he left the market in 1989. Toward the end of the 1970s, the size of the market was about $70 billion. Ten years later it was approximately $700 billion. The market in 2022 is over $2.2 trillion. Michael Milken created an industry that fundamentally changed opportunities for new businesses, investors, and entrepreneurs.


Through the 1970s Mike spoke to scores of investors and companies about his theory regarding high yield debt. He developed and grew the High Yield Department at Drexel as his “theories” proved correct. Drexel’s returns on the funds allocated to him were outstanding. Drexel and Michael then decided there was an opportunity to create value for businesses and society by financing smaller, growing companies that needed capital and allowing them to access the debt market to issue debt.


Drexel began providing financing to companies that otherwise could not access the markets. This decision by Drexel fulfilled one of Michael’s goals in going to Wall Street: to provide capital to sound businesses and their founders who otherwise could not secure capital to grow, and to provide jobs. The number of investors in high yield securities grew, including mutual funds, investment funds, insurance companies, savings and loans, and other investors. High yield securities were recognized as a legitimate asset class with a good risk/reward ratio. That is why today almost every firm on Wall Street has a high yield department.


This decision to finance non-investment-grade companies changed the corporate landscape in America and created millions of jobs. A small sample of such companies includes the following: (1) Warner Communications, now Time Warner; (2) McCaw Cellular, the largest cell phone operator in the country at one time, later acquired by AT&T; (3) Turner Broadcasting and CNN, where Ted Turner’s vision revolutionized television and news; (4) Wynn Resorts, then known as the Golden Nugget, where Steve Wynn’s vision revolutionized the hospitality industry in Las Vegas and elsewhere; (5) US Homes and Pulte Home Builders; (6) TCI (Liberty Media), where John Malone’s vision changed television viewing; (7) Viacom, Cablevision, Telemundo, and Metromedia, also in the cable/entertainment industries; (8) Toys ”R” Us, Mattel, and Hasbro in the toy industry; and (9) MCI Communications, which was the first company to challenge American Telephone and Telegraph’s monopoly on long-distance telephone service.


Michael Milken and Drexel also provided, for the first time, access to capital to companies owned by minorities and women, who had never been able to access public markets. Michael received hate mail for financing Reginald Lewis, an African American entrepreneur who bought Beatrice International Foods in 1987. Beatrice reported revenue of $1.8 billion in 1987. Drexel was financing entrepreneurs building businesses and entire industries.


As Drexel grew, financing businesses and expanding the market for high yield securities, it became a major force in the financial services/investment banking industry. Michael Milken and Drexel received attention as a result of the amount of business they were doing that traditional Wall Street firms were not participating in. Because Michael was focused on financing companies and on a trading operation that grew to several billions of dollars in securities, and because he was a very private individual, he did not talk to the media. He was also an intense competitor who was not interested in educating other financial firms about his business. Drexel continued to grow. In retrospect, this failure to develop relationships with competitors on Wall Street or with the media contributed to his being an attractive target for regulators, prosecutors, and the media in 1986.


As Drexel and Michael received more and more attention, the attacks from competitors on the asset class of “high yield securities” began in earnest, especially after Drexel decided to finance individuals and leverage buyout firms who were interested in trying to take over undervalued public companies. In the early 1980s, many companies were undervalued, and the management of many of these companies did not have significant ownership. Drexel had been financing entrepreneurial and visionary managers who also had ownership stakes in the companies they were building. It was only natural for Drexel to then finance individuals and firms who wished to acquire undervalued companies whose owners, the shareholders, had no voice in management. The interests of the owners and the management were not aligned. These buyers were willing to pay a premium over the stock’s existing price because they realized these companies were undervalued.


One of the first transactions that I worked on when I initially left the practice of law was Mattel Inc. The company had suffered significant losses due to an electronics product called Intellivision. An investor group, which included Drexel, saw tremendous value in the company, especially its Barbie doll franchise. The company’s investment bankers were not able to obtain any financing for the company, which needed capital to pay down debt and grow the profitable parts of its business. The investor group then worked with Drexel to restructure the company and provide significant capital for the benefit of its shareholders and the new investor group.


