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ITEM 5. OTHER EVENTS

On May 6, 1996, Bay Apartment Communities, Inc. (the "Registrant") entered
into a Stock Purchase Agreement (the "Purchase Agreement") to sell 405,022
shares of newly issued convertible Series B Preferred Stock, $.01 par value (the
"Series B Preferred Stock"), and 413,223 shares of common stock, $.01 par value
(the "Common Stock"), to an underwriter. Concurrently with these offerings of
Series B Preferred Stock and Common Stock, the Registrant offered an additional
1,248,191 shares of Common Stock in a direct placement by the Registrant to a
number of institutional investors. These transactions resulted in net proceeds
to the Registrant of $49,627,013, which will be used to reduce the Registrant's
outstanding indebtedness, to acquire and develop additional properties, and for
general corporation purposes.

The new Series B Preferred Stock will be paid a dividend equal to 103% of
the dividend paid on the Registrant's Common Stock, and thus initially the
holder of the Series B Preferred Stock will receive an annual dividend payment
of $1.648 per share. The Series B Preferred Stock generally has no voting rights
other than those required by law or imposed by the rules of the New York Stock
Exchange. Before October 2, 1998, the Series B Preferred Stock generally cannot
be converted into shares of Common Stock. Thereafter, the Series B Preferred
Stock may be converted on a share-for-share basis into shares of Common Stock,
provided that, except under certain circumstances, the holder cannot exercise
such conversion rights if it thereafter would beneficially own more than 4.9% of
the outstanding shares of the Registrant's Common Stock. In October 2005, all
outstanding shares of the Series B Preferred Stock will be converted into shares
of Common Stock. The terms of the Series B Preferred Stock are set forth in
Articles Supplementary (Series B Preferred Stock) to the Company's Articles of
Incorporation (the "Articles Supplementary"), as filed with the Maryland
Department of Assessments and Taxation on May 7, 1996.

The Purchase Agreement and the Articles Supplementary are attached hereto
as exhibits and are incorporated herein by reference. The foregoing description
of the rights of the Series B Preferred Stock does not purport to be complete
and is qualified in its entirety by reference to such exhibits.



ITEM 7. EXHIBITS

3(i) .1 Articles Supplementary relating to the Series B Preferred Stock
of the Registrant, as filed May 7, 1996.

10.1 Stock Purchase Agreement, dated as of May 6, 1996, by and
between the Registrant and PaineWebber Incorporated.

10.2 Placement Agent Agreement, dated as of May 6, 1996, by and
between the Registrant and PaineWebber Incorporated.

99.1 Press release of the Registrant, dated May 10, 1996.

SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the
Registrant has duly caused this report to be filed on its behalf by the
undersigned thereunto duly authorized

BAY APARTMENT COMMUNITIES, INC.

Dated: May 16, 1996 By: /s/ Gilbert M. Meyer

Gilbert M. Meyer
Chairman of the Board and President



EXHIBIT 3(i).1

BAY APARTMENT COMMUNITIES, INC.
ARTICLES SUPPLEMENTARY (SERIES B CONVERTIBLE PREFERRED)

Bay Apartment Communities, Inc., a Maryland corporation (the
"Corporation"), having its principal office in San Jose, California, hereby
certifies to the State Department of Assessments and Taxation of Maryland that:

FIRST: Pursuant to authority expressly vested in the Board of Directors of
the Corporation by Article 7.2 of the Charter of the Corporation, the Board of
Directors has duly divided and classified 405,022 shares of the Preferred Stock
of the Corporation into a series designated Series B Preferred Stock and has
provided for the issuance of such series.

SECOND: Subject in all cases to the provisions of Article Tenth of the
Charter of the Corporation with respect to Excess Common Stock, the following is
a description of the preferences, conversion and other rights, voting powers,
restrictions, limitations as to dividends, qualifications and terms and
conditions of redemption of the Series B Preferred Stock of the Corporation:

(1) DESIGNATION AND AMOUNT.

The designation of the Preferred Stock described in Article First hereof
shall be "Series B Convertible Preferred Stock (par value $.01 per share)"
(hereinafter, the "Series B Preferred"). The number of shares of the Series B
Preferred Stock to be authorized shall be 405,022. The Series B Preferred Stock
shall rank senior to the Corporation's Common Stock and on a pari passu basis
with the Corporation's Series A Preferred Stock with respect to the payment of
dividends. The Series B Preferred Stock shall have identical preferences, voting
powers, restrictions, limitations as to dividends, qualifications, terms and
conditions of redemption, conversion and other rights as the Series A Preferred
Stock.

(2) DIVIDEND RIGHTS.

(a) The holders of record of outstanding shares of Series B Preferred Stock
shall be entitled to receive, when, as and if declared by the Board of
Directors, out of funds legally available therefor, cash dividends which are (1)
cumulative (2) preferential to the dividends paid on the Corporation's Common
Stock and pari passu with the dividends paid on the Corporation's Series A
Preferred Stock and (3) payable at an annual rate equal to the Series B Dividend
Amount (as defined below) and no more, on the fifteenth day of each February,
May, August and November following the date of original issuance of the Series B
Preferred

Stock (the "Original Issue Date"). Each calendar quarter immediately preceding
the fifteenth day of February, May, August and November (or if the Original
Issue Date is not on the first day of a calendar quarter, the period beginning
on the date of issuance and ending on the last day of the calendar quarter of
issuance) is referred to hereinafter as a "Dividend Period." The initial per
share Series B Dividend Amount per annum shall be equal to $1.648. The amount of
dividends payable for each full Dividend Period for each share of the Series B
Preferred Stock shall be computed by dividing the per share Series B Dividend
Amount by four. The amount of dividends on the Series B Preferred Stock payable
for the initial Dividend Period, or any other period shorter or longer than a
full Dividend Period, shall be computed ratably on the basis of the actual
number of days in such Dividend Period. In the event of any change in the
quarterly cash dividend per share declared on the Common Stock after the date of
these Articles Supplementary, the quarterly cash dividend per share on the
Series B Preferred Stock shall be adjusted for the same Dividend Period by an
amount computed by multiplying the amount of the change in the Common Stock
dividend times the Conversion Ratio (as defined in Section 4.1).

(b) In the event the Corporation shall declare a distribution payable in
(i) securities of other persons, (ii) evidences of indebtedness issued by the
Corporation or other persons, (iii) assets (excluding cash dividends) or (iv)
options or rights to purchase capital stock or evidences of indebtedness in the
Corporation or other persons, then, in each such case for the purpose of this
Section 2 (b), the holders of the Series B Preferred Stock shall be entitled to a
proportionate share of any such distribution as though they were the holders of
the number of shares of Common Stock of the Corporation into which their shares
of Series B Preferred Stock are or would be convertible (assuming such shares of
Series B Preferred Stock were then convertible).



(c) The Corporation shall not (i) declare or pay or set apart for payment
any dividends or distributions on any stock ranking as to dividends junior to
the Series B Preferred Stock (other than dividends paid in shares of such junior
stock) or (ii) make any purchase or redemption of, or any sinking fund payment
for the purchase or redemption of, any stock ranking as to dividends junior to
the Series B Preferred Stock (other than a purchase or redemption made by issue
or delivery of such junior stock) unless all dividends payable on all
outstanding shares of Series B Preferred Stock for all past Dividend Periods
shall have been paid in full or declared and a sufficient sum set apart for
payment thereof, provided, however, that any moneys theretofore deposited in any
sinking fund with respect to any preferred stock of the Corporation in
compliance with the provisions of such sinking fund may thereafter be applied to
the purchase or redemption of such preferred stock in accordance with the terms
of such sinking fund.

(d) All dividends declared on shares of Series B Preferred Stock and any
other class of preferred stock or series thereof ranking on a parity as to
dividends with the Series B Preferred Stock and the Series A Preferred Stock
shall be declared pro rata, so that the amounts of dividends declared per share
on the Series B Preferred Stock and Series A

Preferred Stock for the Dividend Period of the Series B Preferred Stock and
Series A Preferred Stock ending either on the same day or within the dividend
period of such other stock, shall, in all cases, bear to each other the same
ratio that accrued dividends per share on the shares of Series B Preferred
Stock, Series A Preferred Stock and such other stock bear to each other.

(3) LIQUIDATION RIGHTS.

(a) Subject to any prior rights of any class or series of stock, in the
event of any liquidation, dissolution, or winding up of the Corporation, either
voluntary or involuntary, the holders of Series B Preferred Stock shall be
entitled to receive, on a pari passu basis with the holders of the Corporation's
Series A Preferred Stock and prior and in preference to any distribution of any
of the assets or surplus funds of the Corporation to the holders of Common Stock
by reason of their ownership of such stock, an amount equal to all accrued but
unpaid dividends for each share of Series B Preferred Stock then held by them.
If upon the occurrence of such event, the assets and funds thus distributed
among the holders of the Series B Preferred Stock shall be insufficient to
permit the payment to such holders of the full aforesaid amounts to which they
are entitled, then, subject to any prior rights of any classes or series of
stock, the entire assets and funds of the Corporation legally available for
distribution shall be distributed ratably to the holders of the Series A
Preferred Stock and Series B Preferred Stock, and any other shares of Stock on a
parity for liquidation purposes in proportion to the aggregate amounts owed to
each such holder.

(b) Subject to any prior rights of any other class or series of stock,
after the payment or setting apart of payment to the holders of Series B
Preferred Stock of the full preferential amounts to which they shall be entitled
pursuant to Section 3(a) above, the holders of record of the Series B Preferred
Stock shall be treated pari passu with the holders of record of Series A
Preferred Stock and Common Stock, with each holder of record of Series B
Preferred Stock being entitled to receive, in addition to the amounts payable
pursuant to Section 3(a) above, that amount which such holder would be entitled
to receive if such holder had converted all its Series B Preferred Stock into
Common Stock immediately prior to the liquidating distribution in question.

(4) CONVERSION.
4.1 RIGHT TO CONVERT.

