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 PART I

        This Form 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. You should also review Item 1a., "Risk Factors," for a discussion of various risks that could adversely affect us.

 ITEM 1.    BUSINESS

General

        AvalonBay Communities, Inc. (the "Company," which term, unless the context otherwise requires, refers to AvalonBay Communities, Inc.
together with its subsidiaries) is a Maryland corporation that has elected to be treated as a real estate investment trust ("REIT") for federal
income tax purposes. We engage in the development, redevelopment, acquisition, ownership and operation of multifamily communities in high
barrier to entry markets of the United States. These barriers to entry generally include a difficult and lengthy entitlement process with local
jurisdictions and dense urban or suburban areas where zoned and entitled land is in limited supply. Our markets are currently located in the
following regions of the United States: New England, the New York/New Jersey Metro area, the Mid-Atlantic, the Pacific Northwest, and
Northern and Southern California. We focus on these markets because we believe that, over the long-term, a limited 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, 2013, we owned or held a direct or indirect ownership interest in:

�
178 operating apartment communities containing 52,427 apartment homes in nine states and the District of Columbia, of
which 155 communities containing 45,056 apartment homes were consolidated for financial reporting purposes, two
communities containing 674 apartment homes were held by joint ventures in which we hold an ownership interest, and 21
communities containing 6,697 apartment homes were owned by the Funds (as defined below). Five of the consolidated
communities containing 1,787 apartment homes were under redevelopment, as discussed below;

�
23 wholly-owned communities under construction that are expected to contain an aggregate of 6,599 apartment homes when
completed; and

�
rights to develop an additional 34 communities that, if developed in the manner expected, will contain an estimated 9,602
apartment homes.

        The Company has entered into a material agreement to purchase direct and indirect interests in real estate assets that will significantly
change our property holdings and capital structure. See "Business�Archstone Acquisition." The closing of the acquisition is expected to occur
during the first quarter of 2013 after the filing of this Form 10-K.

        We generally obtain ownership in an apartment community by developing a new 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 Development/Redevelopment 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
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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 were not owned or had not achieved stabilization as of the beginning of the prior year such
that year-over-year comparisons are not meaningful, as well as communities that are planned for disposition during the current year.
Development/Redevelopment Communities consist of communities that are under construction, communities where substantial redevelopment is
in 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 8, "Segment Reporting," of the Consolidated Financial Statements set forth in Item 8 of this
report.

        Our principal financial goal is to increase long-term stockholder value through the development, redevelopment, acquisition, operation, and
when appropriate, disposition of apartments in our markets. To help meet this goal, we regularly (i) monitor our investment allocation by
geographic market and product type, (ii) develop, redevelop and acquire an interest in apartment communities in 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 a capital structure that is aligned with our business risks with a view to maintaining
continuous access to cost-effective capital. Our strategy is to be leaders in multifamily market research, consumer insight and capital allocation,
delivering a range of multifamily offerings tailored to serve the needs of the most attractive customer segments in the best-performing U.S.
submarkets. A substantial majority of our current communities are upscale, which generally command among the highest rents in their markets.
However, we also pursue the ownership and operation of apartment communities that target a variety of customer segments and price points,
consistent with our goal of offering a broad range of products and services.

        We operate our apartment communities under three core brands Avalon, AVA, and Eaves by Avalon. We believe that this branding
differentiation allows us to target our product offerings to multiple customer groups and submarkets within our existing geographic footprint.
The "Avalon" brand is our core offering, focusing on upscale apartment living and high end amenities and services in urban and suburban
markets. Our "AVA" brand is designed for people who want to live in or near urban neighborhoods and in close proximity to public
transportation, services, shopping and night-life. AVA apartments are generally smaller, many engineered for roommate living, and feature
modern design and a technology focus. Our Eaves by Avalon brand is designed for renters who seek good quality apartment living, often in a
suburban setting, with practical amenities and services at a more modest price point.

