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Your AI Governance Framework Won't Save You. Your Contract Might. 

 
 
March 23, 2026 
The most consequential AI policy debate of 2026 is not happening in Congress. It is happening in 
procurement o>ices, contract negotiation rooms, and the clauses buried in enterprise software 
agreements that most CIOs have never read closely enough. 
 
The Pentagon-Anthropic-OpenAI sequence that played out in late February and early March is the most 
instructive live case study in AI governance that has emerged since large language models entered 
government operations. Not because of the federal scale. Because it is a preview of the governance 
disputes that are coming to every organization (public and private) that has deployed commercial AI with 
insuFicient attention to how the contract language reads. The episode should be required reading for every 
government CIO. Here is what it teaches. 
 
The governance mechanism that mattered was a contract clause 
The NIST AI RMF exists. OMB memoranda M-25-21 and M-25-22 exist. Federal agencies have built AI use 
registers, risk tier classifications, and high-impact AI designation processes. None of those frameworks 
resolved the dispute. 
What did resolve it (at least provisionally) was contract language. Pentagon procurement authorities sought 
authorization for "all lawful uses" of contracted AI systems. Anthropic refused, drawing specific lines 
around two use cases it considered unacceptable regardless of legal permissibility. 
 
That is not a political story. It is a governance architecture story. The operational governance that actually 
constrains AI behavior in deployment does not live in policy frameworks. It lives in contract terms, 
technical configurations, and vendor relationships. For most agencies, that layer of governance has 
received far less scrutiny than the documentation layer above it. 
 
The question every CIO should be asking: if a dispute arose tomorrow between your agency and your AI 
vendor about what your deployed system can be used for, which document would settle it? 
 
 
The supply chain risk designation changed the rules for domestic vendors 
The Pentagon's designation of Anthropic as a supply chain risk to national security was, by Anthropic's own 
account, the first time that designation had ever been publicly applied to an American company. The 
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instrument has historically been reserved for foreign-owned entities where the concern is adversarial 
access to critical systems. 
 
Whatever one thinks about the appropriateness of the designation in this context, its application to a 
domestic AI vendor for declining to remove usage restrictions establishes a precedent with structural 
implications. For any government agency with significant AI deployments, and for any commercial 
organization operating under government contracts, the vendor relationship now carries a category of legal 
and operational risk that did not have a clear precedent eighteen months ago. 
The procurement risk question belongs in the same planning conversation as cybersecurity incident 
response and business continuity. OpenAI's subsequent deal with the Pentagon, expanded through an 
AWS partnership announced March 17, illustrates that replacement vendors can mobilize quickly. The 
technical transition from one deeply embedded AI platform to another, however, is not a rapid process. 
Agencies that have not conducted a vendor dependency assessment for their AI systems should treat this 
episode as the prompt. 
 
Speed exposed governance gaps that paper frameworks missed 
OpenAI signed its deal with the Pentagon on February 27, the same day Anthropic's negotiations collapsed. 
CEO Sam Altman publicly acknowledged that the company "shouldn't have rushed" and that the deal had 
looked "opportunistic and sloppy." OpenAI and the Pentagon agreed to adjust the contract within days, 
following widespread concern that the original language left significant civil liberties questions unresolved. 
 
A contract that requires public backlash and a 72-hour amendment process to reach acceptable terms 
was not well-governed at signing. The time pressure that produced it (a high-stakes negotiation collapsing 
on a Friday afternoon with an immediate operational gap to fill) is not unique to the Pentagon. Government 
CIOs and their procurement teams operate under equivalent pressure routinely. Budget deadlines, 
legislative mandates, and executive leadership expectations all create conditions in which governance 
review processes get compressed. 
The governance frameworks that agencies have built were designed for normal procurement timelines. 
They have not been fully tested at the speed this episode demonstrated is operationally possible. CIOs 
should ask what their own approval process would produce under equivalent conditions. 
 
Why this matters beyond the federal context 
The dispute played out at federal scale with full public visibility. The structural problems it reveals are not 
unique to federal procurement. 
 
State and local government agencies have AI agreements in place today (most of them executed through 
prime contractor relationships or platform arrangements) that contain broad authorization language 
written before the operational implications of that language were understood. Commercial enterprises in 
regulated industries (healthcare, financial services, utilities) operate under equivalent conditions. The AI 
governance frameworks they have published are upstream of the contract terms that determine how 
behavior is governed.  
 
The episode is a live demonstration that when AI governance fails, it fails in procurement. The policy debate 
that will shape how AI is used in reality (not how it is aspirationally governed, but how it behaves in 
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operation) is being conducted one contract clause at a time. Most of those negotiations are not public. 
Most of the gaps they leave are not visible until something goes wrong. 
 
Three questions worth putting to your own organization today: 

• What does your current AI contract literally authorize? Not what your policy says. What the contract 
says. Pull it. 

 
• What is your continuity plan if your primary AI vendor becomes unavailable on short notice? Vendor 

dependency on AI infrastructure is now an established operational risk category with a documented 
case. 

 
• How does your governance review process hold up under procurement time pressure? The answer 

to that question is the actual state of your AI governance. The documentation is aspirational. 
 


