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	This study explores the effects of antidilution clauses when used in conjunction with the issue of convertible preferred stocks. We show that when these clauses accompany the financing contracts, an entrepreneur has an incentive to manipulate his report regarding the project’s prospects for fear that his percentage shareholding could be diluted or that the venture or private equity investor might discontinue further investments. To resolve this undesirable potential for misreporting we suggest and evaluate a solution, which involves the investor committing not to convert a certain minimum percentage of his convertible securities into common shares until the uncertainty is resolved.
The following content is my summary of presentation:

Executive Summary : Two prevalent designs of financing contracts:

· Convertible preferred stock (CPS) is the most extensively used security in private equity fund or in venture capital.
· The antidilution clauses are typically incorporated into convertible preferred stock contracts to shield the fund providers to against subsequent financing rounds at lower valuation. 

The paper of my three important proportions are as follows:

Proposition 1. If a project is financed with a convertible preferred stock contract with antidilution protection, the entrepreneur has an incentive to overstate the earnings for a lower conversion ratio and a greater investment infusion in good states when increases in investment lead to greater payoffs, namely, 
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Proposition 2. In good states, the introduction of retention ratios (the pre-committed proportion of CPS to be retained by INV) helps to eliminate the entrepreneur’s misreports which tend to accompany antidilution protection.
Proposition 3. There may exist a feasible contract with a combination of endogenous conversion ratio, retention ratio and solatium 
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 to induce the entrepreneur to report his private information truthfully for all possible states 
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Conclusion

· A feasible arrangement, which both the proportion of EN’s common shares and firm’s convertible preferred stock obligations increase with the reported earnings, would remove EN boosts the reported earnings.
· Our scheme also has an effectiveness to eliminate EN’s incentive to report a good state on observing a bad or medium state because EN would keep more proportion of shareholdings in a bad state.
· In a bad state, the solatium committed by INV and INV’s infusing the funds in the form of debts also help prevent overstatement.
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