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Executive Summary

1,990+ AI use cases now reported across federal agencies. Federal AI spending has crossed $3.3
billion. The demand is real. The procurement architecture is not.

Governments are buying AI like they buy software — fixed specs, clear deliverables, acceptance
testing at handover. AI systems don't work that way. They drift. They degrade. They surprise. And
in government, surprises become rights violations, political crises, and legal liabilities.

Federal AI Use Cases (2025) 1,990+ reported

Federal AI Spending $3.3B+ (up $600M YoY)

EU AI Act High-Risk Deadline August 2, 2026

EU Penalties Up to €35M or 7% revenue

Sovereign Cloud Market (2025) $154B → $823B by 2032

OMB AI Procurement Memo Contracts after Sept 30, 2025

The core strategic challenge is not speed of adoption. It's legitimate adoption.
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The New Context for Public-Sector Adoption

PRESSURE REALITY WHY IT MATTERS

Rising demand Service requests growing
8–12% annually

Staffing isn't
keeping pace

Constrained
budgets

Flat or declining real
spending (non-defense)

Can't hire out
of the problem

Aging systems 40–60% of IT spending
on legacy maintenance

New capabilities compete
with keeping lights on

Cyber risk Government is #1 target
for state-sponsored attacks

Every new system
expands attack surface

Citizen
expectations

Digital-native citizens
expect same-day response

6-week processing
erodes trust

In government, errors become rights violations. Performance is politically accountable. Equity is a
legal requirement. Transparency is an obligation. The technology works. The governance doesn't.
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Why Legacy Procurement Fails for AI

ASSUMPTION HOW AI BREAKS IT

Stable
specifications

Performance changes with
data distribution shifts

Fixed
deliverables

Model updates and retraining alter
behavior post-deployment

Clear acceptance
testing

Context-specific errors emerge
only in production, months later

OMB Memorandum M-25-22, effective for contracts after September 30, 2025, establishes critical
guardrails: vendors can't use non-public government data to train AI without consent, and contracts
must delineate data portability and IP rights.

What Contracts Still Miss

• Audit rights — inspect model behavior, training data, and decision logic at any time

• Model change notifications — mandatory disclosure when models are updated or replaced

• Incident reporting SLAs — defined timelines for reporting AI errors and bias findings

• Retraining governance — who decides when, on what data, with what validation

• Data residency assurances — contractual guarantees on data processing location

Agencies buy 'AI capability.' What they need is AI accountability — built into the
contract, not bolted on after deployment.
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Sovereignty Is Becoming Operational

IBM launched Sovereign Core in February 2026 — AI-ready sovereign-enabled software for
building and managing AI environments under local governance. Microsoft is rolling out in-country
data processing for Copilot across 15 countries. The sovereign cloud market: $154 billion in
2025, projected $823 billion by 2032.

DIMENSION WHAT IT MEANS CONTRACT IMPLICATION

Data residency Where sensitive data
is processed/stored

Geographic restrictions
on inference and storage

Model
inspectability

Who can examine
model behavior

Audit rights and
source code escrow

Migration
capability

How quickly services
can move between providers

Portability requirements
and open interfaces

Continuity
assurance

Whether workflows survive
vendor disruption

Escrow, fallback modes,
continuity plans

Sovereignty is not a policy statement. It's a contract clause. If it's not in the contract, it's
not in your control.
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Accountability in High-Impact Decisions

Public agencies make determinations that materially affect citizens: eligibility, benefits, permits,
enforcement prioritization, case progression. When AI supports these processes, accountability
requirements intensify.

REQUIREMENT IN PRACTICE CURRENT STATE

Explainability Affected persons understand
why a decision was made

Required by EU AI Act;
inconsistent in US

Procedural
fairness

Decisions follow due process
with documented reasoning

Most systems lack
decision audit trails

Bias
monitoring

Ongoing measurement of
disparate impact

Most systems don't
monitor continuously

Human appeal Citizens can challenge
AI decisions to a human

Few agencies have
AI-specific appeals

Independent
oversight

External auditors can
examine system behavior

Almost no agencies
provide this access

The 'Human in the Loop' Trap

"Human in the loop" is not accountability. It's accountability theater when the human becomes a
procedural rubber stamp. Real oversight requires time, authority, evidentiary tools, and
incentive alignment.

The EU AI Act requires deployers to ensure humans have "competence, training and authority" to
override. Enforceable August 2, 2026. Penalties up to €35 million or 7% of global revenue.

If your 'human in the loop' spends 30 seconds per case reviewing an AI
recommendation they override 2% of the time, that's not oversight. That's a

liability waiting to be audited.
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Risk Concentration Across Shared Vendors

RISK FACTOR OBSERVABLE REALITY POTENTIAL CONSEQUENCE

Cloud
dependency

Three providers host
most government AI

Single outage
cascades across agencies

Model
homogeneity

Small number of
foundation models used

Vulnerability affects
many systems at once

Integrator
overlap

Handful of SIs dominate
federal AI contracts

Same patterns — and
blind spots — propagate

Uncertainty label: Public evidence on correlated government AI failures remains limited. But
architecture concentration is observable, and systemic risk logic is well-established in financial
regulation.

