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Chapterr 3 

Venturee Capitalists' Value Adding: 

Doo Financial Contracts Matter?* 

Abstract ::  This paper provides an empirical assessment of the importance of financial 

contractss in enhancing the contribution of venture capitalists to the development of entre-

preneuriall  firms, using a hand-collected sample of 74 investments by 14 European venture 

capitall  funds. The data indicate that i) control rights (board and veto rights) play an 

importantt role, and ii ) security choice matters. Venture capitalists with veto rights con-

cerningg asset sales, asset purchases, changes in control, and issuance of equity spend on 

averagee 6 hours more every week with their companies and consider their contribution as 

35%% more important than venture financiers with no veto rights. Moreover, one additional 

boardd seat in a five member company board implies 1.5 hours more weekly involvement 

byy the venture fund. Furthermore, venture capitalists holding convertible securities con-

tributee on average 10% more than venture capitalists using simpler financial instruments. 

Thee results are shown to be robust to the potential endogeneity of control allocation and 

too the possibility of self-reporting bias in the data. 

*II  would like to thank Magnus Dahlquist. Stijn Claessens. Marco Da Rin. Frank de Jong, and Enrico 

Pcrottii  for helpful comments and suggestions. Furthermore, I thank the participating venture capital 

fundss for providing the data. Any remaining errors and/or omissions are my own. 
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3.11 Introduction 

Venturee capitalists claim to be value adding investors. This claim is supported by aca-

demicc evidence. Gorman and Sahlman (1989) point out the role of venture capitalists 

inn strategic analysis, management recruiting, and CEO replacements. Gompers (1995) 

findsfinds that venture investors become especially active when the risk and growth options 

involvedd in their investments are high. Hellmann and Puri (2000. 2002) show that start-

upss financed by venture capital tend to bring their products to market and professionalize 

theirr human resources faster than other companies that did not receive venture capital 

financing.financing. In particular, VC financed firms are more likely and faster to bring in outsiders 

ass CEO and implement stock option plans in managerial incentive compensation. Finally, 

Barryy ct al. (1990) and Megginson and Weiss (1991) document the certification role of 

venturee capitalists in the going-public process and report that firms financed by venture 

capitall  tend to have less undcrpricing at IPOs. 

Inn line with these findings, a number of theoretical contributions have considered the 

rolee of financial contracts in providing incentives for venture capitalists.1 In this paper, 

II  present evidence on the relevance of financial contracting by providing an empirical 

assessmentt of the importance of cash-flow and control rights in enhancing the contribution 

off  venture capitalists to the development of entrepreneurial firms, using a hand-collected 

samplee of 74 investments by 14 European venture capital funds. The paper focuses on two 

specificc questions. First, it examines whether cash-flow rights, in particular the extent of 

equityy ownership and the use of convertible securities, increase the involvement of venture 

capitalistss in projects they provide financing for. Second, it considers whether the use 

off  veto, board, and other 'special' control rights employed in venture capital contracts -

antidilutionn rights and IPO demand registration rights, for example - enhances investors' 

valuee adding. To my knowledge, this paper is the first to consider security choice and 

'AA few examples include Casamatta (2003), Cestone (2001), Chan, Siege] and Thakor (1990), Hellmann 

(1998).. Repullo and Suarez (2004), and Schmidt (2003). An extensive account of the literature i.s provided 

inn the next section. 
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aa variety of control rights in assessing empirically the importance of financial contracts 

forr the contribution of venture capitalists, using direct, survey-based effort measures and 

accountingg for the resulting possibility of self-reporting bias in the data, at the same time. 

Thee results indicate that financial contracts matter: the allocation of cash-flow and 

especiallyy control rights significantly affects the contribution of venture capitalists, even 

iff  the potential endogeneity of the terms of the contracting transaction is taken into 

account.. In other words, even if the type of the financial contract chosen depended on 

thee investor's appraisal of the project's need for his professional involvement, the use of 

convertiblee securities together with certain control rights would have a significant impact 

onn the value adding involvement of venture capitalists. 

Thee paper measures an investor's contribution to the value of an entrepreneurial firm 

alongg two effort dimensions. First, the time (i.e. the weekly number of hours) spent with 

thee firm is considered as a dependent variable. Then, a more subjective effort measure, 

thee ranking of the importance of the venture capitalist's contribution in a number of 

typicall  fields of activities is taken into account. Results from the analysis arc shown to 

bee robust to the possibility of self-reporting bias that may arise from the survey-based 

naturee of these effort measures.2 Although more established venture capitalists turn out 

too contribute more, the results are not driven by the possibility that better quality venture 

capitalistss become more involved and use more sophisticated contracts at the same time. 

Thee data indicate that veto and board rights play the most important role in en-

hancingg the contribution of venture capitalists to their firms. The results concerning veto 

andd board control arc not only robust to endogeneity concerns but also hold for both 

dependentt variables: the time spent with the firm and the assessment of the venture 

capitalist'ss own contribution. Venture capitalists with full veto control spent each week 

2Onee justification to use survey data to address the research question is that objective (unbiased) 

and,, at the same time, direct (non-performance based) effort measures are hardly available. Measures 

off  performance could not be collected either because most firms in the sample had been given financing 

onlyy a year or two earlier than the data was collected. 
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approximatelyy 5 and a half hours more with their companies than investors with no veto 

rights.55 They also regarded their contribution to the value of their firms as 35% more 

important.. Board control has a strong impact as well: one additional board scat in a five 

memberr company board implies 1 and a half hours more weekly involvement and 10% 

moree effort by the venture capitalist. 

Resultss concerning the impact of cash-flow rights turn out to be less obvious. The 

dataa suggest a significant positive relation between the involvement of venture capital-

istss and the use of convertible securities: investors issuing convertible debt or convertible 

preferredd equity contribute on average 10% more. The positive relation docs not however 

holdd for the number of hours as the dependent variable. The data also indicate a statisti-

callyy significant positive correlation between equity ownership and the time spent with the 

entrepreneuriall  firm. The economic impact is however immaterial. One possible expla-

nationn is that the ownership shares may depend on the parties' bargaining position (that 

iss likely to be influenced by entrepreneurial capital constraints) rather than on incentive 

considerations. . 

Overall,, the results suggest that venture capitalists are responsive to incentives 

embeddedd in the allocation of control rights. Contrary to expectations, the extent of 

cash-floww rights or equity ownership turns out to be less relevant for their value added 

involvement.. These findings strongly support a few theories that focus on the allocation 

off  control rights, suggesting that venture capitalists require control to be able to interfere 

att an intermediate stage, when a successful project outcome seems to be less likely. At 

thee same time, the reported positive impact of the use of convertible securities provides 

supportt for theories suggesting that security choice matters in the optimal allocation of 

incentivess between entrepreneurs and venture capitalists. The findings seem to be most 

consistentt with Hellmann (1998) and Schmidt (2003). 

oo rights in relation to five issues were considered: asset sales, asset purchases, changes in control, 

issuancee of equity, and at least one 'other decision'. 'Full veto control' implies veto control in all of these 

matters. . 
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Thiss research is closest in spirit to Sapicnza et al. (1996) and Kaplan and Strömberg 

(2004).. Both examine the determinants of the involvement of venture capitalists in en-

trepreneuriall  firms, distinguishing between effort measures of support and governance. 

Sapicnzaa et al. (1996) analyze the effect of different risk factors on the involvement of 

venturee financiers in their portfolio companies. They focus on agency risk represented by 

CEOO experience and project related uncertainty measured by the firm's stage of devel-

opmentt and the innovativeness of the project. Although they find no evidence of more 

intensee support or governance at ventures with less CEO experience, they find that project 

relatedd uncertainty matters: investors become more involved in early stage ventures and 

inn projects with higher risk assessment. 

Kaplann and Strömberg (2004) consider a more complete classification of risk factors 

involvedd in the financing of entrepreneurial ventures. Based on an analysis of venture 

capitalists'' investment memoranda, they identify three different types of risk measures: 

'internall  risk', a consequence of asymmetric information between the parties; 'external 

risk',, referring to environment related uncertainty, and 'project complexity' risk, arising 

fromm the difficulty of project realization. They find that in ventures with high internal 

andd external risk, venture capitalists hold significantly more control rights, in the form of 

boardd control. Board control enhances monitoring but has no impact on advising. They 

alsoo find that investors with large equity ownership provide more support. 

Thiss paper does not attempt to distinguish empirically between the different activ-

itiess of venture capitalists. It examines two, rather crude effort measures. Its focus is on 

thee role of the different types of securities and control rights in enhancing the contribution 

off  venture investors to the development of entrepreneurial firms. The results complement 

thee findings in Sapicnza et al. (1996) and Kaplan and Strömberg (2004) by showing that, 

besidess the different risk factors, the use of specific securities and especially control rights 

alsoo matter for the contribution of venture capitalists. The results match the finding in 

Kaplann and Strömberg (2004) and complete the picture by pointing out that, besides 

boardd representation, veto rights and security choice arc also important in the provision 
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off  effort incentives for venture capitalists. 

Thee paper is organized as follows. Section 3.2 outlines the theoretical background 

aridd spells out the hypotheses to be tested. A description of the data and the variables 

consideredd is provided in Section 3.3. The core empirical results together with robustness 

checkss arc detailed in Section 3.4. Section 5 discusses the limitations of the analysis. 

Sectionn 3.6 concludes. Al l tables - except for Table 4 - arc in the Appendix. 

3.22 Related Literature 

Ourr hypotheses concerning the determinants of the professional involvement of venture 

capitalistss arc based on a number of venture capital theories. Most of these theories 

focuss on one of two fundamental issues: (1) whether the cash-flow allocation has a role in 

implementingg optimal incentive schemes for the entrepreneur and the venture capitalist, 

givenn the need for the active involvement of the latter; (2) whether the allocation of control 

rightss provides implicit incentives for the venture capitalist to interfere in entrepreneurial 

decision-making.. In what follows, I discuss the most important theories addressing these 

issuess and their empirical predictions. 

3.2.11 Allocation of Cash-flow Rights 

AA number of papers have considered venture capital financing in a double moral hazard 

setting,, in which both an entrepreneur and an investor are supposed to exert effort to 

increasee the probability of the success state. Since effort exertion requires the provision of 

high-poweredd incentives for both parties, the venture capital context implies an inherent 

conflictt of incentives which, unlike the classical problem of entrepreneurial moral hazard, 

cann not be solved by rendering the entrepreneur residual claimant of the firm's profits 

andd providing the investor a debt claim. The need for advice1 requires that in case of a 

successfull  outcome the investor holds an equity-like claim: pure equity or a convertible 
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security. . 