Beginning on October 2, 1998, the holders of shares of Series B
Preferred Stock shall have the right, at their option, to convert each such
share, at any time and from time to time, into one (the "Conversion Ratio,"
which shall be subject to adjustment as hereinafter provided) fully paid
and nonassessable share of Common Stock; provided, however, that no holder
of Series B Preferred Stock shall be entitled to convert shares of such
Series B Preferred Stock into Common Stock pursuant to the foregoing
provision, if, immediately after

such conversion, such person would be the Beneficial Owner of more than
4.9% of the Corporation's outstanding Common Stock (the "4.9% Limitation").
Beneficial Owner shall have the meaning set forth in Rule 13d-3 under the
Securities Exchange Act of 1934 (or any successor provision thereto).
Notwithstanding the foregoing, such conversion right may be exercised at
any time after the Original Issue Date and irrespective of the 4.9%
Limitation (and no such limit shall apply) if any of the following



circumstances occurs:

(i) For any two consecutive fiscal quarters, the aggregate amount
outstanding as of the end of the quarter under (1) all mortgage
indebtedness of the Corporation and its consolidated entities and (2)
unsecured indebtedness of the Corporation and its consolidated
entities exceeds sixty-five percent (65%) of the amount arrived at by
(A) taking the Corporation's consolidated gross revenues less
property-related expenses, including real estate taxes, insurance,
maintenance and utilities, but excluding depreciation, amortization,
interest and corporate general and administrative expenses, for the
quarter in question and the immediately preceding quarter, (B)
multiplying the amount in clause A by two (2), and (C) dividing the
resulting product in clause B by nine percent (9%) (all as such items
of indebtedness, revenues and expenses are reported in consolidated
financial statements contained in the Corporation's Forms 10-K and
Forms 10-Q as filed with the Securities and Exchange Commission); or

(ii) Gilbert M. Meyer has ceased to be an executive officer of
the Corporation, unless the holders of a majority of the shares of the
Series B Preferred Stock then outstanding have voted on and approved a
replacement for Mr. Meyer and the replacement remains an executive
officer of the Corporation; or

(iii) If (A) the Corporation shall be party to, or shall have
entered into an agreement for, any transaction (including, without
limitation, a merger, consolidation, statutory share exchange or sale
of all or substantially all of its assets (each of the foregoing a
"Transaction")), in each case as a result of which shares of Common
Stock shall have been or will be converted into the right to receive
stock, securities or other property (including cash or any combination
thereof) or which has resulted or will result in the holders of Common
Stock immediately prior to the Transaction owning less than 50% of the
Common Stock after the Transaction, or (B) a "change of control" as
defined in the next sentence occurs with respect to the Corporation. A
change of control shall mean the acquisition (including by virtue of a
merger, share exchange or other business combination) by one
stockholder or a group of stockholders acting in concert of the power
to elect a majority of the Corporation's board of directors. The
Corporation shall notify the holders of Series B Preferred Stock
promptly if any of the events listed in this Section 4.1(iii) shall
occur.

Calculations set forth in Section 4.1(i) shall be made without regard
to unconsolidated indebtedness incurred as a joint venture partner, and the
effect of any unconsolidated joint venture, including any income from such
unconsolidated joint wventure, shall be excluded for

purposes of the calculation set forth in Section 4.1(i).
4.2 MANDATORY CONVERSION.

On October 2, 2005 (the "Mandatory Conversion Date"), each issued and
outstanding share of Series B Preferred Stock which has not been converted
to Common Stock shall mandatorily convert to that number of fully paid and
nonassessable shares of Common Stock equal to the Conversion Ratio, as
adjusted, regardless of the 4.9% Limitation. From and after the Mandatory
Conversion Date, certificates representing shares of Series B Preferred
Stock shall be deemed to represent the shares of Common Stock into which
they have been converted. Following the Mandatory Conversion Date, the
holder of certificates for Series B Preferred Stock may surrender those
certificates at the office of any transfer agent for the Common Stock, or
if there is no such transfer agent, at the principal offices of the
Corporation, or at such other office as may be designated by the
Corporation, accompanied by instructions from the holder as to the name(s)
and address(es) in which such holder wishes the certificate(s) for the
shares of Common Stock issuable upon such conversion to be issued. Promptly
following surrender of certificates for Series B Preferred Stock after the
Mandatory Conversion Date, the Corporation shall issue and deliver at such
office a certificate or certificates for the number of whole shares of
Common Stock issuable upon mandatory conversion of the Series B Preferred
Stock to the person(s) entitled to receive the same. For purposes of
Sections 4.4 and 4.5 below, the Mandatory Conversion Date shall constitute
the Conversion Date.

4.3 PROCEDURE FOR CONVERSION.

In order to exercise its right to convert shares of Series B Preferred
Stock into Common Stock, the holder of shares of Series B Preferred Stock
shall surrender the certificate(s) therefor, duly endorsed if the
Corporation shall so require, or accompanied by appropriate instruments of



transfer satisfactory to the Corporation, at the office of any transfer
agent for the Series B Preferred Stock or if there is no such transfer
agent, at the principal offices of the Corporation, or at such other office
as may be designated by the Corporation, together with written notice that
such holder elects to convert such shares. Such notice shall also state the
name (s) and address(es) in which such holder wishes the certificate(s) for
the shares of Common Stock issuable upon conversion to be issued. As soon
as practicable after a conversion, the Corporation shall issue and deliver
at said office a certificate or certificates for the number of whole shares
of Common Stock issuable upon conversion of the shares of Series B
Preferred Stock duly surrendered for conversion, to the person(s) entitled
to receive the same. Shares of Series B Preferred Stock shall be deemed to
have been converted immediately prior to the close of business on the date
on which the certificates therefor and notice of intention to convert the
same are duly received by the Corporation in accordance with the foregoing
provisions, and the person(s) entitled to receive the Common Stock issuable
upon such conversion shall be deemed for all purposes as record holder (s)
of such Common Stock as of the close of business on such date (hereinafter,
the "Conversion Date").

4.4 NO FRACTIONAL SHARES.

No fractional shares shall be issued upon conversion of the Series B
Preferred Stock into Common Stock, and the number of shares of Common Stock
to be issued shall be rounded to the nearest whole share. As to any final
fraction of a share which the holder of one or more shares of Series B
Preferred Stock would be entitled to receive upon exercise of his
conversion right, the Corporation shall pay a cash adjustment in an amount
equal to the same fraction of the last sale price (or bid price if there
were no sales) per share of Common Stock on the New York Stock Exchange on
the business day which next precedes the Conversion Date or, if such Common
Stock is not then listed on the New York Stock Exchange, of the market
price per share (as determined in a manner prescribed by the Board of
Directors of the Corporation) at the close of business on the business day
which next precedes the Conversion Date.

4.5 PAYMENT OF ADJUSTED ACCRUED DIVIDENDS UPON CONVERSION.

On the next dividend payment date (or such later date as is permitted
in this Section 4.5) following any Conversion Date hereunder, the
Corporation shall pay in cash Adjusted Accrued Dividends (as defined below)
on shares of Series B Preferred Stock so converted. The holder shall be
entitled to receive accrued and unpaid dividends, if any, accrued to and
including the Conversion Date on the shares of Series B Preferred Stock
converted (assuming that such dividends accrue ratably each day that such
shares are outstanding based on the Dividend Amount for such quarter), less
an amount equal to the pre-conversion portion of the dividends paid on the
shares of Common Stock issued upon such conversion (the "Conversion

Stock"). (The record date for the Conversion Stock which occurs after the
Conversion Date is hereinafter referred to as the "Subsequent Record
Date.") The pre-conversion portion of such Conversion Stock dividend means

that portion of such dividend as is attributable to the period that (i)
begins on the day after the last Conversion Stock dividend record date
occurring before such Subsequent Record Date and (ii) ends on such
Conversion Date, assuming that such dividends accrue ratably during the
period. The term "Adjusted Accrued Dividends" means the amount arrived at
through the application of the foregoing formula. Adjusted Accrued
Dividends shall not be less than zero. The formula for Adjusted Accrued
Dividends shall be applied to effectuate the Corporation's intent that the
holder converting shares of Series B Preferred Stock to Conversion Stock
shall be entitled to receive dividends on such shares of Series B Preferred
Stock up to and including the Conversion Date and shall be entitled to the
dividends on the shares of Conversion Stock issued upon such conversion
which are deemed to accrue beginning on the first day after the Conversion
Date, but shall not be entitled to dividends attributable to the same
period for both the shares of Series B Preferred Stock converted and the
shares of Conversion Stock issued upon such conversion. The Corporation
shall be entitled to withhold (to the extent consistent with the intent to
avoid double dividends for overlapping portions of Series B Preferred Stock
and the Conversion Stock dividend periods) the payment of Adjusted Accrued
Dividends until the applicable Subsequent Record Date, even though such
date occurs after the applicable dividend payment date with respect to the
Series B Preferred Stock, in which event the Corporation shall mail to each
holder who

converted Series B Preferred Stock a check for the Adjusted Accrued
Dividends thereon within five (5) business days after such Subsequent



Record Date. Adjusted Accrued Dividends shall be accompanied by an
explanation of how such Adjusted Accrued Dividends have been calculated.
Adjusted Accrued Dividends shall not bear interest.

4.6 ADJUSTMENTS.

(a) In the event the Corporation shall at any time (i) pay a dividend
or make a distribution to holders of Common Stock in shares of Common
Stock, (ii) subdivide its outstanding shares of Common Stock into a larger
number of shares, or (iii) combine its outstanding shares of Common Stock
into a smaller number of shares, the Conversion Ratio shall be adjusted on
the effective date of the dividend, distribution, subdivision or
combination by multiplying the Conversion Ratio by a fraction, the
numerator of which shall be the number of shares of Common Stock
outstanding immediately after such dividend, distribution, subdivision or
combination and the denominator of which shall be the number of shares of
Common Stock outstanding immediately prior to such dividend, distribution,
subdivision or combination.

(b) Whenever the Conversion Ratio shall be adjusted as herein
provided, the Corporation shall cause to be mailed by first class mail,
postage prepaid, as soon as practicable to each holder of record of shares
of Series B Preferred Stock a notice stating that the Conversion Ratio has
been adjusted and setting forth the adjusted Conversion Ratio, together
with an explanation of the calculation of the same.

