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The Al industry just learned that “we didn’t know it was stolen” doesn’t hold up in
federal court—and the price tag is $1.5 billion.

The Settlement That Changed Everything

While the tech world obsessed over model architectures and benchmark scores
throughout 2025, a federal courtroom in California was quietly rewriting the rules of
Al development. The case was Bartz v. Anthropic, and by September, it had
produced the largest copyright recovery in artificial intelligence history: a
staggering $1.5 billion settlement that every Al company executive should have
tattooed on their forearm.
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But here’s what most coverage missed entirely: this case wasn’t really about
whether Al training constitutes fair use. Judge William Alsup actually ruled in June
2025 that training Claude on books is “quintessentially transformative” —a fair
use win that should have had Anthropic’s legal team popping champagne. Instead,
they wrote a check with nine zeros.

The reason? Anthropic didn’t just train on books. They trained on pirated books.
Books scraped from shadow libraries like LibGen and PiLiMi. And that
distinction—where the data came from versus what you did with it—just became the
most expensive line in Al law.

Understanding the Legal Distinction That Cost
$3,000 Per Work

Let me break down what actually happened here, because the nuance matters
enormously.

Judge Alsup’s June 2025 ruling created a two-part framework that separates the act
of training from the act of acquiring training data:

 Transformative Use (Fair Use): Training an Al model on copyrighted works
to create something new—a language model that can reason, write, and
analyze—is transformative. The output isn’t a copy; it's something
fundamentally different. This is defensible.

* Source Acquisition (Infringement Liability): How you obtained those
works matters independently. If you downloaded pirated copies from illegal
repositories, you've infringed copyright regardless of what you subsequently
did with those copies.

This distinction is critical because it means fair use isn’t a get-out-of-jail-free card
for data provenance negligence. You can have the most transformative, socially
valuable Al application in history, but if your training pipeline touched pirated
content, you’'re exposed.

The settlement math tells the story. Approximately 500,000 copyrighted works were
covered in the class certification. At roughly $3,000 per work, that's how you get to
$1.5 billion. And here’s the kicker: Anthropic got off relatively easy. Statutory
damages range from $750 to $30,000 per work. At the high end, Anthropic was
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looking at potential exposure of $15 billion. The $1.5 billion settlement represents
the floor, not the ceiling.

The Shadow Library Problem Nobody Wanted to
Discuss

Let’'s talk about the elephant that’'s been trampling through Al labs for years:
shadow libraries.

LibGen (Library Genesis) and similar repositories have been open secrets in
machine learning research. They contain millions of books, papers, and
documents—most uploaded without any copyright authorization. For researchers
building training datasets, these repositories offered something irresistible:
massive, diverse, easily accessible text corpora.

The problem is that accessibility isn’t legality.

When you download a book from LibGen, you’re not acquiring a license.
You're not paying the author. You're not even operating in a legal gray
area. You're receiving stolen intellectual property, and every subsequent
use of that property carries the original sin of its acquisition.

The Anthropic case revealed that their training data included substantial content
from these shadow libraries. The court didn’t just identify this as problematic—it
mandated that Anthropic destroy all LibGen and PiLiMi datasets post-litigation
and implement provenance compliance measures going forward.

That destruction order should terrify every Al company that hasn’t conducted
rigorous data audits. If your training data is tainted, you might not just face financial
liability—you might be ordered to eliminate datasets that took years and millions of
dollars to compile.

Why Fair Use Arguments Won’t Save You

I've seen Al companies rest their legal strategies on fair use doctrine, treating it as
an impenetrable shield. The Anthropic settlement should shatter that confidence.
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Here's the uncomfortable truth: fair use is an affirmative defense, not a right. You
raise it after you’ve been sued. And as Bartz v. Anthropic demonstrates, fair use
analysis only addresses one dimension of potential liability. The court can rule your
training use is transformative while simultaneously holding you liable for how you
acquired that training data.

Think of it this way: if | steal a canvas from an art supply store and paint a
masterpiece on it, my creative transformation of the canvas doesn’t negate the
theft. I've still committed larceny, regardless of the artistic merit of what | created
afterward.

