AVB 10-K 12/31/2009

Section 1: 10-K (FORM 10-K)

UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-K

ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d)
OF THE SECURITIESEXCHANGE ACT OF 1934

For thefiscal year ended December 31, 2009

Commission filenumber 1-12672

AVALONBAY COMMUNITIES, INC.

(Exact name of registrant as specified inits charter)

Maryland 77-0404318
(State or other jurisdiction of (I.R.S Employer
incorporation or organization) Identification No.)

2900 Eisenhower Avenue, Suite 300
Alexandria, Virginia22314
(Address of principal executive office)

(703) 329-6300
(Registrant’s telephone number, including area code)

Securities registered pursuant to Section 12(b) of the Act:
Common Stock, par value $.01 per share New York Stock Exchange

(Title of each class) (Name of each exchange on which registered)

Securities registered pursuant to Section 12(g) of the Act: None

Indicate by check mark if the registrant is awell-known seasoned issuer, as defined in Rule 405 of the Securities Act.
Yes® NoO

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the Act.
YesO NoM

Indicate by check mark whether the registrant (1) hasfiled all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act of 1934 during the preceding twelve
(12) months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject to such filing requirements for the past 90 days.
Yes® NoO

Indicate by check mark whether the registrant has submitted el ectronically and posted on its corporate Website, if any, every Interactive Data File required to be submitted and posted
pursuant to Rule 405 of Regulation ST during the preceding 12 months (or for such shorter period that the registrant was required to submit and post such files).
Yesd NoO

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained herein, and will not be contained, to the best of registrant’s knowledge,
in definitive proxy or information statements incorporated by reference in Part 111 of this Form 10-K or any amendment to this Form 10-K. O

Indicate by check mark whether the registrant is alarge accelerated filer, an accelerated filer, anon-accelerated filer or asmaller reporting company. See the definitions of “large
accelerated filer,” “accelerated filer” and “smaller reporting company” in Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated filer 4 Accelerated filer O Non-accelerated filer O Smaller reporting company O
(Do not check if asmaller reporting company)

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Act).
YesO NoM

The aggregate market value of the registrant’s Common Stock, par value $.01 per share, held by nonaffiliates of the registrant, as of June 30, 2009 was $4,435,004,264.
The number of shares of the registrant’s Common Stock, par value $.01 per share, outstanding as of January 31, 2010 was 81,546,465.

Documents Incorporated by Reference

Portions of AvalonBay Communities, Inc.’s Proxy Statement for the 2010 annual meeting of stockholders, a definitive copy of which will be filed with the SEC within 120 days after the



year end of the year covered by this Form 10-K, are incorporated by reference herein as portions of Part 111 of this Form 10-K.




TABLE OF CONTENTS

PARTI
PAGE
ITEM 1. BUSINESS 1
ITEM la RISK FACTORS 8
ITEM 1b. UNRESOLVED STAFF COMMENTS 17
ITEM 2. COMMUNITIES 17
ITEM 3. LEGAL PROCEEDINGS 31
ITEM 4. [RESERVED] 32
PART I
ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND ISSUER PURCHASES OF EQUITY SECURITIES 33
ITEM 6. SELECTED FINANCIAL DATA 35
ITEM 7. MANAGEMENT’'SDISCUSSION AND ANALY SIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS 38
ITEM 7a QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK 58
ITEM 8. FINANCIAL STATEMENTSAND SUPPLEMENTARY DATA 60
ITEM 9. CHANGES IN AND DISAGREEMENTSWITH ACCOUNTANTS 60
ON ACCOUNTING AND FINANCIAL DISCLOSURE
ITEM 9a CONTROLS AND PROCEDURES 60
ITEM 9b. OTHER INFORMATION 60
PART Il
ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE 61
ITEM 11. EXECUTIVE COMPENSATION 61
ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS 61
AND MANAGEMENT AND RELATED STOCKHOLDER MATTERS
ITEM 13. CERTAIN RELATIONSHIPSAND RELATED TRANSACTIONS, AND DIRECTOR INDEPEND ENCE 62
ITEM 14. PRINCIPAL ACCOUNTING FEESAND SERVICES 62
PART IV
ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULE 63

SIGNATURES 70



http://dmz18/Cache/9129060.html#101
http://dmz18/Cache/9129060.html#102
http://dmz18/Cache/9129060.html#102
http://dmz18/Cache/9129060.html#103
http://dmz18/Cache/9129060.html#103
http://dmz18/Cache/9129060.html#104
http://dmz18/Cache/9129060.html#104
http://dmz18/Cache/9129060.html#105
http://dmz18/Cache/9129060.html#105
http://dmz18/Cache/9129060.html#106
http://dmz18/Cache/9129060.html#106
http://dmz18/Cache/9129060.html#107
http://dmz18/Cache/9129060.html#107
http://dmz18/Cache/9129060.html#108
http://dmz18/Cache/9129060.html#109
http://dmz18/Cache/9129060.html#109
http://dmz18/Cache/9129060.html#110
http://dmz18/Cache/9129060.html#110
http://dmz18/Cache/9129060.html#111
http://dmz18/Cache/9129060.html#111
http://dmz18/Cache/9129060.html#112
http://dmz18/Cache/9129060.html#112
http://dmz18/Cache/9129060.html#113
http://dmz18/Cache/9129060.html#113
http://dmz18/Cache/9129060.html#114
http://dmz18/Cache/9129060.html#114
http://dmz18/Cache/9129060.html#114
http://dmz18/Cache/9129060.html#115
http://dmz18/Cache/9129060.html#115
http://dmz18/Cache/9129060.html#116
http://dmz18/Cache/9129060.html#116
http://dmz18/Cache/9129060.html#117
http://dmz18/Cache/9129060.html#118
http://dmz18/Cache/9129060.html#118
http://dmz18/Cache/9129060.html#119
http://dmz18/Cache/9129060.html#119
http://dmz18/Cache/9129060.html#120
http://dmz18/Cache/9129060.html#120
http://dmz18/Cache/9129060.html#120
http://dmz18/Cache/9129060.html#121
http://dmz18/Cache/9129060.html#121
http://dmz18/Cache/9129060.html#122
http://dmz18/Cache/9129060.html#122
http://dmz18/Cache/9129060.html#123
http://dmz18/Cache/9129060.html#124
http://dmz18/Cache/9129060.html#123
http://dmz18/Cache/9129060.html#124

PART |

ThisForm 10-K contains forward-looking statements within the meaning of Section 27A of the Securities Act of 1933 and Section 21E of the Securities Exchange Act of 1934. Our actual
results could differ materially from those set forth in each forward-looking statement. Certain factors that might cause such a difference are discussed in this report, including in the
section entitled “ Forward-Looking Statements” included in this Form 10-K. Y ou should also review Item 1a, “Risk Factors,” for adiscussion of various risks that could adversely affect
us.

ITEM 1. BUSINESS
General

AvalonBay Communities, Inc. (the “ Company,” which term, unless the context otherwise requires, refersto AvalonBay Communities, Inc. together with its subsidiaries) isaMaryland
corporation that has elected to be treated as areal estate investment trust, (“REIT"), for federal income tax purposes. We engage in the devel opment, redevelopment, acquisition,
ownership and operation of multifamily communitiesin high barrier to entry markets of the United States. These barriersto entry generally include adifficult and lengthy entitlement
processwith local jurisdictions and dense urban or suburban areas where zoned and entitled land isin limited supply. Our markets are located in New England, the New Y ork/New
Jersey metro area, the Washington DC Metro area, the Midwest, the Pacific Northwest, and the Northern and Southern Californiaregions of the United States. We focus on these
markets because we believe that over the long-term, alimited new supply of apartment homes and lower housing affordability in these markets will result in higher growth in cash flows
relative to other markets.

At January 31, 2010, we owned or held adirect or indirect ownership interest in:

. 164 operating apartment communities containing 47,631 apartment homes in ten states and the District of Columbia, of which, 140 were consolidated communities containing
42,108 apartment homes, three communities containing 983 apartment homes were held by joint venturesin which we own an interest, and 21 communities containing 4,540
apartment homes were owned by the Funds (as defined below). Seven of the consolidated communities containing 2,615 apartment homes were under redevel opment, as
discussed below;

. seven communities under construction that are expected to contain an aggregate of 2,438 apartment homes when completed; and
. rights to develop an additional 28 communitiesthat, if developed in the manner expected, will contain an estimated 7,180 apartment homes.

We generally obtain ownership in an apartment community by developing anew community on vacant land or by acquiring an existing community. In selecting sites for development or
acquisition, we favor locations that are near expanding employment centers and convenient to transportation, recreation areas, entertainment, shopping and dining.

Our consolidated real estate investments consist of the following reportable segments: Established Communities, Other Stabilized Communities and Devel opment/Redevel opment
Communities. Established Communities are generally operating communities that were owned and had stabilized occupancy and operating expenses as of the beginning of the prior year
such that year-over-year comparisons are meaningful. Other Stabilized Communities are generally all other operating communities that have stabilized occupancy and operating
expenses during the current year, but that had not achieved stabilization as of the beginning of the prior year such that year-over-year comparisons are not meaningful aswell as
communities that are planned for disposition during the current year. Devel opment/Redevel opment Communities consist of communities that are under construction, communities where
substantial redevelopment isin progress or is planned to begin during the current year and communities under lease-up. A more detailed description of these segments and other
related information can be found in Note 9, “ Segment Reporting,” of the Consolidated Financial Statements set forth in Item 8 of this report.

Our principal financial goal isto increase long-term stockhol der value through the devel opment, acquisition, operation and, when appropriate, disposition of apartmentsin our markets.
To help fulfill this goal, weregularly (i) monitor our investment allocation by geographic market and product type, (ii) develop, redevelop and acquire an interest in apartment
communitiesin high barrier to entry markets with growing or high potential for demand and




high for-sale housing costs, (iii) selectively sell apartment communities that no longer meet our long-term strategy or when opportunities are presented to realize a portion of the value
created through our investment and redeploy the proceeds from those sales, and (iv) endeavor to maintain acapital structure that is aligned with our business risks with aview to
maintaining continuous access to cost-effective capital. Our time-tested strategy isto be leadersin customer insight, market research and capital allocation, delivering arange of
multifamily offerings tailored to serve the needs of the most attractive customer segmentsin the best-performing US submarkets. A substantial majority of our current communities are
upscale, which generally command among the highest rentsin their markets. However, we al so pursue the ownership and operation of apartment communities that target avariety of
customer segments and price points, consistent with our goal of offering abroad range of products and services.

During the three years ended December 31, 2009, excluding activity for the Funds (as defined below), we acquired one apartment community. This community’s financial results are
consolidated for financial reporting purposes. During the same three-year period, excluding dispositionsin which we retained an ownership interest, we disposed of 19 apartment
communities, disposed of oneinvestment in areal estate joint venture and completed the development of 30 apartment communities and the redevel opment of 10 apartment
communities.

During this period, we also realized gains from the sale of acommunity owned by AvalonBay Value Added Fund, L.P. (“Fund "), aninstitutional discretionary investment fund, which
we manage and in which we own a15.2% interest. Fund | acquired communities with the objective of either redeveloping or repositioning them, or taking advantage of market cycle
timing and improved operating performance. From itsinception in March 2005 through the close of itsinvestment period in March 2008, Fund | acquired 20 communities. Fund | sold
one community in 2008.

In September 2008, we formed AvalonBay Vaue Added Fund I1, L.P. (“Fund 11”), an additional institutional discretionary investment fund which we manage and in which we currently
own a31.3% interest. After adding additional equity commitments in the second quarter of 2009, atotal of fiveinstitutional investors and the Company collectively committed
$400,000,000, of which our commitment is $125,000,000. During 2009, Fund I1 acquired two communities. A more detailed description of Fund | and Fund |1 (collectively, the “Funds”)
and the related investment activity can be found in the discussion under Item I., “Business — General — Financing Strategy” and Note 6, “ Investmentsin Real Estate Entities” of the
Consolidated Financial Statementsin Item 8 of thisreport.

During 2009, we sold seven real estate assets, resulting in again in accordance with U.S. generally accepted accounting principles (“GAAP") of $65,946,000.

A further discussion of our development, redevel opment, disposition, acquisition, property management and rel ated strategies follows.
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Development Strategy. We select land for development and follow established procedures that we believe minimize both the cost and the risks of development. As one of the largest
developers of multifamily rental apartment communitiesin high barrier to entry markets of the United States, we identify development opportunities through local market presence and
access to local market information achieved through our regional offices. In addition to our principal executive officein Alexandria, Virginia, we also maintain regional offices,
administrative offices or specialty officesin or near the following cities:

. Boston, M assachusetts;

. Chicago, lllinois;

. Long Island, New Y ork;

. Los Angeles, California;

. New York, New York;

. Newport Beach, Cdlifornia;

. San Francisco, California;

. San Jose, California;

. Seattle, Washington;

. Shelton, Connecticut;

. Virginia Beach, Virginia; and

. Woodbridge, New Jersey.
Wewill be moving our principal executive officeto Arlington, Virginiaby June 2010.

After selecting atarget site, we usually negotiate for the right to acquire the site either through an option or along-term conditional contract. Options and long-term conditional
contracts generally allow usto acquire the target site shortly before the start of construction, which reduces devel opment-related risks and preserves capital. However, asaresult of
competitive market conditions for land suitable for devel opment, we have sometimes acquired and held land prior to construction for extended periods while entitlements are obtained,
or acquired land zoned for uses other than residential with the potential for rezoning. For further discussion of our Development Rights, refer to Item 2., “ Communities’ in thisreport.

We generally act as our own general contractor and construction manager, except for certain mid-rise and high-rise apartment communities where we may elect to use third-party general
contractors or construction managers. We generally perform these functions directly (although we may use awholly owned subsidiary) both for ourselves and for the joint ventures
and partnerships of which we are amember or a partner. We believe this enables us to achieve higher construction quality, greater control over construction schedules and significant
cost savings. Our devel opment, property management and construction teams monitor construction progress to ensure quality workmanship and a smooth and timely transition into the
leasing and operating phase.

During periods where competition for development land is more intense, we may acquire improved land with existing commercial uses and rezone the site for multi-family residential use.
During the period that we hold these buildings for future development, the net revenue from these operations, which we consider to beincidental, is accounted for as areduction in our
investment in the devel opment pursuit and not as net income. We have also participated, and may in the future participate, in master planned or other large multi-use devel opments
where we commit to build infrastructure (such as roads) to be used by other participants or commit to act as construction manager or general contractor in building structures or spaces
for third parties (such as municipal garages or parks). Costs we incur in connection with these activities may be accounted for as additional invested capital in the community or we may
earn feeincome for providing these services. Particularly with large scale, urban in-fill developments, we may engage in significant environmental remediation efforts to prepare asite for
construction.

Throughout this report, the term “development” is used to refer to the entire property development cycle, including pursuit of zoning approvals, procurement of architectural and
engineering designs and the construction process. References to “construction” refer to the actual construction of the property, which is only one element of the development cycle.

Redevelopment Strategy. When we undertake the redevel opment of acommunity, our goal isto renovate and/or rebuild an existing community so that our total investment is generally
below replacement cost and the community is well positioned in the market to achieve attractive returns on our capital. We have established a dedicated group
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of associates and procedures to control both the cost and risks of redevelopment. Our redevel opment teams, which include key redevel opment, construction and property management
personnel, monitor redevelopment progress. We believe we achieve significant cost savings by acting as our own general contractor. More importantly, this helps to ensure quality
design and workmanship and a smooth and timely transition into the lease-up and restabilization phases.

Throughout this report, the term “redevelopment” is used to refer to the entire redevel opment cycle, including planning and procurement of architectural and engineering designs,
budgeting and actual renovation work. The actual renovation work isreferred to as “reconstruction,” which is only one element of the redevelopment cycle.

Disposition Strategy. We sell assets that no longer meet our long-term strategy or when market conditions are favorable, and we redeploy the proceeds from those sales to devel op,
redevel op and acquire communities and to rebal ance our portfolio across or within geographic regions. This also allows usto realize a portion of the value created through our
investments and provides additional liquidity. We are then able to redeploy the net proceeds from our dispositionsin lieu of raising that amount of capital externally. When we decide to
sell acommunity, we solicit competing bids from unrelated parties for these individual assets and consider the sales price of each proposal.

Acquisition Strategy. Our core competencies in development and redevel opment discussed above allow us to be selective in the acquisitions we target. Acquisitions allow usto
achieve rapid penetration into marketsin which we desire an increased presence. Acquisitions (and dispositions) also help us achieve our desired product mix or rebalance our portfolio.
In September 2008, we formed Fund |1, which serves as the exclusive vehicle through which we acquire additional investmentsin apartment communities until the earlier of

September 2011 or until 90% of its committed capital isinvested, subject to limited exceptions. As of December 31, 2009, Fund |1 had acquired two communities.

Property Management Strategy. We seek to increase operating income through innovative, proactive property management that will result in higher revenue from communities while
constraining operating expenses. Our principal strategies to maximize revenue include:

. strong focus on resident satisfaction;

. staggering lease terms such that lease expirations are better matched to traffic patterns;

. balancing high occupancy with premium pricing, and increasing rents as market conditions permit; and
. managing community occupancy for optimal rental revenue levels.

Constraining growth in operating expenses is another way in which we seek to increase earnings growth. Growth in our portfolio and the resulting increase in revenue allows for fixed
operating costs to be spread over alarger volume of revenue, thereby increasing operating margins. We constrain growth in operating expensesin avariety of ways, which include the
following, among others:

. we use purchase order controls, acquiring goods and services from pre-approved vendors;
. we purchase suppliesin bulk where possible;
. we bid third-party contracts on avolume basis;

. we strive to retain residents through high levels of servicein order to eliminate the cost of preparing an apartment home for anew resident and to reduce marketing and
vacant apartment utility costs;

. we perform turnover work in-house or hire third parties, generally depending upon the least costly alternative;
. we undertake preventive maintenance regularly to maximize resident satisfaction and property and equipment life; and
. we aggressively pursue real estate tax appeals.

On-site property management teams receive bonuses based largely upon the net operating income (“NOI”) produced at their respective communities. We use and continuously seek
ways to improve technology applications to help manage our communities, believing that the accurate collection of financial and resident datawill enable us to maximize revenue and
control costs through careful leasing decisions, maintenance decisions and financial management.
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We generally manage the operation and leasing activity of our communities directly (although we may use awholly owned subsidiary) both for ourselves and the joint ventures and
partnerships of which we are amember or a partner.

From time to time we also pursue or arrange ancillary services for our residents to provide additional revenue sources or increase resident satisfaction. In general, asa REIT we cannot
directly provide services to our tenants that are not customarily provided by alandlord, nor can we share in the income of athird party that provides such services. However, we can
provide such non-customary services to residents or sharein the revenue from such servicesif we do so through a “taxable REIT subsidiary,” which isasubsidiary that istreated asa
“C corporation” and is therefore subject to federal income taxes.

Financing Strategy. We maintain a capital structure that provides financial flexibility to ensure we can select cost effective capital market options that are well matched to our business
risks. We estimate that our short-term liquidity needswill be met from cash on hand, borrowings under our $1,000,000,000 revolving variable rate unsecured credit facility (the “ Credit
Facility”), sales of current operating communities and/or issuance of additional debt or equity securities. A determination to engage in an equity or debt offering depends on avariety of
factors such as general market and economic conditions, including interest rates, our short and long-term liquidity needs, the adequacy of our expected liquidity sources, therelative
costs of debt and equity capital and growth opportunities. A summary of debt and equity activity for the last three yearsisreflected on our Consolidated Statement of Cash Flows of
the Consolidated Financial Statements set forth in Item 8 of this report.

We have entered into, and may continue in the future to enter into, joint ventures (including limited liability companies or partnerships) through which we would own an indirect
economic interest of less than 100% of the community or communities owned directly by such joint ventures. Our decision whether to hold an apartment community in fee smple or to
have an indirect interest in the community through ajoint venture is based on avariety of factors and considerations, including: (i) the economic and tax terms required by a seller of
land or of acommunity; (ii) our desireto diversify our portfolio of communities by market, submarket and product type; (iii) our desire at times to preserve our capital resources to
maintain liquidity or balance sheet strength; and (iv) our projection, in some circumstances, that we will achieve higher returns on our invested capital or reduce our risk if ajoint
venture vehicleis used. Investmentsin joint ventures are not limited to a specified percentage of our assets. Each joint venture agreement isindividually negotiated, and our ability to
operate and/or dispose of acommunity in our sole discretion may be limited to varying degrees depending on the terms of the joint venture agreement.

From itsinception in 2005 until the investment period closed in March 2008, Fund | was the exclusive vehicle through which we invested in the acquisition of apartment communities,
subject to certain exceptions. In September 2008, we formed Fund I1. Fund I now serves as the exclusive vehicle through which we invest in the acquisition of apartment communities,
subject to certain exceptions, until the earlier of September 2011 or until 90% of its committed capital isinvested. These exceptionsinclude significant individual asset and portfolio
acquisitions, properties acquired in tax-deferred transactions and acquisitions that are inadvisable or inappropriate for Fund 1. Fund Il does not restrict our development activities, and
will terminate after aterm of ten years, subject to two one-year extensions. Fund Il has equity commitments from five institutional investors who, with the Company, collectively
committed $400,000,000, of which our commitment is $125,000,000. A significant portion of the investments made in the Funds by investors have been or will be made through an entity
that qualifies, or that will qualify asaREIT and in which we also own an equity interest. As of January 31, 2010, Fund | has made two investments, for atotal of $104,330,000 invested.
In February 2010, Fund |1 purchased its third community for a purchase price of $31,250,000.

In addition, we may, from time to time, offer shares of our equity securities, debt securities or options to purchase stock in exchange for property.

Other Strategies and Activities. While we emphasize equity real estate investmentsin rental apartment communities, we have the ability to invest in other types of real estate,
mortgages (including participating or convertible mortgages), securities of other REITs or real estate operating companies, or securities of technology companies that relate to our real
estate operations or of companies that provide servicesto us or our residents, in each case consistent with our qualification asa REIT. In addition, we own and lease retail space at our
communities when either (i) the highest and best use of the spaceisfor retail (e.g., street level in an urban area) or (ii) we believe the retail space will enhance the attractiveness of the
community to residents. As of December 31, 2009, we had a




total of 456,260 square feet of rentable retail space, excluding retail space within communities currently under construction. Gross rental revenue provided by leased retail spacein 2009
was $8,915,000 (1.0% of total revenue). If we secure a development right and believe that its best use, in whole or in part, is to develop the real estate with the intent to sell rather than
hold the asset, we may, through ataxable REIT subsidiary, develop real estate for sale. At present, through ataxable REIT subsidiary that is a 50% partner in Ariaat Hathorne, LLC, we
have an economic interest in the devel opment of for-sale town homes that have atotal projected capital cost of $23,621,000. This for-sale development is on asite that is adjacent to our
Avalon Danvers community and that is zoned for for-sale development. Any investment in securities of other entities, and any development of real estate for sale, is subject to the
percentage of ownership limitations, grossincome tests, and other limitations that must be observed for REIT qualification.

We have not engaged in trading, underwriting or agency distribution or sale of securities of other issuers and do not intend to do so. At all timesweintend to make investmentsin a
manner so as to qualify asaREIT unless, because of circumstances or changes to the Internal Revenue Code (or the Treasury Regulations), our Board of Directors determinesthat it is
no longer in our best interest to qualify asaREIT.

Tax Matters

Wefiled an election with our 1994 federal income tax return to be taxed asa REIT under the Internal Revenue Code of 1986 (“the Code”), as amended, and intend to maintain our
qualification asaREIT in the future. Asaqualified REIT, with limited exceptions, we will not be taxed under federal and certain state income tax laws at the corporate level on our taxable
net income to the extent taxable net income is distributed to our stockholders. We expect to make sufficient distributionsto avoid income tax at the corporate level. While we believe that
we are organized and qualified asa REIT and we intend to operate in amanner that will allow usto continue to qualify asaREIT, there can be no assurance that we will be successful in
thisregard. Qualification asa REIT involves the application of highly technical and complex provisions of the Internal Revenue Code for which there are limited judicial and
administrative interpretations and involves the determination of a variety of factual matters and circumstances not entirely within our control.

Competition

We face competition from other real estate investors, including insurance companies, pension and investment funds, partnerships and investment companies and other REITS, to
acquire and devel op apartment communities and acquire land for future development. As an owner and operator of apartment communities, we also face competition for prospective
residents from other operators whose communities may be perceived to offer a better location or better amenities or whose rent may be perceived as a better value given the quality,
location and amenities that the resident seeks. We also compete against condominiums and single-family homesthat are for sale or rent. Although we often compete against large
sophisticated devel opers and operators for development opportunities and for prospective residents, real estate developers and operators of any size can provide effective competition
for both real estate assets and potential residents.

Environmental and Related Matters

Asacurrent or prior owner, operator and devel oper of real estate, we are subject to various federal, state and local environmental laws, regulations and ordinances and also could be
liable to third parties resulting from environmental contamination or noncompliance at our communities. For some development communities, we undertake extensive environmental
remediation to prepare the site for construction, which could be a significant portion of our total construction cost. Environmental remediation efforts could expose us to possible
liabilities for accidents or improper handling of contaminated materials during construction. These and other risks related to environmental matters are described in more detail in
Item 1a., “ Risk Factors”.

We believe that more government regulation of energy use, along with a greater focus on environmental protection may, over time, have a significant impact on urban growth patterns.
If changes in zoning to encourage greater density and proximity to mass transit do occur, such changes could benefit multifamily housing and those companies with a competency in
high-density development. However, there can be no assurance as to whether or




when such changes in regulations or zoning will occur or, if they do occur, whether the multifamily industry or the Company will benefit from such changes.
Other Information

Wefileannual, quarterly and current reports, proxy statements and other information with the SEC. Y ou may read and copy any document we file at the SEC’ s Public Reference Room at
100 F Street, N.E., Washington, D.C. 20549. Y ou may call the SEC at 1-202-551-8090 for further information on the operation of the Public Reference Room. Our SEC filings are also
available to the public from the SEC’s website at www.sec.gov. In addition, you may read our SEC fillings at the offices of the New Y ork Stock Exchange (“NYSE"), whichislocated at 11
Wall Street, New Y ork, New Y ork 10005. Our SEC filings are available at the N'Y SE because our common stock islisted on the NY SE.

We maintain awebsite at www.avalonbay.com. Our annual reports on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K, and amendments to those reports, filed or
furnished pursuant to the Securities Exchange Act of 1934 are available free of chargein the “Investor Relations” section of our website as soon as reasonably practicable after the
reports are filed with or furnished to the SEC. In addition, the charters of our Board’s Nominating and Corporate Governance Committee, Audit Committee and Compensation Committee,
aswell as our Corporate Governance Guidelines and Code of Conduct, are available free of charge in that section of our website or by writing to AvalonBay Communities, Inc., 2900
Eisenhower Avenue, Suite 300, Alexandria, Virginia22314, Attention: Chief Financial Officer. To the extent required by the rules of the SEC and the NY SE, we will disclose amendments
and waivers relating to these documents in the same place on our website.

We were incorporated under the laws of the State of Californiain 1978. In 1995, we reincorporated in the State of Maryland and have been focused on the ownership and operation of
apartment communities since that time. As of January 31, 2010, we had 1,877 employees.




ITEM la RISK FACTORS

Our operationsinvolve various risks that could have adverse consequences, including those described below. This Item 1a. includes forward-looking statements. Y ou should refer to
our discussion of the qualifications and limitations on forward-looking statementsin this Form 10-K.

Development, redevelopment and construction risks could affect our profitability.

Weintend to continue to devel op and redevel op apartment home communities. These activities can include long planning and entitlement timelines and can involve complex and costly
activities, including significant environmental remediation or construction work in high-density urban areas. These activities may be exposed to the following risks:

we may abandon opportunities that we have already begun to explore for anumber of reasons, including changesin local market conditions or increases in construction or
financing costs, and, as aresult, we may fail to recover expenses already incurred in exploring those opportunities;

occupancy rates and rents at acommunity may fail to meet our original expectations for anumber of reasons, including changes in market and economic conditions beyond
our control and the development by competitors of competing communities;

we may be unable to obtain, or experience delays in obtaining, necessary zoning, occupancy, or other required governmental or third party permits and authorizations, which
could result in increased costs or the delay or abandonment of opportunities;

we may incur costs that exceed our original estimates due to increased material, labor or other costs;

occupancy rates and rents at acommunity may fail to meet our expectations for anumber of reasons, including changes in market and economic conditions beyond our
control and the development by competitors of competing communities;

we may be unable to compl ete construction and lease-up of acommunity on schedule, resulting in increased construction and financing costs and a decrease in expected
rental revenues,

we may be unable to obtain financing with favorable terms, or at all, for the proposed development of a community, which may cause usto delay or abandon an opportunity;

we may incur liabilities to third parties during the devel opment process, for example, in connection with managing existing improvements on the site prior to tenant
terminations and demolition (such as commercial space) or in connection with providing servicesto third parties (such as the construction of shared infrastructure or other
improvements); and

we may incur liability if our communities are not constructed and operated in compliance with the accessibility provisions of the Americans with Disabilities Acts, the Fair
Housing Act or other federal, state or local requirements. Noncompliance could result in imposition of fines, an award of damages to private litigants, and arequirement that
we undertake structural modifications to remedy the noncompliance. We are currently engaged in litigation alleging noncompliance with these statutes. See Item 3., “Legal
Proceedings.”

We project construction costs based on market conditions at the time we prepare our budgets, and our projectionsinclude changes that we anticipate but cannot predict with certainty.
Construction costs may increase, particularly for labor and certain materials and, for some of our Development Communities and Development Rights (as defined below), the total
construction costs may be higher than the original budget. Total capitalized cost includes all capitalized costs incurred and projected to be incurred to develop or redevelop a
community, determined in accordance with GAAP, including:

land and/or property acquisition costs;

fees paid to secure air rights and/or tax abatements;
construction or reconstruction costs;

costs of environmental remediation;

real estate taxes;

capitalized interest;




. loan fees;

. permits;

. professional fees;

. allocated development or redevelopment overhead; and
. other regulatory fees.

Costs to redevelop communities that have been acquired have, in some cases, exceeded our original estimates and similar increases in costs may be experienced in the future. We
cannot assure you that market rentsin effect at the time new development or redevel opment communities complete lease-up will be sufficient to fully offset the effects of any increased
construction or reconstruction costs.

Unfavorable changesin market and economic conditions could hurt occupancy, rental rates, operating expenses, and the overall market value of our assets, including joint
ventures and investmentsin the Funds.

Local conditionsin our markets significantly affect occupancy, rental rates and the operating performance of our communities. Therisks that may adversely affect conditionsin those
marketsinclude the following:

. plant closings, industry slowdowns and other factors that adversely affect thelocal economy;
. an oversupply of, or areduced demand for, apartment homes,
. adeclinein household formation or employment or lack of employment growth;
. theinability or unwillingness of residentsto pay rent increases;
. rent control or rent stabilization laws, or other laws regulating housing, that could prevent us from raising rents to offset increases in operating costs; and
. eco_nomic conditions that could cause an increase in our operating expenses, such asincreasesin property taxes, utilities, compensation of on-site associates and routine
maintenance.
Changesin applicable laws, or noncompliance with applicable laws, could adversely affect our operations or expose usto liability.

We must devel op, construct and operate our communitiesin compliance with numerous federal, state and local laws and regulations, some of which may conflict with one another or be
subject to limited judicial or regulatory interpretations. These laws and regulations may include zoning laws, building codes, landlord tenant laws and other laws generally applicable to
business operations. Noncompliance with laws could expose us to liability.

Lower revenue growth or significant unanticipated expenditures may result from our need to comply with changesin (i) lawsimposing remediation requirements and the potential
liability for environmental conditions existing on properties or the restrictions on discharges or other conditions, (ii) rent control or rent stabilization laws or other residential
landlord/tenant laws, or (iii) other governmental rules and regulations or enforcement policies affecting the development, use and operation of our communities, including changes to
building codes and fire and life-safety codes.

Short-term leases expose us to the effects of declining market rents.

Substantially all of our apartment leases are for aterm of one year or less. Because these | eases generally permit the residents to leave at the end of the lease term without penalty, our
rental revenues are impacted by declinesin market rents more quickly than if our leases were for longer terms.

Competition could limit our ability to |ease apartment homes or increase or maintain rents.

Our apartment communities compete with other housing alternatives to attract residents, including other rental apartments, condominiums and single-family homes that are available for
rent, as well as new and existing condominiums and single-family homes for sale. Competitive residential housing in a particular area could adversely affect our ability to |ease apartment
homes and to increase or maintain rental rates.




Attractive investment opportunities may not be available, which could adversely affect our profitability.

We expect that other real estate investors, including insurance companies, pension funds, other REITs and other well-capitalized investors, will compete with usto acquire existing
properties and to develop new properties. This competition could increase prices for properties of the type we would likely pursue and adversely affect our profitability.

Capital and credit market conditions may adver sely affect our accessto various sources of capital and/or the cost of capital, which could impact our business activities, dividends,
earnings, and common stock price, among other things.

In periods when the capital and credit markets experience significant volatility, the amounts, sources and cost of capital available to us may be adversely affected. We primarily use
external financing to fund construction and to refinance indebtedness as it matures. If sufficient sources of external financing are not available to us on cost effective terms, we could be
forced to limit our development and redevel opment activity and/or take other actions to fund our business activities and repayment of debt, such as selling assets, reducing our cash
dividend or paying out less than 100% of our taxable income. To the extent that we are able and/or choose to access capital at a higher cost than we have experienced in recent years
(reflected in higher interest rates for debt financing or alower stock price for equity financing) our earnings per share and cash flows could be adversely affected. In addition, the price
of our common stock may fluctuate significantly and/or decline in ahigh interest rate or volatile economic environment. We believe that the lenders under our Credit Facility will fulfill
their lending obligations thereunder, but if economic conditions deteriorate there can be no assurance that the ability of those lendersto fulfill their obligations would not be adversely
impacted.

Insufficient cash flow could affect our debt financing and createrefinancing risk.

We are subject to the risks associated with debt financing, including the risk that our cash flow will be insufficient to meet required payments of principal and interest. In thisregard, we
notethat in order for usto continue to qualify asa REIT, we are required to annually distribute dividends generally equal to at least 90% of our REIT taxable income, computed without
regard to the dividends paid deduction and our net capital gain. This requirement limits the amount of our cash flow available to meet required principal and interest payments. The
principal outstanding balance on a portion of our debt will not be fully amortized prior to its maturity. Although we may be able to repay our debt by using our cash flows, we cannot
assure you that we will have sufficient cash flows available to make all required principal payments. Therefore, we may need to refinance at |east a portion of our outstanding debt asit
matures. Thereisarisk that we may not be able to refinance existing debt or that arefinancing will not be done on as favorable terms, either of which could have amaterial adverse
effect on our financial condition and results of operations.

Rising interest rates could increase interest costs and could affect the market price of our common stock.

We currently have, and may in the future incur, contractual variable interest rate debt, as well as effective variable interest rate debt achieved through the use of qualifying hedging
relationships. In addition, we regularly seek access to both fixed and variable rate debt financing to repay maturing debt and to finance our development and redevel opment activity.
Accordingly, if interest ratesincrease, our interest costs will also rise, unless we have made arrangements that hedge the risk of rising interest rates. In addition, an increase in market
interest rates may lead purchasers of our common stock to demand a greater annual dividend yield, which could adversely affect the market price of our common stock.
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Bond financing and zoning compliance requirements could limit our income, restrict the use of communities and cause favorable financing to become unavailable.

We have financed some of our apartment communities with obligationsissued by local government agencies because the interest paid to the holders of this debt is generally exempt
from federal income taxes and, therefore, the interest rate is generally more favorable to us. These obligations are commonly referred to as “tax-exempt bonds” and generally must be
secured by mortgages on our communities. As a condition to obtaining tax-exempt financing, or on occasion as a condition to obtaining favorable zoning in some jurisdictions, we will
commit to make some of the apartmentsin acommunity available to househol ds whose income does not exceed certain thresholds (e.g., 50% or 80% of area median income), or who
meet other qualifying tests. As of December 31, 2009, approximately 6.8% of our apartment homes at current operating communities were under income limitations such as these. These
commitments, which may run without expiration or may expire after a period of time (such as 15 or 20 years) may limit our ability to raise rents and, in consequence, can also adversely
affect the value of the communities subject to these restrictions.

In addition, some of our tax-exempt bond financing documents require us to obtain a guarantee from afinancial institution of payment of the principal of, and interest on, the bonds. The
guarantee may take the form of aletter of credit, surety bond, guarantee agreement or other additional collateral. If the financial institution defaultsin its guarantee obligations, or if we
are unabl e to renew the applicable guarantee or otherwise post satisfactory collateral, adefault will occur under the applicable tax-exempt bonds and the community could be foreclosed
upon if we do not redeem the bonds.

Risksrelated to indebtedness.

We have a Credit Facility with JPMorgan Chase Bank, N.A., and WachoviaBank, N.A., serving together as syndication agent and as banks, Bank of America, N.A., serving as
administrative agent, swing lender, issuing bank and abank, Morgan Stanley Bank, Wells Fargo Bank, N.A., and Deutsche Bank Trust Company Americas, serving collectively as
documentation agent and as banks, and a syndicate of other financial institutions, serving as banks. Our organizational documents do not limit the amount or percentage of
indebtedness that may be incurred. Accordingly, subject to compliance with outstanding debt covenants, we could incur more debt, resulting in an increased risk of default on our
obligations and an increase in debt service requirements that could adversely affect our financial condition and results of operations.

The mortgages on those of our properties subject to secured debt, our Credit Facility and the indenture under which a substantial portion of our debt wasissued contain customary
restrictions, requirements and other limitations, aswell as certain financial and operating covenants including maintenance of certain financial ratios. Maintaining compliance with these
restrictions could limit our flexibility. A default in these requirements, if uncured, could result in arequirement that we repay indebtedness, which could severely affect our liquidity and
increase our financing costs. Refer to Item 7., “Management’s Discussion and Analysis of Financial Condition and Results of Operations,” for further discussion.

Failureto generate sufficient revenue or other liquidity needs could limit cash flow available for distributionsto stockholders.

A decrease in rental revenue or other liquidity needs, including the repayment of indebtedness or funding of our development activities, could have an adverse effect on our ability to
pay distributions to our stockholders. Significant expenditures associated with each community such as debt service payments, if any, real estate taxes, insurance and maintenance
costs are generally not reduced when circumstances cause a reduction in income from acommunity.

Theform, timing and/or amount of dividend distributionsin future periods may vary and be impacted by economic and other considerations.

The form, timing and/or amount of dividend distributions will be declared at the discretion of the Board of Directors and will depend on actual cash from operations, our financia
condition, capital requirements, the annual
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distribution requirements under the REIT provisions of the Code and other factors as the Board of Directors may consider relevant. The Board of Directors may modify our dividend
policy from timeto time.

We may choose to pay dividendsin our own stock, in which case stockholders may be required to pay tax in excess of the cash they receive.

We may distribute taxabl e dividends that are payablein part in our stock, aswe did in the fourth quarter of 2008. Taxable stockholders receiving such dividends will be required to
include the full amount of the dividend as income to the extent of our current and accumulated earnings and profits for federal income tax purposes. As aresult, aU.S. stockholder may
be required to pay tax with respect to such dividendsin excess of the cash received. If aU.S. stockholder sells the stock it receives as adividend in order to pay thistax, the sales
proceeds may be less than the amount included in income with respect to the dividend, depending on the market price of our stock at the time of the sale. Furthermore, with respect to
non-U.S. stockholders, we may be required to withhold U.S. tax with respect to such dividends, including in respect of al or a portion of such dividend that is payablein stock. In
addition, the trading price of our stock would experience downward pressure if a significant number of our stockholders sell shares of our stock in order to pay taxes owed on dividends.

Debt financing may not be available and equity issuances could be dilutive to our stockholders.

Our ability to execute our business strategy depends on our access to an appropriate blend of debt and equity financing. Debt financing may not be available in sufficient anounts or
on favorable terms. If we issue additional equity securities, the interests of existing stockholders could be diluted.

Difficulty of selling apartment communities could limit flexibility.

Federal tax laws may limit our ability to earn again on the sale of acommunity (unless we own it through a subsidiary which will incur ataxable gain upon sal€) if we are found to have
held, acquired or developed the community primarily with the intent to resell the community, and this limitation may affect our ability to sell communities without adversely affecting
returns to our stockholders. In addition, real estate in our markets can at times be difficult to sell quickly at prices we find acceptable. These potential difficultiesin selling real estatein
our markets may limit our ability to change or reduce the apartment communitiesin our portfolio promptly in response to changesin economic or other conditions.

Acquisitions may not yield anticipated results.

Subject to the requirementsrelated to Fund 11, we may in the future acquire apartment communities on a select basis. Our acquisition activities and their success may be exposed to the
following risks:

. an acquired property may fail to perform as we expected in analyzing our investment; and

. our estimate of the costs of repositioning or redevel oping an acquired property may prove inaccurate.

Failureto succeed in new markets or in activities other than the development, ownership and operation of residential rental communities may have adver se consequences.

We may from time to time commence development activity or make acquisitions outside of our existing market areas if appropriate opportunities arise. As noted above, we also own and
lease ancillary retail space when aretail component represents the best use of the space, asis often the case with large urban in-fill developments. Also, as noted abovein Item 1.,
“Business,” through ataxable REIT subsidiary that isajoint venture partner, we have a 50% economic interest in afor-sale development with atotal estimated capital cost at completion
of $23,621,000, on asite adjacent to one of our communities. We may engage or have an interest in for-sale activity in the future. Our historical experiencein our existing marketsin
developing, owning and operating rental communities does not ensure that we will be able to operate successfully in new markets, should we choose to enter them, or that we will be
successful in other activities. We may be exposed to avariety of risksif we choose to enter new markets, including an inability to accurately evaluate local apartment market conditions;
an inability to obtain land for development or to identify appropriate acquisition opportunities; an inability to hire and retain key personnel; and
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lack of familiarity with local governmental and permitting procedures. We may be unsuccessful in owning and leasing retail space at our communities or in developing real estate with
theintent to sell.

Land we hold with no current intent to develop may be subject to future impairment charges

We own parcels of land that we do not currently intend to develop. Asdiscussed in Item 2., “Communities— Other Land and Real Estate Assets,” in the event that the fair market value
of aparcel changes such that the we determine that the carrying basis of the parcel reflected in our financial statementsis greater than the parcel’s then current fair value, less costs to
dispose, we would be subject to an impairment charge, which would reduce our net income.

Risksinvolved in real estate activity through joint ventures.

Instead of acquiring or developing apartment communities directly, at timeswe invest as a partner or a co-venturer. Joint venture investments (including investments through
partnerships or limited liability companies) involve risks, including the possibility that our partner might become insolvent or otherwise refuse to make capital contributions when due;
that we may be responsible to our partner for indemnifiable losses; that our partner might at any time have business goal s which are inconsistent with ours; and that our partner may be
in aposition to take action or withhold consent contrary to our instructions or requests. Frequently, we and our partner may each have the right to trigger a buy-sell arrangement, which
could cause usto sell our interest, or acquire our partner’sinterest, at a time when we otherwise would not have initiated such atransaction.

Risks associated with an investment in and management of discretionary investment funds.

We formed Fund | which, through awholly owned subsidiary, we manage as the general partner and in which we have invested approximately $50,000,000 at December 31, 2009,
representing our total capital commitment, for an equity interest of approximately 15%. We have also formed Fund Il which, through awholly owned subsidiary, we manage as the
general partner and to which we have committed $125,000,000, representing a current equity interest of approximately 31%. We have invested approximately $17,500,000 at December 31,
2009 in Fund I1. These Funds present risks, including the following:

. investorsin Fund Il may fail to make their capital contributions when due and, asaresult, Fund |1 may be unable to execute its investment objectives;

. our subsidiariesthat are the general partners of the Funds are generally liable, under partnership law, for the debts and obligations of the respective Funds, subject to certain
exculpation and indemnification rights pursuant to the terms of the partnership agreement of the Funds;

. investorsin the Funds holding a majority of the partnership interests may remove us as the general partner without cause, subject to our right to receive an additional nine
months of management fees after such removal and our right to acquire one of the properties then held by the Funds;

. while we have broad discretion to manage the Funds and make investment decisions on behalf of the Funds, the investors or an advisory committee comprised of
representatives of the investors must approve certain matters, and as aresult we may be unable to cause the Funds to make certain investments or implement certain
decisionsthat we consider beneficial;

. we can develop communities but have been generally prohibited from making acquisitions of apartment communities outside of Fund 11, which is our exclusive investment
vehicle until September 2011 or when 90% of Fund I1’s capital isinvested, subject to certain exceptions; and

. we may be liable and/or our status as a REIT may be jeopardized if either the Funds, or the REITs through which a number of investors have invested in the Funds and which
we manage, fail to comply with various tax or other regulatory matters.
Risk of earthquake damage.

Asfurther described in Item 2., “ Communities— Insurance and Risk of Uninsured Losses,” many of our West Coast communities are located in the general vicinity of active earthquake
faults. We cannot assure you that an earthquake would not cause damage or losses greater than insured levels. In the event of alossin excess of insured limits, we could lose our
capital invested in the affected community, as well as anticipated future revenue from that community. We would also continue to be obligated to repay any mortgage indebtedness or
other obligations related to the community. Any such loss could materially and adversely affect our business and our financial condition and results of operations.

Insurance coverage for earthquakes can be costly due to limited industry capacity. As aresult, we may experience shortagesin desired coverage levels if market conditions are such
that insurance is not available or the cost of insurance makesit, in management’s view, economically impractical.
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A significant uninsured property or liability loss could have a material adverse effect on our financial condition and results of operations.

In addition to the earthquake insurance discussed above, we carry commercial general liability insurance, property insurance and terrorism insurance with respect to our communities on
terms we consider commercially reasonable. There are, however, certain types of losses (such aslosses arising from acts of war) that are not insured, in full or in part, because they are
either uninsurable or the cost of insurance makesiit, in management’s view, economically impractical. If an uninsured property loss or a property lossin excess of insured limits were to
occur, we could lose our capital invested in acommunity, as well asthe anticipated future revenues from such community. We would also continue to be obligated to repay any
mortgage indebtedness or other obligations related to the community. If an uninsured liability to athird party were to occur, we would incur the cost of defense and settlement with, or
court ordered damages to, that third party. A significant uninsured property or liability loss could materially and adversely affect our business and our financial condition and results of
operations.

We may incur costs and increased expensesto repair property damage resulting from inclement weather.

Particularly in New England and the Midwest, we are exposed to risks associated with inclement winter weather, including increased costs for the removal of snow and ice aswell as
from delaysin construction. In addition, inclement weather could increase the need for maintenance and repair of our communities.

We may incur costs due to environmental contamination or non-compliance.

Under various federal, state and local environmental and public health laws, regulations and ordinances, we may be required, regardless of knowledge or responsibility, to investigate
and remediate the effects of hazardous or toxic substances or petroleum product releases at our properties (including in some cases natural substances such as methane and radon gas)
and may be held liable under these laws or common law to agovernmental entity or to third parties for property, personal injury or natural resources damages and for investigation and
remediation costs incurred as aresult of the contamination. These damages and costs may be substantial and may exceed any insurance coverage we have for such events. The
presence of such substances, or the failure to properly remediate the contamination, may adversely affect our ability to borrow against, sell or rent the affected property.

In addition, some environmental laws create or allow a government agency to impose alien on the contaminated site in favor of the government for damages and costsit incursasa
result of the contamination.

The development, construction and operation of our communities are subject to regulations and permitting under various federal, state and local laws, regulations and ordinances,
which regul ate matters including wetlands protection, storm water runoff and wastewater discharge. Noncompliance with such laws and regulations may subject usto fines and
penalties. We do not currently anticipate that we will incur any material liabilities as aresult of noncompliance with these laws.

Certain federal, state and local laws, regulations and ordinances govern the removal, encapsulation or disturbance of asbestos containing materials (* ACMSs") when such materials are
in poor condition or in the event of renovation or demolition of abuilding. These laws and the common law may impose liability for release of ACMs and may allow third partiesto seek
recovery from owners or operators of real propertiesfor personal injury associated with exposure to ACMs. We are not aware that any ACMs were used in the construction of the
communities we developed. ACMs were, however, used in the construction of anumber of the communities that we acquired. We implement an operations and maintenance program at
each of the communities at which ACMs are detected. We do not currently anticipate that we will incur any material liabilities asaresult of the presence of ACMs at our communities.

We are aware that some of our communities have lead paint and have implemented an operations and maintenance program at each of those communities. We do not currently
anticipate that we will incur any material liabilities asaresult of the presence of lead paint at our communities.
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All of our stabilized operating communities, and all of the communities that we are currently developing, have been subjected to at least aPhase | or similar environmental assessment,
which generally does not involve invasive techniques such as soil or ground water sampling. These assessments, together with subsurface assessments conducted on some properties,
have not revealed, and we are not otherwise aware of, any environmental conditions that we believe would have amaterial adverse effect on our business, assets, financial condition or
results of operations. In connection with our ownership, operation and development of communities, from time to time we undertake substantial remedial action in response to the
presence of subsurface or other contaminants, including contaminantsin soil, groundwater and soil vapor beneath or affecting our buildings. In some cases, an indemnity exists upon
which we may be ableto rely if environmental liability arises from the contamination or remediation costs exceed estimates. There can be no assurance, however, that all necessary
remediation actions have been or will be undertaken at our properties or that we will be indemnified, in full or at all, in the event that environmental liability arises.

Mold growth may occur when excessive moisture accumulatesin buildings or on building materials, particularly if the moisture problem remains undiscovered or is not addressed over a
period of time. Although the occurrence of mold at multifamily and other structures, and the need to remediate such mold, is not a new phenomenon, there has been increased
awarenessin recent years that certain molds may in some instances lead to adverse health effects, including allergic or other reactions. To help limit mold growth, we educate residents
about the importance of adequate ventilation and request or require that they notify us when they see mold or excessive moisture. We have established procedures for promptly
addressing and remediating mold or excessive moisture from apartment homes when we become aware of its presence regardless of whether we or the resident believe ahealthrisk is
presented. However, we cannot provide assurance that mold or excessive moisture will be detected and remediated in atimely manner. If asignificant mold problem arises at one of our
communities, we could be required to undertake a costly remediation program to contain or remove the mold from the affected community and could be exposed to other liabilities that
may exceed any applicable insurance coverage. Our communities may also be affected by potential vapor intrusion risks resulting from subsurface soil or groundwater contamination by
volatile organic compounds, which may require investigation or remediation and could subject the Company to liability.

Additionally, we have occasionally been involved in devel oping, managing, leasing and operating various properties for third parties. Consequently, we may be considered to have
been an operator of such properties and, therefore, potentially liable for removal or remediation costs or other potential costs which relate to the release or presence of hazardous or
toxic substances. We are not aware of any material environmental liabilities with respect to properties managed or developed by us or our predecessors for such third parties.

We cannot assure you that:
. the environmental assessments described above have identified al potential environmental liabilities;
. no prior owner created any material environmental condition not known to us or the consultants who prepared the assessments;
. no environmental liabilities have devel oped since the environmental assessments were prepared;

. the condition of land or operationsin the vicinity of our communities, such as the presence of underground storage tanks, will not affect the environmental condition of our
communities;

. future uses or conditions, including, without limitation, changes in applicable environmental laws and regulations, will not result in the imposition of environmental liability;
and

. no environmental liabilitieswill arise at communities that we have sold for which we may have liability.

Failureto qualify asa REIT would cause us to be taxed as a corporation, which would significantly reduce funds available for distribution to stockholders.

If wefail to qualify asaREIT for federal income tax purposes, we will be subject to federal income tax on our taxable income at regular corporate rates (subject to any applicable
aternative minimum tax). In addition, unlesswe are entitled to relief under applicable statutory provisions, we would be ineligible to make an election for treatment asa REIT for the four
taxable years following the year in which we lose our qualification. The additional tax liability resulting from the failure to qualify asaREIT would significantly reduce or eliminate the
amount of funds available for distribution to our stockholders. Furthermore, we would no longer be required to make distributions to
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our stockholders. Thus, our failure to qualify asaREIT could also impair our ability to expand our business and raise capital, and would adversely affect the value of our common stock.

Webelieve that we are organized and qualified asa REIT, and we intend to operate in amanner that will allow us to continue to qualify asaREIT. However, we cannot assure you that
we are qualified asaREIT, or that we will remain qualified in the future. Thisis because qualification asa REIT involves the application of highly technical and complex provisions of the
Internal Revenue Code for which there are only limited judicial and administrative interpretations and involves the determination of avariety of factual matters and circumstances not
entirely within our control. In addition, future legislation, new regulations, administrative interpretations or court decisions may significantly change the tax laws or the application of
the tax laws with respect to qualification asa REIT for federal income tax purposes or the federal income tax consequences of this qualification.

Evenif we qualify asaREIT, we will be subject to certain federal, state and local taxes on our income and property and on taxable income that we do not distribute to our shareholders.
In addition, we may engage in activities that are not customarily provided by alandlord through taxable subsidiaries and will be subject to federal income tax at regular corporate rates
on the income of those subsidiaries.

Theability of our stockholdersto control our policies and effect a change of control of our company islimited by certain provisions of our charter and bylaws and by Maryland
law.

There are provisionsin our charter and bylaws that may discourage athird party from making a proposal to acquire us, even if some of our stockholders might consider the proposal to
bein their best interests. These provisions include the following:

Our charter authorizes our Board of Directors to issue up to 50,000,000 shares of preferred stock without stockholder approval and to establish the preferences and rights, including
voting rights, of any series of preferred stock issued. The Board of Directors may issue preferred stock without stockholder approval, which could allow the Board to issue one or more
classes or series of preferred stock that could discourage or delay atender offer or achangein control.

To maintain our qualification asaREIT for federal income tax purposes, not more than 50% in value of our outstanding stock may be owned, directly or indirectly, by or for five or fewer
individuals at any time during the last half of any taxable year. To maintain this qualification, and/or to address other concerns about concentrations of ownership of our stock, our
charter generally prohibits ownership (directly, indirectly by virtue of the attribution provisions of the Code, or beneficially as defined in Section 13 of the Securities Exchange Act) by
any single stockholder of more than 9.8% of the issued and outstanding shares of any class or series of our stock. In general, under our charter, pension plans and mutual funds may
directly and beneficially own up to 15% of the outstanding shares of any class or series of stock. Under our charter, our Board of Directors may in its sole discretion waive or modify the
ownership limit for one or more persons, but is not required to do so even if such waiver would not affect our qualification as a REIT. These ownership limits may prevent or delay a
changein control and, as aresult, could adversely affect our stockholders' ability to realize a premium for their shares of common stock.

Our bylaws provide that the affirmative vote of holders of amajority of all of the shares entitled to be cast in the election of directorsisrequired to elect adirector. In acontested
election, if no nominee receives the vote of holders of amajority of all of the shares entitled to be cast, the incumbent directors would remain in office. This requirement may prevent or
delay achangein control and, as aresult, could adversely affect our stockholders' ability to realize a premium for their shares of common stock.

AsaMaryland corporation, we are subject to the provisions of the Maryland General Corporation Law. Maryland law imposes restrictions on some business combinations and requires
compliance with statutory procedures before some mergers and acquisitions may occur, which may delay or prevent offersto acquire us or increase the difficulty of completing any
offers, even if they arein our stockholders’ best interests. In addition, other provisions of the Maryland General Corporation Law permit the Board of Directors to make elections and to
take actions without stockholder approval (such as classifying our Board such that the entire Board is not up for reelection annually) that, if made or taken, could have the effect of
discouraging or delaying achange in control.
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ITEM 1b. UNRESOLVED STAFF COMMENTS

None.

ITEM 2. COMMUNITIES

Our real estate investments consist primarily of current operating apartment communities, communitiesin various stages of development (“ Development Communities’) and
Development Rights (as defined below). Our current operating communities are further distinguished as Established Communities, Other Stabilized Communities, L ease-Up Communities
and Redevelopment Communities. The following is adescription of each category:

Current Communities are categorized as Established, Other Stabilized, Lease-Up, or Redevelopment according to the following attributes:

Established Communities (also known as Same Store Communities) are consolidated communities where a comparison of operating results from the prior year to the
current year is meaningful, as these communities were owned and had stabilized occupancy and operating expenses as of the beginning of the prior year. For the year
ended December 31, 2009, the Established Communities are communities that are consolidated for financial reporting purposes, had stabilized occupancy and operating
expenses as of January 1, 2008, are not conducting or planning to conduct substantial redevelopment activities and are not held for sale or planned for disposition
within the current year. A community is considered to have stabilized occupancy at the earlier of (i) attainment of 95% physical occupancy or (ii) the one-year
anniversary of completion of development or redevel opment.

Other Stabilized Communities includes all other completed communities that we own or have adirect or indirect ownership interest in, and that have stabilized
occupancy, as defined above. Other Stabilized Communities do not include communities that are conducting or planning to conduct substantial redevelopment
activities within the current year.

Lease-Up Communities are communities where construction has been complete for less than one year and where physical occupancy has not reached 95%.

Redevel opment Communities are communities where substantial redevelopment isin progress or is planned to begin during the current year. For communities that we
wholly own, redevelopment is considered substantial when capital invested during the reconstruction effort is expected to exceed the lesser of $5,000,000 or 10% of the
community’s acquisition cost. The definition of substantial redevelopment may differ for communities owned through ajoint venture arrangement, or by one of the
Funds.

