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Introduction

“...early discounters limited their attention tatgiand suburban markets, a strategy that reflethed
concern with generating a high sales volume andd&wrnover of stock. According to the Census g
of 1960, however, nearly 40 percent of America’sytation still lived on farms and in small townsdan
cities fewer than 25,000 people. As a consequaiocee retailers began to view rural America as &
promising market for discount merchandisintg.”

=

Sam Walton had a dream that he could change tbe for rural dwellers by offering a one-stop-shoppi
location, with low prices and a friendly staff. Mgeeople thought he was crazy. Walton proved them
wrong. Walton and his business model provided thegsint for a retail empire. But, Wal-Mart’s grdwt
while fascinating for business school studentthesbane of many local communities. These largesto
often drive out locally owned businesses, move mlerseas, and pollute the environment. Despite eve
increasing opposition to its expansion, Wal-Marttawues to seek an aggressive supercenter plan.

From its humble beginnings in Northwest Arkansas)-Wart built its stores using the diffusion péth.
This model involves building stores from a centoahtion, in this case Rogers, Arkansas, and gthdua
expanding its radius over tinfeAt least in its early development, Wal-Mart sougghawvoid large urban
centers. Author Thomas J. Holmesopfessor of economics at the University of Minnaseommented
about the strategy:

“...Wal-Mart started with its first store near Bamtville, Ark., in 1962. The diffusion of store ojpgs
radiating out from this point was very gradual. Atk diffusion didn't just occur in one directidmyt
spread out in all directions, with the same meaduteliberation. Imagine a slowly blooming flower,ao
pebble dropped in a pond, with the waves movingsicthe water in slow motiofi.”

By utilizing the “hub and spoke” distribution s’ to maximize effectiveness, Wal-Mart was and still
is able to outpace its competitors and build méwees. With a network of distribution centers arduine
country, Wal-Mart supplies its stores with easefalit, “while Wal-Mart needs only 10% of its stGres
square footage for inventory, competitors need Zb8at's because each store is within a day's dfiee
distribution center?®

Now, after conquering most of the United States|-Wart is at a crossroads. Currently, Wal-Matrt is
trying to adapt to local and regional preferencagenscaling back overall domestic developmens It
within this context that we examine Wal-Mart stgaés in California, Ohio, Pennsylvania, and NewRYor
as a microcosm of America.

The goal of this paper is to provide insights ial-Mart’'s growth patterns in four states outsid@®
original sphere of influence, and to help local aagional planners understand where Wal-Mart might
build its next facility.

With a distribution network already in place, WakMselects from four different property types toldb
its new stores or convert older discount storesg(éenfields, which are unprotected natural aoeas
agricultural land, (2) brownfields, which are cantaated sites, (3) existing commercial sites, ahd (
previous industrial siteSWal-Mart selects a particular site based uporeittive proximity to other
stores and distribution centers, the saturationtpafian area, public opposition, and ease of zpaimd
local regulation.



The following are our key findings:

Saturation Rate: As of December 2007, Wal-Mart averaged one sup&céor every 994 square
miles in counties where supercenters existed osapercenter for approximately every 206,402
people. Discrepancies in placement of new standglze significant differences in average state
ratios of Wal-Mart supercenters to county size population suggest that Wal-Mart’'s market
saturation is not exclusively based on county arm population.

Conversion Time: In New York, California, Pennsylvania, and Ohiwe faverage time to
supercenter conversion, during the selected ysaapproximately 14 years. The longest time for
the transition between a regular store and a saptecwas 17 years in Lancaster, California. The
shortest period for a conversion was around niesym Syracuse, New York.

Opposition: In the four states studied, the highest incidefagposition occurred in California
followed by New York and then Pennsylvania, with thast opposition in Ohio. To address
opposition to its stores, Wal-Mart frequently sagpsreferendums and front groups to quell
potential opposition before building a supercenter.

Land Use: From 2005 to 2007, Wal-Mart built an alarminglghinumber of supercenters on
greenfields in California, New York, Pennsylvaraad Ohio. Of the 99 supercenters constructed,
over 74% were built on greenfields. In contrast|\WWart’s current strategy appears to be less
focused on greenfields. Of the 53 currently propasgpercenters, approximately 38% of them are
scheduled to be built on greenfield sites. Welaitg this to many factors including market
saturation, local opposition to Wal-Mart’s enviroamtal impact, and the company’s green
strategy.

Land Size: In the Northeast, Wal-Mart has significantly inesed the acreage for its proposed
developments in comparison to the acreage usediltbdxisting supercenters from 2005-2007.
The acreage for existing supercenters in New YakRennsylvania was 266 and 174 acres,
respectively. In contrast, the acreage for propasselopments is 415 and 235 acres,
respectively. Of the existing stores, the superzerih Cicero, NY and Lewisburg, PA occupy the
largest amount of land, consuming 53 and 32 acespectively.

Distribution Centers: 88.9% of supercenters in New York, Ohio, and Pglwagia are no more
than a four hour drive from the distribution cestservicing them, allowing stock to be
replenished quickly and inferring that distanceligiribution center plays at least some role in the
decision of where to site a store.

Growth Comparison: When looking at two similar states in terms ogsigopulation and
saturation (Ohio and Pennsylvania), we see gromthio to be significantly more rapid. This
could be due to a variety of factors including:ikkility of land or vacant commercial space;
variability in zoning laws/regulations from towntimwn; level of organized store opposition;
proximity to distribution center; and trends in pégiion growth.



