THE ARMENIAN REAL ESTATE ASSOCIATION (AREA)

A Feasibility Study For Establishment Of An Association Of Real

Estate Professionals In Armenia

Project Team: Nora Alanakian,
Diana Avetian,
Gagik Danielian,
Armen Hovannisian

Faculty Instructors: Dr. Farouk Heiba
Dr. Michael Kouchakdjian

Project Supervisor: Steven Anlian, ICMA International City/County
Management Association ), Resident Advisor to
Armenian Government, USAID, Urban Development

and Housing Division

AMERICAN UNIVERSITY OF ARMENIA A93Y
(an affiliate of the University of California)
COLLEGE OF BUSINESS AND MANAGEMENT
FIELD STUDY PROGRAM / BUSINESS PROJECT

November, 1994



. EXECUTIVE SUMMARY

The current process of converting Armenia’s economy to the market-oriented model
requires a complete restructuring of some industries, one of which is the real estate
industry, and the creation of new ones as well. Based upon an urgent need for
reorganizing the existing housing management/ maintenance force, the project group
proposed to organize a professional association to consolidate and coordinate activities of
the industry, provide new members with proper management assistance, market analyses,
and information support. Formation of a more organized market for such services in
Armenia, and the promotion of high-quality housing maintenance, property management
and real estate brokerage services: these were identified as the mission of the proposed

Armenian Real Estate Association.

Because of several reasons, the primary interests of the project group were directed
towards the housing management and maintenance industry. These reasons included:
= small businesées specializing in the area of management and maintenance will develop
rapidly with the fast pace of privatization of state housing stock.;

“ZSHEK”s (State housing maintenance organizations) are anticipated to be
privatized soon, and this will lead to elimination of State subsidies, thus further
contributing to the further decline of the housing stock;

The property management industry will ‘develop as the number of condominiums will

increase in Armenia.

Based on the above, the project team decided to pursue the following: investigate the

situation and assess feasibility for the creation of the Association; and ultimately, create

the Association and register it.



The group also assumed the responsibility to recommend actions that will help the

Association to operate independently, and identify sources of funds that would provide its

self-sustainability and viability.

The project lasted for six months - from June to November 1994. In various phases of

implementation, the project group faced some problems and challenges that could be

classified as follows:

The industry had not been investigated before, hence, the project group could not base
their analysis on previous information, experience and knowledge.

= The idea of professional associations is uncommon for Armenia.

Income levels of the population are extremely low in Armenia, and there was not
enough effective demand for management and maintenance services.

* The population still considers “ZSHEK”s to be the only organizations to perform
management and maintenance services of the housing stock, in other words

“ZSHEK”s have a monopoly in the industry.

After data collection and analysis, along with market testing, the group came to following
conclusions: the maintenance and service industry is in a premature stage today. Until
now, all maintenance has been accomplished by the “ZSHEK”s which are not yet
privatized. Under the conditions of extremely high costs for maintenance and repair, the

population cannot afford these services, and so the effective demand for this private

industry is very low.



Another finding related to the potential members of the Association. The individuals

operating in housing management/maintenance industry have little experience, influence,

and financial resources to support the Association.

Taking into account these findings, the group made the following strategic decisions:

1. To consider only legal entities as Association members.

2. To include brokerage firms, considering them as the core group within the Association.
Management and maintenance firms would encourage to join the Association in the future

as the industry emerges and develops.

AREA (Armenian Real Estate Association) was officially registered at Executive
Comnmittee of the Arabkir Regional Council of Deputies on November 10, 1994,
with twenty two member firms, virtually all active brokerage firms in Yerevan. A
Board of Directors has been elected and is actively managing the affairs of the

Association.

This report includes recommendations for hiring a professional Executive Manager for
the Association along with a staff and other specialists on a contractual basis, as necessary,
to pick up where AUA students phase out as the interim staff As for a marketing strategy,
the AREA must establish an image of high-quality and reliability in the eyes of community.
Since the Association is a non-profit organization, the profits it earns should be reinvested,
for example, into the training and programs like the “Quick-match” information system

and the “Info-Share Network” of AREA




These recommendations are intended to help AREA operate independently and

successfully as Armenia’s private real estate industry develops.
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[ll. \INTRODUCTION

Armenia is in the period of an unprecedented transition from a State-monopolistic
structure to a free market economy. This process is impeded by political instability, a
severely depressed economy, the blockade, and the war with Azerbaijan. The population
suffers from unemployment, poverty, deteriorated infrastructure and energy crisis. In spite
of all the above mentioned difficulties and challenges, Armenia continues to advance
economic restructuring and the creation of a market-oriented economy. One of the

important steps is the privatization of agricultural land, housing and selected industrial and

commercial organizations.