(c) If the Corporation shall be party to any Transaction in each case
as a result of which shares of Common Stock shall be converted into the
right to receive stock, securities or other property (including cash or any
combination thereof), the holder of each share of Series B Preferred Stock
shall have the right in connection with such Transaction to convert such
share, pursuant to the optional conversion provisions hereof, into the
numpber and kind of shares of stock or other securities and the amount and
kind of property receivable upon such Transaction by a holder of the number
of shares of Common Stock issuable upon conversion of such share of Series
B Preferred Stock immediately prior to such Transaction. The Corporation
shall not be party to any Transaction unless the terms of such Transaction
are consistent with the provisions of this Section 4.6(c), and it shall not
consent to or agree to the occurrence of any Transaction until the
Corporation has entered into an agreement with the successor or purchasing
entity, as the case may be, for the benefit of the holders of the Series B
Preferred Stock, thereby enabling the holders of the Series B Preferred
Stock to receive the benefits of this Section 4.6(c) and the other
provisions of these Articles Supplementary. Without limiting the generality
of the foregoing, provision shall be made for adjustments in the Conversion
Ratio which shall be as nearly equivalent as may be practicable to the
adjustments provided for in Section 4.6(a). The provisions of this Section
4.6(c) shall similarly apply to successive Transactions.

(d) In the event that the Corporation shall propose to effect any
Transaction which would result in an adjustment under Section 4.6(c), the
Corporation shall cause to be mailed to the holders of record of Series B
Preferred Stock at least 20 days prior to the record date for such
Transaction a notice stating the date on which such Transaction is expected
to become effective, and the date as of which it is expected that holders
of Common Stock of record shall be entitled to exchange their shares of
Common Stock for securities or other property deliverable upon such
Transaction. Failure to give such notice, or any defect therein, shall not
affect the legality or validity of such Transaction.

4.7 OTHER.

(a) The Corporation shall at all times reserve and keep available out
of its authorized but unissued Common Stock the maximum number of shares of
Common Stock issuable upon the conversion of all shares of Series B
Preferred Stock then outstanding, and if at any time the number of
authorized but unissued shares of Common Stock shall not be sufficient to
effect the conversion of all then outstanding shares of the Series B
Preferred Stock, in addition to such other remedies as shall be available
to the holders of such Series B Preferred Stock, the Corporation shall take
such corporate action as may, in the opinion of its counsel, be necessary
to increase its authorized but unissued shares of Common Stock to such
number of shares as shall be sufficient for such purposes.

(b) The Corporation shall pay any taxes that may be payable in respect
of the issuance of shares of Common Stock upon conversion of shares of
Series B Preferred Stock, but the Corporation shall not be required to pay
any taxes which may be payable in respect of any transfer of shares of
Series B Preferred Stock or any transfer involved in the issuance of shares
of Common Stock in a name other than that in which the shares of Series B
Preferred Stock so converted are registered, and the Corporation shall not



be required to transfer any such shares of Series B Preferred Stock or to
issue or deliver any such shares of Common Stock unless and until the
person(s) requesting such transfer or issuance shall have paid to the
Corporation the amount of any such taxes, or shall have established to the
satisfaction of the Corporation that such taxes have been paid.

(c) The Corporation will not, by amendment of the Articles of
Incorporation or through any reorganization, recapitalization, transfer of
assets, consolidation, merger, dissolution, issue or sale of securities or
any other voluntary action, avoid or seek to avoid the observance or
performance of any of the terms to be observed or performed hereunder by
the Corporation, but will at all times in good faith assist in carrying out
of all the provisions of these Articles Supplementary and in the taking of
all such action as may be necessary or appropriate to protect the
conversion rights of the holders of the Series B Preferred Stock against
impairment.

(d) Holders of Series B Preferred Stock shall be entitled to receive
copies of all communications by the Corporation to its holders of Common
Stock, concurrently with the

distribution to such shareholders.
(5) VOTING RIGHTS.

(a) Except as indicated in this Section 5, or except as otherwise from time
to time required by applicable law, the holders of shares of Series B Preferred
Stock will have no voting rights.

(b) If six quarterly dividends (whether or not consecutive) payable on
shares of Series B Preferred Stock or on any series of preferred stock which
ranks pari passu with the Series B Preferred Stock as to dividends (the "Parity
Stock") are in arrears, the number of directors then constituting the Board of
Directors of the Corporation will be increased by two, and the holders of the
shares of Series B Preferred Stock, voting together as a class with the holders
of shares of any other series of Parity Stock entitled to such voting rights
(any such other series, the "Voting Preferred Stock"), will have the right to
elect two additional directors to serve on the Corporation's Board of Directors
at any annual meeting of stockholders or a properly called special meeting of
the holders of Series B Preferred Stock and such other Voting Preferred Stock
until all such dividends have been declared and paid or set aside for payment.
The term of office of all directors so elected will terminate with the
termination of such voting rights.

(c) The approval of two-thirds of the outstanding Series B Preferred Stock
and all other series of Voting Preferred Stock similarly affected, voting as a
single class, is required in order to amend the Corporation's Articles
Supplementary or Charter to affect materially and adversely the rights,
preferences or voting power of the holder of shares of Series B Preferred Stock
or the Voting Preferred Stock. For purposes of the foregoing, the creation of a
new class of stock having rights, preferences or privileges senior to, on a
parity with or junior to the rights, preferences or privileges of the Series B
Preferred Stock shall not be treated as a material adverse change in the rights,
preferences or privileges of the Series B Preferred Stock, and the holders of
Series B Preferred Stock shall not have any right to vote on the creation of
such new class of stock.

(d) Except as provided above and as required by law, the holders of Series
B Preferred Stock are not entitled to vote on any merger or consolidation
involving the Corporation, on any share exchange or on a sale of all or
substantially all of the assets of the Corporation.

(6) REACQUIRED SHARES.

Shares of Series B Preferred Stock converted, redeemed or otherwise
purchased or acquired by the Corporation shall be restored to the status of
authorized but unissued shares of preferred stock without designation as to
series.

IN WITNESS WHEREOF, the Corporation has caused these presents to be signed
in its name and on its behalf by its President and witnessed by its Secretary on
May 6, 1996.

WITNESS: BAY APARTMENT COMMUNITIES, INC.

By



Assistant Secretary Gilbert M. Meyer, Chairman of the
Board and President

’

THE UNDERSIGNED, President of Bay Apartment Communities, Inc. who executed
on behalf of the Corporation the Articles Supplementary of which this
Certificate is made a part, hereby acknowledges in the name and on behalf of
said Corporation the foregoing Articles Supplementary to be the corporate act of
said Corporation and hereby certifies that the matters and facts set forth
herein with respect to the authorization and approval thereof are true in all
material respects under the penalties of perjury.

(SEAL)

Gilbert M. Meyer, Chairman of the Board
and President
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STOCK PURCHASE AGREEMENT

THIS STOCK PURCHASE AGREEMENT (this "Agreement") is made as of this 6th day
of May, 1996 (the "Effective Date") by and between BAY APARTMENT COMMUNITIES,
INC., a Maryland corporation (the "Company"), and PAINEWEBBER INCORPORATED, a
Delaware corporation ("PaineWebber").

THE PARTIES HEREBY AGREE AS FOLLOWS:

I. PURCHASE AND SALE OF STOCK.

1.1 SALE AND ISSUANCE OF COMMON STOCK. Subject to the terms and conditions of
this Agreement, PaineWebber agrees to purchase at the Closing (as defined
below), for the sum of Nine Million Eight Hundred Ninety-Six Thousand Six
Hundred Ninety-One Dollars ($9,896,691) (the "Common Stock Purchase Price"), and
the Company agrees to sell and issue to PaineWebber at the Closing, 413,223
shares of the Company's Common Stock (the "Common Stock"). The Company
understands and acknowledges that PaineWebber intends to immediately resell the
Common Stock to one or more investors selected by PaineWebber in its sole
discretion.

1.2 Sale and Issuance of Preferred Stock.

a. The Company shall adopt and file with the State Department of
Assessments and Taxation of Maryland (the "SDAT") on or before the Closing Date
(as defined below) the Articles Supplementary (Series B Preferred Stock) in the
form attached hereto as EXHIBIT A (the "Series B Preferred Articles
Supplementary") .

b. Subject to the terms and conditions of this Agreement, PaineWebber
agrees to purchase at the Closing, for the sum of Nine Million Eight Hundred
Ninety-Eight Thousand Seven Hundred Thirty-Eight Dollars ($9,898,738) (the
"Preferred Stock Purchase Price"), and the Company agrees to sell and issue to
PaineWebber at the Closing, 405,022 shares of the Company's Series B Preferred
Stock described in the Series B Preferred Articles Supplementary (the "Series B
Preferred Stock"). The Preferred Stock Purchase Price, together with the Common
Stock Purchase Price, shall be collectively referred to as the "Purchase Price".
The Company understands and acknowledges that PaineWebber intends to immediately
resell the Preferred Stock to one or more investors selected by PaineWebber in
its sole discretion.

1.3 CLOSING. At the Closing, PaineWebber shall deliver to the Company a
cashier's or certified check or wire transfer payable to the Company's order for
the Purchase Price against delivery by the Company to PaineWebber of a



certificate representing the shares of Common Stock and Series B Preferred Stock
to be sold to PaineWebber under this Agreement. The

date for closing (the "Closing Date") shall be May 9, 1996. As soon as
practicable following the Effective Date, but in no event later than three (3)
business days before the Closing Date, the Company shall provide PaineWebber and
its counsel written notice that all of the conditions set forth in SECTIONS 4.1
through 4.8, inclusive, of this Agreement have been fulfilled.

1.4 USE OF PROCEEDS. The Company will use the net proceeds from the sale of the
Common Stock and the Series B Preferred Stock for working capital purposes,
which may include the repayment of indebtedness or the acquisition of additional
properties, all as more particularly set forth in the Company's Prospectus
Supplement (to Prospectus dated July 21, 1995) dated May 6, 1996 (the
"Prospectus Supplement") .

II. REPRESENTATIONS AND WARRANTIES OF THE COMPANY. The Company hereby makes
the representations and warranties set forth below, jointly and severally, to
each of PaineWebber and to each and every direct purchaser from PaineWebber
(each a "Direct Purchaser") of all or any portion of the Common Stock and/or the
Series B Preferred Stock, as applicable.

