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AVALONBAY COMMUNITIES, INC.

CONDENSED CONSOLIDATED BALANCE SHEETS

(Dollars in thousands, except per share data)

ASSETS

Real estate:

Land and improvements
Buildings and improvements
Furniture, fixtures and equipment

Less accumulated depreciation

Net operating real estate

Construction in progress, including land
Land held for development

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

Cash and cash equivalents

Cash in escrow

Resident security deposits

Investments in unconsolidated real estate entities
Deferred development costs

Prepaid expenses and other assets

Right of use lease assets

Total assets

LIABILITIES AND EQUITY
Unsecured notes, net

Variable rate unsecured credit facility
Mortgage notes payable, net
Dividends payable

Payables for construction

Accrued expenses and other liabilities
Lease liabilities

Accrued interest payable

Resident security deposits

Liabilities related to real estate assets held for sale

Total liabilities
Commitments and contingencies
Redeemable noncontrolling interests

Equity:

Preferred stock, $0.01 par value; $25 liquidation preference; 50,000,000 shares

3/31/2019
(unaudited)

$4,070,275
15,783,433
733,341
20,587,049
(4,748,578
15,838,471
1,856,294
104,963
76,362
17,876,090

62,999
132,208
32,747
212,639
55,419
143,511
124,370
$18,639,983

$5,907,327
1,132,740
212,750
102,427
279,941
140,436
65,472
60,461
1,034
7,902,588

3,396

authorized at March 31, 2019 and December 31, 2018; zero shares issued and outstanding

12/31/2018

$4,077,090
15,651,035
696,200
20,424,325
) (4,601,447
15,822,878
1,768,132
84,712
55,208
17,730,930

91,659
126,205
31,816
217,432
47,443
134,715

$18,380,200

$5,905,993
1,134,270
204,191
96,983
297,700
46,648
58,415

150
7,744,350

3,244
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at March 31, 2019 and December 31, 2018
Common stock, $0.01 par value; 280,000,000 shares authorized at March 31, 2019 and

December 31, 2018; 139,403,222 and 138,508,424 shares issued and outstanding at 1,394 1,385

March 31, 2019 and December 31, 2018, respectively

Additional paid-in capital 10,457,651 10,306,588
Accumulated earnings less dividends 306,861 350,777
Accumulated other comprehensive loss (31,907 ) (26,144 )
Total equity 10,733,999 10,632,606
Total liabilities and equity $18,639,983 $18,380,200

See accompanying notes to Condensed Consolidated Financial Statements.

1




Edgar Filing: AVALONBAY COMMUNITIES INC - Form 10-Q

Table of Contents

AVALONBAY COMMUNITIES, INC.

CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

(unaudited)
(Dollars in thousands, except per share data)

Revenue:

Rental and other income

Management, development and other fees
Total revenue

Expenses:

Operating expenses, excluding property taxes
Property taxes

Interest expense, net

Loss on extinguishment of debt, net
Depreciation expense

General and administrative expense

Expensed transaction, development and other pursuit costs, net of recoveries

Casualty and impairment gain, net
Total expenses

Equity in (loss) income of unconsolidated real estate entities
Gain on sale of communities
Gain (loss) on other real estate transactions, net

Income before income taxes
Income tax expense

Net income
Net (income) loss attributable to noncontrolling interests

Net income attributable to common stockholders

Other comprehensive income (loss):

(Loss) gain on cash flow hedges

Cash flow hedge losses reclassified to earnings
Comprehensive income

Earnings per common share - basic:
Net income attributable to common stockholders

Earnings per common share - diluted:
Net income attributable to common stockholders

See accompanying notes to Condensed Consolidated Financial Statements.

2

For the three months
ended
3/31/2019 3/31/2018

$565,045 $559,906

1,139 886
566,184 560,792
123,455 131,257
61,329 59,896
47,892 55,113
280 397
162,057 159,059
13,688 14,431
1,095 800

— (58 )
409,796 420,895

(1,060 ) 1,740
14,835 —

267 47 )
170,430 141,590
12 —
170,418 141,590
(52 ) 53

$170,366 $141,643

(7,231 ) 11,501
1,468 1,756
$164,603 $154,900

$1.23 $1.03

$1.23 $1.03
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AVALONBAY COMMUNITIES, INC.