Methodology

At Wal-Mart Watch, our mission is to understandfatlets of Wal-Mart’s business model. While Wal-
Mart continues to focus on international growthiestic growth is still an utmost concern. Developtne
in the United States is not as easy as it used.td$® one of the largest real estate developédisin
country, Wal-Mart's total retail space covers asadiarger than the island of Manhattan or 15,008s4c
Therefore, the task of fully understanding Wal-Nsastore construction is a difficult one. To focus
efforts and maximize the usefulness of our resulesselected four states for observation - Califgrn
New York, Ohio, and Pennsylvania. In addition, siN¢al-Mart has been growing for almost 40 years,
we selected the two-year period from 2005-2007 ctvinepresents a time of enormous transition for-Wal
Mart.

These states were selected for the following reaséal-Mart would like to expand in these areas; th
company often faces unique opposition from sitbtfgroups; and these states have key urban cehsdrs
are ripe for big-box development. In addition, siM¢al-Mart focuses primarily on supercenter
development, our analysis examines both proposgad@ament stores in this format. When looking at
these particular supercenters, it was necessdinyd@ut particulars such as how much land the ayer
store occupies; the identity of the developmentgames who help build Wal-Mart's empire; and how
Wal-Mart achieves such logistical efficiency. Imgeal, we want to know why Wal-Mart is able to luil
so many stores and how they target an area fola@went. Many people around the country believe tha
Wal-Mart has simply built too many stores, and vatier 4,000 stores in the United States alone, they
might be right’

The majority of the data for this report was obtgiusing Census data, Wal-Mart websites, publid lan
records, press releases, and various sources pblidiocal site fight groups. To determine Wal-Nar
regional saturation, a comparison was done betweenty-level store data for stores in Californiaw
York, Ohio, and Pennsylvania to 2000 Census laed igures and 2007 Census population estimates.
Each county’s total square miles and total popuoretvere divided by the total number of Wal-Mart
supercenters. The resulting figures reveal the rmurabsquare miles and the number of people per one
Wal-Mart supercenter.

Questions

Does Wal-Mart always attempt to achieve the sameuvel of market saturation in
every regional market?

According tothe June 26, 2005 issue@EN Retailing Todgy'Wal-Mart ended [2004] with
approximately 1,700 supercenters, will open anc2a€x units this year and alluded to the possibihiyt
expansion of the format could accelerate in theingrgears. [Tom] Schoewe [Wal-Mart’s EVP and
CFO] said the company has the opportunity to acddly&,000 more units, but did not specify a time
frame.”

Based on Schoewe's prediction that the companthiegsotential to add 4,000 additional stores, and
given the Census population estimate of 296,507@61uly 2005, it appears that Wal-Mart attempts t
achieve a market saturation of about one supenctmtevery 50,000 people.



In this section, we sought to determine how manyest Wal-Mart needed to build in order to reach its
saturation goals. We first examined Wal-Mart’s sation in individual counties where supercentees ar
located, before looking at Wal-Mart’s saturationaostatewide scale. At the county level, Wal-Mart’
saturation ranges from one supercenter for eve§2¥residents in Schuyler County, New York to one
supercenter for every 1,748,976 residents in Salaia County, California. The following table nete
the ranges and means of Wal-Mart supercenterepilents by state.

Number of Residents per One Wal-Mart Supercenter in Individual Counties with Wal-Marts

(As of December 2007)

State Highest # of residents Lowest # of residents Mean # of residents
per supercenter per supercenter per supercenter
California 1,748,976 36,049 504,998
New York 456,669 19,027 112,098
Ohio 1,295,958 22,471 86,768
Pennsylvania 776,172 32,610 121,742
All State Average: | 206,402

All figures have been rounded to the nearest whole number.

Wal-Mart only achieved a saturation of one supeasreior every 50,000 or fewer people when satumnatio
was broken down to the county level. On an indigidzounty basis, Wal-Mart achieved its saturation
goals in one California county (5% of all Califoargounties with supercenters), six New York countie
(18% of all New York counties with supercenter®,Ghio counties (45% of all Ohio counties with
supercenters), and twelve Pennsylvania counti€® @6all Pennsylvania counties with supercentéds).
the statewide level, Wal-Mart has not achievedrséitin in any of the states studied.

Number of Residents per One Wal-Mart Supercenter (a s of December 2007)

Using Total County Populations of : :
State C(:ount?es Where W;)I/-Mapr)t is located) (Using Total State Population)
California 504,998 1,104,774
New York 112,098 410,770
Ohio 86,768 107,271
Pennsylvania 121,742 159,495
Average 206,402 445,578

All figures have been rounded to the nearest whole number.

This information seems to suggest that Wal-Martceotrates on saturation at the county or regiaal|
rather than a blanket approach to an entire gtassibly to eliminate competition across the gtéedee
by piece. For a clearer picture, it is necessatgak at its growth over time.

Analysis over Time

As of January 2005, Wal-Mart succeeded in openimyg eight supercenters in California, a relatively
small number compared to the 35 in New York, 5®mo, and 64 in Pennsylvania. Wal-Mart averaged
about one supercenter for every 1,652 square milesunties where supercenters were located ortabou
one supercenter for every 406,000 people. Thesssrate inflated by California’s comparatively high



averages due to Wal-Mart’s late entrance into tak@nia market. When the California data was
excluded, Wal-Mart averaged one supercenter foutadery 584 square miles in counties where

supercenters were located or one supercenter ¢t @very 111,342 people.

Pre-2005 One Wal-Mart per # of Residents Ratio

State Highest Ratio Lowest Ratio Mean State Ratio
California 4,939,277 72,098 1,509,978
New York 456,669 19,027 125,715

Ohio 357,888 27,918 83,141

Pennsylvania 486,345 32,610 125,170
All State Average: 406,001

All figures have been rounded to the nearest whole number.