Assumingg two-sided moral hazard, Repullo and Suarcz (2004) focus on the stag-

ingg of the venture capitalist's financial investment. They show that, when the interim 

profitabilityy signal is verifiable, optimal incentive provision in a second, effort exertion 

stagee requires that the venture capitalist receives a signal-independent share in project 

returns,, essentially an equity contract.4 Further, Schmidt (2003) considers sequential ef-

fortt choices and shows that, given an appropriately chosen conversion rate, a convertible 

securityy implements optimal investment in effort by both parties. In an initial period, the 

entrepreneurr exerts effort optimally since he holds all the equity in the company, while the 

venturee capitalist has a debt-like claim. For the conversion option allows him to become 

residuall  claimant for the firm's profits, in the second stage, the venture capitalist also 

choosess his first-best effort level.0 These theories give rise to the following hypothesis: 

Hypothesiss 1: Venture capitalists holding common equity or a convertible secu-

rityy contribute more to the development of entrepreneurial firms than venture capitalists 

holdingg preferred stock or debt. 

Focusingg on the double moral hazard setting, Casamatta (2003) argues that it is 

thee party with the smaller financial participation that needs to be given higher powered 

incentivess in the form of a riskier claim. Thus in projects that require large outside 

financing,, the entrepreneur wil l typically hold common equity while the venture capitalist 

wil ll  have a less risky, convertible claim. The intuition lies in the fact that financial 

participationn (ownership) inherently increases incentives to work, an implication that 

4Iff  the signal is non-verifiable, the optimal compensation scheme under staged financing is shown to be 

moree complex. It can be implemented by a non-linear contract that allocates the financier an increasing 

sharee of the returns above a threshold level of the interim profitability signal and no share in the returns 

beloww that threshold. 
55 Point ing out the multitask nature of venture capitalists' value adding, Chapter 2 of this thesis also 

providess a theory for the use of convertible securities in venture capital financing. In that model, however, 

securityy choice affects also the type (not only the amount) of effort exerted. 



622 CHAPTER 3. DO FINANCIAL CONTRACTS MATTER'.' 

givess rise to the next hypothesis.6 

Hypothes iss 2: Venture capitalists with larger (equity) ownership exert more effort. 

3.2.22 Allocation of Control Rights 

Otherr theories of venture capital suggest that it is the control allocation rather than 

thee financial structure that matters for the provision of incentives for venture capitalists. 

Chan,, Sicgel and Thakor (1990) and Hcllrnaim (1998) claim that venture capitalists re-

quiree substantial control rights because of the uncertainty concerning future prospects, 

especiallyy the skills of the founder entrepreneur to manage the newly set up company. 

Although,, in Chan et al. (1990), the financier is not supposed to exert effort, final period 

profitss depend on his professional skills whenever the entrepreneur is substituted at an 

interimm stage. Hcllmann (1998) accounts for the venture capitalist's contribution in terms 

off  effort in a more explicit way. In his model, control rights provide the investor incen-

tivess to engage in executive search so that he is able to substitute the original manager 

oncee he turns out to be insufficiently skilled. Therefore, the more uncertainty is involved 

inn a venture, the more control is allocated to the VC, and the more intense is his effort 

exertion.77 In Chan et al. (1990) and Hcllmann (1998). there is no information asymmetry 

betweenn the parties: both the investor and the starter entrepreneur are uninformed of the 

latter7ss skills in managing the company. To this extent, uncertainty refers not only to the 

entrepreneur'ss skill level but also to project and environment related risk.8 These theories 

6AA proper test of the financial contracting implications of Casamatta's theory would require data on 

thee capital contribution of entrepreneurs to the firms funded. For, in venture capital contracts, ownership 

sharess do not necessarily correlate with financial participation, this type of data is not available in the 

samplee under consideration in the present paper. 
7Severall  theories outside the venture capital context also suggest that investors' control rights enhance 

interference.. The most well-known examples are Aghion and Bolton (1992) and Burkart, Gromb and 

Panunzii  (1997). 
sKirilenkoo (2000) relaxes the assumption of symmetric information and suggests that the control 

allocationn at an early stage is a function of the information asymmetry between the two parties. In his 
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havee the following implication. 

Hypothesiss 3: Control rights enhance the contribution of venture capitalists to 

thee development of entrepreneurial firms. 

3.2.33 Endogeneity of Control Rights 

Ann important implication of Hellmann (1998) is that control allocation is endogenous 

too the involvement of venture capitalists. Since riskier projects require more effort, the 

allocationn of control rights may depend on the investor's assessment of the uncertainty 

involvedd in a project and of the need for his professional involvement. This conjecture is 

consistentt with Kaplan and Strömbcrg (2004) who provide evidence that venture investors 

obtainn more board rights when their investments arc characterized by higher project and 

environmentt related risk. The potential endogeneity of control rights gives ground to the 

followingg hypothesis. 

Hypothesiss 4: In riskier projects, venture capitalists require more control rights. 

Theoriess focusing on the allocation of cash-ilow rights do not have similar implica-

tions.. The optimality of equity and convertible debt in Repullo and Suarcz (2004) and 

Schmidtt (2003) is independent of the riskiness of final period cash-flows. It is not the 

uncertaintyy involved in a firm that makes equity-like securities optimal in the provision of 

incentivess for venture capitalists and entrepreneurs. Confirming this conjecture. Kaplan 

andd Strömbcrg (2004) show that entrepreneurial cash-flow incentives are not related to 

projectt risk. These considerations suggest that endogeneity problems arc less relevant 

concerningg the earlier hypotheses on how equity ownership and security choice may affect 

thee contribution of venture capitalists. Therefore, in the empirical analysis I focus on the 

potentiall  endogeneity of control rights while treating security choice a.s exogenous. 

model,, the higher the degree of information asymmetry related to project quality and the entrepreneur's 

valuationn of control, the more control is allocated to the venture capitalist in equilibrium. 
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3.33 The Data 

Thee data were obtained by a survey and interview of venture capital fund members of 

thee European Venture Capital Association (EVCA). In total, there are data on 74 en-

trepreneuriall  investments by 14 venture capital funds in 7 European countries (Belgium. 

Denmark,, Germany, Hungary, Italy, Portugal, The Netherlands). The participation of 14 

fundss in the survey implies an approximately 14% response rate, taking into account the 

populationn of funds that were both contacted by phone and sent a copy of the question-

nairee by regular and /or e-mail.9 

3.3.11 Variable Construction 

Dependentt  Variables 

Twoo variables arc employed to measure the involvement of a venture capitalist (VC) in 

aa given project: first, the weekly number of hours the venture capitalist spent with the 

entrepreneuriall  firm (HOURS);10 second, the average ranking of the importance of the 

VC'ss own contribution to the firm in nine different fields of activities (EFFORT). 

Bothh variables arc based on the assessments of venture capitalists. HOURS equals 

too the average number of weekly hours the VC reported to have spent with the venture. 

Thee construction of the second variable is more complex. Venture investors were asked 

too rank on a scale of 1-10 the importance of their contribution to each particular project 

9Mostt of the funds contacted only via mailing provided no answers at all. 
10Theoriess of venture capital discussed in Section 3.2 assume effort to be non-observable. The number 

off  hours spent with the firm is an observable proxy for the venture capitalist's effort. In situations of moral 

hazard,, observability may improve the contracting outcome when the effort-exerting party is risk-averse 

(thuss risk-sharing has a role) and renegotiation is allowed for (Hermalin and Katz (1991); Dewatripont, 

Legros,, and Matthews (2003)), Most theories of venture capital financing assume risk-neutrality and no-

renegotiation.. The non-observability of effort assumption should thus not create any discrepancy between 

thee theories of the field and the empirical investigation of the present paper. 
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theyy provided data on. in all of the following fields of activities: strategy, marketing, 

issuess related to financing, R&D, product development, human resources, exit strategy, 

interpersonall  support, and help in networking. EFFORT invested in a project is the 

averagee of the rankings across the nine fields.11 

Thee EFFORT variable is similar to the proxy for investors' involvement in Sapienza 

ctt al. (1996). That paper measures effort on advice along two dimensions: it considers 

thee venture capitalists' ranking of the importance and effectiveness of their contribution. 

Thee effort measure comes from multiplying the rate of importance with the rate of effec-

tiveness.122 Since such a measure is subject to the investor's own performance evaluation, 

II  also use the time dimension, a somewhat less biased proxy for involvement. It is indica-

tivee that for all fields of activities taken into account the VCs ranked their contribution 

ass more important for the ventures they spent a higher number of hours with. Both the 

HOURSS and the EFFORT measures are however subject to self-reporting bias. I dis-

cusss the consequences of this problem in a later section addressing the limitations of the 

analysiss and the robustness of the results. 

Explanator yy Variables (1) : Cash-Flow Rights 

Too test Hypothesis 1, I construct two dummy variables. SECUPSIDE takes the value 

11 if the investment was financed with either common equity or a convertible security 

(convertiblee debt or convertible preferred equity). SECCOXV is the second dummy that 

takess the value 1 if and only if the transaction was financed with a convertible security 

thatt is either with convertible debt or convertible preferred equity. Hypothesis 2 can be 

testedd by including the venture capitalist's ownership share in the project (OWNER), in 

thee best case scenario, as an explanatory variable. SECUPSIDE and OWNER measure 

11AA detailed definition of each variable employed in the analysis is presented in Table 9. 
12Inn Sapienza et al. (1996). the rate of importance of the VCs contribution is ranked on a scale of 

1-55 (l=not important at all. 5=of great importance), while the effectiveness ranking is on a scale of 1-10 

(l=nott effective at all, and l()=extremely effective). 
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whetherr and to what extent equity holdings arc important in enhancing the activity 

off  venture capitalists. SECCONV is to capture a more subtle effect: whether venture 

capitalistss using more sophisticated instruments such as convertible securities tend to 

addd more value. 

Explanator yy Variables (2) : Control Rights and Risk Measures 

Too test Hypothesis 3, I consider three different kinds of control right variables: veto 

rights,, board rights, and 'special control rights'. The variable VETO is the average of 

fivee veto right dummy variables: veto on asset sales, asset purchases, changes in control, 

issuancee of equity, and veto concerning at least one other decision. BOARD represents 

thee proportion of board scats held by the venture capitalist. 

SPCONTT refers to additional control rights frequently used by venture capitalists. It 

iss the average of the following ten control right dummy variables: right to replace the CEO, 

rightt for first refusal in sale, automatic conversion at exit, co-sale agreement, antidilution 

protection,, protection against new issues, redemption rights, information rights, IPO 

registrationn rights, and piggyback registration rights.1'* 

Ass argued earlier, a venture capitalist's veto, board, and other rights to interfere 

mayy be endogenous to his value adding involvement. In other words, the allocation of 

controll  rights may depend on the project's need for VC involvement, which in turn may be 

determinedd by the risk of the investment. To be able to test Hypothesis 3. therefore, one 

needss to assess to what extent the allocation of control rights depends on the uncertainty 

relatedd to the project and its environment. In other words, one needs to consider the 

validityy of Hypothesis 4. This requires that a number of risk variables arc included in the 

analysis. . 