Development Communities are communities that are under construction and for which a certificate of occupancy has not been received for the entire community. These communities
may be partially complete and operating.

Development Rights are development opportunitiesin the early phase of the development process for which we either have an option to acquire land or enter into aleasehold interest,
for which we are the buyer under along-term conditional contract to purchase land or where we own land to develop a new community. We capitalize related pre-devel opment costs
incurred in pursuit of new devel opments for which we currently believe future development is probable.
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In addition, we own approximately 60,000 square feet of office spacein Alexandria, Virginia, for our corporate office, with all other regional and administrative offices |eased under
operating leases. In the third quarter of 2009 we entered into aten-year operating lease for approximately 50,744 square feet of office spacein Arlington, Virginia, which will serve as
the location for our corporate office by the end of the second quarter 2010. We are exploring alternatives to lease or sell the office spacein Alexandria, Virginia

As of December 31, 2009, communities that we owned or held adirect or indirect interest in were classified as follows:

Number of Number of
communities apartment homes
Current Communities
Established Communities:
New England 22 5,359
Metro NY/NJ 18 5,895
Mid-Atlantic/Midwest 15 6,088
Pacific Northwest 8 1,943
Northern Cdlifornia 15 4,432
Southern California 12 3,679
Total Established 90 27,396
Other Stabilized Communities:
New England 12 3,334
MetroNY/NJ 1 3,241
Mid-Atlantic/Midwest 13 3,616
Pacific Northwest 4 1,021
Northern California 11 2,989
Southern California 10 1,718
Total Other Stabilized 61 15,919
Lease-Up Communities 7 1,996
Redevelopment Communities 7 2,615
Total Current Communities 165 47,926
Development Communities 7 2,438
Development Rights 28 7,180

Our holdings under each of the above categories are discussed on the following pages.
Current Communities

Our Current Communities are primarily garden-style apartment communities consisting of two and three-story buildingsin landscaped settings. As of January 31, 2010, these include 113
garden-style (of which 15 are mixed communities and/or include town homes), 22 high-rise and 29 mid-rise apartment communities.

Our communities offer avariety of quality amenities and features, including:
. gourmet kitchens;
. lofts and vaulted ceilings;
. walk-in closets;
. fireplaces;
. patios/decks; and
. modern appliances.

Other features at various communities may include:
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. swimming pooals;
. fitness centers;

. tennis courts; and
. wi-fi lounges.

We also have an extensive and ongoing maintenance program to continually maintain and enhance our communities and apartment homes. The aesthetic appeal of our communities and
aservice-oriented property management team, focused on the specific needs of residents, enhances market appeal to discriminating residents. We believe our mission of Enhancing the
Lives of our Residents helps us achieve higher rental rates and occupancy levels while minimizing resident turnover and operating expenses.

Our Current Communities are located in the following geographic markets:

Number of Number of apartment Percentage of total
communities at homes at apartment homes at
1-31-09 1-31-10 1-31-09 1-31-10 1-31-09 1-31-10
New England 36 36 9,077 9,132 19.9% 19.2%
Boston, MA 24 25 6,460 6,683 14.2% 14.0%
Fairfield County, CT 12 11 2,617 2,449 5.7% 5.2%
MetroNY/NJ 31 32 9,353 10,255 20.4% 21.5%
Long Island, NY 7 6 1,732 1,732 3.8% 3.6%
Northern New Jersey 5 5 1,618 1,618 3.5% 3.4%
Central New Jersey 7 6 2,258 2,258 4.9% 4.7%
New York, NY 12 15 3,745 4,647 8.2% 9.8%
Mid-Atlantic/Midwest 30 27 9,213 9,409 20.2% 19.8%
Washington, DC 24 22 7,661 8,152 16.8% 17.1%
Chicago, IL 6 5 1,552 1,257 3.4% 2.7%
Pacific Northwest 11 12 2,746 2,964 6.0% 6.2%
Seattle, WA 11 12 2,746 2,964 6.0% 6.2%
Northern California 32 32 8,879 9,160 19.4% 19.2%
Oakland-East Bay, CA 8 9 2,394 2,833 5.2% 5.9%
San Francisco, CA 11 12 2,489 2,749 5.4% 5.8%
San Jose, CA 13 11 3,996 3,578 8.8% 7.5%
Southern California 24 25 6,460 6,711 14.1% 14.1%
Los Angeles, CA 12 12 3,345 3,345 7.3% 7.0%
Orange County, CA 8 9 1,896 2,147 4.1% 4.5%
San Diego, CA 4 4 1,219 1,219 2.7% 2.6%

164 164 45,728 47,631 100.0% 100.0%

We manage and operate substantially all of our Current Communities. During the year ended December 31, 2009, we completed construction of 2,526 apartment homesin nine
communities and sold 1,037 apartment homes in five communities. The average age of our Current Communities, on aweighted average basis according to number of apartment homes,
is14.3 years. When adjusted to reflect redevel opment activity, asif redevelopment were a new construction completion date, the average age of our Current Communitiesis 9.2 years.

Of the Current Communities, as of January 31, 2010, we own:

. afull fee simple, or absolute, ownership interest in 124 operating communities, ten of which are on land subject to land leases expiring in October 2026, November 2028, July
2029, December 2034, July 2062, December 2073, April 2095, September 2105 and March 2142;

. ageneral partnership interest in three partnerships that each own afee simpleinterest in an operating community;

. ageneral partnership interest and an indirect limited partnership interest in both Fund | and Fund I1. Subsidiaries of Fund | own afee simpleinterest in 19 operating
communities, and subsidiaries of Fund I own afee simpleinterest in two operating communities;

. ageneral partnership interest in two partnerships structured as “ DownREITS,” as described more fully below, that own an aggregate of nine communities;
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. amembership interest in six limited liability companies that each hold afee simpleinterest in an operating community, two of which are on land subject to land |eases expiring
in September 2044, and November 2089; and

. aresidual profitsinterest (with no ownership interest) in alimited liability company to which an operating community was transferred upon completion of construction in the
second quarter of 2006.

For some communities, aland leaseis used to support tax advantaged structures that ultimately allow usto purchase the land upon lease expiration. We have options to purchase the
underlying land for the leases that expire in October 2026, November 2028, July 2029, December 2034, April 2095 and March 2142. We a'so hold, directly or through wholly owned
subsidiaries, the full fee simple ownership interest in the seven Development Communities, all of which are currently consolidated for financial reporting purposes and two of which are
subject to land leases expiring in May 2105 and April 2106.

In our two partnerships structured as DownREITs, either AvalonBay or one of our wholly owned subsidiariesisthe general partner, and there are one or more limited partners whose
interest in the partnership is represented by units of limited partnership interest. For each DownREIT partnership, limited partners are entitled to receive an initial distribution before any
distribution is made to the general partner. Although the partnership agreements for each of the DownREITs are different, generally the distributions per unit paid to the holders of units
of limited partnership interests have approximated our current common stock dividend amount. The holders of units of limited partnership interest have the right to present all or some
of their units for redemption for a cash amount as determined by the applicabl e partnership agreement and based on the fair value of our common stock. In lieu of a cash redemption by
the partnership, we may elect to acquire any unit presented for redemption for one share of our common stock or for such cash amount. As of January 31, 2010, there were 15,351
DownREIT partnership units outstanding. The DownREIT partnerships are consolidated for financial reporting purposes.
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CURRENT COMMUNITIES

NEW ENGLAND

Boston, MA
Avalon at Lexington
Avalon Oaks
Avalon Summit
Avalon Essex
Avalon at Prudential Center
Avalon Oaks West

Avalon Orchards

Avalon at Newton Highlands (8)

Avalon at The Pinehills|
Avalon at Crane Brook
Essex Place

Avalon at Bedford Center
Avalon Chestnut Hill
Avalon Shrewsbury
Avalon Danvers

Avalon Woburn

Avalon at Lexington Hills
Avalon Acton

Avalon Sharon

Avalon at Center Place (11)
Avalon at Hingham Shipyard

Avalon Northborough |
Avalon BlueHills

Fairfield-New Haven, CT
Avalon Gates
Avalon Glen
Avalon Springs
Avalon Valley
Avalon on Stamford Harbor
Avalon New Canaan (9)
Avalon at Greyrock Place
Avalon Danbury
Avalon Darien
Avalon Milford |
Avalon Huntington

Profile of Current, Development and Unconsolidated Communities (1)

(Dollarsin thousands, except per apartment home data)

Average

Approx. Yearof  Average Physical Average rental rate Financial

Number of  rentable completion/  size occupancy economic occupancy $ per $ per reporting

City and state homes area(Sg. Ft) Acres acquisition (Sqg.Ft) at12/31/09 2009 2008 Apt (4) Sq.Ft cost (5)
Lexington, MA 198 237,855 16.1 1994 1201 91.9% 95.0% 97.6% 1,818 1.44 16,460
Wilmington, MA 204 237,167 225 1999 1163 96.1% 97.1% 95.6% 1,467 123 21,290
Quincy, MA 245 224,974 8.0 1986/1996 918 91.4% 96.0% 97.1% 1,361 142 17,694
Peabody, MA 154 201,063 111 2000 1,306 95.5% 96.3% 96.3% 1,572 1.16 22,023
Boston, MA 780 759,130 1.0 1968/1998 973  95.1% 93.8% 97.5% 3005 290 157,333
Wilmington, MA 120 133376 27.0 2002 1111 96.7% 96.3% 93.9% 1,355 117 16,984
Marlborough, 156 179,227 230 2002 1149  97.4% 96.4% 97.0% 1,528 128 21,417

MA
Newton, MA 294 339,537 7.0 2003 1,155  94.9% 96.1% 96.2% 2,149 179 57,258
Plymouth, MA 101 151,629 6.0 2004 1501 95.1% 95.0% 95.9% 1,909 121 20,008
Peabody, MA 387 433,778 200 2004 1121  95.4% 95.6% 96.4% 1,383 118 54,961
Peabody, MA 286 250,473 180 2004 876  94.4% 93.9%(2) 88.8%(2) 1,235 1.32(2) 35411
Bedford, MA 139 159,704 38.0 2005 1149 92.8% 95.5% 95.3% 1,738 145 24,804
Chestnut Hill, MA 204 271,899 47 2007 1333 95.1% 96.0% 93.1% 2,316 167 60,483
Shrewsbury, MA 251 274,780 255 2007 1,095 92.0% 94.7% 95.0% 1,361 118 35,760
Danvers, MA 433 512,991 75.0 2006 1185  96.1% 95.1% 86.4% 1,492 120 82,956
Woburn, MA 446 486,091 56.0 2007 1,090 95.5% 96.4% 96.7% 1,590 141 83,327
Lexington, MA 387 511,454 23.0 2007 1322 95.6% 94.8% 71.1%(3) 1,877 135 86,984
Acton, MA 380 373690 50.3 2007 983 94.5% 95.0% 59.2%(3) 1,312 127 62,883
Sharon, MA 156 178,628 27.2 2007 1145 98.1% 96.5% 62.3%(3) 1,618 1.36 30,221
Providence, RI 225 233910 1.2 1991/1997 1,040 93.3% 95.0% 94.5% 1,952 1.78 29,537
Hingham, MA 235 298981 129 2009 1272 97.5% 80.1%(3) 17.1% 1,735 1.09(3) 54,221
Northborough, 163 183,000 14.0 2009 1123 97.6% 53.0%(3) N/A 3,626 1.71(3) 25,030
MA

Randolph, MA 276 307,085 231 2009 1113  823% 42.7%(3) N/A 7314  2.80(3) 45,316
Trumbull, CT 340 389,047 37.0 1997 1144  95.6% 96.9% 96.5% 1,618 137 37,712
Stamford, CT 238 265,940 41 1991 1117  95.8% 95.2% 97.1% 1,892 161 32,566
Wilton, CT 102 160,159 12.0 1996 1570 95.1% 95.2% 94.2% 2,825 171 17,299
Danbury, CT 268 303193 171 1999 1131 98.9% 96.4% 95.7% 1,616 1.38 26,443
Stamford, CT 323 337572 121 2003 1,045 93.8% 94.8% 96.5% 2421 219 62,969
New Canaan, CT 104 145,118 9.1 2002 1,395 97.1% 94.2% 96.1% 2,648 179 24,469
Stamford, CT 306 334,381 30 2002 1,093  95.8% 95.3% 96.3% 2,097 1.83 70,844
Danbury, CT 234 238952 36.0 2005 1,021 97.4% 95.6% 96.0% 1,584 1.48 35,621
Darien, CT 189 242533 320 2004 1283 94.7% 93.7% 94.7% 2,433 178 41,598
Milford, CT 246 230,246 22.0 2004 936 97.2% 97.9% 96.2% 1,441 151 31,501
Shelton, CT 9 145,573 71 2008 1470 91.9% 86.8% 17.0%(3) 2,029 120 25,214




METRO NY/NJ

LongIsland, NY
Avalon Commons
Avalon Towers
Avalon Court
Avalon at Glen Cove

South (11)
AvalonPines| & Il
Avalon at Glen Cove

North (11)

Northern New Jer sey
Avalon Cove
Avalon at Edgewater
Avalon at Florham Park
Avalon Lyndhurst

Central New Jersey
Avalon Run (7) & Run
East (8)
Avalon Watch
Avalon at Freehold
Avalon Run East |1
Avalon at Tinton Falls

New York, NY

Avalon Gardens

Avalon Green

Avalon Willow

The Avalon

Avaon Riverview | (11)

Avalon Bowery Place|

Avalon Riverview
North (11)

Avalon on the Sound
11

Avalon on the Sound
East (11)

Avalon Bowery Placell

Avalon White Plains

Avalon Morningside
Park (11)

Avalon Charles Pond

MID-

ATLANTIC/MIDWEST

Baltimore, MD
Avalon at Fairway Hills
1,11, & 111 (7)
Avalon Symphony
Woods (SGlen)
Avalon Symphony
Woods (SGate)

Washington, DC

Avalon at Foxhall

Avalon at Gallery Place
I

Avalon at Decoverly

Avaon Fields|

Avalon Fields|1

Avalon Knoll

Avalon at Rock Spring
(9)(11)

Profile of Current, Development and Unconsolidated Communities (1)

(Dollarsin thousands, except per apartment home data)

Average

Approx. Y ear of Average  Physical Average rental rate Financial

Number of rentable completion / size occupancy economic occupancy $ per $ per reporting

City and state homes  area(Sqg. Ft.) Acres acquisition (Sg. Ft.) at12/31/09 2009 2008 Apt(4) Sg Ft cost (5)
Smithtown, NY 312 385290 20.6 1997 1,235 96.2% 94.5% 95.0% 2,060 1.58 34,105
Long Beach, NY 109 135,036 1.3 1990/1995 1,239 94.5% 96.0% 97.4% 3,551 2.75 21,594
Melville, NY 494 601,342 354  1997/2000 1,217 97.4% 95.2% 94.2% 2,375 1.86 60,411
Glen Cove, NY 256 262,285 4.0 2004 1,025 93.8% 95.1% 95.8% 2,265 2.10 68,152
Coram, NY 450 547,981 740  2005/2006 1,218 96.2% 94.7% 95.8% 1,958 152 71,712
Glen Cove, NY 111 100,851 13 2007 909 97.3% 95.3% 96.8% 2,076 2.18 39,944
Jersey City, NJ 504 640,467 11.0 1997 1271 96.4% 96.1% 96.1% 2,719 2.06 93,581
Edgewater, NJ 408 438,670 7.6 2002 1,075 97.1% 95.8% 96.3% 2,290 2.04 75,438
Florham Park, NJ 270 330,410 419 2001 1,224 95.6% 96.3% 95.8% 2,576 2.03 42,115
Lyndhurst, NJ 328 352,462 5.8 2006 1,075 93.9% 96.1% 94.9% 2,023 181 80,984
Lawrenceville, NJ 632 718101 361  1994/1996 1,136 95.7% 95.7% 95.1% 1,484 1.25 76,725
West Windsor, NJ 512 496,141 644 1988 969 93.8% 96.0%(2) 96.0% 1,393 1.38(2) 36,111
Freehold, NJ 296 317,416 403 2002 1,072 94.6% 96.2% 96.2% 1,708 153 34,826
Lawrenceville, NJ 312 341,292 705 2003 1,094 97.1% 95.5% 96.0% 1,753 153 52,238
Tinton Falls, NJ 216 240,747  35.0 2007 1,115 96.3% 95.9% 56.3%(3) 1,756 151 41,045
Nanuet, NY 504 617,992 62.5 1998 1,226 96.2% 96.9% 97.0% 2,082 1.64 55,579
Elmsford, NY 105 115,038 169 1995 1,096 96.2% 97.3% 97.4% 2,327 207 13,951
Mamaroneck, NY 2271 240,459 4.0 2000 1,059 96.0% 97.1% 98.0% 2,188 2,01 47,603
Bronxville, NY 110 148,335 15 1999 1,349 97.3% 96.1% 97.7% 3,660 2.61 31,579
Long Island City, NY 372 352,988 10 2002 949 94.9% 96.8% 96.8% 3,139 3.20 95,234
New York, NY 206 162,000 11 2006 786 97.0% 95.5% 96.2% 4,037 4.90 92,810
Long Island City, NY 602 519,092 18 2007 862 93.9% 96.2% 92.2%(3) 2,746 3.06 169,329
New Rochelle, NY 412 415,369 24 2001 1,008 96.4% 96.7% 96.2% 2,204 211 117,354
New Rochelle, NY 588 622,999 17 2007 1,060 94.9% 96.1% 79.6%(3) 2,270 2.06 179,654
New York, NY 90 73,624 11 2007 818 96.0% 94.1% 97.1% 3,554 4.09 55,766
White Plains, NY 407 379,555 0.1 2009 933 86.0% 54.3%(3) 14.2% 2477 1.44(3) 150,431
New York, NY 295 243,157 0.8 2009 824 93.2% 89.5%(3) 25.5% 2,857 3.10(3) 109,654
Coram, NY 200 176,000 39.0 2009 880 96.5% 50.5%(3) N/A 4,382 2.51(3) 48,078
Columbia, MD 720 724,027 59.0 1987/1996 1,006 95.4% 96.3% 94.6% 1,335 1.28 52,948
Columbia, MD 176 179,880 10.0 1986 1,022 94.9% 92.8%(2) 88.8%(2) 1,328 1.21(2) 13,828
Columbia, MD 216 214670 127  1986/2006 994 98.2% 92.0%(2) 90.3%(2) 1,257 1.16(2) 41,752
Washington, DC 308 297,876 27 1982 967 92.9% 95.3% 96.3% 2,307 2.27 45,086
Washington, DC 203 184,157 0.5 2003 907 96.1% 96.8% 96.7% 2,577 2.75 49,045
Rockville, MD 564 551,292  34.8 1991/1995/2007 977 94.9% 95.7% 96.2% 1,487 1.46 63,524
Gaithersburg, MD 192 197,280 5.0 1996 1,028 95.8% 97.9% 96.7% 1,407 1.34 14,541
Gaithersburg, MD 9% 100,268 5.0 1998 1,044 96.9% 96.3% 97.0% 1,584 1.46 8,333
Germantown, MD 300 290544  26.7 1985 968 96.3% 96.0% 96.5% 1,236 1.23 9,003
North Bethesda, MD 386 387,884 10.2 2003 1,005 96.9% 97.5% 96.8% 1,779 1.73 82,586
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Avalon at Grosvenor
Station

Avalon at Traville (8)

Avalon Fair Lakes

Avalon at Ballston —
Washington Towers

Avalon at Cameron
Court

Avalon at Providence
Park

Avalon Crescent

Avalon at Arlington
Square

Chicago, IL
Avalon at Danada
Farms (8)
Avalon at Stratford
Green (8)
Avalon Arlington
Heights

PACIFIC NORTHWEST
Seattle, WA
Avalon Redmond Place
Avalon at Bear Creek
Avalon Bellevue
Avalon RockM eadow

®
Avalon WildReed (8)
Avalon HighGrove (8)
Avalon ParcSquare (8)
Avalon Brandemoor (8)
Avalon Belltown
Avalon Meydenbauer

NORTHERN
CALIFORNIA
Oakland-East Bay, CA
Avalon Fremont
Avaon Dublin
Avalon Pleasanton
Avalon at Union
Square
Waterford
Avalon at Willow Creek
Avalon at Dublin
Station
Avalon Union City

San Francisco, CA
Avalon at Cedar Ridge
Avalon at Nob Hill
Crowne Ridge
Avalon Foster City
Avalon Towers by the
Bay

Avalon Pacifica

Avalon Sunset Towers

Avalon at Diamond
Heights

Avalon at Mission Bay
North

Avalon at Mission Bay
]

Profile of Current, Development and Unconsolidated Communities (1)
(Dollarsin thousands, except per apartment home data)

Average

Approx. Year of  Average Physical Average rental rate Financial

Number of rentable completion/  size occupancy €conomic occupancy $ per $ per reporting

City and state homes  area(Sg. Ft.) Acres acquisition (Sqg.Ft) at12/31/09 2009 2008 Apt(4) Sg Ft cost (5)
North Bethesda, MD 497 472,001 10.0 2004 950 94.8% 96.9% 97.0% 1,798 1.84 82,452
North Potomac, MD 520 575529 479 2004 1,107 95.6% 96.5% 97.0% 1,777 1.55 70,102
Fairfax, VA 420 354,945 243 1989/1996 845 95.5% 95.7% 93.3%(2) 1,382 157 37,886
Arlington, VA 344 294,954 41 1990 857 95.1% 95.8% 96.2% 1,809 2.02 39,215
Alexandria, VA 460 478,068 16.0 1998 1,039 96.1% 96.4% 96.2% 1,878 1.74 44,582
Fairfax, VA 141 148,282 9.3 1988/1997 1,052 97.9% 96.3% 96.7% 1,558 143 11,942
McLean, VA 558 613426 19.1 1996 1,099 97.0% 97.0% 96.5% 1,850 1.63 57,921
Arlington, VA 842 628,433 20.1 2001 746 95.1% 96.6% 96.8% 1,876 243 113,679
Wheaton, IL 295 351,206 19.2 1997 1191 95.3% 96.5% 96.2% 1417 115 40,030
Bloomingdale, IL 192 237,124 127 1997 1,235 95.3% 96.0% 96.7% 1,425 111 22,253
Arlington Heights, IL 409 352,236 2.8 1987/2000 861 93.6% 95.7% 96.2% 1,495 1.66 56,986
Redmond, WA 222 219,075 8.4 1991/1997 987 94.1% 92.0% 86.4%(2) 1,358 127 31,922
Redmond, WA 264 296530 222 1998 1,123 91.7% 94.4% 96.6% 1,380 1.16 36,283
Bellevue, WA 200 170,965 17 2001 855 94.0% 93.3% 94.8% 1,555 1.70 31,093
Bothell, WA 206 246,683 112 2000 1,197 91.8% 94.4% 95.2% 1,260 0.99 25,032
Everett, WA 234 266,580 23.0 2000 1,139 95.7% 95.3% 95.8% 1,100 0.92 23,132
Everett, WA 391 428962 19.0 2000 1,097 94.6% 93.9% 94.8% 1,108 0.95 39,942
Redmond, WA 124 131,706 20 2000 1,062 94.4% 93.0% 96.9% 1,611 141 19,542
Lynwood, WA 424 465,257  27.0 2001 1,097 95.1% 95.1% 95.1% 1,162 1.01 45,691
Seattle, WA 100 95,201 0.7 2001 952 95.0% 93.1% 95.3% 1,757 172 18,499
Bellevue, WA 368 333,502 3.6 2008 906 96.2% 92.2% 48.1%(3) 1,616 1.65 89,365
Fremont, CA 308 386,277 143 1994 1,254 96.8% 97.1% 96.3% 1,677 1.30 57,311
Dublin, CA 204 179,004  13.0 1989/1997 877 95.1% 96.7% 96.7% 1,473 1.62 28,694
Pleasanton, CA 456 366,062 14.7 1988/1994 803 94.5% 95.3%(2) 96.8% 1,371 1.63(2) 66,026
Union City, CA 208 150,320 8.5 1973/1996 723 92.8% 95.9% 96.7% 1,243 1.65 22,924
Hayward, CA 544 452,043 111 1985/1986 831 90.8% 91.8% 93.9% 1,250 1.38 62,190
Fremont, CA 235 191,935 135 1985/1994 817 96.2% 96.8%(2) 97.0% 1,457 1.73(2) 36,493
Dublin, CA 305 300,760 4.7 2006 986 92.8% 94.1% 67.6%(3) 1,691 161 84,380
Union City, CA 439 428,730 6.0 2009 977 85.7% 42.5%(3) N/A 2,120 0.92(3) 118,740
Daly City, CA 195 141,411 7.0 1972/1997 725 90.3% 95.5%(2) 97.0% 1,621 2.13(2) 29,141
San Francisco, CA 185 108,712 1.4 1990/1995 588 97.8% 96.0% 96.8% 1,921 3.14 28,192
San Rafael, CA 254 222685 219 1973/1996 877 96.9% 95.6% 96.8% 1,479 161 33,100
Foster City, CA 288 222,364 11.0 1973/1994 772 94.1% 95.0% 97.1% 1,585 1.95 44,191
San Francisco, CA 227 285,881 10 1999 1,259 94.3% 96.1% 97.5% 3,025 231 67,055
Pecifica, CA 220 186,800 21.9 1971/1995 849 94.1% 95.1% 97.0% 1,650 1.85 32,481
San Francisco, CA 243 171,854  16.0 1961/1996 707 94.2% 94.2% 96.3% 1,975 2.63 28,890
San Francisco, CA 154 123,566 3.0 1972/1994 802 90.3% 93.2% (2) 95.9% (2) 1,901 2.21(2) 28,933
San Francisco, CA 250 240,368 14 2003 961 93.6% 96.3% 96.0% 3,122 313 93,148
San Francisco, CA 260 261,361 15 2009 1,005 85.0% 46.3%(3) N/A 3,078 1.42(3) 146,913
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San Jose, CA

Avalon Campbell

CountryBrook

Avalon onthe
Alameda

Avalon Rosewalk

Avalon Silicon Valey

Avalon Mountain
View (9)

Avalon at Creekside

Avalon at Cahill Park

Avalon Towerson the

Peninsula
Countrybrook I1

SOUTHERN

CALIFORNIA

Orange County, CA

Avalon Newport

Avalon Mission Viejo
Avalon at South Coast

Avalon Santa
Margarita

Avalon at Pacific Bay

Avalon Warner Place

Avalon Anaheim
Stadium

San Diego, CA
Avalon at Mission Bay

Avalon at Mission
Ridge
Avalon at Cortez Hill

Avalon Fashion Valley

LosAngeles, CA

Avalon at Media
Center

Avalon Woodland
Hills

Avalon at Warner
Center

Avalon Glendale (11)

Avalon Burbank

Avalon Camarillo

Avaon Wilshire

Avalon Encino

Profile of Current, Development and Unconsolidated Communities (1)

(Dollarsin thousands, except per apartment home data)

Average
Approx. Year of Average Physical Average rental rate Financial
Number of  rentable completion/ size  occupancy economic occupancy $ per reporting
City and state homes area(Sq. Ft.) Acres acquisition (Sg.Ft.) at 12/31/09 2009 2008 Apt (4) $per Sq. Ft. cost (5)
Campbell, CA 348 329,816 10.8 1995 948  94.5% 94.5% 96.9% 1,686 1.68 60,672
San Jose, CA 360 322,992 14.0 1985/1996 897  96.9% 94.9% 95.9% 1,489 158 52,874
San Jose, CA 305 320,464 89 1999 1051 94.1% 96.7% 97.3% 2,037 187 56,939
San Jose, CA 456 459,162 16.6 1997/1999 1,007 94.5% 95.8% 96.4% 1,699 162 79,972
Sunnyvale, CA 710 659,729 13.6 1997 929  95.4% 96.8% 96.1% 1,955 204 123,527
Mountain View, CA 248 211552 105 1986 853 94.8% 90.6%(2) 88.0%(2) 1,859 197 (2) 58,883
Mountain View, CA 294 215,680 13.0 1962/1997 734 96.3% 97.0% 97.6% 1,515 2.00 43,657
San Jose, CA 218 221933 38 2002 1018 95.4% 96.7% 97.6% 2,020 192 52,747
Mountain View, CA 211 218,392 19 2002 1035 95.7% 97.0% 97.3% 2,639 247 65,811
San Jose, CA 80 64,554 3.6 2007 807 100.0% 95.2% 96.8% 1,442 170 18,005
CostaMesa, CA 145 122,415 6.6 1956/1996 844  95.9% 95.3% 96.3% 1,644 1.86 10,441
Mission Vigjo, CA 166 124,770 7.8 1984/1996 752 95.2% 93.5% 95.4% 1,270 158 14,120
CostaMesa, CA 258 210922 8.0 1973/1996 818 96.9% 94.0% 94.4% 1,377 158 26,027
Rancho Santa Margarita, CA 301 229,593 20.0 1990/1997 763 95.4% 93.1% 96.7% 1,333 1.63 24,527
Huntington Beach, CA 304 268,720 9.7 19711997 884 94.4% 94.2% 96.1% 1512 161 33,233
Canoga Park, CA 210 186,402 33 2007 888 93.3% 94.1% 57.2%(3) 1,583 1.68 52,742
Anaheim, CA 251 302480 35 2009 1,205 95.6% 49.2%(3) 4.8% 2,267 0.93(3) 97,813
San Diego, CA 564 402,320 12.9 1969/1997 713 95.2% 94.6% 95.0% 1,433 1.90 66,886
San Diego, CA 200 208,125 4.0 1960/1997 1,041 95.0% 92.3% 94.9% 1,652 1.46 22,666
San Diego, CA 294 227,373 14 1973/1998 773 94.9% 93.4% 96.4% 1,506 1.82 34,745
San Diego, CA 161 186,766 10.0 2008 1160 92.6% 68.4% 15.3%(3) 2,380 124 64,540
Burbank, CA 748 532,264 14.1 1961/1997 712 95.2% 94.5% 95.6% 1,440 191 77,725
Woodland Hills, CA 663 597,871 18.2 1989/1997 902 89.6% 83.9%(2) 76.9%(2) 1,500 1.40(2) 107,901
Woodland Hills, CA 227 195224 7.0 1979/1998 860 96.5% 94.2% 94.7% 1,554 1.70 27,564
Burbank, CA 223 241,714 51 2003 1,084  96.4% 94.5% 94.2% 2,271 1.98 41,567
Burbank, CA 400 360,587 6.9 1988/2002 901 88.0% 88.1%(2) 96.7%(2) 1,878 1.84(2 91,653
Camarillo, CA 249 233,267 10.0 2006 937  95.2% 93.6% 94.5% 1513 151 48,738
Los Angeles, CA 123 125,193 16 2007 1,018 94.3% 94.1% 94.7% 2,582 2.39 46,876
LosAngeles, CA 131 131,220 20 2008 1,002  96.2% 76.9% 15.7%(3) 2,475 179 61,815
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DEVELOPMENT COMMUNITIES
Avaon Irvine

Avalon Walnut Creek (9) (11)
Avalon Norwalk

Avalon Fort Greene

Avalon Towers Bellevue (11)

Avalon Northborough |1
Avalon at West Long Branch

UNCONSOLIDATED
COMMUNITIES

Avalon at Mission Bay North 11 (9)

Avalon Del Rey (9)
Avalon Chrystie Place | (9)(11)
Avalon Juanita Village (10)

Avalon at Redondo Beach (6)

Avalon Sunset (6)
Civic Center (6)
Avalon Paseo Place (6)

Avalon Y erba Buena (6)
The Springs (6)
Avalon Skyway (6)

South Hills Apartments (6)
Avalon Lakeside (6)

Avalon at Poplar Creek (6)

Avalon Lombard (6)
Middlesex Crossing (6)

Weymouth Place (6)

Avalon Columbia (6)

Avalon Cedar Place (6)

Avalon Centerpoint (6)

Avalon at Aberdeen Station (6)

Avalon at Rutherford Station
(6)

Avalon Crystal Hill (6)

The Hermitage (12)

Avalon Bellevue Park (12)

Profile of Current, Development and Unconsolidated Communities (1)
(Dollarsin thousands, except per apartment home data)

Average
Approx. Year of Average Physical Average rental rate Financial
Number of  rentable completion/ size occupancy economic occupancy $ per reporting
City and state homes aea(Sq. Ft.) Acres acquisition (Sg. Ft.) at12/31/09 2009 2008 Apt (4) $per Sq. Ft. cost (5)
Irvine, CA 279 243,157 45 N/A 872 N/A N/A N/A N/A N/A 76,104
Walnut Creek, 422 448,384 58 N/A 1,063 N/A N/A N/A N/A N/A 98,820
CA
Norwalk, CT 311 312,018 45 N/A 1,003 N/A N/A N/A N/A N/A 50,771
Brooklyn, NY 631 498,632 1.0 N/A 790 N/A N/A N/A N/A N/A 259,672
Bellevue, WA 396 330,194 15 N/A 834 N/A N/A N/A N/A N/A 73,799
Northborough, 219 271,150 17.7 N/A 1,238 N/A N/A N/A N/A N/A 18,901
MA
West Long 180 192,357 104 N/A 1,069 N/A N/A N/A N/A N/A 2,219
Branch, NJ
San Francisco, 313 291,556 15 2006 931 92.3% 95.2% 95.0% 2,986 3.05 N/A
CA
LosAngeles, 309 284,387 5.0 2006 920 94.2% 94.3% 92.7% 1972 2.02 N/A
CA
New York, NY 361 266,940 15 2005 739 99.0% 95.5% 96.9% 4,138 534 N/A
Kirkland, WA 211 209,335 29 2005 992  91.5% 91.6% 95.3% 1,661 153 N/A
Redondo 105 86,075 1.2 1971/2004 820 97.1% 93.3% 94.3% 1,906 217 N/A
Beach, CA
LosAngeles, 82 71,037 0.8 1987/2005 866 97.6% 93.4% 96.5% 1,863 201 N/A
CA
Norwalk, CA 192 174,378 8.7 1987/2005 908  96.9% 92.5% 93.6% 1,584 161 N/A
Fremont, CA 134 106,249 7.0 1987/2005 793  96.3% 96.9% 94.8% (2) 1,453 177 N/A
San Francisco, 160 159,604 0.9 2000/2006 998 93.1% 95.7% 97.1% 2,784 2.67 N/A
CA
Corona, CA 320 241,440 13.3 1987/2006 755  95.3% 86.0% 87.7% 1,017 1.16 N/A
San Jose,CA 348 287,918 184 1994/2007 827  98.6% 96.7% 97.7% 1,460 171 N/A
West Covina, 85 107,150 5.3 1966/2007 1,261 94.1% 94.6% 88.0% (2) 1,636 123 N/A
CA
Wheaton, IL 204 162,821 124 2004 798 93.1% 96.0% 96.2% 985 118 N/A
Schaumburg, 196 178490 12.8 1986/2005 911 95.9% 95.8% 91.3% 1,159 122 N/A
IL
Schaumburg, 256 201,924 13.2 1988/2006 789  95.7% 97.2% 96.2% (2) 1,069 132 N/A
IL
Billerica, MA 252 188,915 13.0 2007 750  95.6% 96.8% 96.0% 1,250 161 N/A
Weymouth, 211 154,957 7.7 1971/2007 734 99.1% 92.6% 95.8% (2) 1,124 142 N/A
MA
Columbia, MD 170 180,452 113 1989/2004 1,061 96.5% 96.8% 96.3% 1,479 1.35 N/A
Columbia, MD 156 152,923 114 1972/2006 980 94.2% 97.0% 86.8% (2) 1211 1.20 N/A
Baltimore, MD 392 312,356 6.9 2005/2007 797 91.9% 93.8% 90.5% 1,439 1.70 N/A
Aberdeen, NJ 290 414585 16.8 2002/2006 1,430 94.5% 96.4% 96.5% 1,759 119 N/A
East 108 131,937 15 2005/2007 1,222 100.0% 96.6% 95.2% 2,222 1.76 N/A
Rutherford, NJ
Pomona, NY 168 215203 121 2001/2007 1,281 96.5% 96.6% 95.2% 1,982 1.49 N/A
Fairfax, VA 491 165,948 135 2009 338  95.3% 94.2% (3) N/A 1,355 3.78(3) N/A
Bellevue, WA 220 373,843 18 2009 1699 85.0% 88.9% (3) N/A 1,339 0.70(3) N/A
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We own afee simpleinterest in the communities listed, excepted as noted below.

Represents acommunity that was under redevelopment during the year, which could result in lower average economic occupancy and average rental rate per square foot for the
year.

3 Represents acommunity that completed development or was purchased during the year, which could result in lower average economic occupancy and average rental rate per
square foot for the year.

(4) Represents the average rental revenue per occupied apartment home.

(5) Costs are presented in accordance with GAAP. For current Development Communities, cost represents total costsincurred through December 31, 2009. Financial reporting costs
are excluded for unconsolidated communities, see Note 6, “Investments in Real Estate Entities.”

—
N
~

(6) We own a15.2% combined general partnership and indirect limited partner equity interest in this community.
W We own ageneral partnership interest in a partnership that owns afee simple interest in this community.

8 We own ageneral partnership interest in a partnership structured asa DownREIT that owns this community.
9) We own amembership interest in alimited liability company that holds afee simple interest in this community.
(

10)  Thiscommunity was transferred to ajoint venture entity upon completion of development. We do not hold an equity interest in the entity, but retain a promoted residual interest
in the profits of the entity. We receive a property management fee for this community.

(11) Community islocated on land subject to aland lease.
(12) Weown a31.3% combined general partnership and indirect limited partner equity interest in this community.
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Development Communities

As of December 31, 2009, we had seven Devel opment Communities under construction. We expect these Devel opment Communities, when completed, to add atotal of 2,438 apartment
homesto our portfolio for atotal capitalized cost, including land acquisition costs, of approximately $813,300,000. Y ou should carefully review Item 1a, “Risk Factors,” for adiscussion
of the risks associated with development activity and our discussion under Item 7., “Management’s Discussion and Analysis of Financial Condition and Results of Operations,” for
further discussion of our 2010 outlook for development activity.

Thefollowing table presents a summary of the Development Communities. We hold adirect or indirect fee simple ownership interest in these communities except where noted.

Total
Number of capitalized
apartment cost (1) Construction Initial Estimated Estimated
homes ($ millions) start occupancy (2) completion stabilization (3)
1. Avaon Irvine 279 $ 774 Q42007 Q22009 Q12010 Q32010
Irvine, CA
2. Avaon Fort Greene 631 306.8 Q4 2007 Q42009 Q12011 Q32011
New York, NY
3. Avalon Walnut Creek (4) 422 151.7 Q32008 Q22010 Q12011 Q32011
Walnut Creek, CA
4. Avaon Norwalk 311 86.4 Q32008 Q22010 Q22011 Q42011
Norwalk, CT
5. Avalon Towers Bellevue 39 126.1 Q42008 Q22010 Q22011 Q42011
Bellevue, WA
6. Avalon Northborough |1 219 36.3 Q42009 Q22010 Q12011 Q32011
Northborough, MA
7. Avalon at West Long Branch 180 28.6 Q42009 Q32010 Q12011 Q32011
West Long Branch, NJ
Total 2,438 $ 813.3

1) Total capitalized cost includes all capitalized costs projected to be or actually incurred to develop the respective Development Community, determined in accordance with GAAP,
including land acquisition costs, construction costs, real estate taxes, capitalized interest and loan fees, permits, professional fees, allocated devel opment overhead and other
regulatory fees. Total capitalized cost for communities identified as having joint venture ownership, either during construction or upon construction compl etion, represents the
total projected joint venture contribution amount.

2 Future initial occupancy dates are estimates. There can be no assurance that we will pursue to completion any or all of these proposed developments.
3 Stabilized operationsis defined asthe earlier of (i) attainment of 95% or greater physical occupancy or (ii) the one-year anniversary of completion of development.
(4) This community is being financed in part by third party, tax-exempt debt.

Redevel opment Communities

As of December 31, 2009, we had seven consolidated communities under redevel opment. We expect the total capitalized cost to redevel op these communities to be $118,400,000,
excluding costs prior to redevel opment. We have found that the cost to redevel op an existing apartment community is more difficult to budget and estimate than the cost to develop a
new community. Accordingly, we expect that actual costs may vary from our budget by awider range than for anew development community. We cannot assure you that we will meet
our schedul e for reconstruction completion or restabilized operations, or that we will meet our budgeted costs, either individually or in the aggregate. We anticipate increasing our
redevel opment activity related to communities owned by the Funds, as well as communitiesin our current operating portfolio. Y ou should carefully review Item 1a., “ Risk Factors,” for a
discussion of the risks associated with redevel opment activity.
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The following presents asummary of these Redevelopment Communities:

Total cost
Number of ($ millions) Estimated Estimated
apartment Pre-redevel opment Total capitalized Reconstruction reconstruction restabilized
homes cost cost (1) start completion operations (2)
1. Avalon Woodland Hills 663 $ 721 $ 110.6 Q4 2007 Q22010 Q42010
Woodland Hills, CA
2. Avalon at Diamond Heights 154 253 30.6 Q42007 Q42010 Q22011
San Francisco, CA
3. Avalon Burbank 400 71.0 944 Q32008 Q32010 Q12011
Burbank, CA
4. Avalon Pleasanton 456 63.0 80.9 Q22009 Q42011 Q22012
Pleasanton, CA
5. Avalon Watch 512 30.2 49.9 Q22009 Q12012 Q32012
West Windsor, NJ
6. Avalon at Cedar Ridge 195 27.7 338 Q32009 Q12011 Q32011
Daly City, CA
7. Avalon at Willow creek 235 36.5 44.0 Q42009 Q12011 Q32011
Fremont, CA
Total 2,615 $ 325.8 $ 444.2

1) Total capitalized cost includes all capitalized costs projected to be or actually incurred to redevel op the respective Redevelopment Community, including land acquisition costs,
construction costs, real estate taxes, capitalized interest and loan fees, permits, professional fees, allocated development overhead and other regulatory fees, all as determined in
accordance with GAAP.

2 Restabilized operationsis defined as the earlier of (i) attainment of 95% or greater physical occupancy or (ii) the one-year anniversary of completion of redevelopment.

Development Rights

As of December 31, 2009, we are eval uating the future development of 28 new apartment communities on land that is either owned by us, under contract, subject to aleasehold interest
or for which we hold either a purchase or lease option. We generally prefer to hold Development Rights through options to acquire land, although for 14 of the Development Rights we
currently own the land on which acommunity would be built if we proceeded with development. The Development Rights range from those beginning design and architectural planning
to those that have completed site plans and drawings and can begin construction almost immediately. We estimate that the successful completion of al of these communities would
ultimately add 7,180 apartment homes to our portfolio. Substantially all of these apartment homes will offer features like those offered by the communities we currently own. At
December 31, 2009, there were cumulative capitalized costs (including legal fees, design fees and related overhead costs, but excluding land costs) of $87,763,000 relating to
Development Rights. In addition, land costs related to the pursuit of Development Rights (consisting of original land and additional carrying costs) of $237,095,000 are reflected as land
held for development as of December 31, 2009 on the Consolidated Balance Sheet of the Consolidated Financial Statements set forth in Item 8 of thisreport. In addition, we control
certain land that is held for development under a 99-year land |ease agreement, with future minimum obligations of approximately $6,500,000 per year.

The properties comprising the Development Rights are in different stages of the due diligence and regulatory approval process. The decisions as to which of the Development Rights to
invest in, if any, or to continue to pursue once an investment in a Development Right is made, are business judgments that we make after we perform financial, demographic and other
analyses. In the event that we do not proceed with a Development Right, we generally would not recover capitalized costsincurred in the pursuit of those communities, unless we were
to recover amountsin connection with the sale of land; however, we cannot guarantee arecovery. Initial development costsincurred for pursuits for which future development is not
yet considered probable are expensed as incurred. In addition, if the status of a Development Right changes, making future devel opment no longer probable, any capitalized pre-
development costs are charged to expense. During 2009, we incurred a charge of approximately $5,842,000 of pre-development cost for development rights that were not yet probable of
future development at the
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timeincurred, or for pursuits that we determined would not likely be developed. We also incurred a charge of $21,152,000 on three land parcels that were held for development that we
do not currently intend to develop.

Y ou should carefully review Section 1a., “ Risk Factors,” for a discussion of the risks associated with Development Rights.

The table below presents a summary of these Devel opment Rights:

Total
Estimated capitalized

number cost
Location of homes ($ millions) (1)
1.  Rockville Centre, NY Phasel 210 $ 78
2. Greenburgh, NY Phasell 288 77
3. Seattle, WA 204 58
4. Lynnwood, WA Phasell 82 18
5. Plymouth, MA Phase Il 92 20
6. Wilton, CT 100 30
7. Wood-Ridge, NJPhase | 266 60
8. San Francisco, CA 173 65
9. New York, NY 691 307
10. Boston, MA 180 97
11. Rockville Centre, NY Phasell 139 51
12.  Shelton,CT 251 66
13. Roselle Park, NJ 249 54
14. Garden City, NY 160 51
15. Wood-Ridge, NJPhasell| 140 32
16.  Brooklyn, NY 861 443
17.  Rockville, MD 239 57
18. Andover, MA 115 26
19. Huntington Station, NY 424 100
20. North Bergen, NJ 164 47
21. Dublin, CA Phasell 487 145
22.  Seattle, WA II 272 81
23. Cohasset, MA 200 38
24,  Stratford, CT 130 22
25, Tysons Corner, VA 338 87
26.  Greenburgh, NY Phaselll 156 43
27.  Yaphank, NY 343 57
28. Hackensack, NJ 226 48
Total 7,180 $ 2,258

Total capitalized cost includes all capitalized costsincurred to date (if any) and projected to be incurred to devel op the respective community, determined in accordance with
GAAP, including land acquisition costs, construction costs, real estate taxes, capitalized interest and |oan fees, permits, professional fees, allocated development overhead and
other regulatory fees.
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Land Acquisitions

We select land for development and follow established procedures that we believe minimize both the cost and the risks of development. During 2009, we acquired the following two land
parcelsfor development for an aggregate purchase price of approximately $11,951,000:

Estimated Total
number capitalized
Gross of apartment cost (1) Date
acres homes ($ millions) acquired
1. Avalon Northborough |1 8.3 219 $ 36 February 2009
Northborough, MA
2. Avalon Willoughby West (2) 4.2 861 443 September 2009
New York, NY
Total 125 1,080 $ 479

() Total capitalized cost includes all capitalized costs incurred to date (if any) and projected to be incurred to devel op the respective community, determined in accordance with
GAAP, including land acquisition costs, construction costs, real estate taxes, capitalized interest and loan fees, permits, professional fees, allocated devel opment overhead and
other regulatory fees.

2 This represents a portion of the aggregate land purchase that we will transact under a non-cancelable commitment related to this expected development, as discussed in Note 8,
“Commitments and Contingencies,” of the Consolidated Financial Statements set forth in Item 8 of thisreport.

Other Land and Real Estate Assets

At December 31, 2009 we own land that we do not currently intend to develop with an aggregate carrying basis under GAAP of $96,356,000. We believe that the current carrying basis
of these assets is such that thereis no charge for impairment, or further charge in the case of assets previously impaired. However we may be subject to the recognition of further
impairment charges in the event that there are indicators of such impairment, and we determine that the carrying basis of the assets is greater than the current fair value, less costs to
dispose.

Recent Disposition Activity

We (i) sell assetsthat do not meet our long-term investment strategy or when capital and real estate markets allow usto realize a portion of the value created over the past business
cycleand (ii) redeploy the proceeds from those sales to develop, redevel op and acquire communities. Pending such redeployment, we will generally use the proceeds from the sale of
these communities to reduce amounts outstanding under our Credit Facility. On occasion, we will set aside the proceeds from the sale of communitiesinto a cash escrow account to
facilitate a non-taxable, like-kind exchange transaction. From January 1, 2009 to January 31, 2010, we sold our interest in six wholly owned communities, containing 1,332 apartment
homes. The aggregate gross sal es price for these assets was $225,125,000.

Insurance and Risk of Uninsured L osses

We carry commercial general liability insurance and property insurance with respect to all of our communities. These policies, and other insurance policies we carry, have policy
specifications, insured limits and deductibles that we consider commercially reasonable. There are, however, certain types of losses (such as |osses arising from acts of war) that are not
insured, in full or in part, because they are either uninsurable or the cost of insurance makes it, in management’s view, economically impractical. Y ou should carefully review the
discussion under Item 1a, “Risk Factors,” of this Form 10-K for adiscussion of risks associated with an uninsured property or liability loss.

Many of our West Coast communities are located in the general vicinity of active earthquake faults. Many of our communities are near, and thus susceptible to, the major fault linesin
California, including the San Andreas Fault and the Hayward Fault. We cannot assure you that an earthquake would not cause damage or |osses greater than
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insured levels. We have in place with respect to communities located in California and Washington, for any single occurrence and in the aggregate, $75,000,000 of coverage. Earthquake
coverage outside of Californiaand Washington is subject to a $100,000,000 limit each occurrence and in the aggregate. In Californiathe deductible each occurrence is five percent of the
insured value of each damaged building. Our earthquake insurance outside of California provides for a$100,000 deductible per occurrence except that the next $350,000 of |oss per
occurrence outside Californiawill be treated as an additional self-insured retention until the total incurred self-insured retention exceeds $1,400,000.

On December 31, 2009, we elected to cancel and rewrite our property insurance policy for a 16 month term in order to take advantage of updated earthquake loss projections and
declining insurance premium rates. As aresult, our property insurance premium decreased by approximately 24% with no material changesin coverage. We expect to renew this policy
when it expireson May 1, 2011.

In August 2009, we renewed our general liability policy and worker's compensation coverage for aone year term, and experienced a decrease in the premium on these policies of
approximately 25%, with no material changesin the coverage. These policies are in effect until August 1, 2010.

Just as with office buildings, transportation systems and government buildings, there have been reports that apartment communities could become targets of terrorism. In

December 2007, Congress passed the Terrorism Risk Insurance Program Reauthorization Act (“ TRIPRA”) which is designed to make terrorism insurance available through a federal
back-stop program until 2014. In connection with this legislation, we have purchased insurance for property damage due to terrorism up to $250,000,000. Additionally, we have
purchased insurance for certain terrorist acts, not covered under TRIPRA, such as domestic-based terrorism. Thisinsurance, often referred to as “ non-certified” terrorisminsurance, is
subject to deductibles, limits and exclusions. Our general liability policy provides TRIPRA coverage (subject to deductibles and insured limits) for liability to third parties that result
from terrorist acts at our communities.

An additional consideration for insurance coverage and potential uninsured losses is mold growth. Mold growth may occur when excessive moisture accumulatesin buildings or on
building materials, particularly if the moisture problem remains undiscovered or is not addressed over aperiod of time. If asignificant mold problem arises at one of our communities, we
could be required to undertake a costly remediation program to contain or remove the mold from the affected community and could be exposed to other liabilities. For further discussion
of the risks and the Company’s related prevention and remediation activities, please refer to the discussion under Item 1a., “Risk Factors — We may incur costs due to environmental
contamination or non-compliance,” elsewherein this report. We cannot provide assurance that we will have coverage under our existing policies for property damage or liability to third
parties arising as aresult of exposure to mold or a claim of exposure to mold at one of our communities.

We also carry crime policies (also commonly referred to as afidelity policy or employee dishonesty policy) that protect the Company, up to $5,000,000 per occurrence, from employee
theft of money, securities or property.

ITEM 3. LEGAL PROCEEDINGS

As previously reported, we areinvolved in litigation alleging that communities constructed by us violate the accessibility requirements of the Fair Housing Act (“FHA") and the
Americans with Disabilities Act. The Equal Rights Center (“ERC") filed a complaint against us on September 23, 2005 in the U.S. District Court, District of Maryland with respect to 100
properties. In November 2009, we settled this litigation by entering into a court approved consent decree. Under the consent decree we will inspect and, if necessary, remediate up to
8,250 apartment units and related public and common areas at our communities. We expect that the remediation resulting from the inspections, which should occur over approximately a
four year period, will enhance and/or extend the useful life of the applicable communities and will therefore be capitalized. Although we will not be able to determine the exact
remediation or associated costs until inspections are completed, we do not believe that the remediation costs will be material to the Company.
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On August 13, 2008 the U.S. Attorney’s Office for the Southern District of New Y ork filed acivil lawsuit against the Company and the joint venture (CVP1, LLC) inwhich it hasan
interest that owns Avalon Chrystie Place. The lawsuit alleges that Avalon Chrystie Place was not designed and constructed in accordance with the accessibility requirements of the
FHA. The Company designed and constructed Avalon Chrystie Place with a view to compliance with New Y ork City’s Local Law 58, which for more than 20 years has been New Y ork
City’s code regulating the accessible design and construction of apartments. After thefiling of its answer and affirmative defenses, during the fourth quarter of 2009 the plaintiff served
the Company with discovery requests relating to communities owned by the Company nationwide. The Company objected to these discovery requests as being overly broad, asthe
plaintiff’s complaint made factual allegations with regard to Avalon Chrystie Place only. A magistrate judge agreed with the Company and limited discovery to Avalon Chrystie Place.
The plaintiff is appealing the magistrate judge’ s ruling. Due to the preliminary nature of the Department of Justice matter, including whether the scope of their suit will be extended to
other properties, we cannot predict or determine the outcome of that matter, nor isit reasonably possible to estimate the amount of loss, if any, that would be associated with an adverse
decision or settlement.

On August 1, 2008, we filed alawsuit in the Superior Court of the State of Washington in the County of King (Avalon DownREIT V, L.P. v. Grand-Glacier, LLC et al) relating to our
assertion that the homeowners association in which our former Avalon Wynhaven community is a part systematically overcharged us for various shared costs. We sold this property in
2008 and agreed to indemnify the buyer for annual association fees to the extent they exceed an amount that we each agreed was reasonable. The defendants have filed a cross-claim
against Avalon DownREIT V, L.P. seeking foreclosure of the property and satisfaction of all amounts alleged to be due. Weintend to vigorously pursue our claim and defend against
the counter claim. We are negotiating a settlement of thislitigation on termsthat are not material to the Company’s operations or financial condition, but we cannot predict if or when we
will settlethislitigation, or the terms of afinal judgment or settlement.

In addition to the matters described above, we are involved in various other claims and/or administrative proceedings that arise in the ordinary course of our business. While no
assurances can be given, we do not believe that any of these other outstanding litigation matters, individually or in the aggregate, will have a material adverse effect on our operations.

ITEM 4. [RESERVED]
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PART Il

ITEM 5. MARKET FOR REGISTRANT'SCOMMON EQUITY, RELATED STOCKHOLDER MATTERSAND ISSUER PURCHASES OF EQUITY SECURITIES

Our common stock istraded on the NY SE under the ticker symbol AVB. The following table sets forth the quarterly high and low sales prices per share of our common stock for the
years 2009 and 2008, as reported by the NY SE. On January 31, 2010 there were 648 holders of record of an aggregate of 81,546,465 shares of our outstanding common stock. The number
of holders does not include individuals or entities who beneficially own shares but whose shares are held of record by abroker or clearing agency, but does include each such broker or
clearing agency as one record holder.

2009 2008
Sales Price Dividends Sales Price Dividends
High Low declared High Low declared
Quarter ended March 31 $61.87 $35.38 $0.8925 $105.98 $79.78 $0.8925
Quarter ended June 30 $66.71 $45.48 $0.8925 $107.37 $87.65 $0.8925
Quarter ended September 30 $78.75 $49.98 $0.8925 $109.45 $82.97 $0.8925
Quarter ended December 31 $87.79 $66.91 $0.8925 $ 96.68 $41.43 $2.7000

At present, we expect to continue our policy of paying regular quarterly cash dividends. However, the form, timing and/or amount of dividend distributions will be declared at the
discretion of the Board of Directors and will depend on actual cash from operations, our financial condition, capital requirements, the annual distribution requirements under the REIT
provisions of the Internal Revenue Code and other factors as the Board of Directors may consider relevant. The Board of Directors may modify our dividend policy from time to time.

Dividends declared for the quarter ended December 31, 2008 included a special dividend, declared in December 2008, of $1.8075 per share (the “ Specia Dividend”) in conjunction with
the fourth quarter 2008 regular dividend of $0.8925 per share. These dividends were paid in cash and common shares. The Special Dividend was declared to distribute a portion of the
excess income attributable to gains on asset sales from the Company’ s disposition activities during 2008. The Special Dividend was declared to qualify for the dividends paid deduction
for tax purposes and minimize corporate level income taxes for 2008 and reduce federal excise taxes.

In February 2010, we announced that our Board of Directors declared a dividend on our common stock for the first quarter of 2010 of $0.8925 per share. The dividend will be payable on
April 15, 2010 to al common stockholders as of March 31, 2010.
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Issuer Purchases of Equity Securities

(©) (d)

Total Number of Maximum Dollar Amount
Shares Purchased that May Y et be Purchased
(a) (b) as Part of Publicly Under the Plans or
Total Number of Average Price Paid Announced Plans or Programs
Shares Purchased per Share Programs (in thousands)
Period (1) (1) 2 (2
Month Ended October 31, 2009 = $ — — $200,000
Month Ended November 30, 2009 — $ — — $200,000
Month Ended December 31, 2009 180 $86.59 — $200,000
(@] Includes shares surrendered to the Company in connection with employee stock option exercises or vesting of restricted stock as payment of exercise price or as payment of

taxes.

2 Asdisclosed in our Form 10-Q for the quarter ended March 31, 2008, represents amounts outstanding under the Company’s $500,000,000 Stock Repurchase Program. Thereisno
scheduled expiration date to this program.

