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COMPANY BACKGROUND:


Dollar General Corporation operates a chain of about 5,890 self-service discount stores, located primarily

In rural areas in the South, East, and Midwest.  Stores, all leased, average 6,700 sq. ft. and are located in 27 states. Sales mix: Highly Consumable, 58%; Hardware & Seasonal, 17%; Basic Clothing, 11%; Home Products, 14% .  Most merchandise is priced between $1 and $5.  Keeping overhead low, using everyday low pricing, and simple price points (even dollar or multiples of even dollars) have made this business successful. These stores carry over 1300 items of $1 every day.  The core customer focus is lower and lower middle income, income $30,000 or less.  One-third of their customers earn $20,000 or less.  National as well as private labels are sold. These neighborhood stores serve a trade area no larger than 3-5 miles from the store, and 230 miles or less from the distribution center.

Locations are focused on populations of 20,000 or less.  The company has over 50,000 employees and operates seven distribution centers.   Dollar General opened its first store in 1955 and became a public company in 1968.

One of the fastest growing retailers in the country, Dollar General operates more general merchandise stores than

any other retailer.  It also operates more company-owned stores than any other US company. 

 Di rect competitors are: Family Dollar, Dollar Tree, Freds, CVS, Rite Aid, Walgreens, Eckerds, Wal-Mart, and K-Mart.

FINANCIAL HIGHLIGHTS:

Net income increased 32.9% over fiscal 2000.

During fiscal 2001, total sales increase was 17.0% and same store sales increased 7.3%.

In fiscal 2002 2ndquarter, comparable store sales grew 9.6%. Quarterly and annual share estimates were raised $0.02 and $0.05, respectively.

Dollar General opened 602 stores in 2001.

Advertising costs 0.2% to sales ratio. Word-of-mouth advertising by excited customers works extremely well.

For the year ended February 1,2002, Dollar General generated $497 million in earnings before interest, taxes,

depreciation and amortization, and earned net income of $207.5 million

Sixteen stock splits have occurred from 1972-2000.   Three 2 for 1, one 6 for 5 and twelve  5 for 4. 

Dollar General is a Fortune 500 company.

NEWS:

October 10,2002:  Dollar General Sept. same-store sales rise 5%.

October 2, 2002:   Wachovia Sec downgrades DG to Hold. (See Litigation)

September 27, 2002:  Dollar General celebrates the grand opening of its 6,000th store in Bowling Green, KY.

September 16, 2002:  Dollar General completes $450 million credit facility



       Dollar General initiates CEO search.

April 10, 2002: Dollar General responds to Moody’s Investors Service’s downgrade from Ba1 to Ba2.


            “Based on the strength of our recent financial performance and our solid cash flow,


              we believe this downgrade by Moody’s does not reflect the underlying strength


              of the Dollar General business model.  We expect continued earnings growth in fiscal 2002.”

April, 2002:  A new distribution center opened in Zanesville OH. To serve approximately 770 stores.

Fiscal 2001:  New satellite technology, new registers, UPC inventories, a B2B website creation, and


        implementation of a process to sell excess and aged inventory and improve inventory turn.,


        closed the two major gaps in Dollar General’s performance.

MANAGEMENT:

Chairman and CEO—Cal Turner, Jr., age 62


Chairman since 1989; CEO since 1977.  An employee since 1965.


Grandson & son of Dollar General’s founders. (1939)

Vice President, General Counsel & Corporate Secretary—Susan Lanigan, age 40


Appointed July 30, 2002.  Held same position at Zale Corporation for 6 years. 


The Board of Directors consists of 12 members.


Officers and directors own 15.4% of common shares.


Capital Research and Management owns 9.0% of common shares; Wellington Management, 8.1%.


Incorporated: KY.


Independent Auditors-Ernst & Young LLP, ending January 31, 2003.

Misc:

Dollar General is heavily involved in supporting literacy initiatives throughout its 27 state operating region.

In September 1987, the company launched a plan to give functionally illiterate and under-educated adults information regarding GED and Learn to read programs available in their area.  More than 50,000 people have been

served to date.  Launched in 1993, Learning Center Programs have returned 1,200 people from welfare to work.

Value Line picked Dollar General as Stock of the Week on October 25, 2002.  