Between 2005 and 2007, Wal-Mart increased its tatatber of stores in 24 of the original 120 cowstie
in all four states, which had Wal-Mart supercenterfore 2005. For example, prior to 2005 in Los
Angeles County, there was one Wal-Mart supercdateabout every five million people. Between 2005
and 2007, seven supercenters were built in Los lesdeounty thus reducing the population ratio to
about one supercenter for every one million people.

The Number of Counties with Lower Than Average Popu  lation/Land Numbers per One Wal-Mart
Where Stores were Built or are Planned

California New York Ohio Pennsylvania

2005-2007 2 1 1 4
After 2007 4 1 0 2

Supercenters that were planned after December 2@0iargely for counties with fewer than average
Wal-Marts per capita. In total, out of 48 planne@exrcenters in the four states studied, only eight
supercenters (approximately 16%), are plannedumtees with more Wal-Marts per capita than the
average. These exceptions are relatively larggaiifornia, which is the only state where the nunddfe
exceptions increased (see table above). The iseliaaCalifornia’s exceptions suggests that Calitos
average saturation (one supercenter to about &a€r900 people in counties where supercenters) éxist
still higher than Wal-Mart’s desired or plannedusation for the state.

As of December 2007, Wal-Mart averaged one suptecéor about every 994 square miles in counties
where supercenters existed or one supercenteppowodmately every 206,402 people. If we excluake t
California data again, Wal-Mart averaged one sugress for about every 555 square miles in counties
where supercenters existed in the states studiedeosupercenter for about every 106,896 people.
Nonetheless, Wal-Mart achieved slightly greaterescgnter to county size and supercenter to populati
ratios, regardless of California being included.

Discrepancies in placement of new stores and tgrefgiant differences in average state ratios of-Wa
Mart supercenters to county size and populatiogesigthat Wal-Mart’'s market saturation is not
exclusively based on county size and population.



The number of residents per one supercenter syedetilined in New York, Ohio, and Pennsylvania from
2005 to 2007. The following chart illustrates Wéit's increased supercenter saturation (by total
population) over time in counties where Wal-Mariséx

Market saturation almost certainly plays a rolstiore siting, since Wal-Mart must take into account
whether a given market can support continued growere is reason to believe, however, that market
saturation does not have as much effect on hovkiykZal-Mart moves to saturate an area. Wal-Mart
tripled the number of stores in California, yetttisgpredominantly because Wal-Mart had a very low
number of stores within the state from the begigniWhen looking at Ohio and Pennsylvania (two
similar states in terms of size, population andrsaion), growth in Ohio is significantly more rdpi

which provides further evidence that reasons bewgimgle market saturation objectives are considered

Improving the retailer's presence within a giverrkeais one possibility. Placing new stores witAo0
miles of a distribution center appears to be ardémor involved in store growth, as shown below.
Other outside variables, such as level of oppositothe store, availability of land, local lanceus
regulations, etc., might also be at work in eadeca

With 2,523 supercenters nationwide at the end@®007, Wal-Mart's national saturation was one
supercenter for every 119,549 people.



Saturation Levels from 2005-2007
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What is the relationship between distribution centelocation and store siting?

To better understand distribution center locatiwa,examined the number of distribution centers per
state: California has six, Ohio and Pennsylvanindeave four, and New York has thr@&he chart
below shows the number of Wal-Mart distribution tegs servicing each type of Wal-Mart store format
per state. It should be noted that not all retailesformats are serviced by distribution centeithiw the
same state.

Number of Distribution Centers Servicing Each Type of Wal-Mart Store Format

4-
3.51

3.
2'5'/ O Supercenter

21 @ Discount Stores
1.5 .

OSam's Club

1./
05./
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California New York Ohio Pennsylvania

The data suggests that distribution networks atdased within each state, but rather are regional
nature, based on store type. For example, aldision center in Steubenville, Ohio services supeters
in Ohio and Pennsylvania, while a distribution eemb Woodland, Pennsylvania services discounestor
in Pennsylvania, Ohio and New York. Several exasplelow demonstrate this phenomenon:

In Hamilton County, Ohio, for example, discountrstare serviced by the distribution center located
Seymour, Indiana, while Sam’s Club stores are sedvby the distribution center located in Greedfiel
Indiana. Supercenters, on the other hand, arecgehy the distribution center located in Washingto
Court House, Ohio. In Erie County, New York, disabstores are serviced by the distribution cemter i
Marcy, New York while supercenters are servicedhgydistribution center in Johnstown, New York and
the Sam'’s Club is serviced by the distribution eeimt North Canton, Ohio.

In Warren County, Ohio, three supercenters opentidnithe past three years. All three stores at@iwi
20 miles of each other, and the Mason (opened 284%) ebanon (opened 2005) supercenters are
located 42 miles and 49 miles respectively fromstevicing distribution center located in Washimgto
Court House, Ohio. The Franklin store (opened A20D7) utilizes a distribution center 201 miles gwa
in Steubenville, Ohio. Incidentally, Wal-Mart trickeading west on Interstate 71 from Steubenwlle t
Franklin would travel past the Washington Court Bdistribution center, showing that there areofact
beyond geography that determine distribution cemsage.

One explanation for these distribution center vargs is that when one distribution center reaches
capacity, a newly built supercenter may have tedygiced by a distribution center located a greater
distance away from that store. Additionally, thetetby-state data below shows the average distance
between supercenters and distribution centers toumh higher in California when compared to theeoth
three states, which could be a product of Caligerelatively low number of distribution centers.

