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Intrinsic Value: $125.86 
Executive Summary 

Inching towards the end of a late expansionary cycle suggests that within the next few years 
we will likely enter a recession. In order to defend against a recession, we suggest investing 
in Dollar General because of the positive correlation it has between high unemployment and 
demand for low cost products. The potential upside of Dollar General’s intrinsic value is 
10.32% on a forecast that revenue’s growth rate will increase during a recession. 

 
Company Overview 

Dollar General is a discount retailer, with more than 14,000 stores located in 44 states. Store 
locations are focused in the Southern, Southwestern, Midwestern, and Eastern United States. 
75% of stores are located in towns with populations less than 20,000 people and cater to the 
low-income communities. Dollar General carries a merchandise mix of apparel, consumables, 
seasonal and home products. Some examples of products sold in the store are everyday 
household items; such as food, health, and cleaning products. Dollar General offers national 
brands and their own private brand priced at $10 or less.  
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Industry Outlook 
The dollar and variety store industry is transitioning from the growth stage to the beginning stages of 
maturity in its life cycle. Over the past five years, the industry has grown at a slow rate. Since the 
economy has been improving, the industry is anticipating that consumers will shop elsewhere. Thus, 
the revenue growth for the five years is less than 2%. However, the poverty rate is positively 
correlated to the demand of lower cost products, as unemployment rises, the demand for lower cost 
products raise. Dollar stores are beginning to consolidate in order to grow their market shares and to 
compete with stores such as Walmart, Costco, or Target.  
 

                  

Catalyst 1: The main revenue driver for Dollar General is the consumables segment. In 2017, 
consumables accounted for 76.92% of the total net sales. Seasonal is the next closest, at 12.09%. 
While home products and apparel are similar in segment ratio at 5.97% and 5.02%, respectively. 
From 2016 to 2017, consumables grew 7.5%. Consumables are on average the lowest gross profit 
margin, while seasonal and home segments are on average the highest profit margin.  
 

  
 
Catalyst 2: Dollar General’s owns a market share of 34.8% and they are gaining on Dollar Tree’s 
market share of 40.2%. Dollar General is closing the gap through store relocations, remodeling, and 
opening new stores. Over the past three years, the average store growth rate is 7.24%. Stores are on 
average 7,400 square feet of selling space, thus creating low operating costs and low maintenance 
capital. Moreover, the stores are generally no-frills buildings. In 2017, 764 stores were relocated and 
remodeled, while 1,315 new stores opened. The plan for 2018 is to open 900 new stores, remodel 
1,000 developed stores, and relocate 100 stores. 
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Investment Thesis 

Dollar General offers strong value in this economic environment which makes for an attractive buying 
opportunity. Dollar General is one of the biggest Dollar Variety stores in the United States controlling 
34.8% of the market share. Over the past 10 years, revenues have been averaging a growth rate of 
6.9% through opening up stores in new and existing markets. In 2018 they plan on opening 900 new 
and relocating 100 stores. Consumables which accounts for 77% of revenue, grew by 7.5% in 2017. 
 
Valuation, Recommendation, & Risks 

 
Risk 1 Supply Chain: Dollar General heavily relies on its suppliers to produce products at low costs. 
If their suppliers were to fail to deliver the product due to financial constraints, or trade barriers, Dollar 
General’s sales would fall due to being out-of-stock on products which will decrease sales.  
Mitigation: If a supplier fails, they can get alternatives from another supplier, but they risk bearing 
increasing costs and potentially fail to deliver from the alternative supplier 
 
Risk 2 Trade War: The biggest Risk factor would be a trade war which could significantly increase 
the costs of the products being sold. A significant percentage of the company’s products comes from 
over different countries. Tariffs on those products would be transferred to the consumer in which case 
demand may fall.  
Mitigation: Although a trade war would bring up the prices, all retail stores would be affected, in the 
grand scheme of things, Dollar General would still have lower prices than traditional retail stores.  

• A discounted cash flow model was used to find 
the intrinsic value of Dollar General. 

• To find the present value of the free cash flows, a 
projection of five years was used.  

• A terminal growth rate of 3% was used to find the 
present value of growing perpetuity 

• Cost of Equity of 8.59% was found by using 
CAPM. 

• An assumption in the model is the revenue would 
steadily slow and increase during an economic 
downturn. 

• Intrinsic value is $125.86, which has a potential 
upside of 10.32%. 
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 Disclosure

This report is provided for information only and is not an offer or a solicitation to deal in securities or to 
enter into any legal relations, nor an advice or a recommendation with respect to such securities. This 
report is prepared for general circulation. It does not have regard to the specific investment objectives, 
financial situation and the particular needs of any recipient hereof. You should independently evaluate 
particular investments and consult an independent financial adviser before dealing in any securities 
mentioned in this report.  

The information or views in the report (“Information”) has been obtained or derived from sources 
believed by SMIF to be reliable. However, SMIF makes no representation as to the accuracy or 
completeness of such sources or the Information and SMIF accepts no liability whatsoever for any loss 
or damage arising from the use of or reliance on the Information.  SMIF and its connected persons may 
have issued other reports expressing views different from the Information and all views expressed in all 
reports of SMIF and its connected persons are subject to change without notice. SMIF reserves the right 
to act upon or use the Information at any time, including before its publication herein.   

Except as otherwise indicated below, (1) SMIF, its connected persons and its officers and 
representatives may, to the extent permitted by law, transact with, perform or provide broking, 
underwriting, corporate finance-related or other services for or solicit business from, the subject 
corporation(s) referred to in this report; (2) SMIF, its connected persons and its officers and 
representatives may also, to the extent permitted by law, transact with, perform or provide broking or 
other services for or solicit business from, other persons in respect of dealings in the securities referred 
to in this report or other investments related thereto; and (3) the officers, employees and representatives 
of SMIF may also serve on the board of directors. (All of the foregoing is hereafter referred to as the 
“Subject Business”.)  

However, as of the date of this report, neither SMIF nor its representative(s) who produced this report 
(each a “research analyst”), has any proprietary position or material interest in, and SMIF does not 
make any market in, the securities which are recommended in this report.  

Each research analyst of SMIF who produced this report hereby certifies that (1) the views expressed in 
this report accurately reflect his/her personal views about all of the subject corporation(s) and securities 
in this report; (2) the report was produced independently by him/her/them; (3) he/she/they does not 
carry out, whether for himself/herself/their self or on behalf of SMIF or any other person, any of the 
Subject Business involving any of the subject corporation(s) or securities referred to in this report; and 
(4) he/she/they has not received and will not receive any compensation that is directly or indirectly 
related or linked to the recommendations or views expressed in this report or to any sales, trading, 
dealing or corporate finance advisory services or transaction in respect of the securities in this report.  
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Appendix 
Please post your financial statements analyses as well as your DCF model here so that we may see your work. 

Include any additional graphs/charts/tables you think can add to your argument. E.g. Correlation matrix, economic data, 
etc. 
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