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DG Business Overview

- The Millennial play, hip, young and fresh
- DGX, traditional merchandise with a 

quick-serve mentality 
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General Information Key Characteristics 

New Developments

- Discount Retailer
- Merchandise include Consumables, seasonal 

goods, home products and apparel
- Key drivers of traffic include a focused 

assortment of necessity goods and selected 
items in a broad range of general 
merchandise. 

- Leading player in its space: with over 
13,000 stores in 44 states with a recent 
acquisition pending. 

- Prices about 25% of products at <=$1, 
many name-brand products 

- Primarily located in the American south, 
southwest and east 



DG Business Overview (cont.)
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Strategic Positioning

● Dollar General is a leader in the growing niche market of discount stores that are price competitive with the like 
of Walmart, but its small store format makes it just as convenient and easy as shopping at Walgreens and 7/11.

● Dollar General is strategic positioned. It located its stores in small towns where it can operate with less 
competitive pressure. 70% of DG’s stores are in towns with 20,000 people or less. This provides a natural moat 
as these small communities are simply not capable of supporting another store. 

 

Continuous Growth Room to Grow
● DG has been opening new stores at an 

astonishing rate and has experienced a 
remarkable 26 straight years of same-store 
growth. 

● The average payback of a new store is 2 years 
and is cash flow positive within 1 due to the 
low cost of the small format stores.

 

● Dollar General also has tremendous room to 
grow. Management has already identified 
13,000 additional locations for new stores in 
the US. 

● Additionally DG is continuously improving 
same store sale by remodeling 1000 store per 
year

 



DG Business Overview (cont.)
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Recession Proof

● DG is built for recessions. As money 
becomes tight for consumers and the 
future appear less than certain many begin 
to downgrade from higher scale stores like 
Target or Kroger and switch to discount 
stores like Dollar General that provide 
good value and convenience. 

● During the last financial crisis DG 
experienced a sharp increase in same-store 
growth posting a 9% increase in 2008 and 
9.5% increase in 2009. 

Shareholder Return

● DG has devoted tremendous capital to be 
returned to shareholders with a 2.5% 
dividend and buying back 4.5% of share 
outstanding each year.



DG Acquisition of Dollar Express 

- Originally part of the Family Dollar 
Business

- Mostly located in Low income areas 
with high concentration in Texas and 
the east coast of the U.S.

- Purchased by PE firm Sycamore 
Partners and became its own chain due 
to FTC regulations in 2015

- Many Store locations never rebranded 
to Dollar Express. 

- Has been marred by poor management 
and a class action lawsuit 
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Dollar Express Overview  Key Information on the Ongoing Acquisition 

- Two ongoing lawsuits between Sycamore 
Partners and Dollar Tree/Family Dollar.

- 323 DE stores will be acquired by DG
- Some stores will be liquidated, but an 

estimated 300+ locations will join the DG 
brand

- Acquisition has seen speedy FTC approval, 
reflecting good conditions for DG 
expansion unlike a few years back. 



DG Competitive Advantages

Advantages Over Traditional Retailers
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● First, discount retailer offer the lowest prices and are often impossible to beat thanks to their smaller store sizes, 
smaller portions, and in-house generic brands. These lower prices have allowed Dollar General to continuously 
hold onto customers and be the first place the middle class goes to save money in hard times.

● Second, discount retailers are far more convenient. I did a few time comparisons between Dollar General and 
Wal-Mart and found that you can buy the same (a comparable) basket of goods in Dollar General as you can in 
Wal-Mart, but it takes half the time because of the smaller foot print.

● Third, Dollar General and discount stores are relatively well insulated from the e-commerce as their target 
customers are usually incapable of paying for memberships like Amazon Prime, and absent the free shipping it 
doesn’t really make much sense to pay eight dollars to ship items worth sixteen dollars when the store is in the 
same town.



DG Competitive Advantages (cont.)