        During the three years ended December 31, 2012, excluding activity for the Funds (as defined below), we acquired four apartment
communities. In addition, during this period we purchased our joint venture partner's interest in one operating community, obtaining a 100%
ownership interest in that apartment community. During the same three-year period, excluding dispositions in which we retained an ownership
interest, we disposed of 10 apartment communities and completed the development of 18 apartment communities and the redevelopment of 23
apartment communities. In addition, in 2011 we exchanged a portfolio of three communities and a parcel of land we owned for a portfolio of six
communities and $26,000,000 in cash.

        During this period, we also realized our pro rata share of the gain from the sale of eight communities owned by AvalonBay Value Added
Fund, L.P. ("Fund I"), an institutional discretionary real estate investment fund which we manage and in which we own a 15.2% interest. Fund I
acquired communities with the objective of either redeveloping or repositioning them, or taking advantage of market cycle timing and improved
operating performance. From its inception in March 2005 through the close of its investment period in March 2008, Fund I acquired 20
communities. In addition, Fund I sold one community in 2013 through the date this Form 10-K was filed.

2
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        In September 2008 we formed AvalonBay Value Added Fund II, L.P. ("Fund II"), a second institutional discretionary real estate investment
fund which we manage and in which we own a 31.3% interest. In 2012, Fund II acquired its final operating community, which was an active
acquisition candidate as of August 2011, the end of the investment period for Fund II. From the commencement of Fund II through the close of
the investment period, Fund II acquired 13 operating communities. Fund II sold one community in 2013 through the date this Form 10-K was
filed. A more detailed description of Fund I and Fund II (collectively, the "Funds") and the related investment activity can be found in the
discussion in Note 6, "Investments in Real Estate Entities," of the Consolidated Financial Statements in Item 8 of this report and in Item 7,
"Management's Discussion and Analysis of Financial Condition and Results of Operations."

        Including sales by unconsolidated entities and entities in which we held a residual profits interest, during 2012 we sold 12 real estate assets,
consisting of 11 operating communities and one land parcel, and recognized a gain in accordance with U.S. generally accepted accounting
principles ("GAAP") of $156,420,000.

        A further discussion of our development, redevelopment, disposition, acquisition, property management and related strategies follows.

        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 communities in 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 office in Arlington, Virginia, we also maintain regional offices, administrative offices
or specialty offices in or near the following cities:

�
Boston, Massachusetts;

�
Long Island, New York;

�
Los Angeles, California;

�
New York, New York;

�
Newport Beach, California;

�
San Francisco, California;

�
San Jose, California;

�
Seattle, Washington;

�
Shelton, Connecticut;

�
Virginia Beach, Virginia; and

�
Woodbridge, New Jersey.

        After selecting a target site, we usually negotiate for the right to acquire the site either through an option or a long-term conditional
contract. Options and long-term conditional contracts generally allow us to acquire the target site shortly before the start of construction, which
reduces development-related risks and preserves capital. However, as a result of competitive market conditions for land suitable for
development, we have sometimes acquired and held land prior to construction for extended periods while entitlements are obtained, or acquired
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        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 as construction managers. We generally perform these functions directly (although we
may use a wholly-owned subsidiary) both for ourselves and for the joint ventures and partnerships of which we are a member or a partner. We
believe direct involvement in construction enables us to achieve higher construction quality, greater control over construction schedules and cost
savings. Our development, 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 multifamily residential use. During the period that we hold these buildings for future development, any rent received from
these operations, which we consider to be incidental, is accounted for as a reduction in our investment in the development pursuit and not as net
income. We have also participated, and may in the future participate, in master planned or other large multi-use developments 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 unimproved ground floor retail space, 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 fee income for providing these
services. Particularly with large scale, urban in-fill developments, we may engage in significant environmental remediation efforts to prepare a
site 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 redevelopment of a community, our goal is to 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 a dedicated group of associates and procedures that are intended to control both the cost and risks of
redevelopment. Our redevelopment teams, which include redevelopment, 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 redevelopment cycle, including planning and procurement of
architectural and engineering designs, budgeting and actual renovation work. The actual renovation work is referred 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 develop, redevelop and acquire communities and to rebalance our portfolio across or within geographic regions.
This also allows us to 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 dispositions in lieu of raising that amount of capital externally. When we decide to sell a community, we
generally 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 redevelopment discussed above allow us to be selective in the
acquisitions we target. Acquisitions allow us to achieve rapid penetration into markets in which we desire an increased presence. Acquisitions
(and dispositions) also help us
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achieve our desired product mix or rebalance our portfolio. Portfolio growth also allows for fixed general and administrative costs to be a
smaller percentage of overall community Net Operating Income ("NOI"). We are not presently pursuing the formation of a new, third fund,
preferring at this time to maintain flexibility in shaping our portfolio of wholly-owned assets through acquisitions and disposition, although we
may acquire investments in existing fund structures in connection with the Archstone Acquisition. Any fund acquired is not expected to limit our
ability to acquire investments for our own account.

