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Optimal exit o venture capital with convertible preferred equity

YAO Zuo-wen, CHEN Xiacjian, CUl Hao
Busness Shool , Univerdty of Science and Techrology of China, Hefei 230036, China

Abstract : It iswidely recognized that exit is dways crucid to alow venture cgpitalids to recycle their invesments
before a venture capitdig’ s decison to inveg in an entrepreneuria firms. However |, potential corflict of interest be-
tween venture capitaists and entrepreneurs may cause an indficient exit. We show that with convertible preferred
equity by alocating control rights and choosing a proper converson option the ex-ante agreed optima exit policy can
be inplemented. We a9 discuss the alocation and shift of control right in venture capital contracts . Our findings
dve an explanation for the prevaent use of convertible preferred in venture capital finance and practica inplications
for China’ s venture capitd indudry.
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