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The Palumbo Brothers  (Fraud in Transportation)

August 2001 Update

How it all started

Palumbo Brothers, Inc. (PBI) and subsidiary Monarch Asphalt was a family business owned by Peter Palumbo and his sons, Joseph and Sebastian. The company has existed for over 100 years and had worked on nearly every major expressway in the Chicago area.

The success of PBI was not just the result of hard work.  After receiving a tip in 1991, Illinois state highway officials did a surprise audit on a $7.4 million Palumbo project.  This and a subsequent audit uncovered a variety of irregularities.  State officials notified the U.S. Attorney's Office in Chicago.

In November of 1991, the U.S. Attorney's Office notified the Chicago FBI to lead the investigation.  A multi-agency task force was assembled.

PBI's first scheme

Investigators learned that, for years, PBI had instructed its employees to create and print fictitious "ghost" and "inflated" weight tickets that billed for more construction material than was actually delivered to job sites.  PBI even installed a rigged computer system to automatically inflate the weight of trucks leaving Palumbo facilities.  The tonnage reflected on the weight tickets was used to support payments to the contractor, and ultimately taxpayers paid for the fraud.

From 1985 to 1996, Palumbo and its subsidiaries submitted false bills and invoices for work not performed and construction materials not used on 60 Chicago area projects.  Investigators used traditional statistical core sampling and ground-penetrating radar (GPR) to determine asphalt and base material thickness.  The materials sampled did not meet specified depths.  GPR and statistical core sampling provided investigators proof that PBI was not using the amount of materials it said it was.

As the Investigation unfolded, people associated with PBI were also questioned--specifically, the IDOT resident engineer in charge of a number of PBI projects.  Investigators found that he had overseen 12 PBI projects, including the two with proven irregularities.  Allegations that this engineer received gratuities from PBI in return for his cooperation also surfaced.  Investigators found that the Palumbos had paid him off with:  limousine service, covering a personal debt and free materials and construction work for his vacation home.

PBI's second scheme

PBI also victimized its own employees, some 900 of them--cheating them out of $3 million in wages and union contributions.  They did this by logging in and paying workers for fewer hours than they actually worked.  Employees did not complain, because they were told they would be fired and that their unions wouldn't stand behind them.

In 1996 a federal grand jury returned its 37-count indictment against PBI and Monarch Asphalt Company. 

Guilty Pleas

In January 1999, Peter Palumbo and his two sons pled guilty to fraud charges in connection with cheating the Teamsters and Laborers Unions' benefit plans, and agreed to pay a total of $15 million in fines and restitution. 

Peter Palumbo:

· 2 counts of ERISA fraud

· 12 months prison / 3 years supervised release

· $250,000 fine and restitution

· Debarred for life from public-road building work.

Joseph Palumbo:

· 8 counts of ERISA fraud

· 21 months prison / 3 years supervised release

· $250,000 fine and restitution

· Debarred for life from public-road building work.

Sebastian Palumbo:

· 8 counts of ERISA fraud

· 21 months prison / 3 years supervised release

· $250,000 fine and restitution

· Debarred for life from public-road building work.

Barry Brockland:

· 1 count mail fraud

· 3 years probation

Daniel Ferrarini

· 1 count obstruction

· 10 months prison / 3 years supervised release

· $1,000 fine

Gerald McGreevy

· 1 count perjury

· 6 months prison/ 2 years supervised release

· $1,000 fine

Kelson Abdishi

· 1 count Federal Highway Fraud

· 21 months prison/ 2 years supervised release

· 250 hrs community service

· Lost State Pension

PBI and Monarch Asphalt pled guilty to racketeering and admitted falsifying work and materials used in 60 Chicago area road projects over an 11-year period.  PBI also admitted paying bribes to the IDOT resident engineer to overlook the fraud on 12 of the company's projects.

To date, the case has resulted in convictions of 7 individuals and 2 companies, and more than $15 million in restitutions and fines.

This 5-year case involved an FBI-led task force with the U.S. Department of Transportation's Office of Inspector General, the U.S. Department of Labor, Pension and Welfare Benefits Administration, and the Illinois State Police.  The Illinois Department of Transportation and the Federal Highway Administration provided technical expertise to investigators.  The teamwork of these agencies was crucial to the success of the investigation.
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