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LEARNING OBJECTIVES

After completing and discussing this case, you should be able o understand
rstand:

Learn how to calculate economic damages.

Appreciate the importance of litigation services.
Understand how to gather personal injury information
Defend a fundamental valuation of economic da:nages:

INTRODUCTION

A litigation support service that forensic accountants provide is estimating
economic damages due to an injury. Preparing a valuation of economics dam-
ages embraces a unique confluence of accounting, economics, and finance.
The analysis of the loss of earning capacity for individuals arises from a variety
of legal cases involving the need to estimate financial damages due to personal
injury, employment discrimination, wrongful termination, and wrongful death.
The different types of economic damages cases share common fundamental ele-
ments in estimating an individual’s loss of earnings, but they are differentiated
by methodological variations in the damage estimate itself. _
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ENCLOSURE B - PROJECTED INCOME
PRE INJURY EARNING CAPACITY BEF
ORE DISCoUNTI
NG \
(a) (b) (c) d)
(d) (0)
Net )
Projected Fringe Economig Risk Pr
_GrossWages __Taxes __Benefi of %o
Period by Age - —Bonelt Unompioymey  Auvcim om
50. gy
From To %
44.50 45.00 § - $ i . T Y
45.00 46.00 = " 5 - - $
46.00 46.50 = > S - )
46.50 47.00 - - - - -
47.00 48.00 = ® - - i :
48.00 49.00 - - - - )
49.00 50.00 - - - . :
50.00 51.00 - - - . )
51.00 52.00 - . - . )
52.00 53.00 - - - - i
53.00 54.00 = - - & a
54.00 5§5.00 = & L - .
55.00 56.00 - s s - s
56.00 57.00 - - - - .
57.00 58.00 - g - - “
58.00 59.00 - - & - .
59.00 60.00 - - - - =
60.00 61.00 - - - - .
61.00 62.00 - - - - .
62.00 63.00 - - - - .
63.00 64.00 - - - - -
64.00 65.00 - - - - -

(a) Projected gross wages that Jane Doe would have eamed, but for the injury, would have grown each year by the
average rate of inflation.

(b) Jane Doe's effective tax rate, which includes Federal, State, Social Security & Medicare taxes, would have reduced
her gross wages had an injury not occurred.

(c) Working condition fringe benefits that Company A would have provided to Jane Doe, but for the injury, would have
been in addition to her gross wages.

(d) The net economic benefit that Jane Doe would have eamed, but for her injury, represents her gross wages s
adjusted for taxes and employer provided, working condition fringe benefits. The net econ'omvc benaﬁlra:;rt;;d
the Income stream that would be subject to loss in the event of unemployment, had an injury not oceurred,
had she remained employed with Company A

nyB

(e) The risk of unemployment for private industry workers in the same field as Jane Doe (COmPE"VtAf‘L(::?rpa '
are In the same industry) have an unemployment rate that you derived from the US Departmento
Statistics. The risk of unemployment reduces the net economic benefit.

. Doe was

" The net economic benefit adjusted for the risk of unemployment represents the income that Jane

projected to eam through worklife expectancy had she not s uffered from a personal injun.




The Valuation of Economic Damages

221
N CLOSURE C - PROJECTED INCOME
EARNING CAPACITY BEFORE DISCOUNTING
INJURY.
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Jano Doe secured altemate employment sixmonths afer her injury eaming lesser wages. Those wages are
" projectad to grow each year by the average rate of inflation through Jane Doe's worklife expectancy,
) Jane Doe's effective tax rate, which includes Federal, State, Social Security & Medicare taxes, reduces her gross
wages,
o Working condition finge benefits that Company B is projected to provide Jane Do are In addition to her gross
wages.
@ The nateconomic benefit that Jane Doe is projected to earn/receive with Company B represents her gross wages
‘ adjusted for taxes and employer provided, working condition fnnge benefits. The net economic benefitrepresents
i theincome stream that would be subjectto loss in the event of unemployment.
i ) The risk of unemployment for private Industry workers in the same field as Jane Doe (CompanyA & Company B
| arein he same industry) have an unemployment rate that you derived from the US Department of Labor
. Satstcs The risk of unemployment reduces the net economic benefit
; ) e net economic beneft adjusted for the nsk of unem ployment represents the income that Jane Doe is projected
| o 6am trough her workife with her alermate em ployment at Company B
'\
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ENCLOSURED - HOUSEHOLD REPLACEMENT coST
BEFORE DISCOUNTING
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(a)
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RE E - TOTAL ECONOMIC DAMAGES
MAGES (DISCOUNTED TO THE TRIAL DATE)

() (d "
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: - 0.50 -
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