What Resilience Requires

• Diversity targets — no single provider should power more than a defined share of critical AI

• Cross-agency incident coordination — shared threat intelligence and response protocols

• Stress testing — tabletop exercises modeling provider outages, model failures, data
breaches
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Workforce and Institutional Capacity Gaps

CAPABILITY GAP CONSEQUENCE

AI procurement
evaluation

Can't assess vendor claims about
performance, safety, or compliance

Model risk
management

No ability to identify drift,
bias emergence, or degradation

Operational
oversight

Day-to-day behavior goes unmonitored;
issues surface after complaints

Technical audit
interpretation

External audit findings can't be
evaluated by agency staff

This creates asymmetry in vendor negotiations. Vendors have deep technical expertise.
Agencies have procurement officers trained for hardware and IT services, not AI

lifecycle management. The agencies buying AI must understand AI.

Regulatory Trajectory

JURISDICTION KEY DEVELOPMENT EFFECTIVE

EU AI Act — full high-risk
compliance

August 2,
2026

California AI Transparency Act
(SB 942)

January 1,
2026

Colorado AI Act (CAIA) —
risk-based framework

February 1,
2026

Federal (US) OMB M-25-21/M-25-22 —
AI governance/procurement

Contracts after
Sept 30, 2025

DOD FY 2026 NDAA —
portfolio acquisition

2026

The best programs build compliance artifacts automatically: decision logs, model cards, testing
evidence, procurement traceability. Compliance as design input, not legal cleanup.
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Economic Implications for Public Finance

PITFALL WHAT HAPPENS

Duplicate systems Old and new run in parallel,
doubling infrastructure costs

Underestimated
oversight

Governance adds 30–50%
to projected operating costs

Change management
gaps

Staff retraining underfunded,
reducing adoption and ROI

Vendor management
complexity

Multi-vendor coordination costs
rarely appear in business cases

A realistic fiscal model includes: implementation cost, governance overhead, resilience investment,
and lifecycle replacement cost. Value often appears first as service reliability and timeliness — not
immediate budget reduction.

The ROI of public-sector AI isn't cost savings. It's a government that works at
the speed citizens expect — and with the accountability they deserve.
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A Strategic Framework: The Four Tests

TEST QUESTION IF IT FAILS

1. Legitimacy Compatible with legal
rights, fairness, and
democratic accountability?

Do not deploy.
Redesign with
constraints.

2. Control Can the agency inspect,
constrain, and replace
the AI capability?

Secure sovereignty
and portability
before deploying.

3. Resilience Can essential services
continue during model or
provider disruption?

Build and test
fallback modes
before going live.

4. Public Value Does deployment measurably
improve outcomes
citizens experience?

Reconsider scope.
Invisible efficiency
is insufficient.

If any test fails, defer deployment or narrow scope. The cost of a delayed deployment is
measured in weeks. The cost of a failed deployment is measured in institutional

credibility.
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Practical Implications and Actions

For Public-Sector Leaders

1. Rewrite procurement templates

Replace fixed-deliverable contracts with performance-based agreements including model
governance, audit rights, and incident SLAs.

2. Require model change governance

Independent audit rights in every AI contract — no exceptions for 'commercial off-the-shelf' claims.

3. Establish citizen-facing appeal pathways

Real human reviewers with time, authority, and evidentiary tools for AI-supported determinations.

4. Build internal AI competency teams

Smart buyer capability is a strategic investment — not a staffing luxury.

5. Publish transparency reports

What's deployed, what it does, how it's monitored, and what the results are.

For Enterprise Vendors Serving Government

1. Offer auditable architecture

Inspectable decision logic, training data documentation, and operational audit trails — not just
performance benchmarks.

2. Design for sovereignty

Data locality, portability, and graceful degradation. Sovereignty isn't a feature add-on — it's an
architectural requirement.

3. Support human override workflows

Not as an edge case. As a core product capability with documentation and testing evidence.

4. Provide risk documentation as a service

Model cards, bias assessments, and performance monitoring as ongoing deliverables — not
one-time artifacts.

5. Co-develop public-value KPIs

Vendor success should be measured by citizen outcomes, not just deployment milestones.
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What to Watch Next

SIGNAL WHY IT MATTERS

New procurement standards
for AI lifecycle governance

OMB M-25-22 is the floor.
Expect agency-specific frameworks.

Public registries of
high-impact algorithms

Federal inventories expanding.
CA and CO set state precedents.

Sovereign AI
stack demand

$154B → $823B market.
IBM and Microsoft investing.

Cross-agency
resilience exercises

Shared dependencies will drive
financial-style stress testing.

EU AI Act
enforcement actions

First penalties set global
precedent for government AI.



— 13 —ThorstenMeyerAI.com February 2026

The Bottom Line

Public-sector AI isn't a technology problem. It's a governance design problem wrapped in a
procurement problem wrapped in a sovereignty problem. The technology works. The models are
capable. The vendors are eager.

What's missing is the institutional infrastructure to deploy AI in ways that preserve what makes
government different: legal accountability, democratic legitimacy, and an obligation to serve
every citizen equitably.

Governments don't need to move fast and break things.

They need to move deliberately and build trust.

The ones that figure this out will deliver the government citizens deserve.
The ones that don't will spend the next decade explaining to oversight

committees
why their AI systems failed the people they were built to serve.
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About the Author

Thorsten Meyer writes about AI strategy for public-sector leaders who'd rather read the
procurement clause than the press release — and who know that in government, the accountability
architecture is the product. Follow his work at ThorstenMeyerAI.com
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