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Thesis 

• Arista again became more of a risk-reward story following the revocation of Arista’s ability to 
import a “work-around” to patent-infringing technology 

• We expect that either: 
o Cisco and Arista come to  royalty-bearing settlement; or 
o Arista develops a non-infringing “workaround” that can be both imported and sold in US 

without restrictions. 
• Our underlying thesis is intact: 

o As networks become more data-intensive and complex, cloud-based solutions will 
increasingly displace legacy architectures, and we expect Arista to play a major role in 
this development. 

• We expect Arista to continue taking market share from CSCO and JNPR; the relationship with 
HPE is smart for both sides. 

• The shares are trading below fair value on CSCO litigation risk; buy to $107. 
 
What Happened? 

• Cisco initially sought and won an injunction from the U.S. International Trade Commission (ITC) 
prohibiting importation of Arista products and components because they infringed Cisco 
patents. 

• In November 2016, U.S. Customs and Border Protection (CBP) ruled that a “work-around” 
crafted by Arista was sufficiently differentiated from Cisco technology to allow importation of 
Arista products into the U.S. 

• On 1/13/17, the ITC ruled that Arista’s “workaround” continues to infringe on Cisco’s technology 
and the ITC revoked U.S. Customs ruling allowing Arista to import its “work-around products and 
components. 

 
 



What’s Next? 
• Perhaps anticipating an unfavorable outcome in this patent suit, Arista has also shifted some 

manufacturing to the U.S., as a way around the original 2016 original ITC import injunction.  
• During the 3Q16 call in October, CEO Jayshree Ullal forecast that “more and more” volume 

would come from the U.S. facility (which may be operated by Flextronics, an existing logistics 
partner). 

• In its 1/15/17 letter on its website, Arista stated it would “lawfully fulfill orders” through its 
domestic manufacturing sources and with products that contain non-infringing designs. 

 
Arista’s Value Proposition 

• Arista sees the shift to seamless cloud networking as inevitable, and believes it is well positioned 
to steer the market away from enterprises data center technology from legacy leaders such as 
Cisco System. 

• Arista’s EOS (Extensible Operating System) runs across all Arista devices in virtual machine 
mode.  

o Within an Arista switch, more than 100 independent regular processes called “agents” 
manage the ASICs, various routing protocols, simple network management protocol, 
and other aspects and features of the switch.  

o The switch and its various protocols are centralized in another process called Sysdb, a 
“file system” that manages network interactions.  

o The tangled inter-process communication (“Spaghetti” architectures) associated with 
legacy networks require huge scale-up of processing and intense manual intervention. 

o Arista devices provide automated management and self-service provisioning and can 
administer tens of thousands of virtual servers. 

• The trend in server shipments – declining for traditional enterprise networks, surging for cloud 
enabled data centers – works in Arista’s favor. 

 
Largely a US Company 

• At present, the cloud transition is further along in US. 
• Some 80% of revenue is from the U.S.; the company is largely insulated from turmoil in overseas 

exposure relate to potential trade restrictions/wars. 
 
Valuation 

• ANET is trading at a PEG ratio of 1.41 — well below the average of 2.2 for peer communications-
equipment companies.  

• The current discount appears excessive given our forecast for above-average growth (20%-plus 
for ANET versus 15% for peers).  

• We reiterate our BUY rating on ANET to a target price of $107, which implies a potential return 
of 20% from current levels. 
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This Note reflects the current thinking of an Argus analyst anticipating or responding to corporate earnings 
reports or other news relevant to covered companies. This Note may be an initial, real-time response to 
developments that are expected to impact stocks under coverage; as such, it does not imply that the 
information in it is correct as of any time after its preparation or that there has been no change in the 
business, financial condition, prospects, creditworthiness or status of a covered company. The views or 
opinions expressed in this Note are subject to change pending further analysis. This Note is produced and 
copyrighted by Argus Research Co., and any unauthorized use, duplication, redistribution or disclosure is 
prohibited by law and can result in prosecution. The opinions and information contained herein have been 
obtained or derived from sources believed to be reliable, but Argus makes no representation as to their 
timeliness, accuracy or completeness or for their fitness for any particular purpose. This Note is not an 
offer to sell or a solicitation of an offer to buy any security. The information presented in this Note is for 
general information only and does not specifically address individual investment objectives, financial 
situations or the particular needs of any specific person who may receive this Note. Investing in any 
security or investment strategies discussed may not be suitable for you and it is recommended that you 
consult an independent investment advisor. Nothing in this Note constitutes individual investment, legal or 
tax advice. Argus may issue or may have issued other reports that are inconsistent with or may reach 
different conclusions and opinions than those represented in this Note, and all opinions are reflective of 
judgments made on the original date of publication. Those reports may reflect the different assumptions, 
views and analytical methods of the analysts who prepared them and Argus is under no obligation to 
ensure that other reports are brought to the attention of any recipient of this Note or to update or keep 
current the information contained in other reports so that such information is consistent with, or not 
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provider whose parent company, Argus Investors’ Counsel, Inc., is registered with the U.S. Securities and 
Exchange Commission. Argus Investors’ Counsel is a subsidiary of The Argus Research Group, Inc. Neither 
The Argus Research Group nor any affiliate is a member of the FINRA or the SIPC. Argus Research is not a 
registered broker dealer and does not have investment banking operations. Argus shall accept no liability 
for any loss arising from the use of this report, nor shall Argus treat all recipients of this report as 
customers simply by virtue of their receipt of this material. Investments involve risk and an investor may 
incur either profits or losses. Past performance should not be taken as an indication or guarantee of future 
performance. Argus has provided independent research since 1934. Argus officers, employees, agents 
and/or affiliates may have positions in stocks discussed in this report. No Argus officers, employees, agents 
and/or affiliates may serve as officers or directors of covered companies, or may own more than one 
percent of a covered company’s stock. 
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