Advantages Over Discount Retailers
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● First, Family Dollar/Dollar Tree (Dollar General’s biggest competitor) places their stores primarily in strip malls. 
They believe that this gives them exposure to anchor stores like Wal-Mart, J.C. Penny’s, and the like, which 
increases the traffic near their stores. However, this makes them very vulnerable to Amazon and other 
e-commerce sites. As there is less and less traffic to these anchor stores there will be fewer people who shop at 
Family Dollar and Dollar Tree. Dollar General on the other hand operates on individual lots removed from 
other business, which are cheaper to operate and are independent of anchor stores making them far less 
vulnerable.

● Second, Dollar General by far has the best shopping experience. I went to three different Dollar Generals, two 
Family Dollars, and two Dollar Trees, and what I noticed is that all three Dollar Generals were well organized 
with no random items on the floor. However, the other stores were by far a much more unpleasant shopping 
experience with rude employees and disorganized shelves and aisles.



DG Competitive Advantages (cont.)

Shopping Cart Test
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● In order to demonstrate just how much cheaper Dollar General is compared to Wal-Mart and Amazon I went 
on a shopping trip to make some comparisons. I collected the same items (toilet paper, cleaning spray, body 
wash, canned vegetables, pasta, spices, laundry detergent, 13 gallon trash bags, coffee, and cereal.) 

● Dollar General, who by far has the best operating margin between the three companies, also had the lowest 
prices. That shopping cart would have cost $37.96 at Dollar General, $45.19 at Wal-Mart, and a whopping 
$61.88 at Amazon. 
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Recommendation

Key Thesis Drivers

DG current and new 
stores are in strategic 
locations where food 
and competition 
concerns are low

Base Case
$109.63
46.67%

Bull Case
$148.96
99.28%

Bear Case
$68.88
-7.85%

Current Price: $74.75

         Thesis
DG’s highly competitive pricing of a growing basket of goods attracts both 
millennials and older generations of shoppers. It’s historical success of fending 
off threats from retail giants like Wal-Mart, and relative immunity to growing 
e-commerce merchants suggests DG’s protected market position. Food, SNAP 
and Amazon risks are quite overstated, and will not affect DG’s bottom line. DG 
sees hedged expansion from cheap stores, and auspicious economic scenarios. 

SNAP program will 
impact DG minimally, 
and may benefit food 
and grocery sales in 
certain locations.

Amazon risks are 
overstated as it faces 
heavy pricing 
competition from DG, 
especially in rural areas. 
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Industry Overview
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DG Industry Considerations
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Strong Room For Growth

- Sales at dollar stores grew from $30 billion to $45 billion between 2010 and 2015, a 50% growth clip that far 
outpaced the 17% growth seen by retail overall.

- Dollar General net sales grew 5.9% to $15.98 billion for the 9 months ended October 2016.
- Innovation in faster checkout technology, as well as, affordable food options will increase in-store traffic

Competition from Wal-Mart

- Wal-Mart business strategy aims to create a 
supercenter in one community and draw 
customers from two to three surrounding 
communities.

- Dollar stores have defeated this strategy by 
creating more stores between the customers 
and Wal-Mart

- Wal-Mart Express venture failed in 2016.

Recession Proof

“In good times our customers have a little bit more to 
spend and in tougher times, they need us more.”
 

- Todd Vasos Dollar General CEO

If dollar stores can fend off Wal-Mart they can survive 
pretty much anything. They thrive in a weaker 
economy and create shops that are easy to build and 
tear down. 



DG Industry Considerations
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Number of Stores in Space (2016)

Dollar General 13,205

Wal-Mart 5,229

Target 1,803

CVS 9,600

Family Dollar 7,964

Dollar Tree 6,320

- Dollar General's model, a combination of low prices and convenience, has attracted enough shoppers to produce 
the cash flow necessary to fuel its rampant growth. A standard 7,300 sq. ft. Dollar General store costs about 
$250,000 to build, and pays for itself within 1.7 years, according to company reports. 



DG Industry Considerations
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The General Retail Space 

- Highly seasonal with state of the economy as a major driver 
- Retailers’ margins projected to rise by +1.5% on average in 2017. The ability to grow the business and 

profitability will much depend on the chosen distribution format. E-commerce projected to represent 15% of 
worldwide retail sales by 2020. 