Information regarding securities authorized for issuance under equity compensation plansisincluded in the section entitled “ Security Ownership of Certain Beneficial Owners and
Management and Related Stockholder Matters” in this Form 10-K.
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ITEM 6. SELECTED FINANCIAL DATA

The following table provides historical consolidated financial, operating and other data for the Company. Y ou should read the table with our Consolidated Financial Statements and the
Notesincluded in this report (dollarsin thousands, except per share information).

For the year ended
12-31-09 12-31-08 12-31-07 12-31-06 12-31-05
Revenue:
Rental and other income $ 844,254 $ 807,656 $ 721,644 $ 633674 $ 578,444
Management, devel opment and other fees 7,328 6,568 6,142 6,259 4,304
Total revenue 851,582 814,224 727,786 639,933 582,748
Expenses:
Operating expenses, excluding property taxes 261,752 248,862 222,332 196,349 178,819
Property taxes 83,809 73,937 67,240 59,500 57,819
Interest expense, net 150,323 114,910 92,175 103,910 120,670
(Gain) loss on extinguishment of debt, net 25,910 (1,839) — — —
Depreciation expense 209,746 183,748 157,895 139,075 136,409
Genera and administrative expense 28,748 42,781 28,494 24,767 25,761
Impairment loss — land holdings 21,152 57,899 — — —
Total expenses 781,440 720,298 568,136 523,601 519,478
Equity inincome of unconsolidated entities 1,441 4,566 59,169 7,455 7,198
Gain on sale of land 4,830 — 545 13,519 4,479
Income from continuing operations 76,413 98,492 219,364 137,306 74,947
Discontinued operations:
Income from discontinued operations 13,974 27,353 33,894 32,402 41,715
Gain on sale of communities 63,887 284,901 106,487 97,411 195,287
Total discontinued operations 77,861 312,254 140,381 129,813 237,002
Net income 154,274 410,746 359,745 267,119 311,949
Net (income) loss attributabl e to redeemable noncontrolling interests 1,373 741 (1,585) (573) (1,481)
Net income attributabl e to the Company 155,647 411,487 358,160 266,546 310,468
Dividends attributable to preferred stock — (10,454) (8,700) (8,700) (8,700)
Net income attributable to common stockholders $ 155,647 $ 401,033 $ 349,460 $ 257,846 $ 301,768
Per Common Share and Share Information:
Earnings per common share — basic:
Income from continuing operations attributable to common
stockholders (net of dividends attributable to preferred stock) $ 0.97 $ 115 $ 2.65 $ 173 $ 0.88
Discontinued operations attributable to common stockhol ders 0.97 4.06 1.78 1.74 3.24
Net income attributable to common stockhol ders $ 1.94 $ 5.21 $ 4.43 $ 347 $ 412
Weighted average shares outstanding — basic (1) 79,951,348 76,783,515 78,680,043 74,125,795 72,952,492
Earnings per common share — diluted:
Income from continuing operations attributable to common
stockholders (net of dividends attributable to preferred stock) $ 0.96 $ 115 $ 2.62 $ 1.69 $ 0.87
Discontinued operations attributable to common stockholders 0.97 4.02 1.76 1.73 3.18
Net income attributable to common stockholders $ 1.93 $ 517 $ 4.38 $ 342 $ 4,05
Weighted average shares outstanding — diluted (2 80,599,657 717,578,852 79,856,927 75,586,898 74,759,318
Cash dividends declared @ $ 357 $ 357 $ 340 $ 312 $ 2.84

@ Amountsinclude unvested restricted shares. Please refer to Note 1, “Organization and Basis of Presentation - Earnings per Common Share” of the Consolidated Financial
Statements set forth in Item 8 of thisreport for adiscussion of the cal culation of Earnings per Share.

@ Weighted average common shares outstanding — diluted for 2008 includes the impact of approximately 2.6 million common shares issued under the special dividend declared on
December 17, 2008.

(©)] Does not include the special dividend of $1.8075 per share, which was declared on December 17, 2008, and paid in the form of shares of the Company’s common stock.
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For the year ended

12-31-09 12-31-08 12-31-07 12-31-06 12-31-05
Other Information:
Net income attributabl e to the Company $ 155,647 $ 411,487 $ 358,160 $ 266,546 $ 310,468
Depreciation — continuing operations 209,746 183,748 157,895 139,075 136,409
Depreciation — discontinued operations 8,540 15,704 23,830 25,054 26,888
Interest expense, net — continuing operations (1) 176,233 113,071 92,175 103,910 120,670
Interest expense, net — discontinued operations 681 3,297 6,057 7,136 6,428
EBITDA (2) $ 550,847 $ 727,307 $ 638,117 $ 541,721 $ 600,863
Funds from Operations (3) $ 313241 $ 315947 $ 368,057 $ 320,199 $ 271,096
Number of Current Communities (4) 165 164 163 150 143
Number of apartment homes 47,926 45,728 45,932 43,141 41,412
Balance Sheet I nfor mation:
Real estate, before accumulated depreciation $ 8,360,091 $ 8,002,487 $ 7,556,740 $ 6,615,593 $ 5,940,146
Total assets $ 7,457,605 $ 7,174,353 $ 6,736,484 $ 5,848,507 $ 5,198,598
Notes payable and unsecured credit facilities $ 3,974,872 $ 3,674,457 $ 3,208,202 $ 2,866,433 $ 2,334,017
Cash Flow Information:
Net cash flows provided by operating activities $ 378,600 $ 386,855 $ 454,874 $ 351,660 $ 306,248
Net cash flows used in investing activities $ (333,559) $ (266,309) $ (809,247) $ (511,371) $ (19,761)
Net cash flows (used in) provided by financing activities $ (4285 $ (75111) $ 366,360 $ 162,280 $ (282,293)

Notesto Selected Financial Data

@
@

©)

Interest expense, net includes any loss or gain incurred from the extinguishment of debt.

EBITDA is defined as net income before interest income and expense, income taxes, depreciation and amortization from both continuing and discontinued operations. Under this
definition, EBITDA includes gains on sale of assets and gain on sale of partnership interests. Management generally considers EBITDA to be an appropriate supplemental
measure to net income of our operating performance because it helpsinvestors to understand our ability to incur and service debt and to make capital expenditures. EBITDA
should not be considered as an alternative to net income (as determined in accordance with GAAP), as an indicator of our operating performance, or to cash flows from operating
activities (as determined in accordance with GAAP) as ameasure of liquidity. Our calculation of EBITDA may not be comparable to EBITDA as calculated by other companies.

We generally consider Funds from Operations, or “FFO,” as defined below, to be an appropriate supplemental measure of our operating and financial performance because, by
excluding gains or losses related to dispositions of previously depreciated property and excluding real estate depreciation, which can vary among owners of identical assetsin
similar condition based on historical cost accounting and useful life estimates, FFO can help one compare the operating performance of areal estate company between periods or
as compared to different companies. We believe that in order to understand our operating results, FFO should be examined with net income as presented in the Consolidated
Statements of Operations and Other Comprehensive Income included elsewhere in this report.

Consistent with the definition adopted by the Board of Governors of the National Association of Real Estate Investment Trustse (“NAREIT”), we cal culate FFO as net income or
loss computed in accordance with GAAP, adjusted for:

. gains or losses on sales of previously depreciated operating communities;
. extraordinary gains or losses (as defined by GAAP);

. cumulative effect of change in accounting principle;

. depreciation of real estate assets; and

. adjustments for unconsolidated partnerships and joint ventures.

FFO does not represent net income in accordance with GAAP, and therefore it should not be considered an alternative to net income, which remains the primary measure, as an
indication of our performance. In addition, FFO as calculated by other REITs may not be comparable to our calculation of FFO.
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FFO also does not represent cash generated from operating activitiesin accordance with GAAP, and therefore should not be considered an alternative to net cash flows from
operating activities, as determined by GAAP, asameasure of liquidity. Additionally, it is not necessarily indicative of cash available to fund cash needs. A presentation of GAAP

based cash flow metricsis provided in “Cash Flow Information” in the table on the previous page.

Thefollowing is areconciliation of net income to FFO (dollarsin thousands, except per share data):

For the year ended

12-31-09 12-31-08 12-31-07 12-31-06 12-31-05

Net income attributabl e to the Company $ 155,647 $ 411,487 $ 358,160 $ 266,546 $ 310,468
Dividends attributable to preferred stock — (10,454) (8,700) (8,700) (8,700)
Depreciation — real estate assets, including discontinued operations and

joint venture adjustments 221,415 203,082 184,731 165,982 163,252
Distributions to noncontrolling interests, including discontinued

operations 66 216 280 391 1,363
Gain on sale of unconsolidated entities holding previously depreciated

real estate assets — (3,483) (59,927) (6,609) —
Gain on sale of previously depreciated real estate assets (63,887) (284,901) (106,487) (97,411) (195,287)
Funds from Operations attributable to common stockhol ders $ 313241 $ 315947 $ 368,057 $ 320,199 $ 271,096
Weighted average shares outstanding — diluted 80,599,657 717,578,852 79,856,927 75,586,898 74,759,318
FFO per common share — diluted $ 3.89 $ 4,07 $ 461 $ 4.24 $ 3.63

(4) Current Communities consist of all communities other than those which are still under construction and have not received a certificate of occupancy.
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ITEM 7. MANAGEMENT’SDISCUSSION AND ANAL Y SISOF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Management’s Discussion and Analysis of Financial Condition and Results of Operations (“MD&A”") isintended to help provide an understanding of our business and results of
operations. ThisMD&A should be read in conjunction with our Consolidated Financial Statements and the accompanying Notes to Consolidated Financial Statementsincluded
elsewhere in thisreport. This report, including the following MD& A, contains forward-looking statements regarding future events or trends that should be read in conjunction with the
factors described under “ Forward-L ooking Statements” included in this report. In addition, our actual results or developments could differ materially from those projected in such
forward-looking statements as aresult of the factors discussed under “ Forward-L ooking Statements” aswell asthe risk factors described in Item 1a, “ Risk Factors,” of thisreport.

Executive Overview
Business Description

Weare primarily engaged in developing, acquiring, owning and operating apartment communitiesin high barrier to entry markets of the United States. We believe that apartment
communities are an attractive long-term investment opportunity compared to other real estate investments, because a broad potential resident base should help reduce demand volatility
over areal estate cycle. However, throughout the real estate cycle, apartment market fundamental's, and therefore operating cash flows, are affected by overall economic conditions. We
seek to create long-term shareholder value by accessing capital on cost effective terms; deploying that capital to develop, redevel op and acquire apartment communitiesin high barrier
to entry markets; operating apartment communities; and selling communities when they no longer meet our long-term investment strategy or when pricing is attractive. Barriersto entry
in our markets generally include adifficult and lengthy entitlement process with local jurisdictions and dense urban or suburban areas where zoned and entitled land isin limited supply.

Weregularly evaluate the allocation of our investments by the amount of invested capital and by product type within our individual markets, which are located in New England, the
New Y ork/New Jersey metro area, the Mid-Atlantic, the Midwest, the Pacific Northwest, and the Northern and Southern Californiaregions of the United States. Our time-tested strategy
isto be leadersin customer insight, market research and capital allocation, delivering arange of multifamily offerings tailored to serve the needs of the most attractive customer
segmentsin the best-performing US submarkets. Our communities are predominately upscale, which generally command among the highest rentsin their markets. However, we also
pursue the ownership and operation of apartment communities that target avariety of customer segments and price points, consistent with our goal of offering a broad range of
products and services.

Financial Highlights and Outlook

For the year ended December 31, 2009, net income available to common stockholders was $155,647,000 compared to $401,033,000 for 2008, a decrease of 61.2%. The decreaseis primarily
due to the reduced number of communities sold and amount of gains related to these salesin 2009 as compared to the prior year, coupled with the [oss recognized on the tender offer
completed in October 2009, offset somewhat by adecrease in charges for land impairments and abandoned pursuit costs. Detail of theimpacts for the land impairments, abandoned
pursuits aswell asthe charge for the tender offer and certain other non-routineitemsis provided in the following table.
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Non-Routine Items
Decrease (Increase) in Net Income and FFO
(dollarsin thousands)

Full Year Full Year
2008 2009
Land impairments $ 57,89 $ 21152
Abandoned pursuits (1) 6,611 1,139
Severance and related costs 3,400 4,500
Federal excisetax 3,200 515
(Gain) loss on unsecured notes repurchase (1,839) 25,910
Gainon sale of land — (4,830)
Joint venture income adjustment (2) — (1,294)
Legal settlement proceeds, net — (1,175)
Preferred stock deferred offering expenses 3,566 —
Fund 11 organizational costs 1,209 —
Total non-routineitems $ 74,046 $ 45917
Weighted Average Dilutive Shares Outstanding 77,578,852 80,599,657

(6] For purposes of non-routine classification, abandoned pursuits includes costs we expensed for individual pursuitsin excess of $1,000 in agiven quarter.
2 Includes our promoted interest of $3,894 in joint venture, and our pro rata portion of an impairment charge on acommunity in an unconsolidated joint venture of $2,600.

Apartment fundamental s continued to be challenged during 2009. Job losses exceeded our expectations during the year, resulting in more than expected downward pressure on rental
revenue. Our Established Community portfolio experienced a decline in year-over-year rental revenue of 3.7%, comprised of adecreasein rental rates of 3.1% and in economic
occupancy of 0.6%. This decreasein revenues and an increase in operating expenses resulted in adecline in our Established Community portfolio NOI of 7.1% in 2009 from the prior
year.

We expect Earnings per share — diluted (“EPS”) will decrease to $1.73 for 2010 from $1.93 in 2009, driven primarily by adeclinein revenue and NOI from our Established Communitiesin
2010 as compared to the prior year. The recession, coupled with the short term nature of apartment leases, continues to adversely impact current operating fundamentals. The expected
declinein our 2010 NOI is attributable largely to the effect of job |osses experienced during the past two years. Employment is aleading demand driver, and we expect continued weak
employment conditions to contribute to revenue declinesin 2010. The impact of job losses on our results for 2010 may be somewhat offset by (i) the expected continued weaknessin the
for-sale housing market during 2010, (ii) growth in those age groups that have historically demonstrated a higher propensity to rent and (iii) constrained levels of new supply. Our
current financial outlook for 2010 provides for adeclinein rental revenue of between 3.0% and 4.5% in our Established Community portfolio resulting in a projected NOI decline for our
Established Communities of 5.0% to 7.0%.

We were again active in the capital marketsin 2009, raising in excess of $1,700,000,000 through the issuance of secured and unsecured debt, assets sales, sales of common equity in the
public markets, and capital commitments for Fund I1. We have used the proceeds received to fund our development and redevelopment activities, to acquire an indirect interest in assets
through Fund 11, to repay higher cost secured and unsecured debt, and to repay floating rate debt, while retaining substantial cash balances for general corporate purposes. Our focus
on raising capital includes consideration for managing the maturity risk associated with our secured and unsecured debt obligations. Our 2009 activity includes the issuance of over
$800,000,000 of secured financing and $500,000,000 of unsecured notes in September 2009 in two $250,000,000 tranches, one maturing in 2017 and the second maturing in 2020. A portion
of the proceeds was used to repurchase $310,100,000 principal amount of some or al of the amounts outstanding on unsecured notes maturing over the next three years, effectively
extending the duration of debt maturities while reducing interest costs. We believe that our relatively modest level of secured and unsecured debt will continue to provide financial
flexibility to access capital on attractive terms.
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The funds raised from dispositions consist of the proceeds from the sale of five communities for agross sales price of $179,675,000. We anticipate our level of disposition activity will be
consistent in 2010, within the range of gross sales of $180,000,000 to $200,000,000, occurring primarily during thefirst half of the year

During 2009 we completed the development of nine communities for an aggregate total capitalized cost of $810,700,000. We started the development of two communities, which are
expected to be completed for an estimated total capitalized cost of $64,900,000.

We expect an increase in investor demand for quality multifamily assets, duein part to theincreased liquidity in the capital markets and constrained supply resulting from the declinein
development activity in all markets. While we reduced our level of development during 2009 in response to the general deterioration in real estate and capital market conditions, we
believe that our development activity will continue to create long-term value. During 2010, we expect to use our core competency in development to deliver new assets into the market
for arecovery in apartment fundamental s that we expect in 2011 and 2012. We anticipate new development startsin 2010 with atotal projected capitalized cost of $380,000,000.
Consistent with this view, we al so expect to increase redevel opment activity for our wholly owned communitiesin 2010, during which we expect to start redevelopment of seven wholly
owned communities.

During 2010, we expect to disburse approximately $500,000,000 related to the seven communities under development at December 31, 2009, the new devel opment starts, and anticipated
acquisitions of land for future development. We expect approximately $50,000,000 of the projected 2010 disbursements will be funded from cash in escrow related to previously sourced
tax-exempt debt. We believe that our current level of indebtedness, our current ability to service interest and other fixed charges and our current limited use of financial encumbrances
(such as secured financing) will provide adequate access to the capital necessary to fund our development and redevel opment activities during 2010. We expect to meet our liquidity
needs from the issuance of corporate securities (which could include unsecured debt and/or common and preferred equity) and secured debt, as well as from disposition proceeds, joint
ventures or from retained cash. We believe that the current market provides for an opportunity to perform certain schedul ed maintenance and repositioning activities at attractive costs
due to a continued decline in costs for construction materials and labor.

Weincrease our direct and indirect interests in communities through development and acquisitions. While we grow principally through our demonstrated core competency of
developing wholly owned assets from capital sources, we also acquire interestsin additional assets, primarily through our investment in Fund I1.

Fund | isadiscretionary investment fund with nineinstitutional investors, including us. One of our wholly owned subsidiariesisthe general partner of Fund | and has invested
approximately $50,000,000 in Fund I, representing a 15.2% combined general partner and limited partner equity interest. Fund | was our principal vehicle for acquiring apartment
communities through the close of itsinvestment period in March 2008. Subsidiaries of Fund | have 21 loans secured by individual assets with amounts outstanding in the aggregate of
$436,410,000 with varying maturity dates (or dates after which the loans can be prepaid without penalty), ranging from October 2011 to September 2016. These mortgage loans are
secured by the underlying real estate.

Fund 11 is a second discretionary investment fund with six institutional investors, including us. One of our wholly owned subsidiariesis the general partner of Fund I1. Fund |1 was
formed in August 2008 and, in the second quarter of 2009, we added equity commitments for Fund |1, resulting in total equity commitments from five institutional investors and us of
$400,000,000, of which our commitment is $125,000,000. Total equity commitmentsto Fund Il in the second quarter of 2009 increased by $67,000,000 as aresult of the following:

. anew ingtitutional investor made an equity commitment of $75,000,000;
. an existing institutional investor increased its commitment by $17,000,000, based on terms of its existing commitment; and

. we decreased our commitment by $25,000,000 to $125,000,000, based on terms of our existing commitment, decreasing our equity interest to approximately 31%.
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Fund 11 can employ leverage of up to 65%, allowing for atotal investment capacity of approximately $1,100,000,000, and has aterm that expiresin August 2018, plus two one-year
extension options. Fund I now serves as the exclusive vehicle through which we will acquire investment interestsin apartment communities until August 2011 or, if earlier, until 90% of
the committed capital of Fund Il isinvested, subject to limited exceptions. Fund |1 will not include or involve our development activities. We will receive, in addition to any returns on
invested equity, asset management fees, property management fees and redevelopment fees. We will also receive a promoted interest if certain return thresholds are met.

In 2009, Fund |1 acquired two communities, Avalon Bellevue Park, a 220 apartment-home community located in Bellevue, Washington and The Hermitage, a491 apartment-home
community located in Fairfax, Virginia. Fund |1 has invested $104,330,000 as of December 31, 2009. Fund Il has one loan secured by an asset in the amount of $21,515,000 with a maturity
of June 2019. Thisloan is payable by Fund I1. As of December 31, 2009, Fund |1 also has $30,200,000 outstanding under a credit facility that maturesin December 2010.

In February 2010, Fund I1 acquired its third community, a 203 apartment-home community located in Gaithersburg, Maryland.
Communities Overview

Our real estate investments consist primarily of current operating apartment communities, Development Communities, and Development Rights. Our current operating communities are
further distinguished as Established Communities, Other Stabilized Communities, L ease-Up Communities and Redevel opment Communities. Established Communities are generally
operating communities that are consolidated for financial reporting purposes and were owned and had stabilized occupancy and operating expenses as of the beginning of the prior
year, which alows the performance of these communities and the marketsin which they are located to be compared and monitored between years. Other Stabilized Communities are
generally all other consolidated operating communities that have stabilized occupancy and operating expenses during the current year, but had not achieved stabilization as of the
beginning of the prior year. Lease-Up Communities consist of communities where construction is complete but stabilization has not been achieved. Redevel opment Communities consist
of communities where substantial redevelopment isin progress or is planned to begin during the current year. A more detailed description of our reportable segments and other related
operating information can be found in Note 9, “ Segment Reporting,” of our Consolidated Financial Statements.

Although each of these categoriesisimportant to our business, we generally evaluate overall operating, industry and market trends based on the operating results of Established
Communities, for which a detailed discussion can be found in “Results of Operations” as part of our discussion of overall operating results. We evaluate our current and future cash
needs and future operating potential based on acquisition, disposition, development, redevel opment and financing activities within Other Stabilized, Redevel opment and Devel opment
Communities. Discussions related to these segments of our business can be found in “Liquidity and Capital Resources.”

NOI of our current operating communitiesis one of the financial measures that we use to evaluate community performance. NOI is affected by the demand and supply dynamicswithin
our markets, our rental rates and occupancy levels and our ability to control operating costs. Our overall financial performance is also impacted by the general availability and cost of
capital and the performance of newly devel oped and acquired apartment communities.

As of December 31, 2009, we owned or held adirect or indirect ownership interest in 172 apartment communities containing 50,364 apartment homes in ten states and the District of
Columbia, of which seven communities were under construction and seven communities were under reconstruction. Of these communities, 24 were owned by entities that were not
consolidated for financial reporting purposes, including 19 owned by subsidiaries of Fund | and two owned by subsidiaries of Fund I1. In addition, we owned adirect or indirect
ownership interest in Development Rightsto develop an additional 28 wholly owned communities that, if developed in the manner expected, will contain an estimated 7,180 apartment
homes.

Results of Operations

41




Our year-over-year operating performanceis primarily affected by both overall and individual geographic market conditions and apartment fundamentals and reflected in changesin NOI
of our Established Communities; NOI derived from acquisitions and development completions; the loss of NOI related to disposed communities; and capital market and financing
activity. A comparison of our operating results for 2009, 2008 and 2007 follows (dollars in thousands):

2009 2008 $ Change % Change 2008 2007 $ Change % Change
Revenue:
Rental and other income $ 844,254 $ 807,656 $ 36,598 4.5% $ 807,656 $ 721,644 $ 86,012 11.9%
Management, development and other fees 7,328 6,568 760 11.6% 6,568 6,142 426 6.9%
Total revenue 851,582 814,224 37,358 4.6% 814,224 727,786 86,438 11.9%
Expenses:
Direct property operating expenses, excluding
property taxes 214,507 191,690 22,817 11.9% 191,690 171,968 19,722 11.5%
Property taxes 83,809 73,937 9,872 13.4% 73,937 67,240 6,697 10.0%
Total community operating expenses 298,316 265,627 32,689 12.3% 265,627 239,208 26,419 11.0%
Corporate-level property management and other
indirect operating expenses 37,559 39,874 (2,315) (5.8%) 39,874 38,627 1,247 3.2%
Investments and investment management expense 3,844 4,787 (943) (19.7%) 4,787 4,763 24 0.5%
Expensed development and other pursuit costs 5,842 12,511 (6,669) (53.3%) 12,511 6,974 5,637 79.4%
Interest expense, net 150,323 114,910 35,413 30.8% 114,910 92,175 22,735 24.7%
(Gain) loss on extinguishment of debt, net 25,910 (1,839) 27,749 (1,508.9%) (1,839) — (1,839) N/A
Depreciation expense 209,746 183,748 25,998 14.1% 183,748 157,895 25,853 16.4%
General and administrative expense 28,748 42,781 (14,033) (32.8%) 42,781 28,494 14,287 50.1%
Impairment loss 21,152 57,899 (36,747) (63.5%) 57,809 — 57,899 N/A
Gain on sale of land (4,830) — (4,830) N/A = (545) 545 (100.0%)
Total other expenses 478,294 454,671 23,623 5.2% 454,671 328,383 126,288 38.5%
Equity inincome of unconsolidated entities 1441 4,566 (3,125) (68.4%) 4,566 59,169 (54,603) (92.3%)
Income from continuing operations 76,413 98,492 (22,079) (22.4%) 98,492 219,364 (120,872) (55.1%)
Discontinued operations:
Income from discontinued operations 13,974 27,353 (13,379) (48.9%) 27,353 33,894 (6,541) (19.3%)
Gain on sale of communities 63,887 284,901 (221,014) (77.6%) 284,901 106,487 178,414 167.5%
Total discontinued operations 77,861 312,254 (234,393) (75.1%) 312,254 140,381 171,873 122.4%
Net income 154,274 410,746 (256,472) (62.4%) 410,746 359,745 51,001 14.2%
Net (income) loss attributable to redeemable
noncontrolling interests 1,373 741 632 85.3% 741 (1,585) 2,326 (146.8%)
Net income attributable to the Company 155,647 411,487 (255,840) (62.2%) 411,487 358,160 53,327 14.9%
Dividends attributable to preferred stock — (10,454) 10,454 (100.0%) (10,454) (8,700) (1,754) 20.2%
Net income attributable to common stockhol ders $ 155,647 $ 401,033 $ (245,386) (61.2%) $ 401,033 $ 349,460 $ 51,573 14.8%

Net income attributable to common stockhol der s decreased $245,386,000 or 61.2%, to $155,647,000 in 2009 primarily due to the reduced number of communities sold and amount of
gainsrelated to these salesin 2009 as compared to the prior year and the loss recognized on the early repurchase of debt completed in October 2009. The overall declinein net income
was mitigated by areduction in charges for land impairments and abandoned pursuit costs between years. Net income attributable to common stockholders increased $51,573,000 or
14.8% in 2008 over the prior year period due primarily to gains from the sale of communities and year-over-year increases in community operating performance, partially offset by
charges associated with land impairments and abandoned pursuits as well asincreased costs for interest and depreciation.

NOI is considered by management to be an important and appropriate supplemental performance measure to net income because it hel ps both investors and management to understand
the core operations of acommunity or communities prior to the allocation of any corporate-level or financing-related costs. NOI reflects the operating performance of acommunity and
allows for an easy comparison of the operating performance of individual assets or groups of assets. In addition, because prospective buyers of real estate have different financing and
overhead structures, with varying marginal impacts to overhead by acquiring real estate, NOI is considered by many in thereal estate industry to be a useful measure for determining
the value of areal estate asset or group of assets. We define NOI astotal property revenue less direct property operating expenses, including property taxes.

NOI does not represent cash generated from operating activitiesin accordance with GAAP. Therefore, NOI should not be considered an alternative to net income as an indication of our
performance. NOI should also not be considered an alternative to net cash flow from operating activities, as determined by GAAP, as ameasure of liquidity, nor is NOI necessarily
indicative of cash available to fund cash needs. Reconciliations of NOI for the years ended December 31, 2009, 2008 and 2007 to net income for each year, are asfollows (dollarsin
thousands):
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For the year ended

12-31-09 12-31-08 12-31-07
Net income $ 154,274 $ 410,746 $ 359,745
Indirect operating expenses, net of corporate income 30,315 33,010 31,285
Investments and investment management expense 3,844 4,787 4,763
Expensed development and other pursuit costs 5,842 12,511 6,974
Interest expense, net 150,323 114,910 92,175
(Gain) loss on extinguishment of debt, net 25,910 (1,839) —
Genera and administrative expense 28,748 42,781 28,494
Equity in income of unconsolidated entities (1,441) (4,566) (59,169)
Depreciation expense 209,746 183,748 157,895
Impairment loss — land holdings 21,152 57,899 —
Gain on sale of real estate assets (68,717) (284,901) (107,032)
Income from discontinued operations (13,974) (27,353) (33,894)
Net operating income $ 546,022 $ 541,733 $ 481,236

The NOI increases for both 2009 and 2008, as compared to the prior year period, consist of changesin the following categories (dollars in thousands):

Full Year Full Year
2009 2008
Established Communities $ (29,707) $ 19,160
Other Stabilized Communities 14,228 44,722
Development and Redevel opment Communities 19,768 (3,385)
Total $ 4,289 $ 60497

The NOI decrease in Established Communitiesin 2009 is due to the rental revenue declines as aresult of the job losses experienced in 2008 and 2009, coupled with increasesin
community operating expenses. During 2009, we focused on minimizing rental rate declines, while maintaining occupancy of at least 94% in all regions.

We anticipate that rental rates and occupancy levelswill declinein 2010 such that overall rental revenue will decline between 3.0% and 4.5%. The projected revenue declineis due to our
expectation of continued job losses at |east through the second quarter of 2010. Expense growth also impacts growth in NOI and we continue to monitor and manage operating
expenses to constrain expense growth. We expect operating expenses to be flat in 2010 from prior year levels. Asaresult, we expect NOI for our Established Communitiesto decline
between 5.0% and 7.0%. These projections are based on our outlook for employment conditions and apartment market fundamentalsin 2010, both nationally and in the markets where
we operate, aswell as theindividual demand/supply characteristics of each submarket in which we operate. There can be no assurance that our outlook for economic conditions and/or
their impact on our operating results will be accurate, and actual results could differ materially. Please see “ Risk Factors,” “Forward-L ooking Statements” and other discussionsin this
report on Form 10-K for adiscussion of factors which could affect our results of operations.

Rental and other income increased in 2009 as compared to the prior year due to additional rental income generated from newly developed communities, offset somewhat by decreased
rental rates and occupancy for our Established Communities. Rental and other income increased in 2008 as compared to the prior year due to increased rental rates and occupancy for
our Established Communities, coupled with additional rental income generated from newly developed communities.

Overall Portfolio — The weighted average number of occupied apartment homes increased to 38,233 apartment homes for 2009 as compared to 37,886 homes for 2008 and 38,436
homes for 2007. The increase in 2009 over 2008 is due to homes available from newly devel oped communities, offset partially by communities sold during 2009, as well as declining
occupancy levels due to the economic slow down.




The weighted average monthly revenue per occupied apartment home decreased to $1,910 for 2009 as compared to $1,921 in 2008 and $1,767 in 2007.

Established Communities — Rental revenue decreased $22,370,000, or 3.7%, for 2009 and increased $18,221,000, or 3.1%, for 2008. The decrease in 2009 from 2008 is due primarily to
lower rental rates. For 2009, the weighted average monthly revenue per occupied apartment home decreased 3.1% to $1,869 compared to $1,929 in 2008. There was a slight change
in year-over-year average economic occupancy for 2009 down 0.6% to 95.6% compared to 96.2% in 2008. The increase in rental revenue in 2008 over the prior year is due entirely to
increased average rental rates. Economic occupancy takes into account the fact that apartment homes of different sizes and locations within acommunity have different economic
impacts on acommunity’s gross revenue. Economic occupancy is defined as gross potential revenue less vacancy |oss, as a percentage of gross potential revenue. Gross
potential revenue is determined by valuing occupied homes at |eased rates and vacant homes at market rents.

We experienced decreasesin Established Communities' rental revenuein al six of our regions for 2009 as compared to the prior year period as discussed in more detail below.

The Metro New Y ork/New Jersey region, which accounted for approximately 26% of Established Community rental revenue for 2009, experienced adecreasein rental revenue of
4.3% for 2009 as compared to 2008. Average rental rates decreased 4.1% to $2,288, and economic occupancy decreased 0.2% to 95.9% for 2009 as compared to 2008. During 2009,
thetrend of weakening rental market conditionsin both New Y ork City and surrounding suburban markets resulting from the recession isreflected in the declining rental ratesin
the second half of 2009. The challenges facing the financial servicesindustry drive the region’s current expectation for job growth, which is expected to lag the U.S. average and
our other markets.

The Mid-Atlantic/Midwest region, which represented approximately 21% of Established Community rental revenue during 2009, experienced a decrease in rental revenue of 0.6%
as compared to 2008. Average rental rates decreased by 0.7% to $1,729, while economic occupancy increased by 0.1% from 96.4% to 96.5% for 2009 as compared to 2008. This
region continues to benefit from the impact of government and government services employment, which has served to stabilize the economy relative to other regions.

The New England region accounted for approximately 21% of the Established Community rental revenue for 2009 and experienced arental revenue decrease of 4.0% over the prior
year. Average rental rates decreased 2.9% to $1,984 and economic occupancy decreased 1.1% to 95.2% for 2009, as compared to 2008. Given the significance of the financial
servicesindustry in the Boston metro area, aswell asthe impact of New Y ork trends on Fairfield-New Haven, we expect the job recovery to be slow.

Northern California accounted for approximately 17% of the Established Community rental revenue for 2009 and experienced arental revenue decrease of 4.7% over the prior year.
Average rental rates decreased 4.1% to $1,923 and economic occupancy decreased by 0.6% to 96.2% for 2009 as compared to 2008. The region’'s employment base, with its above-
average exposure to high-technology industries, can result in greater volatility in rental revenue changes relative to other regions.

Southern California accounted for approximately 11% of the Established Community rental revenue for 2009 and experienced arental revenue decrease of 5.0% over the prior year.
Average rental rates decreased 3.8% to $1,509, and economic occupancy decreased by 1.2% to 94.1% for 2009 as compared to 2008.

The Pacific Northwest region accounted for approximately 5% of the Established Community rental revenue for 2009 and experienced arental revenue decrease of 5.0% over the
prior year. Average rental rates decreased 3.7% to $1,282 and economic occupancy decreased by 1.3% to 94.2% for 2009 as compared to 2008. The Pacific Northwest also hasa
large presence of technology based employment, a contributing factor to the greater degree of volatility in rental rates. We believe arecovery in apartment fundamentalsin the
Pacific Northwest islikely to lag other AvalonBay regions given an increased level of housing supply in many submarkets.
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In accordance with GAAP, cash concessions are amortized as an offset to rental revenue over the approximate lease term, which is generally one year. As a supplemental measure, we
also present rental revenue with concessions stated on a cash basis to help investors evaluate the impact of both current and historical concessions on GAAP based rental revenue and
to more readily enable comparisons to revenue as reported by other companies. Rental revenue with concessions stated on a cash basis also allows investors to understand historical
trends in cash concessions, aswell as current rental market conditions.

The following table reconciles total rental revenue in conformity with GAAP to total rental revenue adjusted to state concessions on a cash basis for our Established Communities for
the years 2009 and 2008 (dollars in thousands). Information for the year ended December 31, 2007 is not presented, as Established Community classification is not comparable prior to
January 1, 2008. See Note 9, “ Segment Reporting,” of our Consolidated Financial Statements.

For the year ended

12-31-09 12-31-08
Rental revenue (GAAP basis) $ 587,752 $ 610,122
Concessions amortized 8,000 6,771
Concessions granted (6,361) (8,004)
Rental revenue adjusted to state concessions on a cash basis $ 589,391 $ 608,889
Y ear-over-year % change — GAAP revenue (3.7%) n/a
Y ear-over-year % change — cash concession based revenue (3.2%) n/a

Management, devel opment and other fees increased $760,000, or 11.6%, in 2009 and increased $426,000, or 6.9% in 2008. The increase in 2009 was due primarily to increased asset and
property management fees from Fund I1. The increase in 2008 was due primarily to increased redevel opment fees and property management fees as additional communities were acquired
by subsidiaries of Fund I.

Direct property operating expenses, excluding property taxes increased $22,817,000, or 11.9% in 2009 and increased $19,722,000, or 11.5% for 2008 as compared to the prior year
periods, primarily due to the addition of recently developed apartment homes coupled with increased administrative expense due primarily to increases in bad debt expense due to the
recession.

For Established Communities, direct property operating expenses, excluding property taxes, increased $6,411,000, or 4.8% to $139,955,000 for 2009 and $328,000, or 0.2% to $133,544,000
for 2008, due primarily to increased administrative and community maintenance related costs, offset partially by a decreasein insurance and utility related expenses. Theincreasesin
administrative expense are primarily due to increased bad debt.

Property taxes increased $9,872,000, or 13.4% and $6,697,000, or 10.0% in 2009 and 2008, respectively, due to the addition of newly devel oped and redevel oped apartment homes and
overall higher assessments. Property tax increases are al so impacted by the size and timing of successful tax appeals.

For Established Communities, property taxesincreased by $1,242,000, or 2.1% and $3,515,000, or 6.2% for 2009 and 2008, respectively over the prior year, due to both higher assessments
throughout all regions and reductions in property taxes realized in 2008 that did not occur in 2009. The impact of the current economic environment has not been reflected in current
assessments, as thereistypically atime lag between a change in the economy affecting property valuations and updated real estate tax assessments. We expect property taxesin 2010
to increase over 2009 due primarily to higher tax rates, without the benefit of lower assessed values. For communitiesin California, property tax changes are determined by the changein
the California Consumer Price Index, with increases limited by law (Proposition 13). We evaluate property tax increases internally, and also engage third-party consultantsto assist in
our evaluations. We appeal property tax increases when appropriate.




Corporate-level property management and other indirect operating expenses decreased by $2,315,000, or 5.8% in 2009 and increased $1,247,000, or 3.2% in 2008 over the prior year
periods. The decrease in 2009 over 2008 is due primarily to decreases in compensation costs, coupled with areduction in costs associated with theinitial start up of our Customer Care
Center, discussed below. The increase in 2008 over the prior year is due primarily to increased compensation and empl oyee separation costs, as well as costs relating to theinitial start
up of the Customer Care Center and other corporate initiatives focused on increasing efficiency and enhancing controls at our operating communities. The Customer Care Center in
VirginiaBeach, Virginia opened in 2007 and expanded in 2008 to centralize certain community-rel ated accounting, administrative and customer service functions.

Investments and investment management reflects the costsincurred for investment acquisitions and investment management. Investments and investment management costs decreased
in 2009 by $943,000 or 19.7% from the prior year due primarily to lower compensation and travel-related costs.

Expensed devel opment and other pursuit costs primarily reflect the costsincurred for abandoned pursuit costs, which include costs incurred for development pursuits not yet
considered probable for development, as well as the abandonment of Development Rights and disposition pursuits. Expensed development and other pursuit costs increased in 2008 as
compared to 2007 and 2009 due to increases in abandoned devel opment pursuitsin response to the economic decline and deteriorating market conditionsin 2008. These costs can be
volatile, particularly in periods of economic downturn or when thereislimited access to capital, and the costs may vary significantly from period to period.

Interest expense, net increased $35,413,000, or 30.8% and $22,735,000, or 24.7% in 2009 and 2008, respectively over the prior years. This category includes interest expense offset by
interest capitalized, and interest income. Theincreasein 2009 is due primarily to a decrease in the amount of interest capitalized in 2009 as compared to the prior year, coupled with
increased interest expense in 2009 compared to 2008 from additional secured and unsecured debt issued to fund development activity. The decrease in interest capitalized is due to the
reduction in development activity in 2009 as compared to 2008. Theincrease in 2008 over the prior year is due primarily to adecrease in interest income in 2008 as compared to the prior
year period, coupled with increased interest expense in 2008 compared to 2007. The higher level of interest incomein 2007 is due to higher invested cash balances from our January 2007
equity offering. The increased interest expense in 2008 is due primarily to increased amounts of debt outstanding in 2008 compared to the prior year.

(Gain) loss on the extinguishment of debt, net reflects the impact of our debt repurchase activity for payments above or below the carrying basis. The net lossin 2009 is due to the
$310,100,000 in unsecured notes that we purchased prior to their scheduled maturity at a premium, offset by the gain recognized from our January 2009 tender offer.

Depreciation expense increased in 2009 and 2008 primarily due to the net increase in assets from the completion of development and redevelopment activities, offset by assets sold
during the year.

General and administrative expense (“G&A”) decreased $14,033,000, or 32.8% in 2009 and increased $14,287,000, or 50.1% in 2008 as compared to the prior years. The increase in 2008
as compared to 2007 and 2009 is due primarily to higher severance and related costs in 2008 associated with the decrease in our planned development activity, higher federal excise tax
expense in 2008 resulting from gains on disposition activity and organization costs for the formation of Fund Il incurred in 2008.

Impairment loss for 2009 is due to the write down of three land parcels which we do not currently plan on developing. Impairment lossin 2008 is due primarily to the write down of eight
land parcels which we did not plan on developing at the time. We did not recognize an impairment lossin 2007.

Gain on sale of land for 2009 increased primarily due to the sale of two land parcelsin 2009, without comparable activity in the prior year.
Equity in income of unconsolidated entities for 2009 decreased from the prior year period due primarily to the recognition of our proportionate amount of an impairment loss that one of
our unconsolidated investments recognized on one of its operating communitiesin 2009. In addition, gains from both the sale of acommunity by an
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unconsolidated joint venture as well asfrom an investment in ajoint venture formed to devel op for sale homes occurred in 2008 that were not present in 2009. These amounts were
partially offset by the recognition of our promoted interest in the joint venture that owns Avalon Chrystie Place in 2009. The decrease in 2008 from the prior year is due primarily to the
gain on the sale of two partnership interests in 2007 and the related loss of partnership income, partially offset by our portion of the gain from the sale of acommunity by ajoint venture
partner, income from joint ventures where the underlying communities have achieved stabilized operations and gains from our investment in ajoint venture formed to develop for-sale
homes.

Income from discontinued oper ations represents the net income generated by communities sold or qualifying as discontinued operations during the period from January 1, 2007
through December 31, 2009. This income decreased for 2009 and 2008 due to an increased number of communities sold in each year as compared to the prior year period. See Note 7,
“Real Estate Disposition Activities,” of our Consolidated Financial Statements.

Gain on sale of communities decreased in 2009 and increased in 2008 as compared to the prior year periods as aresult of changesin the sales volume and associated gainsin each
respective year. The amount of gain realized upon disposition of acommunity depends on many factors, including the number of communities sold, the size and carrying value of those
communities and the market conditionsin thelocal area.

Net (income) loss attributable to redeemable noncontrolling interests for 2009 resulted in income of $1,373,000 compared to income of $741,000 in 2008 due primarily to recognition of
income for our joint venture partners’ portion of expenses incurred by Fund 11, aswell asthe conversion and redemption of limited partnership unitsin 2008 and 2009, thereby reducing
outside ownership interests and the allocation of net income to outside ownership interests.

FFO

FFO is considered by management to be an appropriate supplemental measure of our operating and financial performance. In calculating FFO, we exclude gains or losses related to
dispositions of previously depreciated property and exclude real estate depreciation, which can vary among owners of identical assetsin similar condition based on historical cost
accounting and useful life estimates. FFO can help one compare the operating performance of areal estate company between periods or as compared to different companies. We believe
that in order to understand our operating results, FFO should be examined with net income as presented in our Consolidated Financial Statementsincluded elsewhere in this report. For
amore detailed discussion and presentation of FFO, see “ Selected Financial Data,” included in Item 6 of thisreport.

Ligquidity and Capital Resources

We believe our principal short-term liquidity needs are to fund:
. development and redevel opment activity in which we are currently engaged;
. the minimum dividend payments on our common stock required to maintain our REIT qualification under the Internal Revenue Code of 1986;
. debt service and principal payments either at maturity or opportunistic payments;
. normal recurring operating expenses;
. DownREIT partnership unit distributions; and
. capital callsfor Fund I1, asrequired.

Factors affecting our liquidity and capital resources are our cash flows from operations, financing activities and investing activities (including dispositions) aswell as general economic
and market conditions. Operating cash flow has historically been determined by: (i) the number of apartment homes currently owned, (ii) rental rates, (iii) occupancy levelsand

(iv) operating expenses with respect to apartment homes. The timing and type of capital markets activity in which we engage, aswell as our plans for development, redevel opment,
acquisition and disposition activity, are affected by changesin the capital markets environment, such as changesin interest rates or the availability of cost-effective capital. We
regularly review our liquidity needs, the adequacy of cash flows from operations and other expected liquidity sourcesto meet these needs.
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During 2009 we saw access to liquidity improve as credit and equity markets recovered. During 2009, we raised in excess of $1,700,000,000 in the form of secured debt, unsecured debt
and public and private equity. In 2010, we expect to meet all of our liquidity needs from avariety of internal and external sources, including cash balances on hand, borrowing capacity
under our Credit Facility (as defined below), secured financings and other public or private sources of liquidity as discussed below, as well as our operating activities. To the extent that
currently availableinternal and external resources do not satisfy our needs, we may seek additional external financing. Additional external financing could come from avariety of
sources, such as public sales of debt or equity securities or unsecured or secured loans from financial institutions or other private or governmental lenders, among others. Private equity
through joint ventures may also be used. Our ability to obtain additional financing will depend on a variety of factors such as market conditions, the general availability of credit, the
overall availability of credit to the real estate industry, our credit ratings and credit capacity, aswell as the perception of lenders regarding our long or short-term financial prospects. At
December 31, 2009, we have unrestricted cash, cash equivalents and cash in escrow of $316,367,000 available for both current liquidity needs as well as development activities, of which
$93,440,000 relates to a Development Right for which we have not begun construction.

Unrestricted cash and cash equivalents totaled $105,691,000 at December 31, 2009, an increase of $40,756,000 from $64,935,000 at December 31, 2008. The following discussion relates to
changesin cash due to operating, investing and financing activities, which are presented in our Consolidated Statements of Cash Flowsincluded elsewherein thisreport.

Operating Activities— Net cash provided by operating activities decreased to $378,600,000 in 2009 from $386,084,000 in 2008. The decrease was driven primarily by the timing of
general corporate payables and the payment of interest amounts in 2009 as compared to 2008.

Investing Activities — Net cash used in investing activities of $333,559,000 in 2009 related to investments in assets through devel opment and redevel opment. In total, we invested
$572,103,000 during 2009 in the following areas:

. We invested approximately $560,155,000 in the development of communities.
. We had capital expenditures of $11,948,000 for real estate and non-real estate assets.
These amounts are partially offset by the proceeds from the disposition of real estate of $189,417,000.

Financing Activities— Net cash used in financing activities totaled $4,285,000 in 2009. The net cash used is due primarily to the repayment of unsecured notes at maturity and
repayment of amounts tendered of $868,564,000, the payment of cash dividends in the amount of $283,710,000, the repayment of amounts outstanding on the Credit Facility,
defined below, of $124,000,000, and the repayment of secured notes of $65,229,000. These amounts were partially offset by the pooled secured financing executed in April 2009 for
$741,140,000, the issuance of $500,000,000 aggregate principal amount of unsecured notesin September and $108,860,000 received from the issuance of common stock, primarily
through the Continuous Equity Program (the “ CEP") weinitiated in August 2009.

Variable Rate Unsecured Credit Facility

We currently have a $1,000,000,000 revolving variable rate Credit Facility with a syndicate of commercial banks that expiresin November 2011 (assuming our exercise of aone-year
renewal option). We pay an annual facility fee of approximately $1,250,000. The Credit Facility bearsinterest at varying levels based on the London Interbank Offered Rate (“LIBOR"),
our credit rating and on amaturity schedule selected by us. The current stated pricing is LIBOR plus 0.40% per annum (0.63% on January 31, 2010). The spread over LIBOR can vary
from LIBOR plus 0.325% to LIBOR plus 1.00% based on our credit rating. In addition, a competitive bid option is available for borrowings of up to $650,000,000. This option allows
banks that are part of the lender consortium to bid to provide us loans at arate that is lower than the stated pricing provided by the Credit Facility. The competitive bid option may
result in lower pricing if market conditions allow. We had no outstanding balance under this competitive bid option at January 31, 2010. At January 31, 2010, there were no amounts
outstanding on the Credit Facility,




$45,355,000 was used to provide letters of credit, and $954,645,000 was available for borrowing under the Credit Facility. We expect to refinance the Credit Facility prior to maturity.
While credit market conditions continue to improve from the difficult environment seen in 2008 and 2009, we expect facility pricing to be higher, and we may not be able to achieve the
same borrowing capacity as exists under the current Credit Facility.

We are subject to financial and other covenants contained in the Credit Facility and the indenture under which our unsecured notes were issued. The financial covenantsinclude the
following:

. limitations on the amount of total and secured debt in relation to our overall capital structure;
. limitation on the amount of our unsecured debt rel ative to the undepreciated basis of real estate assets that are not encumbered by property-specific financing; and
. minimum levels of debt service coverage.

We were in compliance with these covenants at December 31, 2009.

In addition, our secured borrowings may include yield maintenance, defeasance, or prepayment penalty provisions, which would result in usincurring an additional charge in the event
of afull or partial prepayment of outstanding principal before the scheduled maturity. These provisionsin our secured borrowings are generally consistent with other similar types of
debt instruments issued during the same time period in which our borrowings were secured.

Continuous Equity Offering Program

In August 2009, we commenced the CEP, under which we may sell up to $400,000,000 of our common stock. This program is available until the $400,000,000 is sold or August 2012,
whichever occursfirst. We may sell the sharesin amounts and at times to be determined by us. Actual saleswill depend on avariety of factors to be determined by us, including market
conditions, the trading price of our common stock and determinations of the appropriate sources of funding. In conjunction with the CEP, we engaged sal es agents who received
compensation of 1.5% of the gross sales price for shares sold. During the three months ended December 31, 2009 we sold 37,900 shares under this program at an average sales price of
$74.34 per share, for net proceeds of $2,775,000. During the year ended December 31, 2009, we sold 1,504,901 shares under this program at an average sales price of approximately $69.56
per share, resulting in net proceeds of approximately $103,109,000.

Future Financing and Capital Needs — Debt Maturities

One of our principal long-term liquidity needsis the repayment of long-term debt at the time that such debt matures. For unsecured notes, a portion of the principal of these notes may
be repaid prior to maturity. Early retirement of our unsecured notes could result in gains or losses on extinguishment similar to those recognized in 2008 and 2009. If we do not have
funds on hand sufficient to repay our indebtedness as it becomes due, it will be necessary for usto refinance the debt. This refinancing may be accomplished by uncollateralized private
or public debt offerings, additional debt financing that is secured by mortgages on individual communities or groups of communities, draws on our Credit Facility or by equity offerings.
Although we believe we will have the capacity to meet our currently anticipated liquidity needs, we cannot assure you that additional debt financing or debt or equity offerings will be
availableor, if available, that they will be on termswe consider satisfactory.

Thefollowing financing activity occurred during 2009:

. we obtained secured financing for $741,140,000 pursuant to fourteen separate ten-year mortgage loans, each secured by one of our current communities at an interest rate of
5.86%;

. we obtained $93,440,000 in variable rate tax-exempt bond financing related to a Development Right, the proceeds of which will be held in escrow until requisitioned for
construction funding;

. we repaid $4,143,000 in 8.08% fixed rate debt secured by areal estate asset formerly classified asa Development Right in Alexandria, Virginiain April 2009 pursuant to its
scheduled maturity;
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we redeemed $37,438,000 principal amount of our $150,000,000, 7.5% unsecured notes that mature in August 2009 for par and cancelled the notes upon purchase;

we redeemed $64,423,000 principal amount of our $200,000,000, 7.5% unsecured notes that mature in December 2010 for $63,135,000 with the discount below par recorded asa
gain reflected in (gain) loss on extinguishment of debt, net on the Consolidated Statement of Operations and Other Comprehensive Income of the Consolidated Financial
Statementsin Item 8 of this Form 10-K and cancelled the notes upon purchase;

we repaid $105,600,000 in unsecured debt, representing the first tranche of our $330,000,000 unsecured variable rate term loan pursuant to its scheduled maturity;
we repaid $19,470,000 in variable rate debt secured by Avalon at Flanders Hill, located in Westborough, Massachusetts pursuant to its scheduled maturity;

we repaid $102,562,000 of previously issued 7.5% unsecured notes, along with any unpaid interest, pursuant to their scheduled maturity;

we repaid $112,200,000 in unsecured debt, representing the second tranche of our term loan prior to its scheduled maturity of January 2010;

weissued atotal of $500,000,000 of unsecured notes under our existing shelf registration statement. The offering consisted of two separate $250,000,000 tranches with
effective interest rates of 5.80% and 6.19%, maturing in March 2017 and March 2020, respectively;

we settled a cash tender offer, purchasing the following unsecured notes:

. $46,001,000 principal amount of our $200,000,000 7.5% unsecured notes due December 2010 at a weighted average price of 107.50% of par;

. $150,000,000 principal amount of our $300,000,000 6.625% unsecured notes due September 2011 at a weighted average price of 109.00% of par;
. $55,600,000 principal amount of our $250,000,000 5.5% unsecured notes due January 2012 at a weighted average price of 106.25% of par; and

. $48,399,000 principal amount of our $250,000,000 6.125% unsecured notes due November 2012 at a weighted average price of 108.75% of par;
we repurchased $10,100,000 principal amount of our 6.625% unsecured notes due September 2011 at aweighted average price of 107.0% of par;

we recorded a charge for the purchase premium as well as certain deferred issuance costs related to the $300,000,000 cash tender offer and additional $10,100,000 unsecured
notes repurchase activity above of approximately $26,000,000 in (gain) loss on extinguishment of debt, net on the Consolidated Statement of Operations and Other
Comprehensive Income of the Consolidated Financial Statementsin Item 8 of thisform 10-K;

we repaid the final $112,200,000 of our term loan outstanding prior to its scheduled maturity of January 2011;

we repaid $33,615,000 in variable rate debt secured by Avalon at Newton Highlands, located in Newton, M assachusetts pursuant to its scheduled maturity; and
through the execution of interest rate swaps, we effectively converted $300,000,000 principal of our fixed rate unsecured notes, with aweighted average maturity of
approximately two years, to floating rate debt at aweighted average interest rate of three month LIBOR plus 5.42%.
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The following table details debt maturities for the next five years, excluding our Credit Facility and amounts outstanding related to communities classified as held for sale, for debt
outstanding at December 31, 2009 (dollarsin thousands).