Census data shows that California is more tharettinges the land area of each of the other thegdesst
California is larger than New York, Pennsylvania &@hio, yet has approximately half the number of
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distribution centers within its state boundarieAs a result, one may expect Wal-Mart to increase
distribution center construction in California amdgurrounding states in the near future. As vell b
explained in greater detail later in this paperyvéeer, California has seen the highest percenthge o
formal opposition to Wal-Mart supercenter consiuctwhich could carry over to distribution center
construction as has previously been the caseinédercalifornia.

New York

Over the time period in question, Wal-Mart has aukar proposed 27 supercenters (12 opened, 15
proposed) in the state of New York. The proposetdd®on supercenter site, located in St. Lawrence
County would be [when opened] the closest in prayino a distribution center at 4.5 miles. At 265
miles, the Niagara Falls proposed developmentidéacen Niagara County, is the farthest from a
distribution center. Twenty-one of the 27 supereentvere located more than 100 miles from a
distribution center, with nine of those located entitan 200 miles from one. This leaves six supéecen
or 22.2%, of newly opened New York supercenteratkeat within 100 miles of a distribution center. The
average distance for all New York supercenters egetluring the time period is 161.97 miles. The
average distance for all New York supercenters eggmior to the 2005-2007 time period is 112.43
miles. The median distance is 162 miles.

Ohio

Wal-Mart opened or proposed 56 supercenters (48eahe8 proposed) in the state of Ohio. The
Circleville supercenter, located in Pickaway Counfyened in May of 2005, is the closest in proxynat

a distribution center at 27 miles. At 201 mileg Hranklin supercenter, located in Warren County,
opened in April of 2007, is the farthest from atlmition center. Eighteen of the 56 supercenterseew
located more than 100 miles from a distributiontegrwith only one of those, the Franklin site,dted

more than 200 miles from one. This leaves 38 s@mecs, or 67.9%, of newly opened Ohio supercenters
located within 100 miles of a distribution cenfEne average distance for all Ohio supercenterseaxgpen
during the 2005-2007 time period is 84.91 milese @kerage distance for all Ohio supercenters opened
prior to the time period is 73.03 miles. The medi&iance is 71 miles.

Pennsylvania

Wal-Mart opened or proposed 25 supercenters (14eahell proposed) in the state of Pennsylvania. The
proposed Duncansville supercenter (which openddarch of 2008) located in Blair County is the

closest in proximity to a distribution center atrBles. At 209 miles, the proposed Pittston sup@sre
located in Luzerne County, is the farthest fromsardbution center. Fifteen of the 25 supercenteese
located more than 100 miles from a distributiontegrwith two of those located more than 200 miles
from a distribution center. This leaves 10 supeaesnor 40%, of newly opened Pennsylvania
supercenters located within 100 miles of a distrdyucenter. The average distance for the 25 known
Pennsylvania supercenters opened during the timedpie 111.12 miles. The average distance for all
Pennsylvania supercenters opened prior to thepemied is 90.42 miles. The median distance is 105
miles.

California
Wal-Mart opened or proposed 44 supercenters (26aapel9 proposed) in the state of California. The

Auburn supercenter, located in Placer County arsheg in May of 2005, is the closest in proximityato
distribution center at 106 miles. At 574 miles,eawsupercenter proposal in Stockton, located in San
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Joaquin County, is the farthest from a distributtenter. Each of the 44 supercenters are locatee mo
than 100 miles from a distribution center, withd@those located more than 200 miles from one. The
result of this is that 70.5% of newly opened omgmsed supercenters are sited over 200 miles from
corresponding distribution centers. The averageudce for all California supercenters opened duitireg
time period is 274.14 miles. The average distancalf California supercenters opened prior totthe
period is 240 miles. The median distance is 24@snil

Distance from Distribution Center to Store in Miles by State

New York Ohio Pennsylvania California
Greatest Distance 265 201 209 574
Least Distance 45 27 30 106
Average distance 162 85 111 274
Median distance 162 71 105 246

Excluding California, 108 supercenters were opanrguioposed between the beginning of 2005 and the
end of 2007. Of those, 54 are located within 10@snof a distribution center, and 54 are locatedemo
than 100 miles from a distribution center. Howewary 12 out of those 54, or 11.1% of stores mbheat
100 miles from a distribution center, are actubdated more than 200 miles from a distributionteen

Though nearly 89% of newly built supercenters hasen built less than 200 miles from a distribution
center, the average distance of these storegldlglabove the average distance to distributionereof
supercenters built prior to 2005. New York (162esil- up from 112), Ohio (85 miles — up from 73) an
Pennsylvania (111 miles — up from 90) all saw iaees in the average distance, which supports the
theory that Wal-Mart places a distribution cengerd builds outward from it.

In addition, state speed limits can provide insigkd the distribution center network. Ohio is thdy of
these states that has set lower speed limits aipdico large commercial vehicles like heavy truakd
buses In Ohio, the statutory truck speed limit is 55@siber hour (mph), except on the Ohio Turnpike,
where it is 65 mph. In both Pennsylvania and NeukYthe speed limits for large commercial vehicles
and regular passenger vehicles are the same, gaitngm 50-55 mph in urban areas to 65 mph on the
interstate in rural areas. Using the lowest linii5® mph, 88.9% of supercenters in the three saegs0
more than a four-hour drive from the distributi@nters servicing them, allowing stock to be redeead
quickly. As a result, by building supercenters lgss 200 miles — or less than four hours awaypmfa
distribution center, Wal-Mart can replenish outstdck inventory in less than one day.

What are the acreage of the development proposals the Northeast, as well as the
acreage of existing stores?

