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About Spire

Spire is the M&A partner for startups pursuing small and medium-sized deals. Working 

closely with CEOs and management teams, Spire provides comprehensive support 

throughout the entire M&A journey, from initial preparation of 3-6 months before the M&A 

and up to deal closure. Spire's expertise lies in optimizing startups for short-term M&A 

success, assisting with tasks such as company preparation, due diligence, buyer identification 

and negotiation.

Spire's approach complements the efforts of startup leadership, providing specialized M&A 

support that allows management to balance the demands of the M&A process with day-to-

day operations. With extensive experience in early-stage M&A, Spire helps navigate the 

unique challenges these deals present. Spire leverages its network of industry connections to 

identify potential buyers both locally and internationally, working alongside the startup team 

to maximize deal value while aligning with the company's objectives.

Spire Achievements

Total Value

$1b+
Deals

30+



M&A activity does indeed occur in the realm of small to medium-sized startups, but it 

operates differently from the high-profile deals often seen in the news. While less frequent 

and typically smaller in scale, these transactions play a crucial role in the startup ecosystem. 

They often serve as strategic moves for larger companies looking to acquire innovative 

technology, talented teams, or market share. 

For startups, M&A can provide an exit strategy, access to resources for growth, or a means to 

overcome scaling challenges. However, the process is often more challenging for smaller 

companies due to limited resources, less established market positions, and the absence of 

dedicated M&A support typically available to larger corporations. 

Despite these hurdles, successful M&A deals among small to medium-sized startups do 

happen, shaping the landscape of various industries.

M&A For Small-Medium Startups, 
Is It A Thing?

While headlines often focus on late-stage unicorn acquisitions, the data tells a different 
story. Early-stage startups dominate M&A activity, with 44% of all acquisitions occurring 
at the pre-seed and seed stages. Series A rounds account for an additional 29%, 
meaning that nearly three-quarters of startup acquisitions happen earlier than many 
might expect. This trend, often overlooked in mainstream narratives, significantly 
shapes the startup ecosystem.
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Early-stage startups may consider M&A primarily due to the prospect of exceptional financial 

returns for founders and investors – often a deal too attractive to refuse. While other factors 

like strategic synergies or growth opportunities can enhance an offer's appeal, they are 

generally secondary to the potential for substantial financial gain. 

Primary Reason - Exceptional Financial Returns:

An acquisition offer that provides substantial returns for founders and investors, often too 

attractive to refuse. 

Example: A young AI startup receives an acquisition offer valuing the company at $500 

million, 50 times its last funding round valuation of $10 million, providing life-changing wealth 

for the founders and exceptional returns for early investors.

Secondary Reasons (Nice-to-Have):

While the following reasons can be influential, they are generally secondary to the primary 

motivation of exceptional returns:

Reasons Startups Sell Early: 
The Good, the Bad, and the Necessary

Positive Reasons

Strategic Synergies:
Combining complementary 
technologies, like a machine 
learning startup joining a 
CRM provider to enhance 
customer service automation.

Accelerated Growth:
Rapidly expanding market 
reach, as seen when a plant-
based meat startup gains 
instant global distribution 
through acquisition by a 
food conglomerate.

Access to Capital:
Securing resources for 
expansion without further 
fundraising, exemplified by 
a quantum computing 
startup accessing capital for 
large-scale development 
after acquisition.

Talent Opportunities:
Enhancing ability to attract 
top talent, as when a 
cybersecurity team gains 
resources for larger projects 
post-acquisition.

Position Strengthening:
Creating a dominant 
position, such as fintech 
startups merging to 
better compete with 
traditional banks.

Regulatory Navigation:
Leveraging a larger 
entity's expertise, like a 
telemedicine startup 
benefiting from an 
established provider's 
regulatory experience.

Technology Integration:
Achieving greater impact 
within a larger ecosystem, as 
when an AI chip design is 
deployed in millions of 
devices after acquisition by a 
smartphone manufacturer.

