IN PRACTICE

Balancing Al Innovation and Risk
for Local Government Finance

BY KATHERINE BARRETT AND RICHARD GREENE

nthe Treasurer’s office in Schleicher
County, Texas, halfway between
Austin and E1 Paso, Treasurer
Jennifer Henderson began to see
how generative Alwas changing her
worklife in spring 2025.
Henderson had been grappling
with calculating lease liability
over time, an extremely manual and
time-consuming effortrequired by a
financial reporting standard from the
Governmental Accounting Standards

Board (GASB) that went into effect
during the pandemic (GASB Statement
No. 87, Leases). With new Al-enhanced
software, she was able to cut the time
spentaccounting for the small county’s
equipment leases by two hours apiece.
“This was such a time-consuming
projectthatIdreaded everyyear,” she
said. “Finding staffinrural areasisa
challenge, and with a small budget,
anything that can save ustime and
man-hoursisappreciated.”

Emerging finance office opportunities

It'sonly been three years since OpenAl
announced the launch of ChatGPT, and
adoptionisstillin a very transitional
stage. Butawide array of generative Al
uses has emerged for finance profession-
als across the United States. These stem
both from technology companies that
are expanding AI product offerings and
home-grown ideas for ways that Al can
help toimprove internal productivity,
communicate better with constituents,
comply with federal grant requirements,
and streamline contractrequest for
proposal processes.

For example, Orange County,
California, hasused Al and robotics
process automation for invoice process-
ing, shifting one full-time position that
had been focused on that task to other
responsibilities, according to “Artificial
Intelligence and GenAlIn Motion: County
Innovations and Use Cases,” aJune 2025
National Association of Counties (NACo)
resource thatincluded alistof Alusesin
multiple areas of county government.

In Johnson County, Kansas, Al tools
thathelp toimplement priority-based
budgeting have helped in quickly deter-
mining which of the county’s services
arerequired by statute and which are
optional. They have also provided
quickresearch on services or practices
followed by other counties that Johnson
County may want to explore.

Bill Nixon, Johnson County’s chief
information officer and director of
the Department of Technology and
Innovation, said that AI's value goes
beyond theimmediate productivity
improvements it can provide.

Using Al tools, Johnson County has
been able to lookinto programsin other
counties—notonly in pursuit of tech-
nology and financial service examples,
butalso for health, mental health, and
emergency services.

For Nixon, the value of Alis that “it
gives me the analystthatIdon't have,”
providing areturn on investment that
could notbe achieved internally because
“having budget analysts go outand do
thatresearch would have been very
expensive,” he said.
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Hazards of Al use

Asmuch asthe potential of Alin govern-
mentsis enormous, there are pitfalls
about which cities, counties, and states
mustbe aware. When Al searches the
Internet for aresponse to a prompt, it
cancreate errors; and there's also the
phenomenon of AT hallucinations—the
production of false information such as
alegal precedent that doesn't actually
exist. Even when entities have closed
off their own websites or used other
closed environments to facilitate
searches, errors can stem from old
material or otherwise inaccurate
information within.

“There'sno pointin training a model
onbad data because then you're just
going to get bad outputs,” said Dylan
Hayden, practice associate professor at
the Fels Institute of Government at the
University of Pennsylvania and author
of The Public Administrator’s Guide to
ChatGPT (independently published,
August2023].

Since Alistrained on past practice,
care needs to be taken that biases are
notembedded within it. Fears also
abound about government security and
privacyissues. Discussions with both
experts and practitioners are filled with
advice about “keeping a human in the
loop” and treating Al as an assistant
that needs human oversight, with
extreme caution exercised about giving
itarolein decision making.

“We always talkabouthaving a
human in the loop, butitcan'tjustbe
any human. Itneeds to be a subject
matter expert,” said Rita Reynolds,
former chiefinformation officer at
NACo and now public-sector director
at CAI, aglobal services firm, where
she works with businesses and govern-
ments on digital transformation.

Paving the way for safe Al use

Governments have taken different
approachesin establishing an environ-
mentin which Al can safely flourish.
Akey stepistoestablish practices

and policies that spell out specific
elements of governance, such as the
existence of achief Al officer or systems

“Youcanuse Al as ateammate, but af the end of the day, you
know more about the nuances of the city than Al will ever be
able to pick up. You're responsible for what you're reporting.”

-BROOKE SMITH, CITY RECORDER FOR MURRAY, UTAH

for how departmental use cases can be
suggested, piloted, or moved toward
implementation.

Without these kinds of policies, cities
and counties run the risk of unsanc-
tioned AI'use and employees introducing
security and privacy problems by using
personal products that may be invisible
to the government. “When people are
using non-employer Al platforms,
they're creating what we call shadow AI,”
said Robert Hiett, director of the Upper
Coastal Plain Council of Governments
in North Carolina, where he has created
an AT Academy to train other councils of
governmentsin the Southeast.

Oneimportant elementin Johnson
County’s policy stemmed from a survey
of employees to gauge their sentiment
about AI. While half of the county’s
employees were excited about the
opportunities that Alwould give them,
40 percent expressed fear about the
potential of jobloss.

Asthe policy was developed, an
important mandate was that Al would
be putinto action to assist people doing
their jobs, notreplace people by taking
their jobs. Nixon said, “As part of our
policy and procedure, we've said ifa
departmentisintroducing an Altool,
theyneed to come up with a plan on how
they’re going to manage the employee
side of that.”

With many employees dabblingin
ATuse ontheir own, and multiple free
products to experiment with, it’s critical
that employees know what practices to
avoid, as well as to understand how to
use Al most effectively. “Iwish there
were more mandatory education for gov-
ernment employees tolearn AI, because

itisaskill set. People are curious, and
they want to experiment, but you want
tomake sure that they're doing things
the right way,” says Brooke Smith, city
recorder for Murray City, Utah, acity
near the center of Salt Lake County.

Of course, trainingisnotjustneeded
in the use of AI, but to help employees
develop new skills so they can move
on to other tasks when manual and
routine parts of their job may be taken
over by artificialintelligence.

One especially important takeaway
that comes from practitioners and
expertsisthatthere arelocal govern-
mentissues for which Alis notnec-
essarily helpful. Smith observed that
while GenAlcanbe a helpful assistant
for generating projections or analyzing
trends, it'snot that good at societal or
political predictions. Perhaps most
importantly, Smith emphasized that
the responsibility for what's produced
by Allies with the practitioner.

“Youcanuse Alasateammate, but
atthe end of the day, you know more
about the nuances of the city than
the Alwill ever be able to pickup,”
she said. “You're responsible for what
you'rereporting.”
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