Wal-Mart supercenters notoriously consume largasaod land for the building and related
accommodations such as parking lots or runoff aMvad-Mart supercenters average 187,000 squarge feet
which is more than three football fields combiré@o determine the acreage of existing and proposed
Wal-Mart supercenters in New York and Pennsylvan&collected information from public records and
local Planning Commissions in the different coustie

While we were able to obtain a great deal of infation, a significant amount of data is unavailable.
From the available data, we determined that aseakehber 2007, the total acreage of existing
supercenters in New York and Pennsylvania was R86Ld@4 acres, respectively. The company has
significantly increased the amount of acreage lita@nsume for proposed stores to 415 acres in New

13



York and 235 acres in Pennsylvania. No positiveadations exist between the size of the store had t
acreage of the land. However, as Wal-Mart continadsiild supercenters, it will consume more land,

especially as the company incorporates more bysraad runoff spaces into its sites.

. Average Average
State Total Acreage of Existing Total Acreage of Proposed Acreage of Acreage of
Stores (as of Dec. 07) Stores L :
existing sites proposed stores
New York 266 415 27 38
Pennsylvania 174 235 25 34

Does Wal-Mart base its supercenter development sttagy on the age of existing
stores?

For the first 24 years of its existence, Wal-Mamtinued its strategy of building numerous discount
stores and Sam’s Clubs around the country. In 188&gver, the company changed course when it
unveiled the “supercenter” - a “one-stop-shop”drahth that would change Wal-Mart forevér.
Washington, Missouri, a small town 50 miles wesSbflLouis, hosted the first superceriter.

Commenting on how important this new format wasgdo be to the retailer’s future, Don Shinkle, a
former Wal-Mart spokesman said, “...what you arersg@i the supercenter concept is believed by many
people as being the Wal-Mart of the futuf&Currently, Wal-Mart has over 2,500 supercenteitfién

United States and plans to build 170 stores thas.\éThis means Wal-Mart has built supercenters at the
average rate of 125 stores per year - over the2@agears.

It is interesting to note that while the numbesopercenters increases, the number of regularsstore
declines. “In the past five years...Wal-Mart hag@ased the number of supercenters by nearly 1t6680;
number of traditional discount stores has droppeddarly 500 in that time spah®Instead of opening
new discount stores or outright closing them, WalrMs converting them to supercenters. In facgrov
the three year time period shown in the chart bekiare conversions represent 85% of adjustments by
the Wal-Mart stores segmefiZ® During the supercenter boom of the past 15 y&%ed;Mart built new
stores on vacant lots, in addition to convertirggolsites.

Wal-Mart Discount Stores*

Fiscal Year Opened Closed Conversions (2) Total Sqg. footage (1)
2005 36 2 159 1,353 135,481
2006 24 2 166 1,209 123,607
2007 15 2 147 1,075 114,507

(1) reported in thousands
(2) includes expansions, relocations, and conversions to supercenters
*information obtained from Wal-Mart’s 2008 form 10-K

While regular stores already provide a wide arfagomds for the Wal-Mart shopper, these stores thek
massive size to accommodate a full-scale groceeyatipn. The transition from regular store to
supercenter, however, is not as difficult as it reagm. As it turns out, regular stores are abftsttrk
about 10,000 SKUs of typical supermarket goodsuding paper products, health and beauty aids,
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candy, snacks and dry groceries. Conversion tgarsanter requires the addition of only 10,000 to
13,000 products®*

To assess how long a regular store must be openebieis targeted for supercenter conversion, segdu
available data from July 2005 to January 2008. Desipe limited range, it is clear that Wal-Martléovs
a pattern when converting a regular store to arsepéer

Our data shows that in New York, California, Perwvenyia, and Ohio, the average time from store to
supercenter conversion during the selected yeagpoximately 14 years. The longest time for the
transition between a regular store and a supencemi®in Lancaster, California. Built around 198
original store was located on Valley Central Wagvéhteen years later, the old store closed in doder
make way for the new supercenter just down the.rdad shortest period for a conversion was around
nine years in Syracuse, New York.

While it is clear that Wal-Mart’s strategy preféine supercenter format and prioritizes store canwar it
does not appear that Wal-Mart's development styaebased upon the age of existing stores alone.
Other factors include saturation levels and logsséis discussed in the previous sections of tipsrpa

Fueled by the addition of numerous supercenter$;\eat eventually surpassed Kroger as the largest
seller of groceries in the United Stafé&ven though the supercenter format led to unpested growth
for Wal-Mart, its rapid expansion caused problents wommunity activists who saw the huge parking
lots, traffic jams, and crime problems associatétl these new stores, as a burden on the local
community. By 2007, Wal-Mart decided to scale biéslklomestic growth while ramping up international
growth.

According to an article in the February 11, 20GiesofRetailing Today“the reduced pace of
supercenter expansion that emerged last year existadthis year, and next year, with significant
implications for suppliers. Currently, 170 supettees are planned for 2008 and 140 for 2009, bigegho
figures could go lower as evidenced by last yeartharacteristic decision to modify store expansion
plans mid-stream. Plans disclosed in late 200@dddr 265 to 270 supercenters in 2007, but by, June
that figure was scaled back to 190 to 200 unitsthadtash was redirected to repurchase shétes.”

The chart below shows converted stores in the tBelestates.

