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MODERN DUE DILIGENCE: IDENTIFYING RED FLAGS
IN 2025 M&A DEALS

By Peter C. King, CEO VR Business Sales / Mergers & Acquisitions

In 2025, due diligence remains a cornerstone of successful mergers and acquisitions (M&A), but
the landscape has evolved dramatically. Today, it is not just about verifying legal and financial
claims. It is about evaluating a company’s digital footprint, ESG (Environmental, Social, and
Governance) practices, cybersecurity posture, and Al governance. The goal is still the same: to
ensure the buyer’s investment is sound and that no hidden risks threaten the deal’s success.

A BROADER, TECH DRIVEN APPROACH

Gone are the days when due diligence was handled solely by lawyers and accountants. In 2025,
a robust due diligence team includes:

+ Legal experts to assess contracts, compliance, and liabilities.
+ Financial analysts to evaluate performance and projections.
+ Cybersecurity specialists to assess data protection and breach history.

+ Al and data ethics advisors to review algorithmic transparency and responsible Al use
ESG consultants to evaluate sustainability, diversity, and governance practices.

+ Reputation analysts using Al powered sentiment analysis tools to assess public
perception.

This multidisciplinary approach ensures a comprehensive view of the target company, helping
buyers uncover risks that could derail the deal after acquisition.

MODERN RED FLAGS TO WATCH FOR

Gone are the days when due diligence was handled solely by lawyers and accountants. In 2025,
a robust due diligence team includes:

1. Al Generated Financials or Overly Optimistic Forecasts - With the rise of generative Al in
business reporting, some companies may use Al to produce polished but misleading
financial narratives. Look for inconsistencies between Al generated summaries and raw
financial data. Implausibly high growth projections, especially in volatile sectors like crypto,
Al, or biotech, should be scrutinized.

2. ESG Greenwashing - In 2025, ESG compliance is more than a buzzword. It is a regulatory and
reputational necessity. Be wary of companies that make bold sustainability claims without
third party audits or verifiable metrics. A lack of transparency in ESG reporting can signal
deeper governance issues.

3. Cybersecurity Gaps - A company’s cybersecurity posture is now a critical part of due
diligence. Red flags include:

A. No recent penetration testing or security audits
B. Lack of compliance with global data privacy laws such as GDPR or CCPA
C. History of unreported data breaches
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4. Unusual Business Structures or Tokenized Assets - Complex legal entities,
decentralized autonomous organizations (DAOs), or tokenized assets such as NFTs or
crypto holdings require extra scrutiny. If the business model relies heavily on blockchain
or smart contracts, ensure legal enforceability and regulatory compliance.

5. Management with Questionable Digital Footprints - Background checks now extend to
social media, digital publications, and Al generated content. Use advanced tools to
detect:

A. Fabricated credentials or deepfake enhanced profiles
B. Involvement in online controversies or unethical behavior
C. Gaps in employment history that do not align with public records

Thanks to Al and big data analytics, due diligence in 2025 is faster and more precise. Tools
like natural language processing can scan thousands of documents for inconsistencies,
while machine learning models flag anomalies in financial trends. Virtual data rooms now
include real time collaboration, automated redaction, and blockchain based audit trails.

SELLERS SHOULD BE PROACTIVE

Due diligence is not just a buyer’s responsibility. Sellers must be equally prepared:
+ Create a digital war room with organized, verifiable data.
+ Ensure consistency between verbal claims and documentation.

+ Disclose Al usage in operations, marketing, or customer service.
+ Prepare ESG and cybersecurity reports with third party validation.

Being transparent and well prepared not only builds trust but can also improve valuation and
deal terms.

FINAL THOUGHTS

In 2025, due diligence is more complex but also more powerful than ever. By assembling a
diverse team, leveraging advanced tools, and staying alert to modern red flags, buyers and
sellers alike can navigate the M&A process with greater confidence and clarity.
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