All-In Principal
interest maturity Balance outstanding
Community rate (1) date 12-31-08 12-31-09
Tax-exempt bonds
Fixedrate
CountryBrook 6.47% Mar-2012 14,680 $ 13,961
Avalon at Symphony Glen 5.17% Jul-2024 9,780 9,780
Avalon at Lexington 6.95% Feb-2025 11,665 11,226
Avalon Campbell 6.50% Jun-2025 30,914 29,881
Avalon Pacifica 6.51% Jun-2025 14,023 13,554
Avalon Fields 7.79% May-2027 9,988 9,714
Avalon Oaks 7.49% Feb-2041 16,940 16,794
Avalon Oaks West 7.54% Apr-2043 16,795 16,661
Avalon at Chestnut Hill 6.15% Oct-2047 41,834 41,501
166,619 163,072
Variablerate (3)
Avalon Burbank 1.99% Oct-2010 30,142 29,387
Waterford 1.09% Jul-2014 33,100 33,100
Avalon at Mountain View 1.14% Feb-2017 18,300 18,300
Avalon at Mission Viejo 1.44% Jun-2025 7,635 7,635
Avalon at Nob Hill 1.31% Jun-2025 20,800 20,800
Avalon Campbell 2.10% Jun-2025 7,886 8,919
Avalon Pacifica 2.12% Jun-2025 3,577 4,046
Avalon Bowery Placel 1.35% Nov-2037 93,800 93,800
Avalon Bowery Place || 1.57% Nov-2039 48,500 48,500
Avalon Acton 1.67% Jul-2040 45,000 45,000
Avalon Morningside Park 3.00% Nov-2040 100,000 100,000
West Chelsea 0.18% May-2012 — 93,440
Avalon Walnut Creek 2.95% Mar-2046 116,000 116,000
Avalon Walnut Creek 2.89% Mar-2046 10,000 10,000
534,740 628,927
Conventional loans (6)
Fixed rate
$150 million unsecured notes — Aug-2009 140,000 —
$200 million unsecured notes 7.67% Dec-2010 200,000 14,576
$300 million unsecured notes 6.79% Sep-2011 300,000 39,900
$50 million unsecured notes 6.31% Sep-2011 50,000 —
$250 million unsecured notes 5.74% Jan-2012 235,000 104,400
$250 million unsecured notes 6.26% Nov-2012 250,000 201,601
$100 million unsecured notes 5.11% Mar-2013 100,000 100,000
$150 million unsecured notes 5.52% Apr-2014 150,000 150,000
$250 million unsecured notes 5.89% Sep-2016 250,000 250,000
$250 million unsecured notes 5.82% Mar-2017 — 250,000
$250 million unsecured notes 6.19% Mar-2020 — 250,000
Avalon at Twinbrook 7.25% Oct-2011 7,801 7,578
Avalon at Tysons West 5.55% Jul-2028 6,218 6,045
4600 Eisenhower Avenue — Apr-2009 4,175 —
Avalon Orchards 7.77% Jul-2033 19,322 19,011
Avalon at Arlington Square 4.81% Apr-2013 170,125 170,125
Avalon at Cameron Court 5.07% Apr-2013 94,572 94,572
Avalon Crescent 5.59% May-2015 110,600 110,600
Avalon Silicon Valley 5.74% Jul-2015 150,000 150,000
Avalon Darien 6.22% Nov-2015 51,749 51,172
Avalon Greyrock Place 6.13% Nov-2015 62,400 61,690
Avalon Commons 6.09% Jan-2019 55,100 55,100
Avalon Walnut Creek 4.00% Jul-2066 2,500 2,500
Avalon Shrewsbury 5.92% May-2019 — 21,130
Avalon Gates 5.93% May-2019 — 41,321
Avalon at Stamford Harbor 5.92% May-2019 — 65,695
Avalon Freehold 5.94% May-2019 — 36,630
Avalon Run East |1 5.94% May-2019 — 39,250
Avalon Gardens 6.06% May-2019 — 66,237
Avalon Edgewater 6.10% May-2019 — 78,565
Avalon Foxhall 6.05% May-2019 = 59,010
Avalon Gallery Place | 6.05% May-2019 — 45,850
Avalon Traville 5.91% May-2019 — 77,700
Avalon Bellevue 5.91% May-2019 — 26,698
Avalon on the Alameda 5.91% May-2019 — 53,980
Avalon Mission Bay North 5.90% May-2019 — 73,269
Avalon Woburn 5.91% May-2019 — 55,805
2,409,562 2,830,010
Variablerate (3)
Avalon at Flanders Hill — May-2009 19,735 —
Avalon at Newton Highlands — Dec-2009 34,945 —
Avalon at Crane Brook 2.11% Mar-2011 31,530 30,440
Avalon at Bedford Center 1.74% May-2012 16,361 15,871
Avalon Walnut Creek 3.03% Mar-2046 9,000 9,000
$105.6 million unsecured notes — May-2009 105,600 —
$112.2 million unsecured notes — Jan-2010 112,200 —
$112.2 million unsecured notes = Jan-2011 112,200 =
$200 Million unsecured notes 7.034% Dec-2010 — 75,000
$300 Million unsecured notes 5.663% Sep-2011 — 100,000
$50 Million unsecured notes 5.663% Sep-2011 — 50,000
$250 Million unsecured notes 4.352% Jan-2012 — 75,000
441,571 355,311
Total indebtedness — excluding unsecur ed credit facility 3,552,492 3,977,320
(6] Includes credit enhancement fees, facility fees, trustees’ fees and other fees.
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Scheduled maturities

2013 2014 Ther eafter
816 12,379 - - -
— — — — 9,780
495 526 559 594 8,586
— — - — 29,881
— — - - 13,554
316 339 364 390 8,010
168 180 193 207 15,889
152 162 173 185 15,847
368 388 409 432 39,555
2,315 13,974 1,608 1,808 141,102
= = = 33,100 -
— — - — 18,300
— — - - 7,635
— — — — 20,800
— — — — 8,919
— — - - 4,046
— — — - 93,800
— — - — 48,500
— — — — 45,000
— — — — 100,000
= 93,440 = - -
— — - — 116,000
— — — — 10,000
— 93,440 - 33,100 473,000
39,900 — - - -
= 104,400 = - -
— 201,601 - — —
— — 100,000 - -
— — — 150,000 —
— — — — 250,000
— — - - 250,000
— — — - 250,000
7,339 — - — —
193 204 216 229 5,020
357 382 409 438 17,092
— — 170,125 — —
— — 94,572 - -
— — — — 110,600
— — — — 150,000
702 746 793 843 47,428
861 914 971 1,031 57,102
693 734 779 826 52,068
— — - - 2,500
183 285 301 319 20,042
357 557 589 624 39,194
568 885 937 992 62,313
317 493 522 553 34,745
339 529 560 592 37,230
572 892 945 1,000 62,828
679 1,058 1,120 1,186 74,522
510 795 841 891 55,973
396 618 654 692 43,490
672 1,047 1,108 1,173 73,700
231 360 381 403 25,323
467 727 770 815 51,201
633 987 1,045 1,106 69,498
482 752 796 842 52,933
56,451 318,966 378,434 164,555 1,894,802
29,271 — - — —
560 14,784 - - -
— — — — 9,000
100,000 — — — —
50,000 — - - -
— 75,000 — — —
179,831 89,784 - - 9,000
238,597 516,164 380,132 199,463 2,517,904




2 Financed by variable rate, tax-exempt debt, but the interest rate on a portion of this debt is effectively fixed at December 31, 2009 and December 31, 2008 through an interest rate
swap agreement. The portion of the debt fixed through the interest rate swap agreement decreases (and therefore the variable portion of the debt increases) monthly as payments
are made to aprincipal reserve fund.

Variablerates are given as of December 31, 2009.

Financed by variable rate debt, but interest rate is capped through an interest rate protection agreement.

Represents full amount of the debt as of December 31, 2009. Actual amounts drawn on the debt as of December 31, 2009 are $46,216 for Bowery Place 11, $44,678 for Avalon
Acton, $88,823 for Morningside Park, $64,080 for Walnut Creek, and $0 for West Chelsea.

—_ o~
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(6) Balances outstanding represent total amounts due at maturity, and are not net of $2,448 of debt discount and basis adjustments associated with the hedged unsecured notes as
of December 31, 2009 and $2,035 of debt discount as of December 31, 2008, as reflected in unsecured notes on our Consolidated Balance Sheetsincluded elsewherein thisreport.

(7) In October 2009, we redeemed $46,001 principal amount of our $200,000 7.5% unsecured notes due December 2010.

(8) In October 2009, we redeemed $160,100 principal amount of our $300,000 6.625% unsecured notes due September 2011.

9) In October 2009, we redeemed $55,600 principal amount of our $250,000 5.5% unsecured notes due January 2012.

(10)  InOctober 2009, we redeemed $48,399 principal amount of our $250,000 6.125% unsecured notes due November 2012.

(11)  InAugust and October 2009, we repaid $224,400 in unsecured debt, representing the second and third tranches of our term loan, prior to its scheduled maturitiesin January 2010

and 2011, respectively.
(12)  InOctober 2009, we executed $300,000 of interest rate swaps allowing us to effectively convert $300,000 principal of our fixed rate unsecured notes to floating rate debt.
Future Financing and Capital Needs — Portfolio and Other Activity

As of December 31, 2009, we had seven new wholly owned communities under construction, for which atotal estimated cost of $245,046,000 remained to be invested. We also had
seven wholly owned communities under reconstruction, for which atotal estimated cost of $49,527,000 remained to be invested. In addition, we may be required to contribute our
proportionate share of capital to Fund I1, if or to the extent that Fund |1 makes capital callsin conjunction with additional community acquisitions during 2010. Substantially all of the
capital expenditures necessary to complete the communities currently under construction and reconstruction, development costs related to pursuing Development Rights, aswell as for
equity contributionsto Fund 1, will be funded from:

. cash currently on hand, including cash in construction escrows, invested in highly liquid overnight money market funds and repurchase agreements, and short-term
investment vehicles;

. the remaining capacity under our $1,000,000,000 Credit Facility;
. retained operating cash;

. the net proceeds from sales of existing communities;

. the issuance of debt or equity securities; and/or

. private equity funding, including joint venture activity.

Before planned reconstruction activity, including reconstruction activity related to communities acquired by the Funds, or the construction of a Development Right begins, we intend to
arrange adequate financing to complete these undertakings, although we cannot assure you that we will be able to obtain such financing. In the event that financing cannot be
obtained, we may have to abandon Development Rights, write off associated pre-devel opment costs that were capitalized and/or forego reconstruction activity. In such instances, we
will not realize the increased revenues and earnings that we expected from such Development Rights or reconstruction activity and significant losses could be incurred.

From time to time we use joint ventures to hold or develop individual real estate assets. We generally employ joint ventures primarily to mitigate asset concentration or market risk and
secondarily as a source of liquidity. We may also use joint ventures related to mixed-use land devel opment opportunities where our partners bring devel opment and operational
expertise to the venture. Each joint venture or partnership agreement has been individually negotiated, and our ability to operate and/or dispose of acommunity in our sole discretion
may belimited to varying
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degrees depending on the terms of the joint venture or partnership agreement. We cannot assure you that we will achieve our objectives through joint ventures.

In evaluating our allocation of capital within our markets, we sell assets that do not meet our long-term investment criteria or when capital and real estate markets allow usto realize a
portion of the value created over the past business cycle and redeploy the proceeds from those sal es to devel op and redevel op communities. Because the proceeds from the sale of
communities may not be immediately redeployed into revenue generating assets, the immediate effect of a sale of acommunity for againisto increase net income, but reduce future
total revenues, total expenses and NOI. However, we believe that the absence of future cash flows from communities sold will have aminimal impact on our ability to fund future
liquidity and capital resource needs.

Off-Balance Sheet Arrangements

In addition to our investment interests in consolidated and unconsolidated real estate entities, we have certain off-bal ance sheet arrangements with the entities in which we invest.
Additional discussion of these entities can be found in Note 6, “Investmentsin Real Estate Entities,” of our Consolidated Financial Statements |located elsewhere in this report.

. CVPI, LLC has outstanding tax-exempt, variable rate bonds maturing in November 2036 in the amount of $117,000,000, which have permanent credit enhancement. We have
agreed to guarantee, under limited circumstances, the repayment to the credit enhancer of any advancesit may makein fulfillment of CVP1, LLC's repayment obligations
under the bonds. We have also guaranteed to the credit enhancer that CVP 1, LLC will obtain afinal certificate of occupancy for the project (Chrystie Placein New Y ork City),
which is expected in 2010. Our 80% partner in this venture has agreed that it will reimburse usits pro rata share of any amounts paid relative to these guaranteed obligations.
The estimated fair value of and our obligation under these guarantees, both at inception and as of December 31, 2009, were not significant. As aresult we have not recorded
any obligation associated with these guarantees at December 31, 2009.

. Subsidiaries of Fund | have 21 loans secured by individual assets with amounts outstanding in the aggregate of $436,410,000, with varying maturity dates (or dates after
which the loans can be prepaid), ranging from October 2011 to September 2016. These mortgage |oans are secured by the underlying real estate. The mortgage loans are
payable by the subsidiaries of Fund | with operating cash flow or disposition proceeds from the underlying real estate. We have not guaranteed the debt of Fund I, nor do
we have any obligation to fund this debt should Fund | be unable to do so.

In addition, as part of the formation of Fund I, we have provided to one of the limited partners a guarantee. The guarantee provides that if, upon final liquidation of Fund I,
the total amount of al distributionsto that partner during the life of Fund | (whether from operating cash flow or property sales) does not equal a minimum of the total capital
contributions made by that partner, then we will pay the partner an amount equal to the shortfall, but in no event more than 10% of the total capital contributions made by the
partner (maximum of approximately $7,500,000 as of December 31, 2009). As of December 31, 2009, the expected realizable value of the real estate assets owned by Fund | is
considered adequate to cover such potential payment to that partner under the expected Fund | liquidation scenario. The estimated fair value of, and our obligation under
this guarantee, both at inception and as of December 31, 2009 was not significant and therefore we have not recorded any obligation for this guarantee as of December 31,
2009.

. A subsidiary of Fund |1 has one loan secured by an asset in the amount of $21,515,000 with amaturity of June 2019. Thisloan is payable by the subsidiary of Fund I1. As of
December 31, 2009, Fund I1 also has $30,200,000 outstanding under a credit facility that maturesin December 2010. The mortgage loan is payable by the subsidiary of Fund I
with operating cash flow or disposition proceeds from the underlying real estate, and the credit facility is payable by Fund Il and is secured by capital commitments. We have
not guaranteed, beyond our proportionate share of capital commitments supporting the credit facility of Fund 11, the debt of Fund 11, nor do we have any obligation to fund
this debt should Fund Il be unable to do so.
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In addition, as part of the formation of Fund I, we have provided to one of the limited partners a guarantee. The guarantee provides that if, upon final liquidation of Fund 11,
the total amount of all distributionsto that partner during the life of Fund Il (whether from operating cash flow or property sales) does not equal a minimum of the total capital
contributions made by that partner, then we will pay the partner an amount equal to the shortfall, but in no event more than 10% of the total capital contributions made by the
partner (maximum of approximately $1,470,000 as of December 31, 2009). As of December 31, 2009, the expected realizable value of the real estate assets owned by Fund Il is
considered adequate to cover such potential payment to that partner under the expected Fund I1 liquidation scenario. The estimated fair value of, and our obligation under
this guarantee, both at inception and as of December 31, 2009 was not significant and therefore we have not recorded any obligation for this guarantee as of December 31,
2009.

. MVPI, LLC, the entity that owns Avalon at Mission Bay North I1, has aloan secured by the underlying real estate assets of the community for $105,000,000. The loanisa
fixed rate, interest-only note bearing interest at 6.02%, maturing in December 2015. We have not guaranteed the debt of MVP I, LLC, nor do we have any obligation to fund
this debt should MVP I, LLC be unable to do so.

. Avalon Del Rey Apartments, LLC has aloan secured by the underlying real estate assets of the community for $45,943,000 maturing in April 2016. The variable rate loan had
an interest rate of 3.69% at December 31, 2009. We have not guaranteed the debt of Avalon Del Rey Apartments, LLC, nor do we have any obligation to fund this debt
should Avalon Del Rey Apartments, LLC be unable to do so.

. Ariaat Hathorne Hill, LLC isajoint venture in which we have a non-managing member interest. The LLC is developing for-sale town homesin Danvers, Massachusetts. The
LLC hasthree separate variable rate |oans with aggregate borrowings of $2,432,000 and aweighted average interest rate of 4.19% at December 31, 2009. We have not
guaranteed the debt of Ariaat Hathorne, nor do we have any obligation to fund this debt should Ariaat Hathorne be unable to do so.

. PHVPI, LLC, aconsolidated joint venture in which we hold a 99.0% controlling interest, constructed a public garage adjacent to our Walnut Creek development. As part of
the construction management services we provided to PHVP I, LLC for the construction of the public garage, we provided a construction completion guarantee to the related
lender in order to fulfill their standard financing requirements related to the garage construction financing, which occurred in the third quarter of 2009. Our obligations under
this guarantee therefore, have terminated and we have no further obligation under this agreement.

. In 2007 we entered into a non-cancelable commitment (the “ Commitment”) to acquire parcels of land in Brooklyn, New Y ork for an aggregate purchase price of approximately
$111,000,000. Under the terms of the Commitment, we are closing on the various parcels over a period determined by the seller’s ability to execute unrelated purchase
transactions and achieve deferral of gainsfor theland sold under this Commitment. However, under no circumstances will the Commitment extend beyond 2011, at which time
either we or the seller can compel execution of the remaining transactions. At December 31, 2009, we have an outstanding commitment to purchase the remaining land for
approximately $51,500,000.

There are no other lines of credit, side agreements, financial guarantees or any other derivative financial instruments related to or between our unconsolidated real estate entities and us.
In evaluating our capital structure and overall leverage, management takesinto consideration our proportionate share of this unconsolidated debt.

Contractual Obligations

In 2009, we entered into alease agreement for office spacein Arlington, Virginia. The office space will serve as our corporate headquarters, with relocation scheduled to occur in the first
half of 2010. The lease has aten year |ease term, with extension rights, with rent of approximately $1,900,000 annually. We are marketing for lease or sale the building that serves as our
current headquartersin Alexandria, Virginia. Aside from thislease, there have not been any other material changes outside of the ordinary course of business to our contractual
obligations during 2009.




Scheduled contractual obligations required for the next five years and thereafter are as follows as of December 31, 2009 (dollars in thousands):

Payments due by period

Total Lessthan 1 Year 1-3 Years 3-5Years Morethan 5 Years
Debt Obligations $3,977,320 $ 125,060 $ 754,761 $ 579,595 $ 2,517,904
Operating L ease Obligations (1) 3,412,947 20,732 50,815 53,850 3,287,550
Total $7,390,267 $ 145,792 $ 805,576 $ 633,445 $ 5,805,454
() Includes land leases expiring between October 2026 and March 2142. Amounts do not include any adjustment for purchase options available under the land leases.

Inflation and Deflation

Substantially all of our apartment leases are for aterm of one year or less. In an inflationary environment, this may allow usto realize increased rents upon renewal of existing leases or
the beginning of new |eases. Short-term leases generally minimize our risk from the adverse effects of inflation, although these |eases generally permit residents to leave at the end of the
lease term and therefore expose us to the effect of adeclinein market rents. In adeflationary rent environment, we may be exposed to declining rents more quickly under these shorter-
term leases.

Forward-L ooking Statements

ThisForm 10-K contains “ forward-looking statements” as that term is defined under the Private Securities Litigation Reform Act of 1995. Y ou can identify forward-looking statements by
our use of thewords “believe,” “expect,” “anticipate,” “intend,” “estimate,” “assume,” “project,” “plan,” “may,” “shall,” “will” and other similar expressionsin this Form 10-K, that
predict or indicate future events and trends and that do not report historical matters. These statementsinclude, among other things, statements regarding our intent, belief or
expectations with respect to:

"o " ow n o

. our potential development, redevel opment, acquisition or disposition of communities;

. the timing and cost of completion of apartment communities under construction, reconstruction, development or redevel opment;
. thetiming of lease-up, occupancy and stabilization of apartment communities;

. the pursuit of land on which we are considering future devel opment;

. the anti cipated operating performance of our communities;

. cost, yield, revenue, NOI and earnings estimates;

. our declaration or payment of distributions;

. our joint venture and discretionary fund activities;

. our policies regarding investments, indebtedness, acquisitions, dispositions, financings and other matters;

. our qualification asaREIT under the Internal Revenue Code;

. thereal estate marketsin Northern and Southern Californiaand marketsin selected statesin the Mid-Atlantic, Midwest, New England, Metro New Y ork/New Jersey and
Pacific Northwest regions of the United States and in general;

. the availability of debt and equity financing;

. interest rates;

. general economic conditions including the recent economic downturn; and

. trends affecting our financial condition or results of operations.
We cannot assure the future results or outcome of the matters described in these statements; rather, these statements merely reflect our current expectations of the approximate
outcomes of the matters discussed. In addition, these
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forward-looking statements represent our estimates and assumptions only as of the date of this report. We do not undertake a duty to update these forward-looking statements, and
therefore they may not represent our estimates and assumptions after the date of thisreport. Y ou should not rely on forward-looking statements because they involve known and
unknown risks, uncertainties and other factors, some of which are beyond our control. These risks, uncertainties and other factors may cause our actual results, performance or
achievementsto differ materially from the anticipated future results, performance or achievements expressed or implied by these forward-looking statements. In addition to the factors
referred to below, you should carefully review the discussion under Item 1a., “Risk Factors,” in this document for a discussion of additional risks associated with our business and
these forward-looking statements.

Some of the factors that could cause our actual results, performance or achievementsto differ materially from those expressed or implied by these forward-looking statements include,
but are not limited to, the following:

. we may fail to secure development opportunities due to an inability to reach agreementswith third parties to obtain land at attractive prices or to obtain desired zoning and
other local approvals;

. we may abandon or defer devel opment opportunities for anumber of reasons, including changes in local market conditions which make development less desirable, increases
in costs of development, increases in the cost of capital or lack of capital availability, resulting in losses;

. construction costs of acommunity may exceed our original estimates,

. we may not complete construction and |ease-up of communities under development or redevel opment on schedule, resulting in increased interest costs and construction
costs and a decrease in our expected rental revenues;

. occupancy rates and market rents may be adversely affected by competition and local economic and market conditions which are beyond our control;

. financing may not be available on favorable terms or at all, and our cash flows from operations and access to cost effective capital may beinsufficient for the development of
our pipeline which could limit our pursuit of opportunities;

. our cash flows may be insufficient to meet required payments of principal and interest, and we may be unable to refinance existing indebtedness or the terms of such
refinancing may not be as favorable as the terms of existing indebtedness;

. we may be unsuccessful in our management of Fund |, Fund Il or the REIT vehiclesthat are used with each respective Fund; and
. we may be unsuccessful in managing changesin our portfolio composition.

Critical Accounting Policies

The preparation of financial statementsin conformity with GAAP requires management to use judgment in the application of accounting policies, including making estimates and
assumptions. If our judgment or interpretation of the facts and circumstances relating to various transactions had been different, or different assumptions were made, it is possible that
different accounting policies would have been applied, resulting in different financial results or adifferent presentation of our financial statements. Below is adiscussion of the
accounting policies that we consider critical to an understanding of our financial condition and operating results that may require complex or significant judgment in their application or
reguire estimates about matters which are inherently uncertain. A discussion of our significant accounting policies, including further discussion of the accounting policies described
below, can be found in Note 1, “ Organization and Basis of Presentation” of our Consolidated Financial Statements.

Principles of Consolidation

We may enter into various joint venture agreements with unrelated third parties to hold or develop real estate assets. We must determine for each of these ventures whether to
consolidate the entity or account for our investment under the equity or cost basis of accounting.

We determine whether to consolidate certain entities based on our rights and obligations under the joint venture agreements, applying the applicable accounting guidance. For
investment interests that we do not consolidate, we
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evaluate the guidance to determine the accounting framework to apply. The application of the rulesin evaluating the accounting treatment for each joint venture is complex and requires
substantial management judgment. Therefore, we believe the decision to choose an appropriate accounting framework is acritical accounting estimate.

If we were to consolidate the joint ventures that we accounted for using the equity method at December 31, 2009, our assets would have increased by $1,030,260,000 and our liabilities
would have increased by $778,156,000. We would be required to consolidate those joint ventures currently not consolidated for financial reporting purposes if the facts and
circumstances changed, including but not limited to the following reasons, none of which are currently expected to occur:

. For entities not considered to be variable interest entities, the nature of the entity changed such that it would be considered a variable interest entity and if we were
considered the primary beneficiary.

. For entitiesin which we do not hold a controlling voting and/or variable interest, the contractual arrangement changed resulting in our investment interest being either a
controlling voting and/or variable interest.

We evaluate our accounting for investments on a quarterly basis or when asignificant change in the design of an entity occurs.

Cost Capitalization

We capitalize costs during the devel opment of assets beginning when we determine that development of afuture asset is probable until the asset, or a portion of the asset, is delivered
and isready for itsintended use. For redevelopment efforts, we capitalize costs either (i) in advance of taking homes out of service when significant renovation of the common area has
begun until the redevelopment is completed, or (ii) when an apartment home is taken out of service for redevelopment until the redevelopment is completed and the apartment homeis
availablefor anew resident. Rental income and operating expensesincurred during theinitial lease-up or post-redevel opment lease-up period are fully recognized as they accrue.

During the development and redevel opment efforts we capitalize al direct costs and indirect costs which have been incurred as aresult of the development and redevel opment
activities. These costs include interest and related |oan fees, property taxes aswell as other direct and indirect costs. Interest is capitalized for any project specific financing, aswell as
for general corporate financing to the extent of our aggregate investment in the projects. Indirect project costs, which include personnel and office and administrative costs that are
clearly associated with our development and redevel opment efforts, are also capitalized. The estimation of the direct and indirect costs to capitalize as part of our development and
redevel opment activities requires judgment and, as such, we believe cost capitalization to be a critical accounting estimate.

There may be achange in our operating expenses in the event that there are changes in accounting guidance governing capitalization or changes to our levels of development or
redevelopment activity. If changesin the accounting guidance limit our ability to capitalize costs or if we reduce our development and redevelopment activities without a corresponding
decreasein indirect project costs, there may be an increase in our operating expenses. For example, if in 2009 our development activities decreased by 10%, and there were no
corresponding decrease in our indirect project costs, our operating expenses would have increased by $2,493,200.

We capitalize pre-development costsincurred in pursuit of Development Rights. These costs include legal fees, design fees and related overhead costs. Future development of these
pursuitsis dependent upon various factors, including zoning and regulatory approval, rental market conditions, construction costs and availability of capital. Pre-devel opment costs
incurred for pursuits for which future development is not yet considered probable are expensed as incurred. In addition, if the status of a Development Right changes, making future
development no longer probable, any capitalized pre-devel opment costs are written off with a charge to expense.

Due to the subjectivity in determining whether apursuit will result in the devel opment of an apartment community, and therefore should be capitalized, the accounting for pursuit costs
isacritical accounting estimate. If we had
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determined that 10% of our capitalized pursuit costs were associated with Development Rights that were no longer probable of occurring, net income for the year ended December 31,
2009 would have decreased by $8,776,300.

Abandoned Pursuit Costs & Asset Impairment

We capitalize pre-devel opment costs incurred in pursuit of new development opportunities for which we currently believe future development is probable. Future development of these
Development Rightsis dependent upon various factors, including zoning and regulatory approval, rental market conditions, construction costs and the availability of capital. Pre-
development costs incurred for pursuits for which future development is not yet considered probable are expensed as incurred. In addition, if the status of a Development Right
changes, making future development by us no longer probable, any capitalized pre-development costs are written off with a charge to expense. We expensed costs related to abandoned
pursuits, which includes the abandonment of Devel opment Rights and disposition pursuits, in the amounts of $5,842,000 in 2009 and $12,511,000 in 2008. These costs areincluded in
operating expenses, excluding property taxes on the accompanying Consolidated Statements of Operations and Other Comprehensive Income. Abandoned pursuit costs can vary
greatly, and the costs incurred in any given period may be significantly different in future years.

During 2009, we concluded that the continued economic downturn and the related decline in employment levels did not support the development and construction of certain new
apartment communities that were previously in planning. This resulted in the recognition of an impairment charge of $20,302,000 related to the impairment of two land parcels which we
currently do not intend to develop. We looked to third-party pricing estimates to determine the fair values of the land parcels considered to be impaired. Given the heterogeneous nature
of multifamily real estate, the third party values incorporated significant other unobservable inputs and are therefore considered to be Level 3 pricesin the fair value hierarchy. In
addition, in 2009 we recognized afurther impairment charge of $850,000 on aland parcel for which an earlier impairment had been recognized in the fourth quarter of 2008. The additional
impairment charge reduces our carrying basisto its current estimated selling price less costs to dispose.

Our focus on value creation through real estate development presents an impairment risk in the event of afuture deterioration of the real estate and/or capital markets or adecision by
usto reduce or cease development. We cannot predict the occurrence of future events that may cause an impairment assessment to be performed, or the likelihood of any future
impairment charges, if any. Y ou should also review Item 1a., “Risk Factors” of this Form 10-K.

REIT Satus

Weare aMaryland corporation that has elected to be treated, for federal income tax purposes, asaREIT. We elected to be taxed as a REIT under the Code for the year ended

December 31, 1994 and have not revoked such election. A corporate REIT isalegal entity which holdsreal estate interests and must meet a number of organizational and operational
requirements, including arequirement that it currently distribute at least 90% of its adjusted taxable income to stockholders. AsaREIT, we generally will not be subject to corporate
level federal income tax on taxableincome if we distribute 100% of taxable income to our stockholders over time periods allowed under the Code. If wefail to qualify asaREIT in any
taxable year, we will be subject to federal and state income taxes at regular corporate rates (subject to any applicable alternative minimum tax) and may not be able to elect to qualify asa
REIT for four subsequent taxable years. For example, if we failed to qualify asaREIT in 2009, our net income would have decreased by approximately $62,000,000.

Our qualification asa REIT requires management to exercise significant judgment and consideration with respect to operational matters and accounting treatment. Therefore, we believe
our REIT statusisacritical accounting estimate.

ITEM 7a. QUANTITATIVE AND QUALITATIVE DISCLOSURESABOUT MARKET RISK

We are exposed to market risks from our financial instruments primarily from changesin market interest rates. We do not have exposure to any other significant market risk. We monitor
interest rate risk as an integral part of our overall risk management, which recognizes the unpredictability of financial markets and seek to reduce the
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potentially adverse effect on our results of operations. Our operating results are affected by changesin interest rates, primarily, in short-term LIBOR and the SIFMA index as aresult of
borrowings under our Credit Facility and outstanding bonds with variable interest rates. In addition the fair value of our fixed rate unsecured and secured notes are impacted by
changesin market interest rates. The effect of interest rate fluctuations on our results of operations historically has been small relative to other factors affecting operating results, such
asrental rates and occupancy.

We currently use interest rate protection agreements (consisting of interest rate swap and interest rate cap agreements) for our risk management objectives, aswell asfor compliance
with the requirements of certain lenders, and not for trading or specul ative purposes. In the fourth quarter of 2009, we entered into interest rate swap agreements to convert fixed rate
borrowings to effective floating rate notes. In addition, we have interest rate caps and interest rate swaps that serve to either convert floating rate borrowings to fixed rate borrowings,
or effectively limit the amount of interest rate expense we would incur on afloating rate borrowing. Further discussion of the financial instruments impacted and our exposure is
presented below.

We had $1,271,273,000 and $1,088,848,000 in variable rate debt outstanding (excluding variable rate debt effectively fixed through swap agreements and including fixed rate debt
effectively swapped to variable rates through swap agreements) as of December 31, 2009 and 2008, respectively. If interest rates on the variable rate debt had been 100 basis points
higher throughout 2009 and 2008, our annual interest costs would have increased by approximately $9,079,000 and $11,490,000, respectively, based on balances outstanding during the
applicableyears.

Asof December 31, 2009, we had executed interest rate swap agreements to hedge cash flow variability for approximately $43,435,000 of our variable rate, tax-exempt debt and executed
interest rate swap agreements to hedge fair val ue exposure for approximately $300,000,000 of our fixed rate unsecured notes. Had these interest rate swap agreements not been in place
during 2009 and 2008, our annual interest costs would have been approximately $1,492,000 higher and $1,451,000 lower, respectively, based on balances outstanding and reported
interest rates during the applicable years. Additionally, if the variable interest rates on hedged floating rate debt had been 100 basis points higher throughout 2009 and 2008 and these
swap agreements had not been in place, our annual interest costs would have been approximately $2,054,000 higher and $887,000 lower, respectively.

Because the counterparties providing the interest rate cap and swap agreements are major financial institutions which have an A+ or better credit rating by the Standard & Poor’s
Ratings Group and the current valuation of the position isanet liability for us, we do not believe thereis exposure at thistime to a default by a counterparty provider.

In addition, changesin interest rates affect the fair value of our fixed rate debt, computed using a discounted cash flow model considering our current market yields, which impacts the
fair value of our aggregate indebtedness. Debt securities and notes payable (excluding amounts outstanding under our Credit Facility) with an aggregate carrying value of
$3,977,320,000 at December 31, 2009 had an estimated aggregate fair value of $4,052,817,000 at December 31, 2009. Contractual fixed rate debt represented $3,249,647,000 of the carrying
value and $3,352,312,000 of the fair value at December 31, 2009. If interest rates had been 100 basis points higher as of December 31, 2009, the fair value of this fixed rate debt would have
decreased by $159,030,000.
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ITEM 8 FINANCIAL STATEMENTSAND SUPPLEMENTARY DATA
The response to this Item 8 isincluded as a separate section of this Annual Report on Form 10-K.

ITEM 9. CHANGESIN AND DISAGREEMENTSWITH ACCOUNTANTS ON ACCOUNTING AND FINANCIAL DISCLOSURE

None.

ITEM 9a. CONTROLSAND PROCEDURES

@

(b)

Evaluation of Disclosure Controls and Procedures. Asrequired by Rule 13a-15 under the Securities Exchange Act of 1934, as of the end of the period covered by this
report, the Company carried out an evaluation under the supervision and with the participation of the Company’s management, including the Company’s Chief Executive
Officer and Chief Financial Officer, of the effectiveness of the design and operation of the Company’s disclosure controls and procedures. Based upon that evaluation, the
Chief Executive Officer and Chief Financia Officer concluded that the Company’s disclosure controls and procedures are effective to ensure that information required to be
disclosed by the Company in the reportsit files or submits under the Exchange Act is recorded, processed, summarized and reported within the time periods specified in the
Securities and Exchange Commission’s rules and forms. We continue to review and document our disclosure controls and procedures, including our internal control over
financial reporting, and may from time to time make changes aimed at enhancing their effectiveness and to ensure that our systems evolve with our business.

Management’s Report on Internal Control Over Financial Reporting. Our management is responsible for establishing and maintaining adequate internal control over
financial reporting, as such term is defined in Exchange Act Rules 13a-15(f) and 15d-15(f). Under the supervision and with the participation of our management, including our
Chief Executive Officer and Chief Financial Officer, we conducted an evaluation of the effectiveness of our internal control over financia reporting as of December 31, 2009
based on the framework in Internal Control-Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSO). Based on that
evaluation, our management concluded that our internal control over financial reporting was effective as of December 31, 2009.

Our internal control over financial reporting as of December 31, 2009 has been audited by Ernst & Y oung LL P, an independent registered public accounting firm, as stated in their
report whichisincluded elsewhere herein.

©

Changesin Internal Control Over Financial Reporting. There was no changein our internal control over financial reporting that occurred during the fourth quarter of the
period covered by this Annual Report on Form 10-K that has materially affected, or isreasonably likely to materially affect, our internal control over financial reporting.

ITEM 9b. OTHER INFORMATION

None.
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PART I11

ITEM 10. DIRECTORS, EXECUTIVE OFFICERSAND CORPORATE GOVERNANCE

The information required by Item 10 pertaining to directors and executive officers of the Company and the Company’s Code of Conduct isincorporated herein by reference to the
Company’s Proxy Statement to be filed with the Securities and Exchange Commission within 120 days after the end of the year covered by this Form 10-K with respect to the Annual
Meeting of Stockholders scheduled to be held on May 19, 2010.

ITEM 11. EXECUTIVE COMPENSATION

Theinformation required by Item 11 pertaining to executive compensation isincorporated herein by reference to the Company’s Proxy Statement to be filed with the Securities and
Exchange Commission within 120 days after the end of the year covered by this Form 10-K with respect to the Annual Meeting of Stockholders scheduled to be held on May 19, 2010.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERSAND MANAGEMENT AND RELATED STOCKHOLDER MATTERS

The information required by Item 12 pertaining to security ownership of management and certain beneficial owners of the Company’s common stock is incorporated herein by reference
to the Company’s Proxy Statement to be filed with the Securities and Exchange Commission within 120 days after the end of the year covered by this Form 10-K with respect to the
Annual Meeting of Stockholders scheduled to be held on May 19, 2010, to the extent not set forth below.

The Company maintains the 2009 Stock Option and Incentive Plan (the “2009 Plan”) and the 1996 Non-Qualified Employee Stock Purchase Plan (the “ ESPP”), pursuant to which common
stock or other equity awards may be issued or granted to eligible persons.

Thefollowing table gives information about equity awards under the 2009 Plan, the Company’s prior 1994 Stock Incentive Plan (the “1994 Plan”) under which awards were previously
made, and the ESPP as of December 31, 2009:

(b) (©

Weighted- Number of securities
(a) average remaining available for

Number of securities exercise price future issuance under

to be issued upon of outstanding equity compensation

exercise of options, plans (excluding
outstanding options, warrants and securities reflected in
Plan category warrants and rights rights column (a))

Equity compensation plans approved by security holders (1 2,964,394 $ 80.76() 4,164,064
Equity compensation plans not approved by security holders (4) — n/a 755,484
Total 2,964,394 $ 80.76(3) 4,919,548

1 Consists of the 2009 Plan and the 1994 Plan.

2 Includes 128,141 deferred units granted under the 2009 Plan and the 1994 Plan, which, subject to vesting requirements, will convert in the future to common stock on aone-for-
one basis, but does not include 244,640 shares of restricted stock that are outstanding and that are already reflected in the Company’s outstanding shares.
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3) Excludes deferred units granted under the 2009 Plan and the 1994 Plan, which, subject to vesting requirements, will convert in the future to common stock on aone-for-one basis.
4) Consists of the ESPP.

The ESPP, which was adopted by the Board of Directors on October 29, 1996, has not been approved by our shareholders. A further description of the ESPP appearsin Note 10, “ Stock-
Based Compensation Plans,” of our Consolidated Financial Statementsincluded in thisreport.

ITEM 13. CERTAIN RELATIONSHIPSAND RELATED TRANSACTIONS, AND DIRECTOR INDEPENDENCE

Theinformation required by Item 13 pertaining to certain relationships and related transactions is incorporated herein by reference to the Company’s Proxy Statement to be filed with the
Securities and Exchange Commission within 120 days after the end of the year covered by this Form 10-K with respect to the Annual Meeting of Stockholdersto be held on May 19,
2010.

ITEM 14. PRINCIPAL ACCOUNTANT FEESAND SERVICES

The information required by Item 14 pertaining to the fees paid to and services provided by the Company’s principal accountant is incorporated herein by reference to the Company’s
Proxy Statement to be filed with the Securities and Exchange Commission within 120 days after the end of the year covered by this Form 10-K with respect to the Annual Meeting of
Stockholders to be held on May 19, 2010.
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PART IV

ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULE
15(a)(1) Financial Statements

Index to Financial Statements
Consolidated Financial Statements and Financial Statement Schedule:

Reports of Independent Registered Public Accounting Firm F-1
Consolidated Balance Sheets as of December 31, 2009 and 2008 F-3
Consolidated Statements of Operations and Other Comprehensive Income for the years ended December 31, 2009, 2008 and 2007 F-4
Consolidated Statements of Stockholders” Equity for the years ended December 31, 2009, 2008 and 2007 F-5
Consolidated Statements of Cash Flows for the years ended December 31, 2009, 2008 and 2007 F-6
Notes to Consolidated Financial Statements F-8

15(a)(2) Financial Statement Schedule

Schedule |11 — Real Estate and Accumulated Depreciation F-37

All other schedules for which provision is made in the applicable accounting regulation of the Securities and Exchange Commission are not required under the related instructions or are
inapplicable and therefore have been omitted.

15(a)(3) Exhibits
The exhibitslisted on the accompanying Index to Exhibits are filed as a part of this report.

63



http://dmz18/Cache/9129060.html#300
http://dmz18/Cache/9129060.html#301
http://dmz18/Cache/9129060.html#302
http://dmz18/Cache/9129060.html#303
http://dmz18/Cache/9129060.html#304
http://dmz18/Cache/9129060.html#305
http://dmz18/Cache/9129060.html#306

4.2

43

44

45

4.6

4.7

48

INDEX TO EXHIBITS

Articles of Amendment and Restatement of Articles of Incorporation of the Company, dated as of June 4, 1998. (Incorporated by reference to
Exhibit 3(i).1 to Form 10-K of the Company filed March 1, 2007.)

Articles of Amendment, dated as of October 2, 1998. (Incorporated by reference to Exhibit 3(i).2 to Form 10-K of the Company filed March 1, 2007.)
Amended and Restated Bylaws of the Company, as adopted by the Board of Directors on May 21, 2009. (Filed herewith.)

Amendment to Amended and Restated Bylaws of AvalonBay Communities, Inc., dated February 10, 2010. (Incorporated by reference to Exhibit 3.2 to
Form 8-K of the Company filed February 12, 2010.)

Indenture for Senior Debt Securities, dated as of January 16, 1998, between the Company and State Street Bank and Trust Company, as Trustee.
(Incorporated by reference to Exhibit 4.1 to Registration Statement on Form S-3 of the Company (File No. 333-139839), filed January 8, 2007.)

First Supplemental Indenture, dated as of January 20, 1998, between the Company and State Street Bank and Trust Company as Trustee.
(Incorporated by reference to Exhibit 4.2 to Registration Statement on Form S-3 of the Company (File No. 333-139839), filed January 8, 2007.)

Second Supplemental Indenture, dated as of July 7, 1998, between the Company and State Street Bank and Trust Company as Trustee. (Incorporated
by reference to Exhibit 4.3 to Registration Statement on Form S-3 of the Company (File No. 333-139839), filed January 8, 2007.)

Amended and Restated Third Supplemental Indenture, dated as of July 10, 2000 between the Company and State Street Bank and Trust Company as
Trustee. (Incorporated by reference to Exhibit 4.4 to Registration Statement on Form S-3 of the Company (File No. 333-139839), filed January 8, 2007.)

Fourth Supplemental Indenture, dated as of September 18, 2006, between the Company and U.S. Bank National Association as Trustee. (Incorporated
by reference to Exhibit 4.5 to Registration Statement on Form S-3 of the Company (File No. 333-139839), filed January 8, 2007.)

Dividend Reinvestment and Stock Purchase Plan of the Company. (Incorporated by reference to Exhibit 8.1 to Registration Statement on Form S-3 of
the Company (File No. 333-87063), filed September 14, 1999.)

Amendment to the Company’s Dividend Reinvestment and Stock Purchase Plan filed on December 17, 1999. (Incorporated by reference to the
Prospectus Supplement filed pursuant to Rule 424(b)(2) of the Securities Act of 1933 on December 17, 1999.)

Amendment to the Company’s Dividend Reinvestment and Stock Purchase Plan filed on March 26, 2004. (Incorporated by reference to the
Prospectus Supplement filed pursuant to Rule 424(b)(3) of the Securities Act of 1933 on March 26, 2004.)
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4.9

10.1

10.2

10.3

10.4

10.5

10.6

10.7

10.8+

10.9+

10.10+

Amendment to the Company’s Dividend Reinvestment and Stock Purchase Plan filed on May 15, 2006. (Incorporated by reference to the Prospectus
Supplement filed pursuant to Rule 424(b)(3) of the Securities Act of 1933 on May 15, 2006.)

Amended and Restated Distribution Agreement, dated August 6, 2003, among the Company and the Agents, including Administrative Procedures,
relating to the MTNs. (Incorporated by reference to Exhibit 10.1 to Form 10-K of the Company filed March 2, 2009.)

Amended and Restated Limited Partnership Agreement of AvalonBay Value Added Fund, L.P., dated as of March 16, 2005. (Incorporated by
reference to Exhibit 10.1 to Form 10-Q of the Company filed May 6, 2005.)

Term Loan Agreement, dated May 15, 2008, among the Company, as Borrower, JPMorgan Chase Bank, N.A., as Syndication Agent, Sumitomo Mitsui
Banking Corporation, Wells Fargo Bank, N.A., and Deutsche Bank Trust Company Americas, each as a Documentation Agent, the other banks
signatory thereto, each as aBank, J.P. Morgan Securities, Inc., as Sole Bookrunner and Lead Arranger, and Bank of America, N.A., as Administrative
Agent. (Incorporated by reference to Exhibit 10.1 to Form 8-K of the Company filed May 19, 2008.)

Master Cross-Collateralization Agreement, dated as of April 24, 2009, between Deutsche Bank Berkshire Mortgage, Inc., partiesidentified on Exhibit
A-Schedule 1 attached thereto, and Shady Grove Financing, LLC. (Incorporated by reference to Exhibit 10.2 to Form 10-Q of the Company filed
August 10, 2009.)

Master Substitution Agreement, dated April 23, 2009, between Deutsche Bank Berkshire Mortgage, Inc., AvalonBay Traville, LLC and the entities
identified on Schedule B attached thereto. (Incorporated by reference to Exhibit 10.3 to Form 10-Q of the Company filed August 10, 2009.)

Form of Multifamily Note, dated April 24, 2009. (Used in connection with the propertiesidentified on Exhibit B to the Master Cross-Collateralization
Agreement dated April 24, 2009.) (Incorporated by reference to Exhibit 10.4 to Form 10-Q of the Company filed August 10, 2009.)

Form of Guaranty, dated April 24, 2009. (Used in connection with the propertiesidentified on Exhibit B to the Master Cross-Collateralization
Agreement dated April 24, 2009.) (Incorporated by reference to Exhibit 10.5 to Form 10-Q of the Company filed August 10, 2009.)

Endorsement Split Dollar Agreements and Amendments thereto with Messrs. Blair, Naughton, Fuller, Sargeant, Horey and Meyer (Incorporated by
reference to Exhibit 10.2 to Form 10-Q of the Company filed May 6, 2005.)

Form of Amendment to Endorsement Split Dollar Agreement with Messrs. Blair, Naughton, Sargeant, and Horey. (Incorporated by reference to
Exhibit 10.4 to Form 10-K of the Company filed March 2, 2009.)

Employment Agreement, dated as of July 1, 2003, between the Company and Thomas J. Sargeant. (Incorporated by reference to Exhibit 10.1 to
Amendment No. 3 to the Company’s Registration Statement on Form S-3 (File No. 333-103755), filed July 7, 2003.)
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10.11+

10.12+

10.13+

10.14+

10.15+

10.16+

10.17+

10.18+

10.19+

10.20+

10.21+

10.22+

10.23+

10.24+

First Amendment to Employment Agreement between the Company and Thomas J. Sargeant, dated as of March 31, 2005. (Incorporated by reference
to Exhibit 10.5 to Form 10-Q of the Company filed May 6, 2005.)

Form of Second Amendment to Employment Agreements between the Company and Certain Executive Officers. (Incorporated by reference to
Exhibit 10.2 to form 8-K of the Company filed May 22, 2008.)

Third Amendment to Employment Agreement between the Company and Thomas J. Sargeant, dated as of December 14, 2008. (Incorporated by
reference to Exhibit 10.9 to Form 10-K of the Company filed March 2, 2009.)

Employment Agreement, dated as of January 10, 2003, between the Company and Bryce Blair. (Incorporated by reference to Exhibit 10.10 to Form 10-
K of the Company filed March 2, 2009.)

First Amendment to Employment Agreement between the Company and Bryce Blair, dated as of March 31, 2005. (Incorporated by reference to
Exhibit 10.3 to Form 10-Q of the Company filed May 6, 2005.)

Third Amendment to Employment Agreement between the Company and Bryce Blair, dated as of December 14, 2008. (Incorporated by reference to
exhibit 10.12 to Form 10-K of the Company filed March 2, 2009.)

Employment Agreement, dated as of February 26, 2001, between the Company and Timothy J. Naughton. (Incorporated by reference to Exhibit 10.8 to
Form 10-K of the Company filed March 1, 2007.)

First Amendment to Employment Agreement between the Company and Timothy J. Naughton, dated as of March 31, 2005. (Incorporated by reference
to Exhibit 10.4 to Form 10-Q of the Company filed May 6, 2005.)

Third Amendment to Employment Agreement between the Company and Timothy J. Naughton, dated as of December 14, 2008. (Incorporated by
reference to Exhibit 10.15 to Form 10-K of the Company filed March 2, 2009.)

Employment Agreement, dated as of September 10, 2001, between the Company and Leo S. Horey. (Incorporated by reference to Exhibit 10.10 to
Form 10-K of the Company filed March 1, 2007.)

First Amendment to Employment Agreement between the Company and Leo S. Horey, dated as of March 31, 2005. (Incorporated by reference to
Exhibit 10.6 to Form 10-Q of the Company filed May 6, 2005.)

Third Amendment to Employment Agreement between the Company and Leo S. Horey, dated as of December 14, 2008.) (Incorporated by reference to
Exhibit 10.18 to Form 10-K of the Company filed March 2, 2009.)

Retirement Agreement, dated as of March 24, 2000, between the Company and Gilbert M. Meyer. (Incorporated by reference to Exhibit 10.15 to
Form 10-K of the Company filed March 1, 2007.)

First Amendment to Retirement Agreement between the Company and Gilbert M. Meyer, dated as of March 31, 2005. (Incorporated by reference to
Exhibit 10.8 to Form 10-Q of the Company filed May 6, 2005.)
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10.25+

10.26+

10.27+

10.28+

10.29+

10.30+

10.31+

10.32+

10.33+

10.34+

10.35+

10.36+

10.37+

AvalonBay Communities, Inc. 2009 Stock Option and Incentive Plan. (Incorporated by reference to Exhibit 10.1 to Form 8-K of the Company filed
May 28, 2009.)

Form of Incentive Stock Option Agreement (2009 Stock Option and Incentive Plan). (Incorporated by reference to Exhibit 10.1 to Registration
Statement on Form S-8 of the Company filed May 22, 2009.)

Form of Non-Qualified Stock Option Agreement (2009 Stock Option and Incentive Plan). (Incorporated by reference to Exhibit 10.2 to Registration
Statement on Form S-8 of the Company filed May 22, 2009.)

Form of Stock Grant and Restricted Stock Agreement (2009 Stock Option and Incentive Plan). (Incorporated by reference to Exhibit 10.3 to
Registration Statement on Form S-8 of the Company filed May 22, 2009.)

Form of Director Restricted Stock Agreement (2009 Stock Option and Incentive Plan). (Incorporated by reference to Exhibit 10.4 to Registration
Statement on Form S-8 of the Company filed May 22, 2009.)

Form of Director Restricted Unit Agreement (2009 Stock Option and Incentive Plan). (Incorporated by reference to Exhibit 10.5 to Registration
Statement on Form S-8 of the Company filed May 22, 2009.)

1996 Non-Qualified Employee Stock Purchase Plan, dated June 26, 1997, as amended and restated. (Incorporated by reference to Exhibit 99.1 to Post-
effective Amendment No. 1 to Registration Statement on Form S-8 of the Company (File No. 333-16837), filed June 26, 1997.)

1996 Non-Qualified Employee Stock Purchase Plan — Plan Information Statement dated June 26, 1997. (Incorporated by reference to Exhibit 99.2 to
Registration Statement on Form S-8 of the Company (File No. 333-16837), filed November 26, 1996.)

Form of Addendum to AvalonBay Communities, Inc. Non-Qualified Stock Option Agreement for Certain Officers. (Incorporated by reference to
Exhibit 10.30 to Form 10-K of the Company filed March 2, 2009.)

Form of Indemnity Agreement between the Company and its Directors. (Incorporated by reference to Exhibit 10.1 to Form 10-Q of the Company filed
November 9, 2005.)

The Company’s Officer Severance Plan, as amended and restated on November 18, 2008. (Incorporated by reference to Exhibit 10.28 to Registration
Statement on Form 10-K of the Company filed March 2, 2009.)

AvalonBay Communities, Inc. 1994 Stock Incentive Plan, as amended and restated in full on December 8, 2004 (Incorporated by reference to
Exhibit 10.21 to Form 10-K of the Company filed March 2, 2009.)

Amendment dated February 9, 2006, to the AvalonBay Communities, Inc. 1994 Stock Incentive Plan, as amended and restated on December 8, 2004.
(Incorporated by reference to Exhibit 10.32 to Form 10-K of the Company filed March 14, 2006.)
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10.38+

10.39+

10.40+

10.41+

10.42+

10.43+

10.44+

10.45

10.46

10.47+

10.48+

Amendment, dated December 6, 2006, to the AvalonBay Communities, Inc. 1994 Stock Incentive Plan, as amended and restated on December 8, 2004.
(Incorporated by reference to Exhibit 10.22 to Form 10-K of the Company filed March 1, 2007.)

Amendment, dated September 20, 2007, to the AvalonBay Communities, Inc. 1994 Stock Incentive Plan, as amended and restated on December 8,
2004. (Incorporated by reference to Exhibit 10.1 to Form 10-Q of the Company filed November 9, 2007.)

Form of AvalonBay Communities, Inc. Non-Qualified Stock Option Agreement (1994 Stock Incentive Plan, as Amended and Restated). (Incorporated
by reference to Exhibit 10.1 to the Company’s Form 8-K filed February 12, 2008.)

Form of AvalonBay Communities, Inc. Incentive Stock Option Agreement (1994 Stock Incentive Plan, as Amended and Restated.) (Incorporated by
reference to Exhibit 10.2 to the Company’s Form 8-K filed February 12, 2008.)

Form of AvalonBay Communities, Inc. Employee Stock Grant and Restricted Stock Agreement (1994 Stock Incentive Plan, as Amended and Restated.)
(Incorporated by reference to Exhibit 10.33 of Form 10-K of the Company filed March 2, 2009.)

Form of AvalonBay Communities, Inc. Director Restricted Unit Agreement (1994 Stock Incentive Plan, as Amended and Restated). (Incorporated by
reference to Exhibit 10.4 to the Company’s Form 10-Q filed November 9, 2007.)

Form of AvalonBay Communities, Inc. Director Restricted Stock Agreement (1994 Stock Incentive Plan, as Amended and Restated). (Incorporated by
reference to Exhibit 10.3 to the Company’s Form 10-Q filed November 9, 2007.)

Second Amended and Restated Revolving Loan Agreement, dated as of November 14, 2006, among the Company, as Borrower, JPMorgan Chase
Bank, N.A., and WachoviaBank, National Association, each asaBank and Syndication Agent, Bank of America, N.A., asaBank, Swing Lender and
Issuing Bank, Morgan Stanley Bank, Wells Fargo Bank, National Association, and Deutsche Bank Trust Company Americas, each as aBank and
Documentation Agent, the other banks signatory thereto, each as a Bank, J.P. Morgan Securities, Inc., as Sole Bookrunner and Lead Arranger, and
Bank of America, N.A., as Administrative Agent. (Incorporated by reference to Exhibit 10.1 to Form 8-K of the Company filed November 17, 2006.)

First Amendment to the Second Amended and Restated Revolving Loan Agreement, dated as of November 13, 2007, among the Company, as
Borrower, the banks signatory thereto, each as a Bank, and Bank of America, N.A., as Administrative Agent. (Incorporated by reference to
Exhibit 10.1 to Form 8-K of the Company filed November 16, 2007.)

Rules and Procedures for Non-Employee Directors' Deferred Compensation Program. (Incorporated by reference to Exhibit 10.33 to Form 10-K of the
Company filed March 1, 2007.)

Amendment to Rules and Procedures for Non-Employee Directors Deferred Compensation Program adopted December 11, 2008. (Incorporated by
reference to Exhibit 10.38 to Form 10-K of the Company field March 2, 2009.)
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10.49+

10.50+

10.51+

121

211

231

311

312

32

101

— Amendment, effective September 30, 2007, to the Company’s quarterly compensation of Non-Employee Directors. (Incorporated by reference to
Exhibit 10.2 to the Company’s Form 10-Q filed November 9, 2007.)

— Form of AvalonBay Communities, Inc. 2008 Performance Plan Deferred Stock Award Agreement. (Incorporated by reference to Exhibit 10.1 to Form 8-
K of the Company filed May 22, 2008).

— Amended and Restated AvalonBay Communities, Inc. Deferred Compensation Plan. (Incorporated by reference to Exhibit 10.42 to Form 10-K of the
Company filed March 2, 2009.)

— Statements re: Computation of Ratios. (Filed herewith.)

— Schedule of Subsidiaries of the Company. (Filed herewith.)

— Consent of Ernst & Young LLP. (Filed herewith.)

— Certification pursuant to Section 302 of the Sarbanes-Oxley Act of 2002 (Chief Executive Officer). (Filed herewith.)

— Certification pursuant to Section 302 of the Sarbanes-Oxley Act of 2002 (Chief Financial Officer). (Filed herewith.)

— Certification pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 (Chief Executive Officer and Chief Financial Officer). (Furnished herewith.)
— XBRL (Extensible Business Reporting Language). The following materials from AvalonBay Communities, Inc.’s Annual Report on Form 10-K for the

year ended December 31, 2009, formatted in XBRL: (i) consolidated balance sheets, (ii) consolidated statements of operations, (iii) consolidated
statements of cash flows, (iv) consolidated changesin stockholders’ equity, and (v) notes to consolidated financial statements.”

Management contract or compensatory plan or arrangement required to be filed or incorporated by reference as an exhibit to this Form 10-K pursuant to Item 15(a)(3) of Form 10-
K.

Asprovided in Rule 406T of Regulation S-T, thisinformation is furnished and not filed for purposes of Sections 11 and 12 of the Securities Act of 1933 and Section 18 of the
Securities Exchange Act of 1934.
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undersigned, thereunto duly authorized.

Date: February 26, 2010

SIGNATURES
Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the

AvalonBay Communities, Inc.

By:

s/ BryceBlair
BryceBlair, Chairman of the Board and
Chief Executive Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the following persons on behalf of the registrant and in the capacities and on

the dates indicated.

Date: February 26, 2010

Date: February 26, 2010

Date: February 26, 2010

Date: February 26, 2010

Date: February 26, 2010

Date: February 26, 2010

Date: February 26, 2010

Date: February 26, 2010

Date: February 26, 2010

Date: February 26, 2010

Date: February 26, 2010

By:

By:

By:

By:

By:

By:

By:

By:

By:

By:

By:

/s/ BryceBlair

Bryce Blair, Director, Chairman of the Board and Chief Executive
Officer

(Principal Executive Officer)

/sl Thomas J. Sargeant
Thomas J. Sargeant, Chief Financia Officer (Principa Financial
Officer)

/sl Keri A. Shea
Keri A. Shea, Vice President --Finance & Treasurer (Principal
Accounting Officer)

/sl Bruce A. Choate
Bruce A. Choate, Director

/s/ John J. Healy, Jr.
John J. Healy, Jr., Director

/9 Gilbert M. Meyer
Gilbert M. Meyer, Director

/s/ Timothy J. Naughton
Timothy J. Naughton, Director

/9 Lance R. Primis
Lance R. Primis, Director

/sl Peter S. Rummell
Peter S. Rummell, Director

/sl H. Jay Sarles
H. Jay Sarles, Director

/s/ W. Edward Walter
W. Edward Walter, Director
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Report of Independent Registered Public Accounting Firm

The Board of Directors and Stockholders of
AvalonBay Communities, Inc.:

We have audited the accompanying consolidated balance sheets of AvalonBay Communities, Inc. as of December 31, 2009 and 2008, and the related consolidated statements of
operations and other comprehensive income, stockholders' equity, and cash flows for each of the three yearsin the period ended December 31, 2009. Our audits also included the
financial statement schedule listed in the Index at Item 15(a)(2). These financial statements and schedule are the responsibility of the Company’s management. Our responsibility isto
express an opinion on these financial statements and schedul e based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those standards require that we plan and perform the
audit to obtain reasonabl e assurance about whether the financial statements are free of material misstatement. An audit includes examining, on atest basis, evidence supporting the
amounts and disclosures in the financial statements. An audit also includes assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audits provide areasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the consolidated financial position of AvalonBay Communities, Inc. at December 31, 2009
and 2008, and the consolidated results of its operations and its cash flows for each of the three yearsin the period ended December 31, 2009 in conformity with U.S. generally accepted
accounting principles. Also, in our opinion, the related financial statement schedule, when considered in relation to the basic financial statements taken as awhole, presentsfairly inall
material respects, theinformation set forth therein.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States), AvalonBay Communities, Inc.’sinternal control over
financial reporting as of December 31, 2009, based on criteria established in Internal Control-Integrated Framework issued by the Committee of Sponsoring Organizations of the
Treadway Commission and our report dated March 1, 2010 expressed an unqualified opinion thereon.

