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The term Al system means:

(a) A machine-based system that can, for a given set of human-defined objectives, make predictions, recommendations, or decisions
influencing real or virtual environments—i.e., a system that: (1) Uses data inputs to perceive real and virtual environments; (2)
Abstracts such perceptions into models through automated or algorithmic statistical analysis; and (3) Uses model inference to make a
classification, prediction, recommendation, or decision.

(b) Any data system, software, hardware, application, tool, or utility that operates in whole or in part using a system described in
paragraph (a) of this section.

31 CFR 850.202

https://www.federalregister.gov/documents/2024/11/15/2024-25422 /provisions-pertaining-to-us-investments-in-certain-national-
security-technologies-and-products-in#page-90462,

Except as used in § 850.210(a)(4), the term develop means to engage in any stages prior to serial production, such as design or
substantive modification, design research, design analyses, design concepts, assembly and testing of prototypes, pilot production
schemes, design data, process of transforming design data into a product, configuration design, integration design, and layouts. 31
CFR 850.211,

[

“[T]o develop an Al system defined at § 850.202(b) in a manner subject to these notification requirements, the relevant covered foreign
person or joint venture must engage in the activities enumerated in § 850.211, such as design or substantive modification, with respect
to the third-party AI model or machine-based system that is being used by a data system, software, hardware, application, tool, or
utility to operate in whole or in part.” Note 2 to 31 CFR 850.217,

=N

“For example, the Treasury Department considers routine maintenance or repair of a third-party product to constitute a non-substantive
modification. In contrast, the Treasury Department considers modification to advance or repurpose the performance, function, or
capability of a third-party technology or product, or impact its security features (e.g., by removing security measures or safeguards
from a third-party Al model), to be a substantive modification.” https://www.federalregister.gov/d/2024-25422/p-223,,
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7 The Treasury Department notes that the computing power thresholds refer to the aggregate or combined computing power required to
train a given Al system. For example, the computing power required to train an Al system that is a combination of smaller, pre-trained
Al models would be the summation of computing power required to train and combine each component model of the Al system.
Similarly, developing an Al model based on the transfer of knowledge from one model to another would include the computing power
required to train both models. https://www.federalregister.gov/d/2024-25422/p-79,
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