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(unaudited)

(Dollars in thousands)

Cash flows from operating activities:
Net income

Adjustments to reconcile net income to cash provided by operating activities:

Depreciation expense

Amortization of deferred financing costs
Amortization of debt discount

Loss on extinguishment of debt, net
Amortization of stock-based compensation

Equity in loss of, and return on, unconsolidated real estate entities and noncontrolling interests,

net of eliminations

Casualty and impairment gain, net

Abandonment of development pursuits

Cash flow hedge losses reclassified to earnings

(Gain) loss on sale of real estate assets

Increase in resident security deposits, prepaid expenses and other assets

Increase in accrued expenses, other liabilities and accrued interest payable

Net cash provided by operating activities

Cash flows from investing activities:

Development/redevelopment of real estate assets including land acquisitions and deferred

development costs

Acquisition of real estate assets, including partnership interest
Capital expenditures - existing real estate assets
Capital expenditures - non-real estate assets
Increase (decrease) in payables for construction
Proceeds from sale of real estate, net of selling costs
Insurance proceeds for property damage claims
Mortgage note receivable lending

Mortgage note receivable payments

Distributions from unconsolidated real estate entities
Investments in unconsolidated real estate entities
Net cash used in investing activities

Cash flows from financing activities:

Issuance of common stock, net

Dividends paid

Repayments of mortgage notes payable, including prepayment penalties
Issuance of unsecured notes

Payment of deferred financing costs

Payment of financing lease obligation

Receipts for termination of forward interest rate swaps

Payments related to tax withholding for share-based compensation
Distributions to DownREIT partnership unitholders

For the year ended
3/31/2019 3/31/2018

$170,418 $141,590

162,057 159,059

1,692 2,007

394 419

280 397

5,621 4,029
5,517 1,486

— (58 )
208 112

1,468 1,756
(15,102 ) 47

(3,087 ) (6,608 )
32,587 11,677
362,053 315,913

(278,075 ) (301,299 )

91,548 ) —

(20,069 ) (15,240 )
(488 ) (1,735 )
5,444 (2,168 )

71,455 603

— 58

(159 ) (2,006 )
978 4,862

— 2,013

(724 ) (4,368 )
(313,186 ) (319,280 )

155,561 —
(203,499 ) (195,999 )
(1,668 ) (28,584 )
— 299,442
(6,841 ) (3,244 )
(267 ) (267 )
— 12,598
(14,206 ) (10,483 )
(11 ) (11 )

8
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Distributions to joint venture and profit-sharing partners (113 ) (104 )
Preferred interest obligation redemption and dividends (480 ) (480 )
Net cash (used in) provided by financing activities (71,524 ) 72,868
Net (decrease) increase in cash and cash equivalents (22,657 ) 69,501
Cash and cash equivalents and restricted cash, beginning of period 217,864 201,906
Cash and cash equivalents and restricted cash, end of period $195,207 $271,407
Cash paid during the period for interest, net of amount capitalized $25,513  $33,936

See accompanying notes to Condensed Consolidated Financial Statements.
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CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS (continued)
The following table provides a reconciliation of cash, cash equivalents and restricted cash reported in the Condensed

Consolidated Statements of Cash Flows (dollars in thousands):
For the year ended

3/31/2019 3/31/2018
Cash and cash equivalents $62,999 $137,244
Cash in escrow 132,208 134,163

Cash, cash equivalents and restricted cash reported in the Condensed Consolidated Statements $195.207 $271.407
of Cash Flows

Supplemental disclosures of non-cash investing and financing activities:
During the three months ended March 31, 2019:

As described in Note 4, "Equity," 148,004 shares of common stock were issued as part of the Company's stock-based
compensation plans, of which 73,072 shares related to the conversion of performance awards to restricted shares, and
the remaining 74,932 shares valued at $14,666,000 were issued in connection with new stock grants; 602 shares
valued at $108,000 were issued through the Company's dividend reinvestment plan; 75,195 shares valued at
$14,206,000 were withheld to satisfy employees' tax withholding and other liabilities; and 616 restricted shares with
an aggregate value of $102,000 previously issued in connection with employee compensation were canceled upon
forfeiture.

€ommon stock dividends declared but not paid totaled $212,166,000.

The Company recorded an increase of $224,000 in redeemable noncontrolling interest with a corresponding decrease
to accumulated earnings less dividends to adjust the redemption value 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 Value."

The Company recorded an increase to other liabilities of $7,231,000, and a corresponding adjustment to accumulated
other comprehensive loss, and reclassified $1,468,000 of cash flow hedge losses from other comprehensive income
(loss) to interest expense, net, to record the impact of the Company's derivative and hedge accounting activity.

The Company recorded $122,276,000 of lease liabilities and offsetting right of use lease assets for its ground and
office leases, upon the adoption of ASU 2016-02, Leases, as of January 1, 2019. For further discussion on the
adoption of the guidance, see Note 1, "Organization, Basis of Presentation and Significant Accounting Policies."