/s Ernst & Young LLP

McLean, Virginia
March 1, 2010




Report of Independent Registered Public Accounting Firm on Internal Control Over Financial Reporting

The Board of Directors and Stockholders of
AvalonBay Communities, Inc.:

We have audited AvalonBay Communities, Inc.’sinternal control over financial reporting as of December 31, 2009, based on criteria established in Internal Control—Integrated
Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission (the COSO criteria). AvalonBay Communities, Inc.’s management is responsible for
maintaining effective internal control over financial reporting, and for its assessment of the effectiveness of internal control over financial reporting included in the accompanying
Management’s Report on Internal Control over Financial Reporting in Item 9a. Our responsibility isto express an opinion on the company’sinternal control over financial reporting
based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those standards require that we plan and perform the
audit to obtain reasonabl e assurance about whether effective internal control over financial reporting was maintained in all material respects. Our audit included obtaining an
understanding of internal control over financial reporting, assessing the risk that a material weakness exists, testing and evaluating the design and operating effectiveness of internal
control based on the assessed risk, and performing such other procedures as we considered necessary in the circumstances. We believe that our audit provides areasonable basis for
our opinion.

A company’sinternal control over financial reporting is a process designed to provide reasonabl e assurance regarding the reliability of financial reporting and the preparation of
financial statementsfor external purposesin accordance with generally accepted accounting principles. A company’sinternal control over financial reporting includes those policies
and procedures that (1) pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of the assets of the company;

(2) provide reasonabl e assurance that transactions are recorded as necessary to permit preparation of financial statementsin accordance with generally accepted accounting principles,
and that receipts and expenditures of the company are being made only in accordance with authorizations of management and directors of the company; and (3) provide reasonable
assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the company’s assets that could have amaterial effect on the financial statements.

Because of itsinherent limitations, internal control over financial reporting may not prevent or detect misstatements. Also, projections of any evaluation of effectivenessto future
periods are subject to the risk that controls may become inadequate because of changesin conditions, or that the degree of compliance with the policies or procedures may deteriorate.

In our opinion, AvalonBay Communities, Inc. maintained, in all material respects, effective internal control over financial reporting as of December 31, 2009, based on the COSO criteria.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States), the consolidated balance sheets of AvalonBay
Communities, Inc. as of December 31, 2009 and 2008, and the related consolidated statements of operations and other comprehensive income, stockholders' equity, and cash flows for
each of the three yearsin the period ended December 31, 2009 of AvalonBay Communities, Inc. and our report dated March 1, 2010 expressed an unqualified opinion thereon.

/s Ernst & Young LLP

McLean, Virginia
March 1, 2010




AVALONBAY COMMUNITIES, INC.

CONSOLIDATED BALANCE SHEETS
(Dollarsin thousands, except per share data)

ASSETS

Real estate:
Land
Buildings and improvements
Furniture, fixtures and equipment

L ess accumul ated depreciation

Net operating real estate

Construction in progress, including land

Land held for development

Operating real estate assets held for sale, net
Total real estate, net

Cash and cash equivalents

Cash in escrow

Resident security deposits

Investmentsin unconsolidated real estate entities
Deferred financing costs, net

Deferred development costs

Prepaid expenses and other assets

Total assets

LIABILITIESAND STOCKHOLDERS EQUITY

Unsecured notes, net

Variable rate unsecured credit facility

Mortgage notes payable

Dividends payable

Payables for construction

Accrued expenses and other liabilities

Accrued interest payable

Resident security deposits

Liabilitiesrelated to real estate assets held for sale
Total liabilities

Redeemable noncontrolling interests

Stockholders’ equity:

Preferred stock, $0.01 par value; $25 liquidation preference; 50,000,000 shares authorized at both December 31, 2009 and December 31,
2008; zero sharesissued and outstanding at December 31, 2009 and December 31, 2008

Common stock, $0.01 par value; 140,000,000 shares authorized at both December 31, 2009 and December 31, 2008; 81,528,957 and
77,119,963 shares issued and outstanding at December 31, 2009 and December 31, 2008, respectively

Additional paid-in capital

Accumulated earnings less dividends

Accumulated other comprehensive loss

Total stockholders' equity

Total liabilities and stockholders' equity

See accompanying hotes to Consolidated Financial Statements.
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12-31-09 12-31-08
$ 1,250,679 $ 1,119,221
5,988,330 5,281,134
186,301 170,466
7,425,310 6,570,821
(1L477,772) (1,268,557)
5,947,538 5,302,264
531,299 867,040
237,095 239,456
117,555 240,983
6,833,487 6,649,743
105,601 64,935
210,676 192,681
23,646 20,708
74,570 55,025
34531 31,350
87,763 57,365
87,241 93,546
$ 7,457,605 $ 7,174,353
$ 1,658,029 $ 2,002,965
= 124,000
2,316,843 1,527,757
72,773 208,209
49,623 64,363
229,299 218,280
35,069 32,651
33,646 38,643
6,399 31,136
4,401,681 4,248,004
5,797 10,234
815 771
3,200,367 2,940,499
(149,988) (22,223)
(1,067) (2.932)
3,050,127 2,916,115
$ 7,457,605 $ 7,174,353




CONSOLIDATED STATEMENTS OF OPERATIONS

Revenue:
Rental and other income
Management, development and other fees
Total revenue
Expenses:
Operating expenses, excluding property taxes
Property taxes
Interest expense, net
(Gain) loss on extinguishment of debt, net
Depreciation expense
General and administrative expense
Impairment loss — land holdings
Total expenses
Equity in income of unconsolidated entities
Gain on sale of land

Income from continuing operations

Discontinued operations:
Income from discontinued operations
Gain on sale of communities

Total discontinued operations

Net income
Net (income) loss attributable to redeemabl e noncontrolling interests

Net income attributable to the Company
Dividends attributable to preferred stock

Net income attributable to common stockholders

Other comprehensive income:
Unrealized gain on cash flow hedges

Comprehensive income

Earnings per common share — basic:

Income from continuing operations attributable to common stockholders (net of dividends attributable to preferred

stock)
Discontinued operations attributable to common stockhol ders

Net income attributable to common stockholders

Earnings per common share — diluted:

AVALONBAY COMMUNITIES, INC.

AND OTHER COMPREHENSIVE INCOME
(Dollarsin thousands, except per share data)

Income from continuing operations attributable to common stockholders, net of preferred stock dividends

Discontinued operations attributable to common stockhol ders
Net income attributable to common stockholders

Dividends per common share:

See accompanying notes to Consolidated Financial Statements.
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For the year ended

12-31-09

$

844,254
7,328

851,582

261,752
83,809
150,323
25,910
209,746
28,748
21,152

_ 781440

1,441

4,830

76,413

13,974
63,887

77,861

154,274
1,373

155,647

& || &

155,647

1,865

157,512

0.97
0.97

1.94

0.96
0.97

1.93
3.5700

12-31-08 12-31-07
$ 807,656 $ 721,644
6,568 6,142
814,224 727,786
248,862 222332
73,937 67,240
114,910 92,175
(1,839) —
183,748 157,895
42,781 28,494
57,899 —
720,298 568,136
4,566 59,169

= 545
98,492 219,364
27,353 33,894
284,901 106,487
312,254 140,381
410,746 359,745
741 (1,585)
411,487 358,160
(10,454) (8,700)

$ 401,033 $ 349,460
434 213

$ 401,467 $ 349,673
$ 115 $ 265
4.06 1.78

$ 52 $ 443
$ 115 $ 262
402 1.76

$ 517 $ 438
$ 53775 $ 34000




Balance at December 31, 2006

Net income attributable to the Company

Unrealized gain on cash flow hedges

Change in redemption value of redeemable
noncontrolling interest

Dividends declared to common and
preferred stockholders

Issuance of common stock

Purchase of common stock

Amortization of deferred compensation

Balance at December 31, 2007

Net income attributable to the Company

Unrealized gain on cash flow hedges

Change in redemption value of redeemable
noncontrolling interest

Dividends declared to common and
preferred stockholders

Issuance of common stock

Purchase of common stock

Redemption of preferred stock

Amortization of deferred compensation

Balance at December 31, 2008

Net income attributable to the Company

Unrealized gain on cash flow hedges

Change in redemption value of redeemable
noncontrolling interest

Dividends declared to common stockholders

Issuance of common stock

Purchase of common stock

Amortization of deferred compensation

Balance at December 31, 2009

AVALONBAY COMMUNITIES, INC.

CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY
(Dollarsin thousands)

Accumulated Accumulated
Shares issued Additional earnings other Total
Preferred Common Preferred Common paid-in less comprehensive stockholders’
stock stock stock stock capital dividends loss equity
4,000,000 74,668,372 $ 40 $ 747 $2,482,516 $ 90,199 $ (3579) $ 2,569,923
— — — — — 358,160 — 358,160
— — — — — — 213 213
— — — — — (3,826) — (3,826)
= = = = = (276,823) = (276,823)
— 5,130,855 — 51 619,359 (1,741) — 617,669
— (2,480,616) — (25) (93,501) (164,403) — (257,929)
— — — — 18,334 — — 18,334
4,000,000 77,318,611 40 773 3,026,708 1,566 (3,366) 3,025,721
— — — — — 411,487 — 411,487
— — — — — — 434 434
— — — — — 12,095 — 12,095
= = = = = (423,118) = (423,118)
— 323,085 — 3 5,838 (185) — 5,656
= (521,733) = (5) (18,086) (24,068) — (42,159)
(4,000,000) — (40) — (96,425) — — (96,465)
— — — — 22,464 — — 22,464
— 77,119,963 — 771 2,940,499 (22,223) (2,932) 2,916,115
— — — — — 155,647 — 155,647
— — — — — — 1,865 1,865
— — — — — 3,373 — 3,373
— — — — — (287,983) — (287,983)
— 4,442,180 — 44 245,676 1,198 — 246,918
— (33,186) — — — — — —
= = = — 14,192 — — 14,192
— 81,528,957 $ — $ 815 $3,200,367 $ (149,988) $ (1,067) $ 3,050,127

See accompanying hotes to Consolidated Financial Statements.
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AVALONBAY COMMUNITIES, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS
(Dollarsin thousands)

Cash flows from operating activities:
Net income
Adjustments to reconcile net income to cash provided by operating activities:

Depreciation expense
Depreciation expense from discontinued operations
Amortization of deferred financing costs and debt premium/discount
Amortization of stock-based compensation
Return on investment of unconsolidated entities
Equity in income of unconsolidated entities, net of eliminations
Impairment loss— land holdings
Abandonment of development pursuits
(Gain) loss on extinguishment of debt, net
Gain on sale of real estate assets

(Increase) decrease in cash in operating escrows

(Increase) decreasein resident security deposits, prepaid expenses and other assets

Increase (decrease) in accrued expenses, other liabilities and accrued interest payable

Net cash provided by operating activities

Cash flows from investing activities:
Development/redevel opment of real estate assets including land acquisitions and deferred devel opment
costs
Acquisition of real estate assets, including partner equity interest
Capital expenditures — existing real estate assets
Capital expenditures— non-real estate assets
Proceeds from sale of real estate, net of selling costs
Increase (decrease) in payables for construction
Decrease in cash in construction escrows
(Increase) decrease in investments in unconsolidated real estate entities

Net cash used ininvesting activities

Cash flows from financing activities:

Issuance of common stock

Repurchase of common stock

Redemption of preferred stock

Dividends paid

Net borrowings (repayments) under unsecured credit facility

Issuance of mortgage notes payable and draws on construction loans

Repayments of mortgage notes payable

Issuance of unsecured notes

Repayment of unsecured notes

Payment of deferred financing costs

Redemption of units for cash by minority partners

Contributions from minority and profit-sharing partners

Distributions to DownREIT partnership unitholders

Distributionsto joint venture and profit-sharing partners
Net cash provided by (used in) financing activities
Net increase in cash and cash equivalents

Cash and cash equivalents, beginning of year
Cash and cash equivalents, end of year
Cash paid during the year for interest, net of amount capitalized

See accompanying notes to Consolidated Financial Statements.
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For the year ended

12-31-09 12-31-08
$ 154,274 $ 410,746
209,746 183,748
8,540 15,704
8,139 5,802
6,098 11,888
(810) (3.436)
21,152 57,809
2,461 9,428
25,910 (1,839)
(68,717) (284,901)
(2,434) 3,054
2,391 (5,673)
11,850 (16,426)
378,600 386,084
(560,155) (881,503)
(11,114) (15,534)
(834) (5,290)
189,417 529,777
(14,740) (27,018)
77,754 126,611
(13,887) 6,648
(333,559) (266,309)
108,860 7,433
— (42,159)

= (100,000)
(283,710) (278,795)
(124,000) (390,500)
741,140 697,046
(65,229) (67,442)
500,000 330,000
(868,564) (219,050)
(12,523) (9,491)
(202) (1,756)
(57) (216)

— (181)
(4,285) (75,111)
40,756 44,664
64,935 20271
$ 105691 $ 64935
$ 168651 $ 110290

12-31-07
$ 359,745

157,895
23,830
4934
14,353
130
(58,122)

3,429

(107,032)
(7,403)
8,747
54,368

454,874

(1,112,590)
(13,841)
(13,851)

(1,424)
261,089
32,348
54,149
(15,127)
(809,247)

621,029
(257,929)
(268,966)

514,500

59,126

(27,256)

(260,000)
(6,550)
(6,851)

1,333
(280)
(1,796)
366,360
11,987

8,284
$ 20,271
Y




CONSOLIDATED STATEMENTS OF CASH FLOWS (continued)

Supplemental disclosures of non-cash investing and financing activities (dollars in thousands):
During the year ended December 31, 2009:

2,624,641 shares of common stock valued at $139,058 were issued as part of the special dividend declared in the fourth quarter of 2008, 169,851 shares of common stock
valued at $8,360 were issued in connection with stock grants, 11,172 shares valued at $651 were issued through the Company’s dividend reinvestment plan, 33,186 shares
valued at $1,517 were withheld to satisfy employees' tax withholding and other liabilitiesand 1,031 shares valued at $147 were forfeited, for anet value of $146,405. In
addition, the Company granted 344,801 options for common stock at avalue of $2,252.

The Company recorded a decrease to other liabilities and a corresponding gain to other comprehensive income of $1,865 to record the impact of the Company’s hedge
accounting activity (as described in Note 5, “ Derivative Instruments and Hedging Activities”).

Common dividends declared but not paid totaled $72,773.

The Company recorded a decrease of $3,373 in redeemable noncontrolling interests with a corresponding increase to accumulated earnings less dividends to adjust the
redemption val ue associated with the put options held by joint venture partners and DownREIT partnership units. For further discussion of the nature and valuation of these
items, see Note 11, “Fair Vaue.”

The Company obtained $93,440 in variable rate tax-exempt bond financing related to a Development Right, the proceeds of which will be held in escrow until requisitioned for
construction funding. Thisloan provides an option for the Company to request an additional construction loan of up to $83,560 subject to the lender’s discretion.

During the year ended December 31, 2008:

130,325 shares of common stock valued at $11,646 were issued in connection with stock grants, 5,703 shares valued at $458 were issued through the Company’ s dividend
reinvestment plan, 24,407 shares valued at $1,357 were issued to members of the Board of Directorsin fulfillment of deferred stock awards, 39,633 shares valued at $3,483 were
withheld to satisfy employees’ tax withholding and other liabilities and 1,101 shares valued at $109 were forfeited, for anet value of $9,869. In addition, the Company granted
401,212 options for common stock at a value of $3,976.

The Company recorded a decrease to other liabilities and a corresponding gain to other comprehensive income of $434 to record the impact of the Company’s hedge
accounting activity.

The Company issued $135,000 of variable rate debt relating to Avalon Walnut Creek. The proceeds were placed in an escrow account until requisitioned for construction
funding and no amounts have been drawn for use in the devel opment of the community.

Common and preferred dividends declared but not paid totaled $208,209.

The Company recorded a decrease of $12,095 in redeemable noncontrolling interests with a corresponding increase to accumulated earnings | ess dividends to adjust the
redemption val ue associated with the put options held by joint venture partners and DownREIT partnership units.

During the year ended December 31, 2007:

75,231 shares of common stock valued at $10,971 were issued in connection with stock grants, 2,929 shares valued at $365 were issued through the Company’s dividend
reinvestment plan, 41,000 shares valued at $4,381 were withheld to satisfy employees’ tax withholding and other liabilities and 8,609 shares valued at $231 were forfeited, for a
net value of $6,724. In addition, the Company granted 331,356 options for common stock, net of forfeitures, at avalue of $7,518.

19,231 units of limited partnership, valued at $887, were presented for redemption to the DownREIT partnerships that i ssued such units and were acquired by the Company in
exchange for an equal number of shares of the Company’s common stock.

The Company recorded a decrease to other liabilities and a corresponding gain to other comprehensive income of $213 to record the impact of the Company’s hedge
accounting activity.

The Company issued $100,000 of variable rate tax-exempt debt relating to Avalon Morningside Park. The proceeds were placed in an escrow account until requisitioned for
construction funding, none of which was drawn for use in the development of the community.

Common and preferred dividends declared but not paid totaled $67,909.

The Company recorded an increase of $3,826 in redeemable noncontrolling interests with a corresponding decrease to accumul ated earnings less dividends to adjust the
redemption val ue associated with the put options held by joint venture partners and DownREIT partnership units.
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AVALONBAY COMMUNITIES, INC.

NOTESTO CONSOLIDATED FINANCIAL STATEMENTS
(Dollarsin thousands, except per share data)

1. Organization and Basis of Presentation

Organization

AvalonBay Communities, Inc. (the“ Company,” which term, unless the context otherwise requires, refersto AvalonBay Communities, Inc. together with its consolidated subsidiaries), is
aMaryland corporation that has elected to be taxed as areal estate investment trust (“REIT”) under the Code. The Company focuses on the devel opment, acquisition, ownership and
operation of apartment communitiesin high barrier to entry markets of the United States. These markets are located in the New England, Metro New Y ork/New Jersey, Mid-Atlantic,
Midwest, Pacific Northwest, and Northern and Southern Californiaregions of the country.

At December 31, 2009, the Company owned or held adirect or indirect ownership interest in 165 operating apartment communities containing 47,926 apartment homes in ten states and
the District of Columbia, of which seven communities containing 2,615 apartment homes were under reconstruction. In addition, the Company owned or held adirect or indirect
ownership interest in seven communities under construction that are expected to contain an aggregate of 2,438 apartment homes when completed. The Company also owned or held a
direct or indirect ownership interest in rights to devel op an additional 28 communitiesthat, if developed as expected, will contain an estimated 7,180 apartment homes.

All capitalized terms have the meaning as provided in this Form 10-K.

Principles of Consolidation

The accompanying Consolidated Financial Statements include the accounts of the Company and its wholly owned subsidiaries, certain joint venture partnerships, subsidiary
partnerships structured as DownREI Ts and any variable interest entities that qualified for consolidation. All significant intercompany balances and transactions have been eliminated in
consolidation.

The Company accounts for joint venture entities and subsidiary partnerships, including those structured as DownREITs, that are not variable interest entities in accordance with the
guidance applicable to limited partnerships or similar entities. The Company eval uates the partnership of each joint venture entity and determines whether control over the partnership
lieswith the general partner or, when the limited partners have certain rights, with the limited partners. The Company consolidates an investment when both (i) the Company isthe
general partner, and (ii) the limited partner interests do not overcome the Company’s presumption of control by having either substantive participating rights, the ability to remove the
Company as the general partner or the ability to dissolve the partnership.

The Company generally uses the equity method under all other potential scenarios, including (i) where the Company holds ageneral partner interest but the presumption of control by
the Company is overcome by the limited partner interests as described in the preceding paragraph, and (ii) where the Company holds alimited partner interest in ajoint venture.
Investments in which the Company has little or no influence are accounted for using the cost method.

In each of the partnerships structured as DownREITs, either the Company or one of the Company’swholly owned subsidiariesis the general partner, and there are one or more limited
partners whose interest in the partnership is represented by units of limited partnership interest. For each DownREIT partnership, limited partners are entitled to receive an initial
distribution of current cash flow before any distribution is made to the general partner. Although the partnership agreements for each of the DownREITs are different, generally the
distributions per unit paid to the holders of units of limited partnership interests have approximated the Company’s current common stock dividend per share. The holders of units of
limited partnership interests have the right to present all or some of their unitsfor redemption for a cash amount as determined by the applicable partnership agreement and based on the
fair value of the Company’s common stock. In lieu of cash redemption, the Company may elect to exchange such units for an
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equal number of shares of the Company’s common stock. In 2009, the Company redeemed 4,077 operating units for cash.

In conjunction with the acquisition and development of investments in unconsolidated entities, the Company may incur costsin excess of its equity in the underlying assets. These
costs are capitalized and depreciated over the life of the underlying assets to the extent that the Company expects to recover the costs.

In 2009, an unconsolidated joint venture in which the Company holds an interest determined that the recent economic downturn impacted the recoverability of the carrying value of a
long lived asset held as an investment. Accordingly, thejoint venture recognized an impairment loss. The Company recognized its proportionate share of the impairment loss of
approximately $2,600 as a component of equity inincome of unconsolidated entities on the accompanying Consolidated Statements of Operations and Other Comprehensive Income.
There were no impairment losses recognized by any of the Company’sinvestments in unconsolidated entities during the years ended December 31, 2008 or 2007.

Revenue and Gain Recognition

Rental income related to leasesis recognized on an accrual basis when due from residents as required by the accounting guidance applicable to |eases, which provides guidance on
classification and recognition. In accordance with the Company’s standard | ease terms, rental payments are generally due on amonthly basis. Any cash concessions given at the
inception of the lease are amortized over the approximate life of the lease, which is generally oneyear.

The Company accounts for sales of real estate assets and the related gain recognition in accordance with the accounting guidance applicable to sales of real estate, which establishes
standards for recognition of profit on all real estate sales transactions, other than retail land sales. The Company recognizes the sale, and associated gain or loss from the disposition,
provided that the earnings process is complete and the Company is not obligated to perform significant activities after the sale.

Real Estate

Operating real estate assets are stated at cost and consist of land, buildings and improvements, furniture, fixtures and equipment, and other costs incurred during their development,
redevelopment and acquisition. Significant expenditures which improve or extend the life of an asset are capitalized. Expenditures for maintenance and repairs are charged to expense as
incurred.

The Company’s policy with respect to capital expendituresis generally to capitalize only non-recurring expenditures. |mprovements and upgrades are capitalized only if the item exceeds
$15, extends the useful life of the asset and is not related to making an apartment home ready for the next resident. Purchases of personal property, such as computers and furniture, are
capitalized only if theitem isanew addition and exceeds $2.5. The Company generally expenses purchases of personal property made for replacement purposes.

Project costs related to the devel opment, construction and redevelopment of real estate projects (including interest and related |oan fees, property taxes and other direct costs) are
capitalized as a cost of the project. Indirect project costs that relate to several projects are capitalized and allocated to the projects to which they relate. Indirect costs not clearly related
to development, construction and redevel opment activity are expensed asincurred. For development, capitalization (i) begins when the Company has determined that devel opment of
the future asset is probable, (ii) can be suspended if there is no current development activity underway, but future development is probable and (iii) ends when the asset, or a portion of
an asset, isdelivered and isready for itsintended use, or the Company’s intended use changes such that capitalization is no longer appropriate. For redevel opment efforts, the
Company capitalizes costs either (i) in advance of taking homes out of service when significant renovation of the common area has begun until the redevel opment is completed, or

(ii) when an apartment home is taken out of service for redevelopment until the redevel opment is completed and the apartment home is available for a new resident. Rental income and
operating costsincurred during theinitial lease-up or post-redevel opment |ease-up period are recognized as they accrue.
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The Company acquired as Development Rights eleven land parcelsimproved with office buildings, industrial space and other commercial and residential ventures occupied by unrelated
third parties. As of December 31, 2009, the Company is pursuing development of four of these parcels. For the seven parcels of land for which the Company does not intend to pursue
development, rental revenue from the incidental operations are recognized as acomponent of rental and other income. For those land parcels for which the Company intends to pursue
development, the Company will manage the current improvements until such time as all tenant obligations have been satisfied or eliminated through negotiation, and construction of
new apartment communitiesis ready to begin. Revenue from incidental operations received from the current improvements on the land parcelsin excess of any incremental costs are
being recorded as areduction of total capitalized costs of the Development Right and not as part of net income.

In connection with the acquisition of an operating community, the Company performs avaluation, allocating to each asset and liability acquired in such transaction its estimated fair
value at the date of acquisition. The purchase price allocations to tangible assets, such as land, buildings and improvements, and furniture, fixtures and equipment, are reflected in real
estate assets and depreciated over their estimated useful lives. Any purchase price allocation to intangible assets, such asin-place leases, isincluded in prepaid expenses and other
assets on the accompanying Consolidated Balance Sheets and amortized over the average remaining lease term of the acquired leases. The fair value of acquired in-place leasesis
determined based on the estimated cost to replace such leases, including foregone rents during an assumed re-lease period, aswell as the impact on projected cash flow of acquired
leases with leased rents above or below current market rents. For acquisitions subsequent to December 31, 2008, all costsincurred with these acquisitions will be expensed. Prior to
January 1, 2009, third party costs directly associated with the acquisition were capitalized as part of the purchase price.

Depreciation is calculated on buildings and improvements using the straight-line method over their estimated useful lives, which range from seven to thirty years. Furniture, fixtures and
equipment are generally depreciated using the straight-line method over their estimated useful lives, which range from three years (primarily computer-related equipment) to seven years.

Income Taxes

As of December 31, 2009, the Company did not have any unrecognized tax benefits. The Company does not believe that there will be any material changes in its unrecognized tax
positions over the next 12 months. The Company is subject to examination by the respective taxing authorities for the tax years 2006 through 2008.

The Company elected to be taxed as a REIT under the Code, as amended, for the year ended December 31, 1994 and has not revoked such election. A corporate REIT isalegal entity
which holdsreal estate interests and must meet a number of organizational and operational requirements, including arequirement that it currently distribute at least 90% of its adjusted
taxable income to stockholders. As a REIT, the Company generally will not be subject to corporate level federal income tax on taxable incomeiif it distributes 100% of the taxable income
over the time period allowed under the Code to its stockholders. Management believes that all such conditions for the avoidance of income taxes have been or will be met for the
periods presented. Accordingly, no provision for federal and state income taxes has been made. If the Company failsto qualify asaREIT in any taxable year, it will be subject to federal
income taxes at regular corporate rates (including any applicable alternative minimum tax) and may not be able to qualify asa REIT for four subsequent taxable years. Even if the
Company qualifiesfor taxation asa REIT, the Company may be subject to certain state and local taxes on itsincome and property, and to federal income and excise taxes on its
undistributed taxable income. The Company incurred net charges of $515 and $3,200 for federal excise taxes as acomponent of general and administrative expense in the Consolidated
Statement of Operations and Other Comprehensive Income as aresult of the excess income attributabl e to gains on asset sales from the Company’ s disposition activities during 2009
and 2008, respectively. The Company did not incur any related chargesin 2007. For further discussion of the real estate disposition activities, see Note 7, “Real Estate Disposition
Activities.” In addition, taxable income from non-REIT activities performed through taxable REIT subsidiariesis subject to federal, state and local income taxes.

Thefollowing reconciles net income attributable to common stockholders to taxable net income for the years ended December 31, 2009, 2008 and 2007 (unaudited):
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2009 2008 2007

Estimate Actual Actual

Net income attributable to common stockholders $ 155,647 $ 401,033 $ 349,460
Dividends attributable to preferred stock, not deductible for tax — 7,226 8,700
GAAP gain on sale of communities less than tax gain 20,410 62,540 12,245
Depreciation/Amortization timing differences on real estate 10,757 (18,997) (88,328)
Tax compensation expense less than (in excess of) GAAP 13,512 10,131 (24,239)
Impairment loss 19,037 50,100 —
Other adjustments 10,488 1,943 17,915
Taxable netincome $ 229,851 $ 513,976 $ 275753

The following summarizes the tax components of the Company’s common and preferred dividends declared for the years ended December 31, 2009, 2008 and 2007 (unaudited):

2009 2008 2007
Ordinary income 69% 16% 35%
15% capital gain 21% 60% 54%
Unrecaptured 81250 gain 10% 24% 11%

Deferred Financing Costs

Deferred financing costs include fees and other expenditures necessary to obtain debt financing and are amortized on a straight-line basis, which approximates the effective interest
method, over the shorter of the term of the loan or the related credit enhancement facility, if applicable. Unamortized financing costs are charged to earnings when debt is retired before
the maturity date. The Company recognized a charge of approximately $1,000 as acomponent of (gain) loss on extinguishment of debt, net in 2009. Amounts recognized in earningsin
2008 and 2007 were not significant. Accumulated amortization of deferred financing costs was $19,880 at December 31, 2009 and $24,264 at December 31, 2008.

Cash, Cash Equivalents and Cash in Escrow

Cash and cash equivalentsinclude all cash and liquid investments with an original maturity of three months or less from the date acquired. Cash in escrow consists primarily of
construction financing proceeds that are restricted for use in the construction of a specific community. The majority of the Company’s cash, cash equivalents and cash in escrows are
held at major commercial banks.

Interest Rate Contracts

The Company utilizes derivative financial instruments to manage interest rate risk. As of December 31, 2009, the Company had approximately $59,306 in variable rate debt subject to cash
flow hedges and $300,000 of fixed rate debt subject to fair value hedges; and $61,298 as of December 31, 2008 subject to cash flow hedges. Excluding debt on communities classified as
held for sale, the Company did not apply hedge accounting for an additional $110,275 in variable rate debt which is subject to interest rate caps as of December 31, 2009. See Note 5,
“Derivative Instruments and Hedging Activities,” for further discussion of derivative financial instruments.
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Comprehensive Income

Comprehensiveincome, as reflected on the Consolidated Statements of Operations and Other Comprehensive Income, is defined as all changesin equity during each period except for
those resulting from investments by or distributions to shareholders. Accumulated other comprehensive loss, as reflected on the Consolidated Statements of Stockholders’ Equity,
reflects the effective portion of the cumulative changesin the fair value of derivativesin qualifying cash flow hedge relationships.

Earnings per Common Share

Basic earnings per share is computed by dividing net income attributable to common stockhol ders by the weighted average number of shares outstanding during the period. All
outstanding unvested restricted share awards contain rights to non-forfeitable dividends and participate in undistributed earnings with common shareholders and, accordingly, are
considered participating securities that are included in the two-class method of computing basic EPS. All historical periods presented have been restated to reflect the impact of
including participating securitiesin the basic earnings per share cal culation. Both the unvested restricted shares and other potentially dilutive common shares, and the related impact to
earnings, are considered when cal culating earnings per share on adiluted basis. The Company’s earnings per common share are determined as follows:

For the year ended
12-31-09 12-31-08 12-31-07

Basic and diluted shares outstanding
Weighted average common shares — basic 79,951,348 76,783,515 78,680,043
Weighted average DownREIT units outstanding 16,490 59,886 105,859
Effect of dilutive securities 631,819 735,451 1,071,025
Weighted average common shares — diluted 80,599,657 77,578,852 79,856,927
Calculation of Earnings per Share — basic
Net income attributable to common stockholders $ 155,647 $ 401,033 $ 349,460
Net income allocated to unvested restricted shares $ (486) $  (L313) 3$ (1,144)
Net income attributable to common stockhol ders, adjusted $ 155,161 $ 399,720 $ 348316
Weighted average common shares — basic 79,951,348 76,783,515 78,680,043
Earnings per common share — basic $ 1.94 $ 5.21 $ 443
Calculation of Earnings per Share — diluted
Net income attributable to common stockholders $ 155647 $ 401,033 $ 349,460
Add: noncontrolling interests of DownREIT unitholdersin

consolidated partnerships, including discontinued operations 66 216 280
Adjusted net income available to common stockholders $ 155713 $ 401,249 $ 349,740
Weighted average common shares — diluted 80,599,657 77,578,852 79,856,927
Earnings per common share — diluted $ 1.93 $ 5.17 $ 4.38

Certain options to purchase shares of common stock in the amounts of 1,990,064 and 1,534,784 were outstanding at December 31, 2009 and 2008, respectively, but were not included in
the computation of diluted earnings per share because such options are anti-dilutive.

Stock-Based Compensation

The Company estimates the forfeiture of stock options and recognizes compensation cost net of the estimated forfeitures. The estimated forfeitures included in compensation cost are
adjusted to reflect actual forfeitures at the end of the vesting period. The forfeiture rate at December 31, 2009 was 1.7%. The application of estimated forfeitures did not materially impact
compensation expense for the years ended December 31, 2009, 2008 or 2007.

Abandoned Pursuit Costs and Impairment of Long-Lived Assets
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The Company evaluatesitsreal estate and other long-lived assets for impairment when potential indicators of impairment exist. Such assets are stated at cost, |ess accumulated
depreciation and amortization, unless the carrying amount of the asset is not recoverable. If events or circumstances indicate that the carrying amount of a property may not be
recoverable, the Company assesses its recoverability by comparing the carrying amount of the property to its estimated undiscounted future cash flows. If the carrying amount exceeds
the aggregate undiscounted future cash flows, the Company recognizes an impairment |oss to the extent the carrying amount exceeds the estimated fair value of the property. Based on
periodic tests of recoverability of long-lived assets, for the years ended December 31, 2009, 2008 and 2007, the Company did not record any impairment losses for wholly owned
operating real estate assets.

The Company capitalizes pre-devel opment costs incurred in pursuit of new development opportunities for which the Company currently believes future development is probable. Future
development of these Development Rightsis dependent upon various factors, including zoning and regulatory approval, rental market conditions, construction costs and the
availability of capital. Initial pre-development costsincurred for pursuits for which future development is not yet considered probable are expensed as incurred. In addition, if the status
of aDevelopment Right changes, making future development by the Company no longer probable, any capitalized pre-development costs are written off with a charge to expense. The
Company expensed costs related to abandoned pursuits, which includes the abandonment of Devel opment Rights and disposition pursuits, in the amounts of $5,842 in 2009, $12,511 in
2008 and $6,974 in 2007. These costs are included in operating expenses, excluding property taxes on the accompanying Consolidated Statements of Operations and Other
Comprehensive Income. Abandoned pursuit costs can vary greatly, and the costs incurred in any given period may be significantly different in future years.

During 2009 the Company concluded that the economic downturn and the related decline in employment levels did not support the development and construction of certain new
apartment communities that were previously in planning. This resulted in the recognition of impairment charges of $20,302 related to the impairment of two land parcels which the
Company does not currently intend to develop. The Company looked to third-party pricing estimates to determine the fair values of the land parcels considered to be impaired. Given
the heterogeneous nature of multifamily real estate, the third party values incorporated significant other unobservable inputs and are therefore considered to be Level 3 pricesin the fair
value hierarchy. In addition, in 2009 the Company recognized a further impairment charge of $850 on aland parcel that was previously impaired in the fourth quarter of 2008. The
additional chargeisto reduce the land basis to the Company’s estimated selling price less costs to dispose. In 2008, the Company incurred charges of $57,899 for the impairment of land
parcels for which the Company does not currently intend to develop. The Company looked to a combination of internal models and third-party pricing estimates to determine the fair
values for these land parcels at December 31, 2008. Considering the Company’ s knowledge of multifamily residential development, the fair values of the land parcels that are zoned for
multifamily residential development were generated using an internal model, and the land parcels zoned for other purposes were valued using third-party estimates of fair value. For the
internally generated fair values, the Company used a discounted cash flow analysis on the expected cash flows for amultifamily residential rental community.

Assets Held for Sale & Discontinued Operations

The Company presents the assets and liabilities of any communities which have been sold, or otherwise qualify as held for sale, separately in the Consolidated Balance Sheets. In
addition, the results of operations for those assets that meet the definition of discontinued operations are presented as such in the Company’s Consolidated Statements of Operations
and Other Comprehensive Income. Held for sale and discontinued operations classifications are provided in both the current and prior periods presented. Real estate assets held for sale
are measured at the lower of the carrying amount or the fair value less the cost to sell. Both the real estate assets and corresponding liabilities are presented separately in the
accompanying Consolidated Balance Sheets. Subsequent to classification of an asset as held for sale, no further depreciation is recorded. For those assets qualifying for classification
as discontinued operations, specific components of net income presented as discontinued operations include net operating income, minority interest expense, depreciation expense and
interest expense, net. For periods prior to the asset qualifying for discontinued operations, the Company reclassifies the results of operations to discontinued operations. In addition,
the net gain or loss (including any impairment loss) on the eventual disposal of assets held for sale will be presented as discontinued operations when recognized. A changein
presentation for held for sale or discontinued operationswill not have any impact on the Company’s financial condition or results of operations. The Company combines the operating,
investing and financing portions of cash flows attributable to discontinued operations with the respective cash flows from continuing operations on the accompanying Consolidated
Statements of Cash Flows. The Company had three assets
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that qualified for held for sale presentation at December 31, 2009.

Redeemable Noncontrolling Interests

Redeemable noncontrolling interests are comprised of potential future obligations of the Company, which allow the investors holding the noncontrolling interest to require the
Company to purchase their interest. The Company classifies obligations under the redeemable noncontrolling interests at fair value, with acorresponding offset for changesin the fair
value recorded in accumulated earnings less dividends. Reductionsin fair value are recorded only to the extent that the Company has previously recorded increases in fair value above
the redeemabl e noncontrolling interest’sinitial basis. The redeemable noncontrolling interests are presented outside of permanent equity as settlement in the Company’s common
shares, where permitted, may not be within the Company’s control. In accordance with the accounting guidance, the Company has applied the presentation and disclosure requirements
for noncontrolling interests to all periods presented on aretrospective basis. The nature and valuation of the Company’s redeemable noncontrolling interests are discussed further in
Note 11, “Fair Value.”

Use of Estimates

The preparation of financial statementsin conformity with GAAP requires management to make certain estimates and assumptions. These estimates and assumptions affect the reported
amounts of assets and liabilities and disclosure of contingent assets and liabilities at the dates of the financial statements and the reported amounts of revenue and expenses during the
reporting periods. Actual results could differ from those estimates.

Reclassifications

Certain reclassifications have been made to amountsin prior years' financial statementsto conform to current year presentations.

Recently Adopted Accounting Standards

In April 2009, the Financial Accounting Standards Board (“FASB”) issued guidance on determining fair value when the volume and level of activity for the asset or liability have
significantly decreased, and for identifying transactions that are not orderly for purposes of determining fair value. This guidance clarifies the methodology used to determine fair value
when thereis no active market or where the price inputs being used represent distressed sales. It also reaffirms the objective of fair value measurement, as previously stated by the
FASB, which isto reflect how much an asset would be sold for in an orderly transaction. This pronouncement also reaffirms the need to use judgment to determineif aformerly active
market has become inactive, as well asto determine fair values when markets have become inactive. The Company adopted this on a prospective basis. The adoption did not have a
material impact on the Company’sfinancial position or results of operations.

In May 2009, the FASB issued guidance on subsequent events. This guidance defines subsegquent events as events or transactions that occur after the balance sheet date but before
financial statements are issued or available to be issued. The requirements for disclosing subsequent events remain unchanged from the previous requirements. However, the guidance
contains an additional requirement that companies must disclose the date through which subsequent events have been evaluated and the rationale for selecting that date. The adoption
of this guidance did not impact the Company’s financial position or results of operations. See Note 14, “ Subsequent Events.”

In June 2009, the FASB issued FASB Accounting Standards Codification (the “ Codification”) which established the Codification as the sole source of authoritative GAAP. The
adoption of the Codification did not impact the Company’s financial position or results of operations. Based on the Company’s adoption of the Codification, all referencesto U.S.
GAAP have been removed and replaced with plain English explanations.

Recently Issued Accounting Standards

In June 2009, the FASB issued guidance to significantly amend the consolidation guidance applicable to variable interest entities (“VIES"). The consolidation model was modified to one
based on control and economics, and replaces the current quantitative primary beneficiary analysis with aqualitative analysis. The primary beneficiary of aVIE will be the entity that
has (i) the power to direct the activities of the VIE that most significantly impact the

F-14




VIE's economic performance and (ii) the obligation to absorb losses or receive benefits that could potentially be significant to the VIE. If multiple unrelated parties share such power, as
defined, no party will be required to consolidate the VIE. Further, the guidance requires continual reconsideration of the primary beneficiary of aVIE and adds an additional
reconsideration event for determination of whether an entity isaVIE. The amendments also require expanded disclosures related to VIEs which are largely consistent with the disclosure
framework currently applied by the Company. The new guidanceis effective January 1, 2010 for the Company. The Company is evaluating the impact of the new guidance on the
Company’sfinancial position and results of operations.

In August 2009, the FASB issued guidance on Measuring Liabilities at Fair Value to clarify the measurement of liabilities at fair value. When a quoted pricein an active market for the
identical liability is not available, the fair value of aliability isrequired to be measured using one or more of the listed valuation techniques that should maximize the use of relevant
observable inputs and minimize the use of unobservable inputs. In addition, the guidance clarifies that when estimating the fair value of aliability an entity is not required to include a
separate input or adjustment to other inputs relating to the existence of arestriction that prevents the transfer of the liability, and clarifies how the price of atraded debt security should
be considered in estimating the fair value of aliability. The adoption of this did not impact the Company’s financial position or results of operations.

2. Interest Capitalized

The Company capitalizes interest during the development and redevel opment of real estate assets. Capitalized interest associated with the Company’ s devel opment or redevel opment
activities totaled $48,226 for 2009, $74,621 for 2008 and $73,118 for 2007.

3. Notes Payable, Unsecured Notes and Credit Facility

The Company’s mortgage notes payable, unsecured notes and Credit Facility, as defined below, as of December 31, 2009 and December 31, 2008 are summarized below. The following
amounts and discussion do not include the mortgage notes related to the communities classified as held for sale, if any, as of December 31, 2009 and 2008, as shown in the Consolidated
Balance Sheets (see Note 7, “ Real Estate Disposition Activities”).

12-31-09 12-31-08
Fixed rate unsecured notes (1) $ 1,358,257 $ 1,672,965
Variable rate unsecured notes (2) 299,772 330,000
Fixed rate mortgage notes payable — conventional and tax-exempt 1,632,605 901,181
Variable rate mortgage notes payable — conventional and tax-exempt 684,238 646,311
Total notes payable and unsecured notes 3,974,872 3,550,457
Variable rate unsecured credit facility — 124,000
Total mortgage notes payable, unsecured notes and Credit Facility $ 3,974,872 $ 3,674,457

1) Balances at December 31, 2009 and December 31, 2008 include $2,220 and $2,035 of debt discount.
2 Balance at December 31, 2009 includes $228 basis adjustments resulting from qualifying fair value hedging relationships.

Thefollowing debt activity occurred during the year ended December 31, 2009:

. In January 2009, the Company made a cash tender offer for any and all of its 7.5% unsecured notes due August 2009 and December 2010. The Company purchased $37,438
principal amount of its $150,000, 7.5% unsecured notes due August 2009 at par. In addition, the Company purchased $64,423 principal amount of its $200,000, 7.5% unsecured
notes due December 2010 at 98% of par, for approximately $63,135, representing ayield to maturity of 8.66%. The Company recorded again of approximately $1,062, net of the
write-off of related deferred financing costs during the first quarter of 2009 in conjunction with the purchase of the unsecured notes due December 2010 asagain on
extinguishment of debt, net. All of the notes purchased in the tender offer were cancelled.

. In April 2009, the Company completed a5.86% fixed rate, pooled secured financing transaction for aggregate borrowing of $741,140. The financing consists of fourteen
separate mortgage |oans each with a 10-year term. Each loan provides for payment of interest only during the first and second years of the loan
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term, with payment of principal and interest (based on a 30 year amortization schedul€) thereafter and the remaining principal amount and any unpaid interest due at maturity
on the tenth anniversary.

. In April 2009, the Company repaid the $4,143 principal, 8.08% fixed rate loan secured by areal estate asset formerly classified as a Development Right pursuant to its
scheduled maturity.

. In May 2009, the Company repaid $105,600 in unsecured debt, representing the first tranche of its $330,000 unsecured variable rate term loan (the “ Term Loan"), pursuant to
its schedule maturity.

. In May 2009, the Company repaid $19,470 in variable rate secured debt pursuant to its scheduled maturity.

. In May 2009, the Company obtained $93,440 in variable rate tax-exempt bond financing related to a Development Right, the proceeds of which will be held in escrow until
requisitioned for construction funding. Thisloan provides an option for the Company to request an additional construction loan of up to $83,560 subject to the lender's
discretion.

. In August 2009, the Company repaid $102,562 in previously issued 7.5% unsecured notes, along with any unpaid interest, pursuant to their scheduled maturity.
. In August 2009, the Company repaid $112,200 in unsecured debt, representing the second tranche of its Term Loan, prior to its scheduled maturity in January 2010.

. In September 2009, the Company issued atotal of $500,000 unsecured notesin a public offering under its existing shelf registration statement. The offering consisted of two
separate $250,000 tranches with effective interest rates of 5.82% and 6.19%, maturing in March 2017 and March 2020, respectively.

. In October 2009, the Company settled a cash tender offer, purchasing the following unsecured notes:
. $46,001 principal amount of the Company’s $200,000 7.5% unsecured notes due December 2010 at aweighted average price of 107.50% of par;
. $150,000 principal amount of the Company’s $300,000 6.625% unsecured notes due September 2011 at aweighted average price of 109.00% of par;
. $55,600 principal amount of the Company’s $250,000 5.5% unsecured notes due January 2012 at aweighted average price of 106.25% of par; and
. $48,399 principal amount of the Company’s $250,000 6.125% unsecured notes due November 2012 at aweighted average price of 108.75% of par.

. In October 2009, the Company repurchased $10,100 principal amount of the Company’s 6.625% unsecured notes due September 2011 at a weighted average price of 107.0% of
par.

. The Company recorded a charge for the purchase premium as well as certain deferred i ssuance costs related to the $300,000 cash tender offer and additional $10,100
unsecured notes repurchase activity above of approximately $26,000 in (gain) loss on extinguishment of debt, net.

. In October 2009, the Company repaid the final $112,200 tranche of its Term Loan, in advance of its scheduled maturity of January 2011.
. In December 2009 the Company repaid $33,615 in variable rate secured debt pursuant to its scheduled maturity.

In the aggregate, secured notes payable mature at various dates from October 2010 through July 2066, and are secured by certain apartment communities and improved land parcels
(with anet carrying value of $2,335,284 as of December 31, 2009). As of December 31, 2009, the Company has guaranteed approximately $519,762 of mortgage notes payable held by
wholly owned subsidiaries; all such mortgage notes payable are consolidated for financial reporting purposes. The weighted average interest rate of the Company’sfixed rate
mortgage notes payable (conventional and tax-exempt) was 5.0% and 5.7% at December 31, 2009 and December 31, 2008, respectively. The weighted average interest rate of the
Company'’s variable rate mortgage notes payable, including the effect of certain financing related fees, was 3.0% at December 31, 2009. The weighted average interest rate of the
Company'’s variable rate mortgage notes payable, Term Loan, and Credit Facility including the effect of certain financing fees was 2.9% at December 31, 2008.

Scheduled payments and maturities of mortgage notes payable and unsecured notes outstanding at December 31, 2009 are as follows:
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Stated

Unsecured interest rate
Secured notes Secured notes notes of unsecured
Year payments (1) maturities maturities notes
2010 6,097 29,387 14,576 7.500%
75,000 7.034%(2)
2011 12,087 36,610 39,900 6.625%
150,000 5.663%(2)
2012 14,560 120,603 201,601 6.125%
104,400 5.500%
75,000 4.352%(2)
2013 15,435 264,697 100,000 4.950%
2014 16,363 33,100 150,000 5.375%
2015 15,356 365,130 — —
2016 16,270 — 250,000 5.750%
2017 17,244 18,300 250,000 5.700%
2018 18,278 — — —
2019 3,391 699,529 — —
Thereafter 115,722 498,684 250,000 6.100%
$ 250,803 $ 2,066,040 $ 1,660,477

(6] Secured note payments are comprised of the principal pay downs for amortizing mortgage notes.
2 The weighted average interest rate for the swapped unsecured notes as of December 31, 2009.

The Company’s unsecured notes are redeemable at our option, in whole or in part, at aredemption price equal to the greater of (i) 100% of their principal amount or (ii) the sum of the
present value of the remaining scheduled payments of principal and interest discounted at a rate equal to theyield on U.S. Treasury securities with acomparable maturity plus a spread
between 25 and 45 basi s points depending on the specific unsecured note, plus accrued and unpaid interest to the redemption date. The indenture under which the Company’s
unsecured notes were issued contains restrictions on incurring debt and using our assets as security in other financing transactions and other customary financial and other covenants,
with which the Company wasin compliance at December 31, 2009.

The Company has avariable rate Credit Facility in the amount of $1,000,000 with a syndicate of commercial banks, to whom the Company pays an annual facility fee of approximately
$1,250. The Company did not have any amounts outstanding under the Credit Facility and $44,105 outstanding in letters of credit as of December 31, 2009. At December 31, 2008, there
was $124,000 outstanding under the Credit Facility and $45,976 outstanding in letters of credit. The Credit Facility bearsinterest at varying levels based on LIBOR, rating levels achieved
on the Company’s unsecured notes and on a maturity schedule selected by the Company. The current stated pricing is LIBOR plus 0.40% per annum (0.63% at December 31, 2009). The
stated spread over LIBOR can vary from LIBOR plus 0.325% to LIBOR plus 1.00% based on the Company’s credit ratings. In addition, the Credit Facility includes a competitive bid
option, which allows banks that are part of the lender consortium to bid to make loans to the Company at arate that islower than the stated rate provided by the Credit Facility for up to
$650,000. The competitive bid option may result in lower pricing than the stated rate if market conditions allow. The Company did not have any amounts outstanding under this
competitive bid option as of December 31, 2009. The Credit Facility maturesin November 2011, assuming exercise of aone-year renewal option by the Company.

The Company was in compliance at December 31, 2009 with certain customary financial and other covenants under the Credit Facility and the Company’s unsecured notes.
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4. Stockholders' Equity

As of December 31, 2009 and 2008, the Company had authorized for issuance 140,000,000 shares of common stock and 50,000,000 shares of preferred stock. In October 2008, the
Company redeemed all 4,000,000 outstanding shares of Series H Cumulative Redeemable Preferred Stock, including accrued but unpaid dividends, for $100,701. The average dividend for
all non-redeemed preferred shares was $1.81 per share in 2008 and $2.18 per sharein 2007.

During the year ended December 31, 2009, the Company:
(i)  issued 1,504,901 shares of common stock through public offerings;
(if)  issued 115,675 shares of common stock in connection with stock options exercised;
(ifi)  issued 2,624,641 shares in connection with the dividend declared in December 2008;
(iv)  issued 11,172 common shares through the Company’s dividend reinvestment plan;
(v) issued 169,851 common sharesin connection with stock grants;
(vi) issued 16,971 common shares through the Company’s employee stock purchase plan;
(vii) withheld 33,186 common shares to satisfy employees’ tax withholding and other liabilities; and
(viii) had 1,031 shares of restricted common stock forfeited.

In addition, the Company granted 344,801 options for common stock to employees. Any deferred compensation related to the Company’s stock option and restricted stock grants
during 2009 is not reflected on the Company’s Consolidated Balance Sheet as of December 31, 2009, and will not be reflected until earned as compensation cost.

Dividends per common share were $3.57 for the year ended December 31, 2009, and $5.3775 for the year ended December 31, 2008. Dividends per common share for December 31, 2008
included a specia dividend declared in December 2008, of $1.8075 per share (the “ Special Dividend”) in conjunction with the fourth quarter 2008 regular dividend of $0.8925 per share.
The Special Dividend was declared to distribute a portion of the excess income attributable to gains on asset sales from the Company’s disposition activities during 2008. The Specia
Dividend was declared to qualify for the dividends paid deduction for tax purposes and to minimize corporate level income taxes for 2008 and reduce federal excise taxes.

In August 2009, the Company commenced the CEP, under which the Company may sell up to $400,000 of its common stock until August 2012. The Company may sell common stock in
amounts and at times to be determined by the Company. Actual saleswill depend on avariety of factors to be determined by the Company, including market conditions, the trading
price of the Company’s common stock and determinations by the Company of the appropriate sources of funding for the Company. In conjunction with the CEP, the Company engaged
sales agents who received compensation of 1.5% of the gross sales price per share for the common stock sold. During the three months ended December 31, 2009, the Company sold
37,900 shares under this program at an average sales price of $74.34 per share, for net proceeds of $2,775. For the year ended December 31, 2009, the Company sold 1,504,901 shares
under this program at an average sales price of $69.56 per share, resulting in net proceeds of $103,109.
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5. Derivative Instruments and Hedging Activities

The Company entersinto interest rate swap and interest rate cap agreements (collectively, the “Hedging Derivatives”) for interest rate risk management purposes and in conjunction
with certain variable rate secured debt to satisfy lender requirements. The Company does not enter into derivative transactions for trading or other speculative purposes. The following
table summarizes the consolidated Hedging Derivatives at December 31, 2009, excluding derivatives executed to hedge debt on communities classified as held for sale (dollarsin
thousands):

Non-designated Fair Value
Hedges Cash Flow Hedges Hedges
Interest Tnterest Tnterest Tnterest
Rate Caps Rate Caps Rate Swaps Rate Swaps
Notional balance $ 109,847 $ 15743 $ 43435 $ 300,000
Weighted average interest rate (1) 1.5% 17% 6.5% 5.4%
Weighted average capped interest rate 6.9% 6.0% n/a n/a
Earliest maturity date Apr-11 Jun-12 Jun-10 Dec-10
L atest maturity date Mar-14 Jun-12 Jun-10 Jan-12
Estimated fair value, asset/(liability) $ 126 $ 24 $ (900) $ (228)

(1) For interest rate caps, this represents the weighted average interest rate on the debt.

In October 2009, the Company executed $300,000 notional amount of interest rate swaps to convert $300,000 principal amount of the Company’s fixed rate unsecured notes with a
weighted average maturity of approximately two yearsto effective floating rate instruments at aweighted average rate of three month LIBOR plus 5.42%. The Company designated the
interest rate swaps as fair value hedges of the unsecured notes.

Excluding derivatives executed to hedge debt on communities classified as held for sale, the Company had three derivatives designated as cash flow hedges, five derivatives designated
asfair value hedges and five derivatives not designated as hedges at December 31, 2009. Fair value changes for derivatives that are not in qualifying hedge relationships are reported as
acomponent of general and administrative expenses on the accompanying Consolidated Statements of Operations and Other Comprehensive Income. Fair value changes for derivatives
not in qualifying hedge relationships for the full year ended December 31, 2009, were not material. For the derivative positions that the Company has determined qualify as effective cash
flow hedges, the Company has recorded the effective portion of cumulative changes in the fair value of the Hedging Derivativesin other comprehensive income. Amounts recorded in
other comprehensive income will be reclassified into earningsin the periods in which earnings are affected by the hedged cash flow. To adjust the Hedging Derivativesin qualifying
cash flow hedges to their fair value and recognize the impact of hedge accounting, the Company recorded an increase in other comprehensive income of $1,865, $434 and $213 during
the years ended December 31, 2009, 2008 and 2007, respectively. The amount reclassified into earningsin 2009, as well as the estimated amount included in accumulated other
comprehensive income as of December 31, 2009, expected to be reclassified into earnings within the next twelve months to offset the variability of cash flows of the hedged items during
this period are not material. For the derivative positions that the Company has determined qualify as effective fair value hedges, the Company has recorded the derivatives at fair value
as acomponent of accrued expenses and other liabilities, with the associated gain or loss as an adjustment to the carrying amount of the corresponding debt being hedged on the
accompanying Consolidated Balance Sheets.

The Company assesses, both at inception and on an on-going basis, the effectiveness of qualifying cash flow and fair value hedges. Hedge i neffectiveness, reported as a component of
genera and administrative expenses, did not have a material impact on earnings of the Company for any prior period, and the Company does not anticipate that it will have a material
effect in the future. The fair values of the Hedging Derivatives and non-designated derivatives are included in accrued expenses and other liabilities on the accompanying Consolidated
Balance Sheets.

Derivative financial instruments expose the Company to credit risk in the event of nonperformance by the counterparties under the terms of the Hedging Derivatives. The Company
minimizesits credit risk on these transactions by dealing with major, creditworthy financial institutions which have an A+ or better credit rating by the Standard & Poor’s Ratings Group.
As part of its on-going control procedures, the Company monitors the credit
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ratings of counterparties and the exposure of the Company to any single entity, thus minimizing credit risk concentration. Because of our counterparties’ credit rating and that our
derivative transactions are a net liability as of December 31, 2009, the Company believes the likelihood of realizing losses from counterparty non-performanceis remote. The Company
incorporates credit valuation adjustments to appropriately reflect both its own nonperformance risk and the respective counterparty’s nonperformance risk in thefair value
measurements of its derivative financial instruments. Refer to Note 11, “Fair Vaue Measurements,” for further discussion.

6. Investmentsin Real Estate Entities

The Company accounts for itsinvestmentsin unconsolidated real estate entities under the equity method of accounting, except as otherwise noted below, as discussed in Note 1,
“Organization and Basis of Presentation,” under Principles of Consolidation.