Opening Date* Original store location Opening date for converted store** Yrs to con***
1990 Lancaster, CA 93536 2007 ~17 years
1991 El Centro, CA 92243 2006 ~15 years
1991 Hanford, CA 93230 2006 ~15 years
1991 Palmdale, CA 93551 2005 ~14 years
1991 Vallejo, CA 94589 2007 ~16 years
1993 Cathedral City, CA 92234 2005 ~12 years
1993 Yuba City, CA 95993 2006 ~13 years
1993 Gilroy, CA 95020 2005 ~12 years
1993 Geneseo, NY 14454 2005 ~12 years
1993 Brockport, NY 14420 2007 ~14 years
1993 Canandaigua, NY 14424 2006 ~13 years
1997 Syracuse, NY 13219 2006 ~9 years
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1991 Cincinnati, OH 45251 2006 ~15 years
1991 Marysville, OH 43040 2006 ~15 years
1991 Portsmouth, OH 45662 2006 ~15 years
1991 Mansfield, OH 44906 2005 ~14 years
1991 Cincinnati, OH 45245 2006 ~15 years
1991 Van Wert, OH 45891 2005 ~14 years
1991 Lebanon, OH 45036 2005 ~14 years
1990 Cincinnati, OH 45249 2006 ~16 years
1991 Ashland, OH 44805 2006 ~15 years
1991 Xenia, OH 45385 2006 ~15 years
1991 Tiffin, OH 44883 2006 ~15 years
1992 Urbana, OH 43078 2006 ~14 years
1990 Port Clinton, OH 43452 2006 ~16 years
1993 Bryan, OH 43506 2006 ~13 years
1993 Bowling Green, OH 43402 2006 ~13 years
1995 Streetsboro, OH 44241 2007 ~12 years
1995 Springfield, OH 45504 2006 ~11 years
1991 Hermitage, PA 16148 2005 ~14 years
1992 Lewisburg, PA 17837 2007 ~15 years

How many Wal-Mart stores are proposed on greenfielsl versus existing commercial
space?

Over the past three years, Wal-Mart proposed flitge new supercenter developments in California,
New York, Pennsylvania, and Ohio. Twenty stores3&¥o of these proposed developments, are to be
built on greenfields. In comparison, only 23% of tlevelopments are planned to be built on comniercia
sites.

In these four states, Wal-Mart has already builety-nine stores from 2005-2007. A majority of the
stores, over 74%, were built on greenfields. Olierdame three-year period, over 17% were built on
commercial sites.

The following is a breakdown by state of propose@teng stores and their sites:

Number of Number of Number (_)f Percent of Prop_osed Percent of Prop_osed
State Proposed Greenfields Commerual Stores to bg Built on Stores to b(—_:' Bw_lt on
Stores Sites Greenfields Commercial Sites
California 19 4 0 21.05% 0.00%
New York 15 8 5 53.33% 33.33%
Ohio 8 5 2 62.50% 25.00%
Pennsylvania 11 3 5 27.27% 45.45%
Total 53 20 12
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Numbgr of " Number (_)f Percent of E'xisting Percent of E'xisting
State Existing Greenfields Commermal Stores Bpllt on Stores B_unt on
Stores Sites Greenfields Commercial Sites
California 25 14 8 56.00% 32.00%
New York 12 10 1 83.33% 8.33%
Ohio 48 37 7 77.08% 14.58%
Pennsylvania 14 13 1 92.86% 7.14%
Total 99 74 17

From the above table, it is evident that Wal-Max$ built new stores on greenfields at a greaterthain
existing commercial sites. Of the four states, Bglvania has the fastest rate of greenfield constm,
with nearly 93% of existing stores built on thipéyof land. In contrast, only 27% of proposed
developments in the state will use greenfields.

In New York, over 83% of existing stores were baiitgreenfields and 53% of proposed developments
are to be built on greenfields. Similarly, in Ohower 62% of proposed developments are targeted for
greenfields. Seventy-seven percent (77%) of exjystiores have already been built on greenfields.

The majority of Wal-Mart store openings in Ohioweén 2005 and 2007 were developed on greenfield
sites, either on prime agricultural land or unpcted natural areas on the edge of municipal borders

In contrast, Wal-Mart developed far fewer greelféeih California. Slightly more than 21% of propds
stores are to be built on identified greenfiel&#ty-six percent (56%) of existing stores in thats were
originally built on greenfield sites. Most of thegenfield sites were previously agricultural land
Although Wal-Mart uses the same tactics regardupgecenter proposals in California as in any other
state, the key difference is the degree and tgnatirganized opposition, legal limitations ondause,
and the local politics within the stateAs a result, California is a statistical outlier freenfield
development.

As previously stated, many California municipabtigave zoning laws in place to prevent big box
retailers from developing. Despite the availabibfiland outside of the cities, these suburbantiona
often enact pre-emptive zoning laws that expligittgclude the development of large supercefiters.
Currently, eight cities throughout California hgyessed legislation to limit the size of big-boxrefy

nine cities have formula business restrictions, fand cities require an economic impact review ag pf
the zoning and permitting proce8%in addition to the big-box ordinances in Calif@nmnany areas have
varioy?s anti-sprawl! ordinances in place to preteatoverdevelopment and rural encroachment witen t
state®

To develop a supercenter in California, a full @rmental review is required as part of the zorsind
permitting process under the California EnvironraéQuality Act?® Everything from water usage to the
effects of air pollution on the community is exasdrunder the environmental review as required by th
act?
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Lastly, local opposition has served as a barrieleteelopment in California, where sites often see
lawsuits either striking down or delaying the depehent of a supercenter based on California’ststric
environmental and land use la#ls.

These factors in California contribute to a diffgrpattern of greenfield development, which oftesams
that Wal-Mart must take a different approach toesaenter expansion.

Does Wal-Mart consider a community’s needs only wheit faces community
opposition?

When planning a supercenter, Wal-Mart will ofteey@ant early opposition by not declaring its intent
build. In Tilden, Pennsylvania, for example, Wai¥ispokesperson Jim Davis would “not confirm or
deny” plans to build a supercenterBy not disclosing its intentions, Wal-Mart keegduable
information from the communities. In SchnecksviP& residents had to threaten court action to force
Wal-Mart to reveal its plans for a proposed supetee?