During the three months ended March 31, 2018:

The Company issued 182,998 shares of common stock as part of the Company's stock-based compensation plans, of
which 88,297 shares related to the conversion of performance awards to restricted shares, and the remaining 94,701
.shares valued at $15,277,000 were issued in connection with new stock grants; 566 shares valued at $96,000 were
issued through the Company's dividend reinvestment plan; 67,609 shares valued at $10,483,000 were withheld to
satisfy employees' tax withholding and other liabilities; and 1,829 restricted shares with an aggregate value of
$234,000 previously issued in connection with employee compensation were canceled upon forfeiture.

€ommon stock dividends declared but not paid totaled $203,166,000.

10
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The Company recorded an increase of $63,000 in redeemable noncontrolling interest with a corresponding decrease to
accumulated earnings less dividends to adjust the redemption value associated with the put options held by joint
venture partners and DownREIT partnership units.

The Company reclassified $1,756,000 of cash flow hedge losses from other comprehensive income (loss) to
interest expense, net, to record the impact of the Company's derivative and hedge accounting activity.

11
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AVALONBAY COMMUNITIES, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(unaudited)

1. Organization, Basis of Presentation and Significant Accounting Policies
Organization and Basis of Presentation

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 under the Internal Revenue Code of 1986
(the "Code"). The Company focuses on the development, redevelopment, acquisition, ownership and operation of
multifamily communities primarily in New England, the New York/New Jersey metro area, the Mid-Atlantic, the
Pacific Northwest, and Northern and Southern California.

At March 31, 2019, the Company owned or held a direct or indirect ownership interest in 272 operating apartment
communities containing 79,143 apartment homes in 12 states and the District of Columbia, of which nine
communities containing 3,396 apartment homes were under redevelopment. In addition, the Company owned or held
a direct or indirect ownership interest in 19 communities under development that are expected to contain an aggregate
of 6,170 apartment homes when completed, as well as a mixed-use project being developed in which the Company is
currently pursuing a potential for-sale strategy of individual condominium units. The Company also owned or held a
direct or indirect ownership interest in land or rights to land on which the Company expects to develop an additional
29 communities that, if developed as expected, will contain an estimated 10,050 apartment homes.

The interim unaudited financial statements have been prepared in accordance with U.S. generally accepted accounting
principles ("GAAP") for interim financial information and in conjunction with the rules and regulations of the
Securities and Exchange Commission ("SEC"). Certain information and footnote disclosures normally included in
financial statements required by GAAP have been condensed or omitted pursuant to such rules and regulations. These
unaudited financial statements should be read in conjunction with the financial statements and notes included in the
Company's 2018 Annual Report on Form 10-K. The results of operations for the three months ended March 31, 2019
are not necessarily indicative of the operating results for the full year. Management believes the disclosures are
adequate to ensure the information presented is not misleading. In the opinion of management, all adjustments and
eliminations, consisting only of normal, recurring adjustments necessary for a fair presentation of the financial
statements for the interim periods, have been included.

Capitalized terms used without definition have meanings provided elsewhere in this Form 10-Q.
Earnings per Common Share

Basic earnings per share is computed by dividing net income attributable to common stockholders 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
earnings per share ("EPS"). Both the unvested restricted shares and other potentially dilutive common shares, and the
related impact to earnings, are considered when calculating earnings per share on a diluted basis. The Company's
earnings per common share are determined as follows (dollars in thousands, except per share data):

5
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Basic and diluted shares outstanding

Weighted average common shares - basic
Weighted average DownREIT units outstanding
Effect of dilutive securities

Weighted average common shares - diluted

Calculation of Earnings per Share - basic

Net income attributable to common stockholders

Net income allocated to unvested restricted shares

Net income attributable to common stockholders, adjusted

Weighted average common shares - basic

For the three months
ended
3/31/2019 3/31/2018

138,331,24837,764,468
7,500 7,500
493,453 381,202
138,832,201138,153,170

$170,366 $ 141,643
(501 ) (430 )
$169,865 $141,213

138,331,24837,764,468

Earnings per common share - basic $1.23 $1.03

Calculation of Earnings per Share - diluted

Net income attributable to common stockholders $170,366 $ 141,643
Add: noncontrolling interests of DownREIT unitholders in consolidated partnerships 11 11

Adjusted net income attributable to common stockholders $170,377 $ 141,654
Weighted average common shares - diluted 138,832,201138,153,170
Earnings per common share - diluted $1.23 $1.03

All options to purchase shares of common stock outstanding as of March 31, 2019 are included in the computation of
diluted earnings per share. Certain options to purchase shares of common stock in the amount of 6,995 were
outstanding as of March 31, 2018, but were not included in the computation of diluted earnings per share because such
options were anti-dilutive for the period.

