Creditor sues BDO over missed warning signs in First Brands collapse
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A creditor with exposure to First Brands has sued the auto parts supplier’s auditor, BDO USA, alleging the firm failed to spot warning signs before the company collapsed into Chapter 11 and federal prosecutors later accused founder Patrick James of fraud. Funds managed by Black Diamond Capital Management say they relied on BDO’s audits when they bought about $70 million of First Brands’ senior debt, only to conclude they are now headed for a loss in the bankruptcy.
In a complaint filed on April 29 in Ohio, the Black Diamond affiliates allege BDO ignored a series of red flags that should have prompted deeper scrutiny, including First Brands’ heavy use of factoring and large transfers to a trust connected to James. The suit accuses the accounting firm of negligence, negligent misrepresentation, fraudulent misrepresentation and tortious interference with contract, and seeks damages tied to the principal and interest on the debt it still holds. The Financial Times first reported the legal action, while Bloomberg later confirmed the central allegations.
BDO has pushed back, saying the lawsuit has no merit and that First Brands’ fraud was structured to fool the auditor. The firm argues that auditing standards recognise the difficulty of uncovering collusive schemes. BDO also rejected conclusions in a bankruptcy examiner’s report released on April 27, which cited a former executive as saying the company moved audit firms because BDO was seen as less exacting and would allow management more freedom. According to that report, witnesses said BDO did not directly tap core systems such as Oracle or consistently verify other information independently, although the examiner said his work remained incomplete.
The dispute lands against the backdrop of one of the year’s most damaging corporate failures. First Brands filed for Chapter 11 in September with more than $11.5 billion in liabilities, including $6 billion in long-term debt and at least $2.3 billion in off-balance-sheet financing. The company has since shut 17 facilities and cut 4,000 jobs after deciding it lacked enough lender support to reorganise. Two former executives have pleaded guilty to criminal charges linked to the collapse, and James has denied wrongdoing while pleading not guilty. The case is Black Diamond Credit Strategies Master Fund et al. v. BDO USA P.C. in the Ohio County Court of Common Pleas.
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