Too establish an overall project risk measure, I use the venture capitalists' rankings 

off  each of their projects, on a scale of 1-10, for the following risk factors: uncertainty 

1 3Tablee 10 provides» a definition of each of these control r ights. 
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aboutt the product/technology, risky competitive position, uncertain customer adoption, 

riskk in business strategy, quality of the entrepreneur's management and business skills, 

questionablee performance to date, contractual structure and downside risk, high valuation, 

costss of monitoring the investment, negative influence of other investors, and uncertain 

financiall  market and exit conditions.1'1 In the empirical analysis, I use the average of these 

riskk rankings (RISK).15 The venture capitalists reported their rankings after they invested 

capitall  in the firms. The ex-post nature of the reporting and the self-reported nature of 

thee data may generate problems for the empirical analysis. The potential consequences 

off  self-reporting bias arc discussed in Section 3.5.2. 

Sincee early stage investments and firms in high-tech industries represent greater 

uncertainty,, a stage and an industry dummy variable (referred to as STAGE and TECH) 

arcc also considered as proxies for project risk. STAGE takes the value of 0 for early and 1 

forr later stage investments.16 The value of TECH equals to 1 for projects in the medical, 

internet,, and electronics industries. 

Too account for the uncertainty related to a project's environment. I include addi-

tionall  risk measures. I consider a dummy variable taking the value 1 if the investment 

wass realized in the year 2000 (INV2000). In the beginning of that year the technology 

bubblee bursted, a circumstance that severely affected the exit opportunities of European 

andd US venture capitalists and thus the risk involved in their investments, especially in 

thee short run. The second variable (MSCI) is the return to the MSCI index, a traditional 

14Thesee risk factors were identified by Kaplan and Stromberg (2004), based on an analysis of VCs' 

investmentt memoranda. 
loThiss is in contrast to Kaplan and Strömberg who categorize the risk factors as internal, external, 

andd complexity risk. In the present sample, the three different risk measures were highly correlated. 
16Thee venture funds classified the investments as being in one of the following categories: seed, early, 

expansion,, buyout, late and turnaround stage. This classification corresponds to the definition of stages 

byy the European Venture Capital Association (EVCA). I use a simplified classification by considering the 

investmentss as of early (i.e. seed, early or expansion phase) or late (buyout, late, or turnaround phase) 

stage. . 
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proxyy for returns in international equity markets. For each observation, the return to the 

indexx over the period of investment is considered. The third variable is the legality index 

(LEGALITY )) that accounts for the substantive content of laws pertaining to investing in 

aa country and the quality of their enforcement. I follow Bcrkowitz ct al. (2003) and use 

aa weighted sum of the following factors: civil versus common law systems, the efficiency 

off  the judicial system, the rule of law. corruption, risk of expropriation, risk of contract 

repudiation,, and shareholder rights. High numbers indicate effective legal systems. 

Furthe rr  Explanatory Variables (3) 

Inn the course of testing Hypotheses 1-4, I use additional control variables. VCEXP mea-

suress the connectedness of the VC fund within the industry. It equals to the average 

numberr of syndicating partners of the fund, taking into account all the investments the 

fundd reported data on. Casual evidence suggests that network effects and reputation play 

ann important role in the success of venture capital companies. Successful IPO exits, for 

example,, usually require the certification of a venture capital syndicate involving estab-

lishedd members of the industry. The average number of syndication partners measures 

howw connected or how established the fund is within the industry. It serves as a proxy 

forr the experience of the venture capital fund. The consideration of such a variable in 

thee analysis is necessary since more experienced investors may be able to write more ef-

fectivee contracts and add more value at the same time. If this is the case, self-report ing 

biass - a concern arising from the survey nature of the data - may cause problems in the 

econometricc analysis.17 

Thee extent of VC involvement may also depend on the size of the venture capital 

fund.. Venture capital fund managers invest in portfolios and thus have limited time and 

attentionn towards individual projects. The more capital per number of managers a fund 

invests,, the higher may be the number of projects allocated to each manager. This may 

17Thee consequences of self-reporting bias in the data are discussed in details in a later section addressing 

thee limitations of the analysis. 
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lowerr the manager's contribution to the development of the firms in his portfolio. To 

capturee this effect, I include the capital of the venture fund per number of managers in 

thee analysis (CAPITAL). Moreover, to test whether the involvement of venture capitalists 

variess according to investment size. I also consider the book value of the investment among 

thee explanatory variables (BOOK). 

Finally,, I use a 'lead investor' dummy variable. The allocation of control rights in 

aa given transaction may depend on whether the venture capitalist is a lead investor or a 

syndicatee member in the deal. Lead investors arc, by definition, allocated more control 

rightss than syndicate members. The assessment of the extent of VC control thus requires 

thee involvement of a lead investor dummy (LEAD) in the analysis. 

3.3.22 Data Description 

Thee sample includes 74 investments by 14 venture capital funds. None of the 14 funds 

hadd data on more than 7 investments, and one provided data on just two firms. The small 

numberr of entrepreneurial firms in the sample is attributable to the fact that a significant 

amountt of data was requested on each financing transaction. Moreover, most of the data 

requestedd arc viewed by the funds as highly confidential. Although the sample size is 

small,, it is comparable to the scope of the data considered in other studies in the venture 

capitall  literature. Moreover, the data include information at the transaction level. 

Tablee 1 (Panels A, B) provides a reasonably complete characterization of the data. 

Thee first column presents the data for all the entrepreneurial firms in the sample. The 

nextt two columns break the information down by the first dependent variable, the weekly 

numberr of hours venture capitalists spent with their firms (HOURS). 

[Insertt Table 1, Panels A, B About Here] 

Thee first row in Table 1, Panel A indicates that more than half of the entrepreneurial 

firmsfirms in the sample received less than 4 hours of time weekly support. 13 firms received 
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noo support (0 hours) and 1 firm received 15 hours, the highest number in the sample. 

Thee table also describes the most important contracting features of the investments. 66 

transactionss out of the 74 were financed by common equity or convertible securities, 

butt a small number of preferred equity or debt financing occurred as well. The use of 

equityy or convertible securities does not seem to enhance the number of hours venture 

capitalistss spend with their entrepreneurs: 45 out of the 66 transactions financed by these 

securitiess received less than 4 hours of time weekly support. VC ownership also seems to 

bee irrelevant: OWNER is approximately the same (0.30) in the two groups of firms that 

weree provided different numbers of weekly hours. 

Thee table shows that investors were more involved in firms in which they had more 

extensivee control. In 48 investments out of the 74 in the sample, the venture capitalist 

hadd full veto control. By 'full veto control' I mean that the venture capitalist had veto 

rightt regarding all of the five issues considered by the survey: asset sales, asset purchases, 

changess in control, issuance of equity, and at least one 'other decision'. By 'partial veto 

control',, I mean that the venture capitalist had veto rights in some of these matters. 'No 

vetoo control' refers to no veto rights in any of these matters. 23 out of the 26 VCs that 

spentt more than 4 hours per week with the entrepreneur had full veto control. At the 

samee time, almost half of the firms that received less than 4 hours had only partial or no 

vetoo control. 

Investorss who reported a higher number of hours had more extensive board repre-

sentationn and more special control rights. Those who provided more than 4 hours weekly 

supportt held on average 1/3 of the board seats. In contrast, VCs that spent less than 4 

hourss per week with their firms were allocated only 1/5 of the board seats. These obser-

vationss may refer to a positive relationship between control rights and the involvement of 

VCss in their entrepreneurial firms (see Hypothesis 3). 

Mostt firms in the sample (53 ventures) represent investments in early stages. The 

dataa indicate a positive correlation between the number of hours and the stage of develop-
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ment:: most venture capitalists who worked more than 4 hours invested in early stages.18 

Aboutt half of the firms in the sample (38 ventures) were in high-technology industries 

(biotech,, electronics, or internet). Most high-tech ventures received less than 4 hours of 

timee weekly support. The average RISK ranking of projects is the same (4.28 on a scale 

off  1-10) in the two subsamplcs. 

Thee average VC connectedness (VCEXP) is 1.3. This reflects that venture capital-

istss syndicated their deals with 1.3 other investors, on average. Two venture capitalists 

hadd 3 syndicating partners. These were the best connected (most experienced) VCs in 

thee sample. Only one investor had no syndication partner in any of the projects it fi-

nanced.. This investor had only 2 projects, however. The subsample averages of VCEXP 

indicatee that ventures financed by more connected venture capitalists received more hours 

off  support than ventures financed by less established VCs. 

Tabicc 1, Panel B provides information pertaining to the second dependent variable: 

EFFORT.. The mean of the VCs' assessments of the importance of their contribution is 

shownn for nine different fields of activity: strategic, marketing, financial, R&D, product 

development,, human resources, exit strategy, and interpersonal support; and help in net-

working.. Venture capitalists regard their contribution as most important in the fields of 

strategicc and financial decisions, networking, and exit related issues. Many VCs in the 

samplee ranked their contribution to research and product development at zero. Moreover, 

theyy considered their value added to the development of human resource policies negligi-

ble.. The mean effort rankings seem to be in line with the reports on the number of hours 

spentt with the firms: for each field of activity, the average contribution ranking is higher 

forr the subsamplc of firms that received more than 4 hours of weekly support. 

Tablee 2 presents tests for the equality of means and medians across different sub-

samples.. Panel A considers the average hours per week spent with the firm (HOURS). 

'*A111 of the 14 funds invest in earlier phases of development (seed, early, or expansion stages), but 

somee funds also finance buyout investments. Buyouts are not excluded from the sample but the analysis 

controlss for the project's stage of development. 
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Panell  B presents the same tests as Panel A. but focuses on the EFFORT variable. 

[Insertt Table 2. Panels A. B About Here] 

Panell  A indicates one significant difference in the mean and median hours per week: 

venturee capitalists with full veto control spent significantly more time with their entrepre-

neuriall  firms. Panel B shows significantly higher average contribution rankings for early 

stagee firms (but there are no significant differences for the median rankings in the two 

subsamplcs).. Mean and median effort rankings are both significantly higher for firms in 

whichh VCs used convertible securities and had full veto control. 

AA correlation matrix is given in Table 3. It gives further insights into the data and 

providess guidance in terms of potential collinearity problems in the estimations. 