        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

�
employing revenue management software to optimize the pricing and term of leases.

        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 a larger volume of revenue, thereby increasing operating margins.
We constrain growth in operating expenses in a variety of ways, which include, but are not limited to, the following:

�
we use purchase order controls, acquiring goods and services from pre-approved vendors;

�
we use national negotiated contracts and also purchase supplies in bulk where possible;

�
we bid third-party contracts on a volume basis;

�
we strive to retain residents through high levels of service in order to eliminate the cost of preparing an apartment home for a
new 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 data will enable us to maximize revenue and control costs through careful leasing decisions,
maintenance decisions and financial management.

        We generally manage the operation and leasing activity of our communities directly (although we may use a wholly-owned subsidiary)
both for ourselves and the joint ventures and partnerships of which we are a member or a partner.
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        From time to time we also pursue or arrange ancillary services for our residents to provide additional revenue sources or increase resident
satisfaction. As a REIT, we generally cannot provide direct services to our residents that are not customarily provided by a landlord, nor can we
directly share in the income of a third party that provides such services. However, we can provide such non-customary services to residents or
share in the revenue from such services if we do so through a
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"taxable REIT subsidiary," which is a subsidiary that is treated as a "C corporation" 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 needs will be met from cash on hand, borrowings
under our $1,300,000,000 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 a variety of factors such as
general market and economic conditions, our short and long-term liquidity needs, the relative costs of debt and equity capital and growth
opportunities. A summary of debt and equity activity for the last three years is reflected 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 to either hold an apartment community in fee simple or to have an indirect interest in the community through a joint
venture is based on a variety of factors and considerations, including: (i) the economic and tax terms required by a seller of land or of a
community; (ii) our desire to 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 a joint venture vehicle is used. Investments in joint ventures are not limited to a specified
percentage of our assets. Each joint venture agreement is individually negotiated, and our ability to operate and/or dispose of a community in our
sole discretion may be limited to varying degrees depending on the terms of the joint venture agreement.

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

        Other Strategies and Activities.    While we emphasize equity real estate investments in 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 services to us or
our residents, in each case consistent with our qualification as a REIT. In addition, we own and lease retail space at our communities when either
(i) the highest and best use of the space is for retail (e.g., street level in an urban area); (ii) we believe the retail space will enhance the
attractiveness of the community to residents or; (iii) some component of retail space is required to obtain entitlements to build apartment homes.
As of December 31, 2012, we had a total of 458,693 square feet of rentable retail space, excluding retail space within communities currently
under construction. Gross rental revenue provided by leased retail space in 2012 was $8,806,000 (0.8% of total revenue). We may also develop a
property in conjunction with another real estate company that will own and operate the retail component of a mixed-use building that we help
develop. 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 a taxable REIT subsidiary, develop real estate for sale. Any investment in securities of other entities,
and any development of real estate for sale, is subject to the percentage of ownership limitations, gross income 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
times we intend to make investments in a manner so as to
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qualify as a REIT unless, because of circumstances or changes to the Internal Revenue Code of 1986 (or the Treasury Regulations), our Board of
Directors determines that it is no longer in our best interest to qualify as a REIT.