The process of transition to a market economy is very complex and ambiguous. Several
industries are dying while reality forces to establish new ones which meet the purposes of
restructuring the economy. One such industry that has to develop in the nearest future is
the one related to real estate. This industry includes real estate management, maintenance,
service, brokerage, insurance, as well as some other services. Previously, 75% of housing
stock was State-owned, but after adoption of the Law of the Republic of Armenia “On
Privatization of the State and Public Housing Stock ” in September, 1993, a significant
part of housing stock is already privatized. The possible legal forms of housing stock are
expected to be State/Public co-operative, single-family housing stock (all presently
existing), and “condominium” which is a new concept for Armenia. After the privatization
of residential units, new problems have occurred due to the resultant heterogeneous
housing stock. The Government of Armenia is now preparing to move on to the
privatization of not only housing stock, but also privatization of management and
maintenance organizations. The current condition of residential housing stock is

disastrous. In the past, maintenance expenses were covered by subsidies from the State



budget. Due to rapid price increases for construction materials and services, this budget
has been depleted and the Government is now unable to execute basic required

maintenance, further contributing to the deterioration of the housing stock.

Presently, the maintenance, utilization, and service of the housing stock is conducted by
the State through “ZSHEK”s (State Housing Maintenance Organizations). The
“ZSHEK”s implement, manage, and supervise utilization and servicing activities. That is,
«“7SHEK s act as client and contractor simultaneously. This, no doubt, leads to major

inefficiencies and many inherent risks.

This system of state-owned housing management/maintenance organizations - “ZSHEK”s
- is extremely inefficient due to the above-mentioned reasons, as well as poor financing
and low quality standards. It is difficult to anticipate whether the new privatized
“ZSHEK”’s will become the remedy for the desperate situation with housing services in
Armenia, and for the existing private sector, since it is weak and unprepared to operate in

the environment of a free market.

To improve this situation, our project group proposed to accomplish a business project to
reorganize existing housing management/maintenance force, to train and support it. In
other words, the project group proposed to organize a professional association to
consolidate and coordinate their activities, provide them with proper management
assistance, market analysis, and information support. This Association, being a non-profit
organization, would also promote their services, lobby the Government on behalf of the
members of the Association, and provide training programs to increase awareness of new
trends in real estate industry. The proposed Association initially was suggested to be
called Housing Management/Maintenance Association - HMA. This idea was presented in

the business proposal submitted to ICMA in June, 1994.



The project has been accomplished in six months - from June to November 1994, as it was
planned initially. While some stages of the project were accomplished strictly according to
the initial plan, some other stages had to be changed and adjusted to the existing
conditions. One of the global changes was the types of specialists who were targeted to
become Association members: a decision was made to include into the Association,
besides management and maintenance specialists, also brokerage and other firms involved
in areas related to real estate. So, the Association changed its strategy, its form, and

naturally its name: it became Armenian Real Estate Association (AREA).

There were certain obstacles that the group had to overcome during the implementation of

the project. Some of them are listed below:

= The industry had not been investigated before, hence, the project group could not
count on previous information, experience and knowledge.

= The idea of professional associations was not common for Armenia, and the market
was not ready for it.

= Income levels of the population are extremely low in Armenia and there is not enough
effective demand for management and maintenance services.

*  The population still considers “ZSHEKs to be the only organizations to do
management and maintenance services of housing stock; in other words, SZSRHEK’S

have a monopoly in the industry.

Geographically, the scope of the project intended to mainly involve the companies and
individuals from Yerevan, primarily because of the difficulties related with communication
to other parts of the Republic. However, the group is already considering expanding the

Association, so that in the future it will also include members from other regions of



Armenia. Real estate companies from Vanadzor, Giumry and Abovian have expressed

their intention to join AREA.

This report consists of several sections, that describe the steps the project group
undertook to investigate the situation, the methodology it used to collect necessary data
and to accomplish the feasibility analysis. Then the report describes conclusions the group
has made on the basis of the feasibility analysis, alternative actions and recommendations

for management, and implementation plan for the Association.



