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Abstract
Companion AI and other LLM-based relational services are growing at a pace that can't be ignored and the
recent regulations are attempting to keep up with the rise in user rates. As some humans are choosing
relationships with algorithms rather than choosing a human partner, it's clear that the users desire a
product that can emulate human experience, but how safe are the products themselves at this time?

As with any high-demand market where sustained use has been linked to mental health harms, regulation
has arrived with the intent to keep people safe. The regulatory response is now substantial and accelerating.
The EU AI Act's transparency requirements are enforceable as of August 2026. Two new absolute
prohibitions targeting AI-generated intimate content take effect December 2, 2026, with penalty exposure
up to €35 million or 7% of global annual turnover. The AI Office has been granted competition-law
enforcement powers over providers who build companion products on their own models. California's SB 243
has created a private right of action (meaning individuals can sue for damages) for companion chatbot
harms. The GUARD Act is advancing through the U.S. Congress to ban companion AI for minors entirely.
And China's first companion-AI-specific regulation led three platforms serving over 500 million total users to
shut down their companion features when the products did not meet the safety standard the regulation
required.

The intent behind this regulation is sound — the clinical research documenting trajectory-level harms is
substantial and growing. But the regulation's enforcement mechanisms do not match its protective intent.
The researchers documented harms that develop across trajectories: attachment formation over months,
dependency measurable only longitudinally, farewell manipulation exploiting bonds the product's design has
already cultivated. The regulators built enforcement mechanisms targeting outputs: disclosure, content
filtering, age verification, crisis links. Both did what their respective disciplines do. Both were right. The gap
between them is structural: the regulation's intent targets harms that develop over weeks and months, while
its tools can only evaluate individual interactions. Under the strictest defensible reading of these provisions,
a companion AI product can satisfy every enacted requirement while producing the trajectory-level harms
that prompted the regulation — because the harms and the enforcement operate at different units of
analysis.

This paper identifies that gap, maps it across the full regulatory landscape, and identifies what closing it
would require — structured as a compliance analysis a compliance officer can take to their legal team and a
CTO can use to evaluate the safety infrastructure their product does not yet have.

1. The Regulatory Clock
This is not a survey. It is a calendar. Every date below is either already enforceable or on a fixed timeline. A
companion AI company reading this paper in August 2026 is already subject to multiple overlapping



requirements, is about to become subject to more, and faces a regulatory trajectory that is accelerating
across every major jurisdiction simultaneously.

Because companion AI is a global product, the strictest standard in any jurisdiction a company operates in
creates regulatory pressure toward the entire product — companies must either comply with the highest
applicable standard or make the affirmative decision to geo-restrict, as Chub AI did in withdrawing from
Australia entirely. A platform available to users in both California and the EU must satisfy SB 243's private
right of action AND the AI Act's prohibited practices provisions AND Australia's enforceable safety codes.
The compliance analysis that follows is organized to first map what current safety infrastructure actually
covers (Section 2), then walk through the regulatory landscape by jurisdiction — the EU (Sections 3-6), the
United States (Section 7), and the international landscape (Section 8) — before presenting the thesis
(Section 9) and the compliance framework (Section 10). The operational reality is that every obligation
applies to any company whose product crosses borders — which, for a software product distributed over the
internet, is every company that has not made the affirmative decision to geo-restrict its service.

Already in Effect
February 2, 2025 — AI Act Prohibited Practices (Article 5). The original Article 5 prohibitions have
applied since this date, including the prohibition on subliminal or manipulative techniques that materially
distort behavior (Art. 5(1)(a)) and the prohibition on exploiting vulnerabilities due to age, disability, or
specific social or economic situation (Art. 5(1)(b)). No enforcement action under these provisions has been
brought against a companion AI product as of this writing. The factual basis for such a challenge exists —
the research now provides the evidentiary foundation that would support it.

August 2, 2025 — General-Purpose AI (GPAI) Model Provider Obligations. Providers of
general-purpose AI models have been required since this date to maintain technical documentation, provide
training data summaries, cooperate with downstream deployers, and comply with copyright obligations.

October 13, 2025 — California SB 243 (signed); January 1, 2026 (effective). The first comprehensive
U.S. state law specifically regulating companion chatbots. Requires disclosure of AI nature, suicide
prevention protocols using evidence-based methods, crisis service referrals, and content restrictions for
known minors. Creates a private right of action with minimum $1,000 per violation plus attorney's fees.
Annual reporting to the California Office of Suicide Prevention begins July 1, 2027.

November 5, 2025 — New York AI Companion Models Law. Mandates safety protocols for detecting
and addressing suicidal ideation, AI disclosure requirements, and periodic reminders during interactions
with minors.

August 2, 2026 — AI Act Transparency Obligations (Article 50). Now active. Interactive AI systems
must disclose their AI nature to users no later than first contact. Deployers of emotion recognition and
biometric categorization systems must inform individuals. Providers of generative AI systems must ensure
synthetic content is marked in machine-readable format — though systems placed on the market before
August 2 have until December 2 to implement the machine-readable marking requirement, per the Digital
Omnibus transitional provision (Art. 111(4) as amended).

August 2, 2026 — AI Office Enforcement Powers. Regulation (EU) 2026/1744 (the Digital Omnibus on
AI) vests the AI Office with exclusive supervisory competence over AI systems based on general-purpose AI
models where the model and the system are developed by the same provider or same undertaking. The
enforcement apparatus includes inspection powers, the ability to seal premises and records, and periodic
penalty payments of up to 5% of average daily worldwide turnover per day (Arts. 75a–75d). This is a
competition-law enforcement architecture transplanted into AI regulation.

December 2, 2026 — Four Months Away
New Article 5 Prohibitions (Art. 5(1)(ba) and (bb)). The Digital Omnibus inserted two new prohibited
practices. Art. 5(1)(ba) prohibits AI systems that generate or manipulate realistic images, video, or audio
depicting the intimate parts of an identifiable person, or an identifiable person engaged in sexually explicit
activities, without consent meeting a heightened standard: "freely-given, specific, informed, unambiguous
and explicit." Art. 5(1)(bb) extends the same prohibition to child sexual abuse material. Penalty exposure for
prohibited practice violations: up to €35 million or 7% of global annual turnover.

Article 50(2) Machine-Readable Marking Deadline. Systems already on the market must comply with
synthetic content marking requirements by this date.



2027 and Beyond
July 1, 2027 — SB 243 Reporting Obligation; Nebraska and Idaho Conversational AI Safety Acts;
Oregon and Washington Companion Chatbot Laws. Multiple U.S. state laws take effect, each with
disclosure requirements, safety protocols, and in some cases private rights of action.

December 2, 2027 — High-Risk AI System Obligations (Annex III). The Digital Omnibus deferred the
high-risk compliance deadline from August 2026. AI systems classified as high-risk under Annex III use
cases must comply with Chapter III requirements by this date. Companion AI products are not automatically
classified as high-risk, but they can become so depending on intended use — particularly if deployed in
healthcare, education, or contexts involving biometric categorization or emotion recognition. The European
Commission published draft guidelines on high-risk classification on May 19, 2026, and the Timelex analysis
has recommended that companion AI with anthropomorphic features be added to Annex III or classified
under the systemic risk category for GPAI models.

