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Pakistan Innovation Fund – A Concept Note
Executive Summary
This concept note highlights an opportunity to create a USD 100 Million Pakistan Innovation
Fund (“PIF”) to support and exploit the growing knowledge economy of Pakistan. A large
domestic market, increasing level, global playing field for information technology and
innovation led businesses and investor friendly policies of the Government of Pakistan
present a unique opportunity to create a multi-purpose innovation support fund and take
early exposure in the expected innovation-led growth of Pakistani private sector.
The primary design parameters of PIF shall be:
 Investment exposure in seed, early and growth stage knowledge economy businesses
in Pakistan that demonstrate high-growth and high-returns potential to maximize
returns on investment;
 Investment through multiple capital windows to leverage local and international fund
management expertise and Pakistani market knowledge as well as taking direct
exposure in very early stage as well as growth stage to optimize management expense;
 Creation of a Pakistan based, Pakistan focused fund based on tax efficient tax
structure that fully leverages the incentives provided by Government of Pakistan;
 Ensure best management of the fund by attracting the best talent against market
based, performance-tied, incentive structure.

The Case for Innovation in Pakistan
Pakistan is gradually pivoting from an agriculture and industrial economy to knowledge
economy with an increased government focus on incentivizing the nascent R&D and
innovation-led startup ecosystem in the country. Several recent measures like investing in
incubators and accelerators, co-investing in startups, tax breaks to innovative startup
businesses and lowering of sales taxes for online businesses are a testament to the
government’s desire to promote the knowledge economy in Pakistan.
It is widely accepted that the four critical pillars of a thriving knowledge economy are:
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1. A modern and adequate information infrastructure that can facilitate the effective
communication, dissemination, and processing of information and knowledge. Driven by
Ministry of Information Technology and Telecom (MoIT&T), along with very active
participation of private sector telecommunication companies, this area is very well
developed in Pakistan and continues to grow. The following graph depicting growth in
broadband subscribers as of January 2019 is ample evidence of this fact.

2. Educated and skilled workers who
can continuously upgrade and adapt
their skills to efficiently create and
use knowledge. HEC, Ministry of
Commerce and Industries, Ignite and
other public institutions along with
many
private
sector
entities
continue to work in this space.
Recently, Ignite, an entity operating
under the MoIT&T, undertook the
initiative to train 1 Million Pakistanis
on digital literacy skills as per the
DigiSkills program. The recently
shared results by Ignite are very
compelling.
3. An effective innovation system of firms, research centers, universities, consultants, and
other organizations that can keep up with the knowledge revolution and tap into the
growing stock of global knowledge and assimilate and adapt it to local needs is an equally
important pillar of the Knowledge Economy. HEC, Ignite and private sector are again
doing a wonderful job in this area. Ignite has funded the creation of five National
Incubation Centers across Pakistan and HEC has funded several research and innovation
labs in many universities recently with billions of public funding. Very recently, Pakistan
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has overtaken India in the number of research publications in impact factor journals which
is a testament to a strong innovation system in Pakistan.

(Green bar represents Pakistan whereas Orange bar represents India)

4. An economic incentives and institutional regime that promotes and safeguards the
interests of investors as well as the innovators sponsoring new R&D led businesses is the
last critical pillar of a strong knowledge economy. While the Government of Pakistan is
fully committed to supporting, incentivizing and protecting investors and innovators, the
supply of capital in Pakistan funding the R&D sector and resulting startups is fairly limited.

Pakistan Innovation Fund Design
To address the financing gap in the burgeoning
innovation ecosystem of Pakistan and to exploit
the opportunity presented by a large number of
R&D led startups targeting both local and global
markets, this concept note proposes the creation
of PIF with a seed capital of USD 100 Million.
PIF is proposed to be a 10 year fund with a 5 year
investment period and 5 year harvest period. The
investors and the board of the fund can jointly
elect to extend the fund life to a maximum of 12
years.
The fund shall be created in Pakistan using the
most efficient tax structure ideally under the
private funds regulations.
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The PIF is proposed to have multiple capital windows as follows:









a USD 40M co-investment window to leverage expertise of professional fund managers
who understand the market and innovation ecosystem in Pakistan. The window will
exploit the gap in early and growth stage investment capital for innovative, science
and technology based, high-growth potential startup businesses of Pakistan. Capital
shall be deployed pari passu to other capital raised by fund managers up to a maximum
of 50% of the fund size not exceeding USD 10M in one fund.
a USD 40M direct investment window for providing growth capital to innovative
companies that have demonstrated product-market fit, have a satisfactory revenue
track record and growth projections that are not based on still untested business
model assumptions. The companies will ideally have early stage investors who are
topping up in growth round as well. An average ticket size of USD 5 Million will be
targeted in 5-10 investments.
a USD 10M direct seed investments window that will make early bets against product
or market risk to support the creation of startups at relatively low company values.
Partnerships with existing incubators, accelerators and universities and research
centers will be used to filter the investees for this window. Average ticket size of USD
250K will be targeted in approximately 40 investments.
10% of the fund capital shall be allocated for setting up and managing the fund over a
period of 10 years.
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The exact legal structure of PIF can be optimized based on legal and tax opinions but will
most likely leverage the Private Funds Regulations notified by the Securities and Exchange
Commission of Pakistan.

A separate investment committee comprising of
2 board members and 2 independent local or
international venture capital investment
professionals will decide on all investment
related decisions.

CEO
CFO

PIF Legal Entity

A proposed governance model for the fund is
outlined in the diagram towards the right. A
board comprising of representatives from the
investors and prominent independent members
from Pakistan from the venture capital and
private equity space will govern the funds. If
required, the board will serve as the trustee of
the fund also. The right board members will be
key to the success of this fund!

Internal Auditor
PIF Board

3 Portfolio
Managers

PIF Investment
Committee

3 Senior
Analyst
3 Analysts
3 Support Staff

The management team shall comprise of 12 individuals as shown above supported by 3
support staff. The fund shall aim to cap management expense to 10% of the committed
capital and offer 20% carried interest to the management team after an 8% hurdle rate. The
target return of the fund over 10 years shall be a USD denominated annual IRR of 25%.

Investments and Exits in Pakistani Innovation Ecosystem
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Important Information and Disclosures
No representations or warranties are being made
No reliance may be placed for any purpose whatsoever on this document or on its completeness, accuracy or
fairness. The information in the document is subject to updating, completion, correction and amendment and
will be superseded in its entirety by any prospectus or definitive agreements. This document is a general
informative document only and not solicitation of any investment or funding.
No representation, warranty or undertaking, express or implied, is given by or on behalf of Board of Investment,
Pakistan or Prime Minister’s Task Force or any of such persons’ affiliates or their respective directors, officers
or employees as to the completeness, accuracy or fairness of the information or opinions contained in this
presentation and no responsibility, obligation or liability whatsoever is accepted or will be by Board of
Investment, Pakistan or Prime Minister’s Task Force or any of such persons’ affiliates or their respective
directors, officers or employees or any other person for any loss howsoever arising, directly or indirectly, from
any use of such information or opinions or otherwise arising in connection therewith.
Prospective investors should not treat the document as advice relating to legal, taxation or investment matters,
and are to make their own assessments concerning these and other consequences of any investments they may
deem appropriate in due course, based on a final prospectus, including the merits and the risks of investing.
Prospective investors must determine themselves what reliance they should place on any data, statements or
opinions made in the document. Prospective investors are advised to conduct their own due diligence.
No offer of securities
This document shall not constitute nor form part of, nor be construed as, an offer, invitation or recommendation
to purchase, sell or subscribe for any securities in any jurisdiction or solicitation of any offer to purchase, sell
or subscribe for any securities in any jurisdiction and neither the document nor anything contained herein shall
form the basis of or be relied upon in connection with, or act as any inducement to enter into, any investment
activity.
The Document may contain forward-looking statements involving risks, uncertainties and other factors that
may cause actual results to differ.
Certain statements contained in the document, including those relating to any offering, may be forward-looking
statements as defined under the U.S. federal securities laws, including the Private Securities Litigation Reform
Act of 1995. By their nature, forward-looking statements involve a number of risks, uncertainties and
assumptions that could cause actual results or events to differ materially from those expressed or implied by
the forward-looking statements. These risks, uncertainties and assumptions could adversely affect the outcome
and financial effects of the plans and events described herein.
Forward-looking statements contained in the document that reference past trends or activities should not be
taken as a representation that such trends or activities will necessarily continue in the future. The author does
not undertake any obligations to update or revise any forward-looking statements, whether as a result of new
information, future events or otherwise. You should not place undue reliance on forward-looking statements,
which speak only as of the date of the relevant document.
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