2.1 Organization, Good Standing and Qualification.

a. The Company has been duly incorporated and is validly existing as a
corporation in good standing under the laws of Maryland with power and authority
(corporate and other) to own its properties and conduct its business as now
being conducted, and has been duly qualified as a foreign corporation for the
conduct of business and is in good standing under the laws of each other
jurisdiction in which it owns or leases properties, or conducts any business, so
as to require such qualification, or is subject to no Material Adverse Effect by
reason of the failure to be so qualified in any such jurisdiction. "Material
Adverse Effect" means any material adverse effect on the operations, assets,
business, affairs, properties or financial or other condition of the Company and
its subsidiaries taken as a whole. The Company's consolidated subsidiaries have
each been duly incorporated and are validly existing and in good standing under
the laws of their respective jurisdictions of incorporation and have power and
authority (corporate and other) to conduct their businesses as now being
conducted, and each consolidated subsidiary has been duly qualified as a foreign
corporation for the conduct of business and is in good standing under the laws
of each other jurisdiction in which it owns or leases properties, or conducts
any business, so as to require such qualification, or is subject to no Material
Adverse Effect by reason of the failure to be so qualified in any such
jurisdiction.

b. This Agreement constitutes the legal, valid and binding obligation of
the Company enforceable in accordance with its terms, except (i) as limited by
applicable bankruptcy, insolvency, reorganization, moratorium, and other laws of
general application affecting enforcement of creditors' rights generally, and
(ii) as limited by laws relating to the availability of specific performance,
injunctive relief, or other equitable remedies.

c. The Company owns all of the outstanding capital stock of all of its
subsidiaries listed on Exhibit 21 to the Company's Annual Report on Form 10-K
filed with the Securities and Exchange Commission (the "SEC") for the fiscal
year ended December 31, 1995 (the "10-K").

2.2 Capitalization.

a. The authorized capital stock (the "Capital Stock") of the Company
consists, or will consist prior to the Closing, of:

(i) PREFERRED STOCK. Twenty-five million (25,000,000) shares currently
classified as Preferred Stock, par value $.01, of which two million three
hundred eight thousand eight hundred (2,308,800) shares of Series A
Preferred Stock are issued and outstanding and four hundred five thousand
twenty-two (405,022) shares which have been classified as Series B
Preferred Stock. None of the shares of Series B Preferred Stock are issued
or outstanding. All of such outstanding shares have been duly authorized
and validly issued and are fully paid and nonassessable.

(ii) COMMON STOCK. Forty million (40,000,000) shares currently
classified as Common Stock, par value $.01 (the "Common Stock"), of which
eleven million five hundred sixty-two thousand six hundred eighty-seven



(11,562,687) shares are issued and outstanding. All of such outstanding
shares have been duly authorized and validly issued and are fully paid and
nonassessable.

(iii) EXCESS COMMON STOCK. Twenty million (20,000,000) shares
currently classified as Excess Common Stock, par value $.01, none of which
are issued and outstanding.

b. No shares of Capital Stock are entitled to preemptive rights. Except as
disclosed in the SEC Documents (as defined below), in the Articles Supplementary
establishing the rights, preferences and other terms of the Series A Preferred
Stock (the "Series A Preferred Articles Supplementary"), the Series B Preferred
Articles Supplementary, the Series A Preferred Stock or the Series B Preferred
Stock or in this Agreement, there are no outstanding options, warrants, scrip,
rights to subscribe to, calls or commitments of any character whatsoever
relating to, or securities or rights convertible into, any shares of capital
stock of the Company or any of its subsidiaries, or contracts, commitments,
understandings or arrangements by which the Company or any of its subsidiaries
is or may become bound to issue additional shares of capital stock of the
Company or any of its subsidiaries. The Company has furnished to PaineWebber
true and correct copies of the Company's Articles of Incorporation, as amended
as of the Effective Date (the "Charter") and the Company's Bylaws, as in effect
on the Effective Date (the "Bylaws").

c. The Company has no obligation (contingent or other) to purchase, redeem
or otherwise acquire any of its capital stock or any interest therein or (except
as set forth in the

Series A Preferred Articles Supplementary or the Series B Preferred Articles
Supplementary) to pay any dividend or make any other distribution in respect
thereof.

d. The Company has no knowledge of any voting agreements, voting trusts,
stockholders' agreements, proxies or other agreements or understandings that are
currently in effect or that are currently contemplated with respect to the
voting of any capital stock of the Company.

e. All of the outstanding securities of the Company were issued in
compliance in all material respects with all applicable federal and state
securities laws.

2.3 Authorization; Enforcement.

a. The Company has the requisite corporate power and authority to enter
into and perform this Agreement and to issue the Common Stock and Series B
Preferred Stock in accordance with the terms of this Agreement. Except for the
Ownership Limit (as defined in the Charter), the Charter does not in any way
prevent or restrict the transactions contemplated by this Agreement or preclude
PaineWebber, or any owner purchasing the Common Stock or Series B Preferred
Stock from PaineWebber from owning or holding the amount, value or class of
capital stock to be purchased hereby, including, without limitation, any shares
of Common Stock issuable upon conversion of the Series B Preferred Stock.

b. The execution and delivery of this Agreement by the Company and the
consummation by it of the transactions contemplated hereby have been duly
authorized by the Company's Board of Directors and no further consent or
authorization of the Company or its Board of Directors or stockholders is
required.

c. This Agreement has been duly executed and delivered by the Company.

2.4 VALID ISSUANCE OF SHARES. The Common Stock and the Series B Preferred Stock
which is being purchased by PaineWebber under this Agreement, when issued, sold
and delivered in accordance with the terms of this Agreement for the
consideration expressed in this Agreement, will be duly and validly issued,
fully paid and nonassessable and will be issued in compliance with all
applicable federal and state securities laws. The Common Stock issuable upon the
conversion of the Series B Preferred Stock issued and sold under this Agreement
will be duly and validly reserved for such issuance and, when issued upon such
conversion in accordance with the Series B Preferred Articles Supplementary,
will be duly and validly issued, fully paid and nonassessable, and will be
issued in compliance with all applicable federal and state securities laws.

2.5 COMPLIANCE WITH OTHER INSTRUMENTS. Except as set forth on SCHEDULE 2.5, the
execution, delivery and performance of this Agreement by the Company and the
consummation by the Company of the transactions contemplated by this Agreement
do not (1)



result in a violation of the Charter or Bylaws or (ii) conflict with, or
constitute a default (or an event which with notice or lapse of time or both
would become a default) under, or give to others any rights of termination,
amendment, acceleration or cancellation of, any agreement, indenture or
instrument to which the Company or any of its subsidiaries is a party, or result
in a violation of any law, rule, regulation, order, judgment or decree
applicable to the Company, any of its subsidiaries or by which any property or
asset of the Company or any of its subsidiaries is bound or affected (except for
such conflicts, defaults, terminations, amendments, accelerations, cancellations
and violations as would not, individually or in the aggregate, have a Material
Adverse Effect or materially impair the Company's ability to perform its
obligations under the Agreements). The Company is not required to obtain any
consent, authorization or order of, or make any filing or registration with, any
court or governmental agency in order for it to execute, deliver or perform any
of its obligations under the Agreements or issue and sell the Common Stock or
the Series B Preferred Stock in accordance with the terms of this Agreement,
except such as have been or will be obtained prior to the Closing.

2.6 SEC Documents; Financial Statements; Other Information.

a. Since the completion of the Company's Initial Public Offering on March
17, 1994, the Company has timely filed all reports, schedules, forms, statements
and other documents required to be filed by it with the SEC pursuant to the
reporting requirements of Section 13 of the Securities Exchange Act of 1934, as
amended (the "Exchange Act") (all of the foregoing filed prior to the date of
this Agreement being hereinafter referred to as the "SEC Documents"). As of
their respective dates, the SEC Documents complied in all material respects with
the requirements of the Exchange Act and the rules and regulations of the SEC
promulgated thereunder applicable to such SEC Documents, and none of the SEC
Documents (when read together with all exhibits included therein and financial
statement schedules thereto and documents (other than exhibits) incorporated by
reference) contained any untrue statement of a material fact or omitted to state
a material fact required to be stated therein or necessary in order to make the
statements therein, in light of the circumstances in which they were made, not
misleading. The financial statements of the Company included in the SEC
Documents comply as to form in all material respects with applicable accounting
requirements and the published rules and regulations of the SEC with respect
thereto. Such financial statements have been prepared in accordance with
generally accepted accounting principles applied on a consistent basis during
the periods involved (except (i) as may be otherwise indicated in such financial
statements or the notes thereto or (ii) in the case of unaudited interim
statements, to the extent they may not include footnotes or may be condensed or
summary statements) and fairly present in all material respects the consolidated
financial position of the Company and its consolidated subsidiaries as of the
dates thereof and the consolidated results of their operations and cash flows
for the periods then ended (subject, in the case of unaudited statements, to
normal year-end audit adjustments).

b. Since March 17, 1994, (i) the business of the Company has been conducted
in

the ordinary course and (ii) there has been no Material Adverse Effect on the
Company and its subsidiaries taken as a whole that has not been described in the
SEC Documents or other items provided to the investor. As of the Closing and as
of the Effective Date, there are no material liabilities of the Company which
would be required to be provided for in a consolidated balance sheet of the
Company as of either such date prepared in accordance with generally accepted
accounting principles consistently applied, other than liabilities provided for
in the financial statements referred to above.

c. The Company is not aware of any material liabilities, contingent or
otherwise, of the Company that have not been disclosed in the financial
statements (including the notes thereto) referred to above or otherwise
disclosed in the SEC Documents or other items provided to PaineWebber.

2.7 LITIGATION. Except as disclosed on SCHEDULE 2.7 or in the SEC Documents,
there is no action, suit, proceeding, investigation or claim pending against the
Company or, to the knowledge of the Company, threatened against the Company in
law, equity or otherwise before any federal, state, municipal or local court,
administrative agency, commission, board, bureau, instrumentality or arbitrator
which either (a) questions the validity of this Agreement, the Series B
Preferred Articles Supplementary, the Common Stock or the Series B Preferred
Stock or any action taken or to be taken pursuant to this Agreement or thereto,
or (b) may adversely affect the right, title or interest of PaineWebber or any
purchaser from PaineWebber to the Common Stock or the Series B Preferred Stock
or (c), if decided adversely to the Company, may individually or in the
aggregate have a Material Adverse Effect. The Company is not aware of facts or
circumstances that could give rise to a legal action that, if determined
adversely, would have a Material Adverse Effect. There is no action or suit by
the Company pending or threatened against others except litigation in the



ordinary course of business such as tenant eviction proceedings, none of which
individually or in the aggregate will result in a Material Adverse Effect.