[Insertt Table 3 About Here] 

3.44 Econometric Analysis 

Thiss section details the results of the econometric analysis. Tables 6, 7, and 8 present 

estimationss of the two proxies for the involvement of venture capitalists in their entrepre-

neuriall  firms as dependent variables: HOURS and EFFORT. Table 6 presents the results 

basedd on the simplest econometric specification: OLS. Table 7 shows 2SLS estimations 

thatt aim at controlling for the potential endogeneity of the control right variables; VETO. 

BOARD,, and SPCONT. Finally. Table 8 presents Tobit estimates that control for both 

thee endogeneity of control rights and the censored nature of the dependent variables.19 

Thee following table provides a summary of the most important results of the analysis.20 

19Thee variable HOURS is censored at left at 0. EFFORT is censored at left at Ü and at right at 10. 
2Q-_'' refers to statistically significant impact. " ^^ ' refers to statistically and economically significant 

impart,, and (J'refers to no significant impact. 
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Tablee 4: Summary of the Results 

VCC ownership share (OWNER) 

Usee of equity-like security (SECUPSIDE) 

Usee of convertible security (SECCONV) 

Vetoo rights (VETO) 

Boardd rights (BOARD) 

Speciall  control rights (SPCONT) 

VCC Experience (VCEXP) 

Dependentt  Variabl e 

HOUR S S 

+ + 

0 0 

0 0 

+ + + 

++ + 

0 0 

+ + + 

EFFORT T 

Ü Ü 

0 0 

+ + + 

+ + + 

+ + + 

0 0 

0 0 

Too control for endogencity issues, the relation between project risk and the allocation 

off  control rights needs to be assessed. Regressions of the three control right variables on 

exogenouss risk variables are presented in Table 5. The fitted values from these estimations, 

furtherr referred to as VETOFIT, BOARDFIT, and SPCONTFIT, are used as explanatory 

variabless in the 2SLS and Tobit estimations shown in Tables 7 and 8. 

3.4.11 The Impact of Risk on Control Allocation 

Inn this section. I discuss the results concerning the effect of project and environment 

relatedd uncertainty on the allocation of control rights (see Hypothesis 4). 

[Insertt Table 5 About Here] 

Thee results in Table 5 reflect that environment related uncertainty is an important 

determinantt of the allocation of control rights in VC financed projects. The significance 

andd the negative sign of the coefficient of the LEGALITY index in model B indicate that 

venturee capitalists require more board rights in projects realized in less effective legal 

environments.. Furthermore, the significant positive relation between the extent of special 

controll  rights (SPCONT) and the year 2000 dummy (INV2000) in regression C implies 
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thatt VCs had more special control rights in the period of the extreme uncertainty that 

arosee after the stock market bubble bursted in March 2000. In contrast, project related 

riskk seems to be irrelevant for control allocation: investments in early stage and high-

technologyy projects arc not associated with more veto, board or other control rights, than 

investmentss in less risky, later stage or non high-tech projects. The VCs project risk 

assessmentt (RISK) has no significant impact on the extent of VC control, either. 

Leadd investors had more veto, board, and other special rights than non-lead in-

vestors:: the coefficients of the LEAD investor dummy arc positive and significant in all 

thee three specifications. VC quality seems to be irrelevant for control allocation: better 

connectedd venture capitalists do not require significantly more control rights. An unex-

pectedd result is that a high return to the securities market index (MSCI) over the period 

off  investment is associated with more extensive veto control. This may imply that in 

periodss of high expected stock returns venture capitalists have better prospects to take 

companiess public and thus more bargaining power vis-a-vis entrepreneurs. 

3.4.22 The Impact of Cash-flow and Control Rights on VC In-

volvement t 

Tabless 6, 7, and 8 provide evidence concerning the impact of financial contracts on the 

involvementt of venture capitalists. In each table. Panel A shows regressions of HOURS 

andd Panel B of EFFORT as a dependent variable. In Table 6, both panels present six 

OLSS regressions. Each model focuses on a different cash-flow or control right variable. 

Modelss 1-3 aim at testing Hypotheses 1 and 2, thus focus exclusively on the impact of 

cash-floww rights. Models 4-6 estimate the1 effects of veto, board, and special control rights. 

2SLSS and Tobit estimates of Models 4-6 are presented in Table 7 and Table 8. 

[Insertt Table 6, Panels A. B About Here] 
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Thee results in Table 6 Panel A suggest that both cash-flow and control rights have 

aa statistically significant positive impact on the number of hours venture investors spend 

withh their entrepreneurs. The impact of cash-flow rights measured by the VC's equity 

ownershipp (OWNER) is however economically insignificant, especially in comparison with 

thee effects of veto and board rights. According to Models 4 and 5, venture capitalists with 

fulll  veto control spend approximately 3 hours more every week with their entrepreneurs 

thann VCs that have no veto control with respect to decisions such as asset sales, asset 

purchases,, issuance of equity, or changes in control. Moreover, one additional seat for the 

VCC in a five member board increases his weekly involvement by one hour. In contrast to 

thee strong impact of board and veto rights, special control rights turn out to be unrelated 

too the number of hours VCs spend with their entrepreneurs. 

Al ll  specifications in Panel A reflect that more established venture capitalists that 

havee more connections in the VC industry contribute more to the development of entre-

preneuriall  firms. Investors that have on average one more syndicating partner spend 3.5 

-- 4 hours more every week with their entrepreneurs. Riskier projects are also associated 

withh more VC involvement: a venture capitalist provides approximately one additional 

hourr weekly support when he considers the investment 10% riskier. Contrary to the ex-

pectations,, high technology firms receive less time from venture capitalists than firms 

inn more traditional industries. The size of the venture capital fund per number of fund 

managerss (CAPITAL) turned out to be insignificant for both dependent variables, in all 

specificationss considered. Therefore, the models presented in the table do not include this 

controll  variable. 

OLSS regressions of the second dependent variable EFFORT in Table 6 Panel B 

confirmm the significance of veto and board rights and the irrelevance of special control 

rights.. VCs with full veto control regard their contribution as 25% more important than 

VCss with no veto rights. Moreover, two additional board scats in a five member board 

impliess a 10% increase in EFFORT. In spite of its statistically significant effect on the 

numberr of hours, VC equity ownership is irrelevant for EFFORT. Security choice docs have 
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ann impact however. Venture capitalists who finance their investments with convertible 

securitiess value their contribution as 10% more important, although this effect is not 

robustt to all specifications. Model 4 confirms that venture capitalists contribute more to 

earlyy stage investments and to projects considered as riskier. In contrast to Panel A, the 

variablee VCEXP remains insignificant in all specifications: more experienced VCs do not 

regardd their contribution as more important or claim to add more value. 

Thee R2 and F-statistics indicate a preference for Models 4 and 5 in both panels in 

Tablee 6. 

3.4.33 Robustness of OLS Results 

Regressionss in Table 6 treat the cash-flow and control allocation as exogenous. As the 

discussionn in Section 3.2.3 suggests, the allocation of control rights may be endogenous 

withh respect to the involvement of venture capitalists. The 2SLS estimates in Table 7 and 

thee Tobit estimates in Table 8 are robust to this consideration. 

Inn the first stage regressions, the control right variables arc estimated as functions 

off  exogenous instruments such as the INV2000 dummy, the LEGALIT Y index, the MSCI 

index,, and the LEAD investor dummy. Proxies for project risk (STAGE, TECH, RISK) 

andd the other control variables (VCEXP, BOOK), arc also treated as instruments. The 

firstfirst stage regressions arc identical to Models A. B. C in Table 5. While the instruments 

arcc not perfect, they are more significantly correlated with the potentially endogenous ex-

planatoryy variables (VETO, BOARD and SPCON) than the dependent variables (HOURS 

andd EFFORT). Significant R2 and F-statistics suggest that Models A, B, and C in Table 

55 explain a substantial part of the variation in the extent of the VCs" veto, board, and 

speciall  control rights in the sample. The fitted values from these regressions can therefore 

bee used as proxies for the endogenous VETO. BOARD, and SPCONT variables in second 

stagee estimations. The; second stage estimations arc presented in Tables 7 and 8. Table 

77 presents least squares regressions and Table 8 Tobit regressions using the fitted values 
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VETOFIT,, BOARDFIT and SPCONTFIT as explanatory variables. 

[Insertt Tables 7 and 8, Panels A, B About Here] 

Althoughh both dependent variables are censored at zero, the Tobit estimates are 

nott unambiguously superior to the 2SLS estimates. This is because in the current data 

thee censored nature of the dependent variablc(s) is not necessarily a consequence of ob-

servationn problems: venture capitalists may have found it optimal to work zero hours or 

too exert no effort.21 Tobit regressions arc nevertheless considered as a robustness check, 

inn the analysis. 

Tabless 7 and 8 indicate that the results from the OLS specifications are robust to 

thee endogeneity of control rights and to alternative estimation techniques. The 2SLS 

estimatess of the coefficients of veto and board control in the HOURS regressions reflect a 

strongerr economic impact than the OLS estimates. They suggest that investors with full 

vetoo control contribute every week approximately 5 and a half hours more than investors 

withh no veto rights. Moreover, one additional VC board scat in a five member company 

boardd implies 1.5 additional hours per week. The impact of VC ownership - although 

statisticallyy important - remains economically insignificant. 

Thee significant impact of control rights on the other dependent variable. EFFORT, 

iss also robust to the alternative estimation techniques. Taking into account the potential 

endogeneityy of veto rights, an even stronger economic impact arises. VCs with substantial 

vetoo rights consider their contribution as 35% more important. The effect of board control 

iss similar to that indicated by the OLS specification: one additional board seat in a five 

memberr board implies 10% more contribution by the VC. The coefficient of the convertible 

securitiess dummy remains both economically and statistically significant in Model 5, in 

bothh panels. 

Overall,, the results imply strong support for Hypothesis 3: control rights - in par-

211 In other words, "zero involvement' may imply a "corner solution' in the VCs optimization problem. 
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ticular,, veto and board rights - play an important role in providing incentives for venture 

capitalists.. This confirms theories that emphasize the allocation of control rights in ven-

turee capital contracts such as Chan et al. (1990) and Hcllmann (1998). The results 

providee a somewhat weaker support for Hypothesis 1 and no support for Hypothesis 2. 

Thee use of convertible securities enhances value adding by venture capitalists but this 

holdss only for one of the contribution measures, EFFORT. The impact of VC ownership 

onn the specific measures of involvement considered in the present paper is economically 

insignificant.. This refutes the primary role of ownership in increasing effort incentives 

forr venture capitalists. The results on the role of cash-flow allocation seem to be most 

consistentt with the theory by Schmidt. (2003). 