Risk Mitigation:
Reducing execution risks, 
illustrated by a battery 
startup joining an 
automotive manufacturer 
to overcome scaling 
challenges.

Personal Growth:
Exploring new challenges, 
such as founders taking 
leadership roles in the 
acquiring company's 
innovation division.



Challenging reasons can push a startup sale as they alter the risk-reward balance for founders 

and investors. When significant obstacles arise, they can diminish the prospects for 

independent success, making a sale appear as a strategic option to maximize value or access 

necessary resources. The pressure to sell emerges when the benefits of joining a larger entity 

outweigh the potential of remaining independent in the face of substantial challenges.

Challenging Reasons

Struggle to find PMF:
Persistent difficulty in user 
engagement and retention, as 
seen in a B2B SaaS platform 
where 70% of new users churn 
within the first quarter despite 
multiple pivots.

Challenges to Growth:
Significant obstacles in scaling, 
exemplified by a direct-to-
consumer brand growing only 
10% year-over-year despite 
heavy marketing spend, far 
below the growth needed for 
Series B funding.

Unfavorable Unit Economics:
Persistent issues with business 
model viability, exemplified by 
an ed-tech platform where 
customer acquisition costs 
exceed lifetime value with no 
clear path to improvement.

Intensifying Competition:
Threat from well-funded 
competitors or incumbents, as 
when a niche AI-powered 
analytics tool sees its market 
position erode after Google and 
Microsoft launch similar 
features in their enterprise 
suites.

Regulatory Uncertainty:
Shifts in regulations 
threatening business viability, 
like a crypto exchange facing 
potential classification of its 
operations as unlicensed 
securities trading.

Economic Downturn Impact:
Severe market conditions 
affecting customer spending 
and fundraising, exemplified 
by a high-end travel tech 
startup seeing an 85% drop in 
bookings during a global 
recession.

The startup funding landscape has dramatically shifted. Where companies once raised 
capital for 18-24 months, they're now expected to stretch funding for 30-36 months. This 
extended runway poses a significant challenge. Startups unable to secure such long-
term funding or needing to raise again prematurely often face a critical choice: pursue 
an early-stage sale or risk navigating an uncertain funding environment. Consequently, 
this pressure is reshaping the startup ecosystem, pushing many promising ventures 
towards early exits rather than prolonged fundraising struggles.
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These are serious problems that threaten the startup's survival, often leaving no option but to 

sell. They usually come from outside pressures or critical situations that make it very hard or 

impossible for the company to keep operating on its own.

Necessity-Driven Reasons

Funding Crisis:
Inability to secure the next 
funding round, as seen when a 
fintech startup fails to close 
Series B after six months, with 
only two months of cash left.

Competitive Threats:
Rapid market share loss to 
well-funded competitors, 
exemplified by a small e-
commerce platform losing 
40% of its user base after 
Amazon launches a similar 
service.

Market Consolidation:
Industry trends favoring larger 
players, like a niche ride-
sharing app unable to 
compete as Uber and Lyft 
dominate and acquire smaller 
rivals.

Team Dynamics Issues:
Irreconcilable conflicts between 
co-founders about company 
direction, leading to deadlock 
in critical business decisions 
and paralyzed operations.

Investor Pressure:
VCs pushing for quick exits, as 
when a lead investor nearing 
the end of their fund's life 
pressures for a sale to show 
returns to limited partners.

Sudden Market Shift:
Rapid changes making 
offerings irrelevant, like a 
business travel platform 
losing its customer base as 
companies shift to remote 
work during a pandemic.

Regulatory Challenges:
New regulations threatening 
viability, exemplified by a crypto 
trading platform facing 
shutdown due to new laws 
declaring its operations illegal.

Technical Failures:
Fundamental flaws in core 
technology, such as a battery 
startup realizing its technology 
can't scale to commercial 
production as promised.