2.8 TITLE TO PROPERTIES; LEASEHOLD INTERESTS. Except as disclosed on SCHEDULE
2.8 or in the SEC Documents, the Company has good and marketable title to each
of the properties and assets owned by it. Certain real property used by the
Company in the conduct of its business is held under lease, and the Company is
not aware of any pending or threatened claim or action by any lessor of any such
property to terminate any such lease. None of the properties owned or leased by
the Company is subject to any Liens which, taken as a whole, could reasonably be
expected to have a Material Adverse Effect. Each lease or agreement to which the
Company is a party under which it is the lessee of any property, real or
personal, is a valid and subsisting agreement without any material default of
the Company thereunder and, to the best of the Company's knowledge, without any
material default thereunder of any other party thereto. No event has occurred
and is continuing which, with due notice or lapse of time or both, would
constitute a default or event of default by the Company under any such lease or
agreement or, to the best of the Company's knowledge, by any party thereto,
except for such defaults that would not individually or in the aggregate have a
Material Adverse Effect. The

Company's possession of such property has not been disturbed and, to the best of
the Company's knowledge, no claim has been asserted against it adverse to its
rights in such leasehold interests.

2.9 Environmental Compliance.

a. Except as disclosed and described in all material respects in the SEC
Documents or on SCHEDULE 2.9 to this Agreement, there is no hazardous material
about or in any property, real or personal, in which the Company has any
interest, in violation of law in a manner which could reasonably be expected to
have a Material Adverse Effect.

b. Except as disclosed and described in all material respects on SCHEDULE
2.9 to this Agreement, there is no (and has not been any) off-site disposal or
on-site disposal by the Company, or, to the best knowledge of the Company, by
any prior owner operator, tenant, subtenant, or invitee at any locations
currently or formerly owned or occupied by the Company as a result of which
disposal there would exist a reasonably foreseeable risk that the Company would
incur a material liability or obligation under federal, state or local
environmental or other laws, regulations or ordinances.

c. Except as disclosed and described in all material respects on SCHEDULE
2.9 to this Agreement, neither the Company nor, to the best of the knowledge of
the Company, any prior or present owner, operator, tenant, subtenant or invitee
of any of the real property (including improvements) currently or formerly owned
or occupied by the Company has (i) used, installed, stored, spilled, released,
transported, disposed of or discharged any hazardous material upon, into,
beneath, from or affecting such real property (including improvements) in
violation of law in a manner which could reasonably be expected to have a
Material Adverse Effect, or (ii) received any written notice, citation, subpoena
summons, complaint or other correspondence or communication from any Person (not
previously satisfactorily resolved) with respect to the presence of hazardous
material upon, into, beneath, or emanating from or affecting any of the real
property (including improvements) currently or formerly owned or occupied by the
Company which could reasonably be expected to have a Material Adverse Effect.

d. Except as disclosed and described in all material respects on SCHEDULE
2.9 to this Agreement, there has been no intentional or unintentional, gradual
or sudden, release, disposal or discharge upon, into or beneath the real
property (including improvements) currently or formerly owned or occupied by the
Company or, to the best of the knowledge of the Company, by any prior owner,
operator, tenant, subtenant or invitee with respect thereto, that has caused or
is causing soil or ground water contamination which under applicable
environmental laws, regulations or ordinances could reasonably be expected to
have a Material Adverse Effect.

2.10 TAXES. The Company has filed all federal, state, local and other tax
returns and reports (except for foreign returns and reports the failure to file
which will not result in any material liability to the Company), and any other
material returns and reports with any governmental authorities (federal, state
or local), required to be filed by it. The Company has paid or caused to be paid
all taxes (including interest and penalties) that are due and payable, except
those which are being contested by it in good faith by appropriate proceedings
and in respect of which adequate reserves are being maintained on its books in
accordance with generally accepted accounting principles consistently applied.



The Company does not have any material liabilities for taxes other than those
incurred in the ordinary course of business and in respect of which adequate
reserves are being maintained by it in accordance with generally accepted
accounting principles consistently applied. Federal and state income tax returns
for the Company have not been audited by the Internal Revenue Service or state
authorities. No deficiency assessment with respect to or proposed adjustment of
the Company's federal, state, local or other tax returns is pending or, to the
best of the Company's knowledge, threatened. There is no tax lien, whether
imposed by any federal, state, local or other tax authority outstanding against
the assets, properties or business of the Company. There are no applicable
taxes, fees or other governmental charges payable by the Company in connection
with the execution and delivery of this Agreement or the issuance by the Company
of the Common Stock, the Series B Preferred Stock or the Common Stock issuable
upon conversion of the Series B Preferred Stock, except for governmental fees
paid in connection with securities law filings.

2.11 EMPLOYEES; ERISA. The Company has good relationships with its employees and
has not had any substantial labor problems. The Company does not have any
knowledge as to any intentions of any key employee or any group of employees to
leave the employ of the Company. Other than as disclosed in the SEC Documents
and other materials provided to PaineWebber, the Company has not established,
sponsored, maintained, made any contributions to or been obligated by law to
establish, maintain, sponsor or make any contributions to any "employee pension
benefit plan" or "employee welfare benefit plan" (as such terms are defined in
ERISA), including, without limitation, any "multi-employer plan." The Company
has complied in all material respects with all applicable laws relating to the
employment of labor, including provisions relating to wages, hours, equal
opportunity, collective bargaining and the payment of Social Security and other
taxes, and with ERISA.

2.12 Legal Compliance.

a. The Company has complied with all applicable laws, rules, regulations,
orders, licenses, judgments, writs, injunctions, decrees or demands, except to
the extent that failure to comply would not have a Material Adverse Effect. The
Company has all necessary permits, licenses and other authorizations required to
conduct its business as currently conducted, and as proposed to be conducted, in
all material respects.

b. There are no adverse orders, judgments, writs, injunctions, decrees or
demands of any court or administrative body, domestic or foreign, or of any
other governmental agency or instrumentality, domestic or foreign, outstanding
against the Company which may result in a Material Adverse Effect.

c. There is no existing law, rule, regulation or order, and the Company is
not aware of any proposed law, rule, regulation or order, which would prohibit
or materially restrict the Company from, or otherwise materially adversely
affect the Company in, conducting its business as now being conducted and as
proposed to be conducted.

III. REPRESENTATIONS AND WARRANTIES OF PAINEWEBBER.

PaineWebber hereby represents and warrants that:

3.1 AUTHORIZATION. This Agreement constitutes the legal, valid and binding
obligation of PaineWebber enforceable in accordance with its terms, except (i)
as limited by applicable bankruptcy, insolvency, reorganization, moratorium, and
other laws of general application affecting enforcement of creditors' rights
generally, and (ii) as limited by laws relating to the availability of specific
performance, injunctive relief, or other equitable remedies. PaineWebber has
full power and authority to enter into this Agreement.

IV. CONDITIONS OF PAINEWEBBER'S OBLIGATIONS AT CLOSING.

PaineWebber's obligations at the Closing under SECTIONS 1.1 and 1.2.b of this
Agreement are subject to the fulfillment on or before the Closing of each of the
following conditions:

4.1 SERIES B PREFERRED ARTICLES SUPPLEMENTARY. The Series B Preferred Articles
Supplementary shall have been filed with and accepted for record by the SDAT.

4.2 REPRESENTATIONS AND WARRANTIES. The representations and warranties of the

Company contained in SECTION 2 shall be true on and as of the Closing with the
same effect as though such representations and warranties had been made on and
as of the date of such Closing.

4.3 PERFORMANCE. The Company shall have performed and complied with all
agreements, obligations and conditions contained in this Agreement that are



required to be performed or complied with by it on or before the Closing.

4.4 COMPLIANCE CERTIFICATE. The President of the Company shall have delivered to
PaineWebber at the Closing a certificate certifying that the conditions
specified in SECTIONS 4.1 and 4.2 have been fulfilled.

4.5 OPINIONS OF COMPANY COUNSEL. PaineWebber shall have received from Goodwin,
Procter & Hoar LLP counsel for the Company, an opinion, dated as of the Closing,
in the form attached hereto as EXHIBIT B.

4.6 ABSENCE OF CERTAIN EVENTS. No event shall have occurred which is described
in SECTION 4.1 of the Series B Preferred Articles Supplementary (relating to
excess debt, a change of control, or certain changes in management personnel)
which event would entitle the holder of the Series B Preferred Stock to convert
such shares immediately to Common Stock.

4.7 NYSE LISTING. The President of the Company shall have delivered to
PaineWebber a certificate certifying that all shares of Common Stock issuable as
a result of this Agreement have been approved for listing on the NYSE upon
official notice of issuance.

4.8 NO MATERIAL CHANGE. No event or change of circumstances shall have occurred
and be continuing at the time of disbursement of funds by PaineWebber which, in
the reasonable opinion of PaineWebber, is likely to have a Material Adverse
Effect.

4.9 UNCONDITIONAL COMMITMENT TO PURCHASE. PaineWebber shall have entered into a
contract to sell the Common Stock and the Preferred Stock and all conditions
precedent thereto shall have been satisfied to PaineWebber's satisfaction, in
its sole discretion, and each buyer thereunder shall be unconditionally
committed to purchase the Common Stock and the Preferred Stock from PaineWebber.

V. CONDITIONS OF THE COMPANY'S OBLIGATIONS AT CLOSING. The obligations of
the Company under SECTIONS 1.1 and 1.2.b of this Agreement are subject to the
fulfillment on or before the Closing of each of the following conditions:

5.1 REPRESENTATIONS AND WARRANTIES. The representations and warranties of
PaineWebber contained in SECTION 3 shall be true on and as of the Closing with
the same effect as though such representations and warranties had been made on
and as of the Closing.

5.2 COMPLIANCE CERTIFICATE. PaineWebber shall deliver to the Company at the
Closing a certificate certifying that the conditions specified in SECTION 5.1
have been fulfilled.

VI. COVENANTS.

6.1 CONFIDENTIALITY. The parties to this Agreement will not disclose to any
other party (other than to any Direct Purchaser) any information about this
Agreement, the transactions contemplated by this Agreement, and the parties to
this Agreement except as required by law

or the rules of the NYSE.