Archstone Acquisition

        In November 2012, we entered into agreements with (i) Equity Residential and its operating partnership, ERP Operating Partnership LP
("Equity Residential"), (ii) Lehman Brothers Holdings, Inc., ("Lehman"), and (iii) Archstone Enterprise LP ("Archstone"), pursuant to which
AvalonBay and Equity Residential will acquire, directly or indirectly, all of the assets, liabilities and ownership interests in joint ventures or
other entities owned by Archstone. Under the terms of the agreements, we will acquire approximately 40% of Archstone's assets and liabilities
and Equity Residential will acquire approximately 60% of Archstone's assets and liabilities ("Archstone Acquisition"). The transaction is
expected to close during the first quarter of 2013.

        As disclosed in November 2012, we expect to purchase the following as part of the Archstone Acquisition, which is subject to adjustment
up until the transaction closes:

�
66 apartment communities that are expected to be consolidated for financial reporting purposes, containing 22,222 apartment
homes, of which six communities are under construction and are expected to contain 1,666 apartment homes upon
completion

�
Three parcels of land, which are expected to be wholly owned, and if developed as anticipated, are expected to contain a
total of 968 apartment homes;

�
Interests in joint ventures the assets of which consist primarily of real estate, for which our ownership percentage is expected
to be up to 40%, and that are not expected to be consolidated for financial reporting purposes.

        The Company expects to provide the following consideration for the Archstone Acquisition:

�
the issuance of 14,889,706 shares of its common stock to Lehman or its designees;

�
cash payment of $669,000,000 to Lehman or its designees;

�
the assumption of approximately $3,700,000,000 principal amount of consolidated indebtedness;

�
the acquisition with Equity Residential of interests in entities that have preferred units outstanding that may be presented for
redemption from time to time. The Company's 40% share of the liquidation value of and accrued dividends on these
outstanding Archstone preferred units as of January 31, 2013 was $132,200,000; and

�
the assumption with Equity Residential of all other liabilities, known or unknown, of Archstone, other than certain excluded
liabilities. The Company will share in 40% of the cost of these liabilities.

        Equity Residential and we are jointly and severally liable for most obligations to Lehman related to the Archstone Acquisition. If we and
Equity Residential fail to close Archstone Acquisition by March 26, 2013, then Equity Residential and we could be liable for payment of a
termination fee of $800,000,000. The closing of the transaction is also subject to customary closing conditions, which do not include our and
Equity Residential's ability to obtain the necessary financing or lender consents for the transaction. Unless otherwise stated, all amounts and
disclosures included in this Form 10-K do not include any impact from the anticipated closing of the Archstone Acquisition.
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Tax Matters

        We filed an election with our 1994 federal income tax return to be taxed as a REIT under the Internal Revenue Code of 1986, as amended,
("the Code") and intend to maintain our qualification as a REIT in the future. As a qualified 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 distributions to avoid income tax at the corporate level. While we believe that we are organized
and qualified as a REIT and we intend to operate in a manner that will allow us to continue to qualify as a REIT, there can be no assurance that
we will be successful in this regard. Qualification as a REIT involves the application of highly technical and complex provisions of the 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 develop 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 homes that are for sale or rent. Although we often compete
against large sophisticated developers 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

        As a current or prior owner, operator and developer 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

        We file annual, quarterly and current reports, proxy statements and other information with the SEC. You 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. You 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.
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        We maintain a website 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 charge in
the "Investors" 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, as well as our
Director Independence Standards, Corporate Governance Guidelines, Code of Business Conduct and Ethics, Policy Regarding Shareholder
Rights Agreement, Policy Regarding Shareholder Approval of Future Severance Agreements, Executive Stock Ownership Guidelines, and
Policy for Recoupment of Incentive Compensation, are available free of charge in that section of our website or by writing to AvalonBay
Communities, Inc., Ballston Tower, Suite 800, 671 N. Glebe Rd., Arlington, Virginia 22203, Attention: Chief Financial Officer. To the extent
required by the rules of the SEC and the NYSE, 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 California in 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, 2013, we had 2,178 employees.
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 ITEM 1a.    RISK FACTORS

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

We may fail to consummate the Archstone Acquisition or may not consummate it on the terms described in this report.