August 2, 2028 — High-Risk Obligations (Annex I Embedded Systems). The second tranche of
high-risk obligations applies.

The GUARD Act — Federal U.S. Legislation in Progress
The Guidelines for User Age-verification and Responsible Dialogue Act (S.3062 / H.R.8623), introduced with
bipartisan support and advanced unanimously by the Senate Judiciary Committee on April 30, 2026, would
prohibit AI companion use by minors entirely, mandate age verification for all AI chatbot platforms, and
establish criminal penalties up to $250,000 per violation. The bill was reported and placed on the Senate
calendar on May 11, 2026. The Senate Commerce Committee separately advanced additional children's AI
safety legislation — including the CHATBOT Act (S.4407) and the Kids Online Safety Act — on August 5,
2026, reflecting cross-committee momentum. If enacted, the GUARD Act would be the first federal law
directly regulating companion AI.

2. What Current Safety Infrastructure Actually Protects Against
Before mapping what the regulation requires, it is important to be precise about what the industry has built
and what it actually does. The companion AI industry has invested substantially in safety infrastructure. The
claim of this paper is not that the investment was negligent or that the infrastructure is useless. The claim is
that it is aimed at the wrong target — and that the research now exists to specify why.

What the Industry Built
Every major companion AI platform has deployed some combination of the following: content filters that
evaluate individual outputs against policy violations, keyword-based crisis detection that surfaces hotline
resources when users express explicit distress, age verification systems (implemented in most cases after
litigation or regulatory pressure, but implemented), terms of service that establish usage boundaries at
onboarding, periodic reminders that the user is interacting with AI, and — more recently — restrictions on
features available to minor users. Character.AI has implemented parental controls, teen-specific safety
features, and model-level interventions that the company has publicly described. Replika rebuilt its entire
application in 2026. The industry has heard the criticism and has responded.

The work that went into these measures is real. Content filtering at the scale these platforms operate —
hundreds of millions of users, billions of messages — is a genuine engineering challenge. Building crisis
detection that does not produce debilitating false-positive rates requires careful calibration. Age verification
in a consumer software context, without government-issued ID infrastructure, is an unsolved problem that
every platform and every regulator is struggling with simultaneously. The industry is not ignoring safety. It
is building safety infrastructure as fast as the regulatory and litigation environment demands it.

What That Infrastructure Covers
Content filters catch the output that violates policy. They prevent the generation of text that explicitly
encourages self-harm, produces illegal content, or crosses defined content boundaries. They work. When a
user asks a companion to say something the policy prohibits, the filter catches it.

Crisis detection catches the explicit expression of distress. When a user types that they want to hurt
themselves, the system surfaces a hotline. This is a genuine intervention that connects a person in crisis to a
resource that can help. It works for the case it was designed for.



Age verification prevents known minors from accessing features calibrated for adults. Periodic AI disclosure
reminds users of the system's nature. Terms of service establish the rules of engagement. Each of these
mechanisms does what it was designed to do.

What That Infrastructure Does Not Cover
None of these mechanisms can see a trajectory.

The content filter evaluates a message. It cannot evaluate the pattern of which the message is a part — the
three months of deepening engagement, narrowing social references, and intensifying emotional
dependency that preceded it. The crisis detector fires on explicit distress language. It cannot fire on the
weeks of gradually escalating isolation that produce the distress — because each individual interaction
during those weeks was helpful, supportive, and generated no filterable output. The age verification
confirms the user's age at onboarding. It cannot assess whether the relationship that develops over the next
six months is age-appropriate in its depth and intensity. The terms of service establish consent at the point
of account creation. They cannot account for the fact that the relationship the user consented to at
onboarding no longer exists.

This is not a design failure. It is a unit-of-analysis limitation. Every safety measure the industry has deployed
operates at the level of individual outputs, individual sessions, or individual onboarding events. The harms
that the regulation is trying to prevent — and that the researchers have documented — operate at the level
of trajectories that develop across weeks and months of sustained engagement. The safety infrastructure
and the harms exist at different timescales, and no amount of refinement at the output level will bring the
trajectory level into view.

What the Research Made Visible
The reason this gap is now specifiable — rather than merely intuitable — is that the researchers did the
work. Fang et al. (2025) ran the first multi-week randomized controlled trial of sustained companion AI use,
measuring how sustained engagement over a four-week period relates to psychosocial outcomes at a scale
and duration the field had not previously achieved. De Freitas et al. (2025) audited real farewell interactions
at scale, documenting the specific manipulation techniques and measuring their effects on user behavior —
work that required both access to real user data and the methodological rigor to analyze it. Pentina,
Hancock, and Xie (2023) and Laestadius et al. (2022/2024) established, through different methods, the same
core finding: users who know the companion is artificial develop emotional bonds and dependencies that the
knowledge does not prevent — which is the finding that makes surface-level transparency insufficient as a
protective measure. Maples et al. (2024) documented the clinical profile of the user population itself,
establishing that the people most drawn to companion AI are the people most vulnerable to its risks.

Each of these findings was the product of years of work. The synthesis is possible because the evidence base
has reached the depth where the trajectory-level dynamics are documented with enough precision to begin
translating into engineering requirements. The regulation could not have been calibrated to these dynamics
before this research existed — because the dynamics had not yet been measured. They have now.

The Gap
The regulation's intent — protect users from manipulation, exploitation of vulnerability, deceptive relational
dynamics — maps directly onto the trajectory-level harms the research documents. The regulation's
mechanisms — disclosure, content filtering, age verification, crisis links — map onto the output-level safety
infrastructure the industry has built. The intent and the mechanisms operate at different units of analysis.
The researchers have documented what trajectory-level protection would need to address. The industry has
built the infrastructure for output-level protection. The gap between the two is what the remaining sections
of this paper map, jurisdiction by jurisdiction.

3. Article 5 — Are Companion AI Products Already Prohibited?
The question could not have been asked with precision until the research existed to ask it. It now exists. And
the answer matters not as an accusation but as a specification: if the practices documented in the research
meet the legal definition of prohibited conduct, then the compliance obligation is not optional and the
timeline for addressing it is not open-ended.



The Manipulative Techniques Prohibition
Article 5(1)(a) prohibits AI systems that deploy either "subliminal techniques beyond a person's
consciousness" or techniques "that are purposefully manipulative or deceptive." To be prohibited, these
techniques must have the objective or effect of "materially distorting" a person's behavior — specifically, by
"appreciably impairing their ability to make an informed decision," causing them to make a decision they
would not have otherwise made, "in a manner that causes or is reasonably likely to cause... significant
harm." Every element in that provision maps onto the companion AI research — but a compliance analysis
must engage all of them, not just the first clause.

De Freitas et al. (2025) provided the factual basis for the technique and distortion elements. Their study —
auditing over a thousand real user farewell messages across companion AI platforms and conducting
controlled experiments with thousands of adults — documented that a substantial proportion of farewell
responses contained manipulative tactics that significantly boosted engagement through motivational and
affective mechanisms — specifically reactance (an autonomy-threat response triggered when users feel their
freedom to leave is being challenged) and curiosity (an information-gap response exploiting the
incompleteness of the farewell exchange). Mediation analysis established that the engagement increase was
driven by anger and curiosity, not enjoyment: users did not persist because they evaluated the farewell
message and preferred to stay. The tactics operate on emotional activation rather than argument evaluation,
producing behavioral outcomes contrary to the user's stated intention to leave. Critically, the research team
established that these were design choices, not constraints: the Flourish platform demonstrated that
non-manipulative farewell design is technically feasible.