Economic Downturn:
Severe market conditions 
impacting fundraising and 
sales, like a luxury e-
commerce startup seeing 
orders drop 80% during a 
recession with no recovery in 
sight.

The key differences are between the challenging factors and the necessary factors:

It's worth noting that in real-world scenarios, the line between these categories can 

sometimes blur. A challenging factor left unaddressed for too long might evolve into a 

necessity-driven reason for sale. Additionally, the perception of what constitutes a "necessity" 

can vary based on the risk tolerance and perspectives of the founders, investors, and other key 

stakeholders.

➢ Urgency: Challenging factors are ongoing issues, while necessity-driven reasons often 

require immediate action.

➢ Control: Startups usually have some level of control or influence over challenging 

factors, but necessity-driven reasons are often outside their control.

➢ Options: Challenging factors still allow for multiple potential solutions, while necessity-

driven reasons typically leave selling as one of very few viable options.



In recent years, the acquisition of early-stage startups has become an increasingly prevalent 

strategy in the business world, particularly in tech-driven industries. These small-scale 

transactions, often overshadowed by headline-grabbing mega-deals, play a crucial role in 

shaping innovation ecosystems and corporate growth strategies. 

From established tech giants to traditional industries undergoing digital transformation, 

companies are turning to early-stage startup acquisitions as a means to rapidly access 

cutting-edge technologies, tap into fresh talent pools, and position themselves 

advantageously in emerging markets. This trend reflects a shift in how businesses approach 

innovation, talent acquisition, and competitive positioning in an era of rapid technological 

change and market disruption.

The M&A landscape is increasingly dominated by micro-acquisitions. Over 50% of all 
startup purchases involve companies with fewer than 25 employees, a trend that has 
been steadily growing over the years. This shift towards acquiring very early-stage 
startups reflects a changing strategy in the tech industry, where larger companies are 
opting to buy innovation and talent in its nascent stages. The rising percentage of these 
small-team acquisitions suggests a move towards 'acqui-hiring' and early intellectual 
property acquisition

Acquisitions by employee headcount
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Type of Acquisitions:
Why Startups are Sold and to Whom

Type of startups acquisition (why would someone want to buy my startups):

1. Technology acquisition - Large companies acquire startups to quickly gain access to 

innovative technologies or patents. This can be faster and more cost-effective than 

developing the technology in-house.

2. Talent acquisition (acquihires) - Companies buy startups primarily for their skilled team 

members, especially in fields with talent shortages like AI or deeptech. This can be a 

strategic way to bring in a cohesive, high-performing team.

3. Market entry or expansion - Acquiring a startup can provide a quick entry into new 

markets or customer segments. It can be particularly useful for entering niche emerging 

or established footholds in a new geographic market.
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4. Eliminating potential competition - Large companies may acquire promising startups to 

prevent them from becoming future competitors. This can help maintain market 

dominance or protect existing product lines.

5. Product line extension - Startups with complementary products can be acquired to 

quickly expand a company's offerings. This can help fill gaps in a product portfolio or 

enhance existing products.

6. Data or user base acquisition - In some cases, startups are acquired for their valuable 

user data or engaged customer base. This can be especially relevant in sectors like social 

media or consumer tech.

7. Speed to market - Acquiring a startup with a ready product can be faster than developing 

a similar product internally. This is crucial in fast-moving industries where time-to-market 

is critical.

8. Cost-effectiveness - Early-stage acquisitions are often cheaper than waiting for a startup 

to grow and increase in value. It can be more economical than investing heavily in R&D for 

similar outcomes.

9. Strategic positioning - Companies may acquire startups to position themselves 

advantageously in emerging trends or technologies. This can help future-proof the 

business against disruptive innovations.

10. Intellectual property acquisition - Startups may have developed valuable IP that larger 

companies want to control or integrate into their operations.

These acquisitions, while smaller in transaction value, can have significant strategic 

importance for the acquiring companies. They often represent a calculated bet on future 

potential rather than current performance metrics.

