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DDEAR FELLOW STAKEHOLDERS, 
 
Thank you for your continued commitment and engagement as we focus on fulfilling our mission of Creating a Better 
Way to Live. 
 
In 2021, apartment market fundamentals improved throughout the course of the year, and we embarked on our 
next phase of growth by increasing our development and investment activity, all while navigating the challenges 
presented by the ongoing pandemic. Thanks to the dedication of our associates, we also furthered our commitment 
to delivering excellent service to residents, reinforcing the importance of our culture, championing inclusion and 
diversity, leading in environmental sustainability, and giving back to the communities in which we do business. 
 
As we look forward in 2022, there are several tailwinds that we believe will support some of the strongest full year 
Core FFO per share growth and Same Store Residential rental revenue growth in the Company’s history. We expect 
the strong occupancy and rent growth trends from the second half of 2021 to continue in 2022, with most lease 
expirations providing opportunities to capture significant Loss-to-Lease. We anticipate that this internal backdrop, 
coupled with what we believe to be an undersupplied U.S. housing market, will bode well for our performance in 
2022. 
 
Key themes driving our priorities in 2022 include: 
 

 Investing in our operating platform to increase efficiencies and provide enhanced value to prospects and 
residents. 

 Growing the portfolio by increasing development activity. 
 Optimizing long-term performance through active asset and portfolio management. 
 Leading on corporate responsibility and sustainability. 
 Investing in our people and our culture. 

 
The 2021 Review and Looking Ahead sections in this letter provide a more comprehensive review of our successes 
in 2021 and our priorities for 2022 and beyond.  
 

2021 REVIEW 
 
We entered 2021 with some hope and optimism: vaccines were being rolled out, economic activity was increasing, 
and apartment demand was improving. These trends, for the most part, accelerated throughout the year and 
supported an improvement in our financial and operating performance in 2021.  
 
Same Store Move-In Rent Values increased by approximately 23% between January and December of 2021, with 
Same Store Move-In Rent Values in our Suburban portfolio ending the year up over 7% relative to the pre-Covid peak 
in mid-2019. Same Store Move-In Rent Values in our Urban portfolio showed strong momentum but still ended the 
year 4% below the pre-Covid peak in mid-2019. In the fourth quarter of 2021, Same Store Like-Term Effective Rent 
Change was 11.1% and Economic Occupancy was 96.1%. 
 
We also remained focused on providing quality service to our residents. Our Net Promoter Score rebounded to pre-
Covid levels, and our online review sentiment remained strong. Throughout the year, we also continued to navigate 
a myriad of challenges presented by federal, state, and local orders regulating evictions and renewal increases on 
existing residents. 



 

2 
 

As apartment market fundamentals improved throughout 2021, we quickly shifted our focus toward growth, which 
included a significant increase in our planned investment activity, supported by our strong balance sheet and access 
to low-cost capital. 
 
Highlights of our 2021 investment activity included: 

 
 Commencing the development of 10 communities, which in the aggregate will contain over 3,000 

apartment homes when completed and will be developed for an estimated Total Capital Cost of 
approximately $1.25 billion. This level of development start volume was approximately $500 million above 
our initial 2021 Outlook(1) for development start volume and represented our highest level of development 
start volume in five years. The bulk of this activity is in our Established Markets, where our strong 
development platforms continued to source opportunities that we believe will provide attractive risk-
adjusted investment returns.  

 Announcing our plan to enter four new markets, Raleigh-Durham and Charlotte, North Carolina, and Dallas 
and Austin, Texas. We believe these markets, along with our continued growth in our previously identified 
Expansion Markets of Southeast Florida and Denver, Colorado, will provide an expanded set of growth 
opportunities. 

 Acquiring seven communities, six of which are in our Expansion Markets, containing nearly 2,000 apartment 
homes and 90,000 square feet of commercial space for an aggregate total purchase price of approximately 
$725 million, which represented a recent high in acquisition volume. 