As of December 31, 2009, the Company had investmentsin the following real estate entities:

CVP |, LLC — In February 2004, the Company entered into ajoint venture agreement with an unrelated third-party for the development of Avalon Chrystie Place, a 361
apartment-home community located in New Y ork, New Y ork, for which construction was completed in late 2005. The Company has contributed $6,270 to this joint venture
and holds a 20% equity interest (with aright to 50% of distributions after achievement of athreshold return, which was achieved in 2009). The Company isthe managing
member of CVPI, LLC, however, property management services at the community are performed by an unrelated third party.

Asof December 31, 2009, CVP |, LLC has outstanding tax-exempt, variable rate bonds maturing in November 2036 in the amount of $117,000, which have permanent credit
enhancement. The Company has agreed to guarantee, under limited circumstances, the repayment to the credit enhancer of any advancesit may make in fulfillment of CVPI,
LLC' srepayment obligations under the bonds. The Company has also guaranteed to the credit enhancer that CVP 1, LLC will obtain afinal certificate of occupancy for the
project (Chrystie Place in New Y ork City), which is expected in 2010. Our 80% partner in this venture has agreed that it will reimburse us its pro rata share of any amounts paid
relative to these guaranteed obligations. The estimated fair value of and our obligation under these guarantees, both at inception and as of December 31, 2009, were not
significant. As aresult the Company has not recorded any obligation associated with these guarantees at December 31, 2009.

MVP |, LLC — In December 2004, the Company entered into ajoint venture agreement with an unrelated third-party for the development of Avalon at Mission Bay North I1.
Construction for Avalon at Mission Bay North 11, a 313 apartment-home community located in San Francisco, California, was completed in December 2006. The Company has
contributed $6,433 to this venture and holds a 25% equity interest. The Company is responsible for the day-to-day operations of the community and is the management
agent subject to the terms of amanagement agreement. In December 2007, MV P, LLC executed a seven-year, fixed rate conventional loan, which is secured by the
underlying real estate assets of the community for $105,000. Theloan is afixed rate, interest-only note bearing interest at 6.02%, maturing in December 2015. The Company
has not guaranteed the debt of MV P, LLC, nor does the Company have any obligation to fund this debt should MVP I, LLC be unable to do so.

Avalon Del Rey Apartments, LLC — In March 2004, the Company entered into an agreement with an unrelated third party which provided that, upon construction
completion, Avalon Del Rey would be owned and operated by ajoint venture between the Company and the third party. Avalon Del Rey is a 309 apartment-home community
located in Los Angeles, Californiathat was devel oped by the Company, with construction completed during the third quarter of 2006. During the fourth quarter of 2006, the
third-party venture partner invested $49,000 and was granted a 70% ownership interest in the venture, with the Company retaining a 30% equity interest. The Company
continues to be responsible for the day-to-day operations of the community and is the management agent subject to the terms of a management agreement.

Avalon Del Rey Apartments, LLC has aloan secured by the underlying real estate assets of the community for $45,943 maturing in April 2016. The variable rate loan had an
interest rate of 3.69% at December 31,
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2009. The Company has not guaranteed the debt of Avalon Del Rey Apartments, LLC, nor does the Company have any obligation to fund this debt should Avalon Del Rey
Apartments, LLC be unable to do so.

Ariaat Hathorne Hill, LLC — In the second quarter of 2007, awholly owned taxable REIT subsidiary of the Company entered into an LL C agreement with ajoint venture
partner to develop 64 for-sale town homes with atotal capital cost of $23,621 in Danvers, Massachusetts on an out parcel adjacent to our Avalon Danvers rental apartment
community. Approximately 20% of the homes have been built and sold, with the remaining homes to be devel oped during 2010 and 2011. The out parcel was zoned for for-
sale activity, and was contributed to the LLC by asubsidiary of the Company in exchange for a50% ownership interest. The LL C has three separate variable rate |oans with
aggregate borrowings of $2,432 and aweighted average interest rate of 4.19% at December 31, 2009. The Company has not guaranteed the debt of Ariaat Hathorne, nor does
the Company have any obligation to fund this debt should Aria at Hathorne be unable to do so.

Arna Valley View LP — In connection with the municipal approval process for the development of a consolidated community, the Company agreed to participate in the
formation of alimited partnership in February 1999 to develop, finance, own and operate ArnaValley View, a 101 apartment-home community located in Arlington, Virginia.
This community has affordable rents for 100% of apartment homes related to the tax-exempt bond financing and tax credits used to finance construction of the community. A
subsidiary of the Company isthe general partner of the partnership with a0.01% ownership interest. The Company is responsible for the day-to-day operations of the
community and is the management agent subject to the terms of a management agreement. As of December 31, 2009, ArnaValley View has $5,520 of variable rate, tax-exempt
bonds outstanding, which mature in June 2032. In addition, ArnaValley View has $5,121 of 4% fixed rate county bonds outstanding that mature in December 2030. Arna
Valley View's debt is neither guaranteed by, nor recourse, to the Company. Due to the Company’s limited ownership in this venture and the terms of the management
agreement regarding the rights of the limited partners, it is accounted for using the cost method.

Juanita Construction, Inc. — In April 2004, ataxable REIT subsidiary of the Company entered into an agreement to develop Avalon at Juanita Village, a 211 apartment-home
community located in Kirkland, Washington, for which construction was completed in late 2005. Avalon at Juanita Village was devel oped through Juanita Construction, Inc.,
awholly owned taxable REIT subsidiary and was sold to ajoint venturein the first quarter of 2006, at which point, the subsidiary was reimbursed for al the costs of
construction and retained a promoted interest in the residual profits of the joint venture. The third-party joint venture partner received a 100% equity interest in thejoint
venture and will control the joint venture. The Company was engaged to manage the community for a property management fee. This community is unconsolidated for
financial reporting purposes effective with the sale to the joint venture.

Fund I — In March 2005, the Company admitted outside investorsinto Fund I, aprivate, discretionary investment vehicle, which acquired and operates communitiesin the
Company’s markets. Fund | served as the principal vehicle through which the Company acquired investments in apartment communities, subject to certain exceptions until
March 2008. Fund | has nineinstitutional investors, including the Company, and a combined equity capital investment of $330,000. A significant portion of the investments
made in Fund | by itsinvestors were made through AvalonBay Value Added Fund, Inc., aMaryland corporation that qualifiesasaREIT under the Internal Revenue Code
(the“Fund | REIT"). A wholly owned subsidiary of the Company isthe general partner of Fund | and has contributed $50,000 to Fund | and the Fund | REIT, representing a
15.2% combined general partner and limited partner equity interest. At December 31, 2009, Fund | was fully invested. The Company receives asset management fees, property
management fees and redevelopment fees, aswell as a promoted interest if certain thresholds are met.

Subsidiaries of Fund | have 21 loans secured by individual assets with amounts outstanding in the aggregate of $436,410, with varying maturity dates (or dates after which
theloans can be prepaid), ranging from October 2011 to September 2016. These mortgage |oans are secured by the underlying real estate. The mortgage |oans are payable by
subsidiaries of Fund | with operating cash flow or disposition proceeds from the underlying real estate. The Company has not guaranteed the debt of Fund I, nor does the
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Company have any obligation to fund this debt should Fund | be unable to do so. Fund | had a credit facility that matured in December 2009.

In addition, as part of the formation of Fund I, the Company has provided to one of the limited partners a guarantee. The guarantee provides that if, upon final liquidation of Fund I,
the total amount of all distributionsto that partner during the life of Fund | (whether from operating cash flow or property sales) does not equal a minimum of the total capital
contributions made by that partner, then the Company will pay the partner an amount equal to the shortfall, but in no event more than 10% of the total capital contributions made by
the partner (maximum of approximately $7,500 as of December 31, 2009). As of December 31, 2009, the expected realizable value of the real estate assets owned by Fund | is
considered adequate to cover such potential payment to that partner under the expected Fund | liquidation scenario. The estimated fair value of, and the Company’s obligation
under this guarantee, both at inception and as of December 31, 2009, was not significant and therefore the Company has not recorded any obligation for this guarantee as of
December 31, 2009.

As of December 31, 2009, subsidiaries of Fund | owned the following 19 communities, subject to certain mortgage debt. The Company has not guaranteed any of Fund | debt, nor
doesit have any obligation to fund this debt should Fund | subsidiaries be unable to do so.

Outstanding Debt

# of apt Interest Maturity
Community Name Location homes Amount Type Rate Date

Avalon at Redondo Beach LosAngeles, CA 105 $ 21,033 Fixed 4.87% Oct 2011
Avalon Lakeside Chicago, IL 204 12,056 Fixed 5.74% Mar 2012
Avalon Columbia Baltimore, MD 170 22,275 Fixed 5.48% Apr 2012
Avalon Sunset LosAngeles, CA 82 12,750 Fixed 5.41% Feb 2014
Avalon at Poplar Creek Chicago, IL 196 16,500 Fixed 4.83% Oct 2012
Avalon at Civic Center Norwalk, CA 192 27,001 Fixed 5.38% Aug 2013
Avalon Paseo Place Fremont, CA 134 11,800 Fixed 5.74% Nov 2013
Avalon at Y erba Buena San Francisco, CA 160 41,500 Fixed 5.88% Mar 2014
Avalon at Aberdeen Station Aberdeen, NJ 290 39,842 Fixed 5.64% Sep 2013
The Springs Corona, CA 320 26,000 Fixed 6.06% Oct 2014
Avalon Lombard Lombard, IL 256 17,243 Fixed 5.43% Jan 2014
Avalon Cedar Place Columbia, MD 156 12,000 Fixed 5.68% Feb 2014
Avalon Centerpoint (1) Baltimore, MD 392 45,000 Fixed 5.74% Dec 2013
Middlesex Crossing Billerica, MA 252 24,100 Fixed 5.49% Dec 2013
Avalon Crystal Hill Ponoma, NY 168 24,500 Fixed 5.43% Dec 2013
Skyway Terrace San Jose, CA 348 37,500 Fixed 6.11% Mar 2014
Avalon Rutherford Station East Rutherford, NJ 108 20,094 Fixed 6.13% Sep 2016
South Hills Apartments West Covina, CA 85 11,761 Fixed 5.92% Dec 2013
Weymouth Place Weymouth, MA 211 13,455 Fixed 5.12% Mar 2015
(€] Borrowing on this community is comprised of three mortgage |oans.

¢ Fund Il — On September 2, 2008, the Company announced the formation of Fund |1, a private, discretionary investment vehicle with commitments from five institutional investors

including the Company. In the second quarter of 2009, the Company announced the second and final closing of Fund 11, admitting an additional joint venture partner, and additional
equity commitments, both from existing as well asthe new joint venture partner. The additional joint venture partner capital commitments raised as part of the second closing,
reduced the Company’s equity ownership interest to 31% from 45%. A subsidiary of Fund |1 has one loan secured by an asset in the amount of $21,515 with amaturity of June 2019.
Thisloan is payable by asubsidiary of Fund I1. As of December 31, 2009, Fund I1 also has $30,200 outstanding under a credit facility that maturesin December 2010.

In addition, as part of the formation of Fund |1, the Company has provided to one of the limited partners a guarantee. The guarantee providesthat if, upon final liquidation of Fund
11, the total amount of all

F-22




distributionsto that partner during the life of Fund Il (whether from operating cash flow or property sales) does not equal aminimum of the total capital contributions made by that
partner, then the Company will pay the partner an amount equal to the shortfall, but in no event more than 10% of the total capital contributions made by the partner (maximum of
approximately $1,470 as of December 31, 2009). As of December 31, 2009, the expected realizable value of the real estate assets owned by Fund |1 is considered adequate to cover
such potential payment to that partner under the expected Fund I1 liquidation scenario. The estimated fair value of, and the Company’s obligation under this guarantee, both at
inception and as of December 31, 2009 was not significant and therefore the Company has not recorded any obligation for this guarantee as of December 31, 2009.

As of December 31, 2009, subsidiaries of Fund Il owns the following two communities, subject to certain mortgage debt. The Company has not guaranteed any of Fund I1's debt, nor
doesit have any obligation to fund this debt should the subsidiaries of Fund |1 be unable to do so.

Outstanding Debt

# of apt Interest Maturity
Community Name Location homes Amount Type Rate Date

Avalon Bellevue Park Bellevue, WA 220 $21,515 Fixed 5.52% Jun-19
The Hermitage Fairfax, VA 491 — n/a n/a n/a
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The following is a combined summary of the financial position of the entities accounted for using the equity method, as of the dates presented:

Assets:

Real estate, net

Other assets
Total assets

Liabilities and partners' capital:
Mortgage notes payable and credit facility
Other liabilities
Partners' capital
Total liabilities and partners’ capital

Thefollowing is a combined summary of the operating results of the entities accounted for using the equity method, for the years presented:

12-31-09 12-31-08

(unaudited) (unaudited)
$ 1,065,328 $ 995,680
39,502 38,027

$ 1,104,830 $ 1,033,707
$ 758,487 $ 705,332
19,669 17,578
326,674 310,797

$ 1,104,830 $ 1,033,707

For the year ended

12-31-09
“(unaudited)
Rental and other income $ 101,748
Operating and other expenses (49,730)
Impairment loss (17,162)
Gain on sale of communities —
Interest expense, net (37,156)
Depreciation expense (32,909)
Net loss $ (35,209)

12-31-08 12-31-07
(unaudited) (unaudited)
$ 105421 $ 92078

(43,992 (39,952)
25,417 —_
(38,478) (40,791)
(31,152) (26,622)
$ 17,216 $ (15,287)

In conjunction with the acquisition and development of investmentsin unconsolidated entities, the Company incurred costsin excess of its equity in the underlying net assets of the
respective investments. These costs represent $11,047 at December 31, 2009 and $4,817 at December 31, 2008 of the respective investment balances.

Thefollowing isasummary of the Company’s equity inincome (loss) of unconsolidated entities for the years presented: (unaudited)
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For the year ended

12-31-09

Town Grove, LLC @ $ —
AvaonDe Rey,LLC @ 79
CVPI,LLC® 7,330
MVPI,LLC (684)
AvalonBay Value Added Fund, L.P. () (4,109)
AvalonBay Value Added Fund I1, L.P. (48)
Other —
Ariaat Hathorne, LLC (1,127)

Total $ 1,441

12-31-08 12-31-07
$ 31 § 57821
241 3,616
1,109 567
(474) (1,261)
2532 1,775
= 201
1,127 —
$ 4566 $ 59,169

@ Equity inincome from this entity for 2007 includes a gain of $56,320 for the Company from the fourth quarter disposition of its partnership interest in Avalon Grove, an asset held

by Town Grove, LLC.

@ Equity in income from this entity for 2007 includes a gain of $3,607 for the Company from the fourth quarter disposition of its ownership interest in Avalon Del Rey, the sole

asset held by Avalon Del Rey, LLC.
©) Equity inincome from this entity for 2009 includes $6,192 relating to the Company’s recognition of its promoted interest.

@ Equity inincome from this entity for 2008 includes again of $3,483 for the Company’s 15.2% share of the gain from the second quarter disposition of Avalon Redmond, an asset

held by the Fund.

®) Equity in income for 2009 includes an impairment loss of $2,600 for the Company’s proportionate share of the impairment charge on an operating community.

7. Real Estate Disposition Activities

During the year ended December 31, 2009, the Company sold five wholly owned communities for an aggregate gross sales price of $179,675. These dispositionsresulted inagainin
accordance with GAAP of approximately $61,117. In conjunction with the settlement of previously disclosed litigation with the Equal Rights Center involving accessibility of our
communities, the Company recognized an additional gain of approximately $2,770 associated with communities sold in prior years, which was previously deferred.

Details regarding the community asset sales are summarized in the following table:

Period Apartment

Community Name Location of sale homes Debt

Avalon at River Oaks San Jose, CA Q309 226 $ —
Avalon at Faxon Park Quincy, MA Q309 171 —
Avalon at Parkside Sunnyvale, CA Q409 192 —
Avalon Orange Orange, CT Q409 168 —
Avalon at Flanders Hill Westborough, MA Q409 280 —
Total of all 2009 asset sales 1,037 $ —
Total of all 2008 asset sales 3,059 $ 43,715
Total of all 2007 asset sales 1,384 $ 8,116

$
$
$

Gross sales
price

42,250

27,250
43,800
25,500
40,875

179,675
564,950
268,096

Net
proceeds
$ 41,626

26,633
43,283
24,858
40,081
$ 176,481
$ 503,377

$ 257,396

The operations for any real estate assets sold from January 1, 2007 through December 31, 2009 and the real estate assets that qualified as discontinued operations and held for sale as of
December 31, 2009 have been presented as such in the accompanying Consolidated Financial Statements. Accordingly, certain reclassifications have been made to prior years to reflect

discontinued operations consistent with current year presentation.

The following isasummary of income from discontinued operations for the periods presented:
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For the year ended

12-31-09 12-31-08 12-31-07
Rental income $ 35086 $ 68481 $ 95866
Operating and other expenses (11,891) (22,127) (32,085)
Interest expense, net (681) (3,297) (6,057)
Depreciation expense (8,540) (15,704) (23,830)
Income from discontinued operations $ 13974 $ 27,353 $ 338%4

The Company’s Consolidated Balance Sheetsinclude other assets (excluding net real estate) of $2,185 and $2,965 as of December 31, 2009 and 2008, respectively, $0 and $19,735 of
mortgage notes as of December 31, 2009 and 2008, respectively and other liabilities of $6,399 and $11,401 as of December 31, 2009 and 2008, respectively relating to real estate assets
sold or classified asheld for sale.

During the year ended December 31, 2009, the Company sold two land parcels, one of which was previously impaired by the Company. The Company had gains on the sale of land
parcels of $4,830, $0 and $545 in 2009, 2008 and 2007, respectively.

8. Commitments and Contingencies

Employment Agreements and Arrangements

As of December 31, 2009, the Company had employment agreements with four executive officers. The employment agreements provide for severance payments and generally provide for
accelerated vesting of stock options and restricted stock in the event of atermination of employment (except for atermination by the Company with cause or a voluntary termination by
the employee). The current terms of these agreements end on dates that vary between November 2010 and June 2011. The employment agreements provide for one-year automatic
renewals (two yearsin the case of the Chief Executive Officer (“CEQ")) after theinitial term unless an advance notice of non-renewal is provided by either party. Upon anotice of non-
renewal by the Company, each of the officers may terminate his employment and receive a severance payment. Upon a change in control, the agreements provide for an automatic
extension of up to three years from the date of the change in control. The employment agreements provide for base salary and incentive compensation in the form of cash awards, stock
options and stock grants subject to the discretion of, and attainment of performance goals established by, the Compensation Committee of the Board of Directors.

The Company’s stock incentive plan, as described in Note 10, “ Stock-Based Compensation Plans,” provides that upon an employee's Retirement (as defined in the plan documents)
from the Company, al outstanding stock options and restricted shares of stock held by the employee will vest, and the employee will have up to 12 months to exercise any options held
upon retirement. Under the plan, Retirement means a termination of employment, other than for cause, after attainment of age 50, provided that (i) the employee has worked for the
Company for at least 10 years, (ii) the employee's age at Retirement plus years of employment with the Company equals at least 70, (iii) the employee provides at |east six months written
notice of hisintent to retire, and (iv) the employee entersinto aone year non-compete and employee non-solicitation agreement.

The Company also has an Officer Severance Program (the “Program™) for the benefit of those officers of the Company who do not have employment agreements. Under the Program, in
the event an officer who is not otherwise covered by a severance arrangement is terminated (other than for cause) within two years following achange in control (as defined) of the
Company, such officer will generally receive a cash lump sum payment equal to the sum of such officer’s base salary and cash bonus, as well as accel erated vesting of stock options
and restricted stock. Costs related to the Company’s employment agreements and the Program are deferred and recognized over the requisite service period when considered by
management to be probable and estimable.

Construction and Development Contingencies
The Company holds a 99% controlling interest in PHVP I, LLC, a consolidated joint venture. In conjunction with the development of an operating community, Avalon Walnut Creek,
PHVPI, LLC constructed a public garage adjacent to the community. As part of providing construction management servicesto PHVPI, LLC for the
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construction of the public garage, the Company provided a construction compl etion guarantee to the related lender in order to fulfill their standard financing requirements related to the
garage construction financing. The Company’s obligations under this guarantee terminated following construction completion of the garage in the third quarter of 2009.

In 2007 the Company entered into a commitment to acquire parcels of land in Brooklyn, New Y ork for an aggregate purchase price of approximately $111,000. Under the terms of the
commitment, the Company is closing on the various parcels over a period determined by the seller’s ability to execute unrelated purchase transactions and achieve deferral of gainsfor
the land sold under this commitment. However, under no circumstances will the commitment extend beyond 2011, at which time either the Company or the seller can compel execution of
the remaining transactions. At December 31, 2009, the Company has an outstanding commitment to purchase the remaining land for approximately $51,500.

Legal Contingencies

As previously reported, the Company has been involved in litigation alleging that communities constructed by the Company viol ate the accessibility requirements of the FHA and the
Americans with Disabilities Act. The ERC filed acomplaint against the Company on September 23, 2005 in the U.S. District Court, District of Maryland with respect to 100 properties. In
November 2009, the Company settled thislitigation by entering into a court approved consent decree. Under the consent decree the Company will inspect and, if necessary, remediate
up to 8,250 apartment units and related public and common areas at the Company’s communities. The Company expects that the remediation resulting from the inspections, which
should occur over approximately afour year period, will enhance and/or extend the useful life of the applicable communities and will therefore be capitalized. Although the Company will
not be able to determine the exact remediation or associated costs until inspections are completed, the Company does not believe that the remediation costs will be material to the
Company’s Consolidated Financial Statements.

In aseparate matter related to FHA accessibility matters, on August 13, 2008 the U.S. Attorney’s Office for the Southern District of New York filed acivil lawsuit against the Company
and the joint venturein which it has an interest that owns Avalon Chrystie Place. The lawsuit alleges that Avalon Chrystie Place was not designed and constructed in accordance with
the accessibility requirements of the FHA. The Company designed and constructed the community to address compliance with New Y ork City’s Loca Law 58, which for more than

20 years has been New Y ork City’s code regulating the accessible design and construction of apartments. After thefiling of its answer and affirmative defenses, during the fourth
quarter of 2009 the plaintiff served the Company with discovery requests relating to communities owned by the Company nationwide. The Company objected to these discovery
reguests as being overly broad, as the plaintiff’s complaint made factual allegations with regard to Avalon Chrystie Place only. A magistrate judge agreed with the Company and limited
discovery to Avalon Chrystie Place. The plaintiff is appealing the magistrate judge’s ruling. Asthere are uncertainties relating to this lawsuit, (such as the legal requirements to meet
and demonstrate accessibility under the applicable statutes, the cost to remediate, if necessary and whether the scope of this lawsuit will be extended to other properties by an amended
complaint or otherwise) the Company cannot predict or determine the outcome of this lawsuit, nor isit reasonably possible at this time to estimate the cost of remediation or any other
costs, if any, that would be associated with an adverse decision or settlement.

In addition, the Company is subject to various other legal proceedings and claims that arise in the ordinary course of business. These matters are frequently covered by insurance. If it
has been determined that alossis probable to occur and can be reasonably estimated, the estimated amount of the lossis recorded in the financial statements. While the resol ution of
these other matters cannot be predicted with certainty, management currently believes the final outcome of such matters will not have amaterial adverse effect on the financial position
or results of operations of the Company. In instances where the Company has again contingency associated with legal proceedings, the Company records again in the financial
statements, to the extent of aloss recovery, when it is deemed probable to occur, can be reasonably estimated and is considered to be collectible.

Lease Obligations

The Company owns 14 apartment communities and Development Rights and two commercial properties which are located on land subject to land leases expiring between October 2026
and March 2142. |n addition, the Company
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leases certain office space. These leases are accounted for as operating leases recognizing rental expense on a straight-line basis over the lease term. These leases have varying
escalation terms, and nine of these |eases have purchase options exercisable through 2142. The Company incurred costs of $19,442, $16,937 and $15,516 in the years ended December 31,

2009, 2008 and 2007, respectively, related to these | eases.
The following table details the future minimum lease payments under the Company’s current | eases:

Payments due by period
2010 2011 2012 2013 2014 Thereafter

$20,732 $24,101 $26,714 $26,884 $ 26,966 $3,287,550

9. Segment Reporting

The Company’ s reportabl e operating segments include Established Communities, Other Stabilized Communities, and Development/Redevel opment Communities. Annually as of January
1st, the Company determines which of its communities fall into each of these categories and maintains that classification, unless disposition plans regarding acommunity change,
throughout the year for the purpose of reporting segment operations.

. Established Communities (also known as Same Store Communities) are communities where acomparison of operating results from the prior year to the current year is
meaningful, as these communities were owned and had stabilized occupancy and operating expenses as of the beginning of the prior year. For the year 2009, the Established
Communities are communities that are consolidated for financial reporting purposes, had stabilized occupancy and operating expenses as of January 1, 2008, are not
conducting or planning to conduct substantial redevelopment activities and are not held for sale or planned for disposition within the current year. A community is
considered to have stabilized occupancy at the earlier of (i) attainment of 95% physical occupancy or (ii) the one-year anniversary of completion of development or
redevel opment.

. Other Stabilized Communities includes all other completed communities that have stabilized occupancy, as defined above. Other Stabilized Communities do not include
communitiesthat are conducting or planning to conduct substantial redevel opment activities within the current year.

. Devel opment/Redevel opment Communities consists of communities that are under construction and have not received afinal certificate of occupancy, communities where

the Company owns amajority interest and where substantial redevelopment isin progress or is planned to begin during the current year and communities under lease-up that
had not reached stabilized occupancy, as defined above, as of January 1, 2009.

In addition, the Company owns land for future development and has other corporate assets that are not allocated to an operating segment.

The Company’s segment disclosures present the measure(s) used by the chief operating decision maker for purposes of assessing such segments’ performance. The Company’s chief

operating decision maker is comprised of several members of its executive management team who use NOI as the primary financial measure for Established Communities and Other

Stabilized Communities. NOI is defined by the Company astotal revenue less direct property operating expenses. Although the Company considers NOI a useful measure of a

community’s or communities’ operating performance, NOI should not be considered an alternative to net income or net cash flow from operating activities, as determined in accordance

with GAAP. NOI excludes a number of income and expense categories as detailed in the reconciliation of NOI to net income.
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A reconciliation of NOI to net income for years ended December 31, 2009, 2008 and 2007 is as follows:

For the year ended

12-31-09 12-31-08 12-31-07
Net income $ 154,274 $ 410,746 $ 359,745
Indirect operating expenses, net of corporate income 30,315 33,010 31,285
Investments and investment management expense 3,844 4,787 4,763
Expensed development and other pursuit costs 5,842 12,511 6,974
Interest expense, net 150,323 114,910 92,175
(Gain) loss on extinguishment of debt, net 25,910 (1,839) —
Genera and administrative expense 28,748 42,781 28,494
Equity in income of unconsolidated entities (1,441) (4,566) (59,169)
Depreciation expense 209,746 183,748 157,895
Impairment loss — land holdings 21,152 57,899 —
Gain on sale of real estate assets (68,717) (284,901) (107,032)
Income from discontinued operations (13,974) (27,353) (33,894)
Net operating income $ 546,022 $ 541,733 $ 481,236

The primary performance measure for communities under development or redevel opment depends on the stage of completion. While under development, management monitors actual
construction costs against budgeted costs as well as |ease-up pace and rent levels compared to budget.

The following table provides details of the Company’s segment information as of the dates specified. The segments are classified based on the individual community’s status as of the
beginning of the given calendar year. Therefore, each year the composition of communities within each business segment is adjusted. Accordingly, the amounts between years are not
directly comparable. Segment information for the years ended December 31, 2009, 2008 and 2007 have been adjusted for the communities that were sold from January 1, 2007 through
December 31, 2009, or otherwise qualify as discontinued operations as of December 31, 2009, as described in Note 7, “Real Estate Disposition Activities.”
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For the period ended December 31, 2009

For the period ended December 31, 2008

Established
New England
MetroNY/NJ
Mid-Atlantic/Midwest
Pacific Northwest
Northern Cdlifornia
Southern California
Total Established (2)
Other Stabilized
Development / Redevel opment

Land Held for Future Development

Non-allocated (3)
Total

For the year ended December 31, 2007

Established
New England
MetroNY/NJ
Mid-Atlantic/Midwest
Pacific Northwest
Northern Cdlifornia
Southern California

Total Established (2)

Other Stabilized
Development / Redevel opment

Land Held for Future Development

Non-allocated (3)
Total

Established
New England
Metro NY/NJ
Mid-Atlantic/Midwest
Pacific Northwest
Northern California
Southern California
Total Established (2)
Other Stabilized
Development / Redevel opment

Land Held for Future Development

Non-allocated (3)
Total

Total

revenue NOI
$ 121,455 $ 75,766
155,468 103,558
122,001 74,983
28,184 19,101
98,529 70,819
62,751 42,900
588,388 387,127
126,166 81,517
129,700 77,378
n/a n/a
7,328 n/a
$ 851,582 $ 546,022
$ 115,834 $ 75,180
133,501 91,376
119,194 75,256
21,525 15,493
123,204 91,547
61,449 44,048
574,707 392,900
103,212 68,709
129,737 80,124
n/a n/a
6,568 n/a
$ 814,224 $ 541,733
$ 116,930 $ 75317
130,511 90,253
110,929 69,685
28,294 19,671
135,642 98,453
56,091 40,219
578,397 393,598
47,822 30,324
95,425 57,314
n/a n/a
6,142 n/a
$ 727,786 $ 481,236

% NOI change
from prior year

(7.5%)
(7.4%)
(3.5%)
(9.3%)
(7.9%)
(9.7%)
(7.1%)
n/a
n/a
n/a
n/a

0.8%

2.3%
2.1%
1.9%
7.5%
7.9%
1.1%
3.5%

n/a
n/a
n/a
n/a

12.6%

3.0%
4.5%
6.8%
16.1%
12.4%
5.9%
7.2%
n/a
n/a
n/a
n/a

14.6%

Does not include grossreal estate assets held for sale of $166,387, $325,170 and $694,574 as of December 31, 2009, 2008 and 2007, respectively.
Grossreal estate for the Company’s established communitiesincludes capitalized additions of approximately $10,783, $15,534 and $13,851 in 2009, 2008 and 2007 respectively.
Revenue represents third-party management, accounting and devel oper fees and miscellaneous income which are not allocated to a reportable segment.
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Gross
real estate (1)

$ 858858
1,048,636
775,979
239,215
857,321
428,241
4,208,250
1,421,651
2,264,590
237,095
62,118

$ 8,193,704

$ 748824
814,523
725471
175,504
1,000,952
377,841
3,843,115
959,224
2,502,820
239,456
132,702

$ 7,677,317

$ 776,255
786,115
692,989
237,464
1,156,162
349,719
3,998,704
356,038
2,171,207
288,423
47,793

$ 6,862,165




10. Stock-Based Compensation Plans

On May 21, 2009, the stockholders of the Company, upon the recommendation of the Board of Directors, approved the AvalonBay Communities, Inc. 2009 Stock Option and Incentive
Plan (the “2009 Plan”). The 2009 Plan includes an authorization to issue up to 4,199,822 shares of the Company’s common stock, par value $0.01 per share, (2,930,000 newly authorized
shares plus 1,269,822 shares that were available for grant as of May 21, 2009 under the Company’s 1994 Stock Option and Incentive Plan (the “1994 Plan”)), pursuant to awards under
the 2009 Plan. The 2009 Plan provides for various types of equity awards to employees, officers, non-employee directors and other key personnel of the Company and its subsidiaries.
The types of awards that may be granted under the 2009 Plan include restricted and deferred stock, stock options that qualify asincentive stock options (*1SOs”) under Section 422 of
the Code, non-qualified stock options, and stock appreciation rights. The 2009 Plan will expire on May 21, 2019.

Effective as of the close of business on May 21, 2009, and as part of the proposal to approve the 2009 Plan described above, the Board of Directors terminated the 1994 Plan with respect
to new awards. The 1994 Plan provided for the same types of equity awards as the 2009 Plan, and would have expired by itstermson May 8, 2011. Outstanding awards previously
granted under the 1994 Plan will not be affected by termination of the 1994 Plan, the terms of which shall continue to govern such previously granted awards. In addition to the 4,199,822
shares authorized for issue under the 2009 Plan as described above, any awards that were outstanding under the 1994 Plan on May 21, 2009 that are subsequently forfeited, canceled,
surrendered or terminated (other than by exercise) will become available for awards under the 2009 Plan.

Information with respect to stock options granted under the 1994 Plan is asfollows:

Weighted Avalon 1995 Weighted
average and Avalon average
1994 Plan exercise price 1993 Plan exercise price
shares per share shares per share
Options Outstanding, December 31, 2006 2,487,239 $ 69.65 4,240 $ 36.81
Exercised (471,024) 56.57 (3472) 36.86
Granted 344,429 147.39 — —
Forfeited (38,929) 110.28 — —
Options Outstanding, December 31, 2007 2,321,715 $ 83.15 768 $ 36.61
Exercised (154,523) 46.15 (768) 36.61
Granted 401,212 89.06 — —
Forfeited (23,413) 112,51 — —
Special Dividend Option Adjustment (1) 78,144 n/a — —
Options Outstanding, December 31, 2008 2,623,135 $ 83.49 0 n/a
Exercised (115,675) 44.20 — —
Granted 344,801 48.60 — —
Forfeited (16,007) 98.83 — —
Options Outstanding, December 31, 2009 2,836,254 $ 80.76 0 n/a
Options Exercisable:
December 31, 2007 1,230,428 $ 60.84 768 $ 36.61
December 31, 2008 (1) 1,711,508 $ 72.97 — n/a
December 31, 2009 2,127,829 $ 81.90 — n/a

(1) In accordance with the applicable equity award plan documents, the number and exercise price of outstanding awards have been adjusted as aresult of the special dividend
declared in the fourth quarter of 2008, to maintain their value.

The following summarizes the exercise prices and contractual lives of options outstanding as of December 31, 2009:
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Weighted Average
Remaining Contractual Term

Number of Options Range - Exercise Price (in years)

88,255 30.00 — 39.99 14
757,935 40.00 — 49.99 32
463,096 60.00 — 69.99 52

1,030 70.00 — 79.99 55
414,016 80.00 — 89.99 7.0
773,857 90.00 — 99.99 6.1

6,698 100.00 — 109.99 6.4

5,152 110.00 — 119.99 75
326,215 140.00 — 149.99 71

2,836,254

Options outstanding under the 1994 Plan at December 31, 2009 had an intrinsic value of $3,815. Options exercisable at December 31, 2009 under the 1994 plan had aweighted average
contractual life of 4.8 yearsand $438 intrinsic value. Theintrinsic value of options exercised during 2009, 2008 and 2007 was $2,199, $8,565 and $17,895, respectively.

The cost related to stock-based empl oyee compensation for employee stock options included in the determination of net income is based on estimated forfeitures for the given year.
Estimated forfeitures are adjusted to reflect actual forfeitures at the end of the vesting period. The following table summarizes the weighted average fair value of employee stock options
for the periods shown and the associated assumptions used to cal cul ate the value:

2009 2008 2007
Weighted average fair value per share $ 6.53 $ 9.91 $ 2183
Life of options (in years) 70 7.0 7.0
Dividend yield 8.5% 55% 4.0%
Volatility 36.57% 22.17% 17.32%
Risk-freeinterest rate 2.17% 3.09% 4.73%

At December 31, 2009 and 2008, the Company had 244,640 and 207,070 outstanding unvested shares granted under restricted stock awards. The Company issued 169,851 shares of
restricted stock valued at $8,360 as part of its stock-based compensation plan during the year ended December 31, 2009. Restricted stock vesting during the year ended December 31,
2009 totaled 130,981 shares and had fair values at the grant date ranging from $48.60 to $147.75 per share. The total fair value of shares vested was $10,731, $10,668 and $8,590 for the
years ended December 31, 2009, 2008 and 2007, respectively.

Total employee stock-based compensation cost recognized in income was $11,446, $17,268, and $13,502 for the years ended December 31, 2009, 2008 and 2007, respectively, and total
capitalized stock-based compensation cost was $6,000, $6,499, and $5,106 for the years ended December 31, 2009, 2008 and 2007, respectively. At December 31, 2009, there was atotal of
$1,595 and $5,953 in unrecognized compensation cost for unvested stock options and unvested restricted stock, respectively, which does not include estimated forfeitures. The
unrecognized compensation cost for unvested stock options and restricted stock is expected to be recognized over aweighted average period of 1.52 years and 2.26 years, respectively.

Deferred Stock Performance Plan

The Company’s Board of Directors and its Compensation Committee approved a multiyear performance plan (“the 2008 Performance Plan”). On June 1, 2008, awards in connection with
this plan with an estimated compensation cost of $8,958 were granted to senior management and other selected officers (2008 Performance Plan Awards’). The 2008 Performance Plan
awards areinitialy in the form of deferred stock awards, with no dividend rights, granted under the Company’s 1994 Plan. These deferred stock awards will beforfeited in their entirety
unless the Company’stotal return to shareholders, consisting of stock price appreciation plus cumulative dividends without reinvestment or compounding (the “ Actual TRS"), over the
measurement period exceeds both (i) an Absolute TRS
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Target and (ii) aRelative TRS Target. The measurement period of the 2008 Performance Plan began on June 1, 2008 with a starting common stock price equal to the average closing price
of the Company’s common stock on the twenty trading days prior to June 1, 2008. The measurement period will end on May 31, 2011, again using atwenty-day average closing price.
The measurement period will end earlier upon achangein control of the Company.

The “Absolute TRS Target” that must be exceeded during the measurement period is a 32% total return performance (or apro rated amount in the event the measurement period is less
than three years due to achange in control). The “ Relative TRS Target” that must be exceeded is the total return performance (stock price appreciation plus cumulative dividends
without reinvestment or compounding) during the measurement period of the Financial Times and the London Stock Exchange (FTSE) NAREIT Apartment Index. If the Actual TRS
exceeds both the Absolute TRS Target and the Relative TRS Target, the total funding pool will equal 10% of the simple average of (i) the excess shareholder value created by the Actual
TRS exceeding the Absolute TRS Target and (ii) the excess shareholder value created by the Actual TRS exceeding the Relative TRS Target, provided that in no event will the total
funding pool exceed $60 million.

Each participating officer's 2008 Performance Plan award is designated as a specified “ Participation Percentage” in the 2008 Performance Plan. If both TRS targets are exceeded at the
end of the measurement period, then each participating officer will earn deferred stock awards having atotal value (based on the closing price of the Company’s common stock on the
last day of the measurement period) equal to that officer’s participation percentage multiplied by the total funding pool. The total funding pool will under no circumstance exceed

$60 million. Any unearned deferred stock awards (i.e., deferred stock awards in excess of the number of awards having avalue equal to that officer’s participation percentage in the total
funding pool) will be forfeited. Earned deferred stock awards will convert into vested unrestricted common stock (50%), and unvested restricted common stock with a one-year vesting
period (50%), subject to earlier forfeiture or acceleration under certain circumstances. Dividends will be paid on both the unrestricted common stock and the restricted common stock.

The Company will recognize compensation expense for the 2008 Performance Plan over the three year measurement period for the 50% of each award which vests at the end of the
measurement period. For the remaining 50% of each award, the Company will recognize compensation expense over the four year period which includes the measurement period as well
as the one-year vesting period subsequent to the end of the measurement period. The recognition of compensation cost will take into account actual forfeitures aswell as retirement
eligibility. The Company used a Monte Carlo model to assess the compensation cost associated with the 2008 Performance Plan. The estimated compensation cost was derived using
the following assumptions: baseline share value of $102.16, dividend yield of 3.53%, estimated volatility figures over thelife of the plan using 50% historical volatility and 50% implied
volatility and risk free rates over thelife of the plan ranging from 2.13% to 2.97%, resulting in an estimated fair value per share of $14.15. During the years ended December 31, 2009 and
2008, the Company recognized expense of $1,673 and $1,013, respectively in earnings and capitalized stock-based compensation costs of $895 and $582, respectively for the 2008
Performance Plan.

Employee Stock Purchase Plan

In October 1996, the Company adopted the 1996 Non-Qualified Employee Stock Purchase Plan (as amended, the “ESPP”). Initially 1,000,000 shares of common stock were reserved for
issuance under this plan. There are currently 755,484 shares remaining available for issuance under the plan. Full-time employees of the Company generally are eligible to participatein
the ESPPif, as of thelast day of the applicable election period, they have been employed by the Company for at least one month. All other employees of the Company are eligible to
participate provided that, as of the applicable election period, they have been employed by the Company for 12 months. Under the ESPP, eligible employees are permitted to acquire
shares of the Company’s common stock through payroll deductions, subject to maximum purchase limitations. The purchase period is a period of seven months beginning each April 1
and ending each October 30. The purchase price for common stock purchased under the plan is 85% of the lesser of the fair market value of the Company’s common stock on the first
day of the applicable purchase period or the last day of the applicable purchase period. The offering dates, purchase dates and duration of purchase periods may be changed, if the
changeis announced prior to the beginning of the affected date or purchase period. The Company issued 16,971, 8,460 and 8,577 shares and recognized compensation expense of $118,
$90 and $158 under the ESPP for the years ended December 31, 2009, 2008 and 2007, respectively. The Company accounts for transactions under the ESPP using the fair value method
prescribed by accounting guidance
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applicable to entities that use employee share purchase plans, as further discussed in Note 1, “Organization and Basis of Presentation.”
11. Fair Value
Fair VValue Methodology

Asabeasisfor applying a market-based approach in fair value measurements, GAAP establishes afair value hierarchy that distinguishes between market participant assumptions based
on market data obtained from sources independent of the reporting entity and the reporting entity’s own assumptions about market participant assumptions. The valuation of financial
instruments can be determined using widely accepted valuation techniques.

The Company applies valuation models such as discounted cash flow analysis on the expected cash flows of each instrument which considers the contractual terms of the instruments,
including the period to maturity, and uses observable market-based inputs, including interest rate curves and market prices, as available and applicable. In addition, the Company
incorporates credit val uation adjustments to appropriately reflect both its own nonperformance risk and the respective counterparty’s nonperformancerisk in the fair value
measurements as discussed below. When market-based inputs are not available in valuing the Company’s financial instruments, such as for valuing redeemable noncontrolling
interests, the Company uses unobservabl e inputs considering the assumptions that market participants would make in deriving the fair value. The use of different market assumptions
and/or estimation methodologies may have amaterial effect on the Company’s estimates of fair value.

Financial Instruments Carried at Fair Value

Derivative Financial Instruments

Currently, the Company uses interest rate swap and interest rate cap agreements to manage itsinterest rate risk. These instruments are carried at fair value in the Company’ sfinancial
statements. See Note 5, “ Derivative | nstruments and Hedging Activities,” for derivative values at December 31, 2009 and a description of where these amounts are recorded in the
financial statements. In adjusting the fair value of its derivative contracts for the effect of counterparty nonperformance risk, the Company has considered the impact of its net position
with agiven counterparty, aswell as any applicable credit enhancements, such as collateral postings, thresholds, mutual puts, and guarantees. Although the Company has determined
that the majority of the inputs used to value its derivatives fall within Level 2 of the fair value hierarchy, the credit valuation adjustments associated with its derivatives use Level 3
inputs, such as estimates of current credit spreads, to evaluate the likelihood of default by itself and its counterparties. As of December 31, 2009, the Company assessed the significance
of theimpact of the credit valuation adjustments on the overall valuation of its derivative positions and has determined it is not significant. As aresult, the Company has determined
that its derivative valuations are classified in Level 2 of thefair value hierarchy.

Redeemable Noncontrolling Interests

Redeemable noncontrolling interests are reported at fair value, with reductionsin fair value recorded only to the extent that the Company has previously recorded increasesin fair value
above the redeemabl e noncontrolling interests’ initial basis.

. Puts — The Company provided redemption options (the “ Puts") that allow two of the Company’sjoint venture partners to require the Company to purchase their interestsin
theinvestments at the future fair market value. One Put is payable in cash or, at the Company’s option, common stock of the Company, and the second is payablein cash.
The Company determines the fair value of the Puts based on unobservable inputs considering the assumptions that market participants would make in pricing the
obligations, including applying discount factors to the estimated future cash flows of the asset underlying the associated joint venture, which in the case of the Putsisthe
NOI from an apartment community, aswell as potential disposition proceeds utilizing market capitalization rates, to derive thefair value of the position. Given the significance
of the unobservable inputs, the valuations are classified in Level 3 of thefair value hierarchy.
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At December 31, 2008, the Puts aggregate fair value was $9,057. At December 31, 2009, the aggregate fair value of the Puts was $4,101.

. DownREIT units — The Company issued units of limited partnership interest in DownREITs which provide the DownREIT limited partners the ability to present all or some
of their unitsfor redemption for a cash amount as determined by the applicable partnership agreement. Under the DownREIT agreements, for each limited partnership unit,
the limited partner is entitled to receive cash in the amount equal to the fair value of the Company’s common stock on or about the date of redemption. In lieu of cash
redemption, the Company may elect to exchange such units for an equal number of shares in the Company’s common stock. The limited partnership unitsin DownREITs are
valued using the market price of the Company’s common stock, aLevel 1 price under thefair value hierarchy. At December 31, 2008, the fair value of the DownREIT unitswas
$1,177. At December 31, 2009, the fair value of the DownREIT units was $1,260.

Financia Instruments Not Carried at Fair Value

Cash and Cash Equivalents

Cash and cash equivalent balances are held with various financial institutions within principal protected accounts. The Company monitors credit ratings of these financial institutions
and the concentration of cash and cash equivalent balances with any one financial institution and believes the likelihood of realizing material |osses related to cash and cash equivalent
balances is remote. Cash and cash equivalents are carried at their face amounts, which reasonably approximate their fair values.

Other Financial Instruments
Rents receivable, accounts and construction payable and accrued expenses and other liabilities are carried at their face amounts, which reasonably approximate their fair values.

The Company valuesits bond indebtedness, notes payable and outstanding amounts under the Credit Facility using a discounted cash flow analysis on the expected cash flows of
each instrument. This analysis reflects the contractual terms of the instrument, including the period to maturity, and uses observable market-based inputs, including interest rate curves.
The process also considers credit val uation adjustments to appropriately reflect the Company’s nonperformance risk. The Company has concluded that the value of its bond
indebtedness and notes payable are Level 2 prices as the majority of the inputs used to value its positions fall within Level 2 of the fair value hierarchy. Bond indebtedness, notes
payable and outstanding amounts under the Company’s Credit Facility (as applicable) with an aggregate outstanding par amount of approximately $3,977,320 and $3,676,000 had an
estimated aggregate fair value of $4,052,817 and $3,612,130 at December 31, 2009 and December 31, 2008, respectively.

12. Related Party Arrangements

Unconsolidated Entities

The Company manages unconsolidated real estate entities for which it receives asset management, property management, devel opment and redevel opment fee revenue. From these
entities, the Company received fees of $7,328, $6,568 and $6,142 in the years ended December 31, 2009, 2008 and 2007, respectively. These fees are included in management, devel opment
and other fees on the accompanying Consolidated Statements of Operations and Other Comprehensive Income. In addition, the Company has outstanding receivables associated with
its management role of $2,344 and $5,043 as of December 31, 2009 and 2008, respectively.

Director Compensation

Directors of the Company who are also employees receive no additional compensation for their services as adirector. Following each annual meeting of stockholders starting with the
2006 annual meeting, non-employee directors receive (i) anumber of shares of restricted stock (or deferred stock awards) having avalue of $100 and (ii) a cash payment of $40, payable
in quarterly installments of $10. After September 20, 2007, the cash payment increased to $50, payable in quarterly installments of $12.5. The value of the restricted stock or deferred
stock award increased to $125 following
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the 2008 annual meeting. The number of shares of restricted stock (or deferred stock awards) is cal culated based on the closing price on the day of the award. Non-employee directors
may elect to receive al or aportion of cash paymentsin the form of a deferred stock award. In addition, the Lead Independent Director receives an annual fee of $30 payablein equal
monthly installments of $2.5.

The Company recorded non-employee director compensation expense relating to the restricted stock grants and deferred stock awards in the amount of $856, $2,170 and $855 for the
years ended December 31, 2009, 2008 and 2007, respectively as a component of general and administrative expense. Deferred compensation relating to these restricted stock grants and
deferred stock awards was $365 and $137 on December 31, 2009 and December 31, 2008, respectively. Compensation expense during 2008 includes additional expense associated
primarily with the accelerated award vesting for directors.

13. Quarterly Financial Information

The following summary represents the quarterly results of operations for the years ended December 31, 2009 and 2008: (unaudited)

For the three months ended (4)

3-31-09 6-30-09 9-30-09 12-31-09
Total revenue @ $ 209,733 $ 212,259 $ 215,160 $ 214,429
Income (loss) from continuing operations @) (2) (3) $ 43153 $ 13,076 $ 27,623 $  (7,437)
Income from discontinued operations(®) $ 3,948 $ 3647 $ 30478 $ 39,787
Net income attributable to common stockholders $ 47425 $ 17674 $ 58154 $ 32394
Net income per common share — basic $ 0.60 $ 0.22 $ 0.72 $ 0.40
Net income per common share — diluted $ 0.59 $ 0.22 $ 0.72 $ 0.40

For the three months ended (4)
3-31-08 6-30-08 9-30-08 12-31-08
Total revenue @ $ 194,314 $ 201,165 $ 208378 $ 210,366
Income (loss) from continuing operations () (5) $ 40,145 $ 44,636 $ 43460 $  (29,749)
Income from discontinued operations(2) $ 84l $ 82803 $ 189426 $ 31615
Net income (loss) attributable to common stockholders $ 46,2275 $ 125159 $ 231,406 $  (1806)
Net income (loss) per common share — basic $ 0.60 $ 1.63 $ 3.00 $ (0.02)
Net income (loss) per common share — diluted $ 0.60 $ 161 $ 2.98 $ (0.02)
(] Amounts may not equal previously reported results due to reclassification between income from continuing operations and income from discontinued operations.
@ Income from continuing operations for the second quarter of 2009 includes an impairment charge of approximately $20,302 associated with the Company’s planned reduction in
development activity.
(€] Income from continuing operations for the fourth quarter of 2009 includes an impairment charge of approximately $850 associated with the Company’s planned reduction in
development activity and a charge of approximately $26,000 related to the October 2009 tender offer.

@ Amounts may not equal full year results due to rounding.
®) Income from continuing operations for the fourth quarter of 2008 includes an impairment charge of approximately $57,899 associated with the Company’s planned reduction in

development activity.

14. Subsequent Events

The Company has evaluated subsequent events through the date on which this Form 10-K was filed, the date on which these financial statements were issued, and identified the items
below for discussion.

In January 2010, the Company sold one community, Avalon at Danada Farms, located in Wheaton, Illinois. Avalon at Danada Farms contains 295 apartment homes and was sold for
$45,450. The Company estimates that it will record at gain of approximately $18,000 related to this disposition.

In February 2010, Fund Il purchased its third community, located in Gaithersburg, Maryland. The community, renamed Avalon Rothbury, contains 203 homes and was acquired for a
purchase price of $31,250.