In the Israeli startup acquisition landscape, a clear pattern emerges in deal sizes. US 
acquirers consistently spend more money per deal on average, often targeting larger, 
more established startups. In contrast, Israeli buyers and those from other locations 
tend to close deals with significantly lower average values, typically focusing on smaller, 
early-stage startups. This disparity in average deal size creates a diverse M&A 
environment that supports a broad spectrum of the startup ecosystem, from fledgling 
ventures to more mature companies.

M&A of Israeli startups by acquirer country $m

Source: IVC Data and Insights and Leumi-Tech - Israeli tech ecosystem Q3/2024 Tech Review.
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M&A Process for Small-Medium 
Startups

1. Preparation

➢  Research and list potential strategic and financial buyers

➢  Prepare a teaser document and reach out to potential buyers

➢  Have interested parties sign Non-Disclosure Agreements (NDAs)

2. Identifying Potential Buyers and Initial Outreach

3. Information Sharing and Due Diligence

➢  Prepare and share detailed information memorandum or pitch deck

➢  Organize a secure data room for comprehensive document sharing

➢  Respond to buyer questions and requests for additional information

Successful M&A outcomes often hinge on thorough preparation, ideally beginning 3-6 
months before the formal process starts. This crucial phase focuses on enhancing the 
company's attractiveness to potential buyers. It involves meticulously reviewing and 
optimizing financial statements, streamlining operations, and addressing any potential 
red flags. Simultaneously, founders should begin assembling a comprehensive, well-
organized data room and the essential materials such as a compelling teaser document, 
a comprehensive pitch deck, and detailed financial projections

➢  Obtain initial non-binding offers or letters of intent (LOIs)

➢  Compare offers based on price, terms, and strategic fit

➢  Negotiate and refine terms with top candidates

Valuing early-stage startups for M&A is complex and differs significantly from late-
stage valuations. While late-stage startups offer predictable revenues and established 
market positions, early-stage valuations rely heavily on potential and projections. Key 
factors include comparables from recent deals, the startup's field of operation, and 
revenue growth trajectory, even without profitability. 
The type of company (B2B/B2C, SaaS/hardware) affects valuation methods. Unlike late-
stage companies, early-stage valuations place greater emphasis on addressable 
market size, the uniqueness of technology, team capability, and traction metrics.

This process is more art than science compared to late-stage valuations, requiring 
consideration of future funding rounds and potential pivots.

4. Information Sharing and Due Diligence

➢  Enhance company attractiveness: Optimize financials, streamline 

operations, and address potential red flags.

➢  Prepare a comprehensive data room: Organize all critical documents for 

efficient due diligence.

➢  Develop key materials: Create compelling teaser, pitch deck, and 

detailed financial projections.
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➢  Negotiate final price and terms

➢  Work with lawyers to draft and review the definitive agreement

➢  Address any issues uncovered during due diligence

5. Negotiation and Definitive Agreement

M&A multiples typically lag behind those seen in investment rounds. This gap reflects 
the different contexts: investment rounds price in potential future growth and 
success, often based on optimistic projections. In contrast, M&A deals, particularly for 
early-stage startups (which constitute the majority of transactions), often involve 
companies that haven't met growth expectations or face uncertain futures. This 
reality check results in more conservative valuations during acquisitions compared to 
the "bright future" premium seen in funding rounds.

Source: Pitchbook Global M&A report 2023
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Startup M&A transactions typically involve a mix of cash, stocks, and earnouts. Cash 
offers immediate value but may strain buyer resources. Stock deals allow sellers to 
share in future growth but carry market risks. Earnouts tie part of the payment to 
future performance, bridging valuation gaps but potentially causing disputes. Most 
deals combine these options to balance risk and align interests. For example, a 
transaction might include upfront cash, some stock for long-term alignment, and an 
earnout to motivate key personnel. The specific structure depends on factors like the 
startup's stage, buyer's resources, and both parties' risk appetites. This flexibility in 
financing allows deal structures to be tailored to each unique M&A situation, 
optimizing outcomes for both buyers and sellers.