Number and Percentage of Formal Opposition Groups by State

California New York Ohio Pennsylvania
# of Formal Opposition Groups 12 7 4 5
5 -
P_ercentage (%) of ftotal sites 27 23 7 20
with formal opposition

***|imited sample size

The numbers in the above table represent Wal-Mgrbsition groups that received media coverageean th
selected states. The figures are, therefore, lpgsan incomplete reflection of the total number of
opposition groups. Other incidences of opposigorups, including noted challenges from existing
business owners were not included in the totals.

Based on the data above, between 2005 and 2007y B8gercent of proposed Wal-Mart stores were
met with formally organized opposition. The highiesidence of opposition occurred in California,
followed by New York, Pennsylvania, and Ohio respety.

Californian opposition, whether by community grogpgjovernment, has proven challenging for Wal-
Mart. For example, nearly 20 municipalities haasged restrictions on big-box developméhtsval-
Mart, however, has further developed strategiesipipress its increased opposition. In 2002, Le¢tSc
stated that Wal-Mart intended to open 40 supercgitteCalifornia by 2008 and by the end of 2007,
Wal-Mart nearly met that goal with 33 supercenterthe state.

To address opposition to its stores, Wal-Mart ferdly sets up referendums and astroturf (or “frpnt”
groups to quell potential opposition before buitdmsupercentér. For nearly ten percent of
supercenters in California, Wal-Mart created ancaistf group to promote its store. In Long Beach,
California, for example, Wal-Mart set up an astrbgroup and designed a petition as well as a
referendum under “Long Beach Consumers for Choite¥Wal-Mart formed this group in response to a
big-box ordinance that was passed in the area.

Even though it is difficult to track the formatiof formal opposition groups, existing anecdotabevice

is compelling in suggesting that in some cases M&it-does not yield to community pressures, but
rather uses techniques to divide communities ateriaux front groups in support of the proposedest
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In the case of a planned store in Chico, CalifgrtWal-Mart made adjustments to their building plant

the adjustments were seen as unsatisfactory tayofficials and residents. Ultimately, Wal-Martaate

the decision to cancel the plans for the store ¢éveangh Wal-Mart had determined there was community
support for a stor¥’

Opposition to Wal-Mart can also lead to the coumno In these situations, Wal-Mart does not always
yield to the concerns of its opponents, regardbésghether or not the opposition wins in court.the
New York town of Lockport, Lockport Smart Growthdafive individual homeowners sued the town’s
zoning and planning board over their granting &eseof difficulty waivers and zoning variances tbe
Wal-Mart project. A State Supreme Court, howeveryéjected [the] lawsuit filed by opponents of [the]
planned Wal-Mart Supercenter in the town....” Assuie Wal-Mart’s plans to build a supercenter in
Lockport will advance unchanged. Wal-Mart plan®ty the proposed site, demolish the existing
building, and begin constructiof.

In Pennsylvania, requests for copies of Wal-Martstauction plans in North Whitehall had gone
unanswered by the town. Residents had to taketeship to court to see copies of the proposed Wal
Mart supercenter. Attorney David Najarian noteat thithout plans available, determining whether or
not to approve a Wal-Mart would “not [be] a fulldafair hearing.®®

Dividing Communities

In 2004, a proposal for a 139,000 square foot WattMtore fueled a passionate dispute between
communities. While the store’s location is withine city limits of San Marcos, CA, the residentsow
would be most affected by the store’s physical gmes live just across the city line in neighboring
Carlsbad. Carlsbad residents, even though unstippof the proposed store, would not be able tie vo
on the San Marcos store proposal, thus creatingrdaipal battle®

By selecting a store location on the edge of a 8an Marcos stands to reap the benefits of thie sto
including access to low priced goods and possilgledn sales tax revenues, while displacing the tnaga
aspects of the store, such as increased floodaftict and pollution, on the neighboring commuriity

San Marcos and Carlsbad ultimately rejected thpgeed Wal-Mart store, but in another Californiay,ci
Tega Cay, store plans went through to build on seddéand. While the many effects of Wal-Mart’'s
proximity are the initial reasons residents ralippimst Wal-Mart, the unforeseen consequences chla W
Mart include “fewer non-profit groups and capit&rgrating associations per capita” and depressed
“civic participation.”** When a Wal-Mart opens on the edge of a city armldommunities are placed in
opposition to each other, the losing communityhwts morale at a low point, may be open to evenemo
Wal-Mart development as its civic body has lostdhge and social capital to fight future developise

Kilbuck, PA: Rushing Development Can Bring Consequeces

In January 2002, Wal-Mart announced plans to baugdipercenter off of Route 65 in Allegheny County,
Pennsylvania. Kilbuck is a small community of 728idents that depends heavily on property taxes and
ticketing speeders on the 45 mph Route 65 to genezaenué’ Kilbuck’s 723 residents are surrounded
by nearly 28,000 Pennsylvanians spread among 1icipalities, none of which were initially offered a
seat at the development discussion table, evergthalli of their economic and environmental futures
would be affected by the developmé&hallegheny County is a county that disbanded isping
department in 1996 and had no comprehensive pleaabwith the impact of such a large developrient.
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Kilbuck approved the project in May 2002, and “Couomities First!,” a community organization
comprised of residents from nine Pennsylvania toaosg the Ohio River Corridor successfully
appealed the approval in Pennsylvania Common Rleast, as the judge nullified the Township’s first
plan approval and told both the developer and theriBhip to start ovef. The project had been initially
approved despite 1,200 signatures on a petitionsipg the Wal-Mart (again, Kilbuck itself has fewer
than 750 residents), and a technical study thatch®4 code violations in the developers’ prop8&al.