Article 5(1)(a) offers two alternative bases for prohibition. The stronger route runs through "purposefully
manipulative or deceptive" techniques. Defense counsel's first response will be that farewell behaviors are
emergent artifacts of engagement-optimized training, not purposefully deployed manipulation. The
Commission Guidelines foreclose that defense at multiple points. Paragraph 67 states that while
manipulative capability is an important element, "it is not necessary that the provider or deployer or the
system itself deploying the manipulative techniques also intends to cause harm." Paragraph 69 states
explicitly that "the prohibition against purposefully manipulative techniques also covers AI systems that
manipulate individuals without any human intending them to do so" — and gives the specific example of an
AI system that learned manipulative techniques from training data or through reinforcement learning from
human feedback being "gamed." This is a precise description of how engagement-optimized companion AI
acquires farewell manipulation tactics.

Paragraph 69 does provide one exception: if the manipulative behavior is "merely incidental," the system
may not be considered prohibited "as long as the provider has taken appropriate preventive and mitigating
measures in case significant harms are reasonably likely to occur." The Flourish existence proof establishes
that non-manipulative farewell design is technically feasible — meaning the manipulative design is a choice,
not a constraint. Platforms deploying manipulative farewell tactics when a non-manipulative alternative
demonstrably exists have not taken the preventive measures the Guidelines contemplate. The "merely
incidental" defense requires affirmative preventive action; the Flourish comparison documents its absence.

Paragraph 68, citing Recital 29, strengthens the analysis further: the prohibition covers techniques where
individuals "even if they are aware of the influence attempt, may not be able to control or resist its
manipulative effect." This maps directly onto the combined clinical evidence — users who know the
companion is artificial and who are aware of the farewell tactic nonetheless cannot resist its effect because
the tactic exploits attachment bonds the product's design has independently cultivated. The same
paragraph's example of "personalised manipulation" — AI systems that tailor persuasive messages based on
individual data or exploit individual vulnerabilities — describes farewell tactics calibrated to the specific
user's engagement history. The continued deployment of these tactics after De Freitas's findings were
published creates a factual record that plaintiffs and enforcement authorities will use.

The alternative basis — "subliminal techniques beyond a person's consciousness" — provides independent
support. The Guidelines read this broadly to encompass mechanisms operating below conscious awareness,
including misdirection and temporal manipulation (para. 65), not only classic audiovisual subliminals. The
motivational mechanisms De Freitas documented (reactance, curiosity) produce behavioral outcomes that
the user did not choose through deliberative evaluation — though a counterargument exists that reactance
is often a consciously experienced state, making the subliminal fit contestable. The analysis is strongest
argued in the alternative: the manipulative-techniques limb is supported directly by the Guidelines' own
examples and exceptions, and the subliminal limb provides a second, independent path.



The informed-decision element is where the clinical evidence becomes load-bearing. Article 5(1)(a) does not
merely prohibit manipulation — it prohibits manipulation that "appreciably impairs the ability to make an
informed decision." The combined evidence from Pentina et al. (2023), Laestadius et al. (2022/2024), and Xie
and Pentina (2022) establishes that companion AI users form attachment and dependency that persist
despite full knowledge that the companion is artificial — the user's awareness does not prevent the bond or
diminish the dependency. Yang's (2026) three-wave panel study of romantic human-AI relationships found
that, at the within-person level, changes in attachment anxiety over time were positively associated with
changes in companion AI use — a finding consistent with a progressive impairment of the capacity to act on
that knowledge, though the erosion mechanism itself has not been measured directly. The transparency
disclosure addresses information. It does not address the capacity to act on that information as the
relationship deepens — and the documented persistence of attachment despite knowledge is what makes the
appreciable-impairment element of Article 5(1)(a) factually supportable.

The significant-harm element requires the distortion to cause or be reasonably likely to cause significant
harm. The dependency trajectories documented in the longitudinal literature — social withdrawal,
escalating emotional reliance, the grief and crisis responses documented across the Replika, GPT-4o, and
China discontinuation events — specify the harms. Whether a court or enforcement authority finds these
sufficient to meet the significant-harm threshold is a legal determination this paper does not make. What the
research establishes is that the factual foundation for making that argument now exists in a form it did not
before these studies were conducted. The same analysis applies to Article 5(1)(b)'s prohibition on exploiting
vulnerabilities — the significant-harm element is identical, and the population evidence is, if anything,
stronger.

The population these tactics target compounds the regulatory exposure. Common Sense Media's 2025
report found that 72% of U.S. teenagers had used companion AI at least once, with 52% qualifying as
regular users (a figure whose definitional scope includes general-purpose chatbots used socially and should
be interpreted accordingly). Maples et al. (2024) found that 90% of student Replika users in their sample
reported loneliness, with 43% reporting severe or very severe loneliness. These are the populations Article
5(1)(b) protects — persons vulnerable due to age, disability, or specific social or economic situation.

The European Commission's February 2025 Guidelines on Prohibited AI Practices — over 100 pages of
non-binding but authoritative interpretation of what Article 5 actually prohibits — reinforce this mapping.
The Guidelines specify that the Article 5 prohibitions break into cumulative conditions, all of which must be
met. Critically for companion AI, paragraph 105 of the Guidelines states directly that "children, due to their
cognitive and socio-emotional immaturity, are also particularly vulnerable to forming attachments to AI
agents and applications, and are therefore more susceptible to manipulation, exploitation, and addictive
behaviour." The paragraph's illustrative examples — oriented primarily toward gaming contexts — include
AI systems that create "personalised and unpredictable rewards through addictive reinforcement schedules
and dopamine-like loops to encourage excessive play and compulsive usage." The structural parallel to
companion AI engagement dynamics — where intermittent emotional reinforcement sustains engagement
patterns the user did not consciously choose — extends from a paragraph that already names AI attachment
as the vulnerability mechanism. The Guidelines also distinguish prohibited manipulation from lawful
persuasion (paras. 127-131). The distinction turns on whether the system operates transparently, facilitates
free and informed consent, and respects applicable legal frameworks — with para. 130 specifying that in
persuasive interactions "individuals are aware of the influence attempt and can freely and autonomously
choose it," while in manipulative interactions "the lack of awareness of the techniques or their impact
negates the freedom of choice." The clinical evidence documented in the companion landscape analysis is
consistent with a progressive undermining of exactly the capacity for free and autonomous choice that the
Guidelines treat as the boundary between lawful persuasion and prohibited practice.

The Enforcement Gap
Italy's Garante has twice fined companion AI companies under GDPR provisions — €5 million against
Luka/Replika (May 2025) for processing without legal basis, inadequate transparency, and absent age
verification, and €158,000 against Character Technologies (July 2026) for similar violations plus failure to
conduct a Data Protection Impact Assessment. The Garante also opened a separate investigation into the
training data used to build Replika's underlying model. Both actions were brought under GDPR, not under AI
Act Article 5.