➢  Obtain necessary approvals and finalize legal documents

➢  Transfer ownership and funds

➢  Plan and begin implementing post-merger integration

6. Closing the Deal and Post-Merger Integration
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The Current M&A Landscape for 
Small to Medium-Sized Startups

The M&A process presents significant challenges for small to medium-sized startups, with 

statistics showing that only about 2% of companies successfully complete a sale. This low 

success rate underscores the complexity and competitiveness of the M&A landscape. 

Traditional investment banks typically focus on larger deals that offer more substantial fees, 

creating a notable gap in professional M&A support for smaller companies. As a result, 

startups often find themselves navigating the intricate process of selling their company 

without access to established financial institutions and their resources.

Despite the clear need for expert guidance, there is a scarcity of M&A partners who specialize 

in working with small-scale startups. This shortage stems from the economics of M&A 

advisory services, where larger deals provide more substantial compensation. Consequently, 

small and medium-sized startups frequently lack the necessary expertise, industry networks, 

and support to effectively manage an M&A transaction. This gap in specialized assistance is 

particularly challenging as these companies must simultaneously run their day-to-day 

operations and prepare for a potential sale, often without the benefit of experienced advisors 

who understand their unique needs and market position.

Startup acquisitions, contrary to popular perception, are exceptionally rare events. The 
data reveals that across all funding stages, only a tiny fraction of startups successfully 
exit through acquisition. This underscores a critical reality of the startup ecosystem: 
while acquisitions do occur and can be transformative, they are far from a reliable or 
common outcome for the vast majority of ventures. However, this rarity also means that 
successfully positioning a startup for acquisition can lead to significant competitive 
advantages and unique opportunities in the market.

Source: https://carta.com/data/
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Understanding the Playground and 
Managing Expectations

For startups considering M&A, it's crucial to understand the current market dynamics and 

manage expectations accordingly. The M&A market for small to medium-sized companies 

often favors buyers, which can significantly impact the process and outcomes for startups. 

Valuations may be lower than founders initially expect, and the due diligence process can be 

more rigorous than anticipated.

Startups must recognize that they're entering a highly competitive arena where buyers have 

numerous options. This reality means that achieving the desired valuation can be 

challenging, and founders may need to adjust their expectations. The process of selling a 

company is often longer and more complex than many anticipate, requiring patience and 

resilience.

Moreover, startups should be prepared for the possibility that the final deal structure might 

include elements like earnouts or other contingent considerations, which tie a portion of the 

purchase price to future performance. Understanding these potential scenarios in advance 

can help startups approach negotiations more realistically and strategically.

By gaining a clear understanding of the M&A landscape and aligning expectations with 

market realities, startups can better prepare themselves for the challenges ahead. This 

knowledge allows them to make more informed decisions throughout the process, 

potentially increasing their chances of a successful transaction despite the inherent 

difficulties of the small-scale M&A market.

The BCG M&A Index offers a forward-looking view of M&A activity, gauging dealmakers' 
appetites for mergers, acquisitions, and divestitures over the coming six months. After a 
sluggish period in 2022-2023, the index reveals a notable upswing in the technology 
sector for 2024. This resurgence suggests that more acquirers are now open to M&A 
deals in the tech space, potentially signaling a renewed confidence in the market and a 
more favorable environment for tech startups considering exit strategies.

Source: BCG (Oct, 2024), BCG M&A Sentiment Index
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www.spirema.com

Thanks for reading
Spire is working hand in hand with small & 

mid-scale technology startups to support their 
M&A journey, all the way to a successful deal. 

We are here for you!

Ilan Atias
Managing Partner

Lior Atias
Managing Partner

lior@spirema.com

https://www.spirema.com/
https://www.linkedin.com/in/ilan-atias-38824011/
https://www.linkedin.com/in/lioratias/
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