Thee evidence is in line with the findings of several recent empirical studies, too. The 

dataa show that more established venture capitalists with better connections in the VC 

industryy spend more time with entrepreneurs. This may provide one explanation for the 

resultt in Kaplan, Martel, and Strömbcrg (2004) that ventures financed by more experi-

encedd VCs are more successful, suggesting that more experienced VCs also spend more 

timee with their entrepreneurs and, most likely, add more value. Furthermore, the analysis 

pointss out the role of project risk in increasing the involvement of venture capitalists in 

theirr investments. Consistent with earlier findings in Gompcrs (1995) and Sapienza et 

al.. (1996). several specifications show that early stage investments represent a primary 

concernn for venture capitalists. Furthermore, VCs become more involved in projects 

theyy consider riskier, a finding in line with both Sapienza et al. (1996) and Kaplan arid 

Strömbcrgg (2004). 
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3.55 Limitations 

3.5.11 Small Sample 

Thee analysis in this paper is based on a new and fairly comprehensive dataset. There arc 

howeverr limitations to the breadth and depth of the data that are important to mention. 

Firstt of all. the number of observations for which sufficient amount of information could 

bee obtained is limited. This is primarily due to the fact that the analysis requires very 

detailed,, deal specific information while most venture capital funds consider this type 

off  information as highly confidential. About half of the total number of venture funds 

thatt provided data were interviewed in person. The remaining funds were contacted 

byy phone at least twice. In spite of the substantial efforts invested in data collection, 

onlyy 14 completed surveys were returned. They included information on altogether 74 

entrepreneuriall  firms. This provides a fairly small sample, the scope of which is however 

similarr to the scope of the data in the few existing studies that analyze contract specific 

informationn in the field of venture capital. 

3.5.22 Self-reporting Bias 

AA second limitation may arise from the survey nature of the data. The analysis requires the 

constructionn of several measures of involvement' or 'value added' by venture capitalists. 

Iff  these variables are based on data reported by the VCs themselves, they may be subject 

too 'self-reporting' bias: certain venture capitalists may consider their contribution as 

moree important and report information accordingly. This would not in itself cause a 

problemm in assessing the impact of cash-flow and control rights on VC value added. There 

iss a possibility however that venture investors that regard their contribution as more 

important,, also require more cash-flow or control rights. If this was the case, self-reporting 

biass may question the significant positive relation identified between certain contractual 

featuress and VC involvement. The analvsis is however robust to such concerns. More 



80 0 CHAPTERCHAPTER 3. DO FINANCIAL CONTRACTS MATTER? 

experiencedd venture capitalists may use more veto and board rights and may. at the 

samee time, regard their contribution as more important. Such effects would however 

bee captured by the coefficient of the VCEXP variable that controls for the quality or 

experiencee of the venture capital funds in the sample. Indeed, the variable becomes highly 

significantt in the HOURS regressions (although it remains insignificant in the estimations 

off  EFFORT). This does not however destroys the significance of the effect of the use of 

controll  rights and convertible securities. Moreover, the fact that the VCEXP variable 

remainss insignificant in the regressions estimating the extent of VC control (Table 5) 

suggestss that it is not VC quality that matters for the allocation of control rights. This 

furtherr confirms the irrelevance of self-reporting bias with regard to the main conclusions 

off  the paper. 

Self-reportingg bias in the data may cause, however, other problems. In addition to 

thee dependent variables, HOURS and EFFORT, the explanatory variable RISK is also 

basedd on the assessment, of venture capitalists. If venture investors that contribute more 

considerr their projects as riskier, the significant positive relation between project risk and 

VCC involvement, suggested by several specifications, has to be questioned. The ex-post 

naturee of the VCs' reporting of the risk factors considered implies that this problem may 

bee severe. Although these considerations undermine the result that project risk matters 

forr value adding, they do not question the main conclusions of the analysis concerning 

thee impact of cash-flow and control rights on VC involvement. 

3.66 Conclusion 

Thiss paper gives an empirical assessment of the importance of cash-flow and control rights 

inn providing incentives for venture capitalists to contribute to the development of the 

entrepreneuriall  firms they finance. Analyzing a sample of 74 investments by 14 European 

venturee capital funds, the paper shows that venture capitalists using convertible securities 

andd extensive control rights become more involved in their entrepreneurial projects than 
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investorss that hold common equity or debt-like securities and have no control. 

Vetoo and board rights turn out to have the strongest impact on the involvement of 

venturee capitalists. VCs with veto rights concerning asset sales, asset purchases, changes 

inn control, and issuance of equity spend more time with their companies and consider their 

contributionn more important than investors with no veto rights in any of these matters. 

Boardd control also has a significant contribution enhancing effect. Surprisingly, the extent 

off  'special control rights', that is control rights typically used in venture capital financed 

projectss - such as the right to replace the CEO. antidilution rights, IPO registration rights, 

orr co-sale agreements - turns out to have no significant impact on the measures of VC 

involvementt used in the analysis. Nevertheless, the results strongly support the theories 

thatt emphasize the allocation of control rights in venture capital contracts, namely Chan, 

Sicgell  and Thakor (1990) and Hellmann (1998). 

Thee impact of cash-flow rights on investors' value adding turns out to be less ob-

vious.. Contrary to expectations, the extent of equity ownership seems to be irrelevant. 

Thiss finding reflects that ownership shares may depend on the contracting parties' capital 

contributionn to the initial investment or on the V Cs bargaining position rather than on 

incentivee considerations. The use of convertible securities, however, docs have a signif-

icantt positive effect on one of the two effort measures considered. Venture capitalists 

usingg convertible debt or convertible preferred equity contribute on average 10% more 

thann VCs using simple financial instruments like common or preferred equity, or straight 

debt.. This finding reflects that security choice matters and provides support for a few the-

oriess focusing on the optimality of convertible securities in allocating incentives between 

entrepreneurss and venture capitalists, in my view, especially for Schmidt (2003). 

Thee results do not arise as a consequence of self-report ing bias, the possibility that 

moree experienced venture capitalists contribute more and use more sophisticated contracts 

att the same time: the analysis controls for venture fund quality or experience. The 

dataa indicate that although more established venture capitalists spend more time writh 

theirr investcc firms, the significant impact of control rights and of the use of convertible 
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securitiess is robust to this consideration. 

Thee evidence is consistent with earlier results in Gompcrs (1995), Sapicnza et al. 

(1996),, and Kaplan and Stromberg (2004) concerning the role of project and environ-

mentt related uncertainty in increasing VC involvement: early stage ventures and projects 

consideredd as riskier receive more support. The results contribute to this literature by 

suggestingg that besides the different risk factors, incentives embedded in cash-flow and 

controll  rights also influence VC value adding. The results complement the finding in Ka-

plann and Stromberg (2004) that board rights enhance investors' interference, indicating 

thatt besides board control, veto rights and the use of convertible instruments also matter. 

Overall,, the paper contributes to the literature by shedding light on the importance 

off  financial contracting for the development of young entrepreneurial firms that are in 

needd of the investors' active involvement in establishing their organization and identity 

ass new participants in their markets. 
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3AA Appendix 

Tablee 1: Data Summary 
Thiss table provides a summary of the data. Panel A presents the explanatory variables. The first 
columnn presents the data for all entrepreneurial firms in the sample. The next two columns break the 
informationn down by the weekly number of hours (HOURS) the VC spent with the firm. SECUPSIDE 
iss a dummy taking the value 1 if equity, convertible debt, or convertible preferred equity was used 
byy the VC. SECCONV is a dummy taking the value 1 if convertible debt or convertible preferred 
equityy was used by the VC. VETO is the average of five veto rights dummies including asset sales, 
assett purchases, changes in control, issuance of equity, and at least one other decision. BOARD 
representss the number of board seats held by the VC as a proportion of the total number of board 
seats.. SPCONT is the average of 10 dummies referring to the VC's 'special control rights'. OWNER 
referss to the VC's ownership share in the investment. STAGE equals to 0 if the investment was in the 
seed,, early, or mezzanine phase, and 1 if it was in the late, buyout, or turnaround phase. The TECH 
dummyy equals to 1 for projects in the medical, internet, and electronics industries. The INV2000 
dummyy refers to investments realized in the year 2000. RISK is based on the VC's assessment of 
133 different types of project risk factors, on a scale of 1-10: RISK is the average of these rankings. 
LEGALIT YY refers to the legality index of the country of the investment. MSCI is the return to the 
MSCII  index in the period of the investment. VCEXP is the average number of syndication partners of 
thee VC. CAPITAL is the VC fund's capital per number of fund managers. BOOK is the book value 
off  the investment. Panel B presents the sample means of the rankings of the VC's contribution on a 
scalee of 0-10. in 9 different fields of activities. EFFORT is the average of these rankings. 

PANELL  A 

## of investments with less or more than 20 hours 
Cash-floww and Control Rights 

## of equity or convertible security inv. (SECUPSIDE=1) 
## of debt or preferred equity inv. (SECUPSIDE=0) 

## of convertible security investments (SECCONV=l) 
## of investments with full veto control (VETO=l) 

## of investments with partial or no veto control (VETO<l) 
Averagee VC Ownership (OWNER) 

Averagee proportion of VC board seats (BOARD) 
Averagee proportion of VC special control rights (SPCONT) 

Riskk Variables 
## of early stage investments (STAGE—0) 
## of late stage investments (STAGE=1) 
## of high-tech investments (TECH=1) 
## of investments in 2000 (INV2000=1) 
Averagee risk assessment by VC (RISK) 

Averagee Legality index in country of inv. (LEGALITY ) 
Averagee Return to MSCI index in country of inv. (MSCI) 

Otherr  Variables 
Averagee Number of Syndicating Partners (VCEXP) 

Averagee Fund Capital per VC Manager ('000 EUR) (CAP) 
Averagee Book Value ('000 EUR) (BOOK) 

Total l 
74 4 

66 6 
8 8 
28 8 
48 8 
26 6 

0.29 9 
0.25 5 
0.60 0 

53 3 
21 1 
38 8 
21 1 

4.28 8 
19.53 3 
-0.08 8 

1.30 0 
21.605 5 
5.570 0 

HOURSS < 4 
48 8 

45 5 

3 3 
18 8 
25 5 
23 3 

0.30 0 
0.22 2 
0.55 5 

32 2 
16 6 
23 3 
11 1 

4.28 8 
19.7 7 
-0.08 8 

0.93 3 
20.635 5 
6.331 1 

44 < HOURS 
26 6 

21 1 

5 5 
10 0 
23 3 
3 3 

0.29 9 
0.29 9 
0.69 9 

21 1 
5 5 
15 5 
10 0 

4.28 8 
19.1 1 
-0.09 9 

1.98 8 
23,396 6 
4.166 6 
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PANELL  B 