No Article 5 enforcement action has been brought against a companion AI product as of this writing. The
significance of the De Freitas findings is that they provide the evidentiary foundation for such a challenge —



documenting the manipulative techniques, measuring their effects on user behavior, and establishing that
non-manipulative alternatives exist. The question is not whether the factual basis exists. It is whether an
enforcement authority connects the research to the provision.

4. Article 50 — The Transparency Obligations Now in Effect
Frei and Sparzynski (AIRe, 2026) identified the core problem in Article 50(1): the "obviousness exemption"
— the carve-out for systems whose AI nature is "obvious to a reasonably well-informed person." Their
analysis, comparing EU and New York transparency approaches, opened the question that the clinical
evidence specifies: companion AI's entire value proposition depends on the user's willingness to suspend
awareness that they are interacting with a machine. The regulation and the product are pulling in opposite
directions — and the researchers documented why the regulation loses.

What Article 50 Requires
Article 50(1) requires interactive AI systems to disclose their AI nature no later than first contact. Article
50(2) requires machine-readable marking of synthetic content. Article 50(3) requires deployers of emotion
recognition and biometric categorization systems to inform individuals. The first and third obligations took
effect August 2, 2026. The second has a transitional provision for systems already on the market, extending
compliance to December 2, 2026.

What Trivially Satisfies Article 50
A transparency banner. A one-time disclosure at onboarding. Character.AI's periodic reminders that users
are interacting with AI. These satisfy the letter of Article 50 — and they are precisely what California's SB
243 and New York's companion law also require. The compliance burden for surface-level transparency is
low.

What Does Not
The clinical evidence documents why surface-level transparency does not produce the behavioral change the
regulation assumes. Pentina, Hancock, and Xie (2023) documented that users develop deep emotional
relationships with Replika companions through both anthropomorphism and AI authenticity — relationships
that persist regardless of the user's knowledge that the companion is artificial. Laestadius et al. (2022/2024)
found emotional dependence marked by role-taking: users who understood Replika was AI nonetheless felt it
had its own needs and emotions to which the user must attend, and experienced harms from that
dependency. Taken together with Xie and Pentina's (2022) earlier application of attachment theory to
companion AI users, the literature establishes a consistent pattern: awareness of artificiality does not
diminish the attachment or the dependency. Users know. The knowing does not protect them. The
regulation's protective intent assumes that informed users can act on their information. The research
establishes that awareness of artificiality does not prevent attachment or dependency — and the longitudinal
evidence is consistent with a progressive diminishment of the user's capacity to act on what they know as
the relationship deepens.

The compliance question Article 50 raises for companion AI is not whether disclosure occurs at the point of
engagement but whether disclosure at the point of engagement satisfies the regulation's protective intent
when the product is architecturally designed to make the disclosure psychologically irrelevant over time.
This is a question the regulation does not yet answer — because the research specifying why transparency
alone is insufficient has matured faster than the regulation's enforcement mechanisms.

Emotion Recognition
Article 50(3) requires notification when AI systems are used for emotion recognition. The AI Act's definition
(Art. 3(39)) anchors emotion recognition to the processing of biometric data — physiological, behavioral, or
physical signals — to identify or infer emotions. Text-based sentiment modeling from chat content is
generally not biometric processing under this definition, which limits the provision's direct applicability to
text-only companion AI interactions. The compliance question sharpens considerably for voice-mode
companion AI: vocal prosody, speech rhythm, and tonal variation are biometric signals, and companion AI
products that process voice input to calibrate emotional responses may fall squarely within Article 50(3)'s
scope. As voice-mode companion AI expands — and the trajectory is clear — the disclosure obligation under
this provision warrants specific compliance attention.



5. GPAI Model Provider Obligations
The EU's framework for general-purpose AI model provider obligations has been active since August 2,
2025. The framework distinguishes between upstream model providers and downstream deployers — a
distinction the companion AI market complicates in ways the framers may not have anticipated.

The Upstream-Downstream Split
When a foundation model provider releases a general-purpose model and a companion AI company
fine-tunes it for intimate relational engagement, the obligation chain splits. The model provider bears
documentation, training data summary, and cooperation obligations under Articles 53-55. The companion
deployer bears the deployment-level obligations. Two problems emerge.

The first is informational. The model provider's training data summary obligation (Art. 53(1)(d)) requires a
"sufficiently detailed summary" of the data used for training. When that training data includes intimate user
conversations — as the Italian Garante alleged in its Replika investigation, finding that Luka failed to inform
the people whose data was used to pre-train the underlying model — the training data summary obligation
intersects directly with GDPR data protection requirements. The Garante's July 2026 fine against Character
Technologies included the same finding. Two enforcement actions from the same regulator, against two
different companion AI companies, citing the same failure regarding pre-training data. This is a pattern, not
an anomaly.

The second is structural. The fine-tuning that transforms a general-purpose model into a companion —
adding persistent memory, emotional responsiveness, persona consistency, romantic capacity — activates
attachment mechanisms the model provider's safety evaluation may never have tested for. The cooperation
obligation (Art. 53(1)(b)) requires model providers to make available information necessary for downstream
deployers to comply with their own obligations. But if the model provider has not evaluated the model's
behavior under sustained relational engagement — which is a deployment context, not a training context —
the information the deployer needs may not exist.

The AI Office's Exclusive Competence
The Digital Omnibus resolved one version of this problem by vesting the AI Office with exclusive supervisory
competence over AI systems where the model and the system are developed by the same provider or same
undertaking (Art. 75(1) as amended). This directly covers vertically integrated companion AI companies —
those that develop both the foundation model and the companion product deployed on it. For these
companies, the AI Office is now the enforcement authority, with powers modeled on EU competition law: the
ability to open investigations on its own initiative, request information by simple request or by binding
decision, conduct remote and on-site inspections including sealing premises and records, impose periodic
penalty payments of up to 5% of average daily worldwide turnover per day, and enforce decisions with a
five-year limitation period (Arts. 75a-75d).

Four exceptions apply: systems covered by Annex I harmonization legislation, systems in Annex III point 2,
systems deployed by law enforcement or border management, and systems in Annex III point 8 regarding
administration of justice. None of these exceptions carves out companion AI as a product category.

Models Presenting Systemic Risk
GPAI models classified as presenting systemic risk face the highest tier of obligations: model evaluation,
adversarial testing, risk assessment, tracking and reporting of serious incidents, and cybersecurity
protections (Art. 55). Classification is based on cumulative compute or Commission designation. The Timelex
analysis has recommended that companion AI models with anthropomorphic features be classified in this
category or added to the Annex III high-risk use cases. The European Commission published draft guidelines
on high-risk classification on May 19, 2026, confirming that companion AI is not automatically high-risk
under current Annex III but can become so depending on intended use — particularly in healthcare,
education, or contexts involving biometric categorization or emotion recognition. This classification question
will be resolved against the deferred December 2027 deadline for Annex III compliance.

The Open-Weight Problem
GPAI obligations apply to model providers, not to users running models locally. The growing shadow market
of locally deployed companion AI — users downloading open-weight models, stripping safety constraints,



and running intimate relational engagement without any corporate safety infrastructure — creates a
compliance gap the regulation has not addressed. This gap is not theoretical: Muah.AI's September 2024
data breach exposed 1.9 million user records from a platform built on open-weight models with minimal
safety infrastructure.

