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A Study on the Relation of Collusion
and Contracts Designing in VC Investment

Abstract:The ownership arrangement in the VC-backed firm is worth studying. This article describes a theoret-

ical framework where the arrangement of the control power and the cash flow rights can all be explained. In

the VC-backed firm, the main function of VCs is monitoring. In order to ensure the monitoring effectively, the

control over the firm must be given to the VCs. For the monitoring function works, the VC investment contracts

must be collusion-proof. To avoid a collusion, the incentive compatibility constraint of VCs must be improved.

Key words:VC investment ; contracting ; collusion ; ownership arrangement
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