When the market is hungry for the next wave of Al, investors often move with a sense of urgency that feels
rational in the moment. Then the calendar flips, customers churn, margins disappoint, and suddenly the “great

story” starts to look like a brochure with good lighting.

| have watched this pattern play out across multiple Al news cycles, and it usually starts the same way: early
traction looks impressive, the pitch is coherent, and the team sounds confident. But the difference between an
investment that compounds and one that drains capital is often visible long before the down round. The trick is

learning how to spot the Al investment warning signs before sentiment hardens into denial.

Below are the specific red flags | look for, and how | try to separate temporary friction from structural risk,

especially when investors are weighing warning signs for Al stocks.

Start with the numbers people tend to skip

Al pitches love capacity and capability, but investment risk often shows up in the mundane details. The easiest
mistake is to over-trust the "how fast we can grow” is the Al bubble about to burst narrative while under-

checking "what it costs to keep growing.”

If a company cannot explain unit economics clearly, it is not a minor gap. It is a foundational weakness. In my

experience, the most worrying situations share a few common traits:

® Revenue that grows only when spend is increasing, with no credible path to efficient scaling

® Gross margin volatility that matches customer churn or frequent pricing resets

* Sales cycles that extend after pilots convert, suggesting adoption is not sticking

* “Enterprise readiness” claims that do not match procurement reality, security reviews, or integration timelines

® Customer logos that hide customer outcomes, like reduced compute bills, faster timelines, or improved

conversion rates

This is where risks in Al funding often show up in practice. Models are expensive, distribution is expensive, and
training claims do not pay the bills unless the product is adopted and retained. When investor concerns Al
market sentiment is already tight, investors do not get much time to figure out whether retention and cost

structure are real.

A quick reality check you can do in a meeting

Ask for the last quarter's metrics broken down by cohort, not just totals. For example: how many customers
expanded usage, how many downgraded, and how many became inactive. If leadership gives you broad

percentages without defining churn or active usage, that is an early warning sign.

It is not about being cynical. It is about being precise. Al companies often measure success in a dozen different

ways. You want the measure that maps to money, not the measure that makes the slide deck look confident.

Look for “moats” that are really just moving targets

Many Al startups describe a defensible advantage, but some “moats” are more like weather forecasts. They

change with each model release, each benchmark update, each new competitor announcement.

In the Al news cycle, new capability benchmarks can be useful. But investors should treat them as competitive

signals, not proof of long-term safety. | have seen companies build strategies around things they do not control,
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like third-party model availability, rapidly shifting evaluation standards, or a single partner that can change terms

quickly.
Here are the Al investment red flags that often show up behind the scenes:

® The product performance depends on a vendor model that the company cannot price-control

* The company claims differentiation but cannot name what will still matter if benchmarks move again

® Tech choices are driven by hype rather than constraints, like latency, cost per request, or compliance needs
® Roadmaps that include “we will switch models later” without a migration plan

® Customer value that is tied to one-time deployments instead of workflow integration

The empathetic part is that this is common. Teams genuinely believe the next iteration will lock in advantage. The

investor job is to ask, gently but firmly, what survives after the novelty fades.

Contracts, not buzzwords, reveal durability

If a company has customers, contracts can tell you a lot more than demos. Look for clauses around pricing,
usage, termination, and service levels. If the company cannot commit to stable deliverables, customers will often
treat the product as an experiment. Experiments can generate short-term revenue. They rarely generate durable

cash flows.

And durable cash flows are what matter most when the market is evaluating risks in Al funding 2026. Even if you
are not thinking about a specific future year, you are still betting on time. Time is the currency most Al

investments spend quickly.

Watch how teams talk about data, not just models

Al news is full of model improvements, but data governance tends to be where risk hides. Data is messy. It can be
costly to collect, slow to label, and complicated to use under privacy or IP constraints. Companies that treat data

as an afterthought often run into delays once real customers ask real questions.

One of the most painful patterns | have seen is the “data treadmill.” A team promises excellent accuracy using a
dataset that looks good today, but it cannot scale to new industries, new languages, or new customer contexts.

The model seems great in a controlled environment, and then it degrades when deployed.
Here's what to listen for when assessing warning signs for Al stocks:

* Unclear ownership of training or fine-tuning data, especially when multiple parties contribute

® Vague descriptions of how they handle customer-provided data, including retention and re-use

* No explanation for drift monitoring, audit trails, or evaluation after deployment

* A focus on "best-in-class” results without specifying how they reproduce them for new customers

® Over-reliance on human labeling without a plan to reduce annotation costs over time

The trade-off investors must understand

There is a tension between accuracy and cost. If improving accuracy requires constant retraining and expensive
labeling, margin pressure can arrive fast. Some businesses survive this by charging enough or by limiting scope.
Others do not. The risk is not that accuracy changes. The risk is that cost doesn’'t change in the same direction, or

that customers feel the value drop over time.

Ask what metrics improve over time, and which metrics get worse. You want honest answers, not optimized ones.



Pressure-test distribution, because adoption is the real bottleneck

In Al investment news, distribution is sometimes treated like an afterthought. The company “just needs the right
product,” the pitch says. But adoption usually hinges on workflow fit, implementation support, procurement

friction, and ongoing change management.

| once spoke with a team that could generate impressive outputs in a demo. Then they tried to roll it out to a real
operations group. The integration was harder than expected, because the workflow required decisions to be

logged, not just displayed. The model could perform, but the system around the model could not.

That mismatch is a warning sign.
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Practical questions that reduce investor blind spots

When you are evaluating a company, look for clarity in how they get from pilot to repeatable adoption. The red

flag is not that pilots take time. The red flag is the lack of a repeatable path.
In a meeting, | ask:

1. Who is the economic buyer, and what budget line do they come from?
2. What is the implementation effort in weeks or months, not just “we're lightweight"?
3. How does the system perform across the messy parts of the customer environment?
4. What support costs show up after the first month, not during the first demo?
5. What does success look like in the customer’s terms, and who measures it?
If the answers are scripted, you may be looking at a product that only works under ideal conditions. If the

answers are specific, even when imperfect, that is a sign the company has already collided with reality and

learned from it.

Be careful when “Al scale” masks unresolved risk

Finally, consider how management interprets scale. Some companies talk as if scaling is mainly a matter of model
improvements. Real scale in Al is also about operational reliability, monitoring, security posture, and cost

controls.



When investors miss this, the first major operational incident can change the trajectory. Not because the
technology failed completely, but because the business could not absorb the consequences. In procurement-

heavy markets, trust is a hard-earned asset.

A mindset shift that helps

Try to evaluate each risk as having a lifecycle. Some risks are manageable in early stages, like higher costs during
onboarding. Others are structural, like inability to retain customers, unclear data rights, or vendor dependency

without control.

Empathy matters here, because teams often inherited constraints or moved fast to meet customer demand. But
empathy does not mean lowering standards. It means understanding why the problem is there, and whether it

can be solved without burning through the runway.

If you want to spot Al investment warning signs before it is too late, focus on the signals that show whether the
business can survive time, not just whether it can impress today. The market will keep rewarding novelty. Your job

as an investor is to reward durability.



