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Implications of the US’s updated chip restrictions
to global/domestic SPE and GPU companies

The US Department of Commerce announced a new set of restrictions on 17 China Technology Sector
Oct (link) that strengthens 1) export controls on advanced chips with new

“parameters” and expansion to 40 more countries, 2) export controls of chip Alex NG
manufacturing equipment to 21 more countries, and 3) addition of 13 Chinese (852) 3900 0881
entities onto the US Entity List. We believe new rules are largely in-line with alexng@cmbi.com.hk
expectations and news media on 3 Oct (link). Overall, this is an update to US

restrictions released in Oct 2022 (our note), which we believe aims to limit the Claudia LIU

access to advanced chips/tools, in line with new Dutch and Japanese rules (our claudialiu@cmbi.com.hk
note), and close loopholes in export restrictions on tailored-made Al chips (e.qg.

A800, H800). In our view, the US’s recent export controls and CHIPS Act will Hanging LI

accelerate the localization of semi equipment/foundries in China given supply lihanging@cmbi.com.hk

chain security concerns and geopolitical tensions. Despite recent macro
weakness and short-term cyclical downturn, we believe semi localization
remains the structural growth driver in the long run.

B What are the new rules? 1) “Parameter” changes for advanced chips:
the existing parameter “interconnect bandwidth” for advanced chips is
replaced by a new parameter “performance density threshold” to prevent
workarounds like chiplets technology. 2) Expansion of advanced chip/tool
export controls to 40/21 more countries: this rule aims to restrict chip
exports to firms with parentco headquartered in China. 3) 13 Chinese firms
added to the US Entity List: the list includes two GPU companies, Biren
Tech and Moore Threads, which aims to restrict the development of
domestic Al chips, on top of access limits to Nvidia/AMD Al chips.

B Diverse impacts on global/domestic GPU companies. While Nvidia/
AMD/Intel's advanced chip exports to China will be impacted in the near
term, the updated rules do not restrict access to US or allied cloud
computing services through laaS in the meantime. For domestic names, two
Chinese GPU companies (Biren Tech/# 4714} #, Moore Threads//& /R 4,42)
are added onto the Entity List, and their major products are general-purpose
GPUs designed for servers in the China market. We believe this restriction
will impact their production plan and customer base expansion overseas.
We expect they will move from overseas foundries (TSMC/Samsung) to
domestic advanced process foundries (SMIC) for foundry services, similar
to Cambricon/ % & 4. and Loongson/ %, :%.

B Limited impact on global SPE; positive to domestic SPE/foundry.
ASML stated the new rules would apply to “a limited number of fabs in China”
involved in advanced chips manufacturing, and did not expect a material Related Reports:
impact on its financial outlook for 2023 and for longer-term scenarios. For 1. Implications 6f Dutch additional
domestic names, we expect Naura and AMEC to continue to benefit from ' export control - 3 Jul 2023 (link)
accelerated SPE localization and domestic IDM/foundry expansion. o \ L

2. Implications of US’s new chip

Valuation Table export restrictions to China - 10
Oct 2022 (link)

) Mkt Cap  Price P/E (x) P/B (x) ROE ]
Ticker US$ mn LC FY23E FY24E FY23E FY23E 3. US. may broaden Al chips
( ) (LO) export restrictions - 14 Sep 2022
SMIC 981 HK 30,361 20.55 21.7 21.4 1.0 4.7 (link)
Hua Hong Semi 1347 HK 5922 19.68 12.4 13.9 0.8 7.1
Naura 002371 CH 17,867 246.67 36.7 28.2 5.7 15.9
AMEC 688012 CH 14,044 166.20 63.9 55.7 6.0 9.7
Cambricon 688256 CH 6,575 115.47 - - 9.9 (14.0)

Source: Company data, CMBIGM estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE
MORE REPORTS FROM BLOOMBERG: RESP CMBR <GO> OR http://www.cmbi.com.hk
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Figure 1. US BIS to strengthen restrictions on advanced computing
semiconductors, semiconductor manufacturing equipment, and supercomputing
items to countries of concern

’ BurLau of Industry and Security
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Commerce Strengthens Restrictions on Advanced Computing Semiconductors,
Semiconductor Manufacturing Equipment, and Supercomputing Items to Countries of
Concern

Updates to Modify and Reinforce Restrictions Initially Released on October 7, 2022, to Address
National Security Concerns Posed by PRC Military Modernization

Washington, D.C.--Today, the U.S. Department of Commerce’s Bureau of Industry and Security
(BIS) released a package of rules designed to update export controls on advanced computing
semiconductors and semiconductor manufacturing equipment, as well as items that support
supercomputing applications and end-uses. to arms embargoed countries, including the PRC. and
to place additional related entities in the PRC on the Entity List.

“Today’s updated rules will increase effectiveness of our controls and further shut off pathways
to evade our restrictions. These controls maintain our clear focus on military applications and
confront the threats to our national security posed by the PRC Government’s military-civil fusion
strategy.” said Secretary of Commerce Gina M. Raimondo. “As we implement these
restrictions, we will keep working to protect our national security by restricting access to critical
technologies, vigilantly enforcing our rules, while minimizing any unintended impact on trade
flows.”

“Export controls are a powerful national security tool, and the updates released today build on
our ongoing assessment of the U.S. national security and foreign policy concerns that the PRC’s
military-civil fusion and military modemization present.” said Under Secretary of Commerce
for Industry and Security Alan F. Estevez. “BIS will continue to assess the security
environment and technology landscape and will not hesitate to act as appropriate.”