Drexel had built great credibility in the market by putting its reputation and capital on the line and issuing to its clients what was known as a “highly confident letter” indicating Drexel was highly confident it would be able to provide financing. These entrepreneurs were then able to start the process of trying to acquire large corporations. Sometimes these acquisitions were “friendly”; the target company negotiated and reached an agreement with the acquirer (such as Mattel). Sometimes these acquisitions were “hostile”; the target rejected the overtures from the potential buyer, and the buyer acquired stock and made a tender offer anyway. The Wall Street establishment was not happy when this firm of young financiers led by this wunderkind in his early thirties from California was earning large fees for financing attempted hostile takeovers of their clients’ large companies. Union Oil Company of California, Walt Disney Company, and Phillips Petroleum Company were some of the companies that became the objects of these takeover attempts financed by Drexel. The boards and management of these companies as well as the investment bankers that represented them were outraged that they could be challenged by potential buyers who ten years earlier would not have had the capital to do this. These companies lobbied regulators as well as lawmakers to stop this financial revolution pioneered by this firm, Drexel with its “junk bonds,” and its most important employee. There was even a bill introduced in Congress to restrict the purchase of debt issued by non-investment-grade companies.


When Congress was considering such action in the latter half of the 1980s, arrangements were made for Michael Milken, Howard Marks—who had headed high yield securities investing at Citibank and later became cofounder of Oaktree Capital, and Ralph Ingersoll Jr., a newspaper publisher and high yield securities issuer, to visit with key members of Congress. The goal of the visits was for these three individuals who were most knowledgeable about high yield securities to explain high yield securities and the companies that issued them. There was a large gap between the perception and the reality of high yield securities and their value. The mantra of critics was that high yield securities were being used to take over established companies and burden them with debt, and as a result, workers were being laid off. In fact, the opposite was true.


L. Gordon Crovitz, who later became the editor of the editorial page of the Wall Street Journal, wrote an article in October 1990, published in the National Review, called “Milken and His Enemies”:




It is a telling irony that Michael Milken, although wildly successful, remained almost anonymous until he became involved in the hostile takeover battle. Ironic because less than 10% of the junk bonds went to finance these takeovers. Mr. Milken built his career on a simple observation. When he was a student at Wharton, he realized that people commonly made the mistake of assuming that what happened in the past is necessarily a good indication of the future; if this were true, the railroad stocks would still make up the bulk of big board listings. From this insight, Mr. Milken came up with the hypothesis that the credit rating agencies, which investment bankers had long relied upon to assess the creditworthiness of firms, might systematically err in favor of firms with long histories and high reported earnings. He would in time conclude that what really counted was future cash flow and the quality of a firm’s management team. Mr. Milken helped raise funds for more than one thousand small firms, many of which have become household names such as MCI Communications, KinderCare, and the Turner Broadcasting System. The debate over whether takeovers were on the whole good or bad should have been settled when hundreds of billions of dollars flowed directly into the pockets of shareholders—pension plans and mom-andpop investors as well as the big players. Between 1970 and 1989, the total number of private sector jobs went from fifty-nine million to more than ninety-one million. During that time the Fortune 500 companies—most of them, of course, of investment grade—accounted for a loss of more than two million jobs. Yet, because of small and medium-size firms’ net jobs increase, it was still more than thirty-two million …”