Derivative Instruments and Hedging Activities

The Company enters into interest rate swap and interest rate cap agreements (collectively, "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 Hedging Derivative transactions for trading or other speculative
purposes. The Company assesses the effectiveness of qualifying cash flow and fair value hedges, both at inception and
on an on-going basis. Hedge ineffectiveness is reported as a component of interest expense, net. The fair values of
Hedging Derivatives that are in an asset position are recorded in prepaid expenses and other assets. The fair value of
Hedging Derivatives that are in a liability position are included in accrued expenses and other liabilities. The
Company does not present or disclose the fair value of Hedging Derivatives on a net basis. Fair value changes for
derivatives that are not in qualifying hedge relationships are reported as a component of interest expense, net. For the
Hedging Derivative positions that the Company has determined qualify as effective cash flow hedges, the Company
has recorded the cumulative changes in the fair value of Hedging Derivatives in other comprehensive loss. Amounts
recorded in accumulated other comprehensive loss will be reclassified into earnings in the periods in which earnings
are affected by the hedged cash flow. The effective portion of the change in fair value of the Hedging Derivatives that
the Company has determined qualified as effective fair value hedges is reported as an adjustment to the carrying

13
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amount of the corresponding debt being hedged. See Note 11, "Fair Value," for further discussion of derivative
financial instruments.

Legal and Other Contingencies

The Company is involved in various other claims and/or administrative proceedings that arise in the ordinary course
of its business. While no assurances can be given, the Company does not currently believe that any of these other
outstanding litigation matters, individually or in the aggregate, will have a material adverse effect on its financial
condition or results of operations.

14
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Acquisitions of Investments in Real Estate

The Company accounts for acquisitions of investments in real estate in accordance with the authoritative guidance for
the initial measurement, which first requires that the Company determine if the real estate investment is the
acquisition of an asset or a business combination. Under either model, the Company must identify and determine the
fair value of any assets acquired, liabilities assumed and any noncontrolling interest in the acquiree. Typical assets
acquired and liabilities assumed include land, building, furniture, fixtures and equipment, debt and identified
intangible assets and liabilities, consisting of the value of above or below market leases and in-place leases. In making
estimates of fair values for purposes of allocating purchase price, the Company utilizes various sources, including its
own analysis of recently acquired and existing comparable properties in its portfolio and other market data.
Consideration for acquisitions is typically in the form of cash unless otherwise disclosed. For a business combination,
the Company records the assets acquired and liabilities assumed based on the fair value of each respective item. For
an asset acquisition, the allocation of the purchase price is based on the relative fair value of the net assets. The
Company expenses all applicable acquisition costs for a business combination and capitalizes all applicable
acquisition costs for an asset acquisition. The Company expects that acquisitions of individual operating communities
will generally be viewed as asset acquisitions.

Use of Estimates

The preparation of financial statements in 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 amounts in prior years' notes to financial statements to conform to current
year presentations as a result of changes in held for sale classification, disposition activity and segment classification.

Leases

The Company is party to leases as both a lessor and a lessee, primarily as follows:

{essor of residential and retail space within its apartment communities; and

lessee under (i) ground leases for land underlying current operating or development communities, (ii) office leases for

its corporate headquarters and regional offices and (iii) leases of equipment.

The Company adopted ASU 2016-02, Leases, as of January 1, 2019 using the prospective adoption approach,
applying the provisions of the new standard to existing leases as of the date of adoption.

Lessee Considerations

The Company assessed whether a contract is or contains a lease based on whether the contract conveys the right to
control the use of an identified asset, including specified portions of larger assets, for a period of time in exchange for
consideration. The Company identified leases as contracts in which it has the right to direct the use of the property and
obtain all of the economic benefits.

The Company’s leases include both fixed and variable lease payments, which are based on an index or rate such as the
consumer price index (CPI) or percentage rents based on total sales. When evaluating what payments to include in the

15
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measurement of the lease liability, the Company included lease payments that depend on an index or rate only.
Variable lease payments that are not based on an index or rate including changes in CPI, percentage rents based on
total sales, fair market value resets and others are not included in the measurement of the lease liability, but will be
recognized as variable lease expense in the period in which they are incurred.