- Dramatic e-commerce growth from 3% of total market in 2006 to 8% in 2016
- Despite a +2% increase in volume, nominal sales steadied against a backdrop of low commodity and consumer 

prices in 2016.
-  EBIT have reached the lowest level in six years at 6.6%. Net gearing ratio now surpasses 200%. 
- US market 

-  Estimated 2/3 of the US 
GDP still comes from retail

- Broader retail industry 
growth is at a pace of 3% 
annually

Industry Concerns

- Combination of weakening 
profits and rising debts as 
interest rates rises in the US.

-  No clear winning strategy as the 
Race for volume model reaches 
its limit. 

- Blurry Boundaries 



DG Industry Overview and Analysis

Retail Space Discount Retail
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- Smaller retail stores avoid deep inventories 
with a broad selection of products and instead 
focus on a narrower spread of specialty items. 

- Focus on a frictionless shopping experience 
- inflation-adjusted gains in revenue driven by 

online channels which have grown as much as 
7 percent higher than sector growth

- Traditional retailers faced with flat or 
declining sales and large, costly stores..

- Strong diversification stems from the race for 
revenues and is emphasized by omni-channel 
sales. The latter also blurs the traditional 
distinction between Grocers and Shops that 
can compete online on an (almost) equal 
footing. 

-

- Increasing range of products and brand-name 
items at low-prices.

- Developing focus on faster checkout 
methods.

- Easy to build and tear stores that are low cost 
and high return on investment

- Focused on serving people of all ages and 
income brackets. 

- According to checkout data gathered by the 
NPD Group, 25% of customers at the three 
biggest dollar chains are millennials from 
households earning $100,000 or more.



DG Industry Overview and Analysis

- Margin stats
- Insulation from the encroachments of 

e-commerce 
- Continuous investments in management and staff 

generating returns 
- Winning by price and differentiation
- Increase traffic from popular offerings like food
- Increase store count to reduce consumers going 

to Wal-Mart or similar chains
- Focus on faster check-out and employee 

satisfaction
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Sector Trends, Focus & Concerns DG Action 

- Thinning margins combined with heavy 
borrowing create greater fears of instability as 
rates rise (especially traditional retail). 

- Alarming growth of e-commerce rendering 
more traditional retail models obsolete. 

- Omnichannel strategies costly, no clear winning 
Strategies

- Struggle for superior, frictionless Customer 
experience 

- Increase in minimum wage, especially for 
discount retail. 



Variant Perception
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Variant Perception 1: Food Price Deflation 

Street’s View
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● Investors are worried about the food price deflation 
that has occurred over the last few years fearing that it 
will depress margins and limit future growth.

● They feel this will prevent DG from growing in the 
grocery industry. 

Our View
● This is largely cyclical and primarily caused by new 

entries.
● Falling grocery prices has actually been beneficial to 

DG. The lower prices are pushing more people into the 
stores and freeing them up to spend more on the 
higher margin goods that make up the majority of 
operating income.

● Most Dollar General stores are isolated from this risk 
as 70% are in rural locations with 20,000 people or less 
with few if any competitors which means most of its 
locations are free from price deflation.  



Variant Perception 2: SNAP 

Street’s View
● SNAP can only be used to buy food, which is 

one of the lowest margin segments of DG’s 
business and represents a small amount of 
revenue. A cut in SNAP does not affect the 
profitability of DG’s other products.

● Moreover, no matter what people still have to 
buy groceries and DG has the cheapest prices, 
so even if people have less money to spend 
they will still have to spend. It also possible 
that cuts in SNAP could push consumers who 
are shopping at more expensive places like 
Wal-Mart or Smart & Final to move down to 
Dollar General to save money. 

 

Our View
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● Investors are also worried that recent 
reductions in SNAP (Supplemental Nutrition 
Assistance Program) and possible future ones 
will severely reduce Dollar General’s base 
customers’ ability to spend. 



