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Following the opening of its first store in 1955,
Dollar General has become the largest discount
retailerin the United States by number of stores -
now operating more than 20 000 small-box outlets.
Its unique proposition at the outset was to sell all
products for $1 or less. Today, most of Dollar General’s
products sell for less than $10, with approximately
17% still selling for $1 or lower, indicating that the
original proposition continues to resonate with
customers 70 years on.




Dollar General - at a discount

We discuss the low-cost business model that underpins
Dollar General’s low-price offering, recent challenges faced by
the business and the path to improved financial performance.

Low-cost model, premium returns

Dollar General stores offer convenience and value to customers,
providing a focused selection of national and private-label
brands across a variety of categories. The main customer
segment is the lower income individual or family, with an
annual household income between $35 000 and $40 000.
These customers prioritise affordability and consistently find
this at Dollar General, thanks to their low-cost business model.
The key components of this model include: low-cost store
locations, large scale, narrow product breadth and low employee
headcount per store.

Decentralised store locations and large scale

Dollar General’s smaller format stores are primarily situated in
rural towns across the US. The abundance of such towns has
provided scope for Dollar General to rapidly expand - doubling
its store count over the last 12 years (charted below). This store
footprint contrasts with that of large format US retailers, such
as Walmart and Kroger, that have a much smaller presence

in rural areas. Their disproportionately large store sizes and
product breadth work less well where catchment areas are

Store base and sales efficiency

smaller. Dollar General therefore faces lower competition in
these decentralised, underserved areas with small communities
seeking convenient local stores.

Although Dollar General does compete with independent,
family-owned grocery stores, it maintains a cost advantage due
to its large scale and bargaining power with suppliers. With the
material increase in new stores, the business has continued to
grow sales per square foot, as shown below. This is clear
evidence of their success in identifying underserved areas
where they can compete effectively.

Focused product range

Dollar General stores stock between 11 000 and 12 000 unique
products, most of which are national brands from leading
manufacturers, and some are private-label products.
Approximately 80% of its stock is consumables including
packaged food, fresh produce, snacks, and health and beauty
products (chart on following page). The remaining stock
categories include seasonal products (ie toys and holiday
items), homeware (ie kitchen appliances, bedroom and
bathroom soft goods) and apparel.

Only a few variations of each product are stocked, which,
together with the scale from their high store count, ensures
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higher volumes with suppliers and therefore strong bargaining
power and ultimately better pricing.

Low operating costs

Rent and labour are the main operating costs for Dollar General.
Yet, rental costs in rural towns are lower than those in suburban
and urban areas, and labour costs are also low as each store
typically has only two or three employees on duty per shift -
fulfilling checkout, packing, customer queries and other
responsibilities. This structurally low-cost business model, the
results of which are evidenced on the next page, supports low
product prices. Growth of this high volume, low-cost model,
together with careful cost management, has contributed to
sustained profit growth and high shareholder returns.

Recent underperformance

Dollar General’s performance deteriorated in the 2024
financial year. Over this period, its core low-income consumer
segment has struggled with high inflation that has eroded
discretionary incomes. Consumers are tending to buy fewer
products per store visit and fewer non-consumables, which
typically carry higher price points and gross margins. This has
resulted in lower sales growth and contributed to a large
decline in gross margin.
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Additionally, lower than expected sales volumes indicate that
warehouses have been overstocked. This has led to inefficiencies
in the supply chain and delays in sorting, stock-picking and
delivery to stores. The resulting deterioration in on-shelf product
availability has further contributed to lower sales growth.

To alleviate warehouse overstocking, Dollar General had to
lease 12 additional temporary storage facilities, incurring
significantly higher rental and labour costs. Furthermore, to
reduce this excess level of stock, the business has had to
temporarily discount prices, which has reduced revenue
generated per product sold and overall gross margins. A
combination of lower consumer discretionary income and
heightened in-store stock levels has also given rise to a
drastic increase in theft, adversely effecting profitability for
the business.

Recovery and prospects

An improving consumer environment in the US from real wage
growth, as inflation is softer, is expected to lead to better sales
volumes for Dollar General in the coming year. In addition,
increased discretionary incomes should result in the reversal of
the negative sales mix experience of late, with a greater
proportion of higher-value, non-consumable products
translating into increased gross margins.
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Management has also embarked on a recently announced
Back-to-Basics strategy, which incorporates three key pillars
with the following respective objectives:

o Stores: A higher staff headcount in stores, together with
the training required to execute perpetual inventory
management, is expected to reduce inventory offloading and
packing times, supporting better on-shelf product availability
and overall store cleanliness. The aim is higher sales.
Moreover, management is removing self-checkout counters
to mitigate theft and improve customer engagement and
in-store experience. Considerable store growth opportunity
has been identified and management estimate that they
could open up to 12 000 stores over the long term, seeking to
win market share while further strengthening scale and
bargaining power.

o Supply chain: After stock volume is optimised, following their
marked-down stock clearance, there should be a higher
proportion of full price sales realised - increasing overall
revenue and gross margin. The consequent closure of
temporary warehousing will achieve cost savings on rental,

Dollar General profitability

labour and transport. In addition, the consolidation of stock
into fewer warehouses, along with additional investment in
warehouse automation for more efficient stock sorting and
picking, is expected to support on-time and in-full delivery of
orders to stores.

o Merchandising: A reduction of approximately 1 000 of the
unique products on offer, plus consequent adjustments to
store plans, should sharpen the focus of Dollar General’s
product offering —honing in on products that resonate with
customers. This is anticipated to lead to higher sales per
square foot of retail space.