 
We took advantage of the attractive capital markets to support our next phase of growth, which included: 

 
 Completing our first two Green Bond offerings, totaling $1.1 billion in the aggregate. By combining our 

Company’s leadership in sustainability with our strong credit ratings, we secured this debt at a weighted 
average effective fixed interest rate of 2.1%.  

 Executing nearly $1 billion of asset sales to support our portfolio optimization strategy, through which we 
selectively prune older assets with slower-growth profiles and reallocate that capital to new development 
and the acquisition of recently built communities. 

 Reducing our Net Debt-to-Core EBITDAre to 5.1x by year-end 2021, which is at the low-end of our 5x to 6x 
target range for this leverage metric. 

 
Environmental, Social, and Governance (“ESG”) leadership continued to be a priority in 2021. The commitment of 
our associates to these ESG initiatives was recognized by many established ESG-focused firms. In 2021, we were: 

 
 Named to Newsweek’s list of America’s Most Responsible Companies for the third consecutive year. 
 Recognized on the “A list” by global environmental non-profit CDP for our leadership in corporate 

responsibility. 
 Received NAREIT’s Leader in the Light award, as the ESG leader in the multifamily REIT industry, for the 

third consecutive year. 
 Earned the top score in the Human Rights Campaign Foundation’s 2022 Corporate Equality Index, the 

nation’s foremost benchmarking survey and report that measures corporate policies and practices related 
to LGBTQ+ workplace equality. 
 

Finally, in early 2022, we completed our planned CEO succession, after working side-by-side throughout 2021 to 
ensure a smooth transition. 
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LLOOKING AHEAD 
 
We believe the outlook for the overall apartment sector is strong and anticipate that the undersupply of rental and 
for-sale housing in the U.S. and the prospect of further wage growth for our target renters will continue to support 
favorable apartment dynamics in 2022. Additionally, we believe the multifamily sector will continue to be one of the 
favored asset classes among investors based on the fundamental necessity of housing and the sector’s proven 
resilience and growth over the long-term. We expect this backdrop will bode well for apartment values and growth 
in the value of AvalonBay. 
 
In 2022, we are building upon a solid operating foundation, and we believe that the quality of our communities and 
the service we deliver will continue to be in high demand as residents spend more time in their homes. We expect 
our Suburban communities, representing approximately two-thirds of our portfolio(2), will continue to produce 
strong operating results, and that the performance of our Urban communities will improve as more workers return 
to the office and students to urban universities. We also project that new apartment supply in our markets will 
remain relatively stable, all of which we believe will support strong operating performance in 2022.   
 
As is often the case, we face some headwinds. Some challenges this year may include heightened levels of 
uncollectable lease revenue resulting from a regulatory environment that provides more protection for delinquent 
tenants, and increased operating and construction costs resulting from higher inflation. 
 
On balance, we believe we are entering 2022 from a position of strength. With that said, we also plan to remain 
nimble and prepared to adjust our plans accordingly. 
 
The following five themes are driving our priorities in 2022: 
 
1. INVESTING IN OUR OPERATING PLATFORM TO INCREASE EFFICIENCIES AND PROVIDE ENHANCED 

VALUE TO PROSPECTS AND RESIDENTS 
 
We continue to evolve our operating platform by making significant investments in people, technology, and 
innovation to meet the needs of prospects, residents, and AvalonBay associates to achieve operating efficiencies.   
 
Our goal is to “create seamless, personalized experiences made easy.”  And we are doing this by developing a range 
of digital, self-service experiences so customers can do business with us when and how they want, while giving 
associates the information they need to build impactful relationships with our prospects and residents.   
 
We expect these investments will improve Same Store Net Operating Income (“NOI”) margins, through a 
combination of expanded revenue opportunities and operating efficiencies. We are targeting a 200 basis point Same 
Store NOI margin improvement as a result of these initiatives, with approximately $10 million of savings captured 
so far, and an additional $35 million to $45 million in savings per year expected over the next two to three years. 
 