Average e V CC Contributio n Ranked on Scale 1-10 
Strategicc Support 

Marketingg Support 
Financiall  Support 

R&DD Support 
Productt Development Support 

Humann Resource Support 
Exitt Strategy Support 
Interpersonall  Support 

Helpp in Networking 
EFFORT T 

Total l 

3.99 9 
1.91 1 
4.64 4 
0.80 0 
0.88 8 
1.91 1 
3.04 4 
1.66 6 
2.73 3 
2.39 9 

HOURSS < 4 

3.64 4 
1.84 4 
4.42 2 
0.66 6 
0.64 4 
1.59 9 
2.84 4 
1.30 0 
2.19 9 
2.13 3 

44 < HOURS 

5.06 6 
2.11 1 
5.28 8 
1.22 2 
1.61 1 
2.89 9 
3.67 7 
2.78 8 
4.39 9 
3.22 2 
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Tablee 2: Descriptive Statistics 
Thiss table presents mean and median comparison tests. Panel A compares the average weekly hours 
VCss spent with the firms (HOURS) across the following subsamples: early vs. late stage investments, 
high-techh vs. non high-tech firms, firms issuing convertible securities vs. firms using other instruments, 
investmentss with full VC veto control vs. investments with partial or no VC veto control, investments 
withh majority VC board control vs. investments with no majority VC board control. Panel B considers 
thee ranking of the VCs contribution (EFFORT) and shows mean and median comparison tests for 
thee same subsamples as Panel A. Significantly different means, medians and the corresponding F and 
Mann-Whitneyy test statistics are typed bold. 

PANELL  A: HOURS 

Alll  firms 

N N 

74 4 

Mean n 
HOURS S 

3.87 7 

Meann Equal. Test 
F-statistic c 

Median n 
HOURS S 

2.50 0 

Mediann Equal. Test 
Mann-Whitneyy Stat. 

Convertibl ee Security vs. No Convertibl e Security Financing 
Convertiblee Security 
Noo Convertible Security 

28 8 
46 6 

4.25 5 
3.63 3 

0.42 2 
2.50 0 
2.50 0 

0.09 9 

Fulll  vs. Partial Veto Control 
Partiall  or No Veto Control 
Fulll  Veto Control 

27 7 
47 7 

1.98 8 
4.95 5 

11.39 9 
2.50 0 
3.12 2 

2.76 6 

Mor ee than 50% vs. Less than 50% of Board Steats for  VC 
Moree than 50% of Seats 
Lesss than 50% of Seats 

10 0 
64 4 

4.25 5 
3.81 1 

0.11 1 
1.37 7 
2.50 0 

0.64 4 

Earl yy vs. Lat e Stage Firm s 
Earlyy stage 
Latee stage 

53 3 
21 1 

4.14 4 
3.17 7 

0.92 2 
2.50 0 
2.50 0 

1.17 7 

PANELL  B: EFFORT 

Alll  firms 

N N 

74 4 

Mean n 
EFFORT T 

2.39 9 

Meann Equal. Test 
F-statistic c 

Median n 
EFFORT T 

1.83 3 

Mediann Equal. Test 
Mann-Whitneyy Stat. 

Convertibl ee Security vs. No Convertibl e Security Financing 
Convertiblee Security 28 8 
Noo Convertible Security j 46 

2.85 5 
2.13 3 

2.69 9 
2.77 7 
1.66 6 

1.66 6 

Fulll  vs. Partial Veto Control 
Partiall  or No Veto Control 
Fulll  Veto Control 

27 7 
47 7 

1.27 7 
3.03 3 

21.19 9 
0.55 5 
2.77 7 

4.46 6 

Mor ee than 50% vs. Less than 50% of Board Steats for  VC 
Moree than 50% of Seats 
Lesss than 50% of Seats 

10 0 
64 4 

2.29 9 
2.41 1 

0.04 4 
2.22 2 
1.67 7 

0.08 8 

Earl yy vs. Late Stage Firm s 
Earlyy stage 
Latee stage 

52 2 
21 1 

2.63 3 
1.80 0 

3.34 4 
2.67 7 
1.67 7 

1.36 6 
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Tablee 3: Correlatio n Matri x 

HOURS S 

E F F O RT T 

S E C f PS S 

SECCON N 

OWN N 

V E T O O 

BOARD D 

SPCON N 

STAGE E 

TECH H 

RISK K 

VCEXP P 

LogBOOK K 

LogCAF F 

INV2000 0 

LEGAL L 

MSCI I 

LEA D D 

T E CH H 

RISK K 

V C E X P P 

LogBOOK K 

LogCAP P 

INV200Ü Ü 

LEGAL L 

MSCI I 

LEA D D 

HOURS S 

1 1 
0.39 9 
-0.06 6 
0.07 7 
0.08 8 
0.34 4 
0.16 6 
0.20 0 
-0.11 1 
-0.04 4 
-0.002 2 
0.51 1 
-0.07 7 

0.08 8 
0.13 3 
-0.06 6 
0.01 1 
0.17 7 

TECH H 

1 1 
-0.01 1 
0.36 6 
-0.26 6 
-0.09 9 
0.07 7 

-0.35 5 
-0.20 0 
-0.24 4 

KFF F 

1 1 
-0.16 6 
0.19 9 
0.01 1 
0.50 0 
0.14 4 

0.22 2 
-0.21 1 
0.01 1 
0.10 0 
0.13 3 

-0.24 4 

-0.13 3 
0.11 1 
-0.10 0 
-0.15 5 
0.31 1 

RISK K 

1 1 
-0.34 4 
0.06 6 

-0.40 0 
0.26 6 
-0.12 2 
-0.33 3 
-0.27 7 

SECUPS S 

1 1 
0.27 7 
0.04 4 

-0.10 0 
0.03 3 
-0.21 1 
0.21 1 

-0.25 5 
0.39 9 
-0.45 5 
0.34 4 
-0.30 0 
0.02 2 
-0.08 8 

0.09 9 
-0.06 6 

VCEXP P 

1 1 
-0.42 2 
0.14 4 
0.06 6 
-0.03 3 
-0.04 4 
-0.04 4 

SECCON' ' 

1 1 
0.28 8 
0.01 1 
-0.01 1 
0.32 2 
0.19 9 

-0.30 0 
-0.03 3 
-0.12 2 
0.04 4 
-0.05 5 
0.13 3 
0.26 6 
-0.05 5 
0.27 7 

LogBOOK K 

1 1 
0.08 8 
-0.16 6 
-0.06 6 
0.23 3 
0.10 0 

OWN N 

1 1 
0.21 1 
0.36 6 
0.13 3 
0.29 9 
-0.24 4 
-0.27 7 
-0.14 4 
0.18 8 
0.26 6 
-0.17 7 
0.27 7 
0.002 2 
0.41 1 

LogCAP P 

1 1 
-0.14 4 
0.40 0 
-0.04 4 
0.04 4 

V E T O O 

1 1 
0.36 6 
0.16 6 
0.17 7 
-0.18 8 
-0.17 7 
0.06 6 
0.04 4 
0.06 6 
0.02 2 
-0.10 0 
0.21 1 
0.39 9 

INV2000 0 

1 1 
-0.10 0 
-0.47 7 
-0.18 8 

BOARD D 

1 1 
0.04 4 
0.14 4 
-0.01 1 
-0.11 1 
-0.17 7 
0.25 5 
-0.16 6 
-0.12 2 
-0.38 8 
0.20 0 
0.45 5 

LEGAL L 

1 1 
0.04 4 
-0.15 5 

SPCON" " 

1 1 
-0.16 6 
0.17 7 

-0.27 7 
0.36 6 
-0.22 2 
0.15 5 
0.26 6 
-0.01 1 
-0.18 8 
0.18 8 

MSCI I 

1 1 
0.05 5 

STAGE E 

1 1 
-0.40 0 
-0.15 5 
-0.20 0 
0.37 7 
0.07 7 

-0.33 3 
0.11 1 
0.43 3 
0.20 0 

RISK K 

1 1 
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Tbbl ee 5: OLS Estimates of Control Rights 
Thiss table presents OLS regressions of the three control rights variables, VETO. BOARD and SP-
CONT.. VETO is the average of five veto right dummies including asset sales, asset purchases, changes 
inn control, issuance of equity, and at least one other decision. BOARD represents the number of board 
seatss held by the VC as a proportion of the total number of board seats at the firm. SPCONT is 
thee average often dummies that represent the VC's 'special control rights'. 12000 is a dummy taking 
thee value 1 if the investment was realized in the year 2000. The LEGALITY index refers to the 
effectivenesss of the iegal system in the country of the investment. MSCI is the return to the MSCI 
indexx during the period of the investment. STAGE equals to 0 if the investment was in the seed, 
early,, or mezzanine phase, and 1 if the investment was in the late, buyout, or turnaround phase. The 
TECHH dummy equals to 1 for projects in the medical, internet, and electronics industries. RISK is 
thee average of the VC's assessments of 13 different types of project risk factors, on a scale of 1-10. 
LEADD equals to 1 if the VC was the lead investor in the investment and 0 otherwise. VCEXP is 
thee average number of syndication partners of the VC. BOOK is the book value of the investment. 
Coefficientss and statistics significant at 10% are typed bold, t-statistics are in brackets. 