        We expect to consummate the Archstone Acquisition during the first quarter of 2013, assuming that all of the conditions in the related asset
purchase agreement (the "Purchase Agreement") are satisfied or waived. The consummation of the Archstone Acquisition, however, is subject to
certain closing conditions, including conditions that must be met by Equity Residential and which are beyond our control, and there can be no
assurance that such conditions will be satisfied on the anticipated schedule or at all. In addition, under certain circumstances, we or Lehman may
terminate the Purchase Agreement. As a result, there can be no assurance that the Archstone Acquisition will be consummated in its entirety in
accordance with the anticipated timing or at all.

        In addition, if the Archstone Acquisition does not occur we will not recover our costs and expenses incurred in connection with the
transaction and we may be liable for all or a portion of the $800,000,000 termination fee, if payable.

We and/or Equity Residential may fail to perform under the Purchase Agreement or may not perform on the terms prescribed.

        We don't believe that we could meet, or that Equity Residential could meet, the obligations, as buyer, set forth in the Purchase Agreement
without the timely performance of the other. Thus, we and Equity Residential are each dependent upon the performance of the other to meet the
buyer's obligations under the Purchase Agreement. A default by either party under the Purchase Agreement could give rise to adverse
consequences to the breaching party pursuant to certain arrangements between us and Equity Residential. Under our arrangements with Equity
Residential, if the termination of the Purchase Agreement is solely a result of a breach by either us or Equity Residential then the breaching party
shall be solely responsible for, and shall indemnify the non-breaching party against, the fees and expenses, including the termination fee of up to
$800,000,000, payable to Lehman resulting from a failure to consummate the acquisition, and any out-of-pocket expenses incurred by such
non-breaching party in connection with enforcing its rights against the breaching party.

Our business and the market price of our common stock may be adversely affected if the Archstone Acquisition is not completed.

        The Archstone Acquisition is subject to customary closing conditions. If the Archstone Acquisition is not completed, we could be subject to
a number of risks that may adversely affect our business and the market price of our common stock, including:

�
the market price of our common stock may decline to the extent that the current market price reflects an assumption that the
Archstone Acquisition will be completed;

�
we must pay certain costs related to the Archstone Acquisition, such as legal and accounting fees and expenses, regardless of
whether the Archstone Acquisition is consummated;

�
we would not realize the benefits we expect to realize from consummating the Archstone Acquisition; and

�
we, together with Equity Residential, may be liable for a termination fee of up to $800,000,000.
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We will incur substantial expenses and payments even if the Archstone Acquisition is not completed.

        We have incurred substantial legal, accounting, financial advisory and other costs and our management has devoted considerable time and
effort in connection with the Archstone Acquisition. If the Archstone Acquisition is not completed, we will bear certain fees and expenses
associated with the Archstone Acquisition without realizing the benefits of the Archstone Acquisition. The fees and expenses may be significant
and could have an adverse impact on our operating results. For instance, if Lehman terminates the Purchase Agreement due to a breach by us or
a failure by us to satisfy a condition precedent to Lehman's obligation to close the Archstone Acquisition, we would be obligated to pay to
Lehman a termination fee of up to $800,000,000.

We intend to assume indebtedness in connection with the Archstone Acquisition, which may have an adverse effect on our financial
condition and results of operations, and our ability to make distributions to our stockholders.

        We intend to assume $3,700,000,000 principal amount of consolidated indebtedness in connection with the Archstone Acquisition, which
will increase our leverage and the ratio of our net debt to our earnings before interest, tax, depreciation and amortization.

        We expect to repay contemporaneously with the closing up to $1,700,000,000 principal amount of assumed indebtedness from the
Archstone Acquisition. However, there can be no assurance that we will be able to reduce or refinance, over time, to the extent we anticipate, the
indebtedness we are assuming. Therefore, the increase in indebtedness we will incur at closing of the Archstone Acquisition could have adverse
consequences on our business, such as:

�
requiring us to use a substantial portion of our cash flow from operations to service our indebtedness, which would reduce
the available cash flow to fund working capital, capital expenditures, development projects and other general corporate
purposes such as dividends;