The Copyright Alliance’s mid-year review of 2025 Al cases shows this distinction
emerging across multiple jurisdictions. Courts are increasingly sophisticated about
separating these issues, and plaintiffs’ attorneys have taken notice.

The 40+ Lawsuits Waiting in the Wings

Anthropic isn’t alone in the crosshairs. Over 40 Al training data copyright lawsuits
are currently pending in U.S. courts, targeting virtually every major player in the
industry:

Company Primary Allegations Potential Exposure
Training Llama models on copyrighted Unknown dataset size;
Meta : s
books and code potentially billions
GPT training on copyrighted works Multiple overlapping class
OpenAl . o .
without authorization actions
Stability Al Image training on copyrighted visual !3|II|ons of images potentially at
works issue
Microsoft Copilot training on copyrighted code  Scope of GitHub corpus creates
repositories massive exposure

The $3,000 per work settlement figure from Anthropic now serves as a benchmark.
Plaintiffs’ attorneys in these pending cases have a data point they can cite. Defense
attorneys have a number they need to beat. And judges have a precedent for what
the market has determined these claims are worth.
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The Benchmark Effect

Legal analysts are already noting that the $3,000/work figure will likely influence
settlement negotiations across the industry. Here’s why that matters:

If you’'re OpenAl and your training data includes 2 million copyrighted works
obtained through questionable channels, your back-of-envelope liability calculation
just became $6 billion. If you’re Meta with even larger datasets, the numbers
become genuinely existential.

This isn’t hypothetical math. It’s the calculation that general counsels across Silicon
Valley are running right now.

Data Provenance: From Nice-to-Have to Must-
Have

Six months ago, “data provenance” was a compliance buzzword that most Al
companies treated as a future concern. Something to address once regulations
caught up. Today, it's the difference between a defensible legal position and billion-
dollar exposure.

Data provenance means knowing, with documentation and audit trails, exactly
where every piece of your training data came from. It means being able to
demonstrate:

* Lawful Acquisition: You obtained the data through legal means—licensed
access, public domain, authorized scraping, or legitimate fair use of lawfully
possessed copies.

e Chain of Custody: You can trace the data from its source through every
transformation, preprocessing step, and integration into your training pipeline.

* Rights Documentation: You have records of any licenses, terms of service,
or legal opinions supporting your use of the data.

* Exclusion Mechanisms: You have processes to identify and remove data that
shouldn’t be in your training sets.

The Anthropic settlement didn’t just cost $1.5 billion in payments. It
mandated provenance compliance infrastructure that will cost additional
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millions to implement and maintain. That’s the new cost of doing business
in Al.

The Compliance Gap: Where Most Al Companies
Stand Today

Let me be blunt about the current state of the industry: most Al companies have
terrible data provenance practices.

I've consulted with dozens of organizations building Al systems, from startups to
Fortune 500 enterprises. The pattern is depressingly consistent:

Training Data Documentation

Ask most ML teams where their training data came from, and you’ll get vague
answers. “We used Common Crawl.” “We scraped public websites.” “We licensed
some datasets from third parties.”

Push deeper and the answers fall apart. Which specific datasets from Common
Crawl? What were the scraping parameters? What were the actual terms of those
third-party licenses?

In most cases, the honest answer is: “We don’t know exactly, and we can't
reconstruct it.”

Third-Party Dataset Risk

Many Al companies rely on training datasets compiled by others—academic
institutions, data vendors, open-source projects. They assume these datasets are
clean because someone else did the collection.

This assumption is increasingly dangerous. If your vendor scraped LibGen and you
trained on their dataset, you're potentially liable. The court isn’t going to care that
you outsourced your data collection to someone who cut corners.

Legacy Model Exposure

Here’s a scenario that should keep CTOs awake at night: your company trained
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models three years ago on datasets that seemed fine at the time. Those models are
now in production, generating revenue, serving customers.

Today, you learn that some portion of those datasets included pirated content.
What do you do? Destroy the models? Continue operating under legal risk? Attempt
to somehow “untrain” the problematic data?

There are no good answers here. Only expensive ones.