Priority operating initiatives in 2022 include: 

 
 Deploying community-wide Wi-Fi to provide our residents with reliable, high-speed internet, that we 

believe will produce meaningful economic returns. 
 Growing revenue streams by increasing renters insurance offerings and sourcing new revenue streams by 

offering parking and amenity space usage to non-residents. 
 Revamping our website to make it easier for prospects to find a home that matches their needs, which will 

include the ability to fully apply and lease online. 
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 Accelerating the implementation of smart access to a total of approximately 18,000 apartment homes by 
year-end 2022, which will unlock enhanced capabilities for services such as self-guided touring. 

 Implementing a mobile maintenance application that will enable residents to submit and track service 
requests and optimize the activities and resources of our maintenance teams. 

 
22. GROWING THE PORTFOLIO BY INCREASING DEVELOPMENT ACTIVITY 
 
We believe our decades-long track record as a leading developer, with deep market knowledge and experience 
across a breadth of communities and apartment styles – from townhomes to garden-style, to mid-rise, to higher-
density – allows us to create meaningful value by tailoring each development to best fit the needs of the local area, 
as well as continuing to meet the evolving housing needs of our target renters.   
 
In 2022, we plan to(3):  

 
 Commence the development of approximately $1.2 billion of new communities, with almost all this 

projected investment being allocated to Suburban submarkets where we believe development economics 
are most attractive, and with approximately 75% of this projected investment being allocated to our 
Established Markets and the remainder to our Expansion Markets. 

 Complete the development of six new communities, containing nearly 2,000 apartment homes and 33,000 
square feet of commercial space for an estimated Total Capital Cost of approximately $775 million. 

 
3. OPTIMIZING LONG-TERM PERFORMANCE THROUGH ACTIVE ASSET AND PORTFOLIO MANAGEMENT 
 
As we continue to grow, we will also focus on optimizing the value and earnings growth potential of the operating 
portfolio.   
 
We expect that the bulk of our acquisition activity will remain focused in our Expansion Markets, which we hope to 
collectively grow to approximately 20% to 25% of our portfolio(2) through a combination of new development and 
acquisitions.   
 
We believe these Expansion Markets share many of the same characteristics as our Established Markets, including 
concentrations of knowledge-based workers and strong housing fundamentals. They also provide portfolio 
diversification, increased exposure to longer-term population shifts, and diversification away from some of the 
regulatory risks in our Established Markets. 
 
4. LEADING ON CORPORATE RESPONSIBILITY AND SUSTAINABILITY 
 
Our sustainability priorities heading forward remain directly connected to our mission of Creating a Better Way to 
Live and are focused on reducing waste, water, and energy usage at our communities, and reducing our carbon 
footprint through the reduction of greenhouse gas emissions.   
 
In 2020, we established long-term Science-Based Emissions Targets, with a goal of reducing Scope 1 and Scope 2 
greenhouse gas emissions by 53% per square foot and reducing Scope 3 greenhouse house gas emissions by 47% 
per square foot by 2030. We remain committed to these goals and are one of only five publicly listed REITs that have 
tied progress on Science-Based Emissions Targets to compensation(4). 
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Our priorities in 2022 include: 
 

 Reducing waste, water, and energy usage at our communities, and reducing our carbon footprint through 
the reduction of greenhouse gas emissions. 

 Continuing to evaluate, and take action to improve, the climate resiliency of our portfolio. 
 Progressing toward the long-term Leadership Diversity Goals(5) that we established in 2020. 

 
In an area of increasing importance for our residents, associates and investors, our goal is to keep AvalonBay on the 
forefront as an industry leader in sustainability and corporate responsibility.   
 
55. INVESTING IN OUR PEOPLE AND OUR CULTURE 
 

At the heart of what we do are the 3,000 AvalonBay associates who are driven every day by our purpose ꟷ Creating 
a Better Way to Live ꟷ and our core values ꟷ a commitment to integrity, a spirit of caring, and a focus on continuous 
improvement. These principles create a culture that, over time, has shaped the ways in which we communicate and 
interact with one another, our customers, our consultants, our vendors, our shareholders and lenders, and the 
communities in which we do business. 