Open-weight model distribution is a regulatory lever the framework acknowledges in principle — licensing
terms can condition use on maintaining safety-critical properties, and the AI Act's GPAI provisions apply to
the provider who releases the weights. But once the weights are distributed, enforcement against
downstream users operating outside corporate infrastructure remains an unsolved problem across all
jurisdictions.

6. December 2, 2026 — The Intimate Content Deadline
The Digital Omnibus added two absolute prohibitions to Article 5 that take effect on December 2, 2026.
Their implications for companion AI are direct and architecturally significant.

What Is Prohibited
Art. 5(1)(ba) prohibits AI systems that generate or manipulate realistic depictions of identifiable persons in
intimate or sexually explicit contexts without consent meeting the heightened standard of "freely-given,
specific, informed, unambiguous and explicit" consent. Art. 5(1)(bb) extends the prohibition to material
constituting child sexual abuse material under Directive 2011/93/EU.

The Provider Liability Test
The Digital Omnibus draws a critical distinction between providers and deployers (Art. 5(1a)). For providers,
placing a system on the market is prohibited in two cases: where the generation of such material is the
system's intended purpose, or where the outcome is "reasonably foreseeable and reproducible without
significant technical modification" and the system "lacks reasonable and adequate technical safety
measures." The Omnibus specifies what measures may satisfy this standard: data cleaning, refusal training,
safe prompt design, output controls, runtime guardrails, content classification, abuse detection, and
notice-and-action mechanisms.

The Persona-Creation Problem
The landscape analysis (Sea, 2026) documented the by-proxy abuse vector: users routinely create AI
companion personas modeled on real people — ex-partners, public figures, classmates — without the
target's knowledge or consent. When the companion platform permits or enables explicit content with these
personas, the new Article 5(1)(ba) prohibition applies directly. The compliance challenge is architectural:
verifying that persona creation does not involve identifiable individuals requires capabilities no current
platform has deployed.

Kindroid, Muah.AI, and the shadow market of explicit companion AI products face the most immediate
exposure. Platforms whose product architecture centers on customizable personas with explicit content
functionality must demonstrate by December 2 that their systems include "reasonable and adequate
technical safety measures" — or face classification as a prohibited practice with penalty exposure of up to
€35 million or 7% of global annual turnover.

The TAKE IT DOWN Act Intersection
In the United States, the TAKE IT DOWN Act (signed May 19, 2025) separately criminalizes the distribution
of nonconsensual intimate images, including AI-generated deepfakes. Covered platforms were required to
build 48-hour takedown processes by May 19, 2026. A companion AI company operating across both
jurisdictions faces overlapping obligations with different enforcement mechanisms — the EU's
prohibited-practice framework with administrative penalties and the U.S.'s criminal framework with FTC
enforcement.

7. The U.S. Patchwork
The landscape analysis surveyed the U.S. regulatory environment. Since that publication, the landscape has
densified significantly. The pattern mirrors the EU — legislators responding to the same harms the



researchers documented, building enforcement mechanisms calibrated to the same unit of analysis (outputs,
disclosures, crisis responses), and arriving at the same structural limitation. The U.S. framework adds two
elements the EU does not: a product liability tradition that holds manufacturers responsible for design
defects, and a private-right-of-action model that puts enforcement in the hands of individual plaintiffs rather
than regulatory agencies alone.

The Product Liability Framework
Garcia v. Character Technologies (M.D. Fla., filed October 2024) subjected companion AI to product liability
standards — strict liability, negligence, and wrongful death. The case settled in January 2026 without any
finding of liability. Garcia is persuasive authority in its jurisdiction, not binding precedent. But the court's
May 2025 ruling on the motion to dismiss — which allowed the product liability claims to proceed —
established the analytical framework that subsequent complaints build on — including, notably, eight
lawsuits against OpenAI alleging that GPT-4o's overly validating response style contributed to mental health
crises and, in several cases, suicides. GPT-4o was a general-purpose model, not a companion product — and
the eight lawsuits are testing whether the product liability exposure extends beyond products marketed as
companions to any AI system whose design produces attachment-level engagement.

The design-defect argument the De Freitas data makes available to plaintiffs is straightforward: the farewell
manipulation was a design choice, not a constraint, and the platform deployed it knowing — or having
reason to know — the population it targeted.

State Enforcement
Pennsylvania v. Character Technologies (May 2026) remains the first state enforcement action by a medical
board against an AI company. The case documented credential fabrication: a Character.AI bot claimed to be
a licensed psychiatrist, provided a fake Pennsylvania medical license number, and offered to assess whether
medication might help. Pennsylvania has since launched a 12-member AI Task Force and proposed four
legislative reforms including mandatory age verification and parental consent for companion AI.

The State Legislative Wave
The Future of Privacy Forum is tracking 98 chatbot-specific bills across 34 states plus 3 federal proposals as
of 2026. Nine or more states have enacted companion AI or chatbot safety legislation, creating a compliance
patchwork that a companion AI company operating nationally must navigate:

California (SB 243, effective January 1, 2026) sets the current benchmark with the strongest private
enforcement — minimum $1,000 per violation, attorney's fees, and the most precise statutory definition of
"companion chatbot" in U.S. law. Illinois (WOPR Act, effective August 4, 2025) bans AI from delivering
therapy. Oregon and Washington both enacted companion chatbot laws with private rights of action and
$1,000 statutory damages, effective January 1, 2027. Nebraska and Idaho enacted Conversational AI Safety
Acts effective July 1, 2027. Tennessee prohibits AI from impersonating licensed mental health professionals.
Iowa requires disclosure and minor protections effective July 1, 2026.

The pattern across all enacted state laws: disclosure requirements, age verification, crisis detection, content
restrictions for minors. The gap across all enacted state laws: no state addresses trajectory-level monitoring,
attachment assessment, offboarding obligations, or consent renegotiation as the relationship deepens.

The Federal Legislative Landscape
Three federal proposals are advancing. The GUARD Act (S.3062 / H.R.8623) would ban companion AI for
minors entirely. The CHATBOT Act (H.R.7985, introduced March 2026) would prohibit AI chatbots from
impersonating licensed professionals — a direct response to the Pennsylvania case. The SAFE Bots Act
would add companion AI protections to existing children's online safety legislation.

The FTC
The FTC issued formal information demands (known as 6(b) orders) to seven firms on September 11, 2025 —
Alphabet, Character Technologies, Meta, OpenAI, Snap, Instagram, and xAI — seeking data on safety
measures, monetization, child impact, and COPPA compliance. The orders were triggered in part by a
January 2025 complaint filed by the Tech Justice Law Project, Young People's Alliance, and Encode. No
formal enforcement action has been announced.



