How Lost Profits Are Analyzed in Business
Litigation

Claims for lost profits frequently arise in business disputes involving breach of contract,
partnership conflicts, franchise disputes, or allegations of financial misconduct. Determining lost
profits requires more than simply projecting what a business hoped to earn. Courts generally
require a structured financial analysis supported by reliable data.

Lost profits analysis typically focuses on several key questions.

Was the Business Capable of Generating Profits?

Before lost profits can be calculated, it must be established that the business had the ability to
generate profits.

Courts often consider factors such as:

historical profitability
revenue trends
market demand
operational capacity
cost structure

If a business was already experiencing financial distress before the disputed event, this may
affect the analysis of damages.

What Event Allegedly Caused the Loss?

Lost profits must generally be linked to a specific event or action. Examples may include:

e breach of a commercial agreement

o wrongful termination of a franchise relationship

e interference with business operations

o financial misconduct within the company

The analysis focuses on determining whether the disputed action directly affected the company’s
ability to generate profits.



What Would the Business Have Earned?

Estimating lost profits typically involves projecting the financial performance the business would
reasonably have achieved if the disputed event had not occurred.

This projection may involve analysis of:

historical sales performance
industry trends

pricing and margin structures
operational capacity

seasonal fluctuations

The goal is to determine what profits would have been expected under normal operating
conditions.

What Costs Would Have Been Incurred?

Lost profits analysis must also account for the expenses that would have been required to
generate those profits.

Relevant costs may include:

labor expenses

cost of goods sold
operating overhead
marketing expenditures
distribution costs

By subtracting the costs required to generate revenue, the analysis focuses on lost net profits,
not just lost sales.

How Financial Reconstruction Supports Lost Profits
Analysis

In many disputes, financial records may be incomplete or inconsistent. Financial reconstruction
can help clarify how the business actually operated before the dispute.

This process may include:



e reconstructing financial statements

e tracing revenue and expense patterns
e analyzing operational cost structures
o cvaluating profitability drivers

A clear reconstruction of the business’s financial performance often provides the foundation for
reliable lost profits analysis.

Presenting Lost Profits Analysis in Litigation

Lost profits analysis is typically presented through financial exhibits and expert reports designed
to help courts understand complex financial information.

These may include:

e financial timelines

e revenue projections

e cost structure analysis

e comparative financial models

Clear and objective analysis helps courts evaluate whether damages claims are supported by
reliable financial evidence.

About A.J. Carrabus

A.J. Carrabus provides expert witness and litigation consulting services in matters involving
financial reconstruction, lost profits analysis, fraud investigations, and operational financial
analysis.

With decades of experience as a business owner, financial executive, and operational leader, he

analyzes financial records and operational data to determine how financial outcomes occurred
within businesses involved in disputes.
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