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Design for Collaborative Innovation between Venture Funds and
Innovative Enterprises Based on Valuation Adjustment Mechanism

CHEN Yong', HUANG Bo*, HUANG Wei’
(1.Chongging Academy of Science and Technology Development, Chongging 401123, China;
2.School of Economics and Business Administration, Chongging University, Chongging 400030, China)

Abstract; As for innovative projects with high profit, the innovative enterprises can solve their reverse selection
problem in their collaborative innovation with venture funds via signal transmission, i.e., the innovative projects
with high profit are separated from the ones with low profit by the design of valuation adjustment mechanism
(VAM). When the highest profit received by an innovative project is relatively bigger or the probability for
harvesting the highest profit is relatively higher or the investment proportion of innovative enterprises is relatively
lower, the innovative enterprises can boost the collaborative innovation with venture funds by VAM. The optimal
VAM of the innovative enterprises is to regard the highest earnings rate of their projects as the target earnings rate of
VAM, to give up the participation in the profit distribution if the target earnings rate can not be reached and to
request the venture funds for transferring the related profit distribution rights if the target earnings rate is not reached
so as to make up the loss because the target can not be reached under the adverse market environment.

Key words: collaborative innovation; valuation adjustment mechanism ( VAM) ; innovative enterprise; venture
funds; signal transmission; reverse selection; market environment; target earnings rate
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