6.2 Indemnification.

a. The Company will indemnify and hold harmless PaineWebber, the directors,
officers, employees and agents of PaineWebber and each person, if any, who
controls PaineWebber within the meaning of Section 15 of the Act or Section 20
of the Exchange Act from and against any and all losses, claims, liabilities,
expenses and damages (including any and all investigative, legal and other
expenses reasonably incurred in connection with, and any amount paid in
settlement of any action, suit or proceeding between any of the indemnified
parties and any indemnifying parties or between any indemnified party and any
third party, or otherwise, or any claim asserted), to which they, or any of
them, may become subject under the Act, the Exchange Act or other Federal or
state statutory law or regulation, at common law or otherwise, insofar as such
losses, claims, liabilities, expenses or damages arise out of or are based on
any untrue statement or alleged untrue statement of a material fact contained in
any preliminary prospectus, the Registration Statement or the Prospectus or any
amendment or supplement to the Registration Statement or the Prospectus or in
any documents filed under the Exchange Act and deemed to be incorporated by
reference into the Prospectus or the omission or alleged omission to state in
such document a material fact required to be stated in it or necessary to make
the statements in it not misleading, provided that the Company will not be
liable to the extent that such loss, claim, liability, expense or damage arises
from the sale of the Shares in the public offering to any person by PaineWebber



and is based on an untrue statement or omission or alleged untrue statement or
omission made in reliance on and in conformity with information relating to
PaineWebber furnished in writing to the Company by PaineWebber on behalf of
PaineWebber expressly for inclusion in any preliminary prospectus supplement or
final prospectus supplement. This indemnity agreement will be in addition to any
liability that the Company might otherwise have.

b. Any party that proposes to assert the right to be indemnified under
SECTION 6.2 will, promptly after receipt of notice of commencement of any action
against such party in respect of which a claim is to be made against an
indemnifying party or parties under SECTION 6.2, notify each such indemnifying
party of the commencement of such action, enclosing a copy of all papers served,
but the omission so to notify such indemnifying party will not relieve it from
any liability that it may have to any indemnified party under the foregoing
provisions of SECTION 6 unless, and only to the extent that, such omission
results in the forfeiture of substantive rights or defenses by the indemnifying
party. If any such action is brought against any indemnified party and it
notifies the indemnifying party of its commencement, the indemnifying party will
be entitled to participate in and, to the extent that it elects by delivering
written notice to the indemnified party promptly after receiving notice of the
commencement of the action from the indemnified party, jointly with any other
indemnifying party similarly notified, to assume the defense of the action, with
counsel satisfactory to the indemnified party, and after notice from the
indemnifying party to the indemnified party of its election to assume the
defense, the indemnifying party will not be

liable to the indemnified party for any legal or other expenses except as
provided below and except for the reasonable costs of investigation subsequently
incurred by the indemnified party in connection with the defense. The
indemnified party will have the right to employ its own counsel in any such
action, but the fees, expenses and other charges of such counsel will be at the
expense of such indemnified party unless (1) the employment of counsel by the
indemnified party has been authorized in writing by the indemnifying party, (2)
the indemnified party has reasonably concluded (based on advice of counsel) that
there may be legal defenses available to it or other indemnified parties that
are different from or in addition to those available to the indemnifying party,
(3) a conflict or potential conflict exists (based on advice of counsel to the
indemnified party) between the indemnified party and the indemnifying party (in
which case the indemnifying party will not have the right to direct the defense
of such action on behalf of the indemnified party) or (4) the indemnifying party
has not in fact employed counsel to assume the defense of such action within a
reasonable time after receiving notice of the commencement of the action, in
each of which cases the reasonable fees disbursements and other charges of
counsel will be at the expense of the indemnifying party or parties. It is
understood that the indemnifying party or parties shall not, in connection with
any proceeding or related proceedings in the same jurisdiction, be liable for
the reasonable fees, disbursements and other charges of more than one separate
firm admitted to practice in such jurisdiction at any one time for all such
indemnified party or parties. All such fees, disbursements and other charges
will be reimbursed by the indemnifying party promptly as they are incurred. All
fees, disbursements and other charges not reimbursed as they are incurred shall
accrue interest, compounded daily, determined on the basis of the prime rate (or
other commercial lending rate for borrowers of the highest credit standing)
announced from time to time by Bank of America NT&SA, San Francisco, California.
An indemnifying party will not be liable for any settlement of any action or
claim effected without its written consent (which consent will not be
unreasonably withheld). No indemnifying party shall, without the prior written
consent of each indemnified party, settle or compromise or consent to the entry
of any judgment in any pending or threatened claim, action or proceeding
relating to the matters contemplated by this SECTION 6.2 (whether or not any
indemnified party is a party thereto), unless such settlement, compromise or
consent includes an unconditional release of each indemnified party from all
liability arising or that may arise out of such claim, action or proceeding.

c. In order to provide for just and equitable contribution in circumstances
in which the indemnification provided for in the foregoing paragraphs of SECTION
6 is applicable in accordance with its terms but for any reason is held to be
unavailable from the Company or PaineWebber, the Company and PaineWebber will
contribute to the total losses, claims, liabilities, expenses and damages
(including any investigative, legal and other expenses reasonably incurred in
connection with, and any amount paid in settlement of, any action, suit or
proceeding or any claim asserted, but after deducting any contribution received
by the Company from persons other than PaineWebber, such as persons who control
the Company within the meaning of the Act, officers of the Company who signed
the Registration Statement and directors of the Company, who also may be liable
for contribution) to which the Company and PaineWebber may be subject in such
proportion as shall be appropriate to reflect the



relative benefits received by the Company on the one hand and PaineWebber on the
other. The relative benefits received by the Company on the one hand and
PaineWebber on the other shall be deemed to be in the same proportion as the
total net proceeds from the offering (before deducting expenses) received by the
Company bear to the total underwriting discounts and commissions received by
PaineWebber, in each case as set forth in this Agreement. If, but only if, the
allocation provided by the foregoing sentence is not permitted by applicable
law, the allocation of contribution shall be made in such proportion as is
appropriate to reflect not only the relative benefits referred to in the
foregoing sentence but also the relative fault of the Company on the one hand,
and PaineWebber on the other, with respect to the statements or omissions which
resulted in such loss, claim, liability, expense or damage, or action in respect
thereof, as well as any other relevant equitable considerations with respect to
such offering. Such relative fault shall be determined by reference to whether
the untrue or alleged untrue statement of a material fact or omission or alleged
omission to state a material fact relates to information supplied by the Company
or PaineWebber, the intent of the parties and their relative knowledge, access
to information and opportunity to correct or prevent such statement or omission.
The Company and PaineWebber agree that it would not be just and equitable if
contributions pursuant to SECTION 6.2.c were to be determined by pro rata
allocation or by any other method of allocation which does not take into account
the equitable considerations referred to in this Agreement. The amount paid or
payable by an indemnified party as a result of the loss, claim, liability,
expense or damage, or action in respect thereof, referred to above in SECTION
6.2.c shall be deemed to include, for purpose of SECTION 6.2.c, any legal or
other expenses reasonably incurred by such indemnified party in connection with
investigating or defending any such action or claim. Notwithstanding the
provisions of SECTION 6.2.c, PaineWebber shall not be required to contribute any
amount in excess of the underwriting discounts received by it, and no person
found guilty of fraudulent misrepresentation (within the meaning of section
11(f) of the Act) will be entitled to contribution from any person who was not
guilty of such fraudulent misrepresentation. For purposes of SECTION 6.2.c, any
person who controls a party to this Agreement within the meaning of the Act will
have the same rights to contribution as that party, and each officer of the
Company who signed the Registration Statement will have the same rights to
contribution as the Company, subject in each case to the provisions of this
Agreement. Any party entitled to contribution, promptly after receipt of notice
of commencement of any action against such party in respect of which a claim for
contribution may be made under SECTION 6.2.c, will notify any such party or
parties from whom contribution may be sought, but the omission so to notify will
not relieve the party or parties from whom contribution may be sought from any
other obligation it or they may have under SECTION 6.2.c. No party will be
liable for contribution with respect to any action or claim settled without its
written consent (which consent will not be unreasonably withheld).

d. The indemnity and contribution agreements contained in SECTION 6.2 and
the representations and warranties of the Company contained in this Agreement
shall remain operative and in full force and effect regardless of (i) any
investigation made by or on behalf of PaineWebber, (ii) acceptance of any of the
Shares and payment therefor or (iii) any termination of this Agreement.

VII. MISCELLANEOUS.

7.1 SURVIVAL OF WARRANTIES. The warranties, representations and covenants of the
Company and PaineWebber contained in or made pursuant to this Agreement shall
survive the execution and delivery of this Agreement and the Closing in
perpetuity (except that the representations and warranties contained in SECTIONS
2 (other than SECTIONS 2.3 and 2.4) and 3 of this Agreement shall, with respect
to any Direct Purchaser only, survive for a period of three (3) years), and
shall in no way be affected by any investigation of the subject matter thereof
made by or on behalf of PaineWebber, any Direct Purchaser or the Company.

7.2 SUCCESSORS AND ASSIGNS. Except as otherwise provided in this Agreement, the
terms and conditions of this Agreement shall inure to the benefit of and be
binding upon the respective successors and assigns of the parties to this
Agreement and shall specifically and without limitation inure to the benefit of
each Direct Purchaser. Nothing in this Agreement, express or implied, is
intended to confer upon any party other than the parties to this Agreement and
any Direct Purchaser or their respective successors and assigns any rights,
remedies, obligations, or liabilities under or by reason of this Agreement.

7.3 GOVERNING LAW. THIS AGREEMENT SHALL BE GOVERNED BY AND CONSTRUED IN
ACCORDANCE WITH THE INTERNAL LAWS (AND NOT THE LAWS PERTAINING TO CONFLICTS OF
LAWS) OF THE STATE OF NEW YORK.

7.4 WAIVER OF RIGHT TO JURY TRIAL. The Company and PaineWebber each hereby
irrevocably waives any right they may have to a trial by jury in respect of any
claim based upon or arising out of this Agreement or the transactions



contemplated by this Agreement.

7.5 COUNTERPARTS. This Agreement may be executed in two or more counterparts,
each of which shall be deemed an original, but all of which together shall
constitute one and the same instrument.

7.6 TITLES AND SUBTITLES. The titles and subtitles used in this Agreement are
used for convenience only and are not to be considered in construing or
interpreting this Agreement.