Building a Provenance-First Data Strategy

Given the legal landscape after Bartz v. Anthropic, here’'s what a defensible data
strategy looks like:

1. Conduct Immediate Data Audits

Before doing anything else, you need to understand what you have. This means:

» Cataloging every dataset currently in use across all models

e Tracing each dataset to its original source

* Identifying any data with unclear or undocumented provenance

* Flagging known high-risk sources (shadow libraries, unauthorized scrapes,
questionable vendor datasets)

This audit will be painful and expensive. It will also be cheaper than litigation.
2. Implement Source-Level Documentation

Going forward, every piece of data entering your training pipeline needs
documentation at ingestion:

» Source URL or origin

* Date of acquisition

e Legal basis for acquisition (license, terms of service, public domain status)
e Copy of relevant license or authorization

e Any restrictions on use

This creates the audit trail you'll need if questions arise later.
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3. Build Exclusion Infrastructure
You need technical systems that can:

 Identify and filter known problematic sources before training
» Respond to takedown requests by tracking which content is in which models
* Enable selective retraining if specific data must be removed

The Anthropic settlement’s data destruction mandate shows that courts expect this
capability to exist.

4. Proactive Licensing

The safest data is data you've explicitly licensed. Yes, this is expensive. Yes, it limits
your training corpus. But licensed data comes with clear legal terms that provide
defensibility.

We’'re already seeing an emerging market for Al training licenses from publishers,
image libraries, and content platforms. The pricing will normalize as the market
matures, but early movers who secure licenses now will have cleaner positions than
those who wait.

5. Legal Review Integration

Your legal team needs to be involved in dataset decisions, not just informed after
the fact. Before adding any significant new data source, legal review should assess:

e Terms of service implications

e Copyright status of the content
e Risk profile of the source

e Jurisdictional considerations

This slows things down. It also prevents multi-billion-dollar mistakes.

The Coming Regulatory Wave

Currently, there are no statutory data provenance requirements for Al training in
the United States. That absence is temporary.
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The Anthropic settlement has created political momentum. Legislators now have a
concrete, headline-grabbing example of the harms caused by data provenance
negligence. Expect movement on:

Federal Disclosure Requirements

Proposed legislation is already circulating that would require Al companies to
disclose training data sources for models above certain capability thresholds. The
specifics are being debated, but the direction is clear.

State-Level Action

California, as usual, is leading. Draft regulations from the CPPA would extend data
protection principles to Al training, potentially requiring consent mechanisms for
using Californians’ copyrighted works in training data.

EU Implications

The Al Act’s requirements around training data transparency are already in effect
for high-risk systems. U.S. companies operating in Europe face these requirements
regardless of domestic regulation.

Industry Self-Regulation

Absent government mandates, industry groups are developing voluntary standards.

These standards often become de facto requirements as they’re adopted by major
players and built into vendor contracts.

The companies that build provenance infrastructure now will have
competitive advantages when regulations arrive. They’ll already be
compliant while competitors scramble to catch up.

The Insurance Gap

Here’s a practical wrinkle many Al companies haven’t considered: can you even
insure against this risk?

www.arturmarkus.com | 9



m The $1.5 Billion Data Provenance Tax: How Anthropic’s Pirated
m Training Data Settlement Just Made Every Al Company’s
Dataset a Legal Liability

Traditional errors and omissions policies, cyber insurance, and media liability
coverage all have limitations when it comes to Al training data claims. Many policies
explicitly exclude:

e Willful infringement (which using known pirated sources might constitute)
e Claims related to intellectual property you don’t own
* Losses arising from data you weren’t authorized to possess

The insurance industry is developing Al-specific products, but coverage is expensive
and terms are restrictive. Carriers are watching the Anthropic settlement very
closely—it will directly inform their underwriting models.

If you're an Al company, talk to your broker about what your policies actually cover.
You might be surprised by the gaps.

What This Means for Enterprise Al Buyers

If you're not building Al models but buying Al services, the Anthropic case still
matters to you.

Vendor Due Diligence

Enterprise buyers need to interrogate their Al vendors about training data
provenance. Questions to ask:

e Can you document the sources of your training data?

* Have you conducted provenance audits?

