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CONTRACT GOVERNANCE · VENDOR RISK

Guardrails Were Never the Issue. This Week's AI Contract
Dispute Revealed Something More Important.

This past week delivered a concrete, high-stakes illustration of exactly what the governance gap in agentic

AI deployment looks like in practice.

When organizations deploy AI into consequential operational contexts without explicit, agreed frameworks

for how disputes over terms of use will be resolved — verbal assurances and informal understandings are

not governance architecture. When the relationship deteriorates, everything that was not written down

becomes contested.

That is precisely what happened. A federal agency and an AI vendor reached an impasse over contract

terms governing how an AI model could be used in classified military settings. The vendor held firm on two

specific restrictions. The agency argued those restrictions undermined operational authority. The dispute

ended with the vendor losing a major government contract and a six-month phaseout period on what had

been the primary AI system embedded in classified intelligence networks.

The most instructive detail is what happened next. A competing vendor reached agreement with the

same agency, on terms that included the same two restrictions the first vendor had been holding out

for. The substantive governance positions were identical. The outcomes were not.

Which means the dispute was never really about the guardrails. It was about who had the authority to insist

on them, and whether that authority had been established clearly enough in advance to survive a

deteriorating relationship.

For government agencies evaluating AI partnerships right now, the actionable question is not which vendor

to choose. It is whether the terms governing that partnership — including what happens when those terms

are disputed — are explicit enough to survive a change in political conditions.

The organizations that answer that question before deployment will be in a fundamentally different position

than those who answer it during a crisis.
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