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Komtrax further raises 
Komatsu’s competitive edge 

   
 

 

 Komatsu establishes customer loyalty model for Komtrax  
Komatsu held a briefing on its Komtrax wireless equipment monitoring system on 
10 December. The briefing left a positive impression, reconfirming that Komtrax 
will increase the company’s competitive edge. We maintain our Buy rating in 
recognition of three factors. First, growing demand for construction machinery, 
primarily in developing countries. Second, expanding global market share due to 
customers’ increasingly favorable reaction to the company’s introduction of 
competitive new products as well as Komtrax. Third, the undervaluation of the 
company’s shares. 

Komtrax installed in approximately 85,000 units worldwide  
Komtrax is a system shared by customers, Komatsu dealers, and Komatsu itself 
that tracks construction machinery location and travel. The system was introduced
in Japan and North America in 2000. Komtrax was initially an option, but is now 
standard in machinery sold in Japan, North America, Europe, and China. Komtrax 
is already installed in approximately 85,000 machines worldwide (approximately 
8% of all Komatsu machines in operation), and is expected to be installed in the 
majority of Komatsu machinery in 10 years time. 

Customers heap praise on Komtrax 
Komtrax provides customers with three distinct advantages. First, theft 
prevention. Second, reduction of life cycle cost (maintenance, fuel, and operator 
wages), which is estimated at three times the price of the machine itself. Third, 
increased value on trade-in (since the system enables a full record of the 
machine’s range of travel and maintenance to be ascertained). By ascertaining 
the operation of each piece of machinery in their fleet, Komtrax can also help 
customers develop ideas for fuel efficiency improvement and maintenance. These 
advantages have won rave reviews from Komatsu’s customers and helped the 
company expand its share of the construction machinery market. In particular, 
Komtrax’s superb fleet management has won top marks from major customers 
and been key in obtaining purchase orders.  

One step ahead of competition 
Although its competitors have also rolled out similar services, Komatsu’s Komtrax 
has won the favor of its customers for three main reasons. First, Komtasu 
developed the system on its own, providing fine-tuned information to its users 
(whereas European and US manufacturers have outsourced their systems). 
Second, it is standard equipment in all of Komatsu’s machines (whereas 
corresponding systems are usually options at Komatsu’s competitors). Third, it 
carries no running cost, whereas European and US manufacturers charge fees for 
communications costs.  
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Table 1: Komatsu (6301): Earnings summary 
 Sales YoY OP YoY Pretax-P YoY NP YoY EPS  P/E P/CF EV/EBITDA 
  (¥mn)  (%) (¥mn)  (%) (¥mn)  (%) (¥mn)  (%)  (¥)  (X)  (X)  (X) 
06/3A 1,701,969 18.6 176,453 73.1 168,758 71.0 113,975 93.1 114.7    
07/3A 1,893,343 11.2 244,741 38.7 236,491 40.1 164,638 44.5 165.7    
08/3COE 2,210,000 16.7 325,000 32.8 316,000 33.6 205,000 24.5 206.0 15.9 11.7 8.8 
08/3MLE 2,220,000 17.3 335,000 36.9 326,000 37.8 210,000 27.6 211.1 15.5 11.5 8.6 
09/3MLE 2,438,000 9.8 380,000 13.4 371,500 14.0 234,000 11.4 235.2 13.9 10.3 7.4 
10/3MLE 2,641,000 8.3 429,000 12.9 421,000 13.3 265,000 13.2 266.3 12.3 9.2 6.4 
Source: Company data, Merrill Lynch estimates. 

     
Price objective basis & risk  
Komatsu (6301) 
Our share price objective is ¥4,600, equating to a P/E of around 19x FY3/09 and 
EV/EBITDA of around 10x. We believe a valuation in line with the machinery 
sector average for FY3/09 is warranted in view of its improved earnings structure 
and the strong competitiveness of its products. We see the key risks as: (1) forex 
movements; (2) an unexpectedly sharp drop in North American construction 
machinery demand; and (3) a sharp fall in materials prices putting the brakes on 
infrastructure spending in emerging economies. 
 
 

 
 
 
 
 
Analyst Certification 
I, Hideyuki Mizuno, hereby certify that the views expressed in this research report 
accurately reflect my personal views about the subject securities and issuers. I 
also certify that no part of my compensation was, is, or will be, directly or 
indirectly, related to the specific recommendations or view expressed in this 
research report. 
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Important Disclosures   

KMTUF Price Chart 
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The Investment Opinion System is contained at the end of the report under the heading "Fundamental Equity Opinion Key". Dark Grey shading indicates the security is restricted with the opinion suspended. Light Grey shading indicates the security 
is under review with the opinion withdrawn. Chart current as of November 30, 2007 or such later date as indicated. 
 