IV. METHODOLOGY

A. Project Objectives

Based on the needs and problems stated above, the main objectives of the project team

were the following:

1. Investigate the situation and assess feasibility for the creation of the Housing
Management/Maintenance Association.

2. Depending on the results of feasibility analysis, find alternative ways for the creation of
the Association;

3. Assess the alternatives;

4. Find the best alternative to create the Association and to register it; and

S. Recommend actions that will help the Association to operate independently, and

identify potential sources of funds that would provide its self-sustainability and

viability.

To meet these objectives the group needed primary data on the attitudes of specialists
working in management and maintenance areas (since these were the areas of primary
focus of the project group), and ultimately in all areas related to real estate, to find out if
the concept of the Association was feasible and realistic under the current conditions. The
group also needed secondary data, Government regulations, laws of the Republic of

Armenia on privatization, private property, drafts of the law on condominiums and status

on privatization of “ZSHEK”s, and so on.
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B. Data Sources

To find out the approximate number of people specializing in the areas related to housing
management and maintenance who will to join the Association, the project group needed
data on the individuals and firms that might be interested in creation of a professional

association, and who might be willing to devote their efforts and funds to maintain it.

The project group identified the following sources for potential association members:

management and maintenance staff of foreign offices and embassies in Armenia;

staff of “ZSHEK”s; private maintenance firms and individuals specializing in this industry.

One of the potential sources was also the list of managers and contractors who
participated in the Condominium Workshop organized by ICMA/USAID in November
1993, at the American University of Armenia. Another source of potential members was
considered to be the list of candidates who participated in the contest for the position of

the manager of “Triangle” demonstration Condominium.

C. Data Collection

N

b
To collect necessary data, the project group used the method of personal and telephone
interviews. The group contacted people who work in the areas related to real estate -
mainly management and maintenance - and introduced the idea and possible benefits of
being Association members. The interviews were unstructured, and direct:
i.e. the group did not use special questionnaires for interviews, but simply asked people
about their attitudes towards the idea of creation of the HMA, and the purpose of the

interviews was explained to respondents. About 50 people have been interviewed.
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The project group also interviewed some officials from the Executive Committee of the

Yerevan City Council, to find out if they support the idea of the project.
D. Data Analysis

The attitudes towards the idea were generally not optimistic, both among the people
specializing in the industry and among Yerevan city officials. The Department of
Utilization of Buildings and Constructions considered this idea to be innovative, but at the
same time mentioned that there were no conditions for its viability; in other words, it was

premature. Their opinion was that this can work only after the privatization of “ZSHEK”’s.

Analysis of the gathered data showed that 42 from 50 or 84 percent of interviewed
respondents, were not very enthusiastic about joining the Association, since they did not

see the benefits of it, and only 8 of them expressed interest in the idea.

E. Testing the Market

Analyzing all the information that was collected during the investigation process, the
group decided, however, not to rely on the gathered data only, since there might be some
bias here: even people who showed favorable attitudes towards the Association during the
first contact might not necessarily agree to become its members, and to the contrary,

people who were not interviewed might express the desire to join the Association.

To have more reliable information on the number of people who really agree to become
Association members, the project group decided to organize a series of work sessions and

meetings to introduce the idea of the Association, and to attract people to these meetings



it laynched an advertising campaign. The regular announcements made by radio and in
major newspapers, such as “Hayastani Hanrapetutiun”, “Azg”, and “Yerkir”, invited all
specialists and firms who work in the industry of housing management and maintenance to
informative meetings, during which the idea of the Association would be introduced. The
first meeting took place on August 16, 1994, followed by several other meetings and work

sessions.



V. FINDINGS

A. Market condition

After data collection and analysis, along with market testing, the group concluded that the
private housing maintenance and service industry is premature. All maintenance has been
accomplished by the “ZSHEK”s until now which are not yet privatized. Under the
conditions of extremely high costs for maintenance and repair, the population cannot
afford these services, so the effective demand for this industry is very low. While in the
public sector there are managers, few are familiar with the main ideas and concepts of real
estate management. The only real estate manager who desired to join the Association was
the manager of “Triangle” demonstration condominium. Meetings with interested
individuals revealed that they are not ready to contribute to the Association, rather, they
expected to get some benefit from being members of the Association, mostly, they hoped
to get job contracts with the help of the Association, or engage in do some business in
which they had not been successful individually. This conclusion was supported by the
passive behavior of the members of the “initiative group” (mainly specialists of the housing
maintenance industry - employees of “ZSHEK”s) who were waiting to get all direction
(programs, budgets and by-laws) from the project group without showing any particular

interest in the future of the Association.