LITIGATION:

On April 30, 2001, Dollar General announced that it had become aware of certain accounting issues that would cause it to restate its audited financial statements for fiscal years 1998 and 1999, and to restate the unaudited financial information for fiscal year 2000. By means of its Form 10-K for fiscal year ended February 2, 2001, the restated information was filed on January 14, 2002

Following this announcement , more than 20 purported class action lawsuits were filed against the Company and certain current and former officers and directors of the Company. These lawsuits were consolidated into a 

single action pending in the TN. District Court .On January 3, 2002, the Company reached a settlement agreement to which the Company agreed to pay  $162 million  in settlement for the class action plaintiffs claims.  Implementation of certain enhancements to its corporate governance and internal control procedures was also agreed upon.  Court approval occurred on May 24, 2002

In addition, six purported shareholder derivative lawsuits have been filed in TN. State Court against certain

current and former Company directors and officers and Deloitte & Touche LLP, the Company’s former 

independent accountant. Two purported shareholder derivative lawsuits also have been filed and consolidated

in the TN. District Court.  Pending the final resolution of the cases and any further appeals, $31.5 million of proceeds of the Company’s director and officer insurance policies are being held in escrow.  

The SEC is conducting an investigation into the circumstances that gave rise to the Company’s April 30, 2001 announcement.  At this time, the Company is unable to predict the outcome of this investigation and the ultimate effects on the Company.

OUTLOOK:

The growth potential for new stores without acquisition is 16%.  Located primarily in rented space makes store growth low risk and more profitable.

Small store convenience and everyday low price is underserved by retailing and thus has exceptional growth opportunities.

Dollar General’s strategy—a customer-driven distributor of consumable basics with uncommon sense; good people committed to simplicity, courageous development and tough expense control, is one of the most dynamic growth strategies in retailing.

Defined by  the  Company’s values,  Dollar General’s culture makes  it more willing to take on change which may cause short-term glitches, yet positions long-term profitable growth.

COMPETITION:

Information gathered from the Stock Comparison Guide:

	
	10-year
	5-year
	10-year
	Debt/
	Signature
	Relative
	Upside
	Total 

	
	Sales
	PTP
	EPS
	Capital
	P/E
	Value
	Potential
	Return

	BJ's Wholesale
	13.4%
	4.1%
	23.0%
	2.0%
	19.6
	49.0
	(18:1)
	14.9%

	Costco
	10.7%
	3.0%
	16.1%
	20.0%
	27.1
	90.8
	(1:1)
	9.3%

	Dollar General
	21.8%
	7.9%
	22.1%
	33.0%
	30.6
	63.1
	6.9:1
	5.2%

	Family Dollar
	13.7%
	7.7%
	15.2%
	0.0%
	22.1
	111.3
	2.6:1
	8.5%

	Fred's
	12.4%
	2.8%
	9.0%
	3.0%
	20.1
	156.2
	1.5:1
	7.3%

	Kohl's
	24.2%
	9.2%
	31.0%
	28.0%
	41.6
	86.5
	2.0:1
	13.0%

	Target
	9.5%
	5.3%
	20.0%
	59.0%
	22.0
	77.3
	4.0:1
	12.0%

	Wal-Mart
	15.9%
	5.1%
	15.5%
	40.0%
	33.5
	100.0
	1.6:1
	11.6%


Information gathered from Value Line:

	
	Insider
	5-year
	Proj.
	2001
	Buying
	Fin. Str.
	Earnings

	
	Ownership
	St Growth
	St. Growth
	Net Margin 
	Shares?
	Rating
	Predict. Rating

	BJ's Wholesale
	2.4%
	60.0%
	58.0%
	2.7%
	Y
	A+
	90

	Costco
	2.6%
	45.0%
	41.0%
	1.7%
	N
	B++
	90

	Dollar General
	15.4%
	103.0%
	57.0%
	4.2%
	N
	B++
	80

	Family Dollar
	9.4%
	60.0%
	59.0%
	5.1%
	N
	A+
	90

	Fred's
	15.3%
	66.0%
	98.0%
	2.1%
	N
	B++
	50

	Kohl's
	13.3%
	157.0%
	116.0%
	6.6%
	N
	A+
	100

	Target
	1.3%
	25.0%
	29.0%
	3.5%
	N
	A+
	80

	Wal-Mart
	38.9%
	44.0%
	49.0%
	3.0%
	Y
	A++
	90


JUDGMENTS:

     Historical Sales Growth:  21.8%

     Estimated Future Sales Growth:  15.0 capped

     Historical Earnings Per Share Growth:  22.1%

     Estimated Future Earnings Per Share Growth:  15.0% capped

     % Pre-tax Profit on Sales average for last 5 years:  7.9, trend Down

     % Earned on Equity, average for last 5 years: 21.4, trend Even

     Average High P/E, next five years:  30
     Average Low P/E, next five years:  15.7
     Up-Side Down-Side Ratio: 6.3 to 1

     Compound Ann Rate of Ret:  28.2%

     Present Price  $14.70 is in the Buy range.  

I’m going to recommend that we pass for now.  This stock has legal problems, old inventory

And unproven new directorship.