“The Bureau of Industry and Security will continue to demonstrate global leadership in the
regulation of advanced computing and artificial intelligence technologies. These technologies
inherently serve as force multipliers for humanitarian good and also for undermining global
security and advancing repression.” said Assistant Secretary of Commerce for Export
Administration Thea D. Rozman Kendler. “By imposing stringent license requirements, we
ensure that those seeking to obtain powerful advanced chips and chip manufacturing equipment
will not use these technologies to undermine U.S. national security. We will continue to hone
these controls as technology evolves so that our technology is not used to threaten global peace
and security.”

Source: US BIS (bis.doc.gov)

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE
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Rule 1: Advanced Computing Chips Rule (AC/S IFR)

The effective date for this rule will be November 16, 2023, and the deadline for public
comments is 60 days from the date the rule is put on public display.

The AC/S IFR retains the stringent PRC-wide licensing requirements imposed in the
October 7, 2022 rule and makes two categories of updates:

1) Adjusting the parameters that determine whether an advanced computing chip is
restricted;

2) Imposing new measures to address risks of circumvention of the controls, including
an expansion of controls to additional countries.

Part 1: Parameter Changes:

Based on public comments, recent technological developments, and analysis of the prior
rule’s national security impact, the AC/S IFR removes “interconnect bandwidth” as a
parameter for identifying restricted chips. The rule also:

®  Restricts the export of chips if they exceed either of two parameters:
1) The pre-existing performance threshold set in the October 7 rule; or
2) Anew “performance density threshold,” which is designed to pre-empt future

workarounds

® Creates a license exception for shipments of certain lower-performance chips.
Under new License Exception Notified Advanced Computing (NAC), following receipt
of notification for exports and re-exports to Macau and destinations identified as
subject to a U.S. arms embargo (including China), the US government will determine
within 25 days whether the transaction may proceed under the license exception or
instead require a license. License Exception NAC may be used for exports, re-exports,
and transfers (in-country) to or within other countries without prior notification.

As part of these updates, an exemption that will permit the export of chips for
consumer applications was also introduced.

Part 2: Circumvention Prevention:

® Establishes a worldwide licensing requirement for any company that is
headquartered in Macau or a destination subject to the US arms embargo (including
the PRC), or whose ultimate parent company is headquartered in those countries, to
prevent firms from countries of concern from securing controlled chips through their
foreign subsidiaries and branches.

® Creates new red flags and additional due diligence requirement under the US persons
controls. This will make it easier for foundries to assess whether foreign parties are
attempting to circumvent the controls.

® Imposes additional license requirements on exports to more than 40 additional
countries that present a heightened risk for diversion to China. This will help address
potential transshipment by non-PRC companies purchasing chips for resale to China
and provide greater visibility into procurement networks and customers of these chips.

® Improves understanding about transactions by collecting information on the export
of less advanced chips through the notification process described above for exports
and re-exports to Macau and destinations subject to US arms embargo.

® Includes a request for public comments on multiple topics, including infrastructure as
a service (laaS) providers, additional compliance guidance that could be provided to
foundries receiving chip designs, the application of controls on deemed exports and
deemed re-exports, and defining headquartered companies.

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 3
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Rule 2: Export Controls on Semiconductor Manufacturing Items
Interim Final Rule (SME IFR):

The effective date for this rule is 30 days after public inspection on the Federal
Register website (except the Temporary General License), and the deadline for public
comments is 60 days from the date that the rule is put on public inspection.

Key changes made to the October 7, 2022 rule include:

® Imposes controls on additional types of semiconductor manufacturing equipment.

® Refines and better focuses the US persons restrictions while codifying previously
existing agency guidance.

® Expanding license requirements for semiconductor manufacturing equipment to apply

to additional countries beyond the PRC and Macau, to 21 other countries for which
the US maintains an arms embargo.

Rule 3: Additions to the Entity List

The effective date for this rule is October 17, 2023.

BIS is adding to the Entity List two PRC entities and their subsidiaries (a total of
13 entities) involved in the development of advanced computing chips that have been
found to be engaged in activities contrary to US national security and foreign policy
interests. These entities will also be subject to restrictions on foreign-produced items
made with US technology.

Foundries producing chips for these listed parties will need a BIS license before
the foundries may send such chips to these entities or parties acting on behalf of
these entities as a result of applying the “footnote 4” Entity List foreign direct product

rule designation.

Figure 2: 13 new entities to be added onto US BIS’s Entity List

Beijing Biren Technology Development Co., Ltd.
Guangzhou Biren Integrated Circuit Co., Ltd.
Hangzhou Biren Technology Development Co., Ltd.
Light Cloud (Hangzhou) Technology Co., Ltd.

1
2
3
4
5 Moore Threads Intelligent Technology (Beijing) Co., Ltd.
6 Moore Threads Intelligent Technology (Chengdu) Co., Ltd.
7 Moore Threads Intelligent Technology (Shanghai) Co., Ltd.
8 Shanghai Biren Information Technology Co., Ltd.

9 Shanghai Biren Integrated Circuit Co., Ltd.

10 Shanghai Biren Intelligent Technology Co., Ltd.

11 Superburning Semiconductor (Nanjing) Co., Ltd.
12 Suzhou Xinyan Holdings Co., Ltd.

13 Zhuhai Biren Integrated Circuit Co., Ltd.

English Name Chinese Name
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Figure 3: Moore Threads’ announcement Figure 4: Biren Technology’s announcement
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Figure 5: Biren Technology’s GPUs: BR100 and BR104
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Source: Company data, CMBIGM

Figure 6: Moore Threads’ GPUs: MTT S80 and MTT S3000
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Source: Company data, CMBIGM
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