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Pre-Seed vs Seed Funding: Eligibility,
Expectations and Differences
An objective, data-driven analysis of the differences between pre-seed and seed
funding stages for Indian founders, covering metrics, compliance, and dilution.

Overview
Understanding the demarcation between pre-seed and seed funding is critical for Indian
founders navigating the early-stage startup ecosystem. While the lines occasionally blur,
the differences in capital requirements, compliance overhead, investor expectations, and
operational milestones are distinct. This article provides an objective, data-driven
breakdown of both stages to help founders align their fundraising strategy with market
realities.

Defining the Landscape: The Indian Pre-Seed and Seed
Spectrum
Early-stage fundraising in India has matured, driven by structured incubation programs,
angel networks, and micro-VC funds. Historically, founders relied on personal savings or
family loans to build a prototype. Today, the pre-seed round acts as the formal bridge
between raw ideation and initial product-market validation. The ticket sizes for pre-seed
rounds in India typically range from Rs 15 lakh to Rs 1.5 crore. Conversely, seed funding
represents the phase where a business seeks to institutionalize its early traction, with
round sizes generally spanning Rs 2 crore to Rs 10 crore. This structural evolution
demands that founders recognize where they fit to avoid raising inappropriate amounts.

• Pre-seed round size ranges from Rs 15 lakh to Rs 1.5 crore, whereas seed rounds
range from Rs 2 crore to Rs 10 crore.

• Pre-seed capital sources include DPIIT-linked grants, angel syndicates, and friends
and family.

• Seed capital is anchored by micro-VCs, institutional angel networks, and multi-family
offices.

• Pre-seed focus is on product development and early team building.

• Seed focus shifts to customer acquisition cost validation, unit economics, and initial
revenue predictability.

Navigating this spectrum requires understanding that capital sources differ significantly
between the two stages. Pre-seed capital is heavily dominated by individual angel
investors, co-founders investing their own capital, startup incubators supported by the
Department for Promotion of Industry and Internal Trade (DPIIT), and early-stage
syndicate platforms. Seed rounds, however, transition toward institutional participation,
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featuring micro-VCs, larger family offices, and organized syndicates. This shift in investor
profile dramatically alters the level of due diligence, legal documentation, and reporting
requirements expected of founders. Understanding these differences prevents
misalignment during early pitch meetings.

Pre-Seed Funding: Mechanics, Sizing, and Timelines
A pre-seed round in the Indian context is usually raised when the startup has a minimum
viable product or a highly detailed technical proof of concept. The primary objective of
this capital is to achieve early market validation, acquire the first cohort of non-paying or
pilot-paying customers, and finalize the core engineering or product architecture.
Founders often use these funds to hire their first two to three key engineers or
operational leads. The timeline to close a pre-seed round ranges from two to five
months, depending on the founders existing professional network and the clarity of the
target market.

• Typical runway targeted: 9 to 15 months of lean operations.

• Headcount at pre-seed: Usually 3 to 7 individuals, including the founding team.

• Valuation cap range on iSAFE or CCD: Rs 8 crore to Rs 25 crore depending on sectors
like SaaS, FinTech, or DeepTech.

• Primary expenditure: Raw product development, hosting credits, basic hardware, and
minimal marketing.

• Key document required: A technical proof of concept, a clear problem-statement
deck, and a 12-month use-of-funds sheet.

Instrument selection at the pre-seed stage is optimized for speed and low legal
overhead. Most Indian pre-seed transactions utilize the Compulsorily Convertible
Debentures (CCDs) or the India Simple Agreement for Future Equity (iSAFE) notes. These
structures defer the complex process of valuation negotiation to the subsequent priced
seed round. This prevents founders from diluting too much equity early on when the
company is valued purely on subjective parameters. The compliance requirements under
the Companies Act, 2013, are also relatively light at this stage, focusing primarily on
Board resolutions and basic ROC filings.