Constant t 

EnvironmentEnvironment Related Risk 
12000 0 

LEGALIT Y Y 

MSCI I 

ProjectProject Related Risk 
STAGE E 

TECH H 

RISK K 

OtherOther Variables 
LEAD D 

VCEXP P 

LOG(BOOK) ) 

Adjustedd R2 

F-statistic c 
Logg likelihood 

Dependentt  Variabl e 
VETO O 

Modell  A 
0.79 9 

(1.38) ) 

0.18 8 
(1.66) ) 
-0.01 1 

(-0.62) ) 
0.75 5 

(1.89) ) 

0.03 3 
(0.25) ) 
-0.09 9 

(-0.83) ) 
-0.001 1 
(-0.03) ) 

0.31 1 
(2.98) ) 
0.05 5 

(0.86) ) 
-0.005 5 
(-0.17) ) 

0.14 4 
2.35 5 

-25.34 4 

BOARD D 
Modell  B 

0.53 3 
(1.84) ) 

0.02 2 
(0.31) ) 
-0.02 2 

(-2.48) ) 
0.31 1 

(1.53) ) 

-0.008 8 
(-0.14) ) 
0.05 5 

(0.79) ) 
-0.006 6 
(-0.33) ) 

0.18 8 
(3.46) ) 
-0.04 4 

M.31) ) 
0.01 1 

(0.97) ) 
0.29 9 
4.30 0 

-25.10 0 

SPCONT T 
Modell  C 

0.39 9 
(1.11) ) 

0.18 8 
(2.49) ) 
0.008 8 
(0.66) ) 
-0.14 4 

(-0.58) ) 

-0.004 4 
(-0.06) ) 
0.06 6 

(0.88) ) 
-0.04 4 

(-1.80) ) 

0.12 2 
(1.83) ) 
0.06 6 

(1.61) ) 
-0.005 5 
(-0.28) ) 
0.21 1 
3.09 9 
-9.59 9 
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Tablee 6: OLS Estimates of VC Involvement 
Thiss table presents OLS regressions of investors' involvement measured by HOURS (Panel A) and EF-
FORTT (Panel B) as dependent variables. SECUPSIDE is a dummy taking the value 1 if the VC used 
equity,, convertible debt, or convertible preferred equity. SECCONV is a dummy taking the value 1 if 
convertiblee debt or convertible preferred equity was used. OWNER refers to the VC's ownership share 
inn the investment. VETO is the average of five veto right dummies including asset sales, asset purchases, 
changess in control, issuance of equity, and at least one other decision. BOARD represents the number 
off  board seats held by the VC as a proportion of the total number of board seats at the firm. SPCONT 
iss the average of ten dummy variables indicating the VC:s 'special control rights'. VCEXP measures VC 
quality:: it equals to the average number of syndication partners of the VC, across the deals in the sample. 
BOOKK is the book value of the investment. STAGE is a dummy taking the value 0 if the investment was 
inn the seed, early, or mezzanine phase, and 1 if the investment was in the late, buyout, or turnaround 
phase.. The TECH dummy equals to 1 for projects in the medical, internet, and electronics industries. 
RISKK is the average of the VC's assessments of 13 different types of project risk factors, on a scale of 
1-10.. Coefficients and statistics significant at 5% are typed bold, t-statistics are in brackets. 

PANELL  A: HOURS 

Constant t 

Cash-flowCash-flow and Control Rights 
SECUPSIDE E 

SECCONV V 

OWNER R 

VETO O 

BOARD D 

SPCONT T 

OtherOther Variables 
VCEXP P 

LOG(BOOK) ) 

STAGE E 

TECH H 

RISK K 

Adjustedd If 
F-statistic c 
Logg likelihood 

Modell  1 
-5.88 8 

(-2.13) ) 

1.34 4 
(0.93) ) 

3.68 8 
(6.58) ) 
0.43 3 

(1.70) ) 
-1.21 1 

(-1.27) ) 
-2.35 5 

(-2.79) ) 
0.48 8 

(1.72) ) 
0.35 5 
7.69 9 

-185.78 8 

Modell  2 
-6.30 0 

(-2.26) ) 

1.03 3 
(1.30) ) 

3.63 3 
(6.65) ) 
0.53 3 

(2.09) ) 
-1.23 3 

(-1.30) ) 
-2.14 4 

(-2.49) ) 
0.58 8 

(2.22) ) 
0.36 6 
7.92 2 

-185.34 4 

Modell  3 
-7.44 4 

(-2.65) ) 

0.05 5 
(2.08) ) 

3.72 2 
(6.91) ) 
0.45 5 

(1.83) ) 
-1.36 6 

(-1.46) ) 
-2.21 1 

(-2.68) ) 
0.73 3 

(2.73) ) 
0.39 9 
8.66 6 

-183.93 3 

Modell  4 
-9.33 3 

(-3.43) ) 

0.04 4 
(1.74) ) 
2.78 8 

(3.12) ) 

3.53 3 
(6.93) ) 
0.43 3 

(1.90) ) 
-1.49 9 

(-1.70) ) 
-1.84 4 

(-2.33) ) 
0.79 9 

(3.12) ) 
0.46 6 
9.79 9 

-178.84 4 

Modell  5 
-7.37 7 

(-2.76) ) 

0.03 3 
(1.18) ) 

4.93 3 
(2.87) ) 

3.89 9 
(7.56) ) 
0.34 4 

(1.43) ) 
-1.38 8 

(-1.55) ) 
-2.57 7 

(-3.24) ) 
0.79 9 

(3.07) ) 
0.45 5 
9.40 0 

-179.54 4 

Modell  6 
-7.82 2 

(-2.62) ) 

0.04 4 
(1.95) ) 

0.64 4 
(0.40) ) 

3.67 7 
(6.60) ) 
0.46 6 

(1.85) ) 
-1.31 1 

(-1.39) ) 
-2.23 3 

(-2.68) ) 
0.75 5 

(2.78) ) 
0.38 8 
5.44 4 

-183.83 3 
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PANELL  B: EFFORT 

Constant t 

Cash-flowCash-flow and Control Rights 
SECUPSIDE E 

SECCOXV V 

OWNER R 

VETO O 

BOARD D 

SPCONT T 

OtherOther Variables 
VCEXP P 

LOG(BOOK) ) 

STAGE E 

TECH H 

RISK K 

Adjustedd R2 

F-statistic c 
Logg likelihood 

Modell  1 
3.75 5 

(2.43) ) 

-0.87 7 
(-1.08) ) 

0.17 7 
(0.56) ) 
-0.16 6 

(-1.16) ) 
-0.53 3 

(-1.01) ) 
-0.54 4 

(-1.15) ) 
0.21 1 

(1.33) ) 
0.04 4 
1.52 2 

-205.38 8 

Modell  2 
2.54 4 

(1.65) ) 

0.78 8 
(1.77) ) 

0.30 0 
(0.97) ) 
-0.15 5 

(-1.05) ) 
-0.73 3 

(-1.39) ) 
-0.31 1 

(-0.64) ) 
0.16 6 

(1.08) ) 
0.07 7 
1.89 9 

-141.73 3 

Modell  3 
2.68 8 

(1.66) ) 

0.01 1 
(1.06) ) 

0.29 9 
(0.95) ) 
-0.20 0 

(-1.41) ) 
-0.70 0 
-1.32 2 
-0.44 4 

(-0.95) ) 
0.20 0 

(1.28) ) 
0.04 4 
1.51 1 

-142.80 0 

Modell  4 
0.21 1 

(0.17) ) 

0.90 0 
(2.53) ) 

2.62 2 
(6.13) ) 

0.15 5 
(0.62) ) 
-0.15 5 

(-0.91) ) 
-0.91 1 

(-2.17) ) 
0.11 1 

(0.30) ) 
0.24 4 

(2.06) ) 
0.39 9 
7.86 6 

-125.07 7 

Modell  5 
2.13 3 

(1,12) ) 

0.79 9 
(1.85) ) 

2.26 6 
(2.41) ) 

0.40 0 
(1.35) ) 
-0.20 0 

(-1.47) ) 
-0.79 9 

(-1.56) ) 
-0.42 2 

(-0.92) ) 
0.21 1 

(1.49) ) 
0.13 3 
2.57 7 

-138.59 9 

Modell  6 
2.06 6 

(1.27) ) 

0.57 7 
(1.16) ) 

0.93 3 
(0.96) ) 

0.21 1 
(0.69) ) 
-0.14 4 

(-1.07) ) 
-0.64 4 

(-1.21) ) 
-0.36 6 

(-0.76) ) 
0.18 8 

(1.26) ) 
0.06 6 
1.75 5 

-141.21 1 
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Tablee 7: 2SLS Estimates of VC Involvement 
Thiss table presents 2SLS regressions of investors' involvement measured by HOURS (Panel A) and 
EFFORTT (Panel B) as dependent variables. SECUPSIDE is a dummy taking the value 1 if the VC 
usedd equity, convertible debt, or convertible preferred equity. SECCONV is a dummy taking the value 
11 if convertible debt or convertible preferred equity was used. OWNER refers to the VC's ownership 
sharee in the investment. VETOFIT, BOARDFIT, and SPCX)NTFIT are fitted values from regressions 
off  VETO. BOARD and SPCONT on exogenous instruments and control variables as shown in Table 
5.. VCEXP measures VC quality: it equals to the average number of syndication partners of the VC. 
acrosss the deals in the sample. BOOK is the book value of the investment. STAGE is a dummy taking 
thee value 0 if the investment was in the seed, early, or mezzanine phase, and 1 if the investment was 
inn the late, buyout, or turnaround phase. The TECH dummy equals to 1 for projects in the medical, 
internet,, and electronics industries. RISK is the average of the VC's assessments of 13 different types 
off  project risk factors, on a scale of 1-10. Coefficients and statistics significant at 5% are typed bold, 
t-statisticss are in brackets. 

PANELL  A: HOUR S 

Constant t 

Cash-flowCash-flow and Control Rights 
SECUPSIDE E 

SECCONV V 

OWNER R 

VETOFIT T 

BOARDFIT T 

SPCONTFIT T 

OtherOther Variables 
VCEXP P 

LOG(BOOK) ) 

STAGE E 

TECH H 

RISK K 

Adjustedd R2 

F-statistic c 
Logg likelihood 

Modell  4 
-12.06 6 
(-3.80) ) 

0.04 4 
(2.06) ) 
5.74 4 

(2.75) ) 

3.38 8 
(6.41) ) 
0.42 2 

(1.80) ) 
-1.71 1 

(-1.90) ) 
-1.37 7 

(-1.62) ) 
0.90 0 

(3.43) ) 
0.44 4 
9.23 3 

-179.91 1 

Modell  5 
-8.96 6 

(-3.15) ) 

0.05 5 
(2.08) ) 

7.41 1 
(2.48) ) 

4.07 7 
(7.57) ) 
0.26 6 

(1.08) ) 
-1.55 5 

(-1.72) ) 
-2.64 4 

(-3.24) ) 
0.91 1 

(3.39) ) 
0.43 3 
8.88 8 

-180.62 2 

Modell  6 
-9.78 8 

(-2.51) ) 

0.04 4 
(1.79) ) 

3.51 1 
(0.87) ) 

3.45 5 
(5.57) ) 
0.48 8 

(1.95) ) 
-1.11 1 

(-1.13) ) 
-2.27 7 

(-2.74) ) 
0.84 4 

(2.85) ) 
0.38 8 
7.50 0 

-183.50 0 
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PANELL  B: EFFORT 

Constant t 

Cash-flowCash-flow and Control Rights 
SECUPSIDE E 

SECCONV V 

OWNER R 

VETOFIT T 

BOARDFIT T 

SPCONTFIT T 

OtherOther Variables 
VCEXP P 

LOG(BOOK) ) 

STAGE E 

TECH H 

RISK K 

Adjustedd R2 

F-statistic c 
Logg likelihood 

Modell  4 
-0.25 5 

(-0.14) ) 

0.60 0 
(1.43) ) 