Variant Perception 3: Amazon

Street’s View
● As mentioned above Dollar General’s prices 

are far better than any e-commerce site (with 
Dollar General being 39% cheaper). 

● These lower prices are ultimately what protects 
Dollar General. The average household who 
shops there makes around $45,000 per year 
and every dollar for them does matter. 

 

Our View
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● Investors are once again worried about the end 
of the retail. 

● Many fear that e-commerce giants like Amazon 
and Wal-Mart’s Jet.com are going to end the 
brick and mortar discount store. 



Valuation Assumptions
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Revenue Growth Assumptions

Base Case

● We discount management's guidance on store 
growth by 5% leading to 950 new stores 
opening this year and 1000 each year for the 
next 4 years

● We increased same store growth at a rate 
consistent with industry growth expectations 

No Growth Case

Bear Case
● We  used the same projections for stores as the 

base case
● For comparable store growth we used the same 

rate that DG experienced during the Great 
Recession

Bull Case
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● We discount management's new store count 
by 20% causing 800 new stores to be owned 
each year

● We assume that DG has its first ever year of 
negative same store sales and that it declines 
by 1% per year

● We assumed that the number of stores built 
would be the same rate as the previous year

● We assume same store growth is 0%, which 
would be the lowest it has ever been



Income Statement Assumptions

Base Case
● We used the 3 year average for COGs as a 

percent of revenue
● We assume that SG&A cost will decline 

gradually decline as Dollar Express synergies 
are realized and economies of scale are 
realized.

No Growth Case

Bear Case
● We assume that COGs decline steadily as DG 

uses its growing store base to negotiate lower 
prices with suppliers 

● We assume SG&A cost decline more rapidly 
due to the expansion of online sales

Bull Case
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● We assume that COGs grows as a larger 
percent of revenue as price competition 
lowers price but not cost

● We project SG&A will grow with higher 
labor cost due to a higher minimum wage 

● We keep both COGs and SG&A constant



Multiple Assumptions

Base Case

● We kept multiples constant which are currently 
below their 5 year average

No Growth Case

Bear Case
● We set the multiples at their 5 year average, 

which are 15% lower than its comparable 
average

Bull Case

25

● We set the multiples at the lowest levels in 
DG trading history

● Same as the Base Case



Risk Factors
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New lease accounting rules

Customer-specific risks Economic Upturn/Downturn
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Customers are 
● largely recipients of social benefits - food stamp 

participation under the Supplemental Nutrition 
Assistance Program is down 8.4% on a two-year 
comparison.

● among the first ones hurt by an economic 
downturn;

● among the last ones to feel the improvement;
●  negatively affected by any economic uncertainty.

Macroeconomic Risks

● Unemployment rate increase - less purchasing 
power to customers;

● Fuel price growth, healthcare cost growth, rent 
and housing cost growth all adversely impact 
the business as they constitute large portion of 
core customer’s budget;

● As interest rates increase, customers on social 
security may benefit from increase in income.

● Effective Jan, 2019 and applicable to ALL operating 
leases;

● Impact lease-heavy industries, including retail;
● Op.lease become accounted under Assets;
● Growth in liabilities on the B.S. will make DG look 

less appealing and financially weaker.
Ex. from UBS Global Research 06/16/2017

Ticker Debt/Capital *Debt/Capital

WFM 24.6% 71.7%

BBY 22.5% 46.4%

DG (Est.) 24.6%



Wealth effect

Expansion Online competition risk
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● How many more stores can be opened till the 
dollar retail market becomes saturated?

● In 10K, DG mentioned expansion to 
North-East, Amsterdam, NY, which might be 
area with lower concentration of DG core 
customers.

Company Specific Risks

● If the economy improves, people begin 
perceiving themselves as wealthy, DG market 
share might fall.

● >50% transactions in cash, only 10-15% on 
credit;

● Customers committed to shop in stores even 
though DG has online options;

● DG launched a test: customers use mobile 
phone ahead of time to check out - results 
pending.
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Model - Assumptions
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Model - Revenue Build



34

Model - Income Statement
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Model - Comparable Valuation
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Model - DCF Valuation