7.7 NOTICES. Unless otherwise provided, any notice required or permitted under
this Agreement shall be given in writing and shall be deemed effectively given
(a) upon personal delivery to the party to be notified, (b) on the fifth
business day after deposit with the United States Post Office, by registered or
certified mail, postage prepaid, (c) on the next business day after dispatch via
nationally recognized overnight courier or (d) upon confirmation of transmission
by facsimile, all addressed to the party to be notified at the address indicated
for such party on the signature page of this Agreement, or at such other address
as such party may designate by ten (10) days' advance written notice to the
other parties. Notices should be provided in accordance with this Section at the
following addresses:

If to PaineWebber to:

PaineWebber Incorporated

555 California Street, 32nd Floor

San Francisco, California 94104
Attention: Mr. Frederick T. Caven, Jr.

with a copy to:

O'Melveny & Myers

275 Battery Street, 26th Floor
San Francisco, California 94111
Attn: Peter T. Healy, Esqg.

If to the Company, to:

Bay Apartment Communities, Inc.

4340 Stevens Creek Boulevard Suite 275
San Jose, California 95129

Attn: Mr. Gilbert M. Meyer

with a copy to:

Goodwin, Procter & Hoar LLP
Exchange Place

Boston, Massachusetts 02109-2881
Attn: Gilbert G. Menna, P.C.

7.8 ATTORNEY'S FEES. If any action at law or in equity is necessary to enforce
or interpret the terms of this Agreement or the Series B Preferred Articles
Supplementary, the prevailing party shall be entitled to reasonable attorney's
fees, costs and necessary disbursements in addition to any other relief to which
such party may be entitled.

7.9 AMENDMENTS AND WAIVERS. Any term of this Agreement may be amended, and the
observance of any item of this Agreement may be waived (either generally or in a
particular instance and either retroactively or prospectively), only with the
written consent of the Company and PaineWebber. Any amendment or waiver effected
in accordance with this paragraph shall be binding upon each holder of any
securities purchased under this Agreement at the time outstanding (including
securities into which such securities are convertible), each future holder of
all such securities, and the Company.

7.10 COPIES OF FILED DOCUMENTS. The Company will furnish to PaineWebber without
charge, two signed copies of the Registration Statement and of any
post-effective amendment

thereto, including financial statements and schedules, and all exhibits thereto
(including any document filed under the Exchange Act and deemed to be
incorporated by reference into the Prospectus).

7.11 EARNINGS STATEMENT. The Company will make generally available to holders of
its securities as soon as may be practicable but in no event later than the last
day of the fifteenth full calendar month following the calendar quarter in which
the effective date falls, an earnings statement (which need not be audited but



shall be in reasonable detail) for a period of 12 months ended commencing after
the effective date, and satisfying the provisions of Section 11(a) of the Act
(including Rule 158 of the Rules and Regulations). "Effective date" for purposes
of this SECTION 7.11 shall be as defined in Section 158 of the Rules and
Regulations.

7.12 COMPLIANCE WITH ACT. Within the time during which a Prospectus relating to
the Common Stock or the Series B Preferred Shares is required to be delivered
under the Act, the Company will comply with all requirements imposed upon it by
the Act and by the Rules and Regulations, as from time to time in force, so far
as necessary to permit the continuance of sales of or dealings in the Common
Stock or the Series B Preferred Shares as contemplated by the provisions of this
Agreement and the Prospectus. If during such period any event occurs as a result
of which the Prospectus as then amended or supplemented would include an untrue
statement of a material fact or omit to state a material fact necessary to make
the statements therein, in light of the circumstances then existing, not
misleading, or if during such period it is necessary to amend or supplement the
Registration Statement or Prospectus to comply with the Act, the Company will
promptly notify the Representatives and will amend or supplement the
Registration Statement or Prospectus (at the expense of the Company) so as to
correct such statement or omission or effect such compliance.

7.13 BLUE SKY QUALIFICATION. The Company shall prior to the Closing Date qualify
or register the Common Stock and the Series B Preferred Shares for sale under
(or obtain exemptions from the application of) the Blue Sky laws of such
jurisdictions as PaineWebber designates and will comply with such laws and will
continue such qualifications, registrations and exemptions in effect so long as
reasonably required for the distribution of the Common Stock or the Series B
Preferred Shares.

7.14 Payment of Fees and Expenses.

a. Whether or not the transactions contemplated by this Agreement are
consummated or this Agreement is terminated, the Company will pay, or reimburse
if paid by PaineWebber all costs and expenses incident to the performance of the
obligations of the Company under this Agreement, including but not limited to
costs and expenses of or relating to (1) the preparation, printing and filing of
the Registration Statement and exhibits to it, each preliminary prospectus, the
Prospectus and any amendment or supplement to the Registration Statement or the
Prospectus, (2) the preparation and delivery of certificates representing the
Common Stock or the Series B Preferred Shares, (3) the listing of the Common
Stock on the

New York Stock Exchange, (4) any filings required to be made by PaineWebber with
the National Association of Securities Dealers, Inc. and the fees, disbursements
and other charges of counsel for PaineWebber in connection therewith, (5) the
registration or qualification of the Common Stock and Series B Preferred Shares
for offer and sale under the securities or Blue Sky laws of such jurisdictions
designated by PaineWebber, (6) counsel to the Company, and (7) the transfer
agent for the Common Stock and Series B Preferred Stock. If this Agreement shall
be terminated by the Company pursuant to any of the provisions of this Agreement
or if for any reason the Company shall be unable to perform its obligations
under this Agreement, the Company will reimburse PaineWebber for all
out-of-pocket expenses (including the fees, disbursements and other charges of
counsel to PaineWebber) reasonably incurred by it in connection herewith.

b. If the Closing shall occur, the Company shall pay each Direct
Purchaser's reasonable fees and expenses, including but not limited to the fees
and expenses of counsel to the Direct Purchasers, incurred in connection with
the transactions contemplated by this Agreement, up to a maximum of Fifty
Thousand Dollars ($50,000) in the aggregate.

7.15 Annual Opinion of Company Counsel for REIT Status.

a. At or before the Closing, and thereafter until such time as any Direct
Purchaser either disposes of the Series B Preferred Stock (or any other security
of the Company acquired by the Direct Purchaser upon conversion or exchange of
the Series B Preferred Stock) or the Series B Preferred Stock (or any other
security of the Company acquired by any Direct Owner upon conversion or exchange
of the Series B Preferred Stock) becomes convertible and does convert into
Common Stock, each Direct Purchaser shall have received and shall receive from
Goodwin, Procter & Hoar, counsel for the Company (or such other counsel as shall
be reasonably acceptable to the Direct Purchaser) at the same time as the
Company renders such opinion to any other party, an opinion that the Company
should be classified as a "real estate investment trust" under Section 856 of
the Internal Revenue Code of 1986, as amended (after giving effect to the
investment contemplated by this Agreement) .

b. The Company will use its reasonable best efforts to operate in a manner



which will not cause it to be classified other than as a real estate investment
trust in accordance with Section 7.15.a above.

7.16 SEVERABILITY. If one or more provisions of this Agreement are held to be
unenforceable under applicable law, such provision shall be excluded from this
Agreement and the balance of the Agreement shall be interpreted as if such
provision were so excluded and shall be enforceable in accordance with its
terms.

7.17 ENTIRE AGREEMENT. This Agreement constitutes the entire agreement among the
parties and no party shall be liable or bound to any other party in any manner
by any warranties, representations or covenants except as specifically set forth
in this Agreement.

IN WITNESS WHEREOF, the parties have executed this Agreement as of the date
first above written.

"Company"

BAY APARTMENT COMMUNITIES, INC.,
a Maryland corporation

By:

Name: Gilbert M. Meyer
Title: Chairman of the Board and
President

"PaineWebber"

PAINEWEBBER INCORPORATED,
a Delaware corporation

By:

Name: Frederick T. Caven, Jr.
Title: Managing Director

Schedule 2.5

Schedule 2.7

Schedule 2.8

The Company, through a partnership of which it is a general partner, owns a
94% interest in the Villa Mariposa community, and an unrelated party owns a 6%
interest.



Schedule 2.9

The Company has acquired communities that are of a vintage for which the
presence of asbestos containing materials is a potential risk. These communities
include Regatta Bay in Foster City, California, Village Square in San Francisco,
California and Kimberly Woods in Pacifica, California. Accordingly, the Company
has instituted asbestos management programs for these communities.

EXHIBIT A

For EXHIBIT A to this Stock Purchase Agreement see Exhibit 3(i).1 to the
Registrant's Current Report on Form 8-K.

[TO BE ATTACHED BY COMPANY]

EXHIBIT B
[date]
PaineWebber Incorporated
1285 Avenue of the Americas
New York, New York 10019
Re: Bay Apartment Communities. Inc.

Ladies and Gentlemen:

We have acted as counsel to Bay Apartment Communities, Inc., a Maryland

corporation (the "Company"), in connection with certain matters of Maryland, New
York and federal law arising out of the sale and issuance of certain shares (the
"Shares") of Common Stock, $.01 par value per share (the "Common Stock") and of

Series B Preferred Stock, $.01 par value per share (the "Series B Preferred
Stock"), by the Company, pursuant to a Stock Purchase Agreement dated May 6,
1996, between PaineWebber Incorporated ("PaineWebber") and the Company (the
"Agreement") .

This opinion is being delivered to you pursuant to SECTION 4.5 of the
Agreement. Unless otherwise defined herein, capitalized terms used herein shall
have the meanings given to them in the Agreement.

In connection with our representation of the Company, and as a basis for
the opinion hereinafter set forth, we have examined originals, or copies
certified or otherwise identified to our satisfaction, of the following
documents (collectively, the "Documents"):

1. The charter of the Company (the "Charter"), including Articles Supplementary
regarding the Series B Preferred Stock (the "Articles Supplementary"), certified
as of a recent date by the Maryland State Department of Assessments and Taxation
(the "SDAT");

2. The Bylaws of the Company, certified as of a recent date by its Secretary;
3. Resolutions adopted by the Board of Directors of the Company relating to the
authorization of the issuance of the outstanding shares of stock of the Company

and the sale and issuance of the Shares, certified as of a recent date by the
Secretary of the Company;

4. Specimens of the certificates representing the Series B Preferred Stock and
the Common Stock of the Company;

5. A certificate as of a recent date of the SDAT as to the good standing of the
Company;

6. The Agreement;



7. The SEC Documents; and

8. Such other documents and matters as we have deemed necessary or appropriate
to express the opinions set forth in this letter, subject to the assumptions,
limitations and qualifications noted below.