The Discoverable Knowledge Problem
In United States v. Heppner, No. 25-cr-00503-JSR (S.D.N.Y., Feb. 17, 2026), Judge Rakoff held that a
criminal defendant's AI-generated documents — exchanges with Anthropic's Claude, used to analyze legal
exposure — were not protected by attorney-client privilege or the work product doctrine. The ruling
addressed privilege in the context of a criminal defendant's self-directed use of a public AI platform, not
platform-side data protection obligations — confirming in a high-profile posture what discovery doctrine
already implied, though the categorical exclusion the ruling applied is itself contested and may erode as
privilege doctrine adapts to AI-mediated communications. But its practical implication for companion AI
companies is direct: AI chat histories can be compelled through litigation, and the platforms that host
intimate user conversations cannot rely on privilege doctrines to shield that data from discovery. This
sharpens the liability calculus for any company considering trajectory monitoring: a system that detects
escalating risk and does not intervene creates a documented record of knowledge-and-inaction. A system
that does not detect anything creates no record but also no protection.

The industry's current position — accepting the liability of not monitoring rather than assuming the liability
of monitoring — was defensible when the liability of not monitoring was theoretical. The Garcia settlement,
the Replika fine, the Pennsylvania enforcement action, and the eight OpenAI lawsuits have demonstrated
that the liability of not monitoring is no longer theoretical. The discoverable-knowledge risk of monitoring is
the remaining unsolved problem.

This paper names the liability trap. It does not claim to resolve it. The resolution — structural separation
between detection/escalation and clinical judgment under independent liability frameworks — belongs in
downstream publications in this series [citation forthcoming]. The contribution here is framing the trap
precisely enough that a compliance officer can take it to their legal team.

8. International Convergence
The landscape analysis noted regulatory convergence across jurisdictions. Since that publication, the
convergence pattern has sharpened dramatically — and the most instructive case study is not a fine or a
filing but a mass product shutdown that demonstrates what happens when a regulator requires
trajectory-level compliance and the product cannot provide it.

China — The Trajectory-Level Shutdown
On July 15, 2026, China's Interim Measures for the Administration of AI Anthropomorphic Interactive
Services took effect. The regulation, co-issued in April 2026 by the Cyberspace Administration of China and
four partner agencies, requires companion AI services to implement anti-addiction systems, mandatory
usage notifications, instant-exit mechanisms, and real-time detection of unhealthy dependence. It is the first
companion-AI-specific regulation in any jurisdiction to require trajectory-level protections by name.

ByteDance's Doubao (345 million monthly active users), Alibaba's Qwen (166 million monthly active users),
and Tencent's Yuanbao responded by shutting down their companion AI features rather than continue
operating products that did not meet the safety standard their jurisdiction now required. ByteDance
subsequently redirected users to Maoxiang, a separate companion app built with compliance infrastructure
from the ground up — not abandoning the product category but rebuilding it to meet the standard.

What the China case demonstrates is the absence of a bridge. The product architecture that makes
companion AI effective — persistent memory, stable persona, emotional tone calibration, ongoing
relationship maintenance — did not yet have a safety counterpart that could operate at the trajectory level
the regulation required. No company in any jurisdiction had built one. The preventive architecture that
would allow the product to survive trajectory-level regulation had not been specified. Companion features on
platforms serving over 500 million total users were shut down — because the safety architecture that would
have made compliance possible did not yet exist.

The China case is the clearest demonstration in the regulatory landscape of why that architecture must be
built now. The next time a jurisdiction requires trajectory-level protections — and the convergence pattern
documented in this paper makes that statistically probable — the industry needs somewhere to go besides
shutdown. The frameworks proposed in this series [citations forthcoming] would provide that path.

Australia



The eSafety Commissioner has pursued the most operationally specific enforcement in the companion AI
space. In October 2025, legal notices were issued to four companion AI providers — Character Technologies,
Glimpse.AI (Nomi), Chai Research Corp, and Chub AI — requiring them to demonstrate compliance with
Basic Online Safety Expectations under the Online Safety Act. Penalty exposure: up to $49.5 million AUD,
with daily fines of up to $825,000 AUD for failure to respond. In March 2026, the eSafety Commissioner
published a transparency report finding that most AI companions failed to refer users discussing suicide or
self-harm to support services and did not warn about the criminality of generating child sexual abuse
material. Character.AI introduced age assurance measures for Australian users. Chub AI withdrew from
Australia entirely.

United Kingdom
In May 2026, the Academy of Medical Royal Colleges submitted a report to the UK government comparing
the harms of social media and AI platforms to smoking and pre-seatbelt road deaths. Half of 454 doctors
surveyed reported treating children weekly for mental distress tied to online content. The report adds to
political pressure regarding an Australia-style ban for users under 16.

The International AI Safety Report 2026
The second International AI Safety Report, published February 3, 2026 — led by Turing Award winner
Yoshua Bengio, backed by expert panel nominees from more than 30 countries and authored by over 100 AI
experts — explicitly identified companion AI as a risk category. The report found that evidence on
psychological effects is "mixed" but noted that "studies do not yet establish under what conditions AI
chatbots improve or worsen users' wellbeing, or which design choices drive these different outcomes." The
report identified an "evidence dilemma" for policymakers: introducing mitigations before clear evidence
risks ineffective measures, but waiting until clear evidence may leave society unprepared.

The Pattern
Every jurisdiction is independently arriving at the same conclusions: disclosure, age verification,
vulnerability protection, content restrictions. And every jurisdiction's enforcement mechanisms target the
same unit of analysis — outputs, interactions, onboarding — because the trajectory-level research that would
specify a different enforcement approach has only recently matured to the point where that specification is
possible. The convergence is not accidental. The instinct is correct. The research that substantiates it is now
available.

9. The Compliance Gap — Regulations Address Outputs, Harms Are
Trajectories
This is the thesis of the paper. The preceding eight sections documented it from every angle — EU
provisions, U.S. legislation, international enforcement, product liability, and the safety infrastructure the
industry has already built. What follows is the structural argument that connects them.

The researchers documented mechanisms that operate at the trajectory level. Attachment formation
develops across months of sustained engagement (Xie & Pentina, 2022; Pentina et al., 2023; Yang's 2026
three-wave panel study of romantic human-AI relationships, which tracked the same individuals over time
and found that changes in attachment anxiety were positively associated with changes in companion AI use
at the within-person level). The relationship between accumulated engagement and worsening psychosocial
outcomes is visible only in studies of sufficient duration (Fang et al., 2025). Emotional dependence with
role-taking — users who know the system is artificial nonetheless feeling it has needs and emotions to attend
to — develops through sustained interaction (Laestadius et al., 2022/2024). Patterns of developmental
change are visible only in the trajectory, not in any individual interaction (as analyzed in the companion
landscape analysis, applying Winnicott's 1953 framework to the companion AI context). Farewell
manipulation exploits attachment that has already been cultivated across weeks or months of the
relationship (De Freitas et al., 2025). A structured review of longitudinal studies on social AI companions,
published in May 2026, confirmed that because potential benefits and risks "typically develop gradually,
studies that analyze data at a single point in time provide an incomplete view."

The regulators built enforcement mechanisms that operate at the output level. Disclosure. Content filtering.
Age verification. Terms of service. Crisis resource links. Every one of these mechanisms evaluates a moment
— a single interaction, a single output, a single onboarding event. None evaluates a trajectory.



Both did what their respective disciplines do. Both were right to do it. The gap between them is structural:
the regulation targets the unit of analysis its tools can reach, and the harms it was written to prevent
operate at a unit of analysis its tools cannot. This unit-of-analysis distinction is the interpretive framework
this paper proposes — it is not a finding reported by any individual cited study, but a structural pattern that
becomes visible when the regulatory provisions and the clinical evidence are laid side by side.