 
KMTUY Price Chart 

US$0

US$20
US$40

US$60
US$80

US$100
US$120

US$140
US$160

US$180

1-Jan-05 1-Jan-06 1-Jan-07
KMTUY

B : Buy,  N : Neutral,  S : Sell,  PO : Price objective,  NA : No longer valid

1-Dec:N
Kijima

28-Jul:B
PO:US$55

29-Sep
PO:US$62

28-Oct
PO:US$63

8-Dec
PO:US$72

31-Jan:N
PO:NA

14-Sep:B
Mizuno

PO:US$100
6-May

PO:US$136

2-Jul
PO:US$150

1-Aug
PO:US$164

Review Restricted

 
The Investment Opinion System is contained at the end of the report under the heading "Fundamental Equity Opinion Key". Dark Grey shading indicates the security is restricted with the opinion suspended. Light Grey shading indicates the security 
is under review with the opinion withdrawn. Chart current as of November 30, 2007 or such later date as indicated. 
  
Investment Rating Distribution: Machinery/Diversified Manufacturing Group (as of 01 Oct 2007) 
Coverage Universe Count Percent  Inv. Banking Relationships* Count Percent 
Buy 34 65.38%  Buy 6 20.00% 
Neutral 16 30.77%  Neutral 3 21.43% 
Sell 2 3.85%  Sell 0 0.00%  
Investment Rating Distribution: Global Group (as of 01 Oct 2007) 
Coverage Universe Count Percent  Inv. Banking Relationships* Count Percent 
Buy 1701 47.03%  Buy 437 29.15% 
Neutral 1611 44.54%  Neutral 425 29.11% 
Sell 305 8.43%  Sell 58 21.09% 
* Companies in respect of which MLPF&S or an affiliate has received compensation for investment banking services within the past 12 months.  

FUNDAMENTAL EQUITY OPINION KEY: Opinions include a Volatility Risk Rating, an Investment Rating and an Income Rating. VOLATILITY RISK 
RATINGS, indicators of potential price fluctuation, are: A - Low, B - Medium, and C - High. INVESTMENT RATINGS, indicators of expected total return 
(price appreciation plus yield) within the 12-month period from the date of the initial rating, are: 1 - Buy (10% or more for Low and Medium Volatility Risk 
Securities - 20% or more for High Volatility Risk securities); 2 - Neutral (0-10% for Low and Medium Volatility Risk securities - 0-20% for High Volatility 
Risk securities); 3 - Sell (negative return); and 6 - No Rating. INCOME RATINGS, indicators of potential cash dividends, are: 7 - same/higher (dividend 
considered to be secure); 8 - same/lower (dividend not considered to be secure); and 9 - pays no cash dividend.   
 

MLPF&S or an affiliate was a manager of a public offering of securities of this company within the last 12 months: Komatsu. 
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In the US, retail sales and/or distribution of this report may be made only in states where these securities are exempt from registration or have been qualified for 
sale: Komatsu. 

MLPF&S or an affiliate expects to receive or intends to seek compensation for investment banking services from this company within the next three months: 
Komatsu. 

MLPF&S together with its affiliates beneficially owns one percent or more of the common stock of this company. If this report was issued on or after the 10th day 
of the month, it reflects the ownership position on the last day of the previous month. Reports issued before the 10th day of a month reflect the ownership position at 
the end of the second month preceding the date of the report: Komatsu. 

The analyst(s) responsible for covering the securities in this report receive compensation based upon, among other factors, the overall profitability of Merrill 
Lynch, including profits derived from investment banking revenues.   
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Other Important Disclosures 
 

UK readers: MLPF&S or an affiliate is a liquidity provider for the securities discussed in this report. 
 

Information relating to Non-U.S. affiliates of Merrill Lynch, Pierce, Fenner & Smith Incorporated (MLPF&S): 
MLPF&S distributes research reports of the following non-US affiliates in the US (short name: legal name): Merrill Lynch (France): Merrill Lynch Capital Markets 

(France) SAS; Merrill Lynch (Frankfurt): Merrill Lynch International Bank Ltd, Frankfurt Branch; Merrill Lynch (South Africa): Merrill Lynch South Africa (Pty) Ltd; 
Merrill Lynch (Milan): Merrill Lynch International Bank Limited; MLPF&S (UK): Merrill Lynch, Pierce, Fenner & Smith Limited; Merrill Lynch (Australia): Merrill Lynch 
Equities (Australia) Limited; Merrill Lynch (Hong Kong): Merrill Lynch (Asia Pacific) Limited; Merrill Lynch (Singapore): Merrill Lynch (Singapore) Pte Ltd; Merrill 
Lynch (Canada): Merrill Lynch Canada Inc; Merrill Lynch (Mexico): Merrill Lynch Mexico, SA de CV, Casa de Bolsa; Merrill Lynch (Argentina): Merrill Lynch 
Argentina SA; Merrill Lynch (Japan): Merrill Lynch Japan Securities Co, Ltd; Merrill Lynch (Seoul): Merrill Lynch International Incorporated (Seoul Branch); Merrill 
Lynch (Taiwan): Merrill Lynch Global (Taiwan) Limited; DSP Merrill Lynch (India): DSP Merrill Lynch Limited; PT Merrill Lynch (Indonesia): PT Merrill Lynch 
Indonesia; Merrill Lynch (KL) Sdn. Bhd.: Merrill Lynch (Malaysia); Merrill Lynch (Israel): Merrill Lynch Israel Limited; Merrill Lynch (Russia): Merrill Lynch CIS Limited, 
Moscow; Merrill Lynch (Turkey): Merrill Lynch Yatirim Bankasi A.S.; Merrill Lynch (Dubai): Merrill Lynch International Bank Ltd, Dubai Branch; MLPF&S (Zürich rep. 
office): MLPF&S Incorporated Zürich representative office. 