Seed Funding: Scale, Institutional Investors, and Valuation
Dynamics
Seed funding in India marks the entry of professional fund managers who operate under
SEBI Alternative Investment Fund (AIF) regulations. At this juncture, the company is no
longer just an idea; it is a functioning business machine that requires capital to
accelerate its operations. The average seed valuation in the current Indian market
oscillates between Rs 15 crore and Rs 50 crore, depending on the sector, founder
pedigree, and early revenue metrics. Investors at this stage demand structured financial
models, historical MIS reports, and audited or certified balance sheets.
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The diligence process during a seed round is rigorous and can take anywhere from three
to six months to complete. It involves legal diligence of the company incorporation
documents, IP assignment agreements, GST compliance, and employment contracts.
Financially, the investors will audit the historical transactions, capital expenditure, and
vendor payments. This stage is almost universally structured through Compulsorily
Convertible Preference Shares (CCPS), which carry specific liquidation preferences,
anti-dilution clauses, and board representation rights for the lead investors.

Founders must prepare for a shift in governance once a seed round is closed. The
informal weekly syncs of the pre-seed days are replaced by structured monthly or
quarterly Board of Directors meetings. A typical seed-stage board consists of the
founders and one nominee director representing the lead VC fund. This level of oversight
ensures that capital is deployed strictly in accordance with the agreed-upon business
plan, and any deviation requires formal board approval.

Operational Metrics: What Triggers a Transition from Pre-Seed
to Seed?
Transitioning from pre-seed to seed is not merely a function of time elapsed; it is strictly
driven by the achievement of specific operational and financial milestones. Founders
often make the mistake of going to market for a seed round simply because their
pre-seed runway is expiring. To attract institutional seed investors, a business must
demonstrate repeatable customer behavior. For B2B SaaS startups, this usually
translates to a monthly recurring revenue (MRR) of Rs 3 lakh to Rs 10 lakh. For consumer
brands, it means a consistent monthly order volume with a clear path to contribution
margin positive unit economics.

• B2B SaaS: Rs 3 lakh to Rs 10 lakh in Monthly Recurring Revenue with low logo churn.

• B2C and D2C: Rs 15 lakh to Rs 40 lakh monthly gross merchandise value with stable
gross margins above 45 percent.

• FinTech: Validated loan origination volume or transaction processing value with early
credit risk data.

• DeepTech: Working prototype validated by a credible industry partner or technical
certification body.

• Team composition: At least two full-time co-founders with complementary technical
and commercial skill sets.

The quality of traction matters more than the raw volume. Seed investors analyze
retention cohorts, net promoter scores, and organic acquisition channels. They want to
see that the product has moved beyond pilot stages with friendly enterprises and is now
winning contracts in competitive environments. In deep-tech or hardware sectors where
immediate commercial revenue is challenging, the trigger is typically the successful
completion of third-party certifications, field trials, or signed letters of intent with
commercial value attached.
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Legal Instruments and Regulatory Compliance in Indian
Fundraising
Navigating the legal landscape in India requires strict adherence to the Companies Act,
2013, and rules set by the Ministry of Corporate Affairs (MCA). For pre-seed rounds, the
iSAFE (India Simple Agreement for Future Equity) has gained immense popularity due to
its standardized terms that do not require an immediate valuation exercise. The iSAFE is
technically classified as a Compulsorily Convertible Preference Share (CCPS) under
Indian law to comply with ROC guidelines but functions like a convertible note. If
founders choose traditional CCDs, they must secure a valuation report from a Registered
Valuer registered with the Insolvency and Bankruptcy Board of India (IBBI).

• Registered Valuer Report: Mandatory for priced rounds under Section 42 and 62 of
the Companies Act, 2013.

• FEMA Compliance: Required for foreign capital inflows, including filing the Foreign
Collaboration-General Permission Route (FC-GPR).

• IP Assignment: Absolute legal transfer of all code, designs, and patents from founders
to the private limited company.

• iSAFE Note: Standardized convertible instrument reducing legal documentation costs
during pre-seed.

• ROC Filings: Submission of Form PAS-3 (Allotment of Securities) and MGT-14 within
prescribed timelines to avoid compounding penalties.

