
Maximizing the Value of 
Representation and Warranty Claims
Assessing the Potential for a Claim
Do you have an economic breach?

Economic breaches are commonly related to financial statements. However, other economic terms such as material 
customers, contracts, suppliers, and undisclosed liabilities also can cause a breach. One study reported that 51 percent 
of claims made and 57 percent of claims paid are based on economic breaches1; another reported that 65.7 percent of 
claims paid were based on economic breaches.2

Examples of breaches that have resulted in claims paid include:

Revenue recognition:

 – percentage complete accounting

 – estimates for discounts and allowances

 – rebates and returns

 – timing and cutoff issues

Recognition and classification of expenses:

 – bad debt

 – warranty

 – contingent liabilities

How much money did you lose as a result of the economic breach?
Losses can appear in the form of purchase price adjustments, out-of-pocket costs, and lost profits 
depending on the nature, timing, and extent of the breach. Purchase price adjustments can be a 
one-time, dollar-for-dollar adjustment or have a durationally significant impact lasting years after 
the transaction. The calculation considers purchase price that would have been paid “but-for” the 
economic breaches (i.e., if the buyer had knowledge of the information; e.g., financial statements 
that accurately reflect the financial condition of the company). 

Using actual post-closing knowledge, lost profits and out-of-pocket costs can be calculated for the 
past and estimated for the future. Lost profits are measured by calculating the difference between the 
profits that were expected to be earned but for the misrepresentations and the actual profits earned 
over a loss period, which generally ends when the business returns to the expected level of profits.

1 Lockton Companies, “The Americas,” Lockton Transaction Liability Insurance: Market Update (2023), pp. 10–11.
2 Euclid Transactional, Euclid Transactional Global Representations & Warranties Insurance Claims Study (2023), pp.8.
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DON’T CASH THAT CHECK!
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BRG combines world-leading academic credentials with world-tested business expertise, purpose-built for agility 
and connectivity, which sets us apart—and gets our clients ahead.

Our top-tier experts include experienced industry leaders, renowned academics, and leading-edge data scientists. 
Together, they bring a diversity of proven real-world experience to economics, disputes, and investigations; corporate 
finance; and performance improvement services that address the most complex challenges for organizations across 
the globe. 

Our unique structure nurtures the interdisciplinary relationships that give us the edge, laying the groundwork for 
more informed insights and more original, incisive thinking from diverse perspectives that, when paired with our 
global reach and resources, make us uniquely capable to address our clients’ challenges. 
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Berkeley Research Group, LLC, including its subsidiaries, is not a CPA firm and does not provide audit, attest, or public accounting services. BRG is not 
a law firm and does not provide legal advice. BRG is an equal opportunity employer. The information provided is not intended to and does not render 
legal, accounting, tax, or other professional advice or services, and no client relationship is established with BRG by making any information available 
in this publication. None of the information contained herein should be used as a substitute for consultation with competent advisors.