The purpose of the visits to members of Congress by Michael, Howard Marks, and Ralph Ingersoll Jr. was to explain that the issuers of high yield securities accounted for all the job growth in the country at the time and allowed entrepreneurs to have access to capital to create industries, make existing companies more efficient, and add value to shareholders. Michael and Howard discussed this meeting at the 2022 Milken Institute Global Conference where Howard referred to the reception they received as ranging from “ineffective to unpleasant.” Pete Domenici, then senator from New Mexico, showed no interest in what Howard was trying to explain, as the senator accused Howard of just trying to “feather his own nest” when in fact he was just trying to do the right thing. Michael recalls that when they met with the congressman from North Dakota, a state with only one representative to the House of Representatives, Michael had a chart by state of the investment-grade companies (companies rated investment grade by Moody’s and Standard & Poor’s) in each state. There was not one investment-grade company located in the state of North Dakota. When Michael explained that legislation to restrict access to capital would adversely affect every company located in the state, the congressman responded that the citizens of North Dakota would sacrifice to stop the scourge of high yield bonds.
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The lack of understanding and knowledge about high yield bonds at the time was demonstrated most clearly when Michael and I had the opportunity to meet with Paul Volcker, then chair of the US Federal Reserve in 1987. Mr. Volcker was very polite and seemed interested in learning more about these high yield or junk bonds. Michael gave him a list of one hundred well-known companies at the time and asked the chair to identify which companies he believed were not investment grade, or high yield. Mr. Volcker reviewed the list for several minutes and gave it back to Michael with about four companies checked. When Michael explained that all one hundred companies on the list were high yield, the chairman was surprised. The reason Michael Milken was so successful is that he understood an asset class that so few bothered to research. The reason Michael was such an attractive target for so many was that he understood this asset class so much better than his competitors, the regulators, and the investment-grade issuers. Writers, bankers, and economists who have studied Michael’s business at the time of the investigation have since confirmed the importance of the business he developed and the value created by it.


Despite this extraordinary success, or possibly because of it, Drexel went out of business at the end of 1989, one year after Michael Milken was forced out of Drexel, as will be discussed in chapter 5. Drexel was blamed for every financial crisis at the time. There was a crisis in the savings and loan industry in the late 1980s. When many of these institutions made unwise loans against real estate, they lost money and their depositors started withdrawing funds, which resulted in bankruptcies. The General Accounting Office of Congress found that high yield bonds were the second-best investment by these institutions. (The best investment was credit cards.) Savings and loan institutions’ assets were more than $1 trillion in the 1980s, of which only $10 billion, or 1 percent, was invested in high yield bonds. Since the government had insured the deposits, it had to pay out the deposits that the savings and loans were unable to satisfy. Though Congress passed the laws allowing deposits to be insured, it required these institutions to divest all of their high yield bond holdings over a five-year period. This caused the prices of these bonds to fall precipitously and artificially forced savings and loans to sell at the worst possible time, exacerbating the problem.


Mr. Crovitz also discusses in his article a second Milken enemy: the media. Michael Milken became more and more vilified in the press as the government continued its investigation of him. A number of articles accused him of causing damage to the economy, and he became the scapegoat for any financial woes the financial media could conjure up.


An article by William D. Cohen in Institutional Investor on May 1, 2017, entitled “The Michael Milken Project—How Did a 70-Year-Old Ex-con Barred for Life from Wall Street Become One of the Most Respected Men?” provides a glimpse of how Michael Milken was viewed in the late 1980s compared to how he is now viewed—at least by those who understand financial markets:




“The only worthwhile recent innovation in finance is the ATM machine,” quipped Paul Volcker in 2009 … it was a clever and memorable line. … It was also totally wrong. The greatest innovation in the recent history of finance was not the ATM, whatever the benefits of skipping the teller’s line. It was the junk bond.


To this day, high yield bonds remain a brilliant innovation because they elegantly solve a simple yet ubiquitous problem: they give companies with less-than-stellar credit ratings access to capital.


These bonds created and grew entire industries, such as wireless communications and cable television, just as they created and grew immense pools of wealth. Their invention has done nothing less than bring about the democratization of finance.





The man behind this industry was Mike Milken, who




“Revolutionized the way companies—in particular companies involved in corporate transactions—were financed,” says David Boies, super litigator and cofounder of the law firm Boies, Schiller, Flexner. “He changed that fundamental. If you look at the way companies were financed, there is before Michael Milken and after Michael Milken.”





