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ANET vs FTNT · AI Infrastructure

AI Infrastructure Bifurcates: Hardware Peaks, Security
Compounds
ANET's supply-constrained guide-down meets FTNT's AI-driven acceleration as value-chain rotation
favors recurring models over capex cycles

THESIS

The simultaneous earnings prints from Arista Networks and Fortinet reveal a critical inflection point in AI
infrastructure investment patterns. While both companies delivered strong Q1 results driven by AI demand,
their divergent stock reactions illuminate a fundamental value-chain rotation occurring within the segment.
Arista's -13.6% decline despite 35% revenue growth and raised guidance reflects peak rate-of-change
dynamics in AI networking hardware, where supply constraints now limit upside and compress forward
margins. Fortinet's +16% surge on 20% revenue growth signals the market's recognition that AI security
represents a compounding, recurring revenue opportunity with expanding attach rates and higher-margin
services.

This inversion demonstrates how the same AI mega-trend produces different alpha at different points in the
value chain. Hardware infrastructure like networking equipment experiences front-loaded demand cycles
constrained by supply chain physics, while software platforms with recurring subscription models benefit
from back-loaded revenue recognition as AI deployments mature and expand. The market is rotating from
capex-intensive, supply-constrained plays toward recurring revenue models with expanding total
addressable markets.

The price action context reinforces this thesis: Arista's 25% pre-earnings rally created an expectations
overhang that Q2 guidance barely above Q1 actuals could not sustain, while Fortinet's measured 8.6%
advance left room for genuine surprise when AI-driven security billings accelerated 31% with expanding
margins.

The two prints

ANET · Arista Networks
COMMUNICATIONS EQUIPMENT · Q1 2026
REPORTED 2026-05-05

-0.1% AH ($146.90)
Q1 Revenue Growth 35.1% YoY

FTNT · Fortinet
SYSTEMS SOFTWARE · Q1 2026 REPORTED 2026-
05-06

+16.0% AH ($104.30)
Q1 Revenue Growth 20% YoY
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Q2 EPS Guide $0.88 vs $0.87 Q1

AI Revenue
Target

$3.5B (raised from
$3.25B)

Purchase
Commitments

$8.9B (up from
$6.8B)

Operating Margin 47.8% (flat YoY)

Deferred Revenue $6.2B (up $830M)

Billings Growth 31% YoY

Operating Margin 35.8% (up 160bps)

Free Cash Flow $1.01B (record)

OT Security Growth 70%+ YoY

SASE Penetration 18% of large enterprise

Normalized price action — ANET vs FTNT, last 60 days

Daily closes from yfinance; both series anchored to first observation in window. Vertical dashed lines mark each ticker's earnings
announcement. ANET reported 2026-05-05 AMC; FTNT reported 2026-05-06 AMC.

Side-by-side print details

METRIC ANET FTNT READ

Revenue (Q1) $2.71B $1.85B Arista's larger scale reflects its position in core AI
networking infrastructure versus Fortinet's
security layer.

Revenue YoY
Growth

35.1% 20% Arista's higher growth rate reflects peak AI
infrastructure buildout, while Fortinet shows
steady platform expansion.

Product
Revenue YoY

36.6% 41% Fortinet's stronger product growth indicates AI-
driven hardware refresh cycles accelerating
security appliance demand.

GAAP EPS $0.80 $0.72 Both companies demonstrate strong profitability
execution despite different margin profiles and
business models.

5/6/26, 6:31 PM Unfair — Comparative Research Note — 2026-05-06



Unfair · Comparative Research Note · 2026-05-06 · Page 3 of 5

METRIC ANET FTNT READ

Non-GAAP
EPS

$0.87 $0.82 Comparable earnings power despite Arista's
higher revenue base, reflecting Fortinet's superior
margin structure.

Operating
Margin

47.8% 35.8% Arista's margin held flat while Fortinet expanded
160bps, signaling different trajectory dynamics.

Billings
Growth

n/a 31% Fortinet's billings metric captures forward revenue
momentum that hardware companies typically
don't disclose.

Q2 Guide
(Revenue)

$2.8B $1.88B (midpoint) Sequential growth rates show Arista's
deceleration versus Fortinet's sustained
momentum.

FY Guide
Raise

To $11.5B (+27.7%) To $7.79B (+15%) Both raised guidance, but Arista's higher absolute
growth masks decelerating sequential
momentum.

Why the inversion

The market's opposite reactions to these AI infrastructure earnings reveal a sophisticated understanding of
value-chain positioning and cycle timing. While both companies exceeded expectations and raised
guidance, investors distinguished between peak-cycle hardware dynamics and early-cycle software
compounding, rotating capital toward recurring revenue models with expanding addressable markets rather
than supply-constrained capex plays approaching peak rate-of-change.

Expectations Reset, Not Regime Change

Arista's -13.6% reaction must be contextualized against its 25% pre-earnings rally, which front-ran the strong
Q1 print and created an unsustainable expectations bar. The post-earnings decline represents a re-rating within
an intact uptrend rather than a thesis breakdown. CEO Jayshree Ullal's comment that "our demand is actually
the best I have ever seen in my Arista tenure" confirms the fundamental opportunity remains robust.