* What indemnification do you provide against training data claims?
* How do you respond to copyright takedown requests?

e What insurance coverage do you carry for IP claims?

Vendors who can’t answer these questions coherently represent risk that extends to
their customers.

Contractual Protections
Al procurement contracts should include:

» Representations and warranties about training data legality
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e Indemnification provisions specifically covering training data claims
» Audit rights to verify compliance claims
* Notification requirements if vendors become aware of provenance issues

These provisions won’t eliminate risk, but they create accountability and recourse.
Secondary Liability Considerations

There’s an open legal question about whether enterprises using Al services could
face secondary liability for training data infringement by their vendors. The safe
assumption is that some exposure exists, which makes vendor vetting critical.

The Startup Dilemma

For Al startups, the post-Anthropic landscape creates a genuine strategic challenge.

On one hand, building with properly provenance training data is now clearly
necessary. On the other hand, the resources required—Ilegal review, licensing costs,
compliance infrastructure—favor well-capitalized incumbents.

Paths Forward for Startups

1. Narrow, Licensed Data: Focus on specific domains where licensing is
tractable. A startup building an Al for legal research might license from legal
publishers rather than training on general web content.

2. Synthetic Data: Generate training data synthetically, avoiding copyright
issues entirely. This approach has technical limitations but eliminates
provenance risk.

3. Public Domain and Open License: Build on genuinely public domain works
and openly licensed content (Creative Commons, etc.). The corpus is smaller
but legally clean.

4. Partnership Models: Partner with content owners who contribute training
data in exchange for equity or revenue share. Aligns incentives and creates
clear legal authorization.

None of these paths is easy. But they’re all cheaper than $1.5 billion settlements.
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The Competitive Landscape Shift

The Anthropic settlement will accelerate a bifurcation in the Al industry between:

Companies with clean data practices will be able to operate confidently, enter
enterprise contracts with strong indemnification, and avoid the ongoing distraction
of litigation.

Companies with questionable data histories will face continued legal
exposure, difficulty obtaining insurance, enterprise customer hesitation, and the
possibility of forced model destruction or retraining.

Over time, the market will reward the first group and punish the second. The $1.5
billion isn’t just a penalty for Anthropic—it’'s a signal that redirects capital allocation
across the entire industry.

What Happens Next

We're in the early stages of a multi-year legal reckoning. Here’s what | expect over
the next 12-24 months:

More Settlements

The 40+ pending lawsuits won't all go to trial. Many will settle, likely at figures
informed by the $3,000/work Anthropic benchmark. The total industry cost could
easily exceed $10 billion.

Selective Litigation

Some cases will go to trial, particularly where plaintiffs believe they can establish
higher per-work damages or where defendants believe they have genuinely clean
data practices worth defending.

Legislative Action

Congress will hold hearings. State legislatures will propose bills. Some will pass. The
regulatory framework we’ll have in 2027 will look very different from today.
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Market Consolidation

Companies with severe provenance liabilities may become acquisition targets for
competitors with cleaner positions. We'll see M&A activity specifically structured
around Al IP risk.

New Entrants

Startups building “clean from day one” will enter the market with explicit
positioning around their provenance practices. This becomes a competitive
differentiator.

The Bottom Line

The fair use debate was always a distraction. While lawyers argued about
transformative use and market substitution, the real question was simpler and more
practical: where did you get that data?

Anthropic’s $1.5 billion answer should clarify priorities for every Al company. Data
provenance isn’'t a compliance checkbox or a future consideration. It’s the
foundation of legal defensibility in an industry that’s only beginning to reckon with
its intellectual property exposure.

The companies that internalize this lesson now will survive the litigation wave. The
companies that don’t will pay tuition far more expensive than any proactive
investment in compliance.

Every dataset you don’t audit today is a liability you're choosing to carry. Every
source you can't document is an exposure you're accepting. Every pirated work
hiding in your training data is a potential $3,000 line item on a settlement you
haven’t negotiated yet.

The bill is coming. The only question is whether you’ll be ready to pay it.

Data provenance has become the new compliance battleground in Al—and
the $1.5 billion Anthropic settlement just proved that ignorance of your
training data sources is the most expensive mistake in the industry.
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