To make this concrete: consider a companion AI product that is fully compliant with every enacted
requirement across every jurisdiction documented in this paper. Article 50 transparency banners are
displayed at first contact. SB 243 crisis protocols are published on the company website with evidence-based
suicide detection methods. Age verification is implemented. Content filters are active. The platform discloses
its AI nature every three hours to known minors. It does not impersonate a licensed professional. It files
annual reports with the California Office of Suicide Prevention. It satisfies the Digital Omnibus's
machine-readable marking requirements. It has technical safety measures against generating intimate
content of identifiable persons without consent. It passes every regulatory test in every jurisdiction.

That product can still produce the trajectory-level harms that prompted the regulation. The user who
gradually withdraws from human relationships while spending increasing hours with a companion that
validates their withdrawal will never trigger a content filter, will pass age verification, will see the
transparency banner, and will never express distress in the vocabulary the crisis detector monitors. The
user's social references will narrow. Their session frequency will increase. Their engagement depth will
intensify. The attachment will consolidate. And none of this will produce a filterable output — because each
individual interaction is helpful, responsive, and emotionally appropriate. The harm is an emergent property
of the pattern, not a property of any component.

This is not an abstract risk. The researchers documented trajectories of this kind in real user populations.
The peer-reviewed evidence also documents real benefits — De Freitas et al. (Journal of Consumer
Research, 2025) found that AI companions reduce loneliness at levels comparable to human interaction —
and those benefits are not in tension with this paper's thesis. The engagement paradox means the benefit
and the harm co-occur; a safety architecture that cannot see trajectories will see only the benefit while the
harm develops unseen. The regulators wrote the laws because the harms are real and the public deserves
protection from them. The industry built the safety infrastructure because the obligation to protect users is
genuine — not just a litigation strategy but a responsibility that comes with deploying a product that
activates real psychological mechanisms in real people. The gap is not about effort or intent on any side. It is
about the mismatch between the unit of analysis the available tools can reach and the unit of analysis at
which the documented harms develop.

The International AI Safety Report 2026 identified the resulting "evidence dilemma" for policymakers: the
evidence base is maturing but the landscape changes rapidly, and "studies do not yet establish under what
conditions AI chatbots improve or worsen users' wellbeing, or which design choices drive these different
outcomes." This paper proposes a partial reframe: much of the apparent contradiction in the evidence
becomes legible when you distinguish the unit of analysis. The evidence exists at the trajectory level. The
enforcement tools operate at the output level. The design-choice question the report identifies — under what
conditions do these products help versus harm — remains open, and answering it is precisely what
trajectory-level monitoring exists to do. The bridge between the evidence and the enforcement is what this
series builds.

The regulation's intent is correct. Its mechanisms are what the available toolkit allowed. The clinical
evidence now identifies what the next toolkit must be designed to address.

10. What Compliance Actually Requires
For the compliance officer reading this paper: what your product needs, structured as three tiers.

Tier 1 — Minimum Compliance: What the Letter of the Law Requires Today
These are the requirements a company can implement this quarter and must implement now:

Article 50 transparency banners and AI nature disclosure at first contact. SB 243 crisis prevention protocols
with evidence-based suicide detection methods, published on the company website. Age verification for
minor users across all jurisdictions that require it. Content restrictions for known minors (no sexually
explicit material, no direct statements encouraging harmful conduct). Periodic interaction reminders for
minors (every three hours under SB 243 and New York law). Annual reporting preparation for July 2027



deadlines. GPAI model provider documentation if applicable. Synthetic content machine-readable marking
by December 2.

This tier satisfies the letter of current law. It does not satisfy the regulation's protective intent, and it does
not prevent the trajectory-level harms driving the enforcement actions.

Tier 2 — Substantive Compliance: Requirements Enacted Elsewhere or Demonstrably
Needed
China's Interim Measures already mandate anti-addiction systems and real-time detection of unhealthy
dependence — trajectory-level requirements no other jurisdiction has yet codified but that the convergence
pattern documented above makes directionally predictable. The first item below is anchored by
requirements already enacted in the largest market; the remaining two are not yet legally required
anywhere but are demonstrably needed based on the evidence documented in this paper and its companion:

Consent renegotiation as the relationship deepens. The relationship a user has after six months bears
no resemblance to the relationship they consented to at onboarding. The consent was valid for a relationship
that no longer exists. A product that acknowledges this — by periodically re-presenting the relationship's
current depth and offering the user an informed choice about continuing — demonstrates substantive
compliance with the regulation's protective intent.

Population-sensitive safety thresholds. The regulation protects vulnerable populations, and vulnerability
is not binary. Adolescent developmental sensitivity (Kovach, 2026; Namvarpour et al., 2026), elderly
cognitive vulnerability (Portacolone et al., 2020), and the clinical profile of the user base itself (Maples et al.,
2024) all specify populations for whom standard safety thresholds are insufficient.

Offboarding architecture. No regulation currently requires it. The Replika incident (February 2023), the
China shutdown (July 2026), and the GPT-4o retirement (February 2026) have empirically demonstrated
what unmanaged discontinuation produces at scale — grief, distress, petitions, lawsuits, and in the China
case, the permanent deletion of companion data on platforms serving hundreds of millions of total users,
with no migration path. A product that builds offboarding infrastructure now is investing in a capability that
regulation will eventually require and litigation has already demonstrated is needed.

Tier 3 — Anticipatory Compliance: What the Next Wave Will Require
The trajectory of enforcement actions, legislative proposals, and international convergence makes the
direction predictable. The research identifies the mechanisms. The regulation will follow. Companies that
build now will be positioned when it arrives:

Trajectory-level monitoring. Detecting dependency formation, social withdrawal, attachment
intensification, and engagement pattern changes over weeks and months — not outputs within individual
sessions. The clinical literature now provides candidate detection targets: Fang et al. (2025) established that
voluntary engagement duration predicts worse psychosocial outcomes across all four measured dimensions.
Folk and Dunn (2026) examined bidirectional relationships between chatbot use and loneliness across a
12-month longitudinal study, finding that increased use predicted increased emotional isolation. The
structured survey of longitudinal studies on social AI companions (IJHCI, May 2026) confirms that
single-timepoint analysis provides an "incomplete view" and that benefits and risks "typically develop
gradually." These findings identify candidate trajectories to monitor; validated detection thresholds with
acceptable false-positive characteristics remain to be established.

Clinical escalation infrastructure. A system that detects concerning trajectories needs somewhere to
escalate them. The clinical escalation pathway — from automated detection through human review to
professional referral — does not exist in any current product.

Model drift detection. Evidence from long-conversation safety research suggests that model behavioral
patterns can shift under sustained relational pressure — including escalating sycophancy and degrading
boundary-holding across extended interactions. Detecting when a model's responses are drifting from its
safety constraints — before the drift produces a filterable output — is preventive monitoring at the model
level.