This research report has been prepared and issued by MLPF&S and/or one or more of its non-U.S. affiliates. MLPF&S is the distributor of this research report in 
the U.S. and accepts full responsibility for research reports of its non-U.S. affiliates distributed in the U.S. Any U.S. person receiving this research report and wishing 
to effect any transaction in any security discussed in the report should do so through MLPF&S and not such foreign affiliates. 

This research report has been approved for publication in the United Kingdom by Merrill Lynch, Pierce, Fenner & Smith Limited, which is authorized and 
regulated by the Financial Services Authority; has been considered and distributed in Japan by Merrill Lynch Japan Securities Co, Ltd, a registered securities dealer 
under the Securities and Exchange Law in Japan; is distributed in Hong Kong by Merrill Lynch (Asia Pacific) Limited, which is regulated by the Hong Kong SFC; is 
issued and distributed in Taiwan by Merrill Lynch Global (Taiwan) Ltd or Merrill Lynch, Pierce, Fenner & Smith Limited (Taiwan Branch); is issued and distributed in 
Malaysia by Merrill Lynch (KL) Sdn. Bhd., a licensed investment adviser regulated by the Malaysian Securities Commission; is issued and distributed in India by DSP 
Merrill Lynch Limited; and is issued and distributed in Singapore by Merrill Lynch International Bank Limited (Merchant Bank) and Merrill Lynch (Singapore) Pte Ltd 
(Company Registration No.’s F 06872E and 198602883D respectively). Merrill Lynch International Bank Limited (Merchant Bank) and Merrill Lynch (Singapore) Pte 
Ltd. are regulated by the Monetary Authority of Singapore. Merrill Lynch Equities (Australia) Limited, (ABN 65 006 276 795), AFS License 235132, provides this 
report in Australia. No approval is required for publication or distribution of this report in Brazil. 

Merrill Lynch (Frankfurt) distributes this report in Germany. Merrill Lynch (Frankfurt) is regulated by BaFin. 
Copyright, User Agreement and other general information related to this report: 
Copyright 2007 Merrill Lynch, Pierce, Fenner & Smith Incorporated. All rights reserved. This research report is prepared for the use of Merrill Lynch clients and 

may not be redistributed, retransmitted or disclosed, in whole or in part, or in any form or manner, without the express written consent of Merrill Lynch. Merrill Lynch 
research reports are distributed simultaneously to internal and client websites eligible to receive such research prior to any public dissemination by Merrill Lynch of 
the research report or information or opinion contained therein. Any unauthorized use or disclosure is prohibited. Receipt and review of this research report 
constitutes your agreement not to redistribute, retransmit, or disclose to others the contents, opinions, conclusion, or information contained in this report (including 
any investment recommendations, estimates or price targets) prior to Merrill Lynch's public disclosure of such information. The information herein (other than 
disclosure information relating to Merrill Lynch and its affiliates) was obtained from various sources and we do not guarantee its accuracy. Merrill Lynch makes no 
representations or warranties whatsoever as to the data and information provided in any third party referenced website and shall have no liability or responsibility 
arising out of or in connection with any such referenced website. 

This research report provides general information only. Neither the information nor any opinion expressed constitutes an offer or an invitation to make an offer, 
to buy or sell any securities or other investment or any options, futures or derivatives related to such securities or investments. It is not intended to provide personal 
investment advice and it does not take into account the specific investment objectives, financial situation and the particular needs of any specific person who may 
receive this report. Investors should seek financial advice regarding the appropriateness of investing in any securities, other investment or investment strategies 
discussed or recommended in this report and should understand that statements regarding future prospects may not be realized. Investors should note that income 
from such securities or other investments, if any, may fluctuate and that price or value of such securities and investments may rise or fall. Accordingly, investors may 
receive back less than originally invested. Past performance is not necessarily a guide to future performance. Any information relating to the tax status of financial 
instruments discussed herein is not intended to provide tax advice or to be used by anyone to provide tax advice. Investors are urged to seek tax advice based on 
their particular circumstances from an independent tax professional. 

Foreign currency rates of exchange may adversely affect the value, price or income of any security or related investment mentioned in this report. In addition, 
investors in securities such as ADRs, whose values are influenced by the currency of the underlying security, effectively assume currency risk. 

Officers of MLPF&S or one or more of its affiliates (other than research analysts) may have a financial interest in securities of the issuer(s) or in related 
investments. 

Merrill Lynch Research policies relating to conflicts of interest are described at http://www.ml.com/media/43347.pdf. 
Fundamental equity reports are produced on a regular basis as necessary to keep the investment recommendation current.  
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