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Strong Buy

Dollar General (DG)  Robert F. Ohmes (New York) – July 7, 2000

52–Wk Shs Out EPS EPS EPS 5-Yr Est
Price Rng Div Yld (MM) 99A 2000E P/E 2001E P/E Growth

$19 $26–15 $0.12 0.5% 328.6 $0.65 $0.75 25.3 $0.95 19.9 20%

Target Price: $26 Market Cap: $6.2B

Fiscal year ends in January of following calendar year. Data reflect a 5-
for-4 stock split as of May 25, 2000.

Company Description

Dollar General is a leading discount retailer of general
merchandise. The company’s stores offer a focused
assortment of consumable basic merchandise, including
health and beauty aids, packaged-food products, cleaning
supplies, housewares, stationery, seasonal goods, non-
fashion apparel, and domestics. Dollar General operates
more than 4,100 small (6,000 to 10,000 square feet) stores
located in 24 U.S. states, primarily in the Midwest and
Southeast.

Valuation

We rate DG Strong Buy. Our price target of $26 assumes
DG will trade at 27 times our fiscal 2001 estimated EPS of
$0.95 and is supported by our discounted free cash flow
analysis using an 8% equity cost of capital and conservative
7.5 multiple on estimated terminal value EBITDA in fiscal
2008.

Key Investment Positives

• A compelling long-term growth story. We continue to
view DG as one of the best long-term growth stories in
retailing, given the company's highly respected low-income
consumer niche retail franchise, powerful store economic
returns, substantial store growth opportunities, improving
consumable basics assortment, and long-term outlook for
20% EPS growth.  Our confidence in the sustainability of
this powerful run rate is due to our expectation of 5%
average annual same-store sales gains over the long term
and DG's commitment to 14-15% annual store growth into
the foreseeable future. We also believe DG's long-term
outlook will continue to benefit from the rising importance
of its conveniently located general merchandise stores  as
mainstream discounters continue to open larger supercenters
that are further away from the center of rural areas.

• Positioning store base for sustainable growth. In May,
DG began the process of resetting its entire store base into a
new merchandising layout that includes wider aisles, a
closeout department, and shelf labels for a new scanning
system for improved merchandise re-orders.  Along with the
resets, DG also planned the introduction of 600 new
consumable items to the assortment and the elimination of
roughly 700 stock-keeping-units, including about 350 slow
moving apparel items.

• Substantial store growth opportunities. We view Dollar
General as a mature company operating in an
underdeveloped retail niche that offers enormous market
share and store growth opportunities. If Dollar General
compounds the growth of its store base by 14-15% annually
over the next 10 years (as we expect), we believe the
company will still be operating less than 13,000 stores in
2008 compared with our estimated 30,000-store opportunity
for deep-discount retailers in the United States.

• Earnings growth expected in the long term. Over the
next five years, we forecast 20% growth in sales, driven by
a sustained 14-15% annual rate of growth in square footage
and 5% average annual comparable-store sales gains. Given
Dollar General’s lack of financial leverage and our
assumption of a modestly rising number of out standing
shares, the company’s operating income dollars should
flowthrough to the bottom line, with EPS forecast to grow at
a 20% compound annual rate over the next five years.

Dollar General
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Key Investment Risks

• Family Dollar remains Dollar General’s largest and
most important competitor. We estimate Dollar General
overlaps with Family Dollar in 60% to 70% of its market.
Still, given the large market size potential and the fact that
Dollar General stores located within three miles of a Family
Dollar store generate above-chain average sales
productivity, we believe there is more than enough room for
both players to continue to succeed.

• Timing of re-stocking new items. The process of
resetting the stores has had an adverse impact on sales at the
small (6,500-10,000 square feet) stores that typically
operated with just 4-5 employees per store.  The issue is
out-of-stocks; apparently DG store managers have been
delaying re-orders during the reset process as they develop a
sense of sell-thru rates on the 600 newly introduced items.
As a result, DG's recent same-store sales turned negative in

May and were down 4.7% in June. Also, this creates some
difficulty in our ability to predict how quickly the stores will
be fully re-stocked with new items.

• Risk associated with accelerated expansion of
distribution centers. Dollar General’s small-box, user-
friendly, value offering has created strong customer
response in its market niche. However, the company has not
caught up yet on distribution and does not have significant
experience with rapidly expanding a distribution
infrastructure.

• Declining gross margin. We believe gross margin
pressures will be an issue throughout fiscal 2000 as lower-
margin consumable basics continue to rise as a percentage
of the sales mix and expect that expense pressures
associated with higher store rents and infrastructure
investments will magnify the need for 5%+ comps to reach
earnings expectations.
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Morgan Stanley & Co. Incorporated, Dean Witter Reynolds Inc. and/or their affiliates make a market in the securities of Dollar General.

Morgan Stanley & Co. Incorporated, Dean Witter Reynolds Inc. and/or their affiliates or their employees have or may have a long or short position or
holding in the securities, options on securities, or other related investments of issuers mentioned herein.

The investments discussed or recommended in this report may be unsuitable for investors depending on their specific investment objectives and financial
position.  Where an investment is denominated in a currency other than the investor’s currency, changes in rates of exchange may have an adverse effect on
the value, price of, or income derived from the investment.  Past performance is not necessarily a guide to future performance.  Income from investments
may fluctuate.  The price or value of the investments to which this report relates, either directly or indirectly, may fall or rise against the interest of investors.

To our readers in the United Kingdom: This publication has been issued by Morgan Stanley & Co. Incorporated and approved by Morgan Stanley & Co.
International Ltd., regulated by the Securities and Futures Authority.  Morgan Stanley & Co. International Limited and/or its affiliates may be providing or
may have provided significant advice or investment services, including investment banking services, for any company mentioned in this report.  The
investments discussed or recommended in this report may be unsuitable for investors depending on their specific investment objectives and financial
position.  Private investors should obtain the advice of their Morgan Stanley & Co. International Limited representative about the investments concerned.

To our readers in Spain: AB Asesores Bursatiles Bolsa SVB, S.A., a Morgan Stanley Dean Witter group company, supervised by the Spanish Securities
Markets Commission (CNMV), hereby states that this document has been written and distributed in accordance with the rules of conduct applicable to
financial research as established under Spanish regulations.

To our readers in Australia: This publication has been issued by Morgan Stanley Dean Witter but is being distributed in Australia by Morgan Stanley Dean
Witter Australia Limited A.C.N. 003 734 576, a licensed dealer, which accepts responsibility for its contents.  Any person receiving this report and wishing
to effect transactions in any security discussed in it may wish to do so with an authorized representative of Morgan Stanley Dean Witter Australia Limited.

To our readers in Canada: This publication has been prepared by Morgan Stanley Dean Witter and is being made available in certain provinces of Canada by
Morgan Stanley Canada Limited.  Morgan Stanley Canada Limited has approved of, and has agreed to take responsibility for, the contents of this
information in Canada.

This publication is disseminated in Japan by Morgan Stanley Dean Witter Japan Limited and in Singapore by Morgan Stanley Dean Witter Asia (Singapore)
Pte.

Additional information on recommended securities is available on request.
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