�
limiting our ability to obtain additional financing to fund our working capital needs, acquisitions, capital expenditures or
other debt service requirements or for other purposes;

�
limiting our ability to compete with other companies that are not as highly leveraged, as we may be less capable of
responding to adverse economic and industry conditions;

�
restricting us from making other strategic acquisitions, developing additional properties or exploiting other business
opportunities;

�
restricting the way in which we conduct our business because of financial and operating covenants in the agreements
governing our and our subsidiaries' existing and future indebtedness;

�
exposing us to potential events of default (if not cured or waived) under financial and operating covenants contained in our
or our subsidiaries' debt instruments that could have an adverse effect on our business, financial condition and operating
results;

�
increasing our vulnerability to a downturn in general economic conditions; and

�
limiting our ability to react to changing market conditions in our industry.

        In addition to our debt service obligations, our operations may require substantial investments on a continuing basis. Our ability to make
scheduled debt payments, to refinance our obligations with respect to our indebtedness and to fund capital and non-capital expenditures
necessary to maintain the condition of our operating assets and properties, as well as to provide capacity for the growth of our business, depends
on our financial and operating performance, which, in turn, is subject to prevailing economic conditions and financial, business, competitive,
legal and other factors.
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The intended benefits of the Archstone Acquisition may not be realized, which could have a negative impact on the market price of our
common stock after the Archstone Acquisition.

        The Archstone Acquisition poses risks for our ongoing operations, including that:

�
our senior management's attention may be diverted from the management of daily operations to the integration of the
Archstone Acquisition, including management of assets located outside of our core markets pending disposition, which may
disrupt management of our existing business and our relationships with our customers;

�
we may bear costs and expenses associated with any undisclosed or potential liabilities;

�
the Archstone Acquisition may not perform as well as we anticipate; and

�
unforeseen difficulties may arise in integrating the Archstone Acquisition into our portfolio.

        Also, we expect to acquire assets and assume liabilities in connection with the Archstone Acquisition on an "as is" basis with only limited
representations from Lehman surviving after the closing of the Archstone Acquisition, which limits our recourse against the seller for breaches
of representations after closing, which in turn may expose us to unexpected material losses or expenses after the closing.

        In addition, our diligence investigations with respect to the assets comprising the Archstone Acquisition, has been more limited than would
be the case if we were acquiring individual apartment communities or land parcels, which may also expose us to unexpected material losses or
expenses after the closing.

        As a result of the foregoing, we cannot assure you that the Archstone Acquisition will be accretive to us in the near term or at all.
Furthermore, if we fail to realize the intended benefits of the Archstone Acquisition, the market price of our common stock could decline to the
extent that the market price reflects those anticipated benefits.

The Archstone Acquisition will significantly increase the size of our real estate portfolio and related personnel and operating and financial
needs, and we may not be successful in integrating the Archstone Acquisition into our business.

        The Archstone Acquisition involves a variety of risks, including potential difficulties in integrating the portfolio, diversions of our
management resources, differing levels of management and internal control effectiveness at the acquired entities and other unanticipated
problems and liabilities. Any of these risks could adversely affect our financial results and reduce or delay our ability to obtain the expected
benefits of the Archstone Acquisition.

        In addition, the increased need for financial resources that will result from the Archstone Acquisition, as well as the diversion of our
management resources, may affect our existing development, redevelopment and acquisition portfolios and development rights pipeline. As a
result, there may be unexpected delays in the timing of our activities relating to our existing real estate portfolios and development rights
pipeline, and we may encounter unexpected costs or we may not succeed in obtaining the expected benefits of our currently expected real estate
development, redevelopment and acquisition activities. These issues could also increase our capital requirements, which may require us to issue
potentially dilutive equity securities and incur additional debt.

The governance provisions of our joint ventures with Equity Residential could adversely affect our flexibility in dealing with such joint
venture assets and liabilities.