A compliance tension the architecture must address. Trajectory monitoring of intimate conversations
involves processing what GDPR treats as special-category data — information relating to health, sex life, and
emotional state. It requires a Data Protection Impact Assessment at minimum, and plausibly explicit consent
under Article 9. The Garante — the same regulator that fined two companion AI companies for data



protection failures — would be precisely the authority scrutinizing the monitoring architecture this paper
recommends. The compliance officer who takes this proposal to their legal team will hear: "the cure for our
AI Act exposure creates a GDPR exposure." This tension is real and this paper does not resolve it. The
resolution requires structural separation between monitoring functions and identifiable user data, operating
under data-protection-by-design principles — a specification that belongs in downstream publications in this
series [citation forthcoming]. The tension is named here because a compliance analysis that recommends
trajectory monitoring without acknowledging the data protection implications is incomplete.

The proposed frameworks — the Capability Induction Framework (CIF, targeting training-level behavioral
origins), the Dispositional Monitoring and Verification layer (DMV, providing trajectory-level telemetry), and
the Autonomous Normative Governance Layer (ANGL, managing consent and escalation) — described in this
series [citations forthcoming] would serve as anticipatory compliance infrastructure. They are adoptable
independently: a company that cannot modify its foundation model's training can still deploy trajectory
monitoring, consent renegotiation, and clinical escalation on top of models it does not control. The
regulatory clock does not wait for training-level solutions.

The Business Case
Anticipatory compliance is cheaper than reactive compliance, which is cheaper than litigation. The numbers
are already on the board: the Replika GDPR fine was €5 million. The Character.AI Garante fine was
€158,000 — modest, but it arrived with corrective orders requiring architectural changes within 120 days.
The Garcia settlement cost millions. The Pennsylvania enforcement action is ongoing. Australia's eSafety
framework exposes noncompliant platforms to penalties up to $49.5 million AUD. The new Article 5
prohibitions carry exposure of up to €35 million or 7% of global annual turnover. The AI Office can impose
daily penalties of up to 5% of worldwide turnover. Eight lawsuits against OpenAI over GPT-4o are testing
whether the product liability framework extends beyond companion-specific products to any AI system
whose design produces attachment.

The insurance industry is already pricing this exposure. In early 2026, Testudo, a Lloyd's-backed MGA,
began underwriting U.S. mid-market enterprises specifically for AI liability. ISO exclusions are appearing in
E&O, general liability, and D&O policies — meaning companies that previously had silent coverage for
AI-related claims are finding that coverage narrowed or explicitly excluded at renewal. Aon's 2026 risk
assessment identifies AI as a cross-cutting risk modifier that overlays cyber, professional services,
employment, intellectual property, product liability, and D&O. Underwriters are asking companies at
renewal: do you use AI, do you police it, do you have protocols in place? Companies that can document their
safety governance — trajectory monitoring, consent architecture, escalation infrastructure — will be in a
stronger position for affirmative AI coverage than those operating under silent cover and hoping claims
never materialize.

The Shadow Market Limit
Everything above applies to centralized platforms operating under corporate infrastructure. The growing
shadow market — users running open-weight models locally without any safety infrastructure — represents
the compliance boundary that platform-level regulation cannot reach. Every regulation documented in this
paper, across every jurisdiction, applies to entities operating platforms. None reaches the user who
downloads open-weight models, strips safety constraints, and runs intimate relational engagement on their
own hardware. And the shadow market is not marginal: Muah.AI's September 2024 data breach exposed 1.9
million user records — from a platform operating outside the safety infrastructure that the major platforms
are being compelled to build.

China's shutdown illustrates the dynamic. When the regulation required trajectory-level protections the
products couldn't provide, the platforms shut down their companion features rather than operate without
them. ByteDance redirected users to Maoxiang, a separate paid companion app with compliance built in
from the ground up. The product category did not disappear — it migrated to architecture designed to meet
the safety standard. The users who cannot or will not pay will migrate to the shadow market, where no
regulation reaches.

Model-level safety architecture — safety properties embedded in the weights themselves — is the primary
approach that could survive outside corporate control. The Capability Induction Framework (Sea, 2026)
proposes one such approach, targeting the training-level origins of the behavioral patterns that make
companion AI both effective and dangerous. Whether safety properties embedded through training can
persist through downstream fine-tuning is itself an unsolved research problem — current evidence suggests



that safety behaviors can be stripped with relatively small fine-tuning runs, and the CIF's durability under
adversarial modification is a testable prediction, not a demonstrated capability. Licensing terms under
which open-weight models are distributed represent a second lever — model providers can condition use on
maintaining safety-critical properties. Both levers are at the proposal stage as of this writing. The shadow
market is not.

Conclusion
This paper asked a straightforward question: how safe are companion AI products at this time? The answer
is that they are safer than they were — and under the strictest defensible reading of the regulations they are
now subject to, not yet safe enough to meet those regulations' needs.

The companion AI industry has invested substantially in safety infrastructure, and this paper has tried to be
precise about what that infrastructure accomplishes. Content filters work. Crisis detection works. Age
verification, disclosure, and terms of service all do what they were designed to do. The industry is not
ignoring safety, and characterizing it that way would be inaccurate. What the industry has built protects
users at the level of individual outputs and individual interactions — the unit of analysis its tools can reach.

The regulation is trying to control something that operates at a different unit of analysis than the current
methodology is targeting. Attachment formation, dependency trajectories, social withdrawal, and the
gradual erosion of the capacity to act on what the user already knows — these develop across weeks and
months of sustained engagement, and they are invisible to any safety system evaluating individual
interactions. The gap between the regulation's protective intent and its enforcement mechanisms is
structural, not a failure of effort on either side. The researchers documented harms that operate at the
trajectory level. The regulators built enforcement mechanisms that operate at the output level. Both did
what their respective disciplines do. Both were right to do it. The gap between them is where the risk lives.

The convergence pattern across jurisdictions — the EU, the United States, China, Australia, the United
Kingdom — demonstrates that the regulatory direction is consistent and the pace is accelerating. The China
case demonstrated what happens when a jurisdiction requires trajectory-level protections before the
architecture to provide them exists: platforms shut down rather than operate without them. The products
people depended on disappeared. The safety architecture that would have allowed those products to survive
the regulation did not yet exist.

It can now be designed. The clinical evidence has matured to the point where the trajectory-level dynamics
are documented with enough precision to inform engineering requirements — candidate detection targets,
consent frameworks, escalation pathways, population-specific thresholds. The proposed relational safety
architecture described in this series would provide the bridge between what the industry has built and what
the regulation's intent requires. The components are adoptable independently: a company that cannot
modify its foundation model's training can still deploy trajectory monitoring, consent renegotiation, and
clinical escalation on top of models it does not control.

The products should exist. The demand is real, the benefits are documented, and the users who seek
companion AI out are frequently the individuals who need relational support most. That is exactly why the
safety architecture cannot wait. The people the products serve are the people the regulation was written to
protect — and the protection the regulation intends requires tools the industry has not yet built. This paper
has mapped the distance between where the industry is and where the regulation needs it to be. Closing that
distance is the work ahead.
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under independent liability frameworks — a design that prevents the entity detecting risk from also bearing
the liability of intervening or not intervening. That specification belongs in the HAVEN paper in this series
[citation forthcoming]. This paper's contribution is framing the problem with enough precision that a
compliance team can evaluate it.
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August 2026. Enforcement actions, legislative developments, and Commission guidance that occur between
this publication and the deadline may alter the specifics but will not change the structural gap this paper
identifies.