In February 2010, the Company sold one community, Avalon Knoll, located in Germantown, Maryland. Avalon Knoll
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contains 300 apartment homes and was sold for $37,500. The Company estimates that it will record again of approximately $32,000 related to this disposition.
Alsoin February 2010, the Company repaid a 6.47% fixed rate secured mortgage note in the amount of $13,961 in advance of its March 2012 schedule maturity date.
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AVALONBAY COMMUNITIES, INC.
REAL ESTATE AND ACCUMULATED DEPRECIATION
December 31, 2009
(Dollarsin thousands)

Initial Cost Total Cost
Building/ Costs Building /
Constructionin Subsequent to Constructionin Total Cost, Net of Y ear of
Progress & Acquisition/ Progress & Accumulated Accumulated Completion/

Current Communities City and state Land Improvements Construction Land Improvements Total Depreciation Depreciation Encumbrances Acquisition
Avalon at Lexington Lexington, MA $ 2,124 $ 12,599 $ 1,737 $ 2,124 $ 14,336 $ 16,460 $ 7,665 $ 8,795 $11,226 1994
Avalon Oaks Wilmington, MA 2,129 18,656 505 2,129 19,161 21,290 7,377 13,913 16,794 1999
Avalon Summit Quincy, MA 1,743 14,670 1,281 1,743 15,951 17,694 7,650 10,044 = 1986/1996
Avalon Essex Peabody, MA 5,184 16,303 536 5,184 16,839 22,023 5,879 16,144 — 2000
Avalon at Prudential Boston, MA

Center 25,811 104,399 27,123 25,811 131,522 157,333 48,332 109,001 — 1968/1998
Avalon Oaks West Wilmington, MA 3,318 13,467 199 3,318 13,666 16,984 3,887 13,097 16,661 2002
Avalon Orchards Marlborough, MA 2,983 18,037 397 2,983 18,434 21,417 5,157 16,260 19,011 2002
Avalon at Newton Newton, MA

Highlands 11,039 45,527 692 11,039 46,219 57,258 10,424 46,834 — 2003
Avalon at The Pinehills | Plymouth, MA 3,623 16,292 93 3,623 16,385 20,008 3,157 16,851 — 2004
Avalon at Crane Brook Peabody, MA 12,381 42,298 282 12,381 42,580 54,961 8,233 46,728 30,440 2004
Essex Place Peabody, MA 4,645 19,007 11,759 4,645 30,766 35,411 4,203 31,208 — 2004
Avalon at Bedford Center Bedford, MA 4,257 20,547 — 4,257 20,547 24,804 2,974 21,830 15,871 2005
Avalon Chestnut Hill Chestnut Hill, MA 14,572 45,911 = 14,572 45,911 60,483 5,190 55,293 41,501 2007
Avalon Shrewsbury Shrewsbury, MA 5,152 30,608 — 5,152 30,608 35,760 3,501 32,259 21,130 2007
Avalon Danvers Danvers, MA 7,009 75,947 — 7,009 75,947 82,956 5,981 76,975 — 2006
Avalon Woburn Woburn, MA 20,649 62,678 — 20,649 62,678 83,327 6,028 77,299 55,805 2007
Avalon at Lexington Hills Lexington, MA 8,544 78,440 — 8,544 78,440 86,984 5,278 81,706 — 2007
Avalon Acton Acton, MA 13,125 49,758 — 13,125 49,758 62,883 3,041 59,842 45,000 2007
Avalon Sharon Sharon, MA 4,719 25,502 — 4,719 25,502 30,221 1,379 28,842 — 2007
Avalon at Center Place Providence, RI — 26,816 2,721 — 29,537 29,537 13,094 16,443 — 1991/1997
Avalon at Hingham Hingham, MA

Shipyard 12,208 42,013 — 12,208 42,013 54,221 1,551 52,670 — 2009
Avalon Northborough | Northborough, MA 3,304 21,726 — 3,304 21,726 25,030 326 24,704 — 2009
Avalon Blue Hills Randolph, MA 11,051 34,265 = 11,051 34,265 45,316 545 44,771 = 2009
Avalon Gates Trumbull, CT 4,414 31,268 2,030 4,414 33,298 37,712 14,481 23,231 41,321 1997
Avalon Glen Stamford, CT 5,956 23,993 2,617 5,956 26,610 32,566 14,513 18,053 — 1991
Avalon Springs Wilton, CT 2,116 14,664 519 2,116 15,183 17,299 6,711 10,588 — 1996
Avalon Valley Danbury, CT 2,277 23,781 385 2,277 24,166 26,443 8,970 17,473 = 1999
Avalon on Stamford Harbor Stamford, CT 10,836 51,989 144 10,836 52,133 62,969 13,974 48,995 65,695 2003
Avalon New Canaan New Canaan, CT 4,834 19,485 150 4,834 19,635 24,469 5,296 19,173 — 2002
Avalon at Greyrock Place Stamford, CT 13,819 56,499 526 13,819 57,025 70,844 14,761 56,083 61,690 2002
Avalon Danbury Danbury, CT 4,933 30,581 107 4,933 30,688 35,621 4,841 30,780 — 2005
Avalon Darien Darien, CT 6,926 34,594 78 6,926 34,672 41,598 7,571 34,027 51,172 2004
Avalon Milford | Milford, CT 8,746 22,699 56 8,746 22,755 31,501 4,444 27,057 — 2004
Avalon Huntington Shelton, CT 5,048 20,166 — 5,048 20,166 25,214 770 24,444 — 2008
Avalon Commons Smithtown, NY 4,679 28,509 917 4,679 29,426 34,105 12,484 21,621 55,100 1997
Avalon Towers Long Beach, NY 3,118 12,709 5,767 3,118 18,476 21,594 8,200 13,394 — 1990/1995
Avalon Court Melville, NY 9,228 50,021 1,162 9,228 51,183 60,411 19,362 41,049 = 1997/2000
Avalon at Glen Cove South Glen Cove, NY 7,871 59,969 312 7,871 60,281 68,152 11,516 56,636 — 2004
AvalonPines| & Il Coram, NY 8,700 62,931 81 8,700 63,012 71,712 9,957 61,755 — 2005
Avalon at Glen Cove North Glen Cove, NY 2,577 37,336 31 2,577 37,367 39,944 3,447 36,497 — 2007
Avalon Cove Jersey City, NJ 8,760 82,453 2,368 8,760 84,821 93,581 37,233 56,348 — 1997
Avalon at Edgewater Edgewater, NJ 14,528 60,240 670 14,528 60,910 75,438 17,650 57,788 78,565 2002
Avalon at Florham Park Florham Park, NJ 6,647 34,906 562 6,647 35,468 42,115 11,522 30,593 — 2001
Avalon Lyndhurst Lyndhurst, NJ 18,621 62,363 — 18,621 62,363 80,984 5,989 74,995 — 2006
Avalon Run & Run East Lawrenceville, NJ 14,650 60,486 1,589 14,650 62,075 76,725 12,208 64,517 — 1996
Avalon Watch West Windsor, NJ 5,585 22,394 8,132 5,585 30,526 36,111 14,120 21,991 — 1988
Avalon at Freehold Freehold, NJ 4,119 30,514 193 4,119 30,707 34,826 8,788 26,038 36,630 2002
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AVALONBAY COMMUNITIES, INC.
REAL ESTATE AND ACCUMULATED DEPRECIATION
December 31, 2009
(Dollarsin thousands)

Initial Cost Total Cost
Building/ Costs Building/
Constructionin  Subsequent to Constructionin Total Cost, Net of Y ear of
Progress & Acquisition/ Progress & Accumulated Accumulated Completion/

Current Communities City and state Land Improvements Construction Land Improvements Total Depreciation Depreciation Encumbrances Acquisition
Avalon Run East |1 Lawrenceville, NJ 6,766 45,377 95 6,766 45,472 52,238 8,300 43,938 39,250 2003
Avalon at Tinton Falls Tinton Falls, NJ 7,939 33,106 — 7,939 33,106 41,045 1,745 39,300 — 2007
Avalon Gardens Nanuet, NY 8,428 45,660 1,491 8,428 47,151 55,579 19,573 36,006 66,237 1998
Avalon Green Elmsford, NY 1,820 10,525 1,606 1,820 12,131 13,951 5,859 8,092 — 1995
Avalon Willow Mamaroneck, NY 6,207 40,791 605 6,207 41,396 47,603 14,622 32,981 = 2000
TheAvalon Bronxville, NY 2,889 28,324 366 2,889 28,690 31,579 10,346 21,233 — 1999
Avalon on the Sound New Rochelle, NY — 116,239 1,115 — 117,354 117,354 30,833 86,521 — 2001
Avalon Riverview | Long Island City, NY — 94,166 1,068 — 95,234 95,234 24,868 70,366 — 2002
Avalon Bowery Placel New York, NY 18,575 73,555 680 18,575 74,235 92,810 8,354 84,456 93,800 2006
Avalon Riverview North Long Island City, NY — 169,057 272 — 169,329 169,329 12,779 156,550 — 2007
Avalon on the Sound East New Rochelle, NY — 179,427 227 — 179,654 179,654 13,750 165,904 — 2007
Avalon Bowery Placell New York, NY 9,104 46,628 34 9,104 46,662 55,766 3,384 52,382 48,500 2007
Avalon White Plains White Plains, NY 15,328 135,103 — 15,328 135,103 150,431 3,336 147,095 — 2009
Avalon Morningside Park New York, NY — 109,654 — — 109,654 109,654 4,356 105,298 100,000 2009
Avalon Charles Pond Coram, NY 14,719 38,359 = 14,719 38,359 48,078 758 47,320 = 2009
Avalon at Fairway Hillsl, Columbia, MD

I, &1 8,603 34,432 9,913 8,603 44,345 52,948 20,007 32,941 — 1987/1996
Avalon Symphony Woods Columbia, MD

(SGlen) 1,594 6,384 5,850 1,594 12,234 13,828 4,880 8,948 9,780 1986
Avalon Symphony Woods Columbia, MD

(SGate) 7,207 29,151 5,394 7,207 34,545 41,752 3,207 38,545 — 1986/2006
Avalon at Foxhall Washington, DC 6,848 27,614 10,624 6,848 38,238 45,086 18,068 27,018 59,010 1982
Avalon at Gallery Place| Washington, DC 8,800 39,731 514 8,800 40,245 49,045 9,641 39,404 45,850 2003
Avalon at Decoverly Rockville, MD 11,865 49,686 1,973 11,865 51,659 63,524 15,969 47,555 — 1991/1995
AvalonFields| Gaithersburg, MD 2,608 11,707 226 2,608 11,933 14,541 5,773 8,768 9,714 1996
Avalon Fields|! Gaithersburg, MD 1,439 6,846 48 1,439 6,894 8,333 2,811 5,622 — 1998
Avalon at Rock Spring North Bethesda, MD — 81,796 790 — 82,586 82,586 19,880 62,706 — 2003
Avalon at Grosvenor North Bethesda, MD

Station 29,159 53,001 292 29,159 53,293 82,452 11,571 70,881 — 2004
Avalon at Traville North Potomac, MD 14,365 55,398 339 14,365 55,737 70,102 11,754 58,348 77,700 2004
Avalon Fair Lakes Fairfax, VA 6,096 24,400 7,390 6,096 31,790 37,886 12,046 25,840 — 1989/1996
Avalon at Ballston — Arlington, VA

Washington Towers 7,291 29,177 2,747 7,291 31,924 39,215 16,970 22,245 — 1990
Avalon at Cameron Court Alexandria, VA 10,292 32,930 1,360 10,292 34,290 44,582 13,844 30,738 94,572 1998
Avalon at Providence Park Fairfax, VA 2,152 8,907 883 2,152 9,790 11,942 4,320 7,622 — 1988/1997
Avalon Crescent McLean, VA 13,851 43,397 673 13,851 44,070 57,921 19,071 38,850 110,600 1996
Avalon at Arlington Square Arlington, VA 22,041 90,296 1,342 22,041 91,638 113,679 26,837 86,842 170,125 2001
Avalon Knol | Germantown, MD 1,412 5,673 1,918 1,412 7,591 9,003 4,849 4,154 = 1985
Avalon at Danada Farms Wheaton, IL 7,535 31,299 1,196 7,535 32,495 40,030 13,150 26,880 — 1997
Avalon at Stratford Green Bloomingdale, IL 4,326 17,569 358 4,326 17,927 22,253 7,381 14,872 = 1997
Avalon Arlington Heights Arlington Heights, IL 9,750 39,661 7,575 9,750 47,236 56,986 14,041 42,945 — 1987/2000
Avalon Redmond Place Redmond, WA 4,558 18,368 8,996 4,558 27,364 31,922 9,630 22,292 — 1991/1997
Avalon at Bear Creek Redmond, WA 6,786 27,641 1,856 6,786 29,497 36,283 11,304 24,979 — 1998
Avalon Bellevue Bellevue, WA 6,664 24,119 310 6,664 24,429 31,093 7,790 23,303 26,698 2001
Avalon RockM eadow Bothell, WA 4,777 19,742 513 4,777 20,255 25,032 6,776 18,256 — 2000
Avalon WildReed Everett, WA 4,253 18,676 203 4,253 18,879 23,132 6,266 16,866 — 2000
Avalon HighGrove Everett, WA 7,569 32,041 332 7,569 32,373 39,942 10,327 29,615 — 2000
Avalon ParcSquare Redmond, WA 3,789 15,146 607 3,789 15,753 19,542 5,267 14,275 — 2000
Avalon Brandemoor Lynwood, WA 8,608 36,679 404 8,608 37,083 45,691 11,437 34,254 — 2001
Avalon Belltown Seattle, WA 5,644 12,733 122 5,644 12,855 18,499 3,947 14,552 = 2001
Avalon Meydenbauer Bellevue, WA 12,654 76,711 — 12,654 76,711 89,365 4,347 85,018 — 2008
Avalon Fremont Fremont, CA 10,746 43,399 3,166 10,746 46,565 57,311 18,921 38,390 — 1994
Avalon Dublin Dublin, CA 5,276 19,642 3,776 5,276 23,418 28,694 9,316 19,378 — 1989/1997
Avalon Pleasanton Pleasanton, CA 11,610 46,552 7,864 11,610 54,416 66,026 21,581 44,445 — 1988/1994




Current Communities
Avalon at Union
Square

Waterford

Avalon at Willow
Creek

Avalon at Dublin
Station

Avalon Union City

Avalon at Cedar Ridge

Avalon at Nob Hill
Crowne Ridge
Avalon Foster City

Avalon Towers by the
Bay

Avalon Pacifica

Avalon Sunset Towers

Avalon at Diamond
Heights

Avalon at Mission
Bay North

Avalon at Mission
Bay Il

Avalon Campbell

CountryBrook
Avalon onthe
Alameda

Avalon Rosewalk

Avalon Silicon Valley
Avalon Mountain
View

Avalon at Creekside

Avalon at Cahill Park
Avalon Towers on the
Peninsula

Countrybrook I1
Avalon Newport
Avalon Mission Viejo

Avalon at South Coast

Avalon Santa
Margarita

Avalon at Pacific Bay

Avalon Warner Place

Avalon Anaheim
Stadium

Avalon at Mission
Bay

Avalon at Mission
Ridge

Avalon at Cortez Hill

Avalon Fashion
Valley

Avalon at Media
Center

Avalon Woodland
Hills

Avalon at Warner
Center

Avalon Glendale

Avalon Burbank

City and
state
Union City,
CA
Hayward,
CA
Fremont,
CA
Dublin, CA

Union City,
CA
Daly City,
CA
San
Francisco,
CA
San Rafael,
CA
Foster City,
CA
San
Francisco,
CA
Pacifica,
CA
San
Francisco,
CA
San
Francisco,
CA
San
Francisco,
CA
San
Francisco,
CA
Campbell,
CA
San Jose,
CA
San Jose,
CA
San Jose,
CA
Sunnyvale,
CA
Mountain
View, CA
Mountain
View, CA
San Jose,
CA
Mountain
View, CA
San Jose,
CA
CostaMesa,
CA
Mission
Viejo, CA
CostaMesa,
CA
Rancho
Santa
Margarita,
CA
Huntington
Beach, CA
Canoga
Park, CA
Anaheim,
CA
San Diego,
CA
San Diego,
CA
San Diego,
CA
San Diego,
CA
Burbank,
CA
Woodland
Hills, CA
Woodland
Hills, CA
Burbank,
CA
Burbank,
CA
Camarillo,

December 31, 2009

(Dollarsin thousands)

AVALONBAY COMMUNITIES, INC.
REAL ESTATE AND ACCUMULATED DEPRECIATION

Initial Cost Total Cost
Building / Costs Building /
Constructionin Subsequent to Constructionin Total Cost, Net of Y ear of
Progress & Acquisition/ Progress & Accumulated Accumulated Completion/
Land Improvements Construction Land Improvements Total Depreciation Depreciation Encumbrances Acquisition
4,249 16,820 1,855 4,249 18,675 22,924 7,781 15,143 — 1973/1996
11,324 45,717 5,149 11,324 50,866 62,190 21,665 40,525 33,100 1985/1986
6,581 26,583 3,329 6,581 29,912 36,493 12,690 23,803 — 1985/1994
10,058 74,298 24 10,058 74,322 84,380 4,782 79,598 — 2006
14,731 104,009 — 14,731 104,009 118,740 1,419 117,321 — 2009
4,230 9,659 15,252 4,230 24,911 29,141 9,494 19,647 = 1972/1997
5,403 21,567 1,222 5,403 22,789 28,192 9,230 18,962 20,800 1990/1995
5,982 16,885 10,233 5,982 27,118 33,100 11,722 21,378 = 1973/1996
7,852 31,445 4,894 7,852 36,339 44,191 14,202 29,989 — 1973/1994
9,155 57,631 269 9,155 57,900 67,055 20,408 46,647 = 1999
6,125 24,796 1,560 6,125 26,356 32,481 10,728 21,753 17,600 1971/1995
3,561 21,321 4,008 3,561 25,329 28,890 10,779 18,111 = 1961/1996
4,726 19,130 5,077 4,726 24,207 28,933 8,727 20,206 — 1972/1994
14,029 78,452 667 14,029 79,119 93,148 19,006 74,142 73,269 2003
28,686 118,227 — 28,686 118,227 146,913 1,575 145,338 — 2009
11,830 47,828 1,014 11,830 48,842 60,672 19,295 41,377 38,800 1995
9,384 38,791 4,699 9,384 43,490 52,874 16,369 36,505 13,961 1985/1996
6,119 50,230 590 6,119 50,820 56,939 18,997 37,942 53,980 1999
15,814 62,028 2,130 15,814 64,158 79,972 25,022 54,950 — 1997/1999
20,713 99,573 3,241 20,713 102,814 123,527 40,874 82,653 150,000 1997
9,755 39,393 9,735 9,755 49,128 58,883 17,196 41,687 18,300 1986
6,546 26,301 10,810 6,546 37,111 43,657 14,259 29,398 — 1962/1997
4,765 47,600 382 4,765 47,982 52,747 12,627 40,120 — 2002
9,560 56,136 115 9,560 56,251 65,811 15,440 50,371 — 2002
3,536 14,256 213 3,536 14,469 18,005 1,232 16,773 — 2007
1,975 3,814 4,652 1,975 8,466 10,441 3,450 6,991 — 1956/1996
2,517 9,257 2,346 2,517 11,603 14,120 5,014 9,106 7,635 1984/1996
4,709 16,063 5,255 4,709 21,318 26,027 9,051 16,976 = 1973/1996
4,607 16,911 3,009 4,607 19,920 24,527 8,276 16,251 — 1990/1997
4,871 19,745 8,617 4,871 28,362 33,233 11,177 22,056 — 1971/1997
7,920 44,822 — 7,920 44,822 52,742 2,468 50,274 — 2007
27,853 69,188 772 27,853 69,960 97,813 1,880 95,933 — 2009
9,922 40,633 16,331 9,922 56,964 66,886 21,989 44,897 — 1969/1997
2,710 10,924 9,032 2,710 19,956 22,666 8,278 14,388 — 1960/1997
2,768 20,134 11,843 2,768 31,977 34,745 12,525 22,220 — 1973/1998
19,627 44,913 — 19,627 44,913 64,540 1,823 62,717 — 2008
22,483 28,104 27,138 22,483 55,242 77,725 20,885 56,840 = 1961/1997
23,828 40,372 43,701 23,828 84,073 107,901 21,299 86,602 — 1989/1997
7,045 12,986 7,533 7,045 20,519 27,564 9,012 18,552 — 1979/1998
— 41,434 133 — 41,567 41,567 9,350 32,217 — 2003
14,053 56,827 20,773 14,053 77,600 91,653 15,264 76,389 29,387 1988/2002



Avalon Camarillo

Avalon Wilshire

Avalon Encino

Development
Communities
Avalon Irvine

Avalon Walnut Creek

CA 8,447 40,291 — 8,447 40,291 48,738 5,205 43,533 —
Los
Angeles,
CA 5,459 41,182 235 5,459 41,417 46,876 3,708 43,168 =
Los
Angeles,
CA 12,788 48,866 161 12,788 49,027 61,815 1,955 59,860 —
1,138,797 5,796,633 420,833 1,138,797 6,217,466 7,356,263 1,493,630 5,862,633 2,072,280
Irvine, CA 6,750 46,416 22,938 6,750 69,354 76,104 566 75,538 —
Walnut
Creek, CA — 370 98,450 — 98,820 98,820 — 98,820 137,500
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AVALONBAY COMMUNITIES, INC.
REAL ESTATE AND ACCUMULATED DEPRECIATION
December 31, 2009
(Dollarsin thousands)

Initial Cost Total Cost
Building / Costs Building/
Constructionin Subsequent to Constructionin Total Cost, Net of Y ear of
Progress & Acquisition/ Progress & Accumulated Accumulated Completion/
Current Communities City and state Land Improvements Construction Land Improvements Total Depreciation Depreciation Encumbrances Acquisition
Avalon Norwalk Norwalk, CT — 159 50,612 — 50,771 50,771 — 50,771 — N/A
Avalon Fort Greene Brooklyn, NY 10,423 29,562 219,687 10,423 249,249 259,672 83 259,589 — N/A
Avalon Towers Bellevue Bellevue, WA — 350 73,449 — 73,799 73,799 — 73,799 — N/A
Avalon Northborough I1 Northborough, MA — 184 18,717 — 18,901 18,901 — 18,901 — N/A
Avalon at West Long West Long Branch, NJ
Branch — — 2,219 — 2,219 2,219 — 2,219 — N/A
17,173 77,041 486,072 17,173 563,113 580,286 649 579,637 137,500
Land held for
development 237,095 — — 237,095 — 237,095 — 237,095 107,063
Corporate Overhead 103,656 39,633 43,158 103,656 82,791 186,447 32,325 154,122 1,658,029
$1,496,721 $5,913,307 $950,063 $1,496,721 $6,863,370 $8,360,091 $1,526,604 $6,833,487 $3,074,872
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AVALONBAY COMMUNITIES, INC.
REAL ESTATE AND ACCUMULATED DEPRECIATION
December 31, 2009
(Dollarsin thousands)

Amountsinclude real estate assets held for sale.

Depreciation of AvalonBay Communities, Inc. building, improvements, upgrades and furniture, fixtures and equipment (FF&E) is calculated over the following useful lives, on astraight

linebasis:

Building — 30 years

Improvements, upgrades and FF& E — not to exceed 7 years

The aggregate cost of total real estate for federal income tax purposes was approximately $8,179,000 at December 31, 2009.
The changesin total real estate assets for the years ended December 31, 2009, 2008 and 2007 are as follows:

Balance, beginning of period

Acquisitions, construction costs and improvements
Dispositions, including impairment loss on planned dispositions
Balance, end of period

The changes in accumul ated depreciation for the years ended December 31, 2009, 2008 and 2007, are as follows:

Balance, beginning of period

Depreciation, including discontinued operations
Dispositions

Balance, end of period

(Back To Top)
Section 2: EX-3.11.1 (EX-3.11.1)

AMENDED AND RESTATED BYLAWS
OF
AVALONBAY COMMUNITIES, INC.
May 21, 2009

Y ears ended December 31,

2009 2008 2007
$ 8,002,487 $ 7,556,740 $ 6,615,593
493,196 757,835 1,097,959
(135,592) (312,088) (156,812)
$ 8,360,001 $ 8,002,487 $ 7,556,740

Y ears ended December 31,

2009 2008 2007
$ 1,352,744 $ 1,259,558 $ 1,105,231
218,286 199,452 180,697
(44,426) (106,266) (26,370)
$ 1,526,604 $ 1,352,744 $ 1,259,558

Exhibit 3(ii).1
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ARTICLE | MEETINGS OF STOCKHOLDERS

101 PLACE.
1.02 ANNUAL MEETINGS.

1.03MATTERS TO BE CONSIDERED AT ANNUAL MEETING.

1.04 SPECIAL MEETINGS.

1.05NQOTICE.

1.06 SCOPE OF NOTICE.

1.07 QUORUM.

1.08 VOTING.

1.09 PROXIES.

1.10 CONDUCT OF MEETINGS.

111 TABULATION OF VOTES.

1.12VOTING OF STOCK BY CERTAIN HOLDERS.
1.13INFORMAL ACTION BY STOCKHOLDERS.
1.14VOTING BY BALLOT.

ARTICLE I DIRECTORS

2.01 GENERAL POWERS.

2.02 OUTSIDE ACTIVITIES.

2.03 NUMBER, TENURE AND QUALIFICATION.
2.04 NOMINATION OF DIRECTORS.

2.05 ANNUAL AND REGULAR MEETINGS.

2.06 SPECIAL MEETINGS.

2.07 NOTICE.

2.08 QUORUM.

2.09 VOTING.

2.10 CONDUCT OF MEETINGS.

2.11 RESIGNATIONS.

2.12 REMOVAL OF DIRECTORS.
2.13VACANCIES.

2.14 CONSENT BY DIRECTORSWITHOUT A MEETING.
2.15 COMPENSATION.

2.16 LEAD INDEPENDENT DIRECTOR.

2.17 RELIANCE.

2.18 RATIFICATION.

2.19 EMERGENCY PROVISIONS.

ARTICLE Il COMMITTEES

3.01 NUMBER, TENURE AND QUALIFICATION.
3.02 DELEGATION OF POWER.
3.03 QUORUM AND VOTING.

AMENDED AND RESTATED BYLAWS
OF
AVALONBAY COMMUNITIES, INC.
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3.04 CONDUCT OF MEETINGS.
3.05 CONSENT BY COMMITTEESWITHOUT A MEETING.
3.06 VACANCIES.

ARTICLE IV OFFICERS

4.0L TITLESAND ELECTION.

4.02 REMOVAL AND RESIGNATION.
4.03 OUTSIDE ACTIVITIES.

4.04 VACANCIES.
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ARTICLEI
MEETINGS OF STOCKHOLDERS

1.01 PLACE. All meetings of the holders (the “ Stockholders”) of the issued and outstanding common stock and preferred stock of AvalonBay Communities, Inc. (the “ Corporation”)
shall be held at the principal executive office of the Corporation or such other place as shall be set by the Board of Directors and stated in the notice of the meeting.

1.02 ANNUAL MEETINGS. An annual meeting of the Stockholders for the election of directors of the Corporation (“ Directors’) and the transaction of such other business as may be
properly brought before the meeting shall be held on the date and at the time set by the Board of Directors. Failure to hold an annual meeting shall not invalidate the Corporation’s
existence or affect any otherwise valid acts of the Corporation.

103 MATTERSTO BE CONSIDERED AT ANNUAL MEETING.

(a) A proposal of business to be considered by the Stockholders may be made at an annual meeting of Stockholders (i) pursuant to the Corporation’s notice of meeting, (ii) by or
at the direction of the Board of Directorsor (iii) by any Stockholder who was a Stockholder of record of aclass of stock of the Corporation (“ Stock™) entitled to vote on the matter being
proposed (A) at the time of giving of notice provided for in this Section 1.03, (B) as of the record date for the annual meeting in question and (C) at the time of such annual meeting, and
who complied with this Section 1.03. For aproposal of business to be properly brought before an annual meeting by a Stockholder, the Stockholder must have given timely notice
thereof in writing to the Secretary of the Corporation, such business must otherwise be a proper matter for action by the Stockholders and such Stockholder must be present in person
or by proxy at the annual meeting.

To betimely, a Stockholder’s notice shall set forth all information required under this Section 1.03 and be delivered to the Secretary at the principal executive office of the
Corporation not earlier than the 150th day nor later than 5:00 p.m., Eastern Time, on the 120th day prior to the first anniversary of the date of the proxy statement for the preceding year's
annual meeting (the “Notice Anniversary Date”); provided, however, that in the event that the date of the annual meeting is advanced or delayed by more than thirty (30) days from the
first anniversary of the date of the preceding year's annual meeting, notice by the Stockholder to be timely must be so delivered not earlier than the 150th day prior to the date of such
annual meeting and not later than 5:00 p.m., Eastern Time, on the later of the 120th day prior to the date of such annual meeting or the tenth (10th) day following the day on which public
announcement of the date of such annual meeting is first made. The public announcement of a postponement or an adjournment of an annual meeting shall not commence a new time
period for the giving of astockholder’s notice as described above.

For purposes of these Bylaws, “public announcement” shall mean disclosurein a (i) press release reported by the Dow Jones News Service, Associated Press, Business Wire, PR
Newswire or other widely circulated news or wire service, (ii) document publicly filed by the Corporation with the Securities and Exchange Commission pursuant to the Securities
Exchange




Act of 1934, as amended (the “Exchange Act”), or (iii) letter or report sent to Stockholders of record of the Corporation entitled to vote at the meeting.
(b) A Stockholder’s notice to the Secretary shall set forth:

(i) asto any business that the Stockholder proposes to bring before the annual meeting, a description of such business, the Stockholder’s reasons for proposing such
business at the annual meeting and any material interest in such business of such Stockholder or any Stockholder Associated Person (as defined below), individually or in the
aggregate, including any anticipated benefit to the Stockholder or any Stockholder Associated Person therefrom;

(ii) asto the Stockholder giving the notice and any Stockholder Associated Person,

(A) the class, series and number of all shares of Stock or other securities of the Corporation or any affiliate thereof (collectively, the “ Company Securities”), if any, which
are owned (beneficially or of record) by such stockholder or Stockholder Associated Person, the date on which each such Company Security was acquired and the investment intent of
such acquisition, and any short interest (including any opportunity to profit or sharein any benefit from any decrease in the price of such stock or other security) in any Company
Securities of any such person,

(B) the nominee holder for, and number of, any Company Securities owned beneficially but not of record by such Stockholder or Stockholder Associated Person,

(C) whether and the extent to which such Stockholder or Stockholder Associated Person, directly or indirectly (through brokers, nominees or otherwise), is subject to or
during thelast six months has engaged in any hedging, derivative or other transaction or series of transactions or entered into any other agreement, arrangement or understanding
(including any short interest, any borrowing or lending of securities or any proxy or voting agreement), the effect or intent of whichisto (I) manage risk or benefit of changesin the
price of (x) Company Securities or (y) any security of any entity that was listed in the Peer Group in the Stock Performance Graph in the most recent annual report to security holders of
the Corporation (a“ Peer Group Company”) for such stockholder or Stockholder Associated Person or (I1) increase or decrease the voting power of such stockholder or Stockholder
Associated Person in the Corporation or any affiliate thereof (or, as applicable, in any Peer Group Company) disproportionately to such person’s economic interest in the Company
Securities (or, as applicable, in any Peer Group Company); and

(D) any substantial interest, direct or indirect (including, without limitation, any existing or prospective commercial, business or contractual relationship with the
Corporation), by security holdings or otherwise, of such Stockholder or Stockholder Associated Person, in the Corporation or any affiliate thereof, other than an interest arising from the
ownership of Company Securities where such Stockholder or Stockholder Associated Person
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receives no extraor special benefit not shared on apro rata basis by all other holders of the same class or series;

(iii) asto the Stockholder giving the notice and any Stockholder Associated Person with an interest or ownership referred to in clause (ii) of this paragraph (b) of this
Section 1.03,

(A) the name and address of such Stockholder, as they appear on the Corporation’s stock ledger, and the current name and business address, if different, of each such
Stockholder Associated Person and

(B) theinvestment strategy or objective, if any, of such Stockholder and each such Stockholder Associated Person who is not an individual and a copy of the prospectus,
offering memorandum or similar document, if any, provided to investors or potential investorsin such Stockholder and each such Stockholder Associated Person; and

(iv) to the extent known by the Stockholder giving the notice, the name and address of any other stockholder supporting the proposal for business on the date of such
Stockholder’ s notice.

For purposes of these Bylaws, “ Stockholder Associated Person” of any Stockholder shall mean (i) any person acting in concert with such Stockholder, (ii) any beneficial owner
of shares of stock of the Corporation owned of record or beneficially by such Stockholder (other than a stockholder that is a depositary) and (iii) any person that directly, or indirectly
through one or moreintermediaries, controls, or is controlled by, or is under common control with, such Stockholder or such Stockholder Associated Person.

(c) If information submitted pursuant to this Section 1.03 by any Stockholder proposing business at an annual meeting of Stockholders shall be inaccurate in any material respect,
such information may be deemed not to have been provided in accordance with this Section 1.03. Any such Stockholder shall notify the Corporation of any inaccuracy or change
(within two Business Days (as defined below) of becoming aware of such inaccuracy or change) in any such information. Upon written request by the Secretary or the Board of
Directors, any such Stockholder shall provide, within five (5) Business Days after delivery of such request (or such other period as may be specified in such request), (i) written
verification, satisfactory, in the discretion of the Board of Directors or any authorized officer of the Corporation, to demonstrate the accuracy of any information submitted by the
Stockholder pursuant to this Section 1.03, and (ii) awritten update of any information submitted by the Stockholder pursuant to this Section 1.03 as of an earlier date. If a Stockholder
failsto provide such written verification or written update within such period, the information as to which written verification or awritten update was requested may be deemed not to
have been provided in accordance with this Section 1.03.

(d) Only such business shall be conducted at an annual meeting of Stockholders as shall have been brought before the meeting in accordance with the procedures set forth in this
Section 1.03. The Presiding Officer (as defined in Section 1.10 hereof) of the meeting shall have the power to determine whether any business proposed to be brought before the meeting
was proposed in accordance with this Section 1.03.
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(e) Notwithstanding the foregoing provisions of this Section 1.03, a Stockholder shall also comply with all applicable requirements of state law and of the Exchange Act and the
rules and regul ations thereunder with respect to the matters set forth in this Section 1.03. Nothing in this Section 1.03 shall be deemed to affect any right of a Stockholder to request
inclusion of aproposal in, nor the right of the Corporation to omit aproposal from, the Corporation’s proxy statement pursuant to Rule 14a-8 (or any successor provision) under the
Exchange Act.

(f) This Section 1.03 shall not prevent the consideration and approval or disapproval at the annual meeting of reports of officers, Directors and committees of the Board of
Directors, but in connection with such reports, no new business shall be acted upon at such annual meeting except in accordance with the provisions of this Section 1.03.

1.04 SPECIAL MEETINGS.

(a) The Chairman of the Board of Directors, the Chief Executive Officer, the President or the Board of Directors may call special meetings of the Stockholders. In addition, subject
to subsection (b) of this Section 1.04, the Secretary of the Corporation shall call a special meeting of the Stockholders to act on any matter that may properly be considered at a meeting
of the Stockholders upon the written request of Stockholders entitled to cast amajority of all the votes entitled to be cast on such matter at such meeting.

(b) (1) Any Stockholder of record seeking to have Stockholders request a special meeting shall, by sending written notice to the Secretary (the “Record Date Request Notice”) by
registered mail, return receipt requested, request the Board of Directorsto fix arecord date to determine the Stockholders entitled to request a special meeting (the “ Request Record
Date”). The Record Date Request Notice shall set forth the purpose of the meeting and the matters proposed to be acted on at such meeting, shall be signed by one or more
Stockholders of record as of the date of signature (or their agents duly authorized in awriting accompanying the Record Date Request Notice), shall bear the date of signature of each
such Stockholder (or such agent) and shall set forth all information relating to each such Stockholder and each matter proposed to be acted on at the meeting that would be required to
be disclosed in connection with the solicitation of proxies for the election of Directorsin an election contest (even if an election contest is not involved), or would otherwise be required
in connection with such a solicitation, in each case pursuant to Regulation 14A (or any successor provision) under the Exchange Act. Upon receiving the Record Date Request Notice,
the Board of Directors may fix a Request Record Date. The Request Record Date shall not precede and shall not be more than ten (10) days after the close of business on the date on
which the resolution fixing the Request Record Date is adopted by the Board of Directors. If the Board of Directors, within fifteen (15) days after the date on which avalid Record Date
Request Noticeisreceived, failsto adopt aresolution fixing the Request Record Date, the Request Record Date shall be the close of business on the fifteenth (15th) day after the first
date on which the Record Date Request Notice is received by the Secretary.

(2) In order for any Stockholder to request a special meeting to act on any matter that may properly be considered at a meeting of stockholders, one or more written requests for
aspecial meeting (collectively, the “ Special Meeting Request”) signed by
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Stockholders of record (or their agents duly authorized in awriting accompanying the request) as of the Request Record Date entitled to cast not less than amajority of all of the votes
entitled to be cast on such matter at such meeting (the “ Special Meeting Percentage”) shall be delivered to the Secretary. In addition, the Special Meeting Request shall (i) set forth the
purpose of the meeting and the matters proposed to be acted on at such meeting (which shall be limited to those lawful matters set forth in the Record Date Request Notice received by
the Secretary), (ii) bear the date of signature of each such Stockholder (or other agent) signing the Special Meeting Request, (iii) set forth (A) the name and address, as they appear in
the Corporation’s stock ledger, of each Stockholder signing such request (or on whose behalf the Special Meeting Request is signed), (B) the class, series and number of all shares of
Stock of the Corporation which are owned (beneficially or of record) by such Stockholder and (C) the nominee holder for, and number of, shares of Stock of the Corporation owned
beneficially but not of record by such Stockholder, (iv) be sent to the Secretary by registered mail, return receipt requested and (v) be received by the Secretary within sixty (60) days
after the Request Record Date. Any requesting Stockholder (or agent duly authorized in awriting accompanying the revocation or the Special Meeting Request) may revoke his, her or
itsrequest for a special meeting at any time by written revocation delivered to the Secretary.

(3) The Secretary shall inform the requesting Stockholders of the reasonably estimated cost of preparing and delivering the notice of the meeting (including the Corporation’s
proxy materials). The Secretary shall not be required to call a special meeting upon Stockholder request and such meeting shall not be held unless, in addition to the documents required
by paragraph (2) of this Section 1.04(b), the Secretary receives payment of such reasonably estimated cost prior to the preparation and mailing or delivery of such notice of the meeting.

(4) In the case of any special meeting called by the Secretary upon the request of Stockholders (a“ Stockholder-Requested Meeting”), such meeting shall be held at such place,
date and time as may be designated by the Board of Directors; provided, however, that the date of any Stockholder-Requested Meeting shall be not more than ninety (90) days after the
record date for such meeting (the “ Meeting Record Date”); and provided further that if the Board of Directors fails to designate, within fifteen (15) days after the date that avalid Special
Meeting Request is actually received by the Secretary (the “Delivery Date”), adate and time for a Stockholder-Requested Meeting, then such meeting shall be held at 2:00 p.m. local
time on the ninetieth (90th) day after the Meeting Record Date or, if such ninetieth (90th) day is not a Business Day, on the first preceding Business Day; and provided further that in the
event that the Board of Directors failsto designate a place for a Stockholder Requested Meeting within fifteen (15) days after the Delivery Date, then such meeting shall be held at the
principal executive office of the Corporation. In fixing adate for any special meeting, the Chairman of the Board of Directors, the President, the Chief Executive Officer or the Board of
Directors may consider such factors as he, she or it deemsrelevant, including, without limitation, the nature of the mattersto be considered, the facts and circumstances surrounding
any request for the meeting and any plan of the Board of Directorsto call an annual meeting or a special meeting. In the case of any Stockholder-Requested Meeting, if the Board of
Directorsfailsto fix aMeeting Record Date that is adate within thirty (30) days after the Delivery Date, then the close of business on the thirtieth (30th) day after the Delivery Date shall
be the Meeting Record Date. The Board of Directors

-5-




may revoke the notice for any Stockholder-Requested Meeting in the event that the requesting stockholders fail to comply with the provisions of paragraph (3) of this Section 1.04(b).

(5) If written revocations of the Special Meeting Request have been delivered to the Secretary and the result is that Stockholders of record (or their agents duly authorized in
writing), as of the Request Record Date, entitled to cast less than the Special Meeting Percentage have delivered, and not revoked, requests for a special meeting to the Secretary: (i) if
the notice of the meeting has not already been delivered, the Secretary shall refrain from delivering the notice of the meeting and send to all requesting Stockhol ders who have not
revoked such requests written notice of any revocation of arequest for the special meeting, or (ii) if the notice of meeting has been delivered and if the Secretary first sendsto all
reguesting Stockholders who have not revoked requests for a special meeting on a matter written notice of any revocation of arequest for the special meeting and written notice of the
Corporation’sintention to revoke the notice of the meeting or for the Presiding Officer to adjourn the meeting without action on the matter, (A) the Secretary may revoke the notice of
the meeting at any time before ten days before the commencement of the meeting or (B) the Presiding Officer may call the meeting to order and adjourn the meeting without acting on the
matter. Any request for a special meeting received after arevocation by the Secretary of anotice of ameeting shall be considered arequest for anew special meeting.

(6) The Chairman of the Board of Directors, the President, the Chief Executive Officer or the Board of Directors may appoint regionally or nationally recognized independent
inspectors of electionsto act as the agent of the Corporation for the purpose of promptly performing a ministerial review of the validity of any purported Special Meeting Request
received by the Secretary. For the purpose of permitting the inspectors to perform such review, no such purported Special Meeting Request shall be deemed to have been delivered to
the Secretary until the earlier of (i) five (5) Business Days after receipt by the Secretary of such purported request and (ii) such date as the independent inspectors certify to the
Corporation that the valid requests received by the Secretary represent, as of the Request Record Date, Stockholders of record entitled to cast not less than the Special Meeting
Percentage. Nothing contained in this paragraph (6) shall in any way be construed to suggest or imply that the Corporation or any Stockholder shall not be entitled to contest the
validity of any reguest, whether during or after such five (5) Business Day period, or to take any other action (including, without limitation, the commencement, prosecution or defense
of any litigation with respect thereto, and the seeking of injunctiverelief in such litigation).

(7) For purposes of these Bylaws, “Business Day” shall mean any day other than a Saturday, a Sunday or a day on which banking institutionsin the State of New Y ork are
authorized or obligated by law or executive order to close.

1.05 NOTICE. Not fewer than ten (10) nor more than ninety (90) days before the date of each meeting of Stockholders, the Secretary shall give to each Stockholder entitled to vote at
such meeting and to each Stockholder not entitled to vote who is entitled to notice of the meeting notice in writing or electronic transmission, stating the time and place of the meeting
and, in the case of a special meeting or as otherwise may be required by any statute, the purpose for which the meeting is called. A single notice to al Stockholders who share an
address shall be effective as to any Stockholder at such address who consents to such notice or after having been notified
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of the Corporation’sintent to give asingle notice fails to object in writing to such single notice within sixty (60) days. Failure to give notice of any meeting to one or more Stockholders,
or any irregularity in such notice, shall not affect the validity of any meeting fixed in accordance with these Bylaws, or the validity of any proceedings at any such meeting. The
Corporation may postpone or cancel ameeting of Stockholders by making a public announcement of such postponement or cancellation prior to the meeting. Notice of the date to
which the meeting is postponed shall be given not |ess than ten days prior to such date and otherwise in the manner set forth in this section.

1.06 SCOPE OF NOTICE. No business shall be transacted at a special meeting of Stockholders except such business that is specifically designated in the notice of the meeting.
Subject to the provisions of Section 1.03, any business of the Corporation may be transacted at the annual meeting without being specifically designated in the notice, except such
business asisrequired by any statute to be stated in such notice.

1.07 QUORUM. At any meeting of Stockholders, the presence in person or by proxy of Stockholders entitled to cast amajority of all the votes entitled to be cast at such meeting on
any matter shall constitute a quorum; but this Section 1.07 shall not affect any requirement under any statute or the charter of the Corporation, as amended from time to time (the
“Charter”), for the vote necessary for the adoption of any measure. If, however, such quorum shall not be present at any meeting of Stockholders, the Presiding Officer may adjourn the
meeting from time to time to a date not more than 120 days after the original record date without notice other than announcement at the meeting. At such adjourned meeting at which a
quorum shall be present, any business may be transacted which might have been transacted at the meeting as originally notified. The Stockholders present either in person or by proxy,
at ameeting which has been duly called and at which a quorum was established, may continue to transact business until adjournment, notwithstanding the withdrawal of enough
Stockholders to leave fewer than were required to establish a quorum.

1.08 VOTING. A majority of the votes cast at ameeting of Stockholders duly called and at which aquorum is present shall be sufficient to take or authorize action upon any matter
which may properly come before the meeting, unless more than amajority of the votes cast is specifically required by statute, the Charter or these Bylaws. Unless otherwise provided by
statute or by the Charter, each outstanding share (a“ Share”) of Stock of the Corporation, regardless of class, shall be entitled to one vote on each matter submitted to avote at a
meeting of Stockholders. Any holder of shares entitled to vote on any matter may vote part of the sharesin favor of the proposal and refrain from voting the remaining shares or, other
than electionsto office, vote them against the proposal but, if the Stockholder fails to specify the number of shares such Stockholder is voting affirmatively, it shall be conclusively
presumed that the Stockholder’s approving voteis with respect to all votes said Stockholder is entitled to cast. Shares of its own Stock directly or indirectly owned by the Corporation
shall not be voted at any meeting and shall not be counted in determining the total number of outstanding Shares entitled to vote at any given time, but Shares of its own voting Stock
held by itin afiduciary capacity may be voted and shall be counted in determining the total number of outstanding Shares at any given time. Notwithstanding anything else contained
in these Bylaws, the rights of any class of “ Excess Stock” (as such term is defined in the Charter) and the rights of holders of any class of Excess Stock shall be limited to the rights with
respect thereto provided in the Charter. Notwithstanding

7




the foregoing, the affirmative vote of holders of Shares entitled to cast a majority of all of the votes entitled to be cast in the election of Directors shall be required to elect a Director.
Each share may be voted for as many individuals as there are directors to be el ected and for whose el ection the share is entitled to be voted.

1.09 PROXIES. A Stockholder may cast the votes entitled to be cast by the holder of the Shares owned of record by the Stockholder in person or by proxy executed by the
Stockholder or by the Stockholder’s duly authorized agent in any manner permitted by law. Such proxy or evidence of authorization of such proxy shall be filed with the Secretary of the
Corporation before or at the time of the meeting. No proxy shall be valid more than eleven (11) months after its date unless otherwise provided in the proxy.

1.10 CONDUCT OF MEETINGS.

(a) The Chairman or, in the absence of the Chairman, the Chief Executive Officer or, in the absence of both the Chairman and the Chief Executive Officer, the President, or, in the
absence of all of the foregoing officers, apresiding officer appointed by the Board of Directors, shall preside over meetings of the Stockholders. The Secretary of the Corporation, or, in
the absence of the Secretary and Assistant Secretaries, the individual appointed by the presiding officer (the “Presiding Officer”) of the meeting shall act as secretary of such meeting.
Unless otherwise approved by the Presiding Officer, attendance at a meeting of Stockholdersisrestricted to Stockholders of record, persons authorized in accordance with Section 1.09
to act by proxy, and officers of the Corporation.

(b) The order of business and all other matters of procedure at any meeting of Stockholders shall be determined by the Presiding Officer. The Presiding Officer may prescribe such
rules, regulations and procedures and take such action as, in the discretion of the Presiding Officer and without any action by the Stockholders, are appropriate for the proper conduct
of the meeting, including, without limitation, (i) restricting admission to the time set for the commencement of the meeting; (ii) limiting attendance at the meeting to Stockholders of
record of the Corporation, their duly authorized proxies and such other individuals as the Presiding Officer may determine; (iii) limiting participation at the meeting on any matter to
Stockholders of record of the Corporation entitled to vote on such matter, their duly authorized proxies and other such individuals as the Presiding Officer may determine; (iv) limiting
the time allotted to questions or comments; (v) determining when and for how long the polls should be opened and when the polls should be closed; (vi) maintaining order and security
at the meeting; (vii) removing any Stockholder or any other individual who refuses to comply with meeting procedures, rules or guidelines as set forth by the Presiding Officer;

(viii) concluding ameeting or recessing or adjourning the meeting to alater date and time, and at a place announced at the meeting; and (ix) complying with any state and local laws and
regulations concerning safety and security. Unless otherwise determined by the Presiding Officer, meetings of Stockholders shall not be required to be held in accordance with the rules
of parliamentary procedure.

111 TABULATION OF VOTES. At any annual or special meeting of Stockholders, the Presiding Officer shall be authorized to appoint one or more persons as tellers (the “ Teller” or
“Tellers") or inspectors (the “Inspector” or “Inspectors”) for such meeting. A Teller may, but need not, be an officer or employee of the Corporation. An Inspector may not be an officer
or
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employee of, or otherwise affiliated with, the Corporation. The Teller or Inspector, if any, shall be responsible for (i) determining the number of shares of stock represented at the
meeting, in person or by proxy, and the validity and effect of proxies, (ii) receiving and tabulating all votes, ballots or consents, (iii) reporting such tabulation to the Presiding Officer and
(iv) doing such acts as are proper to fairly conduct the election or vote. In tabulating votes, a Teller or Inspector shall be entitled to rely in whole or in part on tabulations and analyses
made by personnel of the Corporation, its counsel, its transfer agent, itsregistrar or such other organizations that are customarily employed to provide such services. The Teller, if any,
may be authorized by the Presiding Officer to determine on a preliminary basis the legality and sufficiency of all votes cast and proxies delivered under the Corporation’s Charter,
Bylaws and applicable law. The Presiding Officer may review all preliminary determinations made by the Teller hereunder, and in doing so, the Presiding Officer shall be entitled to
exercise his or her sole judgment and discretion and he or she shall not be bound by any preliminary determinations made by the Teller. The Inspector, if any, shall hear and determine
al challenges and questions arising in connection with the right to vote. Each report of a Teller or Inspector shall bein writing and signed by him or her or by amajority of them if there
ismore than one. The report of the majority shall be the report of the Tellers or Inspectors. The report of the Inspector or Inspectors on the number of shares represented at the meeting
and the results of the voting shall be prima facie evidence thereof.

1.12 VOTING OF STOCK BY CERTAIN HOLDERS. Stock of the Corporation registered in the name of a corporation, partnership, trust or other entity, if entitled to be voted, may be
voted by the president or avice president, ageneral partner or trustee thereof, as the case may be, or a proxy appointed by any of the foregoing individuals, unless some other person
who has been appointed to vote such stock pursuant to a bylaw or aresolution of the governing body of such corporation or other entity or agreement of the partners of a partnership
presents acertified copy of such bylaw, resolution or agreement, in which case such person may vote such stock. Any director or other fiduciary may vote stock registered in his or her
namein hisor her capacity as such fiduciary, either in person or by proxy.

The Board of Directors may adopt by resolution a procedure by which a Stockholder may certify in writing to the Corporation that any shares of stock registered in the name of the
Stockholder are held for the account of a specified person other than the Stockholder. The resolution shall set forth the class of Stockholders who may make the certification, the
purpose for which the certification may be made, the form of certification and the information to be contained in it; if the certification iswith respect to arecord date, the time after the
record date within which the certification must be received by the Corporation; and any other provisions with respect to the procedure which the Board of Directors considers
necessary or desirable. On receipt of such certification, the person specified in the certification shall be regarded as, for the purposes set forth in the certification, the Stockholder of
record of the specified stock in place of the Stockholder who makes the certification.

1.13INFORMAL ACTION BY STOCKHOLDERS. Any action required or permitted to be taken at ameeting of Stockholders may be taken without a meeting if a unanimous consent
setting forth such action is given in writing or by electronic transmission by each Stockholder entitled to vote on the matter and filed with the minutes of proceedings of the
Stockholders. Such written consents may be signed by different Stockholders on separate counterparts.

9




1.14 VOTING BY BALLOT. Voting on any question or in any election may be viva voce unless the Presiding Officer shall order that voting be by ballot.
ARTICLEII
DIRECTORS

2.01 GENERAL POWERS. The business and affairs of the Corporation shall be managed under the direction of its Board of Directors. All powers of the Corporation may be exercised
by or under the authority of the Board of Directors, except as conferred on or reserved to the Stockhol ders by statute, the Charter or these Bylaws.

2.02 OUTSIDE ACTIVITIES. The Board of Directors and its members are required to spend only such time managing the business and affairs of the Corporation asis necessary to
carry out their duties in accordance with Section 2-405.1 of the Maryland General Corporation Law, as amended from timeto time (the “MGCL"). Except as set forth in the Charter or by
separate agreement, arrangement or policy of the Corporation, the Board of Directors, each Director, and the agents, officers and employees of the Corporation or of the Board of
Directors or of any Director may engage with or for othersin business activities of the types conducted by the Corporation. Except as set forth in the Charter or by separate agreement,
arrangement or policy of the Corporation, none of such individuals has an obligation to notify or present to the Corporation or each other any investment opportunity that may come to
such person’s attention even though such investment might be within the scope of the Corporation’s purposes or various investment objectives. Any interest that a Director hasin any
investment opportunity presented to the Corporation must be disclosed by such Director to the Board of Directors (and, if voting thereon, to the Stockholders or to any committee of
the Board of Directors) within ten (10) days after the later of the date upon which such Director becomes aware of such interest or the date upon which such Director becomes aware
that the Corporation is considering such investment opportunity. If such interest comesto the interested Director’s attention after a vote to take such investment opportunity, the
voting body shall be notified of such interest and shall reconsider such investment opportunity if not already consummated or implemented.

2.03NUMBER, TENURE AND QUALIFICATION. The number of Directors of the Corporation shall be that number set forth in the Charter or such other number as may be
designated from time to time by resolution of amajority of the entire Board of Directors, provided, however, that the number of Directors shall be not less than five (5) nor greater than
fifteen (15) and further provided that the tenure of office of a Director shall not be affected by any decrease in the number of Directors. The minimum or maximum number of Directors
provided in this Section 2.03 may be changed only by amendment to these Bylaws or by amendment to the Corporation’s Charter, provided that any such amendment shall be both duly
adopted by the affirmative vote of amajority of the outstanding shares entitled to vote and deemed advisable or approved by the Board of Directors. Each Director shall serve for the
term set forth in the Charter and until his or her successor is elected and qualified.
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2.04 NOMINATION OF DIRECTORS.

(a) Nominations of individuals for election to the Board of Directors may be made at an annual meeting of Stockholders: (i) pursuant to the Corporation’s notice of meeting, (ii) by
or at the direction of the Board of Directors or (iii) by any Stockholder who was a Stockholder of record of aclass of Stock entitled to vote at the meeting in the election of each
individual so nominated (A) at the time of giving of notice provided for in this Section 2.04, (B) as of the record date for the annual meeting in question and (C) at the time of such
annual meeting, and who complied with this Section 2.04. Any Stockholder who seeks to make such a nomination must be present in person or by proxy at the annual meeting. Only
individuals nominated in accordance with the procedures set forth in this Section 2.04 shall be eligible for election as Directors at an annual meeting of Stockholders.

(b) For nominations to be properly brought before an annual meeting by a Stockholder pursuant to clause (iii) of paragraph (a) of this Section 2.04, the Stockholder must have
given timely notice thereof in writing to the Secretary of the Corporation. To be timely, a Stockholder’s notice shall set forth all information required under this Section 2.04 and be
delivered to the Secretary at the principal executive office of the Corporation not earlier than the 150th day nor later than 5:00 p.m., Eastern Time, on the 120th day prior to the Notice
Anniversary Date; provided, however, that in the event that the date of the annual meeting is advanced or delayed by more than thirty (30) days from the first anniversary of the date of
the preceding year's annual meeting, notice by the Stockholder to be timely must be so delivered not earlier than the 150th day prior to the date of such annual meeting and not later
than 5:00 p.m., Eastern Time, on the later of the 120th day prior to the date of such annual meeting or the tenth (10th) day following the day on which public announcement of the date of
such annual meeting isfirst made. The public announcement of a postponement or an adjournment of an annual meeting shall not commence a new time period for the giving of a
Stockholder’s notice as described above.

(c) A Stockholder’s notice to the Secretary shall set forth:

(i) asto each individual whom the Stockholder proposes to nominate for election or reelection as a Director (each, a“ Proposed Nominee”), al information relating to the
Proposed Nominee that would be required to be disclosed in connection with the solicitation of proxies for the election of the Proposed Nominee as a Director in an election contest
(evenif an election contest is not involved), or would otherwise be required in connection with such solicitation, in each case pursuant to Regulation 14A (or any SUCCESSor provision)
under the Exchange Act and the rules thereunder (including the Proposed Nominee' s written consent to being named in the proxy statement as anominee and to serving as a Director if
elected);

(ii) asto the Stockholder giving the notice, any Proposed Nominee and any Stockholder Associated Person,
(A) the class, series and number of Company Securities, if any, which are owned (beneficially or of record) by such Stockholder, Proposed Nominee or Stockholder
Associated Person, the date on which each such Company Security was acquired
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and the investment intent of such acquisition, and any short interest (including any opportunity to profit or share in any benefit from any decrease in the price of such stock or other
security) in any Company Securities of any such person,

(B) the nominee holder for, and number of, any Company Securities owned beneficially but not of record by such Stockholder, Proposed Nominee or Stockholder
Associated Person,

(C) whether and the extent to which such Stockholder, Proposed Nominee or Stockholder Associated Person, directly or indirectly (through brokers, nominees or
otherwise), is subject to or during the last six months has engaged in any hedging, derivative or other transaction or series of transactions or entered into any other agreement,
arrangement or understanding (including any short interest, any borrowing or lending of securities or any proxy or voting agreement), the effect or intent of which isto (I) manage risk
or benefit of changesin the price of (x) Company Securities or (y) any security of any entity that was a Peer Group Company for such stockholder, Proposed Nominee or Stockholder
Associated Person or (I1) increase or decrease the voting power of such Stockholder, Proposed Nominee or Stockholder Associated Person in the Corporation or any affiliate thereof
(or, as applicable, in any Peer Group Company) disproportionately to such person’s economic interest in the Company Securities (or, as applicable, in any Peer Group Company); and

(D) any substantial interest, direct or indirect (including, without limitation, any existing or prospective commercial, business or contractual relationship with the
Corporation), by security holdings or otherwise, of such Stockholder, Proposed Nominee or Stockholder Associated Person, in the Corporation or any affiliate thereof, other than an
interest arising from the ownership of Company Securities where such stockholder, Proposed Nominee or Stockholder Associated Person receives no extraor special benefit not shared
onaprorata basisby all other holders of the same class or series;

(iii) asto the Stockholder giving the notice, any Stockholder Associated Person with an interest or ownership referred to in clause (ii) of this paragraph (c) of this
Section 2.04 and any Proposed Nominee,

(A) the name and address of such Stockholder, as they appear on the Corporation’s stock ledger, and the current name and business address, if different, of each such
Stockholder Associated Person and any Proposed Nominee and

(B) the investment strategy or objective, if any, of such Stockholder and each such Stockholder Associated Person who is not an individual and a copy of the prospectus,
offering memorandum or similar document, if any, provided to investors or potential investorsin such stockholder and each such Stockholder Associated Person; and

(iv) to the extent known by the Stockholder giving the notice, the name and address of any other Stockholder supporting the nominee for election or reelection as a Director
on the date of such Stockholder’s notice.
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(d) Notwithstanding anything in this Section 2.04 to the contrary, in the event that the number of Directorsto be elected to the Board of Directorsisincreased, and thereis no
public announcement of such action at least 130 days prior to the Notice Anniversary Date, a Stockholder’s notice required by this Section 2.04 shall also be considered timely, but only
with respect to nominees for any new positions created by such increase, if it shall be delivered to the Secretary at the principal executive office of the Corporation not later than 5:00
p.m., Eastern Time, on the tenth (10th) day following the day on which such public announcement is first made by the Corporation.

(e) Nominations of individuals for election to the Board of Directors may be made at a special meeting of Stockholders at which Directors are to be elected only (i) by or at the
direction of the Board of Directors, (ii) by a Stockholder that has requested that a special meeting be called for the purpose of electing Directorsin compliance with Section 1.04 of these
Bylaws and that has supplied the information required by Section 1.04 about each individual whom the Stockholder proposes to nominate for election of Directors or (iii) provided that
the specia meeting has been called by the Chairman of the Board of Directors, the Chief Executive Officer, the President or the Board of Directorsin accordance with Section 1.04 of
these Bylaws for the purpose of electing Directors, by any Stockholder of the Corporation who is a Stockholder of record of aclass of Stock entitled to vote in the election of Directors
(A) at the time of giving of notice provided for in this Section 2.04, (B) as of the record date for the special meeting in question and (C) at the time of such special meeting, and who
complied with this Section 2.04. Any Stockholder who seeks to make such a nomination must be present in person or by proxy at the special meeting. In the event the Corporation calls
aspecia meeting of Stockholders for the purpose of electing one or more individuals to the Board of Directors, any such Stockholder may nominate an individual or individuals (asthe
case may be) for election as a Director as specified in the Corporation’s notice of meeting, if the Stockholder’s notice containing the information required by paragraphs (b) and (c) of
this Section 2.04 shall be delivered to the Secretary at the principal executive office of the Corporation not earlier than the 120th day prior to such special meeting and not later than 5:00
p.m., Eastern Time, on the later of the 90th day prior to such special meeting or the tenth (10th) day following the day on which public announcement isfirst made of the date of the
special meeting and of the nominees proposed by the Board of Directorsto be elected at such meeting. The public announcement of a postponement or adjournment of a special
meeting shall not commence a new time period for the giving of a Stockholder’s notice as described above.

(f) If information submitted pursuant to this Section 2.04 by any Stockholder proposing anominee for election as a Director at ameeting of Stockholders shall beinaccuratein any
material respect, such information may be deemed not to have been provided in accordance with this Section 2.04. Any such Stockholder shall notify the Corporation of any inaccuracy
or change (within two Business Days of becoming aware of such inaccuracy or change) in any such information. Upon written request by the Secretary or the Board of Directors, any
such Stockholder shall provide, within five (5) Business Days after delivery of such request (or such other period as may be specified in such request), (i) written verification,
satisfactory, in the discretion of the Board of Directors or any authorized officer of the Corporation, to demonstrate the accuracy of any information submitted by the Stockhol der
pursuant to this Section 2.04, and (ii) awritten update of any information submitted by the Stockholder pursuant to this Section 2.04 as of an earlier date. If a Stockholder failsto provide
such written verification or written
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update within such period, the information as to which written verification or awritten update was requested may be deemed not to have been provided in accordance with this
Section 2.04.

(9) Only such individuals who are nominated in accordance with this Section 2.04 shall be eligible for election by Stockholders as Directors. The Presiding Officer of the meeting
shall have the power to determine whether a nomination was made in accordance with this Section 2.04.

(h) Notwithstanding the foregoing provisions of this Section 2.04, a Stockholder shall also comply with all applicable requirements of state law and of the Exchange Act and the
rules and regul ations thereunder with respect to the matters set forth in this Section 2.04. Nothing in this Section 2.04 shall be deemed to affect any right of a Stockholder to request
inclusion of aproposal in, nor the right of the Corporation to omit a proposal from, the Corporation’s proxy statement pursuant to Rule 14a-8 (or any successor provision) under the
Exchange Act. Nothing in this Section 2.04 shall require disclosure of revocable proxies received by the Stockholder or Stockholder Associated Person pursuant to a solicitation of
proxies after the filing of an effective Schedule 14A by such Stockholder or Stockholder Associated Person under Section 14(a) of the Exchange Act.

