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ITEM 1.01 Entry into a Material Definitive Agreement.

Following a review of Board compensation, on February 9, 2006 the Board of Directors of AvalonBay Communities, Inc. approved the following modifications to the
compensation of non-employee directors:

A) Currently, non-employee directors receive a payment of $7,500 each calendar quarter. Effective following the 2006 Annual Meeting of Stockholders, the quarterly
payment will be adjusted to $10,000. As before, this quarterly payment is made in cash or, at the prior election of a director, in the form of deferred stock units.

B) The Company’s 1994 Stock Incentive Plan currently provides that non-employee directors receive each year, on the fifth business day following each Annual Meeting
of Stockholders, a number of restricted shares of common stock (or deferred stock units) equal to $100,000 divided by the closing price of the Company’s common stock
as reported by the New York Stock Exchange on the fifth business day following the prior year’s Annual Meeting (the “Stock Price”). Non-employee directors will
continue to receive an award of restricted shares or deferred stock units, except that effective following the 2007 Annual Meeting of Stockholders, the Stock Price used in
this calculation will be the closing price on the day of the award (rather than the closing price on the award date of the prior year).

As before, directors receive no additional fees for meeting attendance or for chairing committees. The Company believes that these adjustments will both smooth volatility in
non-employee director compensation (by using present values for determining the number of shares awarded each year) and are appropriate to help assure that compensation
for non-employee directors is sufficient to attract, retain and reward directors for their services.
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