3.52 2 
(2.99) ) 

0.08 8 
(0.29) ) 
-0.17 7 

(-1.32) ) 
-0.93 3 

(-1.87) ) 
0.17 7 

(0.37) ) 
0.27 7 

(1.89) ) 
0.17 7 
3.09 9 

-137.00 0 

Modell  5 
1.55 5 

(1.05) ) 

0.81 1 
(1.96) ) 

5.32 2 
(3.25) ) 

0.55 5 
(1.87) ) 
-0.27 7 

(-2.01) ) 
-0.88 8 

(-1.78) ) 
-0.59 9 

(-1.30) ) 
0.28 8 

(2.02) ) 
0.18 8 
3.36 6 

-136.23 3 

Modell  6 
0.49 9 

(0.22) ) 

0.55 5 
(1.17) ) 

3.09 9 
(1.32) ) 

0.06 6 
(0.17) ) 
-0.12 2 

(-0.93) ) 
-0.50 0 

(-0.92) ) 
-0.39 9 

(-0.83) ) 
0.26 6 

(1.58) ) 
0.08 8 
1.88 8 

-140.78 8 
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Tablee 8: TOBI T Estimates of VC Involvement 
Thiss table presents TOBIT regressions of investors' involvement measured by HOURS (Panel A) and 
EFFORTT (Panel B) as dependent variables. The HOURS variable is censored at left at 0. EFFORT 
iss censored at left at 0 and at right at 10. SECUPSIDE is a dummy taking the value 1 if the VC used 
equity,, convertible debt, or convertible preferred equity. SECCONV is a dummy taking the value 1 if 
convertiblee debt or convertible preferred equity was used. OWNER refers to the VC's ownership share 
inn the investment. VETOFIT. BOARDFIT. and SPCONTFIT are fitted values from regressions of 
VETO,, BOARD and SPCONT on exogenous instruments and control variables as shown in Table 5. 
VCEXPP measures VC quality: it equals to the average number of syndication partners of the VC, 
acrosss the deals in the sample. BOOK is the book value of the investment. STAGE is a dummy taking 
thee value 0 if the investment was in the seed, early, or mezzanine phase, and 1 if the investment was 
inn the late, buyout, or turnaround phase. The TECH dummy equals to 1 for projects in the medical, 
internet,, and electronics industries. RISK is the average of the VC's assessments of 13 different types 
off  project risk factors, on a scale of 1-10. Coefficients and statistics significant at o% are typed bold, 
t-statisticss are in brackets. 

PANELL  A: HOURS 

Constant t 

Cash-flowCash-flow and Control Rights 
SECUPSIDE E 

SECCONV V 

OWNER R 

VETOFIT T 

BOARDFIT T 

SPCONTFIT T 

OtherOther Variables 
VCEXP P 

LOGG (BOOK) 

STAGE E 

TECH H 

RISK K 

SCALE E 

Adjustedd R2 

Logg likelihood 

Modell  4 
-14.46 6 
(-4.11) ) 

0.04 4 
(1.61) ) 
6.14 4 

(2.63) ) 

3.91 1 
(6.47) ) 
0.51 1 

(2.01) ) 
-1.78 8 

(-1.83) ) 
-1.58 8 

(-1.67) ) 
1.04 4 

(3.50) ) 
3.14 4 

(10.76) ) 
0.46 6 

-167.44 4 

Modell  5 
-10.86 6 
(-3.52) ) 

0.05 5 
(2.08) ) 

7.92 2 
(2.33) ) 

4.65 5 
(7.65) ) 
0.35 5 

(1.30) ) 
-1.62 2 

(-1.65) ) 
-2.93 3 

(-3.27) ) 
1.04 4 

(3.46) ) 
3.17 7 

(10.75) ) 
0.45 5 

-168.14 4 

Modell  6 
-12.73 3 
(-2.93) ) 

0.04 4 
(1.48) ) 

4.24 4 
(0.96) ) 

4.05 5 
(5.79) ) 
0.59 9 

(2.21) ) 
-1.11 1 

(-1.05) ) 
-2.62 2 

(-2.86) ) 
1.02 2 

(3.07) ) 
3.28 8 

(10.75) ) 
0.41 1 

-170.30 0 
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PANELL  B: EFFORT 

Constant t 

Cash-flowCash-flow and Control Rights 
SECUPSIDE E 

SECCONV V 

OWNER R 

VETOFIT T 

BOARDFIT T 

SPCONTFIT T 

OtherOther Variables 
VCEXP P 

LOG(BOOK) ) 

STAGE E 

TECH H 

RISK K 

SCALE E 

Adjustedd R2 

Logg likelihood 

Modell  4 
-0.71 1 

(-0.39) ) 

0.58 8 
(1.30) ) 

3.93 3 
(3.15) ) 

0.10 0 
(0.34) ) 
-0.15 5 

(-1.12) ) 
-0.88 8 

(-1.69) ) 
0.20 0 

(0.41) ) 
0.24 4 

(1.61) ) 
1.70 0 

(11.29) ) 
0.15 5 

-138.14 4 

Modell  5 
1.31 1 

(0.85) ) 

0.81 1 
(1.85) ) 

5.86 6 
(3.36) ) 

0.62 2 
(2.01) ) 
-0.26 6 

(-1.85) ) 
-0.82 2 

(-1.59) ) 
-0.65 5 

(-1.36) ) 
0.26 6 

(1.74) ) 
1.68 8 

(11.27) ) 
0.17 7 

-137.54 4 

Modell  6 
0.16 6 

(0.07) ) 

0.54 4 
(1.09) ) 

3.33 3 
(1.35) ) 

0.09 9 
(0.24) ) 
-0.10 0 

(-0.71) ) 
-0.41 1 

(-0.72) ) 
-0.43 3 

(-0.86) ) 
0.23 3 

(1.33) ) 
1.79 9 

(11.15) ) 
0.06 6 

-141.94 4 
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Tablee 9: Definitio n of Variables 
Thiss table provides a definition of each dependent and explanatory variable considered in the paper. 

HOUR S S 
EFFORT T 

SECUPSIDE E 

SECCONV V 

OWNE R R 

VET O O 

BOAR D D 
SPCONT T 

BOOK K 
STAGE E 

TEC H H 

RISK K 

LEGALIT Y Y 

INV2000 0 
MSCI I 

CAPITA L L 

Weeklyy number of hours the venture capitalist reported to have spent with the firm 
Averagee of the VC's assessments, on a scale 0 - 10. of his contribution to the 
venturee in the following fields: strategy, marketing, issues related to financing, 
R&D,, product development, human resources, exit strategy advice, interpersonal 
support,, help in networking 
Dummyy variable for investments financed either with common equity or a convert-
iblee security (convertible debt or convertible preferred equity) 
Dummyy variable for investments financed either with convertible debt or convertible 
preferredd equity 
%% Ownership of VC; given contingencies in contracts, the best case scenario is 

considered d 
Averagee of the following veto right dummy variables: asset sales, asset purchases, 
changess in control, issuance of equity, and at least one other decision 
VCC board seats as % of the total number of board seats at the company 
Averagee of the following control right dummy variables: right to replace CEO, 
automaticc conversion at exit, right for first refusal at sale, co-sale agreement, anti-
dilutionn protection, protection rights against new issues, redemption rights, infor-
mationn rights, IPO registration rights, piggyback registration rights 

Bookk value of the investment (EUR '000) 
Dummyy variable taking the value 0 if the investment was in the seed, early, or 
mezzaninee phase, and the value 1 if the investment was in the late, buyout, or 
turnaroundd phase 
Dummyy variable that taking the value 1 for projects in the medical, internet, and 
electronicss industries 
Averagee of the VC's rankings of the following risk factors: uncertain market size, un-
certaintyy about product, risky competitive position, uncertain customer adoption, 
riskss in business strategy, questionable performance to date, contractual structure, 
highh valuation, costly to monitor, exit conditions, negative influence of other in-
vestors s 
Weightedd sum of the following factors (based on Berkowitz et al. (2003)): civil 
versuss common law systems, efficiency of judicial system, rule of law. corruption, risk 
off  expropriation, risk of contract repudiation, shareholder rights. Higher numbers 
indicatee 'better' legal systems. 
Dummyy variable taking the value 1 if the investment was realized in the year 2000 
Returnn to the MSCI index over the period of the investment 
Logg of VC Fund capital (EUR '000) 
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Tablee 10: Special Control Rights 
Thiss table provides a definition of each special control right considered in the SPCONT variable. 
Automati cc Conversion at Exit 

Rightt  for  First Refusal at Sale 

Co-salee Agreement 

Anti-dilutio nn Protection 

Protectionn Against New Issues 

Redemptionn Provisions 

Informatio nn Rights 

IPOO Demand Registration 

Piggybackk Registration Rights 

Investors'' Preferred Stock is automatically converted to Com-
monn Stock at IPO exit 
Thee Investors shall have the right in the event the Company 
proposess to offer equity securities to any person (with excep-
tions).. This right typically terminates upon IPO. 
Thee entrepreneurial managers may not sell, transfer, or ex-
changee their stock unless each investor has an opportunity to 
participatee in the sale on a pro rata basis. The right of co-sale 
shalll  not apply to and shall not terminate upon the Company's 
initiall  public offering. 

Thee conversion price of convertible securities is subject to a 
weightedd average adjustment to reduce dilution in the event 
thatt the Company issues additional equity securities (other 
thann employee, director, and consultant shares approved by the 
Boardd of Directors) at a purchase price less than the applicable 
conversionn price. 
Consentt of the investors shall be required for any action by the 
Companyy that changes the shareholder rights and privileges of 
thee investors. 
Commencingg on some particular date, at the election of the 
investors,, the Company shall redeem their outstanding shares. 
Suchh redemption shall be at the Original Purchase Price plus 
anyy unpaid cumulative dividends. 
Thee Company shall deliver to the Investor audited annual and 
unauditedd quarterly financial statements. Each investor shall 
alsoo be entitled to standard inspection and visitation rights. 
Thesee provisions shall terminate upon a registered public offer-
ingg of the Company's Common Stock. 
Thee investors may force the Company to file a Registration 
Statementt for the Registrable securities (required by the Secu-
ritiess and Exchange Commission before the firm can sell shares 
too the public). The Company will use its best efforts to cause 
suchh shares to be registered; provided, however, that the Com-
panyy shall not be obligated to effect any such registration prior 
too a certain specified date. 

Thee Investors shall be entitled to "piggyback" registration 
rightss on all registrations of the Company or on any demand 
registrationss of any other investor subject, however, to the right 
off  the Company and its underwriters to reduce the number of 
sharess proposed to be registered pro rata in view of market 
conditions. . 