For leases that have options to extend the term or terminate the lease early, the Company considered whether these
options are reasonably certain to be exercised, taking into account physical improvements, installation or relocation
costs, rent during the option periods and the cost of returning the assets to a contractually specified condition. The
Company only factored the impact of options into the lease term if the option was considered reasonably certain to be
exercised.

The Company determined the discount rate associated with its ground and office leases using the Company’s actual
borrowing rates as well as indicative market pricing for longer term rates. The Company determined the discount rates
on a lease by lease basis using the incremental borrowing rate and taking into consideration the remaining term of
each of the lease agreements.

7
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Lessor Considerations

The Company evaluated leases in which it is the lessor, which are composed of residential and retail leases at its
apartment communities. The accounting model for lessors did not significantly change as a result of ASU 2016-02,
with the impacts primarily related to the accounting for sales-type and direct financing leases. The Company evaluated
its residential and retail leases determining that they continue to be considered to be operating leases. For lease
agreements that provide for rent concessions and/or scheduled fixed and determinable rent increases, rental income is
recognized on a straight-line basis over the noncancellable term of the lease. The Company’s residential lease term is
generally one year. Some of the Company’s retail leases have fixed-price renewal options, and the lessee may be able
to exercise its renewal option at an amount less than the fair value of the rent at such time. The Company only
includes renewal options in the lease term, if at the commencement of the lease, the option period rent is reasonably
certain to be less than the base period rent and therefore exercised by the lessee.

Additionally, for the Company’s residential and retail leases, which are comprised of the lease component and
common area maintenance as a non-lease component, the Company determined that (i) the leases are operating leases,
(ii) the lease component is the predominant component and (iii) that all components of its operating leases share the
same timing and pattern of transfer.

The Company changed its presentation of charges for uncollectible lease revenue associated with its residential and
retail leasing activity, reflecting those amounts as a component of rental and other income on the accompanying
Condensed Consolidated Statement of Comprehensive Income for the three months ended March 31, 2019. However,
in accordance with its prospective adoption of the standard, the Company did not adjust the prior year period
presentation of charges for uncollectible lease revenue associated with its residential and retail leasing activity as a
component of operating expenses, excluding property taxes, on the on the accompanying Condensed Consolidated
Statement of Comprehensive Income for the three months ended March 31, 2018.

Implementation Considerations and Impact

As discussed above, the Company used the prospective adoption approach for the standard. Additionally, in
conjunction with the implementation of the standard, the Company elected to apply certain lessee practical expedients
allowed under the standard including:

not reassessing (i) whether any expired or existing contracts are or contain leases, (ii) the lease classification for any
expired or existing leases and (iii) the accounting for initial direct costs for any existing leases;

not evaluating short term leases;

not assessing whether existing land easements are, or contain leases; and

making an accounting policy election by class of underlying asset, to not separate non-lease components from lease
components and instead to account for each separate lease and non-lease component as a single lease component.

Also in conjunction with the implementation of the standard, the Company elected to apply the following practical
expedients for lessors, making an accounting policy election:

by class of underlying asset for retail and residential leases, to not separate non-lease components from lease
components and instead to account for each separate lease and non- lease component as a single lease component;

¢o0 exclude costs paid by lessees directly to third parties on behalf of the Company; and

to exclude sales taxes and other similar taxes assessed by a government authority and collected by the Company from
the lessee.

17
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Upon adoption, the Company recorded lease liabilities and offsetting right of use lease assets for its ground and office
leases of $122,276,000. In addition, the Company made certain other reclassifications in the current year period of
lease related amounts on its Condensed Consolidated Balance Sheet to conform to the presentation under the new
standard. The adoption of the standard did not have a material impact on the accompanying Condensed Consolidated
Statements of Comprehensive Income.

Revenue and Gain Recognition
The majority of the Company’s revenue is derived from residential and retail rental income and other lease income,

which are accounted for under ASU 2016-02, Leases, discussed above. The Company's revenue streams that are not
accounted for under ASU 2016-02 include:
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Management fees - The Company has investment interests in real estate joint ventures, for which the Company may
manage (i) the venture, (ii) the associated operating communities owned by the ventures and/or (iii) the development
or redevelopment of those operating communities. For these activities, the Company receives asset management,
property management, development and/or redevelopment fee revenue. The performance obligation is the
management of the venture, community or other defined task such as the development or redevelopment of the
community. While the individual activities that comprise the performance obligation of the management fees can vary
day to day, the nature of the overall performance obligation to provide management service is the same and
considered by the Company to be a series of services that have the same pattern of transfer to the customer and the
same method to measure progress toward satisfaction of the performance obligation. The Company recognizes
revenue for fees as earned on a monthly basis.

Rental and non-rental related income - The Company re