Another finding related to the entities that could be potential members of the Association.
Since individuals operating in housing management/maintenance industry have little

experience, influence, and financial resources to support the Association, it should pursue

companies and firms, i.e. legal entities, as opposed to individuals.

B. Feasibility Assessment

Thus, the project group came to the conclusion that the following factors make the

creation of the Housing Management/Maintenance Association unfeasible at this time:

* Immature management/maintenance market;

= Lack of legislative basis (particularly: Laws on Condominiums, on Urban Land and on
Land Cadastre, status on privatization of “ZSHEK”’s, etc.).

* Monopoly of State-owned “ZSHEK”s in the area of management and maintenance;

= Weak and unprofitable private management and‘ maintenance companies; and

* Low income level of population (according to the World Bank Report, 1993, on the
economic condition of Armenia, more than 90 percent of households have monthly

income of less than $1 per family member).

Lack of a legislative basis is probably a principle impediment for creation of Housing
Management/Maintenance Association. The Law about Condominiums is not approved
yet, and housing privatization is has not completed. Additionally, since the income levels
of the population are very low, and people can afford only a minimum scope of housing

maintenance or repairs, specialists working in these areas do not have very active
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businesses and high profits. Therefore, they would have difficulty providing enough
memberéhip fee base for the Association to be self-sustainable and viable. This means that
the idea of the Association is not feasible in the initially proposed concept, i.e. including

only specialists and firms in the area of property management and maintenance.

C. Project Adjustment

Taking into account all the above-mentioned factors, the group arrived logically

to the decision of expanding the scope of the project and involving all the organizations
involved on the real estate market. The initial contacts with firms working in real estate
brokerage, especially with the top management of the Yerevan Real Estate and Stock
Exchange, revealed the best potential for members of the Association. The brokers have
became the core of the Association, as there is already an active market of buying and
selling real estate in Yerevan, primarily privatized residential units. The name of the

Association has been changed accordingly to Armenian Real Estate Association (AREA).
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VI. CONCLUSIONS

A. Evaluation of Results

A very important result of the project is that the existing real estate market in Armenia

has been investigated and feasibility analysis of creation of the Association has been
conducted in two different areas - housing management/maintenance and real estate
brokerage. The conclusion have been made about unfeasibility of creation of housing
management and maintenance association under the present conditions. On the other hand,
the market conditions for real estate brokerage association were favorable, and the

decision was made to proceed with establishment of the latter.

As a result of the business project, the Armenian Real Estate Association (AREA) was
created and registered. The Charter of the Association determines the following initial

programs for the Association:

. real estate appraisal;

. information exchange;

. training program;

. publication program;

. communication with other national associations of Realtors.

Until now, there is no adopted real estate appraisal methodology and the prices are
established with inconsistent criteria. The development of a real estate appraisal program
is very important and urgent for establishing fair real estate prices, and will also serve as a
source of income generation and self-sustainability of the Association. The members of the

Association have already developed some methodology and are ready for introducing

them to the Government.



The results of the Association’s establishment will play a significant role for the real estate
industry of Armenia. Creation of the Real Estate Association will assist development of a
civilized real estate market and contribute to the whole real estate industry. Cooperation
with national associations of other countries will help to generate new ideas, to organize
useful and innovative programs in Armenia, and to avoid possible mistakes. It will be
extremely useful for the Association members to participate in training programs where
real estate experts will lecture on the real estate problems and issues. Publication of
information bulletins and newspapers will assist in increasing public awareness of the real

estate market and in establishing fair prices for real estate.

In order to establish cooperation with similar foreign and international associations the
project group made a presentation for the representatives from USAID and ICMA,
Washington, who visited Armenia in October, 1994. Recently the group received a copy
of the letter from Barry Veret, Housing Project Officer, USAID/W to Allan Decker,
Eastern European Real Property Foundation (EERPF), that refers to AREA and suggests

possible cooperation between the latter and EERPF (see Appendix B).

For the purpose of public awareness and to announce the official establishment of the
Armenian Real Estate Association, the group is organizing official reception with
participation of Government officials, representatives from different international
organizations, press and TV, to be held ox{ November 12, 1994, at the American

University of Armenia.

The group also made an announcement about official bidding for the position of the
Executive Manager of AREA. The job description and the application form developed by

the group, are presented in Appendix C.
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