It is ironic to note that this quotation comes from David Boies, who was a litigator in a lawsuit attacking Michael Milken in the 1980s:




Milken’s innovation was to realize, in the 1970s, that investors could make more money on a risk-adjusted basis from buying bonds issued by companies with lower credit ratings than they could by investing in the bonds of triple A rated companies …





The article then quotes David Solomon, who worked with Milken at Drexel and is now chairman and CEO of Goldman Sachs Group:




“The markets continue to grow,” says David Solomon. “Generally, the conventional wisdom was that nobody would want a bond unless it was investment grade, and he [Milken] basically said, ‘You should be able to price that risk.’ He basically turned a bunch of academic theory into a practical business.” … Milken went on to finance Rupert Murdoch as he transformed News Corp into an international powerhouse and Craig McCaw as he built a national cellular communications company with two million subscribers before selling it in 1994 to AT&T for $11.5 billion. Milken helped billionaire entrepreneur John Malone grow his cable television empire. Milken got Ted Turner the $1.4 billion he needed to buy MGM and start his cable TV empire. … “What Milken did was to pierce the wall of the establishment,” says (Michael) Thomas, a former longtime partner of Lehman Brothers Holdings. “In a way, he disrupted the financial structure in the industry, but in a way you might also say he disrupted the social structure of American finance.”





David Solomon also spoke of his experience working for Michael Milken:




Milken remained influential because he was, and is, nothing less than extraordinary. He’s got an incredible ability to digest information and synthesize it and communicate around it. There are some people that are incredible salesmen; there are some people that are incredible traders. Mike is top decile in a whole range of skills.





Michael’s ability to digest, retain, and synthesize information in situations when no one else would think of utilizing that information is part of the genius that has allowed him to succeed to such an extraordinary extent as a financier and a philanthropist.


Harlan Platt at Northeastern University published in the Journal of Applied Corporate Finance 5, no. 4 (Winter 1993) the article “Underwriter Effects and the Riskiness of Original-Issue High Yield Bonds,” in which he discusses “the myths at the time versus the realities of Michael Milken’s business”:




Countless criticisms have been levied against Michael Milken and Drexel Burnham Lambert for both the rise and the fall of the high yield bond market.


Edward Altman’s most recent updating of junk bond returns reveals that, over the period 1977–1992, investors’ net returns on high yield bonds exceeded the returns on treasuries of comparable maturities by an average of 176 basis points per year. Moreover, my recently completed study of 557 high yield bond issues floated between 1977 and 1988 finds … that Drexel-underwritten junk bonds had a lower default rate (as well as lower expected default risk at the time of issue) than the bonds issued by most other underwriters.





Stephen Moore, former senior economist for the Congressional Joint Economic Committee, wrote the following in the June 2005 American Spectator:




For all the vilification of Michael Milken, his firm Drexel Burnham easily created more wealth for American shareholders singlehandedly than all the trustbusters in American history combined.





Norman Barry, a professor of social and political theory at the University of Buckingham, wrote the following in a September 2006 Financial Times article:




In retrospect, most American economic observers say that Mr. Milken was good for the economy; his actions led to the breakup of conglomerates and the necessary reorganization of American business. His prosecution was more of a persecution.





Alvin Toffler, the futurist and author of Future Shock, stated in his book Powershift that




[Milken] made bitter enemies of two extremely powerful groups. One consisted of the old-line Wall Street firms who previously had had a stranglehold on the flow of capital to American corporations; the other consisted of the top managers of many of the largest firms. Both had every reason to destroy him if they could. Both also had powerful allies in Government and the media.





