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.Bengt Holmstrom, Moral Hazard in Teams, 13 BELL J. ECON. 324 (1982) ¥’
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Raghuram G. Rajan & Luigi Zingales, Power in the Theory of the Firm, 113 Q.J. ECON. '*
(0237 X3 1 120Y) 387, 392 (1998)
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“Although the relationship between entrepreneur and venture ) 950 'ny2,122 w73 2y ,/nomo 14
capitalist has elements of hierarchy, it is not a pure agency relationship.” In some ways, it
is more like a partnership than a principal-agent relationship, with each contributing
resources and expecting a share of the value generated by their joint effort... entrepreneur
(-and venture capitalist sometimes engage in ‘team production’

.966 'nya ,ow '
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Yy nyazn e .(Elizabeth Pollman) 1m%10 varhx >3 by yxii1,571m% vIxwot 1793
149 93171 11920 YW 221107 ,NRW N2 AR PIRT, 03 PVINPT PNXIAPT NE PTINW D
N°0ID°V NINNDNAN NR NHYIT NN 237777 07133 11 1I0PT7 T NODN 75 7IVY X*77, WK
71272 AR5 NINKIN NYPW QOYEIN QMR 5 PITT N3N [PNVRIT 0PN DY
1°32 Q111 DR WYY 0MDaw 115707 PN NP 2381 N2WY T0HW 02TaRN (P17 Jwna
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.967 'mya ,ow 4
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“By setting the valuation, the lead investor acts in a manner similar to the ) 973 'nya ,ow '
principal described in the economic models discussed in Part IV above. She breaks the
budget, not by appropriating all of the output for herself as envisioned by Holmstrom’s
(model, but by allocating a share of the output to herself through discounted valuation”
Elizabeth Pollman, 7eam Production Theory and Private Company Boards, 38 SEATTLE '*
The mediating hierarchy model is reflected in certain private ~ U. L. Rev. 619, 621 (2015)
corporations and might in fact find some of its clearest expression in the evolution of startup
.(7°n¥13p MR 199D £ 19AY) “companies
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”The task of analyzing venture capital contracts through the ) 950 'nya 122 w73 v ,/nono '

lens of team production is complicated by the fact that the relationship between

entrepreneur and venture capitalist does not fit easily into existing economic models of
.(team production. In short, their relationship is not “pure” team production”

“But the above discussion also shows that, for ) 647 nya,149 w77 »v% *nx13p 918> ,J9pD 1%

(-many private companies, the board of directors does not serve as a mediating hierarchy”

Brian Broughman, Jesse M. Fried & Darian Ibrahim, Delaware Law as Lingua Franca: '*°
. Theory and Evidence, 57 J.L.. & ECON. 865, 865 (2014);
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. In re Trados Inc. S’'holder Litig., 73 A.3d 17, 3-41 (Del. Ch. 2013)"*¢
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:191%) In re Nine Systems Corporation Shareholders Litigation 113,75
w3 (insider round) on»p DY pwHn 0173 YW TIpH 1171 INIA0NA (70HVOD 71 IV
125 77911 2 AN7 005 Yy MLYY 77ann AR PNIApYaw (recap) nn n1an bw
ATIIW INRY 160,(01°32 11971 4 YW MW NIV NPIYY) 1217 11921 175 NN 02w YIIR
OO DR 19PN, 2%- 2 26%-1 19217 DPN1°117 D132 IDANWT XYW NP7 *9¥a,77170m7
DR QW™ MWK YR LY ADIN NP AND VDWAT N3 01N 117 73an Y Y
P71 9PN %D ¥ap1 ,NPVBWH NIPINT YW 02w W 112YI ,09IR LARPHT MIPATT NPT

0™MPPA IR 7ARYHT MIPATT NIPORIT DR 20 vBWN N°a,poYi NV YIPPw Y95 N0 DX NNy LDIWT
VOWNT N2 .81 IV 76 '0DA,DW IXT.”NIANM APA” YW 021727 VITIVD DX ,PAAIN PR DPIIVF T ONAW
PINA Y12P PORIITXIIDT TWORT PN YRIWOAW” PPN MR P2 MYT 1T 45I0 IR IR 1777 9 1RAn
,773¥°72 P71 2VDIn (ARP0DR 1R XKITW) ARYAT MIPATa Y95 MRPTIW 73 ,Apoya MW RY 7P *RIND
779707 POV NR IWRW 190 *NYAT IR 2w INIAT DY ap IIRYTA P 00D, DRI 17am 273097 no
75-69 'OD ,1OWT2I3 27 MR YN 13 17¥ MPING OMPD 3417/16 X7V ,A0N IR ~.A72RR 72 Y90
1°2% PYIDW NP 2Y AN NIBR AV MW 172 (12.7.2021 ,1212 DOIID) XN LDIWT YW 17T pODY
.PR112 NIYWIA NYTY NPy

.WORY VDI PW 31T PoDY 113-114 /YA, 156 W7 Y0 0170 Iy

Leo E. Strine Jr., Poor Pitifiil or Potently Powertill Preferred, 161 U. PA. L. REV. 2025, 2028 '*°
(2013)(: “[T1he law suggests that when push comes to shove, the board has a duty to prefer
the common’s interests, as pure equity holders, over any desire of the preferred for better
treatment based on some generalized expectancy that they will receive special treatment
.beyond their contractual rights.”)