Purpose, values, and culture have become the connective tissue that have, in large part, contributed to our success 
over the last three decades. AvalonBay is an amazing place because of its people, and it is our responsibility to 
continue to invest in them and to champion an inclusive and diverse culture that attracts, retains, and provides 
growth opportunities to associates. 

 

CONCLUSION 
 

Apartment market fundamentals strengthened throughout 2021, contributing to an improvement in our financial 
and operating performance. We embarked on our next phase of growth, our associates continued to deliver the 
exceptional level of service that our residents have become accustomed to receiving, and we remained focused on 
doing our part to be a leading corporate citizen. 

We believe we are entering 2022 from a position of strength, and we are looking forward to the growth opportunities 
that lie ahead, executing on initiatives to improve our operating efficiency, remaining an ESG leader, and nurturing 
our culture – which we believe is the secret to our success. 

As always, thank you to our stakeholders for your continued support, to our residents who have chosen to make an 
AvalonBay community their home, and to our associates for their tireless efforts and commitment. 

 
                             

                                                                 
 
      Timothy J. Naughton    Benjamin W. Schall   
  

Executive Chairman    Chief Executive Officer & President 
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NOTES 
1. Reflects the midpoint of the range provided by the Company on February 3, 2021. 
2. Based on management’s estimate of fair market value as of December 31, 2021. 
3. Initial 2022 Outlook provided on February 2, 2022. Development projections referenced reflect the 

midpoint of the range as provided by the Company on February 2, 2022. The use of these projections in 
this letter is not a reaffirmation of these projections or a confirmation with respect to the accuracy of the 
projections as of any date after February 2, 2022.  

4. Per Morgan Stanley Equity Research, as of March 14, 2021. 
5. The Leadership Diversity Goals include (i) increasing women in leadership to achieve gender parity by 

2025, and (ii) increasing underrepresented minorities in leadership to 20% by 2025 and to 25% by 2030 
(leadership defined as Director level and above). 

 
DEFINITIONS AND RECONCILIATIONS OF NON-GAAP FINANCIAL MEASURES                                                                
AND OTHER TERMS USED IN THIS LETTER 
 

EBITDA, EBITDAre and Core EBITDAre are considered by management to be supplemental measures of our 
financial performance. EBITDA is defined by the Company as net income or loss attributable to the Company 
before interest expense, income taxes, depreciation and amortization. EBITDAre is calculated by the Company in 
accordance with the definition adopted by the Board of Governors of the National Association of Real Estate 
Investment Trusts (“Nareit”), as EBITDA plus or minus losses and gains on the disposition of depreciated property, 
plus impairment write-downs of depreciated property, with adjustments to reflect the Company's share of 
EBITDAre of unconsolidated entities. Core EBITDAre is the Company’s EBITDAre as adjusted for non-core items 
outlined in the table below. By further adjusting for items that are not considered part of the Company’s core 
business operations, Core EBITDAre can help one compare the core operating and financial performance of the 
Company between periods. A reconciliation of EBITDA, EBITDAre and Core EBITDAre to net income is as follows 
(dollars in thousands): 
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Economic Occupancy is defined as total possible Residential revenue less vacancy loss as a percentage of total 
possible Residential revenue. Total possible Residential revenue (also known as “gross potential”) is determined by 
valuing occupied units at contract rates and vacant units at Market Rents. Vacancy loss is determined by valuing 
vacant units at current Market Rents. By measuring vacant apartments at their Market Rents, Economic Occupancy 
takes into account the fact that apartment homes of different sizes and locations within a community have 
different economic impacts on a community’s gross revenue.  

Established Markets include markets located in New England, the New York/New Jersey Metro area, the Mid-
Atlantic, the Pacific Northwest, and Northern and Southern California. 

Expansion Markets include Raleigh-Durham and Charlotte, North Carolina, Southeast Florida, Dallas and Austin, 
Texas, and Denver, Colorado. 