        In connection with the Archstone Acquisition, we expect to create joint ventures with Equity Residential to manage certain of the acquired
assets and liabilities. These structures involve
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participation in the investment by Equity Residential whose interests and rights may not be the same as ours. Joint ownership of an investment in
real estate involves risks not associated with direct ownership of real estate, including the risk that Equity Residential may at any time have
economic or other business interests or goals which become inconsistent with our business interests or goals, including inconsistent goals
relating to the sale of properties held in the joint ventures or the timing of the termination and liquidation of the joint ventures. Under the
expected form for the joint venture arrangements, neither we nor Equity Residential expect to have the power to control the ventures, and an
impasse could occur, which would adversely affect the applicable joint venture and decrease potential returns to us and our investors.

We expect to assume substantially all liabilities related to the Archstone Acquisition, and may be responsible for liabilities that were not
known when we entered into the Purchase Agreement.

        Under the Purchase Agreement, we and Equity Residential will assume substantially all liabilities related to the Archstone portfolio,
whether or not they were known by us and Equity Residential at the time we entered into the Purchase Agreement, and we have agreed to
indemnify Lehman with respect to these liabilities. Under the Purchase Agreement, we would be solely liable for these obligations if Equity
Residential were to default on its obligation to share these indemnification obligations with us. As a result, we could become liable for liabilities
that are not currently known to us, and the amount of these liabilities could have an adverse effect on our business, financial condition and
results of operations.

We intend to dispose of certain assets acquired in connection with the Archstone Acquisition, but we may be unable to achieve the expected
proceeds of these acquisitions or may be unable to dispose of these assets at all.

        We intend to dispose of certain assets acquired in connection with the Archstone Acquisition, including assets held in our joint ventures
with Equity Residential, but we cannot predict whether we will be able to sell any of the properties on favorable terms and conditions, if at all, or
the length of time over which we expect to sell any of the assets. We may be unable to sell some of the properties, which may adversely affect
our liquidity, or we may have to sell properties at depressed prices, which could adversely affect our results of operations and financial
condition. Our joint ventures with Equity Residential will own, among other assets, investments in apartment communities in Germany, and we
will acquire from Archstone interests in U.S. markets that we are not currently in, including Florida, Georgia and Texas. Our efforts to manage,
position and/or dispose of these investments may distract management and we may not achieve the intended results.

Future sales or issuances of our common stock may cause the market price of our common stock to decline.

        In connection with the Archstone Acquisition, we will issue shares of our common stock under the Purchase Agreement, and we will be
required to register the resale of such shares of common stock under the Securities Act. The sale of substantial amounts of our common stock,
whether directly by us or in the secondary market, the perception that such sales could occur or the availability for future sale of shares of our
common stock or securities convertible into or exchangeable or exercisable for our common stock, could adversely affect the market price of our
common stock and our ability to raise capital through future offerings of equity or equity-related securities.

Development, redevelopment and construction risks could affect our profitability.

        We intend to continue to develop and redevelop apartment home communities. These activities can include long planning and entitlement
timelines and can involve complex and costly activities,

13

Edgar Filing: AVALONBAY COMMUNITIES INC - Form 10-K

20



Table of Contents

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 a number of reasons, including changes in local
market conditions or increases in construction or financing costs, and, as a result, we may fail to recover expenses already
incurred in exploring those opportunities;

�
occupancy rates and rents at a community may fail to meet our original expectations for a number 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;

�
we may be unable to complete construction and lease-up of a community 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 us to delay or abandon an opportunity;

�
we may incur liabilities to third parties during the development 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 services to 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 a requirement that we undertake structural
modifications to remedy the noncompliance.

        We estimate construction costs based on market conditions at the time we prepare our budgets, and our projections include 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;

�
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�
real estate taxes;

�
capitalized interest and insurance;

�
loan fees;

�
permits;

�
professional fees;
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�
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 rents in effect at the time new development or redevelopment communities
complete lease-up will be sufficient to fully offset the effects of any increased construction or reconstruction costs.

Unfavorable changes in market and economic conditions could adversely affect occupancy, rental rates, operating expenses, and the overall
market value of our assets, including joint ventures and investments in the Funds.