The real disappointment was Q2 EPS guidance of $0.88 versus Q1's $0.87 actual—barely sequential growth
despite record demand. This signals peak rate-of-change in the AI networking cycle, where supply constraints
now limit upside more than demand dynamics drive it. The stock gave back excess optimism while the
underlying AI infrastructure thesis remains intact.

Supply Chain Physics vs Platform Economics

Arista's fundamental constraint shifted from demand generation to supply chain execution, with CFO Chantelle
Breithaupt noting "industry-wide shortages across the board, be it wafers, silicon chips, CPUs, optics, and
memory." Purchase commitments surged to $8.9 billion from $6.8 billion, reflecting multiyear supply
agreements that lock in elevated costs and compress forward margins.

Fortinet operates under different physics—software platforms with recurring revenue models that compound as
AI deployments mature. CEO Ken Xie emphasized: "AI is expanding the attack surface and increasing
performance requirements, which is driving higher and more durable security spend." Unlike hardware cycles
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constrained by fab capacity, security software scales with deployment breadth, creating expanding rather than
constrained addressable markets.

Deferred Revenue Signals Divergent Trajectories

The companies' deferred revenue dynamics reveal fundamentally different business momentum. Arista's $6.2
billion deferred revenue, while impressive in absolute terms, reflects extended customer acceptance cycles that
Ullal described as stretching "more like six to even eight quarters" for new AI products. This elongation signals
complexity and integration challenges that delay revenue recognition.

Fortinet's service billings reaccelerated to 27% growth with deferred revenue up 15%, indicating healthy
forward momentum in recurring revenue streams. The company's billings growth of 31% versus 20% revenue
growth demonstrates expanding contracted future revenue, a leading indicator that hardware companies
typically cannot provide. This visibility premium commands valuation expansion in uncertain macro
environments.

Value Chain Rotation Favors Recurring Models

The market is rotating within AI infrastructure from front-loaded capex cycles toward back-loaded recurring
revenue opportunities. Arista's guidance raise to $11.5 billion reflects peak AI networking buildout, but
sequential growth deceleration suggests the steepest part of the adoption curve is behind us. Supply
constraints now govern upside more than demand dynamics.

Fortinet's AI-driven security operations billings grew 23% with over 20 AI-enabled solutions deployed, while OT
security billings surged 70% as critical infrastructure digitization accelerates. CFO Christiane Ohlgart noted that
"AI is expanding the attack surface," creating a compounding addressable market that grows with AI adoption
rather than being constrained by it. This structural expansion dynamic commands premium valuations versus
cyclical hardware plays.

What it means

The Unfair platform maintains a 'hold' recommendation on Arista with composite direction of +0.05 and
conviction of 0.36, reflecting the tension between strong fundamental demand and supply-constrained
execution. The platform's earnings_surprise signal shows +0.289 direction, confirming the Q1 beat, while
dark_pool activity at -0.600 direction suggests institutional distribution following the pre-earnings rally. The
platform recognizes Arista's dominant position in AI networking but acknowledges peak rate-of-change
dynamics limit near-term alpha generation.

For Fortinet, the platform shows a 'buy' recommendation with +0.21 direction and 0.40 conviction,
supported by a strong earnings_surprise signal at +1.000 direction following the Q1 beat and guide raise.
The platform's earnings_tone analysis at +0.400 direction reflects management's confident commentary
around AI-driven security demand expansion. The combination of recurring revenue visibility, expanding
addressable markets, and margin expansion creates a more favorable risk-adjusted return profile than
supply-constrained hardware plays, aligning with the platform's preference for compounding business
models over cyclical capex themes.

Risk factors
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Arista's supply chain constraints could persist longer than anticipated, limiting the company's ability to
capitalize on strong AI networking demand and potentially ceding market share to competitors with better
component access
Fortinet's rapid growth in AI security could attract increased competition from larger software vendors,
potentially compressing margins and market share as the opportunity becomes more widely recognized
The AI infrastructure buildout could decelerate faster than expected, reducing demand for both
networking hardware and security software, particularly if economic conditions deteriorate or AI
investment returns disappoint
Arista's deferred revenue recognition cycles could extend further, creating more volatile quarterly results
and making financial performance harder to predict despite strong underlying demand
Memory and component cost inflation could pressure Fortinet's hardware-dependent product revenue,
offsetting some of the margin expansion benefits from higher-value software and services

Counter-thesis: Arista's supply chain investments and purchase commitments could create competitive
moats once constraints ease, potentially driving accelerated market share gains and margin expansion in
2027-2028
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Disclaimer. Comparative research note produced by Unfair. Not investment advice. Not a recommendation to buy, sell, or hold any
security. Reactions, fundamentals, and valuation multiples cited are sourced from public SEC filings, the issuer's own earnings releases,
and third-party data providers (Yahoo Finance). Past performance is not indicative of future results. Both tickers remain actively-
monitored on the Unfair platform.
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