FFO and Core FFO are considered by management to be supplemental measures of our operating and financial 
performance. FFO is calculated by the Company in accordance with the definition adopted by Nareit. FFO is 
calculated by the Company as Net income or loss attributable to common stockholders computed in accordance 
with GAAP, adjusted for gains or losses on sales of previously depreciated operating communities, cumulative 
effect of a change in accounting principle, impairment write-downs of depreciable real estate assets, write-downs 

Q4
2021

Net income 335,298$        
Interest expense and loss on extinguishment of debt 55,911             
Income tax expense 4,299               
Depreciation expense 197,036          
EBITDA 592,544$        

Gain on sale of communities (213,881)         
Unconsolidated entity EBITDAre adjustments (1) 2,983               
EBITDAre 381,646$        

Unconsolidated entity gains, net (5,814)             
Casualty and impairment loss 2                       
Advocacy contributions 59                     
Executive transition compensation costs 411                   
Severence related costs (73)                   
Development pursuit write-offs and expensed transation costs, net of recoveries 788                   
Gain on for-sale condominiums (1,059)             
For-sale condominium marketing, operating and administrative costs 634                   
Gain on other real estate transactions, net (95)                   
Legal settlements 39                     
Core EBITDAre 376,538$        

(1) Includes joint venture interest, taxes, depreciation, gain on dispositions of depreciated real
 estate and impairment losses, if applicable, included in net income.
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of investments in affiliates which are driven by a decrease in the value of depreciable real estate assets held by the 
affiliate and depreciation of real estate assets, including adjustments for unconsolidated partnerships and joint 
ventures. By excluding gains or losses related to dispositions of previously depreciated operating communities and 
excluding real estate depreciation (which can vary among owners of identical assets in similar condition based on 
historical cost accounting and useful life estimates), FFO can help one compare the operating and financial 
performance of a company’s real estate between periods or as compared to different companies. Core FFO is the 
Company's FFO as adjusted for non-core items. By further adjusting for items that are not considered by us to be 
part of our core business operations, Core FFO can help one compare the core operating and financial 
performance of the Company between periods. 

Like-Term Effective Rent Change represents the percentage change in effective rent between two leases of the 
same lease term category for the same apartment. The Company defines effective rent as the contractual rent for 
an apartment less amortized concessions and discounts. 

Loss-to-Lease represents the percentage difference between the average market rent and average gross potential 
rent, excluding the impact of regulatory constraints (e.g., rent regulation, rent control, other) that limit rent 
increases in certain regions. 

Move-in Rent Value reflects the average effective rent that our apartments would rent for based on recent leasing 
activity, adjusting for apartment specific characteristics (e.g., view premiums, renovation premiums). For a given 
month, up to the ten most recent leases during the immediately preceding last three months are used for each 
unit type at a property. If no recent leasing activity has occurred for a sparse unit type, then active leases or 
current asking rents, in that order, would be used. 

Net Debt-to-Core EBITDAre is calculated by the Company as total debt (secured and unsecured notes and the 
Company's variable rate unsecured credit facility) that is consolidated for financial reporting purposes, less 
consolidated cash and cash in escrow, divided by annualized fourth quarter 2021 Core EBITDAre. A calculation of 
Net Debt-to-Core EBITDAre is as follows (dollars in thousands): 

 

 

NOI is defined by the Company as total property revenue less direct property operating expenses (including 
property taxes), and excluding corporate-level income (including management, development and other fees), 

Q4
2021

Total debt principal (1) 8,170,431$       
Cash and cash in escrow (543,788)           
Net debt 7,626,643$       

