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Goal of Contract Damages

• The goal of contract damages is to put the non 
breaching party in the position they would 
have been had the contract been performed.

• Contract damages do NOT seek to punish.

• Contract damages favor monetary damages 
over other types. 



Types of Damages

• Monetary
– Expectation

– Reliance

– Restitution

– Liquidated

– Consequential

– Incidental

• Specific Performance 

• Injunction



Expectation Damages

• The difference between what the non 
breaching has and what they expected to 
have.

• The most common type of damages that are 
recovered in contracts



Measure of Expectation Damages

Expectation Damages equal:

reasonably out-of-pocket expenditures

+ likely profit

- payments received  

What would my bank account look like if the 
contract had gone through?



Let’s try an example

On March 1, Mario hired Joe to build a house for him. The house was to be 
situated on one acre, and have 4 bedrooms, 2 bathrooms, a family room, 
kitchen, dining room and finished basement with a half bathroom. Mario was 
to pay Joe $500,000 total for completion of this house, and it was to be done 
by June 1.
On May 1, Joe had completed roughly half of the house; the structure was 
complete but he had not completed the finished basement or plumbing in 
any of the bathrooms. In addition, many rooms were missing drywall, and 
final touches like cabinets were yet to be done. By this point, Mario had paid 
Joe $250,000, or half the contract price, and Joe had spent $300,000 in labor 
and materials.
On May 2, Joe decided to stop showing up, and Mario was left with an 
incomplete house. It cost him $350,000 to have someone else complete the 
home to the specifications set forth in the contract between him and Joe, for 
a total of $600,000.

If Mario sues Joe for damages, how much will he recover?



Let’s Assess

• What did Mario Expect?

– A house for $500,000

• What does he have?

– He has half a house and has paid $600,000

• What is the difference?

– $100,000



Let’s try the other side

• What if Mario Breaches? What does Joe get?
On March 1, Mario hired Joe to build a house for him. Mario was to 
pay Joe $500,000 total for completion of this house, and it was to be 
done by June 1.
On May 1, Joe had completed roughly half of the house; the structure 
was complete but he had not completed the finished basement or 
plumbing in any of the bathrooms. In addition, many rooms were 
missing drywall, and final touches like cabinets were yet to be done. By 
this point, Mario had paid Joe $250,000, or half the contract price, and 
Joe had spent $300,000 in labor and materials.
At this point, Mario decides he no longer wants Joe to complete the 

house. Joe would have spent another $100, 000 on labor and 
materials to finish the house leaving himself a $100,000 profit.



Let’s Assess

• What did Joe expect to have?
• $500,000 for the house, or $100,000 profit for completing 

the house

• What does Joe Have?

– He has paid $300,000

• What is the difference?

– He doesn’t get the entire $500,000 – as he saved 
100,000 (not finishing the house) and he already 
has some money, so he’d get $100,000



Another Hypo

O engages Structo to build a house, for a total 
cost of $200K, $50K down, balance upon 
completion.

O pays the $50K, and Structo starts work. 

After Structo has spent $30K on labor and 
materials, O repudiates w/o cause, and 
Structo walks off the job and sues.

Structo shows that he would have made $40K 
on the complete job.

What damages can Structo get?



Answer

• $20K. Default measure of damages is 
expectation,

– i.e., sum required to put P in same position as full 
performance on both sides.

• On completion, Structo would have had $40K 
profit in the bank.

– He presently has $20K in the bank

• $50K down payment less $30K expenses

– He needs $20K to “true him up” to match where 
he’d be on completion by both sides.



The custom armoire

O orders a custom armoire from Furn, a 
furniture maker, for $10K.

It has an unusual design demanded by O.

Furn estimates (correctly) that it will cost $5K in 
direct labor and materials to make the 
armoire.

After the armoire is made and about to be 
delivered, O repudiates.

Furn reasonably resells it for $3K.

What damages can Furn recover?



Expectation damages calculation

• $7K.

• Profit + out-of-pocket costs – payments 

– i.e., $5K + $5K - $3K

• Would have had $5,000 in bank account

– Now has -$2,000 (-$5,000 in costs + $3,000 sale 
price)

• So need $7,000 to get back to $5,000 in account


