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Inconsistent cash flow rights, conflicts of benefit and transfer of control
rights in stage

WAN G Sheng-coy, ZENG Yong

School of M anagement and Econan ts University of Electronic Science and Technobgy of Chng Chengdu
610054 Chmna

Abstract This paper analyzes the conflicts of benefit betw een venture capitalists and entrepreneurs because of
their nconsistent cash flbw rights W e apply he framework of ncanplete contracts to discuss venture capialt
ists’ stages nvesiment decisions renegotiations and the transfer of control rights n the franew ork of stage n-
vesm ent It is shown thai when the perfomance of the first stage is good the venture capitalistw ill continue
to mvest In the project and release the contwl rights to the entrepreneurs The better the performance of the
first stage and the snaller the uncertain ty of the second stage themore likely the venture cap italistw ill contin-
ue o nvest n the project and release the control rights to the entrepreneurs The resulis provide a theoretical
exp lanaton for the emp irical evidences of Kap lan and Stiinberg about the dynan © albeation of contwl rights
in venture nvesment contracts

Key words siage nvesiment convertble securities control rghis renegotiatbn