Core EBITDAre 376,538$           

Core EBITDAre, annualized 1,506,152         

Net Debt-to-Core EBITDAre 5.1x

(1) Balance at December 31, 2021 excludes $10,033 of debt discount and $40,573 of 
deferred financing costs as reflected in unsecured notes, net, and $13,528 of debt discount 
and $2,750 of deferred financing costs.
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corporate-level property management and other indirect operating expenses, expensed transaction, development 
and other pursuit costs, net of recoveries, interest expense, net, loss (gain) on extinguishment of debt, net, general 
and administrative expense, income from investments in unconsolidated entities, depreciation expense, corporate 
income tax expense (benefit), casualty and impairment loss, gain on sale of communities, gain on other real estate 
transactions, net, net for-sale condominium activity and net operating income from real estate assets sold or held 
for sale. The Company considers NOI to be an important and appropriate supplemental performance measure to 
Net Income of operating performance of a community or communities because it helps both investors and 
management to understand the core operations of a community or communities prior to the allocation of any 
corporate-level property management overhead or financing-related costs. NOI reflects the operating 
performance of a community, and allows for an easier comparison of the operating performance of individual 
assets or groups of assets. In addition, because prospective buyers of real estate have different financing and 
overhead structures, with varying marginal impact to overhead as a result of acquiring real estate, NOI is 
considered by many in the real estate industry to be a useful measure for determining the value of a real estate 
asset or groups of assets. 

Residential NOI represents results attributable to the Company's apartment rental operations, including parking 
and other ancillary Residential revenue. 

Residential represents results attributable to the Company's apartment rental operations, including parking and 
other ancillary Residential revenue. 

Same Store is composed of consolidated communities in the markets where the Company has a significant 
presence and where a comparison of operating results from the prior year to the current year is meaningful, as 
these communities were owned and had Stabilized Operations, as defined below, as of the beginning of the 
respective prior year period. 

Stabilized Operations is defined as the earlier of (i) attainment of 90% physical occupancy or (ii) the one-year 
anniversary of completion of development or redevelopment. 

Suburban portfolio/communities are communities located in submarkets with less than 3,500 households per 
square mile. 

Total Capital Cost includes all capitalized costs projected to be or actually incurred to develop the respective 
Development or Redevelopment community, including land acquisition costs, construction costs, real estate taxes, 
capitalized interest and loan fees, permits, professional fees, allocated development overhead and other 
regulatory fees, offset by proceeds from the sale of any associated land or improvements, all as determined in 
accordance with GAAP. Total Capital Cost also includes costs incurred related to first generation commercial 
tenants, such as tenant improvements and leasing commissions. For Redevelopment communities, Total Capital 
Cost excludes costs incurred prior to the start of redevelopment when indicated. With respect to communities 
where development or redevelopment was completed in a prior or the current period, Total Capital Cost reflects 
the actual cost incurred, plus any contingency estimate made by management. Total Capital Cost for communities 
identified as having joint venture ownership, either during construction or upon construction completion, 
represents the total projected joint venture contribution amount. For joint ventures not in construction, Total 
Capital Cost is equal to gross real estate cost. 

Urban portfolio/communities are communities located in submarkets with 3,500 households or more per square 
mile.
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AvalonBay Communities, Inc. 
4040 Wilson Boulevard 
Suite 1000 
Arlington, VA 22203 
Phone: 703.329.6300 
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Common Stock Listing 
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of 1933 and the Securities Exchange Act of 1934. 
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Statements” on page 50 of our accompanying Annual 
Report on Form 10-K for a discussion regarding risks 
associated with these statements. 

 
 
 

 



 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

 

Stock performance graph 

The Stock Performance Graph provides a comparison, from December 31, 2016, through December 31, 2021, of the 
cumulative total shareholder return (assuming reinvestment of dividends) among the Company, a peer group index 
(the FTSE NAREIT Apartment REIT Index) that includes the Company, and the S&P 500 based on an initial purchase 
price of $100. The FTSE NAREIT Apartment REIT Index includes only REITs that invest directly or indirectly primarily 
in the equity ownership of multifamily residential apartment communities. Upon written request to the Company’s 
Secretary, the Company will provide any stockholder with a list of REITs included in the FTSE NAREIT Apartment REIT 
Index. The historical information set forth below is not necessarily indicative of future performance. Data for the 
FTSE NAREIT Apartment REIT Index and the S&P 500 Index were provided to the Company by S&P Global Market 
Intelligence. 

 

 

Period Ending
Index 12/31/16 12/31/17 12/31/18 12/31/19 12/31/20 12/31/21
AvalonBay Communities, Inc. 100$        104           105           130           104           168           
FTSE NAREIT Apartment REIT Index 100           104           108           136           115           188           
S&P 500 Index 100           122           116           153           181           233           
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