As a startup enters the seed round, institutional VCs insist on priced CCPS rounds. This
necessitates a comprehensive Share Subscription and Shareholders Agreement (SSSHA).
This document outlines governance rights, drag-along and tag-along clauses, right of
first refusal (ROFR), and veto matters. Founders must ensure that their intellectual
property is legally assigned from their personal names to the corporate entity before
signing the SSSHA. Additionally, compliance with the Foreign Exchange Management Act
(FEMA) is mandatory if any seed-stage investor is based outside India, requiring filings
with the Reserve Bank of India (RBI) via the Single Master Form (SMF) within 30 days of
capital receipt.

The Practical Checklist: Preparing for Pre-Seed vs. Seed
Diligence
Diligence preparation dictates the speed of fund closure. At the pre-seed stage, the data
room is light, focusing primarily on founder KYC, basic incorporation certificates, and the
cap table. However, at the seed stage, the diligence requirements expand exponentially.
Founders should proactively build an organized virtual data room (VDR) before opening
discussions with institutional investors. A chaotic data room indicates poor operational
discipline and can cause term sheets to be rescinded or renegotiated.

• Corporate Records: Clear Certificate of Incorporation, Memorandum of Association,
Articles of Association, and up-to-date PAN/TAN registration.
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• Regulatory Compliances: Clean records of GST filings, Professional Tax, Provident
Fund (PF), and Employee State Insurance (ESI) if applicable.

• Financial History: Audited financial statements for previous years or auditor-certified
provisional balance sheets up to the preceding month.

• Shareholder Register: An error-free capitalization table detailing exact shareholding
percentages, options pool allocation, and prior convertible notes.

• Intellectual Property: Trademarks registered or filed under the company name, along
with clean proprietary information and inventions agreements signed by all
employees.

• Customer Contracts: Executed Master Service Agreements (MSAs), Statements of
Work (SOWs), or Service Level Agreements (SLAs) for top five customers.

• Employment and HR: Formal offer letters, non-disclosure agreements, and clear
terms of employment for every current team member.

• Cap Table Modeling: A mathematical simulation showing post-money dilution
scenarios, including the impact of ESOP pool expansion.

This checklist serves as a practical guide for founders to audit their readiness. Ensuring
all legal, financial, and operational files are updated and organized in a structured folder
system reduces the time-to-cash from the typical 90 days to under 45 days.

Common Fundraising Mistakes Made by Indian Early-Stage
Founders
One of the most prevalent errors committed by Indian founders during pre-seed and
seed stages is over-optimistic valuation pricing. Setting a high valuation during a
pre-seed round based on hype rather than metrics creates a severe challenge for the
subsequent seed round. If the business fails to grow into its bloated pre-seed valuation,
founders face a down-round, which heavily dilutes their equity and destroys early
investor confidence. It is far more strategic to raise capital at a realistic valuation that
leaves ample room for a 2x to 3x valuation step-up in the next round.

• Setting unrealistic valuations that cannot be supported by operational traction in
subsequent rounds.

• Commencing fundraising conversations with less than three months of cash runway
remaining.

• Failing to clear pending statutory dues such as TDS, GST, or PF before initiating the
diligence process.

• Accepting restrictive veto clauses from early angel investors that can block future
institutional fundraises.

• Creating a fragmented cap table with dozens of minor, non-strategic angel investors
who are difficult to coordinate for corporate actions.
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• Delaying the legal registration of Intellectual Property under the corporate entity
name.

Another critical mistake is ignoring the expansion of the Employee Stock Ownership Plan
(ESOP) pool prior to the round. Seed investors almost universally require an unallocated
ESOP pool of 10 to 15 percent to be created before they invest. This means the dilution
of the ESOP pool is borne entirely by the existing founders rather than being shared with
the incoming investors. Failing to model this dilution leads to significant founder equity
compression that is realized too late during the definitive agreement drafting phase.