2.05 ANNUAL AND REGULAR MEETINGS. An annual meeting of the Board of Directors shall be held immediately after and at the same place as the annual meeting of Stockholders
and no notice other than this Bylaw shall be necessary for the calling of such meeting. In the event such meeting is not so held, the meeting may be held at such time and place as shall
be specified in anotice given as hereinafter provided for special meetings of the Board of Directors. The Board of Directors may provide, by resolution, the time and place for the
holding of regular meetings of the Board of Directors without other notice than such resolution.

2.06 SPECIAL MEETINGS. Special meetings of the Board of Directors may be called by or at the request of the Chairman, the Chief Executive Officer, the President or by amajority of
the Directors then in office. The person or persons authorized to call special meetings of the Board of Directors may fix any place as the place for holding any special meeting of the
Board of Directors called by them. The Board of Directors may provide, by resolution, the time and place for the holding of special meetings of the Board of Directors without other
notice than such resolution.

2.07 NOTICE. Notice of any special meeting of the Board of Directors shall be delivered personally or by telephone, electronic mail, facsimile transmission, United States mail or
courier to each Director at his or her business or residence address. Notice by personal delivery, telephone, electronic mail or facsimile transmission shall be given at least one (1)
Business Day (or, if given on aday other than a Business Day, at |east twenty-four (24) hours) prior to the meeting. Notice by United States mail shall be given at |east three (3) days
prior to the meeting. Notice by courier shall be given at least two (2) days prior to the meeting. Telephone notice shall be deemed to be given when the Director or hisor her agent is
personally given such notice in atelephone call to which the Director or his or her agent is a party. Electronic mail notice shall be deemed to be given upon transmission of the message
to the electronic mail address given to the Corporation by the Director. Facsimile transmission notice
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shall be deemed to be given upon completion of the transmission of the message to the number given to the Corporation by the Director and receipt of acompleted answer-back
indicating receipt. Notice by United States mail shall be deemed to be given when deposited in the United States mail properly addressed, with postage thereon prepaid. Notice by
courier shall be deemed to be given when deposited with or delivered to a courier properly addressed. Neither the business to be transacted at, nor the purpose of, any annual, regular
or special meeting of the Board of Directors need be stated in the notice, unless specifically required by statute or these Bylaws.

2.08 QUORUM. A majority of the Directorsthen in office shall constitute a quorum for the transaction of business at any meeting of the Board of Directors, provided, however, that a
quorum for the transaction of business with respect to any matter in which any Director (or affiliate of such Director) who is not an Independent Director (as defined in the Charter) has
any interest shall consist of amajority of the Directors that includes amajority of the Independent Directors then in office. If less than a majority of such Directorsis present at such
meeting, amajority of the Directors present may adjourn the meeting from time to time without further notice.

The Directors present at a meeting which has been duly called and at which a quorum was established may continue to transact business until adjournment, notwithstanding the
withdrawal from the meeting of enough Directorsto leave fewer than were required to establish a quorum.

2.09 VOTING. The action of amajority of the Directors present at a meeting at which aquorum is present shall be the action of the Board of Directors, unless the concurrence of a
greater proportion is required for such action by applicable law, the Charter or these Bylaws; provided, however, that no act relating to any matter in which a Director (or affiliate of such
Director) who is not an Independent Director has any interest shall be the act of the Board of Directors unless such act has been approved by a majority of the Board of Directors that
includes amajority of the Independent Directors. If enough Directors have withdrawn from a meeting to leave fewer than were required to establish a quorum, but the meeting is not
adjourned, the action of the majority of that number of Directors necessary to constitute a quorum at such meeting shall be the action of the Board of Directors, unless the concurrence
of agreater proportion is required for such action by applicable law, the Charter or these Bylaws.

2.10 CONDUCT OF MEETINGS. At each meeting of the Board of Directors, the Chairman or, in the absence of the Chairman, the Chief Executive Officer (if amember of the Board of
Directors) or, in the absence of the Chairman and the Chief Executive Officer, a Director who has previously been designated as L ead Independent Director or, in the absence of the
Chairman, the Chief Executive Officer and such Director, a Director chosen by a majority of the Directors present, shall act as chairman of the meeting. The Secretary of the Corporation
or, in hisor her absence, an Assistant Secretary of the Corporation shall act as Secretary of the meeting or, in the absence of the Secretary and all Assistant Secretaries, the presiding
officer of the meeting shall designate any individual to act as secretary of the meeting. Directors may participate in ameeting by conference telephone or other communications
equipment if all persons participating in the meeting can hear each other at the same time. Participationin a
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meeting by these means constitute presence in person at such meeting for all purposes of these Bylaws.
2.11 RESIGNATIONS. Any Director may resign from the Board of Directors or any committee thereof in the manner provided in the Charter.
2.12 REMOVAL OF DIRECTORS. Any Director may be removed in the manner provided in the Charter.
2.13VACANCIES. Vacancies on the Board of Directors shall befilled in the manner provided in the Charter.

2.14 CONSENT BY DIRECTORS WITHOUT A MEETING. Any action required or permitted to be taken at any meeting of the Board of Directors may be taken without ameeting, if a
consent in writing or by electronic transmission to such action is given by each Director and isfiled with the minutes of the Board of Directors. Written consents may be signed by
different Directors on separate counterparts.

2.15 COMPENSATION. Directors shall not receive any stated salary for their services as directors but, by resolution of the Board of Directors, may receive compensation per year
and/or per meeting and/or per visit to real property or other facilities owned or leased by the Corporation and for any service or activity they performed or engaged in as Directors.
Directors may be reimbursed for expenses of attendance, if any, at each annual, regular or special meeting of the Board of Directors or of any committee thereof and for their expenses, if
any, in connection with each property visit and any other service or activity they performed or engaged in as Directors; but nothing herein contained shall be construed to preclude any
Directors from serving the Corporation in any other capacity and receiving compensation therefor.

2.16 LEAD INDEPENDENT DIRECTOR. From time to time the Independent Directors then serving on the Board of Directors may appoint from among them one member to serve as
“Lead Independent Director,” which position shall have such description as the Independent Directors shall in their discretion determine, but only to the extent not inconsistent with
the Charter or these Bylaws.

2.17 RELIANCE. Each Director and officer of the Corporation shall, in the performance of his or her duties with respect to the Corporation, be entitled to rely on any information,
opinion, report or statement, including any financial statement or other financial data, prepared or presented by an officer or employee of the Corporation whom the Director or officer
reasonably believesto be reliable and competent in the matters presented, by alawyer, certified public accountant or other person, as to amatter which the Director or officer
reasonably believesto be within the person’s professional or expert competence, or, with respect to adirector, by acommittee of the Board of Directors on which the Director does not
serve, asto a matter within its designated authority, if the Director reasonably believes the committee to merit confidence.

2.18 RATIFICATION. The Board of Directors or the Stockholders may ratify and make binding on the Corporation any action or inaction by the Corporation or its officersto the
extent that the Board of Directors or the Stockholders could have originally authorized the
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matter. Moreover, any action or inaction questioned in any Stockholders’ derivative proceeding or any other proceeding on the ground of lack of authority, defective or irregular
execution, adverse interest of aDirector, officer or Stockholder, non-disclosure, miscomputation, the application of improper principles or practices of accounting, or otherwise, may be
ratified, before or after judgment, by the Board of Directors or by the Stockholders, and if so ratified, shall have the same force and effect as if the questioned action or inaction had been
originally duly authorized, and such ratification shall be binding upon the Corporation and its Stockholders and shall constitute a bar to any claim or execution of any judgment in
respect of such questioned action or inaction.

2.19 EMERGENCY PROVISIONS. Notwithstanding any other provision in the Charter or these Bylaws, this Section 2.19 shall apply during the existence of any catastrophe, or other
similar emergency condition, as aresult of which aquorum of the Board of Directors under Article I of these Bylaws cannot readily be obtained (an “ Emergency”). During any
Emergency, unless otherwise provided by the Board of Directors, (i) ameeting of the Board of Directors or acommittee thereof may be called by any Director or officer by any
means feasible under the circumstances; (ii) notice of any meeting of the Board of Directors during such an Emergency may be given less than twenty-four (24) hours prior to the
meeting to as many Directors and by such means as may be feasible at the time, including publication, television or radio, and (iii) the number of Directors necessary to constitute a
quorum shall be one-third of the entire Board of Directors.

ARTICLE I
COMMITTEES

3.01 NUMBER, TENURE AND QUALIFICATION. The Board of Directors may appoint from among its members certain committees as described below. The term of office of any
committee member shall be as provided in the resolution of the Board of Directors designating such member but shall not exceed such member’s tenure as Director. Any member of a
committee may be removed at any time by resolution of the Board of Directors. A committee may not take or authorize any act as to any matter in which any Director (or affiliate of such
Director) who is not an Independent Director has or is reasonably likely to have any interest unless amajority of the members of such committee shall be Independent Directors.

(a) Executive Committee. The Board of Directors may, by resolution adopted by a majority of the Directors, appoint an Executive Committee consisting of one or more Directors.
The Board may designate one or more Directors as an alternate member of the Executive Committee, who may replace any absent member at any meeting of the Executive Committee.

(b) Audit Committee. The Board of Directors shall, by resolution adopted by amajority of the Directors, appoint an Audit Committee consisting of three or more Directors whose
membership on the Audit Committee shall satisfy the requirements set forth in the applicable rules, if any, of the New Y ork Stock Exchange (“NY SE”), as amended from time to time. The
Board may designate one or more Directors as an alternate member of the Audit Committee, who may replace any absent member at any meeting of the Audit Committee.
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(c) Compensation Committee. The Board of Directors shall, by resolution adopted by a majority of the Directors, appoint a Compensation Committee consisting of two or more
Directors whose membership on the Compensation Committee shall satisfy the requirements set forth in the applicablerules, if any, of the NY SE, as amended from time to time. The
Board may designate one or more Directors as an alternate member of the Compensation Committee, who may replace any absent member at any meeting of the Compensation
Committee.

(d) Other Commiittees. The Board of Directors may, by resolution adopted by a majority of the Directors, appoint such other standing or special committees, each consisting of one
or more Directors, as it may from time to time deem advisable to perform such general or special duties as may from time to time be delegated to any such committee by the Board of
Directors, subject to the limitations contained in the MGCL or imposed by the Charter or these Bylaws. The Board may designate one or more Directors as an alternate member of any
committee designated pursuant to this Section 3.01(d), who may replace any absent member at any meeting of such committee.

3.02 DELEGATION OF POWER. The Board of Directors may, by resolution or adoption of acommittee charter, delegate to committees appointed under Section 3.01 any of the
powers of the Board of Directors, except those powers which the Board of Directorsis specifically prohibited from delegating pursuant to Section 2-411 of the MGCL, and may prescribe
rules governing the conduct and proceedings of these committees.

3.03 QUORUM AND VOTING. Subject to such terms as may appear in the delegation of authority to such committee (which may be contained in the charter for such committee), a
majority of the members of any committee shall constitute aquorum for the transaction of business by such committee, and the act of amajority of the committee members present at a
meeting shall constitute the act of the committee. Notwithstanding the foregoing, no act relating to any matter in which any Director (or affiliate of such Director) who is not an
Independent Director has any interest shall be the act of any committee unless amajority of the Independent Directors on the committee vote for such act.

3.04 CONDUCT OF MEETINGS. Subject to such terms as may appear in the delegation of authority to such committee (which may be contained in the charter for such committee),
the Board of Directors shall designate for each committee a chairman, and if such chairman is not present at a particular meeting, the committee shall select apresiding officer for such
meeting. Subject in each case to any provisionsto the contrary in any effective resolution of the Board of Directors relating to the appointment or authority of acommittee of the Board
of Directors (including any committee charter adopted by such resolution), each committee shall (i) adopt its own rules governing the time and place of holding and the method of
calling its meetings and the conduct of its proceedings and (ii) meet at the call of the chairman of such committee or the Chairman of the Board of Directors. Members of any committee
shall be entitled to participate in meetings of such committee by conference telephone or other communications equipment if all persons participating in the meeting can hear each other
at the same time. Participation in ameeting by these means shall constitute presence in person at the meeting. Each committee shall keep minutes of its meetings and report the results of
any proceedings to the Board of Directors.
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3.05 CONSENT BY COMMITTEES WITHOUT A MEETING. Any action required or permitted to be taken at any meeting of acommittee of the Board of Directors may be taken
without ameeting, if aconsent inwriting or by electronic transmission to such action is given by each member of the committee and is filed with the minutes of proceedings of such
committee. Written consents may be signed by different members on separate counterparts.

3.06 VACANCIES. Subject to the provisions hereof, the Board of Directors shall have the power at any time to change the membership of any committee, to fill any vacancy or to
dissolve any such committee.

ARTICLE IV
OFFICERS

401 TITLESAND ELECTION. The Corporation shall have a Chairman of the Board, a Chief Executive Officer, a President, a Chief Operating Officer, a Chief Financial Officer, one or
more Vice Presidents (including Vice Presidents of varying degrees, such as Executive, Regional or Senior Vice Presidents), a Secretary, a Treasurer and such Assistant Secretaries and
Assistant Treasurers and such other officers as the Board of Directors, or any committee or officer appointed by the Board of Directors for such purpose, may from time to time elect.
The Chief Executive Officer may from time to time appoint one or more Vice Presidents, Assistant Secretaries and Assistant Treasurers or other officers. Notwithstanding the foregoing,
the Chairman of the Board, the Chief Executive Officer, the President, the Chief Operating Officer, the Chief Financial Officer, the Secretary and the Treasurer shall be elected by a
majority of the Directors at the timein office. The officers of the Corporation elected by the Board of Directors shall be elected annually at the first meeting of the Board of Directors
following each annual meeting of Stockholders. If the election of such officers shall not take place at such meeting, such election shall be held as soon thereafter as may be convenient.
Each officer shall hold office until the first meeting of the Board of Directors following the next annual meeting of Stockholders and until his or her successor is duly elected and
qualifies or until hisor her death, or his or her resignation or removal in the manner hereinafter provided. Any two or more offices, except President and Vice President, may be held by
the same person. Election of an officer or agent shall not of itself create contract rights between the Corporation and such officer or agent. No officer need be a Stockholder or a Director
of the Corporation.

4.02 REMOVAL AND RESIGNATION. Any officer or agent of the Corporation may be removed, either with or without cause, by amajority of the Directors at thetimein office, at any
regular or specia meeting of the Board of Directors, or, except in the case of an officer elected by the Board of Directors, by a committee or an officer upon whom such power of removal
may be conferred by the Board of Directors, but such removal shall be without prejudice to the contract rights, if any, of the person so removed. Any officer of the Corporation may
resign at any time by delivering hisor her resignation to the Board of Directors, the Chairman of the Board, the Chief Executive Officer, the President or the Secretary. Any resignation
shall take effect immediately upon itsreceipt or at such later time specified in the resignation. The acceptance of aresignation shall not be necessary to make it effective unless
otherwise stated in the resignation. Such resignation shall be without prejudice to the contract rights, if any, of the Corporation.

-19-




4.03 OUTSIDE ACTIVITIES. The officers and agents of the Corporation are required to spend only such time managing the business and affairs of the Corporation asis necessary to
carry out their dutiesin accordance with applicable law and these Bylaws. Except as set forth in the Charter or by the terms of any separate agreement, arrangement or policy of the
Corporation, the officers and agents of the Corporation may engage with or for others in business activities of the types conducted by the Corporation. Except as set forth in the Charter
or by the terms of any separate agreement, arrangement or policy of the Corporation, the officers and agents of the Corporation (other than those serving who are also Directors) do not
have an obligation to notify or present to the Corporation or each other any investment opportunity that may come to such person’s attention even though such investment might be
within the scope of the Corporation’s purposes or various investment objectives. Any interest that an officer or an agent has in any investment opportunity presented to the
Corporation must be disclosed by such officer or agent to the Board of Directors (and, if voting thereon, to the Stockholders or to any committee of the Board of Directors) within ten
(10) days after the later of the date upon which such officer or agent becomes aware of such interest or that the Corporation is considering such investment opportunity. If such interest
comes to the attention of the interested officer or agent after a vote to take such investment opportunity, the voting body shall reconsider such investment opportunity if not already
consummated or implemented.

4.04 VACANCIES. A vacancy in any office may befilled by the Board of Directors, or any committee or officer authorized by these Bylaws or the Board of Directors for such
purpose, for the balance of the term. A vacancy in any office previously appointed by the Chief Executive Officer may be filled by the Chief Executive Officer for the balance of the term.

4,05 CHAIRMAN OF THE BOARD. The Chairman of the Board shall, if present, preside at all meetings of the Stockholders and the Board of Directors, and shall exercise and perform
such other powers and duties as may from time to time be assigned to him by the Board of Directors or prescribed by these Bylaws.

4.06 CHIEF EXECUTIVE OFFICER. Unless otherwise determined by the Board of Directors and subject to such supervisory powers, if any, as may be given by the Board of Directors
to the Chairman, the Chief Executive Officer shall, subject to the control of the Board of Directors, have general supervision, direction, and control of the business of the Corporation
and shall exercise and perform such other powers and duties as may from time to time be assigned to him by the Board of Directors or prescribed by these Bylaws.

4.07 PRESIDENT. The President shall exercise and perform such duties as may from time to time be assigned to him by the Board of Directors or the Chief Executive Officer or
prescribed by these Bylaws.

4.08 VICE PRESIDENTS. In the absence of the President or in the event of avacancy in such office, the Vice Presidentsin order of their rank as fixed by the Board of Directors, or if
not ranked, the Vice President designated by the Board of Directors, shall perform the duties of the President, and when so acting shall have all the powers of and be subject to all the
restrictions upon the President. The Vice President shall have such other powers and perform such other duties as from time to time may be assigned to them by the Board of Directors
or the Chief Executive Officer or prescribed by these Bylaws.
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4.09 CHIEF FINANCIAL OFFICER. The Chief Financial Officer shall have all the powers of the Treasurer and shall have such other responsibilities and duties as determined by the
Board of Directors or the Chief Executive Officer. For purposes of Section 4.08 of these Bylaws, the Chief Financial Officer shall be considered to have the rank of Executive Vice
President.

4.10 CHIEF OPERATING OFFICER. The Chief Operating Officer shall have the responsibilities and duties as determined by the Board of Directors or the Chief Executive Officer. For
purposes of Section 4.08 of these Bylaws, the Chief Operating Officer shall be considered to have the rank of Executive Vice President.

4.11 SECRETARY. (a) The Secretary shall keep, or cause to be kept, minutes of the proceedings of the Board of Directors, committees of the Board of Directors and Stockholders.
Such minutes shall include all waivers of notice, consents to the holding of meetings, and approvals of the minutes of meetings executed pursuant to these Bylaws or the MGCL. The
Secretary shall keep, or cause to be kept at the principal executive office or at the office of the Corporation’s transfer agent or registrar, arecord of its Stockholders, giving the names
and addresses of all Stockholders and the number and class of shares held by each.

(b) The Secretary shall give, or cause to be given, notice of all meetings of the Stockholders and may give, or cause to be given, notice of all meetings of the Board of Directors
required by these Bylaws or by law to be given, and shall keep the seal of the Corporation in safe custody, and shall have such other powers and perform such other duties as may be
from time to time assigned to him by the Board of Directors or prescribed by these Bylaws.

4.12 TREASURER.

(a) The Treasurer shall keep and maintain, or cause to be kept and maintained, adequate and correct books and records of account in written form or any other form capable of
being converted into written form.

(b) The Treasurer shall deposit all monies and other valuables in the name and to the credit of the Corporation with such depositaries as may be designated by the Board of
Directors. The Treasurer shall disburse the funds of the Corporation as may be ordered by the Board of Directors, taking proper vouchers for such disbursements, and shall render to
the Chairman, Chief Executive Officer, President and Board of Directors, whenever any of them requestsit, an account of all of histransactions as Treasurer and of the financial
condition of the Corporation, and shall have such other powers and perform such other duties as may be from time to time assigned to him by the Board of Directors or prescribed by
these Bylaws.

413 ASSISTANT SECRETARIES AND ASSISTANT TREASURERS. The Board of Directors, or any committee or officer appointed by the Board of Directors for such purpose, may
appoint one or more Assistant Secretaries or Assistant Treasurers. The Assistant Secretaries and Assistant Treasurers (i) shall have the power to perform and shall perform all the
duties of the Secretary and the Treasurer, respectively, in such respective officer's absence and (ii) shall perform such duties as shall be assigned to them by the Secretary or Treasurer,
respectively, or
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by the Chairman, Chief Executive Officer, President or the Board of Directors, or any such designated committee or officer.

4.14 SUBORDINATE OFFICERS. The Corporation shall have such subordinate officers as the Board of Directors, or any committee or officer appointed by the Board of Directors for
such purpose, may from time to time elect. Each such officer shall hold office for such period and perform such duties as the Board of Directors, Chairman, Chief Executive Officer,
President or any designated committee or officer may prescribe.

4.15 COMPENSATION. The compensation of the officers shall be fixed from time to time by or under the authority of the Board of Directors and no officer shall be prevented from
receiving such compensation by reason of the fact that he is also a Director.

ARTICLEV
SHARES OF STOCK

5.01 FORM OF CERTIFICATES. The Corporation may issue some or al of the shares of any or all of the Corporation’s classes or series of stock without certificatesif authorized by
the Board of Directors. In the event that the Corporation issues shares of Stock represented by certificates, such certificates shall be in such form as prescribed by the Board of
Directors or aduly authorized officer, shall contain the statements and information required by the MGCL and shall be signed by the officers of the Corporation in the manner permitted
by the MGCL. In the event that the Corporation issues shares of Stock without certificates, to the extent then required by the MGCL, the Corporation shall provide to the record holders
of such shares awritten statement of the information required by the MGCL to be included on stock certificates. There shall be no differencesin the rights and obligations of
stockholders based on whether or not their shares are represented by certificates. If aclass or series of Stock is authorized by the Board of Directorsto be issued without certificates, no
Stockholder shall be entitled to a certificate or certificates representing any shares of such class or series of Stock held by such Stockholder unless otherwise determined by the Board
of Directors and then only upon written request by such Stockholder to the secretary of the Corporation.

5.02 TRANSFER OF SHARES. All transfers of shares of Stock by the holder of the shares, in person or by his attorney, shall be made on the books of the Corporation in such manner
asthe Board of Directors or any officer of the Corporation may prescribe and, if such shares are certificated, upon surrender of certificates duly endorsed. The issuance of anew
certificate upon the transfer of certificated sharesis subject to the determination of the Board of Directors that such shares shall no longer be represented by certificates. Upon the
transfer of uncertificated shares, to the extent then required by the MGCL, the Corporation shall provide to record holders of such shares awritten statement of the information required
by the MGCL to beincluded on stock certificates.

Notwithstanding the foregoing, transfers of shares of any class or series of Stock will be subject in all respectsto the Charter and all of the terms and conditions contained therein.

5.03 STOCK LEDGER. The Corporation shall maintain at its principal executive office or at the office of its counsel, accountants or transfer agent or at such other place
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designated by the Board of Directors, an original or duplicate stock ledger containing the name and address of each Stockholder and the number of shares of each class of Stock held
by each Stockholder. The stock ledger shall be maintained pursuant to a system that the Corporation shall adopt allowing for the issuance, recordation and transfer of its Stock by
electronic or other means that can be readily converted into written form for visual inspection and not involving any issuance of certificates. Such system shall include provisions for
notice to acquirers of Stock (whether upon issuance or transfer of Stock) in accordance with Sections 2-210 and 2-211 of the MGCL, and Section 8-204 of the Commercia Law Article of
the State of Maryland. The Corporation shall be entitled to treat the holder of record of any share or shares of Stock as the holder in fact thereof and, accordingly, shall not be bound to
recognize any equitable or other claim to or interest in such share on the part of any other person, whether or not it shall have express or other notice thereof, except as otherwise
provided by the laws of the State of Maryland. Until atransfer is duly effected on the stock ledger, the Corporation shall not be affected by any notice of such transfer, either actual or
constructive. Nothing herein shall impose upon the Corporation, the Board of Directors or officers or their agents and representatives a duty or limit their rightsto inquire asto the
actual ownership of Shares.

5.04 LOST CERTIFICATE. Any officer of the Corporation may direct anew certificate or certificates to be issued in place of any certificate or certificates theretofore issued by the
Corporation alleged to have been lost, destroyed, stolen or mutilated, upon the making of an affidavit of that fact by the person claiming the certificate to be lost, destroyed, stolen or
mutilated; provided, however, if such shares have ceased to be certificated, no new certificate shall be issued unless requested in writing by such Stockholder and the Board of
Directors has determined that such certificates may be issued. Unless otherwise determined by an officer of the Corporation, the owner of such lost, destroyed, stolen or mutilated
certificate or certificates, or hisor her legal representative, shall be required, as a condition precedent to the issuance of a new certificate or certificates, to give the Corporation abond in
such sums asit may direct asindemnity against any claim that may be made against the Corporation.

5.05 EMPLOY EE STOCK PURCHASE PLANS. The Board of Directors shall have the authority, in its discretion, to adopt one or more employee stock purchase plans or agreements,
containing such terms and conditions as the Board may prescribe, for the issue and sale of unissued shares of Stock, or of itsissued shares acquired or to be acquired, to the employees
of the Corporation or to the employees of its subsidiary corporations or to atrustee on their behalf, and for the payment of such sharesin installments or at one time, and for such
consideration as may be fixed by the Board or any committee thereof, and may provide for aiding any such employeesin paying for such shares by compensation for services rendered,
promissory notes or otherwise. The Board of Directors, or any committee thereof, may carry out and administer any such plan or delegate part or all of the administration of any such
plan to any other entity or person.

5.06 FIXING OF RECORD DATE.

(a) The Board of Directors may set, in advance, a date as the record date for the purpose of determining Stockholders entitled to receive notice of, or to vote at, any meeting of
Stockholders, or Stockholders entitled to receive payment of any dividend or the allotment of any rights, or in order to make a determination of Stockholders for any other proper
purpose.
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Such date, in any case, shall not be prior to the close of business on the day the record date is fixed and shall be not more than ninety (90) days, and in case of a meeting of
Stockholders not less than ten (10) days, prior to the date on which the meeting or particular action requiring such determination of Stockholdersisto be held or taken.

(b) When arecord date for the determination of Stockholders entitled to notice of and vote at any meeting of Stockholders has been set as provided in this section, such record
date shall continue to apply to the meeting if adjourned or postponed, except if the meeting is adjourned to a date more than 120 days or postponed to a date more than 90 days after the
record date originally fixed for the meeting, in which case a new record date for such meeting may be determined as set forth herein.

ARTICLE VI
DIVIDENDS AND DISTRIBUTIONS

6.01 AUTHORIZATION. Dividends and other distributions upon the Stock may be authorized by the Board of Directors, subject to the provisions of law and the Charter. Dividends
and other distributions may be paid in cash, property or Stock of the Corporation, subject to the provisions of law and of the Charter.

6.02 CONTINGENCIES. Before payment of any dividends or other distributions, there may be set aside out of any assets of the Corporation available for dividends or other
distributions such sum or sums as the Board of Directors may from time to time, in its absol ute discretion, think proper as areserve fund for contingencies, for equalizing dividends, for
repairing or maintaining any property of the Corporation or for such other purpose as the Board of Directors shall determine, and the Board of Directors may modify or abolish any such
reserve.

ARTICLEVII
INDEMNIFICATION

7.01INDEMNIFICATION TO THE EXTENT PERMITTED BY LAW. The Corporation shall indemnify, to the full extent authorized or permitted by Maryland statutory or decisional
law or any other applicable law, any person made, or threatened to be made, a party to any action or proceeding (whether civil or criminal or otherwise) by reason of the fact he, his
testator or intestate is or was a Director or officer of the Corporation or any predecessor of the Corporation, or is or was serving at the request of the Corporation or any predecessor of
the Corporation as a director or officer of, or in any other capacity with respect to, any other corporation, partnership, joint venture, trust, employee benefit plan, or other enterprise (an
“Indemnified Person”), including the advancement of expenses under procedures provided under such law; provided, however, that no indemnification shall be provided for expenses
relating to any willful or grossly negligent failure to make disclosures required by the next to last sentence of Sections 2.02 or 4.03 hereof as applied to Directors and officers
respectively. The Corporation shall indemnify any Indemnified Person’s spouse (whether by statute or at common law and without regard to the location of the governing jurisdiction)
and children to the same extent and subject to the same limitations applicable to any Indemnified Person hereunder for claims arising out of the status of such person as a spouse or
child of such Indemnified Person,
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including claims seeking damages from marital property (including community property) or property held by such Indemnified Person and such spouse or property transferred to such
spouse or child, but such indemnity shall not otherwise extend to protect the spouse or child against liabilities caused by the spouse’'s or child’s own acts. The provisions of this
Section 7.01 shall constitute a contract with each Indemnified Person who serves at any time while these provisions arein effect and may be modified adversely only with the consent of
affected Indemnified Persons and each such Indemnified Person shall be deemed to be serving as such in reliance on these provisions.

7.02 INDEMNIFICATION OF EMPLOYEES AND AGENTS OF THE CORPORATION. The Corporation may, to the extent authorized from time to time by the Board of Directors, grant
rights to indemnification and to the advancement of expenses to any employee or agent of the Corporation to the fullest extent of the provisions of this Article V11 with respect to the
indemnification of and advancement of expensesto Directors and officers of the Corporation.

7.03 INSURANCE. The Corporation shall have the power to purchase and maintain insurance to protect itself and any Indemnified Person, employee or agent of the Corporation
against any liability, whether or not the Corporation would have the power to indemnify him or her against such liability.

7.04 NON-EXCLUSIVE RIGHTS TO INDEMNITY'; HEIRS AND PERSONAL REPRESENTATIVES. Therightsto indemnification set forth in this Article VII arein addition to al rights
which any Indemnified Person may be entitled as amatter of law or by contract, and shall inure to the benefit of the heirs and personal representatives of each Indemnified Person.

7.05 NO LIMITATION. In addition to any indemnification permitted by these Bylaws, the Board of Directors shall, in its sole discretion, have the power to grant such indemnification
to such persons asit deemsin theinterest of the Corporation to the full extent permitted by law. The indemnification and payment or reimbursement of expenses provided in these
Bylaws shall not be deemed exclusive of or limit in any way other rights to which any person seeking indemnification or payments or reimbursement of expenses may be or may become
entitled under any bylaw, regulation, insurance, agreement or otherwise. This Article shall not limit the Corporation’s power to indemnify against liabilities other than those arising from
aperson’s serving the Corporation as a Director or officer.

7.06 AMENDMENT, REPEAL OR MODIFICATION. Any amendment, repeal or modification of any provision of this Article V11 by the Stockholders or the Directors of the
Corporation is effective on a prospective basis only and neither repeal nor modification of such provisions shall adversely affect any right or protection of a Director or officer of the
Corporation under this Article V11 existing at the time of such amendment, repeal or modification.

7.07 RIGHT OF CLAIMANT TO BRING SUIT. If aclaim under Section 7.01 of thisArticle VI isnot paid in full by the Corporation within ninety (90) days after awritten claim has
been received by the Corporation, the claimant may at any time thereafter bring suit against the Corporation to recover the unpaid amount of the claim and, if successful in wholeor in
part, the
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claimant shall be entitled to be paid also the expense of prosecuting such claim. It shall be a defense to any such action (other than an action brought to enforce a claim for expenses
incurred in defending any proceeding in advance of its final disposition where the required undertaking, if any, has been tendered to the Corporation) that the claimant has not met the
standards of conduct which make it permissible under the MGCL for the Corporation to indemnify the claimant for the amount claimed, but the burden of proving such defense shall be
on the Corporation. Neither the failure of the Corporation (including its Board of Directors, independent legal counsel, or its Stockholders) to have made a determination prior to the
commencement of such action that indemnification of the claimant is proper in the circumstances because he or she has met the applicable standard of conduct set forth in the MGCL,
nor an actual determination by the Corporation (including its Board of Directors, independent legal counsel, or its Stockholders) that the claimant has not met such applicable standard
of conduct, shall be a defense to the action or create a presumption that claimant has not met the applicable standard of conduct.

7.08 VESTING. Therights to indemnification and advance of expenses provided by the Charter and these Bylaws shall vest immediately upon election or appointment of adirector or
officer.

ARTICLE VIII
NOTICES

8.01 NOTICES. Unless otherwise provided in these Bylaws, whenever notice is required to be given pursuant to these Bylaws, it shall be construed to mean either written notice
personally delivered against written receipt, or noticein writing transmitted by mail, by depositing the same in apost office or |etter box, in a post-paid seal ed wrapper, addressed, if to
the Corporation, to 2900 Eisenhower Avenue, Suite 300, Alexandria, Virginia22314 (or any subsequent address selected by the Board of Directors), attention Chief Executive Officer, or
if to a Stockholder, Director or officer, at the address of such person as it appears on the records of the Corporation. In addition, whenever noticeisrequired to begiventoa
Stockholder, such requirement shall be satisfied when written noticeisleft at such Stockholder’s residence or usual place of business or is delivered to such Stockholder by any other
means permitted by Maryland law. If transmitted electronically, notice to a Stockholder shall be deemed to be given when transmitted to the Stockholder by an electronic transmission to
any address or number of the Stockholder at which the Stockholder receives electronic transmissions. Unless otherwise specified, notice sent by mail shall be deemed to be given at the
time mailed.

8.02 SECRETARY TO GIVE NOTICE. All notices required by law or these Bylaws to be given by the Corporation shall be given by the Secretary or any other officer of the
Corporation designated by the Chairman or the Chief Executive Officer. If the Secretary and Assistant Secretary are absent or refuse or neglect to act, the notice may be given by, or by
any person directed to do so by, the Chairman or the Chief Executive Officer or, with respect to any meeting called pursuant to these Bylaws upon the request of any Stockholders or
Directors, by any person directed to do so by the Stockholders or Directors upon whose request the meeting is called.
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8.03 WAIVER OF NOTICE. Whenever any notice of ameeting is required to be given pursuant to the Charter or these Bylaws or pursuant to applicable law, awaiver thereof in
writing or by electronic transmission, given by the person or persons entitled to such notice, whether before or after the time stated therein, shall be deemed equivalent to the giving of
such notice. A waiver of notice of a Stockholders meeting shall be filed with the records of such meeting. Neither the business to be transacted at nor the purpose of any meeting need
be set forth in the waiver of notice, unless specifically required by statute. The attendance of any person at any meeting shall constitute awaiver of notice of such meeting, except
where such person attends a meeting for the express purpose of objecting to the transaction of any business on the ground that the meeting is not lawfully called or convened.

ARTICLEIX
MISCELLANEOUS

9.01 EXEMPTION FROM MARYLAND CONTROL SHARE ACQUISITION ACT. Notwithstanding any other provision of the Charter or these Bylaws, the provisions of the
Maryland Control Share Acquisition Act (Sections 3-701 to 3-710 of the MGCL) shall not apply to any share of Stock of the Corporation now or hereafter held by any current or future
Stockholders. All shares of Stock currently outstanding or issued in the future are exempted from the Maryland Control Share Acquisition Act to the fullest extent permitted by
Maryland law. This section may be repealed, in whole or in part, at any time, whether before or after an acquisition of control shares and, upon such repeal, may, to the extent provided
by any successor bylaw, apply to any prior or subsequent control share acquisition.

9.02 OFFICES OF THE CORPORATION. The principal executive office for the transaction of the business of the Corporation is hereby fixed and located at 2900 Eisenhower Avenue,
Suite 300, Alexandria, Virginia22314. The Board of Directorsis hereby granted full power and authority to change said principal office from one location to another. Branch and
subordinated offices may at any time be established by the Board of Directors. The principal office of the corporation in the State of Maryland shall be located at such place asthe
Board of Directors may designate.

9.03 BOOKS AND RECORDS. The Corporation shall keep correct and complete books and records of its accounts and transactions and minutes of the proceedings of its
Stockholders and Board of Directors meetings and of its executive or other committees when exercising any of the powers or authority of the Board of Directors. The books and records
of the Corporation may be in written form or in any other form that can be converted within areasonable time into written form for visual inspection. Minutes shall be recorded in written
form but may be maintained in the form of areproduction.

9.04 INSPECTION OF BYLAWS AND CORPORATE RECORDS. These Bylaws, the minutes of proceedings of the Stockholders, annual statements of affairs and any voting trust
agreements on record shall be open to inspection upon written demand delivered to the Corporation by any Stockholder or holder of avoting trust certificate at any reasonable time
during usual business hours, for a purpose reasonably related to such holder’sinterests as a Stockholder or as the holder of such voting trust certificate, in each case as set forth in the
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MGCL. Other documents, such as the Corporation’s books of account, stock ledger and Stockholder lists, may be made available for inspection by any Stockholder or holder of avoting
trust certificate to the extent required by the MGCL.

9.05 CONTRACTS. The Board of Directors may authorize any Director(s), officer(s) or agent(s) to enter into any contract or to execute and deliver any instrument in the name of and
on behalf of the Corporation, and such authority may be general or confined to specific instances. Any agreement, deed, mortgage, lease or other document shall be valid and binding
upon the Corporation when duly authorized or ratified by action of the Board of Directors and executed by an authorized person.

9.06 CHECKS, DRAFTS, ETC. All checks, drafts or other orders for the payment of money, notes or other evidences of indebtedness issued in the name of the Corporation shall be
signed by such officers or agents of the Corporation in such manner as shall from time to time be determined by the Board of Directors.

9.07 LOANS.

(a) Such officers or agents of the Corporation as from time to time have been designated by the Board of Directors shall have authority (i) to effect loans, advances, or other forms
of credit at any time or times for the Corporation, from such banks, trust companies, institutions, corporations, firms, or persons, in such amounts and subject to such terms and
conditions, as the Board of Directors from time to time has designated; (ii) as security for the repayment of any loans, advances, or other forms of credit so authorized, to assign,
transfer, endorse, and deliver, either originally or in addition or substitution, any or all personal property, real property, stocks, bonds, deposits, accounts, documents, bills, accounts
receivable, and other commercial paper and evidences of debt or other securities, or any rights or interests at any time held by the Corporation; (iii) in connection with any loans,
advances, or other forms of credit so authorized, to make, execute, and deliver one or more notes, mortgages, deeds of trust, financing statements, security agreements, acceptances, or
written obligations of the Corporation, on such terms and with such provisions as to the security or sale or disposition of them as those officers or agents deem proper; and (iv) to sell
to, or discount or rediscount with, the banks, trust companies, institutions, corporations, firms or persons making those |oans, advances, or other forms of credit, any and all commercial
paper, bills, accounts receivable, acceptances, and other instruments and evidences of debt at any time held by the Corporation, and, to that end, to endorse, transfer, and deliver the
same.

(b) From time to time the Corporation shall certify to each bank, trust company, institution, corporation, firm or person so designated, the signatures of the officers or agents so
authorized. Each bank, trust company, institution, corporation, firm or person so designated is authorized to rely upon such certification until it has received written notice that the
Board of Directors has revoked the authority of those officers or agents.

9.08 FISCAL YEAR. The Board of Directors shall have the power, from time to time, to fix the fiscal year of the Corporation by a duly adopted resolution, and, in the absence of such
resolution, the fiscal year shall be the year ending December 31.
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9.09 ANNUAL REPORT. Each fiscal year, the Board of Directors of the Corporation shall cause to be sent to the Stockholders an Annual Report in such form as may be deemed
appropriate by the Board of Directors. The Annual Report shall include audited financial statements and shall be accompanied by the report thereon of an independent certified public
accountant.

9.10 INTERIM REPORTS. The Corporation may send interim reports to the Stockhol ders having such form and content as the Board of Directors deems proper.

9.11 BYLAWS SEVERABLE. The provisions of these Bylaws are severable, and if any provision shall be held invalid or unenforceable, that invalidity or unenforceability shall attach
only to that provision and shall not in any manner affect or render invalid or unenforceable any other provision of these Bylaws, and these Bylaws shall be carried out asif theinvalid or
unenforceable provision were not contained herein.

ARTICLEX
AMENDMENT OF BYLAWS

10.01 BY DIRECTORS. The Board of Directors shall have the power, at any annual or regular meeting, or at any special meeting if notice thereof isincluded in the notice of such
special meeting, to alter or repeal any Bylaws of the Corporation and to make new Bylaws, except that the Board of Directors shall not alter or repeal (i) Section 2.03 to change the
minimum or maximum number of Directors without the vote of the Stockholders required therein, (ii) Section 7.01 without a vote of the Stockholders and the consent of any Indemnified
Persons whose rights to indemnification, based on conduct prior to such amendment, would be adversely affected by such proposed alteration or repeal; (iii) this Section 10.01; or
(iv) Section 10.02.

10.02 BY STOCKHOLDERS. With the approval of the Board of Directors, the Stockholders shall have the power, by affirmative vote of amajority of the outstanding shares of
common stock of the Corporation, at any annual meeting (subject to the requirements of Section 1.03), or at any specia meeting if notice thereof isincluded in the notice of such special
meeting, to alter or repeal any Bylaws of the Corporation and to make new Bylaws, except that the Stockholders shall not alter or repeal Section 7.01 without the consent of any
Indemnified Persons adversely affected by such proposed alteration or repeal, and except that a vote of two-thirds of the outstanding shares of common stock of the Corporationis
required to amend Sections 1.03, 2.04 and 2.13.
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Section 3: EX-12.1 (EX-12.1)

Exhibit 12.1

AVALONBAY COMMUNITIES, INC.
RATIOS OF EARNINGS TO COMBINED FIXED CHARGES AND PREFERRED STOCK DIVIDENDS

Year Year Year Year Year
Ended Ended Ended Ended Ended
December 31,2009  December 31, 2008(1)  December 31, 2007(1)  December 31, 2006(1)  December 31, 2005(1)

Income from continuing operations before cumulative effect of

changein accounting principle $ 76,413 $ 98492 $ 219364 $ 137,306 $ 74,947
(Plus):
Equity inincome of unconsolidated entities, net of distributions
received 5,475 6,728 9,532 7,478 (4,802)
Amortization of capitalized interest (2) 14,035 12,428 9,941 7,503 5,957
Earnings before fixed charges $ 95923 $ 117,648 $ 238837 $ 152,287 $ 76,102
(Plus) Fixed charges:
Portion of rents representative of the interest factor $ 6241 $ 5287 $ 3165 $ 1410 $ 1,495
Interest expense 150,323 114,910 92,175 103,910 120,670
Interest capitalized 48,226 74,621 73,118 46,388 25,284
Preferred dividend — 10,454 8,700 8,700 8,700
Total fixed charges (3) $ 204790 $ 205272 $ 177,158 $ 160,408 $ 156,149
(Less):
Interest capitalized 48,226 74,621 73,118 46,388 25,284
Preferred dividend — 10,454 8,700 8,700 8,700
Earnings (4) $ 252487 $ 237,845 $ 334177 $ 257,607 $ 198,267
Ratio (4 divided by 3) 1.23 1.16 1.89 161 127

AVALONBAY COMMUNITIES, INC.
RATIOS OF EARNINGS TO FIXED CHARGES

Year Year Year Year Year
Ended Ended Ended Ended Ended
December 31, 2009 December 31, 2008(1) December 31, 2007(1) 20 December 31, 2006(1) December 31, 2005(1)

Income from continuing operations before cumulative effect of

changein accounting principle $ 76413 $ 098,492 $ 219,364 $ 137,306 $ 74,947
(Plus):
Equity inincome of unconsolidated entities, net of
distributions received 5475 6,728 9,532 7,478 (4,802)
Amortization of capitalized interest (2) 14,035 12,428 9,941 7,503 5,957
Earnings before fixed charges $ 95923 $ 117648 $ 238837 $ 152,287 $ 76,102

(Plus) Fixed charges:
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Portion of rents representative of the interest factor $ 6241 $ 5287 $ 3,165 $ 1410 $ 1,495

Interest expense 150,323 114,910 92,175 103,910 120,670

Interest capitalized 48,226 74,621 73,118 46,388 25,284

Total fixed charges (3) $ 204,790 $ 194,818 $ 168,458 $ 151,708 $ 147,449
(Less):

Interest capitalized 48,226 74,621 73,118 46,388 25,284

Earnings (4) $ 252,487 $ 237,845 $ 334,177 $ 257,607 $ 198,267

Ratio (4 divided by 3) 1.23 1.22 1.98 1.70 134

Theresults of operations for 2005 through 2009 have been adjusted to reflect discontinued operations for properties sold or held for sale as of December 31, 2009.

Represents an estimate of capitalized interest costs based on the Company’s established depreciation policy and an analysis of interest costs capitalized since 1998 (the year in
which AvalonBay was formed).
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Section 4: EX-21.1 (EX-21.1)

Exhibit 21.1

SUBSIDIARY LIST (BY JURISDICTION)
California

Bay Rincon, LP
San Francisco Bay Partnersll, Ltd.

Connecticut

Bronxville West, LLC

Forestbroad LLC

Smithtown Galleria Associates Limited Partnership
Town Close Associates Limited Partnership

Delaware

4600 Eisenhower Avenue, LLC
AIVI,LLC

AlamedaFinancing, L.P.

AMP Apartments, LLC

AMP Apartments Subtenant, LLC
AMV |,LLC

AMV II,LLC

AMV I, LLC

AMV IV, LLC

Ariaat Hathorne Hill, LLC
Ariaat Laurel Hill, LLC
Arlington Square Financing, LLC
Avaon57,LLC

Avaon Anaheim Stadium, L.P.
Avaon at Ballston, LLC

Avalon at Diamond Heights, L.P.
Avalon at Dublin Station, L.P.
Avalon at Florham Park, LLC
Avalon at Mission Bay 111, L.P.
Avalon at Pecific Bay, L.P.
Avalon at Providence Park, LLC
AvalonBalard, LLC

Avaon Belltown, LLC

Avalon CdiforniaVauel, LLC
Avaon CdiforniaVduell, LLC
Avaon CdiforniaVauelll, LLC
Avaon CdliforniaVauelV, LLC
Avaon CdliforniaVaueV, LLC
Avaon CdliforniaVaueVI, LLC
Avaon CdiforniaVaueVII, LLC
Avaon CdiforniaVaue VIIl, LLC
Avalon Clark and Polk, LLC
Avalon Del Rey Apartments, LLC
Avaon DownREIT V, L.P.
Avalon Encino, L.P.

Avalon Fair Lakes, LLC

Avalon Fashion Valley, L.P.
Avaon Gold, LLC

Avalon Greenll, LLC

Avalon Grosvenor, L.P.
Avaon |l Maryland Vauel, L.P.
Avaonl VirginiaVauel, L.P.
Avalon || Washington Valuel, L.P.
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Avaon lllinoisVauel, LLC

Avaon lllincisVauell, LLC

Avalon IllinoisVauelll, LLC
AvalonIrvine, L.P.

Avalon Lowlands, LLC

Avalon Lyndhurst, LLC

Avaon Maryland Valuel, LLC

Avaon Maryland Valuell, LLC
Avaon Maryland Vauelll,LLC
Avalon Massachusetts Valuel, LLC
Avalon Massachusetts Valuell, LLC
Avalon New Jersey Urban Renewal Entity |, LLC
Avalon New Jersey Valuell, LLC
Avaon New Rochellell, LLC

Avalon New York Vauel, LLC

Avalon Newport, L.P.

Avalon North Bergen, LLC

Avalon Oyster, LLC

Avaon Park Tower, LLC

Avalon Queen Anne, LLC

Avaon Riverview |, LLC

Avaon Riverview North, LLC
AvaonRun, LLC

Avalon Sharon FS, LLC

Avalon Shipyard, LLC

Avalon Tinton Falls, LLC

Avalon Towers Bellevue, LLC

Avalon Towers on the Peninsula, L.P.
Avalon Union City, L.P.

Avalon Upper Falls Limited Partnership
Avalon Upper Falls, LLC

Avalon Watch, LLC

Avalon West Chelsea, LLC

Avalon West Long Branch, LLC
Avaon WFS, LLC

Avalon Willoughby West, LLC
Avalon Wilshire, L.P.

Avalon Woodland Hills, L.P.
AvaonWPI,LLC

AvaonWPII, LLC

Avaon WPIII, LLC

Avaon WPV, LLC

Avaon WPV, LLC

Avaon WP VI, LLC

AvalonBay Capital Management 11, LLC
AvaonBay Fund Il Subsidiary GP, LLC
AvalonBay Redevelopment LLC
AvaonBay Trade Zone Village, LLC
AvalonBay VAF Acquisition, LLC
AvaonBay VAF Il Acquisition, LLC
AvalonBay Value Added Fund, L.P.
AvalonBay Value Added Fund 11, L.P.
AvalonBay Vaue Added Fund |1 Feeder, L.P.
AvaonBay Value Added REIT II, L.P.
Bay Countrybrook L.P.

Bay Pacific Northwest, L.P.

Bellevue Financing, LLC

Bowery Place | Low-Income Operator, LLC
Bowery Place | Manager, LLC




Cameron Court Financing, LLC
Centerpoint Master Tenant LLC
Chrystie Venture Partners, LLC
CotoDeCaza, LLC

Crescent Financing, LLC
CVPI,LLC

CVPII,LLC

CVPIII, LLC

Darien Financing, LLC

Downtown Manhattan Residential LLC
Edgewater Financing, LLC

ER Cedar, L.L.C.

Freehold Financing, LLC

Garden City Duplex, LLC

Garden City SF, LLC

Gardens Financing, LLC

Gates Financing, LLC

Glen Cove Development LLC

Glen Covell Development LLC
Harbor Financing, LLC

Hathorne FSHoldings, LLC

Jones Road Residential, LLC
Laurel Hill Private Sewer Treatment Facility, LLC
Mission Bay North Financing, L.P.
MVPI,LLC

Norwalk Retail, LLC

Oak Road Office, LLC

PHVPI, LP

PHVPI GP,LLC

Pleasant Hill Manager, LLC
Pleasant Hill Transit Village AssociatesLLC
Rose Avalon Winbrook Redevelopment, LLC
Roselle Park Urban Renewal, LLC
Roselle Park VP, LLC

Run East Il Financing, LLC

Shady Grove Road Financing, LLC
Silicon Valey Financing, LLC
TysonsWest, LLC

Valet Waste Holdings, Inc.

West Chelsea Transaction, LLC
WLBVP, LLC

Woburn Financing, LLC

District of Columbia
4100 Massachusetts Avenue Associates, L.P.
Maryland

Avalon 4100 Massachusetts Avenue, Inc.
Avalon Acton, Inc.

Avalon at Chestnut Hill, Inc.
Avalon at Great Meadow, Inc.
Avalon at St. Clare, Inc.
Avaon BFG, Inc.

Avaon BlueHills, Inc.
Avalon Chase Glen, Inc.
Avalon Chase Grove, Inc.
Avalon Cohasset, Inc.
Avalon Collatera, Inc.




Avalon Commons, Inc.

Avalon Decoverly, Inc.

Avaon DownREIT V, Inc.

Avalon Fairway Hills| Associates
Avalon Fairway Hills 1l Associates
Avalon Fairway |1, Inc.

Avalon Grosvenor LLC

Avalon Hingham PM, Inc.

Avalon Mills, Inc.

Avalon Oaks, Inc.

Avalon Oaks West, Inc.

Avalon Promenade, Inc.

Avalon Rock Spring Associates, LLC
Avalon Sharon, Inc.

Avalon Symphony Woods, Inc.
Avalon Town Green |1, Inc.

Avalon Upper Falls Limited Dividend Corporation
Avalon Village North, Inc.

Avalon Village South, Inc.
AvalonBay ArnaValley, Inc.
AvalonBay Capital Management, Inc.
AvalonBay Construction Services, Inc.
AvalonBay Grosvenor, Inc.
AvalonBay NY C Development, Inc.
AvalonBay Orchards, Inc.
AvalonBay Parking, Inc.

AvalonBay Shrewsbury, Inc.
AvaonBay Traville, LLC

AvalonBay Vaue Added Fund, Inc.
AVB Development Transactions, Inc.
AVB Northborough, Inc.

AVB Pleasant Hill TRS, Inc.

AVB Service Provider, Inc.

AVB West Long Branch, Inc.

Bay Asset Group, Inc.

Bay Development Partners, Inc.

Bay GP, Inc.

Bay Waterford, Inc.
CaliforniaMultiple Financing, Inc.
Centerpoint Tower LLC

Centerpoint Garage LLC

Centerpoint Eutaw/Howard HoldingsLLC
Centerpoint Development || LLC
Centerpoint Howard LLC

Centerpoint Eutaw LLC

Centerpoint Tower/Garage HoldingsLLC
Georgia Avenue, Inc.

JP Construction in Milford, Inc.
Juanita Construction, Inc.

Lexington Ridge-Avalon, Inc.

M assachusetts

AvaonBay BFG Limited Partnership
Hingham Shipyard East Property Owners Association, Inc.

New Jersey

Town Cove Jersey City Urban Renewal, Inc.
Town Run Associates

Virginia
ArnaValley View Limited Partnership
Avalon Decoverly Associates Limited Partnership
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Exhibit 23.1

Consent of Independent Registered Public Accounting Firm

We consent to the incorporation by reference in the following Registration statements of AvalonBay Communities, Inc. and in the related Prospectus of our reports dated March 1,
2010, with respect to the consolidated financial statements and schedule of AvalonBay Communities, Inc. and the effectiveness of internal control over financial reporting of AvalonBay
Communities, Inc., included in this Annual Report (Form 10-K) for the year ended December 31, 2009.

Form S-3 Form S-8

No. 333-157627 No. 333-161258
No. 333-87063 No. 333-16837
No. 333-15407 No. 333-115290

No. 333-107413
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/s Ernst & Young LLP

Mclean, Virginia
March 1, 2010
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Exhibit 31.1

CERTIFICATION

1, Bryce Blair, certify that:

1. | have reviewed this annual report on Form 10-K of AvalonBay Communities, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of amaterial fact or omit to state amaterial fact necessary to make the statements made, in light of
the circumstances under which such statements were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in thisreport, fairly present in all material respects the financial condition, results
of operations and cash flows of the registrant as of, and for, the periods presented in this report;

4, The registrant’s other certifying officersand | are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act Rules 13a—

15(e) and 15d — 15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a— 15(f) and 15d — 15(f)) for the registrant and have:

@ Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that material
information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in
which thisreport is being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision, to provide
reasonabl e assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposesin accordance with generally
accepted accounting principles;

(© Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the effectiveness of the
disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

(d) Disclosed in thisreport any change in the registrant’sinternal control over financial reporting that occurred during the registrant’s most recent fiscal quarter (the
registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the registrant’ sinternal control
over financial reporting; and

5. Theregistrant’s other certifying officers and | have disclosed, based on our most recent evaluation of internal control over financial reporting, to the registrant’s auditors
and the audit committee of the registrant’s Board of Directors (or persons performing the equivalent functions):

@ All significant deficiencies and material weaknessesin the design or operation of internal control over financial reporting which are reasonably likely to adversely
affect the registrant’s ability to record, process, summarize and report financial information; and

(b)  Any fraud, whether or not material, that involves management or other employees who have asignificant role in the registrant’sinternal control over financial
reporting.

Date: February 26, 2010 /s BryceBlair

BryceBlair
Chief Executive Officer

(Back To Top)
Section 7: EX-31.2 (EX-31.2)

Exhibit 31.2

CERTIFICATION

I, Thomas J. Sargeant, certify that:

1
2.

| have reviewed this annual report on Form 10-K of AvalonBay Communities, Inc.;

Based on my knowledge, this report does not contain any untrue statement of amaterial fact or omit to state amaterial fact necessary to make the statements made, in light of
the circumstances under which such statements were made, not misleading with respect to the period covered by this report;

Based on my knowledge, the financial statements, and other financial information included in thisreport, fairly present in all material respectsthe financial condition, results
of operations and cash flows of the registrant as of, and for, the periods presented in this report;

The registrant’s other certifying officersand | are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act Rules 13a—
15(e) and 15d — 15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a— 15(f) and 15d — 15(f)) for the registrant and have:

(a Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that material
information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in
which thisreport is being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our supervision, to provide


http://dmz18/Cache/9129060.html#Top
http://dmz18/Cache/9129060.html#Top

reasonabl e assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposesin accordance with generally
accepted accounting principles;

(©) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the effectiveness of the
disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

(d) Disclosed in this report any change in the registrant’sinternal control over financial reporting that occurred during the registrant’s most recent fiscal quarter (the
registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the registrant’sinternal control
over financial reporting; and

5. Theregistrant’s other certifying officersand | have disclosed, based on our most recent evaluation of internal control over financial reporting, to the registrant’s auditors
and the audit committee of the registrant’s Board of Directors (or persons performing the equivalent functions):

@ All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to adversely
affect the registrant’ s ability to record, process, summarize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have asignificant role in the registrant’sinternal control over financial
reporting.

Date: February 26, 2010 /sl Thomas J. Sargeant
Thomas J. Sargeant
Chief Financia Officer

(Back To Top)
Section 8: EX-32 (EX-32)

Exhibit 32

CERTIFICATION

The undersigned officers of AvalonBay Communities, Inc. (the “ Company”) hereby certify that the Company’s annual report on Form 10-K to which this certification is attached (the
“Report”), asfiled with the Securities and Exchange Commission on the date hereof, fully complies with the requirements of Section 13(a) or 15(d), as applicable, of the Securities
Exchange Act of 1934, as amended (the “ Exchange Act”), and that the information contained in the Report fairly presents, in all material respects, the financial condition and results of
operations of the Company.

Date: February 26, 2010 /s/ BryceBlair
BryceBlair
Chief Executive Officer

/sl Thomas J. Sargeant
Thomas J. Sargeant
Chief Financial Officer

This certification is being furnished and not filed, and shall not be incorporated into any document for any purpose, under the
Securities Exchange Act of 1934 or the Securities Act of 1933.
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