In re Nine Systems Corporation S'holders Litig., Consol. C.A. No. 3940-VCN (Del. Ch. '*°
Sept. 4, 2014)
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In re Nine Sys. Corp. S'holders Litig., 2015 WL 2265669 (Del. Ch. May 7, 2015), ,x1 '
.(2016) reprinted in 40 DEL. J. CORP. L. 845

The Frederick Hsu Living Trust v. Oak Hill Capital Partners III, L.P., et al., C.A. No. '
Carsanaro v. Bloodhound Techs., Inc., 65 A.3d 618 ,031%7.12108-VCL (Del. Ch. May 4, 2020)
.mwoa o»nonw (Del. Ch. 2013)

“directors of public firms enjoy ) 252 'ny23,108 w771 2>¥% ,7>n¥12p 13X N»IRN” VIRVDT 02 1€
an extraordinary degree of discretion to pursue other agendas and to favor other
oY VIRLDY 792,197 (constituencies, especially management, 10 at shareholders’ expense”
NN YW 221MRI*TY NRY N2 PO 1YY PIRCNT P9I NIvR? 0YIX 7273 N1°192°% NMAN mn°a
.21 VOPYI 149 W77 Y% NP ME7 197D IR P
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NI PN RIM PIP°2°07 PrYa PITR N11AN 223%»H1 17297 20 1’ (Abraham Cable)
168 19390 I MIYPWR "IN 21¥°Y2 010LRIT 0IPVY 727337 RY DI1TI0 NIV *D 0PI 0OV
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SNIYHWN 1DINA
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nPI? DTN (771527 NI MW 2opn YW TIbR Y95 nnIv? 01770 NIILRIT) NIRRT

Robert P. Bartlett I11, Shareholder Wealth Maximization as Means to an End, 38 SEATTLE '*
William W. Bratton & Michael L. Wachter, ; (72015 ,0%v727 : 197%) U. L. REV. 255, 290-95 (2015)
nox1a” 21709 L.REV. 1815, 1874—900 (2013) A Theory of Preferred Stock, 161 U. PA.
Shachar Nir, One Duty to All: The Fiduciary Duty of Impartiality and(vsm
Sarath ; (" :197%) Stockholders; Conflict of Inferest, 16 HASTINGS BUS. L.J. 1 (2020)
Sanga & Eric L. Talley, Don‘t Go Chasing Waterfalls: Fiduciary Duties in Venture Capital
.(7RWY 7210 1 1971Y) Backed Startups (Colum. L. Press, 2021)

.250 'ny3 156 Wi 2°9%,2015 0012 %

As a matter of private ordering, Trados’s view of the ) 294 'nva 156 w71 »°¥% ,2015 ,u%v72 17’
board can be expected to induce investors to contract specifically for more events to address
.(ran unknown future rather than to rely on board representation

Abraham Cable, Does Trados Matter?, 45 THE JOURNAL OF CORPORATION LAW 311, 327- '*
(793737 :1979) 330 (2020)

“We show that efficient decisions can be induced by an :1 'nya,165 v’ »v% *9xv1 7330 '
“anti-Trados” rule that emphasizes preferred shareholders’ interests and treats common
shareholders as contractual claimants. The Trados doctrine, by contrast, cannot
qwvOM PRI 75 MO ;categorically reconcile private interests with value maximization”
,165 W7 279 9051 7IUXRI2 XY NIPPYDT W DR POP? NIZAIT NPT N QI0PH 12 WD 03I
.1886 'mya
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Sarath Sanga & Eric L. Talley, Don’t Go Chasing Waterfalls: Fiduciary Obligations in '
the Shadow of Trados, HLS FORUM ON CORPORATE GOVERNANCE (November 10, 2020)
(“VC-backed companies could enhance value if they could easily contract out of the Trados
doctrine. The best way to do this would be to permit corporations to simply waive the
Trados doctrine (much like they are able to waive other fiduciary duties such as the
”.corporate opportunities doctrine)

“The NVCA’s model forms group proposed a sale right in ) 329 'nya,168 w71 2y ,5a»s '
response to Trados... this sale right aimed to take exit decisions out of the hands of the
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Daniel R. Fischel, Labor Markets and Labor Law Compared with Markets and ,mwn '*
(“The possibility of firm-) Corporate Law, 51(4) UNIV. OF CHICAGO L. REV. 1061, 1067 (1984)
specific investments of human capital in labor markets raises a somewhat different
problem. It suggests that although labor markets may be competitive at the time of the
original negotiation, they may not remain competitive after one of the parties becomes
dependent on the other... Workers in competitive labor markets realize this possibility,
.however, and demand compensation ex ante™)

(“And while the cash 276 'nya ,108 w7 ¥ ,7>nx13p 79%» N»IRD” VIRVOY 02 ANWR
contributions of financial investors may initially be generic and fungible, once those funds
have been used to purchase specialized assets or to pay wages, they effectively become sunk
.in the firm”)
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