All these quotes and comments present a clear picture of why Michael Milken was an attractive target for a prosecutor, especially a politically ambitious one. Drexel Burnham Lambert created a new market that it dominated and was financing individuals who would threaten the traditional clients of traditional firms. Michael Milken was a disruptor. Like many innovators and disruptors throughout history, he was bound to come under criticism at the time. Galileo was jailed for coming up with new scientific theories. John D. Rockefeller, Andrew Carnegie, Henry Ford, and Cornelius Vanderbilt are often referred to as “robber barons” though they revolutionized their industries and created valuable businesses and philanthropic institutions that exist to this day. Innovators of today such as Bill Gates, Mark Zuckerberg, Jeff Bezos, Jack Dorsey, and Elon Musk are under constant scrutiny by the government and the media.
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Once the investigation began and the media frenzy started, it did not matter what Milken had done or had not done. All that mattered was that he was successful, disrupted traditional finance on Wall Street, and was under investigation because he did business with Ivan Boesky. Though most firms on Wall Street also did business with Mr. Boesky, it turned out that he had committed crimes. When Ivan Boesky decided to cooperate with the government and plead to criminal conduct on November 14, 1986, he made a good “bargain” by agreeing to incriminate others, including the successful young financier who regulators and prosecutors considered the biggest prize of all. As Michael himself said in an interview with Forbes magazine in 1992, “It was obviously a terrible mistake ever doing a single trade with him [Boesky]. But people forget that in the 1980s Boesky was celebrated by the media. Just about every investment house on Wall Street dealt with him, and those that didn’t mostly wanted to. Everyone thought he was a great arbitrageur and wanted his business. But he was only a tiny part of Drexel’s business.”


And Michael Milken was the most successful financier on Wall Street in 1986, though only forty years old. Defense lawyer Aubrey Harwell said to me at the beginning of the investigation, “When the government wants to get you, they will get you.” Aubrey worked in the Justice Department for the attorney general Robert Kennedy investigating Jimmy Hoffa. Had Hoffa not disappeared, Aubrey said the government would have indicted and convicted him of something. “Richard, I am not comparing Michael Milken to Jimmy Hoffa, but for reasons I cannot explain, I have never seen a case where the government wanted to get someone this badly since Hoffa.”


The facts about Michael Milken in 2022 are not that complicated. He created a completely new way of financing companies that has continued and grown from the time he started over forty years ago. When he was forced out of the business by the government in 1989, every major firm on Wall Street entered that business. His effect on the industry is evident even today, as he is called upon as a keynote speaker by major financial institutions such as Citibank, JPMorgan, and Goldman Sachs to explain his views of the financial markets, human capital, and society in general—and how they all relate to one another. He was in the business for less than twenty years and has been out of the business for over thirty years. Almost every customer, client, competitor, or coworker of Michael Milken still speaks of him with respect for who he is, what he created, and how much he has contributed to the financial system of the United States. They are among the five thousand people who attend the Milken Institute Global Conference each year to continue to be exposed to Michael Milken and his ideas.


Michael Milken was a maverick who created a market outside the confines of Wall Street’s traditional boundaries. The view of Michael Milken today is either that he was a visionary and brilliant financial innovator who helped create new industries, grow companies, and create jobs or someone who went to prison because he operated in violation of the law, although he created a marketplace where investors and companies could benefit. As Michael observed in an interview with Forbes magazine almost thirty years ago, “We were matching capital to entrepreneurs who could use it effectively. We were creating investments that money managers needed in volatile markets.”


Let’s take a closer look at how Michael Milken became the subject of probably the most intensive securities law investigation ever and ended up pleading guilty to violations of the securities laws and going to prison.
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The High Yield and Convertible Bond Department at Drexel Burnham was relocated to Los Angeles from New York in 1978. Michael and Lori Milken had always planned to move back to Los Angeles. Both of their families lived in Los Angeles, and that is where they grew up. Since Michael had been so successful at Drexel and since technology was at a point where information could be shared between the East Coast and the West Coast seamlessly and economically, Drexel was willing to grant its star employee’s request to move the department to California. At the time, Mike and Lori had two children, Gregory and Lance, both under five years old, and Michael’s father, Bernard Milken, was being treated for advanced melanoma cancer. Mike also wanted his father to spend as much time as possible with Mike and Lori’s children.