        Local conditions in our markets significantly affect occupancy, rental rates and the operating performance of our communities. The risks
that may adversely affect conditions in those markets include the following:

�
plant closings, industry slowdowns and other factors that adversely affect the local economy;

�
an oversupply of, or a reduced demand for, apartment homes;

�
a decline in household formation or employment or lack of employment growth;

�
the inability or unwillingness of residents to 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

�
economic conditions that could cause an increase in our operating expenses, such as increases in property taxes, utilities,
compensation of on-site associates and routine maintenance.

Changes in applicable laws, or noncompliance with applicable laws, could adversely affect our operations or expose us to liability.

        We must develop, construct and operate our communities in 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 changes in (i) laws imposing
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 a term of one year or less. Because these leases generally permit the residents to leave at the
end of the lease term without penalty, our rental revenues are impacted by declines in market rents more quickly than if our leases were for
longer terms.
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Competition could limit our ability to lease 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 lease 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 us to 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 adversely affect our access to 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 redevelopment 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 a lower 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 a high 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 lenders to fulfill their obligations would not be adversely
impacted.

Insufficient cash flow could affect our debt financing and create refinancing 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 this regard, we note that in order for us to continue to qualify as a 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 least a portion of our outstanding debt as it matures. There is a risk that we may not be able to refinance
existing debt or that a refinancing will not be done on as favorable terms; either of these outcomes could have a material 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. In addition, we regularly seek access to both fixed
and variable rate debt financing to repay maturing debt and to finance our development and redevelopment activity. Accordingly, if interest rates
increase, 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 obligations issued 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 apartments in a community available to households 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, 2012, approximately 6.47% 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 a financial institution of payment of
the principal of, and interest on, the bonds. The guarantee may take the form of a letter of credit, surety bond, guarantee agreement or other
additional collateral. If the financial institution defaults in its guarantee obligations, or if we are unable to renew the applicable guarantee or
otherwise post satisfactory collateral, a default will occur under the applicable tax-exempt bonds and the community could be foreclosed upon if
we do not redeem the bonds.

Risks related to indebtedness.

        We have a Credit Facility with Bank of America, N.A., as administrative agent, swing lender, issuing bank and a bank, JPMorgan Chase
Bank, N.A., as a bank and as syndication agent, Deutsche Bank Trust Company Americas, Morgan Stanley Bank and Wells Fargo Bank, N.A.,
each as a bank and as documentation agent, Barclays Bank PLC as a bank and as co-documentation agent, UBS AG, Stamford Branch, as a
co-documentation agent, Goldman Sachs Bank USA, The Bank of New York Mellon, Compass Bank, PNC Bank, National Association, and
Suntrust Bank, each as a bank and as a managing agent, Branch Banking and Trust Company, Bank of Tokyo Mitsubishi UFJ, Ltd., and Capital
One, N.A., each as a bank and as a co-agent, and the other bank parties signatory thereto. 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 that are subject to secured debt, our Credit Facility and the indenture under which a substantial
portion of our debt was issued contain customary restrictions, requirements and other limitations, as well 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 a requirement 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.

        The mortgages on those of our properties subject to secured debt generally include provisions which stipulate a prepayment penalty or
payment that we will be obligated to pay in the event that we elect to repay the mortgage note prior to the earlier of (i) the stated maturity of the
note, or (ii) the date at which the mortgage note is prepayable without such penalty or payment. If we elect to repay some or all of the
outstanding principal balance for our mortgage notes, we may incur prepayment penalties or payments under these provisions which could
adversely affect our results of operations.
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Failure to maintain our current credit ratings could adversely affect our cost of funds, related margins, liquidity and access to capital
markets.

        There are two major debt rating agencies that routinely evaluate and rate our debt. These ratings are based on a number of factors, which
include their assessment of our financial strength, liquidity, capital structure, asset quality amount of real estate under development, and
sustainability of cash flow and earnings, among other factors. If market conditions change, we may not be able to maintain our current credit
ratings, which could adversely affect our cost of funds and related margins, liquidity, and access to capital markets.

We could be negatively impacted by the condition of Fannie Mae or Freddie Mac.

        Fannie Mae and Freddie Mac are a major source of secured financing to the multifamily industry and we have used Fannie Mae and
Freddie Mac for a portion of our financing needs. In
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