In expressing the opinions set forth below, we have assumed, and so far as
is known to us there are no facts inconsistent with, the following:

1. Each of the parties (other than the Company) executing any of the Documents
has duly and validly executed and delivered each of the Documents to which such
party is a signatory, and such party's obligations set forth therein are legal,
valid and binding and are enforceable in accordance with all stated terms except
as limited (a) by bankruptcy, insolvency, reorganization, moratorium, fraudulent
conveyance or other laws relating to or affecting the enforcement of creditors'
rights or (b) by general equitable principles, whether applied in law or in
equity.

2. Each individual executing any of the Documents on behalf of a party (other
than the Company) is duly authorized to do so.

3. Each individual executing any of the Documents is legally competent to do so.

4. All Documents submitted to us as originals are authentic. All Documents
submitted to us as certified or photostatic copies conform to the original
documents. All signatures on all Documents are genuine. All public records
reviewed or relied upon by us on our behalf are true and complete. All
statements and information contained in the Documents are true and complete.

5. PaineWebber intends to resell the Common Stock and Series B Preferred Stock
to a greater than 5% shareholder of the Company.

The phrase "known to us" is limited to the actual knowledge, without
independent inquiry, of the lawyers at our firm who have performed legal
services for the Company.

Based upon the foregoing, and subject to the assumptions, limitations and
qualifications stated herein, it is our opinion that:

1. The Company is a corporation duly organized and existing under and by virtue
of the laws of the state of Maryland and is in good standing with the SDAT. The
Company has the corporate power to own its current properties and conduct its
business substantially as now conducted as described in the SEC Documents and
the Agreement.

2. The Company has the corporate power to execute, deliver and perform the
Agreement and the Articles Supplementary. The execution, delivery and
performance of the Agreement and the Articles Supplementary have been duly
authorized by the Company.

3. The Company has duly executed and delivered the Agreement and the Articles
Supplementary as of the dates thereon. The Agreement and the Articles
Supplementary are enforceable against the Company in accordance with their
terms.

4. The authorized stock of the Company is as set forth in the Agreement. All of
the outstanding shares of Common Stock and Series B Preferred Stock have been
duly authorized and are validly issued, fully paid and nonassessable.

5. The Shares have been duly authorized and, when sold and delivered against
payment therefor in the manner described in the Agreement, will be validly
issued, fully paid and nonassessable. The stockholders of the Company have no
preemptive rights with respect to the Series B Preferred Stock or to the Common
Stock issuable upon conversion thereof arising under Maryland law or the
Charter, or, to our knowledge, any other agreement or instrument to which the
Company 1s a party. The shares of Common Stock issuable upon the conversion of
the Series B Preferred Stock have been duly reserved for issuance and, when
issued in accordance with the provisions of the Articles Supplementary upon such
conversion of the Series B Preferred Stock, will be validly issued, fully paid
and nonassessable. The rights, privileges and preferences of the Series B
Preferred Stock are as stated in the Charter, including the Series B Preferred
Articles Supplementary.

6. The execution, delivery, performance and compliance with the terms of the
Agreement and the Articles Supplementary on the part of the Company do not and
will not violate the Charter or the Bylaws of the Company, or any applicable
law, rule or regulation, or, to our knowledge, any agreement or other instrument
to which the Company is a party and which has been filed with the SEC.

7. All consents, approvals, permits, orders or authorizations of, and all
qualifications, registrations, designations, declarations or filings with, any



Maryland governmental authority on the part of the Company required in
connection with the consummation of the transactions contemplated by the
Agreement (other than as may be required by state securities laws) have been
obtained, and are effective, as of the Closing.

8. There is no material action, suit, proceeding, investigation or claim pending
against the Company or, to our best knowledge, threatened against the Company in
law, equity or

otherwise before any federal, state, municipal or local court, administrative
agency or other governmental authority or arbitrator which in any way (a)
questions the validity of, impairs or adversely affects PaineWebber's rights
under the Agreement or the Articles Supplementary, or (b) might result in a
material adverse change in the assets, properties, liabilities, business
affairs, results of operation, condition (financial or otherwise) or prospects
of the Company or its subsidiaries taken as a whole. The Company has not
received any opinion or memorandum from legal counsel indicating that either of
the foregoing conditions may be true. The Company has no action or suit pending
or threatened against others which individually or in the aggregate will result
in a Material Adverse Effect.

The foregoing opinion is limited to the laws of the State of Maryland and
the United States and we do not express any opinion herein concerning any other
law.

Except for the annual opinions described in SECTIONS 6.1 and 6.2 of the
Agreement, we assume no obligation to supplement this opinion if any applicable
law changes after the date hereof or if we become aware of any fact that might
change the opinion expressed herein after the date hereof.

This opinion is being furnished to you solely for your benefit, the benefit
of your counsel and the benefit of any subsequent purchaser of the Common Stock
or the Series B Preferred Stock from PaineWebber. Accordingly, it may not be
relied upon by, quoted in any manner to, or delivered to any other person or
entity without, in each instance, our prior written consent.

Very truly yours,



EXHIBIT 10.2

May 6, 1996
CONFIDENTIAL

Bay Apartment Communities, Inc.
4340 Stevens Creek Blvd., Suite 275
San Jose, California 95129

Attention: Mr. Gilbert M. Meyer

Re: Sale of Shares in Bay Apartment Communities, Inc.
Pursuant to Registration Statement on Form S-3

Gentlemen:

This letter will confirm the agreement between PaineWebber Incorporated
("PaineWebber") and Bay Apartment Communities, Inc. ("Bay Apartment"), in
connection with the purchase of approximately $30 million worth of Common Stock
in Bay Apartment (the "Securities") by the entities set forth on EXHIBIT A (the
"Purchasers"). In connection with the sale of the Securities to the Purchasers
on or about May 6, 1996, Bay Apartment has agreed to pay PaineWebber a finder's
fee of $.44 per share. The purchasers shall purchase the Securities for a
purchase price of $24.44 per share of Common Stock.

The fee shall be paid by Bay Apartment to PaineWebber at the "closing" by
wire transfer. The closing shall mean the settlement date whereby the Purchasers
pay to Bay Apartment the purchase price by wire transfer for the Securities.
Only upon Bay Apartment's receipt of such payment from the Purchasers will
PaineWebber direct Depository Trust Company to release the Securities.

PaineWebber and Bay Apartment hereby confirm that PaineWebber's sole
obligation with respect to the transaction described herein is the introduction
of the Purchasers to Bay Apartment. Without limiting the foregoing, Bay
Apartment specifically acknowledges that PaineWebber is not an underwriter in
this transaction and has not assisted it in the drafting or preparation of the
Registration Statement or Prospectus Supplement pursuant to which the Securities
are being sold.

Bay Apartment shall advise PaineWebber as promptly as reasonably
practicable prior

to the closing of any material adverse change or any development involving a
prospective material adverse change in the operations, condition (financial or
otherwise) of Bay Apartment.

PAINEWEBBER AND BAY APARTMENT AGREE TO THE INDEMNIFICATION AND CONTRIBUTION
TERMS SET FORTH IN EXHIBIT B ATTACHED HERETO.

This agreement may not be amended or modified except in writing signed by
each of the parties hereto and shall be governed by and construed in accordance
with the laws of the State of New York. In the event of any litigation
concerning either party's rights or obligations hereunder, the prevailing party
shall be entitled to receive its attorneys' fees and costs from the
non-prevailing party. Bay Apartment and PaineWebber hereby waive any objection
to the laying of venue of any lawsuit, claim or other proceeding arising out of
or relating to this agreement in the courts of the State of New York located in
the City of New York or the United States District Courts located in the City of
New York, and hereby waive and agree not to plead or claim in any such court
that any such lawsuit, claim or other proceeding brought in any such court has
been brought in an inconvenient forum.

If the foregoing correctly sets forth the agreement between PaineWebber and
Bay Apartment, please confirm that fact by signing below and returning to the
undersigned a signed original of this agreement.

PAINEWEBBER INCORPORATED

By:

Name: Frederick T. Caven, Jr.
Title: Managing Director

AGREED TO:



BAY APARTMENT COMMUNITIES, INC.

By:
Name: Gilbert M. Meyer
Title: Chairman of the Board and President



EXHIBIT 99.1

[NEWS RELEASE]

BAY APARTMENT COMMUNITIES STRENGTHENS CAPITAL STRUCTURE

(SAN JOSE, CA), May 10, 1996 - Bay Apartment Communities (NYSE: BAY)
announced today that it has substantially strengthened its capital structure
through the sale of approximately $50.5 million in new equity. The offering
consisted of a direct placement of approximately $30.5 million in common stock
and an underwritten offering of approximately $10.0 million in common stock and
$10.0 million in Series B Convertible Preferred Stock. The shares of common
stock were sold in the direct placement at a price of $24.44 per share,
reflecting approximately a 1% discount from the average closing price of Bay's
common stock during the ten trading days ending May 2, 1996, the last trading
day prior to the date on which the sale was priced. The underwritten shares of
common stock and Series B Convertible Preferred Stock were also sold at a
weighted average sales price of $24.44 per share. The proceeds of the offering
will be used to acquire additional properties and to repay outstanding
indebtedness.

The new shares of preferred stock will be paid a dividend equal to 103% of
the dividend paid on Bay's common stock, or $.4112 per share, versus Bay's
current quarterly common stock dividend of $.40 per share. The preferred stock
generally has no voting rights and is subject to limit conversion rights during
the approximately two and one-half years following issuance. Thereafter, the
preferred stock may be converted on a share-for-share basis into shares of
common stock, subject to certain ownership limitations. After approximately nine
and one-half years, all outstanding shares of the new preferred stock will be
converted into shares of common stock.

"While this transaction will increase our weighted average shares
outstanding on a fully diluted basis by approximately 14.8%, we believe that we
will be able to quickly use the proceeds to acquire additional apartment
communities, which should make the dilutive impact very short term," noted
Gilbert M. Meyer, Chairman and President.

"The offering," he continued, "provides us with additional resources to
both capitalize on an opportunistic acquisition environment and reduce our debt
costs. We intend to quickly use the proceeds from the offering to acquire
additional apartment communities. We will also use a portion of the proceeds to
pay off variable interest rate credit lines, eliminating all of Bay's variable
rate debt prior to acquiring additional apartment home communities."

Bay Apartment Communities is a fully integrated multi-family real estate
investment trust focused on the acquisition, development, construction,
reconstruction and management of high quality apartment communities in the San
Francisco Bay area and Northern California. The company owns 25 apartment
communities containing more than 6,450 apartment homes.