Late on that Friday afternoon in November 1986, Michael, Lowell, Kevin Madigan, and I gathered in Lowell’s office. Mike did not use an office. He conducted all of his business from his desk on the trading floor. Every conversation he engaged in could be overheard by numerous individuals who sat around him. Lowell had been out ill that day but came into the office when he learned of the subpoenas. None of us in that room had ever dealt with anything remotely similar to what we were now facing. We had no idea what exactly this was all about but did understand it was serious and had to do with Ivan Boesky. One of the most important lessons in life is to know what you don’t know and to find someone who does know it. We knew we needed to get advice from those who had experience with what we were dealing with—top white-collar criminal defense lawyers in New York and/or Washington, DC. The subpoenas were from the Southern District of New York and the Securities and Exchange Commission in Washington, DC.
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Michael had met Edward Bennett Williams, who was considered at that time by many as the best criminal defense lawyer in the country. He and his law firm, Williams & Connolly in Washington, DC, were well respected. Mike and I were able to get Ed Williams on the phone that evening, and he agreed he would meet with me the following week in Washington, DC. He made an interesting, if not prophetic, statement to us on that phone call. The grand jury subpoenas referenced the Racketeer Influenced and Corrupt Organization Act, or RICO, a statute originally meant to apply to organized crime. Ed said he knew about RICO. It was never intended for an investigation like this, but he was not surprised that the US Attorney for the Southern District of New York, Rudolph Giuliani, would try to use that statute in this investigation to increase pressure. Ed referred to Giuliani as “the biggest piece of political meat I have seen since Thomas Dewey.” Thomas Dewey was a prior US Attorney for the Southern District of New York who later became governor of New York and ran for president of the United States. Ed said that Giuliani was as politically ambitious as Dewey and would look at this investigation from the perspective of furthering his political career. Mr. Giuliani did leverage his reputation as a tough prosecutor to become mayor of New York City and then pursue presidential ambitions. He has continued to bring attention to himself ever since.


My home in the San Fernando Valley of Los Angeles was located a block from Michael’s home. After celebrating my son Nicholas’s sixth birthday that evening, I visited with Michael. Mike always believed one reduces risk by having as much information about a subject as possible. He devoted a great deal of time and effort researching markets, companies, and people before investing in them. And now he was in the biggest fight of his life with no frame of reference whatsoever and facing previously unimaginable risks. I made it clear to Michael that I would be there for him as we decided how we were going to navigate these uncharted waters. Michael was clearly concerned. Boesky was an insider trader. Michael had more access to material nonpublic information in the 1980s than probably anyone. He knew he’d never shared confidential nonpublic information with Ivan Boesky or anyone else. He also knew he had spoken to Mr. Boesky on several occasions where Boesky was seeking information. He did not know what Boesky was saying to the investigators. He did know that powerful forces existed that would like to see his demise. And he did know that the government had given Mr. Boesky a very favorable plea bargain based on what he was saying. Boesky was an insider trader who was permitted to plead in court to a single count of violating a securities regulation with respect to a transaction that the government claimed Michael Milken was a party to.


Over the next several days in November, Mike and I gathered all trading records of transactions between the High Yield Department and the Boesky organization and all information about a $5.3 million fee paid by Boesky to Drexel that previous March that was referenced in some of the subpoenas. The subpoenas were very broad and asked for many documents but did not indicate why. They did refer to the financing Drexel did for the Boesky organization the previous March.


The SEC/US Attorney insider trading investigation really began in June 1986. Dennis Levine was indicted for insider trading violations and pleaded guilty in June 1986. Dennis Levine was a managing director at Drexel Burnham Lambert, where he had worked since 1985. Prior to that time Levine was a specialist in mergers and acquisitions at Lehman Brothers. Mr. Levine had sold nonpublic inside information for cash to Ivan Boesky and had also personally traded on such information when he was at Lehman Brothers. Levine tried to hide his activity by opening secret bank accounts in the Bahamas and trading for his own account through several brokers to hide what was happening. A brokerage firm he had accounts with was affiliated with Merrill Lynch. Someone at a Merrill Lynch office detected suspicious activity, which led to a discovery of Levine’s activities. Levine would sell inside information to Ivan Boesky and receive payment in bags of cash, which he would deposit into a Bahamian bank. Levine pleaded guilty on June 5, 1986, to securities fraud, tax evasion, and perjury charges and agreed to pay $11.5 million, which at the time was considered a very large payment.1
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