The Math of Equity Dilution: Pre-Seed and Seed Scenarios
Equity dilution is a cumulative mathematical reality that founders must model with
precision. In a standard pre-seed round, founders should aim to dilute between 10
percent and 15 percent of their equity. If a company raises Rs 1 crore on a post-money
valuation of Rs 10 crore, the dilution is exactly 10 percent. At this stage, keeping dilution
minimal is vital because the subsequent seed round will demand an additional 15
percent to 25 percent dilution. Cumulative dilution across these two early rounds should
ideally not exceed 35 percent to ensure the founding team retains a majority stake
(above 50 percent) going into a Series A round.

To illustrate the impact of the ESOP pool, consider a scenario where two co-founders own
100 percent of a startup post-pre-seed. They seek to raise a Rs 5 crore seed round at a
pre-money valuation of Rs 20 crore. The incoming investor expects a 20 percent stake
(Rs 5 crore divided by Rs 25 crore post-money). However, the investor also mandates
the creation of a 10 percent ESOP pool prior to the transaction. The founders
shareholding does not simply drop to 80 percent; it drops to 70 percent because the 10
percent ESOP pool must be carved out of the pre-money equity.

Understanding this pre-money versus post-money ESOP pool creation is critical. If the
ESOP pool is created post-money, the dilution is shared proportionally with the new
investor, which is rare in early-stage deals. Founders must use detailed spreadsheet
models to run sensitivity analyses on how different valuation caps, discount rates on
convertible notes, and ESOP requirements affect their ultimate ownership percentages.

Capital Allocation: Budgeting Post-Raise in India
Capital allocation post-raise dictates whether a company survives long enough to raise
its next round. After securing pre-seed funding, the primary focus must be on achieving
product-market fit with minimal burn. Indian startups at this stage should allocate
roughly 60 to 70 percent of their capital toward product engineering and design.
Marketing spend should be kept to a bare minimum, focusing instead on organic
acquisition, direct outreach, and high-touch customer onboarding. A lean operation
allows the pre-seed capital to stretch across 12 to 18 months.

• Pre-seed allocation: 70 percent engineering and product, 20 percent operations, 10
percent marketing.
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• Seed allocation: 45 percent engineering, 35 percent sales and customer acquisition,
20 percent G&A/Compliance.

• Recommended reserve: Maintain at least 3 months of operating expenses as an
untouched cash reserve.

• Talent hiring: Transition from generalist hires at pre-seed to specialized functional
heads at seed.

• SaaS tools and infrastructure: Optimize cloud server costs early by utilizing startup
credits from major cloud providers.

Upon raising a seed round, the allocation strategy shifts toward scaling the customer
acquisition engine. The budget for engineering remains high but drops as a percentage
of total spend (typically 40 to 50 percent), while sales, marketing, and distribution
spending expands to 30 to 40 percent. This is also the stage where administrative and
compliance costs rise, as the company must hire a professional accounting firm to
manage GST reconciliations, payroll, and regular board reporting. Managing cash burn
and maintaining a runway of at least 18 months is the core responsibility of the CEO at
this juncture.

Frequently asked questions
• Can a startup skip the pre-seed round and raise a seed round directly? — Yes,

startups with highly experienced founders, prior successful exits, or immediate
commercial traction can skip the pre-seed stage entirely. If the founders can self-fund
the development of a functional product and secure early customers, they can
approach institutional seed investors directly with a solid valuation.

• What is the typical dilution expected by investors in an Indian seed round? —
Investors generally target 15% to 25% dilution in a seed round. Founders should
negotiate to keep this dilution as close to 15% as possible to preserve their equity
stack for future Series A and B rounds.

• How does a DPIIT registration benefit early-stage startups during fundraising? —
DPIIT registration provides key tax benefits, including potential income tax exemption
under Section 80-IAC and relaxation of certain compliance norms. It also makes
startups eligible for government-backed seed fund schemes (SISFS) and improves
credibility with domestic angel investors.

• Is a formal valuation report mandatory for raising funds through an iSAFE note? —
No, a formal registered valuer report is not required at the time of issuing an iSAFE
note because the valuation is deferred to the next priced round. However, once those
iSAFE notes convert into equity shares during a seed round, a valuation report from
an IBBI Registered Valuer becomes mandatory under the Companies Act.
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