A second set of site plans were submitted in Ma3328y ASC Development, but those plans were again
appealed and ASC withdrew théfhA third set of plans were submitted in January2@hd were
approved by the Kilbuck Township Board of Superssa July 2004? Development moved forward,

and in 2006, explosives used to clear land foKitieuck Wal-Mart site caused an estimated 500,000
cubic yards of dirt and debris to slide down ontuf 65°° The slide closed all four lanes of the busy
throughway, and affected three Norfolk Southermttiaacks. A blasting permit had been issued fer th
site in October 2005, but Senex Explosives hadaeh required to submit blasting plah€onstruction
was halted and permits such as those requiringaarftstormwater runoff during construction were
suspended®

Pennsylvania State Senator Jim Ferlo called thdslate criminal negligence and called on the
Pennsylvania Attorney General to investigate thesiiger and Kilbuck Township supervisGfsAs for a
future permit at the site, Senator Ferlo said, “e fdct that we have a township that just waivescati
warrants and critical requirements, just summatigmisses the law and the zoning code. We reaiikth
that no permit should be issuet.In January 2007, it was reported that remediatists totaled $2
million and monitoring costs totaled $75,000 pemthG

Ultimately, Wal-Mart took sole control of the sitem developers and presented its three-phaset@lan
stabilize the 75-acre property. Yet, Wal-Mart reftiso take responsibility for the landslitfen
September 2007, with “Communities First!” calling the state to order Wal-Mart to permanently
stabilize the site, Wal-Mart announced it wouldrad@n plans to commercially develop the site, chapsi
instead to explore growth opportunities elsewheréé Pittsburgh are3.

The Impact of the Potential Distribution Center in Merced

Wal-Mart has six distribution centers in Californbat in order to obtain further growth, the regail
requires another specifically devoted to the sugerr format>® The target is Merced, CA because of its
strategic location between Los Angeles and Sancisem

Wal-Mart's desire for a supercenter distributionteg in Merced presents significant environmental
justice concerns to the area surrounding the Jite2 new distribution center would generate 906kru
trips and 2,150 car trips daily. This is a heavy traffic burden on an area thattha fifth worst ozone
pollution in the country and has significant prab&ewith particulate matter pollutidfi. San Joaquin
County, where Merced is located, already has niealth issues because of air pollution. There are o
average 188,000 missed school days and 3,000 missidays because of existing high levels of
ambient air pollutiorf?
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Conclusion

Based on our analysis, it is clear that Wal-Mastpart of its overall retail strategy, places ehhiglue on
supercenter growth — either from new store constmor the conversion of aging discount storessTh

is not a new concept and has been a Wal-Mart goah&ny years. Yet, building supercenters has never
been this difficult for Wal-Mart. The company’sepious strategy of building in areas with low lesvef
citizen resistance and ensuring an adequate loglistupport through distribution center proximity
worked for a long time, but when Wal-Mart finallgeded to gain access to urban centers like Los
Angeles, Chicago, and New York, the company begantounter significant resistance.

Wal-Mart CEO Lee Scott expressed his company’&tian over its failed urban strategy on March 28,
2007. TheNew York Timeszported on the subject as follows: “Frustratedtyuising, and so far
unsuccessful battle to open its first discountestorthe nation's largest city, Wal-Mart's chieéeutive
said yesterday, ‘Il don't care if we are ever hdfieLee Scott Jr., the chief executive of the nasidargest
retailer, said that trying to conduct business @am\York was so expensive -- and exasperating t-'tha
don't think it's worth the effort.®?

Despite the challenges of moving into new markétsl-Mart's development strategy in these states
shows some interesting patterns. First, the rekganveals that Wal-Mart concentrates on dominaing
market at the county or regional level first (rattten a statewide approach), which could posdiblyo
eliminate the competition in small fragments angdlgissh a consumer reliance on Wal-Mart in a given
area over time.

Next, when determining the location of new stotlks,proximity to a distribution center is a majactor.
Nearly 89% of supercenters built over the perioduastion were built within a 200 mile radius of a
distribution center (although the average distanaedistribution center has been steadily increpsi
since 2005). This suggests that if a Wal-Martaswithin a 200 mile radius of a distribution canitea
particular cardinal direction, one can almost éBlyaexpect a development proposal in the works.

On a similar note, the data suggests that thaillition networks are not based within each staie,
rather are regional in nature, based on store tgdegating that attention must be paid to the timzaof
distribution centers even across state lines wkeassing whether or not a location is considepalfar
Wal-Mart development.

The research also indicates that areas, whichdylfeave Wal-Mart discount stores can expect plana f
supercenter conversion within nine to seventeersyadter the opening of the original discount store
The average conversion time within the four stdtesyever, was fourteen years.

With respect to the type of land used in the caasion of new stores, Wal-Mart has been holistycall
increasing the number of stores built on greendiedd opposed to existing commercial sites. The
exception, however, is California. Although Wal-¥s.approach to growth is largely the same in each
of the four states, many municipalities in Califieravere better able to resist Wal-Mart's developmen
efforts with persistent organized opposition, prpéwe zoning ordinances severely limiting big-box
retailers, legal limitations on land use, localificd, anti-sprawl ordinances, and state requirdmeha

full environmental review prior to the approvallafge construction projects.
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With our data limited in scope, it is impossiblept@dict Wal-Mart’s behavior in all situations with
absolute certainty. Given the key indicators tamtlencies of Wal-Mart development plans as un@aver

by this project, however, this information providggnificant insight into Wal-Mart's expansion s&gy
in counties and states across the nation.
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