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Volvo, the second largest producer of heavy trucks in the world, is optimistic about India...

You can acquire an option on Volvo India’s rapidly growing truck business, plus an equity 

interest in India’s third largest truck manufacturer for nothing. This note will tell you how.
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“The Indian market for heavy trucks is the fourth largest in the 
world and it is strategically highly important for the Volvo 
Group. Projections indicate continued very strong growth. 

Major investments in improved infrastructure and stricter rules 
for truck weights will strongly drive demand for heavy trucks, 
which makes the market particularly attractive for the Volvo 

Group.” - Leif Johansson, CEO, Volvo Group

http://www.volvo.com/trucks/india-market/en-in/home.htm
http://www.volvo.com/trucks/india-market/en-in/home.htm


Eicher Motors is India’s third largest producer of trucks having a market share of 27% in light 

and medium-heavy trucks. This company recently entered the growing heavy vehicle segment 

(more than 16 tons) in India and is now the third largest player in that segment. The company 

is also a manufacturer of bus and motorcycles as well as components, mainly for gearboxes 

and axles. The company also has an engineering services division.

For the year ended March 31, 2008, Eicher Motors reported earnings of $13 million  on 

revenues of $533 million.

Volvo India and Eicher Motors are now coming together in a joint venture. 

Under the terms of the JV agreement, Eicher Motors will transfer its entire truck, bus, and 

components businesses, as well as the engineering services business to the JV company to be 

called “VE Commercial Vehicles Limited” (The “V” is for “Volvo” and “E” for “Eicher”). 

Surplus cash on Eicher Motor’s balance sheet amounting to $54 million which is invested in 

bonds and the motorcycle business will not be transferred to the JV.
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http://www.eicherworld.com/home.aspx?id=1&mid=1
http://www.eicherworld.com/home.aspx?id=1&mid=1


For this sale, Eicher Motors will receive cash of $50 million, of which $42 million will be paid 

by the JV company for the transfer of various businesses to it and the balance $8 million will 

come from Volvo as non-compete fee.

In turn, Volvo will transfer its India truck dealer and service network business valued at $75 

million, together with cash of $275 million to the JV company in return for a 45.6% stake in 

that company.

The balance 54.4% will be held by Eicher Motors. $350 million for a 45.6% stake translates 

into a $767 million value for the JV company.

Eicher Motor’s 54.4% stake in the JV company is thus valued at $417 million. Eicher Motors’ 

current market cap is only $116 million.

There are two additional aspects of this deal which need attention. First, in addition to the 

cash injected by Volvo in the JV company, Volvo will also buy an 8.1% stake in Eicher Motors 
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“This agreement provides a very solid platform for further growth 
on the Indian market for heavy trucks, which is the fourth largest 

in the world. India is investing heavily in improving its 
infrastructure and together with Eicher we have highly favorable 
conditions to further strengthen our position on the Indian 

market.” Leif Johansson, CEO, Volvo Group



from its controlling stockholder at a price of Rs 691 per share. Eicher Motors stock is 

currently trading at Rs 200 per share.

This acquisition will give Volvo a combined stake of 50% in the JV company which will enable 

it to consolidate its financial results with that of the ultimate patent company in Sweden.

The second aspect of the deal shows that minority shareholders of Eicher Motors are being 

treated fairly because they are being offered an exit for the same proportion of shares as the 

controlling stockholders, at an identical price of Rs 691.

Here is how that has been structured. When the controlling stockholders of Eicher Motors 

sell their 8.1% stake in the company to Volvo out of the total 58.2% that they have at present, 

they would end up selling 13.15% of their stake at Rs 691. In order to give the same deal to the 

company’s minority stockholders, Eicher Motors will offer to buy back from every minority 

stockholder, 13.15% of his or her holding at the same price i.e. Rs 691.
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”This is a win-win deal,” says Eicher Motors Limited’s CEO 
Siddhartha Lal. We are looking forward to working with Volvo 
and to become a member of the largest global commercial vehicle 
alliance in the world. With Volvo’s strong brand recognition and 
support in products, technology and financial strength, we will be 
well positioned to further develop our brand and offer in India.” — 

Siddharth Lal, CEO, Eicher Motors



The proposed investment operation involves buying shares of Eicher Motors from the market 

at Rs 200, tendering 13% of the holdings at Rs 691 and be left with the remaining 87% shares 

at an effective cost of Rs 126 per share. We think that this is the correct way to think about this 

operation i.e. to treat the profit on the sale of tendered shares as a reduction in the cost of the 

non-tendered shares.

At Rs 126 effective cost to us, Eicher Motors will be a ridiculously low-priced bargain stock. 

Post buyback, the company will have 24.4 million shares. At that cost price, we will end up 

buying at a total company value of $64 million. What do we get in return for this investment?

We get a debt-free business at Rs 126 per share in possession of the following assets: (1) cash 

of approximately $75 million (Rs 147 per share); (2) ownership stake in a JV valued at $417 

million ;  and (3) a motorcycle business (minor).

Its important to note that net cash on the balance sheet of Eicher Motors alone exceeds the 

market cap so one is not paying anything for the remaining assets on its balance sheet. 

Moreover, its also important to note that this is not like a dotcom company which was debt-

free but the business was bleeding and the cash on the balance sheet was a mirage. Indeed 

Eicher Motors basic business of making and selling trucks is consistently profitable and cash 

generative causing the balance sheet to be so strong.

This opportunity has arisen because of an irrational market which has brought down the stock 

price of Eicher Motors from Rs 500 per share in early 2008 to Rs 200 at present (see chart).

At its current price of Rs 200 per share, Eicher Motor’s stock is not only a fantastic cash 

bargain, it is also comes with a free equity interest in India’s third largest truck manufacturer 
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and one is also getting a  free option on the rapidly growing business of Volvo’s truck 

business in India.

This option is likely to be very valuable over time because Volvo has retained all of the capital-

intensive side of the business of making trucks with itself while only transferring sales 

operations and service network to the JV.

Volvo’s Truck sales in 2007 were $116 million on which the distribution related profit was $4 

million or about 3.7% of revenues. The JV company is getting, in effect, about 4% of Volvo 

India’s truck revenues as additional profits. These profits will grow in line with Volvo’s 

volume growth, driven by India’s growth, and also by additional investments made by Volvo in 

India.

The JV company will not have to make any additional investment to benefit from this growth. 

All of the incremental capital investment, marketing, and advertising costs will be borne by 

Volvo and the JV will simply get 4% of Volvo’s truck revenues as incremental profits. This is a 

very high-quality, and growing, earning stream — one, which we are getting for free.

This investment operation is subject to certain regulatory risks. For example, the buyback 

proposal has to be approved by SEBI, India’s securities market regulator. Moreover, Volvo 

has to spin off its India truck dealer and service network business into the JV company which 

needs approvals from two state courts. We expect these approvals to come in the next 5 

months.
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