Despite Dollar General encountering a period of lower
profitability, the structural characteristics and economic
advantages of its business model remain. Management has
proven their ability to manage costs and expand store numbers,
thereby achieving market share gains. We believe the current
challenges are transitory and that the business has favourable
future earnings growth prospects, from which our clients are
positioned to benefit.
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Camissa Asset Management (Pty) Limited

Fifth Floor MontClare Place
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Footnote: LAnnualised (ie the average annual return over the given time period); 2TER (total expense ratio) = % of average NAV of portfolio incurred as charges, levies and fees in the
management of the portfolio for rolling one and three-year periods to 31 December 2024. 3Transaction costs (TC) are unavoidable costs incurred in administering the financial products
offered by Camissa Collective Investments and impact financial product returns. It should not be considered in isolation as returns may be impacted by many other factors over time
including market returns, the type of financial product, the investment decisions of the investment manager and the TER. This is also calculated on rolling one and three-year periods
to 31 December 2024. 4Source: Morningstar; net of all costs incurred within the fund and measured using NAV prices with income distributions reinvested; >Source: Camissa Asset
Management; gross of management fees; ®Median return of Alexander Forbes SA Manager Watch: BIV Survey; 7Median return of Alexander Forbes Global Large Manager Watch.

Disclaimer: The Camissa unit trust fund range is offered by Camissa Collective Investments (RF) Limited (Camissa), registration number 2010/009289/06. Camissa is a member of the
Association for Savings and Investment SA (ASISA) and is a registered management company in terms of the Collective Investment Schemes Control Act, No 45 of 2002. Camissa is a
subsidiary of Camissa Asset Management (Pty) Limited [a licensed financial services provider (FSP No. 784)], the investment manager of the unit trust funds.

Unit trusts are generally medium to long-term investments. The value of units will fluctuate and past performance should not be used as a guide for future performance. Camissa does not
provide any guarantee either with respect to the capital or the return of the portfolio(s). Foreign securities may be included in the portfolio(s) and may result in potential constraints on
liquidity and the repatriation of funds. In addition, macroeconomic, political, foreign exchange, tax and settlement risks may apply. However, our robust investment process takes these
factors into account. Unit trusts are traded at ruling prices and can engage in scrip lending and borrowing. Exchange rate movements, where applicable, may affect the value of underlying
investments. Different classes of units may apply and are subject to different fees and charges. A schedule of the maximum fees, charges and commissions is available upon request.
Commission and incentives may be paid, and if so, would be included in the overall costs. All funds are valued and priced at 15:00 each business day and at 17:00 on the last business day
of the month. Forward pricing is used. The deadline for receiving instructions is 14:00 each business day in order to ensure same day value. Prices are published daily on our website.

Performance is based on a lump sum investment into the relevant portfolio(s) and is measured using Net Asset Value (NAV) prices with income distributions reinvested. NAV refers to the
value of the fund’s assets less the value of its liabilities, divided by the number of units in issue. Figures are quoted after the deduction of all costs incurred within the fund. Individual
investor performance may differ as a result of initial fees, the actual investment date, the date of reinvestment and dividend withholding tax. Camissa may close a portfolio to new investors
in order to manage it more effectively in accordance with its mandate. Please refer to the relevant fund fact sheets for more information on the funds by visiting www.camissa-am.com.

Camissa takes no responsibility for any information contained herein or attached hereto unless such information is issued under the signature of an FSCA-approved representative or key
individual (as these terms are defined in FAIS) and is strictly related to the business of Camissa. Such information is not intended to nor does it constitute financial, tax, legal, investment or
other advice, including but not limited to ‘advice’ as that term is defined in FAIS. Camissa does not guarantee the suitability or potential value of any information found in this communication.
The user of this communication should consult with a qualified financial advisor before relying on any information found herein and before making any decision or taking any action in
reliance thereon. This communication contains proprietary and confidential information, some or all of which may be legally privileged. It is for the intended recipient only. If an error of any
kind has misdirected this communication, please notify the author by replying to this communication and then deleting the same. If you are not the intended recipient you must not use,
disclose, distribute, copy, print or rely on this communication. Camissa is not liable for any variation effected to this communication or any attachment hereto unless such variation has been
approved in writing by an FSCA-approved representative or key individual of Camissa.



